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Pioneer Energy Services

10 Our Shareholders end Employeas
Pioneer has historically focused on growth, and 2012 was no
_ exception. We grew all our core businesses last year and held

Wrn Stacy Locke
cand

sutive Officer

afety is at the heart of everything we do. It's
an important core value, and we take our
responsibility for nurturing a culture of safety
very seriously. Our Drilling Services Segment achieved
a total recordable incident rate ("TRIR") of 107 an
improvement over the prior year, keeping us among the
industry's safest drilling contractors again this year In
TRIR of 102,
another year over year improvement. These results are

2012, Pioneer achieved a company-wide

attributable to our employees thinking about safety,
caring about each other and doing what it takes to work
safely. We are proud of the "LiveSafe’ initiative that we
introduced in 207 and the culture of safety is clearly
taking hold.

The year also valdated our strategy of buiding a
portfolio of complementary services that are essential
to oil and gas operators’ success in unconventional
resource plays. The diversity of our services has enabled
us to expand our role in helping our clients secure vital
hydrocarbon resources.

Today we can support an operator's needs over the entire

life span of a well, which can potentially be decades
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o strong on ourcommitment to provide ‘excellent service to our
/;Cfiiéﬂtﬁs, keep our people and the public safe, and improve our

inancial pertormance. 2012 was also a vear of growth for us in
é_:_ﬁ}_gw way=—we changed our name to Pioneer Energy Services
Corp. from Pioneer Drilling Company to reflect our transformation
into a diversified energy services provider, We believe all these
efforts contributed to enhanced value for our shareholders,

long. With our diverse and technologically advanced
drilling fleet, we can handle a full range of projects,
from traditional vertical wells to long, lateral horizontal
wells. Our production services specialists then step in to
complete the well and establish production. We continue
to help the operator manage the life of the wellbore by
oproviding a range of maintenance and workover services,
and ultimately, plugging and abandoning the well at the
end of its useful life.

This lifecycie approach enables Picneer to be more
valuable to clients. As a result, our cpportunities for
synergies and cross-selling services are greater than
ever, and prospects for long-term growth and stability
are significantly improved.

Over the vears, we have steadiy invested
in our core businesses which continue to generate
strong returns. In 2012, we increased revenues by 28%
to $919 million and increased Adjusted EBITODAY by
36% to $249 million as compared to the prior year. We are
pleased that over the past two years we have increased
revenues by 89% and Adjusted EBITDAY by 142%.
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Pioneer Energy Services




Our Production Services Segment alone generated
$421 million in revenues in 2012, almost equal to total
revenues for the entire company just two years ago.
Most of this growth has been financed with debt, and
our total debt to capitalization percentage peaked at
approximately 48% during 2012. Now we are focused
on building cash to pay down a significant portion of the
debt by the end of 2014.

OPERATIONAL PROGRESS CONTINUES
Drilling Services Segment

Over the course of the year, we continued to upgrade
our drilling fleet. Since November of 201, we have retired
nine low-horsepower mechanical rigs. These nine clder
rigs have been replaced with state-of-the-art newly built
rigs capable of drilling the most advanced unconventional
projects. Seven new-builds were delivered in 2012, and
three were delivered in the first quarter of 2013. All 10
newly built rigs are designed for pad drilling, with the
ability to walk around a pad site and drill muitiple wells
from one pad.

These new drilling rigs have been well received by our
clients and are performing exceptionally well. All are
operating under multi-year term contracts. Of these 10
new drilling rigs, six are working in the Bakken Shale, two
in the Marcellus Shale, and one each in the Uinta Basin
and the Eagle Ford Shale.

Our drilling operations in Colombia ended 2012 on a high
note. as we put two drilling rigs back to work that had
been idle for most of the year. This brought the utilization
rate of our eight drilling rigs in Colombia to 100%. Our
Colombia operations continue to provide superior
performance and safety for our clients.

Production Services Segment

Wireline Services - Our wireline business grew from 105
to 120 units during 2012, giving us one of the newest,
large-scale fleets in the industry. We have the leading
market share in a number of key geographic regions,
with the majority of revenue coming from cased-
hole operations, including perforating. logging and pipe
recovery. Two more offshore cased-hole, skid-mounted
units have been added to our wireline fleet in the first
guarter of 2013, and one open-hole unit was retired.

Well Servicing - We added 19 well servicing rigs during
2012 and ended the year with 108 rigs. all of which
are capable of working in unconventional plays. Our
well servicing rig fleet is one of the youngest in the
industry with an average age of less than five years.
Six of our newer well servicing rigs have 112-foot masts
and six have 116-foot masts. Many operators favor well
servicing rigs with taller masts because they can work
at higher levels above large blowout preventer stacks.
We will take delivery of another well serving rig with a
16-foot mast in the second quarter of 2013. The value
of these investments is clear. Pioneer has enjoyed the
highest average hourly rate and utilization rate of top-
tier well servicing providers for the past several years.

Coiled Tubing — Our coiled tubing fleet grew from 10 to
13 units during 2012. One of these new units was added
to our very successful offshore operations, and two of
the new units are more-capable 22,000-foot-depth land
units. We also upgraded injector heads on four of our
existing coiled tubing units in the first quarter of 2013 for
better performance at deeper depths. Once again, youth
is on our side since the average age of our coiled tubing
fleet is less than three years.

AN OPTIMISTIC OUTLOOK

Looking ahead, we believe economic conditions are
generally improving., and we expect oil prices to remain
favorable this year. These are the two primary reasons
we believe that demand for Pioneer's services will
remain strong in 2013. Our broad experience, equipment
advantages. safety record and geographic footprint are
reasons to believe we can meet that demand safely
and efficiently.

On behalf of our 3,700 employees. | want to thank you
for your trust in Pioneer Energy Services. Every day we
work hard to earn your continued confidence and strive
to create sustainable, long-term value.

Sincerely.

W Sy Corden

Wm. Stacy Locke
PRESIDENT AND CHIEF EXECUTIVE OFFICER

™ Adjusted EBITDA - Adjusted EBITDA is a financial measure that is not in accordance with Generally Accepted Accounting Principles (GAAP). and should
not be considered (i) in isclation of, or as a substitute for, net income (loss), (i) as an indication of cash flows from operating activities or (ii) as a measure of
liquidity. In addition, Adjusted EBITDA does not represent funds available for discretionary use. We define Adjusted EBITDA as income {loss) before interest
income (expense), taxes, depreciation, amortization and any impairments. We use this measure, together with our GAAP financial metrics, to assess our
financial performance and evaluate our overall progress towards meeting our long-term financial cbjectives. We believe that this non-GAAP financial measure
is useful to investors and analysts in allowing for greater transparency of our operating performance and makes it easier to compare our results with
those of other companies within our industry. Adjusted EBITDA, as we calculate it, may not be comparable to Adjusted EBITDA measures reported by other
companies. For a reconciliation of the difference between this financial measure which is not in accordance with GAAP and the most directly comparable
financial measure calculated in accordance with GAAR see the last page of this Annual Report following the Form 10K
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PART1
INTRODUCTORY NOTE
SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

From time to time, our management or persons acting on our behalf make forward-looking statements to inform
existing and potential security holders about our company. These statements may include projections and estimates
concerning the timing and success of specific projects and our future backlog, revenues, income and capital spending.
Forward-looking statements are generally accompanied by words such as “estimate,” “project,” “predict,” “believe,”
“expect,” “anticipate,” “plan,” “intend,” “seek,” “will,” “should,” “goal” or other words that convey the uncertainty of
future events or outcomes. These forward-looking statements speak only as of the date on which they are first made,
which in the case of forward-looking statements made in this report is the date of this report. Sometimes we will
specifically describe a statement as being a forward-looking statement and refer to this cautionary statement.

In addition, various statements contained in this Annual Report on Form 10-K, including those that express
a belief, expectation or intention, as well as those that are not statements of historical fact, are forward-looking
statements. Such forward-looking statements appear in Item 1—“Business” and Item 3—"Legal Proceedings” in
Part 1 of this report; in Item S—*“Market for Registrant’s Common Equity, Related Shareholder Matters and
Issuer Purchases of Equity Securities,” Item 7—“Management’s Discussion and Analysis of Financial Condition
and Results of Operations,” Item 7A—*Quantitative and Qualitative Disclosures About Market Risk” and in the
Notes to Consolidated Financial Statements we have included in Item 8 of Part II of this report; and elsewhere in
this report. These forward-looking statements speak only as of the date of this report. We disclaim any obligation
to update these statements, and we caution you not to place undue reliance on them. We have based these
forward-looking statements on our current expectations and assumptions about future events. While our
management considers these expectations and assumptions to be reasonable, they are inherently subject to
significant business, economic, competitive, regulatory and other risks, contingencies and uncertainties, most of
which are difficult to predict and many of which are beyond our control. These risks, contingencies and
uncertainties relate to, among other matters, the following:

» general economic and business conditions and industry trends;
» levels and volatility of oil and gas prices;

« decisions about exploration and development projects to be made by oil and gas exploration and
production companies;

« economic cycles and their impact on capital markets and liquidity;

+ the continued demand for drilling services or production services in the geographic areas where we
operate;

 the highly competitive nature of our business;
o our future financial performance, including availability, terms and deployment of capital;

+ future compliance with covenants under our senior secured revolving credit facility and our senior
notes;

« the supply of marketable drilling rigs, well servicing rigs, coiled tubing and wireline units within the
industry;

o the continued availability of drilling rig, well servicing rig, coiled tubing and wireline unit components;

+ the continued availability of qualified personnel;

« the success or failure of our acquisition strategy, including our ability to finance acquisitions, manage
growth and effectively integrate acquisitions; and

e changes in, or our failure or inability to comply with, governmental regulations, including those
relating to the environment.



We believe the items we have outlined above are important factors that could cause our actual results to
differ materially from those expressed in a forward-looking statement contained in this report or elsewhere. We
have discussed many of these factors in more detail elsewhere in this report. Unpredictable or unknown factors
we have not discussed in this report could also have material adverse effects on actual results of matters that are
the subject of our forward-looking statements. We undertake no duty to update or revise any forward-looking
statements, except as required by applicable securities laws and regulations. We advise our security holders that
they should (1) be aware that unpredictable or unknown factors not referred to above could affect the accuracy of
our forward-looking statements and (2) use caution and common sense when considering our forward-looking
statements. Also, please read the risk factors set forth in Item 1A—*“Risk Factors.”

Item 1. Business

General

Pioneer Drilling Company was incorporated under the laws of the State of Texas in 1979 as the successor to
a business that had been operating since 1968. Since September 1999, we have significantly expanded our
drilling rig fleet through acquisitions and through the construction of rigs from new and used components. In
March 2008, we acquired two production services companies which significantly expanded our service offerings
to include well servicing, wireline services and fishing and rental services. We have continued to invest in the
growth of all our service offerings through acquisitions and organic growth. On December 31, 2011, we acquired
the coiled tubing services business of Go-Coil, L.L.C. (“Go-Coil”) to expand our existing production services
offerings.

On July 30, 2012, we changed our company name from “Pioneer Drilling Company” to “Pioneer Energy
Services Corp.” Our common stock trades on the New York Stock Exchange under the ticker symbol “PES.” Our
new name reflects our strategy to expand our service offerings beyond drilling services, which has been our core,
legacy business. Pioneer Energy Services provides drilling services and production services to a diverse group of
independent and large oil and gas exploration and production companies throughout much of the onshore oil and
gas producing regions of the United States and internationally in Colombia. We also provide coiled tubing and
wireline services offshore in the Gulf of Mexico. Drilling services and production services are fundamental to
establishing and maintaining the flow of oil and natural gas throughout the productive life of a well site and
enable us to meet multiple needs of our clients.

We currently conduct our operations through two operating segments: our Drilling Services Segment and
our Production Services Segment. The following is a description of these two operating segments. Financial
information about our operating segments is included in Note 10, Segment Information, of the Notes to
Consolidated Financial Statements, included in Part I, Item 8, Financial Statements and Supplementary Data, of
this Annual Report on Form 10-K.

* Drilling Services Segment—Our Drilling Services Segment provides contract land drilling services to a
diverse group of oil and gas exploration and production companies with its fleet of 70 drilling rigs
which are currently assigned to the following divisions:

Drilling Division Rig Count
SOUth TeXaAS . . ..ottt 14
Bast Texas ......covtinii i e e e e 4
WeEst TeXaS . ..ottt i e, 23
NorthDakota . ... et 12
Utah ..o e 5
Appalachia............. ... 4
Colombia ........... . _§
E



Since late 2009, increased demand for drilling services in domestic shale plays and oil or liquid rich
regions resulted in increased rig utilization and drilling revenues in these regions. We capitalized on
this trend by moving drilling rigs in our fleet to these higher demand regions from lower demand
regions. As a result, we closed our Oklahoma and North Texas drilling divisions and established our
West Texas drilling division in 2011.

In early 2011, we began construction, based on term contracts, of ten new-build AC drilling rigs that
are fit for purpose for domestic shale plays. Construction has been completed for eight of these new-
build drilling rigs which are currently operating in the shale plays, and we expect the remaining two to
be completed and working under term contracts by the end of the first quarter of 2013.

As of January 31, 2013, 57 drilling rigs are operating under drilling contracts, 43 of which are under
term contracts. Included in the 43 drilling rigs currently operating under term contracts are three rigs
which our client early released due to the recent decrease in demand for vertical conventional drilling
in West Texas. These three drilling rigs are under term contracts and therefore we are receiving a
standby dayrate for the remainder of the contract term. All our drilling rigs in Colombia are currently
working, six of which are working under term contracts that were extended through the first quarter of
2013. We are actively marketing all our idle drilling rigs.

In addition to our drilling rigs, we provide the drilling crews and most of the ancillary equipment
needed to operate our drilling rigs. We obtain our contracts for drilling oil and natural gas wells either
through competitive bidding or through direct negotiations with existing or potential clients. Our
drilling contracts generally provide for compensation on either a daywork, turnkey or footage basis.
Contract terms generally depend on the complexity and risk of operations, the on-site drilling
conditions, the type of equipment used, and the anticipated duration of the work to be performed.

Production Services Segment—Our Production Services Segment provides a range of services to
exploration and production companies, including well servicing, wireline services, coiled tubing
services, and fishing and rental services. Our production services operations are concentrated in the
major United States onshore oil and gas producing regions in the Mid-Continent and Rocky Mountain
states and in the Gulf Coast, both onshore and offshore. We provide our services to a diverse group of
oil and gas exploration and production companies. The primary production services we offer are the
following:

» Well Servicing. A range of services are required in order to establish production in newly-drilled
wells and to maintain production over the useful lives of active wells. We use our well servicing
rig fleet to provide these necessary services, including the completion of newly-drilled wells,
maintenance and workover of active wells, and plugging and abandonment of wells at the end of
their useful lives. As of January 31, 2013, we operate ninety-eight 550 horsepower rigs and ten
600 horsepower rigs through 12 locations, most of which are in the Gulf Coast and ArkLaTex
regions.

* Wireline Services. In order for oil and gas exploration and production companies to better
understand the reservoirs they are drilling or producing, they require logging services to
accurately characterize reservoir rocks and fluids. To complete a well, the production casing must
be perforated to establish a flow path between the reservoir and the wellbore. We use our fleet of
wireline units to provide these important logging and perforating services. We provide both open
and cased-hole logging services, including the latest pulsed-neutron technology. In addition, we
provide services which allow oil and gas exploration and production companies to evaluate the
integrity of wellbore casing, recover pipe, or install bridge plugs. As of January 31, 2013, we
operate through 24 locations with a fleet of 120 wireline units.

