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The amount of capitalized interest included in the above non crude oil and natural gas equipment balance at March 31,
2008 and December 31, 2007 was approximately $3.7 million and $3.4 million, respectively.
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SandRidge Energy, Inc. and Subsidiaries

Notes to Condensed Consolidated Financial Statements � (Continued)

4.  Fair Value Measurements

The Company implemented SFAS No. 157 effective January 1, 2008 for its financial assets and liabilities measured
on a recurring basis. SFAS No. 157 applies to all financial assets and liabilities that are being measured and reported
on a fair value basis. In February 2008, the FASB issued FSP 157-2, which delayed the effective date of
SFAS No. 157 by one year for certain nonfinancial assets and liabilities.

As defined in SFAS No. 157, fair value is the price that would be received to sell an asset or paid to transfer a liability
in an orderly transaction between market participants at the measurement date. SFAS No. 157 requires disclosure that
establishes a framework for measuring fair value and expands disclosure about fair value measurements. The
statement requires fair value measurements be classified and disclosed in one of the following categories:

Level 1: Unadjusted quoted prices in active markets that are accessible at the measurement date for identical,
unrestricted assets or liabilities. 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 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: Measured based on prices or valuation models that required 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).

As required by SFAS No. 157, financial assets and liabilities 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, and may affect the valuation of the fair value of assets and liabilities and
their placement within the fair value hierarchy levels. Per SFAS No. 157, the Company has classified its derivative
contracts into one of the three levels based upon the data relied upon to determine the fair value. The fair values of the
Company�s natural gas and crude oil swaps, crude oil collars and interest rate swap are based upon quotes obtained
from counterparties to the derivative contracts and are designated as Level 3 as the Company does not have sufficient
corroborating market evidence to support classifying these assets and liabilities as Level 2. The following table
summarizes the valuation of the Company�s financial assets and liabilities by SFAS No. 157 pricing levels as of
March 31, 2008:

Fair Value Measurements Using:
Quoted Prices

in Significant
Active

Markets for Other Significant
Identical

Assets Observable Unobservable Assets/
or Liabilities Inputs Inputs Liabilities at
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Description (Level 1)
(Level

2) (Level 3) FairValue
(In thousands)

Derivative assets $ � $ � $ 2,145 $ 2,145
Derivative liabilities � � (123,284) (123,284)

$ � $ � $ (121,139) $ (121,139)

The determination of the fair values above incorporates various factors required under SFAS No. 157. These factors
include not only the impact of the Company�s nonperformance risk on its liabilities, but also the credit standing of the
counterparties.

10
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Notes to Condensed Consolidated Financial Statements � (Continued)

The table below sets forth a reconciliation for assets and liabilities measured at fair value on a recurring basis using
significant unobservable inputs (Level 3) during the first quarter of 2008 (in thousands):

Derivative contracts as of December 31, 2007 $ 22,228
Total gains or losses (realized/unrealized) (136,038)
Purchases, issuances and settlements (7,329)
Transfers in and out of Level 3 �

Derivative contracts as of March 31, 2008 $ (121,139)

Change in unrealized gains (losses) on derivative contracts still held as of March 31, 2008 $ (143,367)

5.  Asset Retirement Obligation

A reconciliation of the beginning and ending aggregate carrying amounts of the asset retirement obligation for the
period from December 31, 2007 to March 31, 2008 is as follows (in thousands):

Asset retirement obligation, December 31, 2007 $ 58,580
Liability incurred upon acquiring and drilling wells 1,730
Revisions in estimated cash flows �
Liability settled in current period �
Accretion of discount expense 1,320

Asset retirement obligation, March 31, 2008 61,630
Less: Current portion 882

Asset retirement obligation, net of current $ 60,748

6.  Long-Term Debt

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

March 31, December 31,
2008 2007

Senior term loans $ 1,000,000 $ 1,000,000
Senior credit facility 215,000 �
Other notes payable:
Drilling rig fleet and related oil field services equipment 44,347 47,836
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Mortgage 19,450 19,651
Other equipment and vehicles 135 162

Total debt 1,278,932 1,067,649
Less: Current maturities of long-term debt 15,662 15,350

Long-term debt $ 1,263,270 $ 1,052,299

Senior Term Loans.  On March 22, 2007, the Company issued $1.0 billion of senior unsecured term loans (the �senior
term loans�). The closing of the senior term loans was generally contingent upon closing the private placement of
common equity as described in Note 13. The senior term loans include both floating rate term loans and fixed rate
term loans. A portion of the proceeds from the senior term loans was used to repay the Company�s $850.0 million
senior bridge facility, which was paid in full in March 2007.

11
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Notes to Condensed Consolidated Financial Statements � (Continued)

The Company issued $350.0 million at a variable rate with interest payable quarterly and principal due on April 1,
2014 (the �variable rate term loans�). The variable rate term loans bear interest, at the Company�s option, at the LIBOR
rate plus 3.625% or the higher of (i) the federal funds rate, as defined, plus 3.125% or (ii) a bank�s prime rate plus
2.625%. After April 1, 2009, the variable rate term loans may be prepaid in whole or in part with certain prepayment
penalties. The average interest rate paid on amounts outstanding under the Company�s variable term loans for the three
month period ended March 31, 2008 was 8.36%.

In January 2008, the Company entered into an interest rate swap to fix the variable LIBOR interest rate on the variable
rate term loans at 6.26% for the period from April 1, 2008 to April 1, 2011. This swap has not been designated as a
hedge.

The Company issued $650.0 million at a fixed rate of 8.625% with the principal due on April 1, 2015 (the �fixed rate
term loans�). Under the terms of the fixed rate term loans, interest is payable quarterly and during the first four years
interest may be paid, at the Company�s option, either entirely in cash or entirely with additional fixed rate term loans.
If the Company elects to pay the interest due during any period in additional fixed rate term loans, the interest rate
increases to 9.375% during such period. After April 1, 2011, the fixed rate term loans may be prepaid in whole or in
part with certain prepayment penalties.

Debt covenants under the senior term loans include financial covenants similar to those of the senior credit facility and
include limitations on the incurrence of indebtedness, payment of dividends, asset sales, certain asset purchases,
transactions with related parties, and consolidation or merger.

The Company incurred $26.1 million of debt issuance costs in connection with the senior term loans. These costs are
included in other assets and amortized over the term of the senior term loans.

On March 28, 2008, the Company commenced an offer to exchange the senior term loans for senior unsecured notes
with registration rights, as required under the senior term loan credit agreement. See Note 15.

Senior Credit Facility.  On November 21, 2006, the Company entered into a $750.0 million senior secured revolving
credit facility (the �senior credit facility�). The senior credit facility matures on November 21, 2011 and is available to
be drawn on and repaid without restriction so long as the Company is in compliance with its terms, including certain
financial covenants. The initial proceeds of the senior credit facility were used to (i) partially finance the acquisition of
NEG, (ii) refinance the existing senior secured revolving credit facility and NEG�s existing credit facility, and (iii) pay
fees and expenses related to the NEG acquisition and the existing credit facility.

The senior credit facility contains various covenants that limit the Company and certain of its subsidiaries� ability 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 senior term
loans (as discussed above).

The senior credit facility also contains financial covenants, including maintenance of agreed upon levels for the
(i) ratio of total funded debt to EBITDAX (as defined in the senior credit facility), (ii) ratio of EBITDAX to interest
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expense plus current maturities of long-term debt, and (iii) current ratio. The Company was in compliance with all of
the covenants under the senior credit facility as of March 31, 2008.

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

12
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At the Company�s election, interest under the senior credit facility is determined by reference to (i) the LIBOR rate
plus an applicable margin between 1.25% and 2.00% per annum or (ii) the higher of the federal funds rate plus 0.5%
or the prime rate plus, in either case, an applicable margin between 0.25% and 1.00% per annum. Interest is payable
quarterly for prime 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 interest rate paid on
amounts outstanding under our senior credit facility for the three month period ended March 31, 2008 was 4.57%.

The borrowing base of proved reserves was initially set at $300.0 million. The borrowing base was increased to
$400.0 million on May 2, 2007, to $700.0 million on September 14, 2007 and to $1.2 billion on April 4, 2008.
Borrowings under the senior credit facility may not exceed the lower of the borrowing base or the committed loan
amount, which was increased to $1.75 billion on April 4, 2008. At March 31, 2008, the Company had $215.0 million
in outstanding indebtedness under this facility.

Senior Bridge Facility.  On November 21, 2006, the Company entered into an $850.0 million senior unsecured bridge
facility (the �senior bridge facility�). Together with borrowings under the senior credit facility, the proceeds from the
senior bridge facility were used to (i) partially finance the NEG acquisition, (ii) refinance the existing senior secured
revolving credit facility and NEG�s existing credit facility, and (iii) pay fees and expenses related to the NEG
acquisition and the existing credit facility. The senior bridge facility was repaid in March 2007. The Company
expensed remaining unamortized debt issuance costs related to the senior bridge facility of approximately
$12.5 million to interest expense in March 2007.

Other Indebtedness.  The Company has financed a portion of its drilling rig fleet and related oil field services
equipment through notes. At March 31, 2008, the aggregate outstanding balance of these notes was $44.3 million,
with an annual fixed interest rate ranging from 7.64% to 8.87%. The notes have a final maturity date of December 1,
2011, require aggregate monthly installments for principal and interest in the amount of $1.2 million and are secured
by the equipment. The notes have a prepayment penalty (currently ranging from 1 to 3%) that is triggered if the
Company repays the notes prior to maturity.

On November 15, 2007, the Company entered into a note payable in the amount of $20.0 million with a lending
institution as a mortgage on the downtown Oklahoma City property purchased by the Company in July 2007 to serve
as its corporate headquarters. This note is fully secured by one of the buildings and a parking garage located on the
downtown property, 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
2008, the Company expects to make payments of principal and interest on this note totaling $0.8 million and
$1.2 million, respectively.

