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TO OUR FELLOW SHAREHOLDERS, CLIENTS AND EMPLOYEES:

e are very pleased with full-year 2011 results. Kforce
Wreported revenue for the year ended December 31, 2011 of

$1.1 billion, an increase of 12.1%. We are very proud to have
crossed the one billion dollar revenue threshold. Net income was
$27.2 million, which represents a year-over-year increase of 31.6%
and EPS was $0.70, a 37.3% increase. Total technology revenue
of $624 million and technology flex of $606.2 million represent
historical high watermarks for that business unit. We are optimistic
about the Firm’s prospects in what, we believe, continues to be
a secular shift towards a greater use of flexible staffing, in an
environment of high demand for skilled professionals.

Looking back on 2011, we believe that staffing industry
performance has been significantly different than in previous
economic cycles, further supporting the ongoing shift to a more
variable workforce. The unemployment rate among college-
educated workers is currently 4.2%, about half of the overall U.S.
rate of unemployment, and, is substantially lower in several of the
skill sets Kforce specializes in, particularly in technology. Our revenue
footprint and domestic platform are focused in some of the areas of
greatest demand in today’s knowledge-based economy. We foresee
continued benefits to our clients utilizing a more flexible workforce
during this tempered non-traditional economic recovery, along with
clients still facing significant uncertainty of regulatory, tax and
healthcare reform. All of this bodes well for the future of our Firm.

The objectives we established for 2011 were to further penetrate
existing strategic accounts, capture additional client share and
selectively target new accounts where our service offerings and
business model add value to our clients. Our Strategic Accounts
program, supported by the National Recruiting Center (NRC), has
continued its steady growth. At the same time, the growing needs
for flexible staffing at small and medium-size customers, particularly
in the second half of 2011, have allowed us to sequentially improve
the bill/pay spreads in our technology flex business more typical of
what we have seen in past, more traditional economic recoveries.

We believe the uncertain economic outlook in 2011 negatively
impacted the valuation of Kforce and other staffing stocks
disproportionately as many questioned the depth and sustainability
of the recovery, particularly against the backdrop of the still
unfolding Eurozone crisis. This led to significant price swings both for
Kforce and the staffing sector as a whole. The Firm was aggressive
in response to market fluctuations and was able to repurchase 5.7
million shares of stock during the year, which represented 13.8% of
outstanding shares.

We are pleased with the successful completion of the final year
of our three-year strategic plan, the Triple Crown in 2011, and are
excited to embark upon The Expedition, our next 3-year plan. Our
foundation of great people, processes and tools, combined with
our flexible NRC and Strategic Accounts model, and our tenured
leadership and sales teams, drove record high total Firm revenues in

excess of $1.1 billion dollars in 2011, and achieved revenue records
in Tech and HIM flex business units.

Looking forward to 2012, we remain committed in our belief that
temporary staffing penetration, which has improved from 1.34% at
the beginning of this economic cycle and is currently 1.87% of the
workforce, may achieve historic highs inthe U.S. during this tempered
economic expansion. We believe the strengthening demand for our
services, as a result of this trend, will only be enhanced if economic
growth accelerates. Our strategy remains intact as we believe there
remains significant opportunity for continued market share capture.

We expect 2012 to be a strong year overall for the Firm and remain
excited about our prospects. Overall, the demand for our services
continues to improve and we expect continued revenue growth.
We also expect gross margin and operating margin improvement
in 2012, though overall improvements will be negatively impacted
by increasing payroll tax related costs as states continue to raise
unemployment insurance rates and wage bases in an effort to
replenish their depleted unemployment funds. Given the harsh
realities of many states’ balance sheets, we would expect this trend
to continue for the foreseeable future.

We also now have more than a full year of data and visibility into
our Key Performance Indicators through the Firm’s new reporting
vehicle, AMP! (Actions Maximizing Performance). This tool,
internally developed by Kforce, provides a real-time dashboard into
our associates’ activity levels, that is invaluable to us in managing
and incentivizing our teams to achieve success.

Looking at our business by service line: Tech flex is our largest
business unit and represents approximately 55% of total Firm
revenues. Tech flex revenues increased 13.1% Q4 of 2011 over Q4 of
2010 and increased 16.1% for the year 2011 over 2010. The candidate
pool for technology consultants in particular is very tight. Maintaining
a pipeline and finding candidates through passive recruiting and
social media is a necessity. We look to continue demand for our Tech
flex business with the goal of further taking market share.

Revenues for our Finance and Accounting flex business, which
represent approximately 20% of our total revenues, increased 17.3%
forthe year 2011 over 2010. While we saw a decline in activity in lower
bill rate positions, inclusive of the mortgage-related assignments,
which constitutes approximately 17% of our FA business and was
very strong last year, overall demand for our core FA business remains
intact. We would expect the mortgage portion to continue to
experience volatility in this area based upon changes in the housing
and mortgage market. Taken as a whole, our FA unit continues to
perform well, and we see opportunity to take market share.

Revenues for our HIM business increased 19% for the year 2011
over 2010. Our HIM flex revenues were at record levels and revenue
trends continue to be promising as hospital spend continues to
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improve, particularly in the project services and remote coding
areas. This business has grown more quickly than all of our other
businesses over the past year and has now experienced seven
straight quarters of growth. We believe in the long-term demand
for this profitable business and in particular, opportunities that
are evolving for both HIM and Tech flex with clients transitioning
to electronic medical records and with the pending mandated
adoption of ICD-10. While there is an increasing likelihood of an
extension of the original November 2013 mandated deadline for
the implementation of ICD-10, we remain very positive on our
outlook for this business.

Revenues for Kforce Government Solutions decreased 0.2% Q4 of
2011 over Q4 of 2010. We believe we have made significant progress
in repositioning this profitable unit for success. Government
contractors continue to see the negative impacts of the challenging
federal procurement environment and funding cuts. As a result,
revenue visibility remains limited though we believe with our diverse
and quality sales pipeline, we may take market share in this project-
based business. However, negative revenue profitability trends in
this business could result in a non-cash impairment charge on this
unit’s intangible assets.

Perm revenues increased 13.1% in 2011 over 2010. We continue
to make measured investments in our Field and NRC Search teams
to support this revenue stream.

During 2011, due to the significant demand for its resources driven
by large increases in job order flow, a key focus of the NRC was on
enhancing and refining its assignment prioritization processes and
tools. We have already seen positive results on this front. Currently,
approximately 30% of Technology and F&A revenue is being supported
by the NRC. Our field teams that highly leverage the NRC and the
related processes and tools are deriving real benefits and experiencing
higher fill rates. We expect continued process improvements in 2012
and should also see the benefits of increasing tenure within the NRC
as 55% of the team has now been with the Firm for greater than one
year. Though the Firm is already realizing significant benefits from the
NRC, we expect continued improvement in 2012 and future years.

The Firm provides consultants to approximately 3,000 clients at
any time. We have an extremely diversified revenue stream, with no
individual client constituting more than 3.5% of total revenues. Our
flexible model allows us to redeploy consultants in the industries
with the greatest demand for our services such as healthcare. Core
headcount increased 10.8% year over year. We expect to continue to
make selective investments in our sales associate headcount as we
achieve certain performance metrics. Revenue per employee is now
2.7% higher than a year ago.
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Subsequent to the end of our fiscal year, on March 30, 2012,
we completed the sale of our Clinical Research business for $50
million. We did so after an extensive review of our business and of
the changing landscape in the pharmaceutical industry. We believe
selling our Clinical Research business will reduce our operational
complexities and help us concentrate on our core service offerings.
We believe strong demand in our Tech, FA and HIM businesses
should allow us to replace the lost revenue from our Clinical
Research business over the next 12 months. We intend to use the
net proceeds from the sale to reduce outstanding debt.

We performed well in 2011 and are poised for success as we
embark on our new three-year strategic plan. We believe our
diversified service offerings, fortified by our tenured field teams and
our National Recruiting Center and Strategic Account Executives,
will result in continued revenue growth as we move further
through this economic recovery. In addition, 2012 marks the year
we proudly celebrate the 50th anniversary of our founding in 1962.
While the pace of change today is unprecedented, we remain
committed to the Firm’s core mission and values. As we embark
on our expedition to “Attack the Summit” during the next three
years, our priorities are a continuing relentless focus on retaining
our great people and improving client satisfaction, while driving
continued profitable revenue growth. We appreciate your interest
in and support for Kforce. Thanks to each and every member of
our field and corporate teams, and to our shareholders, clients and
consultants for allowing us the privilege of serving you.

William L. Sanders
President

David L. Dunkel
Chairman and
Chief Executive Officer



SELECTED FINANCIAL DATA

The information set forth below is not necessarily indicative of the results of future operations and should be read in conjunction with
Kforce’s Consolidated Financial Statements and the related notes thereto incorporated into this Annual Report, hereinafter collectively
referred to as “Consolidated Financial Statements.”

