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DOUG JACOBSON, EXECUTIVE VICE PRESIDENT - ACQUISITIONS AND 
DIVESTITURES, IS A STAR IN A CAREER THAT USES HIS ACCOUNTING 
BACKGROUND IN NON-ACCOUNTING ROLES.

After graduating from John Brown University and the University of Arkansas, Jacobson became a 
CPA and spent several years with a major accounting fi rm auditing oil and gas companies. In 1980 he 
joined Samson Resources Company as Acquisitions Auditor and went on to serve in a number of ca-
pacities before being named Senior Vice President of Acquisitions and Divestitures. Then in 1999, Au-
brey McClendon and Tom Ward approached him to join Chesa-
peake as Senior Vice President of Acquisitions and Divestitures.

“Our department is tasked to identify and assist with evalua-
tion of acquisition opportunities in areas where we want to grow 
the company and potential divestitures in areas that may not be 
core,” said Jacobson. “Once opportunities are identifi ed and eval-
uated, we negotiate the transactions and immortalize the terms 
into formal agreements, coordinate the due diligence and close. Once closed, we work on the transi-
tion into or out of the company, along with the various other departments impacted.”  

Historically, A&D focused on acquisitions that included some level of production, and pure lease-
hold acquisitions had been the focus of the Land Department. 

“However, as the company’s focus has changed we’ve become more active in larger acreage pur-
chases with the assistance of Land,” Jacobson explained.  “In addition, we’ve recently gotten very in-
volved in negotiating and consummating some sizable joint venture transactions. Accordingly, the 
lines between A&D and Land are increasingly blurry. We work with just about every department in the 
company – but no department more closely than Land.  They play an integral role in what we do.”

That kind of change has been the norm since Jacobson joined the company.
“1999 was a very interesting time to come to Chesapeake,” he refl ected. “There were a lot of moving parts, and Tom and Aubrey were committed to grow-

ing the company through acquisitions and drilling.  Our success in the succeeding years helped label Chesapeake and very few others as ‘serial acquirers’ back 
then. Things really haven’t slowed down – they’ve just changed.  I think our company’s ability to adapt to marketplace changes and reallocate resources has 
been a key to its survival and profi tability for its shareholders.” As the marketplace has changed, the company has used its experienced A&D Department to 
move in the directions necessary to be successful.   

The move to joint ventures enabled Chesapeake to monetize part of its acquired acreage position and to bring in partners with capital to assist in its further 
development. In the past nine months, the A&D group has helped Chesapeake complete three landmark joint venture partnerships that will enable the compa-
ny to most effectively develop valuable shale assets: with Plains Petroleum in the Haynesville Shale, BP in the Fayetteville Shale and most recently StatoilHydro 
in the Marcellus Shale.

It was a unique achievement: accomplishing three such immense deals on attractive terms at a time when many didn’t think it was possible. 
That’s what Jacobson likes about his job.
“I enjoy the challenge of constant change, moving from one project to another,” he said. “In each transaction you’re dealing with different personalities and 

needs on the other side of the table. As we deal with those, one of our goals – along with getting satisfactory returns of course –  is structuring win/win deals 
where both parties walk away happy with the arrangement.

“Focusing on that objective has benefi ted us through repeated transactions with the same parties.”
Chesapeake’s secret of success in A&D?

“It’s our ability to react quickly,” Jacobson answered with a smile. “Our willingness to make quick decisions is a monumental advantage. That willingness 
starts at the top, as Aubrey is committed to putting the company’s resources in place to allow us to be successful. It continues with the team we’ve assembled 
and the immeasurable assistance we get from every other department in the company.”

into formal agreements, coordinate the due diligence and close. Once closed, we work on the transi-

“OUR WILLINGNESS TO 
MAKE QUICK DECISIONS 
IS A MONUMENTAL 
ADVANTAGE.”

Doug Jacobson
Executive Vice President - 
Acquisitions and Divestitures
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THE HAYNESVILLE 
SHALE MAY BE THE 
BIGGEST THING TO HIT 
SHREVEPORT SINCE 
OCTOBER 16, 1954, WHEN 
19-YEAR-OLD AMATEUR 
SINGER ELVIS PRESLEY 
WALKED ONTO THE 
STAGE OF THE LOUISIANA 
HAYRIDE RADIO SHOW 
TO PERFORM “THAT’S ALL 
RIGHT MAMA.”

CHESAPEAKE IS WRITING A NEW 
CHAPTER IN THE LONG HISTORY 

OF ENERGY PRODUCTION IN 
LOUISIANA.  AFTER TWO YEARS 

OF SCIENTIFIC EVALUATIONS AND 
PETROPHYSICAL STUDIES OF 

MORE THAN 100 EXISTING WELLS, 
THE COMPANY ANNOUNCED IN 

MARCH 2008 THE DISCOVERY OF 
WHAT MAY BECOME THE LARGEST 

NATURAL GAS FIELD IN THE U.S., 
THE HAYNESVILLE SHALE. THE HAYNESVILLE SHALE. 
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HAYNESVILLE
Fog casts an eerie light over Nomac Rig #20 drilling the 
Branch 11 H-1 well in Caddo Parish, Louisiana. Above, 
Driller Victor Palacios with Steve Mason, Halliburton 
Directional Drilling Supervisor. Lower photo, the crew 
of Nomac #20: Palacios, Bill Twinstra, Derrickman; 
Adrian Alaviz, Floorman; Francisco Gaona, Floorman; 
and Jose Castellano, Motorman.
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The discovery required vast amounts of seismic data (3,700 
miles of licensed 2-D seismic data and 53 square miles of licensed 
3-D data so far), well testing and core sampling. The Chesapeake 
Reservoir Technology Center (RTC) in Oklahoma City provided 
near real-time incorporation of results and fi ndings to help refi ne 
processes in the lab, modeling, mapping and operations.

