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The information required in Part III of the Annual Report on Form 10-K is incorporated by reference to the registrant s definitive proxy statement
to be filed pursuant to Regulation 14A for the registrant s 2012 Annual Meeting of Stockholders.
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FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K (the Annual Report ), and in particular, Part I, Item 7 - Management s Discussion and Analysis of Financial
Condition and Results of Operations, contains forward-looking statements within the meaning of the safe harbor provisions, 15 U.S.C. § 78u-5,
of the Private Securities Litigation Reform Act of 1995 ( the Reform Act ). Forward-looking statements are not historical facts but instead
represent the Company s current assumptions and beliefs regarding future events, many of which, by their nature, are inherently uncertain and
outside the Company s control. The forward-looking statements contained in this Annual Report are based on information available as of the date

of this Annual Report. The forward looking statements relate to future industry trends and economic conditions, forecast performance or results

of current and future initiatives and the outcome of contingencies and other uncertainties that may have a significant impact on the Company s
business, future operating results and liquidity. These forward-looking statements generally are identified by words such as anticipate,  believe,

estimate, continue, intend, expect, plan, forecast, project and similar expressions, or future-tense or conditional constructions such as
should, could, etc. The Company cautions that these statements are merely predictions, not to be considered guarantees of future performance.
Forward-looking statements are based upon current expectations and assumptions that are subject to risks and uncertainties that can cause actual
results to differ materially from those projected, anticipated or implied. A detailed discussion of potential risks and uncertainties that could cause
actual results and events to differ materially from forward-looking statements is included in Part [, Item 1A Risk Factors in this Annual Report
and periodically in future reports filed with the Securities and Exchange Commission (the SEC ).

The Company has no obligation to publicly update or revise any forward-looking statements, whether as a result of new information or future
events, except as required by law.
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PART I

Item 1. Business.

General

Flotek Industries, Inc. ( Flotek or the Company ) is a diversified global supplier of drilling and production related products and services. The
Company s strategic focus, and that of all wholly owned subsidiaries (collectively referred to as the Company ), includes oilfield specialty
chemicals and logistics, down-hole drilling tools and downhole production tools used in the energy and mining industries. In December 2007,

the Company s common stock began trading on the New York Stock Exchange ( NYSE ) under the stock ticker symbol FTK. Annual reports on
Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, and amendments to those reports filed or furnished pursuant to

Section 13(a) or 15(d) of the Securities Exchange Act of 1934, (the Exchange Act ) are posted to the Company s website. www.flotekind.com, as
soon as practicable subsequent to electronically filing or furnishing to the SEC. Information contained in the Company s website is not to be
considered as part of any regulatory filing. As used herein, Flotek, the Company, we, our and us refers to Flotek Industries, Inc. and/c
Company s wholly owned subsidiaries. The use of these terms is not intended to connote any particular corporate status or relationship.

Historical Developments

The Company was originally incorporated in the Province of British Columbia on May 17, 1985. In October 2001, the Company moved the
corporate domicile to Delaware and effected a 120 to 1 reverse stock split by way of a reverse merger with CESI Chemical, Inc. ( CESI ). Since
then, the Company has grown through a series of acquisitions and organic growth.

Description of Operations

The Company has three strategic business segments: Chemicals and Logistics ( Chemicals ), Drilling Products ( Drilling ) and Artificial Lift. Each
segment offers competitive products and services derived from patented technological advances that are reactive to industry demands in both
domestic and international markets.

Financial information regarding operational segments and geographic concentration is provided within this Annual Report. See Part II, Item 8
Financial Statements and Supplementary Data, Note 17 Segment Information; in the Notes to Consolidated Financial Statements for additional
information.

