UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

Form 6-K
REPORT OF FOREIGN PRIVATE ISSUER PURSUANT TO SECTION 13a-16 OR 15d-16 UNDER THE SECURITIES EXCHANGE ACT OF 1934
For the quarterly period ended June 30, 2018
Commission File Number: 001-38091

NATIONAL ENERGY SERVICES REUNITED CORP.
(Translation of registrant’s name into English)
777 Post Oak Blvd., Suite 730
Houston, Texas 77056
(Address of principal executive office)
Indicate by check mark whether the registrant files or will file annual reports under cover of Form 20-F or Form 40-F.
Form 20-F [X]

Form 40-F [ ]

Indicate by check mark if the registrant is submitting the Form 6-K in paper as permitted by Regulation S-T Rule 101(b)(1): Yes [ ] No [X]
Indicate by check mark if the registrant is submitting the Form 6-K in paper as permitted by Regulation S-T Rule 101(b)(7): Yes [ ] No [X]

NATIONAL ENERGY SERVICES REUNITED CORP.
REPORT ON FORM 6-K
FOR THE QUARTERLY PERIOD ENDED JUNE 30, 2018
Table of Contents
BASIS OF THIS REPORT ON FORM 6-K
FINANCIAL INFORMATION AND CURRENCY OF FINANCIAL STATEMENTS
PART I – FINANCIAL INFORMATION

2
2
3

ITEM 1. FINANCIAL STATEMENTS.
Condensed Consolidated Balance Sheets
Condensed Consolidated Statements of Operations
Condensed Consolidated Statements Of Comprehensive Income (Loss)
Condensed Consolidated Statements Shareholders’ equity
Condensed Consolidated Statements of Cash Flows
Notes to Condensed Consolidated Interim Financial Statements
Cautionary Note Regarding Forward-Looking Statements
ITEM 2. OPERATING AND FINANCIAL REVIEW.
ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK.
ITEM 4. INTERNAL CONTROLS AND PROCEDURES

3
3
4
5
6
7
8
36
37
51
52

PART II – OTHER INFORMATION

53

ITEM 1. LEGAL PROCEEDINGS.
ITEM 1A. RISK FACTORS.
ITEM 6. EXHIBITS.

53
53
71
i

BASIS OF THIS REPORT ON FORM 6-K
On June 6, 2018, National Energy Services Reunited Corp. (“NESR,” “we,” “our,” “us” or similar terms) acquired all of the issued and outstanding
equity interests of NPS Holdings Limited (“NPS”) and Gulf Energy S.A.O.C (“GES” and, together with NPS, the “Subsidiaries”) (collectively, the “Business
Combination”). As a result of the Business Combination, NESR is the accounting acquirer for accounting purposes, NPS and GES are acquirees and NPS is
determined to be the accounting predecessor. The Business Combination was accounted for using the acquisition method of accounting, and the Successor
(as defined below) financial statements reflect a new basis of accounting that is based on fair value of net assets acquired. See Note 4, Business combination,
to the condensed consolidated interim financial statements included in “Item 1. Financial Statements” for further discussion of the Business Combination.
The historical financial information contained in this report on Form 6-K (this “Report”) includes periods that ended prior to the Business
Combination. In this Report, unless we have indicated otherwise, or the context otherwise requires, references to the “Company” for time periods prior to
June 6, 2018 refer to NPS, which is the “Predecessor” for accounting purposes, and for the time period from June 7, 2018 through June 30, 2018 refer to NESR
and its consolidated subsidiaries, which is the “Successor” for accounting purposes. The financial statements of our Predecessor may not be indicative of the
financial results that will be reported by us for periods subsequent to the Business Combination. The information contained in this Report should be read in
conjunction with the information contained in our Current Report on Form 8-K filed with the SEC on June 12, 2018 (the “Super 8-K”) and our definitive
proxy statement on Schedule 14A filed with the SEC on May 8, 2018 (the “Proxy Statement”).
FINANCIAL INFORMATION AND CURRENCY OF FINANCIAL STATEMENTS
The financial statements included in this Report have been prepared in accordance with generally accepted accounting principles in the United
States of America (“U.S. GAAP”). All references in this Report to “dollars” or “$” are to U.S. dollars, which is the reporting currency of the consolidated
financial statements.
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PART I – FINANCIAL INFORMATION
ITEM 1.

FINANCIAL STATEMENTS.
NATIONAL ENERGY SERVICES REUNITED CORP. AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS
(In thousands, except share data)
Successor (NESR)
June 30, 2018

Assets
Current assets
Cash and cash equivalents
Accounts receivable
Unbilled revenue
Inventories
Other current assets
Total current assets
Property, plant and equipment
Intangible assets
Goodwill
Other assets
Total assets

$

Predecessor (NPS)
December 31, 2017

36,901
86,764
94,195
63,503
32,957
314,320

27,545
58,174
24,167
32,313
19,656
161,855

324,379
176,474
475,663
10,021
1,300,857

264,269
10
182,053
11,385
619,572

$

Liabilities and equity
Accounts payable
Accrued expenses
Current portion of loans and borrowings
Short-term borrowings
Other current liabilities
Total current liabilities

75,244
62,922
16,368
118,411
39,909
312,854

25,132
23,324
8,773
5,228
62,457

Loans and borrowings
Other liabilities
Total liabilities

170,890
25,095
508,839

147,024
20,662
230,143

-

-

-

342,250

Commitments
Equity
Successor preferred shares, no par value; unlimited shares authorized; none issued and
outstanding
Predecessor common stock, par value $1; 370,000,000 shares authorized; 342,250,000 shares
issued and outstanding at December 31, 2017
Successor common stock, no par value; unlimited shares authorized; 85,562,769 shares issued
and outstanding at June 30, 2018
Predecessor convertible redeemable shares
Additional paid in capital
Retained earnings (accumulated deficit)
Accumulated other comprehensive (loss) income
Total shareholders’ equity
Non-controlling interests
Total equity
Total liabilities and equity

$

801,545
(7,362)
794,183
(2,165 )
792,018
1,300,857

$

The accompanying notes are an integral part of the condensed consolidated interim financial statements.
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27,750
3,345
18,480
(436 )
391,389
(1,960 )
389,429
619,572

NATIONAL ENERGY SERVICES REUNITED CORP. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(In thousands, except share data)

Revenues
Cost of product and services
Gross profit
Selling, general and administrative expense
Amortization
Operating income (loss)
Interest expense, net
Other (expense) income, net
Income (loss) before income taxes
Income taxes
Net income (loss)
Net income (loss) attributable to non-controlling
interests
Net income (loss) attributable to shareholders
Weighted average shares outstanding
Basic
Diluted
Net earnings (loss) per share
Basic
Diluted

Successor
(NESR)
2018
Period from
June 7 to
June 30, 2018
44,986
(37,055)
7,931
(9,021)
(1,536 )
(2,626 )
(1,900)
(468 )
(4,994)
1,029
(3,965)

Period from
April 1 to
June 6
60,185
(46,070)
14,115
(10,469)
(10 )
3,636
(1,265)
271
2,642
(1,359 )
1,283

Period from
January 1 to
June 6
137,027
(104,242)
32,785
(19,969)
(10 )
12,806
(4,090)
362
9,078
(2,342 )
6,736

(219 )
(3,746 )

(541 )
1,824

(881 )
7,617

Predecessor (NPS)
2018

85,562,769
85,562,769
(0.05)
(0.05)

2017
Period from
Period from
April 1 to
January 1 to
June 30
June 30
68,589
123,328
(50,418)
(92,171)
18,171
31,157
(7,642)
(15,338)
(73 )
(146 )
10,456
15,673
(1,700)
(3,273)
(297 )
(188 )
8,459
12,212
(1,043 )
(1,954 )
7,416
10,258
(640 )
8,056

348,524,566
370,000,000

348,524,566
370,000,000

342,250,000
370,000,000

342,250,000
370,000,000

0.00
0.00

0.02
0.02

0.02
0.02

0.03
0.03

The accompanying notes are an integral part of the condensed consolidated interim financial statements.
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(1,213 )
11,471

NATIONAL ENERGY SERVICES REUNITED CORP. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)
(In thousands)
Predecessor (NPS)
Successor
(NESR)
2018
Period from
June 7 to
June 30, 2018

2018
Period from
April 1 to
June 6

2017
Period from
January 1 to
June 6

Period from
April 1 to
June 30

Period from
January 1 to
June 30

Net income (loss)

(3,965)

1,283

6,736

7,416

10,258

Other comprehensive income (loss), net of taxes:
Foreign currency translation adjustments
Other comprehensive earnings (loss)

(3,965 )

(17 )
1,266

(16 )
6,720

(26 )
7,390

(26 )
10,232

Total comprehensive earnings (loss)

(3,965 )

1,266

6,720

7,390

10,232

The accompanying notes are an integral part of the condensed consolidated interim financial statements.
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NATIONAL ENERGY SERVICES REUNITED CORP. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS SHAREHOLDERS’ EQUITY
(In thousands, except share data)

Shares
Common
Predecessor (NPS)
Outstanding
Stock
Balance at January 1, 2018 342,250,000 $ 342,250
Net income (loss)
Foreign currency translation
adjustments
Conversion of redeemable
shares
6,274,566
6,275
Dividends paid
Amount of provision for
Zakat
Balance at June 6, 2018
348,524,566 $ 348,525

Successor (NESR)
Balance at June 7, 2018
Reclassification of shares previously
subject to redemption
Redeemed shares
Shares issued to acquire NPS
Shares issued to acquire GES
Shares issued to related party for loan fee
and transaction costs
Shares issued to Backstop Investor
Shares issued for IPO underwriting fees
Non-controlling interest
Acquisition of non-controlling interest
during the period
Net Income (loss) through June 30, 2018
Balance at June 30, 2018

Redeemable
Convertible
Shares
Outstanding
27,750,000

Redeemable
Convertible
Shares
$
27,750

Accumulated
Retained
Total
Additional
Other
Earnings
Company
Paid In
Comprehensive (Accumulated Stockholders’
Capital
Income (Loss)
Deficit)
Equity
$
3,345 $
(436) $
18,480 $
391,389
7,617
7,617
(16)

(6,274,566)

21,475,434

Ordinary Shares
Shares
Amount
11,730,425 $ 56,602

(16)

(16)

(48,210)

(48,210)

(48,210)

(766 )
(22,879) $

(766 )
350,014 $

(2,841) $

Total
Shareholders’
Equity

Noncontrolling
Interests

(6,275)

$

21,475

Redeemable
Convertible
Shares
Outstanding

$

3,345 $

Additional
Paid In
Capital

(452) $
Accumulated
Other
Comprehensive
Income (Loss)

Retained
Earnings
(Accumulated
Deficit)
$

NonTotal
controlling Stockholders’
Interests
Equity
$
(1,960) $
389,429
(881)
6,736

(4,611) $

51,991

(766 )
347,173

Total
Equity
$ 51,991

16,921,700
(1,916,511)
25,077,277
28,346,229

165,188
(19,380)
255,537
288,848

165,188
(19,380)
255,537
288,848

165,188
(19,380)
255,537
288,848

266,809
4,829,375
307,465

2,719
48,294
3,737

2,719
48,294
3,737

2,719
48,294
3,737
(951)

-

85,562,769

$ 801,545

$

-

$

-

$

-

(951)

$

995
(3,746)
(7,362) $

995
(3,746 )
794,183 $

The accompanying notes are an integral part of the condensed consolidated interim financial statements.
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(995)
(219 )
(3,965 )
(2,165) $ 792,018

NATIONAL ENERGY SERVICES REUNITED CORP. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands)
Successor (NESR)
Period from
June 7 to
June 30, 2018
Cash flows from operating activities:
Net income (loss)
Adjustments to reconcile net income (loss) to net cash provided by operating
activities:
Depreciation and amortization
Shares issued for transaction costs
Gain (loss) on disposal of assets, net
Allowance for doubtful accounts
Accrued interest
Other, net
Changes in operating assets and liabilities:
(Increase) decrease in accounts receivable
(Increase) decrease in inventories
(Increase) decrease in prepaid expenses
(Increase) decrease in other current assets and unbilled revenue
(Increase) decrease in other long term assets
(Decrease) increase accounts payable and accrued liabilities
Increase (decrease) in other current liabilities
Net cash provided by operating activities
Cash flows from investing activities:
Proceeds from the Company’s Trust account
Capital expenditures
Acquisition of business, net of cash acquired
Other investing activities
Net cash used in investing activities
Cash flows from financing activities:
Redemption of ordinary shares
Proceeds from issuance of shares
Proceeds from borrowings
Payment of deferred underwriting fees
Proceeds from lines of credit and other debt
Dividend paid
Other financing activities, net
Net cash provided by (used in) financing activities
Effect of exchange rate changes on cash
Net increase in cash
Cash, beginning of period
Cash, end of period
Supplemental disclosures of cash flow information
Cash payments during the year:
Interest
Income taxes

Predecessor
(NPS)
Period from
Period from
January 1 to June
January 1 to
6, 2018
June 30, 2017

(3,965)

6,736

10,258

6,460
2,175
(281)
1,899
603

17,284
2,402
3,350
1,442

18,570
(73)
83
3,273
887

801
(35)
462
(8,387)
2,039
13,397
(844 )
14,324

(15)
(2,080)
(759)
(16,257)
(544)
7,335
1,932
20,826

(6,430)
(3,268)
(903)
3,590
(6,875)
3,748
1,397
24,257

231,782
(2,157)
(282,190)
330
(52,235)

(9,861)
(1,098)
(10,959)

(20,192)
(625)
73
(20,744)

(19,380)
48,294
(5,333)
50,000
1,185
74,766

47,063
(164)
(48,210)
(4,429 )
(5,740)

(2,885)
923
(1,240 )
(3,202)

36,855
46
36,901

(16 )
4,111
27,545
31,656

(26 )
285
25,534
25,819

143
3,061

3,636
345

3,090
482

The accompanying notes are an integral part of the condensed consolidated interim financial statements.
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NATIONAL ENERGY SERVICES REUNITED CORP. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED INTERIM FINANCIAL STATEMENTS
1.

Description of business

National Energy Services Reunited Corp. is a British Virgin Islands corporation headquartered in Houston, Texas. The Company, through its
wholly-owned subsidiaries, NPS and GES, is a regional provider of products and services to the oil and gas industry in the Middle East and North Africa
(“MENA”) and Asia Pacific (“APAC”) regions.
NESR was originally incorporated in the British Virgin Islands as a special purpose acquisition company on January 23, 2017 for the purpose of
acquiring, engaging in a share exchange, share reconstruction and amalgamation, or contractual control arrangement with, purchasing all or substantially all
of the assets of, or engaging in any other similar business combination with one or more businesses or entities.
NESR filed a registration statement for its initial public offering on May 11, 2017, and on May 17, 2017, NESR sold 21,000,000 units, each
consisting of one ordinary share and one warrant, generating gross proceeds of $210 million. Simultaneously with the closing of its initial public offering,
NESR consummated the sale of 11,850,000 warrants (the “Private Warrants”) at a price of $0.50 per warrant in a private placement to its sponsor, NESR
Holdings Ltd. (“NESR Holdings”), generating gross proceeds of $5.9 million. Each warrant entitles the holder to purchase one-half of one ordinary share. On
May 30, 2017, in connection with the underwriters’ election to partially exercise their over-allotment option, NESR consummated the sale of an additional
1,921,700 units at $10.00 per unit and the sale of an additional 768,680 Private Warrants at $0.50 per warrant, generating total gross proceeds of $19.6
million.
Following the closing of the above transactions, an aggregate amount of $229.2 million from the net proceeds of the sale of the units in the initial
public offering and the Private Warrants was placed in a trust account (“Trust Account”) until the earlier of: (i) the consummation of a Business Combination
or (ii) the distribution of the Trust Account.
On June 6, 2018 (the “Closing Date”), NESR consummated the Business Combination, acquiring all of the issued and outstanding equity interests of
NPS and GES. Consequently, the proceeds held in the Trust Account aggregating to $231.8 million (including interest) were released.
2.

Basis of presentation

The accompanying condensed consolidated interim financial statements of the Company have been prepared in accordance with U.S. GAAP for
interim financial reporting purposes. Accordingly, certain information and note disclosures normally included in financial statements prepared in accordance
with accounting principles generally accepted in the United States have been condensed or omitted pursuant to such rules and regulations, although the
Company believes that the disclosures are adequate to make the information presented not misleading. These condensed consolidated interim financial
statements should be read in conjunction with the Super 8-K and the Proxy Statement.
The Business Combination was accounted for under Accounting Standards Codification (“ASC”) Topic 805, Business Combination. Pursuant to
ASC 805, NESR was determined to be the accounting acquirer based on evaluation of the facts and circumstances including:
●

The transfer of cash by NESR;

●

NESR’s executive management comprise the C-Suite of the combined company;

●

NESR’s right to designate members of the board; and

●

NESR initiated the Business Combination.

As a result of the Business Combination, NPS and GES are acquirees and NPS is determined to be the accounting “Predecessor”. The Company’s
financial statement presentation distinguishes a Predecessor for periods prior to the Closing Date. NESR is the “Successor” for periods after the Closing Date,
which includes the consolidated financial results of both NPS and GES. The transactions were accounted for as a business combination using the acquisition
method of accounting, and the Successor financial statements reflect a new basis of accounting for both NPS and GES that is based on the fair value of assets
acquired and liabilities assumed. See Note 4, Business combination, for further discussion on the Business Combination. As a result of the application of the
acquisition method of accounting as of the Closing Date, the financial statements for the Predecessor period and for the Successor period are presented on a
different basis of accounting and are, therefore, not comparable. The historical information of NESR prior to the Business Combination has not been reflected
in the Company’s financial statements prior to June 7, 2018, as it was not deemed the Predecessor.
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In the accompanying condensed consolidated interim financial statements, the Successor period is from June 7, 2018 to June 30, 2018 (“Successor
Period”) and the Predecessor periods are from April 1, 2018 to June 6, 2018 (“2018 Predecessor Quarter”), for the three months ended June 30, 2017 (“2017
Predecessor Quarter”), January 1, 2018 to June 6, 2018 (“2018 Predecessor Period”) and for the six months ended June 30, 2017 (“2017 Predecessor Period”).
Statement of income activity of NESR prior to the closing of the Business Combination is recorded in the opening retained earnings as of June 7, 2018.
Emerging growth company
The Company is an “emerging growth company,” as defined in Section 2(a) of the U.S. Securities Act of 1933, as amended (the “Securities Act”), as
modified by the Jumpstart Our Business Startups Act of 2012 (the “JOBS Act”), and it may take advantage of certain exemptions from various reporting
requirements that are applicable to other public companies that are not emerging growth companies including, but not limited to, not being required to
comply with the auditor attestation requirements of Section 404 of the Sarbanes-Oxley Act.
Further, Section 102(b)(1) of the JOBS Act exempts emerging growth companies from being required to comply with new or revised financial
accounting standards until private companies (that is, those that have not had a Securities Act registration statement declared effective or do not have a class
of securities registered under the Securities Exchange Act of 1934, as amended) are required to comply with the new or revised financial accounting
standards. The JOBS Act provides that a company can elect to opt out of the extended transition period and comply with the requirements that apply to nonemerging growth companies but any such election to opt out is irrevocable. The Company has elected not to opt out of such extended transition period,
which means that when a standard is issued or revised and it has different application dates for public or private companies, the Company, as an emerging
growth company, can adopt the new or revised standard at the time private companies adopt the new or revised standard. This may make a comparison of the
Company’s consolidated financial statements with another public company that is neither an emerging growth company nor an emerging growth company
that has opted out of using the extended transition period difficult or impossible because of the potential differences in accounting standards used.
Use of estimates
The preparation of condensed consolidated interim financial statements in conformity with U.S. GAAP requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the condensed
consolidated interim financial statements and the reported amounts of revenues and expenses during the reporting period. The Company’s significant
estimates include estimates made towards preliminary purchase price allocation for the acquisition of NPS and GES, allowance for doubtful accounts,
impairment of property, plant and equipment, goodwill and intangible assets, provision for inventories obsolescence, recoverability of unbilled revenue,
provision for liabilities pertaining to uncertain tax positions, recoverability of deferred taxes and contingencies and actuarial assumptions in employee
benefit plans.
Making estimates requires management to exercise significant judgment. It is at least reasonably possible that the estimate of the effect of a
condition, situation or set of circumstances that existed at the date of the condensed consolidated interim financial statements, which management
considered in formulating its estimate, could change in the near term due to one or more future confirming events. Accordingly, the actual results could differ
significantly from our estimates.
In the opinion of management, all adjustments considered necessary for a fair statement of financial results have been made. Such adjustments
consist of only those that are normal recurring in nature. Interim results are not necessarily indicative of the results that may be expected for the entire fiscal
year.
3.

Summary of significant accounting policies

Consolidation
The Company consolidates entities in which the Company has a majority voting interest and entities that meet the criteria for variable interest
entities for which the Company is deemed to be the primary beneficiary for accounting purposes. The Company eliminates intercompany transactions and
accounts in consolidation. The Company applies the equity method of accounting for an investment in an entity if it has the ability to exercise significant
influence over the entity that (a) does not meet the variable interest entity criteria or (b) meets the variable interest entity criteria, but for which the Company
is not deemed to be the primary beneficiary. The Company applies the cost method of accounting for an investment in an entity if it does not have the ability
to exercise significant influence over the unconsolidated entity. The Company separately presents within equity on the consolidated balance sheets the
ownership interests attributable to parties with non-controlling interests in our consolidated subsidiaries, and separately presents net income attributable to
such parties on the consolidated statements of operations.
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Cash and cash equivalents
The Company considers all short-term investments with an original maturity of three months or less when purchased to be cash equivalents.
Income taxes
The Company complies with the accounting and reporting requirements of ASC Topic 740 “Income Taxes,” which requires an asset and liability
approach to financial accounting and reporting for income taxes. Deferred income tax assets and liabilities are computed for differences between the financial
accounting and tax basis of assets and liabilities that will result in future deductible or taxable amounts, based on enacted tax laws and rates applicable to the
periods in which the deductible or taxable temporary differences are expected to affect taxable income. Valuation allowances are established when it is more
likely than not that some portion or all of the deferred tax asset will not be realized.
ASC Topic 740 prescribes a recognition and measurement threshold for evaluating tax positions taken or expected to be taken in a tax return. For
those benefits to be recognized, a tax position, based solely on the technical merits, must be more-likely-than-not to be sustained upon examination by
taxing authorities. The Subsidiaries operate in multiple tax jurisdictions in the Middle East, North Africa and Asia. The Company has provided for income
taxes based on enacted tax laws and tax rates in effect in the foreign countries where the Company operates and earns income. The income taxes in these
jurisdictions vary substantially. The Company engages in transactions in which the tax consequences may be subject to uncertainty and examination by the
varying taxing authorities. Significant judgment is required by the Company’s management in assessing and estimating the tax consequences of these
transactions. While the Company prepares tax returns based on interpretations of tax laws and regulations, in the normal course of business the tax returns
may be subject to examination by the various taxing authorities. Such examinations may result in future assessments of additional tax, interest and penalties.
For purposes of the Company’s income tax provision, a tax benefit is not recognized if the tax position is not more likely than not to be sustained based
solely on its technical merits. Considerable judgment is involved in determining which tax positions are more likely than not to be sustained. The
Company’s management has not completed its review of unrecognized tax benefits at the Subsidiaries related to the Business Combination.
Net income (loss) per ordinary share
Basic income (loss) per ordinary share was computed by dividing basic net income (loss) attributable to ordinary shareholders by the weightedaverage number of ordinary shares outstanding. Diluted income (loss) per ordinary share was computed by dividing diluted net income (loss) attributable to
ordinary shareholders by the weighted-average number of ordinary shares outstanding plus dilutive potential ordinary shares, if any. Dilutive potential
ordinary shares include outstanding warrants or other contracts to issue ordinary stock and are determined by applying the treasury stock method or ifconverted method, as applicable, if dilutive.
Concentration of credit risk
The Company’s assets that are exposed to concentrations of credit risk consist primarily of cash and receivables from customers. The Company
places its cash with financial institutions and limits the amount of credit exposure with any one of them. The Company regularly evaluates the
creditworthiness of the issuers in which it invests. The Company minimizes this credit risk by entering into transactions with high-quality counterparties,
limiting the exposure to each counterparty and monitoring the financial condition of its counterparties.
10

Fair value of financial instruments
The Company’s financial instruments consist of cash and cash equivalents, accounts receivable, unbilled revenue, accounts payable, loans and
borrowings, contingent payment and an embedded derivative. Other than the embedded derivative and contingent consideration, the fair value of the
Company’s financial instruments under ASC Topic 820, “Fair Value Measurements and Disclosures,” approximates the carrying amounts represented in the
accompanying condensed consolidated balance sheet, primarily due to their short-term nature.
Fair value is estimated by applying the following hierarchy, which prioritizes the inputs used to measure fair value into three levels and bases the
categorization within the hierarchy upon the lowest level of input that is available and significant to the fair value measurement:
●

Level 1 – Quoted prices in active markets for identical assets or liabilities.

●

Level 2 – Observable inputs other than quoted prices in active markets for identical assets and liabilities, quoted prices for identical or similar
assets or liabilities in inactive markets, or other inputs that are observable or can be corroborated by observable market data for substantially the
full term of the assets or liabilities.

●

Level 3 – Inputs that are generally unobservable and typically reflect management’s estimate of assumptions that market participants would use
in pricing the asset or liability.