Coordination and teamwork between geology, 
petrophysical, operational and RTC groups made the Haynesville 
Shale a reality.  Now that team is working out how to effi ciently 
apply and develop the treasure it has discovered.

A vast treasure it is: encompassing a 3.5 million acre area, 
this massive resource play has a total unrisked unproved net re-
serve potential of 29 trillion cubic feet of equivalent (tcfe). Its to-
tal risked unproved reserve potential is more than 14 tcfe – almost 
twice that of the Barnett Shale in north-central Texas, which is the 
nation’s current natural gas hot spot. (Continued on page 4)nation’s current natural gas hot spot. (Continued on page 4)
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(Continued from page 3)

Since the opening bell rang in the Haynesville Shale, the company’s rig count has 
risen from four to 18 at year-end 2008 in the northwestern Louisiana parishes of Caddo, 
DeSoto, Red River and Sabine. The play also extends into Harrison, Panola and Shelby 
counties of East Texas, where the fi rst horizontal well is currently being drilled. 

Today the company already has 30 producing wells in northwest Louisiana with 
net natural gas production of 80 million cubic feet (mmcf). More wells are coming on line 
weekly, with 3,000 potential net risked wells in inventory.

The typical Haynesville Shale well is 16,000 to 17,000 feet in total depth (between 
10,000 and 13,000 feet of vertical and 4,800 feet of horizontal depth).  Long horizontals 
provide greater exposure to the gas-bearing formation, and since gas in the Haynesville is 
high pressured, each well is expected to have higher reserves – a range of 4.5 to 8.5 billion 
cubic feet of equivalent (bcfe), with a reasonable midpoint of 6.5.

“We are uniquely positioned here with tremendous opportunities,” said Dave 
Wittman, District Manager – Haynesville Shale. “This play will have a great fi nancial impact 
on our company. And in a rural area like this one, it will also have a great impact on the 
people who live here. A lot of landowners will benefi t from our activities.”

Chesapeake currently owns or has commitments for almost 500,000 net acres of 
leasehold, after selling 20% of its acreage to Plains Exploration & Production Company in a 
joint venture completed in summer 2008. The $3.3 billion 
cash injection from the Plains partnership will help 
fund a substantial portion of the leasehold, drilling and 
completion costs required for development, providing 
exceptional fi nding costs of less than $1 per thousand 
cubic feet of natural gas equivalent.

The company is developing the Haynesville Shale 
with 80-acre well spacing, eight wells per section, situated 
on what it calls “superpads.” Each superpad, located on a section line, will be home to 
eight wells, each featuring a single 4,800-foot lateral oriented north to south.  Gathering 
systems are oriented east-west along section lines. This innovative development plan 
provides signifi cant advantages over traditional one-well, one-
padsite development: it reduces the environmental footprint of the 
operation, requires fewer rig moves and helps contain location costs.

Natural gas is transported through transmission pipelines, and 
those in place in the Haynesville Shale are not currently adequate 
to move the vast quantities of gas the play will produce. As a result, 
Chesapeake Midstream Partners (CMP), a gathering system 
operation that is part of Chesapeake Energy Marketing, Inc. (CEMI), 
is ramping up existing gathering systems and pipelines from 170 
million cubic feet per day (mmcf/d) capacity up to 1.4 billion cubic 
feet per day (bcf/d).

More than 300 miles of right-of-way are proposed for the 
area, with transmission systems designed to accommodate 
Chesapeake leasehold, drillsite locations and future pipelines.  
The systems will include both high and dual pressure pipelines to 
minimize compression operating costs. Five compressor stations 
will eventually move Haynesville Shale gas, with two large 1.0 to 2.0 
billion cubic feet per day (bcf/d) central facilities featuring compression and dehydration 
systems. The new gathering systems will position the company to connect with any new 
Haynesville Shale operations and interconnect with existing major interstate pipelines.

“We want to sell good, dry, clean gas,” said Joe Stockton, Midstream Operations 
Foreman for CMP. “The new facilities will include the newest amine treatment equipment 
to strip CO2 and H2O from the gas. The purer the gas, the cleaner it burns and the more 
valuable it is. We also want it pure down the pipeline, because CO2 will corrode pipelines.”

Developing a play the size of the Haynesville Shale is time consuming and costly, but 
the people in the heart of the action enjoy every minute of it.

“The fun’s in the challenge,” said John Cogar, Production Supervisor, “Putting it 
together and watching it go through the pipe. Yes, there is huge cost and risk in this project. 
But it has the biggest upside imaginable – seeing our success.”

“THE FUN’S IN THE 
CHALLENGE. PUTTING 
IT TOGETHER AND 
WATCHING IT GO 
THROUGH THE PIPE.”
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operation, requires fewer rig moves and helps contain location costs.

billion cubic feet per day (bcf/d) central facilities featuring compression and dehydration 
systems. The new gathering systems will position the company to connect with any new 
Haynesville Shale operations and interconnect with existing major interstate pipelines.
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A photographic diary of development in the 
Haynesville Shale.  Drilling: Nomac Rig #22 
in the twilight. Completion: in the lower 
right photo a workover crew drills out frac 
plugs to enhance production on the Walton 
23-2. Lower left, Chesapeake Completion 
Foreman Buddy Powell keeps a watchful 
eye on the proceedings. Gathering: in the 
upper right photo, pipe comes together 
during the Keatchie Bayou Gathering 
System expansion.  Upper left, state-
of-the-art gas puri� cation tower at the 
gathering station.
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On or o�  the job, Chesapeake employees make the case for H2O

JEFF SHAFER IS AN AVID FLY FISHERMAN WHO LOVES TO BE OUT 
IN A TROUT STREAM.  SHAFER, WHO IS MANAGER – FEE TITLES IN 

CHESAPEAKE’S EASTERN DIVISION, SHARES HIS AFFECTION FOR THE 
OUTDOORS WITH HUNDREDS OF WEST VIRGINIA STUDENTS THROUGH 
A PROGRAM CALLED TROUT IN THE CLASSROOM. SPONSORED BY THE 

KANAWHA VALLEY CHAPTER OF TROUT UNLIMITED, THE PROGRAM 
INTRODUCES ELEMENTARY STUDENTS TO THE OUTDOORS AND TO THE 

CONCEPTS OF CONSERVATION, ENVIRONMENTAL EDUCATION AND 
RESPONSIBILITY. ITS SUCCESS CAN BE GAUGED BY THE FACT IT HAS 

GROWN FROM ONE TO SEVEN SCHOOLS IN THE PAST YEAR.