Prior to 2007, the Company financed the purchase of various vehicles, oil field services equipment and other
equipment through various notes payable. The aggregate outstanding balance of these notes as of December 31, 2006
was $4.5 million. Additionally, the Company financed its insurance premium payment made in 2007. These notes
were substantially repaid during 2007 with borrowings under the Company�s senior credit facility. Also, in 2007 the
Company repaid a $4.0 million loan incurred in 2005 for the purpose of completing a gas processing plant and
pipeline in Colorado.
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For the three months ended March 31, 2008 and 2007, interest payments, net of amounts capitalized, were
approximately $25.4 million and $28.5 million, respectively.

7.  Other Long-Term Obligations

The Company has recorded a long-term obligation for amounts to be paid under a settlement agreement with Conoco,
Inc. entered into in January 2007. The Company agreed to pay approximately $25.0 million plus interest, payable in
$5.0 million increments on April 1, 2007, July 1, 2008, July 1, 2009, July 1, 2010, and July 1, 2011. On March 30,
2007, the Company made the first $5.0 million settlement payment plus accrued interest. The $5.0 million

13
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Notes to Condensed Consolidated Financial Statements � (Continued)

payment to be made on July 1, 2008 has been included in accounts payable-trade in the accompanying condensed
consolidated balance sheets as of March 31, 2008 and December 31, 2007. The unpaid settlement amount of
approximately $15.0 million has been included in other long-term obligations in the accompanying condensed
consolidated balance sheets as of March 31, 2008 and December 31, 2007.

8.  Derivative Contracts

The Company has entered into various derivative contracts including collars, fixed price swaps, basis swaps and
interest rate swaps with counterparties. The contracts expire on various dates through December 31, 2011.

At March 31, 2008, the Company�s open commodity derivative contracts consisted of the following:

Natural Gas

Notional
Weighted

Avg.
Period and Type of Contract (in MMBtus) Fixed Price

April 2008 � June 2008
Price swap contracts 17,900 $ 7.69
Basis swap contracts 13,350 $ (0.59)
July 2008 � September 2008
Price swap contracts 18,100 $ 8.23
Basis swap contracts 15,640 $ (0.57)
October 2008 � December 2008
Price swap contracts 17,480 $ 8.67
Basis swap contracts 14,720 $ (0.65)
January 2009 � March 2009
Price swap contracts 6,300 $ 9.12
Basis swap contracts 2,700 $ (0.49)
April 2009 � June 2009
Price swap contracts 910 $ 8.10
Basis swap contracts 2,730 $ (0.49)
July 2009 � September 2009
Basis swap contracts 2,760 $ (0.49)
October 2009 � December 2009
Basis swap contracts 2,760 $ (0.49)
January 2011 � March 2011
Basis swap contracts 1,350 $ (0.47)
April 2011 � June 2011
Basis swap contracts 1,365 $ (0.47)
July 2011 � September 2011
Basis swap contracts 1,380 $ (0.47)
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October 2011 � December 2011
Basis swap contracts 1,380 $ (0.47)
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Crude Oil

Notional Weighted Avg.
Period and Type of Contract (in MBbls) Fixed Price

April 2008 � June 2008
Price swap contracts 270 $ 95.04
Collar contracts 21 $ 50.00 � 83.35
July 2008 � September 2008
Price swap contracts 225 $ 94.33
Collar contracts 27 $ 50.00 � 82.60
October 2008 � December 2008
Price swap contracts 225 $ 93.17
Collar contracts 27 $ 50.00 � 82.60

In January 2008, the Company entered into an interest rate swap to fix the variable LIBOR interest rate on its variable
rate term loans at 6.26% for the period April 1, 2008 to April 1, 2011.

These derivatives have not been designated as hedges. The Company records all derivatives on the balance sheet at
fair value. Changes in derivative fair values are recognized in earnings. Cash settlements and valuation gains and
losses for commodity derivative contracts are included in loss on derivative contracts in the condensed consolidated
statements of operations. The following table summarizes the cash settlements and valuation gains and losses on
commodity derivative contracts for the three month periods ended March 31, 2008 and 2007 (in thousands):

Three Months Ended
March 31,

2008 2007

Realized (gain) loss $ (7,329) $ 1,519
Unrealized loss 144,173 21,662

Loss on derivative contracts $ 136,844 $ 23,181

An unrealized gain of $0.8 million related to the interest rate swap is included in interest expense in the condensed
consolidated statement of operations for the three month period ended March 31, 2008.

9.  Income Taxes

In accordance with applicable generally accepted accounting principles, 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.
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For the three months ended March 31, 2008 and 2007, income tax payments were approximately $0.2 million and
$0.4 million, respectively.

10.  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. The following table summarizes the

15
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calculation of weighted average common shares outstanding used in the computation of diluted earnings per share, for
the three month periods ended March 31, 2008 and 2007 (in thousands):

Three Months Ended
March 31,

2008 2007

Weighted average basic common shares outstanding 141,044 92,442
Effect of dilutive securities:
Restricted stock � �

Weighted average diluted common and potential common shares outstanding 141,044 92,442

For the three month periods ended March 31, 2008 and 2007, restricted stock awards covering 2.2 million shares and
1.3 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 redeemable convertible preferred stock. 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. The Company determined the
if-converted method is not more dilutive and has included preferred stock dividends in the determination of loss
applicable to common stockholders.

11.  Commitments and Contingencies

The Company is a defendant in certain 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 which, individually or in the aggregate, could
have a material effect on the financial condition, operations and/or cash flows of the Company.

12.  Redeemable Convertible Preferred Stock

In November 2006, the Company sold 2,136,667 shares of redeemable convertible preferred stock in order to finance
a portion of the NEG acquisition and received net proceeds from this sale of approximately $439.5 million after
deducting offering expenses of approximately $9.3 million. Each holder of the redeemable convertible preferred stock
is entitled to quarterly cash dividends at the annual rate of 7.75% of the accreted value of its redeemable convertible
preferred stock. The accreted value was $210 per share as of March 31, 2008 and December 31, 2007. Each share of
convertible preferred stock was initially convertible into ten (10.2 currently) shares of common stock at the option of
the holder, subject to certain anti-dilution adjustments. A summary of dividends declared and paid on the redeemable
convertible preferred stock is as follows (in thousands except per share data):

Edgar Filing: FARWELL DAVID L - Form 4

Table of Contents 16



Dividends
Declared Dividend Period per Share Total Payment Date

January 31, 2007
November 21, 2006 � February 1,
2007 $ 3.21 $ 6,859 February 15, 2007

May 8, 2007 February 2, 2007 � May 1, 2007 3.97 8,550 May 15, 2007
June 8, 2007 May 2, 2007 � August 1, 2007 4.10 8,956 August 15, 2007
September 24, 2007 August 2, 2007 � November 1, 2007 4.10 8,956 November 15, 2007
December 16, 2007 November 2, 2007 � February 1, 2008 4.10 8,956 February 15, 2008
March 7, 2008 February 2, 2008 � May 1, 2008 4.01 8,095 (1)
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(1) Includes $0.6 million of prorated dividends paid to holders of redeemable convertible preferred shares who
converted to shares of common stock in March 2008. The remaining dividends of $7.5 million were paid
subsequent to March 31, 2008.

Approximately $8.1 million and $8.6 million in paid and unpaid dividends have been included in the Company�s
earnings per share calculations for the three month periods ended March 31, 2008 and 2007, respectively, as presented
in the accompanying condensed consolidated statements of operations.

On March 30, 2007, certain holders of the Company�s common units (consisting of shares of common stock and a
warrant to purchase redeemable convertible preferred stock upon the surrender of common stock) exercised warrants
to purchase redeemable convertible preferred stock. The holders converted 526,316 shares of common stock into
47,619 shares of redeemable convertible preferred stock.

During March 2008, holders of 339,823 shares of the Company�s redeemable convertible preferred stock elected to
convert those shares into 3,465,593 shares of the Company�s common stock. The conversion resulted in an increase to
additional paid in capital of $71.3 million, which represents the difference between the par value of the common stock
issued and the carrying value of the redeemable convertible preferred shares converted. Additionally, the Company
recorded a one-time charge to retained earnings for $1.1 million in accelerated accretion expense related to the
converted redeemable convertible preferred shares.

Beginning in the second quarter of 2008, the Company may convert all outstanding shares of redeemable convertible
preferred stock at the then conversion rate if certain conditions have been met. See Note 15.

13.  Stockholders� Equity

The following table presents information regarding SandRidge�s common stock (in thousands):

March 31, December 31,
2008 2007

Shares authorized 400,000 400,000
Shares outstanding at end of period 146,206 140,391
Shares held in treasury 1,310 1,456

The Company is authorized to issue 50,000,000 shares of preferred stock, $0.001 par value, of which 2,625,000 shares
are designated as redeemable convertible preferred. As of March 31, 2008 and December 31, 2007, there were
1,844,464 and 2,184,286 shares, respectively, of redeemable convertible preferred stock outstanding. (See Note 12.)
There were no undesignated preferred shares outstanding as of March 31, 2008 and December 31, 2007.

Common Stock Issuance.  In March 2007, the Company sold approximately 17.8 million shares of common stock for
net proceeds of $318.7 million after deducting offering expenses of approximately $1.4 million. The stock was sold in
private sales to various investors including Tom L. Ward, the Company�s Chairman and Chief Executive Officer, who
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invested $61.4 million in exchange for approximately 3.4 million shares of common stock.

