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CHESAPEAKE ENERGY CORPORATION AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
(Unaudited)

ASSETS
CURRENT ASSETS:
Cash and Cash @QUIVALEIIES. .........o.eeiiieieie ettt ettt sttt et et es e s et e e bt ssees e seeeseententenseneeeneeneennens
RESITICTEA CASN ...ttt ettt et s bt ettt e st e st e s et e bt es s e s e et e e st eneente s eteaneeneeneenean
Accounts receivable:
OlL A1 ZAS SALES ..ttt ettt b et s ettt b et b et b e st b et eb et et b et b bbbt
Joint interest, net of allowance for bad debts of $1,321,000 and $947,000, respectively ........cccveveererereneenens
SHOTE-LEIM AEIIVALIVES. ...ttt ettt ettt
Related parties
Other......cooovviieiiriviciiees .
Short-term derivative INSIUMENLS ..........cccuiuiuiiiiiiriiiiiieietet ettt sttt st
INVENLOTY ANA ORET ...ttt ettt b e sttt b st be st be e enens
TOtAl CUITENE ASSELS.....c..viiiiiiiicicii itttk ettt
PROPERTY AND EQUIPMENT:
Oil and gas properties, at cost based on full-cost accounting:
Evaluated oil and gas properties..
Unevaluated properties ...........coccceveveeerereeenueereeeennnes .
Less: accumulated depreciation, depletion and amOTtiZAtION ...........ccevereerierienierieeeee e

Other property and equipment ............cccccceeuee.e.
Less: accumulated depreciation and amortization
Total Property and Equipment
OTHER ASSETS:
Long-term derivatives TECEIVADIE. ... .....c.iriiiiriiiieiei ettt sttt ettt sttt beneas
Deferred income tax asset.............
Long-term derivative instruments .
Long-term investments ............. .
OBRET ASSELS .......uiuiiiiiiiiiet ettt ettt bbbttt
TOLA] OtNET ASSELS....e.vetietieiieiieie sttt ettt sttt ettt et et et se e b e st en e e s e et e bt saees e eneensease st e ebeeneensensentenesneeneenean
TOTAL ASSETS ...ttt

LIABILITIES AND STOCKHOLDERS' EQUITY

CURRENT LIABILITIES:
Notes payable and current maturities of 10ng-term debt..........cccoeriiririiiiieiee s
Accounts payable...........coeeriiieneiieneeeene
Accrued interest ...........coceeuene..
Short-term derivative instruments.
Other accrued liabilities ................
Revenues and royalties due others
Total Current Liabilities...
LONG-TERM DEBT, NET ............ccoevvnnennn.
REVENUES AND ROYALTIES DUE OTHERS.
LONG-TERM DERIVATIVE INSTRUMENTS .. .
OTHER LIABILITIES .....oooiiiiiiiieieiecteete ettt ettt ettt et et e s seesaeste b e besseeseeseessessessasseeseeseessensensesseeseeneas
CONTINGENCIES AND COMMITMENTS (Note 3)
STOCKHOLDERS' EQUITY:
Preferred Stock, $.01 par value, 10,000,000 shares authorized; 2,998,000 and 3,000,000 shares of
6.75% cumulative convertible preferred stock issued and outstanding at September 30, 2002
and December 31, 2001, respectively, entitled in liquidation to $149.9 million and $150 million...........c..c.c....
Common Stock, $.01 par value, 350,000,000 shares authorized; 171,019,880 and 169,534,991
shares issued at September 30, 2002 and December 31, 2001, reSPECtiVELy.....c.coveeeierieriirinirieieseseesieeeeens
Paid-In CAPILAL.....ooeiiiitiiee ettt sttt bt st b e st e n et et he st e st et e teeneeneennennen
ACCUMUIALEA AETICIE.....vevievieiieiiticie ettt ettt ettt steete et e b ebesseebeeseessensesbesseeseessensensesesseeseeneas
Accumulated other comprehensive income, net of tax of $5,934,000 and $ 29,000,000, respectively..................
Less: treasury stock, at cost; 4,792,529 common shares at September 30, 2002
and DeCemDET 31, 2001 ....oueiiiiiiiiie ettt ettt ettt ettt e er e e re et e et e et e eteeteeteeeteeeteeeae e et e eateeateereereas
Total StOCKNOIAETS' EQUILY ...c.vcverieiiiiietiieiieteiet ettt sttt ettt bt abeeene
TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY .....ooooviiiiiiiiiieieeteetee sttt ve v ne e

September 30, December 31,
2002 2001

($ in thousands)

$ 25378 § 117,594

131 7,366
82,908 51,496
19,617 17,364
16,576 34,543

2,198 9,896
15,374 14,951

843 97,544

12,824 10,629
175.849 361.383
4,210,692 3,546,163
68,995 66,205
(2,060,317) (1.902.,587)
2,219,370 1,709,781
142,904 115,694
(44.,561) (39.894)
2,317,713 1,785,581
4,058 18,852
9,717 67,781
— 6,370
20,734 29,849
16,562 16,952
51,071 139,804

$ 2,544,633 $§ 2,286,768

$ — 3 602
83,860 79,945
45,039 26,316
22,348 —
59,463 36,998
35.643 29.520

246,353 173.381
1.494.180 1.329.453
14.191 12.696
49358 —
5.764 3.831
149,900 150,000
1,710 1,696
1,038,347 1,035,156
(444,089) (442,974)
8,901 43,511
(19.982) (19.982)
734,787 767.407

§ 2544633 § 2.286,768

The accompanying notes are an integral part of these consolidated financial statements.



CHESAPEAKE ENERGY CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS

(Unaudited)
Three Months Ended Nine Months Ended
September 30, September 30,
2002 2001 2002 2001
($ in thousands, except per share data)
REVENUES:

Oil and gas SALES ......c.cuiuiiiiiiiiiiiiiici e § 163,012 $ 177,746  $ 456,992 $ 574,190

Risk management iNCOME (10SS) .....vveueeeerieriiriieiieieienie ettt (7,046) 32,260 (86,995) 94,715

Oil and gas Marketing SAlES ..........c.eerveriereriririeieee ettt 42,216 28.905 112,334 123,071

TOtal REVENMUES......c..etiiiieiieiieierieeteeietee sttt sttt st sb ettt e e 198.182 238911 482,331 791,976
OPERATING COSTS:

ProdUCioN EXPEIISES ... .ecuveueeeeiiitiriietieieieste st et eieete st sttt et e et estesaeseeeneeneensessenneene 24,950 19,303 71,252 55,933

PrOQUCLION tAXES....ccvviivieieieiie ettt ete ettt er e ere e te e et e eateeaaeeaeeeteeeaeeeaeesaseeanes 6,807 7,063 19,934 31,349

General and administrative ..... 3,777 3,240 11,930 10,114

Oil and gas marketing expenses 41,148 27,946 108,836 119,337

Oil and gas depreciation, depletion and amortization 58,334 46,821 157,731 124,904

Depreciation and amortization of other assets. 3.727 2,164 10,489 5,954

Total Operating COStS .........cceeerveueenenene . 138,743 106.537 380,172 347.591
INCOME FROM OPERATIONS ......c.ccooiiiiiiiiiiiiinineeerneeiee e 59.439 132,374 102,159 444,385
OTHER INCOME (EXPENSE):

Interest and other income. 1,806 132 7,343 1,384

Interest eXpense ........c.ceeeeeenenee. (28,316) (24,104) (79,966) (72,977)

Impairment of Seven Seas warrants.. (4,770) — (4,770) —

Loss on repurchases of debt........... (489) — (1,353) —

Gothic standby credit facility costs.... . — — — (3.392)

Total Other Income (EXPense) .........ccvevveereninenieinienieenieeeenenes . (31,769) (23.972) (78.746) (74.985)
INCOME BEFORE INCOME TAX AND EXTRAORDINARY ITEM................ 27,670 108,402 23,413 369,400
PROVISION FOR INCOME TAXES:

CUITENE ...ttt et e e e e et e e et e e e abeeeeaaeeeeaaeeeeateeesaseeesaseeessseeesnseeeanseeesaseeennns — 1,118 — 3,354

Deferred . 11,070 42,276 9.366 145.265

Total Provision For Income Taxes . 11,070 43.394 9,366 148.619
INCOME BEFORE EXTRAORDINARY ITEM 16,600 65,008 14,047 220,781
EXTRAORDINARY ITEM:

Loss on early extinguishment of debt, net of applicable income tax............cccccceueueee — — — (46,000)
NET INCOME ........ccocooiiiiiiiiiiiiiicccee e . 16,600 65,008 14,047 174,781
PREFERED STOCK DIVIDENDS........ccccoviiiiniininiiecenee . (2.526) — (7.588) (728)
NET INCOME AVAILABLE TO COMMON SHAREHOLDERS . .$ 14074 § 65008 $§ 6459 § 174,053
EARNINGS PER COMMON SHARE — BASIC:

Income before eXtraordinary iem..........coeveviieireeeieeeeieieeteeseees e $ 0.08 § 040 § 004 § 1.36

EXtraordinary 1M ... .ccuevuieuieieieierie ettt sttt — — — (0.28)

NEE INCOIMIE. ...ttt ettt ettt e ae e e se b eseeseneesessesesseseesesseneesensesesans $ 0.08 $ 040 $ 004 § 1.08
EARNINGS PER COMMON SHARE — ASSUMING DILUTION:

Income before exXtraordinary IteIM .........ccvverveirieieeieieieeeieeee ettt nas $ 008 § 038 % 004 $ 1.29

EXtraordinary TIM ......c.coueiiuirieirieirieiet ettt sttt — — — (0.27)

INEE INCOMIC. ...ttt $ 008 § 038 § 004 $ 1.02
WEIGHTED AVERAGE COMMON AND COMMON EQUIVALENT

166,144 164.440 165.829 161,603
171,182 170,384 171,540 170,937

The accompanying notes are an integral part of these consolidated financial statements.