» Coiled Tubing Services. Coiled tubing is an important element of the well servicing industry that
allows operators to continue production during service operations without shutting in the well,
thereby reducing the risk of formation damage. Coiled tubing services involve the use of a
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continuous metal pipe spooled on a large reel for oil and natural gas well applications, such as
wellbore clean-outs, nitrogen jet lifts, through-tubing fishing, formation stimulation utilizing acid,
chemical treatments and fracturing. Coiled tubing is also used for a number of horizontal well
applications such as milling temporary plugs between frac stages. Our coiled tubing business
consists of nine onshore and four offshore coiled tubing units which are currently deployed
through four locations in Texas, Louisiana and Oklahoma.

» Fishing and Rental Services. During drilling operations, oil and gas exploration and production
companies frequently rent unique equipment such as power swivels, foam circulating units, blow-
out preventers, air drilling equipment, pumps, tanks, pipe, tubing and fishing tools. We provide
rental services out of four locations in Texas and Oklahoma. As of December 31, 2012 our fishing
and rental tools have a gross book value of $16.1 million.

Pioneer Energy Services’ corporate office is located at 1250 NE Loop 410, Suite 1000, San Antonio, Texas
78209. Our phone number is (210) 828-7689 and our website address is www.pioneeres.com. We make available
free of charge though our website our Annual Reports on our Form 10-K, Quarterly Reports on Form 10-Q,
Current Reports on Form 8-K, and all amendments to those reports as soon as reasonably practicable after such
material is electronically filed with the Securities and Exchange Commission (SEC). Information on our website
is not incorporated into this report or otherwise made part of this report.

Industry Overview

Demand for oilfield services offered by our industry is a function of our clients’ willingness to make
operating expenditures and capital expenditures to explore for, develop and produce hydrocarbons, which in turn
is affected by current and expected oil and natural gas prices.

From 2004 through 2008, domestic exploration and production spending increased as oil and natural gas
prices increased. From late 2008 and into late 2009, there was substantial volatility and a decline in oil and
natural gas prices due to the downturn in the global economic environment. In response, our clients curtailed
their drilling programs and reduced their production activities, particularly in natural gas producing regions,
which resulted in a decrease in demand and revenue rates for certain of our drilling rigs and production services
equipment. Additionally, there was uncertainty in the capital markets and access to financing was limited. These
conditions adversely affected our business environment.

With generally increasing oil prices in 2010 and 2011, exploration and production companies increased their
exploration and production spending and industry equipment utilization and revenue rates improved, particularly
in oil-producing regions and in certain shale regions. During 2012, modest increases in exploration and
production spending resulted in modest increases in industry equipment utilization and revenue rates during
2012, as compared to 201 1. Though oil prices decreased sharply in mid-2012 for a brief period of time, they have
since recovered with no meaningful upward or downward trend for the year. In addition, excess natural gas
production in the U.S. shale regions continues to depress natural gas prices. If oil and natural gas prices decline,
then industry equipment utilization and revenue rates could decrease domestically and in Colombia.

Colombia has experienced significant growth in oil production since 2008 largely due to the infusion of
capital by international exploration and production companies as a result of the country’s improved regulation
and security. Historically, Colombian oil prices have generally trended in line with West Texas Intermediate
(WTI) oil prices. However, fluctuations in oil prices have a less significant impact on demand for drilling and
production services in Colombia as compared to the impact on demand in North America. Demand for drilling
and production services in Colombia is largely dependent upon the national oil company’s long-term exploration
and production programs.



The trends in spot prices of WTI crude oil and Henry Hub natural gas, and the resulting trends in domestic
land rig counts (per Baker Hughes) and domestic well servicing rig counts (per Guiberson/Association of Energy
Service Companies) over the last five years are illustrated in the graphs below.
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As shown in the charts above, the trends in industry rig counts are influenced by fluctuations in oil and
natural gas prices, which affect the levels of capital and operating expenditures made by our clients.

Our business is influenced substantially by both operating and capital expenditures by exploration and
production companies. Exploration and production spending is generally categorized as either a capital
expenditure or operating expenditure.

Capital expenditures by oil and gas exploration and production companies tend to be relatively sensitive to
volatility in oil or natural gas prices because project decisions are tied to a return on investment spanning a
number of years. As such, capital expenditure economics often require the use of commodity price forecasts
which may prove inaccurate in the amount of time required to plan and execute a capital expenditure project
(such as the drilling of a deep well). When commodity prices are depressed for long periods of time, capital
expenditure projects are routinely deferred until prices return to an acceptable level.

In contrast, both mandatory and discretionary operating expenditures are more stable than capital
expenditures for exploration as these expenditures are less sensitive to commodity price volatility. Mandatory
operating expenditure projects involve activities that cannot be avoided in the short term, such as regulatory
compliance, safety, contractual obligations and certain projects to maintain the well and related infrastructure in
operating condition. Discretionary operating expenditure projects may not be critical to the short-term viability of
a lease or field and are generally evaluated according to a simple short-term payout criterion that is far less
dependent on commodity price forecasts.

Because existing oil and natural gas wells require ongoing spending to maintain production, expenditures by
exploration and production companies for the maintenance of existing wells are relatively stable and predictable.
In contrast, capital expenditures by exploration and production companies for exploration and drilling are more
directly influenced by current and expected oil and natural gas prices and generally reflect the volatility of
commodity prices.

Competitive Strengths
Our competitive strengths include:

*  One of the Leading Providers in the Most Attractive Regions. Our 70 drilling rigs operate in many of
the most attractive producing regions in the Americas, including the Bakken, Marcellus and Eagle Ford
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shales, and Permian and Uintah Basins, as well as Colombia. Our drilling rigs are located in seven
divisions throughout the United States and Colombia, diversifying our geographic exposure and
limiting the impact of any regional slowdown. We believe the varied capabilities of our drilling rigs
make them well suited to these areas where the optimal rig configuration is dictated by local geology
and market conditions. Furthermore, certain of our divisions, such as Colombia, North Dakota, Utah,
West Texas and parts of our South Texas division, are in regions with oil-focused drilling, which
reduces our relative exposure to changes in natural gas drilling activity.

High Quality Assets. We have purchased 38 new-build drilling rigs since 2001, eight of which we
constructed over the last two years, and currently have another two new-build AC drilling rigs under
construction that are fit for purpose for domestic shale plays. The majority of our drilling rig fleet is
fast moving and has preferred equipment such as more efficient and lower emission engines, rounded
bottom mud tanks and matched horsepower mud pumps. Approximately 86% of our drilling rig fleet
has a horsepower rating of at least 1000 horsepower and the majority of our fleet is equipped with top
drives, allowing us to pursue opportunities in shale plays, which typically require higher specification
rigs than traditional areas. Approximately 70% of our production services assets have been built since
2007, and all of our well servicing rigs have at least 550 horsepower. We believe that our modern and
well maintained fleet allows us to realize higher contract and utilization rates because we are able to
offer our clients equipment that is more reliable and requires less downtime than older equipment.

Provide Services Throughout the Well Life Cycle. By offering our clients both drilling and production
services, we capture revenue throughout the life cycle of a well and diversify our business. Our Drilling
Services Segment performs work prior to initial production, and our Production Services Segment
provides services such as logging, completion, perforation, workover and maintenance throughout the
productive life of a well. We also provide certain end-of-well-life activities such as plugging and
abandonment. Drilling and production services activity have historically exhibited different degrees of
demand fluctuation, and we believe the diversity of our services reduces our exposure to decreases in
demand for any single service activity. Further, the diversity of our service offerings enables us to
cross-sell our services, benefiting our clients, allowing us to generate more business from existing
clients and increasing our profits as we expand our services within existing markets.

Excellent Safety Record. Our safety program called “LiveSafe” focuses on creating an environment
where everyone is committed to and recognizes the possibility of always working without incident or
injury. We believe that by building strong relationships among our people we can achieve outstanding
accomplishments. Our excellent safety record and reputation are critical to winning new business and
expanding our relationships with existing clients. Our commitment to safety helps us to keep our
employees safe and reduces our business risk.

Experienced Management Team. We believe that important competitive factors in establishing and
maintaining long-term client relationships include having an experienced and skilled management team
and maintaining employee continuity. Our CEO, Wm. Stacy Locke, joined Pioneer in 1995 as
President and has over 30 years of industry experience. Our two segment presidents, F.C. “Red” West
and Joe Eustace, have over 80 years of combined oilfield services experience. Our management team
has operated through numerous oilfield services cycles and provides us with valuable long-term
experience and a detailed understanding of client requirements. We also seek to maximize employee
continuity and minimize employee turnover by maintaining modern equipment, a strong safety record,
ongoing growth and competitive compensation. We have devoted, and will continue to devote,
substantial resources to our employee safety and training programs and maintaining low employee
turnover.

Longstanding and Diversified Clients. We maintain long-standing, high quality client relationships
with a diverse group of large independent oil and gas exploration and production companies including
Whiting Petroleum Corporation, which accounted for approximately 10% of our 2012 consolidated
revenues, Apache Corporation, Chesapeake Energy Corporation, Hess Corporation and Continental
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Strategy

Resources. We also maintain a high quality relationship with Ecopetrol, which accounted for
approximately 10% of our 2012 consolidated revenues. We believe our relationships with our clients
are excellent and offer numerous opportunities for future growth.

In past years, our strategy was to become a premier land drilling and production services company through
steady and disciplined growth. We executed this strategy by acquiring and building a high quality drilling rig
fleet and production services business which we operate in the most attractive drilling markets throughout the
United States and in Colombia. Our long-term strategy is to maintain and leverage our position as a leading land
drilling and production services company, continue to expand our relationships with existing clients, expand our
client base in the arecas where we currently operate and further enhance our geographic diversification through
selective expansion. The key elements of this long-term strategy are focused on our:

Competitive Position in the Most Attractive Domestic Markets. Shale plays and non-shale oil or liquid
rich environments are increasingly important to domestic hydrocarbon production and not all drilling
rigs are capable of successfully drilling in these unconventional opportunities. We are currently
operating in unconventional areas in the Bakken, Marcellus and Eagle Ford shales and Permian and
Uintah Basins. All of the eight drilling rigs we have constructed over the last two years are currently
operating in domestic shale plays and we expect the remaining two new-build drilling rigs currently
under construction to be operating in shale or unconventional plays by the end of the first quarter of
2013. Additionally, in recent years, we have added significant capacity to our production services
fleets, which are well positioned to capitalize on increased shale development.

Exposure to Oil and Liquids Rich Natural Gas Drilling Activity. We believe that our flexible drilling
and production services fleets allow us to pursue varied opportunities, enabling us to focus on a
favorable mix of natural gas, oil and liquids rich natural gas activity. In recent years, we have
intentionally increased our exposure to oil-related activities by redeploying certain of our assets into
predominately oil-producing regions and we continue to actively seek contracts with oil-focused
producers. As of January 31, 2013, approximately 91% of our working drilling rigs and 78% of our
production services assets are operating on wells that are targeting or producing oil or liquids rich
natural gas.

International Presence. In early 2007, we announced our intention to selectively expand internationally
and began a relationship with Ecopetrol S.A. in Colombia after a comprehensive review of
international opportunities wherein we determined that Colombia offered an attractive mix of favorable
business conditions, political stability, and a long-term commitment to expanding national oil and gas
production. Currently, all of our eight drilling rigs in Colombia are working, six of which are under
term contracts that were extended through the first quarter of 2013.

Growth Through Select Capital Deployment. We have historically invested in the growth of our
business by strategically upgrading our existing assets, selectively engaging in new-build opportunities,
and through selective acquisitions. We have continued to make significant investments in the growth of
our business over the past several years. For example, on December 31, 2011, we acquired a coiled
tubing services business to expand our existing production services offerings. We have also added
significant capacity to our other production services fleets through the addition of 57 wireline units and
34 well servicing rigs over the last three years. In 2011, we began construction, based on term
contracts, of ten new-build AC drilling rigs, eight of which are currently operating in domestic shale
plays, and we expect the remaining two to be operating by the end of the first quarter of 2013. When
these capital projects are completed, we intend to shift our near-term focus toward reducing capital
expenditures and using excess cash flows from operations to reduce outstanding debt balances and
reposition ourselves for continued long-term growth.



Overview of Our Segments and Services
Drilling Services Segment

There are numerous factors that differentiate land drilling rigs, including their power generation systems and
their drilling depth capabilities. A land drilling rig consists of engines, a hoisting system, a rotating system,
pumps and related equipment to circulate drilling fluid, blowout preventers and related equipment. Generally,
drilling rigs operate with crews of five to six persons.

Diesel or gas engines are typically the main power sources for a drilling rig. Power requirements for drilling
jobs may vary considerably, but most land drilling rigs employ two or more engines to generate between 500 and
2,000 horsepower, depending on well depth and rig design. Most drilling rigs capable of drilling in deep
formations, involving depths greater than 15,000 feet, use diesel-electric power units to generate and deliver
electric current through cables to electrical switch gears, then to direct-current electric motors attached to the
equipment in the hoisting, rotating and circulating systems.

Generally, a drilling rig’s hoisting system is made up of a mast, or derrick, a traveling block and hook
assembly that attaches to the rotating system, a mechanism known as the drawworks, a drilling line and ancillary
equipment. The drawworks mechanism consists of a revolving drum, around which the drilling line is wound,
and a series of shafts, clutches and chain and gear drives for generating speed changes and reverse motion. The
drawworks also houses the main brake, which has the capacity to stop and sustain the weights used in the drilling
process. When heavy loads are being lowered, a hydraulic or electric auxiliary brake assists the main brake to
absorb the great amount of energy developed by the mass of the traveling block, hook assembly, drill pipe, drill
collars and drill bit or casing being lowered into the well.

The rotating equipment from top to bottom consists of a top drive or a swivel, the kelly, and kelly bushing,
the rotary table, drill pipe, drill collars and the drill bit. We refer to the equipment between the top drive or swivel
and the drill bit as the drill stem. In a top drive system, the top drive hangs from a hook at the bottom of the
traveling block. The top drive has a passageway for drilling mud to get into the drill pipe, and it has a heavy-duty
electric motor connected to a threaded drive shaft which connects to and rotates the drill pipe. In a kelly drive
system, the swivel assembly sustains the weight of the drill stem, permits its rotation and affords a rotating
pressure seal and passageway for circulating drilling fluid into the top of the drill string. The swivel also has a
large handle that fits inside the hook assembly at the bottom of the traveling block. Drilling fluid enters the drill
stem through a hose, called the rotary hose, attached to the side of the swivel. The kelly is a triangular, square or
hexagonal piece of pipe, usually 40 feet long, that transmits torque from the rotary table to the drill stem and
permits its vertical movement as it is lowered into the hole. The bottom end of the kelly fits inside a
corresponding triangular, square or hexagonal opening in a device called the kelly bushing. The kelly bushing, in
turn, fits into a part of the rotary table called the master bushing. As the master bushing rotates, the kelly bushing
also rotates, turning the kelly, which rotates the drill pipe and thus the drill bit. Drilling fluid is pumped through
the kelly on its way to the bottom. The rotary table, equipped with its master bushing and kelly bushing, supplies
the necessary torque to turn the drill stem. The drill pipe and drill collars are both steel tubes through which
drilling fluid can be pumped. Drill pipe, sometimes called drill string, comes in 30-foot sections, or joints, with
threaded sections on each end. Drill collars are heavier than drill pipe and both are threaded on the ends. Collars
are used on the bottom of the drill stem to apply weight to the drilling bit. At the end of the drill stem is the bit,
which chews up the formation rock and dislodges it so that drilling fluid can circulate the fragmented material
back up to the surface where the circulating system filters it out of the fluid.

