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CAUTIONARY NOTE REGARDING FORWARD LOOKING STATEMENTS

        In addition to statements of historical fact, this report contains forward-looking statements within the meaning of the Private Securities
Litigation Reform Act of 1995. Statements that are not historical in nature or that relate to future events and conditions are, or may be deemed to
be, forward-looking statements. These "forward-looking statements" are based on our current expectations, estimates and projections about the
Company, our industry and management's beliefs and assumptions concerning future events and financial trends affecting our financial
condition and results of operations. In some cases, you can identify these statements by terminology such as "may," "will," "predicts," "projects,"
"potential" or "continue" or the negative of such terms and other comparable terminology. These statements are only predictions and are subject
to substantial risks and uncertainties. In evaluating those statements, you should carefully consider the information above as well as the risks
outlined in Item 1A. "Risk Factors." Actual performance or results may differ materially and adversely.

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

 ITEM 1.    Business

THE COMPANY

        Key Energy Services, Inc. is a Maryland corporation. References to "Key," the "Company," "we," "us" or "our" are intended to refer to Key
Energy Services, Inc. and its subsidiaries.

        We provide a broad array of services including: well servicing, oilfield transportation services, cased-hole electric wireline services,
contract drilling services, pressure pumping and well stimulation services and fishing and rental services. Over the years, our business has grown
primarily through acquisitions. From 1994 through 2002, we grew rapidly through a series of over 100 acquisitions. From 2003 through 2006,
we grew primarily through organic growth as we were engaged in a financial reporting process that involved a restatement of financial
statements for 2003 and prior periods and delays in filing periodic reports with the Securities and Exchange Commission (the "SEC"). During
this period, we also focused on improving the quality and reliability of our equipment. We completed this process and became current in our
financial reporting in September 2007. With the completion of our financial reporting process in 2007, we commenced a program of
geographic-focused acquisitions.

        We believe that we are the leading onshore, rig-based well servicing contractor in the United States. We operate in all major
energy-providing regions of the United States. We also have limited operations offshore. We operate internationally in Argentina and Mexico,
and we have a technology development group based in Calgary, Canada.

        Key's principal executive office is located at 1301 McKinney Street, Suite 1800, Houston, Texas 77010. Our phone number is
(713) 651-4300 and website address is www.keyenergy.com. We make available free of charge through our website our Annual Reports on
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 SEC. Information on our website is not a part of this report.

DESCRIPTION OF BUSINESS SEGMENTS

        Our business is comprised of three primary business segments: well servicing, pressure pumping services and fishing and rental services.
Key operates in various regions in the continental United States and internationally in Argentina and Mexico. The following is a description of
these three business segments. For financial information regarding these business segments, see Item 8. "Consolidated Financial Statements and
Supplementary Data," Note 18�"Segment Information."

Well Servicing Segment

        Through our well servicing segment (approximately 76% of our revenues for the year ended December 31, 2007), we provide a broad range
of well services, including rig-based services, oilfield transportation services, cased-hole electric wireline services, contract drilling services and
other ancillary oilfield services. These services collectively are necessary to complete, stimulate, maintain and workover oil and natural gas
producing wells. During 2007, Key conducted well servicing operations onshore: in the continental United States in the following regions Gulf
Coast (including South Texas, Central Gulf Coast of Texas and South Louisiana), Permian Basin of West Texas and Eastern New Mexico,
Mid-Continent (including the Anadarko, Hugoton and Arkoma Basins and the Ark-La-Tex and North Texas regions), Four Corners (including
the San Juan, Piceance, Uinta and Paradox Basins), the Appalachian Basin, Rocky Mountains (including the Denver Julesberg, Powder River,
Wind River, Green River and Williston Basins), and California (the San Joaquin Basin), and internationally in Argentina and Mexico.
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Rig-based Services

        Rig-based services include the maintenance of existing wells, workover of existing wells, completion of newly drilled wells, recompletion
of existing wells (re-entering a well to complete the well in a new geologic zone or formation) and plugging and abandonment of wells at the
end of their useful lives. Our rig fleet is diverse and allows us to work on all types of wells, ranging from very shallow wells to wells as deep as
20,000 feet. Over 200 of our well service rigs are outfitted with our proprietary KeyView® technology, which captures and reports well site
operating data. This technology allows our customers and our crews to actively monitor well site operations, to improve efficiency and safety,
and to add value to the services we offer. Included in our domestic well service fleet are eight inland barge rigs. Inland barge rigs are mobile,
self-contained, drilling and/or workover vessels that are used in the search for oil and gas in shallow marshes, inland lakes, rivers and swamps
along the Gulf Coast of the United States. When moved from one location to another, the barge floats; when stationed on the drill or workover
site, the barge is submerged to rest on the bottom. Typically, inland barge rigs are used to drill or workover wells in marshes, shallow inland
bays and offshore where the water covering the drill site is not too deep. Our barge rigs can operate at depths between three and 17 feet.

        Maintenance Services.    We provide the well service rigs, equipment and crews for maintenance services, which are performed on both oil
and natural gas wells, but more frequently on oil wells. While some oil wells in the United States flow oil to the surface without mechanical
assistance, most require pumping or some other method of artificial lift. Oil wells that require pumping characteristically require more
maintenance than flowing wells due to the operation of the mechanical pumping equipment. Because few natural gas wells have mechanical
pumping systems in the wellbore, maintenance work on natural gas wells is less frequent.

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

        Maintenance services are often performed on a series of wells in close proximity to each other and typically require less than 48 hours per
well to complete. The general demand for maintenance services is closely related to the total number of producing oil and natural gas wells in a
geographic market, and maintenance services are generally the most stable type of well service activity.

        Workover Services.    In addition to periodic maintenance, producing oil and natural gas wells occasionally require major repairs or
modifications, called "workovers." Workover services are performed to enhance the production of existing wells. Such services include
extensions of existing wells to drain new formations either by deepening wellbores to new zones or by drilling horizontal or lateral wellbores to
improve reservoir drainage. In less extensive workovers, our rigs are used to seal off depleted zones in existing wellbores and access previously
bypassed productive zones. Our workover rigs are also used to convert former producing wells to injection wells through which water or carbon
dioxide is pumped into the formation for enhanced recovery operations. Other workover services include: conducting major subsurface repairs
such as casing repair or replacement, recovering tubing and removing foreign objects in the wellbore, repairing downhole equipment failures,
plugging back a section of a well to reduce the amount of water being produced with the oil and natural gas, cleaning out and recompleting a
well if production has declined, and repairing leaks in the tubing and casing. These extensive workover operations are normally performed by a
well service rig with a workover package, which may include rotary drilling equipment, mud pumps, mud tanks and blowout preventers,
depending upon the particular type of workover operation. Most of our well service rigs are designed to perform complex workover operations.
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        Workover services are more complex and time consuming than routine maintenance operations and consequently may last from a few days
to several weeks. These services are almost exclusively performed by well service rigs. Demand for workover services is closely related to
capital spending by oil and natural gas producers, which is generally a function of oil and natural gas prices. As commodity prices increase, oil
and natural gas producers tend to increase capital spending for workover services in order to increase oil and natural gas production.

        Completion Services.    Our completion services prepare a newly drilled oil or natural gas well for production. The completion process may
involve selectively perforating the well casing to access producing zones, stimulating and testing these zones and installing downhole
equipment. We typically provide a well service rig and may also provide other equipment such as a workover package to assist in the completion
process. However, during periods of weak drilling rig demand, some drilling contractors may compete with service rigs for completion work.
Also, for some completion work on natural gas wells, coiled tubing units can be used in place of a well service rig.

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

        Plugging and Abandonment Services.    Well service rigs and workover equipment are also used in the process of permanently shutting-in
oil and natural gas wells at the end of their productive lives. Plugging and abandonment work can be performed with a well service rig along
with electric wireline and cementing equipment. Plugging and abandonment services require compliance with state regulatory requirements. The
demand for oil and natural gas does not significantly affect the demand for plugging and abandonment services because well operators are
required by state regulations to plug wells that are no longer productive. The need for these services is also driven by lease or operator policy
requirements.

Oilfield Transportation Services

        We provide oilfield transportation services, which primarily include vacuum truck services, fluid transportation services and disposal
services for operators whose oil or natural gas wells produce salt water and other fluids. In addition, we are a supplier of frac tanks which are
used for temporary storage of fluids in conjunction with the fluid hauling operations.