CHESAPEAKE ENERGY CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)

CASH FLOWS FROM OPERATING ACTIVITIES:

ADJUSTMENTS TO RECONCILE NET INCOME TO NET
CASH PROVIDED BY OPERATING ACTIVITIES:
Depreciation, depletion and amOTtiZation. ..........ceuevruirieirieierenieeieireeee et
Risk management (income) 10SS .........cccocevveerennne
Extraordinary loss on early extinguishment of debt ...........ccoeoeiniiiiniiniiiieee
Deferred INCOME tAXES ......c.covriueuiiiiieieiiiirieieiett ettt
Write-off of credit facility cost
Amortization of loan costs...........
Equity in 10SSes Of €qUILY INVESTEES.......evveuieiirieiiienirieieterteeetertei ettt
Loss 0n 1epurchase 0f deDr.......c.coueiriiriiiiiiiiiiieceee e
Impairment of Seven Seas warrants ..
(01 1T TSROSO
Cash provided by operating activities before changes in assets and liabilities .
Changes in assets and liabilities......
Cash provided by operating activities .................c..ocoiiiiiiiiiinine

CASH FLOWS FROM INVESTING ACTIVITIES:
Exploration and development of oil and gas properties...
Acquisition of unproved Properties..........coueevereeerieirenieinenireneeseeee e
Acquisition of oil and gas companies and proved properties, net of cash acquired..
Sales of 0il and as PrOPErties.........eceveirerieirieiriiieerieeeereeee e
Sales of non-oil and gas assets..
Additions to other fixed assets......
Additions to drilling rig equipment..
Additions to long-term investments.........
Proceeds from sale 0Of RAM ENEIZY NOLES .......cveuirieiriiieiiieiirieieiceieeeiee ettt e
(01 1T SO R R TPUT PO PRRRSRPRPN

Cash used in investing activities..............cc.coooiiiiiiiiiic e

CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds from revolving bank credit faCility.........cccoceeveirieiiiniiiiiiiiicceeeeee e
Payments on revolving bank credit facility ...
Cash received from issuance of senior notes..
Cash paid to repurchase senior notes ..............coeeeee
Cash paid for premium on repurchase of senior notes.
Financing charges ..........cccocevveeneininncneneieene
Cash received from exercise of stock options
Cash paid for preferred stock dividend ...........ccoceveineiniiniincnncenne
Cash paid in settlement of make-whole provision related to common stock .
OBRET ..

Cash provided by financing activities.

Effect of changes in exchange rate on cash............cc.........

NET CHANGE IN CASH AND CASH EQUIVALENTS ..........

CASH AND CASH EQUIVALENTS, BEGINNING OF PERIO

CASH AND CASH EQUIVALENTS, END OF PERIOD ...........ccccooiiiiiiiinniiiieene

The accompanying notes are an integral part of these consolidated financial statements.

Nine Months Ended
September 30,
2002 2001
($ in thousands)
$ 14,047 $ 174,781
164,365 127,987
86,995 (94,715)
— 46,000
9,366 145,265
— 3,392
3,626 2,871
— 1,331
1,353 —
4,770 —
223) 272
284,299 407,184
69.359 33,772
353,658 440,956
(252,756) (263,746)
(46,308) (64,556)
(291,366) (62,205)
1,211 1,432
75 734
(25,919) (13,049)
(3,381) (15,393)
(2,408) (37,206)
4,215 —
(46) (174)
(617,183) (454.163)
95,818 372,000
(95,818) (208,000)
245,984 786,664
(63,541) (830,382)
(1,869) (75,639)
(3,671) (12,340)
2,129 2,929
(7,649) (1,092)
— (3,336)
74) (10)
171,309 30,794
— (545)
(92,216) 17,042
117,594 —
$ 25378 $ 17,042



CHESAPEAKE ENERGY CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)

(Unaudited)
Three Months Ended Nine Months Ended
September 30, September 30,
2002 2001 2002 2001

($ in thousands)

Net income

..................................................................................................... $ 16,600 $ 65,008 $ 14,047 $174,781

Other comprehensive income (loss), net of income tax:
Foreign currency translation adjustments...........c.coeeevereennenne (2,826) (3,551)
Cumulative effect of accounting change for financial derivatives . — — — (53,580)
Change in fair value of derivative instruments..............cceeuee . (3,887) 63,857 (16,859) 159,326
Reclassification of (gain) or loss on settled contracts...........coccveereenrennenne (3,274) (34,786) (19,044) (18,774)
Ineffective portion of derivatives qualifying for cash flow hedge

ACCOUINLIIE ..veuvetiteeiientetesteete et et eee st beseeete et entesseeteeseeneensensesesseeseensennenne 32 (575) 1,342 (1,151)

(0711157 . (49) — (49)

Comprehensive iNCOME (L0SS) .....veveuiieririeieierieieterieeeieeeee e $ 9422 $ 90,678 $ (20,563) $257,051

The accompanying notes are an integral part of these consolidated financial statements.



CHESAPEAKE ENERGY CORPORATION AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
September 30, 2002
(Unaudited)

1. Basis of Presentation

The accompanying unaudited consolidated financial statements of Chesapeake Energy Corporation and
Subsidiaries have been prepared in accordance with the instructions to Form 10-Q as prescribed by the Securities
and Exchange Commission. All material adjustments (consisting solely of normal recurring adjustments) which, in
the opinion of management, are necessary for a fair presentation of the results for the interim periods have been
reflected. The results for the three and nine months ended September 30, 2002 are not necessarily indicative of the
results to be expected for the full year. This Form 10-Q relates to the three and nine months ended September 30,
2001 (the "Prior Quarter" and “Prior Period”, respectively) and the three and nine months ended September 30, 2002
(the "Current Quarter" and “Current Period”, respectively).

2. Hedging Activities and Financial Instruments
Oil and Gas Hedging Activities

Our results of operations and operating cash flows are impacted by changes in market prices for oil and gas. To
mitigate a portion of the exposure to adverse market changes, we have entered into various derivative instruments.
As of September 30, 2002, our oil and gas derivative instruments were comprised of swaps, collars, cap-swaps,
straddles, strangles and basis protection swaps. These instruments allow us to predict with greater certainty the
effective oil and gas prices to be received for our hedged production. Although derivatives often fail to achieve
100% effectiveness for accounting purposes, our derivative instruments continue to be highly effective in achieving
the risk management objectives for which they were intended.

e For swap instruments, we receive a fixed price for the hedged commodity and pay a floating market price, as
defined in each instrument, to the counterparty. The fixed-price payment and the floating-price payment are
netted, resulting in a net amount due to or from the counterparty.

e Collars contain a fixed floor price (put) and ceiling price (call). If the market price exceeds the call strike
price or falls below the put strike price, then we receive the fixed price and pay the market price. If the
market price is between the call and the put strike price, then no payments are due from either party.

e For cap-swaps, we receive a fixed price for the hedged commodity and pay a floating market price. The
fixed price received by Chesapeake includes a premium in exchange for a “cap” limiting the counterparty’s
exposure.

e For straddles, Chesapeake receives a premium from the counterparty in exchange for the sale of a call and a
put option at an established fixed price. To the extent that the floating market price differs from the
established fixed price, Chesapeake pays the counterparty.

e For strangles, Chesapeake receives a premium from the counterparty in exchange for the sale of a call and a
put option. If the market price exceeds the fixed price of the call option or falls below the fixed price of the
put option, then Chesapeake pays the counterparty. If the market price settles between the fixed price of the
call and put option, no payment is due from Chesapeake.

e Basis protection swaps are arrangements that guarantee a price differential of oil and gas from a specified
delivery point. Chesapeake receives a payment from the counterparty if the price differential is greater than
the stated terms of the contract and pays the counterparty if the price differential is less than the stated terms
of the contract.



From time to time, we close certain swap transactions designed to hedge a portion of our oil and natural gas
production by entering into a counter-swap instrument. Under the counter-swap we receive a floating price for the
hedged commodity and pay a fixed price to the counterparty. To the extent the counter-swap, which does not
qualify for hedge accounting under SFAS 133, is designed to lock the value of an existing SFAS 133 cash flow
hedge, the net value of the swap and the counter-swap is frozen and shown as a derivative receivable or payable in
the consolidated balance sheets. At the same time, the original swap is designated as a non-qualifying cash flow
hedge under SFAS 133.

Pursuant to SFAS 133, our cap-swaps, straddles, strangles, counter-swaps and basis protection swaps do not
qualify for designation as cash flow hedges. Therefore, changes in the fair value of these instruments that occur
prior to their maturity, together with any changes in fair value of cash flow hedges resulting from ineffectiveness,
are reported in the consolidated statements of operations as risk management income (loss). Amounts recorded in
risk management income (loss) do not represent cash gains or losses. Rather, these amounts are temporary valuation
swings in contracts or portions of contracts that are not entitled to receive SFAS 133 cash flow hedge accounting
treatment. All amounts initially recorded in this caption related to commodity derivatives are ultimately reversed
within this same caption and included in oil and gas sales over the respective contract terms.