Accounts receivable and allowance for doubtful accounts
Trade accounts receivable are recorded at the invoiced amount. No interest is charged on past-due balances. The Company grants credit to customers
based upon an evaluation of each customer’s financial condition. The Company periodically monitors the payment history and ongoing creditworthiness of
customers. The Company maintains an allowance for doubtful accounts for estimated losses inherent in its accounts receivable portfolio. In establishing the
required allowances management considers historical losses adjusted to take into account current market conditions and the customer’s financial conditions,
the amount of receivable in dispute, current receivables ageing and current payment patterns. Significant accounts receivable balances and balances that
have been outstanding greater than 90 days are reviewed for collectability. Account balances, when determined to be uncollectable, are charged against the
allowance.
Service inventories
The Company’s service inventory consists of spare parts, chemicals, and raw materials to support ongoing operations which are held for the purpose
of service contracts and are measured at the lower of cost or net realizable value. The cost is based on the weighted average cost principle, and includes
expenditure incurred in acquiring the service inventories. Net realizable value is the estimated selling price less estimated costs of completion and selling
expenses incurred in ordinary course of business.
The Company determines reserves for service inventory based on historical usage of inventory on-hand, assumptions about future demand and
market conditions, and estimates about potential alternative uses, which are limited.
11

Property, plant and equipment
Property, plant and equipment is stated at cost less accumulated depreciation. The cost of ordinary maintenance and repair is charged to operating
expense, while replacement of critical components and major improvements that extend the life of the related asset are capitalized. Capital work in progress
mainly represents costs incurred on drilling rigs and equipment that are in transit at the reporting date. No depreciation is charged to purchase capital work in
progress. Depreciation of property and equipment is calculated using the straight-line method over the asset’s estimated useful life as follows:
Buildings and leasehold Improvements
Drilling rigs, plant and equipment
Furniture and fixtures
Office equipment and tools
Vehicles and cranes

5 to 25 years or the estimated lease period, whichever is shorter
3 to 15 years
5 years
3 to 6 years
5 to 8 years

Property, plant and equipment is reviewed for impairment on an annual basis or whenever events or changes in circumstances indicate the carrying
value of an asset or asset group may not be recoverable. Events or circumstances that may indicate include, but are not limited to, matters such as a significant
decline in market value or a significant change in business climate (“triggering events”). An impairment loss is recognized when the carrying value of an
asset exceeds the estimated undiscounted future cash flows from the use of the asset and its eventual disposition.
The amount of impairment loss recognized is the excess of the asset’s carrying value over its fair value. In determining the fair market value of the
assets, the Company considers market trends and recent transactions involving sales of similar assets, or when not available, discounted cash flow analysis.
The Company has not recorded any impairment charges of property, plant and equipment in the accompanying consolidated statement of operations for any
of the periods presented.
Assets to be disposed of are reported at the lower of the carrying value or the fair value less cost to sell. Upon sale or other disposition of an asset, the
Company recognizes a gain or loss on disposal measured as the difference between the net carrying value of the asset and the net proceeds received.
Goodwill
Goodwill is the excess cost of an acquired entity over the amounts assigned to assets acquired and liabilities assumed in a business combination.
Goodwill is evaluated for impairment on an annual basis, or more frequently if circumstances require. The Company performs a qualitative
assessment to determine whether it is more-likely-than-not that the fair value of the applicable reporting unit is less than its carrying amount. If the Company
determines, as a result of its qualitative assessment, that it is not more-likely-than-not that the fair value of the applicable reporting unit is less than its
carrying amount, no further testing is required. If the Company determines, as a result of its qualitative assessment, that it is more-likely-than-not that the fair
value of the applicable reporting unit is less than its carrying amount, a goodwill impairment assessment is performed using a two-step, fair-value based test.
Under the first step, goodwill is reviewed for impairment by comparing the carrying value of the reporting unit’s net assets (including allocated goodwill) to
the fair value of the reporting unit. The fair value of the reporting units is determined using a discounted cash flow approach. Determining the fair value of a
reporting unit requires judgment and the use of significant estimates and assumptions. Such estimates and assumptions include revenue growth rates,
discount rates, operating margins, weighted average costs of capital, market share and future market conditions, among others. If the reporting unit’s carrying
value is greater than its fair value, a second step is performed whereby the implied fair value of goodwill is estimated by allocating the fair value of the
reporting unit in a hypothetical purchase price allocation analysis. If the amount of goodwill resulting from this hypothetical purchase price allocation is less
than the carrying value of the reporting unit’s goodwill, the recorded carrying value of goodwill is written down to the implied fair value. The Company has
not recorded any impairment charge for goodwill in the accompanying consolidated statement of operations for any of the periods presented.
Intangible assets
Intangible assets were identified that met either the separability criterion or the contractual-legal criterion described in ASC 805. The Company’s
intangible assets with finite lives consist of customer contracts, trademarks and trade names, and software. The cost of intangible assets with finite lives is
amortized over the estimated period of economic benefit, ranging from eight to 10 years. Asset lives are adjusted whenever there is a change in the estimated
period of economic benefit. No residual value has been assigned to these intangible assets.
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Intangible assets with finite lives are tested for impairment whenever events or changes in circumstances indicate the carrying value may not be
recoverable. These conditions may include a change in the extent or manner in which the asset is being used or a change in future operations. The Company
assesses the recoverability of the carrying amount by preparing estimates of future revenue, margins, and cash flows. If the sum of expected future cash flows
(undiscounted) is less than the carrying amount, an impairment loss is recognized. The impairment loss recognized is the amount by which the carrying
amount exceeds the fair value. Fair value of these assets may be determined by a variety of methodologies, including discounted cash flow models.
Commitments and contingencies
The Company accrues for costs relating to litigation claims and other contingent matters, including liquidated damage liabilities, when such
liabilities become probable and reasonably estimable. In circumstances where the most likely outcome of a contingency can be reasonably estimated, the
Company accrues a liability for that amount. Where the most likely outcome cannot be estimated, a range of potential losses is established and if no one
amount in that range is more likely than others, the low end of the range is accrued. Such estimates may be based on advice from third parties or on
management’s judgment, as appropriate. Revisions to contingent liabilities are reflected in income in the period in which different facts or information
become known or circumstances change that affect the Company’s previous judgments with respect to the likelihood or amount of loss. Amounts paid upon
the ultimate resolution of contingent liabilities may be materially different from previous estimates and could require adjustments to the estimated reserves to
be recognized in the period such new information becomes known.
Revenue recognition
The Company’s revenues are generated principally from providing services and related equipment as well as renting tools and equipment.
Revenues associated with services are recognized when the services are rendered and collectability is reasonably assured. Revenues from services
and equipment are based on fixed or determinable priced purchase orders or contracts with the customer and do not include the right of return. Rates for
services and equipment are priced on a per day, per unit of measure, per man hour or similar basis. Sales taxes collected from customers and remitted to
governmental authorities are accounted for on a net basis and therefore are excluded from revenues in the condensed consolidated statements of operations.
Services performed but not billed at the end of the reporting period are classified as unbilled revenues. The unbilled revenues for services performed are
calculated based on the rates stated in the purchase orders or contracts with the customers. The unbilled revenues are typically billed within one to six
months depending on the nature of customer contract.
Revenue associated with the rental of tools and equipment is recorded on the basis of daily hire rates applicable under the relevant agreement on a
straight-line basis.
Segment information
An operating segment is defined as a component of an enterprise that engages in business activities from which it may earn revenues and incur
expenses and about which separate financial information is regularly evaluated by the Company’s chief operating decision maker (“CODM”) in deciding
how to allocate resources. Similar operating segments can be aggregated into a single operating segment if the businesses are similar. Management has
determined that the Company has two operating segments and two reportable segments, which reflects the manner in which the CODM operates the
Company. The Company’s CODM is its Chief Executive Officer.
Stock-based compensation arrangements
The Company recognizes all employee stock-based compensation as a cost in the condensed consolidated interim financial statements. Equityclassified awards are measured at the grant date fair value of the award. The Company estimates grant date fair value using the Black-Scholes option-pricing
model and estimates the number of forfeitures expected to occur. The Company’s estimates may be impacted by certain variables including, but not limited
to, stock price volatility, employee stock option exercise behaviors, additional stock option grants, estimates of forfeitures, the Company’s performance, and
related tax impacts. The Company has an approved long-term incentive plan that has been approved by the board of directors and shareholders but no grants
were made under this plan prior to June 30, 2018.
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Derivative financial instruments
The Company evaluates all of its financial instruments, including stock purchase warrants, to determine if such instruments are derivatives or
contain features that qualify as an embedded derivative. For derivative financial instruments that are accounted for as liabilities, the derivative instrument is
initially recorded at its fair value and is then re-valued at each reporting date, with changes in the fair value reported as other income (expense).
Recent accounting pronouncements
As an emerging growth company, the Company has elected the option to defer the effective date for adoption of new or revised accounting
guidance. This option allows the Company to adopt new guidance on the effective date for entities that are not public business entities.
Recently issued accounting standards not yet adopted
On February 14, 2018, the Financial Accounting Standards Board (“FASB”) issued Accounting Standard Update (“ASU”) No. 2018-02, “Income
Statement-Reporting Comprehensive Income (Topic 220): Reclassification of Certain Tax Effects from Accumulated Other Comprehensive Income (AOCI).”
These amendments provide an option to reclassify stranded tax effects with AOCI to retained earnings in each period in which the effect of the change in the
U.S. federal corporate tax rate in the Tax Cuts and Jobs Act (or portion thereof) is recorded. The ASU requires financial statement disclosures that indicate a
description of the accounting policy for releasing income tax effects from AOCI; whether there is an election to reclassify the stranded income tax effects
from the Tax Cuts and Jobs Act and information about the other income tax effects are reclassified. These amendments affect any organization that is required
to apply the provisions of Topic 220, Income Statement-Reporting Comprehensive Income, and has items of other comprehensive income for which the
related tax effects are presented in other comprehensive income as required by U.S. GAAP. The amendments in this ASU are effective for all entities for fiscal
years beginning after December 15, 2018, and interim periods within those fiscal years. The Company is currently evaluating the impact of this ASU on its
consolidated financial statements.
In March 2017, the FASB issued ASU No. 2017-07, “Compensation - Retirement Benefits (Topic 715): Improving the Presentation of Net Periodic
Pension Cost and Net Periodic Postretirement Benefit Cost”, which amends the presentation of net periodic pension and postretirement benefit cost (“net
benefit cost”). The service cost component of net benefit cost will be bifurcated and presented with other employee compensation costs, while other
components of net benefit costs will be presented separately outside of income from operations. The standard is required to be applied on a retrospective
basis and will be for annual periods beginning after December 15, 2018, and interim periods within the annual periods beginning after December 15, 2019.
The Company does not expect the adoption of this standard to have a material impact on its consolidated financial statements.
In January 2017, the FASB issued ASU No. 2017-04 “Simplifying the Test for Goodwill.” The update amends Accounting Standard Codification No.
350 Intangibles – Goodwill and Other, provides guidance that simplifies the accounting for goodwill impairment for all entities by requiring impairment
charges to be based on the first step in today’s two-step impairment test under accounting topic 350. The amendments in this update will be applied
prospectively and is effective for annual and interim impairment tests performed in periods beginning after December 15, 2021. The Company does not
expect the adoption of this standard to have an impact on its consolidated financial statements.
In January 2017, the FASB issued ASU No. 2017-01, “Clarifying the Definition of a Business”. This standard clarifies the definition of a business
with the objective of adding guidance to assist entities with evaluating whether transactions should be accounted for as acquisitions (or disposals) of asset or
business. This update is effective for fiscal years beginning after December 15, 2018, and interim periods within those fiscal years and should be applied
prospectively. Early adoption is allowed for transactions that occurred before the issuance date or effective date of the amendments only when the transaction
has not been reported in the financial statements previously issued. The Company does not expect the adoption of this standard to have an impact on its
consolidated financial statements.
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In August 2016, the FASB issued ASU No. 2016-15 “Classification of Certain Cash Receipts and Cash Payments”. This update amends Accounting
Standard Codification Topic No. 230 “Statement of Cash Flows” and provides guidance and clarification on presentation of certain cash flow issues. This
update will be effective for the Company for its fiscal year beginning after December 15, 2018, and for interim periods within those fiscal years. The
Company does not expect the adoption of this standard to have a material impact on its consolidated financial statements.
In June 2016, the FASB issued ASU No. 2016-13, “Financial Instruments-Credit Losses: Measurement of Credit Losses on Financial Instruments”.
The new standard amends the impairment model for trade receivables, net investments in leases, debt securities, loans and certain other instruments to utilize
an expected loss methodology in place of the currently used incurred loss methodology. This pronouncement is effective for annual periods beginning after
December 15, 2020, including interim periods within those annual periods. Early adoption will be permitted for annual periods beginning after December 15,
2018. The Company is currently evaluating the provisions of the pronouncement and assessing the impact, if any, on its consolidated financial statements
and related disclosures.
In March 2016, the FASB issued ASU No. 2016-09 “Improvements to Employee Share-Based Payment Accounting”. This update requires that
entities record all of the tax effects related to share-based payments at settlement (or expiration) through the income statement. This update will be effective
for the Company for its fiscal year beginning after December 15, 2017 and for interim periods within those annual periods beginning after December 15,
2018. The Company has not granted any share-based compensation prior to June 30, 2018 and does not expect the adoption of this standard will have a
material impact on its consolidated financial statements.
In March 2016, the FASB issued ASU No. 2016-08, “Principal versus Agent Considerations (Reporting Revenue Gross versus Net)”. The amendment
provides guidance on whether an entity is a principal or agent when providing services to a customer along with another party. The amendment is effective
for the Company’s fiscal year beginning after December 15, 2018, and interim periods within those fiscal years. The Company is currently evaluating the
provisions of the pronouncement and assessing the impact, if any, on its consolidated financial statements and related disclosures.
In February 2016, the FASB issued ASU No. 2016-02, “Leases”, a new standard on accounting for leases. This update increases transparency and
comparability among organizations by recognizing lease assets and lease liabilities on the balance sheet and disclosing key information about leasing
arrangements. This update is effective for fiscal years beginning after December 15, 2019, and for interim periods within those fiscal years. The Company is
currently evaluating the provisions of the pronouncement and assessing the impact, if any, on its consolidated financial statements and related disclosures.
In January 2016, the FASB issued ASU No. 2016-01, “Financial Instruments-Overall (Subtopic 825-10): Recognition and Measurement of Financial
Assets and Financial Liabilities”. This update requires equity investments that do not result in consolidation and are not accounted for under the equity
method to be measured at fair value with changes recognized in net income. However, an entity may elect to measure equity investments that do not have
readily determinable fair values at cost minus impairment, if any, plus or minus changes resulting from observable price changes in orderly transactions for
the identical or a similar investment of the same issuer. The guidance will be effective for public companies for fiscal years beginning after December 15,
2017. For all other entities the amendments in this update are effective for fiscal years beginning after December 15, 2018, and interim periods within those
fiscal years. The Company is currently evaluating the provisions of the pronouncement and assessing the impact, if any, on its consolidated financial
statements and related disclosures.
In May 2014, the FASB issued ASU No. 2014-09, “Revenue from Contracts with Customers” (“ASU 2014-09”), which outlines a single
comprehensive model for entities to use in accounting for revenue. ASU 2014-09 supersedes the revenue recognition requirements in FASB ASC Topic 605,
“Revenue Recognition,” and most industry-specific guidance. ASU 2014-09 sets forth a five-step model for determining when and how revenue is
recognized. Under the model, an entity will be required to recognize revenue to depict the transfer of goods or services to a customer at an amount reflecting
the consideration it expects to receive in exchange for those goods or services. In August 2015, the FASB issued ASU No. 2015-14, “Revenue from Contracts
with Customers” (“ASU 2015-14”), which deferred the effective date of ASU 2014-09 for all entities by one year and is effective for the Company’s fiscal year
beginning after December 15, 2018 and interim periods within those fiscal years. ASU 2015-14 permits the use of either the retrospective or cumulative effect
transition method. The Company is currently analyzing the effect of the standard across all of its revenue streams to evaluate the impact of the new standard
on revenue contracts and expects to complete its evaluation by the fourth quarter of fiscal 2018.
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4.

Business combinations

On June 6, 2018, NESR consummated the Business Combination and related financing transactions, acquiring all of the issued and outstanding
equity interests of NPS and GES.
NPS is a regional provider of products and services to the oil and gas industry in the MENA and APAC regions. Its revenues are primarily derived
from services provided during the drilling, completion and production phases of an oil or natural gas well. NPS operates in 12 countries with the majority of
its revenues derived from operations in the Kingdom of Saudi Arabia, Algeria, Qatar, UAE and Iraq.
GES provides drilling equipment for rental and related services, well engineering services and directional drilling services imports, and sells oilfield
equipment and renders specialized services to oil companies in the Sultanate of Oman, the Kingdom of Saudi Arabia, Algeria, Kuwait and Yemen.
Description of the NPS Transaction
First closing. Pursuant to a stock purchase agreement, dated as of November 12, 2017, among NESR and Hana Investments Co. WLL (“Hana
Investments”), as purchasers, the NPS selling stockholders, as sellers, and NPS, Hana Investments agreed to pay $150.0 million to NPS selling stockholders in
exchange for 83,660,878 shares of NPS. This payment was made on January 14, 2018.
Second closing. At closing of the Business Combination, following approval by the NESR shareholders, NESR purchased the remaining outstanding
NPS shares with $292.8 million in cash and 11,318,828 NESR ordinary shares for the balance of the purchase price, adjusted for any NPS Leakage. “NPS
Leakage” is defined in the NPS stock purchase agreement to cover transfers or removals of assets from NPS for the benefit of the NPS selling stockholders,
other than receivable proceeds, which may have occurred between the Locked Box Date (as defined in the NPS stock purchase agreement) and the Closing
Date.
Contemporaneously with the Closing Date, Hana Investments agreed to transfer the 83,660,878 NPS shares it acquired from the NPS selling
stockholders to NESR in exchange for NESR ordinary shares valued at $11.244 per share, which resulted in the issuance of 13,340,448 NESR ordinary shares
to Hana Investments. In addition, NESR agreed to pay Hana Investments an amount of interest accrued from the date of the payment of the $150.0 million to
the NPS selling stockholders until the Closing Date, up to $4.7 million in cash or 418,001 NESR ordinary shares. On the Closing Date, the Company paid
interest totaling $4.7 million in NESR ordinary shares. NESR, in accordance with the NPS stock purchase agreement, paid an additional $7.6 million in cash
as contingent consideration for the renewal of a major customer contract by NPS at closing of the Business Combination.
The stock purchase agreement contains earn-out mechanisms that enable the sellers to receive additional consideration after the closing of the
Business Combination as follows:
●

First Equity Stock Earn-Out: Up to 1,671,704 NESR ordinary shares will be issued to the NPS selling stockholders if the 2018 EBITDA
(earnings before income taxes, depreciation and amortization) of NESR satisfies scheduled financial thresholds.

●

Second Equity Stock Earn-Out: Up to an additional 1,671,704 NESR ordinary shares will be issued to the NPS selling stockholders if the 2018
EBITDA of NESR satisfies scheduled thresholds higher than the First Equity Stock Earn-Out financial thresholds.
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The equity earn-outs at close were fair valued at $16.2 million and, provided 2018 EBITDA targets are met, NESR ordinary shares would be issued
in fiscal year 2019.
NESR was also required to make additional payments for delays in receiving shareholder approval to complete the Business Combination. The NPS
selling stockholders had negotiated a fee (the “Ticker Fee”) that began to accrue daily on cash not paid by January 1, 2018. On June 6, 2018, NESR entered
into an agreement with the NPS selling stockholders to waive a portion of the accrued Ticker Fee. The resulting final Ticker Fee amounted to $13.4 million,
which was paid in cash, and NESR agreed to reimburse the NPS selling stockholders for $5.2 million of fees, costs and expenses related to the acquisition by
NESR of all of the outstanding NPS shares.
Description of the GES Transaction
On June 6, 2018, NESR acquired 88% of the outstanding shares of GES from certain owners of GES in exchange for the issuance of 25,309,848
NESR ordinary shares, and NESR Holdings acquired the remaining 12% of the outstanding shares of GES for a total cash purchase price of $29.3 million
(collectively, the “GES Transaction”), subject to certain adjustments. These adjustments relate to permitted Leakage (as defined in the GES stock purchase
agreements), which may have occurred between the Locked Box Date (as defined in the GES stock purchase agreements) and the Closing Date. NESR
Holdings organized financing of the acquisition through certain loan contracts with 11 investors (the “GES Investors”). NESR Holdings then assigned the
GES shares which it acquired to NESR, and NESR assumed the obligation to satisfy the loan contracts. The loan contracts allowed for the GES Investors to
receive either NESR ordinary shares, GES shares or cash in satisfaction of the loans, and in most of these contracts such election was at NESR’s discretion,
subject to GES Investors having the right for 21 days after filing of the Proxy Statement to reject in writing acceptance of NESR ordinary shares. NESR
elected to issue NESR ordinary shares to satisfy the loan contracts, and the GES Investors did not elect to reject in writing their acceptance of said NESR
ordinary shares. The loan contracts were interest bearing and accrued interest of $1.1 million upon settlement, with such interest being paid in NESR ordinary
shares. NESR issued a total of 3,036,381 NESR ordinary shares in settlement of the loan contracts and accrued interest.
Description of the Hana Loan
On June 5, 2018, NESR entered into a Loan Agreement with Hana Investments, pursuant to which NESR borrowed $50.0 million (the “Hana Loan”)
on an unsecured basis. For a description of the Hana Loan, see Note 9, Debt.
Financing of Business Combination
Consideration for the Business Combination was funded through the following sources and transactions:
●

investments and cash equivalents held in trust of $202.1 million related to NESR’s initial public offering of units;

●

use of cash and cash equivalents acquired from the acquisition of NPS of $18.7 million towards payment of the Ticker Fee and reimbursement of
NPS selling shareholders expenses;

●

issuance of 4,829,375 NESR ordinary shares for $48.3 million to MEA Energy Investment Company 2 Ltd. (the “Backstop Investor”) pursuant
to a backstop commitment (the “Backstop Commitment”). The funds received from such Backstop Commitment were used to help fund the cash
portion of the consideration to the NPS selling stockholders, transaction expenses in the Business Combination, settlement of the Ticker Fee,
and for other general corporate purposes;

●

the borrowing of $50.0 million from Hana Investments;
17

●

the issuance of 13,758,449 NESR ordinary shares to Hana Investments in exchange for its NPS shares and as payment for interest accrued on
Hana Investments’ $150.0 million purchase of NPS shares. Based on negotiations between NESR and Hana Investments, NESR paid $4.7
million of accrued interest in the form of NESR ordinary shares;

●

the issuance of 11,318,828 NESR ordinary shares to the NPS selling stockholders in exchange for their NPS shares;

●

the issuance of 25,309,848 NESR ordinary shares to certain owners of GES in exchange for their GES shares; and

●

the assumption and subsequent conversion of the GES loan contracts and related interest from NESR Holdings into 3,036,381 NESR ordinary
shares in exchange for its GES shares.

The following summarizes the total consideration to purchase all of the issued and outstanding equity interests of NPS and GES (in thousands):
NPS
Value
Cash consideration
Total consideration – cash

$

GES
Shares

Value

319,015
319,015

-

255,537

Total consideration – equity (1)

255,537

Estimated earn-out mechanisms

16,203

NESR ordinary share consideration
Assumption of Loan Contracts and related interest
from NESR Holdings (including conversion into
NESR ordinary shares)

Total consideration

$

590,755

$

Shares

Total

-

-

25,077

257,907

25,310

513,444

25,077

30,941
288,848

3,036
28,346

30,941
544,385

-

-

16,203

$

288,848

$

$

319,015
319,015

879,603

(1) The fair value of NESR ordinary shares was determined based upon the $10.19 per share closing price of NESR ordinary shares on June 6, 2018, the
closing date of the Business Combination.
Accounting treatment
The Business Combination is accounted for under ASC 805. Pursuant to ASC 805, NESR has been determined to be the accounting acquirer. Refer
to Note 2, Basis of presentation, for more information. NPS and GES both constitute businesses, with inputs, processes, and outputs. Accordingly, the
acquisition of NPS and GES both constitute the acquisition of a business for purposes of ASC 805, and due to the change in control of each of NPS and GES,
was accounted for using the acquisition method. NESR recorded the fair value of assets acquired and liabilities assumed from NPS and GES. The preliminary
allocation of the consideration to the tangible and intangible assets acquired and liabilities assumed is based on various estimates. The purchase price
allocation for the Business Combination is preliminary because of the timing of the Business Combination, calculation of working capital adjustments based
on agreements between NESR and the selling shareholders, evaluation of legal contingencies and complexities in the valuation process. As such, material
adjustments may result when the estimates are finalized, which will not extend beyond one year from the acquisition date. These adjustments will be
recognized in the reporting period in which the adjustment amounts are determined. The following table summarizes the preliminary allocation of the
purchase price allocation (in thousands):
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Allocation of consideration
NPS
Cash and cash equivalents
Accounts receivable
Unbilled revenue
Inventories
Current assets
Property, plant and equipment
Intangible assets
Other assets
Total identifiable assets acquired

$

Accounts payable
Accrued expenses
Current portion of loans and borrowings
Short-term borrowings
Current liabilities
Loans and borrowings
Other liabilities
Non-controlling interest
Net identifiable liabilities acquired
Total fair value of net assets acquired
Goodwill
Total consideration

GES

31,619
55,788
41,378
33,652
19,463
222,772
125,000
7,457
537,129
26,457
28,686
55,836
7,159
149,399
23,549
(2,841 )
288,245
248,884
341,871
590,755

$

$

$

5,206
31,777
45,343
31,092
12,918
104,422
53,010
4,586
288,354
36,794
25,390
16,368
9,000
16,558
25,098
2,200
1,890
133,298
155,056
133,792
288,848

The gross contractual amount of accounts receivable as at the closing date of the Business Combination was $60.8 million and $33.1 million for
NPS and GES, respectively.
Intangible assets were identified that met either the separability criterion or the contractual-legal criterion described in ASC 805. The preliminary
allocation to intangible assets is as follows (in thousands):
Intangible assets
Fair Value
NPS
Customer contracts and software
Trademarks and trade names
Total intangible assets

$
$

GES
110,000
15,000
125,000

$
$

43,010
10,000
53,010

$
$

Total
153,010
25,000
178,010

Useful Life
10 years
8 years

Goodwill
$475.7 million has been allocated to goodwill. Goodwill represents the excess of the gross consideration transferred over the fair value of the
underlying net tangible and identifiable definite-lived intangible assets acquired. Qualitative factors that contribute to the recognition of goodwill include
certain intangible assets that are not recognized as separate identifiable intangible assets apart from goodwill. Intangible assets not recognized apart from
goodwill consist primarily of the strong market positions and the assembled workforces at the Subsidiaries. The amount allocated to goodwill and other
intangible assets are subject to final adjustment to reflect the final valuations. Further, the Company is in the process of allocating the value of its intangible
assets to the various entities. These allocations could have a material impact on the amount of deferred tax liabilities recognized associated with intangible
assets, if any, and the amount allocated to goodwill.
In accordance with FASB ASC Topic 350, Goodwill and Other Intangible Assets, goodwill will not be amortized, but instead will be tested for
impairment at least annually or more frequently if certain indicators are present. In the event management determines that the value of goodwill has become
impaired, an accounting charge for the amount of impairment during the quarter in which the determination is made may be recognized.
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Transaction costs
The Company incurred $10.5 million in advisory, legal, accounting, and management fees and $2.2 million of transaction costs paid in NESR shares
through June 30, 2018, which includes the amounts the Company had spent prior to the closing of the Business Combination. These costs are recorded in
general and administrative expense in the condensed consolidated statement of operations in connection with the Business Combination. Transaction costs
are reported as a cash outflow from operating activities by the Company.
Pro-forma information
The following table summarizes the supplemental consolidated results of the Company on an unaudited pro forma basis, as if the Business
Combination had been consummated on January 1, 2017 for three months and six months ended June 30, 2018 and 2017 (in thousands):

Revenues
Net income (loss)

$
$

Three months ended June 30,
2018
2017
131,378 $
115,683
7,606 $
8,526

$
$

Six months ended June 30,
2018
2017
248,916 $
217,424
10,083 $
(3,008)

These pro forma results were based on estimates and assumptions, which the Company believes are reasonable. They are not the results that would
have been realized had the Company been a combined company during the periods presented and are not necessarily indicative of consolidated results of
operations in future periods. The pro forma results include adjustments primarily related to purchase accounting adjustments. Acquisition costs and other
non-recurring charges incurred in connection with the Business Combination are included in the earliest period presented.
NPS and GES revenue of $32.5 million and $12.5 million and net income (loss) of $2.8 million and $(0.5) million, respectively, are included in the
condensed consolidated statement of operations for the Successor Period.
5. Accounts receivable
The following table summarizes our accounts receivables for the periods as set forth below (in thousands):
Successor
June 30, 2018
78,860
7,904
86,764