By Cheryl Hudak

Right photo, a teacher demonstrates water 
testing to students participating in the Trout 
in the Classroom Program. Above, rowers on 
the Oklahoma River. Upper right, whitewater 
rafting on the Big Sandy, a tributary of the 
Cheat River in West Virginia.  
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In classroom aquariums, students raise trout from eggs to fi ngerlings which are released into a nearby coldwater 
stream.  In the process, students are responsible for fi lling and monitoring water tanks, feeding the fi sh, maintaining water 
quality and studying stream habitats. They also keep daily logs recording pH levels, ammonia, temperatures, any changes 
in the fi sh and feeding times, signing their names each day.

One teacher wrote: “This has been one of the most delightful experiences of my teaching career! I have been able to 
incorporate so many different areas of our curriculum to the tank: sequencing, predictions, drawing conclusions, keeping 

records, chemistry, biology and responsibility. I have several reluctant writers, but the 
journal entries help students communicate their thoughts on paper.”

Shafer is involved in setting up tanks and equipment in the classrooms, and 
remains on call to teachers and students throughout the fi sh-raising process. 

“This is one of the most rewarding projects I’ve ever been involved in,” Shafer 
said. “To see the faces of those young students light up when they are telling you 
about their fi sh and showing them to you is priceless.”

Chesapeake and its employees are involved in water-related conservation 
efforts throughout the company’s operating areas. It is an active member of 
the Ground Water Protection Council, a national organization dedicated to the 
protection and conservation of ground water resources for all benefi cial uses. 

In West Virginia, Chesapeake also supports the Friends of the Cheat River 
project.  In Arkansas, it is a major contributor to the Ozark Rivers program of The 

Nature Conservancy, which focuses on conservation efforts reducing siltation and sedimentation in Ozark rivers.
The company believes rivers are not only life giving, but lifestyle enhancing. As a result, Chesapeake recently 

helped sustain the Falcon Lake Park Project in Zapata, Texas. The 573-acre state park was created from the waters of the 
Rio Grande River and is home to some of the nation’s premier bass fi shing.  Farther north, the Oklahoma River, which 
fl ows near downtown Oklahoma City, has become an acclaimed rowing venue with the Chesapeake Boathouse hosting 
international regattas in an area which 10 years ago was an eyesore.

 The company carries that commitment to water conservation into its day-to-day operations.  Water is a 
critical element in bringing up oil and natural gas, particularly in unconventional plays like shales, which require 
horizontal wells and fracture stimulation to produce. 

As Chesapeake ramps up development in shale gas plays from Texas to New York, its water requirements 
will continue to grow. On a per-well basis, shale wells require more water to drill and frac. However, each shale well can 
produce as much as fi ve times the volume of one conventional well, so fewer wells can produce the same amount of 
natural gas.

Chesapeake is a staunch advocate of conscientious development, including responsible water use. In each of the 
17 states where it operates, the company complies with a complex array of restrictions and regulations put in place by 
local, state and federal entities. It works with scores of water boards, environmental agencies and commissions as well as 
property owners as it searches for new and better answers to water issues.

“Our goal is to develop close relationships with each of hundreds of regulatory commissions at the state and local 
levels, so both the states and the company can meet our goals,” said Mike Mathis, who recently joined Chesapeake 
as Manager – Regulatory, Water Planning. Mathis will provide leadership and technical focus to help the company’s 
operations specialists as they plan and identify long-range water needs and options.

“We’ve commissioned water studies in all our major shale plays: the Haynesville, Fayetteville and Marcellus shales,” 
Mathis said. “We’re using those studies to provide a baseline for a similar study in the Barnett Shale. Through these studies, 
we are looking at the regulatory framework in each area, as well as available water sources. All this information will help as 
we start interacting with each regulatory community, and will make it easier to work with them in the development of long-
term water plans.”

 In Oklahoma, legislation was recently passed to establish a technical work group to identify supplies of “marginal 
quality” water – water that is too brackish or has too high a saline content for some uses such as drinking, but can be used 
for other purposes. The group is further charged with identifying possible uses for this low-quality water and technologies 
being developed to use it. A member of the Oklahoma work group, Mathis will also work with other Chesapeake 
environmental specialists to help undertake similar initiatives in other states.

WATER
On or o�  the job, Chesapeake employees make the case for H2O

THE PLAY: 
THE ENVIRONMENT
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THE TECHNOLOGY: 
FRACTURE STIMULATION

drill itdrill itmap itmap it
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ALMOST ANYONE IN THE NATURAL GAS INDUSTRY WILL 
AGREE THAT PRODUCING NATURAL GAS TODAY IS A THREE-PART 
JOURNEY. AS UNCONVENTIONAL RESOURCES PLAY INCREASINGLY 
CRITICAL ROLES IN MEETING U.S. ENERGY NEEDS, FRACTURE 
STIMULATION (OR HYDRAULIC FRACTURING) HAS BECOME 
THE THIRD LEG OF THE LONG JOURNEY FROM EXPLORATION TO 
PRODUCTION. IT BRINGS HOME THE GAS.

