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TEXAS GENERAL LAND OFFICE 
GEORGE P. BUSH, COMMISSION ER 

January 13, 2020 

Chesapeake Operating, LLC. 
6100 N. Western Avenue 
Oklahoma City, OK 73118 
Attention: Lacy McCornack, Accounting Manager 

Certified Mail# 7011-l 150-0001-2420-7145 

RE: Final Audit Billing Notice for State Leases Mf 104792, MF084110, MF! 06201, MF109267 and other Toyah 
State Leases (in Exhibit A) 

Dear Ms. Mccornack: 

The Texas General Land Office (GLO) has completed the audit of above referenced state leases (and other Toyah 
State leases on Exhibit A) that were operated and/or held by Chesapeake Operating, LLC. (Chesapeake). The 
audit covered the reporting period of January 2008 through March 2013 . This letter constitutes an Audit Billing 
notice as defined in Section 52.135(c) of Texas Natural Resources Code. The audit resulted in the determination 
of additional amounts due as follows: 

Royalty 

Penalty 

Interest 

Total 

$1,556,486.81 

$177,610.41 

$1,481,854.03 

$3,215,951.25 

Interest has been computed through August 31, 2019 in accordance with Section 52.131 of the Texas Natural 
Resources Code and will continue to accrue until the royalty has been paid. 

The following documents are attached in support of our findings: 

► Attachment I - Summary of the audit exceptions by lease; 

► Attachment II-Final Audit Report which includes a brief discussion of the audit exceptions and 
recommendations; 

► Attachment III - The procedures used for assessment of penalties and interest; and 

► Attachment IV - Various schedules and documents that support royalty calculations 

To ensure your company remains in good standing with the GLO, please respond within 30 days from the receipt 
of this Final Audit Billing Notice with your payment, or to request a hearing before the 

Stephen F. Austin Building • 1700 North Congress Avenue• Austin, Texas 78701-1495 

P.O. Box 12873 • Austin, Texas 78711-2873 

512.463.5001 • 800.998.4GLO 

glo. texas.gov 
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Commissioner, or his representative, for redete1mination of such assessment. In order to ensure proper credit, your 
payment should be mailed with your audit billing notice, to the following address: 

Texas General Land Office 
Stephen F. Austin Building 
1700 Notth Congress Avenue 
Austin, Texas 78701-1495 

For any questions or additional information on this audit, please contact Brian B. Raygon at 512-463-0154 or send 
an email to brian.raygon@glo.texas.gov. 

Sirr~ 
J. ~Le Sump, CPA 
Director of Minerals Audit 
Texas General Land Office 
(512) 463-2921 / dale.sump@glo.texas.gov 

Attachments 
Ltr. Log #0294 
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Summary of Audit Exceptions (Attachment I) 

Lease/Unit State Lease Workpaper Additional Gas Penalty Interest Total Gas Production 

Well Name Number R cfcrencc/1 Royalty Due through through Rcvcuuc Monl'hs 

08/31/19 08/31/19 Amount Covered 

Pelican Ranch & Robertson State Units Mf l04792 0.1.23 $117,401.74 $11 ,805.98 $131,473.45 $260,681.17 1/2008 through 3/2013 

Harrison State 2 MFI04871 D.1.26 $170,8 12.60 $17,298.97 $165,370.03 $353,481.60 1 /2008 through 3/2013 

Darden State 71-26-IH 3 MF104585 D.1.27 $35,211 .58 $3,534.30 $11,867.90 $50,613.78 1 /2008 through 3/2013 

Darden State 7 1-26-11-r 4 Mf/108655 0, 1.29 $25,760.53 $2,595.43 $8,971.5 1 $37,327.47 I /2008 lhrough 3/20 I 3 

Wright State Non-unit & Jobe State Unit 5 MF104186 D.1.30 $60,571.32 $6,147.7 1 $69,337.04 $136,056.07 I /2008 through 3/2013 

Wright State Non-unit & Jobe State Unit 6 MF107630 0.1.31 $5,222.47 $1,054.14 $5,91 8.45 $12,195.06 I /2008 through 3/2013 

Vada State 7 MF105495 0 .1.32 $73,034.10 $7,521.51 $83,109.78 $163,665.39 l /2008 through 3/2013 

Torrez State 61-1 H 8 MFI04587 0 .1.33 $41,714.56 $4,4 17.20 $37,026.77 $83,158.53 l /2008 through 3/2013 

Torrez State 61-1 H 9 MF104601 D.1.35 $19,691.33 $2,219.26 $15,552.98 $37,463.57 1/2008 through 3/20 l 3 

Brackenridge State 57-44-1 10 MF 105848 0.1.36 $66,386.95 $6,744.39 $56,64 1.82 $ 129,773. 16 I /2008 through 3/20 13 

Block 59 State 27-11-1 11 MF104524 D.1.37 $805.25 $258.94 $2,364.30 $3,428.49 1 /2008 through 3/2013 

Block 59 State 27-11-1 12 MF104530 D.1.38 $70,077.39 $7,038.63 $50,798.63 $127,914.65 1/2008 through 3/2013 

Block 59 State 27-11-1 13 MF1 04539 D.1.39 $28,645.53 $3,056.07 $26,506.76 $58,208.36 I /2008 through 3/2013 

Jobe State 70-58-1 H 14 MF104187 D.1.40 $66,527.36 $6,863.77 $71,785.76 $145,176.89 1 /2008 through 3/2013 

Block 59 State 35-1 H 15 MF103430 D.1.42 $36,150.35 $3,655.27 $23, 154.50 $62,960.12 1 /2008 through 3/2013 