Trade receivables
Other
Less: allowance for doubtful accounts
Total

Predecessor
December 31, 2017
54,143
8,137
(4,106 )
58,174

Trade receivables relate to sale of our services and products, for which credit is extended based on our evaluation of the customer’s creditworthiness.
The Company recorded allowance for doubtful accounts receivable of $0 during the Successor Period in the consolidated statement of operations. The
Company recorded allowance for doubtful accounts receivable of $2.4 million, $2.4 million, $0.1 million and $0.1 million during the 2018 Predecessor
Quarter, the 2018 Predecessor Period, the 2017 Predecessor Quarter and the 2017 Predecessor Period, respectively, in the consolidated statement of
operations. The balance of allowance for doubtful accounts was $0 and $4.1 million, as of June 30, 2018, and December 31, 2017, respectively.
6. Service inventories
The following table summarizes our service inventories for the periods as set forth below (in thousands):
Successor
June 30, 2018
Spare parts
Chemicals
Raw materials
Consumables
Total
Less: allowance for obsolete and slow moving service inventories
Total

$

$

30,406
20,724
204
13,445
64,779
(1,276 )
63,503

Predecessor
December 31, 2017
$

$

14,862
17,963
204
237
33,266
(953 )
32,313

The Company recorded allowance for obsolete service inventories of $1.3 million during the Successor Period in the consolidated statement of
operations. During the predecessor periods, the Company recorded an allowance for slow moving and obsolete service inventories of $0.1 million, $0.1
million, $0 and $0.3 million during the 2018 Predecessor Quarter, the 2018 Predecessor Period, the 2017 Predecessor Quarter and the 2017 Predecessor
Period, respectively, in the consolidated statement of operations. The balance of allowance for obsolete and slow moving service inventories was $1.3
million and $0.9 million as of June 30, 2018 and December 31, 2017, respectively.
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7. Property, plant and equipment
As described in Note 4, as a result of the Business Combination, property, plant and equipment were adjusted to reflect estimated fair value at the
closing date for the Successor Period. Property, plant and equipment, net of accumulated depreciation, consist of the following at June 30, 2018 (Successor)
and December 31, 2017 (Predecessor) (in thousands):
Estimated useful lives
(years)
5 to 25
3 to 15
5
3 to 6
5 to 8
-

Buildings and leasehold improvements
Drilling rigs, plant and equipment
Furniture and fixtures
Office equipment and tools
Vehicles and cranes
Less: Accumulated depreciation and impairment
Land
Capital work in progress
Total

$

$

Successor
June 30, 2018
22,715
247,406
1,419
39,459
3,742
(3,237)
5,266
7,609
324,379

Predecessor
December 31, 2017
$
33,127
409,462
2,871
6,822
8,977
(212,023)
9,380
5,653
$
264,269

The Company recorded depreciation expense of $3.2 million during the Successor Period in the consolidated statement of operations. During the
predecessor periods, the Company recorded depreciation expense of $6.9 million, $9.3 million, $17.3 million and $18.4 million during the 2018 Predecessor
Quarter, the 2018 Predecessor Period, the 2017 Predecessor Quarter and the 2017 Predecessor Period, respectively, in the consolidated statement of
operations.
8. Goodwill and intangible assets
Goodwill
Changes in the carrying amount of goodwill for June 30, 2018 (Successor) are as follows (in thousands):

Balance as of December 31, 2017 (Predecessor)
Elimination of Predecessor goodwill
Acquisition of business (see Note 4)
Balance as of June 30, 2018 (Successor)

$

$

Goodwill
182,053
(182,053)
475,663
475,663

Intangible assets subject to amortization, net
The following is the weighted average amortization period for intangible assets subject to amortization (in years):
Amortization
Customer contracts and software
Trademarks and trade names
Total intangible assets

10.0
8.0
9.8

The details of our intangible assets subject to amortization are set forth below (in thousands):
Successor
June 30, 2018
Gross
carrying
amount
Customer contracts
Trademarks and trade names
Total intangible assets

$
$

153,010
25,000
178,010

Accumulated
amortization
$
$

(1,275) $
(261 )
(1,536 ) $
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Predecessor
December 31, 2017
Net
carrying
amount
151,735
24,739
176,474

Gross
carrying
amount
$
$

58,770
58,770

Accumulated
amortization
$
$

(58,760) $
(58,760 ) $

Net
carrying
amount
10
10

9. Debt
Short-term debt
The Company’s short-term debt obligations consist of the following (in thousands):
Successor
June 30, 2018
Hana Loan
APICORP Loan
Less: unamortized Hana Loan origination fee
Fair value of embedded derivative
Other short-term borrowings
Short-term debt, net unamortized origination fee and excluding current installments

$

50,000
50,000
(420)
(418)
19,249
118,411

$

Predecessor
December 31, 2017
$

$

8,773
8,773

Successor
Hana Loan agreement
In connection with the Business Combination, on June 5, 2018, NESR entered into the Hana Loan with Hana Investments pursuant to which NESR
borrowed $50.0 million on an unsecured basis. The Hana Loan matures on December 17, 2018 and can be prepaid at any time in cash or NESR ordinary
shares at a conversion rate of $11.244 per share, at the election of the lender after NESR delivers five business days’ notice of its intent to repay the Hana
Loan. The Hana Loan is interest bearing and will accrue interest at the greater of (i) an amount equal to $4.0 million or prorated if the loan is prepaid; and (ii)
at a rate per annum equal to one-month ICE LIBOR, adjusted monthly on the first day of each calendar month, plus a margin of 2.25% payable on maturity or
prepaid. The interest is payable in NESR ordinary shares or cash at the election of the lender. The loan was subject to an origination fee of $0.6 million
payable in NESR ordinary shares at $11.244 per share, which resulted in the issuance of 53,362 shares at closing of the Business Combination. In addition,
Hana Investments has the right to convert the principal of the Hana Loan into NESR ordinary shares on or prior to maturity at a conversion rate of $11.244
per share. If as a result of exercising any conversion rights in the Hana Loan, Hana Investments’ total share ownership equals or exceeds 20% of the then
outstanding NESR shares, then the conversion of any amount into NESR ordinary shares will be contingent upon NESR receiving any required shareholder
approval for such issuance of NESR ordinary shares under applicable NASDAQ rules.
Embedded derivative in Hana Loan
The conversion feature in the Hana Loan qualifies as an embedded derivative under ASC Topic 815 Derivatives and Hedging, and is bifurcated at
inception from the Hana Loan. The Company estimates the fair value of this embedded conversion feature using the Goldman Sachs convertible note model
and the Black Derman Toy model with the following assumptions:
At
June 6, 2018
Annual Dividend yield
Expected life (years)
Risk-free interest rate
Expected volatility

For the period ended
June 30, 2018
0.0%
0.53
2.1%
46.9%
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0.0%
0.46
2.1%
46.7%

The following table presents the changes in fair value of the embedded conversion feature measured at fair value on a recurring basis for the period ended
June 30, 2018 (in thousands):
Balance June 7, 2018
Issuance of embedded conversion feature
Change in fair value
Balance as of June 30, 2018

$

$

0
418
62
480

The fair value has been recorded as a liability. Accordingly, the change in fair value is recorded in the statement of operations as other income or
other expense. Upon conversion or exercise of a derivative instrument, the instrument is marked to fair value at the conversion date and then that fair value
will be reclassified to equity.
Long-term debt
The Company’s long-term debt obligations consist of the following (in thousands):
Successor
June 30, 2018
$150,000 in senior notes under the Murabaha facility, interest at 6 months LIBOR plus 3.25%
payable quarterly, principal due on May 28, 2025
Term Loan Ahli Bank
$60,000 NBO Loan
$20,000 NBO Loan
Less: unamortized debt issuance costs
Total – loans and borrowings
Less: current portion of long term borrowings
Long-term debt, net unamortized debt issuance costs and excluding current portion

$

$

150,000
3,335
30,000
4,515
(592 )
187,258
16,368
170,890

Predecessor
December 31, 2017
$

150,000
(2,976 )
147,024

$

147,024

$150 million Murabaha facility
NPS entered into a syndicated Murabaha facility (the “NPS Murabaha Credit Facility”) for $150.0 million. Murabaha is an Islamic financing
structure where a set fee is charged rather than interest. This type of loan is legal in Islamic countries as banks are not authorized to charge interest on loans,
therefore banks charge a flat fee for continuing daily operations of the bank in lieu of interest.
The NPS Murabaha Credit Facility is from a syndicate of three commercial banks. The NPS Murabaha Credit Facility is repayable in quarterly
installments ranging from $1.1 million to $57.9 million commencing from August 1, 2019, with the last installment due on May 28, 2025. The NPS
Murabaha Credit Facility carries a stated interest rate of three months LIBOR plus a fixed profit margin of 3.25% per annum. The NPS Murabaha Credit
Facility was partially secured by personal guarantee of one individual shareholder on a pro-rata basis with his shareholding percentage. Letters of awareness
were executed by the corporate shareholders as credit support for the NPS Murabaha Credit Facility. Effective upon closing of the Business Combination,
NESR executed guarantees of the borrowings outstanding and additional borrowings under the NPS Murabaha Credit Facility.
The NPS Murabaha Credit Facility contains certain covenants, which, among other things, require the maintenance of a total debt-to-total
capitalization ratio, restrict certain merger transactions or the sale of all or substantially all of NPS’ assets or a significant subsidiary of NPS and limit the
amount of NPS’ subsidiary indebtedness. Upon the occurrence of certain events of default, NPS’ obligations under the NPS Murabaha Credit Facility may be
accelerated. Such events of default include payment defaults to lenders under the NPS Murabaha Credit Facility, covenant defaults and other customary
defaults. As of June 30, 2018, NPS was in compliance with all of the credit facility’s covenants.
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APICORP loan
The Company entered into an additional $50.0 million term facility on February 4, 2018 with Arab Petroleum Investors Corporation (“APICORP”).
The loan was repayable by August 1, 2018. The facility carries a stated interest rate of one month LIBOR plus a fixed profit margin of 1.50% per annum or
$0.9 million until August 1, 2018. This facility was repaid on July 3, 2018 with the proceeds from a new term loan facility obtained by NPS on that date.
Refer to Note 19, Subsequent events, for further discussion.
The facility allows the banks to terminate the loan contract upon a change of control. Prior to the Business Combination, the NPS selling
stockholders provided assurances or commitments backing the facility. In connection with the Business Combination, NESR executed guarantees of the
facility.
Term loan from Ahli Bank
GES has a term loan of $4.4 million from Ahli Bank. This balance is repayable with nine quarterly installment starting seven months from the first
drawdown until December 2019 and carries interest at the rate 3 months / 6 months LIBOR + 4% per annum. $3.3 million of this loan is outstanding at June
30, 2018. This term loan has covenants which include, among others, certain financial ratios to be maintained, including maintaining a minimum debt
service coverage ratio of 1.25. Of the outstanding amount of $3.3 million, $1.1 million is included in long term debt and $2.2 million is included as short
term.
NBO loans
GES has a bank term loan with National Bank of Oman (“NBO”) in the amount of $60.0 million (“Tranche A”). At June 30, 2018, the outstanding
amount on the Tranche A was $29.6 million. Tranche A carries interest at the rate of LIBOR + 3.50% per annum and is repayable with quarterly installments,
starting six months from the drawdown in 18 equal installments until July 2020. Of the outstanding amount of $29.6 million, $16.7 million is included in
long term debt and $12.9 million is included as short term.
During 2017, a new term loan (“Tranche B”) was availed by GES to the extent of $20.0 million, of which $4.5 million was outstanding at June 30,
2018. Tranche B is repayable in equal quarterly installments starting 18 months from the first drawdown until June 2022. Of the outstanding amount of $4.5
million, $3.4 million is included in long term debt and $1.1 million is included as short term.
Tranche A and Tranche B contain covenants which include, among others, certain financial ratios to be maintained by GES, which include
maintaining a minimum debt service coverage ratio of 1.25.
Working capital funded facilities including overdraft, bill discounting and loan against trust receipts facility carry an interest equal to U.S. Dollar
LIBOR for the applicable interest period, plus a margin of 3.50% per annum, and the bank overdraft carries an interest rate of LIBOR plus 3.5% subject to a
floor level of 5%.
Other debt information
The maturities schedule presented below has been adjusted for the amendment to the facility agreement. Scheduled principal payments of long-term
debt for years subsequent to June 30, 2018 are as follows (in thousands):
2018
2019
2020
2021
2022
Thereafter
$
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8,184
18,989
17,557
11,861
17,739
112,928
187,258

10. Fair value accounting
The Company follows the guidance in ASC 820 for its financial assets and liabilities that are re-measured and reported at fair value at each reporting
period, and non-financial assets and liabilities that are re-measured and reported at fair value at least annually.
The fair value of the Company’s financial assets and liabilities reflects management’s estimate of amounts that the Company would have received in
connection with the sale of the assets or paid in connection with the transfer of the liabilities in an orderly transaction between market participants at the
measurement date. In connection with measuring the fair value of its assets and liabilities, the Company seeks to maximize the use of observable inputs
(market data obtained from independent sources) and to minimize the use of unobservable inputs (internal assumptions about how market participants would
price assets and liabilities). The following fair value hierarchy is used to classify assets and liabilities based on the observable inputs and unobservable inputs
used in order to value the assets and liabilities:
Level 1:

Quoted prices in active markets for identical assets or liabilities. An active market for an asset or liability is a market in which transactions for
the asset or liability occur with sufficient frequency and volume to provide pricing information on an ongoing basis.

Level 2:

Observable inputs other than Level 1 inputs. Examples of Level 2 inputs include quoted prices in active markets for similar assets or liabilities
and quoted prices for identical assets or liabilities in markets that are not active.

Level 3:

Unobservable inputs based on our assessment of the assumptions that market participants would use in pricing the asset or liability.

The following table presents information about the Company’s assets and liabilities that are measured at fair value on a recurring basis at June 30,
2018 and December 31, 2017 and indicates the fair value hierarchy of the valuation inputs the Company utilized to determine such fair value (in thousands):

Description
Liabilities:
Convertible option
Contingent consideration

Successor
June 30, 2018

Level
3
3

480
16,203

Predecessor
December 31, 2017
-

The Company’s financial instruments consist of cash and cash equivalents, accounts receivable, unbilled revenue, accounts payable, loans and
borrowings and an embedded derivative. Other than the embedded derivative, the fair value of the Company’s financial instruments approximates the
carrying amounts represented in the accompanying balance sheets, primarily due to their short-term nature.
The contingent consideration consists of the equity earn-outs included in the NPS stock purchase agreement that enables the sellers to receive
additional consideration after the closing of the Business Combination. Refer to Note 4, Business combination, for further discussion. Contingent
consideration obligations are measured at fair value and are based on significant inputs not observable in the market, which represents a Level 3 measurement
within the fair value hierarchy. Significant increases (decreases) in these unobservable inputs in isolation would result in a significantly lower (higher) fair
value measurement. The valuation of contingent consideration uses assumptions and estimates to forecast a range of outcomes and probabilities for the
contingent consideration. The first and second equity earn-outs are tied to 2018 EBITDA performance measures and are quantified based on expected 2018
EBITDA targets being met. The equity earn-outs were valued using a Monte Carlo simulation in a risk-neutral framework using Geometric Brownian Motion
and have an undiscounted range of outcomes between $0 and $33.4 million. The simulation was calibrated to management’s forecasts. The assumptions in
the analysis include the projected 2018 NESR EBITDA, volatility of the 2018 NESR EBITDA projection, NESR stock price, volatility of NESR stock price,
correlation between 2018 NESR EBITDA and NESR stock price, NESR’s weighted average cost of capital and prevailing interest rates. The model used the
following assumptions:

Stock price
Volatility
Correlation
Weighted average cost of capital
Interest rates

$

At
June 6, 2018
10.185
36.67% – 46.88%
0.5
16.5%
1.96% – 2.14%

For the period ended
June 30, 2018
$
10.35
36.61% - 46.45%
0.5
16.5%
1.92% - 2.10%

The Company will assess the assumptions and estimates on a quarterly basis as additional data impacting the assumptions is obtained. Any changes
in the fair value of contingent consideration related to updated assumptions and estimates will be recognized within selling, general and administrative
expenses in the consolidated statements of operations during the period in which the change occurs.
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11. Employee benefits
Benefit plans
The Company provides defined benefit plan of severance pay to the eligible employees. The severance pay plan provides for a lump sum payment to
employees on separation (retirement, resignation, death while in employment or on termination of employment) of an amount based upon the employees last
drawn salary and length of service, subject to the completion of minimum service period (1-2 years) and taking into account the provisions of local
applicable law or as per employee contract. The Company records annual amounts relating to these long-term employee benefits based on calculations that
incorporate various actuarial and other assumptions, including discount rates, mortality, assumed rates of return, compensation increases and turnover rates.
The Company reviews its assumptions on an annual basis and makes modifications to the assumptions based on current rates and trends when it is
appropriate to do so. The effect of modifications to those assumptions is recorded in the condensed consolidated statement of operations. The Company
believes that the assumptions utilized in recording its obligations under its plans are reasonable based on its experience and market conditions. The net
periodic costs are recognized as employees render the services necessary to earn these benefits. The Company also provides a defined contribution retirement
plan and occupational hazard insurance for Omani employees. Contributions to a defined contribution retirement plan and occupational hazard insurance for
Omani employees in accordance with the Omani Social Insurances Law are recognized as an expense in the condensed consolidated statement of operations
as incurred.
The components of the net periodic benefit cost were as follows (in thousands):

Service cost
Interest cost
Gain or loss component
Total net periodic benefit cost

Successor (NESR)
2018
Period from June 7
to
June 30, 2018
$
189
30
(11 )
$
208

Predecessor (NPS)
2018
Period from
April 1 to
June 6
$
347
67
188
$
602

Period from
January 1 to
June 6
$
866
168
375
$
1,409

2017
Period from
Period from
April 1 to
January 1 to
June 30
June 30
$
491 $
982
101
202
203
406
$
795 $
1,590

Employer contributions
The Company made contributions of $0.2 million to its benefit plans for the period of June 7 to June 30, 2018 (Successor). The Predecessor made
contributions of $0.1 million and $0.7 million to its benefit plans for the periods of April 1, 2018 to June 6, 2018 and January 1, 2018 to June 6, 2018,
respectively. The Predecessor made contributions of $0.7 million and $0.9 million to its benefit plans for the periods of April 1, 2017 to June 30, 2017 and
January 1, 2017 to June 30, 2017, respectively. The scheme of the Company is unfunded.
12. Share-based compensation
On May 18, 2018, the NESR shareholders approved the NESR 2018 Long Term Incentive Plan (the “LTIP”), effective upon the closing of the
Business Combination. A total of 5,000,000 ordinary shares are reserved for issuance under the LTIP. The board of directors approved the LTIP on February
9, 2018, including the performance criteria upon which performance goals may be based.
The purpose of the LTIP is to enhance NESR’s ability to attract, retain and motivate persons who make (or are expected to make) important
contributions to NESR by providing these individuals with equity ownership opportunities. The Company intends to use share-based awards to reward longterm performance of the executive officers. The Company believes that providing a meaningful portion of the total compensation package in the form of
share-based awards will align the incentives of its executive officers with the interests of its shareholders and serve to motivate and retain the individual
executive officers.
As of June 30, 2018, no awards have been granted under the 2018 LTIP. Accordingly, the Company has not recorded any share-based compensation
expense.
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13. Commitments and contingencies
Capital expenditure commitments
The Company was committed to incur capital expenditure of $25.1 million at June 30, 2018. These commitments are expected to be settled during
2018 and 2019.
Operating lease commitments
Future minimum lease commitments under non-cancellable operating leases with initial or remaining terms of one year or more at June 30, 2018, are
payable as follows (in thousands):
Remainder of 2018
2019
2020
2021
2022
2023
Thereafter
Total $

4,189
4,383
2,775
2,051
1,593
1,524
1,525
18,040

The Company recorded rental expense of $6.3 million during the Successor Period in the consolidated statement of operations. During the
predecessor periods, the Company recorded rental expense of $9.2 million, $19.5 million, $7.7 million and $13.9 million during the 2018 Predecessor
Quarter, the 2018 Predecessor Period, the 2017 Predecessor Quarter and the 2017 Predecessor Period, respectively, in the consolidated statement of
operations.
Other commitments
The Company has outstanding letters of credit amounting to $7.4 million as at June 30, 2018.
As of June 30, 2018 and December 31, 2017, the Company had a liability of $6.7 million and $4.5 million, respectively, on the condensed
consolidated balance sheet included in the line item “Other liabilities” reflecting various tax liabilities associated with the 2014 acquisition of NPS Bahrain.
In the normal course of business with customers, vendors and others, the Company has entered into off-balance sheet arrangements, such as surety
bonds for performance, and other bank issued guarantees, which totaled $41.8 million and $37.8 million as of June 30, 2018 and December 31, 2017,
respectively. A liability is accrued when a loss is both probable and can be reasonably estimated. None of the off-balance sheet arrangements either has, or is
likely to have, a material effect on our condensed consolidated interim financial statements.
Registration rights
The Company is a party to various registration rights agreements with holders of its securities. These registration rights agreements provide certain
holders with demand and “piggyback” registration rights, and holders have other rights to require the Company to register for resale such securities pursuant
to Rule 415 under the Securities Act. The registration rights are subject to various limitations. The Company generally bears the expenses incurred in
connection with the filing of any such registration statements. On July 16, 2018, the Company filed a registration statement on Form F-3 pursuant to the
registration rights agreements.
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Litigation
The Company is involved in certain legal cases in the normal course of business, the outcome of which is currently subject to uncertainties and
therefore the probability of a loss, if any, being sustained and an estimate of the amount of any loss are difficult to ascertain. Consequently, it is not possible
to make a reasonable estimate of the expected financial effect, if any, that will result from ultimate resolution of these disputes. The Company is contesting
these claims/disputes and the Company management believes that presently provision against these potential claims is not required as the ultimate outcome
of these disputes would not have a material impact on the Company financial position.
14. Equity
The Company is authorized to issue an unlimited number of ordinary shares, no par value, and preferred shares, no par value. The Company’s
ordinary shares are entitled to one vote for each share. As of the date of this Report, there were 85,562,769 ordinary shares outstanding, 22,921,700 public
warrants and 12,618,680 private warrants. Each warrant entitles the registered holder to purchase one-half of one ordinary share at a price of $5.75 per half
share at any time commencing on July 6, 2018 (30 days after the completion of the Business Combination). The warrants must be exercised for whole
ordinary shares. No public warrants are exercisable for cash unless there is an effective and current registration statement covering the ordinary shares issuable
upon exercise of the warrants and a current prospectus relating to such ordinary shares.
The private warrants are identical to the public warrants except that such warrants are exercisable for cash (even if a registration statement covering
the ordinary shares issuable upon exercise of such warrants is not effective) or on a cashless basis, at the holder’s option, and will not be redeemable so long
as they are still held by the initial purchasers or their affiliates. The warrants expire on June 6, 2023 (five years after the completion of the Business
Combination).
The Company is authorized to issue an unlimited number of preferred shares divided into five classes with designations, voting and other rights and
preferences as may be determined from time to time by the Board of Directors. As of June 30, 2018, there were no preferred shares currently issued or
outstanding.
At the Closing Date, there were 11,730,425 ordinary shares outstanding that were not subject to possible redemption and 16,921,700 ordinary shares
that were subject to possible redemption as a result of the Business Combination that were recorded outside of permanent equity as a liability on NESR’s
condensed consolidated balance sheet. On the Closing Date, the 16,921,700 ordinary shares were reclassed to permanent equity at the fair value of $165.2
million (redemption value of $10.11 per share less $0.35 underwriting fee per share or $9.76 per share). Of the ordinary shares reclassed, 1,916,511 ordinary
shares were redeemed for $19.4 million ($10.11 per share). In connection with the completion of the Business Combination, $3.7 million in NESR ordinary
shares (307,465) was issued for underwriting fees.
As discussed in Note 4, Business combination, pursuant to the NPS stock purchase agreement dated November 12, 2017, Hana Investments
exchanged its portion of the acquired NPS shares, totaling 83,660,878 shares, for 13,340,448 NESR ordinary shares, including accrued interest, at the time
that NESR completed the Business Combination. At closing of the Business Combination, NESR purchased the remaining outstanding NPS shares with
$292.8 million in cash and 11,318,828 NESR ordinary shares, subject to certain adjustments. Also, on the Closing Date, the Company paid interest totaling
$4.7 million in stock (418,001 ordinary shares) to Hana Investments.
As discussed in Note 9, Debt, on June 5, 2018, in connection with the Business Combination, NESR entered into the Hana Loan with Hana
Investments pursuant to which NESR borrowed $50.0 million on an unsecured basis. The loan was subject to an origination fee of $0.6 million payable in
NESR ordinary shares at $11.244 per share, which resulted in the issuance of 53,362 shares at closing of the Business Combination.
In connection with the Business Combination, on June 5, 2018, the Company entered into a Relationship Agreement with Hana Investments (the
“Olayan Relationship Agreement”), to set out certain rights to which Hana Investments will be entitled as a shareholder of the Company and certain
obligations of the Company and NESR Holdings. The Company reimbursed Hana Investments for transaction fees and expenses in the amount of $2.1
million through the issuance of NESR ordinary shares at a conversion rate of $11.244 per share (213,447 ordinary shares) at closing of the Business
Combination.
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On June 6, 2018, NESR acquired 88% of the outstanding shares of GES from certain owners of GES in exchange for the issuance of 25,309,848
NESR ordinary shares, and NESR Holdings acquired the remaining 12% of the outstanding shares of GES for a total cash purchase price of $29.3 million as
discussed in Note 4, Business combination. NESR Holdings organized financing of the acquisition through certain loan contracts and assigned the GES
shares which it acquired to NESR, and NESR assumed the obligation to satisfy the loan contracts. NESR elected to issue NESR ordinary shares to satisfy the
loan contracts and issued a total of 3,036,381 NESR ordinary shares in settlement of the loan contracts and accrued interest.
In connection with the Business Combination, on April 27, 2018, the Company entered into the Forward Purchase Agreement with the Backstop
Investor, as discussed in Note 4, Business combinations. On the Closing Date, the Company drew down $48,293,763 under the primary placement of the
Forward Purchase Agreement, and issued 4,829,375 ordinary shares to the Backstop Investor.
Predecessor convertible shares
As part of NPS’s acquisition of NPS Bahrain in 2014, NPS issued a total of 37,000,000 convertible shares to two of NPS Bahrain’s shareholders, Mr.
Abdulaziz Mubarak Al-Dolaimi and Mr. Fahad Abdulla Bindekhayel (selling shareholders). These shares were issued to provide security against certain tax
and related indemnities given by the selling shareholders at the time of acquisition of NPS Bahrain. The convertible shares had the same rights and ranked
pari passu with the NPS common shares, including the right to participate in any dividend declared for ordinary shares and valued at $1 per share.
Under the terms of the convertible shares, in the event any indemnity claims were settled by the selling shareholders by providing cash to NPS, an
equivalent amount of convertible shares would be converted into NPS common shares. However, in the event the indemnity claims were not settled by the
selling shareholders, an equivalent amount of convertible shares would be cancelled by NPS. These convertible shares are equity classified because the
conversion to equity shares or the cancellation of the same is at the option of NPS. At the end of the June 2019, unless all indemnity claims were settled to the
satisfaction of NPS, half of the convertible shares were to convert into NPS common shares and the balance on extinguishment of contingencies. The
convertible shares were cancelled at closing of the Business Combination.
15. Income (Loss) per share
Predecessor
Basic income per common share was computed using the two-class method by dividing basic net income attributable to common shareholders by
the weighted-average number of common shares outstanding. Diluted income per common share was computed using the two-class method by dividing
diluted net income attributable to common shareholders by the weighted-average number of common shares outstanding plus dilutive common equivalent
shares. Dilutive common equivalent shares include all in-the-money outstanding contracts to issue common shares as if they were exercised or converted.
The following table sets forth the calculation of basic and diluted earnings per common share for the periods presented:

Weighted average basic common shares outstanding
Dilutive potential common shares
Weighted average dilutive common shares outstanding

2018
Period from
Period from
April 1 to
January 1 to
June 6
June 6
348,524,566
348,524,566
21,475,434
21,475,434
370,000,000
370,000,000

Basic:
Net Income
Less: Earnings allocated to participating securities
Net income available to basic common shares
Basic earnings per common share
Diluted:
Net Income
Less: Earnings allocated to participating securities
Net income available to diluted common shares
Diluted earnings per common share
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2017
Period from
Period from
April 1 to
January 1 to
June 30
June 30
342,250,000
342,250,000
27,750,000
27,750,000
370,000,000
370,000,000

1,283,000
(5,945 )
1,277,005
0.00

6,736,000
192,183
6,928,183
0.02

7,416,000
(34,991 )
7,381,009
0.02

10,258,000
(48,401 )
10,209,599
0.03

1,283,000
(5,602 )
1,277,398
0.00

6,736,000
181,077
6,917,077
0.02

7,416,000
(32,378 )
7,383,622
0.02

10,258,000
(44,786 )
10,213,214
0.03

Successor
The Company did not have any participating securities that would require adjustments to the numerator of earnings (loss) per share for the periods
ended June 30, 2018.
The following table provides a reconciliation of the data used in the calculation of basic and diluted common shares outstanding for the period as
tabulated below:
Basic
Change in
Shares

Transaction Detail
Beginning balance
Shares issued to Backstop Investor
Shares issued for IPO underwriting fees
Shares issued to NPS/GES
Reclassification of shares previously subject to redemption less
redeemed shares
Ending balance

4,829,375
307,465
53,690,315
15,005,189

Basic
(3,965,000)

Net income (loss) available to common (basic)
Weighted average number of shares

85,562,769

Net loss per share (basic)

(0.05)
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Total Shares
Outstanding
11,730,425
16,559,800
16,867,265
70,557,580
85,562,769
85,562,769

Dilutive
Net income (loss) available to common (diluted)
Weighted average units outstanding
Dilutive common shares
Weighted average dilutive units outstanding

(3,965,000)
85,562,769
85,562,769

Net loss per share (diluted)

(0.05)

16. Income taxes
NESR is a holding company incorporated in the British Virgin Islands which imposes a zero percent statutory corporate income tax rate. The
Subsidiaries operate in multiple tax jurisdictions throughout the MENA and APAC regions. NPS is based in the Emirate of Dubai in the UAE where no federal
taxation exists and operates in 12 countries, where statutory tax rates generally vary from 0% to 35%. GES is based in the Sultanate of Oman, which has a
15% statutory corporate income tax rate, and also operates in the Kingdom of Saudi Arabia, Algeria, Kuwait and Yemen.
Provision for income taxes is based on the tax laws and rates applicable in the jurisdictions in which we operate and earn income. For the Successor
Period, the Company’s estimated effective tax rate was 20.6% based on estimated annual income from continuing operations before income taxes. For the
2018 Predecessor Quarter, the 2018 Predecessor Period, 2017 Predecessor Quarter and the 2017 Predecessor Period, the Company’s effective tax rates were
51.4%, 25.8%, 12.3%, and 16.0%, respectively. The tax rate for the 2018 Predecessor Period was higher at 51.4% as compared to the earlier Predecessor
periods because of additional losses incurred with no related tax benefits.
For the period ended June 30, 2018, the Company has not recorded deferred tax amounts related to the Business Combination purchase price
allocation adjustments because the Company is in the process of allocating the value of its intangible assets to the various entities. Accordingly, the deferred
tax impact, if any, related to the Business Combination purchase price allocation adjustments will be included in the financial statements for the period
ending September 30, 2018.
17. Related party transactions
Related party advances
During the period from January 23, 2017 (inception of NESR prior to the Business Combination) through May 17, 2017, NESR Holdings advanced
the Company an aggregate of $0.2 million for costs associated with NESR’s initial public offering and for working capital purposes. The advances are noninterest bearing, unsecured and due on demand. The Company has repaid $0.2 million of such advances. Advances amounting to $0 and $1.0 thousand were
outstanding as of June 30, 2018 and December 31, 2017, respectively.
During the Successor Period, Tom Wood, a founder of the Company, a shareholder in NESR Holdings and a member of the Company’s board of
directors, advanced the Company $0.4 million. The advance is non-interest bearing, unsecured and due on demand. Advances amounting to $0.4 million
were outstanding as of June 30, 2018.
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Mubadarah Investments LLC
GES leases office space in a building it owns to Mubadarah Investment LLC (“Mubadarah”) along with other Mubadarah group entities. GES
charges rental income to these group entities for the occupation of office space, based on usage. Rental income charged by GES to Mubadarah group entities
amounted to $14.0 thousand in the Successor Period ended June 30, 2018. The outstanding balance of payables to Mubadarah was $5.1 million at June 30,
2018. Mubadarah is owned by Hilal Al Busaidy and Yasser Al Barami, and, collectively with Mubadarah, own 22% of the Company.
Heavy Equipment Manufacturing & Trading LLC (“HEMT”)
HEMT is 99% owned by Tasneea Oil & Gas Technology LLC (“Tasneea”), which is 80% owned by Mubadarah and 20% owned by GES, and 1%
owned by Hilal Al Busaidy. HEMT is engaged by various subsidiaries of GES for services such as fabrication, manufacturing and maintenance of tools and
equipment. HEMT has charged GES amounts of $0.3 million in the Successor Period ended June 30, 2018, in relation to these services.
Esnaad Solutions LLC (“Esnaad”)
Esnaad is 99% owned by Mubadarah and is a supply chain company involved in the sourcing and procurement of products for the oil and gas
industry. Esnaad has charged GES amounts of $33.0 thousand in the Successor Period ended June 30, 2018, against the purchase of chemicals, drilling fluids,
materials and supplies.
Key management and founders
Hilal Al Busaidy and Yasser Al Barami are both founding shareholders of GES. Certain shares owned by them were converted into NESR shares as
part of the Business Combination. GES has made advances to these former members of GES management prior to the Business Combination. The cumulative
advances outstanding as at June 30, 2018 were $4.8 million.
18. Reportable segments
Operating segments are components of an enterprise where separate financial information is available that are evaluated regularly by the CODM in
deciding how to allocate resources and in assessing performance. The Company reports segment information based on the “management” approach and its
CODM is its Chief Executive Officer.
The Company’s services are similar to one another in that they consist of oilfield services and related offerings, whose customers are oil and gas
companies. The results of operations of the service offerings are regularly reviewed by the CODM for the Company for the purposes of determining resource
and asset allocation and assessing performance. The Company has determined that it has two reportable segments, Production Services and Drilling &
Evaluation Services. Management evaluates the operating results of its reportable segments primarily based on revenue and segment EBITDA. The Company
defines EBITDA as net income adjusted for interest expense, depreciation and amortization, and income tax benefit or expense. Segment EBITDA does not
include general corporate expenses as these expenses are not allocated to the Company’s reportable segments and not reported to the Company’s CODM.
Production Services that are offered depend on the well life cycle in which the services may fall. They include but not limited to the following types
of service offerings: coil tubing, stimulation and pumping, nitrogen services, completions, pipelines, cementing, laboratory services and filtration services.
Drilling and Evaluation Services generates its revenue from offering the following service offerings: drilling and workover rigs, rig services, drilling
services and rentals, fishing and remedials, directional drilling, turbines drilling, drilling fluids, wireline logging services, slickline services and well testing
services.
The Company’s operations and activities are located within certain geographies, primarily the Middle East and North Africa (MENA) region and the
Asia Pacific region, which includes Malaysia, Indonesia and India.
For the period ended June 30, 2018, the Company has not allocated the goodwill to the reporting units and segments because it is in the process of
finalizing the allocation. Accordingly, it will be included in the financial statements for the period ending September 30, 2018.
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In accordance with FASB ASC 280 – Segment Reporting, information on revenues and long-lived assets of the operations of the Company are
disclosed below (in thousands):
Revenue from operations
Reportable Segment

Production services
Drilling and evaluation services
Total

Successor (NESR)
2018
June 7, 2018
to June 30, 2018
$
28,602
16,384
$
44,986

Predecessor (NPS)
2018
January 1 to
June 6
$
112,295
24,732
$
137,027

April 1 to June 6
$
48,032
12,153
$
60,185

2017
April 1 to June
January 1 to
30
June 30
$
58,545 $
105,329
10,044
17,999
$
68,589 $
123,328

Long-lived asset
Reportable Segment
Production services
Drilling and evaluation services
Unallocable assets
Total

Successor (NESR)
June 30, 2018
207,445
103,270
13,664
324,379

$

$

Predecessor (NPS)
December 31, 2017
$
180,289
58,923
25,057
$
264,269

EBITDA
Reportable Segment
Segment EBITDA
Production Services
Drilling and Evaluation Services
Unallocated Costs
Total

Successor (NESR)
2018
June 7, 2018 to
June 30, 2018
$
8,770
1,275
(6,679 )
$
3,366

Predecessor (NPS)
2018

$

$

Successor (NESR)
2018
June 7, 2018 to
June 30

Net income
Add:
Income taxes
Interest expense, net
Depreciation and amortization
Total EBITDA

2017
April 1 to
January 1 to
April 1 to June
January 1 to
June 6
June 6
30
June 30
15,112 $
36,836 $
20,864 $
37,211
1,217
3,267
1,602
1,659
(5,517 )
(9,651 )
(2,935 )
(4,815 )
10,812 $
30,452 $
19,531 $
34,055
Predecessor (NPS)
2018
April 1 to
June 6

$

(3,965)

$

(1,029)
1,900
6,460
3,366
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$

1,283

$

1,359
1,265
6,905
10,812

January 1 to
June 6

$

6,736

$

2,342
4,090
17,284
30,452

2017
April 1 to June
January 1 to
30
June 30

$

7,416

$

1,043
1,700
9,372
19,531

$

10,258

$

1,954
3,273
18,570
34,055

Revenue by geographic area
Geography

MENA
Other countries
Total

Successor (NESR)
2018
June 7, 2018 To
June 30, 2018
$
44,573
413
$
44,986

Predecessor (NPS)
2018
2017
April 1 To June
January 1 To
April 1 To June
January 1 To
6
June 6
30
June 30
$
59,294 $
134,479 $
68,086 $
121,397
891
2,548
503
1,931
$
60,185 $
137,027 $
68,589 $
123,328

Long-lived assets by geographic area
Geography
MENA
Other countries
Total

$
$

Successor (NESR)
June 30, 2018
315,285
9,094
324,379

Predecessor (NPS)
December 31, 2017
$
258,382
5,887
$
264,269

Significant clients
Revenues from three customers of the Company individually accounted for 39%, 17%, and 11%, respectively, of the Company’s consolidated
revenues for the period in the Successor Period. Two customers of NPS individually accounted for 54% and 15%, respectively, in the 2018 Predecessor
Second Quarter Period and 49% and 16%, respectively, in the 2018 Predecessor Period. Four customers of NPS individually accounted for 46%, 12%, 11%,
respectively in the 2017 Predecessor Quarter and 11% and 44%, 15%, 11% and 11%, respectively, in the 2017 Predecessor Period.
19. Subsequent events
The Company evaluated subsequent events and transactions that occur after the balance sheet date up to the date that the consolidated financial
statements are issued. Other than as described below, the Company did not identify any subsequent events that would have required adjustment or disclosure
in the consolidated financial statements.
$50.0 million term loan and APICORP bilateral term facility of $50.0 million
As discussed in Note 9, Debt, NPS entered into a $50.0 million term loan facility on February 4, 2018 with APICORP. The loan was repaid on July 3,
2018 with proceeds from a new bilateral term loan facility with APICORP.
The new term loan facility for $50.0 million was fully drawn by the Company on July 3, 2018. This facility was obtained from APICORP for a period
of four years and is repayable in 16 equal quarterly installments of $3.1 million, commencing from September 3, 2018, with the last installment due on May
3, 2022. The NPS facility carries a stated interest rate of three months LIBOR plus the fixed interest of 2.75% per annum. The Company has provided a
corporate guarantee for the NPS facility.
Costs incurred to obtain financing are capitalized and amortized using the effective interest method and netted against the carrying amount of the
related borrowing.
The NPS facility contains covenants which include, among others, certain financial ratios to be maintained at the NPS level, including a gearing
ratio of 1.5:1. The gearing ratio is calculated as all of NPS’s debt divided by NPS’ total equity and debt.
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SABB bilateral term facility of $50.0 million
On July 9, 2018, the Company’s subsidiary National Petroleum Technology Company (“NPT KSA”) entered into a Bilateral Term Loan Facility (the
“NPT KSA Facility”) for Saudi Riyals (“SAR”) 187.5 million ($50.0 million), of which SAR 92.5 million ($25.0 million) was drawn on July 9, 2018.
The NPT KSA Facility was obtained from Saudi Arabian British Bank (“SABB”) for a period of four years. The facility is repayable in 15 equal
quarterly installments. For the drawn down amount of SAR 92.5 million ($25.0 million), quarterly installments of SAR 6.2 million ($1.7 million) are
repayable commencing from September 9, 2018 with the last installment due on February 9, 2022.
The NPT KSA Facility carries a stated interest rate of three months Saudi Arabian Interbank Offered Rate (“SAIBOR”) plus the fixed interest of
2.75% per annum. SAIBOR is a daily reference rate, published by the Saudi Arabian Monetary Authority, based on the averaged interest rates at which Saudi
banks offer to lend unsecured funds to other banks in the Saudi Riyal wholesale money market (or interbank market). Certain subsidiaries of NPS have
provided a corporate guarantee of the facility.
Costs incurred to obtain financing are capitalized and amortized using the effective interest method and netted against the carrying amount of the
related borrowing.
The NPT KSA Facility contains covenants which include, among others, certain financial ratios to be maintained at NPS KSA level, including a
gearing ratio of 3:1. The gearing ratio is calculated as all NPT KSA’s debt divided by the NPT KSA’s total equity and debt.
Agreement to Sell and Transfer Shares between NPS Energy Holding W.L.L. and Saad Moosa Noor AL Junaibi and Fahoud Oilfield Services L.L.C.
NPS Energy Holding W.L.L. and Mr. Saad Moosa AL Junaibi and Fahoud Oilfield Services L.L.C. (“FOS”) entered into an agreement on July 16,
2018 to sell 51% of the shares in FOS, drilling rig and certain other equipment for $4.0 million.
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CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS
This Report contains forward-looking statements (as such term is defined in Section 27A of the Securities Act of 1933, as amended, and Section 21E
of the Securities Exchange Act of 1934, as amended). Any and all statements contained in this Report that are not statements of historical fact may be deemed
forward-looking statements. Terms such as “may,” “might,” “would,” “should,” “could,” “project,” “estimate,” “predict,” “potential,” “strategy,”
“anticipate,” “attempt,” “develop,” “plan,” “help,” “believe,” “continue,” “intend,” “expect,” “future,” and terms of similar import (including the negative of
any of these terms) may identify forward-looking statements. However, not all forward-looking statements may contain one or more of these identifying
terms. Forward-looking statements in this Report may include, without limitation, statements regarding the benefits resulting from our recent business
combination transaction, the plans and objectives of management for future operations, projections of income or loss, earnings or loss per share, capital
expenditures, dividends, capital structure or other financial items, our future financial performance, including any such statement contained in a discussion
and analysis of financial condition by management or in the results of operations included pursuant to the rules and regulations of the Securities and
Exchange Commission (“SEC”), expansion plans and opportunities, and the assumptions underlying or relating to any such statement.
The forward-looking statements are not meant to predict or guarantee actual results, performance, events or circumstances and may not be realized
because they are based upon our current projections, plans, objectives, beliefs, expectations, estimates and assumptions and are subject to a number of risks
and uncertainties and other influences, many of which we have no control over. Actual results and the timing of certain events and circumstances may differ
materially from those described by the forward-looking statements as a result of these risks and uncertainties. Factors that may influence or contribute to the
accuracy of the forward-looking statements or cause actual results to differ materially from expected or desired results may include, without limitation:
●

The inability to maintain the listing of our ordinary shares and warrants on the NASDAQ Capital Market;

●

The ability to recognize the anticipated benefits of our recent business combination transaction, which may be affected by, among other things, the
price of oil, natural gas, natural gas liquids, competition, our ability to integrate the businesses acquired and the ability of the combined business to
grow and manage growth profitably;

●

Costs related to the business combination transaction;

●

Estimates of our future revenue, expenses, capital requirements and our need for financing;

●

The risk of legal complaints and proceedings and government investigations;

●

Our financial performance;

●

Success in retaining or recruiting, or changes required in, our officers, key employees or directors;

●

Current and future government regulations;

●

Developments relating to our competitors;

●

Changes in applicable laws or regulations;

●

The possibility that we may be adversely affected by other economic and market conditions, political disturbances, war, terrorist acts, international
currency fluctuations, business and/or competitive factors; and

●

Other risks and uncertainties, set forth in Part II, Item 1A — Risk Factors included in this Report.

Readers are cautioned not to place undue reliance on forward-looking statements because of the risks and uncertainties related to them and to the
risk factors. We disclaim any obligation to update the forward-looking statements contained in this Report to reflect any new information or future events or
circumstances or otherwise, except as required by law. Readers should read this Report in conjunction with the discussion under Part II, Item 1A — Risk
Factors, our unaudited condensed consolidated interim financial statements and the related notes thereto included in this Report, and other documents which
we may furnish from time to time with the SEC.
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ITEM 2. OPERATING AND FINANCIAL REVIEW.
The following discussion and analysis should be read in conjunction with the unaudited condensed consolidated interim financial statements and
related notes included elsewhere in this Report. In addition, such analysis should be read in conjunction with the audited consolidated financial statements
and the related notes included in the Proxy Statement and the information under the headings “The Business Combination and Related Transactions,”
“Description of Business,” “Risk Factors” and “NESR Management’s Discussion and Analysis of Financial Condition and Results of Operations,” “NPS
Management’s Discussion and Analysis of Financial Condition and Results of Operations” and “GES Management’s Discussion and Analysis of Financial
Condition and Results of Operations” in the Proxy Statement, as well as the information under the headings “Unaudited Pro Forma Condensed Combined
Financial Information,” “NPS Management’s Discussion and Analysis of Financial Condition and Results of Operations” and “GES Management’s
Discussion and Analysis of Financial Condition and Results of Operations” in Item 2.01 of the Super 8-K. The following discussion and analysis contains
forward-looking statements that reflect our future plans, estimates, beliefs and expected performance. Please read “Cautionary Note Regarding ForwardLooking Statements.”
Overview
We were formed in the British Virgin Islands on January 23, 2017 as a special purpose acquisition company. On May 17, 2017, we consummated our
initial public offering of units, each consisting of one ordinary share and one warrant to purchase one-half of one ordinary share. On June 6, 2018, we
consummated the Business Combination, acquiring all of the issued and outstanding shares and other equity interests of NPS and GES. In connection with
the consummation of the Business Combination and other related transactions, we issued and agreed to issue an aggregate of 67,013,503 ordinary shares and
paid consideration in cash totaling $319.0 million, and our public shareholders holding 1,916,511 ordinary shares elected to have such shares redeemed for
an aggregate amount of $19.4 million.
We are a regional provider of products and services to the oil and gas industry in the Middle East and North Africa (“MENA”) and Asia Pacific
(“APAC”) regions. We currently operate in 15 countries, with a strong presence in Saudi Arabia, Oman, Algeria, Qatar, UAE, and Iraq. We derive more than
95% of our revenue from Saudi Arabia, Oman, Algeria, Qatar, UAE and Iraq. With its vast reserves of oil and gas, the MENA region continues to dominate in
its role as a vital source of global energy supply and stability. Our products and services include a broad suite of offerings that are essential in the drilling and
completion of new oil and natural gas wells and in the remedial work on existing wells, both onshore and offshore, including completion services and
equipment and drilling & evaluation services and equipment.
Description of the NPS and GES Transactions
On June 6, 2018, NESR acquired 100% of the outstanding NPS shares (the “NPS Transaction”) for total consideration amounting to $590.8 million,
including $319.0 million in cash, $288.8 million in NESR ordinary shares and 16.2 million in estimated value of earn-outs. The earn-out mechanisms
provide for the NPS selling stockholders to receive additional consideration after the closing of the Business Combination as follows:
(1) up to 1,671,704 NESR ordinary shares if the 2018 EBITDA of NESR satisfies scheduled financial thresholds (the “First Equity Stock Earn-Out”), and
(2) up to an additional 1,671,704 NESR ordinary shares if the 2018 EBITDA of NESR satisfies scheduled thresholds higher than the First Equity Stock EarnOut financial thresholds.
NESR was also required to make additional payments for delays in receiving shareholder approval to complete the Business Combination
amounting to $13.4 million, plus $5.2 million for reimbursement of NPS selling stockholders’ fees, costs and expenses related to the NPS Transaction.
On June 6, 2018, NESR also acquired 100% of the outstanding shares of GES, 88% of the outstanding shares were acquired directly from certain
owners of GES and the remaining 12% were acquired from NESR Holdings Ltd. (“NESR Holdings”) for total consideration of $288.8 million, all in NESR
ordinary shares, plus the assumption of certain convertible loan contracts that NESR Holdings entered into to partially finance the GES Transaction
(collectively, the “GES Transaction”). Upon the closing of the Business Combination, NESR elected to convert the loan contracts, plus $1.1 million in
accrued interest thereon, into NESR ordinary shares, which were accepted by the holders.
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Based on the preliminary purchase price allocation in connection with the Business Combination, the aggregate consideration was allocated to the
assets and liabilities of the two acquired companies, now reflected in the Company’s consolidated balance sheet as of June 30, 2018. Significant allocations
were made to amortizable intangible assets, as a result of which the Company expects to incur substantially higher amortization expenses than the two
acquired companies have recorded historically.
For more information on the Business Combination and its accounting impact, see “Basis of Presentation of Financial Information—Business
Combination Accounting and Presentation of Results of Operations” below and Note 4, Business combination, to the condensed consolidated interim
financial statements included in Item 1 of this Report.
Factors Affecting Our Results of Operations
Cyclical Nature of Sector
We provide oilfield services to exploration and production companies with operations in the onshore and offshore oil and gas sectors in the MENA,
particularly the Middle East, and APAC regions. Demand for our services is mainly driven by our customers’ operations and is therefore linked to global
commodity prices and expectations about future prices, rig activity and other factors.
The oilfield services sector is a highly cyclical industry. As a result, our operating results can fluctuate from quarter to quarter and period to period.
However, due to the lower average cost per barrel in the Middle East and the need for infrastructure spending to sustain or increase current production levels
of these oil rich countries, we believe that we are less affected by oil price shocks as compared to oilfield services companies that operate in other regions, as
discussed below.
Global E&P Trends and Oil Prices
Since the most recent downturn in oil prices, which commenced in 2014, many projects have been deferred by E&P companies, as they sought to
reduce oilfield service costs in an attempt to lower their break-even points. Pricing concessions were granted by service providers in order to maintain their
market share during these periods.
Global E&P spending increased by approximately 4% in 2017, which was preceded by two years of double-digit declines. As oil prices have
recently started to rise, more projects are expected to become economically viable and it is expected that onshore spending will increase. Given the recent
depletion of global oil inventories, we expect production to rise in order to meet current estimated demand. With diminishing oil reserves, we expect that
increases in oil supply will be weighted towards replacing old wells and implementing new technologies.
Drilling Environments
Based on energy industry data (as of March 2018) offshore oil production currently provides an estimated 30% of all global oil supply. Although
this is a significant portion, the bulk of oil production comes from onshore activity. We provide services to E&P companies with both onshore and offshore
drilling operations. Offshore drilling generally provides higher margins to service providers due to greater complexity, logistical challenges and the need for
innovative solutions. Our strategy going forward is to further target offshore drilling in the MENA and APAC regions, although there is no guarantee that we
will succeed in increasing the proportion of offshore activities relative to our onshore activities.
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Geographic Concentration; Middle Eastern Operations
95% of our revenue has historically come from the MENA region, and particularly the Middle East. The Middle East has almost half of the world’s
proven oil reserves and accounts for almost a third of oil production, according to the BP Statistical Review of World Energy. The countries in the Arabian
Gulf account for around 23% of global oil production and given the low break-even price, it is a key region for oilfield service companies. Most oil and gas
fields in the Middle East are legacy fields on land or in shallow waters. These fields are largely engaged in development drilling activity, driven by the need
for redevelopment, enhanced oil recovery via stimulation and the drilling of new production wells. Further, a number of gas fields scheduled to be developed
in the near future will require oilfield services. Although the region still has low break-even levels, it is expected that more complex offshore rigs, with higher
break-even prices, will be developed in the future and other new technologies will be required to meet customer expectations or drilling requirements. As a
result, our capital expenditure and related financing needs may increase materially in the future.
In addition, regional drilling operations may be impacted by local political and economic trends. Due to the concentration of our operations in the
MENA region, and particularly the Middle East, our financial condition and results of operations may be impacted by geopolitical, political or economic
instability affecting the countries in which we operate, including armed conflict, imposition of economic sanctions, changes in governments and currency
devaluations, among others.
Our exposure to geopolitical, political and economic instability is partially mitigated by the continued reliance of many MENA countries on the
energy sector as the major source of national revenues. For example, according to energy industry data, during the recent industry downturn the MENA
region saw less reduction in oil and gas activities than North America. Even at lower oil and gas prices, such oil and gas dependent economies have
continued to maintain significant production and drilling activities. Further, given the Middle East markets have among the lowest breakevens, they can
continue to produce profitably at significantly lower commodity prices.
Key Components of Revenues and Expenses
Revenues
We earn revenue from our broad suite of oilfield services, including coiled tubing, cementing, stimulation and pumping, well testing services,
drilling services and rental, fishing and remediation, drilling and workover rigs, nitrogen services, wireline logging services, turbines drilling, directional
drilling, filtration services and slickline services, among others. We recognize revenues as services are rendered and collectability is reasonably assured. Our
services are based on fixed or determinable price purchase orders or contracts with customers and do not include a right of return. Rates for services and
equipment are typically priced on a per day, per man hour, per unit of measure or other similar basis.
Cost of services
Cost of services mainly include staff costs for service personnel, purchase of non-capitalized material and equipment (such as tools and rental
equipment), depreciation relating to capital assets used in our operations, vehicle and equipment rental and maintenance and repair.
Selling, general and administrative (“SG&A”)
SG&A expense includes mainly salary and employee benefits for non-production personnel (mainly management and administrative personnel),
professional service fees (including expenses relating to the Business Combination), office rental and equipment, office supplies and non-capitalized office
equipment and depreciation of office furniture and fixtures.
Amortization
Amortization expense includes mainly amortization of intangible assets associated with acquired customer contracts, trademarks and tradenames.
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Interest expense, net
Interest expense consists mainly of interest on outstanding debt, net of interest income.
Other income (expense), net
Other operating income (expenses) consists mainly of gain/loss on disposal of fixed assets, bank charges and foreign exchange transaction expenses.
Key Performance Indicators
We track two principal non-financial performance indicators that are important drivers of our results of operations: rig count and oil price. Oil price
is important because the level of spending by E&P companies, our principal customers, is significantly influenced by anticipated future prices of oil, which is
typically indicative of expected supply and demand. Changes in E&P spending, in turn, typically result in an increased or decreased demand for our services.
Rig count, particularly in the regions in which we operate, is an indicator of the level of activity and spending by our E&P customers, and has historically
been an important indicator of our financial performance and activity levels.
The following table shows rig count and average oil prices as of and for the periods indicated:
June 30, 2018
Rig count (as of period end)
Middle East
Rest of World
Total
Crude Price (Brent, per barrel)(average price for the six month period)