Hydraulic fracturing, commonly known as “fracing,” is a completion 
technique used by engineers to create a crack or fracture in rock that 
contains oil or gas, propping open the rock to let hydrocarbons fl ow out and 
up through the wellbore.

In 2007, about 50% of the total U.S. natural gas production came from 
unconventional resource plays such as tight sand, gas shale and coalbed 
methane. As one of the nation’s top unconventional operators, Chesapeake 
uses hydraulic fracturing techniques on approximately 99% of its wells.

  “Often, completions are the key to discovering new plays,” explained 
Jeff Fisher, Senior Vice President – Production. “There have been a lot of by-
passed rocks, known depositions considered uneconomic. New completion 
techniques have opened up opportunities that previously didn’t exist.”

According to Fisher, Chesapeake has fraced most wells in the hard rock 
plays where it operates for many years. The difference is today the company 
combines fracing with horizontal drilling.

“That’s changed the game,” he said. “At one time, fracture stimulation 
was done to enhance well productivity. Today, in our shale plays, it’s required 
to have any production at all.”

The technique is used in newly completed wells to increase drainage 
rates and maximize fi eld development. It is also used for already-
producing wells in developed or mature fi elds to get the most out of existing 
infrastructure and maintain production rates. (Continued on page 10)

  9
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Festooned with red pipes, the University 19-9 #2 is the star of the 
show during fracture stimulation in West Texas. An army of pumper 
trucks, mixing tanks and storage units for water and sand converge 
on the site during the four to � ve days it takes to frac the well. 
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THE ENTIRE FRACING PROCESS IS HIGHLY COMPLICATED AND CAN TAKE UP TO FOUR OR FIVE DAYS TO 
COMPLETE. IT ALSO REQUIRES ENORMOUS PLANNING AND EXPENSE.

“The coordination required to frac a well is unbelievable,” Fisher said. “I think fracture stimulation is perhaps the most intense 
operation in natural gas development. It is a carefully choreographed part of the business, as we have to coordinate fl uids, pumps and sand, 
and monitor every aspect of the job to make necessary adjustments.”

The process is further complicated by the fact not all wells, locations or geology respond to fracture stimulation in the same way. 
“Not all shales are the same,” Fisher explained. “For instance, the Haynesville Shale in Louisiana is hotter, deeper and over-pressured – 

very challenging from an operational perspective. Of course, that high pressure means it is a very productive play, but it does require higher 
pressure equipment.”

Regardless of location, depth or geology, every frac job is 
performed by experienced crews from companies that specialize 
in the procedure. It is an expensive fi nale to the development 
process, often adding $500,000 to over $1 million to each well’s 
cost. Without it, however, shale gas drilling would be fruitless.

Chesapeake is considered a leader in the use of hydraulic 
fracturing techniques.

“We’re doing a lot of the same things other unconventional 
operators do,” Fisher said, “but more of it and in more places; so 
we can transfer the technology from play to play.  We understand 
that and use it more effectively to optimize each play. We are 
constantly learning and reapplying new information.

“Our Reservoir Technology Center helps incorporate rock sciences “Our Reservoir Technology Center helps incorporate rock sciences 
into our activities. We are learning more into our activities. We are learning more 
and more about fl uid sensitivities and and more about fl uid sensitivities and 
rock mechanics, and modeling through rock mechanics, and modeling through 
computer programs that simulate 
the effects of fracing. These help us 
understand the many variables and understand the many variables and 
economic elements involved. 

“We’re also learning where in a “We’re also learning where in a 
thick formation the well should land – thick formation the well should land – 
top, middle or bottom of the formation – for maximum results. This helps us guide the well-top, middle or bottom of the formation – for maximum results. This helps us guide the well-
bore exactly where we want it to be. It’s another way our core lab provides a great advantage.”bore exactly where we want it to be. It’s another way our core lab provides a great advantage.”

Chesapeake production teams are experimenting with microseismic technology, Chesapeake production teams are experimenting with microseismic technology, 
which allows them to monitor and see – in real time – the rock, as it cracks during the hydraulic fracturing process.which allows them to monitor and see – in real time – the rock, as it cracks during the hydraulic fracturing process.

“We’ve always tried to understand exactly what happens when we do fracture stimulation,” Fisher noted. “But we can’t “We’ve always tried to understand exactly what happens when we do fracture stimulation,” Fisher noted. “But we can’t 
actually see it occur, where it is, and how effectively it opened up the reservoir. Microseismic technology may in the future give actually see it occur, where it is, and how effectively it opened up the reservoir. Microseismic technology may in the future give 
us the ability to adjust the fracturing process on the fl y. Today, we can record fracs with seismic data, which provides us better us the ability to adjust the fracturing process on the fl y. Today, we can record fracs with seismic data, which provides us better 
information on how the fracing process went on any specifi c well.”

Such information leads to innovation as operators gain experience in the powerful pairing of horizontal drilling with Such information leads to innovation as operators gain experience in the powerful pairing of horizontal drilling with 
fracture stimulation. One such innovation is simulfracing, where more than one well is fraced at the same time.  This technique fracture stimulation. One such innovation is simulfracing, where more than one well is fraced at the same time.  This technique 
offers better diversion of fl uids and more complex fracturing than isolated fracs.  Production is often enhanced and the operation offers better diversion of fl uids and more complex fracturing than isolated fracs.  Production is often enhanced and the operation 
is more effi cient and cost effective as well.