Years Ended December 31, 2011 2010 2009 2008 (1) 2007
(In thousands, except per share amounts)
Net service revenues $1,110,919 $990,807 $910,136 $997,017 $972,781
Gross profit 346,303 312,414 285,979 344,651 352,023
Selling, general and administrative expenses 288,981 265,183 251,268 415,884 272,335
Depreciation and amortization 12,694 12,611 11,673 13,824 14,487
Other expense, net 1,317 1,296 1,145 2,136 4422
Income (loss) from continuing operations,

before income taxes 43,311 33,324 21,893 (87,193) 60,779
Provision for income taxes 16,155 12,690 9,020 1,928 23,856
Income (loss) from continuing operations 27,156 20,634 12,873 (89,121) 36,923
Income from discontinued operations,

net of income taxes — — — 5,013 3,444
Net income (loss) $ 27,156 $ 20,634 $ 12,873 $ (84,108) S 40,367
Earnings (loss) per share—basic,

continuing operations $0.72 $0.52 $0.33 $(2.26) $0.90
Earnings (loss) per share—diluted,

continuing operations $0.70 $0.51 $0.33 $(2.26) $0.87
Earnings (loss) per share—basic $0.72 $0.52 $0.33 $(2.13) $0.98
Earnings (loss) per share—diluted $0.70 $0.51 $0.33 $(2.13) $0.95
Weighted average shares outstanding—basic 37,835 39,480 38,485 39,471 41,308
Weighted average shares outstanding—diluted 38,831 40,503 39,330 39,471 42,294
As of December 31, 2011 2010 2009 2008 (1) 2007
(In thousands)
Working capital $ 103,075 S 64,878 $ 57,924 $ 60,302 $ 95,348
Total assets $ 409,672 $391,044 $339,825 $350,815 $476,136
Total outstanding borrowings—Credit Facility $ 49,526 $ 10,825 $ 3,000 S 38,022 $ 50,330
Total long-term liabilities $ 93,393 S 36,904 $ 33,887 $ 59,528 $ 78,102
Stockholders’ equity $ 233,115 $253,817 $226,725 $205,843 $312,468

(1) Kforce recognized a goodwill and intangible asset impairment charge of $129.4 million during 2008. The tax benefit associated with this impairment charge was $14.2 million,
resulting in an after-tax impairment charge of $115.2 million.

The acquisition of dNovus was made during the three months ended December 31, 2008. The results of operations for this acquisition have
been included in our Consolidated Financial Statements since the acquisition date. During the three months ended June 30, 2008, Kforce
sold its Scientific and per-diem Nursing business and completed efforts to wind down the remaining operations of its non per-diem Nursing
business. As a result, the results of operations of Scientific and Nursing have been presented as discontinued operations for the years ended
December 31,2008 and 2007.
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STOCK PRICE PERFORMANCE

The following graph is a comparison of the cumulative total returns for Kforce common stock as compared with the cumulative total return
forthe NASDAQ Stock Market (U.S.) Index and the average performance of our 2011 Industry Peer Group (as listed below). Kforce’s cumulative
return was computed by dividing the difference between the price of Kforce common stock at the end of each year and the beginning of the
measurement period (December 31, 2006 to December 31,2011) by the price of Kforce common stock at the beginning of the measurement
period. Cumulative total return for the peer group companies and the NASDAQ include dividends in the calculation of total return and are
based upon an assumed $100 investment on December 31, 2006, with all returns weighted based on market capitalization at the end of each
discrete measurement period. The comparisons in the graph below are based on historical data and are not intended to forecast the possible
future performance of Kforce’s common stock. For purposes of the stock price performance graph below, Kforce has been excluded from the
industry peer group.
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tnvestment of $100 on December 31, 2006 2006 2007 2008 2009 2010 2011
Kforce Inc. 100.0 80.1 63.1 102.7 132.9 101.3
NASDAQ Stock Market (Composite) 100.0 109.8 65.3 93.9 109.8 107.9
Industry Peer Group 100.0 70.9 50.5 63.1 73.2 64.1
2011 Industry Peer Group:
AMN Healthcare Services Inc Resources Connection, Inc.
CDI Corporation Robert Half International Inc.
Ciber, Inc. SFN Group, Inc.
Kelly Services, Inc. Volt Information Sciences, Inc.

On Assignment, Inc.

The industry peer group is one of the building blocks of executive compensation evaluation by providing our Compensation Committee
fact-based data and providing insight into external compensation practices. The industry peer group provides information about pay
magnitude, pay practices and performance comparison. The primary criteria for peer group selection include peer company customers,
revenue footprint, geographical presence, talent, capital, size, complexity of operating model and annual revenues.

There was no change in the industry peer group between 2010 and 2011. For purposes of calculating the 2011 Industry Peer Group stock
price performance for 2011, SFN Group, Inc. was removed as it was acquired during September 2011 by Ranstad Holding nv.
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MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND
ISSUER PURCHASES OF EQUITY SECURITIES

Market Information

Our common stock trades on the NASDAQ Global Select Market under the symbol “KFRC.” The following table sets forth, for the periods
indicated, the high and low intra-day sales price of our common stock, as reported on the NASDAQ Global Select Market. These prices represent
inter-dealer quotations without retail markups, markdowns or commissions, and may not represent actual transactions.

Three Months Ended March 31, June 30, September 30, December 31,
2011
High $19.23 $18.56 $15.04 $14.11
Low $15.86 $12.14 $ 8.12 $ 9.42
2010
High $16.04 $16.25 $14.51 $17.10
Low $12.32 $11.92 $ 9.80 $13.04

From January 1, 2012 through March 6,2012, the high and low intra-day sales price of our common stock was $14.56 and $12.01, respectively.
On March 6, 2012, the last reported sale price of our common stock on the NASDAQ Global Select Market was $14.03 per share.

Holders of Common Stock
On March 6, 2012, there were approximately 196 holders of record.

Dividends

Since the initial public offering in 1995, Kforce has not paid any cash dividends on its common stock and has no current intention to do so.
Kforce is not restricted under its Credit Facility from paying dividends.

QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

In addition to the risks inherent in its operations, Kforce is exposed to certain market risks, primarily changes in interest rates. The sensitivity
analysis presented below for our Credit Facility is based on a 10% change in interest rates. This change is a hypothetical scenario and is used to
calibrate potential risk and does not represent our view of future market changes.

As of December 31, 2011, we had $49.5 million outstanding under our Credit Facility. Our weighted average effective interest rate on our
Credit Facility was 1.80% at December 31, 2011. A hypothetical 10% increase in interest rates in effect at December 31, 2011 would have the
effect of increasing annualized interest expense on borrowings outstanding as of December 31, 2011 by $0.1 million.

We do not believe that we have a material exposure to fluctuations in foreign currencies because our international operations represented
approximately 2% of net service revenues for the year ended December 31, 2011, and because our international operations’ functional currency
is the U.S. Dollar. However, Kforce will continue to assess the impact which currency fluctuations could have on our operations going forward.
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BUSINESS OVERVIEW

Company Overview

We are a national provider of professional and technical specialty staffing
services and solutions and operate through our corporate headquarters in
Tampa, Florida as well as our 62 field offices, which are located throughout
the United States, and an office in Manila, Philippines. Kforce, a Florida
corporation, was incorporated in 1994 but its predecessor companies, Source
Services Corporation and Romac & Associates, Inc. have been providing
staffing services since 1962. Kforce completed its Initial Public Offering in
August 1995.

We provide our clients staffing services and solutions through five
operating segments: Technology (“Tech”), Finance and Accounting (“FA”),
Clinical Research (“KCR”), Health Information Management (“HIM”) and
Government Solutions (“GS”). Kforce organizes and manages its Tech
and FA segments on a regional basis: Atlantic, North and West. Our Tech
segment includes the results of Kforce Global Solutions, Inc. (“Global”), a
wholly-owned subsidiary, which has an office in the Philippines. We believe
this operational alignment supports a more customer-centric organization,
leverages our best leaders, leverages client relationships across functional
offerings, and streamlines the organization by placing senior management
closer to the customer. Our KCR and HIM segments, which were aggregated
in previous filings as Health and Life Sciences, are reported as separate
operating segments for 2011 due to recent and then-projected economic
dissimilarities including revenue and gross profit trends, operating
environment, and business drivers. KCR, HIM and GS segments are organized
and managed by specialty because of the unique operating characteristics
of each business.

The following charts depict the percentage of our total revenues for each
of our segments for the years ended December 31,2011, 2010 and 2009:

Tech

We provide both temporary staffing and permanent placement services
to our clients, focusing primarily on areas of information technology
including, but not limited to, systems/applications programmers and
developers, senior-level project managers, systems analysts, enterprise data
management and e-business and networking technicians. The average bill
rate for our Tech segment for 2011 was approximately $63.00 per hour.
Our Tech segment provides service to clients in a variety of industries
with a strong footprint in healthcare, financial services and government
integrators. A recent report published by Staffing Industry Analysts (“SIA”)
stated the ideal climate has been created for continued growth in the
information technology staffing market resulting from a shortage of
information technology workers with specialized skills and a demand for
technical projects. The report anticipates that 2012 revenues generated
from U.S. temporary staffing in the technology sector will surpass the prior
peak set in 2000 during the height of the dot-com boom. The U.S. Bureau of
Labor Statistics (“BLS”) lists computer systems design and related services
among the fastest-growing industries reflecting the continuing demand for
the high-level skills that are needed to keep up with changes in technology.



the Federal Government will delay the required implementation date for the
ICD-10 diagnostic and procedural coding system for an unspecified period
of time. An announcement from the DHHS as to a new implementation
date is pending. As with KCR, a substantial portion of the sales, account
management and recruiting functions for the HIM segment is provided out
of our corporate headquarters.

