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PROSPECTUS SUPPLEMENT
(To  Prospectus dated August 12, 2005)
 

3,000,000 Shares
 

 

Chesapeake Energy Corporation
4.50% Cumulative Convertible Preferred Stock

 

 
We are o ffering  3,000,000 shares o f 4 .50% cumulative convertible  preferred stock. The annual dividend on each share o f preferred
stock is $4 .50 and is payable  quarterly in cash, common stock o r a combination thereo f, in arrears, on each March 15, June 15,
September 15 and December 15, commencing  December 15, 2005. Each share o f preferred stock has an initial liquidation preference
of $100.00 per share and is convertible , at the ho lder’s option at any time, initially into  approximately 2.2639 shares o f our common
stock based on an initial conversion price o f $44 .172 per share, subject in each case to  specified adjustments. The conversion price
will be adjusted as described herein upon the occurrence o f certain change o f contro l transactions and o ther events. The preferred
stock is no t redeemable by us at any time. In the event that a fundamental change occurs, we will pay a make-who le premium on
preferred stock converted in connection therewith, as described in this prospectus supplement. On o r after September 15, 2010, if the
closing  price o f our common stock exceeds 130% of the conversion price fo r 20 trading  days during  any consecutive 30 trading  day
period, we may at our option cause the preferred stock to  be automatically converted into  shares o f common stock at the then
prevailing  conversion price.
 
Our common stock is listed on the New York Stock Exchange under the symbol “CHK.” On September 8, 2005, the last repo rted sale
price o f our common stock was $32.72 per share.
 
We expect to  list the common stock issuable  upon conversion o f the preferred stock on the New York Stock Exchange.
 
Investing in the preferred stock involves risks. See “ Supplemental Risk Factors” beginning on page S-13 of this
prospectus supplement and “Risk Factors” beginning on page 2 of the accompanying prospectus.
 

   

Pe r S hare

  

T otal

Public  Offering  Price   $ 100.00  $300,000,000
Underwriting  Discount   $ 2.75  $ 8,250,000
Proceeds to  Chesapeake (befo re expenses)   $ 97.25  $291,750,000
 
We have g ranted the underwriters a 30-day option to  purchase up to  an additional 450,000 shares from us on the same terms and
conditions as set fo rth above if the underwriters sell more than 3,000,000 shares o f preferred stock in this o ffering .
 
Neither the Securities and Exchange Commission no r any state  securities commission has approved o r disapproved these securities o r
determined if this prospectus supplement o r the prospectus to  which it re lates is truthful o r complete . Any representation to  the
contrary is a criminal o ffense.
 
Lehman Bro thers, on behalf o f the underwriters, expects to  deliver the preferred stock in book-entry fo rm on o r about September 14 ,
2005.
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You should rely only on the information contained in or incorporated by reference in this prospectus supplement and
the accompanying  prospectus. We have not authorized anyone to  provide you with different information. We are not making
an o ffer o f these securities in any state where the o ffer is no t permitted. You should not assume that the information
contained in or incorporated by reference in this prospectus supplement or the accompanying  prospectus is accurate as o f
any date o ther than the dates o f this prospectus supplement or the accompanying  prospectus or that any information we
have incorporated by reference is accurate as o f any date o ther than the date o f the document incorporated by reference.
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PROSPECTUS SUPPLEMENT SUMMARY
 

This summary highlights selected information from this prospectus supplement and the accompanying prospectus, but may not
contain all information that may be important to you. This prospectus supplement and the accompanying prospectus include specific
terms of this offering, information about our business and financial data. We encourage you to read this prospectus supplement, the
accompanying prospectus and the documents incorporated herein and therein in their entirety before making an investment decision.
Unless otherwise indicated, this prospectus supplement assumes no exercise of the underwriters’ over-allotment option.
 

Chesapeake
 

We are the third largest independent producer o f natural gas in the U.S. and own interests in approximately 21,500 producing  o il
and gas wells. At June 30, 2005, approximately 90% of our proved reserves (by vo lume) were natural gas, and approximately 64% of
our proved o il and natural gas reserves were located in our primary operating  area—the Mid-Continent reg ion o f the United States,
which includes Oklahoma, Arkansas, Kansas and the Texas Panhandle. In addition, we are  building  significant secondary operating  areas
in the South Texas and Texas Gulf Coast reg ions, the Permian Basin o f West Texas and eastern New Mexico , the Barnett Shale  area o f
no rth-central Texas and the Ark-La-Tex areas o f East Texas and no rthern Louisiana.
 

As o f December 31, 2004 , our estimated proved reserves were 4 ,902 bcfe. As o f June 30, 2005, our internally estimated proved
reserves had g rown to  5,850 bcfe, an increase o f 948 bcfe, o r 19%. During  the first half o f 2005, we replaced our 218 bcfe o f
production with an internally estimated 1,166 bcfe o f new proved reserves, fo r a reserve replacement rate  o f 535%. Reserve
replacement through the drillbit was 583 bcfe, o r 268% of production (including  43 bcfe from positive perfo rmance revisions and 25
bcfe from o il and natural gas price increases), and reserve replacement through acquisitions was 583 bcfe, o r 267% of production.
 

From January 1, 1998 through June 30, 2005, we have been one o f the most active conso lidato rs o f onshore U.S. natural gas
assets, having  purchased approximately 4 .5 tcfe  o f proved reserves at a to tal cost o f approximately $7.1 billion (including  amounts
paid fo r unproved leaseho ld but excluding  $809 million o f deferred taxes in connection with certain co rporate  acquisitions), pro  fo rma
fo r our recent and pending  acquisitions.
 

During  the first half o f 2005, we were especially active in the acquisitions market. Acquisition expenditures to taled $1.8 billion in
this period (including  amounts paid fo r unproved leaseho ld but excluding  $252 million o f deferred taxes in connection with certain
co rporate  acquisitions), pro  fo rma fo r our recent and pending  acquisitions. Through these acquisitions, we will have acquired an
internally estimated 696 bcfe o f proved o il and natural gas reserves at a cost o f $1.54  per mcfe (excluding  amounts paid fo r unproved
leaseho ld and $0.36 per mcfe o f deferred taxes in connection with certain co rporate  acquisitions).
 

During  the first half o f 2005, we led the nation in drilling  activity with average utilization o f 71 operated rig s and 65 non-operated
rigs. Through this drilling  activity, we drilled 413 (305 net) operated wells and partic ipated in ano ther 505 (60 net) wells operated by
o ther companies and we added approximately 515 bcfe o f proved o il and natural gas reserves. Our success rate  was 98% fo r bo th
operated and non-operated wells. As o f June 30, 2005, our proved developed reserves were 63% of our to tal proved reserves. In the
first half o f 2005, we invested $118 million in leaseho ld (exclusive o f leases acquired through acquisitions) and 3-D seismic data.
 

We intend to  use the net proceeds from this o ffering  to  repay amounts bo rrowed under our revo lving  bank credit facility. Please
see “Use o f Proceeds.”
 

Our executive o ffices are  located at 6100 North Western Avenue, Oklahoma City, Oklahoma 73118, and our te lephone number is
(405) 848-8000.
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Business Strategy
 

Since our inception in 1989, our goal has been to  create  value fo r investo rs by building  one o f the largest onshore natural gas
resource bases in the United States. Fo r the past seven years, our strategy to  accomplish this goal has been to  build the dominant
operating  position in the Mid-Continent reg ion, the third largest gas supply reg ion in the U.S. In building  this industry-leading  position in
the Mid-Continent, we have integ rated an aggressive and techno log ically advanced drilling  prog ram with an active property
conso lidation program focused on small to  medium-sized co rporate  and property acquisitions. We have also  been building  significant
secondary operating  areas in the South Texas and Texas Gulf Coast reg ions, the Permian Basin o f West Texas and eastern New
Mexico , the Barnett Shale  area o f no rth-central Texas and the Ark-La-Tex areas o f East Texas and no rthern Louisiana. We believe
significant e lements o f our successful Mid-Continent strategy have been transferred to  these areas.
 

Key elements o f this business strategy are  further explained below:
 

 

•  Make High-Quality Acquisitions. Our acquisition prog ram is focused on small to  medium-sized acquisitions o f natural gas
properties that o ffer high-quality, long-lived production and significant development and higher po tential deep drilling
opportunities. From January 1, 1998 through June 30, 2005, pro  fo rma fo r our recent and pending  acquisitions, we have
acquired $5.6 billion o f such proved properties (largely through 62 separate  transactions o f g reater than $10 million each) at an
estimated average cost o f $1.23 per mcfe o f proved reserves (excluding  amounts paid fo r unproved leaseho ld and $0.18 per
mcfe o f deferred taxes in connection with certain co rporate  acquisitions). The vast majo rity o f these acquisitions either
increased our ownership in existing  wells o r fie lds o r added additional drilling  locations in the Mid-Continent, and more
recently in our secondary operating  areas. Because our operating  areas contain many smaller companies seeking  liquidity
opportunities and larger companies seeking  to  divest o f non-co re assets, we expect to  continue to  find additional attractive
acquisition opportunities in the future .

 

 

•  Grow through the Drillbit. One o f our most distinctive characteristics is our ability to  increase reserves and production
through the drillbit. We are  currently utiliz ing  73 operated drilling  rig s and 61 non-operated drilling  rig s to  conduct the most
active drilling  prog ram in the United States. We focus bo th on finding  significant new natural gas reserves and developing
existing  proved reserves, principally at deeper depths than the industry average. Fo r the past seven years, we have been
aggressively investing  in leaseho ld, 3-D seismic info rmation and human capital to  be able  to  take advantage o f the favorable
drilling  economics that exist today. While  U.S. natural gas production has been declining  during  the past few years, we are  one
of the few mid- to  large-cap companies that have been able  to  increase production, as we have successfully done fo r the past
15 consecutive years and 16 consecutive quarters. In the Mid-Continent, our drilling  prog ram remains the most active in the
reg ion and is supported by our ownership o f the reg ion’s largest leaseho ld and 3-D seismic invento ries.

 

 

•  Build Regional Scale. We believe one o f the keys to  success in the natural gas explo ration industry is to  build significant
operating  scale  in a limited number o f operating  areas. Achieving  such scale  provides many benefits, the most important o f
which are  higher per unit revenues, lower per unit operating  costs, g reater rates o f drilling  success, higher returns from more
easily integ rated acquisitions and higher returns on drilling  investments. We first began pursuing  this focused strategy in the
Mid-Continent in late  1997 and we are  now the largest natural gas producer, the most active driller and the most active acquirer
o f leaseho ld and producing  properties in the Mid-Continent. We believe this reg ion, which trails only the Gulf Coast and Rocky
Mountain basins in current U.S. gas production, has many attractive characteristics. These characteristics include long-lived
natural gas properties with predictable  decline curves; multi-pay geo log ical targets that decrease drilling  risk and have resulted
in a drilling
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success rate  o f 93% over the past sixteen years; favo rable  basis differentials to  benchmark commodity prices; generally
lower service costs than in more competitive o r more remote basins; and a favorable  regulato ry environment with virtually no
federal land ownership. We believe our secondary operating  areas possess many o f these same favorable  characteristics.

 

 

•  Focus on Low Costs. By minimizing  lease operating  costs and general and administrative expense through focused activities
and increased scale , we have been able  to  deliver attractive financial re turns through all phases o f the commodity price cycle .
We believe our low cost structure  is the result o f management’s effective cost-contro l prog rams, a high-quality asset base
and the extensive and competitive services, gas processing  and transportation infrastructures that exist in our key operating
areas. As o f June 30, 2005, we operated approximately 9,900 wells, o r approximately 80% of our daily production.

 

 

•  Improve our Balance Sheet. We have made significant prog ress in improving  our balance sheet over the past seven years.
From December 31, 1998 through June 30, 2005, we have increased our shareho lders’ equity by $4 .1 billion ($4 .6 billion pro
fo rma fo r our pending  o ffering  o f common stock and this o ffering ) through a combination o f earnings and common and
preferred equity issuances. As o f June 30, 2005, our debt as a percentage o f to tal capitalization (to tal capitalization is the sum
of debt and stockho lders’ equity) was 52%, compared to  137% as o f December 31, 1998. As o f June 30, 2005, on a pro
fo rma basis fo r our recent private  placement o f senio r no tes, our pending  o ffering  o f common stock and this o ffering , our
debt to  to tal capitalization ratio  was 49%. We plan to  continue improving  our balance sheet in the years ahead.

 
Based on our view that natural gas will be in a tight supply/high demand relationship in the U.S. during  at least the next few years

because o f flat to  declining  supply and g rowing  demand fo r this c lean-burning , domestically-produced fuel, we believe our focused
natural gas acquisition, explo itation and explo ration strategy should provide substantial value-creating  g rowth opportunities in the years
ahead. Our goal is to  increase our overall production by 10% to  20% per year, with g rowth at an annual rate  o f 5 to  10% generated
organically through the drillbit and the remaining  g rowth generated through future  acquisitions. We have reached o r exceeded this
overall production goal in 10 o f our 12 years as a public  company.
 

Company Strengths
 

We believe the fo llowing  six characteristics distinguish our past perfo rmance and differentiate  our future  g rowth po tential from
other independent natural gas producers:
 

 

•  High-Quality Asset Base. Our producing  properties are  characterized by long-lived reserves, established production pro files
and an emphasis on onshore natural gas. Based upon current production and proved reserve estimates, and including  estimates
fo r our recent and pending  acquisitions, our proved reserves-to -production ratio , o r reserve life , is approximately 13 years. In
each o f our operating  areas, our properties are  concentrated in locations that enable  us to  establish substantial economies o f
scale  in drilling  and production operations and facilitate  the application o f more effective reservo ir management practices.
We intend to  continue building  our asset base in each o f our operating  areas through a balance o f acquisitions, explo itation and
explo ration. As o f June 30, 2005, we operated properties accounting  fo r approximately 80% of our daily production vo lumes.
This large percentage o f operated properties provides us with a high deg ree o f operating  flexibility and cost contro l.

 

 

•  Low-Cost Producer. Our high-quality asset base, the work ethic  o f our employees, our hands-on management style  and our
location in Oklahoma City have enabled us to  achieve a low operating  and administrative cost structure . During  the first half o f
2005, our operating  costs per unit o f production were $1.14  per mcfe, which consisted o f general and administrative
expenses o f $0.11 per mcfe (including  non-cash stock-based compensation o f $0.02 per mcfe), production expenses o f
$0.65 per mcfe and production taxes o f $0.38 per mcfe. We believe this is one o f the lowest cost structures among  publicly
traded, mid- to  large-cap independent o il and natural gas producers.
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•  Successful Acquisition Program. Our experienced asset acquisition team focuses on enhancing  and expanding  our existing
assets in each o f our operating  areas. These areas are  characterized by long-lived natural gas reserves, low lifting  costs,
multiple  geo log ical targets, favo rable  basis differentials to  benchmark commodity prices, well-developed o il and gas
transportation infrastructures and considerable  po tential fo r further conso lidation o f assets. Since 1998, and including  our
recently announced acquisitions, we have completed $5.6 billion in acquisitions at an average cost o f $1.23 per mcfe o f
proved reserves (excluding  amounts paid fo r unproved leaseho ld and $0.18 per mcfe o f deferred taxes in connection with
certain co rporate  acquisitions). We believe we are  well-positioned to  continue making  attractive small and medium-sized
acquisitions as a result o f our extensive track reco rd o f identifying , completing  and integ rating  multiple  successful
acquisitions, our large operating  scale  and our knowledge and expertise  in the reg ions in which we operate .

 

 

•  Large Inventory of Drilling Projects. During  the 16 years since our inception, we have been among  the five most active drillers
o f new wells in the United States. Presently we are  the most active driller in the U.S. (with 73 operated and 61 non-operated
rigs drilling ) and the most active driller in the Mid-Continent (with 42 operated and 54  non-operated rig s drilling ). Through this
high level o f activity over the years, we have developed an industry-leading  expertise  in drilling  deep vertical and ho rizontal
wells in search o f large natural gas accumulations in challeng ing  reservo ir conditions. In addition, we believe that our large 10.8
million acre  3-D seismic invento ry, much o f which is proprietary to  us, provides significant info rmational advantages over our
competito rs. As a result o f our aggressive leaseho ld acquisition and seismic acquisition strateg ies, we have been able  to
accumulate  an onshore leaseho ld position o f approximately 4 .1 million net acres and have acquired rights to  10.8 million acres
o f onshore 3-D seismic data to  help evaluate  our expansive acreage invento ry. On this very large acreage position, our
technical teams have identified 14 ,100 explo rato ry and developmental drill sites, representing  a backlog  o f more than nine
years o f future  drilling  opportunities at current drilling  rates.

 

 

•  Hedging Program. We have used and intend to  continue using  hedg ing  programs to  reduce the risks inherent in producing  o il
and natural gas, commodities that are  frequently characterized by significant price vo latility. We believe this price vo latility is
likely to  continue in the years ahead and that we can use this vo latility to  our benefit by taking  advantage o f prices when they
reach levels that management believes are  either unsustainable  fo r the long-term o r provide unusually high rates o f re turn on
our invested capital. Between January 1, 2001 and June 30, 2005, we have increased our o il and gas revenues by over $25.1
million from realized gains through our successful hedg ing  programs, while  significantly reducing  the risks associated with our
aggressive g rowth strategy during  that time. We currently have gas hedges in place covering  69% of our antic ipated gas
production fo r the second half o f 2005 and 37% of our antic ipated gas production fo r 2006 at average NYMEX prices o f
$7.17 and $7.93 per mcf, respectively. In addition, we have 51% of our antic ipated o il production hedged fo r the second half
o f 2005 and 51% of our antic ipated o il production hedged fo r 2006 at average NYMEX prices o f $53.46 and $59.65 per
barrel o f o il, respectively.

 

 

•  Entrepreneurial Management. Our management team fo rmed the company in 1989 with an initial capitalization o f $50,000.
Since then, our management team has guided the company through various operational and industry challenges and extremes
of o il and gas prices to  create  the third largest independent producer o f natural gas in the U.S. with an enterprise  value o f
approximately $17.1 billion (based on a common stock price o f $32.72 per share and pro  fo rma fo r our pending  common
stock o ffering  and this o ffering ). Our co -founders, Aubrey K. McClendon and Tom L. Ward, have been business partners in
the o il and gas industry fo r 22 years and beneficially own, as o f September 6, 2005, approximately 19.5 million and 19.9
million o f our common shares, respectively.
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Recent Developments
 We recently announced a series o f transactions intended to  improve our capitalization.
 

 

•  Recent and Pending Acquisitions. In July 2005, we acquired o il and natural gas assets from Hallwood Energy III L.P. fo r cash
consideration o f approximately $249.5 million. In addition, we have acquired o r ag reed to  acquire  $160 million o f o il and
natural gas assets in the third quarter o f 2005. We believe these recent and pending  acquisitions will add an internally estimated
113 bcfe to  our proved reserves, 99% of which are  natural gas and 45% of which are  proved developed. These acquisitions
are expected to  initially add approximately 33 mmcfe o f natural gas equivalent to  our daily production. Approximately $210
million o f the aggregate  purchase price will be allocated to  unproved properties. The properties are  located in our secondary
operating  areas o f the Barnett Shale , East Texas and the Permian Basin. We have closed all but one o f the acquisitions
scheduled to  close in the third quarter o f 2005. There is no  assurance that the pending  acquisition fo r approximately $45.0
million will be completed o r that our internal estimates o f the reserves and production being  acquired will prove co rrect.

 

 
•  Recent Private Offering of Senior Notes. On August 16, 2005, we completed a private  placement o f $600 million o f 6.50%

Senio r No tes due 2017. We used the net proceeds o f this o ffering  o f approximately $584 .8 million to  repay outstanding
borrowings under our revo lving  bank credit facility.

 

 

•  Pending Public Offering of Common Stock. On September 8, 2005, we priced a public  o ffering  o f 8,000,000 shares o f
common stock at a share price to  the public  o f $32.72 (plus up to  1,200,000 additional shares subject to  the underwriters’
over-allo tment option) under our existing  shelf reg istration statement. The o ffering  is expected to  close concurrently with this
o ffering  and provide aggregate  net proceeds o f approximately $251.7 million. The closing  o f this o ffering  is conditioned on
the closing  o f our pending  public  o ffering  o f common stock.
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The Offering
 

Unless otherwise indicated, all information in this prospectus supplement assumes no exercise of the underwriters’ option to
purchase up to 450,000 additional shares of preferred stock.
 
Securities Offered 3,000,000 shares o f 4 .50% cumulative convertible  preferred stock; 3,450,000 shares

if the underwriters exercise  their option in full.
 
Dividends Cumulative annual dividends o f $4 .50 per share payable  quarterly on each March 15,

June 15, September 15 and December 15, commencing  December 15, 2005, when, as
and if declared by the board o f directo rs. Dividends will be paid in arrears on the basis
o f a 360-day year consisting  o f twelve 30-day months. Dividends on the preferred
stock will accumulate  and be cumulative from the date  o f issuance thereo f and may be
paid in cash o r, where transferable  by the recipient thereo f, in common stock.
Accumulated dividends on the preferred stock will no t bear interest. Dividends may no t
be paid in cash under certain circumstances. See “Description o f Preferred Stock—
Dividends.”

 
Liquidation Preference $100 per share, plus accumulated and unpaid dividends.
 
Ranking The preferred stock will rank with respect to  dividend rights and rights upon our

liquidation, winding -up o r disso lution:
 

 
•  senio r to  all o f our common stock and to  all o f our o ther capital stock issued in

the future  unless the terms o f that stock expressly provide that it ranks senio r to ,
o r on a parity with, the preferred stock;

 

 

•  on a parity with our existing  6.00% Cumulative Convertible  Preferred Stock, our
existing  5.00% Cumulative Convertible  Preferred Stock (Series 2003), our
existing  4 .125% Cumulative Convertible  Preferred Stock, our existing  5.00%
Cumulative Convertible  Preferred Stock (Series 2005) and with any o f our
capital stock issued in the future , the terms o f which expressly provide that it
will rank on a parity with the preferred stock; and

 
 

•  junio r to  all o f our capital stock issued in the future , the terms o f which
expressly provide that such stock will rank senio r to  the preferred stock.

 
We currently have 101,275 shares o f 6.00% Cumulative Convertible  Preferred
Stock issued and outstanding  with an aggregate  liquidation preference o f $5.1
million, 1,588,180 shares o f 5.00% Cumulative Convertible  Preferred Stock (Series
2003) issued and outstanding  with an aggregate  liquidation preference o f $158.8
million, 165,935 shares o f 4 .125% Cumulative Convertible  Preferred Stock issued
and outstanding  with an aggregate  liquidation preference o f $165.9 million and
4 ,600,000 shares o f 5.00% Cumulative Convertible  Preferred Stock (Series 2005)
issued and outstanding  with an aggregate  liquidation preference o f $460.0 million.
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Redemption Shares o f the preferred stock will no t be redeemable by us.
 
Conversion Rights Each share o f the preferred stock may be converted at any time, at the option o f the

ho lder, into  approximately 2.2639 shares o f our common stock (which is calculated
using  an initial conversion price o f $44 .172 per share o f common stock) plus cash in
lieu o f fractional shares, subject to  adjustment based on the conversion price. The
conversion price is subject to  adjustment upon the occurrence o f certain events.

 
Mandato ry Conversion On o r after September 15, 2010, we may, at our option, cause the preferred stock to

be automatically converted into  that number o f shares o f common stock that are
issuable  at the then prevailing  conversion price. We may exercise  our conversion right
if, fo r 20 trading  days within any period o f 30 consecutive trading  days (including  the
last trading  day o f such period), the closing  price o f our common stock exceeds
130% of the then prevailing  conversion price o f the preferred stock. See “Description
of Preferred Stock—Mandato ry Conversion.”

 
Make-Whole Premium upon a Fundamental
Change

If a fundamental change occurs we may be required to  pay a make-who le premium on
the preferred stock converted in connection with the fundamental change. The make-
who le premium will be payable  in shares o f our common stock o r the consideration
into  which our common stock has been converted o r exchanged in connection with the
fundamental change.

 
The amount o f the make-who le premium, if any, will be based on the stock price
and the effective date  o f the fundamental change. A description o f how the make-
who le premium will be determined and a table  showing  the make-who le premium
that would apply at various stock prices and effective dates is set fo rth under
“Description o f Preferred Stock—Determination o f the Make-Whole Premium.”

 
Voting  Rights Except as required by Oklahoma law and our certificate  o f inco rporation, which will

include the certificate  o f designation fo r the preferred stock, the ho lders o f preferred
stock will have no  vo ting  rights unless dividends payable  on the preferred stock are  in
arrears fo r six o r more quarterly periods. In that event, the ho lders o f the preferred
stock, vo ting  as a sing le  class with the shares o f any o ther preferred stock o r
preference securities having  similar vo ting  rights (including  the existing  preferred
stock), will be entitled at the next regular o r special meeting  o f our stockho lders to
elect two  directo rs and the number o f directo rs that comprise  our board will be
increased by the number o f directo rs so  elected. These vo ting  rights and the terms o f
the directo rs so  elected will continue until such time as the dividend arrearage on the
preferred stock has been paid in full. The affirmative consent o f ho lders o f at least
66 2/3% of the outstanding  preferred stock will be required fo r the issuance o f any
class o r series

 
S-7



Table of  Contents

 

of stock (o r security convertible  into  stock) ranking  senio r to  the preferred stock as
to  dividend rights o r rights upon our liquidation, winding -up o r disso lution and fo r
amendments to  our certificate  o f inco rporation that would affect adversely the
rights o f ho lders o f the preferred stock.

 
Use o f Proceeds The net proceeds to  us from this o ffering , after deducting  discounts to  the

underwriters and estimated expenses o f the o ffering , will be approximately $291.5
million. Net proceeds to  us, together with a po rtion o f the net proceeds from our
pending  public  o ffering  o f common stock, are  expected to  be used to  repay
indebtedness under our revo lving  bank credit facility, which may be reborrowed fo r
general co rporate  purposes, including  to  fund costs o f our drilling  prog ram and our
pending  and possible  future  acquisitions. Please read “Use o f Proceeds.”

 
Tax Consequences The U.S. Federal income tax consequences o f purchasing , owning  and disposing  o f

the preferred stock and any common stock received upon its conversion are
described in “U.S. Federal Income Tax Considerations.” Prospective investo rs are
urged to  consult their own tax adviso rs regarding  the tax consequences o f purchasing ,
owning  and disposing  o f the preferred stock and any common stock received upon its
conversion in light o f their personal investment c ircumstances, including
consequences resulting  from the possibility that actual o r constructive distributions on
the preferred stock may exceed our current and accumulated earnings and pro fits, as
calculated fo r U.S. Federal income tax purposes, in which case they would no t be
treated as dividends fo r U.S. Federal income tax purposes.

 
Absence o f a Public  Market The preferred stock is a new issue fo r which there  is currently no  public  market. Upon

issuance, the preferred stock will no t be listed on an exchange. If an active public
market does no t develop, the market price and liquidity o f the preferred stock will be
adversely affected.

 
Book-Entry, Delivery and Form Initially, the preferred stock will be represented by one o r more permanent g lobal

certificates in definitive, fully reg istered fo rm deposited with a custodian fo r, and
reg istered in the name o f, a nominee o f DTC.

 
Common Stock Our common stock is listed fo r trading  on the NYSE under the symbol “CHK.”
 

Risk Factors
 

You should carefully consider all information in this prospectus supplement, the accompanying  prospectus and the
documents incorporated by reference herein. In particular, you should evaluate the specific  risk factors set forth in the
section entitled “Supplemental Risk Factors” in this prospectus supplement and the section entitled “Risk Factors” in the
accompanying  prospectus for a discussion o f risks relating  to  an investment in the preferred stock.
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Summary Conso lidated Financial Data
 

The fo llowing  tables set fo rth summary conso lidated financial data as o f and fo r each o f the three years ended December 31,
2004 , 2003 and 2002 and six months ended June 30, 2005 and 2004 . This data was derived from our audited conso lidated financial
statements included in our annual report on Form 10-K fo r the year ended December 31, 2004  and from our unaudited condensed
conso lidated financial statements included in our quarterly report on Form 10-Q fo r the six months ended June 30, 2005, each o f which
is inco rporated by reference herein. The financial data below should be read together with, and are  qualified in their entirety by
reference to , our histo rical conso lidated financial statements and the accompanying  no tes and the “Management’s Discussion and
Analysis o f Financial Condition and Results o f Operations” which are  set fo rth in our annual report on Form 10-K.
 