While the fracture stimulation process may appear to use large amounts of water, those quantities are less imposing when While the fracture stimulation process may appear to use large amounts of water, those quantities are less imposing when 
compared with total water usages in an area.  For example, Chesapeake drilling and completion activities at projected peak compared with total water usages in an area.  For example, Chesapeake drilling and completion activities at projected peak 
development in the Marcellus Shale will account for less than 0.06% of that region’s entire water consumption. development in the Marcellus Shale will account for less than 0.06% of that region’s entire water consumption. 

A typical Chesapeake well in the Barnett Shale uses about 3 million gallons of water for drilling and completion A typical Chesapeake well in the Barnett Shale uses about 3 million gallons of water for drilling and completion 
– usually just once during its projected 20-30 year lifespan. In comparison, a golf course uses about 3 million – usually just once during its projected 20-30 year lifespan. In comparison, a golf course uses about 3 million 
gallons of water every 10 days.  The amount of water used per well varies with each area and well; but in gallons of water every 10 days.  The amount of water used per well varies with each area and well; but in 
every case, frac fl uids and water are disposed of at permitted facilities or treated for re-use. every case, frac fl uids and water are disposed of at permitted facilities or treated for re-use. 

Environmental issues are of critical importance in every location where the company Environmental issues are of critical importance in every location where the company 
operates. The company meets or exceeds oil and gas regulations throughout its operations. Each operates. The company meets or exceeds oil and gas regulations throughout its operations. Each 
hydraulic fracturing project is designed, conducted and monitored to mitigate environmental hydraulic fracturing project is designed, conducted and monitored to mitigate environmental 
impact while maximizing natural gas production. 

Natural barriers also play a role in protecting ground water. With most freshwater aquifers Natural barriers also play a role in protecting ground water. With most freshwater aquifers 
located less than 1,000 feet below the earth’s surface and fracturing operations conducted at levels located less than 1,000 feet below the earth’s surface and fracturing operations conducted at levels 
between 4,000 and 12,000 feet below ground level, there are thousands of feet (often between one between 4,000 and 12,000 feet below ground level, there are thousands of feet (often between one 
and three miles) of natural geologic barriers between Chesapeake’s productive shale formations and three miles) of natural geologic barriers between Chesapeake’s productive shale formations 
and freshwater zones.

(Continued from page 9)

EACH HYDRAULIC 
FRACTURING PROJECT IS 
DESIGNED, CONDUCTED AND 
MONITORED TO MITIGATE 
ENVIRONMENTAL IMPACT 
WHILE MAXIMIZING 
NATURAL GAS PRODUCTION. 

Data monitoring van Frac pumps Wellhead Frac blender
Sand storage 
units

Gel slurry 
transport

Chemical storage trucks Frac  tanks - Stimulation 
� uid storage
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Robert Hart, Completion 
Foreman – Midland, Texas
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The space indicated by the arrow at left is usually 
between 4,000 to 12,000 feet. If this graph were 
shown with a vertical scale of 500 feet per inch 
(assuming a 12,000-foot-deep wellbore), this 
drawing would have to be 2 feet long!

The fracture stimulation process is much the 
same on both vertical and horizontal wells. 
Below, bags of proppant wait to be mixed with 
slurry. Later, these micro� ne granules will prop 
open cracks in the formation, allowing gas to 
move into the wellbore.

Gas-bearing rock, usually shale

3

in place to prop open the cracks and allow the gas to � ow.

The space indicated by the arrow at left is usually 
between 4,000 to 12,000 feet. If this graph were 

5

Not to scale
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“WHEN YOU HIT 
A GOOD WELL, IT 
COMES IN AT A VERY 
HIGH RATE – AS 
MUCH AS 40 MMCFE 
A DAY. WE LIKE 
THOSE.”

12

THE PLAY: 
DEEP HALEY

CHALLENGES
A Texas-tough gas play presents 

LOVING COUNTY, TEXAS, 
GIVES NEW MEANING TO 

THE TERM “WIDE OPEN 
SPACES.”  LESS THAN 

100 PEOPLE LIVE IN THE 
677-SQUARE-MILE COUNTY 

SITUATED JUST SOUTH OF 
THE NEW MEXICO BORDER. 

BUT THOSE LOVING 
COUNTY FOLKS ARE NOT 

LONELY, BECAUSE THEY’RE 
OUTNUMBERED ABOUT 
10 TO 1 BY OIL AND GAS 

WELLS – WHICH HAVE 
GIVEN THE POPULATION IN 

THIS ISOLATED AREA THE 
HIGHEST MEDIAN INCOME 

OF ANY COUNTY IN THE 
UNITED STATES. 

The Play Winter 2009

Drilling 24/7 for four weeks, the Kerr Estate 
28-351H well hits 11,000 feet, on its way to 
a projected directional depth of 16,400 feet. 
Above, a rig is dwarfed by the � ery desert 
sunset. At upper right, a yucca is the closest 
neighbor to this Chesapeake drillsite.



CHALLENGES
A Texas-tough gas play presents 

CHALLENGES
gas play presents

AND REWARDS 
The Deep Haley � eld, where Chesapeake Energy brings up about 105 million cubic 

feet of natural gas equivalent (mmcfe) every day, is located in the Texas counties of Loving, 
Ward and Winkler. The company is exploring more than a million gross acres with 560,000 
net acres of leasehold.  Currently, Chesapeake has more than 100 producing wells in the 
area with spacing of one well per 640 acres, although they are starting some downsizing to 
320-acre spacing.

The Deep Haley is well named, since past drilling was in zones as low as 22,000 feet 
beneath the surface. Today most of the company’s wells extend vertically 17,000 to 18,000 

feet deep into the Atoka and Morrow zones. The area is interesting from a geologic perspective in that it contains several geologic 
targets within the same � eld, with some directional wells being drilled into the 12,000-foot-deep Bone Spring formation.