        Fluid hauling trucks are utilized in connection with drilling and workover projects, which tend to use large amounts of various oilfield
fluids. We transport fresh water to the well site and provide temporary storage and disposal of produced salt water and drilling or workover
fluids. These fluids are removed from the well site and transported for disposal in a salt water disposal well. Key owned or leased 47 active salt
water disposal wells at December 31, 2007. In addition, we provide equipment trucks that are used to move large pieces of equipment from one
well site to the next, and we operate a fleet of hot oilers which are capable of pumping heated fluids that are used to clear soluable restrictions in
a wellbore. Demand and pricing for these services generally correspond to demand for our well service rigs. Fluid hauling and equipment
hauling services are typically priced on a per barrel or per hour basis while frac tank rentals are typically billed on a per day basis.

Cased-Hole Electric Wireline Services

        Key provides cased-hole electric wireline services in the Appalachian Basin, Texas and Louisiana. This service is performed at various
times throughout the life of the well and includes perforating, completion logging, production logging and casing integrity services. After the
wellbore is cased and cemented, we can provide a number of services. Perforating creates the flow path between the reservoir
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and the wellbore. Production logging can be performed throughout the life of the well to measure temperature, fluid type, flow rate, pressure and
other reservoir characteristics. This service helps the operator analyze and monitor well performance and determine when a well may need a
workover or further stimulation.

        In addition, cased-hole services may involve wellbore remediation, which could include the positioning and installation of various plugs
and packers to maintain production or repair well problems, and casing inspection for internal or external abnormalities in the casing string.
Wireline services are provided from surface logging units, which lower tools and sensors into the wellbore. We operated 22 units as of
December 31, 2007, and we have seven units ordered that are expected to be delivered in 2008. Cased-hole electric wireline services are
conducted during the completion of an oil or natural gas well and often times throughout the life of a producing well. Services include:
production logging, perforating, pipe recovery, pressure control and setting services. We use advanced wireline instruments to evaluate well
integrity and perform cement evaluations and production logging. Demand for our cased-hole electric wireline services is correlated to current
and anticipated oil and natural gas prices and the resulting effect on the willingness of our customers to make operating and capital expenditures.

Contract Drilling Services

        We provide limited drilling services to oil and natural gas producers. In Argentina, we operate seven drilling rigs and in the continental
United States we operate several heavy-duty well service rigs that are capable of providing drilling services. Our drilling services are primarily
provided under standard day rate, and, to a lesser extent, footage contracts. Our drilling rigs vary in size and capability. The rigs located in
Argentina are equipped with mechanical power systems and have depth ratings of approximately 10,000 feet, although one rig can drill up to
approximately 15,000 feet. Like workover services, the demand for contract drilling is directly related to expectations about, and changes in, oil
and natural gas prices which, in turn, are driven by the supply of and demand for these commodities.

Ancillary Oilfield Services

        We provide ancillary oilfield services, which include, among others: well site construction (preparation of a well site for drilling activities);
roustabout services (provision of manpower to assist with activities on a well site); and air drilling services (drilling technique using compressed
air). Demand and pricing for these services are generally related to demand for our well service operations.

Pressure Pumping Services Segment

        Through our pressure pumping services segment (approximately 18% of our revenues for the year ended December 31, 2007), we provide
well stimulation and cementing services to oil and natural gas producers. Well stimulation services include fracturing, nitrogen services, and
acidizing. These services (which may be completion or workover services) are provided to oil and natural gas producers and are used to enhance
the production of oil and natural gas wells from formations which exhibit restricted flow of oil and natural gas. In the fracturing process, we
typically pump fluid and sized sand, or proppants, into a well at high pressure in order to fracture the formation and thereby increase the flow of
oil and natural gas. With our cementing services, we pump cement into a well between the casing and the wellbore. Our pressure pumping
services in 2007 were provided in the Permian Basin, the San Juan Basin, the Barnett Shale region of North Texas and the Mid-Continent region.
We also provide cementing services in conjunction with our plugging and abandonment operations in California. Demand for our pressure
pumping services is primarily influenced by current and anticipated oil and natural gas prices and the resulting effect on the willingness of our
customers to make operating and capital expenditures.
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Fishing and Rental Services Segment

        Through our fishing and rental services segment (approximately 6% of revenues for the year ended December 31, 2007), we provided
fishing and rental services to major and independent oil and natural gas production companies in the Gulf Coast, Mid-Continent and Permian
Basin regions, as well as in California. We also provided limited services offshore in the Gulf of Mexico. Fishing services involve recovering
lost or stuck equipment in the wellbore utilizing a "fishing tool." We offer a full line of services and rental equipment designed for use both
onshore and offshore for drilling and workover services. Our rental tool inventory consists of tubulars, handling tools, pressure-controlled
equipment, power swivels, and foam air units. Demand for our fishing and rental services is also closely related to capital spending by oil and
natural gas producers, which is generally a function of oil and natural gas prices.

Equipment Overview

Well Service Rigs

        Our rigs typically are billed to customers on a per hour basis but in certain cases may be billed on a day rate. We categorize our rigs as
active, stacked or inactive. We consider an active rig or piece of equipment to be a unit that is working, on standby, or down for repairs but with
work orders assigned to it or that is available for work, which means that the equipment has a crew and is ready to work. A stacked rig or piece
of equipment is defined as a unit that is in the remanufacturing process or a unit that does not have a crew assigned to it and could not be put to
work without significant investment in repairs and additional equipment. A rig or piece of equipment is considered inactive if we intend to
salvage the unit for parts, sell the unit or scrap the unit. The definitions of active, stacked and inactive are used for the majority of our
equipment.

        As of December 31, 2007, our active fleet of well service rigs totaled 975 rigs. These rigs are located throughout the United States and
internationally in Argentina and Mexico. Our geographic diversification provides us with a balanced mix of oil versus natural gas exposure. We
estimate that approximately 60% of our rigs are located in predominantly oil regions while 40% of our rigs are located in predominantly natural
gas regions.

        Our fleet is diverse and allows us to work on all types of wells, ranging from very shallow wells to wells as deep as 20,000 feet. The
following table classifies our rigs based on size and location. Typically, heavy duty rigs will be utilized on deep wells while light duty rigs will
be used on shallow wells. In most cases, these rigs can be reassigned to other regions should market conditions warrant the transfer of
equipment.
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Well Service Rig Fleet as of December 31, 2007

Region Swab(1)
Light

Duty(2)
Medium
Duty(3)

Heavy
Duty(4) Total

Appalachia 2 15 8 1 26
Argentina 1 3 31 7 42
Ark-La-Tex 7 0 51 4 62
California 0 86 57 9 152
Gulf Coast 2 1 41 11 55
Mexico 0 0 2 1 3
Mid-Continent 12 13 97 4 126
Permian Basin 13 36 232 66 347
Rocky Mountains 3 2 47 37 89
Southeastern(5) 6 5 46 16 73

Total 46 161 612 156 975

(1)
Swab rigs include rigs used in shallow-depth wells.

(2)
Light Duty rigs include rigs with rated capacity of less than 90 tons.

(3)
Medium Duty rigs include rigs with rated capacity of 90 tons to 125 tons.

(4)
Heavy Duty rigs include rigs with rated capacity of greater than 125 tons.

(5)
Includes eight inland barge rigs acquired in the acquisition of Moncla Well Service, Inc. and related entities. See Item 7.
"Management's Discussion and Analysis of Financial Condition and Results of Operations�Acquisitions."

Oilfield Transportation Equipment

        We have a broad and diverse fleet of oilfield transportation service vehicles. We broadly define an oilfield transportation service vehicle as
any heavy-duty, revenue-generating vehicle weighing over one ton. Our transportation fleet includes vacuum trucks, winch trucks, hot oilers and
other vehicles, including kill trucks and various hauling and transport trucks.

Transportation Fleet as of December 31, 2007

Region
Vacuum
Truck

Winch
Truck

Hot Oil
Truck Other Total

Appalachia 16 20 0 9 45
Argentina 1 15 2 29 47
Ark-La-Tex 175 26 0 27 228
California 24 1 0 44 69
Gulf Coast 151 37 0 10 198
Mid-Continent 30 16 7 18 71
Permian Basin 183 25 63 110 381
Rocky Mountains 12 2 0 4 18
Southeastern 0 34 2 2 38

Total 592 176 74 253 1,095
Pressure Pumping Equipment
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        Our pressure pumping segment operates a diverse fleet of equipment, including: frac pumps, cementing units, acidizing units and nitrogen
units.
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Pressure Pumping Fleet as of December 31, 2007

Region
Frac

Pumps
Cement

Units
Acidizing

Units
Nitrogen

Units Total

California 0 8 0 0 8
Barnett Shale 41 4 3 0 48
Four Corners 7 3 4 5 19
Mid-Continent 18 4 1 0 23
Permian Basin 20 5 3 2 30

Total 86 24 11 7 128

SEASONALITY

        Our operations are impacted by seasonal factors. Historically, our business has been negatively impacted during the winter months due to
inclement weather, fewer daylight hours and holidays. Our well service rigs are mobile, and we operate a significant number of oilfield
transportation service vehicles. During periods of heavy snow, ice or rain, we may not be able to move our equipment between locations, thereby
reducing our ability to generate rig or truck hours. In addition, the majority of our well service rigs work only during daylight hours. In the
winter months when days become shorter, this reduces the amount of time that the rigs can work and therefore has a negative impact on total
hours worked. Lastly, during the fourth quarter, we historically have experienced significant slowdown during the Thanksgiving and Christmas
holiday seasons.