The estimated fair values of our oil and gas derivative instruments as of September 30, 2002 are provided below.
The associated carrying values of these instruments are equal to the estimated fair values.

September 30,
2002
($ in thousands)
Derivative assets (liabilities):
Fixed-price gas SWaps .......cccoeevvereereeienieneenieneseeeens $  (4,800)
Fixed-price gas collars.... 843

Fixed-price gas cap-swaps. (18,698)
Gas basis protection swaps s
Gas straddles .................. (3,235)
Gas strangles ........coceceveveeennnne. (26,808)
Fixed-price gas counter-swaps .... 13,771
Fixed-price gas locked swaps.... 20,634
Fixed-price crude oil swaps...... (1,894)
Fixed-price crude oil cap-swaps.. (3.062)
Estimated fair value................ (21.,003)
Estimated fair value, as adjusted for premiums
TECRIVEM .ottt $ 10,123(a)

(a) After adjusting for the $31.1 million premium paid to Chesapeake by the counterparty at the inception of the straddle and strangle contracts
(which is recorded in cash provided by operating activities on the accompanying consolidated statements of cash flows), the net value of the
combined hedging portfolio at September 30, 2002 was $10.1 million.

Based upon the market prices at September 30, 2002, we expect to transfer approximately $6.4 million of the
balance in accumulated other comprehensive income to earnings during the next 12 months when the transactions
actually occur. All transactions hedged as of September 30, 2002 are expected to mature by December 31, 2004,
with the exception of the basis protection swaps which extend to 2009.

Additional information concerning the fair value of our oil and gas derivative instruments is as follows ($ in
thousands):

Fair value of contracts outstanding at January 1, 2002..........cccoccceeevrrenennennne $ 157,309

Change in fair value of contracts during period.............. (48,559)
Contracts realized or otherwise settled during the period.. (84,150)
Fair value of new contracts when entered into during the perio . (45.603)
Fair value of contracts outstanding at September 30, 2002 ...........cccceeveeeennnene $ (21.003)



Risk management income (loss) related to our oil and gas derivatives is comprised of the following ($ in
thousands):

Three Months Ended Nine Months Ended
September 30, September 30,
2002 2001 2002 2001
Risk management income (loss):
Change in fair value of derivatives not qualifying for hedge accounting ..... $ 8,056 $ 37,742 $ (34,474) $102,793
Reclassification of gain on settled contracts............coceeveveerierereeinseneneene (16,764) (6,440) (52,471) (9,996)
Ineffective portion of derivatives qualifying for cash flow hedge
accounting (54) 958 (2,236) 1.918
TOLAL .t $ (8,762) § 32,260 $ (89.181) $ 94715

Interest Rate Hedging

We also utilize hedging strategies to manage interest rate exposure. Results from interest rate hedging
transactions are reflected as adjustments to interest expense in the corresponding months covered by the derivative
agreement.

In March 2002, we entered into an interest rate swap to convert a portion of our fixed rate debt to floating rate
debt. The terms of this swap agreement are as follows:

Term Notional Amount Fixed Rate Floating Rate
March 2002 — March 2004 $200,000,000 7.875% U.S. six-month LIBOR in
arrears plus 298.25 basis
points

At the inception of the interest rate swap agreement, a portion of the interest rate swap was entered into to
convert $129.0 million of the 7.875% senior notes from fixed rate debt to variable rate debt. Under SFAS 133, a
hedge of interest rate risk in a recognized fixed rate liability can be designated as a fair value hedge under which the
mark-to-market value of the swap is recorded on the consolidated balance sheets as an asset or liability with a
corresponding increase or decrease in the carrying value of the debt. During the Current Quarter and Current
Period, $21.3 million and $63.5 million face value, respectively, of the 7.875% senior notes were purchased and
subsequently retired. In connection with the repurchase of the 7.875% senior notes, interest rate swap hedging gains
of $0.4 million and $0.9 million were recognized in the Current Quarter and Current Period, respectively, and
reduced the loss on repurchases of debt.

In July 2002, we closed the above interest rate swap for a gain of $7.5 million. As of September 30, 2002, the
remaining balance to be amortized as a reduction to interest expense was $4.1 million. During the Current Period,

$2.5 million was recognized as a reduction to interest expense.

In June 2002, we entered into an additional interest rate swap. The terms of this swap agreement are as follows:

Term Notional Amount Fixed Rate Floating Rate
July 2002 — July 2004 $100,000,000 4.000% U.S. six-month LIBOR in

arrears

In July 2002, we closed this interest rate swap for a gain of $1.1 million. During the Current Period, $0.1 million
was recognized as a reduction to interest expense.



In April 2002, we entered into a swaption agreement in order to monetize the embedded call option in the
remaining $142.7 million of our 8.5% senior notes. We received $7.8 million from the counterparty at the time we
entered into this agreement. The terms of the swaption are as follows:

Term Notional Amount Fixed Rate Floating Rate
March 2004 — March 2012 $142,665,000 8.500% U.S. six-month LIBOR plus

75 basis points

Under the terms of the swaption agreement, the counterparty will have the option to initiate an interest rate swap
on March 11, 2004 pursuant to the terms shown above. If the counterparty chooses to initiate the interest rate swap,
the payments under the swap will coincide with the semi-annual interest payments on our 8.5% senior notes which
are paid on September 15 and March 15 of each year. On each payment date, if the fixed rate exceeds the floating
rate, we will pay the counterparty, and if the floating rate exceeds the fixed rate, the counterparty will pay us
accordingly. If the counterparty does not choose to initiate the interest rate swap, the swaption agreement will
expire and no future obligations will exist for either party.

Under SFAS 133, a fair value hedge relationship exists between the embedded call option in the debt and the
swaption agreement. Accordingly, the mark-to-market value of the swaption is recorded on the consolidated
balance sheets as an asset or liability with a corresponding increase or decrease to the debt’s carrying value. Any
change in the fair value of the swaption resulting from ineffectiveness is recorded currently in the consolidated
statements of operations as risk management income (loss).

We have recorded a decrease in the carrying value of the debt of $20.3 million during the Current Period related
to the swaption as of September 30, 2002. Of this amount, $21.4 million represents a decline in the fair value of the
swaption, offset by a loss of $1.1 million from estimated ineffectiveness of the swaption as determined under SFAS
133. See Note 5 for the adjustments made to the carrying value of the debt at September 30, 2002. Results of the
swaption will be reflected as adjustments to interest expense in the corresponding months covered by the swaption
agreement.

Risk management income related to our fair value hedges is comprised of the following ($ in thousands):

Three Months Ended Nine Months Ended
September 30, 2002 September 30, 2002
Risk management income:
Change in fair value of derivatives not qualifying for
fair value hedge acCoUNting...........cecvveeieerieirieieeeeeeeee s $ 229 $ 4593
Reclassification of gains on settled contracts to interest expense................. (576) (1,307)
Ineffective portion of derivatives qualifying for
fair value hedge accounting — (1.100)
TOtAL .. $ 1,716 $ 2,186

Fair Value of Financial Instruments

The following disclosure of the estimated fair value of financial instruments is made in accordance with the
requirements of Statement of Financial Accounting Standards No. 107, Disclosures About Fair Value of Financial
Instruments. We have determined the estimated fair value amounts by using available market information and
valuation methodologies. Considerable judgment is required in interpreting market data to develop the estimates of
fair value. The use of different market assumptions or valuation methodologies may have a material effect on the
estimated fair value amounts.

The carrying values of items comprising current assets and current liabilities approximate fair values due to the
short-term maturities of these instruments. We estimate the fair value of our long-term (including current
maturities), fixed-rate debt using primarily quoted market prices. Excluding the impact of our fair value hedges, our
carrying amount for such debt at December 31, 2001 and September 30, 2002 was $1,330.1 million and $1,512.7
million, respectively, compared to approximate fair values of $1,343.0 and $1,529.4 million, respectively. The
carrying amount for our 6.75% convertible preferred stock at September 30, 2002 was $149.9 million, compared to
the approximate fair value of $156.5 million.
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Concentration of Credit Risk

A significant portion of our liquidity is concentrated in cash and cash equivalents, and derivative instruments
that enable us to hedge a portion of our exposure to price volatility from producing oil and natural gas and interest
rate volatility. These arrangements expose us to credit risk from our counterparties. Other financial instruments
which potentially subject us to concentrations of credit risk consist principally of investments in debt instruments
and accounts receivables. Our accounts receivable are primarily from purchasers of oil and natural gas products and
exploration and production companies which own interests in properties we operate. The concentration of these
assets in the oil and gas industry has the potential to impact our overall exposure to credit risk, either positively or
negatively, in that our customers may be similarly affected by changes in economic, industry or other conditions.
We generally require letters of credit for receivables from customers which are judged to have sub-standard credit,
unless the credit risk can otherwise be mitigated. Cash and cash equivalents are deposited with major banks or
institutions with high credit ratings.