Jobe State 70-l/C- 17-18 16 Mr104185 D.1.43 $57,375.33 $6,201.43 $64,324.74 $127,901.50 1/2008 through 3/2013 

Caldwell State 71-5-1 H 17 MF104190 D.1.44 $15,353.63 $1 ,751.66 $14,945.44 $32,050.73 1 /2008 through 3/2013 

Caldwell State 71-5-1 H 18 MF104191 D.1.45 $46,086.16 $4,634.81 $44,867.68 $95,588.65 1/2008 through 3/20 l 3 

Johnson State 56-10-1 19 MF102645 0.1.46 $27,859.69 $2,884.52 $34,437.38 $65,181.59 1 /2008 through 3/20 13 

Block 58 State Unit Wells 20 MF105285 0.1.47 $38,573.99 $4,010.42 $29,846.71 $72,431.12 1 /2008 through 3/2013 

McClure State 72-23 1 H 21 MF 105243 0.1.48 $8,1 12.84 $1 ,1 41.38 $8,616.40 $17,870.62 1/2008 through 3/20 13 

McClure State 72-23 l H 22 MF105497 0. 1.49 $25,404.10 $2,684. 14 $26,66 1.03 $54,749.27 1/2008 through 3/20 13 

I-lodge ST 70-24, Jobe ST 72-7. Lowe ST 72-8 23 Mf104184 0.1.50 $56,178.45 $5,926.06 $64,335.89 $126,440.40 I /2008 through 3/2013 

Methodist ST 72-38 24 MF108406 0.1.51 $31,229.60 $3,296.19 $ 19,580.27 $54,106.06 I /2008 through 3/2013 

Grove ST 72-21 25 MF105245 D.1.54 $39,744.96 $4,205.40 $39,339.80 $83,290.16 1/2008 through 3/20 13 

Grove ST 72-21 26 MFI05320 0 .1.55 $6,599.95 $1,185.80 $6,304.99 $14,090.74 l /2008 through 3/201 3 

Grove ST 72-21 27 MF 106675 D. 1.56 $ 1,644.48 $725.89 $1,570.35 $3,940.72 I /2008 through 3/20 1 3 

Grove ST 72-21 28 Mf-107499 0.1.57 $ 1,314.60 $700.00 $1 ,255.86 $3,270.46 1/2008 through 3/20 13 

Grove ST 72-21 29 MFl09204 D. 1.58 $10,868.50 $1 ,618.07 $8,999.83 $21,486.40 I /2008 through 3/2013 
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Lease/Unit State Lease Workpapcr Additional Gas Penalty Interest Total Gas Production 

Well Name Number Reference/I Royalty Due through through Revenue Months 

08/31/19 08/31/19 Amount Covered 

Grove ST 72-21 30 MF I09189 D.1.60 $1 ,067.37 $575.00 $1,020.28 $2,662.65 l/2008 through 3/2013 

Block 58 ST 40-14 & ST 42-11-l 31 MFI04778 D. 1.61 $33,431.77 $3,529.30 $18,889.76 $55,850.83 l/2008 through 3/20 13 

Block 58 ST 40-14 32 MFI04548 D. 1.62 $ 19,180.95 $2,440.13 $18,307.74 $39,928.82 l/2008 through 3/2013 

Block 58 ST 40-14 33 MF l05287 D.1.63 $5,972.00 $820.53 $5,971.22 $12,763.75 I /2008 through 3/2013 

Block 58 ST 40-14 34 MF 107619 D.1.64 $4,849.38 $ 1,2 10.11 $3,607.67 $9,667. 16 l/2008 through 3/2013 

Block 58 ST 40-14 & ST 42-1 H 35 MF107733 D.1.66 $3,777.16 $717.75 $3,783.08 $8,277.99 l/2008 through 3/20 13 

Block 58 ST 40-14 36 MF I07769 D.1.67 $8,743.67 $1 ,435.89 $4,821.60 $15,001.16 I /2008 through 3/20 13 

Block 58 ST 42-1 1-1 37 MF104580 D.1.68 $14,231.69 $ 1,762.90 $7,575.78 $23,570.37 1/2008 through 3/20 13 

Block 58 ST 42- 11-1 38 MF I07612 D.1.70 $764.51 $202.79 $1,383.69 $2,350.99 l/2008 through 3/20 13 

Lowe ST 72-8 39 MF 105534 D.1.73 $ 19,303.67 $2,295.64 $24,2 11.92 $45,811.23 l/2008 through 3/20 13 

Block 59 ST 37-I H 40 MF104526 0 .1.74 $15,100.95 $ 1,844.85 $1 2,624.43 $29,570.23 l/2008 through 3/20 13 

Block 59 ST 37-1 H 41 MF l05485 D.1.75 $2,951.39 $430.31 $4,354.67 $7,736.37 l/2008 through 3/2013 

Block 59 ST 37- 11-1 42 MF1 07610 D.1.76 $ 1,639.72 $313.46 $2,419.30 $4,372.48 l/2008 through 3/20 13 

Shuffield 72-1 4 43 MF108598 D. 1.77 $ 11 ,559.34 $2,034.42 $13,015.83 $26,609.59 l/2008 through 3/2013 

Shuffield 72-14 44 Mf- 108599 D.1.78 $11,505.14 $2,030.36 $12,954.85 $26,490.35 I /2008 through 3/2013 

Hill State 71-4 45 MFI 05230 D. 1.79 $8,803.83 $ 1,594.23 $9,351.52 $ 19,749.58 I /2008 through 3/20 13 

