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KFORCE INC.
Notice of Annual Meeting of Shareholders To Be Held June 19, 2007
Dear Shareholder:
On Tuesday, June 19, 2007, Kforce Inc. will hold its 2007 Annual Meeting of Shareholders at Kforce s corporate headquarters located at 1001
East Palm Avenue, Tampa, Florida, 33605. The Board of Directors cordially invites all shareholders to attend the meeting which will begin at

8:00 a.m., Eastern Time.

We are holding this meeting to:

1. Elect three Class I directors to hold office for a three-year term expiring in 2010 and one Class II director to hold office for a
one-year term expiring in 2008;

2. Ratify the appointment of Deloitte & Touche LLP as Kforce s independent registered public accountants for the fiscal year ending
December 31, 2007; and

3. Attend to other business properly presented at the meeting.
Your Board of Directors has selected April 19, 2007, as the record date for determining shareholders entitled to vote at the meeting.

This proxy statement, proxy card and Kforce s 2006 Annual Report to Shareholders are being mailed on or about May 4, 2007. Whether or not
you plan to attend the annual meeting, please submit your proxy in any one of the following ways: (1) using the toll-free telephone number
shown on the enclosed proxy card; (2) using the Internet website shown on the enclosed proxy card; or (3) completing, signing, and dating the
enclosed proxy card and returning it promptly in the enclosed postage-paid envelope.

If you need further assistance, please contact Kforce Investor Relations at (813) 552-5000.

BY ORDER OF THE BOARD OF DIRECTORS
Joseph J. Liberatore
Secretary

Tampa, Florida

May 4, 2007
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QUESTIONS AND ANSWERS

Q: Why did you send me this proxy statement?

A:  We sent you this proxy statement and the enclosed proxy card because Kforce s Board of Directors (the Board ) is soliciting your proxy on
behalf of Kforce to vote your shares at the Annual Meeting. This proxy statement summarizes information that we are required to provide
to you under the rules of the Securities and Exchange Commission ( SEC ) and which is designed to assist you in voting.

Q: When is the Annual Meeting and where will it be held?

A:  The Annual Meeting will be held on Tuesday, June 19, 2007, at 8:00 a.m., Eastern time, at Kforce s corporate headquarters located at 1001
East Palm Avenue, Tampa, Florida 33605.

Q: What may I vote on?

A:  The election of three Class I directors to hold office for a three-year term expiring in 2010 and the election of one Class II director to hold
office for a one-year term expiring in 2008 and the ratification of the appointment of Deloitte & Touche LLP as Kforce s independent
registered public accountants for the fiscal year ending December 31, 2007.

Q: How does Kforce s Board recommend I vote on the proposals?

A:  The Board recommends a vote FOR each of the proposals.
Q: Who is entitled to vote?

A:  Only those who owned Kforce common stock at the close of business on April 19, 2007 (the Record Date ) are entitled to vote at the
Annual Meeting.

Q: Howdo I vote?

A:  You may vote your shares either in person or by proxy. Whether you plan to attend the meeting and vote in person or not, we urge you to
submit your proxy by either: (1) using the toll-free telephone number shown on the enclosed proxy card; (2) using the Internet website
shown on the enclosed proxy card; or (3) completing the enclosed proxy card and returning it promptly in the enclosed postage-paid
envelope. If you return your signed proxy card but do not mark the boxes showing how you wish to vote, your shares will be voted FOR
each of the proposals.

Shareholders voting via the Internet should understand that there might be costs associated with electronic access, such as usage charges from

Internet access providers and telephone companies that the shareholder must bear.

Q: Can I change my vote?
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You have the right to change your vote at any time before the meeting by:

M
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notifying Kforce s corporate secretary that you have revoked your proxys;

voting in person;

returning a later-dated proxy card;

voting through the Internet at http://www.investorvote.com at a later date; or

voting through the toll-free telephone number by calling 1-800-652-VOTE (8683) at a later date.



Edgar Filing: KFORCE INC - Form DEF 14A

How many shares can vote?

As of the Record Date, April 19, 2007, 41,032,411 shares of Kforce common stock were issued and outstanding. Every holder of Kforce
common stock is entitled to one vote for each share held.

Whatisa quorum ?

A quorum is a majority of the outstanding shares. They may be present at the meeting or represented by proxy. There must be a quorum
for the meeting to be held. If you submit a properly executed proxy card, even if you abstain from voting, then you will be considered part
of the quorum. However, abstentions are not counted in the tally of votes FOR or AGAINST a proposal. A WITHHELD vote is the same
as an abstention. If a broker, bank, custodian, nominee or other record holder of Kforce common stock indicates on a proxy that it does not
have discretionary authority to vote certain shares on a particular matter, the shares held by that record holder (referred to as broker
non-votes ) will also be counted as present and considered part of a quorum but will not be counted in the tally of votes FOR or AGAINST
a proposal.

What is the required vote for the proposals to pass?

With regard to the proposal for the election of directors, the required vote is a plurality of the votes cast at a meeting at which a quorum is
present. With regard to the proposal for the ratification of the appointment of Deloitte & Touche LLP as Kforce s independent registered
public accountants for the fiscal year ending December 31, 2007, the proposal must receive the affirmative vote of the majority of the
shares entitled to vote on the matter.

How will voting on any other business be conducted?

Although we do not know of any business to be considered at the Annual Meeting other than the proposals described in this proxy

statement, if any other business is properly presented at the Annual Meeting, your signed proxy card gives authority to Joseph J.

Liberatore, Kforce s Chief Financial Officer and Secretary and Michael Blackman, Kforce s Senior Vice President of Investor Relations, or
either of them, to vote on such matters at their discretion.

How are my shares voted if I submit a proxy but do not specify how I want to vote?

If you submit a properly executed proxy card or complete the telephone or Internet voting procedures but do not specify how you want to
vote, your shares will be voted FOR the election of each of the nominees for director and FOR the ratification of the appointment of
Deloitte & Touche LLP as Kforce s independent registered accountants for the fiscal year ending December 31, 2007, and in the discretion
of the persons named as proxies on all other matters that may be brought before the meeting.

How do I vote using the telephone or the Internet?

For Shares Directly Registered in the Name of the Shareholder. Shareholders with shares registered directly with Computershare Trust
Company, N.A. ( Computershare ), Kforce s transfer agent, may vote on the Internet at the following address on the World Wide Web:
http://www.investorvote.com. They will be required to provide the Control Numbers contained on their proxy cards. After providing the
correct Control Number, the voter will be asked to complete an electronic proxy card. The votes will be generated on the computer screen
and the voter will be prompted to submit or revise them as desired. Votes submitted via the Internet by a registered shareholder must be
received by 11:59 p.m. (Eastern Time) on June 18, 2007.
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For Shares Registered in the Name of a Bank or Brokerage. A number of brokerage firms and banks are participating in a program for shares
held in street name that offers Internet voting options. This program is different from the program provided by Computershare for shares
registered in the name of the
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shareholder. If your shares are held in an account at a brokerage firm or bank participating in the street name program, you may have already
been offered the opportunity to elect to vote using the Internet. Votes submitted via the Internet through the street name program must be
received by 11:59 p.m. (Eastern Time) on June 18, 2007.

Shareholders voting via the Internet should understand that there might be costs associated with electronic access, such as usage charges from
Internet access providers and telephone companies, which the shareholder must bear.

Shareholders eligible to vote at the Annual Meeting, using a touch-tone telephone, may also vote by calling 1-800-652-VOTE (8683) (toll free)
and following the recorded instructions.

Please note that the method of voting used will not affect your right to vote in person should you decide to attend the Annual Meeting. Also,
please be aware that Kforce is not involved in the operation of either of these Internet voting procedures and cannot take responsibility for any
access or Internet Service interruptions that may occur or any inaccuracies, erroneous or incomplete information that may appear.

Q: When are the shareholder proposals for the next Annual Meeting of Shareholders due?

A:  All shareholder proposals to be considered for inclusion in next year s proxy statement must be submitted in writing to Joseph J. Liberatore,
Corporate Secretary, Kforce Inc., 1001 East Palm Avenue, Tampa, Florida 33605, by January 4, 2008. In addition, the proxy solicited by
the Board for the 2008 Annual Meeting of Shareholders will confer discretionary authority to vote on any shareholder proposal presented
at that meeting, unless we are provided with written notice of such proposal by March 20, 2008.

Q: Who will pay for this proxy solicitation?

A:  We will pay all the costs of soliciting these proxies, except for costs associated with individual shareholder use of the Internet and
telephone. In addition to mailing proxy solicitation material, our directors and employees may solicit proxies in person, by telephone or by
other electronic means of communication. We will also reimburse brokerage houses and other custodians, nominees and fiduciaries for
their reasonable out-of-pocket expenses for forwarding proxy and solicitation materials to our shareholders.
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PROPOSALS ON WHICH YOU MAY VOTE
PROPOSAL 1. ELECTION OF DIRECTORS

The Board has nine directors who are divided into three classes serving staggered three-year terms. The current terms of the three classes of
directors expire in 2007 (Class I directors), 2008 (Class II directors), in 2009 (Class III directors). At the Annual Meeting, you and the other
shareholders will elect three individuals to serve as directors until the 2010 Annual Meeting and one individual to serve as director until the 2008
Annual Meeting. The Board has nominated Elaine D. Rosen, Ralph E. Struzziero and Howard W. Sutter to stand for election at the Annual
Meeting for Class I director seats and Richard M. Cocchiaro to stand for election at the Annual Meeting for a Class II director seat. Ms. Rosen
and Messrs. Cocchiaro, Struzziero and Sutter are current members of the Board. Pursuant to the NASDAQ listing standards and SEC rules, the
Board determined that Elaine D. Rosen and Ralph E. Struzziero are independent and that Richard M. Cocchiaro and Howard W. Sutter, are not
independent. Detailed information on each nominee is provided on pages 11 through 13.

The individuals named as proxies will vote the enclosed proxy for the election of Richard M. Cocchiaro, Elaine D. Rosen, Ralph E. Struzziero
and Howard W. Sutter unless you direct them to withhold your votes. If any nominee becomes unable or unwilling to stand for election, the
Board may reduce its size or designate a substitute. If a substitute is designated, proxies voting for the original nominee will be cast for the
substituted nominee.

Vote Required

The three nominees for election as Class I directors and one nominee for election as a Class II director will be elected at the meeting by a
plurality of all the votes cast at the meeting, meaning that the three nominees for Class I directors and the one nominee for Class II director who
receive the most votes will be elected. A properly executed proxy marked to withhold authority with respect to the election of one or more
directors will not be voted with respect to the director or directors indicated, although it will be counted for purposes of determining whether
there is a quorum.

THE BOARD OF DIRECTORS RECOMMENDS A VOTE FOR EACH OF THE NOMINEES FOR ELECTION AS DIRECTOR.
PROXIES SOLICITED BY THE BOARD OF DIRECTORS WILL BE SO VOTED UNLESS SHAREHOLDERS SPECIFY A
CONTRARY CHOICE IN THEIR PROXIES.

Information about the Board of Directors and Committees

The Board has determined that the following members of Kforce s board are independent pursuant to Rule 4200(a)(15) of the NASDAQ listing
standards and SEC rules: John N. Allred, W.R. Carey, Jr., Mark F. Furlong, Elaine D. Rosen, Ralph E. Struzziero, and A. Gordon Tunstall. The
Board has determined that David L. Dunkel, Richard M. Cocchiaro and Howard W. Sutter are not independent. Effective September 30, 2006,
Patrick D. Moneymaker resigned as a member of the Board in order to become the Chief Executive Officer of Kforce Government Holdings,
Inc., a wholly-owned subsidiary of Kforce.

The Board met four times during 2006. Each director attended at least 75% of the total number of meetings of (a) the Board (held during the
period for which they were a director) and (b) the Committees on which they served (during the periods that they served). The full Board
considers all major decisions. However, the Board has established the following five standing committees so that certain important areas can be
addressed in more depth than may be possible in a full Board meeting:

Compensation Committee. The Compensation Committee held four meetings for which its members were compensated in 2006. The
Compensation Committee reviews overall compensation and fringe benefit policies and practices; reviews and recommends to the
Board the adoption of, or amendments to, stock option, stock-based incentive, or stock purchase plans; approves any grants or awards
under any

10
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long-term incentive program; and prepares an annual report on our executive compensation policies and practices as may be required
by SEC rules. The Compensation Committee may meet in executive sessions (excluding the Chief Executive Officer) from time to
time. The Compensation Committee has the authority to retain consultants, advisors and legal counsel, provided that the

Compensation Committee shall obtain the concurrence of the full Board in advance for any extraordinary expenses. During the fiscal
year ended December 31, 2006, the Compensation Committee retained Pearl Meyer & Partners ( PM&P ), an independent consulting
firm, to complete an analysis of Kforce s executive compensation program. PM&P was engaged to compare the annual and long-term
incentive compensation levels for Kforce s Chief Executive Officer and the other Named Executive Officers to the competitive market
for similar executive talent. For further information regarding the work performed by PM&P, please see the discussion below under
the heading Compensation Discussion and Analysis. Each director on the Compensation Committee is independent under NASDAQ
and SEC rules. The compensation of directors serving on the Compensation Committee is determined by the Board of Directors. The
current members of the Compensation Committee are W. R. Carey, Jr., Mark F. Furlong, Elaine D. Rosen (Chairperson) and Ralph E.
Struzziero. A copy of the Compensation Committee s charter is available on the Investor Relations section of our website at
http://www kforce.com.

Audit Committee. The Audit Committee is a separately designated standing committee established in accordance with
Section 3(a)(58)(A) of the Securities Exchange Act of 1934. The Audit Committee held six meetings for which its members were
compensated in 2006. The Audit Committee assists the Board in fulfilling its responsibility for oversight of the quality and integrity of
our accounting and reporting practices and such other duties as directed by the Board. In discharging this oversight role, the Audit
Committee is empowered to investigate any matter brought to its attention, with full access to all books, records, facilities and
personnel of Kforce, and the power to retain outside counsel or other experts for this purpose. The Audit Committee has the sole
responsibility for the selection, compensation, oversight and termination of the independent auditors who audit our financial
statements. In carrying out its responsibilities, the Audit Committee selects, provides for the compensation of, and oversees the work
of the independent auditors; pre-approves the fees, terms, and services under all audit and non-audit engagements; reviews the
performance of the independent auditors; and monitors and periodically reviews the independence of the independent auditors by
obtaining and reviewing a report from the independent auditors at least annually regarding all relationships between the independent
auditors and Kforce.
Other responsibilities of the Audit Committee include reviewing with the internal auditors and the independent auditors their respective annual
audit plans, staffing, reports, and the results of their audits; reviewing with management and the independent auditors Kforce s annual and
quarterly financial results, financial statements and results of the independent auditors reviews of such financial information; reviewing with the
independent auditors any matters of significant disagreement between management and the independent auditors and any other problems or
difficulties encountered during the course of the audit and management s response to such disagreements, problems, or difficulties; conferring
with the independent auditors with regard to the adequacy of internal accounting controls; reviewing with the independent auditors (a) all critical
accounting policies and practices used in the audit, (b) all alternative treatments of financial accounting and disclosures within generally
accepted accounting principles that have been discussed with management, ramifications of the use of such alternative disclosures and
treatments, and the treatment preferred by the independent auditors, and (c) other material written communications between the independent
auditors and management, such as any management letter or schedule of unadjusted differences as well as meeting with the independent auditors
in executive session to discuss any other matters that the independent auditors believe should be discussed privately.

11
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The Audit Committee also oversees Kforce s internal assurance function and compliance with procedures for the receipt, retention and treatment
of complaints received by Kforce regarding accounting, internal accounting controls, or auditing matters and the confidential, anonymous
submission by employees of Kforce of concerns regarding accounting or auditing matters.

The current members of the Audit Committee are John N. Allred, W. R. Carey, Jr. and Mark F. Furlong (Chairman). Each member of the Audit
Committee is independent within the meaning of Rules 4200(a)(15) and 4350(d) of NASDAQ s listing standards and the SEC Rules. The Board

has determined that Mr. Furlong is an audit committee financial expert as defined by SEC rules. The Audit Committee s responsibilities are more
fully set forth in a written charter. A copy of the Audit Committee s charter is available on the Investor Relations section of our website at
http://www kforce.com.

Nomination Committee. The Nomination Committee held no meetings for which its members were compensated in 2006. The
Nomination Committee makes recommendations to the Board regarding the size and composition of the Board. The Nomination
Committee establishes procedures for the nomination process, recommends candidates for election to our Board and nominates
officers for election by the Board.
The current members of the Nomination Committee are John N. Allred, W.R. Carey, Jr. (Chairman), and Elaine D. Rosen, each of whom is
independent within the meaning of Rule 4200(a)(15) of NASDAQ s listing standards. As set forth in the general guidelines established pursuant
to its charter, the Nomination Committee strives for directors who will: (a) bring to the Board a variety of experience and backgrounds; (b) bring
substantial senior management experience, financial expertise and such other skills that would enhance the Board s effectiveness; and
(c) represent the balanced, best interests of our shareholders as a whole and the interests of our stakeholders, as appropriate, rather than special
interest groups or constituencies. In selecting nominees, the Nomination Committee assesses independence, character and integrity, potential
conflicts of interest, experience, and the willingness to devote sufficient time to carrying out the responsibilities of a director. The Nomination
Committee has the authority to retain a search firm to be used to identify director candidates and to approve the search firm s fees and other
retention terms.

The Nomination Committee will consider nominees for the Board that are proposed by our shareholders. The same identifying and evaluating
procedures apply to all candidates for director nomination, including candidates submitted by shareholders. Any shareholder who wishes to
recommend a prospective nominee for the Board, for the Nomination Committee s consideration, may do so by giving the candidate s name and
qualifications in writing to Joseph J. Liberatore, Corporate Secretary, Kforce Inc., 1001 East Palm Avenue, Tampa, Florida 33605. The
Nomination Committee s responsibilities are more fully set forth in a written charter that was adopted by the Nomination Committee and by the
Board. A copy of the Nomination Committee s charter is available on the Investor Relations section of our website at http://www.kforce.com.

Corporate Governance Committee. The Corporate Governance Committee held four meetings for which its members were
compensated in 2006. The purpose of the Corporate Governance Committee is to encourage and enhance communication among
independent directors. The Corporate Governance Committee consists of all directors of the Board who are independent under Rule
4200(a)(15) of NASDAQ s listing standards and SEC rules. The current members of the Corporate Governance Committee are John N.
Allred, W.R. Carey, Jr., Mark F. Furlong, Elaine D. Rosen, Ralph E. Struzziero (Chairman) and A. Gordon Tunstall. Effective
September 30, 2006, Patrick D. Moneymaker resigned as a member of the Corporate Governance Committee to take a position as
Chief Executive Officer of Kforce Government Holdings Inc., a wholly-owned subsidiary of the Kforce.

Executive Committee. The Executive Committee held no meetings for which its members were compensated in 2006. The Executive
Committee has the authority to act in place of the Board on all matters which would otherwise come before the Board, except for such
matters which are required by

12
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law or by our Articles of Incorporation or Bylaws to be acted upon exclusively by the Board. The current members of the Executive
Committee are Richard M. Cocchiaro, David L. Dunkel (Chairman), Howard W. Sutter and A. Gordon Tunstall.
Communications with Board of Directors

Shareholders may communicate with the full Board or individual directors by submitting such communications in writing to Joseph J.
Liberatore, Corporate Secretary, Kforce Inc., 1001 East Palm Avenue, Tampa, Florida, 33605. Such communications will be delivered directly
to Kforce s Board of Directors.

Kforce has no formal policy on director attendance at the Annual Meeting of Shareholders. Mr. Dunkel attended Kforce s 2006 Annual Meeting
of Shareholders.

Code of Ethics

The Board has adopted a Code of Ethics and Business Conduct that is applicable to all employees of Kforce, including the chief executive
officer, chief financial officer and chief accounting officer. The Code of Ethics and Business Conduct is available on the Investor Relations
section of our website at http://www kforce.com.

Compensation Committee Interlocks and Insider Participation

During 2006, the Compensation Committee consisted of W.R. Carey, Jr., Mark F. Furlong, Elaine D. Rosen (Chairperson) and Ralph E.
Struzziero. Mr. Struzziero served as the Chairman (1990-1994) and President (1980-1994) of Romac & Associates, Inc., a company we acquired
in 1994. None of the other members of the Compensation Committee is currently or was formerly an officer or an employee of Kforce or its
subsidiaries and none had any relationship with Kforce requiring disclosure in this proxy statement under Item 404 of Regulation S-K. During

the year ended December 31, 2006, Kforce had no interlocking relationships in which (1) an executive officer of Kforce served as a member of
the compensation committee of another entity, one of whose executive officers served on the Compensation Committee of Kforce; (2) an
executive officer of Kforce served as a director of another entity, one of whose executive officers served on the Compensation Committee of
Kforce; and (3) an executive officer of Kforce served as a member of the compensation committee of another entity, one of whose executive
officers served as a director of Kforce.

PROPOSAL 2. RATIFICATION OF APPOINTMENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTANTS.

The Audit Committee of the Board of Directors has selected Deloitte & Touche LLP to audit the financial statements of Kforce for the fiscal
year ending December 31, 2007, and to perform other appropriate services, subject to ratification by shareholders. Deloitte & Touche LLP has
audited Kforce s financial statements since the fiscal year ended December 31, 2000. A representative of Deloitte & Touche LLP is expected to
be present at the Annual Meeting, will have the opportunity to make a statement and is expected to be available to respond to appropriate
questions.

Vote Required

The appointment of Deloitte & Touche LLP as Kforce s independent registered public accountants for the fiscal year ending December 31, 2007,
will be subject to ratification by the shareholders at the meeting by the affirmative vote of the majority of the shares entitled to vote on the
matter.

THE BOARD OF DIRECTORS RECOMMENDS A VOTE FOR THE RATIFICATION OF DELOITTE & TOUCHE LLP TO
SERVE AS KFORCE S INDEPENDENT REGISTERED PUBLIC ACCOUNTANTS FOR THE FISCAL YEAR ENDING
DECEMBER 31, 2007. PROXIES SOLICITED BY THE BOARD OF DIRECTORS WILL BE SO VOTED UNLESS
SHAREHOLDERS SPECIFY A CONTRARY CHOICE IN THEIR PROXIES.

13
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AUDIT COMMITTEE REPORT

Kforce Inc. s Audit Committee is composed of three directors, all of which the Board has determined to be independent for purposes of both
Rules 4200(a)(15) and 4350(d) of NASDAQ s listing standards and SEC rules. The Audit Committee assists the Board in general oversight of
Kforce Inc. s financial accounting and reporting process, system of internal control and audit process.

Kforce Inc. s management has primary responsibility for preparing Kforce Inc. s financial statements and its financial reporting process. Kforce
Inc. s independent auditors, Deloitte & Touche LLP, are responsible for auditing Kforce Inc. s financial statements and for expressing an opinion
whether Kforce Inc. s audited financial statements present fairly, in all material respects, our financial position, results of operations and cash
flows, in conformity with accounting principles generally accepted in the United States of America.

In this context, the Audit Committee reports as follows:
1. The Audit Committee has reviewed and discussed the audited financial statements with Kforce Inc. s management;

2. The Audit Committee has discussed with the independent auditors the matters required to be discussed by the Statement on Auditing
Standards No. 61, as amended (AICPA, Professional Standards, Vol. 1. AU Section 380), as adopted by the Public Company Accounting
Oversight Board in Rule 3200T;

3. The Audit Committee has received the written disclosures and the letter from the independent auditors required by Independence Standards
Board Standard No. 1 (Independence Standards Board Standard No. 1, Independence Discussions with Audit Committees), as adopted by the
Public Company Accounting Oversight Board in Rule 3600T, and has discussed with the independent auditors their independence. The Audit
Committee has considered whether the provision of other non-audit services is compatible with the independent auditors independence, and
satisfied itself as to the auditors independence; and

4. Based on the review and discussion referred to in the above paragraphs, the Audit Committee recommended to the Board that the audited
financial statements be included in Kforce Inc. s Annual Report on Form 10-K for the fiscal year ended December 31, 2006, for filing with the
SEC. The Audit Committee has also selected Deloitte & Touche LLP, subject to ratification by shareholders, as Kforce s independent registered
public accountant for the fiscal year ending December 31, 2007.

Submitted by the Audit Committee
Mark F. Furlong (Chairman)

John N. Allred

W.R. Carey, Jr.

The information contained in the above Audit Committee Report shall not be deemed soliciting material or filed with the SEC, or subject
to the liabilities of Section 18 of the Securities Exchange Act of 1934, except to the extent that we specifically incorporate it by reference into
such filings.
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INDEPENDENT AUDITORS

Our consolidated financial statements for the year ended December 31, 2006, have been audited by Deloitte & Touche LLP, independent
auditors. Deloitte & Touche LLP has also been selected, subject to ratification by shareholders, to audit our consolidated financial statements for
the year ending December 31, 2007, and to provide review services for each of the quarters in the year ending December 31, 2007. A
representative of Deloitte & Touche LLP is expected to be present at the Annual Meeting of Shareholders in order to respond to appropriate
questions and to make any other statement deemed appropriate.

Audit Fees

Fees for audit services totaled $859,300 in 2006 and $908,500 in 2005, including fees associated with the annual audit and the review of our
financial statements included in our Quarterly Reports on Form 10-Q.