Chemicals and Logistics

The Chemicals business provides oil and natural gas field specialty chemicals for use in drilling, cementing, stimulation and production
activities designed to maximize recovery within both new and mature fields. These specialty chemicals possess enhanced performance
characteristics and are manufactured to withstand a broad range of down-hole pressures, temperatures and other well-specific conditions to be
compliant with customer specifications. The Company has two operational laboratories: 1) a technical services laboratory and 2) a research and
development laboratory. Each focuses on design improvements, development and viability testing of new chemical formulations, as well as
continued enhancement of existing products. Chemicals branded complex nano-fluid ( Cnf ) are patented both domestically and internationally
and are proven strategically cost-effective performance additives within both oil and natural gas markets. The Company s complex nano-fluid

( Cnf ) are environmentally friendly stable mixtures of oil, water and surface active agents which organize molecules into nanostructures. The
combined advantage of solvents, surface active agent(s) and drilling structures result in improved well treatment results as compared to the
independent use of solvents and surface active agent(s). Complex nano-fluid ( Cnf ) are composed of renewable, plant derived, cleaning
ingredients and oils that are certified as biodegradable. Certain complex nano-fluid ( Cnf ) have been approved for use in the North Sea, which
has some of the most stringent oil field environmental standards in the world. The Company s complex nano-fluid ( Cnf ) have resulted in
improved operational and financial results in low permeability sand and shale reservoirs.
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The logistics business designs, operates and manages automated bulk material handling and loading facilities. The bulk facilities handle oilfield
products, including sand and other materials for well-fracturing operations, dry cement and additives for oil and natural gas well cementing, and
supply materials used in oilfield operations.

Drilling Products

The Company is a leading provider of down-hole drilling tools for use in oilfield, mining, water-well and industrial drilling activities. Further,
the Company manufactures, sells, rents and inspects specialized equipment used in drilling, completion, production and work-over activities.
Through internal growth initiatives, operational best practices and acquisitions, the Company has realized increased rental tool activity and has
broadened the geographic market scope of operations. Established tool rental operations are strategically located throughout the United States
(the US ) and in an increasing number of international markets. Rental tools include stabilizers, drill collars, reamers, wipers, jars, shock subs,
wireless survey, measurement while drilling ( MWD ) tools and mud-motors. Equipment sold primarily includes mining equipment, centralizers
and drill bits. The Company remains focused on product marketing in the Southeast, Northeast, Mid-Continent and Rocky Mountain regions of
the US, as well as on international sales expansion using third party agents and employees.

Artificial Lift

The Company provides pumping system components, electric submersible pumps ( ESP s ), gas separators, production valves and complementary
services. Artificial Lift products satisfy the requirements of coal bed methane and traditional oil and natural gas production and assist natural
gas, oil and other fluids movement from the producing horizon to the surface. Artificial Lift products employ proprietary technologies
instrumental to improved well performance. Patented products within the Company s Petrovalve product line optimize pumping efficiency in
horizontal well completions as well as in heavy oil wells and wells with high liquid to gas ratios. Petrovalve products placed horizontally
increase flow per stroke and eliminate gas locking of traditional ball and seat valves that traditionally

require more maintenance. The patented gas separation technology is particularly effective in coal bed methane production, efficiently
separating gas and water down-hole as well as ensuring solution gas is not lost in water production. Gas separated down-hole contributes to a
reduction in the environmental impact of escaped gas at the surface. The majority of Artificial Lift products are manufactured in China,
assembled domestically and distributed globally.

Seasonality

Overall, operations are not affected by seasonality. While certain working capital components build and recede throughout the year in
conjunction with established selling cycles that can impact operations and financial position, the Company does not consider operations to be
highly seasonal. The performance of certain services within each of the Company s segments, however, is susceptible to both weather and
naturally occurring phenomena, including:

severity and duration of winter temperatures in North America that impact natural gas storage levels and drilling activity;

timing and duration of Canadian spring thaw and resulting restrictions that impacts activity levels; and

timing and impact of hurricanes upon both coastal and offshore operations.
Artificial Lift results of operations are historically weakest in the second quarter of the calendar year due to Federal land drilling restrictions
during identified breeding seasons of protected bird species.

Product Demand and Marketing

Demand for the Company s products and services is reactive to levels of natural gas storage and production, conventional and nonconventional
oil and natural gas well drilling and corresponding work-over activity, both domestically and internationally. Products are marketed directly to
customers through contractual agency arrangements and sales employees. Established customer relationships provide repeat sales opportunities
within all segments. Marketing is currently concentrated within the US. Internationally, the Company primarily markets products and services
through use of third party agents in Canada, Mexico, Central America, South America, the Middle East, and Asia.
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Customers

The Company s customers include major integrated oil and natural gas companies, independent oil and natural gas companies, pressure pumping
service companies and state-owned oil companies. One of the Company s customers and its affiliates, accounted for 13%, 12% and 17% of the
Company s consolidated revenue for the years ended December 31, 2011, 2010 and 2009, respectively. The Company s top three customers
accounted for 28%, 18% and 22% of consolidated revenue for the years ended December 31, 2011, 2010 and 2009, respectively.