On November 9, 2007, the Company completed the initial public offering of its common stock. The Company sold
32,379,500 shares of its common stock, including 4,710,000 shares sold directly to an entity controlled by Tom L.
Ward, at a price of $26 per share. After deducting underwriting discounts of approximately $44.0 million and
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SandRidge Energy, Inc. and Subsidiaries

Notes to Condensed Consolidated Financial Statements � (Continued)

offering expenses of approximately $3.1 million, the Company received net proceeds of approximately
$794.7 million. The Company used the net proceeds from the offering as follows (in millions):

Repayment of outstanding balance and accrued interest on senior credit facility $ 515.9
Repayment of note payable and accrued interest incurred in connection with recent acquisition 49.1
Excess cash to fund future capital expenditures 229.7

Total $ 794.7

During March 2008, the Company issued 3,465,593 shares of common stock upon the conversion of 339,823 shares of
its redeemable convertible preferred stock (see additional discussion at Note 12).

Treasury Stock.  The Company makes required tax payments on behalf of employees as 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 38,000 and 37,000 shares at a
total value of $1.3 million and $0.7 million during the three month periods ended March 31, 2008 and 2007,
respectively. These shares were accounted for as treasury stock.

During the first quarter 2008, the Company transferred 184,484 shares of its treasury stock into an account established
for the benefit of the Company�s 401(k) Plan. The transfer was made in order to satisfy the Company�s $5.0 million
accrued payable to match employee contributions made to the plan during 2007. Historical cost of the shares
transferred totaled approximately $2.4 million, resulting in an increase to the Company�s additional paid-in capital of
approximately $2.6 million.

Restricted Stock.  The Company issues restricted stock awards under incentive compensation plans which vest over
specified periods of time. 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 and certain conditions to vesting.

For the three months ended March 31, 2008 and 2007, the Company recognized stock-based compensation expense
related to restricted stock of $3.2 million and $1.1 million, respectively. Stock-based compensation expense is
reflected in general and administrative expense in the condensed consolidated statements of operations.

14.  Related Party Transactions

In the ordinary course of business, the Company engages in transactions with certain shareholders and other related
parties. These transactions primarily consist of purchases of drilling equipment and sales of oil field service supplies.
Following is a summary of significant transactions with such related parties for the three month periods ended
March 31, 2008 and 2007 (in thousands):

Three Months Ended
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March 31,
2008 2007

Sales to and reimbursements from related parties $ 25,356 $ 2,319

Purchases of services from related parties $ 19,890 $ 6,785

The Company leases office space in Oklahoma City from a member of its Board of Directors. The Company believes
that the payments made under this lease are at fair market rates. Rent expense related to the lease totaled $0.4 million
and $0.3 million for the three month periods ended March 31, 2008 and 2007, respectively. The lease expires in
August 2009.

Larclay, L.P.  The Company and Clayton Williams Energy, Inc. (�CWEI�) each own a 50% interest in Larclay, L.P., a
limited partnership formed in 2006 to acquire drilling rigs and provide land drilling services. Larclay
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Notes to Condensed Consolidated Financial Statements � (Continued)

currently owns 12 rigs, one of which has not yet been assembled. The Company serves as the operations manager of
the partnership. Under the partnership agreement, CWEI was responsible for rig financing and purchasing. The
Company had sales to and cost reimbursements from Larclay for the three months ended March 31, 2008 and 2007 of
$10.9 million and $2.3 million, respectively. As of March 31, 2008 and December 31, 2007, the Company had
accounts receivable � related party due from Larclay of $18.3 million and $16.6 million, respectively. Additionally, the
Company contracted with Larclay to utilize rigs for drilling. For the three month periods ended March 31, 2008 and
2007, the Company was billed $10.7 million and $6.8 million, respectively, for these services. As of March 31, 2008
and December 31, 2007, the Company had accounts payable � related party due to Larclay of $1.5 million and
$0.3 million, respectively.

15.  Subsequent Events

Increase in Borrowing Base.  In April 2008, the Company�s borrowing base under its senior credit facility was
increased to $1.2 billion from $700.0 million and the total available under the facility was increased to $1.75 billion
from $750.0 million.

Exchange of Senior Term Loans.  On May 1, 2008, the Company issued $650.0 million of its Senior Notes due 2015
in exchange for an equal outstanding principal amount of its fixed rate term loans and $350.0 million of its Senior
Floating Rate Notes due 2014 in exchange for an equal outstanding principal amount of its variable rate term loans.
The exchange was made pursuant to a non-public exchange offer that commenced on March 28, 2008 and expired on
April 28, 2008. The newly issued senior notes have terms that are substantially identical to those of the exchanged
senior term loans, except that the senior notes have been issued with registration rights.

Conversion of Redeemable Convertible Preferred Stock.  In May 2008, the Company converted the remaining
outstanding 1,844,464 shares of its redeemable convertible preferred stock into 18,810,260 shares of its common stock
as permitted under the terms of the redeemable convertible preferred stock. This conversion resulted in a one-time
charge to retained earnings of $6.1 million in accelerated accretion expense related to the remaining offering costs of
the redeemable convertible preferred shares. Prorated dividends totaling $0.5 million for the period from May 2, 2008
to the date of conversion (May 7, 2008) were paid to the holders of the converted shares on May 7, 2008.

Sale of Assets.  In May 2008, the Company entered into an agreement, along with other parties, to sell substantially all
of its assets located in the Piceance Basin of Colorado to a subsidiary of The Williams Companies, Inc. The total
purchase price is $285 million with net proceeds to the Company estimated to be approximately $140 million, subject
to closing adjustments and allocation of the sales price among multiple sellers. Assets to be sold include undeveloped
acreage, working interests in wells, gathering and compression systems and other facilities related to the wells. The
sale is subject to customary closing conditions and is expected to close during the second quarter of 2008.

16.  Industry Segment Information

SandRidge has four business segments: exploration and production, drilling and oil field services, midstream gas
services, and other. These segments represent the Company�s four main business units, each offering different products
and services. The exploration and production segment is engaged in the development, acquisition and production of
crude oil and natural gas properties. The drilling and oil field services segment is engaged in the land contract drilling
of crude oil and natural gas wells. The midstream gas services segment is engaged in the purchasing, gathering,
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processing and treating of natural gas. The other segment includes transporting CO2 to market for use by the Company
and others in tertiary oil recovery operations and other miscellaneous operations.
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Management evaluates the performance of the Company�s business segments based on operating income, 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 table (in thousands):

Three Months Ended
March 31,

2008 2007

Revenues:
Exploration and production $ 206,966 $ 92,634
Elimination of inter-segment revenue (44) (1,808)

Exploration and production, net of inter-segment revenue 206,922 90,826

Drilling and oil field services 79,838 56,915
Elimination of inter-segment revenue (67,516) (29,020)

Drilling and oil field services, net of inter-segment revenue 12,322 27,895

Midstream gas services 148,235 61,422
Elimination of inter-segment revenue (103,148) (35,235)

Midstream gas services, net of inter-segment revenue 45,087 26,187

Other 5,854 5,753
Elimination of inter-segment revenue (1,099) (1,597)

Other, net of inter-segment revenue 4,755 4,156

Total revenues $ 269,086 $ 149,064

Operating (Loss) Income:
Exploration and production $ (47,389) $ 371
Drilling and oil field services (2,148) 5,202
Midstream gas services 32 1,350
Other (13,306) (3,455)

Total operating (loss) income (62,811) 3,468
Interest income 796 1,088
Interest expense (25,172) (35,429)
Other income 24 879

Loss before income tax benefit $ (87,163) $ (29,994)
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Capital Expenditures:
Exploration and production $ 354,765 $ 127,582
Drilling and oil field services 17,921 41,242
Midstream gas services 38,721 9,543
Other 7,243 2,728

Total capital expenditures $ 418,650 $ 181,095
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Notes to Condensed Consolidated Financial Statements � (Continued)

Three Months Ended
March 31,

2008 2007

Depreciation, Depletion and Amortization:
Exploration and production $ 65,590 $ 33,211
Drilling and oil field services 12,348 7,163
Midstream gas services 2,774 1,113
Other 2,329 1,357

Total depreciation, depletion and amortization $ 83,041 $ 42,844

March 31, December 31,
2008 2007

Identifiable Assets(1):
Exploration and production $ 3,364,879 $ 3,143,137
Drilling and oil field services 272,374 271,563
Midstream gas services 169,578 127,822
Other 101,001 88,044

Total $ 3,907,832 $ 3,630,566

(1) Identifiable assets are those used in SandRidge�s operations in each business segment.
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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 report, as well as our
audited consolidated financial statements and the accompanying notes included in our annual report on Form 10-K for
the year ended December 31, 2007 (the �2007 Form 10-K�). The following discussion contains forward-looking
statements that reflect our future plans, estimates, beliefs and expected performance. The forward-looking statements
are dependent upon events, risks and uncertainties that may be outside our control. Our actual results could differ
materially from those discussed in these forward-looking statements. Factors that could cause or contribute to such
differences include, but are not limited to, market prices for natural gas and crude oil, economic and competitive
conditions, regulatory changes, estimates of proved reserves, potential failure to achieve production from development
projects, capital expenditures and other uncertainties, as well as those factors discussed below and elsewhere in this
report and in our 2007 Form 10-K, all of which are difficult to predict. In light of these risks, uncertainties and
assumptions, the forward-looking events discussed may not occur.

The financial information with respect to the three month periods ended March 31, 2008 and March 31, 2007 that is
discussed below is unaudited. In the opinion of management, this information contains all adjustments, consisting
only of normal recurring accruals, 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 a rapidly expanding independent natural gas and crude oil company concentrating on exploration,
development and production activities. We are focused on continuing the exploration and exploitation of our
significant holdings in the West Texas Overthrust, which we refer to as the WTO, a natural gas prone geological
region where we have operated since 1986. The WTO includes the Piñon Field as well as the Allison Ranch, South
Sabino, Thistle, Big Canyon, and McKay Creek exploration areas. We also own and operate drilling rigs and conduct
related oil field services, and we own and operate interests in gas gathering, marketing and processing facilities and
CO2 gathering and transportation facilities.