  

Ye ars  Ende d De c e mbe r 31,

  

S ix Months  Ende d
June  30,

 

  

2004

  

2003

  

2002

  

    2005    

  

    2004    

 
           (unaudite d)  
  ($  in thousands , e xc e pt pe r share  data)  
S tate me nt of O pe rations  Data:                     

Re ve nue s :                     
Oil and gas  sale s  $ 1,936,176  $1,296,822  $ 568,187  $ 1,311,343  $ 819,458 
Oil and gas  m arke ting sale s   773,092   420,610   170,315   520,125   317,963 

      
Total re ve nue s   2 ,709,268   1,717,432   738,502   1,831,468   1,137,421 

      
Ope rating c os ts :                     

Produc tion e xpe nse s   204,821   137,583   98 ,191   141,895   94 ,398 
Produc tion taxe s   103,931   77,893   30 ,101   83,211   37,687 
Ge ne ral and adm inis trative  e xpe nse s :                     

Ge ne ral and adm inis trative  (e xc luding s toc k-base d c om pe nsation)   32 ,217   22 ,808   17,262   18 ,932   15 ,586 
Stoc k-base d c om pe nsation   4 ,828   945   356   4 ,923   2 ,541 

Oil and gas  m arke ting e xpe nse s   755,314   410,288   165,736   507,279   310,779 
Oil and gas  de pre c iation, de ple tion and am ortiz ation   582,137   369,465   221,189   390,339   256,651 
De pre c iation and am ortiz ation of o the r asse ts   29 ,185   16 ,793   14 ,009   21,889   12 ,455 
Provis ion for le gal se ttle m e nts   4 ,500   6 ,402   —   —   — 

      
Total ope rating c os ts   1,716,933   1,042,177   546,844   1,168,468   730,097 

      
Inc om e  from  ope rations   992,335   675,255   191,658   663,000   407,324 

      
Othe r inc om e  (e xpe nse ):                     

In te re s t and othe r inc om e   4 ,476   2 ,827   7,340   5 ,362   2 ,678 
Inte re s t e xpe nse   (167,328)  (154,356)  (112,031)  (97,030)  (75 ,351)
Loss  on re purc hase s  or e xc hange s  of C he sape ake  de bt   (24 ,557)  (20 ,759)  (2 ,626)  (69 ,300)  (6 ,925)
Loss  on inve s tm e nt in  Se ve n Se as   —   (2 ,015)  (17,201)  —   — 

      
Total o the r inc om e  (e xpe nse )   (187,409)  (174,303)  (124,518)  (160,968)  (79 ,598)

      
Inc om e  be fore  inc om e  taxe s  and c um ulative  e ffe c t of ac c ounting c hange   804,926   500,952   67,140   502,032   327,726 
Inc om e  tax e xpe nse  (be ne fit):                     

C urre nt   —   5 ,000   (1,822)  —   — 
De fe rre d   289,771   185,360   28 ,676   183,243   117,981 

      
Total inc om e  tax e xpe nse   289,771   190,360   26 ,854   183,243   117,981 

      
Ne t inc om e  be fore  c um ulative  e ffe c t of ac c ounting c hange , ne t of tax   515,155   310,592   40 ,286   318,789   209,745 
C um ulative  e ffe c t of ac c ounting c hange , ne t of inc om e  taxe s  of $1,464,000   —   2 ,389   —   —   — 

      
Ne t Inc om e   515,155   312,981   40 ,286   318,789   209,745 
Pre fe rre d  s toc k divide nds   (39 ,506)  (22 ,469)  (10 ,117)  (15 ,322)  (19 ,512)
Loss  on c onve rs ion/e xc hange  of pre fe rre d  s toc k   (36 ,678)  —   —   (4 ,743)  — 

      
Ne t inc om e  available  to  c om m on share holde rs  $ 438,971  $ 290,512  $ 30,169  $ 298,724  $ 190,233 

      
Earnings  pe r c om m on share —bas ic :                     

Inc om e  be fore  c um ulative  e ffe c t of ac c ounting c hange  $ 1.73  $ 1.36  $ 0.18  $ 0.96  $ 0.80 
C um ulative  e ffe c t of ac c ounting c hange   —   0 .02   —   —   — 

      
  $ 1.73  $ 1.38  $ 0.18  $ 0.96  $ 0.80 
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Ye ars  Ende d De c e mbe r 31,

 

S ix Months  Ende d
June  30,

  

2004

 

2003

 

2002

 

    2005    

 

    2004    

        (unaudite d)
  ($  in thousands , e xc e pt pe r share  data)

Earnings  pe r c om m on share —assum ing dilu tion:                
Inc om e  be fore  c um ulative  e ffe c t of ac c ounting c hange  $ 1.53 $ 1.20  $ 0.17 $ 0.88  $ 0.67
C um ulative  e ffe c t of ac c ounting c hange   —  0 .01  —  —  —

      
  $ 1.53 $ 1.21 $ 0.17 $ 0.88  $ 0.67

      
C ash divide nds  de c lare d pe r c om m on share  $ 0.170  $ 0.135  $ 0.060  $ 0.095  $ 0.080

Cash Flow Data:                
C ash provide d by ope rating ac tivitie s  be fore  c hange s  in  asse ts  and liabilitie s  $ 1,418,803 $ 903,929  $ 412,517 $ 1,018,746  $ 641,727
C ash provide d by ope rating ac tivitie s   1,448,555   945,602   432,531  1,080,307  670,557
C ash use d in  inve s ting ac tivitie s   3,381,204   2 ,077,217  779,745   2 ,539,878   1,599,450
C ash provide d by financ ing ac tivitie s   1,898,964   924,559   477,257  1,452,675   964,549

O the r Financ ial Data:                
Ratio  of e arnings  to  fixe d c harge s (1)   4 .8x  4 .0x  1.5x  4 .4x  4 .5x
Ratio  of e arnings  to  fixe d c harge s  and pre fe re nc e  divide nds(1)   3.7x  3.3x  1.3x  3.8x  3.4x

  

As of De c e mbe r 31,

 

As of June  30,

  

2004

 

2003

 

2002

 

    2005    

 

    2004    

    (unaudite d)
  ($  in thousands)

B alanc e  S he e t Data:                
Total asse ts  $8,244,509  $4,572,291 $2,875,608  $10,657,886  $ 6,340,724
Long-te rm  de bt, ne t of c urre nt m aturitie s   3,075,109   2 ,057,713  1,651,198   4 ,125,929   2 ,464,078
Stoc kholde rs ’ e quity   3,162,883  1,732,810   907,875   3,851,646   2 ,439,184

(1) For purpose s  of de te rm ining the  ratios  of e arnings  to  fixe d c harge s  and e arnings  to  fixe d c harge s  and pre fe re nc e  divide nds , e arnings  are  de fine d as  ne t
inc om e  be fore  inc om e  taxe s , c um ulative  e ffe c t of ac c ounting c hange s , pre tax gain  or loss  of e quity inve s te e s , am ortiz ation of c apitaliz e d in te re s t and
fixe d c harge s , le s s  c apitaliz e d in te re s t. Fixe d c harge s  c ons is t of in te re s t (whe the r e xpe nse d or c apitaliz e d and e xc luding the  e ffe c t of unre aliz e d gains
or losse s  on in te re s t rate  de rivative s ), and am ortiz ation of de bt e xpe nse s  and disc ount or pre m ium  re lating to  any inde bte dne ss . Pre fe re nc e  divide nds
c ons is t of pre fe rre d  s toc k divide nds  “grosse d up” to  re fle c t the  pre -tax am ount.
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Summary Reserve Information
 

The fo llowing  table  sets fo rth our estimated proved reserves and the present value o f the proved reserves as o f December 31,
2004  (based on our weighted average wellhead prices at December 31, 2004  o f $39.91 per barrel o f o il and $5.65 per mcf o f gas).
These prices were based on the cash spo t prices fo r o il and natural gas at December 31, 2004 .
 

   

Oil
(mbbl)

  

Gas
(mmcf)

  

Gas
Equivalent
(mmcfe)

  

Percent
o f

Proved
Reserves

  

Present
Value

($ in thousands)
 

Mid-Continent   46,726  3,157,081  3,437,439  70%  $ 7,112,733 
South Texas and Texas Gulf Coast   2,162  377,163  390,136  8   1,067,889 
Permian Basin   28,722  309,279  481,614   10   1,026,401 
Ark-La-Tex (including  Barnett Shale)   5,299  515,055  546,848  11   1,221,565 
Other   5,051  15,411  45,714   1   75,802 
          

Total   87,960  4 ,373,989  4 ,901,751  100%  $ 10,504 ,390(a)
          

(a) The standardized measure o f discounted future  net cash flows at December 31, 2004  was $7.6 billion.
 

As o f December 31, 2004 , the present value o f our proved developed reserves as a percentage o f to tal proved reserves was
70%, and the vo lume o f our proved developed reserves as a percentage o f to tal proved reserves was 66%. Natural gas reserves
accounted fo r 89% of the vo lume o f to tal proved reserves at December 31, 2004 .
 

Future prices and costs may be materially higher o r lower than the prices and costs as o f the date  o f any estimate. A change in
price o f $0.10 per mcf fo r natural gas and $1.00 per barrel fo r o il would result in a change in our December 31, 2004  present value o f
proved reserves o f approximately $215 million and $40 million, respectively.
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Summary Production, Sales, Prices and Expenses Data
 

The fo llowing  table  sets fo rth certain info rmation regarding  the production vo lumes, o il and gas sales, average sales prices
received and expenses associated with sales o f natural gas and o il fo r the periods indicated:
 

   

Year Ended December 31,
  

Six Months Ended
June 30 ,

 

   

2004
  

2003
  

2002
  

2005
  

2004
 

Net Production:                      
Oil (mbbl)    6,764    4 ,665   3,466   3,758   3,138 
Gas (mmcf)    322,009   240,366   160,682   195,259   146,608 
Gas equivalent (mmcfe)    362,593   268,356   181,478   217,807   165,436 

Oil and Gas Sales ($ in thousands):                      
Oil sales   $ 260,915  $ 132,630  $ 88,495  $ 176,742  $ 107,961 
Oil derivatives—realized gains (lo sses)    (69,267)  (12,058)  (1,092)  (17,717)  (21,208)
Oil derivatives—unrealized gains (lo sses)    3,454    (9,440)  (7,369)  (1,942)  (7,489)

       
Total o il sales   $ 195,102  $ 111,132  $ 80,034   $ 157,083  $ 79,264  

       
Gas sales   $ 1,789,275  $1,171,050  $470,913  $1,171,678  $ 775,317 
Gas derivatives—realized gains (lo sses)    (85,634)  (5,331)  97,138   13,713   (8,462)
Gas derivatives—unrealized gains (lo sses)    37,433   19,971   (79,898)  (31,131)  (26,661)

       
Total gas sales   $1,741,074   $1,185,690  $488,153  $1,154 ,260  $740,194  

       
Total o il and gas sales   $ 1,936,176  $1,296,822  $568,187  $1,311,343  $819,458 

       
Average Sales Price: (excluding  gains (lo sses) on

derivatives):                      
Oil ($ per bbl)   $ 38.57  $ 28.43  $ 25.53  $ 47.03  $ 34 .40 
Gas ($ per mcf)   $ 5.56  $ 4 .87  $ 2.93  $ 6.00  $ 5.29 
Gas equivalent ($ per mcfe)   $ 5.65  $ 4 .86  $ 3.08  $ 6.19  $ 5.34  

Average Sales Price: (excluding  unrealized gains
(losses) on derivatives):                      

Oil ($ per bbl)   $ 28.33  $ 25.85  $ 25.22  $ 42.32  $ 27.65 
Gas ($ per mcf)   $ 5.29  $ 4 .85  $ 3.54   $ 6.07  $ 5.23 
Gas equivalent ($ per mcfe)   $ 5.23  $ 4 .79  $ 3.61  $ 6.17  $ 5.16 

Expenses ($ per mcfe):                      
Production expenses   $ 0.56  $ 0.51  $ 0.54   $ 0.65  $ 0.57 
Production taxes   $ 0.29  $ 0.29  $ 0.17  $ 0.38  $ 0.23 
General and administrative expenses:                      

General and administrative expenses
(excluding  stock-based compensation)   $ 0.09  $ 0.08  $ 0.10  $ 0.09  $ 0.09 

Stock-based compensation   $ 0.01  $ 0.00  $ 0.00  $ 0.02  $ 0.02 
Oil and gas depreciation, depletion and amortization   $ 1.61  $ 1.38  $ 1.22  $ 1.79  $ 1.55 
Depreciation and amortization o f o ther assets   $ 0.08  $ 0.06  $ 0.08  $ 0.10  $ 0.08 
Interest expense(a)   $ 0.45  $ 0.55  $ 0.61  $ 0.46  $ 0.46 

(a) Includes the effects o f realized gains o r (lo sses) from hedg ing , but does no t include the effects o f unrealized gains o r (lo sses)
from hedg ing .
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SUPPLEMENTAL RISK FACTORS
 

You should carefully consider the following factors as well as other information contained in this prospectus supplement, the
accompanying prospectus and the documents we have incorporated herein by reference before deciding to invest in the preferred stock.
 

Oil and gas prices are volatile. A decline in prices could adversely affect our financial position, financial results, cash flows,
access to capital and ability to grow.
 Our revenues, operating  results, pro fitability and future  rate  o f g rowth depend primarily upon the prices we receive fo r the o il and
gas we sell. Prices also  affect the amount o f cash flow available  fo r capital expenditures and our ability to  bo rrow money o r raise
additional capital. The amount we can bo rrow from banks is subject to  periodic  redeterminations based on prices specified by our bank
group at the time o f redetermination. In addition, we may have ceiling  test write-downs in the future  if prices fall significantly.
 

Histo rically, the markets fo r o il and gas have been vo latile  and they are  likely to  continue to  be vo latile . Wide fluctuations in o il and
gas prices may result from relatively minor changes in the supply o f and demand fo r o il and natural gas, market uncertainty and o ther
facto rs that are  beyond our contro l, including :
 
 •  worldwide and domestic  supplies o f o il and gas;
 
 •  weather conditions;
 
 •  the level o f consumer demand;
 
 •  the price and availability o f alternative fuels;
 
 •  the availability o f pipeline capacity;
 
 •  the price and level o f fo reign imports;
 
 •  domestic  and fo reign governmental regulations and taxes;
 
 

•  the ability o f the members o f the Organization o f Petro leum Exporting  Countries to  ag ree to  and maintain o il price and
production contro ls;

 
 •  po litical instability o r armed conflic t in o il-producing  reg ions; and
 
 •  the overall economic environment.
 

These facto rs and the vo latility o f the energy markets make it extremely difficult to  predict future  o il and gas price movements
with any certainty. Declines in o il and gas prices would no t only reduce revenue, but could reduce the amount o f o il and gas that we can
produce economically and, as a result, could have a material adverse effect on our financial condition, results o f operations and
reserves. Further, o il and gas prices do  no t necessarily move in tandem. Because approximately 89% of our reserves at December 31,
2004  are  natural gas reserves, we are  more affected by movements in natural gas prices.
 

Our level of indebtedness and preferred stock may adversely affect operations and limit our growth, and we may have difficulty
making debt service payments on our indebtedness as such payments become due.
 As o f June 30, 2005, we had long  term indebtedness o f approximately $4 .1 billion, with $455 million drawn under our revo lving
bank credit facility. Our long-term indebtedness represented 52% of our to tal book capitalization at June 30, 2005. As o f September 8,
2005, we had approximately $582 million drawn under our revo lving  bank credit facility. We expect to  continue to  be highly leveraged
in the fo reseeable  future .
 

Our level o f indebtedness and preferred stock affects our operations in several ways, including  the fo llowing :
 
 

•  a po rtion o f our cash flows from operating  activities must be used to  service our indebtedness and pay dividends on our
preferred stock and is no t available  fo r o ther purposes;
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 •  we may be at a competitive disadvantage as compared to  similar companies that have less debt;
 

 
•  the covenants contained in the ag reements governing  our outstanding  indebtedness and future  indebtedness may limit our

ability to  bo rrow additional funds, pay dividends and make certain investments and may also  affect our flexibility in planning
fo r, and reacting  to , changes in the economy and in our industry;

 
 

•  additional financing  in the future  fo r working  capital, capital expenditures, acquisitions, general co rporate  o r o ther purposes
may have higher costs and more restric tive covenants;

 
 

•  changes in the credit ratings o f our debt may negatively affect the cost, terms, conditions and availability o f future  financing ,
and lower ratings will increase the interest rate  and fees we pay on our revo lving  bank credit facility; and

 
 •  we may be more vulnerable  to  general adverse economic and industry conditions.
 

We may incur additional debt, including  significant secured indebtedness, o r issue additional series o f preferred stock in o rder to
make future  acquisitions o r to  develop our properties. A higher level o f indebtedness and/o r additional preferred stock increases the
risk that we may default on our obligations. Our ability to  meet our debt obligations and to  reduce our level o f indebtedness depends on
our future  perfo rmance. General economic conditions, o il and gas prices and financial, business and o ther facto rs affect our operations
and our future  perfo rmance. Many o f these facto rs are  beyond our contro l. We may no t be able  to  generate  suffic ient cash flow to  pay
the interest on our debt, and future  working  capital, bo rrowings o r equity financing  may no t be available  to  pay o r refinance such debt.
Facto rs that will affect our ability to  raise  cash through an o ffering  o f our capital stock o r a refinancing  o f our debt include financial
market conditions, the value o f our assets and our perfo rmance at the time we need capital.
 

In addition, our bank bo rrowing  base is subject to  periodic  redetermination. A lowering  o f our bo rrowing  base could require  us to
repay indebtedness in excess o f the bo rrowing  base, o r we might need to  further secure the lenders with additional co llateral.
 

Competition in the oil and natural gas industry is intense, and many of our competitors have greater financial and other resources
than we do.
 We operate  in the highly competitive areas o f o il and natural gas acquisition, development, explo itation, explo ration and
production. We face intense competition from bo th majo r and o ther independent o il and natural gas companies in each o f the fo llowing
areas:
 
 •  seeking  to  acquire  desirable  producing  properties o r new leases fo r future  explo ration; and
 
 •  seeking  to  acquire  the equipment and expertise  necessary to  develop and operate  our properties.
 

Many o f our competito rs have financial and o ther resources substantially g reater than ours, and some o f them are fully integ rated
o il companies. These companies may be able  to  pay more fo r development prospects and productive o il and natural gas properties
and may be able  to  define, evaluate , bid fo r and purchase a g reater number o f properties and prospects than our financial o r human
resources permit. Our ability to  develop and explo it our o il and natural gas properties and to  acquire  additional properties in the future
will depend upon our ability to  successfully conduct operations, evaluate  and select suitable  properties and consummate transactions in
this highly competitive environment.
 

Significant capital expenditures are required to replace our reserves.
 Our explo ration, development and acquisition activities require  substantial capital expenditures. Histo rically, we have funded our
capital expenditures through a combination o f cash flows from operations, our revo lving  bank credit facility and debt and equity
issuances. Future cash flows are  subject to  a number o f variables, such as the
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level o f production from existing  wells, prices o f o il and gas, and our success in developing  and producing  new reserves. If revenue
were to  decrease as a result o f lower o il and gas prices o r decreased production, and our access to  capital were limited, we would have
a reduced ability to  replace our reserves. If our cash flow from operations is no t suffic ient to  fund our capital expenditure  budget, we
may no t be able  to  access additional bank debt, debt o r equity o r o ther methods o f financing  on an economic basis to  meet these
requirements.
 

If we are not able to replace reserves, we may not be able to sustain production.
 Our future  success depends largely upon our ability to  find, develop o r acquire  additional o il and gas reserves that are
economically recoverable . Unless we replace the reserves we produce through successful development, explo ration o r acquisition
activities, our proved reserves and production will decline over time. In addition, approximately 34% of our to tal estimated proved
reserves (by vo lume) at December 31, 2004  were undeveloped. By their nature , estimates o f undeveloped reserves are  less certain.
Recovery o f such reserves will require  significant capital expenditures and successful drilling  operations. Our reserve estimates reflect
that our production rate  on producing  properties will decline approximately 26% from the beg inning  until the end o f 2005. Thus, our
future o il and natural gas reserves and production and, therefo re, our cash flow and income are  highly dependent on our success in
effic iently developing  and explo iting  our current reserves and economically finding  o r acquiring  additional recoverable  reserves.
 

The actual quantities and present value of our proved reserves may prove to be lower than we have estimated.
 This prospectus supplement and the documents inco rporated by reference herein contain estimates o f our proved reserves and
the estimated future  net revenues from our proved reserves. These estimates are  based upon various assumptions, including
assumptions required by the SEC relating  to  o il and gas prices, drilling  and operating  expenses, capital expenditures, taxes and
availability o f funds. The process o f estimating  o il and gas reserves is complex. The process invo lves significant decisions and
assumptions in the evaluation o f available  geo log ical, geophysical, eng ineering  and economic data fo r each reservo ir. Therefo re,
these estimates are  inherently imprecise .
 

Actual future  production, o il and gas prices, revenues, taxes, development expenditures, operating  expenses and quantities o f
recoverable  o il and gas reserves most likely will vary from these estimates. Such variations may be significant and could materially
affect the estimated quantities and present value o f our proved reserves. In addition, we may adjust estimates o f proved reserves to
reflect production histo ry, results o f explo ration and development drilling , prevailing  o il and gas prices and o ther facto rs, many o f
which are  beyond our contro l. Our properties may also  be susceptible  to  hydrocarbon drainage from production by operato rs on
adjacent properties.
 

At December 31, 2004 , approximately 34% of our estimated proved reserves (by vo lume) were undeveloped. Recovery o f
undeveloped reserves requires significant capital expenditures and successful drilling  operations. These reserve estimates include the
assumption that we will make significant capital expenditures to  develop the reserves, including  approximately $1.0 billion in 2005. You
should be aware that the estimated costs may no t be accurate , development may no t occur as scheduled and results may no t be as
estimated.
 

You should no t assume that the present values referred to  in this prospectus supplement and the documents inco rporated by
reference herein represent the current market value o f our estimated o il and gas reserves. In acco rdance with SEC requirements, the
estimates o f our present values are  based on prices and costs as o f the date  o f the estimates. The December 31, 2004  present value is
based on weighted average o il and gas wellhead prices o f $39.91 per barrel o f o il and $5.65 per mcf o f natural gas. Actual future  prices
and costs may be materially higher o r lower than the prices and costs as o f the date  o f an estimate.
 

Any changes in consumption by o il and gas purchasers o r in governmental regulations o r taxation will also  affect actual future  net
cash flows.
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The timing  o f bo th the production and the expenses from the development and production o f o il and gas properties will affect
bo th the timing  o f actual future  net cash flows from our proved reserves and their present value. In addition, the 10% discount facto r,
which is required by the SEC to  be used in calculating  discounted future  net cash flows fo r reporting  purposes, is no t necessarily the
most accurate  discount facto r. The effective interest rate  at various times and the risks associated with our business o r the o il and gas
industry in general will affect the accuracy o f the 10% discount facto r.
 

Acquisitions may prove to be worth less than we paid because of uncertainties in evaluating recoverable reserves and potential
liabilities.
 Our recent g rowth is due in part to  acquisitions o f explo ration and production companies, producing  properties and undeveloped
leaseho ld. We expect acquisitions will also  contribute  to  our future  g rowth. Successful acquisitions require  an assessment o f a number
o f facto rs, including  estimates o f recoverable  reserves, explo ration po tential, future  o il and gas prices, operating  costs and po tential
environmental and o ther liabilities. Such assessments are  inexact and their accuracy is inherently uncertain. In connection with our
assessments, we perfo rm a review o f the acquired properties which we believe is generally consistent with industry practices.
However, such a review will no t reveal all existing  o r po tential problems. In addition, our review may no t permit us to  become
sufficiently familiar with the properties to  fully assess their deficiencies and capabilities. We do  no t inspect every well. Even when we
inspect a well, we do  no t always discover structural, subsurface and environmental problems that may exist o r arise . We are  generally
no t entitled to  contractual indemnification fo r preclosing  liabilities, including  environmental liabilities. Normally, we acquire  interests in
properties on an “as is” basis with limited remedies fo r breaches o f representations and warranties. As a result o f these facto rs, we may
no t be able  to  acquire  o il and gas properties that contain economically recoverable  reserves o r be able  to  complete  such acquisitions
on acceptable  terms.
 

Additionally, significant acquisitions can change the nature o f our operations and business depending  upon the character o f the
acquired properties, which may have substantially different operating  and geo log ical characteristics o r be in different geographic
locations than our existing  properties. It is our current intention to  continue focusing  on acquiring  properties with development and
explo ration po tential located in the Mid-Continent, the South Texas and Texas Gulf Coast reg ions, the Permian Basin o f West Texas
and eastern New Mexico , the Barnett Shale  area o f no rth-central Texas and the Ark-La-Tex areas o f East Texas and no rthern Louisiana.
To  the extent that we acquire  properties substantially different from the properties in our primary operating  reg ions o r acquire
properties that require  different technical expertise , we may no t be able  to  realize  the economic benefits o f these acquisitions as
effic iently as in our prio r acquisitions.
 

Exploration and development drilling may not result in commercially productive reserves.
 We do  no t always encounter commercially productive reservo irs through our drilling  operations. The new wells we drill o r
partic ipate  in may no t be productive and we may no t recover all o r any po rtion o f our investment in wells we drill o r partic ipate  in. The
seismic data and o ther techno log ies we use do  no t allow us to  know conclusively prio r to  drilling  a well that o il o r gas is present o r may
be produced economically. The cost o f drilling , completing  and operating  a well is o ften uncertain, and cost facto rs can adversely
affect the economics o f a pro ject. Our effo rts will be unpro fitable  if we drill dry wells o r wells that are  productive but do  no t produce
enough reserves to  return a pro fit after drilling , operating  and o ther costs. Further, our drilling  operations may be curtailed, delayed o r
canceled as a result o f a variety o f facto rs, including :
 
 •  increases in the cost o f, o r sho rtages o r delays in the availability o f, drilling  rig s and equipment;
 
 •  unexpected drilling  conditions;
 
 •  title  problems;
 
 •  pressure o r irregularities in fo rmations;
 
 •  equipment failures o r accidents;
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 •  adverse weather conditions; and
 
 •  compliance with environmental and o ther governmental requirements.
 

Future price declines may result in a write-down of our asset carrying values.
 We utilize  the full cost method o f accounting  fo r costs re lated to  our o il and gas properties. Under this method, all such costs (fo r
bo th productive and nonproductive properties) are  capitalized and amortized on an aggregate  basis over the estimated lives o f the
properties using  the unit-o f-production method. However, these capitalized costs are  subject to  a ceiling  test which limits such poo led
costs to  the aggregate  o f the present value o f future  net revenues attributable  to  proved o il and gas reserves discounted at 10% plus
the lower o f cost o r market value o f unproved properties. The full cost ceiling  is evaluated at the end o f each quarter using  the prices
fo r o il and gas at that date , adjusted fo r the impact o f derivatives accounted fo r as cash flow hedges. A significant decline in o il and gas
prices from current levels, o r o ther facto rs, without o ther mitigating  circumstances, could cause a future  writedown o f capitalized
costs and a non-cash charge against future  earnings. Our aggregate  present value o f future  net revenues plus the value o f the unproved
properties would equal the reco rded net book value o f our o il and gas properties at December 31, 2004 , assuming  an index price o f
approximately $3.90 per mcf fo r gas and assuming  the price o f o il remains constant at $43.39 per barrel fo r o il. If index prices were to
fall below these levels, we could experience a write-down o f the book value o f our o il and gas assets.
 

Our hedging activities may reduce the realized prices received for our oil and gas sales and require us to provide collateral for
hedging liabilities.
 In o rder to  manage our exposure to  price vo latility in marketing  our o il and gas, we enter into  o il and gas price risk management
arrangements fo r a po rtion o f our expected production. Commodity price hedg ing  may limit the prices we actually realize  and
therefo re reduce o il and gas revenues in the future . The fair value o f our o il and gas derivative instruments outstanding  as o f June 30,
2005 was a liability o f approximately $118.2 million. In addition, our commodity price risk management transactions may expose us to
the risk o f financial lo ss in certain circumstances, including  instances in which:
 
 •  our production is less than expected;
 
 

•  there  is a widening  o f price differentials between delivery po ints fo r our production and the delivery po int assumed in the
hedge arrangement; o r

 
 •  the counterparties to  our contracts fail to  perfo rm under the contracts.
 

Some o f our commodity price and interest rate  risk management arrangements require  us to  deliver cash co llateral o r o ther
assurances o f perfo rmance to  the counterparties in the event that our payment obligations exceed certain levels. As o f June 30, 2005,
we were required to  post a to tal o f $50 million o f co llateral with our counterparties through letters o f credit issued under our bank credit
facility with respect to  commodity price and financial risk management transactions. As o f September 8, 2005, we were required to
post $70 million o f co llateral with our counterparties through letters o f credit. Future co llateral requirements are  uncertain and will
depend on arrangements with our counterparties and highly vo latile  natural gas and o il prices.
 

Lower oil and gas prices could negatively impact our ability to borrow.
 Our revo lving  bank credit facility limits our bo rrowings to  $1.25 billion, based on our bo rrowing  base. The bo rrowing  base is
determined periodically at the discretion o f the banks and is based in part on o il and gas prices. Additionally, some o f our indentures
contain covenants limiting  our ability to  incur indebtedness in addition to  that incurred under our bank credit facility. These indentures
limit our ability to  incur additional indebtedness unless we meet one o f two  alternative tests. The first alternative is based on our
adjusted conso lidated net tang ible  assets (as defined in all o f our indentures), which is determined using  discounted future  net revenues
from proved o il and gas reserves as o f the end o f each year. The second alternative is based on the ratio  o f our
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adjusted conso lidated EBITDA (as defined in all o f our indentures) to  our adjusted conso lidated interest expense over a trailing  twelve-
month period. As o f the date  o f this prospectus, we are  permitted to  incur significant additional indebtedness under bo th o f these debt
incurrence tests. Lower o il and gas prices in the future  could reduce our adjusted conso lidated EBITDA, as well as our adjusted
conso lidated net tang ible  assets, and thus could reduce our ability to  incur additional indebtedness.
 

Oil and gas drilling and producing operations can be hazardous and may expose us to environmental liabilities.
 Oil and gas operations are  subject to  many risks, including  well blowouts, cratering  and explosions, pipe failure , fires, fo rmations
with abnormal pressures, uncontro llable  flows o f o il, natural gas, brine o r well fluids, and o ther environmental hazards and risks. Our
drilling  operations invo lve risks from high pressures and from mechanical difficulties such as stuck pipes, co llapsed casings and
separated cables. If any o f these risks occurs, we could sustain substantial lo sses as a result o f:
 
 •  injury o r lo ss o f life ;
 
 •  severe damage to  o r destruction o f property, natural resources and equipment;
 
 •  po llution o r o ther environmental damage;
 
 •  clean-up responsibilities;
 
 •  regulato ry investigations and penalties; and
 
 •  suspension o f operations.
 

Our liability fo r environmental hazards includes those created either by the previous owners o f properties that we purchase o r
lease o r by acquired companies prio r to  the date  we acquire  them. We maintain insurance against some, but no t all, o f the risks
described above. Our insurance may no t be adequate  to  cover casualty lo sses o r liabilities. Also , in the future  we may no t be able  to
obtain insurance at premium levels that justify its purchase.
 

Reserve estimates of properties acquired in 2005 have not been prepared by independent petroleum engineers. Our internal
estimates may not be as reliable as estimates of those reserves by independent engineers.
 Our estimates o f proved reserves attributed to  our 2005 acquisitions, including  our pending  acquisitions described under
“Summary—Chesapeake,” included herein o r inco rporated by reference in this prospectus supplement have no t been reviewed o r
reported on by independent petro leum eng ineers. These estimates were prepared by our own eng ineers and pro fessionals using  criteria
o therwise in compliance with SEC rules. Furthermore, our internal reserve estimates fo r these acquisitions are  based upon data available
to  us which may no t be as complete  as data available  on our o ther properties. Oil and gas pricing  can affect estimates o f quantities o f
proved reserves due to  the impact o f pricing  on ultimate economic recovery. Estimates prepared by independent eng ineers might be
different than our internal estimates.
 

The loss of key personnel could adversely affect our business.
 We depend, and will continue to  depend in the fo reseeable  future , on the services o f our o fficers and key employees with
extensive experience and expertise  in evaluating  and analyzing  producing  o il and gas properties and drilling  prospects, maximizing
production from o il and gas properties, marketing  o il and gas production, and developing  and executing  financing  and hedg ing
strateg ies. Our ability to  retain our o fficers and key employees is important to  our continued success and g rowth. The unexpected lo ss
o f the services o f one o r more o f these individuals could have a detrimental effect on our business. We do  no t maintain key person life
insurance on any o f our personnel.
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Risks Relating  to  Our Preferred Stock
 We may not be able to pay cash dividends on the preferred stock.
 Our existing  indentures limit, and any indentures and o ther financing  ag reements that we enter into  in the future  will likely limit, our
ability to  pay cash dividends on our capital stock. Specifically, under most o f our existing  indentures, we may pay cash dividends and
make o ther distributions on o r in respect o f our capital stock, including  the preferred stock, only if certain financial tests are  met. In
addition, the terms o f the preferred stock prohibit us from paying  dividends in cash unless we are  in compliance with certain fixed
charge coverage ratio s. In the event that any o f our indentures o r o ther financing  ag reements in the future  restric t our ability to  pay cash
dividends on the preferred stock, we will be unable  to  pay cash dividends on the preferred stock unless we can refinance amounts
outstanding  under those ag reements.
 