Audit Related Fees

Fees for audit related services totaled $63,000 in 2006 and $79,550 in 2005. Audit related services principally include assurance and related
services by the independent auditors that are reasonably related to the performance of the audit or review of our financial statements or other
filings that are not captured under the fees for audit services. These services included financial statement audits of our employee benefit plans;
consultations as to the accounting or disclosure treatment of transactions or events and/or the actual or potential impact of final or proposed
rules, standards or interpretations by the SEC, FASB, and other regulatory or standard-setting bodies; internal control reviews, including
consultation, under Section 404 of the Sarbanes-Oxley Act of 2002; due diligence services related to mergers/acquisitions, dispositions, and
discontinued operations; and audits and accounting consultation related to mergers and acquisitions.

Tax Fees
We paid no fees for tax services, including tax compliance, tax advice and tax planning, to Deloitte & Touche LLP in 2006 or 2005.
All Other Fees

Fees for all other services not described above totaled $200 in 2006 and $300 in 2005. The fees for 2006 and 2005 were related to attendance of
Kforce staff at a Deloitte & Touche LLP continuing professional education seminar.

The Audit Committee considered whether Deloitte & Touche LLP s provision of the above non-audit services is compatible with maintaining
such firm s independence and satisfied itself as to Deloitte & Touche LLP s independence.

Policy on Audit Committee Pre-Approval of Audit and Permissible Non-Audit Services of Independent Auditors

The Audit Committee s policy is to pre-approve all audit and permissible non-audit services provided by the independent auditors in order to
ensure that the provision of such services does not impair the auditor s independence. These services may include audit services, audit-related
services, tax services and other services. Pre-approval is generally provided for up to one year and any pre-approval is detailed as to the
particular service or category of services and is generally subject to a specific limit above which separate pre-approval is required. Management
is required to periodically report to the Audit Committee regarding the extent of services provided by the independent auditors in accordance
with this pre-approval, and the fees for the services performed to date. During the fiscal year ended December 31, 2006, 100% of audit-related
services were pre-approved by the Audit Committee in accordance with this policy.
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STOCK OWNERSHIP

The following table shows the amount of Kforce common stock beneficially owned (unless otherwise indicated) as of April 19, 2007 by: (1) any
person who is known by us to be the beneficial owner of more than 5% of the outstanding shares of our common stock, (2) our directors, (3) our
executive officers named in the Summary Compensation Table below, and (4) all of our directors and executive officers as a group.

ey

@

3

Shares of Kforce Common
Stock Beneficially Owned

Number (1)(2)(3) Percent
Directors and Other Named Executive Officers
David L. Dunkel 3,377,529 7.96%
John N. Allred 96,750 &
W.R. Carey, Jr. 118,238 *
Richard M. Cocchiaro 1,815,282 4.42%
Michael L. Ettore 228,276 *
Mark F. Furlong 46,955 &
Joseph J. Liberatore 506,907 1.22%
Stephen McMahan 121,785 *
Elaine D. Rosen 11,000 *
William L. Sanders 963,896 2.31%
Ralph E. Struzziero 155,819 *
Howard W. Sutter 1,853,588 4.50%
A. Gordon Tunstall 25,000 *
Patrick D. Moneymaker(4) &
All directors and executive officers as a group (14 persons) 9,321,025 21.16%
Shareholders (5)
William Blair & Company, L.L.C.
222 W. Adams
Chicago, Illinois 60606 3,193,712 7.78%
Strong Capital Management Inc.
100 Heritage Reserve
Menomonee Falls, Wisconsin 53051 2,599,856 6.34%
Bank of America, National Association
100 N. Tryon Street Charlotte, North Carolina 28255 2,211,759 5.39%

Less than 1% of the outstanding common stock

Includes the number of shares subject to purchase pursuant to currently exercisable options or options exercisable within 60 days of

April 19, 2007, as follows: Mr. Dunkel, 1,418,048; Mr. Allred, 49,326; Mr. Carey, 78,238; Mr. Cocchiaro, 29,837; Mr. Ettore, 136,022;
Mr. Furlong, 29,855; Mr. Liberatore, 352,928; Mr. McMahan, 80,948; Ms. Rosen, 10,000; Mr. Sanders, 631,865; Mr. Struzziero, 14,464;
Mr. Sutter, 164,767; and Mr. Tunstall, 25,000.

Includes 19,000 shares as to which beneficial ownership is disclaimed by Mr. Cocchiaro (shares held by spouse). Also includes 1,739,041
shares as to which voting and/or investment power is shared or controlled by another person and as to which beneficial ownership is not
disclaimed, as follows: Mr. Cocchiaro, 38,845 (shares held by mother), 23,080 (shares held by sons), and 60,463 (shares held by Cocchiaro
Family Foundation); Mr. Struzziero, 1,987 (shares held by spouse) and 10,100 (shares held by his sons); and Mr. Sutter, 5,000 (shares held
by spouse) and 1,595,316 (shares held by Sutter Investments Ltd. of which H.S. Investments, Inc. is the sole general partner).

Includes the number of shares of restricted stock that are beneficially owned as follows: Mr. Dunkel, 95,570; Mr. Ettore, 41,456;

Mr. Liberatore, 60,422; Mr. McMahan, 40,456; Mr. Sanders, 60,996; and Mr. Sutter, 10,000.
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(4) Mr. Moneymaker resigned as a director effective as of September 30, 2006, to become the Chief Executive Officer of Kforce Government
Holdings, Inc., a wholly-owned subsidiary of Kforce.

(5) The number of shares shown is based upon certain Schedule 13Gs (or amendments thereto) filed with the SEC.

Section 16(a) Beneficial Ownership Reporting Compliance

Section 16(a) of the Securities Exchange Act of 1934, as amended, requires Kforce directors, executive officers and persons holding more than
ten percent of our common stock to file reports of ownership and changes in ownership of the common stock with the SEC. The directors,
officers and ten percent shareholders are required by the SEC regulations to furnish us with copies of all Section 16(a) reports that they file. The
SEC has designated specific due dates for these reports and we must identify in this proxy statement those persons who did not file these reports
when due.

Based solely on our review of copies of the reports received by us and written representations from certain reporting persons, we believe that all
directors, executive officers and persons holding more than ten percent of our common stock were in compliance with their filing requirements,
except for Stephen J. McMahan, who was late in filing his initial report on Form 3.

DIRECTORS AND EXECUTIVE OFFICERS

Set forth below is certain information as of April 19, 2007, concerning our executive officers, continuing directors, and nominees for election as

directors.

Year First
Became a
Name Position(s) Age Director
David L. Dunkel Chairman, Chief Executive Officer, and Class III Director 53 1994
John N. Allred Class II Director 60 1998
W.R. Carey, Jr. Class III Director 59 1995
Richard M. Cocchiaro Vice Chairman, Class II Director (nominee for a term expiring in 2008) 52 1994
Mark F. Furlong Class III Director 50 2001
Michael Ettore Senior Vice President and Chief Services Officer 50
Joseph J. Liberatore Senior Vice President, Chief Financial Officer and Secretary 44
Stephen McMahan Senior Vice President and Chief Sales Officer 52
Elaine D. Rosen Class I Director (nominee for a term expiring in 2010) 54 2003
William L. Sanders President 60
Ralph E. Struzziero Class I Director (nominee for a term expiring in 2010) 62 2000
Howard W. Sutter Vice Chairman, Class I Director (nominee for a term expiring in 2010) 58 1994
A. Gordon Tunstall Class II Director 62 1995

David L. Dunkel has served as Kforce s Chairman, Chief Executive Officer and a director since its formation in 1994. Prior to August 1994, he
served as President and Chief Executive Officer of Romac-FMA, one of Kforce s predecessors, for 14 years.

John N. Allred has served as a director of Kforce since April 1998. Mr. Allred has served as President of A.R.G., Inc., a provider of temporary
and permanent physicians located in the Kansas City area since January 1994. Prior to that time, Mr. Allred served in various capacities with

Source Services Corporation ( Source ) prior to its merger with Kforce in 1998, including Branch Manager of the Kansas City branch

(1976-1983), Regional Vice President (1983-1987) and Vice President (1987-1993).
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W. R. Carey, Jr. has served as a director of Kforce since October 1995. He is currently the Chairman and Chief Executive Officer of Corporate
Resource Development, Inc., an Atlanta, Georgia based sales and marketing consulting and training firm which began in 1981 and assists some
of America s largest firms in design, development, and implementation of strategic and tactical product marketing. Mr. Carey serves on the
Board of Directors of Outback Steakhouse, Inc. and is also the National Chairman of the Council of Growing Companies.

Richard M. Cocchiaro has served as a director of Kforce since its formation in August 1994. He currently serves as Vice Chairman. Previously,
Mr. Cocchiaro served as Vice President of National Accounts for Kforce from 2000 to 2004, Vice President of Strategic Alliances for
kforce.com Interactive (1999) and National Director of Strategic Solutions within Kforce s emerging technologies group (1994-1999).

Michael Ettore has served as Kforce s Senior Vice President and Chief Services Officer since October 2004. Mr. Ettore joined Kforce in 1999
and has served as the Vice President, Leadership Development and Vice President, Operations. Prior to joining Kforce, Mr. Ettore served in the
United States Marine Corps as an Infantry Officer, retiring in 1998, after 24 years of service.

Mark F. Furlong has served as a director of Kforce since July 2001. He currently serves as the CEO of Marshall & Ilsley Corporation (since
April 2007) and served as President of Marshall & Ilsley Corporation from July 2004 to April 2007. He also served as Chief Financial Officer of
Marshall & Ilsley Corporation from April, 2001 to October, 2004. Mr. Furlong s prior experience includes service as an audit partner with
Deloitte & Touche LLP.

Joseph J. Liberatore has served as Kforce s Senior Vice President and Chief Financial Officer since October 2004 and Corporate Secretary
since February 2007. Prior to his appointment as Chief Financial Officer, Mr. Liberatore had served as Senior Vice President since June 2000,
Chief Talent Officer since September 2001 and Chief Sales Officer from September 2000 to August 2001. Mr. Liberatore has served in various
roles in Kforce since 1988.

Stephen McMahan has served as Kforce s Senior Vice President and Chief Sales Officer since January 2006. Mr. McMahan also serves as the
President of the Atlantic Region. Prior to his appointment as Chief Sales Officer, Mr. McMahan served as Group President (2002-2005),
Business Unit President-East (2000-2002) and Regional Vice President, Northeast (1998-2000) responsible for Tech, Finance and Accounting
staffing and search businesses. Mr. McMahan came to Kforce through the acquisition of Source Services Corporation, where he served as
Managing Director of the Boston Tech, Finance and Accounting practices.

Elaine D. Rosen has served as a director of Kforce since June 2003. Ms. Rosen currently serves as a consultant for a variety of clientele. From
2001-2004, Ms. Rosen served as the Chair of the Capital Campaign for Preble Street Resource Center, a collaborative for the homeless and low
income community in Portland, Maine, a volunteer position. From 1975 to March 2001, Ms. Rosen held a number of positions with Unum Life
Insurance Company of America. Ms. Rosen serves as trustee or director of several non-profit organizations and is also a director of AAA of
Northern New England, a travel club serving Maine, New Hampshire and Vermont, and Downeast Energy Corp., a provider of heating products
and building supplies, and is the Chair of the Board of The Kresge Foundation.

William L. Sanders has served as President of Kforce since October 2004. Mr. Sanders also served as Kforce s Secretary from April 1999 to
February 2007. Prior to his appointment as President, Mr. Sanders served as Kforce s Chief Operating Officer since December 2002 and Senior
Vice President since April 1999. From April 1999 to September 2003, Mr. Sanders also served as Kforce s Chief Financial Officer. Mr. Sanders
prior experience also includes serving as a partner with Deloitte & Touche LLP.

Ralph E. Struzziero has served as a director of Kforce since October 2000. Since 1995, Mr. Struzziero has operated an independent business
consulting practice and since 1997 has served as an adjunct professor at the
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University of Southern Maine. Mr. Struzziero previously served as Chairman (1990-1994) and President (1980-1994) of Romac & Associates,
Inc., one of Kforce s predecessors. Mr. Struzziero is also currently a director of AAA of Northern New England, a travel club serving Maine,
New Hampshire and Vermont, Downeast Energy Corp, a provider of heating products and building supplies.

Howard W. Sutter has served as Kforce s director since its formation in August 1994. Mr. Sutter currently serves as Vice Chairman, and
oversees mergers and acquisitions. Prior to August 1994, Mr. Sutter served as Vice President of Romac-FMA (1984-1994), and Division
President of Romac-FMA s South Florida location (1982-1994).

A. Gordon Tunstall has served as a director of Kforce since October 1995. He is the founder of, and for more than 25 years has served as
President of, Tunstall Consulting, Inc., a provider of strategic consulting and financial planning services. Mr. Tunstall previously served as a
director for JLM Industries, Inc., Orthodontics Center of America, Inc. and Discount Auto Parts, Inc.

EXECUTIVE AND DIRECTOR COMPENSATION
Compensation Discussion and Analysis

The following discussion and analysis provides information regarding the compensation program in place for our Chief Executive Officer ( CEO )
and other named executive officers (collectively, with the CEO, the Named Executive Officers ) for the fiscal year ended December 31, 2006.
This Compensation Discussion and Analysis will help you understand the overall objectives of our executive compensation program, each

element of our executive compensation program, and the policies underlying our 2006 compensation program for the Named Executive Officers.
This discussion contains forward looking statements that are based on our current plans, considerations, expectations and determinations

regarding future compensation programs. Actual compensation programs that we adopt may differ materially from currently planned programs

as summarized in this discussion.

Our executive compensation for our Named Executive Officers was reviewed and analyzed by Pearl Meyer & Partners ( PM&P ). PM&P
specializes in consulting public companies on executive compensation and is independent of Kforce. The Compensation Committee (the

Committee ) selected PM&P to review our executive compensation to provide an analysis of Kforce s executive compensation program in relation
to the competitive market for similar executive officers. PM&P compared the salaries and annual long-term incentive compensation levels for
Kforce s CEO and other Named Executive Officers to the competitive market for similar executive talent. PM&P gathered its competitive
compensation market data from published and private pay survey sources covering the staffing and professional services industry, as well as
compensation information contained in proxy statements filed by Kforce s defined peer group companies.

During 2006, Kforce paid $232,000 in fees to PM&P for the executive compensation analysis requested by the Committee. PM&P provided no
other services to Kforce during 2006.

Introduction and Background

The Committee is responsible for setting Kforce s compensation principles that serve to guide the design of its executive compensation program.
The Committee is also responsible for recommending to the Board of Directors the compensation levels of the CEO and for reviewing the
compensation levels of certain other senior executives, including the other Named Executive Officers listed in the Summary Compensation
Table. The Committee annually assesses the ongoing competitiveness of Kforce s executive compensation program in order to evaluate whether
it is achieving the desired goals and objectives summarized in this Compensation Discussion and Analysis. In undertaking this annual review,

the Committee considers the advice of independent, outside consultants, such as PM&P, in assessing the extent to which the amounts and types
of compensation Kforce pays its executive officers are appropriate and to provide counsel and make recommendations to the Board.
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The Committee makes every effort to maintain independence and objectivity. The Committee meets in executive session without the executive
officers from time to time where discussions or decisions regarding executive compensation occur. In addition, the Committee also receives
input from executive officers on executive compensation issues, but is solely responsible for all decisions on executive compensation. The
Committee is committed to (1) staying informed of current issues and emerging trends, (2) ensuring that Kforce s executive compensation
program remains aligned with best practices, and (3) establishing and maintaining an executive compensation program that is consistent with
shareholder interests while incentivizing executives.

The Committee believes the Firm has an outstanding management team which has produced excellent financial results and shareholder returns
through the current business cycle. Kforce stock price increased 188.4% during the four-year period 2002 2006. The total market capitalization of
the Firm has increased from approximately $127.7 million on December 31, 2002, to $498.1 million on December 31, 2006. Indeed, 2006 was
one of the most successful years in the Firm s history as indicated by the following:

1.  Revenues for 2006 were a record $938.4 million, an increase of 17% over 2005.

2. Earnings per share for 2006 were $.77 cents, an increase of 40% over 2005.

3.  Net income for 2006 was $32.5 million, an increase of 45% over 2005.

4.  EBITDA for 2006 was $71.3 million, an increase of 45% over 2005.

5. Total shareholders equity at the end of 2006 was $262 million, an increase of 24% over 2005.

6. Stock price increased 9.1% in 2006, from $11.16 on December 31, 2005 to $12.17 on December 31, 2006.

7. Kforce completed the acquisition and integration of two companies, PCCI Holdings, Inc. and Bradson Corporation, in 2006.

8. Total shareholder return for the five year period ended December 31, 2006 was 193.5%.
The following graph is a comparison of the cumulative total returns for Kforce common stock as compared with the cumulative total return for
the NASDAQ Stock Market (U.S.) Index and the average performance of our peer companies. The Firm s cumulative return was computed by
dividing the difference between the price of Kforce common stock at the end of each year and the beginning of the measurement period
(December 31, 2001 to December 29, 2006) by the price of Kforce common stock at the beginning of the measurement period. Cumulative total
return for the peer group companies and the NASDAQ include dividends in the calculation of total return and are based upon an assumed $100
investment on December 31, 2001, with all returns weighted based on market capitalization. The comparisons in the graph below are based on
historical data and are not intended to forecast the possible future performance of Kforce common stock.
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KFORCE STOCK PRICE PERFORMANCE GRAPH

2001 2002 2003 2004 2005 2006

Kforce Inc. 100.0 67.1 148.6 1765 1774 193.5
NASDAAQ Stock Market (Composite) 100.0 685 102.7 111.5 113.1 123.8
Industry Peer Group 100.0 75.6 108.5 1214 1364 156.6
2006 Industry Peer Group

CDI Corp.

CIBER, Inc.

Computer Horizons
Kelly Services, Inc.
Kforce Inc.
Manpower Inc.

MPS Group, Inc.

2,816

Income available (loss applicable) to SandRidge Energy, Inc. common stockholders

$297,657 $(104,132) $361,146 $(1,350,163)

Earnings (loss) per share:

Basic
$0.82 $(0.58) $1.41 $(7.85)
Diluted

$0.73 $(0.58) $1.24 $(7.85)

Weighted average number of common shares outstanding:

Basic
361,687 178,069 257,028 171,902
Diluted

419,137 178,069 313,283 171,902
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The accompanying notes are an integral part of these condensed consolidated financial statements.
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Table of Conten

SANDRIDGE ENERGY, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

(In thousands)

SandRidge Energy, Inc. Stockholders

Convertible .
Perpetual Additional
Preferred Stock Common Stock Paid-In Treasury Accumulated Noncontrolling
Shares Amount Shares Amount Capital Stock Deficit Interest Total
(Unaudited)
Nine months ended September 30,
2010
Balance, December 31, 2009 4650 $ 5 208,715 $ 203 $2961,613 $(25,079) $ (3,142,699) $ 10,052 $ (195,905)
Distributions to noncontrolling interest
owners (3,511) 3,511)
Contributions from noncontrolling
interest owners 306 306
Issuance of common stock in acquisition 190,280 190 1,246,144 1,246,334
Stock issuance expense (87) 87)
Purchase of treasury stock (5,335) (5,335)
Stock purchase retirement plans, net of
distributions 111 (1,524) 2,022 498
Stock-based compensation 28,248 28,248
Stock-based compensation excess tax
benefit 31 31
Stock awards assumed in acquisition 2,152 2,152
Issuance of restricted stock awards, net
of cancellations 5,820 2 2)
Net income 387,040 3,547 390,587
Convertible perpetual preferred stock
dividends (25,894) (25,894)
Balance, September 30, 2010 4650 $ 5 404,926 $ 395 $4236,575 $(28392) $ (2,781,553) $ 10,394  $ 1,437,424
The accompanying notes are an integral part of these condensed consolidated financial statements.
6
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SANDRIDGE ENERGY, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(In thousands)
Nine Months Ended
September 30,
2010 2009
(Unaudited)
CASH FLOWS FROM OPERATING ACTIVITIES:
Net income (loss) $ 390,587 $ (1,347,336)
Adjustments to reconcile net income (loss) to net cash provided by operating activities:
Provision for doubtful accounts 102 62
Inventory obsolescence 200
Depreciation, depletion and amortization 234,398 166,354
Impairment 1,304,418
Debt issuance costs amortization 8,044 6,037
Discount amortization on long-term debt 1,595
Deferred income taxes (456,437)
Unrealized loss on derivative contracts 135,364 137,313
Loss on sale of assets 39 26,359
Investment income (191) (29)
Income from equity investments (1,027)
Stock-based compensation 24,174 16,526
Changes in operating assets and liabilities 1,337 (31,593)
Net cash provided by operating activities 339,212 277,084
CASH FLOWS FROM INVESTING ACTIVITIES:
Capital expenditures for property, plant and equipment (694,187) (628,153)
Acquisition of assets, net of cash received of $39,518 (138,428)
Proceeds from sale of assets 113,422 263,630
Refunds of restricted deposits 5,095
Net cash used in investing activities (714,098) (364,523)
CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds from borrowings 1,595,914 1,638,365
Repayments of borrowings (1,179,083) (1,874,046)
Dividends paid preferred (28,525)
Noncontrolling interest distributions 3,511) (11)
Noncontrolling interest contributions 306
Proceeds from issuance of convertible perpetual preferred stock, net (87) 243,289
Proceeds from issuance of common stock, net 107,603
Stock-based compensation excess tax benefit 31 (3,864)
Purchase of treasury stock (5,335) (1,095)
Derivative settlements 1,624
Debt issuance costs (11,720) (8,796)
Net cash provided by financing activities 369,614 101,445
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NET (DECREASE) INCREASE IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS, beginning of year

CASH AND CASH EQUIVALENTS, end of period

Supplemental Disclosure of Noncash Investing and Financing Activities:
Change in accrued capital expenditures

Convertible perpetual preferred stock dividends payable

Adjustment to oil and natural gas properties for estimated contract loss
Common stock issued in connection with acquisition

(5,272)

7,861
$ 2,589
$ 101,406
$ 5,816
$ 98,000
$ 1,246,334

The accompanying notes are an integral part of these condensed consolidated financial statements.
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14,006
636

14,642

(85,952)
2,816
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SANDRIDGE ENERGY, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
1. Basis of Presentation

Nature of Business. SandRidge Energy, Inc. (including its subsidiaries, the Company or SandRidge ) is an independent oil and natural gas
company concentrating on exploration, development and production activities. The Company also owns and operates natural gas gathering and
treating facilities and carbon dioxide ( CQ ) treating and transportation facilities and has marketing and tertiary oil recovery operations. In
addition, Lariat Services, Inc. ( Lariat ), a wholly owned subsidiary of the Company, owns and operates drilling rigs and a related oil field
services business. The Company s primary exploration, development and production areas are concentrated in west Texas and the Mid-Continent.
The Company also operates interests in the Cotton Valley Trend in east Texas, Gulf Coast and Gulf of Mexico.

Interim Financial Statements. The accompanying condensed consolidated financial statements as of December 31, 2009 have been derived from
the audited financial statements contained in the Company s 2009 Form 10-K. The unaudited interim condensed consolidated financial
statements have been prepared by the Company in accordance with the accounting policies stated in the audited consolidated financial
statements contained in the 2009 Form 10-K. Certain information and footnote disclosures normally included in financial statements prepared in
accordance with accounting principles generally accepted in the United States of America ( GAAP ) have been condensed or omitted, although
the Company believes that the disclosures contained herein are adequate to make the information presented not misleading. In the opinion of
management, all adjustments, which consist only of normal recurring adjustments, necessary to state fairly the information in the Company s
unaudited condensed consolidated financial statements have been included. These condensed consolidated financial statements should be read in
conjunction with the financial statements and notes thereto included in the 2009 Form 10-K.

Reclassifications. Certain amounts in the prior periods presented have been reclassified to conform to the current period presentation. These
reclassifications have no effect on the Company s previously reported results of operations.

Risks and Uncertainties. The Company s revenue, profitability and future growth are substantially dependent upon the prevailing and future
prices for oil and natural gas, each of which depend on numerous factors beyond the Company s control such as economic conditions, regulatory
developments and competition from other energy sources. The energy markets and oil and natural gas prices historically have been volatile, and
may be subject to significant fluctuations in the future. The Company s derivative arrangements serve to mitigate a portion of the effect of this
price volatility on the Company s cash flows, and while derivative contracts for the majority of expected 2011 and 2012 oil production are in
place, fixed price swap contracts are in place for only a portion of expected 2011 and 2012 natural gas production and 2013 oil production and

no fixed price swap contracts are in place for the Company s natural gas production beyond 2012 or oil production beyond 2013. See Note 12 for
the Company s open oil and natural gas commodity derivative contracts. The Company has incurred, and will have to continue to incur, capital
expenditures in 2010 to achieve production targets contained in certain gathering and treating arrangements. The Company is dependent on the
availability of borrowings under its senior secured revolving credit facility (the senior credit facility ), along with cash flows from operating
activities, to fund those capital expenditures. Based on anticipated oil and natural gas prices, the availability of borrowings under its senior credit
facility and proceeds from the sales or other strategic monetizations of assets, the Company expects to be able to fund its planned capital
expenditures for the remainder of 2010 and for 2011. However, a substantial or extended decline in oil or natural gas prices could have a

material adverse effect on the Company s financial position, results of operations, cash flows and quantities of oil and natural gas reserves that
may be economically produced. These events could adversely impact the Company s ability to comply with the financial covenants under its
senior credit facility, which in turn would limit further borrowings to fund capital expenditures. See Note 11 for discussion of the financial
covenants in the senior credit facility.
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SANDRIDGE ENERGY, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(Unaudited)

2. Recent Accounting Pronouncements

For a description of the Company s significant accounting policies, refer to Note 1 of the consolidated financial statements included in the 2009
Form 10-K.