On November 21, 2006, we acquired all of the outstanding membership interests in NEG Oil & Gas LLC (�NEG�) for
total consideration of approximately $1.5 billion, excluding cash acquired. With core assets in the Val Verde and
Permian Basins of West Texas, including overlapping or contiguous interests in the WTO, the NEG acquisition has
dramatically increased our exploration and production segment operations. In addition to the NEG acquisition, we
have completed numerous acquisitions of additional working interests in the WTO during the period from late 2005
through March 31, 2008. We also operate significant interests in the Cotton Valley Trend in East Texas, the Gulf
Coast area, the Mid-Continent and the Gulf of Mexico.

During November 2007, we completed the initial public offering of our common stock. We used the proceeds from
this offering to repay indebtedness outstanding under our senior credit facility as well as a note payable related to a
2007 acquisition and to fund the remainder of our 2007 capital expenditure program and a portion of our 2008 capital
expenditure program. See further discussion of these transactions in Note 13 to the condensed consolidated financial
statements contained in Part I, Item 1 of this report.

22

Edgar Filing: FARWELL DAVID L - Form 4

Table of Contents 27



Edgar Filing: FARWELL DAVID L - Form 4

Table of Contents 28



Table of Contents

Segment Overview

We operate in four related business segments: exploration and production, drilling and oil field services, midstream
gas services and other. Management evaluates the performance of our business segments based on operating income,
which is defined as segment operating revenue less operating expenses and depreciation, depletion and amortization.
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.

Three Months Ended
March 31,

2008 2007
Segment income and expense (in thousands):
Revenue:
Exploration and production $ 206,922 $ 90,826
Drilling and oil field services 12,322 27,895
Midstream gas services 45,087 26,187
Other 4,755 4,156

Total revenues 269,086 149,064
Operating (loss) income:
Exploration and production (47,389) 371
Drilling and oil field services (2,148) 5,202
Midstream gas services 32 1,350
Other (13,306) (3,455)

Total operating (loss) income (62,811) 3,468
Interest income 796 1,088
Interest expense (25,172) (35,429)
Other income 24 879

Loss before income taxes $ (87,163) $ (29,994)

Production data:
Natural gas (Mmcf) 19,173 10,449
Crude oil (MBbls) 611 393
Combined equivalent volumes (Mmcfe) 22,839 12,807
Average daily combined equivalent volumes (Mmcfe/d) 251.0 142.3
Average prices � as reported(1):
Natural gas (per Mcf) $ 7.86 $ 6.60
Crude oil (per Bbl)(3) $ 89.81 $ 54.06
Combined equivalent (per Mcfe) $ 9.00 $ 7.04
Average prices � including impact of derivative contract settlements:
Natural gas (per Mcf) $ 8.32 $ 6.45
Crude oil (per Bbl)(3) $ 87.42 $ 54.06
Combined equivalent (per Mcfe) $ 9.32 $ 6.92
Drilling and oil field services:
Number of operational drilling rigs owned at end of period 26.0 25.0
Average number of operational drilling rigs owned during the period 26.0 25.0
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Average total revenue per rig per day(2) $ 17,500 $ 16,600

(1) Prices represent actual average prices for the periods presented and do not give effect to derivative transactions.

(2) Does not include revenues for related rental equipment.

(3) Includes natural gas liquids.
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Exploration and Production Segment

We explore for, develop and produce natural gas and crude oil reserves, with a focus on our proved reserves and
extensive undeveloped acreage positions in the WTO. We operate substantially all of our wells in our core areas and
employ our drilling rigs and other drilling services in the exploration and development of our operated wells and, to a
lesser extent, on our non-operated wells.

The primary factors affecting the financial results of our exploration and production segment are the prices we receive
for our natural gas and crude oil production, the quantity of our natural gas and crude oil production and changes in
the fair value of derivative contracts we use to reduce the volatility of the prices we receive for our natural gas and
crude oil production. Because we are vertically integrated, our exploration and production activities affect the results
of our drilling and oil field services and midstream gas services segments. The NEG acquisition in 2006 substantially
increased our revenues and operating income in our exploration and production segment. However, because our
working interest in the Piñon Field increased to approximately 93%, there are greater intercompany eliminations that
affect the consolidated financial results of our drilling and oil field services and midstream gas services segments.

Exploration and production segment revenues increased to $206.9 million in the three months ended March 31, 2008
from $90.8 million in the three months ended March 31, 2007, an increase of 127.8%, as a result of a 78.1% increase
in combined production volumes and a 27.8% increase in the combined average price we received for the natural gas
and crude oil we produced. In the three month period ended March 31, 2008 we increased natural gas production by
8.8 Bcf to 19.2 Bcf and increased crude oil production by 218 MBbls to 611 MBbls from the comparable period in
2007. The total combined 10.0 Bcfe increase in production was due primarily to an increase in our average working
interest in the WTO from 81% at March 31, 2007 to 93% at March 31, 2008 and successful drilling in the WTO
throughout 2007 and the first quarter of 2008. The Company had 1,869 producing wells at March 31, 2008 as
compared to 1,333 producing wells at March 31, 2007.

The average price we received for our natural gas production for the three month period ended March 31, 2008
increased 19.1%, or $1.26 per Mcf, to $7.86 per Mcf from $6.60 per Mcf in the comparable period in 2007. The
average price received for our crude oil production increased 66.1%, or $35.75 per barrel, to $89.81 per barrel during
the three months ended March 31, 2008 from $54.06 per barrel during the same period in 2007. Including the impact
of derivative contract settlements, the effective price received for natural gas for the three month period ended
March 31, 2008 was $8.32 per Mcf as compared to $6.45 per Mcf during the same period in 2007. Including the
impact of derivative contract settlements, the effective price received for crude oil for the three month period ended
March 31, 2008 was $87.42. Our derivative contracts had no impact on effective oil prices during the three months
ended March 31, 2007. During 2007 and continuing into 2008, we entered into derivatives contracts to mitigate the
impact of commodity price fluctuations on our 2007, 2008 and 2009 production. Our derivative contracts are not
designated as accounting hedges and, as a result, gains or losses on commodity derivative contracts are recorded as an
operating expense. Internally, management views the settlement of such derivative contracts as adjustments to the
price received for natural gas and crude oil production to determine �effective prices.�

For the three months ended March 31, 2008, we had a $47.4 million operating loss in our exploration and production
segment, compared to $0.4 million in operating income for the same period in 2007. Our $116.1 million increase in
exploration and production revenues was offset by a $12.2 million increase in production expenses, a $32.4 million
increase in depreciation, depletion and amortization, or DD&A, due to the increase in production and a $136.8 million
loss on our derivative contracts. The increase in production expenses was attributable to the increase in number of
operating wells we own and an increase in our average working interest in those wells. During the three month period
ended March 31, 2008, the exploration and production segment reported a $136.8 million net loss on our commodity
derivative positions ($7.3 million realized gain and $144.1 million unrealized loss) compared to a $23.2 million loss
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($1.5 million realized loss and $21.7 million unrealized loss) in the comparable period in 2007. During 2007 and first
quarter 2008, we selectively entered into natural gas and oil swaps and natural gas basis swaps in order to mitigate the
effects of fluctuations in prices received for our production. Given the long term nature of our investment in the WTO
development program and the relatively high level of natural gas prices compared to our budgeted prices, management
believes it prudent to enter into natural gas and crude oil swaps and natural gas basis swaps for a portion of our
production. Unrealized gains or losses on derivative contracts represent
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the change in fair value of open derivative positions during the period. The change in fair value is principally
measured based on period end prices as compared to the contract price. The unrealized loss on natural gas and crude
oil derivative contracts recorded in the three month period ended March 31, 2008 was attributable to an increase in
average natural gas and crude oil prices at March 31, 2008 as compared to the average natural gas and crude oil prices
at December 31, 2007 or the contract price for contracts entered into during the period. Future volatility in natural gas
and crude oil prices could have an adverse effect on the operating results of our exploration and production segment.

Drilling and Oil Field Services Segment

We drill for our own account primarily in the WTO through our drilling and oil field services subsidiary, Lariat
Services, Inc. We also drill wells for other natural gas and crude oil companies, primarily located in the West Texas
region. As of March 31, 2008, our drilling rig fleet consisted of 37 operational rigs, 26 we owned directly and 11
owned by Larclay, L.P., a limited partnership in which we have a 50% interest. We also own one rig that is currently
being retrofitted. Our oil field services business conducts operations that complement our drilling services operations.
These services include providing pulling units, trucking, rental tools, location and road construction and roustabout
services to ourselves and to third parties. Additionally, we provide under-balanced drilling systems only for our own
account.

In 2006, we and CWEI formed Larclay, L.P., which acquired twelve sets of rig components and other related
equipment to assemble into completed land drilling rigs. The drilling rigs were to be used for drilling on CWEI�s
prospects, our prospects or for contracting to third parties on daywork drilling contracts. All of these rigs have been
delivered, although one rig has not been assembled. CWEI was responsible for securing financing and the purchase of
the rigs. The partnership financed 100% of the acquisition cost of the rigs utilizing a guarantee by CWEI. We operate
the rigs owned by the partnership. The partnership and CWEI are responsible for all costs related to the initial
construction and equipping of the drilling rigs. In the event of an operating shortfall within the partnership, we, along
with CWEI, are responsible to fund the shortfall through loans to the partnership. We account for Larclay as an equity
investment.

The financial results of our drilling and oil field services segment depend on many factors, particularly the demand for
and the price we can charge for our services. We provide drilling services for our own account and for others,
generally on a daywork, and less often on a turnkey, contract basis. We generally assess the complexity and risk of
operations, the on-site drilling conditions, the type of equipment to be used, the anticipated duration of the work to be
performed and the prevailing market rates in determining the contract terms we offer.