Hill State 71-4 46 MF105236 D.1 .80 $3,956.07 $ 1,082.59 $4,201 .69 $9,240.35 1/2008 through 3/20 13 

Hill State 71-4 47 MF105494 D. 1.81 $3,205.23 $927.68 $3,404.19 $7,537.10 I /2008 through 3/2013 

Hodge ST 70-24 48 MF10498 1 D.1.82 $5,080.79 $574.60 $5,999.92 $ 11,655.31 l/2008 through 3/2013 

LoweST 72-8 49 MF105532 D.1.83 $4,825.67 $1 ,1 54.06 $6,052.98 $12,032.71 1/2008 through 3/2013 

Lowe ST 72-8 50 MFI05433 D.1.84 $3,602.79 $980.71 $4,519.1 I $9, 102.6 1 I /2008 through 3/2013 

Lowe ST 72-8, Jobe ST 72-7 51 MFI05499 D.1 .85 $4,391.12 $1 ,090. 11 $4,847.66 $10,328.89 I /2008 through 3/2013 

Block 58 ST 31-3 52 MF I04780 D.1.86 $2,481.59 $770.9 1 $2,691.22 $5,943.72 I /2008 through 3/2013 

Block 58 ST 3 1-3 53 MFI0478 1 D.1.88 $2,928.11 $841.89 $3,163.59 $6,933.59 l/2008 through 3/2013 

Block 58 ST 3 1-3 54 MF1 04782 D.1.87 $4,804.73 $953.22 $5,19 1.20 $10,949.15 l/2008 through 3/20 I 3 

Block 58 ST 31-3 55 MF1 05291 D.1.89 $1,60 1.56 $719.75 $ 1,730.33 $4,051.64 l/2008 through 3/2013 

Block 58 ST 31-3 56 MF1 05490 D.1.90 $4,504.73 $913.96 $4,866.99 $1 0,285.68 l/2008 through 3/2013 

Block 58 ST 3 1-3 57 MF l06627 D. 1.91 $2,323.42 $795.92 $2,500.20 $5,6 19.54 l/2008 through 3/2013 

Block 58 ST 31-3, Block 55 TS ST 31- IH 58 MF10664 I D.1 .92 $807.14 $550.00 $874.02 $2,231.16 1/2008 through 3/2013 

Block 58 ST 31-3 59 MF I08251 D.1.93 $749.55 $550.00 $810.68 $2,110.23 1/2008 through 3/2013 

Hodge ST 70-24 60 MF104982 D.1.94 $3,0 10.65 $545.24 $4,667.57 $8,223.46 1/2008 through 3/2013 

Hodge ST 70-24 61 MFI05825 D.1.95 $3,763.53 $463.29 $4,444.32 $8,671.14 1/2008 through 3/2013 

Jobe ST 72-7 62 MF l06243 D.1.96 $1,168.28 $300.00 $387.93 $1 ,856.2 1 1/2008 through 3/2013 

Vaquillas Ranch 63 MF0841 I0 D.1.99 $49,77 1.57 $5,007.93 $58,300.44 $113,079.94 1/2008 through 12/2010 

Indus-State & Ford Unit 64 MF l06201 D.1.100 $ I 08,208.35 $10,860.79 $93,651.59 $212,720.73 1/2008 through 12/2012 

Ford Unit 65 MF l06600 D.1.104 $876.91 $112.75 $289.0 1 $1,278.67 I /2008 through 12/2012 

$1,559,303.67 $177,610.41 $1,481,854.03 $3,218,768.ll Sub-total Amount 

!MBF Non-unit 66 MFI04874 D.1.41 ($2,816.86) $0.00 $0.00 ($2,816.86) 1/2008 through 3/2013 

$1,556,486.81 $177,610.41 $1,481,854.03 $3,215,951.25 Total Amount 
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ATTACHMENT II 

Final Audit Report 
Chesapeake Operating, LLC. 

Discussion of Audit Exceptions 

The Texas General Land Office (GLO) has reviewed the payment of royalties made by Chesapeake Operating, 
LLC. (Chesapeake) on selected State Leases for the period January 2008 through March 2013. Our review 
consisted of examining the components that comprise the royalty payments: volume, price, and royalty interest. 

Our examination of volumes consisted of comparing amounts repmted to the State with documents both produced 
by Chesapeake and third-party documents provided to Chesapeake. Prices reported by the royalty payor(s) were 
compared to governing provisions of the leases, statutes, rules, agreements and contracts. The appropriate royalty 
interest was verified by comparison to the governing contractual agreements. Other procedures were used, as we 
considered necessaiy to enable us to determine ifroyalties were repo1ted and computed properly. 

As a result of our audit, we have concluded the State is due additional royalty. The exceptions and related details 
for the audit exceptions are summarized below. Discrepancies noted in the audit period are calculated from Januaiy 
2008 through March 2013. 

COUNTY NAME LEASE# LEASE TYPE 

Reeves MF104792 Relinquishment Act Lands 
Webb MF084110 Relinquishment Act Lands 
Tarrant MF106201 Deprutment of Con ections 
Tarrant MFI 09267 Mental Health & Retardation 

For complete listing of audited State leases, see Exhibit A. 