3. Contingencies and Commitments

West Panhandle Field Cessation Cases. One of our subsidiaries, Chesapeake Panhandle Limited Partnership
("CP") (f/k/a MC Panhandle, Inc.), and two subsidiaries of Kinder Morgan, Inc. have been defendants in 16 lawsuits
filed between June 1997 and December 2001 by royalty owners seeking the cancellation of oil and gas leases in the
West Panhandle Field in Texas. MC Panhandle, Inc., which we acquired in April 1998, has owned the leases since
January 1, 1997. The co-defendants are prior lessees. The plaintiffs in these cases have claimed the leases
terminated upon the cessation of production for various periods, primarily during the 1960s. In addition, the
plaintiffs have sought to recover conversion damages, exemplary damages, attorneys' fees and interest. The
defendants have asserted that any cessation of production was excused and have pled affirmative defenses of
limitations, waiver, temporary estoppel, laches and title by adverse possession. Four of the 16 cases have been tried,
and there have been appellate decisions in three of them.

In January 2001, we settled the claims of the principal plaintiffs in eight cases tried or pending in the District
Court of Moore County, Texas, 69th Judicial District. The settlement was not material to our financial condition or
results of operations. In December 2001, the Texas Supreme Court accepted for review petitions we filed with
respect to the claims of the non-settling plaintiffs in two of the cases covered by the settlement. The Court heard
oral arguments in March 2002 and has not yet issued a decision.

There are eight other related West Panhandle cessation cases which are pending, three in the District Court of
Moore County, Texas, 69th Judicial District, two in the District Court of Carson County, Texas, 100th Judicial
District, and three in the U.S. District Court, Northern District of Texas, Amarillo Division. In one of the Moore
County cases, CP and the other defendants have appealed a January 2000 judgment notwithstanding verdict in favor
of plaintiffs. In addition to quieting title to the lease (including existing gas wells and all attached equipment) in
plaintiffs, the court awarded actual damages against CP in the amount of $716,400 and exemplary damages in the
amount of $25,000. The court further awarded, jointly and severally from all defendants, $160,000 in attorneys' fees
and interest and court costs. On March 28, 2001, the Amarillo Court of Appeals reversed and rendered judgment in
favor of CP and the other defendants, finding that the subject leases had been revived as a matter of law, making all
other issues moot. Plaintiffs have filed petitions requesting that the Texas Supreme Court accept the case for
review. In another of the Moore County, Texas cases, in June 1999, the court granted plaintiffs' motion for
summary judgment in part, finding that the lease had terminated due to the cessation of production, subject to the
defendants' affirmative defenses. In February 2001, the court granted plaintiffs' motion for summary judgment on
defendants' affirmative defenses but reversed its ruling that the lease had terminated as a matter of law. In one of the
U.S. District Court cases, after a trial in May 1999, the jury found plaintiffs' claims were barred by the payment of
shut-in royalties, laches and revivor. Plaintiffs have moved for a new trial. There are motions pending in two other
cases, and the remaining three cases are in the pleading stage.
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We previously established an accrued liability we believe will be sufficient to cover the estimated costs of
litigation for each of the pending cases. Because of the inconsistent verdicts reached by the juries in the four cases
tried to date and because the amount of damages sought is not specified in all of the pending cases, the outcome of
any future trials and the amount of damages that might ultimately be awarded could differ from management's
estimates. CP and the other defendants are vigorously defending against the plaintiffs' claims.

Royalty Owner Litigation. Recently royalty owners have commenced litigation against a number of companies
in the oil and gas production business claiming that amounts paid for production attributable to the royalty owners'
interest violated the terms of the applicable leases and state law, that deductions from the proceeds of oil and gas
production were unauthorized under the applicable leases and that amounts received by upstream sellers should be
used to compute the amounts paid to the royalty owners. In the course of our oil and gas marketing activities, a
portion of the foregoing litigation has been commenced as class action suits including five class action suits filed
against Chesapeake and others. No class has been certified in any of the cases in which Chesapeake is a named
defendant. We believe the claims asserted do not represent valid claims or, if valid, are not material. As new cases
are decided and the law in this area continues to develop, our liability relating to the marketing of oil and gas may
increase or decrease. We will continue to monitor the court decisions to ensure that our operations and practices
minimize any exposure and to recognize any charges that may be appropriate when we can reasonably estimate a
liability.

Chesapeake is currently involved in various other routine disputes incidental to its business operations.
Management, after consultation with legal counsel, is of the opinion that the final resolution of all such currently
pending or threatened litigation is not likely to have a material adverse effect on the consolidated financial position
or results of operations of Chesapeake.

Due to the nature of the oil and gas business, Chesapeake and its subsidiaries are exposed to possible
environmental risks. Chesapeake has implemented various policies and procedures to avoid environmental
contamination and risks from environmental contamination. Chesapeake is not aware of any potential material
environmental issues or claims.

4. Net Income Per Share

Statement of Financial Accounting Standards No. 128, Earnings Per Share, requires presentation of “basic” and
“diluted” earnings per share, as defined, on the face of the statements of operations for all entities with complex
capital structures. SFAS No. 128 requires a reconciliation of the numerator and denominator of the basic and
diluted EPS computations.

The following securities were not included in the calculation of diluted earnings per share, as the effect was
antidilutive:

e For the Prior Quarter, the Current Quarter, the Prior Period and the Current Period, outstanding warrants to
purchase 1.1 million shares of common stock at a weighted average exercise price of $12.61 were antidilutive
because the exercise prices of the warrants were greater than the average price of the common stock.

e For the Prior Quarter, the Current Quarter, the Prior Period and the Current Period, outstanding options to
purchase 3.8 million, 7.8 million, 0.3 million and 0.5 million shares of common stock at a weighted average
exercise price of $6.97, $6.56, $17.25 and $12.77, respectively, were antidilutive because the exercise prices of
the options were greater than the average market price of the common stock.

e Diluted shares in the Current Quarter and Current Period do not include the assumed conversion of the
outstanding 6.75% preferred stock (convertible into 19.5 million common shares) and the Current Period does
not include the common stock equivalent of preferred stock outstanding prior to conversion of 7,611 shares, as
the effects were antidilutive.

12



A reconciliation for the periods presented is as follows:

Income Shares Per Share

(Numerator) (Denominator) Amount

(in thousands, except per share data)

For the Three Months Ended September 30, 2002:
Basic EPS
Income available to common shareholders.............cccceeveviveennnnen. $ 14,074 166,144
Effect of Dilutive Securities
Employee Stock OptionsS.........ccuevvevieeerieienieniisenceieee e — 5,031
Warrants assumed in Gothic acquiSition...........cceevueveverieuenrennnens — 7
Diluted EPS
Income available to common shareholders and assumed

COMNVETSIONS. c..vevevivieeesiteseesesessesessetssseseesessesessessesesessesessesesseneas § 14,074 171,182 $ 0.08

(=3
e}

(o]

For the Three Months Ended September 30, 2001:
Basic EPS
Income available to common shareholders...........ccocveeevuveeeveeeenn. $ 65,008 164,440 0.4
Effect of Dilutive Securities
Employee stock Options.........ccuevveveeerieierieniesieeeeieeiesie e — 5,937
Warrants assumed in Gothic acquiSition...........coecevveeeerieeneennens — 7
Diluted EPS
Income available to common shareholders and assumed
COMVETSIONS. c..veevevitieresiteseesesseseesessesesseseesessesessessesesessesessessseneas $ 65,008 170,384 0.38

(=

For the Nine Months Ended September 30, 2002:
Basic EPS
Income available to common shareholders.............cccceevevireennnnen. $ 6,459 165,829 0.04
Effect of Dilutive Securities
Employee Stock Options..........coeveeerieeirieninenieeneieenecneeeieenens — 5,704
Warrants assumed in Gothic acquiSition...........coecevvevreriecneennns — 7
Diluted EPS
Income available to common shareholders and assumed
COMNVETSIONS. ....vveerieriteeeeeteeeteteeteereeteesesesseeseeseenseseeseeseesseneensens § 6459 171,540 0.04

For the Nine Months Ended September 30, 2001:
Basic EPS
Income available to common shareholders...............cocoevveeeieeennennn. $ 174,053 161,603
Effect of Dilutive Securities
Assumed conversion at the beginning of the period of
preferred shares exchanged during the period:
Common Shares 1SSUEd ...........oovveeeeiveeeciieeeee e — 1,957
Preferred stock dividends . —
Employee stock options.................... . — 7,370
Warrants assumed in Gothic acquiSition...........coeevveveerieeneennens — 7
Diluted EPS
Income available to common shareholders and assumed
COMVETSIONS. .. veeveviveneeeeseeseeseeeseeseseesesseseesensesesensesesesessensesensenens $ 174,781 170,937 1.0

”i
(=
oo

o

5. Senior Notes and Revolving Credit Facility

At September 30, 2002, our long-term debt consisted of the following ($ in thousands):

7.875% senior NOLES, dUE 2004 ..........oeiiiuiiiiiie et $ 86,459
8.375% senior notes, due 2008.... . 250,000
8.125% senior notes, AU 2011 ......c..oovvieviiiriiiieeieeeeeee et 800,000
8.5% senior Notes, dUE 2012, ....c.eicuiiiiieiicieeieeere ettt 142,665
9.0% senior notes, due 2012.... 250,000
Revolving bank credit facility . . —
DiSCOUNT ON SENIOT TOLES .....vevveneiieeiieieeietenteeeeeteeeesestesteeseeseeneeseesseeseeneennensensene (16,439)
Discount for interest rate swaps and SWaption............ccueevererereeeerienieneneneeeenns (18,505)
TOTAL .t $1.494.180
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During the Current Period, we purchased and subsequently retired $63.5 million of the 7.875% senior notes for
total consideration of $66.3 million, including $0.9 million of accrued interest and $1.9 million of redemption
premium. Subsequent to September 30, 2002, we purchased $25.6 million of the 7.875% senior notes for total
consideration of $26.8 million, including $0.2 million in accrued interest and $1.0 million in redemption premium.

