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I e 0 IG!N, -
BEFORE THE FLORIDA PUBLIC SERVICE COl•llSSION 

In re: Petition by Chesapeake UtiUtiea ) 
Corporation for Approval to laaue Convnon ) 
Stock and Secured and/or Unl8CU8d Debt ) 
and to Exceed Limitation Placed on Short- ) 
Term Borrowings in 1998 ) 

Chesapeake Utilltie9Corpondion (Chelmpeake, the Company or Petitioner) respectfu!V 

files this Petition, pursuant to Section 366.04 (1), Florida Statutes, wldng authority to lsaue 

up to 5,000,000 shares of a..peake common stock and $70,000,000 in secured and/or 

unsecured debt and to exceed the Umttation placed on ahort-tenn borrowing• by Section 

366.04, Florida Statutes, ao •to llat.- short-term obligations in an amount not to exceed 

$40,000,000. 

1. Name and pdocjpal M'o"' amw ot petitioner; 

(a) Chesapeake Utilities Corpondion 
P.O. Box815 
909 Silver a..ke Boulevard 
Dover, Del8wm'e 19904 

(b) Chesapeake Utilities Corporation 
Florida Divleion 
P.O. Box960 
1015 6th Street N.W. 
Winter Haven, Florida 33881 

and 

(c) Chesapeeke Utilities Corpcntioo 
Florida Diviak>n 
1514 Alexander Street, Suite 107 
Plant City, Florida 33568 



2. lncocporatld: 

Chesapeale Utilities Corporation - Incorporated under the Laws of the State of 

Delaware on November 12, 1947 and qualified to do business in Florida, Marytand, and 

Pennsylvania. 

3. PeCIQO authorized to receive notices and communjcations in this respect: 

Wayne L. Schiefelbein 
Gatlin, Schiefelbein & Cowdery, P.A . 
The Mahan St8tion 
1709-0 Mahan Drive 
Tallahaa1ee, Florida 32308 
(aso) an-5609 
Attorneys for Chelape•te Utlitiel Corporation 

4. Capital Stpdc. IOd Euodld Debt'. 

Ct.llpeake haa authority by provisiona contained in its Certificate of 

Incorporation, u arMnded, to issue common &tock as follows: 

(a) Common stock having par value of $.4867. 

(b) Amount authorized: 12,000,000 shares. 

(c) Amount outstanding aa of June 30, 1997: 4,467, 121 shares. 

(d) Amount held in Treasury: None. 

(e) Amount pledged by petitioner: None. 

(f) Amount owned by affiliated corporations: None. 

(g) Amount held In any fund: None. 
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The funded indebtedness by claaa and aeries are as follows: 

(a}1 Variable rate (73.32% of prime rate) First Mortgage Sinking Fund Bonds, Series G, 

due JanU11ry 1, 1998, issued on December 31, 1985, and secured by the Original 

Indenture dated December 1, 1959 between Chesapeake and Maryland National 

Bank in the principal amount of $2,500,000. An obligation under the Tax-Exempt 

Loan Agreement between Chesapeake and the Polk County Industrial Development 

Authority has been evidenced by the First Mortgage Sinking Fund Bonda, Series G, 

which has been aaaigned to secure the Tax-Exempt Bonds (Industrial Development 

Revenue Bonda, Series 1985, $2,500,000). The Bonds bear interest payable 

quarterty with provisions for payment of Interest only prior to April 1, 1988. 

Thereafter, principal ahall be payable in quarterty inatallmenta, In addition to interest 

on the unpaid balance, over ten (10) years at the rate of $82,500 per quarter. As of 

June 30, 1997, there la a remaining balance of $187,500 on this issue. 

(a)2 8.25% Convertible Debentures due March 1, 2014 are convertible prior to maturity, 

unless previously redeemed, into shares of common stock of Chesapeake at a 

conver1ion price of $17.01 per ahare. Interest on the Debentures is payable on the 

first day of March and September, commencing September 1, 1989. The Debentl.!res 

are redeemable at 100% of the principal amount plus accrued Interest (I) on March 

1 in any year, commencing In 1991, at the option of the holder and (II) at any time 

within 60 days after a request on behalf of a deceased holder. At Chesapeake's 

option, beginning March 1, 1990, the Debentures may be redeemed In whole or in 

part at redemptJon prices declining from 107.25%, plus accrued interest. No sinking 

3 



• 
fund wiU be 8ltllbllhed to redeem the Debentures. As of June 30, 1997, there is a 

remaining blllance of $4,082,000 on this iuue. 

(a)3 9.37% First Mor1gllge Sinking Fund Bonda, Series I, due December 15, 2004, Issued 

on December 15, 1989, and secured by the Original Indenture dated as of December 

1, 1959 betWeen et..apeake and Maryland National Bank in the principal amount 

of $8,200,000 bearing Interest payable semi-annually with provisions for payment of 

interest only prtor to December 15, 1991; thereafter, principal shall be payable, in 

addition to inllnlt on the unpaid balance, on or before the fifteenth days of 

December and June in each year (a) commencing on December 15; 1991, and 

ending on December 15, 1999, In the aum of $280,000 and (b) commencing on June 

15, 2000, and ending on June 15, 2004, in the sum of $378,000. Aa of June 30, 

1997, there ii a rwnainlng balance of $5,080,000 on this issue. 

(a)4 7.97% UnMCUred Senior Notes due February 1, 2008, and issued on February 9, 

1993 in the principalamountofS10,000,000 bearing interest payable semi-annually 

with provisions for peyment of intlnst only prior to February 1, 1999; thereafter, 

principal lhall be s-yable, In addition to interest on the unpaid balance, over ten (10) 

years at the rate of $1 ,000,000per annum. As of June 30, 1997, there is a remaini'lJ 

balance of $10,000,000 on this iuue. 

(a)5 6.91% UnaecuredSeniorNoe.due October 1, 2010, and Issued on October2, 1995 

In the prtnctpal mnount of $10,000,000 bearing Interest payable quarterly with 

provisions for payment of interest only prior to October 1, 2000; thereafter, principal 

shall be payable, in addition to lnterelton the unpaid balance, over eleven (11) years 
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• 
at the rate of S808,091 per .vun. Aa of June 30, 1997, there la a remaining 

balance of $10,000,000 on thil luue. 

(a)6 12.00% Mortglge d Sldpjeck, Inc., a wholly owned aubaidlary of Cheupeake 

Service Company which, in tum, la a wholly owned IUblidtary of ChellPUke, due 

February 1, 1918, 8nd l11ued on September 5, 1988 in the principal amount of 

$110,000. lmer.t and.,..,... are payable in twelve (12) equal conaecutive annual 
. 

lnstsllrnenta d $17,758 convnencing on Febnmy 1, 1987. Aa of June 30, 1997, 

there la a remal'*lgbll1ncedS14,868on this luue. Subsequentto June 30, 1997, 

but prior to thil ftlng, the remaining balance wa paid off, along with the interest 

accrued. cf the~ .... 

(a)7 Anticipllled 8.85% UnMCUnld Senior Notes due January 1, 2012 and expected to be 

iuuedon December15, 1997 in thepr1."ldpalamo&.mtofS10,000,000bearing interalt 

payable aeml4nnualy wtlh provlllona for payment of interest only prior to January 

1, 2003; thereafter, ptincipel wll be payable, In addition to interest on the unpaid 

balance, over ten (10) ~rs Id the rate of $1,000,000 per annum. Al of June 30. 

1997. ttwlt II DO b•12
PQI g Ilia luue. as Ctwaepe• hM not conaumr:natod the 

fiOIOClog. Clqeiog on lhl pMcwnent is achedulld fpc Doolmber 15. 1997. 

(a)8 Aa cf the filing date, the Company had four unucured bank lines of credit. Three of 

these lines of credit were $8,000,000, while the remaining line of credit is 

$10,000,000. Aa of June 30, 1997, there waa $9,900,000 outstanding on these lines 

of credit. 
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• 
(b) The amounts authorized are set forth above. 

(c) The amounts prnentty outstanding are set forth above. 

(d) Amount held aa re.cqunct eecurttles: Nor.a. 

(e) Amount pledged by petitioner: None. 

(f) Amount owned by dlll.ted corporations: None. 

(g) Amount In Sinking Fund or other funds: None. 

5. Prog>Md lraosactiooa: 

Chel11P111ke prapo1• to luue up to 823,296 new shares of ita common stock 

for the purpo1e of adminilt8ring Chnapeake'a Retiremert Savings Plan, Pf'lformance 

lrlcentive Pliln, Autom8tic Dividend Reinvestment and Stock Purchase Plan and 

conversion of the Company's Convertible Debentures. The share breakdown for each 

specific purpose la .. followa: 

Number of 
Shams 

68,207 

198, 137 

316,976 

239,976 

Pu!J>OM 

Reeerved for Issuance pursuant to the Company's Retiremert 
Savings Plan. 

Relerved for tuuance under the terms of the Company's 
Performance Incentive Plan. 

R...ved for iuuance puraua1.~ to the Company's Automatic 
DMdend Reinvestment and Stock Purchase Plan. 

R....ved for issuance unar the terms of the Company's 
outatllndlng 8 1/4% Convertible Debentures. 
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• 
For 1998, Cheeap1*8 lldlnda to IMue up to $30,000,000 in MCUred and/or 

unsecured debt for ..,.,..a corporate purposes including, but not limtted to, working 

capital, retirement of lhorMlrm debt, retirement of long-tenn debt and capital 

improvements. In edditian, et.mpeake i...,. to continue Its historically aggrwive 

acquisition proglWft. For thll purpoee, et.ap19ice II projecting financing needs for 

possible acquidlonaof up to 4, 178, 7041harea of convnon atock and up to $40,000,000 

in secured and/or UMICUf9d dllll. Due to the nlllln of typical cash for stock 

acquisitions, the $40,000,000ln l8CUl9d and/or unMC&.nd debt may be initlaly iaued 

through a bridge loen In the torm of notes held by bm1ka or some similar form oi lhort­

term obligationl. 

For thll rwon, Ch11ap1 .. ce l8eka FPSC approval to exceed the limitation 

placed on lhort-term borrowtnga by Section 368.04, Florida Statutes, IO as to ilaue 

short-Wm obligllllorlS In ... .nount not to exceed $40,000,000. The bridge financing 

would subeequently be l'9llnanoed u un..cured long-term debt with an estimated rate 

of interest of up to 250 .,._ points move U.S. Treasury rates (or extrapolated U.S. 

Treasury rates) with equivalent ~ life. 

6 . furpoM fgrwfllcb S1q.111ti• am to be illuod: 

(a) Chesapeake's Retirwnent Savings Plan ("RSP") was implemented on February 

1, 19n. Aa of June 30, 1997, the RSP hed 295 Chesapeake employee 

participMlaand a tal8I martcet valuation of $8,884,237. A true and correct copy 

of the RSP has been ptevloully filed with the FPSC as Exhibit E of the Petition 

for Approval of luuance and Sale of Seuurities by Chesapeake Utilities 
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Corporation, Docket No. 931112-GU, dated November 17, 1993, and ia hereby 

incorporated by refentnce. Pursuant to the RSP, all employer matching 

contributions made on behalf of the participants are invested in common stock 

ofChelllPMke;•of June30, 1997, 197,926ahareswere held bythe RSP. In 

admi~the RSP, the RSP'a Trustee has the ftexlbility of purchasing shares 

of Chelllpeake common stock on the open market, using Treasury stock or 

iaaui1g new conmon stock. The gradual issuance of new common stock 

enable9 Chelap.U to b9lance th8 compoaition of Its capital between common 

stock and long-term debt 

On June 23, 1992, the Delaware Public Service Commission Issued Order 

No. 3425 approving the iuuance of up to 100,000 new shares of Chesapeake 

common stock for the purpoee of administering Chelapeake'sRSP. Please note 

that thia Order by the Delaware Public Service Commlaion ii "open-ended" in 

the eenae that there ii no time limit by which the approved securities need to be 

issued. A copy of the Order has been previously filed with the FPSC In Exhibit 

J of the Petition for Approval of lsauance and S.le of Securities by Chesapeake 

Utllties Corporation, Docket No. 931112-GU, dated November 17, 1993, and is 

hereby Incorporated by reference. Pursuant to this Order, Chesapeake has 

ilsued 31,793 new shares of common stock for the RSP as of June 30, 1997. 

Thus, there reman to be ialued 68,207 shares as authorized by the 

Delaware Public Service Commiaalon. The FPSC approved the lsauance and 

ule of up to 84, 734 shares of common stock for the Plan during 1997 by Order 
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• • 
No. PSC-98-1514-FOF-GU, i11ued December 13, 1996. Chel8PMke now 

seeks FPSC appfOV8I to illue up to 68,207 new shares of Chesapeake common 

stock for the purpoee of~ Chel..,..U'I Retirement Savinga Plan 

during 1998. 

(b) On May 19, 1992, the conman stock lhareholdersof Chelapeake voted In favor 

of adopting the et.11P11ke U.... Corporation Performance Incentive Plan 

("PIPj. A true and COn9Ct copy of the PIP has been previoutiy filed with the 

FPSC aa Exhibit F of the Petition for Approval of luuance and Sale of Securities 

by Chelap1llce Ullllea Corpondlon, Docket No. 931112-GU, dated November 

17, 1993, and laherabyincorpolimdby reference. The purposes of the PIP are 

(1) to further the long tlnn grawlh Md wning1 of the Company by providing 

lncentivel and rew8rdl to thou executive oftlcerl and other key employees of 

the Company and Ma ~ who are In positions In which they can 

contribute lignlflmntty to the achievement of thM growth; (2) to encour11g9 thoee 

employw to oblm'I pioprielary Interests in the Company and to remain aa 

employeel of the Company; and (3) to assist the Company in recruiting able 

management per900nel. 

To 80C0mplilh thele objectives, the PIP authorizea the grant of 

nonquaHtled atock options, performance shares of the Company's common stock 

and stock appreciation rights, or any combination thereof. The PIP provides that 

over a ten yeatperiod beginning in 1992, any one or more types of awards for 

up to a total of 200,000 lhares of Chesapeake's common stock may be granted. 
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• • 
On June 23, 1982, the Delaware PubHc Service Commission issued Order No. 

3425 approving the iuuance of up to 200,000 new shares of Chesapeake 

conwnon ltoc:k for the purpose of administering Chesapeake's PIP. Please note 

that this Order by the Delaware Public Service ConvnJsaion is "open.nded" in 

the..,.. that there is no time linit by which the approved securities need to be 

illued. A copy of this Order has been previously filed with the FPSC In Exhibit 

J of the PetitlcM for Approval of laauance and Sale of Securities by Chesapeake 

UtilitieeCorpotation,DocketNo. 931112-GU, dated November 17, 1993, and is 

her9by lncorpol*d by reference. 

The FPSC approved the issuance and sale of these securities during 1996 

by Order No. PSC-95-1589-FOF-GU, issued on December 27, 1995. During 

1996, 1,863 aharea were issued pursuant to Chesapeake's PIP. Chesapeake 

now l8eka FPSC approval to .._ up to 198, 137 new shares of Chesapeake 

common stock for the purpose of administering Chesapeake's Performance 

Incentive Plan dwtng 1998. 

(c) Chesapeake's Autometlc Dividend Reinvestment and Stock Purchase Plan 

("ORP") was implemented on April 27, 1989. The DRP Administrator currently 

has the flexibility of purchasing shares of Chesapeake common stock on the 

open market, using Tr.aury stock or issuing MW common stock. The gradual 

issuance of new common atock enables Chesapeake to balance thtt compoaltiai 

of Its e11pftal between common stock and long-term debt As of June 30, 1997, 

the DRP had 1,281 stockholder participants. 
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A copy d the DRP •tied on Regilbation Statement Form S.3 with the 

Securitiea and Exchange Commiask>n hu been previously filed with the FPSC 

in Exhibit D of the Petition for Approval of lasuance and Sale of Securttiel by 

Chelapeake Utilltiea Corporation, Docket No. 9611g.t.GU, dated October 1, 

1998, and II hef9by incorpofatld by reference. On May 23, 1989, the OelawMt 

Public Service Conwniulon luued Order No. 3071 approving the issuance of up 

to 200,000 new...,. of Chel1P•h• common 1tock for the purpoee of 

admlnlatw1.ng Chel•peake'1 DRP. Pleaae note thlt thil Order by the Delaware 

Public Service Comml11ion is •open-ended" In the aenae that a.. is no time 

limit by which the approved w:urities need to be illued. A copy of this Order 

has been prevloully fled wlh the FPSC In Exhibit J of the Petition for Approval 

of luuance and Sale of Securities by Chesapeake Utilities Corporation, Docket 

No. 931112-GU, d*d November 17, 1993, and ii hereby incorporated by 

reference. On December 20, 1195, the Delaware Public Service Commission 

iuued Order No. 4097 llPPfOVlng the issuance of an additional 300,000 new 

shares of Chel..,..U common stock for the purpose of administering 

Chel1Peeke'1 DRP. Please note that this Order by the Delaware Public Servloe 

Commllaion ia •open ended• in the aenae that there ii no time limit by which the 

approved eecuritiea need to be ilaued. A copy of this Order has been previou1~ 

filed with the FPSC in Exhibit E of the Petition for Approval of l1r.uance and Sale 

of Securities by Chesapeake Utilltiea Corporation, Docket No. 961194-GU, dated 

October 1, 1996, and II hereby incorporated by reference. ~urauant to the 
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Orders above, Chesapeake has issued 183,024 new shares of common stock 

as of June 30. 1997. Thus, there remains to be issued 316,976 shares as 

authorized by the Delaware Public Service Commission. The FPSC approved 

the issuance and aale of up to 340,553 shares for the DRP during 1997 by Order 

No. PSC-96-1514-FOF-GU, issued on December 13, 1996. Chesapeake now 

seeks FPSC approval to issue up to 316,976 new shares of Chesapeake 

common stock for the purpose of administering Chesapeake's Automatic 

Divtdend ReinYeltment and Stock Purchase Plan during 1998. 

(d) On Aprtt 4, 1989, Chesapeake issued $5,000,000 in 8.25% Convertible 

Debenture1 • part of a public offering. ,.. of June 30, 1997, $4,082,000 

remained outstanding with a conversion price of $17.01 per share. Hence, the 

maximum number of shares of common stock that could be issued upon 

conversion la 239,976. A true and correct copy of the Registration Statement on 

Form S-2 dated February 16, 1989, as filed with the Securities and Exchange 

Commission, has been previously filed with the FPSC as Exhibit I of the Petition 

for Approval of Issuance and Sale of Securities by Chesapeake Utilities 

Corporation, Docket No. 931112-GU. dated November 17, 1993, and is hereby 

incorporated by reference. 

The Debentures have a conversion premium greater than the offering 

price of the common stock issue, no mandatory sinking fund, and became 

callable after one year at a premium equal to the interest rate less 1 %, declining 

112% per year thereafter. There Is an optional bondholder redemption feature 
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• 
which allows any debentureholder to present any Debenture for redemption, et 

v 
par, on the anniverwydllte cf the..,., aubjeCt to annu81 limitationa of $10,000 

per debentureholc*'and $200,000 In the aggregate. Thele optional redemptiai 

rights began on Aprl 1, 1991. In edclltion, IUbject to the annual limitations of 

$10,000 per debentureholder and $200,000 in the aggregate, Chelapeake will 

redeem the Debenbnl of deo111ect debentureholderl within 80 d.ys of 

notification. Such redemption of estate Debentures shall be made prior to other 

Debentures. 

On February 14, 1988, the Delaware Public Servtce Commiuion i11ued 

Order No. 3040 llPPf'OVingb ...... cf $5,000,000 In Convertible Debenturm 

and, inherently, their polellllal conversion into Chelapaake common stock. 

Please note tt.tthia Order by the Delaware Public Service Commisaion is "open­

ended" In the ...,.. thm there is no time limit by which the approved eecurities 

need to be i11ued. A copy cf thla Order has been previously filed with the FPSC 

in Exhibit J of the Petition for Approval of laauance and Sale of Securities by 

Chesapeake Utiltiea Corporation, Docket No. 931112-GU, dated November 17, 

1993, and is hereby Incorporated by reference. 

As cf the date of this filing, a cumulative $20,000 of the Convertible 

Debentures had been converted. The FPSC llPJ>roved the iuuance and sale of 

up to 241 ,822 new..,.. of Chelapeake common atock for the purpose of 

honoring conversion rtghta purauant to the CompMy'a Convertible Debentures 

during 1997, by Order No. PSC-96-1514-FOF-GU, ialued on December 13, 
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1996. Chelap1M8 now seeks FPSC approval to issue up to 239,976 new 

shares of et.llpeake common stock for the purpose of honoring these 

converaion rights during 1998. 

(e) Chel..,...IMka FPSC approvelto iuue up to $30,000,000ln ucur9d and/or 

unwured long term debt with an 89tirnated rate of interest of up to 250 basis 

points mbove U.S. T...ury rates (or extrapolated U.S. Treasury rates) with 

equlvlllent ~ life. Proceeds from this debt issuance would be used for 

gener9I corporate purpoMS including, but not limited to, working capital, 

retirement of short-term debt, retirement of long-term debt and capital 

inprovemenll. The FPSC approved the iaaullnce and sale of $2n,ooo,OOO In 

unsecured long-term debt during 1997 by Order No. PSC-96-1514-FOF-GU, 

luued on December 13, 1996. 

(f) Chesapeake seeks FPSC approval to issue up to .t, 176, 704 shares of common 

stock and S.-0,000,000 In secured and/or unsecured long-term debt with an 

estimated rate of Interest of up to 250 baala points above U.S. Treasury rates (or 

extrapolated U.S. Treaury rates) with equivalent average life. This stock and 
.' 

debt would be used to finance Chesapeake's ongoing acquisition program of 

related bualnea••· Chesapeake intends to continue to search for growth 

opportunities through acquisitions which fit ita long-range plan to achieve the 

proper mix of bualneu acttviti91. Financtng of acquisitions wlll depend upon the 

nature and extent of potential acquisitions as well as current market and 

economic conditions. 
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The FPSC 8PPf'OV9d the issuance and sale of 4,000,000 shares of 

common atock and $40,000,000 in unsecured long-tenn debt during 1997 by 

Order No. PSC-88-1514-FOF-GU, issued on December 13, 1996. 

7. Lawful Q1ioct and puqme: 

The convnon atock and long-term debt ia1ued wtll be used for the purpose of 

adminiltertng ChelapeMe'a Retirement Savings Plan, Perfonnance Incentive Plan, 

Automatic Dividend Relnveatment and Stock Purchase Plan, conversion of the 

Cornplmy'a Convertible Debentures, financing of the Company's acquisition program 

and for other corpor.e1·purpo1• includl.'1Q, but not linited to, working capital, retiremert 

of short-tenn debt. retirement of long-term debt and capital impr01Wementa. Thia is for 

a lawful object within the corporate purposes of Chesapeake and compatible with the 

public Interest and Ii rwonably necee1ary or appropriate for such purposes. 

8. Counsef; 

The legality of the convnon stock and debt laauances will be passed upon by 

William A. Denman, Esquire, Schmittinger & Rodriguez. 414 South State Street, P.O. 

Box 497, Dover, Delaware 19903, who will rely on W.yne L. Schiefelbein, Esquire, 

Gatlin, Schlefelbeln& Cowdery,Attomeya at Law, The Mahan Station, 1709-D Mahan 

Drive, Tallahmee, Florida 32308, as to matters of Florida law. 

9. Otber Regulatory AQerttnz: 

Under26 Del. C Section215 ofthe Delaware statutes, Chelapeakeia regulated 

by the Delllware Public Service Commiulon and, therefore, must file a Prefiling Notice, 

a Notice, and an Application to obtain 8PPf'OY•I of the Delaware Commllalon before 
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issuing new eecutties which mature men than one (1) year from the date of lsauance. 

In addition, a Notice mult be fled If Chesapeake Intends to incur short-tenn 

indebtedneu which exc11da.., percent of the~· total capitalization. A:! 

necessary applicationaor reglabetionatementa have been or will be made as required 

and will be made a pert of the flnal consumm8tion report to the FPSC as required by 

Rule 25-8.009, Florida Adminlatrative Code. 

The address of the D._ Comrniuion ia aa follows: 

Delaware Pubic SeMce Comrniuion 
861 Silver I.Ml Bouleverd 
Cannon Bulldlng 
Dover, Delawwe 19904 
Attention: Bruce H. 8uR:llt, Executive Director 

10. Control or CMrW'lblp: 

Petitioner ia not owned by any other company nor is Petitioner a member of any 

holding compMy system. 

11. Exb!bitl: 

The following exhlbb aubmltted with Petitioner's Petition In Docket Nos. 

961194-GU and 931112-GU, reepectively, are incorporated in the Instant Petition by 

reference: 

Dodqlt Ng. 881194-GU 

Exhibit D: ChelapeM8 Utlltiea Corporation's Automatic Dividend Reinvestment 
and 8eock Purchale Plan • Ned with the Securttiea and Exchange 
Commf11lon on Regtantfon Stlltement Form S-3 dated December 1, 
1995. 
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Exhibit E: 
• 
Delaware Public Service Conmlaaion Order No. 4097 dated December 
20, 1995, for the issuance of 300,000 shares pursuant to Chesapeake 
Utilttiel Corporation's Automatic Dividend Reinvestment and Stock 
Purct.M Plan. 

Pocket No, 931112-GU 

Exhibit E: 

Exhibit F: 

Exhibit I: 

Exhibit J: 

Filed herewith: 

ExhibitA: 

Exhibit B: 

Chesapeake Utilitiel Corporation'• Retirement Savings Plan. 

Chel.,,..U Utilities Corporation's Performance Incentive Plan. 

ChellPIMe Ullliea Corporation'• Public Offering of Common Stock 
and Convertible Oebenturm •fled with the Securities and Exchange 
Comm•ion on Registration St.tement Form S.2 dated February 16, 
1988. 

~ d the Delllware Public Service Commlaaion Authorizing the 
....... of Conwnon Stock. 

Exhibit A consiata of the following attachments: 

A(1) et.1p181• Utilities Corporation Annual Report on Form 10-K 
for the year ended December 31, 1996. 

A(2) Chee1p1ak.eUtilltieaCorporationQuartertyReporton Form 10-Q 
for the quarter ended June 30, 1997. 

Souroea and u ... of Funds Statement and Construction Budget 

12. Cooatitutiooalilv of Statute: 

The atatutory requirement of FPSC approval of the i..uance and sale of securities 

by a public utntty, under Section 388.04 (1 ), Florida Statutes, aa applied to Chesapeake, 

a Delaware corpo1atlon eng.ged in interstate commerce, ts unconstitutional, in that it 

cteatea an un~ bunJen on Interstate commerce. Support for this position ts 
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• 
set out in Cheupeake'a petllon tor decllntory statement disclaiming jurildiction, • 

filed in FPSC Docket No. 930705-GU. 

By FPSC Order No. PSC-83-1548-FOF-GU, iaaued on October 21, 1993, the 

FPSC denied the petition tor decllntory lt8tlment. while approving the alternative 

petition for approval of the..,.. of up to 100,000 new shares of conwnon stock for 

the purpoee of edmtnl•rlng a Realwnent 8avlnga Plan. The FPSC found that it. 

facial conatltutlonlllof a ...,.. cannot be decided In an adminiltrative proceeding,• 

and that lince the llDdc ..,.. w approved, it. question of conatitutionalf 

appears to be acedemlc. thla time.• 

ChellPllke conllrwto maintain th8t the uwtion of jurisdiction by the FPSC 

over its eecurllle9u~llitlntlitecommerce, particulertywherethe 

Public Service C01md11lon of the ._ of Delaware has approved their iaauance and 

sale, and/or where the ..,,.... do not crute a lien or encumbrance on aaaets of 

Chesapeeke'1 pubic umty opet8tlona in the State of Florida. 

Florida law provide9 tor ....,.. penaltlel for any wilful violation of a 1tatute 

administered by the FPSC or eny of Ila rules or orders. Secs. 350.127 (1) and 366.095, 

Florida Statutes. Accordingly, Chelapeake beUev• it must submit to FPSC juriadictim 

over tts securities if it la to avoid ..-.ment of such penalties and to otherwise remain 

in good standing b9rore the FPSC. It therefore files the instant ~. under 

protest. and wllhout ...._of Its poelllon '9prding the unconatitutionalttyof the statute. 
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PRAYER FOR Ml EF 

Baaed on the foregoing, Chaapeake Utilities Corpc>n6>n reql*ts that the FPSC iuue an Order 

approving the propoeed---. of S,OOO,OOOwre1 of common stock, $70,000,000 of secured 
I 

and/or unsecured debt and to exceed the limltllllon placed on ahort-term borrowings by Section 

366.04, Florida Statutes, 10 •to ill&le up to '40,000,000 in ahort-tenn obligetiona. 

Date: lt~a01J9'11 ~.~ 
I 8chiefelbein & Cowdery, P.A. 

The Mahan St8tion 
1709-I) Mahan Drive 
Taa.haelee,FL 32308 
(850) 877-5809 

Attorneys for 
Chesapeake Utilities Corporation 

By: ~,~~---
Michael P. McMasters 
Vice P'91ident, Treasurer, & CFO 
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STA TE OF DELAWARE • 

• 
COUNTY OF KENT • SS 

BE IT REMEMBEREDtMt on thlt 1 Zth.. day of October, 1997, personally appeared before 

me, a Notary Public for the State of Delaware, Michael P. McMasters, who being by me duly sworn, 

did depose and say that he is Vice President, Treasurer and CFO of Chesapeake Utilities 

Corporation, a Delaware corporation, and that insofar as the application of Chesapeake Utilities 

Corporation stales facts, and inlofar as those facts are within his personal knowledge, they are 

true; and insofar as those facts that are not within his personal knowledge, he believes them to be 

true, and that the exhibits accompanying this applicati>n and attached hereto are true and correct 

copies of the originals of the aforeuld exhibits, and that he has executed this application on behaf 

of the Company and pursuant to the authorization of its Board of Directors. 

Michael P. McMastera 
Vice President, Treasurer & CFO 

SWORN TO AND SUBSCRIBED before me the day and year first above written. 

Notary Public 
My Comml11lon EJ!.plres:u/ ~Jqq 
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EXHIBIT A 

A(1) Chesapeake Utilities Corporation Annual 
Report on Fonn 10-K for the year ended 
December 31, 1996. 

A(2) Chesapeake Utilities Corporation Quarterty 
Report on Form 10-Q for the quarter ended 
June 30, 1997. 
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PARTI 

Item 1. Business 

(•) General Devdopmeat or Bulaeu 

Chesapeake Utilities Corporation ("Chesapeake" or "the Company") is a diverslfled utility company engaged in 
natural gas distribution and transmission, propane distribution and advanced infonnatioo services. 

Chesapeake's three nat\lral au distribudon divisions serve approximately 34,700 residential, commercial and 
industrial customers in southern Delaware, Maryland's Eastern Shore and Central Florida. The Company's natural 
gas transmission subsidiary Eastern Shore Nlblrll Gas Company ("Eastern Shore''). operates a 271-miJe interstate 
pipeline system that transports gas from various points in Pennsylvania to the Company's Delaware and Maryland 
distribution divisions, as weU as to other utilities and industrial customen in Delaware and the Eastern Shore of 
Maryland. The Company's propane segment serves approxjmately 23,100 customers in southern Delaware and the 
Eastern Shore of Maryland and Virginia. The advanced infonnation services sqrnent provides software services 
and products to a wide variety of CUlt.Oll'lm IDd clients. 

(b) Financial lnfonnatioll About Jadastry Seaaeata 

Em: Im )'.ears Ended Decemlm: ~1. &m l~ 122! 
Opentina Revenues, U...rnu.ted Cmlcaen 

Natural gas distnDutioa $74,904,076 $54, 120,280 $49,523,743 
Natural gas transmiuion 15,188,m 2.4, 984. 767 22,191,896 
Propane distribution 22,333,969 17,(J()7 ,9S6 20,684, lSO 
Advanced information tervices and Olber 6.ma.~ 2.aa?.~ll 6.12~.~8 
Total operating revenues, unaffiJWed customers 1112.J:Kl.Q.a u~.~.~·~ m.~U.,22 

lotenqment Revmua • 
Natural gas distribution $8,711 $42,037 $55,888 
Natural gas transmission 21,543,327 16,663,043 l7,303,S29 
Propane distribution 2,059 139,052 8S,552 
Advanced information servic:cl and other 2U2.2:12 1.722.ll~ 2.211.Jctl 
Total intersegmem revenues I''·~·~ 111.w.~z 112.:w J:KI 

OperaUng Income Belon IDcoote Tun 
NaruraJ gu distribution $7, 167,236 $4,728,348 $4,696,6S9 
Natural gas lraDSmission 2,458,442 6.083.440 3,018,212 
Propane distribution 2 ,0S3,299 1,852,630 2,287,688 
Advanced information services and other l.Jgl,iQl 1.rm.220 12~.Q.Jl 
Total 12,984,180 13,835,388 10, 176,S92 
Add (Less) : Eliminations 20fi.~8Q (2~8.~~l '~12.81.ll 
Total operating income bef<n income wes llJ. 112.ZfQ llJ.~~.2:1J &.z~.:m2 

lda!tifiable Assets, at December 31, 
Natural gas distribution $81,2'0,030 $75,630,741 $68,528, 774 
Natural gas transmission 23,981 ,989 19,292,52.4 17,792,415 
Propane distribution 20,791,588 18,85S,S07 16,949,43 1 
Advanced information services l ,496,4 18 1,635. 100 3,196,064 
Other l.611.88~ J,Jl:IQ,IWI 1.12J.2ll 
Total identifiable asseu llJl.l~Z.2U2 11 ll.Z2~.212 11ga.az'2.AIZ 

• AJl a!,niflca111 l111erusme111 roYtlUCt i.ve been tllmanai.d from c.oNOlldatcd rcverut1. 



• • 
(c) NarnUn Dacrtpdoa or a.lnw 

The Company is enpaed in four primlry business activities: natural ps b'Msmission; natural ps distribution; 
propane distribution; IDd ldvlDc:ed infomuition services. In addition to lhe four primary groups, Chesapeake has 
three subsidiaries enppd In ads .vice rellted businesses. During 1996 and 1994, no individual customer 
accounted for 10% or mare ofopeaDt& revenues. In 199S, the CompMy had sales to one customer, Texaco 
Refming and Marbdaa. • ladumtll illlemaptible aataomer of Easaern Sbore, which exceeded I 0% of total 
revenue. Total Illes todlis cuseomerwere approximMely SI0.6 mUUoa or I0.2%oftotal reven~ during 199S. 

Eastern Shore, lbe Comp111y'1 wholly owned cnmmwion subsidiary, openaa an in~ pipeline that 
delivers gas to five utilicy and dUrteen indullrial CUlflOmCn in Delawse Ind the Eastern Shore of Maryland. 
Eastern Shore is lhe sole source of.- supply for Chellpealce's Maryland and Delaware divisions and for two 
unaffiliated ditln"butioa eaddes. Durina 1996 IDd previously, Euaem Shore wu not an open JCCesS p6peline 
(see competition within .....a .. indumyj which would provide ttansporUlion NrVice to all CUltomfn. 

However, Euaem Sbare bll llllhorily trom the f edenl Energy Rqulltcry CommluJon ('"FERC") to provide 
firm tramportldan to two of ill CUllOmen for ps they own and deliver to Euaem Shore for redelivery. 

N.i.ffll Ga S.,,,. 
Gmeral. Eulcm Shan bis firm CCJllllndl with dne major intentaac pipelines, Transcontinental Gu Pipe Line 
Corporation {1'nmco"). Columbia 0.. Trmlmiuion Corpcnlion ("Columbia'') and Columbia Gulf 
Transmission Corponlion ('"Oulfj, all ofwbkh we open access pipelines. 

Eastern Shore's coalndS with Tnmco Include: (a) fum transportation capacity of22,900 Mcfper day, which 
expires in 200S; (b) firm tnmponaboa Clp9Cky ofSOO Mcfper day for December through February, which 
expires in 2006; (c) dvee ftnn bundled lkJnle services providina a peak day entitlement of 7,046 Mcf and a 
total capacity of271.264 Mcf; and (d) two unbundled storage services with a total capeacity of 432,663 Mcf. 

Eastern Shore's c:oatncu with Columbia include: (a) farm transportation capecity of 1,481 Mcf per day, which 
expires in 2004; (b) firm trlnSp0'1.llion ClpKky of 1,971 Mcf per day, which commences in 1997 and expires 
in 2017; (c) firm trmlpOrtltion capedly ofl69 Mcfper day, which commences in 1991andexpiresin2011; 
(d) furn transportation Clf*hy ofl69 Mcfper day, which commences in 1999 and expires 2019; and (e) firm 
transportation ClpKhy of 192 Mcfper day for April lhrou&h Aupst, which expires in 2003. Eastern Shore'• 
contracts with Columbia also include: (a) farm storap ICrVice providing a peak day entitlement of 10,S2S Mcf 
and a total capacity ofS09,9S4 Mcf, whk b expim in 2004; (b) fmn storage service providing a peak day 
entitlement of 1,150 Mcfand a tola1 capacity of 103,459 Mcf, which commences in 1997 and expires in 2017; 
(c) fum storage MrVicc providing a peak day entltlem~.,t of S63 Mcf and a total capecity of S0,686 Mcf, which 
commences in 19911nd expires In 2011; and (d) furn storage service providing a peak day entitlement of S63 
Mcfand a total ClpKity of 50,686 Mcf. which commences in 1999 and cxpim in 2019. 

Eastern Shon'• contnct with Gulf is for ftrm tnnsponadon of 1,5 10 Mcfper day, which also expitts in 2004. 
I 

Eastern Shore cumatly hu conb'llCtl for the purchase of furn natural ps supplies with five reputable suppliers. 
These five supply c:omnct1 provide a maximum firm daily entitlement of20,469 Mcf, which is cn.nsponed by 
both Transco and Columbia under Eastern Shore'• finn transportalion cont1'11Cll. Tho 111 purthuc contncU 
have various expiration data. 

2 
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Adequacy Q,fGas Sfllllllv. Eaaem Shore's farm natural gas obliptions to its customers, Including Chesapeake's 
Delaware and Maryland utilily divi,ions, we 40,237 Mcf for peak days and 9, 180,203 Mcf on an annual basis. 
Eastern Shore's maximum daily firm tnnsporWion caplCity on the Transco and Columbia systems is 42,4S2 
Mcf per day. Currently, Eastern Shore's firm daily peak supply is 38,S40 Mcf and its total annual fmn supply 
is 6,032,665 Mcf. This is equivalent to 96% of Eastern Shore's fann daily demand and approximaacly 66% of 
its annual firm demand being satisfied by farm supply sources. To meet the difference between firm supply and 
firm demand, Eastern Shore obtains gas supply on the .. spot market" from various other supplien which ls 
transported by Transco and/or Columbia and sold to Eastern Shore's customers u needed. The Company 
believes that Eastern Shore' s availlble firm and "spot market" supply is ample lo meet the anticipated needs of 
Eastern Shore's customers. 

There was no curtailment of firm gu supply to Eastern Shore in 1996, nor does Eastern Shore anticipate any 
such curtailment during 1997. 

Competition 
ComDC(ition wfth AheargtM Fw/s. Hislorically, tho Company's natural ps operations have succasfully 
competed with ocher forms of energy such as electricity, oil and propane. The principal consideration In the 
competition betweeo the Company and suppUers of other sources of energy is price and, to a lesser extent, 
accessibility. All of the Company's divisions have the capability of adjustina their Interruptible rates to 
compete with altemative fuels. 

The Company hu several large volume Industrial customers that have the capacity to use fuel oil as an 
alternative to natural gas. When oil prices decline, some of Chesapeake's natural gas disuibution and 
transmission interruptible customers convert to oil to llllilfy their fuel requirements. Lower levels In 
interruptible sales occur when oil prices remain depressed relative to the price of natural gas. However, oil 
prices as well as the prices of other fuels, are subject lo change at any time for a variety of reasons; therefore, 
there is always uncertainty in the continuing competition among natural ps and other fuels. In order to address 
this uncertainty, the Company uses flexible pricing amngements on both the supply and sales side of its 
business to maximize sales volumes. 

To a lesser extent than price, availability of equipment and operational efficiency arc also factors in competition 
among fuels, primarily in residential and commercial settings. Heating, water beating and other domestic or 
commercial equipment is generally designed for a particular energy source, and especially with rcspec:t lo 

heating equipment, the cost of conversion is a dis.-incentive for individuals and businesses to chMse their 
energy source. 

CompetfUon within lht Nq1wal Gat Jndwlnl FERC Order 636 enables all narural gas suppliers lo compete for 
customen on an equal footing. Under this open aGcess environment, interstate pipeline companies have 
unbundled the traditional components of their serviee - ps aathering. transportation and storage from the sale 
of the commodity. If they choose to be a merchant of ps, they must fonn a separate marketing operation 
independent of their pipeline opentions. Hence, gas marketers have developed as a viable Option for many 
companies because they are J>r"OYiding expertise in ps purchasing along with collective purchasing capabilities 
Nhich, when combined, may reduce end-user cost. 

Currently, Eutem Shore Is not an open access pipeline and Is pennlttcd 10 tnnspc>rt au for only two of Its 
existing customen. Thus, most of Euc.em Shore's customcr1, lncludlna Chesapeake'• Maryland and Oolawarc 
utility divisk>ns, and, in tum, customcn of these divisions, do not have the capability of directly contraetlna for 
alternative sources of ps supply and have Eastern Shore transport the ps to them. In December 199.S, Eastern 
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Shore applied to the FERC for a blanket certificate authorizing open ICUSS transporutlon service on Its 
pipeline syscem (see open access pllll fillna below). The implementation of open aecess transportation service, 
expected to occur durina 1997, will provide aJI of Eastern Shore's customers with the ~ity to transport 
gas over its system at FERC regulated rates. for further discussion, see "'Open Access Plan Filing" and 
Management Discussion and Analysis of financiaJ condition and results of operations. 

Rotes IUfd Repl.ilolt 
General. Eastern Shore is subject to regulation by the FERC as an interstate pipelme and the Delaware Public 
Service Commission \Commiuion") as a supplier of au to industrial customers in the state of Delaware. The 
FERC regulates the provision of service, terms and conditions of service, and the rates and fcos Eastern Shore 
can charge its transportation and sale for resale CUltomen. In addition, the FERC regulates the rates Eastern 
Shore is charged for transportKioa and transmluion line capacity or services provided by Tnnsco and 
Columbia. Eastern Shore's direct sales rates to industrial customers are cUJTCntly not regulated. The rates for 
such sales are established by contracu negotiated between Eastern Shore and each industrial customer. 

After Eastern Shore becomes an open access pipeline, the FERC will have sole re3ulatory authority over 
Eastern Shore. Accordinaly, the De&a,ware Public Service Commission will cease h1aving any regulatory 
authority over East.em Shore. 

The rates for Eastern Shore's "sale for resale" customers (i.e., sales to its utility customrrs) are subject to a 
purchased gas adjustment clause. Eastern Shore's finn industrial contnlCU generally include tracking 
provisions that pmnit automatic adjutement for the full amount of lncreues or decTeues in Eastern Shore's 
suppliers' finn rates. 

Rept.k>ry Prou#Jap 
F£RC f'GA. On May 19, 1994, the FERC issued an Order directing Eastern Shore to refund, with interest. 
what the FERC characteriz.ed as ove.rcbarges from November I, 1992 to the current billing month. The May 
19, 1994 Order also diluted Eassern Shore to file a report showing how the refund was calculated, and revised 
tariff language clarifying the purchased gu adjustment provisions in its tariff. 

On Aupst 17, 1995, the FERC issued an Order approving an Offer of Settlement submitted by Eastern Shore. 
The Order approved a chanae in Eastern Shore's PGA methodology rctroKlive to June I, 1994, which will 
resuJt in a rate reduction of approximately $234,000 per year. The estimated liability that the Company had 
accrued for the potential refund wu significantly greater than the rate reduction ordered. Accordingly, Eastern 
Shore reversed 1 large portion of the liability that it had accrued. This reversal contributed SI ,38S,OOO to pre­
tax earnings or $833,000 to after-tax earnings during the third quarter of 1995. 

lo coMedion with the FERC Order, Eastern Shore applied in December 1995, to the FERC for a blanket 
certificate authorizing open acceu transportation service on its pipeline system. For further discussion ace 
"Open Access Plan Filina" below. 

Delgwqa: O ty Comprc.uor Station Fillae. On December .S, 199.S, Eastern Shore flied an application bcforo the 
FERC pursuant to Sections 7(b) and (c) of the Natural Gas Act for a certificate of public convenience and 
necessity authorizing Eastern Shore to: ( I) construct and operate a 2,170 horsepower compressor station i.n 
Delaware City, New Castle County, Delaware on a portion of its cxistlnf pipeline system known u the 
"Hockessin Line", such new ltatJon to be known u the "Delaware City Compressor Station"; (2) construct and 
operate slightly lest than one mile of 16-lnch pipeline In Delaware City, New Cutle County, Delaware to tlo 
the suction side of the proposed Delaware City Compressor Station inlo the Hockessin Line; and (3) increase 
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the maximum allowable openlina prmure ( .. MAOP'') from 500 PSlG to S90 PSlG on 21. 7 miles of Eastern 
Shore's pipeline from Eastern Shore's existiaag Bridgeville Compm.sor Station in Brid&eville, Sussex County, 
Delaware to its terminus in Salisbury, Wicomico County, Maryland. 

The compressor facility Ind llSOCilted pipina are needed to stabilize c.pKity on &stem Shore's system as a 
result of steadily declinin& inlet preaura 8l die Hockeuin intcrconnec:t with Transcontinental Gu Pipe Line 
Corporation. ConstnK:1ion of the facilities llarted during the second half of 1996. The proposed in-service dlle 
of the facilities is Msc:b 19, 1997. ~ Sla'C f'ltimlta the IOtal cost of the compressor facilities to be S6.9 
million. 

The proposed facilities would also enable East.em Shore to provide additional fnn services to several ot its 
customers who have executed agreemeall far the additional farm service for terms of l 0 and 20 yan. Eucrm 
Shore also miuested autborizMion IO.......,,,, I 00 Mcf per day of ftrm sales service to one of its direct sales 
customers. 

On September 21, 1996 the FERC issued ill Final Order, which: 
• authorized Eastern Shore to comauct and opcnle the facilities requesced in its lppliaition; 
• authorized Eas&em Shore to roll-in die COit of die facilidcs into its exildna r11e1 if the revenues from 

the increase in lerVica exceed the COit auociatcd with the expension portion of the project; 
denied Eastern Shore the authority to inc:reale the level of ales and stonae service it provides its 
customers until it completes its relUUCIUriaa In its open ICCelS proceedjng; and 
authoriz.ed Ease.m Shore to abadon the I 00 Mcf per day of flnn sale service, to one of its direct sale 
customers. 

Bate Cwe Filing. On October l S, 1996 Eastern Shore filed for a &eneral rate increase with the FERC. The 
fil ing proposed an inc:reue in &stem Sbore'sjuritdic:tioDal,.... thal would aenenae addidonal annual 
operating revenue of tpprmdmately Sl ,44S,OOO. Easwa Shore also llaled in the filin& lhll It intended to use 
the cost-of-service submiaed in the &eneral rate increase Olin& to develop rates in the pendin& Open Access 
Docket. The Commission, by letter order daled November 14, 199S, suspended the tariff sheets for the 
maximum five-month period• allowed by Commillion replabon. 

On March 4, 1997, a pn-helri111 conference wu conducted at FERC's office to establish a procedural schedule 
to establish a preliminmy lilt of contested issues and to advile the Presiding Judge of any matters which need to 
be resolved. Hearinp are tentatively scheduled to start in 1997. 

/ \ 09Cn Acee.rs Filln.r. On Dec:ember 29, 199S, &stem Shore filed its abbrevialcd application for a blanket 

\

certificate of public convenience and necessity authorizin& the transportation of natural &as on behalf of others. 

Eastern Shore proposed to unbundle the ales and lknge services it cuncntly provides. Customers receiving 
farm sales and storage services on Eastern Shore (the "Convertina Customers .. ) would receive entitlements to 
firm transportation service on &stem Shore's pipeline in a quantity equivalent to their current service rights. 
Eastern Shore proposed to recain some of its pipeline aatitlementl and storage capacity for openhonaJ issues 
and to facilitate "no-notice" (no prior nodftcation required to receive service) transportation service on its 
'ipeline system. Ea.stem Shore will release or uaian to the rema.lnin& Converting Customers the farm 
transportation capacity, includin& '°"tnct sccnp. it holds on its Upllream pipelines so thal the Convertin1 
.Customers can become direct customen of such upMream pipelines. Convcnlna Cu11omers who prevloualy 
received bundled sales service havina no-notice chancteristlcs will have the rl&ht to ek.,;t no-notice flnn 
transportation aervlcc. 
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With respect to cost classification, allocation 1nd rate design. Eastern Shore proposes to implement straight 
fixed variable \SFV") cost classification. In order to accomplish a change from its current modified fixed 
variable ("MFV") rate design, Eastern Shore made a Section 4 rate filing with the. FERC on January 17, 1997. 

During 1996, numerous technical conferences were held al the FERC's otra in Washington, D.C. to review 
the proposed Open Access tariff. On December 2, 1996, Eastern Shore filed a revised Pro-fonna Open Access 
tariff. A technical coaference wu canducted on December 12, 1996 to discuss Eastern Shore's filing. As a 
result of the technical c:ioofcmJce, F.atar1 Shore fonnally ftJed a revised Open Access tariff including rate 
schedules on January 17, 1997. The filing included a proposed effective date, the laner of May I, 1997 or the 
effective date of the Open Access blanket certificate. Since January 17, 1997, several panies have nted 
comments. Eastern Shore filed reply comments and a technical conference was convened on March 4, 1997. 
As a result of the March 4 t.ecbnical conf'lrenc:e, Easlem Shore will be submitting a revised proposal to the 
panics in an effort to gain consensus on the major issues. While al this time it is impossible to pttdict the exact 
timing of the implementation of Open Acceu on Eastern Shore's system, significant progress tw been made, 
and management expcccs dud implementation will occur sometime during the second or third quarter of 1997. 

(1) (b) Nt1111"'1 Ga D&tr"""'°" 
Chesapeake distribu!es natural ps to approxbnately 34, 700 rcsidentw, commercial and industrial customm in 
southern Delaware, the Salisbury Ind Cllnbridae, Maryland areas on Maryland's Eastern Shore, and Central 
Florida. These activities are cooduc:ted tbrou&h three utility divisions, conslsting of one division in Delawaa-e, 
one division in Maryland IDd one division in Florida. In 1993, the Company started naruraJ gas supply 
management services in the state of Florida under the name of Peninsula Enqy Services Company 
\PESCO"). 

Delaware and Mqzylqad. The Delawme wl Mm'yland divisions serve approximately 26, 160 custom en. of 
which approximately 26,0SO 11e residential and c:munerciaJ customers purchasing gas primarily for heatina 
purposes. Residential and c:ommen:iaJ cuscomen account for approximately 6~/e of the volume delivered by 
the dMsions, and 78% of the divisions' revenue, on an annual buis. The divisions' industrial cwtomers 
purchase gas, primarily on an intemaptible basis, for a variety of manufacturing, q.riculrural and other uses. 
Most of Chesapeake's customer growth in these divisions comes from new residential construction utilizing gas 
heating equipment 

Flocid4 The Florida division distttl>utes natural gas to approximately 8,450 residential and commercial and 17 
industrial customers in Polk, Osceola w1 HlllJborough Counties. Currently 42 of the divi'lion's industrial ( 
cuteomera. which are en111ed primarily in the citrus and phosphate industries and electric cogeneration, and 
pun:bue and trantport pa on a firm and lntemaptible basis, account for approximately 909!. of the voiumei 
delivered by the Florida division, and 62% of the division's natural gas sates and transpor1a1ion revenues. oa 
annual basis. The Comp1ny's Florida division also provides natural gu supply services to compete in the 

access environment. Cwrently, nineteen customers receive such management lef\lice which aencrated / 
operating income ofS209,000 in 1996. 

N""'nll Ga S11pp/J 1 

Qdqwqa gad Mmylan4 Chesa~akc'1 Delaware and Maryland ut.ility divisions receive all of their gas supPty 
requitements from Eutem Shore. TM divisions purchase most of this gas under contracts with Eastern~ 
which extend throu&h November I, 2000. The contractJ provide for the purchase of 15,629 firm Mcf daiiy (up 
to 1 maximum of S,704,S8S Mcf annually). The divisions have additional finn supplies available under 
contract with Eastern Shore for peak denwld periods occurring during the winter heating season. These 
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contracts, which are renewable on a yar-~year basis, provide for the purchase of up to 4.SO Mcf daily (up co a 
maximum of 13,.500 Mcfannually) of peaking service. In addition, the divisions have contracted with Ea.stem 
Shore for firm and interrupdble storwp capacity. On days when ps volumes available 10 the divisions from 
Eastern Shore are gre.aer tMn lbeit requirements, p1 is injected into storage and is then available for 
withdrawal to meet heavier winter loads. These storaae contracts also pennit the utility divisions to purchase 
lower cost ps during the off-peak summer season. Effective July I, 1996. the storage capacity under contract 
with Eastern Shore toraled 820.220 Mcf, with a firm peak daily withdrawal cnfidcmcnt of 14,606 Mcf. On 

those days when requiremeota exceed these contrlet pipeline supplies, the divisions have propane·air injection 
facilities for peak shaving. 

Eastern Shore has no authority to transport natural ps purchased from a third party for the Delaware and 
Maryland divisions currently; however, while Chesapeake's divisions have no direct access to "spoc market" 

gas, they benefit from Eastern Shore's abflity to obcain "spot market" p1 and the resulting mtucclons in 
Eastern Shore's rasa. After Eastern Shore becomes an open access pipeline the Delaware and Maryland 
divisions will assume the responsibility ofpurdwlna their natural gas requirements. The cwo divisions could 
contract with a mtural ps supply .inan11cmcnc company or handle the process intemally. 

EJlllidtJ., The Florida division receives trlnspOC1ation service from Florida Ou Transmiuion Company 
("FGr'), a major interstate pipeline. Chesapeake bas contracts with FGT for: (a) daiJy firm transportation 
capacity of20,.S23 dekatbcnns In May through Sepccmbcr , 27,10.S deblhcrms in October, and 26,919 
dckathcnns in November tbrou&h April under FGrs finn transpol1alion service (FTS-1) rate schedule; (b) 
daily finn transportation capecity of .S, I 00 deblhcnns in May through October, and 8, I 00 debthenns in 
November throush April under FOT's fum cranspon.a1ion service (FTS-2) rate schedule; (c) preferred 
intcm.iptible transportation service up to 2,300,000 dekathcrms annually under FGT's preferTCd transportation 
service (PT'S-I) nite schedule; and (d) daily interruptible.transportation capacity of20,000 dekathenns under 
FGT's interruptible transportation services (ITS-I) rate schedule. The fum transponation contract (FTS-1) 
expires on Aupst I, 2000 with the Company retainina a unilateral right lO extend the cnm for an additional ten 
years. After the expiration of the primary or secondary term, Chesapeake hu the rig:n to first refuse to match 
the tenns of any competing bids for the caplCity. The furn transportation GOntract (FTS-2) expires on Much I, 
2015. The preferred interruptible contract expires on the earlier of: (a) the efTcccive date of FGT's ftrsc rate 

case which includes costs for phase IU expmsion or (b) August I, 199.S, and/or (c) August I of any subsequent 
year, provided lbll FOT or Chesapeake gives to the other at least one hundred eighty ( 180) days wrinen notice 
prior to such Auaust I. The interruptible transportation contract is effective until August I, 20 I 0 and month to 
month thereafter unless canceled by eimer party with thiny days notice. 

The Florida division currently receives Its ps supply from various suppliers. Some supply ls bought on the 
spot market and some is bought under the tenn,1 of two firm supply contacts with MO National Gas Corp. and 
Hadson Gas Sy1tem1, Inc. 

Having restructured its arrnngements with FGT, Chesapeake believes it is well positioned co meet the 
contlnuing need& of its cusiomcn with secure and cost effective gas supplies. 

ddetzuqcy Q{Gas Swtplv. The Company believes that Ea.stem Shore's available finn and lnterrupclble supply is 
ample to meet the anticipated needs of the Company's Delaware and Maryland natural gas distribution 
divisions. Availability of gas supply to the Florida division is also expected to be adequate under existlng 
arraoaemcntl. Moreover, additionaJ supply sources have become available u a result ofFOT becoming an 
open occcss pipeline. 
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Competition wilbja tltc Natwa/ O. lptlwtry. Historically, Chesapeake's Florida division has been supplied 
solely by FGT. In 1990, FOT--.1n open ecceu pipeline. The Florida division's lalJe industrial 
customers now have the option ofremainina with lbe Florida division for gas supply or obtainina alternative 
supplies from gas markctcn or ocher suppliers. Tbae c:ondidons have increased competition becween 
Chesapeake's Florida divisioll. p1 m.teten and ocher natural p1 providers for induscrial custocnen in Central 
Florida. 

Eastern Shore has 1n open KCea filina llld mocialed r11e ftlina pendin& before the FERC. When Eastern 
Shore becomes an open eccess pipeline, certain c:ustomen In Chesapeake's Delaware and Maryland distn'bution 
divisions will be able to pun:base p1 &om third peny p1 suppliers in KCOrdance with regulations established 
through the respective II* cammilliona. 

btaatl~ 
GmqW. Chesap:Me's natural p1 dillribudon divisions are subject to repa1ltion by the Delaware, Maryland 
and Florida Public Service Commisaions with mpoc:t to vlrious upect1 oflbe Complny's busineu, including 
the rates for sales to alt of their customers in tlCbjurildktion. Atl ofeheupake's firm distribution rates are 
subject to purchased p1 ldjutement clauses, which lll8ICb revenues with p1 COltl Ind nonnally allow eventual 
full recovery of gas COlll. Adjustments under Me clauses require periodic filinas and hearinp with the 
relevant regulatory authorily, but do DGC require a paeral rale proceedin1. RMel on lmemaptible sales by the 
Florida division are also Rbjec:l to purcbllld p1 ldjuslmen1 climes. 

Management monilOnl lbe r11e of recum la ads jurisdi«lon In order to ensure the dmcly fillna of rate 
adjustment applicaliona. 

·~11i.tory Procntlbl,. 
Marylan4. On July 31, 1995, Cheupelke's Mlrylwl division filed an applicadon with the Maryland Public 
Service Commission ( .. MPSC") requatinaa r11e ina-ofSl ,426,711or 11.09%. The two lar&est 
components of the increue were lllributllble to a1vlronmental costs and a new customer informllion system, 
implemented in 1995. The request included a return on equity of 13%. 

On November 30, 1995, tho MPSC iaued an order approvin1 a settlement proposal of a S97S,OOO inc.tease in 
annual base rates effective for p1 provided on or after December I , 1995. As required in the settlement of the 
rate case, the Company flied a COit of MrVice llUdy wbh the MPSC on June 21, 1996. The purpose of a cost of 
service study is to allocate revenue amona customer« nlk clasUttc.dons. The fflina alto included proposals 
for: restructuring sales services that more closely reflect the COit of servlna commercial and induwial 
customers, the unbundling of gas COltS from distribution system COIU, revisions lo lhmin& of intmuptible 
margins between finn ratepayers and the Company and new services that would allow customen using more 
than 30,000 Ccf of gas per year to purchase ps from suppliers ocher than the Company. 

After negotiations with MPSC staff and other interaced parties, a settlement wu reached on most sales service 
issues and a proposed order was iuued by the H..tn1 Examiner on March 7, 1997. Commission action on the 
proposed order i5 still pendina. The settlement Includes: 

I. Class revenue requimncntl and m:ll'UCftll'ed lala .-vices which provide for ICpll1lle farm commercial 
and industrial rale schedules for aenenJ service, medium volume, larae volume and hlah load factor 
customer groups; 

2. Unbundllna of au costa from dl1trlbullon charatt: 
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3. A new gas cost recovery mechanism, which utilizes a projected period under which the fixed cost 

portion of the gas rate will be forccaslcd on an annual basis and 1he commodity cost portion of the gas 
rate will be estimated quarterly, based on projected market prices; and 

4. Interruptible margins wiU continue lO be shared, 90% lO customers and I~~ lO the Company, but 
diSln'bution coas incumd for incmnenlaJ load additions can be recovered with carTyi.ng charges 
utilizing 100% of the incremental margin if the payback period ls within three years. 

At the request of MPSC aaff, consideration of the new transportation services has been postponed because 
Eastern Shore's open access filing is still pending before the FERC. It is expected that these services will be 
addressed in the spring of 1997. 

Dclqwqrc. On April 4, 199S, Chesapeake's Delaware division filed an application with the Dellware Public 
Service Commission ("DPSC") requesting a rate increase of $2, 7S 1,000 or 14% over current rates. The largest 
component, representing a third of the total requested increase, is attributable to projeded costs associated wi1h 
the remediaioo proposed by lbe f.nvironmental Protec1ion Agency ("EPA") of the site ofa former coal gas 
manufacturin& plant operated in Dover, Delaware. The Company and the DPSC agreed to separate the 
environmental recovery from the l'lle increase so each could be addressed individually. 

On December 20, 1995, lbe DPSC approved an o.-der authorizing a $900,000 inc:reue to base rates effective 
January I, 1996. The Compmy bad interim rates subject to refund In effect swting June 3, I 99S to collect $1 .0 

million on aa annualized buis. A refund of$42,000 was caleulated and used to offset environmental costs 

incurred. 

Also on December 20, 1995, the DPSC approved a recovery of environ_mental costs associated with the Dover 
Gas Light Site by means of a rider (supplement) to base rates. The DPSC approved a rider dfcctive January I, 
1996 to recover over five years aJI unrecovered environmental costs through September 30, I 99S offset by the 
deferred tax benefit of these costs. The deferred tax benefit equals the projected cashflow savings realized by 
the Company in connection with a reduced income tax liabilily due 10 the possibility of accelerated deduction 
allowed on certain environmental costs when incurred. Each year, the rider ra1e will be calculated based on the 
amortization of expenses for previous years. The advantage of the environmental rider is that it is not necessary 
to file a rate case every year to recover expenses. 

On December IS, 1995, Chesapeake's Delaware division filed its rate design proposal with the DPSC to initiate 
Phase II of this proceeding. The principal objective of the filing wa.s to prepare the Company for an 
increasingly competitive environment anticipl!Cd in the near future when Eastern Shon: becomes an open 
access pipeline. This UtitiaJ filing proposed new rate schedules for commercial and industriaJ sales SCTVice, 
individual pricing for intenuptible negotiated contract rates, a modified purchased gas cost recovery 
mechanism and a natural gas vehicle tariff. 

On May IS, 1996, the Delaware division filed its proposal relating to transportation and balancing serviC('I with 
the DPSC which proposed that transportation of cuSlomer owned 1as be available 10 all commercial and 
industrial customers with annual consumption over 30,000 Ccf per ycor. 

A tentative tdement proposal which was submlned to the DPSC Hearing Examiner on November 22, 1996. 
On January 23, 1997 the DPSC Hearing Examiner issued his proposed findings and recommendations 
supporting the parties settlement propose! for final DPSC approval. On February 4, 1997 the DPSC approved 
an order authorizing new service offerinas and nate des I in for services rendered on and after March I, 1997. 
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The approved changes include: 
I Restructured sales services which provide commercial and industrial customen with various service 

classifications such as 1eneraJ service, medium volume, large volume and high load factor services; 
2. A modified purcbued pa coet recovery mechanism which takes into consideration the unbundling of 

gas costs from dislribulioa chirps as well as ebar&in& certain firm service classifications different gas 
cost rateS based on a customen' IOlld factor; 

3. The implementation of a mecblnilm for sharing intmupcible, capacity release and off-system sales 
margins between firm ulel CUllGlnlrl and the Compuy, with changing margin sharing percentages 
based on the level oftolll mqin; md 

4. Provision for tramporlltioa md ballncing services for commerciaJ and industrial customers with 
anny.al consumption over 30,000 Ccf per year to transport customer-owned gas on the Company's 
distribution S)'llelll. 

fJacillll. On Sepcanbcr 28, 199S, the Florida Public Service Commission ilsued an order finalizing the Florida 
division's 1994 amount ofovereamiap. The division wu found to have exceeded its allowed rate ofretum 
equity ceiling of 12% by 162,000. As a muh of1n apeement reached February 6, 199S, the excess earnings 
were deferred until 1995. Tiie 1m1e aareement capped the Florida Division's 199S return on equity at 12% plus 
or minus the result ofsublrKdng the averap yield of30-yw U.S. Treasury boodl for the period of October, 
November and De«mber, 1994 hm lhe avenp yield of 30-yw U.S. Treasury bonds for October, November 
and December 1995, DOUD exceed 50.,.. points in eilber direction. As. result. the Florida Division's return 

oo equity for 199S was lowcnd to a midpoint of 10.5% for decenninlng lhe level of overearnings. For l99S. 
the Florida Division wu found to have exceeded its allowed rate of return equity ceiling of 11 .s·~ by $230,000. 
On January 21, 1997 the Florida Public Service Commission voted to allow the division to apply the to(al 

overeamings for 1994 and I 99S in the mnount of S292,000 to its environmental reserve. The Commission 
Order affirming d)is decision was issued in February, 1997. 

(I) (c) Proptut~ Dll#UHlllM 

Chesapcalce's propue distribution group consists of Sharp Energy, Inc. ("Sharp Energy"), a wholly owned 
subsidiary ofChcupeakc, and its wholly owned subsidiary, Sharpgu, Inc. ("Sharpgas"). 

On March 6, 1997, Chesapeake acquiftd all of the outstanding shares of Tri-County Gas Company, Inc. ( ... Tri· 
County"), a family-owned end operated propane distribution business localed in Salisbury and Pocomoke, 
Maryland. The combined operations of the Company and Tri-County served approximately 32,000 propane 
customers on the Delamva Peninsula and delivered approximately JO-million retail and wholesale gallons of 
propane during 1996. 

Sharpgas stores and distributes propane to approximately 23, IOO customers on the Delmarva Peninsula. The 
propane distribution business is affected by many factors such as seasonality, the absence of price regulation 
and competition aQM10g local providers. 

Propane is a fonn of liquefied petroleum ps which is typically extracted from natural gas or separalCd during 
the crude oil refinina process. Although propane is gaseous at normal pressures, it is easily compressed into 
liquid form for stonae and transportation. Propane is a clean-burning fuel, gaining increased recognition for its 
environmental superiority, safety, efficiency, transportability and ease of use relative to alternative forms of 
energy. 
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Proplne is sold primarily in subUltma md rural nu which are not served by nahn1 ps pipelines. Demand is 
typically much hjgher in the winter lDOlllbs md is sipificmttly affected by ansoaal vmialions, perticularly the 
relative severity of winter tempentures. because of its use in residential and COllUIWCial heating. 

The Company purchacs propene prinmily from suppliers, including major domestic oil companies and 
independent producers of pl liquids and oil. Supplies of propane from these and other sources are readily 
available for purchase by the Company. Supply contnlets paerally include minimum (not subject to a lab-or­
pay premiums) and maxbnum pun:hue provisions. 

The Company UICS tnacb IDd r.un.d Clrl to tnnsport propane from refineries, natural ps processing plants 
or pipeline terminals to the Company's bulk lkJrlp facilides. From these facilities, propane is delivered in 
portable cylinders or by .. bobcail" ll'UCks, owned and operated by the Comp111y, to tanks located at the 
customer's premises. 

Sharpgas competes with several odaer propane disln'buton in its service territories, primarily on the basis of 
service and price, cmpbaaizing reliability of service and responsiveness. Competition is generally local because 
distributors located in close proxlmil)' to cuatomen incur lower costs of providing service. 

Propane competes with bodl filel oil md elecuicity as an energy source. Propane copipctes apinst fuel oil 
based upon clanlinesa ad its envinlmnenlal ldvlntaga. Propene is also typically less expensive than both 

fue.I oil and electricity baed on equivalent eru value. Because natural ps bas historically been las expensive 
than propane, propane is generally not dislnlluted in geographic areas serviced by natural ps pipeline or 
disb'ibution systems. 

The Comp111y's propane dislribution ICdYides me not subject to any federal or swe pricing regulation. 
Transport operations are subject to reguladona cooceming the transportation of hu.ardous materials 
promulpred under the Federal Motor CaTier Safety Act, which is administered by the United States 
Department of Transportation and enfon:ed by the various states in which such operations take place. Propmie 
distribution opcrationa are also subjecl to state safety regulations relating to .. book-up" and placement of 
propane tanka. 

The Company's propane operations are subject to all operating hazards normally incident to the handling. 
storage and transpOrtatioa of combustible liquids, such u the risk of personal injury and property damage 
caused by fire. The Company carries general liability insurance in the amount of$3S,OOO,OOO per occumnce, 
but there is no assurance that such insurance will be adequate. 

(I) (ti) Abacd 111/oflllllllMI Semen 

Chesapeake's advanced information services sepncnt is comprised of United Systems, lnc. ("USI") and Capital 
Data Systems, Inc. ("CDS"), both wholly owned subtidiaries of the Company. CDS provided propamming 
support for application software, until the lint quarter of 1997, at which time they disposed of substantially all 
of their assets. 

USI is an Atlanta-based company that primarily provides support for users of PROOREss•, • fourth generation 
computer lanauqc and Relational Database Manaaement System. USI offm consultina. training, software 
development "tools" and customer software development for its client base, which includes many larac 
domestic and international corporations. 

II 



The advanced infonnllion services buline11a flee aipifbnt CCJmpetitioa from a number of W&cr competiton 
having substantially pater raourc:. avlillbll IO..._ lblll lhe Compeny. In lddldoa, dlln&es in die 
advanced infomwion services busineua n occurrtaar.pidly, which could adversely impect the markets for 
the Company' s products and services. 

Skipjack. Inc. \Skipjackj and O:er fellkie lnvacment Compmly \CbeMpeake lnveslmeftt"). me wholly 
owned subsidiaries of Cheupeake Service Compmy. SkipjKk owns and leases to affili.:es. two offtce 
buildings in Dover, Delaware. CheslfieMe lnvatment is a Delaware affilialed investmcnt compeny. 

On March 6, 1997, in conncdion wilb lhe acquJsitioa of Tri-County, the Compeny acquired Eu&em Shore ~I 
Estate, Inc. ("ESRj, which will become a wholly owned subsidiary of Chesapeake ServK:e Company. ESR 
owns and leases office buildinp to affiliala and exta'nll compmies. 

Revenues from the Compeny's residential and commercial IUllUral JU Illes and from its propane distribution 
activities arc affected by--.! variltions, since lhe majority of these sales are to customcn using the fuels 
for beating purposes. Revenues mm dlae CUltOmln n acconilnalY affocted by the mildncu or severity of 
the beating season. 

The Company's current capi1ll budpt for 1997 contemplates expenditures toealing approximalely Sll.9 
million. The toeal includes 1f4W•«n*ly Sl.S million forQe11Jlellke'1 Dlh&ral pa disuibulioa divisions, 
consisting mainly of exaensionl to and rept.cemen11 of lbe dillribution C.Cilities and related equipment; $4.S 
million for natural gas tl"lnllDiuioa operations, providiDa principllly for improvements to the pipeline sylkm 
and for fmishing constructioa of a compressor IWion in Delanre City, SJ.I miJlion for environmental relalcd 
expenditures, St.8 million for propue distribution, principelly for the purchase of110ra&e facilities, ldditional 
tanks and the construction of a new opentioo center in Pocomoke, Maryland; SI 50,000 for computer hardware, 
furn iture and fixtures for the Compllly'a advanced infonmltion services poup; aloft& with SlS0,000 for general 
plant. These capital requirements se expected to be f1mncecl by cash flow provided by the Company's 
operating activities short-term borrowing, and the issumc:e of long-cenn debt, common equity or a combination 
thereof. 

(Iv) Employus 

The Company has 338 employees including 131 natural ps distribution employees, I 8 omni ps transmission 
employees, 97 propane dillribution employees and 49 advanced information services employees. The 
remaining 43 employees are QOGlidered aencraJ and adm.inislnlivc and include officen of the Company and 
treasury, accounting, dasa processing, planning. human resources and other administrative personnel. The 
acquisition of Tri-County will ldd ..,.,roximately 43 employca to the tocal number of employees of the 
Company. 
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Item 2. PropertJes 

(•) General 

The Company owns offices and operates buildings in Salisbury, Cambridge, and Princess Anne, Maryland: Dova. 
Seaford, Laurel and Georgetown, Delaware; and Winter Haven, Florida, and rents office~ in Dover, Delaware, 
Plant City, Florida; Chincoteague and Belle Haven, Virginia; Easton and Pocomoke, Maryland; and Atlauta. 
Georgia. Jn general, the properties of the Company are adequate for the uses for which they are employed. 
Capcscity and utilization of the Company's facilities can vary significantly due to the seasonal nature of the natural 
gas and propane distribution businesses. 

(b) Natunl Gu DiltribatlcNI 

Chesapeake owns over S 14 miles of natural gas distribution mains (together with related service lines, meters and 
regulators) located in its Delaware and Maryland service areas. and 4S9 miles of such mains (and related 
equipment) in its Central Florida service ll"CU. Chesapeake also owns facilities in Delaware and Maryland for 
propane-air injection during periods of peak demand. 

A portion oftbe properties constituting Chesapeake's distribution system are encumbered pursuant to Chesapeake's 
First Mortgage Bonds. 

(c) Natural Gu Traualllloa 

Ea.stem Shore owns approximately 271 miles of transmission lines extendina from Parkesburg. Pennsylvania to 
Salisbury, Maryland. Eastern Shore abo owns three compressor stationJ located in Delaware City, Delaware, 
Daleville, PennsylYMia and Bridgevilk, Delaware. 1bc Delaware City comprcuor station is currently under 
construction with a proposed in-service dale of March 19, 1997. The Delaware City compressor facility and 
associated pipina are needed 10 stabilize capacity on Eastern Shore's sy~em as a result of steadily declining Inlet 
pressures al the Hockessin Interconnect with TranJCOntlnental Gas Pipe Line Corporation. The Daleville station is 
utilized to increase Columbia supply pressures to match Transco supply pressures. and to increase Eastern Shore's 
pressures in order to serve Ea.stem Shore's firm customen' demands, Including demands from Chesapeake's 
Delaware 1nd Maryland divisions. The Bridaevllle station Is being used to provide increased pressures required to 
meet the demands on the system. 

(d) Propane Dis1ribudoa 

Sharpgas owns bulJc propane storage facilities with an agregate capacity of I .412,000 gallons at 26 plant facilities 
in Dclawan, Maryland and Virginia. located on rat estate it either owns or leases. 

Item 3. Lqal Proeeedlllp 

The Company and ill subsidiaries are involved in certain legal actions and claims arisin& in the nonnaJ course or 
business. The ComJ*ly is also involved in certain legal and administrative proceedings before various 
governmental agencies concerning rates. In the opinion of manaaement, the ultimate disposition of these 
proceedings will not have a materiel effect on the consolidated financial posilion of the Company. 
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Eavlronmtnul 

(•) Dover G•s Upt Sitt 

In 1984, the State of Det.wue notiiied the Compll'ly that • parcel of land it pun:based in 1949 from Dover Gas 
Light Company, a pRdeccssor gu comp11ty, contains haz.atdous substances. The State also asserted that the 
Company is responsible for 111y clan-up and proapective environmental monitoring of the site. The Delaware 
Department of Natural Rnourccs and Environmental Control ("'DNREC") investip!Cd the site and surroundlnp, 
finding coal tar residue and 10mC p.md-nw con11minltion. 

In October 1989, the Envlronmental ProtectJon Agency Region Ill ("EPA") listed the Dover Site on the National 
Priorities List under the Comprehensive Environmental Response, CompenS8tion and Li•billty Act ("CERCLA" or 
.. Superfund"). At that time under CERCLA, boCh the St8te of Delawue and the Company were named as 
potentiaJly responsible parties ("'PRP") for clcalH&p of the site. 

The EPA issued the site Record of Decision ("'ROD") dated August 16, 1994. The remedi•I action selected by the 
EPA in the ROD addresses the ground-Wiier CCIOllmin.adon with a combination ofhydnullc containment and 
natural attenuation. Remedi.tioo selected for the soil al the site Is to mM strlngtnt cleanup standards for the first 
two feet of soil and less strinaeot ICanduds ror the soil below two feet. The ROD estimaleS the costs of selected 
remediation of ground-water and soil at $2.7 million and $3.3 million, respectively. 

On November 18, 1994, EPA issued a .. Spec:iaJ Notice Letter" {the "Letter") to Chesapemke and three other PRPs. 
The Letter includes. o alia. (J) a.demand for peyment by the PRPs of EPA 's past cosu (estim.ied 10 be 
approximately $300,000) and future costs incurred overseeing Site wortc; (2) notice of EPA'• commencement of a 
60 day moratorium on certain l:.PA response KtivitJes at the Sile; (3) •request by EPA lh8t Chesapeake and the 
other PRPs submit• "good faith proposal" to conduct or finance the wort identined in the ROD; and (4) proposed 
consent orders by which Chesapeake and ocher parties may qrec to perfonn the good faith propos81. 

In January 199S, Chesapeake submitted to the EPA a good faith proposal to perform a substantial portion of the 
woric set forth in the ROD, which was subsequently rejected . The Company and the EPA each attempted to secure 
volunt.ary performmce of part of the remedi•don by other parties. These panies Include the State of Oct.ware, 
which is the owner of the property and was identified in the ROD u a PRP, and a business identified in the ROD as 
a PRP for having contributed to ground.water contamination. 

On May 17, 199S, EPA i"ued an order to the Company under section 106 ofCERCLA (the "Order"), which 
requires the Company to fund or implement the ROD. The Order was also issued to General Public Utilities 
Corporation, Inc. ("'GPU"), which boCh EPA md the Company believe is liable under CERCLA. Other PRPs such 
as the State of Delaware were not ordered to perform the ROD. EPA may seek judicial enforcement of its Order, u 
well as significant fmancial penaJtles for f•llure to comply. Althou&h noclfyina EPA of obj~tions to the Order, the 
Company agreed 10 comply. GPU Informed EPA that It does not Intend to comply with the Order. 

On March 6, I 99S, the Company commenced lltiption against the State of Delaware for contn'bution to the 
remedial costs being incurred to carry out the ROD. Jn December of 1995, this case was dismissed without 
prejudice based on• settlement .,..merit between the patties (the "Settlement"). Under the Settlement, the Seate 
agreed to support the Company's proposal to reduce the soil remedy for the site, described l-oelow, to contribute 
$600,000 toward the cost of Implementing the ROD, and to reimbuno tho EPA for $400,000 In ovet1ight costs. The 
Settlement is contingent upon a formal settlement al'ff"'enl between EPA Uld the State of Delaware belna re•ched 

14 



• • 
within the next two years. Upon lllisftlctjon of all CXJlldldons oflbe Settlement. the lidpdon will be dilmlued with 
prejudice. 

On July 7, 1995, the Company submiUed IO EPA a study proposing to reduce the level and cost of soil remediation 
from that identified in the ROD. Allhouab Ibis propolll wm supported by lbe Selle of Dellnre, 11 required by the 
Settlement, it was rejected by tbe EPA on Jmaumy 30, 1996. 

On June 25, 1996, the Company inidlled lltiption apinst GPU for conlributlon to the remedial COSll incurred by 
Chesapeake in connection with complyiDa with tbe ROD. At dlis time, ~emcnt c:mnot predict the outcome of 
the litigation or the amount. if any, of proceeds to be received. 

In July 1996, the Company commeaccd the desip pbae oflbe ROD, on-site pre-design and investiption. A pre­
design investiption report ("the report") was flied in October 1996 with the EPA. The report, which requires EPA 
approval, will provide up to date llllUlon the u.ie: wbicb lbe EPA will use to determine if the remedial design 
selected in the ROD is still the tpprOpri.ae rwmedy. 

The Company is currently enppd iD ~ ~llted IO additional f*tics wbo may be PRPs. 8uod upon 
these investigations, the Compmy will CODlilllr luit lpimt OCber PRPs. The Company expecta continued 
negotiations with PRPs in ID .uempa to l'llOlve dlcse lllllllr'I. 

In the third quarter of 1994, the Complay mer-cl ill accrued li.bllity recorded with respect to the Dover Site to 
$6.0 million. This amount reflecll tbe EPA'• estimMe, 11 ltllled in lbe ROD for remediadon of the site accordirla to 
the ROD. The recorded liability may be ldjlllled upwlld or dowawsd 11 the design phase propeues and lbe 
Company obtains construction bids for perfonnwe of the work. The Compmy has also recorded a regul.rory auet 

of$6.0 million, ~din& to the recorded liability. MM•ment belJeva thll in addition to the $600,000 
expected to be conlributcd by the 5c.re of Delawme UDder lbe Sealcment. the Company will be equitably entitled to 
contribution from other respomtble pmtia for a portion oflbe expenses to be incurred in c:onnection with the 
remedies selected in the ROD. Mlnapment also believes dwt the amounts noc so contributed wilJ be recoverable in 
the Company's rates. 

As of December 31, 1996, the Compeny hu incuned approximlcely $4.2 million in c:osu relating to environmental 
testing and remedial action ltUdiel. In 1990, the eom.,..,y entered Into settlement 111eement1 with a nwnbtt of 
insurance companies resuJtinc in proceeds IO fund actual envirmmealal costs incurred over a five IO seven-year 
period beginning In 1990. Jn December 199S, the Delawse Public Service Commi•ion, authoriz.ed recovery ofall 
wtree0vered environmental cost incurred by a means of a rider (supplement) to bue rates, applicable to all finn 

service customers. The costs would be recovered lhrouah a fl~~year amonlation offset by the defemd tax benefit 

associaled with those environmental costs. The deferred llX bmeftt equals the projected casbflow savinp realized 
by the Company in connectioa with a reduced income llX liability due to the pow'bility of accelerated deduction 
allowed on cenain environmental COltl when incun'ed. Eidt )'tel' a new rider rate will be calcullled to become 
effective December I . The rider rme will be based on the amortizalion of expenditures throuah Sepcember of the 
filing years plus amortization of expeasa from previous years. The adv1ntage of the rider is thal it is noc necessary 
to file a rate case every year to recover expenta incurred. A1 of Dec:en:iber 31, 1996, the unamortized balance and 
amount of environment cost noc Included In the rider, effecdve January I, 1997 wu S l ,206,000 and S 191,000. 
respectively. With the rider mechanism established, It" lftllUllllll•at'1 opinion that these Cotti anu ar.y future cost. 
net of the deferred income tax benefit, will be rec:o"'8ble In rates. 
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(b) SaHsbary Towa Gu IJplSlle 

In cooperation with the Maryllnd Depalmem of lbe Environment ("MOE"), the Compeny bas completed an 
asseument of lbe Salisbury......,,,...... pa pllllt lile. The ~s11 rrmen~ -.mined lbat lbere was localized 
contamination ofp'OUlld-Wlllr. A NIDedial ...... f'IPOl'I W1111Ubatiaed 10 MDE ID Nowmber 1990 Ind included a 
proposal IO monitor, pmnp IDd 11'111811)' C)Ol!IWM MT~ pamd-Wller OIHice. 11nuP neaodldons with lbe MOE. 

the remedial llCtioa WClltpllD w rwviled wtdl flrlll lpplVWll tom MDE obcained ID arty 1995. The remecUadon 
process for pound-WllS wnviled tam; ,......... IO Air SplrsiDa _. Soil-Vtp0r Exnc:tioa, rauJdna in a 
substlntial reduction in owralJ COiia. OuriD& 1996, lbe CGmpmy c:ompllted comlnlCtioa Ind bcpn remedillion 
procedw'CS • the Salilbur) lile md will be Np011iaa oa • onaoiaa '*ii lbe remediation and monilorina results to 
the Mlryllnd Deplrlmentoflbe Eav---. 

The cost of remediadon la .aimllecf IO,.... hlll Sl40,000 IO S 190.000 Pl" yw for opendna expen1e1. Bued on 
these estimated cosu. lbe Compeay recardld bodt a liability wl a deferred nplllory auet of S650,0ll on 
December 31, 1996, IO cover lbe CIJmFeny's pnlJjec::lld remediation COlll for dUs site. The lillbility peyout for this 
site is expec;ted IO be over a flw,.. pilriod. As of Dlc-ber 31, 1996, lbe CGmpmy bas incurred 8f'Pl"OXimately 
$2.2 million for remedial ac:liw... .... .. ........ wl .... cblrpd .... COlll IO KCUIDUa.ted 

depreciation. In Janumy 1990, lbe Qnpmy lllllred into ldlJcmcnl .......... with a number of insunnc:e 
companies resulting in procoedl to fund wt mviroamental costs initurred ovw a lbree IO fiw-year period 
beginning in 1990. The ftaa1 ...._,.proceeds were requested end received in 1992. In December 1995, the 
Maryland Public Service Cammillion ippRMd recowry of all environmealal COit incwNd throuah Seplcmber 30, 
1995 less amounts previoUlly mMJl'tiZlld _. ._....,.proceeds. The nouat epproved for a l 0-yar amortization 
was $964,.251 . Of the Sl.2 million in COlll l'lpOl1ld lbow. epprox.irnately $417 ,000 bas DOC been recovered tbrouah 
insurw:c proceedl or naiwd r*makina llalDlllM h la management's opinion lhll lbese COIU iacumd wt 
future COllS incurred. if my, will be INICOWilble in '*'· 

(c) Wiater lbvn CGel 0. Ille 

The Compimy ii c:um:ndy cond11cd111 lnvtllip«km of a life in Winier Haven, Florida, when: the Comp111y' s 
predecessors manufacClnd coel ....... dlla ceasury. A Coalmniudoa Aueumeat Report ( .. CAR'1 WU 

submitted IO the Florida Oeplrlrnent ofEavin ,,, ProtecUon ("FDEP") in July, 1990. The CAR c:oatained the 
results of additioaal iDVdipliont of coMkioN • lhe site. These invariptionl confirmed lbnlted soil and pounds 
water impects 10 lbe lile. ID Msda 1991. FDEP directed the Company 10 coadlact additioaal invatiptions on,site 
IO fully delina&e die vertical IDd horizmml ...... of soil lftd lfOUDd2 WelCI' impects. 

Additional conwnillldoa aues11nea1 acdvida wse c:onduciod at the site in late 1992 and arty 1993. In March 
1993, a Conwninadon Allalmelll Report Addladum ("CAR A~dum") wu delivered 10 FDEP. The CAR 
Addcadum concluded dlM IOil md pouad-wlW lrnpects haw been adequately delineated u a rault of the 
additional field work. 1be FDEP 1pp1owecl Ille CAR IIld CAil Addendum in March of 1994. The next step is a 
Risk ANessment \RAj md a Fcasibilily SCudy ("FS") oa lbe site. A draft of the RA and FS were filed with the 
FDEP durin& 1995; however, until lbe llA wl FS se not complete until accepted as final by the FOEP. On May 
10, 1996, CFGC .......... IO FDEP m Air Splqina wt Soil Vapor Ext1'11dion Pilot Study Wen Plan for FDEP's 
review and lppl'OV81. Tiie Work Pim delcribed CFCO's proposal IO WIClcrtK.e an Air S.-Sin& and Soil Vapor 
Extractioo pilot Sbady ID cvalulle lhe cfrectivencu of air ..,pag as a poundwaw remedy combined with 10i1 
vapor extracdon at the Property. CFGC is currently awdiaa FOEP's comments IO the Work Plan. It is not pouible 
to detennlne whether remedial acdon will be required by FDEP and. if so, the COit of such remediation. 
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The Company has s,,ent lppl'Oltimatcly $660,000, as of December 31, 1996, on these lnvestigations, and expects to 
recover these expenses, u welJ u any fUture expenses, through base rates. These costs have been accounted for as 
charges to accumulated depreciltion. The Company requested and received from the Florida Public Service 
Commission ("FPSC") approval to .nortize tbrou&b base rates $359,659 of clean-up and removal costs incumd as 
of December 31, 1986. Al of December 31, 1992, these costs were fully amortized. In January 1993, the Company 
received approval to recover through bue rates ..,.,roximately $217,000 in additfonal costs related to the former 
manufactured gas plant. This amount represents recovery of $173,000 of costs incurred from January 1987 duoup 
December 1992, as well as prospective recovery of estimated future costs which Md not yet been incurred It. tbll 
time. The FPSC has allowed for amortizltion of these costs over a three-year period and provided for rate base 
treatment for the unamortized balance. In a tepera1e docket before the FPSC, the Company has requested and 
received approval to apply a refund of 1991 overeaminas of approximately $118,000 against the b3lance of 
unamortized environmental charges incurrod u of December 31, 1992. Al a muJt, these environmental charges 
were fully amortized u of June 1994. The FPSC Issued an order in January 1997, applying a refund ofS292,000, 
pertaining to 1994 and 1995 overeaminp, toward the~ ofunamortiz.ed environmental charges. Of the 
$660,000 in costs reported above, all costs have received ratemaking trealment. The FPSC has allowed the 
Company to continue to llCCl'Ue for future environmental costs. At December 31, 1996, the Company has $396,000 
accrued. It is management'• opinion that fUture COSIS, if any, wiJI be recoverable in rates. 

(d) Smyrna Coal Gas Site 

On August 29, 1989 and August 4, 1993, representatives ofDNREC conducted sampling on propeny owned by the 
Company in Smyrna, Delawn. This property is believed to be the location of a fonner manufaa..red pa plant 
Analysis of the samp&es taken by DNREC show a limited area of soil contamination. 

On November 2, 1993, DNREC advised the Company lhal it would require a re.mediation of the soil contamination 
under the state' s Hazardous Substance Cleanup Act and IUbmitted a draft Consent Decree to the Company for its 
review. The Company met with DNREC personnel in December 1993 to discuss the scope of any remediation of 
the site and, in January 1994, submitted a proposed wortcplan, together with comments on the proposed Consent 
Decree. The final Work Plan was submitted on September 27, 1994. DNR£C has approved the Work Plan and the 
Consent Decn:e. Remediation based on the Work Plan was completed in 1995, al a cost of approximately $263,000. 
ln June 1996, the Company received the certificate of completion from DNREC. It is management's opinion that 
these costs will be recover.hie in rates. 

Item 4. Submlulon or Matten to a Vote of Security Holden 

None 

Item J 0. Executive Offken or the Rqbtraat 

lnfonnation pertaining to the Executive Officers of the Company is as follows: 

Ralph J, Adkjps (age 54) (present tenn expires May 20, 1997). Mr. Adkins is President and Chief Executive 
Officer of Chesapeake. He has served as President and Chief Executive Offica' since November 8, 1990. Prior 
to holding bis present position, Mr. Adkins served as President and Chief Operating Officer, Executive Vice 
President, Senior Vice President, Vice President and Treasurer of' Chesapeake. Mr. Adkins is also Chairman 
and Chief Executive Officer ofChesapeaJo, Service Company, and Chainnan and Chief Executive Officer of 
Sharp Energy, Inc., Tri-County Ou Company, Inc., Chesapeake Service Company and Eastern Shore Natural 
Gas Company, all wholly owned subsidiaries of Chesapeake. He has been a director of Chesapeake since 1989. 
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Jobn & ScbjmkejQa (ap49)(prwnt ... _,...May 20, 1997). Mr. Scbilnkailis is Executive Vice 
President, Chief()peiMila Ofllcer llld AllillMI n-.rer. He 1111 served as Executive Vice President since 
February 23, 1996. He previously served u Odef'Finllldal Oftlcer, Senior Vice President, Tre.urer Ind 
Assistant Secrelary. Fram 1983 lo 1916 Mr. Schimbidt w Vice Praideat of Cooper A Ruiter, Inc., a 
coosultin& firm providilla flDlncial .W. IO lhe ulilily lad Cll>le indullriel. He was appoinled a director of 
Cbaapelke in Febrully 1996. 

Pbi!jp S. llnfoqt (ap 50) ~ wm apirm May 20, 1997). Mr. a.efootjoined Clun~alce as Division 
Mampr of Florida OpwMicw Im July 1911. In May 1994 be was elecled SenJor Vice President ofNllUnl Gas 
Opentions. as well • Vice Prelideal ol Cbmipake Utilities Corponlion. Prior co joinin& Cbaapelke, he was 
employed wkh Peoplll NMmaJ Ga 0.1•Y where be held lhe positions of Division Sala Manager, Division 
Mwpr lad Vice Presw.t of FloNMI Opwlliobl. 

MjshMI p Mt;Mutm <• 31) c....-wm ...... May 20, 1997). Mr. McMuten is Vice President, Chief 
Financial Officer md Trtuax ofQ ••II~• Udlides Corponlion. He bas terVed as Vice President, Chief 
Filllncial Officer IDd THU a .. D11111,1r, 1996. HI prwviously .-wd as Vice Praident of Eulem 
Shore, Director of AcclWMhc _. .__. Comrolllr. from 1992 eo May 1994, Mr. McMllten was 
employed u Director of Opallioos,.... lor Equillble Gas ComplD)'. 

PART II 

lte• 5. Manet for die ............ , C..90ll Stock •lld ltelltted Seartty Holder Matten 

The followina lllble "" f'clldl ... price 81 dividlad lllfGnnadon for eKb calendlr quarter during lhe yars 
December 31, 1996 llld 1995: 

Dividends 
Deci.red 

Quarter f.nded Hish Low Close PerShare 
1996 
March 31 $17.000 $14.JOO $16.750 S0.2325 
June 30 17.175 IS.175 16.000 0.2325 
September 30 17.7SO 15.125 17.SOO 0.2325 
December31 11.000 16.375 16.175 0.2325 
1995 
March 31 $13.625 $12.125 $13.250 $0.2250 
June 30 13.375 12.2SO 13.125 0.2250 
September 30 14.375 12.2SO 14.000 0.22$0 
Dcccmber 31 15.SOO 14.000 14.625 0.2250 

The common stock oftbe Compmy cndes oa the New York Scock Exchanae under the symbol "CPK". 

(b) Approxl .. te .. •ber of bolden or CM190ll aeoek u of l>ece•ber 31, 19'6: 

TidcpCQw 
Commoo 110Ck. ps value S.4167 

ll 

Nutnber of Shweholder1 
of Pmm' 

2,213 
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(c) DMdtnds: 

During the years ended December 31, 1996 and 1995, cash dividends have been declared each quarter, in the 
amounts set forth in the table above. 

Indentures to the long-tenn debt of the Company and its subsidiaries conrain a restriction that the Company cannot, 
until the retirement of its Series I Bonds, pay any dividends after December 31, 1988 which exceed the sum of 
$2,135,188 plus consolidated net income recognized on or after January I, 1989. As of December 31, 1996, the 
amounts available for tUture dividends permitted by the Series I covenant are $13.0 million. 

(d) On March 6, 1997, in conjunction with the acquisition of Tri-County Gas Company, Inc., the Company 
issued 639,000 shares ofCompmy stock to William P. Schneider and James R. Schneider in reliance on the private 
placement exemption provided by Section 4(2) of the Securities Act of 1933 and Regulltion D, thereunder. 

19 



Item 6. Selected Flaudal Data 
(Doll., m Thouslnds Excq>c Stodt Data) 

For dte Yean Eaded December 31, 1996 1995 1994 1993 1992 -
{)potllhf 1 

()periling revenues SI 19,.330 $104,020 $9&,512 SIS,873 S7S,93S 
Operating income $9,244 $9,562 $7.227 $6,31 1 $5,770 
Income before cumulative effect of 

change in ICCOUl1tina principle 
and discontinued opaldoos $6,910 $7,237 $4,460 S3,914 $3,475 

Cumulative effect of chmae in 
ICCOWltin& principle SSS 

Lncorne from discontinued operations $74 
Net income $6,910 $7,237 $4,460 $3,972 $3,S49 

Bollllltt Sllttl 
Gross plant $127,961 SllS,213 SI 10,023 $100,330 $91,039 
Net plant $90,S64 $81,716 S?S.313 $69,794 $64,596 
Total assets $131,138 SI 18,794 SI08,271 $100,911 S89,S57 
Lona-term debt. net $28,914 $29,795 $24,.329 SlS.682 SlS,668 
Common stockholders' equity $47,153 $42,301 $37,063 s~.111 SJJ,126 
Capital expenditures $14,.302 S12 100 SI0,6S3 SI0,064 $6,720 -- -

Co"""°" Stod 
Primary earnings per shin: 

Income before cumulative effect of 
change in accomtina principle 
and discontinued operations Sl .82 Sl.95 Sl .23 $1.10 $1 .00 

Cumulative effect of change in 
accounting principle $0.02 

Income from discontinued operations $0.02 
Net income Sl.82 $1.95 Sl .23 $1.12 Sl.02 

Average shares outstandlna 3,793,467 3,701,981 3,632,413 3,S56,037 3,477,244 

fully diluted earnings per share: 
Income before cumulative effect or 

change in accountina principle 
and discontinued operations Sl .76 $1.89 Sl.20 Sl.08 $0.99 

Cumulative effect of cbanae in 
accounting principle $0.02 

Income from discontinued operations S0.02 
Net income Sl.76 Sl .89 $1 .20 $1.10 Sl.01 

Average shAres outstanding 4,037,041 3,950,72.i 3,888,190 3,816.295 3,749,130 

Cash dividends per share S0.93 S0.9 ~.88 $0.86 S0.86 
Book value per share $12.41 SI 1.37 $10.15 $9.16 $9.50 
Common cquityffotal capitalizatfon 61.93% 58.67% 60.3,.1. 57.59% 56.34% 
Return on cqujty 14.66% 17.11% 12.03% 11 .390/e 10.71% 

N"mkr of £,,,,,to)'ttl 338 335 320 326 317 
N11mkr of Rqllllntl Slocil"""6n 2,213 2,098 1,721 1,743 1,674 
He.tU/Jtf Dqru Dtlyl 4,717 4,S93 4,398 4,105 4,645 
Hat/1111 IHJTH ~ (/f>.yMlr twmlp) 4,596 4,S86 4 S64 4.588 4,598 
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Item 7. Manaaemeat's Dilc1IAioll alld Aulysil of Flulldal COlldit~ H ff Retalta of Operatlou 

LU/111dlly ""' c.,11111 Rao11rco 
The Company's capital requirements reflect the capital intensive nature of its b 11iness and are aaribuiable 
principally to its construction prostmn and the retirement of its outstanding debl The Company relies on cub 
generated from operations wl shorMenn borrowinp IO meet normal working capital requirements and to 
temporarily finance capital expenditures. Durina 1996, the Company's net cash provided by operating activities, 
net cash used by investing activities and Ml cub provided by finucing activi:1es were SI 1.3 million, $14.1 million 
wl $3.7 million, respectively. 

On January 23, 1997, the Bomd of Directors increaed the aOIOUl'lt the Compeny wu authoriz.ed to borrow from 
various banks and trust companies &om $14.0 million to a c:ciling of$20.0 million. Al of December 31, 1996, the 
Company had four unsecured bmk lines of credk, eKb in the amount of $8,000,000. Funds provided from these 
lines of credit are used for lhorMerm Cllh lllldl tO meet H•mal working capital requirements and to fund portions 
of its capital expenditures. The 011111111C1in1 belwes of lhort·t.erm borrowings • December 31, 1996 and 1995 
were S 12.0 million wl $4.8 million, respectively. Baled upon anticiplled cash requjremenll in 1997, the Compeay 
may refinance the short-tam debt and provide 1997 Clpital requirements tbrouah the iSSUMCC of lon1-1enn debL 
The timing of such an im•encc ii clepnodeN upon the mture of the securities involved as well as cunent market and 
economic conditions. 

In 1996, the Company med cab provided by opendna acdvilia coupled with lhort-tcnn borrowinp to fund the 

capital expenditures and incn•es in wortiDs Clpital requirements. The increue in working capital wu primarily 
due to the sipific:mt inc:rew iD Dlllnl 1Mwlplapme prices during the foW1h qUlfterof 1996. In 199S, the 
Company's capital additions were ftmded by openmna activities. In 1994, cash provided by operations incrascd 
due to the collection ofa larp amount ofunderrecovered purchased ps costs present at the end of 1993. 

During 1996, 1995 and 1994, aipilal expenditures were lppl'OXimalcly $ 14,302,000, $12, 100,000 and $10,653,000, 
respectively. For 1997, the c.cimpany his "'-'c:f&eted Sll.9 million for capital expenditures. This amount includes 
$8.S millfon for DMural gas dilbibution, $4.5 million f'or DMural ps 1nmm1ssion. $3.8 million for environmental 
related expenditures, S 1.8 million for proplM distribution, SI S0,000 for advuc:cd information services and 
S 150,000 for geoeral plmt. 1be natural ps wt propme dJstribulion expenditures are for ex_pansion and 
improvement of &cilitiel in e:xiltin& service ICrritoria. Nalural ps nmmlssion expenditures aR for improvement 
of the pipeline SY'*fO wt completion oflbe Delawwe City compressor swioa. The aidvMCCld infonnadon services 
expenditures are for computer hardw1re, IOftware wt rellled equipment. Fimncin& fow the 1997 comvucdon 
program is expected to be provided from lhort-tcnn borrowinp, cash from operation• and from an iuumce of Ion&· 
term debt. The construction program is subject 10 contilluous rev.iew and modification. Actual construction 

cxpcnditura may vary from lbc above csdmlla daa.: to~ number of fKtors includin& infllliOOt chlnJin& cconomk 
conditions. replation, loed powth wl lbc COit and availability of capital. 

The Company expects 10 incur environmental rellled expenditures during 1997 and in future years (see Note J 10 

the Coosolidaled Financial Statcmeau), a ponioa of' which may need to be financed throuah external sources. 
Management does not expect such flnanciaa IO have a material adverse effect on the financial position or capital 
resources of the Compeny. 

c,,,..i Slnlct11n 
As of December 31, 1996, common equity repraented 61 .9-.4 of pennanent capitalization, compered to 58.7% in 
1995 and 60.4% in 1994. The Compeny remains committed 10 maintaining a sound capital scrucnn and stron& 
credit radnp in order to provide the fl.nanclal flexibility needed to acceu the capital markets when required. This 
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commiunent, aJona wkb ldequMe IDd timely rate relief for the Company' a rcpllkd operations. helps to cnsur~ thas 
the Company will be able to attnct capitaJ from outside IOUtces tt t rea.sonable c~t. The itehlevemcn1 of these 
objectives will provide benefits to c:ustomm and creditors. u well as to lhe Company's investors. 

Fbta11cbl1 Acthlda 
On October2. 1995, the Compmy finalized a private placement ofSIO million of 6.91'- Senior Notes due in 2010 
The Company used the poc:.dl to retire $4,091 ,000 of the IO.IS% Senior Notes of Eastern Shore Narural Gas 
Company, the Comp1ny'1 DllUral ps transmission subsidilry ("Eastern Shen"). oriainally due October 1. 2003. 
The remainin& proceeds ofSS,909,000 were used to repay short-term borTOwings under lhe Compeny's lines of 
credit The Company issued no Jona-term debt in 1996 and 1994. During 1996, the Company repaid a total of 
approximately $169,000 of lona·term debt. compwed to SS,018,000 and S 1.291,000 In I 99S 11Jd 1994, respecdvcty. 

The Compeny issued 33,926, 31,66() and 30,928 shares of common stock in connection wilh its Automatic 
Dividend Reinvestment IDd Stock Purclwe Plan durina lhe years of 1996, 199S and 1994, respectively. 

Roalll of OJN'J illfMa 
Net income for 1996 was $6,910,421, as competed to S7,236,69S for 1995. Exciusivc of matters relating to lhc 
settlement and auoclaled ac:cnaa1s described below, eaminas in 1996 inaeased by $320,969. The 199S net income 
reflected the settlement between Eastern Shore and lhc Federal Energy Reaul&tory ComJTlisslon ("FERC") regarding 
Eastern Shore's purc:bued pa ecljullment \POA") computation. This settlement, which wu a non-recurrina event, 
contributed $133,000 to 1995 net income dul to the revenal of the excess liability for a potentjal refund previously 
recorded, and mulled in a reducdon in the required level of acauals ftom $750,000 after tax in 1994 to S 186,000 
after tax in 1995. Eaminp before interest and taxes ("EBIT') for the years 1996, 1995 and 1994 were $13.2 
milJion, $13.6 million and S9.I million. 

NlllllNI Ga ,,,..,,.,,, 
The Mtural gas distribution segment contributed EDIT of$7.2 million In 1996 compared to $4.7 million in both 
1995 and 1994. The Increase in EBIT in 1996 was due IQ higher gross mqin partially offset by higher operating 
expenses. 

Gross margin in 1996 Increased $4.0 million due to a full year of rate increases, which went into efTec1 in 1995, 
coupled with a 20% Increase in deliveries to residential and commercial customcn located in lhe Company's 
northern service territory. The rate mer- became effective during Oecanber, 199S for Maryland operations and 
interim mes WCR In effect during Jimc, 1995 for Delaware operations. The rate Increases were designed to incruse 
revenues $975,000 and $900,000 annually for the Maryland and Delaware operations, respectively. The increase in 
delivcncs to residential and commcreial cu.w>mm located in the Company's norlhcm service tmitory wu related 
to temperarurcs which were colder than the invious year. 

Gross margin in 1995 increased SI . 7 million due to the partial year of rate. Increases for the Maryland and Delaware 
operations in 1995 and an increase 0(81% and 23% ln tranaponaalon and delivery volumes, respectively, by lhe 
Florida distribution operations. These lncrcascs In Florida' • volumes reflected sales to phosphate producina and 
ciuus processing customm and to three co-&cneration plants. 

Operations expenses for 1996 increased by $583,000 or,.-' ancr increasioa by $1 .2 million or 16% In 19S$ over 
1994. The 1996 increuea related to compensation, bcnen11, data processina costs, uncollectlblcs and reaulalory 
expenses. The Increases ln 199.5 related lo compensation, data processing conversion costs, consul1ing, legal and 
regulatory expenteS. 
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Maintenance expenses were lliahtly less in 1996 compared to 1995, when expenses were $66,000 or 7% higher than 
1994 expenses due lo a gra&cr level or maintmw:e on meter and reaulatin& IUlhons. Dcpreciaaion and 
amortization expense increaed due to plane ldditions placed in service during dM- pest two years. Ocher wees 
increased by $460,000 or 23% in 1996. pll'liaUy due to the inclusion of ccrtaJn ue revenue rellled taxes in 1996. 

N11t11r•I Gos TrlUUlfflssMM 
The natural gas transmission scplea& c:oalributed EDIT orS2.5 million. $6.1 million and $3.0 million during 1996, 
1995 and 1994, respectively. The ... e incrale in 1995 EBIT includes the effect oflhe settlement between Eutem 
Shore and the FERC reprding Eatem Sbore•a POA computldon (mee Noce K to the Consolidlled Financial 
Statements). The seulement, which was a noo-recuning event, c:ontribuced Sl.3 million to EB.IT for 1995 due to the 
reversal of excess liability for the PQIC01ial refuDd previously recorded, and resulted in a reduction in the required 
level ofaccnaaJs from Sl.2 miliioa in 199' to S219,000 in 1995. Exclusive ofmaacn ret.ring to the MUJernent and 
associated accruals, EBIT decreaed S2.6 million In J 996. increued $190,000 in 1995 and increased SI. l million in 
1994. 

The reduct.ion in 1996 EBIT ofS2.6 million was primarily the result c f a decreue in gross margin on aales to 

industrial customers. Cootributiaa to the illaeatea in 1995 and 1994 E81Twere incrased poa nwsins, primarily 
attributable 10 increased deliveries of iDdullrial aalea volumes. offset ali&btly by bi&ber operating expenses. 

The decline in 1996 g1C)IS margin mulled from a 6,.~ dec:rasr in volumes delivered, primarily reflecting decreued 
deliveries to two indusuial interruptible customers. a municipal power plant and a methanol plant The metbmol 
plant shut down operations oa April I, 1996. The manqcment of the methanol plant bas indic:lled that they would 
monitor methanol prices and would re-evalulle their polition u to reopening or permanently closing on or about 
April I . 1997. To our knowJectae. no decision has been made reprdlng reopening or pennanently closing the 
methanol plant During 1996, 1995 and 1994, deliveries to methanol and power plants contributed 10 &J'OSS margin 
approximately $284,000, $2.4 milJion and SI .4 milJion, respectively. These two customen are inlemlptible 
customers and have no ongoing commitment, conb'ICIUal or otherwise, to pwdwe natural &as from the Company 
(sec Note A 1.0 the Consolidated Fiuncia.I Staaements). 

Operations expense increued 4% in 1996, primlrily reflec:tin& Increased compensatfon and benefit related expenses. 
Operations expense increued by $314,000 or 14% in 1995 compared to 1994. The majority of the increases were 
in payroll, 1elemetering md lepl fees. 

Maintenance expense declined sliplly in 1996 after doclinlna by $47,000or1% in 1995. Maintenance expenses in 
1994 increased by $12S,OOO due to the paintin& of a pipeline bridge structure and a higher level of naruraJ ps main 
maintenance. Oepreciaaion expense increased in 19% due to plane placed in service during the past two years. 

On October IS, 1996, Eascem Shore filed with the FERC for a rate &ncreasc of approximately S 1,445,000. This 
increase would be effective for onJy revenues earned on sales to regulated customers. 

In connection with the FERC Order relating to lhe teldement. Eastern Shore applied in December of 1995 to the 
FERC for a blanket certificate authorizing open access transporWion service on its pipeline system. The 
implementatfon of open access trmsportation service, expected to occur durin& 1997, will provide all of Eastern 
Shore's customers with the opportunity to transport ps over its system at FERC regulated rates. Open KClCSS ii 
thus likely to result in a shifi of Eastern Shore's business from margins earned on sales of gas to large induatrial 
CUSlomcrs to a possibly lower DWSin earned on tnnsponation services. Aft.er the imp~enlllion or open acceu, It 
is expected that Eastern Shore's eamlnaa, which in the past have been driven to a aubttanclal extenl by widely 
varyln& levels or unreaulated aalet, will lead to bG more 1t1blc and closer 10 a rcaulal d return. 
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Prop.111 DblrlMlllM 
The propane distribution segment contributed EBrT ofS2. I million, Sl .9 million and $2.3 million for 1996, 1995 
and 1994, rupectively. The 1996 increase in EBIT was primarily the result of an increase in gross margin mostly 
offset by greater operatina expenses. The 1995 deaase in EBIT was a combined impact of a decrease in gross 
margin coupled with &J'OllCI' opcratina expenses. 

The increase in gross margin of SI. I million or 12% for 1996 was primarily the result of a 12% increase in sales 
volumes due to tempentum beln& colder than the previous year. The decrease in gross margin of $211,000 for 
1995 was primarily ct. to a 4% decline in sales volume, partially offset by a higher average margin per gallon. 
Overall, temperarures in 1995 were 4% colder than t.emperaturn in 1994, yet volumes were lower due to the timing 
and severity of weather conditions experienced in 1994. In 1995, the segment did not secure a contract with one 
wholesale customer under which it Md supplied large quantities of propane, contributing $64,000 to gross margin, 
in 1994. 

Operations expense for 1996 increased by $766,000 or 14% after increasing by $225,000 or 4% in 1995. The 
increase in expenses for 1996 Mid 1995 OCCWTed primarily In compensation, benefits and outside services. 
Maintenance expenses increased by $14,000 or 21% in 1996 after reducing by $42,000 or 12% in 1995. The 
maintenance expense incrases occurred primarily on vehicles. 

S1arting in 1997, the Compmy will be ialepldna the opntions ofTri-O>unty Ou Company, Inc. ("Tri-County"), 
acquired on March 6, 1997, Ind the Company's current propane distribution operations. 

AdVtlllud 111/0,,,,..,,, ~ 
The advanced information services segment contributed EBIT of$ I .3 milUon, SI .2 million and $174,000 for the 
years 1996, 1995 and 1994. During 1996, revenue and operating expenses decreased by $1.4 million and Sl.5 
million, respectively. These declines resulled from the sepnent no longer providing facilities management services 
during 1996. These 1996 declines were partially of&ct by increases in consulting and programming revenues along 
with associated operating expenses, such u compensltion, benefits and reimbursed costs. 

In 1995 revenues increased due to nigher consulting and programming revenues, plaument services and non· 
recurring revenue euncd by providing services to a tarae facilities management customer. These services were 
provided during a period of system conversion by this customer in connection with the termination of its contract. 
Operating expenses declined In 1995 due to downsizing efforts at the Company's North Carolina operation to 
change the focus from a product development and f~ilities management company to a fixed price contract 
programming services company. 

Included in the results of the ad\lanced information services segment for the years ended December 31, 1996, 1995 
and 1994 were intersegment revenues ofS71 l,OOO, Sl ,722,000 and $2,277,000, respectively. which were eliminated 
in consolidation. The intercompany LBIT (Lou Before lntemt and Taxes) connected with the developmenl of the 
Company's natural gu distribution billing system, which was final iud during 1995, totaled $165,000 and $468,000 
for the years 1995 and 1994, respectively. 

Other 
Non-operatin& income was $379,000, $357,000 and $16,000 for 1996, 1995 and 1994, rospectlvely. The 1995 
increase wu primarily due to a one-time termination fee paJd to tho advanced lnfonn11lon services sepnenl by Its 
largest facilities management customer in connection with• cl\ange in control ofthal cus1omer. This was somewhat 
offset by costs to downsize the openrioo to no longer provide facilities manqement rvice in connection with its 
Page-ITTN software. 
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Envlronment11/ M11tt~n 
The Company continues to work with federal and state environmental agencies to assess the environmental impact 
and explore corrective action at several fonncr f llS manufacturing plant sites (see Note J to the Consolidated 
Financial Statements). The Company believes that any future costs associated with these sites will be recoverable in 
rates. 

Competition 

Historically, the Company' s naruraJ gas operations have successfully competed with other forms of energy such as 
electricity, oil and propane. The principal considerations have been price and to a lesser extent, accessibility. Since 
Eastern Shore has only recently elected to be an open access pipeline, with implementation during 1997, the 
Company has not previously been subject to the competitive pressures from other sellers of natural gas. Upon 
implementation of open access transportation services on Eastern Shore's system, third party suppliers will compete 
with the Company to sell gas to the local distribution companies and the end users on Eastern Shore's system. 
Eastern Shore will shift from providing sales service to providing contract storage and transportation services. 

The Company's distribution operations located in Delaware and Maryland will then face the possibility of the 
unbundling of their services to certain industrial customers, thus increasing the competition for sales services. The 
Company has already addressed these issues in 1994 and 1993 in its Florida distribution operation, when the 
Company was required to unbundle its services to large industrial customers. The Company established a natural 
gas brokering and supply operation to compete for these customers' business. 

Both the propane distribution and the advanced infonnation services businesses face significant competition from a 
number of larger competitors with subsiantially greater resources available to them than the Company. In addition, 
in the advanced infonnation services business, changes a.re occurring rapidly which could adversely impact the 
markets for the Company's services. 

lnjlallon 
Inflation Impacts the prices the Company must pay for labor and other goods and services required for operation, 
maintenance and capital improvements. In recent years, however, the impact of inflation has lessened, except for 
its effect on purchased gas costs. Although historically stable, these costs were higher in 1996. These costs are 
passed on to customers through the purchased gas adjustment clause in the Company's tariffs. To help cope with 
the effects of inflation on its capital investments and returns, the Company seeks rate relief fr<..m its regulatory 
commissions for its regulated operations and constantly monitors the returns of its unregulated business operations. 

Cautionary Stlllanent 
Statements made herein and elsewhere in thu Fonn 10-K which arc not historical fact are forward looking 
statements. In connection with the "Safe Harbor" provisions of the Private Securities Litigation Refonn Act of 
1995, the Company is providing the following cautionary statement to identify important factors that could cause its 
actual results to differ materially from those anticipated in forward looking SUlh:ments made herein or otherwise by 
or on behalf of the Company. 

A number of factors 11nd uncertainties make it difficult to predict the effect on future operating results, relative to 
historical results, of Eastern Shore becoming an open access pipeline. First, while open access is likely to diminish 
industrial interruptible saJes margins, such sales have varied widely from year to year anu, in future years, might 
make a less significant contribution to eamlnas even In the absence of open ccess. Second, tho level ofreaulated 
transportation rates that wlll be in effect under open acceu has not yet been detennined. Third. the outcome of 
Eastern Shore's rote increase flllng with FERC for an increase in revenue earned on sales to regulated customers has 
not yet been detennined. Fourth, there are a number of un~naintles. lncludina the outcome of open occcss 
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proceedings and the effects of competition, which will affect whether the Company wlll be able to provide 
economical ps mnedna MrVlca. 

In addition, a number of factors and uncertainties affecting other aspects of the Company's business could have a 
material impact on eaminp. With respect to the acquisition..ofTri-County, these include: actual performance for 
the~ periods, the accuaJ costs of the ICqUiaition and the ability of the combined company to execute the 
integration and realm the expected lynera.ics. With respect to the Company's business in general, these include: 
the seasonaljty and temperature ICftlitivity of our natural ps and propane businesses, the relative price of alternative 
energy sources and the effects of competition both on our unregulated businCS5eS and on natural gas sales once the 
Company operates in an open KCCSS environment. 
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Item 8. Financial Statemeall alld S.pple••tal O.ta 

REPORT OF INDEPENDENT ACCOUNTANTS 

To the Stockholders of 
Chesapeake Utilities Corporation 

We have audited the ICCOlllpanyina comoUdaled ballnce sheets ofCbesapcakc Utilities Corporation and 
Subsidiaries as of December 31, 1996 Ind 1995, IDd lbe reLlred consolidated statements of income, cuh flows, 
stockholders' equity, and income laxOI (ar eacb oflbe lbree years in the Perlod ended December 31 , 1996, and the 
consolidated fmanclal statemeaa ldlldule lilted In Item 14(1)(1) and (2) of this Form 10-K. These financial 
statements and the financial st.._.t IChedllle .. 111e responsibility of lhc Company's Management Our 
responsibility is to express an opinion on lhac ftnancial sta.tcmcnts llld the financial lllllanent schedule baed on 
our audits. 

We conducted our audm in Kc:onlmce dll panlJy acc:epced auditing stwiardl. Those saandards 
require that we plan and perform the audit to oblain l'ClllOnlblc assurance about whether the fUllDCiaJ llltCmCnb ll'C 

free of material m~ An audit includes amninin&. on a tat basis, evidence supportin& the amountl llld 
disclosures in the fmanc:ial --.mts. An audk alto includes auaslna lhe KCOUntina principles used and 
significant estimaleS made by M~ • well • evaluldng the ownll fiaw:ial scaaemeot presentatioa. We 
believe Ihm our audits provide a rasonable a.sis (ar our opini~. 

In our opinion, the ftnancial....,.... referred to lbovc present fairly, in all maaeriaJ respects, the 
consolidated financial posidoa ofCbesapeab Utilitia Corporation and Subsidiaries as of December 31, 1996 and 
1995. and the c:onsolidaled results of their opentioas and their cash nows for CICh of the duce years in the period 
ended December 31, 1996 in conformity with pnerally accepced accounting principles. In addition, the 
consolidated fiuncial staacmeot ICheduJe referred to above, when considered In relation to the buic consolidated 
financial statements taken• a whole, presen11 fairly, in all material respects, the information required to be 
included therein. 

We have also previously audited, in accordance with generally acc:epced standards, the consolidated 
balance sheets and ltlllcments of capitalization u of December 31, 1994, 1993 and 1992, and the relaled 
consolidated statements of income, cash flows. common stockholders' equity, and income taxes for each of the two 
years in the period ended December 3.1, 1993 (none of which are presented herein) and we expressed unqualified 
opinions on those consolidated financial statements. Jn our opinion, the infonnation set forth in the Financial 
Highlights included in tho Selected Financial Data for each of the five ye.vs in the period ended December 31, 
1996, appcarina on paae 20 is fairly staled in all makrlal respecu in relation 10 the financial statements from which 
it bas been derived. 

Bahimore, Maryland 
February 13, 1997 

27 

COOPI RS & LYBRAND L.L.P. 