Recently Adopted Accounting Pronouncements. In January 2010, the Financial Accounting Standards Board ( FASB ) issued Accounting
Standards Update 2010-03 ( ASU 2010-03 ) to align the oil and natural gas reserve estimation and disclosure requirements of ASC Topic 932,
Extractive Industries  Oil and Gas, with the requirements in the Securities and Exchange Commission s final rule, Modernization of the Oil and
Gas Reporting Requirements, which was issued on December 31, 2008 and was effective for the year ended December 31, 2009. Modernization
of the Oil and Gas Reporting Requirements was designed to modernize and update the oil and gas disclosure requirements to align with current
practices and changes in technology. The Company implemented ASU 2010-03 prospectively as a change in accounting principle inseparable
from a change in accounting estimate at December 31, 2009.

In December 2009, the FASB issued Accounting Standards Update 2009-17, Consolidations Improvements to Financial Reporting by
Enterprises Involved with Variable Interest Entities ( ASU 2009-17 ), which codified FASB Statement No. 167, Amendments to FASB
Interpretation No. 46(R) . ASU 2009-17 represents a revision to former FASB Interpretation No. 46(R), Consolidation of Variable Interest
Entities, and changes how a reporting entity determines when an entity that is insufficiently capitalized or is not controlled through voting or
similar rights should be consolidated. ASU 2009-17 also requires enhanced disclosures about a reporting entity s involvement with variable
interest entities. The Company implemented ASU 2009-17 on January 1, 2010 with no impact on its financial position or results of operations.
See Note 8.

In January 2010, the FASB issued Accounting Standards Update 2010-06, Fair Value Measurements and Disclosures: Improving Disclosures
about Fair Value Measurements ( ASU 2010-06 ). ASU 2010-06 requires additional disclosures and clarifies existing disclosure requirements
about fair value measurement as set forth in ASC Topic 820, Fair Value Measurements and Disclosures. The Company implemented the new
disclosures and clarifications of existing disclosure requirements under ASU 2010-06 effective with the first quarter of 2010, except for certain
disclosure requirements regarding activity in Level 3 fair value measurements that are effective for fiscal years beginning after December 15,
2010. The implementation of ASU 2010-06 had no impact on the Company s financial position or results of operations. See Note 5. As the
additional requirements under ASU 2010-06, which will be implemented January 1, 2011, pertain to disclosure of Level 3 activity, no effect to
the Company s financial position or results of operations is expected.

3. Acquisitions and Divestitures
Arena Acquisition

On July 16, 2010, the stockholders of each of the Company and Arena Resources, Inc. ( Arena ) approved the Company s acquisition of all of the
outstanding common stock of Arena, and the transaction was completed. At the time of the acquisition, Arena was engaged in oil and natural gas
exploration, development and production, with activities in Oklahoma, Texas, New Mexico and Kansas. In connection with the acquisition, the
Company issued 4.7771 shares of its common stock and paid $4.50 in cash to Arena stockholders for each outstanding share of Arena

unrestricted common stock. In addition, outstanding options to purchase Arena common stock that were deemed exercised pursuant to the

merger agreement were converted into shares of Company common stock pursuant to a formula in the merger agreement, and outstanding shares

of Arena restricted common stock were converted into restricted shares of Company common stock pursuant to a formula in the merger

agreement. Approximately 39.8 million shares of Arena common stock, comprised of 39.5 million
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(Unaudited)

shares of Arena common stock outstanding and 0.3 million common shares attributable to Arena options exercised immediately prior to the
acquisition in accordance with the merger agreement, were outstanding on the acquisition date. This resulted in the issuance of approximately
190.3 million shares of Company common stock and payment of approximately $177.9 million in cash for an aggregate estimated purchase price
of approximately $1.4 billion. For purposes of purchase accounting, the value of the common stock issued was determined based on the closing
price of $6.55 per share of the Company s common stock on the New York Stock Exchange at the acquisition date, July 16, 2010. The Company
has incurred approximately $15.4 million in fees related to the acquisition, which have been included in general and administrative expenses in
the accompanying condensed consolidated statement of operations for the nine months ended September 30, 2010.

The following allocation of the purchase price as of July 16, 2010, is preliminary and includes the use of estimates. This preliminary allocation is
based on information that was available to management at the time these condensed consolidated financial statements were prepared. The
Company believes the estimates used are reasonable and the significant effects of the transaction are properly reflected. However, the estimates,
including amounts related to deferred taxes, are subject to change as additional information becomes available and is assessed by the Company.
Changes to the purchase price allocation would result in a corresponding change to goodwill.

The following table summarizes the estimated values of assets acquired and liabilities assumed (in thousands):

July 16,
2010
Current assets $ 81,314
Oil and natural gas properties(1) 1,587,630
Other property, plant and equipment 5,963
Long-term deferred tax assets 18,487
Other long-term assets 16,181
Goodwill(2) 239,716
Total assets acquired 1,949,291
Current liabilities 39,083
Long-term deferred tax liability(2) 474,925
Other long-term liabilities 8,851
Total liabilities assumed 522,859
Net assets acquired $ 1,426,432

(1) Weighted average commodity prices utilized in the preliminary determination of the fair value of oil and natural gas properties were
$105.58 per barrel of oil and $8.56 per Mcf of natural gas, after adjustment for transportation fees and regional price differentials. The
prices utilized were based upon commodity strip prices for the first four years and escalated for inflation at a rate of 2.5% annually
beginning with the fifth year through the end of production, which was in excess of 50 years. Approximately 91.0% of the fair value
allocated to oil and natural gas properties is attributed to oil reserves.

(2) The Company received carryover tax basis in Arena s assets and liabilities because the merger was not a taxable transaction under the
Internal Revenue Code ( IRC ). Based upon the preliminary purchase price allocation, a step-up in basis related to the property acquired
from Arena resulted in a net deferred tax liability of approximately $456.4 million, which in turn contributed to an excess of the
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Note 4 for further discussion of goodwill. The newly created net deferred tax liability was
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offset with the Company s existing net deferred tax asset, resulting in the release of $456.4 million in the Company s valuation allowance
against its existing net deferred tax asset. The release of the valuation allowance resulted in an income tax benefit that was included in the
accompanying condensed consolidated statements of operations for the three and nine-month periods ended September 30, 2010. See Note
13 for additional discussion on the tax impact of the Arena acquisition.
The following pro forma results of operations are provided for the three and nine-month periods ended September 30, 2010 and 2009 as though
the Arena acquisition had been completed as of the beginning of each three and nine-month period presented. These supplemental pro forma
results of operations are provided for illustrative purposes only and do not purport to be indicative of the actual results that would have been
achieved by the combined company for the periods presented or that may be achieved by the combined company in the future. Future results
may vary significantly from the results reflected in this pro forma financial information because of future events and transactions, as well as
other factors.

Three Months Ended Nine Months Ended
September 30, September 30,
2010 2009 2010 2009
(In thousands, except per share amounts)
Revenues $253,955 $170916 $753,500 $ 511,858

Income available (loss applicable) to SandRidge Energy, Inc. common stockholders(1)(2)  $ 287,657 $352,464 $369,559 $(1,433,248)
Pro forma net income (loss) per common share:

Basic $ 073 $ 096 $ 094 $ (3.96)
Diluted $ 066 $ 08 $ 0838 $ (3.96)

(1) Includes a $456.4 million reduction in tax expense for all periods presented related to the release of a portion of the Company s valuation
allowance on existing deferred tax assets.

(2) Includes approximately $545.5 million of additional estimated impairment from full cost ceiling limitations for the nine months ended
September 30, 2009.

The pro forma combined results of operations have been prepared by adjusting the historical results of the Company to include the historical

results of Arena, certain reclassifications to conform Arena s presentation to the Company s accounting policies and the impact of the preliminary

purchase price allocation discussed above. The pro forma results of operations do not include any cost savings or other synergies that may result

from the acquisition or any estimated costs that have been or will be incurred by the Company to integrate Arena.

Revenues of $46.7 million and earnings of $38.4 million generated by the oil and natural gas properties acquired from Arena for the period of
July 17, 2010 through September 30, 2010 have been included in the Company s accompanying condensed consolidated statements of operations
for the three and nine-month periods ended September 30, 2010.

Forest Acquisition

In December 2009, the Company purchased developed and undeveloped oil and natural gas properties located in the Permian Basin from Forest
Oil Corporation and one of its subsidiaries (collectively, Forest ) for $791.7 million, net of purchase price and post-closing adjustments. The
acquisition qualified as a business combination and, as such, the Company estimated the fair value of the properties as of the December 21, 2009
acquisition date, which is the date the Company obtained control of the properties. The Company used a discounted cash flow model and made
market assumptions about future commodity prices, projections of estimated quantities of oil and natural gas reserves, expectations for timing
and amount of future development and operating costs, projections of future rates of production, expected recovery rates and risk adjusted
discount rates. These assumptions are classified as Level 3 inputs under the fair value hierarchy described in Note 5.
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The estimated fair value of these properties approximates the consideration paid to Forest, which the Company concluded approximates the fair
value that would be paid by a typical market participant. As a result, no goodwill was recognized related to the acquisition. In the third quarter of
2010, the Company completed its valuation of assets acquired and liabilities assumed from Forest and made no significant changes to the initial
allocation.

Sale of Oklahoma Deep Rights

On August 26, 2010, the Company sold certain deep acreage rights in the Cana Shale play in western Oklahoma for $139.0 million, of which
$106.8 million was received as of September 30, 2010. The remaining $32.2 million is subject to certain post-closing adjustments. The sale of
the deep acreage rights was accounted for as an adjustment to the full cost pool with no gain or loss recognized. The Company retained the
shallow rights associated with this acreage.

4. Goodwill

The Company recorded goodwill in the amount of $239.7 million as a result of the excess consideration transferred over the fair value of Arena
net assets acquired on July 16, 2010. See Note 3 for further discussion of the Arena acquisition, including the purchase price allocation.

Goodwill recorded in the Arena acquisition is primarily attributable to operational and cost synergies that will be realized from the acquisition

by using the Company s current presence in the Permian Basin, its Fort Stockton service base and its current rig ownership to efficiently increase
its drilling and oil production from the Central Basin Platform assets acquired, as these assets have a proven production history. The Company
assigned all of the goodwill related to the Arena acquisition to its exploration and production segment. Goodwill recognized will not be
deductible for tax purposes.

As stated in ASC Topic 350, Intangibles  Goodwill and Other, goodwill is not amortized, but is tested, at least annually, for impairment at the
reporting unit level. Events and changes in circumstances may also require goodwill to be tested for impairment between annual measurement
dates. When testing for impairment, if the fair value of the reporting unit is less than the recorded book value of the reporting unit s net assets,
then a hypothetical purchase price allocation is performed on the reporting unit s assets and liabilities using the fair value of the reporting unit as
the purchase price in the calculation. If the amount of goodwill resulting from this hypothetical purchase price allocation is less than the
recorded amount of goodwill, the recorded goodwill is written down to the new amount.

5. Fair Value Measurements

The Company applies the guidance provided under ASC Topic 820 to its financial assets and liabilities and nonfinancial liabilities that are
measured and reported on a fair value basis. Pursuant to this guidance, the Company has classified and disclosed its fair value measurements
using the following levels of the fair value hierarchy:

Level 1: Unadjusted quoted prices in active markets that are accessible at the measurement date for identical, unrestricted assets or
liabilities.
Level 2: Quoted prices in markets that are not active, or inputs which are observable, either directly or indirectly, for substantially the full

term of the asset or liability.

Level 3: Measurement based on prices or valuation models that require inputs that are both significant to the fair value measurement and less
observable for objective sources (i.e., supported by little or no market activity).
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Assets and liabilities that are measured at fair value are classified based on the lowest level of input that is significant to the fair value
measurement. The Company s assessment of the significance of a particular input to the fair value measurement requires judgment, which may
affect the valuation of the fair value of assets and
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liabilities and their placement within the fair value hierarchy levels as described in ASC Topic 820. The determination of the fair values, stated
below, takes into account the market for the Company s financial assets and liabilities, the associated credit risk and other factors as required by
ASC Topic 820. The Company considers active markets as those in which transactions for the assets or liabilities occur in sufficient frequency
and volume to provide pricing information on an ongoing basis.

Level 1 Fair Value Measurements
Restricted deposits. The fair value of restricted deposits is based on quoted market prices.

Other long-term assets. The fair value of other long-term assets, consisting of assets attributable to the Company s deferred compensation plan, is
based on quoted market prices.

Level 3 Fair Value Measurements

Derivative Contracts. The fair values of the Company s oil, natural gas and interest rate swaps and oil and natural gas collars are based upon
quotes obtained from counterparties to the derivative contracts. The Company reviews other readily available market prices for its derivative
contracts as there is an active market for these contracts. However, the Company does not have access to the specific valuation models used by
its counterparties or other market participants. Included in these models are discount factors that the Company must estimate in its calculation.
Additionally, the Company applies a value weighted average credit default risk rating factor for its counterparties or gives effect to its credit risk,
as applicable, in determining the fair value of its derivative contracts. Based on the inputs for the fair value measurement, the Company has
classified its derivative contract assets and liabilities as Level 3.

The following tables summarize the Company s financial assets and liabilities measured at fair value on a recurring basis by the fair value
hierarchy (in thousands):

September 30, 2010
Fair Value Measurements Assets/
Liabilities
at
Fair
Description Level 1 Level 2 Level 3 Netting(1) Value
Assets:
Commodity derivative contracts $ $ $ 27,803 $ (14,745) $ 13,058
Restricted deposits 27,860 27,860
Other long-term assets 3,101 3,101
$ 30,961 $ $ 27,803 $ (14,745) $ 44,019
Liabilities:
Commodity derivative contracts $ $ $ 80,584 $ (14,745) $ 65,839
Interest rate swaps 19,801 19,801
$ $ $ 100,385 $ (14,745) $ 85,640
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December 31, 2009
Description
Assets:

Commodity derivative contracts
Restricted deposits
Other long-term assets

Liabilities:
Commodity derivative contracts
Interest rate swaps

(1) Represents the impact of netting assets and liabilities with counterparties with which the right of offset exists.

(Unaudited)
Fair Value Measurements
Level 1 Level 2 Level 3
$ $ $161,197
32,894
6,251
$ 39,145 $ $161,197
$ $ $ 115,044
8,299
$ $ $ 123,343

Netting(1)

$ (55,203)

$ (55,203)

$ (55,203)

$ (55,203)

Assets/
Liabilities
at
Fair
Value

$ 105,994
32,894
6,251

$ 145,139

$ 59,841
8,299

$ 68,140

The tables below set forth a reconciliation of the Company s financial assets and liabilities measured at fair value on a recurring basis using
significant unobservable inputs (Level 3) during the three and nine-month periods ended September 30, 2010 and 2009 (in thousands):

Balance of Level 3, June 30

Total gains or losses (realized/unrealized)
Purchases, issuances and settlements
Transfers in and out of Level 3

Balance of Level 3, September 30

Table of Contents

Three Months Ended
September 30, 2010
Commodity Interest Commodity
Derivative Rate Derivative
Contracts Swaps Total Contracts
$ 67,178 $(16,548) $ 50,630 $ 241,166
(67,195) (5,136) (72,331) (47,933)
(52,764) 1,883 (50,881) (83,038)
$ (52,781) $(19,801) $ (72,582) $ 110,195

Nine Months Ended

Interest

Rate
Swaps

$ (5,086)

(6,345)
1,826

$(9,605)

September 30, 2009

Total

$ 236,080
(54,278)
(81,212)

$ 100,590
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Balance of Level 3, December 31

Total gains or losses (realized/unrealized)

Purchases, issuances and settlements
Transfers in and out of Level 3

Balance of Level 3, September 30
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September 30, 2010

Commodity Interest
Derivative Rate
Contracts Swaps Total
$ 46,153 $ (8299) §$ 37,854
114,378 (17,548) 96,830
(213,312) 6,046 (207,266)

$ (52,781) $(19,801) $ (72,582)

September 30, 2009
Commodity Interest
Derivative Rate
Contracts Swaps Total
$ 246,648 $(8,745) $ 237,903
139,722 (4,991) 134,731
(276,175) 4,131 (272,044)

$ 110,195  $(9,605) $ 100,590

During the three and nine-month periods ended September 30, 2010, the Company did not have any transfers between Level 1, Level 2 or Level

3 fair value measurements.

See Note 12 for further discussion of the Company s derivative contracts, including total (gains) losses, realized and unrealized, included in

earnings for the period.
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The Company measures fair value of its long-term debt based on quoted market prices and with consideration given to the effect of the
Company s credit risk. The estimated fair values of the Company s senior notes and the carrying values at September 30, 2010 and December 31,

2009 were as follows (in thousands):

Senior Floating Rate Notes due 2014
8.625% Senior Notes due 2015
9.875% Senior Notes due 2016(1)
8.0% Senior Notes due 2018

8.75% Senior Notes due 2020(2)

September 30, 2010

Fair
Value
$ 309,478
653,120
382,870
733,314
447,468

$

Carrying Value

350,000
650,000
352,269
750,000
442,937

December 31, 2009

Fair
Value
$ 316,859
655,470
390,692
739,778
451,890

(1) Carrying value is net of $13,231 and $14,479 discount at September 30, 2010 and December 31, 2009, respectively.
(2) Carrying value is net of $7,063 and $7,410 discount at September 30, 2010 and December 31, 2009, respectively.
The carrying values of the Company s senior credit facility and remaining fixed rate debt instruments approximate fair value based on current

rates applicable to similar instruments. See Note 11 for further discussion of the Company s long-term debt.

6. Property, Plant and Equipment

Property, plant and equipment consists of the following (in thousands):

Oil and natural gas properties:
Proved
Unproved

Total oil and natural gas properties
Less accumulated depreciation, depletion and impairment

Net oil and natural gas properties capitalized costs

Land
Non oil and natural gas equipment
Buildings and structures

Table of Contents

September 30,
2010

$ 7,971,187
530,111

8,501,298
(4,409,776)

4,091,522

14,428
671,531
86,791

Carrying Value

$ 350,000
650,000
351,021
750,000
442,590

December 31,
2009

$ 5,913,408
281,811

6,195,219
(4,223,437)

1,971,782

13,937
594,132
78,584
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Total 772,750 686,653
Less accumulated depreciation, depletion and amortization (256,530) (224,792)
Net capitalized costs 516,220 461,861
Total property, plant and equipment, net $ 4,607,742 $ 2,433,643

During the first nine months of 2009, the Company reduced the carrying value of its oil and natural gas properties by $1,304.4 million due to a
full cost ceiling limitation at March 31, 2009. There were no full cost ceiling impairments during the first nine months of 2010. Cumulative full
cost ceiling limitation impairment charges of $3,548.3 million at both September 30, 2010 and December 31, 2009 were included in
accumulated depreciation, depletion and impairment for oil and natural gas properties in the table above.
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7. Other Assets
Other assets consist of the following (in thousands):

September 30, December 31,

2010 2009

Debt issuance costs, net of amortization $ 52,779 $ 49,103
Investments 3,101 6,251
Other 3,162 2,462
Total other assets $ 59,042 $ 57,816

8. Variable Interest Entities

In accordance with the guidance in ASC Topic 810, Consolidation, including the guidance in ASU 2009-17, the Company consolidates the
activities of variable interest entities ( VIEs ) of which it is the primary beneficiary. The primary beneficiary of a VIE is that variable interest
holder possessing a controlling financial interest through (i) its power to direct the activities of the VIE that most significantly impact the VIE s
economic performance and (ii) its obligation to absorb losses or its right to receive benefits from the VIE that could potentially be significant to
the VIE. In order to determine whether the Company owns a variable interest in a VIE, a qualitative analysis of the entity s design, organizational
structure, primary decision makers and related financial agreements is performed.

The Company s significant associated VIEs, including those for which the Company has determined it is the primary beneficiary and those for
which it has determined it is not, are described below.

Grey Ranch, L.P. Primarily engaged in treating and transportation of natural gas, Grey Ranch, L.P. ( GRLP ) is a limited partnership that operates
the Company s Grey Ranch Plant (the Plant ) located in Pecos County, Texas. The Company has long-term operating and gathering agreements
with GRLP and also owns a 50% ownership interest in GRLP. Income or losses of GRLP are allocated to the partners based on ownership
percentage and any operating or cash shortfalls require contributions from the partners. The Company has determined that GRLP qualifies as a
VIE under the provisions of ASC Topic 810. During October 2009, the Company executed amendments to certain agreements related to the
ownership and operation of GRLP. The amended operating agreements provide for GRLP to pay management fees to the Company to operate

the Plant and lease payments for the Plant. Under the operating agreements, lease payments are reduced if throughput volumes are below those
expected. The Company has determined that it is the primary beneficiary of GRLP as it has both (i) the power to direct the activities of GRLP

that most significantly impact its economic performance as operator of the Plant and (ii) the obligation to absorb losses, as a result of the

operating and gathering agreements, that could potentially be significant to GRLP.

Prior to October 2009, the Company accounted for its ownership interest in GRLP using the equity method of accounting; however, due to the
agreement amendments discussed above, the Company began consolidating the activity of GRLP in its consolidated financial statements
prospectively on the effective date of the amendments, October 1, 2009. The change from equity method accounting to the consolidation of
GRLP activity had no effect on the Company s net income. The ownership interest not held by the Company is presented as noncontrolling
interest in the consolidated financial statements.

At September 30, 2010 and December 31, 2009, consolidated amounts related to GRLP included assets of $18.1 million and $22.5 million,
respectively, and liabilities of $0.9 million and $2.0 million, respectively.
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GRLP s assets can only be used to settle its obligations. Although GRLP is included in the Company s consolidated financial statements, the
Company s legal interest in GRLP s assets is limited to its 50% ownership. At September 30, 2010 and December 31, 2009, $10.4 million and
$10.0 million, respectively, of noncontrolling interest in the accompanying condensed consolidated balance sheets were related to GRLP.
GRLP s creditors have no recourse to the general credit of the Company.

Grey Ranch Plant Genpar, LLC. The Company owns a 50% interest in Grey Ranch Plant Genpar, LLC ( Genpar ), the managing partner and 1%
owner of GRLP. Additionally, the Company serves as Genpar s administrative manager. Genpar s ownership interest in GRLP is its only asset.

As managing partner of GRLP, Genpar has the sole right to manage, control and conduct the business of GRLP. However, Genpar is restricted
from making certain major decisions, including the decision to remove the Company as operator of the Plant. The rights afforded the Company
under the Plant operating agreement and the restrictions on Genpar serve to limit Genpar s ability to make decisions on behalf of GRLP.
Therefore, Genpar is considered a VIE. Although both the Company and Genpar s other equity owner share equally in Genpar s economic losses
and benefits and also have agreements that may be considered variable interests, the Company determined it was the primary beneficiary due to
(1) its ability, as administrative manager, to direct the activities of Genpar that most significantly impact its performance and (ii) its obligation or
right, as operator of the Plant, to absorb the losses of or receive benefits from Genpar that could potentially be significant to Genpar. As the
primary beneficiary, the Company consolidates Genpar s activity. However, its sole asset, the investment in GRLP, is eliminated in
consolidation. Genpar has no liabilities.

Piiion Gathering Company, LLC. The Company has 20-year gas gathering and operations and maintenance agreements with Pifion Gathering
Company, LLC ( PGC ), the entity that purchased the Company s gathering and compression assets located in the Pifion Field in June 2009. Under
the gas gathering agreement, the Company is required to compensate PGC for any throughput shortfalls below a required minimum volume. By
guaranteeing a minimum throughput, the Company absorbs the risk that lower than projected volumes will be gathered by the gathering system.
Therefore, PGC is a VIE. While the Company operates the assets of PGC as directed under the operations and management agreement, the

member and managers of PGC have the authority to directly control PGC and make substantive decisions regarding PGC s activities including
terminating the Company as operator without cause. As the Company does not have the ability to control the activities of PGC that most
significantly impact PGC s economic performance, the Company is not the primary beneficiary of PGC.

9. Century Plant Contract

The Company is constructing a CO _ treatment plant in Pecos County, Texas (the Century Plant ), and associated compression and pipeline
facilities pursuant to an agreement with a subsidiary of Occidental Petroleum Corporation ( Occidental ). Under the terms of the agreement, the
Company will construct the Century Plant and Occidental will pay the Company a minimum of 100% of the contract price, or $800.0 million,
plus any subsequently agreed-upon revisions, through periodic cost reimbursements based upon the percentage of the project completed by the
Company. The Company expects to complete the Century Plant in two phases and expects the Phase I start-up to occur in the fourth quarter of
2010. Upon completion of each phase of the Century Plant, Occidental will take ownership and operate the Century Plant for the purpose of
separating and removing CO, from delivered natural gas. Pursuant to a 30-year treating agreement executed simultaneously with the
construction agreement, Occidental will remove CO, from the Company s delivered production volumes. The Company will retain all methane
gas from the natural gas it delivers to the Century Plant.
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The Company accounts for construction of the Century Plant using the completed-contract method, under which contract revenues and costs are
recognized when work under the contract is completed or substantially completed. In the interim, costs incurred on and billings related to
contracts in process are accumulated on the balance sheet. Contract gains or losses will be recorded, as development costs within the Company s
oil and natural gas properties as part of the full cost pool, when it is determined that a gain or loss will be incurred. In September 2010, the
Company recorded an addition of $98.0 million to its oil and natural gas properties for the estimated loss identified based on current projections
of the costs to be incurred in excess of contract amounts. At December 31, 2009, no amounts had been recorded in anticipation of probable and
estimable gains or losses. Billings and estimated contract loss in excess of costs incurred were $22.2 million and were reported as current
liabilities in the accompanying condensed consolidated balance sheet at September 30, 2010. Costs in excess of billings were $12.3 million and
were reported as current assets in the accompanying condensed consolidated balance sheet at December 31, 2009.