Under-reporting of Non-Processed Gas Volumes (Audit Exception# 1): 

Audit Exception Overview 

AUDIT PERIOD 

1/2008 thru 3/2013 
1/2008 thru 12/2010 
1/2008 thru 12/2012 
1/2008 thru 12/2012 

The review of non-processed Gas volumes comprised on and off-lease fuel, unaccounted Gas and Gas sales. Our 
testing indicated material volume differences among Chesapeake's Wellhead Meter Statements, Allocation 
Statements, and GLO Repmts. Specifically, the auditor noted material difference between "Theo MMBtu" gas 
from the Allocation Statements and MMBtu Gas from GLO-2 Repmts. Note that "Theo MMBtu" gas from the 
Allocation Statements can be traced to Wellhead Meter Statements when Gas Lift is deducted. The Gas volumes 
in these meter statements were produced at the lease; they were measured after oil, gas and water were separated 
and before being commingled with other Gas volumes in the ru·ea. For production months in which meter 
statements were not available (Janua1y 200'8 through December 2009), the auditor reviewed and compared Gas 
volumes on Daily Reports (provided by Chesapeake) to those in the Allocation Statements and noted that Gas 
volumes from both records were comparable. Finally, due to material differences in a comparison of prices 
conducted between MMBtu Gas prices and prices from GLO-2 Repo1ts, the auditor notified Chesapeake that the 
Weighted Average Selling Price (WASP) would be used to recalculate the GLO's Gas royalties. 

MFl 04 792 Lease Agreement Relevant Royalty Provision 
According to Section 4, Paragraph (B) entitled Non Processed Gas: "Royalty on any gas (including flared gas), 
which is defined as all hydrocarbons and gaseous substances not defined as oil in subparagraph (A) above, 
produced from any well on said land (except as provided herein with respect to gas processed in a plant for the 
extraction of gasoline, liquid hydrocarbons or other products) shall be 1/5 part of the gross production or the market 
value thereof, at the option of the owner of the soil or the Commissioner of the General Land Office, such value 
to be based on the highest market price paid or offered for gas of comparable quality in the general area where 
produced and when nm, or the gross price paid or offered to the producer, whichever is greater . .. " 
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MF084 l l O Lease Agreement Relevant Royalty Provision 
According to Section 3, Paragraph (b) entitled Non-Processed Gas: "As a royalty on any gas (including flared 
gas), which is defined as all hydrocarbons and gaseous substances not defined as oil in subparagraph (a) above, 
produced from any well on said land (except as provided herein with respect to gas processed in a plant for the 
extraction of gasoline, liquid hydrocarbons or other products) One-fomth (1/4) part of the gross production or the 
market value thereof, at the option of the owner of the soil or the Commissioner of the General Land Office, such 
value to be based on the highest market price paid or offered for gas of comparable quality for the field where 
produced and when run, or the gross price paid or offered to the producer, whichever is greater ... " 

MFl 06201 and MFl 09267 Lease Agreement Relevant Royalty Provision 
According to Section 4, Paragraph (B) entitled Non-Processed Gas: "As a royalty on any gas (including flared 
gas), which is defined as all hydrocarbons and gaseous substances not defined as oil in subparagraph (A) above, 
produced from any well on said land ( except as provided herein with respect to gas processed in a plant for the 
extraction of gasoline, liquid hydrocarbons or other products) 1/4 pa1t of the gross production or the market value 
thereof, at the option of the Lessor, such value to be based on the highest market price paid or offered for gas 
comparable quality in the general area where produced and when nm or the gross price paid or offered to the 
producer, whichever is greater ... " 

MF l 06600 Lease Agreement Relevant Royalty Provision 
According to Section 3, Paragraph (b) entitled Non-Processed Gas: "To pay Lessor on gas and casinghead gas 
produced from said land (1) when sold by lessee 1/4 of the amount realized by Lessee, computed at the mouth of 
the well, or (2) when used by Lessee off said land or in the manufacture of gasoline or other products, the market 
value, at the mouth of the well, of 1/4 of such gas and casinghead gas ... " 

ADDITIONAL ROY ALTY DUE: $1,506,715.24 

Under-repo1iing of Processed Gas and NGLs (Audit Exception# 2) 

A review of the field schematics indicated that State gas volumes were commingled with other gas volumes in the 
area; then production was sent to gas plants (i.e. Houston Central Plant CP) for processing ofNGL and Residue 
Gas volumes . After processing, NGLs and Residue Gas were sold. To review and determine Processed Gas and 
NGL volumes and values, the auditor used the GLO's Processed Gas Model (PGM). The PGM simulates the 
Natural Gas Fractionation process that allows us to compute volume and value of products available in the gas 

stream. 

The GLO used the following source documents as inputs into the PGM to determine the gross value and volume of 
NGL and Residue: The Gas Plant Settlement statements (Net Deliveries, Meter Totals Theoretical and Allocated 
Gallons, Plant Fuel Usage Percentage, Gas Mo1% and prices for NGLs & Residue). Note that Inlet Gas volumes 
from the allocation statements were used as inlet gas inputs when gas meter statements were not available. The 
results from the PGM and GLO-2 Reports indicated material differences on Residue Gas, NGL volumes and values. 
Consequently, the PGM was used to determine the additional royalties due to the GLO. 

