2009 - CHESAPEAKE ENERGY COMPASS AWARD APPLICATION

I. Leading with Integrity:
a. Based on the belief that “it all begins at the top”, please describe how owners and/or senior leaders actively promote an environment that fosters legal and ethical behaviors throughout the organization. Cite specific actions and examples that demonstrate a systemic approach.

We believe a strong foundation of trust and respect in upper management is a key driver to maintaining an ethical culture. In a company as large as Chesapeake, sharing information is a crucial part of the company’s success.  We have maintained an unusually flat organizational structure as we have grown to help ensure that important information travels rapidly through the company, and decisions are made and implemented quickly. Our CEO, Aubrey McClendon, leads by example, dedicating a half day each month to meet every new corporate employee at New Employee Orientation (NEO). At NEO he talks about the history, values, and vision of Chesapeake. Our Director of Corporate Security & Ethics/Chief Security Officer also speaks to new employees at NEO about the importance of the Code of Business Conduct and Ethics (“the Code”). After NEO new employees have a good understanding of the behavioral norms and values that are expected of them as Chesapeake employees.  

Chesapeake also relies heavily on dispersed leadership from the top down to maintain our ethical culture.  The fundamental idea behind our dispersed leadership practices is to funnel important information from the top of the organization down to all levels of employees. We hold monthly Town Hall meetings hosted by senior leadership with our CEO hosting a meeting every quarter. At these meetings employees hear a 30-minute presentation followed by a one-hour Q&A session.  By mid-year 2009 we hope to stream video of our Town Hall meetings so all employees can “virtually” attend. We also strongly encourage department leaders to have regular staff meetings. Additionally, our CEO participates in daily operations meetings, our Senior Vice President of Investor Relations prepares “weekly info roundup” books which contain important industry statistics and articles for all senior leaders, we hold monthly Vice President Socials, and quarterly field management meetings. The purpose of these meetings is to equip all levels of management with important “state of the company” information to share with their respective departments. We believe this high-impact communication from the very top demonstrates a systematic approach in fostering an ethical environment.
b. How is the performance of your senior leaders evaluated in relation to their ability to operate within an ethical framework?   For example, does your organization use feedback tools or other devices to measure performance in this area? 
Senior leaders are evaluated twice a year through the performance management process. However, if our senior leaders’ ethics are called into question, and if investigation determined unethical behavior, they would be subject to immediate termination for being in violation of the Code. Additionally, we receive feedback from anonymous workplace culture audits/surveys administered by third parties as part of the application process for the Fortune 100 and Oklahoma Best Companies to Work for programs.  These surveys measure a variety of criteria (integrity, trust, fairness, pride, work and job characteristics). On the 2009 Fortune 100 survey, 93% of employees strongly agreed that “management is honest and ethical in its business practices.” We also conduct an extensive exit interview survey for all employees who voluntarily leave the company. From the exit interview surveys results, 92% of employees leaving the company said “senior management is honest and ethical in their business practices.” When asked “how well management lives up to the Code of Business Conduct and Ethics”, 90% indicated very/extremely well. These survey results are evidence that senior leaders are operating within a strong ethical framework.  
c. How do your senior leaders use the results of these evaluations in enhancing their ability to operate within an ethical framework?
Human Resources carefully examines the results of our workplace culture audit reports and utilizes the results of these surveys to benchmark against other companies. An action plan is created to address the identified “areas for improvement” and is presented to senior leadership. We also thoroughly analyze exit interview results to look for trends in employee demographics, departments and supervisors.  A detailed report of the exit interview results is personally reviewed by our Chief Executive Officer, Chief Operating Officer, Chief Legal Council, and Sr. Vice President of Human Resources at least every quarter. These results are valuable in gauging our workplace practices and identifying strengths and opportunities for improvement. 
II. Cultivating an Ethical Culture:
a. Please provide a definition of ethical behavior as it relates to your particular organization.  Additionally, please explain how you ascertained your definition(s).