PATENTS, TRADE SECRETS, TRADEMARKS AND COPYRIGHTS

        We are the owner of numerous patents, trademarks and proprietary technology that we believe provide us with a competitive advantage in
the various markets in which we operate or intend to operate. We have devoted significant resources to developing technological improvements
in our well service business and have sought patent protection both inside and outside the United States for products and methods that appear to
have commercial significance. In the United States, as of December 31, 2007, we had 30 patents issued and 16 patents pending. As of
December 31, 2007, we had 11 patents issued and 121 patents pending in foreign countries. All the issued patents have varying remaining
durations and begin expiring between 2013 and 2025. The most notable of our technologies include numerous patents surrounding the
KeyView® system, a field data acquisition system that captures vital well site operating data from service equipment. We believe this
information helps us and our customers improve safety, reduce costs and increase productivity.

        We own several trademarks that are important to our business both in the United States and in foreign countries. In general, depending upon
the jurisdiction, trademarks are valid as long as they are in use or their registrations are properly maintained and they have not been found to
become generic. Registrations of trademarks can generally be renewed indefinitely as long as the trademarks are in use. While our patents and
trademarks, in the aggregate, are of considerable importance to maintaining our competitive position, no single patent or trademark is considered
to be of a critical or essential nature to our business.

        We also rely on a combination of trade secret laws, copyright and contractual provisions to establish and protect proprietary rights in our
products and services. We typically enter into confidentiality agreements with our employees, strategic partners and suppliers and limit access to
the distribution of our proprietary information.
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FOREIGN OPERATIONS

        During 2007, we operated internationally in Argentina and Mexico. In Argentina, we operated 37 well service rigs and seven drilling rigs
and oilfield transportation vehicles, all of which we include in our well servicing segment. We commenced operations in Mexico during the
second quarter of 2007. In February 2007, Petróleos Mexicanos, the Mexican national oil company ("PEMEX"), awarded our Mexican
subsidiary, Key Energy Services de México S. de R.L. de C.V., a 22-month contract valued at $45.8 million (USD) to provide field production
solutions and well workover services. Under the terms of the contract, we initially provided three well service rigs outfitted with our proprietary
KeyView® system, and we installed two KeyView® systems on PEMEX-owned well service rigs. The contract grants PEMEX the option to
call for additional rigs and KeyView® systems in the future, although these incremental services are not included in the contract. The current
project covers PEMEX's North Region assets and initially focuses on oil wells in Burgos, Poza Rica-Altamira and Cerro Azul. We anticipate
that we will expand our presence in Mexico during 2008. Recently, PEMEX has requested that we send additional equipment and KeyView®
systems to Mexico. We anticipate that we will deploy up to an additional eight well service rigs with our proprietary KeyView® technology and
will install three KeyView® units on PEMEX-owned rigs during 2008. Concurrent with the deployment of additional equipment, we intend to
seek an extension of our contract with PEMEX.

        Revenue from our international operations during 2007 totaled $105.8 million, or 6.4% of total revenue. Revenue from international
operations for 2006 and 2005 totaled $78.3 million and $68.2 million, respectively.

        On September 5, 2007, we acquired Advanced Measurements, Inc., a privately-held Canadian technology company focused on oilfield
service equipment controls, data acquisition and digital information work flow. In addition, in connection with the acquisition, we acquired a
51% ownership interest in Advanced Flow Technologies, Inc., a privately-held Canadian technology company focused on low cost wireless gas
well production monitoring. See Item 7. "Management's Discussion and Analysis of Financial Condition and Results of
Operations�Acquisitions."

CUSTOMERS

        Our customers include major oil companies, independent oil and natural gas production companies, and foreign national oil and natural gas
production companies. During the years ended December 31, 2007, 2006 and 2005, no single customer accounted for 10% or more of our
consolidated revenues.

COMPETITION AND OTHER EXTERNAL FACTORS

        In the well servicing markets, we believe that, based on available industry data, we are the largest provider of well service rigs in the United
States. At December 31, 2007, we had 975 active rigs. Based on the Weatherford-AESC ("AESC") well service rig count, which is available on
Weatherford International's internet website, there were approximately 2,839 well service rigs in the United States at December 31, 2007. A
recent well service industry survey published by a U.S. investment bank suggests that there are more well service rigs in the United States than
are reported by the AESC count. We agree that there are likely more rigs than reported by the AESC and we believe the active rig count could be
as high as 3,600 well service rigs. The difference between the AESC data and the investment bank survey is likely attributable to (i) not all U.S.
well service providers being members of the AESC, (ii) some U.S. oil and natural gas producers owning well service rigs and not reporting to
the AESC, and (iii) poor reporting of equipment by certain members of the AESC.

        The markets in which we operate are highly competitive. Competition is influenced by such factors as price, capacity, availability of work
crews, and reputation and experience of the service provider. We believe that an important competitive factor in establishing and maintaining
long-term customer
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relationships is having an experienced, skilled and well-trained work force. In recent years, many of our larger customers 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. In addition, we believe that the KeyView® system has
provided and will continue to provide important safety enhancements. Although we believe customers 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 customers are willing to
pay a slight premium for the quality and efficient service we provide.

        Significant well service providers include Nabors Industries, Basic Energy Services and Complete Production Services. Other large
competitors include Bronco Drilling and Forbes Energy Services. In addition, though there has been consolidation in the domestic well servicing
industry, there are numerous small companies that compete in Key's well servicing markets. We do not believe that any other competitors have
greater numbers of active well service rigs than Key. In Argentina, our largest competitors are Pride International, Nabors Industries, and
Allis-Chalmers Energy. Schlumberger Ltd. and Nabors Industries are our largest competitors in Mexico.

        The pressure pumping market is dominated by three major competitors: Schlumberger Ltd., Halliburton Company and BJ Services
Company. These three companies have a substantially larger asset base than Key and are believed to operate in all major U.S. oil and natural gas
producing basins. Other competitors include Weatherford International, Superior Well Service, Basic Energy Services, Complete Production
Services, Frac-Tech and RPC. The pressure pumping industry is very competitive, and the three major competitors generally lead pricing in any
particular region. Our pressure pumping services operate in niche markets and historically have competed effectively with these competitors
based on performance and strong customer service. Where feasible, we cross market our pressure pumping services along with our well service
rigs and fishing and rental services, thereby offering our customers the ability to minimize vendors, which, we believe, will improve efficiency.
This cross marketing capability is unique to Key, because none of the three major pressure pumping contractors operate well service rigs in the
United States.

        The U.S. fishing and rental equipment market is fragmented compared to our other product lines. Companies which provide fishing services
generally compete based on the reputation of their fishing tool operators and their relationships with customers. Competition for rental tools is
sometimes based on price; however, in most cases, when a customer 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 include: Baker Oil Tools, Smith International, Weatherford
International, Basic Energy Services, Superior Energy Services, Quail Tools (owned by Parker Drilling) and Knight Oil Tools.

        The need for well servicing, pressure pumping services 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
those 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."

EMPLOYEES

        As of December 31, 2007, we employed approximately 8,380 persons in our domestic operations and approximately 1,440 additional
persons in Argentina, Mexico and Canada. Our domestic employees are not represented by a labor union and are not covered by collective
bargaining agreements. Many of
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our field employees in Argentina are represented by formal unions. While Mexico has a strong petroleum workers union, we are currently only
employing non-union workers in Mexico. We have not experienced any material work stoppages associated with labor disputes or grievances
and consider our relations with our employees to be satisfactory. During 2007, we experienced an annual employee turnover rate of
approximately 41%, compared to a turnover rate of approximately 45% in 2006. The high turnover rate is caused, in part, by the nature of the
work, which is physically demanding and sometimes performed in harsh outdoor conditions. As a result, workers may choose to pursue
employment in fields that offer a more desirable work environment at wage rates that are competitive with ours. Alternatively, some employees
may leave Key if they can earn a higher wage with a competitor. A discussion of the risks associated with our high turnover is presented in
Item 1A. "Risk Factors�Business-Related Risk Factors."