10. Asset Retirement Obligation

A reconciliation of the beginning and ending aggregate carrying amounts of the asset retirement obligation for the period from December 31,
2009 to September 30, 2010 is as follows (in thousands):

Asset retirement obligation, December 31, 2009 $111,137
Liability incurred upon acquiring and drilling wells 5,980
Liability assumed in acquisition 8,851
Revisions in estimated cash flows 18,298
Liability settled in current period (611)
Accretion of discount expense 7,032
Asset retirement obligation, September 30, 2010 150,687
Less: current portion 2,553
Asset retirement obligation, net of current $ 148,134

11. Long-Term Debt

Long-term debt consists of the following (in thousands):

September 30, December 31,
2010 2009

Senior credit facility $ 426,500 $
Other notes payable:
Drilling rig fleet and related oil field services equipment 8,401 17,375
Mortgage 17,256 17,952
Senior Floating Rate Notes due 2014 350,000 350,000
8.625% Senior Notes due 2015 650,000 650,000
9.875% Senior Notes due 2016, net of $13,231 and $14,479 discount, respectively 352,269 351,021
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8.0% Senior Notes due 2018 750,000

8.75% Senior Notes due 2020, net of $7,063 and $7,410 discount, respectively 442,937

Total debt 2,997,363

Less: current maturities of long-term debt 8,617

Long-term debt $ 2,988,746
18
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750,000
442,590

2,578,938
12,003

$ 2,566,935
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For the three months ended September 30, 2010 and 2009, interest payments were approximately $32.7 million and $8.8 million, respectively.
For the nine months ended September 30, 2010 and 2009, interest payments were approximately $124.9 million and $87.9 million, respectively.

Senior Credit Facility. The amount the Company can borrow under its senior credit facility is limited to a borrowing base. The senior credit
facility is available to be drawn on subject to limitations based on its terms and certain financial covenants, as described below. In April 2010,

the Company s senior credit facility was amended and restated, affirming the borrowing base at $850.0 million and extending the maturity date to
April 15, 2014. Under the terms of the amended and restated facility, (a) the ratio of EBITDAX to interest expense plus current maturities of
long-term debt has been eliminated and (b) the Company s ability to make investments has been increased from the previous terms. In October
2010, the senior credit facility was further amended and effective with this amendment, the ratio of the secured indebtedness of the parties to the
senior credit facility to EBITDAX may not exceed 2.0:1.0 at quarter end. The remaining covenants were largely unchanged from the agreement

in effect prior to April 2010 and are described further below.

The senior credit facility contains various covenants that limit the ability of the Company and certain of its subsidiaries to grant certain liens;
make certain loans and investments; make distributions; redeem stock; redeem or prepay debt; merge or consolidate with or into a third party; or
engage in certain asset dispositions, including a sale of all or substantially all of the Company s assets. Additionally, the senior credit facility
limits the ability of the Company and certain of its subsidiaries to incur additional indebtedness with certain exceptions, including under the
series of senior notes discussed below.

As of September 30, 2010, the senior credit facility contained financial covenants, including maintaining agreed levels for the (i) ratio of total
funded debt to EBITDAX, which may not exceed 4.5:1.0 at each quarter end calculated using the last four completed fiscal quarters (adjusted
for annualized amounts of the post-acquisition results of operations of newly acquired properties/entities) and (ii) ratio of current assets to
current liabilities, which must be at least 1.0:1.0 at quarter end. In the current ratio calculation (as defined in the senior credit facility), any
amounts available to be drawn under the senior credit facility are included in current assets, and unrealized assets and liabilities resulting from
mark-to-market adjustments on the Company s derivative contracts are disregarded. As of and for the three and nine-month periods ended
September 30, 2010, the Company was in compliance with all of the financial covenants under the senior credit facility.

The obligations under the senior credit facility are guaranteed by certain Company subsidiaries and are secured by first priority liens on all
shares of capital stock of each of the Company s material present and future subsidiaries; all intercompany debt of the Company; and
substantially all of the Company s assets, including proved oil and natural gas reserves representing at least 80% of the discounted present value
(as defined in the senior credit facility) of proved oil and natural gas reserves reviewed in determining the borrowing base for the senior credit
facility.

At the Company s election, interest under the senior credit facility is determined by reference to (a) the London Interbank Offered Rate ( LIBOR )
plus an applicable margin between 2.00% and 3.00% per annum or (b) the base rate, which is the higher of (i) the federal funds rate plus 0.5%,
(ii) the prime rate published by Bank of America or (iii) the Eurodollar rate (as defined in the senior credit facility) plus 1.00% per annum, plus,

in each case under scenario (b), an applicable margin between 1.00% and 2.00% per annum. Interest is payable quarterly for base rate loans and

at the applicable maturity date for LIBOR loans, except that if the interest period for a LIBOR loan is six months, interest is paid at the end of

each three-month period. The average annual interest rates paid on amounts outstanding under the senior credit facility were 2.78% and 2.67%

for the three and nine-month periods ended September 30, 2010, respectively.
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Borrowings under the senior credit facility may not exceed the lower of the borrowing base or the committed amount. The Company s borrowing
base is redetermined in April and October of each year. With respect to each redetermination, the administrative agent and the lenders under the
senior credit facility consider several factors, including the Company s proved reserves and projected cash requirements, and make assumptions
regarding, among other things, oil and natural gas prices and production. Because the value of the Company s proved reserves is a key factor in
determining the amount of the borrowing base, changing commodity prices and the Company s success in developing reserves may affect the
borrowing base. The borrowing base remained unchanged at $850.0 million as a result of the October 2010 redetermination. The Company has,
at times, incurred additional costs related to the senior credit facility as a result of amendments to the credit agreement and changes to the
borrowing base.

At September 30, 2010, the Company had $426.5 million outstanding under the senior credit facility and $25.4 million in outstanding letters of
credit, which affect the availability under the senior credit facility on a dollar-for-dollar basis.

Other Notes Payable. The Company has financed a portion of its drilling rig fleet and related oil field services equipment through the issuance of
notes secured by such equipment. At September 30, 2010, the aggregate outstanding balance of these notes was $8.4 million, with annual fixed
interest rates ranging from 8.05% to 8.67%. The notes have a final maturity date of December 1, 2011 and require aggregate monthly
installments of principal and interest in the amount of $0.6 million. The notes have a prepayment penalty (currently ranging from 0.50% to
1.00%) that is triggered if the Company repays the notes prior to maturity.

The debt incurred to purchase the downtown Oklahoma City property that serves as the Company s corporate headquarters is fully secured by a
mortgage on one of the buildings and a parking garage located on the property. The note underlying the mortgage bears interest at 6.08%
annually and matures on November 15, 2022. Payments of principal and interest in the amount of approximately $0.5 million are due on a
quarterly basis through the maturity date. During 2010, the Company expects to make payments of principal and interest on this note totaling
$0.9 million and $1.1 million, respectively.

Senior Floating Rate Notes Due 2014 and 8.625% Senior Notes Due 2015. The Company s Senior Floating Rate Notes due 2014 (the Senior
Floating Rate Notes ) and 8.625% Senior Notes due 2015 (the 8.625% Senior Notes ) were issued in May 2008 and are jointly and severally,
unconditionally guaranteed on an unsecured basis by certain of the Company s wholly owned subsidiaries. See Note 20 for condensed financial
information of the subsidiary guarantors.

The Senior Floating Rate Notes bear interest at LIBOR plus 3.625% (4.16% at September 30, 2010). Interest is payable quarterly with the
principal due on April 1, 2014. The average interest rates paid on the outstanding Senior Floating Rate Notes for the three months and nine
months ended September 30, 2010 were 4.16% and 3.98%, respectively, without consideration of the interest rate swap discussed below. The
8.625% Senior Notes bear interest at a fixed rate of 8.625% per annum with the principal due on April 1, 2015. Under the terms of the
8.625% Senior Notes, interest is payable semi-annually in cash.

The Company has entered into two $350.0 million notional interest rate swap agreements to fix the variable interest rate on the Senior Floating
Rate Notes through April 1, 2013. The first interest rate swap agreement serves to fix the rate on the Senior Floating Rate Notes at an annual rate
of 6.26% through April 1, 2011. The second interest rate swap agreement serves to fix the rate on the Senior Floating Rate Notes at an annual
rate of 6.69% for the period from April 1, 2011 to April 1, 2013. The two interest rate swaps effectively serve to fix the Company s variable
interest rate on its Senior Floating Rate Notes for the majority of the term of these notes. These swaps have not been designated as hedges.
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The Company may redeem, at specified redemption prices, some or all of the Senior Floating Rate Notes at any time and some or all of the
8.625% Senior Notes on or after April 1, 2011.

The $26.3 million of debt issuance costs associated with the Senior Floating Rate Notes and the 8.625% Senior Notes are included in other
assets in the accompanying condensed consolidated balance sheets and are being amortized over the term of the notes.

9.875% Senior Notes Due 2016. The Company s unsecured 9.875% Senior Notes due 2016 (the 9.875% Senior Notes ) were issued in May 2009
and bear interest at a fixed rate of 9.875% per annum, payable semi-annually, with the principal due on May 15, 2016. The 9.875% Senior Notes
were issued at a discount, which is amortized into interest expense over the term of the notes. The 9.875% Senior Notes are redeemable, in

whole or in part, prior to their maturity at specified redemption prices and are jointly and severally, unconditionally guaranteed on an unsecured
basis by all of the Company s wholly owned subsidiaries, except certain minor subsidiaries, and are freely tradable.

Debt issuance costs of $7.9 million incurred in connection with the offering of the 9.875% Senior Notes are included in other assets in the
accompanying condensed consolidated balance sheets and are being amortized over the term of the notes.

8.0% Senior Notes Due 2018. The Company s unsecured 8.0% Senior Notes due 2018 (the 8.0% Senior Notes ) were issued in May 2008 and
bear interest at a fixed rate of 8.0% per annum, payable semi-annually, with the principal due on June 1, 2018. The notes are redeemable, in
whole or in part, prior to their maturity at specified redemption prices and are jointly and severally, unconditionally guaranteed on an unsecured
basis, by all of the Company s wholly owned subsidiaries, except certain minor subsidiaries, and are freely tradable.

The Company incurred $16.0 million of debt issuance costs in connection with the offering of the 8.0% Senior Notes. These costs are included
in other assets in the accompanying condensed consolidated balance sheets and are being amortized over the term of the notes.

8.75% Senior Notes Due 2020. The Company s unsecured 8.75% Senior Notes due 2020 (the 8.75% Senior Notes ) were issued in December
2009 and bear interest at a fixed rate of 8.75% per annum, payable semi-annually, with the principal due on January 15, 2020. The 8.75% Senior
Notes were issued at a discount which is amortized into interest expense over the term of the notes. The 8.75% Senior Notes are redeemable, in
whole or in part, prior to their maturity at specified redemption prices and are jointly and severally, unconditionally guaranteed on an unsecured
basis by all of the Company s wholly owned subsidiaries, except certain minor subsidiaries.

In conjunction with the issuance of the 8.75% Senior Notes, the Company entered into a Registration Rights Agreement requiring the Company
to register these notes by December 16, 2010. On November 2, 2010, pursuant to an exchange offer, the Company replaced all of the 8.75%
Senior Notes, which were issued under Rule 144A and Regulation S under the Securities Act, with 8.75% Senior Notes issued pursuant to a
registration statement. The terms of the 8.75% Senior Notes issued in the exchange offer are identical in all material respects to the terms of the
exchanged senior notes, except that the transfer restrictions, registration rights and provisions for additional interest relating to the exchanged
notes do not apply to the newly issued 8.75% Senior Notes. At the closing of the exchange offer, the 8.75% Senior Notes that were accepted for
exchange were cancelled. As a result, the exchange offer did not result in the incurrence of any additional indebtedness.

Debt issuance costs of $9.7 million incurred in connection with the offering of and subsequent exchange of the 8.75% Senior Notes are included
in other assets in the accompanying condensed consolidated balance sheets and are being amortized over the term of the notes.
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The indentures governing the Company s senior notes contain limitations on the incurrence of indebtedness, payment of dividends, investments,
asset sales, certain asset purchases, transactions with related parties and consolidations or mergers. As of and for the three and nine-month
periods ended September 30, 2010, the Company was in compliance with all of the covenants contained in the indentures governing the senior
notes.

12. Derivatives

The Company s derivative contracts have not been designated as hedges. The Company records all derivative contracts, which include
commodity derivatives and interest rate swaps, at fair value. Changes in derivative contract fair values are recognized in earnings. Cash
settlements and valuation gains and losses are included in loss (gain) on derivative contracts for the commodity derivative contracts and in
interest expense for the interest rate swaps in the consolidated statement of operations. Commodity derivative contracts are settled on a monthly
basis. Settlements on the interest rate swaps occur quarterly. Derivative assets and liabilities arising from the Company s derivative contracts
with the same counterparty that provide for net settlement are reported on a net basis in the consolidated balance sheet.

Commodity Derivatives. The Company is exposed to commodity price risk, which impacts the predictability of its cash flows from the sale of oil
and natural gas. The Company seeks to manage this risk through the use of commodity derivative contracts. These derivative contracts allow the
Company to limit its exposure to a portion of its projected oil and natural gas sales. None of the Company s derivative contracts may be
terminated early as a result of a party to the contract having its credit rating downgraded. At September 30, 2010 and December 31, 2009, the
Company s commodity derivative contracts consisted of fixed price swaps, price collars and basis swaps, which are described below:

Fixed price swaps: The Company receives a fixed price for the contract and pays a floating market price to the counterparty over a
specified period for a contracted volume.

Collars: Collars contain a fixed floor price (put) and a fixed ceiling price (call). If the market price exceeds the call strike price
or falls below the put strike price, the Company receives the fixed price and pays the market price. If the market price
is between the call and the put strike price, no payments are due from either party.

Basis swaps: The Company receives a payment from the counterparty if the settled price differential is greater than the stated terms
of the contract and pays the counterparty if the settled price differential is less than the stated terms of the contract,
which guarantees the Company a price differential for natural gas from a specified delivery point.

Interest Rate Swaps. The Company is exposed to interest rate risk on its long-term fixed and variable interest rate borrowings. Fixed rate debt,

where the interest rate is fixed over the life of the instrument, exposes the Company to (i) changes in market interest rates reflected in the fair

value of the debt and (ii) the risk that the Company may need to refinance maturing debt with new debt at a higher rate. Variable rate debt,
where the interest rate fluctuates, exposes the Company to short-term changes in market interest rates as the Company s interest obligations on
these instruments are periodically redetermined based on prevailing market interest rates, primarily LIBOR and the federal funds rate.

The Company has entered into two interest rate swap agreements to manage the interest rate risk on a portion of its floating rate debt by
effectively fixing the variable interest rate on its Senior Floating Rate Notes. See Note 11 for further discussion of the Company s interest rate
swaps.
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Fair Value of Derivatives. In accordance with ASC Topic 815, Derivatives and Hedging, the following table presents the fair value of the
Company s derivative contracts as of September 30, 2010 and December 31, 2009 on a gross basis without regard to same-counterparty netting
(in thousands):

September 30, December 31,
Type of Contract Balance Sheet Classification 2010 2009
Derivative assets:
Oil price swaps Derivative contracts-current $ 8,030 $ 2,849
Natural gas swaps Derivative contracts-current 14,996 152,986
Natural gas collars Derivative contracts-current 172
Oil price swaps Derivative contracts-noncurrent 5,362
Natural gas swaps Derivative contracts-noncurrent 4,605
Derivative liabilities:
Oil price swaps Derivative contracts-current (4,127)
Natural gas swaps Derivative contracts-current (37,014) (45,714)
Oil collars Derivative contracts-current 64)
Interest rate swaps Derivative contracts-current (8,742) (7,080)
Oil price swaps Derivative contracts-noncurrent (2,294) (2,262)
Natural gas swaps Derivative contracts-noncurrent (41,212) (62,941)
Interest rate swaps Derivative contracts-noncurrent (11,059) (1,219)
Total derivative contracts, net $ (72,582) $ 37,854

Refer to Note 5 for additional discussion on the fair value measurement of the Company s derivative contracts.

The following table summarizes the effect of the Company s derivative contracts on the accompanying condensed consolidated statements of
operations for the three and nine-month periods ended September 30, 2010 and 2009 (in thousands):

Amount of Loss (Gain) Recognized in Income

Three Months Ended Nine Months Ended
Location of Loss (Gain) September 30, September 30,
Type of Contract Recognized in Income 2010 2009 2010 2009
Oil and natural gas derivatives Loss (gain) on derivative contracts $67,195 $47,933 $(114,378) $(139,722)
Interest rate swaps Interest expense 5,136 6,345 17,548 4,991
Total $72,331 $ 54,278 $ (96,830) $ (134,731)

The Company acquired commodity derivative contracts as part of the Arena acquisition. The derivative contracts were recorded at fair value in
the purchase price allocation in accordance with ASC Topic 805, Business Combinations. These derivative contracts acquired from Arena are
deemed to contain a significant financing element and cash flows associated with these derivative contracts will be reported as financing activity
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discussion of the Arena acquisition.
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The following tables summarize the cash settlements and valuation gains and losses on our commodity derivative contracts and interest rate
swaps for the three and nine-month periods ended September 30, 2010 and 2009 (in thousands):

Oil and Natural Gas Derivatives
Realized gain(1)
Unrealized loss

Loss (gain) on commodity derivative contracts

Interest Rate Swaps
Realized loss
Unrealized loss

Loss on interest rate swaps

Three Months Ended
September 30,
2010 2009
$ (77,692) $ (83,038)
144,887 130,971
$ 67,195 $ 47,933
Three Months Ended
September 30,
2010 2009
$ 1,883 $ 1,826
3,253 4,519
$ 5,136 $ 6,345

Nine Months Ended

September 30,

2010 2009
$ (238,240) $(276,175)
123,862 136,453

$(114,378) $(139,722)

Nine Months Ended

September 30,

2010 2009

$ 6,046 $
11,502

$ 17,548 $

4,131
860

4,991

(1) Includes $48.2 million and $110.6 million of realized gains for the three and nine-month periods ended September 30, 2010, respectively,
related to settlements of commodity derivative contracts with contractual maturities after the quarterly period in which they were settled.
On September 30, 2010, the Company s open oil and natural gas commodity derivative contracts consisted of the following:

Oil

Period and Type of Contract
October 2010 December 2010
Price swap contracts

Collars

January 2011 March 2011
Price swap contracts

April 2011 June 2011

Price swap contracts

July 2011  September 2011
Price swap contracts

October 2011  December 2011

Table of Contents

Notional
(in MBbI)

1,564
276

1,953
1,975

2,180

Weighted Avg.

Fixed Price

$
$

80.46

86.20

86.20

85.96

Collar Collar
High Low
$ $
$92.95 $66.67
$ $
$ $
$ $
52



Price swap contracts
January 2012 March 2012
Price swap contracts

April 2012 June 2012
Price swap contracts

July 2012 September 2012
Price swap contracts
October 2012  December 2012
Price swap contracts
January 2013  March 2013
Price swap contracts
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2,180
2,275
2,366
2,422
2,484

360

$
$

85.96

87.18

87.10

87.08

87.04

87.23
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Period and Type of Contract
April 2013 June 2013

Price swap contracts

July 2013  September 2013
Price swap contracts

October 2013  December 2013
Price swap contracts

Natural Gas

Period and Type of Contract
October 2010  December 2010
Price swap contracts

Basis swap contracts

Collars

January 2011 March 2011
Price swap contracts

Basis swap contracts

April 2011 June 2011

Price swap contracts

Basis swap contracts

July 2011  September 2011
Price swap contracts

Basis swap contracts

October 2011  December 2011
Price swap contracts

Basis swap contracts

January 2012 March 2012
Price swap contracts

Basis swap contracts

April 2012 June 2012

Price swap contracts

Basis swap contracts

July 2012 September 2012
Basis swap contracts

October 2012 December 2012
Basis swap contracts

January 2013 March 2013
Basis swap contracts

April 2013 June 2013

Basis swap contracts

July 2013  September 2013
Basis swap contracts

October 2013  December 2013
Basis swap contracts
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Notional
(in MBbI)

364
368

368

Notional
(MMcf)(1)

9,760
20,700
460

12,600
25,650

12,740
25,935

12,880
26,220

12,880
26,220

9,100
28,210

9,100
28,210

28,520
28,520
3,600
3,640
3,680

3,680

Weighted Avg.
Fixed Price

$ 87.23
$ 87.23
$ 87.23
Weighted Avg.

Fixed Price

$ 4.20
$ (0.74)
$

$ 4.72
$ (0.47)
$ 4.72
$ (0.47)
$ 4.72
$ (0.47)
$ 4.72
$ (0.47)
$ 5.23
$ (0.55)
$ 5.23
$ (0.55)
$ (0.55)
$ (0.55)
$ (0.46)
$ (0.46)
$ (0.46)
$ (0.46)

Collar
High

$
$

Collar
High

$7.87

©@ o

Collar
Low

$
$

Collar
Low

$

$4.00

@ &PH @ &PH @ &H @ &PH

@ &PH
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13. Income Taxes

The Company estimates for each interim reporting period the effective tax rate expected for the full fiscal year and uses that estimated rate in
providing income taxes on a current year-to-date basis.

The (benefit) provision for income taxes consisted of the following components for the three and nine-month periods ended September 30, 2010
and 2009 (in thousands):

Three Months Ended Nine Months Ended
September 30, September 30,
2010 2009 2010 2009
Current:
Federal $ (844) $(1,763) $ (844) $(3,979)
State 33 (817) 195 (135)
(811) (2,580) (649) 4,114)
Deferred:
Federal (442,923) (442,923)
State (13,514) (13,514)
(456,437) (456,437)

Total (benefit) provision

(457,248) (2,580)

(457,086) (4,114)
104

Less: income tax provision attributable to noncontrolling interest 15
Total (benefit) provision attributable to SandRidge Energy, Inc. $ (457,263) $(2,580) $ (457,190) $4.,114)

Deferred income taxes are provided to reflect the future tax consequences of temporary differences between the tax basis of assets and liabilities
and their reported amounts in the consolidated financial statements. Deferred tax assets are reduced by a valuation allowance as necessary when
a determination is made that it is more likely than not that some or all of the deferred tax assets will not be realized based on the weight of all
available evidence. As of December 31, 2009 and 2008, the Company determined it was appropriate to record a full valuation allowance against
its net deferred tax asset. During the three-month period ended September 30, 2010, the Company recorded a net deferred tax liability associated
with the Arena acquisition which resulted in the Company releasing a portion of the previously recorded valuation allowance. The partial release
of the valuation allowance was based on management s assessment that it is more likely than not that the Company will realize a benefit from
more of its existing deferred tax assets as the Arena deferred tax liabilities are available to offset the reversal of the Company s deferred tax
assets. Although the Company continued to have a full valuation allowance against its net deferred tax asset at September 30, 2010, the release
of a portion of the valuation allowance resulted in an income tax benefit of $456.4 million for the three and nine-month periods ended
September 30, 2010.

IRC Section 382 addresses company ownership changes and specifically limits the utilization of certain deductions and other tax attributes on an
annual basis following an ownership change. The Company experienced an ownership change within the meaning of IRC Section 382 on
December 31, 2008. The ownership change subjected certain of the Company s tax attributes, including $299.5 million of federal net operating
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loss carryforwards, to the IRC Section 382 limitation. This limitation could result in a material amount of these loss carryforwards expiring
unused. The Company experienced a subsequent ownership change within the meaning of IRC Section 382 on July 16, 2010 as a result of the
Arena acquisition. The Company expects a limitation on certain of its tax attributes as a result of the July 16, 2010 ownership change; however,
the extent of any
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limitation is not yet known. Arena also experienced an ownership change on July 16, 2010 as a result of the acquisition by the Company. This
ownership change is expected to result in a limitation on Arena s net operating loss carryforwards available to the Company. None of the
limitations discussed above resulted in a current federal tax liability at September 30, 2010 or December 31, 2009.

No reserves for uncertain income tax positions have been recorded pursuant to the guidance for uncertainty in income taxes under ASC Topic
740, Income Taxes. Tax years 2003 to present remain open for the majority of taxing authorities due to net operating loss carryforwards from
those years or normal statute of limitations. The Company s accounting policy is to recognize interest and penalties, if any, related to
unrecognized tax benefits as income tax expense. The Company did not have an accrued liability for interest and penalties at September 30,
2010 or December 31, 2009 with respect to reserves for uncertain income tax positions.

For the three-month period ended September 30, 2010 and 2009, income tax payments, net of refunds, were approximately $1.9 million and $0.0
million, respectively. For the nine-month period ended September 30, 2010 and 2009, income tax payments, net of refunds, were approximately
$(1.6) million and $3.0 million, respectively.