At Chesapeake ethical behavior is defined in the Code as: 1) honest and ethical conduct, 2) avoidance of conflicts of interest, 3) full, fair, accurate, timely and understandable disclosure in reports and documents filed by the Company, 4) compliance with applicable governmental laws, rules, and regulations, 5) prompt reporting of possible violations of the Code, and 6) accountability for adherence to the Code.
b. Please describe any codes, principles or values that are inherent in your organization.  How do these values manifest themselves in your organization’s culture?  

During NEO, Aubrey McClendon always discusses what he calls the “Distinguishing Characteristics of Chesapeake”. These values are manifested in our organizational structure, communications, training programs, benefits programs, work environment, our business philosophy and daily operations. Following are the Distinguishing Characteristics of Chesapeake: 
1. Chesapeake is the right size.  We have the best of the “big” and the “small.” We have a beautiful campus environment with a family-like atmosphere. 

2. We have an incredibly strong work ethic. We are known for working faster and more intelligently than our peers. 

3. We know how to make decisions and are not caught up in bureaucracy.  All employees are empowered to make decisions. 

4. We have a culture of ownership.  All employees receive stock and are shareholders with a vested interest in the company.
5. We are innovative. Hard work combined with innovation results in increased contributions to the team.  

6. We are focused on details. In every area, from our landscaping, to our immaculate offices and drill sites, we pride ourselves on paying attention to the smallest of details. 

7. We relate to each other. We keep it fun and an energetic place to work. We treat one another with respect. 

During orientation, all Chesapeake employees are introduced to the Code. The Code is our guide for applying legal and ethical behavior to everyday work practices. New employees sign the Code and are required to recertify annually that they comply with the Code. Similarly, Chesapeake has a Corporate Responsibility Policy that outlines our commitment to conducting business operations ethically, legally and in a manner that is fiscally, environmentally and socially responsible. Chesapeake has a Drug and Alcohol Free Workplace Policy, Insider Trading, Harassment, and Workplace Violence Policy that provides guidelines for ethical behaviors. All employees sign an acknowledgement of receiving these policies at NEO. 
Chesapeake is a proactive leader in the community, recently taking a stance in the public policy debates regarding global climate change. Chesapeake launched “CNG Now”, a national campaign to encourage change in America’s energy future by accelerating the transition to compressed natural gas (CNG) as a transportation fuel. We have three CNG shuttle busses and a “Bum a Bike” program available for OKC campus employees to travel between locations. We have also implemented a new $5,000 employee incentive for those who purchase CNG cars, plan to convert our fleet to clean burning natural gas vehicles and are partnering to open a CNG gas station within the next few years. We believe natural gas is the right fuel to answer some of the biggest problems affecting our economy, environment and national security. Our leaders and employees have embraced this new corporate philosophy as it provides additional meaning to their jobs.
c. 1) What processes does your organization have in place that ensures an ethical culture is consistently reinforced?  
We have several processes in place to reinforce the Code. Employees are introduced to the Code at hire, and are required to certify compliance with the Code annually. From the Code, employees are also required to disclose any possible conflicts of interest at the time of hire. Each year all employees receive a short questionnaire that was designed to identify personal or professional relationships that might be a conflict of interest. Re-certification is also required at the time of promotion or transfer. These conflict of interest disclosures are carefully reviewed by our Director of Corporate Security & Ethics/Chief Security Officer and other senior leadership. Additionally, we have ethics hotlines available to employees and vendors to report workplace wrongdoing and a separate hotline for anyone to report a concern directly to our Board of Directors. 
Because we believe that demonstrating ethical behavior extends to our environment, we have several processes in place to ensure we honor our commitment to health, safety, and the environment. Chesapeake maintains an internal incident reporting and tracking system, used for all locations throughout the country. Field employees use this system to report incidents of any type, including vehicle accidents, spills and releases, fires and other emergencies, and personal injuries. The system enables us accurately track the occurrence of incidents and their impact on the environment, our employees and members of the public. The incident reporting system also allows us to respond quickly and follow up to ensure that all incidents have been dealt with properly. 
Chesapeake’s internal inspection and audit process regularly records the condition of the equipment and the surrounding environment at all of our producing locations.  This data is used to track and determine the need for various air permits, to help us understand where and how to manage our pressurized vessels and to determine and verify the condition of our storage facilities with regard to our Spill Prevention Control and Countermeasure requirements.  This process ensures that we have accurate, up-to-date information on all of our facilities and can easily determine and manage appropriate environmental programs which may apply to our facilities.
We also meet and train local fire departments and emergency planning councils so that these organizations understand their roles when responding to serious situations at Chesapeake locations. All critical phone numbers and contact information are available to employees through the internet and in hard copy so that if an emergency arises, initial contact can be made immediately and completed within a 15-minute period. We take our commitment to our employees, communities and the environment seriously and have carefully planned to respond to emergency situations if the need arises. 