MF084110 Lease Agreement Relevant Royalty Provision 
According to Section 3, Paragraph (c) entitled Processed Gas: "As a royalty on any gas processed in a gasoline 
plant or other plant for the recovery of gasoline or other liquid hydrocarbons, One-fourth (1/4) part of the residue 
gas and the liquid hydrocarbons extracted or the market value thereof, at the option of the owner of the soil or the 
Commissioner of the General Land Office. All royalties due herein shall be based on one hundred percent (100%) 
of the total plant production of residue gas attributable to gas produced from this lease, and on fifty percent ( 5 0%) 
or that percent accruing to Lessee, whichever is greater, of the total plant production of liquid hydrocarbons 
attributable to the gas produced from this lease .. . " 

ADDITIONAL ROYALTY DUE: $49,771.57 

Gas Royalty Overpayment (Audit Exception# 3) 
Detail Testing results indicated that Chesapeake continued to repo1t and pay royalties after the unit and 
associated State leases in the unit had expired, which resulted in royalty overpayments. Incorrect Btu Factors 
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were used on GLO-2 Production Reports (GLO-2) that resulted in overpayment. Noted MMBtu Gas Differences 
between Allocation Statements and GLO-2, misallocated MMBtu Gas among unitized leases and Chesapeake 
used incorrect Net Royalty Interest (NRI) that resulted in gas royalty overpayments. For MF104874, 
Chesapeake used Btu Factor of 1 instead of the actual Btu Factors from Wellhead Meter Statements of 
0.7772213 and 0.859148 in reporting gas volumes. As a result, the auditor applied these overpayments as credits 
to audited State leases with outstanding balances and calculated the remaining balance. 

TOTAL APPLIED GAS ROYALTY CREDIT: - $163,942.31 
For an overview of this credit, see Exhibit B 

Audit Exception #1 & #2 Resolution 
After several months of discussion between the GLO and Chesapeake personnel via telephone, it was agreed upon 
that the MMBtu Gas from the Wellhead Meter Statements are reliable and can be used to recalculate the GLO's 
royalty on non-processed gas. Also, that Wellhead MMBtu Gas from the Allocation Statements are not just 
"Theoretical Gas" as previously indicated by Chesapeake personnel in response to the Draft Audit Billing Notice. 
The auditor demonstrated (using field schematics) that the Wellhead Meter Statements included Gas measw-ed 
when the gas was first separated from water and condensate. Furthe1more, the Detail Testing results indicated that 
Wellhead MMBtu Gas from the Allocation Statements are comparable to those in the Wellhead Meter Statements 
(and Daily Repo1ts for 2008 and 2009 production months when Meter Statements were not provided) when Gas 
Lift is deducted. Therefore, the Wellhead MMBtu Gas from the Allocation Statements are royalty bearing. 

To determine Non-Processed Gas royalty valuation, the auditor multiplied the MMBtu Gas from the Wellhead 
Meter Statements (or Allocation Statements and Daily Reports) by the Lease Royalty Rate or by the State Lease 
Net Royalty Interest (NRI) to dete1mine State's Production in MMBtu's. The State's production IvfMBtu Gas were 
then multiplied by the IvfMBtu WASP (as agreed upon by GLO and Chesapeake) from the purchase statements to 
anive with Gas Royalty Due. Lastly, the recalculated Gas Royalty Due was then subtracted by the Gas royalty 
payments rep01ted to the GLO to attain the Additional Gas Royalty Due. 

To determine the Processed Gas royalty, the auditor multiplied Processed Gas Values by the Lease Royalty Rate 
or by the State Lease Net Royalty Interest (NRI) to dete1mine Royalty Due. Gas Royalty Due was subtracted from 
the Gas royalty payments rep01ted to the GLO to determine Additional Gas Royalty Due. The key factors 
contributing to these differences were attributed to the allocation of Residue Gas and NGLs' molecular balance 
and values; the reporting of Residue Gas volumes and NG Ls to the GLO in compliance with the lease agreements. 

For more information on royalty provisions used in the audit for other State leases, see lease agreement(s) of 
applicable audited leases. 

Total Additional Royalty Due: $1,556,486.81 
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ATTACHMENT II 

GLO Recommendations 
Chesapeake Operating, LLC. 

I . AE# I - Under-repo1ting of Non-Sales Gas Volumes: 
Recommendations: Measure on-and off-lease fuel and report and pay royalties on these volumes to the 
GLO, includ;ng unaccounted gas volumes. Compare Wellhead Meter Statements to Allocated Gas from 
the Allocation Statements and review material differences. Pay the GLO on its royalties based on Gas 
Gross Production. Use the price based on the highest market price paid or offered for gas of 
comparable quality in the general area. 

2. AB# 2 - Under-reporting of Processed Gas and NGL Sales Volumes: 
Recommendations: Review the volumes returned for Residue Gas and NGLs from the Plant Settlement 
Statements to determine and allocate each product by molecular balance, including State leases. Pay the 
GLO 's royalties on Residue Gas Volumes at I 00% per the State Lease Agreement. Conmnmicate and 
request "Permission. to Commingle " with the GLO and solicit guidance from the GLO 's Engineers in 
reporting Non-processed Gas, Residue Gas and NGL Components to the GLO. 
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Exhibit A 

County Name Lease# Lease Type Audit Period 

Reeves MF104792 Relinquishment Act Lease 1/2008 th.rough 3/2013 

Reeves MF104871 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF104585 Upland Fee 1/2008 through 3/2013 

Reeves MF108655 Relinquishment Act Lease 1/2008 th.rough 3/2013 

Reeves MF104186 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF107630 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF105495 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF104587 Upland Fee 1/2008 through 3/2013 

Reeves MF104601 Upland Fee 1/2008 through 3/2013 

Reeves MF105848 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF104524 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF104530 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF104539 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF104187 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF104874 Free Royalty Lease 1/2008 through 3/2013 

Reeves MF103430 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF104185 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF104190 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF104191 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF102645 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF105285 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF105243 Relinquishment Act Lease 1/2008 thrnugh 3/2013 

Reeves MF105497 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF104184 Relinquishment Act Lease 1/2008 th.rough 3/2013 