Drilling fluid, often called mud, is a mixture of clays, chemicals and water or oil, which is carefully
formulated for the particular well being drilled. Drilling mud accounts for a major portion of the cost incurred
and equipment used in drilling a well. Bulk storage of drilling fluid materials, the pumps and the mud-mixing
equipment are placed at the start of the circulating system. Working mud pits and reserve storage are at the other
end of the system. Between these two points, the circulating system includes auxiliary equipment for drilling
fluid maintenance and equipment for well pressure control. Within the system, the drilling mud is typically
routed from the mud pits to the mud pump and from the mud pump through a standpipe and the rotary hose to the
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drill stem. The drilling mud travels down the drill stem to the bit, up the annular space between the drill stem and
the borehole and through the blowout preventer stack to the return flow line. It then travels to a shale shaker for
removal of rock cuttings, and then back to the mud pits, which are usually steel tanks. The reserve pits, usually
one or two fairly shallow excavations, are used for waste material and excess water around the location.

Drilling rigs use long strings of drill pipe and drill collars to drill wells. Drilling rigs are also used to set
heavy strings of large-diameter pipe, or casing, inside the borehole. Because the total weight of the drill string
and the casing can exceed 500,000 pounds, drilling rigs require significant hoisting and braking capacities. The
actual drilling depth capability of a rig may be less than or more than its rated depth capability due to numerous
factors, including the size, weight and amount of the drill pipe on the rig. The intended well depth and the drill
site conditions determine the amount of drill pipe and other equipment needed to drill a well.

In a continuing effort to improve our drilling rig fleet, we have installed top drives in 45 rigs (with five
additional spare top drives available for installation), iron roughnecks in 58 rigs (with one additional spare iron
roughnecks available for installation), walking/skidding systems in 24 rigs and automatic catwalks in 27 rigs.
These upgrades provide our clients with drilling rigs that have more varied capabilities for drilling in
unconventional plays, and they improve our efficiency and safety. Top drives provide maximum torque and
rotational control, improved well control and better hole conditioning. In horizontal drilling, operators can utilize
top drives to reach formations that may not be accessible with conventional rotary drilling. An iron roughneck is
a remotely operated pipe handling feature on the rig floor, which is used to help reduce the occurrence of
repetitive motion injuries and decrease drill pipe tripping time. Walking systems increase efficiency by allowing
multiple wells to be drilled on the same pad site and permitting the drilling rig to move between wells while drill
pipe remains in the derrick, thus reducing move times and costs. OQur walking system enables the drilling rig to
move forward, backward, and side to side which affords the operator additional flexibility. An automated catwalk
is a drill pipe handling feature used to raise drill pipe, drill collars, casing, and other necessary items to the
drilling rig floor. Its function significantly reduces pick up and lay down time, thereby decreasing operator costs
for handling casing.

The following table sets forth historical information regarding utilization for our drilling rig fleet:

Year ended December 31,
2012 2011 2010 2009 2008
Average number of operating rigs for the period ............ 650 693 710 707 674
Average utilizationrate ............ ... i, 8% T3% S9% 41% 89%

We believe that our drilling rigs and other related equipment are in good operating condition. Our
employees perform periodic maintenance and minor repair work on our drilling rigs. We rely on various oilfield
service companies for major repair work and overhaul of our drilling equipment when needed. We also engage in
periodic improvement of our drilling equipment. In the event of major breakdowns or mechanical problems, our
rigs could be subject to significant idle time and a resulting loss of revenue if the necessary repair services are not
immediately available.

As of January 31, 2013, we own a fleet of 55 trucks and related transportation equipment that we use to
transport our drilling rigs to and from drilling sites. By owning our own trucks, we reduce the overall cost of rig
moves and reduce downtime between rig moves. This is most beneficial to us in periods of high rig utilization
and in regions where there is less pad drilling.

We obtain our contracts for drilling oil and gas wells either through competitive bidding or through direct
negotiations with clients. Our drilling contracts generally provide for compensation on either a daywork, turnkey
or footage basis. Contract terms generally depend on the complexity and risk of operations, the on-site drilling
conditions, the type of equipment used, and the anticipated duration of the work to be performed. Generally, our
contracts provide for the drilling of a single well and typically permit the client to terminate on short notice.

9



During periods of high rig demand, or for our newly constructed rigs, we enter into longer-term drilling
contracts. Currently, we have contracts with terms of six months to four years in duration. As of January 31,
2013, we have 43 drilling rigs operating under term contracts, as well as term contracts for another two new-
build AC drilling rigs which we expect to begin working by the end of the first quarter of 2013. As of January 31,
2013, if not renewed at the end of their terms, the expiration of the 43 term contracts under which we are
currently operating is as follows:

Term Contract Expiration by Period

Total Within 6Months 1Yearto 18Months 2to4
Term Contracts 6 Months to1Year 18 Months to2 Years Years
UnitedStates . ........covvviinnnnnn... 37 23 6 2 1 5
Colombia ..................cciuinin.. 6 6 - — — —
43 29 6 2 1 5

As a provider of contract land drilling services, our business and the profitability of our operations depend
on the level of drilling activity by oil and gas exploration and production companies operating in the geographic
markets where we operate. The oil and gas exploration and production industry is a historically cyclical industry
characterized by significant changes in the levels of exploration and development activities. During periods of
reduced drilling activity or excess rig capacity, price competition tends to increase and the profitability of
daywork contracts tends to decrease. In this competitive price environment, we may be more inclined to enter
into turnkey contracts that expose us to greater risk of loss but which offer higher potential contract profitability.

During the last three fiscal years, our drilling contracts have primarily been for daywork drilling and we
have not performed any footage contract work. The following table presents, by type of contract, information
about the total number of wells we completed for our clients during each of the last three fiscal years.

Year ended December 31,
Types of Contracts 2012 2011 2010
Daywork . .. .. 881 655 453
TUMMKEY . ottt e e e e 171
Total number of wells ... ... ... . i e e e 892 @ ﬂ

Daywork Contracts. Under daywork drilling contracts, we provide a drilling rig and required personnel to
our client who supervises the drilling of the well. We are paid based on a negotiated fixed rate per day while the
rig is used. Daywork drilling contracts specify the equipment to be used, the size of the hole and the depth of the
well. Under a daywork drilling contract, the client bears a large portion of the out-of-pocket drilling costs and we
generally bear no part of the usual risks associated with drilling, such as time delays and unanticipated costs.

Turnkey Contracts. Under a turnkey contract, we agree to drill a well for our client to a specified depth and
under specified conditions for a fixed price, regardless of the time required or the problems encountered in
drilling the well. We provide technical expertise and engineering services, as well as most of the equipment and
drilling supplies required to drill the well. We often subcontract for related services, such as the provision of
casing crews, cementing and well logging. Under typical turnkey drilling arrangements, we do not receive
progress payments and are paid by our client only after we have performed the terms of the drilling contract in
full.

The risks to us under a turnkey contract are substantially greater than on a well drilled on a daywork basis.
This is primarily because under a turnkey contract we assume most of the risks associated with drilling
operations generally assumed by the operator in a daywork contract, including the risk of blowout, loss of hole,
stuck drill pipe, machinery breakdowns, abnormal drilling conditions and risks associated with subcontractors’
services, supplies, cost escalations and personnel. We employ or contract for engineering expertise to analyze
seismic, geologic and drilling data to identify and reduce some of the drilling risks we assume. We use the results
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of this analysis to evaluate the risks of a proposed contract and seek to account for such risks in our bid
preparation. We believe that our operating experience, qualified drilling personnel, risk management program,
internal engineering expertise and access to proficient third-party engineering contractors have allowed us to
reduce some of the risks inherent in turnkey drilling operations. We also maintain insurance coverage against
some, but not all, drilling hazards. However, the occurrence of uninsured or under-insured losses or operating
cost overruns on our turnkey jobs could have a material adverse effect on our financial position and results of
operations.

Footage Contracts. Under footage contracts, we are paid a fixed amount for each foot drilled, regardless of
the time required or the problems encountered in drilling the well. We typically pay more of the out-of-pocket
costs associated with footage contracts as compared to daywork contracts. Similar to a turnkey contract, the risks
to us on a footage contract are greater because we assume most of the risks associated with drilling operations
generally assumed by the operator in a daywork contract, including loss of hole, stuck drill pipe, machinery
breakdowns, abnormal drilling conditions and risks associated with subcontractors’ services, supplies, cost
escalation and personnel. As with turnkey contracts, we manage this additional risk through the use of
engineering expertise and bid the footage contracts accordingly. We also maintain insurance coverage against
some, but not all, drilling hazards. However, the occurrence of uninsured or under-insured losses or operating
cost overruns on our footage jobs could have a material adverse effect on our financial position and results of
operations.

Production Services Segment

Well Servicing. Our well servicing rig fleet provides a range of well servicing, including the completion of
newly-drilled wells, maintenance and workover of existing wells, and plugging and abandonment of wells at the
end of their useful lives.

Newly drilled wells require completion services to prepare the well for production. Well servicing rigs are
frequently used to complete newly drilled wells to minimize the use of higher cost drilling rigs in the completion
process. The completion process may involve selectively perforating the well casing in the productive zones to
allow oil or gas to flow into the well bore, stimulating and testing these zones and installing the production string
and other downhole equipment. The completion process typically requires a few days to several weeks,
depending on the nature and type of the completion, and generally requires additional auxiliary equipment.
Accordingly, completion services require less well-to-well mobilization of equipment and can provide higher
operating margins than regular maintenance work. The demand for completion services is directly related to
drilling activity levels, which are sensitive to changes in oil and gas prices.

Regular maintenance is required throughout the life of a well to sustain optimal levels of oil and gas
production. We believe regular maintenance comprises the largest portion of our work in this business segment.
Common maintenance services include repairing inoperable pumping equipment in an oil well and replacing
defective tubing in a gas well. Our maintenance services involve relatively low-cost, short-duration jobs which
are part of normal well operating costs. The need for maintenance does not directly depend on the level of
drilling activity, although it is somewhat impacted by short-term fluctuations in oil and gas prices. Accordingly,
maintenance services generally experience relatively stable demand; however, when oil or gas prices are too low
to justify additional expenditures, operating companies may choose to temporarily shut in producing wells rather
than incur additional maintenance costs.

In addition to periodic maintenance, producing oil and gas wells occasionally require major repairs or
modifications called workovers, which are typically more complex and more time consuming than maintenance
operations. Workover services include extensions of existing wells to drain new formations either through
perforating the well casing to expose additional productive zones not previously produced, deepening well bores
to new zones or the drilling of lateral well bores to improve reservoir drainage patterns. Our well servicing rigs
are also used to convert former producing wells to injection wells through which water or carbon dioxide is then
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pumped into the formation for enhanced oil recovery operations. Workovers also include major subsurface
repairs such as repair or replacement of well casing, recovery or replacement of tubing and removal of foreign
objects from the well bore. These extensive workover operations are normally performed by a well servicing rig
with additional specialized auxiliary equipment, which may include rotary drilling equipment, mud pumps, mud
tanks and fishing tools, depending upon the particular type of workover operation. All of our well servicing rigs
are designed to perform complex workover operations. A workover may require a few days to several weeks and
generally requires additional auxiliary equipment. The demand for workover services is sensitive to oil and gas
producers’ intermediate and long-term expectations for oil and gas prices.

Well servicing rigs are also used in the process of permanently closing oil and gas wells no longer capable
of producing in economic quantities. Many well operators bid this work on a “turnkey” basis, requiring the
service company to perform the entire job, including the sale or disposal of equipment salvaged from the well as
part of the compensation received, and complying with state regulatory requirements. Plugging and abandonment
work can provide favorable operating margins and is less sensitive to oil and gas pricing than drilling and
workover activity since well operators must plug a well in accordance with state regulations when it is no longer
productive. We perform plugging and abandonment work throughout our core areas of operation in conjunction
with equipment provided by other service companies.

We typically bill clients for our well servicing on an hourly basis during the period that the rig is actively
working. As of January 31, 2013, our fleet of well servicing rigs totaled 108 rigs, which we operate through 12
locations, mostly in the Gulf Coast and ArkLaTex regions, though we also have 13 rigs in North Dakota. Our
fleet is among the newest in the industry, consisting of ninety-eight 550 horsepower and ten 600 horsepower rigs
capable of working at depths of 20,000 feet.

Wireline Services. Wireline trucks, like well servicing rigs, are utilized throughout the life of a well.
Wireline trucks are often used in place of a well servicing rig when there is no requirement to remove tubulars
from the well in order to make repairs.

Wireline services typically utilize a single truck equipped with a spool of wireline that is used to lower and
raise a variety of specialized tools in and out of the wellbore. Electric wireline contains a conduit that allows
signals to be transmitted to or from tools located in the well. These tools can be used to measure pressures and
temperatures as well as the condition of the casing and the cement that holds the casing in place. In order for oil
and gas exploration and production companies to better understand the reservoirs they are drilling or producing,
they require logging services to accurately characterize reservoir rocks and fluids. We provide both open and
cased-hole logging services, including the latest pulsed-neutron technology.

Other applications for wireline tools include placing equipment in or retrieving equipment from the
wellbore, installing bridge plugs, perforating the casing in order to prepare the well for production, or cutting off
pipe that is stuck in the well so that the free section can be recovered.

We provide both open and cased-hole logging services, including the latest pulsed-neutron technology. As
of January 31, 2013, our wireline services fleet totaled 120 wireline units, including four offshore units, which
we operate through 24 locations in Texas, Kansas, Colorado, Utah, Montana, North Dakota, Louisiana,
Oklahoma, Wyoming and Mississippi.

Coiled Tubing Services. Coiled tubing is an important element of the production services industry today that
allows operators to continue production during service operations without shutting in the well, thereby reducing
the risk of formation damage. Coiled tubing services involve the use of a continuous metal pipe spooled on a
large reel for oil and natural gas well applications, such as wellbore clean-outs, nitrogen jet lifts, through-tubing
fishing, formation stimulation utilizing acid, chemical treatments and fracturing. Coiled tubing is also used for a
number of horizontal well applications such as milling temporary plugs between frac stages. As of January 31,
2013, our coiled tubing business consists of nine onshore and four offshore units, which are currently deployed in
Texas, Louisiana and Oklahoma.
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Fishing and Rental Services. Our fishing and rental tool business provides a range of specialized services
and equipment that are utilized on a non-routine basis for both drilling and well servicing operations. Drilling and
well servicing rigs are equipped with a complement of tools to complete routine operations under normal
conditions for most projects in the geographic area where they are employed. When downhole problems develop
with drilling or servicing operations, or conditions require non-routine equipment, our clients will usually rely on
a provider of rental and fishing tools to augment equipment that is provided with a typical drilling or well
servicing rig package. The important rental tools that we offer include air drilling equipment, foam units, power
swivels, and blowout preventers.

The term “fishing” applies to a wide variety of downhole operations designed to correct a problem that has
developed when drilling or servicing a well. Often, the problem involves equipment that has become lodged in
the well and cannot be removed without special equipment. Our clients employ our technicians and our tools that
are specifically suited to retrieve the trapped equipment, or “fish,” in order for operations to resume.

Seasonality

All our production services operations are impacted by seasonal factors. Our business can be negatively
impacted during the winter months due to inclement weather, fewer daylight hours, and holidays. Because our
well servicing rigs, wireline units and coiled tubing units are mobile, during periods of heavy snow, ice or rain,
we may not be able to move our equipment between locations.

Clients

We provide drilling and production services to numerous major and independent oil and gas exploration and
production companies that are active in the geographic areas in which we operate. The following table shows our
three largest clients as a percentage of our total revenue for each of our last three fiscal years.