In August 2002, we issued $250 million principal amount of 9% senior notes due 2012, which were subsequently
exchanged on October 24, 2002 for substantially identical notes registered under the Securities Act of 1933.

On September 30, 2002, we had a $225 million revolving bank credit facility (with a committed borrowing base
of $225 million) which matures in September 2003. As of September 30, 2002, we had no outstanding borrowings
under this facility and were using $25.5 million of the facility to secure various letters of credit. In November 2002,
we increased the credit facility to $250 million (with a committed borrowing base of $225 million). We expect to
increase the borrowing base to $250 million and to extend the term of the credit facility to June 2005 during the
fourth quarter of 2002. Borrowings under the facility are collateralized by certain producing oil and gas properties
and bear interest at either the reference rate of Union Bank of California, N.A., or London Interbank Offered Rate
(LIBOR), at our option, plus a margin that varies according to total facility usage. The unused portion of the facility
is subject to an annual commitment fee of 0.50%. Interest is payable quarterly. The collateral value and borrowing
base are redetermined periodically.

The credit facility contains various covenants and restrictive provisions which restrict our ability to incur
additional indebtedness, sell properties, pay dividends, purchase or redeem our capital stock, make investments or
loans, purchase certain of our senior notes, create liens, and make acquisitions. The credit facility requires us to
maintain a current ratio of at least 1 to 1 (as defined in the credit facility) and a fixed charge coverage ratio of at
least 2.5 to 1. If we should fail to perform our obligations under these and other covenants, the revolving credit
commitment could be terminated and any outstanding borrowings under the facility could be declared immediately
due and payable. If such an acceleration involved principal in excess of $10.0 million, the acceleration would
constitute an event of default under our senior note indentures, which could in turn result in the acceleration of our
senior note indebtedness. The credit facility also has cross default provisions that apply to other indebtedness we
may have with an outstanding principal balance in excess of $5.0 million.

Our senior notes are unsecured senior obligations of Chesapeake and rank equally with all of our other unsecured
indebtedness. The senior note indentures contain covenants limiting us and our guarantor subsidiaries with respect
to asset sales; restricted payments; the incurrence of additional indebtedness and the issuance of preferred stock;
liens; sale and leaseback transactions; lines of business; dividend and other payment restrictions affecting guarantor
subsidiaries; mergers or consolidations; and transactions with affiliates. The senior note indentures also limit our
ability to make restricted payments (as defined), including the payment of cash dividends, unless the debt incurrence
and other tests are met.

Chesapeake is a holding company and owns no operating assets and has no significant operations independent of
its subsidiaries. Our obligations under all our senior notes have been fully and unconditionally guaranteed, on a
joint and several basis, by each of our “restricted subsidiaries” (as defined in the respective indentures governing
these notes) (collectively, the “guarantor subsidiaries”). Each guarantor subsidiary is a direct or indirect wholly-
owned subsidiary.

Set forth below are condensed consolidating financial statements of the guarantor subsidiaries and Chesapeake
Energy Marketing, Inc, which is not a guarantor of the senior notes and was a non-guarantor subsidiary for all
periods presented. All of our other wholly-owned subsidiaries were guarantor subsidiaries during all periods
presented.
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CONDENSED CONSOLIDATING BALANCE SHEET
AS OF SEPTEMBER 30, 2002
($ in thousands)

CURRENT ASSETS:
Cash and cash equivalents...........coceceveviveneinenencneennns
Accounts receivable .........ccceovereinennnne.
Short-term derivative accounts receivable...
Short-term derivative instruments ...........c.eccevevvevereeneenenn
Inventory and other
Total Current Assets..
PROPERTY AND EQUIPM
Oil and gas Properties........ccevereeeereerereseeeereeseseeereeneas
Unevaluated leasehold..........cccoocevirieieneninieeieseeene
Other property and equipment.............coceveveeeerieneenennns
Less: accumulated depreciation,
depletion and amOItization ............c.ccecvevvereenereereenenienns
Net Property and Equipment ...........ccccoeevvevenienennene
OTHER ASSETS:
Investments in subsidiaries and
Intercompany advances ............coeeeereererrererreniereneneenens
Long-term derivative receivable.
Deferred income tax asset ......
Long-term investments.....
Other assets .........c.c.....
Total Other Assets.
TOTAL ASSETS .......cocooiiiiiiiiiicceece

CURRENT LIABILITIES:
Notes payable and current maturities
of long-term debt..........cooceevieviviiirieieeeeee
Accounts payable .......c.cceereireininieeeee e
Accrued interest ....
Accrued liabilities ...........ccvne..
Short-term derivative inStruments .............cccoeeveevevveriennenns
Total Current Liabilities
LONG-TERM DEBT.................
REVENUES AND ROYALTIES DUE OTHERS
LONG-TERM DERIVATIVE INSTRUMENTS
OTHER LIABILITIES...........
INTERCOMPANY PAYABLES .........ccoovviieieiene.
STOCKHOLDERS' EQUITY:
Common StOCK.......ceevviirierieriecie e

Total Stockholders’ Equity........cccceveeruennene
TOTAL LIABILITIES AND STOCKHOLDER
EQUITY ..ottt

Guarantor Non-Guarantor
Subsidiaries Subsidiary Parent Eliminations Consolidated
ASSETS

$ (31,480) $ 19,555 $ 37,434 — $ 25,509
94,452 51,930 6,168 (32,453) 120,097
16,576 — — 16,576

843 — — — 843

12,288 531 5 — 12,824
92,679 72,016 43.607 (32.453) 175.849
4,210,692 — — — 4,210,692
68,995 — — — 68,995
60,945 28,303 53,156 — 142,904
(2,081.,287) (19.696) (3.895) — (2,104,878)
2,259,345 9.107 49.261 — 2,317,713

— 333,080 (333,080) —

4,058 — — — 4,058
(118,144) (1,928) 129,789 — 9,717

— — 20,734 — 20,734

3,628 117 12,850 (33) 16,562
(110,458) (1,811) 496.453 (333.113) 51,071

$ 2241,566 $ 79312 $ 589,321 $(365,566) $ 2,544,633

LIABILITIES AND STOCKHOLDERS' EQUITY

$ — $ — $ — 3 —  § —
100,515 51,441 — (32,453) 119,503

429 44,610 — 45,039

46,558 3,133 9,766 6 59,463
22,348 — — — 22,348
169,850 54,574 54,376 (32.447) 246,353

— 1,494,180 — 1,494,180

14,191 — — 14,191
20,132 — 29.226 — 49.358

5.764 — — — 5,764
1,724,481 (1,194) (1,723.248) (39) —

66 1 1,700 (57) 1,710

307,082 25,931 733.087 (333,023) 733.077
307,148 25932 734.787 (333,080) 734,787

$ 2,241,566 $ 79312 $ 589,321 §  (365,566) $ 2,544,633
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CONDENSED CONSOLIDATING BALANCE SHEET
AS OF DECEMBER 31, 2001
($ in thousands)

Non-
Guarantor Guarantor
Subsidiary Subsidiary Parent Eliminations Consolidated
ASSETS
CURRENT ASSETS:
Cash and cash equivalents............ccccocevririeiririeirnnnnnns $ (7,905) $ 19,714 $ 113,151 $ — $ 124,960
Accounts receivable ............... 78,950 30,380 2,715 (18,338) 93,707
Short-term derivative receivable.... 34,543 — — 34,543
Short-term derivative instruments . 97,544 — — 97,544
Inventory and other ................... 10,208 421 — — 10,629
Total Current ASSetS.........ccevvevververierreeeereienenes 213,340 50,515 115,866 (18,338) 361.383
PROPERTY AND EQUIPM
Oil and gas Properties.........cevververereeeerneerenesesenreenns 3,546,163 — — — 3,546,163
Unevaluated leasehold...........cc..coovveviiiieiieecieeee. 66,205 — — — 66,205
Other property and equipment............ccocceeereeieneennenns 53,681 23,537 38,476 — 115,694
Less: accumulated depreciation, depletion and
AMOTTIZALION ....vecvviiceivecee e (1.920.613) (18,668) (3.200) — (1.942.481)
Net Property and Equipment ...........cccccccecenuennee. 1.745.436 4.869 35.276 — 1,785,581
OTHER ASSETS:
Investments in subsidiaries and
intercompany advances ............c.ceceveeerreeerenerenenenne — (21,054) 21,054 —
Long-term derivative receivable...........ccoovevevenernnns 18,852 — — — 18,852
Deferred income tax asset ..........ccvevveeveeerieeseeseeseennns (218,596) (1,376) 287,753 — 67,781
Long-term derivative instruments.. 6,370 — — — 6,370
Long-term investments............... — — 29,849 — 29,849
Other @SSELS ....evveveiveerierierieiesieere ettt 5.589 334 11,050 (21) 16,952
Total Other ASSEtS.......cceeeeieeerierierieereeieeeeeeenen (187.785) (1.042) 307.598 21,033 139.804
TOTAL ASSETS ..o $ 1,770,991 $ 54,342 $ 458,740 $ 2,695 $2,286,768
LIABILITIES AND STOCKHOLDERS' EQUITY
CURRENT LIABILITIES:
Notes payable and current maturities of long-term
AEDL. it $ 602 $ — $ — $ — $ 602
Accounts payable .. . 92,203 35,600 — (18,338) 109,465
Accrued interest .... — 26,316 — 26,316
Accrued liabilities ..... 35,764 1,155 22 57 36,998
Total Current Liabilities 128,569 36,755 26,338 (18.281) 173.381
LONG-TERM DEBT ................. — 1,329.453 — 1,329.453
REVENUES AND ROYALTIE 12,696 — — 12,696
OTHER LIABILITIES ..........cooovoiiiieieieeeeeeeeee 3,831 — — 3.831
INTERCOMPANY PAYABLES .........cccovvviniinnns 1,664,517 19 (1,664.458) (78) —
STOCKHOLDERS’ EQUITY:
Common StOCK.......ccoeerueireriniiieireeeeeeeeeeeeenene 66 1 1,686 (57) 1,696
Other ....cooevveeeeeeeeeeeeeienee (38,688) 17,567 765,721 21,111 765,711
Total Stockholders’ Equity........cccccceueueeee. (38.622) 17.568 767.407 21.054 767.407
TOTAL LIABILITIES AND STOCKHOLDE
EQUITY ..ottt $ 1,770,991 $ 54,342 $ 458,740 $ 2,695 $2.286,768
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CONDENSED CONSOLIDATING STATEMENTS OF OPERATIONS
($ in thousands)