GS

The Federal Government is one of the largest consumers of information
technology, spending approximately $79 billion in 2011 and budgeted to
spend approximately $81 billion in 2012. Our GS segment provides Tech and
FA professionals to the Federal Government, primarily as a prime contractor.
GS also serves as a subcontractor to prime contractors, and we believe that
ourability to source professional candidates for assignments, in combination
with our prime contractor relationships, will allow us to pursue additional
opportunities in this sector. GS offers integrated business solutions to its
customers in areas such as: information technology, data and knowledge
management, research and development, financial management and
accounting, among other areas. Substantially all GS services are supplied to
the Federal Government through field offices located in the Washington,
D.C. and San Antonio, Texas areas. In 2011, GS began to offer its business
solutions to the commercial sector in an effort to leverage existing skill sets
within GS, thereby, diversifying its revenue stream. We believe the additional
focus on the commercial sector will provide GS with the ability to better
manage its risk and promote long-term growth of revenues.

Types of Staffing Services

Kforce’s staffing services consist of temporary staffing services (“Flex”)
and permanent placement services (“Search”). For the three years ended
December 31,2011, Search represented 4.0%, 4.0% and 3.1% of total Kforce
revenue, respectively.

Flex

We provide our clients with qualified individuals (“consultants”) on
a temporary basis when it is determined that the consultants have the
appropriate skills and experience and are “the right match” for our clients.
Our success is dependent upon our employees’ (“associates”) ability to:
(1) understand and acknowledge the clients’ needs; (2) determine and
understand the capabilities of the consultants being recruited; and (3) deliver
and manage the client-consultant relationship to the satisfaction of both
our clients and our consultants. Proper execution by our associates and our
consultants directly impacts the longevity of the assignments and increases
the likelihood of being able to generate repeat business with our clients.

Flex revenues are driven by the number of total hours billed and established
bill rates. Flex gross profit is determined by deducting consultant pay, benefits
and other related costs from Flex revenues. Flex associate commissions, related
taxes and other compensation and benefits as well as field management
compensation are included in Selling, General and Administrative expenses
(“SG&A”), along with administrative and corporate compensation. The Flex
business model involves attempting to maximize the number of consultant
hours and bill rates, while managing consultant pay rates and benefit costs, as
well as compensation and benefits for our core associates. Flex revenues also
include solutions provided through our GS segment. These revenues involve
providing longer-term contract services to the customer primarily on time-
and-materials, fixed-price, and cost-plus bases.

Search

The Search business is a significantly smaller, yet important, part of
our business that involves locating qualified individuals (“candidates”) for
permanent placement with our clients. We primarily perform these searches
on a contingency basis; thus, fees are only earned if the candidates are
ultimately hired by our clients. The typical structure for search fees is based

upon a percentage of the placed individual’s annual compensation in their
first year of employment, which is known at the time of placement. We
recruit permanent employees from our Flex consultant population, from
the job boards, from our associates’ networks, social media networks and
from passive candidates we identify who are currently employed and not
actively seeking another position. Also, there are occasions where consultants
are initially assigned to a client on a Flex basis and later are converted to a
permanent placement, for which we also receive a Search fee (referred to as
“conversion revenue”). We target clients and recruits for both Flex and Search
services, which contributes to our objective of providing integrated solutions
for all of our clients’ human capital needs.

Search revenues are driven by placements made and the resulting fees
billed and are recognized net of an allowance for “fallouts,” which occur
when placements do not complete the applicable contingency period.
Although the contingency period varies by contract, it is typically 90 days or
less. This allowance for fallouts is estimated based upon historical experience
with Search placements that did not complete the contingency period. There
are no consultant payroll costs associated with Search placements, thus all
Search revenues increase gross profit by a like amount. Search associate
commissions, compensation and benefits are included in SG&A.

Business Strategy
The key elements of our business strategy include the following:

Retain our Great People. A significant focus of Kforce is on the retention
of our tenured and top performing associates. We ended fiscal 2011 with a
highly tenured management team and field sales team, which we believe
will continue to enhance our ability to achieve future profitable growth.

Continue to Develop and Optimize our NRC. We believe our centralized
NRC offers us a competitive advantage and that the NRC is particularly
effective at increasing the quality and speed of delivery services to our
clients, specifically Strategic Accounts as well as other demands for high
volume staffing. The NRC identifies and interviews active candidates from
nationally contracted job boards, Kforce.com, as well as other sources,
then forwards qualified candidates to Kforce field offices to be matched to
available positions. The NRC primarily supports our Tech and FA segments
but is also expanding its support of our KCR, HIM and GS segments. Due
to the significant demand for its resources, the optimization of the NRC in
2011 was a significant priority for the Firm, specifically its contribution to
total Firm revenues through an intense focus on job order prioritization. A
continuing focus will be on retention, training, ramping and development,
which we expect will: (i) significantly enhance the performance of the NRC
in meeting demand through additional contribution; (i) enhance our efforts
to support future growth and (jii) expand the NRC as our revenues increase.

Focus on our Strategic Accounts. A focus of Kforce is in cultivating
relationships with large clients, both in terms of annual revenues and
geographic dispersion. For each of our Strategic Accounts, Kforce assigns a
Strategic Account Executive who is responsible for managing all aspects of
our client relationship.

Optimization of Flex Margins. As a result of the increases in statutory
payroll taxes in recent years, particularly the Federal Unemployment Tax Act
(“FUTA”) and the State Unemployment Tax Act (“SUTA”), we face increased
challenges to maintain margins for consultants on assignment with both
new and existing customers. We intend to address these challenges through
the implementation of select bill rate increases as well as close management
of consultant pay rates.

Encourage Employee Achievement. We focus on promoting and
maintaining a quality-focused, results-oriented culture. Our field associates
and corporate personnel are given incentives (which include competitions
with significant prizes, incentive trips and internal recognition, in addition
to bonuses) to encourage achievement of Kforce’s corporate goals and
high levels of service. During 2010, we implemented and went live with
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a business intelligence tool referred to as AMP!, which is an acronym for
Actions Maximizing Performance, and expanded the platform in 2011 to
include functionality for the NRC and SA teams. This metrics-based system
has provided, and we expect will continue to provide, associates with current
and historical performance measures relative to their Kforce peers, which
we believe fuels healthy competition and assists associates in reaching their
highest performance levels.

Focus on Value-Added Services. We focus on providing specialty staffing
services and solutions to our clients. The placement of highly skilled
personnel requires operational and technical skill to effectively recruit
and evaluate personnel, match them to client needs, and manage the
resulting relationships. We believe this strategy will serve to balance the
desire for optimal volume, rate, effort and duration of assignment, while
ultimately maximizing the benefit for our clients, consultants and the Firm.
We concentrate resources among Tech, FA, KCR, HIM and GS to the areas
of highest anticipated demand to adapt to the ever-changing landscape
within the staffing industry. We believe our historical focus in these
markets, combined with our staff's operating expertise, provides us with a
competitive advantage.

Build Long-Term, Consultative Relationships. We believe we have
developed long-term relationships with our clients by repeatedly providing
solutions to their specialty staffing requirements. We strive to differentiate
ourselves by working closely with our clients to understand their needs and
maximize their return on human assets. In addition, Kforce’s ability to offer
flexible staffing services, coupled with our permanent placement capability,
offers the client a broad spectrum of specialty staffing services. We believe
this ability enables Kforce to emphasize consultative rather than just
transactional client relationships, and therefore facilitates the expansion of
our share of our clients’ staffing needs.

Achieve Extensive Client Penetration. Our client development process
focuses on contacts with client employees responsible for staffing decisions.
Contacts are made within functional departments and at different
organizational levels within our client companies. Our associates are
trained to develop a thorough understanding of each client’s total staffing
requirements with a view to expand our share of our clients’ staffing needs.

Recruit High-Quality Consultants. We place great emphasis on recruiting
qualified consultants. We believe we have a recruiting advantage over our
competitors who lack the ability to offer candidates flexible and permanent
opportunities. We frequently place candidates seeking permanent
employment in flexible assignments until a permanent position becomes
available, as well as convert temporary candidates into permanent
employees of our client companies.

Leveraged Infrastructure. A significant focus for Kforce is the continuous
advancement of its front-end and back office technology infrastructure
to improve efficiency and maintain a leveraged platform. We believe our
continuous enhancement of our back office system software provides a
competitive advantage through the enhancement of the efficiency and
performance of our sales and delivery functions. We continue to focus on
the continual improvement of our front-end systems and our back office
systems, including our time collection and billing systems.

Industry Overview

We serve Fortune 1000 companies, the Federal Government, state and
local governments, local and regional companies, and small to mid-sized
companies. Our 10 largest clients represented 24.9% of revenues and no
single customer accounted for more than 4.8% of revenues for the year
ended December 31, 2011. The specialty staffing industry is made up of
thousands of companies, most of which are small local firms providing
limited service offerings to a relatively small local client base. We believe
Kforce is one of the 10 largest publicly-traded specialty staffing firms in the

8 KFORCE INC. AND SUBSIDIARIES

United States. According to a recent report by SIA, 98 companies reported
at least $100 million in U.S. staffing revenues in 2010. Competition in a
particular market can come from many different companies, both large
and small. We believe, however, that our geographic presence, diversified
service offerings, centralized NRC, SA team, focus on consistent service
and delivery and effective job order prioritization, all provide a competitive
advantage, particularly with clients that have operations in multiple
geographic markets. In addition, we believe that our diversified portfolio of
service offerings is primarily concentrated in areas with significant growth
opportunities in both the short and long term.