Total
Revenue
Percentage
Fiscal year ended December 31, 2012
Whiting Petroleum Company .. ..., 10.1%
Ecopetrol . ... .. e 9.7%
Apache Corporation . ..............ouuniiiiiinriiiiianennnnnnn. 5.5%
Fiscal year ended December 31, 2011
Ecopetrol . ... ... e 13.5%
Whiting Petroleum Corporation ...............cciiieiriinenaan.. 10.6%
Talisman Energy USA,Inc. ... ... ..o i, 3.6%
Fiscal year ended December 31, 2010
ECopetrol ... ... et 17.7%
Whiting Petroleum Corporation . ..............cooivinieeeaaaa..... 8.9%
Chesapeake Operating, Inc. .............. ... ... i, 3.7%
Competition

Drilling Services Segment

We encounter substantial competition from other drilling contractors. Our primary market areas are highly
fragmented and competitive. The fact that drilling rigs are mobile and can be moved from one market to another

in response to market conditions heightens the competition in the industry.
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The drilling contracts we compete for are usually awarded on the basis of competitive bids. Our principal
competitors are Helmerich & Payne, Inc., Precision Drilling Trust, Patterson-UTI Energy, Inc. and Nabors
Industries, Ltd. In addition to pricing and rig availability, we believe the following factors are also important to
our clients in determining which drilling contractors to select:

* the type and condition of each of the competing drilling rigs;
» the mobility and efficiency of the rigs;

« the quality of service and experience of the rig crews;

» the safety records of our company;

 the offering of ancillary services; and

o the ability to provide drilling equipment adaptable to, and personnel familiar with, new technologies
and drilling techniques.

While we must be competitive in our pricing, our competitive strategy generally emphasizes the quality of
our equipment, our safety record, our ability to offer ancillary services, the experience of our rig crews and the
quality of service we provide to differentiate us from our competitors.

Drilling companies compete primarily on a regional basis, and the intensity of competition may vary
significantly from region to region at any particular time. If demand for drilling services improves in a region
where we operate, our competitors might respond by moving in suitable rigs from other regions. An influx of rigs
from other regions could rapidly intensify competition and make any improvement in demand for drilling rigs in
a particular region short-lived.

Some of our competitors have greater financial, technical and other resources than we do. Their greater
capabilities in these areas may enable them to:

» better withstand industry downturns;
« compete more effectively on the basis of price and technology;
 better retain skilled rig personnel; and

* build new rigs or acquire and refurbish existing rigs and place them into service more quickly than us
in periods of high drilling demand.

Production Services Segment

The market for production services is highly competitive. Competition is influenced by such factors as
price, capacity, availability of work crews, type and condition of equipment and reputation and experience of the
service provider. We believe that an important competitive factor in establishing and maintaining long-term
client relationships is having an experienced, skilled and well-trained work force. In recent years, many of our
larger clients have placed increased emphasis on the safety performance and quality of the crews, equipment and
services provided by their contractors. We have devoted, and will continue to devote, substantial resources
toward employee safety and training programs. Although we believe clients consider all of these factors, price is
generally the primary factor in determining which service provider is awarded the work. However, we believe
that most clients are willing to pay a slight premium for the quality and efficient service we provide.

The largest well servicing providers that we compete with are Key Energy Services, Basic Energy Services,
Nabors Industries, Superior Energy Services, Inc. and CC Forbes. In addition, there are numerous smaller
companies that compete in our well servicing markets.

The wireline market is dominated by Schlumberger Ltd. and Halliburton Company. These companies have a
substantially larger asset base than we do and operate in all major U.S. oil and natural gas producing basins.
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Other competitors include Weatherford International, Baker Hughes, Superior Energy Services, Basic Energy
Services, and C&J Energy Services. The market for wireline services is very competitive, but historically we
have competed effectively with our competitors based on performance and strong client service.

The market for coiled tubing has increased due to the growth in deep well and horizontal drilling. Our
primary competitors in the coiled tubing services market include Schlumberger Ltd., Baker Hughes, Halliburton
Company, Key Energy Services, RPC Inc. and Superior Energy Services, Inc. In addition, numerous small
companies compete in our coiled tubing services markets in the United States.

The fishing and rental tools market is fragmented compared to our other product lines. Companies that
provide fishing services generally compete based on the reputation of their fishing tool operators and their
relationships with clients. Competition for rental tools is sometimes based on price; however, in most cases,
when a client chooses a specific fishing tool operator for a particular job, then the necessary rental equipment
will be part of that job as well. Our primary competitors in this service market include Baker Hughes,
Weatherford International, Basic Energy Services, Key Energy Services, Quail Tools (owned by Parker Drilling)
and Knight Oil Tools.

The need for well servicing, wireline, coiled tubing, and fishing and rental services fluctuates primarily in
relation to the price (or anticipated price) of oil and natural gas, which in turn is driven by the supply of and
demand for oil and natural gas. Generally, as supply of these commodities decreases and demand increases,
service and maintenance requirements increase as oil and natural gas producers attempt to maximize the
productivity of their wells in a higher priced environment.

The level of our revenues, earnings and cash flows are substantially dependent upon, and affected by, the
level of domestic and international oil and gas exploration and development activity, as well as the equipment
capacity in any particular region. For a more detailed discussion, see Item 7—“Management’s Discussion and
Analysis of Financial Condition and Results of Operations.”

Raw Materials

The materials and supplies we use in our drilling and production services operations include fuels to operate
our equipment, drilling mud, drill pipe, drill collars, drill bits and cement. We do not rely on a single source of
supply for any of these items. While we are not currently experiencing any shortages, from time to time there
have been shortages of drilling equipment and supplies during periods of high demand. Shortages could result in
increased prices for drilling equipment or supplies that we may be unable to pass on to clients. In addition, during
periods of shortages, the delivery times for equipment and supplies can be substantially longer. Any significant
delays in obtaining drilling equipment or supplies could limit our drilling operations and jeopardize our relations
with clients. In addition, shortages of drilling equipment or supplies could delay and adversely affect our ability
to obtain new contracts for our drilling rigs, which could have a material adverse effect on our financial condition
and results of operations.

Operating Risks and Insurance

Our operations are subject to the many hazards inherent in the contract land drilling business, including the
risks of:

¢ blowouts;

» fires and explosions;

* loss of well control;

* collapse of the borehole;

* lost or stuck drill strings; and

* damage or loss from natural disasters.
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Any of these hazards can result in substantial liabilities or losses to us from, among other things:
» suspension of drilling operations;
 damage to, or destruction of, our property and equipment and that of others;
» personal injury and loss of life;
» damage to producing or potentially productive oil and gas formations through which we drill; and

e environmental damage.

We seek to protect ourselves from some but not all operating hazards through insurance coverage. However,
some risks are either not insurable or insurance is available only at rates that we consider uneconomical. Those
risks include pollution liability in excess of relatively low limits. Depending on competitive conditions and other
factors, we attempt to obtain contractual protection against uninsured operating risks from our clients. However,
clients who provide contractual indemnification protection may not in all cases maintain adequate insurance to
support their indemnification obligations. Our insurance or indemnification arrangements may not adequately
protect us against liability or loss from all the hazards of our operations. The occurrence of a-significant event
that we have not fully insured or indemnified against or the failure of a client to meet its indemnification
obligations to us could materially and adversely affect our results of operations and financial condition.
Furthermore, we may not be able to maintain adequate insurance in the future at rates we consider reasonable.

Our current insurance coverage includes property insurance on our rigs, drilling equipment, production
services equipment and real property. Our insurance coverage for property damage to our rigs, drilling equipment
and production services equipment is based on our estimates of the cost of comparable used equipment to replace
the insured property. The policy provides for a deductible on drilling rigs of $500,000 per occurrence ($750,000
deductible for rigs with an insured value greater than $10 million), and a deductible on production services
equipment of $250,000 per occurrence. Our third-party liability insurance coverage is $76 million per occurrence
and in the aggregate, with a deductible of $260,000 per occurrence. We also carry insurance coverage for
pollution liability up to $20 million with a deductible of $250,000. We believe that we are adequately insured for
public liability and property damage to others with respect to our operations. However, such insurance may not
be sufficient to protect us against liability for all consequences of well disasters, extensive fire damage or damage
to the environment.

In addition, we generally carry insurance coverage to protect against certain hazards inherent in our turnkey
contract drilling operations. This insurance covers “control-of-well,” including blowouts above and below the
surface, redrilling, seepage and pollution. This policy provides coverage of $3 million, $5 million, $10 million,
$15 million or $20 million depending on the area in which the well is drilled and its target depth, subject to a
deductible of the greater of 12.5% of the well’s anticipated dry hole cost or $150,000. This policy also provides
care, custody and control insurance, with a limit of $1 million, subject to a $100,000 deductible.

Employees

We currently have approximately 3,750 employees. Approximately 400 of these employees are salaried
administrative or supervisory employees. The rest of our employees are working in operations for our Drilling
Services Segment and Production Services Segment and are primarily compensated on an hourly basis. The
number of employees in operations fluctuates depending on the utilization of our drilling rigs, well servicing rigs,
wireline units and coiled tubing units at any particular time. None of our employment arrangements are subject to
collective bargaining arrangements.

Our operations require the services of employees having the technical training and experience necessary to
achieve proper operational standards. As a result, our operations depend, to a considerable extent, on the
continuing availability of such personnel. Although we have not encountered material difficulty in hiring and
retaining employees in our operations, shortages of qualified personnel have occurred in our industry. If we
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should suffer any material loss of personnel to competitors or be unable to employ additional or replacement
personnel with the requisite level of training and experience to adequately operate our equipment, our operations
could be materially and adversely affected. While we believe our wage rates are competitive and our
relationships with our employees are satisfactory, a significant increase in the wages paid by other employers
could result in a reduction in our workforce, increases in wage rates, or both. The occurrence of either of these
events for a significant period of time could have a material adverse effect on our financial condition and results
of operations.

Facilities

We lease our corporate office facilities located at 1250 N.E. Loop 410, Suite 1000 San Antonio, Texas
78209. We conduct our business operations through 68 other real estate locations, of which we own 14, in the
United States (Texas, Oklahoma, Colorado, Utah, Montana, North Dakota, Pennsylvania, Wyoming, Mississippi,
Arkansas, Louisiana and Kansas) and internationally in Colombia. These real estate locations are primarily used
for regional offices and storage and maintenance yards.

Governmental Regulation

Our operations are subject to stringent laws and regulations relating to containment, disposal and controlling
the discharge of hazardous oilfield waste and other non-hazardous waste material into the environment, requiring
removal and cleanup under certain circumstances, or otherwise relating to the protection of the environment. In
addition, our operations are often conducted in or near ecologically sensitive areas, such as wetlands and coastal
areas of the Gulf of Mexico, which are subject to special protective measures and which may expose us to
additional operating costs and liabilities for accidental discharges of oil, natural gas, drilling fluids or
contaminated water, or for noncompliance with other aspects of applicable laws. We are also subject to the
requirements of the federal Occupational Safety and Health Act (OSHA) and comparable state statutes. The
OSHA hazard communication standard, the Environmental Protection Agency (EPA) “community right-to-
know” regulations under Title III of the Federal Superfund Amendment and Reauthorization Act and comparable
state statutes require us to organize and report information about the hazardous materials we use in our
operations to employees, state and local government authorities and local citizens.

Environmental laws and regulations are complex and subject to frequent change. In some cases, they can
impose liability for the entire cost of cleanup on any responsible party, without regard to negligence or fault, and
can impose liability on us for the conduct of others or conditions others have caused, or for our acts that
complied with all applicable requirements when we performed them. We may also be exposed to environmental
or other liabilities originating from businesses and assets that we purchased from others. Compliance with
applicable environmental laws and regulations has not, to date, materially affected our capital expenditures,
earnings or competitive position, although compliance measures have added to our costs of operating drilling
equipment in some instances. We do not expect to incur material capital expenditures in our next fiscal year in
order to comply with current environment control regulations. However, our compliance with amended, new or
more stringent requirements, stricter interpretations of existing requirements or the future discovery of
contamination may require us to make material expenditures or subject us to liabilities that we currently do not
anticipate.

There are a variety of regulatory developments, proposals or requirements and legislative initiatives that
have been introduced in the United States and international regions in which we operate that are focused on
restricting the emission of carbon dioxide, methane and other greenhouse gases. Among these developments are
the United Nations Framework Convention on Climate Change, also known as the “Kyoto Protocol” (an
internationally applied protocol, which has been ratified in Colombia, one of our reporting segments), the
Regional Greenhouse Gas Initiative or “RGGI” in the Northeastern United States, and the Western Regional
Climate Action Initiative in the Western United States.
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The U.S. Congress has from time to time considered legislation to reduce emissions of greenhouse gases,
primarily through the development of greenhouse gas cap and trade programs. In addition, more than one-third of
the states already have begun implementing legal measures to reduce emissions of greenhouse gases.

In 2007, the United States Supreme Court in Massachusetts, et al. v. EPA, held that carbon dioxide may be
regulated as an “air pollutant” under the federal Clean Air Act. On December 7, 2009, the EPA responded to the
Massachusetts, et al. v. EPA decision and issued a finding that the current and projected concentrations of
greenhouse gases in the atmosphere threaten the public health and welfare of current and future generations, and
that certain greenhouse gases from motor vehicles contribute to the atmospheric concentrations of greenhouse
gases and hence to the threat of climate change.

Based on these findings, in 2010 the EPA adopted two sets of regulations that restrict emissions of
greenhouse gases under existing provisions of the federal Clean Air Act, including one that requires a reduction
in emissions of greenhouse gases from motor vehicles and another that requires certain construction and
operating permit reviews for greenhouse gas emissions from certain large stationary sources. The stationary
source final rule addresses the permitting of greenhouse gas emissions from stationary sources under the Clean
Air Act Prevention of Significant Deterioration construction and Title V operating permit programs, pursuant to
which these permit programs have been “tailored” to apply to certain stationary sources of greenhouse gas
emissions in a multi-step process, with the largest sources first subject to permitting. In addition, the EPA
adopted rules requiring the monitoring and reporting of greenhouse gases from certain sources, including, among
others, onshore oil and natural gas production facilities.

In April 2012, the EPA issued regulations specifically applicable to the oil and gas industry that will require
operators to significantly reduce volatile organic compounds, or VOC, emissions from natural gas wells that are
hydraulically fractured through the use of “green completions” to capture natural gas that would otherwise
escape into the air. The EPA also issued regulations that establish standards for VOC emissions from several
types of equipment at natural gas well sites, including storage tanks, compressors, dehydrators and pneumatic
controllers.

Although it is not possible at this time to predict whether proposed legislation or regulations will be adopted as
initially written, if at all, or how legislation or new regulations that may be adopted to address greenhouse gas
emissions would impact our business, any such future laws and regulations could result in increased compliance
costs or additional operating restrictions. Any additional costs or operating restrictions associated with legislation or
regulations regarding greenhouse gas emissions could have a material adverse effect on our operating results and
cash flows. In addition, these developments could curtail the demand for fossil fuels such as oil and gas in areas of
the world where our clients operate and thus adversely affect demand for our services, which may in turn adversely
affect our future results of operations. Finally, we cannot predict with any certainty whether changes to temperature,
storm intensity or precipitation patterns as a result of climate change will have a material impact on our operations.

Hydraulic fracturing is a commonly used process that involves injection of water, sand, and a minor amount
of certain chemicals to fracture the hydrocarbon-bearing rock formation to allow flow of hydrocarbons into the
wellbore. The federal Energy Policy Act of 2005 amended the Underground Injection Control provisions of the
federal Safe Drinking Water Act (SDWA) to exclude certain hydraulic fracturing practices from the definition of
“underground injection.” The EPA has asserted regulatory authority over certain hydraulic fracturing activities
involving diesel fuel and has developed draft guidance relating to such practices. In addition, repeal of the
SDWA exclusion of hydraulic fracturing has been advocated by certain advocacy organizations and others in the
public. Congress has from time to time considered legislation to repeal the exemption for hydraulic fracturing
from the SDWA, which would have the effect of allowing the EPA to promulgate new regulations and permitting
requirements for hydraulic fracturing, and to require the disclosure of the chemical constituents of hydraulic
fracturing fluids to a regulatory agency, which would make the information public via the Internet.