$

392
1,760
2,152
70.65

June 30, 2017

$

397
1,644
2,041
51.68

Basis of Presentation of Financial Information
Business Combination Accounting and Presentation of Results of Operations
As a result of the Business Combination, NESR was determined to be the accounting acquirer and NPS was determined to be the predecessor for SEC
reporting purposes. Pursuant to Accounting Standard Codification (“ASC”) 805, Business Combinations (“ASC 805”), the acquisition-date fair value of the
purchase consideration paid by NESR to effect the Business Combination was allocated to the assets acquired and the liabilities assumed based on their
estimated fair values. As a result of the application of the acquisition method of accounting resulting from the Business Combination, the financial
statements and certain notes separate our presentations into two distinct sets of reporting periods, the periods before the consummation of the transaction
(“Predecessor Periods”) and the period after that date (“Successor Period”), to indicate the application of the different basis of accounting between the periods
presented. The Predecessor Periods reflect the historical financial information of NPS prior to the Business Combination, while the Successor Period reflects
our consolidated financial information, including the results of NPS and GES, after the Business Combination. The Successor Period is from June 7, 2018 to
June 30, 2018 (“2018 Successor Period”) and the Predecessor Periods are from April 1, 2018 to June 6, 2018 (“2018 Predecessor Second Quarter Period”), for
the three months ended June 30, 2017 (“2017 Predecessor Second Quarter”), January 1, 2018 to June 6, 2018 (“2018 Predecessor Period”) and for the six
months ended June 30, 2017 (“2017 Predecessor Period”).
Our statement of operations subsequent to the Business Combination includes depreciation and amortization expense on the NPS and GES property,
plant, and equipment balances resulting from the fair value adjustments made under the new basis of accounting. Certain other items of income and expense,
particularly depreciation and amortization were also impacted and NPS stand-alone results are presented as the predecessor. Therefore, our financial
information prior to the Business Combination is not comparable to our financial information subsequent to the Business Combination.
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Segments
We operate our business and report our results of operations through two operating and reporting segments, Production Services and Drilling and
Evaluation Services, which aggregate services performed during distinct stages of a typical life cycle of an oil well.
Production Services. Our Production Services segment includes the results of operations from services that are generally offered and performed
during the production stage of a well’s lifecycle. These services mainly include coiled tubing, cementing, stimulation and pumping, nitrogen services,
filtration services, completions, pipelines, laboratory services and artificial lift services. Our Production Services segment accounted for 64%, 80% and 85%
of our revenues for the 2018 Successor Period, the 2018 Predecessor Second Quarter Period and the 2017 Predecessor Second Quarter, respectively.
Drilling and Evaluation Services. Our Drilling and Evaluation Services segment includes the results of operations from services that are generally
offered and performed during pre-production stages of a well’s lifecycle and related mainly to the operation of oil rigs. The services mainly include well
testing services, drilling services and rental, fishing and remediation, drilling and workover rigs, wireline logging services, turbines drilling, directional
drilling, slickline services and drilling fluids, among others. Our Drilling and Evaluation Services segment accounted for 36%, 20% and 15% of our revenues
for the 2018 Successor Period, the 2018 Predecessor Second Quarter Period and the 2017 Predecessor Second Quarter, respectively.
Results of Operations
The discussions below relating to significant line items from our consolidated statements of operations are based on available information and represents
our analysis of significant changes or events that impact the fluctuations in or comparability of reported amounts. Where appropriate, we have identified
specific events and changes that affect comparability or trends. In addition, the discussions below for revenues are on an aggregate basis for each fiscal
period, as the business drivers for all services are similar.
2018 Successor Period and 2018 Predecessor Second Quarter Period Compared to 2017 Predecessor Second Quarter
The following table presents our consolidated income statement data for the periods indicated:

Description
Revenues
Cost of product and services
Gross profit
Selling, general and administrative expenses
Amortization
Operating income (loss)
Interest expense, net
Other (expense) income, net
Income (loss) before income taxes
Income taxes
Net income (loss)

June 7, 2018 through
June 30, 2018
As % of
In thousand $
Revenues
Successor
$
44,986
100%
(37,055 )
82 %
7,931
18%
(9,021)
20%
(1,536 )
3%
(2,626)
6%
(1,900)
4%
(468 )
1%
(4,994)
11%
1,029
2%
$
(3,965 )
9%
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April 1, 2018 through
Three Months ended
June 6, 2018
June 30, 2017
In thousand
As % of
In thousand
As % of
$
Revenues
$
Revenues
Predecessor
$
60,185
100% $
68,589
100%
(46,070 )
77 %
(50,418 )
74 %
14,115
23%
18,171
26%
(10,469)
17%
(7,642)
11%
(10 )
0%
(73 )
0%
3,636
6%
10,456
15%
(1,265)
2%
(1,700)
2%
271
0%
(297 )
0%
2,642
4%
8,459
12%
(1,359 )
2%
(1,043 )
2%
$
1,283
2% $
7,416
11 %

Revenue. Revenue was $45.0 million for the 2018 Successor Period and $60.2 million for the 2018 Predecessor Second Quarter Period, or $105.2
million in total, compared to revenue of $68.6 million for the 2017 Predecessor Second Quarter. Excluding the revenues of GES in the 2018 Successor Period,
revenues would have been $92.7 million.
The table below presents our revenue by segment for the periods indicated:

Production services
Drilling and evaluation services
Total

June 7, 2018 through
June 30, 2018
% of
$ in thousands
Revenues
Successor
$
28,602
64%
$
16,384
36 %
$
44,986
100 %

April 1, 2018 through
Three Months ended
June 6, 2018
June 30, 2017
% of
% of
$ in thousands
Revenues
$ in thousands
Revenues
Predecessor
$
48,032
80% $
58,545
85%
12,153
20 %
10,044
15 %
$
60,185
100 % $
68,589
100 %

Production Services revenue was $28.6 million for the 2018 Successor Period and $48.0 million for the 2018 Predecessor Second Quarter Period, or
$76.6 million in total, an increase of $18.1 million from $58.5 million for the 2017 Predecessor Second Quarter. This increase was due primarily to higher
coiled tubing activity in Saudi, Qatar, Iraq, and the United Arab Emirates.
Drilling and Evaluation Services revenue was $16.4 million for the 2018 Successor Period and $12.1 million for the 2018 Predecessor Second
Quarter Period, or $28.5 million in total, an increase of $18.5 million from $10.0 million for the 2017 Predecessor Second Quarter. Apart from the impact of
the GES acquisition, this increase was primarily driven by increased well testing in Saudi and Iraq, further enhanced by an increase in logging and well
testing activity in Saudi.
Cost of product and services. Cost of services was $37.1 million and $46.1 million for the 2018 Successor Period and the 2018 Predecessor Second
Quarter Period, respectively, compared to $50.4 million for the 2017 Predecessor Second Quarter. Cost of services in the 2018 Successor Period was driven
mainly by the impact of the GES acquisition as well as higher customer activity levels in NPS. Cost of services as a percentage of total revenue in the 2018
Successor Period and the 2018 Predecessor Second Quarter Period was 82% and 77%, respectively, compared to 74% for the 2017 Predecessor Second
Quarter. The increase in cost of services as a percentage of revenue was mainly due to the GES business combination whereby the revenue mix changed with
a higher share of revenue from Drilling activity which has relatively lower margins. Cost of services included depreciation of $6.5 million, $6.9 million and
$9.4 million for the 2018 Successor Period, the 2018 Predecessor Second Quarter Period and the 2017 Predecessor Second Quarter, respectively.
Gross profit. Gross Profit as a percentage of total revenue in the 2018 Successor Period and the 2018 Predecessor Second Quarter Period was 18%
and 23%, respectively, compared to 26% for the 2017 Predecessor Second Quarter. The decrease in Gross Profit margins are largely due to the change in
revenue mix as described above.
Selling, general and administrative expense. Selling, general and administrative (“SG&A”) expense was $9.0 million, $10.5 million and $7.6
million for the 2018 Successor Period, the 2018 Predecessor Second Quarter Period and the 2017 Predecessor Second Quarter, respectively. In addition, 2018
periods included higher personnel compensation costs driven by an increase in staff headcount to support higher activity levels. As a percentage of revenue,
SG&A expense was 20% of revenue in 2018 Successor Period as compared to 17% in the 2018 Predecessor Second Quarter Period and 11% in the 2017
Predecessor Second Quarter. The significant increase in SG&A as a percentage of revenue in the 2018 Successor Period was largely the result of the
transaction costs for the Business Combination.
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Amortization expense. Amortization expense was $1.5 million for the 2018 Successor Period and negligible for both the 2018 Predecessor Second
Quarter Period and the 2017 Predecessor Second Quarter. The increase in the 2018 Successor Period amortization was driven mainly by recording the
valuation of our acquired intangible assets resulting from the Business Combination.
Interest expense, net. Interest expense, net, was $1.9 million, $1.3 million and $1.7 million for the 2018 Successor Period, the 2018 Predecessor
Second Quarter Period and the 2017 Predecessor Second Quarter, respectively.
Other (expense) income, net. Other (expense) income, net, was $(0.5) million and $0.3 million in the 2018 Successor Period and 2018 Predecessor
Second Quarter Period, respectively. Other expense, net, was ($0.3) million in the 2017 Predecessor Second Quarter.
Net (loss) income. Net loss was $4.0 million for the 2018 Successor Period, resulting mainly from the incurrence of Business Combination-related
expenses. Net income was $1.3 million and $7.4 million for the 2018 Predecessor Second Quarter Period and the 2017 Predecessor Second Quarter,
respectively, due to the factors described above, including the incurrence of Business Combination related costs in the 2018 Predecessor Second Quarter
Period.
2018 Successor Period and 2018 Predecessor Period compared to the 2017 Predecessor Period
The following table presents our consolidated income statement data for the periods indicated:

Description
Revenues
Cost of product and services
Gross profit
Selling, general and administrative expenses
Amortization
Operating income (loss)
Interest expense, net
Other (expense) income, net
Income (loss) before income taxes
Income taxes
Net income (loss)

June 7, 2018 through
January 1, 2018 through
Six Months ended
June 30, 2018
June 6, 2018
June 30, 2017
As % of
As % of
As % of
In thousand $
Revenues
In thousand $
Revenues
In thousand $
Revenues
Successor
Predecessor
$
44,986
100% $
137,027
100% $
123,328
100%
(37,055 )
82 %
(104,242 )
76 %
(92,171 )
75 %
7,931
18%
32,785
24%
31,157
25%
(9,021)
20%
(19,969)
15%
(15,338)
12%
(1,536 )
3%
(10 )
0%
(146 )
0%
(2,626)
6%
12,806
9%
15,673
13%
(1,900)
4%
(4,090)
3%
(3,273)
3%
(468 )
1%
362
0%
(188 )
0%
(4,994)
11%
9,078
7%
12,212
10%
1,029
2%
(2,342 )
2%
(1,954 )
2%
$
(3,965 )
9% $
6,736
5% $
10,258
8%

Revenue. Revenue was $45.0 million for the 2018 Successor Period and $137.0 million for the 2018 Predecessor Period, or $182.0 million in total,
compared to revenue of $123.3 million for the 2017 Predecessor Period. Excluding the revenues of GES in the 2018 Successor Period, revenues would have
been $169.6 million. The GES Transaction contributed to a revenue increase of $12.4 million. The table below presents our revenue by segment for the
periods indicated:

Production services
Drilling and evaluation Services
Total

June 7, 2018 through
June 30, 2018
% of
$ in thousands
Revenues
Successor
$
28,602
64%
$
16,384
36 %
$
44,986
100 %
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January 1, 2018 through
Six Months ended
June 6, 2018
June 30, 2017
% of
% of
$ in thousands
Revenues
$ in thousands
Revenues
Predecessor
$
112,295
82% $
105,329
85%
24,732
18 %
17,999
15 %
$
137,027
100 % $
123,328
100 %

Production Services revenue was $28.6 million for the 2018 Successor Period and $112.3 million for the 2018 Predecessor Period, or $140.9 million
in total, an increase of $35.6 million from $105.3 million for the 2017 Predecessor Period. Excluding the impact of the GES acquisition, the increase in
revenue was due primarily to higher coil tubing activity in Saudi, Qatar, Iraq, and the United Arab Emirates. The GES acquisition contributed to a further
revenue increase of $4.8 million.
Drilling and Evaluation Services revenue was $16.4 million for the 2018 Successor Period and $24.7 million for the 2018 Predecessor Period, or
$41.1 million in total, an increase of $23.1 million from $18 million for the 2017 Predecessor Period. The increase was primarily driven by higher well testing
activity in Saudi and Iraq. The GES acquisition contributed to a further revenue increase of $7.5 million.
Cost of product and services. Cost of services was $37.1 million, $104.2 million and $92.2 million for the 2018 Successor Period, the 2018
Predecessor Period and the 2017 Predecessor Period, respectively. Cost of services as a percentage of total revenue in the 2018 Successor Period, the 2018
Predecessor Period and the 2017 Predecessor Period was 82%, 76% and 75%, respectively; the increase in trend due mainly to revenue mix as discussed
above. Cost of services included depreciation of $6.5 million, $17.3 million and $18.6 million for the 2018 Successor Period, the 2018 Predecessor Period
and the 2017 Predecessor Period, respectively.
Gross profit. Gross profit as a percentage of total revenue in the 2018 Successor Period, the 2018 Predecessor Period and the 2017 Predecessor Period
was 18%, 24% and 25%, respectively; the decrease in trend is described above.
Selling, general and administrative expense. Selling, general and administrative (“SG&A”) expense, which represents costs associated with
managing and supporting our operations, was $9.0 million, $20.0 million and $15.3 million for the 2018 Successor Period, the 2018 Predecessor Period and
the 2017 Predecessor Period, respectively. As a percentage of revenue, SG&A expense increased to 20% of revenue in 2018 Successor Period as compared to
15% for the 2018 Predecessor Period and 12% for the 2017 Predecessor Period, respectively largely as a result of Business Combination related expenses, as
discussed above.
Amortization expense. Amortization expense was $1.5 million for the 2018 Successor Period and negligible for both the 2018 Predecessor Period
and the 2017 Predecessor Period. Variances are due to the reasons discussed above.
Interest expense, net. Interest expense, net, was $1.9 million, $4.1 million and $3.3 million for the 2018 Successor Period, the 2018 Predecessor
Period and the 2017 Predecessor Period, respectively. The relative increase in trend was attributable to both higher LIBOR rates and higher fixed interest
charges on the Murabaha bank loan, in addition to incremental interest charges arising on the new bridge loan facility which was drawn down in early
February 2018 and the Hana Loan which applies to the 2018 Successor Period to finance a portion of the consideration for the Business Combination.
Other (expense) income, net. Other (expense)/ income, net, was $(0.5) million, $0.4 million and $(0.2) for the 2018 Successor Period, the 2018
Predecessor Period and the 2017 Predecessor Period, respectively.
Net (loss) income. Net loss was $4.0 million for the 2018 Successor Period. Net income was $6.7 million and $10.3 million for the 2018 Predecessor
Period and the 2017 Predecessor Period, respectively. Reasons for the variances are discussed above.
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Supplemental Segment EBITDA Discussion
Our management uses segment EBITDA as its principal measure of segment operating performance.
Production Services EBITDA was $8.8 million, $36.8 million and $37.2 million for the 2018 Successor Period, the 2018 Predecessor Period and the
2017 Predecessor Period, respectively. Excluding the impact of the GES Transaction, the trend increase in segment EBITDA was due primarily to higher coil
tubing activity in Saudi, Qatar, Iraq, and the United Arab Emirates. The GES acquisition contributed $0.4 million to segment EBITDA.
Drilling and Evaluation Services EBITDA was $1.3 million, $3.3 million and $1.7 million for the 2018 Successor Period, the 2018 Predecessor
Period and the 2017 Predecessor Period, respectively. Excluding the impact of the GES Transaction, the trend increase in segment EBITDA was primarily
driven by higher well testing activity in Saudi and Iraq. The GES acquisition contributed $2.4 million to segment EBITDA.
Liquidity and Capital Resources
Our objective in financing our business is to maintain sufficient liquidity, adequate financial resources and financial flexibility in order to fund the
requirements of our business. We had cash and cash equivalents amounting to $36.9 million as of June 30, 2018 (Successor) and $27.5 million as of
December 31, 2017 (Predecessor). Our outstanding long-term debt amounted to $170.9 million as of June 30, 2018 (Successor) and $147.0 million as of
December 31, 2017 (Predecessor). We believe that our cash on hand, cash flows generated from operations, and liquidity available through our credit
facilities, including recently drawn facilities, will provide sufficient liquidity to manage our global cash needs. See “Capital Resources” below.
Cash Flows
Cash flows provided by (used in) each type of activity were as follows for the 2018 Successor Period, the 2018 Predecessor Period and the 2017
Predecessor Period:

(in thousands)

June 7, 2018
through
June 30, 2018
Successor

Cash Provided by/(used in):
Operating Activities
Investing Activities
Financing Activities
Effect of exchange rate changes on cash
Net change in cash and cash equivalents

14,324
(52,235)
74,766
36,855

January 1, 2018
through
June 6, 2018
Predecessor
20,826
(10,959)
(5,740 )
(16 )
4,111

Six Months Ended
June 30, 2017
Predecessor
24,257
(20,744)
(3,202 )
(26 )
285

Operating Activities
Cash flows from operating activities, aggregating the 2018 Successor Period and the 2018 Predecessor Period, provided cash of $35.2 million
compared to $24.3 million for the 2017 Predecessor Period. Cash flows from operating activities increased $10.9 million in the aforementioned period
compared to the 2017 Predecessor Period, primarily due to movements in components of working capital, which largely comprised an increase in accounts
payable and accrued liabilities partially offset by an increase in unbilled receivables.
Investing Activities
Cash flows used in investing activities, aggregating the 2018 Successor Period and the 2018 Predecessor Period, were $63.2 million compared to
$20.7 million for the 2017 Predecessor Period. The increase in cash used in investing activities is primarily due to the effect of the Business Combination
partially offset by reductions in capital expenditures in the aforementioned period as compared to capital expenditures in the 2017 Predecessor Period. Our
principal recurring investing activity is the funding of capital expenditures to ensure that we have the appropriate levels and types of machinery and
equipment in place to generate revenue from operations.
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Financing Activities
Cash flows provided by financing activities, aggregating the 2018 Successor Period and the 2018 Predecessor Period, were $69.0 million compared
to cash flows used by financing activities of $3.2 million in the 2017 Predecessor Period. Cash flows provided by financing activities for the aforementioned
period were attributable principally to proceeds issuance of shares ($48.3 million), lines of credit and other debt of $96.1 million, partially offset by impacts
from the business combination and dividends paid to shareholders in the 2018 Predecessor Period.
Credit Facilities
As of and after June 30, 2018, we had the following principal credit facilities and instruments outstanding or available:
●

Hana Loan: NESR entered into a $50.0 million unsecured loan with Hana Investments on June 5, 2018 (the “Hana Loan”). The Hana Loan matures
on December 17, 2018 and can be prepaid at any time in cash or NESR ordinary shares at a conversion rate of $11.244 per share, at the election of
the lender after NESR delivers five business days’ notice of its intent to repay the Hana Loan. The Hana Loan will accrue interest at the greater of (i)
an amount equal to $4.0 million through the maturity date or prorated if the loan is prepaid and (ii) at a rate per annum equal to One Month ICE
LIBOR, adjusted monthly on the first day of each calendar month, plus a margin of 2.25% payable on maturity or when prepaid. The loan was
subject to an origination fee of $0.6 million payable in NESR ordinary shares at $11.244 per share, resulting in the issuance of 53,362 shares at
closing of the Business Combination. In addition, Hana Investments has a right to convert the principal of the Hana Loan into NESR ordinary shares
on or prior to maturity at a conversion rate of $11.244 per share. If as a result of exercising any conversion rights in the Hana Loan, Hana
Investments’ total share ownership equals or exceeds 20% of the then-outstanding NESR shares, then the conversion of any amount into NESR
ordinary shares will be contingent upon NESR receiving any required shareholder approval for such issuance of NESR ordinary shares under
applicable NASDAQ rules.

●

Murabaha Credit Facilities: NPS entered into a syndicated Murabaha (an Islamic financing structure where a set fee is charged rather than interest)
facility for $150.0 million (the “NPS Murabaha Credit Facility”), which was fully drawn, on November 26, 2014, with an original maturity date in
2020. The NPS Murabaha Credit Facility was amended in May 2017 to extend the maturity date to May 28, 2025. The facility is repayable in
quarterly installments ranging from $1.1 million to $57.9 million commencing from August 1, 2019 with the last installment until, and on, the
maturity date. The facility carries a stated interest rate of three months LIBOR plus a fixed profit margin of 3.25% per annum and was partially
secured by a personal guarantee of one individual shareholder on a pro-rata basis with his shareholding percentage. Letters of awareness were
executed by the corporate shareholders as credit support for the Amended NPS Murabaha Credit Facility. Effective upon closing of the Business
Combination, NESR executed guarantees of the borrowings outstanding and additional borrowings under the facility, and NESR guaranteed the
facility upon the consummation of the Business Combination. The facility contains customary events of default and covenants, which, among other
things, require the maintenance of a total debt-to-total capitalization ratio, restrict certain merger transactions or the sale of all or substantially all of
our assets or those of a significant subsidiary and limit the amount of our subsidiaries’ indebtedness. As of June 30, 2018, we were in compliance
with all of the facility’s covenants.

●

NPS term facility: NPS entered into a $50.0 million term facility (the “NPS Term Loan”) on February 4, 2018 with Arab Petroleum Investors
Corporation (“APICORP”). The loan was repayable by August 1, 2018. The facility carried a stated interest rate of one month LIBOR plus a fixed
profit margin of 1.50% per annum or $0.9 million until August 1, 2018. This facility was repaid on July 3, 2018 with the proceeds from the Bilateral
Term Facility described below.

●

Term loan from Ahli Bank: GES has a term loan of $4.4 million from Ahli Bank. This loan is repayable in nine quarterly installment starting seven
months from the first drawdown until December 2019 and carries interest at the rate 3 months / 6 months LIBOR + 4% per annum. $3.3 million of
this loan is outstanding at June 30, 2018. This term loan has covenants which include, among others, certain financial ratios to be maintained
including maintaining a minimum debt service coverage ratio of 1.25.
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●

GES Term Loan: We are the guarantor of certain GES term loans with the National Bank of Oman, including a Tranche A, under which $29.6
million was outstanding at June 30, 2018 ($12.9 million of which short-term), and is repayable by equal quarterly installments through maturity in
July 2020. In 2017, a $20.0 million Tranche B facility was obtained by GES, of which $4.5 million was outstanding at June 30, 2018 ($1.1 million
of which short-term). Tranche B is repayable in equal quarterly installments starting 18 months from the first drawdown through maturity in June
2022. Tranche A and Tranche B are subject to interest at the rate of LIBOR plus a spread of 3.50% per annum. Tranche A and Tranche B contain
customary covenants including, among others, certain financial ratios to be maintained by GES, including a minimum debt service coverage ratio.

●

Bilateral Term Facility: We entered into a bilateral term credit facility for $50.0 million on July 3, 2018 (the “Bilateral Term Facility”), which was
fully drawn down at closing. As of July 3, 2018, we had borrowings under the credit facility of $50.0 million, $12.5 million of which was short-term.
The facility is repayable in 16 equal quarterly installments commencing in September 2018 through maturity in May 2022. The facility bears
interest at three month LIBOR plus a spread of 2.75% per annum and contains customary events of default and covenants, including a requirement
that we maintain a gearing ratio of 1.5 to 1 (calculated as the ratio of our total debt and equity to our total debt).

●

SABB 187.5 Million SAR Term Loan Facility: We are the guarantor of a term loan facility entered into by a subsidiary of NPS with The Saudi
British Bank for SAR 187.5 million ($50.0 million) (the “NPS SABB Facility”) on July 9, 2018. The facility carries a stated interest rate of Saudi
Arabian Interbank Offered Rate plus 2.75% per annum and is repayable in 15 equal quarterly installments commencing in September 2018 and
ending upon maturity in February 2022. As of August 13, 2018, we had drawn SAR 93.75 million ($25.0 million) under the facility. The facility
contains certain customary covenants, which among other things, require the NPS subsidiary to maintain a certain total debt to total capitalization
ratio.