Based upon previous economic cycles experienced by Kforce, we believe
that times of sustained economic recovery generally stimulate demand for
substantial additional U.S. workers and, conversely, an economic slowdown
results in a contraction in demand for additional U.S. workers. We also
believe that Flex demand generally increases before demand for permanent
placements increases given that companies tend to prefer a flexible staffing
model in the early stages of an economic recovery to ensure its sustainability.
From an economic standpoint, temporary employment figures and
trends are important indicators of staffing demand, which increased in
2011. The penetration rate (the percentage of temporary staffing to total
employment), increased slightly in 2011 after growing significantly in 2010.
While we believe the macro-employment picture continues to be relatively
weak with the unemployment rate at 8.5% as of December 2011, non-farm
payroll expanded by 200,000 jobs in December 2011. Additionally, non-
farm payroll growth remained positive for 15 consecutive months through
December 2011. If the penetration rate of temporary staffing experiences
growth in the coming years, which is anticipated by some economists and
analysts, we believe that our Flex revenues can grow significantly even in
a relatively modest growth macro-economic environment. Management
remains cautiously optimistic about the growth prospects of the temporary
staffingindustry, the penetration rate and in particular our revenue portfolio.

According to an industry report, the United States temporary staffing
industry generated estimated revenues of $94.5 billion in 2008, $71.2 billion
in 2009 and $80.0 billion in 2010; with projected revenues of $87.8 billion
in 2011 and $93.8 billion in 2012. Of course, no reliable predictions can
be made about the general economy, the staffing industry as a whole, or
specialty staffing in particular.

Although the results of operations in the GS segment were anticipated
to have better long-term growth stability during variable economic cycles,
we believe our GS segment was significantly impacted in 2011 by the
political landscape, including the U.S. Congress’s inability to pass the 2011
U.S. federal budget and its continuing to operate under a series of seven
continuing resolutions thereby continuing funding at or less than 75%
of 2010 levels, and the macro-economic environment. The GS segment
has been adversely impacted by delays in the timing of project awards,
uncertainty about the funding levels of various programs and agencies
within the Federal Government. Additionally, the Continuing Resolution
Authority (“CRA”) for the Federal Government’s budget limits government
agencies, unless specifically authorized otherwise in the CRA, to only
spend up to 75% of the Federal Government’s previous fiscal year budget.
Further impacting 2011, modifications to the Federal Acquisition Reform
Act of 1996 redirected funds to small business set-asides away from larger
prime contractors and emphasized a lower-cost strategy as compared
to a best-value approach. The U.S. Congress'’s inability to pass the 2011
U.S. federal budget and its continuing to operate under a series of seven
CRAs thereby continuing funding at or less than 75% of 2010 levels may
negatively impact the GS segment’s 2012 performance. Despite the
near-term challenges, however, we remain optimistic concerning the GS
segment’s long-term prospects.



MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL
CONDITION AND RESULTS OF OPERATIONS

The following Management’s Discussion and Analysis of Financial
Condition and Results of Operations (“MD&A”) is intended to help the
reader understand Kforce, our operations and our present business
environment. MD&A is provided as a supplement to—and should
be read in conjunction with—our Consolidated Financial Statements
and the accompanying notes thereto contained in this Annual Report
as well as the Business Overview for an overview of our operations
and business environment. This overview summarizes the structure
of our MD&A, which includes the following sections:

« Executive Summary—an executive summary of our results of
operations for 2011.

« Critical Accounting Estimates—a discussion of the accounting
estimates that are most critical to fully understanding and
evaluating our reported financial results and that require
management’s most difficult, subjective or complex judgments.

« New Accounting Standards—a discussion of recently issued
accounting standards and their potential impact on our
Consolidated Financial Statements.

* Results of Operations—an analysis of Kforce’s consolidated
results of operations for the three years presented in its
Consolidated Financial Statements. In order to assist the reader
in understanding our business as a whole, certain metrics are
presented for each of our segments.

« Liquidity and Capital Resources—an analysis of cash flows, off-
balance sheet arrangements, stock repurchases and contractual
obligations and commitments and the impact of changes in
interest rates on our business.

EXECUTIVE SUMMARY

The following is an executive summary of what Kforce believes
are important 2011 highlights, which should be considered in the
context of the additional discussions herein and in conjunction
with the Consolidated Financial Statements and notes thereto. We
believe such highlights are as follows:

+ Net service revenues increased 12.1% to $1,111.0 million in 2011
from $990.8 million in 2010. Net service revenues increased
15.9% for Tech, 17.3% for FA, 1.9% for KCR and 19.0% for HIM
and decreased 10.4% for GS.

- Flex revenues increased 12.1% to $1,066.4 million in 2011 from
$951.4 million in 2010.

« Search revenues increased 13.1% to $44.5 million in 2011 from
$39.4 million in 2010.

« Flex gross profit margin decreased 40 basis points to 28.3% in
2011 from 28.7% in 2010, primarily as a result of the increase in
statutory payroll costs, particularly relating to unemployment
taxes, which was partially offset by an increase in the spread
between our bill and pay rates. Flex gross profit margin increased
170 basis points for HIM and decreased 30 basis points for Tech,
60 basis points for FA, 60 basis points for KCR and 150 basis
points for GS.

+ SG&A as a percentage of revenues for the year ended December 31,
2011 was 26.0% compared to 26.8% in 2010.

+ Netincome increased 31.6% to $27.2 million in 2011 from $20.6
million in 2010.

« The total amount outstanding under the Credit Facility, which
was amended and restated in September 2011, increased $38.7
million to $49.5 million as of December 31, 2011 from $10.8
million as of December 31, 2010, which was primarily related to
the repurchase of common stock in the open market.

« During 2011, Kforce repurchased 5.7 million shares of common
stock in the open market at a total cost of approximately
$58.1 million.

- Diluted earnings per share increased 37.3% to $0.70 per share in
2011 from $0.51 per share in 2010.

CRITICAL ACCOUNTING ESTIMATES

Our Consolidated Financial Statements are prepared in accordance
with accounting principles generally accepted in the United States
(“GAAP”). In connection with the preparation of our Consolidated
Financial Statements, we are required to make assumptions and
estimates about future events, and apply judgments that affect
the reported amount of assets, liabilities, revenue, expenses and
the related disclosures. We base our assumptions, estimates and
judgments on historical experience, current trends, and other
factors that management believes to be relevant at the time our
Consolidated Financial Statements are prepared. On a regular
basis, management reviews the accounting policies, estimates,
assumptions and judgments to ensure that our Consolidated
Financial Statements are presented fairly and in accordance with
GAAP. However, because future events and their effects cannot
be determined with certainty, actual results could differ from our
assumptions and estimates, and such differences could be material.

Our significant accounting policies are discussed in Note 1—
“Summary of Significant Accounting Policies” to the Consolidated
Financial Statements, included in this Annual Report. Management
believes that the following accounting estimates are the most critical
to aid in fully understanding and evaluating our reported financial
results, and they require management’s most difficult, subjective or
complex judgments, resulting from the need to make estimates about
the effect of matters that are inherently uncertain.
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Description

Judgments and Uncertainties

Effect if Actual Results
Differ From Assumptions

ALLOWANCE FOR DOUBTFUL ACCOUNTS, FALLOUTS
AND OTHER ACCOUNTS RECEIVABLE RESERVES

See Note 1—"Summary of Significant
Accounting Policies” to the Notes to Consolidated
Financial Statements, included in this Annual
Report, for a complete discussion of our policies
related to determining our allowance for
doubtful accounts, fallouts and other accounts
receivable reserves.

GOODWILL IMPAIRMENT

We evaluate goodwill for impairment annually
or more frequently whenever events and
circumstances indicate that the carrying value of
the goodwill may not be recoverable. See Note 5—
“Goodwilland Other Intangible Assets” tothe Notes
to Consolidated Financial Statements, included in
this Annual Report for a complete discussion of the
valuation methodology employed.

We completed our annual assessment of
goodwill impairment as of December 31, 2011
using the methodology described therein and
determined there was no impairment.

The carrying value of goodwill as of
December 31, 2011 by reporting unit was $17.0
million, $8.0 million, $5.5 million, $4.9 million
and $102.6 million for the Tech, FA, KCR, HIM and
GS, respectively.

SELF-INSURED LIABILITIES

We are self-insured for certain losses related
to health insurance and workers’ compensation
claims. However, we obtain third-party insurance
coverage to limit our exposure to these claims.

When estimating our self-insured liabilities, we
consider a number of factors, including historical
claims experience, plan structure, internal claims
management activities, demographic factors
and severity factors. Periodically, management
reviews its assumptions to determine the
adequacy of our self-insured liabilities.

Our liabilities for health insurance and workers’
compensation claims as of December 31, 2011
were $3.5 million and $1.5 million, respectively.
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Kforce performs an ongoing analysis of factors
including recent write-off and delinquency
trends, changes in economic conditions, a specific
analysis of material accounts receivable balances
that are past due, and concentration of accounts
receivable among clients, in establishing its
allowance for doubtful accounts.