Under Oklahoma law, cash dividends on capital stock may only be paid from “surplus” o r, if there  is no  “surplus,” from the
co rporation’s net pro fits fo r the then current o r the preceding  fiscal year. Unless we continue to  operate  pro fitably, our ability to  pay
cash dividends on the preferred stock would require  the availability o f adequate  “surplus,” which is defined as the excess, if any, o f our
net assets (to tal assets less to tal liabilities) over our capital. Further, even if adequate  surplus is available  to  pay cash dividends on the
preferred stock, we may no t have suffic ient cash to  pay dividends on the preferred stock.
 

There is no public market for the preferred stock.
 The preferred stock will be a new issue o f securities fo r which there  is currently no  market. Upon issuance, the preferred stock will
no t be listed on an exchange. Although the underwriters currently intend to  make a market in the preferred stock, they are  no t obligated
to  do  so  and any market-making  activities may be discontinued at any time without no tice. According ly, there  may no t be development
o f o r liquidity in any market fo r the preferred stock. If a market fo r the preferred stock were to  develop, the preferred stock could
trade at prices that may be higher o r lower than the initial o ffering  price depending  upon many facto rs, including  the price o f our
common stock, prevailing  interest rates, our operating  results and the markets fo r similar securities.
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USE OF PROCEEDS
 

The net proceeds from this o ffering  will be approximately $291.5 million, after deducting  underwriters’ discounts and the
estimated expenses o f the o ffering . We intend to  use the net proceeds from this o ffering , together with a po rtion o f the net proceeds
from our pending  public  o ffering  o f common stock, to  repay amounts outstanding  under our revo lving  bank credit facility. At
September 8, 2005, approximately $582.0 million was outstanding  under our revo lving  bank credit facility, approximately $249.5
million o f which was used to  fund our recent Hallwood acquisition. Funds repaid on our revo lving  bank credit facility may be reborrowed
fo r general co rporate  purposes, including  to  fund costs o f our drilling  prog ram, our pending  acquisitions and possible  future
acquisitions. As o f June 30, 2005, the average interest rate  on the bo rrowings outstanding  under our revo lving  bank credit facility was
4 .6%.
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CAPITALIZATION
 

The fo llowing  table  shows our unaudited capitalization as o f June 30, 2005:
 
 •  on a histo rical basis;
 

 

•  on a pro  fo rma basis to  reflect (i) our exchange o f $102.3 million o f our 4 .125% cumulative convertible  preferred stock fo r
6.6 million shares o f our common stock, (ii) our exchange o f $13.7 million o f our 5% cumulative convertible  preferred stock
(Series 2003) fo r 0.9 million shares o f our common stock, (iii) the completion o f our recent and pending  acquisitions and (iv)
our issuance o f $600 million in aggregate  principal amount o f our 6.50% Senio r No tes due 2017;

 
 

•  on a pro  fo rma basis as adjusted to  reflect the consummation o f this o ffering  (assuming  no  exercise  o f the underwriters’
over-allo tment option); and

 

 
•  on a pro  fo rma basis as further adjusted to  reflect our pending  o ffering  o f 8,000,000 shares o f our common stock (assuming

no  exercise  o f the underwriters’ over-allo tment option) and the application o f approximately $251.7 million in estimated net
proceeds. The closing  o f this o ffering  is conditioned on the closing  o f the public  o ffering  o f common stock.
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This table  should be read in conjunction with, and is qualified in its entirety by reference to , our histo rical financial statements and
the accompanying  no tes included in our annual report on Form 10-K fo r the year ended December 31, 2004 , and our quarterly report on
Form 10-Q fo r the quarter ended June 30, 2005, which are  inco rporated by reference herein.
 

   

As of June  30, 2005

 

   

Historic al

  

Pro Forma

  

Pro Forma
As Adjuste d

  

Pro Forma
As Furthe r
Adjuste d

 
   (in thousands)  
C ash and c ash e quivale nts   $ —    $ —    $ 11,285  $ 262,979 

      
Long-te rm  de bt:                  

Re volving bank c re dit fac ility   $ 455,000  $ 280,215  $ —    $ —   
8 .375%  Se nior Note s  due  2008    7,990   7,990   7,990   7,990 
8 .125%  Se nior Note s  due  2011    7,583   7,583   7,583   7,583 
9 .000%  Se nior Note s  due  2012    1,140   1,140   1,140   1,140 
7.500%  Se nior Note s  due  2013    363,823   363,823   363,823   363,823 
7.000%  Se nior Note s  due  2014    300,000   300,000   300,000   300,000 
7.500%  Se nior Note s  due  2014    300,000   300,000   300,000   300,000 
7.750%  Se nior Note s  due  2015    300,408   300,408   300,408   300,408 
6 .375%  Se nior Note s  due  2015    600,000   600,000   600,000   600,000 
6 .625%  Se nior Note s  due  2016    600,000   600,000   600,000   600,000 
6 .875%  Se nior Note s  due  2016    670,437   670,437   670,437   670,437 
6 .500%  Se nior Note s  due  2017    —     600,000   600,000   600,000 
6 .250%  Se nior Note s  due  2018    600,000   600,000   600,000   600,000 
Inte re s t rate  de rivative s    6 ,820   6 ,820   6 ,820   6 ,820 
Disc ount, ne t of pre m ium , on Se nior Note s    (87,272)  (92 ,887)  (92 ,887)  (92 ,887)

      
Total long-te rm  de bt   $4,125,929  $4,545,529  $ 4,265,314  $ 4,265,314 

Stoc kholde rs ’ e quity:                  
Pre fe rre d s toc k, $0.01 par value , 20,000,000 authoriz e d                  
6.00%  C um ulative  C onve rtib le  Pre fe rre d  Stoc k, 101,375 share s  is sue d and outs tanding,

e ntitle d  in  liquidation to  $5.1 m illion    5 ,069   5 ,069   5 ,069   5 ,069 
5 .00%  C um ulative  C onve rtib le  Pre fe rre d  Stoc k (Se rie s  2003), 1,725,000 and 1,588,180

(pro  form a, pro  form a as  adjus te d  and pro  form a as  furthe r adjus te d) share s  is sue d
and outs tanding, e ntitle d  in  liquidation to  $172.5  m illion and $158.8  m illion (pro
form a, pro  form a as  adjus te d  and pro  form a as  furthe r adjus te d)    172,500   158,818   158,818   158,818 

4 .125%  C um ulative  C onve rtib le  Pre fe rre d  Stoc k, 268,250 and 165,935 (pro  form a, pro
form a as  adjus te d  and pro  form a as  furthe r adjus te d) share s  is sue d and outs tanding,
e ntitle d  in  liquidation to  $268.3 m illion and $165.9  m illion (pro  form a, pro  form a as
adjus te d  and pro  form a as  furthe r adjus te d)    268,250   165,935   165,935   165,935 

5 .00%  C um ulative  C onve rtib le  Pre fe rre d  Stoc k (Se rie s  2005), 4 ,600,000 share s  is sue d
and outs tanding, e ntitle d  in  liquidation to  $460.0  m illion    460,000   460,000   460,000   460,000 

4 .50%  C um ulative  C onve rtib le  Pre fe rre d  Stoc k, 3,000,000 share s  is sue d and
outs tanding, e ntitle d  in  liquidation to  $300.0  m illion    —     —     300,000   300,000 

C om m on Stoc k, $0.1 par value , 500,000,000 share s  authoriz e d, 323,872,133, 331,295,506 (pro
form a and pro  form a as  adjus te d) and 339,295,506 (pro  form a as  furthe r adjus te d) share s
is sue d and outs tanding    3,239   3,313   3,313   3,393 

Paid-in  c apital    2 ,521,395   2 ,637,318   2 ,628,818   2 ,880,432 
Re taine d e arnings    537,016   537,016   537,016   537,016 
Ac c um ulate d othe r c om pre he ns ive  inc om e  (loss ), ne t of tax of $20,556,000    (35 ,762)  (35 ,762)  (35 ,762)  (35 ,762)
Une arne d c om pe nsation    (53,970)  (53,970)  (53,970)  (53,970)
Le ss : tre asury s toc k, at c os t; 5 ,329,341 c om m on share s    (26 ,091)  (26 ,091)  (26 ,091)  (26 ,091)

      
Total s toc kholde rs ’ e quity    3,851,646   3,851,646   4 ,143,146   4 ,394,840 

      
Total c apitaliz ation    7,977,575   8 ,397,175   8 ,408,460   8 ,660,154 
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PRICE RANGE OF COMMON STOCK
 

Our common stock is traded on the New York Stock Exchange under the symbol “CHK.” The fo llowing  table  sets fo rth the range
of high and low sales prices per share o f our common stock fo r each calendar quarter.
 

   

S ale s  Pric e

   

High

  

Low

2003:         
First Quarter   $ 8.64   $ 7.27
Second Quarter   $11.45  $ 7.45
Third Quarter   $10.97  $ 9.17
Fourth Quarter   $14 .00  $10.66

2004 :         
First Quarter   $13.98  $11.70
Second Quarter   $15.05  $12.68
Third Quarter   $16.24   $13.69
Fourth Quarter   $18.31  $15.17

2005:         
First Quarter   $23.65  $15.06
Second Quarter   $24 .00  $17.74
Third Quarter (through September 8, 2005)   $33.45  $22.90

 
On September 8, 2005, the closing  sale  price o f our common stock, as reported by the New York Stock Exchange, was $32.72

per share. On that date , there  were approximately 1,300 ho lders o f reco rd. We believe we have over 193,000 beneficial owners o f our
common stock.
 

S-23



Table of  Contents

DIVIDEND POLICY
 

The fo llowing  table  sets fo rth the amount o f dividends per share declared on Chesapeake common stock during  the two  years
ended December 31, 2004  and the first two  quarters o f 2005:
 

   

2005

  

2004

  

2003

First Quarter   $0.045  $0.035  $0.030
Second Quarter   $0.050  $0.045  $0.035
Third Quarter   $0.045  $0.035
Fourth Quarter   $0.045  $0.035

 
In the third quarter o f 2005 we began paying  a $0.05 per quarter cash dividend on our common stock. We intend to  continue to  pay

this quarterly dividend; however, the payment o f future  cash dividends will depend upon, among  o ther things, our financial condition,
funds from operations, the level o f our capital and development expenditures, our future  business prospects and any contractual
restric tions.
 

Our revo lving  bank credit facility and the indentures governing  most o f our senio r no tes contain restric tions on our ability to
declare  and pay cash dividends. Under the revo lving  bank credit facility and the indentures, we may no t pay any cash dividends on our
common o r preferred stock if an event o f default has occurred. Additionally, the indentures restric t cash dividends if we have no t met
one o f two  debt incurrence tests set fo rth in the indentures, o r if immediately after g iving  effect to  the dividend payment, we have paid
to tal dividends and made o ther restric ted payments in excess o f the permitted amounts. As o f June 30, 2005, our fixed charge
coverage ratio  fo r purposes o f the debt incurrence test was 5.79 to  1.00, compared to  2.25 to  1.00 required in our most restric tive
indentures. Our adjusted conso lidated net tang ible  assets exceeded 200% of our to tal indebtedness, as required in our most restric tive
indentures, by more than $1.5 billion.
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DESCRIPTION OF PREFERRED STOCK
 

The fo llowing  is a summary o f certain provisions o f the certificate  o f designation fo r our 4 .50% Cumulative Convertible
Preferred Stock (which we will refer to  as the “Convertible  Preferred Stock”). A copy o f the certificate  o f designation and the fo rm o f
Convertible  Preferred Stock share certificate  are  available  upon request from us at the address set fo rth under “Where You Can Find
More Info rmation.” The fo llowing  summary o f the terms o f Convertible  Preferred Stock does no t purport to  be complete  and is
subject to , and qualified in its entirety by reference to , the provisions o f the certificate  o f designation. As used in this section, the terms
the “Company,” “us,” “we” o r “our” refer to  Chesapeake Energy Corporation and no t any o f its subsidiaries.
 
General
 

Under our certificate  o f inco rporation, our board o f directo rs is autho rized, without further stockho lder action, to  issue up to
20,000,000 shares o f preferred stock, par value $.01 per share, in one o r more series, with such vo ting  powers o r without vo ting
powers, and with such designations, preferences and relative, partic ipating , optional o r o ther special rights, and qualifications,
limitations o r restric tions, as shall be set fo rth in the reso lutions providing  therefo r. We have 13,044 ,610 shares o f autho rized preferred
stock which are  undesignated. We have 101,275 shares o f preferred stock which are  designated as 6.00% Cumulative Convertible
Preferred Stock, all o f which are  currently outstanding , 1,588,180 shares o f preferred stock which are  designated as 5.00% Cumulative
Convertible  Preferred Stock (Series 2003), all o f which are  currently outstanding , 165,935 shares o f preferred stock which are
designated as 4 .125% Cumulative Convertible  Preferred Stock, all o f which are  currently outstanding  and 4 ,600,000 shares o f
preferred stock which are  designated as 5.00% Cumulative Convertible  Preferred Stock (Series 2005), all o f which are  currently
outstanding . The board o f directo rs has also  autho rized the issuance o f up to  500,000 shares o f Series A Junio r Partic ipating
Convertible  Preferred Stock in connection with the adoption o f our share rights plan in July 1998. None o f these shares are  currently
outstanding . At the consummation o f this o ffering , we will issue 3,000,000 shares o f Convertible  Preferred Stock. In addition, we have
granted the underwriters an option to  purchase up to  450,000 additional shares. Please read “Description o f Capital Stock.”
 

When issued, the Convertible  Preferred Stock and any common stock issued upon the conversion o f the Convertible  Preferred
Stock will be fully paid and nonassessable . The ho lders o f the Convertible  Preferred Stock will have no  preemptive o r preferential right
to  purchase o r subscribe to  stock, obligations, warrants o r o ther securities o f the Company o f any class. The transfer agent, reg istrar,
redemption, conversion and dividend disbursing  agent fo r shares o f bo th the Convertible  Preferred Stock and common stock is UMB
Bank, N.A.
 

The Convertible  Preferred Stock is subject to  mandato ry conversion, as described below in “—Mandato ry Conversion,” but is
no t redeemable by us.
 
Ranking
 

The Convertible  Preferred Stock, with respect to  dividend rights o r rights upon our liquidation, winding -up o r disso lution, ranks:
 

 

•  senio r to  all c lasses o f our common stock and to  the Series A Junio r Partic ipating  Convertible  Preferred Stock and each
o ther c lass o f capital stock o r series o f preferred stock established after the o rig inal issue date  o f the Convertible
Preferred Stock (which we will refer to  as the “Issue Date”), the terms o f which do  no t expressly provide that such class
o r series ranks senio r to  o r on a parity with the Convertible  Preferred Stock as to  dividend rights o r rights upon our
liquidation, winding -up o r disso lution (which we will refer to  co llectively as “Junio r Stock”);

 

 

•  on a parity, in all respects, with our existing  6.00% Cumulative Convertible  Preferred Stock, our existing  5.00%
Cumulative Convertible  Preferred Stock (Series 2003), our existing  4 .125% Cumulative Convertible  Preferred Stock
and our existing  5.00% Cumulative Convertible  Preferred Stock (Series 2005) and with any class o f capital stock o r
series o f preferred stock established after the Issue Date, the terms o f which expressly provide that such class o r series
will rank on a parity
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with the Convertible  Preferred Stock as to  dividend rights o r rights upon our liquidation, winding -up o r disso lution (which
we will refer to  co llectively as “Parity Stock”); and

 

 
•  junio r to  each class o f capital stock o r series o f preferred stock established after the Issue Date, the terms o f which

expressly provide that such class o r series will rank senio r to  the Convertible  Preferred Stock as to  dividend rights o r
rights upon our liquidation, winding -up o r disso lution (which we will refer to  co llectively as “Senio r Stock”).

 
While any shares o f Convertible  Preferred Stock are  outstanding , we may no t autho rize o r issue any class o r series o f Senio r

Stock (o r any security convertible  into  Senio r Stock) without the affirmative vo te  o r consent o f the ho lders o f at least 66 2/3% of the
outstanding  shares o f Convertible  Preferred Stock. Without the consent o f any ho lder o f Convertible  Preferred Stock, however, we
may autho rize, increase the autho rized amount o f, o r issue any class o r series o f Parity Stock o r Junio r Stock. See “—Voting  Rights”
below.
 
Dividends
 

Holders o f shares o f Convertible  Preferred Stock will be entitled to  receive, when, as and if declared by our board o f directo rs
out o f funds legally available  fo r payment, cumulative dividends at the rate  per annum of 4 .50% per share on the liquidation preference
thereo f o f $100 per share o f Convertible  Preferred Stock (equivalent to  $4 .50 per annum per share). Dividends on the Convertible
Preferred Stock will be payable  quarterly on March 15, June 15, September 15 and December 15 o f each year, commencing
December 15, 2005 (each, a “Dividend Payment Date”) at such annual rate , and shall accumulate  from the most recent date  as to  which
dividends shall have been paid o r, if no  dividends have been paid, from the Issue Date o f the Convertible  Preferred Stock, whether o r
no t in any dividend period o r periods there  have been funds legally available  fo r the payment o f such dividends. Dividends will be
payable  to  ho lders o f reco rd as they appear on our stock reg ister on the immediately preceding  March 1, June 1, September 1 and
December 1 (each, a “Record Date”). Accumulations o f dividends on shares o f Convertible  Preferred Stock do  no t bear interest.
Dividends payable  on the Convertible  Preferred Stock fo r any period o ther than a full dividend period (based upon the number o f days
elapsed during  the period) are  computed on the basis o f a 360-day year consisting  o f twelve 30-day months.
 

No dividend will be declared o r paid upon, o r any sum set apart fo r the payment o f dividends upon, any outstanding  share o f the
Convertible  Preferred Stock with respect to  any dividend period unless all dividends fo r all preceding  dividend periods have been
declared and paid o r declared and a suffic ient sum o r number o f shares o f common stock have been set apart fo r the payment o f such
dividend, upon all outstanding  shares o f Convertible  Preferred Stock.
 

No dividend on the Convertible  Preferred Stock will be paid in cash at any time that the Adjusted Conso lidated EBITDA Coverage
Ratio  (as defined as o f the date  hereo f in the indenture among  the Company, the Subsidiary Guaranto rs (as defined therein) and The
Bank o f New York Trust Company, N.A. dated as o f June 30, 2005) is less than 2.00 to  1.00. As o f June 30, 2005, our Conso lidated
EBITDA Coverage Ratio  was 5.97 to  1.00.
 

No dividends o r o ther distributions (o ther than a dividend o r distribution payable  so lely in shares o f Parity Stock o r Junio r Stock (in
the case o f Parity Stock) o r Junio r Stock (in the case o f Junio r Stock) and cash in lieu o f fractional shares) may be declared, made o r
paid, o r set apart fo r payment upon, any Parity Stock o r Junio r Stock, no r may any Parity Stock o r Junio r Stock be redeemed,
purchased o r o therwise acquired fo r any consideration (o r any money paid to  o r made available  fo r a sinking  fund fo r the redemption o f
any Parity Stock o r Junio r Stock) by us o r on our behalf (except by conversion into  o r exchange fo r shares o f Parity Stock o r Junio r
Stock (in the case o f Parity Stock) o r Junio r Stock (in the case o f Junio r Stock)) unless all accumulated and unpaid dividends have been
or contemporaneously are  declared and paid, o r are  declared and a sum o r number o f shares o f common stock suffic ient fo r the
payment thereo f is set apart fo r such payment, on the Convertible  Preferred Stock and any Parity Stock fo r all dividend payment
periods terminating  on o r prio r to  the date  o f such
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declaration, payment, redemption, purchase o r acquisition. No twithstanding  the preceding , if full dividends have no t been paid on the
Convertible  Preferred Stock and any Parity Stock, dividends may be declared and paid on the Convertible  Preferred Stock and such
Parity Stock so  long  as the dividends are  declared and paid pro  rata so  that the amounts o f dividends declared per share on the
Convertible  Preferred Stock and such Parity Stock will in all cases bear to  each o ther the same ratio  that accumulated and unpaid
dividends per share on the shares o f the Convertible  Preferred Stock and such Parity Stock bear to  each o ther. Ho lders o f shares o f the
Convertible  Preferred Stock will no t be entitled to  any dividend, whether payable  in cash, property o r stock, in excess o f full cumulative
dividends.
 

Our ability to  declare  and pay cash dividends and make o ther distributions with respect to  our capital stock, including  the
Convertible  Preferred Stock, is limited by the terms o f the Company’s outstanding  indebtedness. In addition, our ability to  declare  and
pay dividends may be limited by applicable  Oklahoma law. See “Risk Facto rs—We may no t be able  to  pay cash dividends on the
preferred stock.”
 
Method o f Payment o f Dividends
 

Subject to  certain restric tions, we may generally pay any dividend on the Convertible  Preferred Stock:
 
•  in cash;
 
•  by delivery o f shares o f our common stock; o r
 
•  through any combination o f cash and our common stock.
 

If we elect to  make any such payment, o r any po rtion thereo f, in shares o f our common stock, such shares shall be valued fo r
such purpose, in the case o f any dividend payment, o r po rtion thereo f, at 97% of the Market Value (as defined below under “—
Conversion Price Adjustment”) as determined on the second Trading  Day immediately prio r to  the Record Date fo r such dividend.
 

We will make each dividend payment on the Convertible  Preferred Stock in cash, except to  the extent we elect to  make all o r any
portion o f such payment in shares o f our common stock. We will g ive the ho lders o f the Convertible  Preferred Stock no tice o f any
such election and the po rtion o f such payment that will be made in cash and the po rtion that will be made in common stock 10 Trading
Days prio r to  the Record Date fo r such dividend.
 

No fractional shares o f common stock will be delivered to  the ho lders o f the Convertible  Preferred Stock, but we will instead pay
a cash adjustment to  each ho lder that would o therwise be entitled to  a fraction o f a share o f common stock. Any po rtion o f any such
payment that is declared and no t paid through the delivery o f shares o f common stock will be paid in cash.
 

Notwithstanding  the above, we may no t pay any po rtion o f a dividend on the Convertible  Preferred Stock by delivery o f common
stock unless (i) the common stock to  be delivered as payment therefo re is freely transferable  by the recipient without further action on
its behalf, o ther than by reason o f the fact that such recipient is our affiliate , o r (ii) a shelf reg istration statement relating  to  that
common stock has been filed with the SEC and is effective to  permit the resale  o f that common stock by the ho lders thereo f.
 
Liquidation Preference
 

In the event o f our vo luntary o r invo luntary liquidation, winding -up o r disso lution, each ho lder o f Convertible  Preferred Stock will
be entitled to  receive and to  be paid out o f our assets available  fo r distribution to  our stockho lders, befo re any payment o r distribution
is made to  ho lders o f Junio r Stock (including  common stock), a liquidation preference in the amount o f $100 per share o f the
Convertible  Preferred Stock, plus accumulated and unpaid dividends on the shares to  the date  fixed fo r liquidation, winding -up o r
disso lution. If, upon our vo luntary o r invo luntary liquidation, winding -up o r disso lution, the amounts payable  with respect to  the
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liquidation preference o f the Convertible  Preferred Stock and all Parity Stock are  no t paid in full, the ho lders o f the Convertible
Preferred Stock and the Parity Stock will share equally and ratably in any distribution o f our assets in proportion to  the full liquidation
preference and accumulated and unpaid dividends to  which they are  entitled. After payment o f the full amount o f the liquidation
preference and accumulated and unpaid dividends to  which they are  entitled, the ho lders o f the Convertible  Preferred Stock will have no
right o r c laim to  any o f our remaining  assets. Neither the sale  o f all o r substantially all our assets o r business (o ther than in connection
with our liquidation, winding -up o r disso lution), no r our merger o r conso lidation into  o r with any o ther person, will be deemed to  be our
vo luntary o r invo luntary liquidation, winding -up o r disso lution.
 

The certificate  o f designation will no t contain any provision requiring  funds to  be set aside to  pro tect the liquidation preference o f
the Convertible  Preferred Stock even though it is substantially in excess o f the par value thereo f.
 
Voting  Rights
 

The ho lders o f the Convertible  Preferred Stock will have no  vo ting  rights except as set fo rth below o r as o therwise required by
Oklahoma law from time to  time.
 

If dividends on the Convertible  Preferred Stock are  in arrears and unpaid fo r six o r more quarterly periods (whether o r no t
consecutive), the ho lders o f the Convertible  Preferred Stock, vo ting  as a sing le  class with any o ther preferred stock o r preference
securities having  similar vo ting  rights that are  exercisable  (including  our existing  6.00% Cumulative Convertible  Preferred Stock, our
existing  5.00% Cumulative Convertible  Preferred Stock (Series 2003), our existing  4 .125% Cumulative Convertible  Preferred Stock
and our existing  5.00% Cumulative Convertible  Preferred Stock (Series 2005)), will be entitled at our next regular o r special meeting  o f
stockho lders to  elect two  additional directo rs to  our board o f directo rs. Upon the election o f any additional directo rs, the number o f
directo rs that comprise  our board shall be increased by such number o f additional directo rs. Such vo ting  rights and the terms o f the
directo rs so  elected will continue until such time as the dividend arrearage on the Convertible  Preferred Stock has been paid in full.
 

In addition, the affirmative vo te  o r consent o f the ho lders o f at least 66 2/3% of the outstanding  Convertible  Preferred Stock will
be required fo r the autho rization o r issuance o f any class o r series o f Senio r Stock (o r any security convertible  into  Senio r Stock) and
fo r amendments to  our certificate  o f inco rporation that would affect adversely the rights o f ho lders o f the Convertible  Preferred
Stock. The certificate  o f designation will provide that the autho rization o f, the increase in the autho rized amount o f, o r the issuance o f
any shares o f any class o r series o f Parity Stock o r Junio r Stock will no t require  the consent o f the ho lders o f the Convertible  Preferred
Stock, and will no t be deemed to  affect adversely the rights o f the ho lders o f the Convertible  Preferred Stock.
 

In all cases in which the ho lders o f Convertible  Preferred Stock shall be entitled to  vo te , each share o f Convertible  Preferred
Stock shall be entitled to  one vo te .
 
Conversion Rights
 

Each share o f Convertible  Preferred Stock will be convertible  at any time at the option o f the ho lder thereo f into  approximately
2.2639 shares o f common stock (which is calculated using  an initial conversion price o f $44 .172 per share o f common stock) subject
to  adjustment as described below (and we refer to  such price o r adjusted price as the “Conversion Price”).
 

The ho lders o f shares o f Convertible  Preferred Stock at the close o f business on a Record Date will be entitled to  receive the
dividend payment on those shares on the co rresponding  Dividend Payment Date no twithstanding  the conversion o f such shares
fo llowing  that Record Date o r our default in payment o f the dividend due on that Dividend Payment Date. However, shares o f
Convertible  Preferred Stock surrendered fo r conversion during  the period between the close o f business on any Record Date and the
close o f business on the
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business day immediately preceding  the applicable  Dividend Payment Date must be accompanied by payment o f an amount equal to
the dividend payable  on such shares on that Dividend Payment Date. A ho lder o f shares o f Convertible  Preferred Stock on a Record
Date who  (o r whose transferee) tenders any shares fo r conversion on the co rresponding  Dividend Payment Date will receive the
dividend payable  by us on the Convertible  Preferred Stock on that date , and the converting  ho lder need no t include payment in the
amount o f such dividend upon surrender o f shares o f Convertible  Preferred Stock fo r conversion. Except as provided above with
respect to  a vo luntary conversion, we will make no  payment o r allowance fo r unpaid dividends, whether o r no t in arrears, on converted
shares o r fo r dividends on the shares o f common stock issued upon conversion.
 
Mandatory Conversion
 

At any time on o r after September 15, 2010, we may at our option cause the Convertible  Preferred Stock to  be automatically
converted into  that number o f shares o f common stock fo r each share o f Convertible  Preferred Stock equal to  $100 (the liquidation
preference per share o f Convertible  Preferred Stock) divided by the then prevailing  Conversion Price. We may exercise  this right only
if the Closing  Sale  Price o f our common stock equals o r exceeds 130% of the then prevailing  Conversion Price fo r at least 20 Trading
Days in a period o f 30 consecutive Trading  Days, including  the last Trading  Day o f such 30-day period, ending  on the Trading  Day prio r
to  our issuance o f a press release announcing  the mandato ry conversion as described below.
 

The term “Trading  Day” means a day during  which trading  in securities generally occurs on the New York Stock Exchange o r, if
our common stock is no t listed on the New York Stock Exchange, on the principal o ther national o r reg ional securities exchange on
which our common stock is then listed o r, if our common stock is no t listed on a national o r reg ional securities exchange, on Nasdaq
or, if our common stock is no t quo ted on Nasdaq, on the principal o ther market on which our common stock is then traded.
 

The “Closing  Sale  Price” o f our common stock on any date  means the closing  sale  price per share (o r if no  closing  sale  price is
reported, the average o f the closing  bid and ask prices o r, if more than one in either case, the average o f the average closing  bid and
the average closing  ask prices) on such date  as reported on the principal United States securities exchange on which our common
stock is traded o r, if our common stock is no t listed on a United States national o r reg ional securities exchange, as reported by Nasdaq
or by the National Quo tation Bureau Inco rporated. In the absence o f such a quo tation, the Closing  Sale  Price will be an amount
determined in good faith by our board o f directo rs to  be the fair value o f the common stock.
 

To exercise  the mandato ry conversion right described above, we must issue a press release fo r publication on the Dow Jones
News Service prio r to  the opening  o f business on the first Trading  Day fo llowing  any date  on which the conditions described in the first
parag raph o f this “Mandato ry Conversion” section are  met, announcing  such a mandato ry conversion. We will also  g ive no tice by mail
o r by publication (with subsequent prompt no tice by mail) to  the ho lders o f the Convertible  Preferred Stock (no t more than four
business days after the date  o f the press release) o f the mandato ry conversion announcing  our intention to  convert the Convertible
Preferred Stock. The conversion date  will be a date  selected by us (which we will refer to  as the “Mandato ry Conversion Date”) and will
be no  more than ten days after the date  on which we issue such press release.
 

In addition to  any info rmation required by applicable  law o r regulation, the press release and no tice o f a mandato ry conversion
shall state , as appropriate:
 
•  the Mandato ry Conversion Date;
 
•  the number o f shares o f common stock to  be issued upon conversion o f each share o f Convertible  Preferred Stock;
 
•  the number o f shares o f Convertible  Preferred Stock to  be converted; and
 
•  that dividends on the Convertible  Preferred Stock to  be converted will cease to  accrue on the Mandato ry Conversion Date.
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On and after the Mandato ry Conversion Date, dividends will cease to  accrue on the Convertible  Preferred Stock called fo r a
mandato ry conversion and all rights o f ho lders o f such Convertible  Preferred Stock will terminate  except fo r the right to  receive the
shares o f common stock issuable  upon conversion thereo f. The dividend payment with respect to  the Convertible  Preferred Stock
called fo r a mandato ry conversion on a date  during  the period between the close o f business on any Record Date fo r the payment o f
dividends to  the close o f business on the co rresponding  Dividend Payment Date will be payable  on such Dividend Payment Date to  the
reco rd ho lder o f such share on such Record Date if such share has been converted after such Record Date and prio r to  such Dividend
Payment Date. Except as provided in the immediately preceding  sentence with respect to  a mandato ry conversion, no  payment o r
adjustment will be made upon conversion o f Convertible  Preferred Stock fo r accumulated and unpaid dividends o r fo r dividends with
respect to  the common stock issued upon such conversion.
 