Research and Development

The Company is engaged in research and development activities focused on the improvement of existing products and services, the design of
specialized customer need products and the development of new products, processes and services. For the years ended December 31, 2011,
2010, and 2009 the Company incurred $2.3 million, $1.4 million and $2.1 million respectively of research and development expenses. In 2011,
research and development expense approximated 1% of consolidated revenue. The Company expects to maintain 2012 research and
development investment at levels consistent with 2011 expenditures.

Backlog

Due to the nature of the Company s contractual customer relationships and operational management, the Company has historically not had
significant backlog order activity.

Intellectual Property

The Company s policy is to ensure patent protection, both within and outside of the US, for all products and methods deemed to have commercial
significance and to qualify for patent protection. The decision to pursue patent protection is dependent upon whether patent protection can be
obtained, cost-effectiveness and alignment with operational and commercial interests. The Company believes patents and trademarks, combined
with trade secrets, proprietary designs, manufacturing and operational expertise are appropriate to protect intellectual property and ensure
continued strategic business operations. The Company currently has patents

pending on production valve design, casing centralizer design, ProSeries tool design and trade secrets. Existing patents expire at various dates
during 2022 and 2023.

Competition

The ability to compete in the oilfield services industry is dependent upon the Company s ability to differentiate products and services, provide
superior quality and service, and maintain a competitive cost structure. Activity levels in all segments are impacted by current and expected
commodity prices, vertical and horizontal drilling rig count, other oil and natural gas drilling activity, production levels and customer drilling
and production designated capital spending. Domestic and international regions in which Flotek operates are highly competitive. The
competitive environment continues to intensify due to mergers among oil and gas companies and the reduction in the number of available
customers. The 2011 global energy environment and global economy was exposed to volatile energy prices, domestic and global natural
disasters, continued financial instability of European countries, and political turmoil and unrest throughout the Middle East petroleum producing
countries. The unpredictability of the energy industry and commodity price fluctuations created both increased risk and opportunity for the
Company s services, and that of competitors. Certain oil and natural gas service companies competing with Flotek are larger and have access to
more resources. These competitors could be better situated to withstand industry downturns, compete on the basis of price, and acquire and
develop new equipment and technologies; all of which could affect the Company s revenue and profitability. Oil and natural gas service
companies also compete for customers and strategic business opportunities. Thus, competition could have a detrimental impact upon the
Company s business. The Company expects that competition for contracts and margins will continue to be intense in the foreseeable future but
considers that improvements in existing and developmental products and services will enable the Company to realize incremental gains in
market share in 2012.

Raw Materials

Materials and components used in the Company s servicing and manufacturing operations, as well as
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those purchased for sale, are generally available on the open market from multiple sources. Collection and transportation of raw materials to
Company facilities however could be adversely affected by extreme weather conditions. Additionally, certain raw materials used by the
Chemicals segments are available from limited sources. Disruptions to suppliers could materially impact sales. The prices paid for raw materials
are contingent on energy, steel and other commodity price fluctuations, tariffs, duties on imported materials, foreign currency exchange rates,
business cycle position and global demand. During 2011, the price of raw materials increased over 2010 levels and additional increases are
anticipated in 2012. Higher prices combined with lower availability of chemicals, steel and other raw materials could adversely impact future
sales and contract fulfillments. The Company is diligent in identification of alternate suppliers and contingency planning efforts in the event of
supply shortages and in proactive with efforts to realize purchase price efficiencies through competitive bidding practices.

Drilling and Artificial Lift segments purchase raw materials and steel on the open market from numerous suppliers. When able, the Company
uses multiple suppliers, both domestically and internationally, for all raw materials purchases.

Drilling maintains a three to six month supply of mud-motor inventory parts sourced from China as well as an equivalent amount of parts
necessary to meet forecast demand within Artificial Lift operations. The Company s inventory approximates the lead time required to secure
parts to avoid disruption of service to customers.