Scrutiny of hydraulic fracturing activities continues in other ways, with the EPA having commenced a study
of the potential environmental impacts of hydraulic fracturing, the final results of which are expected in 2014. In
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addition, in April 2012, the EPA issued the first federal air standards for natural gas wells that are hydraulically
fractured, which will require operators to significantly reduce VOC emissions through the use of “green
completions” to capture natural gas that would otherwise escape into the air. Moreover, the EPA is developing
effluent limitations for the treatment and discharge of wastewater resulting from hydraulic fracturing activities
and plans to propose these standards by 2014. The U.S. Department of the Interior has also proposed regulations
relating to the use of hydraulic fracturing techniques on public lands and disclosure of fracturing fluid
constituents.

In addition, some states and localities have adopted, and others are considering adopting, regulations or
ordinances that could restrict hydraulic fracturing in certain circumstances, that would require, with some
exceptions, disclosure of constituents of hydraulic fracturing fluids, or that would impose higher taxes, fees or
royalties on natural gas production. Moreover, public debate over hydraulic fracturing and shale gas production
has been increasing, and has resulted in delays of well permits in some areas.

Increased regulation and attention given to the hydraulic fracturing process could lead to greater opposition,
including litigation, to oil and gas production activities using hydraulic fracturing techniques. Additional
legislation or regulation could also lead to operational delays or increased operating costs in the production of oil
and natural gas, including from the developing shale plays, incurred by our clients. The adoption of any federal,
state or local laws or the implementation of regulations or ordinances restricting or increasing the costs of
hydraulic fracturing could cause a decrease in the completion of new oil and natural gas wells and an associated
decrease in demand for our drilling and well servicing activities, any or all of which could adversely affect our
financial position, results of operations and cash flows.

In addition, our business depends on the demand for land drilling and production services from the oil and
gas industry and, therefore, is affected by tax, environmental and other laws relating to the oil and gas industry
generally, by changes in those laws and by changes in related administrative regulations. It is possible that these
laws and regulations may in the future add significantly to our operating costs or those of our clients, or
otherwise directly or indirectly affect our operations.

Our wireline operations involve the use of radioactive isotopes along with other nuclear, electrical, acoustic,
and mechanical devices. Our activities involving the use of isotopes are regulated by the U.S. Nuclear Regulatory
Commission and specified agencies of certain states. Additionally, we use high explosive charges for perforating
casing and formations, and we use various explosive cutters to assist in wellbore cleanout. Such operations are
regulated by the U.S. Department of Justice, Bureau of Alcohol, Tobacco, Firearms, and Explosives and require
us to obtain licenses or other approvals for the use of densitometers as well as explosive charges. We have
obtained these licenses and approvals when necessary and believe that we are in substantial compliance with
these federal requirements.

Among the services we provide, we operate as a motor carrier for the transportation of our own equipment and
therefore are subject to regulation by the U.S. Department of Transportation and by various state agencies. These
regulatory authorities exercise broad powers, governing activities such as the authorization to engage in motor
carrier operations and regulatory safety. There are additional regulations specifically relating to the trucking
industry, including testing and specification of equipment and product handling requirements. The trucking industry
is subject to possible regulatory and legislative changes that may affect the economics of the industry by requiring
changes in operating practices or by changing the demand for common or contract carrier services or the cost of
providing truckload services. Some of these possible changes include increasingly stringent environmental
regulations, changes in the hours of service regulations which govern the amount of time a driver may drive in any
specific period, onboard black box recorder devices or limits on vehicle weight and size.

Interstate motor carrier operations are subject to safety requirements prescribed by the U.S. Department of
Transportation. To a large degree, intrastate motor carrier operations are subject to state safety regulations that
mirror federal regulations. Such matters as weight and dimension of equipment are also subject to federal and
state regulations.
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) From time to time, various legislative proposals are introduced, including proposals to increase federal,
state, or local taxes, including taxes on motor fuels, which may increase our costs or adversely impact the
recruitment of drivers. We cannot predict whether, or in what form, any increase in such taxes applicable to us
will be enacted.

Available Information

Our Website address is www.pioneeres.com. Our annual reports on Form 10-K, quarterly reports on Form
10-Q, current reports on Form 8-K and amendments to those reports, are available free of charge through our
Website as soon as reasonably practicable after we electronically file those materials with, or furnish those
materials to, the Securities and Exchange Commission. The public may read and copy these materials at the
Securities and Exchange Commission’s Public Reference Room at 100 F Street, N.E., Washington, DC 20549.
For additional information on the Securities and Exchange Commission’s Public Reference Room, please call 1-
800-SEC-0330. In addition, the Securities and Exchange Commission maintains an Internet site at www.sec.gov
that contains reports, proxy and information statements and other information regarding issuers that file
electronically. We have also posted on our Website our: Charters for the Audit, Compensation, and Nominating
and Corporate Governance Committees of our Board; Code of Business Conduct and Ethics; Corporate
Governance Guidelines; and Company Contact Information.
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Item 1A. Risk Factors

The information set forth in this Item 1A should be read in conjunction with the rest of the information
included in this report, including “Management’s Discussion and Analysis of Financial Condition and Results of
Operations” in Item 7 and the financial statements and related notes this report contains. While we attempt to
identify, manage and mitigate risks and uncertainties associated with our business to the extent practical under
the circumstances, some level of risk and uncertainty will always be present. Additional risks and uncertainties
that are not presently known to us or that we currently believe are immaterial also may negatively impact our
business, financial condition or operating results.

Set forth below are various risks and uncertainties that could adversely impact our business, financial
condition, results of operations and cash flows.

Risks Relating to the Oil and Gas Industry

We derive all our revenues from companies in the oil and gas exploration and production industry, a
historically cyclical industry with levels of activity that are significantly affected by the levels and volatility of
oil and gas prices.

As a provider of contract land drilling services and oil and gas production services, our business depends on
the level of exploration and production activity in the geographic markets where we operate. The oil and gas
exploration and production industry is a historically cyclical industry characterized by significant changes in the
levels of exploration and development activities. Oil and gas prices, and market expectations of potential changes
in those prices, significantly affect the levels of those activities. Worldwide political, economic, and military
events as well as natural disasters have contributed to oil and gas price volatility and are likely to continue to do
so in the future. Any prolonged reduction in the overall level of exploration and development activities, whether
resulting from changes in oil and gas prices or otherwise, could materially and adversely affect us by negatively
impacting:

e our revenues, cash flows and profitability;
* the fair market value of our drilling rig fleet and production services equipment;
* our ability to maintain or increase our borrowing capacity;

» our ability to obtain additional capital to finance our business and make acquisitions, and the cost of
that capital; and

* our ability to retain skilled rig personnel whom we would need in the event of an upturn in the demand
for our services.

Depending on the market prices of oil and gas, oil and gas exploration and production companies may
cancel or curtail their drilling programs and may lower production spending on existing wells, thereby reducing
demand for our services. Many factors beyond our control affect oil and gas prices, including:

* the cost of exploring for, producing and delivering oil and gas;

e the discovery rate of new oil and gas reserves;

 the rate of decline of existing and new oil and gas reserves;

» available pipeline and other oil and gas transportation capacity;

« the levels of oil and gas storage;

» the ability of oil and gas exploration and production companies to raise capital;

+ economic conditions in the United States and elsewhere;

* actions by OPEC, the Organization of Petroleum Exporting Countries;

* political instability in the Middle East and other major oil and gas producing regions;
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¢ governmental regulations, both domestic and foreign;
* domestic and foreign tax policy;
» weather conditions in the United States and elsewhere;

» the pace adopted by foreign governments for the exploration, development and production of their
national reserves;

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

* the overall supply and demand for oil and gas.

Oil and gas prices have been volatile historically and, we believe, will continue to be so in the future.
During late 2008 and continuing into late 2009, oil and natural gas prices fell significantly below the levels seen
in mid-2008. While oil prices have generally recovered from the low levels in late 2008, natural gas prices have
remained depressed. Future declines in and volatility in oil and gas prices could materially and adversely affect
our business and financial results.

Risks Relating to Our Business

Reduced demand for or excess capacity of drilling services or production services could adversely affect our
profitability.

Our profitability in the future will depend on many factors, but largely on pricing and utilization rates for
our drilling and production services. A reduction in the demand for drilling rigs or an increase in the supply of
drilling rigs, whether through new construction or refurbishment, could decrease the dayrates and utilization rates
for our drilling services, which would adversely affect our revenues and profitability. An increase in supply of
well servicing rigs, wireline units, coiled tubing units, and fishing and rental tools and equipment, without a
corresponding increase in demand, could similarly decrease the pricing and utilization rates of our production
services, which would adversely affect our revenues and profitability.

We operate in a highly competitive, fragmented industry in which price competition could reduce our
profitability.

We encounter substantial competition from other drilling contractors and other oilfield service companies.
Our primary market areas are highly fragmented and competitive. The fact that drilling and production services
equipment are mobile and can be moved from one market to another in response to market conditions heightens
the competition in the industry and may result in an oversupply of equipment in an area. Contract drilling
companies and other oilfield service companies compete primarily on a regional basis, and the intensity of
competition may vary significantly from region to region at any particular time. If demand for drilling or
production services improves in a region where we operate, our competitors might respond by moving in suitable
rigs and production services equipment from other regions. An influx of equipment from other regions could
rapidly intensify competition, reduce profitability and make any improvement in demand for drilling or
production services short-lived.

Most drilling services contracts and production services contracts are awarded on the basis of competitive
bids, which also results in price competition. In addition to pricing and equipment availability, we believe the
following factors are also important to our clients in determining which drilling services or production services
provider to select:

« the type and condition of each of the competing drilling rigs, well servicing rigs, wireline units and
coiled tubing units;

« the mobility and efficiency of the equipment;
 the quality of service and experience of the crews;

» the safety record of the company providing the services;

22




» the offering of ancillary services; and

» the ability to provide drilling and production services equipment adaptable to, and personnel familiar
with, new technologies and drilling and production techniques.

While we must be competitive in our pricing, our competitive strategy generally emphasizes the quality of
our equipment, our safety record, our ability to offer ancillary services, the experience of our crews and the
quality of service we provide to differentiate us from our competitors. This strategy is less effective when lower
demand for drilling and production services intensifies price competition and makes it more difficult for us to
compete on the basis of factors other than price. In all of the markets in which we compete, an oversupply of
drilling rigs or production services equipment can cause greater price competition, which can reduce our
profitability.

We face competition from many competitors with greater resources.

Some of our competitors have greater financial, technical and other resources than we do. Their greater
capabilities in these areas may enable them to:

* better withstand industry downturns;
» compete more effectively on the basis of price and technology;
 retain skilled personnel; and

* build new rigs or acquire and refurbish existing rigs and place them into service more quickly than us
in periods of high drilling demand.

Additionally, although we take measures to ensure that we use advanced technologies for drilling and
production services equipment, changes in technology or improvements in our competitors’ equipment could
make our equipment less competitive or require significant capital investments to keep our equipment
competitive.

Unexpected cost overruns on our turnkey drilling jobs and our footage contracts could adversely affect our
financial position and our results of operations.

We have historically derived a portion of our revenues from turnkey drilling contracts, and we expect
turnkey contracts will continue to represent a component of our future revenues. The occurrence of uninsured or
under-insured losses or operating cost overruns on our turnkey jobs could have a material adverse effect on our
financial position and results of operations. Under a typical turnkey drilling contract, we agree to drill a well for
our client to a specified depth and under specified conditions for a fixed price. We provide technical expertise
and engineering services, as well as most of the equipment and drilling supplies required to drill the well. We
often subcontract for related services, such as the provision of casing crews, cementing and well logging. Under
typical turnkey drilling arrangements, we do not receive progress payments and are paid by our client only after
we have performed the terms of the drilling contract in full. For these reasons, the risk to us under a turnkey
drilling contract is substantially greater than for a well drilled on a daywork basis because we must assume most
of the risks associated with drilling operations that the operator generally assumes under a daywork contract,
including the risks of blowout, loss of hole, stuck drill pipe, machinery breakdowns, abnormal drilling conditions
and risks associated with subcontractors’ services, supplies, cost escalations and personnel. Similar to our
turnkey contracts, under a footage contract we assume most of the risks associated with drilling operations that
the operator generally assumes under a daywork contract. In addition, since we are only paid by our clients after
we have performed the terms of the drilling contract in full, our liquidity can be affected by the number of
turnkey and footage contracts that we enter into.

Although we attempt to obtain insurance coverage to reduce certain of the risks inherent in our turnkey
drilling operations, adequate coverage may be unavailable in the future and we might have to bear the full cost of
such risks, which could have an adverse effect on our financial condition and results of operations.
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Our operations involve operating hazards, which, if not insured or indemnified against, could adversely affect
our results of operations and financial condition.

Our operations are subject to the many hazards inherent in the drilling and well servicing industries,
including the risks of:

¢ blowouts;

e cratering;

* fires and explosions;

¢ loss of well control;

» collapse of the borehole;

* damaged or lost drilling equipment; and

* damage or loss from natural disasters.

Any of these hazards can result in substantial liabilities or losses to us from, among other things:
* suspension of operations;
* damage to, or destruction of, our property and equipment and that of others;
¢ personal injury and loss of life;
» damage to producing or potentially productive oil and gas formations through which we drill; and

* environmental damage.

We seek to protect ourselves from some but not all operating hazards through insurance coverage. However,
some risks are either not insurable or insurance is available only at rates that we consider uneconomical. Those
risks include, among other things, pollution liability in excess of relatively low limits. Depending on competitive
conditions and other factors, we attempt to obtain contractual protection against uninsured operating risks from
our clients. However, clients who provide contractual indemnification protection may not in all cases maintain
adequate insurance or otherwise have the financial resources necessary to support their indemnification
obligations. Our insurance or indemnification arrangements may not adequately protect us against liability or loss
from all the hazards of our operations. The occurrence of a significant event that we have not fully insured or
indemnified against or the failure of a client to meet its indemnification obligations to us could materially and
adversely affect our results of operations and financial condition. Furthermore, we may be unable to maintain
adequate insurance in the future at rates we consider reasonable.

We could be adversely affected if shortages of equipment, supplies or personnel occur.

From time to time there have been shortages of drilling and production services equipment and supplies
during periods of high demand which we believe could recur. Shortages could result in increased prices for
drilling and production services equipment or supplies that we may be unable to pass on to clients. In addition,
during periods of shortages, the delivery times for equipment and supplies can be substantially longer. Any
significant delays in our obtaining drilling and production services equipment or supplies could limit drilling and
production services operations and jeopardize our relations with clients. In addition, shortages of drilling and
production services equipment or supplies could delay and adversely affect our ability to obtain new contracts for
our rigs, which could have a material adverse effect on our financial condition and results of operations.

Our strategy of constructing drilling rigs during periods of peak demand requires that we maintain an
adequate supply of drilling rig components to complete our rig building program. Our suppliers may be unable to
continue providing us the needed drilling rig components if their manufacturing sources are unable to fulfill their
commitments.
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Our operations require the services of employees having the technical training and experience necessary to
achieve the proper operational results. As a result, our operations depend, to a considerable extent, on the
continuing availability of such personnel. Shortages of qualified personnel have occurred in our industry. If we
should suffer any material loss of personnel to competitors or be unable to employ additional or replacement
personnel with the requisite level of training and experience to adequately operate our equipment, our operations
could be materially and adversely affected. A significant increase in the wages paid by other employers could
result in a reduction in our workforce, increases in wage rates, or both. The occurrence of either of these events
for a significant period of time could have a material adverse effect on our financial condition and results of
operations.