Daywork Contracts.  Under a daywork drilling contract, we provide a drilling rig with required personnel to our
customer who supervises the drilling of the well. We are paid based on a negotiated fixed rate per day while the rig is
used. Daywork drilling contracts specify the equipment to be used, the size of the hole and the depth of the well.
Under a daywork drilling contract, the customer bears a large portion of the out-of-pocket drilling costs, and we
generally bear no part of the usual risks associated with drilling, such as time delays and unanticipated costs. As of
March 31, 2008, 26 of our rigs were operating under daywork contracts and 24 of these were working for our account.
As of March 31, 2008, the 11 operational rigs owned by Larclay were operating under daywork contracts and six of
these were working for our account. Four of the remaining operational Larclay rigs were working for CWEI as of
March 31, 2008.

Turnkey Contracts.  Under a typical turnkey contract, a customer will pay us to drill a well to a specified depth and
under specified conditions for a fixed price, regardless of the time required or the problems encountered in drilling the
well. We provide most of the equipment and drilling supplies required to drill the well. We subcontract for related
services such as the provision of casing crews, cementing and well logging. Generally, we do not receive progress
payments and are paid only after the well is drilled. We enter into turnkey contracts in areas where our experience and
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expertise permit us to drill wells more profitably than under a daywork contract. As of March 31, 2008, none of our
rigs were operating under a turnkey contract.

Drilling and oil field services segment revenue decreased to $12.3 million in the three month period ended March 31,
2008 from $27.9 million in the three month period ended March 31, 2007. This resulted in an operating loss of
$2.1 million in the three month period ended March 31, 2008 compared to operating income of $5.2 million
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in the same period in 2007. The decline in revenues and operating income is primarily attributable to an increase in the
number of our rigs operating on our properties and an increase in our ownership interest in our natural gas and crude
oil properties. Our drilling and oil field services segment records revenues and operating income only on wells drilled
for or on behalf of third parties. The portion of drilling costs incurred by our drilling and oil field services segment
relating to our ownership interest are capitalized as part of our full-cost pool. With the various WTO property
acquisitions that occurred throughout 2007 and the first quarter of 2008, our average working interest has increased to
approximately 93% (from 81% at March 31, 2007) in the wells we operate in the WTO, and the third-party interest
has declined to less than 10%. Additionally, 24 of the 26 operational rigs we owned were working for our account at
March 31, 2008, as compared to 14 of our 23 operational rigs working for our account at March 31, 2007. As a result,
during the three month period ended March 31, 2008, approximately 84.6%, or $67.5 million, of our drilling and oil
field service revenues were generated by work performed on our own account and eliminated in consolidation as
compared to approximately 51.0%, or $29.0 million, for the comparable period in 2007. The average daily rate we
received per rig of approximately $17,500, excluding revenues for related rental equipment and before intercompany
eliminations, was slightly higher than the daily rate of $16,600 from the comparable period in 2007.

Midstream Gas Services Segment

We provide gathering, compression, processing and treating services of natural gas in West Texas and the Piceance
Basin in northwestern Colorado, primarily through our wholly owned subsidiary, SandRidge Midstream, Inc.
(formerly known as ROC Gas Company, Inc.). Through our gas marketing subsidiary, Integra Energy LLC, we buy
and sell natural gas produced from our operated wells as well as third-party operated wells. Gas marketing revenue is
one of our largest revenue components; however, it is a very low margin business. On a consolidated basis, natural gas
purchases and other costs of sales include the total value we receive from third parties for the natural gas we sell and
the amount we pay for natural gas, which are reported as midstream and marketing expense. The primary factors
affecting our midstream gas services are the quantity of natural gas we gather, treat and market and the prices we pay
and receive for natural gas.

Midstream gas services revenue for the three months ended March 31, 2008 was $45.1 million compared to
$26.2 million in the comparable period of 2007. The quarterly increase in midstream gas services revenues is
attributable to larger third-party volumes transported and marketed through our gathering systems during the three
months ended March 31, 2008 as compared to the same period in 2007. We generally charge a flat fee per unit
transported and charge a percentage of sales for marketed volumes.

Other Segment

Our other segment consists primarily of our CO2 gathering and sales operations, corporate operations and other
investments. We conduct our CO2 gathering and sales operations through our wholly owned subsidiary, SandRidge
CO2, LLC (formerly operated through PetroSource Energy Company, LLC). SandRidge CO2 gathers CO2 from
natural gas treatment plants located in West Texas and transports and sells this CO2 for use in our and third parties�
tertiary oil recovery operations. The operating loss in the other segment was $13.3 million for the three months ended
March 31, 2008 as compared to a loss of $3.5 million during the same period in 2007. The increase is primarily
attributable to significant increases in corporate and support staff throughout 2007 and the first quarter of 2008.

Results of Operations

Three months ended March 31, 2008 compared to the three months ended March 31, 2007

Revenue.  Total revenue increased 80.5% to $269.1 million for the three months ended March 31, 2008 from
$149.1 million in the same period in 2007. This increase was due to a $115.3 million increase in natural gas and crude
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Three Months Ended
March 31,

2008 2007 $ Change % Change
(In thousands)

Revenue:
Natural gas and crude oil $ 205,487 $ 90,176 $ 115,311 127.9%
Drilling and services 12,334 27,895 (15,561) (55.8)%
Midstream and marketing 46,409 26,187 20,222 77.2%
Other 4,856 4,806 50 1.0%

Total revenues $ 269,086 $ 149,064 $ 120,022 80.5%

Total natural gas and crude oil revenues increased $115.3 million to $205.5 million for the three months ended
March 31, 2008 compared to $90.2 million for the same period in 2007, primarily as a result of an increase in natural
gas and crude oil production volumes and prices received for our production. Total natural gas production increased
83.5% to 19,173 Mmcf in 2008 compared to 10,449 Mmcf in 2007, while crude oil production increased 55.5% to
611 MBbls in 2008 from 393 MBbls in 2007. The increase was due to our successful drilling in the WTO and an
increased working interest in 2008 in the WTO as compared to the same period in 2007. The average price received,
excluding the impact of derivative contracts, for our natural gas and crude oil production increased 27.8% in the 2008
period to $9.00 per Mcfe compared to $7.04 per Mcfe in 2007.

Drilling and services revenue decreased 55.8% to $12.3 million for the three months ended March 31, 2008 compared
to $27.9 million in the same period in 2007. The decline in revenues is due to an increase in the number of
company-owned rigs operating on company-owned natural gas and crude oil properties and the increase in working
interest in these properties. Additionally, the average daily revenue per rig, after considering the effect of the
elimination of intercompany usage, increased to approximately $17,500 per day during the first three months of 2008
as compared to an average rate of $16,600 per day during the same period in 2007.

Midstream and marketing revenue increased $20.2 million, or 77.2%, with revenues of $46.4 million in the three
month period ended March 31, 2008 as compared to $26.2 million in the three month period ended March 31, 2007.
This increase is due primarily to larger production volumes transported and marketed, during the three months ended
March 31, 2008 as compared to the same period in 2007, for the third parties with ownership in our wells or
ownership in other wells connected to our gathering systems.

Other revenue increased to $4.9 million for the three months ended March 31, 2008 from $4.8 million for the same
period in 2007. Other revenue is generated primarily by our CO2 gathering and sales operations.

Operating Costs and Expenses.  Total operating costs and expenses increased to $331.9 million for the three months
ended March 31, 2008 compared to $145.6 million for the same period in 2007 due to increases in production-related
costs, general and administrative expenses as a result of an increase in corporate staff, depreciation, depletion and
amortization and losses on derivative contracts. These increases were partially offset by a decrease in expenses
attributable to our drilling and services.
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Three Months Ended
March 31,

2008 2007 $ Change % Change
(In thousands)

Operating costs and expenses:
Production $ 34,188 $ 21,974 $ 12,214 55.6%
Production taxes 9,220 2,933 6,287 214.4%
Drilling and services 7,169 18,777 (11,608) (61.8)%
Midstream and marketing 40,418 23,420 16,998 72.6%
Depreciation, depletion, and amortization � natural
gas and crude oil 65,076 32,684 32,392 99.1%
Depreciation, depletion and amortization � other 17,965 10,160 7,805 76.8%
General and administrative 20,994 12,468 8,526 68.4%
Loss on derivative contracts 136,844 23,181 113,663 490.3%
Loss (gain) on sale of assets 23 (1) 24 2,400.0%

Total operating costs and expenses $ 331,897 $ 145,596 $ 186,301 128.0%

Production expense includes the costs associated with our production activities, including, but not limited to, lease
operating expense and processing costs. Production expenses increased $12.2 million primarily due to an increase in
the number of wells in which we have a working interest. We owned working interests in 1,869 producing wells at
March 31, 2008 compared to 1,333 producing wells at March 31, 2007. Production taxes increased $6.3 million, or
214.4%, to $9.2 million primarily due to the increase in production and the increased prices received for production
during the three months ended March 31, 2008.

Drilling and services expenses decreased 61.8% for the three months ended March 31, 2008 as compared to the same
period in 2007 primarily because of the increase in the number and working interest ownership of the wells we drilled
for our own account.

Midstream and marketing expenses increased $17.0 million or 72.6% to $40.4 million due to larger production
volumes transported and marketed during the three months ended March 31, 2008 on behalf of third parties than
during the comparable period in 2007.

Depreciation, depletion and amortization (�DD&A�) for our natural gas and crude oil properties increased to
$65.1 million for the three months ended March 31, 2008 from $32.7 million in the same period in 2007. Our DD&A
per Mcfe increased $0.30 to $2.85 in the first quarter of 2008 from $2.55 in the comparable period in 2007. The
increase is primarily attributable to an increase in our depreciable properties, higher future development costs and
increased production. Our production increased 78.1% to 22.8 Bcfe from 12.8 Bcfe in 2007.