For the Three Months Ended September 30, 2002:
REVENUES:
Oil and s SALES ......eoveviriiuieriieiirieiet et
Risk management income (loss
Oil and gas marketing sales....
Total REVENUES ..ottt
OPERATING COSTS:
Production expenses and taXeS.........coceerveriererienirenieienieieeneesreseeesienea
General and administrative .......
Oil and gas marketing expenses .
Oil and gas depreciation, depletion and amortization................ceeeeeenns
Other depreciation and amortization
Total Operating Costs ..........cceuenne
INCOME FROM OPERATIONS
OTHER INCOME (EXPENSE):
Interest and other income
Interest expense.......c...cceueene...
Equity in net earnings of subsidiaries..
Total Other Income (Expense)..........
INCOME BEFORE INCOME TAXES.
INCOME TAX EXPENSE ...............
NET INCOME .........ooiiiiiiiiieeeeee ettt

For the Three Months Ended September 30, 2001:
REVENUES:
Oil and @as SAIES ....cc.evieieriieiieiieeee e
Risk management income .
Oil and gas marketing sales
Total Revenues ................
OPERATING COSTS:
Production expenses and taXeS.........coceereruererieirerierenieieenieesreneeesieneas
General and administrative
Oil and gas marketing expenses
Oil and gas depreciation, depletion and amortization.............ceceeveeveenene
Other depreciation and amortization
Total Operating Costs .......cccceerveeerennns .
INCOME (LOSS) FROM OPERATIONS.........cccccoininiiiiecien
OTHER INCOME (EXPENSE):
Interest and other INCOME..........evueeieriiriiiieieieeeere e
Interest expense .
Equity in net earnings of subsidiaries............coccceeeirerieinienieenieineinene
Total Other Income (EXPENSe) ......cc.eeueeeeiereenieneeiieiesienie e
INCOME (LOSS) BEFORE INCOME TAXES
INCOME TAX EXPENSE ........ccooviiiinnne
NET INCOME (LOSS).... v evvoeeeeeeeeeeseeeeseseeseseeseseessseeseseessssesssees
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Non-

Guarantor Guarantor

Subsidiaries  Subsidiary Parent Eliminations Consolidated
$ 163,012 $ — — $ — $ 163,012
(8,764) — 1,718 — (7,046)
— 134,510 — (92,294) 42,216
154,248 134,510 1.718 (92,294) 198.182
31,757 — — — 31,757
3,301 471 5 — 3,777
— 133,442 — (92,294) 41,148
58,334 — — — 58,334
2,668 487 572 — 3,727
96.060 134,400 577 (92,294) 138,743
58,188 110 1,141 — 59,439
275 300 24,532 (28,560) (3,453)
(27,990) 2) (28,884) 28,560 (28,316)
— — 18.526 (18,526) —
(27.715) 298 14,174 (18,526) (31,769)
30,473 408 15,315 (18,526) 27,670
12,191 164 (1,285) — 11,070
$ 18282 $ 244 $ 16,600 $ (18,526) $ 16,600
Non-
Guarantor Guarantor
Subsidiaries Subsidiary Parent Eliminations Consolidated
$ 177,746  $ — 3 — $ — $ 177,746
32,260 — — — 32,260
— 94,446 (65,541) 28.905
210,006 94,446 (65,541) 238911
26,366 — — — 26,366
2,835 324 81 — 3,240
— 93,487 — (65,541) 27,946
46,821 — — 46,821
1,606 20 538 — 2,164
77.628 93.831 619 (65,541) 106,537
132,378 615 (619) — 132,374
107 (956) 24,708 (23,727) 132
(25,044) — (22,787) 23,727 (24,104)
— — 89.918 (89.,918) —
(24.937) (956) 91.839 (89.918) (23.972)
107,441 (341) 91,220 (89,918) 108,402
43,009 (136) 26,212 (25,691) 43.394
$ 64432 $ (205) $ 65,008 $  (64,227) $ 65,008




CONDENSED CONSOLIDATING STATEMENTS OF OPERATIONS
($ in thousands)

For the Nine Months Ended September 30, 2002:
REVENUES:
Oil and a8 SALES ......eoveviriiieriieierieetee et
Risk management income (loss)
Oil and gas marketing sales
Total REVENUES ......c.oiiiiiiiiiiiiicccee e
OPERATING COSTS:
Production expenses and taXeS.........coceerveriererierinerierenieieenieeeeseeesienea
General and administrative ...
Oil and gas marketing expenses
Oil and gas depreciation, depletion and amortization..
Other depreciation and amortization ...............c........ .
Total Operating CoOSLS ......eeuveierieriieiieiieieierteeteee ettt
INCOME FROM OPERATIONS .......ccccooiiiiiiininciiecce
OTHER INCOME (EXPENSE):
Interest and other income
Interest expense.......c...cccueene...
Equity in net earnings of Subsidiaries. ..........coceouverieereinennenecneeaene
Total Other Income (Expense)..........
INCOME BEFORE INCOME TAXES.
INCOME TAX EXPENSE (BENEFIT)........ccccooniiiiiiiiieieeeeee
NET INCOME .........ooiiiiiiiiiieeeee ettt

For the Nine Months Ended September 30, 2001:
REVENUES:
Oil and s SALES ......eoveveriiieriieiiieetee e
Risk management income ..
Oil and gas marketing sales....
Total REVENUES ..ottt
OPERATING COSTS:
Production expenses and taXES.........cceveeeerieriereerieeeenieienenieseeseeeeeneenns
General and adMINIStIATIVE ........e.eevereeriiriirieieesere e
Oil and gas marketing EXpenSes ..........cceevereeeeriereeriereeeeneenseseesreeeeneenne
Oil and gas depreciation, depletion and amortization..
Other depreciation and amortization ...............c........ .
Total Operating CoOSLS ......eevevereeriirieeiieieierteete sttt nees
INCOME (LOSS) FROM OPERATIONS........ccccccoiiniiiieccien
OTHER INCOME (EXPENSE):
Interest and other INCOME.............eueuiiririeiiiiieicicceceee
INEETESt EXPEISE. ..c.euvieiiiiietitiriteitet ettt ettt
Gothic standby credit facility COSES .......cevuvirverirerieiniieeneceeceee
Equity in net earnings of subsidiaries..
Total Other Income (EXPEnse) .......ccoveeruerieirieiniinieinieieeneeereieenene
INCOME BEFORE INCOME TAXES
AND EXTRAORDINARY ITEMS ......coocoiiiiiiiincenecceee
INCOME TAX EXPENSE .........ccocooiiiiniiiiee.
NET INCOME BEFORE EXTRAORDINARY ITEMS .....................
EXTRAORDINARY ITEMS:
Loss on early extinguishment of debt,
net of applicable INCOME taX.....cc.evviririeieiee e
NET INCOME ........cocoiiiiiiiiiiiiiciicceeect e
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Non-
Guarantor Guarantor
Subsidiaries Subsidiary Parent Eliminations Consolidated
$ 456,992 $ — — $ — $ 456,992
(89,182) — 2,187 — (86,995)
— 362,939 — (250.605) 112,334
367.810 362,939 2,187 (250.605) 482,331
91,186 — — — 91,186
10,296 1,363 271 — 11,930
— 359,441 — (250,605) 108,836
157,731 — — — 157,731
7.323 1,257 1,909 — 10,489
266,536 362,061 180 (250.,605) 380.172
101,274 878 7 — 102,159
1,427 511 82,349 (83,067) 1,220
(80,620) (10) (82,403) 83,067 (79,966)
— — 14,075 (14,075) —
(79.193) 501 14,021 (14,075) (78.746)
22,081 1,379 14,028 (14,075) 23,413
8.833 552 19) — 9.366
$ 13,248 $ 827 § 14,047 $ (14,075) $ 14,047
Non-
Guarantor Guarantor
Subsidiaries  Subsidiary Parent Eliminations Consolidated
$ 574,190 $ — 3 — $ — $ 574,190
94,715 — — — 94,715
— 336,959 — (213.888) 123.071
668.905 336,959 — (213.888) 791,976
87,282 — — — 87,282
8,928 933 253 — 10,114
— 333,225 — (213,888) 119,337
124,904 — — — 124,904
3.955 60 1.939 — 5,954
225,069 334,218 2,192 (213.888) 347.591
443,836 2,741 (2,192) — 444 385
1,246 (982) 71,250 (70,130) 1,384
(77,059) (1) (66,047) 70,130 (72,977)
— — (3,392) — (3,392)
— — 297,975 (297.975) —
(75.813) (983) 299.786 (297.975) (74.985)
368,023 1,758 297,594 (297,975) 369,400
148,067 704 84,984 (85,136) 148,619
219,956 1,054 212,610 (212,839) 220,781
(8,171) — (37.829) — (46.000)
$ 211,785 $ 1,054 $ 174,781 $ (212,839) $ 174,781




CONDENSED CONSOLIDATING STATEMENTS OF CASH FLOWS
($ in thousands)

For the Nine Months Ended September 30, 2002:
CASH FLOWS FROM OPERATING

ACTIVITIES ...................