• 
CONSOLIDATED BALANCE SHEETS 

A.um 

At Deeember ll, 

Propnty, Plmtt Mil Efalp11tn1 
Natural gas distribution 
Natural ps transmission 
Propane distribution 
Advanced information services 
Gas plant acquisition ldjUICIQent 
Other plant 

Total property, plant Ind equipment 
Less: Accumulated dcpreciltlon and emortization 

Net property, plant and equipment 
,,, tlabWJe# 

C""°'' Anm 
Cash and cash equivalents 
Accounts receivable (less aJlowance for uncollcc:tibles 

of$392,4 l21nd $309,9SS in 1996 and 1995, respectively) 
Materials and supplies, at avenae cost 
Propane inventory, at •veraae cost 
Storage ps prepayments 
Underrccovered purchased gas costs 
Income taxes receivable 
Prepaid expeni.es 
Deferred income taxes 

Total current assetJ 

Deferral Clttura ~ Otlfo IWdl 
Environmental rqulatory assets 
Environmental expenditures, net 
Order 636 IJ'anSition cost 
Other deferred charaes and intangible assets 

Total deferred charges and other assets 

Toto/Au~u 
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1996 1995 

$70,497,872 $64,78S,616 
30,655,492 25.bjfJS8 
2 1.101,.579 19.645.913 

1,003.150 841,661 
195,004 195,004 

3,907.651 3.563,247 
127,961 ,454 I 15,2U,059 
(37,397,752) (33,567,446) 
90,563,702 81 ,715,613 

2.263,068 1,957.218 

1,952,998 977,407 
13.328,333 12.701,256 

1,160,522 844,786 
2,129,914 1,442,633 
3,73 1,6MO 2,663,721 
2,192,170 

112.902 193,916 
801,939 842,460 
158,010 1,362,289 

25,568,468 21,028,468 

6,650,088 7,113,572 
1,778,348 1,505,140 

943.209 1,463,157 
3,371,027 4,010,8 12 

12,742,672 14,092,681 

$131 ,137,910 SI 18,793,980 
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CapllalJT.lldo1t Md Ullbl/JtJa ____ _,_--~----~--~--~----~ 
At Deumberll, 

Co:p/llllJ:,JltW1t 
Stockholders' equity 
Common stock 
Additional paid-in capitaJ 
Retained eamjnp 
Less: Unearned compensation relaled to rauicted stock awarded 

Unrealized pin (loss) on nwketable aecurities, net 
Total stockholders' equity 
Long-term debt., net of cumnt portion 

Total capitalization 

Cl'"°'' LU.bllhla 
Current portion of IOl\&-tenn debt 
Short-tenn borrowings 
Accounts payable 
Refunds payable to customen 
Accrued interest 
Dividends payable 
Overrccovered purchased ps costs 
Other accrued expenses 

Total current liabilities 

Def ur~d Cndib 1111d Otlter LJUUl/la 
Deferred inoome taxes 
Deferred investment tax credits 
Environmental liability 
Order 636 transition liability 
Acaued pension COllS 
Other liabilities 

Total deferred credits and other liabilities 

C"""""~"a and Condn1ada 
(Nota J and K) 

Total Caplla/lr,a/lon and Ullbllilla 
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1996 1995 

$1,849,626 $1,811,211 
18,848,851 17,592.242 
26,780,831 23.385,097 

(364,529) (4!5,107) 
38,598 (72,839) 

47, I 53,.377 42,300,604 
28,984,368 29,794,639 
76,137,745 72,095,243 

791,271 864,849 
12,000,000 4,800,000 
13,176,126 11 ,162,775 

353,734 966,940 
741,768 742,701 
883,621 837.358 

53,374 
3,447,397 3,123.191 

31,393,917 :!2,55I,188 

9,798,676 9,136,808 
876,432 93 1,247 

6,650,018 7,113.572 
943,209 1,463,157 

1,866,660 2.118,545 
3,471 ,183 3,384,220 

23,606,248 24,147,549 

Sl31,IJ7,910 i i 18,793,980 
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CONSOLIDATED STATEMENTS OF INCOME 

For tbt Years Eadtd hembtr 31, 1996 1995 1994 

Opuatlng Rnen11a $119,330,068 $104,020,416 $98.572,297 

Opuating Expenses 
Purchased gas costs 72,530,507 58,454,410 59,013,165 
Operations 22,954,470 21,387,989 19,681,435 
Maintenance 2,014,106 2,079,121 2,181,404 
Depreciation and amortization .S,101,823 5,461,752 5,140,679 
Other taxes 3,S38,402 3,050,351 2,798.905 
Income taxes 3,946,986 4,025,274 2,529,635 

Total operating expenses 110,086.294 94,458,897 91,345,223 

Opera1Jn1 lnco1ne 9,243,774 9,56 1,5 19 7,227.074 

Otlrer Income 
Interest income 174,359 141,161 123.271 
Other income and (deductions), net 173,231 256,237 (144,038) 
Income taxes (83,739) (105,280) (12,733) 
Allowance for equity funds used during construc:don 115 434 65 198 49,154 

TotaJ other income 379,285 357,316 15,654 

Income Before lnterat Clffll'lts 9,623,059 9,918,835 7,242,728 

Interest Cltarges 
Interest on long-tmn debt 2,392,458 2,282,247 2,322,942 
Amortization of debt expense 120,345 109,399 103,859 
Other 264,148 383,976 426,242 
Allowance for borrowed funds used durina construction (64,320) (93 482) (70,237) 

Total interest charges 2,712,631 2,682,140 2,782,806 

Net Income $6,910,428 $1,236,695 $4,459,922 

Earnings Per Slrore of Co"""°" Stock: 
Primary: 

Earnings per share $1 .82 Sl .95 $1.23 
Average shares outstanding 3,793,467 3,701 ,891 3,632,41 3 

FulJy diluted: 

Earnings per share $1.76 $1 .89 $1.20 

A veragc shares outstanding 4,037,048 3,950,724 3,888,190 
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CONSOLIDATED STATEMENTS OF CASH PLOWS 1' 

For die Yean EIHled December 31, 1996 199S 1994 

Operflliltg Activlda 
Net Income $6,910,421 $7.236,69S S4,4S9,922 
Adjustments to reconcile net income to net opentina cub: 

Dq>reciatioo and amortiZltioo S,712,759 S,.905,090 5,716,013 
Allowance for equity funds Ulld durina conllrUc:tioo (I IS,434) (6S,198) (49,154) 
Investment tax credit adjustmenll (54,815) (54,81S) (54,81S) 
Deferred income tax~. net 1,794,147 2S2,727 (669,404) 
Employee benefits 471,169 178,803 492,082 
Employee compensation from a.ma of ma l"lllric:tionl 334,745 431,694 374,121 
Allowance for refund ( 1,356, 70S) l,231,70S 
Other, net 431,510 (339,0IO) 424,132 

Chmlges in assets and liabilities: 
Accounts recejvable, net (621,on> (4.214,963) 1,303,517 
Other cumnt assets (1,949,441) 1,380,216 (979,12S) 
Other deferred charges (502,491) (946,450) (271,937) 
Accounts payable, net 1,300.252 3,149,573 382,913 
Refunds payable to customen (613.206) 399,123 S9,999 
(Undarecovered) Chemcownd pun:haed Pl COiis (2,245,544) 162,399 1,723,432 
Other current liabilities 369.536 941146 _159.,~IO 

Net cash provided by operatina ICdvida 11,294,231 12,997,95S 14,381,011 

latlOtblg ActWlda 
Property, plant and equjpmenl expendiha, net (14,045,947) ( 11,691,192) (10,473,S6S) 
Allowance for equity funds Utecl durina conllrUction 115,434 65,191 49,154 
Purchases of investments . (129.,~ - (31836) 

Net cash used by investing activities (14,059,919) ( 11,664,130) (10,424,411 ) 

FiJladllg ActMlla 
Common stock dividends, net of amousu reinvesicd of 

$55S,121, $506,941and$427,190in1996, 
1995 and 1994, respectively (2,959,S73) (2,791 ,373) (2,736,388) 

Sale of stock 369,709 254,484 201,704 
Net borrowings {repayments) under line of credjt ~ 7,200,000 (3.200,000) (900,000) 
Proceeds from issuance of Iona-term debt 10,000.000 
Repayments of long-tenn debt (168,864) (S,O 17,SIO) ( 1,285.962) 

Net cash used by financing activities 3,741,272 (7S4,469) (4,720,646) 

. Net lacreose (Decreae) 111 Cos• Mt/ Ca• £f'llNlall 915,591 518,656 (764,046) 
I Call IUfd Call EfMIWllents ot ll.,,,.I of YMr 977,407 398,751 1,162,797 

Caslr ond Calf £911/Wllats "' Eu -t y,., $1,952,991 $977,407 $398,751 

S11ppleM1ntol Disclos11re of Ca• Flow /lf/onwtllo• 
Cash paid for interest $2,660,595 $2,657,972 S2,6S2,323 
Cash paid for income tax $2,122,120 $3,218,195 $3,509,034 

See ICQOll ... yias .... 
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Sharp Energy. Inc.'s a 
Company's accounts inc . 
significant intercompany n:~ons hav~, 

;.,1:-.' : 

System of Accounts 

-"~-~ .. ~ ~ 

,:~C~Y:iiitd its ·wholly' . , !!$; 

", ~~. tnc. Mi:t·Cht$&J)eake ~~y. 
owne(fsut>sidiary, Sharpgas, Inc. Chesa~e Service 
· Capital Data Systems, lne. and Sldpjack, lnc. All 

i~ in cons-01idation. 
'h; ';-, . 

The natural gas distribution divisions of the Company located in Delaware, Maryland and Florida are subject to 
regulation by the Delaware, Maryland and Florida Public Service Commissions with respect to their rates for 

service. maintenance oftheir accounting recollis and various other matters. Eastern Shore is subjecr to rei.tulation 
by the Federal Energy Regulatory Commission ("FERC") and the Delaware Public Service Commission. The 
Company· s financial statements are prepared on the basis of generally ac:cpted accounting principles which give 
appropnate recognition to the ratemaking and accounting practices and policies of the various commissions The 

propane and advanced information services subsidiaries am nol subject to regulation with respect tc ates or 

maintenance of accounting r{X;(lrds. 

l ,;.sh aud Cash Equivalents 

T"he lompan;. · s policy is to invest cash in excess of operating requirements in overnight mcomc pn,Juc1ng 

accounts Such amounts are stated at cost which approximates market Investments with an origin; rnatunty of 

three month~ or .e-.~ are considered cash equivalents 

Property, Plam am/ Lquipmem and DepreciJJ//on 

l 'llhh propcr1) 1~ ~tated at ongmal cost while the assets ot the propane subs1d1ary arc ~alucd at <..osi Inc wsts of 

repairs and mmor replacement!. are charged to income as incurred and the costs of maJot rt-'tlewals ;..,1d bcuennents 

art> c ~p1talw.:d ! . pon retirement or d1spos1tion of utility property the recorded rose of removal. net of salvage 
,.ilu~ '"charged 111 accumulated depreciation Upon retirement or d1-,pm111on of non-utillt} propeny. rhe gain or 

'· '~'· net o! \al-. age v,due. is charged to mrome The provision for deprec1a11on is c.:omputed u!>mg •e ~tra1ghr-lmc 

method <ii rate~ v. h1ch will amorllze the unrecovered cvst of depreciable pm pert) over the e~t1mate« u~cful I rlc 

I >cp1 n 1,11ion and ,1mo111.i:ation c>,pen~ for financial statement purposes I\ provided ar an annual rntc avcrugmg 
.1'>O" .. 1,,1 niJ!ural giu d1i>tr1hu11on, 2 70% for natural ga<; trnnsmi!iswn ·I ~o"o for propant· d1~lr1hulmn. ~I!"., !111 

ll<IS plarn .ic4u1>1r1on adJU5l!ncnts. 16 109-·o for nctvum:cd 1nfurmatw11 .,..·r>1cn and 2 22•~ !or other '>hull 
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AUowuu for Flutdl Vutl 1>11""6 COIUtnlc:doll 
The allowance for funds used during construction ("AFUDCj is an accounting procedure whereby the cost of 
borrowed funds and other funds used to finance construction projects is capitaJizcd as part of utility plant on the 
balance sheet, crediting die cost as a non-ash item on the income statement The c:ost of borrowed and equity funds 
is segJ"eg81cd between inlerat expense and other income, respectively. AFUDC was capitalized on utility plant 
constructjon at the rites of9.SI%, 7.31% and 7. IS% for 1996, 199S and 1994, respectively. 

EllWtHultatt.i R~ A.adJ 
EnvironmentaJ rcgulltory assets repracot amounts related to environmental liabilities for which cash expenditures 
have not been made. As expenditures are incurred the environmentaJ liability can be reduced along with the 
cnvironmentaJ regulatory asset. These lll'IOUOts are recorded to either environmental expenditures or accumulated 
depreciation as cost of removal. All amounts incuned are amortized in IQCordance with tJ1e ratemaking treatment 
granted in each jurisdiction. 

Otlter De/nrd CINrra ad /111a,» A.adJ 
Other defmed dw"gcs include discount, praoium and iuuance costs associated with long-term debt, restricted 
stock earned for 1CrVices performed but not yet awarded and rate case expenses. The discount. premium and 
issuance costs are deferred and amomad over the oriain&J lives of their respective debt issues. Gains and losses on 
the reacquisition of debc are amortized ov« the remainin1 Uves of the oriJirlal issuances. Rate case expenses arc 
deferred and amortized over periods approved by the applicable regulatory authorities. lnungiblc assets arc 
associated widi the acquisition of non-utility c:ompcUes, and arc being amortized on a straight-line basis over a 
period of twelve to 40 yem. The gross inlm&ible assets were Sl,920,IS I and SS,020,ISI at December 31, 1996 
and 199S, respectively. Accumui.aed amoniDUon related to intangible assets was $962.227 and $3,S87.090 at 
December 31, 1996 and 199S, respectively. 

lllCOIM Ttaa .. llWallltalt Ta Cntllt A ........ 
The Company files a consolidlted feden.I Income tax return. Income tax expense allocated to the Company's 
subsidiaries is based upon their respective taxable incomes and tax credits. 

Deferred tax assets and liabilities are recorded for the tax effect of temporary differences between the financial 
statements and tax beses of assets and liabilities, and are measured usina current effective income iax rates. The 
ponion of the Company's deferred tax liabilities applicable to utility operations which has not been rcnected in 
current service rates represents Income taxes recoverable through future rates. 

lnvcsuncn1 tax credits on utJUty property have beea deferred and are allocated lo income ralably over the lives of 
the subject propertv. 

The Company h\d state tax loss canyforwards of$46,000 and $2,004,000 at December 31, 1996 and 1995, 
respcctively. n e Company anticipates usin1 all of the loss canyforwards at December 31 , 1996, and therefore no 
valuation allowance at December 31, 1996 and l 99S hid been recorded. The Jou canyforwards expire in various 
years begjnnin1 in 1997 through 2007 . 

Fair 11•/.u~ of Fln•1tc"'1 /1Utn11W1tts 

Various items within die balance sheet are considered to be financial instruments because they are cash or are to be 
settled in cash. The canyina values oftbete items approximate their fair value (aee Note C to the Consolidated 
Financial Statements for d~losure of fair value of lnvestmentt). The fair value of the Company's lona·tcnn debt Is 
estimated usina a discounted cash now methodolol)'. Bued on published corporate bom>wlna rates for debt 
instruments with similar terms and averaae matwities. the estimated fair value or inc Company's lon&·tenn debt 
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(including current maturities) at December 31, 1996, is approximately $30.3 million as compared to the carrying 
value of S29.8 million. At December 31, 1995, the estimated fair value was approximately $32.8 million as 
compared to a carrying value ofS30.7 million. 

~n111t1 •nou1a 
Revenues for the natural ps distribution dMsions of the Complll)' and a portion of Eastern Shore's revenues are 
based on rates approved by the various commiuions. CUl&Omen' base rata may not be changed without formal 
approval by these commissions. The Compmny, except for ita Florida division, ~iz.es revenues from meters 
read on a monthly cycle buit.. This practic:e results in unbilled and wncorded revenue from the cycle date through 
month-end. The Florida division rec:opiza revenues bued on services rendered and records an amount for gas 
delivered but not billed. The propene seament recoa.nizes reveauc for certain cu~ers on a mctcrcd basis and all 
other customers on an as-delivered bail. 

The natural gas distribution divisions of the Campany and Eastern Shore have purchased gas adjustment ("PGA") 
clauses that provide for the 8djustment of rates cMrged to customers as gas costs fluctulte. These amounts arc 
collected or refunded throuah 8djullments to rates in sublequent periods. 

The Company had sales to OM eustomer in 1995, u indulcrial intcnupdble customer of the natural gas transmission 
segment, which exceeded 10% of total revenue. Total saJes were approximately SI0,600,000 or 10.2"°• oftotaJ 
revenue during 1995. Durina 1996 and 1994, no individual cusaomer accounted for 10% or more of operating 
revenues. 

The Company's naturaJ .-1r1n1miuion and ~ion sqments have industrial intcnuptible customen that arc 
charged rates which can be actJustcd up or down to make natural gas competitive with altema1lve fuels. These 
customers, based on competitive pricin&, can choose natural gas or alternative typeS of supply. Neither the 
customer nor the Compeny is oblipted by connct to receive or deliver natural gas. 

Eamlltp Pu Sll•n 
Primary cam in gs per common share are based on the weighted average number of shares of common stock 
outstanding, adjusted for stock options for each yar pracnted. On a fully diluted basis.. boch earnings and shares 
outstanding are 8djusted to assume the conversion of convertible debentures. 

Certallf Rlslls ""' U11cU/Jlbttla 
The financial statements are prepared in conformity with &enenlly 1eceptcd accounting principles that ~quire 
management to make estimates (see Note J to lhe Consolidated Fimncial Stlkments for significant estimates) in 
measuring assets and liabilities and related revenue Ind expenses. These estimates involve judgements with respect 
to, among other things, various future economic facton which are difficult to predict and arc beyond the control or 
the Compuiy. Therefore, actual results could differ from thole estimates. 

The Company records certain assets and liabilities in accordance with sa.tement of Accounting Standards ("SFAS") 
No. 71 . If the Company were required to tcnninMe application of SFAS No. 71 for all of its rqulatcd operations, 
all such amounts that are defened would be recoartlzed in the income statement at thac time, resulting In a charge 10 
earnings, net of applicable income taxes. 

lmpalrmmt of 1.ott1-Uwt1 AadS 
During 1996, the Company adopled SFAS No. 121 "Accountin& for the Impairment of Lona-Lived Assets." This 
sc.cement requires thac lon&·llvod alMU be rev'9wed for lmpainncnt whenever evenlJ or changes In cln:umstanccs 
indicate that the CMT')'ing amount ofan auct may not be rccovcnble. Additionally, the standard requires rate· 
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regulated companies to write offregulltory llteb to earnings whenever those &Sidi no longer meet the cri1eria for 
recognition of a regulatory asset IS defined by SF AS No. 71, .. Accounting for the Effects of Ccnain Types of 
Regulation." When circumstances indialle lhll lhe c:myiQa llnOUnt of an asset may be impaired. the Company 
estimates the future cash flows expected to l'tlUlt ftom lhe Ule ofthe asset and its evcatual disposition. If the sum of 
the undiscounted expected fuaft cash flows la a.. dlln die c.ryin& amount of the asset, the Company rccoanl.zes 
an impainncnt loss in accordance with SFAS No. 121. The adoption of SF AS No. 121 did not have a material 
effect on the Company's fiDlncial statements. 

ll«IGllJlc""tM of IWor y,.,,•,41W • 
Certain prior ycan' amounts have beeq l'ldlmifted to coafonn with lbc 1996 pmenc.tion. 

8 . Acquisition 

In January 1997, the Company entered inlo m qreement and plan of meraer to 1equire all the out.standing common 
stock of Tri-County Gu Compmy, Inc. ('"Tri-Countyj Ind auocialed properties. The principal business ofTri­
County is the distribution ofpropme to boCh retail Ind wholesale customers on the Delmarva Penin.sula. 

The transaction, which ls expected to be completed in the flnt calendar quarter, will be effected tbrou&h the 
exchange of 639,000 m.. oflhe Coaqimy'1 common stock and acc:ounted for u a pool in& of interests. 
Accordingly, historical flmndal dlla in tuluN niporU will be restaled to Include Tri-County dala. The following 
unaudited pro forma dlla IUllUUrizes the combined results of operations of the Company and Tri-County u though 
the transaction had occurred 11 lhe ~of calendlr yar 1995. 

For tbe Yean Eltded Deceaber 31, 
(Unaudited pro foraa) 

Operating revenue 
Operating income before income taxes 
Operating income 
Net income 
Primary earnings per sh1re 
Fully diluted earnings per share 

1996 
S 130,234,SOJ 
S 14,034,S90 
S 9,IS7,769 
S 7,33S,790 
s 1.66 
s 1.61 

199! 
S I I I ,82S,347 
S 14.0S0,7S7 
S 9,916,3SS 
S 7,4SS,242 
s 1.72 
s 1.67 

The unaudited pro fonna data~ not purport to be indiellive of what results may occur of the combined 
companies in the future. 

C. Investments 

The investment balance at Oocember 31, 1996 and I 99S consists primarily of the common stock of Florida Public 
Utilities Company ("FPUj. The Comp1ny'1 ownership at Oe«:mber 31, 1996 and 1995 represents a 7.41% and 
7.04% inten:st. respectively. The Company ha claairled its invesnnent in FPU u an "Available for Sale" security, 
which requires that all unrealized gains Ind loua be excluded from earnings and be reponcd net of income tax as a 
separate component ofltockboldcrs' equity. At December 31, 1996, the market vl\Jue exceeded the aggregate cost 
basis of the Company's ponfollo by S63,S91. The agrepte cost bu is of the Company's ponfollo at December 31, 
1995 exceeded its market value by Sl20,139. 
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D. Lease Obligatiou 

The Company has entered into ICVa"l.I opentina leases for office space at various locations. Rent expense rt1la1ed 10 
these leases was $293,031, $409,214 and $411,047 for 1996, 199S and 1994, respectively. Future minimum 
payments under the Comp111y's c:urrent lease aareemeots are $220,103; Sl39,S33; Sl4 l,9SI; $146,454 and $74,396 
for the years of 1997 through 2001, rapedfully; and SI 14,261 thereafter. 
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E. Segment Information 

---- -
For tbe Yan Eadcd December JI, 1996 1995 1994 

Operadna ReveeDa, UumHated Custom.en 
Natural gas dlslribution $74,904,076 $54, 120,280 $49.523,743 
Natural gas tnmsmiaion 15,188,777 24,984,767 22,191 ,896 
Propane distttl>Utioa 22,333,969 17,607,956 20,684, 150 
Advanced information MrVices and other 6,903,2~6 7,307,413 6,172,508 
Total operating revenues. unaffiliated customers $119,330,068 $104,020,416 $98,572,297 

lnteneameat Revta11e1 • 

Natural gas distri~tion $8,7 11 $42,037 $55.888 
Natural pa tnnsmissioo 2 1,543,327 16.663,043 17,303.529 
Propane distribution 2,059 139,052 85,552 
Advanced infonnation services and other 710,949 1,722,135 2,277,361 
Total interaearnentrovenues $22,265,046 s 18,566,267 $19,722,330 

Operatlna Income Berore lacome Tues 
Natural ps distribution $7,167,236 $4,728,348 $4,696,659 
Natural ps transmiuiaa 2,458,442 6,083,440 3,018,212 
Propane distributioa 2,053.299 1,852,630 2,287,688 
Advanced information JCrVices IDd other 1,305.,203 1, 170 970 174 033 
Total 1~.984,18~ 13,83?.388 10,11?,592 

Add (Less): Elimlnarion.t 206,580 (248,59~ (419,883) 
Total operating Income before income taxes $13,190,760 $13,586, 793 $9,756,709 

Depredadoa ud Amortlz:adoa 
Natural gas distnl>utioo $2,854,843 $2.502.531 $2,136,979 
Natural ps tnnm1ission 697,834 638,099 641,485 
Propane distribution 1,306,053 1,3 12,048 1,323,698 
Advanced information acrvlus 131,877 969,588 1,02 1,944 
Other plant 111.216 39 486 16,573 
Total depreciation and amortiution $5,101,823 $5,461,752 $5,140,679 

Capltal Espeadltua 
Natural gas distribution $6,634,827 $7,236,848 $8,160,874 
Natural ga5 transmission 5,561,509 l,335,793 619,852 
Propane distribution 1,693,113 1,640,203 828.519 
Advanced information services 162.189 114,461 411 ,957 
Other plant 244,120 1,772,454 632,137 
Total capital expenditures $14,301,758 $12,099,759 $10,653,339 

ldentlflllble Auets, at December Jl, 
Natunl gas distribution $81,250,030 $75,630,741 $68,528, 774 
Natural gas transmission 23.981,989 19,292.524 17,792,415 
Propane distribution 20,791,588 18,855,507 16,949,431 
Advanced mfonnatJoo acrvlc:es 1,496,418 1,635, 100 3,196,064 
Other 3,617,885 3,380, 108 1,803,933 
Total identifiable assets $131 ,137,910 $118,793,980 $108,270.61 7 

• All sianlficant intenqmeot revenues have been elimlnaltd f'tocn conaollda~d n:vm~. 
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F. Long-Term Debt 

The outstanding long-tenn debt, net of cunmt maturities la u follows: 

At December 31, 1996 1995 

First mortgage sinking fund bonck: 
Adjustable rate Series G•, due J-..ry I, 1991 $62,500 $312,SOO 

9.37% Series I, due December 15, 2004 4,820,000 S,340,000 

12.00'/e Mortgage, due Febnmy I, 1991 14,168 28,139 

8.2So/. Convertible debentures, due Mll'Cb J, 2014 4,017,000 4,114,000 

7.97% Senior uncollaleraliz.ed note, due Febrvlly J, 2008 10,000.000 10,000,000 

6. 91 % Senior uncoJJmeralized note, due Oclober J, 20 I 0 10,000,000 10,000,000 

Total long-tenn debt $21.914.361 $29,794,639 

• The Series G bonds 1rc IUbject lO., ..... me .... ID~..._ pcn:enl (73%) ofdll prime rs (l.2S% Ind I S% • December 31, 
1996 IDd 199S), rapcdivdy. 

The convertible debentures may be coaverted, 11 tbe option ofrbe holder, into ahlra of the Company's common 
stock at a conversion price ofSl?.01 .,.. ..... Durina 1996, SIS,000 in debeatura were convened. The 
debentures are redeemable at lbe opdon of lbe holdlr, lllbjed to• IMUIJ non-cumullldw maximum limitation of 
$200,000 in the aggreple. Aa otl>ecllllblr 31, 1996, lppr.>Ximllllly Sl,000 oftbt debentures have been accepted 
for redemption in 1997. At the Comp111y'1opliaa,1bl debentures may be redeemed at the awed amounts. 

On October 2, 1995, the Company issued SI0,000,000 of6.91% senior notes due on October I , 2010. The 
Company used a portion of the proceeds to repey $4,091,000 oflbl JO.IS% senior notet that were ori&inally due 
October I , 2003. 

Indentures to the long-tenn debt of the C'.ompuy and ila aublidilriea contain various ratrictions. The moat 
stringent restrictions Slale that rbe C-eapmy must m11nWn equil) of II lwa 40% of IOta1 capitalizalion, the times 
interest earned ratio must be 81 lwa 2.S Ind the Compmy cmmot. mdl the retirement of it5 Series I bonds, pay any 
dividends after December 31, 1911 which exceed the sum ofS2,J35,lll plus consolidated net income recognized 
on or after January I, 1989. As of December 31, 1996, the llDOUOll available for futu~ dividends permitted by the 
Series I covenant approximated S 13.0 million. 

A portion of the natural gas distribution plll'lt assets owned by the Company are subject to a lien under the mortgage 
pursuant to which the Company's f1nt mortgaae ainkin& fund boada ue luucd. 

Annual maturities of consolidated long-term debt for the yess I 9'J7 lbrou&h 200 I are $791,271, SS97,368, 
Sl ,S20,000, S2,66S,091 and $2,66S,09l. 

G. Short-Term Borrowlap 

The Board of Directors bas 8Ulhoriz.ed the Company to borrow up to Sl0,000,000 from various bank and trust 
companies. As of December 31 , 1996, the Company haJ four Sl,000,000 unsecured bank lines of credit, none of 
which required compensating ba!Mcea. Under these lines of credit at December 31, 1996 and I 99S, the Company 
had short-term debt outstanding ofSll,000,000 ud $4,I00,000, respectively, with a wcl&)ned averaac lntettst rate 
of 6.12% and 6.00-A , respectively. 



H. Common Stock, Additional Paid-la Capital and Treuury Stock 

The following is a schedule of changes in the Company's shll'CS of common stock. 

For the Yan Eaded December JI, 

Commo11 Stoct: Sll.ra luMd-' MldM"1tf* 
Balance • beginning of year 
Dividend Reinvestment Plan 
USI restricted stock award ..,eemenu 
Conversion of debentwa 
Exercised stock options 
SaJe of stock to Company's Retirement SaviJl&s Plan 

Balance • end of year 

Slfaus of colllMOlf #OCk •~lit tnallry 
Balance· beginning of year 

Sale of stoclc to Company's Retirancnt Savings Plan 

Balance • end of year 
• 12,000.000 shares lltC IUlbori7JCd •I par value 0($.4167 per lhare. 

1996 

3,721 ,S89 
33,926 
21,859 

881 
1,863 

20.398 

3,800,Sl6 

199! 

3,668,791 
38,660 
14,138 

3,721 ,S89 

l.S,609 
(l.S,609) 

1994 

3,60S,IS2 
30,928 
32,418 

293 

3,668,791 

30,084 
(14,47.S) 

l.S.609 

Certain key USI employees entered into restricted stock award agreements Wider which shares of Chesapeake 
common stock can be issued. Shares WCR awarded as a non-c:uh transaction over a five-year period beginning in 
1992, and restrictions lapse over a five to ten·year period from the award date, if certain financial targets are met. 
At December 31, 1996 and 199.S, respectively, 24.3.SO and 29,.S91 shares valued at $364,S29 and $41 S. I07 remain 
restricted. 

The Perfonnance lncentive Plan, which was adopted in 1992, provides for the grant in& of stock options to certain 
officers of the Company over a JO.year period. In November 1994, the Company executed Tandem Stock Option 
and Pcrfonnance Share Agreements ("Agreements") with certain executive officers. These Agreements provide the 
panicipants an option to purchase shares of the Company's common stock, exercisable in cumulative installments of 
one·third on each anniversary of the comme.ncement of the award period. The Agreements also enable the 
panicipants the right to earn performance shares upon the Company's achievement of the perfonnance goals set 
forth in the Agreements. When perfonnance shares are issued, the option will expire. Exercise of1!;: option will 
cancel the participant's right to earn a c:orrespooding number of perfonnance lhares. In 1996, the Company 
recorded $276,S22 to recoanlzc the compenaalion expense wociated with the performance shares. Changes in 
outstanding options were as follows: 

1996 J9" 1994 

N••ber Optlo• N••ber Oplloa Nu•ber Option 
ohhans pric:e ortllara prke of1h1ra price 

Balance • bcginnina llS,116 Sl2.62S • $12.7' 136,116 Sl2.62S • $1 2.7' 80,280 $12.7' 
of year 

Options granted '5.906 Sl2.62S 

Options cxcn:iscd l l2,13S) Sll.7S 
Options folfci tcd (11,000) Sl2.62S 
Balance· end ofye11r 113,051 Sl2.625 • $12.7' 125.186 Sl2.625 • Sl2.7' 13 ,186 Sl2 62S · Si l 7' 

Exercisable 13,114 $12.625. $12.7' IO.llO Sl2.7' 53.S20 Sll .75 
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During 1996, the Compeny ldopCed SPAS No. 123, .. Accounda& for SCock· Based Compensation" , for note 
disclosure purposes only, as prescribed by the standard. No stock options were granted during 1996 or 1995, and 
therefore, no pro fonna disclosures have been provided. 

I. Employee Benefit Plam 

PnullJ11 PIMt 
The Company sponsors a defined benefit pension plan covering substantially all of its employees. Benefits under 
the plan are based on each participmt's years of service and highest average compensation. The Company's 
funding policy provides that peymenta to the trustee shall be equal to the minimum funding requirements of the 
Employee Retirement Income Security Act of 1974. 

TOlllJ Na Pouloll C#I 

For the Yean Eltded l>eee•ber 31, 1996 1995 1994 

Service c:ost $656,98.S $474,000 $592,294 
f nterest cost 658,238 562,003 5 18,184 
Less: Actual (return) loss on usets (1 ,142,217) ( I ,S46,32S) 742,949 
Net amortization and defemJ 269,13S 689,947 ( l ,46S,744) 

Total net pension cost 442,071 179.62S 387,683 
Amounts capilalir.ed as construetion cost (38,l60) (30 ,740) (52,549) 

Amount c:harged to expense $403,2 11 $ 148,88.S $33S,134 

Discount rate used in calculating net pension cost 1.25% 8.SO% 7.00% 

The following schedule sets fonh the fundin& status of the pension plan at December 3 I, 1996 and I 99S. 

Accn1ed Penslo11 COii 

At December 31, 1996 1995 

Vested $6,834,661 SS,730.239 

Non-vested 139,483 100,878 

Total ac:cumulated benefit obligation $6,974, 144 SS,83 1,117 

Plan assets at fair value $10,720,5 14 $9 ,173,094 

Projected benefit obligation ( I 0,265,987) (9,33 1,890) 

Plan asse\S less projected benefit obligation 4S4,S27 ( 158,796) 

Unrec::ogniz.ed net gain (2,820,957) (2,3 19,138) 

Unamortiud net assets from ldopdoo of SF AS No. 87 ( 14 I ,579) (156,683) 

Accrued pension cost ~$2,S08,009~ ~$2,634,61 7) 

Assumptions: 

Discount rate 1.25% 7.2S% 

Average increase in f\rture compenution levels 4.15% 5.SO% 

Expected long-term rate of return on assets 8.S()llt. 8.50% 
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OtlleF PosfFdiNMnd &Ill/lb 
The Company sponsors a def med benefit po111diren1cnt health care and life insurance plan that covers substantiaJly 
all natural gas and corporMe employees. In the fint quarter of 1994, the Company incrused the amount that future 
reti~ would be required to coneribule to p1rt1clp11e in the Cornpay's beaJth care propam. The change reduced 
the .:ompany's transitioo obliption and annual costs to $357,000 and $70,000, respec1ivcly. The change also 
res1 lted in a one-time curtailment loa of$64,000 in 1994. The Company had deferred approximately $126,000, 
wh ,ch represented the difference between the MmyllDd division'• SF AS No. I 06 expense and its actll&l pay-as-you­
go .-.ost. The amount is bein& amonmd over five years start in& In 1995. The unamortized balance 11$101,000 at 
December 31, 1996. 

At December 31, 

Service C01t 
Interest cost on AP80 
Amortiz.alion of trmsition obliption over 20 yars 
Curtailment loss 

Naperlotlk~~ctm 
Amount ~itaJiz.ed u conSbUCdon cost 
Amount deferred 

Amount clwged to expense 

Aull,,.,..: 
Discount rate 

At December 31, 

ACCll""'t.ld ~ bat'fll Hiii"""": 
Retirees 
Fully eligible ICtive employees 
Other active 

Total accwnulaled potCretiremcnt benefit obliption 
Unrecognized tnmition obligation 
Unrecognized net Ooss) gain 

Accn1a~Udlllty 

Assu "'P""": 
Discount rate 

1996 

$2,120 
54,651 
27,159 

85,330 
(16,672) 

$61,651 

1.25% 

., 

1995 1994 

$1,827 $3,553 
59,106 44,118 
27,859 22,148 

63,821 

89,392 133,640 
(14,010) (20. 134) 
(20,S61) (13,212) 

$54,821 $100.294 

a.so-;. 7.00-/e 

1996 1995 

SS67,599 $616,664 
137,378 135,297 
16,194 90,724 

791,871 842,685 
(273,013) (300,872) 
(67, I SS) (70,873) 

$451 ,70) $470,940 

7.25% 7.25°~ 

The health care inflation rate for 1996 is auumed to be I 0-". This rate Is projected to graduaJly decrease to an 
ultimate rate of 5% by the year 2007. A one pen::cntap point increase in the health care inflation rate from the 
assumed rate would incrase the accumulated poaretimnent benefit obliption by approximately $90,3~6 as of 
January I, 1997, and would lncrase the aurcpac of the aervice cost and intcmt cost componenu of net periodic 
post.retirement benefit cost for 1997 by approJtlm.a.ely $7,366. 
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Rdbatall Snbtp Pia 
The Company sponsors a Retirement Savinp Plan, a 401(k) plan \ Plan.,), which provides participants a 
mechanism for makifta contributions for retirement savlnas. ~ pllticlpant may make ~-tax contributions based 
upon eligible compensation. The Complny makes a contribution equal to 60% or 100% of each participant's~­
tax contributions, not to exceed 6%, oftbe plrticipent's eli&ible compensation for the plan year. The Company's 
contn'burions totaled $3S3,3SO, $301,794 and $240,103 for the years ended December J I, 1996, 1995 and 1994, 
respectively. As of December 31, 1996, lhere arc 79,602 shares raerved to fund future contributions to the Plan. 

J. Environmental C..•..._11 ucl Coatta1encia 

The Company currently i$ plfticipllills In cbe investiption, assessment or remediation of four former ps 
manufacturina plant siaes loclled in dift'es•jurildic:dons, includina the exploration of corrective action options to 
remove environmental c:oamninlnts. 'l1lt Compeny hu accrued liabilities for two of these sites. the Dover Gas 
Light and Salisbury Town Gas Li&ht aila. 

The Dover site has been lilled by the EnvirOlunental Procection Aaency Reaion Ill ( .. EPA") on the Superfund 
National Priorities Liil under the Compnbensive Environmental Response, Compensation and Liability Act 
( .. CERCLA"). On Auaust 19, 1994, tbe EPA iuuod the Record of Decision ('"ROD") for the site, which selected a 
remedial plan and estim.aed the COits of the 1elected remedy at $2.7 million for ground-waler n::medialion and $3.3 
million for soil remecmdoo. On May 17, 1995, EPA issued an order to the Company under Section 106 of 
CERCLA (the "Order"). wbicb req&aires tbe Compmy to fund o: implement the ROD. The Order was also issued to 
Genera.I Public Utilities Corpondon, lac. (""OPU"), which both EPA and the Company believe is liable under 
CERCLA. Other potentially responsible ..,UCS ('"PRPs") such as the State of Delaware were noc ordered to 
perform the ROD. In July 1996, the Compmiy commenced the desian phase of the ROD, on-site ~-design and 
investigation. A pre-design invetriptim report ("the report") was flied in October 1996 with the EPA. The repon, 
which requires EPA approval, will provide up to dlk mcus on the site, which the EPA will use to determine if the 
remedial design selocted in the ROD is still the approprill.c remedy. 

On March 6, 1995, the Coml*'Y commenced litiplion apinst the State of Delaware for contribution to the 
remedial costs being i.ncuned to carry out the ROD. In December of 1995, chis case was dismissed without 
prejudice based on a seulement aareemeat between the panics (the "Settletr.cnt'j. Under the Settlement. the SWe 
agreed to contribute $600,000 toward the cost ofimplemcntlna the ROD and to rcimbunc the EPA for $400,000 in 
oversight cosu. The Setdemcnt is continaent upon a fonnal settlement agreement between EPA and the State of 
Delaware being reached within the next rwo years. Upon satisfaction ofall conditions of the Settlement. the 
litigation will be dismissed with prejudice. 

On June 2S. 1996, the Company initiated lltiaation against one of the other PRPs for con1ribution to the remedial 
costs incurred by Chesapeake in connection wilt> complyina with the ROD. At this lime. management cannot 
predict the outc0me oftbc lidpbon or the llDOlml of proceeds to be received, If any. 

The Company is currently enpged in invcstlpdonJ related to additional parties who may be PRPs. Based upon 
these Investigations, the Compmiy wlll consider suit apinst other PRPs. The Company expects continued 
negotiations with PRPs in an attempt to resolve these matters. 

In the third quarter of 1994, the Company inc:reued its liability recorded with respect to the Dover site to $6.0 
million. This amount reflected tho EPA ·1 estimate, as stated in the ROD, for remediation of the site accord Ina 10 the 
ROD. The recorded liability may be ldjusted upward or downward as the design phase pro&J'"SCS and the 
Company obtains construction bids for performance of the wort. The Company has also l'CCOfded. rcaulatory asset 
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• 
of $6.0 million., correspoodiaa to lbc rec:ordod u.bility. Mmapmcat believes that in addition to the S6C:>,OOO 
expected to be contributed by lbe Sllle of O.lawlle .-. die Sculement, the CompMy will be equitably entitled to 
contribution from other responsible,.,,_ for a portion oldie expenses to be incurred in connection with the 
remedies selected in the ROD. M prMDt mo beliewl dlll lhe amounts not so c:onlributed will be recoverable in 
the Company's rates. 

During 1996, the Compay compleled CCJDllrUCdoa md ~ remodildoa proc:edures It the Salisbury site and wiU 
be reporting, on ID oagoina buil, die ... D1Wfoa md monillariDa ~to tbe M9ylllld Oepll'llUent of the 
Environment The Compeny ha accrued a Ulbilily widl l'llpld to lhe Salilbwy silt of S6SO,Oll u of December 
31 , 1996. This 1mount is based oa tbe......., opa.ma COlll of tbe mnecljldon flc11ities. A corresponding 
regulatory asset has been recorded, reflec:dna tbe Compeny'1 belieflhat COiia incurred will be rccovttable in rates. 

Pon.ions of the liability payoull for lbe Dover md Salisbury 1ila 1re expected to be owr 30 Ind fiv~year periods, 

rcspcctively. In addition, lhe CGmpmy bu two._ ailla. One site locllecl In lbc w of Florida. is currently 
being evaluated for which no ad-• of lilbility cm be made at dUs time. The Nher site tw been mnediated, and 
in 1996 the Company received lhe tile c:lolure C811iftc:Me. ll is -.emcnt's op 1lon that any unrecovcrod current 
costs and any other future COiia incurred will be recoverable 1hrough future ra&os 1r lharin& arrangements with o&her 
responsible parties. 

At l>ece•ber J I, 

Environmental Costs Incurred 
Delaware 

Maryland 

Florida 

Less: Amounts approved for ,.rem.eking treatment, 
net of insurance proceeds 

Amounts pending ratemaklna recovery 

K. Commitments ud Coadapades 

FERCPGA 

1916 1995 

$4,413,143 $3,929,417 

2,1 17,810 l,IOS,S72 

600,828 629,ISJ 

7,.272,411 6,364,142 

6,3 >6,108 6,066,096 

$1"'6,373 $291,046 

On May 19, 1994, the FERC issued an Orderdirec:dn& Eulem Shore Natural Gas Company ("Ea.slem Shore") to 
refund, with interest, what the FERC c:baracterized u ovacbqes from November I, I 992 to the current billing 
month. iastem Shore contested the order and requaaed 1 rehearina. Subsequent y, Eastern Shore and the FERC 
entered into negotiations to resolve this issue. 

In response to the FERC's May 19, 1994 Order, Eastern Shore ICCtUed $412,000 luring the second quarter of 1994 
as an estimated IW,iHty for poteatial refunds reladna lO prior periods. Thereafter, Eastern Shore accrued each 
month to ensure that the potential reftmd was fully ICCrUld. On Aups& 17, 199S. the FERC issued an Order 
approving an Offer of Settlement submiUed by e.....n Shore. The Order approv{d a cban&e in Eas1em Shore's 
PGA methodology retroactive lO June I, 1994, wbk:ll nllUll.cd In a rate reduction of approximately $234,000 per 
year. The reserves that the Company hid accrued for lbe polaltial refund were si • incantly peatcr than the rate 
reduction ordered. Ac:cordin&fy. &mm Shore mened • larae ponJon of the estimaled liability that had been 
accrued. This reversal contributed SI ,31S,OOO lO pr9-CU eamlnp. or $133,000 to after· tax earninp, durina the 
third quancr or 199S. In connecdon with the otrerofaettJemcnt and the multlna FERC Order. Eastern Shore 
applied ln Dec.ember 1995 to the FEJlC for a blanket certlflcate authoriz.lna open <JCcess nnsporwlon service on its 
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pipeline system. The implemenlllioa of open IClClll lralllpOeUlioo ICl'Yice, c pected IO occur during 1997, will 
provide all of Eastern Shore's customen with chi opportunjty IO b"lnlport ps over its system ll FERC regulated 
rates. Open access is thus likely IO result in 1 shift ofEutem Shore's business from margins earned on sales of gas 
co large industrial customers, IO 1 possibly lower margin earned on nnsporc.aioo services. 

Otller C"""""1wldl ~ C~ 
The Company is involved in c.Ta6n lepl ICdcmt Ind claims lrisina In the normal course ofbusine11. The 
Company is also involved in certain lepl end ldminisndve proc:eedJnp before various aovemmental agencies 
concerning mes. In the opinion of,.,.,.,..... die ultimlle disposition of these proceedings will not have a 
material effect on the consolidated ftnmcial posidon oflbe Company. 

L. Quarterly Fiundal Data (UuacUted) 

In the opinion of the Compmy, lbe qumtcrty ftnmcial information shown below includes all adjustments necessary 
for a fair presentation of the operMions for sucb periods. Due IO lbe IQIOnal nature of the Company's business, 
there are submndal variations in openitionl reported oo a quarterly bMiJ. 

Flnt Seeolld Tlalrd Fourtb 
1996 Qurter Qurter QHrter Qaarter 

Operating Revenue $44,270,265 $23,IS0,551 Sll,475,914 $32,733,338 

Operating Income SS,2n,68' Sl,401,012 $153,44-C $2,4 11,567 

Net Income $4,649,009 $132,457 ($390,871) Sl ,119,833 

Primary Earnings Per Shire Sl.24 S0.22 ($0.10) S0.48 

Fully Diluted Eaminp Per Shire Sl.17 S0.22 ($0.10) $0.46 

1995 

Operating Revenue $30,196,791 $22,074,663 $20,564,994 $30,483,961 

Operating Income $4,330,962 $1,369,342 $1,492,200 $2,369,0IS 

Net Income $3,651,431 S764,08S $918,122 Sl ,826,057 

Primary Earnings Per S~ $1.00 S0.21 S0.27 $0.49 

Fully Diluted Earnings Per Share S0.95 S0.21 $0.26 $0.47 

Results for the third quarter 1995 reflect a non-recurring increase in net income ofS833,000, (sec Note K to the 
Consolidated Financial Statements). 

46 



OPERA TING ST A TISTICS 

For the Yean Ended l>tce•bef' 31, 1996 1995 1994 1993 1992 - - -
R~1111a (111 tllo11~1111tb) 

Natural gas 
Residential $18,256 $14,857 SIS,228 $14,007 $12,935 
Commercial 14,339 11,313 11.594 10,837 9,IS7 
Industrial 21,546 36,191 32,718 31,622 26,977 
Sale for resale 24,481 l2,4S9 9,Sl6 5,242 3,843 
Transportation 3,.369 2,993 2,639 2,410 2,400 
Other __ l.J.91_ _ SIS {.SO) 193 ( 134) 

Total natural gas revenues 90,093 79,IOS 71,71S 64,381 SS,178 
Propane 22,334 17,601 17,789 • 16,901 16,489 
Other 6l903 71307 6l l73 4,584 3,568 
Total revenues SI 19,.330 $104,020 S95,6n $15,173 $15,935 

Jlohlma 
Natural gas deliveries (in MMCF) 

Residential l,917 l,686 l,665 l,S96 J,561 
Commercial 2,092 1,792 1,771 1,676 l,633 
lndustriaJ 7,501 13,622 10,752 9,308 8,014 
Sale for male l ,06S 990 998 984 997 
1'ranspor1atioo 121096 11.131 1,542_ 5..1-880 _ 5,139 

Total natural gas deliveries 24,741 29,221 22,n8 19,444 17,344 
Propane (in thousands of pitons) 19,153 17,748 18,3!.oS • 17,250 17,125 

Customers 
Natural gas 

Residential 30,349 29,285 28,260 27,312 26,523 
Commercial 4,151 4,030 3,879 3,759 3,683 
lndustriaJ •• 210 212 204 196 198 
Sale for resale • • 3 3 3 3 3 

Total natural gas customers 34,713 33,S30 32,346 31;170 30,407 

Propane 23,096 22,609 22,180 21,622 21,132 

Total customers 51,809 S6,139 S4,S26 52,892 Sl ,S39 

• Excludes mmue of $2,19.5,000, wbicb rcsuhcd tram tbc ule of nine nulllOll pllons of propenc to one: lwgc "idcslk anlOmCr 111 1994 
• • Includes tnnspOr1.lbOll C\ISllOll'len, 

, 
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lttm 9. Cbaaaes la aad Dilaareemnts Wttb Accouatants on Accountina aad Financial Disclosure 

None 

PART Ill 

lttm IO. Dlrecton Hd E1ecutJn Ofllcen ortbe Reatstrant 

lnfonnation pertaining to the Directors of the Company is incorporated herein by reference to the Proxy Statement, 
under "Information Reprding the Board of Directors and Nominees", dated and to be filed on or before April 4, 
1997 in connection with the Company's Annual Meeting to be held on May 20, 1997. 

The information required by this item with respect to executive officers is, pursuant to instruction 3 of paragraph (b) 
of Item 401 of Regulation S-K, set fonh in Item 10 of Part I of this Form 10-K under "Exccutive Officers of the 
Registrant." 

Item 11. E1tcutive Compeuadoll 

This infonnation is incorporated herein by reference to the Proxy Statement. under "Repon on Executive 
Compensation", dated and to be ntcd on or befcn April 4, 1997 in connection with the Company's Annual Meeting 
to be held on May 20, 1997. 

lttm 12. Security Owunlllp of Certlll• •aelldal Owllen and Manaatmtot 

This information is incorpor8led herein by reference to the Proxy Statement, under "Beneficial Ownership of the 
Company's Securities", dlted and to be nled on or before April 4, 1997 in connection with the Company's Annual 
Meeting to be held on May 20, I 996. 

Item 13. Certain Ret.t&c>•lps aad Related Transactions 

This information is incorporated herein by reference to the Proxy Statement, under "Beneficial Ownership of the 
Company's Securities", dated and to be filed on or before April 4, 1997 in connection with the Company's Annual 
Meeting to be held on May 20, 1997. 

PART IV 

Item J.C. Financial StatemeaU, Flnaacial Statement Schedules, aad Exblblts and Rtports on Form 8-K 

(a) The rouowtn1 documents are fUed u • part of "ls report: 
I . Financial Statements: 

- Accountants' Report dated February 13, 1997 of Coopers&. Lybrand L.L.r .• Independent 
AccountanlJ 

• Consolidated Statements of Lncome for each of the three years ended Dc<:ember 31, 1996, 1995 
and 1994 

- Con50lidated Balance Sheets al December 31, 1996 and December 31, I 99S 
• ConsollJated Statements of Cash Flows for each of the three years ended December 31, 1996, 

1995 and 1994 

... 
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• • 
- Consolidated Statements ofCommoa Slockbolders' Equity for each of the three years ended 

December 31, 1996 
- Consolidated Starements of Income Tues for each of the three years ended December 31, 1996 
- Notes to Comolidated Financial St.atementa 

2. The following additional infonnatlon for tbc years 1996, 199S and 1994 i1 submitted herewith: 
Schedule fl. Valuation ll1CI Quallfylna Accounts 

All other schedules are omitted beclaue they 1re not required, are inapplicable, or the information is otherwise 
shown in the financial suitements or noces tberelo. 

(b) Reports on Form 1-K 

On January 13, 1997, the Company med a report oa Fonn 8-K, reporting under Item 5 that the Company 
has agreed to purcbue all of the OUlltlnding shares of Tri-County Oas Company, Inc. 

(c) £1ltlbitl 

Exhibit 3.(a) - Certificate oflncorpontioa 

Amended Cettifacare o( I~ of Chalpeake Utilities Corporal ion. ls lnco'flOl'ted herein 
by reference to Exhibit 3.(b) to the Form 10-Q for the quarterly period ended June 30, 199.S, of 
Chesapeake UtlJitJa Corporation. 

Exhibit 3.(b) - Bylaws 

Amended Bylaws of Chesapeake Utilities Corponlion, are incorporated herein by refemice to 

Exhibit 3.(b) to the Annual Report on Form 10-K for the year ended December 3 1, 1994 of 
Chesapcalce Utilities Corporatlon. 

Exhibit 4.(a) - The Form of Indenture becwten the Corop1ny and Boatmen's Trusi Company, Trustee, with 
respect to the 8 1/4% Convertible Debentura is incorporated herein by reference to Exhibit 4.2 of 
the Company's Registration SWement on form S-2, Reg. No. 33-26582, filed on January 13, 
1989. 

Exhibit 4.(b) - Note Agreement daled February 9, 1993, by and between the Company and Massachuscns Mutual 
Life Insurance Company and MML Pension Insurance Company, with respect to SI0,000,000 
7.97% Unsecured Senior Notes due Februuy I, 2008, is incorporated herein by reference to 
Exhibit 4.(b) to the Annual Report on Form 10-K for the year ended December 31 . 1992, of 
Olesapea.ke Utilities Corporation.• 

Exhibil 4.(c) - The Directors Stock Compensation Plan adopted by Cheupeake Utilities Corporation in 1995, iJ 
incorporated herein by reference to the Company' s Proxy Statement dated April 17, 1995, in 
connection with the Company's annual meeting held in May, 199S. 

Exhibit 4.(d) The Note Pun:hue Apeement entered Into by the Company on October 2, 199S, pursuant to 
which the Company prlvaaely placed $10 million of Its 6.91% Senior Notes due In 2010, ls not 
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being filed herewilb, in accmdloce wilh licm 601(bX4Xiii) ofRtiulatlon S-K. The Company 
hereby agrees to furnish a copy oftUI agreement to the Commission upon request 

Exhibit 10.(a) - Servi.cc Agrmnent daled November I, 1989, by and between Transcontinental Gas Pipe Line 
Corpor81ion and Eastern Shore Natural Gas Company. is incotponltcd herein by reference 10 

Ellhibit I O.(a) 10 lbe Annual Report on Form I O.K for tbe yar cndcd December 31 , 1989. of 
Chesapake Utilities Corporalion. • 

Exhibit IO.(b) • Service Ap-oemcnt dated November I, 1989, by and between Columbia Gas Transmission 
Corporatioo Md Easiern Shore Natural Gas Company, is incorporated herein by reference to 
Exhibit 10.(b) to tbe AnDUll Report on Form 10-K for the )'ear ended December 31, 1989, of 
Chesapeake Utilities Corporadoo. • 

Exhibit I O.(c) - Service Agreement for General Service dated November I, 1989. by and between Florida Gas 
Transmiuicm Compmy wl Cllaapakc Utilities Corporation. is incorporated herein by reference 
to Exhibit 10.(c)tolbe A-a Report on Fonn 10-K for the year ended December 31. 1990, of 
Chesapakc UdHtia Corparldoo. • 

Exhibit 10.(d) • Service Apeement for PN&ued Service dated November I, 1919, by and between Florida Gas 
Transmission Compmy IDd Olclapelkc Utilities Corporadoo, is incorporated herein by reference 
to Exhil>it 10.(d) to tbe AnDUll lleport on Form 10-K for tbc year ended December 31, 1990, of 
Chesapeake Utilities Corpontion. • 

Exhibit 10.(e) - Service Apeement for Finn Transponation Service dated November I, 1919, by and between 
Florida Gas Tl'Mlmission Compmy and Chesapeake Utilities Corporation, is incorporated herein 
by reference to Exhibit 10.(e) to the AMual Report on Form 10-K for the year ended December 
31, 1990, of~ Utilities Corporation.• 

Exhibit 10.(f) - Form of Service Agreement for Interruptible Sales Services dated May 11, 1990, by and between 
Florida Gas Transmission Compmy and Chesapeake Utilities Corporation, is in:orporated herein 
by reference to Exhibit 10.(f) to the AMual Report on Form 10-K (or the year ended December 
31, 1990, of ~e Utilities Corporation.• 

Exhibit 10.(g) - lntenupcible Transportalion Service Agreement dated Febnwy 23, 1990, by and between Florida 
Gas Transmission Compeny and Chesapeake Utilities Corporation. i.s incorporated herein by 
reference to Exhibit 10.(g) to the Annual Rcpon on Fonn 10-K for the year ended December 31, 
1990, of Chesapeake Utilities Corpontion. • 

Exhibit I 0.(h) - Interruptible Transportadon Servi..c AIJftmenl dated November 30, 1990, by and between 
Florida Gas Transmission Comp.ny and Chesapeake Utilities Corpor.tion. is incorpora1ed herein 
by reference to Exhibit 10.(h) to the Annual Report on Fonn IO· K for the year ended December 
31, 1990, ofCheapcaJce Utilities Corporation.• 

Exhibit I 0.( i) - Executive Employment Aveemeot dated March 26, 1992, by and between Chcsap-.ake Utilit.ics 
Corporation and Ralph J. Adkins Is in~ted herein by reference to Exhibit 10.(a) to the 
Quanerly Repon on Fonn 10-0 for the quarter ended June 30. 1992, of Chesapeake Utllltles 
Corpor.tlon. • 
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Nhlblt 10.0) ~ l!Hcutl~ kmployment AIJ'CerD«lt dated March 26, 1992, by and between Chesapeake Utilities 

CorporatJon and John R. Schimkaitis, is Incorporated herein by reference to Exhibit 10.(b) to the 
Quarterly Report on Form I 0-Q for the quarter ended June 30, 1992, of Chesapeake Utilities 
Corporation.• 

Exhibit 10.(k)- Chesapeake Utilities Corporation Cash Bonus Incentive Plan dated January I, 1992, is 
incorporaled herein by ref~ to Exhibit 10.(o) to the AnnuaJ Report on Form 10-K for the year 
mded Oecanber 31, 1991, of Chesapeake Utilities Corporation.• 

Exhibit I 0.(1) - Cha lplke Utilides Corpondoa Performance Incentive Plan dated January I, 1992, is 
incorporated herein by reference to the Company's Proxy Statement dated April 20, 1992, in 
connection with the Company's Annual Meeting held on May 19, 1992. 

Exhibit 10.(m)- Form of Tandem Stock Option and Performance Share A&reement dated November 18, 1994, 
pwwt to Q mpme Utilities Corporation Performance Incentive Plan by and between 
Chesapeake Utilities Corporation and Ralph J. Adkins, John R. Schimkaitis, Philip S. Barefoot 
and Jeny D. Wes&, flied is incorponaed herein by reference to exhibit 3.(b) to the Annual Report 
on Form 10-K for they." mded December 31, 1994 for Chesapeake Utilities Corporation.• 

Exhibit 10.(n)- Apeement Ind PIM ofMeracr by and between Chesapeake Utilities Corporation and Tri-County 
Gu Company, Inc. is incorpo...aed herein by reference from the Fonn 8-K filed on January 13, 
1997. 

Exhibit 11 . - Computation of Primary Ind Fully Diluted Earnings Per Share, filed herewith. 

Exhibit 12. - Computation of Ratio ofEamln& to Fixed Charges, filed herewith. 

Exhibit 21. - Subsidiaries of the Rqiltrant. flied herewith. 

Exhibit 23. - Consent of lndepender.t Accountants, filed herewith. 

• Filed under commission file #O-S93. 
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SIGNATURES 

Pursuant to the requirements of Section 13 or IS (d) of the Securities Exchtngc Act of 1934. Chesapeake Utilities 
Corporation has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized 

CHESAPEAKE UTILITIES CORPORATION 

By: Isl RALPH J. Al>KfNS 
Ralph J. Adklns 
President and Chief Executive Officer 

Date: March 17, 1997 

Pursuant to the requirements of the SccW'ities Exchange Act of 1934, this report has been signed below by the 
following persons on behalf of the registrmt and in the capacities and on the dates indicated. 

Isl JoHN W. JARQ(NE. JR, 

John W. Jardine, Jr., 
Chainnan of the Board and Dtrector 

Date: March I 7, 1997 

/Sf JOHN R. SCH!MJWDS 

John R. Schirnkaitis, Executive Vice 
President, Chief Operating Officer, 
Director 

Date: March 17, 1997 

IS/ JER£MIAH P. SHEA 

Jeremiah P. Shea. Director 

Date: March 17, 1997 

151 W!UJAM G. WARQEN. Ill 
William G. Warden, Ill. Director 

Date: March 17, 1997 

Is/ RJCtlARD BERNSJEW 
Richard Banstcin, Director 

Date: March 17, 1997 
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Isl RALPH J. ADKINS 

Ralph J. Adkins, President, 
Chief Executive Officer Md Director 

Date: March 17, 1997 

Is/ MICHAEL P. MCMASIER:j 

Michael P. McMasters 
Vice President, Chief Financial 
Officer and Treasurer 
(Principal Financial Officer) 

Date: March 17, 1997 

Isl RQBEBT f . RIDER 

Roben F. Rider, Director 

Date: March 17, 1997 

Is/ R UDOLPH M PHNS, JR 

Rudolph M. Peins, Jr., Director 

Date: Man:h 17, 1997 

Is/ WALTER J, CQL£MAN 

Walter J. Coleman, Director 

Date: March 17, 1997 
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CHESAPEAKE UTILITTES CORPOllA TION AND stJISIDIAIUF.S 
SCIUDUIZll 

VALUATION AND QUALIFYING ACCOUNTS 

FOR THE YEARS ENDED DECEMBER 31, 1996, 1995 AND 1994 

COLUMN A C2WMNI 's;!WMN C COWMND 

Dacrtet1o• 
Valuation accounts deducted from ..u 

to which they apply for doubdul 
accounts receivable: 

1996 . .. . .......... . .. ...... . .•... 

199S .. ... ..................•.• .. . 

1994 ... .. ........•.. • • . . • . ••.•••• 

t-JQlcs; 
(A) Uncollcctible ac.counts characd off. 
(8 ) Recoveries. 

........ ......... ,,,,,.,,, 

$309,9,, 

S202.is2 
Sll6,0ll 

-Addldeu-a.,... .. Ciiarpd to 
Comud Odier 
&nm AccoH!! Ded•ctio•e 

$364,622 SSS,631 (B) ($337,796)(A) 

$328,012 $43, ISI (B) ($263,360) (A) 

$130,263 SS7,633 (8) ($171.762)(A) 

Sl 

COLUMNE 

BelHtt at 
E•d 

•f P!ried 

$392,412 

$309,9SS 

S202. IS2 



• 
CRESAPIAKE UTIUTJU CORPORATION AND SUBSIDIARIES 

EXHIBIT II 
COMPUTATION OF PRIMARY AND FULLY DILUTED EARNINGS PER SHARE 

For lht Yur1 Ended Dettmber JI, 

Bui 
Shares issued at beginning of year 
Treasury stock at bqinnlna of year 
Sale of treasury stock 
lssuMCC of common Stock for dividend reinveslmcnt plan 
Issuance of common stock pursuant ID USI restricted stock 

award agreements 
Issuance or common stock for cooversion of debentures 
Exercised stock options 
Sale of stock to ComJ*IY's Retirement Savinas Plan 

Shares outstanding at end of year 

Primary earnings per share calcuJation: 

Weighted avmae number of sbata 

Consolidated net income 

Primary caminas per lhan: 

Fully diluted earnings pc: share calculation: 
Weighted avmac number of shares 
Contingent shares related to usumed conversion of 

convcniblc debt 

Wciahtcd avenac number of at.a auurnlnll full dilution 

Adjusted income 
Net income 
Interest on convertible deb! 
Less: Applicable income t.axes 

AdjU5tcd net income 

Fully-diluted earnings per share 

NotcJ; 

1996 

3,721,519 
0 
0 

33,926 

21.8'9 
881 

1,863 
20,398 

tB00,5 16 

3,793,467 

$6,910,428 

$1.82 

3,794,306 

242,742 

4,037,048 

$6,910,428 
340,697 

(132,872) 

$7,118,2'3 

$1.76 

IM 1994 

3,668,791 3,605, 152 
(15.609) (30,084) 
15.609 14,475 
38,660 30,928 

14,138 32.418 
0 293 
0 0 
0 0 

3,721,589 J,653, 182 

J,701,891 3,632,4 13 

$7.236.695 S4,459,922 

$1 95 Sl.23 

3,701,891 3,632,413 

248,833 255.777 

3,950,724 3.888,190 

$7,236,695 $4,459,922 
349,251 358,998 

(136,208) (140,009) 

$7,449,738 S4.671,91 I 

$1.89 $1 ,20 • 

• This calculation is submitted in accordance with Rcaulaiion S..K item 60I(bX11) althouah not required by footnote 2 to 
paragraph 14 of APB Opinion No. I 5 because It rc:sults In dilution of less thnn 3%. 

I 
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ClllSAnAD VTILl1'lll c:omc>RATION AND SUBSIDWUES 

IXlll8IT 12 
COMPUTATION OF llA 110 OF IAllNINGS TC> FIXED CllAllGES 

fer die y..,. S.... Dlc1•Mr JI, 

l!!t I!!! .... 
Income ftom contlnuina opcndoas 16,910,421 $7,2.36,69, $4,459,922 

Add: 
Income taxes 4,030,725 4,131,177 1,542,361 
Portion of l"Clltl rep '•'~of ialeNll fl'*lr 170,530 112.211 187,012 
lntcresl on indcbcied11e• 1,656,606 2,666.223 2.637,654 
Amortizldoa of debt dilc:cMml Ind expeme 120:345 109 99 ___ 103,8'9 
Emllnp as ..Sjusced Sl3,811,634 $14,325,705 $9,930,815 

Fixcda.acs 
Portion of ram tepl' 11 IM1weof--fl'*lr $170,,30 Sll2.211 Sl87,012 
Interest OD lndcbtednc'9 1,656.606 2.666.223 2,637,654 
AmortiZllion of debt dilcoulll m ...-- 120.1345 109 99 1031859 
Fixed Charps Sl,947,411 S2,9'7,13J $2,928,525 

blio ofEmllnp to Flud a... 4.11_ U4 .39 



• • 
CHESAPEAKE UTILITIES CORPORATION 

EXHIBITll 
SUBSIDIARIES OF THE REGISTRANT 

Subsldllria 
Eastern Shore Natural Gas Company 

Sharp Energy. Inc. 
Chesapeake Services Company 

United Sys&ems, Inc. 
Tri-County Gas Company, lnc. 

Eastern Shore Real Estale 

Sub5!dl1ry or E11tcm Short Nagnl Gu CMD''Y 
Dover Exploration Company 

Sub!ldiadcs of Sl!•m tMqy. lg 
Sbarpgas, Inc. 
Shlrpoil, I~. 

Sgb5ldi1da oCCltm•y Scalcc Cowmx 
Skipjack, Inc. 

Capital Data Sysaems, Inc. 
Currin and Associlles. Inc. 

Chesapeake Investment Company 

State l1cocporalld 
Delaware 
Delaware 
Delaware 
~iii 

Maryland 
Marylmd 

Sytc l1Ctcporatcd 
Delaware 

Slate lwcporal#I 
Delaware 
Delaware 

State •wmontcd 
Delaware 

North Carolina 
North Carolina 

Delaware 



• • 
CONSENT OF INDIPENDE.NT CU.TIFIED PUB.LIC ACCOUNT ANTS 

We consent to the iDcorporadon by refsence in the Prospectuses prepared in accordance with the 
requirements offonn S-2 (File No. 33·26Sl2). Form S-3 (file Nos. 33-28391, and 33-64671) and Form S-8 (File 
No. 33-301175) of our report daied February 13, I 997 eccompanying the consolidated financial sta11 ments and the 
consol.idated financial statement schedule of Chesapeake Utilities Corporation as of December 31, 1996 and 1995 
and for each of the three yem in the period ended December 31, 1996 included in this AMual Report and Fonn 10-
K of Chesapeake Utilitin Corpondon. 

BaJtimore, Maryland 
March 17, 1997 
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COOPElls & LYBRAND L.L.P. 
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CMs~aa will provide, without charge, 
upon written request, a copy of any exhibit to 
CM1~au '1 Annual Report on Form 10-K 

not Included herew//h. 
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SECURITIES AND EXCHANGE COMMISSION 

WASHINGTON. O.C. lOS.9 

FORM 10-Q 

[X) QUARTERLY REPORT PURSUANT TO SECTION 13 OR I S(d) OF THE SECURJTI ~ EXCHANGE 
ACT OF 1934 

For the quarterly period ended _ __...Ju ... n_e ,...30.._ • ...,199 ..... 1...__ 

OR 

[ ] TRANSITION REPORT PURSUANT TO SECllON 13 OR I S(d) OF 1llE SECURJTIES EXCHANGE 
ACTOF 1934 . 

For the transJtfon period from _ _ to _ _ 

Co•mlssioa Ille DDmber __ oo .. 1.....,-1,,...JS..,.20.-_ 

CHESAPEAKE UTILITIES CORPORATION 
(Exact name of reaistrant u specified in Its charter) 

U.nn 
(Sf* of ocher jurisdjction of 
lncorporatloo or orprlz.ation) 

(1.R.S. Employer 
Identification No.) 

909 SUycr Wkc loplcy1nl, Doyer. Delaware 199CH 
(Address of principal executive offices) (Zip Code) 

QQ2)73H791 
(Registrant's Telephone Number, Including Ara Code) 

(Fonner name. fonner address and former fiscal year, if changed since lut report.) 

Indicate by check mute whether the regisumt(l)hls filed all reporurcquiredto be fiJed by Sec:tioo 13 or IS (d) of the 
Securities Exchange Act of 1934 durin1 the precedin& 12 months (or for such sb0r1er period that the rcalstl"lnt wu 
required to file such reports). and (2) bu been subject to such ntlna requirements for tho put 90 days. 
Yes [XJ No [ ]. 

Common Stock, par v.Jue SA867 -4,467,121 5hlRs issued u of June 30, 1997. 



• PARTI 
FINANCIAL INFORMATION 

• 
CHESAPEAKE UTILITIES CORPORATION AND SUBSIDIARIES 

CONSOLIDATED BALANCE SHEETS 

AlldS 
Property, .............. .. 

NalUral pa dimlMlliuo 
Nlbnl pa ttn •••ion 
Propw dillribuliaa 

Advw:od~--­
Otberpllal Gas,... K4'••• .. .... 

Tolal propllllJ, plaat a .... meal 
Leu: Aen•11dP'ed depedndaa .S amordzndoa 

Net propldy, plllll 18d .. lpiM# 

CllJ'ft8tAlllb 
Calh.SCllb ........ 
~ .-, ... ,,, IAll allowwe for unc:ollectibla 
M...w. .......... Pll'l9I COit 
Prop.ae lmuory, ll avenp cost 
....... pnpa)'llllllD 
Undelnconnd pan t n II pa costs 
Income ........... 
mp.id ...... 
Deferred IDcome tuel 

Tolal c:umat MMt1 

Defernd a.a-... Odael' Alllb 
Eavironmmilal COit 
Order 636 ....,_ COit 

Other deferred cbqel and """'8>k .... 
Tolal defcued c:bara• and ocber aueta 

TotalAaeb 

June 30, 
1997 

.{tlnaudited) 

$73,137,536 
32,908,712 
25,979,lSS 

688,593 
4,852,694 

195,004 
138,361,794 
(41,512,353) 
96,849,441 

2,248,880 

1,442,021 
7,973,745 
1,323,562 
1,402,579 
2,264,975 

442,054 

643,083 
734,477 

16,226,496 

8,365,312 
0 

3,352,993 
11,718,305 

12 043 I~ 

The llCCOlllplD)'iD DOtel .. an intepJ put of tbeM flnanci1I 1t11ement1. 

2 

December 31, 
1996 

Al. ratatod 

$70,497,872 
30,655,492 
25,279,217 

1,003,850 
4,769,431 

195,004 
133,000,866 
(39,430,738) 
93,570,128 

2,263,068 

2,213,529 
14,488,945 
1,284,876 
2.345,531 
3,731,680 
2,192,170 

112,942 
942,359 
IS8,0IO 

27,470,042 

8,428,436 
943,209 

3,371,027 
12,742,672 

9 0 



• • 
CHESAPEAKE U11LmES CORPORATION AND SUBSIDIARIES 

CONSOUDATED BALANCE SHEETS 

C•pltaliudoa 
Stockholden' eqaily 

Common S1ock, I* value S.4167 pll' lblre; 
(mdborirecl 12,000,000 .... ; ...... 4,467,121 
md 4,439,516 ...... mpoctively) 
Additioaa1 pm.ill QPilml 
Relained amiDp 

Laa: 
Uoellllld ~ - l'lllldod llOdt •W8ldl 
Net umalilld pill cm awt&:mble MCUlities 

T otaJ llCICkboldln' equily 

Lona-term dellt. ... of CUll'llll ..... 

Total capMIHntioa 

C..-.t I h'•rr 
Oma podim ol .... 1 m debt 
Sbort-tenD boiaowilp 
ACCOUDll ..,..,.. 

Reftmda P9J1b1e to cu• nws 
Jacome ..... peylble 
Accrued inllnlt 
Dividends~ 
Other KCIUCld •Jiil .... 

Total cummt lilbWd9I 

Delernd Cndlll .. OdMI' I I t .,.. 
Defened iDcame IUel 
Deferred iaVlllmeal .. credila 
E.oviroamewl liabiUty 
Accrued .,...... COlll 

Order 636 trwilioa lilbi1ily 
Other limilitiea 

Total deferNd credb aod oCbll' U8bilitiea 
Total C•pitaltzelloe ud I • ., .... 

3 

Sl,174,064 
19,198,037 
28,m,677 

(ln,810) 
30,944 

49,898,912 

U,647,000 
78,54S,912 

717,368 
9,900,000 
7,319,991 

241,049 
2,036,844 

7S0,664 
1,083,277 
3,JSS,033 

25,474,226 

I0,191,83S 
8S3,90S 

6,S39,0i4 
2,116,533 

0 
3,321,627 

23,022,914 
12 043 122 

December 31, 
1996 

~~-

$2,160,628 
18,74S,718 
26,957,049 

(364,529) 
38,S98 

47,537,464 

30,776,919 
78,314,313 

l,US,931 
12,700,000 
14,426,983 

3S3,734 

741,768 
813,621 

3,733,23S 
34,12S,279 

9,798,676 
876,432 

6,6S0,088 
1,866,660 

943,209 
3,471,183 

23,606,248 
910 



• 
CllMPIAICI UfttJTllS CORPORATION AND SUUIDIARJ£S 

CONSOLIDATED L"~CO~IE STATEMENTS 

For the Quarter Ended 
June 30, 

1997 1996 
(Unaudited) !A•~~) 

Opentia1 lltvea•a $24 725.489 S2S,21S,069 
Opendac Espema 

Purcblled pl COIU 13,912,083 14,640,392 
Operltiom 6,144,227 6,167,166 
Mainteunce S98,908 S78,688 
Deprecilbm and amortimioD 1,348,961 1,412,486 
Othertaxea 923,281 8S3,043 
Income taxel 3891058 478,902 

Toeal opmlliua expenses 23J161518 24,130,677 
Opent1D1t..... 1,408,971 1,084,392 

Other IDco .. ud Dendlelil 63,6S4 72,396 
Jacome Belon......_ Clmrpl 1,472,625 l,1S6,788 

laterestC ........ 779,784 670,477 

Net Jacome S§22,841 $186.311 

Eandap Per IMn ore ..... Steck 
Eaminp per .-e $0.16 $0.11 

Averap Ihm-. outstandiDa 4,463J 13 4,408.718 

'I 

4 

• 



• 
CHESAPEAKE UTILITIES CORPORATION Ai"\D SUBSIDIARJES 

CONSOLI DA TED l;'\COME ST A TEME~TS 

Opentlnc Rtvenut:1 
Operatinc ExpellHS 

Purebucd Pl COStl 
Operations 
MainteUnce 
OepreciatioD and amor1ization 
Otbertues 
Income cues 

T otaJ operMing expenses 
Optnda1IDC9IM 

Otbtr In~ ud DedlldiHI 
Income...,_.. llltenst a.,.. 

Interest CUrza 

Ntt Income 

Earnhap Per Sllan of Comaoa Stock (1): 
Prtwuuy: 
Eaminp per ahare 

Fully diluted: 
Eaminp per llwe 

Average lharel outstandiq 

For lhe Six Monlhs Ended 
June 30. 

1997 1996 
<Unaudilcdl (As ~lalcd) 

S68,3 7 l.07S $74.248,560 

41.905,264 44,695,948" 
12,469,975 12.614,786 
1,091,355 1,154,910 
2,697,308 2,820,291 
2,036,504 1,952,788 
2,661,602 31257.947 

621862,008 66,4961670 
5,509,061 7,751,890 

128,817 147,546 
5,637,8'4 7,899,436 

1 78 31 11412,968 

058 953 6486468 

$0.91 $1.47 

41481,-467 4,414,307 

$0.88 $1.41 

___ '4..._,7_2_..1,8Q.6 __ 4
1
658,366 

(I) See Exhibit 1 I • Computation of Primary and Fully Diluted Eaminp Per Share 

5 



• 
CHESA·PEAKE UTILITIES CORPORATION AND SUBSlDIARJES 

CONSOUDATED ST A TEMENTS OF CASH FLOWS 

For the Six Months Ended 

()puatin& ActMdes 
Net Income 
AdjultmeDll to recoQCi&e net income to net opmtlna cash 

Oeprecilbo.n and llllOrtization 
Deferred income tua, net 
lnveatrneat tax credit adjustments 
F.mployee beneftll 
F.mployee compenaatioD ftom lapsing stock reslrictions 
Ocher 

Cbanaes ln usets aad liabilities: 
Accounts receivable 
Iuveatory. materiala, auppliel Ind .conae ... 
Preplid IXpenMI 
()tbs dlfeued cblraes 
Accounts peyable 
Reftmdl plYlble to cUltomen 
Over/(Under) recovered purcbued au c:osu 
Ocher cumat lilbilidel 

Net cub provided by operatlna activities 

lnvestlq Acdvttles 
Property, plant IDd equipment expend.iturel, net 

Net cub used by invellina activities 

F1Duda1 Activities 
Common stock dividends net or amounts reinvested of 

$272,738 llDd $291 ,399, respedively 
Net repaymam under line of credit ~ts 
Proceeda &om W.UtDCO of ltOclc to Company 40 l(k) plan 
Repaymeota of lona·tmn debt 

Net cub used by financing activities 

Net Dec:reue la C ... 
Cub and Cub Eqatnltau at Bepu.ln1 ofPtrtocl 
Cub and Cub Eq•lvakntl at Ead of Period 

June 30, 
1997 1996 

(.Unaudited) (As restated) 

$4,0S8,9S3 $6,486,468 

2,468,138 2,S70,IOI 
(176,775) (140,770) 
(22.S27) (22,S27) 
249,872 218,101 
86,719 167,273 

(149,SSS) 13,S43 

6,515,199 S,46S,S83 
2,370,972 l,230,830 

299,278 245,601 
(89,823) (16,608) 

(7,036,992) (4,981,099) 
(112,685) (221,971) 

1,7S0,116 (267,456) 
1,780,479 1,320,610 

1 l ,99J,369 12,067,679 

(5,687,475) (5,106,967) 
(S,687,47S) (S,106,967) 

(1,769,930) (I ,342,S7 l) 
(2,800,000) (S,22S,OOO) 

193,017 159,089 
(2,698,489) (S95,9S3) 
(7,075,402) (7,004,43S) 

(771,508) (43,723) 
2,2l3,S29 1,39.S,614 
I 442 021 1 SI 891 

The accompanymd noca are an integral part of these financial statementl. 

6 



CHESAPEAU UTILITIES CORPORATION AND SUBSIDIARIES 

I. Quarterly FlulldllData 

NOTES TO FINANCIAL STATEMENTS 
(UNAUDITED) 

The financial inf-millcladedheretn is unaudiled;howewr, the rw1a1 iaronnationreflecunormal recunq 
adjUS81nents. which are, In the opilllon or management, necessary ror a fair presentation of the Company's interim 
results. Due to lbe seasonal Rihn oflht Company's business. thetc are substantial variallons In the results of 
oper.lionsreportldon a ...... ybuil. c.tainamounu in 1996 have been reclassifitd to conform with the 1997 
pc ewdMI ion. 

1. Acquisition 
On March 6, 1997, lbe C'4'lltpl'lY acquirldall of lbe Otll!IWlina common lliOd( of Tri.county Ou Company, Inc. 
("Tri-County") IDd wlaMcl propda Thi principlJ buainal of Tfi.CouDty is the dillribution or propane to 

bocb retail and wbolml1 Clllta •• • tbe DlllurYa Peoimula. 

The transaction Wll eSlcled ....... lbe exdwap of 639,000 shares of lbe Company's eommoa stock and 
accounted for u a Poolill olk I 11 AccardllllY, lbe ftawial IWr ..... for 1997 and 1996, u raQled. 
include the financlll,_...of1'rl.coulllyalqwidadMl lhares ohtoc:k 1uued ill c:oanccdon wilb dMI acquilidon 
as required by the accNWCIDa Nia 

The combined opaldoaloltbe ec.peay mcl Tri-CounlywiU 11tVe mpproximatcly ;i,ooo propme customen on 
the Debmrva .,.... ........ ,,.,. 

3. Fiaaadal Accoutlq SC. .......... ("WAW) ........ u baud 
SFAS No. 128-Earal8p PwAan 
In Febnwy 1997, lbe FASB iwed Sm ,_ off'llmcial Accounma SllDdlrds ('"SFASj No. 121 rep-din& 
earninp per share, reqairtlalbe dDll .. wwwllMblofbaslc mcl diluted arniap per share on the &ce of the income 
statement for all entidel witb a compla capllll llr\ICQlre. 1be Company mUll adopt the requiranents of this 
standard in i1I fiDandll tf 'I ..., for Ibo year mdlcl December 31 , 1997. Adopdon or this standard ls not 

expected to have a -'81 implct on lbe ftunclal IWementl of the Company. 

SFASNo. llO-a.poniasC...pn•111tft ..... 
In June 1997, the PASB iuued SP AS No. I JO rwprdma lbe reportin& of comprebemive income In the full act of 
fmancialstatemenll 'l'llllCompm)'IDUltadoptlbeNCflfnmeals of the standard in Its financial staiemeotl for the 
year beginnin& January I, 1991. 1be e«ecu of die adoption of the mncllld me currently under evaluation by the 
Company. 

SFAS No. 131 - l>ildoRn .U..t.. •ti el u laterprlle a8d a.t.led l1formatloa 
In June 1997, the PASB -..SPAS No. IJI, llUblilhin& ICandarda for the way that public buaineu enterprises 
report infonnation aboul operldlt& --Ill .,,uaa financial 111umea11 mcl requirina cbat cboee cn1aprila 
report selected infonmlima.,. apa ..... 1epea11 ia iaterilD flaancial reporu to lbanlholden. The Company 
will adopt the requ~ ofddl ...... d iD the ftnl .,.._for the ftlcal yes 1991. 

4. Commltmeab aad COt1ctep1dll-1n1rM.....a Maicten 
Dover Gu IJpt SUe 
In 1914, the S.... of o.n. DOdfted ... Callpeny daat a pen:el or land it pwcbued ia 1949 &om Dover Ou 
Light Compeny, a~ .. C[ J:m)', cw«•""' lmardoui subltmca. Tbt Slate also asserted that the 
Compuiy is responsible for my._., md proepec:dve environmental monilOrina or the alt . The Dclaw1r1 
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DepartmentofNatural Resources and Environmental Control ("DNREC") investigated the she and surroundings. 
finding coal tar residue and some ground-water contamination. 

In October 1989.lhe Environmental Protection Agency Region Ill ("EPA") Hsted the Dover Site on the National 
Priorities List under che Comprehemive Environmental Response, Compensa1ion and Liability Act ("CERCLA" 
or " Superftmd"). Under CERCLA, bolh the State of Delaware and lhe Company we~ named u potentially 
responsible pllties ("PRJ>'•) for clean up of the site at that time. 

The EPA is.sued the site RecotdofDecision("ROD'')dated August 16. 1994. The remedial action selected by the 
EPA in the ROD addresles the ground-water contamination with a combination of hydraulic containment and 
natural attenuation. Remediation selected for the soil at the site is to meet stringent cleanup standards for the first 
two feet of soil and less lbin1ent standards for the soil below two feet. The ROD estimates the costs of selected 
remediation of ground-weter and soil at $2.7 million and $3.3 million, respectively. 

On November 18, 1994, EPA isP.1ed a "Special Notice Letter" (the "Letter") to Chesapeake and three other PRPt. 
The Letter includes, .iD1a: IUI. (1) a demand for payment by the PRPI of EPA'• past costs (estimated to be 
approxima1cly $300,000) and f\mn COltl Incurred overseeing Sile work; (2) notice ofEPA's comma:~mcnt of 
a 60-daymoratorfumoa OlltliDBPA mpomeactl.,.itiea at the Site; (3) a request by EPA that Chesapeake and the 
otherP1lP11aabmlta "pod faith proposal"to cooduct or rmanc:ethe wodc identified In the ROD; and (4) proposed 
consent orders by wbicb Cbesapeako and oCber parties may aaree to perform the &ood faith proposal. 

In January 199S, C'betlpake submitted to the EPA a good faith proposal to perform a substantial ponJoo oflhe 
wodc set forth in the llOD, wbkb was subeequentlyrejected. The Company and the EPA each attempted to~ 
voluntary performance of part of tho remediation by other parties. These parties include the State of Delaware, 
which ii the owner ortbe property and WU JdentiflCd In the ROD u I PRP, and. business ldcntifted iD the ROD 
u a PRP fot bavlna coalributed to ground-water contamination. 

On March 6, 199S, the C.ompmy commenced litigation against the State of Delaware for cootnl>ut.ioo to the 
remedial costs being incurred to cany out the ROD. In December of 1995, dds case was dismissed without 
prejudice based on a settlemeotaareementbctween the parties(tbe "ScttJement"). Under the Settlement, the State 
agreed to support the Compeny'1 proposal to reduce the soil remedy for the site, described below, contribute 
$600,000 toward the cost of implementing the ROD and to reimburse the BPA for $400,000 in oversight costs. The 
Settlement is continaent upon a formal settlement agreement between EPA and the State of Delawan= being reached 
within the next two years. Upon satisfaction of all conditions of the Settlement, the liriptionwill be dismissed with 
prejudice. 

On May 17. 199S, EPA issued an order to the Company under section 106 of CERCLA (the .. Order''), which 
requires the Company to ftmd or Implement the ROD. The Order was also issued to General Public Utilities 
Corporalion,Jnc. ("GPU"}, wbic:b both BPA IDd the Company believe is I ble Wldcr CERCLA. Other PRPs such 
as the State of Delaware were not ordeRd to perform the ROD. EPA may seek judlciaJ enforcement of Its Order, 
as well as signiflcant financial peaaJtiea ro~ failure to comply. A lthouah nocJfying EPA of objections to lhe Order, 
the Company l&1eed to comply. OPU informed EPA that it did not intend to comply with the Order. 

On July 7, l 99S, lhe Company submitted to EPA a study proposlna to reduce tile level and cost oholl remediation 
from that identified in the ROD. AJthou&h this proposal wu supported by the State or Delaware, u required by 
the Settlement. it wu rejected by the EPA on JanUU')' 30, 1996. 

On Juno 2S, 1996, tho Company inidated litfptioaagai.Dlt OPU for coatribution to the remedial costs incurred by 
Chesapeake in COMection with complying with tbe ROD. At this time, management cannot lftdict the outcome 
of the litigatioo or the amount of proceeds to be received, If any. 
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The Company is currently enpged in investigations related to additional panies who may be PRPs. Based upon 
these investigations. the Company will consider suit against other PRPs. The Company expects continued 
negotia&ions with PRPs in an attempt to resolve these matten. 

In July 1996, the Company commenced the design phase of the ROD. which consists of on-site pre-design and 
investigation. A. preodeslp invesdplionreport ("the rcpon")was flied In Oclober 1996 with thti 2PA. The report, 
which requires EPA lplll'(Wal, provided up 10 dale starus on the site. which the EPA will use to detumlne If the 
remedia! design selected In the ROD Is still the appropriate remedy. 

In the report, the Company proposed a modification to the soil cleanup remedy selected in the ROD to take into 
accoun1 existina land me ratric:tioo that bans future development at the siie. In April of 1997, the EPA issued a 
fact shed Slatin& dm the EPA wu considering the proposed modification. The f14.-: sheet included an overall cost 
estimaae ofSS. 7 millioa for die propoted modified remedy and a new overall cost estimate ofS 13 .2 million for the 
remedy selected in the ROD. On April 30, 1997, the EPA held a public meeting to receive comments concerning 
the proposedmoctificlltion. A l&llcmentoo behalf of tho Company supportinl a reduced level of soil remediation 
was filed at the meetins. Attached iz the Company'utatement were lettcrl from the State of Dela wan and ON REC 
supportinc the Compmy's proposal. If the EPA elects to modify the ROD, the EPA will file an Explanation of 
Signjfant Differences ("ESO") for public comment before taking final action. 

In the dakd qlllltlrot 1994, the Comp1ny increued Its accrued liability recorded with mpece to the Dover She to 
$6.0 m.Dlioll. Tbiumount refleccedtbe EPA'• estima~ as ltltcd in the ROD, for remediation of the site ~I 
tothe ROD. Cumateldmatesformnediationoftbe site range from SS.7 million to $13.2 million, depending on 
the remedy selected by che EPA. At this time, it is manapmen1'1opinl<'" that no one amO\l'lt within the range can 
be deteunincdto be a beaerestimateoftbe c:oSt to remediatetbo site. Accordin&)y, the Company bas not adjusied 
its $6.0millJon aecruai. Tbe recorded lilbility may be adjusted upward or downward, depending on the outcome 
of tho EPA's coaaidondon oftbe remedy and die Company's estimate of die cost of the remedy selected. The 
Ccmpeny bas also recorded a regulatory asset of $6.0 million, correspoodingto the recorded liability. Managemert 
belieYes lbal in addition to the $600,000 expected to be cootn'buted by the Stale of Delaware under the SettJement, 
tho Compmy will be equitably entitled to cootn'bution &om other responsible parties for a portion of the expenses 
to be inc:urred in coaMCdon with the remedies selected in the ROD. Management also believes that the amounts 
not so c:oecn'buted will be recovnble in the Company's rates. 

As of June 30, 1997, the Company has incurred approximately $4.4 million in costs relating to environmental 
testiD& and remedial acdoa scudies. In 1990, the Comp ny entered Into settlement agreements with a number of 
insuraDc:e compen.ies ...wting in proceeds to ftmd actual environment.al costs incurred over a five to seven-year 
period beJinnina in 1990. In December 1995, the Delaware Publ.k: Service Commission authorized a process to 
review IDd provide recovery or all cwreot aod future unrec:overed envlromnenta.1 costs incurred by • means of a 
rider(~) to biM 1'111:1, appllcele to all firm service customers. The costs would be recovered through 
a five-yaramortiZlliaaoll'llt by d>e def med tax benefit associated with those environment.al costs. The deferred 
tax benefit equals the projecied cash now savings reallz.ed by the Company in connection with a reduced income 
tax liability due to the pouibilny of accetcnseddednctionullowed on c:ertain environmental costs when incumd. 
Each yes a new rider ride wiJI be calculated to become effective December I . The ri<kr rate will be based on the 
amoctiDdon of cxpcnditwes through September oftbe flllna years plus amortization of expenses from previous 
years. The rider reduces the adminlstratlvecosu of obtlinin&RCOvery of eovironmen•I expenditures. As of June 
30, 1997, the amount of environmental cost not Included In the rider, cfTecilvoJanuary I, 1997 wu $482,000. With 
the rider mechanism eatabllshed, it Is manqement's opinion that these costs and any future costs. net of the 
deferred income tax benefit, will be recoverable in rates. 
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Salilbllry Tow• Gu IJlllt Site 
In cooperation with the Msylllld Dlplrllnent of the Environment ("MOE'), the Company ha completed an 
assessment of the Salisbury mmdicand ps pllnt site. The ~smenl determined thal there was iocalized 
contamination of ground-Wiier. A raaedialdlsip report was submitted to MOE in November 1990 and included 
a proposal to monicor, pumpmd11'111 my c:onllmilllleclpound-W11teron-sile. Throu&h negotiations with the MOE, 
the remediaJ action wort pllD .. reviled wida final lppfOVal fi'om MOE obtained In early I 99S. The remcdia&ion 
proms for........, w milld 6-,._, _, 11111 to Air Sparalna and Soll-Vepor Exll'ICdon, multlna 
in a substantial reducdoft in a.mil OOlll. Durills 1996, the Co1np1ny completed consirucilon and bepn 
remediation procedura II the Salilbwy site Ind will be reportin& the remediation and monitoring results to the 

MDE on an onaoial bllil. 

The eo1tof remedW'.-ilM' nd .,... hm 1140.000 ro Sl90,000 per y• for .,.aina expenses. Based 
on lbae estimlled com. die 0 11,ray ...-. boab a UlbWty and a def med rep1atory met of S6SO,Oll on 
December 31, 1996. ID eowr the 0 a J •J'•projlcted,......ilfioa c:ost1 for this site. The lilbility payout for this 
site ii apec:red IO be O¥S a ... ,.. ....... Alof Jane JO, 19'7, die Ccmpmy hlS incumd lpprOXiaUllely $2.3 
million for,....... ........... .._.. llUdia IDd ... cllllpd IUCb COiia to ec:cumullted depncillion. 
In JIDUllY 1990.11110oqmy__.111Dllal1_..-wtlh1 ...._ofiDu'lnal compenlea rauldna 
in proceeds to ftlDd ICIUll ..WW-ml calll incllald owr a dne to fM.,ar period bePWn& in 1990. The 
final insurwe pnaeda wn 1111fL11•td md received la 1992. In De~ I 99S, the Mlryland Public Service 
Commilliaa ipproved ,,__, ., ... .wlroi .. 11•1 COlll iacunld dll'oup s.-nber 30, 1995 lea llDOUDll 

pwloualy ........... 111 .. lll'llldl TIM -- ippl'OVld tor I 10.~ lllKll1iZldoa period Wll 
$964,251. Ofdll 12.3 .... 111-nipodld ........ mppi6•Petely "21,000blaDOCbemrecovered1broulh 
1naurance ~·or l'IDliwd 1 2 'ht& ..-...c. It is mmeaem•'• opinion that thete C01t1 Incurred and 
future cot1s iucwald. llmr, •be~ la ntes. 

Wiater ea ... Cell Gm• 
The C41npmy la wawdy ~ ~ of a site in Winter Haven, F1orida, where tbe Compuy's 
predec•IOl'I -.11• end cml ,_ _., 611 cmlllr)'. A c.c.nlmdon Aaeumeat lleport ('"CAR") was 
....... jaedto die floridlDlpali •ofalvin IDlll Ploeec:tioa('"FDEP") in July 1990. Tbe CAil coataiaed the 
relUlllofacMHfl lllrv-dpdcmof....,_lltbelile. 11*1iaveqdpdomcodrmedJJmltedsoiland~ 

w.aer impedl llO die lilll ... Miida 1991, FDllPdftcled 1111 Cclmpm, IO conduct eddlrioaal invmtipdoos on-site 
to fully delinall 1119 wrdcal mc1 borlmalal ..._or soi.I mc1 lfOUOd-Wller impec11. 

Addilioaalciou•11111w'11a IHTl•'lll ldivities ..... ooDdJICllCI It lbe tile in late 1992 md early 1993. In March 
1993, a OW-....... A111111M111 Rlpol'l Ad ...... ("CAR Addmdum") was deUwred to FDEP. The CAR. 
Addendum c:oacll 1hd tbll IOU IDd pound-WlllW ....... have been adeqUltely delineeled 11 a result of the 
additiooa1 field wade. The PDEP approved 1111 CAR and CAR Addendum la March of 1994. Tho nut *Pis a 
Risk Aaeumeat{"'L\.,IM a Femibilky Siad)' ('"f'S., oa lbe a A draft or dMt RA wt FS wae filed with the 
FDEP durina 1995; lloaaYtr. die RA ...S PS .. DOI CDlllP .... .U ICDlpied 11 &.I by the FOEP. OD May 10, 
1996, the Compmy ...-!Did ID PDEP •Air Sp1rsina and Soil Vapor EX1nCdoa PilOI Study Wade Plan for 
FDEP'sreview IM lppnMll. '1111 Work Piii ~die C4lnpmy'1propoulto undeitlk.t• AJr Sparaq and 
SoD Vapor Elllrlcdaaplot lllidy ID.-..... the 6c:dw •mof air lplll!aa as a pound-wller remedy combined 
with soil vaporeaaw:duu11 lbe lill. Tiii C _,.., II wneady awaidas Fl>Era eommeDC1 IO the Wade PlllL It 
is DOI pouible IO dllirmine ......... n• I •I .... will be rtqUld by PDEP and, if so, the COit of such 
remedillion. 

The Company bu lplDl~S661,000oa .._. laYeltlptiouuof Juno JO, 1997, wt expectf to recov• 
tbaeexpeo111,11 .. •mr ..... 111111an1,dlrouPbele..-. T'halCGlllbave tie.I accaudld for 11 chirps 
to accumullltedcletwrlttir n.ec.p.ay NqU••• d Ind received tan lbe Florida N>lic Service Commillkia 
('"FPSC')approvaleo ....-....... bw ,_ S359,6'9of clcwlp and removal COltS incurred u of December 
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31. 1986. As of December JI , 1992. lhlle ci-. _. fUlly ...ortized. In .._..,, 1993. the Compeny received 
approval to recover, ~ bae rlla, ...,_ilnltety S217;000 in lddidoMI cosu related IO the former 
manufactured gas plant This mMUnl repr11-recowayofS 173,000of coses incurred from Jlmm)' 1917 darouafl 
December 1992, IS well 11 pnllplCtiw NCOWll')' of ......... ftllure COiia whidl Md not yet been incurred at lhal 
time. The FPSC has allowld for........_ or ... COlll O¥Ct 1 dne-~ period and provided for raac base 
lrclbnent for the unamortmd ballnce. ID I ..,.... docUt before lhe FPSC, lht Comp1ny has requested and 
received approval to apply ...... of 1991 CMI ....... of approxUulely SI 11,000 ..... thc balance or 
unamortizledenvironmental dllrps lacaaed •of Decanblr 31. 1992. As a result. these environmenlal c1wJa 
Were NII)' amonil.edll Of .... J994, '1111 fPSC lsmed • onlef in January 1997, applying I refund Of $292,000, 
pertainin& IO 1994 and 1995 0wtr • kp. ._... .. ....._ ol mamortimd •vironmenlll chirps. Of thc 
S661,000 in COICS reported liNM. all 0.-.............. in& beMIWit. The FPSC has allowed the 
Company IO continue IO .... for ................ CICllll. At June 30, 1997, tho Complny bll 1424,000 
accrued. It is m··rn•'•opWoa 11111 .... CGlll. lrmy, will be recov...,le in raacs. 

Smyru Coal Gu Slet 
On August 29, 1919 and A..-4. 199J, r.-wllllldva of DNltlC cmallllalld lmnpllna oa propeny owned by 
the Compmy in Smyru.Olllwn. 1111111 ; •"1 ii believed IO bl tlll loclldaaol 1 fonnermanufacbndps plant. 
Analysiaoftbe ........... by DNUC .... 1 ......... of IOU,...... ..... 

On Nowmber2, 1993, DNIBCldvlllddleOnpmydlll ii would ...... rmedlldoltof lbe IOU COMDinldoa 
under the -·1~1 t JI DI a • Act -9 aubadaed a chft C•1• Decree CO the Company for ill 
review. Tbe Coni;my-willaDNIUICp111 I ill O.C.ber 1993 to..._ tbl scope of any remediadoa of 
tho aite and fn '-1 .... •· •h II a pat; t 11 II ..t plm. topdllr wllb "'llUDlllll on the propoeed CGment 
Decree. TbeftllllWcn•w ' h •••1111 blr%7, 1994. DNREC1111.,..owc111aewcnP1aa.t 
tho Comeat l>ecNI. f RI I Ma ..... • .. WGlk ... W C ~ D plltfd ill 1995, M I COit of approximately 
S263,000. ,ID Jw 1"6. 111101> ,.,_, l'IClllwd .. ~of compledm hm DNREC. his manapmeat'1 
opiniaa 11111 lbae com wlll bl flCIMl'lllll 111.-. 
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MANAGIMINT"S DllCU ION AND ANALYSIS OF FINANCIAL 
CONDITION AND RESULTS OF OPERATIONS 

RISULTS OF OPERATIONS FOR THE 
QUARTER ENDED JUNE 30, 1997 

The Company recopized net halll of 1692,141 for the dvee lllOlllhl ended June JO. 1997, rtpresenlina 1n incrcuc 
In net income ofl206.$30u COnlplll'ld ID die cormpondln1 period lD 1996. The nnancial results for 1997 1nd 1996 
includetheopcretina,..lllorTri-C.-yO.Company. Inc. ( .. Tri-County"), which was acquired on Msdl 6. 1997 
and was accounted fGr • a pooltlsof lncerests. Al indicated In the table below, the Increase in eaminp before interest 
and taxes ('"£Brr') ii dDe to h"'* ..,.inp by the natural gas ll'lnlmiuion Md adwnced infonution services 
segments coupled widt a Nduc:doa la ._ blln interest Md taxa ("LBIT') by the propene dilCributlon sepnau. 
These were .,.ually ... by a decn111 la E8IT c:ootributed by lhe ucuraJ gu disiributlon sqment. 

FOR nlE QUARTER ENDED JUNE 30, 
mz m6 ca.a 

Eamtqa ..... ·--•Ill• 
Nlblrll 0. D•hdca s 991,202 s 1,126.234 s (121,032) 
Natural Gal Tr-an""°" 696,171 641,919 54,119 
PropwDllD ... (311,326) (633,923) 322J97 
A~ lafoa..- Serv'- JI0,217 2$6,162 $4,0SS 
EH•IMdcw A Odm 104,0SI 172,131 (61,773) 

TotalEBIT 1,791,029 l,J63;293 234,736 
Opendna ..... ,... 319,0SI 471,902 (19,144) ....... m,714 670,477 109,307 
NoD-Openlill& 18caD1, Nd 63,654 n,391 (1,743) 
Nee IDCCllDe I ln:AI I U~Jll I 2~.?!~ 

Nablnl G• Dlltrtbtttloe 

The natural gas dillribulioa ...,_. reported EBIT ots991,202 for the sec:oad qUlrter of 1997 as compwed to EBIT 
of Sl,126,234 fortbe com11poolflaa period ... yar-adecreue ofSl21,032. The decrease in EBIT ls due to an 
increase in operltina expews moldy oftlllt by• iDcrase in poll margin. 

FOR nlE QUARTER ENDED JUNE 30, 

JJ!Z 1226 a.a.a 
Revenue S IS,111,302 S IS,602,300 s 209,002 
Cost ofO. 10,669,154 10,727,790 (S7.936) 
GrouMlr&in 3, l" i ,UI "·114;s10 266,931 
Operations ct Maiateunce 2,736,60S 2,426,999 309,606 
Deprec*ion ct AmortiZldoa 719,003 7«,4S3 «,SSO 
OtherTaxea 617,631 ~76,124 40,114 
EBIT I 9910202 s l,1St23'1 s (121,M2) 

The increase in poss -sia it primlrily dae to 1% colder lhlll nonnal tempentures in our northern service tenitOf)' 
which resulted in a 4% lacnlloln dellverielto midentlal and comrn.dal cuatomen. Operation• cxpenaea inc:reued 
in the areas of dbbibudoa, letaJ, daca proceuina. uncollecllblet, bcneftts 1nd reau latory related expcnaea. Malntenan:e 
expenses primarily increued in mUll, _... and repllllon. OepRciatioa and amordzarioa expeose IDcreeled due 
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10 plan1 placed in service durina the past twelve monlhs. Olher taxes were higher due 10 m1enue related taxes Ind 
property taxes. 

The natural gas transmission sepnenl reported EBIT of$696,171 for lhc leCOnd qull1er of l 997 u compered 1.0 EBIT 
· of $641,989 for the COtTeSpOndina period lut ,ew- m increllC of $5'.119. The lncrasc in EBIT ii primvily due 

to an increase in gross margin romewhlll oftiel by hisher expenses. 

FOR THE QUARTER END£D JUNE 30, 
mz .m6 a.a 

Revenue s 6.673,540 s 7,660,939 s (917,399) 
Cost of Gu 4,177.330 6,016.536 (1 ,139,206) 
GrouMqin 1.MJ10 1,644,403 Bi,I07 
Operations & Malntenm:e 774,055 707,124 66,231 
Depreciation & ~ 222,611 191,332 31.356 
Other Taxes 102,Sl9 103,251 (669) 
EBIT I 696J71 s 641)19 s 34,119 

The gross mqin increase was prillllrOy tbe ,_.of a rMI m-11111 wenl lllllO eft'cct mid-April n. ~ r11et 

are subject to refund pendinatbe._._,,_ollllllnlbcn ~O.. C....,'1("E-.Sbore")n1e-.. 
filiqwitbcbefcderalEnerJY'••.....,..O 1 lnl•('"l'llC'). OW-lliow.tm ' r cemqiea•ba11rrd ID 
theareasofleplfeeundaml I note I 'llim9q111Fmta1. Dep'lcilldoa.tmordzldoa incn•1ddueto 
the capital additions placed In..-darbts•p111tw.eve IDGlllba. 

As previously reported. £-. ... 8led ... nae • llllnvilled 1ppllcldaa for. blDbt cerdflc:lte of public 
coovenienceto provide open accm ........... _... llilapecs.dtbllopm ecceu tramportadoa .-vice wouJd 
be implemented in the aecond bllt of IJP7. 

... •••• IMllrllMltloa 

For the second quarterof 1997,tbepGfWclillrilludaD...,....aplrimced a LBIT ofS31 l,326. 1beae .-.ha were 
more favorable than lhole ecbln9dfor cbe 001111p1111cliq ..-of 1996, with the ICpDlllll rec:oplzina a decr111t ID 
LBIT of$322,597, or 51 %, over cbe woad qull'lll' 1996 LBIT of S633,923. The decr1111 ID LBIT waa Mlribulable 
to lower operating expenses .,.uly oftMt by a dlcru 11 In pw -sin- The l 997 Ind 1996 flnw:ial relUhs of the 
propw distnl>ution sesment lncladl ... °"' ... ,_... ofTri.co.y. 

FOR THE QUARTER ENDED JUNE 30, 
.1!22 UH a.. 

Revenue s 4,370,l71 s 4,350,153 s 20,ru 
CostofGu 2.361,212 2,107,997 253,215 
Oross Mqin 1069fii6 2J41156 (232,490) 

Operations & Mamll•rnc:. 1,901,541 2,347J90 (445,149) 
Deprecialioa & A1DClltizldon 291,622 427,412 (121,l60) 
Other Taxes 120,129 101,207 19,622 
EBIT I l!l i,316) I ~!!,·ml I J22;3" 
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Thcdecrtutin VoAm1t1ln ltdle prfm1rllyto I reductim in sales prices partially offset by an Increase in deliveries. 
Oper11lon1and main1enanccexpensesdeclined prim~ily in the areas or legal fees. outside services, compensation and 
insurance. Depreciation and amonizationexpense decreased S 121.860 which is primarily the result or a non-compete 
agreement which became fully amortized in November or 1996. Other taxes increased due to property taxes on capital 
additions in 1996. 

AdvHccd llfonHtlon Scrvkn 

The advanced information savic:cs segment recogniz.ed an EBIT or SJ I 0.21 7 and $256. 162 for the quarters ended June 
30, 1997 and 1996, rapectively. This incrcuc In EBIT ofSS4,055 is attributable to higher revenue sli&htly offset by 
increased operatin& expenses. 

FOR THE QUARTER ENDED JUNE 30, 
mi ~ ~ 

Revenue $ 1,911,836 $ 1,798,823 $ 113,013 

Operations ct MainfftllDC:e 1,502,886 1,441,970 60,916 
Depreciation ct Amortization 24,4&0 36,234 ( 11 ,754) 
Other Taxes 74,2S3 64,4S7 9,196 
EBIT s 3100217 s 236,162 s sa.oss 

The increase In revenue ls due primarilyto m lncrase iD c:oosuJtingand resource services revenue. Operation expen.ses 
were higher, primarily compemedon expeme. . .. .,.... 
The increase In lnterat expense is .ea cimled widl hi&ber sbort-tmn borrowing balances, u compared to the same 
period last year. 

Operatt.1 lacome T11a 

Opet11ing income taxes decreased by $19,144 because the 1996 LBJT for the propane distribution segmenl does nOI 
include income we bcnefrts,sinc:eTri-Countywu 1 subc:bapcerS corporationpriorro the acquis!!ion in the fust quarter 
of 1997. 
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RESULTS OP OPERATIONS FOR THE 
SIX MONTHS ENDED JUNE JO. 1997 

The Company recognized net Income ofS4,058,953 for the six months ended June 30. 1997, repraentlna 1 dec:rase 
in net income ofS2,427.515as coaapwodlO dac conapondinaperiod in 1996. The financial results for 1997 and 1996 
include the operating rcsulls of'fri.Councy. As indicaled in the table below, the decrease in EBIT is due to lower 
earnings in the distributioaand ~ sepncnts, offset by increased earnings in transmission, advanced infonnation 
services and other. 

FOR THE SIX MONTHS ENDED JUNE 30, 
m:z .1!26 CbaDu 

s 4,419,76S s S,882,954 s ( 1,463, 119) 
1,314,290 1,197,0IS 117,205 
1,390,147 3,077,269 ( 1,686,422) 

721,300 565,955 155,345 
324,467 216,574 37,893 

1,176,669 11,009,137 (2tl39,161) 
2.661,602 3.257,947 (S96,345) 
1,571,931 1,412,961 165,963 

121,117 147,546 (18,729) 
s 4,DJl:JU s 6,416,:i&I s (2,42'Jl5) 

Nae.nl Gal Dlltrlbtltloa 

The natural pa distn'buticm ....... NpCllfild EBIT ofS4,4 I 9,765 for lbe ftnt six months of 1997 u compU'ed to EBIT 
of SS,882,954 for the cai1t111 aed'• period lalt yw. Tbe deauH in EBIT is due to a reductioo in pou margin, 
coup!ed with increased ~ 

FOR TIIB SIX MONrrlS ENDED JUNE 30, 
.mz .1!26 CllDp 

Revenue s 42.290,107 s 43,311,721 s (1,028,614) 
CostofOu 29,639.265 29,791,sn (ISl,312) 
GrossMqin 12,630,Ul 13,s27,IU (176)02) 

Operations &: MaintenlDCI 5,JOl,144 4,152,157 455,981 
Depreciation &: Amortizadoa 1,576,419 1,486,506 19,983 
0th.a Taxes 1,346,444 l,30S,S27 40,917 
EBIT s 4,419,765 s 3,112,93" s (l,"63,119) 

The decrease in gross margin is primlrilydlaeto firstquarterlelDpnlUmwbich were 14% WM'lna'tban the first quart« 
in 1996, resultilg in an I I% reduc:don in dellvaiea duriDa dial period. Operations expenses increued in the areas of 
distribution, legal. data processin&. beneftls md repllloryrellled expemes. Maintenanceex1ieaHS primarily Ina-eased 
in mains, meters and regulators. Deprecildoamd llilOltladoa expense lncreued due to plant placed In service durina 
the last twelve months. 



• • 
N•t•nl Gas Tnn1nalssion 

The natural gas transmission sepnenl reponcd EBIT of S 1,314,290 for the first six months of 1997 u compared to EBIT 
of Sl,197,0IS for the c:orrapondina period Ilsa year- an inause of SI 17,20S. The increase in EBIT is due to 111 

increase in gross marpa sli&fttly offset by 111 increase in operaaing expenses. 

FOR THE SIX MONTHS ENDED JUNE 30, 

J.222 .1!26 C.blau 
Revenue S ll,733,S93 s 19,370,231 s (636,638) 
Cost or Gas IS,254,182 16,020,614 (766,502) 
GrossMqin 3,479,41 I 3,349J47 129,164 
Operations .t Mainlaaaac:c 1,510,372 l,S51,369 (47,997) 
Depreciadoa .t NDolUzlliou 44S,376 312.663 62,713 
OtherTaa 209,373 211,430 (2,0S7) 
EBIT s IJl4)90 $ 1.197,oas $ 117Jos 

The gross marJia incr-. Wll prillllrUy die Naik of a 1'111 increue .._ w.a into eff'ect mid-April. The blaher r11e1 

are subject to rtftmd pmdita the fllll OlllCOme of die Eal&mn Shore rife increue ftllna with the FERC. Operadons 
and malnteuDce flll*l• da1111d ID tbe mw of compenpdon IDd dlla processtna. 1bae reduc:doos were 
somewti.lo&etby an m-ID lepl r... Deprecildoaand amortmdoainaweddue to I.be Clpka1 llddidoaspllc:ed 
in service durlna tbe pal twthe IDClllllla. 

The propme dilcribudoa aepaeat recoplwd EBlf of Sl,390,U7 for I.be ftnt six months of 1997, 11 compnd to 
$3,077,269 EBITfartbellxmoadaalDdldJw30.1996. '11111Danc:ialreaullafor 19971Dd 1996includetbeopendrw 
resuhsof'Tri-County. Tbe decr1ne ID BBIT ofSl,.616,422 w primarilydue to• reduc:tion in gross awsJn, aomewhal 
offset by lower expeow. 

Revenue 
CostofO. 
GrossMmpa 

Opendom&Mllntawlce 
DeprecildaD .t AmartiDldoa 
OtherTax11 
£BIT 

FOR 11fE SOC MONTIIS ENDED JUNE 30, 

J.!22 
s 15,541,906 

9,033,868 
6,313,031 
4,259,712 

517,177 
216,602 

s IJ90,U7 

.1!26 
$ 19,104,053 

10,16S,446 
1,931,607 
4,742,956 

154,040 
264,342 

s 3,on:m 

CblDa 
S (3,5SS,147) 

(l,131,S71) 
(2:423,369) 

(483,244) 
(266,163) 

12,260 
s (1,616,422) 

The decrease in gross mqlD oc:c:uned I* I w'ily .... tbe ftnt quarter when uJea volumes and mqln etmed per 
gallon sold dec:lined 2 " ' llld ~ rllplCdvely. n. dlclm rau1ted &om WlnD temperatura oxperienc:ed dwina 
the first quana-of 1997. Opaldoua IDd = I ....... ...,...... declined in ....... or legal fees, outside scrvk:cs, 
compensation and lnsuranc:e. Deprec:lllioaandamortlzldonexpe1111 dec:reased Sl21,860 which is primarily the result 
of a non-<:0mpete apecmenc wbk:b ~ ftaUy llDOltiDd In November 1996. 
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• • 
Adunctd lnformatloo Servlca 

For the six months ended Jime 30, the advanced information KtVlces segment recogniz.cd an EBIT of S72 I .300 and 
$565.955 for 1997 and 1996, respectively. This increase in EBIT of $155.345 is the outcome of higher revenue and 
lower operating expenses. 

FOR THE SIX MONTHS ENDED JUNE 30, 
.1.222 1226 '11Am 

Revenue s 3.903,552 s 3.818,823 s 84.n9 

Operations & Maintenance 2.955,961 3,022,919 (66,952) 
Depn:ciation & Amortization 50,763 72,348 (21,585) 
Other Taxes 17S,Sl2 157,601 17,921 
EBIT s 721,300 s 363,933 s 155,345 

The increase in revenue priman1y occurred in consulting and resource services revenues due to a rise In demand for 
progress training and prosrammen. 

Interest 

The increase in inlerelt expeme is associated with higher sbott-tcrm bon'owing balances, u compared to the same 
~riod last yc1r. 

Operating Income Tua 

Operating income taxes decreued S596,34S due to a reduction in EBIT and the lack of income tu expense recorded 
by Tri-County in 1996, ofliot by a ono-time expense of $318,000 recorded durina tho first quarter. The one-time 
expense was required to cmbUsb deferred income taxes f« Tri-County Ou Company, Inc., acquired durina the first 
quarter of 1997. Prior to the acquisitioo, Tri.county Gas Company, Inc. was a SUbchapter S Corporation for income 
tax reporting; therefore, no defemd income taxes were rec:on:Jed on their balance sheet. ln addition, the Company's 
1996 restated financial statements do not inclu.deany income tax expense on EBITreported for Tri-County due to their 
1996 Subchapter S IUICUI. 

Environmental M9tten 

The Company c:ootinues to work wifh federal and state environmental ageocies to assess the environmental impKU and 
explore corrective acdoo • several former ps manufacturing plant sites (see Note 4 to the Consolidated Financial 
Statemenu ). The Company believes that any ftrture.costs associated with thete shes will be recoverable in future rates. 

FINANCIAL rosmoN, LIQUIDITY AND CAPITAL RESOURCES 

The Comp&ny'ac:apltal requlremcnta ref1cct the capital totensJvc natu~ of Its business and are attributable principally 
to Its constn1ctJon progr11n and the retirement of its outstanding debt. 1be Compmy relies on funds provided by 
operations and shori.term bon'owinp to meet normal woB.ina capital requirements and temporarily finance capital 
expenditures Dllrin& tho tint aix months of 1997, the Compay'a net cash now provided by operating 1e1lvldea, net 
cash used by invcstin& 1ctMtiet IDd net cub Uled by financlna' acdvltles were approximately $12.0 mlllloa, $5.7 
million and S7. I million, rtspecdwly. Due to the seasonal nature of the Company'• business, there are substantial 
variations In the ruults of operadoas rq>Orted on a qual1Ctly bail. 
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• 
The BoardofDilclonhal....,...IMCGllpifty &o ~up 10 S20 mllllon from blnks and trull companies. As 
of June JO. 1997, lhe Company had four SI million unsecured benk lines of credit Funds provided from that lines 
of credil are used for short-renn Clllh needs to meet seasonal ~·orking capital requirements and to fund ponions of its 
capital expenditures. TheoutsaandinabalanCllohhoft-tmn borrowin1111June30, 1997 and 1996 were $9.9 million 
and SI 7S,OOO, respecdvdy. 

During rhe six monlhl ended June 30, 1997 and 1996, net. propcny, plant and equipment expenditures were ·. 
approximaaely SS.7 million md $5.4 million, respectively. For 1997, lbe Company has budgeted Sll.9 million for 
capi1al expendilura. The c:omponentsoflbil amounl include Sl.5 million for natural p1 distribution, $4.S million for 
natural gas trmllliall. SJ.I awtoa for environmental rellled apeadlhm, S 1.8 million for propue dislribution. 
SI S0,000 for advmced lnfonudoalSVices, wilb lbe remainq SI S0,000 for compuler, office equipment and general 
plant. The nlbnl .- md pnlplM e:xpmdilUres .e for expansion and improvement N.iural p1 transmission 
expenditures .. ID impro¥t lbe pipellM ~ md campl1doa oflhe Oellware City eompmsor ltldon. Financina 
of the 1997 CCIDlllUC:daawill bl pnMded prlllllrfly by short"'*1n banowinp IDd cub from operadonslDd the ilsuance 
of :he loag-camdlbe. la lbe tbarda ...... ol 1997, the Company apects to fuaa.Uze the luuance of SI 0.0 million of 
senior DOleS due in December 2007. Tbe c:omtructioa propwn is IUbjec:I to continuous ~iew and modJflC8tion by 
m1n1gement AdUal CClllllnetiooapenditurelmay ~&om the lbow arim*5due to 1 number of facton includilw 
inflation, cbaasiDa mic coMllioal, replldon, IOld powlb and the cost and availability of Clpital. 

The Compeny apldl to illcur mvacim.,...1.relllted expend.._ in the f'ubn <-Noc. 4 to the Coasolidakd 
Financial Stllellltlltl), 1 pafticm of wbk:la may need to be ftDlnced lbrouab external IOUtCCI. Manlpncnt does noc 
expect such firwwirc to haw 1 -W ldvwse d'fecl on the fiawial posidoa or c.pilaJ resourc:a of the Compay. 

1be Company ii OOl'dae11•lytv1 ...... DIW .,..._ opportunltieamd .cqulsidomauch u Tri-County. The Company 
may need to obailn flM dn&ID c 1 Jj t hi wtlb my ftlml oppolUtidel or KqWlltions. Maaaaanent will coasidcr 
lbe impec:t of l1ICla tin 1 cill • ... ftnecial pcllklaa ollbl Company in ila tvaluldoa of lbe buainea opportamity « 
acquisition. Suell fiMndap .. DOI ..,..U ID IMIVe a -"' ldwne eff'ec:t on lbe ftnw:laJ position or capital 
resources of lbe Compmy. ' 

As of June 30, 1997, c:ommoa equily ...,.__ 63.5% of pennaneot C'8pitalization, compared to 60.7% u of 
December 31, 1996. T'bl eompmy remains oom•iaed to maintaininaa aouad c:1pila.l 11Net1n IDd lb'Oa& credit ntiQss 
in order to provide the ftalDCial flatilily...-. to Keell lbe c:apitaJ marteta when required. lb is commitment, aJoaa 
with ldequale IDd dmely l"lle relleffar lbl Ccmplny'a rqullled opmdom, helpl to ensure tbll the Compuy will be 
able to aur.ct capital hm OUllide IOUftlel II a NUOOable cost. 1be Khiovement of these objectives wlU provide 
benefits to customen and creditors,• well a lbe Q>mp111y's investors. 

'/ 
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PART II 
OntER INFORMATION 

• 
CHESAPEAKE UTILITIES CORPORATION AND SUBSlf\l~RIES 

Item I: Lepl Proceedilp 
See Noce 2 to lhe Consolkllled finMCiaJ SWcmcnts 

Item 2: Changes in Securities 
None 

Item 3: Defaults Upon Senior Secwidel 
None 

Item 4: SubmillioD ofMlaln IO. VOii of' Security Holden 
The A-a H1 •daa ofSladdaolders wm held on May 20, 1997. Proposals as submitted in the proxy 
statement ..... ~ - • follows: 

I. AU 8olld of_,. dlr-'-_.elected to 1111 dwa indicated la the proxy ltalement 
2. Rid~ oflbe 11llu• oflbe Compmy'1 ~ IUdkon duough the fllc:al yar mdin& Dec..._ 31, 1997w1p110Yecl 

Item S: <>mer lnfcw_.t'll 
None 

Item 6(a): ExhibilS 
Exhibit 3 - A....._.tolbe BylawsoCCbalpeakeUtilltiesCarpcntion.eft'ec:dveJuly 11, 1997,are 

fllldlMiwwldL 
ExhH>it 10 - Form oldie 8ucudvw Bmployment Asreement dated March 26, 1997, by and belween 

Cl plb Udlidea Corpandon md wb of Rllpb J. Adkins and John R. Schlmkakil. Is 
IUbmiaed a..widL 

Exhibit 11 - Comp..._ of Primlry mcl Fully DiJuled Eaminp Per Share is submitted herewith. 

Item 6 (b): Rcporu on f«m 1-K 
None 
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SIC NATURES 

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be 
signed on its behalf by the undersigned, theTeunto duly authorized. 

CHESAPEAKE UTILITIES CORPORATION 

Isl Michael P. McMaslers 

-----
Michael P. McMastm 
Vice President., Chief Financial Of:fic:er and Treasurer 

Date: August 13, 1997 
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• • 
CHESAPEAKE tJ'm.mES CORPORATION AND SUBSIDIARIES 

UH181Tll 
COMPtrrATION Of PIUMARY AND FULLY DILVTID EARNINGS Pill SHARE 

For the Quider Fortbe Six Months 
_ Ended JU"!. ~.!>L{.! l. .Ended June 30, 
li21 1.996 -122, - ·- 1996 

Primary carninp per llwe Cllculatioe: 
Weighted averap numblr of .... 4.4ff.?6f 4,428.ffO 448 467 4 4 07 

Consolidated net iDcome $692.841 S486.31l 486468 

Primal)' caminp per ablre $0.IS $0.IJ. S0.91 1.47 

Fully diluted cariDp per.._. CIJn• ...... : 
Weighted avenao number or-. 4,417,954 4,428,860 4,481,467 4,414,307 
Contingent lblrea rellfed II ...... 

convenioa of convediMe debl 
Weighted awrqe number of..__,.. 

240.137 242.761 240J39 2441059 

lull dihdioa 4.m,021 1.§71.621 4,1.!l .fO§ 4,6SJ-J# 

Adjusted income 
Comolidlled .. iDcolm $692,841 $486,311 S4,0Sl,9S3 $6,486.468 
Interest OD CODvmtibJe dlbt 14,030 M,71S 167,275 170,338 
Leu: Applbble mcc.. taes o;m1 {33~J9) {6S,237) {661432) 

Adjusted net income 1744.922 ssnm 14.169.991 St,590,374 

Fully diluted eamiap per .... 19.16 $0.12 19.88 Sl.41 .... 