Reeves MF108406 Surface Sold - All Minerals Reserved 1/2008 through 3/2013 

Reeves MF105229 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF105245 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF105320 Upland Fee 1/2008 through 3/2013 

Reeves MF106675 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF107499 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF109204 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF109205 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF109189 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF104778 Relinquishment Act Lease 1/2008 th.rough 3/2013 

Reeves MF104548 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF105287 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF107619 Relinquishment Act Lease 1/2008 through 3/2013 
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Reeves MF107733 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF107769 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF104580 Upland Fee 1/2008 through 3/2013 

Reeves MF105289 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF107612 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF108664 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF105534 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF104526 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF105485 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF107610 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF108598 Free Royalty Lease 1/2008 through 3/2013 

Reeves MF108599 Free Royalty Lease 1/2008 through 3/2013 

Reeves MF105230 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF105236 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF105494 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF104981 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF105532 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF105433 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF105499 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF104780 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF104781 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF104782 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF105291 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF105490 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF106627 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF106641 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF108251 Free Royalty Lease 1/2008 through 3/2013 

Reeves MF104982 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF105825 Relinquishment Act Lease 1/2008 through 3/2013 

Reeves MF106243 Relinquishment Act Lease 1/2008 through 3/2013 

Webb MF084110 Relinquishment Act Lease 1/2008 through 12/2010 

Tanant MF106201 Department of Corrections 1/2008 through 12/2012 

Tanant MF109267 Mental Health & Retardation 1/2008 through 12/2012 

Tan·ant MF106600 County Roads 1/2008 through 12/2012 
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Chesapeake Audit - Exhibit B (Royalty Overpayment to Chesapeake) 

Lease# WP# Amount (Credit) I 
MF104585 D.1.27 ($13,763.42) 

MF104586 D.1.28 ($28,449.06) 

MF109479 D.1.28 ($5,901.21) 

MF109480 D.1.28 ($1,003.08) 

MF109559 D.1.28 ($372.39) 

MF108655 D.1.29 ($11,150.59) 

MF104186 D.1.30 ($2,239.95) 

MF107630 D.1.31 ($11,232.67) 

MF105495 D.1.32 ($318.34) 

MF104601 D.1.35 ($2,567.74) 

MF104530 D.1.38 ($1 ,686.20) 

MF104539 D.1.39 ($1,555.21) 

MF104874 D.1.41 ($2,816.86) 

MF103430 D.l.42 ($2,221.14) 

MF104190 D.1.44 ($3,888.57) 

MF104191 D. l.45 ($ 11 ,665.76) 

MF102645 D.1.46 ($24,064.65) 

MF105285 D.1.47 ($1,670.99) 

MF104184 D.1.50 ($1,671.03) 

MF108406 D.1.51 ($922.32) 

MF105229 D.1.52 ($2,186.83) 

MF104981 D.l .82 ($1,437.63) 

MF105825 D.1.95 ($1,064.91) 

MF106243 D.1.96 ($2,401.75) 

MF084110 D.1.99 ($2,748.21) 

MF106201 D.1.100 ($4,877.68) 

MF109267 D.1.101 ($14,354.59) 

MF106600 D.l.104 ($5,709.53) 

Total 
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PENALTY(l) 
For delinquent royalty 

For delinquent report, 
affidavit, or other document 

INTEREST (2) 
For delinquent royalty 

(1) 31 TAC §9.51 (b) (3) (A) 

ATTACHMENT ill 

SUMMARY OF PENALTY/ INTEREST ASSESSMENT RULES 
FOR DELINQUENT ROYALTIES AND DELINQUENT 

REQUIRED REPORTS OR DOCUMENTS 

Due Before 10/1/75 Du e After 10/1/75 and Before Due After 9/1/85 (Production 

(Production prior to 9/1/85 (Pr oduction 8/1/75 7/1/85 through 12/31/09) 
8/1/75) through 6/30/85) 

(2) For delinquencies of30 
days or less, the greater of 5% 

The greater of 1% of the of the delinquent amount or 
None delinquent amount or $5.00 for $25.00; for delinquencies of 

each 30-day delinquency more than 3 0 days, the greater 
of 10% of the delinquent 
amount or $25.00 

None 
$5.00 per document for each $10.00 per document for each 
30-day period of delinquency 30-day period of delinquency 

6% per year, simple; accrual 6% per year, simple; accrual 
(3) 12% per year, simple; 

begins 3 0 days after due date begins 30 days after due date 
accrual begins 60 days after due 

date 

Due After 2/26/10 (Production 1/1/10 

through present) 

(2) For delinquencies of30 days or less, the 
greater of 5% of the delinquent amount or 
$25.00; for delinquencies of more than 30 
days, the greater of 10% of the delinquent 
amount or $25.00 

$10.00 per document for each 30-dayperiod 
of delinquency 

( 4) Prime plus I% set on the first business 
day of each calendar year 

I 

(2) Penalties are not assessed in cases of title dispute as to the state's portion of the royalty or to royalty in dispute as to fair market value except when fraud is involved, in which 
case the fraud penalty is applicable. Penalty provisions are found at Tex Nat. Res. Code Ann §52.131 (e) (f) (h). 