We may no t autho rize, issue a press release o r g ive no tice o f any mandato ry conversion unless, prio r to  g iving  the conversion
no tice, all accumulated and unpaid dividends on the Convertible  Preferred Stock fo r periods ended prio r to  the date  o f such conversion
no tice shall have been paid.
 

In addition to  the mandato ry conversion provision described above, if there  are  fewer than 250,000 shares o f Convertible
Preferred Stock outstanding , we may, at any time on o r after September 15, 2010, at our option, cause the Convertible  Preferred
Stock to  be automatically converted into  that number o f shares o f common stock equal to  $100 (the liquidation preference per share
o f Convertible  Preferred Stock) divided by the lesser o f the then prevailing  Conversion Price and the Market Value as determined on
the second Trading  Day immediately prio r to  the Mandato ry Conversion Date. The provisions o f the immediately preceding  four
parag raphs shall apply to  any such mandato ry conversion; provided, however, that (1) the Mandato ry Conversion Date will no t be less
than 15 days no r more than 30 days after the date  on which we issue a press release announcing  such mandato ry conversion and (2) the
press release and no tice o f mandato ry conversion will no t state  the number o f shares o f common stock to  be issued upon conversion
of each share o f Convertible  Preferred Stock.
 
Fractional Shares
 

No fractional shares o f common stock o r securities representing  fractional shares o f common stock will be issued upon
conversion, whether vo luntary o r mandato ry, o r in respect o f dividend payments made in common stock on Convertible  Preferred
Stock. Any fractional interest in a share o f common stock resulting  from conversion will be paid in cash based on the Closing  Sale  Price
at the close o f business on the Trading  Day next preceding  the date  o f conversion.
 
Conversion Price Adjustment
 

The Conversion Price is subject to  adjustment (in acco rdance with fo rmulas set fo rth in the certificate  o f designation) in certain
events, including :
 

 
•  any payment o f a dividend (o r o ther distribution) payable  in shares o f common stock on any class o f our capital stock

o ther than the Convertible  Preferred Stock;
 

 

•  any issuance to  all ho lders o f shares o f common stock o f rights, options o r warrants entitling  them to  subscribe fo r o r
purchase shares o f common stock o r securities convertible  into  o r exchangeable  fo r shares o f common stock at less
than the Market Value (as defined below) fo r the period ending  on the date  o f issuance; provided, however, that no
adjustment shall be made with respect to  such a distribution if the ho lder o f shares o f Convertible  Preferred Stock would
be entitled to  receive such rights, options o r warrants upon conversion at any time o f shares o f Convertible  Preferred
Stock into  common stock; provided further, however, that if such rights, options o r warrants are  only exercisable  upon
the occurrence o f certain triggering  events, then the Conversion Price will no t be adjusted until such triggering  events
occur;
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 •  any subdivision, combination o r reclassification o f the common stock;
 

 
•  any dividend o r distribution to  all ho lders o f shares o f common stock (o ther than a dividend o r distribution referred to  in

the second bullet po int above) made pursuant to  any shareho lder rights plan, “po ison pill” o r similar arrangement and
excluding  dividends payable  upon the Convertible  Preferred Stock;

 

 

•  any distribution by us consisting  exclusively o f cash to  all ho lders o f our common stock, excluding  any cash dividend on
our common stock to  the extent that the aggregate  cash dividend per share o f our common stock in any quarterly period
does no t exceed $0.065 (the “dividend thresho ld amount”); the dividend thresho ld amount is subject to  adjustment under
the same circumstances under which the Conversion Price is subject to  adjustment; provided, however, that no
adjustment will be made to  the dividend thresho ld amount fo r any adjustment made to  the Conversion Price pursuant to
this c lause, in which event the Conversion Price will be adjusted by multiplying :

 
 (1) the Conversion Price by
 

 
(2) a fraction, the numerato r o f which will be the Market Value o f a share o f our common stock minus the amount per

share o f such dividend increase (as determined below) o r distribution and the denominato r o f which will be the
Market Value o f a share o f our common stock.

 
If an adjustment is required to  be made under this c lause as a result o f a cash dividend in any quarterly period that
exceeds the dividend thresho ld amount, the adjustment would be based upon the amount by which the distribution
exceeds the dividend thresho ld amount (the dividend increase). If an adjustment is o therwise required to  be made under
this c lause, the adjustment would be based upon the full amount o f the distribution. No twithstanding  the fo rego ing , in no
event will the Conversion Price be less than $32.72, subject to  adjustment in acco rdance with the first, second, third,
fourth, sixth and seventh bullet po ints under this caption “—Conversion Price Adjustment”;

 

 

•  the completion o f a tender o r exchange o ffer made by us o r any o f our subsidiaries fo r shares o f common stock that
invo lves an aggregate  consideration that, together with (a) any cash and o ther consideration payable  in a tender o r
exchange o ffer by us o r any o f our subsidiaries fo r shares o f common stock expiring  within the then-preceding  12
months in respect o f which no  adjustment has been made and (b) the aggregate  amount o f any such all-cash distributions
referred to  in the preceding  bullet po int to  all ho lders o f shares o f common stock within the then-preceding  12 months in
respect o f which no  adjustments have been made, exceeds 15% of our market capitalization on the expiration o f such
tender o ffer; o r

 

 
•  a distribution to  all ho lders o f common stock consisting  o f evidences o f indebtedness, shares o f capital stock o ther

than common stock o r assets (including  securities, but excluding  those dividends, rights, options, warrants and
distributions referred to  above).

 
No adjustment o f the Conversion Price will be required unless such adjustment would require  an increase o r decrease o f at least

1.0% o f the Conversion Price then in effect. Any lesser adjustment shall be carried fo rward and shall be made at the time o f and
together with the next subsequent adjustment, if any, which, together with any adjustment o r adjustments so  carried fo rward, shall
amount to  an increase o r decrease o f at least 1.0% o f such Conversion Price; provided, however, that with respect to  adjustments to  be
made to  the Conversion Price in connection with cash dividends paid by us, we will make such adjustments, regardless o f whether such
aggregate  adjustments amount to  1.0% o r more o f the Conversion Price, no  later than September 15 o f each calendar year. We
reserve the right to  make such reductions in the Conversion Price in addition to  those required in the fo rego ing  provisions as we
consider to  be advisable  in o rder that any event treated fo r federal income tax purposes as a dividend o f stock o r stock rights will no t
be taxable  to  the recipients. If we elect to  make such a
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reduction in the Conversion Price, we will comply with the requirements o f securities laws and regulations thereunder if and to  the extent
that such laws and regulations are  applicable  in connection with the reduction o f the Conversion Price.
 

The term “Market Value” means the average Closing  Sale  Price o f the common stock fo r a five consecutive Trading  Day period
on the New York Stock Exchange (o r such o ther national securities exchange o r automated quo tation system on which the common
stock is then listed o r autho rized fo r quo tation o r, if no t so  listed o r autho rized fo r quo tation, an amount determined in good faith by
our board o f directo rs to  be the fair value o f the common stock) ending  immediately prio r to  the date  o f determination.
 

If we distribute  rights o r warrants (o ther than those referred to  in the second bullet po int o f the third preceding  parag raph) pro  rata
to  ho lders o f shares o f common stock, so  long  as any such rights o r warrants have no t expired o r been redeemed by us, the ho lder o f
any Convertible  Preferred Stock surrendered fo r conversion will be entitled to  receive upon such conversion, in addition to  the shares
o f common stock then issuable  upon such conversion (which we will refer to  as the “Conversion Shares”), a number o f rights o r
warrants to  be determined as fo llows:
 

 

•  if such conversion occurs on o r prio r to  the date  fo r the distribution to  the ho lders o f rights o r warrants o f separate
certificates evidencing  such rights o r warrants (which we will refer to  as the “Distribution Date”), the same number o f
rights o r warrants to  which a ho lder o f a number o f shares o f common stock equal to  the number o f Conversion Shares is
entitled at the time o f such conversion in acco rdance with the terms and provisions applicable  to  the rights o r warrants;
and

 

 

•  if such conversion occurs after such Distribution Date, the same number o f rights o r warrants to  which a ho lder o f the
number o f shares o f common stock into  which such Convertible  Preferred Stock was convertible  immediately prio r to
such Distribution Date would have been entitled on such Distribution Date had such Convertible  Preferred Stock been
converted immediately prio r to  such Distribution Date in acco rdance with the terms and provisions applicable  to  the
rights o r warrants.

 
The Conversion Price will no t be subject to  adjustment on account o f any declaration, distribution o r exercise  o f such rights o r

warrants.
 

Following  any reclassification, conso lidation o r merger o f our company with o r into  ano ther person o r any merger o f ano ther
person with o r into  us (with certain exceptions), o r any sale  o r o ther disposition o f all o r substantially all o f our assets (computed on a
conso lidated basis), a ho lder o f a share o f Convertible  Preferred Stock then outstanding  will, upon conversion o f such Convertible
Preferred Stock, be entitled to  receive the kind and amount o f securities, cash and o ther property receivable  upon such reclassification,
conso lidation, merger, sale  o r o ther disposition by a ho lder o f the number o f shares o f common stock into  which such Convertible
Preferred Stock was convertible  immediately prio r thereto , after g iving  effect to  any adjustment event. This provision does no t limit
the rights o f ho lders in the event o f a Fundamental Change, including  their right to  receive the make-who le premium in connection with a
conversion.
 
Payment Upon Conversion Upon a Fundamental Change
 

We must g ive no tice o f each Fundamental Change (as defined below) to  all reco rd ho lders on a date  (“the Fundamental Change
Notice Date”) that is within 10 Trading  Days after the effective date  o f the Fundamental Change (the “Effective Date”). If a ho lder
converts its Convertible  Preferred Stock at any time beg inning  at the opening  o f business on the Trading  Day immediately fo llowing
the Effective Date and ending  at the close o f business on the 30th Trading  Day immediately fo llowing  the Effective Date, the ho lder
will receive:
 

 
•  common stock and cash in lieu o f fractional shares, as described under “—Conversion Rights” (subject to  adjustment as

described above under “—Conversion Price Adjustment”) and “—Fractional Shares”; and
 
 •  the make-who le premium, if any, described under “—Determination o f Make-Whole Premium.”
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Except as provided below, upon a Fundamental Change, ho lders o f Convertible  Preferred Stock shall, if the Market Value at such
time is less than the applicable  Conversion Price, also  have a one-time option to  convert all o f their outstanding  shares o f Convertible
Preferred Stock into  shares o f common stock at an adjusted Conversion Price equal to  the g reater o f (1) the Market Value as o f the
Effective Date and (2) $21.81. This option shall be exercisable  during  a period o f no t less than 30 days no r more than 60 days after the
Fundamental Change No tice Date. In lieu o f issuing  the shares o f common stock issuable  upon conversion in the event o f a
Fundamental Change, we may, at our option, make a cash payment equal to  the Market Value fo r each share o f such common stock
o therwise issuable  upon conversion o r determined fo r the period ending  on the Effective Date.
 

A “Fundamental Change” will be deemed to  have occurred upon the occurrence o f any o f the fo llowing :
 

 
•  the sale , lease o r transfer, in one o r a series o f re lated transactions, o f all o r substantially all o f our assets (determined on

a conso lidated basis) to  any person o r g roup (as such term is used in Section 13(d)(3) o f the Securities Exchange Act o f
1934 , as amended (the “Exchange Act”)), o ther than to  Permitted Ho lders;

 
 •  the adoption o f a plan the consummation o f which would result in our liquidation o r disso lution;
 

 

•  the acquisition, directly o r indirectly, by any person o r g roup (as such term is used in Section 13(d)(3) o f the Exchange
Act) o ther than Permitted Ho lders, o f beneficial ownership (as defined in Rule 13d-3 under the Exchange Act) o f more
than 50% of the aggregate  vo ting  power o f our vo ting  stock; provided, however, that the Permitted Ho lders beneficially
own (as defined in Rules 13d-3 and 13d-5 under the Exchange Act), directly o r indirectly, in the aggregate  a lesser
percentage o f the to tal vo ting  power o f our vo ting  stock than such o ther person o r g roup and do  no t have the right o r
ability by vo ting  power, contract o r o therwise to  elect o r designate  fo r e lection a majo rity o f our board o f directo rs (fo r
the purposes o f this definition, such o ther person o r g roup shall be deemed to  beneficially own any vo ting  stock o f a
specified co rporation held by a parent co rporation, if such o ther person o r g roup is the beneficial owner (as defined
above), directly o r indirectly, o f more than 35% of the vo ting  power o f the vo ting  stock o f such parent co rporation and
the Permitted Ho lders beneficially own (as defined in this proviso ), directly o r indirectly, in the aggregate  a lesser
percentage o f the vo ting  power o f the vo ting  stock o f such parent co rporation and do  no t have the right o r ability by
vo ting  power, contract o r o therwise to  elect o r designate  fo r e lection a majo rity o f the board o f directo rs o f such
parent co rporation); o r

 

 

•  during  any period o f two  consecutive years, individuals who  at the beg inning  o f such period comprised our board o f
directo rs (together with any new directo rs whose election by such board o f directo rs o r whose nomination fo r e lection
by our shareho lders was approved by a vo te  o f 66 2/3% of our directo rs then still in o ffice  who  were either directo rs at
the beg inning  o f such period o r whose election o r nomination fo r e lection was previously so  approved) cease fo r any
reason to  constitute  a majo rity o f our board o f directo rs then in o ffice; o r

 

 
•  our common stock ceases to  be listed on a national securities exchange o r quo ted on Nasdaq o r ano ther over-the-

counter market in the United States.
 

However, a Fundamental Change will no t be deemed to  have occurred in the case o f a merger o r conso lidation, if (i) at least 90%
of the consideration (excluding  cash payments fo r fractional shares and cash payments pursuant to  dissenters’ appraisal rights) in the
merger o r conso lidation consists o f common stock o f a United States company traded on a national securities exchange o r quo ted on
Nasdaq (o r which will be so  traded o r quo ted when issued o r exchanged in connection with such transaction) and (ii) as a result o f such
transaction o r transactions the shares o f Convertible  Preferred Stock become convertible  so lely into  such common stock.
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For purposes o f the definition o f “Fundamental Change,” the term “Permitted Ho lders” means Aubrey K. McClendon and Tom L.
Ward and their respective Affiliates (as defined in Rule 405 o f the Securities Act).
 

The phrase “all o r substantially all” o f our assets is likely to  be interpreted by reference to  applicable  state  law at the relevant time,
and will be dependent on the facts and circumstances existing  at such time. As a result, there  may be a deg ree o f uncertainty in
ascertaining  whether a sale  o r transfer is o f “all o r substantially all” o f our assets.
 
Determination o f the Make- Whole Premium
 

If a Fundamental Change occurs we will pay a make-who le premium upon certain conversions o f the Convertible  Preferred Stock
as described above under “— Payment Upon Conversion Upon a Fundamental Change.” The make-who le premium will be:
 

 
•  equal to  a percentage o f the liquidation preference o f the Convertible  Preferred Stock converted determined by reference to

the table  below, based on the Effective Date and the price (the “Stock Price”) paid, o r deemed to  be paid, per share o f our
common stock in the transaction constituting  the Fundamental Change, subject to  adjustment as described below; and

 

 
•  in addition to , and no t in substitution fo r, any cash, securities o r o ther assets o therwise due to  ho lders o f Convertible  Preferred

Stock upon conversion.
 

We will pay the make-who le premium so lely in shares o f our common stock (o ther than cash in lieu o f fractional shares) o r in the
same fo rm o f consideration into  which all o r substantially all o f the shares o f our common stock have been converted o r exchanged in
connection with the Fundamental Change (o ther than cash paid in lieu o f fractional interests in any security o r pursuant to  dissenters’
rights). We will pay cash in lieu o f fractional interests in any security o r o ther property delivered in connection with such Fundamental
Change. The make-who le premium will be payable  on the 35th Trading  Day fo llowing  the Effective Date fo r Convertible  Preferred
Stock converted in connection with a Fundamental Change. If ho lders o f our common stock receive o r have the right to  receive more
than one fo rm o f consideration in connection with such Fundamental Change, then, fo r purposes o f the fo rego ing , the fo rms o f
consideration in which the make-who le premium will be paid will be in proportion to  the relative value, determined as described below,
o f the different fo rms o f consideration paid to  our common shareho lders in connection with the Fundamental Change.
 

The Stock Price paid, o r deemed paid, per share o f our common stock in the transaction constituting  the Fundamental Change will
be calculated as fo llows:
 

(1) In the case o f a Fundamental Change in which all o r substantially all o f the shares o f our common stock have been, as o f
the Effective Date, converted into  o r exchanged fo r the right to  receive securities o r o ther assets o r property, the consideration
shall be valued as fo llows:

 
(a) securities that are  traded on a U.S. national securities exchange o r approved fo r quo tation on the Nasdaq o r any

similar system o f automated dissemination o f quo tations o f securities prices, will be valued at the average o f the closing
prices o f such securities fo r the five consecutive Trading  Days beg inning  on the second Trading  Day after the Fundamental
Change No tice Date,

 
(b) o ther securities, assets o r property, o ther than cash, that ho lders will have the right to  receive will be valued based

on the average o f the fair market value o f the securities, assets o r property, o ther than cash, as determined by two
independent nationally recognized investment banks, and

 
(c) 100% of any cash.
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(2) In all o ther cases, the value o f our common stock will equal the average o f the closing  prices o f our common stock fo r
the five consecutive Trading  Days beg inning  on the second Trading  Day after the Fundamental Change No tice Date.

 
The value o f our common stock o r o ther consideration fo r purposes o f determining  the number o f shares o f common stock o r

o ther consideration to  be issued in respect o f the make-who le premium will be calculated in the same manner, except that to  the extent
such value is calculated pursuant to  clause (1)(a), (1)(b) o r (2), such value shall be multiplied by 97%.
 

The fo llowing  table  sets fo rth the Stock Price paid, o r deemed paid, per share o f our common stock in a transaction that
constitutes the Fundamental Change, the Effective Date and the make-who le premium (expressed as a percentage o f liquidation
preference) to  be paid upon a conversion in connection with a Fundamental Change:
 

Value as % of Liquidation Preference

Effective Date

Stock Price(1)

 

S e pte mbe r 15,
2005

 

S e pte mbe r 15,
2006

 

S e pte mbe r 15,
2007

 

S e pte mbe r 15,
2008

 

S e pte mbe r 15,
2009

 

S e pte mbe r 15,
2010

 

T he re afte r

$  32.72  0.05 0.00 0.00 0.00 0.00 0.00 0.00
$  37.50  8.92 7.20 5.43 3.60 1.91 1.08 1.08
$  44 .17  21.75 19.76 17.62 15.22 12.62 10.71 10.71
$  55.00  18.98 16.73 14 .21 11.22 7.48 1.62 1.62
$  70.00  16.32 13.95 11.26 8.04  4 .06 0.00 0.00
$  85.00  14 .48 12.15 9.51 6.44  2.90 0.00 0.00
$100.00  13.10 10.88 8.40 5.58 2.47 0.00 0.00
$115.00  12.00 9.93 7.63 5.05 2.26 0.00 0.00

 (1) The Stock Prices set fo rth in the table  will be adjusted as o f any date  on which the conversion price o f the Convertible  Preferred
Stock is adjusted. The adjusted Stock Prices will equal the stock prices applicable  immediately prio r to  the adjustment divided by
a fraction, the numerato r o f which is the conversion price immediately prio r to  the adjustment to  the conversion price and the
denominato r o f which is the conversion price as so  adjusted.

 
The exact Stock Price and Effective Date may no t be set fo rth on the table , in which case:

 

 
•  if the Stock Price is between two  Stock Prices on the table  o r the Effective Date is between two  Effective Dates on the

table , the make-who le premium will be determined by straight-line interpo lation between make-who le premium amounts
set fo rth fo r the higher and lower Stock Prices and the two  Effective Dates, as applicable , based on a 365-day year;

 

 
•  if the Stock Price is in excess o f $115.00 per share (subject to  adjustment in the same manner as the Stock Price) the

payment co rresponding  to  row $115.00 will be paid; and
 

 
•  if the Stock Price is less than o r equal to  $32.72 per share (subject to  adjustment in the same manner as the Stock Price),

no  make-who le premium will be paid.
 

Our obligation to  pay the make-who le premium could be considered a penalty, in which case the enfo rceability thereo f would be
subject to  general equitable  principles o f reasonableness o f economic remedies.
 
Conso lidation, Merger and Sale o f Assets
 

The certificate  o f designation provides that we may, without the consent o f the ho lders o f any o f the outstanding  Convertible
Preferred Stock, conso lidate  with o r merge into  any o ther person o r convey, transfer o r lease all o r substantially all our assets to  any
person o r may permit any person to  conso lidate  with o r merge into , o r transfer o r lease all o r substantially all its properties to , us;
provided, however, that (a) the successo r, transferee o r lessee is o rganized under the laws o f the United States o r any po litical
subdivision thereo f; (b) the
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shares o f Convertible  Preferred Stock will become shares o f such successo r, transferee o r lessee, having  in respect o f such
successo r, transferee o r lessee the same powers, preferences and relative partic ipating , optional o r o ther special rights and the
qualification, limitations o r restric tions thereon, the Convertible  Preferred Stock had immediately prio r to  such transaction; and (c)
certain procedural conditions are  met.
 

Under any conso lidation by us with, o r merger by us into , any o ther person o r any conveyance, transfer o r lease o f all o r
substantially all our assets as described in the preceding  parag raph, the successo r resulting  from such conso lidation o r into  which we
are merged o r the transferee o r lessee to  which such conveyance, transfer o r lease is made, will succeed to , and be substituted fo r, and
may exercise  every right and power o f, ours under the shares o f Convertible  Preferred Stock, and thereafter, except in the case o f a
lease, the predecesso r (if still in existence) will be released from its obligations and covenants with respect to  the Convertible
Preferred Stock. This provision does no t limit the rights o f ho lders in the event o f a Fundamental Change, including  their right to
receive the make-who le premium in connection with a conversion.
 
SEC Reports
 

Whether o r no t we are  required to  file  reports with the SEC, if any shares o f Convertible  Preferred Stock are  outstanding , we will
file  with the SEC all such reports and o ther info rmation as we would be required to  file  with the SEC by Section 13(a) o r 15(d) under the
Exchange Act. See “Where You Can Find More Info rmation.” We will supply each ho lder o f Convertible  Preferred Stock, upon request,
without cost to  such ho lder, copies o f such reports o r o ther info rmation.
 
Book- Entry, Delivery and Form
 

We will initially issue the Convertible  Preferred Stock in the fo rm o f one o r more g lobal securities. The g lobal securities will be
deposited with, o r on behalf o f, the Depositary and reg istered in the name o f the Depositary o r its nominee. Except as set fo rth below,
the g lobal securities may be transferred, in who le and no t in part, only to  the Depositary o r ano ther nominee o f the Depositary.
Investo rs may ho ld their beneficial interests in the g lobal securities directly through the Depositary if they have an account with the
Depositary o r indirectly through o rganizations which have accounts with the Depositary.
 

Shares o f Convertible  Preferred Stock that are  issued as described below under “—Certificated Convertible  Preferred Stock” will
be issued in definitive fo rm. Upon the transfer o f Convertible  Preferred Stock in definitive fo rm, such Convertible  Preferred Stock will,
unless the g lobal securities have previously been exchanged fo r Convertible  Preferred Stock in definitive fo rm, be exchanged fo r an
interest in the g lobal securities representing  the liquidation preference o f Convertible  Preferred Stock being  transferred.
 

The Depositary has advised us as fo llows: The Depositary is a limited-purpose trust company o rganized under the laws o f the
State  o f New York, a member o f the Federal Reserve System, a “clearing  co rporation” within the meaning  o f the New York Unifo rm
Commercial Code, and a “clearing  agency” reg istered pursuant to  the provisions o f Section 17A o f the Exchange Act. The Depositary
was created to  ho ld securities o f institutions that have accounts with the Depositary (“partic ipants”) and to  facilitate  the clearance and
settlement o f securities transactions among  its partic ipants in such securities through electronic  book-entry changes in accounts o f the
partic ipants, thereby eliminating  the need fo r physical movement o f securities certificates. The Depositary’s partic ipants include
securities brokers and dealers (which may include the underwriters), banks, trust companies, c learing  co rporations and certain o ther
o rganizations. Access to  the Depositary’s book-entry system is also  available  to  o thers such as banks, brokers, dealers and trust
companies (“indirect partic ipants”) that c lear through o r maintain a custodial re lationship with a partic ipant, whether directly o r indirectly.
 

We expect that pursuant to  procedures established by the Depositary, upon the deposit o f the g lobal securities with, o r on behalf
o f, the Depositary, the Depositary will credit, on its book-entry reg istration and transfer system, the liquidation preference o f the
Convertible  Preferred Stock represented by such g lobal securities to  the accounts o f
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partic ipants. The accounts to  be credited shall be designated by the underwriters o f such Convertible  Preferred Stock. Ownership o f
beneficial interests in the g lobal securities will be limited to  partic ipants o r persons that may ho ld interests through partic ipants.
Ownership o f beneficial interests in the g lobal securities will be shown on, and the transfer o f those ownership interests will be effected
only through, reco rds maintained by the Depositary (with respect to  partic ipants’ interests) and such partic ipants and indirect
partic ipants (with respect to  the owners o f beneficial interests in the g lobal securities o ther than partic ipants). The laws o f some
jurisdictions may require  that certain purchasers o f securities take physical delivery o f such securities in definitive fo rm. Such limits and
laws may impair the ability to  transfer o r pledge beneficial interests in the g lobal securities.
 

So  long  as the Depositary, o r its nominee, is the reg istered ho lder and owner o f the g lobal securities, the Depositary o r such
nominee, as the case may be, will be considered the so le  legal owner and ho lder o f the Convertible  Preferred Stock evidenced by the
g lobal certificates fo r all purposes o f such Convertible  Preferred Stock and the certificate  o f designation. Except as set fo rth below as
an owner o f a beneficial interest in the g lobal certificates, you will no t be entitled to  have the Convertible  Preferred Stock represented
by the g lobal securities reg istered in your name, will no t receive o r be entitled to  receive physical delivery o f certificated Convertible
Preferred Stock in definitive fo rm and will no t be considered to  be the owner o r ho lder o f any Convertible  Preferred Stock under the
g lobal securities. We understand that under existing  industry practice , in the event an owner o f a beneficial interest in the g lobal
securities desires to  take any action that the Depositary, as the ho lder o f the g lobal securities, is entitled to  take, the Depositary will
autho rize the partic ipants to  take such action, and that the partic ipants will autho rize beneficial owners owning  through such partic ipants
to  take such action o r would o therwise act upon the instructions o f beneficial owners owning  through them.
 

All payments on Convertible  Preferred Stock represented by the g lobal securities reg istered in the name o f and held by the
Depositary o r its nominee will be made to  the Depositary o r its nominee, as the case may be, as the reg istered owner and ho lder o f the
g lobal securities.
 

We expect that the Depositary o r its nominee, upon receipt o f any payment on the g lobal securities, will credit partic ipants’
accounts with payments in amounts proportionate  to  their respective beneficial interests in the liquidation preference o f the g lobal
securities as shown on the reco rds o f the Depositary o r its nominee. We also  expect that payments by partic ipants o r indirect
partic ipants to  owners o f beneficial interest in the g lobal securities held through such partic ipants o r indirect partic ipants will be
governed by standing  instructions and customary practices and will be the responsibility o f such partic ipants o r indirect partic ipants. We
will no t have any responsibility o r liability fo r any aspect o f the reco rds relating  to , o r payments made on account o f, beneficial
ownership interests in the g lobal securities fo r any Convertible  Preferred Stock o r fo r maintaining , supervising  o r reviewing  any reco rds
relating  to  such beneficial ownership interests o r fo r any o ther aspect o f the relationship between the Depositary and its partic ipants o r
indirect partic ipants o r the relationship between such partic ipants o r indirect partic ipants and the owners o f beneficial interests in the
g lobal securities owning  through such partic ipants o r indirect partic ipants.
 

Although the Depositary has ag reed to  the fo rego ing  procedures in o rder to  facilitate  transfers o f interests in the g lobal securities
among  partic ipants o r indirect partic ipants o f the Depositary, it is under no  obligation to  perfo rm o r continue to  perfo rm such
procedures, and such procedures may be discontinued at any time. Neither we no r the transfer agent will have any responsibility o r
liability fo r the perfo rmance by the Depositary o r its partic ipants o r indirect partic ipants o f their respective obligations under the rules
and procedures governing  their operations.
 
Certificated Convertible  Preferred Stock
 

Subject to  certain conditions, the Convertible  Preferred Stock represented by the g lobal securities is exchangeable  fo r
certificated Convertible  Preferred Stock in definitive fo rm o f like teno r as such Convertible  Preferred Stock if (1) the Depositary
no tifies us that it is unwilling  o r unable  to  continue as Depositary fo r the g lobal securities o r if at any time the Depositary ceases to  be a
clearing  agency reg istered under the Exchange
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Act and, in e ither case, a successo r is no t appo inted within 90 days o r (2) we in our discretion at any time determine no t to  have all o f
the Convertible  Preferred Stock represented by the g lobal securities. Any Convertible  Preferred Stock that is exchangeable  pursuant to
the preceding  sentence is exchangeable  fo r certificated Convertible  Preferred Stock issuable  fo r such number o f shares and reg istered
in such names as the Depositary shall direct. Subject to  the fo rego ing , the g lobal securities are  no t exchangeable , except fo r g lobal
securities representing  the same aggregate  number o f shares and reg istered in the name o f the Depositary o r its nominee.
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U.S. FEDERAL INCOME TAX CONSIDERATIONS
 

The fo llowing  discussion summarizes the material U.S. Federal income tax consequences to  ho lders (as defined below) o f the
purchase, ownership and disposition o f the preferred stock and any common stock received upon its conversion. This discussion is
based upon the provisions o f the Internal Revenue Code o f 1986, as amended (the “Code”), the final and temporary Treasury
Regulations promulgated thereunder and administrative rulings and judicial decisions now in effect, all o f which are  subject to  change
(possibly with retroactive effect) o r different interpretations. This summary does no t purport to  deal with all aspects o f U.S. Federal
income taxation that may be relevant to  an investo r’s decision to  purchase shares o f preferred stock, no r any tax consequences arising
under the laws o f any state , locality o r fo reign jurisdiction. This summary is no t intended to  be applicable  to  all categories o f investo rs,
such as dealers in securities, banks, insurance companies, tax-exempt o rganizations, persons that ho ld the preferred stock o r common
stock as part o f a straddle  o r conversion transaction o r ho lders subject to  the alternative minimum tax, which may be subject to  special
rules. In addition, this discussion is limited to  persons who  ho ld the preferred stock o r common stock as “capital assets” (generally,
property held fo r investment). As used in this section, a “U.S. ho lder” is a beneficial owner o f preferred stock o r common stock that is
fo r U.S. Federal income tax purposes:
 
 •  an individual U.S. c itizen o r resident alien;
 
 

•  a co rporation, o r entity taxable  as a co rporation that was created o r o rganized in o r under the laws o f the United States, any
state  thereo f o r the Distric t o f Co lumbia;

 
 •  an estate  whose world-wide income is subject to  U.S. federal income tax; o r
 

 
•  a trust if a court within the United States is able  to  exercise  primary supervision over the administration o f the trust and one o r

more United States persons have the autho rity to  contro l all substantial decisions o f the trust, o r that has a valid election in
effect under applicable  U.S. Treasury Regulations to  be treated as a United States person.