    2) What measures does your organization use to determine effectiveness and what are the results? In other words, how do you demonstrate that these processes are effective in your organization?  

Chesapeake’s Internal Audit Department reviews and assesses Chesapeake’s activities, operations, financial reporting systems and internal controls. This department works very closely with executive management, but reports to the Audit Committee of the Board of Directors. The Audit Committee also engages an independent accountancy firm, PricewaterhouseCoopers (PWC), to audit the Company’s financial statements and management’s assessment of the internal controls over financial reporting.  PWC communicates directly with the Company’s Chief Financial Officer, Chief Accounting Officer, and the Audit Committee on a regular basis in regard to the audits performed. 

All incidents reported through Chesapeake’s incident reporting and tracking system are thoroughly analyzed annually and throughout the year to identify trends of certain types of events or locations, which may prompt the company to incorporate new policy, procedures, or training programs to address identified problem areas. Since implementing this system we have seen a reduction in recordable injuries and lost work time for Chesapeake’s operations. In 2008, our OSHA recordable injury rate was 1.1, which is much lower than the industry average of 1.7 work-related injuries as reported by the Bureau of Labor Statistics. 
The fact that Chesapeake has been named one of FORTUNE’s 100 Best Companies to Work for in 2008 and 2009 is evidence that our organization’s practices are effective in cultivating an ethical culture. On the 2009 Fortune 100 survey 96% of employees strongly agreed that “Management is competent at running the business.” Chesapeake is also an active member of OK Ethics and is ranked as one of the Best Places to Work in Oklahoma. We go through an extensive selection process to be considered one of the best places to work in America, and are very proud of this designation. These best company rankings coupled with our standing as the number one producer of natural gas in the country does provide evidence that we are a successful company with
sound business principles and business acumen.

d. How do you identify the characteristics, behaviors and problem-solving skills possessed by 
potential new hires?  Please reply in the context of promoting ethical behavior in the organization. 
We understand that employees are attracted to and stay in organizations whose cultures are compatible with their own personalities and value systems. As a result, we have recently certified all of our recruiters in Targeted Selection behavioral interviewing techniques. This technique is designed to assess behavioral, job and organization fit characteristics important for a successful career at Chesapeake. We have a plan in process to certify all managers who conduct applicant interviews. We rely heavily on our exhaustive interviewing process to select employees who demonstrate high moral values and are a good fit for Chesapeake’s culture, including our strong stance on ethics. Employees usually go through 2-4 individual and/or group interviews.  We conduct background screenings for all employees and pre-employment drug screenings for all safety sensitive employees. Safety sensitive employees also receive random-drug screenings to ensure an ethical culture is consistently being reinforced. 

e. What training does your organization conduct in order to sustain ethical behavior and promote accountability?  Please provide evidence as to the impact of this type of training.
Chesapeake has many training programs designed to ensure an ethical culture is consistently reinforced. On average, company-wide employees receive approximately 17 hours of training; our exploration and production employees receive significantly more training, estimated at 150 hours per year. The Human Resources training program requires all employees to complete Business Ethics and Workplace Harassment.  Human Resources also conduct quarterly New Supervisor Training, which covers the Code and other policies and procedures. All supervisors receive quarterly management skills training. Training evaluations have demonstrated the success of these programs in increasing the bottom-line impact of our various business measures.  