14. Earnings Per Share

Basic earnings per share are computed using the weighted average number of common shares outstanding during the period. Diluted earnings
per share are computed using the weighted average shares outstanding during the period, but also include the dilutive effect of awards of
restricted stock and outstanding convertible preferred stock. The following table summarizes the calculation of weighted average common shares
outstanding used in the computation of diluted earnings per share, for the three and nine-month periods ended September 30, 2010 and 2009 (in
thousands):

Three Months Ended Nine Months Ended
September 30, September 30,
2010 2009 2010 2009

Weighted average basic common shares outstanding 361,687 178,069 257,028 171,902
Effect of dilutive securities:

Restricted stock 5,954 4,759

Convertible preferred stock outstanding 51,496 51,496

Weighted average diluted common and potential common shares outstanding 419,137 178,069 313,283 171,902

For the three and nine-month periods ended September 30, 2009, restricted stock awards covering 3.2 million shares and 2.7 million shares,
respectively, were excluded from the computation of net loss per share because their effect would have been antidilutive.

In computing diluted earnings per share, the Company evaluated the if-converted method with respect to its outstanding 8.5% convertible
perpetual preferred stock and 6.0% convertible perpetual preferred stock (see Note 16) for the three and nine-month periods ended

September 30, 2010 and its outstanding 8.5% convertible perpetual preferred stock for the three and nine-month periods ended September 30,
2009. Under this method, the Company assumes the conversion of the preferred stock to common stock and determines if this is more dilutive
than including the preferred stock dividends (paid and unpaid) in the computation of income available to common stockholders. For the three
and nine-month periods ended September 30, 2010, the Company determined the if-converted method was more dilutive and did not include
preferred stock dividends in the
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determination of income available to common stockholders. For the three and nine-month periods ended September 30, 2009, the Company
determined the if-converted method was not more dilutive and included preferred stock dividends in the determination of income available to
common stockholders.

15. Commitments and Contingencies

The Company is a defendant in lawsuits from time to time in the normal course of business. In management s opinion, the Company is not
currently involved in any legal proceedings that, individually or in the aggregate, could have a material effect on the financial condition,
operations or cash flows of the Company.

16. Equity

Preferred Stock. The following table presents information regarding the Company s preferred stock (in thousands):

September 30, December 31,
2010 2009
Shares authorized 50,000 50,000
Shares outstanding at end of period:
8.5% Convertible perpetual preferred stock 2,650 2,650
6.0% Convertible perpetual preferred stock 2,000 2,000

The Company is authorized to issue 50,000,000 shares of preferred stock, $0.001 par value, of which 4,650,000 shares were designated as
convertible perpetual preferred stock at September 30, 2010 and December 31, 2009. All of the outstanding shares of the Company s convertible
perpetual preferred stock were issued in private transactions and none of these shares are listed on a stock exchange.

8.5% Convertible perpetual preferred stock. The Company s 8.5% convertible perpetual preferred stock was issued in January 2009. Each share
of 8.5% convertible perpetual preferred stock has a liquidation preference of $100.00 and is convertible at the holder s option at any time initially
into approximately 12.4805 shares of the Company s common stock based on an initial conversion price of $8.01, subject to adjustments upon
the occurrence of certain events. Each holder of the convertible perpetual preferred stock is entitled to an annual dividend of $8.50 per share to

be paid semi-annually in cash, common stock or a combination thereof, at the Company s election. Dividend payments were paid in cash in
February and August 2010. Approximately $5.6 million in dividends ($2.8 million paid and $2.8 million unpaid) and $16.9 million in dividends
($14.1 million paid and $2.8 million unpaid) on the 8.5% convertible perpetual preferred stock have been included in the Company s earnings per
share calculations for the three and nine-month periods ended September 30, 2010, respectively, as presented in the accompanying condensed
consolidated statements of operations. The 8.5% convertible perpetual preferred stock is not redeemable by the Company at any time. After
February 20, 2014, the Company may cause all outstanding shares of the convertible perpetual preferred stock to convert automatically into
common stock at the then-prevailing conversion rate if certain conditions are met.

6.0% Convertible perpetual preferred stock. The Company s 6.0% convertible perpetual preferred stock was issued in December 2009. Each
share of the 6.0% convertible perpetual preferred stock has a liquidation preference of $100.00 and is entitled to an annual dividend of $6.00
payable semi-annually in cash, common stock or any combination thereof, at the Company s election, beginning on July 15, 2010. The first
dividend payment was paid in cash in July 2010. Approximately $3.0 million (all unpaid) and $9.0 million in dividends ($6.0 million paid and
$3.0 million unpaid) on the 6.0% convertible perpetual preferred stock have been included in the Company s
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earnings per share calculations for the three and nine-month periods ended September 30, 2010, respectively, as presented in the accompanying
condensed consolidated statements of operations. The 6.0% convertible perpetual preferred stock is not redeemable by the Company at any time.
Each share is initially convertible into 9.21 shares of the Company s common stock, at the holder s option based on an initial conversion price of
$10.86 and subject to customary adjustments in certain circumstances. Five years after their issuance, all outstanding shares of the convertible
preferred stock will be converted automatically into shares of the Company s common stock at the then-prevailing conversion price as long as all
dividends accrued at that time have been paid.

Common Stock. The following table presents information regarding the Company s common stock (in thousands):

September 30, December 31,

2010 2009
Shares authorized 800,000 400,000
Shares outstanding at end of period 404,926 208,715
Shares held in treasury 2,426 1,866

On July 16, 2010, in conjunction with stockholder approval of the issuance of shares of Company common stock in connection with the

Company s acquisition of Arena, the Company s stockholders approved an amendment to the Company s certificate of incorporation to increase
the number of authorized shares of common stock from 400.0 million shares to 800.0 million shares. See Note 3 for further discussion regarding
the Arena acquisition.

Treasury Stock. The Company makes required tax payments on behalf of employees when their restricted stock awards vest and then withholds a
number of vested shares of common stock having a value on the date of vesting equal to the tax obligation. As a result of such transactions, the
Company withheld approximately 670,000 shares with a total value of $5.3 million and approximately 136,000 shares with a total value of

$1.1 million during the nine-month periods ended September 30, 2010 and 2009, respectively. These shares were accounted for as treasury
stock. Also accounted for as treasury stock are any shares of Company common stock held as assets in a trust for the Company s non-qualified
deferred compensation plan. These shares were therefore not included as outstanding shares of common stock in this Quarterly Report. For
corporate purposes and for purposes of voting at Company stockholder meetings, these shares are considered outstanding and have voting rights,
which are exercised by the Company.

Equity Compensation. The Company awards restricted common stock under incentive compensation plans that vest over specified periods of
time, subject to certain conditions. Awards issued prior to 2006 had vesting periods of one, four or seven years. All awards issued during and
after 2006 have four-year vesting periods. Shares of restricted common stock are subject to restriction on transfer. Unvested restricted stock
awards are included in the Company s outstanding shares of common stock.

For the three and nine-month periods ended September 30, 2010, the Company recognized stock-based compensation expense of $10.0 million
and $24.2 million, net of $1.5 million and $4.1 million capitalized, respectively, related to restricted common stock. For the three and
nine-month periods ended September 30, 2009, the Company recognized stock-based compensation expense of $6.2 million and $16.5 million,
net of $1.1 million and $3.2 million capitalized, respectively, related to restricted common stock.

Noncontrolling Interest. Noncontrolling interests in one of the Company s subsidiaries and a variable interest entity in which the Company is the
primary beneficiary (see Note 8) represent third-party ownership interests in the consolidated entity and are included as a component of equity in
the consolidated balance sheet and consolidated statement of changes in equity as required by ASC Topic 810.
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The following table presents a reconciliation of the activity for noncontrolling interest in entities included in the consolidated results of the
Company for the nine-month periods ended September 30, 2010 and 2009 (in thousands):

2010 2009
Beginning balance, January 1, $ 10,052 $ 30
Distributions to noncontrolling interest owners (3,511) (11)
Contributions from noncontrolling interest owners 306
Net income attributable to noncontrolling interest 3,547 11
Ending balance, September 30 $ 10,394 $ 30

17. Related Party Transactions

The Company enters into transactions in the ordinary course of business with certain of its stockholders and other related parties. These
transactions primarily consist of purchases related to drilling and completion activities, gas treating services and drilling equipment and sales of
oil field services, equipment and natural gas. Following is a summary of significant transactions with such related parties (in thousands):

Three Months Ended Nine Months Ended
September 30, September 30,

2010 2009 2010 2009
Sales to and reimbursements from related parties $4,157 $ 1,014 $ 10,980 $ 5,420
Purchases from related parties $ 75 $ 4,550 $ 165 $ 18,956
September 30, December 31,

2010 2009

Accounts receivable due from related parties $ 1,459 $ 64
Accounts payable due to related parties $ $ 860

Larclay, L.P. Until April 15, 2009, Lariat and its partner Clayton Williams Energy, Inc. ( CWEI ) each owned a 50% interest in Larclay, L.P.

( Larclay ), a limited partnership, and, until such time, Lariat operated the rigs owned by Larclay. On April 15, 2009, Lariat completed an
assignment to CWEI of Lariat s 50% equity interest in Larclay pursuant to the terms of an Assignment and Assumption Agreement (the Larclay
Assignment ) entered into between Lariat and CWEI on March 13, 2009. Pursuant to the Larclay Assignment, Lariat assigned all of its right, title
and interest in and to Larclay to CWEI effective April 15, 2009, and CWEI assumed all of the obligations and liabilities of Lariat relating to
Larclay. For the nine-month period ended September 30, 2009, sales to and reimbursements from Larclay were $3.0 million and purchases of
services from Larclay were $1.8 million.
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Oklahoma City Thunder Agreements. The Company s Chairman and Chief Executive Officer owns a minority interest in a limited liability
company which owns and operates the Oklahoma City Thunder, a National Basketball Association team playing in Oklahoma City, where the
Company is headquartered. The Company, like four other Oklahoma City companies, has a five-year sponsorship agreement whereby the
Company pays approximately $3.3 million per year for advertising and promotional activities related to the Oklahoma City Thunder.
Additionally, the Company entered into an agreement to license a suite at the arena where the Oklahoma City Thunder plays its home games.
Under this four-year agreement, the Company pays an annual license fee of $0.2 million. Amounts related to these agreements are not included
in the tables above.
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18. Subsequent Events

Events occurring after September 30, 2010 were evaluated to ensure that any subsequent events that met the criteria for recognition and/or
disclosure in this Quarterly Report have been included.

Proposed settlement. In October 2010, the Company agreed to compromise and settle a dispute with certain working interest owners under two
joint operating agreements. Under the proposed settlement, the Company will pay the working interest owners a total of $6.0 million in cash and
issue to the working interest owners a total of 1,788,909 shares of Company common stock, valued at $5.59 per share. To the extent that the
market price of the Company s common stock is less than $5.59 at the time trading in the shares is no longer restricted, the Company will make
an additional payment in the aggregate amount of such difference. Such restrictions are expected to lapse within one year from the date of
issuance of the shares. The proposed settlement amount of $16.0 million was accrued and included in the accompanying condensed consolidated
financial statements as of September 30, 2010.

8.75% Senior Notes Due 2020. On November 2, 2010, pursuant to an exchange offer, the Company replaced all of the 8.75% Senior Notes,
which were issued under Rule 144A and Regulation S under the Securities Act, with 8.75% Senior Notes issued pursuant to a registration
statement. See Note 11 for additional discussion of the exchange.

Private Placement of Convertible Perpetual Preferred Stock. On November 4, 2010, the Company agreed to issue, in a private offering under
Rule 144A of the Securities Act, 2,500,000 shares of a new series of 7.0% convertible perpetual preferred stock for net proceeds of
approximately $242.0 million, after applying a discount to the purchase price of the stock and deducting offering expenses. The Company also
granted a 30-day option to the initial purchasers to purchase an additional 500,000 shares solely to cover over-allotments. The Company intends
to use the net proceeds from this offering, including any additional proceeds from the exercise of the option to purchase additional shares, for
general corporate purposes, including (i) to repay a portion of the amount outstanding under the Company s senior credit facility and (ii) to fund
the Company s 2010 capital expenditure program. Closing of the private placement of the preferred stock offering is expected to occur on
November 10, 2010 and will be subject to satisfaction of various customary closing conditions.

19. Business Segment Information

The Company has three business segments: exploration and production, drilling and oil field services and midstream gas services. These
segments represent the Company s three main business units, each offering different products and services. The exploration and production
segment is engaged in the acquisition, development and production of oil and natural gas properties. The drilling and oil field services segment
is engaged in the land contract drilling of oil and natural gas wells. The midstream gas services segment is engaged in purchasing, gathering,
treating and selling natural gas. The All Other column in the tables below includes items not related to the Company s reportable segments,
including the Company s CQgathering and sales operations and corporate operations.

As further discussed in Note 20, SandRidge Energy, Inc., the parent company, contributed its oil and natural gas related assets and liabilities to
one of its wholly owned subsidiaries effective as of May 1, 2009. As a result, the financial information of SandRidge Energy, Inc. is included in
the All Other column in the tables below, which is consistent with management s evaluation of the business segments. SandRidge Energy, Inc.
was previously included in the exploration and production segment. All periods presented below reflect this change in presentation.
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Management evaluates the performance of the Company s business segments based on operating income (loss), which is defined as segment
operating revenues less operating expenses and depreciation, depletion and amortization. Summarized financial information concerning the
Company s segments is shown in the following tables (in thousands):

Three Months Ended September 30, 2010
Revenues
Inter-segment revenue

Total revenues

Operating (loss) income
Interest income (expense), net
Other income, net

(Loss) income before income taxes
Capital expenditures(1)
Depreciation, depletion and amortization

Three Months Ended September 30, 2009
Revenues
Inter-segment revenue

Total revenues

Operating (loss) income
Interest expense, net
Other (expense) income, net

(Loss) income before income taxes
Capital expenditures(1)

Depreciation, depletion and amortization

Table of Contents

Exploration

and
Production

$ 210,484
(63)

$ 210421

$ (65,642)
137
459

$ (65,046)
$ 295,007

$ 91,931

$ 105,026
(66)

$ 104,960
$ (31,122
(14)
(1,144)

$ (32,280)

$ 87,288

$ 33,759

Drilling and Oil
Field Services

$

32

60,370
(55,096)

5,274

(1,826)
(201)

(2,027)

8,897

7,081

42,958
(37,160)

5,798

(4,621)
(482)

(5,103)

569

7,042

Midstream

Gas
Services

$ 65470
(42,545)

$ 22925

$ 1,196
(175)
388

$ 1,409

$ 10,143

$ 1,131

$ 52,564
(36,644)

$ 15,920

$ 476

593

$ 1,069

$ 2,500

$ 558

All Other

$ 8965
(2,352)

$ 6,613

$(21,158)
(63,333)
509

$(83,982)
$ 4,002

$ 3,535

$ 9,576
(1,399)

$ 8,177

$ (14,962)
(52,616)

$(67,578)
$ 7,360

$ 3,793

Consolidated
Total

$ 345289
(100,056)

$ 245233

$ (87,430)
(63,572)
1,356

$ (149,646)
$ 318,049

$ 103,678

$ 210,124
(75,269)

$ 134,855

$ (50,229
(53,112)
(551)

$ (103,892)
$ 97,717

$ 45152
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Nine Months Ended September 30, 2010
Revenues
Inter-segment revenue

Total revenues

Operating income (loss)
Interest income (expense), net
Other income, net

Income (loss) before income taxes
Capital expenditures(1)
Depreciation, depletion and amortization

At September 30, 2010
Total assets

Nine Months Ended September 30, 2009
Revenues
Inter-segment revenue

Total revenues

Operating loss(2)
Interest expense, net
Other income, net

Loss before income taxes
Capital expenditures(1)

Depreciation, depletion and amortization

At December 31, 2009
Total assets

Table of Contents

(Unaudited)

Exploration
and Drilling and Oil
Production Field Services
$ 531,239 $ 202,419
(194) (187,473)
$ 531,045 $ 14,946
$ 180,846 $ (6,421)
337 (768)

1,240
$ 182423 $ (7,189)
$ 706,056 $ 26,509
$ 199,965 $ 21,244
$ 4,482,756 $ 226,113
$ 330,686 $ 192,747
(196) (175,540)
$ 330,490 $ 17,207
$(1,132,198) $ (10,177)
(62) (1,673)

100
$(1,132,160) $ (11,850)
$ 470,519 $ 2,770
$ 129,544 $ 21,237
$ 2,222,724 $ 229,507

Midstream

Gas
Services

$ 214,386
(141,778)

$ 72,608

$ 3352
(474)
444

$ 3322
$ 46,902

$ 2933

$ 150,031

$ 218,769
(158,339)

$ 60430

$ (27,344)

1,027
$ (26,317)
$ 43,788

$ 4515

$ 110,757

All Other

$ 28,162
(8,094)

$ 20,068

$ (56,585)
(188,848)
378

$ (245,055)
$ 16,126

$ 10,256

$ 235,265

$ 21,983
(2,143)

$ 19,840

$ (46,777)
(134,346)

$(181,123)
$ 25,124

$ 11,058

$ 217,329

Consolidated
Total
$ 976,206
(337,539)
$ 638,667
$ 121,192
(189,753)
2,062
$ (66,499)
$ 795,593
$ 234,398
$ 5,094,165
$ 764,185
(336,218)
$ 427,967

$ (1,216,496)
(136,081)
1,127

$ (1,351,450)

$ 542,201
$ 166,354
$ 2,780,317
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(1) Capital expenditures are presented on an accrual basis.

(2) The operating loss for the exploration and production segment for the nine-month period ended September 30, 2009 includes a
$1,304.4 million non-cash full cost ceiling impairment on the Company s oil and natural gas properties.

20. Condensed Consolidating Financial Information

The Company provides condensed consolidating financial information for its subsidiaries that are guarantors of its registered debt. The
subsidiary guarantors are wholly owned and have, jointly and severally, unconditionally guaranteed on an unsecured basis the Company s
8.625% Senior Notes and Senior Floating Rate Notes. The subsidiary guarantees (i) rank equally in right of payment with all of the existing and
future senior
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debt of the subsidiary guarantors; (ii) rank senior to all of the existing and future subordinated debt of the subsidiary guarantors; (iii) are
effectively subordinated in right of payment to any existing or future secured obligations of the subsidiary guarantors to the extent of the value
of the assets securing such obligations; and (iv) are structurally subordinated to all debt and other obligations of the subsidiaries of the
guarantors who are not themselves guarantors. The Company has not presented separate financial and narrative information for each of the
subsidiary guarantors because it believes that such financial and narrative information would not provide any additional information that would
be material in evaluating the sufficiency of the guarantees.

Effective May 1, 2009, SandRidge Energy, Inc., the parent, contributed all of its rights, title and interest in its oil and natural gas related assets
and accompanying liabilities to one of its wholly owned guarantor subsidiaries, leaving it with no oil or natural gas related assets or operations.

The following condensed consolidating financial information represents the financial information of SandRidge Energy, Inc., its wholly owned
subsidiary guarantors and its non-guarantor subsidiaries, prepared on the equity basis of accounting. The Company s subsidiary guarantors
guarantee payments of principal and interest under the Company s registered notes. The non-guarantor subsidiaries and a variable interest entity
are included in the non-guarantor column in the tables below. The financial information may not necessarily be indicative of the financial
position, results of operations or cash flows had the subsidiary guarantors operated as independent entities.
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ASSETS
Current assets:
Cash and cash equivalents
Accounts receivable, net
Derivative contracts
Other current assets

Total current assets

Property, plant and equipment, net
Goodwill

Investment in subsidiaries

Other assets

Total assets

LIABILITIES AND EQUITY
Current liabilities:
Accounts payable and accrued expenses
Other current liabilities

Total current liabilities
Long-term debt

Asset retirement obligation
Other liabilities

Total liabilities
Equity

Total liabilities and equity

Table of Contents

(Unaudited)

Condensed Consolidating Balance Sheets

September 30, 2010
Non-Guarantors

Parent Guarantors

(In thousands)

$ 1,195 $ 667 $

1,090,259 116,796
11,437
19,490
1,091,454 148,390
4,508,040
239,716
3,358,257 68,896
52,779 35,744
$ 4,502,490 $ 5,000,786 $
$ 83953 $1,379,390 $
8,742 57,736
92,695 1,437,126
2,971,706 760
147,970
11,059 46,297
3,075,460 1,632,153
1,427,030 3,368,633
$ 4,502,490 $ 5,000,786 $
35

727
402,175

4,444

407,346
99,702

507,048

420,714
976

421,690
16,280
164

438,134

68,914

507,048

Eliminations

$
(1,489,006)

(1,489,006)

(3,427,153)

$(4,916,159)

$ (1,489,0006)

(1,489,006)

(1,489,006)
(3,427,153)

$(4,916,159)

Consolidated

$ 2,589
120,224
11,437
23,934

158,184
4,607,742
239,716

88,523

$ 5,094,165

$ 395,051
67,454

462,505
2,988,746
148,134
57,356

3,656,741
1,437,424

$ 5,094,165
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ASSETS
Current assets:
Cash and cash equivalents
Accounts receivable, net
Derivative contracts
Other current assets

Total current assets

Property, plant and equipment, net
Investment in subsidiaries

Other assets

Total assets

LIABILITIES AND EQUITY
Current liabilities:
Accounts payable and accrued expenses
Other current liabilities

Total current liabilities
Long-term debt

Asset retirement obligation
Other liabilities

Total liabilities
(Deficit) equity

Total liabilities and equity

Table of Contents

(Unaudited)
Parent Guarantors
$ 339 $ 2,841
642,317 96,251
105,994
24,785
642,656 229,871
2,331,261
1,813,887 64,827
49,103 41,607
$ 2,505,646 $ 2,667,566
$ 159,693 $ 641,349
7,080 13,624
166,773 654,973
2,543,611 6,304
108,429
1,219 73,940
2,711,603 843,646
(205,957) 1,823,920
$ 2,505,646 $ 2,667,566

36

December 31, 2009

Non-Guarantors
(In thousands)

$ 4,681
14,888

11,848

31,417
102,382

$ 133,799

$ 50,846
932

51,778
17,020
155

68,953

64,846

$ 133,799

Eliminations

(647,980)

(647,980)

(1,878,714)

$(2,526,694)

$ (647,980)

(647,980)

(647,980)
(1,878,714)

$(2,526,694)

Consolidated

$ 7,861
105,476
105,994

36,633

255,964
2,433,643

90,710

$ 2,780,317

$ 203,908
21,636

225,544
2,566,935
108,584
75,159

2,976,222
(195,905)

$ 2,780,317
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Condensed Consolidating Statements of Operations

Three Months Ended September 30, 2010

Total revenues

Expenses:

Direct operating expenses

General and administrative

Depreciation, depletion, amortization and impairment
Loss on derivative contracts

Total expenses

(Loss) income from operations
Equity earnings from subsidiaries
Interest expense, net

Other income, net

(Loss) income before income taxes
Income tax (benefit) expense

Net income (loss)
Less: net income attributable to noncontrolling interest

Net income (loss) attributable to SandRidge Energy,
Inc.

Three Months Ended September 30, 2009

Total revenues

Expenses:

Direct operating expenses

General and administrative

Depreciation, depletion, amortization and impairment
Loss on derivative contracts

Total expenses

(Loss) income from operations
Equity earnings from subsidiaries
Interest expense, net

Other expense, net

Table of Contents

Parent Guarantors
$ $ 235,447
96,136
71 61,376
101,956
67,195
71 326,663
(71) (91,216)
(87,857) 2,242
(63,061) (239)
1,356
(150,989) (87,857)
(457,278)
306,289 (87,857)
$ 306,289 $ (87,857)
$ $ 125,673
61,048
24,473
43,786
47,933
177,240
(51,567)
(51,566) 1,049
(52,330) 497)
(551)

Non-Guarantors

$

(In thousands)
27,318
21,124

615
1,722

23,461

3,857

(272)

3,585
30

3,555
1,313

2,242

34,994
31,635

655
1,366

33,656

1,338

(285)

Eliminations

$ (17,532)

(17,348)
(184)

(17,532)

85,615

85,615

85,615

$ 85,615

$ (25.812)

(25,690)
(122)

(25,812)

50,517

Consolidated

$

$

$

245,233
99,912
61,878

103,678
67,195

332,663

(87,430)

(63,572)
1,356

(149,646)
(457,248)

307,602
1,313

306,289

134,855
66,993
25,006

45,152
47,933

185,084

(50,229)

(53,112)
(551)
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(Loss) income before income taxes
Income tax benefit

Net (loss) income
Less: net income attributable to noncontrolling interest

Net (loss) income attributable to SandRidge Energy,
Inc.
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(103,896) (51,566)
(2,580)
(101,316) (51,566)

$(101,316) $ (51,566)

37

$

1,053

1,053
4

1,049

$

50,517

50,517

50,517

(103,892)
(2,580)

(101,312)
4

$ (101,316)
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Nine Months Ended September 30, 2010

Total revenues

Expenses:

Direct operating expenses

General and administrative

Depreciation, depletion, amortization and impairment
Gain on derivative contracts

Total expenses

(Loss) income from operations
Equity earnings from subsidiaries
Interest expense, net

Other income, net

(Loss) income before income taxes
Income tax (benefit) expense

Net income
Less: net income attributable to noncontrolling interest

Net income attributable to SandRidge Energy, Inc.