 
A “non-U.S. ho lder” is a beneficial owner o f preferred stock o r common stock (o ther than a partnership, including  an entity treated

as a partnership fo r U.S. Federal income tax purposes) that is no t a U.S. ho lder.
 

If a partnership ho lds preferred stock o r common stock, the tax treatment o f a partner will generally depend upon the status o f the
partner and upon the activities o f the partnership.
 

YOU SHOULD CONSULT YOUR OWN TAX ADVISOR REGARDING THE FEDERAL, STATE, LOCAL AND FOREIGN TAX
CONSEQUENCES OF THE PURCHASE, OWNERSHIP, CONVERSION AND DISPOSITION OF PREFERRED STOCK AND
COMMON STOCK RECEIVED AS A RESULT OF A CONVERSION OF PREFERRED STOCK.
 
Consequences to  U.S. Ho lders o f Preferred Stock or Common Stock
 Distributions. The amount o f any distribution to  you with respect to  preferred stock o r common stock will be treated as a
dividend, to  the extent o f our current o r accumulated earnings and pro fits (“earnings and pro fits”) as determined under U.S. Federal
income tax principles. Dividends are  generally taxed as o rdinary income; however, dividends received by non-co rporate  ho lders in
taxable  years beg inning  on o r befo re December 31, 2008, may qualify fo r taxation at lower rates applicable  to  long-term capital gains
provided certain ho lding  period and o ther requirements are  satisfied. Non-co rporate  ho lders should consult their own tax adviso rs
regarding  the applicability o f such lower rates under their particular factual situation. To  the extent the amount o f such distribution
exceeds our earnings and pro fits, the excess will be applied against and will reduce your tax basis (on a do llar-fo r-do llar basis) in the
preferred stock o r common stock, as the case may be. Any amount in excess o f your tax basis will be treated as capital gain. If we are
no t able  to  make distributions on the preferred stock, the accreted liquidation preference o f the preferred stock will increase and such
increase may g ive rise  to  deemed dividend income to  ho lders o f the preferred stock in the amount o f all, o r a po rtion o f, such
increase.
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Common Stock Distributions on the Preferred Stock. If the Company pays a distribution on the preferred stock in the fo rm o f
common stock, such distribution will be taxable  fo r U.S. Federal income tax purposes in the same manner as distributions described
above under “Distributions.” The amount o f such distribution will equal the fair market value on the distribution date  o f the common
stock distributed to  a ho lder on that date . A ho lder’s tax basis in such common stock will equal the fair market value o f such common
stock on the distribution date , and such ho lder’s ho lding  period fo r such common stock will beg in on the day fo llowing  the distribution
date .
 

Dividends to Corporate Shareholders. In general, a distribution which is treated as a dividend fo r U.S. Federal income tax purposes
and is made to  a co rporate  shareho lder with respect to  the preferred stock o r common stock will qualify fo r the 70% dividends-
received deduction under Section 243 o f the Code. Corporate  shareho lders should no te , however, there  can be no  assurance that the
amount o f distributions made with respect to  the preferred stock o r the common stock will no t exceed the amount o f our earnings and
pro fits in the future . According ly, there  can be no  assurance that the dividends-received deduction will be available  in respect o f
distributions on the preferred stock o r common stock.
 

In addition, there  are  many exceptions and restric tions relating  to  the availability o f such dividends-received deduction such as
restric tions relating  to :
 
 •  the ho lding  period o f stock the dividends on which are  sought to  be deducted;
 
 •  debt-financed po rtfo lio  stock;
 
 •  dividends treated as “extrao rdinary dividends” fo r purposes o f Section 1059 o f the Code; and
 
 •  taxpayers that pay co rporate  alternative minimum tax.
 
Corporate  shareho lders should consult their own tax adviso rs regarding  the extent, if any, to  which such exceptions and restric tions
may apply to  their particular factual situation.
 

Sale or Other Disposition. Upon a sale  o r o ther disposition o f preferred stock o r common stock (o ther than an exchange o f
preferred stock fo r common stock pursuant to  the conversion privilege), you generally will recognize capital gain o r lo ss equal to  the
difference between the amount o f cash and the fair market value o f property you receive on the sale  o r o ther disposition and your
adjusted tax basis in the preferred stock o r common stock. Such capital gain o r lo ss will be long-term capital gain o r lo ss if your
ho lding  period fo r the preferred stock o r common stock, as applicable , is more than one year. Long-term capital gains may qualify fo r
reduced rates under U.S. Federal income tax laws.
 

If we elect to  make a cash payment in lieu o f issuing  common stock upon conversion in the event o f a Fundamental Change (see
“Description o f Preferred Stock—Payment Upon Conversion Upon a Fundamental Change”), the transaction will generally be treated as
a redemption fo r U.S. Federal income tax purposes. The U.S. Federal income tax treatment o f such a redemption to  a ho lder will
depend on the particular facts re lating  to  such ho lder at the time o f the redemption. The receipt o f cash in connection with such
redemption will be treated as capital gain o r lo ss from the sale  o r o ther disposition o f the preferred stock (as discussed in the
preceding  parag raph), if, taking  into  account stock that is actually o r constructively owned as determined under Section 318 o f the
Code:
 
 •  your interest in our common and preferred stock is completely terminated as a result o f such redemption;
 
 

•  your percentage ownership in our vo ting  stock immediately after such redemption is less than 80% of your percentage
ownership immediately befo re such redemption; o r

 
 •  such redemption is “no t essentially equivalent to  a dividend” (within the meaning  o f Section 302(b)(1) o f the Code).
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If none o f the above tests g iving  rise  to  sale  treatment is satisfied, then a payment made in redemption o f the preferred stock will
be treated as a distribution that is taxable  in the same manner as described above under “—Distributions,” and your adjusted tax basis in
the redeemed preferred stock will be transferred to  any remaining  shares you ho ld in us. If you do  no t re tain any stock ownership in us
fo llowing  such redemption, then you may lose your basis completely.
 

Conversion of Preferred Stock in Exchange for Common Stock. You generally will no t recognize gain o r lo ss by reason o f
receiving  common stock in exchange fo r preferred stock upon conversion o f the preferred stock, except gain o r lo ss will be
recognized with respect to  any cash received in lieu o f fractional shares and the fair market value o f any shares o f common stock
attributable  to  dividend arrearages will be treated as a constructive distribution as described above under “Distributions.” The adjusted
tax basis o f the common stock so  acquired (and any fractional share interests treated as received and then exchanged fo r cash) will be
equal to  the tax basis o f the shares o f preferred stock exchanged, and the ho lding  period o f the common stock received will include
the ho lding  period o f the preferred stock exchanged. The tax basis o f any common stock treated as a constructive distribution will be
equal to  its fair market value on the date  o f the exchange, and the ho lding  period o f such stock will commence on the day after the
exchange.
 

If a ho lder e lects to  convert fo llowing  a Fundamental Change and receives common stock plus the make-who le premium (see
“Description o f Preferred Stock—Payment Upon Conversion Upon a Fundamental Change”), the transaction generally should be
treated as a recapitalization in which no  lo ss would be recognized by a ho lder and gain would be recognized to  the extent o f the make-
who le premium. A ho lder’s tax basis in the common stock received upon a conversion would be equal to  the ho lder’s tax basis in the
preferred stock immediately prio r to  the conversion increased by the amount o f any gain recognized and decreased by the amount o f
the make-who le premium received by the ho lder. The ho lder’s ho lding  period fo r the common stock received upon conversion will
include the period during  which the preferred stock was held. If a ho lder exercises the one-time option to  convert preferred stock into
common stock at an adjusted Conversion Price (see “Description o f Preferred Stock—Payment Upon Conversion Upon a Fundamental
Change”), the transaction would be treated as a recapitalization generally resulting  in a ho lder being  treated as described above. It is
possible , however, that the change in the Conversion Price could result in the ho lder being  treated as receiving  a constructive
distribution (see “Adjustment o f Conversion Price”).
 

Adjustment of Conversion Price. Ho lders o f preferred stock may, in certain circumstances, be deemed to  have received
constructive distributions o f stock if the conversion rate  fo r the preferred stock is adjusted. Adjustments to  the conversion price made
pursuant to  a bona fide reasonable  adjustment fo rmula which has the effect o f preventing  the dilution o f the interest o f the ho lders o f
the preferred stock, however, generally will no t be considered to  result in a constructive distribution o f stock. Certain o f the possible
adjustments provided in the anti-dilution provisions o f the preferred stock, including , without limitation, adjustments in respect o f stock
dividends o r the distribution o f rights to  subscribe fo r common stock should qualify as being  pursuant to  a bona fide reasonable
adjustment fo rmula and should no t result in a constructive distribution. In contrast, adjustments in respect o f distributions o f our
indebtedness, cash o r assets to  our stockho lders (including  adjustments with respect to  distributions to  common stockho lders in
excess o f the dividend thresho ld amount), fo r example, will no t qualify as being  pursuant to  a bona fide reasonable  adjustment fo rmula.
In addition, an adjustment triggered by a Fundamental Change as described under “Description o f Preferred Stock” may no t so  qualify.
If such adjustments are  made, the ho lders generally will be deemed to  have received constructive distributions in amounts based upon
the value o f such ho lders’ increased interests in our equity resulting  from such adjustments. The amount o f the distribution will be
treated as a distribution to  a ho lder with the tax consequences specified above under “Distributions.” According ly, you could be
considered to  have received distributions taxable  as dividends to  the extent o f our earnings and pro fits even though you did no t receive
any cash o r property as a result o f such adjustments.
 

Conversion of Preferred Stock After Dividend Record Date. If a ho lder exercises its right to  convert the preferred stock into
shares o f common stock after a dividend reco rd date  but befo re payment o f the dividend, then upon conversion, the ho lder generally
will be required to  pay to  us in cash an amount equal to  the po rtion o f
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such dividend attributable  to  the current quarterly dividend period, which amount would increase the tax basis o f the common stock
received. When the dividend is received, the ho lder would recognize the dividend payment in acco rdance with the rules described under
“—Distributions” above.
 

Backup Withholding. Under the backup withho lding  provisions o f the Code and applicable  Treasury Regulations, you may be
subject to  backup withho lding  with respect to  dividends paid on, o r the proceeds o f a sale , exchange o r redemption o f, preferred stock
or common stock unless:
 
 •  you are  a co rporation o r come within certain o ther exempt categories and when required demonstrate  this fact, o r
 
 

•  within a reasonable  period o f time, you provide a taxpayer identification number, certified under penalties o f perjury as well as
certain o ther info rmation o r o therwise establish an exemption from the backup withho lding  rules.

 
The amount o f any backup withho lding  from a payment to  you will be allowed as a credit against your U.S. Federal income tax

liability and may entitle  you to  a refund, provided that the required info rmation is furnished to  the Internal Revenue Service.
 
Consequences to  Non- U.S. Ho lders o f Preferred or Common Stock
 Dividends. In general, dividends received by you with respect to  our preferred stock o r common stock will be subject to
withho lding  o f U.S. Federal income tax at a 30% rate , unless such rate  is reduced by an applicable  income tax treaty. Dividends that are
effectively connected with your conduct o f a trade o r business in the United States (and if a tax treaty applies, dividends that are
attributable  to  a U.S. permanent establishment) are  generally subject to  U.S. Federal income tax on a net income basis and are  exempt
from the 30% withho lding  tax (assuming  compliance with certain certification requirements). Any such effectively connected
dividends received by a non-U.S. ho lder that is a co rporation may also , under certain circumstances, be subject to  an additional “branch
pro fits tax” at a 30% rate  o r such lower rate  as may be applicable  under an income tax treaty.
 

For purposes o f obtaining  a reduced rate  o f withho lding  under an income tax treaty, you generally will be required to  provide a
U.S. taxpayer identification number as well as certain info rmation concerning  your country o f residence and entitlement to  tax treaty
benefits. Generally, this will be accomplished by providing  a properly executed IRS Form W-8BEN. If you instead are  claiming  an
exemption from withho lding  with respect to  dividends effectively connected with the conduct o f a trade o r business within the United
States, you will be required to  provide an appropriate  certification to  us o r our paying  agent (generally by providing  a properly
completed IRS Form W-8ECI).
 

Sale or Other Disposition. As a non-U.S. Ho lder, you generally will no t be subject to  U.S. federal income tax on any gain
recognized on the sale  o r o ther disposition o f preferred stock o r common stock unless:
 

 

•  the gain is considered effectively connected with the conduct o f a trade o r business by you within the United States and,
where a tax treaty applies, is attributable  to  a U.S. permanent establishment o f yours (and, in which case, if you are  a fo reign
corporation, you may be subject to  an additional branch pro fits tax equal to  30% or a lower rate  as may be specified by an
applicable  income tax treaty);

 
 

•  you are  an individual who  ho lds the preferred stock o r common stock as a capital asset and are  present in the United States fo r
183 o r more days in the taxable  year o f the sale  o r o ther disposition and o ther conditions are  met; o r

 
 

•  we are, o r have been within the five years preceding  your disposition o f the preferred stock o r common stock, a “United
States real property ho lding  co rporation,” o r a USRPHC, fo r U.S. Federal income tax purposes.

 
We believe we currently are  a USRPHC. In general, gain on the sale  o r o ther disposition o f stock o f a USRPHC that is regularly

traded on an established securities market will be subject to  U.S. Federal income tax
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only in the case o f a ho lder that owns more than 5% of that c lass o f stock at any time during  the five-year period ending  on the date  o f
disposition. If a non-regularly traded class o f stock is convertible  into  a regularly traded class o f stock, gain on the sale  o f that non-
regularly traded stock will be subject to  U.S. Federal income tax only if, on any date  on which such stock was acquired by the ho lder,
the non-regularly traded stock acquired by such ho lder (including  all previously acquired stock o f the same class) had a fair market value
g reater than 5% of the regularly traded class o f the co rporation’s stock into  which it is convertible  as measured on such date .
 

Although it is possible  that, in the future , the preferred stock will be listed on an established securities market, there  can be no
assurance that such stock will be listed o r, if listed, that it will qualify as “regularly traded” under the relevant rules. If the preferred stock
is so  listed and if it is considered to  be “regularly traded,” gain recognized by a ho lder that owns more than 5% of the preferred stock
would be subject to  U.S. Federal income tax. If the preferred stock is no t listed on an established securities market, o r, if listed, does
no t qualify as “regularly traded,” gain recognized on a sale  o f preferred stock would be subject to  U.S. Federal income tax only in the
case o f a ho lder that owned, as o f the date  o f any acquisition o f such preferred stock, an amount o f preferred stock having  a fair
market value g reater than 5% of the class o f common stock into  which it is convertible  as measured on such date .
 

Non-U.S. ho lders that may be treated as beneficially owning  more than 5% of our preferred o r common stock should consult their
own tax adviso rs with respect to  the United States tax consequences o f the ownership and disposition o f preferred o r common stock.
 

Conversion of Preferred Stock in Exchange for Common Stock. You generally will no t recognize any gain o r lo ss by reason o f
receiving  common stock in exchange fo r preferred stock upon conversion o f the preferred stock, except gain o r lo ss will be
recognized with respect to  any cash received in lieu o f fractional shares, as described above under “—Sale o r Other Disposition,” and
the fair market value o f any shares o f common stock attributable  to  dividend arrearages will be treated as a constructive distribution,
and will be taxable , as described above under “—Dividends,” to  you to  the extent o f our earnings and pro fits.
 

Information Reporting and Backup Withholding. We must report annually to  the IRS and to  you the amount o f dividends paid to
you and the tax withheld with respect to  those dividends, regardless o f whether withho lding  was required. Copies o f the info rmation
returns reporting  those dividends and withho lding  may also  be made available  to  the tax autho rities in the country in which you reside
under the provisions o f an applicable  income tax treaty o r o ther applicable  ag reements.
 

Backup withho lding  is generally imposed on certain payments to  persons that fail to  furnish the necessary identifying  info rmation
to  the payor. You generally will no t be subject to  backup withho lding  tax with respect to  dividends paid on your preferred stock o r
common stock if you certify as to  your non-U.S. status.
 

The payment o f proceeds o f a sale  o f preferred stock o r common stock effected by o r through a U.S. o ffice  o f a broker is
subject to  bo th backup withho lding  and info rmation reporting  unless you provide the payor with your name and address and you certify
under penalties o f perjury as to  your non-U.S. status o r you o therwise establish an exemption. In general, backup withho lding  and
info rmation reporting  will no t apply to  the payment o f the proceeds o f a sale  o f preferred stock o r common stock by o r through a
fo reign o ffice o f a broker. If, however, such broker is, fo r U.S. Federal income tax purposes, a United States person, a contro lled
fo reign co rporation, a fo reign person that derives 50% or more o f its g ross income fo r certain periods from the conduct o f a trade o r
business in the United States o r a fo reign partnership that at any time during  its tax year e ither is engaged in the conduct o f a trade o r
business in the United States o r has as partners one o r more United States persons that, in the aggregate , ho ld more than 50% of the
income o r capital interest in the partnership, such payments will be subject to  info rmation reporting , but no t backup withho lding , unless
such broker has documentary evidence in its reco rds that you are  a non-U.S. Ho lder and certain o ther conditions are  met o r you
o therwise establish an exemption.
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Any amounts withheld under the backup withho lding  rules generally will be allowed as a refund o r a credit against your U.S. Federal
income tax liability provided the required info rmation is furnished in a timely manner to  the IRS.
 

THE FOREGOING SUMMARY DOES NOT DISCUSS ALL ASPECTS OF U.S. FEDERAL INCOME TAXATION THAT MAY BE
RELEVANT TO YOU IN LIGHT OF YOUR PARTICULAR CIRCUMSTANCES AND INCOME TAX SITUATION. YOU SHOULD
CONSULT YOUR OWN TAX ADVISOR AS TO THE SPECIFIC TAX CONSEQUENCES THAT WOULD RESULT FROM YOUR
PURCHASE, OWNERSHIP AND DISPOSITION OF THE PREFERRED STOCK AND ANY COMMON STOCK RECEIVED UPON ITS
CONVERSION, INCLUDING THE APPLICATION AND EFFECT OF STATE, LOCAL, FOREIGN AND OTHER TAX LAWS AND
THE POSSIBLE EFFECTS OF CHANGES IN FEDERAL OR OTHER TAX LAWS.
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UNDERWRITING
 

Under the terms and conditions contained in an underwriting  ag reement, dated September 8, 2005, each o f the underwriters named
below, fo r whom Banc o f America Securities LLC, Credit Suisse First Boston LLC, Lehman Bro thers Inc., Morgan Stanley & Co .
Inco rporated and Wachovia Capital Markets, LLC are acting  as representatives, have severally ag reed to  purchase from us the
fo llowing  respective numbers o f shares o f preferred stock.
 

Unde rwrite rs

  

Numbe r of
S hare s

Banc o f America Securities LLC   405,000
Credit Suisse First Boston LLC   405,000
Lehman Bro thers Inc.   405,000
Morgan Stanley & Co . Inco rporated   405,000
Wachovia Capital Markets, LLC   405,000
Bear, Stearns & Co . Inc.   142,500
Citig roup Global Markets Inc.   142,500
Deutsche Bank Securities Inc.   142,500
Goldman, Sachs & Co .   142,500
Raymond James & Associates, Inc.   142,500
UBS Securities LLC   142,500
Howard Weil Inco rporated   20,000
Johnson Rice & Company L.L.C.   20,000
Pritchard Capital Partners, LLC   20,000
Gilfo rd Securities Inco rporated   15,000
Harris Nesbitt Corp.   15,000
Jefferies & Company, Inc.   15,000
Simmons & Company International   15,000
   

Total   3,000,000
   
 

The underwriting  ag reement provides that the underwriters’ obligation to  purchase shares o f common stock depends on the
satisfaction o f the conditions contained in the underwriting  ag reement including , without limitation:
 
 •  the obligation to  purchase all o f the shares o f common stock o ffered hereby, if any o f the shares are  purchased;
 
 •  the representations and warranties made by us to  the underwriters are  true;
 
 •  there  is no  material change in the financial markets; and
 
 •  we deliver customary closing  documents to  the underwriters.
 

We have been advised by the underwriters that they propose to  o ffer the preferred stock initially at the public  o ffering  price set
fo rth on the cover page o f this prospectus supplement and to  certain selected dealers (who  may include the underwriters) at such public
o ffering  price less a concession no t to  exceed $1.65 per share. The underwriters o r such selected dealers may reallow a commission
to  certain o ther dealers no t to  exceed $0.10 per share. After the initial public  o ffering  o f the preferred stock, the public  o ffering  price,
the concession to  selected dealers and the reallowance to  the o ther dealers may be changed by the underwriters.
 
Option to  Purchase Additional Preferred Stock
 We have g ranted to  the underwriters an option to  purchase up to  an additional 450,000 shares o f preferred stock at the initial public
o ffering  price, less the underwriting  discounts and commissions, shown on the cover page o f this prospectus supplement. This option
may be exercised at any time up to  30 days after the date  o f this prospectus supplement. If the underwriters exercise  this option, each
of the underwriters will be committed (subject to  certain conditions) to  purchase a number o f additional shares o f preferred stock
proportionate  to  its initial commitment as indicated in the preceding  table .
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Commissions and Expenses
 The fo llowing  table  summarizes the underwriting  discount we will pay to  the underwriters. The underwriting  discount is equal to  the
public  o ffering  price less the amount paid to  us. The underwriting  discount is equal to  2.75% of the public  o ffering  price. The amounts
shown below assume bo th no  exercise  and full exercise  o f the underwriters’ over-allo tment option.
 

   

No Exe rc ise

  

Full
Exe rc ise

Per share   $ 2.75  $ 2.75
To tal   $8,250,000  $9,487,500
 

We estimate that the to tal expenses o f the o ffering , no t including  the underwriting  discount, will be approximately $250,000 net
o f reimbursements from the underwriters. The underwriters have ag reed to  pay certain expenses o f up to  $100,000 in connection with
the o ffering .
 
Indemnification
 We have ag reed to  indemnify the underwriters against liabilities re lating  to  the o ffering , including  liabilities under the Securities
Act, and liabilities arising  from breaches o f the representations and warranties contained in the underwriting  ag reement and to  contribute
to  payments that the underwriters may be required to  make fo r these liabilities.
 
Lock- Up Agreements
 Except fo r the preferred stock o ffered hereby and the common stock pursuant to  our proposed public  o ffering  o f shares o f
common stock (including  the underwriters’ over-allo tment option), we have ag reed no t to  o ffer, sell, contract to  sell o r o therwise
issue any shares o f common stock o r o ther capital stock o r securities convertible  into  o r exchangeable  fo r, o r any rights to  acquire ,
common stock o r o ther capital stock, with certain exceptions, prio r to  the expiration o f 90 days from the date  o f this prospectus
supplement without the prio r written consent o f Lehman Bro thers Inc. on behalf o f the underwriters. Aubrey K. McClendon and Tom L.
Ward have ag reed no t to , directly o r indirectly, o ffer, sell o r o therwise dispose o f shares o f our common stock o r any securities
convertible  into  o r exchangeable  fo r, o r any rights to  acquire , our common stock o r our o ther capital stock fo r 90 days fo llowing  the
date  o f this prospectus supplement without the prio r written consent o f Lehman Bro thers Inc. on behalf o f the underwriters.
 
Stabilization, Short Positions and Penalty Bids
 The representatives may engage in over-allo tment, stabiliz ing  transactions, syndicate  covering  transactions, and penalty bids o r
purchases fo r the purpose o f pegg ing , fixing  o r maintaining  the price o f our common stock o r the preferred stock, in acco rdance with
Regulation M under the Exchange Act o f 1934 :
 

 

•  Over-allo tment invo lves sales by the underwriters o f shares in excess o f the number o f shares the underwriters are  obligated
to  purchase, which creates a syndicate  sho rt position. The sho rt position may be either a covered sho rt position o r a naked
short position. In a covered sho rt position, the number o f shares over-allo tted by the underwriters is no t g reater than the
number o f shares that they may purchase in the over-allo tment option. In a naked sho rt position, the number o f shares invo lved
is g reater than the number o f shares in the over-allo tment option. The underwriters may close out any sho rt position by either
exercising  their over-allo tment option and/o r purchasing  shares in the open market. In determining  the source o f shares to
close out the sho rt position, the underwriters will consider, among  o ther things, the price o f shares available  fo r purchase in
the open market as compared to  the price at which they may purchase shares through the over-allo tment option. If the
underwriters sell more shares than could be covered by the over-allo tment option, a naked sho rt position, the position can
only be closed out by buying  shares in the open market. A naked sho rt position is more likely to  be created if the
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underwriters are  concerned that there  could be downward pressure on the price o f the shares in the open market after pric ing
that could adversely affect investo rs who  purchase in the o ffering .

 
 

•  Stabiliz ing  transactions permit bids to  purchase the underlying  security so  long  as the stabiliz ing  bids do  no t exceed a
specified maximum.

 
 

•  Syndicate  covering  transactions invo lve purchases o f the preferred stock in the open market after the distribution has been
completed in o rder to  cover syndicate  sho rt positions.

 

 
•  Penalty bids permit the representatives to  reclaim a selling  concession from a syndicate  member when the common stock

orig inally so ld by the syndicate  member is purchased in a stabiliz ing  o r syndicate  covering  transaction to  cover syndicate
short positions.

 
These stabiliz ing  transactions, syndicate  covering  transactions and penalty bids may have the effect o f raising  o r maintaining  the
market price o f our common stock o r the preferred stock o r preventing  o r retarding  a decline in the market price o f the common stock
or the preferred stock. As a result, the price o f the preferred stock may be higher than the price that might o therwise exist in the open
market. These transactions may be effected on the New York Stock Exchange o r o therwise and, if commenced, may be discontinued
at any time.
 

Neither we no r any o f the underwriters make any representation o r prediction as to  the direction o r magnitude o f any effect that
the transactions described above may have on the price o f our common stock o r the preferred stock. In addition, neither we no r any o f
the underwriters make any representation that the representatives will engage in these stabiliz ing  transactions o r that any transaction,
once commenced, will no t be discontinued without no tice.
 
Affiliations
 Lehman Bro thers Inc., Banc o f America Securities LLC, Credit Suisse First Boston LLC, Deutsche Bank Securities Inc., UBS
Securities LLC, Bear, Stearns & Co . Inc., Citig roup Global Markets Inc., Morgan Stanley & Co . Inco rporated, Go ldman, Sachs & Co .,
Wachovia Capital Markets, LLC, Harris Nesbitt Corp., Raymond James & Associates, Inc., Howard Weil Inco rporated, Johnson Rice &
Company L.L.C., Pritchard Capital Partners, LLC and Simmons & Company International have from time to  time provided, and in the
future may provide, certain investment banking  and financial adviso ry services to  us and our affiliates, fo r which they have received,
and in the future  would receive, customary fees. Each o f the underwriters listed in the table  above may act as an underwriter fo r our
pending  public  o ffering  o f preferred stock and will receive customary fees in connection therewith. In addition, affiliates o f each o f
Banc o f America Securities LLC, Credit Suisse First Boston LLC, Deutsche Bank Securities Inc., UBS Securities LLC, Wachovia Capital
Markets, LLC and Harris Nesbitt Corp. are  lenders under our existing  bank credit facility.
 
Electronic Distribution
 A prospectus in electronic  fo rmat may be made available  on the internet sites o r through o ther online services maintained by one
or more o f the underwriters and/o r selling  g roup members partic ipating  in this o ffering , o r by their affiliates. In those cases,
prospective investo rs may view o ffering  terms online and, depending  upon the particular underwriter o r selling  g roup member,
prospective investo rs may be allowed to  place o rders online. The underwriters may ag ree with us to  allocate  a specific  number o f
shares fo r sale  to  online brokerage account ho lders. Any such allocation fo r online distributions will be made by the representatives on
the same basis as o ther allocations.
 

Other than the prospectus in electronic  fo rmat, the info rmation on any underwriter’s o r selling  g roup member’s website  and any
info rmation contained in any o ther website  maintained by an underwriter o r selling  g roup member is no t part o f the prospectus o r the
reg istration statement o f which this prospectus supplement fo rms a part, has no t been approved and/o r endorsed by us o r any
underwriter o r selling  g roup member in its capacity as underwriter o r selling  g roup member and should no t be relied upon by investo rs.
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LEGAL MATTERS
 

The validity o f the issuance o f the preferred stock o ffered by this prospectus supplement will be passed upon fo r us by
Commercial Law Group, P.C., Oklahoma City, Oklahoma. Certain o ther legal matters will be passed upon fo r us by Vinson & Elkins
L.L.P., Houston, Texas. The underwriters are  being  represented by Cravath Swaine & Moore LLP, New York, New York. Vinson &
Elkins L.L.P. and Cravath, Swaine & Moore LLP will re ly upon Commercial Law Group, P.C. as to  all matters o f Oklahoma law.
 

EXPERTS
 

The financial statements and management’s assessment o f the effectiveness o f internal contro l over financial reporting  (which is
included in Management’s Report on Internal Contro l over Financial Reporting ) inco rporated in this prospectus supplement by
reference to  our annual report on Form 10-K fo r the year ended December 31, 2004  have been so  inco rporated in reliance on the report
o f PricewaterhouseCoopers LLP, an independent reg istered public  accounting  firm, g iven on the autho rity o f said firm as experts in
auditing  and accounting .
 

Estimates o f the o il and gas reserves o f Chesapeake Energy Corporation and related future  net cash flows and the present values
thereo f, included in Chesapeake’s Annual Report on Form 10-K fo r the year ended December 31, 2004 , were based in part upon
reserve reports prepared by Netherland, Sewell & Associates, Inc., Lee Keeling  and Associates, Inc., Ryder Sco tt Company, L.P.,
LaRoche Petro leum Consultants, Ltd., H.J. Gruy and Associates, Inc. and Miller and Lents, Ltd., independent petro leum eng ineers. We
have inco rporated these estimates in reliance on the autho rity o f each such firm as experts in such matters.
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Prospectus
$600,000,000

Chesapeake Energy Corporation
Debt Securities

Preferred Stock
Depositary Shares

Common Stock
 

We may from time to  time o ffer and sell common stock, preferred stock, depositary shares and debt securities. This prospectus
provides you with a general description o f the securities that may be o ffered. Each time securities are  so ld, we will provide one o r
more supplements to  this prospectus that will contain additional info rmation about the specific  o ffering  and the terms o f the securities
being  o ffered. The supplements may also  add, update  o r change info rmation contained in this prospectus. You should carefully read
this prospectus and any accompanying  prospectus supplement befo re you invest in any o f our securities.
 Our common stock is listed fo r trading  on the New York Stock Exchange under the symbol “CHK.” Our executive o ffices are
located at 6100 North Western Avenue, Oklahoma City, Oklahoma 73118, and our te lephone number is (405) 848-8000.
 INVESTING IN O UR SECURITIES INVO LVES RISKS. PLEASE READ CAREFULLY THE SECTIO N ENTITLED “ RISK FACTO RS”
BEGINNING O N PAGE 2 O F THIS PRO SPECTUS.
 

