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effective registration statement for the same offering. [ 1]

If this Form is a post-effective amendment filed pursuant to Rule 462 (c)
under the Securities Act, check the following box and list the Securities Act
registration statement number of the earlier effective registration statement
for the same offering. [ ]

If delivery of the prospectus is expected to be made pursuant to Rule 434,
please check the following box. [ 1]

CALCULATION OF REGISTRATION FEE

PROPOSED MAXIMUM
TITLE OF EACH CLASS OF AMOUNT TO BE OFFERING PRICE
SECURITIES TO BE REGISTERED REGISTERED PER SHARE (1)

6.75% Cumulative Convertible Preferred

(1) Estimated solely for purposes of calculating the registration fee.

(2) There are being registered hereunder an indeterminate number of shares of
common stock issuable upon conversion of the Preferred Stock. Initially, the
number of shares of common stock issuable upon conversion of the Preferred
Stock is 19,480,500. Each share of Preferred Stock is convertible into
6.4935 shares of common stock, subject to adjustments under certain
circumstances. Pursuant to Rule 416 under the Securities Act, such number of
shares of common stock registered hereby shall include an indeterminate
number of shares of common stock that may be issued in connection with a
stock split, stock dividend, recapitalization, or similar event or
adjustment in the number of shares issuable as provided in certificate of
designations of the Preferred Stock.

(3) The shares of common stock issuable upon conversion of the Preferred Stock
will be issued for no additional consideration, and therefore no
registration fee is required pursuant to Rule 457 (i).

THE REGISTRANT HEREBY AMENDS THIS REGISTRATION STATEMENT ON SUCH DATE OR
DATES AS MAY BE NECESSARY TO DELAY ITS EFFECTIVE DATE UNTIL THE REGISTRANT SHALL
FILE A FURTHER AMENDMENT WHICH SPECIFICALLY STATES THAT THIS REGISTRATION
STATEMENT SHALL THEREAFTER BECOME EFFECTIVE IN ACCORDANCE WITH SECTION 8 (a) OF
THE SECURITIES ACT OF 1933 OR UNTIL THE REGISTRATION STATEMENT SHALL BECOME
EFFECTIVE ON SUCH DATE AS THE SECURITIES AND EXCHANGE COMMISSION, ACTING
PURSUANT TO SAID SECTION 8(a), MAY DETERMINE.

THE INFORMATION IN THIS PROSPECTUS IS NOT COMPLETE AND MAY BE CHANGED. WE MAY
NOT SELL THESE SECURITIES UNTIL THE REGISTRATION STATEMENT FILED WITH THE
SECURITIES AND EXCHANGE COMMISSION IS EFFECTIVE. THIS PROSPECTUS IS NOT AN OFFER
TO SELL THESE SECURITIES AND IT IS NOT SOLICITING AN OFFER TO BUY THESE

PROPOSED
AGGRE
OFFERING
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SECURITIES IN ANY JURISDICTION WHERE THE OFFER OR SALE IS NOT PERMITTED.
SUBJECT TO COMPLETION, DATED JANUARY , 2002
PRELIMINARY PROSPECTUS
3,000,000 SHARES
OF
CHESAPEAKE ENERGY CORPORATION

6.75% CUMULATIVE CONVERTIBLE PREFERRED STOCK
(LIQUIDATION PREFERENCE $50 PER SHARE)

AND

COMMON STOCK
(PAR VALUE $.01 PER SHARE)

This prospectus relates to the offering for resale of Chesapeake Energy
Corporation Inc.'s 6.75% Cumulative Convertible Preferred Stock (liquidation
preference $50 per share) and the shares of our common stock issuable upon
conversion of the preferred stock. In this prospectus, the terms "Chesapeake",
"we", or "us" will each refer to Chesapeake Energy Corporation Inc. and its
subsidiaries. The preferred stock was offered to qualified institutional buyers,
as defined in, and in reliance on, Rule 144A under the Securities Act, in
transactions exempt from, or not subject to, the registration requirements of
the Securities Act, through the initial purchasers, Credit Suisse First Boston
Corporation, Bear Stearns, & Co. Inc., Lehman Brothers Inc. and Salomon Smith
Barney Inc. This prospectus will be used by selling securityholders to resell
their shares of our preferred stock and shares of our common stock issuable upon
conversion of their preferred stock. We will not receive any proceeds from sales
by the selling securityholders.