GOVERNMENTAL REGULATIONS

        Our operations are subject to various federal, state, and local laws and regulations pertaining to health, safety and the environment. We
cannot predict the level of enforcement of existing laws or regulations or how such laws and regulations may be interpreted by enforcement
agencies or court rulings in the future. We also cannot predict whether additional laws and regulations affecting our business will be adopted, or
the effect such changes might have on us, our financial condition or our business. The following is a summary of the more significant existing
environmental, health and safety laws and regulations to which our operations are subject and for which compliance may have a material adverse
impact on our results of operation or financial position.

Environmental Regulations

        Our operations routinely involve the storage, handling, transport and disposal of bulk waste materials, some of which contain oil,
contaminants, and regulated substances. Various environmental laws and regulations require prevention, and where necessary, cleanup of spills
and leaks of such materials, and some of our operations must obtain permits that limit the discharge of materials. Failure to comply with such
environmental requirements or permits may result in fines and penalties, remediation orders and revocation of permits.

        Laws and regulations protecting the environment have become more stringent over the years, and in certain circumstances may impose
"strict liability," rendering us liable for environmental damage without regard to negligence or fault on our part. Moreover, cleanup costs,
penalties, and other damages arising as a result of new or changes to existing environmental laws and regulations could be substantial and could
have a material adverse effect on our financial condition, results of operations and cash flows. From time to time, claims have been made and
litigation has been brought against us under such laws. However, the costs incurred in connection with such claims and other costs of
environmental compliance have not had a material adverse effect on our past operations or financial statements. Management believes that Key
conducts its operations in substantial compliance with current federal, state and local requirements related to health, safety and the environment.

Hazardous Substances and Waste

        The Comprehensive Environmental Response, Compensation, and Liability Act, as amended, referred to as "CERCLA" or the "Superfund"
law, and comparable state laws impose liability without regard to fault or the legality of the original conduct on certain defined persons,
including current and prior owners or operators of a site where a release of hazardous substances occurred and entities that disposed or arranged
for the disposal of the hazardous substances found at the site. Under CERCLA, these "responsible persons" may be liable for the costs of
cleaning up the hazardous substances, for damages to natural resources, and for the costs of certain health studies. In the course of our
operations, we generate materials that are regulated as hazardous substances and, as a result, may incur
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CERCLA liability for cleanup costs. Also, claims may be filed for personal injury and property damage allegedly caused by the release of
hazardous substances or other pollutants.

        We also generate solid wastes that are subject to the requirements of the Resource Conservation and Recovery Act, as amended, or
"RCRA," and comparable state statutes. Certain materials generated in the exploration, development, or production of crude oil and natural gas
are excluded from RCRA's hazardous waste regulation, but these wastes, which include wastes currently generated during our operations, could
be designated as "hazardous wastes" in the future and become subject to more rigorous and costly disposal requirements. Any such changes in
these laws and regulations could have a material adverse effect on our operating expense.

        Although we used operating and disposal practices that were standard in the industry at the time, hydrocarbons or other wastes may have
been released at properties owned or leased by us now or in the past, or at other locations where these hydrocarbons and wastes were taken for
treatment or disposal. Under CERCLA, RCRA and analogous state laws, we could be required to clean up contaminated property (including
contaminated groundwater), or to perform remedial activities to prevent future contamination.

Air Emissions

        The Clean Air Act, as amended, or "CAA," and state laws and regulations restrict the emission of air pollutants and also impose various
monitoring and reporting requirements. These laws and regulations may require us to obtain approvals or permits for construction, modification
or operation of certain projects or facilities and may require use of emission controls. Our failure to comply with CAA requirements and those of
similar state laws and regulations could subject us to civil and criminal penalties, injunctions, and restrictions on operations.

Global Warming and Climate Control

        Recent scientific studies suggest that emissions of greenhouse gases (including carbon dioxide and methane) may contribute to warming of
the Earth's atmosphere. In response to such studies, the U.S. Congress is considering legislation to reduce greenhouse gas emissions. In addition,
many states have already taken measures to address greenhouse gases through the development of greenhouse gas emission inventories, and/or
regional greenhouse gas cap and trade programs. As a result of the U.S. Supreme Court's decision on April 2, 2007 in Massachusetts et al. v.
EPA, the Environmental Protection Agency (the "EPA") may regulate greenhouse gas emissions from mobile sources (e.g. cars and trucks) even
if Congress does not adopt new legislation. The Court's holding in Massachusetts that greenhouse gases are covered pollutants under the CAA
may also result in future regulation of greenhouse gas emissions from stationary sources. Legislation or regulatory programs that restrict
greenhouse gas emissions in areas where we conduct business could increase our costs in order to stay compliant with any new laws.

Water Discharges

        We operate facilities that are subject to requirements of the Clean Water Act, or "CWA," and analogous state laws that impose restrictions
and controls on the discharge of pollutants into navigable waters. Pursuant to these laws, permits must be obtained to discharge pollutants into
state waters or waters of the United States, including to discharge storm water runoff from certain types of facilities. Spill prevention, control
and countermeasure requirements under the CWA require implementation of measures to help prevent the contamination of navigable waters in
the event of a hydrocarbon spill. Other requirements for the prevention of spills are established under the Oil Pollution Act of 1990, as amended,
or "OPA", which amends the CWA and applies to owners and operators of vessels, including barges, offshore platforms, and certain onshore
facilities. Under OPA, regulated parties are strictly
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liable for oil spills and must establish and maintain evidence of financial responsibility sufficient to cover liabilities related to an oil spill for
which such parties could be statutorily responsible. The CWA can impose substantial civil and criminal penalties for non-compliance.

Employees

Occupational Safety and Health Act

        We are subject to the requirements of the federal Occupational Safety and Health Act, as amended, or "OSHA", and comparable state laws
that regulate the protection of employee health and safety. OSHA's hazard communication standard requires that information about hazardous
materials used or produced in our operations be maintained and provided to employees, state and local government authorities and citizens. We
believe that our operations are in substantial compliance with OSHA requirements.

Marine Employees

        Certain of our employees who perform services on our barge rigs or work offshore are covered by the provisions of the Jones Act, the
Death on the High Seas Act and general maritime law. These laws operate to make the liability limits established under state workers'
compensation laws inapplicable to these employees. Instead, these employees or their representatives are permitted to pursue actions against us
for damages resulting from job related injuries, with generally no limitations on our potential liability.

Other Laws and Regulations

Saltwater Disposal Wells

        We operate saltwater disposal wells that are subject to the CWA, Safe Drinking Water Act, and state and local laws and regulations,
including those established by the EPA's Underground Injection Control Program which establishes the minimum program requirements. Most
of our saltwater disposal wells are located in Texas and we also operate saltwater disposal wells in Arkansas, Louisiana and New Mexico.
Regulations in these states require us to obtain a permit to operate each of our saltwater disposal wells. The applicable regulatory agency may
suspend or modify one of our permits if our well operation is likely to result in pollution of freshwater, substantial violation of permit conditions
or applicable rules, or leaks to the environment. We maintain insurance against some risks associated with our well service activities, but there
can be no assurance that this insurance will continue to be commercially available or available at premium levels that justify its purchase by us.
The occurrence of a significant event that is not fully insured or indemnified could have a material adverse effect on our financial condition and
operations.

Electric Wireline

        We conduct cased-hole electric wireline logging, which may entail the use of radioactive isotopes along with other nuclear, electrical,
acoustic, and mechanical devices to evaluate downhole formation. Our activities involving the use of isotopes are regulated by the U.S. Nuclear
Regulatory Commission and specified agencies of certain states. Additionally, we may use high explosive charges for perforating casing and
formations, and 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.

15

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

17



 ITEM 1A.    Risk Factors

        In addition to the other information in this report, the following factors should be considered in evaluating us and our business.

Business-Related Risk Factors

Our business is dependent on conditions in the oil and natural gas industry, especially oil and natural gas prices and capital expenditures by
oil and natural gas companies.

        The demand for our services is primarily influenced by current and anticipated oil and natural gas prices. Prices for oil and natural gas
historically have been extremely volatile and have reacted to changes in the supply of and demand for oil and natural gas. These include changes
resulting from, among other things, the ability of the Organization of Petroleum Exporting Countries to establish and maintain production quotas
to support oil prices, domestic and worldwide economic conditions and political instability in oil-producing countries. Weakness in oil and
natural gas prices (or the perception by our customers that oil and natural gas prices will decrease) may cause lower utilization of available well
service equipment and result in lower rates. In addition, when oil and natural gas prices are weak, or when our customers expect oil and natural
gas prices to decrease, fewer wells are drilled, resulting in less completion and maintenance work for us. Additional factors that affect demand
for our services include:

�
the level of development, exploration and production activity of, and corresponding capital spending by, oil and natural gas
companies;

�
oil and natural gas production costs;

�
government regulation; and

�
conditions in the worldwide oil and natural gas industry.