(1) Thia caJculatioD ia 1111!11i'Sed iD ICCOrdwe wida a..,ahdoa S-K item 601(bXl I), aJlbouab 
it iJ contrary to ....... 40 of APB Opiaim No. 15, bccw it produces ID aad-dilulivo 
result for tho quarten ended JuDt 30, 1997 and 1996. 
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CHESAPEAKE UTILITIES ~TION • EXHIBIT& 
1997 SUMMARY OF E.,._ CN'ITAL IXNNDITURll 
DISTRIBUTION UTILITY PLANT f 

AS OF SEPTEMBER 30, 1997 
UNAUDITED 

PLANT TOTAL 
ACCOUNT 1897 CAPITAL 
NUMBER DESCRIPTION ESTIMATED 

301 ORGANIZATION so 
302 FRANCHISE AND CONSENTS so 
303 INTANGIBLE PLANT so 
304 LANO AND LAND RIGHTS $19,321 
305 STRUCTURES AND ~8 $215,988 
311 LIQUIFIED PETROLEUM $1,075,154 
374 LAND AND LAND RIGHTS $2,373,649 
375 STRUCTURES AND IMPROVEMENTS $484,406 
376 MAINS $727,754 
378 M & R EQUIPMENT - GENERAL $109,144 
379 M & R EQUIPMENT - CITY GATE $121,915 
380 SERVICES $1,087,140 
381 METERS $309,529 
382 METER INSTALLATIONS ~. $185,950 
383 HOUSE REGULATORS $143,181 
384 REGULATOR INSTALLATIONS so 
385 INDUSTRIAL M & R STATION $428,243 
387 OTHER EQUIPMENT $83,758 
389 LAND AND LAND RIGHTS so 
390 STRUCTURES AND IMPROVEMENTS $287,502 
391 OFFICE FURNITURE AND EQUIPMENT $193,864 
392 TRANSPORTATION $455,164 
393 STOPC::S EQUIPMENT so 
394 TOOLS, SHOP, AND GARAGE EQUIP $40,325 
395 LABORATORY EQUIPMENT so 
396 POWER OPERATED EQUIPMENT $8,350 
397 COMMUNICATIONS EQUIPMENT $8,338 
398 MISCELLANEOUS EQUIPMENT $181,337 
399 OTHER TANGIBLE PROPERTY so 

TOT Al CAPITAL EXPENDITURES ,5~990 

SQUBCES ANO uses OE FUNDS 
The proceeds from *><*and debt la..ae wlll be used to admlnlst8r the 

Company's Retirement Savings Plan, Performance Incentive Plan, Autom8tlc DMdend 
Reinvestment and Stock Purchase Plan and Convertible Debenb.nl, • well •• for other 
corporate purposes Including, but not llmlt9d to, worWng mpbl, retirement d ahort-term debt, 
retirement of long-term debt, capital Improvements end/Of 80qUllltionl. 



• 
EXHIBITS 

Sources and Uses of Funds Statement 
and Construction Budget. 
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E :: : .: : ~ \' E ~ 
C"O",. 0" AT I 0 N 

March 17, 1911 

Mr. BNce H. BUIC8t 
Executive Dlredar' _.,, 

ee...... Public 8elYiol conn Jr •• 
881 Sliver l..IM Boulevlld 
Suite 100 
Dover, DE 1"°4 

-· 

c.:- •'"'"'..,J 1 ··11·~3 ., .,,, 'U ,., {. .... I • 

c::.~·. · .. . · .... : .~ . .:,.c. 

Please find encloeed • ._.. ....... ooplll of_..,. 8IMlldmerlla to the •boY•menUoned 
Applatlon, wttldh w ,._...., ... wlb .. DlllWlW9 Public Sefvlce Commission on March 
2, 1198. The ame11d1Mnta thll we .. enc1D1111g .......,. lndude the fOlowlng: 

llllllllC 
' /•".:' 8dllllllull No. 1 

. ....... No.2 
8cMdlllt No. 3 

In addlUon, Pllt "5• of thll ~ ........ naw rMd •follows: . . 
8ubjed to ......................... faith In .... Merger AglMmeN. a..peau 
propo199to ... •...,. .... ,"of 88WC 21,000...,. of Ch111P91ke common 
stock. ~-.. ·pufdlw of the ltock of awe~ Cheaapeau'• 
IUbsidllry, cPlt ..... CPK ...a ... 88WC lnlend to merge, wllh 8SWC being the 
IUIVlvtng ... 

.;~ 

These arnendmenla,...... • change In the number of....,.. of CheHpt•IM stock to be IAued 
In the trllnucllan hm 11,000 to 21,000. T"9 Oltgllwl Applc8llon lnc:ludld one piece ~ property 
which Is no longer s-t of llil tr'MSllc:llon, .,...._ ,......,... In a deal•• of 1,000 ......_to be 
lslued. &duding the m.lgl In 1lle runblr flt ........ tMI draft Mllger AglWnefll th8t WM 
Included u pM of the ortglMI ~,_not.........._ changed. 

If you h8Y• any quetlllona wltt NSplCl to the ebcw• or the amendmenD lltUched hereto, pleue 
do not hesit8le to call ....., 8elh Cooper al (302) 7M-e015 or myself 6it (302) 734-8791. 