We are an Oklahoma corporation. Our principal offices are located at 6100
North Western Avenue, Oklahoma City, Oklahoma 73118, and our telephone number is
(405) 848-8000.

CONVERTIBILITY OF THE PREFERRED STOCK:

Holders may convert their preferred stock at any time into 6.4935 shares of
common stock of Chesapeake per share of preferred stock. The conversion rate may
be adjusted upon the occurrence of certain events. The common stock currently
trades on the New York Stock Exchange under the symbol "CHK." The closing price
of the common stock on the New York Stock Exchange was $ per share on
January , 2002.

MANDATORY CONVERSION OF THE PREFERRED STOCK AT OUR OPTION:

On or after November 20, 2004, we may, at our option, cause the preferred
stock to be automatically converted into that number of shares of common stock
that are issuable at the then prevailing conversion price. We may exercise our
conversion right only if, for 20 trading days within any period of 30
consecutive trading days (including the last trading day of such period), the
closing price of our common stock equals or exceeds 130% of the then prevailing
conversion price of the preferred stock.

In addition, if there are less than 250,000 shares of preferred stock
outstanding, we may, on or after November 20, 2006, at our option, cause the



Edgar Filing: CHESAPEAKE ENERGY CORP - Form S-3

preferred stock to be automatically converted into that number of shares of
common stock equal to the liquidation preference divided by the lesser of the
then prevailing conversion price or the average closing price of the common
stock for the five trading day period ending on the second day immediately
preceding the date fixed for conversion.

INVESTING IN THE PREFERRED STOCK OR OUR COMMON STOCK INVOLVES RISKS. PLEASE
READ CAREFULLY THE SECTION ENTITLED "RISK FACTORS" BEGINNING ON PAGE

NEITHER THE SECURITIES AND EXCHANGE COMMISSION NOR ANY STATE SECURITIES
COMMISSION HAS APPROVED OR DISAPPROVED OF THESE SECURITIES OR DETERMINED IF THIS
PROSPECTUS IS TRUTHFUL OR COMPLETE. ANY REPRESENTATION TO THE CONTRARY IS A
CRIMINAL OFFENSE.

January , 2002

YOU SHOULD RELY ONLY ON THE INFORMATION CONTAINED OR INCORPORATED BY
REFERENCE IN THIS PROSPECTUS. WE HAVE NOT AUTHORIZED ANYONE TO PROVIDE YOU WITH
DIFFERENT INFORMATION. YOU SHOULD NOT ASSUME THAT THE INFORMATION CONTAINED IN
THIS PROSPECTUS IS ACCURATE AS OF ANY DATE OTHER THAN THE DATE ON THE FRONT OF
THIS PROSPECTUS.

TABLE OF CONTENTS
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ABOUT THIS PROSPECTUS

This prospectus is part of a registration statement that we filed with the
Securities and Exchange Commission utilizing a "shelf" registration process or
continuous offering process. Under this shelf registration process, the selling
securityholders may, from time to time, sell the securities described in this
prospectus in one or more offerings. This prospectus provides you with a general
description of the securities which may be offered by the selling
securityholders. Each time a selling securityholder sells securities, the
selling security holder is required to provide you with this prospectus and, in
certain cases, a prospectus supplement containing specific information about the
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selling security holder and the terms of the securities being offered. That
prospectus supplement may include additional risk factors or other special
considerations applicable to those securities. Any prospectus supplement may
also add, update, or change information in this prospectus. If there is any
inconsistency between the information in this prospectus and any prospectus
supplement, you should rely on the information in that prospectus supplement.
You should read both this prospectus and any prospectus supplement together with
additional information described under "Where You Can Find More Information."

PROSPECTUS SUMMARY

This summary may not contain all the information that may be important to
you. You should read this entire prospectus and the documents to which we have
referred you before making an investment decision. You should carefully consider
the information set forth under "Risk Factors." In addition, certain statements
include forward-looking information which involves risks and uncertainties. See
"Forward-Looking Statements."

THE COMPANY

We are among the ten largest independent natural gas producers in the
United States. We own interests in approximately 7,200 producing oil and gas
wells with approximately 1.6 tcfe of proved reserves in the United States, as of
September 30, 2001 (using oil and gas prices of 23.45 per barrel of oil and 3.50
per mcf of gas). More than 90% of our reserves are natural gas. Our primary
operating area is the Mid-Continent region of the United States, which includes
Oklahoma, western Arkansas, southwestern Kansas and the Texas Panhandle and in
which 85% of our reserves are located. We have smaller operations in the Deep
Giddings field in Texas, the Permian Basin region of southeastern New Mexico and
the Williston Basin of North Dakota and Montana.