 NEITHER THE SECURITIES AND EXCHANGE CO MMISSIO N NO R ANY STATE SECURITIES CO MMISSIO N HAS APPRO VED O R
DISAPPRO VED O F THESE SECURITIES O R DETERMINED IF THIS PRO SPECTUS IS TRUTHFUL O R CO MPLETE. ANY
REPRESENTATIO N TO  THE CO NTRARY IS A CRIMINAL O FFENSE.
 

 The date o f this prospectus is August 12, 2005.
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You should rely only on the info rmation included o r inco rporated by reference in this prospectus and any accompanying

prospectus supplement. We have no t autho rized any dealer, salesman o r o ther person to  provide you with additional o r different
info rmation. This prospectus and any accompanying  prospectus supplement are  no t an o ffer to  sell o r the so lic itation o f an o ffer to
buy any securities o ther than the securities to  which they relate  and are  no t an o ffer to  sell o r the so lic itation o f an o ffer to  buy securities
in any jurisdiction to  any person to  whom it is unlawful to  make an o ffer o r so lic itation in that jurisdiction. You should no t assume that the
info rmation in this prospectus o r any accompanying  prospectus supplement o r in any document inco rporated by reference in this
prospectus o r any accompanying  prospectus supplement is accurate  as o f any date  o ther than the date  o f the document containing  the
info rmation.
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ABOUT THIS PROSPECTUS
 

This prospectus is part o f a reg istration statement on Form S-3 that we filed with the Securities and Exchange Commission, which
we refer to  as the “SEC,” using  a “shelf” reg istration process. Under this shelf process, we may, over time, sell any combination o f the
securities described in this prospectus in one o r more o fferings up to  a to tal do llar amount o f $600 million. This prospectus provides
you with a general description o f the securities we may o ffer pursuant to  this prospectus. Each time we sell securities, we will provide
one o r more prospectus supplements that will contain specific  info rmation about the terms o f that o ffering . This prospectus does no t
contain all o f the info rmation included in the reg istration statement. Fo r a complete  understanding  o f the o ffering  o f securities, you
should refer to  the reg istration statement relating  to  this prospectus, including  its exhibits. A prospectus supplement may also  add,
update  o r change info rmation contained in this prospectus. You should read bo th this prospectus and any accompanying  prospectus
supplement together with the additional info rmation described under the heading  “Where You Can Find More Info rmation.”
 

ABOUT CHESAPEAKE ENERGY CORPORATION
 

We are the third largest independent producer o f natural gas in the U.S. and own interests in approximately 21,500 producing  o il
and gas wells. At June 30, 2005, approximately 90% of our proved reserves (by vo lume) were natural gas, and approximately 64% of
our proved o il and natural gas reserves were located in our primary operating  area—the Mid-Continent reg ion o f the United States,
which includes Oklahoma, Arkansas, Kansas and the Texas Panhandle. In addition, we are  building  significant secondary operating  areas
in the South Texas and Texas Gulf Coast reg ions, the Permian Basin o f western Texas and eastern New Mexico , the Barnett Shale  area
o f no rth-central Texas and Ark-La-Tex area o f eastern Texas and no rthern Louisiana.
 

Unless the context requires o therwise o r unless o therwise no ted, all references in this prospectus o r any accompanying
prospectus supplement to  “Chesapeake,” “we,” “us” o r “our” are  to  Chesapeake Energy Corporation and its subsidiaries.
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RISK FACTORS
 

Your investment in our securities will invo lve risks. Befo re deciding  whether an investment in our securities is appropriate  fo r you,
you should carefully consider the risks described below, in addition to  the o ther info rmation and risk facto rs contained in, o r
inco rporated by reference into , this prospectus, including  any risk facto rs contained in any annual report on Form 10-K inco rporated by
reference and any accompanying  prospectus supplement.
 
Risks Related to  Our Capital Stock
 We may not be able to pay cash dividends on our capital stock.
 We are required to  pay all declared dividends on our preferred stock in cash. Our existing  indentures limit, and any indentures and
o ther financing  ag reements that we enter into  in the future  will likely limit, our ability to  pay cash dividends on our capital stock.
Specifically, under our existing  indentures, we may pay cash dividends and make o ther distributions on o r in respect o f our capital
stock, including  our preferred and common stock, only if certain financial tests are  met.
 

Under Oklahoma law, cash dividends on capital stock may only be paid from “surplus” o r, if there  is no  “surplus,” from the
co rporation’s net pro fits fo r the then current o r the preceding  fiscal year. Unless we continue to  operate  pro fitably, our ability to  pay
cash dividends on our capital stock would require  the availability o f adequate  “surplus,” which is defined as the excess, if any, o f our net
assets (to tal assets less to tal liabilities) over our capital. Further, even if adequate  surplus is available  to  pay cash dividends on the
preferred stock and common stock (if declared), we may no t have suffic ient cash to  pay dividends on our preferred stock o r common
stock, as the case maybe.
 

Our certificate of incorporation, bylaws, the Oklahoma General Corporation Act and our shareholder rights agreement contain
provisions that could discourage an acquisition or change of control of our company.
 Our shareho lder rights ag reement and the Oklahoma Business Combination Statute , together with certain provisions o f our
certificate  o f inco rporation and bylaws, may make it more difficult to  effect a change in contro l o f our company, to  acquire  us o r to
replace incumbent management. These provisions could po tentially deprive our stockho lders o f opportunities to  sell shares o f our
stock at above-market prices. Please read “Description o f Capital Stock—Anti-Takeover Provisions.”
 
Risks Related to  Debt Securities
 If an active trading market does not develop for a series of debt securities sold pursuant to this prospectus, you may be unable to
sell any such debt securities or to sell any such debt securities at a price that you deem sufficient.
 Unless o therwise specified in an accompanying  prospectus supplement, any debt securities so ld pursuant to  this prospectus will
be new securities fo r which there  currently is no  established trading  market. We may no t list any debt securities so ld pursuant to  this
prospectus on a national securities exchange. While  the underwriters o f a particular o ffering  o f debt securities may advise us that they
intend to  make a market in those debt securities, the underwriters will no t be obligated to  do  so  and may stop their market making  at any
time. No  assurance can be g iven:
 
 •  that a market fo r any series o f debt securities will develop o r continue;
 
 •  as to  the liquidity o f any market that does develop; o r
 
 •  as to  your ability to  sell any debt securities you may own o r the price at which you may be able  to  sell your debt securities.
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Holders of any debt securities sold pursuant to this prospectus will be effectively subordinated to all of our secured indebtedness
and to all liabilities of our subsidiaries.
 Holders o f our secured indebtedness, including  the indebtedness under our credit facilities, have claims with respect to  our assets
constituting  co llateral fo r their indebtedness that are  prio r to  the claims o f any debt securities so ld pursuant to  this prospectus. In the
event o f a default on such debt securities o r our bankruptcy, liquidation o r reo rganization, those assets would be available  to  satisfy
obligations with respect to  the indebtedness secured thereby befo re any payment could be made on debt securities so ld pursuant to
this prospectus. According ly, the secured indebtedness would effectively be senio r to  such series o f debt securities to  the extent o f
the value o f the co llateral securing  the indebtedness. To  the extent the value o f the co llateral is no t suffic ient to  satisfy the secured
indebtedness, the ho lders o f that indebtedness would be entitled to  share with the ho lders o f the debt securities issued pursuant to  this
prospectus and the ho lders o f o ther c laims against us with respect to  our o ther assets.
 

In addition, ho lders o f debt securities issued and so ld pursuant to  this prospectus will be effectively subordinated to  claims o f
third party credito rs, including  ho lders o f indebtedness, and preferred shareho lders o f our subsidiaries. Claims o f those credito rs,
including  trade credito rs, secured credito rs, governmental taxing  autho rities, ho lders o f indebtedness o r guarantees issued by our
subsidiaries and preferred shareho lders o f our subsidiaries, will generally have prio rity as to  the assets o f our subsidiaries over our
claims and equity interests. As a result, ho lders o f our indebtedness, including  the ho lders o f the debt securities so ld pursuant to  this
prospectus, will be effectively subordinated to  all those claims.
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WHERE YOU CAN FIND MORE INFORMATION
 

We file  annual, quarterly and current reports and o ther info rmation with the SEC. You may inspect and copy such material at the
public  reference facilities maintained by the SEC at 450 Fifth Street, N.W., Washing ton, D.C. 20549. Please call the SEC at 1-800-SEC-
0330 fo r more info rmation on the public  reference room. You can also  find our SEC filings at the SEC’s website  at www.sec.gov and
on our website  at www.chkenergy.com (click on “Investo r Relations” and then “SEC Filings”). Info rmation contained on our website  is
no t part o f this prospectus.
 

In addition, our reports and o ther info rmation concerning  us can be inspected at the New York Stock Exchange, 20 Broad Street,
New York, New York 10005, where our common stock is listed.
 

The fo llowing  documents we filed with the SEC pursuant to  the Exchange Act are  inco rporated herein by reference:
 
 •  our Annual Report on Form 10-K fo r the fiscal year ended December 31, 2004 ;
 
 •  our Quarterly Reports on Form 10-Q fo r the fiscal quarters ended March 31, 2005 and June 30, 2005; and
 

 

•  our current reports on Form 8-K filed on January 3, 2005, January 20, 2005, January 31, 2005, February 2, 2005, February 22,
2005, March 15, 2005, March 24 , 2005, April 13, 2005 (four reports o f the same date , one such report as amended on April
25, 2005), April 14 , 2005 (two  reports o f the same date), April 19, 2005, April 25, 2005 (two  reports o f the same date), May
2, 2005, May 23, 2005 (two  reports o f the same date), June 7, 2005, June 10, 2005, June 13, 2005, June 16, 2005, June 21,
2005 (two  reports o f the same date), June 23, 2005, June 30, 2005, July 1, 2005 (two  reports o f the same date), July 8, 2005,
July 11, 2005, July 12, 2005, July 19, 2005, July 22, 2005 (such report as amended on July 22, 2005), August 5, 2005 and
August 11, 2005 (excluding  any info rmation furnished pursuant to  Item 2.02 o r Item 7.01 o f any such Current Report on Form
8-K); and

 
 •  our definite  proxy statement dated April 29, 2005 filed on Schedule 14A relating  to  the 2005 Annual Meeting  o f Shareho lders.
 

All documents filed by us pursuant to  Sections 13(a), 13(c), 14  o r 15(d) o f the Exchange Act (excluding  any info rmation
furnished pursuant to  Item 9 o r Item 12 on any current report on Form 8-K) subsequent to  the date  o f this filing  and prio r to  the
termination o f this o ffering  shall be deemed to  be inco rporated in this prospectus and to  be a part hereo f from the date  o f the filing  o f
such document. Any statement contained in a document inco rporated by reference herein shall be deemed to  be modified o r
superseded fo r all purposes to  the extent that a statement contained in this prospectus, o r in any o ther subsequently filed document
which is also  inco rporated o r deemed to  be inco rporated by reference, modifies o r supersedes such statement. Any statement so
modified o r superseded shall no t be deemed, except as so  modified o r superseded, to  constitute  a part o f this prospectus.
 

We will provide without charge to  each person to  whom this prospectus is delivered, upon written o r o ral request o f such person,
a copy o f any o r all documents inco rporated by reference in this prospectus. Requests fo r such copies should be directed to  Jennifer
M. Grigsby, Secretary, Chesapeake Energy Corporation, 6100 North Western Avenue, Oklahoma City, Oklahoma 73118, by mail, o r if
by te lephone at (405) 848-8000.
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FORWARD- LOOKING STATEMENTS
 

This prospectus includes and inco rporates by reference “fo rward-looking  statements” within the meaning  o f Section 27A o f the
Securities Act and Section 21E o f the Exchange Act. Fo rward-looking  statements g ive our current expectations o r fo recasts o f future
events. They include statements regarding  o il and gas reserve estimates, planned capital expenditures, the drilling  o f o il and gas wells
and future  acquisitions, the impact o f recently completed acquisitions, expected o il and gas production, cash flow and antic ipated
liquidity, business strategy and o ther plans and objectives fo r future  operations and expected future  expenses and use o f net operating
loss carryfo rwards. Statements concerning  the fair values o f derivative contracts and their estimated contribution to  our future  results
o f operations are  based upon market info rmation as o f a specific  date . These market prices are  subject to  significant vo latility.
 

Although we believe the expectations and fo recasts reflected in these and o ther fo rward-looking  statements are  reasonable , we
can g ive no  assurance they will prove to  have been co rrect. They can be affected by inaccurate  assumptions o r by known o r unknown
risks and uncertainties. Facto rs that could cause actual results to  differ materially from expected results are  described under “Risk
Facto rs” in our most recent annual report on Form 10-K which is inco rporated by reference into  this prospectus, and include:
 
 •  the vo latility o f o il and gas prices;
 
 •  our level o f indebtedness;
 
 •  the streng th and financial resources o f our competito rs;
 
 •  the availability o f capital on an economic basis to  fund reserve replacement costs;
 
 

•  uncertainties inherent in estimating  quantities o f o il and gas reserves, pro jecting  future  rates o f production and the timing  o f
development expenditures;

 
 •  our ability to  replace reserves and sustain production;
 
 •  uncertainties in evaluating  o il and gas reserves o f acquired properties and associated po tential liabilities;
 
 •  the effect o f o il and gas prices on our bo rrowing  ability;
 
 •  unsuccessful explo ration and development drilling ;
 
 •  declines in the values o f our o il and gas properties resulting  in ceiling  test write-downs;
 
 

•  lower prices realized on o il and gas sales and co llateral required to  secure hedg ing  liabilities resulting  from our commodity
price risk management activities;

 
 •  adverse effects o f governmental and environmental regulation;
 
 •  lo sses possible  from pending  o r future  litigation; and
 
 •  drilling  and operating  risks.
 

We caution you no t to  place undue reliance on these fo rward-looking  statements, which speak only as o f the date  o f this
prospectus o r as o f the date  o f the report o r document in which they are  contained, and we undertake no  obligation to  update  such
info rmation. We urge you to  carefully review and consider the disclosures made in this prospectus and our reports filed with the SEC
and inco rporated by reference herein that attempt to  advise interested parties o f the risks and facto rs that may affect our business.
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USE OF PROCEEDS
 

Except as may o therwise be described in an accompanying  prospectus supplement, the net proceeds from the sale  o f the
securities o ffered pursuant to  this prospectus and any accompanying  prospectus supplement will be used fo r general co rporate
purposes. Any specific  allocation o f the net proceeds o f an o ffering  o f securities to  a specific  purpose will be determined at the time
of the o ffering  and will be described in an accompanying  prospectus supplement.
 

RATIOS OF EARNINGS TO FIXED CHARGES AND COMBINED FIXED CHARGES AND PREFERRED DIVIDENDS
 

For purposes o f determining  the ratio s o f earnings to  fixed charges and combined fixed charges and preferred dividends,
earnings are  defined as net income (lo ss) befo re income taxes, cumulative effect o f accounting  change, pre-tax gain o r lo ss o f equity
investees, amortization o f capitalized interest and fixed charges, less capitalized interest. Fixed charges consist o f interest (whether
expensed o r capitalized and excluding  the effect o f unrealized gains o r lo sses on interest rate  derivatives) and amortization o f debt
expenses and discount o r premium relating  to  any indebtedness. Preferred dividends consist o f preferred stock dividends “g rossed up”
to  reflect the pre-tax amount.
 

   

Ye ar Ende d De c e mbe r 31,

  

S ix Months
Ende d

June  30,
2005

    

2000

  

2001

  

2002

  

2003

  

2004

  
Ratio  o f earnings to  fixed charges   3.1x 4 .4x 1.5x 4 .0x 4 .8x 4 .4x
Ratio  o f earnings to  combined fixed charges and preferred dividends   2.8x 4 .2x 1.3x 3.3x 3.7x 3.8x
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DESCRIPTION OF DEBT SECURITIES
 

We will issue our debt securities under an indenture among  us, as issuer, and The Bank o f New York, as Trustee. The debt
securities will be governed by the provisions o f the Indenture and those made part o f the Indenture by reference to  the Trust Indenture
Act o f 1939. We and the Trustee may enter into  supplements to  the Indenture from time to  time.
 

This description is a summary o f the material provisions o f the debt securities and the Indenture. We urge you to  read the fo rm o f
the Indenture filed as an exhibit to  the reg istration statement o f which this prospectus is a part because the Indenture, and no t this
description, govern your rights as a ho lder o f debt securities.
 
General
 The Debt Securities. Any series o f debt securities that we issue will be our general obligations. The Indenture does no t limit the
to tal amount o f debt securities that we may issue. We may issue debt securities under the Indenture from time to  time in separate
series, up to  the aggregate  amount autho rized fo r each such series.
 

We will prepare a prospectus supplement and either an indenture supplement o r a reso lution o f our board o f directo rs and an
accompanying  o fficers’ certificate  relating  to  any series o f debt securities that we o ffer, which will include specific  terms relating  to
some o r all o f the fo llowing :
 
 •  the fo rm and title  o f the debt securities;
 
 •  the to tal principal amount o f the debt securities;
 
 •  the date  o r dates on which the debt securities may be issued;
 
 •  the po rtion o f the principal amount which will be payable  if the maturity o f the debt securities is accelerated;
 
 

•  any right we may have to  defer payments o f interest by extending  the dates payments are  due and whether interest on those
deferred amounts will be payable;

 
 •  the dates on which the principal and premium, if any, o f the debt securities will be payable;
 
 •  the interest rate  which the debt securities will bear and the interest payment dates fo r the debt securities;
 
 •  any optional redemption provisions;
 
 •  any sinking  fund o r o ther provisions that would obligate  us to  repurchase o r o therwise redeem the debt securities;
 
 •  any changes to  o r additional Events o f Default;
 
 

•  any affirmative o r negative covenants relating  to  such series, including , without limitation, financial and o ther covenants that
restric t our and our Restric ted Subsidiaries’ ability to :

 
 •  incur additional indebtedness;
 
 •  pay dividends on our capital stock o r redeem, repurchase o r re tire  our capital stock o r subordinated indebtedness;
 
 •  make investments and o ther restric ted payments;
 
 •  create  restric tions on the payment o f dividends o r o ther amounts to  us from our Restric ted Subsidiaries;
 
 •  incur liens;
 
 •  engage in transactions with affiliates;
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 •  sell assets;
 
 •  conso lidate , merge o r transfer assets; and
 
 •  designate  a Restric ted Subsidiary as an Unrestric ted Subsidiary; and
 
 •  any o ther terms o f the debt securities.
 

Unless o therwise indicated in an accompanying  prospectus supplement, “Restric ted Subsidiary” means any subsidiary o f our
company o ther than an Unrestric ted Subsidiary. Unless o therwise indicated in an accompanying  prospectus supplement relating  to  a
particular series o f debt securities, our board o f directo rs may designate  any Unrestric ted Subsidiary to  be a Restric ted Subsidiary.
 

Unless o therwise indicated in an accompanying  prospectus supplement, “Unrestric ted Subsidiary” means:
 (a) any subsidiary o f an Unrestric ted Subsidiary; and
 (b) any subsidiary o f our company o r o f a Restric ted Subsidiary that is designated as an Unrestric ted Subsidiary by a

reso lution adopted by our board o f directo rs.
 

This description o f debt securities will be deemed modified, amended o r supplemented by any description o f any series o f debt
securities set fo rth in a prospectus supplement related to  that series.
 

The prospectus supplement will also  describe any material United States federal income tax consequences o r o ther special
considerations regarding  the applicable  series o f debt securities, including  those relating  to :
 
 

•  debt securities with respect to  which payments o f principal, premium o r interest are  determined with reference to  an index o r
fo rmula, including  changes in prices o f particular securities, currencies o r commodities;

 
 •  debt securities with respect to  which principal, premium o r interest is payable  in a fo reign o r composite  currency;
 
 

•  debt securities that are  issued at a discount below their stated principal amount, bearing  no  interest o r interest at a rate  that at
the time o f issuance is below market rates; and

 
 •  variable  rate  debt securities that are  exchangeable  fo r fixed rate  debt securities.
 

At our option, we may make interest payments by check mailed to  the reg istered ho lders o f debt securities o r, if so  stated in the
applicable  prospectus supplement, at the option o f a ho lder by wire  transfer to  an account designated by the ho lder.
 

Unless o therwise provided in the applicable  prospectus supplement, fully reg istered securities may be transferred o r exchanged
at the o ffice  o f the Trustee at which its co rporate  trust business is principally administered in the United States, subject to  the limitations
provided in the Indenture, without the payment o f any service charge, o ther than any applicable  tax o r governmental charge.
 

Any funds we pay to  a paying  agent fo r the payment o f amounts due on any debt securities that remain unclaimed fo r two  years
will be returned to  us, and the ho lders o f the debt securities must look only to  us fo r payment after that time.
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Covenants
 The Indenture contains the fo llowing  covenant fo r the benefit o f the ho lders o f all series o f debt securities:
 Notwithstanding  that we may no t be required to  remain subject to  the reporting  requirements o f Section 13 o r 15(d) o f the
Exchange Act, we will file  with the SEC and provide the Trustee and ho lders o f Debt Securities with annual reports and such info rmation,
documents and o ther reports specified in Sections 13 and 15(d) o f the Exchange Act.
 

A series o f debt securities may provide fo r o ther covenants applicable  to  us and our subsidiaries. A description o f any such
affirmative and negative covenants will be contained in a prospectus supplement applicable  to  such series.
 
Events o f Default, Remedies and Notice
 Events of Default. Unless o therwise indicated in an accompanying  prospectus supplement, each o f the fo llowing  events will be an
“Event o f Default” under the Indenture with respect to  a series o f debt securities:
 
 •  default in any payment o f interest on any debt securities o f that series when due that continues fo r 30 days;
 
 

•  default in the payment o f principal o f o r premium, if any, on any debt securities o f that series when due at its stated maturity,
upon redemption, upon required repurchase o r o therwise;

 
 •  default in the payment o f any sinking  fund payment, if any, on any debt securities o f that series when due;
 
 

•  failure  by us to  comply fo r 60 days after no tice with the o ther ag reements contained in the Indenture, any supplement to  the
Indenture o r any board reso lution autho rizing  the issuance o f that series;

 
 •  certain events o f bankruptcy, inso lvency o r reo rganization;
 

Exercise of Remedies. If an Event o f Default, o ther than an Event o f Default described in the fifth bulle t po int above, occurs and is
continuing , the Trustee o r the ho lders o f at least 25% in principal amount o f the outstanding  debt securities o f that series may declare
the entire  principal o f, premium, if any, and accrued and unpaid interest, if any, on all the debt securities o f that series to  be due and
payable immediately.
 

A default under the fourth bulle t po int above will no t constitute  an Event o f Default until the Trustee o r the ho lders o f 25% in
principal amount o f the outstanding  debt securities o f that series no tify us o f the default and such default is no t cured within 60 days
after receipt o f no tice.
 

If an Event o f Default described in the fifth bulle t po int above occurs and is continuing , the principal o f, premium, if any, and
accrued and unpaid interest on all outstanding  debt securities o f all series will become immediately due and payable  without any
declaration o f acceleration o r o ther act on the part o f the Trustee o r any ho lders.
 

The ho lders o f a majo rity in principal amount o f the outstanding  debt securities o f a series may:
 
 

•  waive all past defaults, except with respect to  nonpayment o f principal, premium o r interest o r any o ther provision o f the
Indenture that canno t be amended without the consent o f each ho lder that is affected; and
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•  rescind any declaration o f acceleration by the Trustee o r the ho lders with respect to  the debt securities o f that series, but only

if:
 
 

•  rescinding  the declaration o f acceleration would no t conflic t with any judgment o r decree o f a court o f competent
jurisdiction; and

 
 

•  all existing  Events o f Default have been cured o r waived, o ther than the nonpayment o f principal, premium o r interest on
the debt securities o f that series that have become due so lely by the declaration o f acceleration.

 
If an Event o f Default occurs and is continuing , the Trustee will be under no  obligation, except as o therwise provided in the

Indenture, to  exercise  any o f the rights o r powers under the Indenture at the request o r direction o f any o f the ho lders unless such
ho lders have o ffered to  the Trustee reasonable  indemnity o r security against any costs, liability o r expense. No  ho lder may pursue any
remedy with respect to  the Indenture o r the debt securities o f any series, except to  enfo rce the right to  receive payment o f principal,
premium o r interest when due, unless:
 
 •  such ho lder has previously g iven the Trustee no tice that an Event o f Default with respect to  that series is continuing ;
 
 

•  ho lders o f at least 25% in principal amount o f the outstanding  debt securities o f that series have requested that the Trustee
pursue the remedy;

 
 •  such ho lders have o ffered the Trustee reasonable  indemnity o r security against any cost, liability o r expense;
 
 

•  the Trustee has no t complied with such request within 60 days after the receipt o f the request and the o ffer o f indemnity o r
security; and

 
 

•  the ho lders o f a majo rity in principal amount o f the outstanding  debt securities o f that series have no t g iven the Trustee a
direction that, in the opinion o f the Trustee, is inconsistent with such request within such 60-day period.

 
The ho lders o f a majo rity in principal amount o f the outstanding  debt securities o f a series have the right, subject to  certain

restric tions, to  direct the time, method and place o f conducting  any proceeding  fo r any remedy available  to  the Trustee o r o f
exercising  any right o r power conferred on the Trustee with respect to  that series o f debt securities. The Trustee, however, may refuse
to  fo llow any direction that:
 
 •  conflic ts with law;
 
 •  is inconsistent with any provision o f the Indenture;
 
 •  the Trustee determines is unduly prejudicial to  the rights o f any o ther ho lder; o r
 
 •  would invo lve the Trustee in personal liability.
 

Notice of Events of Default. Upon the occurrence o f an Event o f Default, we are  required to  g ive written no tice to  the Trustee and
indicate  the status o f the default and what action we are  taking  o r propose to  take to  cure the default. In addition, we are  required to
deliver to  the Trustee, within 90 days after the end o f each fiscal year, a compliance certificate  indicating  that we have complied with all
covenants contained in the Indenture o r whether any default o r Event o f Default has occurred during  the previous year.
 

If an Event o f Default occurs and is continuing  and is known to  the Trustee, the Trustee must mail to  each ho lder a no tice o f the
Event o f Default by the later o f 90 days after the Event o f Default occurs o r 30 days after the Trustee knows o f the Event o f Default.
Except in the case o f a default in the payment o f principal, premium o r interest with respect to  any debt securities, the Trustee may
withho ld such no tice, but only if and so  long  as the board o f directo rs, the executive committee o r a committee o f directo rs o r
responsible  o fficers o f the Trustee in good faith determines that withho lding  such no tice is in the interests o f the ho lders.
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Amendments and Waivers. We may amend the Indenture without the consent o f any ho lder o f debt securities to :
 
 •  cure any ambiguity, omission, defect o r inconsistency;
 
 •  convey, transfer, assign, mortgage o r pledge any property to  o r with the Trustee;
 
 •  provide fo r the assumption by a successo r o f our obligations under the Indenture;
 
 •  add subsidiary guaranto rs with respect to  the debt securities;
 
 •  secure the debt securities;
 
 •  add covenants fo r the benefit o f the ho lders o r surrender any right o r power conferred upon us;
 
 •  make any change that does no t adversely affect the rights o f any ho lder;
 
 •  add o r appo int a successo r o r separate  Trustee; o r
 
 •  comply with any requirement o f the SEC in connection with the qualification o f the Indenture under the Trust Indenture Act.
 

In addition, we may amend the Indenture if the ho lders o f a majo rity in principal amount o f all debt securities o f each series that
would be affected then outstanding  under the Indenture consent to  it. We may no t, however, without the consent o f each ho lder o f
outstanding  debt securities o f each series that would be affected, amend the Indenture to :
 
 •  reduce the percentage in principal amount o f debt securities o f any series whose ho lders must consent to  an amendment;
 
 •  reduce the rate  o f o r extend the time fo r payment o f interest on any debt securities;
 
 •  reduce the principal o f o r extend the stated maturity o f any debt securities;
 
 

•  reduce the premium payable  upon the redemption o f any debt securities o r change the time at which any debt securities may
or shall be redeemed;

 
 •  make any debt securities payable  in o ther than U.S. do llars;
 
 

•  impair the right o f any ho lder to  receive payment o f premium, principal o r interest with respect to  such ho lder’s debt securities
on o r after the applicable  due date;

 
 •  impair the right o f any ho lder to  institute  suit fo r the enfo rcement o f any payment with respect to  such ho lder’s debt securities;
 
 •  release any security that has been g ranted in respect o f the debt securities;
 
 •  make any change to  an amendment o r waiver provision which requires each ho lder’s consent; o r
 
 •  make any change in the waiver provisions.
 

The consent o f the ho lders is no t necessary under the Indenture to  approve the particular fo rm o f any proposed amendment. It is
suffic ient if such consent approves the substance o f the proposed amendment. After an amendment under the Indenture becomes
effective, we are  required to  mail to  all ho lders a no tice briefly describing  the amendment. The failure  to  g ive, o r any defect in, such
no tice, however, will no t impair o r affect the validity o f the amendment.
 

The ho lders o f a majo rity in aggregate  principal amount o f the outstanding  debt securities o f each affected series, on behalf o f all
such ho lders, and subject to  certain rights o f the Trustee, may waive:
 
 •  compliance by us with certain restric tive provisions o f the Indenture; and
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 •  any past default under the Indenture, subject to  certain rights o f the Trustee under the Indenture;
 
except that such majo rity o f ho lders may no t waive a default:
 
 •  in the payment o f principal, premium o r interest; o r
 
 

•  in respect o f a provision that under the Indenture canno t be amended without the consent o f all ho lders o f the series o f debt
securities that are  affected.

 
Defeasance. At any time, we may terminate , with respect to  debt securities o f a particular series, all our obligations under such

series o f debt securities and the Indenture, which we call a “legal defeasance.” If we decide to  make a legal defeasance, however, we
may no t terminate  our obligations:
 
 •  relating  to  the defeasance trust;
 
 •  to  reg ister the transfer o r exchange o f the debt securities;
 
 •  to  replace mutilated, destroyed, lo st o r sto len debt securities; o r
 
 •  to  maintain a reg istrar and paying  agent in respect o f the debt securities.
 

If we exercise  our legal defeasance option, any subsidiary guarantee will terminate  with respect to  that series o f debt securities.
 

At any time we may also  effect a “covenant defeasance,” which means we have elected to  terminate  our obligations under
covenants applicable  to  a series o f debt securities and described in the prospectus supplement applicable  to  such series, o ther than as
described in such prospectus supplement.
 

We may exercise  our legal defeasance option no twithstanding  our prio r exercise  o f our covenant defeasance option. If we
exercise  our legal defeasance option, payment o f the affected series o f debt securities may no t be accelerated because o f an Event
o f Default with respect to  that series. If we exercise  our covenant defeasance option, payment o f the affected series o f debt
securities may no t be accelerated because o f an Event o f Default specified in the fourth bulle t po int under “—Events o f Default” above
or an Event o f Default that is added specifically fo r such series and described in a prospectus supplement.
 