Government Regulations

The Company is subject to federal, state and local environmental, occupational safety and health laws and regulations within the US and other
countries in which the Company does business. The Company strives to ensure full compliance with all regulatory requirements and is unaware
of any material instances of noncompliance. In the US, compliance laws and regulations include, among others:

the Comprehensive Environmental Response, Compensation and Liability Act;

the Resource Conservation and Recovery Act;

the Federal Water Pollution Control Act; and

the Toxic Substances Control Act.
In addition to US federal laws and regulations, the Company does business in other countries with extensive environmental, legal, and regulatory
requirements by which the Company must abide. Laws and regulations strictly govern the manufacture, storage, handling, transportation, use
and sale of chemical products. The Company evaluates the environmental impact of all Company actions and attempts to quantify the price of
contaminated property in order to identify and avoid potential liability, as well as maintain compliance with regulatory requirements. Several of
Chemicals products are considered hazardous or flammable. In the event of a leak or spill in association with Company operations, the Company
is exposed to risk of material cost, net of insurance proceeds, to remediate any contamination. The Company is occasionally involved in
environmental litigation and claims, including remediation of properties owned or operated. No environmental litigation or claims are being
litigated as of the date of this Annual Report filing. The Company does not expect costs related to known or unknown mediation requirements to
have a material adverse effect on the Company s consolidated financial position or results of operations.

Employees

At December 31, 2011, the Company had approximately 379 employees, exclusive of existing worldwide agency relationships. None of the
company s employees are covered by a collective bargaining agreement and labor relations are generally positive. Certain international location
changes in staffing or work arrangements are contingent upon local work councils or other regulatory approval.

Available Information

The Company s website is accessible at https://www.flotekind.com. Annual reports on Form 10-K, quarterly reports on Form 10-Q, current
reports on Form 8-K and amendments to reports filed or furnished pursuant to Section 13(a) or 15(d) of the Exchange Act are available (see

Investor Relations section of the Company s website), as soon as reasonably practicable subsequent to the Company electronically filing or
otherwise
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providing reports to the SEC. Corporate governance materials, guidelines, charter and code of conduct are also available on the website. A copy
of corporate governance materials is available upon written request to the Company.

All material filed with the SEC s Public Reference Room at 100 F Street NE, Washington, DC 20549 is available to be read or copied.
Information regarding the Public Reference Room can be obtained by contacting the SEC at 1-800-SEC-0330. Further, the SEC maintains the
http://www.sec.gov website, which contains reports and other registrant information filed electronically with the SEC.

The 2010 Annual Chief Executive Officer Certification required by the NYSE was submitted on June 13, 2011. The certification was not
qualified in any respect. Additionally, the Company has filed with this Annual Report all principal executive officer and financial officer
certifications as required under Sections 302 and 906 of the Sarbanes-Oxley Act of 2002.

Information with respect to the Company s executive officers and directors is incorporated herein by reference to information to be included in
the proxy statement for the Company s 2012 Annual Meeting of Stockholders.

The Company has disclosed and will continue to disclose any changes or amendments to the Company s code of ethics as well as waivers to the
code of ethics applicable to executive management by posting such changes or waivers on the Company s website.

Item 1A.  Risk Factors.

The Company s business, financial condition, results of operations and cash flows are subject to various risks and uncertainties, including those
described below. These risks and uncertainties could cause actual results to vary materially from current or forecast results. The risks below are
not all-inclusive of risks that could impact the Company. Additional risks not currently known to the Company or that the Company presently
considers immaterial could impact the Company s business operations.

This Annual Report contains forward-looking statements, as defined in the Private Securities Litigation Reform Act of 1995, that involve risks
and uncertainties. Forward-looking statements discuss Company prospects, expected revenue, expenses and profits, strategic operational
initiatives and other activity. Forward-looking statements also contain suppositions regarding future oil and natural gas industry conditions
within both domestic and international market economies. The Company s results could differ materially from those anticipated in the
forward-looking statements as a result of a variety of factors, including risks described below

and elsewhere. See Forward-Looking Statements at the beginning of this Annual Report.
Risks Related to the Company s Business
The Company had profitable operations during 2011 but may not be able to sustain profitable operations in 2012.