-, 
Sincerely, · 

~~~~ 
MlchHI P. MGM ...... 
Vice President. Tre..,,.., & CFO 

cc: Wiiiiam A. Denman 

Chetl1tHlse Utlllttes Corpor•tlon 

909 Silv•r L•h loul•wud • Oo11er, D•l•wu• 19904 • 302 . 7H .6799 • 302 . 734 .6750 I tu 
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- - - - - - - - - - - -e.t - - - - -· -CHESAPEAKE UTIU1lES CORPORATION 
Annullml COi.., 1 II Income ...... It PIQ93of4 
For .. TWllve ...... Ended ~301 1•1 

UfWJDITED 

PROFORMA 
ACTUAL AFTER 
BEFORE ISSUANCEOF 

ISSUANCE ADJUSTMENT EQUrr( ~ 

OPERATING REVENUES $124.-.424 IO 1124.-.424 $1,531,831 $129,20l,082 

75.830,932 75,830,932 0 1U30.m 
'· 

...... ..... 1,223.0IS %1,1%1,IZT 
rt ....... _ 2.211.B 2.211.551 n.ea z.-.-
~'. Dlpl•lrla;1•~ S.31S,011 5.353,018 11.- S.414.572 
;~:· T......._._. ..... ,....,, 3.124.131 .... 1.-.-

a.1-.411 a.1-.•11 3US1 ~7.U 
-

Ta111 Opa•c • .. •• • UU1___UO ~'- - - 11U1UG 1.45482 111.071.215 
i.: a,oa:m 0 UU.111 ..... ,.~ !, 1S1.7f7 O:'-l 

' 
onB 1CC•NGOf.DUCTloN8 -~7 0 S771M7 1,2!0 !?U3'7 

:·· 

~--=oRE INtlRE8T CH.+.RGE8 ua.1• 0 !,90,18 ··- U11.0t 
,! '' 
-- - _,_ - '-

•,,; ' 

i.m.• •.ooo 3,G24,151 0 3 ...... i 
m.111 (512.llO) 11.• 27,111 •.115 : -~ 

...... m. 247,131 247,131 0 247.138 
~GfDllltEJlpeclle 115.UZ 115,132 0 115,132 
c...-~ 0 0 0 0 
AFUDC (12,114) (82,984) 0 (82,194) 

Tatll I ....... Charges 3,244,141 122.~ -3,~_,_4'_1 _27,51j 3,383,980 

TOTAL NET INCOME $5.115.917 ($122.320) $5.083.817 _ - ~.787 $5,122,454 
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-----------------'W- 1 CHESAPEAKE UTIUTIES CORPO' (ATION 

..,, 

Sctlldule No. 2 
Rllll of Rllum, AaUll Annumlmd Ind Pro Fonn11 
Far the TWlllve Manlhl Encl9d S!pl!rMlr30, 1917 

UNAUDITED 

e : ,-.n1 a1 tncAmt 

1 Op11•11 ...... 

3 ......... (lncludlng 0 ....... ) 

4 Opllllll19 lncame (1-(2+3)) 

5 AFUDC .._ Olllf) 

1oe.. ....... N11 

10Plt ........... . 

12 A-. .......... 

'· 

} ·· 13 Alflnlle camman equity 

14 RIUn an llVm CllPl*"k>n (7/12) 

15 Rllum an averw common equity (11/13) 

PROFORMA 
ACTUAL PROFORMA ISSUANCE OF AFTER 
BEFORE BEFORE ISSUANCE OF 

ISSUANCE A0.1 18DENJ ISSUANCE Eotm 

$124.-.4214 so $124,188,424 $1,539,838 $121.2Dl.Gl2 

1113,430.232 $0 $113,430.232 $1,418,211 $114,148,523 

$3,1•,411 so 13.1 .. 411 $31,331 13.224.742 

M.062.711 so M.052.711 •.011 a.111.m 

1101.314_ ·;. '° 1101,314 '° 1101.314 
.• .... ID- .... 11.280 a77.211 

;,'\ 
' .... ,. · ~ 18,430,121 ---"'511.4M 

13.244,141 $122.320 $3, •• 411 a7.511 .... •. , ... (1122.320) 16,083,117 161,717 15,122.414 

'° lc;t IO so so 
Sl,111,N7 (1122.320) 15,083,867 $58,787 15.122.414 

m,111,187 $10,000,000 $87,•,717 $195,536 $17,894,323 

$48,455,505 $0 $48,455,505 $195,536 $48,651,041 

10.IK 9.81"- 9.69% 

10.70"- 10.45"- 10.53% 

~ 

"' 

., 
·:t''. 

~t 
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"1 ~· • ~, 

March 2, 1998 

Mr. Bruce H. Bwcat 
Exealtive Director · , · 
Delaware ~ ServlCe Commillion 
861 Silver lak9 llouledrd 
Suite 100 
Dover, DE 19904 

... ·''T 

.. 

Re: Ch••••• Ulllttl• Corporation (-chnapeake•) 
Appllc:Mlon for Approwil to.._. Conwnon Stock 

Dear Mr. Burcat: 
,'.·~~~ 

·. -. /'l'' , t' 

"' ~-.~~( ~· . . 
!'.:,/ 

, .. ... ,,,. .. , , -n . ' ... . : '_. . : 

.... ~ •. · •• , . .. : r' .S.C 

Please find enclo11d en origlMI end '*- capiel of the above mentioned application for 
approval of the 1-....d 33,000 .._ d Cheeapeake Utilltlea Corporation common 
stock for the~ d ......_ .. d .. cdl•dng common atock of Sam Shannahan 
Well Company, Inc., dlbl9 Tol8n Wat« Service. 

If you have any queatlona with ~to the move, please do not hesitate to call me at 
(302) 734-6798. 

Sincerely, 

~"~~ 
Michael P. McMaatera 
Vice President, T.......,. & CFO 

cc: William A. Denman 
r .. l .. 

CfMNpeeke Udltles Corporadon 

909 Silvu L•lt• loul•urd • Dovtr, Otlaware 1HO• • 302 . H• .6799 • J02 . 7U . ~750 / tu .-
".IJ ;·~""-~ ........ . 
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BEFORE THE PUeLIC SERVICE COMMISSION 
' . 

.. ;:.· 

OF THE STATE OF DELAWARE 

IN THE MATIER OF THE APPLICATION OF 
CHESAPEAKE UTILITIES CORPORATION 
FOR APPROVAL OF THE ISSUANCE OF 
COMMON STOCK 

• P.S.C. Docket No. 9R .. &'lo 
• 
• 
• APPLICATION 

Chesapeake Utilltlee Corpcntion (hereinafter IOm9tlme1 called ·cheupeake•) 
. . 

pursuant to 28 Del. C. MCtion 215, makaa the following application for l!ppf'Oval by the 
-

Commi .. lon d the tamnce d 33.000 lharea of Chelapeake common stock. 

1. °*'9'•111• ia • Dela".-. public utility with itl principal place of bullneaa 

located at 909 Silver....._ Boull'w•d, Oo\w, Dela,.. 19904. All communications should 

be addreued to Ch11~111k8 at the foregoing eddresl, attention: Michael P. McMaaters, 

Vice Preaident, T..._... .nd Chief Flrwlcial Officer, or Beth W. Cooper, Assistant 

Treasurer. 

2. COtNll far the .... It la WUlimrn A Derman, 414 South State Street, P.O. 

Box 497, Dover, Dela_.. 19803~ Correlpondence slCI oCher conm.nicationa concerning 

this application should be directed to ccxntl at the foregoing address. 

3. 

Del&Mre. The voting llock d Chel.-. ia publicly CMned. Sharea of common atock, 

4,504,079 of Ytflich YMe outatandtng •of December 31, 1997, are the only voting 
,, 

. ' 
securities cl Cheup1n. Each ..... ,. nitled to one vote. 

1 '->:"' 

4. Sem Shm1 ..... Well Compmiy, Inc., dlbl• Ta.. W•• Service, c·sswc•) 

ia a f•mily-ov.Md company located in Sailt.tuy, Maryl8nd, lpeda!izing In re ldential, 
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·.· .. ,. 

conditions set forth therein, by ..,.m.nt Md plM of merger, Chesapeake, through a 

B, has agreed to pU'ChaM all t:A the oulatMding common stock t:A SSWC. A draft of the 
,•. 

proposed Agraemert and Pl9n of Metger (the •fAelger ~) II attached hereto u 

Exhibit •A• and lncorpo18ted herein 'by reference. 

5. Subject to the tenna Md conditions Mt forth in the Merger Agnleriient, 
.. 

Chesapeake propo111 to luue to the "*eholdera of SSWC 33,000 shares of 

Chesapeake cammon llDck:. ~ Wlh the pudw of b stock of SSWC 
...... :', 

by Cheaapen'• ..aidiery, CPK Sub-8. CPK Sub-8 and sswc Intend to merge, wtth 

sswc being the IUrvfvlng entity. 

6. Tha sham of Chea11P••• common stock to be iuued pursuant to the 

Merger Agreement will be 1111.ed • r9llrtcll9d HCU'itlea, u defined In Rule 144 under 

the Securities Ad of 1933. 

7. At. the time the u.g. Aflwnenl 11 consummated, Chesapeake will 

simultaneously pmy off the nol8e, lo9rll Md ~ J>9yable ·d SSWC. In 10 doing, 

Chesapeake's ahort-tMn bomMV1g8 v.ill llk8wlM lncru ... 

8. The 1-...a of Chee11P•llke'• stock tor the outatanding common stock of 

the Delmarva Peninsula. 

9. The ruaon for the lelecllon of' the type Md ...aunt ·cl propoHd new 

securities ia to provide for a ta free ~ for b lhareholdera of' SSWC til'ld to be 

able to account for the acquilition under the pooling of lntereat1 method of ~Ing. 

·.: · ... ~ 
. ~ -· "f;~o1:. --~---~·~· ~·--~~~-
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10. The 8olrd of Dir9dof'a of Ch8111p1•• llPPf'OV9d the aforeaaid ia~.uance of 
._;~ .. ,., ,.-

common atock onh 1811 dlly of aiu.y 1998. 

11. A copyof tw opllllcl1 of CCUMI for ChsupMU with reaped to the legality 

of the propo11d ...._of common lloc:k 11 att8Ched hereto .. Exhibit ·e·. 

12. ~ her9lo • Exhibit ·c· mnc:t incorporated herein by ~ 11 • 

IChedule Mttlng for1h Chlll!I' , .. _., blllm lhMt and Income statement fOr the twelve 

months ended September 30, 1997 bolh before and after the iaauance of the common 

stock. 

13. 

Form 10-K for the'*''*~~ Demrnber 31, 1998. Attached hereto aa Exhibit 

·e· ia ca..1Paal(8'1 molt r8cent ~ NpOrt on Form 10-Q. Both reports heve been 

14. Purauant to the COmmlllion'• mlninun filing requirement• - Part (0), 

attached hereto .nd ~ hlr9ln by~ are the following schedules: 

A. Sdi9dule No. 1 - Ctlpitallation ratiol, actual and pro forms, aa of 

September 30, 1997. 

8. Sdwdule No. 2 -

c. Schedule No. 3 -

.;, 

,: ·u;~ .;;~_:--~~~~-· -

Rm d retun, 8CIU81, pro fonn8 and annualized 

far the twelve months ended September 3C, 

1997. 

Fbald ctwge coverwge ratiol, historical and 

....-lmd, for the twelve montha endec. 

September 30, 1997. 
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15. 

accordance \\ith lmw, for. proper~. Md coneilt8nt \\ith the public lnterat. 

WHEREFORE. Ch81ap1•c.e pniya• follollw: 
''.""·. 

B. That the Commialion WfOV9 the propo1ec:t 1"'*1C9 of common stock by 

Chesapeake as d8lcribec:t t.•. •. ~. . 

DATED: March 2, 1888 

CHESAPEAKE UTILITIES CORPORATION 

·By. . , ~\lYA~ 
MlchMI P. McMMllFI 
Vice Prealdent, T,_... & CFO 

~I ' 

SCtMTilNGER & RODRIGUEZ. P.A 

By. t./L~ 
. WH I ''MA. DENMAN, ESQUIRE 
P.O.ac.4f11 
Dover, DE 19903 
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.· , ... 
STATE OF DELAWARE • . 

.... ' - :.;. 

• ~- SS . 
COUNTY OF KENT • 

-'~ ........ . ,. 

BE IT REMEMBERED hit on ttW 2nd dey d March, AD., 1998, pereonally 

appeared before me, • Ncalr Pubic for .. Stat• (Jf ~. MICHAEL P. 
. ' 

McMASTERS, who being by me duly awom. cld depole end uy that he I• the 'Vice 

Prelident. T,_... & CFO d Ch11mp1ll• Ulllllel (:orponltion, • Dela_.. corpcntJon, 

and that inecnr •the Applimtion d Ch••IP•ll• Utflltlea Corpollltlon stetea fllcta and 

insofar as those facla .. ..._ hie perlOnlll knOwledge, they .. true; and lnlOfw •• 

thole facts are not..._ hla,,...,,,.. ~A1dge, he believea them to ba true; and that 

the eJChlblta ~ IW ~ion n llmc:hed hlllllo .. true m1d corNCt copiea 

of the original• d the Mnuld .,...; ·n t.l ·he hu executed thi• Appllcetion on 

behalf of the CC>f11*1Y and~ to .. da1z.llllon d ita BC*d d Dir-=tora. 

·~ t'bU-
..CHAEL P. MclMSTERS 
VlcePt11ldlN, T,_..&CFO 

SWORN TO AND SUBSCRIBED Wore me thM dey and yMI' flf'lt above written. 

\ xlui {I), tilrlli+a 
NOTARY PUBUC 

My Commission Expires: October 21, 2001 

,. 
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APPLICATION OF CHEIAPEAICE UTILITIES CORPORATION 
FOR APPROVAL OF THE ISSUANCE OF STOCK 

EXHIBIT A 

EXHIBIT B 

EXHIBIT C 

EXHIBITD 

EXHIBIT E 

TMLE OF CONTENTS 

- Draft ~ and PIM d Merger- between 
Ch111Plll• Utilitiel Corporation and s.n Shannahan 
Well eomp.ny, Inc. 

... " 

- - a.s.ice ShlM Md Income St.tement for CheupMke 
UllllllM CotpOr1ltion for the T\wlve Montha Ended 
Seplember 30, 1997 

- 1998 ArnJlll Report on Fonn 10-K 

- Seplember 30, 1997 Q..-terty Report on Form 1 OQ 

SCHEDULE NO. 1 - c.pttaliZlltion R8lloe - Actual and Pro Forma .. of 
Seplember 30, 1997 

SCHEDULE NO. 2 

SCHEDULE NO. 3 - Aa9d Ctwrge Ccwermge R8tiol - Hlstortc.I and 
Alnlalized for h TW91ve Months Ended September 
30, 1997 
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LAii A LAWS il007 

DRAFT 
Exhibit A 

-~, , ... 
AOUIMBN'r AND PLAN OP MBRGBR 

THIS AOIBllMINT AND PLAN OP MBROBR (the • Aarocman•) ii made and 
caaa.I lllo dlil _ cllr ot 19'1, ·1'y and llDODI 0.111111ke Utilities 
Calpiil..._, a D*t ae _,_ ..... ~ CPK Sub-8, Inc., a Delawme 
cmpantiaD ~ SaMr'). S.. 8lwmhw Wall Cumpmy, I&, d/b/a Tolm Wflla 
Servico, aMl!a'Ylmd ...,.. ..... ("SSWC'). llld JlWicll J. (Dub) Shlllnlban, wt Joyco 
c ...................... or Mlrylllld (wJl, • "Sllmebolder"' and ~Ucctivdy, the ....... ;"). . ,_ 

_, . 

AR.TICLBI 
mBMBROBR 

Sa::TION tJ ,,. " •. Upon the -- IDd IUbject to lbc conditiou hereo( 
• pn>mptly Iii,....... llUDwbw a. uti1r.ticm ar waiver of the condiliom let forth 
in AdicJe VID llllw( lllt Ill• -- Ills 1bm tW8 leeesiz,• dqa tba'eaftcr, unJw Cho 
.,._ ......., 111111 at u 1111 ...-. miclll of -.. (the •ArticJea of Merger") 
pnMdlula b die www .. ofak...S with 11111 iaro SSWC (die •Msger") lbalJ be duly 
........... mu 1 • aw '1 awe, • .... IUIVMDa oorporadoD (Che "Survivina 
Colpantion"), iD ....._ wida tbl '*'• proviliw of tbl Mlryland Gcoaal 
C.pu11tioa Law(lll "MOCL') .......... lblll haame efrecCiw. FolJowina tbe 
Mqw, tbl Sunldl; Olqull .. H COIJtime under thew llllllO u SSWC and the 
..... om .... cd 'J 11 of OK Sult-8 1b111 owe. Tho dU wl time tho Mara• 
bee> ........ ii ..... to ........ ~ nme.• Jmmedietely prior to tbe 
filina of die Altialal Olll ........ (die •Clotinc") lbaU tMe place at the ofticca of 
Law8 A 1.-.. P.A.. 2:C9 Biil Ulllul ....._ Saliahmy, Mmyland 21101, or IUCh other 
placomdtime•GllD,.._ ......... 

SBCl10N 1.2 .... of ....... Tbe ......... bave Ibo eftilcta let forth in 
Sectiaa 3-114 of tll9 MGCL 

. SECl10N 1.3 Mk'- q( Jsymacntjpp gt By-Lan. The Articles of 
IDCOlpo1111ion of SSWC llld tbo By-Jawa of CPK Sub-8 (both ot which bavo been 
hcntofore dDlivmll by SSWC to a.. F rib or O...,.U to SSWC, u Ibo cue may 
be), in ac:b cae • iua 6at jtmwdj*ly priar to lhe BfJ'octive Time, aba1I bo the Anic:lea 
of IllCOlpOlliiaa D By-Jaws of tbe Suiviviaa Corporation until duly amended in 
accordmce widl lpplinble law. 

. . 
SBC110N 1.4 Djm•• U.Axtan oC~ Sub-8 immediately prior co the 

Bfl'ecdw Time ........ illlllal clinGlon ol tb9 Suniviaa Colporadon md lhall bold 
office mdal tblir nrpliDtlft MDllllD .. duly elected md qualified in accordwe with 
the Articll9 of lnaarpclmkm m a,.Jaws of lbl SurvMna Corpontion, or their earlier 
death, 1Cllipdioa ar aCIBOftl. ·• · · 

_,, 

l .~i. ... :· ~·~~ .. ~;,.'. -~&:..- ~. 
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I.Aft. I.AWi 
., . -·~· 

aelpeCtive ..... of Che sswc 0• .. SIDck. provided in Socdon l.6(a) or thi1 
Agrcemeat. 

, , · · · , AllTICLB m 
ltBPUSllN'J'ATJCJNI AND WAIUlANTlBS 

OPS8WC AND SHARBHOLDBRS 
.. ~ ' 

"·-' 

SSWC ml wit ol dlo ... ......_ ICWnlJy md not jointly, aeprCIClda and 
wmaanta to Otw•aon ...S O'lt M-B u fi>llowa: 

SBCl10N 3.1 Qae•Q ei•ri'e 

(a) SSWC ii a ........ daly wpd-1, ftlidly .mtiq IDd in good llandins 
under the .... or~ ..... all ..... ilile OCllpClf8l8 pow wt aulbority to own. 
lew Gld opente ita...,... .a ID omry • itl a.+- • now beina conducted. 
SSWC ii ewawdy,....... _. ...-tJ lia-.I to do hllin• in and ii in good 
DMlina iD wit or.-.-.: D••• Mllylllld md Viqiaia. SSWC bu heretofore 
delivered to Cb r IF w' Wiiie _....,.... cqn. of its Articlca of Incorporation and 
By-laws, a in eft'ect •the Ute ollllil ~..,, 

. ·. . 

(b) SSWC doll aat own. dlr.rlJ • hel.cly, Ill)'~ tlOck or other equity 
IOCUrities or limillr I II 1 wt iD .., COlpGOliaa. pldnerlblp, joint venture. or OCber 

bulinea u.x:illicm ·~· 
(c) Siw It llllt f>rnmbtr 31. 19'5, SSWC bu mvcr been a aubeidimy of 

another orplire«w ar W _, odlm' COll"'••Mn, pw.awlbip, joint venture. or oCber 
bulinca mociltion ar mity own Oi' hold _, ot itl Apital *>ck:, equity wurities or 
similar iDtcnll 

SECTION 3.2 r.punst= 

(a) The autboriml aipilml *'* olSSWC comim of •Imm of SSWC 
Common Stock, of wbicll 5100 ..._ • .._.. IDll oullt8ndiDg. Sblrebolda Duhiell 
J. SJwmMan OWlll 2.600 --- ......_Joyce C. SbeMhen owns 2,500 ahum. 
AJI of the ~ 111111 WW1114iaa .... of SSWC Co1mnoa Stock are validly iuucd. 
fully paid md m= t u tie. M of Ibo dlle of CW. Agnemmt. no abllea of SSWC 
Common Stock_.....,.., upon aadleol~ opdom Oi' wllDlltl Oi' coovcnion of 
any pn:fened ltoet or Ml 8llC1ldty • ......._ TllCle m: not as of the date of thia 
Agrcemena. md al • Mai" Time dmw wi8 aat be. any Ibara r capital aioct (or 
aecuritiee ......,..Uy~ to ...... -.clc) of SSWC iuued « olltltandina or any 
subecripdona. optiom. wa1._ calla, ,..._ coawwtible wuri1ica or other qrccmeng 
or COllUDitments ot my cbar8allr alil:ld• SSWC lo ~ trwfer or lell aD)' of ita 
&eC1lridel OI' outat .... .._.of SIWC Oamnl!OD Slock. 

, 

' , ., .. 
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II/II/II lltll tftll Ttl 711t LAn & LAn 

(b) .......... .._ llO ...... in ... ..., owncnbip or sswc, lince, at tho 
l8lelt. Dias'• 31. 1"5. · 

SBC'l10N J3 A1*ritv !dntf:o tp thj• Aa'f--'· Bhdn BftW:t. 

(a) 8SWC ~ 1111 CDiiipanlo poww IDd ..a.my co accute md deliver tbia 
Aas ..... _. tD a as ••lit llW"IWAiw caatemphded bcnby. The execution and 
dcliWIJ ol ... ,--·-· ...... cmunmmon or the ll'llDUclions contemplated 
baeby have"- claJy ..a Ylllidly MlllMbed IDll llppnmd by tbe Board of Directon of 
sswc .t by die we ' m "'*or written coma or tbe atockholden of SSWC and 
DO OCber OCllpunle ........ Oii ... pmt of sswc .. DCCOllllY to au&hori!.a I.bis 
~or ID CC- 11"9DA?'tionl10 CCllPftl1rplalod. Thia Agreement hu been 
duly md w&l.y aec 111• m cllliwnd by SSWC wl Cl0Dltitute1 a legal. valid and ' 
bindiaa......., orsswc. ..ran.blo ...-awe in a:contwe witb its tenna. 

(b) ,,. Ap!lllnilll ......... Yllldly ....-t and delivered by clCb 
Selim'· .. a .............. ftli4 - Wading agreanmd or acb Seller, enfon:eable 
9iut..mlllllrm Mia"'•••widaill--. 

Slk!'l'iUH JA' g ' A...,.,.. No Vielrsiw Bxcept for tbe filing and 
l9CGRlllica of dl9 Allialll fll 111 ... , • nquirod by tbe MOCI., no filina with or 
DGCifiCldaa ID. md DD ...... f •iution. coalalt, RWI' or llppl'OVal of, my 
IOYGWICIGI. __.." o'liW 0 IO( piCl'Diilm&al or ,...,..,. aatbority. 11cnc:y or 
oammi .... , D t.. .... ii I 5 1 II jurilldiaiaa. dom.-C 01' beip (a 
"'Govamt*"t' W). is • r r y Ill' dla coa-mrm'ldm by SSWC and the 
Slllnboldm of dll , • ..._ca ' ql*d by thia Ajaciem.eat, crxc.luding. however, 
fUinp. p11mi11, mdlQd••lom. •-"' ar lppl'Oftll of my lr:ind required by the Federal 
Bnqy R.eplmy ()wnmiwlcw ('7IDlC') or die Public Utility Commillioa or similar 
uliUty leplllllly body ot ..... of l'laddl, Mmylaad ar Delaware. Neilhor the 
CIUCUtiaa md cWlvmy of "* _.. rt by SSWC llld tbo Sbmrebolden nor the 
CO'WP'PI.,..;- by SSWC md tlll 0 

...... of tbe tnlll8Cliom coatcmplalad hereby 
nor comp11.,.. t.y SSWC 111111 llli mi ,...._ wUb my of die provisiom hereof will (i) 
conflict with or remit in .., .._. ol mJ pevviliaa of die Aniclel of ID001pOration or 
By-laws :of SSWC, fai) .-It la a yiolldaD ar blwh o~ or conltituto (with or without 
due notice or i.,.. of lime or WI) • ..,.... (or pve ri• to any fiaht of termination, 
c.ancellatioo ar .a eel Ilion or .-II ID tie crlldoa o! my IDDltp&e, pledge, charge, 
accurity iataelt. claim or "IC' 1h mu o1 _, kind (collectively, a "Lim1 under. any or 
the tama coaditiGlll or ...... or ., ... bond. ......... iDdeaturc. lic:cme, 
cootnc:a. apemml •ads lmllw or oMpdm to wbicb SSWC or• Sbmoboldc!' it 
a pmty or by whicb 1My or my of'·tlllir pnlplltill ar IWtl may be bound, or (iii) violate 
any ordlr. wriit iqjullGlian. ...._ or 11111111111 1ppliabJo to SSWC or a Sblnlbolden or 
my of their plUplltiel OI -._ GI' flY) n:mlt iD • Yiol.aioa or IDY ndo or regu)Mion 
applicable to SSWC •a ~...wllr or_, oflboir JllOl*li• or wets. 

c:\whl\r:t P ._.,... CDIZ3M 4 
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SBC'J10N 3.5 M 

not: 

(a) lllfl'mecl lilly M.ma Adftlll Os 11; "Mllcrill AdwrlO Olanp" mew (i) 
my maa.rial clwnp ia ..... o1-.wc. ................ fiwial coadition, ....its 
of ope1lllianl, or pap; tt. (ii) till ._ of a QiilllKl wbicla CIOldribuled in excm of 
twmty tbounnd dnllm ...... or ..... to sswc ..... ,... 1997, md (iii) 
1111 .... tblt ....... S 12 I Ill ''a , ..... Clll .. lllWty to oaadurt the bucines1 of 
sswc • ....,1nocmr1e'*"; 

(b) ,.US. die..., • a6mwiw Mtisfied my n tlrial dMm1, liabilitiel or 
oblipdoa.(ab901• _. 1~ C<di w mar acbmwilo) other·- the payment, di8charp 
or util&alian in .... ' J DG1DD ofbe11km1 a comiltall with put pnctice; 

.. . 
(c) ,.. ..... .' . ) .... ..,, or ill .......... upaty GI' ... (rml. or mixed. 

t.np"ble or ii' .... , •llli 'J I 111D mJ U... -.1r. (i) Liw tor cuamUm• 
or OCba' pw1•rw• t plllllJlll .__....,...... ar die wlklty of which ia baina 
cool_... by ...,..., p111a1 " r . ..s k wlKll m tppmpriU raerve bu been 
emblilbld; (U) U..ot-• w&a1•111, merJamn ..S lllllll'llbDm IDd similar 
Liem Jacaned ..... a a PT - of"" I I • md (iii) main& ..... otblr land Ule 
nplatimt (coDecdwly, .,._.,,,.. u.t'); 

(cl) 10ld. baiduld. or ....... di1p~ ot my of itl propmtia or Ulc&I (real, 
pcnoUI or mixed, ••""8 GI' in' l's). GOlpl in 1bD onlinmy CIOllD9 ofhusiDNll ad 
consi...- wida pat pnclice; 

(•) ....... my imr1111 ia daa omapea oldoG or bendltl of my oftlcer or 
employee (•It""• ,aJ lllCb fDcl •• pulW to my bonus, pcmioa, profit llllriDa or 
other pla ar OMWi• 4) army im1•1 iD Cbe.,,,....... or bmdtl peylblo or lo 
ber.omo payible to - o8ialr' OI' ....,., 11111 DO IUCh inaw ii CUltOnwy on a 
periodic bMia or ..... "1 ....... undca,..Mfina; 

(I) lmdo .,, _,.. ... Clpitllized in 9'lCOl'dance with SSWC'1 current 
~ p01iciel oi -auftd my property or ..-.. (other 1han new materials and 
suppliol) for a OOlt in..- of $20,000. iD 1bD ._... excludina lam this agregaac 
amount .,.aditm91 ia .. adluM) omne othmin• on w- llellmmd auppliea and 
equipment llld ..... ~ .... ,.... or wldcb bu bom pnwioualy diacloscd lo 
OleupeMe; 

l .. ~ . .I .. 
(h) declmed, pUI ar let llidl ilr payma;t my diviclcDd or otbar- diatribution in 

n:apect of ita CllpiDI llld • red1w.I, paad•cd or odllrwile acquinld, dinctly or 
indirectly, any....._ of apital llDCt G'.._ llCWitill ofSSWC; 

' 

11011 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

II.Ill/II 11:11 .... , .. , .. I.AWi & LAii 

'· 
Y"" 

(i) _. _, :-... .._. in my medlDd of ta or finacial 11CCOUDting or 
..,,.,,. ........ OI' .... ~ cfms1 d my eJ.:eian tbr , ..... iDDOlllO ta purpHH 
witbouttben rw~:Q rrdcei · 

(j) pmid. .......... .._.. aay mlOWlt co, or IOld, trmlfcmd or leased any 
propertiel or ...., (1'1111, ,._... or miud, ""&ihk or ilUnga'ble) to, or m&enld into 
any 1CJ11•W • aa-rw will.'my ofila of oftloen, directon or ltootbolden or ar.,;· 
atBlin ar -Di• ot_, of itl om., clirecton or ltockholden; or 

(k} ..... « pWu•d. w11111bs in writina or otherwile, to take 1111y ICtion 
delCltbed in Ciiia ... ' .- : . 

.. 
SiiCllON J.6 f' 0 d fjgwW &•rmgp SSWC lhall have Almilbcd co . 

C-np•b priormdledilliloldair Alfwd m umudited balance sheet orsswc u 
of Nowaber 30. 1W7 _. • ...,.illd ....._. or operllioal for Ibo three month 
period eQdiDa No.: 'r JO, 1197 (oaa..iwily, tb1 .,,_... FiDfnc:ial Stat...,taj. 
Tbc tJn-IW Pc fr' II r1 4• • IUKW 10 t11i1 Aaremnen1 Ind made a part 
hereof u B•I Rsil I. .... t=•w PinmrJ1I s .......... lball be certified by the Oaief 
Executive Ofliccr of SSWC • .... beml psepmwd .-. bi1 1uperviaion; to be tnac, 
correct md Cllll•htl ia • ......... ieaporAli md IO rdect .ccaruly die boob Ind 
recorda ofSSWC. ... m 

2 r ial .... ,... lllbject to aocmal ymHDd adjUICmenta. 

- , 

sa:nON 'J.7 Np I Hrinr' UeHHU. Bxcept u and to 1bo extent provided in 
the Unaudited Jllnroftl • ' 7 141, ...,. November 30, 1997, SSWC hu not incurred 
my lilbility aoapt in tbo CM" J .... ofbu1ia111 oomiltml with pall pnctjce. 

SECTION Joi No P:f'e:n!t SSWC ii not in default or violllion (md no event hu 
occurred dllt wilb aotioe ffl6 tllo a.,. of time or both would OODllitute a default or 
violatioa) of my'-. o-Mm arpm•iima ol(i) ill Articlm oflDCOlpontioa or iaa By­
law., (li) _, nae.. band, _....,, .........._ lic:cnae, caallact. ~ or odHr 
inmumlnt ......... to...,. SSWC ii• pmty or by which it or any of ill properties 
or ...ca may be b...s (...._,ID 1111CMeof1 ODlllnct. IUCh defiaaJt would not have a 
mat.sial .._ eflllllt OD SSWC), QI' (ib) my order, writtca iqjuctioo. decree, statuce, 
ndo or nt11d-. lfl'liNbll to SSWC or my of i1I pqMStiel « wets, unleil such 
dc&ult or vioW. will llOtllllW'e a.....W ...._ eft'eotoa SSWC. 

SECTION 3.9 w..- 'n.e ia no 8CCioa. lllit. ~ins, ad>ilrltion, or 
investiption ,...... ar da 11 wd by ar bdn my Gova•a•wQI Entity involvina 
SSWC or any ofia. ......... ....._ Nlik SSWC DOI' my of itl ~Cl or wota 
i1 subject to my onllr, writ. Jeefp-. ......., --. dmmbladoa or award. There 
ii DO IOdon, Mt. p1aNedlaa, ........... OI' inveldpdoa iDitiatad by SSWC cummtJy 
pending or lbM SSWC prullldy ..._..,to initiate. 

' 
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SBCnONJ.100 ,,_ .. ,,......1.m. 

(a) 'l1li • 1 
•• ol SSWC llii Dail'- onnductml in violldon of my 1pplic8le 

law, mdirw9' nJe. ........ ..._ or Olds of my Oovanmanllll 8ntity. SSWC 
boJdl all jMI. licmHll, ---. GI... oat.I ml ippl'OVaJa Of all 
Govcramadll ..... WI IE J llr ....... ClO" ... ol ill huin='ee (tba "SSWC 
Permitl") md iain cc t••• wllll a.1am1 of die SSWC Permits. Neither SSWC nor 
either SlmcboW.. ...... , .. .., aali&c.man of.., MIH1Dd prelClllt or put failure by 
SSWC to comply db_.-.. Niii arm, elldnat orlUdi SSWC Parmita, or my 1uch 
-.ted &ihal ....... pud1. and, lllCI to cm lmowledp of SSWC, there i1 no 
pmdiDs mdit. inv•ctls cm• ...... nwiDw 1'y my Ocnwmueutal Bntity co dccamine the 
m--·of ~W.lllilm of lllCll ..... auJee OI' regulmoal or aucb sswc Permits. 

!~:..~ ... 

(b) FOi' pwpaHI of dU ..... '1mowledp of SSWC" or '1mown by 
SSWC" .uJJ incltm lamwlediloleitblr sswc or either of 1be Sbmcboldcn. 

SEC110N 3.ll I-. 

(a) Since SSWC 1111 bem a C caqiaidiao u defined by the 
hltmml Revmlle Codi ot t• • .....W., ml tbe nalea ml replaliom promulgated 
thaamdar (tbe~ 

(b) 11lo _, 'Js if llW• pi9Vided M a lilbiJity OD tbo lJnmdited finlQCill 
Statemmta k .U ,._ (II .. ' All .W.MMI) me lldequate to cover all unpaid 
liabilities a .U TIDI. •• or mt ..,. ... , cbll bave IClCl1IOd or will eccrue with 
rmpect CD ar me .... rl 11 ID die ,.w .... GD wl iacludina tbo Bft'ective Time 
(inchadin& witboat "' ,...._ • a .- of. tbo lr8dl8diom motemp1aaed by this 
Agremamit) or to my ,_. ... pma 111 prior .._.., and ix wbidl SSWC may be 
directly or CQ41finp"'1 1111111 ID Ill on d,slll or • a trwfaee of tbe meta of. or 
IUCCHIOr to. my,.... llWC • lmaaed llO Ta limbililiel otbar ...... ill tbo ordinary 
coane of1M1±• llr.., .., .... J1R llr wllich tbe lpplicable lllllufe of limitadom bu 
not apind. 'lbln • ao lilm llr Tmll (adllr dllll Lima for Ollll'llll Tuee not yet due 
md paymle, ar llD • wm or Yalldity of wlllab II beina cardlelW by the lppl'Opriate 
procttdinp U lw wlllcla m ......p.;. IWIVO bu bean ellabJilbod) upon the 
properti• or - of SSWC • of my SMnibold«. SSWC his not pmted or been 
requalled to pllll mt.._ of Ill)' IM'I?• of timit.atiom applicable to my claim for 
Tuea. Apmt hm Ni eel..._ llrillwmlry, amartiadan. and dqnciation, SSWC 
bu madono mltedal .-a• ... ..._. --.ca pmpoeee. 

, ·- I 
(c) SSWC (i) Jm m.t (OI' Im 1111111 llld ·'aa ill beba1f) or will ftle or cause to be 

filed timely all Ta .... (19 lw • k ddwl) Nq1dnlcl by wlimble law co be filed 
prior to a• oltm ...... Time_. (H} bll paicl .U Tu• lbown tt...eon u owing. 
EaCb IUCb Ta amn la 1m1. 111:am• md A qtldtL All Ta• dllt SSWC it required 
by law to widlhold Cll' con.t. fDcWiq lllCll m ue tuGI, ml aaoaata required to be 
withheld fiw Taea orampao,_ -a alls~--. hllYe hem duly witbh Id or 

c: .... , ••• ,. ....... mlUMI 7 
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collected and. ID die .-~ lme bem plid ia a timely ......,.. to the proper. 
aovo•uncg•al llldoilill or ............. ICCGUll&B ilr ... purpoee. 

(d) No e•'I ""'- of time 1lil¥e bem ....... fDr SSWC to fiJo my Tax Return 
requu.t by lppllraWe lmw to be IJiil priar to m a of die BfF«dw Time. which have 
expired, OI' will ..... pliar ID ~ • of 1llo E&cdve Time witboul ..m Tu Return 
bavina i.a filed. 

(e) To Cho.......,. oltllDAlnboklen. ar • sbouW be l'IUODlbly known by 
SSWC. DODO oftbe Ta Rtt r• 11111 by aron bebalf of SSWC .. eurrmtly undergoing 
my Audit(• lw"""- w sll). llWC Im NCOiwd no nacioe lblt my Tax Return will 
amdqo illy Aadil. md • ......... woald OOD?liMe lft>UDdl for the weument 
•i¥.' SSWC of my m rt fW ':t*-1 Tml by my paawwwutal authority for · 
peridda that a.n not..__.... No m '1 iaJ imm have bem rmed in any Audit by 
lllY p•mn n.I 1 lly will IQHl ID Ille t.•r rand upeaadiuui olSSWC lhat, by 
11pplicatiala ol ..... pt IJlll, I I I J'bly could be apected to ..alt in a proposed 
ldjuatmlllt to t119 lllllililJArTllUi lir ay .._.period not• a1mined. No deficiency 
OI' 8dj ...... 11r..,,... ...... Olld, ~. •ntld, or MIHM apimt 
sswc. ·., ': . 

J 
(f) No pow or....._, Im bom 11aated by sswc with rmpeet to any matter 

rel I to Tax11 wbWa ii Glalwdy in tbrae. 

ofT..:! SSWC lo'."'* a ....... 11111' ~ Pl""idiaa far r olloootion or sharing 

(h) SSWC ._ aat ....... into my qreanent that would result in the 
~of~ ta doddaa ,.._to Code Section 2800 (relaling to .. aolden 
pllnlCbutel"). ":~ '· • , < I , 

I (i) No .__.... widdn .. ---··· or Code 8ectioa :uaco ha been filed with 
~to sswc (n'zti~ to ~ .... le CGipOrlliom"). 

! 0) Ncme al ....... oCSSWC CWM'ilMlti CD-aanpt bond ftqanmd property or 
tax~ -......-1Y widdD Ibo-'• of Code Secdaa 161, and none of die wca 
reftoi:ted ma t11e·()om..,lllCI Pf.• •II .. .._..., ii IUbject to a Jew. ..re hllbor lew or 
other aa••:i r •a.- of wllida SSWC ia aat trea&cd u tho owner of such aaeta 

fortu.m.taxpmpa??s · 

(k) To tb9 ........ of ar ~ flMalllMy lhDtald be lmoMl by SSW<:!. the buia 
of dcpoeillblo ar ........... Wiii, m dais......,. UIOd in detaminina allowmblo 
dqndldaa cw llDGdi"'"' (inc:lr.. COit rec:owl'J) dedncAiom of SSWC, are 
masaially coast a iD am, II •• witll die Code. 

,, 
c:\owW4 I J t twhl6ll llf2MI I 

.~)._• J:..;.. • .t.. •' -·-'* .~~.. ... o,M,· ·~ - .• 
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(d) To lhl ......... alllWC i1i1t ... W *~• liDd wilhaut liPiti• the 
pnerality of 8ecdon J.10 ill ... A.. .. II. w1c*I• ..... anH a -. naa.. 
replatiom. deer- ar an1111 o1 _, Cll\ t a.a 11111J 111Yi11 to do wlda SIWC'1 
btasineqcs, incladiaa but Dot ......., ti Wlllll' Ill 21 .... Wllll-4rilUns. dem WllU or 
water c:o1npmilin 111111/or the ' I' • - 11111 ' j IHI of clMn"nlr ar m.aical 
producta orwutm. ........ ......... sled wilh lllCI.. .. to. 

(c) For purp090I ofdlia Apmmit· 

(i) '"EnwV ..... Cllial" - 1111 mhm, 9Ctiaa. Gm110 of -=tion. 
litiplion. pnN."Wina. oallr,· ..... in tfl ·u._ • _.. (....._ or cnl) .UesiDa 
potential liability or •1111' anll'illlr (fw' '• .... •Im t•m. ,....iii lilbility or 
responmmlity fbr ~ -. DI t ~ wor of OD"9''- with 1aw1. · 
_,,........,. pHnlkw. et..._ pa f t ; I -.- com, ..... ~ . ._... ........ ......, . ~ ' 

.......... property tr I »I 11 I WI t"ll) ..... Giii o( ..... aa or 
aaultin1 fiom(a) tba I* 1 •-. • ..._. illD 69 ..Uc1111111om.: of my Mmmill or 
Environmental CODOllll It .-y 1a--. ..+ tt1r • llDt owned or opcnted by SSWC or 
(b) ciraammnca be ' 1 ..... of a1 viald m, or lll111d violldoa. or llllY 
F.nviromneatal Law. 

.. 
(ill ,.._,. 1e1 .._,,.- - ID F-..., m&e ml local Jaws. 

replatiom. cw.I M .. . ....... •f 2 T !! • ..... clirac:dves, j•wlament1 and 
dctmnimtiom nl "• la 1111r ..,. • palm-. • ,...._ or.._ babb or the 
cnvirommmt (mddsa. ..... ...... ... .......... .,.... .,..., laad surface or.._.._.....,. ........ wM 1111 &•••ilm. law811M1 np'etiaal reladna 
to .,;waa1, ......... nl1 rr or I '1 11 11ln1n of Mlteriu of &mronmental 
Conoem, or otbawi.e ...................... 1 '-111111' ., • ibutioa,-. lrNfnient 

1t.onp, dilpOMI. llilllpGd or ~ ol 'In' W. or Caam, • 
amended &om time to time. 

SBCl10N 3.14 Q · W 9r*n' S8WC ii not •IJ*IY to my coatnct. 
agreement OI' ...................... t • ill .. " ~···· cMnae in 
control" or limlllr provtlimL 'l1lo a a 1 ds of die caatempl8led by this 
Apcement wiD llM (...._ e1am ar ..,_ tbt wwww of my act1 or event) 
rc:su1t iD any.,.,.... c........-or ... m11,., •Clllmwile) due hm sswc 
toaypr:mm. 

SBC110N 3.15 'nW'ecb=' fl I P. SSWC owm. or ii tic...o or odMirwi8e 
bu the fUlJ risbt to UIC, Ill.,,........ ••snedm ... lmVioe ....... (includlq all 
applicdom and .......... .. 1111), ..... ..... coqMd• ftware, palmtl 

II 

-, 
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(mcJadina ..,, ...... dlaidar), ........... i t1locCawl propllty Chit ii DICH ry fbr 
tbo conduct ol 1111 II' 1 a •Im••• ti.t.lr ... (oolllcliwly. tbe ......i1octaa1 
Propertyj, iDdndhW bat• lhh1f tD, ........ rl .......... ·-- (tbo 
-PflllchiMAprr tiwiltllll a Pri;a .... tiar Jl•capyotwllicb, with my IDd 
alhmcnd11111f .......... ~ ..... , .. a rlllrf• ..... 2 .... 'Jbmeseno 
outmnding cWmt. j1tdpwlll. .al ' • pnlW"'• IP'mt SSWC wertina the 
invalidity, mu., mi.-or• mlbm'll '1My oltlllt latllledDll Pmpllty ar die Frwbile 
Agreement. . .. ,; 

: ~~:. 

SBCDON 3.16 O•• '' _, 0•11 • ..._ 

(a) SSWC bu DO JIJ B d 1 .......... mailUJ+l4W, or l'llllrictiom that 1n1 

mataial to ita blllin-. p •• '«z ill eaw'Wm, WGltiaa mpitaJ. ..U. liabilitia . 
(abeolute. .x:ned, ciwlie pd orodllrwlw) orOJ41il4Mm. 

(b) 1bCR an: DO ,..._ •• rll ar ocimmibwada of SSWC. except the 
con118* with ..... ., wlliela .. "- previoully pnMded to 
Oar~ 

(c) There am DD out•"""c .... mi•-* ar.,...ilmadl ofSSWC. except the 
c:ontncts, copies ofwllidabawl .._p•lowly pmwided to Q 111rak• 

\ . . . 

(cf) SSWC bll DO CMW_.• ca • atl wilb o1lloln, direclon or anployw that 
are not cancc:llblo by It cm nadal ofnat ........... ddlly (30) days and wilhoul lillbility, 
penalty. or premhml, ~ ilr my••• llf ar Al 

11 HG pmvidina far the payment 
ofmyboaus«cwmnjeeicw._..cm ... ar ..... 

4 . 
(e) SSWC is not rellrided by ap rr 1111 lam cmyina on itl buaift'W mywhere 

in the world. 
;... . 

(f) SSWC'1 dlbtl, ..... 'om, and lilbi'Miw. inc•Nlina my guarantia or 
qieemmta to .. • ........... or odlln. - -- on Bxlu'bit l. Tho debta. 
obliptiom. and lilbilitill •II* z zu tile w iDHll•*'• lboMl cm tho November 30, 
1997 Unaudited fjgenc;iaJ St•· ........ - - 2 

ill dMp to dolllr mnountl 
u I rmuJt of' paymmll .... ar izAaGlt .......... ontimry coune of SSWC'• 
busine11 since tho Unaudited PillfDl'ill Stllenw••t _. pnp11ed. 

SBCTION 3.17 '""r'e!et'=. A. oftlll dllD .... ( dMn ii no lbib or Olber · 
lab« dilpule peodina .... SSWC. SSWC ii mt.._. by or mlljoct to (llld none of 
its properti• or IWtl ia boaDd by• .uja ID).., wriam or cnl. _,...«implied. 
contract, commitmcmt ar anwp IAll will 911 .._. ....._ IDll no labor union hu 
requested or 10Uabt to "I* t 11111 _, af tlll aqlo)l 111, llpfll 11nllldve or aamas of SSWC, 
nor ii sswc aware of any ............... acd¥tly mvolvina itl ...,1oyees. 

•' .,.,, ... 

c :\wt1t'ct m1p 1F111'WlllUI 12 
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(b) A. of die stf.cdvc 11me. 8SWC Im ar will ba\le KOoc1 md mmkctlble title to 
the Ital Prapetty in 6o limpJo _. tD-... lbuebaal _. latww 111.W or...,..._ 
to die Rell Pl ..................... cwpt ....... Liw. . 

(c) Neitblr SSWC w _, .... .._ laM received my notice of or writina 
referrina to my ............. • f1m • by my insmw:e compmy that bu iuucd a 

=
. ecwuma.., - of.., ..... ......, or by WJ .... ol fire underwriters or 

body aaa.n. ..._ t.datll Ill& my np9in or Mxk be dano on my put of 
Prapetty. . . :, 

SBCTION 3.D A'i=m gf C1lejp Pppe.; Neither SSWC. or any of its 
affilistm or myof'dlliralijpwdf9oflc-. 6clDlt. .....,.,,_or..,.... or Giber people 
ICtin& cm ....., of my o1-. ._. -..rd ia any ICdvity prohi'aitcld by the l - iited , 
States Fonip Campi Pmd111 Mi of 1977 or my odla" limia. law, or, without 
limitina die panlity o( Ila ,_,. I cJw, med ay capante or other fUndl for 
umlWllDI ·....,.di_ ..,.,... ..... • --n~ or mldc any unlawful 
GXPctMliDD1atl1ma to polidal...., tD-paW ofllciall or otbcn. 

·~. \ 'i 

SBCnON 3.24 Djs!q=e No rcpr cemt1tiaa or wmnmty by SSWC or either 
S1Mat11io:Jder in dlil ~ md DD....,_. in my clocummt. IChedulo or certificate 
fim:l .. MI «ID be ftnni ..... by DWC or lik Slmebolclcl' to Che 11pelke pu."°™t to 
the ....,,. • a H nrdaa witla tbe b....,,._ COlda•¥lated beroby, 
cont.ms my umrue _. rot= 7 Ill la• amitl to"* ray malcrial &ct nccoausy 
in order to mlb tbe ....._., ............. in lisbt oflbe c:ircnnwfmre under whic:h 
dlc>'jwae ~not mu•_dina. 

ARna.srv 
RBPRBSBNTAnONS AND WARRANTIBS OF CHBSAPBAKB 

. ' 

Cheltipmb 1cpr11 i?t md waa .. to SSWC and the Sbareboldcn u followa: 

SBCTION 4.1 0.--0t•"Pf'T l!ICh ofCbeapnke lild CPK Sub.B ii a 
~duly ..... wlidly _. ...... In pd ,,_,,ina under 1be lawt of the 
~dion of its inaalpGndaa lild 1111 Ill recpdlite oocpor.ae power IDCl IUlbority to 
OW11, leate md opia1lte ilm pmpartica 11111 to WIJ GD ita IMag"- U DOW being conducted. 
aie..pc.b ii duly ..,..., ...... to do twtin pp end ii in good lllnding in wb 
jurildicdoll in wbicb die propmty OWDDd. lwld ar opllllled by it or lbe Mlln of the 
buma_.._,,,.,.,....,it...._-=ll.-'fiiM?ha•U.1 winamc 'Y~--&ihnto 
do., would DOI .-It ia am t1:ill ...,._.a. (a pmpa1r1 of dU ~ tho 
phrw ~ alwnt dat cm 0 i I ·~will.-. IKb o«ec:t on Olampe.te llld 
its~ ..... wllDle). Tllo~ of. Jacmpmdoa .... By.Int of 
Cbel1pmko. U CG11i11111 ia ........ • et4il1 to QI £ I e' ••1 AmmaJ RilpOlt OD 
PODll IG-IC. Qr J rm ........... MWNd to lbe So&n mx:unlo IDd CODJplete 
eopiea of its c.ti&lllta ,,,. .............. _.a,.-... 

... 

lillOIO 
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liamon. liccnrrr1, ta11a '..,,..., map1o,... llbor orpm•kml • c6m wi11a 
wbomitbMalipfftr 1st ' rrl'rtc..., WidlDlll..._ .. ~ofdle 
forcaoina. sswc wm-. A1r11J• ....._., <• .-SblRllloJds wm .. sswc 
not to). him dlO..,. af1lil Asn aim: lo._ Bfllcdve Timi. wftboat dlD pricw wrium 
COlllCDt otO-rr 11b: · .. 

(a) adopt my ........ ID ar aehmwile dlmlp ill Alticlel or IDcarpondioa or 
By-lawl ar albll' •pTitefloml da ws +lllM; 

(b) mtboriD rm .u..., ....,,....., ~daa ar........., M iauc. sell. 
plcdp. dilPO"' of ar _, ,_., (wllr..., ....._.. lbe ..,.,. or ...... of opdomt 
Wmnnll. · commitm Riis w1NDiJtd• riabla to purcbMo. conveltl,,lo -=uritie9 or 
otbmwile). _, Cllfilal mat af my dill ar 111J odlm' eecurili• o( or my Olbcr · 
owwlbip irrllnlt Ila. SSWC ar ._. my of die tm111 or my IUCb -=uritiea or 
.......... aublt• ............... 

(cl) .-.... JA • r ar olllllwile ..-.. ar ar o&r ID redeem. 
purdme or odlmw"8.., ..... 1mJ .,.... ... .._.of SSWC Stock or other 
securide9ofSSWC; · 

(e) arpnim 1111 a.. ••tM-y ....... my c.pital ltodt or equity 111CUrities of 
any ccxpcadaD or-....._, 9lflil1ar o-up illtamt (ftnencill « odlmwile) in any 
buan-; •' .. -

•' '· ;·-,. 

Cl) (I) incur. - _........,my m.t.ial u.bility, ...,,.,. witbout limitation. 
my il.w.t:I• tbr bwwwed wy CllCllpl ia tho ordinlry oouno of buincu and 
~--db,.. ......... ia.., .-ill aow o!S50.000, (ii) •rune, panatea, 
endome • ....._Memo lillJID • dlll h..,.. (......_ diNcdy, continpntly or 
odlerwilo) far obBa"" w o1 _, "*" JldJ. (iii) make 1111 low. •vwa or c.pilal 
colllribudoaa ID, or ilrv ntu•• ill, .., dial pmty, (iv) IDDltpp or pledge my of ill 
.mmrill JMapediel ,. ...... ......,. « i..,,l,c, orcnllo my m...W Um tbcrcupoa 
odim' - Pw"lll•f U-, ar (Y) •Mzie 1111 DOW clpital apmditulel which, 
individmlly or in lbe ._ a 0

1, .. law ofS20.000; 
. . I 

(&) licmle c-.1o .. _.in .... Gldiwy COUl98 ofbulinw. comillent with 
pMt pr.mco .. fWI amt lt a wriu. U... '1'..-nl) or odawiM trwfer. dilpOIC 
0£ pamit ID lllple • Ulbawllu f'ail ID pl HYO my ol SSWC1 lntelJecaaal Paopaty, or 
di.,. of or cllclalO ID_,,._ my trade llCl'Clt, bmuJa, pnx:w or know-bow not 
Juntofin a matt. orpUbUo klmWWp; 

c:'oia' 1t 111111 •PMlll 11111111 17 
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(b) mts ialo ,., •• .... MlllW. a • .._.. or lr••Mdoa odaer dim 1a 
the onlinlry com1e otbwh t, cm ' 11 I wilb pllll ...--.. M would ooatravene tho 
rqn-n •••ion Ill ftlldl ill Sec:cicm 116 llll'eo( ii mla.S ialD prior to lbe dlle of dai1 
Aarccmea11; ' 

(i) incnne tbD ~ paylble ar to beeomo paymble to ill ofBccn or 
employem. aaipt llr im••• ill 111117 or..,. ofDG1HJm. -.1oyea orsswc in 
8CCOldlacl with p.a pradiflll, .... 1111..,...... ortllminlllcll pmy or ltodc opliom 
to, or mler intO _, caaployn rt or mvaw llfOCllDld wi1b my direcCor, officer~ or 
otbs employee of SSWC, or • a ''rt~ ...,,._ ..... iatD, or llDeDd my coUective 
barpiniDa. baaul, pmlt ........... OCJIDpCUlllian. l1oCll: option. lalricted ICoct. 
pcnaioa, idia--. ..... a a Hf 111 sHe. ~ tcnnimtion. aeverwe. or otba' 
plan, qreemant, en.&. fiDt. pciloy, or ••....-m fbr lbc be.ncftt Jf an~ ~ or · 
former cliroctan. ofllolll. or wflatw; 

(J) mal my .dcllll ar..., ..._ ar ltllinquilb my mltlrial caatnct rilhtt or 
Olbcr rial* of -..wi" ..._ads Jim iD the ontimry comm of bulines1, coasistent 
with put pndicm; · 

(k) llldlori-. NOil* • .,.,, ...... or eater into nr announce m1 intention to 
authorize. • raa..S, pmpD9 s .. ilm • .__. iD praiplo or a dofinitive 
aarcemcat will Nlpid to_,-............... licplidldaa, dildution. or buainesa 
c:ombialdion, .., IGqlrilidaa or ............... of plupaty or meta or accurities or 
any diapmitian of a ......W w MN olp1op11ty or.-. or wuritim; 

(J) mab 1111 .....ml .... wida mpect to 8CCOUlltina polidm or procedura 
except u may be ...... by ...... ...-S ICCOlmtiDa principles; 

(m) pay, ...... or.....,,..,....., lilbilitill or oblipliorla (lblolu&e, 
IOCl'Ued. •HrW • m 1111d, a •• I • or ocberwim) alber thlD the payment, 
discbarp or pMMim in tbe GldDmy oame of IJUlim:9', comillmt with put pl'llClice. 
of Jiabilitia rdecWd or rwmld ..... ia die u..di1ed Finlncial Stallmnmta or 
iDCWTCd in Ibo ardiwy a.no of'.bi•xr oamiltmt with pmt pnctica since die date 
hereof; or -· 

(n) commit or ~ (m wrilina or odllrwilo) to cake my of Ibo fonaoina 1etion1 
or any actioe wlaic:b WODJd llllb my np 11 natioa or •••ant)' in tbia Aareement uncruc 
or incomd. imludina • oflbe da ..._ IDll • oftbo Bft'ectivo Time. 

. 
SECTION 5.2 A- Ip ,,......,,. Upon ...,...le nocice wl aubjoct to 

l'Cltrictiom CCJ'd•...., iD ••ftdeiw•lalily ..,.,,with third plltic:8 to which SSWC ii 
subject (lam wbiab 8SWC lblll w •• •wltlo efti:n to be rdenell), SSWC lball 
atronl to tho oftiaaa, anployw, •a"'""--. ._,, mvilae..,..•al comultanta aad 
other' rcprx .. am. of 0.1peke. r111aalble 8COell. durina DOl'lll&I butinou houri 
dwins the period prior tD Ibo Brr.ctiw Time. to all ill properti•. boob, contract., 

c:\wiw' ch ' I "xllll Olt25lll 
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commitmentl wl recordl IDd, ..... IUCb Plliod. SSWC ...U llmilla prompd)' to 
O-nrc•c all information CGG011Wi"1 ita h;•z-. prapldim ad perlOllDOl u 
C.•f'Clkomay~__.,ly........ . .. '.,' 

} . 

SBC110N S.3 No SpljsiWjsi Slllnbaldll'I 11111 SSWC will not initia or •licit. 
directly or iadirectly, Ill)' i"9•"1im ar Ill--~ of my ...,..i with rmpect to, or 
engage in neaoeiedom coaww,.. ,...... lllJ ill ..... or data to, or havo my 
dilCUaiom with any 11dnl Pllty C• lmil•lw •lw+4) lll11i111 to.1111 pubUo oftiriaa 
of securities o( or ICqllilitian, hu'n 111 .,,.,,,,. ...... ar pacl111 or all ar IDY llpiftClllt 
portion of tho properticl • Wiiia o( army......., ..... in, SSWC (an •Acquisition 
PropouJ•). Shueboldm wl sswc will. '* wlllely ewe my aiatina .ctivitiea. 
di'C'•ainaa or ncandlliont witb my Tbild Pllty ~ haloin witb rapecl to any 
Acquisition Propoll1. SlllldllDldln 11111 8SWC 1111111 ........,..., nodty ? 1 r •ke if. · 
sublequmt to the elm bDo(.., _.11.-'eei-.. pnMlioa of idxmldcm •data or 
discuaiom ue mlSed info or lllldlS •.., _. Jacuiaim arw received in rOlpllCt lberoof. 
and lhall provide .... witb. ...... .. "• at.m 11ird PNty ad tbo price Ind 
terms of my Propoal. I.a wd in 611 A.IJ• s<r, Ill tllm "11dnl Pllty" mow •Y 
"group• ... IUCh tama .. MCJaod ia SeetM ll(d) or die ......, Ad. odm Iba 
Chesapeake or any affiHa of? I Hb 

7, 

f SBCTION S.4 Pw•• Ip, ..... M ._• .......... after' IUda laforaullioa 
becainm available. ad in my e¥lllt m a.. tlim Wy (30) days afts tbe eDd of each 
fiscal month. SSWC ....U pnMdo ID Q 1 f • • •• «tMd heleme ._ • ortbo end 
of web mouth md tho nUted CCllllOll!1t1t 1111 1•"a of multa of opendom met 
stataDmtl of cub ftowl b IUCh pmiad. 

SBCTJON 5.5 AftjU- Priar 10· tll9 aaw•tim of tlia Apmimt. SSWC aball 
deliver to Oleenpo1ke a 1laer ~ 111,._ wllo may be deemed, •of tbe date 
of this .Apeemmt, •1fli'ig_. al llWC ... .-11 Hll of Rule 145 under the Sec:mitiea 
Act. SSWC lbaU cm-. wll ,._ ........ ID ........ 10 deliver a writtm aareciment 
subltantially in Cbc fonn ....... ......, •..,... 5. 

AllTICLBVI 
COVENANTS OP CHB8AP8AXE 

SBCTION 6.1 Rm-- H ... lt II 0.11 ....... pneent inlmdon to 
intcpato. followiq tlle B&alive n.., _.. ....,..,_ bwlt plw c:umndy 
~Wned by CbeenFAlb ..S itl , ... ,.._ lild llWC. -.-atv•~· To dae extent 
Ulf _sswc cmployw .... a-Nip tr ... lllCb plw of QwupNb Ind ii• 
aublidicim ("CbtMFmko PJw1 MowlDa ta. ..... Time, SSWC employw lball 
bclc:roditad under Ibo 0-npc ...... aw ..... ,... or .... wffb sswc fbr 
pmJ>Olea o:f cli111>ility IDd v--..10 .......... .me. w reccwrired by SSWC 
under my similar empJo)'ee bcmlt plm. Wida l'llpOCt to Cu1.,.U•1 pwioa plm, 
sswc employw wm not became~· Willa ....... to tbe Chee..,.Ue 40l(lc) 

c:\lwia' ) IF F 1..wNiil OJl2W 
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Pim. SSWC 0•4el)J• will ·- 1te ..titled to ama&tivo 1111tr.hJn1 coalributiom for 
yan of 11nice p:iar to tho IUIUin 'I'll-. . 

- . . 

ARTJCLBVD 
MUl'UAL COVBNAHTS 

SBCitON 7.1 8 l's ... Sllbject to tbe Imm ad conditions of tbia 
Agreement. wh oflb9 .......... ..- ID 111e all realJNlbJe oft'osta to tMe, ~cause 
to be taken. Ill •• _.to dD, • -- to be ..., all tlainp necwuy, pnapcr or 
adviable to ..... tW ID c:nft w to acm. • fal1b ia Ardcle vm or tlJil 
Agreancnt me ..WW • ..P1:lli_., a ,.., .. jw;luding. without limitation. the 
JJRi*iatiull wl ... ,,, .............. - ... required to be filed to 
coollUDD'"" the b• ,.,.._ m••t i-..t __, 11111 the llkiDI of' IUCb actiona u are 
rw:e1my to olUill _, NllllililD SQ .,. ooma., Clldrn, CIUlllpliolll. or waivcn by 
any pabtic or pdnll tllW pmty. ..... J111fr 11118 pramptly comuJt with tbe odw.r with 
respect to. pnwide.., DH I ) ... t zth• wida relplCt to, md provide die odler (or itl 
coumol) copj• of Ill IUall .... "1 .... PlilY with any Govemmmtal Entity in 
coanectioa with tlliaAal....t _.a. ta• 1 ~dam coatonplaled blnlby. 

... 
SBCJ'ION 7.2 Wn•!Wn No -lmt. brobr, inveltmant ....... finwial 

advilor or Giber &rm OI,... ia • wiD ... mlidecl co my 'brabn' or finder'• Ceo or any 
other commjWcm or limiJa Ceo ia m-=tiGD wida my of the b••ectiom coaCcmplated 
bylbia~ . 

SBCl10N 7.3 NgljfmiT of Qmjn .,._ SSWC IDd eldl of the 
Sblreboldci8 ....U am pacampl aadce to 0114 h ml CPJC Sub-8, md Cbeapealce 
and CPK. Sllb-B lball ....... cllak:e ID 8IWC ...S SUreboldlll, of tbe oc:cummce 
(or non--occuaacuw) of._, .,.. ·wbicll wadi W. likely to QUIO 111y ,,,..aentation or 
wamuty OM••i ad iD tJdl _.....to be unaue or immnte in any fl!IPCd (including 
u of the B8ecdYe Tiliae) llld or my 6ihn or • .._ pmty to comply with or uti1fy uy 
covenant. canditioa ar 11111•mt to ... ......, witla or addled by it baeunder; 
provided. howeftr, thlt..., of 111)' .... pulllllill 1o dlil SectiaD ·7,3 lbalJ not limit 
orothcnrile aft'ect tbl~ ..,;11\11 ID eilhwPll'Y hereunder. 

' ' 
SBCTION 7.4 PW ef" { - WW.- or aat tM Merpr is MNUl!l!D1•ed, all 

COits and expw11 ilic.,.. la c-••a witb dlia ~and the tnnactiom 
contemplated halby, il**rs Gle ...... awpecdw 1 .... re.. lball be paid by the 
plJty incurrina laCla ........... M 0 4..a will rebnbuno IUCh GpenlCI Of 
SSWC or Shll'Clholdlra ap to•~ oll. ___ _ 

i 
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(j) Tho raulb of the• Ma I ....... fMa ... oaa6ded by Q f llJI 
with 1mpcct to SSWC, Dll .. IH¥1itll ID Cll1 JI b. in On f ,.,., IOle 
diacretion. . 

~ E :~ .~~. ~. :"' 

ARTICLBIX 
stJaVJVAL AND INDBMNIPICAnoN 

SBCTION 9.1 Slniyll a( p g p' " r1 W••"'irr All l'lf .... 111 

certificatiom. rcpr11 •om. ••• n • coo •, ..-• a ......,_ 
provided ror ._. .... .mw ..,_.._.._. .. Time 11111 candmw (11111 mu not 
in my m_.. be ...... • 'I z llil1lll 'J 61 tlri*•'""'- oC tho bwniam · 
contemplated by lhit"-' ntlll)mlil ... .._.,.,..la...._ 9.2 hereof or undl the 
terminatioaortbla~• llldpwr ••a.I• lb.I. 

sECnON 9.2 '' IC de .. 

(•) Jrffe!mpitv by a rt· 

(i) 01111 h .... la' ·~ ....... - hold wh Sblnboldcn 
barmi.. hm ml ..... .0cdeinw,1'4'ffllf ' .. , ..... llMI mqPOllR (inalgclial 
rcuoaabte~._).,.,_,tiad_.allim 11 <-'"'"or_,. •1i41cow.-I 
by SocOon 9.2(b)) u tks lam or nillfiDa ID • lliliDa out of Ibo inw-cm1c:y, 
nonftalfillmmt, ....... -. • • bl.m al my .... a tlf'ii-m, wa1aaty, cowmnt, 
...-nmt orob'ipr--GIQ 1111 h ,...., -.... .· .. :.- .. 

:. \~ 

(ii) Mo StJ Jtbaildlr 111111 .... .., at.im b iadeu1nikltian hlnundm' 
ualeat aur.b clllm ii ••Btld llDt Jmr 1111111 ... mtilr of (A) one yes lollowina the 
Bn.:tive ,,_. • (B) tllf .... • ..... a ''lll1J•ll1114 audk nipmt OD 0-• tllke g 
i.-wbicb .......... r; .. 11.- ..... •••111111 wilbin IUCb dme period. 
my audl Sbmloldll"• dall& ID IDfnsd•..., .,_. m n.1....U tatdm• Ulllil aur.b 
lilbility ii fim!ly d11 u I •• "1 wdam .,......_ w.-die,_.. hm>lwd or by a 
final judgmea•· Oldia .. 1'J a -.t of_., Ill I jftdiaion. No mcs.nlftcldon Iha!! be 
paylblc to~ in -- oll200,G00. mdllliYo or amouatl paylble u • result 
ofaknowina. .......... orilMldoml.._..byO ; elb:, 

(b) ......... by ..... += 
(i) Sbla ........... illtl aif; ......... - bold Cb-lpUe and ill 

aftiJiat.ea harmlrr lam_.•'• .ad ' \ ....._ d-21•1 I092ll and ap1111m 
(includias rv1aas1Jle .,._,,. 1111) e1.,., kind mcl ~ (adlllive of my 
amomda OOWHld by 1-dW 9'.2(a)) I II ...... or ....... to or ..... out of the 
imccunicy, ~ DD..... • • bracb ol my ......... .,,. warnnty, 
covemat, ............. ma oro ltl'llln or sswc oonlafntd bc..::n. 

c.-W , J I "lllllH .,.,. 

...... 
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SBC110N 10.3 A-tr r1 1'11 AaJ • w may m __,w by die .,-!• 
hcrdo Ill my time pdar ID .. 1!6adw9 Time. 11lia ~ may not be nended 
except by an iJllllnlmmt iD wddna am LI 1 I "1 all ............ 

.· 
SECTION lOA ,,, • "' 'flMw. M _...-prior to die &&alive Time. tbe 

parties may, to them.a llwl07 llloMd: (i) ...... llD lime rar tbe pafonDlace of any 
of the oblipriom ar oCbcr .a .flldlO alls...---. (h") waive my iM«Dmcim in 
the 1epr111w.,.. md warWM oldie ........... berelo caatainod ·herein or in any 
documeat deliwnd p11- ... _. (iii) Wliw oompliwe with any or the 
agreemmta or canditioDI o••aed ._.by lie oCbcr pmtiol llcnto. Aay ..-nent on 
the part of a pmty bmllo to my IUCb ..._.._or wiwr lball be vllid only if let fonh in 
a written imtnunent. 

All1ICLBXI 
MISCBl.1.AN80US 

SECTION 11.1 Nm All .eirm iad o6lr' ~ bemmder ahaJJ 
be in writina. IDd au .. dulilld ........ if delivered pcnonally, lel't by 
kaimile Cranllllitlicla or by cmdW or ........ mail. rctum receipt requel&tld, or by a 
mtionally rccogniad prinl9o•• .... c lw to die pmtica It the follawina llddnaet: 

'• 
'. .. 

(•) if to S8WC, to: 

S.. .......... Wtll Cwapmy, Inc., dlbla 
Tola W• Slrvial 
A•._· Dm 0 I 2' PNliMlt 
716N.,...Milaa.I 
Salilbmy. MD 21•1 

. with a ODP)' ID: < 

R. MicllMI Hicboa, Blqaire 
Bab. 'ff-. A HWmaa 
113S.-.snct , 

· · S81imy, MD 21801 

(b) iftotbeSlmmoldento: 

Dubioll J. Shermeben 
Joyoo c. Shermeben 
917 Oadtm Avw 
Sali.._,,MD 21801 

o:;:\will'd • •• I 1"'911111 CDIZSlll ZS 
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wida. oapy to: ,_ 

(c) if to 0 z nke. to: 
~ . 

0 If I b tJWMi11 Cmpantioa 
A•"'-· Jalm R. 811' •+•is, PNlidmt 
909Silwrl.lb8o111Mrd 
Dover, Delaware 199CM 

·. ::.,..~ .... °"" ID: 

V'dllr B. tawa, m. Blr(uire 
I.awl A Lnt, P.A. 
20tlll&U. ...... 
P.O.Bcm75 
S-'Wluly, MD 21I03-C>07S 

SECllON 11.2 pre ilfi• sr;ia. Tbe daaiptive hadinp herein are 
imerted re. canwa1- aalY -a - 9Dl intmW to bo p1rt of or to affect the meaning 
or i.atapntlltioa oftbil ~ " 

SP.CTION 11.3 Q ' ... 11111 Apemwd may be axecuted in two or more 
countapm.. aD of wbicla 8111 bo u .. ,nd cmo llld die mno agreement mad aball 
become effective wllm twa or ..... ..,,.. have bom liDgod by wh of tho parties 
and delivered IO the odMlr putim. it .... aadenfaocl that aJl plltiel need not sign die 
same COUlllapmt. . 

SEC110NUA!r"im---&•a +"MMIAMiP. 

(a) ~ ~ ....... Wiiii--. the mtiN ap:anmt md aspenedes all prior 
agreemmds mt ....,,..+ti"IO boda wria. wt on1, among tbe parties with mrpect to 
the subject m.u. bseoL 

(b) Tbil ~ w• IWl be WNtina upoa. ad inure to die beaefit of chc pmtim 
hereto md their ..... IKCI Hiit. .... plllDiaed 5p. M lllld beniD. the luccetlCXI 

·Of. pmty ............. bat DOI bo Umitecl to, my IUCClllDI 1'y way of merpr, 
comolidatioo.. lalo or ts••h ol all or ..-.wi"ly .U of ita 111et1 (pursuant to 
liquidetioo or ocbawill) • .-.0. rec11rlptjm. Jn no evmt mzy either Sbanmolc:ict 
wlan lllY rial* « dudel .... Cldt ~. aoept wida Cheupeakc'1 written 
COlllCllt. 
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SBCrlON 11.5 Oqvpnlm Ir. nu A., nr• mu ... .,wmed .. 00111111• 
in accordance with tbo Jaws ofdlo...., of~ 

SP.CTION t 1.6 Smri• Pwtwwpa. 1'111 pmicl bmto ..,. tblt if my or tho 
provi1iom of this AawOlllMllll ,... mt pat • f ira 'IOODl1lwe witb dllir lpOCific tams 
or were otherwile '--cbod, bw ..... 11 ilr I woaW oacm, no ..tequ1e i6ii6dy at law 
would exist and ctamar would be dUllcull lo dalennlne. llld that tbe plltia thaU be 
entitled to specific perfonnence or ......... ham( in llddition to my otbs nmedy at 
law or equity. ' 

SBCTION 11.7 Publicly. Ca llF 10 _, ilme or mme the publication of any 
preu releue « ocba' paltlic - - m' • llllke any ftlina with the SBC with rcspcct 
to the tramactians ClCld•p .... by Iii AaJW1t a ii deal tppropriatc. Ncilhcr 
SSWC DOI' Sbaeboldln lhlll iMao «cw,dll ....... a ollll)' prw releue or other 
public mnouncemllll wida l'llllpm:t lo tbs II I ctiw Cft .... lated by tlda Agreement 
without the prior .... cml ofO 1 rlf: b -

~; 

SEC110N 11.9 Q•Cldrsi•linr t--W• At lbc Bft"ecdve Time, the 
Confidmtiality Apecmeat1 ..... s_, 21. .,,. ...... . CballpQb wl sswc ad 
the Sharc:holdcn will tnminW ...S mw no fbdbs bas or e&ct. 

IN WTJ'NBSS WllBUOP, ......... .._ haYo cwed this Apcment to be 
signed (where tpplicable by GMir awpoctiw om-. tbereunto duly lldborimd). u of the 
date first wrium move. -

ATrBST: 

ATI'P.sT: 

ATI'EST: 

c:'Wrillld ; 11b'wllliii OJl.Ulll 

-, 

Ol8SAPBAXB tnnJTIBS 
COltPORAnoN 

By: (SEAL) 
Jalm ll. Sdrimbitia, Prelideat 

SAM SHANNAHAN WELL COMPANY, 
INC., Wa TOLAN WATBR SBR.VICE 

C'IC SUB-8, INC. I 
By: ______ -+_(SEAL) 

Autborir»d Officer 

27 
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WITNESS: 
., a.,. 

WJTNBSS: 

STATS OF DELAWARE 
COUN'JY OP DNT: 

-, 

.__ ________ (,SEAL) 

DeWelJJ.S........_. 

_________ (SEAL) 

I HRUBY CEll11PY dllt ca dU _ day of 1998, 
before me, tbe ............. om..,._..,....,_ .. Jalm R. Schbnk•ida. Praidenr of 
Chen n,.te UdJidlS Ccllpm.,._ 11111 • ita bcMlf did dDowledge the fOrePn& 
Agrecmmt .. Pim ofM.sprto be die lc:t .... deed or aid COlpOntion. 

AS wrrNl!SS 11EJ bind 11111 ...... -.t. 

My Oxnmiaim Bxpin1: 

STATB OP DBL.AWAD 
COUNTY OF XBNT: 

I HBRP.BY CBllTIPY 11111 an tbil _ day of 1998, 
before me. die ...... d omc.. ,. •• .., ....... Autborv.ed 
08iccr of CPIC M-8. IDc., md •ill._..,. did -=bowJedge the fonpina Aareement 
and Pim ofMerpr to be tlle a IDCI ..a of llid carpcntion. 

AS WITNESSmybmlmlDOCllW-.t. .. 
My Commillioa Expinl: 

STATE OP MARYLAND 
COUNJ"Y OP WICOMICO: 

I HBRB8Y ClllTIPY dlll OD .. - day or I 1998, 
before me. tbe ........_.. ollolr, penomUy...,.... DnhWJ J. $hannahen, Prmdanl 
of SSWC, Wa SSWC W• S.ticli, Is.. and oa ill beba1I did Kknowledp the 
foreaoina Asr-cnt and Pim otu..- to bG die a and deed of aid corponlioa. 

21 
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AS WITNESS my .._._.wlliilllllL , 

My Commiaion Expirm: 

STATE OP MARYLAND 
COUN'JY OP WICOMICO: 

/· .• < 

I HEREBY CBI.TIP\' dllt • dlil _day of 1"8, 
before me, tho ..,...... oftlw, ,.., 'ly ..-.s JWhiel1 J. Shwmatwn. 
Shareholder, Tolan W_. Slit-Jae .. m• 111 ..... cld ....... die foreeoina 
Agreement and Pllll ofMmprto be die a and._. of llid COlpmldaD. 

AS W1TNBSS my bmd _. ......... 

My Commiaioa Expires: 

STATB OF MARYLAND 
COUNTY OP WICOMICO: 

I HRllBBY CBRTIPY dm cm dlil ~.., of 1"8, 
before mo, die ........... aGils. JI I "1 ...... J~ C. $MnnMM, 
Shareholder, Tom w ... a..-.;-., • ., ... ,lllllllfdid IClmowledp tlae bepiq 
Agrecmc:nt md Pim o,..._tD • Cbll lalmd ._. otllid ca.rpantion. 

AS WITNP.SS my blllll IDll DDCllial ..a. 

I My Commilliop Bxpinl: 

I 
I 
I 
I 

' 
.. 
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SCHMITTINGER AND RODRIGUEZ. P.A. 

I H-.>9C~­--. ... H. ........ 
.. _H.90ewnL 
JOMNJ.~ 

LAWYERS 
414 80uTN STATC STlllUT 

1".0.90a 4e7 

WIL-TON Onlcc 

--·-0..ftWAY f"LAlfA llOON ......_,.,,_,,9UITS ~ 
.... TCllll.DluWAlla leel>I 
~caoa1•a1·>97• 
~1aoa1•1·uu 

-.ucac. ..... 

I LAM\'W. Pftlt 
DoulLAS a CATTS 
~IMll 0. ~C'l'C .... A 
WIU.IAM A. 0.--

Do\lllt, Da.AWAM I 980MM9'7 
· · TD.OtOC caoz, •'7•-01.0 
~cao21e7•·••so .._.,...AC .. OWlcC 

..ol.....,AYONS 
COll&SfATU ...._ 

llC.-onf91ACH.Dl&.Aw•• IN71 
1'ILOtOC 190lt ll'P• I ..00 
TUK-1aoa1 M•IMI 

JAMU T. v- ... 

I CA-T. Ml:UY 
WIU.IAM w . .._... ... 
ca...a T. sua­
cavnAL L CAM.,. 

.• 

SCOTT IL~ 

I ....... , .. hoTT" 
~IL"'­
DAYCI A. 809WCU. 
MC>CLCL~ 

... 
OOCHAQrrlcc 

OOCNA f"WON- .... _ 
f"O llO&eH 

Oll<M•. Deuw.us 1e71C>0918 
TCLC-190l117•1H7 
TCLCC-• 1*>1117• tese 

W/4T,.~ 

I .--TJ~ " ICOTT ltAPPH 
KATHY • . OltAllCLL" 
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March 2, 1998 

Delaware Public Service Conni••ion 
Cannon Building, S\lite 100 
861 Si.lver Lake sen.levard 
Dover, DB 19904 

.:,'§,· 

RE: Application of Che•apeake . Otilitie• Corporation 
For The Approval of I••uance of Stoek 

Dear Commi••ioner•: 

We are Delaware · counHl for Cbe•apeake Utilitie• Corporation 
("Che•apeake") .. in connection with Chesapeake'• application for 
Commission approval of the i••uance of approximately 33,000 shares 
of Chesapeake coaaon •tock, pur•uant to 26 Pel. c. 1215. 

We are familiar with the term8, interpretation, and application of 
26 Pel. C. 1215 which ••t• forth the required, but limited, 
finding• to be made by the eo,.ti••ion in its con•ideration of such 
a propo•ed i••ue. We note the limited scope of Commi••ion review, 
as determined ·by the Delaware SUpreme Court in the Diamond State 
Telepbon• Cqppany ca•e, 367 A.2d 644 (1976). Specifically, in the 
Diamond State Tlltphono company ca•e, the Delaware Supreme Court 
held that the power• legialated to the Commi••ion pur•uant to 26 
Del. c. 1215 were intended to be applied in cases of a proposed 
issuance of stock for an inadequate consideration or for •ome other 
improper purpose. In Diemgnd State, the Delaware Supreme Court 
sta.ted that in the ab•ence of a •bowing of improper con•ideration, 
fraud, bad faith, or ••lf ·deali·ng on the part of the members of a 
utility'• board of direc~ora in their deci•ion to i•sue •hare• of 
stock~ for the purpo•• of rai•ing needed f und9, i woul d be improper 
for the Commission to 8Ub8titute it• judgment for that of the board 
of directors. · 
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Delaware Public Service Coaniaaion 
March 2, 1998 ., 
Page 2 

' Based upon our ~ledge of tbe applicable atatute, and its 
regulatory and judicial interpretation and application, it i• our 
opinion that the propoaed i•auance of approximately 33,000 shares 
of Chesapeake connon atock baa been duly authorised and i• valid 
and in accordance with law, 8'1bject, of courae, to the approval of 
the Public service Comia•ion pur•uant to 2' All. c. 1215, t. 1 ~· 
nece•sary approval on the part of the Plorida Public Servic J 

COmmisaion, and •ati•factory compliance by Cheaapeake with all 
applicable federal aecuritie• lawa. 

It ia alao our opinion, ba•ed upon the atatement of Che•apeake's 
intended purpoH for ieniDg Nid •toc'k, that the subject stock 
issue is for a proper 1NZ"P09e, and ie con•i•tent with the public 
interest, by enabling i Cheaapeake to acquire Sam Shannahan Well 
Company, Inc. 

Acco,rdingly, it i• · ovr opiriion that Chesapeake' a pending 
applicatioa for COmnlia•ion approval pursuant co 26 Del. c. 1215 
fully complie• with the limited atatuto:cy requirements and findings 
necessary for Commi••ion approval. 

Sincerely yours, 

SCHMITTINGBR ~ RODRICJUBZ, P.A. 

BY:~/ L~::::.:~~~m=..!:C:,· :::-:...__;_ _ __.:.. 
WILLIAM A. OBRMMf, BSQUIRB 

WAD:pmw 

A•' 
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UNAUDITED 

ASSETS 

PROPERTY. PLANT ANO EQUIPMENT 
N.adglrlllcaet 
L.-: ~ dllncillan - -lflblilfllill111 

Nil propq. pllllt ... equlpnnt 

INEITMENT8 

TOTAL ASSETS 

ACTUAL 
BEFORE 

ISSUANCE 

$140,154,387 
(42,800.814) 

88,153,453 

2.340.007 

1,.,,700 
7,357,140 
1,114,040 
2.Gl,351 
4,0Dl.715 

750.720 
11s.•1 
~-

1'1!UDI 
~.. ~;~ , ~. ·! .•. ·: 

12.11!.144 

1131ez12 

ADJUSTMENT 

0 

0 

0 

0 

IO 

PROFORMA 
BEFORE 

ISSUANCE 

$140,954,387 
(42,800,914) 

98,153,453 

2,340,007 

1,467,700 
7,357,140 
1,184,040 
2,GS,351 
4,005.715 

750,720 
113.U1 
203,B 

tl,708,908 

8,501,505 
2.282.938 

0 
3,111.401 

12,817,144 

1131,820.212 ,, 

- -
ISSUANCEOF 

CCWM>N 
STOCK 

$810,746 
(420,957) 

488,789 

0 

44,516 
87,159 
47,861 

0 
0 1.-
0 
0 

1 .. 804 

0 
0 
0 

214,084 

264,084 

'!!0,477 

~ .. g,, .... ... , ... _ - -
PROFORMA 

AFTER 
ISSUHICEOF 

EClllTY 

$141 •• ,113 
(43.221 ,871) 

91,843.242 

2.340,001 

1.512,218 
7 ...... 
1,731,70t 
2.G.• 
4.0Dl.715 m.-

113,111 

~-
1 ...... 12 

1.511.­zm.131 -
0 

4.117.411 

12,lt!,128 

1132,?!0.• 

·~ 

, __ 

. ' 
~'" 
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E>ehlblt D 

SECURITIES AND EXCHANGE .. COMMISSION 
.. W ... t.atoa. D.C. 20549 

\.·~ . .. . 

· FORMIO-K 

ANNUAL UPOllT PUUUANT TO SECTION 13OR15 (d) OF 
.. - TB ISCt18D'll8 EXCHANGE Acr OF 1934 

. ' 
Fordlel'llllllYw ..... D1 F lluJl,UN c.. ......... N .. bero.593 

CHESAPEAKE UTILITIES CORPORATION 

llWHM 
CL&l. l'•Jf ,,. 
HCdNe.) 
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The Comp111y ...... ........., s--. • o(D1_11•• 31. 19'6. oa ..._ IDvadpdana. l9CI apec:ll to 

rec:ovcr thaeaplMll0 • well•., ... llql Ill I 10 .............. Thal-Mw ... ICCCMMlled for M 

eblrpl ID ICCAmlru •---- 1'I 0 1; U J i1, •••• _. ralwd &om .. Florida Mlle SlrYice 
Commiuioa ('"FPSC") t z Ull 11•11 ... ....-...... - _SSSfM9 olcl..;. .. _. lllllCMI OOlll incurred• 
ofDecember31, 1916. Alol°'1:1•••J1, 1 ..... _. ... ftllly_.._ la'-J 1993,dleCamplny 

' rcc:civechppro¥11toNCOWr .............. ............,1217,0110 In lddltlcwel CIOlll rellted to .... ronner 
w&clured .. ,...._ 11lll-11p1111 11-••Y olSl73,000 of CCllll ilcurrld haa J...-, 1917 duouita 
o.o.a. am.• .. •i&•11ni111 ...,., ol•' 11• ....... wblcll llld• >"I._. llCUll'ld • 11111 
time. De FPSC._...., .... •1f••• Ol._a1111owra...-.,_.plriod _. 11ovldld ,.,... bw 
llllltmall ,. ... ··=Gdf .. •••11 ................... FPSC, tbeeom,,...,, .... req11..aecl 1Dd 
received lppl'OVll to lfPly a reftmd ol 19'1 au 1 • kp ol~ SI 1'9000 ........ llllwe of 
unmnortizecl envilOllllDllllll ..... ~w .. •olDr_._ JI, 1992. Au ,.Jr. ...._•viromn1111I cbllpl 
were fully lmOltiJlld •of Ml 19'4. Tl. l'PIC .._. • Oldlr ID JilliUllJ 1997, applylna 1 refund ol129ZOOO, 
pertaininato 199had 199SOY••-............ ..._oCUDllDOltizildmvlrnmllllalchlrps. Of'lhe 
$660,000 in COiia reported above. al .-i1-a•1hed rid IF akin& ........... 11- FPSC hll allowed dM 
Compmy to cmtinul IO .a. llr-. IM. 

5 
'ODlll. Al.Dec•blr 31, 19'6, the Comp111y bll 1396.0110 

ac:crued. lt ii m=11 •!'I"•.._ .. .._._ tt-r, wll.t.ncovcnbll In Illa . ' , ...... -
(cl) Smyru Coal Gu Site 

On Aupst 29, 19191aC1 ~4, Im, a+ n, 111hwolDNUC ....... ..,a111 on property owned by the 
Compay in &a,.., D•wa& 11lll 111;a1J II •1lf1• ID t. lbe ao.ioa of a fonMr =n•llaMred 1M plant. 
Analysis oftbe umpla t.aa by DNUC...., .-.......... of IOil coatlmiudon. 

"!· ·• ~ ••. . . 
OnNovemberl. 1993,DNUClllYillllJlllC J _ , ............... ,,_..ildalloftbeaollcoa111Utin•lm 
under tbe ...... , Ham-. S 1181 n Cl1 U bf Ad.. Q 11 b d I 4hft Coa- Dlcnl ID die ColnplDy (or ill 
review. The Compmy-wtdl IJNllC ........ DI' U 9* 199J IOclilam thucope of •y IWMdillloa of 
the site wl, in,....., ltM., ... ._.a .. 114 llld wodlp ............ wllb comaMlllll aa tbe propolld Conlent 
Dec:ree.· TbefiDll Walk,.__..._ ...... S2 C.27.1994. DNREClllupprowdtbe Work PllDlllCltbe 
Comcat Decree. -•d'd ............ ..__ c mellted la 1995,111C01tof~S263.000. 
la June 1996. the C...-y .-... .._ oardflntr .,...,....... &om DNllEC. It ii ,,,.,......c'1 opinloa cbat 
die. COiia wiU be NCOVll'llbll 11.... . 

ltna 4. SubmluloaofMaaent8·a VOC.oflecutlJ Holden 

None 

Item JO. EsecudYe C>m.n or ............ 

Information patainJn& to the Eucudve Of!lcml of lbec......,. ii• follows: 
> ' 

" 
Btlph J. A+iu (1p S4)C..-....... M8)'20, 1997). Mr. AdkAna ii Prelideat MCI CblefExtcudw 
OfliccrorO.apake HI a...-•Pollidlill .t QWEwutlve <>me. llDcll Novmbcr I, 1990. Prior 
10 boldiaa hil preleol poeldoa. Mr. Mklll. ..-• Prllldaat laCI Cblef Operadaa otllcer, ExecutJve Vice 
Praidcat. Senior Vb PnAdlll, Viii .. . 1i.111 • Tf'IHU rw of 0. .... e Mr. Adkins ii also OaaJrmln 
and CbiefEuc:ud .. omcwora.m,..... .... Company, and Chainnln and Chief Ex UU•t Ofllcer of 
Shlrp Encr&Y, Inc .. Tri.coanty 0. t'Galpmy, lllc.. Cb I 11J*!k• Service Compmy Md B8ltem Shen Nltunl 
0as eomp111y, an wholly.,....• •rr•..._ o1c .... ,. ':t HI 11aa • dlnaor ota. • ..-. .me. 1m. 
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J@a I *'""'# <•4'>ffl 1111 ....... Ma, 20, 1"7). Mr. Sclalmbkll 61 Execudw Vice 
PNIWlnl. a.111°"'4 .. .._ _. • . 1'111 t Tri• tnr. He hll _.a Encudve Vice Pralclenl since 
Fcbrumy2S, J9'f. Ill ... wto.m, ..-a~Plrrnlll Oftleer, Senior Vice PNlldlDI. nw.-• · 
Alliltlnt Sla-.y. ,_ •••••Mr. ••t 'Mllw Vici l'lllldllllofCooplrA Rlalllr, Inc., 1 
CC1111Ultfea ar. ,......., clll ............ ...._md Clbll .......... Ht Wll appointed 1 director of 
Cha•re• • ,._,. ""-. · 

Pbilig S, ...,_'( .. SO)'(pnlllllt ........ May 20, 1997). Mr. Barefoot joined Clm1F411b u Division 
Manapr of Florida ()pa.._. la July IMS: lltMIJ 19" hi Wll elecled s.ior Vice Praidenl ofN.aural Ga 
Operadoal, a W.U a Vice ....... ef0 I If trike tJdllda Colpondan. Prior to joinina Cbaipake. he WU 
employed Wilb Plaplll N...i Oii C.1•rwllll'I Ill held the posldonl of'Dtvilion Sales Manapr, Division 
Mwger and Vice r.llllllDt otP1orencl Operldoua. · 

MjchMI P. MsH .... ( .. JI) ... ~ ....... May 20, 1997). Mr. McMllten la Vice Praldent. Chief 
Financial Oftloeuncl Ta amw ofO ,. f I lfDt lMldel Corpondoa. He h11111wcl •Vice Praident. Chief 
Finlnc:ill Ofllcer Md Tn 111 a ..._.,._._, 19". He prwvtouaJy lllV8CI u Vice President of Eastern 
Shore. Director or McouDdDa _. ._ _. o..a.r. Fram 1992 to Ml)' 1994, Mr. McM111ers wu 
employed u Dlrlctm of OperldoDI PIMmfDa llr lqll&lble Gii Conapmy. 

PARTll 
... 

Item 5. M1rbt for ... .,..._..c-.......... IWlled ... rltJ Holder MaUln 

The followina I.Ible t111 fidi ... price_. ................ for each c:alendlr quuW clurtna the years 
Dccanber 31, 1996 and 19tJ: 

Quarter Eaded HIP ·Loi# Cloll 
1996 
March 31 s11.ooo Sl4.500 Sl6.750 S0.232.S 
June 30 17.175 IS.175 16.000 0.2325 
September 30 11.750 15.12.S 17.500 0.2325 
December31 11.000 16.375 16.175 0.2325 
1995 
Mm'Cb 31 SU.625 s12.1il SIJ.2.Sll $0.2250 
June 30 IJ.375 12.2$0 13.12.S 0.2250 
September 30 14.375 12.2$0 14.000 0.2250 
December31 15.500 14.000 14.W 0.2250 

(b) Approximate H•ber of Haden., ___ lilck u of O.C..ber 31, 1"6: 

ThlgpCCJw 
Common stock, pu value S.4167 

II 

Number of Shlreholdm 

"'rm! 
2,213 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
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(c) 

Dariaa lhe ~ ..-. 0111..., JI, 1996 IDll 1995, Alb cUvklendl have been decllred adl quarter, in the 
amounts .............. -.w.. . 

lndealures to dli ... W Ml.Clllbe ec.,.QF lllCI hi IUblldllries contain a rcl1riction that lhe Compuy cannot. 
until the ~Clllll Slrlll I ..... PIJ _, divklendl after December 31, 1911 whJcb ucetd the sum or 
$2.135,111 plus CCllllGUOUI d .. --. ...,...izlld on or after llaulry I, 1919. Au"Deccmbcr 31, 1996, lhe 
aoun11 availlbll for...._.,_,,, ............. by lbe Series I covenant .. Sll.O million • 

..;.{ 

(d) On Mlfda 6, 19'7,_ll 1aij11cdclawldtlhl1eq1111idoa olTri-County Oas Comp1111, Inc .. the' r.ompay 
iuued 639,000 ... of C.s-1 ltock to WIW. P. Schnelder and J111111 R. Schnelder In reliance on lhe private 
pllcement euntptlaa provided by 5ecaioD 4(2) orlhe Securities Act or 1933 and Repladon D, lbereuader. · 

,4· • 

.. ; . 
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I 
I 
I (IWlrl ......... Except SIOdt Olla) 

Fort .. Y•n ..... ...._berll, I"' .,,, ltN 1"3 1"2 

~ I Opendna reYellUll SI 19,.330 SI04,G20 $91,572 SIJ,173 S7S,93S 
Opalina~ ·~ S9.562 S7.2l7 $6,.311 ~5.170 
lncamo .before cme""he efrtct of 

I ci-. in ............. ,.,.. 
w 

and diac:onaa..I ., ••lam $6,910 . $7,237 S4,460 SJ,914 S3,47S 
Cwnulatiw effect,,, ..... la 

I ICCOlllllins priadpll S51 
Income hm dilOjdfl ........... S74 
Nctmc.e 16,910 . Sl,237 $4,460 Sl,972 SJ,;549 

6tdtu1tt.., I Orossp'- Sl27,961 SllS.213 Sll0,023 SI00,330 $9'1,039 
Net pin $90,564 Sll,716 S7S,Jl3 $69,794 S64J96 
Total- SIJl,131 Slll.794 SIOl.271 SI00,911 S19,S57 I Lona-term ...... 121.914 129,195 $24,.329 12$,612 12$,661 
Qmaaa •llldlllMllt......, 147,153 142,JOI S37,063 $34,171 $33,126 
Clpilllapllldilula $14,.302 Sll.100 SI0,653 SI0,064 $6,720 

I eo ..... .S'ltd 
Primary .map per.-.: 

lncamo Won mmtlllhet$cll of I cl-. In IC"O' .......... dpll 
nl dilcaatiaued ap•••l•• Sl.12 Sl.95 Sl.23 Sl.10 Sl.00 

CUmulldw tfrect of --.11 
I ICCOl ... prBipll S0.02 

lncamo &om dilclW' •opendom $0.02 
Net income Sl.12 Sl.95 Sl.23 Sl.12 Sl .02 

I Avenp lhlra ocNllDdlns .· 3,793,467 3,701,981 3,632.413 3,556,0.37 3,477,244 

Fully diluted emdnp per ..... 
lnco.De Wen .,......_of I dlm8I in ICCOUlldaa prlncfple 

nl dilcOHdllHM ...... Sl.76 Sl.89 Sl.20! Sl.OI S0.99 
Cumubidveefrtct of ... in 

I ac:coundna .. inciple - S0.02 
Income fi'om clilc 11411"'ll" opll ... S0.02 
Net income Sl.76 SI.It Sl.20 Sl.IO $1.01 

I Avaqe...._--.dina 4,037,0CI 3,950,724 3,111,190 3,116.295 3,749,130 

Cub divldlndl per ..... S0.93 S0.90 SO.II S0.16 S0.86 
Book value per ..... 112.41 $11 .37 SI0.15 S9.76 S9.50 I Common equityfl'Olll apilll .... 61.93% 51.67% 60.37% .57..59% 56.34% 
Return on equity 14.66% 17.11% 12.03% 11.39% 10.71% 

Na.-,-F.ll •llJIM 331 335 320 326 317 I N•.-, -tlt'J'*'#.f#ctl .... 1 2,213 2.099 1,n1 1,743 1,674 H_,.,, Dqr. D#tp •.111 4,.593 4,391 •,705 •.64.S 
HH11111 "'6TH IJ.-(I~•-.. 4.596 4,516 4.564 4,511 4,591 I 
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1 ... 1 .... , ••"*••••h••~.,,.. .... c..1 ........ a..1t1oro,tnt1oM 

U,,.""'1-* C.,Wlr r • 
neeoa.p.,•1..,..,.,,11 _ ........ .,.... ........... o1111•••111c1 .. .......,.. 
priac:ipllly1Dlll_... .................... ofirs ........... n.eompmy .... alb 
.................... [ .... ...., ................... apilal.....--.. to 
tanponriiy ftnwe ap1181 ap11·11 • Dlinll 1"'*' C11.-1'1 • Clllla pnwld1d bJ Ol*ldq 8Cdvldel, 
net cm Ulld.,, ...................... -........ ,.,,,._ICillaKdvlda..,. SI l.J mUHoa, 114.l mlUioa 
Ind SJ.7 mlllioa, ..........,. ,. '·' · , 

... : . 
OnJanwy23, 1997.dlea.dol'*-lar~r 1111•-dleai...., .. llllhor'-dlDblnowhm 
vlrioul bllnks Ind WI& c 1 mJ I qlM hm 114.0 ....... ID• ceiHna olS20.0 ml..._ Al of Decaabw 31, 1996, lhe 
Company hid foarun1n1• ... 1111tet...,_.. IIa 1111__.ofsa.ooo,ooo. FllDCkpnMdld tram ....... 
Ima orcredll .. Ullll ., ....................... wl ·wmklllsCllfllal requb ·-•to ftmd pordom 
ofiu capital expend~ 'l'lllot 2 s •a•r· t11Gflbolwna bonowlllp• Du111hr31, 1996 Ind 199' 
wereS12.0millioamdSt.l.UU..1 IJllllillJ._ ....... lp111d.iar1,uli1 •SSln 1997,lbeCompmy 
mayrefiawedlt . ......_Ml_.,_....197.,...,....1 - ...... IMll11weor1on& ... •dek 
'llledminaoflUClt •a. •rr 11 ll•J 

0

1 , .,. ....... ot•wilill ...... •w.llu ~---
economic caadltloal. . . 1. • .. 

" 
Jn 1996, lhe eomp.y...aqlllaJIM'fllrdlllJ IJ ' ................ wldt ......._ bonowinp ID ftmd die 

Clpilll exp• 'b-·-.... 11 ............... , I u . •• Tiil IDcn•• • wortiDI .... Wll prillllrily 
duetolhe .............. -.. ....... , ............... ,... ..... ofl9N .... ,,, ..... 
Compmy'a Clpital ...,.. ... www ftmdld by... ' 1 IClllYldll. la 1994, Alla pnMdect "1 ... .- fBcr1111d 
duetolbecolleclioaof•lrtp-f/1111d1 llOOW ... puri:llt1111 .. COIU.,,_tlllheeadofl993. 

' . 

Durjna 1996, 199' .... 19".Clpllll .. nit I•-..... ' Wl)'Sl4,302,000,S12,100.000mdSI0.6Sl,000. 
respecdwly. f« 1997, -.c iiillf"1 .......... SIU ... ,_.,.. cxpmdb-. tlllr-lllC•• 
Sl.J million f'orlllllnl ............ 141' .... lll'Wllpa _.iuioa, SJ.I .UU. lwtnln 1 nm' 
relaledexpenclibna.SU ...... lli'DJ•r'? I sl-.SIS0.-llr8dYw:ed......_..W.md 
Sl50,000for ...... plllts. ,.._..,._.lli•S•• • ta.121Ga1..-d....,. .. for11Jf111lolmd 
im~of,.,.,_ ............................... _ ..... ..,.., ..... ., ..... ,,... 
oflhepipeline~--11pl .... GfllleDll1 .•OtJ1111J.--........ '111118dvlllM...._.._.. 
expend1tune .. rorcoaap.-•dwm1taoftw•• ....... •1 'r rt .....,.,._,997 ....... 
propam isapdldtobl .................................................. --..o1-.. 
lam debt. 11ae CODlllUCI'- ,..._ 11 lllljll& IO c •' - lftilw _. fDOCll&.daD. Aauel ClOlllO'DCdcla 
expenditures may vry 6-111 ....... _ ......... ., .... iDdudiaa ........ ....,_le 
conditions, rephmoa, lold powdl _, .... _. enllnMltJ ol Clpllal. 

c.-Slnldlln . 
Al of Decaber 31, 1996, CGaUaOD ...., ,..111111 d IJ.N of ptrmM•t aipitllllllldae, o •J eld ID I. 7% fa 
199Sand60.4"ia 1994. Tbt~r•all1111•mlledto1M""IDlnauo•d -...n llrOq 
"9dit ratinp ia order IO pnMde tbl ft F clil 8ldUily ~ID 8CCW ... apltal ..... required. 11Ua 

: (1 .... 
. ·' 

21 

_, 



ts 

--.. ~ 
•':~ 

jjli;i I' i .. , IP ,f I ·~ 
:;."If! IJ'ii lll;tf'f.i · .r

1
.,., ,,.--1,-Jflil ll-llJfJJl .· }if . t 

.:1 ~ ~ • 1 111 . ·1 ' l .. ! I ! JI·( . t . ' t • ·'I '• 

I ;;· . ~ . . ·1•1f1· ". ·lJ "1.~ · ~1·11 ·-.:·[jl l I" I" · '9 § ~ ~ · ; ·' I , 

. _ .. ihe Jl,l•n . ii· . t1 
r .

1,f f 'z1
• .. J1i1 •. 'f:t,·~·i '). <., 

.. ~ .• 111 ,. .Ht ii ~ f rtf. ,·11i).J
1 ·•,•1t·I ;~:ft1 · , ~, 

1 1;?1 r 1

1
H•1r 11' 111~11.·~ ·r11 f!!,il ·( !It .· . ·. · .... ~ 

~·~ ~1._ l ~fl_R -• ~111-1~ I .llr~~ 

I ~ 1,· ~ ~111 11 !'1111i ~s g-f f t I ~ I 
. ·~ I I 1JiJ 1• Ji 1~1 ~1 -Jl~f, I I 

r 1 ! .i, f ~J~rt ql i!!liB ! !~11~; l 
l !j t I 

J i~~r1 ~~ 1s1;1~1 lw l~it•~ '(-
. Jl~ j}l ~flft ft · aitfi-al > dl.f11 f I 

,-i :s s· l I! _ j 1r ls !!! !lff · 11i=- t ,s 
i!i 111 t!rl~j .' ~1111ri · .~~~'i '! 

- - - - - - - - - - - - - - - - - - - ~ 



--· ------------------- 1 



···l 

r- ,,.., ......... . 
1111.,....., I I tiM 11p1• ....... DIT oll2.1 •UU.. Sl.9 mUUon Ind S2.3 mUHon f'or 1996. 1995 
llld 1994,r•••rllwlJ. Thi llNm1•1 laEBITw·........,.._.._..of'• incre111 lnaroasmralamostJy 
ofticl by.,_..,......, 11111 The '"' dlcr1•1 Ill E8JT wu a CIOlftbined lmpect of' a decw in pou 
musJsa couplldwMa.....,op111dnaexpcn•1 

1be inaWI ·ID ... ....-o111.1 mlllklll or 1a f'or 1996 was pra.tly lhl ...... 11 of'a 12" iAcrw m sales 
voluma due ID II 1 IW• ............. tbt pnYioul yw. '1111 dlcn•1 In lftlll IDlrlin of'S211.000 for 
1995 was prillllltly c1a1 to•• dlllllll ID .... -.... plrdally om. by a...,._ awnrse ...... per p11on. 
0wra11. tea+W-• ID 1995 ... ._..._.._ _,......1n 1994, yet"'-"..,. 1owtr• co the timina 
anchewri&y otw ~·· cciadld• ... ldr111d Ill l9N. la l99S, lhe .......- did DOI llCUl'll 1 COl9lrlCt with one 
wholaall cmc-. .... wlllclt IW runw-.. • .-ldll of'prop1111t conlributin1 S64,ooo to srou nmain. 
in 1994. 

Opendans ape1111f'lr1996 iaa 111 • "'s7'6,000. 14% •ftlr inawina by S22S,OOO or 4% ln 1995. The 
incrwe Ill IXf 11111,.. "" ..... oocurncl primarilJ in compewdon. bwfks llld ouWdl .-vices. 
Maiatl•a .,.• Ina•• rd., 114.000• 21% in 1996 aft.r Nducina by S42.000 or 12" In 1995. '1111 mabdenlncit...,.... ._, 1111 1:ar•.S ,,...._Ob veb1cla. 

SClrtina ID 1997, lhe Ol!lllf 1131 wQl M ........ IM opalllona of'Tri-Coualy 0. Comp111y, Inc. ('"Tri-CountY'), 

KqUftd 019 March 6.1"7, ..... CI I 10)''1 ...._ propw diltribudon opendaaa. 

Ahac#~dria.-. 
The ldvanced ...._... ..... r I • _..._. EBJT of Sl.3 miUJcm. Sl.2 milUon Ind SI 74,000 for the 
y_.. 1996, 19'5 .. ·1• DMrilll 1"6, • 1 t .S opendna ap11- dlcnued by Sl.4 million Md SI .5 
million, nrp 1 ~dwly. 1'11111 dlclhll ,_...... hm .. llp*lt llO Ion .. provldlna f'acUkla aaanlplnelll .-vices 
durina 1996. 1bae 19Ndeclln-... ......., ~by ....... c:omuldlls ... prc.snmmina l'l\'IDW .... 

with modllld opaldq 1111•••' _. • oomp tGll, beneftll and ............. COltl. 
·'·• 
~·· 

In 1995 ........ -···· ... ..,..__Ida, Ind ............... reveauea. pllclDMnt .-vlcea llld noa-
rec:urria& mwlt ....... .,, snvldlls ..... to• ................... CllllDIW. 11-1 ........ 
provided durina a,....,.,._ eoawnlaa by dlls mllll ••in eonwdall widl the tllmNtioe of Ila OClllllllCL 
Opendn1 e:xpeaw cllclfnt d II 1995 due to ...... ...,. at tbt Comp111y•1 North Carolina operation co 
dump lhe focus lam 1 ,.._. _.. .... IDd f'adlillee .,.........nt compmy to a fixed price connct 
prosnmmlaa .-wkes _, 4% • 

Included in lhl resub otlhl ~ iDlonnatloa ~ ....-• for the )'Wt ended December 31, 1996, 1995 
w1 1994 wrs ~,.. •w oll71 l,OOO. SJ,722,000 .ct Sl,277,000, rapec:dv.ly, which w.. ellmlDlled 
in consolidldon. 11M lntarc '111 y LBIT 0.-W.. 1-..a Ind Tax•) oonnected with the dewlopment of the 
Compay's natural ............. bUUq ~ wbWa w flnallled durfna 1995, toealed Sl65,000 llld $461,000 
for the years 1995 IDd I*• 111p 1 Dt1"91y. 

Otlla .. -: 
Non-opcr'Mflta lllODlnl w .,,,._ 1357,000IDd116.000 for 1996, 1995 llld 1"4. r..,.cdwly. '1111 1995 
lncreue wa prlllllrtly .. IDI - llllle WIMdoe flt paid IO the ldvm ... iDlcnuldoa ..vices flPM"' by its 
1-aat t.cllitlel •• 1••• ~ 11'a ••Ill oim11c:dml wlda 1 clllDp ID COlllllal IPt CUllGlnor. Thll was IOllllWhlt 
oft'lct by COlll to ....... die op111doa IO ao loapr provide tadUdll........... in c:oanecdon wicb Ill 
Pap-rJ'"l softwlrw. 
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Ellvl'°n"'°'llll,,..,,, 
The Company continues to work wilb......, _. W••• I •I la1Dti11IO-IM9"lra1mllltll impld 
and explore corrective action It llVel'al f'ormlr ..... ,..... ... ailll (• NOie J IO die Coalolidllcd 
Financial Statements). The C..orupeny belinll dm iay ...__. _ IU td widl dlae ..._will be recownble in 

. . 
rates. 

"'·' J I 

~. .. 

COllf/ldlllo11 ,' . 
Historically, the Comp111y'1 MIUrlJ .. open•h• ...... , i •111 ca..,....S wilb-.. llrms of eneraY such• 
electricity, oil and.,.,...... The prtacfpll ca1lll dr• ,_..._price_. toa ,._1111111, ICCllllbilily. Since 
Eastern Shore hu only recently tledld to bl• ap11-plpt*' wllla .,.._..-io. dltrlns 1997. dll 
Companyhunocpnvloualybeeasubjlct101llua1•1tlht11111rm,....._•llerlof....r1& Upon 
Implementation of open 1Cct11 lrlnlp0'1adol ..... • 8-11 lhcn'1 .,.._, dllnl plllY auppllm will comptte 
with the Company to Mii 1U lo the local dlMr ... tG•pMlel iltl lhe - ..... Oft BIMlm lhort't l)'ICtrft , 
•lfm hor• will lhlft f'rom provkHna Ill_..• t Md tnneporudon 111Ylc • 

Boch t' e propane distribution IDCI die...._... <• _.. bu1larr111flee11p.1nc.c competition &om a 
number of lar&er competiton widl aubmntially .-. ,..... aWllllble ID dmn chin lhe Comrmy. In ldditioa, 
in the advwed informaaioa mvicet bat._, + ax .. ocwww1 .. npldly wbk:b could adversely Impact the 
markets for the Company's services. .,,. 

llfll•tlon 
lnflalion impects the prices the c:ompmy _.,., llr ...,_ aad Giiier aoock _.-.vica required for opnlion. 
maintenance ucl capital improwmmll. In ,_ ,,_.. bowevs, lhe impact of lnftldoa bu leuened, except for 
its effect on purchwd pa COl&I. Allbouab ........ay ...,11, dllle c:ol&I ... ..,.._la 1996. Thae c:ol&I are 
passed on to customers throuah die purds1111I .... .......,. cllme la lhe Ccmlplny'1 Wift's. To help cope with 
the effects of inflation on its capbJ la~ IDd l'llUnll, dll C....., ..ante relief &om its ,....1aaory 
cotnmiuiona for its reguJa&cd ..,....., llld on n•~ ......,, .,..,..... of Ill _...lated busima opendcllll. 

C•11dono17 St.,°"°'' 
Statements made herein and claewben in this Form 10-K whlcb .. not hJltGrical fld 1n1 forward lookina 
statements. In connection with the '"Sale W pnMslom of ... PriVllle Secwidcl I ldptlon Rlform Aei of 
1995, the Company is providiaa die followlna cllllb•y te111.-1D ~ .impoltlnl facton 11111 caald cause its 
actual results to differ ma&aially &om ChoM anddpaled ln forwlrd looldfta llatllnentl made herein or otherwise by 
or on behalf of the Company. 

.. . 

A number offacton and uaccrtaialill llllb It.,....._,...._.._ .«ect oa .............. raults, rtlldve to 

historical results, ofEastrm Sbol9 heoomifta• opea-plf1llM Fint, whU. open accm ii Ubly to climinilb 
industrial interruptible sales mqial. IUCh ulea hew vlriad wld"1 hm ~IO~-. in ftllur'9 yan. mlaht 
make a leaa 1iplficant contribution IO ..nlnp '"'9 in dte .... of open-. Second, the level of reaulaled 
transportation rates that will be In efrect under open_._ llOI ,s .._ dltermlned. Third, the~ of 
Eastern Shore's rate incrasc rdlna with FERC b• lllcr1n1 m ..w mned oa aales to rqulatld CUllOmCrl has 
not yet been dctcnnined. FO\liih, there 1111 a aumbw of ......... lncludlna lbl oucoome or op111 acau 

·~_ ... J .. .... , ·-'- . :.. ';;) 
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" '1·-.... 

pnic_,' p _. ... .._,,, m 1 HJlllllan, wllicla will afflcl ......_ lhe CamPlftY will be Ible ID provide 
ec:onamk:ll .. ..tilll• 19¥1m II 
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CONSOUDATSD llALANCSIHDTI 

Al D111••1rJI, ,,,...,,,, ,,,_,-" £....,_ 
Nllurll p1 clilen11udon 
Nmnlp1tm 'nloa 
Propllll ...... 
Advanced .... amdoa..._ 
Ou plllll ecquilkion ...... 
Other plllll . 

Tocal property, pllllt .. IQ \ t• 
Leu: Amw ..... 'dlprec:lldaam•a 7' 4a 

Net propll'ly, pllllt mt eqarlp• • · 
I~ ~ ·~ 

. ~~-- ·' 
"4..,. .,,._..... •;~ 

.... rrMt,...... . :: .. ·.,t 
Cab Ind cab.......... :•,· . 
Accouna receMble (I.a.._ lw naal1llllll 

ofS392,412 IDd SJOt,955 ID ltN ............. wly) 
Mlflrilll.11111 ............ ... 
Propane .. .-, .......... ~~~·i ... ~' . 
Storap pt,..,_.... .. , ., 
Undcrrec:ownd purdl111d pa COits 
Income m. l'IOllYlble 
Preplid explllW 

Deferred inc:ome-
Tocal cmrem-

DefardCIJ.,.a .--.~ Enviromnmtll .. I 2 _,_ , 

Enviro11me1111J _,- :Msa-., 1111 
Order 636 .,_..... ... 
Olherdeftmldclmlli mt._......_ 

Totaldefemld ..... lllllOlbs ..... 

S.1111 ",,.. ... 

21 

'·. 

1996 

S70,497,ln 
30.655,492 
21,101,579 

1,003,150 
795,G04 

JIO?W! 
127,961,454 
(37.397.752) 
90,563,702 
2.263,068 

1,952.991 
1JJ21JJJ 

l,leG,522 
2,129,914 
3,731,6IO 
2,192,170 

112,902 
IOl,939 
ISl.010 

25,561.461 

6,650,0ll 
1,771,341 

943,209 
3J71,G21 

12.74Un 

Sl31,137,910 

1995 

164,715,616 
25,651.551 
19,645,973 

141,661 
79S,G04 

JJ6J_zA7 
115,21J.0S9 
(33,567,446) 
11.115,613 

1.957,211 

971,407 
12,701.256 

144,716 
1,442,633 
2,663,721 

193,916 
142,460 

1.362.219 
21,021,461 

7,113.572 
1,505,140 
1,463,157 
4,0,10.112 

14,092.,611 

S 111, 793,980 

' 
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I 
I 
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I 
I 
I 
I 
I 
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I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

c.,,,...,. .. , ..... 
.. .At December 31, 

c.,wq.,,.. 
Stodcbolden' equity 
Common ltodc 
Additional paid-in aipital 
Retained eerninp 
Len: Unamed OOlllplftllrioa ..... to...-t•1I ..-__... 

Urnallilld .. (Jou) on -"11t1 .. 11n•ldll, Ml 
Total stockhoJclft equity 
Long-cam debt, net of anent pcm. 

Tocal c.pitalizatioa 

C11tn111 Lleblllda 
CUrrcnt pol1ion of Iona-tam cllbl 
Short-term bonuwinp 
Accounll peyable 
Refunds peyable to CUlkmml -
Accrued-. -~­
Dividends ~le 
OYenecovered purchued .. COlll 
Otha' ICCIUed..,... 

Total c::umat liabilities 

Dqarel o.lllr 111111 Odl~ L ut­
Deferred income taxes 
Deferred ln....anent llX a'tdill 
Enviroi11M1111J lilbillty 
Order 636 tnnsidon lilbiUty 
Acc:rued l*'Sion COlll 
Otha' liabilities 

Total deferred c:rediCa IDd olbll' tiMililill 

CollUlllbltata 11114 ~ 
(Nota J .,,4 X) · 

Total Cqlto/Jl/lllo1t 11114 L'sNWa 

- .;t.:· _ _. 

s. ,.,... ... 

29 

1996 1995 

Sl,149,626 S?.!11.211 
11,141,IS I 17.592.242 
26,7I0,131 23.315, .. 97 

(364,529) (415,107) 
31,5H . (72,139) 

47,ISl,377 42)00,604 
21."4.361 29,794,639 
76,137,745 72,095.243 

791.271 164,149 
12,000,000 4,I00,000 
13,176,126 11,162,775 

353,734 "6,940 
741,761 742.701 
113,621 ll7,3SI 

53J74 
3,447,397 3,123,191 

31,393,917 22,551,111 

9,791,676 9,136,IOI 
176,432 931,247 

6,650.0U 7,113,572 
943,209 1,463,157 

1,166,660 2,111,545 
3,471,113 3,314,220 

23,'°6,241 24,147,549 

$131,IJ.7,910 SI ll,793,9IO 



CONSOUDATID ITATIMINTI or INCOMS 

F•r..,Yan..,..D111 ... ,,, 

Otlla/11~ 

lnta'elt income , 
Odler Income Ind (dednc:dc1111). 1111 
Income taxes 
Allowance for equity ft.-wd .... OOlltbc:daa 

Total ocher income . . 

ltHWM .. on t..,.,a_,. 

/11taat a..,,. 
,..._...on Iona-tam dllll 
AmortiDlion of dllll t:XF•H 
Orher 
Allowlnc:e for borrowed ftlDlll Uled durina --­

Total interest c:lwpl 

Nd/llCOIM . 

~ hrSi.,.•fQ•••.slllat: 
Primary: 
EaMinp per share 

Avenae shares outsllDdina 

F•H1 dUuced: 

Eaminp per share 
Avenge shmes outstnclina 

S.rn ,,.._ ..... 

JO 

1996 

SI 19.J30,061 

72,530,507 
22,954,470 
2,014,106 
S,101,123 
3,531,402 
3.946.916 

110,Gl6.294 
9,243,774 

174,359 
173,231 
(13,739) 
I U1•3' 
319.215 

9,623,059 

2,392,451 
120,345 
264,141 
{64~202 

2,712.631 

S6,910,4ll 

$1.12 
3,793,467 

$1.76 
4,057,041 

,, 
,, 

I 
i 

I 
I 

1995 1994 

SI04,020,416 191,572,297 I 
51,454,410 59,013,165 I 
ll,317,919 19,611,435 

2.079,121 2.111,404 

I 5,"61,752 5,140,679 
3,050,351 l.79,1,905 
... 02S~74 l.5291635 

94,451,197 91,345,223 I 9.S61.Sl9 7~7.074 

141,161 123.271 I 
256,237 (144,031) 

(IOS,2IO) (12,733) 

I 65.191 49.154 
357.316. 15,654 

9,911,135 7,,242,721 I 
2,212,247 2,322,942 I 109,399 103,159 

313,976 42',242 
{93.4122 C70.l3!} 

I 2.612.140 2,712,806 

S7,.236,69S $4,45',922 

I 
Sl.95 Sl.23 I 

3,701,191 3,632,413 

$1.19 Sl.20 
I 

3,950,724 3,111,190 

I 
I 
I 
I 
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CONSOUDAnDITATDllHl'l OPCAlll nA>WI 

For ... y..,. S... D11111 .... JI, 

°""..,., ....... 
Nellacome -
AdjuWlll to ............................ : 

Dlfrecilliaalllllwww...._ 
Allowwe ,......, ........... OOllllnrcdon 
lnn•-•ad .. ' • 
Defcned income ....... 
Empao,.. benllftlt 
Employee c:ompen ..... haa ...... Qfmck rllD'icdonl 
Allowlnce f'or reftmd ' 
Olher. llCI 

a-.. in ...... 11111 lillbilidel: 
ACCOUllll receiVlbll, Ml 
Other c:unad .... 
OChcr defaM-.. 
AOCOWlll Pl1lblt. • 
Rdanda .,.,..,._ .• cull a IDll'I 

,. ..... 

(Unclcrrecowred) 0..1ecowNd pr:t 
Olber c:urnlll lilWUda .7'~ . . 

Net cuh provided by apendna ICdvkia 

111,,... Adhlll9 . 
Proplrty, plaatlllll ... ..._.. crpmdlbna. Ml 
Allowmce for equity ftmda Ulld ....... coallnlCdoD 
Purchua of invamllllla . 

Net cab used by iiMldaa .... 

Fbtudlrl At:llllltla 
Common stoc:k dividends, Ml of llDCMdl reinwsaed of 

SSSS,121, SS06,941 llld $427,190 in 1996. 
199S and 1994, respecdllllly 

Sale of stock 
Net bonowinp (....,_...) undlr Uneof awdit...­
Proc:eeda &om WUIDCI of Iona llrlll debt 
Repayments of ~debt .. 

Ne& Cllb used _by ftnwiai ICdY.ldel 

Nd J'tla.u (INaw) Ill C-6._,,C.. 6plt .._,, 
c.• utl CG• ~tM/alJ., ....... f/f.., 
CGA .UOU Et•,.,...., EM o/f.r 

. . s.,,.,..,,_ Dlldollln -fCm ,.,,,, ,,,,._.,,_ 
Cuh paid for interest 
Cuh paid for income tu 

.. ····-
)1 

19" 

16,910,421 

5,712,759 
(I IS,434) 
(54,115) 

1,194,147 
471,169 
334,745 

431,510 

(6l7m7) 
(l,949,441) 

<•491) 
1,300,252 
(613.206), 

(2.245.544) 
369,536 

11,294.231 

(14,04S.947) 
115.43.f 

(129M6) 
(14,059,919) 

(2,959,573) 
369,709 

7,200,000 

(161,164) 
3,741,272 

975,591 
' 977,407 

Sl,952,991 

$2,660,59' 
Sl,IZl,120 

1995 1994 

$7,236,695 S4,!fS9,922 

5,.905,090 5,716,013 
(65,191) (49,IS4) 
(S4,115) (S4,115) 
252.727 (669,404) 
l7l.IOJ 492.0ll 
431,694 374,121 

(1,356,70.S) 1.231,705 
(339,0IO) 424,132 

(4.214.HJ) 1,303Jl7 
l,JI0,216 (979,125) 
(946,450) (271,937) 

l,149,573 312,913 
399,123 59,999 
162,399 1.723.432 
941,146 159,910 

12,997,955 14,311,011 

(11,691.192) {10,473,565) 
65,191 49,IS4 

(31.136) 
(11,664,130) (10.424,411) 

(l,791.373) (2,736,Jll) 
2S4,4M 201,104 

(3,200.000) (900,000) 
10,000,000 
(51011.SIO) (1,215,962) 

(154,469) (4,720,646) 

571,656 (764,046) 
391,751 1,162.,797 

S977,407 S391,751 

S2.6S7,972 12,652,323 
SJ,lll.195 Sl,$09,034 
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CONSOUDATID STA1'UIDl'n OF l10CICHOLDDr SQUITY 
: 

For Ille Y•n laded.,._..._ JI, 

Co"""°" Stoci 
Ba11ncc - bqinniat or,.. 

Dividend ReinvemDB,... 
USI aescricled llDCt awll'd .......... 
Conversion of.._.... 
Compuy'I a.ii.-Se¥illl Pllll 
Exerdsed-* ... 

Balance - end of )'lir 

R_.,etl&nl,. Ballncc-.....,.. or,_. 
Nllincame 
Cuh divideadl (I) 

Balance - end of )'el" 

Tnta11f1 Stoci 
Balance-bep.mna or,_ 

Sale of' lrellUi)' atock to Ca mp nll(I 
Retirement Savinp Pllll 

Balance- end of yew 

U11nnted Co,,,,,,,,,... 
Balance - beainnfna of' yar. . 

Issuance of' aWll'd 
Amortimioa of prior yead .... 

Balance - end of yew 

lJ111NHid Ge/11 (Lou).,. M....,. &.al'*'-<') 

To1o/ Stocilloltlas' ~ 

'"='.: 

1996 1995 

Sl,111.211 Sl,715.514 
16,514 11,116 
10,639 6,111 

429 
9,m 

906 
1,149,626 1,111.211 

17,$92.242 16,134,123 
531,60'7 411,125 
344.570 176,029 

93.265 
14.557 

321,464 
3011UI 

11,141,151 17.592,242 

23,JIS,097 19,4I0,.3?~ 
6,910,421 7,236,695 
{3~14,694} {3~31.972} 
26,7I0.131 ll.315,097 

(99,142) 

99.142 

(415,107) (696,679) 
(214,167) (121)43) 
334.745 4021915 

(364.529) (415,107) 

31.591 (72,1)9) 

S47,l.S3.377 $42,.300,604 

o> o;~,_ ..... or ............ u1.uo ... u111ir1111,...1tM.19HMd 19".~. 

1994 

Sl,754.547 
15.G46 
15,n1 

143 

1,715,514 

IS.150,.319 
412.144 
451,.335 

11>9,114 
4,141 

16,134,123 

11.219,013 
4,459,922 

{3.191.631} 
19,480,374 

(192,362) 

92J20 
(99,142) 

(663.557) 
(474,113) 
440.991 

(696,679) 

(241 . -~ 

$37,062,.Sll 

(2) N«ofincomelM..,...~)otifPlai •lfrl2S.000.(S41.00D)•(Slto,OOO)bdle,...199G, 199S• l"4. m,1nM17. 

32 
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CONSOUDA'RD ITATUllN'IS• INCIOMI TAXIS ., 
.. : II "P 

, .... v .... ....,.._...,.,,,_ 

am.ti_,.,._,. -· 
Federal ' 
Stlde . ; • 
Jnvcstment tax awdll 111 n11r• • 
TOlal cumnt inow.tll .. 1111 

/JefmM lllCH# ,. .... . 
Property, pin~ ... ., • 
Def'ened ... COiia /. 
Pensiona and OCher ..,eo,. bwftll 
Altemlliw minimum tax 
Unbilled....._. 
Coatributialll Ja ... of CllllllnlDa 
En'Yilcw_IMI ........ 
Allowwe forrdaad 
Other 
Tocal clefemd lgwta ap1•1 (I) 

., 

,·). 
"t 

- ' !"".,,~ ,.;. 

<it 

1996 

Sl,114,'°9 
356.576 
(54,115) 

2,IM,370 

511,373 
m.904 
107,lll 

54,320 
(6,979) 

IOl,571 
121.671 

4,JS7 

1995 

SJ,112,346 
621.2)1 
(54,llS) 

J,741,769 

455,1.51 
(56,915) 
57,501 

'. 

(260,922) . 
(21J,033) 
:m,o6I 
+.2,064 

(244,136) 
381,715 

S4,130..S54 

1994 

Sl.375,332 
707,190 
(54,115) 

313,306 
: (656.7n) 

(169,731) 
230,.575 
111,356 
(32,345) 
(22,067) 

(5I0,361) 
173,700 

(415,339) 

<•> TOlll dcfcrred ...... ..,_..._ua.ooo,11ouoo .. 1M.00011....., ... .__ ., .. ,... , •• ,,, .. 
1994.~. · ' 

· Tocal inccme tax..­
Efrecdwl inccmellll ... 

Dl/mM ,...,. Ja. 
Dcf'ared income .. lilMlldll: . ,, 

Propll1y, pla .... b .. 
Defwnd111100111 ' 
Olher • 

Tocal de...,.. incoml tax Uabillllll 

Deferred income llx -: 
Seate opea ... ._..,...._. . 
Deferred u...- tu .... 
Unbilled l'9YlllUI 
PenaionMdodm~ ..... 
Self insurance 
Other 
Total deferred income ta ..... 

·~ 

, , 

-~ 

Deferred Income Tuea Pw Oomo:!dlltd ...... Diii ..... ,.,.._ 

l,719,992 
505,411 

(194.741) 

Ji.ii 

3,164,164 
530,471 

(264,711) 

S4,130.S54 
3ili 

-· SI0,716,757 SI0,363,259 
153,151 

. 1.322,272 . 1,149,563 
12,192,UO 11..s 12.m 

3,320 
426,565 
"3.679 
917,561 

.545,136 
495.24§ 

126,073 
454,.590 
911,001 

1"24,691 
S29.SS9 
615,312 

3,731,303 

2,380,779 
322,105 

(160,516) 

3i.N 
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repllled complnia ID wrfll fllt1 1 ' 'DI)'_. •1111 ,,.. ,.., • ..,,.. ---DO-..-• aillria for 
rec:opitioa ora rep111ary.-..... by IFAS No. 71, •A.11DUlldaafbrIlleEfflcllor~1)pll of 
Rcpt.don." WblDcm•llWll ..-. ...... ~-or .... ..,.,. .......... 111eeo.,.1 
es«!m1la die ftllur'I CMb flowl ................. ., ... _ ... ill a\ 11 .. 11 dllp111lllOL lfllle IUID of 

•. lhtunclilCIOuladapec ... ,... ....... ._ .... _,... __ ., ... ....., ... c.,..,,...,. 
an impairment loll la aac:ordwil wldl SFAS Ho. 121. 'DI daf ... ellPAS No. 121 did aot baw a.....,.. 
effect on the Compmy'• flnwill •r_llaHllll. 

R~o/IW#FMS'•Mlfl 1• 
Certain prior yan' mnouall line ... reclMlifW IO a.bm wlda die 1996 praataaion. 

B. Acqultido• 

In January 1997, tbl CalllfM'l)' ...... ~ ., ...... _.,... ot-.rto -.1re 111 die OUllCandina common 
stock of Tri-County 0.. Cam;.,. lie.~ ..e .. 1111 d propedia 1111 priadpll bl11ineu ofTri-
County is the dillribudon ofpraplDI to .................. CUltG ......... Dclmlrva Peninsula. . 

The uwallCtion, wbicb ii •1•111• •••••fl••• II et .... ...,..-. will be d'ICfilCl lbrouah lhl 
exchlnpot639,000..._ol ... C1 1 )"111 •-*..S•ou111df0r•1,.....ofinlcnlu. 
Acconlln&IY, historical ftn'"*l dlla 1a .... ..,.. wUl be.-..... eo Include Tri-County dala. The followin& 
unaudited proforma dlla IUllllUdam .. oambilld,... of ....... olthe Company and Tri-County u thouah 
the trwaction had occumd •die ....... .,....,)'IS 19'5. 

'· For tlle Yan EDded .,_. ... JI, 
(Una•dlt.dpl'O,.,..) 
Opcratinc revenue 
Opentina income before inomDe IU8I 
Opndaa income 
Nee income 
Primmy eaminp per lblre 
Fully diluted amiap per Me 

·-I uobiJOJ 
s 14,o3',590 
s 9~7,769 
s 7,3J5,790 
s 1.66 
S UI 

1"5 
s 111,12$,347 
s 14,050,757 
s 9,916,355 
S 7,4SS,2A2 
s 1.72 
s 1.67 

The unaudited pro forma dllla doll DOI purport robe illdladV9 of'wMt r-.11s may occur of the combmect 
companies in the f\lbn. 

C. Investments 

The investment ballnce • Dtr Imber JI, 1996 Md 19ts ...._primarily of the common stock of Florida Public 
Utilities Company ("fPU"). 11aee'4imf 1 1'1~•Du•..,31, 1996and199511p111111t117.419hnd 
7.04% interest. rapec:tfvely. 1111 Ca., I y bllc'-lfted ......... ltnt iD FPU u . ... Availlble for Sak" llCUrity, 
which requires dlltlll ......u.d ...................... lmllnpllld ... NpOrted •olinocmeta •• 
separate component ol ltOCldloldln' .....,, Al D111••• SI, 1"6. Ille martc.I vallll tUlldld the ......... COit 
buia of the Company's pard'OUo by sa.-. n.....,.... Ollll besls of lhe Comp1ny'1 pard'olio • Dwmber 31, 
1995 excoeded ill market vatue by S120.U9. 

. _,...; . 

;f;..,;L")..:~~.t~A~~.: 



TheCompmylm ................................ plCllll--11.:W .................... . 
tbele me- wS29J.Oll. s..i1•••t1,N1llr l-.1"5 • l9N.r11p1edwly. ,_..minimum 
payments undcrtbeCan P•,.•-11111•1 tr .. SZ20,103;SIJ9.SJJ; Sl41.951;Sl4',4S4 IDdS74.396 
forlhe)'Wlof 1997 ....... 2001,111111llftdl).lllidSll4.26I .....,. 

~ To ,_, 

. ... . 
4<-~~- ._ AAh~;,:ff;-:.~;;: :.~ ... _; i .. 
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E. Seameat lalormatlea 

for.._ Yan ledld Dn•!lll•ll, ~· 1996 .,~. 

_Operatlq an.-, u.raa l1 tc.teiaN1 
'" Natural J11 dJslribudoa $74,904,076 

Naturalpsll'llmD ..... IS,111.777 
ProplDO dillributicm 22,JJJ-
Advwed ~ ............... f.903.246 
Total opndna~ lllllftll.._.,_. • ., SI 19,JJO,OA ................... 
Natural .. dillributiaa 

·~ ji~~}: ... _·;; Sl.711 
Nmnl .. ll'llmDleehe 21.54JJ27 
Propue dJllrilludaa . 2.059 
Advwed iDfomdle ...... adaer 710.9'9 
TOia! iateneJ1D1111 m 11111 122.265,046 

Opent1a1 .......... 1-.'hul 
Natural .. ~ ,. $7,167,236 
Natural .. ._w11 ·~~ 2,4$1,442 
Propaedllriludoa. 2,053.299 
Advw:ed idll :t ............. I~~ TOia! 120 I 

Add (I.-): m1m...._ 206,580 . 
TocaloplUlda:alDocaeWcn lnoame .._ SIJ,190,760 

Depndatloll ud A•• llsatha 
Nlllnl .. climl the ·.:,, :l 12,154 ... 3 
Nlhnl .. lrWWD..._ 697,IJ.4 
Propw dillribudml 1.306,053 
Advw:ed iD(Qnmidoa ..._ 131,177 Odler.,- 111~16 
TOlaJ-eclliicialDd .. dr:iAwa SS,101,123 

r : ~ • • 

16,634,127 
S.567,509 
1,693,113 

162.119 
244.120 

$14,301,751 

ldentlftable AINU, al .,...lllr 31, 

Natural pa dilaibudoD SI 1,250,030 
Natural pt ll'llmDiuioa 23,911,919 
Propmie d1auibudon 20,791.Sll 
Advanced lnf'ormllioa ..._ 1.496.411 
Other 3&!17.llS 
Tocal ldladftlble ..... ilJl,1 '7,910 

• AU llplflcml 1n11r,. ml ....-~ .._ c' htr Un• a .. and .. r d N\ :w. 

39 
!-

1995 19'4 

SS4,120,210 S49.S23, 743 
24,914,161 22,191,196 

, 17"'7.956 20,614,ISO 
7.307,413 61112.SOI 

SI04,020.416 191.572,297 

$42.037 S55,lll 
16.663,043 17.303.529 

139,052 IS.552 
1.722.IJS 2m.J61 

Sll,566,267 $19,722,330 

14,721,.341 $4,696.659 
6,0IJ,440 3,011.212 

. 1,152.630 2.217,611 
l,178D 

13113 17~33 10,11 9'Z 

(241,595) (419:113) 
SIJ.516,793 $9,756,709 

. .. 
$2.S02.S31 $2,136,979 

631.0t9 641.415 
l.312.041 1.323,691 
. 969.Sll I "21,"4 

39.416 16.573 
$5,461,752 SS,140.679 

$7,236,141 Sl,160,174 
1,335,793 619,152 
1,640,203 121.519 

114,461 411,957 
1.772.454 63~137 

112.099,759 SI0.653,339 

S7S.6J0,741 S61.S21, 774 
19.292.524 17,792,415 
11,155.507 16,9'9.431 
J,635,100 3,196.064 
JJI01IOI •110l1933 

SI 11.793,9IO SIGl,270,617 

•• LL 
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DuriDa 1996, .. Cr s ;r'1;t1•1FA1No. l2J,•Accl'"Mhcllrs.oct·Blleci•~•nt••,rcwnoee dilc-..,., _.,, • 11-l •d bf dlt •••d. No .a opdont were plllted durina 1996 or 1995, and 
lheref'cn. DO pro .... •1llJUl'lllllW9 ... pnwlded. . 

I. E•ploJ• B•tle ,.._ · 

1'I ec.1..., •••nan 1.,.... .._.,.... plla COV11lila ~all of Its employees. Beaefka under 
lhl plla ......... _.,...,.,. ,.,,_. ot..WC. llld ....._ awr11peompematlon. The Company'• 
ftmdlna poHcy 11orillll 11111 ,.,._ • • lnlllel nu bt equal to lhl minimum fUndln1 requlrementl oflhe 
Employee a.dr1•• ........... Ml ilt 1974. 

·. 
TMll IM '4 •11 I C.. 

For die Yean ..... Dleell ... 31, ·- 1"5 .,,.. 
Service COii ,,... 1656.915 S474,000 S.592.294 
i....eo11 ... 6Sl.2JI 562,003 Sll,114 
1.-: ACIUll (.....,._on_ · (I, 142,217) (1.$46.325) 742,949 
Netmordzadcm .......... 269,135 619,947 (1,465,744) . ·'~· .. 
Tolll llll pemioa COii 442,071 179,625 317,613 
AmGallll aplttallald • man P um• - (31,MO) (30,740) (52.$49) 

Amount cblrpd to "'II I l40J,211 Sl41.11$ SlJS,134 

oUcciunt,.. wd Ill Cllas'u-.,111t~wt 7-"'6 1.50% 7.0CM 

The folJawina tdwhlle .... b1b chi.._ _o(lhl pwJoa pllD II December 31, 1996 llld 1995. 

AtD111MllarJI, 

Vlllld 
Naa-Vlllld 

... " ;. 

Total eccumullMd blnefll 1H1ntaa 
PIM ..U 11 fair value 
Projected bw& obi .... 
PIMmetllm~maftloMlpdon 
Unrecopized DIC plll 

Unamortized net - 8- 9'0Fdon of •AS No.11 
Acaued pension COM 

AalllllflllOll1: 

Avcnac in~ in ~<GmJll t-on lftell 

Expected 1on1-cerm ... or.-.-
. .,. 

"" 16,134,661 

139.413 
!,!?4.144 

110,720,Sl4 . 
(I 0,265,917) 

454,521 
(2.ll0,957) 

(141,519) 
($2.SOl,009) 

7.259' 

4.754K 

1.509' 

1"5 

SS,730,239 
100.171 

S.S,131,117 
8,173,094 
(9.J3 l ,l90) 

(151,796) 
(2,319,131) 

(IS6,613) 
(!2,634,617) 

7.259' 

5.50% 

1.509' 
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p1pe11ne .,._; • ...... • .. ., .......... .,..._ ............ toocc.dlrtls 1997, wW 
pnwldl•fll---·· 1t11 .......... --..... ., ....... .,..... .. PlllC ....... 
'*'- o,.-11a11-..,eoNm1tlaalllitfll ....... '1' 1111•0. ...... __.oa.snofps 
tollrp ....... cun1•1n..eo1.....,....,..p. ...... .........,...v1ca 

OtllaC•-• n•MllO 1..,_M '1111Clnqlmylllnlh••·--............................. _., ....... n. 
Compmy .. .._......_. ........ .._.._. stlah*Mlw Pfa&:11•11 .....,.VlrioUI aou .. m11lll •xla 
coacernina-. ...... .,..... olm a .... ...._.dllp•llhe or._ proc-Unp wm not 11aw a 
materille&ctoatlll n 11f111d..,elllpo1llklltaldllComPMY. 

·' 

In the opinion of'dll Ca q F•r,1111 ,ue•IJ.,....clll ......._ lllowa Nlow lac:ludes all~ neceaary 
forafairPfm tP1loeot• 1fs t1bls ...... perlodl. Dueeo611121111l...,.oftbeCompmy'1bu1lnal, 
lbere .... - ............. .,, ............ ' ... ., .... 

,,. r ' 

...... n1n1 ,_,.. 
1"6 Qu ...... Qurter Qurter 

Opendna Jleveaue m.aso.ssa Sll,47S,914 S32.733.331 
Openidn11nccme . \• Sl,401,0l2 $153,444 S2,41 l,$67 

Net Income 14,6tt,G09 Sl32.457 (S390,l71) Sl,119,133 
Primm)' Einmaa ..... . ' " ·· Sl.24 S0.22 (S0.10) S0.41 ' »· 

Fully DilUllCI Emlllal "' ... Sl.17 S0.22 (SO.JO) $0.46 

SJO.IN.791 122.074,'63 S20,564,994 SJ0,413,961 
14,JS0."2 Sl.369.342 Sl..492,200 $2.369,015 

Netlncolile SJ,6.Sl,431 S764,0l5 $911,122 Sl,126,057 
, .. 

Primlly .............. .. . Sl.00 ... S0.21 S0.27 S0.49 
Fully DiJulld ElnliDp .. _.... . ..,, 

S0.21 S0.26 S0.47 
r 

Results far lhe third ..... ·~s ..... I ............. inaw In net lncomt 0($133,000, c ... Note KIO the 
Consolidated Flnwlal 9ut 1 Nia). 

"i; ,· 
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·., 

OPERATING ITAIMICI 

Fer ... Ytu1 a... D11 r•w31, 1996 199S 1994 1993 1992 

Sll,256 Sl4,157 $15,221 $14,007 $12,935 
c.oamwdal . 14,339 11,313 1 IJ94 10,137 9,157 
lndullrill 21,546 36,191 32.111 31 ,622 26,m 
Salefor ..... . 

~r ~~~:.~~('. 
24,411 12.49 9Jl6 5,242 3,143 

Trwportldoa ·:.•. ~ J.J'9 2J93 2.639 2,410 l,400 ,, 
-· - ~·.1 

Olher' 1.102 SIS {50} 193 {134) 
TOlll llllUrll ps ,.,,.._ 90.otJ 19,IOS 71,715 64Jll 55.171 
Propw 'j:e .. ~ 22.JS4 11.- 17,119. 16,90I 16,419 
Olher 

·'"'~ 
UOJ 7.Jfl7 ~173 4~14 3.561 

TOCll mlDUll 
::11 llltJJO 1104,020 195,677 SIS,173 · $75,93$ . ,• ., 

'. 
,,.,,,, ... 

Nlbnl .. ~(iDMMCf') 
Jt.identiel 1.917 1,616 1,665 IJ96 1,561 
ec.-dal 2.092 1,792 1,771 1,676 1,633 
lndullrill 1,SOI 13,.622 10,752 9,301 1,014 
Sale far ..... l,G6S 990 991 914 997 
Trwportldoa '· . 12.0N 11.u 1 1.542 5.uo s1139 

TOCllDllurll .. ~ ' ' 24:141 . ... 29,221 ~721 19.444 17)44 ,..... (la....,._. of_,.U..) lt,ISS 11,741 11,395 • 17,250 17,125 ,_ 

30,349 29,21$ 21~ 27,312 26J23 
4,ISI 4,030 3,179 3,759 3,613 

:uo 212. 204 196 191 
3 3 3 3 3 

M.713 33.S39 32.)46 31.270 30,407 
23,GM 22,609 22.llO 21,622 21,132 

Tocal O!sf ll9' S7- 56,139 S4.S26 52,192 51,539 

• Exdildll,..,_etl2.llS,OOO. ..._......., ....... t1-..-. .... o1...,.. .. w .... •'••---• 1tM . 
.. 1Ddudea••Plf1Jfiol ~ •amra 
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PARTlll 

Item 10. Dlncton ... 11u 11womcru1tleiie .....,... 

lnf'onnation pertainina IO lht Dll..C.W. ofdte ~Is lncorponled herM by mawe to the Proxy Slldement, 
under "lnf'ormllioa Rsprclina die 8-d Of Dfrlclarl _.Hom-..", ~b)d Ind to be filed on ar bef'cn April 4. 
1997inconnectionwhb1be c.amp.y•1 A-a Mnlilta eo M held oa May 20. 1997. 

·~.: 

1hl btt'onudaa required by M .... wllla ..... IO IWldM ofllcien ii. purlUllll IO inltruc:tion 3 of.,...,... (b) 
of'ltem 401 of leplldcm s.K. • ... •-10 of Pllt I of dais Fann 10.K undlr .. Executive onkeri ofdae 
Jteaislrmlt." . ,•• ~ 

.. ( 

This inf'onnllion ii lncorponled ..... by rer.- to dlit Plvxy· St••ment. under '"llpolt on Executive 
Compenurion", elated_, IO be ftlld • ar blln April 4, 1997 ID ~don wilb lht Comp1ay'1 Annual Meetln1 
to be held on May 20, 1997. 

t . 

Item 12. SearllJ OwMnlllp ofc.telll l••W 0-.. ad Maupmnl 

This infonnllioa ii inca.pdlll f ... "1 rA W IO .. ...,. 'I Nn1. under .. Blnlftdal Ownership of' the 
Compmy's Securidel", ........... • arblln Aprll4, 1997Inconnectionwlda1ht Compuy'1 Annual 
Mecdna to be held on Ma)' 20. 199'. 

This information ii..._,., .. f .... by ........ 6t ,._, ·Stlt.....a. under .. Bwftclal Ownenblp of'dae 
Compuy's Securidll", dlMd _.to M ftlld a. or befcn April 4, 1997 in connection wilb lhe Company's Annual 
Meetinl to be held OD May 20. 1"7. 

PAltTIV 

Item .... FIDHCial sea....-.., rs .......................... l.xllblCI •• Reporll oa Po ... 1-K 

(•) Tbe ro11ow1a1 doca11e11C1 an ... •• part eltMI ,...,c: 
I. Financial SlliCcmenll: . 

- .Accoun1mdl' ~ dlllCI ,..._, IJ, 1"7 of Coopers A Lytnnd L.L.P., Independent 
Accounlmll 

- Contolldlled5' 7 ... ota-farwlaGt•11nt,_,..WDlc:ember31, 1996, 199S 
Ind 1994 

- Consolidated Ballnce-•Dn1m•s3l, 1996and o.c.nberJl, 199S 
• Consolldaled Stat.,.... of'c.lt Flows ftll' Ilda of dMi duet yen mded Domnber 31, 1996, 

1995 and 1994 · 
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Exhibit 10.(a) -

.... 
-f 

belna flied beiew-. ii ICCOI.._..,.. ,,_ ••"9X4XUI) otbplldoa s-K. ne Complny 
hereby..,_. to ftlrwllll a copJofdllt•_,....., die Colllmialoe .... 11q11111. 

Service~-..~-- I, I,.,, by .. Mlw-1\t HMffRHMI Gii Pipe Line 
Corpondon lftCI e... ... -..0..CclmplD)', ii~ ..... by ..... 1 N IO 

Exhibit 10.(a)IOIMAwl..,_.•,_ ICMC.fardleywcndldl>eeember31, 1919,or 
Cheupelke Udlldel CorponlioL • ' · 

-
Exhibit 10.(b> - SaW»Aar-entdllld""-'*'· ••."1• ..... eotumMao..n-illloll 

Corpondon and E.-. ... N...a Gas~ ... incorpol ....... by ........ to 
Exhibit I 0.(b) to 1bl A-' ltlpon oa Form 10-K f'or dM y_. ended Dlclaaber 3 I, 1919, or 
Chfapelke Utilldel ~ldaa.• 

Exhibit 10.(c) - Service A.-• f'ora-.1 ..,._.._. No.aber I, 1919, by and blew_, Florida Ou 
Tnnsmissioa C[ J mr m Cl pllkt UdUdel Corpondoa. Is Incorporated beawln by reference 
to Exhibit 10.(c) ID-~ lleparl oa FGnD 10-K for the yar encled December 31, 1990, or 
Cberlpelkt Udlldll c.,...,.. ' 

Exhibit 10.(d) - Service~ lw .... , ...... dltld Mcwmber I, 1919, by and belweea Florida 011 
Transmillion Coma-Y-' Q J a h Udlidea CCll-porldon, Is Incorporated herein by reference 
to~ 10.(d) 10 IM A..a ....... ,_ 10-IC. far lhe yar ended Decmlber 3 I, 1990, of 
Ch , ,.,.... UdUlill Calparlllla.. 

Exhibit 10.(e) - Service A.,11mm1 lw llrm .......,...,.. Semce dMed November I, 1919, by and' between 
Florida Gas TNniill ..... ec...., .. a..1pellce Utilities Corporadon, la Incorporated herein 
by aAWll ID llllll* lo.(e)ID6t A-a bpart on Fann 10-K f'or the yar ended December 
J t, 1-. o1a 111Je lJIMlwc.p.111ca. • 

...... l 

Exhibit 10.(f) - Form ofS.W. AIJ•neut for lnllnupdblt Selll s.vica dlted May II, 1990, by md between 
Florida 0.. Tl Inion Compmy and Ot 1111$*ke Utilities Corporation, Is inc:orponted herein 
by ref'w II Cl ID lllllllt IG.(f) to dlt A-a lepon on Form 10-K. ro.. the yes ended December 
31, 1990, of Q JI d t Udlldll CClpDI ..... • 

.Exhibit 10.(g) - Intenupdble Trwponldon s.vD ~t dated February 23, 1990, by lftd between Florida 

011 Trmmniuioa COmpeny .. a r ••re• Utilltiel Corporation, is incorponled herein by 
aef'aw ID EDI* 10.(1) to lbt AIDdll bpart oa Form 10-K for lhe yes ended December 31, 
1990, ofQ rllp I dIJ Udlftia CorpolldoL • 

Exhibit 10.(h) - lntemlpdble n s artldoa s.mc. Apllmlnl dared November 30, 1990, by and between 
Florida Gas ,.,_luion CompMy lllCI a...-. Utilities Colpontion. Is incorporaled herein 
by rar..c. so Blllllil 10.(h) eo dlt AMUll lltpOn on Fonn 10-K f'or the year ended December 
31, 1990, of Q 11 ip 11lte UtHldee Calpondon. • 

Exhibit 10.(i) • Executive Empao,m..t A...,,.. dtlld Ma'da 26, 1992, by Md betwem Chaapeake Utilities 
Corpondoa and Ralpll J. AddM 11 lRcorpor..s herein by reference to Exbibit 10.(a) to lhe. 
QulfWty Report oa , .. lo.Q far"" ..--w June 30, 1992, ofCheupeake Udlldel 
Corpondoa.• . 

~.-. 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

, . 
.... ... : 
l,r. ~ '· 

Exhibit 10.(j)- Eualdw ....,..._Alf'••• dllld Miida 26. 19'2. by IDd between Chaapeake Utllida 
CGlpanlloa IDd W.R....,.. .... ii lacorponlld hniD by maace to Exhibit 10.(b) to the 
Qlnrly RlpOl't • fGlm lo.Q for lbs quwr ended Jae 30, 1992. of Cheupelb Utililia 
CGlporadaa.. . 

Exhibit I O.(k) - 0 r,-ee'ie Uillllll Calpollllllll C-. 8ollUI hlcaive Pllll dlled J1nuary I, 1992, is 
illCorpanled ... by rwr.11D1 to Edtlbk 10.(o) to die Annual Report on Form 10.K for the year 
ended December, •• 1991, of Ow pelk• Utllltla Corpondon .• 

Exhibit 10.(I) • Clu11pelk1 Udlidll·Cmpandon ,_bllllllCI lncmdve Pllll dated J111uuy I, 1992, ii 
illCorpanled ... bJ ,..IHCI to lbe C'alpllty11 Pnay SIMement dated April 20, 1992, in 
can11cdoawidatMC1 JJI)i'1AlmualMlednahtldoaMay 19, 1992. 

Exhibit 10.(m) • Fann ofTllldem Stock Opdoa Md Pafoill MDI Slln A.,_.. dllld Novanber II, 19", 
purlUllll to Cll r ....... UdUdll Corpalldclll ,.,_ lno111dve Pllll by IDd ...__ 
Clmr,-1 UdUllllCorpocllloa _. lllpla J. Adklm, Ja ll. Schimkaitil, Philip S. Buefooc 
IDd Jen)' D. w-. 8lld ii ........... herein by NenDCC to exhibit 3.(b) to &he Annual Ripon 
on Fann lo.K llf-111,_mdldDecember31, 19M for Cllaapclke Udlitla Corpondm. • 

. - ·' • .. 

Exhibit 10.(a)- Ap11a1• ..... ot ..... by _.1bftwoen 0.1 .... e UtUidet Corporation and Tri-County 
Gii Car ,.,11 lac. ii...,.. IF I hnln by refermce 6'0rn the Form 1-K filed on January 13, 
1997. 

Exbibit 12. • Compulldaa otlt.ldo ofllnllrta to Fixed Qaraes, filed herewith. 

Exhibit21. - ........... of lbe ........ tlltd berlwkb. 

Exhibit 23. - Comeat of IDdlpeadell& Aocomaata, .ftJed herewith. 

SJ 



~ ........ '~: llGNADmM 

Pursuut to lhe requk• - Otllcdaa as .. 15 (d) ol lhl s.c.tdel Exclllnp Ad or 1934, Chatpake Wiida 
Corpondon his duly c-.d lhll npolt IO bl l(pld on kl behllfby die ...-.lped. lhereunto •ly IUlhorbed. 

. ":" 

CHESAPEAKE trnLJTIES CORPORATION 

By: Ill RALPH J, APJM 
Ralph J. AdkiDI 
..... lclent llld Chic( Executive Oftlcer 

Diii: Much 17, 1997 

Pul"IUlftt to die...... 1•~•11 l'llhi 1111' nn1r Act of 1934, chll NpOrt his.._. liped below by the 
rollowbla ,._ • ......,.,, .... ........,, .......... apecitiel llld Oil .... dates Indicated. 

/$/ JottN w. "''"L JI. 
JohnW.Jlrdllla. .Jr .. ·., -~- ~ ·• 
Cbainnla oldae Boll'd .... Dlr'ICIDr :·; 

Date: March 17, 1997 

/sJ JoHN & $QIMHfDI . ' 
John R. Scbimkaldt, Exlcud.ve Vice 
President. Chicf O.,..Clna om., 
Director ''·~ 

Dete: Mmdl 17, 1997 

Isl IEUMIAH P. SHM 
Jcmni.h P. Sha. DVtc:tor 

Date: March 17, 1997 

1$1 W!WAM Q W&1ppr Ill 
Willimn G. W81'den. llJ, Dncw 

Date: March 17, 1997 

/$/ BlgtMD RQNUEIN 

llk:hlrd Bermcefn. Diredor 

Date: March 17, 1997 

52 

"' '!!ft! J, , .. ,. 
RaJpll J. Mldm. Pt 11 ldenc. 
ChiclExecutiw otfic:er 111d Director 

Dlte: March 17, 1997 

/JI MIQWL P. McMAmu 
Mk:hlel P. McMmtm 
Vice President. QJef Flundal 
Oftlc:er llld ........... 
(Prindpa1 Flmndal otllcer) 

Date: M8rCh 17, 1997 

II/ BOIW P. RIPA 

Robert F. Rider, Director 

Diie: Mm 17, 1997 

1$1 RUQQllH M, Pim§, JL 

Rudolph M. Pelnl. Jr., Director 

Dlte: March 17, 1997 

/II WALUI J, QI NM! 
Walter J. Coleman, Director 

0..e: Mardi 17, 1997 
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CllllAJS.\D vnuTlllaamoaATIOlf AJllD IWllDIA&IU 

. KWUD 
"J. YAUJATIOff M8QUAUnUtGACCOUNn 

JOll 1'11& YIMI ... 9ICDIRaJl, ltM. 1"5 AND ltN 

COUIMNA 

1996 •.••••••••••••••••••••• •••••• 

1995 ............................. . 

1994 • • • • • e I e • e I• e I e e I• •• e •• e. e .... 

Nala: 
(A) Umollec:tiblc ICCOUllll clmpd o4 
(8) Ra:overlea. 

., ·-

SIOt,,, 
aoz.in ........ 

... ·~ :· 

COUJMJ!C 
&;Iii.. Q;;;lii .. 
c.... ... --•m • 

S55.6JI (8) 

$4J,151 (8) 

S57,6JJ (I) 

COWMNp CQWMNJ ...... .. 
IM 

""""' 
(SJJ7,796)(A) ' SJ92,412 

(S26J.MO)(A) SJOP,955 
(1171,762)(A) S202,152 

"'""°' . •,i'• 



., 

alllANAD UTILITIDCCJllllCJMTION AND IWllDldJll 
' IX&dil 11 

COMPVTATION fW PIUll4ltY AND ftJLLY DIU1l'ID IAllNINGI PD SHARE 

Pwl!Y•' H • 1111•1!· 

- lwed • 'bellnn' •"',_, 
T.-yllock• ........ ot,_, 
We"'~ llDct 

'. ··:-ft;; ;. 
ltllilBceol.--llDct., ...... ,1.U I I '~ .. 
Jwofconmaa11Dct..-11U.aahtdliill* ·'.': 

awll'dllfocmcall . 
lwce of c:ommoe llock ..,_._.. fllll"t a • 
Eurciled llDct .... 
Slllol11Dct1101 ,. ,~.. • ....... ~ 
SMresOldt'•"hlll .. ,,,,.. 

Priam)' aminp,.. ..._ rrlc PH• 
Wciahlcd ............ o/ .... 
Comolldlllld Mt ..... 

Prinwy ............ 

Fully clilllled .map,_..._ mla I 'I••: 
Weiptecl awnp ....... fll .... c.-1..,... ................ _, ... ., 

coawrtiblc ... 
Weiaflledawnp...._fl...__ ....... ..... 

Adjlllled iDCOlnc 
Netiac:amc 
....._on coaYWllMI .... 
Lal: Appl .... ._ .... 

Adjlllled net Income 
Fully-diluted ...... per .... 

tlata: 

,. 
J,'21,sat 

0 
0 

JJ,926 

21,159 
a1 

1.16> 
. 20.J!I 

J,W,Jlt. 

J,19J,467 

16.tlOAI 
SU2 

J,794,306 

242,742 
4,0J7JMI __ .......,.-.;;...."---

SUIG,421 
J40,69'7 

CIJ2.172> 
S'7.ll!.2SJ 

11.76 

11!1 1m 
J.,661.791 UOS,152· 

(IS,609) (JO.OM) 
15.609 14,475 
HMO 30,921 

14,IJI JZ.411 
0 29J 
0 0 
0 0 

3J2Uf9 3.65J.lf2 

s.701.191 J.6J2.itlJ 
S7.2J6.69S sc.•!!,m 

$1.95 Sl.2J 

J,701,191 J,6J2.41J 

~IJJ zss1m 
JM0,724 U11.190 

S7,2J6.695 St,459,922 
3'9.251 JSl.991 

i1J6.2GI) i140.009) 
1!~91n1 St.!71.911 

nu 11.aa • 

• T1ds calcullliol ii.. SXsd la 111 a 0 I wllll I• l1'N1 I-It .... fOP"'XP I) allhouP DOI ...... bJ l'OOlftOle 2 IO 
.......... 14 ol APB Optllloa No. IS..._ ii ..... llt...._fll._ .._ J"-
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Add: 
..... ._, Jo •:*i ...._.,_,. ., ,, .•. ., ........... 
............. , ... ff 
~,, ........... ..,_ 
r..lislp ........ . 

JS 

,., ... v ........ Dm•WJI, 

•• •• 1m 
SUIG.421 S7JJ6.695 $4,459,922 

4,030,125 4,IJl,177 2,S42.J6I 
170.SJO llZ,211 117,012 

2.656.'06 U66,22J 2,6)7,654 
120.MS 109~99 1m1m 

SIJ.-ot Sl4,W,70S S9,9J0,115 

Sl'IUJO $112,211 Sll7,012 
2M6;a 2,666,22J 2,6)7,654 

120.MS 109d99 IOJM! 
12.9'1,411 S2.957,IJJ 12.921.525 

f,11 41M Z1Z! 



.:.. 

M 'l''ti · . 
Eastern .......... °" c..,..., . 

-.s-v.i.. 
Cheslpelbs.rno.Ca 11111y 

Untied Sy11111 ...... 

Tri-County o.. a , .. .,,a.. 
ElsternSlm·l.talaale , 

•.: . 

.... 
..... 

.- . 

.. ........... 
Delawn 
DeJawlrt 
Delawn 
Oecq1a 

Mlryllnd 
Mlryllnd I 

.......... ,. ... 
Delawlre 

.... ...... ,. ... 
Delawme 
Delaware 

Statt lacarmmgM 
DelaWIN 

North Clrollna 
North Clrollna 

Delawn 
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Wtc:ownt ID lbe iDCCllporldaaby1*11111• alllilPrllfl_ pr.,... ii ... a DI wtdl lbt 
rcquiremtnla orFonn S-2 (Fill No. J,...,: Plllil W (Fiii Mii. JJ.21J91, m Ju.11) Md, ... 5-1 (File 
No. 33-301175) of our npall dllld .. ., IJ. IM .. Ha mp11,lla lbe cwalil HI ... :Sil •111nNa11 _.the 
c:omolidlledflnwill• II ••1illllltfQ);; Q lill'N ..... CorpandaaaofDlcemberJl, 1996md 1995 
and for llCb of lht dnl ,_.ii die,....._.. 81c11 '"JI, 1996 lllcMld II dUa ADnua1 llpOlt _. , ... 10. 
K of Chalpake Udlidet Corpando& ,-

Baltimore. Muyllnd 
March 17, 1997 

' .:. 

.. ... ~. 

COOIDIA.l.YBIAND LLP. 
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· ::~~~fl1jf·::::::·:~'~ , ~- ' <-r 

. t.!.;,·· ··~~-- :~:;:~·' -'>· 
ElChlblt E 

SEC~ITIES AND EXCHANGE COMMISSION 
WAltflNGToN, D.C. 20541 

· FORM 10-Q 

[XJ QUARTERLY fliPOl;tT PURtlUMT TO SECTION 13 OR 15(d) OF THE SECURITIES 
EXCHANGEN:f OF 1134 · 

I f•, 

For"'....., pertod Mded _...J:1Se••mim111w11t.a130u. . ..J1m•uz __ 

OR 

[ J TRANSITION REPORT~ TO 8ECT10N 13 OR 15(d) OF THE SECURITIES 
EXCHANGE'ACFOF 1114 ' -

--'°--
CommllllDn .. .....,._---100-...;1•..,1..,.1&-.IO __ 

.~ 'l • 

·-...,.CH~ UTILITIES CORPORATION '' --, -~ ---_!' ....... Ml - apecffled In lta chlrter) 
.... ~~ 

7 1 --

(lllelaf~,......_,,,, 

ll~OICllJllmlwi) 

s1..cjoM141 
(l.R.8. Employw 
ldlnllbllon No.) 

A Sllw I , !mfmll!I. Qgnr. Qllnn !llQ4 

(Fomw name. former.._ Md fomw fllcal year. If chenged llnce tut report.) 

Indicate~ check mlftl whihl the.......,_ (1) ha flled 811 r9PC)lta reqund to be filed by Section 13 or 
1s (d) ot the 8ecl.rttlll ea.• Ao. o11• during the ptecedlng 1a mon1w <« ror IUCh ahorter period 
that the~-............ niparta), Md (2) ... been IUbject to luc:hflng requHmenb. 
for the pat 80 daya. Y• l>Q No( J. 

. ··~ 

Common Stock,,,., value IA887 • 4,411,394 ltw. luued as ol 8eplatrlber 30, 1997. 
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~ U1IJ1W8 CONIORATION AMO 8UB81DIARIE8 ., ~··~TED IALANCE 111 f 18 

capltallz8Uon 
Stockholders' equity , 

Common 8tom. ..... SMl1 per.-.; 
(authorlmd 12,00G,000·..,. _,. 4,'81,394 
and 4,439,518 ...,_, ~ ·" · 
Addltlonlll ~ ...... ., ~ 

Retained --*111 
Leu: . ~~-
Uneamed~-,._....llDck..m 
Net WVMllDdgilrl ·on ,...._... ...... 

TotaJ stockholdlrl' equity 'i''. ·· 

Long-term debt. Mt d cum por1an 
To181~ .<; 

Cunntl ....... . 
Current porUon d IDng4nn debt . . .,. 
Short-term bomMlnga --. · 
Accountl ..,..... : . 
Refunds .,.,...,.. ID CUllDmerl 
lncometw~ 

~ Accrued ........ . 
DMdendlpaJtble 
Other eccrued ........ 

TotlllCll'Nntllblltlll - ·• ·" 
!l~~* 

Defend a.dlla and Ollel' l .. bMlee 
Deferred lnCDme tw 
Deferred """'*"9nl .. a9Clla Environmental...,., 
Accnled penllon coe11· 
Order 838 tr-'llon ·llUIQty 
Other llebllltlel 

•, <':" 

... 

Total ctet.red a'da a other la.II•• 
Total C.pltallutlon and I t1f ... 

... ~ 
·, 

3 

September 30, 
1987 

(Un!ud!l!d) 

$2,181,014 
19,433,280 
28,947,737 

48,392,243 

28,142,000 

77.034.243 . .... 
11.400.000 
1.341.741 

m.575 
218.5'14 

December 31, 
18N 

(Al rMtld!d) 

$2,180,628 
18,745,718 
28,957,048 

(384,529) 
38,588 

47,537,414 

30,778,919 
71,314,383 

1,285,938 
12,700,000 
14.428,983 

353,734 

111,444 741,788 
1,088,850 883,821 
3.112,271 --3,733.235 

31,530,123 34, 125,279 

10,230,178 
840,201 

8,501,505 
2,230,258 

0 
3,453,703 

11§1.p).212 

9,718,878 
878,432 

8,860.088 
1,aee,eeo 

943,209 
3,471,183 

1138,045,910 
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' 

CHE8APMICE UTIU18 CORPORATION AND 8U8llDIMIE8 
CONIOUDATID tNCO• STATEMENTS 

Operating Revenues 
Oper8llng Expen111 

Putt:heled 9111 ODlta 
0pel'8tionl 
Maintenance 
Depreciation and emofUzdon =.aa:. ~ 

Total ope•lng mcpen1• 
O.,.,.Ung Income 

Interest ChargeS 

Net Income 

·.:. 

·• 
Fully Dllut«I: 
Earnings per .... 

Averageshw~ 

'• 

For h Nine Monthe Ended 
. September 30, 

1117 1981 
(Un!!dl!d) (Al l'!!!!l!dl 

••·- __ m.IM.231 _ 
52,113,411 Sl.2')0.441 
19,138,841 11,409,082 
1,551,132 1,840,268 
4,071.112 4,223,444 
2.194,350 2,711.288 

~111. 2.812,281 p 81,J04,789 
7,591,481 

1,7 

ff.311,Zfl 

19,71 ...... 
f0.73 

4,71U12 

7,153 17 

2.114,528 

55,zp,689 

11.30 

,.423,171 

Sl.28 

4,V1.2f9 

The acc:ompenytng ............ ...., .. pM d ...... flnandml ....,..,.., 

(1) See Exhibit 11 - COmpulatlon d Prinwy Md Fully Dluled Earninga Per Shar'e 
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CHESAPEAKE UTIU1'8 COftOPOMTION N«J IUBllDIMIES 
COt•DUDATIDSl'ATl!MINT8 OF CASH FLOWS 

Operating Act1v1t1M 
Net Income 

• . . t.. 

' .. 
·; .. 

Adjustmenll to racondle Ml lncame to ... Gpef8111ig CMh 
Depr9clallon Md...........,., . '. 
Deferred income ..... net 
Investment tax cndlt 8d)ultmlnla 
Employee~la 
Employee comperutlon from ...... llDck ....... 
Other . 

Changes In uHta Md llabilHlel: 
Accounla recelVable 
lnventoty, nw...,., tuptJlll Md-.~ 
PrepeldexptpniM 
Other defend chll1get 
Accounla~ 
Refunds payable to CUllorwa., 
Over/(Under) l9CCW9l9d purah• Id gu colta , 
Other current..._ 

Net cash ~ ~ opea ... ig 8Cllvtllll 

lnveaUng ActlYltlea 
Property, plant and equlpmlnl ............ net 

Net cash UMd ~Inv ..... ..... 
µ .. _ 

Financing ActlYltlee ' 
Common stock dMdenda net ol .maunla rHMlt8d ol 

$409,920 and "21.S41,........, ' ,, .-
Net repayments undlr1Molad4111 ....... 
Proceeds from luu8ncedllDdJ ID~401(k) plM 
Repayments of long-Wm debt ." 

Net cash used ~hnclng ...._ 
;;. 

Net Decreaae In c..h ~' 

Caah and CUh Equlvlll1nta ............ ol Pwlod 
Cash and Cash Equlv9lent9 Ill End ol PMod 

For the Nine Monthl Ended 
......,.,. 30, 

1117 1111 
(u..udl!d) (Aa '9etatld) 

$3,311,711 $5,738,889 

4,575.517 
(275,145) 

(38,231) 
383,597 
130,181 

(1.109.270) 

7,131,804 
(754,024) 
111,141 
531,703 

(8,078,242) 
(17,158) 

1,988,814 
338,228 

8,299.023 

(9,585,788) 
(9,585,711) 

(2.718, 123) 
5,700,000 
•• 028 

(2, 780,989) 
520,918 

(745,828) 
2,213,529 

Sld£.ZOO 

4,934,218 
220,549 
(38,231) 
328,412 
257,204 

(420,383) 

8,721,321 
(1,578,485) 

(157,759) 
318,389 

(5, 173,828) 
(302.299) 
(831,181) 

' 474,175 
10,890,809 

<e.312,95n 
(9,372,957) 

(2, 188,446) 
825,000 
280,128 

(581,848) 
(1,869,98e) 

(352,114) 
1,395,814 

11.043,509 

The accomp9nylng ncMI .. • lnl8grlll pmrt ol._. tlMnclal statements. 

' . ,; 
• '.'A! 

-~:;. 
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• ~":;"1' •• •,.J.. •• '""''' . .. . 
•' .. 

,• ' L 

mains. OepreclMlon lirid ......... ~ il;CIHHd due IO pin pllold In~~ during CM Pall 
twelve moillhl. OlsllXel ... _. .................... end propertytues. 

•."' .. .; ~·, 

-rt"'. 

Revenue 
Colt·af O.. .. ,. 
GroaMqln 

. . 
. .~.: 

709,022 
, 185,249 

17,145 
I IOOt!5 s 

The grou mergln lncn••- ,..,ml!lllf .. .._fl.,... lncn•• ... want.,., e«ect mlcMprl. The 
hlgherratn r9IUl9d tam olEnrlnm ............ 0..~• re..wn 8hore1 rate lncn•• fifing 
with the Federml e.w-..i~ Coc11 1111' M (9FERC"). EMWn Shore reKtted • 1etlllment wtlh 
FERC during the quMlr, _,_, ................. ...........,.Ml bMl1 eocrued, pending nn.I 
approval. Opel._•..-••• lfta Hlad la.GOO. prtmertly In the, - af !eg91 ..... OUlllde ..W. 
and corporate Nlmlld ~_.. br •~IEE In...-. Depredetlon Md 8mClrtlzallon lncrwed due 
to the capital adclllorW ~In •vice.._ ... PMt twelve rnanthe. 

As~,....... En IF nlhcn•~~-~1d mppbtlonfora blubtcertitlcate 
of public conwnlence tD paD'ttde open accma nn1_portallon a.vice. Effecllve November 1, 1987, 
Eastern Shore lnlllatad ttw provtelon af op111..._ nuapOitmllon aervlca on Ila aymrn. EUWn Shen 
will no longer Ml g11.1MJt t.a COIMf1lld tDa ~al COinc& ltal-.ge Md trwportallon MMcea. 
Going fOlwn. Md pifty MJPPlllra. CDll' ........ Comparrf to ... gas lo the local dlalrtbutlon 
compmWa and the_. .... on Enrtntn ...... ....,.._ 

, 

For the third qulftlr' af,1_,, lhi ~ dlalrbilon ..,_experienced LBIT af $1, 185,888. nMu 
result& \Wf'8 more ~.thM lae eahleved fare. COft'9IPOndlng qumtar af 1988, with the Mgment 
recognizing a decN!l••lnLBITdl25.291cwer'IMl*d..,W1"8 LBfTafS1,191,1~9. Thedec:tnM 
In LBIT was attrtbutable to lows op11at111g .,..., • ......., dflet by a decr9a1a In gross margin. The 
1997 and 1998 flnanclal r.ulll dh prop.II cWrtbullol1 llgn'l8ftt lncfude the aperatln reaulta of Tri-
County. '"<"' 

.··;, 

' : ·' 11 

'.e~.·~ K{L;~~-'..: .. . 

.,. -, ;:~ 
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REIUL.Tf OF OPERATION8 FOR THE 
... ·MONTlta ENDID IEPIEMIER 30, 1•7 

,. 
~·· . . 

The CornpMy NCOglllr8d nll 11-dlS.311.711 tDr .. nine monlM erMled 8epl8mbw 30, 1987, 
repreMntfng • decrl•e In nil.,_ d 12.411,121 M comp9r8d IO the correapondtng period In 1998. 
The tlnandml resulll for 1917md1_ ..._the operaUng results of Tri-County. Aa lndlc818d In the 
l8ble below. the declW In arr 11 u ID lrMw IMllnga In the nehnl 911 Ind propmne distribution 
segnwnta, pMlely affMt llr lncr1•1il ..,.Ifill In trwmllllon, 8dvanced Information l8fVices •nd other. 

r;.~ 
FOR THE NINE MONTHS ENDED SEPTEMBER 30, 

Jiil .tlM Cbql 
EwnkmMa ..... 
Illll ,, . 

Nllbnl Ga Olltrtbullon . , $ 3.121,919 s 5,831,178 
Nlllur8I GM T•-.ntl11lon~ 2,081,774 .. 1,797,540 
PropMeOlldMlln l .• at,111 ' 1,888, 1.0 
Adv•c.cu11tam111111 a.-.. · . ' 11&,ea1 no.100 
Ellmludone a ()Is '" • 01.527 378,793 

Total EBIT 7,IUJIO 10,413'74i 
ap.•ig lnconl9Tw Z.111,eae 2,172.281 
lntnlt ·, ~ . 2Ml.330 2.114,521 
~ tncame, Net 180.147 211,741 
Net tncome I pp11 s 5.7!1t!8! 

$(1,709,257) 
294,234 

(1,811, 181) 
205,581 
52,734 

(2,817,869) 
(780,145) 
280,802 

cp;J:g 

The nM1nl 998 dlstrlbutlan •• ....,. report.cl E8IT of 13.921,119forthemtninemonlhaol1997 .. 
compered to EBIT ol $1.831, 171.tor 0. OOf'Nlpandlng ..,sod 1Mt 'If*. The declW In EBIT II due to a 
.reduction In groa nwgln. ..,..d wllti Ila 111111 ...... ,,,, 

~ 
eo.tolGM 
GrouMqln 

Opermtlone & ............ 
~ & Amal1laillon 
OtherTD89 
EBIT 

FOR THE NINE MONTHS ENDED SEPTEMBER 30, 
.1111 

$54891434 
37,721,820 
1e.111.e14 
7,29,"5 
2,324,538 
1,125,907 

I 5,541,171 sc1.71!f2!D 

The decrwe In groea nwgln11 pMwtly due ID rntquMlr .....,_which '*914% nrmer thM 
the first~ In 19N, .... In M 11" .... dan lndllw .... Utng lhltplltod. ~ o«aetting 
the cMc:r111• In nwg1n wm'81.000 lla1111 In--. work rwenut. Oplnlllone expen•• 
ll1e1111ed In the .... olbllllll9 _..warlc. llgll .... oulllde ......_ dll9 proc:eMlng MCI iwgul9tary 
rer.t9d expen••· ,..,....,_ eocp111111 ... •1.-, lncr111ed In nwlne, metete Md regullllora. 
Oeprec18tlon •nd wnortlDlb1 expellN lncnMed due ID peent pieced In HMce during the lat twelve 
months. · 

t ··' 

··.H. 
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Operallona " Mllnt9Mnce 
~·Ana...-. 
OlherTuea .·· 
E8lT 

.. FOR'TtE NINE MONTHS ENDED SEPTEMBER 30, 

·' Jiil .18 Cbql 
; ·~~~ • 1.114,733 s 5.412.877 s 4?2,058 

4,841,232 
84,175 

-· 211,845 

' !!@1 

4,385,1M 
102,971 
214,415 

I 770,106 

248,048 
(11,803) 
39,230 

I 20!tff 1 

The lncrwe Jn .. ...,.....,... l9'111a alih d wlh hW* ahort·tenn borrowing balenca. • compnd to 
the ume period._.~· 

.... 

QlallllW lnaome TW 

Opeldr'I 119COIM .... c11cnil1d 1110.-·..e to• mlClon 1n EBIT end tt. IKk of 1ncome tu 
..,.,.. recDldlcl·bf Tfl.Coulltr In, .................. expense of $311.000 recorded during the 

, .' f'nt qumrtlr. Thea• ........ _. ..... ID•tlbllh cWerred Income taw for Tri-County Gu 
Company, Inc.. ..... cllllng tt.lrll ... fl 1•. PrtDr la .. ~ Tft.County Ga 
Company, Inc. w • ~ 8 oar.....-tortnoonw lax ,..,.'Ir. lhelm•, no cW9rred Income 
taxes were NOG11dlcl on Ila belence lhllt. In ........... CGn.,.ny'a 1991 re1tated ft.-.ndal at8t8mentl 
do not Include Wrt Income tu_,.._ on E8IT ....... for Tri-County due to tta 1998 SUbchmpt. S 
status. . 

·~"t. 

The deCI •••In 118711 related pt'~ to a Nductlon In lnterMt Income end AFUDC. In eddltlon, 1998 
Includes a OM-llme gmln on the .... of .... snpertf. 

The Company conanuM to wcwt with ..... and ..... enWonrnent8I agencl6a to ...... the 
envlronm.-... lml** end ... oarrecllle 8Cfloll M.,.,., fomw gme menufecturtng plmnt aita (IM 
Nole 4 to the Conlolldll'9CI Ane11C111 aea•men11). n. Company bell1V98 ttwt any future co.a 
••IOCleted Wllh..,... .... wll be~ In Min,...., 

. '.~.· 
' , . 

15 
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PMl'I 
OTHER IWORMATION 

Item 1: .. Leg11Praa11•• :·'" 
SM Nae.tlO .. COldd!1l1d FNncW 8......,. 

Item 2: ChMgee In 8ecurtllee ,,. 
None • 

;~· . •j( :;:., 

lt8m3: Defaulla Upon 8enlar a.cUrta. 
None . . 

. ' 

ltem4: 

ltem5: 

Item 6(a): Exhlblla · .. 

ltem8 (b): 

EXhlblt 11 • Compul8llDn f!JIPr'••*Y 8nd Fully Diiuted E8mlnga Pw Shana la aubmttt9d ...... 

..... 



I ·~ 

CHESAPEAKE UTILITIES CORPORATION AND SUBSIDIARIES 
•• I' 

EO•IT11 
COMPUTATION OF PMMRV AND llW.Y DILUTED EARNINGS PER SHARE 

I 
I 
I 
I 
I 

For .. Qulrtlr 
- ·Ended S!pl!mbr 30, (1) 

DiZ 161 

For the Nine Months 
Ended September 30, 
iiiZ 18 

Primary earnings per share cek:uletlon: · I Weighted average number ol "*91 

Consolidated net'lncome 

tmary earnings per share 

Fully dUuted wings per lhare cmla l1lw.: 

I Weighted awnige number ol...,. 
Contingent ares releted to aaumed 

conY8l8iDn of COllY8l1lble debt 

I 
Welghtedaermgenumberof1t.__ ...... 

fuU dllutlon 

I 
Adjusted Income 

Conlolldated net Income 
Interest on convertible debt 
Leu: Appllc8ble Income .... 

I Adjusted net 1ncome 

~ulty diluted eamlnga per aMl9 

•em •.ff2.713 4.481.S 

(fZ31,1p! (1717.U!) p.31!.7!1 

a11 119.1n I0,74 

.-..111 4,445,501 4,493.708 

•• 242,171 2-40,204 

fJfl,RZ 1.E.m 1.133112 

$3,319,781 
252.157 

diif 
• 111 ,., . <I0,1§) I0,73 

I'> Thia calculetlon 11lubmllledIn8CCXlldlil• ... R9gtll9llor'I 8-K Item 801(b)(11). mthough 
It II contrary to paragrmph 10 of APB Opinion No. 11, lleclll• It ptOducea an antkfiludve 
result for the quart81'1ended8ept8n9ber 30, 1"7Md1998. 

I 
I 
I 
I 
I 
I 
I • -.. 

.• '..;'°! . ~:-·,,,. . .· ·., 
- ~;~1 

~ ~ - •1 

. ~: ~-· -

1.423.!78 

fJ.731,W 

11.30 

4,427,882 

243,427 

1,171.aH 

$5,738,W 
255.ns 
~752) g, '.112 

11.29 
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8TAft or D•~ 

- urou 'J'D "8LIC SUVIC. COIDIISSIOH 
. ' .· .. ~ ; 

' .:. ~-..;;;~· 

IN THE MA'ITER OP THB APPLICATION 
OF CHESAPEAKE UTILITIBS CORPORATION 
FOR APPROVAL OP THB .ISSUAICCB OF 
25,000 SHARBS OF CCM40N STOCK 
(FILED MARCH 2, 199"8 AND .~-~. 

AMENDED MARCH 17, 1998) .·: 

oaon lfO. .illl 

) 

) 

) 

) 

) 

) 

PSC DOCKET NO. 98-86 

AND MOW, to-wit, on this 24th day of March, 1998, the 

Applicant, Cheeape•ke Utilities Corporation ("Chesapeake" or the 

"Company"), having sought Commission approval to issue 25,000 

shares of Chesapeake connon e~ock for the purpose of consummating 

the acquisition by the Compan,y, acting through a subsidiary (CPK 

Sub-B), of all of the, iitsued and ou.tstanding common stock of Sam 
,:,.,. .... 

-; ~-~..,/.. 

Shannaban We.11 COfllPany,· I ·nc ., d/b/a Tolan Water Service ("SSWC"), 

presently a. family-owned compa.ny .specializing in residential, 

commercial, and industrial water trea.tment systems and irrigation 

headqua.rtered in Salisbury, Maryland, pursuant to an Agreement 

and Plan of Merg·er (the "Merger Agreement") filed with the above-

referenced application; 

AND, after the · consummation of the merger, the 

surviving company continuing to use the n me sswc will be 

operated as a subsidiary of Chesape.ake; 



.,._ 

AHD, the COmmission .. - having exa'mined the Company's 

original and amended application and having made such 

investigation in connection with said matters as the Commission 

deemed necessary, an.d having heard the presentation of the 

Company and the Commission Staff' at the Commission meeting of 

March 24, 1998; 

AND, the Commiaaio·n having been advised by Staff of 

certain concerns that Staff has regarding said merger and its 

potential effect on ratepayer-a of the Delaware Division of 

Chesapeake and the ~Company - ~vin~ a·greed to said conditions; 

Alm, the Commiasi,on having been advised, and having 

determined, that . the prop0sed issuance of 25, 000 shares of 

Chesapeak.e common. stock ·· to c-onsummate the Me.rger Agreement is in 

accordance with · law, for a proper purpose, and consistent with 

the public inter.est ·; ne>W, therefore, 

IT IS OltDSllSD TllAT: 

1. The application filed by Chesapeake Utilities 

Corporation in. this ·matter on or about March 2, 1998, and amended 

on March 17, 1998, is hereby approved, and Chesapeake Utilities 

Corporation is hereby authorized to issue up to 25,000 shares of 

2 



-· , v ~~~ ' ··- ·.~"·~-,~··,~'.~ ' ~v;'~· .. . 
... -, #--

Chesapeake common stock to consummate the above-described 

acquisition of Sam Shannahan Well Company, Inc. 

2. Said approval · is based upon Chesapeake's 

representation and guarantee: (1) that no expenses associated 

with this transaction ahall be recovered, in the future, in rates 

from Delaware. Division ratepayers; and (2) that the Company will 

quantify and allocate ~- to Delawar·e Division ratepayers those 
-~1" 

savings in corporate overhead expenses that may be achieved 

through and as a result of said transaction. 

3. Approval of Chesapeake's application by the 

Commission shall not be construed as approving any capitalization 
.. :-

ratios that result for any purposes or procedures involving 

ratema.king; nor are the Commission.' s rules regarding the burden 
_q 

of proving the merits of any re·lated issue waived hereby. The 

Commission's approval of Chesapeake's application is limited to 

that which is necessary under 26 I&J.. ~. S 215. 

4. Nothing in this Order shall be construed as a 

guarantee, warranty, or representation by the State of Delaware 

or by any agency, commission, or department hereof, wi h respect 

to the shares to be. issued pursuant to the Merger Agreel'\ent and 

this Order. 

3 
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::·. 
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S. Chesapeake shall file with th,;.s Commission a 

written report within . aixty (60) days of the closing of the 

merger tranaaction setting fo-rth the steps which have been taken 
: .. ~ 

in connection with ·such transaction including, but not limited 

to, the resulting capitalization ratios arising from the issuance 

of Chesapeake's common stock. 

6. The Commi ssion reserves the jurisdiction and 

authority to enter •uch further Orders in this matter as rn .. y be 

.. ~ 

deemed necessary or proper . 

..... 

Commissioner 

4~ .. i~~er / 

ATTEST: 

<. 

~hi.~ 
Secretary 

4 

~ .... 
. . -.,~fat. n'.-:.....~ .. ~ .... ~ ~ 
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1 . 
':. A.GRDMENT AND PLAN or MERGER 

;. -~ 

• <., THIS AGREEMENT AND PLAN OF MERGER (the "Aareement") is 
made and eniered into u of April 21, 1998, by and amona Chesapeake Utilities 
Corporation. a Dclawue corporadoo (•Chalpew"). CPK Sub-C, Inc .• a Delaware 
corporation .t a whoUy owmd IUblidimy of Chesapeake ("CPK-Sub-C"). Xeron. Inc .. a 
Mississippi corporalion ('?ClrOn"). J. Phillip Keeler, Earnest A. Allen. Jr. and Patrick E. 
Armand. residents of Texas (ach individually a "Shareholder." toaether. the 
"Shareholden. •and with XllOD collectively. the "Sellen"). 

ARTICLE I 
THE MERGER 

SECTION 1.1 The t.fgm. Upon tbe tcrml and subject. IO the conditions 
hereof, u prompdy • pnaiC.W. foUowina the lllilticdoD or waiver of the conditions 
set forth in AldcJe VID ~ buc ba no event later lhln two busincu days thenafter, 
unless tbe pMiel badO 111111 adllrwile ...-. llticla of ftlll'IS (the "Articles of 
Meraer•) ad a ClllUlc-. of .... (die ·~of,....._..) providina for the 
meraer of CPK·Sub-C wida and ._ x.On (tbe "Merpr") all be duly prepll'ed. 
executed IDd tiled by X... • .._ ~viDI corporalion (tbe "Sumvina Corporation"), 
in accordlnce witb tbe releYmt proviliaDI of the Miaiaippi General Corporation Law 
(the "MOCL 1 ml 1111 Del...n 0 n Rf Corporalioa Law (tbe "DOCL ") and the Merger 
shall become 6cdw. Followias dll Mcraer, the Survivina Corporation shall continue 
under the mne nune a Xmoa IDd lbe ~ corporale existence of CPK-Sub-C shall 
ceue. Tbe 4ate and dml cb9 Mlrpr becomes effective is referred to herein u the 
"Effeccive Time.• l....,.,tiately prior ID tbe filina of the Anicla of Muser and the 
CertifiCMe of M11111, a cloliaa (tbe -OOMial•) sbaU take plw at the offices of Xeron in 
Hous&on. Tex11 or at IUCb odllr ,... and at such time u the plfties shall aaree. 

SECTION 1.2 Efrgg gftbc Mer@cr. The Meraer shall have the effects 
set fonb in ~1) 79-4-11.01 dlloup 79-4-11.07 of the MOCL and Sections 259. 
260 and 261 of die DOCL. 

SECTION 1.3 Cmltlgr• pf locorporaljQQ pd By-tam. The Anicles of 
Incorporation of.Xeron and tbl By-laws of CPK·Sub-C (both of which have been 
heretofore deliws:ed by Xaon ro Cl11rnreake or Chnapelb to Xeron. u the cue may 
be). in each cw u in effect imrp 11 mly prior to the Efl'ec:live Time. shall be the 
Anicles of 1ncorpormion and &,·laws of the Survivina Corpontioa until duly amended in 
acQ>rdance with applicable law. . 

SECTION 1.4 ™men- Tbe directon of CPK.·Sub-C immedia&ely prior 
to the Effective Time lball bl tbl initial cllncton of tbc Surviviftl Corporation and shall 
hold office until their rapecdw •ct_,. are duly ellct9cl Ind qualified in KCOrdance 
with the Anicln of lncorpormion IDd By-laws of the Swvivina Corporation. or their 
earlier dealh. raipatioa or removal. 
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. SECTION l.S OfJlccg. The officers of CPK·Sub-C immediately prior 10 

the Effective Time shall be the initial ofticcn of the Survivina Corporation and shall 
serve as the o.fftcen of tbe SumYina Corporation at the pleuure of the Board of 
Directors of the S~vfns Cosporadoa. 

SECTION J .6 Conymjgn of Sbam. At the Effective Time, by \'inue of 
the Merger and ~tbout my ICtion on the part of the holders thereof: 

. ·v., (a) .". Std,ject to Section 2.2, each iaued and outstandina share of 
common stock. I* VII• SJO;oo per share, of Xeron (the •xeron Common Stock") shall 
automatically be c:onwit.ed into 1'le riaht to receive (the "Stock Cof\Sideration") that 
number of fUlly piid.llld llDIH 111eble sham of common llOCk. par value S.4867 per 
share. of Chc11prnlt1 (die "CllrrlJl'lke Common Stoek"), whidl lhall be determined by 
dividina a total of 475.000 ..._. of Cb111p1ake Common Stock by the aaareaate 
number of .._. or JCmoD Common Stock oulStlndina at the Effective Time, PfOvidcd 
that in the event of a .-k iplit or mw stoek split of the Cb111peake Common Stock 
prior to the Effecd.w n., 1111 _._ of lblres of Chesapeake Common Stock to be 
issued shall be .._.. pmpardoaarely co prevent either dilution or entaraement of the 
rights of the Shareholcllra. ;,; 

·~· 

(b) . Esla ....... or capital stock of Xeron that is held in the 
treasury of Xeron 111111 be ,. 1W llld retired and cease to cxiJt ad no ~ideration 
shall be issued in m:haJll ._1a.. ::, 

, (c) n. iwed and outstandina shires of capital stock of CPK· 
Sub-C shall be convert8d i.aro 11111 a,.o-. in the aarepte.. one thousand fUlly paid and 
nonassemble lblla of cammaa .-k !,f 1be Sunivina Corporation. 

ARTICLE fl 
EXCHANGE OF SHARES 

SECTION 2.1 Summer pf Ccnjficates. At the Effective Time, each of 
the Shareholders shall surrender the certificate or ceniflcata that formerly represented 
that Shareholder'• ...._ of X.. CQl!MMD. Stock to the Survivina Corporation. and 
shall thereupon receive iD exc._., dalrdor the Stock Consideration for each share of 
Xeron Common StoOk formerly represented by such certificate or certificates, and the 
certificalel so surreadeNcl lball fonhwidl be cancelled. 

SECTIO.N 2.2 No FgctjgMI Shlrp. No certiftcate or scrip representin11 
fractional shares of Chesapeake Common Saoc:Jc. shall be iaued upon the sunendcr for 
exchanae of certificates of Xeron Common Stock. and such hctioaal lhare interelU will 
not entitle the owner dmeof co vote or to ID)' ripg of a sbmebolder of Chnapeake. In 
lieu of .any such fractional .._. ~ Cbeupeake shall pay to each shareholder of 
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Xeron who otherwise would be endlled to receive a fr1etional shin of Chesapeake 
Common Stock (after ~ Ill ccrtiftcata formerly representiq shares of Xeron 
Common Stock held by the - bOlder) ID amount of cub c:letennined by multiplying 
(i) the averqe of the-closina prices of Cbeupeake Common Stock on the New York. 
Stock Ex.change {"NYSE"), 11 reported by The Wall Street Journal, for the twenty (20) 
consecutive trading days. imlbediafaly.precedins the second day prior to the Effective 
Time. by (ii) the fraction of atblre ofChiaapeake Common Stock to which such holder 
would otherwise be entitled pursuant to Section l .6(a) of this Apument. 

as follows: 

ARTICLE UI 
REPRESENTATIONS AND WARRANTIES .. 

OF THE SELLERS 
' .. 

SECTION 3.1 c..- Qrppjptjpg. 

{a} · · X.. it a cOlpontion duly orpnizrd., validly existing and 
in good standina under the laws or .... St.lie of Miaiuippi and bll all requisite corporate 
power and authority to own. .... lad opesme its :properties and to carry on its business 
as now beina cood~ Si- 3.l{a)-ofdtl dilclosure IChedule to be "delivered to 
Chesapeake prior to tbe a.I-of ddl Aplmlent {Cbe "Xeroo Ditclosure Schedule") sets 
fonh the name o:f each jUrildicdon '- which Xaoa i1 qualified or licensed to do business. 
Xeron is duly qualified or Ucimed ID do baliaea a i1 in aood standina in each 
jurisdiction in which the propll1>J OWbld. J..s or operaaed by it or the nature of the 
business conducied by it mlbl mt qellllflndon or licemina necessary unless failure to 
qualify would not result in a .....W ldwne efrecl on Xeron. Xeron has heretofore 
delivered to Cheupeake 1CCurat8 a complece copies of its Certificate of Incorporation 
and By-Jaws, u in effect u of the date of dlil Ap'eement. 

(b) Xeron does not own. directly or indirectly, any capital stock 
or other equity securities or limilar inraat ill any corporation. .,.nnersbip. joint venture, 
or other business associa1ion or emity· except u set forth in Section 3.1 (b) of the Xeron 
Disclosure Schedule. ":- ~j" ~ 

-~'· 

SECTION 3.2 Cgi!tliptio0. The authorized capital stock of Xeron 
consists of 7500 .sham of Xeron CollllllOD Stock. of which 67SO shares are issued and 
outstandina. AU of the .iSIUld and m.....una lhlra of Xeron Common Stock are 
validly issued. fully paid and DGD111n11•1e. There are no subtcriptiom, options. 
WBn'lllts. calls, riahts. conw:nftlle ~or odaer apeements or commitments of any 
character (whether or not cumady exaclablc) obllptins Xcron to issue, transfer or sell 
any of its securities. Section 3.2 of d»e Xaon Disclosure Schedule sets forth (i) the name 
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of the holder and beneficial owner of each outstandina share of Xeron Common Stock. 
and (ii) the. number of shares of Xeron Common Stock held by such holder. 

SECTION 3.3 Aytboritt Bclatiyc to thjs Agmmms; Bjndjog Effect. 

(a) Xeroa bai full corporah: power and authority to execute and 
deliver this Agreement and to coasummatc the transactions contemplated hereby. The 
execution and delivery of this Apecment and the consummation of the transactions 
contemplated hereby have lreell duly IDd validly authorized and approved by the .Board of 
Directors of Xcron and by the Wllnimous vote or written consent of the shareholders of 
Xeron and no other co~ ~inp on the pan of Xeron are necessary to authorize 
this Aareanent or to COlllWNDlM die transactions so contemplated. This Aareement has 
been duly and validly exec_. 111111 delivered by Xeron and constitutes a leaal. valid and 
binding qreemcm of Xaraa. lllfon:eabJc apinst Xeron in accordance with its terms. 

. . 
,. · (b) This ~t bu been duly and validly executed and 

delivered by uch Seller IDd CODlll.., a lcpl, valid and bindina qreemmt of each 
Seller, enforceable •'• wla Seller la ICCOldaDce wilh its terms. 

' SECTION 3.4 r."!!C!!!! yd APRroyala; No Vjolatiogs. Except for the 
filina and recordad• of the Ardclll of Merpr, u required by the MOCL, and the 
Cenifiwe of Merpr, • ~ " die DOCL, Ind u Ill fonh in Section 3 .4 of the 
Xeron ·Disclosure ScbedUli, • tBili trida or notification to, and no permit, authorization. 
consent. waiver or tppl'OVll ~ ID)' aowmment. executive official thereof. 1ovemmental 
or regulatory authority, apoc:y, commiaion, or coun of competent jurisdiction. domestic 
or foreip (a •0cwwnaa•' Eadty"), ii DIClllll)' for the c:omummation by the Sellers of 
the traDSICtionl coatmpllllCI by dlll Altwit. Except u let forth in Section 3.4 of 
Xeron Disclosure Schedule, neidm tbe accution and delivery of this Apecment uy the 
Sellers nor the conanm.mttion by die Sellen of tbe transletions contemplated hereby nor 
compliance by die Sellen wida my of the provisions hereof will (i) conflict with or result 
in any breach of my pmviliQa Of die Articles of Incorporation or By-laws of Xeron, (ii) 
result in a violation or bracb of. or c:omtitute (with or ·tbout due notice or lapse of 
time or both) a default (or aive riie to IDY riabi of termination. cancellation or 
acceleration or result in the cn9doa of any monaqe. pledae. ct.arae •. security interest, 
claim or encumtnnc:e of my kind (collectively, a "Lien•)) under, any of the terms, 
conditions or proviaiou of my noce. bond. mortgqe. indenture, license, contract. 
aareemmt or other inatnament or obliption 10 which any Seller i1 a party or by which it 
or any of its propenies or wts 111ay be bound. or (iii) violaie any order. writ, injunction. 
decree. stanne, rule or repllliOD applicable to the Sellen or any or their properties or 
assets. ' 

SECTION 3.5 Ahlkm of Ccnain Cbaosu. Except u and to the extent 
set fonh in Section 3.5 of the Xeron Di..:losure Schedule, since November 30, 1997 
Xeron has not: 
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(a) suffered any Material Ad\.'erse Cha..,ge; "Marerial Adverse 
Change" means <l> ~y, .matirial cbanae in lhe nature of Xeron' s business. assets. financial 
conditio~ results 9f openii• or prospects, (ii) the loss of a material contncl (ocher 
than spot conll'lets which have been per(onned by the panics chereto in accordance with 
their terms), and (iij) any change that creates a material limitation on the abilil)' of Xeron 
to conduct its busineSs as heretofore conducted; 

· · (b) ; pli~ dJlcbaqed or otherwise satisfied any material claims, 
liabilities or obliptiom (absolute. Kcnled. continaent or otherwise) other than the 
payment. di~ or sadsfdon in the ordinary course of business and consistent wich 
past. practice; , 

,, · it: (4=) pemdtted or allowed any of its material propeny or assets 
(rul, personal or mixed. _.ble or inflnaible) to be subjected to any Liens, except for 
{i) Liens for curllnt taxes or ocher aovemmental cbaraes not yet due and payable, or the 
amount or valiclit)' of ~ ii ..._ c:oa&elted _by the appropriate proceedinas and for 
which an appropt.,. ,_..-·bu been emblilhed and ii reflected in che Financial 
S~ (u .,.._ bllow.). (il) Liem. disclosed in Sections 3.23(b) and 3.23(c) of the 
Xeron Disclom klaecl*. (Ui) Liem of carriers, wuebomemen and mechanics and 
similar Liem iacuned in die oldm.y coune of businea, and (iv) zonina. entitlement and 
ocher land use ........ (eollecdwly. "Permitted Liens•); 

(d) · · iOw; trwfared. or otherwise disposed of any of its 
properties or ..... (ml, perlD9Jll or .mixed. tanaible or imanaible). except in the 
ordinary coune of bulinea and ccmilcent with put pnctice; 

. (•) panted any increue in the compensation or benefits of any 
director, ofliccr or employee .(iacluctina any such. increase pursuant to any bonus, ~nsion, 
profit shariDa or ocher plla or cm-iiPneat) or any incra1e in the compensation or 
benefits payable ar to ·become payable to any director, officer or employee, and no such 
increase is C\lltOlmr)' on a periodic bMia or required by aareement or undel'SWldina; . . 

(f) . mlde any chanae in Xeron' s severance policy or practices; 

(I) mlde 8Qy expenditure capitalized in accordance with 
generally accepted Keountina principles or acquired any property or aaets for a cost in 
excess of $25,000, in the aurepre. other than in the ordinlry coune of business; 

; :'•. ~ 

(b) ded8red. piid or set uide for payment any dividend or other 
distribution i·n respect of its capital stock or redeemed. purcbued or otherwise acquired, 
directly or indirccdy, any slalla of capital llOCk or ocher securities of Xeron; 

• s • 

.... ...•ar........ .;... 
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(i) rUde any chanae in any method of tax or financial 
accountina or accountina prsalce or made or chanaed any election for Federal income 
tax purposes; 

0) " paid. loaned or advan«d any amount to. or sold, transferred 
or leased any propenia or .-SS (real. personal or mixed, tanaible or intanaible) to. or 
entered into any apeement or arnnpment with, any of its officers. direc:ton or 
shareholders or any affiliate or usocilre of any of its officers. directors or shareholders 
except for directon' fees, and compensation to officers at rates not exceeding the rates of 
compensation paid dwing, the lix -month period immediately prior to November 30. 1997; 

(k) mpeed or planned. whether in writing or otherwise. to take 
any action described in dUa Section. 

SEcTION.J.6 fjpepsW Swcnng. Xeron shall have furnished to 
Chesapeake prior to lbe .,. of this ~t audited balance sheets for the lut two 
completed fiscal nma, .. ...., •1ement1 of income, equity and cash flows of Xeron for 
the last three completed filCll y.- IDd ID unaudited balance sheet and statement of 
income for the nine month pll'iod .adilla February 21. 1991 (collectively. the "Financial 
Statements"). The audited ftmncial ••-~are true, correct and complete in all 
material respectl. fairly pr-. ia coefonnity with pncrally llCCepted 1ecountin1 
principles applied on a ec>Df!i- bail (exc:epc u may be indicated in Section 3.6 of the 
Xeron Disclom Scbcdule) . die fl!!Wlf!W position of Xeron u of the dates thereof and its 
consolidared results· of operadam ... cmnaa in financial position and chan1es hi 
stockholden equity and cab· flows for Che periods then ended. Such unaudited balance 
sheet and st1tement of income sblU be cenified by the Chief Executive Officer of Xeron 
as havifla been pre_pmed undillr bis ...,.m.ion; u presentina the fmancill position of 
Xeron in accontance with pnenlly -=ceptecl 1CCOuntina principles consistently applied 
(except u may be indicated ill Section 3.6 of the Xeron Disclosure Schedule); to be uue. 
correct and complete in all IDltlrill rapects; and to reflect accurately ~ results of 
operations of Xeron for such nine mOmb period. 

SECOON 3.7 No UP4jglgMd Liabilities. Excepc u and to the extent 
provided in the FU..Cill Statements or Section 3. 7 of the Xaon Disclosure Schedule. 
Xeron docs not haw my lllllerill lilbilitia (Whether continaent or absolute:, direct or 
indirect, known or unknown to Xeron or nwured, or unmatured) not fully reflected or 
fully reserved 11•hm in lbe finlncial Statemesus. Except u let fonh in Section 3. 7 of 
the Xeroo Dilclosure Scbedu1e. liDce November 30. 1997, Xmon hu not incurred any 
liability except. in the ordiDlry coune of businea consistent with put practice. 

SECTION 3.1 Ng Qcfeult- Except u set forth in Section 3.8 of the 
Xcron Disclosure Schedule, Xeroa ii not in deflUlt or violltion (and no event has 
occurred dm with notice or tbe llpte of time or both would constitute a deflult or 
violation) of any term, condition or provision of (i) its Ccniftcate of Incorporation or its 
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By-laws. (ii) any note. bOnd. mon111c. indenture·, litensc, contract, agreement or other 
insmunent or obliption to which Xeron is a pany or by which it or ""Y of its propenies 
or assets are bound. or (iii) any order, writ. injunction. decree, statute, rule or regulation 
applicable to Xeron or an/ of its propaties or assets. unlca any such default or violation 
would not have a material adverse eft'ect on Xeron. 

SECTION 3.9 Litijadcm. Except u set fonb in. Section 3.9 of the Xeron 
Disclosure Schedule. dMn ii no 8Clion. suit. proceedina. arbitration. or investigation 
pending or. to the lcnowledll of Xeron. threatened involvin1 Xeron or any of its 
propenies or auets. Neither Xeron .nor any of its properties or assets is subject to any 
order, writ. judpncnt. injUDCJion. decree, determination or award. There is no action. 
suit. proceedina. lrbitnllioa or in\Wdpdon initiated by Xeron that is cunendy pcndins 
or that Xeron pmendy iDllndl to initiate . 

. ' 

SECTION 3.10 CcpplifDS!! wjtb Appljcablc Law· Except u set forth in 
Section 3. I 0 of tbe Xa'Oll DilClolure Schedule, the businea of Xeron bas not been 
conducted in violldae of my lppUcable law, ordinance. rule. replation, decree or order 
of any GovenuMal Emily, una. IUCb violation will not mu.It in a material adverse 
effect on Xeron. Xeron boldl all pennits, licentn, variances. excmptiona. orders and 
approvals of all GoYernn del Eadtia DICellll)' for the lawful conduct of its businesses 
(the "Xcron Pelmks") ..a i. ill ...,Um wi1b the terms of the Xeron Penni&s, unless 
the failure to oblliD fll'/ Xeroa Pamkl or be in compliance therewith ·will not result in a 
material advene eftict on x.a.L Except u let forth in Section 3. I 0 of the Xerou 
Disclosure Schedule. Xeron ._ DOI received any notific;ation of any· auencd present or 
past failure by Xeroe to comply witb IUCb laws. rules or reauJatiom or such Xeron 
Permits which haw nOt '9em FR•ioallJ and. and there is. to the knowled&e of Xeron. 
no pending audit. invadpdon or otblr l'IYiew by any Oovemmenlal Entity to determine 
the existence of any violation of such laws. rules or repladom or such Xeron Permits . 

. SECTION 3.11 Illa. ..... . 
-~ 

(a) Since June I, 1979, Xcr 11 hu been a C corporation for 
purposes of the hUemal Revenue Code of 1916, u amended. and the rules and 
regulations promulpted cbereunder (the •code"). 

(b) The llDOUllll, if any, provided u a liability on the Financial 
Swcments for all Taxa {u hawiDlfter defined) ("tax liability amounts") are adequate to 
cover all unpaid lilbilitia for all Taa. whether or noc disputed, that have accrued or 
will accrue wilb lapect to or me IPPliclble to the period ended on and includina, the 
Effective Time ~ without limilldoa. u a rctUlt of die tnnuctions contemplated 
by this Aareement) or to any yean and pcriodl prior tbeNfo and for which Xeron may be 
directl'y or c:ontinpndy liable la iu own riabt or u a tranlferee of the auets of. or 
successor 10. any person; nvided bpnyer. dw with respect to tax liability amounts 
reflec.ted on the unaudited financlal statements for the nine-month period cndin& February 
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18. I~·· the term •ldeqi.aze• mans that such amounts are reasonable estimates made in 
good faith bued on currently available information. Except as set fonh in Section 
3.1 l(b) of the Xeron Disclosure Schedule. Xeron hu incurred no Tax liabilities other 
than in die ordinlly cours:C: of business for any taxable year for which the applicable 
statute of llmicmiom hunot expired. There are no 'Liens for Taxa (other than Liens for 
current Taxes not yc.t due .-cl payable, or the amount or validity of which is being 
concested by die ~ proceedinas and for which an appropriate reserve has been 
established and is reftocted in the Financ:ial Statements) upon. the properties or assets of 
Xeron. Xeron has not panted or been requested to a.rant any waiver of any statutes of 
limitations applicable to any' claim for Taxes. Xeron has mlde no elections for federal 
income tax purposes. except for cusiomary elections for inve!'!tory. amonization and 
depreciation. · 

(c) .. Xerm (i) bu filed (or hu hid filed on i'll behalf) or has 
caused to be filed timtly Ill T• Returu (u hereinafter defmed) required by applicable 
law to be tlJed llMI (U) bll plMI Ill T~ shown lheleon u o·wifll. To the knowledge of 
Xeron, ach sucb Ta RelUnl ii we. ICCurale and complete and Xeron has paid all Taxes 
as are due. except such • .. beina comaaed in 1ood faith by appropriate proceedinp 
and wilh rapeca to wbicb X.. ii IMialliNna raava adequate for their payment. All 
Taxes tbll Xaon ii required by law to withhold or collect. incluJina sales and use taxes, 
and amom111 required to be witblw'd for Tax~ of employees and other withholding taxes. 
have been duly withbelcf ar collectld md. to lhe exieat required. have been paid over in a 
timely m•ner to tbe proper IDW'P"MDIWI authorities or are held in separate bank 
accounts for such purpoa 

(d) No extmaslona of time have been panted for Xeron to file. 
any Tax Return required by 1pplia1ble law to be filed. which have expired. without such 
Tax Rerum baviDa been filed. 

(e) Except a dilclosed in Section 3.1 l(e) of the Xeron 
Disclosure Schedule, noae of tbe Ta Returns filed by or on behalf of Xcron are 
currently \UlderiDiDI 1111 Audit (a bereiDafter defined), Xeron bu received no noti• e that 
any Tax Return will undap ID)" Audit. and no facts xist dial would constitute arounds 
for the ulesP"'DI lpiN' XeroG of Ill)' material addiuonal Taxa by any aoverrunental 
authority for pcriodl that haw DOC blen audited. No maierial iaues have been raised in 
any Audit by llt'j pvemmental audlarity with respect to the business and operations of 
Xeron this. by appliCllioa of limillr principles, reuonably could be expected to resuJt in 
a proposed adjustment 10 the lilbility for Taxes for any other period not so examined. 
No deficiency .or ldjustmcnt for any Taxes bu been threatened. proposed, asserted, ur 
assessed qainst Xeron. 

(f) No power of auomey hu been aranted by Xeron with 
respect to any matter relaliDi to Tua which. ii currently in force. 
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(&) Xcron is not a party to any aarecment providina 1or the 
allocation or sharina of Taxes. · 

. (b) . Xeron hu not entered into any aareement that would result 
in. th.e disallo~ of • r cax ~uction pursuant to Code Section 2800. 

(i) No •coment" within the meanina of Code Section 1 41(0 has 
been filed ~ith respect lO Xeron. 

· .. ~ .. 

0> Except u disclosed in Section J. I l(j) of the Xeron 
Disclosure Schedule. Xeron is not subject to any arrangement that (a) aivn rise r, a 
deduction or loss before the Eft"ective Time and a correspondina recoanition of t< .~able 
gain. or income after the Effective Time or (b) gives rise· tO the recopition of taxable 
income or pin after the. Efrective Time without the receipt of a eorresponding amount of 
cash. ,,. 

(k) : None of the Shareholders is a "foreian person" as defined in 
Code Section l-M5(t)(3). 

(1) None or the assets of Xeron constiNtes tax-exer.'lpt bond 
financed! propeny or •.ax.aemp1 u. property within the meanina of Code Section 168, 
and none of me ..-. ref1ectecl on cbe Financial Swcments is subject to a lease. safe 
harbo.r lease or ocher 111'fD18"11111' a a reault of which Xeron is not treated as the owner 
of such asseu for federal income tax purpotet. 

(m) . The bail or all depreciable or amoniable assets, U1d the 
methods used in determiniDa aUOWlble depreciation or 11DOrtiDtion (includina cost 
recovery) decluctiom of Xeroa. Ire ...-ially correct and in compliance with the Code. 

(a) To cbe lmowledp of Xeron, Xeron is not required to make 
any maieria1adjUlllDCDIunderCodeSecdoa411(&) by reason of a chanae or proposed 
chanae in 8CCOUDlina method or odMlrwile. 

(o) For purpo111 o.f this Secti n: 

(i) cbe tenn "Taxes" shall mean all taxes. charaes. fees. 
duties (i.ncludilll alllOIDI dudll). levia or other assessments. includina income. 
gross receipll, net pnaedl. Id valorem. turnover, real and pmonal propeny 
(tanaible and imlaaible). sala. -. hnchile. excise, value added. ,swnp, leasing, 
lease. user. nmfer. fuel. m:e11 profi11, occupllional. interest equalization. 
windfall profi11. llVa'IDCe. licelm, payroll. environmental. capital stock. 
disability, employee'• incame witbbolcUna. other witbboldina, unemployment and 
Social Security tu-. wbicb.,. ilQPOlld by any federal, .we. local or forei1n 

"-"r. 



,~..,, 

. ·. 
" . 

governmental authority, md such tcnn shall include any interest, penalties or 
additions to tax auributable dlereto; 

(li) die tam "Tax Return" shall include all federal .• state, 
local and foreip Wt retums. decllrations. scatements. reports. 1ehedules, fonns 
and information returns and any amended Tax Return relatina to Taxes; and 

(iii} the tcnn "Audit" shall include any taxing authority· s 
audit. assessment of Tua, or other examination .proceeclinp or appeal of such 
proceedings rel.Una to Tua. 

f . ~· 

SECTION 3.12 lwfit Pip and Amngcmcms 
' •'."! 

(a) Section 3.12(•) of the Xeron Disclosure Schedule contains a list of 
all employee benefits, plllll or .......,.. (whether or not subject to the Employee 
Retirement rncome Security Act of 1974, u amended. and the rules and regulations 
promulgated. thereunder ("ERISA "). llMI whether written or oral) that Xeron hu 
maintained or to which it .... COlllributed 8' any time for the benefit of its employ~ (the 
"Employee Benefit Plans"). · 

(b) Xcron bas pn?Vided Chc'Sapeak.e with a ttue and complete copy of 
each of the follown. for me ~ Beadil Plans which. are currendy in effect: the 
current plan document. *ludinl Ill)' ~ thereto, the most recent summary plan 
description. annual repJl'tl on tGrm 5500 tor the three most recent years (if such forms 
were required to be fU1CI), and Ill)' 1n111 apeeme1111. insurance contracts, service provider 
agreements or similar a_peemea11 X.. bu no plan or commitment. whether legally 
bindin1 or not. to ere.mt my ldditiallll benefit plans or amnpments or to chanae the 
terms of the Employee Benefits Plml. . -

(c) }Ceron Ital com,aw iD all material respectS with all applicable 
provisions of ERISA and the Code _. Ill odler applicable laws, rules. and rqulations 
with respect to the ~Alployee Beneftt P&inl except for compliance faihue(s) that 
individually or in the 1UfC11te would not have a mate ·al adverse effect on Xeron. The 
Employee Benefit Plant ll'O not IUbject to any onaoina audit or other administrative 
proceedina of any aovemmenW entity, IQd ll'O not the subjeet of any pendina application 
for administrative' relief under uiy prop1111 of the IRS, the Deplnmcnt of Labor, or any 
other aovmwental entity. Xeron bit ctiJcloled in Section 3.12(c) of the Xeron 
Disclosme Schedule all material UabUJtia with respect to the Employee Ben.efit Plans to 
Chesapeake. There are · no ~ or tbre1reoed claims (other than routine claims for 
benefits) apinst the Employ~ BeDefit Plw by any penon. The Employee Benefit Plans 
are not multiemployer plam whbin dll manina of ERJSA except u let forth in Section 
3 .12( c) of the Xeron Dilclosure Scbldu1e. The Employee Benefit Plans can be 
terminated, without penalty, with1 no requirancnt for the fur1ber provision of benefits • 

• 10. 
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within a ~ of 30 days. None of· the representations in this Section will be affected 
by the ocanence of the M...,er. 

·, 

' ,, _. SECTION J.13 Epxjrppmcntal Mwg. 

(a) Except• let fonh in Section 3.13 of the Xeron Disclosure 
Schedule. neither Xeron nor any Shareholder.has learned. been advised. or received any 
communication (wri cen or o"1), whether frolJ! a aovemmental authority, citizens group. 
employee or ocherwite tblt allep1 or suaaests that Xeron or any Shareholder is not in 
full compliance whb ... Eaviromnlntal Laws. Section 3.13 of the Xeron Disclosure 
Schedule lim die perinits or 0.. aovemmental authorizations that Xeron has pursuant to 
the Envirorunental Laws. · 

·' (b) To the lmowledae of Xeron. there are no Envirorunental Claims (as 
hereinafter defillld) peadin1 or tbralened apinst Xeron or ~Y Shareholder or apinst 
any person or llllity whole liability for •Y Environmental Claim Xeron or any 
Shareholder bu Nllined. or bu usumed either connctually or by operation of law and 
neither Xeson • lrl ~ knows of any facts or allepdons that could result in 
future Environalintal ClaimL ; ~. · 

(c) To the lmowledp of Xeron, none of the Real Propeny, as such 
term is defined in Section 3.23, w ID)' propeny owned or leaed by .Xeron is on the 
National Prioritia Lill or cbe ~ Environmental Response Compensation and 
Liability lnCormadon s,_... md -.o such property is a Resource Conservation and 
Recovery Act "penniaed facility.• No such property is pennined by the state i.n which it 
is located to be med as a lanclflll or dilpOll1 site of any type . 

. ~ ... 

· ·. (d) To the lmowledp of Xcron. Section 3.13 of the Xeron Disclosure 
Schedule lists all 1lllkl that haw bem owned, leased. operated or med by X.eron, Qr 
which are currently, med by Xaon IDd are located on the Real Property, u such term is 
defined in Section 3.23. · ;, ·•·· 

';''.~\ 

(e) for purpota of this Apeement: 

(i) •Environmealll Claim" mean any claim. action. cause of 
action. liapdoa, proceediq. .-, decree. investigation or notice (written or 
oral) by any perlDll or entity llleaina potential liability or reaponiibility 
(includina, witboUI limi11doe, potential liability or responsibility for investiaatory 
costs, cleanup COits. COISI of Compliace with laws, requirements. guidelines. r 
orders. aovemmeatal l'Clll Ollll OOlll. lllNral resources dunapa, propeny dam aes. 
personal injuria. or pemtdd) llillna out of, baed on or resultina &om (a) the 
presence. or rei.. into chi 91Mronanent. of any Maleriall of Environmental 
Concern ar any ~on. wllldllr or not owned or operated by Xeron or 

. ,. )." 
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(b) circwnst.arlces fomiina the basis of any violation. or alleaed violation. of any 
Environmental Laws. · 

(ii) "Environmental Laws" means all Federal, swe, local and 
foreign laws..replations. ordinances. rules, pidelines. t'wiers, directives. 
jud1mcnt1 end deteJminations relllina in any way to pollution or protection of 
human halth or the environment (includina. without limiwioa. ambient air. 
surface wars, powld water, land surface or subswf1ee strata), including, without 
limitation. laws Md replationa relatin1 to emissions. discharaes. releases or 
threatened releues of Materials' of Environmental Concern. or otherwise relatin1 
to the IDIDut'lcture. proceaina. distribution. use, treatment. storage. disposal. 
transpon or handlina of Ma1eria11 of' Environmental Concern, as amended from 
time to time. 

·~: .· 
(iii) "Mllcrials of Environmental Concern" means cbemicals. 

pollutmll. contmninants, hlzantous materials, hazardous substances. hazardous 
wuta, toxic substancn. petroleum and petroleum products. and any substance 
controlled or replated by any Environmental Law. 

SECrtON l.14 Qen in Congpl. Except u set fonh in Section 3.14 of 
the Xeron Disclosure Scbldu1e, Xeron ii not a party to any contnct. agreement or 
undcntandina which contains a ·-.e in control," "polelltial cbanae in control" or 
similar provision. Except u • fonb in Section 3 .14 of the Xeron Disclosure Schedule, 
the consummation of tbe ll'lllWtions contemplated by this Apecment will not (either 
alone or upon die occuneDCI of 1111 ldditional ICtS or events) result in any payment 
(whether of snwwe pay or otbirwbe) becomina due from Xeron to any person. 

SECTION 3.15 lptgllp111 Propem. 

,;· (a) · Bxaipc u let forth in Section 3.l5(a) of the Xeron 
Disclosure Schedule, Xeron owns. or ii Uccmed or othcrwi1e bu the full ri&ht to use, all 
copyripis, trldemalb and .rvice IDlrb (includin1 all applications IDd rqistrations 
therefor), tnde.,.,,..., ~ IOftware, patents (includina applications therefor), and 
all other intellectual property duit is DeCHMry for the conduct of its business as 
heretofore conducted (collecdwly, the "Intellectual Pr perty"). Xeron bas not sold or 
conveyed to any·tbird-puty the riabt to use proprietary software developed by or for 
Xeron. 

. (b) Except u let fonh in, Section 3.1 S(b) of the Xeron 
Disclosure Schedule, there are no outst1Ddin1 claims, judpnents. MUJements or 
proceedinp 11aimt Xeron amrtiDa tbe invalidity, abule, miw or unenforceability of 
any of the lnteU~ .Propaty IDd there are no threatened claims or proceedinas relatina 
to the validity of or enfon:elbilky of tho lntellectUal Property. There are no pendins or 
threatened opposition or odlll' tdminilCrltive pr.oceedinp with respect to any Intellectual 
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Propeny w'hlcb is the lllltject of a pendina application that would prevent the registration 
in due course of such .~ntellectual Propeny. 

SECTION 3.16 owisu IQd Commitmcng. Except u set fonh in 
Section 3.16 of the Xeron Di1el0.ure Scbedule: 

(a) XerQD bu no qreemcnts. contncts. commitments, or 
restrictions that are material to its business. prospects. financial conditio.n, workina 
capital, assets, liabilities (absolute . accrued, continaent or otherwise) or operations; 

(b) There are no purchase contracts or commitments under 
which Xeron is required to pay _in excess of $300,000, other lban those incuned in the 
ordinary course of business; · 

...... 

; (c) Tblre are no outstandina lales contracts or commitments of 
Xeron that call for the .. ymem '°9 or receipt by. Xeron or more lban $300,000, other 
than those incurred in the .......,. cour.. of business; 

(d) Xeron ha no outstandina contrac:tl with office:rs, directors or 
employees that me not cancellbll by it on notice of not tonaer thu thirty (30) days and 
without liabilil)', penalty,~ pmn,ium or· any ,.reement or arranaement providing for the 
payment of any bonus or conr1fsdDD1 bald on sales or arninp; 

(c) Xeron ii not in def.Wt. nor aware or any facts or 
circumstances which could mve u lbe buis for any valid claim of default, under any 
material conU'ICt made o.r obliption owed. by it; 

, (f) Xeroa ia noc rellricted by aareement from carryina on its 
business anywhere in • world; 

(I} Xeron bU ao oblipdon with respect to bonowed money 
(except. for a line of aedit from Norwat Bank in the maximum amount of S.S.000,000), 
including debc oblipdom of its own or parantees of or agreements to acquire any debt 
obligation of others; 

·' 

(h) Xema bu no power of attorney outstandina or any 
obligations or liabilida (whether ablolute. accrued. continaen~ or otherwise), u 
guaran,tor, surety, co-sipe:r, endolm', co-~ or indemnitor for the obliption of any 
person. corporation. ..,...mp..jojal wnture. UIC>Ciation. orpnizarion. or other entity; 
and · · 

'·~ 

(i) Nom of the officers. directon or shareholders of Xeron hu 
any interest in any property, real or personal. Wlaible or iaraaaible. includina without 
limitation Intellectual Propetty, !Im ii illecl in the businell of Xcron . 

• lJ • 
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. SECTION 3.17 Labor Relatjons. As of the dale hereof. there is no strike 
or other labor di..-e pendina apinst Xeron. Xeron is not bound by or subject to (and 
none of its propenies or ISletl is bound by or subject to) any written or oral. express or 
implied, contnct, commitment or arranaement with any labor union, and no labor union 
has requested -or ._ to repraent any of the employees. repmentatives or qen's of 
Xeron. nor is Xeron awa of any labor orpnization activity involvina its employees. 
Except IS previously disclosed in writina to CheMpeake. no officer or employee of Xeron 
has any plans to terminaae bi1 employment with Xeron. 

' 
'" SECTION 3.11 Employec Bepefit Plans. Except u disclosed in Section 

3.18 of* Xeron Ditclolure Schedule. Xeron hu previously aiven to Chesapeake true 
and correct copies of its work rule manuals. rules, policies or other auidelines relating to · 
employee com~ ntiralllnt and 1everance and each employment or consulting 
contnct to die .-tbly exist. Except u set fonh in Section 3.18 of lhe Xeron 
Disclosure Scbedule and exccpc IS previously disclosed to Chesapeake in writin1. there 
are no otlm ... employee benefit plans. proarams or amnaements. maintained or 
contributed to by Xercm. ' 

SECTION J .19 · Pmpqncl. Xeron bu fumilhed to Chesapeake a list of 
the names and current lllll'ia of CllCh officer and employee of Xeron u of the date of 
this Apecmem. Seen 3.19 of the Xeron Disclosure Schedule sets fonh a complete and 
correct Ii• of .U wria. ~ compensation. severance, consultina or 
indeamificaliaa oomnictl ••• Xeron and its present o.r former employees, officers, 
directon and CODIUltanu to .._ ..-i Xeron has any conriDuina obliptions tbcrct•nder. 
Xeron bu made available to OFF r-ke ttue and correct copies of all such apeements. 

· SECTION 3~ ....... Section 3.20(a) of the Xeron Disclosure 
Schedule contains ID 1CN• lad complete Ult of all policies of fire, liability, 
workmen's compamdoa 1114 otblr forms of insurance owned or beld by Xeron. except 
with respect to the poUciel •di.._. la Section 3.12 of.._ Xeron Disclosure Schedule. 
In the reasonable j1~ of ... SeDm. u:b policies .. in ldequate unounts and 
cover risks CUlfOmldlJ iuured • ''* by bulinemt of the type operated by Xeron. 
Except u set forth ia Section 3.20(1) of tbe Xcron Disclosure Schedule, all such policies 
are in full force and effect. all pnmimu with respect thereto coverina 1!1 periods up to 
and includina tbe Eft'eclive r._ wm haw been paid. and no notice of cancellation of 
tennination .... &em l'ICliwd wtdl rapec:t to any such policy. Except u set Conh in 
Section 3.20(1) of Iba Xmon Dilcbure Schedule, such po icies will remain in fUll force 
and effect throuab die r9lplCdw dim let fonb in Section 3.20(•) of tbe Xeron 
DiscloSW'C Schedule without tbe paymeal of additional premiums. and will not be 
materially affected by. or termiDlae or llple by reuon of. the tnnlletiona contemplaied 
by this AgrecmenL All of such polm have been blued by repulable insurance 
companies actively en111ed in the iaturwe bulinea. All known claims. if any, made 
against Xeron that m covered by iDIUl'IDC8 have been disclosed to and accepted by the 
appropriate insurance ,compmia IDd, to die lmowledp of Xeron. are bcina defended by 
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such appropriate insarance coms*ues ~are described in Section 3.20(b) of the Xeron 
Disclosure Schedul•. and, excepl a disclosed in Section 3.20(b) of the Xeron Disclosure 
Schedule, no claims have been denied coverqe durin& the lasa three years . 

. _..,; 

' 
SECTION 3.21 Bpfyahlca. All accounts and notes due and uncollected 

as reflected on the Fi-.W Statemearlt and all accounts and notes due and uncollected 
arising subsequent to Febnaa.')' 21. 1998 (i) have arisen in the ordinary course of busin.::s 
of Xeron. except u llt forth in S!lction 3.21 of the Xeron .m~losure Schedule. ~nd 
(ii) represent valid ollliptiom due' tD Xeron enforceable in accordan.ce wit~ <neir terms. 
net of applicable ..-ves. X... ha previously made available to Chesapeake lists of 
the aain1 and amounts of all accoun11 and notes due and uncollected at February 28. 
1998. No reserve for bed debll ii required as of February 28. 1998. 

SEC110N 3.22 Bdft" boy Comrw;g. Exccpc u set fonh in Section 
3.22 of the Xeron DilClosure Scbedule. Xeron has no apeemcnts. amnaements or 
commitments with tellllld pll1ia ("mcludina shareholders. dincton and officers). other 
than the related1JlrtY ..-C• delcribed in Seetioal 3.16(d) and 3.J6(i) of the Xeron 
Disclosure Scbedu&L E .. • • fonh in Section 3.22 of the Xeron Oiaclosure 
Schedule. each of the ,_.......,_, mpeements wu entered into between Xeron and the 
pany thereto on an mn:•a. leaadl ~ on terms no less favorable to Xeron than it could 
obtain from an umea.d ·thild ,.ny. · . 

.. 

SECTION 3.23 !•' Propmy; Lmecl J>mnises. 

(a) Secdon 3.23(a) of the Xeron Di1elosure Schedule sets fonh 
a true and comp1* lilC IPd ~ of all na1 property and land owned by Xeron and 
the buildinp. improww IDd ~ locllld thereon. except for the Leased 
Premises (as defined below) (cOllecdwly. die •Real Propeny"). Eac:h of the material 
improvements localed upon die Ra! Propeny owned or used by Xeron (includin~ 
without limiUdion. all builcl,nas, lad: IDll equipment leased by X'eron) is in rcuonably 
good repair and opendaa condition. . · 

(b). Xeron hll aood and valid title to the Real Propeny in, fee 
simple and to the strUCtUrel IDd fixtures &lllCbed or appunenant ro r used in connection 
with the Real ~. he md clllr of Ill Liem. except (i) u set fonh in Section 
3.23(b) of the Xeron Dilclosure Scbedule. IDd (ii) Pennined Liem. 

'· 
"(c) Section 3.2l(c) of the Xeron Di1elosure Schedule sets forth 

a true and complel.e liJt of acb 1-of pNmilel executed by or bindin1 upon Xeron as 
lessee. sublessec. telllDt or aa1..- (lbe "Leaed Premises"). Except as set fon:h in 
Section 3.23(c) of chit Xeroa DilClolUre Schedule, each such leue is in fUJI force and 
effect without any de&uJt or bracb .....,, by Xeron or. to the knowleda• of Xeron. by 
any other party thereto • . TNe IDd compJere copies of all leaes listed on Schedule 3.23(c) 
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of the. Xeron Disclosure SchedUle (includina all amendmenrs. addenda. waiven and all 
other binding documents relatina thereto) have been made available to Chesapeake . 

.._. >!. I 

(d) · Exapl • set forth in Section 3.23(4) of the Xeron 
Disclosure Schedule. Xeron hu DOI received any notice of or writiq referrin1 ro an.y 
requirements by any insurance compmy that has issued a policy coverin1 any pan of any 
Real Property or Leased Premilel or by any board of fire underwriters or other body 
exercisina similar functions. req..uina 1ny repairs or work to be done on any pan of any 
.R.eal Property or Leued Premi• .,. 

- . 

SECTION 3.2. A1Per of Certain Pavments. Neither Xeron nor any of 
its affiliates or any of tblir 11.,.Gdve ofl'iccn. directon. employees or qents or other 
people actina an bebalt:of leroD hive (i) enpaed in any activity prohibiced by the 
United States Foreip ~~Act of 1917 or any olber similar law, repletion. 
decree, directive or Older of 1DJ Gebcr councry and (ii) without limitina the 1eneraliry of 
the precedina ~-- (i). Ulld "'1 •pal'.lta or o~ funds for unlawful contributions. 
payments, pfts or ..,1Mi1 mc • _. ay unJawftal expenditures rclalina to political 
activiry to 1ovemment oftlciall or oebin. None of Xemn or lllY of iu affiliates or any 
of their respective directon. oflicen, ~oyea or apnu of.other persons actin1 on 
be.half of Xeron. bu ICCepted or NCCived ay unlawful contributions, payments. aifts or 
expenditures. 

.~·,_ 

SECTION 3.25 · Qf•!Oen. No representation or wmanty by Xeron or 
the Sellen in lhi1 ~and DO -ment in any document. schedule or cenificate 
furnished or to be f'unljlbld by the' Sellen to Chesapeake or any of its representatives 
pursuant to the ~ hereof or in ~ with the tnnlletiom contemplated 
hereby, contains Ill)' -- stltelDIDl'·or llllleria1 flCt or omits or will omit to state any 
material r.ct necemry in ordlr to mice the mtementl herei'n or therein. in liaht of the 
circumstance under which tbly Ml'I mlde, DOI misleadina. . . 

SECflON 3.26 PlJHCA. ,_, .· 

(a) Xcron is not a "public-utility company," as that term is defined 
in Section 2(a)(S) of the Public Utility Holdiq Company Act of l 935, and the rules and 
regulations thereunder (the "1935 Act"). · 

(b) Upoa consummation of the Meraer. none of the Shareholders. 
individually or in the agrepae. lhall c:omdtute a "holdina company" with respect to 
Chesapeake., as tbal term is deftmd in Section 2(a)(7) of the 1935 Act. 

(c) . None of the Sel~ individually or in the •1are1ate, directly 
or indirectly owns. controls or bolds with power to vote five perce:-.! or more of the 
outstandi.ng votins teCUri1ia or. publie-utility company' u that term is defined in 
Section 2(a)(S) of the 1935 Act. · '' 

• 16 • 
.... 

.f 

• • I· 

. _;~:. ·.~·~;:~"Ji~:~~~ . '· 



~ ;} . ,.,. . ~' 7 ... ~~~~~~" "~·'· • .•. ,-,~:~~. • . 

· .. ; . 

SECTION 3.27 P001in• Matters. The repraenwions. warranties and 
covenants of Xeroa set fonb in the form of lener from Xeron to Coopers 4 Lybrand. 
anached hereto• Annex A·l,_are true and correct in all material respecu (except as such 
matters may be subject to the control Qf Chesapeake or its affiliates). 

·' . 

SECTION 3.21 Yw 2QQQ. Excepc u set forth in Section 3.28 of the 
Xeron Disclosure S<:hedule, Xmm docs noc rely on any computer or information systems 
or equipment dial will not opcnre or perform properly usina dates for January I . :?000 
and beyond. 

~·. ··~~·' 

SECTION 3.29 KmwJege. The phrase "to the knowled1e ~f Xeron" 
means to the lcnowledp of Xeron or any of its officers. 

ARTICLE IV 
REPRESENT ATIC»IS AND WARRANTIES OF CHESAPEAKE 

~ ., .. 
Ch111pH~ llpl'Wiltl. md wamnt1 to the Sellen u follows: 

.. SECTION 4.1 fmp• Qmpjptjop. EKb of Chesapeake and CPK· 
Sub-C is a corpondaa .. , GIP'ind. Vllidly exillina and in aood standina under the 
laws of the jurisdicdDD of kl iDcolporldoa 11111 bu all requisite corporate power and 
authority to own, lew and oper9 itl propel1ia and to cmy on its busineu u now 
beina conducted. The c.dft-. of Jacorporation and By-laws of Cbesapcake. u 
currendy in effect.• ftled • exllibitl .to Chaapake's AnnUIJ Repon on Form 10-K. 
Chesapelke hit i.1eto1n deliva:ed to the Sellen KCUraCC and complete copies of the 
Cenificate of Incorporation and By-laws, u c\lrrcntly in effect. of Chesapeake. 

SECTION 4.2 Qnitelimis AJ of the dale of tbit Apeement, the 
authorized Clpital llOCk of Cb111p Fla c:omilts of 12,000,000 shares of Chesapeake 
Common Stock ad 2,000,000 lhlra.ofpre&aaed scock. of which 4,577,778 shares of 
Chesapeake Common Stock are ~ IDd omstandina. All of such issued and 
outstandinl shares of 0-pake Common Stock are validly issued, fully paid and 
nonassessable and ere. of preempdw riabta- As of the date of this Aareement. (i) 
163.637 shares of Cb11~11:ke Oamoa Stock were issuable upon c><erci of warrants or 
stock options; 26, 700 lhlrea of Cbe•peake Conunon Stock were issuable in acc-ordance 
with Cheapake'1 Lona Term lncemive Awwds Plan; and 173, 771 shares of Chesapeake 
Common Stock were r-Vld for;....,. unds sucb plw and (ii) there are $3,852.000 
face amount convertible dllbt *'lritlel ouuamdina thlt are conwrtlble into 22.6,455 
shares of Chesapab Common Sloc:k. Exe.pc u set fonh above and in the Chesapeake 
financial statements and odMtr public fllinp, or 11 may be required in connection with 
Chesapeake• s onaoina .acquilbioa ICtivities, there are not any· shares of capital stock (or 
secvnties subl&1nri1lly equivlllat to apital scock) of Chesapeake issued or outltandina or 
any subscriptions, opdom. wwruta. caUt, riahta. convertible MCuritiea or other 
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agreements or commianenu of any character obliaina Chesapeake to issue, transfer or sell 
any of its securities. · 

' 
SECTION 4.3 Aydpity Relative to thjs Agreement. Each of Chesapeake 

and CPK-Sub-C has full corporme power and authority to execute and deliver this 
Agreement and to consummate ihe tnnlletiol'\S contemplated hereby. The execution and 
delivery of this Agreement a,nd the c:oasuaur.ation of the transactions contemplated hereby 
have been duly and validly au&borizid "Ind ·approved by the BoardJ of Directors of 
Chesapeake and CPK-Sub-C and by Chesapeake u the sole shareholder of CPK-Sub-C 
and no other c-0rporate proceedinp on the pan of Chesape.ake or CPK-Sub-C are 
necessary to authorize this A......-m or to consummate the translletions so contemplated. 
This Agreement bu been duly .-1 validly executed and delivered by each of Chesapeake 
and CPK-Sub-C and ~tuall. a v.aUd and bindini apeemcnt of each of Chesapeake and 
CPK-Sub-C. enforceable apinst.ch or Chesapeake and CPK-Sub-C in accordance with 
its tenns. 

SECTION 4.4 COftMI@ w Approvals; No Viol.MiON· Except for the 
filing and recordation of the Articles of Meraer. u requited by the MOCL. and the 
Certificate of Merser, 11 requited by the DOCL. the filina with the Delaware Public 
Utilitin Commission. and u set forth in Section 4.4 of the dilclosure schedule to be 
delivered to the Sellen prior to the elate of dP Apeemcnt (the •Chesapeake Disclosure 
Schedule·"), no filiq witla or notiftcltioca to, and no permit. autborimion. consent. waiver 
or approval of, any GovermneDlll EQdty, is necessary for the consummation by 
Chesapeake of the trlDSICtioDI c:optemplated by this Apeement. Except u set fonh in 
Section 4.4 of the Cbeupllb DilCloture Schedule, neither the execution md delivery of 
this Agreement by Cbeapellr.e or CPK-euboC nor the consummation by Chesapeake and 
CPK-Sub-C of the tranllCdom CC1G11n1pa...d hereby nor compliance by Chesapeake or 
CPK-Sub-C with any of tho ~ hereof will (i) conflict with or result in any breach 
of any provision of the Certiftc;.- or Incorpontioa or By-laws cf Cbeupeakc or any of 
its subsidiaries, (li) result in a violadoD or brach o'f, or constitute (with or without due 
notice or lapse of time or boda) a ~ (or live ri1e to any riaht of termination. 
cancellation or acceleraaion or rault in the creation of any Lien) under, any of the tenns. 
conditions or provisions of ,my note. bond. monpae, indenture, license. contract. 
agreement or other instrument .or obllpdon to which Chesapeake or any of its 
subsidiaries is • pm1)' or by which IQ1 or thGn or any of their respective pr penies or 
assets may be bound or (iii) violate ay order, writ. inj ction. decree, statute, treaty, rule 
or regulation applicable to Chesapeake, any of its subsidiaries or any of their propenies or .. 
assets. 

SECTION 4.5 SEC 8CPory. Chesapeake bu filed on a timely basis all 
required form1, repona md -.... with the SccW'itiea and Exchanae Commission 
("SEC") since January I, l9N (coUICtlvely, the "Chalpealce SEC Repona"). each of 
which bu complied in all material retpeelS with all mpplicable requirementa of the 
Securities Act of 19'33 (tbe "Securities A.cl"), and the Securities Excbaqe Act of 1934 

. ~.' 
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<the "Exchanae Act"), and ,.die rules and replabons of the SEC, u each was in effect on 
the dates so tiled. Chesapeake hu heret6fore delivered to Xeron and the Sellers in the 
form filed with the SEC, 'itt (1) Annual -~ on Form 10-K. for each of the lut three 
fiscal years and (ii) .JI definitive"°"' alemea11 m.am. to Cbeupealce meetings of 
shareholders (whether annUll or tpeCill) held since Janury 1, 1994. The audited 
consolidated financial sta,temenu and uiliUdited consolidated interim financial statements 
of Chesapeake included in the 0.11111.ke SEC Rcpons are tnae, conect and complete in 
all material respects; fairly prlMll. in ~nfonnity with 1enerally accepted accounting 
principles applied on a c:onsillent bull (pcept as may be indieated in the notes thereto). 
the consolidated financial position of ~ and its coruolidated subsidiaries as of 
the dates thereof and their consolidarcd raults of operations and changes in financial 
position and chlnaes in Mdcbolden equity and cash flows for the periods then ended 
(subject to normal yelMDlfand IUdit '4juscments in the cue of my unaudited interim 
financial statements). .,: 

SECTION 4.6 CfS-S!RC. CPK.-Sub-C has not conducted any operations 
or incurml any liabili._ or obHP§~ *1 than uisina WMier or in coMec:tion with its 
formation and the tr8mlCtiom eo1..,a• by this Apeement. 

: 

SECTION 4. 7 Q 'B pJz Sbegs. All of the shares of Chesapeake. 
Common Stock to be ~ ill CC''W:limJ with the Meraer will, at the time· of su.ch 
issuance, be validly illUld. fully plid md DODIDaAble and free of preemptive rights and 
free of any advene lieu, claiml, cbllpl or encumbrances. 

SECTION 4il Die:foen No repraenwion or warranty by Chesapeake 
in this Apecment .llMI DO ...... .._.,;nec1 ill any document (includina \\ithout 
limitation. the CbeSlpllke SEC ltcpons), ICbedule or certificate furnished or to be 
furnished by Che...,.U to 1be Sellen or my of their repre1enwives punuant to the 
provisions hereo( or in ~ with the nm.ctions contemplated hereby, contains 
any untrue statement of IDlla'ill M or omits or Will omit to Stale any material fact 
neceSSll')' in order to make 1be 11 7 awnll herein or therein. in Upt of the circumstances 
under which they were IUde. not ml'*dina. 

SECTION 4.9 . Pggllgf Hmm. The representations. wamnties and 
covenants of Cbeslpeake Ill forth iii the form of letter from Cttcapeake to C~rs & 
Lybrand attached ·to chit Apem.c u Annex A·2 arc true and COJTect in all material 
respects (except u such maucn may be subjeci to the control of Xeron or its .•ffiliates). 

SECfiON 4.10 Abwp ofCgteip CbNJRI. Except u and to the extent 
set fonh in Section 4.10 of the Cbalpelke Dilclosure Schedule'• since December 31. 
1997 Chesapeake hu not: 

(a) suffered any ~ Advene Cblqe; .. Material Advene Chanae" 
means (i) any materiil cban&e ill the nature of CbelapnJce's business, assets. financial 
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condition, results of operations. or prospectS. (ii) the loss of a contract which would ha\'e 
a material adverse effect on ~: Ind {iii) uiy chanac that creates a materiaJ 
limitation on the ability of Che-.i elk.t to conduct its business u heretofore conducted; 

(b) aareed or planned, whether in writina or otherwise. to take any action 
described in this Section. · 

SECTION 4.11 Awlltgd Fjngcial SWClllCQU. Chesapeake shall have 
furnished to .Xeron prior to the ct.re of this .Apeement copies of Chesapeake's Form 10-K 
for the fiscal years 1995, 1996 WMI 1997 filed with the Securities and Exchange 
Commission. , . ~ 

SECTION 4.12 tfa Updjglcncd LiabUitjcs. Except u and to the extent 
provided in the ChHJ.PI• SEC ~ or Section 4.12 of the Chesapeake Disclosure 
Schedule. Cheupelb ... llGC ~ aiJY material liabilities (whether continaent or 
absolute, direct or indirect, ... ti .unknown to Chesapeake or matured or unmatured) 
not fully reflected or ftaUy 11•n'lcl· apin, in -~ Chmpealce financial statements. 

SECTION 4.13 No Ade"l Except u set fonb in Section 4.13 of the 
Chesapeake Dilclo- .......... Q111p1• is not in default or violation (and no event 
I-as occurred that witb lfDlice or•• ollime or both would constitute a default or 
violation) of any llllilrial term. coDdidoa or provision of (i) its Cenificate of 
In.corporation or i11 9y·Lawt. (ii)..., note, bond. monpae, indencure, license, contract. 
agreement or other iDltnunent or'~ to which Chelapake is a party or by which 
it or any of its pro.,.. or tlllla .e ~ or (iii) uiy order, writ. injunction. decree, 
statute, rule or repllliOn lpplicAle_tO ds;rsp11b or any of its properties or assets, 
unless such deflUlt would not haw a will ldvene effect on Chesapeake. 

-~ .. SECTl:ON 4,,14 LjtlPlim , Except u set forth in. Chesapeake's SEC 
Reports or in Section 4.14 of die Cunpe• Dilc1osurc Schedule. there is no material 
action. suit, proceecH,.. lrbitntioa. Of iDveldption pendiq or to the best of 
Chesapeake's knowledp, tbreaaemd by or before uiy Governmental Emit)' involving 
Chesapeake or any of 111 propenia or -. Except u set forth in Chesapeake· s SEC 
Repons or in Section .4.14 of tbe 0.1pelke Disclosure Schedule, neither Chesapeake 
nor any of in material propenia or,aue11 ii subject to an ord r writ. judgment. 
injunction, decree~ ~nation or iward . 

. SECTION 4.lS Pna''-wilb App1iqb1e Law· Except u set fonh in 
Section 4.1 S of the Ch 1 J •&•Ike DilC:loMe Schedule, the business of Chesapeake has not 
been conducted in violadoa of Ill)' lpPlic:able law, Ofdinance. rule, repladon. decree or 
order of any Governmental EadlJ, uillw IUCh violadon would not rault in a material 
adverse effect on Cbn1pealm. C11111palce bolds all permits. lic.emes, variances. 
exemptions. ordcn and approvalt of Ill Oovernmemal Entities nec:esmy for the la'-\1W 
conduct of its bum- (the "Cbellpclke Permits•) and is in compliance with lhe terms 
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of the Chesapeake Permits, unlell the failure to obtain any Chesapeake Pmnits or be in 
compliance therewida will noc rault in a material adverse effect on Cbeupeake. Except 
as set fonh in SectiGn 4.15 ottbe Ch1•pellkt Ditclosure Scheel• Cbetapeake hu not 
received any notification of Ill)' wrted pre1em or puc failure bf Chesapeake to comply 
\\·ith such laws. rules or replldam or IUCh Chnapeab Pennits which. have not been 
previously cured. and there it, to dle.knowtedae of Chesapeake. no pendina audit. 
invcsti1ation or other review by my Oovemmcntal Entity to dclennine the existence of 
any violation of such Jaws, rula or rqulations or such Cheapelke Pennirs. 

SECTION 4.16 llul. · 
.. ) 

(a) To dll lmowledp of Chesapeake. Chesapeake has duly filed 
with the appropriate aovemmemal IUlboritia all Tax Retum1 (u defiDcd in Section 
4.16(c)) required to be filed by it for .U periods cndina on or pdor co the date. hereof. 
and such Tax Recurm ... uue, wand complete in all m8lerial respects. and (ii) duly 
paid in full all Taxes(• cllllwl • llcdclll 4.16(b)) due in connection with or with 
respect to the filina of sucll Ta ...... md bu paid all odm Taxes u arc due. except 
such as are bcina contelled in aood faith bf appropriate ~in& and with respect to 
which Chesapeake ii maiQllinina .-"' lldequaie for cbeir paymenL Neither the 
Internal Revenue Service (die "'lltli w any ocher aovewdll entity or taxina 
authority or apncy ii now ...,... eilber tbrouah audits. .tminiauati'le proceedings. 
coun proceedinp or odllnvile, or w1111raina cow apimt any deficiency or claim 
for additional Taxes. ~e b1f • been panted any waiver of any statute of 
limitations with respect •, or my ..... .._ of a period for the useament of. any Tax 
that is currendy in e6ct. Tbere me DO la lical on my UICll of Cbeapeake. 
Chesapeake hu not NOliwd. a rWiDI or ealllecl iDro an llfeCmeal with tbe IRS. or any 
other aovenunaual cnlity or taxina ~ or apncy that would have • . material 
advene effect oa 01111111.U afts d8 Eft'ecliw Time. The accruall and reserve for 
Taxes reflected ill Ol1111p1b'1 llllll!t ,_ blltnee sheet included in tbe Chesapeake 
SEC R.epons are adeq.- to CCMI' Ill t ... scruable tbrouah tbe dale thereof 
(includin& Taxes beiaa conte-.1) ill ~ with aenerally eccepted aecountina 
principles. Except far ClalJl11ke md ita IUbsidiaries' imercomJ*ty tax allocation 
apeements, no apteDllllll relldaa to alloCldn1 or sbarina of Taxes exist amona 
Chesapab and ill ~ and no ta indemnities 1iven by Chesapeake is coMection 
with a sale of stock or lmtl remain in effect. 

. ,; .. 

. (b) For purpOlll of this Secticin. the term "Taxes" shall mean all 
taXes. i.ncludiq, witboul Umitllioa. iacMll, pou receipts, excise, property, sales. 
withholdiq, IOCial ..tty, occupldoa. Ull, ICl'Vict, service UM, liceme, payroll, 
franchise. tnmfer and ncordina ..... tea and charaa. wibdCall profits, severance. 
customs. impon. export. employmeDt or limillr taxa. cbarla. fen. levies or other 
assessments impolld by the United S..... or any lbde, local or f'oreip IO\'emment or 
subdivision or qwy lheteof. wbelllr computed on a lepll'8le. comolidated. uniwy, 
combined or any other basis. and u:b terml shall include my interat. fines. penalties. or 

•' 
.. :: 
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additional amounts aDd any interest In respect to any addition. fines. or penalties 
anributable or imposed or with respect " ID)' such laXeS. chaqa. fees. levies or other 
assessments. . ' · 

,, ·' 
···. 

(c) · For purpom of this Section. the term "Tax ~rum" shall 
mean any return, report or odla' dcx;t .... or information requind to be supplied to a 
taxing authority in connection witla Taa. 

' . 
SECTION 4.17 . I,ebpr Belen. As of the dale hereof. there is no 

material strike or other laboJ' dilpute pendN apina Chesapeake. Except as previously 
disclosed in writing to x .... no oflic-. of Chmpake hu notified Chesapeake of any 
plans to terminate his ~ Wida Cheupcake. 

SECTION 4.11 Jd 71 bm Cwp Emlpt u set fonh in Section 
4.18 of the Chesapake ~· lcla1dllle or lbe Cbeapelb SEC Rapons. Chesapeake 
has no aareemenu. .,....p11111111 or dil0 •""wnl• with rellred pllties (includina 
shareholders. direc:ton and ofllcen). odaer dm .._ related·pmty ..-neats described in 
Section 4.21 of the Cbeupnb DilCJalllre Schedule. Except u let fonh in Section 4.18 
of the Chesapeake Disclosure· .......... Ilda or the relarcd-.,.ny qreements WU entered 
into between Cbeapeake llld the ,_, ....._ on an um 's lenatb buis on terms less 
favorable to Chesapeake than it could obtain 6om an unrelated third pmty. 

SECl'ION 4.19 Almna g<<;oin Paymcng. Neither Chesapeake nor 
any of its aftiliates or any,altbeir awpecdw oftkcn, directon. employees or qents or 
other people actina on bebllf of au llF kc lla\'e (i) enpaed in any ICtivicy prohibited 
by the United Stares Foreip COnupt Pnaicel Ml or 1977 or any Olber similar law. 
regulation. decree, dilective or ~ of~ odlll' couaay and (ii) without limitina the 
generality of the pn'tedina cllUle (i), Ulill .._,. cD1,..re or ocher funds for unlawful 
contributions. P9)11111111. ails ar _..._, or m* any unlawful expenditures 
relatina to political ICtivity to .,_.... omcw. or odlll'L None of Cheupake· or 
any of its affiliates or 1111 of their 1apective diaclon, ofllcen. employees or 11ents of 
other persons ICtiaa on beba1f of 0-...,..U, bu M:Cepted or received an1 unlawfW 
contributions. paymentt. lifts or ~ :. 

SECTION 4.20 EnvitenneM' Mam· Except u set forth in the 
Chesapeake Disclosure ScheduJe or in the Oe1tplke SEC R.epons. to C esapeake · s 
knowledge Cbalpcab bit DO IDltlria1 lilbilida relldina to en ronmental maners. 

SECTION 4.21 Coggr.g pl Cpmmigrpg, Except u set forth in 
Section 4.21 of the Cbellpe~ DilCloture Schedule: 

(a) Cb1111111a ii not reiuic1cd by qreemem from carryina on 
its business anywhere in the world; 

f~ ., 
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(b) CbeaF llb1 hu ao obli~n with respect to borrowed 
money, including debt oblipaiom of.its own or auanmeea of or apeements to acquire 
any debt obligation of others ftOl reflected oa ihe Cbe,•pake financial swcments; and 

{c) Cb111pea_b Ml ao power of anomey outstandina or any 
obligations or liabilities (whether ablolu&e. ICCIUOCI, continaent. or otherwise), as 
guarantor, surety, co.sipor, endoner, .. ...., or indemnicor for the obliption of any 
person, corporation, partnership, joinl vemure. UIOCiation, orpnization, or other entity 
not reflected in the Chesapeake fimncial ............ 

•I I ~ 

SECTION 4.22 IClprleltr, Tbe pbrae "to the lcnowledae of 
Chesapeake" means to the knowledP of Ch111p1~ or any· of its officers. · 

·• 

..; an'PICLE '.'' 
~·· ~. 'If-~~. 

- COVENANTS OF XERON AND' SELLERS 

Each of the Sellen~· llld ...- • rollows: 

SECTION 5.1 " Cdi£' pf Btpgpg Pcptig die Mpg. Except as 
otherwise specifically provided iD tbil ~ or • otberwi• comenled to in writina 
by Chesapeake, &om lbe date of tlU Apeemenl to .._ Effeccive Time, Xeron will (and 
the Shareholden will c:au. Xam to) COlltuc:t ill opallilm only in the ordinll'y and 
usual course of businet1 llMI ~ will!a ... pnadcils llld will pmerve ·intact its 
present business orpnizwtion. ilb all HEH•• e«oru to keep available the services of 
its present officen. employea IDd coamhlildl liDd praer-1e ill present relationships with 
licen.son, licensees, CUSIOIDln, luppliln, ......,111, llbor orpninrions and Olben with 
whom it has a signiftcant busia• relllianalp Willloul llmidn& the pneralicy of the 
foregoing, and except u otbelwile .,.ci&.llly provided in this Apeement or u set fonb 
in Section S. l of the Xeron DilClolulw Scbldule, Xeroa will not clinctly or indirectly 
(and the Shareholders will au. X.. not to), 6om .._ dlte oftbil Apeemcmt to the 
Effective Time, without the· prior wriau coumt of Clia1pnke: 

~· 

(a) adopt ID)' amcndmenl to or otherwite chanac its Articles of 
Incorporation or By-laws or other orpnizadonal documents; 

(b) autborim for ieeacc. Ille. pledae, dilpo~·uon or 
encumbrance, or issue. sell, pledp. dbpole of or enculDber (whether throqh the issuance 
o.r granting of options, warranu. com.mi..., JUblcripdom, riahtl to purchase, 
convenible securities or otherwile). my wftal ldaCk of ID)' claD or IDY ocher securities 
of. or any other ownership interest in. XGon or llDlad 1111 of the tmDI of any such 
securities or agreements outstacfiDa Oil ~ elate ~f; 
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'-·' (c) reclmify, combine. split or subdivide any shares of i's 
capital stock. declare. set aside or S-Y any dividend or other distribution (whether in cash. 
securities or propeny or any combination thereof) in respect of any class or series of its 
capital stock; ··· 

;· .. - ~· 

(d) , ,,. redeem, purchase or otherwise acquire. or propose or offer 
to redeem. purchase or othcrwi• acquire, any outslandin1 shares of Xeron Common 
Stock or other securities of Xeron; 

(e) orpaize any new subsidiary, acquire any capital stock or 
equity securities of ID)' corporation or acquire any equity or ownership interest (financial 
or otherwise) in any business; · 

: (f) .; (i) incUr, ~e or prepay any material liability. including 
without limitatioD. U)'_ indebcedw for bonowed money except in the ordinary co~ Jf 
business and comi- widl ... pmclice; (ii) auume, auarmtee. endorse or otherwise 
become liable or n11111111ible (~directly, continaently or otherwise) for obliaations 
of any third 1*1J, (W) IDlke _, -IOlm. ~ .,r capital conuibutiom to, or 
invesunents in, Ill)' ddrd pll'lY, (iv) monpp or pledae any of its material propenie5 or 
assets, tanaible or "'-llble. or cnme Ill)' material Lien thereupon other than Pennined 
Liens. or (v} autborile any new Clpital expenditures whi~h. individually or in the 
aggreptc, are in _... of 125,000; . / . 

(I) · 1iceale (except to end users ·in the ordinary course of 
business, consiltenl wi1b pu& pnlCtice and pursuant to a written license agreement) or 
otherwilc aamfer, dilpOll of, pamjt to llpll or otherwite fail to preserve any of Xeron · s 
Intellectual Property, or dispo1e of or dUclote to any person any aade secret. formula. 
process or know-bow not ~etofoae a maaer of public knowledae: 

(h) enter ialO ay qreement. contnct. commitment or 
transaction other tbma jn the ordinary c:oune of business. comiltcnt with put practices or 
that would be required to be included in Section 3 .16 of the Xeron Disclosure Schedule if 
entered into prior to tbe date o.f mil Apeement; 

(i) increw die compensalion payable or to become payable to 
its officers or employees. except for m... in alary or waaes of n n-officer 
employees of Xeron in ICCOl'dlnce with pu& practices, .. pant any severance or 
tcnnination pay or ltoek opdom to, or enter Into any employment or severance •1reement 
with. any director, of!lclr, or other employee of Xcron, or establish. adopt. enter into. or 
amend any collecdve ~ boaUI, profit sbuina. thrift. compeasation. stock option. 
resuicted stock. ~ ~ dcfeued compemacion. employment. termination. 
severance, or other plan, ~ tna11, fund. policy, or amn1ement for the benefit of 
any current: or fonncr directon, ofticen. or employees; 
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-·,, ij) Qlicel any debts or waive. release or relinquish any material 
contraet riahts or odllr -"sl* of sublrmnial value other than in the ordinary course of 
business. consislent with pMI practices; 

~ .· . 
.- .. 

(k) authorize. recommend, propose or enter into or announce an 
intention to authorize, recommend, propose or enter into an agreement in principle or a 
definitive agreement wilb respect to any meraer. consolidation. liquidation, dissolution, or 
business combination. any acquisition of a material amount of propeny or assets or 
securities, or any diaposition of a material amount of property or assets or securities; 

f .• 
{I) make any chanae with respect to accountina policies or 

procedures in effect u of November 30, 1997 except u may be required by generally 
accepted accountiq principl<=a; · 

°;" •, I 

,., . (m> ~. discharae or satisfy any claims. !iabilities or obligations 
(absolute, accnaed. assened o~ unauencd. continaent or otherwise). other than the 
payment, ditchlrae or Mlilflction in the ordinary course of business. consistent with past 
pr1etices. of liabilities re&cted or raerved lpinst in the Financial Statements or incurred 
in the ordinary c.oune of bt•D"' c:omisr.ent with past prlCtices since the date hereof; or 

,. 
. (n)- commit OI' aaree (in writin1 or otherwise) to take any of the 

foregoina actions or any 9CliOD wbicb would make any representation or wuranty in this 
Agreement untrue or illCOl'NCC, eidilr •of the date hereof or of the Effective Time. as if 
made u of such time. 

SECTION S.2 Tai hD"· Shareholders and Xcron shall refrain from 
taking any action thli would implir Xeroa tiom beina deemed a "C" corporation for 
federal income taX purposes ll the Effective Time. 

SECTION S.3 Arar tq lnfonnaQon. Upon reasonable notice. Xeron 
shall afford to the officcn. eaqlloyea, ICCOuntants. counsel, environmental consultants 
and other representldws of Cbc11pelke, reuoaable acceu. durina normal business hours 
during the period prloi to the Effective Time, to all its properties, books, ontracts. 
commiunents and recordl and. ~ .such period. Xeron shall furnish promptly to 
Chesapeake all informllion conccmina its business. properties and persoMel as 
Chesapeake may·,....,ly request. 

SECTION S.4 No $olicjwtAP. Sellen . .111 not and will cause lheir 
affiliates not to, and will cauae their rmpective officers. directors. employees and agents 
retained by Sellen or any of their allHiata not to initiate or solicit. directly or indirectly. 
any inquiries or the llllkina of any proposal with m.,ect. to, or enpae in neaotiations 
concemina. provide any information or data to, or have any diJcuuions with, any Third 
Pany (u hereinafter ddned) reJadaa to, any public offeriq of securitia of. o. 
acquisition, business combinadaa or purchue of all or any sipificant portion of the 
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prope~es .or usets of.« uy equity inaerest in. Xeron (an "Acquisition Proposal"). 
Sellers and Xeloli will immediately cease and cause lo be rerminated any existina 
activities. discussions or nepciations with any Third Pany conducted heretofore with 
respect to any Acquisidon Proposal. Sellen and 'Won shall immediately notify 
Chesapeake if. subtequlaa to the date hereof. any such nqotiations. provision of 
information or data or di1CUssions are entered into or made or any such inquiries are 
.received in respect tbaeof, IDd shall provide details with respect thereto. including the 
identity of such Third Plrty and the price and terms of any Acquisition Proposal. As 
used in this Apeement. lbe' term "Third Pany" means any "person .. or "group". as such 
terms are defined in SeCdon 13(d) of the Exchanae Act. other than Chesapeake or any 
affiliate of Cbe•pake. 

SECTION S.S Further Information. As soon u practicable after such 
information becomes aVlillble, llld in any event not. later than thirty (30) days after the 
end of each fiJCal moada, Xelon shall provide to Chesapeake an unaudited consolidated 
balance sheet u of the end of such month and the related consolidated statements of 
results of operations and ICltememl of cash flows for suc:h period. 

• •. t 

· · · SECTION 5.6 All"M., Prior to the execution of this Aareement. Xeron 
shall deliVei to Chelapab a llaer idallifyina all persons who may be deemed. as of the 
date of this Apeemeill, •aftlliarel" of Xeron for purposes of Rule l 4S under the 
Securities Act X.- all caU11 acb penon named in such letter to deliver a written 
agreement substlmially in tbe Conn anac:hed hereto u Exhibit S.6. 

SECTION 5.7 PlJHCA. Each Shareholder covenants that he will take no 
action a« any time that will caUll the Sbarebolden to be deemed a "boldina company" 
with respect to Cbalpclke a dill term is defined in Section 2(aX7) of the I 93S Act. 
With respect to Cbelapeab. ..m Sbalebolder will act u an individual and on his own 
behalf. and not in concert wida or u a poup with any other Shareholder or any other 
person. The covenanll coataiaed in tbit Section S. 7 will continue with respect to a 
Shareholder u Iona u die Shlnbolden remain in die aurePfe ownen of ten percent or 
more of the outltaDdiq vodna llCUritia of Chesapeake. This Section S. 7 and any claims 
for breach hereof are not subject to the limitations set forth in Article IX. 

ARTICLE VI 
COVENANTS OF CHESAP AKE 

SECTION 6.1 Cgpdp;t of Bmimp PcndiDI the Meraer. Except u 
otherwise specifically provided ia dais Aareement. u disclosed in its SEC fllinp or press 
releases.· in connectioa wida ill GIWDiDI 1equilition propam. in connection with 
Chesapeakc•s compmlMba ,....mfor directon or u otherwiM eomenled to in writin1 
by Xeron. from the dale of dlil ~ to the Effective Time, Chesapeake will 
conduct its operations in lbe ordinary and usual course of busiDea and consiatent with. 
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past practices. will ~e bmct its. present business oraanization. take all l't!asonable 
effons to keep available the mvic:es of ill present offic~ employees and consultants 
and preserve its present. rel~ips wida liccnsors. licensees. customers. supplien. 
employees. labor orpnizatiO. _. Olhers with whom it hu a sianificant business 
relationship, and will not 

(a) ape 1ny amendment to or otherwise chanae its Cenificate 
o( Incorporation of By-laws or ocher or1anizadonal documents; 

(b) ·IUltiorize for issuance, sale, pledp, disposition or 
encumbrance, or issue. sell, pledae, dispose of or encumber (whether throuah the issuance 
or grantina of options. Wll'nllCI. commitments. subscriptions. riahts to purchase. 
convertible securicia or odmwill). any capital stock of any clau or any other securities 
of, or any other ownership iDlel'elt in. Cbeapeake or amend any of the terms of any such 
securities or apeemenll oul-.. ina on lhe date hereof; or 

.... '• 

(c) redeem, pmcbue or otherwise ICqllire, or propose or offer 
to redeem. purchue or otberwill aquire, 1ny outmnding shares of Chesapeake Common 
Stock or securities of Cheapelb. · 

ARTICLE VII 
MUTUAL COVENANTS 

SECTI.ON 7.1 'm'i!eblc Etrons. Subject to the terms and conditions of 
this Agreement, ach of the plrde. llll'lto .apees to use all reuonable effons to take. or 
cause to be taken. 1!11 ICliom. ad to do, or: cause to be done, all thinp necessary, proper 
or advisable to assure dlll all condltiolll to Closina set fonb in Article VIII of this 
Agreemeot are Ulisftecl u expeditioUlly • possible includina. without limitation. the 
preparalion and filina of Ill foam. ~ Ind notices required to be filed to 
consummate the tnDWdom eontempl..., hereby and the takina of such actions as are 
necessary to obtain any requilitll appro:vala. consents, orders. exemptions or waivers by 
any public. or privase dmd pmty~ EllCh piny lhall ·promptly consult with the other with 
respect to, provide any nec1•ry IDfimnation with respect to and provide. the other (or its 
counsel) copies of. Ill ftlinp IDllde by IUCb p.ny with any Govcmmental Entiry in 
coMection widr this Apeement and the tranuctiom contemplated hereby. 

SECTION 7.2 .Brokcn or fjpdm. EK of rbe Sellen and Chesapeake 
represents. u to illClf, Ila sublidillia met its affilialea. dW no aacnt. broker. investment 
banker. ranancial ldvimr or odm firm or pcnon is or will be entitled to any broker· s or 
finder' S fee or any other conummiOD or limUm fee in connection with any of the 
transactions contcmplaa.d by this Aplcamt The Sellen and CbeApake agree to 
indemnify and hold the other blrmlas from and apimt any such claims. liabilities or 
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obligations with respect to• brokef•s or fmdcr's fees. commissions or expenses 
determined to be oWed by chem or it 

SECTION 7.3 N•tJmion gf Ccnajp Meqm, The Sellers shall aive 
prompt notice to Ch11npab .r CPK·Sub-C, and Chnapake IDd CPK-Sub-C shall aive 
prompt notice to the Sellen. of the oc:currence (or non-occ:unence) of any event of which 
Sellers, Chesapeake or CPK·Sub-C has knowledae, respectively. the occurrence (or non­
occurrence) or which would be likely to cause any represenlation or warranty contained 
in this Agreelilcnt '°' be uruue or imccurare in any respect (includina u of the Effeaive 
Time) and of any failure of either puty to comply with or lltilfy any covenant. conditio.n 
or agreement 10 be complied trilb or satisfied by it hereunder; pr;,yided, however, that 
delivery of any nodCe ~ eo this Section 7.3 shall not limit or otherwise affec:t the 
remedies available tO eiiber plfty bemmdcr. 

~-: 
. ; 

SECTION 7.4 fm ""' Expcmcs. Whether or not the Merger is 
consummated. all CIDlll IDll expcDIH incurred in connection with this Apeement and &he 
tnullletiom CCM*mpl_, .....,,. lball be paid by the pany incunina such expenses in the 
nonnal course of.,.....,.. · 

SECUON 7.J . FJ!!lm A'PDQCCS. After the Closina, Chesapeake and the 
Sellen shall from time to ..._ At ihe requaa of che Olher pany and without funher co.st 
or expense co Ibo NqUlllina Plft)' .. tXeaate and de.liver such other instnunents of 
conveyance and llwfer and tlka(IUcfh ~ actions u such other pany may reasonably 
request in order more eftilctlwly to carry out this Asrcement 

... -v 

"! 

ARTICLE VIII 
CONDITIONS 

SECTION 8.1 Cqpdjtjom to fish Party's Oblis'lion IQ Effect the Merger. 
The respective oblipdons of wll pllty co eft'ect the Meracr lbaU be subject co the 
satisfaction at or prior to the E&cdYe lime of che followina conditions: no swute. rule. 
reaulation. execudve order, decree or mjunction shall have been enacted. entered, 
promulp&ed or enforced by mJ United Staaes coun or Governmental Entity of competent 
jurisdiction tbll prohibits Ibo comipnmttjoo of the Merger and shall be in effect . 

. SECTION 1.2 Qplldm• of QblisatioM of the $ellm. The obliaation of 
the Sellen co e&ct the Mcrpr Ja funblr aabject u.. the UlilfKtion at or prior to the: 
Effective Tune-of the followill coadkiom. unleu waived by Sellen: 

~.r 

:-1 . 

(a) lbe rcpre•ntadom and warranties of Chesapake set forth 
in this Aareement shall be uue 11111 correct in all mpects u of the date of this Aarecment 
and u of the EftKtivc Tame (Qeepl tbll represenwions and warranties that are made as 
of a specified date shall be 11111 llld c:orrecc in all mpectl u of such specified dale). 
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"' . (b) c~ shall have performed wl complied. in all 
respects. with all obli&llions llld covenants required to be perfonned or complied with bv 
it under Ibis Apmnenc ll or prior to the Effecch-e Time. · 

;,. .· 
· (c) . Cb•palce Iba.II have obtained all consents. approvals, 

authorizations and pennitl required from third panics and any Oovemmental -Entity 
(applicable to Chesapeake md ia subsidim'ies) necemry for the "onsununation by 
Chesapeake of the ~0111 COl-.pllled by this Apeement. 

( d) · Sellen shall have received from Chesapeake an officer· s 
cenificate substantially in the form of Exlu'bit 8.2(d) anached hereto. 

(e) Tbe 5'°" Comidcnrion.to be issued pursuant to this 
Agreement shall have been listld on die NYSE. · -

-;~· 

. (f) Cblape1ke Iba.II have executed and delivered the letter to 
Coopm &: Lybrand in ... form of Amm A·2 aa.cbed hereto. 

(I) · , Cbeap11ke shall have delivered executed Employment 
Agreements for J. Pbilllp Keeter m Elnllll A. Allen. Jr. in the form of Annexes 8-1 
and 8-2 hereto. and.Cla111p11lr.e 111111 haw dcllvered exec~ employment qreemcnts 
for Patrick ·Annand. Clrl E. Mia. mu, David Snyder and Marilyn Jobmon. satisfactory 
to the pu1iea thereto; , , . 

(h) . CIHlllFllke DU have caued the Shareholders to be 
released &om their penaaal pmndes of die indebtednea of Xeron lil1ed on Schedule 
8.2(h) heretO. 

. . 
(i) Fram die da&t of this Apecment tbrouah the Effective Time. 

Chesapeake sbal1 not have suffered a M..w Advem Chanae. 

SECT10N 1.3 OplitiQQI of Obligtiona of Cbcypc•kc, The 
obli11tion of Chnapake to dl'lct tbl Merpr ii ftarther subject to the ~" isfaction at or 
prior to the Effective Time of the followina conditions, unlesa waiv~ by C~iipeake: 

.. ~ . 

(1) The repraentadom and warranties of Sellers set forth in this 
Agreement shall be 11111 ,and cornet ID all rapeccs u of the dat.- of thi!! Aareement and 
as of the Effective Time (except lhlt repr111n111ions and wamnti _ that are made as of a 
specified date lhall be Clue IDd COl'NCI in Ill rapecll u uf such specified date). 

:-::-

(b) hllm lblU haVe .,.rormcc1 and complied with. in all 
respects, all obliaations llld CO\IUlllll required to bt performed or complied with by it 
under this Aar-nea& It or prior tD lbl Efrecdve Tim. 

• 29. 
'• .. ~ 

•.· 



··:··,~~:~re!:·>.·,.,._..., ..... :-~~~-,:~~ 
~· ... " • • '..;.'. _::lo. 

.... :: 

•. 
{c) ~ Sellen slmll have obtained all consents. app ovals. 

authorizations and pennits·required from third panies and any Govcmmc ntaJ Entity 
(applicable to Xeron or any of its sharebolden) necessary for the consummation by 
Sellers of the translCtlons c:obtempl.S by this Apeement. 

(d) ' ··'· The Stock Transfer Restriction Agreement dated September 
28, 1987, as amended or supplemented. shall have been terminlled in writing in 
accordance with the terms lbeleof. · 

(e) Chn•pealce shall have received from Xeron an officer·s 
cenificate substantially in ·the form .of Exhibit 8.3(o) attached hereto. 

(f) Cbll!ipllkt lhall as.ve received from each Shareholder a 
cenificate substantially in ~ roan. of Exhibit 8.3(f) attlCbed hereto. 

(I) Cb111~ shall have received from Lowrey & Millikin. 
L.L.P .• counsel to die Sellin.• opinion subltancially in the fonn of Exhibit 8.3(g) 
anached hereto. ·· , . '<~ · 

(h) Cbnapelke lhall have received from each of the 
srareholders. investmeat ~scMMion lctten substantially in the form of Exhibit 8.3(h) 
attached hereto. 

(i) From tbe- date of du. Apeement throup lbc Effective Time. 
Xeron shall not have IUft'ered a ~ .Adverse Cbanae. 

" ' · O> All necemry approvals from the Delaware Public Service 
Commission reprdiq die ilPmnce of die lblrel of Cbaapeake Common Stock shall 
ha.Ve been panted by final order. . 

(k) All rislds of tint refulal pursuant to the Articles of 
Incorporation of Xeron or othcrwile held by any Shareholder shall have been waived or 
tenninated in writiq. 

(I) All wlitina periods shall have cxp'red and/or all necessary 
approvals. authorizations. couents. or waivers have been received for the consummation 
of the transaction ·pmsuuac. to the Han-Scoa-Rodino Antitrust lmprovem nts Act of 1976. 
as amended. , . 

i•:. ·, 

(m.) Xcron shall have executed and delivered the lener to 
Coopers & Lybrand in the Conn of Anna A· I IUIM:bed hereto. 

' 
(n) Coopers A Lybrand shall have delivered to Chesapeake an 

opinion lener confumina thal ti.- ... .., may be accounted for u a poolina of interests 
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under the .requi~ of A~untina Principles Board Opinion (APB) No. 16. Business 
Combinations, and the related published interpretations of the American Institute of 
Certified Public Accountanll and the Financial Accounrin Sllndards Board. and the 
published rules and replMi°"' of tbe Securities and Exchanac Commission. 

(o) The Sellen shall have delivered executed Employment 
Agreements for J. Phillip Keeser and Earnest A. Allen. Jr. in the form of Annexes B·l 
and 8-2 hereto, and the. Sellers sball have delivered executed employment agreements for 
Patrick Armand. Carl E • . Mendenhal~ David Snyder and Marilyn Johnson satisfactory to 
Chesapeake. . 

. (p) The Sellers shall have provided Chesapeake with such 
representatjons and evidence u ~·s counsel ldvises are necessary or appropriate 
·to eQUre CQmPliaDce wich applicable federal and state securities laws. 

ARTICLE IX 
SURVIVAL AND INDEMNIFICATION 

SECTION -9.l Swyjyal oC Rcpmentllioos and Wamntiq. All 
statements, ccrdficadOJll, 1epr111Dtalioas. and warranties provided for herein shall survive 
beyond the Etfec:aiw T11111 m .ooadaUe in full force and eft'ect at all times u provided in 
this Ardcle IX (and. lball DOI la. my m1nner be affected or impaired by the consummation 
of the tranWtiom coatemplatlld by thi1 Apeement or by any investiaation made by or 
on behalf of any puiy) until the tenDinldoa of lhil .Apeement pursuant. to Section I 0.1 
or the period (Or~ a clailli of blach or default pursuant to the limitations 
prescribed under SeCtiaa 9.2(dXilad (ii) shall have expired. 

SECTION 9.2 lwlmppifiptjoo. 

(a) · IMcrzminc by Qmennke. Chesapeake shall indemnify and 
defend and hold each Sbuebolder hlrmJea from and aaainst all claims. liabilities. 
damqes. losses Ind expeam (includiq reasonable attorneys' fees) of every kind and 
character (exclusive however of ay amounll covered by Section 9.2(b)) resulting from or 
relatina to or arisina OUI oltbe inlccunlcy, nonfulfillmcnt, nonperformance or breach of 
any representation. wmaty, cownma. mpeement or obligation of Chesapeake contained 
herein. · · 

(b) lndcnmhv by the Slwcholiim· Each Shareholder shall 
indemnify and defend md bold Cbalpelke IDd ill affiliates harmless from and apinst 
all claims. Uabilltia, danlaaC.. l~md expeaMS (includina reasonable anomey!' fees) 
of every kind and chlmcter (acluilive however of any unountl covered by S~tion 
9.2(a)J incWTed by Cbnapelke IDd kl aftlliaces and tesulW.S from or relatina to or 
arisin& out of the imccuncy,. naaf\aUlllmcnt, nonperformance or breach of any· 
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representation, warranty, covenant. apecrnent or obliaation of the Sellers contained 
herein. 

' . 
.. , · (c) Third ·Pcy Cleim1. If a claim for which indemnification 

may be souaht under this Section 9.2 ii aiserted by third panies (includina any 
environmentally related mnedial or clean up work) {the "Third Pany Claims"), such 
Third Pany Claim will be subject to the followina terms and conditions: (i) upon receipt 
of written nonce of any· Third Pliny Claim usened aaainst. imposed upon or incurred by 
Chesapeake and its affiliates or the Shareholders. u the case may be (the "Indemnified 
Pany"). the party from whom indemnification is soqht (the "lndemnifyina Pany") may. 
at its own expeme, partici,,.ae in and. upon notice to the Indemnified Pany undenake the 
dc.fense thereof by· toumel of ias own c'hoosina. which counsel shall be reasonably 
satisfactory to the · lnclmmifted Pany, prpyjdcd that. if in die Indemnified Pany • s 
reasonable judpnent a conflict of intcJell may exist belween such Indemnified Pany and 
the lndemnifyina Pany witb ....-ct to such Third Party Claim, such. Indemnified Pany 
shall be entitled to lllect cOUlilll of its own choosina to defend the Third Pany Claim 
(with the fees llld COlll of IUCll coumel beiftl at the l.ndemnif'yina Party's sole cost and 
expense); (ii) if (A) ·witbiD a re..,..ble time after written notice to the Indemnifying 
Pany of a Third P~ C1abn, Che lndemnifyina Pany fails to notify the Indemnified Pany 
that it will assume cbe defeme of Che Third Pany Claim or (8) within a reasonable time 
after written notice to 1bt l..,._..fled Pldy of its intention to undenake the defense of 
any Third Party ClakD. lbe ~ .Piny fails to defend the Indemnified Pany, the 
Indemnified ·pmiy will baw die, ri ... co undenalce the defeme, compromile ·Or settlement 
of such Third Piii)' a.tm· for tbe llCCO\IDI. and ll the risk of the lndemnifyina Pany; 
(iii) an)'lbina in tbis Secdoa 9.2(c) 10 lbe conll'll)' norwitbstlDdina, if there is a 
reasonable problbilily in tbl bvfermifled Plrty'1 judpnent that a claim may materially 
and adversely -aftecl dJt Indemnified Plrty, other thin as a result of money damaaes or 
other money payments. the lncfernnifted Part;)' will have the ri&ht to defend, co-defend, 
compromise or seUle such Third Paty Claim (with full disclosure of the proposed 
settlement renns blini p... to die lndemnifYinl. Paty prior to lettlement thereof) by 
selectina counsel of its own choolioa (witb the fen and costs ·of such counsel beina the 
Indemnified Pany's sole COit and exp1111e); (iv) the Indemnified Pany shall cooperate 
fully in all reasonable respecta wi1b tbe lndemnif)'ina Paty in any such defense. 
compromise or MUlement inctudinl. '!iitboul limitation, by makina available to the 
lndemnifyina Party all pertinent information and all books and records under the control 
of the Indemnified Pany; (v) the lndemnifyina Pany shall not co:mpromisc or settle any 
such action. suit. proceedlna. claim or cfemad without the prior written approval ·Of the 
lndemnified Party; 1J1PYWc1 that. ii such prior wri.nen approval is unreuonably withheld 
by the Indemnified Pmty, the liability o.f tbt lndemnifyinP Pany with .respect to such 
action. suit. proceectina. c~ or clanand lball be limited to the amount of the settlement 
recommended by the lndemnifYUaa Piii)' and not approved by the Indemnified Party. 

'. ' . 
( d) · LimjtaligpL The Indemnified Party sbaU have no claim for 

indemnification hereunder or o&ber claims apinst the lndemnifyina Pany with respect to 
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this ~greement (Olher than a claim arisina out of the knowina. fraudulent or intentional 
breach of any provision of dlii Apeement) unless such claim is identified: 

• 
" 

. (i) with respect to claims relatina to Sections J.11 and 4. J 6 
. . within lbe relevant statute of limitations for assessment and 
. collection of lddidonal taxes; or 

. ., ..• 

(Ii) with respect to all olher claims. within the earlier of 
_ · (A) one (I) far followin1 the Effective Time or (8) the date on 

· .,~ :· · which ID independent audit repon on Chesapeake is issued which 
. ') ~the Mapr. 

If suc.h a claim for iMemnificalioa or such olher recourse is not identified in writing 
within the ....,.... lime plriod provided above, such claim apimt and ript to 
indemnificllioa tr. die llMl 1 a ''1ina Piny shall be deemed reltwd. waived and 
relinquished for all purpa• ~ my odle:r provisions of this Section 9.2 or 
other provisions ofdlil AalW ID.._ conll'll'y (except u expresaly stated in Section 
S. 7 and Article XI llnof). DD indemnificarion shall be paylble to an Indemnified Party 
by an ~ Pllty ...... die IOlll of all claims for ift4emnification by an 
Indemnified Piny uader dlil Aam.- lhall exceed ssoo.ooo in the aapegare. 
whereupon tbe ace11 of cbe llDDUDl of such claims over SS00.000 shall be recoverable in 
accordance with the lel'ml baeot subject to the maximum amounts set forth in Section 
9.2(e)'. · ' 

, (e) · Me'•ym Appa of lpdcmnjflqtigo. The maximwn 
amount payable to Cb•HF•*' by tbe S....,lden in the agrepae pursuant to this 
Section 9.2 shall be SS00,000 ..a die mximum amount payable by ach Slwebolder 
shall be such Sbllebmder'1 ............ ownership perccnllp of the outstandina Xeron 
Common Stock im,...Mdy priar ro dll Maser multiplied by SS00,000. 'The maximum 
amount payable ID dll ~ in 1111 agrepte. by Chalpake punuant to this 
Section 9.2. shall be SS00.000. Notwidlllladina the forqoin& provisions. the respective 
maximum amouall DU DDt be ippliclble ro amounts owed ari1iJ11 out of the knowina. 
fraudulent or intmmOall llrwb ol my provision of' this Apeement by 111 lndemnifyina 
Pany. Furtbermote, in ao ewnt lball Chesapeake be oblipied to pay the Shareholders 
any indcmnifi«*ioa if .. IDllbt price of Cbaapeake Common Stock for the last day of 
the prec~ IDOlidl end ii Sl7 per.._. or above. u adjusted for stock splits. stock 
dividends and simils ...._ ~. . 

!'~ 

(t) RcjmhwMM ip Stqck. owns due to Cheupeakc: 
under this Aniclc IX ....U be paid &st ia Cbesapak.c Common Stock and. to the extent 
the Stwcholden do not bold autlicJlat ...... of Chesapeake Common, Stock to P9Y the 
amount due. then in cula. For purpo• of dlil Section 9.2(f). tbe value o( such 
Chesapeake Common s.ck lball be deemed co be the closing price of Chesapeake 
Common Stock on. the New York Stock Excbanp on lbe day the Effective Time occurs 

:~ ·;/.: 
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(or the next succeeding tradina day on which shares are sold if none are sold on the dav 
the Effective Time occurs). · 

ARTICLE X 
TERMINATION AND AMENDMENT 

SECTION 10. l Tcnninatjon. This Agreement may be terminated at anv 
time prior to, the Effective Time: · 

(a) by mutual consent of Chesapeake and the Sellers; 

(b) by eilbcr Chesapeake or the Sellers. if the Merger shall not 
have been consummated before May 31, 1998 ( unle~s the failure to consummate the 
Merger by such date shall be due to the action or failure to act of the pany seckine to 
terminate); or 

(c) · by either Chesapeake or lhe Sellers, if any permanent 
injunction or other order of a coun or other competent authority prcventina the 
consummation of the Meraer sball have become flna.I and nonappealablc. 

SECTION 10.2 Efl'ect of Imninatioo. In lbe event of the termination 
and abandonment of dlis Apeemeat pursuant to Section 10.l hereof, this Agreement shall 
fonhwith become void ad haw no ,effect. without any liability on the pan of any party 
hereto or its affiliaaa, directors. ofticm or shareholders. Norwithswldina the foregoinii. 
nothing contained in dlis Section 1·0.2 shall relieve any party from liability for any 
material breach. of an,y eoYCl*lt of t!U1 Apeement or any material breach or 
misrepresentation ·of the rcpraentations or warranties contained herein. which occurred 
prior to such termination. 

SECTION 10.3 Arsrdmpg This Agreement may be amended by the 
panics hereto at any time prior to the Effective Time. This Agreement may not be 
amended except by an instrument in writina sianed by or on behalf of each of the parties 
hereto. 

SECTION 10.4 Extcnajon: Waiver. At any time prior to the Effective 
Time. the panics may, to the extern lqaUy allowed, (i) extend the time for 1he 
performance of any of the obliaations or other acts of the other parties hereto, (ii) waive 
any inaccuracie5 in the rcprescmatiom Ind warranties of the other panic.s hereto contained 
herein or in any document delivered pursuant hereto and (iii} waive compliance with any 
of the aareements or conditions contained herein by the other panics hereto. Any 
agreement on the part of a party bento ro any such extension or waiver shall be valid 
only if set fonh in a written imll'umcnt siped on behalf of such puty. 
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C or the next succecdina ndinl day on which shares are sold if none are sold on the da"· 
the Effective Time occun). · 

" ~~~· ARTICL.E X 
TERMINATION AND AMENDMENT 

. 
SECTION 10. I IcrmiDllion. This Aareement may be terminated at any 

time prior to the Effective Time: 

(a) bY mutual consent of Chesapeake and the Sellers: 

(b) by either Chesapeake or the Sellers. if the Merger shall not 
have been conssnnmetetf before May 31. 1998 ( unloa the failure to coDJUmmate the 
Mera~ by such ..e lblU ·be due to the action or failure to act of the pany seeki.n1 to 
terminate); or 

J.' 

. (c) . by ekber theslpeake or the Sellen. if any permanent 
injunction or odm order of, 1 COUit or odla' compecent authority preventin1 the 
consummation Of the M-. 11118 baYe become final Ind nonappealable. 

SECTION 10.2 E«w of Tcnpjnation. In the event of the termination 
and abando~ of dlil Apel- punulDl to Seetion I O.l hereof~ this Aareement shall 
forthwicb become. wid _. ._. DO eft'ect. without ay liability on the part of any pany 
hereto or ill allillcnr, dlr1•ar1, oftlcen or lharebolden. Notwidmandin1 the foreaoins, 
notbini contained ia dUs Secdon 10.2 lbal1 relieve any pany from liability for any 
material bradl of_,. c:ovenma of ddl Apeement or any material bradl or 
misrepresentatioa .of die repn•lllltiom or wmantia contained herein. which occurred 
prior to such ...,.;--. ·· · 

SECTION 10.3 A ....... This Aareemau may be amended by the 
parties hereto at any time prior to 1be Eft'ective Time. This Apeement may not be 
amended excepc 'by ID i1111n11D111t ia writina siped by or on behalf of each of the panics 
hereto. · 

SECTION 10.4 fJF!m!im· Waiver. At any time prior to the Effective 
Time. the J*tiamay, to dll ._ llplly allowed. (i) extend the time for the 
performance of_, oftbe oJll'afl .... or oCber ICU of the other pmties ereto, (ii) waive 
any inaccuracies la tbl resn••m md wmnntiet of the other pania hcteto contained 
herein or in uy doc:laDlllt cllli,,... purJUlllt hereto and (iii) waive compliwe with any 
of the aareements or c:oaditialll c:cwWMd bereiD by tbe other pll1ia hereto. Any 
agreement on the pmt of a 1111'1 bienlo to aay IUCh extension or waiver Iha.II be valid 
only if set forth in a written m.n..nt lilf*I on behalf of such pany. 
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ARTICLE.XI 
N9N-COMPETITION AGREEMENT 

SECTION 11. t CQx'nim tms tp ,Sglicjt Cusfmnm. Hjre Employees or 
Compete. For and in coQSic1ermbl of • :"JbrfhUe of Xeron and in addition tO any non· 
competition agreements in the ErnpJO,,._t Apeenamts attached u Annex B hereto. each 
of the Shareholders qrees t1u1t· he will noc. for a period of three yan foUowina the 
Effective Time: . ,.; 

.-~~ 

(.a) directly or indilcdy. on his own behalf or on behalf of any other 
person or entity other tbln Chelapllkl. mlif:it. or ,anempr to solicit. for the purpose of 
providing any product or llrvice of ..... mne or similar kind or c~ u any product 
or service sold, provided or under cllwllosmml by Xeron priDr to the Effective Date. any 
person or entity that ii or wu • cuaumr or a prospective customer of Xcron. 

(b) directly or indbecdJ GD bis own behalf or on behalf of any 
other person or emit)' odm .._ Cll rJ • •*~· solieit for employment or hire uy 
employee or former employee of XllOd • Ill)' affiliate of X.. who ii or wu employed 
by Xcron or any aftWate duriDI 1he twlve nioaibs precedifla the Effective Date. 

. . ., 

Nothing in. this Seaioa 11. l ii iatm.-d or sball ratrict the risht. of any Shareholder to 
engage in speculative lr•llldiw la ~ iUaures nded on a public acblnae for his 
own individual in\ll!lbMDS ICCOUDt (or -die blYellment account of a member of his 
immediate family) and not for the beaeftt of any third pmty, provided that any such 
tran.saction shall be pamiaed only if (l) executed on a public exchaqe and (2) such 
transaction shall not haw 1111 adwtle eft'ect .on Xeron. This Article XI and any claims for 
breach hereof are not lllbject to the limitatiom set fonh in Miele IX. 

ARtlCLEXII 
. Ml$CELLANEOUS 

SECTION 12. i Npticg. All notices and other communications hereunder 
shall be in writina. and shall be cteaned _aiven upon receipt if delivered personally. sent 
by facsimile tnnsmiuion (rec:eipc of wbi:ti is confirmed) or by certified or reaistcred 
mail, return receipt requested. or by a Ol,tionally recopiz.ed private overniaht courier to 
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the panics at the followinl ~(or at such other address for a pany as shall be 
specified by like notice): · ,.._ 

(a) if to~ Sblrebolders, to: 

(b) 

• ii: 

·.";r 

J. Pbillip Keeter 
1405 Colony· Circle 
Lonaview, TX 75604 
Fax: (903) 236.6807 

Eamal A. Allen. Jr. 
3126 Robimon Rold 
Millouri City, TX 77459 

-~~~~.: 

: Patrick E. Annand 
9119 Devoacroft 
HOUlfall, TX 7703 7 

if to Xenlllt to 

Xcron. tac. 
9301 Soulbwat Freeway, Suite 325 
HoustGD, TX 77074 

.: ; MID: · Earnest A. Allen. Jr . 
F~ (713) 981-3476 

with • copy to: 
... 

1. Ridllld Millikin, Jr. 
Lowrey a Millikin. L.L.P. 
1127 Judlon Ro.cl, Suite 141 
Lqview. TX 75601 
Fax: (903) 236-3050 

(c) if to Cbrapeake, to: 

~ Utilities Corporation 
909 Silver Like Boulevard 
Dover, Delaware 19904 
Atteadoa: John R. Schimk.aitil 
Fa: (302) 734-6750 

J. 
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with a copy to: 
,• ., -

Covi...- & Burlina 
1201 Pemllylvania Avenue, N. W. 
Wubinpln. D.C. 20004 
Attcntloa: Ruth S. Epstein 
Fax: {202) 662-6291 

SECTION 12.2 Dgcripliyc Ha4jgp The descriptive headings herein arc 
insened for convenience only IDd are not intended to be pan of or to affect the meaning 
or interpretation of this Agreement. 

SECTION 12.l Cmmtpperte. This Aareement may be executed in rwo or 
more counterpans. all of wbicb lhl1J be COlllidered one and the same qreemeru and shall 
become effective when two_ or more COWltllpll1I have been siped by each of the parties 
and delivered to the other parties. it beina understood that all parties need not sip the 
same counterpan. 

-

SECTION 12.4 fntire A8!Wgm· AlliBNPCDt. This .Apeemcnt 
(a) constitutes the entire qreemem ind ....... all prior apeements and 
undcrstandin~s. both written mid oral, llDOlll the panics with respect to the subject matter 
hereof and (b) shall not be Mliped by oplNlioa of law or othcrwite. 

-/ .. . 
SECTION 12.5 Ooymipr Law. This Apeement shall be sovcmed and 

construed in accordance with the laws of the Stare of Delawme without regard to any 
applicable principles of conflicts of law. _ _- · 

SECTION 12.6 Swifts Perf'qrpwp, The panics hemo aaree th8t if any 
of the. provisions of this Apeement wme DOI performed in KCOrdance with their specific 
terms or were ocherwise brelM:bed, irrepsable dam•a• would occur, no adequate remedy 
at law would exist and damps would be cliftlcult to determine. and that the parties shall 
be entitled to specific performlllCI of the tlnDI hereof, ift llddition to any other remedy at 
law or equity. 

SECTION 12. 7 Publicity. Chesapeake may iuue or cause the publication 
of any press release or other .,..lie lllDOUDCCIDellt or IDUe 111y tilins with the SEC with 
respect to the U'IDSICtions coatanplllcd by tbil Apeemenl u it deems appropriate; 
provjded that. to the extent prllCticable, Cb111pelke lhall provide the Sfw.reholdcrs with a 
copy of any such press releae or Giber .,..blic mmouncement or tilina prior to the time of 
release or filins. The Sellen sblll llOI i-. or came the publicat on of any press release 
or other public announccmeat with respect to die transactions contemplated by this 
Agreement without the prior approval of Cbeupnkc . 
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SEC'llON 12.• Pwtjcs in lntmst. Thia Agreement shall be binding upon 

and inure soWy to tt. t.aefit of ach party hereto and nothing in this Agreement. 
express or implied, is intended to or llhall confer upon. any other person or persons any 
rights, benefits or remediel of my nature whatsoever under or by reason of this 
Agreement. .-

IN WITNBSS WHBREOF, the parties hereto have caused this Agreement 
to be signed {where applicable by their respective officers thereunto duly authorized), as 
of the date first written above. 

.. ,. 

;. : 

CHESAPEAKE UTILITIES CORPORATION 

By:~;~~ 
Title: -~~~""'too 

CPK-SUB-C, INC. 

By:~P~ 
Title: J1,,;,J,,,a 

XERON,~ 

By:~~ hk.}.._\\fAI' 
Title: e.Eo 

SHAREHOLDERS 