Capital Resources
In the next twelve months, we believe cash on hand, cash flows from operating activities and the available credit facilities, including at our
subsidiaries, will provide us with sufficient capital resources and liquidity to manage our working capital needs, meet contractual obligations, fund capital
expenditures, and support the development of our short-term and long-term operating strategies. If necessary, we may use short-term debt to fund cash needs
in various countries in excess of the cash generated in those specific countries.
We plan to pursue strategic acquisitions as an element of our business strategy. The timing, size or success of any acquisition and the associated
potential capital commitments are unpredictable and uncertain. We may seek to fund all or part of any such acquisition with proceeds from debt or equity
issuances, or a combination thereof, or may issue equity directly to the sellers. Our ability to obtain capital for strategic acquisitions will depend on our future
operating performance, financial condition and, more broadly, on the availability of equity and debt financing. Capital availability will be affected by
prevailing conditions in our industry, the global economy, the global financial markets and other factors, many of which are beyond our control. In addition,
any additional debt service requirements we take on could be based on higher interest rates and shorter maturities and could impose a significant burden on
our results of operations and financial condition, and the issuance of additional equity securities could result in significant dilution to our shareholders.
Other Factors Affecting Liquidity
Guarantee agreements. In the normal course of business with customers, vendors and others, we have entered into off-balance sheet arrangements,
such as surety bonds for performance, and other bank issued guarantees, which totaled $33.3 million and $28.4 million as of June 30, 2018 and as of
December 31, 2017, respectively. A liability is accrued when a loss is both probable and can be reasonably estimated. None of the off-balance sheet
arrangements either has, or is likely to have, a material effect on our consolidated financial statements.
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Customer receivables. In line with industry practice, we bill our customers for our services in arrears and are, therefore, subject to our customers
delaying or failing to pay our invoices. In weak economic environments, we may experience increased delays and failures to pay our invoices due to, among
other reasons, a reduction in our customers’ cash flow from operations and their access to the credit markets as well as unsettled political conditions. If our
customers delay paying or fail to pay us a significant amount of our outstanding receivables, it could have a material adverse effect on our liquidity,
consolidated results of operations and consolidated financial condition. Over 70% of our revenue is attributable to five major oil company customers. Two of
our largest customers, Saudi Aramco and Sonatrach, are owned by the governments of Saudi Arabia and Algeria, respectively. It is customary for Saudi
Aramco to delay payments of a portion (10%) of receivables until all taxes due within the country are fully paid and settled.
Dividend Policy
We have not paid any cash dividends on our ordinary shares to date and do not intend to pay cash dividends in the foreseeable future. The payment
of cash dividends in the future will be dependent upon our revenues and earnings, if any, capital requirements and general financial condition. The payment
of any cash dividends will be within the discretion of our Board of Directors. In addition, our ability to declare dividends may be limited by restrictive
covenants we may agree to in connection with our indebtedness.
Off-Balance Sheet Arrangements
In the normal course of business with customers, vendors and others, we have entered into off-balance sheet arrangements, such as surety bonds for
performance, and other bank issued guarantees. It is not practicable to estimate the fair value of these financial instruments. None of the off-balance sheet
arrangements have had, or are likely to have, a material effect on our consolidated financial statements.
As of June 30, 2018, we had no material off-balance sheet financing arrangements other than normal operating leases. As such, we are not materially
exposed to any financing, liquidity, market or credit risk that could arise if we had engaged in such financing arrangements.
Contractual Obligations
The information in the Proxy Statement under the sections titled “NPS Management’s Discussion and Analysis of Financial Condition and Results
of Operations—Contractual Obligations” and “GES Management’s Discussion and Analysis of Financial Condition and Results of Operations—Contractual
Obligations” is incorporated by reference herein.
The table below summarizes the payments due by fiscal year for our outstanding contractual obligations as of June 30, 2018. Certain amounts
included in this table are based on our estimates and assumptions about these obligations, including their duration, anticipated actions by third parties and
other factors. The contractual cash obligations we will actually pay in future periods may vary from those reflected in the table because the estimates and
assumptions are subjective.

(in thousands)
Long-term debt (including current portion)
Operating lease commitments
Total

Total
$ 187,258
18,040
$ 205,298
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2018
$ 8,184
4,189
$ 12,373

Payments due by period
2019
2020
2021
$ 18,989 $ 17,557 $ 11,861
4,383
2,775
2,051
$ 23,372 $ 20,332 $ 13,912

2022
$ 17,739
1,593
$ 19,332

Thereafter
$ 112,928
3,049
$ 115,977

Critical Accounting Policies and Estimates
We have defined a critical accounting estimate as one that is both important to the portrayal of either our financial condition or results of operations
and requires us to make difficult, subjective or complex judgments or estimates about matters that are uncertain. We believe that the following are the critical
accounting estimates used in the preparation of our unaudited condensed consolidated interim financial statements. There are other items within our
unaudited condensed consolidated interim financial statements that require estimation and judgment but they are not deemed critical as defined above. This
discussion and analysis should be read in conjunction with our unaudited condensed consolidated interim financial statements and related notes included in
this Report.
Goodwill
Goodwill is the excess cost of an acquired entity over the amounts assigned to assets acquired and liabilities assumed in a business combination.
The goodwill relating to each reporting unit is tested for impairment annually as well as when an event, or change in circumstances, indicates an impairment
may have occurred.
Goodwill is evaluated for impairment on an annual basis, or more frequently if circumstances require. We perform a qualitative assessment to
determine whether it is more-likely-than-not that the fair value of the applicable reporting unit is less than its carrying amount. If we determine, as a result of
its qualitative assessment, that it is not more-likely-than-not that the fair value of the applicable reporting unit is less than its carrying amount, no further
testing is required. If we determine, as a result of its qualitative assessment, that it is more-likely-than-not that the fair value of the applicable reporting unit is
less than its carrying amount, a goodwill impairment assessment is performed using a two-step, fair value-based test. Under the first step, goodwill is reviewed
for impairment by comparing the carrying value of the reporting unit’s net assets (including allocated goodwill) to the fair value of the reporting unit. The
fair value of the reporting units is determined using a discounted cash flow approach.
Determining the fair value of a reporting unit requires judgment and the use of significant estimates and assumptions. Such estimates and
assumptions include revenue growth rates, discount rates operating margins, weighted average costs of capital, market share and future market conditions,
among others. If the reporting unit’s carrying value is greater than its fair value, a second step is performed whereby the implied fair value of goodwill is
estimated by allocating the fair value of the reporting unit in a hypothetical purchase price allocation analysis. If the amount of goodwill resulting from this
hypothetical purchase price allocation is less than the carrying value of the reporting unit’s goodwill, the recorded carrying value of goodwill is written down
to the implied fair value.
Intangible assets
Our intangible assets with finite lives consist of customer contracts, trademarks and trade names, and software acquired in connection with the
Business Combination. The cost of intangible assets with finite lives is amortized over the estimated period of economic benefit, ranging from eight to 10
years. Asset lives are adjusted whenever there is a change in the estimated period of economic benefit. No residual value has been assigned to these
intangible assets.
Intangible assets are reviewed for impairment whenever events or changes in circumstances indicate that the carrying value may not be recoverable.
These conditions may include a change in the extent or manner in which the asset is being used or a change in future operations. We assess the recoverability
of the carrying amount by preparing estimates of future revenue, margins, and cash flows. In reviewing for impairment, the carrying value of such assets is
compared to the estimated undiscounted future cash flows expected from the use of the assets and their eventual disposition. If such cash flows are not
sufficient to support the asset’s recorded value, an impairment charge is recognized to reduce the carrying value of the asset to its estimated fair value. The
determination of future cash flows as well as the estimated fair value of assets involves significant estimates on the part of management. If there is a material
change in economic conditions or other circumstances influencing the estimate of future cash flows or fair value, we could be required to recognize
impairment charges in the future. Fair value of these assets may be determined by a variety of methodologies, including discounted cash flow models.
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Revenue recognition
Our revenues are generated principally from providing services and the related equipment. Revenues are recognized when the services are rendered
and collectability is reasonably assured. Revenues from services and equipment are based on fixed or determinable priced purchase orders or contracts with
the customer and do not include the right of return. Rates for services and equipment are priced on a per day, per unit of measure, per man hour or similar
basis. Sales taxes collected from customers and remitted to governmental authorities are accounted for on a net basis and therefore are excluded from
revenues in the consolidated statements of income. Services performed but not billed at the end of the reporting period are classified as unbilled revenues.
The unbilled revenues for services performed are calculated based on the rates stated in the purchase orders or contracts with the customers. The unbilled
revenues are typically billed within one to six months depending on the nature of customer contract.
Income taxes
Income tax expense represents the sum of current tax and deferred tax. Interest and penalties relating to income tax are also included in the income
tax expense. Income tax is recognized in the statements of operations, except to the extent that it relates to items recognized in other comprehensive income
or directly in equity, in which case the related tax is recognized in other comprehensive income or directly in equity. Current tax is based on the taxable
profit for the period. Taxable profit differs from net profit as reported in the statements of operations because it is determined in accordance with the rules
established by the applicable taxation authorities. It therefore excludes items of income or expense that are taxable or deductible in other periods as well as
items that are never taxable or deductible. Our liability for current tax is calculated using tax rates and laws that have been enacted or substantively enacted
by the balance sheet date.
Deferred tax is provided, using the liability method, on temporary differences at the balance sheet date between the tax bases of assets and liabilities
and their carrying amounts for financial reporting purposes. Deferred tax liabilities are recognized for all taxable temporary differences except:
●

where the deferred tax liability arises on the initial recognition of goodwill;

●

where the deferred tax liability arises on the initial recognition of an asset or liability in a transaction that is not a Business Combination and, at
the time of the transaction, affects neither accounting profit nor taxable profit or loss; and

●

In respect of taxable temporary differences associated with investments in subsidiaries and associates and interests in joint arrangements, where
we are able to control the timing of the reversal of the temporary differences and it is probable that the temporary differences will not reverse in
the foreseeable future.

Deferred tax assets are recognized for deductible temporary differences, carry-forward of unused tax credits and unused tax losses, to the extent that
it is probable that taxable profit will be available against which the deductible temporary differences and the carry-forward of unused tax credits and unused
tax losses can be utilized except where the deferred tax asset relating to the deductible temporary difference arises from the initial recognition of an asset or
liability in a transaction that is not a business combination and, at the time of the transaction, affects neither accounting profit nor taxable profit or loss. In
respect of deductible temporary differences associated with investments in subsidiaries and associates and interests in joint arrangements, deferred tax assets
are recognized only to the extent that it is probable that the temporary differences will reverse in the foreseeable future and taxable profit will be available
against which the temporary differences can be utilized.
The carrying amount of deferred tax assets is reviewed at each balance sheet date and reduced to the extent that it is no longer probable that
sufficient taxable profit will be available to allow all or part of the deferred tax asset to be utilized.
The computation of our income tax expense and liability involves the interpretation of applicable tax laws and regulations in many jurisdictions
throughout the world. The resolution of tax positions taken by us, through negotiations with relevant tax authorities or through litigation, can take several
years to complete and in some cases it is difficult to predict the ultimate outcome. Therefore, judgment is required to determine provisions for income taxes.
In addition, we have carry-forward tax losses and tax credits in certain taxing jurisdictions that are available to offset against future taxable profit. However,
deferred tax assets are recognized only to the extent that it is probable that taxable profit will be available against which the unused tax losses or tax credits
can be utilized. Management judgment is exercised in assessing whether this is the case and estimates are required to be made of the amount of future taxable
profits that will be available.
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ITEM 3.

QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK.

Foreign Currency Risk
We are exposed to foreign currency risks that arise from normal business operations. These risks include transaction gains and losses associated with
intercompany loans with foreign subsidiaries and transactions denominated in currencies other than a location’s functional currency.
US dollar balances in the UAE, KSA, OMR and Qatar entities are not considered to represent significant currency risk as the respective currencies in
these countries are pegged to the U.S. dollar. Our foreign currency risk arises from the settlement of transactions in currencies other than our functional
currency, specifically in Algerian Dinar, Libyan Dinar, Indian Rupee and Indonesian Rupiah. However, customer contracts in these countries are largely
denominated in U.S. dollars.
Credit Risk
Credit risk is the risk that one party to a financial instrument may fail to discharge an obligation and cause the other party to incur a financial loss.
We are exposed to credit risk on our accounts receivable and other receivables and certain other assets (such as bank balances) as reflected in our
consolidated balance sheet, with the maximum exposure equaling the carrying amount of these assets in the consolidated balance sheet. We seek to manage
our credit risk with respect to banks by only dealing with reputable banks (our cash and cash equivalents are primarily held with banks and financial
institution counterparties that are rated A1 to Baa3, based on Moody’s ratings) and with respect to customers by monitoring outstanding receivables and
following up on outstanding balances. Management also considers the factors that may influence the credit risk of its customer base, including the default
risk of the industry and the country in which our customers operate. We sell our products to a variety of customers, mainly to national oil companies in the
MENA and APAC regions.
Liquidity risk
Liquidity risk is the risk that we may not be able to meet our financial obligations as they fall due. Our approach to managing liquidity risk is to
ensure, as far as possible, that we will always have sufficient liquidity to meet our liabilities when due, under both normal and stressed conditions, without
incurring unacceptable costs or liabilities. We maintain cash flow forecasts to monitor our liquidity position.
Accounts payable are normally settled within the terms of purchase from the supplier. We believe cash on hand, cash flows from operating activities
and the available credit facility will provide us with sufficient capital resources and liquidity to manage our working capital needs, meet contractual
obligations, fund capital expenditures, and support the development of our short-term and long-term operating strategies.
Market Risk
We are exposed to market risks primarily from changes in interest rates on our long-term borrowings as well as fluctuations in foreign currency
exchange rates applicable to our foreign subsidiaries and where local exchange rates are not pegged to the U.S. dollar (Algeria, Libya and Iraq). However, the
foreign exchange risk is largely mitigated by the fact that all customer contracts are denominated in U.S. dollars.
We do not use derivatives for trading purposes, to generate income or to engage in speculative activity.
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ITEM 4.

INTERNAL CONTROLS AND PROCEDURES

Disclosure Controls and Procedures
We maintain disclosure controls and procedures that are designed to provide reasonable assurance that material information required to be disclosed
in our reports that we submit under the Securities Exchange Act of 1934, as amended (the “Exchange Act”), is recorded, processed, summarized and reported
within the time periods specified in the SEC’s rules and forms, and that such information is accumulated and communicated to our management, including
our Chief Executive Officer and Chief Financial Officer, as appropriate, to allow timely decisions regarding required financial disclosure. In designing and
evaluating the disclosure controls and procedures, management recognized that a control system, no matter how well designed and operated, can provide
only reasonable, not absolute, assurance that the objectives of the control system are met. Because of the inherent limitations in all control systems, no
evaluation of controls can provide absolute assurance that all control issues and instances of fraud, if any, with a company have been detected.
Material Weakness identified as of December 31, 2017
As of the year ended December 31, 2017, management identified a material weakness in our Predecessor’s internal controls over financial reporting
related to deficiencies in the financial statement close processes. We are addressing the material weakness through hiring additional experienced
professionals and evaluating our financial reporting process, including our policies and procedures.
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PART II – OTHER INFORMATION
ITEM 1.

LEGAL PROCEEDINGS.

We are not and have not been involved in any material legal proceedings, other than ordinary litigation incidental to our business. Although no
assurances can be given about the final outcome of pending legal proceedings, at the present time we are not a party to any legal proceeding or investigation
that, in the opinion of management, is likely to have a material adverse effect on our business, financial condition or results of operations.
There are no proceedings in which any of our directors, officers or any of their respective affiliates, or any beneficial shareholder of more than five
percent of voting securities, is an adverse party or has a material interest adverse to the above-mentioned companies’ interest.
ITEM 1A.

RISK FACTORS.

Risks Relating to Our Business and Operations
Trends in oil and natural gas prices affect the level of exploration, development, and production activity of our customers and the demand for our services
and products, which could have a material adverse effect on our business, consolidated results of operations, and consolidated financial condition.
Demand for our services and products is particularly sensitive to the level of exploration, development, and production activity of, and the
corresponding capital spending by, oil and natural gas companies. The level of exploration, development, and production activity is directly affected by
trends in oil and natural gas prices, which historically have been volatile and are likely to continue to be volatile. Prices for oil and natural gas are subject to
large fluctuations in response to relatively minor changes in the supply of and demand for oil and natural gas, market uncertainty, and a variety of other
economic factors that are beyond our control. Crude oil prices have fluctuated significantly since 2014, with Brent Crude oil spot prices declining from a
high of $112 per barrel in June 2014 to a low of $31 per barrel in February 2016, a level which has not been experienced since 2003. The substantial decline
in oil and natural gas prices has led to a significant decrease in spending by oil and natural gas companies and further declines in oil and natural gas prices
could lead to further cuts in spending. Although crude oil prices increased during 2017 and 2018 and remained relatively steady, market reports indicate
prices are not expected to increase materially higher in the remainder of 2018. The prolonged reduction in oil and natural gas prices depressed levels of
exploration, development, and production activity from 2014 through 2017 and year to date 2018, and prolonged further reductions could have a material
adverse effect on our business, consolidated results of operations and consolidated financial condition. Should current market conditions deteriorate or any
declines persist for an extended period of time, we may be required to record asset impairments, which could have a material adverse impact on our operating
results. Even the perception of longer-term lower oil and natural gas prices by oil and natural gas companies can result in the reduction or deferral of major
expenditures given the long-term nature of many large-scale development projects.
Factors affecting the prices of oil and natural gas include:
●

the global and regional level of supply and demand for oil and natural gas including liquefied natural gas imports and exports;

●

governmental regulations, including the policies of governments regarding the exploration for and production and development of their oil and
natural gas reserves, including environmental regulations;

●

weather conditions and natural disasters;

●

worldwide political, military, and economic conditions;

●

the ability or willingness of the OPEC to set and maintain oil production levels and quotas and member country compliance with quotas;

●

the level of oil and gas production by non-OPEC countries;

●

oil refining capacity and shifts in end-customer preferences toward fuel efficiency and the use of natural gas;
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●

the cost of producing and delivering oil and natural gas;

●

technological advances affecting energy consumption; and

●

potential acceleration of the development of alternative fuels.

We operate in multiple countries across the Middle East, North Africa, and Asia. Therefore, our operations will be subject to political and economic
instability and risk of government actions that could have a material adverse effect on our business, consolidated results of operations, and consolidated
financial condition. We will be exposed to risks inherent in doing business in each of the countries in which we operate. Our operations will be subject to
various risks unique to each country that could have a material adverse effect on our business, consolidated results of operations, and consolidated financial
condition. With respect to any particular country, these risks may include but are not limited to:
●

civil unrest, acts of terrorism, force majeure, war, other armed conflict, and sanctions;

●

recent efforts toward modernization in the region could have unanticipated consequences to cause unrest or political change that could cause loss of
contracts;

●

inflation;

●

currency fluctuations, devaluations, and conversion restrictions;

●

government actions that may result in expropriation and nationalization of assets in that country;

●

confiscatory taxation or other adverse tax policies;

●

actions that limit or disrupt markets or our operations, restrict payments, limit the movement of funds or result in the deprivation of contract rights;

●

actions that result in the inability to obtain or retain licenses required for operation; and

●

retaliatory actions that may be taken by one country against other countries in the region.

For example, due to the unsettled political conditions in many oil-producing countries, our operations, revenue, and profits will be subject to the adverse
consequences of war, the effects of terrorism, civil unrest, strikes, currency controls, and governmental actions. These and other risks described above could
result in the loss of our personnel or assets, cause us to evacuate our personnel from certain countries, cause us to increase spending on security worldwide,
cause us to cease operating in certain countries, disrupt financial and commercial markets, including the supply of and pricing for oil and natural gas, disrupt
the supply of equipment required to operate in a country, result in labor shortages and generate greater political and economic instability in some of the
geographic areas in which they operate. We operate throughout the Middle East and in parts of Asia, and North Africa that have significant risk of instability.
Any possible reprisals as a consequence of military or other action, such as acts of terrorism in the United States or elsewhere, could have a material adverse
effect on our business, consolidated results of operations, and consolidated financial condition.
Physical dangers are inherent in our operations and may expose us to significant potential losses. Personnel and property may be harmed during the
process of drilling for oil and natural gas.
Drilling for and producing hydrocarbons, and the associated products and services that we provide, include inherent dangers that may lead to property
damage, personal injury, death or the discharge of hazardous materials into the environment. Many of these events are outside our control. Typically, we
provide products and services at a well site where our personnel and equipment are located together with personnel and equipment of our customer and third
parties, such as other service providers. At many sites, we depend on other companies and personnel to conduct drilling operations in accordance with
appropriate safety standards. From time to time, personnel are injured or equipment or property is damaged or destroyed as a result of accidents, failed
equipment, faulty products or services, failure of safety measures, uncontained formation pressures or other dangers inherent in drilling for oil and natural gas.
Any of these events can be the result of human error. With increasing frequency, our products and services are deployed on more challenging prospects both
onshore and offshore, where the occurrence of the types of events mentioned above can have an even more catastrophic impact on people, equipment and the
environment. Such events may expose us to significant potential losses.
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We may not be fully indemnified against financial losses in all circumstances where damage to or loss of property, personal injury, death or environmental
harm occur.
As is customary in our industry, our contracts typically require that our customers indemnify us for claims arising from the injury or death of their
employees (and those of their other contractors), the loss or damage of their equipment (and that of their other contractors), damage to the well or reservoir
and pollution originating from the customer’s equipment or from the reservoir (including uncontained oil flow from a reservoir) and claims arising from
catastrophic events, such as a well blowout, fire, explosion and from pollution below the surface. Conversely, we typically indemnify our customers for
claims arising from the injury or death of our employees, the loss or damage of our equipment (other than equipment lost in the hole) or pollution originating
from our equipment above the surface of the earth or water.
Our indemnification arrangements may not protect us in every case. For example, from time to time we may enter into contracts with less favorable
indemnities or perform work without a contract that protects us. Our indemnity arrangements may also be held to be overly broad in some courts and/or
contrary to public policy in some jurisdictions, and to that extent unenforceable. Additionally, some jurisdictions which permit indemnification nonetheless
limit its scope by statute. We may be subject to claims brought by third parties or government agencies with respect to which we are not indemnified.
Furthermore, the parties from which we seek indemnity may not be solvent, may become bankrupt, may lack resources or insurance to honor their indemnities
or may not otherwise be able to satisfy their indemnity obligations to us. The lack of enforceable indemnification could expose us to significant potential
losses.
Further, our assets generally are not insured against loss from political violence such as war, terrorism or civil commotion. If any of our assets are
damaged or destroyed as a result of an uninsured cause, we could recognize a loss of those assets.
We operate in multiple countries and earn revenue in different currencies and as such may be exposed to risks arising from fluctuating exchange rates and
currency control restrictions, which may limit our ability to reinvest earnings from operations in one country to fund the capital needs of our operations in
other countries or to repatriate assets from some countries.
A sizable portion of our consolidated revenue and consolidated operating expenses is in foreign currencies. As a result, we will be subject to significant
risks, including:
●

foreign currency exchange risks resulting from changes in foreign currency exchange rates and the implementation of exchange controls; and

●

potential limitations that might be imposed on their ability to reinvest earnings from operations in one country to fund the capital needs of our
operations in other countries.

Changes in or new interpretations of tax laws and currency/repatriation controls could impact the determination of our income tax liabilities for a tax
year.
We have operations in 15 countries. Consequently, we are subject to the jurisdiction of a significant number of taxing authorities. The income earned in
these various jurisdictions is taxed on differing bases, including net income actually earned, net income deemed earned, and revenue-based tax withholding.
The final determination of our income tax liabilities involves the interpretation of local tax laws, tax treaties, and related authorities in each jurisdiction, as
well as the significant use of estimates and assumptions regarding the scope of future operations and results achieved and the timing and nature of income
earned and expenditures incurred. Changes in the operating environment, including changes in or new interpretations of tax law and currency/repatriation
controls, could impact the determination of our income tax liabilities for the year. Moreover, some local tax benefits that may be available to companies
formed in the Gulf Cooperation Council (“GCC”) countries, which may have been available to our Subsidiaries, may not be afforded to them as a result of the
Business Combination.
In June 2016, the GCC countries agreed to impose a value added tax (“VAT”) across member states. In February 2017, Saudi Arabia ratified the GCC
VAT framework and committed to introduce VAT effective January 1, 2018. VAT will be introduced at a standard rate of 5% across the GCC. However, some
of the goods and services may be exempted from the charge of VAT or taxed at a rate of zero percent. Detailed bookkeeping requirements have also yet to be
made available, but the FAQs confirm the anticipated need for businesses to factor into their processes the timeliness and completeness of their financial and
business records. This includes collecting invoices and accounting for the goods or services bought and sold, as well as the VAT paid and charged going
forward.
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Lack of consolidation in a taxpaying jurisdiction prevents offsetting some losses against taxable profits.
NESR is a British Virgin Islands corporation in a non-taxation country. Therefore, for tax purposes, annual losses in one of our Subsidiaries cannot be
offset against profits in another Subsidiary to reduce consolidated tax liabilities. Moreover, annual losses by entities controlled by our Subsidiaries may not
be offset against taxable profits in another jurisdiction.
The owners of NESR ordinary shares are subject to tax risks due to the possibility of changes in tax rules and regulations in foreign countries.
The British Virgin Islands does not impose income taxes on British Virgin Islands companies for dividends received or subsidiary operating profits. The
law could change to impose such taxes. In addition, our Subsidiaries operate in many countries that have different tax rates and systems which may change
including jurisdictions that do not impose tax on corporations. U.S. shareholders must report on their tax returns all investments in foreign stocks, including
ordinary shares.
Our business is dependent on capital spending by our customers, and reductions in capital spending could have a material adverse effect on our business,
consolidated results of operations, and consolidated financial condition.
Our business is directly affected by changes in capital expenditures by our customers and reductions in our customers’ capital spending could reduce
demand for our services and products and have a material adverse effect on our business, consolidated results of operations, and consolidated financial
condition. Most of our contracts can be cancelled or renegotiated by our customers at any time. Some of the items that may impact our customer’s capital
spending include:
●

oil and natural gas prices, including volatility of oil and natural gas prices and expectations regarding future prices;

●

changes in government incentives and tax regimes;

●

the inability of our customers to access capital on economically favorable terms (including the anticipated capital markets transaction by Saudi
Aramco);

●

the consolidation of our customers;

●

customer personnel changes; and

●

adverse developments in the business or operations of our customers, including write-downs of reserves and borrowing base reductions under
customer credit facilities.

As a result of the decreases in commodity prices, many of our customers reduced capital spending in 2017 and may continue to reduce their capital
spending budgets in 2018. The short-term tenor of most of our contracts and the extreme financial stress experienced by our customers have combined to
generate demands by many of our customers for reductions in the prices of our products and services. With respect to national oil company customers, we are
also subject to risk of policy, regime, currency and budgetary changes, all of which may affect our customers’ capital expenditures. Commodity prices are
expected to remain range bound, with limited prospects for rising prices and continued risk of further reductions, which may result in further capital budget
reductions in the future.
If our Subsidiaries are unable to comply with the restrictions and covenants in their debt agreements, they could default under the terms of such
agreements, which could result in an acceleration of repayment.
If our Subsidiaries are unable to comply with the restrictions and covenants in their debt agreements, most of which are secured, they could default under
the terms of these agreements. Our Subsidiaries’ ability to comply with these restrictions and covenants, including meeting financial ratios and tests, may be
affected by events beyond their control. As a result, we cannot assure that our Subsidiaries will be able to comply with these restrictions and covenants or
meet such financial ratios and tests.
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If our Subsidiaries are unable to generate sufficient cash flow and are otherwise unable to obtain funds necessary to meet required payments of principal,
premium (if any), and interest on their indebtedness, or if they otherwise fail to comply with the various covenants, including financial and operating
covenants in the instruments governing their indebtedness they could default under the terms of the agreements governing such indebtedness. In the event of
such a default, the holders of such indebtedness could elect to declare all the funds borrowed thereunder to be due and payable, together with accrued and
unpaid interest, the lenders under our Subsidiaries’ debt agreements could terminate their commitments to lend, cease making further loans, seize collateral
and institute foreclosure proceedings against their assets, and our Subsidiaries could be forced into bankruptcy or liquidation. If any of these events occur,
the assets of our Subsidiaries might not be sufficient to repay in full all of their outstanding indebtedness and we may be unable to find alternative financing.
Even if we could obtain alternative financing, it might not be on terms that are favorable or acceptable to us or our Subsidiaries. Additionally, we may not be
able to amend their debt agreements or obtain needed waivers on satisfactory terms.
To service our indebtedness, we may require a significant amount of cash, and our ability to generate cash will depend on many factors beyond our
control.
Our ability to make payments on and to refinance our Subsidiaries’ indebtedness and to fund planned capital expenditures depends in part on our ability
to generate cash in the future. Our growth and capital expenditure plan require substantial capital, and any inability to obtain such capital could lead to a
decline in our ability to sustain our current business, access new service markets or grow our business. Our ability to service our Subsidiaries’ indebtedness is,
to a certain extent, subject to general economic, financial, competitive, legislative, regulatory and other factors that are beyond our control. We cannot
provide assurance that we will generate sufficient cash flow from operations, that we will realize operating improvements on schedule, or that future
borrowings will be available to us in an amount sufficient to enable us to service and repay our Subsidiaries’ indebtedness or to fund their other liquidity
needs. If we are unable to satisfy our Subsidiaries’ debt obligations, we may have to undertake alternative financing plans, such as:
●

refinancing or restructuring their debt;

●

selling assets;

●

reducing or delaying capital investments; or

●

seeking to raise additional capital.