CASH FLOWS FROM IN
Oil and gas properties, net.

VESTING ACTIVITIES:

Proceeds from sale 0f assets.......coceovvevieereinencineireeeene
Additions to other property, plant and equipment and other....

Other investments, net.......

Cash (used in) provided by investing activities.........c..c.ccceuev.

CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds from revolving bank credit facility............ccccccveuennee

Payments on revolving bank credit facility ...

Cash paid for repurchase of senior notes.............. .
Cash paid for repurchase premium on senior notes.................
Cash received on issuance of S€NiOr NOLES.........ccoeevveuveeeruennne

Cash dividends paid on preferred stock..

Exercise of stock options...
Financing charges ..........
Other.....ccooeeeininiiiccine,

Intercompany advances, net.............

Cash provided by financing activities ..........c.cccevererereeuennene.
NET INCREASE (DECREASE) IN CASH AND CASH

EQUIVALENTS ............

CASH, BEGINNING OF PERIOD

CASH, END OF PERIOD

For the Nine Months Ended September 30, 2001:
CASH FLOWS FROM OPERATING

ACTIVITIES

CASH FLOWS FROM INVESTING ACTIVITIES:

Oil and gas properties, net

Proceeds from sale 0f @ssets.......cceovvevveerenieiencinenicceenne
Additions to other property and equipment............c.cccevveuenee

Other additions..................

Cash (used in) provided by investing activities.............coce....

CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds from revolving bank credit facility...............

Payments on revolving bank credit facility ..

Cash paid for financing costs related to debt
Cash dividends paid on preferred stock...........cccoecevirieinennns

Cash paid for repurchase of senior notes..............
Cash paid for repurchase premium on senior notes .

Financing charges .............

Cash received on issuance of senior notes..

Exercise of stock options...

Cash paid in settlement of make-whole provision related

to common stock ............

Intercompany advances, net

Cash (used in) provided by

Effect of exchange rate changes on cash..........
NET INCREASE (DECREASE) IN CASH
CASH, BEGINNING OF PERIOD...........

CASH, END OF PERIOD

financing activities

Guarantor Non-Guarantor
Subsidiaries Subsidiary Parent Eliminations Consolidated
$ 311.819 $ (1,205 $ 57119 $ (14.075) $ 353,658
(297,199) — (292,520) — (589,719)
75 — — — 75
(5,977) (5,266) (14,676) — (25,919)
(3.411) (16) 1.807 — (1,620)
(306,512) (5,282) (305.389) — (617.183)
95,818 — — — 95,818
(95,818) — — — (95,818)
— — (63,541) — (63,541)
— — (1,869) — (1,869)
— — 245,984 — 245,984
— — (7,649) — (7,649)
— — 2,129 — 2,129
— — (3,671) — (3,671)
— — (74) — (74)
(25,605) 6.328 5.202 14,075 —
(25,605) 6.328 176.511 14,075 171,309
(20,298) (159) (71,759) — (92.216)
(11.313) 19.714 109,193 — 117,594
$ (3l.611) $§ 19,555 $§ 37434 $ — § 25378
Guarantor Non-Guarantor
Subsidiaries Subsidiary Parent Eliminations Consolidated
$ 409.779 $ 12,271 $ 231,745 $(212,839) $ 440956
(389,075) — — — (389,075)
734 — — — 734
(19,819) (250) (8,373) — (28,442)
(174) — (37.206) — (37.380)
(408,334) (250) (45.579) — (454.163)
372,000 — — — 372,000
(208,000) — — — (208,000)
— — (1,092) — (1,092)
— — (830,382) — (830,382)
— — (75,639) — (75,639)
(5,672) — (6,668) — (12,340)
— — 786,664 — 786,664
— — 2,929 — 2,929
— — (3,336) — (3,336)
— — (10) — (10)
8,686 (19.388) (202.137) 212.839 —
167,014 (19.388) (329.671) 212.839 30,794
(545) — — — (545)
167,914 (7,367) (143,505) — 17,042
(19.868) 7.200 12,668 — —
$ 148,046 $ (167) $(130.837) $ — $ 17,042
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CONDENSED CONSOLIDATING STATEMENTS OF COMPREHENSIVE INCOME (LOSS)
($ in thousands)

For the Three Months Ended September 30, 2002:
NEt INCOME ...t
Other comprehensive income (loss), net of income tax:
Change in fair value of derivative instruments ..............
Reclassification of (gain) or loss on settled contracts ....
Ineffective portion of derivatives qualifying for

Equity in net other comprehensive income
(loss) of SUDSIAIATIES ......cvvevreienieiesiieieee e
Comprehensive INCOME ......cc.eveeeeereerierieeeeieeeieseeeieenea

For the Three Months Ended September 30, 2001:

Net inCOmME (10SS)...vveuvervierieiieiieieieiere et
Other comprehensive income, net of income tax:
Foreign currency translation ...........c.coeeeeeveeneninennne
Change in fair value of derivative instruments .
Reclassification of (gain) or loss on settled contracts ....
Ineffective portion of derivatives qualifying for

cash flow hedge accounting..........ccccecveveveeerceeeneenne.
Equity in net other comprehensive income

(loss) Of SUDSIAIATIES .....evveveeiienieierieierieeeeeieeeee e
Comprehensive income (108S).....c..cceeveeruerveereeeeneenenne.

For the Nine Months Ended September 30, 2002:
NEtINCOME «...enviiieieieieieee e
Other comprehensive income (loss), net of income tax:
Change in fair value of derivative instruments ..............
Reclassification of (gain) or loss on settled contracts ....
Ineffective portion of derivatives qualifying for
cash flow hedge accounting.

Equity in net other comprehensive income
(l0sS) Of SUDSIAIATIES .....euvvvieieenieiesieieeeeeeeeeeee e
Comprehensive income (loss)

For the Nine Months Ended September 30, 2001:

Net INCOME ......viiiiiiiiicicice e
Other comprehensive income (loss), net of income tax:
Foreign currency translation ............coccoeeevverereneenennne
Cumulative effect of accounting change for

financial derivatives...........coeevveierienencreeeeeeeee
Change in fair value of derivative instruments ..............

Reclassification of (gain) or loss on settled contracts ....

Ineffective portion of derivatives qualifying for
cash flow hedge accounting..........cccceeveveveeerceeennenne.

Equity in net other comprehensive income
(loss) of SUDSIAIATIES .....ccvvevreeienieieiieeieee e

Comprehensive INCOME ......coveeervereeeerreerienieerieeerereeneenes

Guarantor Non-Guarantor
Subsidiaries Subsidiary Parent Eliminations Consolidated
$ 18,282 $ 244 $ 16,600 $  (18,526) $ 16,600
(3,887) — — — (3,887)
(3,274) — — — (3,274)
32 — — — 32
— — 49) — (49)
— — (7.129) 7.129 —
$ 11,153 $§ 244 $ 9.422 $ (11,397) $ 9.422
Guarantor Non-Guarantor
Subsidiaries Subsidiary Parent Eliminations Consolidated
$ 64,432 $ (205 $ 39,317 $ (38,536) $ 65,008
(2,826) — — — (2,826)
63,857 — — — 63,857
(34,786) — — — (34,786)
(575) — — — (575)
— — 25,670 (25,670) —
$ 90,102 $ (205 $ 64987 $ (64.206) $ 90,678
Guarantor Non-Guarantor
Subsidiaries Subsidiary Parent Eliminations Consolidated
$ 13,248 $ 827 $ 14,047 $  (14,075) $ 14,047
(16,859) — — — (16,859)
(19,044) — — — (19,044)
1,342 — — — 1,342
— — (49) — (49)
— — (34,561) 34,561 —
$ (21.313) $ 827 $ (20.563) $ 20486 $  (20.563)
Guarantor Non-Guarantor
Subsidiaries Subsidiary Parent Eliminations Consolidated
$ 211,785 $ 1,054 $ 89,645 $ (127,703) $ 174,781
(3,551) — — — (3,551)
(53,580) — — — (53,580)
159,326 — — — 159,326
(18,774) — — — (18,774)
(1,151) — — — (1,151)
— — 82,270 (82,270) —
$ 294,055 $ 1054 $ 171915 $ (209.973) $ 257,051
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6. Segment Information

Chesapeake has two reportable segments under SFAS No. 131, Disclosures about Segments of an Enterprise and
Related Information. One segment is related to our exploration and production activities, and the other segment is
related to oil and gas marketing activities. The reportable segment information can be derived from the condensed
consolidating financial statements included in Note 5. The separate results and financial condition of Chesapeake
Energy Marketing, Inc., our wholly owned subsidiary which conducts all our marketing activities, are reflected in
the column captioned “Non-Guarantor Subsidiary.”