Our acquisition strategy exposes us to various risks, including those relating to difficulties in identifying
suitable acquisition opportunities and integrating businesses, assets and personnel, as well as difficulties in
obtaining financing for targeted acquisitions and the potential for increased leverage or debt service
requirements.

As a key component of our business strategy, we have pursued and intend to continue to pursue acquisitions
of complementary assets and businesses. For example, since September 1999, we have significantly expanded
our drilling rig fleet through acquisitions and through the construction of rigs from new and used components,
and in March 2008, we acquired two production services businesses which significantly expanded our service
offerings to include well servicing, wireline services and fishing and rental services. On December 31, 2011, we
acquired the coiled tubing services business of Go-Coil to complement our existing production services
offerings.

Our acquisition strategy in general, and our recent acquisitions in particular, involve numerous inherent
risks, including:

« unanticipated costs and assumption of liabilities and exposure to unforeseen liabilities of acquired
businesses, including environmental liabilities;

« difficulties in integrating the operations and assets of the acquired business and the acquired personnel;

« limitations on our ability to properly assess and maintain an effective internal control environment over
an acquired business in order to comply with applicable periodic reporting requirements;

 potential losses of key employees and clients of the acquired businesses;
+ risks of entering markets in which we have limited prior experience; and

» increases in our expenses and working capital requirements.

The process of integrating an acquired business may involve unforeseen costs and delays or other
operational, technical and financial difficulties that may require a disproportionate amount of management
attention and financial and other resources. Our failure to achieve consolidation savings, to incorporate the
acquired businesses and assets into our existing operations successfully or to minimize any unforeseen
operational difficulties could have a material adverse effect on our financial condition and results of operations.

In addition, we may not have sufficient capital resources to complete additional acquisitions. Historically,
we have funded business acquisitions and the growth of our rig fleet through a combination of debt and equity
financing. We may incur substantial additional indebtedness to finance future acquisitions and also may issue
equity securities or convertible securities in connection with such acquisitions. Debt service requirements could
represent a significant burden on our results of operations and financial condition and the issuance of additional
equity or convertible securities could be dilutive to our existing shareholders. Furthermore, we may not be able to
obtain additional financing on satisfactory terms.

Even if we have access to the necessary capital, we may be unable to continue to identify additional suitable
acquisition opportunities, negotiate acceptable terms or successfully acquire identified targets.

25



Our indebtedness could restrict our operations and make us more vulnerable to adverse economic conditions.

Our indebtedness is primarily a result of the two production services businesses that we acquired in 2008
and the acquisition of Go-Coil in 2011. At December 31, 2012, our total debt balance of $519.6 million primarily
consists of $418.6 million outstanding under our Senior Notes. As of December 31, 2012, our Revolving Credit
Facility had a $100.0 million balance outstanding, with a current availability of $141.0 million.

Our current and future indebtedness could have important consequences, including:

* impairing our ability to make investments and obtain additional financing for working capital, capital
expenditures, acquisitions or other general corporate purposes;

» limiting our ability to use operating cash flow in other areas of our business because we must dedicate
a substantial portion of these funds to make principal and interest payments on our indebtedness;

* making us more vulnerable to a downturn in our business, our industry or the economy in general as a
substantial portion of our operating cash flow could be required to make principal and interest
payments on our indebtedness, making it more difficult to react to changes in our business, industry
and market conditions;

* limiting our flexibility in planning for, or reacting to, changes in our business and the industry in which
we operate;

* limiting our ability to obtain additional financing that may be necessary to operate or expand our
business;

* putting us at a competitive disadvantage to competitors that have less debt; and

* increasing our vulnerability to rising interest rates.

We anticipate that our cash generated by operations and our ability to borrow under the currently unused
portion of our Revolving Credit Facility should allow us to meet our routine financial obligations for at least the
next twelve months. However, our ability to make payments on our indebtedness, and to fund planned capital
expenditures, will depend on our ability to generate cash in the future. This, to a certain extent, is subject to
conditions in the oil and gas industry, general economic and financial conditions, competition in the markets where
we operate, the impact of legislative and regulatory actions on how we conduct our business and other factors, all of
which are beyond our control. If our business does not generate sufficient cash flow from operations to service our
outstanding indebtedness, we may have to undertake alternative financing plans, such as:

» refinancing or restructuring our debt;
* selling assets;

» reducing or delaying acquisitions or capital investments, such as refurbishments of our rigs and related
equipment; or

* seeking to raise additional capital.

However, we may be unable to implement alternative financing plans, if necessary, on commercially
reasonable terms or at all, and any such alternative financing plans might be insufficient to allow us to meet our debt
obligations. If we are unable to generate sufficient cash flow or are otherwise unable to obtain the funds required to
make principal and interest payments on our indebtedness, or if we otherwise fail to comply with the various
covenants in our Revolving Credit Facility or other instruments governing any future indebtedness, we could be in
default under the terms of our Revolving Credit Facility or such instruments. In the event of a default, the lenders
under our Revolving Credit Facility could elect to declare all the loans made under such facility to be due and
payable together with accrued and unpaid interest and terminate their commitments thereunder and we or one or
more of our subsidiaries could be forced into bankruptcy or liquidation. Any of the foregoing consequences could
materially and adversely affect our business, financial condition, results of operations and prospects.
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Our Revolving Credit Facility and our Senior Notes impose restrictions on us that may affect our ability to
successfully operate our business.

Our Revolving Credit Facility limits our ability to take various actions, such as:
* limitations on the incurrence of additional indebtedness;

 restrictions on investments, capital expenditures, mergers or consolidations, asset dispositions,
acquisitions, transactions with affiliates and other transactions without the lenders’ consent; and

* limitation on dividends and distributions.
In addition, our Revolving Credit Facility requires us to maintain certain financial ratios and to satisfy

certain financial conditions, which may require us to reduce our debt or take some other action in order to
comply with them.

The Indenture governing our Senior Notes contains certain restrictions on our and certain of our

subsidiaries’ ability to:

e pay dividends on stock;

 repurchase stock or redeem subordinated debt or make other restricted payments;

* incur, assume or guarantee additional indebtedness or issue disqualified stock;

* create liens on the our assets;

* enter into sale and leaseback transactions;

» pay dividends, engage in loans, or transfer other assets from certain of our subsidiaries;

» consolidate with or merge with or into, or sell all or substantially all of our properties to another
person;

+ enter into transactions with affiliates; and
* enter into new lines of business.

The failure to comply with any of these restrictions or conditions would cause an event of default under our
Revolving Credit Facility or our Senior Notes. An event of default, if not waived, could result in acceleration of
the outstanding indebtedness, in which case the debt would become immediately due and payable. If this occurs,
we may not be able to pay our debt or borrow sufficient funds to refinance it. Even if new financing is available,
it may not be available on terms that are acceptable to us. These restrictions could also limit our ability to obtain
future financing, make needed capital expenditures, withstand a downturn in our business or the economy in
general, or otherwise conduct necessary corporate activities. We also may be prevented from taking advantage of

business opportunities that arise because of the limitations imposed on us by the restrictive covenants under our
Revolving Credit Facility and our Senior Notes.

Our international operations are subject to political, economic and other uncertainties not encountered in our
domestic operations.

Our international operations are subject to political, economic and other uncertainties not generally
encountered in our U.S. operations which include, among potential others:

e risks of war, terrorism, civil unrest and kidnapping of employees;
e expropriation, confiscation or nationalization of our assets;

¢ renegotiation or nullification of contracts;

« foreign taxation;

* the inability to repatriate earnings or capital due to laws limiting the right and ability of foreign
subsidiaries to pay dividends and remit earnings to affiliated companies;
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* changing political conditions and changing laws and policies affecting trade and investment;
¢ concentration of clients;

¢ regional economic downturns;

* the overlap of different tax structures;

¢ the burden of complying with multiple and potentially conflicting laws;

» the risks associated with the assertion of foreign sovereignty over areas in which our operations are
conducted;

¢ the risks associated with any lack of compliance with the Foreign Corrupt Practices Act of 1977
(“FCPA”) or other anti-corruption laws;

* the risks associated with fluctuating currency values, hard currency shortages and controls of foreign
currency exchange;

 difficulty in collecting international accounts receivable; and
* potentially longer payment cycles.
Our international operations are concentrated in Colombia and most of our drilling contracts are with one

client, Ecopetrol. We believe our relationship with Ecopetrol is good; however, the loss of this large client could
have an adverse effect on our business, financial condition and result of operations.

Additionally, we may be subject to foreign governmental regulations favoring or requiring the awarding of
contracts to local contractors or requiring foreign contractors to employ citizens of, or purchase supplies from, a
particular jurisdiction. These regulations could adversely affect our ability to compete.

We are committed to doing business in accordance with applicable anti-corruption laws and our code of
conduct and ethics. We are subject, however, to the risk that our employees and agents may take action
determined to be in violation of anti-corruption laws, including the FCPA or other similar laws. Any violation of
the FCPA or other applicable anti-corruption laws could result in substantial fines, sanctions, civil and/or
criminal penalties and curtailment of operations in certain jurisdictions and might materially adversely affect our
business, results of operations or financial condition. In addition, actual or alleged violations could damage our
reputation and ability to do business. Further, detecting, investigating, and resolving actual or alleged violations
is expensive and can consume significant time and attention of our senior management.

Our operations are subject to various laws and governmental regulations that could restrict our future
operations and increase our operating costs.

Many aspects of our operations are subject to various federal, state and local laws and governmental
regulations, including laws and regulations governing:

e environmental quality;
* pollution control;
* remediation of contamination;
» preservation of natural resources;
* transportation, and
« worker safety.
Our operations are subject to stringent federal, state and local laws, rules and regulations governing the

protection of the environment and human health and safety. Some of those laws, rules and regulations relate to
the disposal of hazardous substances, oilfield waste and other waste materials and restrict the types, quantities
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and concentrations of those substances that can be released into the environment. Several of those laws also require
removal and remedial action and other cleanup under certain circumstances, commonly regardless of fauit. Our
operations routinely involve the handling of significant amounts of waste materials, some of which are classified as
hazardous substances. Planning, implementation and maintenance of protective measures are required to prevent
accidental discharges. Spills of oil, natural gas liquids, drilling fluids and other substances may subject us to
penalties and cleanup requirements. Handling, storage and disposal of both hazardous and non-hazardous wastes are
also subject to these regulatory requirements. In addition, our operations are often conducted in or near ecologically
sensitive areas, such as wetlands, which are subject to special protective measures and which may expose us to
additional operating costs and liabilities for accidental discharges of oil, gas, drilling fluids, contaminated water or
other substances, or for noncompliance with other aspects of applicable laws and regulations.

The federal Clean Water Act, as amended by the Oil Pollution Act, the federal Clean Air Act, the federal
Resource Conservation and Recovery Act, the federal Comprehensive Environmental Response, Compensation,
and Liability Act, or CERCLA, the Safe Drinking Water Act, or SDWA, the federal Outer Continental Shelf
Lands Act, the Occupational Safety and Health Act, or OSHA, and their state counterparts and similar statutes
are the primary statutes that impose the requirements described above and provide for civil, criminal and
administrative penalties and other sanctions for violation of their requirements. The OSHA hazard
communication standard, the Environmental Protection Agency “community right-to-know” regulations under
Title III of the federal Superfund Amendment and Reauthorization Act and comparable state statutes require us
to organize and report information about the hazardous materials we use in our operations to employees, state
and local government authorities and local citizens. In addition, CERCLA, also known as the “Superfund” law,
and similar state statutes impose strict liability, without regard to fault or the legality of the original conduct, on
certain classes of persons who are considered responsible for the release or threatened release of hazardous
substances into the environment. These persons include the current owner or operator of a facility where a release
has occurred, the owner or operator of a facility at the time a release occurred, and companies that disposed of or
arranged for the disposal of hazardous substances found at a particular site. This liability may be joint and
several. Such liability, which may be imposed for the conduct of others and for conditions others have caused,
includes the cost of removal and remedial action as well as damages to natural resources. Few defenses exist to
the liability imposed by environmental laws and regulations. It is also common for third parties to file claims for
personal injury and property damage caused by substances released into the environment.

Environmental laws and regulations are complex and subject to frequent change. Failure to comply with
governmental requirements or inadequate cooperation with governmental authorities could subject a responsible
party to administrative, civil or criminal action. We may also be exposed to environmental or other liabilities
originating from businesses and assets which we acquired from others. Our compliance with amended, new or
more stringent requirements, stricter interpretations of existing requirements or the future discovery of
contamination or regulatory noncompliance may require us to make material expenditures or subject us to
liabilities that we currently do not anticipate.

There are a variety of regulatory developments, proposals or requirements and legislative initiatives that
have been introduced in the United States and international regions in which we operate that are focused on
restricting the emission of carbon dioxide, methane and other greenhouse gases. Among these developments are
the United Nations Framework Convention on Climate Change, also known as the “Kyoto Protocol” (an
internationally applied protocol, which has been ratified in Colombia, one of our reporting segments), the
Regional Greenhouse Gas Initiative or “RGGI” in the Northeastern United States, and the Western Regional
Climate Action Initiative in the Western United States.

The U.S. Congress has from time to time considered legislation to reduce emissions of greenhouse gases,
primarily through the development of greenhouse gas cap and trade programs. In addition, more than one-third of
the states already have begun implementing legal measures to reduce emissions of greenhouse gases.

In 2007, the United States Supreme Court in Massachusetts, et al. v. EPA, held that carbon dioxide may be
regulated as an “air pollutant” under the federal Clean Air Act. On December 7, 2009, the EPA responded to the
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Massachusetts, et al. v. EPA decision and issued a finding that the current and projected concentrations of
greenhouse gases in the atmosphere threaten the public health and welfare of current and future generations, and
that certain greenhouse gases from motor vehicles contribute to the atmospheric concentrations of greenhouse
gases and hence to the threat of climate change.

Based on these findings, in 2010 the EPA adopted two sets of regulations that restrict emissions of
greenhouse gases under existing provisions of the federal Clean Air Act, including one that requires a reduction
in emissions of greenhouse gases from motor vehicles and another that requires certain construction and
operating permit reviews for greenhouse gas emissions from certain large stationary sources. The stationary
source final rule addresses the permitting of greenhouse gas emissions from stationary sources under the Clean
Air Act Prevention of Significant Deterioration construction and Title V operating permit programs, pursuant to
which these permit programs have been “tailored” to apply to certain stationary sources of greenhouse gas
emissions in a multi-step process, with the largest sources first subject to permitting. In addition, the EPA
adopted rules requiring the monitoring and reporting of greenhouse gases from certain sources, including, among
others, onshore oil and natural gas production facilities.

In April 2012, the EPA issued regulations specifically applicable to the oil and gas industry that will require
operators to significantly reduce volatile organic compounds, or VOC, emissions from natural gas wells that are
hydraulically fractured through the use of “green completions” to capture natural gas that would otherwise escape
into the air. The EPA also issued regulations that establish standards for VOC emissions from several types of
equipment at natural gas well sites, including storage tanks, compressors, dehydrators and pneumatic controllers.

Although it is not possible at this time to predict whether proposed legislation or regulations will be adopted as
initially written, if at all, or how legislation or new regulations that may be adopted to address greenhouse gas
emissions would impact our business, any such future laws and regulations could result in increased compliance
costs or additional operating restrictions. Any additional costs or operating restrictions associated with legislation or
regulations regarding greenhouse gas emissions could have a material adverse effect on our operating results and
cash flows. In addition, these developments could curtail the demand for fossil fuels such as oil and gas in areas of
the world where our clients operate and thus adversely affect demand for our services, which may in turn adversely
affect our future results of operations. Finally, we cannot predict with any certainty whether changes to temperature,
storm intensity or precipitation patterns as a result of climate change will have a material impact on our operations.