~~~\~ 
~:~// __ 
i>CkE.Armand C7 
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-AMl!NDMBNT TO AORB5MBNT AND PLAN OP MERGER 
. . • . 

nus AMENDMBNT TO AORE!MENT AND PLAN OP MER.OER (the 
"Amendment") is ._. into tlUa 2l1la day of May, 1991, by and amona Chcapcake 
Utilities Corporation. a DllaWll'C c:asponlion (•Cheup-fce"); CPK Sub-C, Inc .• a 
Delawmc carpandm *a w1ac»UJ OWMd sublidilry of Clnapcake ("CPK Sub-C"); 
Xaon, Inc.. a MlalllippJ coipOrldae ("Xarcmi; 1. Phillip Xeeter, Eamut A. Allen. Jr. 
and PatriCk E. A.._., lwiclem ofTcxu (each individually a "SblNholder," together, 
the "Shareholders." and with ·x.on collectively, the "Sellen"). · 

WHBRBAS, CJlc•P"U, CPK Sub-C, IDd the Sellers are parties to a 
cenain AgRCIJlCIU ~ Plah of Merger ~ April 21, 1998; a.od 

' . ~ "'l 

WHllBAS, ..._ 10.J ot the Aareement and Plan of Merger allows for 
amendments prior to tbe etrec:dw time. · 

NOW THBREFORE, a.mpe.1tc, CPJC Sub-C, and the Sellers hereby 
agree. to tbe followina ........._. to die Apeemcm and Plan of Merser: 

t. Parapaph (c) of SEcnON 1.6 lhall be deleted and replaced, in it1 entirety with 
the followina parapapb: 

· •(c) Tbs. i--4 lad WllWMlina shares of capital 
stock of CPK Sub-C shall be conva1ed into and become, in 
tbe agpepae, SOO t\ally peicl IDd non-11•11ble shares of 
CORUDOD ~.of the S~vina Corporation.• 

2. SECTION 4.18 of the Aanemeat ud Plan of Mer1er shall be deleted and 
replaced in ita endrcty with the foUowiq provialon: 

·· .. "SEC110N 4.11 Bc!etsd Party Contrw;g. Bxccpt as 
11t folth in Secdon 4.11 of ths Cbaapab Dilcloaute 
Sobodul~ or tho Cbalpelb SBC Ropons, Cbcsapcake bu 
no ip'laDODtl, lll'allleme&UI or commitments with related 
parties (iDclladiDa ilhareboldcn. directors and ofti~). other 
dum die~ lptemadl dacribcd in Section 4.21 
of tiae Cbrapeakc Dldwe Scbodule. Except u sec forth 
ID Becdon 4.11 of die 0..pelk.o DllclOIW'O Schedule, oach 
of tho nlatod-party apeommtl wu c.oterod into between 
Cbmpllb and die party thereto on a um •a lqtb basis 
on ISml no lea eM>rable to Oelapeake than it could 
ubcaUa from an UIRlaled dmd peny."' 

. '\( 
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3. SBC110N l .S lhaU be deleted and replaced in its entirety with the followina 
provision: -_., :·.:-

.. 
"SBCTION 1.S Olfjcm. Tbe ofllccn of CPK Sub-C iauned11tcly prior to the 

effective time and Carl B. M4D=leablll lbaU be the iDidal offtcen of the survivina 
eorpol'ltion Ind ,,..... ~ M tho ofloon of cbc Sumvina Coaporation It the pleasure of 
the board of directon of the Survivilta Colpontion. • 

.. _.. . 
IN WITNESS WHERBOF, rhe parties hereto have caUICd this Amcndmcot 

to be siped (where applfable by their rMpeetive officcn thereunto duly authorized), u 
of the date tint Written abc?ve· 

CHESAPBAXB UTILITIES CORPORATION 

By:t~L4~Jt 
Title: f,uJ~ . 

CPK StJB.C, INC. . 

By9&~~ 
XERON. INC. 

If I \&HTllift\OlllO•&A\,..., .11 f 

TOTf:L P.03 
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EXHtllTF 
ll·· I~ 

... ·· 

Thia Registration Riptl Agreement (the "Agreement") is made and 
entered into a of May 29, 1991, by IDd between Chesapeake Utilities Corporation, a 
Delaware corporldon (the "Compay") and J. Phillip Keeter ("Shareholder"). 

'Ibis Aafeement is made as contemplated by that cenain Agreement 
and Plaa of Merpr"4atecl • of April 28, 1998, by and among the Company, CPK 
Sub-C, Inc., a Delaware cosporatioa and wholly-owned subsidiary of the Company 
("CPK Sub-C"). Xeroa. IDC., a Mississippi corporation ("Xeron"), J. Phillip Keeter, 
Earnest A. AllGJ. Jr .• and Pmick Armand (the "Merpr Aareement"), which provides 
for the merger of CPK Sub-C with and into Xeron (the "Merger"). Whereas the 
securiti• to 1- delivered to Shareholder pursuant to the Merger Agreement are 
restricted MCUrida. a 4efined in Rule 1 ... under the Securities Act. of 1933, in 
order to induce Xeron ad Slmebolder to enter into the Merger Agreement~ the 
Company ha aareed to provide the registration rights set forth in this Agreement. 

.. " . ~ 

For aood IDd valuable consideration, th~ receipt and sufficiency of 
which is hereby acknowledpd, the parties hereby agree as follows: 

l . Spcwjgjp Subiect to tbg Apeement. The securities en.titled to 
,L 

the benefits oftbif Apecmeot ll'O the abares of common stock, par value $.4867 per 
share, of the Company (the "Q>nimon Stock") iuued to Shareholder in accordance 
with the terms of the Merger Asreement (the "Registrable Securities"). 

' 

2. BcpgtiQD. 

(a) W"Jtbin 60 days following the time at which results 
coverina Ill lasi 30 days of polt-Merpr combined operations of the Company have 
been filed with the Securities and Exchange Commission (the "Commission"), sent to 
stockholclen of the Company or otherwise pub:Hcly issued, the Company will, subject 
to the tenm of this Aareement, and subject to the f\JU cooperation of Shareholder, at 
its expense. ru,, with the Commiuion a registration statement (the "Registration 
Statement") ~erinl the sale by .Shareholder of the Registrable Securities. The 
Company will use its reasonable best ft'orts to cause the Registration Statement to 
become effective u p.-omptly aa practicabl and to maintain the effectiveness of the 
Registration Statement for a period of tht "° (3) years from the Effective Time, as 
that term ii defined in the Meraer Agreement, or such shorter time as may be 
required by RUie l.f4(k) under the Securiti• Act of 1933, u amended (tb.e 
"Securitia Act"), or any aucceuor provision. The Company may postpone for a 
reasonable period of time, not to exceed 60 days, the filing or effectiveness of the 
Registradoa Stmement, or the undertaking of any work by the Company with respect 
to the preparation of the ~ptration Statement, if the. Board of Directors of the 

.: 
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Company in pod faith determines that such filing or registration would reasonably 
be expectod t<Yhave a material adverlo effect on any plan or proposal by the 
Company with ~to uy financing, acquisition, recapitalization, reorganization 
or other material~. · 

·i'!,. ... 

.. , (b) Befote filing with the Commission the Registration 
Statement or any wnepdmentl ot supplements thereto, the Company will furnish to 
Shareholder tor rev.i.SW c0piea of all documents prOpoted. to be filed. 

· (c) The Compay shall furnish to Shareholder such number 
of copies of the ~ 'stfation Statement and of each amendment and supplement 
thereto (in. each case includin1 all exhibitl), such number of copies of the prospectus 
included in such Registntic-. Statement (including each preliminary prospectus and 
summary pn>SpedUS), and •ucli other documents u Shareholder may reasonably 
request in order to facilitate the disposidoa of the Registrable Securities by 
Shareholder. , 

CcO ~~:.;. The Company shall use its best efforts to register or 
qualify the Registrable SeCuritiea covered by the Registration Statement under such 
other s~ties or &lue sky lawa of such jurisdictions u Shareholder may reasonably 
request, provided that the ~y shall not for any such purpose be required to 
qualify generally to do ~at a foreign corporation in any jurisdictio1 '. 1.1 J ere, 
but for the"requirements of~ Secdon 2(d), it would not be obligated to lie o 
qualified. to subject itself tO. tixation. in any such jurisdiction, or to consent to 
general service of proceu in 1111)' ..-eh jurisdiction (• general service of process 
would not include~ consent oa Ponn U-2 or its substantial equivalent). 

. ( e) The Company may require Shareholder to furnish the 
Company with such infonnlliolt reprdina Shareholder and pertinent to the 
disclosure requirements relatilig to the registration and the distribution of the 
Registrable Securiti.ea u the Company may from time to time reasonably request. 

. ., .. 
· · . · (f) If n.eholder determines to distribute the Registrable 

Securities in an UnderWritteO .~ all com, fees, and disbursements of 
underwriters and all underwritin9 discounts, commissions and transfe,r taxes relating 
to such distribution will 'be the solo raponsibility of Shareholder . 

. · (g) Shareholder apees that upon notice from the Company 
he will suspend ftom .time to time all sala of the Registrable Securities for such 
period of time u is required to permit the Company to complete any future 
financina tnnncdon fnvolviq • underwritten offering by the Company of its 
Common Stock. Shareholder wil~ not be required to suapend :sales of the Registrable 



., ·~,. .. 

Secudties (punuant to this Section 2(g)) for more than three months in any 12-
month period. · 

· (h) ,. Shareholder agrees that, upon receipt of any notice from 
the Company that the Company bu become aware that the prospectus included in 
the Registration S11tement.. • Chen in effect, includes an untrue statement of a 
material fact or omits to ...... a material fact required to be stated therein or 
necessary to make the statemcatl therein not misleading in the light of the 
circumstances then existiq. Shareholder will forthwith discontinue disposition of 
Registrable Securities purtUIDt to the Registration Statement until Shareholder's 
receipt of copies of properly supplemented or amended prospectus and, if so 
directed by the Company. ·Shareholder will deliver to the Company all copies, other 
than permanent file copies aben in Shareholder's posse$1ion, of the prospectus 
covering Registrable Securidel current at the time of receipt of such notice. The 
Company will diligently prepse an amended prospectus and deliver sufficient copies, 
thereof ·to Siu.holder. 

~. (a) · lpdppgjfir:ation by the Company. The Company will 
indemnify and hold lwmleu. to die extent permitted by law, Shareholder against 
any and all 1oues. claillll. diirilps or liabilities, joint or several, to which 
Shareholder may become subject under the Securities Act or otherwise, insofar as 
such losses. claims, damages or liabilities (or actions or proceedings, whether 
commenced or threatened. in respect thereof) arise out of or are based upon any 
untrue statement or alleged Ull1nle statement of any material fact con·taine~ in the 
Registration Statement, any preliminary prospectus, final prospectus or summary 
prospectus contained therein, or any amendment or supplement thereto, or any 
omission or alleged omission to state therein a material fact required to be stated 
therein or necesury to make the statements therein not misleading, and subject to the 
provisions of Sccdoa 3(c), the Company will reimburse Shareholder for any legal or 
any other expenses reasonably incurred by it in connection with investigating or 
defending any iuch loss, claim. liability, action or proceeding; proyjded, however, 
that the Company shall not be liable to Shareholder in any such case to the extent 
that any such loss, claim, claimqe,Jiability (or action or proceeding in respect 
thereof) or expense ariles oUt of or ii based u on an untrue statement or alle,ged 
u.ntruc statement or om.inion or alleaed omission made in the Registration Statement, 
any such preliminary prospectus, final prospectus, summary prospectus, amendment 
or supplement thereto in reliance upon and in conformity with information furnished 
to the Company by Shareholder for use in the preparation thereof; and proyjded 
furtber that the Company 1ball not be liable under this Section 3(a) to Shareholder to 
the extent that any such loss, claiJ:n, damage, liability (or action or proceeding in 
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respect~ or~..-. out.of Shareholder's failure to send or give a copy 
of the ~ ~. •Ibo w may be then supplemented or amended, to the 
person auertina ID _... ltatement or allepcl untrue statement or omission or 
·alleged omiuioo It or ~ to tbe written confirmation of the sale of Registrable 
Securities to such penma if such 1t1tement or ominion WU corrected in such final 
prospectus. S~ Indemnity, lhall remain in Adi force and effect regardless of any 
investigation made by 0( on behalf of Shareholder and shall survive the transter of 
such sec_urities by Shareholder. · 

. (b) lpdmmification by ShareboJder. Shareholder will 
indemnify and hold tillmleu (in the wne manner and to the same extent as set forth 
in subdivision (a) ofdn. Section 3) the Company, each director of the Company and 
each officer oftbe ~with-respect to any statement or alleged statem.ent in. or 
omission or .....,,. Of"il;• ·fram the Registndoo Statement, any preliminary 
prospect\11, ._. prwpecllla or iUmmary prospectus contained therein, or any 
amendment or supplement dlereto, if.IUCb statement or alleged statement or omission 
or alleged· omission wu made in relimice upon and in confonnity with information 
furnished to die Company by Shlreholder for use in the preparation of the 
Registration Stlfement, preliminmy prospectus, final prospectus, summary 
prospectus, lineadmcnt or aupplement thereto. Such indemnity shall remain in full 
force and etf~ reprdleU of. aoy ilivatiptioo made by or on behalf of the 
Company, iany disldGr ofdljCompmy or any officer of the Company and shall 
survive the tranlfer of such NCuaitia by Shareholder. 

·" _... (c) · · Notice of Claims. etc. Promptly after receipt by an 
indemnified patty of notice of the commencement of any action or proceeding or 
threat of claim involving a claim referred to in the preceding subdivisions of this 
Section 3, such indemnified party will, if a claim in respect thereof is to be made 
against an indemnifying party, give written notice to the latter of the commencement 
of such actioD or threat of ctaJm, pmyjdcd that the failure of any indemnified party 
to give notice u provided herein shall not relieve the indemnifying part of its 
obligations under the preccdlna subdivisions of this Section 3, except to the extent 
that the indemliifymg .,arty ii prejudiced by such failure to give notice. In case any 
such action is bioupt apimt Ill iadenmified party, unless and except to the extent 
that in the reuoaablejud...-st oftbe indemnified party, based on advice of counsel, 
a conflict of interest between such indemnifi d and ind mnifying parties exists in. 
respc-ct of such claim, theJlldemnifYin1 party whall be entided to participate in and to 
assume the ~faate tbereof;1oiltdy with any other indemnifying party similarly 
notified, to the meat tbat tbe mdemnifying party may wish, with counsel reasonably 
satisfactory to such'indemlaiW party, and after notice ftom the indemnifying party 
to such indemnifted pMty ot Ill eJeotlon 10 to u1umo the defense thereof, the 
indemnifying party shall not be liable to such indemnified party for an.y legal or 

··. . . 
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other expenses subsequently incurred by the latter in connection with the defense 
thereof otha: than reasonable costs of investigation. No indemnified party shall 
consent to entry of any jUdgment or enter into any settlement of any such action the 
defense of which ha been auumed by an indemnifying party without the consent of 
such indemnifying party. 

(d) Iodpppjfige•jon Puments. The indemnification required 
by this Section 3 shall k .... by periodic payments of the amount thereof during 
the course of the investigation or defense, u and when bills are received or expense. 
loss, damage or liability it incuned subject to the receipt of such documentary 
support therefor •~ the indemnifying party may reasonably request. 

' ,. 
-'" (e) Contribution. If' the indemnification provided for in this 

Section 3 shall for any .reason be unavailable to an indemnified party in .respect of 
any loss, claim. d•m1p or liability, or any action in respect thcreo( referred to 

: therein, then llCb ~I party shall, in lieu of indemnifying such indemnified 
· party, contribute to tbe amount paid or payable by such indemnified party as a result 

o.f such loss, claim, damqe or liability, or action in respect thereof, in such 
proportion u lhall ·be apprOplim to reflect the relative fault of the indemnifying 
party on the one band llld the indemnified party on the other with respect to the 
statements or ommlon wbich reaultecUn such loss, claim, damage or liability. or 
,action in reapect thereof, u well u any other relevant. equitable considerations. The 
relative fault shall be d~ed by reference to whether the untrue or alleged 
untrue statement ·of a IDltCria1 &ct or omission or alleged omission to state a 
material &ct relates to information supplied by the indemnifying party on the one 
hand or the indemnified party on the other, the intent of the parties and their relative 
knowledge, accas to informadQD and opportunity to correct or prevent such 
statement or omiuion, but ~ by ~ference to an indemnified party's stock 
ownership in the Company. 'lbe amount paid or payable by an indemnified party as 
a result of the lou, claim. damage or liability, or action in respect thereof, ref erred 
to above in this paragraph shall be deaned to include, for purposes of this 
paragraph, any lopl or other f(SXpelllCI reasonably incurred by such indemnified 
party in ,~ with investipting or defending any such action or claim. No 
person guilty of hudulent misrepresentation (within the meaning of Section 12(0 of 
the Securities AQt) .shall bo ~titled to contribution from any person who was not 
guilty of such fraudulent misrepresentation. 

. "'\ 

4. , : RnQiCtion op Trao•fcr. 

(a) Sharebolda covenants and agrees that in. any calendar 
Quarter he will not oft'• to sell, sell or otherwise dispose of any amount of 

'i .• 
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Registrable Securidel in exceu of one percent (I%) of the total number of shares of 
Common. Stock then issued and outstanding. 

( ;. 

·'' (b) · Notwithstanding the provisions of Section 4(a) of this 
Agreement, in the event that a Shareholder becomes liable for a payment obligation 
under the indenmificadon provisions of the Merger Agreement, Shareholder may, at 
his option, sell or pledge in accordance with the Registration Statement as then in 
effect or pursuant to an applicable exemption from registration, such number of 
shares of the Regiltrablo Securities sufficient to ,enerate net funds in the amount of 
that payment oblipticm. 

. S. llfoticcs. Any notices or other communications required or 
pennined hereun*r lball be in writing and shall be deemed duly given upon 
(a) confirmed deliyery by a ltalidard OV·emight carrier or when elivered by hand, or 
(b) the expiration of five business days after the day when mailed by certified or 
registered mail, postap prepaid. addressed at the following addresses (or at. such 

' other address u tbO l*tiea hereto shall specify by like notice): 

(x) If to the Company, to: 

Ches-Peake Utilities Corporation 
909 Silver Lake Boulevard 
Dover. Delaware 19904 
Attention: John R. Schimkaitis 

with. a copy t.o: 

Covington & Burling 
1201 Pennsylvania Avenue, N.W. 
Post Ofllce Box 7566 
Wubington, D.C. 20044 
Attention: Ruth S. Epstein 

(y) If to Shareholder, to the most recent address given by 
Shareholder to the Company. which address initially appears below his 
1ipature. 

6. -. MIKtllpMus. This Agreement and any term hereof may be 
changed. waivecl, 'disclwpd or terminated only by an instrument in writing. signed 
by the party apimt which enforcement of such change, waiver, discharge or 
termination is sought or by Shareholder and the Company. This Agreement shall be 
construed and enforced in accordance with and gpverned by the laws of the State of 



.. 

-,. -
"./: . 

Delawmre. The aectioa budinp in thil Agreement are for purposes of convenience 
only and shall not constitute a part hereof. 

• ~ r_ 

. ~-

IN WITNESS WHEREOF, the Company and Shareholder have caused 
this Agreeinent to be duly executed u of the date first above written. 

.. ~ ·: 

CHESAPEAKE UTILITIES CORPORATION 

.;: 

. ' 
By: 

-
Address 1405 Colony Circle 

Longview, TX 75604 

.,_ 

• ..jj,11. ~ .- ... -. ........ 
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BEGISTllA'DQN RIGHTS AGBllMJNT 
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Thia Rqillnstion. Ripts Agreement (the "Agreement") is made and 
entered into 11 of Maj 29, 1998, by and between Chesapeake Utilities Corporation, a 
Delaware corporation (the ·"Company") and Earnest A. Allen, Jr. ("Shareholder"). 

·.~ 

· 1bi1 Agrcemmt ii m• 11 contemplated by that certain Agreement 
and Plan of Maser dated 11 of April 28., 1998, by and among the Company. CPK 
Sub-C, Inc., a Delaware cOrporation ~d wholly-owned subsidiary of the Com,pany 
("CPK Sub-C"), Xeron. Jnc .. a Mississippi corporation ("Xer-on"), J. Phillip Keeter, 
Earnest A. Allen. Jr., and Patrick Armand (the "Merger: Agreement"), which provides 
for the merger of CPK Sub-C with and into Xeron (the "Merger"). Whereas the 
securities to be dellvetecl to Shareholder pursuant to the Merger Agreement are 
restricted securitia, u .._..in Rule 144 under tho Securities Act of 1933, in 
order t.o induce Xiron aDd Sblreholcler to enter into the Merger Agreement, the 
Company has apeed to ·~ the regiltration rights set forth in this Agreement. 

· For good and valuable consideration, the receipt. and sufficiency of 
which. is hereby acknowledpd, the parties hereby .agree as follows: 

1. · Secudd• Subject to thjs Aareement. The securities entitled to 
the benefits ofthia Aareemmt are the shares of common stock, par value $.4867 per 
share, of the Company (the "Colllmon Stock") issued to Shareholder in accordance 
with the terml ~f 1he Merger ~t (the "Registrable Securities") . 

.• ·.:'.tj 

2. Rcffggjm, ... 

(a) . ., Within 60 days following the time at which. results 
coverin1 at least 30 days of post-Merger combined operations of tb.e Company have 
been filed with. the Securities ad Exchange Commission (the "Commission"), sent to 
stockholders of the Company or otherwise publicly issued, the Company will, subject 
to the ·terms of this Agreement, and subject to the full cooperation of Shareholder, at 
its expense, file with the Commission a registration statement (the "Registration 
Statement.") co\tamg the sale by Shareholder of the Registrable Securities. Th.e 
Company will me itl reuomble best efforts to cause the Registration Statement. to 
become effective u promptly 11 practicable and to maintain the effectiveness of the 
Registration Statement for a period of three (3) years from th Effe tive Time. as 
that te.rm is defined in tho Meraer Apeemeot, or uch shorter time u may be 
required by Rule 144(k) wader the Securities Act of 1933, as amended (the 
"Securities Act"), or eny 1uccessor provision. The Company may postpone for a 
reuonable period of time, not to exceed 60 day1, the fllina or effectiveness of the 
Registration Statement, or the undertaking of any work by tho Company with respect. 
to the preparatio.n of the Re~on Statement, if the Board of Directors of the 

... ~ . 
... ~,:... 
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Securities (pursuant to this Section 2(8)) for more than three months in any 12-
month period. · · 

(h) . Shareholder agrees that, upon receipt. of any notice from 
the Company that the Company bu become aware that the prospectus included in 
the Registration Statement. u then in e.ffect, includes an untrue statement of a 
material fact or omits to state a material fact required to be stated therein or 
necessary to make tbe llatemeots therein not misleading in the light of the 
circumstances tbeD Ulstina. Shareholder will forthwith discontinue disposition of 
Registrable Securities pnrsuant to the Registration Statement until Shareholder's 
receipt of copies of a properly supplemented or amended prospectus and, if so 
directed by the Coalpllly, Shareholder will deliver to the Company all copies, other 
than permanent file eopiel daen in Sblreholder•s posscs·sion, of the prospectus 
covering Registnb9- Securida current at the time of receipt of such notice. The 

. Company will dilipndy prepare an amended prospectus and deliver sufficient copies 
thereof to Shareholder. . . ·" 

; . •' 

3. . lndpnpjtif?!tion. 

(a) _., Wdcqnpjfication by tbe Compw. The Company will 
indemnify and hold barmleu. to the extent permitted by law, Shareholder against 
any and all losses, claims, damapa or liabilities, joint or several, to which 
Shareholder may become subject under the Securities Act or otherwise, insofar as 
suc'h losacs, claims, damaps or liabilities (or actions or proceedings, whether 
commenced or dueateaed, in respect thereof) arise out of or are based upon any 
untrue statement or alleged untrue statement o:f .any material fact contained in the 
Registration Statement, any preliminary prospectus, final prospectus or summary 
prospectus contained therein, or any amendment or supplement thereto. or any 
omission or allepcl omiuioll to state lherein a material fact required to be stated 
therein or necessary to make the statements therein not misleading, and subject to the 
provisions of Section 3(c), the Company will reimburse Shareholder for any legal or 
any other expenses reasonably incurred by it in connection with investigating or 
defending any such loss, claim, liability, action or proceeding; provided, however, 
that the Company shall not tie liable to Shareholder in any such case to the extent 
that any such Joas, claim, damage, liability (or· action or proceeding in respect 
thereof) or expemo ui1es out of or is based upon an untrue statement or alleged 
untrue statement or omission or alleged omis ion made in the Registration Statement, 
any such preliminary prospectul, flllal prospectus, summary prospectus, amendment 
or supplement thereto In reliance upon and in confonnity with infonnation furnished 
to the Company by Sbarebolder for uso in the preparation thereof; and proyjded 
further that the Company shall not be liable under this Section 3(a) to Shareholder to 
the extent that any such los~, claim, damage, liability (or action or proceeding in 
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respect dlereof) or expense Irises out of Shareholder's failure to send or give a copy 
of the final pn>apectus, u the ume may be then supplemented or amended, to the 
person asserting ID untrue statement or aHepd untrue statement or omission or 
alleged omission at or prior to the written confannation of the sale of Registrable 
Securities to such person if such statement or omission was corrected in such f mal 
prospectus. Such indemnity sball remain in full force and effect regardless of any 
investigation made by or on behalf of Shareholder and shall survive the transfer of 
such securities by S~~ldcr: : 

··~ 

. (b) lpdcmpification by Sharebolder. Shareholder wiH 
indemnify and h~ld barmleu (in the same manner and to the same extent. as set forth 
in subdivision (a) of this Section 3) the Company, each director of the Company and 
ca.ch officer of the eomp.ny with respect to any statement or alleged statement in or 
omission oi' allepd omiuion from tho Registration Statement, any preliminary 
prospectus, final prospectus or summary prospectus contiained therein, or any 
amendment or iupplement thereto, if such statement. or alleged statement or omission 
or alleged omission wu made in relilDce upon and in confonnity with information 
furnished to the C.ompmy by ·Sliarebolder for me in the preparation of the 
Registration Statemept. ,.eliminuy prospectua, fmal prospectus, summary 
prospectus, amendment or supplement thereto. Such indemnity shall remain in full 
force and effect, regardleu of ID)' investigation made by or on behalf of the 
Company, any director of tbe Company or any officer of the Company and shall 
survive the transfer of suc:b. securities by Shareholder. ~ 

(c) Notice of Claims. etc. Promptly after receipt by an 
indcmoified party of notice of the commencement of any action or proceeding or 
threat of claim involving a claim referred to in the preceding subdivisions of thi! 
Section 3, such indemnified party will, if a claim in respect thereof is to be made 
against an indemllifying party, give written notice to the latter of the commencement 
of such action or threat of claim., proyjded that the failure of an~ indemnified party 
to give notice as provided herein shall not relieve the indemnifying part of its 
obligations under the preceding subdivisions of this Section 3, except to the extent 
that the indemnifying party is prejudiced by such failure to give notice. In case any 
such a.ction is brought against an indemnified party, unle.u and except to the extent 
that in the reasonable judgment of the indemnified party, based on advice of counsel, 
a conflict of int«eat between aucb lndemniOed and indemn'fying purties exists in 
respect of such claim, the Indemnifying party shall be entitled to participate in and to 
assume the defense thereot jOintfy with any other indemnifying party similarly 
notified, to the extent that the indemnifying party may wish, with counsel reasonP.bly 
satisfactory to such indemnified party, and after notice from the indemnifying par. y 
to such indemnified party of its election so to assume the defense thereof. the 
indemnifying party shall not be liable to such indemnified party for any Jegal or 

-.. 
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other expenses 1ablequendy ipcurred by 'the latter in connection with the defense 
thereof other tba reaouble costs of investigation. No indem11ificd party shaU 
consent to entry of m:aY jucl_gmcnt or enter into any settlement of any such action the 
defense of which bas been UIUID~ by ID indemnifying party without the consent of 
such indemnifying party. - · 

.... 
;I': (d) ·· lpdcrppification Pumepts, The indemnification required 

by this Section 3 ahaJI be mado by periodic payments of the amount thereof during 
the course of the tnvestipdon or defense, as and when bills are received or e>. . >ense, 
loss, <ianJage Of UabilitY ii mcurml subject to the receipt of such documentary 
support therefor·u the indeinnifyin1 party may rel>Sonably request . 

. ~ .. . 

(e) Cgdributiop. If the indemnification provided for in this 
Section 3 shall for any r.- be unavailable to an indemnified party in respect. of 
any loss, claim, damap-or liabili~, or any action in. respect thereof, referred to 

· therein, then each ~ pmty shall, in lieu of indemnifying such indemnified 
party, contribute to the mlOUat paid or payable by such indemnified party as a result 
of such loss, claial. da""P or liability, or acdon in respeet thereof, in such 
proportion as sball be ~to reflect the ttJlative fault of the indemnifying 
party on the one band and the )ndnnnified party on the other with respect to th , 
statements or.omission which niltilted in such loss, claim, damage or liability, or 
action in respect thereo( u well u any other relevant equitable considerations. The 
relative fault shall be determined by reference to whether the untrue or alleged 
untrue statement of a material. fact or omiuion or alleged omission to state a 
material fact ttJlates to informadcin supplied by the indemnifying party on the or e 
hand or the indeainifled party on the other, the intent of the pArties and thei :- re .ttive 
knowledge, access to infonnadon and opportunity to correct or prevent such 
statement or omission,, but not by reference to an indemnified party's stock 
ownership in the Company. · ~ amount paid or payable by ID indemnified pany as 
a. result of the loss, claim, damage or liability, or action in respect thereof, referred 
to above in this parasraPh shall be deemed to include, for purposes of this 
paragraph, any legal or other expensea reuonably incurred by such indemnified 
party in connection with investigating ot defending any such action or claim. No 
person guilty of.fraudulent misrepresentation (within the meaning of Section 12(1) of 
the Securities Act) shall be entitled to contribution from any person who was not 
guilty of such fraudulent misropraentation~ 

.1. : : 

4. Rcattictiop QA IAQ1fet. 

(a) Shm'eholder covenants and agrees that in any calendar 
quarter he will not offer to sell, sell or otherwise dispose of any amount of 



·.•, 

····· "1'• 

- 6 -

Registrable Securitiel in exCeu of one percent (1 %) of the total number of shares of 
Common Stock then issued and outstanding. 

(b) ..... Notwithstanding the provisions of Section 4(a) of this 
Agreement, in the event that a Shareholder becomes liable for a payment obligation 
under the inclmnnitication provisions of the Merger Agreement, Shareholder may, at 
his option, sell or pledge in accordance with the Registration Statement as then in 
effect or purlulllt to an applicable exemption fiom registration. such number of 
shares of the Reaistnble Securities sufficient to generate net funds in the amount of 
that payqJent obliption. 

S. Notices. Any notices or other communications required or 
permitted hereunder shall be in writing and shall be deemed duly given upon 
(a) confirmed delivery by a atandard ovemipt carrier or when d:!ivered by hand, or 
(b) the expiration of five b~ days after the day when mailed by certified or 
registered mail. poltap prepai"- addressed at the following addresses (or at such 
other ad~~ the plltiea hereto shall specify by like notice): 

(x) If to the Company, to: 

Chesapeake Utilities Corporation 
· · 909 Silver Lake Boulevard 

Dover, Delawue 19904 
Attention: John R. Schimkaitis 

with a copy to: 

Covington & Burling 
1201 Penuylvania Avenue, N. W. 
Post Office Box 7566 
Washington, D.C. 20044 
Attention: Ruth S. Epstein 

(y) If to Shareholder, to the most recent addre11 given by 
Shareholder to the Company. which addreu initially appears below his 
signature. 

6. Mipllansoyl. Tbil Aareement and any term hereof may be 
changed, waived, discbarp,d or terminated only by n instrument in writing, signed 
by tho party against which enforcement of aucb change, waiver, discharge or 
termination is sought or by Sbmebolder ad the Company. Thit Agreement shall be 
construed and enforced in accordance with and aovemed by the laws of the State of 

·;:· 
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Dela.ware. 'lbe section headings in this Agreement are for purposes of convenience 
only ~d shall not constitute a part hereof. 

'· 

IN WITNESS WHEREOF, the Company and Shareholder have caused 
this Agreement to be duly executed u of the date first above written. 

1.:-

CHESAPEAKE UTILITIES CORPORATION 

By: 

Eamest A. Allen, Jr. 

Address 3126 Robin.an Road 
Miuoud City, TX 77459 

... 
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BIQMllADON RIGHD AGBllMENT 

Thia Reaiatration Riahts Apeement (tho "Aarecmcnt") is made and 
entered into u of May 29. 1991. by ad between Chesapeake Utilities Corporation, a 
Delaware cotpondon (dae "Compay") and Patrick E. Annand ("Shareholder"). 

Tbil Agreement is made as contemplated by tlW certain Agreement 
and Plan of Mcqar dated 11 of April 21, 1998, by and among the Company, CPK 
Sub-C, lnc., a Delaware corporation and wholly-owned subsidiary of the Company 
("CPK Sub-C"), Xeroo, Inc., a Mississippi corporation ("Xeron"), J. Phillip Keeter, 
Earnest A. Allen, Jr., and Pllrick ArmlDd (the "Merpr Agreement"), which provides 
for the merger of aK Sub.c wida and into Xeron (the "Merpr"). Whereas the 
securities to be delivered to Shareholder punuant to the Merger Agreement are 
restricted securities, u cleflDed in Rule 144 under the Securities Act of 1933, in 
order to induce Xeroa and Sbareltolder to enter into the Merger Agreement, the 
Company bu ~to ~ the registration rights set forth in this AgrcemenL 

For good·~ valuable consideration, the receipt and sufficiency of 
which is he.reby aclmowled~ the parties hereby agree as follows: 

· I. Smudtjm 8Ptdtel, m lbit Apy:ement. The securities entitled to 
the benefits of this Apeemmt me the shares of common stock, par value $.4867 per 
share, of the Compay (the "Common Stock") issued to Shareholder in accordance 
with the terms of~ Merger Agreement (the "Registrable Securities"). 

2. Rcajl1glioo. 

(a) Within 60 days following the time at which .results 
covering It leut 30 days of polt-Meraer combined operations of the Company have 
been filed with the Securities and Exchanp Commission (the "Commission"), sent to 
stockholders of the Company or otherwise publicly issued, the Company will, subjec! 
to the terms of this Agreement, and subject to the full cooperation of Shareholder, at 
its expense, file with the Commlaioa a registration statement (the "Registration 
Statement") coverina the sale by Shareholder of the Registrable Securities. The 
Company will use i11 reasonable best efforts to cause the Registration Statement to 
become effective u promptly u practicable and to maintain the effectiveness of the 
Registration Statement for a period of three (3) years from the Effective Time. as 
that term is defined in the Merpr Apeement, or such shorter tim as may be 
required by Rule 144(k) under the Securities Act of 1933, u amended (the 
"Securities Act"), or any aucceuorprovilion. The Company may postpone for· a 
reaso.nable period of time, not to ~ 60 days, the filing or effectiveness o.f the 
Registration Statement, or the undertaking of any work by the Company with respect 
to the preparation of the Registration Statement, if the Board of Directors of the 
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Company in good faith determinea that such filing or registration would reasonably 
be expected to have a material. ldV.,e effect on any plan or proposal by the 
Company with respect to ay finiDcin& acquisition, recapitalization, reorganization 
or other material transaction. 

(b) Before filina with the Commission the Registration 
Statement or any amcndmcntl or supplmnenll thereto, the Company will furnish to 
Shareholder for review copies of all documents proposed to be filed. 

(c) 1be Company shall furnish to Shareholder such number 
of copies of the Registration ~t and o.f each amendment and supplement 
thereto (in each c:Ue includina 111 exhibits), such number of copies of the prospectus 
included in such Regiltrldon Statement (including each preliminary prospectus and 
summary prospectus), and such other documents as Shareholder may reasonably 
request in order to facilitate Cbe disposition of the Registrable Securities by 
Shareholder. 

. ' (d) The Complll)' shall use its best efforts to register or 
qualify the Registrable Securities covered ·by the Registration. Statement under such 
other securities or blue sky laws of such jurisdictions as Shareholder may reasonably 
request, provided that the Company shall not for any such purpose be required to 
qualify generally to do busineu .u a foreign corporation. in any jurisdiction where, 
but for the requirements of tbia Section 2(d), it would not be obligated to be so 
qualified, to subject itself to taxation in any such jurisdiction, or to consent to 
general service of proceu in any such jurisdiction (a general service of process 
would not incl~ a. CODICGt on Form U-2 ·or its substantial equivalent). 

(c) The Company may require Shareholder t,o furnish the 
Company with such information regarding Shareholder and pertinent to the 
disclosure requirements relating to the registration and the distribution of the 
Registrable Securities as the Company may from time to time reasonably request. 

(0 If Shareholder determines to distribute the Registrable 
Securities in an uDderwrittcn offering. all costs, fees, and disbursements of 
underwriters and all underwriting dilCOUDts, commissi os and transfer taxes relating 
to such distribution will be the sole respomib.lity ·Of Shareholder. 

(g) Shareholder agrees tt t upon notice from the Company 
he will suspend from time to tinJe all sales of the Registrable Securities for such 
period of time as i1 required to pennit. the Company to com,plete any future 
financing transaction involvlna an underwritten offering by the Company of its 
Common Stock . . Shareholder will not be required to suspend sales o f the Registrable 
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Securities (pursuant to 1hi1 Section 2(&)) for more than three months in any 12-
month period. 

(b) Sbareh.older agrees that, upon receipt of wiy notice from 
the Company that the Company has become aware that the prospectus. included in 
the Registration. Statement, u then in effect, includes an untrue statement of a 
material fact or omits to state a material fact .required to be stated therein or 
necessary to make the·statements therein not misleading in the light of the 
circumstances then ·existiq, Shareholder Will forthwith discontinue disposition of 
Registrable Securides punuant to the Registration Statement until Shareholder's 
receipt of copies of a properly supplemented or amended prospectus and, if so 
directed by the Company, Sbareholder will deliver to the. Company all copies, other 
than permanent • copill lben in Shareholder's po11cuion, oft.he prospectus 
covering Registrible-Securitiea current at the time of receipt of such notice. The 
Company will dilipndy prepare an amended prospectus and deliver sufficient copies 
thcreofto Shareholder. 

3. Indemnification. 

.. (a) l:adompification by tbe CompBQy. The Company will 
in.dcmnify and hold.barmlell, to the extent permitted by law, Shareholder against 
any and all losses, claims, cl.maps or liabilities, joint or several, to which 
Shareholder may become subject under the Securities Act or otherwise:, insofar as 
such losses, claims. damages·or liabilities (or actions or proceedings, whether 
commenced or threatened, m iapect thereof) arise out of or are based upon any 
untrue statement· or alleged untrue statement of any material fact contained in the 
Registration Statement, any preliminary prospectus, final prospectus or summary 
prospectus contamed therein, or -.y amendment or supplement thereto, or any 
omission or alleged omission to state therein. a material fact required to be stated 
therein or nea:tSll'f to make. die statements therein not misleading, and subje.ct to the 
provisions of Section 3(c), the Company will reimburse Shareholder for any legal or 
any other e~ reasonably incurred by it in connection with investigating or 
defending any sueb Joss, claim; liability, action or proceeding; provided. howeyer, 
that the Compan.y· shall not be liable to Shareholder in any such case to the extent 
that any such loss, claim, damage, liability (or action o proceeding in respect 
thereof) or expeme Irises out of or is bued upon an untrue statement or alleged 
untrue statement or o.miuioa or alleged omission made ir. the R gis ration Statement, 
any such preli.nilimy p~, fmal prospectus, summary prospectus, amendment 
or supplement thereto in reUace upon and in contonnity with infonnation furnished 
to the Company by Shareholder for use in the preparation thereof; and provjdcd 
further that th.c Company shall not be liable under this Section J(a) to Shareholder to 
the extent that any such loss, claim, damage, liability (or action or proce:eding in 
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respect thereof) or apeme arises out of Shareholder's failure to send or give a copy 
of the final prospectas, 11 the same may be then supplemented or amended, to the 
person asserting an untrue Statement or alleged untrue statement or omission or 
alleged omission at or prior to the written confirmation of th sale of Re!Sistrable 
Securities to such person if such statement or omission was corrected in such final 
prospectus. Such indemnity shall remain in tbll force aqd effe~t regardless of any 
investigation made by, or on bebalf of Shareholder and shall survive the transfer of 
such securities by Shareholder. 

. , · ·, (b) lrademification by Shareholdg. Shareholder will 
indemnify and hold harmless (in the M1De manner and to the same extent as set forth 
in subdivision (a) of this Section 3) the Company, each director of the Company and 
each officer of the CG1np1ny·witb respect to. any statement or alleged statement in or 
omission. or· alleged omission fiom the Registration Statement, an:• preliminary 
prospectus, fmal prospectus or IUllllD8IY, prospectul contained therein, or any 
amendm.ent or supplement thereto, if such statement or alleged statement or omission 
or aUe.ged omiuioa wu made in reliance upon and in. conformity with information 
furnished to the Company by Slmeholder for use in the preparation of the 
Registration Statement,· preliminary prospectus, final prospectus, summary 
prospectus, amendment or supplement thereto. Such indemnity shall remain in full 
force and effect, reprdless of any investigation made by or on behalf of the 
Company, any director of 1be Colppany or my officer of the Company and shall 
survive the transfer of such securities by Shlrebolder . 

. :.: 

(c) Notice of Claima. etc. Promptly after receipt by an 
indemnified party of notice of the_ commencement of any action or proceeding or 
threat of claim involving a claim referred to in the .Preceding subdivisions of this 
Section 3, such indemnified party will, if a claim in respect th.ereof is to be made 
against an indemnifying puty, give written .notice to the latter of the commencement 
of such action or threat of claim, provided that the failure of any indemnified party 
to giv.e notice u provided herein shall not rclieve the indemnifying part of its 
obligations under the preceding subdivisions of this Section 3, except to the extent 
that the indenuiifytng party ii prejudiced by such failure to give notice. In case any 
such action is brought against ID indemnified party, unless and except to the extent 
that in the reasonable judgment of d:ae indemnified p , bued on advice of counsel. 
a conflict of interest between such indemnified and indemnifying parties exists in 
respect of such claim, the indemnifyin1 party shall be entitled to participate in and to 
assume the defense thereof, jointly With any other · ndemnifying .Party similarly 
notified, to the extent that 1he indemnifying party may wish. with counsel reasonably 
satisfactory to such indemnified party, and after notice from the indemnifying pany 
to such indemnjfled party of its election so to usumc the defense thereof, the 
indemnifying party shall not~ liable to such indemnified party for any legal or 
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other expenses subsequendy incurred by the latter in connection with the def cnse 
thereof other than reasonable costs of investigation. No indemnified party shall 
consent to entry of any judpicnt or enter into any settlement of any such action the 
defense of which has been allWlled by an indemnifying party without the consent of 
such indemnifying party. 

· (d) . . hv'mmHIMtion Payments. The indemnification required 
by this Section 3 shall be made by periodic payments of the amount thereof during 
the course of the investiptioa or defense, u and when bills are received or expense, 
Joss, damage or liability is incurred subject to the rec-eipt of such documentary 
support therefor as the indemllifyina party may reasonably .request. 

. ' 

(e) Qmgjhytign. If the indemnification provided for in this 
Section 3 shall for any reaon be unavailable to an indemnified party in respect of 
any loss, claim, damap or liability, ar ay action in respect thereof, referred to 
therein, then each indemnifyiag party sball, in lieu of indemnifying such indemnified 
party, contribute to the amount paid or payable by such indemnified party as a result 
of such loss, claim, damage or liability, or action in r:espect thereof, in such 
proportion as shall be appropriate to reflect the relative fault of the indemnifying 
party on the one hand and the indemnified party on the other with respect to the 
statements or omia1ion which resulted in such Joss, elaim, damage or liability, or 
action in respect thereof: as well u any other r:elevant equitable considerations. The 
relative fault: shall be determined by reference to whether the untrue or alleged 
untrue statement of a material &ct or omiuion or alleged omission to state a 
material fact relates to information supplied by the indemnifying party on the one 
hand or the indemnified party Oil the other, the intent of the parties and their relative 
knowledge, access to illfonnation and opportunity to correct or prevent such 
statement or omission, but not by reference to an indemnified party's 'Stock 
ownership in the Company. The amount paid or payable by an indemnified party as 
a result of the loss, claim, damage or liability, or action in r:espect thereof~ referred 
to above in this paragraph shall be deemed to include, for ?urposes of this 
paragraph, any legal or other expenses. reasonably incurred by such indemnified 
party in connection with investigating or defending any such action or claim. No 
person guilty of fraudulent milreprelentation (within the meaning of Section l 2(t) of 
the Securities Act) ahall be entided to contribution from any person who \Yas not 
guilty of such fraudulent misrepresentation. 

4. Restriction on Tqmfer. 

(a) Shareholder covenants and agrees that in any calendar 
quarter he will not offer to sell, sell or otherwise dispose of any amount. of 
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Registrable Securitia in exce11 of one percent (1 %) of the total number of shares of 
Common Stock then illued and outstanding. 

{b) _, Notwithstanding tb.e provi1iona of Section 4(a) of this 
Agreement, in the event dlat a Shareholder becomes liable for a payment obligction 
under the indemnification provitio.ns of the Merger Aareement, Sharehok r may, at 
his option, sell or pledge in accordance with the Registration Statement as then in 
effect or pursuant to an -wlicable exemption from registration, such number of 
shares of the Readtnble Securities sufficient to generate net funds in the amount of 
that payment obliption . 

. S. Notices. Any notic-es or other communications required: or 
permitted hereuncler lball be ia writing and lha1I be deaned duly given upon 
(a) con&med delivery by a ttandard overnight canier or when delivered by hand, or 
(b) the eXP,iradon of five business days after the day when mailed by certified or 
registered mail, postage preptid, addressed at the following addresses (or at such 
other addreu u the p1rties ~ shall specify by· like notice): 

•.· 

(x) lf10 tho Company, to: 

Oleslg)e8ke Utilities Corporation 
,. ·~ 909 Silver Lake Boulevard 

Dover, Delaware 19904 
Attention: John R. Scbimkaitis 

with a copy to: 

Covington & Burling 
1201 PenDl)'lvania Avenue, N.W. 
P~ Office Box 7S66 
Washington, D.C. 20044 
Attention: Ruth S. Epstein 

()') If to· Sbareho.lder, to the most recent address given by 
Shareholder to tbe Company, which address initially appears below his 
signature. -

6. Mipllancoua. This Agreement and any tenn hereof may be 
changed. waived, discharg~ or terminated only by an initrument in writing, signed 
by the party aplnst which enforcement of such change, waiver, discharge or 
tennination It IOUaht or by Shareholder and the Company. This Agreement shall be 
construed and enforced in ~rdance with and governed by the laws of the State of 
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Delaware. The section beedinp iii this Agreement are for purposes of convenience 
only and shall not constitute a ~ hereof. 

IN WITNESS WHEREOF, the Company and Shareholder have caused 
this Agreement to be duly executod u of tb.e date first above written. 

;_,. 

· CHESAPEAKE tmLITIES CORPORATION 

_,'. . .,;;. ... ~ 

By: 

SHAREHOLDER 

Address 9119 Devoncroft 
HOUitCii, TX 71631 



laCURtTB AND IXCHANGI COMllmlON 
WAmtlNQTON, D.C .... 

PORMN 
.-TRATION ITATllllNT 

··'~ UNDIR 
" THI llCURITB N:r Of' 1tas 

,, 
, , 

,., CHIUPIAKI UTIUTB CORPORATION 
(er.ct nlllM of Regiltlant u epeclled tn b charter) 

·• 
;..- De ..... 11~141 

(IAS.&npqw 
ldetlliflcat6on No.) 

(811111 or ~judldlcllon of 
II~ ororgMiallon) 

..... Ullllloulenrd 
Dowr, D1lilw.1ll04 

(a)nM711 
(Addrw, lndudng zip code, Md telephone number, 

1nc1uc1ng ... Code, of Aeglltranr• sn...- executtve ott1ces> 

...... P.lloll ..... 
Vloe .............. n..urwMd 

Chllf fllMnclel Oftloer 
Clltl'lf 1( Eh ...... Corporation .......... ~ 

...... Delia ... , 1 ... 
(a)71M711 

(Name, 9ddrela, lncludlng zip code, end telephone 
number, .lncludlng na code, of agent for HMce) 

Appfoxlmate dldil of commencement of piapoMd .... to the public: Sales .,. expected to take piece from time to 
time aflerthlt ~.....,..,. ~.n.ctlYa. 

If any of the eecurttlee b9lft8 ,..._. on tt1ll Fonn .,. lo be offwed on a dela)'9d or cont1nuoua bull pursuant 
to Rule 415 under the llol .... Ad of 1813. alher' tt.n MCUrtdel off9f9d only In COfli19Ctk>n with dlv1deod or 
interest reinvestment pllnl. chick the folawlng box. [X) 

.. , 

If thil Form II flied lo ,......., edclllonml MCUrfllel for an offering pu,.uant to Rule 482(b) under the Securitin Act. 
pl .... check the followlng box Md lltt the 8ecurttll9 N:t Nglatratfon atatement number of the earlier effective 
registration atmement for the~ off..tng. (. J 

If thla Form JI: a poet.....,. ..,..ldrnenl fltd pwauant to Rule 482(c) under the Securttiee Act. check the 
- i . . • followtng box and lltt the ....... I Aal rtlgllblllfon.,itMlrnent runber of the Mr1ler effective 1'8giltradon ltatement 

for the Mme offering. ( J . .._ .. , • • . .., • ~--·~"-.: 

· If deMlyof u.-~ .. ....., to bii ma puraun to Rule 434, p1eue check the following box. [ J . ..... 
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Title of each clue 
of MCUritiea to be . 

"*""' Common Stocke pw ~" 
value $.4887 per '· 
share 

Amount to be 

""2 Id 

-·~ 

11·: PropoMd 
maximum offering 

price 
per tbar! ,,, 
s 17.84375 

PropoMd 
maximum 
aggrwgat• 

offwlng prict co 
' • 8,921,857 

Amount of 

llCMtratlpn '" $2,703.59 

1'~'1; ·''· 

1' 1 Eatimat8d eollly for tt. .,.,.,.. d c:lll1cut111lng the '9glltrallon fM pureun to Rule 457(c) baled on 
the average of the high and low ..... u 'IPO'ted by ttl9 New YC>ft< StOck Exct.nge for September 28, 
1998. 

~ '• . 
The Regiltrant twq llMldl M Algllblltlon 8bdemerC on IUCh date or dlllll u may be nec111ary to 
delay Ila effectfve dltll ldl ......... lhlil ... further amendment which epeclflcaly ...... that this 
Regilbatloii Stld8rneirtlfial ..... ~ ..... In acoordance wilh wlof'l 8(•) of .. Securtllee Act 
" 1933 or unlf tHe ....,....,., . ...........,. lhd become effective on IUCh dllle u ttl9 SecurttlN and 
Exchange Commllllan. -.Jl•nuMUD lllld wlof'l 8(a), may darmlne. 

-2-

-- ·-"""""" C,_....:.;:_· -
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Mr. KMllr ii ~ • Eoergy AcMlor. both pul9Uml1t to two-year ~ COOOllctl. Mr. 
Armand .. ....,..... CNlf RW1Gill Offlolr, purlUlnl to. thl'Moyw ~ contrlct. Al of 
the commll--dii of thil offeitng, Mr. Alln, Mr. ~ Ind Mr. Annand hold tpprOXlrna'8ly 
4.4%. 4.ftt, ....... ~.of 119....., and oulmndllig Common Stock of the Corporation. 

The...__. aoqand ~ tt. 8llJr'9 8haNholdn on March 31, 1888 at a '8IUlt of the merger 
of Slim..,,.. Wei Co.,'""- ("88WC"') and CPK SUMI, Inc., a~ aubeldlary of the 
Corpcntlori. .,....._ tD M ~·Md plln of merger. The Being stweholdera were officet9 
and h 80le ......... d.aewC pttortD tt. nwger. Mr. 8hMnlhM II~ as Preeident of 
SfN/C, ..,,_na tD a.._[,_,.~ con1r11ct. Ma. 8hMnlhM MMta a a conaullant to the 
Corporlillor' ......... tD .• ....,. ,.. coneulllng conlrllct. Al of .. commencement date of ... 
on.'•IQ. Mr. n ML .,..,.._ hald IPPfOldmllllY .ft 8nd .a, ~. of the lllued and 
outllll.dng Common ... of lw Cafporatiori. 

,. 
.• . 

The Stw may be dfm9d n IGld ftom time tD time by the Selr1g Shlnholdera. or by pi.dg111. 
dorw, ......... or°"" .. a ClllD In lnlnlt. Such offef9 Md ..... may be "'9cted by N Seling 
Shal8holdera tram time tDtlme In one 0t mcn W- ol ~·on one or more wurtllee ~or 
In the~,...,. In .,..i 1 Ptd .,_,...or OlhefwtM • IMlbl prtc. and on 18fml then 
~ 0t • prtc. llllllllCt tD.llil ................ prD. or .. ·nega1•11t ptoee. Such traneacllonl may 
or may not lrMJlw9 braMrl or al11f1& n. 8tw n., be IGld by one« men ol the folowlng: (a) a block 
nm In which • blaMr' ot dllllr IO •lglllld wl •• npl to ... the 8tw as agent but may poetiofl and 
,.... a portion ol fll9 ·blodc at prNlplil to w•111 the trm•ctlon; (b) purch•11 by a brok• or dealer' as 
pr'•leiplil Md ,... by euch . .._.or dllltr for .. .acount (c) M act.nge clllrblllon In ecccxdance wilh 
.. ,..... of euch .... ~Cd> .... , .............. hniKtol• In which .. t:lroUr lolcila 
r:uct-1ra; Md (e) a 1GG11illlllllllol't ol _, euch meltadl ol ...._ In eftldlrig ...... brokel8 or dlallrl 
•lgllged by ................ may MMge for at. brokera OI dlallrl to pMicfpate. Btok8f8 or 
dlallrl may...,_ oomnr'.111111• 0t dlloolnl ftom "9 8ellng Stweholdera or from pun:haera In amounts 
to be rwgct 11 d mm.t 't t; prior tD ....... Th9 8ellng 8tweholdera Md _, brolcera °' dealara NI llCt 
In eo111__, will .. .... d .. 8tw ... ..,._,_11clpdig broUl8 ordllllra may be deemed to be 
"ulldel ................... ol ......... Id. In aa111edio11 wllh such .... and any commilllolw 
rec 1Mld by 8ldl blallil• or..,.. n .,, prdlt on .. ,.. ol the 8tw IOld by lhem while llcling as 
prtncip9 mwc be deemed to be Ul ..... lg dlloounll or oomrnllllolw Ul'ldlr the SecurtllM Act. 

(.. ' 

In --. .. .,.,, ....... COWl9CI by til ~ which ~for ale purauant to Rule 144 
promulgmld under the 8ecldlM ~ ~ 144i may be IGld under~ 144 rd1er tt.n purauant to this 
ProepedUa. 

The Comp9ny and Meuia. Alen.. IC..- Md AmWld have 8l1tMd lnlo agraementa conceming 
lndemnlficallon .Md the provl1IDn of fnfomlllllor1 In C01'*91on wllh the ull of the Shares. 

,i, I ~ ~ 

Ellch of tht 8eln9 8tweholdera t.a ..... that In any calendar quarter, he wtl not offer to .... or 
otherwlM dllpoee ol #ti mnount of the ..... ,In.-.. done percent (1%) of the total OUlltanding 
common ltock of the CocpOllltion then llaued and~ • 

.:~.;· 
. . 

The Shal98 wl be eold by She 8ellng ShaNholdera f tlW ""'' aocounta. The Corporation will not 
recefve any d the pfOCMdl from tht .... of tlw 8haNe. Al coa1a, epen1• and t ... In coo.-iec11on with the 
'99ilttatk>n d 1he ..,_ ~ .._, wl be bome by the ~· Brokerage commlu!Ona and 

·8· 
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corporation (other ttwl a aatpCRlan 50'9' or men of the Convnon 8b:k of wt*h II owned by the 
Cofpondlon), I euata .......... or 911 llft'l1111 *91 or In the ._._. own or ccmol clr9Clly or lndlredty 
5% or men of .. Gallit .... ...,_al Comma; 8lock. w1llll .. -..ctlon 11 llPP"Md by the Board of 
OfNCtcn of the Coipanllllft plDr to .. ..,111mn by IUCh corporation or .. afftlllM of OWIWlhlp or OONIOI 
of 5% or men of ._ a tllliid• ...... of Common Stock. '" 8dclltafi, the Cofpcnllon'a C..... of 
lncorpondion prcwldlil for. :' ··-~of DlrlcD'a under wt*h ~ of the memblra ... llected 
lllftldy for "'-.YWtllnlL Th9 ~ d'9 ~for certmn mergers and COMOlldatlons 
and the d11111ed ao.d ti DIMcUI may,_. the effect of delaylng, deferring or pm•lliag a change In 
conln>I of the CorpondkMi. • 

The ~ 9Qlf1I n .......... of the Cammon Stock la Blnk8oaton N.A., olo Boaton EquiServe 
LP., P.O. Box 8040, loaton. ~ ..._ 

l.8gal Opinion · 

The validity of the ~,of Common Stock offMd hereby hu been pMMd upon for the 
Corpotatlon by Covlnglon & Burlng. W•hlngba, O.C. 

·i 

f~~ 
The ___ .. Id ftiWlalil 11111 W.ll of .. Corporation u of December 31, 1987 and 1888 and for 

the yearl ended o.a.nb8r I( 1117. 1• .nd 1995 Incorporated by r9fef8nC8 In thia Reglltralion 
Statement haw been -lnCDpuillld ~ In l8llmnce on the NpOrt of ~ UP, 
Independent llCOOUntmnlm. g1vw1·an .. .,..of thlt firm• expefta In llCCOUndng and auditing. 

'. . . . W• ; < 

-1-
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Title of MCt'I clue 
of MCUriliee to be 

'*llrld 
Common Slack. .... 
value $.4887 per 
share 

:~· .. ..... 

Amount ID be > 

±'? .. ...... 
PrapaMd 

mulmum offering 
ptce . .,.,,.,, 

S 17.84375 

J w . 
'~·· ·"' ' 

·2· 

PropoMd 
mulmum ......... 

..... (ti 

ll.121M7 

-~ --~ -· 

Amount of ......,,. 
$2,703.59 



·"".·~ .... •.· ~ ... .. :~r~.~·· 

TNe ProepecM ....... ·--,,,. •• ,. .... 19 .... (1119......, of Common 8lodc. 
par value SA87 per ...... ~· lladrj, of CtiHllSllll• '-- Cotpol1llo11, a 0.W... 
COfPOlltion (Iha "Corporllon" or "AegJllti_,_ wHch "-be oH9l9d from time to he by~ of the 
Corpondlon (the 98ellng ............... -=t'l lncMcMlly, a "Seling Shm9tloldlf") • atated herein under 
the heeding "Selr'Q Sharehofd ..... . 

The dlllrlUlor1 of tt. .._ bt .. 8elrV Shnholders ,.,., be effected In one or more 
tranudionl through one or rnoM,-al • ..,... ~. or In 1111 CMMhHounw marUt. In 
nego4lmd trlnllellol• or otherrJ .. II,.....-.. and on terma then.,.....,, at Ill prtcee '*fed IO the 
then current rnark8I prtce or Ill ft11Gf 'r 1 .-.., The Corporlllon wl nal ...-~ vi the prOCMdl from 
lhluleofthea..... ' ' " .. J. ~ 

The Common &lock of Q1111~ 1• ..,._ Col1*don ii lllld on the New Yortc Stock Exchange 
("NYSe-) under lt'9 aymbol "CPK". On ...,_ 211. 1•. lt'9 lllt nde on lt'9 NYSE for lhara of lt'9 
Corpondlon'1 Common lladc w oonunmll_llt II a price of 117.9375. 

~ 

No dMllr, lllHIMll ~or' athll' ..-W II ......._. lo gh'9 llff lnfonndon or lo make 8l'ff 
repreHntation In COMl!Gllol1 wlh .. ..,_al .Common 8'odc offef9d by lhll Praepectue ohr ttwi tt10M 
contained or lllCOlpOlllld bJ ,...._.,. ._. 9"d. I.,_,. or r Ide, en, IUCh lnfonnldion ot NPl'IHl'illllon 
must not be r9led upon • haW.. .._ a#Jaltlld by Chelap1• Utilldel Corporlllon or lt'9 Being 
Shal8holdera. Thie~· dlillil not ~11•1J1t.,. offer to ... «• dt1lan of.,. offer to buy any 
aecuritlee oct'9r than thoM lo llllilitl I....._•• dllrto ... or a aolellllon of an offW to buy eecurtllee by 
or to any per10n In 9frl' Jurliclr*N• In WNall I WOUid be.,,...,,.,. to mM8 IUCh offer or IOllcltatlon. ,...._ lt'9 
delivery of Ihle Proepecb• nor ...... n-. her9under lhal. under any ~ er..- 8l'ff 
implication lhat ... ,,.. ...., "'ahMge In ....... of a...,..ice Ulllill Corporlllon since the dm 
hef9of. 

TH- llCURri'iii 'HAW'NOT .... APPROV!I> OR DIMJPROWD 
8Y THI l8CUll1'8 AND aawtoa COMMllllON OR AHY 

STATI WUllll M COl81JlllOftftOll HAI THE llCURl1'B AND 
l!XCHWOQMllllltoftOllMl't 81'ATm llCURrra COllllmlON 

PAUii> UPONTHe M:OIUl:f OR #llllNN:Y Ol'THIS PROIPICTUI. 
AHY RVRIRNTA'tlON IO THI C0NIRMy 18 A CR•lfW. OFRNS!. 

. The dm of tttil Praepectue 19 September 30, 1998. 

·3· 
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Av1l1tfe lrdonMllon . 

Chelipllka u-.. 'Corpcnllon .. lubject to .. lnforrnaticnl ,... ........ of .. Securitlea 
Exdwnge Act of 1-. • -!did (1he......,.. Ad') ... In accordance thelwwllh, .... reports and 
other lnfomwllan .... - ......... Exchlngl Comml11lon (1he -comm11a1oni. Such nlPOl1S. proxy 
.....,... and '°"" ~ oonoeml119 IM Cotporadon may be lnlpected Ind coplld at the 
Commlulon'a offtce •Roam 1-. Jedallly Plua. 450 Fiii 8net. N.W., Waahlngton, D.C. n the 
CommJulon'a Aeg!orW Oflloea In NM VOik (1111 Floor, 8ull9 1300, ~ WOftd Tnldl Center, N9w VC>ft(, 
New York) and aDgo (141h Floor, ... 1400, 100 W• Medean StrMt. Chicago, .._). CoplM of Ihle 
material alao..., be obtM'9d fan ... PWlc ~ 8ecllor't of .. Commileion .. Judiciary Plaza. 450 
Fifth 8n1t. N.W., Waahlngton, 0.0. 20548 81 plWll>ed nda Thi COmm6uion allo mMalnl a Mb ale 
(hllp"J/www.MC.gov) .. oonlllril ...... P"*Y .......... Md other lnlormallon concemng .. Cofpcnllori. 
Common Stock of 1he Colponllan 11lllldonttwNewYork8tock E>dwtge Ind,.,,._, pracy,.,..., and 
Olher lnfonndan COl_,.11!11 .. ~ mo rMY be lnlpctld •the offlcea of h NYSE, Room 401, 
20 Broad 8trHt. New York. Nlw York 10005. ·· 

The Cotporadon ... ... .• '9Qllballon atatement (the "Rlglltralion Statement") wllh .. 
Commission undlr the 8eQdll NA of 1133 Nllllr'9 to the ...,_ of Convnon Stock offer9d for .... 
hereby. This Prolpectus ... ..., .... u .... of ........ .., sa.e.ment and doee not conealn .. 
Information Mt folth In the Aeg'at AClft llalll'Mllt and the_.,.. therMo, Md ,.,_,.,. II heNby made to 
such Reglltrldlon ....,_,.ind ...... for further lnfonnatlon relating to thll Cotporadon and the st... 
The Aeglltration 5'atlmeN Md ....... ....., may be llaepeded and copied, and coplel may be 
obtained at pr91CfbMt.-..1n ,_,...,.. ... faith mew . 

.. -·· 

The folowing documenla. hlc.eofonl filed ~ the Corporation wlh the Commllalon pursuant to the 
Exchange Act, are lllOOfPOlldld ~ ,.,_IDl In Ihle P~ and shall be deemed to be a part hereof: 

(a) The Corporation'• Alnlll Aepoft on Form 10-K for lhe )'Ml' ended Oec:ember 31, 1997; 

(b) The Colpondlon'a ~ Rlpalta on Form 10.Q for the qualters ending March 31, 1998 
and JUM so. 1998; . ' ' 

· .. ~ 

(c) The Corpoqlon'9 CUnwlt Reportl on Fann 1-K dated Apfl29, 1898, June 11, 1998 and 
~1.1818;and 

(d) The __..,of Canmon ._ ..... In h ~'a~ 8'aterMnl on 
Fonn ~ tlld ....... to llClllan tl(g) ti .. !Xdwng.l Ad. inducing any amendment or 
,.... _. tor .. -.... ae _,....."' IUCli'I ~. and turthlr dlloll>ed 1n the 
wdon ,,....., of Common ..... 

AJ rtpOrtl Md«** domnenla fllld ~to 8-*'ia 13(a),_ 13(c), 14 0t 15(d) of the Exchange 
Act lubMquent '° ..... of .. Papa• Md pdor to the IMnil'Mltlon of the offering of the Common 
Stock off-.d henlby ahll be dllmld to be·~~ NfeNnce ink> Ihle Protpeetul and to be mede a 
part hereof from their ~ dllll of ting. AlrV •••ment oontaNd lri an lllCOl'pOl'ld8d documlnt ahd 
be deemed to be modlled or ....,.... for pulpOlle of tHa ~ IO the extilnt thld a atmnent 
contained herein, or lri q 04hs ..._...._ fled llioorpcnted docume it or rt MY accomp9l1)'lng 
supplement to It* Proapectua rnoclllle or .......... IUCh ltatlmett. Alfi/ auch atawnent IO modlfted or 
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Mr. Keeler 11 ~ M E"'lfW Adlfltor, bolh purauanl to two-~ ~ contracts. Mr. 
Annand • emplo)4ed .a.. Awlcill Offlolr, pul9UMI to • .,,,..)W ~contract. As of 
the commencement me. of .. ~ ~· Alen. Mr. ~and Mr. Annand hold apprmdmately 
4.4%, 4.4%, and .5%, ~.of .. ...,.. and oue.tanclng Common aock of the Corporation. 