Our executive offices are located at 6100 North Western Avenue, Oklahoma
City , Oklahoma 73118, and our telephone number is (408) 848-8000.

THE OFFERING

On November 13, 2001, we completed a private offering of the preferred
stock. We entered into a registration rights agreement with the initial
purchasers in the private offering in which we agreed, for the benefit of the
holders of the preferred stock, to file a shelf registration statement with the
SEC by January 12, 2002 with respect to resales of the preferred stock and
common stock issued upon the conversion thereof. We also agreed to use our
reasonable best efforts to cause the shelf registration statement to be declared
effective under the Securities Act by May 12, 2002 and to keep the shelf
registration statement effective until November 13, 2003 or such earlier date as
of which the preferred stock and common stock issued upon the conversion thereof
have been sold pursuant to the shelf registration statement.

SECURITIES OFFERED.......u.o... 3,000,000 shares of 6.75% cumulative
convertible preferred stock.

DIVIDENDS. ¢t ittt ettt eeeeeennns Cumulative annual dividends of $3.375 per share
payable quarterly in cash on each February 15,
May 15, August 15 and November 15, commencing
February 15, 2002, when, as and if declared by
the board of directors. Dividends will be paid
in arrears on the basis of a 360-day year
consisting of twelve 30-day months. Dividends
on the preferred stock will accumulate and be
cumulative from the date of issuance thereof.
Accumulated dividends on the preferred stock
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LIQUIDATION PREFERENCE........

RANKING.............

REDEMPTION..........

CONVERSION RIGHTS...

MANDATORY CONVERSION

will not bear interest.

$50 per share, plus accumulated and unpaid
dividends.

The preferred stock will rank with respect to
dividend rights and rights upon our
liguidation, winding-up or dissolution:

- senior to all of our common stock and to all
of our other capital stock unless the terms
of that stock expressly provide that it ranks
senior to or on a parity with the preferred
stock;

— on a parity with any of our capital stock
issued in the future the terms of which
expressly provide that it will rank on a
parity with the preferred stock; and

— Jjunior to all of our capital stock the terms
of which expressly provide that such stock
will rank senior to the preferred stock.

All of our outstanding capital stock will rank
junior to the preferred stock. We have no other
preferred stock outstanding.

Shares of preferred stock are not redeemable by
us.

Each share of preferred stock may be converted
at any time, at the option of the holder, into
6.4935 shares of common stock (which is
calculated using an initial conversion price of
$7.70 per share of common stock) plus cash in
lieu of fractional shares. The conversion price
is subject to adjustment upon the occurrence of
certain events.

On or after November 20, 2004, we may, at our
option, cause the preferred stock to be
automatically converted into that number of
shares of common stock that are issuable at the
then prevailing conversion price. We may
exercise our conversion right only if, for 20
trading days within any period of 30
consecutive trading days (including the last
trading day of such period), the closing price
of our common stock equals or exceeds 130% of
the then prevailing conversion price of the
preferred stock.

In addition, if there are less than 250,000
shares of preferred stock outstanding, we may,
on or after November 20, 2006, at our option,
cause the preferred stock to be automatically
converted into that number of shares of common
stock equal to the liquidation preference
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CHANGE OF CONTROL.............

VOTING RIGHTS

divided by the lesser of the then prevailing
conversion price and the average closing price
of the common stock for the five trading day
period ending on the second day immediately
preceding the date fixed for conversion.

Except as provided below, upon a change of
control, each holder of preferred stock shall,
in the event that the market value of our
common stock at such time is less than the
conversion price, have a one-time option to
convert all of its shares of preferred stock
into shares of common stock at an adjusted
conversion price equal to the greater of (x)
the market value of the common stock
(determined as described herein) and (y)
$4.0733, which is 66 2/3% of the recent common
stock price set forth on the cover of this
prospectus.

In lieu of issuing the shares of common stock
issuable upon conversion in the event of a
change of control, we may, at our option, make
a cash payment equal to the market value of
such common stock otherwise issuable as of the
change of control date.