Training is an essential part of our Environmental, Health, and Safety program. Many standards promulgated by regulatory agencies such as OSHA, EPA, and DOT require us to train employees in environmental, health, and safety aspects of their jobs. Each course is designed specifically for our employees and allows the company to provide consistent training and policies throughout all operations. This training also provides a framework by which our employees can function as good neighbors in the communities in which we work. 
It is also important to note that our Corporate Security and Ethics department employees hold certifications that include Certified Compliance and Ethics Professional and Certified Fraud Examiner.  These employees have worked with the external law enforcement community to train officers in Energy Crime Investigations, which in return helps Chesapeake sustain an ethical environment in our highly visible operational areas.  

f. How does your organization recognize and/or reward those employees, customers, vendors or partners who have gone “above and beyond” in their demonstration of support for high ethical standards?

Chesapeake has a generous bi-annual performance management process that rewards employees with salary, bonus, and stock grants. It is very common for exceptional employees who go “above and beyond” to be rewarded with bonuses and salary increases that are the equivalent of 10 to 15% of base salary.  There are also times when we award additional “spot” bonuses for individuals who go above and beyond for “doing the right thing.” Additionally, we have used our performance management process to reduce compensation for employees caught driving under the influence outside of work or involved in other questionable incidents. 
As for Chesapeake vendors, we reward our excellent vendors by continuing to do business with them.  We have many vendors soliciting our business, and we go through an extensive vendor selection process in order to mitigate risk to employees or the company. Safety and environmental performance is always a critical element during vendor selection. All vendors have to complete a Master Service Agreement annually that ensures compliance with company policies, including the Code. 
Chesapeake’s Safety Award Program was established to recognize employees classified as safety sensitive. This program provides an incentive for those to follow safe workplace practices, comply with company policy, and practice due diligence in reporting incidents. In 2008, 1385 employees received $559,250 through the EH&S Safety Award program. Our drilling subsidiary, Nomac Drilling, also has several safety award programs. In 2008, we paid out $3.8 million in safety awards to 1435 drilling company employees through these various safety award and bonus programs for following safe and ethical workplace practices. 
III. Forthright Communications:

a. How does your company monitor and respond to breaches of ethical behavior?  Include both internal and external inputs.  In other words, what measures are taken to encourage forthright, two-way communication?

At Chesapeake we understand that forthright communications are based on mutual trust and respect. We have worked hard to build a culture of interactive, accessible communication where employees can bring workplace dilemmas forward.  New Employee Orientation, “Ask Aubrey” Q&A, Town Hall meetings with leadership, and “My CHK” are all examples of two-way communication vehicles that build trust and respect. At NEO, Aubrey stresses that he wants every employee to know he has an open-door policy.  The open-door policy is carried throughout the company. The Human Resources department also provides a Q&A email address, which employees use to address general questions, concerns, or comments. In addition, Chesapeake’s performance management model focuses on continuous feedback all year around. Through these open two way communication channels, employees are more comfortable sharing ethical concerns they may have. 
All Chesapeake employees are required to recertify annually that they are in compliance with the Code.  The Code covers and protects the company’s proprietary, sensitive, and confidential information.  Upon investigation, any employee who is found to be in violation of the Code is subject to termination.  We also require that all vendors and contractors execute a written agreement with provisions that cover the Code, and other policies that pertain to promoting ethical behaviors (conflicts of interest, gift reporting, etc.).  In addition, certain employees, depending on position and compensation level, sign personalized Employment Agreements that further protect the Company’s assets.    