        Periods of diminished or weakened demand for our services have occurred in the past. Although we experienced a material decrease in the
demand for our services beginning in August 2001 and continuing through September 2002, since September 2002 we have experienced
continued strong demand for our services. We believe the previous decrease in demand was due to an overall weakening of demand for onshore
well services, which was attributable to general uncertainty about future oil and natural gas prices and the U.S. economy, including the impact of
the September 11, 2001 terrorist attacks. If any of these conditions return, demand for our services could again decrease, having a material
adverse effect on our financial condition and results of operations. In light of these and other factors relating to the oil and natural gas industry,
our historical operating results may not be indicative of future performance.

We may be unable to maintain pricing on our core services.

        During the past three years, we have increased the prices on our services to offset rising costs and to generate higher returns for our
shareholders. Recently, we have made some price concessions to our customers in order to maintain market share. We believe that market
conditions should remain strong due to high commodity prices, and therefore anticipate that pricing for our services should be relatively stable
during 2008; however, should market conditions deteriorate or additional new industry capacity increase, it may become more difficult for us to
maintain prices.

        The inability to maintain our pricing could:

�
limit our ability to offset rising costs; and

�
impact our ability to generate greater free cash flow which would be used to expand our business.
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Increases in industry capacity may adversely affect our business.

        Over the past three years, new capacity, including new well service rigs, new pressure pumping equipment and new fishing and rental
equipment, has entered the market. In some cases, the new capacity is attributable to start-up oilfield service companies and in other cases, the
new capacity has been employed by existing service providers to increase their service capacity. We have been adversely affected by the new
capacity as our utilization for 2007 is down from prior years. Lower utilization of our fleet has led to reduced pricing for our services. Should
oilfield service companies continue to add new capacity and demand for services not increase, we could experience continued pressure on the
pricing of our services and experience lower utilization. This could have a material negative impact on our operating results.

An economic downturn may adversely affect our business.

        There is a concern that the United States may enter into a recession in 2008, and if so, a downturn in the U.S. economy may cause reduced
demand for petroleum-based products and natural gas. In addition, during a downturn many oil and natural gas production companies often
reduce or delay expenditures to reduce costs, which in turn may cause a reduction in the demand for our services during these periods. If the
economic environment should deteriorate, our business, financial condition and results of operations may be adversely impacted.

Our business involves certain operating risks, which are primarily self-insured, and our insurance may not be adequate to cover all losses or
liabilities we might incur in our operations.

        Our operations are subject to many hazards and risks, including the following:

�
blow-outs, the uncontrolled flow of natural gas, oil or other well fluids into the atmosphere or an underground formation;

�
reservoir damage;

�
fires and explosions;

�
accidents resulting in serious bodily injury and the loss of life or property;

�
pollution and other damage to the environment; and

�
liabilities from accidents or damage by our fleet of trucks, rigs and other equipment.

        If these hazards occur, they could result in suspension of operations, damage to or destruction of our equipment and the property of others,
or injury or death to our or a third party's personnel.

        We self-insure a significant portion of these liabilities. For losses in excess of our self-insurance limits, we maintain insurance from
unaffiliated commercial carriers. However, our insurance may not be adequate to cover all losses or liabilities that we might incur in our
operations. Furthermore, our insurance may not adequately protect us against liability from all of the hazards of our business. We also are
subject to the risk that we may not be able to maintain or obtain insurance of the type and amount we desire at a reasonable cost. If we were to
incur a significant liability for which we were uninsured or for which we were not fully insured, it could have a material adverse effect on our
financial position, results of operations and cash flows.
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We are subject to the economic, political and social instability risks of doing business in certain foreign countries.

        We currently have operations in Argentina and Mexico and may expand our operations into other foreign countries. We also have a
technology development group in Canada. As a result, we are exposed to risks of international operations, including:

�
increased governmental ownership and regulation of the economy in the markets where we operate;

�
inflation and adverse economic conditions stemming from governmental attempts to reduce inflation, such as imposition of
higher interest rates and wage and price controls;

�
increased trade barriers, such as higher tariffs and taxes on imports of commodity products;

�
exposure to foreign currency exchange rates;

�
exchange controls or other currency restrictions;

�
war, civil unrest or significant political instability;

�
expropriation, confiscatory taxation or nationalization of our assets located in the markets where we operate;

�
governmental policies limiting investments by and returns to foreign investors;

�
labor unrest and strikes; and

�
restrictive governmental regulation and bureaucratic delays.

        The occurrence of one or more of these risks may:

�
negatively impact our results of operations;

�
restrict the movement of funds and equipment to and from affected countries; and

�
inhibit our ability to collect receivables.

We historically have experienced a high employee turnover rate. Any difficulty we experience replacing or adding workers could adversely
affect our business.

        We historically have experienced an annual employee turnover rate of almost 50%, although our turnover rate during 2007 improved to
approximately 41%. The high turnover rate is attributable to the nature of the work, which is physically demanding and performed outdoors. As
a result, workers may choose to pursue employment in fields that offer a more desirable work environment at wage rates that are competitive
with ours. We cannot assure that at times of high demand we will be able to retain, recruit and train an adequate number of workers. Potential
inability or lack of desire by workers to commute to our facilities and job sites and competition for workers from competitors or other industries
are factors that could affect our ability to attract and retain workers. We believe that our wage rates are competitive with the wage rates of our
competitors and other potential employers. A significant increase in the wages other employers pay could result in a reduction in our workforce,
increases in our wage rates, or both. Either of these events could diminish our profitability and growth potential.
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We may not be successful in implementing technology development and technology enhancements.

        A component of our business strategy is to incorporate our technology into our well service rigs, primarily through the KeyView® system.
The inability to successfully develop and integrate the technology could:

�
limit our ability to improve our market position;

�
increase our operating costs; and

�
limit our ability to recoup the investments made in technology initiatives.

We may incur significant costs and liabilities as a result of environmental, health and safety laws and regulations that govern our
operations.

        Our operations are subject to U.S. federal, state and local, and foreign laws and regulations that impose limitations on the discharge of
pollutants into the environment and establish standards for the handling, storage and disposal of waste materials, including toxic and hazardous
wastes. To comply with these laws and regulations, we must obtain and maintain numerous permits, approvals and certificates from various
governmental authorities. While the cost of such compliance has not been significant in the past, new laws, regulations or enforcement policies
could become more stringent and significantly increase our compliance costs or limit our future business opportunities, which could have a
material adverse effect on our operations.

        Failure to comply with environmental, health and safety laws and regulations could result in the assessment of administrative, civil or
criminal penalties, imposition of cleanup and site restoration costs and liens, revocation of permits, and to a lesser extent, orders to limit or cease
certain operations. Certain environmental laws impose strict and/or joint and several liability, which could cause us to become liable for the
conduct of others or for consequences of our own actions that were in compliance with all applicable laws at the time of those actions. Please see
Item 1. "Business�Governmental Regulations" for more information.

We rely on a limited number of suppliers for certain materials used in providing our pressure pumping services.

        We rely heavily on three suppliers for sized sand, a principal raw material that is critical for our pressure pumping operations. While the
materials are generally available, if we were to have a problem sourcing raw materials or transporting these materials from these vendors, our
ability to provide pressure pumping services could be limited.

We may not be successful in identifying, making and integrating our acquisitions.

        A component of our growth strategy is to make geographic-focused acquisitions that will strengthen our presence in selected regional
markets. The success of this strategy will depend on our ability to identify suitable acquisition candidates and to negotiate acceptable financial
and other terms. There is no assurance that we will be able to do so. The success of an acquisition depends on our ability to perform adequate
diligence before the acquisition and on our ability to integrate the acquisition after it is completed. While we commit significant resources to
ensure that we conduct comprehensive due diligence, there can be no assurance that all potential risks and liabilities will be identified in
connection with an acquisition. Similarly, while we expect to commit substantial resources, including management time and effort, to integrating
acquired businesses into ours, there is no assurance that we will be successful integrating these businesses. In particular, it is important that we
are able to retain both key personnel of the acquired business and its customer base. A loss of either key personnel or customers could negatively
impact the future operating results of the acquired business.
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Debt-Related Risk Factors

We may not be able to generate sufficient cash flow to meet our debt service obligations.

        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.

        We cannot assure you that our business will generate sufficient cash flow from operations to service our outstanding indebtedness, or that
future borrowings will be available to us in an amount sufficient to enable us to pay our indebtedness or to fund our other capital needs. 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 remanufacturing our rigs and related equipment; or

�
seeking to raise additional capital.

        However, we cannot assure you that we would be able to implement alternative financing plans, if necessary, on commercially reasonable
terms or at all, or that implementing any such alternative financing plans would allow us to meet our debt obligations. Our inability to generate
sufficient cash flow to satisfy our debt obligations, or to obtain alternative financings, could materially and adversely affect our business,
financial condition, results of operations and prospects.