In addition, our business depends on the demand for land drilling and production services from the oil and
gas industry and, therefore, is affected by tax, environmental and other laws relating to the oil and gas industry
generally, by changes in those laws and by changes in related administrative regulations. It is possible that these
laws and regulations may in the future add significantly to our operating costs or those of our clients, or
otherwise directly or indirectly affect our operations.

Among the services we provide, we operate as a motor carrier and therefore are subject to regulation by the
U.S. Department of Transportation and by various state agencies. These regulatory authorities exercise broad
powers, governing activities such as the authorization to engage in motor carrier operations and regulatory safety.
There are additional regulations specifically relating to the trucking industry, including testing and specification
of equipment and product handling requirements. The trucking industry is subject to possible regulatory and
legislative changes that may affect the economics of the industry by requiring changes in operating practices or
by changing the demand for common or contract carrier services or the cost of providing truckload services.
Some of these possible changes include increasingly stringent environmental regulations, changes in the hours of
service regulations which govern the amount of time a driver may drive in any specific period, onboard black box
recorder devices or limits on vehicle weight and size.

Interstate motor carrier operations are subject to safety requirements prescribed by the U.S. Department of
Transportation. To a large degree, intrastate motor carrier operations are subject to state safety regulations that
mirror federal regulations. Such matters as weight and dimension of equipment are also subject to federal and
state regulations.
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From time to time, various legislative proposals are introduced, including proposals to increase federal,
state, or local taxes, including taxes on motor fuels, which may increase our costs or adversely impact the
recruitment of drivers. We cannot predict whether, or in what form, any increase in such taxes applicable to us
will be enacted.

Federal and state legislative and regulatory initiatives related to hydraulic fracturing could result in operating
restrictions or delays in the completion of oil and natural gas wells that may reduce demand for our drilling
and well servicing activities and could adversely affect our financial position, results of operations and cash
flows.

Hydraulic fracturing is a commonly used process that involves injection of water, sand, and a minor amount
of certain chemicals to fracture the hydrocarbon-bearing rock formation to allow flow of hydrocarbons into the
wellbore. The federal Energy Policy Act of 2005 amended the Underground Injection Control provisions of the
federal Safe Drinking Water Act (SDWA) to exclude certain hydraulic fracturing practices from the definition of
“underground injection.” The EPA has asserted regulatory authority over certain hydraulic fracturing activities
involving diesel fuel and has developed draft guidance relating to such practices. In addition, repeal of the
SDWA exclusion of hydraulic fracturing has been advocated by certain advocacy organizations and others in the
public. Congress has from time to time considered legislation to repeal the exemption for hydraulic fracturing
from the SDWA, which would have the effect of allowing the EPA to promulgate new regulations and permitting
requirements for hydraulic fracturing, and to require the disclosure of the chemical constituents of hydraulic
fracturing fluids to a regulatory agency, which would make the information public via the Internet.

Scrutiny of hydraulic fracturing activities continues in other ways, with the EPA having commenced a study
of the potential environmental impacts of hydraulic fracturing, the final results of which are expected in 2014. In
addition, in April 2012, the EPA issued the first federal air standards for natural gas wells that are hydraulically
fractured, which will require operators to significantly reduce VOC emissions through the use of “green
completions” to capture natural gas that would otherwise escape into the air. Moreover, the EPA is developing
effluent limitations for the treatment and discharge of wastewater resulting from hydraulic fracturing activities
and plans to propose these standards by 2014. The U.S. Department of the Interior has also proposed regulations
relating to the use of hydraulic fracturing techniques on public lands and disclosure of fracturing fluid
constituents.

In addition, some states and localities have adopted, and others are considering adopting, regulations or
ordinances that could restrict hydraulic fracturing in certain circumstances, that would require, with some
exceptions, disclosure of constituents of hydraulic fracturing fluids, or that would impose higher taxes, fees or
royalties on natural gas production. Moreover, public debate over hydraulic fracturing and shale gas production
has been increasing, and has resulted in delays of well permits in some areas.

Increased regulation and attention given to the hydraulic fracturing process could lead to greater opposition,
including litigation, to oil and gas production activities using hydraulic fracturing techniques. Additional
legislation or regulation could also lead to operational delays or increased operating costs in the production of oil
and natural gas, including from the developing shale plays, incurred by our clients. The adoption of any federal,
state or local laws or the implementation of regulations or ordinances restricting or increasing the costs of
hydraulic fracturing could cause a decrease in the completion of new oil and natural gas wells and an associated
decrease in demand for our drilling and well servicing activities, any or all of which could adversely affect our
financial position, results of operations and cash flows.

Risk Relating to Our Capitalization and Organizational Documents

We do not intend to pay dividends on our common stock in the foreseeable future, and therefore only
appreciation of the price of our common stock will provide a return to our shareholders.

We have not paid or declared any dividends on our common stock and currently intend to retain any
earnings to fund our working capital needs, reduce debt and fund growth opportunities. Any future dividends will
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be at the discretion of our board of directors after taking into account various factors it deems relevant, including
our financial condition and performance, cash needs, income tax consequences and restrictions imposed by the
Texas Business Organizations Code and other applicable laws and by our Revolving Credit Facility and Senior
Notes. Our debt arrangements include provisions that generally prohibit us from paying dividends on our capital
stock, including our common stock.

We may issue preferred stock whose terms could adversely affect the voting power or value of our common
stock.

Our articles of incorporation authorize us to issue, without the approval of our shareholders, one or more
classes or series of preferred stock having such designations, preferences, limitations and relative rights,
including preferences over our common stock respecting dividends and distributions, as our board of directors
may determine. The terms of one or more classes or series of preferred stock could adversely impact the voting
power or value of our common stock. For example, we might grant holders of preferred stock the right to elect
some number of our directors in all events or on the happening of specified events or the right to veto specified
transactions. Similarly, the repurchase or redemption rights or liquidation preferences we might assign to holders
of preferred stock could affect the residual value of the common stock.

Provisions in our organizational documents could delay or prevent a change in control of our company even if
that change would be beneficial to our shareholders.

The existence of some provisions in our organizational documents could delay or prevent a change in
control of our company even if that change would be beneficial to our shareholders. Our articles of incorporation
and bylaws contain provisions that may make acquiring control of our company difficult, including:

» provisions regulating the ability of our shareholders to nominate candidates for election as directors or
to bring matters for action at annual meetings of our shareholders;

» limitations on the ability of our shareholders to call a special meeting and act by written consent;
» provisions dividing our board of directors into three classes elected for staggered terms; and

 the authorization given to our board of directors to issue and set the terms of preferred stock.

Item 1B. Unresolved Staff Comments
Not applicable.

Item 2.  Properties

For a description of our significant properties, see “Business—General” and “Business—Facilities” in
Item 1 of this report. We believe that we have sufficient properties to conduct our operations and that our
significant properties are suitable for their intended use.

Item 3. Legal Proceedings

Due to the nature of our business, we are, from time to time, involved in routine litigation or subject to
disputes or claims related to our business activities, including workers’ compensation claims and employment-
related disputes. In the opinion of our management, none of the pending litigation, disputes or claims against us
will have a material adverse effect on our financial condition or results of operations.

Item 4. Mine Safety Disclosures

Not applicable.

32



PART 11

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

As of January 31, 2013, 62,077,245 shares of our common stock were outstanding, held by 420 shareholders
of record. The number of record holders does not necessarily bear any relationship to the number of beneficial
owners of our common stock.

Our common stock trades on the New York Stock Exchange under the symbol “PES.” The following table
sets forth, for each of the periods indicated, the high and low sales prices per share:

Low High

Fiscal year ended December 31, 2012

L 1 g =) o $ 844 $10.35

Second QUATET .. ...\ttt ettt e 6.54 8.92

Third QUarter . . ... ..ottt it it it et e 6.82 9.14

FourthQuarter .. ......... ottt 6.02 7.77
Fiscal year ended December 31, 2011

| S e A 11TV ¢ £ e $ 824 $13.80

Second QUarter ... ...oiii i e e e 11.89 16.17

Third QUarter . . ... .ottt it ettt 7.18 17.70

FourthQuarter ......... ... ittt i 6.41 11.78
Fiscal year ended December 31, 2010

First QUarter . ... .ovti ittt et ittt et et e e $68 $979

Second QUAITET . ... ...ttt ittt e et 5.24 7.92

Third QUarter . . .. ... .ottt it e et e e e e 5.40 6.90

Fourth Quarter ........ ..ottt it et 6.04 9.03

The last reported sales price for our common stock on the New York Stock Exchange on January 31, 2013
was $7.58 per share.

We have not paid or declared any dividends on our common stock and currently intend to retain earnings to
fund our working capital needs and growth opportunities. Any future dividends will be at the discretion of our
board of directors after taking into account various factors it deems relevant, including our financial condition
and performance, cash needs, income tax consequences and the restrictions imposed by the Texas Business
Organizations Code and other applicable laws and our Revolving Credit Facility and Senior Notes. Our debt
arrangements include provisions that generally prohibit us from paying dividends, other than dividends on our
preferred stock. We currently have no preferred stock outstanding.

We did not make any unregistered sales of equity securities during the quarter ended December 31, 2012.

The following table provides information relating to our repurchase of common shares during the quarter ended
December 31, 2012:

Total Number of Shares Maximum Number of

Purchased as Part of Shares that May Yet Be
Total Number of Average Price Paid Publicly Announced Purchased Under the

Period Shares Purchased(1) per Share(2) Plans or Programs Plans or Programs
October 1—October 31 ......... 106 $6.98 — —
November 1—November 30 . . . .. — $— — —
December 1—December 31 .. ... 318 $7.36 — —
Total ........covviiiiiin, 424 $7.27 — —

(1) The shares indicated consist of shares of our common stock tendered by employees to the Company during
the three months ended December 31, 2012, to satisfy the employees’ tax withholding obligations in
connection with the vesting of restricted stock unit awards, which we repurchased based on the fair market
value on the date the relevant transaction occurred.
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(2) The calculation of the average price paid per share does not give effect to any fees, commissions or other
costs associated with the repurchase of such shares.

Performance Graph

The following graph compares, for the periods from December 31, 2007 to December 31, 2012, the
cumulative total shareholder return on our common stock with the cumulative total return on the companies that
comprise the NYSE Composite Index, the Amex Composite Index and a peer group index that includes five
companies that provide contract drilling services and/ or production services.

In June 2012, we transferred the listing of our stock from the NYSE Amex to the New York Stock
Exchange. Accordingly, our performance graph includes both the Amex and NYSE Composite Indexes.

The companies that comprise the peer group index are Patterson-UTI Energy, Inc., Nabors Industries Ltd.,
Basic Energy Services, Inc., Precision Drilling Trust and Key Energy Services. Union Drilling, Inc. was removed
from the peer group index because it was acquired by a competing energy company during 2012.

The comparison assumes that $100 was invested on December 31, 2007 in our common stock, the
companies that compose the NYSE Composite Index, the Amex Composite Index, and the companies that
compose the peer group index, and further assumes all dividends were reinvested.

Comparison of 5 Year Cumulative Total Return
Assumes Initial Investment of $100
December 2012
140.00
120.00
100.00
80.00
60.00
40.00
20.00
0.00
2007 2008 2009 2010 2011 2012
==t Pioneer Energy Services Corp. === NYSE Composite Index -~~~ Amex Composite Index «-Q«-Peer Group ]
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Item 6. Selected Financial Data

The following information derives from our audited financial statements. This information should be
reviewed in conjunction with “Management’s Discussion and Analysis of Financial Condition and Results of
Operations” in Item 7 of this report and the financial statements and related notes this report contains.

Statement of Operations Data:
Revenues
Income (loss) from operations
Income (loss) before income taxes
Net earnings (loss) applicable to common

stockholders
Earnings (loss) per common share-basic . . . .
Earnings (loss) per common share-diluted ..

Other Financial Data:
Net cash provided by operating activities . ..
Net cash used in investing activities
Net cash provided by financing activities . ..
Capital expenditures

Balance Sheet Data:
Working capital .......................
Property and equipment,net..............
Long-term debt and capital lease obligations,
excluding current installments
Shareholders’ equity
Total assets

ey

Year ended December 31,

2012 2011 2010 2009 2008(1)
(In thousands, except per share amounts)

$ 919443 §$ 715941 $ 487,210 $ 325,537 $ 610,884
81,811 57,458 (18,572) (31,840) (43,954)
46,386 20,833 (47,558)  (40,172)  (56,688)
30,032 11,177 (33,261)  (23,215)  (62,745)
$ 049 $ 019 $§ (©062) $ (046) $ (1.26)
$ 048 § 019 $ (062)$ (046 $ (1.26)

$ 199,366 $ 144,879 $ 98,351 $ 123,313 $ 186,635
(361,231) (307,484) (129,481) (113,909) (505,615)

99,401 226,791 12,762 4,154 269,098

379,272 237,787 135,151 110,453 148,096

As of December 31,
2012 2011 2010 2009 2008
(In thousands)

$ 62,236 $ 129932 $ 76,142 $ 90,336 $ 64,372

1,014,340 793,956 655,508 637,022 627,562

518,725 418,728 279,530 258,073 262,115

547,680 510,445 396,333 421,448 414,118

1,339,776 1,172,754 841,343 824,955 824,479

The statement of operations data and other financial data for the year ended December 31, 2008 reflect the

impact of a goodwill impairment charge of $118.6 million and an intangible asset impairment charge of

$52.8 million.
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

Statements we make in the following discussion that express a belief, expectation or intention, as well as
those that are not historical fact, are forward-looking statements that are subject to risks, uncertainties and
assumptions. Our actual results, performance or achievements, or industry results, could differ materially from
those we express in the following discussion as a result of a variety of factors, including general economic and
business conditions and industry trends, levels and volatility of oil and gas prices, decisions about exploration
and development projects to be made by oil and gas exploration and production companies, economic cycles and
their impact on capital markets and liquidity, the continued demand for drilling services or production services
in the geographic areas where we operate, the highly competitive nature of our business, our future financial
performance, including availability, terms and deployment of capital, future compliance with covenants under
our senior secured revolving credit facility and our senior notes, the supply of marketable drilling rigs, well
servicing rigs, coiled tubing and wireline units within the industry, the continued availability of drilling rig, well
servicing rig, coiled tubing and wireline unit components, the continued availability of qualified personnel, the
success or failure of our acquisition strategy, including our ability to finance acquisitions, manage growth and
effectively integrate acquisitions, and changes in, or our failure or inability to comply with, governmental
regulations, including those relating to the environment. We have discussed many of these factors in more detail
elsewhere in this report, including under the headings “Special Note Regarding Forward-Looking Statements”
in the Introductory Note to Part I and “Risk Factors” in Item 1A. These factors are not necessarily all the
important factors that could affect us. Unpredictable or unknown factors we have not discussed in this report
could also have material adverse effects on actual results of matters that are the subject of our forward-looking
statements. All forward-looking statements speak only as the date on which they are made and we undertake no
duty to update or revise any forward-looking statements. We advise our shareholders that they should (1) be
aware that important factors not referred to above could affect the accuracy of our forward-looking statements
and (2) use caution and common sense when considering our forward-looking statements.

Company Overview

Pioneer Drilling Company was incorporated under the laws of the State of Texas in 1979 as the successor to
a business that had been operating since 1968. Since September 1999, we have significantly expanded our
drilling rig fleet through acquisitions and through the construction of rigs from new and used components. In
March 2008, we acquired two production services companies which significantly expanded our service offerings
to include well servicing, wireline services and fishing and rental services. We have continued to invest in the
growth of all our service offerings through acquisitions and organic growth. On December 31, 2011, we acquired
the coiled tubing services business of Go-Coil, L.L.C. (“Go-Coil”) to expand our existing production services
offerings.