Allegations of inappropriate or unethical behavior are received in a variety of ways.  Chesapeake provides an Employee Protection Line, a Vendor’s Protection Line and a Board of Director’s Access Line, as options for reporting ethical or other concerns. Each and every complaint or report of unethical conduct is fully investigated by Chesapeake’s Corporate Security and Ethics department. This department utilizes all internal/external resources necessary. At the conclusion of each investigation, a full report is made to the Sr. Vice-President of Human and Corporate Resources. Quarterly and annual reports are prepared and distributed to our CEO and senior leadership, and the Company’s Board of Directors.  Additionally, ethical breaches are monitored through third party audits (financial, environmental, & compliance) and internal/external legal counsel.  
The Ethics and Corporate Security department investigates all thefts, fraud, and any other security matters brought to our attention by complaint or otherwise. Our Director of Corporate Security & Ethics/Chief Security Officer also sends out periodic emails to employees in order to keep employees informed of workplace safety and security issues occurring on campus. As part of our investigative process, we engage our IT Security Compliance team to handle forensic imaging and analysis; and monitoring of email, internet, and network activity. They also perform data collection of legally defensible electronic data and investigation and preservation of digital evidence. This provides the company with resources to respond to breaches in ethical conduct. 
b. Please give examples of how your employees have demonstrated courage in the face of ethical challenges.
· We can not provide details, but Chesapeake employees have demonstrated ethical courage in reporting incidents through the company’s ethics hotlines. Because employees felt responsible to bring these issues forward, the company has been able to investigate issues regarding fuel card misuse, company credit card misuse, misuse of company vehicle and equipment, employee theft, drug use, harassment, vendor kickbacks, theft of company work time, and nondisclosure of side businesses. 

· We can not provide details, but Chesapeake has terminated several high profile, high performing, employees in recent years because their ethics were brought into question and deemed inappropriate after investigation.    
IV. Corporate Social Responsibility:  Strengthening the Community:
How does your organization actively support and strengthen the communities in which you operate?  (Judges will be particularly interested in examples that other local organizations might be able to use.)

Senior leadership actively communicates the importance of being a good corporate citizen in all of the communities in which we operate. Emails and intranet postings are used to communicate the many volunteer events available to employees. In 2008, Chesapeake’s cash contributions alone exceeded $18 million to over 300 organizations.  

Below are just a few of the many programs in which we are very proud of: 
Employees go over the top in record-breaking United Way campaigns

Employees from Texas to West Virginia pitched in to raise money for their local United Way campaigns. Chesapeake matched employee donations 100%, and total contributions for 2008 exceeded $2.25 million. 

Chesapeake Tutoring Programs

Chesapeake has partnered with local schools in many of our operating areas to tutor students.  In Oklahoma City we partner with Horace Mann Elementary and Bell Isle middle school.  We offer similar programs in Midland, Texas and Charleston, West Virginia. Chesapeake allows employees paid time away from work to mentor students for one hour per week. For the 2008-2009 school years we have had an average of 295 employees participate in the various mentoring programs. 
96 Steps Program
Chesapeake has partnered with Oklahoma Lawyers for Children to provide volunteers at the Pauline Mayer Shelter, an emergency shelter for abused children located just 96 steps from Chesapeake’s corporate campus. Forty-five Chesapeake volunteers have been trained to facilitate interviews with children who are brought to the shelter daily. These interviews provide valuable information about the children so attorneys are more prepared to represent the children the same day as the interview.  With the information our volunteers gather, attorneys can bring any concerns or issues right away to the court, addressing them in a timely manner.  

Environmental Partnerships

Chesapeake partners with a number of groups to preserve and protect the earth’s resources. The most recent demonstration of this commitment is our membership in the Environmental Protection Agency’s Natural Gas Star Program. This program is a voluntary initiative encouraging oil and gas companies to work with the government and each other to reduce greenhouse gas emissions. We have also reached out to two leading environmental organizations, the Sierra Club and the Natural Resources Defense Council, to discuss areas where our interests might be aligned and mutually beneficial for the environment. 
We are a key contributor to The Nature Conservancy and the Oklahoma Energy Resources Board, which has remediated, at no cost to taxpayers more than 7,800 abandoned well sites across Oklahoma. In addition, we support educational outreach programs from the Oklahoma Association of Conservation Districts and the Oklahoma Water Resources Board. 
We share the Nature Conservancy’s mission to preserve the plants, animals and natural communities that represent the diversity of life on earth by protecting the lands and waters they need to survive. In northern Oklahoma, Chesapeake’s continued support of the restoration of the 38,000-acre Tallgrass Prairie Preserve has resulted in a reintroduction of the once-endangered bison. Our latest endowment will allow for conservation easement in needed areas throughout West Virginia. 