In o rder to  exercise  either defeasance option, we must:
 
 

•  irrevocably deposit in trust with the Trustee money o r certain U.S. government obligations fo r the payment o f principal,
premium, if any, and interest on the series o f debt securities to  redemption o r maturity, as the case may be;

 
 •  comply with certain o ther conditions, including  that no  default has occurred and is continuing  after the deposit in trust; and
 

 

•  deliver to  the Trustee an opinion o f counsel to  the effect that ho lders o f the series o f debt securities will no t recognize
income, gain o r lo ss fo r Federal income tax purposes as a result o f such defeasance and will be subject to  Federal income tax
on the same amount and in the same manner and at the same times as would have been the case if such deposit and
defeasance had no t occurred. In the case o f legal defeasance only, such opinion o f counsel must be based on a ruling  o f the
Internal Revenue Service o r o ther change in applicable  Federal income tax law.

 
Book Entry, Delivery and Form. We may issue debt securities o f a series in the fo rm o f one o r more g lobal certificates deposited

with a depositary. We expect that The Deposito ry Trust Company, New York, New York, o r “DTC,” will act as depositary. If we issue
debt securities o f a series in book-entry fo rm, we will issue one o r more g lobal certificates that will be deposited with o r on behalf o f
DTC and will no t issue physical certificates to  each ho lder. A g lobal security may no t be transferred unless it is exchanged in who le o r in
part fo r a certificated security, except that DTC, its nominees and their successo rs may transfer a g lobal security as a who le to  one
ano ther.
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DTC will keep a computerized reco rd o f its partic ipants, such as a broker, whose clients have purchased the debt securities. The
partic ipants will then keep reco rds o f their c lients who  purchased the debt securities. Beneficial interests in g lobal securities will be
shown on, and transfers o f beneficial interests in g lobal securities will be made only through, reco rds maintained by DTC and its
partic ipants.
 

DTC advises us that it is:
 
 •  a limited-purpose trust company o rganized under the New York Banking  Law;
 
 •  a “banking  o rganization” within the meaning  o f the New York Banking  Law;
 
 •  a member o f the United States Federal Reserve System;
 
 •  a “clearing  co rporation” within the meaning  o f the New York Unifo rm Commercial Code; and
 
 •  a “clearing  agency” reg istered under the provisions o f Section 17A o f the Exchange Act.
 

DTC is owned by a number o f its partic ipants and by the New York Stock Exchange, Inc., The American Stock Exchange, Inc. and
the National Association o f Securities Dealers, Inc. The rules that apply to  DTC and its partic ipants are  on file  with the SEC.
 

DTC ho lds securities that its partic ipants deposit with DTC. DTC also  reco rds the settlement among  partic ipants o f securities
transactions, such as transfers and pledges, in deposited securities through computerized reco rds fo r partic ipants’ accounts. This
eliminates the need to  exchange certificates. Partic ipants include securities brokers and dealers, banks, trust companies, c learing
corporations and certain o ther o rganizations.
 

We will wire  principal, premium, if any, and interest payments due on the g lobal securities to  DTC’s nominee. We, the Trustee and
any paying  agent will treat DTC’s nominee as the owner o f the g lobal securities fo r all purposes. According ly, we, the Trustee and any
paying  agent will have no  direct responsibility o r liability to  pay amounts due on the g lobal securities to  owners o f beneficial interests in
the g lobal securities.
 

It is DTC’s current practice , upon receipt o f any payment o f principal, premium, if any, o r interest, to  credit partic ipants’ accounts
on the payment date  acco rding  to  their respective ho ldings o f beneficial interests in the g lobal securities as shown on DTC’s reco rds.
In addition, it is DTC’s current practice  to  assign any consenting  o r vo ting  rights to  partic ipants, whose accounts are  credited with debt
securities on a reco rd date , by using  an omnibus proxy.
 

Payments by partic ipants to  owners o f beneficial interests in the g lobal securities, as well as vo ting  by partic ipants, will be
governed by the customary practices between the partic ipants and the owners o f beneficial interests, as is the case with debt securities
held fo r the account o f customers reg istered in “street name.” Payments to  ho lders o f beneficial interests are  the responsibility o f the
partic ipants and no t o f DTC, the Trustee o r us.
 

Beneficial interests in g lobal securities will be exchangeable  fo r certificated securities with the same terms in autho rized
denominations only if:
 
 

•  DTC no tifies us that it is unwilling  o r unable  to  continue as depositary o r if DTC ceases to  be a c learing  agency reg istered
under applicable  law and a successo r depositary is no t appo inted by us within 90 days; o r

 
 

•  we determine no t to  require  all o f the debt securities o f a series to  be represented by a g lobal security and no tify the Trustee
o f our decision.

 
The Trustee. The Bank o f New York will be the Trustee under the Indenture. The Bank o f New York also  serves as trustee fo r our

8.375% Senio r No tes due 2008, our 8.125% Senio r No tes due 2011, our 9% Senio r
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Notes due 2012, our 7.50% Senio r No tes due 2013, our 7.50% Senio r No tes due 2014 , our 7.00% Senio r No tes due 2014 , our 7.75%
Senio r No tes due 2015, our 6.375% Senio r No tes due 2015, our 6.875% Senio r No tes due 2016, our 6.625% Senio r No tes due 2016
and our 6.25% Senio r No tes due 2018. We may also  maintain banking  and o ther commercial re lationships with the Trustee and its
affiliates in the o rdinary course o f business, and the Trustee may own our debt securities.
 

Governing Law. The Indenture and the debt securities will be governed by, and construed in acco rdance with, the laws o f the State
o f New York.
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DESCRIPTION OF CAPITAL STOCK
 

Set fo rth below is a description o f the material terms o f our capital stock. However, this description is no t complete  and is
qualified by reference to  our certificate  o f inco rporation (including  our certificates o f designation) and bylaws. Copies o f our
certificate  o f inco rporation (including  our certificates o f designation) and bylaws are  available  from us upon request. These documents
have also  been filed with the SEC. Please read “Where You Can Find More Info rmation.”
 
Authorized Capital Stock
 Our autho rized capital stock consists o f 500,000,000 shares o f common stock, par value $.01 per share, and 20,000,000 shares
o f preferred stock, par value $.01 per share, o f which 500,000 shares are  designated as Series A Junio r Partic ipating  Preferred Stock,
101,275 shares are  designated as 6.00% Cumulative Convertible  Preferred Stock, 1,588,180 shares are  designated as 5.00%
Cumulative Convertible  Preferred Stock (Series 2003), 203,298 shares are  designated as 4 .125% Cumulative Convertible  Preferred
Stock and 4 ,600,000 shares are  designated as 5.00% Cumulative Convertible  Preferred Stock (Series 2005).
 
Common Stock
 Holders o f our common stock are  entitled to  one vo te  fo r each share held o f reco rd on all matters submitted to  a vo te  o f
shareho lders. Subject to  preferences that may be applicable  to  any outstanding  preferred stock, ho lders o f our common stock are
entitled to  receive ratably such dividends as may be declared by the board o f directo rs out o f funds legally available  fo r dividends. In
the event o f our liquidation o r disso lution, ho lders o f our common stock are  entitled to  share ratably in all assets remaining  after
payment o f liabilities and the liquidation preference o f any outstanding  preferred stock.
 

Holders o f our common stock have no  preemptive rights and have no  rights to  convert their common stock into  any o ther
securities. All o f the outstanding  shares o f common stock are  duly autho rized, validly issued, fully paid and nonassessable .
 
Preferred Stock
 As o f the date  o f this prospectus, we have 13,007,247 shares o f autho rized but unissued preferred stock which are  undesignated.
Currently 101,275 shares o f preferred stock are  designated as 6.00% Cumulative Convertible  Preferred Stock, all o f which are  currently
outstanding ; 1,588,180 shares o f preferred stock are  designated as 5.00% Cumulative Convertible  Preferred Stock (Series 2003), all
o f which are  currently outstanding ; 203,298 shares o f preferred stock are  designated as 4 .125% Cumulative Convertible  Preferred
Stock, all o f which are  currently outstanding ; and 4 ,600,000 shares o f preferred stock are  designated as 5.00% Cumulative Convertible
Preferred Stock (Series 2005), all o f which are  currently outstanding . Our board o f directo rs has also  autho rized the issuance o f up to
500,000 shares o f Series A Junio r Partic ipating  Preferred Stock in connection with the adoption o f our shareho lder rights plan in July
1998. None o f these shares are  currently outstanding . The Series A Preferred Stock is described below under “—Share Rights Plan.”
 

Our board o f directo rs has the autho rity, without further shareho lder approval, to  issue shares o f preferred stock from time to  time
in one o r more series, with such vo ting  powers o r without vo ting  powers, and with such designations, preferences and relative,
partic ipating , optional o r o ther special rights, and qualifications, limitations o r restric tions, as shall be set fo rth in the reso lutions
providing  thereo f.
 

While providing  desirable  flexibility fo r possible  acquisitions and o ther co rporate  purposes, and eliminating  delays associated with
a shareho lder vo te  on specific  issuances, the issuance o f preferred stock could adversely affect the vo ting  power o f ho lders o f
common stock, as well as dividend and liquidation payments on bo th common and preferred stock. It also  could have the effect o f
delaying , deferring  o r preventing  a change in contro l.
 

15



Table of  Contents

The prospectus supplement relating  to  an o ffering  o f preferred stock will specify the terms o f any series o f preferred stock
offered by it including :
 
 •  the series, the number o f shares o ffered and the liquidation value o f the preferred stock;
 
 •  the price at which the preferred stock will be issued;
 
 

•  the dividend rate , the dates on which the dividends will be payable  and o ther terms relating  to  the payment o f dividends on the
preferred stock;

 
 •  the liquidation preference o f the preferred stock;
 
 •  whether the preferred stock is redeemable o r subject to  a sinking  fund, and the terms o f any such redemption o r sinking  fund;
 
 

•  whether the preferred stock is convertible  into  o r exchangeable  fo r any o ther securities, and the terms o f any such conversion
or exchange; and

 
 •  any additional rights, preferences, qualifications, limitations o r restric tions o f the preferred stock.
 

The description o f the terms o f the preferred stock to  be set fo rth in an applicable  prospectus supplement will no t be complete
and will be subject to  and qualified in its entirety by reference to  the statement o f reso lution relating  to  the applicable  series o f
preferred stock. The reg istration statement o f which this prospectus fo rms a part will include the statement o f reso lution as an exhibit
o r inco rporate  it by reference.
 
Outstanding  Cumulative Convertible  Preferred Stock
 General. We have four series o f Convertible  Preferred Stock outstanding , each with substantially similar terms: the 6.00%
Cumulative Convertible  Preferred Stock, the 5.00% Cumulative Convertible  Preferred Stock (Series 2003), the 4 .125% Cumulative
Convertible  Preferred Stock and the 5.00% Cumulative Convertible  Preferred Stock (Series 2005). Where the terms o f the four series
o f preferred stock are  similar, we refer to  all four series o f outstanding  preferred stock as the “Convertible  Preferred Stock.”
 

Ranking. All four series o f Convertible  Preferred Stock, with respect to  dividend rights o r rights upon the liquidation, winding -up
or disso lution, rank:
 

 

•  senio r to  all c lasses o f our common stock and to  the Series A Junio r Partic ipating  Preferred Stock and each o ther c lass o f
capital stock o r series o f preferred stock established after the o rig inal issue date  o f the series o f Convertible  Preferred Stock
(which we will refer to  as the “Issue Date”) the terms o f which do  no t expressly provide that such class o r series ranks senio r
to  o r on a parity with the series o f Convertible  Preferred Stock as to  dividend rights o r rights upon our liquidation, winding -up
or disso lution (which we will refer to  co llectively as “Junio r Stock”);

 

 

•  on a parity with each o ther and any class o f capital stock o r series o f preferred stock established after the Issue Date the terms
of which expressly provide that such class o r series will rank on a parity with the series o f Convertible  Preferred Stock as to
dividend rights o r rights upon our liquidation, winding -up o r disso lution (which we will refer to  co llectively as “Parity Stock”);
and

 

 
•  junio r to  each class o f capital stock o r series o f preferred stock established after the Issue Date the terms o f which expressly

provide that such class o r series will rank senio r to  the series o f Convertible  Preferred Stock as to  dividend rights o r rights
upon our liquidation, winding -up o r disso lution (which we will refer to  co llectively as “Senio r Stock”).

 
While any shares o f any series o f our Convertible  Preferred Stock are  outstanding , we may no t autho rize, increase the autho rized

amount o f, o r issue any shares o f, any class o r series o f Senio r Stock (o r any security convertible  into  Senio r Stock) without the
affirmative vo te  o r consent o f the ho lders o f at least 66 2/3% of the outstanding  shares each series o f Convertible  Preferred Stock
vo ting  separately as a c lass. Without the consent o f
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any ho lder o f Convertible  Preferred Stock, however, we may autho rize, increase the autho rized amount o f, o r issue any shares o f, any
class o r series o f Parity Stock o r Junio r Stock. See “—Voting  Rights” below.
 

Dividends. Holders o f shares o f 6.00% Cumulative Convertible  Preferred Stock will be entitled to  receive, when, as and if
declared by the Board o f Directo rs out o f funds legally available  fo r payment, cumulative cash dividends at the rate  per annum of
6.00% per share on the liquidation preference thereo f o f $50 per share o f 6.00% Cumulative Convertible  Preferred Stock (equivalent to
$3.00 per annum per share). Dividends on the 6.00% Cumulative Convertible  Preferred Stock will be payable  quarterly on March 15,
June 15, September 15 and December 15 o f each year at such annual rate , and shall accumulate  from the most recent date  as to  which
dividends shall have been paid o r, if no  dividends have been paid, from the Issue Date o f the 6.00% Cumulative Convertible  Preferred
Stock, whether o r no t in any dividend period o r periods there  shall be funds legally available  fo r the payment o f such dividends.
 

Holders o f shares o f 5.00% Cumulative Convertible  Preferred Stock (Series 2003) are  entitled to  receive, when, as and if
declared by our board o f directo rs out o f funds legally available  fo r payment, cumulative cash dividends at the rate  per annum of 5.00%
per share on the liquidation preference thereo f o f $100 per share o f 5.00% Cumulative Convertible  Preferred Stock (Series 2003)
(equivalent to  $5.00 per annum per share). Dividends on the 5.00% Cumulative Convertible  Preferred Stock (Series 2003) are  payable
quarterly on February 15, May 15, August 15 and November 15 o f each year, and accumulate  from the most recent date  as to  which
dividends have been paid o r, if no  dividends have been paid, from the Issue Date o f the 5.00% Cumulative Convertible  Preferred Stock
(Series 2003), whether o r no t in any dividend period o r periods there  have been funds legally available  fo r the payment o f such
dividends.
 

Holders o f shares o f 4 .125% Cumulative Convertible  Preferred Stock are  entitled to  receive, when, as and if declared by our
board o f directo rs out o f funds legally available  fo r payment, cumulative cash dividends at the rate  per annum of 4 .125% per share on
the liquidation preference thereo f o f $1,000 per share o f 4 .125% Cumulative Convertible  Preferred Stock (equivalent to  $41.25 per
annum per share). Dividends on the 4 .125% Cumulative Convertible  Preferred Stock are  payable  quarterly on March 15, June 15,
September 15 and December 15 o f each year, and accumulate  from the most recent date  as to  which dividends have been paid o r, if no
dividends have been paid, from the Issue Date o f the 4 .125% Cumulative Convertible  Preferred Stock, whether o r no t in any dividend
period o r periods there  have been funds legally available  fo r the payment o f such dividends.
 

Holders o f shares o f 5.00% Cumulative Convertible  Preferred Stock (Series 2005) are  entitled to  receive, when, as and if
declared by our board o f directo rs out o f funds legally available  fo r payment, cumulative cash dividends at the rate  per annum of 5.00%
per share on the liquidation preference thereo f o f $100 per share o f 5.00% Cumulative Convertible  Preferred Stock (Series 2005)
(equivalent to  $5.00 per annum per share). Dividends on the 5.00% Cumulative Convertible  Preferred Stock (Series 2005) are  payable
quarterly on January 15, April 15, July 15 and October 15 o f each year at such annual rate , and accumulate  from the most recent date  as
to  which dividends have been paid o r, if no  dividends have been paid, from the Issue Date o f the 5.00% Cumulative Convertible
Preferred Stock (Series 2005), whether o r no t in any dividend period o r periods there  have been funds legally available  fo r the payment
o f such dividends.
 

Accumulations o f dividends on shares o f Convertible  Preferred Stock do  no t bear interest. Dividends payable  on the Convertible
Preferred Stock fo r any period less than a full dividend period (based upon the number o f days elapsed during  the period) are  computed
on the basis o f a 360-day year consisting  o f twelve 30-day months.
 

No dividends o r o ther distributions (o ther than a dividend o r distribution payable  so lely in shares o f Parity Stock o r Junio r Stock (in
the case o f Parity Stock) o r Junio r Stock (in the case o f Junio r Stock) and cash in lieu o f fractional shares) may be declared, made o r
paid, o r set apart fo r payment upon, any Parity Stock o r Junio r Stock, no r may any Parity Stock o r Junio r Stock be redeemed,
purchased o r o therwise acquired fo r any consideration (o r
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any money paid to  o r made available  fo r a sinking  fund fo r the redemption o f any Parity Stock o r Junio r Stock) by us o r on our behalf
(except by conversion into  o r exchange fo r shares o f Parity Stock o r Junio r Stock (in the case o f Parity Stock) o r Junio r Stock (in the
case o f Junio r Stock)) unless all accumulated and unpaid dividends have been o r contemporaneously are  declared and paid, o r are
declared and a sum suffic ient fo r the payment thereo f is set apart fo r such payment, on the Convertible  Preferred Stock and any Parity
Stock fo r all dividend payment periods terminating  on o r prio r to  the date  o f such declaration, payment, redemption, purchase o r
acquisition. No twithstanding  the fo rego ing , if full dividends have no t been paid on the Convertible  Preferred Stock and any Parity
Stock, dividends may be declared and paid on the Convertible  Preferred Stock and such Parity Stock so  long  as the dividends are
declared and paid pro  rata so  that the amounts o f dividends declared per share on the Convertible  Preferred Stock and such Parity Stock
will in all cases bear to  each o ther the same ratio  that accumulated and unpaid dividends per share on the shares o f the Convertible
Preferred Stock and such Parity Stock bear to  each o ther. Ho lders o f shares o f the Convertible  Preferred Stock are  no t entitled to  any
dividend, whether payable  in cash, property o r stock, in excess o f full cumulative dividends.
 

Our ability to  declare  and pay cash dividends and make o ther distributions with respect to  our capital stock, including  the
Convertible  Preferred Stock, is limited by the terms o f our outstanding  indebtedness. In addition, our ability to  declare  and pay
dividends may be limited by applicable  Oklahoma law.
 

Liquidation Preference. In the event o f our vo luntary o r invo luntary liquidation, winding -up o r disso lution, each ho lder o f
Convertible  Preferred Stock will be entitled to  receive and to  be paid out o f our assets available  fo r distribution to  our stockho lders,
befo re any payment o r distribution is made to  ho lders o f Junio r Stock (including  common stock), a liquidation preference in the amount
o f $50 per share o f the 6.00% Cumulative Convertible  Preferred Stock, $100 per share o f the 5.00% Cumulative Convertible  Preferred
Stock (Series 2003) and the 5.00% Cumulative Convertible  Preferred Stock (Series 2005) and $1,000 per share o f the 4 .125%
Cumulative Convertible  Preferred Stock, plus accumulated and unpaid dividends thereon to  the date  fixed fo r liquidation, winding -up o r
disso lution. If, upon our vo luntary o r invo luntary liquidation, winding -up o r disso lution, the amounts payable  with respect to  the
liquidation preference o f the Convertible  Preferred Stock and all Parity Stock are  no t paid in full, the ho lders o f the Convertible
Preferred Stock and the Parity Stock will share equally and ratably in any distribution o f our assets in proportion to  the full liquidation
preference and accumulated and unpaid dividends to  which they are  entitled. After payment o f the full amount o f the liquidation
preference and accumulated and unpaid dividends to  which they are  entitled, the ho lders o f the Convertible  Preferred Stock will have no
right o r c laim to  any o f our remaining  assets. Neither the sale  o f all o r substantially all o f our assets o r business (o ther than in connection
with the liquidation, winding -up o r disso lution o f its business), no r our merger o r conso lidation into  o r with any o ther person, will be
deemed to  be our vo luntary o r invo luntary liquidation, winding -up o r disso lution.
 

The certificates o f designation do  no t contain any provisions requiring  funds to  be set aside to  pro tect the liquidation preference
of the Convertible  Preferred Stock even though it is substantially in excess o f the par value thereo f.
 

Voting Rights. The ho lders o f the Convertible  Preferred Stock have no  vo ting  rights except as set fo rth below o r as o therwise
required by Oklahoma law.
 

If dividends on a series o f Convertible  Preferred Stock are  in arrears and unpaid fo r six o r more quarterly periods (whether o r no t
consecutive), the ho lders o f the Convertible  Preferred Stock, vo ting  as a sing le  class with any o ther preferred stock o r preference
securities having  similar vo ting  rights that are  exercisable  (which includes all three series o f our Convertible  Preferred Stock
outstanding  at the date  o f this prospectus), will be entitled at our next regular o r special meeting  o f stockho lders to  elect two  additional
directo rs to  our board o f directo rs unless our board is comprised o f fewer than six directo rs at such time, in which case such ho lders
will be entitled to  elect one additional directo r. Upon the election o f any additional directo rs, the number o f directo rs that compose our
board shall be increased by such number o f additional directo rs. Such vo ting  rights and the terms o f the directo rs so  elected will
continue until such time as the dividend arrearage on the Convertible  Preferred Stock has been paid in full.
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In addition, the affirmative vo te  o r consent o f the ho lders o f at least 66 2/3% of each series o f outstanding  Convertible  Preferred
Stock, vo ting  separately as a c lass, is required fo r the issuance o f any class o r series o f Senio r Stock (o r any security convertible  into
Senio r Stock) and fo r amendments to  our certificate  o f inco rporation that would affect adversely the rights o f ho lders o f that series o f
Convertible  Preferred Stock. The certificates o f designation provide that the autho rization o f, the increase in the autho rized amount o f,
o r the issuance o f any shares o f any class o r series o f Parity Stock o r Junio r Stock does no t require  the consent o f the ho lders o f the
Convertible  Preferred Stock, and is no t deemed to  affect adversely the rights o f the ho lders o f the Convertible  Preferred Stock.
 

In all cases in which the ho lders o f Convertible  Preferred Stock are  entitled to  vo te , each share o f Convertible  Preferred Stock
shall be entitled to  one vo te .
 

Conversion Rights. Each share o f 6.00% Cumulative Convertible  Preferred Stock is convertible  at any time at the option o f the
ho lder thereo f into  4 .8605 shares o f common stock (which is calculated using  an initial conversion price o f $10.287 per share o f
common stock) subject to  adjustment fo r certain dilutive events (we refer to  such price o r adjusted price applicable  to  a particular
series o f Convertible  Preferred Stock as the “Conversion Price”). Each share o f 5.00% Cumulative Convertible  Preferred Stock (Series
2003) is convertible  at any time at the option o f the ho lder thereo f into  6.0962 shares o f common stock (which is calculated using  an
initial conversion price o f $16.40 per share o f common stock) subject to  adjustment fo r certain dilutive events and upon the distribution
of cash dividends in excess o f specified thresho lds. Each share o f 4 .125% Cumulative Convertible  Preferred Stock is convertible  at
the option o f the ho lder thereo f into  60.0555 shares o f common stock (which was calculated using  an initial conversion price o f $16.65
per share o f common stock), subject to  adjustment fo r certain dilutive events and upon the distribution o f cash dividends in excess o f
specified thresho lds, only under the fo llowing  circumstances: (1) the closing  sale  price o f our common stock reaches, o r the trading
price o f the preferred stock falls below, specified thresho lds o r (2) specified co rporate  transactions have occurred. Each share o f
5.00% Cumulative Convertible  Preferred Stock (Series 2005) is convertible  at any time at the option o f the ho lder thereo f into  3.8811
shares o f common stock (which was calculated using  an initial conversion price o f $25.766 per share o f common stock) subject to
adjustment fo r certain dilutive events.
 

Mandatory Conversion. At any time on o r after March 20, 2006 our 6.00% Cumulative Convertible  Preferred Stock will be,
subject to  our option to  cause each share o f the respective series o f Convertible  Preferred Stock to  be automatically and mandato rily
converted into  that number o f shares o f common stock equal to  the liquidation preference o f $50.00 per share divided by the prevailing
applicable  Conversion Price. At any time on o r after November 18, 2006, our 5.00% Cumulative Convertible  Preferred Stock (Series
2003) will be and at any time on o r after April 15, 2010, our 5.00% Cumulative Convertible  Preferred Stock (Series 2005) will be,
subject to  our option to  cause each share o f the respective series o f Convertible  Preferred Stock to  be automatically and mandato rily
converted into  that number o f shares o f common stock equal to  the liquidation preference o f $100.00 per share divided by the then
prevailing  Conversion Price. At any time on o r after March 15, 2009, our 4 .125% Cumulative Convertible  Preferred Stock will be
subject to  our option to  cause each share o f 4 .125% Cumulative Convertible  Preferred Stock to  be automatically and mandato rily
converted into  that number o f shares o f common stock equal to  the liquidation preference o f $1,000.00 per share divided by the then
prevailing  Conversion Price. We may exercise  this right with respect to  any series only if the closing  price o f our common stock equals
o r exceeds 130% of the then prevailing  Conversion Price fo r the series fo r at least 20 trading  days in any consecutive 30-day trading
period, including  the last trading  day o f such 30-day period, ending  on the trading  day prio r to  our issuance o f a press release
announcing  the mandato ry conversion as described below.
 

We may no t autho rize, issue a press release o r g ive no tice o f any mandato ry conversion unless, prio r to  g iving  the conversion
no tice, all accumulated and unpaid dividends on such series o f Convertible  Preferred Stock fo r periods ended prio r to  the date  o f such
conversion no tice shall have been paid in cash.
 

In addition to  the mandato ry conversion provision described above, if there  become fewer than 250,000 shares o f our 6.00% or
5.00% Cumulative Convertible  Preferred Stock o r fewer than 25,000 shares o f our
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4 .125% Cumulative Convertible  Preferred Stock outstanding , we may cause each share o f that series o f Convertible  Preferred Stock
to  be automatically converted into  that number o f shares o f common stock equal to  the applicable  liquidation preference per share
divided by the lesser o f the then prevailing  Conversion Price and the Market Value fo r the five trading  day period ending  on the second
trading  day immediately prio r to  the date  set fo r conversion. We may exercise  this right only on o r after March 20, 2008 with respect
to  the 6.00% Cumulative Convertible  Preferred Stock, on o r after November 18, 2008 with respect to  the 5.00% Cumulative
Convertible  Preferred Stock (Series 2003), on o r after March 15, 2009 with respect to  the 4 .125% Cumulative Convertible  Preferred
Stock and on o r after April 15, 2010 with respect to  the 5.00% Cumulative Convertible  Preferred Stock (Series 2005).
 

The term “Market Value” means the average closing  price o f the common stock fo r a five consecutive trading  day period on the
New York Stock Exchange (o r such o ther national securities exchange o r automated quo tation system on which the common stock is
then listed o r autho rized fo r quo tation o r, if no t so  listed o r autho rized fo r quo tation, an amount determined in good faith by our board
of directo rs to  be the fair value o f the common stock).
 

Change of Control. Except as provided below, upon a Change o f Contro l o r Fundamental Change (as defined below), ho lders o f
each series o f Convertible  Preferred Stock shall, in the event that the Market Value at such time is less than the Conversion Price
applicable  to  such series, have a one-time option to  convert all o f their outstanding  shares o f Convertible  Preferred Stock into  shares
o f common stock at an adjusted Conversion Price equal to  the g reater o f (i) the Market Value as o f the Change o f Contro l Date  and (ii)
$5.47 (with respect to  the 6.00% Cumulative Convertible  Preferred Stock), $7.9533 (with respect to  the 5.00% Cumulative Convertible
Preferred Stock (Series 2003), $8.0733 (with respect to  the 4 .125% Cumulative Convertible  Preferred Stock), $13.21 (with respect to
the 5.00% Cumulative Convertible  Preferred Stock (Series 2005). This option shall be exercisable  during  a period o f no t less than 30
days no r more than 60 days commencing  on the third business day after no tice o f the Change o f Contro l is g iven by us in the manner
specified in the certificates o f designation. In lieu o f issuing  the shares o f common stock issuable  upon conversion in the event o f a
Change o f Contro l, we may, at our option, make a cash payment equal to  the Market Value fo r each share o f such common stock
o therwise issuable  determined fo r the period ending  on the Change o f Contro l Date . No twithstanding  the fo rego ing , upon a Change o f
Contro l in which (x) each ho lder o f our common stock receives consideration consisting  so lely o f, o r 90% of (with respect to  the
5.00% Cumulative Convertible  Preferred Stock (Series 2005)), common stock o f the successo r, acquiro r o r o ther third party (and cash
paid in lieu o f fractional shares) that is listed on a national securities exchange o r quo ted on the NASDAQ National Market and (y) all our
common stock has been exchanged fo r, converted into  o r acquired fo r common stock o f the successo r, acquiro r o r o ther third party
(and cash in lieu o f fractional shares), and the Convertible  Preferred Stock becomes convertible  so lely into  such common stock, the
Conversion Price will no t be adjusted as described in this parag raph. In addition, we may also  be required to  pay a make-who le premium
in some circumstances upon the conversion o f our 5.00% Cumulative Convertible  Preferred Stock (Series 2005) fo llowing  a
Fundamental Change.
 

The certificates o f designation define Change o f Contro l o r Fundamental Change as any o f the fo llowing  events:
 

 
•  the sale , lease o r transfer, in one o r a series o f re lated transactions, o f all o r substantially all o f our assets (determined on a

conso lidated basis) to  any person o r g roup (as such term is used in Section 13(d)(3) o f the Exchange Act), o ther than to
Permitted Ho lders (as defined below);

 
 •  the adoption o f a plan the consummation o f which would result in the liquidation o r disso lution o f our company;
 

 

•  the acquisition, directly o r indirectly, by any person o r g roup (as such term is used in Section 13(d)(3) o f the Exchange Act),
o ther than Permitted Ho lders, o f beneficial ownership (as defined in Rule 13d-3 under the Exchange Act) o f more than 50% of
our aggregate  vo ting  power o f the vo ting  stock; provided, however, that the Permitted Ho lders beneficially own (as defined
in Rules 13d-3 and 13d-5 under the
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Exchange Act), directly o r indirectly, in the aggregate  a lesser percentage o f the to tal vo ting  power o f our vo ting  stock than
such o ther person and do  no t have the right o r ability by vo ting  power, contract o r o therwise to  elect o r designate  fo r e lection
a majo rity o f the board o f directo rs (fo r the purposes o f this definition, such o ther person shall be deemed to  beneficially
own any vo ting  stock o f a specified co rporation held by a parent co rporation, if such o ther person is the beneficial owner (as
defined above), directly o r indirectly, o f more than 35% of the vo ting  power o f the vo ting  stock o f such parent co rporation
and the Permitted Ho lders beneficially own (as defined in this proviso ), directly o r indirectly, in the aggregate  a lesser
percentage o f the vo ting  power o f the vo ting  stock o f such parent co rporation and do  no t have the right o r ability by vo ting
power, contract o r o therwise to  elect o r designate  fo r e lection a majo rity o f our board o f directo rs o f such parent
co rporation);

 

 

•  during  any period o f two  consecutive years, individuals who  at the beg inning  o f such period composed our board o f directo rs
(together with any new directo rs whose election by such board o f directo rs o r whose nomination fo r e lection by our
shareho lders was approved by a vo te  o f 66 2/3% of our directo rs then still in o ffice  who  were either directo rs at the beg inning
of such period o r whose election o r nomination fo r e lection was previously so  approved) cease fo r any reason to  constitute  a
majo rity o f our board o f directo rs then in o ffice; o r

 
 

•  in the case o f the 5.00% Cumulative Convertible  Preferred Stock (Series 2005) only, our common stock ceases to  be listed
on a national securities exchange o r quo ted on Nasdaq o r ano ther over-the-counter market in the United States.