The ShaN9..,. aoqulNd bytt. .... ..._..on March S1, 1188 •a ....ult of the merger 
of Sam Shannlhan w .. Co., lno. ("88W°' .,.-. CPK .SUb-8, Inc., a~· owned 1ublklary of the 
Corporation, ~ to an agreement and plln f'f ·merger. The Being ShaNholders W9f9 officers 
and the eole eharehOkterl ol SSWC prior to the merger. Mr. SNnnahan II emplo)4ed as Preeident of 
SSWC, pul9Uant to a~ einploymlnt COIRct. Ml. Shannlhan MrWI U a consuftant to the 
Corporation, pullUR to • • ~ conUllng connct. Aa of the commencement date of thil 
offering, Mr. and Ml. 8hannlhln held~ .3% and .2%, ~. of the illUed and 
outstanding Common Stock of the Corporation. 

Plan of Dl8b1butlon ,.. 
'""· •' 

The Shanie may be ollet9d and IOld flam time to time bv the Selng Shnholderl, or by plldgees. 
donMI, tranlfMW or other au ca 111D11 In lninlt. 8uch offer'I and Miii may be effected by the Selling 
Shareholders from time to time In one or men"""' of trMlac:llone on one or men NCUt1llel uchMgel or 
In the aver·tt.oaunt.r marbt, In n1gaS1 I 11...,....• ot allllWIM at ,...... ~ Md on lilrma thin 
pnwallng or at prqa related to .. ~...,......_ ot It~ prlcel. 8uch tranuctionl may 
or may not lnwMI brc*et'I or ~ Thi .._ may be IOld bV one 0t more of the folowfng: (•) • block 
trade In which •broker or~ IO. Mglgld • ••~ID ... the Stw u agent but may polilfon and 
reeel • portion of the block u pr•_. ID fllclllle .. tran111ctlon; (b) purdta• bv • broker or dealer as 
prillCfpel and ,... by IUCh brok9r or dllllll' for II ....-ii; (o).,. exchange clltrblllon In acc:ordance wilh 
the ru1ea of IUCh-=ttange; (d) ~ .. ...-. n nneact1orw 1n whk:h the broker lollcitl 
purchuef9; and (•) a oomblndon of -.. IUCh ,.... of ... In effecting ...... bfokert or dealers 
engaged by the Seling 8hMlhOldlr8 may arrMge tor °'* bn:>kera 0t dealers to piutlclpMe. Blok.,,.. or 
dealela may r8CIMt comml11lc1111 0t dllco&na from the 8elng 8haNholderl or from purchuerl In amounts 
to be negcCfated lrnrnedimly prior ID ...... n. 8elng 8haNholderl and 81Pf brolcera or dNlert hit act 
In COl"•'leCtiol • wllh the lllle of the Stw.,..-. Ciiis pmtcfplllll ig brokera or dNllra may be deemed to be 
"underwrtlers" wllhln the mwq of ftl ......_,_In C011*lllon wllh IUCh lalll, and arrit commlulons 
recelV9d by •uch braMrt or....,. and.,,, praftt on the ,.. of the SNuM eold bv them while acting u 
princfpell might be deemed to be U1tdelwrtlliig dlloaunta Ot commll11oni under the SecutltlM Act. 

In acdion. ent MCCdlle OIMred by ,. """**" whioh qualfy for .. pureuant to Rule 144 
promulgated u1* the Secldlll Act ("Rull 144, may bl IOld under Rull 144 rather than pursuant to this 
Proapecbil. 

The Company and ~. Alen, KMllr lind ArrMnd have entered "*> agreements concemiig 
indemnification and 1he PfOYillon of lnbmation In cor•...:tlon wllh the .... of the Sharee. 

Eld! of the 8ellng Shateholderl hat lgl'Md • In any oaltndar quarter, he Wll not otter to Ml. or 
OlherwiM d1ipoM of any amount of the 8halw In ..... of one percent (1%) of the total outataodlng 
common stock of the Cofporation lhln Uued and...,.ig. · 

The Shares wil be IOld bv the a..tg 8haNholderl fOt their own llCCOUnla. The Corporation wil not 
receive any of the pl'OCHda from the .... of the ...... Al COlt8, expwee and f .. In COf'IMOtlon with the 
reglitration of the Shara ctt..t hereby wll bl bome by the Cofpor-tion. Brokerage commlllloni and 

·8· 



limllr Ming ..,., .. ,, I q, .....,... to the ule of the 8tw9I wl be bome by the Selling 
Shlrlholdlll. 

·; 

The Cofpoldon - ..- with the Seling Shlreholderl to mllraln ............. of the 
Regiltratlon 8llltilmenl (Gf which thll Proapectul II a part) for three ~from May 21, 1•. or IUCh lhorter 
time M ..., be ........ bJ Ru9 144{1c) undlr .. 8-dile AIJt of 1933, U ametldld. or any IUCC8llOI' 
provlllan. ' 

..:. ·' ~ 

The 8llr'9 ........,. have lr.cbted that ttwy wllh to be In a poeldon to ... the number of 
Shanie llidlcmM lllcM.. TM rUnber ol ...,_ 1hll may a.1y be told bV the~ 8har9holdela w11 be 
dNlmlned from lme to IN bJ .mt 8'll10 ShlNholder, and wl dlp1nd on a number of f8Cta. Including 
the price of ttw Cowe•'I Common &tock Ind the ~ Shar9holdet'1 ,..pecttve pereonal financial 
citcurnatancm flan tlinl ID time. Ttwre ii no uuance that q of the 8lllng Shareholdera wl offer for Nie 
or ae• anyot .. d,. ,__..portion of the ShaNI. 

. . . ~ .,;, 

The Corpcnlon'a Uhortwt capllll llOCk COf1lllta of 12,000,000 ..,... of Conwnon Stock. par 
value S.4817 per ....._ and 2.000,000 ..,.. of ...,.nd ltock. par -. $0.01 per share, further 
delcrl)ed bllow. M ~ . ...,..., ao. 1-. &.078.a .,.. o1 common stock ..,. illued and 
outatandlng. ND...,..d ......... 11DC=k ... illued Md aulltandlng • 

• 
Thi holdn of .... d eommon 8eock ... enllllld to one VOie for eKh ..... hlld ol l"ICOf'd on all 

rnaltera 1ubmlllld to ... d ~ ..... enllllld to ....,. ~Ida wtwn and .. declal9d by 
the Board of onctpra out Of lllldl ......,, •·*'>II...., for dlltrtbullon to the holdera ol Common Stock 
Ind to.,,.,.,..., In ....... -..., awk'il for dllttblllon to the holders of Commc.-1 Stock In the 
event d the .. lllllloft Of .iJltiloll*°"' ........ voluntary OI lnvolunlaly, ol the Corporation. Hokfera of 
Common acldc do not ._. ~ ~ rtghls In the ellctlon of dlrectora and have no preemptive, 
lubecftplion OI ~I rtghtl. 'hf Common 8eock ii not~ to Ndlmpdon by the Corporation. . ' 

The ......,.. llOCk mmy be lleuld by the Corporation from time to time, by authoriallon of the 
Board of Dli..,. and wWm .. neo1111ty of further action or datlatlon b>j· the Corporation'• 
stockholderl. In om or men .... Md wlh IUOh VOiing pcwMfS, d111gM11ane, preferencee and relatiw, 
pMlalpdng. opllol.t fJ(f °""' ........... qulllftcaliol• .. ht Soard may, In ltl dilcmkln, determine, 
lncludlng. bul not. lrlilld to (a) .. dlll dN dulgnallon of 8UCh ..._ Md the number of 1hat9I to 
con1111u1e IUCh ..._ M,. dMcllndl, 1 .,,,, for IUCh _..: <o> the w11ng power, tt atff, of lharel o1 auch 
-- (d) .......... OOldlonl (lncluclng price), • any, upon wNch ...... of IUCh llOck may be 
COfMltld lnlD Of midllnglCt for ...... at llOCk ol My odw clul OI 9lf1 alwr ..... of the WM ... or 
any oct1lt ..,..._or-....;(•) lie~ I any, of llw Corporation to Ndllln..,.. of IUCh .Mrila n the 
terme and 001dlol• ol 1uch ,..,....t: 0) thl NINment or llnklng fund pro'4M>nl, f any, of lhat9I of 
such Mrill and .. 1lnl'I and P'MllDiW ....W. to the operation thel.ot; (g) the amount. I an,., whk:h the 
holders al the atw of IUCh _.. ehll be erillllld to Neelve ,In cue al a "'1l*idon, dlllOIUtic .... or winding 
up cl the Corpoi11lon; (h) the lfnltldlal• Ind Nlb1*c11, If mny, upon the~ of dMdendl or lhe making 
of odw dlltrtbullonl on. Ind upon 1he ..-... 19dlmpelori. or Olher aaqulllan ~· the Oorpotalton of, the 
Corporatlorfa Convnon 8loctl; and (I) lh9 OOldiqM or Nltltcllc:w11, II •· upon the crMtlon of Indebted.._. 
or upon the lllcJMCe ol .q --.111 ltl!>ek of'lte Corpcnllor1. 

Under the CofpolllDn'a~ of l11001poratlors. the llfftrrnalNe vote of not lele bn 75% of the 
total VOiing power al al ....... ._ ...... cl la capllal mak 11 NqUlred to ~ a merger or 
c:oneolldatlon of the Cotpordon wlh, ot 11'9 .. of ~ of lta ~ or bullr*8 to, any other 
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COlpollllion (other ...... oorpoelllon .. Ot mote of the Convnon Sb:k of which ii owned by the 
Corporation), I IUCh oorpondlon or la afP'rlrr . tJlrfl'I or in the ._....own or conlral chctly or ~dr-.11y 
5% Ot mote of the ............... of Comlncln'&loCk. ~ .. trMlllcllon ii llPPRMd by .. Board of 
Directora of .. CorPoniilDn prior to,llit llCql 'rim br IUCh COfPOf'llliOn or .. ....._ of OWMl8hlp or ccnrol 
or S"- or mote of the au11t11dw ,_. of 00mmon Stock. 1n lldclliao, the Corporallon'• c.r.... of 
lnaorpcnllon prcMdel for a c' 'rrllid ._ of Dtrectora under which one-lt*d of the member8 .,. ellct9d 
amualy for ttne-~ ....... n. ~ Wllr'9 NqUftrnlnt for ... "*""' Ind coneoldationl 
and the cl9alfted Bwd of DIMcb'a ,,.. ..... effect of ~ dlfentng Ot Pl'ft•llllig • change in 
control of the Corpcnllorw. . ' 

The transfer llQlf1t Md NQllttW of .. Common Stock la 8anlc8olton N.A., clo eo.ton EquiServe 
LP., P.O. Box 8040, Boleon, MA 022e8. 

. 
Legal Opinion · 

•: .. ' --· :.~ 
-~~-

'• , ':• 

The validity of the a... of Convnon Stock offeted hereby hu been palled upon for lhe 
Corporation by Covington & Bu1t1f11. w~ o.c . 

... 

: ~~ ~- ~ 

-~ 
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PARTll 

INPORMATION NOT RIQUIRID .. THa PRoeNCT JI 

llem 14. 

Th9 ~ .,..,,.. af .. Corporation In comection wllh 1he illuance Md dlltrlUton of the 
Shares being r9giatind hBundlr .. • falowl. Al IUCh upei•• wil be borne~ tt'9 Cofporllon . 

. ' ·:...~ . 
~ -~ .......... ......;..... .......... ._ ........................................................ . ··························' 2,704 
~ "'-.. .cpillll• ......... - ..• _ .............................................................. ·············-·············' s.CN>C>· 
L9igml "'-..cl ..-•11 ••.•••• : .•••••••••••.•..•..••••...••..•••.•.•...•.••....•..••.•...•••.•••.•... ...•.•... ···········--·············' 5;()()09 M- ·····-·--·-····-··-·······•H••·············-·········· .. ································-············ ..... ~ ···-··············· s 3.QOO 

T CJClll ··-·-············~ ........ _,_,,, ....................................................... ......................... 11 §,701. 
• Eatlmatee. 

llem 15. 

Und9r ltl9 ~ ... ._,., .... Pl'IOft who w or II ma a party or ii ttnatenect . J be 
made • ~to . .,, ICtlDn..,. 111........., a. W1 of lt'9 f8Ct he II or wu a director or officer of the 
Corporation II enlllled to llldlme-...an W._ ~ to the fulllt dint permMed by 1h9 DelawaM 
General Corporation Law ............... ._end Iola (lncluclng ~ feN, judgmerD, finH or 
penallel and amounll pMI In .-....0 rtll nlblr lncund or _..... by IUCh '*'°" In connectJon 
thentWllh. ~ ~...._ . .....,,......_Ad of 1933, • amended. Ttw lndlmnlficatlon 
righl8 Include the iW1I to be Pllld br .. CalpMillon tt. expen111 lncurNd In d .. 111dlng etrf 8Ctlon, 1ult or 
pnx:eeding in 8CMnDe of b flrlll dllpoellon,......,. to .. IWipt by the ColpOlmdon ol M undertaking by or 
on behalf of luch per90l't to rtlPlr .. ~IO.,.. ... I I II ullimately dlllrmfned thet he II not entitled 
to be Indemnified. Ttw lndlnlllllcllllorl ... under .. 8ylaWI .,. not udulNe of MY OCher 
Indemnification righl ..... ""...,,. ,..., .... ...... 

Section 145of1hl o.e.w.. a... CDfporatlan Law pennll8 lndemillflcadon of. dnceor. ~-. 
~ or agert of a ~ who -*d In good fllllh In a manner he ,.•DWllbtt belwed to be In c.r 
not oppoeed to the belt ..,..,, ... d .. ................. r9'p9Ct to 8nf crimNI aclon ot procedig, 
had no reuonabll '*-ti> bllwe hll,oanduatw ........_ In .. proceedlngl other ltwl thou by or In th 
right of the CCHpOrlllbe. .. ,. ................... (lncludlng ~· .... ). judgrnenta. nn.. ancJ 
amounla paid In 8lalement ldl-Md NUDW-hurwd by tt'9119demwllfled pereon. In acdol19 brought b) 
or In the right of the COfPO'lillon (tuah u __.,. Miione), ...., 1"5 pnMdee for llldemnllcdon 9gllinlt 
upene• only and, W-. a oourt d•1ITM• °'1mMM. ~In N1P9Ct of a claim u to wtich the pet90l'I ii 
not judged...,,. to the~.. ' : 

T"le Corporation hu In effeat lllbllv ......,_ pollciM covering certain dainl againlt any chctor 
or officer of the Corporation by rwan af certlln lllt11otm al duty, negllct. error. mllslldemM. omllllon or 
other act committed by IUCh pereon In NI~-.....,.. ot offlcer. 

Article Elewrt of the Colpoladon'• ~ of lncorporatton provtdll ... • dlrwctor °' the 
Corporation lhal not be ~ lllble to the Calpolllan or b etockholder. tor monetary mm.g.. for 
breach of flduclary duly ... ~ .... for....., (I) for bNllch of the dlldOI'• duty of ~to the 
Corporation or Ill R>C:lcholdeta. (I) far llll:tll ot aml11laa• not In good f8llh or ~·.f*:h lnwtw lneenllofwl 
mllconduct or knowing vlolltion af ._, (II) undwleallon 17• of the ~ General Corporation Law, or 
(Iv) for any tfanNctlon from wt*=h thit clr&tDr dlflved.,, lmpaper pereona' benefl. 

•' :c 
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.. ·-..... 
~~ (3) ··~ tD ,.,... flam .._..,,. br .,_ ol a pall lffecdve MWldment 8l'ff of the MCUrilles 

being 1911•••• wNl:h ....... unlOld .... tlrmNtlon of the offering. 

The........,......_.,. -~ undnMI .... for purpow of •""'**'9 ant llabllily under 
the S.CW-..·Aat of.._ ...... Of .. ,....._......,.. flPCNt sxnun to 8ICllon 13(a) or 8ec:don 
15(d) of the ...... ~ Ad of 11M ... 11 llmrpcnlld by,.,.,._ In thll Reglltndlon St.a.mint 
... be dMirMd tD be .... flU) , ., ••••• .,.. r9'allng to .. MCWtllM off9l9d therein, and the offering 
of IUCh ....... at M• ltlll be deemed ID be the lnlllal bona fide olertng lher90f . 

....... lndlmi ...... for ........... under ......... Ad of 1833 fMY be penNlted to 
directorl, ofl9alla and COi..._. perlOnl al the Algllll'lnt puflun to the foregoilig provlllonr, or othefwile, 
the ~ '- bwl ICMl1d hi In .. opinion ol h 8ecurtllll and Exchange Commission such 
lndrrn11lfla11llan II ...... p&Mc polcy • mcpr111ed In the Securtllee Ad of 1833 and ii, therefore, 
~.In the ...e ht a clalrn forlndrmnllcmlon ...... auah ...,._(other than the payment by 
the Reglrnnt of expen111 lncun9d or paid by• dlrwctor, oftlaer, or oo.llrolng perlOl'I of the Reglrtrant In the 
IUOCNrful .... of 9lfJ .... Miii Ot PIWCln9} II Mllrlld by IUCh diNclDr, officer or COllbollllg pereon 
In cor.."lldlon • lhl ...... bllrlg '9g11t119d. .. Aegirlrlllll wll. ..... In the oplnk>n ol la counMI the 
matter hM' beml ...... "'OOl .. lg pMcldn. aubrnlt to • court of ~ Jurildictlon the Ql.-lar'I 
wt.ctw euch lndrrnulllcatlon-1 II_.. pubic polcy u mcpr•11d In the Act and wtl be gcMtmed by the 
final adluclcdolt-of euch .... . 

·' 
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maNATURll 

Pwlun '° ............. of .. s.c.dlla Act of 1933, the RegllbW1t c9ftWile that It hu 
reuonlble growldl to ...._, ... "'!"18 .. of the NqUlr9mlnll for fling Ql'I Form a-a Md ... duly 
caused thll Aegiltlilait 8tllllimn tp ._~on• blhd ~ .. ~ therum duly Uhortmd, 
in the City of Oowr, ·81111d01--. on 119 sJ" day of September, 1•. 

.i:. 

'~": 

., 
~ . 

CHl8APUKI! UTILml8 CORPORATION 

By. /81 RALpH J. AgqNs 
Ralph J. Adldrw 

-12-

Chairman of· the Board Md 
Chief Execullve Officer 
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~ to .. ----- of the 8ecuriliee Act of 1933, thla Regiltlldlon 8eatement hu been 
signed below br the folowlng pMan9 In the aipecltlel Md on the datel lrdc .. 1 d 

., .... 
., 

"'B.VHJ .... 
Rq>h J, Addnl 

""·'!· 

/ti JoHN B. 8qMWDI 
John B. Schlrnkllllll 

It/ MtqMP, McMmw 
MlchMI P. McMaem 

It! WAL.JE8J. 9J Wffl 
Wlllr J, Colenwt 

It/ JoHN W. JNIM, JrL 
John W. Jardine. Jr. 

Rudolph M. Peine, Jr. 

Isl Ro8ERT E. RIDER 
Robert F. Rider 

/ti W!WAM G. WHIM Ill 
William G. Warden, IU 

·:-

·:.. 

.· Ill 

ChllnnM d the ea.rd 
(Prtncipll Executive Officer) 

§rWnblc 30. 1W 

P.--11 (Prtnclp•I OperMlng Staflmbtr30. 1998 
' Officer) 

Sepltmbtr 30. 1998 

Stpllmbtr 30. 1998 

Of nlCIOr Sepltmbtr I 1998 

Stpttmbtr 30. 1998 

Stpltmbtr 30, 1998 
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September 30, 1998 

Chesapeake Utllltlea Corporation 
909 Sliver Lake Boulevard 
Dover, DE 19904 

Gentlemen: 

. . . " ~ . 
-~~· .. ·.· ..... ~ . 

.. ~ . 
... 
' 

.. \ . 

-.. 
This opinion is being fumilhed to ~ In COrti1ICtion wflh the Registration Statement on Fonii 8-3 (the 
•Registration ~tementi to be flied wlltl the ....... .,,.. ExlCMnga Commlulon (the -comm1n1oni 
under the Securities Act of 1833, u amended, on.._ dlle heNof, by Chel..,..U U.... Corporation 
(the ·eorporation"), with reapect to the ,... of up to•·•.,_ of Convnon Stock par value $.4867 
per share (the ·shares") of the Corporation by ceftMI ............ 

We have acted u counsel to the ~ In ODtil..-on wflh the ~ of the Reglltration 
Statement, and have examined elgned capll8 GI .. ........,. 8lat«nenl. We h9w 9llo examined and 
relied upon copiH of rnfnuln of rnMllnga Of the bid of DllwclDIW of the Corporation relatJng to the 
authorization of the aharel. 

We also have. examined ortglnal9 or oaplel, celllled or OlttllwlM ldlntlfled to our aatisfectlon, of luc:h 
other documents, and have "'9de IUCh alt* tnv1ll011Dll, • w have deemed neceuary to form • 
basis for the opinion hereinafter epre••d. In rNlldng Ulh examination, we have uaurned the 
genulneneu of a.II signature-. the legal olpl!ldty of al ....,,.. '*'°"'• the authenticity of all documents 
submitted to us u ortglMle, and the COi~ to orlglMI dDcumenla of documenta aubmltted to us u 
copies. As to all matters of fllCt r8levMI to our opinion, w hew ,...., excluaively, without Independent 
investigation or verification, upon the fol9gOfng documenl8 Md on the certiflcatea of pubHc offlc&all and 
officials of the Corporation. " -

Based upon the foregoing, we .,. of the oplnlan M the hl9I have been duly authoriDd and are 
validly Issued, fully paid and nona1•1lble 

We hereby consent to· the fling of th9 ~ u part of fW ReglllNllon Statement and to the use of our 
name therein and In the Nlated proepectua under the Cllilbl "l9g9I Oplnlon9. 

It is understood that this opinion la to be UMd onfy In ca.'19Cllon wllh the offer and sale of the Shares aa 
described In the Registration Statefl'\eN and odl/ wt"'9 the Aegiltratlon 8tatement II In effect. 

Very truly yours, 

COVINGTON & BURLING 
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} .\ .,.. 
April 29, 1998 

Mr. Bruce H. Bwad 
Executive Director · .. . , 
Delnere Public SeMce Commiulon 
861 Silver Ulke Boulevn 
Suite 100 ., 
Dover, DE 19904 

,,. 

. . 
Please find encl098d ., orlgilll tnd nine copl• of the eave mentioned 
application for approval of a.~ of 475,000 lharea of Chesapeake 
Utilities Corporation common ltock for the pwpoee of acquiring all of the 
outstanding common ltock of x.on, Inc. 

: ~ ~~ 

If you have .ny queatlona with reepect tO the above, please do not hesitate 
to call me at (302) 734-8788. 

Michael P. McMutera 
Vice President, T,........ & CFO 

cc: William A Denm., , 

909 Sliver Like loultv1rd • Dover. Del1w1re 1HO• • 302 .73• .6799 • JOZ .7J•.6750 I fH 

EXHIBfTH 
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DEFORE THE PUeUC SERVICE COMMISSION 
. ' 

. OF THE STATE OF DELAWARE 

l THE MATTER OF
0

THE ~no.. Of'. 
I HESAPEAKE UTIUTIE8 CORPORATION 

OR APPROVAL OF THE 188tWcOE _OF 
COMMON STOCK 

I . ,;) 
i;. 

• P.S.C. Docket No.----
• 
• 
• APPLICATION 

Chesapeake UtilitiM Corpolatlon (hef'elnldW eometimea called ·cheaapeake•) 

lursuant to 26 Dal. C. ~ 215~ rnlMI 1'9,followlng -~for approv•I by the 

f omminlon of the ia~ d . 75,000 ~of Cheupeake common stock. 

1. Cheupeake la• Dela·•• public utility Vtith its princlpm place of buainm 

~at 909 Silver Lake acu..ct. OOV., ~•• 19904. All communications ahould 

ft. addressed to Che ..... at the~ ..en.., attention: Michael P. McMasters, 

(

ce President, T......_ ~ C~ RWncl.I Oftlcer, or Beth w. Cooper, Aulatant 

reaaurer. , 

I 2. COl.nMlforthe~lavvun.nA Denman, 414 South State Street, P.O. 

r 497, Dover, Detav.e 1~. Con1pondluce ll1d ~ comrnncations concerning 

this application lhould be dit8cted to, ccuwel .t the foregoing address. 

I 3. Cheaapeake i• a ~ incorporated under the lawa of the State of 
. 

1>9'awara.. The voting atoek d CheupNlce ~ publicly ov.nec:t. Shares of common stock. 

1
4,fJ69,576 c1 YA'lic:h.,.. ~ • ~ ~ 31, 1998, are the only voting NCUrltl•• 

9ct Chesapeake. Each.._.. la •llllled to one vote. 

I 4. Xero.n, Inc. 11 • prtVlll8iy~ nattnl 08• quid• tr ding cornpMy 

~in Hotiaton, TeJC81. Xeron ~natural gaa liquids, primarily propane, 
.. . 

I 
t 
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.. . 

to a runtJer.d.._.,.. tlrge ~oil and 'pebochemlcal companlea, \\f1oleaale 
~· 

natural gas llquida ,......,. t!f'd eouth1a1tem retail propane companies. Subject to the 
·. 

terms and conditiona Mt forth therWie by ...,.,,n and pl8n of merger, Cheaapeake, 
:; •. 

through a .aklary d CMaap11ka formed for the purpose of effecting said transaction, 

CPK Sub-C, has agreed to pwchale .., d the outstanding common stock of Xeron. Inc. 

A true and correct copy d the ~Ml8nt and Plan d Merger (the •Merger Agreemenr) 

is attached hereto u Exhibit •A• Md Incorporated herein by reference. 
... ,, 

5. Subject · to the tetrM 9rKt condltionl aet forth in the Merger Agreement, 

Chesapeake propo191 to IMUe tO the atweholderl of Xeron, Inc. 475,000 shares of 

Chesapeake common lloCk. ~ Yt4th the purchase of the stock of Xeron, 
°' •• ... 

Inc. by Chesapeake'• ~. CPK Sub-C, CPK Sub-C and Xeron, Inc. Intend to· 
·.•· 

merge, 'Nith Xeron, Inc. being ht arilving entity. 

6. 

Merger Agreement will be iuued u restricted HCIM'ities, as defined in Rule 144 under 

the Securities Ad of 1933. Purauant to the Merger Agreement, Chesapeake ha agreed 

to provide certain regil1nltion rights for these lharea. A draft of the Reglatratlon Rights 

Agreement, aettfng forth the tenna and condition• of these registration rtghta, is attached 

hereto as Exhibit ·B". The Registration~~ will be conaummated at the time 

of closing. 

1·. The iaauance of Cheaapeake'1. 8tock for the outstanding common stock of 

Xeron, Inc. is advantageou1 u It II• vertical Integration of Cheupeake'• existing 

proptine dlatributlon Of* 8tfonl into the tr8dlng alpecl 'Jf the bualnMI. Xeron ha• 
. . 

substantial propane eupply sld riak ~ expertiae and benefits from many long-
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I increased purchasing pav.er- Md e>epanded marketing opportunities. The two principal 

I shareholders have signed ~ ~ and \\ill provide their insight and 
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e>cpertlae on an al-needed ball1. The other key employee• wlll be 1lgnlng employment 

agreements, including the Pf98ident ~ overl88S the daily operations of Xeron. 
'' 

8. The renon for tM aelectlon of the type and amount of proposed new 

secuities is to provide for a tax free exchange for the lhareholdf!q of Xeron, Inc. and to 
., 

be able to accaunt. for the acquit~ Wider the pooling of Interests method of accQUnting. 

9. The eo.d d Dlrectorsd Cheupeake approved the aforesaid lnuance of 

common stock on the 27th cfay d February, 1998. 

1 o. A copy of the opinion rl COUlHI for Cheeepeake with respect to the legality 

of the proposed Issuance of common atOck 11 attached hereto u Exhibit •c•. 

11. Attached hereto u Exhibit ·o- mid Incorporated herein by reference is a 
.. 

schedule setting forth Cheaapeake'1 b91ance sheet and Income atatement for the twelve 

months ended December 31, 1997 both before and after the laauan~ of the common 

stock. 

12. Attached hereto u Exhibit •e- is a copy of Chesapeake's annual report on 

Form 10-K for the calenct. year ending December 31, 1997. Attached hereto as Exhibit 

·pis Chesapeake'• moat recent quarterty report on Form 10-0. Both report• have been 

filed with the Securitiea Md Exchange Commiallon. 

13. Pursuant to lh• Conimiulon'I minimum filing requirement• - Part (0), 

attached hereto and incorporated' herein by reference a.,, the following schedules: 

A. Schedule No. 1 - CepitallzatJon 1'8tio1, 8Ctual and pro forma, •• of 

December 31, 1997. 
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a. Schedule No. 2 -

•' -:r 
'··· 

}:: 

Rm d '91Lm. llCUI, pro fonnll and .nnualized 

-.. for the twelve month• ended December 31, 

1997. 

C. Schedule No. 3 - . Fixed ctwge coven1g9 ratios, hlatorical and 

' . ~ 

'\ .. ~ 

.nnu.11zed, for the twelve months ended 

December31, 1997. 

14. Cheaapeake r-.n.1enta thllt the propoaed Issuance of common stock is in 

accordance~ ltlW, for a pn1p1r ~. and conaiatent with the public interest 
• I ' ' 

WHEREFORE, Chel11Plllke JnY8 aa follows: 
' .. , 

A That a. Commluion file thla appllcatlon and make auch investigation and 

hold such hwinga in the rn.tlef' aa it deems nece11ary; 

B. That the COmmllllon 11PPfOV9 the propoaed luuance of common 1tock by 

" 

DATED: April 29, 1998. 

CHESAPEAKE UTILITIES CORPORATION 

By: \\:LI 1 "'!\.J... 
MICMel P. McMalter8 
Vice President, Treuuter & CFO 

:~LZ~dZ~ 
.'( WILLIAM A DENMAN, ESQUIRE 

P.O. Box497 
Dover, DE 19903 
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'TATE OF DELAWARE • 
• 

louNTY OF KENT • 

I 

,.'~"'.-~~~~1.~]i-~T~µf~~~; 
,·.· I 

SS . 

BE IT REMEMBERED that on this 29lh dlly cf April, AD., 1998, penonally 

lppeared before me, a Notary Public for the_ StMe . c:I Del11YtW9, MICHAEL P. . , 

rcMASTERS, who being by me duly awom. cld depoM Md uy that he la the Vice 

President, T'881U'W & CFO .rl O.ipilla ...._Corporation, a Delaware corporation, 

Ind that insofar as the Application d Ch••IP•ll• UtllitlM Corporation abates facts and 

tsofar as those facts are witbJn his ~ knaNledge, they are true; and Insofar u 

Cee faclll are not within his~ knOwllldgll. i. ....._them to be llue; and that 

mchDts~~-~-----~-~~andcorrectcopiea 

It the originals of the aforesaid dtibla; , .. -I* he ha executed thla Appllcatlon on 

rlf of the Company and ~to the Uhoriz8tion of its Board of Directcn. 

- ~,~~ 
I MICHAEL P. Mc:MASTERS 

Vice Pr81ident. Treaurer & CFO 

f WORN TO AND SUBSCRIBED before me that d.y and year first above written. 

I ' k· {I.). fJ.)iVIJ,, s 
NOTARY PUBLIC 

ty Commission Expires: Odober 21, 2001 

I 
I 
I 

·'"' 
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I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

APPLICATION.OF CHIWIAICE ununea CORPORATION 
FOR APPROVAi. OF THE ISSUANCE OF STOCK 

EXHIBIT A 

EXHIBIT B 

EXHIBITC 

.. J"ABl.E Of CONTENTS 
. , . ~ - ~·.: _,..·: : . ... 

- -~ AQN-lt and PIM cf Merger' between Che111P911ka 
, Utillliel Corpm.tlon and x.on, Inc. 

~~ . 

- Draft Regllhtlon Rlghta f9Nment betll .. en 
Che1.-te Utllltlea Corporation, J. Phillip Keeter, 
Eam11I A. Allen, Jr. and Patrick E. Armand 

.. _~ 
· • ,. Opinion fl Leglll CounHI 

EXHIBIT D - 81l•m Sheet and Income Statement for Che111P911ka 
· . · OU.. Corpcnllon for the Twelve Months Ended 

December 31, 1997 

EXHIBIT E - 1917 Annual Report on Form 10-K 
.·~~; .. 

EXHIBIT F • ......... 30, 1987 Qu.rwly Report on Form 10Q 

SCHEDULE NO. 1 - C~ Ratloa - Actual and Pro Fonna as of 
.,...., 31, 1897 

... ,,_ .. ; 

SCHEDULE NO. 2 - Rm d R1i11m ·Adi 181. Pro Fonna and Annualized for 
the 1\wMI Monthe Ended December 31, 1997 

SCHEDULE NO. 3 'I'' - Fixed Ctwge Cover.ge Ratios - Hlatorical and 
AnrUllizlld far .. Tv.elve Monthl Ended December 31, 
1997 

' 
' 
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llSO 

~-~~' "':''-' . .. -.-. 
:-.~1~:: ~:~~·;;~1!i~~}.{~~~~ : ' ' -T~ " 

...,. .... ·; 

' ,, 

. :. 
IDs 0033H-2'0171 

tm:UlllTlD AllD ac:JWllJS COIDIIISION 
· ••lngton, D.C. 205'9 

Pur.uant to S.C:tion 13 or 15(d) 
of the lec:V:iU•• bchange Act of U3C 

Date of Report (Date of earlie•t event reported)s April 28, 19'8 
·i. ·' .~ 

CllUAPUD trnL:tnBS CORPORATION 

--------------------------~---------------------------(Bxac't naJQe of regiatrant. · u 8P9C1fied in. iu chart.er) 

(Stat• of ot:ber 
jur:iadiction of, 
incorporation) 

~-': 

-.i 

" 001-11590 

(Coa•b•ion 
I'll• Hwllber) 

51-006'1'6 

(I • R. S. Employer 
Identlfic·ation No. > 

909 Silver Lake Boulevard, Dov.r, Delaware 1H04 

------------------------------------------------------(Addr•H of 'PZ'lncipal executive office•) 

(302) 13•·17H 

(Zip· Code) 

-------------------------------------------------------(Regiatrant'• telepllaae mamber, including area code) 

(Po~~. former addr•• and former fiac:al year, 
1 f c:bang-4. ablee lut report • ) 

Item 5. Other Event• 

l Che•apeaJce Otiliti .. Corporation (•Cbe•apeake•) baa agreed 
o purcha•e all of the outatandtng 9bare• of Xeron, Inc. 

( •xeron•), a privately held aatural ga• liquicS. trading CCllll)anY 

-

eadquartered in Rou•toii, Texatl. Dl tbe tran•action, the Xeron 
hareholder• will receive 475,000 •bar•• of c:h••ap•ake coano:n •tock 
or all th• out•tandJ.ng CClllllPOD •tock of xeron. Aft•r the purc:ha•e 

of Xeron'• •tock, th• total mmber of Cbanpeake out•tanding •bar•• 
rll be approximately 5,,H,, 00.C). , . 

'l'he tran8action, which la eubject to regulatory and other 

l equired approval• and other cOIM!itione of clo•ing, i• expected to 
loH by May 31, ltH. Att•ched ~hereiA .. SXhibiu I and II. 
eapectively, are copie• of the exiec:uted Acir•ement and Plan of 

Karger and tha pr••• rel ... e relating thereto. 

I 
I 
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a1.a1UD1 .· 

lnuant to the requir~t ~~ the aecul'iti•• lbccbange Act of 
193,, the Regiatrant hu duly CIN99I W• Jteport to be aigned on ru behalf by the Wlderalpecl h8Hmlto duly ~utbori&ed. 

. . . 

'HESAPIAJCB U'l'ILITIU CORPOltATIC* 

I 

l•I RALPH J. ADltDS 

Ralph J. Ad'ldn• 
Chairman of the Board and 
Chief Executive Of fleer .,. 

Dated: April 29 I 1998 

I 
ribit I. 

•Is AGRBEHBN'l' MD Pt.All OP ~ (the ·~..Dent•) 
Ill• •d• and entered into u . of ·April 2e, 1H8, by and among 

CheaapeaJce Utiliti•• corporation, a Del••~• corporation 
( •CheaapeaJce•) , CPX l\ab•C, Inc., a Delaware corporation and a 

~olly owned aubeidiary of Che•~ (•CPX-8ub-c•), Xeron, 
mh1c., a Kiaaiaaippi cozp)ration (•Jreron•), J. Phillip lt .. ter, 

BarnHt A. Allen, Jr. an4 PatriOk •· AnMDd, reaident• of 

f exa• (each inclividually a •Sbar.a.older,• togethar, the 
Sharehold•ra,• and with Xeron collectively, the •sellera•). 

I ,. ARTJ;CLB I 
·1w:~ 'l'D MDGD 

SECTION 1.1 '1'llB KBIGD. Upon the ta.a and aubject 
th• conditiom hereof, •• prclll)tly •• practicable following 
aatiafaction or wiver of the coaditiona ••t forth in 

icle VIII hereof, but in no wmt later than two buaineH 
day• thereafter, u.ni ... ttie parti•• bel"eto ahall othezwi•• 

l gree, article• of merger. (the •Article• of Kerger•) and a 
ertificate of merger Ctbe •cerdfiaate of Merger•) p.roviding 

for the merger of cPJt .. l\ab-C with And t.ato xeron (th• •11erger•) 

i
hall be duly prepared,. ~ted and filec! by Xeron, u the 
urviving corporation (the "8urvf.~ corporation•), in 
ccordance with the rel~~i•iOD9 of th• ld.aaiaa ' ppi 

General Corporation Law (tM •mer,•) and the Delaware General 

l orporation Law (th• •DOCJ.•) an4 the .. rger ahall become 
ffec.tive. Following tlae lla'g•, the brvivi.ng Corporation 
hall continue Wide~ the ._ ~ u Xeron and aeparate 

corporate exiatence of CK-hb-C aball c ... e. The date and 

l:inle the Kerger becomea effective ia referrec! to herein •• the 
•ffectiv• 7i ... • 't'm1&Uately p¥lor to the filing of th• 
ticl•• of Merger and the Certificate of Kerger, a clo•ing· 

I 
., . .( 

' .""'' 
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.. · .. ~ 

(the •cloaing•) •ball Uke place at tbe office• of Xeron in 
, lfOU•ton, Tex&8 or at 1111dl other place and at •uch tille •• th• 
prti•• •hall agr... ::::: · . . 

SECTION 1. 2 BPPmc'l'S 0. Tea llDOD. ,, The llerger 
.. ball have th• •ffect•"••t torth in Section(•) 7'-•-11.01 
~ough 79-•-11.01 of tbe ll»CL and Section• 359, 210 and 211 

of th• DGCL. ,,. .. · 
• t ::!! ~ 

llmc-r10N 1. 3 CBRTIPICAn OP Dl:CUOMTION MD BY-
~s. Th• Article• of Incozj)9ra~l~ of xe~on and th• By-law• 

of CPK-SUb-C (both of which Jave been btrretofore deUvered by 

Eron to Che .. peake or che•apealce to xliron, •• the cc.•• may 
) , in .. dl ca•• ••·,in •Hect i r 11Slately pd or to the 
fective Time, •ball ·be the ~~cl•• of Incorporation and By­

law of th• Surviving corporation until duly amended in 

Cordanc• with appliaabl• law. · 

ION 1.• oiaEcraaa: ' 'l'tae tir~tor~ of Cl'lt-SW>-c 
ianediately prior to tbe &ff9Cltive ,.!me •&\all be th• initial eector• of the Surviv.iag Corporation ancS •ba.11 hold office 

U their r•8pective nJ:Q•.,ra. are ~Y elected and 
lified in accordance ·~~ ta.. Article• of Inco~ration and 

By-law of th• Surviving corpac.-4GD, or their earli•r death, 
~••ignation or removal. 

"BC'l'ION 1.5 OPPICUS. The officer• of CPX-SUb-C 
immediately prior to tile Bffecti.v• Time •ball be th• initial 
fficere of the SUrv,i.vinlJ COxporatiqo ~ •hall •kv• •• th• 
fficere of the sw:viri.ng ~~ at th• pleawr• of th• 
Qrd of Director• of ~ SUnivil:W Corporation. 

I BC'l'ION 1.6 CONVDSiml 0. WU. ~t the Sffective 
ime, by virtue of the x.zve and witho1.1t any action on th• 

part of th• holder• thereof• , 

••> SUbjec::t to Section 2 •. 2,· eapb bned and 
SU:t•tanding •hare of com.on iltock, par value $10.00 par •hare, 

of Xeron (th• •xero.n common Stock•) •ball automatically be 

l onverted into the right to receive (the •stock 
onsideration•) ~t n~ of fully paid an4 nona••••••ble 
bar•• o.f COlllDOA a tock, par . value $. '8'7 per •bare. of 

ChHapeak• (th• •Ch••apeake Cmmon Stock•), which •hall be 

'

etermined by dividing a total of t75,000 •bar•• of Ch••apaake 
onnon Stock by the anregate number of •bar•• of Xeron Coanon 
tock out•tanding at the affective Tille, provided that in th• 

event of a •tock aplit or 'revern •tockQlit of th• 
Hapeake COlllDOJl Stock prior to tbe affective Time, th• 

umber of •hare• of Cheempeake Cc••cn Stock to be iHued •hall 
adju•ted proportionately to prev9Dt 'either dilution or 

enlargement of the right• of the llbareholdere. 

lb) Each •hare of capital •tock of xeroa that 
'!.held in th• trea11Ury of xeron eball be canceled and retired . 

F cea•e to exist and no Con9ideration •ball be i••ued in 
change therefor. 

. . 
(c) Th• iHued and outstNM!lincr 8bare9 of 

l apital •tock o·f CPJt-SUb-C 9bal.1 be convuted into .no become, 
n the aggregate, one tbOUJtand fully paid and nonau .... bl• 
hare• of coanon •tock of the 8urv1ving Corporation. · 

I 
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SBCTlCll 2.1 _._OP CDTJFICM'U. At the 
Fffective Time, uc:b of th• Sharebolder• aball aurrender th• 
W-•z:tificate or certificate• tblat fo1119rly repr••ented that 

Shareholder•• •bar•• of. Jeer• C n Stock to th.• lharvi ving 
Corporation, and •hall tbere\apCla .-eceive 1Jl exchanti• therefor 

8th• Stock Conai:deratl.cia for each ebare of Xeron c~ ltock 
·C~rmerly r.epre•ented bf' nch aertUicat• or c:ertUic;at .. , and 

th• certiUc:at•• •o ~ aball forthwith be cancelled. 

mszc.i.10N 2. 2 NO PRACTlmlAL wm. Ho certi ficat• · 
~r •crip, repre•enting fractiOQal abar•• of Che•apeak• Coanon 

Stock ehall. be ·iawed upo1a the nrrender for exchange of 
certificate• of Xeron CamlOft ltock, and euch fractional •hare 

l nter .. t• will not entitle the ..aer thereof to, vote or to ~Y 
icrht• of a •hareholder o,f Cba•117.aake. ln lieu of any •uch 

fractional, •hare inter .. t, CbH .. Hke 9ba11 pay to each 

l harebolder of X.ron ... .otlaawi.M would be •titled to 
eceiv• a fractional alaare of ~...-ake C11 II'\ Stock (after 
ggregating all certUicat" ~---ly repreaenting •bar•• of 

xeron Common ·Stock helcl bf' the ._ bolder) an ..ount of c:a•h 

E •rmined by multiplyi.Dg (i) tlae avvage of th• c:lo•!N 
cH of Che•apeake C 11 aa lt:OCIC oa the lfew Y9rk Stock 
hang• ( •nsa•), •• ~ed _. 'l'lle .Wall ltrMt Journal, for 

th• twenty (20) COD8~t1ve . .Ua4infl clay9 ~ately precedincr 

e •econd day prior to the lffective Tiae, by (ii) th• 
action of a •hare of Chea~• CotmOD ltock to which •uch 
der would othervh• be entitled purwant to Section 1.6(a) 

of thi• Agreement. .. ·· ·· I .. 
ARTICLI Iii 

RBPRESBN'l'A'l'Icma Alm llAIUWl'l'lU . I OP ,.... SBrJ~ 
Each of the Sellen repr•••t• ancl ·.arrante to 

lfh••apeake and CPX-SUb-C a• follOW8s 

&BCTION 3 .1 CORPORATB ORGUIIZA'l'IC*. I 

'

a) Xeron i• a corporation duly ~rgmaised. 
alidly exhting and in good atuMHng under the law. of the 
tate of Ki••i••ippi and baa all requl•it• corporate power and 

authority to own, l•••• and operate it• properti•• and to 

.
arry on it• bu•in••• •• nov being conductect. lection 3.l(a) 
t the di•clo•ur• •chedul• to be deliver-4 to Che•apeak• prior 
o th• date of thia Agr.-nt (the •x.ron Diaclo•ur• 

Schedule•> ••t• forth the ~ of ••ob ~uriacliction in which 
eron h qualified or Uceneecl to do bu•ine••· Xeron h duly 
alified or licenaed to do tiuein•H and b in good •tanding 

n each jurhdiction in dic:b the property owned, lea•ed or 
operated by it or the natve of the buine•• coaducte4 by i t 

t::•• •uch qualification o~ ll-=en•iJMJ a.e .. ~ unle• fai ur 
qualify would not re•ult in a .. terial adver•• effect on 

ron. Xeron ha• heretofore delivered to Cheaapeake ac rat• 
~ complete cople• of it• Certificate of tncorporation .-1 ... -l•w•, •• in eft'eet •• of the date of thi• Agr....nt. 

I 
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. 
(b) xeron doe• not om, dinotly or 

· indirectly, mw capital •bMde or other equity Hcudti•• or 

I dailar inten8t ill mw cosporatioa, partner9hip, joint 
venture, or other buaine•• .. 909iation or entity 9XC9Pt •• ••t 
forth in Section l.l(b) of tlle Xeroa Diaclonre Schedule. 

I SICTIQI 3 .2 CAPl'l'ALllAftC..· The autho~hed capital 
•tock of Xeron cOD8bta of 7500 8har•• of Xuon Common Stock, 
of which '750 8bu•• an bne4 and outatanding. All of th• 

I iHued an4 outatandh~ 9barM of Xeroa Camon Stock are 
validly i•ned, fully paid -4 ....... uble. There are no 
•uhecriptiona, optioa9, ..rraau, call•, right•, convertible 
•ecudti•• or other ~-ta or commi~t• of any cha·racter 

I (whether or not curr•tly .-ciaabla) obligating Xeron to 
i•.u•, tran8far or •~11 any of it• •acuriti... lection 3.2 of 
th• Xeron Dbclo.ura ~•1• "t• forth (i) the nw of the 

I 
holder and beneficial owner of Mch ovtatanding •har• of Xeron 
cmmon Stock, and (ii) the number of 8har•• of Xuon COlllllOn 
Stock held by euch. holder. •· 

. .· ;. 

I 
SICTION 3. 3 AUTHOll'IY. m.ATIVS 'fO 'l'llII MDQMDl'l'1 
BDmING EFFECT. , 

(a) Xeron baa full corporate pe,wr and 

I 
authority to execute and deliver thi• Agr.-nt and to 
coneW111DAt• the traneactiona cont911P1atecl her~. The 
execution and delivezy of thi• Agrewmt and the coneumation 
of th• tran•actiou cont91P\atecl ~have been duly and 

I 
validly authorized and qproved by the Board of Directors of 
Xeron and by the unan•llCNll vote or written con8ent of th• 
ehareho·lder• of Xeron and no other corporate proceeding• on 
the part. of Xeron are nac .. aazy to author! .. thi• Agreement or 

I to consummate the tran8&ct1-a •o oonC...,lated. 'l'hi• 
Agreement ha• been duly and validly .-cnated and delivered by 
Xeron and conatitutu a legal, vaU4 end binding agreement of 
Xeron, enforceable againat Xeron in accordance with it• terM. 

I (b) Thie Agreement ba• been duly and validly 
executed and deliverec! by eeGb Seller and COD8titut•• a legal, 
valid and binding agrew1at of -.ch 8el.tar, mforceabl• 

~againat. each Seller in accordance with it• t•~· 

SECTION 3 ·' COHSIH"l'S AHi> APPllOYAL81 .0 VIOLATIC*S. 

I
Bxcept for th• filing al)d rec:ordation of the Articl.. of 
Merger, a• required by the ma., an4 the Certificate of 
Merger, a• required by th• DOCL, and a• ••t forth in laction 
3., of th• Xeron. Di•cloaura lc:hedule, no filing with or 

E
otification to, and no permit, authorization, cona•t, waiver 
r approval of, any government, executive official thereof, 
overnmental or regulatory authority, 119~, comai••ion, or 

court of coa;>etent jurisdiction, ._..tic or foreign C• 

I Governmental Entity•), i• necaeeary for tJae c~tion by 
he Sella.r• of the traneactiaa9 conteaplated by thi• 
greement. Except a• ••t forth ill -.Ction 3., of Xeron 

Di•clo•ure Schedule, neither the ex.cnation and clelivezy of 
hie Agreement by th• Seller• nor the cona.-tian by the 
ller• of the tran•actions contellp1ate4 herebv nor coapli c• 
the Sellen with cy of the proriaiou h.neof will (i) 

conflict with or re•ult in any breach of Af1¥ providon of th• 
lt-rticl•• of Incorporation or ay-laW8 of Xeron, (ii) re•ult in 
~ violation or breach of, or constitute (with or without du• 

I 



I 
I 

notice or lap•• of tilne or both) ·a default (or give d•e to 

E right of terain.tion, ~llati• or acceleration or 
ult .in the cr .. tion of -W ~.. pledge, charge, 

curity intereat, claia or w-rt~ of mw kind 
(collectively, a •Lien•)) under, 1111111 of tba ter1111,· condition• 

provi•iona of any note, bolMS; ~·· indenture, llcenae, 
ntract, agreement or other iu~t or obligation to wbich 
y Seller i• a party or by which lt or 111'¥ of it• properti•• 

or a•••t• may be bound, or. Clil) violate aa.v order, writ, 

I njunction, decree, atatute, rule or ~lation applicable to 
he Seller• or any of tbalr ~ .. or .. ••t•. 

BCTIOH 3.5 ABSBHCll OP Clll'DDI CJWIDI. Sxcept u 
to th• extent Ht forth iD s.tion J.5 of tba Xeron 

clo•ur• Schedule, dnce ~ JO, 19'7 xeron baa nots 

(a) euffered any Material Adv9rM ,,,_., . 

( Material Adv•r•• Change• mean9 (i) cw -terlal change in the 
ature of Xeron'• buain•••· ••eet•, fiMncial condition, 

reault• of operationa, or pra911ct , (ii) tbe lo•• of • 

E•rial contract (otjaer ~ epot c•traet• ..U.c:b have been 
formed by the parti•• tbent:.o in aoecmlaDG• with their 

rma), and (iii) any change that c:reate8 a -terial 
limitation on th• ability of Xeron to conduct it• bu•inea• •• 

r::·:::~· d::::::I or o~.;·'.,·~~bfied 
any material cla!Ju, Uablli-ti• or ·obligatiou (ab8olute, 

crued, contingent or otberwi••) otMr than the payment, 
•charge or •atiefaction in the ozdinary cour•• of buein••• 
d corusi.•ten.t with paat practic•1 , 

:,,7' 

-

c) permitted or allowecl UJ.V of itii •terial 
roparty or ••••t• cr-1, per8on&1 or-alae4, tang~l• or 
ntangible) to be •ub:Sec:ted to any Liena, except for CU Lien• 

r current tax•• or ot!Mr governmental cbarge8 not yet due 
d payable, or the amouDt or valicli~ of wbic:h la being 

onte•ted by the ~opriate proc11ttne• 8D4 for wbich an 
appropriate r••erve baa bem ~Uabed and ii reflected in 

'

•Financial Stat..enta (u "9ft.ned ))elow), CU) Liene 
•cloaed in Sectiona l.2J(b) and J.2J(c) of the Xeron 
sclo•ure Schedule, (iii) Liena of carrier•, warehou1eaaen and 

mechanic• and aimilar Liene incurred in the ordinary courH of 

Fain•••· and (iv} son.ing, entitl...nt an4 other land u•• 
egulationa (collectively, •Peraitted Liena•)1 

(d) •old, tranaferred, or otherwi•• diapoaed 

E any of it• properti•• or .... t. - cr .. 1, pereonal or mixed, 
angibl• or intangible), except in the ordinary cour•• of 
ain••• and conaiatent with paat practic:.1 

) granted any incr•••• in the c:.....-1ation 
benefit• of any d.irec:t.or, officer o~ 9111Ployee (including 

Y •uch increa•• purauant ~ any boau8, penaion, profit 
•haring or other plan or ccmdtaent) or any increa•• i n the 

l ompenaation or benefit• PQllbl• or to bec:Olle payable to any 
!rector, officer or -.>loyH, and no nCh incr-•e i• 

cuatomary on a periodic ba•i• or requi.red by qre-.nt or 
lllf1dentanding1 · ·· 

If> made any change in xeron • 9 •everance , 

I 
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';.• ~'..~: 

- . ~ ·-· 

OJ .... - •.;J;f .: 
;>'-.... 

policy or pi-actic .. , :" 

(g) Mcie 8111" ~it•• cQitalbed in 
accordance wltla · 
generally .;~ MIC~tlntr pdndpl•• or acquired any 
property or u••t• for .. a co•t ill exc••• of $25,000, in the 
anrevate, otber than ill the ordinary cour•• of budneH1 

. . 
(h) declared, paid or Mt' uide for ~t 
any dividend or otlaer dlatrillation in reapec:t of iu capital 
•toclc or red--4, purcba8ecl or otbezwb• acquired, directly 
or indirectly, any llhaz'e9 ·of capital •tock or oth~r ••curiti•• 
of XU'Qftl . 

( i) made ~ obano• ill Sii/i •tho4 of tax o~ 
financial accountintr or aacouating practice or made or changed 
any election,. f0r Federal *- tax purpoH• 1 

(j) paid, loaned or advanced any allOUnt to, or 
•old, t:ramferrecl or 1 ... ed any iJroperti•• or aHet• (real, 
pez;•onal or .U.CS, tangible or intangible) to, or entered into 
any agre-.nt • &rraJ18~t with, any of it• officers, 
director• or abareho~dera or ~ dfU1at• or aHqciat• of any 
ot it• officers, directon .or 8Mreholdera exceptr.f.for 
dlrect~r•' f•••· and c~1111 ... tioa to officer• at rat•• not 
exceeding the rat•• oC c y .,_~ion paid 4\&ring th• dx month 
period imec:Ua~ely pd~ to llonmber 30, 19971 

I - " y 

(k) agre.ed or planned, whether in writi:ng or 
otherwiae, to tak8 any· 11etian CS..crib414 in th1• Sectic~ . 

-
SEC'l'IOlf 3. 6 PDIUICll.I, STA.WS. .X.ron •hall have 
furnished to Che~ke prior' to the date of thb Agreement 
audited balance 8heet11 for the laat two c.01111Pl•ted U•cal 
year•, alldited •t•t••t• of incolle, equity and ca•h flow• of 
Xeron fo·r the la•t thrH C0111Pleted fi•cal )'9an and an 
unaudit-4 balance •beet -4. •tat~t of income for the nin• 
month per.iod ending Februuy 21, 1998 (coll•ctlvely, the 
•rinanc:ial Stat-t••). fte, audited financial •tatesQ&nta are 
true, corr..ct and COllllPl•t• in all ... terial re•pect•, fairly 
pr••ent, in conforaity with gmerally accepted acc.ounting 
princ:i.pl•• applied on. a c0ft8istmt bU.b (except . .. may be 
indicated in Section l.6 of the Xez'on Disclosure Schedule) the 
financial poaition of X.ron •• of the dat•• thereof and its 
conaolidated renlt• of operatiOD8 and change• in financial 
position and ~· in •tockholcleH equity and ca•h flow• for 
the period8 then 41Qded. 9\&cb unaud4.ted balance •h••t and 
9tatement of incclle ab.all be certified by th• Chief Executive 
Of fleer of Xeron N bavincr hem prepared under hi8 
•uperviaion1 •• pr .. enUng the f!N!mcial position of .xeron in 
accordance with .....-rally accepted accounting principle• 
con•iatently applied (.except •• ma)' be indicat.ed in S~tion 
3.6 of the Xeron Dbclo.ur• 1c:b•l•)1 to be true, correct and 
coq>l•t• in all •terialinapecb1 .na to re'flect accurately 
the rHult• of opwatioaa of! x.roa for auch .nine 1110nth period. 

SECTION 3.7 NO UllDllCLOISD. L?Aa!L%TI... oept • 
and to th• extent ~ovided in the 'inancial tat-.nta or 
Section J.7 of th• X.ron Di•c1"m:• 8chedule, ,,.eron do•• not 
have any matedal Uabiliti .. c-.ther contingent or abao.lut , 
direct or indirect, known or uDknowA to X.ron or maburad or 



unmatured) not. fully reflec:'*1 or Cully i-... rved agaiMt 5 n 

E• Pinacial ftat:.mta. •n•t u a.C forth in hction J. '1 
tbe Xe:nn DiMlMUA lala1 .. le, •ince llov••t•r JO, 1H'7, 

ron hU not llaaunecl mw liability except in the ordinary 
cour•• of buaine•• con8latent with paat practice; 

'-
,. . 

BCTIOlf 3 ~ 8 llO IJD'AULT. lllccept .. Ht forth in 
section 3.8 of tba Xeron Dieclonn Schedule, Xuon ia not in 
default or violati• (and DO event ba• occurr_. that with 

llllJiotice or the 1ap9e of ti.lie or both would conatitute a default 
llor violation) of any tua, ooa41tion or provia.ion of (i) iu 
. certificate o.f Incorporation or lt• By-lan, (ii) any note, 

nd, mortgage, indenture, 1lcrenae, contract, agr~t or 
tbu inatrwMnt OI' oJ:»U99doa ~ whicb Xeron i• a party or by 

ch it or any of it• properti•• or aaaeta are bound, or 
;.. (iii) any order, wz-it, injunction, decree, atatute, nale or 

E
egulation applicabl• to Xeron or any of it• propertiea or 
aeta, unl••• any 8\1.ch dtelault or violation would not have a 
terial adv•r•• ef'f ect oa x.-. 

Ec:TI.OH J.' LITICaTIOH. Sxcept .. Ht forth in 
ticm J. 9 of the Xeron Dbcloaure Schedule, ther• ia no 
ion, •uit, procee&Hng, arbitration, or inve9tigation 

pending oz:·, to the lrnowledge of x.ron, threatened involving eon or any of ita _pr~i- or U••t8. Reither Xeron nor 
of it• properti• or ••••t• 18 aubject to any order, writ, 

dsiment, injunction, dec~M, .S.tezaination or award. There 
i• no action, nit, proceeding, arbitration or inveatisiation 

~itiated b,y Xeron that. ia cun'•tly pendinsi or that Xeron 
.r .. ently intend9 to initiate. . ·,· 

' . "" . 
SBCTI.OB J .10 . CCllPLDE8 Wlft anLICAaLB LAW. 

llExcept aa ••t forth in. 8ecUoa 3 .10 o~ the Xeron Dbcloaure 
~edule, the buaineu of Xeron bu bOt been conducted in 

violation of any -wlicabl• law~ ordt•nce, rule, regulation, 
ecre• or ~ of mw Gove:nmmstal IDtity, unl .. • auch 
olation will ·not- re.ult in a •t•ial 9dvu•• effect on 
ron ; Xeron .bo'lda al.1 permita, Ucenaea, wrianc••· 

"eJCea;>tioms, ordu:• and approval• of all ~tal Bntiti•• 

l ec:•Hary for the lawful co.nd\let of it• bu•ine••.. (th• •xeron 
•rmi t• •) and la in CGlllPlianc=e wt.th the t.- of tM X.ron 
ermita, unl••• the failure to obtain .ny Xeron Pe%1ait• or be 

in coq>lianc:e thu-1,th will not reault in a -t•rial advene 

l
ffect on Xeron. llxcepC a• aet forth in section J .10 of th• 
eron Diaclo•ur• Schedule, x.ron bu not received any 
otification of any aaaerted pr .. en.t or peat failure by Xeron 

to comply with •ueh lm1 ·rule• OI' regulationa or aucb Xeron 

(
ermit• whicb have not bem previoualy cured, and there ia, to 
he knowledge of Xeron, no pmMling a\ldit, inve•tigation or 
ther review .by ~ Oovernmmtal llntity to determine th• 

exiatence of any violation, of auch law, rule• or regulation• 
l'r auch Xeron Peralta. 
11u~.C'l'ION 3.11 TAXSS. 

l a) Since June 1, 1t7t, Xeron baa been a C 
orporation for purpo••• of th• ·Internal llevenu• Code ot 1980 , 

•• amended, and the rulu and r99'11ationa promalgated 

i hereunder (the •cod.e•). .. 

b) Th• amount•, if any, provided •• a 

I 



~ .. ·' 

liability on the Financial atat-.ata for all Tax•• Ca• 

'

ereinafter defined) ('•tax UUlU.~ uounta•) are adequate to 
over all unpaid liabiliti .. for all Taxe•, wbetber or not 
imputed, that have accmed or will accrue with r•8P9Ct to or 

are applicable to the period mdecS on and including the 
8ffectiv• Tille (.incluclilMJ, · witlMNt l~tation, u a r•n.lt of 
9Jie tramactiona contempl._ Iii tW8 Affr.,_.t) or to any 
year• and period• prior .. t!Mtreto aD4 for wbicb Xeron may be 

f rec:tly or contingently lia):)le in it• own right or a• a 
ran•f•r- of the ••••t• of, or •\ICOeaaor to, any per•on1 
ovi.ded, however, that with r-.pect to tax liability amount• 

reflected on th• unaudited f ina11cia1 atat.-.ita for the nine-

f.
nth period ending Pel:.inuy 28, ltH, the term •adequate• 
an. that •uch amount• an r ... oaebl• ••timat.. made in good 
i th ba•ed on currently available Wo~tion. Except •• ••t 

forth in Section 3.~1(b) of th• Xeroa Diacloaura Schedule, 

l eron ha• incurred. no Tax liabilitie• other than in the 
rdinary cour•• of bu•ia.• for eny t.able y .. r for which' th• 
ppUcable atatu.te of Uaitati0ft8 baa not expired. There are 

no Li.eNJ for 'laxea (other than Li ... · for current Tax•• not yet 

E• and payable, or the AIDOW&t or .aU.dity of which b being 
nt••ted by the appropriate proceeding• and for which an 

ppropriate r•••rv• ha• been •tab1i9bed and b reflected in 
the Financial statement.) \lpQll the pnpertiH or uaet• of 
eron. Xeron !NI•· not granted or bem requHted to grant any 
iv•r of .any atatut•• of U.llltatioml applicable to any claim 

or Tax•• . ·xeron 'ha• made no eleotiomi for federal income tax 

Frpo•••, except for cuatcaary eieotioiw . for inventory, 
rtization and depreciation. 

·: ~ . ··; . . •. . ' 

(c) Xeron (i) ha• filed (or baa ba4 filed on 

i t• }:)ehalf) or ha• cn•ed to be H1e4 timely all Tax Return• 
•• hereinafter defined) req\lired by applicable law to be 
iled and (ii) baa paid all ftU• abOllal thereon •• owing. To 

th• knowledge o! X.ron, •acb .uda- 'l'aX .. turn 1a true, accurate 

E ccapl•t• and Xeron baa paid au .,.._ aa are due, except 
ch •• are being contuted in goo4 .falth by appropriate 
ceeding• and with reapect: to wblcla x.ron 1a maintaining 

re•erv•• adequate for their ~t. All Taxe• that Xeron ia 
£ired by law to wit:Jmo1d or collect# including aal•• and 

taxaa, and amount• a;'eiCIUired to be witbbeld for Tax•• of 
loy••• an4 o~ witbbolding taua, blive been duly withheld 

or collected and, to the extent r~.CS, have been paid over 

I n a timely manner to the proper governaaent:al authoriti•• or 
re held in aeparat:• bank account• for •uch INZ'PO••· 

- . 

(d) No exteNJiomi of ·time 'have ~ lranted 
r Xeron to fil•· any Tu Ret'"1i required by applicable law to 
filed, which .bave expired, without aucb Tax Return having 

en filed. 

> Except •• c!Ucloaed ill Section l.11(e) of 
• Xeron Diacloaure.scbe4ule, none of th• Tax Return• filed 
or ,on behalf of Xeron are currmt.ly undergoing any .Audit 

••hereinafter defined), Xeron baa received no notice t hat 
Y Tax Return will unct.r90 ~ Audit, and no fac t • e i•t t hat 
uld con•tltute grounda for the ... ••...nt again•t eron of 

any, material additional Tax88 by eny governmental a thority 

f.r period9 that have not MD audited. llO •t•ri•l iaauea 
ve been rahed in an,v Audit by an,v gove¥a...,tal authority 
th rea~ct to the buain••• and operation9 of Xeron that, by 

I .. -
" ' · 

'. 
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application of 8iaUar principl.._, r ... onab~y could be 

'

expected to rHult in a propMed adduatmmt to the liability 
for TaxH for any other pes"iod not •o exe•tned. Mo deUciency 
or adju.tment for any Taxn ba• ._ tbreatened, propoaed, 
aaserted, or a•••••ed againat Xeroa. 

I ( f) No power of attorney haa been granted by · · 
Xeron with reapect to any •tter relating to Tm• which ia 

-currently in force. . 

~(g) Xeron. i• not a party to .,.y· agr....nt 
providing for the allocation or •harino of Tax••· 

l (h) Xeron ha• not entered into any- agr~t 
that would reault in the diaa11.owanc::• of any tax deduction 
purauant t~ Code Section 2100. 

11 ( i) No • con•ent • within * ••ning of Cod9 
_.section JU(f) ha• been 14194 with .a;aapect to Xeron. 

(j) Except a• diaclo•ed 1n seacicm .11(j) of 
•the Xeron Dbclo•u.r• Scbeduie, Xeron ia not aub:f ect to any 
•rrangement that (a) giw. rt.•• to a deduction or lo•• before 

the Effective Time and a cd1aa911Q~dlng recognition of taxable 

Eain or income after th• Sffec~~w Ti.me or (b) • .iv•• ri•• to 
the recognition ol taxable iDcClll9 o~ gain after th• Bffectiv• 

ime without the recej,pt of a corr .. ponding amount of caah. 
•· 

~~) None of the Sbareboldlin !a ·• • fo~eip 
rraon• u define4 bi Cod9 8ection 1HS('f) (.3). 

( 1) None of the aHete ot X.ron. ccmatkut•• · 
·ax-exeippt bond fiqanced. · propeny or tu-ex-.>t u•• property 
~ithi.n th• meaning of Code Section lfl. and ~ of th• aaHt• 

reflected on the P~lal St4tem.Dt• u .U:f ect to a lea••· 
aafe harbor l ... • o.r othu ur--~t: a• a reault of which 

9t•ron ia not. treated - the OWl;Mt.i- of auch a•••t• for federal 
~ncome tax purpoaea. 

(m) The bad• of all depr~i-.ble or 
9'm0rtizable aHeta, aD4 the -thod.9 11aed in deteraining 
•llowable depreciation or 1mOrt:iaation (including coat. 

recovery) deduction• of :X.ron. are -t•rially correct and in 

I
Oll'Clliance with the Code. 

n) To the knowledge of Xeron. Xeron i• not 
required to make any material acSjuatmeilt under Code Section 

Fl(a) by reaaon of a c;,~e or propoaed c·hange in accounting 
thod o:r otherwiae. 

Co> For purpo••• of thia sec~iona 

I 
I 
I 
I 

Ci) the term •Taxea• ehall mean all 
taxea, charg.H, fffe, duti•• (iDCludinv cuatoma duti••), 
levie• o.r other a••••...nta, i.noludiDfiJ income, gro•• 
receipt•, .net proceeds, adl valor•. turnover, real and 
peraonal property (tuigible an4 intangible), aa lea, uae, 
f:r:anchiae, mcci~•. value f4di9d, atallp, 1-•ing, l••••· 
uaer, tran8&r, fuel, exc ... p_ro~it•, occupational, 
intereat equalisation, windfall profit•, aeverance, 
licenae, payroll, environmental, capital •tock, 

,. 
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4i•ab1Uty.- ...,1~·· income withholding, other 
· vitbbolding, \llMllllPl~t and locial 8ecurity taxea, 

which are illpo•.S IY. asw federal, atate, , local or foreign 
gove~ul au~ltv, and nch t•ra •ball include any 
intere•t, penalt1.. oa- ad4itione to tax attributable 
thereto1 

(ii) the tera •ftx a.tum• •ball include 
all federal, •tate, local an4 foreign tax return•, 
declaratiataa, •tat-t•, report•, •chedul••· forsu and 
information returna an4 any amended Tax Return relating 
to Taxe•1 .nct 

(iii) the ' tena •Audit• aball include 
any taxing autbority'• a\idit, aHH8Mnt of Tax••· or 
other •-tnation proceeclino• or appeal of •uch 
proceedinga relating to Tax••· 

SIC'l'IOll 3 .12 UllUIT PLllll AND ARJtAROBNBNTS 

(a) S.C:tion l.12(a) of tlae Xeron Dbclo•ur• 
Sc:bec!ul• oontaila8 a liet of all 9111PloyH benefit•, plan• or 
arrangement• <*-t:Mr 0¥' not •ub:lect to the l:ll>loyee 
Retirement ~ ~.lrity Act of 197', a• amended, and the 
rule• and r9f1\llation11 prcmalpted thereunder (•BUSA•), and 
whether written 0¥' oral) ~t Xe¥'on baa .. 1.ntained oz to which 
it baa contrilNted at aw time for the benefit of it• 
9111)10)'99• (the • ·llllployH --.fit ,lan8.) • 

i 

(b) Xeron baa prcwlc194 Cb•~ke with a t .rue and 
complete copv of .. ch of die following for the llllployee 
Benefit Plana which are cnmrm~ 1n effects th• current. plan 
document, inclucling mw •Him rt• tlaereto, the mo•t recent 
•WllD&ZY plan cSe.criptiaa, eanual report• o,n fora 5500 for th• thr•• mo•t recent yean (if nch form were reqaaired to be 
filed), an4 any tru•t agr.-u, 1naurance contract•, ••rviee 
provider acrrewnt• or •iailAr llllS•••nt•. Xeron ha• no plan 
or comitment, ,_ wbether legally Mndtng or not, to create any 
additional ~Ut plan8 or arraag.-nt• or to chang·e th• 
terJU of the ~loyM Benefit• Plan.. 

( c) X.eron ha• caaplied 1n all -Uri.al rupect• 
with all applicable peovi•J.ataa of DIM an4 th• Code an4 all 
other applicable laW8, rui .. , mad regulationa with rempect to 
the Bmployff Benefit Plan8 911111:ept for CC111plianee failure<•> 
that individually or 1n the ~ate would not have a 
material adver•• effect on JCeran. The llllllployee Benefit Plana 
are not •ub:lect to mw ongoing ..U.t or other adlll.inbtrative 
proceedin§ of any govermiental •tity, and are not th• •u.b:Ject 
of ~ pending application for •de1nl•tratlve relief under any 
program of the ~. t:M ~- of Labor, or any other 
governmental entitv. Zeran ba8 41•o1o•ed in leetion l.12(c) 
of the Xeron Dbolonn lobedul• all -tedal Ua!:>iliti .. with 
re•pect to the -.1.oyee a..Ut Plan8 to Cbe9apeake. There 
are no pending or threatmwd claiM (other than routi • olaiJu 
for benefit•) againat tJae -.1.oyee ._.fit Plan• by any 
pereon. The i:al>lO)'M a.n.f1t Plu8 are not aaltiemploy•r 
plana within the -.-Ing of ma except a• •et .forth in 
Section 3.12(c) of the Xeron Di•clo.ure Schedule. Th• 
J!q)loyee Benefit Plana can be teralnated, without .,enalty, 
with no requireaient for the further provi•ion of benefit•, 

_ .. 
~ 
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, within a period of JO dQ8. .... of the repr .. •tatiou: in ' I ~· Section wu:i. . be •fleeted by the occur~· 01f the .. roer. 

SBCTIOlf 3.13 ~AL a.,.,.a. 
· 1 (a) Bxcept a• ••t forth in teotioa J. u of tlae 

X•ron Dbclo•ure lebedule, -~ lrerOI) nor any Shar•holder 
ha• learned, bem abi..S, or recei,,_. any com.anication 
(written or oral). whether fraa a srov-1 antal authority, 

I citizesus group, employee or .. ot!aMwi•• tlaat allegH or •ugge•U 
that Xeron O·r any Shareholder i• aot ill &11 ce1111»1iance with 
th• Envir0ftll9Dtal LaWll. 8ecUm J.1J of tbe X.ron Dbclo ur• 
Schedule li•t• the pendu or oelaer gonnmental 

I authorization• that X•ron ha• ~t to th• Environmental 
Law•. . 

(b) To the kn~ledge o'f zeron, ~ a-re DO 

I Environmental ClaiM Cu berelDafter defined) pending or 
_ threatened againat xum or ur llaarebo~der or againat any 

per.on or entity wbo•• UO!llty for any Environmental Claim 

I 
Xaron or any Shareholder baa r:atalned. • or ba• u•UMCS either 
contractually or by operatian ot law ....S neither Xeron nor any 
Shareholder knowa of mw facU, or a11 ... t10IW thac could 
reault. in futur• snvt.rGllliinta'l Clatm8. 

I (c) To the knowledge of XeJ"on, none Of the ·a.al 
Property, •• •uch t_.. i• deflne4 ill 8ection 3. 33. nor any 
property owned or l ... ed by Z8s'GD i• on ~ .. tional 

I Priori tie~ Lbt · or the Colllpr .. tWt lllWirCllmelltal R~1pon•• 
Compen1at1on and\ Liability. IAfozmat{on 8)18t-. and no •uch 
p·roperty b a ... ource Coae~tim ~ Jtecwezy Act 
•permitted facility.• Ro wc:h pnput¥ l•. peraitted by the 

I •tat• in which it i .• located to h ued ., a landfill or 
di•po•al alt• of any type. ' 

(dj To the knowledge of Xeron, Section 3.13 of the 

I .Xeron Dilclo•ure 8chedul• lilt• all tank.a that have been 
owned, l•a•ed, operated or uaed by xeroa, or which are 
currently u•ed by Xeron and u• located on th• a.al Propert)", 

I
•• •uch term i• ~f~ ~ Sect.ion 3 .2~. 

(e) For purpo••• of thi• Acrr..._,ts 

I 
I 
I 
I 

(i) •Environmental Clala• meana any claim, 
action, cau•e of action, litigation, proceeding, order, 
deer••· inve•tigati<ID or notice (written o~ oral) by any 
peraon or entity al-1-.ritle pot•tial liability or 
re•pondbility U.ncl_uding, 'fi,t!aout Ualtation, potan'tial 
liability or reaponmlbility tor ilaveatigatozy coat1, 
cleanup co•t•, co•t• of ce1111»liaaae with law. 
requirements, guidellnff, or ordezltl, 9overmnental 
r••ponae coata. natural resource• d-.... property 
damage•, per•onal in~uri••• or penalti••) ari1ing out of, 
bated on or re1ulting fr• (a) th• pre•mc=e, or rel•••• 
into th• environ.ent, of any Material• of llnvironment-1 
Concern at any locatiOG, wbet:her or not C*fted or operated 
by Xeron or (b) circu..~•• f~ th• ba•i• of an,y 
violat:io.n, or alleged .Yiolation, of any Bnvironment 1 Lawe . 

(ii) •Environmental Lan• ..- all Federal, 
•tate, local and foreign law., r.,alationa, ordinance•, 

--• •\ "i' • I t< ~ ... 
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rulea, 9'.ai4eU.nea, orden, dir.ectivea, iv«grrata and 
deterainaU.. relatins in a,. ~ to ~ollution or 
protectian of a...n bealtla or the mriromMt (including, 
witllollt lildtati•, llllld•t air, aurface water, ground 
water, iend nrface or ...a.urface atrauJ, incl\&ding, 
without UaltaUon, · 1aw and reg\&lationa relating to 
eaiaaiona, di8Clbarcr••· nl .. aH or thr .. t•ed rel .. aea of 
Material• of lmrironm11Dtal eoncena, or ot?l•IWi•• relating 
to the manufaotme, procMaincf, diatributioa, ue, 
tr .. tMnt, ator ... , di8POH1., trU9P0rt or handling of 
Material• of~ Concern, aa wnded from time 
to time. 

(iii) •11at•iala of SDYlronllefttal Concem• 
__. ~cala, pollutant•, contaainanta, bazardou• 
-teri.i,a, . basardo\la 8\IJMtancea, basardoua waat••· toxic 
aubatanc:ea, petrolewa 11114 petroleum product•, and any 
aubatance controlled or regulate4' by any snvironmental 
Law. -

SEC'l'IOH 3.U CllAmS D cc:ll'IWaL. SXc-sK aa Ht 
forth in sect:ioa J.lt of tJae Zeran Di.cloaure Sc:be4ule, Xeron 
1a not a party to an.v contzw:t, agr.-it or underatanding 
which contain• a •cMnsr• in cont~l,• •potmtial change in 
control• o~ aindlar proyiaiOD. SXcll)t .. aet forth in Section 
3.14 of th• Xeron Diacloaue ~le, the c:Oft8\Wtion of th• 
tJ;anaact·iona c:onteaplate4 by tbi• Agrawr=t will not (either 
alo.ne or \1PGQ the occnarreace of -.y additional acta or event•) 
reault in ~ paymmt (Wbet:Mr of aeverance pay or otherwiae) 
bec·oaing due from xeron to any perl80D. 

SBC'l'IOH 3.15 lHTBLL9C'l'UAL PJU>.mT. 

<•> Except•• 8et forth in s.Ction J.15(a) of 
the Xeron Diacloaure sehedule, x.ron owna, or i• liceiwed or 
otherwiae baa the full right to \IN, all cawrivhta, 
trademarka and. aervic:e mar• CllialvcHng all application• and 
regiatrationa therefor), t&"ade namea, COlllpUter aoftware, 
patent• (inelwUng applicationa therefor), an4 .all other 
intellectual property that i• nec:H8a%Y for the conduct of it• 
buaineH u heretofore coadaacted (colleotively, th• 
"Intellectual ~operty•). Z8raa .ba8 not aold or conv.yed to 
any third-party the right to •• proprietuy aoftware 
developed by or for Xeroa. , 

. ' 
(b) Except •• ••t forth in Section l.15(b) of 
the Xeron Diacloaure 8chedule, there are no outatanding 
claim., judgmenta, ••tt1111181lt• or proc!~• againat X.ron 
a•••rting the invaliclit~, aJaaae, .aiMUt• or ~orceability of 
any of the Intellectual ~~ .ad there are no threatened 
claima or proceeding• relati119 to ~ validity of or 
enforceability of the Intellectual troperty. There are no 
pending or threatened oppoaition or other adlld.niatrative 
prooeedinga with r•8P9Ct to any Intellectual Property which i• 
th• aubject of a pend!..., application that would prevent t:: h• 
revi•tration in due cour .. of llUcb Intellectual Property. 

SBC'l'IOH 3 . 16 CONTRACTS Alm COIGll.,...,.. SXcept a 
•et forth in Section 3.11 of the xeron Di•cloaure Schedule: 

,· . 

(a) :iceron ha• no agreemei1ta, coatracta, ' 

.(~ .~~.' 
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comaitment•, or reetricticmm tlaat are .. terial to it• 
bu•in•••, proapect•, finwlel condition, working capital, 
aHete, liabillti-. . (ai..pltate, accruect, contintrmt or 
otherwi••> or opera~' 

(b) Th•r• are no purcba8e contract• or 
c:oanitment• under .td.cla X9rOll i• required to pay in exc••• of 
$300,00G, other than tho•• iacurred in th• ordinary cour•• of 
bueine••I 

(c::) There are no wut•ndlng Al•• contract• 
or comi t.Mnt• of Xeton tlaat caU for the lNlY1118Dt to, or 
receipt by, Xeron of .Ore ttian UOO, 000, other t 'han tho•• 
incurred in th• ordtnazy cour•• ~f ~ine••1 

(d) Xeron hll• no auttt.,.Ung contracU with 
officere, directo_re .or -.pl~ that. ue not canc:elabl• by it 
on notice of not 10l)9U' t.lum. tbirty (lO) day• and without 
liability, penalty, or ~ua or any agreement or arrangement 
providing for the pay119Dt of any bonu• or c0111Di••ion8 baeed on 
Hl•• or earninge1 ·~'ti:~~ ;: .. · 
C•> Xeron .1 • . ,not in 4-f•ult, Mr aware of any 
fact• or circumetanc .. which could ••rv• a• the ba8i• for -.,y 
valid c:laim of default, 'QIM!er ~ .. terial contract made or 
obligation owed by it1 

(f) Xeron h not r••tricted by ·agse1m.nt from 
carrying on it• bWlinee• ~· in the world1 . ..:· . 
(g) Xeron ha• no obligation with re~t to 
borrowed money (~t for a l!M of credit from Norw.et Bank 
in the 111a:d•U1 ~ of $$, 000, 000) , including debt 
obligationa of lte OWla or par~... of or agreemente eo 
acquire any debt obligation of othen1 

Ch) Xeron bae no power of attorney out•tanding 
or any obligationa or liabiliti•• (whether ab8olute, accrued, 
contingent, or othezwiae), aa guarantor, 9UZ'ety, co-eigner, 
endoreer, co-..Jcer or ' ind.,.,itor for the obligation ot .ray 
per•on, corporation, partnerehip, .joint venture, •••ociation, 
organization, or other entity1 and 

( U None of the officer•, director• or 
•h&reholder• of Xeron ha• any int.uHt in any property, real 
or pereonal, tangible or intangible, including without 
limitation Intellectual Property, tlaat i• u•ed in the buein••• 
of Xeron. 

SECTION 3.17 LABOll RmA'l'lONS. Aa of the dat• 
hereof, there 1• no atzike or otber labor diapute pending 
again•t X.ron. Xeron. i• not. bound by or •ubject to (and non• 
of it• propertiee or ••••t• b bound 1'y or eubject to) any 
written or oral, expr••• or !Jll>liect, contract, cOlllDitment or 
arrangement: with any labor union, ~ no labor union ha• 
requ••ted or •ought to zepr.._t any of the employee•, 
reprffentativ•• or agent• of ~-on, nor i• X.ron awar of any 
labor organisation activity involving it• employee• . Excep 
a• previou•ly di•clo•ed in writiN to Che•apeake, r. > officer 
or en;>loyee of Xeron ha• any plan• to teJ:ainate hi• .n;>loyment 
with Xeron. 

· ... 
_, ;;._~,~~·,;:.·. 
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SBCTIOR l .11 . lllPLOYD WI\' fLAllS. IXcept H 
di•clo•ed in ~laa J.11 of ~ Xeraa Dl•alo•ure Schedule, 
Xeron ha• preriOU91y. 91,,_ to Cbe•apemJce true and correct 
copi•• of it• work rule ....uale, rulea, polici•• or other 
guideline• relating to 91111PloyM cC1111>9Daation, retir..nt and 
•ev•rance and each 911Ploy-.t or COD8Ulting contract to the 
extent they exist. SXcept u ••t forth in Section 3.18 of th• 
Xeron Diacloaure Schedule and except u previoualy di•clo•ed 
to ChHapeaJce in writing, then are no other dgnificant 
employ•• benefit plana, progr ... or arrang-..nt•, maintained 
or contributed to by Xeron. 

SBCTIOIJ 3. lt · ,..._.,,. x.raa .... fumbbed to 
Ch••apeake a li•t of the name• and ourrent •alarie• of each 
officer and employee of Xeraa aa of th• date of thi• 
Agreement. .S~Uon 3. lt of tbe Xeron Dbclo•ur• Schedule Ht• 
forth a complete and correct lii•t of all written employment, 
c~•ation, aeveraQCe, ~tincr or i.nd9mlification 
contract• atween Xeron and lt• ~t or former 9111>loyeea, 
officer•. director• and conaul~t• to the extent X•ron ha• 
any continuing obliptiona thereunder. Xeron ha• made 
available to Ch••apeak9 true and correct copie• of all •uch. 
agreement•. 

SECTION l .20 IJIStJJtUIC:S • .• IJectioa 3,.20(•) of th• 
Xeron Di•clo•ur• Sch9dlal• containa an accurate and coawl•t• 
li•t of all polici•• of fire, lialdlity, workmen'• 
compenHtion and other forma of innrance owned or held by 
Xeron, except with rupect to the polici•• u dbclo•ed in 
Section J.1:.Z of the Xeron Diaclo.ure Sc:bedule. In the 
reaaonabl• judgment of the .. ll:••• auch poUci.. are in 
adequate amount• and cover riab CU8~ily in•ured againat 
by budn•H•• of the type operated by Xeron. SXcept •• ••t 
forth in. Section 3.20<•> of the xeroa Di•clo•ur• Schedule, all 
•uch polici•• are in full force· llnd effect, all prmniwu with 
reapect thereto covering all pm-iod8 vp to and including th• 
Effective Time will ha,,. been paid, aad no notice of 
cancellation of terai.nation baa been received with reapect to 
any auch poUc:y. SX.Cept u •at forth in section 3.20(a) of 
th• Xeron. Dbclonre lebadule, 9uch polic::i•• will rwin in 
full force and ef feat t!asoagh tbe n9P90tiva dat.. Ht forth 
in Section l.20(a) of tbe X.ron D111Cl09'1re 8c:hedul• without 
the payment of additioaal pr-1-, aad will not be materially 
affected by, or terainate or 1...-. by r ... oti of, th• 
tranHction9 conte111plated by tlli• Agr.-it. All of •uch 
polici.. have been hned by reputable inaurance co~ie• 
actively engaged in ti. iuureoe buiueaa. All known claiu, 
it ury, made againat. X.raa that are cOYU'ed by i09uranc• b4ave 
been diacloaed to and aoaepted by the appropriate inaurance 
cosapani•• and, to the Jmowledge of Xeron, are being defended 
by auch appropriate iuurance coapaai•• and are deacribed in 
Section l.:ZO(b) of the XerOD Di•clo.u.re Schedule, and, except 
•• diacloaed in Section J.20(b) ot tJae X.ron Di•clo•ur• 
Schedule, no cla1- have bee ..,,ad coverage charing the lHt 
three year•. 

SBC'l'IOH 3. 21 KBCSIVABLU. All account. and not• 
cha• and uncollected a• reflected on the Pluncial tat.menu , 
and all accoun.t• and not•• due an4 uncollected arbi ng 
•ub•equent to February 21, ltH (i) have ariaen in t e 
ordinary cour•• of buain••• of Xeron, except •• ••t forth in 

.. ; 

.. ,.;. 
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Section 3.21 of the Xeron Diac:1Hure Schedule, and 
(ii) repr .. mt valid obU.gationa due to Xeron mforceable in 
accordance with their tesm9, net of applicable r•••rv••· 
Xeron ba9 previoualy ll9de available to Cbeaapeake li•t• of th• 
aging ai14 amount• of all accowat• an4 not•• due and 
uncollected at February 28, 19'8. No reHrve for bad debt• ia 
required H of .Februuy 28, 1998. 

SBCTICH 3 • 22 ULATID •Allft CClll'UC'rS. lbccept a• 
•et forth in Section 3.22 of tlMt Xeron Di•cloaure Schedule, 
Xeron ha• no agr.-it•, arraagMl"t• or comaitment• with 
related partiff (including abarebolder•, director• and 
officer•), other than the re1ated~party agre...-nt• de•cribed 
in Sectiona 3.16(4) and l.1.(1) of the Xeron Di•clo•ure 
Schedule. Bxcept H aet forth in Section 3.22 of th• Xeron 
Di•clo•ure ·Schedule, each of the related-party agre.ement• waa 
entered into between xer. and th• party thereto on an arm'• 
length bad• on tum no lu• favorable to X.eron than it could 
obtain from an unrelated tlaizd •party, 

SECTION 3.23 REAL PlmnR'l'TJ LDSlm PltDIISU. 

(a) Section 3.2l(a) of th• ~on Dbclo•ure 
Schedule ••t• forth a. true llDd COlllPl•te li•t and de•cription 
of all real property and ltllld owned bV Xeron and the 
building•, iq»rovement• an4 atnoturea located thereon, except 
for the L•Hed Pr-1•e• Cu da!.iaed below) (collectively, the 
•aeal Property•). lacb of the •terial improvement• located 
upon the Real Property OWDecl or uaed by hron (including, 
without limitation, al11'1.aiJ4,noa, lud and equipment l•a•ed 
by Xeron) ia in ra•onably good repau and operating 
condition. ... 

(b) Xeron ha• good and valid title to the Real 
Property in fee •imple and to the atructur .. ~ fixture• · 
a.ttat:bed or appurtenant to or ued in connection with the Real 
Property, fr .. and clear of all Lien.9, except (i) a• ••t fort~ 
in Section 3.23(b) of th• X.ron ~i•cloaur• Schec:\ule, and (ii) 
Permitted Lien9. 

(c) Section 3.23(c) of t:M Xeron Di•clo•ure 
Schedule •et• forth a true and complete li•t of each leH• of 
prem.i•H executed. by or binding Ulloa Xeron aa l•••••· 
•uble••••· tenant or •••ignee (the •t.ea•ed Premi•e••). Except •• ••t forth in Section 3.2J(c) of the Xeron Di•clo•ure 
Schedule, each •uch lea•• ia in full force and effect without 
any default or breacb ·t1aereof by Xeron or, to the knowledge o.f 
Xeron, by any other parcy thereto • . 'l'ru• and complete copiea 
of all leaH• liated on 8chedul• J .23 (c:) o,f th• Xeron 
Dhclo•ure Schedule (including all amendment•, addenda, 
waiver• and all other binding doc\llDlftt• relating th•reto) have 
been made available to Chap.peake. 

(d) Except aa ••t forth in laction l . 23(d) of 
the Xeron Di•cloaure Schedule, xeron ha• not received y 
notice of or writing referring to any requirement• by any 
in•urance coq>a.ny that ha• i•ned a policy covering any part 
of any Real P,roperty or i..a•ect Pr..U•• or by any bo rd of 
fire underwriter• or other ~ mceroi•ing •iallar f unction•, 
requiring any repair• or work to be don• on any pai - of any 
Real Property or IA••ed Prtllai•••· 

:"1· .... 
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SECTIOlf 3. 2• M8DCS 0. CD'l'ADI •Anllll'l'I. ..itbar . 
Xeron nor any of iu afftllat.. or mw of their rempectiv• 
officera, director•, -.loyeee· or agenta or other. people 
acting on behalf of xeroa have (i) engaged in any activity 
prohibited by the United Stat•• Poreign Corrupt Practice• Act 
of 1977 or any otber •iailar law, r411'&1ation, decree, 
directive or order of any other coantq and (ii) without 
limiting the generality of the preceding clau.e (i), uaed any 
corporate or other f\IDda for unlawful contributiona, payment•, 
gift• or entertainment; or mde any unlawful expenditure• 
relating to political activity to government official• or 
other•. None of xeron or 8lllV of it• affiliate• or any of 
their reapective cUrectore, officera, ·eaiployeea or agent• of 
other peraona acting on behalf of Xeron·, ha• accepted or 
received any unlawful contributiona, payment•, gift• or 
expenditure•. 

~.-
SECTION l.25 DIIC?L08UU. )1o rtlPZ'••entation or 
warranty by Xeron or the .. llere in thi• Agreement and no 
atatement in any docu..nt, •chedule or certificate furni•hed 
or to be furniahed by the .. 11er• to CheHpeak• or any of it• 
representative• purauant to die provieioaw bel'eof or in 
connection with the tsaneectiaDe 90Dt91111Plated hereby, contain• 
any untrue atatement of ·-terlal· fact or a.it• or will oait to 
state any material fact nece•nzy in order co make the 
statement• herein or therein, in light of the cirCWll8tance 
under which they were made, not mialeading. 

SECTION 3.26 PUBCA. 

(a) Xeron ia not a •public-utility c~.· 
••that term ia defined ill Section 2(a)(5) of th• Public 
Utility Holding c~ Act of 1935, and th• rul•• and 
regulation• thereunder (th• "1935 Act•). 

(b) U'pon conauaaation of the llergei-, none of 
the Shareholder•, inc!ividually or in the aggregate, ahall 
con•titute a •holding cQllll)anY• with r.-pect to Cheaapeake, •• 
that term is defined in section 2(a)(7) of th• '1935 Act. 

(c) None of the Seller•, individually or in 
the aggregata, directly or indirectly owns, control• or bold• 
with power to vot:<• fiv. perc~t or 1110re of th• outatanding 
v~t:ing ••curiti•• of a ;public-utility coapany, •• that term i• 
defined in Section l(a)(5) of the 1tl5 Act. 

SECTION l.27 POOLDICJ DftllltS. '1"be repreaentation., 
warrantie• and covenant• of Xeron aet forth in the form of 
letter from Xeron to Cooper• • Lybrand, attached hereto aa 
Annex A-1, are true and correct in all material reapect• 
(except •• aucb matter• may be aul>jec:t to the control of 
Ch•Hpeake or ita affiliate•) • 

SECTION l . 2 8 YD.R 2:>001 • llba:ept •• Ht forth in 
Section l.28 of the Xeron Diaclo•~r• lchedule, Xeron doe• not 
rely on any eo~uter or infoZ11Atioa 9Y•t... or equipment that 
will not operate or perfora properly uaing date• for J uary 
1; 2000 and beyond. 

SECTION 3.29 JCNOWLEDGS. Th• Phi"••• •to the 
knowledge of Xeron• meana to th• knowledge of Xeron or any of 
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··. f. :: Aa'l'ICLll IV : ....... ': 

RBPRUD'l'At'J:CllS ARD WAIUtAM'IU OP CHUAPIWtB 

Ch••apeake repr••ent• and warrant• to the Seller• a• 
follOW8: 

~~- ... 
SBCTIOH •• 1 COJU!a.ATS OllllMJIIl&TlOll. Sach of 
Cheaapeak• and CPK-aub-C i• a corporation duly organized, 
validly exbting and in good etanding under th• law. of th• 
juri•diction of it• incoxporation and ba9 all requi•i te 
corporate power and authority .to own, 1 ... e and operate it• 
_propert.iH an4 to carry on 4t• bueiMH u now being 
,conducted • . 'l'be Certificate of Incorporation and By•law. of 
Cheaapeake, aa currently in effect, are filed •• exhibit• to 
Chesapeake'• Annual Report e -rom 10-lt. Ch••apeake ha• 
heretofore delivered to tbe ,.ller• accurate and coaplet• 
copi•• of tbe Certificate of Inc-orporation and By-lawa, a• 
currently in effect, of Cbe8apealce. 

SECTION '. 2 CAPITALlZAftml. A8 of the date of thb 
Agreement, the authori•ed capital •tock of Che•apeake conai•t• 
of 12,000,000 •bar•• of Claa•...-Jc• COlmlOn Stock and 2,000,000 
•hare• of preferred·~· of wbicb t,517,778 •bar•• of 
ChHapeak• coa.cm Stock an ianed and ouutanding. All of 
•uch i••ued and out•tandtng aaaar.. of Che•apeake Common Stock 
are validly i••ued, fuliy paid .lad noaae••••able and fr•• of 
preempti v• rigbta. Aa of tbe date- of thi• Agr..-.nt, ( 1) 
163,637 •hare8 of Cheaapeake C:r w 8took .. r• b•uable upon 
exercise of warraata or atoak opti~' 21,700 •bar•• of 
Cb•••peake c~ Stock were i••ualtle in accordance with 
Cb••apeake'• Long Tera Incenti.ve Awarda Plan1 and 173,771 
ahar•• of Cbeaapeake Ccmmon at:ook ~ r•••rved fo.r i••uanc• 
under auch plana and (ii) there are $3,152,000 face amount 
convertible debt Hcuritiea out•tandtng that are convertible 
into 226,t55 •bar•• of C'lleaapeake COllllOD 8tock. Except a• ••t 
forth. above and in the Cbe8apeake financial •tatement• and 
other public filing•, or .. Jl9¥ be required in connection with 
ehe•apeak•'• ongoing acq\li•ition activiti .. , there are not any 
•h•r•• of capital •tock (or •ecuritie• llUbet.ntially 
equivalent to capital •tock) of Che•epeake iaeued or 
outatandincr or any 9Ub8cript1ona, optiona, -.rrant•, call•, 
right•, conve:rtible •ecuriti•• or other qr..-.nt• or 
commitment• of any character obliging Cbe8apea)ce to h•u•, 
tran•f•r or· ••11 Any- of it• •ecuritie•. 

SEC'l'ION ' • 3 AU'ftlOJUTY ULATIVS TO 'ftll8 AQPDMDft' •. 
Bach of Ch••apeake an4 CPK-1\&b-c ha• full ' corporate power and 
authority to ~ cute and deliver tbi• Atsr.....nt and to 
con•uanate the tranaactione contemplated bereby. Th• 
execution and delivery of thb Agr.-at mad th• con•wimation 
of th• tran .. ctiona cont11111Plated herebV baV9 been duly and 
validly authorised and AJIPCoved 1'y ~ aoarcta of Dire t .or• of 
CbHapeake and cn-lub-C ...s 1'y Clae9apeake .. th• •ole 
•hareholder of cn-8ub-C ...S no otber corporate proceeding• on 
th• part of Cb••~•k• or Cl'K•lub-C are nec .. ••J:Y to auLhorlze 
thi• Agreement or to c~te the traneact10ft9 •o 
conten;>lated. Thia ~t haa .._ duly and V« .idly 
executed and delivered by MCb of Che•apeake and CPK-SUb-C and 
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comtitut•• ·• V.li4 Md biadinlr •tr...-t of each o,f 

F ••PMke and cn-8\ab-C, •forcubl• againat . .. ch ot 
Hpeake and CPlt-~ in ~· witb it• terM. 

SBCTION '·' c:m8DTS ARD unovALl1 a10 VIOLATIClll. eept for the filing and recordati,oa of th• Article• of 
rger, •• required by tbe lllCI., alid the Certificate of 
ger; •• required by ~ DGCL, the tiling with the Delaware 

Public UtiUti•• Co••b•ion, and .. ••t foJ'th in Section '.' 
.,f the dhclowre •ehedu1e to · -be deHv.r.I to th• .. ll•r. 
~ior to the date of tbia AOr••11a't (the ·Che~ 

Dbcloaure Schedule•) , no :fUind with or notification to, and 
permit, author.iaat~on. COft9. •t, •. iver or approval of, any 
ammental Entity, la mceuuy for the c~tion by 
aapeake of th• tr~actiona aontaplated by thh Agr.-..nt. 

Except - ·~t fortb . in, -.ct ion C. • · of the Cheeapeake 
bcloaure Schedule, mither the execution and deU,,.ry ol 

b .Agreement by c:be~ or CK-auJ:>-C nor the con•umaation 
Cheaapeake and, CPK-SUb-C f>f tile tr1UWAction• conteq»lated 

hereby nor cC1111plianc:e by Cbe9~ or CPk-SUb-C with~ of 
be provbione hereof will (j) oontUct with or reeult in any 

each of any pl'O'Vi•ion of the ~ifia.t• of Incorporation or 
-lawa of Che8apeake or any of i'-' •.aMicliariee, (ii) re•ult 

in a violation or br .. ch of, or COD11titute (with or without 

E• notice or lap•• of t1- o.r 'both) a default (or give rh• 
any right of termination, .,....llation or acceleration or 

e.ult in the creation of any Li..a) under, any of the tllraa, 
· condi tiona or provi•iou of any note, bond, 110rtgage, 

-

ndenture, licenae, contract, aor•••'t or ·ottier inetrument or 
bligation to which Cheeapeake or ~ of . it• •ub8idiari•• ia a 
arty or by which any of tia.a or mw of their reapective 

properti•• or a•••t• may be bound or (~ti) violate any order, 
t, injunction, decrH, etatute, ·treaqr, rule or r~lation 

pplica!>le to c:beaapeake, mw of ·itll aubaldiad•• or any of 
ir properti•• or ••••ta. . . 

I BC'l'IOlf ,.5 SBC -.ORTS. Ch .. apeake ba• filed on a 
imely ba•ia all rttqUired form.. reporta ad doc:umenta with 

the Securitie• and ll:xcbange Commi•a!OD (•..::•) aince January 

I, 199' (collectively, the •cuaapeake SBC lteporta•), each of 
hich ha• coq>Ued in all -t•dal reapect• with all 
pplicabl• requirement• of tbe &ecuritiu Act of 1'33 (th• 

•secudti•• Act•), and tbe Securiti .. ll:xcbange Ac.t of 193' 

i the •Exchange Act•), ad the rulu and regulationa of the 
BC, .. ••ch ... in •f'fact OD th• dat• 80 filed. Ch•••pe•k• 
•• heretofore deU.,,.red to Xeron and the hll•r• in th• form 

filed with the SBC, ita U:> Anmaal a.port• on rora 10-Jt for 

l ach of the la•t three fiacal year• an4 (ii) al.l definitive 
roxy •tatement• relat,ing to Cbe•apeake ... tinge of 
harehold•r• (whetber annu.i or apac:ial) beld •inc• January 1, 

199'. 'l'be auclited con.olidatecl .Hnancial •tet-.it• and eudited conaoli4ated interia financial •tat-.nu of 
Hpeake included in the Che•apeak• 19: a.port• are true, 
rect and coqj)l•t• in all -t•rial re9P9Ct•• fairly pr•••nt, 

in conforaity with generally accept.,i accounting princip! e• 

l pplied on a conlliatent bHia (except u may be indicated in 
•not•• thereto), th• conaolidated financial polliUon of 
••apeake ·and it• conaolidated •ubeidiari .. •• of th• dat• • 

iEreof. and their conaolida&ed re8\11~ of operationa and ADO'•• in financial po•itioo .... cb9Dgea in etockbo- »ra 
ty and cHh flowa for the periOd• then end.s C•ub:lect to 
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normal year-end an4 M&dlt a4juatmmte in the· cue of any 

Cudited interi:a finmnclal ~tatementa)~ 

BCTION '·' CPX-SUB-C. c:n-IUb-C bu not conducted 
any operati0ft8 or lncnarre4 any HalUtlH or obUgation• 

•th•r than arl•ing un4ei: or in oormection with it• formation 
9nd th• tranaaction• cont:mlp1ate4 by tlala Aer•~t. 

'

BCTION 4.7 anar-..DU mau. All of the •bar•• 
f CheHpeak• Cc1 en Stock to a.. ia8'&94 in connec::tion with th• 
erger will, at the tt..e of 8UCh l88Ua11Ce, be validly h•ued, 

fully paid and nona .. uHble and fr• of prHlllPtive right• and 

i r•• of any adver•• liene •. ,claim, .~· or enc:umbranc:••· 

BC'rION '. 8 DISC'LOSUU. . llo r-.r••entation or 
warranty by. Ch•••s>eab in thl• Agr.-at and no •t•t-nt 

F.
tained in anv doc\llllftt (inel'*4in9 without UJlitation, the ••as>e•ke smc Report•), 8Cbe&ule or certificate furniehed or 
be furni•hed by Ch•••peake to the leller• or any of their 

repreeentativ•• pur•uant to tba pzoviaion8 hereof or in 
onnec:tion with th• tr.....tl- oant...,iated hereby, . containa 
y unt:cue •tat~t of material fact or Ollita or will. oait to 
ate any ma.terial fact aeaetl~ ill uder to make th• 

•tatement• herein or thereiD, in l~t of the cirCWll8tanc:•• 
1"14•r which th~ were made, not IU:•leeding. 

9sBCTION '. 9 ~LING llATTDS. tM repr .. mtatiou, 
warranti•• and covenant• of ~ ••t forth in th• form 

8>f letter from Qe•apeake to Cooper• • IMbrand attached to 
lt:hi• Agreement a• AnnexA-2 are tr\&e and correct in all 

material re9pe0te (except •• aucb •tter• may be subject to 

I
th• control of X.ron ~r it• affiU.C.) • 

ECTION 4.10 Aasm:s or CDTAD CllUOSI. SXC:ept .. 
and to tb• extent ••t forth in s.ctlaa • .. 10 of th• CheHpeake . f !~~lo•ure Schedule, •· 8ince Dec~. )1, 1997 CheHpeake ha8 

(a) •uffered any material AdverM Cban8•1 ... terial e•r•e Chang•• meana U> ADl' •teri:al cbange in th• nature of 
••P•ak•'• bu•ine••• ••••t•, financial condition, re•ult• of 
ration•, or prompect•, (ii) the lo•• of a contract which 

would have a material adver•• effect on Che•apeake, and (iii) 
P.Y change tl\at cr .. tu a •terial liaitation on th• ability 
~~ Cheaapeake to conduct it• bu•ine•• •• heretofore conducted1 

(b) agreed or planned, whether in writinlr or 
1>therwi••· to take aey action deecribed in thi• Section. 

"sBCTION '.11 AUDITSD PIDllCIAL STATDllllTI. 
CheHpeake •hall have furniabed to Xeraa prior to th• date of 

t hi• Agreement copi•• of Cbe•apeake'• Pora 10-x for the ti•c:•l 
ear• 1995, ltt• and 1tt7 filed wi-th tbe lecUriti•• and 

Exchange Conni••lon. 
. . 

• BCTION C. U NO lJRDISCLODD LJMU.ITIU. 8xcept a• 
~ to the extent provide4 in the· Ch•••peaJc.e nc a.port• or 

Section 4.12 of· th• Che•apeake Di•olo8'U'• lcbeclule, Cb• apeaJc 

f o•• not have any material 11a))l11ti•• (Whether conti no.nt or 
b•olute, direct or indirect, Jc:nown or unJcnOtftl to Che apeake 
r matured or unmatured) not fully reflected or fu.lly r•••~ed 

I 
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again•t. in th• Cbuapeake finanaial ata~t•. 

i.:BCTION '. 13 llO DBPAULT. axe.pt u Ht Coi-th in 
-Section '·13 of th• Ch•••PMke Dimclowre kbect.&le, Cb•••PHk• 

i• not in default or violation (and no wet- ba9 occurred tbat 

~
ith notice or the lap•• of tllle or both would conatitut• a 
efaul t or violation) of ~ •t.erlal tera, condition or 
roviaion of (i) it• Certlficat• of ~ration or it• By­

Lawa, (ii) any note, bonct, 110r~, ~t\ln, Uc.nae, 
•ontract, agreement or other ·1-~t or •. \ligation to which 
lll=h••apeake i• a party or by ~ Lt or ~ oC it• properti•• 

or aH•t• are bound, or CU!) Ul.V order; wit, injunction, 

~
ecree, •tat.ut• •. rule or, regglation .;pUcabl• to Cb .. apeake 
r any of it• properti•• or u•et:a, unl••• nch default would 
ot have a materia:l adver•• effect on C'be•apeake. 

EC'l'ION '.14 L.ITIGA'l'lmf. ·.··:_ Sla:ept .. ••t fo.rth in 
••apeake•• SBC Report• or in Section '·1' of the ChHapeake 
•clo•ur• Schedule, tber• i• no •terlal action, auit, 

proceeding, arbi,tration, or i.IWMtigatlon P9ll4lng or to th• 

et of Cbeaapeake • • Jmowl..,_, tlanat--4 by or before any 
ernmental Entity invo. lvU.. CbHlll 111Da or any O·f it• 

opert.iea or u•eta. Sia:- u .- forth in CbM~ • • SBC 
Report• or in Section. '·1' of the eta.a~ Diacloaure 

l chedule, n.ei ther Cbeaapeake nor any of it• material 
ropertiea or ••••t• b aubjeot to may ordc', writ, judgment. 
njunction, decx-, deterainatton or .-rd. 

EcTION ,.15 COHPLIANCS WITH APPLJ:eAmOS . LAW. 
cept .. Ht forth in a.ct.ion '.15 of ~ Che•apeake 
•closure Schedule, th• ._in••• of Cheaapeake ha• not been 

conducted in violation of may applic:dl• law, ordinance. rule, 

l egulation, deer .. or oEder of any Governmental lntity, unl••• 
uch violation would. not reault ln a material a«v'•r•• effect 

on Che•apeake. Cheaa:pea.ke bolda all pemlta, licenaea, 
variance•, ex~ti.ona, order• and approval• of all 

aGvernmental Bnti,tiea neoe88&ry f 'or tbe lawful conduct of it• 
9"iaineHea (the •Chea~ ~t.•) and i8 in. CQlll)liance 

with the terma of th• ctie.ap1ake Pe.rlliu, unl••• th• failure 
obta.in any CheaapeaJt• Penait• or· be in c0111Pliance therewith 
1 not reault in a mat.•ial adver•• .eff4'C,t on Cbeaapeake. 
ept •• •et forth in S.Ctlon '·15 of the Cheaapeake 

Dbclo•ure.Scbedule, Cbeaapealc• baa not received an,y 

f. tif ication of ~ u•erte4 pr••ept o,.- pHt failure by 
Hapeake to C:Oll!PlY •lth aucb law, rul,ea or regulation• or 
ch ChHa.peak• Puaita which have not been pr.vioualy cured, 

and there i•, to the kno!tledcr• of Chesapeake, no pending 

f.dit, investigation or othex" review by any Governmental 
tity t .o deteraine the exhtence O·f 9'W ' •tolation of •uch 
w•, rule• or regula.tiorw o..: •uch Che•ap9a'k• Pend. t• • 

• ECTION 4.16 TAXSS. 

1111\a) To· the knowledge of C'beeapeate, Cheaapeake 
ha• duly filed with th• QPzioprJ.ate gav9rwtal a·uthodtiH 

~
11 Tax Return• (•• dtlfine4 in a.atioa ,.H(c;)) required to be 
iled by it for all pedoda endJ.119 on or prior to t he te 
•reof, and •uch Tax Jtet\lftUi ue tzue, corirect an4 oq>let• ·n 

,
11 material r••.S>ect. a, and UU dulV paid in full a Tax .. 

I 

•• defined in S.Ction ,.11Cb)) due in connection with oc with 
espect to the filing of heh 'l"ax Jleitu.rna and ha• paid all . 

"· 
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other Taxe• •• are 4\ae, aeept nola u are )i)eintr conte•ted in 
good faith by appropriate proo..aintt and wigh re•pec:t to which 
Che8apeake 18 maintaining r•HrV98 ~te for their ~t. 
Neither the Interl)&l ..,,_. lenioe . (~ ,•'ZU•) nor any 
other governmental entity or text119 nt:Mrlty or agmcy 18 now 
aHerting, either throup awUt.8, a*5tnbtrative proc:eedil'89. 
court proceeding• or otherwi••• 91: thr•t.U. to ••••rt 
again•t any deficiency or clal.a for adllitional Taxe•. 
ch .. apeak• ha• not been grant.CS mJ11 •i,,.r o·f any •tatut• of 
lindtationa with r•8P9Ct to, w mJll ~en11ioo of a period. for 
th• •H••11ment of, any T.- that 1- purr•tl.y in effect. ' There 
are no tax liena on any u••t8 of .. apM)ce. Ch•Hpeak• ha• 
not received a ruU~ or en.teftMI into an agre-.nt with the 
IRS, or any other govenmerJta1 entity or taxing &lltbori ty or 
agency that would haw. a •t•rial lldwer•e effect on Che•8P9•k• 
after the Bffect·ive !l'ime. -'l'b• accrual• an4 r"•rve for Tex•• 
reflected !A CheHpeake.'• moet recent- balance •beet included 
in. th• Ch••apeake SBC ~rt8 are adequate .to cover all TaxH 
accruable through the date. thereof .(i.acluding Tax•• being 
cont••ted) in accordance witb ,......rally accepted accounting 
princlpl••· Sxcept lor ~ and it• .W.lc!iari••' 
interc~ tax allocatiaa .._.1spsnt•, no agJt'....nt• relating 
to allocating or 9baring ·of ,._ • .U•t llllOftV Cbe•apealt• and 
iu aubaidiariH and. no tax Wtmlti•• given by CheH~ h 
connection with a aale oC •t9Cle or u••t• r .... in in effect. 

(b) For purpo•• ot tlal• 8ectioD, the t•na r 

•Tax••• •ball mean all tax.•, including, without limitation, 
income, gro•• receipt•, exc;i•e"_propsty, •~l••· withholding, 
•ocial ••curity, occupa.Uon, u.e, .-vice, ••rvice uae. 
licen8e, payroll, fr.nabiae, ·tr-'- and racording taxea, 
f••• and c.bargff, windfall prof.lta, 8e¥9Z'UC•, cu•·tom8, 
~rt, export, -.ployment or •illllar taxe•, ~barge•, f•••· 
leviH or other a••••-..nta ~ .. by. the Qllted Stat••· or 
any •tate, local or foreign gov~t oi;· .ubdiviaion or 
agency thereof, whether COllplted on a •eparate, con•olidated, 
unitary, combined. or any other ba•b, an4 nc:h t-::rJU •ball 
include any intere•t, finea, penalti•, or additional amount• 
and any inter••t in r•8P9Ct to any additiOA, fine•, or 
penaltie• attributable or bipO•ed or with H8P9Ct to any auc:h 
tax••, c:barge•, fffa; levi•• or ol:hei- u•••.-it•. 

(c) For purpo••• of tbi• Section, the term 
•Tax Return• •ball mean any return, report or other document 
or information required to be wwlied to a ·taxing autbori.ty 
in connection with Taxe•. ·~ · 

S.BCTION '.17 LABOR ~TIOllS. A8 of the date 
hereof, there i• no material •trike or other l.ix>r diaput• 
pending againat Cha9apeaJte. Biile.pt u previoualy dhcloaed in 
writing to Xeron, .no officer of eb•ltl'•ake ba• notified 
CheHpeake of any plan. to terminate hi• -.ployment with 
CheaapeaJt,•. · 

' 
SECTION 4..18 RBLA'l'BI> ·PARTY ~I. S)Ccept. u 
Ht t:orth in Section ,.18 of tbe CbeHP9ake Dbc:lo•ur• 
Schedule or the Ch••~• nic &eporta, Chnapeake • no 
agr•ementa, arrang..-nt• w ~t..Dt• with r•l a·t d parti•• 
<including 1bareboldel;I•, 41.reo~r• 9Ad officer•) , other than 
the related-Party a~.-nta deecriJMd in .. ction t.21 ot th• 
CbeHp~ake Dbcl.oaure &chedule. Bxcept a• set forth in .. 

~ .~~. 
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Section ,.18 of the Ch••apeake Di.alo.ure lcblidule, each of 

f.• related-party agr-..nt• ... mt.red into between 
Hapeake and the party thereto on an ua•·• length ba•h on 
rm8 l••• favorable to c:hff....- than it could obtain from 

an unrelated third party. · 

.BCTION '.19 ~ or ~ PAYllDITS. Neither 
~apeake nor any of it• af filiat•• or any of their 
rempectlve officer•, director•, 111Ployee• or agmt• or other 

ople acting on behalf of Clae•~• have (i) engaged in any 
tivity pr. ohibited by the ·United ltatH foreign Corrupt 
acti~e• Act of 1977 or -.v other •lailar law, _ regulation, 

Erff, directive or order of any other country and (ii) 
bout limiting th• generality of ~ preceding clauH (i.) , 

ed any corporate or other fun49 for unlawful contribution•, 
payment•, gift•· or entertainllent~ or .. cS. any unlawful 
ixpmd~turH relating to politi-1 activity to govenpmit 
fficiab or other• • . Jloae of Cbuapea.ke or any of it• 
ffiliat•• or any of their rupec:t4ve clirectorm, officer•, 

en;>loyee• or agent• of other pu:eOD9 acting on behalf of 
~••apeake, h .. accepted or received any unlawful 
.. ~ntribution•, pa~t•: , gift• or expendit~e•. 

SBCTION ,.20 ~ MftSU. Slmept a• Ht 

f.rth in the Ch•••~ Di•clo.ure Sahedul• or in the 
esapeake SBC Report•, to ~•apeake'• knowledge Chesapeake 
s no material liabiliti .. rel~iag to environmental matter•. 

t • .~ ... 

• EC'l'ION ,.21 CCltf'1"RACTS A11D CCWl'NmrS. 8xcept H 

11:~~~!~ in Section 4} 1 of the ChH~ Dbclo•ure 

l a) Ch,e•apeake i• not r••tricted by agr~t 
rom carrying on it• bu•iMe• anywhere in the world; . . 

~ . -
b) Che•apeake ha• no obligation with r98Pfft 
o borrowed JD0119Y, includ.S.Dlr .debt O!>Ugation. of its own or 
arantees of or agreemerat• to acquire ~ debt obligation of 

others not reflected on the Che•apeake financial statmaent•1 

.( Che•apeake ha8 no ~~ of. attorney 
outstanding or any obligation• or liabilltle• (whether 

l bsolute, accrued, contingf'ftt, or othend.••>, a• guarantor, 
urety, co-signor, endor•er, co-maker or indemnitor for th• 
bligation of any per8on, corporation, partner8hip, joint 

venture, a•sociation, organisation, or other entity not 

l eflected in the Che•apea);te financial •tatement•. 

ECTiON 4.22 KNOWLBDQS. The phrase •to th• 
knowledge of Che•apeake• meam1 to the Jmowledg• of Ch.e•apeake 
Ir any of it• officer•. ;_,. 

MTICLS V. 
COVBNANTS 01' XDON AJID OW.BU lch Of the S•llar• covenant• and agr .. • •• followm : 

hTION 5.1 CONDUCT or BUSlNU• •SNDIHO '1'HS KIROD. 
llxcept as otherwise •pecifically ~ovided in thi• Agreement . 

I 
. -- .(". 

~l;E':~:t"c·'': · ......... _, 



I 
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or •• othuwiae cona•ted to in writing by Cbeaapeake, frOll e date of tbb 'Afrramort to tbe SHeotive .Time, xuon will 
and the Sbareholden vl11 CH8e XU. to) conduct lte 

rati008 only in tbe orclicuy WMS uual eourH of buineH 
·· and conabtent with put pr~ic•• and will Pl'•••rv• intact 

I t• pr•••t bu•ine•• oxgani .. tioa, take all r•••onabl• effort• 
o keep available the aesvlCH of· 'it• preaent officer•, 

miploy••• and connltut• ...S preaerve itm pr•ent · .. 

fiationahip• with Ua-.or•, ucma ... , cu•t011er•, 1N11PU.era, 
loyH•, labor ozVmi .. tiona 11114 other• with whoa it ha• a 

gnificant budnet1• ralatiould.p. Without Uaiting the 
generality of the foregof.ng, llDd except •• otherwi•• 

E ifically provide4 !ft thi• Acss••••nt or .. ••t forth in 
ion 5.1 of the Xeron Diecl.,.... Schedule, Xeron will not 

ectly or izldirec:tly (and tbe ,.._ebolder• will cau•• Xeron 
not to), frcm the date of thi• Agn n at to the Effective 

l ime, without the p&"ior. writt~ _ c-.ent of Cheaapeake: 

a) adopt any amendment to or otherwi•• change 
it• Article• of Incorporation or ~i.aw. or other 

llrganizational documant•1 

~b) authorise for iaa\laDCe, .aie, pledge, 
diapoaition or encwlbrmce, or 1 ..... ; •ell, pledge, di•po•• of 

encumber (whether thsouQll tbe i•liuw• or granting of 
ioM, warrant•, c~C-t•, •••iptiOll8, . ight• to 
cha••· convertible •ecuriti .. or otbe&wiae), any capital 

•tock of any cl••• or any other ..-cn&ritl .. of, or any other 
~erahip int•r••t in, Xeron or amend any of th• terma of anY 
~uch ••curiti•• or agr....nta outatandi~ on the date hereof1 

(c) reclaHify, comb~, as>Ut or a\awivide . 
~Y •bar•• of it• c.pi~ •tock, d9Q1are, ••t aaide or pay any 
8ividend or other cliatribution (whether it1 cub, ••curiti•• or 
property or any combination thereof) in rea~ct ,,f any cl••• 

r/r •eri•• of it• capital •tock1 

•d) red ... , pureba9e or -otberwbe a~re, or 
p~opo•• or offer to r..S..., purcbae• or otberwi•• acquire, any 

f ut•tanding •~•• of Xeron COlllDOD 8tock or other ••curiti•• 
f Xeron; 

( e) organize aft¥' new a\lb•i,diary, abqgire any 

l apital •tock or equity aecur. iti••. o-t may corporation or 
cquir• any equity or owner11hip intere•t (financial or 
therwi••) in any buain•••1 

) (i) incur, •Hu.me or. PfllNly any -t.-ial 
ability, including without 11-it.tiOiJ, ~· indebtedn••• for 
rrowed money except in the o~ .cour•• o'f tNdn••• and 

coMbtent with PA8t practice1 (ii) .. ._, guuantee, endor•• 

I r otberwiH become liable or ~eapon8il>l• (whether directly, 
ontingently or othervi•e> for· obligationa of any third party, 

UH> make any loana, advancu or capital cODtributicnw to, or 

i nvHtment• in, any third. ~' CiY) mortgage or pledge any 
t it• material properti•• or ••••t•, tangible or iatangible, 
r create any material Lie.n th.reupon other than P•rai.tted 

Lien•, or (v) authorise any new ~ital ~itur•• which, 
sndividuaUy or in the a9~t•, u• in exc:••• of $25,00 1 

Ilg) licen•• (except to end uaera in tJMt · 

I 

--.. -
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ordinary cour•• of bu•lDMe, OODa!ft•t wf.t:Ja. peat. practice and 
pur•uant to a wdttm Uawe -.r••int) or otbenrb• 
tranafer, di•po•• of, pezmlt to lap8e or otberwi•• fail to 
pr•••rv• any of Xeron'• llate11-9al Property, or diepo•• of 
or diacloae to any $)91.'8C!ft an.v trea. eecret, tor.ala, proc••• 
or know-how not t.hal"etofon a -tter of publ:1-c knowled9•1 

(h) ant.er into any agre-.it, CGGtr•c~. 
conai.tment or traneacti on ptbar tban ln the ordinaxy couree of 
bu•ine••, con•i•tent with P119t praotle .. or that would be 
required to be included in SectiOD J.11 of th• Xeron 
Dbcloaure Schedule if mtered' in.to· prior t .o the date of thh 
Agreement; 

(i) incr•••• the coaipenation payable or to 
become P•Y•~l• .to it• offiaer• or .-ployee8, except for 
increa•e• in ealary or wag .. ·of aan-officer eaployeee of Xeron 
in accordance with paet practU.., c ,grant any eeverance or 
termination pay or •tock optl.. to. or enter into any 
e=ployment or severance agr.-it '4-th, an,y director, officer, 
or ot:her eq>loyee of Xeron, or •tabU.•b, adopt, enter in.to, 
or amend any collective J:aarpild.Dtr, )»Gau•, profit •haring, 
thrift, coapenaation, •tock opt'i•, reatricted •tock, penaion, 
retirwnt, deferred c...,_Hticm, -.i~t, termination, 
aeverance, or· other plan, -.r••tnt, tru.t, fund, policy, OJ:' 

arrangement .for th• benefit of an,y cunmt or former 
director•, officer•, .: or .-10)'998r ;, 

\•; .. 
( j) cancel any debt• .,, or wiV., ni .... or , 
relinqubh any material contract right• or ot.her right• of 
•ub•tantial, value other than in tM ordinarY couree of 
bu•in•••· conebtent with paat practieaa1 · 

(k) authorize, recoa11....S, propo•• or •ter 
into or announce an intention to authorise, recoamend, propo•• 
or enter into an avre..ent ln principle or a definitive 
agreement with reapect to anv merger, coaaolidation, 
liquidation, diHolutioa, or l:lueinee• camldnation, any 
acquiaition of a material mlOUDt of property or .. ••t• or 
••curitiH, or any 4i8PQ9ition of a -terial amount of 
pr~perty or •••eta or aecuritie•1 

(1) make any change witb rempect to account$.Ae 
polici•• or procedure• in effect .. of 11ov...a.er JO, 1997 
except•• may be required by generally accepted accounting 
principle•; . 