Kforce estimates its allowance for Search
fallouts based on our extensive historical
experience with the actual occurrence of fallouts.

Kforce estimates its reserve for future revenue
adjustments (e.g. bill rate adjustments, time card
adjustments, early pay discounts) based on our
historical experience.

We determine the fair value of our reporting
unitsusingwidelyacceptedvaluationtechniques,
including discounted cash flow, market multiple
analyses and market transactions analyses.
These types of analyses contain uncertainties
because they require management to make
significant assumptions and judgments
including: (i) an appropriate rate to discount the
expected future cash flows, (i) the inherent risk
in achieving forecasted operating results, (iii)
long-term growth rates, (iv) expectations for
future economic cycles, (v) market comparable
companies and appropriate adjustments thereto
and (vi) market multiples.

Itis our policy to conduct impairment testing
based on our current business strategy in light
of present industry and economic conditions, as
well as future expectations.

Our self-insured liabilities contain
uncertainties because management is required
to make assumptions and to apply judgment
to estimate the ultimate total cost to settle
reported claims and claims incurred but not
reported as of the balance sheet date.

We have not made any material changes in
the accounting methodology used to establish
our allowance for doubtful accounts, fallouts
and other accounts receivable reserves. As of
December 31, 2011 and 2010, the allowance was
1.4% and 2.6% as a percentage of gross accounts
receivable, respectively.

We do not believe there is a reasonable
likelihood that there will be a material change in
the future estimates or assumptions we use to
calculate our allowance for doubtful accounts.
However, if our estimates regarding estimated
accounts receivable losses are inaccurate, we
may be exposed to losses or gains that could be
material. A 10% difference in actual accounts
receivable losses reserved at December 31, 2011,
would have impacted our netincome for 2011 by
less than $0.1 million.

Although we do not believe that there is a
reasonable likelihood that there will be a material
change in the actual occurrence of fallouts, a 10%
difference in our actual fallout experience reserved
at December 31, 2011, would have impacted our
net income for 2011 by less than $0.1 million.

Impairment was not indicated for any of our
reporting units based on the results of the first
step of the goodwill impairment assessment as
of December 31, 2011. The fair value for Tech, FA,
KCR, HIM and GS reporting units exceeded their
carrying values by 52%, 81%, 68%, 60% and 9%,
respectively.

As a result of the 9% gap between the fair
value and carrying value of our GS reporting
unit, we performed a sensitivity analysis by
independently modifying the discount rate,
weighting of the income and market approaches,
long-term growth rate and forecasted operating
results. A deterioration in the assumptions noted
above could indicate impairment. However, we
do not believe there is a reasonable likelihood
that there will be a material change in the
future estimates or assumptions we use to test
for impairment losses on goodwill and other
intangible assets.

We have not made any material changes in the
accounting methodology used to establish our self-
insured liabilities during the past three fiscal years.

We do not believe there is a reasonable
likelihood that there will be a material change in
the estimates or assumptions we use to calculate
our self-insured liabilities. However, if actual
results are not consistent with our estimates or
assumptions, we may be exposed to losses or
gains that could be material.

A 10% change in our self-insured liabilities
related to health insurance and workers’
compensation as of December 31, 2011 would
have impacted our net income for 2011 by
approximately $0.5 million.



Description

Judgments and Uncertainties

Effect if Actual Results
Differ From Assumptions

STOCK-BASED COMPENSATION

We have stock-based compensation plans,
which includes options, stock appreciation
rights and unvested share awards and an
employee stock purchase plan. See Note 1—
“Summary of Significant Accounting Policies,”
Note10—"EmployeeBenefitPlans,”andNote12—
“Stock Incentive Plans” to the Notes to
Consolidated Financial Statements, included in
this Annual Report for a complete discussion of
our stock-based compensation programs.

We determine the fair value of our stock
option awards and stock appreciation rights
(“SARs”) at the date of grant using widely
accepted option-pricing models such as Black-
Scholes. We determine the fair market value
of our restricted stock (“RS”) and performance
accelerated restricted stock (“PARS”) based
on the closing stock price of Kforce’'s common
stock at the date of grant. We also utilize a
lattice model to determine the derived service
period for our SARs and PARS, which contain a
market condition.

DEFINED BENEFIT PENSION PLAN—U.S.

We have a defined benefit pension plan
that benefits certain named executive officers,
the Supplemental Executive Retirement Plan
(“SERP”) and a defined benefit postretirement
health plan, the Supplemental Executive
Retirement Health Plan (“SERHP”). See Note 10—
“Employee Benefit Plans” to the Notes to
Consolidated Financial Statements included in
this Annual Report for a complete discussion of
the terms of these plans.

ACCOUNTING FOR INCOME TAXES

See Note 3—"“Income Taxes” to the Notes to
Consolidated Financial Statements, included in
this Annual Report for a complete discussion of
the components of Kforce’s income tax expense
as well as the temporary differences that exist as
of December 31, 2011.

Option-pricing models and generally accepted
valuation techniques require management to
make assumptions and to apply judgment to
determine the fair value of our awards. These
assumptions and judgments include estimating
the future volatility of our stock price, expected
dividend yield, risk-free rates, future employee
turnover rates and future employee stock
option exercise behaviors. Changes in these
assumptions can materially affect the estimate
of fair value.

RS and PARS require management to make
assumptions regarding the likelihood of
achieving any performance conditions as well as
employee turnover rates.

SARs and PARS also have certain market
conditions, which are inherently difficult to
estimate but are modeled using a Monte Carlo
simulation model.

When estimating the obligation for our
pension and postretirement benefit plans,
management is required to make certain
assumptions and to apply judgment with
respect to determining an appropriate discount
rate, bonus percentage assumptions, expected
healthcare cost trends, applicability of healthcare
regulations and expected future compensation
increases for the participants in the plans, as
they apply to our plans.

Our consolidated effective income tax rate
is influenced by tax planning opportunities
availabletousinthevariousjurisdictionsinwhich
we conduct business. Significant judgment is
required in determining our effective tax rate
and in evaluating our tax positions, including
those that may be uncertain.

Kforce is also required to exercise judgment
with respectto the realization of our net deferred
tax assets. Management evaluates all positive
and negative evidence and exercises judgment
regarding past and future events to determine if
itis more likely than not that all of some portion
of the deferred tax assets may not be realized. If
appropriate, a valuation allowance is recorded
against deferred tax assets to offset future tax
benefits that may not be realized.

We do not believe there is a reasonable
likelihood that there will be a material change in
the future estimates or assumptions we use to
determine stock-based compensation expense.
However, if actual results are not consistent
with our estimates or assumptions, we may be
exposed tochangesin stock-based compensation
expense that could be material or the stock-
based compensation expense reported in our
financial statements may not be representative
of the actual economic cost of the stock-
based compensation.

A10%changeinourstock-based compensation
expense would have impacted our net income
for 2011 by approximately $1.1 million.

We do not believe there is a reasonable
likelihood that there will be a material change in
the estimates or assumptions we use to calculate
our obligation. However, if actual results are not
consistent with our estimates or assumptions,
we may be exposed to losses or gains that could
be material.

A 10% change in the discount rate used to
measure the net periodic pension cost for the
SERP and SERHP during 2011 would have had an
insignificant impact on our net income for 2011.

We do not believe that there is a reasonable
likelihood that there will be a material change in
our liability for uncertain income tax positions or
our effective income tax rate. However, if actual
results are not consistent with our estimates or
assumptions, we may be exposed to losses that
could be material. Kforce recorded a valuation
allowance of $0.1 million as of December 31, 2011
related primarily to state net operating losses.

A 0.50% change in our effective income
tax rate from continuing operations would
have impacted our net income for 2011 by
approximately $0.2 million.
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Net Service Revenues. The following table sets forth, as a percentage of net service revenues, certain items in our consolidated statements

of operations for the years ended:

December 31, 2011 2010 2009
Revenues by Segment:
Tech 56.2% 54.4% 51.4%
FA 19.8 189 179
KCR 9.5 10.5 119
HIM 6.2 5.8 6.2
GS 8.3 10.4 12.6
Net service revenues 100.0% 100.0% 100.0%
Revenues by Time:

Flex 96.0% 96.0% 96.9%
Search 4.0 4.0 3.1
Net service revenues 100.0% 100.0% 100.0%
Gross profit 31.2% 31.5% 31.4%
Selling, general and administrative expenses 26.0% 26.8% 27.6%
Income before income taxes 3.9% 3.5% 2.4%
Net income 2.4% 2.1% 1.4%

The following table details net service revenues for Flex and Search revenues by segment and changes from the prior year.
Increase Increase
(In thousands) 2011 (Decrease) 2010 (Decrease) 2009
Tech
Flex $ 606,238 16.1% $522,220 14.1% $457,544
Search 17,774 8.7% 16,346 59.0% 10,280
Total Tech $ 624,012 15.9% $538,566 15.1% $467,824
FA
Flex $ 194,359 17.2% $165,831 13.4% $146,186
Search 25,216 18.0% 21,365 28.2% 16,670
Total FA $ 219,575 17.3% $187,196 14.9% $162,856
KCR
Flex $ 105,147 1.8% $103,282 (4.0)% $107,535
Search 1,025 18.1% 868 76.1% 493
Total KCR $ 106,172 1.9% $104,150 (3.6)% $108,028
HIM
Flex $ 68,181 19.7% $56,965
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While quarterly comparisons are not fully discussed herein, certain quarterly revenue trends are referred to in discussing annual
comparisons. Our quarterly operating results are affected by the number of billing days in a quarter, which is provided in the table below. This

2011 quarterly information is presented for this purpose only.