The Company s net income from 2011 operations totaled $26.5 million, while the Company experienced net losses in both 2010 and 2009. There
is no assurance that the Company s 2012 Plan of Operations will be executed successfully or, that the Company will maintain profitability in
2012.

The Company s business is dependent upon domestic and international oil and natural gas industry spending. Spending could be adversely
affected by industry conditions or by new or increased governmental regulations beyond the Company s control.

The Company is dependent upon customers willingness to make operating and capital expenditures for exploration, development and production
of oil and natural gas in both the North
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American market and abroad. Customers expectations of future oil and natural gas market prices could curtail spending thereby reducing
demand for the Company s products and services. Industry conditions in the US are influenced by numerous factors over which the Company has
no control, including the supply of and demand for oil and natural gas, domestic and international economic conditions, political instability in oil
and natural gas producing countries and merger and divestiture activity among oil and natural gas producers. The volatility of oil and natural gas
prices and the consequential effect on exploration and production activity could adversely impact the Company s customers level of activity. One
indicator of drilling and production spending is fluctuation in rig count which the company actively monitors to gauge market conditions and
forecast product and service demand. A reduction in drilling activity could cause a decline in the demand for, or negatively affect the price of,
the Company s products and services. Domestic demand for oil and natural gas could also be uniquely affected by public attitude regarding
drilling in environmentally sensitive areas, vehicle emissions and other environmental standards, alternative fuels, taxation of oil and gas,
perception of excess profits of oil and gas companies, and anticipated changes in governmental regulation and policy.

Demand for a significant number of Company products and service is dependent on the level of expenditures within the oil and natural gas
industry. If current global economic conditions and the availability of credit worsen or oil and natural gas prices weaken for an extended
period of time, reductions in levels of customers expenditures could have a significant adverse effect on revenue, margins and overall
operating results.

The current global credit and economic environment has tempered worldwide demand for energy. Crude oil and natural gas prices have
continued to be volatile. A substantial or extended decline in oil or natural gas prices could affect customers spending for products and services.
Demand for a significant number of the Company s products and services is dependent upon the level of expenditures within the oil and gas
industry for exploration, development and production of crude oil and natural gas reserves. Expenditures are

sensitive to oil and natural gas prices, as well as the industry s outlook regarding future oil and natural gas prices. Increased competition
continued to exert downward pressure on prices charged for company products and services in 2011. Limited price increases were available to
the Company in 2011. Volatile economic conditions could weaken customer exploration and production expenditures, causing reduced demand
for Company products and services and a significant adverse effect on the Company s operating results. It is difficult to predict the pace of any
industry growth, whether the economy will worsen, and to what extent this could affect the Company.

Reduced cash flow and capital availability could adversely impact the financial condition of the Company s customers, which could result in
customer project modifications, delays or cancellations, general business disruptions, and delay in, or nonpayment of, amounts that are owed to
the Company. This could cause a negative impact on the Company s results of operations and cash flows.

If certain of the Company s suppliers were to experience significant cash flow constraints or become insolvent as a result of such conditions, a
reduction or interruption in supplies or a significant increase in the price of supplies could occur, and adversely impact the Company s results of
operations and cash flows.

The price for oil and natural gas is subject to a variety of factors, including:

demand for energy reactive to worldwide population growth, economic development and general economic and business conditions;

ability of the Organization of Petroleum Exporting Countries ( OPEC ) to set and maintain production levels;

production of oil and gas by non-OPEC countries;

availability and quantity of natural gas storage;

import volume and pricing of Liquefied Natural Gas;
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cost of exploration, production and transport of oil and natural gas;

technological advances impacting energy consumption; and

weather conditions.
The Company s revolving credit facility may not be renewed or current interest rates could increase, limiting the Company s flexibility and
preventing the Company from taking certain actions, which could adversely affect execution of business strategies.

At December 31, 2011, the Company had a $35 million revolving credit facility commitment that remains undrawn. Any borrowings are at a
variable rate of prime plus 1% (4.25% at December 31, 2011). The current credit facility remains in effect until December 15, 2012. There can
be no assurance that the revolving credit facility will be extended or renewed or that the interest rates will not significantly fluctuate.

Holders of the Company s 5.25% convertible senior notes may exercise their option to require the Company purchase the holder s
outstanding notes for cash, which could result in cash constraints or require the Company to secure additional cash financing through a
debt or equity offering.