DD&A for our other assets consists primarily of depreciation of our drilling rigs, midstream gathering and
compression facilities and other equipment. The increase in DD&A for our other assets was attributable primarily to
higher carrying costs of our rigs due to upgrades and retrofitting and our midstream gathering and processing assets
due to upgrades made throughout 2007. We calculate depreciation of property and equipment using the straight-line
method over the estimated useful lives of the assets, which range from three to 25 years. Our drilling rigs and related
oil field services equipment are depreciated over an average seven-year useful life.
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General and administrative expenses increased $8.5 million to $21.0 million for the three months ended March 31,
2008 from $12.5 million for the comparable period in 2007. The increase was principally attributable to an
$8.8 million increase in corporate salaries and wages due to a significant increase in corporate and support staff. As of
March 31, 2008, we had 2,385 employees as compared to 1,746 at March 31, 2007. General and administrative
expenses include non-cash stock compensation expense of $3.2 million for the three months ended March 31, 2008 as
compared to $1.1 million for the comparable period in 2007. The increases in salaries and wages as well as stock
compensation were partially offset by $3.2 million in capitalized general and administrative
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expenses for the three months ended March 31, 2008. There were no general and administrative expenses capitalized
during the three months ended March 31, 2007.

For the three month period ended March 31, 2008, we recorded a loss of $136.8 million ($144.1 million unrealized
loss and $7.3 million realized gain) on our derivative contracts compared to a $23.2 million loss ($21.7 million
unrealized loss and $1.5 million realized loss) for the comparable period in 2007. During 2007 and the first three
months of 2008, we selectively entered into natural gas and crude oil swaps and basis swaps in order to mitigate the
effects of fluctuations in prices received for our production. Given the long-term nature of our investment in the WTO
development program and the relatively high level of natural gas prices compared to budgeted prices, we believe it is
prudent to enter into natural gas swaps and basis swaps for a portion of our production. Unrealized gains or losses on
natural gas and crude oil derivative contracts represent the change in fair value of open derivative positions during the
period. The change in fair value is principally measured based on period end prices as compared to the prior period
end prices or contract price for contracts entered into during the period. The unrealized loss recorded in the three
month period ended March 31, 2008 related to natural gas and crude oil commodities was attributable to an increase in
average natural gas and crude oil prices at March 31, 2008 as compared to the average natural gas and crude oil prices
at December 31, 2007 or the contract price for contracts entered into during the period.

Other Income (Expense).  Total other expense decreased to $24.4 million in the three month period ended March 31,
2008 from $33.5 million in the three month period ended March 31, 2007. The decrease is reflected in the table below.

Three Months Ended
March 31,

2008 2007 $ Change % Change
(In thousands)

Other income (expense):
Interest income $ 796 $ 1,088 $ (292) (26.8)%
Interest expense (25,172) (35,429) 10,257 (29.0)%
Minority interest (835) (146) (689) 471.9%
Income from equity investments 859 1,025 (166) (16.2)%

Total other expense (24,352) (33,462) 9,110 (27.2)%

Loss before income tax expense (benefit) (87,163) (29,994) (57,169) 190.6%
Income tax expense (benefit) (30,538) (10,501) (20,037) 190.8%

Net loss $ (56,625) $ (19,493) $ (37,132) 190.5%

Interest income decreased to $0.8 million for the three months ended March 31, 2008 from $1.1 million for the same
period in 2007. This decrease was generally due to lower excess cash levels during the three months ended March 31,
2008 as compared to the same period in 2007.

Interest expense decreased to $25.2 million for the three months ended March 31, 2008 from $35.4 million for the
same period in 2007. This decrease was primarily attributable to the expensing, in March 2007, of approximately
$12.5 million in unamortized debt issuance costs related to our senior bridge facility at the time it was repaid. Also
contributing slightly to the decrease for the three months ended March 31, 2008 was an $0.8 million unrealized gain
related to our interest rate swap These decreases were partially offset by increased interest expense during the three

Edgar Filing: FARWELL DAVID L - Form 4

Table of Contents 40



months ended March 31, 2008 due to higher average debt balances outstanding during that period as compared to the
same period in 2007.

During the three months ended March 31, 2008, we reported income from equity investments of $0.9 million as
compared to $1.0 million in the comparable period in 2007.

We reported an income tax benefit of $30.5 million for the three months ended March 31, 2008, as compared to a
benefit of $10.5 million for the same period in 2007. The current period income tax benefit represents an effective
income tax rate of 35% which is unchanged from the same period in 2007.
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Liquidity and Capital Resources

Summary

Our operating cash flow is influenced mainly by the prices that we receive for our natural gas and crude oil
production; the quantity of natural gas we produce and, to a lesser extent, the quantity of crude oil we produce; the
success of our development and exploration activities; the demand for our drilling rigs and oil field services and the
rates we receive for these services; and the margins we obtain from our natural gas and CO2 gathering and processing
contracts.

On November 9, 2007, we completed the initial public offering of our common stock. We sold 32,379,500 shares of
our common stock, including 4,170,000 shares sold directly to an entity controlled by our Chairman and Chief
Executive Officer, Tom L. Ward. After deducting underwriting discounts of approximately $44.0 million and offering
expenses of approximately $3.1 million, we received net proceeds of approximately $794.7 million. The net proceeds
were utilized as follows (in millions):

Repayment of outstanding balance and accrued interest on senior credit facility $ 515.9
Repayment of note payable and accrued interest incurred in connection with recent acquisition 49.1
Excess cash to fund capital expenditures 229.7

Total $ 794.7

As of March 31, 2008, our cash and cash equivalents were $0.7 million, and we had approximately $462.3 million
available under our senior credit facility. Amounts outstanding under our senior credit facility at March 31, 2008
totaled $215.0 million. As of March 31, 2008, we had $1.3 billion in total debt outstanding.

Recent Developments

Increase in Borrowing Base.  In April 2008, the Company�s senior credit facility was increased to $1.75 billion from
$750 million and its borrowing base was increased to $1.2 billion from $700.0 million.

Exchange of Senior Term Loans.  On May 1, 2008, the Company issued $650.0 million in Senior Notes due 2015 in
exchange for an equal outstanding principal amount of its fixed rate term loans and $350.0 million of its Senior
Floating Rate Notes due 2014 in exchange for an equal outstanding principal amount of its variable rate term loans.
The exchange was made pursuant to a private placement exchange offer that commenced on March 28, 2008 and
expired on April 28, 2008. The newly issued senior notes have terms that are substantially identical to those of the
exchanged senior term loans, except that the senior notes have been issued with registration rights.

Conversion of Redeemable Convertible Preferred Stock.  In May 2008, the Company converted the remaining
outstanding 1,844,464 shares of its redeemable convertible preferred stock into 18,810,260 shares of its common stock
as permitted under the terms of the redeemable convertible preferred stock. This conversion resulted in a one-time
charge to retained earnings of $6.1 million in accelerated accretion expense related to the remaining offering costs of
the redeemable convertible preferred shares. Prorated dividends totaling $0.5 million for the period from May 2, 2008
to the date of conversion (May 7, 2008) were paid to the holders of the converted shares on May 7, 2008.

Sale of Assets.  In May 2008, we entered into an agreement, along with other parties, to sell substantially all of our
assets located in the Piceance Basin of Colorado to a subsidiary of The Williams Companies, Inc. The total purchase
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price is $285 million with net proceeds to the Company estimated to be approximately $140 million, subject to closing
adjustments and allocation of the sales price among multiple sellers. Assets to be sold include undeveloped acreage,
working interests in wells, gathering and compression systems and other facilities related to the wells. The sale is
subject to customary closing conditions and is expected to close during the second quarter of 2008.

Capital Expenditures

We make and expect to continue to make substantial capital expenditures in the exploration, development, production
and acquisition of natural gas and crude oil reserves.
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During the first quarter of 2008 and 2007, our capital expenditures by segment were:

Three Months Ended
March 31,

2008 2007
(In thousands)

Capital Expenditures:
Exploration and production $ 354,765 $ 127,582
Drilling and oil field services 17,921 41,242
Midstream gas services 38,721 9,543
Other 7,243 2,728

Total $ 418,650 $ 181,095

We estimate that our total capital expenditures for 2008, excluding acquisitions, will be approximately $1.5 billion.
Our planned 2008 capital expenditures are consistent with 2007 levels. As in 2007, our 2008 capital expenditures for
our exploration and production segment will be focused on growing and developing our reserves and production on
our existing acreage and acquiring additional leasehold interests, primarily in the WTO. Of our total $1.5 billion
capital expenditure budget, approximately $1.2 billion is budgeted for exploration and production activities. Included
in our 2008 exploration and production capital expenditure budget is $723 million for drilling in the WTO, including
the Piñon field, $241 million for drilling in areas other than the WTO, $33 million dedicated to our tertiary oil
recovery program and $241 million for land and seismic. Based on encouraging initial results from our 3-D seismic
acquisition program that we commenced in 2007, we have budgeted $151 million of our 2008 WTO capital
expenditures to explore for new fields within the WTO. We plan to drill approximately 440 gross wells in 2008.

During 2008, we expect to complete our rig fleet expansion program that we started in 2005. We have accepted the
delivery of all of the rigs ordered from Chinese manufacturers. We are in the process of retro-fitting and rigging up
one of these rigs, which we expect to join our fleet during the second quarter of 2008. We are also continuing to
upgrade and modernize our rig fleet. Approximately $67 million of our 2008 capital expenditure budget will be spent
on our drilling and oil field services segment.

We anticipate spending approximately $195 million in capital expenditures in our midstream gas services and other
segments as we expand our network of gas gathering lines and plant and compression capacity.

We believe that our cash flows from operations, current cash and investments on hand and availability under our
senior credit facility will be sufficient to meet our capital expenditure budget for the next twelve months. The majority
of our capital expenditures will be discretionary and could be curtailed if our cash flows decline from expected levels
or we are unable to obtain capital on attractive terms; however, we have various sources of capital in the form of our
revolving credit facility, potential asset sales or the incurrence of additional long-term debt.