Three Months Ended
(In thousands, except Billing Days) December 31 September 30 June 30 March 31
Billing Days 61 64 64 63
Flex Revenues
Tech $156,543 $160,285 $149,997 $139,413
FA 50,926 L2(28HaEREORNER0 28802865 BRMZE22812003daEAM:!

Flex Revenues. The primary drivers of Flex revenues are the
number of consultant hours worked, the consultant bill rate per
hour and, to a limited extent, the amount of billable expenses
incurred by Kforce.

Flex revenues for our largest segment, Tech, have been
particularly strong compared to previous economic recoveries,
which we believe is primarily a result of candidate skill sets that are
in demand, our great people and our operating model. We believe
that our operating model allows us to deliver our service offerings
in a disciplined and consistent manner across all geographies and
business lines. This operating model includes our NRC, which we
believe has been highly effective in increasing the quality and
speed of delivery of services to our clients, particularly our Strategic
Accounts. We expect to see continued growth in 2012 within our
Tech segment.

Our FA segment experienced an increase in net service revenues
of 17.3% during the year ended December 31, 2011 compared
to 2010. According to a recent SIA report, the overall finance and
accounting segment is expected to experience a deceleration of
growth to 8% in 2012 from 10% in 2011. Consistent with Tech, we
believe that the success of our FA segment has been enabled by our
NRC, which has been particularly effective in meeting the demand
of our Strategic Accounts. We expect to see continued growth in
2012 within our FA segment.

Net service revenues for KCR and HIM increased 1.9% and 19.0%,
respectively, for the year ended December 31, 2011 compared to
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2010. KCR continued to be impacted by structural changes in the
outsourcing strategies of large pharmaceutical companies and
delays in hiring activity resulting from several mergers within
this sector and a trend of the large pharmaceutical companies
to narrow their vendors. The single largest client within the KCR
segment for the year ended December 31, 2011 has informed us
that it intends to migrate substantially all of services performed
by KCR to other vendors. This migration could be complete as early
as December 2012. We are currently reassessing KCR’s competitive
position and, given the changing landscape in the pharmaceutical
industry, we are exploring all strategic alternatives for our KCR
business, including, without limitation, a possible sale, possible
joint ventures to enable us to provide international services,
possible acquisitions and the possibility of continuing to operate
our KCR business on its present course while we observe and react
to industry developments.

Net services revenues for HIM experienced continued growth
as hospital census and spending continued to increase. We expect
to see continued growth in 2012 within HIM driven primarily by
requirements and deadlines related to ICD-10 conversion and
electronic health recordsimplementation. On February 16,2012, the
Department of Health and Human Services (“DHHS”) announced
that the Federal Government will delay the implementation date
for the ICD-10 diagnostic and procedural coding system for an
unspecified period of time, which we do not expect will have a
material adverse affect on HIM.



Our GS segment experienced a decrease of 10.4% in net service
revenues for the year ended December 31, 2011 as compared to
2010. We believe this decline is primarily a result of the political
landscape, including the U.S. Congress’s inability to pass the 2011
U.S. federal budget and its continuing to operate under a series of
seven continuing resolutions thereby continuing funding at or less
than 75% of 2010 levels, and the macro-economic environment. The
GS segment has also been adversely impacted by delays in the timing
of project awards and the uncertainty about the funding levels of
various programs and agencies within the Federal Government.
Additionally, the CRA for the Federal Government’s budget limits
government agencies, unless specifically authorized otherwise
in the CRA, to only spend up to 75% of the Federal Government'’s
previous fiscal year budget. Further impacting 2011, modifications
to the Federal Acquisition Reform Act of 1996 has redirected funds
to small business set-asides away from larger prime contractors
and emphasized a lower-cost strategy as compared to a best-value

approach. The majority of our GS contracts contain an initial one-
year term with four option years, which are typically exercised. At
the end of this term, the contract award typically goes through a
competitive bidding process to retain the contract. During 2011 and
2010, management has focused its efforts on business development
activities, including bringing in new leadership at certain positions
and repositioning itself to focus on certain targeted federal agencies
and expanding the solutions offering to the commercial sector.
Management cannot predict the outcome of efforts to reduce
federal spending and whether these efforts will materially impact
the budgets of federal agencies that are clients of our GS segment.
Despite the current challenges, we expect net service revenues
within our GS segment to experience growth in 2012 as a result
of the repositioning of our GS segment to include commercial
opportunities and we continue to believe in the long-term prospects
of our GS segment.

The following table details total Flex hours for each segment and percentage changes over the prior period for the years ended December 31:

Increase Increase
(In thousands) 2011 (Decrease) 2010 (Decrease) 2009
Tech 9,615 15.4% 8,333 14.1% 7,304
FA 5,731 13.8% 5,037 15.1% 4,378
KCR 1,129 1.1% 1,117 (7.4)% 1,206
HIM 1,061 24.2% 854 12.4% 760
Total hours 17,536 14.3% 15,341 12.4% 13,648

The changes in billable expenses, which are included as a component of net services revenues, are primarily attributable to increases or
decreases in project work. Flex billable expenses for each of our segments were as follows for the years ended December 31:

Increase Increase
(In thousands) 2011 (Decrease) 2010 (Decrease) 2009
Tech $ 4,571 10.8% $ 4,126 3.6% $ 3,983
FA 641 71.4% 374 98.9% 188
KCR 9,430 23.2% 7,652 6.0% 7,219
HIM 5,955 (1.9)% 6,071 (10.7)% 6,797
GS 852 58.4% 538 (53.7)% 1,163
Total billable expenses $21,449 14.3% $18,761 (3.0)% $19,350

Search Fees. The increase or decrease in Search fees is primarily
attributable to the increase or decrease in the number of
placements as well as the average fee earned on each placement.
Search fees also include conversion revenues (conversions occur
when consultants initially assigned to a client on a temporary basis
are later converted to a permanent placement). Our GS segment
does not make permanent placements.

Search revenues increased 13.1% for the year ended December 31,
2011 compared to 2010. We believe the increase over the prior year
reflects clients who are selectively rebuilding staff after significant
reductions during the most recent economic recession. While Search
revenue is difficult to predict, we expect this trend may stabilize in
the near term.

Total placements for each segment were as follows for the years ended December 31:

Increase Increase
2011 (Decrease) 2010 (Decrease) 2009
Tech 1,212 8.4% 1,118 51.3% 739
FA 2,001 9.9% 1,820 26.1% 1,443
KCR 41 36.7% 30 11.1% 27
HIM 73 25.9% 58 (20.5)% 73
Total placements 3,327 9.9% 3,026 32.6% 2,282
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The average fee per placement for each segment was as follows for the years ended December 31:

Increase Increase
2011 (Decrease) 2010 (Decrease) 2009
Tech $14,665 0.3% $14,615 51% $13,911
FA 12,605 7.3% 11,742 1.7% 11,549
KCR 24,992 (13.6)% 28,919 58.4% 18,253
HIM 7,264 (47.2)% 13,758 4.7% 13,144
Total average placement fee $13,391 2.9% $13,013 4.6% $12,444

Gross Profit. Gross profit on Flex billings is determined by deducting the direct cost of services (primarily flexible personnel payroll wages,
payroll taxes, payroll-related insurance, and subcontractor costs) from net Flex service revenues. In addition, consistent with industry practices,
gross profit dollars from Search fees are equal to revenues, because there are generally no direct costs associated with such revenues.

The following table presents, for each segment, the gross profit percentage for the year as well as the increase or decrease over the
preceding period, as follows:

Increase Increase
2011 (Decrease) 2010 (Decrease) 2009
Tech 29.3% (1.3)% 29.7% 3.8% 28.6%
FA 37.4% (1.1)% 37.8% (0.5)% 38.0%
KCR 26.9% (1.8)% 27.4% 3.0% 26.6%
HIM 35.6% 3.5% 34.4% (4.4)% 36.0%
GS 30.7% (4.7)% 32.2% (10.1)% 35.8%
Total gross profit percentage 31.2% (1.0)% 31.5% 0.3% 31.4%

Changes in the amount of Search fees as a percentage of total revenues can significantly impact total gross profit percentage because
Search revenues contribute 100% to gross profit, as described previously. Given this dynamic, Kforce monitors the gross profit percentage as
a percentage of Flex revenues, which is referred to as the Flex gross profit percentage. This provides management with the necessary insight
into the other drivers of total gross profit percentage such as changes in volume evidenced by changes in hours billed for Flex and changes in
the spread between bill rate and pay rate for Flex.

The increase in Search gross profit from 2010 to 2011 was $5.2 million, composed of a $4.0 million increase in volume and a $1.2 million
increase in rate. The increase in Search gross profit from 2009 to 2010 was $11.0 million, composed of a $9.4 million increase in volume and

a $1.6 million increase in rate.