Notwithstanding the foregoing, upon a change of
control in which (1) each holder of our common
stock receives consideration consisting solely
of common stock of the successor, acquiror or
other third party that is listed on a national
securities exchange or quoted on the NASDAQ
National Market and (2) all our common stock
has been exchanged for, converted into or
acquired for common stock of the successor,
acquiror or other third party and the preferred
stock becomes convertible solely into such
common stock, the conversion price will not be
adjusted as described above.

2

Except as required by Oklahoma law and our
certificate of incorporation, which includes
the certificate of designation for the
preferred stock, the holders of preferred stock
will have no voting rights unless dividends
payable on the preferred stock are in arrears
for six or more quarterly periods. In that
event, the holders of the preferred stock,
voting as a single class with the shares of any
other preferred stock or preference securities
having similar voting rights, will be entitled
at the next regular or special meeting of our
stockholders to elect two directors (or one
director if fewer than six directors compose
our board prior to appointment) and the number
of directors that compose our board will be
increased by the number of directors so
elected. These voting rights and the terms of
the directors so elected will continue until
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such time as the dividend arrearage on the
preferred stock has been paid in full. The
affirmative consent of holders of at least

66 2/3% of the outstanding preferred stock will
be required for the issuance of any class or
series of stock (or security convertible into
stock) ranking senior to the preferred stock as
to dividend rights or rights upon our
liguidation, winding-up or dissolution and for
amendments to our certificate of incorporation
that would affect adversely the rights of
holders of the preferred stock.

TAX CONSEQUENCES.........c0.o... The U.S. Federal income tax consequences of
purchasing, owning and disposing of the
preferred stock and any common stock received
upon its conversion are described in "Federal
Income Tax Considerations." Prospective
investors are urged to consult their own tax
advisors regarding the tax consequences of
purchasing, owning and disposing of the
preferred stock and any common stock received
upon its conversion in light of their personal
investment circumstances, including
consequences resulting from the possibility
that actual or constructive distributions on
the preferred stock may exceed our current and
accumulated earnings and profits, as calculated
for U.S. Federal income tax purposes, in which
case they would not be treated as dividends for
U.S. Federal income tax purposes.

COMMON STOCK. .. vvvivieeeeeennn Our common stock is listed for trading on the
NYSE under the symbol "CHK."

RISK FACTORS

AN INVESTMENT IN THE PREFERRED STOCK INVOLVES CERTAIN RISKS THAT A
POTENTIAL INVESTOR SHOULD CAREFULLY EVALUATE PRIOR TO MAKING AN INVESTMENT IN
THE PREFERRED STOCK. SEE "RISK FACTORS."

RISK FACTORS

In addition to the other information set forth elsewhere or incorporated by
reference in this prospectus, the following factors relating to our company, the
preferred stock and our common stock should be considered carefully in deciding
whether to participate in the exchange offer.

RISKS RELATED TO OUR BUSINESS

OIL AND GAS PRICES ARE VOLATILE. A DECLINE IN PRICES COULD ADVERSELY AFFECT
OUR FINANCIAL RESULTS, CASH FLOWS, ACCESS TO CAPITAL AND ABILITY TO GROW.

Our revenues, operating results, profitability, future rate of growth and
the carrying value of our oil and gas properties depend primarily upon the
prices we receive for our oil and gas. Prices also affect the amount of cash
flow available for capital expenditures and our ability to borrow money or raise
additional capital. The amount we can borrow from banks is subject to periodic
redeterminations based on current prices at the time of redetermination. In
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addition, we may have ceiling test writedowns if prices decline significantly
from present levels.

Historically, the markets for oil and gas have been volatile, and they are
likely to continue to be volatile. Wide fluctuations in oil and gas prices may
result from relatively minor changes in the supply of and demand for oil and
natural gas, market uncertainty and other factors that are beyond our control,
including:

— political instability or armed conflict in oil producing regions;
- worldwide and domestic supplies of oil and gas;

- weather conditions;

- the level of consumer demand;

— the price and availability of alternative fuels;

— the availability of pipeline capacity;

— the price and level of foreign imports;

— domestic and foreign governmental regulations and taxes;

— the ability of the members of the Organization of Petroleum Exporting
Countries to agree to and maintain oil price and production controls; and

- the overall economic environment.

These factors and the volatility of the energy markets make it extremely
difficult to predict future oil and gas price movements with any certainty.
Declines in oil and gas prices would not only reduce revenue, but could reduce
the amount of o0il and gas that we can produce economically and, as a result,
could have a material adverse effect on our financial condition, results of
operations and reserves. Further, oil and gas prices do not necessarily move in
tandem. Because approximately 91% of our proved reserves are currently natural
gas reserves, we are more susceptible to movements in natural gas prices.