The Company is attendant to the possibility that holders of $70.5 million of the Company s 5.25% convertible senior notes due February 15,
2028 could exercise their option to require the Company to purchase all or a portion of outstanding notes for cash on February 15, 2013. The
Company could be required to deplete cash reserves used to execute business strategies, secure additional cash through a new debt or equity
offerings, modify debt terms with current holders, or execute a combination of these possibilities.

The Company s implementation of a new enterprise resource planning ( ERP ) system may adversely affect the Company s business and
results of operations or the effectiveness of internal control over financial reporting.

During the second quarter of 2011, the Company began implementing a new generation of work processes and information systems. ERP
implementations are complex and time-consuming

projects that involve substantial expenditures on system software and implementation activities that take a year or longer to implement. ERP
implementations also require transformation of business and financial processes in order to reap the benefits of the ERP System. If the Company
does not effectively implement the ERP System as planned or if the system does not operate as intended, it could adversely affect the financial
reporting systems, the Company s ability to produce financial reports, and/or the effectiveness of internal control over financial reporting.

If the Company does not manage the potential difficulties associated with expansion successfully, the Company s operating results could be
adversely affected.

The Company has grown over the last several years through internal growth, strategic alliances, and to a lesser extent, strategic business/asset
acquisitions. The Company believes future success will depend, in part, on the Company s ability to adapt to market opportunities and changes
and to successfully integrate the operations of any businesses acquired. The following factors could result in strategic business difficulties:

lack of experienced management personnel;

increased administrative burdens;

lack of customer retention;

technological obsolescence; and

infrastructure, technological, communication and logistical problems associated with large, expansive operations.
If the Company fails to manage potential difficulties successfully, including increased costs associated with growth, the Company s operating
results could be adversely affected.

The Company s ability to grow and compete could be adversely affected if adequate capital is not available.

The ability of the Company to grow and compete is reliant on the availability of adequate capital. Access to capital is dependent, in large part, on
the Company s cash flows from operations and the availability of equity and debt financing. The Company cannot guarantee cash flows from
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financing on acceptable terms, or at all, in order to realize growth strategies. As a result, the Company may not be able to finance strategic
growth plans, to take advantage of business opportunities or to respond to competitive pressures.

The Company s future success and profitability may be adversely affected if the Company or the Company s suppliers fail to develop and/or
introduce new and innovative products and services.

The oil and natural gas drilling industry is characterized by technological advancements that have historically resulted in, and will likely
continue to result in, substantial improvements in the scope and quality of oilfield chemicals, drilling and artificial lift products and services
function and performance. Consequently, the Company s future success is dependent, in part, upon the Company s and the Company s suppliers
continued ability to timely develop innovative products and services. Increasingly sophisticated customer needs and the ability to timely
anticipate and respond to technological and operational advances in the oil and natural gas drilling industry is critical. If the Company or the
Company s suppliers fail to successfully develop and introduce innovative products and services that appeal to customers, or if new market
entrants or competitors develop superior products and services, the Company s revenue and profitability could suffer.

The Company may pursue strategic acquisitions, which could have an adverse impact on the Company s business.

The Company remains committed to growth through strategic acquisitions and alliances with complementary businesses. The Company s
historical and potential acquisitions involve risks that could adversely affect the Company s business climate and results of operations.
Negotiations of potential acquisitions or integration of newly acquired businesses could divert management s attention from other business
concerns as well as be cost prohibitive and time consuming. Acquisitions could also expose the Company to unforeseen liabilities or risks
associated with new markets or businesses. Unforeseen operational difficulties related to acquisitions could result in diminished financial
performance or require a disproportionate

amount of the Company s management s attention and resources. Additional acquisitions could result in the commitment of capital resources
without the realization of anticipated returns.

Unforeseen developments in contingencies such as litigation could adversely affect the Company s financial condition.

The Company is, and from time to time may become, a party to legal proceedings incidental to the Company s business involving alleged injuries
arising from the use of Company products, exposure to hazardous substances, patent infringement, employment matters and commercial
disputes. The defense of these lawsuits may require significant expenses, divert management s attention, and may require the Company to pay
damages that could adverse