7. Recent Accounting Pronouncements

In June 2001, the Financial Accounting Standards Board issued Statement of Financial Accounting Standards
Nos. 141 and 142. SFAS No. 141, Business Combinations, requires that the purchase method of accounting be used
for all business combinations initiated after June 30, 2001. SFAS No. 142, Goodwill and Other Intangible Assets,
changes the accounting for goodwill from an amortization method to an impairment-only approach and was
effective in January 2002. We have adopted these new standards, which have not had a significant effect on our
results of operations or our financial position.

In June 2001, the FASB issued SFAS No. 143, Accounting for Asset Retirement Obligations. SFAS No. 143 is
effective for fiscal years beginning after June 15, 2002 and establishes an accounting standard requiring the
recording of the fair value of liabilities associated with the retirement of long-term assets (mainly plugging and
abandonment costs for our depleted wells) in the period in which the liability is incurred (at the time the wells are
drilled). We are currently evaluating our oil and natural gas properties to determine the impact of the adoption of
SFAS 143 on our financial position and results of operations.

In August 2001, the FASB issued SFAS No. 144, Accounting for the Impairment or Disposal of Long-Lived
Assets. SFAS 144 was effective January 1, 2002. This statement supersedes SFAS No. 121, Accounting for the
Impairment of Long-Lived Assets and for Long-Lived Assets to be Disposed Of, and amends Accounting Principles
Board Opinion No. 30 for the accounting and reporting of discontinued operations, as it relates to long-lived assets.
Our adoption of SFAS 144 did not affect our financial position or results of operations.

In April 2002, the FASB issued SFAS No. 145, Rescission of FASB Statements No. 4, 44, and 64, Amendment of
FASB Statement No. 13, and Technical Corrections. SFAS No. 145 is effective for fiscal years beginning after May
15,2002. We have early adopted this standard and it did not have a significant effect on our results of operations or
our financial position.

In July 2002, the FASB issued SFAS No. 146, Accounting For Costs Associated with Exit or Disposal Activities.
SFAS No. 146 is effective for exit or disposal activities initiated after December 31, 2002. We have no such
activities, thus we do not believe the impact of the adoption of SFAS No. 146 will be material.

8. Subsequent Event

On November 6, 2002, Chesapeake priced a private offering of $50 million principal amount of 9.0% senior
notes due 2012. The net proceeds are expected to be approximately $51.3 million. The 9.0% senior notes will be
issued as additional securities under the August 12, 2002 indenture pursuant to which our outstanding 9.0% senior
notes were issued. Closing of the offering is expected to occur on November 13, 2002, and is subject to satisfaction
of customary closing conditions. The net proceeds from this offering are expected to be used for repurchase of
amounts currently outstanding under our 7.875% senior notes and under our revolving bank credit facility. The
9.0% senior notes to be issued will not be registered under the Securities Act of 1933 and may not be offered or sold
in the United States absent registration or an applicable exemption from registration requirements.
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PART I. FINANCIAL INFORMATION

Item 2. Management's Discussion and Analysis of Financial Condition and Results of Operations

Overview

The following table sets forth certain information regarding the production volumes, oil and gas sales, average
sales prices received and expenses for the periods indicated:

Three Months Ended Nine Months Ended
September 30, September 30,
2002 2001 2002 2001
Net Production:
Ol (MDY <ottt 872 705 2,525 2,073
Gas (mmcf).........coeeeee. 41,429 36,549 116,826 107,634
Gas equivalent (IMMCFe)........oocevieiiiirerireeeeeee e 46,661 40,779 131,976 120,072
$ 19,299 $ 64,193 $ 58,096
158.447 392.799 516.094
$177,746 $456,992 $574,190
Average Sales Price:
Oil ($ PETBDBL) oot $ 25.67 $ 2737 $ 2542 $ 28.03
Gas ($ per mef) ..o, . $ 339 $ 434 $ 336 $ 479
Gas equivalent ($ per mcfe) $ 349 $ 436 $ 346 $ 478
Expenses ($ per mcfe):
Production expenses $ 0.53 $ 0.47 $ 054 $ 047
Production taxes................... . $ 015 $ 017 $ 015 $ 026
General and administrative ..................... $ 0.08 $ 0.08 $ 0.09 $ 0.08
Depreciation, depletion and amortization ............c.cceeevevveueerennnene $ 1.25 $ 1.15 $ 1.20 $ 1.04
Net Wells DIilled........oovevevieeeeeeeeeeeeeeeeeeeeeeee e 79 54 204 208
Net Wells at End of Period ........cc.ooovviiiiiieieiiecieeeeeeeeeeee 4,102 3,458 4,102 3,458

Results of Operations — Three Months Ended September 30, 2002 (" Current Quarter') vs. September 30,
2001 ("Prior Quarter')

General. For the Current Quarter, Chesapeake had net income available to common shareholders of $14.1
million, or $0.08 per diluted common share, on total revenues of $198.2 million. This compares to net income
available to common shareholders of $65.0 million, or $0.38 per diluted common share, on total revenues of $238.9
million during the Prior Quarter. The Current Quarter’s results included, on a pre-tax basis, a non-cash $7.0 million
risk management loss, a non-cash impairment of $4.8 million representing 100% of the cost we allocated to common
stock warrants of Seven Seas Petroleum Inc. and a $0.5 million loss from repurchases of debt. The Prior Quarter’s
results included, on a pre-tax basis, non-cash risk management income of $32.3 million.

Oil and Gas Sales. During the Current Quarter, oil and gas sales decreased 8% to $163.0 million from $177.7
million in the Prior Quarter. For the Current Quarter, we produced 46.7 billion cubic feet equivalent (bcfe),
consisting of 0.9 million barrels of oil (mmbbl) and 41.4 billion cubic feet of gas (bcf), compared to 0.7 mmbbl and
36.5 bef, or 40.8 befe, in the Prior Quarter. The production increase is the result of successful drilling results and
production from various acquisitions completed during the Current Quarter partially offset by the sale of our
Canadian reserves effective October 1, 2001. Average oil prices realized were $25.67 per bbl in the Current Quarter
compared to $27.37 per bbl in the Prior Quarter, a decrease of 6%. Average gas prices realized were $3.39 per
thousand cubic feet in the Current Quarter compared to $4.34 per mcf in the Prior Quarter, a decrease of 22%.

For the Current Quarter, we realized an average price of $3.49 per mcfe, compared to $4.36 per mcfe in the Prior
Quarter, including in each case the effects of hedging. Our hedging activities resulted in increased oil and gas
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revenues of $22.2 million, or $0.47 per mcfe, in the Current Quarter, compared to an increase in oil and gas
revenues of $64.4 million, or $1.58 per mcfe, in the Prior Quarter.

The following table shows our production by region for the Prior Quarter and the Current Quarter:

For the Three Months Ended September 30,

2002 2001
Operating Areas (Mmcfe) Percent (Mmcfe) Percent
Mid-Continent........ 39,024 84% 29,159 72%
Gulf Coast 5,074 11 6,279 15
Permian Basin. 1,719 3 3,276 8
844 2 1,155 3
— — 910 _2
46,661 100% 40,779 100%

Gas production represented approximately 89% of our total production volume on an equivalent basis in the
Current Quarter, compared to 90% in the Prior Quarter.

Risk Management Income (Loss). Chesapeake recognized a $7.0 million non-cash risk management loss in the
Current Quarter, compared to a $32.3 million non-cash gain in the Prior Quarter. The risk management loss for the
Current Quarter consisted of a $10.3 million non-cash gain related to changes in fair value of derivatives not
designated as cash flow hedges and $17.3 million of reclassifications of gains on the settlement of such contracts.
Risk management income in the Prior Quarter included a $37.7 million non-cash gain attributable to the change in
fair value of derivatives not designated as cash flow hedges, $6.4 million of reclassifications of gains on the
settlement of such contracts, and a non-cash gain of $1.0 million associated with the ineffective portion of our cash
flow hedges.

Pursuant to SFAS 133, our cap-swaps, straddles, strangles, counter-swaps and basis protection swaps do not
qualify for designation as cash flow hedges. There was also a portion of our interest rate swaps that did not qualify
as a fair value hedge. Therefore, changes in fair value of these instruments that occur prior to their maturity,
together with any change in fair value of hedges resulting from ineffectiveness, are reported in the statement of
operations as risk management income (loss). Amounts recorded in risk management income (loss) do not represent
cash gains or losses. Rather, these amounts are temporary valuation swings in contracts or portions of contracts that
are not entitled to receive cash flow or fair value hedge accounting treatment. All amounts initially recorded in this
caption are ultimately reversed within this same caption and are included in oil and gas sales and interest expense, as
applicable, over the respective contract terms. Detailed information about our oil and gas hedging positions appears
in Item 3 — Quantitative and Qualitativ