 
For purposes o f the definition o f “Change o f Contro l,” and “Fundamental Change” the term “Permitted Ho lders” means Aubrey
K. McClendon and Tom L. Ward and their respective Affiliates.
 

The phrase “all o r substantially all” o f the assets o f our company is likely to  be interpreted by reference to  applicable  state  law at
the relevant time, and will be dependent on the facts and circumstances existing  at such time. As a result, there  may be a deg ree o f
uncertainty in ascertaining  whether a sale  o r transfer is o f “all o r substantially all” o f our assets.
 
Anti- Takeover Provisions
 Our certificate  o f inco rporation and bylaws and the Oklahoma General Corporation Act include a number o f provisions which may
have the effect o f encourag ing  persons considering  unso licited tender o ffers o r o ther unilateral takeover proposals to  nego tiate  with
our board o f directo rs rather than pursue non-nego tiated takeover attempts. These provisions include a classified board o f directo rs,
autho rized blank check preferred stock, restric tions on business combinations and the availability o f autho rized but unissued common
stock.
 

Classified Board of Directors. Our certificate  o f inco rporation and bylaws contain provisions fo r a staggered board o f directo rs
with only one-third o f the board standing  fo r e lection each year. Directo rs can only be removed fo r cause. A staggered board makes it
more difficult fo r shareho lders to  change the majo rity o f the directo rs.
 

Oklahoma Business Combination Statute. Section 1090.3 o f the Oklahoma General Corporation Act prevents an “interested
shareho lder” from engag ing  in a “business combination” with an Oklahoma co rporation fo r three years fo llowing  the date  the person
became an interested shareho lder, unless:
 
 

•  prio r to  the date  the person became an interested shareho lder, the board o f directo rs o f the co rporation approved the
transaction in which the interested shareho lder became an interested shareho lder o r approved the business combination;

 

 

•  upon consummation o f the transaction that resulted in the interested shareho lder becoming  an interested shareho lder, the
interested shareho lder owns stock having  at least 85% of all vo ting  power o f the co rporation at the time the transaction
commenced, excluding  stock held by directo rs who  are  also  o fficers o f the co rporation and stock held by certain employee
stock plans; o r

 

 

•  on o r subsequent to  the date  o f the transaction in which the person became an interested shareho lder, the business
combination is approved by the board o f directo rs o f the co rporation and autho rized at a meeting  o f shareho lders by the
affirmative vo te  o f the ho lders o f two-thirds o f all vo ting  power no t attributable  to  shares owned by the interested
shareho lder.

 
21



Table of  Contents

The statute  defines a “business combination” to  include:
 
 •  any merger o r conso lidation invo lving  the co rporation and an interested shareho lder;
 
 

•  any sale , lease, exchange, mortgage, pledge, transfer o r o ther disposition to  o r with an interested shareho lder o f 10% or
more o f the assets o f the co rporation;

 
 

•  subject to  certain exceptions, any transaction which results in the issuance o r transfer by the co rporation o f any stock o f the
co rporation to  an interested shareho lder;

 
 

•  any transaction invo lving  the co rporation which has the effect o f increasing  the proportionate  share o f the stock o f any class
o r series o r vo ting  power o f the co rporation owned by the interested shareho lder;

 
 

•  the receipt by an interested shareho lder o f any loans, guarantees, pledges o r o ther financial benefits provided by o r through
the co rporation; o r

 
 •  any share acquisition by the interested shareho lder pursuant to  Section 1090.1 o f the Oklahoma General Corporation Act.
 

For purposes o f Section 1090.3, the term “co rporation” also  includes the co rporation’s majo rity-owned subsidiaries.
 

In addition, Section 1090.3 defines an “interested shareho lder,” generally, as any person that owns stock having  15% or more o f
all vo ting  power o f the co rporation, any person that is an affiliate  o r associate  o f the co rporation and owned stock having  15% or more
o f all vo ting  power o f the co rporation at any time within the three-year period prio r to  the time o f determination o f interested
shareho lder status, and any affiliate  o r associate  o f such person.
 

Stock Purchase Provisions. Our certificate  o f inco rporation includes a provision which requires the affirmative vo te  o f two-thirds
o f the vo tes cast by the ho lders, vo ting  together as a sing le  class, o f all then outstanding  shares o f capital stock, excluding  the vo tes
by an interested shareho lder, to  approve the purchase o f any o f our capital stock from the interested shareho lder at a price in excess o f
fair market value, unless the purchase is e ither (1) made on the same terms o ffered to  all ho lders o f the same securities o r (2) made on
the open market and no t the result o f a privately nego tiated transaction.
 
Share Rights Plan
 The Rights. On July 7, 1998, our board o f directo rs declared a dividend distribution o f one preferred stock purchase right fo r each
outstanding  share o f common stock. The distribution was paid on July 27, 1998 to  the shareho lders o f reco rd on that date . Each right
entitles the reg istered ho lder to  purchase from us one one-thousandth o f a share o f Series A Preferred Stock at a price o f $25.00,
subject to  adjustment.
 

The fo llowing  is a summary o f these rights. The full description and terms o f the rights are  set fo rth in a rights ag reement with
UMB Bank, N.A., as rights agent. Copies o f the rights ag reement and the certificate  o f designation fo r the Series A Preferred Stock are
available  free o f charge. This summary description o f the rights and the Series A Preferred Stock does no t purport to  be complete  and
is qualified in its entirety by reference to  all the provisions o f the rights ag reement and the certificate  o f designation fo r the Series A
Preferred Stock.
 

Initially, the rights attached to  all certificates representing  shares o f our outstanding  common stock, and no  separate  rights
certificates were distributed. The rights will separate  from our common stock and the distribution date  will occur upon the earlier o f:
 
 •  ten days fo llowing  the date  o f public  announcement that a person o r g roup o f persons has become an acquiring  person; o r
 
 

•  ten business days (o r a later date  set by the board o f directo rs prio r to  the time a person becomes an acquiring  person)
fo llowing  the commencement o f, o r the announcement o f an intention to  make, a
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 tender o ffer o r exchange o ffer upon consummation o f which the o ffero r would, if successful, become an acquiring  person.
 
The earlier o f these dates is called the distribution date .
 

The term “acquiring  person” means any person who  o r which, together with all o f its affiliates and associates, is the beneficial
owner o f 15% or more o f our outstanding  common stock, but does no t include:
 
 •  us o r any o f our subsidiaries o r employee benefit plans;
 

 

•  Aubrey K. McClendon, his spouse, lineal descendants and ascendants, heirs, executo rs o r o ther legal representatives and any
trusts established fo r the benefit o f the fo rego ing  o r any o ther person o r entity in which the fo rego ing  persons o r entities are
at the time o f determination the direct reco rd and beneficial owners o f all outstanding  vo ting  securities (each a “McClendon
shareho lder”);

 

 
•  Tom L. Ward, his spouse, lineal descendants and ascendants, heirs, executo rs o r o ther legal representatives and any trusts

established fo r the benefit o f the fo rego ing , o r any o ther person o r entity in which the fo rego ing  persons o r entities are  at the
time o f determination the direct reco rd and beneficial owners o f all outstanding  vo ting  securities (each a “Ward shareho lder”);

 

 

•  Morgan Guaranty Trust Company o f New York, in its capacity as pledgee o f shares beneficially owned by a McClendon o r
Ward shareho lder, o r bo th, under any pledge ag reement in effect on September 11, 1998, to  the extent that upon the exercise
by the pledgee o f any o f its rights o r duties as pledgee, o ther than the exercise  o f any vo ting  power by the pledgee o r the
acquisition o f ownership by the pledgee, such pledgee becomes a beneficial owner o f pledged shares; o r

 

 

•  any person (o ther than the pledgee just described) that is neither a McClendon no r Ward shareho lder, but who  o r which is the
beneficial owner o f common stock beneficially owned by a McClendon o r Ward shareho lder (a “second tier shareho lder”),
but only if the shares o f common stock o therwise beneficially owned by a second tier shareho lder (“second tier ho lder
shares”) do  no t exceed the sum o f (A) the ho lder’s second tier ho lder shares held on September 11, 1998 and (B) 1% o f the
shares o f our common stock then outstanding  (co llectively, “exempt persons”).

 
The rights ag reement provides that, until the distribution date , the rights will be transferred with and only with the common stock.

Until the distribution date  (o r earlier redemption o r expiration o f the rights), new common stock certificates issued after July 27, 1998,
upon transfer o r new issuance o f common stock, will contain a no tation inco rporating  the rights ag reement by reference. Until the
distribution date  o r earlier redemption o r expiration o f the rights, the surrender fo r transfer o f any certificate  fo r common stock,
outstanding  as o f July 27, 1998, even without a no tation o r a copy o f a summary o f the rights being  attached, will also  constitute  the
transfer o f the rights associated with the common stock represented by the certificate . As soon as practicable  fo llowing  the
distribution date , separate  certificates evidencing  the rights will be mailed to  ho lders o f reco rd o f the common stock as o f the close o f
business on the distribution date  and these separate  rights certificates alone will evidence the rights.
 

The rights are  no t exercisable  until the distribution date . The rights will expire  on July 27, 2008.
 

The purchase price payable , and the number o f one one-thousandths o f a share o f Series A Preferred Stock o r o ther securities o r
property issuable , upon exercise  o f the rights are  subject to  adjustment from time to  time to  prevent dilution:
 
 •  in the event o f a stock dividend on, o r a subdivision, combination o r reclassification o f, the Series A Preferred Stock;
 

 
•  upon the g rant to  ho lders o f the Series A Preferred Stock o f certain rights o r warrants to  subscribe fo r o r purchase shares o f

Series A Preferred Stock at a price, o r securities convertible  into  Series A Preferred Stock with a conversion price, less than
the then current market price o f the Series A Preferred Stock; o r
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•  upon the distribution to  ho lders o f the Series A Preferred Stock o f evidences o f indebtedness o r assets (excluding  regular

periodic  cash dividends paid o r dividends payable  in Series A Preferred Stock) o r o f subscription rights o r warrants (o ther than
those referred to  above).

 
The number o f outstanding  rights and the number o f one one-thousandths o f a share o f Series A Preferred Stock issuable  upon

exercise  o f each right are  also  subject to  adjustment in the event o f a stock split o f the common stock o r a stock dividend on the
common stock payable  in the common stock o r subdivisions, conso lidations o r combinations o f the common stock occurring , in any
such case, prio r to  the distribution date .
 

In the event that fo llowing  the date  o f public  announcement that a person has become an acquiring  person, we are  acquired in a
merger o r o ther business combination transaction o r more than 50% of our conso lidated assets o r earning  power is so ld, proper
provision will be made so  that each ho lder o f a right will thereafter have the right to  receive, upon the exercise  o f the right at the then
current exercise  price o f the right, that number o f shares o f common stock o f the acquiring  company which at the time o f such
transaction will have a market value o f two  times the exercise  price o f the right (the “flip-over right”).
 

In the event that a person, o ther than an exempt person, becomes an acquiring  person, proper provision will be made so  that each
ho lder o f a right, o ther than the acquiring  person and its affiliates and associates, will thereafter have the right to  receive upon exercise
that number o f shares o f common stock, o r, if applicable , cash, o ther equity securities o r property o f us, having  a market value equal
to  two  times the purchase price o f the rights (the “flip-in right”). Any rights that are  o r were at any time owned by an acquiring  person
will then become vo id.
 

With certain exceptions, no  adjustment in the purchase price will be required until cumulative adjustments require  an adjustment o f
at least 1% in the purchase price. Upon exercise  o f the rights, no  fractional shares o f Series A Preferred Stock will be issued o ther than
fractions which are  integ ral multiples o f one one-hundredth o f a share o f Series A Preferred Stock. Cash will be paid in lieu o f fractional
shares o f Series A Preferred Stock that are  no t integ ral multiples o f one one-hundredth o f a share o f Series A Preferred Stock.
 

At any time prio r to  the earlier to  occur o f (1) 5:00 p.m., Oklahoma City, Oklahoma time on the tenth day after the stock
acquisition date  o r (2) the expiration o f the rights, we may redeem the rights in who le, but no t in part, at a price o f $0.01 per right;
provided, that (a) if the board o f directo rs autho rizes redemption on o r after the time a person becomes an acquiring  person, then the
autho rization must be by board approval and (b) the period fo r redemption may, upon board approval, be extended by amending  the
rights ag reement. Board approval means the approval o f a majo rity o f our directo rs. Immediately upon any redemption o f the rights
described in this parag raph, the right to  exercise  the rights will terminate  and the only right o f the ho lders o f rights will be to  receive the
redemption price.
 

Our board o f directo rs may amend the terms o f the rights without the consent o f the ho lders o f the rights at any time and from
time to  time provided that any amendment does no t adversely affect the interests o f the ho lders o f the rights. In addition, during  any
time that the rights are  subject to  redemption, the terms o f the rights may be amended by the approval o f a majo rity o f the directo rs,
including  an amendment that adversely affects the interests o f the ho lders o f the rights, without the consent o f the ho lders o f rights.
 

Until a right is exercised, a ho lder will have no  rights as a shareho lder, including , without limitation, the right to  vo te  o r to  receive
dividends. While  the distribution o f the rights will no t be taxable  to  us o r our shareho lders, shareho lders may, depending  upon the
circumstances, recognize taxable  income in the event that the rights become exercisable  fo r Series A Preferred Stock, o r o ther
consideration.
 

The Series A Preferred Stock. Each one-thousandth o f a share o f the Series A Preferred Stock (a “preferred share fraction”) that
may be acquired upon exercise  o f the rights will be nonredeemable and junio r to  any o ther shares o f preferred stock that we may issue.
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Each preferred share fraction will have a minimum preferential quarterly dividend rate  o f $0.01 per preferred share fraction but will,
in any event, be entitled to  a dividend equal to  the per share dividend declared on the common stock.
 

In the event o f liquidation, the ho lder o f a preferred share fraction will receive a preferred liquidation payment equal to  the g reater
o f $0.01 per preferred share fraction o r the per share amount paid in respect o f a share o f common stock.
 

Each preferred share fraction will have one vo te , vo ting  together with the common stock. The ho lders o f preferred share
fractions, vo ting  as a separate  c lass, will be entitled to  elect two  directo rs if dividends on the Series A Preferred Stock are  in arrears fo r
six fiscal quarters.
 

In the event o f any merger, conso lidation o r o ther transaction in which shares o f common stock are  exchanged, each preferred
share fraction will be entitled to  receive the per share amount paid in respect o f each share o f common stock.
 

The rights o f ho lders o f the Series A Preferred Stock to  dividends, liquidation and vo ting , and in the event o f mergers and
conso lidations, are  pro tected by customary antidilution provisions.
 

Because o f the nature o f the Series A Preferred Stock’s dividend, liquidation and vo ting  rights, the economic value o f one
preferred share fraction that may be acquired upon the exercise  o f each right should approximate the economic value o f one share o f
our common stock.
 
Shareho lder Action
 Except as o therwise provided by law o r in our certificate  o f inco rporation o r bylaws, the approval by ho lders o f a majo rity o f the
shares o f common stock present in person o r represented by proxy at a meeting  and entitled to  vo te  is suffic ient to  autho rize, affirm,
ratify o r consent to  a matter vo ted on by shareho lders. Our bylaws provide that all questions submitted to  shareho lders will be decided
by a plurality o f the vo tes cast, unless o therwise required by law, our certificate  o f inco rporation, stock exchange requirements o r any
certificate  o f designation. The Oklahoma General Corporation Act requires the approval o f the ho lders o f a majo rity o f the outstanding
stock entitled to  vo te  fo r certain extrao rdinary co rporate  transactions, such as a merger, sale  o f substantially all assets, disso lution o r
amendment o f the certificate  o f inco rporation. Our certificate  o f inco rporation provides fo r a vo te  o f the ho lders o f two-thirds o f the
issued and outstanding  stock having  vo ting  power, vo ting  as a sing le  class, to  amend, repeal o r adopt any provision inconsistent with
the provisions o f the certificate  o f inco rporation limiting  directo r liability and stock purchases by us, and providing  fo r staggered terms
of directo rs and indemnity fo r directo rs. The same vo te  is also  required fo r shareho lders to  amend, repeal o r adopt any provision o f
our bylaws.
 

Under Oklahoma law, shareho lders may take actions without the ho lding  o f a meeting  by written consent o r consents signed by
the ho lders o f a suffic ient number o f shares to  approve the transaction had all o f the outstanding  shares o f our capital stock entitled to
vo te  thereon been present at a meeting . If shareho lder action is taken by written consent, the rules and regulations o f the SEC require  us
to  send each shareho lder entitled to  vo te  on the matter, but whose consent was no t so lic ited, an info rmation statement containing
info rmation substantially similar to  that which would have been contained in a proxy statement.
 
Transfer Agent and Reg istrar
 UMB Bank, N.A. is the transfer agent and reg istrar fo r our common stock, our 6.00% Cumulative Convertible  Preferred Stock, our
5.00% Cumulative Convertible  Preferred Stock (Series 2003), our 4 .125% Cumulative Convertible  Preferred Stock and our 5.00%
Cumulative Convertible  Preferred Stock (Series 2005).
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DESCRIPTION OF DEPOSITARY SHARES
 
General
 We may o ffer fractional shares o f preferred stock, rather than full shares o f preferred stock. If we decide to  o ffer fractional
shares o f preferred stock, we will issue receipts fo r depositary shares. Each depositary share will represent a fraction o f a share o f a
particular series o f preferred stock. The prospectus supplement will indicate  that fraction. The shares o f preferred stock represented by
depositary shares will be deposited under a depositary ag reement between us and a bank o r trust company that meets certain
requirements and is selected by us (the “Bank Depositary”). Each owner o f a depositary share will be entitled to  all the rights and
preferences o f the preferred stock represented by the depositary share. The depositary shares will be evidenced by depositary
receipts issued pursuant to  the depositary ag reement. Depositary receipts will be distributed to  those persons purchasing  the fractional
shares o f preferred stock in acco rdance with the terms o f the o ffering .
 

We have summarized selected provisions o f a depositary ag reement and the related depositary receipts. The summary is no t
complete . The fo rms o f the deposit ag reement and the depositary receipts re lating  to  any particular issue o f depositary shares will be
filed with the SEC on a Current Report on Form 8-K prio r to  our o ffering  o f the depositary shares, and you should read such documents
fo r provisions that may be important to  you.
 
Dividends and Other Distributions
 If we pay a cash distribution o r dividend on a series o f preferred stock represented by depositary shares, the Bank Depositary will
distribute  such dividends to  the reco rd ho lders o f such depositary shares. If the distributions are  in property o ther than cash, the Bank
Depositary will distribute  the property to  the reco rd ho lders o f the depositary shares. If the Bank Depositary, however, determines that
it is no t feasible  to  make the distribution o f property, the Bank Depositary may, with our approval, sell such property and distribute  the
net proceeds from such sale  to  the reco rd ho lders o f the depositary shares.
 
Redemption o f Depositary Shares
 If we redeem a series o f preferred stock represented by depositary shares, the Bank Depositary will redeem the depositary shares
from the proceeds received by the Bank Depositary in connection with the redemption. The redemption price per depositary share will
equal the applicable  fraction o f the redemption price per share o f the preferred stock. If fewer than all the depositary shares are
redeemed, the depositary shares to  be redeemed will be selected by lo t o r pro  rata as the Bank Depositary may determine.
 
Voting  the Preferred Stock
 Upon receipt o f no tice o f any meeting  at which the ho lders o f the preferred stock represented by depositary shares are  entitled to
vo te , the Bank Depositary will mail the no tice to  the reco rd ho lders o f the depositary shares relating  to  such preferred stock. Each
reco rd ho lder o f these depositary shares on the reco rd date  (which will be the same date  as the reco rd date  fo r the preferred stock)
may instruct the Bank Depositary as to  how to  vo te  the preferred stock represented by such ho lder’s depositary shares. The Bank
Depositary will endeavor, inso far as practicable , to  vo te  the amount o f the preferred stock represented by such depositary shares in
acco rdance with such instructions, and we will take all action which the Bank Depositary deems necessary in o rder to  enable  the Bank
Depositary to  do  so . The Bank Depositary will abstain from vo ting  shares o f the preferred stock to  the extent it does no t receive
specific  instructions from the ho lders o f depositary shares representing  such preferred stock.
 
Amendment and Termination o f the Depositary Agreement
 The fo rm o f depositary receipt evidencing  the depositary shares and any provision o f the depositary ag reement may be amended
by ag reement between the Bank Depositary and us. However, any amendment that
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materially and adversely alters the rights o f the ho lders o f depositary shares will no t be effective unless such amendment has been
approved by the ho lders o f at least a majo rity o f the depositary shares then outstanding . The depositary ag reement may be terminated
by the Bank Depositary o r us only if (i) all outstanding  depositary shares have been redeemed o r (ii) there  has been a final distribution in
respect o f the preferred stock in connection with any liquidation, disso lution o r winding  up o f our company and such distribution has
been distributed to  the ho lders o f depositary receipts.
 
Charges o f Bank Depositary
 We will pay all transfer and o ther taxes and governmental charges arising  so lely from the existence o f the depositary
arrangements. We will pay charges o f the Bank Depositary in connection with the initial deposit o f the preferred stock and any
redemption o f the preferred stock. Ho lders o f depositary receipts will pay o ther transfer and o ther taxes and governmental charges and
any o ther charges, including  a fee fo r the withdrawal o f shares o f preferred stock upon surrender o f depositary receipts, as are
expressly provided in the depositary ag reement to  be fo r their accounts.
 
Withdrawal o f Preferred Stock
 Upon surrender o f depositary receipts at the principal o ffice  o f the Bank Depositary, subject to  the terms o f the depositary
ag reement, the owner o f the depositary shares may demand delivery o f the number o f who le shares o f preferred stock and all money
and o ther property, if any, represented by those depositary shares. Partial shares o f preferred stock will no t be issued. If the depositary
receipts delivered by the ho lder evidence a number o f depositary shares in excess o f the number o f depositary shares representing  the
number o f who le shares o f preferred stock to  be withdrawn, the Bank Depositary will deliver to  such ho lder at the same time a new
depositary receipt evidencing  the excess number o f depositary shares. Ho lders o f preferred stock thus withdrawn may no t thereafter
deposit those shares under the depositary ag reement o r receive depositary receipts evidencing  depositary shares therefo r.
 
Resignation and Removal o f Bank Depositary
 The Bank Depositary may resign at any time by delivering  to  us no tice o f its e lection to  do  so , and we may at any time remove
the Bank Depositary. Any such resignation o r removal will take effect upon the appo intment o f a successo r Bank Depositary and its
acceptance o f such appo intment. Such successo r Bank Depositary must be appo inted within 60 days after delivery o f the no tice o f
resignation o r removal and must be a bank o r trust company meeting  the requirements o f the depositary ag reement.
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PLAN OF DISTRIBUTION
 

Any o f the securities being  o ffered hereby may be so ld in any one o r more o f the fo llowing  ways from time to  time:
 
 •  through agents;
 
 •  to  o r through underwriters;
 
 •  through dealers; o r
 
 •  directly by us.
 

The distribution o f the securities may be effected from time to  time in one o r more transactions at a fixed price o r prices, which
may be changed, at market prices prevailing  at the time o f sale , at prices related to  such prevailing  market prices o r at nego tiated
prices.
 

Offers to  purchase securities may be so lic ited by agents designated by us from time to  time. Any such agent invo lved in the o ffer
o r sale  o f the securities in respect o f which this prospectus is delivered will be named, and any commissions payable  by us to  such
agent will be set fo rth, in the applicable  prospectus supplement. Unless o therwise indicated in such prospectus supplement, any such
agent will be acting  on a reasonable  best effo rts basis fo r the period o f its appo intment. Any such agent may be deemed to  be an
underwriter, as that term is defined in the Securities Act, o f the securities so  o ffered and so ld. We may periodically engage agents o r
underwriters in connection with at-the-market o fferings o r nego tiated transactions invo lving  our common stock.
 

If securities are  so ld by means o f an underwritten o ffering , we will execute  an underwriting  ag reement with an underwriter o r
underwriters at the time an ag reement fo r such sale  is reached, and the names o f the specific  manag ing  underwriter o r underwriters, as
well as any o ther underwriters, the respective amounts underwritten and the terms o f the transaction, including  commissions, discounts
and any o ther compensation o f the underwriters and dealers, if any, will be set fo rth in the applicable  prospectus supplement which will
be used by the underwriters to  make resales o f the securities in respect o f which this prospectus is being  delivered to  the public . If
underwriters are  utilized in the sale  o f any securities in respect o f which this prospectus is being  delivered, such securities will be
acquired by the underwriters fo r their own account and may be reso ld from time to  time in one o r more transactions, including
nego tiated transactions, at fixed public  o ffering  prices o r at varying  prices determined by the underwriters at the time o f sale .
Securities may be o ffered to  the public  e ither through underwriting  syndicates represented by manag ing  underwriters o r directly by one
or more underwriters. If any underwriter o r underwriters are  utilized in the sale  o f securities, unless o therwise indicated in the applicable
prospectus supplement, the underwriting  ag reement will provide that the obligations o f the underwriters are  subject to  certain
conditions precedent and that the underwriters with respect to  a sale  o f such securities will be obligated to  purchase all such securities if
any are  purchased.
 

We may g rant to  the underwriters options to  purchase additional securities, to  cover over-allo tments, if any, at the price at which
securities are  first o ffered to  the public  (with additional underwriting  commissions o r discounts), as may be set fo rth in the prospectus
supplement relating  thereto . If we g rant any over-allo tment option, the terms o f such over-allo tment option will be set fo rth in the
prospectus supplement fo r such securities.
 

If a dealer is utilized in the sale  o f the securities in respect o f which this prospectus is delivered, we will sell such securities to  the
dealer as principal. The dealer may then resell such securities to  the public  at varying  prices to  be determined by such dealer at the time
of resale . Any such dealer may be deemed to  be an underwriter, as such term is defined in the Securities Act, o f the securities so
o ffered and so ld. The name o f the dealer and their terms o f the transaction will be set fo rth in the prospectus supplement relating
thereto .
 

We may enter into  derivative transactions with third parties, o r sell securities no t covered by this prospectus to  third parties in
privately nego tiated transactions. If the applicable  prospectus supplement indicates, in
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connection with those derivatives, the third parties may sell securities covered by this prospectus and the applicable  prospectus
supplement, including  in sho rt sale  transactions. If so , the third party may use securities pledged by us o r bo rrowed from us o r o thers to
settle  those sales o r to  close out any related open bo rrowings o f stock, and may use securities received from us in settlement o f those
derivatives to  close out any related open bo rrowings o f stock. The third party in such sale  transactions will be an underwriter and, if no t
identified in this prospectus, will be identified in the applicable  prospectus supplement (o r a post-effective amendment).
 

Offers to  purchase securities may be so lic ited directly by us and the sale  thereo f may be made by us directly to  institutional
investo rs o r o thers, who  may be deemed to  be underwriters within the meaning  o f the Securities Act with respect to  any resale  thereo f.
The terms o f any such sales will be described in the prospectus supplement relating  thereto .
 

If so  indicated in the applicable  prospectus supplement, we may autho rize agents and underwriters to  so lic it o ffers by certain
institutions to  purchase securities from us at the public  o ffering  price set fo rth in the applicable  prospectus supplement pursuant to
delayed delivery contracts providing  fo r payment and delivery on the date  o r dates stated in the applicable  prospectus supplement.
Such delayed delivery contracts will be subject to  only those conditions set fo rth in the applicable  prospectus supplement. A
commission indicated in the applicable  prospectus supplement will be paid to  underwriters and agents so lic iting  purchases o f securities
pursuant to  delayed delivery contracts accepted by us.
 

Agents, underwriters and dealers may be entitled under relevant ag reements with us to  indemnification by us against certain
liabilities, including  liabilities under the Securities Act, o r to  contribution with respect to  payments which such agents, underwriters and
dealers may be required to  make in respect thereo f.
 

Each series o f securities will be a new issue and, o ther than our common stock, which is listed on The New York Stock Exchange,
will have no  established trading  market. We may elect to  list any series o f securities on an exchange, and in the case o f common stock,
on any additional exchange, but, unless o therwise specified in the applicable  prospectus supplement, we shall no t be obligated to  do
so . No  assurance can be g iven as to  the liquidity o f the trading  market fo r any o f the securities.
 

Agents, underwriters and dealers may be customers o f, engage in transactions with, o r perfo rm services fo r, us and our
subsidiaries in the o rdinary course o f business.
 

LEGAL MATTERS
 

The validity o f the debt securities and depositary shares o ffered by this prospectus have been passed upon fo r us by Vinson &
Elkins L.L.P. The validity o f the preferred stock (including  any preferred stock underlying  any depositary shares) and the common stock
(including  any common stock issuable  upon the conversion o f any preferred stock) o ffered by this prospectus have been passed upon
fo r us by Commercial Law Group, P.C. Legal counsel to  any underwriters may pass upon legal matters fo r such underwriters.
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EXPERTS
 

The financial statements and management’s assessment o f the effectiveness o f internal contro l over financial reporting  (which is
included in Management’s Report on Internal Contro l over Financial Reporting ) inco rporated in this prospectus by reference to  our
annual report on Form 10-K fo r the year ended December 31, 2004  have been so  inco rporated in reliance on the report o f
PricewaterhouseCoopers LLP, an independent reg istered public  accounting  firm, g iven on the autho rity o f said firm as experts in
auditing  and accounting .
 

Estimates o f the o il and gas reserves o f Chesapeake Energy Corporation and related future  net cash flows and the present values
thereo f, included in Chesapeake’s Annual Report on Form 10-K fo r the year ended December 31, 2004 , were based in part upon
reserve reports prepared by Netherland, Sewell & Associates, Inc., Lee Keeling  and Associates, Inc., Ryder Sco tt Company, L.P.,
LaRoche Petro leum Consultants, Ltd., H.J. Gruy and Associates, Inc. and Miller and Lents, Ltd., independent petro leum eng ineers. We
have inco rporated these estimates in reliance on the autho rity o f each such firm as experts in such matters.
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