(m) pay, dhcharge or aatbfy ~ olaiaa, 
liabiliti•• or obligatione (ab9olute, accned, a.•••rted or 
un••••rted, contingent or otberwi•e) other than the pallJMnt, 
diacharge or •atiafaction in the ordinary cOur•e of bu•in•••· 
con•i•tent with paat practice•, of liablliti .. reflected or 
reaerved againat in the Pinancial ltat--t• or incurred in 
the ordinary cour•• of bu•in••• conai•tent with pa•t practice• 
aince the date hereof1 or 

(n) conmit or agrff .(in writing or otMrwi•~) 
to take any of the for egoing .actiooa or -- aotion .. whi h wou d 
make any r~reaentation or warruty in thi• Agr.-.nt unt ru 
or incorrect, either aa of the date hueof or of th• Sffertive 
Time, •• ~ f made a• of auch time. · 



SIC'l'IOll 5. 2 TAX ftATUS , Auebolder• and Xeron 

Ell refrain fr• ulrl .. ur acti• tat vwlct illlpair xeron 
oa being de•e4 a •c• OOZporatlan for federal incoae tax 
rpoH• at the lffectlve TlM. -- · 

EION 5.3 ACCESS TO Illfo.llAftCll. Upon r ... onable 
ce, Xeron •ball afford' to' tlae offieera, employee•, 
untant•, coun•el, eari.rGCJ•rtal connltant• and other 

E
Hentativ•• of Cbe•...-ke, l'MeO'Wb'l• ace•••· during 

rmal buaineH hour• .s.&riftlr the period prior to th• lff.ctive 
, to all it• prope.rtie•, boob, contract•, ca..it.Mnt• and 

record• and, during a1ICb period, xaron •ball furni8h proq>tly 

f CheHpeake all infoir.ation conaeaaiag ita bu8in•••· 
operti•• and per•onn•l_, ... aa CIM!•~• may reaaonably requeat. 

SECTION 5., . HO 0SOLICITAftC.. · .. uen will not and 

I ll cau•• their affiliate• not to, and will cauae their 
•pectiv• officer•, clirec:ton, .. ior-a and agent. retained 
Sellen or any of t!leir aftiliat• not to, initiate or 

•olicit, directly or indirectly, any inquirie• or the maJdng 

I any propo•al with. re8P9(:t to, or engage in negotiation9 
ncerning, provide aiw infozmatlon or data to, or have any 
•cuHion• with, any '!'bird 7afty (U hereinafter defined) 

relating to, any public offerins of HCUritiu of, or . 

Equbidon, budne•• cc-blnatian or purchaa• of all or any 
gniUcant porti·on of the propes'tie• or uaet• of, or any 
ity intere•t in, Xeron Can •Acqlaiaition Propo•al•). 

Seller• and Xeron will i .. •4iately c:ea•• and cau•• to be 

Erminated any exi•ting activiti .. , 4l•cua•iona or 
otiationa with any 'l'bird •arty CODducUd heretofore with 
pect to &Ill' Acquidtion ~•al. Seller• and X.eron •ball 

immediately notify Ch••llP98k• if, aubeequent to th• date 
eof, any •uch negotlatiOD.8. , provi•ion of information or 

or di•cu••iona are entered into or .ade or any •ucb 
irie• are received in ~t tbareof, and •ball provide 

l t•il• with reapect thereto_,_ inc:luding the iden. tity of •uch 
ird Party and the price an4 t-- 'of any Acquiidtion 
opo•al. A8 u•ed in t!ll• Agr.-.nt, the teza •Third Party• 

mean• any "per80D• or •group··, u •uch t•~ are defined in 

Ftion 13(d) of the ..,.,,....e Act, other than Che••p•alt• or 
affUiate of Cheaapeake. . . 

SECTION 5 • 5 FURTHER IHPOJUCATIO!lf. A8 aoon •• 

.

acticable after •ucb information bec:oae• available, and in 
y event not later than thirty (30) day. after the end of 
ch fi•cal month, X.ron •hall provide to Che•apeake an 

unaudited co119olidated balance 8beet a• of the end of •uch 
1fnth and the related conaolidated •tatement• of re•ult• of 
lllf>9ration• and •tate1111nt• of caab flows for •uch period. 

SECTION 5.6 APPILUTU. Prior t.o tb• execution of 

118 Agreement, Xeron •ball deliver to daeaapeak• a letter 
entifying all peraona tdt,o ~ be d••tci, a• of the date of 
is A;-retm1ent, •atfiU.atu• of Xeron for p.irpo•u of Rule 1'5 

I der the Securiti•• Act. X.ron •hall ca~•• each penon named 
auch letter to deliver a written agr.-..t •ubstanti lly in 

e form attacbacS hereto u lxhibit 5.6. 

I 

ION 5.7 PUHCA. &acb Shareholder covenant• t hat 
ill take no action at any ti.. that will cau•e eh• 
•holder• to be d..-.d a •holding ca.pany• with rHpeet to 
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Che.apeake u that tena'ia definecl iA ..CtiQa 2(a)(7) of the 
1935 Act. With. reapect to Ch••ltP9911ie, each lbarebolder will 
act •• an individual and on bi• C*ll bellaU, and not in concert 
with or •• • group with 9DY other Sbareh01der or any o'th•r 
peraon. The covenanta contained in thb 8ectlon 5. 7 will 
continue with r•8P9Ct to a Sbarebolclar u long •• the 
Shar•holdera r ... in in the aggl'.,ate owner• of ten percent or 
more of the ouutancling voting •ec:udti•• of Cheaapeake. Thh 
Section 5.7 and any cla1- for breach hereof are not •ub;ject 
to th• limitatlona ••t forth in Article IX. 

SECTION 6.1: CONDUCT 01' llUSDIBSI nNDDIO TBS NBRGBR. 
Except u otherwbe 8P9Cific:tt11Y provided in thia Agre~t, 
a• di•closed in ita amc flllnga or P&' .. • relea•••· in 
connection with it• oagoillg eoquteltion progr... in connection 
with Che•apeak•'• c,,,,.,ea•ation progr .. for director• or a• 
othei:wbe conaented to ln writing by Xeron, from the date of 
thb Agreement to the Sffeati .,. Tt.M, dwaapeake will conduct 
it• operatJ.ona in the ordinur ... ueua1 cour•• of buaineH 
and con•i•tent with ~t practi098, will preaerve intact it• 
pre•ent bu•in••• organisatloa, taJat all r•••onabl• effort• to 
keep available the aervicea of ita preaent officer•, ..,loyH• 
and conaultanta and pre~ it• preaent relationabip• with 
licen•or•, licensees, CN8~a. 8UllPli•r•, -.;>loy•••• labor 
organizationa and other• with wba. it baa a significant 
budneu relation•blp, and will not 

(a) adopt any amendment to o~ otherwi•• ehange 
its Certificate of Incorpora.tion of By-law or other 
organiza.tional c!ocwnent•1 

(b) authorize for b•uance, · .. 1., pledge~ 
di•po•ition or encumbrance, or i•ne, ••11 , pledge, dispose of 
or encumber (whether through the bauanc• or granting of 
option•, warrant•, c~~t•, sumc:riptiona, right• to 
purcha••· convert~l• aec:uriti• or otherwi•e), .any capital 
stock of any cl••• or 9DY other •ecuritl•• of, or any other 
owner•hip interest in, C'be•apeake or .....S any of the tenu of 
any •ueh securiti•• or ,agr.-nt• out•tan4ing on the date 
hereof1 or 

(c) redeem, purchase or otherwt.e acquire, or 
propose or offer to r~, purcha8• or otheni•• acquire, any 
outstanding •hare• of Ch••apeake COlllDOD Stock or ••curities of 
Chesapeake. 

SECTION 7.1 RUJIOllAaLS D'f'Oa'N. lub;teot to the 
texma and condition• of thi• Agr...-nt, each of the partie• 
hereto agree• to u•• all r ... onabl• efforta to take, or cau•• 
to be taken, all acti OD8 , and to do, or cauae o de e, all 
thing• nec••sary, proper or advi•able to as•ure that all 
conditions to Clo•ing ••t forth in Article V%ll f thi• 
A;ree:men.t are ••thU .. u expeditiou•ly as possible 
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including, wi~t lbaitat~~' tM preparation and filing of 
all form., regl•tratione .n. ·notic•• required to be filed to 
con•UDDat• the trueactione o.at4111plated bez:eby and tb• taking 
of •uch actiosw ••are nee••~ to obtain any· reqvi•it• 
approval•, eon11ent•, ordera, ~ion8 or waiver• by any 
public or private tbird parqr. ·aam party •hall pr0111>tlY 
con•ult with the other with a-s-ct ·to, provide any nec••Nry 
information witb r-.pect to 9n4 provide the other (or it• 
counHl) copie• of, all filing• M4e by •uch party with any 
Governmental Bntity in connection with thi• Agreement and the 
tran•actioDll con~eaplated her~. 

SBCTION 7.2 uoms oa PDIDSU. ..eh of th• 
Sell•r• and Che•apeake repraaent•, •• to it••lf, it• 
•ub•idiari•• and it• affiliate•, tbat no agent, broker, 
inveatment banker, financial lldviaor or other firm or penon 
b or will be entitled to any broker'• or finder'• fee or any 
other comadalion or dllilar fM in, connection with any of th• 
tran•actiona contUl)lated by thi• Agr.-nt. Th• Seller• and 
ChHapeaJce agree to ind i fy alMS hold th• other harml•H from 
and againat any auch claima, liabiliti.e• or obligation• with 
respect to any broker' a or fs..ler'• f•••• comadaaiona o·r 
expenH• determine4 to be ow.4 .by tJa.- or l t. 

SECTION 7. 3 .190TinCAncm OP CDTADf llATTBRS. Th• 
Sellers shall give prompt notice to ctae.apeak• and CPJt-.Sub-c. 
and Chesapeake and CPIC-8ub-C mball give prOlllpt notice to the 
Sellera, o·f the occurr--=• (or naa-occurrenc•) of any event of 
which Sellera , Cbeaapeat. or CIS~IUb-c baa knowledge, 
reapectively, the occurrence (or non-occurrence) of which 
would be likely to cau•• any repre•ent:ation or warranty 
contained in thia Agr.-nt to be untrue or inaccurate in any 
reapect (including u of th•- Bffective Time) and of any 
failure of either party t.o comply with or .. tidy any 
covenant., coadition or agr..-.nt to be cQlll»lied with or 
aatiafied by it hereu.ader1 provided, however, that delivery of 

· any notice p\irauant to thi• 8ection 7 .3 •hall no·t limit or 
otherwbe affect tbe r-4i• ~vailabl• to either party 
hereunder. ;: 

SBC'l'IOH 7.' nu ~ a.rmsu. Whether or· not the 
Kerger ia con.-ted, all ·co•t• and a:penae• incurred in 
connection with thia Agre~t and the tranaactiona 
contemplated hereby ahall be paid by the party incurring •uch expen••• in the nor:llJl cour•• of buainH•. 

SECTION 7. 5 PDllTHD alaUU.llCU. After the Closing. 
Chesapeake and the .. ll•r• •hall froa time to time, at the 
requeat of the other party and without further co•t or expen•• 
to the raqueating party, execute and deliver auch other 
inatrument• of comreyance and traufar and take •ucb otber 
action• •• euch other party ~Y ~•onably requeat in or4er 
more effectively to carry out thi• Agrem111nt . 

AHICLI Vl.U 
ccm>J:'fl.cma 

SECTION 8.1 CONDlTIOHI TO UC11 PARTY'S OBLIGATION 
TO UPBCT TH& MDGD. 'l'h• reapeotiv• obligat ion of each 
party to effect th• Merger ehal1 be aubject to t h• 
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•ati•faction at or prior to the Sf feotl¥e Tille of th• 
following condttiones ·no •tatate, rule, r-.alat:ion, executive 
order, deer•• or ~llDCt.taa 1ball have been enacted, entered, 
promulgated or enf0-rce4 by ua,v united 8tat•• court or 
Governmental Bntity of competent juriadiction that prohibit• 
the con•umation of the._.... and ,•hall be in effect. 

SECTION 8.2 COHDITIOHS or oaLIQA'TIOHS OP 'l'llS SBLLERS. 
The obligation of the Sellen to eff•ct the Kerger 
i• further 8Ubject to the aa~iefa,ction at or prior to th• 
Effective Time of the follow~. conditiona, unleH waived by 
Sellers: 

(a) Th• repreaentation• and wrranti•• of 
Chesapeake ••t fortb in thi• Agreea.rit •hall be true and 
coi::·rect in •11 ·r••pecta u of th• date of thb Agreement and 
a. of the Effective Time Jexcept that reprHentation• and 
warrantiea that ar• ...,_ .. of a epecified date •hall b9. true 
and correct in aU T•9P9Ct• ·u .of such apecified. date). 

(b) Cheaapeake •hall have pertoZMd and 
complied,, in all reapec:ta, with -11 obligation• and covenant• 
required to be perf-ozmed r C-GllPliecl with by it under thiia 
Agremnent at or prior to t.,. affective TL•. 

. . 

(c) Chesapeake shall have obtain-4 all 
con.enta, approval•, authoriutiona and permit• required from 
thir·d partiea and any Goverrmmital Bntity (applicable to 
Cheaapeake and it• aubeidiariea) swc:••••ry tor the 
conawmiati.on, by daeaapealce of the tranaactiona contemplated by 
thi• Agreement. 

(d) Seller• •hall, have received from 
Cheaapealc.e an. officer•• certificate aubatantially in the form 
of Exhibit 8.2(d) attached hereto. 

' 
(e) The Stock ConaicSeration to be bned 
pur•uan,t to thi• Acrr~t •hall have, been Hated on the NYSE. 

(f) Chesapeake •ball have uecu.tecl and 
delivered the lett•r to, Coop•n • Lybrand in th• form of Annex 
A-2 attached hereto. 

(g) Ch•••P••k• •hall have delivered executed 
Employment AgreemeQta for J. Phillip Keeter and Earn••t A. 
Allen, Jr. in the fora of ~· B-1 9nd 8-2 hereto1 and 
ChHapeake •hall ;bave•deliV9red executed lflll>loyment Agreement• 
for Patrick, Armand, ~l s. Mendenhall, David Snyder and 
Marilyn Johnaon aatiafactory to th• parti•• thereto. 

(h) Ch•••~• •hall have eauaed the 
Shareholder• to be releued frcm their peraonal guaranties of 
the indebtedne•• of Xeron Uated on Scbed~l• 8.2(hJ hereto. 

(i) Prom the dat• of thi• A,gre..-nt ehrough 
the Effective Time, Cbeaapealce aull JlOt have •uttered • 
Material Ad~•r•• Change. 

SECTION 8.3 CONDlTIC*S OP OBLlGATIONS OP CHUAPEAD. 
The obligation of Ch•••P••k• to effec·t t .he Mer; r 
i• further •ubject to the ••tiafaction at or prior to th• 

.•· :~~. 
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lffective TIM ~i the follaid.Dg condltiou, unle•• waived by 
Che•apeakes 

~a~,' •. • 

(a) Th• repre•entation8 an4 warrantie• of 
Seller• ••t forth in tbb Agr~t •ball be true and correct 
in all rupecu •• of the date of this ~r--.nt and •• of tba 
Effective Time (exc:ept that repr••entation• and warrant!•• 
that are made a• of • specified date •ball be true and correc 
in all re•pect• a• of •ucb specified date). 

. . .... . ,·, 

(b) Seller• •hall have pedozmed and coaplied 
with, in all r••l)9Ct9.., aU: abligatione and covenanu required 
.to be performed or CClllplie4 with by it und:er tbb Agre ent a t 
or prior to· the Effective TIM • . 

<e> sell•r• . •ball have obtaiaed all con•ent•, 
approval•, autboriaati~ and "penlit• required from third 
partie• and 9"" ~ta1 lntU:y (applicable to Xeron or 
any of it• •haruol~a) ~llUY for . the couWNMtion. by 
Sellers of the tranaactione contemplated by ·thb Agreement. 

(d) The Stock TraMfer Re•trictiop Agreement 
dated Septelliber 28, 1tl7, a wn4ed or •upplemented, •ball 
have been tendnated in writing in accordance with the tenu 
thereof. · 

(e) Ch .. apeake •hall have rece,i.~ from Xe.,ron 
an officer'• certificate llUl:>8tantially in the form of Exhibit 
8.l(e) attached ber•to• . -

(f) Ch•••peak• •ball have rec:•1ved from each 
Sharehol·der. a cutificattt .W.tantiall.y in the form of 
Exhibit 8. 3 (-f) attached hereto • . 

. . 
(g) ChHape&ke 8ball U,,. rec:eiv.d fr~ Lowrey 
~ Millikin, .L.L.P., comwel to· the Seller•, an opinion 
•ub•tantially in the Cora of SXhibit 8.3(g) attached hereto. 

(h) ChHapeake •hall have receivwS froa ••ch 
of the Shareholder•, itw••~t ~epre•entation letter• 
•ub•tantially in tb9 fora of Bxbibit l.3(b) attached hereto. 

(i) Prom the date of thb Ag&>;.-nt through 
the Effective Time, Xeron •ball, not uve 8Uffered a Mat.erial 
Adverae Change. 

< j > All nec••Hry a~r.~18 · from the · Delaware 
Public Service COlllDi••ion regarcUng the i••uance of the shares 
of Ch••apeak• Coneon Stock •ball have been granted by final 
order. · 

(k) All right• of fir•t r•fU.al pui'SU&nt to 
th• Article• of IncorporatiOA o~ X.ron or otberwh• held by 
any Shareholder •hall have ·been waived or terminated in 
writing. · 

(1) All wai Ung periods •hall have opired 
and/or all nec•••ary approval•, authoriaationa, con en 3, or 
waiver• have been received for ~ c0ft8~tion of the 
t:ran•action pur•uant to th• Rart-Sc:ott-Rodino An ' trust 
Improvmnenta Act of 1111·, a• amended. 

~: ••• :. 1:_ 
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(•) X.ron aball ~ executed and delivered 
th• letter to coop9ra ' Lybrand in th• fora of Annex A-1 
attached hereto. 

•· 
(n) Cooper• 6 ~ucl .Ull have delivered to 
Che•apeaJce u oP!n!on letter confiralng that tb• -rger may be 
accounted ~or .. a pooling of inter••~ under the requir-..nt• 
of Accounting Principle• 9ou4 Opinion (An) llo. 1', Buein••• 
COlllbinatiou, and tM ~•ted publiabed interpretation• of th• 
American Inetitute of certified tublic Accountant• and th• 
Pinancial Accounting 8tandard8 mo.rd, and th• publi•hed rul .. 
and regulatiOG8 of tM Sec:urlti .. and Exchange Coanbdon. 

' ' 

(o) Th• Sellers •ball ~· delivered executed 
Employmmit Agr._.t• for 3. Phillip Xfft•r and Barne8t A. 
Allen, Jr. ·tn the fora of Alma.• B-1 and B-2 hereto1 and the 
Seller• •ball b&ve delivered executed -loyment Agre-nt• 
for Patrick s. Aaland, Carl B. Mendenhall, David Snyder and 
Marilyn Johlwon •atbfactory to Che•apeake. 

(p) Tb• Seller• •ball haft provided CheHpeau 
wi th nch reprea•tatlOD8 and evidence a• Che•a·peak•'• coun•el 
advi••• are nec...ary or appropriate to •n•ure COllPliance with 
applicable federal and •tate •ecuriti•• law•. 

AtlftCLB IX 
SDRVlVAL MID DDlllllUICATION 

SBCT:tOH t.1 SURVIVAL or aan&SBlft'ATIONS AND 
WARRAlft':tU. All •tat-..nu, certification., repre•entation•, 
and warrutie• providil4 for herein •ball •urvive beyond the 
Effective Tille and cantinue ·in full force and effect at all 
time• a• provided in tJai8 Article ZX (and •ball not in any 
manner be affected or illpai~ed bY the conawmation of th• 
tranaactiona conteac>lated by tbi• AgrHment or by any 
investigation made by or cm bebalf of any part.y) until th• 
termination of tlai• Agr.-it p.arwant to Section 10.1 or th• 
period for identifying a claia of breach or default pur•uant 
to the limitation. pre•cribed under Section t.2(d)(i) and (ii) 
•hall have expired. 

SBCTIOB t.~ DmmDII.PXCATIOR. 

(a) INDP1GII'l'Y BY CB&SAPBAD • . Cbenpeake •hall 
indemnify and defend and hold Mcb Aareholder ba.rm.lH• from 
and again•t all ciat.., HabiUtie•, daaaf••· loHH and expen••• (including r ... onaitle attorney•' f•••) of every kind 

. and character (excluive bo•ft'ar of any amount• covered by 
Section t.2(b)) re•ulting fre111 or relating to or ariaing out 
of the inaccuracy, nonfulfi11-ent, nonperformance or breach of 
any repr••entatioa, warranty, covenant, agreement or 
obligation of Che.apeake contained herein. 

•' -~~·· 
(b) lNDDINI'l'Y ft ftS ~. lacb 
Shareholder •ball. ibdl1mify and cl9fen4 and hold Cbe•apeak• •nd 
it• affiliate• hazal .. • ,,,_.. and agaln•t all claiall, 
liabUitiea, daalag .. , loH•• and mcperwH (including 
reaaonable attorn_.• fff•) of -"•Z'Y kind . d c ac: t e r 
(excludv• however of 8"Y' UIO\llJta covered by Sec ion .t . 2(a)) 
incurred by ch .. apeaM and it• a"ffili at .. and ,..ewlting from 

~-· 

, 
·' l 
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or relating to or .ari.•inlr out of the inaccuracy, 

~
nfulfill..at, ......,..anc:• Or ••ch of any 

epre•entatlon, warr~, covenant, avr•~t or obligation of 
• Seller• contained herein. · 

•c> THIRD PA&ft CLAJU • . If a clafa for which 
~ification .. Y be •Ouoht undar thi• •~tion t.2 i• 
aHerted by third parti• (including any envir~tally 

m:ated r-4ial or c1ean •work) (the •T'hird Party ClaU...•), 
h .Third Party_Claia will be•.Uject ~o th• following teriu 
eondi tion8: , . ,;: -

I 
I 
I 
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I 
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(i) upon.' receipt of writtm ~tic• of any 
T'hird Party Claia u•erted a,gaiut, impo•ed upon or incurred 
by CheHpeake and iu affiliatu or th• Shareholder•, a• th• 
ca•• nl4lY be (th• •tad 1Uie4 Party•), the party frOlll whom 
indmaftification b eough't (th• •Iftd9mifying 'Party•) may, at 
it• own expenee, participate in Mid, upon. notice to the 
Inc!eamified Party underta>te th• defenae thereof by counael of 
it• own choo•ing, wbich c~•l ehall be reaaonably 
•atbfactory to the Z:nd ... Uied Party, provided that, if in 
th• ~!fled Part.y'• r..._amble j~t a conflict of 
intere1t -ir exbt·betwem 8UOJl ina-.Uied Party and th• 
InCSennifying Party with n..-t to nch Third Party Claim, 
•uch I~ified Party •ball be entitl.ed to ••l•et eounHl of 
it• own ehooaing to defenlll the Tbird Party Claim (with th• 
fee• and coet.e of nch couiwel being at tbe Indelllnifying 
Party•8 eol• coat and eJCP111118•)1 · 

(ii) if (A) 'Wiebin a reaeonable time after w.ritten notice 
to the Ind..anifyift8' Party of a Third Party Claim, the 
Indemnifying Party fail• to notify th• Indemnified Party 
that. it will a•aum th• def'mee of th• Third Party C.laia 
or {B) within a reaeonable ti.lie after written notice to 
the Ind..Ufied farty of ft. intention to undertake th• 
defeMe of any 'l'bird Party Claim, the IncSmmifying Party 
faih to defend ,the IndewaUiecl Party, th• Indemnified 
Party will bave the dgbt to undertake the defenae, 
c~romi•• or ••t.tl~t of. euch Third farty Claia 
for· th• account end at the riek of the Ind1 r aifying Party1 

(iii) anything ln thb 8ac:.tion t.2 (c) to the contrary 
notwithetanding, if ~· i• a rea•onal>l• probabilicy in th• 
Indemnified Party'• judgpent that a claim may materialty and 
adv•r•ely affect the Indrnnified Party, other than •• a rHult 
of money damasr•• or other money payment•, the Indemnified 
P•~ty will have the rlg'ht to defend, co•defend, c0q;>romi•• or 
••ttl• auch Third Party Claim (with full diaclo•ure of th• 
propoaed ••ttlement tez:me being given to the Indemnifying 
Party prior to ••ttl-.nt thereof) by ••lRting couneel of it• 
own chooelng (with the f"• and coat• of •ucb counael being 
the Ind..,Uied Party'• •ol• coet and experuse)1 

(iv) th• Indemnified Party ehall cooperate fully in all 
reaeonabl• reepeeta with the t1'd •Uyino Party in any euch def.nee, 
C0111Promiee or ••ttl~t iac:lwling, without !iaitati n, by 
making available to the lnd...,.tfying Party all pertinent 
information and all .boob and recorde under th• control of the 
Indemnified Party1 

(v) the In4e111nifying •arty •ball not CQllll>roaiae r HtU• 

•'r. 

."·~ '• 

., 
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any •uch action, nlt, proceeding~ claia or ~ without 
th• prior writt• approval of the lnd-ified Party1 provided 
that, if GOia prior wrltt• approval 18 unrea•onably withheld 
by the Ind 1tfied Party, the UabiUty of the Ind11nifying 
Party with re1911:1t to nch action, nit, proceeding, claia 
or d~ •ball be u.lted to the uiount of th• ••ttl.-nt 
reco&IDeftded by tM ~Uying Party and not approved by 
the Ind-.iified Party. { 

(d) LillITATICU. 'l'he Ind..,lfied Party lball 
have no. clda for ~fication hereunder or other clai .. 
againat the IndMntfying Party witb. reapect to thb Agrewnt 
(other than a claia ari•ing out of the knowing, fr udulent. or 
intentional breach of ..v provi•ion of thi.• Agre~t) unleH 
•uch claim i• ldentifieds 

~ .::_:, 

(i) with re.pect to cla.ia8 relating to 
S.Cti0ft8 J.11 8IMI •.1s within the relevant 
•tatute of lillltationa for ..... ament and 
collection of edditional taxe•1 or 

( U) witb ft9pect to all other claiaa, 
within ti.. earl!~ of 

(A) one (1) )/ear following the affective Time 
or (8) the date on"'Wbich an independent audit 
report on CbeApeake i8 laaued which reU•ota 
the l(erger. 

If •uch a claim for ind_.ification or •uch other rec:ourae h 
not identified in writing within th• awropriat• time period 
provided~/ e1ICh claia aeainat and right to 
indmmi-fication fro. the Inch ii fyJ.no Party ahall be dfflll8d 
rel ... ed, waived aD4 relinqui81ae4 for all purpo•e•. 
Hotwithatan41ng any other proviaioru1 of thi• Section t.2 or 
other proviaiona of thi• Agreement to the contrary (except a• 
expr•••lY •tated in Sect.ion 5. 7 and Article XI hereof) , no 
indemll.fication •ball be payable to an Indemified Party by an 
Indmmifying Party ual•• the total of all clailu for 
indemnification by an lndemnU.led Party under thb Agreement 
•ball exceed $500,000 in the aggregate, whereupon th• exc••• 
of th• amount of •ucb claima over $500,000 •hall be 
recoverable in accordance with the te1'1118 hereof, •Ubject to 
th• maximwa amount• ••t forth in .. c:tion 9. 2 <•>. 
(.) MAXIMUM AHOUllT or IJU>DOIInCA'l'IOR. 'l'h• 
max!Jnum amount pa)rable to Cbe•apeake by th• Shareholder• in 
th• aggregate pu.r•uant to thi• aection t.2 •hall be $500,000 
and th• maximua IUIOUftt payable by Mch Shareholder •hall be 
•uch Shareholder'• proportionate CNaWr•hip percentage of the 
out•tanding Xeron Cc oa •~k t-atiately prior to th• Nerger 
multiplied by $500,000. Tbe maxim• UDOUDt payable to th• 
Shareholder•, in the aopr .. ate, by Cbe•apeake pu.rauant to thh 
Section 1.2,. aba.11 be $500,000. llotwitbatanding the foregoing 
providona, the rupective -.'lfi•• ..ount.• •hall not be 
applicable to aount. -4 arbiftr out of th• knowing, 
fraudulent or intmtional breach of any providon of thia 
Agre..-nt by an Ind9mifying Party. Pvrt niore , n no •vent 
•hall Chea.,.ake be o!»Ugated to~ the lb&r lder • y 
indemnification if th• market price of Ch.. uke cciamon Stock 
to.r the i .. t day of the precMing IDOftth end i • U 7 'Pltr •bar• 



or above, a• ad:lu•ted for •tock epllt•, •tock dividend8 and 
~lar eventa. . 

"f) RBDIBURSBllDIT Df 8'l'QCIC: .... ~. ·due to · 1 .. •peake under thia Attiale D .taall be pai4 Hr•t in 
.. apeake cmmon atoek and, .~ tbe extent the Shareholder. do 
t hold aufficient •bare• of Cbe•~ COllllOD Stock to pay 

th• amount due, then in ca•b. Por purpo•u of thb Section 
.. E2(f), .th• value of nch Che•~ CamlOn. Stock eball be 
· t ,o be the clo•ipg, price of ~ke CcmlOn Stock on 

•New York Stock SlcChUge on the .day the affective TiM 
occun (or the next nccetidJ.ng trading day on which •bar•• are 
~ld if none are •old on the day th• Bffective Tiine oc ur•) . 

AATICL& X I TDllDIATIClf AllD AlA111GIBIDIG1D11111mr11rrrr 

'EC'l'ION 10.1 TBRICDIATICllf. Thi• Agre-.nt may be 
texminated at any time prior to th• Sffectiv• Time: 

'

•> by mutual con•.ftt of Cbe•..,..-e an4 th• 
eller•; 

llb> by either Ch••apeake or t.h. Seller•, if 
llhe Kerge·r •hall not have been ~ted before Kay 31, 1998 

(unl .. • the failure to c~t• the llarger by •uch. date 
llhall be due to _the action or failure to act of t.h• party 
ll••king to terainate)1 or 

(c) by either Che•apealce or the Seller., U 

E permanent Urjunction or otber order of a court or other 
Qlll>etent authority prft'eftting the c~tion of the Kerger 

11 have beccme final an4 ~lable. 

I BC'l'ION 10. 2 ~a::t' OP TIDJD'nml. In the event ' 
f the teraination ua4 aband~•t of thi• Agreement pur•uant 
o Section 10.1 ~f, thb Agre1a1at eball forthwith become 

void and have no· effect, without aey liability on th• part of e party hereto· or it• affiliate•, director•, officer• or 
hareholden. Notwitb•taacHng the foregoing, nothing 
ntained in thb Section 10. 2 •hall relieve .any party from 

liability for uy -terial breach of ~ covenant of thb 
9'Jr•aent oi- any-terial breac:b or aabrepre•entation of the 
lt~r••entati0ft8 or varranti•• contained herein. which occurred 
prior to much texmination. 

•EC'l'ION 10. 3 »mDIBlft'. . 'l'hb Agreement may be 
9znended by the parti•• hereto at miy time prior to th• 
Effective Time. 'J'bb Aor•ement aay not be amended except by 

f in•trwnent in. vriting •igned by or on behalf of ••ch of th• 
rti•• hereto. · 

SECTION 10.4 BXTSNSIOll, WAIVD. At any tiJDe prior . 

l o the Bf'fec.tive TU., the parti•• may, to th• extent legally 
llowed, U> •tend the tiM for the performance of any of th• 
bligation• or other act• of th• other parti•• hereto. (ii> 

waiv• any inaccuraci .. in the repr•••ntation• and wai..rant.i • 

'

f the other parti.. hereto cont&ined herein or n any 
ocument delivered parnant hereto and (iii) w iv• c:Olllplianc:e 
ith any of th• agreement• or cODQJ.tion• contained herein by 

"·), 

I 
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th• other parti•• hereto. AlfY agre-.nt · on the part of a 
party hereto to any eucb exteneion or waiver •ball be valid 
only U eet forth in • written inetrument •igned on behalf of 
•uch party. 

MftCL& XI 
.. -ccmi&'1Tl'Iml· AGRDICBN'l' 

SBC'l'ION 11.1 Covmwrf mt "IC> SOLICIT CUS'l'OMBRS, 
HIR.I IULOYBU ca CGll'n&.. ror and in condderation of th• 
purc:ba•• of XeftG an4 in addition to any non-c.,..,et.ition 
agr.-.nte in the Dploymmat Agreement• attach d aa Annex B 
hereto, each of th• Shareholder• agr••• that he will not, for 
a period o.f three year.• following th• Bffectiv• Ti.Jne; 

. . 
(a) directly or indirectly# on hie own behalf or on 
behalf of any other per90D or entity other than ChHapeak.e, 
solicit, or attempt to Mllc:it, for th• purpo•• of providing 
any product or ••rvice of the r ... or •i~ilar kind or 
character •• any product or ••rvice •old, provided or under 
development by ~ron prior to the •ffectiv• Date, any per•on 
or entity that ie or wa• • c:uetOIMr or a prospective ·custOCDer 
of Xeron. 

(b) directly o:r indirectly, on hie own behalf or on 
behalf of any , · 
other per•on or ctity ot.ber. than CheH1>9ake, •elicit for 
emp1-oymMit or hire any eapi_.. or former eq>loyH of Xeron or 
any affiliate of lCeron who 18 or wa• 9111>loyed by Xeron or any 
aftiU.ete during th• twelve JIOftth• preceding the Sffectiv• 
Date. 

(c) (i) directly: or indirectly .ngage in, (ii) ~ve 
any intereat in any pereon, firm, corporation or other entity 
that directly or indirectly engage• in, or (iii) perform any 
service• for an;v per•on, fii:., corporation or other entity 
that directly or indirectly engasr•• in, the same or aimilar 
lin•• of bl.Lein••• a• Xeron, except for au.ch Shareholder• I 
ownerehip of tbe etock of CbeNPMJce, except for owner•hip of 
inter .. te in publicly traded coapani•• wh•re S\ICh. ownership 
repreaenta l••• than one percent of th• outat.anding share• of 
such publicly traded c~. 

Nothing in t:bie section U .1, is intended or •hall rHtrict the 
right of any Shareholder t.:o engage in speculative tranaactiona 
in propane future• traded on a public exchange for his own 
individual inveetllent account (or the investment account of a 
member of hie 1-cliate taai1y) and. not tor th• benefit of any 
third party, provided that an;v auch tran•action ahall be 
peaaitted only if (1) mc9C\lted on a public exchange and (2) 
such tranaaction aball not have an adv•&'•• effect on X.eron. 
Thia Article XI and any clai.m8 for breach hereof are not 
subject to the liaitation. ••t f.orth in Article IX. 

AllTlCLS XII 
llI~S 

SECTION 12.1 MOTICS8. Ali notice• and ther 
COll'lllWlic:ationa hereunder •ball be in writing, and shall be deemed 
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given upon receipt if delivered per•onally, Hnt toy facdnaile 
tranminion (receipt of Wbic:h b confirmed) or by certified or 
regbtere4 -u. ntuna receipt req\&Hted, or by a nationally 
recognised private overnight courier to the parti.. at th• 
following addr•••e• (or at 8\lcb other addr••• for a party H 
•hall be 8S*=ifie4 ~like notice): 

.·. . 

(a) 1f to ' tbe lbarebolcler•, eos 

J. Phillip Keeter 
l•OS Colony C~rcl• 
Longview, TX 7560. 
Fax: (903) 23t-tl07 

Barn••t A. Allm, Jr. 
3126 Robin8on Jload 
Kiaaouri City, TX 77,59 

;, 

Patrick s. ~ .._; 
9119 Devoncroft 
Houaton, ft 77'03? 

(b) if to Xeron, to 

Xeron, Inc • . 
9301 Soutb.ve•t Preevay, 8uite 
Hou•ton, TX 7707• 
Attn: Eaxneat A. Allen, Jr. 
Fax: (713) 988-3'76 ., 

with a copy .to: 

J. Richard llillikin, Jr. 
Lowrey Ii llilU.kin, L·.L.P. 
1127 Judaon Road, 8uite 141 
Longview, TX 75101 
Fax: (903) 236-3050 

(c) if to Cheaapeake, to1 

325 

Cheaapeake Utilitiea Corporation 
909 Silver Lake Boulevard 
Dover, Delaware 1990& 
Attention: John a. Schimkaiti• 
Fax: (302) 73•-6750 

with a copy to: · · 

Covingt.on ' Burling 
1201 Pennaylvania Avenue, H.W. 
Waahing:ton, D.C. 2000• 
Attention: RQ,th s. •t•in 
Fax: (202) · 612-6291 

SECTION 12.2 DUCIUPTIVB HMDDIGI. The deaoriptive 
heading:• herein are inaerted tor convenience only· and are not 
intended to be part of · or to affect th• meaning or interpretation 
of thi• Agreement. ,_, 

SECTION 1:2. 3 COUNTERPARTS. fti• Agreeaient may bt5 
executed in two or more counterpart•, all of which shall be 
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conaidered one an&t' tb• .... agr..-.nt land •ball becom. effective 
when .two or more eountuparta baw been •ianed by each of th• 
parti•• and dellvered to tb• other parti••· it being undentood 
that all parti•• need not •i91l the aame counterpart. 

SBCTION 12.,· R1'IU MIUllmft'1 ASSIGMKENT. Thh 
Agreement (a) aonatitu~ the entire agreement and auperaedea all 
prior agreement.a and u:nderatan4ing•, both written and oral, among 
the partie• wi~ reapect t9 t1le llUbject matter hereof and 
(b) •hall not be u•i..-S by operation of law or otherwiH. 

: . 
SBCTIOH 12.5 ~ LAW. Thia Agreement ahall be 
governed. and ccmatned in accordance with the law• of th• State 
of Delaware without regard to any applicable pd cipl .. of 
conflict• of law. 

SECTION 12.6 SPSCIJ'IC ~. The partie• hereto 
agree that if aO¥ of the proviaiona of thi• Agreement were not 
performed in ac::c:;ordllnce with their apecific terma or were 
otherwi•• breaallell, irr9Plll'abl• dmlag• would occur, no adequate 
remedy at law ....id mdat and dallag•• would be difficult to 
determine, and t.bat the ~i .. •hall be en.titled to apecitic 
performance of the tet'm9 h.9reof, in addition to any other remedy 
at law or equi~. 

SECTION .12. 7 PUBLICITY • .. Cbe•apeake may iHue or cauae 
the pubU.cation ·of any preH rel .. •• or other public announcement 
or male• any filing with th• sac with reapect to the transaction• 
cont9a1>lated by thb Agr.-nt H it demu appropriate1 provided 
that, to the mctent prac:tical:>l•, CbeHpeak• •hall provide th• 
Sharehol~• with a COJ!'Y of ._ •uc:h preH rele.He or other 
public adnoUDc~t or fi~ing prior to the time of releaH or 
filing'. . 'l'be 6111era aball not iHue or cauH the publication ot 
any pr••• rel ... • or o~ public announc:CM1nt with reapec:t to 
th• transacti0ft8 contmpla~ by this Agreement without the prior 
approval o.f Che•~· 

SBC'l'ION 12 • 8 PAR'rIU DI IB'l'DllS'I'. Thia Agreement 
shall be bi.nding upon and inure •olely to the benefit of each 
party hereto and nothing in tbie Agreement, expreH or implied, 
is intended to or •ball confer upon any other per•on o.r peraon• 
any right•. benetite or r-41•• of any natur·• wbat•oever under 
or by rea•on of thi• Agr...ant. 

IN WITNESS WHERBOP, t:h• partie• hereto have cauaed thi• 
Agreement to be dcin.S (wb•r• app1ical:>l• by their reapective 
officer• thereunto duly authorised), •• of th• date first written 
above. 

CHESAl'UJCB UTILITIU CORPORAT:tOH 

By: I•/ John R. Schimkaitia 

-------------------------------Nmne: John a. Schimk.aitia 
Title: Preaident 

CPK-SUB-C, INC. 

By: /s/ John R. SChimkaiti• 
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-------------------------------N-• John a. lcbillkaltl• 
Titles frMidmt 

XBROlf, IBC. 

Bys /•/ Barne•t A. Allm, Jr. 

Namer Bameat A. All.en, Jr. 
Title: Chief IXecutive Ofticer 

SHAREHOLDERS 

l•I J. Phil.lip x .. t•r 

J. Phillip Keeter 

I•/ Barneat A. Allm, Jr. 

brneat A. Allen, Jr. 

t•I Patrick s. Armand 

Patrick s. Armand 

Exhibit II. 

POR IMMEDIATS RSLUSSz 
April i9, ltH 
NYSB Symbols CPJC 

: 

CBUAPBAD UTU.ITIU coaP.ORATION 
BNTDS AGREmmNT TO PUltC:Dll THB STOCK 

OP XDCllf, IMC. 

DOVER, DBLAWARK - ChaSapeake Utilitie• Corporation (•Che•apeake•) 
announced today that it ha9 aigned an acrr....-nt to purcbllH all · 
of the outatanding abare• of X.ron, Inc. (•Xeron•), a privately 
held natural gaa liquida tracliDG company headquartered in Hou•ton, 
Texa•. Xeron will be operated a• a aubeid1uy of Ch••apeak•. 
In the transaction, which will be accounted for a• a pooling of 
intere•t•, Xeron aharebolder• will receive t75,000' •h•r•• of 
Cheaapeake coaaon •cock for all th• out•tandinsr coanon •tock of 
Xeron. After th• p\lrcha1e of xeron•• •tock, the total number 
of Che••P••k• outatandintf ahar•• will be approxt.Ately 5,06•,ooo. 
Excluding one-time merger coate, thi• tran8action i• not expected 
to have a dilutive effect on earning• per ahare. The purcha•e, 
which i• •ubject to regulatory and other requir appr va ~ • • 
condition• of closing, i• expected to clo•• by May 31, ·19'8. 



I 
I 

Ch•••peake Utiliti•• Corporation i• a dl~•lflecl utility coaipany 
9mgaged in natural gu dbtribution aad tran-1Hion, propane 
lllbtribution, advanced infozatlon -.rvice9 and water tr .. t.ent. 

Chesapeake'• three natural vu 4letr1Wtion 4lvielorw ••rve 

f:
prox.imat.ely 35,800 reeidmtial, oar rarcial and lndu9trial 
atomere thr·ougbout cmtral and .ecnathun Delaware, Kazyland • • 
atern Shore and Cmtral Florida • . fte CC!f!llNlftY' • propane aegment 

serve• approx.imat•lY 34, 000 CU9toMr• in central and aouthern 
rlawara and the Eastern Shore r~~~ of_ ~land and Virginia. 

--JO-­

a.or more informat.ion, pl•••• contact1 
~ichael P. McMastera, Vie• Pre•ldent, . 

Treasurer fa . Chief Fin.ncial OHlcer 
lfhesapeake Utiliti•• Corporation, 302.734.,7'8 

"seth w. cooper, Asaiatant Treaaurer 
Chesapeake UtilitiH Corpor·ation, 302. 7H.6015 

I ·.... ' . 
•, ~~'~ ' 

Thia presa rel•••• includH fozward·l~iag lnfor11ation relating 
to th• proposed buainH• coiablnatlon, lncluctlag it• anticipated • 

l impact on earnings per ahare. Thie fonard-looking information 
involves riaka and uncertainti•• that cou14 cauee actual r••ult• 
to differ materially, including without liaitation, whether or 

l
not th• propoaed acquiaition actually occur•, actual performance 
for the period9 indicated, the act'*81 coat• of the acqui•ition 
and the ability of the coiabined conpany to execute the 
anticipated integration and reali~• the expected aynergiea. 
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lreuoaable plllod of~:~ to.~,'° ..,., ttae 111111 or ~or tbe 
.......................... .......; .,.., ... ., .. OGawnY with n:apect 

l tolho .. ep11llllclllof ....... ldau .. t1meat.lfdlCBomdofDlrectanoftho 
Company la ..,. &Ida ........ lllt sacla 811q ar nptaatloD wallld r;uoubly 
bo u:pecacd to aw a 1Mll1W ..... alld • _, p1a or propou1 by the 

I Compaay wltla rmpect to my 8r•~ -..llilion, noap"'lladnn. raqanlzation 
or other material tnmmcdon. · · ·" ·. 

! • • ... ::· ·~~. • • 

I · (b) B161w llflla wllb 1lae Commiuloa the 18siatmtion 
S1atemc:nt or ay __,.,_.,or...,., ..... tbaeCo, 11ae Company win funillh to 
Sbateliolder ·tor mww .,..,. Gf ·111 doc11wata proposed to bo filed. 

I · · (c) 11. 0..,..., tball flniah to Shan:holder·•uch: number , 
of copies of dao R8pbaduu If U m IDd of llCb lmWlm•t ID4111pplanmt 
~(ID wla cue....,. II cllbl). Rell DFallMW of coplcs of tho P,IOlpectul 
lmmoiaded in ncla .......... ,1 mm (IDcllllllDa wla pnUmbwy prospectua aod E ~). .......... ~·-· 8lunllolder 11111)'-.l>ly in order to Oloilitate tho if.tpallflOll ofdut ........... Socaritlel by 

Ider. .. · .,· 

I c~ The eom~ au .. its bat dD>rta to .. auter or 
qualit)' the ReglltnbJe S.HllM ocw.- '1 ~e ~Statement under such 
_. securi1illl or W. lky laM Gt allj11"1lclloal • Slllrclaoldct may R'IJllC)Dabty 
9eqac1t, proWW 111111111 eamp., W• ror·..,-. purpoae bo iequlled to 

qualify pacnlly fD do lmfa• •a lnip oarpli ... in DJ. jurlldlcdoD where, •ut for the iequfnmeall of dlfl .... 2(d). it 'MJGld D0t bo oblip&ed to be IO 
~ to subject Itself to I•.._ la_, _.judldlctlon, or to CGlllellt. to 

pnen! service atswaai lft .,,, llllllajudldlcdaa (a ..... MrVico of piocou 
rowd not include a comeat cm Poma U.2 or tt. .......,.. oquivaleat). . . : . 

(•) n.. °'"'*" _, seqaf19 lllll'ebolder to fbmla1l tho 
S;:ompany with ncb iDfonnedlMI ............... padneat to tho . 
~ roquimacall relldna lo die ................ 6trlbudoa of tbe 
Regiltnblo 8ccurldcl • die Criapn;r may Im time to dmc rcasombly request. 

I . (f) . If ~old. dclmmJw to.dlstrtbute tbe ~lo . 

e. · a undenniaeu c6ilaat mil-. rea. llUl-clfllnrncmentl of · 
and all UIUlacwlfdq dlloouats, aammhdO!lt md crwtw taes relating 

11n'butJOD wlU be tb9 IOJe . ..,.libllltJ of Sbllcbo.~d«. · . 

l (I) ....:.:~ ~ ~ ... hna tb~ eoq,pany 
will ntpcmd &om tlmo to ti.Im 1111.lllel ottb9 ~ Seourid fbr such 

I . -2 -. 
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[)RAFT . 
.• .. ~ ''~---' 

to tba Compmy., ............ - ..... ...,.a11oa dlen< ad pcpri4cd 
ftpths dmt .... ~ ..... aot le .......... tllll Secdoa 3(a) to Slaalcholclcr to 
tbo utcaa dllt any lllCla ._, ...._. h s., lllllblly (or IClloa or pra..Slq ID 
respect dlllcof) • •4 •••.._•tie ..._., 60• to llad or pea copy 
of the fi8ll pa4Jll*'m, •.__.., .. .._ ............ or~ to the 
panoD lltcrtiDI ID mdnle ltaflmlild• llltlld UDll'8C ICllemlllt CW otplidOD OI' 

.Uepd ~lop at or prim tot. f!llUm CCMllrmldloa of the_,. of R9ptrablc 
Securldea to mch p111aa If_. ltllftFNlll·or amillfaD w oacreatld ia ldcb flaal 
plGlplCtUI. Such inck • "11111111-- la ftall ton:. Md atroct,...... of any 
hrYatipticm mado by ar on Wualf of......._ Ind lhall·survl'fe the transfer of 
such ~es b.Y Shlrelaolclor. · · · · · 

(b) Jr1 •I' t'•. .......... Sblrcbolda will 
indemnify llld hold .......... (ta die - --mid to the ..... cxtmt u let Corda 
ill rubclivision (a) of Ilda leollam J) . .._ Catllf-.J, wb dlrrdGr of die Company 1ad 
NCh officer of die CCllDJI T wlda 11111at to lllll ....., .. or •pd mc.ncat ill or 
omlllkm.« allqecl.,....... 8-* ........ StlilemW, eay pnlimlwy 
prolp8CIUI, ... prOlpCiGll?J • ....., ...,... oontehted .... . Ot ~ 
ammclmeat or mpp!amat 11aeacto, If_. at••GI or allcpd IUllmalt or omission 
or aUepd mniDlall w m.de la ..... ,... upaa aalll ill canbmlty with Information 
fumllhal to tho Coaai-"1 '1 llalnhtli1w-111' we la die prepmtioD of tho 
~ 11111aKMd, ,......_, .....-, ftall prolpeatal, 1ummary 
prolpeCtlll, .........._or 1applmnear dllleeo. Suob iDdcm>nity shall ranafll ln f\all 
ron:e ud otroct. repnllell o1.., ............ tD.ldc by or on behalf of tho 
Campany, any dlnlCtm of tbe C..,.., or •1 o8lcer of tbe Company and ~.I 
survive tho trandr oli11G1a MOaddel '1 .....,.,.. · 

(o) Nqtlm of,,.'" g Pramptly aftl:rncelptby an 
iDdcmnlfied party of nolice of tbe of my ldloo or praceeding or 
threat or claim 11woJviaa a .wm oAaaed • m die pecedina nWivillolll of ihfa 
Secdoll 3, such indemnified puty wlD, If a dtfm.fll rapect dicnof II ta be made 
apfnrt Ill indcmnl&fn1 plltJ ............... to dao i.ucr or the commencement 
of such action or 1hral of ollllll. mcwfrlerl tllll 6o filhn ot my tn&anf~ pmty 
to alw noUco u provldlll • 111la tMll 11111 nUcve tbe lnctemnit'yma pllt of ID 
obUpttona Wider die .............. of tldl Sectloa J, except ID die cxteat 
thlt .the iDdcnmifylq P11t7lapnd...._.1'J Mia 6ihn to &Ive nadoe. IA cue any 
1uch IOtion u braalfat aph• • ....,. ..... fldJ, ualcsl wt except to tbe cxteat 
that iD the reuomh'o~ of dill fa h•1lflod pllty, bllecl Oii Dice of COUOIOI. 
a contllct of lllterat bttwem ... lmlr e•'lld md ID'hmnif11aa,.... exlltl ID 
rapect of ncb olaim. the IDdlmnlf1la1 pmtJ llaall be aditW to,..._ in aGd to 
...... the dofemo dacroo( jollllly wlda ., ..... iDdaDDil1fDI pat)' llaallaiiy 
noti&d. to the exteD1 dial die ...,.11•"1iD1 pmty ID&J wllb, wld: aaatel reuoaably 

·. 

.............. -.•.. ;. 
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6. M!ysl"rra.1'11Alll •. &nt_..., ... ·....,..,bo 
changed, walwd, discharpd or._......, . .., 11J •._ ...... fa writlDa. alped 
a the party apimt wlalah aabr:nratol_. de-., 'Mll\w, ..._..or 
Lination ii sought or by Slllleltalder 11141 a. <>mpny. Tlda Apecment lhaU bo 

E and mtmcecl Jn ~with_. 1150..,.. bi lbc laws·oftt.e Stldo of 
. 1be 1ectloa ll11d1Dp m'tbla Aaf•d If llO fbr JllllpoHI of opnvadeaco 

y shall not comtitutc a pelt hmot · · - - .. 

l IN WITNBSS WHBREOF, tbc Com.-y IDd Sblrebolder have caused 
Agreement to .be duly Glll:aled •of tbG dllto Int abaYe writteo. . · 
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April 29, 1998 

!.·. 

SCHMITTINGER AND RODRIGUEZ, P.A. 
1.AWYERS 

. 414 90UTH aTATS STHIET 

';' P.0 llOX •97 

ocwat. Da.AWAllC I 980>CM97 Tft....,... CIOI) 874-01'0 
~OflllUICIOl)874-1830 

.. 
·' 

Delaware Public Service Cormni••ion 
Cannon Building, Suite 10 0 
861 Silver Lake Boulevard 
Dover, DE 19904 

RE: Application of Che•apealce UtiU .. tiea Corporation 
For The Approval of Ia•uance of Stock 

Dear C.ommissioners: 

-.--OPPCC 
--OAftWH l"l.AIA 

I aoo K ..._.., aTllUT, SUITS IOll 
-.-TON. Da.AWAM 19901 
nu- taoll ..... ,. 
nuc-.. caoa1 • ., .• , .. 

--TM •ACH ontc& 
•eGa HIGHWAY Ole 

C-aTATSI.._ 
Ilk-TM li&ACH. Da.AWAtll lff71 

TD.PMCIOC 1»11117· I .-OO 
T&uC-1»11 ... 1 .. J 

ODHIAonic& 
OOCM& "90f"llllON'&. ll'AltK ,..o. llOll eH 

ODS.NA. DaAw.-& te7»0eH 
T~caoa117•tM7 
T~1»11J?•t•H 

We are Delaware counael for Chesapeake Utilitiea Corporation 
("Chesapeake") in connection witb Cheaapeake's application for 
Conunission app·roval of tbe i•auance of approximately 475, 000 shares 
of Chesapeake common atock, purauant to 26 Del. c. 5215. 

We are fam.iliar witb the terma, interpretation, and application of 
26 Del. c. 1215 which •et• .forth tbe required, but limited, 
findings to be made by the Corami••ion in ita consideration of auch 
a proposed issue. ~· note the limited acope o·f commi•aion review, 
as determined by the Delaware Supreme Court in the Diamond State 
Telephone eompapy caae, 367 A.2d 644 (1976). Specifically, in the 
Diamond State Tllephqp• Company 'caae, the Delaware Supreme Court 
held that the power• legi•lated .to the Commission purauant to 26 
Pel. c. 5215 were intended to be applied in caaea of a proposed 
issuance of stock for an· inadequate con•ideration or for aome other 
improper purpoae. In Di•W?n4 stato, , the Delaware Supreme Court 
stated that in the abaence of a •bowing of improper coneideration, 
fraud, bad faith, or self-dealing on the part of the members of a 
utility's board of director• in their deciaion to iaaue ahar•• of 
stock for the purpose of rai•ing needed funda, it would be improper 
for the Commiaaion to aubatitute it• judgment for t hat of he board 
ot directors. 

.-.... 
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Delaware Public Service COnni••ion 
April 291

, 1998 
Page 2 

" 

Based. upon our knowledge · of the applicable ·statute, and it• 
regulatory and judicial interpretation and application, i .t is our 
opinion that the proposed i•auanc• of approximately 475,000 shares 
of Chesapeake common stock ba• been duly authorised and is valid 
and in accordance with law, M.ject, of cour••, to the approval of 
the Public service Commiaaion pur~uant to 2& Qol. c. 1215, any 
necessary approval on the part of the Florida Public: Service 
Commissio~, and. sati•factory compliance by Chesapeake with all 
applicable: federal secµritie• laws. · 

It is also our opinion. ~ed upon the statement of Che•apeake'• 
intended. purpose for i•8Uing said stock, that the subject stock 
issue is for a proper pm:po.99 1 mid i• consistent with the public 
interest, by enabling Cbeeapealte to acquire Xeron, Inc. 

' " 

Accordingly, it i• pyr opilllon ~hat Chesapeake'• pending 
application for Coaai••ion ~aL pur•uant to 2& Qel. C. 1215 
fully compli.es with the limited •ntutory :requirement• and f indinga 
necessary for Commia•ion. appzoyal. 

' .. 'J 

Since.rely yours, 

SCHMI.T'FINGER & RODRIGOBZ, · P.A. 
-· 

BY:~~~Lk,._~~tE..Af #_~ ··~+:l!::llma-" _ 

WILLIAM A~ BSQUIRB 

WAD:pmw 
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11· !::!- !R- 'fw.tES~ - - - - - - --- • - - lilllBfT1ra.. - • ... - . . . . ···~ - Piiii 1 rrr-
Aa of O.C.11ber 31, 1987 

UNAUDITB> 

PROFORMA 
PROFORMA AFTER 

ADJUSTMENT BEFORE ISSUANCEOF 
ASSETS ISSUANCE 1/ ISSUANCE EQUl1Y 

PROPER rt. PLANT ANO EQUIPMENT ,,,_..cmt $143.345, 128 $750,746 $144,095,872 $170,700 $144.286.572 
Lw: kla.m dlplKlllon n mnartiZlltiOn (43,827,981} (420,957} (44,248,918) (119,373) (44,381.291) 

j: 
N1tprap911r, p1nn .....- 98,617,185 329,789 98,846,954 51,327 99,m,281 

.~: 
:;1 
J-
.t INESTIENTS 2,n1,443 0 2,n1,oM3 0 2.n1,443 

555,198 44.516 •.714 7rfl.577 1.302.281 
13.087,998 17,158 13.175,158 2.145.117 16,U0.845 

.d 
1,380.120 47,•1 1,427,711 0 1.427.711 

/~ '.9.119 0 2,,2IU1t ,.101,333 z.••• 
2.821.118 0 2,8.118 ,_ 0 2.8..111-~-

,' 1,810,134 , . 7.B ,, 1,111.a 313.• 2J31.I04 ; ~~ 
2A7,417 ·:,. i- 0 . - 247,417 0 WM'/ . ~ .. ~~~ 1.m.• , \ .. 0 1,873.311 0 1.m.• •1'°'. 

... w' [ 

-~ 21,31818&4 y . 

'. T•Qlll'lll(-- . M.-..1 1-. .. 24 .... 4._083._3'8 ~ .. ·~~ 

' DEFCULED CHMGES _ ·-
' > 

~ ; ~ 

~ ........ ..., ... •.a.on 0 4,885,073 0 4,885,073 
11w1n1 .............. net 2.372.129 0 2,372.929 0 2.372.929 
Onllr638 ,....., COit 0 0 0 0 0 
·Olsdrlarred clmgel & Intangible .... 3,832.389 M,084 4,098,473 

-----···-- 0 4,098,473 

Taal dr ..... charges & olher ... 11,070,391 264,084 11,334,475 ---- _O 11,334,475 

·-., TOTAL ASSETS $137.378.880 s1eo.<4n $138.159.337 $4.114.726 $142.274.063 





~..--:- - - - - - --._ • - - CM - • 
For .. ,... Mani• Ended Oemmbel 31, 1987 

UNAUDITED 

ISSUANCEOF PROFORMA 
ACTUAL PROFORMA COMMON AFTER 
BEFORE ADJUSTMENT BEFORE STOCK ISSUANCE OF 

ISSUANCE 1/ ISSUANCE 2-5/ EQUITY -----r 

~ - OPERATING REVENUES $122,774,593 $1,539,638 $124,314,231 $127,451,157 $251,'765,388 

77,784,830 0 77,764,830 125,505,822 203.270,652 
21,831,184 1.223.093 23,054.287 1,148,185 24,202.472 
2.fM1,00 . 73,643 2.114.818 0 2.114.886 
5.•.m 81,488 5,458.471 9,950 ~468.421 
3,863.954 58,059 3,912.013 0 U12.013 
3,327,6"1:1 38.331 3.365.958 "J67.648 s.m.eos 

r.~,, 

~: 
~~ . 
t 
~.;l 

11•~t&1m 114641822 1.16,870.245 126.931 .• 805 242.ectl,850 

IET OPERATING INCOIE §.558.970 •.016 !.143.- 519.652 9,183.538 

> OTHE9tlNCOME MD DEDUCTIONS 427,711 1.280 4291001 378,129 807,130 

a.-.eat_ ••• 9.012.187 -~ ' U70.9 : 
:-~~:~ ....... . 

;· ·' >. .J! .. l'.-. ,u; . .. .1 ' • ._ .. • 
..,.,. 

~ '" ~'··. ~··!; 
. ~ 

:~ 2.347.a . : . . 0 2,347,389 Q • 1.347,a • · 

• 
·.~~ - I ·' 

714,631 27,019 712,055 ~- 0 ;" 792,055 
~-~ 117,174 0 157,574 0 ?l f 157.57~ -·· L -
•.. 

111.ct 0 111,401 
...., 

0 119,401 ~ .. -
' ·~ 

:~:.• _ ~·- 0 ·o 0 . _ro 0 ...,, : ~ 
(8511451 0 (85.1451 0 (85.145) 

Tc*l..,....Clwgea 3.303.735 21.519 3.331.254 0 31331.254 

TOTAL.NET INCOME $5.982.946 151.787 $5.741.733 $897.681 18.639.414 

~ ... ... 
'· 
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SECURmE8 AND EXCHANGE COMMISSION 
VWlllblngton,D•C.20l41 

-
.. ~: EORM 10-K 

ANNUAL ... ORT PURIUANT TO IETION 13OR11(d) OF 
THll8Ml'fll8IXCHANGeACTOP1134 

c.. ........ .,_l»en ...... . 
CHE8APEAKE UTILITIES CORPORATION 

~-., ........ ••••1Hwa.111.,.., 
~\.: . .. ........ ...... 1., .. ,. 

H11lll11ll11 ~) 

M .......... I 1 2 , .. 
New York Stock Sidi•..., lac, 

Jndk:Me byclllclc mllt ......_.., flPn• (1)1111 ftW Ill llpCllll required robe ftW by Section 13 or 15 (cl) 
of the Securldel ......... Act ot ltu durtna die pncedlaa l:Z moadll (or for suc:b shorter period lhat lhe repcr.nt 
was required to ftle lllCh ...,..,. _. (2) bM "-~ID lllCla ftllaa requlrlmenla for the pat 90 days. Ya [XJ . 
No ( ]. ,. 

lndica by claeck mn If dllelolur9 of dellll•• llln purlUIDI to Item 405 of Rqulldon S.K ls noc coalalnod 
~and will not be CGD&llMd. to ... bllt ot,....•1 tmowledp. In dctlnldve proxy or information statements 
fucorporated by reference in Pllt m otdall ,_ 10..K or_,....._ to Ibis Form 10..K. (X) 

· ~ . 
Al of March 20, 19'1, 4;543,695 .... ot 11 11 • llOck wae ~ Tbe agrepte muket value of the 

common lblres held by llCllMftlu.. otQ1 I If nice UdUdll Colpontlon. buecl oa dM lut trade price on March 20, 
1997. u repon.d bydle New VOiie Seodc IK:tn•• Wll IPPfOXlmllely $67 millloa. 

DOCUMllftl INCOUORATED BY URUNCI 

noawm 
Dtftalthle Pnta, .............. Mal'd Jt.1"8 . 



Item I. 
lteml. 
Item 3. 
Item 4. 
Item 10. 

Item 5. 
ltem6. 
Item 7. 

Item I. 
ltem.9. 

Item 10. 
Item 11. 
Item 12. 
Item 13. 

Item 14. 
Sipatures 

ClllMPSAD U11UTIDCORPOM.nON 
. • • . . . ft>DI l .. IC ..• 

• J • • • . . ~ ... 

. YllU' ...... D1i1•t.irll~l"7 . . 

PAllTI: 
.. .. 
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P,opll'lill ... - . . .. ,.... . .......................... - ....... - .... - ............ ~ ............................... "10 
l.laal Pie a 11 "liar.. · ·:....:. ..................................... ~ ............................................... IO 
.s..1:1aa~ ,,,~~ .. • v .. -!~ 11o1c1m1 ................ - ••••••••••••••••••••.•••••• ~·················· '3 
lxlc:eltl'Vl ·~lfllll' ~ ............................................................................................. 13 
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Marat far. aJJ t ••• Q i' 1111 llock lad Relllld Seeurily Holdlr Maaen ...................... .14 
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,,.... .......... $ .. ~Malylla of Plnwlal . 
c--. .. ~ lfQlw•"•• ..... ---······--····-·---............................................. -.. 17 
FinwllllJUll IP' ......... 1 IMJDlll .................... _ ............................................... .23 
Chenpt ..... Mn1P1•• Wldl AN a r .21 . 
OD Acc19• ... lllld "z rfll Dllclo11n --..................... .-............... 1 .................................. 41 
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PARTIV 
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Ffnwfal 5' 111 1..ra. FlawllJ Sfat1- lchldulea, Exhibill and Reports on Form l-K ..... 42 
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AtlM,...:AlofMl'ICiiiC 111111 1.-oftlllMW..;..,..tldois.mc. ... po11p..ituatH EmternSbore•1 
.•. ·.,,.. ICClll flllna_ ......... mc. . . ,. . . . . 

llr/q!Pl. In~ IWJ,au I • 1•1 D•••• dhillr ftW • w11c111aa wldl IM Dlllw .. P'8bUc Service 
C-...._("'DPIC")H I tttC•.~ .. 81111otl2.1'l.-• l4t6owrCU111Dtma 1'I .._campaneat. 
onHllrd ollbe WI 111 11111 llli f •-•I •NI ID ff'll:lnlld - wcflted wlda dal rMDlf'mfoa 
propCllld bydle EMii . I 111 ._, ..... ~('"IPA") ol .. lillof a .... - .. -ftklWID&pllnt 
opa...SIDDowr,D11l aa'lliilC1•1•sr .. •onc..-1o11, ..... ...,1roaan1..aNOOVt1J&.1be 
111S 1acn-.. ........... . f $ 1m1ll .. 9f(trnU,.lmDlolmblr19'S, lbe DPSC 1pp1oved• Oldlrllllborlziaa 
1800,000IDa••··--..... --, 1,199'. ,, . ' ... 

,, 

. ';i 

In Felnlly 1997, 'tlll DPIC lflll'OVtd Ill .... •llll1t' ' I MW .-vb oft'lllap .S ,_ dealp ror ..vica 
rendered on IDd lftlrMadi I, 1997. 1'I ....... ct-lllclade:(l) l'lllNCIUred .... ..vlcelwldcb provide 
commerdal and flllllllR1rtal c Iii ••wllla Yllloll_..e._l....,..uuda • ..... la'Ylce, inldilan volume. 
lupvolwmaadh1Paoid._MYic11;(2)a••fled,_.211d111C01treCo.,.........._.tak:blabs1Dto 
consideration 1be llllMMI~ of .. _. hil I ............ •well • cb1ra1n1 cenaln ftnn ~ 
clmlfbdonldla.• .. eo11._.._. • .__..e••.....-•11C1111._,. (J)dte ............. or 
amecblnltmfor ...... ' I 1 ....... HI 111)'.._ .... , ................. ftrm .... C'UllCllDlrl 
andlheColnpuy,wldl••PW__. ...... ,..,, n psllwdcmlbelevtlollOCll...,..;ad(4)aprovWon 
for~ and balv .. ..vbl llr11 m w Tidal_. la6t1..,..cu•..,. wllla wl CClft_,.. owr 
30,000Ccfper)W'totnmp0tteu11a.....,.Ald .. ••C•p1111'1~.-n. 

~On Novmabar26, 1"7,tllll'larllllDlwt.111 .............. n.tdaPubllc SlrvbCoanlllloa 
(FPSC) In Doclctl No. mSIMJU~ ., a U.11111 Ptuu t.s • --a. _. fbr· AJlll'"ll ot a. 
TrwportltlonAar-1D11 Tt.l'lorldl.Dl..W• ....... llllDO..,...flldoaCoanctlwhltltstwollrplt 

7 



~·-

The eomp.y•1 ,_,ia•lllf,.... lam... MUlrlL Appnwal otlbll,.... would DOt resuk la lddftional 
revemllllD lhl CGlnplly.lm"9•, fPICtppRMl wouldwblelhlCOlllplllJIO i'llaln kl two llrpst CU110men 
wbOe pm-11'&1 ... Ca r s1 Wlda 61~aoIClllnw111 FPSC IUtborbed rate orrecum. 

FPSC W ...... lhlfrNC I ••~la daildocbt• Mlrch 12, 19'1. '1111Coaunllllon voc.d lo lpplOVl lhe 
eom.-,•,........_,..._. • Mll'cla 24, 1991. A ea.. .... Onllr la tllll docket la apecttd Aprll 14. 
1991. 

(O(oJ ·~ ... -..... ' , 
Oeupeeit'• peapw Mlbudcwi. poup COlllilll or Sblrp F.Dqy, lac. ~ ~ a wboll)' owned 
aublicliaryof0..1p I ha .. ._.,.._.........,,...,.... ... ('"Sblrppa")ancl Tri-County Ou Compay, 

1Dc.~·~.-... ..... ..,o1~. 

.. 
'Ille prop1M cliltribilloli • • 11i II.._ .. by wy flclorl such• 1e1..iauty, ihl abMnc. or prtce replation 
and com,.cldoD....,IDCll,..,.._1. ,~ 

... i:/ 
! 

Adl•••IJ'at"'9l1-- -·~ 
Sbmp Ewl)' md ·Tlf.Couaay,.._ pea, 1. • prlmlril)' from suppllm. lncludina IDIJor'domadc oU compllUes 
IDCI lndepalleac ......_. flllM ...... _.oil SuppUet of prop1111 tom lbele and odlcr 10WCe1 .. n1d.lly 
avalllbll for~ by lhl C..,.., .. Suppl)' CCIDlllctl scaenUY include mialmum (not .IUbject to a fib.or-pay 
pNIDimal) &Qd w,• a,....~ 

•' .... ~' 

Sblrp _., ·- nw:o.tr - ....... nllroM Cira to lrllllPOl'I ....... haa.reftwlea. llllUral ps 
...-1111.P'-« ................... dleC-1*1)''• bulk ...... Mlidll From.._ tlc1Jid-. propw ls 
delhwed la ......... ~..._.. ., by ..... rtnleb, owned and ClplMld b,y dal Comp111iel, IO llaka locaaed at 
tbeW.'1........ ' 

~;•, 

SbupEnqyaad~ ....... .-11wn1 .. ,.... ......................... primri)' 
on thebeilor-....•,nct.•rtsn'qNURWlll)'ot.-vlceaad1~CompadtJon 1a.....,.r1y 
local-....~ --.S .. ._~to CUMOmm lncw lowtr cosea otprovldlftl NrV&c.. 
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of soil vaporizldcm.......,(J) ........ ., ... ~ lol; 1Dd(4) wof lmdll.._.lconcrolllllll would ra1rict 
ftlluredevelaplllmtol611111.nieOMllJJg' I' dd1•t•C011ol .. llll ...... pNpWdplliawaS4.2mllJlon. 
•CGIDPINd...,A't•I ,, ., ... .._111111pplll•llJ.2•._ 11.-..,1-.t111BPAlllUld1revlled 
ROD, wldcll• ... lllel!lll-1' Pm to CM.Ia to lhl p11t1a11d ..... INltldNtbe ~ cllln·upCOICS 
ofS4.2..... ~-: • ~ .. t ; ··~.': ' ' • I• _. 

• • 
I. 

j 

The Compmy II curnadJ .... , .......... Pl DP ..... to lddldoMI ...... wi.o .... be,.... 8IPld upoa ..... 
inWMI..,..., che C....,wUI ca1111Prlllll ... oeher PllPI. Thi o.p.lytxpec11cont1nued neaodlllom wida 
PRPI In ma....n,tto,..._~..... .;~), 

.- .. . 
1be Complll)' ....... "8 ..... lf1H'J.H11rdld•lllpiclto die Dfi!l*Sill to S4.2.mlllion.1bll amount ..n.cts 
lh:EPA'1•i••,•_.ll ... IOD ....... l,,.fClnwedlldolof••-...to1iheROD. Tbtl'l :Gldld 
liabilily may be ..._.llpWlid wdlaawad •die ..... phMe propam Ind tbe ColnpMy oblalnl CODllnlCdon 
bids ror performwllotllllwn. TM Ca '"11111 a11o NOOnllda nplllelly11111ofS4.2 mllllon, conapondln1 to 
lbe recorded........,, M . I ...................... .,.,. .. to wCODlribulldby .... St-. of 
Delawln uadlrdaelllil ... c 11 llS .. be • ..., ....... '* ....... 6am ocher .. ., .... plldea 
for a portion ofllll .. 11111 •lli~i J UU. lit1111s-. wlda ......... Hid .. die ROD. Maupmatl allo 
beUeve5 thll lbe __.Ill• I 7 . 1· I Id I .. be l'WOCMl'lbll fa the COIDJllftY'I W. 

As otDerna• 31, 1"7, 6aC1. ''"' • 111111d..........., u.o .._ 11 .. Niacin& to nYlronmeD!ll 
tlllina .S ._.. ............. 111-. .. C11 I 1' .......... .....__ ......-11 whh a numb"1 of 
1n1urac1..,."'511r ............ , .......... ......,_.COlll IDcurNdov.-a five to MWn-yarpcrlocl. 
laDec:embwl9",lhl~aasMlllilvlllCar IS la .. lldborlzed111COV1Wofallunncovendnvlroamatal 
COit Incurred by •-ofadlllrt J JI ,.,.. ... .-_ lppllabllto IJI hiSVbCUllOmal. lbeCOIU would 
be recovered dnqll a~ .............. bJ• ••••tu bwfll wlMed ·'Wllb lhoM •vlronmental 
COl&I. 1be defta1id llX ............ pnJ1 ••.. no. ............ by .... Compmy In connection w tb. 
reduced Income• ~dlt10dllpc AM;ot•ul1 md ...... allcMeclaa cmtalnmviraamenlalCOIU when 
Incurred. Elcll ,.._a...,rldlr .- II~ ... I 21d to..,_ eft'tcdw Dlc1 ..... l.1'111 ridir rate la bl7ed aa lbe 
llnOltizatioaot..,.... • ..._....,. •l irol6a ... J1&1plus_......fllap1m11 hm pm'loUI ye""' 
1be advan• .,. ............ IJ 1112 /ID Ill I llfll caM IWI)' ,WID l'IOOVU'.,.._ IDcurred. Al of 
Dec:embs· 31, 1997, .,., un • r •• ....__. _.., ottaYiroamental COiis DOt Included In 1he rider, eft'ect ive 
J111uaryl,l99lwasS2.lmlllaa_.l1 ...... r11f1cdwly.Wldatherldermecballm..-lflhed.ltilmaaaement'1 
opinion tblt dlac COIU IDCIM1 ..._. COii, •of dat .,., ... lDcome llX benefit. will bl recovmable in r11a. 

(b) 8allsbufr Town 0.. UllJlt.• · · .,. 
In c:ooperadaa wilb 1111 ~ Dtpawottllt EnYiroameat('"MDE"). lbl Compmy bu completed useumtnl. 
c:onltnlCtloa ldd baa bep rwm1•11m otdll lalilllury..,feclnd,. plant Ike. 1be a11e111Mntdecennined that 
lherewuloca1izedCC111C1mlmdollot.......,..AnmlCllllMfpreponwusubmlaed10MDElnNovemberl9! 0 
Ind included• prapotalto m.--...., .... _,_._-...lftlUDd:WllerOIHile. Throup neptladonlwilh 
1be MDE. lbe rllDldlal ICdoa welkplla w 1Wllld'wllll ftDll approval ftom MOE obClined In mty 1995. The 
remedillioa proceu far po .. •• W11 rwiltd 8- ,..., IDd 1N11toAir5plrslna lftd.Soll-VlpOI' ExlrKdon. 

' resuldna In a aubstaadal ridllCldaa Ja ownl1 COlll. Dwfaa 1996, the Company completed conlb'UC1lon Ind beaan 
rrmecliation procedures • dlt Srlll• my Ike md .. llilm rwponina the remedlllloa Ind monltorfn1 raulll IO the 
Mlrylud Deplnmeat ofthe Enlrwwoa .,....... ...... . ,.... ~ -

1be OOlt ofmnedlltion II +4f'r 'tdto,... tam Sl40.00010 Sl90,000 pll' yw farGpll9tln1txplDlll.8ued on 
that adml&tdoosu. IMC.., •ir ..... boda a lllblllc)'l!lld a .,.,ld..,allloly _.. ofs.65,000 on OICember 
31, 1"7, to oovwlbe eom,.,'•1MJd1cllN rm• th«"-' co-. lw'IMI Ike. n. HlbllflJ ..,_.fbrthls •II aplCtld 
to bl over a fivo.yar period. Ar otl>lcemblr JI, 1997~ the Coinp111y hu ~ 1pprOXlmMtly S2.4 mllllaa ftlr 
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(c)DMd1nde: 
Durtna ~ ,_. .... P.••• JI, .,,, ...... aa ............. by Clnnplll:e have been dec:llred eecb 
qu1111r, la IM •t 7 •Id la 1111•11lllOW.Dmill19H .S 1995, Tri-Comly plld divldeadl of 179,000 Md 

1592.~ .... •••• . . ~ . lndll-. ... 1, ...... of .. C1 1 •• l?l •llilklMaOOlllllDaa•lcdclalhlldle Comp111ycmnoc, until 
theatdl •afl?l..._l._.,J11_,4lvff1Edl ... DecemblrJl, l•whJchlXClldlbe1U1DofS2,IJS,lll 
plusCCllllOIHmt•-....111,11 I , •• ...,__,.I, 1919.AaofDecemblrJl• l997,lbeamomeuvalJable 
forftmn~,........,~ .... 1~ .. Sl4.6mUUoa. 

(d) ()a Mll'cb 6. 1"7, facae,11• .. wlda .. H .. llidoa ofTrf.County 0.. Campmy, lac., die CGmplny fuued 
639,000...._ ofCa....,-.:k•WtallmP. Sd!swldenndJ111111 R. Sduwlderlanliweoa lhe privalepllcemmt 
exempdaa provided by Secdaa 4(2) afthe .._..... Acl of 1933 and ltepl#ioa D, lbemmder. 
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a, • ...., 
Opcndaam-... 
Opendaa,_ 
hlcoms bcf'ole OllF ... l .. d"8UI ... fll 

cbMpa..1111 114prt1 lfl1 
CumulltM ... fll ...... 

Nct~pd cflh . ~~;l;~} .. 

c.-·ai.ct 
BMlc..-nlap,. .... 

......... I ......... f/I 
....... 1 ..... p" lfph ~, 

Qau1811Ye dkafll .... .. 
~ .... . 

Net Income • . ' '.:.> 

DllUled ........... 
Income tldn I lr'Ye .... fll -. 

chlllpll•m rd 1pri1clph 
Cumulldwdlclfllo .. ID 

ecc:cMmdal prilldple 
Nd 'lncome 

Awnp ...... ouc• nilrw 

c:..h dlridcnds,. ..... 
Book vaJllC per ..... 
Common equity/l'oJ91 ClfbtliDlioa 
Rciurn 00 equity 

""'• Number of~ 
,,,_..,fll...._., llJ rlt •••• 
tt.lfas ~.,.,. . .:. ·~' 
....,.. .,.... .,.,. (10.,.. •wnat) 

11t1 

Sl22.77S 
SU ff 

S14lJ.fS 
S9PJl7 

SIJ7.J79 
SJl,226 

S50.JJ6 
Sll,Jll 

SU7 

SU7 

Sl.24 

Sl.J4 

4,472.0l1 

S0.91 
Sil.II 
56.ICM 

··~ 
397 

2.171 
4.411 
~ 

( ................. llOc:k clala) 

1• 1... 11M(f) 

SIJ0.2tJ 
SI0.110 

S7,60S 

SIJJ.001 
m.m 

SIU.046 
S2Ul4 
S47,j)7 

S14.U7 

s1.n 

Sl.n 

Sl.6·7 

Sl.67 

4,412.137 

S0.93 
SI0.71 
62.ICM 
16.0C* 

JU 
2.JIJ 
4,717 
4,S96 

Slll,7N 
Sll,067 

S7,SN 

Sllt,137 
SM,519 

Sl2J.S39 
SJl,619 
142.512 
112.117 

Sl.7S 

Sl.7S 

Sl.70 

Sl.70 

4.336.431 

S0.90 
$9.77 

57.4°" 
17.IO% 

S91Jn 
S7,227 

SllO,Oll 
$7"31) 

SIOl.271 
124,329 
SJ7,06J 
SIOMJ 

Sl.2l 

Sl.2J 

Sl.20 

Sl.20 

J,621,056 

so.u 
SIO.U 
60.37"' 

• 12.03% 

J20 
1,n1 
•,391 
4,564 

(1)19M .. 199J._. ......... , ftt ..... llll ....... 1a••ln.. T~OllC..,.,,a 

.. 

tmc1J 

sas.m 
S6Jll 

SJ,914 

SSI 
SJ,972 

SI00.330 
S69,794 

SI00.911 
W,612 
su.m 
SIG.OM 

Sl.IO 

S0.02 
Sl.12 

Sl.01 

S0.02 
Sl.10 

J.551,9)2 

S0.16 
S9.76 

;'!.S9% 

11.3"' 

326 
1,743 
4,10S 

•.SU 
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Uqu11111r11111c1plllllinu••n · . 
1" apllll·..,._ .tar,• •llr1 _.,.._ c.,. .. ('Q111111kt .. •-... Ca•s-r.>"> refllcl..., ap11a1-
1n11 u1w-.. of'lll 11 11 • ...... 11"1 prllClpllly to ... ......_,.... Md die,..._. or 
outl&llldlna debt. 'l1le CalfMy.il. .... I 1 I Mtd hm Oi*lllw Md~ bonowlq to 111111 nannal 
worldn&Clpilllrequb _ tllllDd 2 i I IJG n•cnplll19lql a .... Dwflta 1997, DllCMla pnwldldby ..... 
8C:dYtdel. ulld by iDYlldal •II •u ...... ..,, ' E .. &tlvldll ... SIU allUon, 112.4 mllUoa ..t SU 
mUUon. respecdwly. : . . , 

·.: ... 

The Boltd of .Dinclon • ..._... .. ca.,1111 co bonvw up to S20.0 mUHoa from wr1au1 banka 11M1 lrUll 

complllia. Al ·of Dlc1•~•31, ltt1,C11u111ar. llld k.....,..1-lc .._ otcnldlc. toca!Jaa su.o mftuoa. ror 
sborH8m cub needs ................................... ..,...,....., ftmd pordoal of' kl Clpllal 
expendhuNI. The ou212 1 •1tnhn•lf ..... mbai1oalaa•DecembetJ I, 199'7 Md 199' wwe S7.6 mDUoa IUld 
Sl2.7 mUUon, rapecdwlJ. - · 

In 1997, am ,.... ... Cllllpoi1f1 f., " ................ ••re of ...... detltto ftmdapltal expenditures 
Ind redllcelbcllMlia .......... Dlllai'a.. .. c r• yUlldculaprovWedby opta•lnaecdvldlllndlbort-Cenn 
borrowiDa 10...., .......... ., • • ........... worttna cipllll .............. 

. ' . 
' . 

Durina 1997, 19H_. ltts. ..... •t• •t a-...,.. ...... lySl2.l.uUoa,Sl4.ladllioft_.Sl2.9mllJJaa. 
rapecdnl)'.Cb1111111r1 .... 1._~·, s"' ...... 1Drapllllnp111tll 1adurina IM. n1t..-iDcludaS1.7 · 
miWoaadS2.7mDUcllltir-.1131_.,. .S 111 I J ..._.rilpectMly.S3.J mllllontar.-..lpi.-nlllkm. 
S395.000 ftwldvwld lalm trn •wlDll•IG2.000 tor.....,.. pllnt. n.MturaJ 111 _. propw dlscribudoa 
expendlanl .. ftwllJ ta•hs UC rt"ldldaa ...... ..W..lll1itiortll.,,_..pt.,._,hl'on 
expend ..... tor lmprot•• ...... ., •• of .... pipeUM .,... 1'bl --- Jatonudoa ~ 
expemdlhnl .. fbrcuap-••••e. .... ••.._.•lfm• Ffn-:iqb .. 1991 OODlb'Uedoaprosnm 
ls .,...a ,to be provldlldlim ............ , ..... _. wb lam optaldoiaa. Tiie CCllllirUc:doa prosram ii subject 
to coadnuoualWt.wl?d•a...,_ Aellll c DI..._..,...... may 'Ir/ &om die Pow arimt'"due to a 
number of f.aclarl lad•' • ........ • .... .1111 •k Olllldltioa• ............. pvWlb end the COit IUld 
--n..a.n~ of....... ' ' :.- ' .,,___, ..... I ....,_. . ~?·. -. 

. . 
O.epab b1111Ma1a1d 12.1 aaDlllD llf •viriNr•tl Nilled apeadilura ...._ 1991 Md aplCll to Incur 
8ddldonalexp111dllii•a .... ,-.'-'9NoltJto ... CoMolidlfedFlawitl SIM1ment1).apodloeofwbldamay 
need to be ftn c1d ......... ,, _.•••fl' ' ar.-dDilaot llplCllUCb ftslaclilato llaYeawtnl ldwrM 
effect OD die ftDmClel plilllioa _.,.... __ of ... C'-mnpeny. 

, " 

Capital Structure 
As ofDec:emblr)I, 19'7, ciD-• -auJ&1i'91!J11 .... 56."'of ........ ~CCllDpiNd to 62.I" la 1996 
end 57.4" Iii 1"5. au1111ite .......... c a••M to ··htlalita 1IOUDdapltlllnlcturtmcl11n1a1 awdiC mlap 
to provide th•,,._.. fttlltDit.Y ..W tow ... c:lpllal mrkell wblD requlrld. 11all commltm•t, aJoaa whb 
adequate end dmely rate l'llWllf ... C ,.,..,., ,....·m11.,..-. helps tow lhlt Qeupellct wUI be able 
to altrlct QPltl .from .,...... w • a1111 a a'''' toll. 11al ldlJewmlla of._ objecdvea wW provide bmtft2I 
to custamen IDd aediton, •_.a .... C1 ~·In 11tD11. . 

Flnanolng Aotlvltlea 
In Decemberl9'7, "*•r•• "a ....... ,. .... ofSIOmUllaaof6.15%s.lorNoeaclutJ-..y I, 2012. 
The COftlPlllYmedlbepn1c11••....,a ..... ollll ........ bairowlfts.la Odoblr 199S, ... CGIDplDJftnalmd 
1 private placement ofSIO ....._.,..,.,....._,,_._la 2010.11at Comptny Ulld the procetda to retire S4.I 
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mWioD otllll 1~ ....... .,._. ..... Natural Oii Compeay ... Comp111y'1 llllUnl ~ ITTUlllDiuJon 
11ablidilry('1!Wnl-..-,orfllnlllydul la 2003.1'1 rwlallla,_...wtr1 UNd to l'lduclshoft·&ermbon'OWlna. 
'BICompllly ..... •I ..... Mtll 1"6.Durtla ltn, .. C.....,nplld~b.I mJUloaolloDa· 
....... II 111.-..•11U••tsA ..... ll lfMMlll9'S,r11;:.W.ly. 11Mlncn•tlndcbcpaymea11for 
19'7i111we-•,...,m.uuaao1dlbt .. •"lllthtpooUaaot1a&er .... wllbTri-Coun1youeomp111y. 
Inc.~ •" 
- ~-·-: :i . •, J.-

Oa Mll'cla6, 1•.1111c r •ar 1a11lrldllloldllau1111r 1fllcommim lloc:k otfri.CouatylDd 1UOCiated properties. 
Tri.co., ...... llllJI ••ID WI l'lllft md .-...11 MIC!men on .the peninsula. Tbt lnnlletlon was cft'ec:ted 
tbrou&b the acblnp ol et.aoo ...._ of the C.SpMy"1 eommoa llOclc wl wa ICCOUllted for u a poolin1 of 
in....... . . ·. :/'.'~"~ 

.,. ~. }' 

Cbeapab ...... n,ae, JS•_. Jl.-0 lhlra of OCMlllDOft ltOCk in eonnectJon with hi Automatic Dividend 
lteia~ _. Slock IWdme ,._....., lbt yan 011997, 1996 and 1995, respectively . 

EARNNl8 •lflOMM'~ AND TAXIS (In thouunda): ........ , rncw/ 
For ... Y-lndld DI 11 •ll1rJt, 1117 1• (dlcN•e) 1tM 1HI (decrMM) 
iBif bi I rrl.1rrr119 I 

$ ......... ] .•... $5,491 , 17,167 (Sl,669) S7,167 S4.na Sl.439 
Nllurll .. tt GI J,n1 2,451 1,26) 2,451 6,0ll (J,62S) 
PnlplDt dllla.. •. .... 2,llS (l,7S1) 2,llS 2.2S2 S63 
~lldbtaMhn...._ l,CM6 l,OSd (10) l,OS6 l,061 (S) 
Odllr •. 

"' '" fJ) S61 (l2) m 
tliildfT 111Ji7 114,057' <1£170) StOi.oS7 it•.092 (Sis> 

OJJls-kt'I 19" ........ S7,f04.fl5, II COIDpil'ld to $7,593,506 ·ror 1995. Althouab net income Wll 
........,...........,._._...,._ ... .._._ t1Ch .......... 1tp111tt.dfff'aeddurinathe tw~yarpafod. 
Nlllinl pl clillrtbldlloll'EBITw ..,.._.ii 19" dut to rite tacr1aa pl..:ed in efl'tct In two of the duce service 
ta111oilw cbiDa 19". £BIT tw dlli p; IJ.1§ 1 dlltribudon ....-r lnc:reued due to pater volumes sold due to 
ICIIlptrllUrel btlna J9' colder 0- ,. 19'S. 1Ulural pt lrlnlmiuion •1 conlributioa d~ du~ to a reduction in 
volumtt IOld to ldu.,.. •11~CU11amendutlna 1996. In addJlion, 1995 net income includes a one-time benefit 
hat. a lllllemldil wllb IM 'rllllril ...., Riplltory Cornm•loo (see Note K to the Consolidated Financial 
SI-). . . 

N.,,.,,, GM OJlltlNlfton ' 
The l'ldllc:dclJI m Bair o/11.7.UU. hlb 19" to 1991 ii prinmil)' Nlated to a decline in toC1J poll marain, U 

iadicmtldla IM .................. wllh an ~I incrwt In txpenlel. The nducdon In 1f011 mqln eamed on 
volumel told II.........,, tbt ..-a ot a ,., decUnt In vohunel sold to raldendal and commercial customen 11td a 
decr1111 In voluma 10ld to lndulll'lll ldll!lrrupdblt cuatomm In Qesapake' 1 Florida acrvlce cmitory. 1be Rduction 
in volumel 10ld10 Nlldendal_. ft minnfal CUltGmen Wll directJy related to wmmer tempnatura. primlrily durin1 
the ftnt ,,_,. ol 1"7. Qsoeam•• _. malnllauc:e expenses lncrased $633,000 and SlOl,000, mpectivcly. . ,... 
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Ca••JJ .,.., ,......., CD••lrll11 ..,._ad ....... ID ... procaalna and ....... lllVlct mtnUI 

... a, Ud ID ............. ., .............. A ..... ""' of~ to lht ... pfpellnl IYlfelD resulted 
ln•llcr1111fama' 1 - n aap111u - . ·· 

. 'Be Sl.4 snlllloa rill II ~.,..1"5 ID l9N ........ hm.• iaa1•_0 la p'Gll -aln tsned oa ..... o(Dlhlral 
..... awoorau 11p1110t'1dne ...... , ......... ..,. owmll lncn111ID11p10lll Tbe 14.0 mllUoa lncreue 
ID po11IDllJlnwuplllllUydaeIDa8111 )Wol.- facn1111, ~ weac llfo lfl'tct ID 19". MalyllDd opentions' 
til.·becimeeft'ecdvedllltDa0.1 .... _......_,...._.. .. 6a ..... Jwof 1995 farDelawareopendons. 
In lddldon, colder ........... .,....l.,.S•tbe-.1acr1111 II clellwria to l'llldlDtllJ llld coaunerclalcusto..--..cn 
located In a.11 i .... 1 ..._...,,... •111D11. Tbe SSIJ.000 lrrcrnH la opendw .,.._ wa prfnmlly die 
NIUllofbiPCllfr'ft --.,,,. flll.•pnc111 ... eo111,blddlllll.trep...,np111111.Pllllllddldompllced 
In .vice durfDa 1"6 ...W II ....... dlprecildoa apew. Ill lddidon. other taxes lncn11ed b)' $460,000 or 23%. 
pmtially due to lbe Jnctulloa of_.. .... revmue nlated taxes. wbich were pmioully lllctuded u reductions to 
revenue. . :~~ .. '· _£ • ·1 

.,__., ....... , 
FortheY.,.,lndellD1111111ll•M, tll1 t• , ...... , t• 1HI (decN•••) 
Rev.-: 

~told ' '." :;.; Ut.205 152,290 11,915 SSl.290 142.714 S9,$06 
Ollnrp~ J.061 2.991 70 2.991 2.611 373 
a. ....... ' ·~ ·:;: 11,419 19,Ja (96J) 19,312 '·"' 10,127 
Odler' 275 19J 12 19J 161 25 

Tocal~ mJMO ., ..... . ll,1R fi4:1Ji m.12s $20,731 
CClllOfs.les:. 

O..IOld ~ ·,·• ;. SJS,507 SJJ.146 12.661 SJU46 $26,719 $6,057 
o..lllitc• ... , ... IUJJ 19,117 (114) 19,117 l.410 10,707 

r;;t c. il11111 SSJ.7 .. 131JU 11.ffl 131,JiJ fi5,199 Slti,764 
Oroll Uir;il: ' -

'< 

OlllOld .,. SIU- Slf,444 (S746) Sl9,444 $15,995 $3,449 ·. Oii ....... , •. 2,.ttl 10 2.991 2.611 373 
Oll..teled 116 26S (79) 26S 145 120 
Olbcr ... 275 193 12 193 161 

25 
TOiilOroaMqla m.no S22.l9J lli7J) W:BJ 111.m $3,967 

•Ta ,, ........................ _., .... 
N.,,_, a. ,.,.,,..f11'on 
The CompmlJ'1llllaral .. ,,__ ............ Blltem Shon, wbJcb bec:lme ma open ecc:aa pipeUneon November 
I, 1997, bid• lacr1•1.ln EBIT ofSl.J mWloD for 1997. 1be rile In EBIT Is plltially lllribullble to a rate fncreue 
and ID lncrelle Iii ftrna .-vk.. lmp ...... d ID 1997, •well u ID overall redllcdaa In expea•. 1be l'lte increue is 
desiped to~ ..;..'doul..,. ...paat .......... lySl.2 mUIJoa lllllUllly. Also COlllribudna to lht Increase 
in EBIT wen lddlllatlll ,.,,ra• ....... 1'y .. lncrm1 In tnDlpOdldoa terVk:a that w.-. cft'ectlve with. the 
implemenlldaaotop1D-. Oii • _...._dleldllldaaalservlclelwlll...-nvenueof lpprOXlmatelySI .3 
million. Opelldonlapm11dlct1111db)'1141.000• 5'6. prlnwllyconslltlftlof compeftlllkln.nlocldon COltl IDd 
property ir.auranoe. MllnUn• 11 ap •111 ... 111o lowlrM to Nduced maJncen1neerequlred durina the yar on the 
ps pipeline •)'Item. Clpllll lddlda11 ...., tlwyw ...W In lllp dlprec:ladon ~· 

., 

Tbe $3.6 million nducdoa ... '"'arr .. prlmlrilyclue to lower.,.. marsm Oft ..... to lnduscrialcustomtn. The 
IJ'OU maraln decnuld ._ eo I em nducdaa In volumes dellveNd. primarily reflecdq lower cleHwrln to two 
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1ndUSDial ............ cu111am..- a mmlcfpal pow.-,... Ind a mechuol .plul. 1be lfttllumol ..-S lhu& down 
openidoal - April 1. 19". Dllriltl .... 19", ...... to ................... power .,.. .. contributed 
.,,..._., ... .OOO .. IU• .... n111•Clhlly10..-1DIJlfn.At ....... CUl&omen,lbeybldno .... 
comm......_ OOlllraaUll • ......... to ·purdme .....a .. tom the Compmy <•Note A to lhe ComolJdMld 
FiDIDdal S1•111nll). n.110..000 ... I 111ii ........ llf111• Nfleda :.:cr....dcomptasldoalDd beaefkrellled 
expema. Depr1c•• m1•1f Clue10 ,._ ,-..111......, . . . 
Wida Ellln Delle'• Cllllvwsioa • opm NIClll. all of Ill cu• mm will have tbl opponuaily to lrlalpOrt pa ovs b IY*m.,.. ,.... .. , .., • FERC. n.·vmflbilily me..... Sbore'• mrslal, ldllorical'1 cktwa a., the ula to 
ladutrial a....._. wiD • rt"IJy dlcr1111, • ~ .-vldaa f'ea f'or ~ MrVica wW drive 
pospecdve _.....1111_,....11111 Iii the.....,....,. Sbcn'a E81Twill tend to be more ltlble and resemble 
a ftallJ ,.......,,__1'.lldll*' I"',..--. revtaUauaoclatedwllh addidoaalcapecity and lower maralns 
on ICl'Yicel provt .. ·• Id ll'fll 11111111..a ialo llCOOUDlo the Company expects l'Olllllll'lia.., i99t to be between 
S7.9 and Sl.2 m.-.(• a...y 5'altaMftt). Compndvely, po11 anap. f'orlbe put three yem bas bten S7.9 
million, S6.7mUU...ast0.2dlloatar1'97, 19Haad 1995, rtlplCdvely. 

r ,,,..,,. DllO.... . . 
In 1'97, 0.1p1dw ......... tbe operllioaa of Trt-ccMlly and the Comp111y'1 exlltina popue dillributlon 
opendom. l+lre Q 1 J 1rb'1 ........ snp• opendaas. Tri.counly'uaminp are heavilydtpcndent upoa weather 
caadidoal. . ?' -:--·.;; 

1be NM:dan ·la 1"7 E81T otSl.I mllUaD WU priallltly due to • reducdon in arou mqln. J*dally oftiet by • 
reducdoa IQ ap ra111 OrOll .... llHJl• 111 dul CO Ill 11% reductioll In uJa ¥Ohana coupled With a 13% low• 
mqlnperpUoallld. .,.. ................... ~,.latldlltlk"8111111'tcmperahlm, which avtnpd6'' 
~---pitaJ,_. Ft:rdmiir.., ....... ftnt...-of 19"7 temperllUreS were 14% Wlll'IDlt lhlD normal. 
Tbe eciaq.ay ..0. 1 Qy 11111 a ldP ,._ ••of Its..., whmae duriaa daJa period. no reduction in mar&fn per 
plloD IOld was allo die _.°".._..,,~...,...aura. Al aem,,....... wwmed clurina1be ftnt quarter, 
demaacl decr1111d aDiliapplHrtw ....... ,.......,. 0.-to ihe low OOlt of wbolel&IHupply, mail prica declined. 
thereby redlicias wap+ Operadom "4111• it.11111111554,000 or 7" prirwlly In lhe ..., of compwadon, 
dtlivtry,._.COlll,llhlRlrfliallld llpl..._,MlllM•••~expcmadlcllMd primarU)' In equfpmentad lll'UetUreS. 

Depred9daa _. ... llMioo ..,... •Hald S.77,000 or 21% prirnll'tty lbe rault or. non-compete apeement. 
which became ftlDy _....In Now.1*' of 19H. 

·{ ..... 

1be iacr1•1 • l9N ~ otSS6J.OOO 11 prtamUy lllnbullble to a rile in. pou aw:ain putfally ofl'let by bJabcr 
cxpen111. a......,. .. ...._ .. ro a 12" lncr1nr In volumes 10lcl and a alJPt increue in marain earned per 
plloa IOfd. The Ina ena .. directly rwi.i ID .............. which wen 3% colder than tboao in 1995. Opcndna 
expcnsa lncnued Sl.l milUoa or UM In ltH prilDlrlly due co campenudon. delivery related costs. bcneftta and 
outside servic::cs. M•laMDWI .,_.., iDcn•d la lbl-of propano ltonp &cllldes. equlpnient and 11JUCtW'a. 

. . ·"' 

Advuced lnfolrlMllon ...... 
The resuha otlho ..tVlftCled -.111oa...,.. .....-a conalsled primarily of tboM of Uaked S)'lteml. Inc. ("USI"), 
due todatdownrfdaaotQ11"11u'1NordaCnllaaoprndwlntlrl)' 1'97.AllboupllllEBITcontribudoaofthil 
sepnentbu remalald..+ .. f*- l9NIO 1"7. usraarwmarain bu.1Dcrlllldb1S970,000or3'4'6. 0pcradna 
expenses milled due IO die apmlaa of a MW ollce la DllroiC. Mlahlpn Md the apwloa of l&llf aaiaina llld 
marketina eff'oltlto pMldaa Ult lo bl able ID prcMdt new .-vlca llld for ftlcur'I powtb of cumal renlca. Since tho 
rise in opendna COIU .,_ IDOll oflM lftNlh Ill 1ft* marsin. E8JT remained CGllllallL 
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ofDSl,77S .. 1192.412 II 1917 Md 1"6. rapecdwlf) 
M...w. ............... .. .......... , ,,,, ..... -

.. ....... PW% IRE Uadm_, ... ,. t ,,, ... _ ' 
. lllCIOml ......... lrlllll .... 
PnpUda_,.,... 
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1117 

174,769,451 
)J,156,173 

26.920.403 
141,1.57 

6.161,631 
79S,004 

14JJ4S,126 

(43.127.961) 

99.Sl7,16S 

2.721.44) 

'55,191 

IJ,Ol7,999 
l.JI0.120 
2,211,516 
2.926.611 
1,673,319 

149,623 
l.G60.91 I 

2A7,417 
24,069,161 

4,165,07l 
2,372.929 
J,132,319 

11,070,391 

SIJ7,J71.160 

..... 
169.ISl.OSC 
30.655,492 
25,279,217 

1,003,ISO 
S,414,249 

7",004 
I Jl,000.166 

(J9,4J0.7JI) 

9J.S70,121 

2,26J,061 

2,21J,S29 

14,411,944 
1,214,116 
U4S.SJ1 
J,7)1,680 
2.192.170 

112.942 
942,359 
151,010 

27,470,041 

6,6'0,0U 
l,'771,)41 
4.314,2.JS 

12,742,671 

SIJ6.04S,90I 
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Capltallzatlon and LI•••-- . 

Al December Sf I 

C.,•£111 1 • , ("1 · ·: • ~~· 
Stoclcholclln' ....., 
Commoalloct 
AdditioMI paid-ill Clpital 
RetalDed ..... ;;, 
Lea: U.....S ca.. .,_..._. .. ,..ldld lloct awlldecl 

U....u.l pl!• ..S1111•1J wtdll. net 

°',,.., .. , ... 
CumDtpmticlllotloaa lllWMI 
Sbort-tambolaoMlp 
Ac:counll,.,... . : 

Rd\inds ~ '° cuttomln 
Accnaed ...... 
Dividends,.,..... 
Olhcr IOCIUlll tXll .... 

Dtt/~O...~-., . ••• 
Ddcrnd ..... .... 
Dd'tmd ............... c:ndlll 
EDvb 1 ••-I lllbllity 
Accnled .......... 
omSlilWlida 

C.n ~t!ldlllllU"'a.d9•al• 

{NtllaJ~~ 

Totlll GrplMC'I <r • tlM & ,..,..,. 

1117 

Sl,ltl,792 
19,119,604 
21.211.763 

(190,116) 
296,172 

SO,JJ6,145 

Jl.226.000 

11.562,145 

512,500 
7,600.000 

12,4'1,570 
JS7,041 

*"'" 1,092,161 
J,!07,4" 

11,490,J:SI 
121,617 

4,16S,07J 
1,754,715 
J,209,6$6 

22,141,419 

$137.J 7l.l60 

't · .. 

flll 

SZ.160,621 
ll.74S,711 
26.957,cMI 

(J6.t,S29) 
J!,S91 

47,SJ7,463 

2191 .161 

76. 21 .IJI 

J,071.419 
12.700,000 
14,426.tlJ 

JSJ.7!~ 

741,761 
W,621 

J,7JJ,2JJ 
JS,917,121 

9,791.676 
176,432 

6,650,0U 
l,166.661 
4,414,392 

ll,606,249 

s I 36,0"5,90I 



~TEllENTS OF INCOME 

..,.,_ 
lateral ..... 
Ods ...... DIC 

laclOIDe-.. 

.,, ' 

Alloww1Dr!9!f! .......... _ .... 

,,,,..,a.p. 
........ 1o ....... 
Amcdadoa otdlllc..,.. 
Odw . . 

Allowwc ......................... .... 

.. 26 

·~·· 

1111 

SI ll, "74.591 

77,764,IJO 

•S.009,76J 

21,131,194 
2,CMl,CMJ 
S,J96.97S 
3,8'3,9S4 
3,327,627 

36,450,793 

1.551,910 

239,$43 
405,156 

(216,911) 

427,711 

1.916.611 

2.347,)69 
119,401 
922,110 
(8',145) 

3,303,7JS 

SS,612,946 

Sl.27 
Sl.24 

1• 

SIJ0,21),"°9 

12,226.644 

•7.916.765 

ll,230.42' 
2,SCM,194 

'.504.07' 
3,61),741 
3,947,056 

37.176.760 

10.110,005 

249.509 
177,CM.S 
(13,739) 
llS,434 
451,249 

10.561,2'4 

U92.4SI 
120,J.fJ 
SIC,IU 
(64,320) 

2,963.339 

S7,604,9U 

Sl.72 . 
Sl.67 

1111 

SI 11,79,,Tll 

65,616.361 

46,179,'90 

20,612.58' 
2,477,454 
5,802,114 
3,194,673 
4,02$,214 

)6,112,170 

IO,U66,'40 

191,MS 
239,617 

(10.S,2IO) 
65,191 

391,4SO 

10,457,990 

2.212,247 
!09,399 
566,)20 
(93,412) 

2,164,Ut 

S7.593,J06 

Sl.7S 
Sl .?O 

:~ 
I : , .,·j 
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" CONIOLIDATED ITATl!lmn'I OF CASH FLOWS · 

.,,. ... ~ 
Nctlaciame 
ActiUlllDCllll IO ncollCllt·•--to ......... ~ DcprecJliloo......... '.• . 

Allowm ror..-.......... ~·••raadma 
IAYallDClll ....... 113' 

· Dd'emd._ .... .. 
EmployeclllMftls 

. . 

Employee campcalllioe Ina..,.. otlllCt ••lcllaM 
Allo..C. for refaad 
Olbcr, net 

a-aa In -- l~lldll: 
Ac:c:ounts ~net 
Other curreal ..... 

Olhcr dcf'cnld m.,.. 
ACCOUDll ._.... .. 

Rd\mds pa,ylbll IO~ 

,,,...,.,. ... dMll • •. 

., 
'· 

Property, plant llld .......... ..., I alUfl!lt Ml . 

Allowance for equil,J ........ _...er PrucdOll . , 
Pun:hua or., 1 xm' 'J 

FlltMdtwAdhltlo 
C.ommoallOCk~•or-•, nfotal2.9J2. 

SJ46,.JOl llld $304,106 ID 19"1, 19N llld 1995, rapecdYCIJ 
lssuwc or stock - Dlvidlnd ..,, 1ta• Pl.Ill opdoell-' 
lssuwc ofstoclc-...._...,.,._ , 
Net (repayments) bouowlap..., Hae of credk ••Rn•••••-11 
Proceeds from lstuwc-ol-.-. dlk 
RcpaYmcnt or lo!!f-tam debt 

Net (DIOWIM) 1.,.....111 c.t ~C'm .. 1ftnlln• 

C•A ~Cat ~111 ..... •ltff ,,F_, ··-

Sllppl011111191 "*"'-"'fl/Call,,_,,,.,., ..... 
cash peJcl for inlCrat , 
cash pad for income ta 
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1117 

(54,llS) 
1,437,206 
(231.126) 
173.643 

(216.147) 

1,400,MS 
641.212 

(WJ9S) 
(1,W,912) 

JJ07 
Sll,711 

('19MI) 
12,JO'l,012 

(I 2,ll0.l26) 

(36,167) 

(J,129,752) 
167,337 
404,297 

(5,100,000) 
J,90l.223 

(3.otySS) 

(1,651,lll) 

2,213J29 

SSSS,191 

SJ,203,709 
S.J,400.419 

.... ~, .. 
. (,..,.. ~ .>' ~"'4\~frit';Mi;·~~.:~.~~ ., ,!.~~ .. ~~~~.-:. 

1 ... 

S7,604,91S 

6,141,232 
(llS,4J4) 
(St.llS) 

1,194,146 
411,170 
JJ4,74S 

13JOI 

(90',Jl6) 
' (2.141,041) 

(977,652) 
l,422.l07 
(611,206) 

(2.245.54') 
396,!26 

11,204,127 

(14,,869,116) 
IU,434 

(129,406) 

(14,00,Clll) 

(3,337,755) 

20l.113 
J49,GJI 

7,.J00.000 

(123,21)) 

3,696,176 

117,915 
l.39',614 

S2,131,10f 
52.122.120 

"'· 

" 1ttl 

S7J9.J,506 

~ 
(65,ltl) 
(S4,llS) 
252,727 
178,IO.J 
4.Jl,69' 

(l,3S6,70S) 
(.J39,0ll) 

(4,n7.364) 
1.Sll.67' 
('46.4SO) 

3,619.CW 
400.1'2 
162,399 
9.J9,7SO 

(11,666,442) 
65,191 

(J!,!36) 

(I 1"40.0IO) 

(3,)24,.J76) 
202,llS 

(l, 197,039) 
10,421.753 
(S,439,ISI) 

( 1,)21,971) 

9S4,3l0 

441,294 

SIJ95,614 

12.114,164 
SJ,211.19S 



'1 :~!'.~~:~. ~ 
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CONIOLIDATID ITATlllENTS OP STOCKHOLD&RS' EQUITY 
' . 

c. -·.flld ., r~. 

Blllwl-bealmlatot"JW · c~;. , . 
Dlvldllld .. t ......... . 

usa.-......... •••rt 
Coa•a-.ot-.. 11-. , 
~ ................. 
EMrciled llOCk ..... 

....... -cndot.,.. . 

A#lk•fll ,..,,..,a;lllf 
BllllDcc - bePmlna o1,.. 

Df.tdend Rclau 7 

t ... 

.,.,,., ...... 
Bal&Mt- ......... .,,.. 

Nd ..... 
c.11 clM1 1, - Q I Hf 11111 O> 

ClltadlvldnDdl-..... __... 
Ballncle-IDdof"JW 

u...,,,.,a ..... u1 .. Balwe-- , .. .,,.. 
r.....ot9Wlld 
AlllOldltdo8 ot.+rzwt .... 

e.m::. -•or,.. 

t• 
$2,1"'621 

15,Jfl 

4,461 
11.305 

2.,191,792 

11,745,711 
529,4"'3 

ISl,4'1 
392."2 

. > 19,119,'°4 

26.957,()41 
S.612.946 

(4.J4,,96t) 
(19,261) 

21.211,763 

(U.,S29) 

173,643 
(lto.116) 

296,ln 

. ·-
$2.122.212 

16Jl4· 
10.639 

4:29 
9,921 

906 
2,160,62I 

17,419,IOI 
53l,607 
344J70 

14,SS7 
321,465 
JG,411 

11,745,711 

U,451,776 
7,6M,tl5 

(J,514,694) 
(591,'4!) 

26,9f7,G41 

(415,107) 
(214,167) 
JJ4,7'5 

(J64.529) 

31,591 

·-
S2.0H.SIS c•> 

11,116 
6,111 

2,122.212 

16.731,619 (I) 

411,125 
176,029 

P3,265 

17,419,IOI 

19,480,374 
7,59).506 (I) 

(J,331,tn) 
(2U,IJ.2) 

U,.tSl,716 

(696.679) 

(121,343) 
402,915 

(41J,107) 

(72,139) 

TM11a-at•tMn1'..., , SSG.336,145 147.537,463 142.512.ISO 

Cl> Tlllfbllow .. t 1 .............. .,,,.111J1 ......... T~,ool ... ot....._: ... ._.. 
bllwllofC-... _.ACCcf nnl ....... Of(lll ............. ~Pll/IOl .. (SIOJ,Jl4).~. 
,... ................................................ ~..,Sf.Ill . 

CJ) DMdclldl,., ..... .,_._._ ... ,..,, .. uo .... ,_. ,,,,, ,._.1.,,..........,. 
0>Thcca11nT..-., ... ..._..,_,.._-..., ... c1 •rQ"I .... • , • ..,....,..,.....199s,1uv""1 

zaobllmcle. 
14 Nit ollMornl IM..,_. ~ftl.... 'n •llr 1111.000. IU.000 Md (141.CIOO) lwdlt ,._. 1197, 1996 wl 1"5, 

·.;: l~:\; .. :.· .•: 
;-~·, 

·::.M·"'-~ 
.<!-;:;.,.-· .. 

.·, 
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CONIOIJDATID UATBmn'S OF INCOME TAXES 

,_ .. V-~D111 ll1rlt, . '"' t• tMI 

a... .... ,_ ... , .. ~ 
, ..... S!.~16,6$4 s1.-..- SJ,112J46 ..... 442J6l JS6.576 621,231 
IMllll I 1•awdll11I • •l!I• 1'4i!•!l S"r!"2 ~54,1152 
T .................. 2.304.402 2.116,J70 3,741.769 

Otte••,....,_...., .................. ,, .. IJJ5,I02 511,373 455,Ul 

~-.. - (204,170) 173,904 (56,915) ............. ,,Dflt._.. (19,'°8) 107,IJI "·'°' UnbiW-- (104,632) MJ20 (260,922) 
Coacribullall la .w or ...... (J3,021) (6.979) (2.13,033) 
Envlroa ...... .,.Uaur. 249,417 IOl,J71 272.061 
AlloWlftCll for rcftmd 121,671 +42.064 
OChcr 1!£!32 4,427 2+4,136! 
Total.._. ._.._!ll!!!IH 1,240.213 1,144,42S 311,715 
Total ..... n.&811•~ SJ.544.'IS $4,0J0.795 S4,130J5' 

........ f// ..... ,....,_~ , ..... ._ ....... ,. J,171.SOS J,956,111 J,916,llO 
s....1aeomt-. •cit ........... J99,2~3 .537,566 546,955 

AcqulsltloG tlM ... SC.,. dtn Cit 317,121 (261.2.11) (137,IOO) 
Olhlr (J4Je2 SI"&!"! !2641711! 
Tocal lnw••1111 SJ.544,615 !1030.795 $4,130.55' 
str.cdw ........... 31.4% 36.8" 36.3" 

For they_,. lnded DI 11•ll 1r It, 1117 11H 

,,,,,.,,., ,_,.... 
Dcf'errld lacome • .......... 

PrapatJ, ....... ,, •• 112,095,712 SI0.716,757 

Ddemd .. -
6ff,61l UJ,ISI 

Olhlr 1.5'0.911 1:!22.272 
Tocal ...._. ._._ tlntllldll 14,.306.451 12.192.llO 

Dd'and-----SWopw ..... a.i_,..w. 57)03 3,)20 
Dd'emdlll .... . . u ...... 403,719 426,S6S 
UnbiW~ 961,311 lfJ,679 
Pcosioll md Oillller .. .., ...... 191.060 911,$61 

Scltla•••• SU,9" . 5'J.136 
OChcr 1!!&122 495,246 

Tocalddmd1-ID- J,OQJIO USU14 
Dcf'enedr.--Tuesr.Qa 11H0•10 .... 9lill SI 1.242,111 St:fflr666 

(I) JDC!udaSZOf.000. SJ92,000 .. SJ ..... ., ................... ,...1'97, 1996 -S 199S, 1..-cd¥Sfy. 

CJ) Ac:couated for• •llOOlilltl...._C-,._ a .... 01•1llP , 1 I......, S.1' rm). 

.............. 
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between ....... ..,. .... ..,._.., a ; a nllfllJ. Al'UDC ... apilllll9d • udUty plant conltnlCdon at lbe 
rates ors~ '.Sl"Md 7.Jl'611r 1"7, 19N .. 19".awpecdvely. 

-'1; -- .. 

Envlronnlenl8I ....... ,, ·~·- . 
Envirvamealll........,_1. FIAl•ID ......... IOtmran .... lllbilldltrorwhlchCllbapmdlblrahave 
not been made. Al apm • .r11 .. 1aae..i.flll ......... Wkycm be reducedaJona with lbt •~lloameatal 
replatory UMt. lblM MN H .. f'IOOl'dldlO ..... tnllCllUlllldllexpllldkumor 8CCUlllUa.ddeprecildoe• COit 

of removal. AU -llDOmdl lnmrnd .. _.... ID ICCOl'dw:e •Ith die ratemllldna creatmtM plDllll la CICb 
jurisdiction. - , 

Other Deferred cu.-• ............ ... 
Ocher defand daapl include.......,,....__. ._ .. COlll lllOC'-d whb Jona-term debt and nte cue 
expente1. 1'bl cHwuar......-•111 r ance_n .. aed,lbeamonmclowrdll oripallivaortht 1...,.cdve 
debt issues. Oaim ad .._ cm 1111 rtl~ •+INa of clllllt n aOldmcl owr die remalnin1 Uva of the orfslnal 
iuuancc(1). 1tMe cw 11q1m111 n d1lrnd. ._......_.over pclrioda approved by tbe t1pplleable replatory 
IUtborities. Intmalble Ulell n wo c Ida• wfdl .. ..,111t1oa or DOIHllility complftia. 1nd are amortized on a 
strai&ht-line bull over a plriod of ..._ti 40,,_.. "1111.,_.....,. .. _wn12.$16,120 ad Sl.920.1'1 at 
~bcr31, 1"7_. ltN.r1•1....,.Ml!_......MIOftllldoartldldtoln ....... UMt1wuSl,09J.tOSIDd 
$962,227 at O.....ber3 I, 1"7 .. ,,., ,..,, r.dwly.la Mdidoa, tbt 199hcquisidaaof a propane business resulted 
in the Compmay -.Irina ........ a c• w U. and •DOll-CCllllpde ..,.anmt valued at $437,000, SIOl,000 and 
$50,000, respec:dvely. -;, 

. . . 
Income Taua Md •ntSLlnt Ta c.,.1tA••t11'9lllll 
The Company filei a -~ldllr~ ,.... .._.. • llUn. Income llX apeme allocaled to the Company'• 
subsidiaries is bued upc11:dlllr,........ ....... 1De_.Md taxcredita. 

Defemd tax Ullll ad u+Pldeie n ,.... fDr die llX effect of 11mpor11y dlfl'wNncn between the finaacial 
statementalDd llX ..._,, ..... _. UeNffdw,, .. n ••• 1tred miAl~etl'ecdvelncome we rates. The pordoD 
of the Company's cleflaned llX Mllldll lpp&.W. IO 1llJily opeaatlom whlcb bas not been reftected in current service 

. rates repraenll Income taxes moovenble dlroaP ftlln ,.._ lavtltmllll llX cndkl on udlity property have been 
defCmd and .. aUocmd to ..... nr.bly °"' ....... oftbe IUbject property. 

The Company bad ...... ._cmyforwa•ofl'796.000tnd $16.00011December31, 1997 and 1996, reapecdvely. 
The Companyexpecuto wall ofdlt louca.,-.••tlwtfore,no Yaluadoaallowwewu recordeda1 December 
Jl.1997orl996. 'lbelou..,,_wnaaphla2006duou&b2012. 

Fair Value of Flnancllll .......... ts 
Various items within die~ lbeet an c:oaaldered IO bt financial instruments because they are mh or .... IO be 
settled, in cash. The ClnYlliavatwoftbele ilw.-nllYappcoximalelheir fair value (see Noce C to 1be ComoUdated 
Finlllcial Statemenll for dilclouw of &ir wa of lavaamentl). The fair value or the Comp111y•1 loa&-&cnn debt Is 
estimated usins 1 dilcouatlld Clllt flow mtdladollll)t. 'Ille admlttd fQ value oflM Comp111y'1Jon&-lllrllldebt11 
December 31. 1997, lndudina aineal........, 11..,.mleltety M0.7 mWion •compared to 1 carryfn1 value of 
S31.I million. At December 31 1 1996, die..,... ..... &Ir value wu approxlmallly $30.3 million u c:omJ*ed IO a · 
canyin& value oU29.I million. n... tstlm'* n buld Cll publJabod COlponlll bonowlq ralel (or debc inltnunents 
with similar tmm and averap IDllUl'ldea. 

Operating Reftnuee ·;; · '~ 

R•venuea for th• nalWtl pa cHllrtbudoa 41¥Wou of lht Company n bMed on 111111 approved "Y the varioua 
commlulOftl. CUl&omen' bawiWI may DOI bt chmpli wtdaout (onnaJ approval by.,,... commilllou. With the 
exception of the CO!lllpllly•s Florida dM1loa. die ColilplD)' recoplm menuts ftom ....., rad on a moadlly cycle 
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'Ille Compllly ._._.. _ _. lllblllda in ICCOrdlMe wlda SFAS No. 71. If die Compuy weN required to 

rmninlte applfadae'ollPAS Ne..11 ·lw11Pl•1 di opaldoal, d ..ta deferred mNMnlll would be recopbed In the 
income scaa..-.......... ,....... .. a ... to ........ •oltppllcable IDcomt taxa. 