Nine Months Ended September 30, 2009

Total revenues

Expenses:

Direct operating expenses

General and administrative

Depreciation, depletion, amortization and impairment
(Gain) loss on derivative contracts

Total expenses

(Loss) income from operations
Equity earnings from subsidiaries
Interest expense, net

Other income, net

(Loss) income before income taxes
Income tax benefit

Net (loss) income
Less: net income attributable to noncontrolling interest
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(Unaudited)

Parent Guarantors

$ $ 609,135

258,991

234 125,207

229,325
(114,378)

234 499,145

(234) 109,990

117,937 6,920
(188,031) (905)

74 1,932

(70,254) 117,937

(457,294)

387,040 117,937

$ 387,040 $ 117,937

$ 58,271 $ 345,608

27,737 193,485

15,515 60,431

627,478 839,164

(237,351) 97,629

433,379 1,190,709
(375,108) (845,101)

(842,935) 2,844
(133,520) (1,703)

102 1,025
(1,351,461) (842,935)

4,114)

(1,347,347) (842,935)

Non-Guarantors
(In thousands)

$ 117,950
98,868

2,573
5,073

106,514

11,436

(817)
56

10,675
208

10,467
3,547

$ 6,920

$ 152,945
143,540

1,562

4,130

149,232

3,713

(858)

2,855

2,855
11

Eliminations

$ (88,418)

(87,823)
(595)

(88,418)

(124,857)

(124,857)

(124,857)

$ (124,857)

$ (128,857)

(128,472)
(385)

(128,857)

840,091

840,091

840,091

Consolidated

$ 638,667
270,036
127,419

234,398
(114,378)

517,475

121,192

(189,753)
2,062

(66,499)
(457,086)

390,587
3,547

$ 387,040

$ 427,967
236,290
77,123

1,470,772
(139,722)

1,644,463

(1,216,496)

(136,081)
1,127

(1,351,450)
4,114)

(1,347,336)
11
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$(1,347,347)  § (842935) %

38

2,844

$ 840,091

$ (1,347,347)
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SANDRIDGE ENERGY, INC. AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(Unaudited)

Condensed Consolidating Statements of Cash Flows

Nine Months Ended September 30, 2010

Net cash (used in) provided by operating activities
Net cash used in investing activities

Net cash provided by (used in) financing activities

Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of period

Nine Months Ended September 30, 2009

Net cash provided by operating activities

Net cash used in investing activities

Net cash provided by (used in) financing activities

Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of period

Table of Contents

Parent

$(241,580)
(138,428)
380,864

856
339

$ 1,195
$ 141,658

(240,992)
113,730

14,396
18

$ 14414

39

Guarantors

$ 574,767
(569,592)
(7,349)

(2,174)
2,841

$ 667

$ 125,532
(114,336)
(11,618)

(422)
592

$ 170

Non-Guarantors
(In thousands)

$ 6,025
(6,078)
(3,901)

(3,954)
4,681

$ 727

$ 9,894

(9,195)
(667)

32
26

Eliminations

Consolidated

$ 339,212

$

$

$

(714,098)
369,614

(5,272)
7,861

2,589
277,084

(364,523)
101,445

14,006
636

14,642
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ITEM 2. Management s Discussion and Analysis of Financial Condition and Results of Operations
Introduction

The following discussion and analysis is intended to help the reader understand our business, financial condition, results of operations, liquidity
and capital resources. This discussion and analysis should be read in conjunction with our condensed consolidated financial statements and the
accompanying notes included in this Quarterly Report, as well as our audited consolidated financial statements and the accompanying notes
included in the 2009 Form 10-K.

The financial information with respect to the three and nine-month periods ended September 30, 2010 and September 30, 2009 that is discussed
below is unaudited. In the opinion of management, this information contains all adjustments, which consist only of normal recurring
adjustments, necessary to state fairly the unaudited condensed consolidated financial statements. The results of operations for the interim periods
are not necessarily indicative of the results of operations for the full fiscal year.

Overview of Our Company

We are an independent oil and natural gas company concentrating on exploration, development and production activities related to the
exploitation of our significant holdings in west Texas and the Mid-Continent. Our primary areas of focus are the Permian Basin, the West Texas
Overthrust ( WTO ) and the Mississippian horizontal play in the Mid-Continent area of Oklahoma and Kansas. Our oil properties in the Permian
Basin include properties acquired in December 2009 from Forest and properties formerly owned by Arena that we acquired in July 2010. Each
such acquisition is described below. The WTO, which includes the Pifion gas field, is a natural gas-prone geological region where we have
operated since 1986. We also operate interests in the Cotton Valley Trend in east Texas, Gulf Coast and Gulf of Mexico.

We currently generate the majority of our consolidated revenues and cash flow from the production and sale of oil and natural gas. Our
revenues, profitability and future growth depend substantially on prevailing prices for oil and natural gas and on our ability to find and
economically develop and produce oil and natural gas reserves. Prices for oil and natural gas fluctuate widely. In order to reduce our exposure to
these fluctuations, we enter into commodity derivative contracts for a portion of our anticipated future oil and natural gas production. Reducing
our exposure to price volatility helps ensure that we have adequate funds available for our capital expenditure programs.

We operate businesses that are complementary to our exploration, development and production activities. We own related gas gathering and
treating facilities, a gas marketing business and an oil field services business. The extent to which each of these supplemental businesses
contributes to our consolidated results of operations is largely determined by the amount of work each performs for third parties. Revenues and
costs related to work performed by these businesses for our own account are eliminated in consolidation and, therefore, do not contribute to our
consolidated results of operations.

Acquisitions

In December 2009, we purchased, for approximately $791.7 million, oil and natural gas properties located in the Permian Basin from Forest,
consisting primarily of six operated areas in the Central Basin Platform and greater Permian Basin area of western Texas and eastern New
Mexico. Approximately 98% of the production associated with these properties is operated and the properties cover over 90,000 net acres, of
which nearly 80% is held by production. The acquisition of properties from Forest expanded our holdings in the Central Basin Platform of the
Permian Basin and added significant Permian Basin oil production in the Midland and Delaware Basins in Texas as well as the Northwest Shelf
in New Mexico.

In July 2010, we acquired all of the outstanding common stock of Arena. In connection with the acquisition, we issued 4.7771 shares of our
common stock and paid $4.50 in cash to Arena stockholders for each outstanding share of unrestricted Arena common stock for a total purchase
price of approximately $1.4 billion. At the time of
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the acquisition, Arena was engaged in oil and natural gas exploration, development and production, with activities in Oklahoma, Texas, New
Mexico and Kansas. The acquisition of Arena expanded our holdings in the Central Basin Platform of the Permian Basin and added significant
Permian Basin oil production.

Recent Developments

Proposed settlement. In October 2010, we agreed to compromise and settle a dispute with certain working interest owners under two joint
operating agreements. Under the proposed settlement, we will pay the working interest owners a total of $6.0 million in cash and issue to the
working interest owners a total of 1,788,909 shares of our common stock, valued at $5.59 per share. To the extent that the market price of our
common stock is less than $5.59 at the time trading in the shares is no longer restricted, we will make an additional payment in the aggregate
amount of such difference. Such restrictions are expected to lapse within one year from the date of issuance of the shares. See Note 18 to the
condensed consolidated financial statements.

8.75% Senior Notes Due 2020. On November 2, 2010, pursuant to an exchange offer, we replaced all of the 8.75% Senior Notes, which were
issued under Rule 144A and Regulation S under the Securities Act, with 8.75% Senior Notes issued pursuant to a registration statement.

Private Placement of Convertible Perpetual Preferred Stock. On November 4, 2010, we agreed to issue, in a private offering under Rule 144A
of the Securities Act, 2,500,000 shares of a new series of 7.0% convertible perpetual preferred stock for net proceeds of approximately $242.0
million, after applying a discount to the purchase price of the stock and deducting offering expenses. We also granted a 30-day option to the
initial purchasers to purchase an additional 500,000 shares solely to cover over-allotments. We intend to use the net proceeds from this offering,
including any additional proceeds from the exercise of the option to purchase additional shares, for general corporate purposes, including (i) to
repay a portion of the amount outstanding under the senior credit facility and (ii) to fund the 2010 capital expenditure program. Closing of the
private placement of the preferred stock offering is expected to occur on November 10, 2010 and will be subject to satisfaction of various
customary closing conditions.

Recently Adopted Accounting Pronouncements

In January 2010, the FASB issued ASU 2010-03 to align the oil and natural gas reserve estimation and disclosure requirements of ASC Topic
932, Extractive Industries  Oil and Gas, with the requirements in the Securities and Exchange Commission s final rule, Modernization of the Oil
and Gas Reporting Requirements, which was issued on December 31, 2008 and was effective for the year ended December 31, 2009.
Modernization of the Oil and Gas Reporting Requirements was designed to modernize and update the oil and gas disclosure requirements to

align with current practices and changes in technology. We implemented ASU 2010-03 prospectively as a change in accounting principle
inseparable from a change in accounting estimate at December 31, 2009.

In December 2009, the FASB issued ASU 2009-17, Consolidations Improvements to Financial Reporting by Enterprises Involved with Variable
Interest Entities, which codified FASB Statement No. 167, Amendments to FASB Interpretation No. 46(R). ASU 2009-17 represents a revision
to former FASB Interpretation No. 46(R), Consolidation of Variable Interest Entities, and changes how a reporting entity determines when an
entity that is insufficiently capitalized or is not controlled through voting or similar rights should be consolidated. ASU 2009-17 also requires
enhanced disclosures about a reporting entity s involvement with variable interest entities. We implemented ASU 2009-17 on January 1, 2010
with no impact on our financial position or results of operations.

In January 2010, the FASB issued ASU 2010-06, Fair Value Measurements and Disclosures: Improving Disclosures about Fair Value
Measurements. ASU 2010-06 requires additional disclosures and clarifies existing disclosure requirements about fair value measurement as set
forth in ASC Topic 820. We implemented the new
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disclosures and clarifications of existing disclosure requirements under ASU 2010-06 effective with the first quarter of 2010, except for certain
disclosure requirements regarding activity in Level 3 fair value measurements that are effective for fiscal years beginning after December 15,
2010. The implementation of ASU 2010-06 had no impact on our financial position or results of operations. As the additional requirements

under ASU 2010-06, which will be implemented January 1, 2011, pertain to disclosure of Level 3 activity, no effect to our financial position or
results of operations is expected.
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Results by Segment

We operate in three business segments: exploration and production, drilling and oil field services and midstream gas services. The All Other
column in the tables below includes items not related to our reportable segments such as our CO, gathering and sales operations and corporate
operations. SandRidge Energy, Inc., the parent company, contributed its oil and natural gas related assets and liabilities to one of its wholly
owned subsidiaries, effective as of May 1, 2009. As a result, the financial information of SandRidge Energy, Inc. is now included in the All
Other column in the tables below, which is consistent with management s evaluation of the business segments. SandRidge Energy, Inc. was
previously included in the exploration and production segment. All periods presented below reflect this change in presentation.

Management evaluates the performance of our business segments based on operating income (loss), which is defined as segment operating
revenues less operating expenses. Results of these measurements provide important information to us about the activity and profitability of our
lines of business. Set forth in the table below is financial information regarding each of our business segments for the three and nine-month
periods ended September 30, 2010 and 2009 (in thousands).

Exploration Midstream
and Drilling and Oil Gas All Consolidated
Production Field Services Services Other Total

Three Months Ended September 30, 2010
Revenues $ 210,484 $ 60,370 $ 65470 $ 8,965 $ 345,289
Inter-segment revenue (63) (55,096) (42,545) (2,352) (100,056)
Total revenues $ 210,421 $ 5,274 $ 22925 $ 6,613 $ 245,233
Operating (loss) income $ (65,642) $ (1,826) $ 1,196 $ (21,158) $ (87,430)
Interest income (expense), net 137 (201) (175) (63,333) (63,572)
Other income, net 459 388 509 1,356
(Loss) income before income taxes $ (65,046) $ (2,027) $ 1,409 $(83,982) $ (149,646)
Three Months Ended September 30, 2009
Revenues $ 105,026 $ 42,958 $ 52,564 $ 9,576 $ 210,124
Inter-segment revenue (66) (37,160) (36,644) (1,399) (75,269)
Total revenues $ 104,960 $ 5,798 $ 15920 $ 8,177 $ 134,855
Operating (loss) income $ (31,122) $ (4,621) $ 476 $ (14,962) $ (50,229)
Interest expense, net (14) (482) (52,616) (53,112)
Other (expense) income, net (1,144) 593 (551)
(Loss) income before income taxes $ (32,280) $ (5,103) $ 1,069 $ (67,578) $ (103,892)

Exploration Midstream

and Drilling and Oil Gas Consolidated

Production Field Services Services All Other Total
Nine Months Ended September 30, 2010
Revenues $ 531,239 $ 202,419 $ 214,386 $ 28,162 $ 976,206
Inter-segment revenue (194) (187,473) (141,778) (8,094) (337,539)
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Total revenues

Operating income (loss)
Interest income (expense), net
Other income, net

Income (loss) before income taxes

Nine Months Ended September 30, 2009
Revenues
Inter-segment revenue

Total revenues

Operating loss(1)
Interest expense, net
Other income, net

Loss before income taxes

6]

Edgar Filing
$

$

$
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531,045 $ 14,946 $ 72,608
180,846 $ 6421) $ 3352

337 (768) (474)

1,240 444

182,423 $ (7,189)  $ 3322

330,686 $ 192,747 $ 218,769

(196) (175,540) (158,339)

330,490 $ 17,207 $ 60,430

(1,132,198)  $  (10,177)  $ (27.344)
(62) (1,673)

100 1,027

(1,132,160) $  (11,850)  $ (26,317)

$1,304.4 million non-cash full cost ceiling impairment on our oil and natural gas properties.
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$ 20,068

$ (56,585)
(188,848)
378

$ (245,055)

$ 21,983
(2,143)

$ 19,840

$ (46,777)
(134,346)

$(181,123)

$ 638,667
$ 121,192
(189,753)
2,062
$  (66,499)
$ 764,185
(336,218)
$ 427967

$ (1,216,496)
(136,081)
1,127

$ (1,351,450)

The operating loss for the exploration and production segment for the nine-month period ended September 30, 2009 includes a
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Exploration and Production Segment

The primary factors affecting the financial results of our exploration and production segment are the prices we receive for our oil and natural gas
production, the quantity of oil and natural gas we produce and changes in the fair value of commodity derivative contracts we use to reduce the
volatility of the prices we receive for our oil and natural gas production. Quarterly comparisons of production and price data are presented in the
tables below. Changes in our results for these periods reflect, in part, the acquisition of oil and natural gas properties from Forest in December
2009 and Arena in July 2010, which increased production volumes and revenues for our exploration and production segment.

Three Months Ended
September 30, Change

2010 2009 Amount Percent
Production data:
Oil (MBbI)(1) 2,219 723 1,496 206.9%
Natural gas (MMcf) 19,100 20,897 (1,797) (8.6)%
Combined equivalent volumes (MMcfe) 32,414 25,235 7,179 28.4%
Average daily combined equivalent volumes (MMcfe/d) 352 274 78 28.5%
Average prices as reported(2):
Oil (per Bbl)(1) $ 63.90 $ 62.76 $ 1.14 1.8%
Natural gas (per Mcf) $ 3.57 $ 282 $ 075 26.6%
Combined equivalent (per Mcfe) $ 648 $ 414 $ 234 56.5%
Average prices including impact of derivative contract settlements:
Oil (per Bbl)(1) $ 64.74 $ 66.47 $ (1.73) (2.6)%
Natural gas (per Mcf) $ 5.02 $ 6.67 $ (1.65) 24.7%
Combined equivalent (per Mcfe) $ 7.39 $ 743 $ (0.04) 0.5)%

Nine Months Ended

September 30, Change

2010 2009 Amount Percent
Production data:
Oil (MBbI)(1) 4,774 2,163 2,611 120.7%
Natural gas (MMcf) 57,473 67,583 (10,110) (15.0)%
Combined equivalent volumes (MMcfe) 86,117 80,561 5,556 6.9%
Average daily combined equivalent volumes (MMcfe/d) 315 295 20 6.8%
Average prices as reported(2):
Oil (per Bbl)(1) $ 64.18 $ 51.02 $ 13.16 25.8%
Natural gas (per Mcf) $ 3.88 $ 323 $ 065 20.1%
Combined equivalent (per Mcfe) $ 6.15 $ 4.08 $ 207 50.7%
Average prices including impact of derivative contract settlements:
Oil (per Bbl)(1) $ 67.12 $ 55.40 $ 1172 21.2%
Natural gas (per Mcf) $ 6.30 $ 7.18 $ (0.88) (12.3)%
Combined equivalent (per Mcfe) $ 792 $ 751 $ 041 5.5%

(1) Includes natural gas liquids.
(2) Prices represent actual average prices for the periods presented and do not give effect to derivative transactions.
Exploration and Production Segment  Three months ended September 30, 2010 compared to the three months ended September 30, 2009

Exploration and production segment revenues increased $105.4 million, or 100.5%, to $210.4 million in the three months ended September 30,
2010 from $105.0 million in the three months ended September 30, 2009, as a result of a 56.5% increase in the combined average price we
received for our oil and natural gas production. Also
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contributing to the increase was the 206.9% increase in oil production, slightly offset by the 8.6% decrease in natural gas production volumes. In
the three-month period ended September 30, 2010, oil production increased by 1,496 MBbls to 2,219 MBbls and natural gas production
decreased by 1.8 Bcf to 19.1 Bef from the comparable period in 2009. The increase in oil production was due to the addition of Permian Basin
properties acquired from Forest and Arena, and a focus on increased oil drilling in 2010. Properties acquired from Forest and Arena produced
1,295 MBbls of oil for the three-month period ended September 30, 2010. The decrease in natural gas production was a result of the decline in
the number of rigs drilling for natural gas during 2010 due to depressed natural gas prices.

The average price received for our oil production increased 1.8%, or $1.14 per barrel, to $63.90 per barrel during the three months ended
September 30, 2010 from $62.76 per barrel during the same period in 2009. The average price we received for our natural gas production for the
three-month period ended September 30, 2010 increased 26.6%, or $0.75 per Mcf, to $3.57 per Mcf from $2.82 per Mcf in the comparable
period in 2009. Including the impact of derivative contract settlements, the effective price received for oil for the three-month period ended
September 30, 2010 was $64.74 per Bbl compared to $66.47 per Bbl during the same period in 2009. Including the impact of derivative contract
settlements, the effective price received for natural gas for the three-month period ended September 30, 2010 was $5.02 per Mcf compared to
$6.67 per Mcf during the same period in 2009. Our derivative contracts are not designated as hedges and, as a result, gains or losses on
commodity derivative contracts are recorded as a component of operating expenses. Internally, management views the settlement of such
derivative contracts as adjustments to the price received for oil and natural gas production to determine effective prices. Realized gains or losses
from the settlement of derivative contracts with contractual maturities outside of the reporting period are not considered in the calculation of
effective prices.

During the three-month period ended September 30, 2010, the exploration and production segment reported a $67.2 million net loss on our
commodity derivative positions ($77.7 million realized gain and $144.9 million unrealized loss) compared to a $47.9 million net loss on our
commodity derivative positions ($83.0 million realized gain and $130.9 million unrealized loss) in the same period in 2009. The realized gain of
$77.7 million for the three months ended September 30, 2010 was primarily due to lower natural gas prices at the time of settlement compared to
the contract price. Realized gains totaling $48.2 million resulting from settlements of commodity derivative contracts with original contractual
maturities after September 30, 2010 were included in the realized gain for the three months ended September 30, 2010. Unrealized gains or
losses on derivative contracts represent the change in fair value of open derivative contracts during the period. The unrealized loss on our
commodity contracts recorded during the three months ended September 30, 2010 was primarily attributable to an increase in average oil prices
at September 30, 2010 compared to the average oil prices at June 30, 2010 and the settlement of natural gas price swaps during the three months
ended September 30, 2010. The unrealized loss for the three-month period ended September 30, 2009 was attributable to increased average oil
and natural gas prices and decreases in the price differentials on our basis swaps at September 30, 2009.

For the three months ended September 30, 2010, we had an operating loss of $65.6 million in our exploration and production segment compared
to an operating loss of $31.1 million for the same period in 2009. The $105.7 million increase in oil and natural gas revenues was more than
offset by the $19.3 million increase in loss on commodity derivative contracts, a $24.6 million increase in production expenses, a $7.8 million
increase in production taxes and a $58.2 million increase in depreciation and depletion on oil and natural gas properties. See discussion of
production expense, production taxes and depreciation and depletion under Consolidated Results of Operations.

Exploration and Production Segment — Nine months ended September 30, 2010 compared to the nine months ended September 30, 2009

Exploration and production segment revenues increased $200.5 million, or 60.7%, to $531.0 million in the nine months ended September 30,
2010 from $330.5 million in the nine months ended September 30, 2009, as a result of a 50.7% increase in the combined average price we
received for our oil and natural gas production. Also
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contributing to the increase was the 120.7% increase in oil production, slightly offset by the 15.0% decrease in natural gas production. In the
nine-month period ended September 30, 2010, oil production increased by 2,611 MBbls to 4,774 MBbls and natural gas production decreased by
10.1 Bef to 57.5 Bef from the comparable period in 2009. The increase in oil production was due to the addition of Permian Basin properties
acquired from Forest and Arena and a focus on increased oil drilling in 2010. We produced 2,201 MBbls of oil from the properties we acquired
from Forest and Arena during the nine-month period ended September 30, 2010. The decrease in natural gas production was a result of the
decline in the number of rigs drilling for natural gas during 2009 and 2010 due to depressed natural gas prices.

The average price received for our oil production increased 25.8%, or $13.16 per barrel, to $64.18 per barrel during the nine months ended
September 30, 2010 from $51.02 per barrel during the same period in 2009. The average price we received for our natural gas production for the
nine-month period ended September 30, 2010 increased 20.1%, or $0.65 per Mcf, to $3.88 per Mcf from $3.23 per Mcf in the comparable period
in 2009. Including the impact of derivative contract settlements, the effective price received for oil for the nine-month period ended

September 30, 2010 was $67.12 per Bbl compared to $55.40 per Bbl during the same period in 2009. Including the impact of derivative contract
settlements, the effective price received for natural gas for the nine-month period ended September 30, 2010 was $6.30 per Mcf compared to
$7.18 per Mcf during the same period in 2009.

During the nine-month period ended September 30, 2010, the exploration and production segment reported a $114.4 million net gain on our
commodity derivative positions ($238.2 million realized gain and $123.8 million unrealized loss) compared to a $139.7 million net gain on our
commodity derivative positions ($276.2 million realized gain and $136.5 million unrealized loss) in the same period in 2009. The realized gain
of $238.2 million for the nine months ended September 30, 2010 was primarily due to lower natural gas prices at the time of settlement
compared to the contract price. Realized gains totaling $110.6 million resulting from settlements of commodity derivative contracts with original
contractual maturities after the quarterly period in which they were settled were included in the realized gain for the nine months ended
September 30, 2010. The unrealized loss on commodity contracts recorded during the nine months ended September 30, 2010 was attributable to
an increase in average oil prices and decreases in the price differentials on our basis swaps at September 30, 2010 compared to the average oil
prices and price differentials at December 31, 2009 or the contract price for contracts entered into during 2010. This amount was partially offset
by decreases in the average price of natural gas at September 30, 2010 compared to the average price of natural gas at December 31, 2009, or as
stated in the contract for contracts entered into during 2010. The unrealized loss for the nine-month period ended September 30, 2009 was
attributable to increased average oil and natural gas prices and decreases in the price differentials on our basis swaps at September 30, 2009.

For the nine months ended September 30, 2010, we had operating income of $180.8 million in our exploration and production segment
compared to an operating loss of $1,132.2 million for the same period in 2009. The $201.0 million increase in oil and natural gas revenues and
the absence of a full cost ceiling limitation during the first nine months of 2010 were partially offset by the $25.3 million decrease in gains on
commodity derivative contracts, a $43.6 million increase in production expenses, a $16.0 million increase in production taxes and a $70.3
million increase in depreciation and depletion of our oil and natural gas properties. See discussion of the 2009 period full cost ceiling limitation,
production expense, production taxes and depreciation and depletion under Consolidated Results of Operations.

Drilling and Oil Field Services Segment

The financial results of our drilling and oil field services segment depend primarily on the demand for and price we can charge for our services.
In addition to providing drilling services, our oil field services business also conducts operations that complement our exploration and
production segment such as providing pulling units, trucking, rental tools, location and road construction and roustabout services. On a
consolidated basis, drilling and oil field service revenues earned and expenses incurred in performing services for third parties, including
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third party working interests in wells we operate, are included in drilling and services revenues and expenses while drilling and oil field service
revenues earned and expenses incurred in performing services for our own account are eliminated in consolidation.

As of September 30, 2010, we owned 35 drilling rigs, through Lariat. The table below presents a summary of the rigs owned by Lariat:

September 30,

2010 2009
Rigs working for SandRidge 21 7
Rigs working for third parties 3 1
Idle rigs(1) 4 20
Total operational 28 28
Non-operational rigs(2) 3 3
Retired 4
Total rigs owned 35 31

(1) Includes one rig receiving stand-by rates from a third party at September 30, 2009. There were no rigs receiving stand-by rates at
September 30, 2010.

(2) Includes one rig being constructed and two rigs being converted at September 30, 2010 and three rigs being serviced at September 30,
2009.

Until April 15, 2009, we indirectly owned, through Lariat and its partner CWEI, an additional 11 operational rigs through an investment in

Larclay. Although our ownership in Larclay afforded us access to Larclay s operational rigs, we did not control Larclay and, therefore, did not

consolidate the results of its operations with ours. Only the activities of our wholly owned drilling and oil field services subsidiaries are included

in the financial results of our drilling and oil field services segment. On April 15, 2009, Lariat completed an assignment to CWEI of Lariat s 50%

equity interest in Larclay pursuant to the terms of the Larclay Assignment entered into between Lariat and CWEI. Pursuant to the Larclay

Assignment, Lariat assigned all of its right, title and interest in and to Larclay to CWEI effective as of April 15, 2009, and CWEI assumed all of

the obligations and liabilities of Lariat relating to Larclay.