“The Deep Haley is a unique area,” said Rob Jones, District Manager - Permian. “It’s a very highly pressured tight gas sand play – 
with bottom hole pressures exceeding 15,000 psi. That makes it very challenging drilling, as you encounter lots of gas while drilling 
with heavy mud weights, up to 18 pounds per gallon, and go through weaker formations that cause loss of drilling � uid. That means 
it can be tedious drilling. It’s � nicky – the hardest place I’ve drilled in 26 years.”

Although most of the Chesapeake wells in the � eld are vertical, the extremely tight formations require fracture stimulation 
for production. Water is trucked through the desert for fracing, and a disposal system injects saltwater produced through 
operations into a disposal well 6,000 feet below the ground – more than a mile beneath the area’s 300-foot freshwater table. All 
casings on the disposal wells are tested for safety and to ensure that saltwater cannot leach into ground water sources.

It usually takes 100-120 days and costs up to $12 million to drill and complete a well in the Deep Haley, but Jones believes the 
e� ort is worthwhile.

“When you hit a good well, it comes in at a very high rate – as much as 40 mmcfe a day. We like those,” he said. “And they 
produce 1,000 BTU gas, very dry with no impurities.”

That’s how it is in Texas’ Deep Haley � eld, where the challenges are extreme, the targets are deep and the gas is sweet. 13

Photos by David McNeese
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THE PLAY: 
CORPORATE CULTURE

DEMYSTIFYING HEDGING

HEDGING. JUST SAY THE WORD AND 
MANY PEOPLES’ EYES GLAZE OVER.
SiSimple in concept, hedging is a technique 

designed to reduce or eliminate price-related designed to reduce or eliminate price-related 
mple in concept, hedging is a technique 

designed to reduce or eliminate price-related 
mple in concept, hedging is a technique 

risk. Chesapeake hedges its revenues by 
designed to reduce or eliminate price-related 

risk. Chesapeake hedges its revenues by 
designed to reduce or eliminate price-related 

entering into agreements to lock in prices for entering into agreements to lock in prices for 
risk. Chesapeake hedges its revenues by 

entering into agreements to lock in prices for 
risk. Chesapeake hedges its revenues by 

a portion of its natural gas and oil production a portion of its natural gas and oil production 
entering into agreements to lock in prices for 
a portion of its natural gas and oil production 
entering into agreements to lock in prices for entering into agreements to lock in prices for 
a portion of its natural gas and oil production 
entering into agreements to lock in prices for 

for a specifi c period of time.
a portion of its natural gas and oil production 

for a specifi c period of time.
a portion of its natural gas and oil production 

“This eliminates risk, gives us more predictable earnings and cash fl ow 
and allows us to operate a more effi cient drilling program, with less variability 
in capital spending and drilling activity levels,” said Jeff Mobley, Senior Vice 
President – Investor Relations and Research.  “Hedging helps us be more of a President – Investor Relations and Research.  “Hedging helps us be more of a 
price maker rather than a price taker.” 

Chesapeake is one of the oil and gas in-
dustry’s most active and successful hedgers.

“We use hedging programs to mitigate 
the risks inherent in developing and produc-
ing natural gas and oil reserves, commodities 
that are frequently characterized by signifi cant 
price volatility,” Mobley explained. “We believe this price volatility is likely to 
continue in the years ahead, and we can use it to our benefi t by taking advan-
tage of times when prices reach levels we think are either unsustainable for the 
long term or provide unusually high rates of return on our invested capital.”

The company has been successful in meeting those goals. From 2001 
through 2008, Chesapeake’s natural gas and oil hedging program has gener-

MITIGATING RISKS AND 
SECURING RETURNS

“HEDGING HELPS US 
BE MORE OF A PRICE 
MAKER RATHER THAN 
A PRICE TAKER.”

14 ● You take advantage 
 of utility company
 o� ers to lock in 
 set prices for home 
 heating/cooling 
 costs each year
● You have 
 homeowner or 
 medical insurance 
● You have a � xed- 
 rate mortgage

YOU MIGHT BE A 
HEDGER IF:

if you are a natural gas 
exploration and production 
company like Chesapeake.  
Chesapeake’s meteorology 
department in Chicago 
works with the company to 
predict weather variability 
and estimate how much 
the demand for natural gas 
will vary for heating and/or 
cooling needs.

YOU MIGHT NEED A 
WEATHERMAN TO 
KNOW WHICH WAY 
THE WIND BLOWS... 
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Je�  Mobley
Senior Vice President – 
Investor Relations and Research



DEMYSTIFYING HEDGING Natural gas is one of the most volatile commodities 
in the world. Its wide price swings are often driven 
by fear: fear of having too much or too little natural 
gas in the U.S. marketplace or in storage invento-
ries.  How this works in a nutshell:
The price of natural gas drops when the market 
perceives there is too much natural gas. Remem -
ber, there is limited storage for natural gas and 
it is not easily transported. Natural gas prices � uc-
tuate to encourage or discourage supply and de-
mand, in order to be sure there is adequate – but 
not too much – natural gas in storage each au-
tumn in advance of the winter heating season.  
The price of natural gas rises when the market per-
ceives there is too little gas; for example, if produc-
tion, storage inventories and imports cannot meet 
the nation’s winter heating needs and there is not 
enough time to re� ll storage before the next winter. 
The weather is one of the largest variables in nat-
ural gas demand and prices can also be a� ected 
by the price of substitute fuels (think oil and coal), 
economic activity, geopolitical uncertainty, the ac-
tivities of speculators or by other events (remember 
Hurricane Katrina?).

THE SECRET BEHIND
NATURAL GAS VOLATILITY

ated total realized gains of approximately $2.0 billion, which has greatly re-
duced its acquisition and fi nancial risks and made investing for the future 
easier and safer.