The recent prices we have received for our natural gas are significantly
lower than what we received in early 2001. At year end 2000, Henry Hub natural
gas spot prices exceeded $10.00 per MMbtu. At September 28, 2001, the spot price
for Henry Hub gas dropped to $1.83 per MMbtu. On December 31, 2001 the NYMEX
spot price for Henry Hub natural gas was $2.74 per MMbtu. Recent spot prices
have continued to fluctuate.

OUR LEVEL OF INDEBTEDNESS MAY ADVERSELY AFFECT OPERATIONS AND LIMIT GROWTH,
AND WE MAY HAVE DIFFICULTY MAKING INTEREST AND PRINCIPAL PAYMENTS ON OUR
INDEBTEDNESS AS THEY BECOME DUE.

As of September 30, 2001, we had long-term indebtedness of approximately
$1.3 billion, which included bank indebtedness of approximately $189 million.
Our long-term indebtedness represented approximately 67%

of our total book capitalization at September 30, 2001. As of December 31, 2001,
we had long-term indebtedness of approximately $1.3 billion, which included no
bank indebtedness. We will continue to be highly leveraged after this exchange.

Our level of indebtedness affects our operations in several ways, including



Edgar Filing: CHESAPEAKE ENERGY CORP - Form S-3

the following:

— a substantial portion of our cash flows must be used to service our
indebtedness, and we cannot assure you that our business will generate
sufficient cash flow from operations to enable us to continue to meet our
obligations under our indebtedness;

— a high level of indebtedness increases our vulnerability to general
adverse economic and industry conditions;

— the covenants contained in the agreements governing our outstanding
indebtedness limit our ability to borrow additional funds, dispose of
assets, pay dividends and make certain investments;

— our debt covenants may also affect our flexibility in planning for, and
reacting to, changes in the economy and in our industry; and

— a high level of indebtedness may impair our ability to obtain additional
financing in the future for working capital, capital expenditures,
acquisitions or general corporate and other purposes.

We may incur additional debt, including significant secured indebtedness,
in order to make future acquisitions or to develop our properties. A higher
level of indebtedness increases the risk that we may default on our debt
obligations. Our ability to meet our debt obligations and to reduce our level of
indebtedness depends on our future performance. General economic conditions, oil
and gas prices and financial, business and other factors affect our operations
and our future performance. Many of these factors are beyond our control. We
cannot assure you that we will be able to generate sufficient cash flow to pay
the interest on our debt or that future working capital, borrowings or equity
financing will be available to pay or refinance such debt. Factors that will
affect our ability to raise cash through an offering of our capital stock or a
refinancing of our debt include financial market conditions, the value of our
assets and our performance at the time we need capital.

In addition, our bank borrowing base is subject to periodic
redeterminations. We could be forced to repay a portion of our bank borrowings
due to redeterminations of our borrowing base. We cannot assure you that we will
have sufficient funds to make such repayments. If we do not have sufficient
funds and are otherwise unable to negotiate renewals of our borrowings or
arrange new financing, we may have to sell significant assets. Any such sale
could have a material adverse effect on our business and financial results.

LOWER OIL AND GAS PRICES COULD NEGATIVELY IMPACT OUR ABILITY TO BORROW.

Lower natural gas prices could reduce our capacity to borrow under our bank
credit facility or under our indenture covenants. Natural gas prices at December
31, 2001 were significantly below prices prevailing at December 31, 2000. Our
current bank credit facility limits our borrowings to a borrowing base,
presently $225 million. The borrowing base is determined periodically at the
discretion of a majority of the banks and is based in part on oil and gas
prices. Additionally, some of our indentures contain covenants limiting our
incurrence of indebtedness. The indebtedness limitations in the indentures are
based on a variety of financial measurements including a ratio that is dependent
upon a percentage of our adjusted consolidated net tangible assets, which is
determined using discounted future net revenues from proved oil and gas reserves
as of the end of each year.

OUR INDUSTRY IS EXTREMELY COMPETITIVE.

The energy industry is extremely competitive. This is especially true with
regard to exploration for, and development and production of, new sources of oil

10
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and natural gas. As an independent producer of oil and natural gas, we
frequently compete against larger and financially stronger companies in
acquiring properties

suitable for exploration, in contracting for drilling equipment and other
services and in securing trained personnel.