Drilling and Oil Field Services Segment  Three months ended September 30, 2010 compared to the three months ended September 30, 2009

Drilling and oil field services segment revenues decreased to $5.3 million in the three-month period ended September 30, 2010 from

$5.8 million in the three-month period ended September 30, 2009 and drilling and oil field services segment expenses decreased $3.3 million to
$7.1 million during the same period. The decrease in expense resulted in a reduced operating loss of $1.8 million in the three-month period
ended September 30, 2010 compared to $4.6 million for the same period in 2009. The decline in revenues and expenses was primarily
attributable to a decrease in services performed for third parties during 2010 as the amount of work performed for our own account increased.

Drilling and Oil Field Services Segment ~ Nine months ended September 30, 2010 compared to the nine months ended September 30, 2009

Drilling and oil field services segment revenues decreased to $14.9 million in the nine-month period ended September 30, 2010 from

$17.2 million in the nine-month period ended September 30, 2009. Drilling and oil field services segment expenses decreased $6.0 million to
$21.5 million for the nine-month period ended September 30, 2010. The decrease in expenses resulted in a reduced operating loss of $6.4 million
for the nine-month period ended September 30, 2010 compared to $10.2 million in the same period in 2009. The decline in revenues and
expenses was primarily attributable to a decrease in sales to and services performed for third parties during 2010 as the amount of work
performed for our own account increased.
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Midstream Gas Services Segment

Midstream gas services segment revenues consist mostly of revenue from gas marketing, which is a very low-margin business. On a
consolidated basis, midstream and marketing revenues represent natural gas sold on behalf of third parties and the fees we charge related to
gathering, compressing and treating this gas. Gas marketing operating costs represent payments made to third parties for the proceeds from the
sale of gas owned by such parties, net of any applicable margin and actual costs we charge to gather, compress and treat the gas. The primary
factors affecting midstream gas services are the quantity of gas we gather, treat and market and the prices we pay and receive for natural gas.

In June 2009, we completed the sale of our gathering and compression assets located in the Pifion Field of the WTO. Net proceeds from the sale
were approximately $197.5 million, which resulted in a loss on the sale of $26.1 million. In conjunction with the sale, we entered into a gas
gathering agreement and an operations and maintenance agreement. Under the gas gathering agreement, we have dedicated our Pifion Field
acreage for priority gathering services for a period of 20 years and we will pay a fee for such services that was negotiated at arms length.
Pursuant to the operations and maintenance agreement, we will operate and maintain the gathering system assets sold for a period of 20 years
unless we or the buyer of the assets choose to terminate the agreement.

GRLP is a limited partnership that operates the Grey Ranch Plant located in Pecos County, Texas. We purchased our 50% equity investment in
GRLP during 2003. On October 1, 2009, we executed amendments to certain agreements related to the ownership and operation of GRLP. As a
result of these amendments, we became the primary beneficiary of GRLP. Accordingly, we began consolidating the activity of GRLP in our
midstream gas services segment prospectively beginning on the effective date of the amendments.

Midstream Gas Services Segment  Three months ended September 30, 2010 compared to the three months ended September 30, 2009

Midstream gas services segment revenues for the three months ended September 30, 2010 were $22.9 million compared to $15.9 million in the
same period in 2009. Operating income was $1.2 million for the three months ended September 30, 2010 compared to $0.5 million for the
comparable period in 2009. The increase in midstream gas services segment revenues and operating income was due, in part, to the
consolidation of GRLP activity into the midstream gas services segment for the three-month period ended September 30, 2010. Also
contributing to the increase in revenues was an increase in natural gas prices for third party volumes we marketed in the three-month period
ended September 30, 2010 compared to the same period in 2009. For the three-month period ended September 30, 2009, our share of GRLP
activity was reported as income from equity investments.

Midstream Gas Services Segment  Nine months ended September 30, 2010 compared to the nine months ended September 30, 2009

Midstream gas services segment revenues for the nine months ended September 30, 2010 were $72.6 million compared to $60.4 million in the
same period in 2009. Operating income was $3.4 million for the nine months ended September 30, 2010 compared to an operating loss of $27.3
million for the comparable period in 2009. The increase in midstream gas services segment revenues and operating income was due, in part, to
the consolidation of GRLP activity into the midstream gas services segment for the nine-month period ended September 30, 2010. An increase
in natural gas prices for third party volumes we marketed in the nine-month period ended September 30, 2010 compared to the same period in
2009 also contributed to the increase in revenues. The increase in operating income was primarily due to the inclusion of a $26.1 million loss on
the sale of our gathering and compression assets in the nine months ended September 30, 2009. Prior to October 1, 2009 when we began
consolidating GRLP, our share of GRLP activity was reported as income from equity investments.
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Consolidated Results of Operations
Three months ended September 30, 2010 compared to the three months ended September 30, 2009

Revenues. Total revenues increased 81.8% to $245.2 million for the three months ended September 30, 2010 from $134.9 million in the same
period in 2009. This increase was primarily due to a $105.7 million increase in oil and natural gas sales.

Three Months Ended
September 30,
2010 2009 $ Change % Change
(In thousands)

Revenues:
Oil and natural gas $ 209,998 $ 104,348 $ 105,650 101.2%
Drilling and services 5,252 5,798 (546) 9.4)%
Midstream and marketing 23,281 16,453 6,828 41.5%
Other 6,702 8,256 (1,554) (18.8)%
Total revenues $ 245,233 $ 134,855 $110,378 81.8%

Total oil and natural gas revenues increased $105.7 million to $210.0 million for the three months ended September 30, 2010 compared to
$104.3 million for the same period in 2009, primarily as a result of an increase in the prices received on our production of oil and natural gas and
increased oil production, offset slightly by decreased natural gas production. The combined average price received, excluding the impact of
derivative contracts, for our oil and natural gas production increased 56.5% in the 2010 period to $6.48 per Mcfe compared to $4.14 per Mcfe in
2009. The 1,496 MBbDI increase in oil production was primarily due to the properties acquired from Forest and Arena and a focus on increased
oil drilling in 2010.

Midstream and marketing revenues increased $6.8 million, or 41.5%, with revenues of $23.3 million in the three-month period ended
September 30, 2010 compared to $16.5 million in the three-month period ended September 30, 2009. The increase in midstream and marketing
revenues was attributable to an increase in natural gas prices for third party volumes we marketed in the three-month period ended

September 30, 2010 compared to the same period in 2009. Also, contributing to the increase was the inclusion of GRLP activity for the
three-month period ended September 30, 2010. Prior to October 2009, GRLP was not consolidated.

Other revenues decreased to $6.7 million for the three months ended September 30, 2010 from $8.3 million for the same period in 2009. The
decrease was due to lower CO, prices and volumes sold to third parties as well as higher CO, volumes provided for our own account during the
three-month period ended September 30, 2010 compared to the same period in 2009.
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Operating Costs and Expenses. Total operating costs and expenses increased to $332.7 million for the three months ended September 30, 2010
compared to $185.1 million for the same period in 2009. The increase was primarily due to increases in production expenses, production taxes,
depreciation and depletion on oil and natural gas properties, general and administrative expenses and loss on derivative contracts.

Three Months Ended
September 30,
2010 2009 $ Change % Change
(In thousands)

Operating costs and expenses:
Production $ 66,086 $ 41,486 $ 24,600 59.3%
Production taxes 8,904 1,069 7,835 732.9%
Drilling and services 4,187 9,168 (4,981) (54.3)%
Midstream and marketing 20,779 15,261 5,518 36.2%
Depreciation and depletion  o0il and natural gas 91,237 33,060 58,177 176.0%
Depreciation, depletion and amortization other 12,441 12,092 349 2.9%
General and administrative 61,878 25,006 36,872 147.5%
Loss on derivative contracts 67,195 47,933 19,262 40.2%
(Gain) loss on sale of assets (44) 9 (53) (588.9)%
Total operating costs and expenses $ 332,663 $ 185,084 $ 147,579 79.7%

Production expenses include the costs associated with our exploration and production activities, including, but not limited to, lease operating
expenses and treating costs. Production expenses increased $24.6 million primarily due to the addition of operating expenses associated with
properties acquired from Forest and Arena. Additionally, higher production costs were incurred on oil production compared to production costs
on natural gas volumes.

Production taxes increased $7.8 million, or 732.9%, to $8.9 million due to the additional taxes for production from properties acquired from
Forest and Arena and a decrease in the amount of high-cost gas severance tax refunds received in the three-month period ended September 30,
2010 compared to the same period in 20009.

Drilling and services expenses, which include operating expenses attributable to the drilling and oil field services segment and our CO, services
companies, decreased $5.0 million or 54.3% for the three months ended September 30, 2010 compared to the same period in 2009 primarily due
to an increase in the amount of work performed and increased CO, volumes provided for our own account during the three-month period ended

September 30, 2010 compared to the same period in 2009.

Midstream and marketing expenses increased $5.5 million, or 36.2%, to $20.8 million due to the consolidation of GRLP activity as well as
increased prices of natural gas purchased from third parties during the three-month period ended September 30, 2010.

Depreciation and depletion for our oil and natural gas properties increased to $91.2 million for the three-month period ended September 30,
2010 from $33.1 million in the same period in 2009. The increase was primarily due to an increase in our depreciation and depletion per Mcfe to
$2.81 in the third quarter of 2010 from $1.31 in the comparable period in 2009 as a result of an increase to our depreciable oil and natural gas
properties, primarily due to the acquisition of properties from Forest and Arena.

General and administrative expenses increased $36.9 million, or 147.5% to $61.9 million for the three months ended September 30, 2010 from
$25.0 million for the comparable period in 2009 primarily due to $10.7 million of fees incurred related to our acquisition of Arena, $16.0 million
for the settlement of a dispute with certain working interest owners and increased compensation costs of $6.0 million resulting from an increase
in non-cash stock compensation and the number of employees.
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We recorded a net loss of $67.2 million ($77.7 million realized gain and $144.9 million unrealized loss) on our commodity derivative contracts
for the three-month period ended September 30, 2010 compared to a net loss of $47.9 million ($83.0 million realized gain and $130.9 million
unrealized loss) in the same period of 2009. See further discussion of gains and losses on commodity derivative contracts under Results by
Segment Exploration and Production Segment.

Other Income (Expense). Total other expense increased to $62.2 million in the three-month period ended September 30, 2010 from $53.7 million
in the three-month period ended September 30, 2009. The increase is reflected in the table below.

Three Months Ended
September 30,
2010 2009 $ Change % Change
(In thousands)

Other income (expense):

Interest income $ 69 $ 89 $ (20) (22.5)%
Interest expense (63,641) (53,201) (10,440) 19.6%
Income from equity investments 593 (593) (100.0)%
Other income (expense), net 1,356 (1,144) 2,500 (218.5)%
Total other expense (62,216) (53,663) (8,553) 15.9%
Loss before income taxes (149,646) (103,892) (45,754) 44.0%
Income tax benefit (457,248) (2,580) (454,668) 17,622.8%
Net income (loss) $ 307,602 $(101,312) $ 408,914 (403.6)%

Interest expense increased to $63.6 million for the three months ended September 30, 2010 from $53.2 million for the same period in 2009. This
increase was primarily attributable to the higher average debt balances outstanding during the three months ended September 30, 2010 compared
to the same period in 2009 mainly due to increased borrowings under our senior credit facility during the period, and the issuance of our 8.75%
Senior Notes in December 2009. The increase was slightly offset by a $1.2 million decrease in the net loss on our interest rate swaps for the
three-month period ending September 30, 2010 compared to the same period in 2009.

We reported an income tax benefit of $457.3 million, net of income tax expense attributable to noncontrolling interest, for the three-month
period ended September 30, 2010, compared to an income tax benefit of $2.6 million for the same period in 2009. The increase was primarily
attributable to the release of a portion of the Company s valuation allowance against its net deferred tax asset during the three months ended
September 30, 2010. Net deferred tax liabilities recorded as a result of the Arena acquisition in July 2010 reduced our existing net deferred tax
asset position, allowing a corresponding reduction in the valuation allowance against the net deferred tax asset.
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Nine months ended September 30, 2010 compared to the nine months ended September 30, 2009

Revenues. Total revenues increased 49.2% to $638.7 million for the nine months ended September 30, 2010 from $428.0 million in the same
period in 2009. This increase was primarily due to a $201.0 million increase in oil and natural gas sales.

Nine Months Ended
September 30,
2010 2009 $ Change % Change
(In thousands)

Revenues:

Oil and natural gas $ 529,578 $ 328,628 $200,950 61.1%
Drilling and services 14913 17,207 (2,294) (13.3)%
Midstream and marketing 73,868 62,051 11,817 19.0%
Other 20,308 20,081 227 1.1%
Total revenues $ 638,667 $427,967 $210,700 49.2%

Total oil and natural gas revenues increased $201.0 million to $529.6 million for the nine months ended September 30, 2010 compared to
$328.6 million for the same period in 2009, primarily as a result of an increase in the prices received on our production of oil and natural gas and
increased oil production, offset slightly by decreased natural gas production. The combined average price received, excluding the impact of
derivative contracts, for our oil and natural gas production increased 50.7% in the 2010 period to $6.15 per Mcfe compared to $4.08 per Mcfe in
2009. The increase in 0il production was primarily due to the addition of properties acquired from Forest and Arena and a focus on increased oil
drilling in 2010.

Drilling and services revenues decreased 13.3% to $14.9 million for the nine months ended September 30, 2010 compared to $17.2 million for
the same period in 2009. The decrease was due to a decrease in sales of supplies to third parties and an increase in oil field services work
performed for our own account with a corresponding decline in oil field services performed for third parties.

Midstream and marketing revenues increased $11.8 million, or 19.0%, with revenues of $73.9 million in the nine-month period ended
September 30, 2010 compared to $62.1 million in the nine-month period ended September 30, 2009. The increase in revenues was primarily
attributable to the inclusion of GRLP activity for the nine-month period ended September 30, 2010. Prior to October 2009, GRLP was not
consolidated. Also contributing to the increase was an increase in the price of natural gas marketed for third parties.
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Operating Costs and Expenses. Total operating costs and expenses decreased to $517.5 million for the nine months ended September 30, 2010
compared to $1,644.5 million for the same period in 2009. The decrease was primarily due to the absence of a $1,304.4 million full cost ceiling
impairment and a decrease in loss on sale of assets during the nine-month period ended September 30, 2010 compared to the same period in
2009. These decreases were partially offset by increases in production expenses, production taxes, depreciation and depletion on oil and natural
gas properties and general and administrative expenses and a decrease in gain on derivative contracts.

Nine Months Ended
September 30,
2010 2009 $ Change % Change
(In thousands)

Operating costs and expenses:

Production $ 172,367 $ 128,811 $ 43,556 33.8%
Production taxes 19,146 3,153 15,993 507.2%
Drilling and services 12,420 19,884 (7,464) (37.5)%
Midstream and marketing 66,064 58,083 7,981 13.7%
Depreciation and depletion o0il and natural gas 197,834 127,503 70,331 55.2%
Depreciation, depletion and amortization other 36,564 38,851 (2,287) 5.9%
Impairment 1,304,418 (1,304,418) (100.0)%
General and administrative 127,419 77,123 50,296 65.2%
Gain on derivative contracts (114,378) (139,722) 25,344 (18.1)%
Loss on sale of assets 39 26,359 (26,320) (99.9)%
Total operating costs and expenses $ 517,475 $ 1,644,463 $(1,126,988) (68.5)%

Production expenses increased $43.6 million for the nine months ended September 30, 2010 compared to the same period in 2009 primarily due
to the addition of operating expenses associated with properties acquired from Forest and Arena. Also contributing to the increase were higher
production costs associated with oil volumes compared to production costs on natural gas volumes. Oil production increased by 2,611 MBbls to
4,774 MBbls from the comparable period in 2009.

Production taxes increased $16.0 million, or 507.2%, to $19.1 million due to the additional taxes for production from properties acquired from
Forest and Arena and a decrease in the amount of high-cost gas severance tax refunds received in the nine-month period ended September 30,
2010 compared to the same period in 2009.

Drilling and services expenses decreased $7.5 million, or 37.5%, for the nine months ended September 30, 2010 compared to the same period in
2009 primarily due to a decrease in purchases of supplies and an increase in the amount of work performed for our own account, partially offset
by costs associated with performing maintenance on idle rigs to prepare for operation during the nine-month period ended September 30, 2010
compared to the same period in 2009.

Midstream and marketing expenses increased $8.0 million, or 13.7%, to $66.1 million due to the consolidation of GRLP activity as well as
increased prices on natural gas purchased from third parties during the nine-month period ended September 30, 2010.

Depreciation and depletion of our oil and natural gas properties increased to $197.8 million for the nine-month period ended September 30, 2010
from $127.5 million in the same period in 2009. The increase was primarily due to an increase in our depreciation and depletion per Mcfe to
$2.30 in the first nine months of 2010 from $1.58 in the comparable period in 2009 as a result of an increase to our depreciable oil and natural
gas properties, primarily due to the acquisition of properties from Forest and Arena.
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During the first nine months of 2009, we reduced the carrying value of our oil and natural gas properties by $1,304.4 million due to a full cost
ceiling limitation at March 31, 2009. There were no full cost ceiling impairments recorded during the first nine months of 2010.

General and administrative expenses increased $50.3 million, or 65.2%, to $127.4 million for the nine months ended September 30, 2010 from
$77.1 million for the comparable period in 2009 primarily due to $15.4 million in fees incurred related to our acquisition of Arena, $16.0 million
for the settlement of a dispute with certain working interest owners and increased compensation costs resulting from an increase in non-cash
stock compensation and the number of employees.

We recorded a net gain of $114.4 million ($238.2 million realized gain and $123.8 million unrealized loss) on our commodity derivative

contracts for the nine-month period ended September 30, 2010 compared to a net gain of $139.7 million ($276.2 million realized gains and

$136.5 million unrealized loss) in the same period of 2009. See further discussion of gains and losses on commodity derivative contracts under
Results by Segment  Exploration and Production Segment.

Loss on sale of assets decreased $26.3 million, or 99.9%, for the nine months ended September 30, 2010 from a $26.4 million loss for the
comparable period in 2009, primarily due to a $26.1 million loss recorded on the sale of our gathering and compression assets during the 2009
period.

Other Income (Expense). Total other expense increased to $187.7 million in the nine-month period ended September 30, 2010 from
$135.0 million in the nine-month period ended September 30, 2009. The increase is reflected in the table below.

Nine Months Ended
September 30,
2010 2009 $ Change % Change
(In thousands)

Other income (expense):

Interest income $ 236 $ 287 $ (51) (17.8)%
Interest expense (189,989) (136,368) (53,621) 39.3%
Income from equity investments 1,027 (1,027) (100.0)%
Other income, net 2,062 100 1,962 1,962.0%
Total other expense (187,691) (134,954) (52,737) 39.1%
Loss before income taxes (66,499) (1,351,450) 1,284,951 95.1)%
Income tax benefit (457,086) 4,114) (452,972) 11,010.5%
Net income (loss) $ 390,587 $ (1,347,336) $ 1,737,923 (129.0)%

Interest expense increased to $190.0 million for the nine months ended September 30, 2010 from $136.4 million for the same period in 2009.
This increase was primarily attributable to the higher average debt balances outstanding during the nine months ended September 30, 2010
compared to the same period in 2009 mainly due to increased borrowings under our senior credit facility during the period, and the issuance of
our 8.75% Senior Notes in December 2009. Also contributing to the increase was a $17.5 million net loss on our interest rate swaps for the
nine-month period ended September 30, 2010 compared to a $5.0 million net loss for the same period in 2009.

We reported an income tax benefit of $457.2 million, net of income tax expense attributable to noncontrolling interest, for the nine-month period
ended September 30, 2010, compared to an income tax benefit of $4.1 million for the same period in 2009. The increase was primarily
attributable to the release of a portion of the Company s valuation allowance against its net deferred tax asset during the nine months ended
September 30, 2010. Net deferred tax liabilities recorded as a result of the Arena acquisition in July 2010 reduced our existing net deferred tax
asset position, allowing a corresponding reduction in the valuation allowance against the net deferred tax asset.
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Liquidity and Capital Resources

Our primary sources of liquidity and capital resources are cash flow generated from operations, borrowings under our senior credit facility, the
issuance of equity and debt securities and, to a lesser extent, the sale of assets. Our primary uses of capital are expenditures related to our oil and
natural gas properties and other fixed assets, the acquisition of oil and natural gas properties, the repayment of amounts outstanding on our
senior credit facility, the payment of dividends on our outstanding convertible perpetual preferred stock and interest payments on our
outstanding debt. We maintain access to funds that may be needed to meet capital funding requirements through our senior credit facility.

Working Capital

Our working capital balance fluctuates as a result of the timing and amount of borrowings or repayments under our credit arrangements and
changes in the fair value of our outstanding commodity derivative instruments. Absent any significant effects from our commodity derivative
instruments, we typically have a working capital deficit or a relatively small amount of positive working capital because our capital spending
generally has exceeded our cash flows from operations and we generally use excess cash to pay down borrowings outstanding under our senior
credit agreement.

At September 30, 2010, we had a working capital deficit of $304.3 million compared to a surplus of $30.4 million at December 31, 2009.
Current assets decreased $97.8 million at September 30, 2010, compared to current assets at December 31, 2009, primarily due to a $94.6
million decrease in our current derivative contract assets resulting from the settlement of commodity derivative contracts during 2010, including
settlement of commodity derivative contracts with original contractual maturities after September 30, 2010. Current liabilities increased

$237.0 million primarily as a result of a $191.1 million increase in accounts payable and accrued expenses due to increased drilling activity and
liabilities assumed as part of the Arena acquisition. Our current derivative contract liabilities increased $27.0 million due to increased liability
positions on our natural gas basis swaps. Additionally, we recorded a provision of $98.0 million for the estimated contract loss related to
construction of the Century Plant. The contract loss provision was net of accumulated costs on the contract and included in current liabilities.

Cash Flows

Our cash flows for the nine months ended September 30, 2010 and 2009 were as follows:

Nine Months Ended
September 30,
2010 2009

(In thousands)
Cash flows provided by operating activities $ 339,212 $ 277,084
Cash flows used in investing activities (714,098) (364,523)
Cash flows provided by financing activities 369,614 101,445
Net (decrease) increase in cash and cash equivalents $ (5272 $ 14,006

Cash Flows from Operating Activities

Our operating cash flow is mainly influenced by the prices we receive for our oil and natural gas production; the quantity of oil and natural gas
we produce; third-party demand for our drilling rigs and oil field services and the rates we are able to charge for these services; and the margins
we obtain from our natural gas and CO, gathering and treating contracts.

Net cash provided by operating activities for the nine months ended September 30, 2010 and 2009 was $339.2 million and $277.1 million,
respectively. The increase in cash provided by operating activities in 2010
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compared to 2009 was primarily due to a 50.7% increase in the combined average prices we received for our oil and natural gas production, and
increased oil production, resulting from the Forest and Arena acquisitions and a focus on increased oil drilling in 2010.

Cash Flows from Investing Activities

We dedicate and expect to continue to dedicate a substantial portion of our capital expenditure program toward the exploration, development,
production and acquisition of o0il and natural gas reserves. These capital expenditures are necessary to offset inherent declines in production and
proven reserves, which is typical in the capital-intensive oil and natural gas industry.

Cash flows used in investing activities increased to $714.1 million in the nine-month period ended September 30, 2010 from $364.5 million in
the comparable 2009 period primarily due to the Arena acquisition in July 2010 and receipt of proceeds from the sale of assets in the 2009
period that significantly offset capital expenditures during that period.

Capital Expenditures. Our capital expenditures, on an accrual basis, by segment for the nine-month periods ended September 30, 2010 and 2009
are summarized below:

Nine Months Ended
September 30,
2010 2009
(In thousands)
Capital Expenditures:
Exploration and production $ 706,056 $470,519
Drilling and oil field services 26,509 2,770
Midstream gas services 46,902 43,788
Other 16,126 25,124
Total $ 795,593 $ 542,201

Cash Flows from Financing Activities

Our financing activities provided $369.6 million in cash for the nine-month period ended September 30, 2010 compared to $101.4 million in the
comparable period in 2009. Cash provided by financing activities during the nine months ended September 30, 2010 was primarily comprised of
$416.8 million of net borrowings, representing borrowings under our senior credit facility reduced by payments on our debt, offset slightly by
the payment of dividends on our 8.5% convertible perpetual preferred stock and our 6.0% convertible perpetual preferred stock and fees related
to the amendment and restatement of the senior credit facility. Cash provided by financing activities during the nine months ended

September 30, 2009 was generated primarily by the private placement of 8.5% convertible perpetual preferred stock and the registered
underwritten offering of common stock that provided combined proceeds of approximately $351.0 million, the majority of which were used to
pay down amounts outstanding under the senior credit facility.