The following table presents, for each segment, the Flex gross profit percentage for the years ended December 31:

Increase Increase
2011 (Decrease) 2010 (Decrease) 2009
Tech 27.2% (1.1)% 27.5% 1.9% 27.0%
FA 29.2% (2.0)% 29.8% (3.6)% 30.9%
KCR 26.2% (2.2)% 26.8% 1.9% 26.3%
HIM 35.1% 5.1% 33.4% (4.3)% 34.9%
Gs 30.7% (4.7)% 32.2% (10.1)% 35.8%
Total Flex gross profit percentage 28.3% (1.4)% 28.7% (1.7)% 29.2%

The increase in Flex gross profit from 2010 to 2011 was $28.7
million, composed of a $33.0 million increase in volume and a $4.3
million decrease in rate. The increase in Flex gross profit from 2009
to 2010 was $15.4 million, composed of a $26.0 million increase in
volume and a $10.6 million decrease in rate.

The Flex gross profit percentage was negatively impacted during
the year ended December 31, 2011 by payroll taxes, particularly
the increase in unemployment taxes in 2011 as compared to 2010.
Payroll taxes, particularly unemployment taxes, are highest in the
first quarter of the year because employees have not yet earned
sufficient wages to exceed the basis on which taxes are payable, have
risen in recent years and may continue to rise and negatively impact
Flex gross profit. In addition, the new hire tax credit that arose as a
result of the Hiring Incentives to Restore Employment (HIRE) Act also
benefited the Flex gross profit percentage in 2010. This incentive
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expired at the end of 2010; therefore, there is no corresponding
benefit to the Flex gross profit percentage in 2011. Also negatively
impacting Flex gross profit has been the relative growth seen in
our Strategic Accounts, which traditionally have a lower gross profit
profile. A significant continued focus for Kforce is optimizing the
spread between bill rates and pay rates by providing our associates
with tools, economic knowledge and defined programs to drive
improvement in the effectiveness of our pricing strategy around the
staffing services we provide. We believe this strategy will serve to
balance the desire for optimal volume, rate, effort and duration of
assignment, while ultimately maximizing the benefit for our clients,
our consultants and Kforce. Kforce experienced an increase in the
spread between our bill and pay rates in 2011 as a result, we believe,
of this continued focus. We anticipate that our Flex gross profit
margin will increase slightly in 2012.



Selling, General and Administrative (“SG&A”) Expenses. For the years ended December 31,2011,2010 and 2009, total commissions, compensation,
payroll taxes, and benefit costs as a percentage of SG&A represented 86.5%, 83.6% and 82.1%, respectively. Commissions and related payroll
taxes and benefit costs are variable costs driven primarily by revenues and gross profit levels, and associate performance. Therefore, as gross
profit levels change, these expenses are also generally anticipated to change but remain relatively consistent as a percentage of revenues.

The following table presents these components of SG&A along with an “other” caption, which includes bad debt expense, lease expense,
professional fees, travel, telephone, computer and certain other expenses; as an absolute amount and as a percentage of total net service

revenues for the years ended December 31:

% of % of % of
(In thousands) 2011 Revenues 2010 Revenues 2009 Revenues
Compensation, commissions,
payroll taxes and benefits costs $250,073 22.5% $221,602 22.4% $206,315 22.7%
Other 38,908 3.5 43,581 4.4 44,083 4.8
Impairment charges — — — — 870 0.1
Total SG&A $288,981 26.0% $265,183 26.8% $251,268 27.6%

SG&A as a percentage of net service revenues decreased 80 basis
points in 2011 compared to 2010. This was primarily attributable to
the following:

- Decrease in professional fees of 0.5% of net service revenues, which
was primarily attributable to an accrual in 2010 for the expected
settlement of a class action lawsuit and related legal fees.

- Decrease in lease expense of 0.2% of net service revenues,
which was primarily attributable to the acquisition of our
corporate headquarters during May 2010, which eliminated any
future lease expense relating to this location.

- Decrease of 0.3% of net revenues within certain discretionary
expenses such as travel, telephone, meetings and conferences
and office-related expenses including postage and supplies as a
result of a focus on cost reduction and containment measures.

« Increase in compensation and benefits cost of 0.3% of net
service revenues, which was primarily attributable to an
increase in stock-based compensation expense.

- Increase in bad debt expense of 0.2% of net service revenues,
which was primarily attributable to continued positive
accounts receivable trends and a less substantial reduction in
the allowance for doubtful accounts in 2011.

As discussed above, our GS segment’s operations have been
adversely impacted by the U.S. Congress’s inability to pass the 2011
U.S. federal budget, delays in the contract procurement process,
Federal Government mandates to in-source certain positions that
were previously occupied by contractors. Kforce performed its
annual goodwill impairment analysis as of December 31, 2011,
which resulted in the fair value of the GS reporting unit exceeding
its carrying amount by 9%. A deterioration in the assumptions
discussed in Note 10—"Goodwill and Intangible Assets” to the
Notes to the Consolidated Financial Statements included in this
Annual Report, could result in a material impairment charge. As
of December 31, 2011 and 2010, goodwill allocated to the GS
reporting unit was $102.6 million.

Depreciation and Amortization. The following table presents depreciation and amortization expense by major category for the years ended
December 31,2011, 2010 and 2009 as well as the increases (decreases) experienced during 2010 and 2009:

Increase Increase
(In thousands) 2011 (Decrease) 2010 (Decrease) 2009
Fixed asset depreciation $ 4,197 11.1% S 3,777 19.3% $ 3,167
Capital lease asset depreciation 1,629 (8.5) 1,781 (14.5) 2,084
Capitalized software amortization 5,716 l6.1 4,925 11.3 4,426
Intangible asset amortization 1,152 (45.9) 2,128 6.6 1,996
Total depreciation and amortization $12,694 0.7% $12,611 8.0% $11,673

Fixed Asset Depreciation: The $0.4 million and $0.6 million
increase in 2011 and 2010, respectively, primarily relates to the
acquisition of Kforce’s corporate headquarters in May 2010.

Capitalized Software Amortization: The $0.8 million and $0.5
million increase in 2011 and 2010, respectively, primarily related
to the significant technology investments made by Kforce in 2011
and 2010.

Intangible Asset Amortization: The $1.0 million decrease in 2011
is primarily related to certain intangibles assets acquired in the
2008 acquisition of dNovus becoming fully amortized.

Other Expense, Net. Other expense, net was $1.3 million in 2011,
$1.3 millionin 2010 and $1.1 million in 2009, and consists primarily
of interest expense related to Kforce’s Credit Facility.

Income Tax Expense. Income tax expense as a percentage of
income before income taxes (our “effective rate”) for each of the
three years ended December 31, 2011, 2010 and 2009 was 37.3%,
38.1%, and 41.2%, respectively. The decrease in Kforce’s effective
rate for 2011 and 2010 is primarily a result of higher pretax net
income. In addition, Kforce’s effective rate for 2011 benefited from
the general business tax credit stemming from the HIRE act.
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Adjusted EBITDA. Adjusted EBITDA, a non-GAAP financial measure,
is defined as net income before discontinued operations, non-
cash impairment charges, interest, income taxes, depreciation and
amortization, and acceleration and amortization of stock-based
compensation expense. Adjusted EBITDA should not be considered
a measure of financial performance under GAAP. Items excluded
from Adjusted EBITDA are significant components in understanding
and assessing our past and future financial performance, and
this presentation should not be construed as an inference by us
that our future results will be unaffected by those items excluded
from Adjusted EBITDA. Adjusted EBITDA is a key measure used
by management to evaluate its operations including its ability
to generate cash flows and, consequently, management believes
this is useful information to investors. The measure should not
be considered in isolation or as an alternative to net income,
cash flows or other financial statement information presented in

the unaudited condensed consolidated financial statements as
indicators of financial performance or liquidity. The measure is not
determined in accordance with GAAP and is thus susceptible to
varying calculations. Also, Adjusted EBITDA, as presented, may not
be comparable to similarly titled measures of other companies.

Some of the items that are excluded also impacted certain
balance sheet assets, resulting in all or a portion of an asset being
written off without a corresponding recovery of cash we may have
previously spent with respect to the asset. In addition, although we
excluded stock-based compensation expense (which we expect to
continue toincur in the future) because it is a non-cash expense, the
associated stock issued may result in an increase in our outstanding
shares of stock, which may result in the dilution of our stockholder
ownership interest. We encourage you to evaluate these items and
the potential risks of excluding such items when analyzing our
financial position.

The following table presents Adjusted EBITDA results and includes a reconciliation of Adjusted EBITDA to net income for the years ended

December 31:

(In thousands, except per share amounts) 2011 Per Share 2010 Per Share 2009 Per Share
Net income $27,156 $0.70 $20,634 $0.51 $12,873 $0.33
Intangible assets impairment, pretax - - - — 870 0.02
Depreciation and amortization 12,694 0.33 12,611 0.31 11,673 0.30
Acceleration of PARS and SARs — — — — 3,624 0.09
Amortization of stock options and SARs - - — — 127 0.00
Amortization of RS and PARS 11,976 0.31 6,036 0.15 2,620 0.07
Interest expense and other 1,333 0.03 1,254 0.03 1,338 0.03
Income tax expense 16,155 0.42 12,690 0.31 9,020 0.23
Adjusted EBITDA $69,314 $1.79 $53,225 $1.31 $42,145 $1.07

LIQUIDITY AND CAPITAL RESOURCES

To meet our capital and liquidity requirements, we primarily rely on
operating cash flow as well as borrowings under our existing Credit
Facility. At December 31, 2011, Kforce had $103.1 million in working
capital compared to $64.9 million in 2010. Kforce’s current ratio
(current assets divided by current liabilities) was 2.2 at the end of
2011 and 1.6 at the end of 2010. As a result of the increase in Kforce’s
long-term debt, which was used primarily for $58.1 million open
market repurchases of common stock during 2011, our percentage of
borrowings under our Credit Facility to equity increased to 21.2% as
of December 31,2011 from 4.3% as of December 31, 2010.