OUR COMMODITY PRICE RISK MANAGEMENT TRANSACTIONS MAY EXPOSE US TO THE RISK OF
FINANCIAL LOSS IN CERTAIN CIRCUMSTANCES.

In order to manage our exposure to price volatility in marketing our oil
and gas, we enter into oil and gas price risk management arrangements for a
portion of our expected production. These arrangements may expose us to the risk
of financial loss in certain circumstances, including instances in which:

— our production is less than expected;

— there is a widening of price differentials between delivery points for
our production and the delivery point assumed in the hedge arrangement;
or

— the counterparties to our contracts fail to perform the contracts.

Some of our commodity price risk management arrangements require us to
deliver cash collateral or other assurances of performance to the counterparties
in the event that our payment obligations with respect to our commodity price
risk management transactions exceed certain levels. Because of current commodity
prices, we have no cash collateral requirements under our present risk
management arrangements. Future collateral requirements are uncertain, but will
depend on arrangements with our counterparties and highly volatile natural gas
and oil prices.

ESTIMATES OF OIL AND GAS RESERVES ARE UNCERTAIN AND INHERENTLY IMPRECISE.

This prospectus contains estimates of our proved reserves and the estimated
future net revenues from our proved reserves. These estimates are based upon
various assumptions, including assumptions required by the Securities and
Exchange Commission relating to oil and gas prices, drilling and operating
expenses, capital expenditures, taxes and availability of funds. The process of
estimating oil and gas reserves is complex. The process involves significant
decisions and assumptions in the evaluation of available geological,
geophysical, engineering and economic data for each reservoir. Therefore, these
estimates are inherently imprecise.

Actual future production, oil and gas prices, revenues, taxes, development
expenditures, operating expenses and quantities of recoverable oil and gas
reserves most likely will vary from these estimates. Such variations may be
significant and could materially affect the estimated quantities and present
value of our proved reserves. In addition, we may adjust estimates of proved
reserves to reflect production history, results of exploration and development
drilling, prevailing oil and gas prices and other factors, many of which are
beyond our control. Our properties may also be susceptible to hydrocarbon
drainage from production by operators on adjacent properties. At December 31,
2000, approximately 30% (27% on a pro forma basis for the Gothic acquisition) by
volume of our estimated proved reserves were undeveloped. Recovery of
undeveloped reserves requires significant capital expenditures and successful
drilling operations. The estimates of these reserves included the assumption
that we would make significant capital expenditures to develop the reserves,
including $216 million ($235 million on a pro forma basis for the Gothic

11
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acquisition) in 2001. Although we have prepared estimates of our oil and gas
reserves and the costs associated with these reserves in accordance with
industry standards, we cannot assure you that the estimated costs are accurate,
that development will occur as scheduled or that the results will be as
estimated.

You should not assume that the present values referred to in this
prospectus represent the current market value of our estimated oil and gas
reserves. In accordance with Securities and Exchange Commission requirements,
the estimates of present values are based on prices and costs as of the date of
the estimates, except as otherwise noted in this prospectus.

If the present value of our combined proved reserves were calculated using
NYMEX spot prices of $22.00 per barrel of oil and $3.00 per mcf of gas, adjusted
for our price differentials, the present value of our combined proved reserves
at December 31, 2000 would have been $1.65 billion ($1.52 billion excluding
Canadian reserves, which were sold on October 1, 2001).

Any changes in consumption by oil and gas purchasers or in governmental
regulations or taxation will also affect actual future net cash flows.

The timing of both the production and the expenses from the development and
production of oil and gas properties will affect both the timing of actual
future net cash flows from proved reserves and their present value. In addition,
the 10% discount factor, which is required by the Securities and Exchange
Commission to be used in calculating discounted future net cash flows for
reporting purposes, is not necessarily the most accurate discount factor. The
effective interest rate at various times and the risks associated with our
business or the o0il and gas industry in general will affect the accuracy of the
10% discount factor.

IF WE ARE NOT ABLE TO REPLACE RESERVES, WE MAY NOT BE ABLE TO SUSTAIN
PRODUCTION.

Our future success depends largely upon our ability to find, develop or
acquire additional oil and gas reserves that are economically recoverable.
Unless we replace the reserves we produce through successful development,
exploration or acquisition, our proved reserves will decline over time. In
addition, approximately 30% (27% on a pro forma basis for the Gothic
acq