“We generally hedge about 24 months’ production on a rolling basis,” “We generally hedge about 24 months’ production on a rolling basis,” 
Mobley said. “The percentage we choose to hedge varies over time, but now 
about three-fourths of our production is hedged for 2009, and roughly half in 
2010 – and at attractive prices.

“The hedging tools we use are fi nan-
cial transactions and work in tandem with 
the physical sales of our actual production 
in the marketplace,” Mobley noted.  “The fi -
nancial transactions generally make money 
when prices go lower but the gain is offset 
by lower prices when the production is sold 
to cash buyers.  Likewise, fi nancial transactions generally lose money when 
prices go higher but that is offset by production that is sold at a better price. The 
net effect is to realize an acceptable price whether prices go up or down.”  

Hedging can sometimes lead to the appearance of wide swings in a com-
pany’s revenues and profi tability due to the effect of certain accounting rules 
on open positions, or uncompleted hedge transactions, at the end of each 
quarter. Those rules can be confusing to many observers.  The accounting 
rules place a greater emphasis on accurately reporting the value of derivative 
assets and liabilities on a company’s balance sheet than on matching realized 
revenues and earnings for each quarter on a company’s income statement. 

“For example,” Mobley explained, “last year we locked in very attrac-
tive revenues, but we had open hedge positions that caused us to have very 

wide swings in our quarterly reported earnings. In the second quarter our net 
income was reported as a negative $1.6 billion. During the third quarter we 
reported a positive net income of $3.3 billion as the swift surge in natural gas 
and oil prices reversed itself.and oil prices reversed itself.

“The size of these swings was heavily infl uenced by the percentage and 
the number of months of future production that was hedged in addition to the 
changes in the price of natural gas and oil. Small, noncash price changes can 
look like big amounts when Chesapeake has hedged a large percentage of its 
production over the next two years.”

Mobley added, “The company’s adjusted earnings for both quarters 
were almost the same, at $479 million for the second quarter and $486 million 
for the third quarter. 

“We generally look at adjusted earnings to better understand the com-
pany’s performance from realized results on a quarter-to-quarter basis.  
Those fi gures are not distorted by hedge accounting rules,” he noted.

Most E&P companies use a variety of hedging tools, often called “de-
rivative instruments,” to balance their risk and capture premium pricing – just 
as savvy individual investors have a variety of investment tools such as stocks, 
options, bonds and cash.

“We use generic swaps to lock in prices as well as costless collars that lock 
in minimum and maximum prices rather than a specifi c price,” Mobley said. 
“Additionally, we add option features to those swaps and collars to improve pric-
ing in exchange for accepting some incremental downside risk.  We believe that 
prices can’t be sustained at sub-economic price levels and choose not buy hedg-
ing insurance for that extreme an outcome.”

15
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CHKINSIDECHKINSIDECHK
A closer look at Chesapeake’s people and progress

This publication includes “forward-looking statements” that give our current expectations or forecasts of future events, 
including estimates of oil and natural gas reserves, projected production and future  development plans. Factors that 
could cause actual results to di� er materially from expected results are described in “Risk Factors” in the Prospectus 
Supplement we � led with the U.S. Securities and Exchange Commission on July 10, 2008. These risk factors include the 
volatility of natural gas and oil prices; the limitations our level of indebtedness may have on our � nancial � exibility; our 
ability to compete e� ectively against strong independent natural gas and oil companies and majors; the availability of 
capital on an economic basis, including planned asset monetization transactions, to fund reserve replacement costs; our 
ability to replace reserves and sustain  production; uncertainties inherent in estimating quantities of natural gas and oil 
reserves and projecting future rates of production and the amount and timing of development expenditures; uncertain-
ties in evaluating natural gas and oil reserves of acquired properties and associated potential liabilities; our ability to 
e� ectively consolidate and integrate acquired properties and operations; unsuccessful exploration and development 
drilling; declines in the values of our natural gas and oil properties resulting in ceiling test write-downs; risks associated 
with our oil and natural gas hedging program, including realizations on hedged natural gas and oil sales that are lower 
than market prices, collateral required to secure hedging liabilities and losses resulting from counterparty failure; the 
negative impact lower natural gas and oil prices could have on our ability to borrow; drilling and operating risks, includ-
ing potential environmental liabilities; production interruptions that could adversely a� ect our cash � ow; and pending 
or future litigation. Although we believe the expectations and forecasts re� ected in our forward-looking statements are 
reasonable, we can give no assurance they will prove to have been correct.

is designed and published each quarter by the Corporate 
Communications Department of Chesapeake Energy 
Corporation, P.O. Box 18128, Oklahoma City, OK  73154-0128. 
Telephone 405.935.8339  

Email the editor at publications@chk.com. “The Play” is online at www.chk.com 
under Media Resources.

The Play Winter 2009

The Play

CHKCHKCHKCHKCHKCHKCHKCHKCHKCHKCHKCHKCHKCHKCHKCHKCHK
For the second consecutive year, Chesapeake has been named one 
of the 100 Best Companies to Work For® by FORTUNE Magazine.  

“We are very excited and honored to be on the list again,” said Martha Burger, Senior Vice President – Human and Corporate Resources.  “We work 
hard to be a great employer and provide programs and incentives that employees want.  We hear from them every day that they love working at Chesa-

peake, and it’s great to receive this validation from FORTUNE.”  
The list is confi gured for FORTUNE by The Great Place to 

Work Institute and the selection is a rigorous process.  More 
than 350 companies apply for the honor and approximately 

81,000 employees complete a Trust Index© survey from the institute.  The survey is a tool that measures the level of trust, 
pride and camaraderie in the workplace.  The next part of the judging is based on an extensive Culture Audit, which is 
submitted by participating companies.  The audit evaluates a variety of company practices from benefi ts and work/life 
balance programs to hiring practices and communication strategies.  