Our debt level and the covenants in the agreements governing our debt could negatively impact our financial condition, results of operations
and business prospects and prevent us from fulfilling our obligations under our debt agreements.

        Our level of indebtedness, and the covenants contained in the agreements governing our debt, could have important consequences for our
operations, including:

�
making it more difficult for us to satisfy our obligations under our indebtedness and increasing the risk that we may default
on our debt obligations;

�
requiring us to dedicate a substantial portion of our cash flow from operations to required payments on indebtedness, thereby
reducing the availability of cash flow for working capital, capital expenditures and other general business activities;

�
limiting our ability to obtain additional financing in the future for working capital, capital expenditures, acquisitions and
general corporate and other activities;

�
limiting management's discretion in operating our business;

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

�
detracting from our ability to withstand successfully a downturn in our business or the economy generally;

�
placing us at a competitive disadvantage against less leveraged competitors; and
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�
making us vulnerable to increases in interest rates, because certain debt will vary with prevailing interest rates.

        We may be required to repay all or a portion of our debt on an accelerated basis in certain circumstances. If we fail to comply with the
covenants and other restrictions in the agreements governing our debt, it could lead to an event of default and the consequent acceleration of our
obligation to repay outstanding debt. Our ability to comply with these covenants and other restrictions may be affected by events beyond our
control, including prevailing economic and financial conditions.

        In addition, under the terms of our indebtedness, we must comply with certain financial covenant ratios and satisfy certain financial
condition tests, several of which become more restrictive over time and could require us to take action to reduce our debt or take some other
action in order to comply with them. Our ability to satisfy required financial ratios and tests can be affected by events beyond our control,
including prevailing economic, financial and industry conditions, and we cannot assure you that we will continue to meet those ratios and tests in
the future. A breach of any of these covenants, ratios or tests could result in a default under our indebtedness. If we default, our credit facility
lenders will no longer be obligated to extend credit to us and they, as well as the trustee for our outstanding notes, could elect to declare all
amounts outstanding under the indenture or senior secured credit facility, as applicable, together with accrued interest, to be immediately due
and payable. The results of such action would have a significant negative impact on our results of operations, financial condition and cash flows.

Our variable rate indebtedness subjects us to interest rate risk, which could cause our debt service obligations to increase significantly.

        Borrowings under our senior secured credit facility bear interest at variable rates, exposing us to interest rate risk. If interest rates increase,
our debt service obligations on the variable rate indebtedness would increase even though the amount borrowed remained the same, and our net
income and cash available for servicing our indebtedness would decrease.

Delayed Financial Reporting-Related Risk Factors

We are not eligible to use short-form or shelf registration.

        The securities laws require that we supply current annual and quarterly financial statements in order for us to be able to register securities
for a public offering or an acquisition. Although we are able to register securities for public offerings and acquisitions, we are not eligible to use
"short-form" registration that allows us to incorporate by reference our SEC reports into our registration statements, or to use shelf registration
until we have filed all of our periodic reports in a timely manner for a period of twelve months. Therefore, we will be ineligible for short-form or
shelf registration until October 2008. Inability to use short-form or shelf registration could increase the costs of selling securities publicly and
could significantly delay such sales.

Taxing authorities may determine that we owe additional taxes from previous years.

        As a result of the restatement of our financial statements for periods prior to 2004 and delay in our financial reporting for subsequent
periods, we will likely have to amend previously filed tax returns and reports. Where legal, regulatory or administrative rules require or allow us
to amend our previous tax filings, we intend to comply with our obligations under applicable law. To the extent that tax authorities do not accept
our conclusions about the tax effects of the restatement, liabilities for taxes could differ from those which have been recorded in our
consolidated financial statements. If it is determined that we have additional tax liabilities, there could be an adverse effect on our financial
condition, results of operations and cash flows.
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We have identified material weaknesses in our internal control over financial reporting. These material weaknesses, if not corrected, could
affect the reliability of our financial statements and have other adverse consequences.

        Section 404 of the Sarbanes-Oxley Act of 2002 and the related SEC rules require management of public companies to assess the
effectiveness of their internal control over financial reporting annually and to include in Annual Reports on Form 10-K a management report on
that assessment, together with an attestation report by an independent registered public accounting firm. Under Section 404 and the SEC rules, a
company cannot find that its internal control over financial reporting is effective if there exist any "material weaknesses" in its financial controls.
A "material weakness" is a control deficiency, or combination of control deficiencies in internal control over financial reporting such that there
is a reasonable possibility that a material misstatement of the annual or interim financial statements will not be prevented or detected.

        We have identified material weaknesses in internal control over financial reporting as of December 31, 2007. We have taken and will take
actions to remediate the material weaknesses and improve the effectiveness of our internal control over financial reporting; however, we cannot
assure you that we will be able to correct these material weaknesses by the end of 2008. Any failure in the effectiveness of internal control over
financial reporting, if it results in misstatements in our financial statements, could have a material effect on financial reporting or cause us to fail
to meet reporting obligations, and could negatively impact investor perceptions.

Takeover Protection-Related Risks

Our bylaws contain provisions that may prevent or delay a change in control.

        Our Amended and Restated Bylaws contain certain provisions designed to enhance the ability of the Board of Directors to respond to
unsolicited attempts to acquire control of the Company. These provisions:

�
establish a classified Board of Directors, providing for three-year staggered terms of office for all members of our Board;

�
set limitations on the removal of directors;

�
provide our Board of Directors the ability to set the number of directors and to fill vacancies on the Board occurring between
shareholder meetings; and

�
set limitations on who may call a special meeting of shareholders.

        These provisions may have the effect of entrenching management and may deprive investors of the opportunity to sell their shares to
potential acquirers at a premium over prevailing prices. This potential inability to obtain a control premium could reduce the price of our
common stock.

 ITEM 1B.    Unresolved Staff Comments

        None.

 ITEM 2.    Properties

        Key leases executive office space in Houston, Texas (principal executive office) and Midland, Texas. In addition, we conduct our
operations using a combination of owned and leased properties in each of our geographic markets. Our leased properties are subject to various
lease terms and expirations. As of December 31, 2007, we owned 142 properties, 10 of which were inactive. We also operated 75 leased
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office and yard locations. We owned or leased 57 salt water disposal wells, ten of which were inactive at December 31, 2007. The majority of
our salt water disposal wells are located in Texas.

        We believe all properties that we currently occupy are suitable for their intended use. We believe that we have sufficient facilities to
conduct our operations during 2008. However, we continue to evaluate the purchase or lease of additional properties or the consolidation of our
properties, as our business requires.

 ITEM 3.    Legal Proceedings

Class Action Lawsuits and Derivative Activities

        Since June 2004, we were named as a defendant in six class action complaints for alleged violations of federal securities laws, which have
been filed in federal district court in Texas. They are as follows:

Cause No. MO-04-CV-082; Peter Kaltman, on behalf of himself and all others similarly situated v. Key Energy Services, Inc., Francis
D. John, Royce W. Mitchell, Richard J. Alario and James J. Byerlotzer, filed in the United States District Court for the Western
District of Texas

Cause No. MO-04-CV-083; Malcolm Lord, Individually and on Behalf of all Others Similarly situated v. Key Energy Services, Inc.,
Francis D. John, Richard J. Alario, James J. Byerlotzer and Royce W. Mitchell, filed in the United States District Court for the
Western District of Texas

Cause No. MO-04-CV-090; Celeste Navon, on behalf of herself and all others similarly situated v. Key Energy Services, Inc., Francis
John, Royce Mitchell, James Byerlotzer and Richard Alario, filed in the United States District Court for the Western District of Texas

Cause No. MO-04-CV-104; David W. Ortbals, on Behalf of Himself and All Others Similarly situated v. Key Energy Services, Inc.,
Richard J. Alario, James J. Byerlotzer, Francis D. John, and Royce W. Mitchell, filed in the United States District Court for the
Western District of Texas

Cause No. MO-04-CV-0254; Paul E. Steward, on Behalf of Himself and All Others Similarly situated v. Key Energy Services, Inc.,
Francis D. John and Royce W. Mitchell, filed in the United States District Court for the Western District of Texas

Cause No. MO-04-CV-0227; Garco Investment LLP Individually and on Behalf of all Others Similarly Situated v. Key Energy
Services, Inc., Richard J. Alario, James J. Byerlotzer, Francis D. John and Royce W. Mitchell, filed in the United States District Court
for the Western District of Texas