For a period after the consummation of the Business Combination, collection of receivables from work performed may not be sufficient to fund working
capital needs. We have arranged financing in anticipation of our projected cash requirements, but events beyond our control could cause cash collection to
be less than projected and cause us not to meet our Subsidiaries’ debt obligations.
We cannot provide assurance that any additional refinancing or debt restructuring would be possible, that any assets could be sold or that, if sold, the
timing of the sales and the amount of proceeds realized from those sales would be favorable to us or that additional financing could be obtained on
acceptable terms. Our inability to generate sufficient cash flows to satisfy the debt obligations, or to obtain alternative financing, could materially and
adversely affect our business, financial condition, results of operations and prospects.
Material weaknesses have been identified in our Subsidiaries’ internal control over financial reporting.
In connection with the preparation of our Subsidiaries’ consolidated financial statements as of and for the years ended December 31, 2015, 2016 and
2017, management of NPS and GES separately identified material weaknesses in internal controls over their financial reporting that remain unremediated.
Specifically, both have deficiencies in the financial statement close process. Furthermore, NPS and GES lacked the expertise with respect to the application of
U.S. GAAP.
Our Subsidiaries were not required to perform an evaluation of internal control over financial reporting as of and for the years ended December 31, 2015,
2016 and 2017 in accordance with the provisions of the Sarbanes-Oxley Act. Had such an evaluation been performed, additional control deficiencies may
have been identified by NPS and GES management, and those control deficiencies could have also represented one or more material weaknesses.
We have begun taking measures to remediate the underlying causes of the material weaknesses and intend to complete this remediation process as
quickly as possible. However, we cannot at this time estimate when this remediation process will be complete. If we are unable to successfully remediate these
material weaknesses, we could be unable to report financial results accurately on a timely basis. Any failure to timely provide required financial information
could materially and adversely impact us, including the loss of investor confidence or delisting and cause the market price of our ordinary shares to decline.
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The failure of our Subsidiaries to maintain accounting controls and safeguards adequate for public company reporting prior to the consummation of the
Business Combination could result in the discovery of losses not reflected in their financial statements.
Our Subsidiaries did not maintain accounting policies and practices or internal controls over financial reporting commensurate with that of public
companies in the United States. In addition, our Subsidiaries did not have a complement of personnel with the appropriate level of knowledge, experience,
and training in the accounting policies, practices or internal controls over financial reporting required of public companies in the United States and U.S.
GAAP. The development and implementation of the standards and controls necessary for our Subsidiaries to achieve the level of accounting standards
required of a public company in the United States may require costs greater than expected by us. Furthermore, any failure to implement required policies,
practices and improved controls over our financial processes and reporting, or difficulties encountered in the implementation of such policies, practices or
improved controls, could harm our operating results or cause us to fail to meet our reporting obligations. Inferior internal accounting controls could also
cause shareholders and potential investors to lose confidence in our reported financial information, which could have a negative effect on the trading price of
our shares.
Our borrowings under their various loan agreements and other financing arrangements expose us to interest rate risk and such arrangements also include
restrictive covenants that may impact their ability to make distributions to us.
Our earnings are exposed to interest rate risk associated with approximately $300 million in borrowings under our various loan agreements and other
financing arrangements as of June 30, 2018. Each of these arrangements requires the payment of floating interest rates based upon short-term interest rate
indices. If interest rates increase, so will our interest costs, which may have a material adverse effect on our financial condition and results of operations.
Furthermore, the terms of these financing arrangements, including the restrictive covenants therein, may restrict our ability to make distributions to us, which
could materially adversely affect our liquidity and financial condition.
The geographic concentration of our customers exposes us to the risks of the regional economy and other regional adverse conditions. The credit risks of
our concentrated customer base in the energy industry could result in losses. In addition, we depend on a small number of customers for a significant
portion of our revenues. Therefore, the loss of these customers could result in a decline in our revenues and adversely affect our financial condition, results
of operations or cash flows.
Our primary customers are in the Middle East and North Africa and all are in the energy industry. Among our customers are national oil companies
(“NOCs”). Given the importance of national oil companies, which dominate the regions petroleum industry, our operations are more susceptible to regional
economic, budgetary and political conditions than other, more geographically diversified competitors. Any changes in market conditions, unforeseen
circumstances, or other events affecting the area in which our assets are located could have a material adverse effect on our business, operating result, and
financial condition.
In addition, as of December 31, 2017, approximately 45% of NPS’ revenues came from one major customer in the region. Furthermore, during the years
2015, 2016 and 2017, a substantial portion of GES’s revenues came from one major customer. Given the terms of GES’s contracts with the major customer,
there remains a risk that the major customer may terminate one or more of such contracts and/or not continue to engage us in the same manner, or to the same
level, as has been the case historically. The loss of all or even a portion of the business from the major customer, the failure to extend or replace the contracts
with the major customer, or the extension or replacement of such contracts on less favorable terms, as a result of competition or otherwise, could adversely
affect our financial condition, results of operations or cash flows.
Over 70% of our revenue is attributable to five major oil company or NOC customers. The loss of all or even a portion of the business from these key
customers, the failure to extend or replace the contracts with these key customers, or the extension or replacement of such contracts on less favorable terms, as
a result of competition or otherwise, could adversely affect our financial condition, results of operations, or cash flow.
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We are exposed to the credit risk of our customers and counterparties, and a general increase in the delay or nonpayment and nonperformance by our
customers could have an adverse effect on our financial condition, results of operations, or cash flows.
We are subject to risks of loss resulting from non-payment or non-performance by our customers and other counterparties. For example, for NPS, day’s
sales outstanding increased from 117 days in 2015 to 125 days in 2016. It decreased to 110 days as of December 31, 2017. Customers may also delay
payments by imposing complex administrative processes, by disputing or rejecting invoices, or through other means. Any increase in the non-payment and
non-performance by our customers could adversely affect our financial condition, results of operations, or cash flows. Additionally, equity values for many of
our customers continue to be low. The combination of a reduction of cash flow resulting from lower commodity prices, a reduction in borrowing bases under
reserve-based credit facilities, and the lack of availability of debt or equity financing may result in a significant reduction in the liquidity of our customers
and their ability to make payment or perform on their obligations to us. Furthermore, some of our customers may be leveraged and subject to their own
operating and regulatory risks, which increases the risk that they may default on their obligations to us.
Actions of and disputes with any of our joint venture partners could have a material adverse effect on our business and results of operations of our joint
ventures and, in turn, our business and consolidated results of operations.
We conduct some operations through joint ventures, where control may be shared with unaffiliated third parties. As with any joint venture arrangement,
differences in views among the joint venture participants may result in delayed decisions or in failures to agree on major issues. We also cannot control the
actions of our joint venture partners, including any non-performance, default, or bankruptcy of our joint venture partners. These factors could have a material
adverse effect on the business and results of operations of our joint ventures and, in turn, our business and consolidated results of operations.
If we are unable to keep pace with technology developments in the industry, this could adversely affect our ability to maintain or grow market share.
We intend to introduce and integrate new technologies and procedures used by large U.S. based oil field service companies. The oilfield service industry
is highly competitive and dominated by a few large players that have resources to invest in new technologies. Our ability to continually provide competitive
technology and services can impact our ability to defend, maintain, or increase prices for our services, maintain market share, and negotiate acceptable
contract terms with our customers. If we are unable to continue to acquire or develop competitive technology or deliver it to our clients in a timely and costcompetitive manner in the various markets we serve, it could adversely affect our financial condition, results of operations, and cash flows.
Limitations on our ability to protect our intellectual property rights, including our trade secrets, could cause a loss in revenue and any competitive
advantage.
Some of our products or services, and the processes they use to produce or provide products and services, constitute trade secrets and confidential know
how. We may lose employees who have important trade secrets and who may not be prohibited in the relevant countries from using such trade secrets to
compete. Our business may be adversely affected if any acquired patents are unenforceable, the claims allowed under their patents are not sufficient to protect
our technology, our patent applications are denied, or our trade secrets are not adequately protected. In addition, our competitors may be able to
independently develop technology that is similar to the technology used by us without infringing on our patents or gaining access to our trade secrets, which
could adversely affect our financial condition, results of operations, and cash flows.
We may be subject to litigation if another party claims that we have infringed upon such third party’s intellectual property rights.
The tools, techniques, methodologies, programs and components that we use to provide our services may infringe upon the intellectual property rights of
others. Infringement claims generally result in significant legal and other costs and may distract our management from running our core business. Royalty
payments under licenses from third parties, if available, and developing non-infringing technologies would increase our costs. If a license were required and
not available, we might not be able to continue providing a particular service or product, which could adversely affect our financial condition, results of
operations, and cash flows.
Environmental compliance costs and liabilities could reduce our earnings and cash available for operations.
We are subject to increasingly stringent laws and regulations relating to the importation and use of hazardous materials, radioactive materials, chemicals
and explosives, and to environmental protection, including laws and regulations governing air emissions, hydraulic fracturing, water and other discharges
and waste management. We expect to incur capital and operating costs to comply with environmental laws and regulations. The technical requirements of
these laws and regulations are becoming increasingly complex, stringent and expensive to implement. These laws may provide for “strict liability” for
remediation costs, damages to natural resources or threats to public health and safety. Strict liability can render a party liable for damages without regard to
negligence or fault on the part of the party. Some environmental laws provide for joint and several strict liabilities for remediation of spills and releases of
hazardous substances.
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Our operations use and generate hazardous substances and wastes. Accordingly, we could become subject to material liabilities relating to the
investigation and cleanup of potentially contaminated properties, and to claims alleging personal injury or property damage as the result of exposures to, or
releases of, hazardous substances. In addition, stricter enforcement of existing laws and regulations, new laws and regulations, the discovery of previously
unknown contamination or the imposition of new or increased requirements could require us to incur costs, become the basis for new or increased liabilities,
become subject to certain government-imposed penalties or have certain licenses revoked that could reduce our earnings and their cash available for
operations.
We could be subject to substantial liability claims, which could adversely affect our financial condition, results of operations, and cash flows.
The technical complexities of our operations expose us to a wide range of significant health, safety and environmental risks. Our products and service
offerings involve production-related activities, radioactive materials, chemicals, explosives, and other equipment and services that are deployed in
challenging exploration, development, and production environments. An accident involving these services or equipment, or a failure of a product, could
cause personal injury, loss of life, damage to or destruction of property, equipment or the environment, or suspension of operations. Our insurance may not
protect us against liability for certain kinds of events, including events involving pollution, or against losses resulting from business interruption. Moreover,
we may not be able to maintain insurance for certain risks or at levels of risk coverage or policy limits that we deem adequate. Any damages caused by our
services or products that are not covered by insurance or are in excess of policy limits or subject to substantial deductibles, could adversely affect our
financial condition, results of operations, and cash flows.
Demand for our products and services could be reduced by existing and future legislation or regulations.
Environmental advocacy groups and regulatory agencies in the United States and other countries have been focusing considerable attention on the
emissions of carbon dioxide, methane and other greenhouse gasses and their potential role in climate change. Existing or future legislation and regulations
related to greenhouse gas emissions and climate change, as well as government initiatives to conserve energy or promote the use of alternative energy
sources, may significantly curtail demand and production of fossil fuels such as oil and natural gas in areas of the world where our customers operate and thus
adversely affect future demand for our services. This may, in turn, adversely affect our financial condition, results of operations, and cash flows.
Some international, national, state and local governments and agencies have also adopted laws and regulations or are evaluating proposed legislation
and regulations that are focused on the extraction of shale gas or oil using hydraulic fracturing. Hydraulic fracturing is a stimulation treatment routinely
performed on oil and gas wells in low-permeability reservoirs. Specially engineered fluids with proppants are pumped at high pressure and rate into the
reservoir interval to be treated, causing cracks in the target formation. Future hydraulic fracturing-related legislation or regulations could limit or ban
hydraulic fracturing, or lead to operational delays and increased costs, and therefore reduce demand for our pressure pumping services. If such additional
international, national, state, or local legislation or regulations are enacted, it could adversely affect our financial condition, results of operations, and cash
flows.
Some of our customers may require bids for contracts in the form of long-term, fixed pricing contracts that may require us to assume additional risks
associated with cost over-runs, operating cost inflation, labor availability and productivity, supplier and contractor pricing and performance, and
potential claims for liquidated damages.
Some of our customers, primarily NOCs, may require bids for contracts in the form of long-term, fixed pricing contracts that may require us to provide
integrated project management services outside our normal discrete businesses to act as project managers as well as service providers, and may require us to
assume additional risks associated with cost over-runs. These customers may provide us with inaccurate information in relation to their reserves, which is a
subjective process that involves location and volume estimation that may result in cost over-runs, delays, and project losses. In addition, NOCs often operate
in countries with unsettled political conditions, war, civil unrest, or other types of community issues that may also result in cost over-runs, delays, and project
losses.
Providing services on an integrated basis or long-term may also require us to assume additional risks associated with operating cost inflation, labor
availability and productivity, supplier pricing and performance, and potential claims for liquidated damages. We might rely on third-party subcontractors
and equipment providers to assist them with the completion of these types of contracts. To the extent that we cannot engage subcontractors or acquire
equipment or materials in a timely manner and on reasonable terms or on terms consistent with the customer contract, our ability to complete a project in
accordance with stated deadlines or at a profit may be impaired. If the amount we are required to pay for these goods and services exceeds the amount we
have estimated in bidding for fixed-price work, we could experience losses in the performance of these contracts. These delays and additional costs may be
substantial, and we may be required to compensate our customers for these delays. This may reduce the profit to be realized or result in a loss on a project and
adversely affect our financial condition, results of operations, and cash flows.
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The loss or unavailability of any of our executive officers or other key employees could have a material adverse effect on our business.
We depend on the efforts of our executive officers and other key employees to manage our operations. The loss or unavailability of any of our executive
officers or other key employees could have a material adverse effect on our business.
Although we expect all of our key personnel to remain with us, it is possible that we will lose some key personnel, the loss of which could negatively
impact our business operations and profitability. Furthermore, while we have scrutinized certain individuals from our Subsidiaries and engaged them to stay
with us following the Business Combination, our assessment of these individuals may not prove to be correct. These individuals may be unfamiliar with the
requirements of operating a company regulated by the SEC, which could cause us to have to expend time and resources helping them become familiar with
such requirements.
Our growth potential and ability to operate could be materially and adversely affected if we cannot employ and retain technical personnel at a competitive
cost.
Many of the products and services we provide and sell are complex and highly engineered and often must perform in harsh conditions. Our success
depends upon our ability to employ and retain technical personnel with the ability to design, utilize, and enhance these services and products. A significant
increase in the wages paid by competing employers could result in increased competition for the skilled labor force we require, increases in the wage rates
that we must pay, or both. If either of these events were to occur, our cost structures could increase, our margins could decrease, and our growth potential, if
any, could be impaired.
Our failure to comply with complex U.S. and foreign laws and regulations could have a material adverse effect on our operations.
We are subject to complex U.S. and foreign laws and regulations, such as the U.S. Foreign Corrupt Practices Act and various other anti-bribery and anticorruption laws. At this time, the U.K. Bribery Act has not been adopted to apply to British Virgin Islands companies, but does apply to any employees of us
or our Subsidiaries that are U.K. citizens and any future subsidiaries formed in the U.K. We may also be subject to trade control regulations and trade
sanctions laws that restrict the movement of certain goods to, and certain operations in, various countries or with certain persons. For example, in June 2017,
Saudi Arabia, the United Arab Emirates, Bahrain, and Egypt imposed an embargo on Qatar. This diplomatic dispute creates uncertainty over the GCC as a
whole. Thus, our ability to transfer people and products among certain countries will be subject to maintaining required licenses and complying with these
laws and regulations. The internal controls, policies and procedures, and employee training and compliance programs we expect to implement to deter
prohibited practices may not be effective in preventing employees, contractors or agents from violating or circumventing such internal policies or violating
applicable laws and regulations. Any determination that we have violated or are responsible for violations of anti-bribery, trade control, trade sanctions or
anti-corruption laws could have a material adverse effect on our financial condition and may result in fines and penalties, administrative remedies or
restrictions on business conduct, and could have a material adverse effect on our reputation and our business.
Recent regulatory enforcement and accountability mechanisms have steadily changed the financial landscape for companies organized in the British
Virgin Islands. One major regulatory change comes from the implementation of a key anti-money laundering treaty with the United States, known as the
Foreign Account Tax Compliance Act (“FATCA”). FATCA implementation began on June 30, 2014, and it requires foreign entities to identify and report
specific information to the United States Internal Revenue Service (“IRS”) about U.S. taxpayers holding foreign accounts and assets.
Another key regulatory change began on September 1, 2017, with the British Virgin Islands’ full integration of the “Common Reporting Standard”
(“CRS”) into its banking system. The CRS is specifically designed to fight against tax evasion and money laundering. Under the CRS system, banks in the
CRS jurisdiction are required to determine where the individual is a “tax resident,” and if the individual is banking outside their country of residence, the
banks may report information about the accounts to the national tax authority in the country where the account is held, who then may share that information
with the individual’s country of residency.
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We and U.S. persons working for us are subject to sanctions regimes adopted by the United States and other jurisdictions.
We and U.S. persons working for us are subject to laws, reporting requirements or sanctions imposed by the United States or by other jurisdictions where
we do business that may restrict or even prohibit us, U.S. persons, or certain of our affiliates from doing business in certain countries, or with designated
companies in the oil and natural gas sector. Such restrictions may provide a competitive advantage to competitors formed in or operating from countries that
may not impose comparable restrictions. The Middle East, Asia, and Africa are locations in which from time to time the United States, the United Nations or
the European Union has imposed economic sanctions to restrict or impede contracting in identified sanctioned countries. The U.S. Commerce Department or
State Department regulates the types of technologies that can be sold or used in some countries. We cannot predict what sanctions might be imposed against
any country in which our Subsidiaries might operate or might receive contracts for performing services. Trade restrictions and sanctions could adversely
impact our potential income, or our ability to pursue new undeveloped business objectives.
The United States government has implemented mechanisms to collect information on companies registered on the U.S. stock exchange related to
business activities that might be sanctionable under the various U.S. sanctions programs if the foreign companies or its subsidiaries are U.S. companies.
Section 219 of the Iran Threat Reduction and Syria Human Rights Act of 2012 requires annual or quarterly “219 Report” to the SEC by any company
registered on a U.S. stock exchange to disclose as if the listed company were a U.S. entity, certain business activities relating to any country subject to U.S.
sanctions, which in most cases includes the energy sector, even if the activity is not prohibited by U.S. sanctions by the foreign company. Such reporting of
any future activities that might be engaged in by our Subsidiaries, even though not prohibited by the sanctions, could initiate an investigation by the U.S.
government and require us to engage counsel to monitor or respond to such investigations. Generally, 219 Report disclosures include activities that
constitute an investment in the energy sector of $5 million each, or in the aggregate of over $20 million in a 12-month period. A 219 Report also requires
reporting of any transaction with a person or entity identified to the SDN List. The risk of an investigation or inadvertent action that relates to sanctioned
activity could increase costs and have an adverse impact on financial conditions and results of operations.
Our operations in Middle Eastern countries will require us to incur additional costs in order to comply with U.S., U.K. and EU sanctions-related
regulations.
The United States government, the UK government and the EU have established lists of corporations, and people in the case of the United States, with
which engaging in business by a U.S. person is prohibited without a license and disclosure is required in a 219 Report. These lists in the United States are
referred to as the List of Specially Designated Nationals (“SDN List”). There are no discernible qualifications or objective standards for determining when a
person might be identified to an SDN List, other than the opinion of the Office of Foreign Assets Control that there is some cause or connection to believe
that such foreign person may have been doing business with or for a sanctioned country or person already on the SDN List. There is no advance notice or due
process for the listed person. If any person were to be identified to an SDN List, no U.S. persons can be involved in contracting or providing services to or
with such listed person without a license. If a Target Company affiliate were to be performing a contract with a person that becomes named to the SDN List,
the contract may have to be terminated and/or disclosed, which could result in additional costs or losses.
Although we cannot be assured that no person or company in the Middle East with which one of our Subsidiaries has done business will not be identified
on an SDN List in the future, we have confirmed that none of our Subsidiaries, their key employees, key vendors, or any company with which they are
currently conducting business are listed on the SDN List or similar lists in the EU and UK. If any customer, employee or vendor were to be listed on an SDN
List in the future, we will need to incur costs to seek legal advice to determine whether any further business could be conducted with such person or whether
all business relationships with such person must cease.
Litigation may adversely affect our business, financial condition, or results of operations.
Prior to the Business Combination, lawsuits have been filed against our Subsidiaries in the ordinary course of their business. No known material
litigation claims remain outstanding against either Subsidiary.
However, the outcome of any such litigation in the future is inherently uncertain. An indemnity in favor of us has been included in the GES stock
purchase agreement covering certain existing claims; however, such indemnity only applies to the extent that liabilities exceed $7 million. If future litigation
claims are made, they may adversely affect our business, financial condition, or results of operations.
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Our Subsidiaries are subject to litigation risks that may not be covered by insurance.
In the ordinary course of business, our Subsidiaries become the subject of various claims, lawsuits, and administrative proceedings seeking damages or
other remedies concerning their commercial operations, employees, and other matters. Our Subsidiaries maintain insurance to cover many of their potential
losses, and they are subject to various self-insurance retentions and deductibles under their insurance policies. It is possible, however, that a judgment could
be rendered against them in cases in which they could be uninsured and beyond the amounts that they currently have reserved or anticipate incurring for such
matters. If we were to be sued under any of the agreements related to the Business Combination or if we were made a party to lawsuits to which our
Subsidiaries are currently a party, we could be exposed to one or more judgments that are in excess of what our management may believe that it should pay
and would not likely be covered by insurance.
We may be unable to maintain our GCC ownership status or obtain or renew permits necessary for their operations, which could inhibit their ability to do
business.
In order to perform our operations, we are required to obtain and maintain a number of government permits, licenses and approvals with terms and
conditions containing a significant number of prescriptive limits and performance standards in order to operate. For example, we no longer are able to
maintain our GCC ownership status. While this is a common scenario for foreign investors operating in the region, we will need to ensure that relevant
foreign ownership restrictions and/or applicable licenses, permits, and approvals for the operation of foreign owned entities in the jurisdictions of the GCC
are complied with. The GCC has made efforts to increase local content and in country value requirements. The loss of GCC ownership status may cause NOCs
not to view us as a local content provider vis-à-vis other regional competitors. All the permits, licenses, approval limits, and standards require a significant
amount of monitoring, record keeping, and reporting in order to demonstrate compliance with the underlying permit, license, approval limit or standard.
Noncompliance or incomplete documentation of our compliance status may result in the imposition of fines, penalties and injunctive relief. A decision by a
government agency to deny or delay the issuance of a new or existing material permit or other approval, or to revoke or substantially modify an existing
permit or other approval, could adversely affect our ability to initiate or continue operations at the affected location or facility. Furthermore, it could
adversely affect our financial condition, results of operations, and cash flows.
As mentioned, as a consequence of the Business Combination we have lost GCC ownership status. A restructuring will be required in order to continue
operations in specific jurisdictions of the GCC, including Qatar and, depending on the activities to be undertaken, Bahrain. In Saudi Arabia, the relevant NPS
subsidiaries will be required to seek recognition as 100% foreign owned entities.
We operate in a highly competitive industry, and many of our competitors are larger and have greater resources.
Several of our primary competitors are diversified multinational companies with substantially larger operating staffs and greater capital resources. If these
competitors substantially increase the resources they devote to developing and marketing competitive products and services, we may not be able to compete
effectively. Similarly, consolidation among their competitors could enhance their product and service offerings and financial resources, further intensifying
competition.
Cybersecurity risks and threats could adversely affect our business.
We rely heavily on information systems to conduct our business. There can be no assurance that the systems we have designed to prevent or limit the
effects of cyber incidents or attacks will be sufficient to prevent or detect such incidents or attacks, or to avoid a material impact on our systems when such
incidents or attacks do occur. If our systems for protecting against cybersecurity risks are circumvented or breached, this could result in the loss of our
intellectual property or other proprietary information, including customer data, and disruption of our business operations.
Given the rapidly evolving nature of cyber threats, there can be no assurance that the systems we have designed and implemented to prevent or limit the
effects of cyber incidents or attacks will be sufficient in preventing all such incidents or attacks, or avoiding a material impact to our systems when such
incidents or attacks do occur. A cyber incident or attack, could result in the disclosure of confidential or proprietary customer information, theft or loss of
intellectual property, damage to our reputation with our customers and the market, failure to meet customer requirements or customer dissatisfaction, theft or
exposure to litigation, damage to equipment (which could cause environmental or safety issues) and other financial costs and losses. In addition, as
cybersecurity threats continue to evolve, we may be required to devote additional resources to continue to enhance our protective measures or to investigate
or remediate any cybersecurity vulnerabilities. We do not presently maintain insurance coverage to protect against cybersecurity risks. If we procure such
coverage in the future, we cannot ensure that it will be sufficient to cover any particular losses we may experience as a result of such cyberattacks.
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We depend on our suppliers to provide services and equipment in a timely manner and any delays, interruptions or failures by suppliers could expose us to
increased costs or inability to meet contractual obligations.
We rely on suppliers of equipment and spare parts as well as suppliers of technical labor to perform certain contractual obligations with our clients.
Failure by suppliers to provide goods and services in a timely manner could lead to delays by us in fulfilling contractual obligations, the inability to fulfill
such obligations, or additional costs in seeking replacement suppliers.
We have engaged in a large number of related party transactions, the termination of which may inhibit business.
We rely upon services and products supplied by related parties. If these relationships are discontinued, it could result in a disruption of certain
potentially beneficial provisions and require time for replacement of suppliers.
We might require additional equity or debt financing to fund operations and/or future acquisitions.
We may need access to additional debt or equity capital to fund operations or to fund potential acquisitions. If additional capital is required, we may not
be able to obtain debt and/or equity financing on terms favorable to us, or at all. The failure to obtain additional funding could result in a curtailment of our
operations and future development, which in turn could adversely affect our business, results of operations, and financial condition.
If we do not effectively or efficiently integrate the operations of businesses or companies we acquire, including the integration of the operations of our
Subsidiaries, our future growth will be limited.
We may not achieve expected returns and other benefits as a result of various factors, including integration and collaboration challenges. The success of
any acquisition is subject to various risks, including:
●

the inability to integrate the operations of recently acquired assets;

●

the diversion of management’s attention from other business concerns;

●

the failure to realize expected volumes, revenues, profitability, or growth;

●

the failure to realize any expected synergies and cost savings;

●

the coordination of geographically disparate organizations, systems, and facilities;

●

the assumption of unknown liabilities;

●

the loss of customers or key employees; and

●

potential environmental or regulatory liabilities and title problems.