Please see the accompanying Consolidated Statements of Cash
Flows for each of the three years ended December 31, 2011 for a
more detailed description of our cash flows. Kforce is principally
focused on achieving the appropriate balance in the following
areas of cash flow: (i) achieving positive cash flow from operating
activities; (ii) reducing the outstanding balance of our Credit
Facility; (iii) repurchasing our common stock; (iv) investing in our
infrastructure to allow sustainable growth via capital expenditures;
and (v) making strategic acquisitions.

We believe that existing cash and cash equivalents, cash flow from
operations, and available borrowings under our Credit Facility will
be adequate to meet the capital expenditure and working capital
requirements of our operations for at least the next 12 months.
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However, significant deterioration in the economic environment
or market conditions, among other things, could negatively impact
operating results and liquidity as well as the ability of our lenders to
fund borrowings. There is no assurance that: (i) our lenders will be
able to fund our borrowings or (i) if operations were to deteriorate
and additional financing were to become necessary, we would be
able to obtain financing in amounts sufficient to meet operating
requirements or at terms which are satisfactory and which allow us
to remain competitive.

Actual results could also differ materially from those indicated
as a result of a number of factors, including the use of currently
available resources for possible acquisitions and possible additional
stock repurchases.

The following table presents a summary of our cash flows from
operating, investing and financing activities, as follows:

Years Ended December 31,

(In thousands) 2011 2010 2009
Cash provided by (used in):
Operating activities $31,240 $28,590 S 42,696
Investing activities (10,090) (35,768) (6,039)
Financing activities (21,266) 5,421 (34,505)
Net (decrease) increase in
cash and cash equivalents ~ $ (116) $ (1,757) $ 2,152




Operating Activities

The significant variations in cash provided by operating activities
and net income are principally related to adjustments to net
income for certain non-cash charges such as the intangible asset
impairment charge, depreciation and amortization expense and
stock-based compensation. These adjustments are more fully
detailed in our Consolidated Statements of Cash Flows for the three
years ended December 31, 2011. Our largest source of operating
cash flows is the collection of trade receivables and our largest
use of operating cash flows is the payment of our employee and
consultant populations’ compensation, which includes base salary,
commissions and bonuses, and subcontractor costs.

Investing Activities

Capital expenditures have been made over the years on Kforce's
infrastructure as we anticipate growth in our business. Capital
expenditures during 2011, 2010 and 2009 were $6.5 million, $37.7
million and $3.8 million, respectively. The increase in cash used for
capital expenditures during the year ended December 31, 2010 was
primarily a result of the acquisition of our corporate headquarters
in May 2010 for a total purchase price, including acquisition-related
costs, of $28.9 million.

We expect to continue to selectively invest in our infrastructure
in order to support the expected future growth in our business.
Kforce believes it has sufficient cash and availability under its Credit
Facility to make any expected necessary capital expenditures in the
foreseeable future. In addition, we continually review our portfolio
of businesses and their operations in comparison to our internal
strategic and performance objectives. As part of this review, we may
acquire other businesses and further invest in, fully divest and/or
sell parts of our current businesses.

Financing Activities

During 2011, open market repurchases of common stock were
$58.1 million. There were no open market repurchases of common
stock in 2009 or 2010.

Credit Facility

On September 20, 2011, Kforce entered into a Third Amended and
Restated Credit Agreement, with a syndicate led by Bank of America,
N.A. The maximum borrowings available to Kforce under the Credit
Facility are limited to: (a) a revolving credit facility of up to $100
million (the “Revolving Loan Amount”) and (b) a $15 million sub-
limit included in the Credit Facility for letters of credit.
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of Directors approved an increase to the existing authorization for
repurchases of common stock by $75.0 million (exclusive of any
previously unused authorizations). As of December 31, 2011, $84.2
million remains available for future repurchases.

On December 30, 2010, Kforce filed a Form 8-K with the SEC
announcing that it had entered into a corporate stock repurchase
plan in accordance with Rule 10b5-1 of the Exchange Act, which
was effective from January 6, 2011 through February 11, 2011.
This corporate stock repurchase plan was subject to certain price,
market, volume and timing constraints which were specified in the

Contractual Obligations and Commitments

plan. Pursuant to this plan, Kforce repurchased 0.1 million shares
at a total purchase price of $1.7 million. Also, Kforce repurchased
0.2 million shares at a total purchase price of $3.4 million from
February 12,2011 through March 4, 2011.

On December 28, 2011, Kforce filed a Form 8-K with the SEC
announcing that it had entered into a corporate stock repurchase
plan in accordance with Rule 10b5-1 of the Exchange Act, which
is effective from December 23, 2011 through May 3, 2012. This
corporate stock repurchase plan was subject to certain price, market,
volume and timing constraints, which were specified in the plan.

The following table presents our expected future contractual obligations as of December 31, 2011:

Payments due by period

Less than More than
(In thousands) Total 1 year 1-3 Years 3-5Years 5 years
Operating lease obligations $ 11,848 $ 5958 $ 5726 $ 128 $ 36
Capital lease obligations 3,702 1,806 1,557 339 —
Credit Facility (a) 49,526 — — 49,526 —
Interest payable—Credit Facility (b) 4234 891 1,783 1,560 —
Purchase obligations 12,701 6,983 5,594 124 —
Liability for unrecognized tax positions (c) — — — — —
Deferred compensation plan liability (d) 18,172 550 963 309 16,350
Other (e) - — — — —
Supplemental executive retirement plan (f) 44,728 — 10,994 — 33,734
Supplement executive retirement health plan (f) 21,750 — 94 149 21,507
Foreign defined benefit pension plan (g) 20,292 — 343 17 19,932
Total $186,953 $16,188 $27,054 $52,152 $91,559

(a) The Credit Facility expires in September 2016.

(b) Kforce’s weighted average interest rate as of December 31, 2011 was 1.80%, which was utilized to forecast the expected future interest rate payments. These payments are inherently
uncertain due to interest rate and outstanding borrowings fluctuations that will occur over the remaining term of the Credit Facility.
(c) Kforce's liability for unrecognized tax positions as of December 31, 2011 was $0.1 million. This balance has been excluded from the table above due to the significant uncertainty with

respect to expected settlements.

(d) Kforce has a non-qualified deferred compensation plan pursuant to which eligible highly-compensated key employees may elect to defer part of their compensation to later years. These
amounts, which are classified as other accrued liabilities and other long-term liabilities, respectively, are payable upon retirement or termination of employment. Amounts payable upon
the retirement or termination of employment may become payable during the next five years if covered employees schedule a distribution, retire or terminate during that time.

(e) Kforce provides letters of credit to certain vendors in lieu of cash deposits. Kforce currently has letters of credit totaling $3.0 million outstanding as security for workers’ compensation and
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MANAGEMENT REPORT ON INTERNAL CONTROL
OVER FINANCIAL REPORTING

The management of Kforce is responsible for establishing and maintaining adequate internal control over financial reporting as defined in
Rules 13a-15(f) of the Exchange Act. Kforce’s internal control system was designed to provide reasonable assurance to Kforce’s management
and Board of Directors regarding the preparation and fair presentation of published financial statements.

All internal control systems, no matter how well designed, have inherent limitations. Therefore, even those systems determined to be
effective can provide only reasonable assurance with respect to financial statement preparation and presentation.

Under the supervision and with the participation of the CEO and the CFO, Kforce’s management assessed the effectiveness of Kforce’s
internal control over financial reporting as of December 31, 2011. In making this assessment, it used the criteria set forth by the Committee
of Sponsoring Organizations of the Treadway Commission (COSO) in Internal Control—Integrated Framework. Based on our assessment we
believe that, as of December 31, 2011, Kforce’s internal control over financial reporting is effective based on those criteria.

Kforce’'s independent registered public accounting firm, Deloitte & Touche LLP, has issued an audit report on our internal control over
financial reporting. This report follows.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of Kforce Inc.
Tampa, Florida

We have audited the accompanying consolidated balance sheets of Kforce Inc. and subsidiaries (“Kforce”) as of December 31, 2011 and
2010, and the related consolidated statements of operations and comprehensive income, stockholders’ equity, and cash flows for each of the
three years in the period ended December 31, 2011. We also have audited Kforce’s internal control over financial reporting as of December 31,
2011, based on Internal Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission.
Kforce’s management is responsible for these financial statements, for maintaining effective internal control over financial reporting, and for
its assessment of the effectiveness of internal control over financial reporting, included in the accompanying Management Report on internal
control over Financial Reporting. Our responsibility is to express an opinion on these financial statements and an opinion on Kforce’s internal
control over financial reporting based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of
material misstatement and whether effective internal control over financial reporting was maintained in all material respects. Our audits of
the financial statements included examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements,
assessing the accounting principles used and significant estimates made by management, and evaluating the overall financial statement
presentation. Our audit of internal control over financial reporting included obtaining an understanding of internal control over financial
repo