        These six actions were consolidated into one action. On November 1, 2005, the plaintiffs filed a consolidated amended class action
complaint. The complaint was brought on behalf of a putative class of purchasers of our securities between April 29, 2003 and June 4, 2004. The
complaint named Key, Francis D. John, Royce W. Mitchell, Richard J. Alario and James J. Byerlotzer as defendants. The complaint generally
alleged that we made false and misleading statements and omitted material information from our public statements and SEC reports during the
class period in violation of the Securities Exchange Act of 1934, including alleged: (i) overstatement of revenues, net income, and earnings per
share, (ii) failure to take write-downs of assets, consisting of primarily idle equipment, (iii) failure to amortize the Company's goodwill,
(iv) failure to disclose that the Company lacked adequate internal controls and therefore was unable to ascertain the true financial condition of
the Company, (v) material inflation of the Company's financial results at all relevant times, (vi) misrepresentation of the value of acquired
businesses, and (vii) failure to disclose misappropriation of funds by employees.
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        In addition, four shareholder derivative suits were filed by certain of our shareholders. They are as follows:

Cause No. 2004-CV-44728; Moonlight Investments, LTD. on Behalf of Nominal Defendant Key Energy Services, Inc., v. Francis D.
John, Richard J. Alario, James J. Byerlotzer, Royce W. Mitchell, Kevin P. Collins, W. Phillip Marcum, and Ralph S. Michael, III, and
Key Energy Services, Inc., filed in the 385th Judicial District Court, Midland County, Texas

Cause No. EP-04-CA-0457; Sandra Weissman, Derivatively on Behalf of Key Energy Services, Inc., v. Francis D. John, David J.
Breazzano, Kevin P. Collins, William D. Fertig, W. Phillip Marcum, Ralph S. Michael III, J. Robinson West, James J. Byerlotzer,
Royce W. Mitchell, Richard J. Alario and Key Energy Services, Inc., a Maryland Corporation, filed in the United States District Court
Western District of Texas

Cause No. EP-04-CA-0456; Daniel Bloom, Derivatively on Behalf of Key Energy Services, Inc., v. Francis D. John, David J.
Breazzano, Kevin P. Collins, William D. Fertig, W. Phillip Marcum, Ralph S. Michael III, J. Robinson West, James J. Byerlotzer,
Royce W. Mitchell, Richard J. Alario and Key Energy Services, Inc., a Maryland Corporation, filed in the United States District Court
Western District of Texas

Cause No. 2007-31254; Sandra Weissman, Derivatively on Behalf of Key Energy Services, Inc., v. Francis D. John, David J.
Breazzano, Kevin P. Collins, William D. Fertig, W. Phillip Marcum, Ralph S. Michael III, J. Robinson West, James J. Byerlotzer,
Royce W. Mitchell, Richard J. Alario and Key Energy Services, Inc., a Maryland Corporation filed in the 270th Judicial District, Harris
County, Texas

        The first derivative suit was filed on August 9, 2004 in state court in Midland, Texas. Two other derivative suits were filed in federal court
in El Paso, Texas on December 10, 2004 and subsequently transferred to federal court in Midland, Texas and consolidated by agreement of the
parties. Following dismissal of those two actions for failure to make a demand, a fourth derivative suit was filed in Texas state court in Harris
County, Texas on May 22, 2007. Francis D. John, David J. Breazzano, Kevin P. Collins, William D. Fertig, W. Phillip Marcum, Ralph S.
Michael III, J. Robinson West, James J. Byerlotzer, Royce W. Mitchell, and Richard J. Alario were named as defendants in one or more of those
actions. The actions were filed by individual shareholders purporting to act on our behalf, asserting various claims against the named officer and
director defendants. The derivative actions generally allege the same facts as those in the shareholder class action suits. Those suits also allege
breach of fiduciary duty, abuse of control, waste of corporate assets, and unjust enrichment by these defendants.

        On September 7, 2007, we reached agreements in principle to settle all pending securities class action and derivative lawsuits in
consideration of payments totaling $16.6 million in exchange for full and complete releases for all defendants, of which Key will be required to
pay $1,125,000. Final approval of the settlement of the shareholder and class action claims by the court is anticipated to occur in the first quarter
of 2008.

Other Matters

        In addition to various suits and claims that have arisen in the ordinary course of business, we continue to be involved in litigation with our
former executive officers as well as a class action lawsuit in California. We do not believe that the disposition of any of these items, including
litigation with former management, will result in a material adverse effect on our consolidated financial position, results of operations or cash
flows. See Item 8. "Consolidated Financial Statements and Supplementary Data," Note 12�"Commitments and Contingencies."
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 ITEM 4.    Submission of Matters to a Vote of Security Holders

        At our 2007 Annual Meeting of Shareholders held on December 6, 2007, holders of 106,759,477 shares were present in person or by proxy,
constituting 80.47% of the outstanding shares of common stock as of the record date for the annual meeting. The matters voted upon at the
annual meeting were:

        Election of four Class I Directors.    The shareholders elected four Class I Directors to serve for a three year term, expiring in 2010:

Votes cast in
favor: Votes withheld:

Lynn R. Coleman 100,342,605 6,416,872
Kevin P. Collins 93,124,276 13,635,201
W. Phillip Marcum 93,386,783 13,372,694
William F. Owens 100,345,025 6,414,452

Four Class II Directors, David J. Breazzano, William D. Fertig, Robert K. Reeves and J. Robinson West, continued in office with terms expiring
in 2008. Three Class III Directors, Richard J. Alario, Ralph S. Michael, III and Arlene M. Yocum, continued in office with terms expiring in
2009.

        Adoption of 2007 Equity and Cash Incentive Plan.    The shareholders adopted the Key Energy Services, Inc. 2007 Equity and Cash
Incentive Plan:

Adoption of 2007 Equity and Cash Incentive Plan

Votes cast in favor 63,861,992
Votes cast against 27,648,235
Votes abstaining 26,350
Broker non-vote 15,222,900

        Ratification of Independent Registered Public Accounting Firm.    The shareholders ratified the selection of Grant Thornton LLP as the
Company's independent registered public accounting firm for the current fiscal year:

Ratification of Independent Registered Public Accounting Firm

Votes cast in favor 106,699,110
Votes cast against 19,094
Votes abstaining 41,273
Broker non-vote 0
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PART II

 ITEM 5.    Market for Registrant's Common Equity, Related Stockholder Matters and Issuer Purchases of Equity Securities

        Market and Share Prices.    On October 3, 2007, Key's common stock resumed trading on the New York Stock Exchange, under the
symbol "KEG." From April 8, 2005 until October 2, 2007, our stock was quoted on the Pink Sheets Electronic Quotation Service (the "Pink
Sheets") under the symbol "KEGS." As of February 20, 2008, there were 556 registered holders of 128,149,793 issued and outstanding shares of
common stock. The following table sets forth the reported high and low sales price of Key's common stock for the periods indicated.

High Low

Year Ended December 31, 2007
1st Quarter $ 16.90 $ 14.85
2nd Quarter 20.07 16.52
3rd Quarter 18.38 13.08
4th Quarter 16.95 13.25

High Low

Year Ended December 31, 2006
1st Quarter $ 16.50 $ 13.46
2nd Quarter 18.75 13.00
3rd Quarter 15.85 12.75
4th Quarter 16.95 13.05
The following Corporate Performance Graph and related information shall not be deemed "soliciting material" or to be "filed" with the

SEC, nor shall such information be incorporated by reference into any future filing under the Securities Act or the Exchange Act, except to the
extent that we specifically incorporate it by reference into such filing.

        The following performance graph compares the performance of our common stock to the Oil Service Sector and to a peer group established
by management. This peer group is comprised of five other companies with a similar mix of operations and includes Nabors Industries Ltd.,
Weatherford International Ltd., Basic Energy Services, Inc., Complete Production Services, Inc., and RPC, Inc. The graph below matches the
cumulative five-year total return to holders of our common stock with the cumulative total returns of the Oil Service Sector and our peer group.
The graph assumes that the value of the investment in our common stock and each index (including reinvestment of dividends) was $100 at
December 31, 2002 and tracks the return on the investment through December 31, 2007.
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COMPARISON OF 5 YEAR CUMULATIVE TOTAL RETURN*
Among Key Energy Services, Inc., The Russell 2000 Index,

The PHLX Oil Service Sector Index And A Peer Group

*
$100 invested on December 31, 2002 in stock or index-including reinvestment of dividends.

        Dividend Policy.    There were no dividends paid on Key's common stock for the year ended December 31, 2007. Key must meet certain
financial covenants before it may pay dividends under the terms of its current credit facility. Key does not currently intend to pay dividends.

        Stock Repurchases.    During the fourth quarter of 2007, the Company repurchased an aggregate 2,378,283 million shares of its common
stock. The repurchases were made pursuant to the Company's $300 million share repurchase program and to satisfy tax withholding obligations
that arose upon vesting of restricted stock that had been granted to certain senior executives. Set forth below is a summary of the share
repurchases.