The assessment by our management of these risks is inexact and may not reveal or resolve all existing and potential risks. Realization of any of these
risks could adversely affect our financial condition, results of operations and cash flows.
Risks Related to Our Capital Structure
The market price of our ordinary shares and warrants may decline.
Fluctuations in the price of our ordinary shares and warrants could contribute to the loss of all or part of your investment. Trading in our ordinary shares
and warrants has been limited. Even if an active market for our securities develops and continues, the trading price of our ordinary shares and warrants could
be volatile and subject to wide fluctuations in response to various factors, some of which are beyond our control. Any of the factors listed below could have a
material adverse effect on your investment and our ordinary shares and warrants may trade at prices significantly below the price you paid for them. In such
circumstances, the trading price of our ordinary shares and warrants may not recover and may experience a further decline.
64

Factors affecting the trading price of our ordinary shares and warrants may include:
●

actual or anticipated fluctuations in our quarterly financial results or the quarterly financial results of companies perceived to be similar to us;

●

changes in the market’s expectations about our operating results;

●

success of competitors;

●

our operating results failing to meet the expectation of securities analysts or investors in a particular period;

●

changes in financial estimates and recommendations by securities analysts concerning us or its markets in general;

●

operating and stock price performance of other companies that investors deem comparable to us;

●

our ability to market new and enhanced products on a timely basis;

●

changes in laws and regulations affecting our business;

●

commencement of, or involvement in, litigation involving us;

●

changes in our capital structure, such as future issuances of securities or the incurrence of additional debt;

●

the volume of securities available for public sale;

●

any major change in our board or management;

●

sales of substantial amounts of our ordinary shares and warrants by our directors, executive officers or significant stockholders or the perception that
such sales could occur; and

●

general economic and political conditions such as recession; interest rate, fuel price, and international currency fluctuations; and acts of war or
terrorism.

Many of the factors listed above are beyond our control. In addition, broad market and industry factors may materially harm the market price of our
ordinary shares and warrants irrespective of our operating performance. The stock market in general, including the NASDAQ, has experienced price and
volume fluctuations that have often been unrelated or disproportionate to the operating performance of the particular companies affected. The trading prices
and valuations of our ordinary shares and warrants, which currently trade on the NASDAQ Capital Market, may not be predictable. A loss of investor
confidence in the market for retail stocks or the stocks of other companies which investors perceive to be similar to us could depress the price of our securities
regardless of our business, prospects, financial conditions or results of operations. A decline in the market price of our ordinary shares and warrants also could
adversely affect our ability to issue additional securities and our ability to obtain additional financing in the future.
If we cannot meet the NASDAQ Capital Market listing requirements with respect to our ordinary shares and warrants, the NASDAQ may delist the
ordinary shares and warrants.
Our ordinary shares and warrants are listed on the NASDAQ Capital Market. On July 13, 2018, we received notification from the NASDAQ that we were
not in compliance due to our failure to satisfy the initial listing requirement that we have at least 300 “round lot” holders of our ordinary shares and 400
“round lot” holders of our warrants. On July 30, 2018, we notified the NASDAQ that we had come into compliance with respect to our ordinary shares. In
addition, we are currently undertaking a program of actions to increase the number of round lot holders of our warrants so as to meet the applicable listing
requirements. There can be no assurance, however, that our program to remain in compliance with the NASDAQ Capital Market listing requirements will be
achieved. If we are unable to meet the NASDAQ Capital Market listing requirements and the NASDAQ delists our ordinary shares and warrants, we could face
significant material adverse consequences, including, among others, a limited availability of market quotations for our ordinary shares and warrants and a
reduced level of trading activity in the secondary trading market for those securities.
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If securities or industry analysts do not publish or cease publishing research or reports about us, our business, or our market, or if they change their
recommendations regarding our securities adversely, the price and trading volume of our ordinary shares and warrants could decline.
The trading market for our ordinary shares and warrants relies in part on the research and reports that industry or financial analysts publish about us or
our business. We do not control these analysts. Furthermore, if one or more of the analysts who do cover us downgrade or provide negative outlook on our
stock or our industry, or the stock of any of our competitors, or publish inaccurate or unfavorable research about our business, the price of our ordinary shares
and warrants could decline. If one or more of these analysts cease coverage of our business or fail to publish reports on us regularly, we could lose visibility in
the market, which in turn could cause our stock price or trading volume to decline.
We are a holding company. Our sole material asset is our equity interest in our Subsidiaries and we are accordingly dependent upon distributions from
them to pay taxes and cover our corporate and other overhead expenses.
We are a holding company and have no material assets other than our equity interest in our Subsidiaries. We have no independent means of generating
revenue. To the extent the Subsidiaries have available cash, we intend to cause them to make non-pro rata payments to us to reimburse us for our corporate
and other overhead expenses. To the extent that we need funds and the Subsidiaries are restricted from making such distributions or payments under
applicable law or regulation or under the terms of any financing arrangements due to restrictive covenants or otherwise, or are otherwise unable to provide
such funds, our liquidity and financial condition could be materially adversely affected.
Future sales of our ordinary shares could reduce our stock price, and any additional capital raised by us through the sale of equity or convertible
securities may dilute your ownership in us.
We may sell additional securities in subsequent public or private offerings. On July 13, 2018, 85,562,769 ordinary shares were outstanding and
35,540,380 warrants were outstanding. Our outstanding ordinary shares do not include ordinary shares issuable upon exercise of the warrants, which may be
resold in the public market.
Downward pressure on the market price of our ordinary shares that likely will result from sales of our ordinary shares issued in connection with the
exercise of the warrants could encourage short sales of our ordinary shares by market participants. Generally, short selling means selling a security, contract or
commodity not owned by the seller. The seller is committed to eventually purchase the financial instrument previously sold. Short sales are used to capitalize
on an expected decline in the security’s price. Such sales of ordinary shares could have a tendency to depress the price of the stock, which could increase the
potential for short sales.
We cannot predict the size of future issuances of our ordinary shares or the effect, if any, that future issuances and sales of shares of our ordinary shares
will have on the market price of our ordinary shares. Sales of substantial amounts of our ordinary shares (including shares issued in connection with an
acquisition), or the perception that such sales could occur, may adversely affect prevailing market prices of our common stock.
Because we currently have no plans to pay cash dividends on our ordinary shares, you may not receive any return on investment unless you sell your
ordinary shares for a price greater than that which you paid for it.
We currently do not expect to pay any cash dividends on our ordinary shares. Any future determination to pay cash dividends or other distributions on
our ordinary shares will be at the discretion of the board of directors and will be dependent on our earnings, financial condition, operation results, capital
requirements, and contractual, regulatory and other restrictions, including restrictions contained in the agreements governing any existing and future
outstanding indebtedness we or our subsidiaries may incur, on the payment of dividends by us or by our subsidiaries to us, and other factors that our board of
directors deems relevant.
As a result, you may not receive any return on an investment in our ordinary shares unless you sell the ordinary shares for a price greater than that which
you paid for it.
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There is no guarantee that the public warrants will ever be in the money, and they may expire worthless.
The exercise price for our warrants is $5.75 per one-half of an ordinary share. Warrants must be exercised for whole ordinary shares. There is no guarantee
that the warrants will ever be in the money prior to their expiration, and as such, the warrants may expire worthless.
We may need to raise additional capital in the near future to repay one of our loan agreements. We may not be able to raise such additional capital on a
timely basis or on favorable terms and any financing transactions we consummate may be dilutive to our existing stockholders.
In connection with the Business Combination, we entered into the Hana Loan with Hana Investments, pursuant to which we borrowed $50.0 million. The
Hana Loan matures on December 17, 2018 and can be prepaid at any time in cash or NESR ordinary shares at a conversion rate of $11.244 per share, at the
election of the lender. In addition, the lender has the right to convert the principal and interest of the Hana Loan into NESR ordinary shares on or prior to
maturity at a conversion rate of $11.244 per share. However, if the lender elects to be repaid in cash, we will be required to raise additional capital in one or
more transactions to make such payment. We may not be able to raise such additional capital on a timely basis or on favorable terms, which could have a
material adverse effect on our financial condition, liquidity and business. And any such financing transactions may be substantially dilutive to our existing
stockholders.
Other Risks Associated with Our Business
We are not subject to the supervision of the Financial Services Commission of the British Virgin Islands and so our shareholders are not protected by any
regulatory inspections in the British Virgin Islands.
We are not an entity subject to any regulatory supervision in the British Virgin Islands by the Financial Services Commission. As a result, shareholders
are not protected by any regulatory supervision or inspections by any regulatory agency in the British Virgin Islands and we are not required to observe any
restrictions in respect of our conduct save as disclosed in this Report or our amended and restated memorandum and articles of association.
An investment in our securities may result in uncertain U.S. federal income tax consequences.
An investment in our securities may result in uncertain U.S. federal income tax consequences. For example, the United States federal income tax
consequences of a cashless exercise of warrants included in the units sold in our initial public offering is unclear under current law. Prospective investors are
urged to consult their tax advisors with respect to these and other tax consequences when purchasing, holding or disposing of our securities.
A majority of our directors and officers live outside the United States and all of our assets are located outside the United States; therefore, investors may
not be able to enforce federal securities laws or their other legal rights.
A majority of our directors and officers reside outside of the United States and all of our assets are located outside of the United States. Thus, it may be
difficult, or in some cases not possible, for investors in the United States to enforce their legal rights, to effect service of process upon all of our directors or
officers or to enforce judgments of United States courts predicated upon civil liabilities and criminal penalties on our directors and officers under United
States laws.
As a foreign private issuer in the United States, we are subject to different U.S. securities laws and rules than a domestic U.S. issuer.
We are a foreign private issuer under the Exchange Act and, as a result, are exempt from certain rules under the Exchange Act. The rules we are exempt
from include the proxy rules that impose certain disclosure and procedural requirements for proxy solicitations. In addition, we are not required to file
periodic reports and financial statements with the SEC as frequently, promptly or in as much detail as U.S. companies with securities registered under the
Exchange Act. We are not required to comply with Regulation FD, which imposes certain restrictions on the selective disclosure of material information.
Moreover, our officers, directors and principal shareholders are exempt from the reporting and short-swing profit recovery provisions of Section 16 of the
Exchange Act and the rules under the Exchange Act with respect to their purchases and sales of our ordinary shares.
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We are an “emerging growth company” and we cannot be certain if the reduced disclosure requirements applicable to emerging growth companies will
make our securities less attractive to investors.
We are an “emerging growth company,” as defined in the JOBS Act. We will remain an “emerging growth company” for up to five years. However, if our
non-convertible debt issued within a three-year period exceeds $1.0 billion or revenues exceeds $1.07 billion, or the market value of our ordinary shares that
are held by non-affiliates exceeds $700 million on the last day of the second fiscal quarter of any given fiscal year, we would cease to be an emerging growth
company as of the following fiscal year. As an emerging growth company, we are not required to comply with the auditor attestation requirements of section
404 of the Sarbanes-Oxley Act. We cannot predict if investors will find our ordinary shares less attractive because we may rely on these provisions. If some
investors find our ordinary shares less attractive as a result, there may be a less active trading market for our shares and our share price may be more volatile.
Further, Section 102(b) (1) of the JOBS Act exempts emerging growth companies from being required to comply with new or revised financial
accounting standards until private companies (that is, those that have not had a Securities Act registration statement declared effective or do not have a class
of securities registered under the Exchange Act) are required to comply with the new or revised financial accounting standards. The JOBS Act provides that a
company can elect to opt out of the extended transition period and comply with the requirements that apply to non-emerging growth companies but any such
an election to opt out is irrevocable. We have elected not to opt out of such extended transition period which means that when a standard is issued or revised
and it has different application dates for public or private companies, we, as an emerging growth company, will not adopt the new or revised standard until
the time private companies are required to adopt the new or revised standard. This may make comparison of our financial statements with another public
company which is neither an emerging growth company nor an emerging growth company which has opted out of using the extended transition period
difficult or impossible because of the potential differences in accountant standards used.
We may re-incorporate in another jurisdiction, and the laws of such jurisdiction will likely govern all of our material agreements and we may not be able
to enforce our legal rights.
We may relocate the home jurisdiction of our business from the British Virgin Islands to another jurisdiction. If we determine to do this, the laws of such
jurisdiction would likely govern all of our material agreements. The system of laws and the enforcement of existing laws in such jurisdiction may not be as
certain in implementation and interpretation as in the United States or the British Virgin Islands. The inability to enforce or obtain a remedy under any of our
future agreements could result in a significant loss of business, business opportunities or capital. Any such reincorporation and the international nature of our
business will likely subject us to foreign regulation.
Investors may face difficulties in protecting their interests, and their ability to protect their rights through the U.S. federal courts may be limited, because
we are formed under British Virgin Islands law.
We are a company formed under the laws of the British Virgin Islands. As a result, it may be difficult for investors to enforce judgments obtained in the
United States courts against our directors or officers.
Our corporate affairs will be governed by our amended and restated memorandum and articles of association, the Companies Act and the common law of
the British Virgin Islands. The rights of shareholders to take action against the directors, actions by minority shareholders and the fiduciary responsibilities of
our directors to us under British Virgin Islands law are governed by the Companies Act and the common law of the British Virgin Islands. The common law of
the British Virgin Islands is derived from English common law, and while the decisions of the English courts are of persuasive authority, they are not binding
on a court in the British Virgin Islands. The rights of our shareholders and the fiduciary responsibilities of our directors under British Virgin Islands law may
not be as clearly established as they would be under statutes or judicial precedent in some jurisdictions in the United States. In particular, the British Virgin
Islands has a less developed body of securities laws as compared to the United States, and some states, such as Delaware, have more fully developed and
judicially interpreted bodies of corporate law. In addition, while statutory provisions do exist in British Virgin Islands law for derivative actions to be
brought in certain circumstances, shareholders in British Virgin Islands companies may not have standing to initiate a shareholder derivative action in a
federal court of the United States. The circumstances in which any such action may be brought, and the procedures and defenses that may be available in
respect to any such action, may result in the rights of shareholders of a British Virgin Islands company being more limited than those of shareholders of a
company organized in the United States. Accordingly, shareholders may have fewer alternatives available to them if they believe that corporate wrongdoing
has occurred.
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The British Virgin Islands Courts are also unlikely:
●

to recognize or enforce against us judgments of courts of the United States based on certain civil liability provisions of U.S. securities laws where
that liability is in respect of penalties, taxes, fines or similar fiscal or revenue obligations of the company; and

●

to impose liabilities against us, in original actions brought in the British Virgin Islands, based on certain civil liability provisions of U.S. securities
laws that are penal in nature.

There is no statutory recognition in the British Virgin Islands of judgments obtained in the United States, although the courts of the British Virgin
Islands will in certain circumstances recognize such a foreign judgment and treat it as a cause of action in itself which may be sued upon as a debt at common
law so that no retrial of the issues would be necessary provided that:
●

the U.S. court issuing the judgment had jurisdiction in the matter and the company either submitted to such jurisdiction or was resident or carrying
on business within such jurisdiction and was duly served with process;

●

the judgment is final and for a liquidated sum;

●

the judgment given by the U.S. court was not in respect of penalties, taxes, fines or similar fiscal or revenue obligations of the company;

●

in obtaining judgment there was no fraud on the part of the person in whose favor judgment was given or on the part of the court;

●

recognition or enforcement of the judgment would not be contrary to public policy in the British Virgin Islands; and

●

the proceedings pursuant to which judgment was obtained were not contrary to natural justice.

In appropriate circumstances, a British Virgin Islands Court may give effect in the British Virgin Islands to other kinds of final foreign judgments such as
declaratory orders, orders for performance of contracts and injunctions.
As a result of all of the above, public shareholders may have more difficulty in protecting their interests in the face of actions taken by management or
controlling shareholders than they would as public shareholders of a U.S. company.
Our amended and restated memorandum and articles of association permit the board of directors by resolution to create additional classes of securities,
including shares with rights, preferences, designations and limitations as they determine which may have an anti-takeover effect.
Our amended and restated memorandum and articles of association permits the board of directors by resolution to amend the memorandum and articles of
association to designate rights, preferences, designations and limitations attaching to the preferred shares as they determine in their discretion, without
shareholder approval with respect to the terms or the issuance. If issued, the rights, preferences, designations and limitations of the preferred shares would be
set by the board of directors and could operate to the disadvantage of the outstanding ordinary shares the holders of which would not have any pre-emption
rights in respect of such an issue of preferred shares. Such terms could include, among others, preferences as to dividends and distributions on liquidation, or
could be used to prevent possible corporate takeovers.
Recently enacted tax reform legislation in the U.S. could adversely affect our business and financial condition following a business combination.
On December 22, 2017, the Tax Cuts and Jobs Act of 2017 (the “Tax Act”) was signed into law, making significant changes to the Internal Revenue
Code. Changes under the Tax Act include, but are not limited to, a corporate tax rate decrease from 35% to 21% effective for tax years beginning after
December 31, 2017, a one-time transition tax on the mandatory deemed repatriation of cumulative foreign earnings, a limitation of the tax deduction for
interest expense to 30% of adjusted earnings (except for certain small businesses), a limitation of the deduction for net operating losses to 80% of current year
taxable income and the elimination of net operating loss carrybacks, a one-time taxation of offshore earnings at reduced rates regardless of whether they are
repatriated, the elimination of U.S. tax on foreign earnings (subject to certain important exceptions), immediate deductions for certain new investments
instead of deductions for depreciation expense over time, and modifying or repealing many business deductions and credits (including reducing the business
tax credit for certain clinical testing expenses incurred in the testing of orphan drugs). The overall impact of the Tax Act is uncertain. In addition, it is
uncertain if and to what extent various states will conform to the Tax Act and what effect any legal challenges will have on the Tax Act, including litigation
in the U.S. and international challenges brought by organizations such as the World Trade Organization. The impact of the Tax Act on holders of our
securities is also uncertain. Investors should consult with their legal and tax advisors with respect to this legislation and the potential tax consequences of
investing in or holding our securities.
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We may be classified as a passive foreign investment company for U.S. federal income tax purposes, which could result in adverse U.S. federal income tax
consequences to U.S. investors in our ordinary shares.
Based on the current and anticipated value of our assets, including goodwill, and the composition of our income, assets and operations, we do not
believe we will be classified as a “passive foreign investment company,” or PFIC, for the taxable year ending on December 31, 2017 due to the PFIC start-up
exception rules. Namely, notwithstanding the fact that we had only passive income and assets in its 2017 taxable year, it does not expect to be classified as a
PFIC during the 2018 and 2019 taxable years and therefore the PFIC start-up exception is expected to apply for 2017. However, the application of the PFIC
rules and the start-up exception which should apply to 2017, is subject to uncertainty in several respects and furthermore we cannot assure you that the U.S.
Internal Revenue Service, the IRS, will not take a contrary position. Furthermore, a separate determination must be made after the close of each taxable year
as to whether we are a PFIC for that year. Accordingly, notwithstanding the current expectation that we will not be classified as a PFIC, we cannot assure you
that we were not a PFIC for our taxable year ending on December 31, 2017 and that we will not be a PFIC for our current taxable year or any future taxable
year. A non-U.S. company will be considered a PFIC for any taxable year if (i) at least 75% of its gross income is passive income (including interest income),
or (ii) at least 50% of the value of its assets (based on an average of the quarterly values of the assets during a taxable year) is attributable to assets that
produce or are held for the production of passive income. If we were to be ultimately classified as a PFIC for any taxable year during which a U.S. holder
holds our ordinary shares, certain adverse U.S. federal income tax consequences could apply to such U.S. holder, including (i) the treatment of all or a portion
of any gain on disposition of our ordinary shares as ordinary income, (ii) the application of a deferred interest charge on such gain and the receipt of certain
dividends and (iii) the obligation to comply with certain reporting requirements.
If a United States person is treated as owning at least 10% of our ordinary shares, such holder may be subject to adverse U.S. federal income tax
consequences.
If a U.S. holder is treated as owning (directly, indirectly or constructively) at least 10% of the value or voting power of our ordinary shares, such U.S.
holder may be treated as a “United States shareholder” with respect to each “controlled foreign corporation” in our group (if any). If our group includes one or
more U.S. subsidiaries, certain of our non-U.S. subsidiaries could be treated as controlled foreign corporations (regardless of whether we are treated as a
controlled foreign corporation). A United States shareholder of a controlled foreign corporation may be required to report annually and include in its U.S.
taxable income its pro rata share of “Subpart F income,” “global intangible low-taxed income” and investments in U.S. property by controlled foreign
corporations, regardless of whether we make any distributions. An individual that is a United States shareholder with respect to a controlled foreign
corporation generally would not be allowed certain tax deductions or foreign tax credits that would be allowed to a United States shareholder that is a U.S.
corporation. Failure to comply with these reporting obligations may subject you to significant monetary penalties and may prevent the statute of limitations
from starting with respect to your U.S. federal income tax return for the year for which reporting was due. Although we expect that because of the dispersion
of our shares we will not become a controlled foreign corporation, no assurance can be made. Further, we cannot provide any assurances that we will assist
investors in determining whether any of our non-U.S. subsidiaries is treated as a controlled foreign corporation or whether such investor is treated as a United
States shareholder with respect to any of such controlled foreign corporations. Further, we cannot provide any assurances that we will furnish to any United
States shareholders information that may be necessary to comply with the aforementioned reporting and tax payment obligations. U.S. holders should consult
their tax advisors regarding the potential application of these rules to their investment in our ordinary shares.
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ITEM 6.

EXHIBITS.

The following exhibits are furnished as part of, or incorporated by reference into, this Report on Form 6-K.
No.

Description of Exhibit

3.1

Memorandum and Articles of Association, as amended and restated (incorporated herein by reference to Exhibit 3.1 to the Company’s
Current Report on Form 8-K (File No. 001-38091) filed on June 28, 2018).
Forward Purchase Agreement by and between National Energy Services Reunited Corp. and MEA Energy Investment 2 Ltd., dated April 27,
2018 (incorporated herein by reference to Exhibit 10.1 to the Company’s Current Report on Form 8-K (File No. 001-38091) filed on April
30, 2018).
Lo an Agreement, dated June 5, 2018, by and between National Energy Services Reunited Corp. and Hana Investments Co. WLL
(incorporated herein by reference to Exhibit 10.1 to the Company’s Current Report on Form 8-K (File No. 001-38091) filed on June 12,
2018).
Shares Purchase Exchange Agreement, dated June 5, 2018, by and between National Energy Services Reunited Corp. and Hana Investments
Co. WLL (incorporated herein by reference to Exhibit 10.2 to the Company’s Current Report on Form 8-K (File No. 001-38091) filed on
June 12, 2018).
Relationship Agreement, dated June 5, 2018, by and between National Energy Services Reunited Corp. and Hana Investments Co. WLL
(incorporated herein by reference to Exhibit 10.3 to the Company’s Current Report on Form 8-K (File No. 001-38091) filed on June 12,
2018).
Registration Rights Agreement, dated June 5, 2018, by and between National Energy Services Reunited Corp. and Hana Investments Co.
WLL (incorporated herein by reference to Exhibit 10.4 to the Company’s Current Report on Form 8-K (File No. 001-38091) filed on June 12,
2018).
Relationship Agreement, dated as of June 6, 2018, by and between National Energy Services Reunited Corp and WAHA (incorporated herein
by reference to Exhibit 10.1 to the Company’s Current Report on Form 8-K (File No. 001-38091) filed on June 12, 2018).
Relationship Agreement, dated as of June 6, 2018, by and between National Energy Services Reunited Corp and AL Nowais Investments
LLC. (incorporated herein by reference to Exhibit 10.2 to the Company’s Current Report on Form 8-K (File No. 001-38091) filed on June 12,
2018).
Amended and Restated Registration Rights Agreement, dated as of June 6, 2018, by and among National Energy Services Reunited Corp,
NESR Holdings Ltd., and each of the other signatories thereto (incorporated herein by reference to Exhibit 10.6 to the Company’s Current
Report on Form 8-K (File No. 001-38091) filed on June 12, 2018).
National Energy Services Reunited Corp. 2018 Long Term Incentive Plan (incorporated herein by reference to Annex F to the Company’s
Proxy Statement on Schedule 14A (File No. 001-38091) filed on May 8, 2018).
Letter Agreement by and between National Energy Services Reunited Corp. and each of the other signatories thereto, dated June 6, 2018
(incorporated herein by reference to Exhibit 10.17 to the Company’s Current Report on Form 8-K (File No. 001-38091) filed on June 12,
2018).
Offer Letter between National Energy Services Reunited Corp. and Melissa Cougle, dated June 12, 2018 (incorporated herein by reference to
Exhibit 10.18 to the Company’s Current Report on Form 8-K (File No. 001-38091) filed on June 12, 2018).
Voting Agreement, dated June 6, 2018, by and between National Energy Services Reunited Corp., NESR Holdings LTD. and SV3 Holdings
PTE LTD (incorporated herein by reference to Exhibit 10.19 to the Company’s Current Report on Form 8-K (File No. 001-38091) filed on
June 12, 2018).
Registration Rights Agreement dated June 6, 2018 by and between National Energy Services Reunited Corp. and SV3 Holdings PTE LTD
(incorporated herein by reference to Exhibit 10.20 to the Company’s Current Report on Form 8-K (File No. 001-38091) filed on June 12,
2018).
Lock-Up Agreement, dated June 6, 2018, by and between National Energy Services Reunited Corp. and SV3 Holdings PTE LTD
(incorporated herein by reference to Exhibit 10.21 to the Company’s Current Report on Form 8-K (File No. 001-38091) filed on June 12,
2018).
Sh are Transfer Agreement, dated as of May 18, 2018, between Competrol Establishment and the Olayan Saudi Holding Company
(incorporated herein by reference to Exhibit 10.19 to the Company’s Registration Statement on Form F-3 (File No. 333-226194) filed on
July 16, 2018).
Nominee Agreement, dated as of May 9, 2018, and effective January 16, 2018, between the Olayan Saudi Holding Company and Hana
Investments Co. WLL (incorporated herein by reference to Exhibit 10.23 to the Company’s Registration Statement on Form F-3 (File No.
333-226194) filed on July 16, 2018).
Addendum to the Nominee Agreement, dated June 8, 2018, between the Olayan Saudi Holding Company and Hana Investments Co. WLL
(incorporated herein by reference to Exhibit 10.24 to the Company’s Registration Statement on Form F-3 (File No. 333-226194) filed on
July 16, 2018).
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THIS REPORT ON FORM 6-K IS HEREBY INCORPORATED BY REFERENCE INTO THE REGISTRATION STATEMENT ON FORM F-3 (NO.
333-226194) FILED WITH THE SEC ON JULY 16, 2018.
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SIGNATURES
Pursuant to the requirements of Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the undersigned,
thereunto duly authorized.
NATIONAL ENERGY SERVICES REUNITED CORP.
Date: August 20, 2018

/s/ Sherif Foda
Name: Sherif Foda
Title: Chief Executive Officer
(Principal Executive Officer)

Date: August 20, 2018

/s/ Melissa Cougle
Name: Melissa Cougle
Title: Chief Financial Officer
(Principal Financial and Accounting Officer)
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