On July 30, 2012, we changed our company name from “Pioneer Drilling Company” to “Pioneer Energy
Services Corp.” Our common stock trades on the New York Stock Exchange under the ticker symbol “PES.” Our
new name reflects our strategy to expand our service offerings beyond drilling services, which has been our core,
legacy business. Pioneer Energy Services provides drilling services and production services to a diverse group of
independent and large oil and gas exploration and production companies throughout much of the onshore oil and
gas producing regions of the United States and internationally in Colombia. We also provide coiled tubing and
wireline services offshore in the Gulf of Mexico. Drilling services and production services are fundamental to
establishing and maintaining the flow of oil and natural gas throughout the productive life of a well site and
enable us to meet multiple needs of our clients.
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Business Segments

We currently conduct our operations through two operating segments: our Drilling Services Segment and
our Production Services Segment. The following is a description of these two operating segments. Financial
information about our operating segments is included in Note 10, Segment Information, of the Notes to
Consolidated Financial Statements, included in Part II, Item 8, Financial Statements and Supplementary Data, of
this Annual Report on Form 10-K.

* Drilling Services Segment—Our Drilling Services Segment provides contract land drilling services to a
diverse group of oil and gas exploration and production companies with its fleet of 70 drilling rigs
which are currently assigned to the following divisions:

Drilling Division Rig Count
South Texas .. ..o ittt e e e e 14
Bast TexXas . ...ooit i e 4
et TeXaS . oottt e 23
NorthDakota . ..........oiiii e e, 12
Utah .o 5
Appalachia......... ... ... . 4
Colombia . ...t _8
E

Since late 2009, increased demand for drilling services in domestic shale plays and oil or liquid rich
regions resulted in increased rig utilization and drilling revenues in these regions. We capitalized on
this trend by moving drilling rigs in our fleet to these higher demand regions from lower demand
regions. As a result, we closed our Oklahoma and North Texas drilling divisions and established our
West Texas drilling division in 2011.

In early 2011, we began construction, based on term contracts, of ten new-build AC drilling rigs that
are fit for purpose for domestic shale plays. Construction has been completed for eight of these new-
build drilling rigs which are currently operating in the shale plays, and we expect the remaining two to
be completed and working under term contracts by the end of the first quarter of 2013.

As of January 31, 2013, 57 drilling rigs are operating under drilling contracts, 43 of which are under
term contracts. Included in the 43 drilling rigs currently operating under term contracts are three rigs
which our client early released due to the recent decrease in demand for vertical conventional drilling
in West Texas. These three drilling rigs are under term contracts and therefore we are receiving a
standby dayrate for the remainder of the contract term. All our drilling rigs in Colombia are currently
working, six of which are working under term contracts that were extended through the first quarter of
2013. We are actively marketing all our idle drilling rigs.

In addition to our drilling rigs, we provide the drilling crews and most of the ancillary equipment
needed to operate our drilling rigs. We obtain our contracts for drilling oil and natural gas wells either
through competitive bidding or through direct negotiations with existing or potential clients. Our
drilling contracts generally provide for compensation on either a daywork, turnkey or footage basis.
Contract terms generally depend on the complexity and risk of operations, the on- site drilling
conditions, the type of equipment used, and the anticipated duration of the work to be performed.

* Production Services Segment—Our Production Services Segment provides a range of services to
exploration and production companies, including well servicing, wireline services, coiled tubing services,
and fishing and rental services. Our production services operations are concentrated in the major United
States onshore oil and gas producing regions in the Mid-Continent and Rocky Mountain states and in the
Gulf Coast, both onshore and offshore. We provide our services to a diverse group of oil and gas
exploration and production companies. The primary production services we offer are the following:

* Well Servicing. A range of services are required in order to establish production in newly-drilled
wells and to maintain production over the useful lives of active wells. We use our well servicing
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rig fleet to provide these necessary services, including the completion of newly-drilled wells,
maintenance and workover of active wells, and plugging and abandonment of wells at the end of
their useful lives. As of January 31, 2013, we operate ninety-eight 550 horsepower rigs and ten
600 horsepower rigs through 12 locations, most of which are in the Gulf Coast and ArkLaTex
regions.

e Wireline Services. In order for oil and gas exploration and production companies to better
understand the reservoirs they are drilling or producing, they require logging services to
accurately characterize reservoir rocks and fluids. To complete a well, the production casing must
be perforated to establish a flow path between the reservoir and the wellbore. We use our fleet of
wireline units to provide these important logging and perforating services. We provide both open
and cased-hole logging services, including the latest pulsed-neutron technology. In addition, we
provide services which allow oil and gas exploration and production companies to evaluate the
integrity of wellbore casing, recover pipe, or install bridge plugs. As of January 31, 2013, we
operate through 24 locations with a fleet of 120 wireline units.

e Coiled Tubing Services. Coiled tubing is an important element of the well servicing industry that
allows operators to continue production during service operations without shutting in the well,
thereby reducing the risk of formation damage. Coiled tubing services involve the use of a
continuous metal pipe spooled on a large reel for oil and natural gas well applications, such as
wellbore clean-outs, nitrogen jet lifts, through-tubing fishing, formation stimulation utilizing acid,
chemical treatments and fracturing. Coiled tubing is also used for a number of horizontal well
applications such as milling temporary plugs between frac stages. Our coiled tubing business
consists of nine onshore and four offshore coiled tubing units which are currently deployed
through four locations in Texas, Louisiana and Oklahoma.

+ Fishing and Rental Services. During drilling operations, oil and gas exploration and production
companies frequently rent unique equipment such as power swivels, foam circulating units, blow-
out preventers, air drilling equipment, pumps, tanks, pipe, tubing and fishing tools. We provide
rental services out of four locations in Texas and Oklahoma. As of December 31, 2012 our fishing
and rental tools have a gross book value of $16.1 million.

Pioneer Energy Services’ corporate office is located at 1250 NE Loop 410, Suite 1000, San Antonio, Texas
78209. Our phone number is (210) 828-7689 and our website address is www.pioneeres.com. We make available
free of charge though our website our Annual Reports on our Form 10-K, Quarterly Reports on Form 10-Q,
Current Reports on Form 8-K, and all amendments to those reports as soon as reasonably practicable after such
material is electronically filed with the Securities and Exchange Commission (SEC). Information on our website
is not incorporated into this report or otherwise made part of this report.

Market Conditions in Our Industry

Demand for oilfield services offered by our industry is a function of our clients’ willingness to make
operating expenditures and capital expenditures to explore for, develop and produce hydrocarbons, which in turn
is affected by current and expected oil and natural gas prices.

From 2004 through 2008, domestic exploration and production spending increased as oil and natural gas
prices increased. From late 2008 and into late 2009, there was substantial volatility and a decline in oil and
natural gas prices due to the downturn in the global economic environment. In response, our clients curtailed
their drilling programs and reduced their production activities, particularly in natural gas producing regions,
which resulted in a decrease in demand and revenue rates for certain of our drilling rigs and production services
equipment. Additionally, there was uncertainty in the capital markets and access to financing was limited. These
conditions adversely affected our business environment.

With generally increasing oil prices in 2010 and 2011, exploration and production companies increased their
exploration and production spending and industry equipment utilization and revenue rates improved, particularly
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in oil-producing regions and in certain shale regions. During 2012, modest increases in exploration and
production spending resulted in modest increases in industry equipment utilization and revenue rates during
2012, as compared to 2011. Though oil prices decreased sharply in mid-2012 for a brief period of time, they have
since recovered with no meaningful upward or downward trend for the year. In addition, excess natural gas
production in the U.S. shale regions continues to depress natural gas prices. If oil and natural gas prices decline,
then industry equipment utilization and revenue rates could decrease domestically and in Colombia.

Colombia has experienced significant growth in oil production since 2008 largely due to the infusion of
capital by international exploration and production companies as a result of the country’s improved regulation
and security. Historically, Colombian oil prices have generally trended in line with West Texas Intermediate
(WTI) oil prices. However, fluctuations in oil prices have a less significant impact on demand for drilling and
production services in Colombia as compared to the impact on demand in North America. Demand for drilling
and production services in Colombia is largely dependent upon the national oil company’s long-term exploration
and production programs.

The trends in spot prices of WTI crude oil and Henry Hub natural gas, and the resulting trends in domestic
land rig counts (per Baker Hughes) and domestic well servicing rig counts (per Guiberson/Association of Energy
Service Companies) over the last five years are illustrated in the graphs below.
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As shown in the charts above, the trends in industry rig counts are influenced by fluctuations in oil and
natural gas prices, which affect the levels of capital and operating expenditures made by our clients.

Our business is influenced substantially by both operating and capital expenditures by exploration and
production companies. Exploration and production spending is generally categorized as either a capital
expenditure or operating expenditure.

Capital expenditures by oil and gas exploration and production companies tend to be relatively sensitive to
volatility in oil or natural gas prices because project decisions are tied to a return on investment spanning a
number of years. As such, capital expenditure economics often require the use of commodity price forecasts
which may prove inaccurate in the amount of time required to plan and execute a capital expenditure project
(such as the drilling of a deep well). When commodity prices are depressed for long periods of time, capital
expenditure projects are routinely deferred until prices return to an acceptable level.

In contrast, both mandatory and discretionary operating expenditures are more stable than capital
expenditures for exploration as these expenditures are less sensitive to commodity price volatility. Mandatory
operating expenditure projects involve activities that cannot be avoided in the short term, such as regulatory
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compliance, safety, contractual obligations and certain projects to maintain the well and related infrastructure in
operating condition. Discretionary operating expenditure projects may not be critical to the short-term viability of
a lease or field and are generally evaluated according to a simple short-term payout criterion that is far less
dependent on commodity price forecasts.

Because existing oil and natural gas wells require ongoing spending to maintain production, expenditures by
exploration and production companies for the maintenance of existing wells are relatively stable and predictable.
In contrast, capital expenditures by exploration and production companies for exploration and drilling are more
directly influenced by current and expected oil and natural gas prices and generally reflect the volatility of
commodity prices.

For additional information concerning the effects of the volatility in oil and gas prices, see Item 1A — “Risk
Factors” in Part I of this Annual Report on Form 10-K.

Liguidity and Capital Resources
Sources of Capital Resources

Our principal liquidity requirements have been for working capital needs, debt service, capital expenditures
and selective acquisitions. Our principal sources of liquidity consist of cash and cash equivalents (which equaled
$23.7 million as of December 31, 2012), cash generated from operations and the unused portion of our senior
secured revolving credit facility (the “Revolving Credit Facility”).

In July 2011, we obtained $94.3 million in net proceeds from the sale of 6,900,000 shares of our common
stock at $14.50 per share, less underwriters’ commissions and other offering costs, pursuant to a public offering
under the shelf registration statement which we filed in July 2009. The proceeds from this offering were used to
pay down the debt balance outstanding under our Revolving Credit Facility and to fund our new-build drilling rig
program. In May 2012, we filed a registration statement that permits us to sell equity or debt in one or more
offerings up to a total dollar amount of $300 million. As of January 31, 2013, the entire $300 million under the
shelf registration statement is available for equity or debt offerings. In the future, we may consider equity or debt
offerings, as appropriate, to meet our liquidity needs.

On March 11, 2010, we issued $250 million of senior notes with a coupon interest rate of 9.875% that are
due in 2018 (the “2010 Senior Notes™). We received $234.8 million of net proceeds from the issuance of the
2010 Senior Notes that were used to repay a portion of the borrowings outstanding under our Revolving Credit
Facility. On November 21, 2011, we issued an additional $175 million of senior notes (the “2011 Senior Notes”)
with the same terms and conditions as the 2010 Senior Notes. We received $172.7 million of net proceeds from
the issuance of the 2011 Senior Notes, a portion of which were used to fund the acquisition of Go-Coil in
December 2011.

Our Revolving Credit Facility provides for a senior secured revolving credit facility, with sub-limits for
letters of credit and swing-line loans, of up to an aggregate principal amount of $250 million, all of which
matures on June 30, 2016. As of January 31, 2013, we had $100.0 million outstanding under our Revolving
Credit Facility and $9.0 million in committed letters of credit, which resulted in borrowing availability of $141.0
million under our Revolving Credit Facility. There are no limitations on our ability to access the full borrowing
availability under the Revolving Credit Facility other than maintaining compliance with the covenants in the
Revolving Credit Facility. Additional information regarding these covenants is provided in the Debt
Requirements section below. Borrowings under the Revolving Credit Facility are available for selective
acquisitions, working capital and other general corporate purposes.

We currently expect that cash and cash equivalents, cash generated from operations and available
borrowings under our Revolving Credit Facility are adequate to cover our liquidity requirements for at least the
next 12 months.
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Uses of Capital Resources

For the years ended December 31, 2012 and 2011, our primary uses of capital resources were for
acquisitions of production services businesses and for property and equipment additions which consisted of the
following (amounts in thousands):

Year ended
December 31,
2012 2011
Drilling Services Segment:
ROULINE ...ttt et et e s $ 39,051 $ 35,252
DISCIEtIONATY . . ..o ittt ittt ittt e e i i e 56,430 67,352
Fleet additions .. ......ciuuiun ittt ittt ittt enaanns 162,677 41,005
Total Drilling Services Segment .. ............c..iiiiiiiiiinienenn.n. 258,158 143,609
Production Services Segment:
ROULINE ..ttt ittt ittt e ettt e et ettt enaneaaannen 15,311 8,168
DISCIEtIONATY . . .. ..ottt e it ittt it e 37,562 31,523
Fleet additions .. ....... ...ttt it it it i e 53,293 26,766
Total Production Services Segment .............. ..., 106,166 66,457
Net cash used for purchases of property andequipment . ........................... 364,324 210,066
Netimpactof accruals . .. ... ... it it i i e 14,948 27,721
Total Capital EXpenditures .............ouuiiiniinniiniinrtnnernnernneennns $379,272 $237,787

Our Drilling Services Segment incurred $171.7 million and $66.5 million of costs, including accruals for
capital expenditures, on the construction of our new-build drilling rigs during the years ended December 31, 2012
and 2011, respectively. Additionally, during the year ended December 31, 2012, we performed significant upgrade
projects to our drilling rigs including, among others, the installation of nine additional automatic catwalks, one
additional iron roughneck and one top drive. During the year ended December 31, 2011, we performed significant
upgrade projects including, among other things, the installation of six iron roughnecks, one top drive, two automatic
catwalks and three walking/skidding systems, primarily in connection with obtaining new drilling contracts in
unconventional plays and in our West Texas drilling division which we established in early 2011. In connection
with the construction of our new-build drilling rigs and other drilling equipment upgrades, we capitalized $10.2
million and $2.3 million of interest costs during the years ended December 31, 2012 and 2011, respectively.

Our Production Services Segment acquired 15 wireline units, 19 well servicing rigs and three coiled tubing
units during the year ended December 31, 2012. During the year ended December 31, 2011, we acquired 21
wireline units and 15 well servicing rigs, as well as ten coiled tubing units with the acquisition of Go-Coil on
December 31, 2011.

Currently, we expect to spend approximately $140 million to $160 million on capital expenditures during
2013. We expect the total capital expenditures for 2013 will be allocated approximately 70% for our Drilling
Services Segment and approximately 30% for our Production Services Segment. Our planned capital
expenditures for the year ending December 31, 2013 include the remaining construction costs of our new-build
AC drilling rigs, upgrades to certain drilling rigs, additional production services equipment and routine capital
expenditures. Actual capital expenditures may vary depending on the level of new-build and other expansion
opportunities that meet our strategic and return on capital employed criteria. We expect to fund the capital
expenditures in 2013 from operating cash flow in excess of our working capital requirements and from
borrowings under ou