V. Building Trust in Relationships:

a. Demonstrate that your organization’s sales and marketing approach exemplifies a high standard of ethical values as indicated by a customer letter or business case study.  The documents provided should demonstrate that an ethical approach has been taken in responding to the customer and/or vendor.  This process should place an appropriate balance on the customers’ best interest as well as the organization’s desire to achieve revenue goals, so that ethical considerations are not compromised.

When technological advances made it possible for Chesapeake to horizontally drill wells and produce the natural gas found in the Barnett Shale, a tight shale formation found in the densely populated Fort Worth-Dallas Metroplex, a new challenge emerged — how to get the gas produced from these wells transported through pipelines that were not yet constructed.

A heated debate emerged in 2008 concerning a natural gas pipeline critical to the transportation of natural gas from several wells near the West Meadowbrook neighborhood in east Fort Worth. Several alternative routes were studied and considered, but engineering experts determined that this location was the best route that would affect the least number of residents. 

A well-coordinated educational outreach campaign was initiated with residents, City of Fort Worth officials, and local media. For more than four months in 2008, more than a dozen Chesapeake public affairs employees, representatives of Texas Midstream Gas Services (TMGS), a pipeline subsidiary of Chesapeake, and right-of-way agents met with individual property owners, held community meetings, presented at neighborhood association meetings and were in constant communication with both city staff and council members. The numerous meetings held throughout the area covered everything from easements, pipeline route development, construction methods, safety, regulation and the resulting economic benefits this pipeline would bring for both residents and the City of Fort Worth. 

Carter Avenue was the most affected street within the West Meadowbrook neighborhood, where a 20-foot wide easement was needed on approximately 47 tracts of property. The needed easements were surveyed and measured, and property owners were offered compensation at market rates for the use of this easement. All property owners were personally visited by right-of-way agents who explained the process, requested permission to survey and worked to obtain signed easement agreements. 

As Chesapeake’s public affairs team continued to reach out to residents, the activists opposing this project began to assemble. The opponents began to call council members, the media, and state officials spreading misinformation and circulating false statements about the project, in hope of curtailing the pipeline construction. Over and over, calls were made to the media by dozens of activists, who continued to garner press coverage and attend every meeting TMGS or Chesapeake was involved in, only to provide false and inflammatory rumors about the project on Carter Avenue. 

Chesapeake handled this difficult situation in a dignified, respectful and ethical manner. Our representatives were always mindful of Chesapeake’s commitment to reduce the environmental impact of our operations as much as possible, to explain to residents what our plans were BEFORE beginning, and to answer any questions they might have in a courteous, informative manner. A team of Chesapeake employees attended every protesting event in an effort to inform and educate angry citizens about what was planned and to dispel the nasty rumors. In addition to attending protesting events, our employees participated in numerous public presentations and were dedicated to providing the public with information about our urban drilling program on our AskChesapeake.com website. 

Chesapeake went above and beyond and continued to work very closely with the Mayor of Fort Worth, the council member representing this district, and with other city council members, so they would better understand the real issues and not be confused by misinformation. To date, TMGS and Chesapeake have secured all 47 easements needed for this line. All residents were treated with respect, compensated fairly and construction of this much-needed pipeline will begin in the near future. 
b. Do you have a formal governance program and Conflict of Interest in place?  Yes __X__
The various corporate governance components can be found on our Company website.  The Company’s statements regarding Conflicts of Interest are found in The Code of Business Conduct and Ethics. This policy is posted on the intranet, employee policy manual, external website, and each employee signs a compliance certificate at NEO that they have received, read and understood the policy.  
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