Cash Flows

Our cash flows for the three months ended March 31, 2008 and 2007 were as follows:

Three Months Ended
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March 31,
2008 2007

(In thousands)

Cash flows provided by operating activities $ 156,689 $ 43,963
Cash flows used in investing activities (418,979) (182,546)
Cash flows provided by financing activities 199,881 293,094

Net (decrease) increase in cash and cash equivalents $ (62,409) $ 154,511

Operating Activities.  Net cash provided by operating activities for the three months ended March 31, 2008 and 2007
were $156.7 million and $44.0 million, respectively. The increase in cash provided by operating activities from 2007
to 2008 was primarily due to our 78.1% increase in production volumes as a result of our drilling success
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in the WTO as well as various acquisitions throughout 2007 and the first three months of 2008. Also, contributing to
this increase was a 27.8% increase in the combined average prices we received for the natural gas and crude oil
produced. These increases were partially offset by increases in general and administrative costs, such as salaries and
wages.

Investing Activities.  Cash flows used in investing activities increased to $419.0 million in the three month period
ended March 31, 2008 from $182.5 million in the comparable 2007 period as we continued to ramp up our capital
expenditure program. For the three month period ended March 31, 2008, our capital expenditures were $354.8 million
in our exploration and production segment, $17.9 million for drilling and oil field services, $38.7 million for
midstream gas services and $7.2 million for other capital expenditures. During the same period in 2007, capital
expenditures were $127.6 million in our exploration and production segment, $41.2 million for drilling and oil field
services, $9.5 million for midstream gas services and $2.7 million for other capital expenditures.

Financing Activities.  Since December 2005, we have used equity issuances, borrowings and, to a lesser extent, our
cash flows from operations to fund our rapid growth. Proceeds from borrowings decreased to $340.2 million for the
three months ended March 31, 2008, and we repaid approximately $128.9 million leaving net borrowings during the
period of approximately $211.3 million. Our financing activities provided $199.9 million in cash for the three month
period ended March 31, 2008 compared to $293.1 million in the comparable period in 2007.

Credit Facilities and Other Indebtedness

Senior Credit Facility.  On November 21, 2006, we entered into a new $750.0 million senior secured revolving credit
facility (the �senior credit facility�) with Bank of America, N.A., as Administrative Agent. The senior credit facility
matures on November 21, 2011 and is available to be drawn on and repaid without restriction so long as we are in
compliance with its terms, including certain financial covenants. The initial proceeds of the senior credit facility were
used to (i) partially finance the NEG acquisition, (ii) refinance our existing senior secured revolving credit facility and
NEG�s existing credit facility, and (iii) pay fees and expenses related to the NEG acquisition and our existing credit
facility.

The senior credit facility contains various covenants that limit our and certain of our subsidiaries� ability 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 our assets. Additionally, the senior credit facility limits our and certain of our subsidiaries� ability to incur additional
indebtedness.

The senior credit facility also contains financial covenants, including maintenance of agreed upon levels for (i) the
ratio of total funded debt to EBITDAX (as defined in the senior credit facility), which may not exceed 4.5:1.0
calculated using the last fiscal quarter on an annualized basis as of the end of fiscal quarters ending on or before
September 30, 2008 and calculated using the last four completed fiscal quarters thereafter, (ii) the ratio of EBITDAX
to interest expense plus current maturities of long-term debt, which must be at least 2.5:1.0 calculated using the last
four completed fiscal quarters, and (iii) the current ratio, which must be at least 1.0:1.0. As of March 31, 2008, we
were in compliance with all of the covenants under the senior credit facility.

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

Edgar Filing: FARWELL DAVID L - Form 4

Table of Contents 46



subsidiaries.

The borrowing base is subject to review semi-annually; however, the lenders reserve the right to have one additional
redetermination of the borrowing base per calendar year. Unscheduled redeterminations may be made at our request,
but are limited to one request per year. The borrowing base is determined based on proved developed
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producing reserves, proved developed non-producing reserves and proved undeveloped reserves and was
$700.0 million as of March 31, 2008. As of March 31, 2008, we had outstanding indebtedness of $237.7 million under
our senior credit facility, including outstanding letters of credit of $22.7 million. The committed loan amount for the
facility was increased to $1.75 billion and the borrowing base was increased to $1.2 billion during April 2008. As of
May 5, 2008, the balance outstanding under our senior credit facility was $410.0 million.

At our election, interest under the senior credit facility is determined by reference to (i) LIBOR plus an applicable
margin between 1.25% and 2.00% per annum or (ii) the higher of the federal funds rate plus 0.5% or the prime rate
plus, in either case, an applicable margin between 0.25% and 1.00% per annum. Interest is payable quarterly for prime
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 interest rate paid on amounts
outstanding under our senior credit facility for the three month period ended March 31, 2008 was 4.57%.

Senior Term Loans.  On March 22, 2007, we issued $1.0 billion principal amount of senior unsecured term loans. The
proceeds of the term loans were used to partially repay the senior bridge facility described below. The senior term
loans include both a floating rate tranche and fixed rate tranche as described below.

We issued $350.0 million at a variable rate with interest payable quarterly and principal due on April 1, 2014 (the
�variable rate term loans�). The variable rate term loans bear interest, at our option, at LIBOR plus 3.625% or the higher
of (i) the federal funds rate, as defined, plus 3.125% or (ii) a bank�s prime rate plus 2.625%. After April 1, 2009, the
variable rate term loans may be prepaid in whole or in part with a prepayment penalty. The average interest rates paid
on amounts outstanding under our variable rate term loans for the three month period ended March 31, 2008 was
8.36%. In January 2008, we entered into a $350 million notional amount interest rate swap agreement with a financial
institution that effectively fixed our interest rate on the variable rate term loans at 6.2625% for the period from
April 1, 2008 to April 1, 2011.

We also issued $650.0 million at a fixed rate of 8.625% with principal due on April 1, 2015 (the �fixed rate term
loans�). Under the terms of the fixed rate term loans, interest is payable quarterly and during the first four years interest
may be paid, at our option, either entirely in cash or entirely with additional fixed rate term loans. If we elect to pay
the interest due during any period in additional fixed rate term loans, the interest rate increases to 9.375% during such
period. After April 1, 2011, the fixed rate term loans may be prepaid in whole or in part with prepayment penalties.

On March 28, 2008, we commenced an offer to exchange the senior term loans for senior unsecured notes with
registration rights, as required under the senior term loan credit agreement. The offer expired on April 28, 2008, and
on May 1, 2008, we issued $650.0 million of Senior Notes due 2015 in exchange for an equal outstanding principal
amount of fixed rate term loans and $350.0 million of Senior Floating Rate Notes due 2014 in exchange for an equal
outstanding principal amount of variable rate term loans. The newly issued senior notes have terms that are
substantially identical to those of the exchanged senior term loans, except that the senior notes have been issued with
registration rights.

Debt covenants under the senior term loans include financial covenants similar to those of the senior credit facility and
include limitations on the incurrence of indebtedness, payment of dividends, asset sales, certain asset purchases,
transactions with related parties and consolidation or merger agreements. We incurred $26.1 million of debt issuance
costs in connection with the senior term loans. These costs are included in other assets and amortized over the term of
the senior term loans.

Other Indebtedness.  We have financed a portion of our drilling rig fleet and related oil field services equipment
through notes payable. At March 31, 2008, the aggregate outstanding balance of these notes was $44.3 million, with
annual fixed interest rates ranging from 7.64% to 8.87%. The notes have a final maturity date of December 1, 2011,
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require aggregate monthly installments for principal and interest in the amount of $1.2 million and are secured by the
equipment. The notes have a prepayment penalty (currently ranging from 1 to 3%) that is triggered if we repay the
notes prior to maturity.

Building Mortgage.  On November 15, 2007, we entered into a $20.0 million note payable which is fully secured by
one of the buildings and a parking garage located on our property in downtown Oklahoma City,
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Oklahoma which we purchased in July 2007 to serve as its corporate headquarters. The mortgage bears interest at
6.08% per annum, 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. We expect to make payments of
principal and interest on this note totaling $0.8 million and $1.2 million, respectively, over the next twelve months.

We have financed the purchase of other equipment used in our business. At March 31, 2007, the aggregate
outstanding balance on these financings was $6.8 million. We substantially repaid such borrowings during July 2007
with borrowings under our senior credit facility.

Senior Bridge Facility.  On November 21, 2006, we entered into an $850.0 million senior unsecured bridge facility in
conjunction with the acquisition of NEG. This facility was repaid in full in March 2007 with proceeds from our senior
unsecured term loans.

Redeemable Convertible Preferred Stock

We had 1,844,464 shares of redeemable convertible preferred stock issued and outstanding at March 31, 2008. Each
holder of our redeemable convertible preferred stock is entitled to quarterly cash dividends at the annual rate of 7.75%
of the accreted value of its redeemable convertible preferred stock. At our option, we may choose to increase the
accreted value of the redeemable convertible preferred stock in lieu of paying any quarterly cash dividend. We have
paid all dividends in cash, including $33.3 million in 2007 and $9.5 million in the first quarter of 2008. The accreted
value was $210 per share as of March 31, 2008 and each share of redeemable convertible preferred stock was
convertible into approximately 10.2 shares of common stock at the option of the holder, subject to certain anti-dilution
adjustments. During March 2008, holders of 339,823 shares of our redeemable convertible preferred stock elected to
convert those shares into 3,465,593 shares of our common stock. In May 2008, we converted the remaining
outstanding 1,844,464 shares of our redeemable convertible preferred stock into 18,810,260 shares of our common
stock as permitted under the terms of the redeemable convertible preferred stock. This conversion resulted in a
one-time charge to retained earnings of $6.1 million in accelerated accretion expense related to the converted
redeemable convertible preferred shares. Prorated dividends totaling $0.5 million for the period from May 2, 2008 to
the date of conversion (May 7, 2008) were paid to the holders of the converted shares on May 7, 2008.