(3) Tex Nat. Res. Code Ann §52.131 (g) 

( 4) Per 31 TAC §9.51 (b) (3) (E), the interest rate on past due royalty is Wall Street Journal Prime plus 1 %, to be adjusted annually. 

~~~~¼J.1:Ithlf~~b/£0i~)20Ji~~~~/1}7~1?i; t~.£tf.f1~~~tlSt 
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A royalty payment that is not accompanied by the required royalty affidavit identifying the GLO lease number is delinquent, 31 TAC §9.51 (2) (B). 

The state's power to forfeit a lease shall not be affected by the assessment or payment of any delinquency, penalty, or interest provided in 31 TAC §9.51 (b) (3) (D). 

Updated: 01/01/2019 
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TEXAS GENERAL LAND OFFICE 
GEORGE P. BUSH, C OMMI SSION ER 

May 4, 2020 

Chesapeake Operating, LLC. 
6100 N. Western Avenue 
Oklahoma City, OK 73118 

CERTIFIED MAIL NO. 7016-2070-0000-7391-0902 

Attention: Lacy McCornack, Accounting Manager 

RE: Audit Closure Letter for the Period January 2008 through March 2013 

Dear Ms. Lacy: 

Chesapeake Operating, LLC (Chesapeake) directly or indirectly holds or held interest in state oil 
and gas leases as listed on Exhibit A. The Texas General Land Office (GLO) conducted an audit 
of the books, accounts, reports and other records relating to the subject leases for the audit period 
of January 2008 through March 2013. As a result of the audit, the GLO has received 
Chesapeake's payment of $1,556,486.81 on February 18, 2020 and $400,000 on April 27, 2020 
with a total audit payment of $1 ,956,486.81 to close out audit exceptions. 

In accordance with the Texas Natural Resource Code Section 52.139 (b), the Commissioner may 
not again audit the books and records covering the same issues, time period, and leases involved 
in this audit. However, the Texas Natural Resource Code Section 52.139 (c) states that nothing 
shall preclude the GLO from conducting subsequent audits or examinations covering the same 
issues, time periods and leases in cases where fraud exits. 

For any questions or additional information on this audit, please contact me. 

Sincerely, 

Interim Director of Minerals Audit 
Texas General Land Office 
(512) 463-0154 / brian.raygon@glo.texas.gov 

Ltr Log# 0297 

1700 North Congress Avenue, Austin, Texas 78701- 1495 
P.O. Box 12873, Austin, Texas 78711-2873 

512-463-5001 g lo.texas.gov 



Exhibit A (List of Audited State Leases in Chesapeake Audjt) 

Audit Property 
# of Lease Category County Name Lease# Lease Type Audit Period 

1 Toyah State Leases Reeves MF104792 Relinquishment Act Lease 1/2008 through 3/2013 

2 Toyah State Leases Reeves MFI04871 Relinquishment Act Lease 1/2008 through 3/2013 

3 Tovah State Leases Reeves MFl04585 Unland Fee 1/2008 through 3/2013 

4 Toyah State Leases Reeves MF104586 Upland Fee 1/2008 through 3/2013 

5 Toyah State Leases Reeves MF109479 Relinquishment Act Lease 1/2008 through 3/2013 

6 Toyah State Leases Reeves MF109480 Relinquishment Act Lease 1/2008 through 3/2013 

7 Toyah State Leases Reeves MF109559 Rel inauishment Act Lease 1/2008 throu.gh 3/2013 

8 Toyah State Leases Reeves MF108655 Relinquishment Act Lease 1/2008 through 3/2013 

9 Toyah State Leases Reeves MFI04186 Relinauishment Act Lease 1/2008 through 3/2013 

10 Toyah State Leases Reeves MFI07630 Relinquishment Act Lease 1/2008 through 3/2013 

11 ToYah State Leases Reeves MFIOS495 Relinquishment Act Lease 1/2008 through 3/2013 

12 Toyah State Leases Reeves MF104587 Upland Fee 1/2008 through 3/2013 

13 Toyah State Leases Reeves MF104601 UolandFee 1/2008 through 3/2013 

14 Toyah State Leases Reeves MF105848 Relinquishment Act Lease 1/2008 through 3/2013 

IS Toyah State Leases Reeves MFI04524 Relinquishment Act Lease 1/2008 through 3/2013 

16 Toyah State Leases Reeves MFI04530 Relinauishment Act Lease 1/2008 through 3/2013 

17 Tovah State Leases Reeves MF104539 Relinquishment Act Lease 1/2008 through 3/2013 

18 Toyah State Leases Reeves MFI04l87 Relinquishment Act Lease 1/2008 through 3/2013 

19 Toyah State Leases Reeves MF104874 Free Royalty Lease 1/2008 through 3/2013 

20 Toyah State Leases Reeves MFI03430 Relinauishment Act Lease 1/2008 through 3/2013 

21 Toyah State Leases Reeves MF104185 Relinquishment Act Lease 1/2008 through 3/2013 

22 Toyah State Leases Reeves MF104190 Relinquishment Act Lease 1/2008 through 3/2013 

23 Toyah State Leases Reeves MF104191 Relinquishment Act Lease 1/2008 through 3/2013 

24 Tovah State Leases Reeves MF102645 Relinquishment Act Lease 1/2008 through 3/2013 

25 Toyah State Leases Reeves MFIOS285 Relinquishment Act Lease 1/2008 through 3/2013 