ISSUER PURCHASES OF EQUITY SECURITIES

Period

Total Number
of Shares

Purchased

Weighted
Average Price
Paid per Share

Total Number
of Shares

Purchased as
Part of

Publicly
Announced

Plans or
Programs

Appropriate
Dollar Value of

Shares that May Yet Be
Purchased Under the

Plans or Programs

October 1, 2007 to October 31, 2007 3,528(1)$ 15.64(2) � �
November 1, 2007 to November 30, 2007 820,400(3)$ 13.53 820,400 $ 288.9 million
December 1, 2007 to December 31, 2007 1,554,355(4)$ 13.81(5) 1,521,000 $ 267.8 million

(1)
Related to share repurchases made to satisfy tax withholding obligations of certain executive officers upon vesting of restricted stock.

(2)
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The average price paid per share on the vesting date was determined using the closing price of the common stock of the Company as
quoted on the Pink Sheets on October 1, 2007 and the closing price of the common stock of the Company as quoted on the NYSE on
October 29, 2007.
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(3)
In October 2007, the Company announced a $300 million share repurchase program. The program expires March 31, 2009.

(4)
Includes 33,355 shares repurchased to satisfy tax withholding obligations of certain executive officers upon vesting of restricted stock.

(5)
The price paid per share on the vesting date with respect to the tax withholding repurchases was determined using the average of the
closing price and opening price on December 21, 2007 and December 24, 2007, respectively, as quoted on the NYSE.

Equity Compensation Plan Information

        The following table sets forth information as of December 31, 2007 with respect to compensation plans (including individual compensation
arrangements) under which our common stock is authorized for issuance.

Plan Category

Number of securities to
be issued upon exercise
of outstanding options,

warrants and rights
(a)

Weighted-average exercise
price of outstanding

options, warrants
and rights

(b)

Number of securities
remaining available for

future issuance under equity
compensation plans
(excluding securities

reflected in column (a))
(c)

(in thousands) (in thousands)

Equity compensation plans approved by
shareholders(1) 4,998 $ 11.50 4,000
Equity compensation plans not approved by
shareholders(2) 180 $ 8.10 �

Total 5,178 4,000

(1)
Represents options and other stock-based awards granted under the Key Energy Group, Inc. 1997 Incentive Plan (the "1997 Incentive
Plan") and the options and other stock-based awards available under the Key Energy Services, Inc. 2007 Equity and Cash Incentive
Plan (the "2007 Incentive Plan"). The 1997 Incentive Plan expired in November 2007.

(2)
Represents non-statutory stock options granted outside the 1997 Incentive Plan and the 2007 Incentive Plan. The options have a
ten-year term and other terms and conditions as those options granted under the 1997 Incentive Plan. These options were granted
during 2000 and 2001.

 ITEM 6.    Selected Financial Data

        The following historical selected financial data for the years ended December 31, 2007, 2006, 2005 and 2004 has been derived from the
audited financial statements of the Company. Although the Company emerged from an extended restatement and financial reporting process in
September 2007, it is unable to provide complete audited financial information for periods prior to 2004. Therefore, the Company is not
providing selected financial data for the year ended December 31, 2003, because it is unable to provide financial statements for that period
(except for the December 31, 2003 balance sheet) in accordance with generally accepted accounting principles ("GAAP"). Investors should refer
to the 2003 Financial and Informational Report on Form 8-K/A, filed with the SEC on October 26, 2006 for a full description of the restatement
process.

        The historical selected financial data should be read in conjunction with the historical Consolidated Financial Statements and related notes
thereto included in Item 8. "Consolidated Financial Statements and Supplementary Data."
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Consolidated Results of Operations Data:

Year Ended December 31,

2007 2006 2005 2004

(in thousands, except per share data)

Revenues $ 1,662,012 $ 1,546,177 $ 1,190,444 $ 987,739
Direct expenses 985,614 920,602 780,243 685,420

Gross margin 676,398 625,575 410,201 302,319

General and administrative expenses 230,396 195,527 151,303 162,133

Operating income, before depreciation and amortization 446,002 430,048 258,898 140,186

Depreciation and amortization 129,623 126,011 111,888 103,339
Interest expense, net of amounts capitalized 36,207 38,927 50,299 46,206
Other, net 4,232 (9,370) 12,313 19,114

Income (loss) from continuing operations before income
taxes 275,940 274,480 84,398 (28,473)

Income tax (expense) benefit (106,768) (103,447) (35,320) 1,890
Minority interest 117 � � �

Income (loss) from continuing operations 169,289 171,033 49,078 (26,583)

Discontinued operations, net of tax � � (3,361) (5,643)

Net income (loss) $ 169,289 $ 171,033 $ 45,717 $ (32,226)

Income (loss) per common share from continuing
operations:

Basic $ 1.29 $ 1.30 $ 0.37 $ (0.20)
Diluted $ 1.27 $ 1.28 $ 0.37 $ (0.20)

Income (loss) per common share from discontinued
operations:

Basic $ � $ � $ (0.03) $ (0.04)
Diluted $ � $ � $ (0.03) $ (0.04)

Net income (loss) per common share:
Basic $ 1.29 $ 1.30 $ 0.34 $ (0.24)
Diluted $ 1.27 $ 1.28 $ 0.34 $ (0.24)

Cash Flow Data:

Year Ended December 31,

2007 2006 2005 2004

(in thousands)

Net cash provided by operating activities $ 249,919 $ 258,724 $ 218,838 $ 69,801
Net cash used in investing activities (302,847) (245,647) (33,218) (64,081)
Net cash provided by (used in) financing activities 23,240 (18,634) (111,213) (88,277)
Effect of exchange rates on cash (184) (238) (662) (233)
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Selected Balance Sheet Data:

December 31,
2007

December 31,
2006

December 31,
2005

December 31,
2004

(in thousands)

Working capital $ 253,068 $ 265,498 $ 169,022 $ 165,920
Property and equipment, gross 1,595,225 1,279,980 1,089,826 999,414
Property and equipment, net 911,208 694,291 610,341 597,778
Total assets 1,859,077 1,541,398 1,329,244 1,316,622
Long-term debt and capital leases, net of current
maturities 511,614 406,080 410,781 481,047
Total liabilities 970,079 810,887 775,187 810,956
Stockholders' equity 888,998 730,511 554,057 505,666
Cash dividends per common share � � � �
 ITEM 7.    Management's Discussion and Analysis of Financial Condition and Results of Operations

The following discussion and analysis of our financial condition and results of operations should be read in conjunction with our
consolidated financial statements and related notes thereto in Item 8. "Consolidated Financial Statements and Supplementary Data." The
discussion below contains forward-looking statements that are based upon our current expectations and are subject to uncertainty and changes
in circumstances including those identified in "Cautionary Note Regarding Forward-Looking Statements." Actual results may differ materially
from these expectations due to inaccurate assumptions and known or unknown risks and uncertainties. See Item 1A. "Risk Factors."

Business and Growth Strategies

        Our strategy is to improve results through acquisitions, growing our core segments, maintaining a strong balance sheet, expanding
internationally, investing in technology, expanding our services offering, and training personnel in order to maintain a qualified and
safety-conscious employee base.

        Acquisitions.    Our strategy contemplates that we may make acquisitions that strengthen our presence in selected regional markets. During
2007, we completed the acquisition of Moncla Well Service, Inc. and related entities (collectively, "Moncla") and Advanced Measurements, Inc.
("AMI"). In addition, we acquired the well service assets of Kings Oil Tools, Inc. ("Kings"). Through the purchase of Moncla and Kings, we
increased our well service rig count by 89 units and our swab rig count by six units. We believe that these acquisitions will allow us to expand
our geographic "footprint" and improve our service to our customers. See�"Acquisitions," for additional discussion.

        We are currently evaluating a number of geographic-focused acquisition candidates, primarily in our well servicing segment, and these
acquisitions, if completed, would help strengthen our position in several core markets. We may seek to identify other acquisition candidates and
we may evaluate acquisition opportunities in either our pressure pumping or fishing and rental services segments. Our acquisitions in 2007 were
made with cash and notes payable, and our objective is to use cash for future geographic-focused acquisitions. In some limited cases, however,
we may elect to use equity as a financing tool for our acquisition program.

        Organic Growth in Core Segments.    During the past three years we have significantly increased our capital expenditures, devoting more
capital to organic growth. Since the beginning of 2005, we have cumulatively spent approximately $526.5 million on capital expenditures,
including capital expenditures of $212.6 million in 2007. These expenditures include the purchase of new pressure pumping equipment, new
cased-hole electric wireline units, and new and remanufactured well service rigs, as well as numerous rental equipment and fishing tools. While
we believe that the returns on organic growth capital remain strong, we intend to reduce our capital expenditures in 2008 in order to allocate
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