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 price
and interest rate volatility. All contracts are financial contracts, which are settled in cash and do not require the
delivery of a physical quantity to satisfy settlement.

Commodity Price Risk.  Our most significant market risk is the prices we receive for our natural gas and crude oil
production. In light of the historical volatility of these commodities, we periodically have entered into, and expect in
the future to enter into, derivative arrangements aimed at reducing the variability of natural gas and crude oil prices we
receive for our production. From time to time, we enter into commodities pricing derivative contracts for a portion of
our anticipated production volumes depending upon our management�s view of opportunities under the then 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 current credit agreement limits our ability to enter
into derivatives transactions to 85% of expected production volumes from estimated proved reserves. Future credit
agreements could require a minimum level of commodity price hedging.

Edgar Filing: FARWELL DAVID L - Form 4

Table of Contents 50



We use, or may use, a variety of commodity-based derivative contracts, including collars, fixed-price swaps and basis
protection swaps. These transactions generally require no cash payment upfront and are settled in cash at maturity.
While our derivative strategy may result in lower operating profits than if we were not party to these derivative
contracts in times of high natural gas prices, we believe that the stabilization of prices and protection afforded us by
providing a revenue floor for our production is very beneficial.

For natural gas derivatives, transactions are settled based upon the New York Mercantile Exchange price of natural
gas at the Waha hub, a West Texas gas marketing and delivery center, on the final trading day of each month.
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Settlement for natural gas derivative contracts occurs in the month following the production month. Generally, our
trade counterparties are affiliates of the financial institution that is a party to our credit agreement, although we do
have transactions with counterparties that are not affiliated with this institution.

While we believe that the natural gas and crude oil price derivative arrangements we enter into are important to our
program to manage price variability for our production, 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 natural gas and crude oil prices. We establish fair value of our derivative contracts by market price
quotations of the derivative contract or, if not available, market price quotations obtained from counterparties.
Changes in fair values of our derivative contracts that are not designated as hedges for accounting purposes 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 fair value of our commodities derivative arrangements. Changes in fair value are
principally measured based on period end prices as compared to the contract price.

The following table summarizes the cash settlements and valuation gains and losses on our natural gas and crude oil
commodity derivative contracts for the three months ended March 31, 2008 and 2007:

Three Months Ended
March 31,

2008 2007
(In thousands)

Realized (gain) loss $ (7,329) $ 1,519
Unrealized loss 144,173 21,662

Loss on derivative contracts $ 136,844 $ 23,181

At March 31, 2008, our open natural gas and crude oil commodity derivative contracts consisted of the following:

Natural Gas

Notional
Weighted

Avg.
Period and Type of Contract (in MMBtus) Fixed Price

April 2008 � June 2008
Price swap contracts 17,900 $ 7.69
Basis swap contracts 13,350 $ (0.59)
July 2008 � September 2008
Price swap contracts 18,100 $ 8.23
Basis swap contracts 15,640 $ (0.57)
October 2008 � December 2008
Price swap contracts 17,480 $ 8.67
Basis swap contracts 14,720 $ (0.65)
January 2009 � March 2009
Price swap contracts 6,300 $ 9.12
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Basis swap contracts 2,700 $ (0.49)
April 2009 � June 2009
Price swap contracts 910 $ 8.10
Basis swap contracts 2,730 $ (0.49)
July 2009 � September 2009
Basis swap contracts 2,760 $ (0.49)
October 2009 � December 2009
Basis swap contracts 2,760 $ (0.49)
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Notional
Weighted

Avg.

Period and Type of Contract
(in

MMBtus) Fixed Price

January 2011 � March 2011
Basis swap contracts 1,350 $ (0.47)
April 2011 � June 2011
Basis swap contracts 1,365 $ (0.47)
July 2011 � September 2011
Basis swap contracts 1,380 $ (0.47)
October 2011 � December 2011
Basis swap contracts 1,380 $ (0.47)

Crude Oil

Notional Weighted Avg.
Period and Type of Contract (in MBbls) Fixed Price

April 2008 � June 2008
Price swap contracts 270 $ 95.04
Collar contracts 21 $ 50.00 � 83.35
July 2008 � September 2008
Price swap contracts 225 $ 94.33
Collar contracts 27 $ 50.00 � 82.60
October 2008 � December 2008
Price swap contracts 225 $ 93.17
Collar contracts 27 $ 50.00 � 82.60

These derivatives have not been designated as hedges and the Company records all derivatives on the balance sheet at
fair value. Changes in derivative fair values are recognized in earnings. Cash settlements and valuation gains and
losses on commodity derivative contracts are included in loss on derivative contracts in the consolidated statements of
operations.

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.

We use sensitivity analysis to determine the impact that market risk exposures may have on our variable interest rate
borrowings. Based on the approximately $350.0 million outstanding balance of the variable rate portion of our senior
term loans at March 31, 2008, and $215.0 million outstanding balance on our senior credit facility a one percent
change in the applicable rates, with all other variables held constant, would result in a change in our interest expense
of approximately $1.4 million for the three months ended March 31, 2008.
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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 agreements. At March 31, 2008, we did not have any
interest rate swap contracts in effect. In January 2008, we entered into a $350.0 million notional amount interest rate
swap agreement with a financial institution that effectively fixed our interest rate on the variable rate term loans at
6.2625% for the period from April 1, 2008 through April 1, 2011. This swap has not been designated as a hedge.

An unrealized gain of $0.8 million was recorded in interest expense in the condensed consolidated statement of
operation for the change in fair value of the interest rate swap for the three months ended March 31, 2008.
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ITEM 4.  Controls and Procedures

We performed an evaluation, under the supervision and with the participation of our management, including our Chief
Executive Officer and Chief Financial Officer, 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 covered by
this report. Based on that evaluation, our Chief Executive Officer and our Chief Financial Officer concluded that our
disclosure controls and procedures were effective 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 were no changes in our internal control over financial reporting during the quarter ended March 31, 2008 that
have materially affected, or are reasonably likely to materially affect, our internal control over financial reporting.

PART II. Other Information

ITEM 1. Legal Proceedings

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 which, individually or in the aggregate, could have a
material adverse effect on its results of operations, financial condition or cash flows.

ITEM 1A. Risk Factors

There have been no material changes to the risk factors previously disclosed in Item 1A � Risk Factors in our 2007
Form 10-K.

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 as their stock awards
vest and then withhold a number of vested shares 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 March 31, 2008, the following shares were
withheld in satisfaction of tax withholding obligations arising from the vesting of restricted stock:

Total Number
of

Maximum
Number

Shares
Purchased

of Shares that
May

Total
Number Average

as Part of
Publicly

Yet Be
Purchased

of Shares Price Paid
Announced

Plans Under the Plans
Period Purchased per Share or Programs or Programs

January 1, 2008 � January 31, 2008 36,218 $ 32.81 N/A N/A
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February 1, 2008 � February 29, 2008 779 36.00 N/A N/A
March 1, 2008 � March 31, 2008 992 37.96 N/A N/A

ITEM 6. Exhibits

See the Exhibit Index accompanying this 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/ Dirk M. Van Doren
Dirk M. Van Doren
Executive Vice President and
Chief Financial Officer

Date: May 8, 2008
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EXHIBIT INDEX

Filed Herewith (*) or
Exhibit Incorporated by File
Number Description Reference to Exhibit No. Number

3.1 Certificate of Incorporation 3.1 to Registration Statement
on Form S-1 filed on
January 30, 2008

333-148956

3.2 Certificate of Designation of convertible preferred stock 3.2 to Registration Statement
on Form S-1 filed on
January 30, 2008

333-148956

3.3 Bylaws *
4.1 Indenture dated as of May 1, 2008 among SandRidge

Energy, Inc. and the several guarantors named therein, and
Wells Fargo Bank, National Association, as trustee

4.1 to Current Report on
Form 8-K filed on
May 1, 2008

1-33784

4.2 Registration Rights Agreement dated as of May 1, 2008
among SandRidge Energy, Inc. and the several guarantors
named therein for the benefit of the holders of the
Company�s Senior Notes Due 2015 and the Company�s
Senior Floating Rate Notes Due 2014

4.2 to Current Report on
Form 8-K filed on
May 1, 2008

1-33784

10.5.2� Employment Agreement of Dirk M. Van Doren, effective
January 1, 2008

*

10.5.3� Employment Agreement of Matthew K. Grubb, effective
January 1, 2008

*

10.5.4� Employment Agreement of Todd N. Tipton, effective
January 1, 2008

*

10.5.5� Employment Agreement of Larry K. Coshow, effective
January 1, 2008

*

10.5.6� Form of Employment Agreement for Senior Vice
Presidents

*

10.5.7� Employment Separation Agreement of Larry K. Coshow,
dated April 14, 2008

*

10.7.3 Amendment No. 3, dated September 14, 2007, to Senior
Credit Facility, dated November 21, 2006, by and among
SandRidge Energy, Inc. (as successor by merger to Riata
Energy, Inc.) and Bank of America, N.A., as
Administrative Agent and Banc of America Securities
LLC as Lead Arranger and Book Running Manager

*

10.7.4 Amendment No. 4, dated April 4, 2008, to Senior Credit
Facility, dated November 21, 2006, by and among
SandRidge Energy, Inc. (as successor by merger to Riata
Energy, Inc.) and Bank of America, N.A., as
Administrative Agent and Banc of America Securities
LLC as Lead Arranger and Book Running Manager

*

31.1 Section 302 Certification � Chief Executive Officer *
31.2 Section 302 Certification � Chief Financial Officer *
32.1 *
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Section 906 Certifications of Chief Executive Officer and
Chief Financial Officer

� Management contract or compensatory plan or arrangement
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