26 Toyah State Leases Reeves MFIOS243 Relinquishment Act Lease 1/2008 through 3/2013 

27 Toyah State Leases Reeves MFIOS497 Relinauishment Act Lease 1/2008 through 3/2013 

28 Toyah State Leases Reeves MF104184 Relinquishment Act Lease I /2008 through 3/2013 
Surface Sold - All Minerals 

29 Toyah State Leases Reeves MFl08406 Reserved 1/2008 through 3/2013 

30 Toyah State Leases Reeves MFI05229 Relinouishment Act Lease 1/2008 through 3/2013 

31 Toyah State Leases Reeves MFIOS245 Relinquishment Act Lease 1/2008 through 3/2013 

32 Toyah State Leases Reeves MF105320 Uoland Fee 1/2008 through 3/2013 

33 Toyah State Leases Reeves MF106675 Relinquishment Act Lease 1/2008 through 3/2013 

34 Toyah State Leases Reeves MFl 07499 Relinquishment Act Lease 1/2008 through 3/2013 

35 Toyah State Leases Reeves MF109204 Highway-Right-of-Way 1/2008 through 3/2013 

36 Toyah State Leases Reeves MF109205 Relinquishment Act Lease 1/2008 through 3/2013 



37 Toyah State Leases Reeves MF109189 Relinouishment Act Lease 1/2008 through 3/2013 

38 Tovah State Leases Reeves MF104778 Relinauishment Act Lease 1/2008 throuoh 3/2013 

39 Toyah State Leases Reeves MF104548 Relinouishment Act Lease 1/2008 throu 0 h 3/2013 

40 Tovah State Leases Reeves MF105287 Relinauishment Act Lease 1/2008 throu"h 3/2013 

41 Tovah State Leases Reeves MF107619 Relinauishment Act Lease 1/2008 throui,h 3/2013 

42 Tovah State Leases Reeves MF107733 Relinauishment Act Lease 1/2008 through 3/2013 

43 Tovah State Leases Reeves MF107769 Relinauishment Act Lease 1/2008 throui,h 3/2013 

44 Tovah State Leases Reeves MF104580 Unland Fee 1/2008 throu"h 3/2013 

45 Toyah State Leases Reeves MF105289 Rel inauishment Act Lease 1/2008 throu" h 3/2013 

46 Tovah State Leases Reeves MF107612 Relinauishment Act Lease 1/2008 throu11h 3/2013 

47 Tovah State Leases Reeves MF108664 Relinauishment Act Lease 1/2008 through 3/2013 

48 Toyah State Leases Reeves MF105534 Relinauishmeat Act Lease 1/2008 throu"h 3/2013 

49 Tovah State Leases Reeves MF104526 Relinauishmeat Act Lease 1/2008 throu"h 3/2013 

50 Tovah State Leases Reeves MFI05485 Relinauishment Act Lease 1/2008 throueh 3/2013 

51 Tovah State Leases Reeves MF1076l0 Relinauishment Act Lease 1/2008 throu"h 3/20 I 3 

52 Toyah State Leases Reeves MF108598 Free Rovaltv Lease 1/2008 throueh 3/2013 

53 Tovah State Leases Reeves MF108599 Free Rovaltv Lease 1/2008 throu" h 3/2013 

54 Toyah State Leases Reeves MF105230 Relinauishment Act Lease 1/2008 through 3/2013 

55 Tov ah Stale Leases Reeves MF105236 Relinauishment Act Lease 1/2008 through 3/2013 

56 Tovah State Leases Reeves MF 105494 Relinauishment Act Lease 1/2008 through 3/2013 

57 Tovah State Leases Reeves MF104981 Relina uishment Act Lease 1/2008 through 3/2013 

58 Toyah State Leases Reeves MF105532 Relinouishment Act Lease 1/2008 through 3/2013 

59 Tovah State Leases Reeves MF105433 Relinauishment Act Lease 1/2008 through 3/2013 

60 Toyah State Leases Reeves MF105499 Relinauishment Act Lease 1/2008 through 3/2013 

61 Tovah State Leases Reeves MF104780 Relinauishment Act Lease 1/2008 through 3/2013 

62 Tovah State Leases Reeves MF I0478I Relinauishment Act Lease 1/2008 through 3/20 I 3 

63 Tovah State Leases Reeves MF104782 Relinauishment Act Lease 1/2008 throueh 3/2013 

64 Toyah State Leases Reeves MF105291 Relinauisbment Act Lease 1/2008 throu"h 3/2013 

65 Toyah State Leases Reeves MF105490 Relinauishment Act Lease 1/2008 throueh 3/2013 

66 Tovah State Leases Reeves MF106627 Relinauishment Act Lease 1/2008 throui,h 3/2013 

67 Toyah State Leases Reeves MF I06641 Relinauishment Act Lease 1/2008 throueh 3/2013 

68 Tovah State Leases Reeves MF108251 Free Rovaltv Lease 1/2008 throui,h 3/2013 

69 Toyah State Leases Reeves MF104982 Relinouishment Act Lease 1/2008 through 3/2013 

70 Tovah State Leases Reeves MF105825 Relinquishment Act Lease 1/2008 throueh 3/2013 

71 Tovah State Leases Reeves MF106243 Relinouishment Act Lease 1/2008 throu"h 3/2013 

72 Tovah State Leases Reeves MF107483 Relinauishment Act Lease 1/2008 through 3/2013 

73 Tovah State Leases Reeves MF106676 Relinauishment Act Lease 1/2008 throu0 h 3/2013 

74 Non-Tovah State Leases Webb MF084110 Relinauishment Act Lease 1/2008 throueh 12/2010 

75 Non-Tovah State Leases Tarrant MF106201 Mental Heal th & Retardation 1/2008 throui,h 12/2012 



76 Non-Toyah State Leases Tarrant MF109267 Mental Health & Retardation 1/2008 through 12/2012 

77 Non-Toyah State Leases Tarrant MF106600 County Roads 1/2008 through 12/2012 
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