Chesapeake told its story in the Culture Audit by featuring a number of real employee perspectives.  From a very generous 401(k) matching program, 
100% match up to 15% of salary in CHK stock, to Wellness Programs offered to all employees that pay them to be healthy and exercise, the audit included a 
series of personal testimonies of why employees love working for Chesapeake.

“Any company can say they are a great place to work,” explained Burger.  “However, being on the list confi rms Chesapeake as a premiere place to work, 
based on evidence and research.  This helps us attract and retain the very best employees.”  
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CHK MAKES “THE LIST”
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SPONSORING A MONTH-LONG UNITED WAY FUNDRAISING 
CAMPAIGN ACROSS ITS 17-STATE OPERATING AREA, CHESAPEAKE 
EMPLOYEES PLEDGED DONATIONS, PURCHASED RAFFLE TICKETS, 
BID IN SILENT AUCTIONS AND PARTICIPATED IN A VARIETY OF 
HALLOWEEN-THEMED EVENTS. THANKS TO A 100% MATCH BY 
CHESAPEAKE FOR ALL EMPLOYEE CONTRIBUTIONS, THE ANNUAL 
CAMPAIGN RAISED A RECORD-SETTING $2.3 MILLION.

“The generosity of our employees is astounding,” said CEO Aubrey 
McClendon. “The amount of time, effort and contributions our work force 
gives to this campaign shows how dedicated our employees are to helping 
those in need. Their caring spirit is a driving force for our company.”

In addition to haunted houses, duck derbies and other activities, the 
2008 fundraiser grew to include its fi rst benefi t concert. Featuring three-
time Grammy-nominated recording artist, Jewel, and Oklahoma’s own Gra-

ham Colton, tickets were sold exclusively 
to Chesapeake employees. The sold-out 
show drew more than 1,200 people.

To celebrate the conclusion of the re-
cord-breaking campaign, each of Ches-
apeake’s regional offi ces hosted a Hal-
loween party for employees. During the 
afternoon event, employees competed 

in a variety of costume and skit contests, as well as an assortment of party 
games and challenges for chances to win cash and prizes. Employees in 
Oklahoma City also eagerly awaited the event’s grand fi nale, as raffl e tickets 
were drawn for prizes including VISA gift cards, big screen TVs, airline tick-
ets and even three new compressed natural gas-fueled (CNG) Honda Civics.

“This is the fi rst year the Shreveport offi ce has been around to partici-
pate,” said Kevin McCotter, Director - Corporate Development, Louisiana. 
“Our employees really enjoyed the event and we’ve already heard of ‘friend-
ly’ competitions being planned for next year’s contest.”

Chesapeake Energy and StatoilHydro, a Norwegian oil and gas 
company, have entered into a joint venture for development of the 

Marcellus Shale.   
 According to the 

agreement, StatoilHydro 
paid $3.375 billion 
for a 32.5% interest in 
Chesapeake’s Marcellus 
Shale assets in the 

Appalachian Basin. The assets include approximately 1.8 million net 
shares of leasehold, of which StatoilHydro will own approximately 
0.6 million net acres and Chesapeake will own approximately 1.2 
million net acres. 

StatoilHydro paid $1.25 billion in cash at the closing with the re-
maining $2.125 billion used from 2009 to 2012 to fund 75% of Chesa-
peake’s 62.5% share of drilling and 
completion expenditures.

Chesapeake plans to continue 
acquiring leasehold in the Marcellus 
Shale play and StatoilHydro will have 
the right to a 32.5% participation in 
any such additional leasehold.

The two companies also 
agreed to enter into an international 
strategic alliance to jointly 
explore unconventional natural 
gas opportunities worldwide.  
StatoilHydro operates in some 
40 countries and is one of the world’s largest crude oil and gas 
suppliers, averaging more than 1.7 million barrels of oil equivalent 
per day. The company’s U.S. operations are centered in the 
deepwater Gulf of Mexico.

Chesapeake CEO Aubrey McClendon said, “We are excited about 
the mutually benefi cial nature of this transaction. I believe this part-
nership can create substantial value for both companies.”

Helge Lund, President and CEO of StatoilHydro, said, “I am 
pleased that we have made a strategically important move by joining 
forces with Chesapeake, which is the leading U.S. natural gas player. 
We are establishing a strong platform for further developing our gas 
value chain business and growing our position in unconventional 
gas worldwide.”

17
CHESAPEAKE, STATOIL- 
HYDRO FORM ALLIANCE 
FOR DEVELOPMENT OF 
THE MARCELLUS SHALE 

“WE ARE EXCITED 
ABOUT THE MUTUALLY 
BENEFICIAL NATURE 
OF THIS TRANSACTION. 
I BELIEVE THIS 
PARTNERSHIP CAN 
CREATE SUBSTANTIAL 
VALUE FOR BOTH 
COMPANIES.”
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EMPLOYEES RAISE RECORD-SETTING 
$2.3 MILLION FOR UNITED WAY

Putting the fun into fundraising, Chesa-
peake employees made the 2008 United 
Way campaign the most successful in the 
company’s history. Above and at right, 
Oklahoma City employees strut their stu� .  
Lower left, game show contestants in 
Charleston, West Virginia.  Lower right, 
three happy  Oklahoma City employees 
pose beside the CNG Honda Civics they won 
in the company’s United Way ra�  e.
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A M E R I C A’ S  C H A M P I O N  O F  N AT U R A L  G AS
TM

SMA M E R I C A ’ S  C H A M P I O N  O F  N AT U R A L  G A S

M P OW R D

With tremendous respect and gratitude, we thank all 7,500 members of the CHK 
team for once again helping us earn recognition as one of the FORTUNE 100 
Best Companies To Work For® in 2009. This honor is a refl ection of a very special 
corporate culture. Together, we have accomplished great things and see a very 
bright future for Chesapeake and natural gas.
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