Indebtedness

Senior Credit Facility. The amount we may borrow under our senior credit facility is limited to a borrowing base, which is currently $850.0
million, and is subject to periodic redeterminations. The borrowing base is available to be drawn on subject to limitations based on its terms and
certain financial covenants. The borrowing base is determined based upon proved developed producing reserves, proved developed
non-producing reserves and proved undeveloped reserves. Because the value of our proved reserves is a key factor in determining the amount of
the borrowing base, changing commodity prices and our success in developing reserves, may affect the borrowing base.
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In April 2010, we amended and restated our $1.75 billion senior credit facility, extending the maturity date to April 15, 2014 from November 21,
2011 and affirming the borrowing base at $850.0 million. The senior credit facility received commitments from 27 participating lender
institutions, three of which were new to the bank group. The largest commitment held by any individual lender is 5.9%. Under the terms of the
amended and restated facility, (a) the ratio of EBITDAX to interest expense plus current maturities of long-term debt has been eliminated and
(b) our ability to make investments has been increased from the previous terms. In October 2010, the senior credit facility was further amended
and effective with this amendment, the ratio of the secured indebtedness of the parties to the senior credit facility to EBITDAX may not exceed
2.0:1.0 at quarter end. The remaining covenants are largely unchanged from the agreement in effect prior to April 2010. We remain in
compliance with all debt covenants and the next redetermination of the borrowing base is scheduled to occur in the second quarter of 2011.

Long-term obligations under the senior credit facility and other long-term debt consist of the following at September 30, 2010 (in thousands):

Senior credit facility $ 426,500
Other notes payable 25,657
Senior Floating Rate Notes due 2014 350,000
8.625% Senior Notes due 2015 650,000
9.875% Senior Notes due 2016, net of $13,231 discount 352,269
8.0% Senior Notes due 2018 750,000
8.75% Senior Notes due 2020, net of $7,063 discount 442,937
Total debt $2,997,363

The senior credit facility and the indentures governing the senior notes included in the table above contain financial covenants and include
limitations on the incurrence of indebtedness, payment of dividends, investments, asset sales, certain asset purchases, transactions with related
parties and consolidations or mergers.

Maturities of Long-Term Debt. Aggregate maturities of long-term debt, excluding discounts, for the next five fiscal years are as follows (in
thousands):

2010 $ 2,335
2011 7,294
2012 1,051
2013 1,120
2014 777,690
Thereafter 2,228,167
Total debt $ 3,017,657

For more information about the senior credit facility, the senior notes and our other long-term debt obligations, see Note 11 to the condensed
consolidated financial statements included in this Quarterly Report.

Outlook

We have budgeted approximately $300.0 million for capital expenditures in the remainder of 2010 and $1.1 billion for 2011. Budgeted amounts
include planned expenditures related to properties acquired from Arena and exclude acquisitions. The majority of our capital expenditures will
be discretionary and could be curtailed if our cash flows decline from expected levels or if we are unable to obtain capital on attractive terms.
We may increase or decrease planned capital expenditures depending on oil and natural gas prices, asset sales and the availability of capital
through the issuance of additional equity or long-term debt.
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Our revenue, profitability and future growth are substantially dependent upon the prevailing and future prices for oil and natural gas, each of
which depend on numerous factors beyond our control such as economic conditions, regulatory developments and competition from other
energy sources. The energy markets and oil and natural gas prices historically have been volatile and may be subject to significant fluctuations in
the future. Our derivative arrangements serve to mitigate a portion of the effect of this price volatility on our cash flows, and while derivative
contracts for the majority of expected 2011 and 2012 oil production are in place, fixed price swap contracts are in place for only a portion of
expected 2011 and 2012 natural gas production and 2013 oil production and no fixed price swap contracts are in place for our natural gas
production beyond 2012 or oil production beyond 2013. In addition, we have and will continue to need to incur capital expenditures in 2010 in
order to achieve production targets contained in certain gathering and treating arrangements. We are dependent on the availability of borrowings
under our senior credit facility, along with cash flows from operating activities, to fund those capital expenditures. Based on anticipated oil and
natural gas prices, availability under our senior credit facility and anticipated proceeds from the sales or other strategic monetizations of assets,
we expect to be able to fund our planned capital expenditures for the remainder of 2010 and for 2011. However, a substantial or extended
decline in oil or natural gas prices could have a material adverse effect on our financial position, results of operations, cash flows and quantities
of oil and natural gas reserves that may be economically produced, which could adversely impact our ability to comply with the financial
covenants under our senior credit facility, which in turn would limit further borrowings to fund capital expenditures. See Item 3. Quantitative
and Qualitative Disclosures About Market Risk for additional information regarding our derivative contracts.

As of September 30, 2010, our cash and cash equivalents were $2.6 million and we had approximately $3.0 billion in total debt outstanding with
$426.5 million outstanding under our senior credit facility. As of and for the three and nine-month periods ended September 30, 2010, we were
in compliance with all of the covenants under all of our senior notes and our senior credit facility. As of November 3, 2010, our cash and cash
equivalents were approximately $1.7 million, the balance outstanding under our senior credit facility was $513.0 million and we had $25.4
million outstanding in letters of credit.

If future capital expenditures exceed operating cash flow and cash on hand, funds would likely be supplemented as needed by borrowings under
our senior credit facility. We may choose to refinance borrowings outstanding under the facility by issuing equity or long-term debt in the public
or private markets, or both.

Volatility in the capital markets may increase costs associated with issuing debt due to increased interest rates, and may affect our ability to
access these markets. Currently, we do not believe our liquidity has been, or in the near future will be, materially affected by recent events in the
global financial markets. Nevertheless, we continue to monitor events and circumstances surrounding each of the lenders under our senior credit
facility. We cannot predict with any certainty the impact to us of any disruptions in the credit markets.

Based upon the current level of operations and anticipated growth, we believe our cash flow from operations, current cash on hand and
availability under our senior credit facility, together with anticipated proceeds from asset sales and potential access to the credit markets, will be
sufficient to meet our capital expenditures budget, debt service requirements and working capital needs for the next twelve months. We have the
ability to reduce our capital expenditures budget if cash flows are not available.

ITEM 3. Quantitative and Qualitative Disclosures About Market Risk
General

The discussion in this section provides information about the financial instruments we use to manage commodity prices and interest rate
volatility. All contracts are settled in cash and do not require the actual delivery of a commodity at settlement.

Commodity Price Risk. Our most significant market risk relates to the prices we receive for our oil and natural gas production. Due to the
historical volatility of these commodities, we periodically have entered into,
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and expect in the future to enter into, derivative arrangements for the purpose of reducing the variability of oil and natural gas prices we receive
for our production. From time to time, we enter into commodity pricing derivative contracts for a portion of our anticipated production volumes
depending upon management s view of opportunities under the then prevailing current market conditions. We do not intend to enter into
derivative contracts that would exceed our expected production volumes for the period covered by the derivative arrangement. Our senior credit
agreement limits our ability to enter into derivative transactions to 85% of expected production volumes from estimated proved reserves. Future
credit agreements could require a minimum level of commodity price hedging.

The use of derivative contracts also involves the risk that the counterparties will be unable to meet their obligations under the contracts. Our
derivative contracts are with multiple counterparties to minimize our exposure to any individual counterparty. As of September 30, 2010, we had
21 approved derivative counterparties, 19 of which are lenders under our senior credit facility. We currently have derivative contracts
outstanding with 17 of these counterparties, 15 of which are lenders under our senior credit facility.

We use, and may continue to use, a variety of commodity-based derivative contracts, including fixed-price swaps and basis protection swaps.
Our oil fixed price swap transactions are settled based upon the average daily prices for the calendar month of the contract period. Our natural
gas fixed price swap transactions are settled based upon New York Mercantile Exchange prices, and our natural gas basis protection swap
transactions are settled based upon the index price of natural gas at the Waha hub, a west Texas gas marketing and delivery center, and the
Houston Ship Channel. Settlement for oil derivative contracts occurs in the succeeding month and natural gas derivative contracts are settled in
the production month.

We have not designated any of our derivative contracts as hedges for accounting purposes. We record all derivative contracts on the balance
sheet at fair value, which reflects changes in oil and natural gas prices. We establish fair value of our derivative contracts by price quotations
obtained from counterparties to the derivative contracts. Changes in fair values of our derivative contracts are recognized as unrealized gains and
losses in current period earnings. As a result, our current period earnings may be significantly affected by changes in the fair value of our
commodity derivative contracts. Changes in fair value are principally measured based on period-end prices compared to the contract price.
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On September 30, 2010, our open oil and natural gas commodity derivative contracts consisted of the following:

Oil

Notional Weighted Avg.
Period and Type of Contract (in MBDbI) Fixed Price Collar High Collar Low
October 2010 December 2010
Price swap contracts 1,564 $ 80.46 $ $
Collars 276 $ $ 9295 $ 66.67
January 2011 March 2011
Price swap contracts 1,953 $ 86.20 $ $
April 2011 June 2011
Price swap contracts 1,975 $ 86.20 $ $
July 2011  September 2011
Price swap contracts 2,180 $ 85.96 $ $
October 2011  December 2011
Price swap contracts 2,180 $ 85.96 $ $
January 2012 March 2012
Price swap contracts 2,275 $ 87.18 $ $
April 2012 June 2012
Price swap contracts 2,366 $ 87.10 $ $
July 2012 September 2012
Price swap contracts 2,422 $ 87.08 $ $
October 2012  December 2012
Price swap contracts 2,484 $ 87.04 $ $
January 2013 March 2013
Price swap contracts 360 $ 87.23 $ $
April 2013 June 2013
Price swap contracts 364 $ 87.23 $ $
July 2013 September 2013
Price swap contracts 368 $ 87.23 $ $
October 2013  December 2013
Price swap contracts 368 $ 87.23 $ $
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Natural Gas

Notional Weighted Avg.
Period and Type of Contract (MMcf)(1) Fixed Price Collar High Collar Low
October 2010 December 2010
Price swap contracts 9,760 $ 4.20 $ $
Basis swap contracts 20,700 $ (0.74)
Collars 460 $ $ 787 $ 4.00
January 2011 March 2011
Price swap contracts 12,600 $ 4.72 $ $
Basis swap contracts 25,650 $ 0.47) $
April 2011 June 2011
Price swap contracts 12,740 $ 472 $ $
Basis swap contracts 25,935 $ 0.47) $ $
July 2011  September 2011
Price swap contracts 12,880 $ 4.72 $ $
Basis swap contracts 26,220 $ 0.47) $ $
October 2011  December 2011
Price swap contracts 12,880 $ 4.72 $ $
Basis swap contracts 26,220 $ 0.47) $ $
January 2012 March 2012
Price swap contracts 9,100 $ 5.23 $ $
Basis swap contracts 28,210 $ (0.55) $ $
April 2012 June 2012
Price swap contracts 9,100 $ 5.23 $ $
Basis swap contracts 28,210 $ (0.55) $ $
July 2012 September 2012
Basis swap contracts 28,520 $ (0.55) $ $
October 2012 December 2012
Basis swap contracts 28,520 $ (0.55) $ $
January 2013 March 2013
Basis swap contracts 3,600 $ (0.46) $ $
April 2013 June 2013
Basis swap contracts 3,640 $ (0.46) $ $
July 2013  September 2013
Basis swap contracts 3,680 $ (0.46) $ $
October 2013  December 2013
Basis swap contracts 3,680 $ (0.46) $ $

(1) Assumes ratio of 1:1 for Mcf to MMBtu.
The following table summarizes the cash settlements and valuation gains and losses on our commodity derivative contracts for the three and
nine-month periods ended September 30, 2010 and 2009 (in thousands):

Three Months Ended Nine Months Ended
September 30, September 30,
2010 2009 2010 2009
Realized gain(1) $ (77,692) $ (83,038) $ (238,240) $ (276,175)
Unrealized loss 144,887 130,971 123,862 136,453

Table of Contents 101



Edgar Filing: KFORCE INC - Form DEF 14A

Loss (gain) on commodity derivative contracts $ 67,195 $ 47,933 $(114,378) $(139,722)

(1) Includes $48.2 million and $110.6 million of realized gains for the three and nine-month periods ended September 30, 2010, respectively,
related to settlements of commodity derivative contracts with contractual maturities after the quarterly period in which they were settled.
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Credit Risk. We minimize the volatility of our liquidity by entering into derivative contracts that enable us to mitigate a portion of our exposure
to oil and natural gas prices and interest rate volatility. We periodically review the credit quality of each counterparty to our derivative contracts
and the level of financial exposure we have to each counterparty to limit our credit risk exposure with respect to these contracts. Additionally,
we apply a credit default risk rating factor for our counterparties in determining the fair value of our derivative contracts. The counterparties for
all of our derivative transactions have an investment grade credit rating. The weighted average credit default swap rate for our counterparties
was 0.7% and 0.3% at September 30, 2010 and December 31, 2009, respectively.

Our ability to fund our capital expenditure budget is partially dependent upon the availability of funds under our senior credit facility. In order to
mitigate the credit risk associated with individual financial institutions committed to participate in our senior credit facility, our bank group
currently consists of 27 financial institutions with commitments ranging from 0.57% to 5.9%.

Interest Rate Risk. We are subject to interest rate risk on our long-term fixed and variable interest rate borrowings. Fixed rate debt, where the
interest rate is fixed over the life of the instrument, exposes us to (i) changes in market interest rates reflected in the fair value of the debt and
(ii) the risk that we may need to refinance maturing debt with new debt at a higher rate. Variable rate debt, where the interest rate fluctuates,
exposes us to short-term changes in market interest rates as our interest obligations on these instruments are periodically redetermined based on
prevailing market interest rates, primarily LIBOR and the federal funds rate.

In addition to commodity price derivative arrangements, we may enter into derivative transactions to fix the interest we pay on a portion of the
money we borrow under our credit agreement. We have entered into two $350.0 million notional interest rate swap agreements to fix the
variable interest rate on the Senior Floating Rate Notes through April 1, 2013. The first interest rate swap agreement fixes the rate on the Senior
Floating Rate Notes at an annual rate of 6.26% through April 1, 2011. The second interest rate swap agreement fixes the rate on the Senior
Floating Rate Notes at an annual rate of 6.69% for the period from April 1, 2011 to April 1, 2013. The two interest rate swaps effectively serve
to fix the variable interest rate on our Senior Floating Rate Notes for the majority of the term of these notes. These swaps have not been
designated as hedges.

Our interest rate swaps reduce our market risk on our Senior Floating Rate Notes. We use sensitivity analyses to determine the impact that
market risk exposures could have on our variable interest rate borrowings if not for our interest rate swaps. Based on the $350.0 million
outstanding balance of our Senior Floating Rate Notes at September 30, 2010, a one percent change in the applicable rates, with all other
variables held constant, would have resulted in a change in our interest expense of approximately $0.9 million and $2.6 million for the three and
nine-month periods ended September 30, 2010, respectively.

The following table summarizes the cash settlements and valuation gains and losses on our interest rate swaps for the three and nine-month
periods ended September 30, 2010 and 2009 (in thousands):

Three Months Ended Nine Months Ended
September 30, September 30,
2010 2009 2010 2009
Realized loss $ 1,883 $ 1,826 $ 6,046 $ 4,131
Unrealized loss 3,253 4,519 11,502 860
Loss on interest rate swaps $5,136 $ 6,345 $17,548 $ 4,991

ITEM 4. Controls and Procedures

Under the supervision and with the participation of our management, including our Chief Executive Officer and Chief Financial Officer, we
performed an evaluation of the effectiveness of the design and operation of our disclosure controls and procedures pursuant to Exchange Act
Rules 13a-15 and 15d-15 as of the end of the period
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covered by this Quarterly Report. Based on that evaluation, our Chief Executive Officer and our Chief Financial Officer concluded that our
disclosure controls and procedures were effective as of September 30, 2010 to provide reasonable assurance that the information required to be
disclosed by us in our reports filed or submitted under the Exchange Act is recorded, processed, summarized and reported within the time
periods specified in the rules and forms of the Securities and Exchange Commission, and such information is accumulated and communicated to
management, as appropriate to allow timely decisions regarding required disclosure.

There was no change in our internal control over financial reporting during the quarter ended September 30, 2010 that has materially affected, or
is reasonably likely to materially affect, our internal control over financial reporting.
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PART II. Other Information
ITEM 1. Legal Proceedings

On July 16, 2010, SandRidge and one of its subsidiaries completed the acquisition of all of the outstanding shares of common stock of Arena. As
disclosed in SandRidge s Quarterly Report on Form 10-Q for the period ended March 31, 2010, after the April 3, 2010 announcement of the
transaction, nine putative class action lawsuits challenging the transaction were filed in state and federal court in Oklahoma and state court in
Nevada by Arena shareholders. The titles of the nine shareholder lawsuits, the courts in which they were filed, and the dates they were filed are
as follows:

1. Thomas Slater v. Arena Resources, Inc., et al.  filed in District Court in Tulsa County, Tulsa, Oklahoma on April 6, 2010;

2. City of Pontiac General Employees Retirement System v. Arena Resources, Inc., et al. filed in District Court in Washoe County, Reno,
Nevada on April 8, 2010;

3. West Palm Beach Police Pension Fund v. Rochford, et al.  filed in District Court in Clark County, Las Vegas, Nevada on April 12, 2010;

4. Henry Kolesnik v. Arena Resources, Inc., et al  filed in District Court in Washoe County, Reno, Nevada on April 14, 2010;

5. Richard J. Erickson v. Arena Resources, Inc., et al. ~ filed in Tulsa County, Tulsa, Oklahoma on April 16, 2010; and

6.  Thomas Stevenson v. Rochford, et al.  filed in the United States District Court for the Northern District of Oklahoma on April 26, 2010.

7. Raymond M. Eberhardt v. Arena Resources, Inc., et al. ~ filed in District Court in Oklahoma County, Oklahoma City, Oklahoma on April 8,
2010;

8. Roger and Kanya Tiemchan Phillips v. Rochford, et al.  filed in District Court in Oklahoma County, Oklahoma City, Oklahoma on
April 16, 2010; and

9.  Reinfried v. Arena Resources, Inc., et al. ~ filed in Oklahoma County, Oklahoma City, Oklahoma on April 20, 2010.

All nine lawsuits asserted, based on substantially similar allegations, that Arena s directors breached their fiduciary duties by negotiating and
approving the transaction and by administering a sale process that failed to maximize shareholder value and that Arena, SandRidge and/or a
subsidiary of SandRidge aided and abetted such alleged breaches of fiduciary duty. One of the lawsuits, the action filed in the United States
District Court for the Northern District of Oklahoma, also alleged violations of federal securities laws in connection with allegedly issuing an
incomplete and misleading proxy statement. The lawsuits sought, among other relief, an injunction preventing the consummation of the merger
and, in certain cases, unspecified damages.

As disclosed in SandRidge s Quarterly Report on Form 10-Q for the period ended June 30, 2010, in order to avoid the cost, disruption and
uncertainty of litigation and without admitting any liability or wrongdoing on May 27, 2010, SandRidge and Arena reached an agreement to
settle six of the putative stockholder class actions related to the merger, including five of the lawsuits filed in state courts in Nevada and

Oklahoma and the lawsuit filed in federal court, all of which (collectively, the Coordinated Actions ) had been proceeding on a coordinated basis
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for purposes of discovery before the District Court in Washoe County, Reno, Nevada (the Nevada Court ).

On September 30, 2010, the Nevada Court entered an Order Approving Final Class Action Settlement (the Final Approval Order ) and Award of
Attorneys Fees, which approved the terms of the settlement, overruled all objections to the settlement, and certified a class (the Settlement Class )
consisting, with certain exceptions, of

64

Table of Contents 106



Edgar Filing: KFORCE INC - Form DEF 14A

Table of Conten

all persons and entities who owned Arena common stock during the period from April 3, 2010 through the Effective Time of the Merger (as
defined in the Merger Agreement). Pursuant to the Court s order and the Stipulation of Settlement, certain claims of the Settlement Class were
released, and the Coordinated Actions were dismissed with prejudice. The Court s order also released, and enjoined Settlement Class members
from prosecuting, the claims filed by the plaintiffs in the three lawsuits that were not part of the Coordinated Action.

On November 1, 2010, Raymond M. Eberhardt and Tanya Kiemchan Phillips, two former shareholders of Arena who had filed objections to the
settlement in the Nevada Court, filed a Notice of Appeal appealing the Final Approval Order to the Nevada Supreme Court. SandRidge intends
to vigorously defend the enforcement of the Final Approval Order.

SandRidge is a defendant in lawsuits from time to time in the normal course of business. In management s opinion, we are not currently involved
in any legal proceedings that, individually or in the aggregate, could have a material effect on our financial condition, operations or cash flows.

ITEM 1A. Risk Factors

We describe certain of our business risk factors below. This description includes material changes to the description of the risk factors
previously disclosed in Part I, Item 1A of the 2009 Form 10-K.

The integration of SandRidge and Arena will present significant challenges.

The integration of the operations of SandRidge and Arena requires the dedication of management resources, which temporarily detracts attention
from our day-to-day business. The difficulties of assimilation may be increased by the necessity of coordinating geographically separated
organizations, integrating operations and systems and personnel with disparate business backgrounds and combining different corporate cultures.
The process of combining the organizations may cause an interruption of, or a loss of momentum in, the activities of any or all of our business,
which could have an adverse effect on our revenues and operating results, at least in the near term. The failure to successfully integrate
SandRidge and Arena or to successfully manage the challenges presented by the integration process may result in our inability to achieve the
anticipated potential benefits of the merger.

New derivatives legislation and regulation could adversely affect our ability to hedge risks associated with our business.

On July 21, 2010, President Obama signed into law the Dodd-Frank Wall Street Reform and Consumer Protection Act (the Dodd-Frank Act ).
The Dodd-Frank Act creates a new regulatory framework for oversight of derivatives transactions by the Commodity Futures Trading
Commission (the CFTC ) and the Securities and Exchange Commission (the SEC ). Among other things, the Dodd-Frank Act subjects certain
swap participants to new capital, margin and business conduct standards. In addition, the Dodd-Frank Act contemplates that where appropriate
in light of outstanding exposures, trading liquidity and other factors, swaps (broadly defined to include most hedging instruments other than
futures) will be required to be cleared through a registered clearing facility and traded on a designated exchange or swap execution facility.
There are some exceptions to these requirements for entities that use swaps to hedge or mitigate commercial risk. While we may qualify for one
or more of such exceptions, the scope of these exceptions is uncertain and will be further defined through rulemaking proceedings at the CFTC
and SEC in the coming months. Further, although we may qualify for exceptions, our derivatives counterparties may be subject to new capital,
margin and business conduct requirements imposed as a result of the new legislation, which may increase our transaction costs or make it more
difficult for us to enter into hedging transactions on favorable terms. Our inability to enter into hedging transactions on favorable terms, or at all,
could increase our operating expenses and put us at increased exposure to the risk of adverse changes in oil and natural gas prices, which could
adversely affect the predictability of cash flows from sales of oil and natural gas.
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The Dodd-Frank Act also expands the CFTC s power to impose position limits on specific categories of swaps (excluding swaps entered into for
bona fide hedging purposes), and establishes a new Energy and Environmental Markets Advisory Committee to make recommendations to the
CFTC regarding matters of concern to exchanges, firms, end users and regulators with respect to energy and environmental markets.

Additionally, in January 2010, the CFTC proposed rules to establish position limits on derivatives that reference major energy commodities,
including oil and natural gas. The proposed all-months-combined position limits would be 10% of the first 25,000 contracts of open interest and
2.5% of open interest beyond 25,000 contracts. Although the current version of the CFTC s proposal includes an exemption for bona fide hedges
relating to inventory or anticipatory purchases or sales of the commodity, the CFTC is evaluating whether position limits should be applied
consistently across all markets and participants.

ITEM 2. Unregistered Sales of Equity Securities and Use of Proceeds

As part of our restricted stock program, we make required tax payments on behalf of employees when their stock awards vest and then withhold
a number of vested shares of common stock having a value on the date of vesting equal to the tax obligation. The shares withheld are recorded as
treasury shares. During the quarter ended September 30, 2010, the following shares were withheld in satisfaction of tax withholding obligations
arising from the vesting of restricted stock:

Maximum Number

Total Number of of Shares that May
Shares Purchased Yet Be
as Part of Publicly Purchased
Total Number Average Announced Under the
of Shares Price Paid Plans Plans
Period Purchased per Share or Programs or Programs
July 1,2010 July 31, 2010 262,999 $ 626 N/A N/A
August 1,2010  August 31, 2010 114,963 $ 6.54 N/A N/A
September 1,2010 September 30, 2010 17,900 $ 478 N/A N/A

ITEM 6. Exhibits

See the Exhibit Index accompanying this Quarterly Report.
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SIGNATURE

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the
undersigned thereunto duly authorized.

SandRidge Energy, Inc.

By: /s/ DRk M. VAN DoREN
Dirk M. Van Doren

Executive Vice President and

Chief Financial Officer
Date: November 8, 2010
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EXHIBIT INDEX
Incorporated by Reference
Exhibit SEC Filed
No. Exhibit Description Form File No. Exhibit  Filing Date Herewith
3.1 Certificate of Incorporation of SandRidge Energy, Inc. S-1  333-148956 3.1 01/30/2008
32 Certificate of Amendment to the Certificate of Incorporation of
SandRidge Energy, Inc., dated July 16, 2010 10-Q 001-33784 32 08/09/2010
33 Amended and Restated Bylaws of SandRidge Energy, Inc. 8-K  001-33784 3.1 03/09/2009
31.1 Section 302 Certification ~Chief Executive Officer *
31.2 Section 302 Certification ~Chief Financial Officer *
32.1 Section 906 Certifications of Chief Executive Officer and Chief
Financial Officer *
101.INS XBRL Instance Document *
101.SCH XBRL Taxonomy Extension Schema Document *
101.CAL XBRL Taxonomy Extension Calculation Linkbase Document *
101.DEF XBRL Taxonomy Extension Definition Document *
101.LAB XBRL Taxonomy Extension Label Linkbase Document *
101.PRE XBRL Taxonomy Extension Presentation Linkbase Document *
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