FASS Stat9menl9 llleued 
... ~ ..... la .. 19'7 ... PASB ..... SPAS No. 130 reprcllna tht NpOftina of 
~ ..... lllt .. Molftamcfll II llllacntl. '1111 C.,., mUlt ldopc lbe requiremenll of die 
mncllnt iD Ill G ·rw 1111 n•r llrtht,_.....,.,lna-...., i. 1991. The efl'tct ofdle ldopdon oflhe 
ltlDdlld ....... prilliirOy to If Al No. I IS ffllldlna held ror ... lavtmneats, and 11 noc expected to have a 
material lmpeceoalbe ~·....., stlllaMDll . , 

- ., 
Segment A ... 1flta11. la,._ 1917, PAD lmaed SPAS No. 131. a&ablilhb •• atandlrda f'or puullc business 
enterprila1D _. ...... .._ opt1llla& ........ In IUUll t1nanclal statements and requlri 1 lbat those 
enterprilel report 1111 DU di......_ UcMll opadna ........... 111 lnrerim flnlnclal reporu to lhlrtholdm. The 
Compuy wm ............... ofdall llllldlrd In .... ftn& quuter oftbe 11 91 fiscal year. The adoption of 
tbe lllndlnt II DOI ..... •._. a ........ implct oa the eomp..y•1 finlada . 1t11anen11. 

~ofPllorY_.,~ ... · 
Certain prior yan• llllOUllll lan9 blm NClulffW to conform to c:uneni year Jll'llellt4tion. 

8. Bueln ... Con9111rll'lt• ·'" :; · 
In March 1997 ..... Ca .. _, ..... 811 ofdae Oltltmdilna COllUQClll stock of Tri-County Gu Comp1ny. Inc. and 
auociated propenta ~· ·priDcfpll ....._ II the dilertbudon of prapw to both retail and wholesale 
customers in aoutba Dlllw•e. die 8-.. Sbore of Mlrylwt and Vlrafnia. Six tnmdrod 1birty-nlne chousud Ibara 
oftbe Compmy•a«amcm,llDc:k ... ......_... ... die tnmudlon. which wuaccounted for u a poolin& of intcres&S. 
AIJ prior period ~I 0 °1 f • :Ill •• 111111111 pmcaled llilw been resllllld to include the combined resuhl of 
opendiou. ftnrc:W p-..,.. .. cm 8ows of'J'rt..Couaty. All IDlferlal innllCdonl between 1be Company and Tri­
County have beeD elfmln-.cl In oanaolldedoa 1'1 ntUlll of opermon. for the llplrlle companies and the combined 
amounts are ......... In die '°8IOU•t• di ftawlal II 1•- to follow. 

Operatfn1 Revenues 
Cbeapab 

~ 
NctlACOIM 

a....-. ~ 

Tri-CoulllJ 

' . 

Unaudited PIO Jonna Net .~• 

$29,690.819 
2.652.910 

sHJis.m 

A,4J.USI 
265,059 

SI 19,3J0.061 

~,UI 

$6,910,421 
694,417 

17,604,915 

v .. rEnded 
December 31. , ... 

SICM,020.•16 
7,77S,J62 

s111.m,111 

S7.236,69S 
356,111 

S7)93J06 

Q npli:e NIA S6,910, 21 S7,236,69S 
Tri-Councy NIA 426.216 219,011 
comwMd NIA $1Ji(7CM 17.•SS,706 

• Onilldliedproliiiiii•_.. .... I 'r••~•-'*•lidMlild;;o;wCililifiMOille....,iiMIJlii~w. 
I IU psyifta..,. • 19" .. 1"5.Dldlfl I.,, ~ ..... aCColporllioallr .......... ,..,,.... TrM:cluMywlll llc lndlMkd 
lalhc ColapMJ'1 U.S. Wini.._.-., ....... Mlldl 19•7. 

c. lnveetmenta 
The lnvatmept balance• Decilllb.- JI, 1997 lllCI 19" consilU primarily of die common llOCk or Florida Public 
UtilitiesCompmy'('"FPU"). n.c_,..,. .• ownmblp .. DecembcrJ I. 1997Md 19" repretemH 7.34% Ind 7.41% 
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intenll, rapecdwiJ: TM CCI t O' Ills dMllfted Ila iDwlDnenl In FPU •• .. Ava.Huie for Sale" ICCUrity, which 
,...... .................. ,..._..._ ...... hm......,_.blrepolfedDCtofincometaxaa..,.... 
cam.--ot• .., ~· equllJ;.AI Olcrn1t 1rJI, 1997 md 1996, the lllllblwlue aaedlcl the ..,...cost basls 
of the ~-.•pord'oUo by S41U72 irld IQ"'8. NlplCtiwly. 

D. LMM Oll .. llD19e 
The CCPPlfllQ' ... .....S llvml "TTldlc lilll •rw....- for omc. .... It vlrioua locldons. Jtmc Upellll 
rellredto .._ ..... Wll S217•12n.D•StOt.OOO tor J"7, 1996 _. 1995, fWll*dvely. F1111n minimum 
pay..-..... dlec.p.ny~1Wllm .... - .. S236,000;S228,000;S2J2,000;Sl4S,OOO .indS91,000 for 
the yan of' 19'1lllroualt2002, r..,.alVllly. llld SIN.000 ........... 

·~.: 

-. 
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I 1111 1• t• °'* .......................... eu.e ..... ,..... ........... S7.$,NO,NI S7uoc.100 .,.. .... 
I ,..... .... ••• i11 12.16'J6t 15,ID.7J2 i..-1'1 .............. -. 26.tM.«M JJ,119.114 2S,J4S,696 Advwed...._._ ..... 1,6)6.401 6,903,246 7,J07AIJ 

I OM Jl.445 Jl.1'1 J7,622 
1122.114,BJ SIJ0,21JAOf · Sii l,1".111 ......................... 

I Nallnl ........... "' Sll.970 112.232 "'°" i- - ~ 

Nabnl Pl nnalllloD 19,212.)'9 21.54US2 16,66>,CMJ 
Prapme dilldludaa " AUG 2.059 IJ9,GS2 

I AdftDClld ............ il,fr . 149,,60Z J26,91J IJ5',491 . ' 
Oda W,G01 332.512 349.sol 

II S20,026.18 122.217,068 111.711,196 

I ' 
~···;,! • 

. SSMM71 ' 17,167,2)1 5',721.J41 
" .-. 

J,721.141 2.'51.442 6.0IJ.440 :~ ..... ~ 

I 
·;~IS· 

1,G6JJSt 2.114.951 2.252.165 
l,OU.912 1,0$6,201 1,061,JOt 

.~-
. "406,6S2 2151146 

I IJ,90JA'70 14,J40.4CJI ...... JJ.m 153,'91 (241.594) 

l11,u6.'97 SJ4,0S7,o61 Sl'-091,114 

I ·.- .. SJ.o'7f.6S4 12.901.UI 12.4".141 
·~ 'i;f!': . 

~ .. - I I• ·"·-~~ . .' m.ut "7,IJ4 631.099 

I ProplDI du.rtbudon • .... 961 IMl.sll 1,629,971 
M\fWlld lrdbrmlda9 .... 122.0ll 131.m 969,517 
Odlll' 101.014 ~ 97,0l6 

I Tolll .. 1cllllm_. 111 IS.J96.'1S SS,5CM.637 SS,I02.114 
~ ............ 

NllUralpsdl:llrftMldiM SS,126.065 16.472.459 17.424,419 

I NllUftl ps .,_....,. 3,216.160 '"''"°' l,)JS,19) 
PropMC ddlribudoa 2,820.1'6 2,119)61 2,427,77) 

Advwed Inform.-.... 277.015 162.119 114,461 

I OCber Jst-043 445,916 1,514,llJ 
TOlll~ltalex,_d..._ SIJ.169,149 114.137,441 112,117,)29 

ldelellft1lll1Aeeeta,111 D111•llH It, 

I Naiturll aa dlstribudoll 171.132,MO 111.42'.2)2 172.256.MI 
Nlt\nl ps Ulnlmlllloa 24,111.292 2),911,919 19~ 
Propane dilcribudoa. M.209.69J lS,009,7'1 22,723,647 

I Advwedatoelilldofl...- 1,751,192 1,496,419 1.es.100 
OCber 7JOJ.12J l.UIJl7 1.'J0,616 

Total lcfeadllablc ..... _ · 11J7.J11MO SIJ6,CM5,90i Sl2JJ)l.721 

I ' llliPHICllil llli.n .. 1l..,...WW&ln1 
·- jq 

am 

I 35 
.; . ~ 

_ ,£ ~: .;·:t .. ~~~~;:· •. ,:~; ... '.':b!ie~ .. .t , .• 
•.{?,~i·li;!.i<:fi..'.._ •. --~1...-



·, 4·, 

11. ._ i =- n: • ..... - • • r ( ~; J 1 i ! .. 11 JI 
. _;?1J ·1·11 ,. ti t.(!l(ll ,. •'r·;g:".:.;ii .·.• .. ·1' I · lilft--,~JJ~,~,·--!1· · · 1 .~1:.- ·~1 r - .... .. ~ . · ,. ·· j t r · t: 1 I .. t ¥.• ·· · I' · I · f t · ' ,i. ... . . I .. ""·· -~ _ ii • , JU ; ,-. 1 

• . • 11. • - - r, : . 1. _ ~ tJ l I'. ~ ~ :~~1! t . • · _ . .. . I I • ;c._U:· · 

~; . :::: eU!';\il ·~JU·• _; . :If tl" . u. -·1-1: !
11

' ·iiir l ~k- · .. .. ; ·,.. ·.1 rr rf 1 l ~: 1 ··."1 l·i .fif:.f .. tf-1: f 1. · ::J.· . i · ·_ .. ·! .i- · · I r . - l •1 11 .,_ ' l . . 0 • . • .. . 

i -. ~ 1 .-11- : ri J _ t -
"< ro 1.1 I - II I .. ( B • . . . . t 
!Jw!l.a J( I · 1f ~ ! i ~-

i•ilj '· -llf J! · .- 1 1~ ! ~ i l!~jl '.j ·f Iii-, . ~h. r ;[! ,, nF ~ . 1 l ~ ~n § .0 I: H . ' . I H h i 9, i'~- i' i i I I . ~ 
i11=11 I 1-J~tlll I HI I I ! I u i.i; 11 
I _ i ~ t 1 -:-rs l l ~ i re Ii )ill 

r. 

:... 

- ·- - - - - - - - ·- - - - - - ~ ..... .. "--"\~"'->fl.er: ")C'~'i~.t'2 -:.. ...... 



- -· - - - - - - - - - - - - - - - - -
1 ~f r fHHf 
IP '•g.11 · 
l ~ ! . 5" l t I 
!~ l 

f .: 111 . . - - ~~ 

~· .. ·. ~1 c .. ~ j lu 
E:,_-, ,.. -a (l" -. 
1\:'' ! ) - -.. .. 

~~:~; .. i~·· , ! . . I ! I'' 
h--. ~ (If }' . .. "' ~· r .... _,:,. _:.: _, . ~ . ·.· .. _ . --,,. I . ~ - "' 

w I •.. 1::.1 - · 1·.,. 

~ HI : ~ : : 11 
1. o E 1- t: ~i ~ I • i! · . S i! If f 

r .:fa t: · - t: 
1 ~ "' "' 
tl.f •z 
5 0 i .j ii sl1 iif. 
~ ':c M 4' 

w ~ -

l :1 ~ lli 
~11: ~ • 
~ • .f ;;t 

nun iiu HH ! ~ ss ~1lr .. an1i l!I ~: 
·! 

ji ijif'I -jf ij ~! 1

11
1

1!i iU!f'"jl I -f j _:· 
r • 'if1·J1l ti1t_H ir.~· .~Hi -~! 1.1. 
f 111,~ ,..-1 -:...1•1 lf"· .ll~1- - .·- -~ 11~.-... l ' i(-1~ -. ..l I f-_f f I i1 l' ~ i:'.- . -I~ 1. ~. . - .;~_:1- ::. ~-~~ ::1r; r t : ~,. 1 • • 'I • ~ - 1 r ~ · • -· .. ~ .. 

... :; 

1 
· 111~w1 ~ ~r,~ ~ JI 1-I i l ,~, ~ 11-.. _· fl'~ : ___ l I I ., . -. . •. ·~ (•:. C• ":: ._ • t _- t -~ I i 11;·:1 t.. f • . I - 1·. l " -?: 

w l -.P . ,. ·. - ; 

flt~ifilJ~l h 1 _I . · t~f- · ", 
,,,h,rtJ~~Hl ! 1 .. ui .Jr ;: 
1Jtt·1rn :flti Jr in i ah I . , 

t I __ ( _ ~ J l t •• .. 

If }H!lllj '!ti .· l ~~ i!Hd ;'. 
'11l!lhii lr~1 a.r!: n~ll E ~i -~· 
:f !!:atfs.tlJ Jl ~i =I~ 



•• 

11 ~ 1
1 ... 1~ru1 n II•• 1 11i' 1uf11n 1r111i''.lf~ .. .. 1u1 · ·· 

f 1 I . I' ! f I 1 • . ~ '-1~ : .·t~. 11 . f 11 r. I I ( , , •. 11· 1 .. 
i I 11 11 . I I . .... ~- . 1 • I . ·1}· ._;, .. ~ • : ·1: , I ~ I :, '~·~ '.~~~II .. ~ ~ I · , i 1 I l · "-.,, · · . ~-. l · -.· . , .. i : r 'I ~ •I . 11 . ~ 1·; :-•~~. 1' ~;1\ ~·!·~~~ ~~l: s.~ :~; I ~.l:f .. ... 

I . . .. : r I . • . . a: ·1· . ~· . I ,'/.r - · p1'1i9.,..;\,(., . 1·1-' 
I f 11 11·· I : . ' • '.~;~. I· . ;~; i ~L ' '•~.?.-:·. ~-:I ,,,. '1 ··~ . '· •. -. ~1- . · .... 

• • I • • I l I ,- J -~ • ( . f . . 
. I . .. ' . . ' e ~ . . ·~ - J ,! . I : ~ . ·• . _':1.' .\. ·~ .Jr - .! ·' : . • " ... ~111-1~, -.. ,~, -1 . ! -. 

· .... ' . . ·. j i f ,,c~ J i · " ~ -; , I' , : ' : . . · i t l . i I jl 
'i ~ . . t I 

= · .. · a(I . . . - ' . = ii} 1111 · · ..i It .._ __ . l · -~ _ . I 11. ~·'. 
• 1J1 ~ ... - r • .1 · •1. ~ ; q , · 1 ~ 111 - "' . . 1! '=_ . , .... 

. • • - . ir r .. 

~·· ~C flit ~~~~-~~•ii ~ ~ U HH it'f. . ift 
r r, ii ~J'# ~~~~~!~ l r_ it ... 
. ~J .. a - - }"l.r =ri 

J~I: irl2 ~ j ~j s~d i li'r H·f 
i!::s "'I ( !! u !sU UJ . 16r 

-~I JI 11 
c;· • .q ' -~f ii:. 

~(; 

~ - - •• - - - - - - - ~ ~V~-~ " 



&~ 
r 
' ~· 
'"-.,. 
~· 
I.'· 

- - · - - - - - - - - - - - - - - -·~ - ·:-r-·;:. . .. , ~ 

1 r 1 ~rrssgs 1.11 r!- 11111.r1 ~i 11 r iJ Jli, 1 °~ iif~ ~( · I II' 
I 1 [ ~ o i r t. g J i .. 1 ! ) =11i1 1 r1~ 10: i 1 . • . 1 11

1
· 1• I ·.,. g. 1.JJ "'11 ~. ; 

-.r 
8 -1-~ t ~j !I:-~_,!! .11 !I . 1 __ f II.! t 

~ - ~, I I t J'"' 11 J I . : I ''l' · 1 1 · vi --.. I ... i i l r t ~ 1··· ! I r lt ' • ' h •;: •1 I . ~-;t'.I ' :11 ~11 ' ~~ - ·:.'£;.l-~ • · i [ ; J "' f ... I 1 R > r ,,...w . ~ iJk' ·T •• ,~Vi .. ,: .... 1, 11 I t r·J ~ii. I If . J r1 Ii t:~i''.. I ·. I .fl.' r~1~ 1- ~-~~·~; l: 1~111·1 .... 
·t " ~ z • - ... r • • t ~ .L • • . • "'" , • • 

___ 1il=~ - J I . sl tl~ . 1 .. .-~ . . . .,. 
lS a ' , r I t ~ r · ! 1., -. 1• 1 .. , • , . • , .. j _ .. ·~~ 

,~ ~I a~.. I I rr!l1 I"''• . ..... . .. . w~ 
§i i 1 lJl[ r · f ~ l~f UJ ]Iii" !! ~ S~1 iie! . i r:~g · ~ 
~. 1 . ,. t - l r-a J ~ !t '-J f a. I ~ "' ~-• 1 ~ e . - i~ - ~ g.l i1 i' Ji a_ ! f ~ e - r' l I . . . .. 1 .~' I rrn ;:111 111: . ·-· - . - ·~ - di .... J(t jh-...tl l! 
=~ h~!i~ f~~ . •J[l . ill 

8 09 f g g !fl ..... 

EE f~l.r i.1 ,If, 111f 

.. -~'-'-t-



~-r- :o---~ 

. ,· .... {~ 
"· 

$ ; al = ... · 1, 
1 

. , 11 i·; 
1
· :_ · 11 .. 11 • ~ d ~ n 1 . ,, 

.. h I 1 d1 f ,J rii's" . 11 .. 
I d lf lJ! s 'l HI t llf tf 'J 
i \AN . l·r · j'r ~a-as Jr 1r t} . 

N~ J! . l l ah Jf Jj JiU f !f 
! ::t! 1i r 1-~ ,,, u1 'I· - ... 

'!-· · r ( s ~ i ~ S-.c t I 

~ ~~ ~ f, . u~ 11f ilfi 11:1 f eti 
i 11 lh ~ rl a-B' L 1 1 ~:1 htla . l[' 
: u rU ~~ .~lJ s s.stl i 
I -~~ ettl 1: .. 1 . 

-------------------



-. 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

:~.~ 

e.Dillppcr~ 'J.f' 
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... . 10.16 ($0.17) SO.SJ ..... I0.72 S0.15 (S0.17) $0.$1 

' -~j- ~ SU.21J.979 Sl9,6S7.G7• SJ6,JJS,114 

t;,~f 
.._,..,, Sl,OM,J92 (Sl'°-422) S2.SIUJ6 

Netlacome 
I~- 16.000.157 S416Jll (1747,719) Sl,166.226 

&minp per sUre: 
, .. 

'1~~:; ~·~--
Buie --.:t' SU7 SO.II (I0.17) S0.42 
Diluted 

~-

-- SI.JO SO.II (S0.17) S0.41 
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ttem I. Chang• in Md D1111.....,... Wllll Accountanta on Acooundng and Flnanclal Dlecloeu,. 
None 
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Item 10. Dlrectola· ... IJIE.1 ..... Ollal• of .. R19l1tMt 
lnfanaldoa ,_,...ID •Pl I it" of61 Ca BJ ID)' II...,.. ..... by rw&awc:e to die Proxy Stwmeat, 
madlr • ....._, JI t ....... .n:tli 11u1mdNnlr11t',dllldmdto be ftlldoa•beftn Mmdl30, 1991 
inCOllDICdoawldatlleC1 1as"1MllllllM11dlatobeWdoaMa,y 19, 1991. 

. ~··· ,(' ·~. 

The lnrom_aldoa ~bf•.._ .......... ......W. om.a 11.punu• to IDltrucdoa 3 ofpll'llrllpb (b) 
ofl._ 401 ofl ..... I-IC.• llltll la- 10 of Pin I ofdlls Form 10.K UDder "EMcutlve Ofllcen oftbe ........ 
Item 11. e.w.dtN_CmnpHI ... 
Tbia iDfOnllldaa .............. by ... I Cl ..... Proxy S«M 1 ..... under '"Report on Executive 
Coapn .................. _....._.,...JO, 1991 la coaaealaawtdl tbeCompmy'1 Annual Mectina 
to be beJd OD May 19, 19'1. .. ··' . 

• 

Item 12. Securt&r ~-c.tlln B111W OWMre and Mln111.....a 
1bia lnlonaldma ta I.: a .., •• , .... ., ...... •die Proay -~ _.. "'8eaeftdal Ownenblp of the 
CompMy't Secwtdlt",dllld ................ Mll'Cll JO, 1991 in coaw:doa wkh the Compmy'• Annual 
Meedaa to be belcl OD May It, JM, - . 
Item 13. Celtaln R•••· •liS,• ...-111111111 Tlu11_llllDM 
Tbil inf'onudoa II ~Ml II ... by N .. llH tD die Proxy Scatemenl,, under "8eneftdal' Ownmhlp of the 
Company'• Secwida", ....... be ftled • ....... Mardi 30, 1991 In connec:don wilb: dte Compuy'1 Annual 
Mcctiaa to be held oa May 19, 19". 

· _ PARTrv 

"9m 14. Flnanolalltatemenea.Pl."llftDlllltatlllftel'ltlohedu-.and !Jdtlbll81ncl Reportaon Porm M< 
(•) The followlng doou,.. ...... •a...,. of lbll ..,ort: 

I. Financial StlMmenta: :- , 
• A.,.,.,._' .... dlllld P..,Y 1i_ 19'1 of COGpln A L,..._. L.L.P., Independent 

Aca:umea• . 
- Cootolktwdll111n.-s.flacwftw11Cbofdwlhnt~endedD1~•ber31, 1997, 19961ad 

1995 ... 

i'. ... . ' 
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Exhibit IO(I) • 

Exhibit IO(m) • 

Exhibit 12. 

Exblblt21. 

Exhibit 23. 

Cb11 .... 1 UdlidllCllpcnllcm r.r0rmwe lnceatlve ,._ dllM 1-.y I, 1992. ii incorporlted 
bere1D., "'* ••MCa .-r'• ProKy SlllemtDlclleld April 20, 1992, In connecdoa wkll the 
c~.,.,.1~1' ·114Wd•May 19, 1992. 
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By. Ill IAl.ftll. , ... 
lllpllJ.Mlcllll 

·:.:- Cllllnnss of tM ao.d Ind Chief Eucudvt Oftlcer 
c Diii: .... 20. .,,. 

Punulnt IOtht ............ ol.l.11m ... Exit I Al:t.ol 1'34. dda l'lpllt .............. below by the 
folJowinl penou oa blllilf 9'118!!fM•'_. Ill IM Cll*'ldel IDd oa the dllll lldclted 

Ill MKY'P r; !t1f•rmr 
MlcbMIP.JfCllMfl ~Viol~ ;·.,, 
Cbld'f ...... Oftlclr .. Tt-••­
(Princlpll Plawlal Ollos) 
Dlfe: Mll'Cb 20, .,,. ,,.. 

IS/ WALlp I. Qp wq 
Walter J. CnlmMn. DiNclar 
Dile: M.-cll 20, .,,. 

/5/ IUDOl.ftl M. PIM, a. 
Rudolph M. Petal. Jr.,~ 
Date: Muc:b 20, .,,. . 

ISi IWMIAJI P. SHEA 
Jeranllh P. Sbt8, DftceDr 
Date: Mmcb20, .,,. 

· ... }!... 

,•'' 

-·, 

Ill Jcllll, lces0 PP 
· 1ollD L 1¢kp! •Irle, ........ 

QW()pllldaa Oftbr Ind Director 
. Diii: Mll'cb 20, 19'1 

4S 

Ill 1 R"P"'"ED' 
IUcMrd ........... Director 
Diii: Mll'Cb 20, 1991 

Ill IOHN W. '"'P'L JI. 
,.. w. Jardine. Jr .. Dnaor 
DD: Muc:b 20 •• ,,. 

111 Rotqr F. RIPA 
Robert F. RJder, Director 
Diie: Mmdl 20, .,,. 

Ill !/HJMM g. WMPi!N. Ill 
WbUlm O. w..-. DI, Dlrec:tor 
Diie: Mln:h 20, 1991 
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.• ~ ' . ·.\ 
1995 ...................... ~. ... S202.IS2 
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Accounta 
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COLUMND 
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CH!IAPIAKI! UTU1'B CORPOIMTION AND WDMlll 

: Pl.W12 
COMPUTA110N OF RATIO-OP ....... TO FIX!D·CHARGD ;· 
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1117 t• 11N 
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Add: 

Income laXes J.Bt,430 ~.610 J,165,179 
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J.2",479 2,907,J14 2.141.567 

H9t!!I · 120,MS 109,J99 
114,147,407 114,598.162 
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< . FixedCbqa 

Sl...,I Sl2t.22J Sla,211 

J,1699'79 2.907.)14 2.141,567 

JlfMI . ..,., 109,399 

SJ;m.JTI SJ,1'6,112 Sl,140,177 

bdo of&miap to Fixed a..- J.6J 4.'70 4.65 
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We consent tO the lncOlpondoa bJ a• 111 la .. Pn111 n•11 otCll a 14lllc1 UdUdes Colpondoa oa 
Form S-2 (File No. 33-26512). Form S-J (I'll Nol.,,..,. _. JMoN71) _.Form W (Fill No. JJ.301175) o( 

our report dllld Febrully 12, 1991 oa our_.. ot6' 11• rl' t d flplldll •ur - md the ~l'ed 
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SECURITIES.AND EXCHANGE COMMISSION 

WASHINGTON, D.C. 20549 

"' FORM 10-Q 

(X) QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURmEs 
EXCHANGE ACT OF 1834 . 

For the~ perfod erlded _ __aBt1111-111wlllmlJllMIK.il3011. • ...J1Jf.1111111tZ __ 

OR 

[ J TRANSITION REPORT PU-.wn- ro SECTION 13 OR 15(d) OF THE SECURITIES 
EXCHANGE ACT OF 1134 ~~~~- ~ 

' '· 

For the nllllon perfod from to __ 

Commflllan .. numbw 001-11MO 

CHESAPEAKE UTILITIES CORPORATION 

(Stata of ol\lr~ of 
Incorporation or org111*811on) 

. ' 

51.QQM141 
(l.R.S. Employer 
ldentiftc8tfon No.) 

lg lllw I ... "''""""· Dqm. Qlllwn 111Q4 

(FC>rmer Mme, former~ and former ftlcel yew, If changed afnce laat report.) 

Indicate by check nwtc whehlr' ttae ........ (1) ..... elf r9pOfta required to be flied by Section 1.3 or 
15 (d) of the SecurltleS ~Act Ol 1IM 4Utng ttae plWC9dlng 12 monthl {or for auch •hotter period 
that the registrant WM requhd to tie IUCh ,....), Md (2) hu been aubjeCt to auch flllng requlrementl 
for the put 90 d•ys. Y• pq NO ( ]. 

Convnon Stock. ps value S.4887. 4,481,394....,... IMued •of Sept8nlber 30, 1997. 



_;.·t; • 

.. 

;, 

f.- ~· 

. , 
r •. 

'·· PARTI 
FINANCIAL INFORMATION 

CHE8APEAICI! Um.m&aCORPORATION AND 8U8810IARIE8 
" "COtllOUDATED BAl>.HCE SHEETS 

Investment. 

Deferred Ch8rgee md DIMl' Am.a. ' . 
Envlronmental 11ig1fllo.-y _... 
Envlronmentml ..,........_Mt 
Order 838 trllndlon ODii ~ · . 
Other ~eferred dwgl9ed llllanglble ..... 

Total deferrec:h:h..ea and oUw 8IMll 

. ~ 
ii .... f •• • 

.~ .. 

, . 

September 30, 
1897 

(Uneudtted) 

$74.148,712 . 
~.311,202 
28,782,385 

823,375 
5,025,889 

795.004 
140,954,387 
(42,800.914} 
•.153.453 

213'tOlKR 

1,487,700 
7,357,140 
1,884,040 
2.428,358 
4,005,715 

203,558 
0 

750,720 
813.811 

18.708,908 

8,501,505 
2.282,938 

0 
3.853.401 

121&111144 

December 31, 
1918 

{Al restated) 

$70,497,172 
30,855,492 
25.279,217 

1,003,850 
4,789,431 

795,004 
133,000,111 
(39,430,731l 
93.570.128 

2.aa1oee 

2.213,529 
14,488,945 

1,284,878 
2,345,531 
3,731,880 
2,192.170 

112,942 
942.358 
151.010 

27.470.042 

8,850,088 
1,771.348 

943.209 
313111c;L 
1~742.672 

TotalAueta f131.l20.212 11H.045.p10 
~ - .-· 

. The·~ ....... ~ pertd~ftnanclml 1C.tement1. 

. •·.· . 
:(1-

2 

I 
I , ,; 
I ,. 
I 
I 
I 
I 
I _,, 

I ,. 
I 
I 
I 
I · 
I 
I 
I 



; 
l 

.) I 
,j. •., , 
I 
I 

~. , 

~ 
, 

:~ I 
:- 1 
I 
I 
I 
I 
I 
I 
I ., 
I 
I 
I 

/i· - • 

... .. 

. 
•'.- .. 

: ._,, . 
. . 

CHEUPeAICE UTILITIES CORPORATION AND 8U881DIARIE8 
CONIOUOATED BALANCE 8HEET8 

• . . I 

Long mn dllit. rlll fll C11Nn1 po111on 
TOtlll Cllllrllllan 

current u • .-... ' -
. a....n. ...... flllonl ....... debt 
Shalt ............ AmMnl...... .· 

- R8l'undl ....-11 ID CU11Drwa 
Income .......... 

·~ Amuld lllllNlt " 
- ~. DMdmdlPll••· . ·~· 

Other llOCl'Uld...,..... 
Tollll Cll(rwtt ........ 

a.n.d Ci ....... Olhel' L18billlle9 · 
Defend lnaome .... 
Defenwd lnvlllrnlnt .. credll 
Envlra ....... ..., 
Accrued pwlan .. 
Order131 -· alanllbMy 
Other ...... 

Tolllld1'9ned cncllamd olw ..... 
Tot.I c.p1t811zat1att ... t ...... 

• . .r._,. 
-: ~. 

3 

September 30, December 31, 
1117 1998 

<Un!udl!!d) · (Al mtated) 

$2,181,014 $2,160,628 
19,433,280 18,745,718 
28,947,737 28,957,049 

(234,348) (384,529) 
14,580 38,598 

48,392,243 4'7,537,484 

28,842,000 30,778,919 
77,034,243 78,314,383 .... 1,285,938 
18,400,000 • 12,700,000 
1,348,741 14,428,983 

33U7S 353,734 
211,574 
119,444 741,788 

1,088,850 883,121 
3.882,271 31733.235 

31.53(>.123 34.125,279 

10.230,179 9,788,878 
840.201 878,432 

1,501,505 8,850,088 
2.230.251 1,aee,eeo 

0 943,208 
3,453.703 31411.113 

23pu41 23a80l.248 
1131.820,212 flH,Off,110 



.. 

. .- • Ji For the QumW Ended 
. . ~ ' 8lpt9lnbw 30. 

. . 1187 1118 
'· . ,. ,_ BJ•dl!d) (Aa ..... led) 

_J 1.M15,309 $19,147,877 

11,078.238 11,414,752 
1,181.- s.an.n2 

480,577 145,609 
1,374,574 1,403,162 

857,848 808,480 
(549.117) (3851888) 

__ 1918901132 11.8081099 
25.177 (180,422) 

52.029 114.203 
77,208 (48,219) 

9,11.399 701.580 

,S739.JB! '1?~7.779) 

(IP.JD ($0.1D 

>. 

~ ...... . ·:.~!: 
·.~ .. .. ~· 

The.'~ nDlle .. an im.gr.i part of these ftnancUI atat9m.nt.. 
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CHESAPEAICI! UT1UTB CORPORATION AHO IUUIDIARIES 

COt•Ol llMTID INCOM8 STATEMINTS .. -·, .. . ;. . 

' 
Operdng~ 
OpenltJng Exptnlu 

Purchaed 991 calla 
Operations 
Malnt8Mnce . 

... : 

Deprec1911on end MIOflaldM 
Other .... 
lncome .... 

To181 operellng ..-1111 
Operdnglncome 

Interest Charges 

Net Income 

EamJnp P• m.r. ol Common 8toc1c (t): 
Prlt,.y. ·1 . • ~ 

Eamklgl per.... ' " ;.i'l, 

' .. 
Avet9Qe lhnl ou11181d1t1 

For the Nne Mollltll Ended .. ,...,., . 
1117 . 1• 

<Un.dl!cn fAa Nll8t!d} 

••.21!.314 _ .. -~-.237. 

52,113,418 58.200.441 
19,131,141 18,408,082 
1,551,932 1,l40,2ee 
4,G71.112 4,2a,444 
2,114,350 2.751,2ee 

~, ' 411211 :719 88140 ,591,4U 

180.147 
5,71i.Oi1 

281,741 
Y.ID.217' 

2.-.s;so 2.114,528 

'YJIJl1 H.731M! 

19.74 11.30 

4.488.112 4623,878 

19,73 11.28 

4.m,p12 :!'71,p! 

The 8CCOmplllylng ............... .-rt of th ... fln8nclal atatementa. 

(1) SM ExtM 1 t - Compullllon ol Prlmlry end FUiiy Diiuted E8mql Per 8h8r8 

.• 

•' 

.. 
:.,.';;. ·:I. !!' .. 

.'- " 

5 
' - . 

".. ~ ~ 
.!~ .. · 1 
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. . ' . 

. NOTES TO FINANCIAL STATEMENTS 
· , .:.,.. n ai.t.a.a llVnlft\ 

. ~ ,~ ..... ....,, ~ 

1. 

:_.' 

2. Acqu~ , 
On~ e. 1w ... ~any 8Cqlftd .. c1 u. OUlltandlng common •tock c1 Trt-eounty Gu 
Compmny, ~~Ind HID Clll~ d proper1lel. The prlnclpel buslnela ol Trt-County la the 
dlltrtbutlon cl PftlPll• ID ball Niii Md Whal••• CUltDrrlera on the Delmm\fll PMnlula. 

. " -~'. .. 

3. Fhlnclal AcccM.ang ......... a.d (9FA881 stat.menta ........ 
SFMNo.121-..._Per ... ·· 
In F~ 1•, .. fAIB ...... dn•tt,Gf AnMc191 Accounllng ....... ("8FAS1No.128 
,..,. ........................... preeenl8tlan olbMla8"d clluted wnlnga .,.,.,.,.. 
on the fece cl .. lnoam911 lllm:nlfiar II ..... with• complex mpltll atruc:Uw. The Compeny 
,,.... adopt ........... clllll lllidlrd In .. ftnencl8l 1 ....... far the yw' ended Declmbef' 
31, 1817. Mc$1~• ~-....._II nal ecpect8d to h9Y9 • mawtll ln.-:t on the ftnllnclel 
........... cl .. Camp111y. ·;· ... · · 

. 
SFAS No. 1IO-:-RlpDltlng ~Income 
In June 1117, .. FA19 ..... aFM No. 130 regmrdlng the reporting OI ~Income In the 
fut ... of fll•lclll 11113 -- TIM. Company nut llCfopt the,....._. cl Iha ltMd8rd In Ila 
ftnllncllll .....,,. ......... yw b9gil'*l8 Jenuery 1, 1998. The effecta of the edopUon of the 
118ndMI .. CU'IW1llJ under evlllu8tlaft by lfte· Compeny. 

; . 
SFAB No. '111 -DIHID1Ur9Maul ..... ol M Et...,.. Md IWlllM Information 
In June 1m ... ,, • ......,8"M ,_. 111. ~..,.,.far the way 1tm publlo bultnela 
enterprlla rwport•lllfnlllMallCU ..... 19...,..,.ln ............ ltll ...... aend,..... 
th8t thole ....................... lnbmMlon 8bout operating MglTlel1la In.,,.,.,,. flnMcl9I NPOft8 
IQ lhareholcWa. The CGltlfMY wtl edapt .. ~cl CNa ltllndll'd In the ht quMlr' far Che 
fllcal ynr 1M8. 

4. Commltmentl and ConlngMal~1 - Environmental Metf8ra 
TM· Compeny ~Ii p8itafplal111n fie tw.llgmllan, ·...em.nt 8l1d remedl8Ucn cl .... 
former ga,..,........ .... lllie llDcmd In --- jw1ldlctlona, lnc:fudlng the explcntlon cl 

7 .. 
-.. ~;;}~~-:~J.:. 
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·~ 

.1.:. 

AmllClng Aatlvllll9 . . 
Comn1an MDclc ...... .... Ill ...... N1m;11t9d of 

. . l409.-0lnd~1 • ..........., 
Nlt11p .............. d ..... ......... 
PlaOMde ......... d ... toCompeny'°'9(k) plM 
~d ........ debt 

N9tcmhlllld11Jnn.-... ..... 

Net DecnHI In Cllll . · 
CUh ... CMh ~-- .... '*'II d P..tod 
CUh and c..11 Eq11IN11nta Ill End d Period 

For lie Nine Monlhl Ended 
8epe8mber30, 

1117 
<Un!ldl!!d) 

$3,31"9,781 

4,575,517 
(275,145) 

(31.231) 
313,517 
130,181 

(1,109,270) 

7,131,804 
(754.024) 
111,841 
531,703 

(8.078.242) 
(17,151) 

1,988,114 
331.22! 

8.281.923 

(9,585,788) 
(9,585.788) 

(2,718, 123) 
5,700,000 . .... 

(2.7IOM!) 
520,111 

(745,828) 
2.213,528 

S1Af!,700 

1898 
CMreetated) 

$5,738,889 

4.934,218 
220,549 
(38,231) 

328,412 
257,204 

(420,383) 

8,721,321 
(1.578,485) 

(157,7:9) 
318,389 

(5, 173,828) 
(302,299) . 
(831,181) ~ 
474,175 

10,880,809 

(!,372,95n 
(t.312.95D 

(2, 188,448) 
821.000 
280,128 
<•.848> 

(1,888,988) 

(352,114) 
1,385,814 

11,og,199 

TIW ~ llDll9 .. M lnt8grml part of the-' hncl9l 1tatementa. 
' I ' 

' . . 

, ' 
. .. ~ •,., 

.. iif,/::,,r::'..?-.~~: .; ... : .? .. 
. . ;.... ~ . . . 
"": .. :~} 

~~ . 

-~> . 
.. '~·'· 

~ 
1 

, .. j 
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Dover .... Uglit .... 
n. oav.•• .... ._.bf .. Erwllannwal Prollc:IDn ~ R8glol't Ill rs-,;i on the 
~tlllnilt\ISJJllH .......... ~ envtror.menlll R8ipcne. ~ 
eftd I b&llP( IG('C•BAi. On~ 11, 11M, .. EPA luuecl the Record of Declllon C-R001 
far ........................... Pllri ... eetlmllld .. cmla of Iha ....... l9lnedy at $2.7 
mmon1ar.......-__.111n_.sum111antard~ 0ntMy11.1-.EPA 
...... Mf//1*11D •Citl'law undar llClllan 10lolc&RCLA(lll •o.dlf), which ........ lhe 
~·lnl•ilfll1 •• .. ROD. 1111 Ordlrw _,..._ID~ Public Ulllitlel 
ColjiQlllClit lno. ('ilV). Oiilr pallnll•lfV ............. ("PRPl1 IUCh - ....... of 
Delnl•• ........... ID pirfcwm .. ROD. PINle ,.,..to-envlronmentlll- Dovw 0.. Ught 
SIW' In 1111 OJ; .. ..,. .....,aan Fann 1CM<_for ldclllolm lnfDrrnMIDn.,.,.... to ... to 
remedllll ... D 11 ... llM ........ ID edclllallll s-111 who i:my be PRPa end/or llllg8tlon .n.....-,, .. ca ... ,..., • .,te .. ilt.. 

_/:j . 

, ... 

In .. r..,art. .. ~ lftlla.f a mo-.... to ... .,. deeNlp ,......, Hllclld In .. ROD to 11•••n•nt•••.,.lliil-..ntcl0n ,.._.Man da11..-11.e Iha 1tt.. In April ot 
1587, 1119.-A ..... a tllcllhlltllllng ... lhe EPAwae oanlldertng Iha propoHd modification. 
The fllcl ........ ldld ....... CIDll ... J ... al '5.1 mlllon for the propaeed madffled remedy Md 
a,____. GOii 11ln• d 111.2m11onfar._Nl1Wdy11t1ae.d In .. ROD. On Auguet 28, 1897, 
Iha EPA--a ,.,1111a11d ,.__ID..-, a. curwtl ._.. pfln that would lrworv.: (1) exc8V8tlon 
................ , .............. a1 .. fanmreubufece1Mhald9ra;(2) 

' ln--llillkan ol lllWlpOftrllfti ...... t; (3) plMftWlt allM partdng fDC; and (4) UM al 
lnlllulanll www•• • wUd ..atae Mul9 da1lnpmental'a. aa.. 1be overlll cleM-up COit of 
lhe _ undlr .. llflllimH ........ 1111 ... d at 14.2 mllllan. M oOmpnd ID EPA'a ....._..of the 
c:unwllCllM ...... 11111.2....... . ' 

EPA'a .-.~- ....... Augallt21~ 1897 Md~ on Sepeember 21, 1917. The EPA 
wll conelder al .OGINl'*lla ,_,tued CUtng lhll pubic comment period Wore any flnlll decllfon II 
made. If the dldlla• ....... to...., .. CUNnl......, plln, It wll be formaltf nol8d by., 
aftwndnwnt ...... -~.,,- !'-

In 1114, .. C....., lncrlMld 11 aocrued ....._ '9COldld with reepact to lhe DoYs Site ID $8.0 
mmon; 1'NI mtHll,.llDlld a.IPA'a 11lmll1, u ...... In the ROD, far rem9dlllllon dtt. lie. . 
CUnw1t ..am 1111 tr• ••••an al .. Ill 18'1119tamM.2mmonto113.2 ....,,._ dependfi1g on the 
,....-, •l1c111111Je.1PA. The CanlplllJ ,_not..,,,, d n. se.o m1mon accrual, e1nc:e at thll 
lime, I II "*WI Dlltl apllllll1 llllno-snauntwlhln lie ....... can be del8ndned ID ·be a better 
edrnafll ot lheOllll0,...1dl1l1 .. Ill. n. recordld lllbll1 nr be_.,. .... ~ or . 
downwrd, ct..,.deon .. oua1111•al .. 8"N1 l'ICOl...,....alU. ,_... n a.~· 
est1ma•dthe Galtaf .. 1a: 1•11l1cld. n. eomp.ny hM M!o reoanled • ~ UMI af 
se.o m111on. COl'l9lpOldle 1D .. ....-ct lllbllly. Manag9manl b111.- n.t 1n eddltlorl to .. 
seoo.ooo 9xpectld 11 be ooMW.., ....... a1 c....,. undir .. Settlement, the Comp9nt Wiii 

~ . 
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beequit8bly• .... ID......_.lainahr .............. fDrl portlonoltt. expen1• tobl 
Incurred In COt'ii"l9ClllDn w111tit ....... 11·1~e.l In thl ROD. ' . . . 
M of September 30, 1en~ .. ~ ........ ~· 11 ly $4.8 mlllan In cae1a f9lmlng to 
environmental flldng Ind................ llt ta. .. Cornplny •llnd Into ..alemlrt 
agreements with• runblr0t~...-1111r11u•• In....- to fund ldl'8I erw1ror.ment111 
costs Incurred tNS a tlv9 to..,..,..,. pidDd blgll1•1111n 1•. In Dwmber 1115, the Delanra 
Public SeMce CommlAlon aulhoflmd• .. ,.,to .... Ind pftMd9....,, ol .. an9nl and 
future ..... ~ .............. cGlll ....... .., • ..... o1. rtdlr(............., to .......... 
applfc8ble to al Inn_... CU1tomn. Md ........ 30, 1117, Sl•.000 d ..wtrwme1UI calla 
are not Included Jn thl rtder, llllldJe Dearllllilr 1, 1•. Wiit thl rtdlr mechlnlam establahed, It la 
management'• opinion thlJ ttw CDlta ... ..,faaua calla. nit olthl d9Wred Income tax benefit, 
will be recOverabla In ...... Far ...................... to"' rider, .... ,.,.. to 
'Environmental - Dovw 0.. Light..-an...-11 dthe COmplny'1,.,,t on Form 10-K. 

The coat of rernedldon la 11l 1Mtlid to,... ... 1140.000 to 1180,000 per yw- for operat111g 
expenMS. Based on tlw ..ama11d cGlll, the eon..., MCOrdld ball a lmbllty Md• dlflnd 
regutMory met of se&o,Gll on Dlollllber 11, 1188. to OIMf' thl COmplny'a proJeded,.........,... 
costa forthla site. The·....,pm)Qllforllllll911 ..... toblOW/11 ..,._ pertod. M of 
Septamblr 30, 1987, the eam.-. ................ ,....,IU n9Dnfar'......., lldlorw 8nd 
envflanmental atUd. ..... ......,, .... °""'91¥•-- lnlD .........a..,..,_ ... with• 
number dlnaurm~ fl ltM '"'"'~~Jdl lofllnd' ... 91Ma!.,.al COltl lnuNd 
aver a .tine ti> . ....,_.plrlod ll1gll ..... ~ ;n..., .....,_ prcaeda.,. ~Ind 
received In 1992. In .,......1 ..... ...,.... PulllD a.vice Comrnlalon l!ppl'CMd recovery of 
all environmental oaeta lnaund .__...,..... 30, 1• ._. amounla ~ I0'1ot1IDd and 
lnat.nnee proceem, The.,....iplnWd b'a 1..,_. .,..l&wlon S*k>d wa $814.251. or the 
$2.3m111on1n com,............, ........ 111ti;-.OOO ,_ nat-.. NCOVeMd ll'oUgh 
Insurance proceedl orNCll'Md 111 12l*W---. I II mm.....,...• opinion ltm thele Md any 
future coata lncUll'9d, wll ·be~ In~ · · 

Winter Haven COiii Giil U.' . · ·; :· 
In May 1996, the.can.-, fled 1n lk ... gll111 n SOI Vapor Exhctlon Piiot Study Work Plan for 
the Winter Haven• with 0. Fbtdl .,...._ .. of Erwf1011m1n18I ProtKtlon (9FDEP"). The Work 
Plan dw:rfbed the eornp.nfa ~ID und1111t• M NI Ss*GlllO and SOI Yapor Extraction 
(•AS/SVE1 pilot study to ... II thl .... ,..,cllQ ... la.• wltt ltw FDEP, the Ccxnpany ftJed a 
modified ASISVE Plotlludywadl P11n. wpe olwortc toomripllll ..... ......ment ect1Ytt1M and 
a report delcriblng 1llmllld......_.,...11.__ pwtMnlld ......,. The eoms-. wllf be _....,ig 
FDEP"I commenla to the ma ... Woitc ....... I II not pall .... ID dlC9rmlne whether rwnedlal Ktlof'I 
will be reqund by FDEP and. r-. .. callolllldt ~' 

The company ha lpR and NGIMtdllll F 1Mrwn1am.11dllPPfadl'ftlltfr1871.000 on.,_. 
lnveatlgatlone u of 8ept8mber' ao. ~. M COllpMJ ,_been llovMd bJ h Flaridl Pubic 
Service Commlulon to cont1nue1D-WtlrMur9.wlrarlnelal ooetL Al ....... 30.1817, the 
CompMy had $432,000 llCCrUed. ..... .........,.,. .... tiWt f\Ue colt., • .,.,,, wll be 
recoverable In rata. 

ht 
Li.!W·-~ .. ~ 

. ' 
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FOR lHE QUARTER ENDED SEPTEMBER 30. 
Jiil .1111 Cbqe 

• (487.141) s (251,778) s (248,0N) 
.. mAM 800,415 177,029 
(1,111.111) (1.111,121) 25.281 

254,311 204,141 50.238 
107,0ll 12,211 14,840 

(d4.7ii) (141J11) 21:BI 
~ :"""... ' 

CS-... ll~T.-,' (M.187) ~ (184.301) ......... . ... 11..- 701,llO .114 ... 

==~,_., ~ ~ ~·;;:a:a::1 .. "'~9.:::•::a:1!:::A::::•::::"l:::J.:74:>: 
;- ' 

·~ .. • t~ .. 

The nUnl 8119 .......................... LllTd1487,141for .. lhkd .... d1917 .. comp9l9d 
to $251,771 far the oan•pa11llrw l*.:lod IMt ~-•Inert••• d 12Ae.oea. The lncrwa In LBIT la 
due to hlghM' operating ..-••Ii JnGllr aftl9I b)f 1n •a111a In grw nwgln. 

.•. - . 

~- · ... 
eo.tdO. ... ~· ,~,;f 
can. Miiiin . . . 

Ulit.174 2.417.117 
711,112 748.0IO 

'. l7Ul1 . . llO»t 
I (4!11M I Clt.h!J I 

-- -~.:-... · 
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, ~ ~ . 
mllnl. DIPIM ....................... lncrMied .. '° plent plllced In MrYfce during the put 
twelve mot ..... m.. ............. to,.,.,..,. .... t8Cf tax• end~ tun. . . . . .. . 

. ~ 1 : 

• The ....... ,.. -...n11raft ..j;.,..,.,_. E8rr of Sn7,484 tot u. third quarter of 1997 u 
·_cornpeNd to arr of llOOAllfor ... corr...,ondlng period i..t ynr- an lncteaM of s1n,029. The Iner••• In E_8IT la..,......, du9 ID M-lllCll'l•• ln·gro11 nwgln aomewhat offset by higher expenae1 . 

.... . ~ .· . .. 
FOR THE QUARTER ENDED SEPTFMBER 30, 

18Z 
s 1,857,335 

5#11,171 
1.lllfi87 

980,275 
223,921 
88,870 

, I #hf!! 

.::. .;··-· PN_pw-

Jiii 
s 1,701,703 

a.1oe.m 
1,581~171 

709,022 
185,249 
97,145 

' !OM! 

Ctwg 
s 155,132 

;,154) 
,78 

(28,747) 
31,879 

I 111!1Jl 

Forthett*dCll*tlrol1"7,the..-.cMllullDrl ....... ll......,..LBITol$1,1N,888. Thele 
reaulta wwe more,..,......._._ ...._.for the con'91pondlng ...-o11991, With lhe Mgn*ll 
recognizing. decrw1 In L8fT olt21.111 fMI ..... ....,.1. L8IT ol $1, ;~1.129. The ..... 
In LBIT WM drlbulltlle tD .................. Plfllll;ofllet by.-..... in grou nwgln. The 
1997 and 1991 fLwlCllil ..... ol .. ~ CllldlUllon NglNlnl Include the opermUng N1U11a olTrt-
County. . . 

11 
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' 

. 

. (108,555) 
(11a.n5) 

a:. 

FOR THE QUARTER ENDED SEPTEMBER 30, 
Jiil Jiii CbMgt 

• 2.051,180 11,181.155 . $ 387,325 

1....- 1,372.211 312,MI 
a.412 30,830 2.712 

~~ 
. ---~ -- ! 

.. 114 •• I ;g· 

,,··~ 

: . . :~-;~:: .. :... . 
()per8dng Income..,_ dlar1118d a,, 1114,301 p("'*'1 du9 to the propene dlltrtbutlon aegrnent not 
lnc:fudlng lnDDme tu ben1•, 11noe Trt-Counly w a 8ubcMpter S oarpcnllon prior to the 8CQUldlon In 
the first q...., of 1887. . ' . 

~,-.. 

,":· 1 

. Noft.Oper8tlng Income (loel) · , 

The lncreeae In th9 IDie fDr ... • trtlf II pm.rtly due to a 19dt1Cdon In lnllr..a Income and the alowence 
for equity fUnda .... durlngODMWcilari rAAJDCi. . ' 

1;:.·'z.· ~.:. 
.. 

... 
·.;a ,·~· ' 
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REIUL T8 Oii Ol'IRATIONS FOR THE 
NM MON1'H8 ENDED llPrBMllR SO, 1•1 

............ Md 
Iliill -•' ' -
' ,..., Gas Dlltrtbulan . 

HR11• Gii Ttll_,.llDn 
"-• ........... 

. ·1 ;;i ., 

FOR 114E NINE MONTHS ENDED SEPTEMBER 30, 
.1llZ JIB er.,. 

• 3,821,919 
2,081,774 

224,979 

-~· 

s 5,131,178 $(1,708,257) 
294.234 

(1,H1,111) 
.· Adwmmd lnblllllb't 8ervlcel . 975,811 

431,527 . 

1,797,540 
1,-.140 
• 770,100 
' 371,713 

205.511 
52.734 . a1•mt1a1•&°'*' 

,.· .. · Tolll&n' 
.io: 

.·: 'Operi111-...Tw . ....... 
, .. ~.,__ ..... 

Net ...... 

. . . 

f MUIO 
2,111,838 · 
~ 

. 1;,;1 tp 1. 

10Al74i 
2.112.211 
2.114.621 

211,748 
IP@! 

(2.817Jli) 
(780,145) 
280,802 

1<J:::m 

The,._..-clllllbut.on........,.,....... EllT dlS.121.919b'thlhtnmmonthsot1991 .. 
. compm-.d IO E8IT Gtll,el1, i71b1'9•'8lpOldll period lllt yw. The dea 111e In EBIT la due to• 
reduction In~ lftll1llln. couplld ... lra1111d mcpem•. 

~. ~ 

FOR THE NINE MONTHS ENDED SEPTEMBER 30, 

,, 613 

1.232.520 
2.371,871 

,;;;1 

11,111.114 
1.211.-
2.DtMI 
1,125,907 

s 8.541.171 . 

The decrMle lngrou ...... ll.....,,dU9IO ........ llmper8Uwwhlchwer914" WMW~ 
the nm CluMlf 1n 1911, ..... •• ''" r9duclDn 1n dll:twlel cUtng ihlt period. p.wy offMainSI 
the deer•••• In ........ ~--lncnlll ..... work,....... Operdons ........ 
lncr8llMd In ...... d bllbltWM wortr. .......... oulllde ....... delll proa111lng Md regulltory 
..... led expene-. Malnell ......... prll1-frawedln ............. Md,.....,.. 
Depredation Md ...,.llaJllM . ...,._ •a1111d M IO.pllnl pieced In Mrvloe cbtng the lllt tw9tve 
months. 

~ .. ~ 

-~~..!.:-:. 



--­Callo/GM 
., Groa ..... ' 

Opermlal•& , ....... 
0eprec1e11an a AlnOr1lzalon 
OthlrT­
EBIT 

( FOR THE NIN& MONTHS ~D SEPTEMBER 30. 
. Jiil .. 

....... 121.0'71.935 
20.332.111 '. 21,130,517 
8Jll,Oll 4.141.418 

2.287.391 
IJ7,913 

. 308.5'74 
s 1l?!?f!40 

Ctwm s (411,00I) 
~97.158) 

s 12!4 

The propane dlltrtbulan llglllMt ._lllld BIT·of 1224.171 for the flrat nine montha d ·1•1. u 
compared ID E8IT dl1~MOlarM'*- ......... 8eptmlber 30.1•. Then..-.,.._,,.. for 
1987end1191 Include .............. Gf'ftl.ca.n,. The decrMH In EBfT of $1,881, 181 WU 

·, prtnwfly due ID• r9dldan In ... ...,....._ _....Giiiet ~ 1oww expenue. 

:: -• - FOR THE NINE MONTHS ENDED 8EPTEM8ER 30. 
.1111 Ctwm 

~ ;.~:· 122.438.111 $(3.110.350) 
CoetdO.. " Groea ......... <; ., .• 

11.892.755 .1, 
10.Ul.381 194 

Opeldal'8 & u.11-..,. · ... , usr.m l,80IAOI (MZ.051) 
Deprlcldon I Amo11bi111kM ,. •.211 1.281.157 (384,931) 

Other ruil ,. ..,._.mmw.i1iri----~seirzza~.es'T.11~""11'T.l"'Tlll"7s~.l57Tft"_ 
EBfT' ,, ... 1 ... ~liiilil.1.1.1_ .. 1_1 .... e_ .. 1a _ _.1 ... 11 .... 11_1 ... 1.a1 .. >_ 

The decreaH In groea nwgln OOCUNd ,..,.., ........... _.~ ..... volurnn end rwgln 
wned pergmlon .aid declrled 21 ......... .,.._,. Thedilclnel ,_...from w•:m 
temperatures ... ad during .. ._....,,;, •• v.1o-. vo1un.a ..... dOwn 13% Md 
margin Wned per9111Dn IOld dealnld 1N. 0p•llat• ..... dlclnld In the- dllgll f!IM. 
outside ..... n ~ D1ptea111ntaemartlz8llDR.,,... decrel!ed 1314,mwhlch 1a 
prlm11rtty the rnult of• ~•II..,_.......,.....,. July ..-na1Dd In November 19". 

... : · . 

• • • ... ...... • olJ ' 

:,.. 
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fot. the·;,,,. Hl&lei ..... i ... -···;· .......... lfonMllan ...... segment recognized M 

E8IT ""''··· .. "11,110ir 1• • , ... ~ . . Thia lncHae In E8IT of '205,511 .. the 

.. .. 
ouiCome of hlgtw ........................... . . ·. . . 

. . 
FOR THENINE MONTHS ENDED SEPTEMBER 30, 

.. . .1llZ ' .1111 Qww 
• 5,854,733 s 5,412,877 s 472,058 

4.141.232 4,315,184 
- 14 175 :.·c 102.978 ,. . •',. 

... 253,845 :·., 214,416 
I . !7p8i I 114100 

248,048 
(18,803) 
38.230 s 205,581 

'1 • ·, 

The lncr111e In NV9llU9 occurredP1111.., In CCNUltlng Md NloiRe _...due to a rlle In demand 
for PROORESS nlllllig end ............ OpsellDnl experw re higher due to bfflllble 
compenutlan dlrlCly ,.....,__ .. ,., .....,., non-blllllble compenAllon end ·other coeta related 
to owrd grOwth. 

Operating lnCam. .._ delr11i1d ~ dl.ie to a~ In E8IT Md lhe lack of Income tax 
~ -een- r9COrded br Tri-County In 1111. _..a,,• on•tlme..,.... of 1111,000 racorded durtng the 

;, :
1·rnt qumtw. n.ane-an...--w ....... to lllllNlh dlflllrad Income law forTrt-County Ou 
Company, Inc.. aoquhd_.. .,_ fllli..,.. of 1~7'. Prior to the acq11l1llon, Trt-County. Ou 
Company, Inc. W It...._... 8 Corpcnlon tor Income tax repol1lng; thweb•, no defend Income 
taxes W9 '900ftlld on II b1T1nae lhlllL In addllQrl. the Compeny'a 1188 ral8ted ftnMclal ... ......,.. 
do not Include art/ lllOOIM .......... an E81T.,....-. forTrt-County ~to lta 1991 Subcheptill S 
atatua. · 

The decreue In 1997 la ....... prlnwtly to a l'9dllCtlon In lntereat Income end AFUDC. In 8ddldon, 1998 
Includes a OM-time glln on Che ... ol,.., praperty. 

'·-:.' 

.•. '.'. l!nvlnW.me1llil ....... 
,· . 

~: . ~ . ·-
The Company con11ntM1 tca wca with,....,.,.. .... enmnnentll ~to ...... the 

enWonmenlal ......... and .... carrllClve aclDn -~ fonwgea lnlnUfectUltno pin .... ( ... 
Note 4 to~ Conlold8lld Fll•lillll .....,.a). n. Compeny b1leva lt'9I.,, tuu. COii:. 
ulOdated with lw Illa wll be 19CCM191111 In Mn,...._ · · · 

• °' l • ' . I' • O , 

~i; I • I 

_, .. 

- ·""-. . ........ :-'.'t. •. 11!1 ;,;:.;:i-.:i~. . 15 
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TM~..,..,._~ ... ..._ .. ~,,,..,... ~o111bullrwlln1!f9allrlbutable 
prfn-1trD•001••I I ......... fllrllMnlolll ....... dllll. TheCoftip1nyrellllon 

I . . • 1 "' 
1 f • • 

turldl prwldll .. ap. 1l11J•lllort11tmbOrrowllW,ltolftlll~wartdng~ ~ -
~ll••CIPlll••••n•ne. Durtng,.lflt..,.mo111t19d1117, theCornpMy'anetcah 
flow provided.., ope;lllng .......... CMh .... by ............. Md net cah uHd by ftnlnclng 
ectlvltlea..,.~IU...,... 11.emlian Md MZ0.000. ~. Ouetothe....anal 
nature of the~· br II 111, ._. .. .-..... vmrl9tlonl In the,..,.. doperdoi• reported on 
• quar1erfy.... .. 

DUflng the ....................... ·1111 Md 1-. net prope;ty, plll1t 8ftd, equipment 
mcpendltw'M"""9~d l;•.SmctllAmlllon.~. For1117,theComp9nyhaa 
budgeted $15.1...,,. -..-~ The componenla dthll MIOUnt lralde_l7.5 mllUon for 
,.t&nl sa-~1tu1cKi.M.1 .... ,........, 891 ... •••lon. t1.2mman1arerw11a1 .. 11111 related 
.................................... ..,,000 ........ llamwlon ...... wlthlhe 
,..,,.1rq ........ _.,U11ra. aMDe .....,.._.._... .... plant. The nabnl OU and pt0p9ne 

dlA1butlon -..u•••tir•ll•,...tnd ~ Natinl 891 hnlmlltlon expendlturM .. 
ID lmpRMI the pljllD--nlnd ..... fllm aflw·D--CltyG011"'11HDI mdon. Flnlnclng of the 
1WT C01111ru01G11••11Nttdld prtnwlf fir ...... llrM bomMfngl .ncf Cllh tom Oi*ldb1I Md the 
.......... <# .............. 111eComplnrla fn the prGClll dlnllllllig I~ d$10 mll8on of 

• ~ehalt .................... rm. The 19ftnwlng ........ to be CGnlUllllMlld In December 
' 1•. :n.. .-.-. .............. toconllnuoua ,.,._ ... rnoclllcdon by rnamgamant. Actu9I 
conalruCIDn ...... ,. ...,wrj ........ 8bove....,, .... due to. number dfmcb'a lncludlng . 
lllllllllclllt. chmigll•-..-_-...-.._ NgUldon. f09d gftMlh end· the COit and 8Vlll1• of mpn.t. .. :" ... ... . . 
TM eorr;p..y • ..-to mu...,......-. r9lll9d expenc11turM 1n 1w 1u11n < .. Nat84to1w 
COnlolldlll9d Fli•dal ................ of which..., need lo be .... through .... IOUrC8I. 

~It--nalecpect.-._dl • . to haft a mellfllll adv8'M 9lr.cl on the ftnanclll pollllon or 
cap111,......-o1~~- ., . ' 

Aa o1~i• ao. t•.••-...,,..11nlld 12.Kclpi111..enamp11111m11on, con.-wd to 
80."". ol~l1. ~ ,,.. ~ .............................. IQ• ICUld cllpl8t . 
•tnan and ............ lnOldlrtD provldt lhe ........ ...,..,., ........ tD .cc.a .. cephl 
nwtc.la'whln ......... ThlaOllNlllll1 .... llongwllh ........ Md ~,.......,forthe~IY'• 
regutNd ~ helpe ID-... lt'9 Cofi'*9Y wll be..,._ to dr9Ct aipMll tam oubdde ..cee 
at • rwcnable coat. ' . . , . 
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Item 1: .. : 

ltem2= 

ltem3: 

ltem4: 

Item 5: 

Item 8(•): 

ttem8(b): 
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For .. Quel1lr' . For the Nine Months 

- ·8!f!!!ml!~1) 
' . '• 

Ended Seot8lnber 301 
iiil1111 

' . 
4,agyil 

' 
~M21ZJI ~dll.412 ~dal-878 

. ' 

1?&38~ ' 1?£1771) - Balll1Zll 15.138.889 

'· -:"t 
M11l <S0.1D SQ,74 11.30 

4.445,501 4,493,708 4,427.882 -·- •; 2421171 240.204 2431427 

~~z.zaz ~~; !.117 .172 !17331131 d.IZl.289 
.... ' ·~ 

(1731,193) ($747,719) . $3,319,781 $5,738,889 
84,882 11,431 252,157 255,775 

-•1m .. .. 1::52} p. 712 
-. 

llO.J~! llO.Jll l21Z~ . l11il 
... ' ,.. i\ ,• .. ~ 

(1) This c:alc:ulllan 11IUbmltlldIn..,,._Witt{lellllllllon8-K n.m 801(b)(11), although 
It .. c:ontrmy ........... d ..,.Oplnbt _ ia,·beclM• It ptOducle Ill antl-dllutlv• 
rnultfor the qmrt8ra.,... a......,30.1111Md1188. 

' , 

·~;··· . :. 
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sC:t•fiui1 iO. 2 - -_ - --:.~ - . ,~.-, . 

y Rm d Relum. Aclalll Arnlllmd Ind Pro Forrna 
For .. ,.... ... Ended December 31, 1897 

UNAUJITED 

e ......,."lnmne 

3 lncame.--~ D...,.) 

4 Op111lng ..,.._ (1-(2+,3)) 

5 ARJDC (Equlr Only) 

11 ~a ' Me ID common equity (l-'1.0) 

~i . 13 AVWllQ8 common equity 

~;: _ 
~ ;;· 

14 RelUm on avwme capitalization (7/12) 

15 RetLm on average convnon equity (11113) 

.., 

PROFORMA 
ACTUAL PROFORMA ISSUANCE OF AFTER 
BEFORE BEFORE COMMON ISSUANCE OF 

IS$lWIJ= AD.llJSDENT ISSUMICE STOCK EOUTf 

$122.774.93 $1,539,838 $124,314.231 $127,451,157 $251,785.388 

$110,887.- $1,418.291 $112,304,287 $128.883.957 1Z31.888.2A4 

$3,327,l"D $38,331 $3.365,958 $287,848 $1.133,808 

$8.5U.870 $15.018 $8.143.• $518.162 .Sl,163,538 
.. 

' •.. ) , ' .. . '1" '° 
,(,. ~ .4 • . • 

so so -~· so 
1421. '111:. .. ' '1o280 '371.121 ~ tl07,130 

-:-;. ......,. , 111-.308 •.fl'l2MR . 1897.•1 . · . ........... · .. ~ 
• .. · .-: ·:-:·. 

.... 731 127.111 $3,331.214 ~-.~ . < IU31~ 
... . 

·-.. '),,i '· . . . '51.m . .. 741,733 • ..,,.1 . T 18.838,414: 

~ 

. •:· ·.:.1 ·• .. 

'° '° so so 
:·1 

$5,882,948 $58,717 $5,741,733 $897,681 $8.639,414 

$78,914,832 $195,538 $80,110,368 $3,308,252 $83,418,820 . 
$49,233,558 $195,536 $49,429,094 $3,308,252 $52.737,348 

11.25% 11.33% 11.95%. 

11.54% 11.62% 12.59% 
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, , ·~' : EXfmlT I 

snn OP DSLMtARS 

BSPOU 'ftlll· PUBLIC savxca COIOaSSIOlf 

IN THE MATTER OF THE APPLICATION 
OF CHESAPEAKE UTILITI.BS CORPORATION 
FOR APPROVAL OF THE ISSUANCE OF 
475,000 SHARES OF COMMON STOCK 
(FILED APRIL 29, 1998) • 

·.,.· 

OltDD llO. il.U 

" 

PSC DOCKET No . 98-197 

AND NOW, to-wit, on this 26th day ">f May, 1998, the 
'1'• •I .., ~.l 

Applicant I Chesapeake ot.ilitie• Corporation ("Chesapeake ff or the 

"Company"), havi.ng sought .co.!••ion approval to issue, inter 4.l.1.4, 

475, ooo shares o :f Chesapeake common stock for the purpose of 

consummating the acqu,iiliti:on by the Company, acting through a 

.. '* 
merger s.ubsidiary CPK s\lti ... c, of ·all the issued and outstanding 

common stock of Xeron, ·Inc. ( •xeron•), a trading company based in 

Houston, Texas, which · trades natural gas liquids, primarily 

propane, to major independent oil and petrochemical companiee, 

wholesale natural gas liquid resellers, and retail propane 

companies; 

AND, as a result of the contemplated Agreement and Plan 

of Merger (the "Merger Agreement") filed with the application, the 

surviving merge:d corporation Xeron will become a wholly-owned 

subsidiary of Chesapeake; 



.. 

AND, the Commi••ion having examined the Company'• 

application. a_nd ma.de .wuch tnve~tigation in connection with said 
.'·:.;. 

matters as the Commi~aion deemed nec·easary, and havirg heard the 

presentation of the Campany and the Commission Staff at the 
~ , ~ 

Commission meeting of May 26, 1998; 
,. 

AND, the CO.isaion having been advised by Staff of 
~-· ~ 

certain concerns that Staff has regarding said merger and its 

potential effect on ratepayers of the Oelaw re Division of 

Chesapeake and the ~y ba~in9 agz:eed to ·Certain conditions; 
·1 

AND, the· Commiaaion ..,, having been advised, and having 

determined, that the proposed issuance o .f 475, 000 shares of 

Chesapeake c~~ stock in a·ccordance with the Merger Agreement is 

in accordance with law, · fo.r a pro.per purpose, and consistent with 

the public interest; now, therefore, 

IT IS ORDDSD "l'llAT: 

1 . The application filed by Chesapeake Utilities 

Corporation in t~~s matter on or about April 29, 1998, is hereby 
,., . 

approved and Chesapeake . Utilities Corporation is hereby authorized 
I; 

to issue up to 4 75, 000 •hares of it.a common stock to consummate· the 

Merger Agreement. 
.. -~ 

2 



2. Said · application --~ .·. approval i• ba•ed and 

conditioned upon: (1) Cheaapeake Utilitie• · Corporation' a 

represei;itation and guara_nte~. t~t nC? expeneea associated with this 
¢' 

acquisitic.n and merger shall be recovered in the future, in rates, 

from Delaware Division rat~payer•; (2) Chesapeake Utiliti.es 
"'.i.. .... ,. . . 

Corporation hereby agree• not to •eek recovery from Delaware 
'· 

Di vision ratepayers an:y ~·t• •••ooiated with any environmental 
... ,, • z 

liability arising' from or in. connec~ion witb any buein •• activity 

conducted by or to be conducted bY Xeron, Inc., including ownership 
f>. ' 

of any real estate assets; ~ (3) that Chesapeake · Utilities 

Corporation will quantify and allocate to Delaware Di vi.sion 

'.•· ,_ ,r "i 

ratepayers those sa.ving• in, eorpo~ate overhead expenses that may be 
' 

achiev·ed through and aa "'a ~eault, of thi• merger. 

3. Approval of ~eapeake. Utilities Corpora,tion' a 

application by the Conni••ion shall not be construed as a,pproving 

any capita.lizati.on ratios that result for any purposes or 

procedures involving r'atemalci~g; nor are the Commission• s rules 
.. 

regarding the burden of proving the merits of any related issue 

waived hereby. The Comn)iaaion•a approval of Chesapeake Utilities 

Corporation's applica~.ion is limited to that which is, necessary 

under 26 12Al,. ~- S 215. 

,.',( 

3 

,. 

;,.,,:" ....... . 
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4 • ... · Nothing ill thi• Order ahall be construed as a 
. · .. ' . . 

guarantee, warranty; or repreaentation by the State of Delaware or 
... §·.~~ -~ r.=:~·'.:1. t 

by any agency, eommi•sio~, OJ;' :·department hereof, with respect to 

the Shares to be issued pu~•uant to the Merger Agreement and this 

Order. 
~- · · 

5 . That"'-· Che•apeake Utilities Corporation shall file 

with this Commission a written report within sixty (60) days of the 

... ~· 

closing of the merger . transaction setting forth the steps which 

have been t .aken in connec~ion with such · transaction inel.uding, but 

not limited. to, the reaulting capitalization ratios arising from 

the issuance of Ch•••pe~'• common •tock. 

6. That. t he Commi••ion reserves t .he jurisdict.ion and 

authority to enter •uch further Orders in thi.s matter as may be 

deemed necessary or proper. 

4 
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Dashiell J. Shannaban · 
Joyce C. SbaDftlban ' 
Sam Sbanmban Well Co., Inc. 
dlb/a Tolan Water Service 
716 Naylor Mill Road . , ;,, 
Salisbury, MD 21801 

Dear Mr. and Mn. SNnulgn: 

.March a I, t 998 

Exhibit ~ 

208 C·IUW!ll STllUT 
CA.MllllOGI. MAAYLANO 2 ... J 

rtU:PHONl1 c..c>1 ~217 

We have lded a coaa.a to Cbulfftb Utilities Corporation (the "Purchaser") in 
connection with tbe execution and deUwry of tbl& certain Agreement and Plan of Merger dated 
1141~ bP , 1998 (die ...... A~·), by and among Purchaser, CPK Sub-8, 

Inc. ("CPK Sub-B•), Sim .......... Well Co., lac., dlb/a Tolan Water Se.rvice, Dashiell J. 
Shannahan and Joyce C ....... ,,, Cllpital .. tams used, but not defined, herein shall have 
the same meanina• Uliped to _. terms in die Merger Agreement.. This opinion is being 
furnished to you pursuant to ~ 8.2(e) of die Merger Agreement. 

In connection with die opiDlon let fOrtb below, we have examined originals, or copies, 
cer-tified or otherwise idendfied co our lltilflction. of lhe followina documents: (a) the 
Cenificate of Incorporation and Bylawa of the Purchuer; (b) the Merger Agreement; (c) such 
instruments, cenifica:tes, records, IDd other documents aa we have deemed necessary or 
appropriate as a basis ·for die opiniom expreaed below. 

We have assumed, without i~ 'verification, lbe aenuineness of all signatures: 
the legal capacity of natural penom; die valid existence of each party to the Merg,er Agreement. 
other than the Purchaser ..-cl CPK S...8; that each party to the Merger Agreement, other than 
the Purchaser and CPK 'Sub-8, bit ·111e power and authority to execute and deliver, and to 
perfonn its obligations under, _ lbe':' Merpr Apeement; the d\IC authorization. execution and 
delivery of the Merger A.P'Cment by ~ puty thereto other than the Purchaser and CPK Sub· 
B; the enforceability of tbe Merpr A...--nent against each pany thereto other than the 
Purchaser and CPK SUb-8; and the authenticity of all documents submitted to us as originals. 
the conformity to original dOclimenlJ of all docUments submitted to us as certified, ,photostatic. 
reproduced .or conformed. copies~ aad the aut.benticiry of the originals of such copies. As to 
matters of fact relev.ant to our opinion, we have relied exclusively. without independent 
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Dashiell J. Shannahan 
Joyce C. Shannahan 
Page 2 
March "ti, 1998 

~ -:.l"'""". 
' ~~ ... ): . 
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verification or investiptioD. upon die lbove-reference .. imttuments, certificates, records, and 
0th.er documents, includina die ICCUl9CJ ad campleteoell of the repraeatations, warranties, 
and covenants co1111iaed ia die .... ~e•e• and c:ertificlra delivered to and by you in 
connection with the Merger~ lid ID Oillt c:ierdficlla of penoas on whom we believe 
we are justified in relying. As '°",........ 2, we exprca no opinion u to1 any Uem, charges, 
or encumbrances that may be ,.....,... by ICdom or liabllltiea of penom other than the 
Purchaser or its officers and emp~. 

We express no opinion a to dte llwl of any jaliadicdon other cban the federal la.ws of 
the United States of America and die Muylllld Geaera1 Corporation Law . 

. t· ·:.. 
Based upon and sub~ to lbe forolObtl, we ~ of the opinion that: 

1. The Purcbuer is a· corporadon validly existing and in good standing under the 
laws of the State of Delaware. : \.. · 

2. The shares of Cbeupeake Common Stock~ par value $0.4867 per share, to be 
issued pursu.ant to the Merger Aareezneat (die •Shares•) blve been duly authori7.ed, and ·upon 
issuance in accordance with die terms of die Meraer Agreement, will be validly iuued, fully 
paid and nonassessable and will be delivered tiee and clear of all liens, charges and 
encumbrances of any kind or aaturc and tuCb ianmce will not be in violation of auy preemptive 
rights. The issuance of lbe Shares in accordance with cbe Merger Agreement is exempt from 
the registration requiremcra of the Securida Act of 1933, as amended. 

3. The Purcbase:r bU ·the corporate power and authority to enter into the Merger 
Agreement and to collSW11IDlfe the transactiom cmilemplated thereby. The execuLion and 
delivery of the Meraer A&~t by tbe Purcbuer and the consummation of the transactions 
contemplated thereby have been duJy authorized by the requi1ite corporate action on the part or 
the Purchaser. The Merger Agreement bu been executed and defiv,ered by the Purchaser and 
is a valid and binding obliption of tie Pwdwer. enforceable against the Purchaser in 
accordance with its terms, except to the extent that enforcement thereof may be limited by (a) 
bankruptcy. insolvency, reorpnization, moratorium or other similar laws now or hereafter in 
effect relating to creditors' rights .generally aad (b) general principles of equity (regardless of 
whether enforceability is considered in a proceedina at law or in equiry). 

-1..>:,.. ' • 
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Dashiell J . Shannahan 
Joyce C. Shannahan 
Page 3 
March -g I , 1998 

., 

, ... 

4. The execution, delivery and performance of the Merger Agreement by the 
Purchaser will not result in a· brach or · Yiolldoa of any provision of the Cenificate of 
Incorporation or Bylaws of the PUrcbller. · · 

'(, 

This letter is furnished soldy for your benefit ia connection with the Merge, Agreement 
and may not be used for any other purpose • may not be circulated to or relied on by any 
other person, without our written. coment. Tldl opinloD. ii effective u of the date hereof. and 
we hereby disclaim any obligation to supplemeat this opialon for any changes that may occur 
hereafter with respect to any matters o~ fact or ~w addreued herein. 

S~yyours, 
·.:.. .. ~ 

·· ~«z_~-
- VJcam H. Laws, III 

.. . 
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SCHMIT'tlNGER AND RODRIGUEZ, P.A. 
L~WYERS 

414.llOUTH STATC STM:ST 
pt.,0. llOX 487 

Dovat, Da.AWAltC I 880!t-CM87 

TSL£PHOtC 1302) 87•·01'<> 

TIUCON:R C302t e7+ I 830 

Delaware Public Service CO..iaaion 
Cannon Building, SUite 100 
861 Silver Lake Boulevard 

·~ Dover, DB 19904 

RE: Application of Chesapeake Utilities Corporation 
For The Approval of. I••uanoe of' Stock 

Dear Commiaaionera: 

-.-,oi.omcc 
--·-GATCWAY f'UIA 

l>OON _.T •naT. llUtTI 209 
W..-TC»ol.Dl4AW- INIOI 
T~110l1e&a•Je7e 
Tnt:e- CIOal e&a·e7M 

~'" 9IACH omc1 '"'°' ...... ., ONc 
COM.TATIS..._ 

,.._," •uctt. Da.AWAlll I"'' 
T~llOl1117·1~ 
TCLIC._PCll CIOll ... 19'> 

OGCAA.~ 
ooc .... .._._,.A• 

f'.0 llOa ... 
000."'- CJu.AWAllC le7»-Qllle 

TILll'MOICllOllJ7•1ee1 
TILICM'Cll IJOll J7• IS6e 

We a.re Delaware eounael for Cheaapeak.e Utilities Corporation 
( "Chesapea.ke•) in connection with Chesapeake's. application for 
Conanission approval of the i••uance of approximately 33,000 shares 
of Chesa,peake common atoc.Jc, pur•':laJlt to 26 Del. c. 1215. 

We are familiar with the terma, interpretation, and application of 
26 Del. c. 1215 which ••t·s forth the required, but limited, 
findings to be made by the Conoi••ion in its consideration o.f such 
a proposed is•ue. We note the limited scope of Commission review, 
as determined bY. the Delaware Supreme Court in the Diamond State 
Telephone eonm•ny ease, 367 A.2d 644 (1976). Specifically, in the 
Diamond State telephone Companv caee, the Delaware Supreme Court 
held that the powers legislated to the Conunission pursuant to 26 
Del. c. 1215 were intended .. to be applied in cos.es of a proposed 
issuance o.f stock for an inadequate c ' nsideration or .for some other 
improper purpose. In Diamond State, the Delaware Supreme Court 
stated that i.n the abaence of a •bowing of improper con•ideration, 
fraud, bad faith, or ael.f-dealing on the part of the member• of a 
utility's board of director• in their deci_aion to issue shares of 
stock for the purpose of rai•ing needed funds, · it would be improper 
for the Commi••ion to aub•titu.te it• judgment _tor that of the board 
of directors. 
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Delawar·e Publi.c Service Colmai••icn 
March 2, 1998 M 

Page 2 ~ · 

Based upon our knowledge of the applicable statute, and its 
regulatory and judicial interpretation and application, J t . ia our 
opinion that the proposed i••uance o·f approximately 33, 0110 shares 
of Chesape·ake common stock baa been duly authorized and i• valid 
and in accordance ·with l•w, ~ubject , of courae, to the approval cf 
the Public service Comnd.a•ien pur.uant to 26 Del. c. s21s, any 
necessary approval on t he part of the Plo·rida Publi.c Service 
Commission, and satisfactory compliance by· Chesapeake with all 
applicable federal securiti•• law• . 

It is also our opiniop,· baaed upon the statement of Chesapeake' a 
intended purpose for i•aulng said stock, that the subject stock 
issue is for a proper purpo••, and i• conaiatent with the public 
int.ere st, by enabling · Che•apeake eo acquire. Sam Shannahan Well 
Company, Inc. ... ,. 

' ~ • "..."! 

Accordingly, it ia our opinion that Chesapeake' a pending 
application for coani••ion approval purauant to 26 Del. c. 1215 
fully complies witl;l t .he limi.ted atatutory r ·e.quirements and findings 
necessary for Commiasi on apprOval. 

Sincerely yours, 

SCHMITTINGBR & RODRIGOBZ, P.A. 

WAD:pmw 

.'~ 
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Delaware Public Service COlmlli••ion 
Cannon Building, SUite 100 
861 Silver Lake 8oulevard ' 
Dover, DB 19904 . 
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RE: Application of Cheaapeak• Utilitie• Corporation 
For The Approval of Iaauance of Stock 

Dear Conunissioneras 

__.,.omca 
... a IW OATSWA'I P\.AIA 

laCIO" ~ .,.....,, 8UITS ll09 
-----DILAWAM 189Cll 
~ ... , .... .,. 
Tn.-CJOll ... ·e?M 

,._,..•ACM CWPICC 
....... A'IOJlll 

C:...eTAYU ........ 

,._.,... 9&ACM. DILAW.._ '""' 
T~ laolt U?• 1.-00 
TIUC-" CJOll ... , .. I 

OOCHAGnlCC 
ODc.HA ~ .. Alltl 

"09oa•H 
OCICNA. DIUWAllC lt?IC>C>eH 
~CJOlll?•1aa1 

TIU~ llOal l?•l•H 

We are Delaware counael· for Cheaapeake Otilitie• Corporation 
("Chesapeake•) in connection with Chesapeake'• application for 
Commission approval of the issuance of approximately 475, ooo shares 
of Chesapeake COlllllClll atoc:k, . purauant t .o 26 Del. c. 1215. 

We are familiar with tm terms, interpretation, and application of 
26 Del. c. 1215 which ••t• forth the required, but limited, 
f indinga to be made by th• Colllni••ion in it• consideration of auch 
a proposed i•aue •. . we note tm limited •cope of Commission review, 
as determined by the Delavan SUpreme Court in the piamgnd State 
Telephone Company 'caae, 367 A.ad ''' (1976). Specifically, in the 
Diamond State Teltphone QJpptpy oaae, the Delaware Supreme Court 
held that the power• legi•lated to the Commi••ion pursuant to 26 
Del. c. 5215 were intended to be applied in ca••• of a proposed 
ia•uance of •tock for an inadequate conaideration or for some other 
improper purpoae. In Dianpnd ltate, the Delaware supreme Court 
stated that in the ab•ence of a •howin9 of improper oonaideration, 
fraud, bad faith, or self-dealing on the part of the member• of a 
utility'• board of director• in their deci•ion to iaaue share• of 
atoc.k for the purpoH of raiaing needed fund•, it would be improper 
for the Conuni••ion to eubatitute it• judgment for that of th• board 
of director•. · 

·- ~ .. 

' 
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Based upon our · knovl_. o~ the applicable · •tatute, and it• 
regulatory and judici&l .lntezpntation and application, it i• our 
opinion that the propoead l•~• of approxi..-tely 475,000 •hares 
of Che•apeake c~n atoCk haa been duly authorized and i• valid 
and in accordance witb law, •ubject, of cour••, to the approval of 
the Public Service coaai••ion pursuant to 26 Qel. C. 1215, any 
necessary approval on the part of the Florida Public Service 
Commiaaioz;a, and •atiafactory compliance by Chesapeake with all 
applicable federal .. curitie• law• • 

.:· 
It is also our ' opin10n, bamed upon the •tatement of Che•apeake'• 
intended P\IZl'O.. for i.-.uilig •ajd •tock, that the •ubject •tock 
i•aue i• for a pzoper puq»o8e, and i• aon•i•tent with the public 
intere•t, by enabling ebe•apeake to acquire Xeron, Inc. 

·!~.:· 

Accordingly, it ia our "opinion that Chesapeake'• pending 
application for COmlli••i~ approval pur.uant to 26 Qel. c. 1215 
fully complies witb the lillited statutory requirement• and finding• 
necessary for Collli•sion. apProval. 

Sincerely yours, 

SCHMI."rl'IltOBR • RODJUGUBZ, P .. A. 

WAD:pmw 
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SECURf:AE8 AND EXCHANGE COMMISSION 
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'FORM10-K 

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF 
THE IECURl11E8 EXCHANGE ACT OF 1134 
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For tile F1lal V•r laded: O.C..t. JI. lt'1 Cola•.._ 11'111 N••ber: 001-11590 

CHESAP.EAKE UTILITIES CORPORATION 
(&mt .. ., naklrut • 1p1 rlW • Ill •rw> 

.................. , ...................... ,. cede: JIJ."'"6199 
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'""" C.r-S'h Q ' II• QM 2014 

('1191.tcllll) 

Indicate by check m11k wbether die ,......_(I) ._flied all repm11 required to be ftJed by Section 2 3 01 2 S (d) 
of the Securities £Jr.Nap Act or 1934 duriDa .......... 12 IDODlba (01 ror IUCb ... period lbll the ,...... 
was required to file IUdl reports). llld (2) hll bem IUbject to IUCh filin& requiremenll for the put 90 day1. Yea (X). 
No [ ). 

Indicate by cbcct mllk if diaclOlln of deUDqnmt fUen purwt to Item 405 of Replation S-K is not contained 
herein. and will not be contained, to die belt or...-.. 1'1 lmowledp, in defmitive proxy or information stlaements 
incorpol'Ued by reference in Part Ill of this Fonn lo.IC« •Y.~ to this Fonn 10-K. (X] 

As of Mll'Ch 20, 1991, 4,543,695 ....,... of coauncm llDc:k wee outatanding. The agrepae m.tet value of the 
common shares held by non .. affilialea ot 0-lpllkie UtiUdes Corpontioo, bued on cbe IMc trade price on ~ 20, 
1997, as reported by the New York Stock E.Jdwnp, w lppl'OX.ilmlely 167 mill1oa. 
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PARTI 

119m1 ......... 
(8) o.w.I .,.,alopment of 8ullRIH 
Cbeslpelke UtOidllCorpontion(*Cb111 ..... "or ...._ Compllly") is a diwnified utility comp111y enpaed In natural 
gas distribution lllCI a,mmissioa. propw dlllllbudun lllCI advmced informadon lelVic:a . . , 

Cbesapelke'11breenaturalp14lileribuliaadiviaiw1entlpftl'OXhnlleiy35,IOOreaidendal,commercialllld lndullriaJ 
customers in IOUtbem Dlll••t. ~·1 Blltern Sban IDd Ct111r11 Florida. The Compeny'1 D11Ura1 gas 
ll'llllllllulonlUblldilly,S......SboreN...aGllCclmpeny('4Eul«nSbon"),oper1Caa271-milelntene11epipelioe 
system Chit lrWpOrtS .. hm vlrioua poinll la Penlllylvlllia to the ComPlll)''I Delaware and Maryllnd dillributioo 
divisions, 11 weU u to odalf adlidll md iadmlrial cu•\l awww in Dellwlre md oa tbe Eutcrn Sbore of Mlryllnd. The 
Comp111y'1 propae --lmWI~ 34,000 c:mtomen in IOUlbem Delawan and on cbe Eastern Shore 
of Marylmd md v..-. Tbe lld¥laold Wor1udon MMc:ea teplClllt providel software lerVic:cs and products to a 
wide Vlriety of CUltOmlll md ctielda. 

(c) N8ft'llltve O.crtplon of ••ln111 
The Compmy is enPlld in 1-prlmry .... ICdvidel: JllbnJ ps trwmiaion, natural au dislribudon. propane 
disln'bution IDd ldYlaced lldbnn..- .vices. In lddition to cbe four primary pvupa. a.a.pe.ke has three 
subsidiaries engqed in ods91rvice relllllCI bua-.. 

.. f~ 

(Q (a) IMblT8I a..~ ..... 
Eastern Shore, tbe CU..,...,-'1 Wholly owned 1r1111miuion subsidiary, opera1e1 an intentaae natural aas 
transporlllion IDd pnwidel COfttllCt ....... . ..W. for atftliated and noa-afflli.aed compuies throu&h an 
in~ ps pipolineex11Gdiaa hm IOUlll1•t1 ra PelluylVlftia to Delaware IDd cbe ~ Shore of Maryland. 
During 1997, Bmem Shore llilpllmetAed open ICCell 1nnlpOrtatkM:I lelVic:a. Eutcrn Shen now provides 
transportation servioll, OOfttrlCt ..... .me. u weU • purcbuinawl aellin& 1111111 amounb of gas for system 

balancingpurpoee1("'swiqpl"). Elllern Sbore'1111a are subject to rquladonby the Federal Energy Regulatory 
Commission ('4FERC'). 

Adequ.cyot~ 

With the .implementliioa of open IClCe. eft'ecdw November I, 1997, Eutern Shore releued, through the 
pennanentreleue mecblnism of its uplRIW .-vice providers tlriff1, YSious levels of fum transportltioncapecity 
and coatnct stontae eervice to ClUllOllMls. EaAcrn Shore retained conb'letl with Transcontinental Gas Pipe Line 
Corporation \Tnmc:o")for: 4,916 lboitwtdalbi'c •(""Mcf")tum tnnsponltioncapecity, expiring in 200S, and 
three firm storap MrVica providinc pelk dly eaddmeatl of 7,046 Mcf. 

,.. 

F.astem Shore also retainedcontract1widt Columbia Ga Trwnsportation(''Columbia")for !Cn'icet. includin1: finn 
transportationcapadty of 169 Mcf per day, wbk:b expires in 2011; stonge service providin1 a pc* day entitlement 
of 1, 111 Mcfand total ClpKity of53,731 Met. expirfna in 2004; and fmn stonge service providin& peak day 
entitlements of S63 Mcf and I tocal ClpKilyoU0,616 Mc( which expira in 201 I. Eutcm Shore retained the flnn 
tnmsporcation capacity to pnMdc swin& llWllpCll1ldon eervlce to a limttednumber of cus&omWI that requosced this 
service. Prior to open ~ EUllem Short i.- firm corunc:tl with three interstate pipelines for tramportationaad 
storaae Mt'Vices coupled with h COldlliCll for naiuraJ ps supply wilb ftve IUpplien providing a maximum firm 
daily capacity of20,469 Mcf. 



eow....-
Under dlil opm ICCClll ~Ir' mt •· iulw 11111 pipeline complllies haw unbundled the tndldonal components of 
tbetr ..vkle-........... llwpoludoa and ltOl'llO- trom die Ille of lhe commoclity. Pipelines dull c:hoolc 
to be ... dllu11 of .. _. form..,_., mllkldq opentiaDI .....,. .... of tbeir pipeline opcratiom. Hence, 
.. mrbten haw dlwlopld •I vilble option for IDID)' compmiel became Ibey Ire provklill& npertise in gas 
purc:haain& aloq wiib colllccM pun:lllliDa ClplbfJidel which. when combined, may reduce encS.uscr cost. 

Addilioaal cUeamlnn Clll C»"'l•ilklll la included ID bin 7 under the hading "Man1&cment'1 Discussion and 
Aaalysia offillwill OJndldcJ9 md ._.... ofOpendoaa". 

-.. Mil Rqstalan 
Ggwql Eutcrn Sllcn iJ lllbjlc:t to .... letion by tbe FERC • ID iDttnalte pipeline. 1be FERC replllcs the 
provision of MrVice, .._ IDd 009'lfdom of letVice. IDd tbe nltel llld fees Eutern Shore can chap to its 
lnlllpOrtltionautmMn. la addilklll,,dae FEllC ,...1ases dae nltel E.uurn Shore ia cbarpd for tnDlpOltldoo and 
tnmmissioo line Clfl'lcy IDCI ...._ pnMded by Trwc:o md Columbia. 

... .:·"'r 

~IOfyPl"aCll ..... 
Dtlgwgrr Cilv Caw awarm FIJ/M. In Decemblr 1995, Elltem Shore filed an appllc:atioabeforc tbe FERC 
pununt to Secdonl 7(b) IDd (c) of die N-..1 0.. Act for a c:stifbte of public c:onvenieace and nec:euity 
authorizing Eutem Shore to: (I) OCIDllNCl IDd Clplllfe a 2, 170 bonepower' compreaor scation in Delaware City, 
New Catie County, Delawnoa a,..... Otill...., pipeline symm known• the "Hockeuin Line", such new 
station to be known • 1191 .,,.. .. City Compiwor Slldon"; (2) c:ODllNct IDd openre •li&htly leu dlln one 
mile of 16-incb pipeline In Delawn Clay, New ea.le Cauaty, Delawln to de the auction aide of the propoted 
Delaware City~ Stldoa illlD tbe Hoc:Weia Lino; IDd (3) 1Dcr111e dae maximum allowlble operating 

pressure fiom 500 plfa to 590 N • 28.7 milla of Eutern Shore'• pipeline &om Eastern Shore'• exittina 
Bridgeville Compreaar Sladon in BrldpvUle, SUuex County, Delaware to its tennlnus in Salilbwy, Wicomico 
County. MlryllDd. 

In Sepcember 1996 the FERC iuued ill FiDal Order, wbic:ll: (I) Mlthorized Euiem Shore to construct and operate 
the fKilidea requelted in ill tpp icllim; (2) llllboriaDd Eutem Shore to roll-in the COit of the facilities into iu 
existing rares iflbe revenues fiom the incn•• in ..vicel exceed the cost uaocialed with tbe exp1111ion portion 
of the project; (3) denied fAlltrn Shen tbe 8'ldlarity to m-the level of uJes IDd 11an&e service it provides 
its CUllOmen until it compl1111 ill rellnldUriaa ID ill open acce11 procerdina; IDd ( 4) lldborized Eutcm Shore to 
abandon the 100 Mcf per., of ftrm sale ..viee, to._ or ill direct sale customen. The compreuor facility ad 
associated pipina were needtd to lllblliae Cll*ity aa 6.-n Shore' 1 system u a result of lladlly doclinin& inlet 
pressures at the Hockeula inURODneCt widl Trlnlcolllinental Ou Pipe Line Corporadcln. Comauc:tion of the 
facilities stlded durina the MCODd half of' 1996 IDd w• completed during the tint quaner of 1997. 

&pe Ca.st FIJm. In Oc:tobel' 1996 Elllern Sbore filed for a aeneral ra1e increue with the FERC. The filin& 
proposed ID incn•e in Elllmn Sbore'1jurildic:tiaml.- dull would aeomire additional annual operaing revenue 
of approximately S 1.4 million. E.-n Shore allo ...S in die ftUna th.at it intended to use the cost-of-service 
submitted in the 1eneral rate loc:reue ftlJna to develop ,_ in the pending Open Access Docket. In Sepcember 
1997, the FERC lppl'OVed a nite iDcrme ofSl.2 millklo. , ~ 

' 
Own ACCIH fl/Intl. ID Decmlblr 1995, Elllenl Sllorc flied i1I ebbrevialed application for I l>lanket certificate of 
public convenience and .neceaky 1U1borizina die crwporcation or UIUral gas on behalf of odlen. Eutem Shore 
proposed to unbundle the lales IDd......, ISVicel ii bad provided. CUatomen who bad previously received fum 
sales and storqe scrvica oo f.-a ._. (die "Coavcrtlaa Cuatomen") would receive entitJementa to Rnn 
transportation service an Eaacra SllOle'1 plpellne in a qumdly equivalent to their exi1Un1 service fiahts. Eastern 
Shore proposed to retain some or ill pipellM enthJements and .ccnae capeclty for opendonal issues IDd to 
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&cilitmte 'boonotic:e" (DO prtai-nadflcaliaaieq.ndtD receive ..Vic:e)ll'lmpGIWioaaervic:e OD ill pipetine syatem. 
Eastern Shore would ~leue or -.ip to die,.,.,,. ... Coavertira Customers the firm 1nnlpOltltion Clpldty, 
including cootrlet Sforl&C, it held oa Ila lpllNlm pipelines IO lblt lbe Convertina Customers would be Ible to 

become directc:uatomenof ad uplll-.-piplliw.CcmvertiqCultomen who previoullyreceivedbundled saJes 
service baviq no-nadee chnaleri1dcu..Uld ._.die riafat to elect no-notice firm trlnlpol1ltion lel'Vice. 

Jn connection w11b 1be rate inc:reue llild•W, the 1uues pertainifta to EMlem Shore openting u 1n open access 
pipeline were mo leltAed in Seplmaber 1997, wtlb opm eccesa implenlenwion occurrinS on Novanber I, 1997. 

(I) (b} N.,,_Ga ~ 
Chesapeake distn"butes Dlllnl .. IO~ 35,IOO mideatial, COIDlllCtCial and industrial customen in 
southern Delaware, die Salilbury md Clllabridae. MaryllDd. - on MmyJmd'1 Eat.mn Shore, IDd Central 
Florida. These activities we cm.._., dlrouab line adlity divisions., one diviaioa in Delaware, lllOCber in 
Maryland and a third cUvilion illFlaridLID 1993, die Onpmy ~ DllUral pa IUpply muapment .-vices 
in the state of Florida under lbe wot,._NWa BDerJy Services Comp1ny \PESCO"). 

~. J' 

DelawarrwrdHtn/wrl. n.DllD .. .s MllyJIDd divilioas .erve lppl'OXDmtely29,9SO cu1tomen, of which 
approximllely 26,MO .. TIP ..... mcl 6 E I dll WlCll purcblsifta primlrDy for bealina purposes. 
Annually, residential and COlllllllllill _.a_, IDOOml for lppRllXJmllely 69% of the volume delivered by lbe 
divisions, IDd 79% ofdll!D cliYilicm' an 1 •· Tiii dlviliom' indulCrill CUltom«I purchue gas, primarily on 111 

intenuprible bais, for a vm.ty of-ftitwiua. lpicullural IDd odM:f' &IMI. MOit of Chesapeake's CUJtomer 

growth in tbae divisions CCllllll &am - ,.... .. , CClllllnlCdon usina pa badina equipment. . . 
tl!!!.if/B.. The Florida division dilbibiilel -.:I .. to lppl'OXimalely 1,741 residential IDd commercial and 14 
indlllU'ial customers in Polk. Olceola . ...S Hllllborouab Counties. CUmndy 42 of the dlvilion'1 industrial 
customen, which purcbw and 1r1111pOrt .. cia a lrm and ialmuptible bais, account for lpPl'OXUutely 9'We of 
the volume delivered by lbe Plorida divitm ml f09i of die divilion'1 annual DllUral ID and nhlpOltation 
revenues. These customers are primsily ena211d la lbe citrus Ind phosphate industries and electric cogenerat.ioo. 
The Company's Florida division allO provides llllural pa IUpply man•pment l«Yica to compete in the open 
access environment. Currently, twenty-one COl90lnen receive such 1C1Vica, whkh generated pou margin of 
f70,000 in 1997. 

Ad9qUM:y ol ,....,,._ 
~ CheApeake'1Delaware .S MlryllDd.udlity divilions\Delaware .. , .. Maryland .. or .. the Divisions") have 
firm and interruptible CGlllr8Ctl whb tow (4) ...... •opm 8CCelS" pipelines. The Divisiom 1re directly 
interconnected with Eutem Shore Ind Ml'Vicel us-mm of Eulem Shore are contracted witb TrmllCO, Colwnbia, 
and Columbia GulfTl'mllllillion Compmy ("Oult'). 

Delqwarr. Delaw1re 's con11'11CU wilb Tr'llllCO include: (a) firm tranaponation capeciry of 8,663 deblbenns ("Dt0
) 

per day, whkb expires in 2005; (b) .f1n11 lrllllpCldllioaClpKity of 311 Ct per day for December through Febnwy, 
expiring in 2006; and (c) firm stonge ICl'Vice. pnMdiDa a tocal capKity of 14:2,130 Dt, which expires in 1991. 

Delaware's contncts with Columbia include: (a) firm ll'lnlpCnmion capacity oflS2 DI per day, which expires in 
2004; (b) firm tramportation Clp9City of 1,132 Dt per day, which expires in 2017; (c) firm ICOra&C service, 
providing a peak day entitlemeatof6,193 Dt and a tocal aipacity of291,19S Dt. ·which expires in 2004; and (d) 
firm storage service providina a pellk day mddemlnt of 63' Dt IDd a tocal c:aplllllity of S7, l 39 Dt, cmprina in 2017. 
Delawaro's contractl witb Colwnbla for l&Orll• rwlltld lrllllpCldllioa provide quantities that 110 equivalent to the 
peak day entJtlem t for the period of0ceob9ribr.p Mardi and are equivalent co flf\y percent(50%j ufthc peak 
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day enddement for the period of April ....... Stplcmber. The lenDI of the storqe related lnDlpOrUltioncontncts 

minor the s&onp ..W:. lhll they IUppOlt. 

Delawme's coaaw::t wida Gulf, nlm ...... ia 2004, providea firm tnmportlliaD Clpeeity of 161 DI per day for 
dw period November tbrouah Milda m 791 DI ps day for lbe period A~I dnuah October. 

Delaw..e's CODlraCCI with EAlllnl Sbon.iachm: (a) ftrm lnmpGlbldou c:.pecity of23,494 .Dt per day for the 
period Dec:emberduouah febnamy, 22;272 DI ps day for lhe mombsof Novmnber, March 1nd April, wl I 3, 196 
Dt per day for lbe period May dnuP Ocloblr, with vlrious expindoa-. rmalna from 2004 to 2017; (b) firm 
storaaecapecit)' under Elllln Shore'• Riie $chedt•le OSS provldlnaa paik day eadtlementof2,655Dtand1 total 

C1p1City of 131,370 Dt. wbidl-- iD 2013; (c) firm~ ClpeCity uncllr Eulem Shore's Rate Schedule LSS 
providina a pale day •di• ...... of'SIO De Md a llGlll ~ of29,000 Dt. wlliduxpim in 2013; wl (d.) flnn 
stonae caplCity under£..-. .n·1-Sc1t9+alp LOA pnwidinaa peak day enddementof91 I Dt and a total 
ClpllCity of S,70I Dt. whim apilea In 2006; DIJawln'• firm lrlDlpOnldoa CIODblCU with Eastern Shore Ibo 

include E-.n Shore's pnMaicm of awiDa lrmlpOl1llion .,,a. This ISVice includes: (a) firm nmponation 
ClplCity of 1,146 Dt per day oa Trwco's pipeline syllllm, nlllined by £lllem Shore, in lddition to Delawue's 
Tnnscocqecitymermced.U.llld (b)• ~.-viceuad.crTnmc:o'1Rlile Sc:bedule ESS tblt 
supports• swina IUPPIY _.. pnMW_....Trw'• It-. Sc:bedule FS . 

. ,. 

Delawerecumndybas ~,... .. ,.it 111 offlnn DllllraJ ID IUpp)' wllb five (5) supplJen. These contrac:U 

provide die 1vaiJlbilk)r of a_...,, ftna daily .aJaenl of 10,951 Dt encl die supplies ere lrlnSpOnCd by 

Transco, Columbil. Oulf llld IWn Shon undlr D'mwse'1 ~c:onlraC1s. The gas purchue con11'1CtS 
have vlrious expindon ct.a,. 

Mqrvlan4 Maryland's comr.cD with TrmllCO llldildt; (1) finn nnapon.ation capecity of 4, 731 Dt per day, which 
expires in 2005; (b) f111n ll'liilpGllldoe C1P1CkJ ol 155 DI per day for December lbrou&h F~. expiring in 
2006; and (c) firm IU'lrlle M\'ice providina a llDlll Clf*ily of 33, I 20 Dt, which expires in 1998. 

Maryland's coatracta wich Colmabia illcJude: (a) ftrm 1rwpodldon cepecity of 442 Dt per day, whkh expires in 
2004; (b) firm tnmportlliaD qpecity of 90I DI per day, wbic:h expires: in 2017; (c) fum 510r1&e tcrVice providing 
1peekdayentitlementof3,142DIllldaIOCllClplCityof154,756 Dt, which expires in 2004; Ind (d) finn storage 
service provicUns • pale day tlllil...._ of 521 Dt and 1 total QPKity of '6,111 Dt. which expires in 2017. 
Maryland's conll'llCll wtth Columbia for ..... relMed ll'lnlportldon provide quantities that are equivalent to the 
peak day entitlement ford>e period Oc:lober' lbrouab M.m and ae equivalent to fifty ~ent (S0".4) of the peak 
day entitlement lorlbe period April...,.... .... ber. The 1ermS ofth.e storaae relaled transportation conb'llCtS 
m.irror the stonp· ICIVica lbM Ibey IUppOl1. 

Maryland'sc:ontrlet wich Gulf, which expires in 2004, providcl firm transportation capecity of S90 Dt per day for 
the period November through Mlr'Ch and 543 Dt per day for the period April lhrou&h October. 

Maryland's contracts with Eallem Shore incJude: (a) film ll'IDlpOl1ltion capecity of 13,021 Dt per day for the 
period Decemberthrouab febnmy, 12,304 Dt per day forlbe months of November. Marc.fl and April. and 7,743 
Dt per day for the period Mly lbrouah Oclobr. (b) ftrm llOrqe mpeciry under Elatem Shore'• JUie Schedule GSS 
providing a peak day_,.,lemeat of 1,421 Dt IDd a total ClpKky of70,66S Dt. which expires in 2013; (c) furn 
s&orage ClplCily under BllllrD Shore's Rll8 Sdlldu .. LSS proyjdiq 1 peak day entitlement of309 Dt and a total 
C1p1City of 15,500 Dt:, wbk:h expir1ll in 2013; IDd (cf) firm stonae cepecity under EMtaa Shen' 1 ble Schedule 
LGA providina a peak day eedtlllalnt of 569 Dt Ind 1 total c.p.city of J,560 Dt, which expiret in 2006. 
Maryland'• fim'l tnn1por\8doft COftll"ICtt with .6Mlsn Shore alto include Bufem Shore'• provition of swing 
transportation service. This .-vice includes: (a) ftrm tnmportlliaD ClplCity of 969 Dt per day on Transco'• 

.. 



pipeline l)Wlm, Nllined by e..n SIMn. ill 8dclldclll to Mlryi.nd's Tnnlco QPKity rcferac:ecl artier and (b) 
an intemapdble.,,... ~ ..... Trm'• a. Sc::Mdule ESS that IUppOIU •twin& eupply NrVke ~ided 
under Trmte0's Riie Scbedole PS. 

•. ·. · ... , ... 

Maryland currendyba coa«rwu far1111 pa 2 re of firm ...a pa supply with five (5) 1Upplien. Thete contnlets 
provide die anilabilily .Of 1 maimma firm dlil)' eadtlaent of 6~3 Dt and the .upplies are nnaported by 
Trlnsco, Columbia, Gu?ftlld S..U ....... Mll)'llDd'atrwporudanconlr'ICCI. The pa pwc:bae coair.cu 
have variouaexpindon-... Thi~-.. firm IUpply toun:esto IDlll 11ipjftcmlpero111Sq.eoflheir 
projected demllld requ9-. la ...... _...,'dif&I..,. .._._firm mppJy and firm demllld, Delaware 

and Maryland obtain ,p. awlY • dlt "'.- _..,. hm vsiout OCber suppUen that it tramported by the 
upstream pipelines wl deUveNd (II) lbl. f>Mlicm' inlw.wmec:lr wilb Eatern Shore II ncoded. The Company 
believes that Delawlre lad Msylmd'a nailllble ftrm lad "lpCll marbl" supply lt ample to meet lbe dicipaled 
needs of lheir CUltomen. 

Eklt:.iJJ!l. The Florida..._ ....W. ........... ..vk:e &om Florida Gal Tnmmiuioa Compmy ("'FGT'), 
a major interstale pipeliao. 0111111.U:.. COllDICll wilb FGT for. (1) daily firm ~Clpldty of20,523 
DI in MaythrouabSetel• - 21,105D&lllOceablr,.tlld26,919Dt in Nowmberlbrouab ApriluncMrFOT'sflrm 
trmsportltion service (F'l'S-1) r1111.-..11e; (b)dllly ftnn 1nDlpOrtldon ~ of5,IOO Dt In May throu&b 
October, and I, I 00 Dt In Navmtber dwouall April undlr FOTI ftnn tl'IDlpOrUldoG service (fTS..2) r1lle IChedulc; 
and (c) daily lntenupdble 1nDlpOrtldon CIJl~lry of20,000 Dt _. FGTa lntmupdble tnnlpClrtMion ~ 
(ITS-I) rwc schedule. '1111 ftnn II ...... ODDlrllCt (FTS-1) expires OD AuplC I, 2000 with lbe Compllly 

mama,. 1 unilllleral rflli•--• ... llt • Mdldmal • yen. After die expindon of lhe primary or 
seConclmy term, C1111111111?" 1111 die riPI • ar. rtftale to IUtCll die rennaohny c:ampedn1 bidl for lhe Clll*lty. 
The f1nn 1nDlpOrtldon ___. (FTS..2) ..... aa Mlrcb I, 201 $. The intemapdble lrllllpOl'tario contnct is 
effectiveuntilAUpltl,20101admGllllaeomaadldMnafterunleucuceledbyeither~withlhirtydaysnocice. 

The Florida division c:umady naivet fll ... ..,ay hm vmious .upplicn. If needod.10me supply is bought on 
the spot market; however, die~ ii bollPI mder' lhe renns of two fann supply contKU with Natural Gu 
Clearinghouse .net LGAE EnersY Mlrbdq. Avallabilily of ps supply to the Florida diviaioa is also expected to 
be adequate under exildna ..,........U. 

Competition 
Comttt{tionwilbdlwnqcir«Fw4 Hillotlcally,lbeComp111y'snatwalpsdiltributiondivillomhavesuccessfully 
competed with odMI' fonna of energy such • eleclric:ky, oil and propane. The principal conaideration in the 
competition belween the Compmy lad aupplien ot odter' IOUrCCI of encrsY ii price and. to 1 lesser extent, 

accessibility. All of the eamp.y '• divilioal haw the Clplbility of adjusdna their interruptible ·'*' to compete 
with altcmative fuels. 

The divisions have several lllp volume indullrial cullOllMl'l lblt have lhe ClplChy to use fuel oil as an alternative 
to naturalpa. When oil pricesdecUnc, ..._ ........... a• waconvertto oil to satisfy their f. ·el requirements. 
Lower levels in intenupdble .... occur wblll a8 ..-nmaill depreued relldve to the price of natural pa. 
However, oil prices u well aa 1he pric:ea of odllr 11811 n eubject to chanJe al any time for a vartety of reuons; 
therefore, lhere ii always wanatmy in the coadnuiaa competitJon amona DllCUra.I ps and ocher fuels. In order to 
address this uncertainty, die Compmy 111e1 ,f1alble priciaa ln1lllpmentl on bacb lhe supply and lllea side of its 

business to maximil.e sales volumes. 

To a lesser extent than price, availability of equipment and operational cJTJciency we alto facton ln competition 
among fuels, primarily in rea:ideftda.I llld commm;ial teninaa. HMdna. waC« healin& and oth domestic or 
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commen::ial ..... iii ..-.&Jy ...... far a plldcullr~ IOURle. md apoc:ially with respect to batina 
equipment, lhe COit of CCJDvenion is a 1'r' c•ve far iDdMduaJs IDd b.•tiaa• to dMlnac their eDll'IY sourc:c. 

C°""""9n wttlrln the,..,,, a.>¢ gry. FERC Order 636 enables all nMunl pa suppliers to compete for 
c:ustomenon 111 equal foalils. u.dlrddl.,,.. aocm.wiroammt. intallMe pipeline companies have unbundled 
lbe tnditioaal com,,_,.. of 1111* .-¥loe - .. plberina. lnnlpOrtlDon wl .ionae from the uJe of lhe 
commodity. If they chooee to be •-:ta• of pt, Ibey mlltl form 1..,.... mmbdna opention independent of 
their pipeline ope111dam. H.:e. .. ....._aw dlwlopecl • 1 viable opdon for IDlllY companies because 
they ll'O providinaexpenillil .. pa b , ........ wllb c:ollec:liYepun:batina~ilitieswbicb, when combined, 
may reduce end-mer COit. ,, 

. 
Also resultin& from m opm..,.. mvam •1nt.0 the cu.rtbudon diviliaa cm be lo competition wilh the imenllte 
tnnsmistion compay iftbe dilaibudca OlllllDlner ii loc:IMd clole to Cbc 1r111tmiltion company'• pipeline. The 
cusaomen • risk are utUall)' .... ~commercial md indutlrial CUllalllel'I wilh. lhe financial resources and 
c.pabilily to bypua the ditCrlbulkm dMlian. In certllin titultiool lhe ditlribudon divisions m•y lldjutt l'lllel and 
serves for lbae customen to ..... tlllir ....._, 

-..m11,....... ~· ::.. . . 
Gmtral. Cb 11..-e't -.l Ill M..._clivitiom me tubjec:I to replaaion by the Delaware, Mmyland and 
Florida Public Service C..1116omwilla..,. IO vm:iout llpeCb of the Compmy't butineu, includin& 1be rates 

for sales to all of their OMI Wil'I ii ma jllrtldkrioa., All of Cba.-ke't finn ditln'budon rales are subject to 
purchwdps _...,........_ wlUcltlllll:b,.._wilb pt COltl and normally allow eventual fUU recovery 
of gas COlll. Adjt-_.. 1bae c.._ ,..U... periodic ftUnp and hesinp wich lhe relevant rqulalory 
auchority, but do not reqah 1 ........ pr<1ceerlW. Riles on intcrrur tiblC Illes by the Florida division are alJO 
subject to purchaed pt .......... ~ 

Management moailon the ... of reGll'D ID eeda jurildictioa in order to ensure lhe timely .filing of rate adjustment 
applications. 

Regulatol'y Prao ...... 
Maryland. In July 199S, Cbea..-e't Mlrylmd division ftJed an application wilb the Maryland Public Service: 
Commission ("MPSC") requadas a ... incr1•1ofSl,426,711or17.09%. The two largest components oflhe 
increase were aaributableto mviraMMHlll COltl and a new CUllGmcr information sysiem, lmplcmcnted in 199S. 

On November 30, 1995, 1be MPSC illued • order ~ 1 1ettlemeot propoul of e $97.5,000 incttase in 
annual bue rates etrecdvefor p1 pnwidld cm or ak'Dlclmber I, 199.S. As required in the settlement of die rate 
case, die Compmy·filed a COltoftsVic:ellUdywida the MPSC in June 1996. The purpose of a cosc of service study 
was to allocate revenue mncma cuttomer or niee cJ.ualflcationt. The filina, which included proposals for 
resttucturing sales ICl'Vic:el lbat more clolely reflect Cbe COit of servin& commercial and indusbial customers, the 
unbundling of gas COltS from dittn'bution lymlllll Qlllll. NVitioot to ~of interruptible mqins between fmn 
ratepayers and the Comp1ny wl new MrVicee lllt wouJd allow customers usina more Uwl 30,000 Ccf of pa per 
yur to purchase pt from 111pplien other than die Compmy. 

After negotiations with MPSC ICaff' and ocher' inla-.d plltiea. a settlement wu rached on mosa sales service 
issues and lhe Commiltioa apprvved 1 popoeed order in MlrCb 1997. The setdement includes: (I) clus revenue 
requirements and rclb'UCtUr9d tala ~ wllidl provide for aepllrlte firm commercial and industrial race 
schedules for pneraJ service, medium volume. .... volume Md biah toed factor customer poups; (2) unbundling 
of aas costs from distribution charpl; (l) a mw pa COit recovery mechanism, which uclliz.es a projected period 
under which die faxed COit portion ofcbe .. nae will be forccutecl on an annual buis and the commodity cost 
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ponion of the gas rate will be fttim_. qull'llrfy, bwd on projected market prices; Ind (4) intemapbble ftW1im 
will continue to be limed, 90% to CUltOm .. Ind UM to the Comp111y, but dilbibutioa com incurred for 
incremental load additions can be recovm'ed wilb Cll1'Yilll c:Urgea utilizin& I 00% of the incremental m.,.m if the 
payback period is within three yem. 

At the requestofMPSC staff, comidaltionof'dle"°" tmllpOIUldonaerviceswerepostponeduntil Eastern Shore's 

open acuss filing wu leUled wilb the FERC. 

; 

Delowqre. In April 1995, Cba..-U'"• Dlll ... divWoa filed 1111ppliclllion with the Delaw1re Public Service 
Commission ("DPSC") requadaca ,_ illcr1• 1of'S2.751,000 or 1'% over cumnt l'lllel. The 1.-gest component. 
one-third of the totaJ requested iDcr 1111, wu lllribullble to projec:ted COllJ auociated with the remedillion 
proposed by the EnvironmeD1al Proeecdoa A,..:y ('"EPA") of che site of a former coal ps manufacturina plant 
operated in Dover, Delaware. The Com.-y lad lbe DPSC .,._to seperlte the environmental recovery &om the 

rate increase so each could be 8ddr1111d fndMdullJy. la .December 1995, the DPSC llPPl"Oved m order autborizing 
a $900,000 inaeue to bue rates eflecdyt J~ l,1996. 

lo December 1995, the DPSC approvedar1COW1Yof'mvil•,..,..eo1etaMOCiltedwith the DoverO. Ll&ht Site 
by means of a rider (supplement) to 1-1 ..._ 1'I DPSC lflllowd a rider etrecdve January I, 1996 to recover 
over five years all &aDRCOvered envilomf! IDICGllldlloulh September 30, 1995 ofl'lec by the deferred tax benefit 
of these costs. The deftrred ta 1-eftt ...... tlle proj""8d cubflow savinp realiz.ed by the Company in 

connec:tioo with a reduced inc:GDI'• Hlbl1ky die ID tbe 111•bility of acc:elenled cleduction allowed on certain 
environmental costs when inc:amld. EllCb ym, 1bl rids me "111 be c:alcuJlted blled on the unortiz.ation of 
expenses for previous yem. The ldvmtap of tM mviroamealal rider is that it is not necessary to file a raae cue 
every year to recover expeues. 

In December 1995, Cbeapeake'a Delawn divWon 1ftled kl nm detip propoaaJ with the DPSC to initiate Pbuc 
U of this proceeding. The principAI objec:dw of die filifrc was to pres-re the Company for an incrwin&Jy 
competitive environment andcif*ed when i:-n Shore becomes an open acceu pipeline. 1bia initial filing 
proposed new r.re Khedula for commerdal mcl iDdutlrial ..._service, individual pricin& fbr intenuptible 

negotiated conlrld l'lllel. a .modified purdllled .. C01t.1ecowry mechmiam and a nmual pa vehicle tmift'. 

In May 1996, Delaware division filed kl ..,...i.reJldDa to lnmpOrtltionand blllncin& mervices with the DPSC, 

which proposed that 1111nsportalion of cu•••-owned .. be avaJW»le to al I commercial and industrial customers 
with annual consumption. over 3,000 Mcfpery_.. 

In February 1997, the DPSC apprcwod an order MboriziDa new service oft'erinp lftd rate design for services 
rendered on and after March I, 1997. The approved chmi .. include: (I) mtructured sales services which provide 
commercial and induacrial CUltOnl .. with vlrioua -.vice claulnc.tiona such u pneral service, medium volume, 
large volum.e and blah lold facior' .-viciel; (2) a modified purc:blled gu COii recovery mechanism w ... ich takes into 

consideration the unbundlint of .. COICI hm diarribudoa dalrpa u well u charJing c:ertain finn service 
classifications different pa COit-. bMod an dlt .vice clauificllion's load factor; (3) I.he implement.Ilion of 

a mechanism for sbarinc intmupdble, capKity rei.. and otr-aylfem sales margins between finn sa1ea customen 
and the Company, with chanpla IDll'Jin abarina pll'Clntapl bued on the level of lQlll mqin; and ( 4) a provision 
for transportation and balancin& servic:el for commercial and industrial customers with annual consumption over 
30,000 Ccf per year to 1111nspon CQllOmer-owned pa on IM Compuy's distribution system. 

fkllJJJJJ. On November 26, 1997, lbe Florida DMlioa filed a request with the Florida Public: Service Commluion 
(FPSC) in Docket 'No. 971 SS9-0U, for a Limit*' .Proceodln& to Rauucture ~· and for Approval of Ou 
Transponation A.,greanents. The Florida Division ha emend into Gu TransportllionCorUrilCIS with ita rwo tarsesa 
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customers which.._.... ill,... ... ..._ two CUllOIDenon the Compuy•sdiltribution sy.aem • r.res lower than 

previously acbilved. M a .-II of thil reducdon In rev--. tbe Compay bu proposed in ill appliCllion to 

restructure n1e1 for kl remalnina CUlllDmln to more eloltly reflect the cost of terVice for each ride clua and to 
recover the level of revenues previously 1enenited by the two Contrlet CUltOlllen. 

The Compay'•l"lllnlCIUrina propolll 11 revenue DCUtflL Approval of this requesc would not result in additional 
revenues to the Ccaplay; howevs, FPSC lppl'OVll would enable the Compay to retain itt two lar1est customen 
while providift& the Compmy with the opportunity to achieve ill PPSC auth ... rized ride of return. 

FPSC Staff islued their recommeadMioo in this docket on Man:b 12, 1998. The Commission voted to 1pprove the 
Ccmpany's resttucturina prvpoml OD Mll'c:b 2A. 1998. A Commiuion Order in this docket is expected April 14, 
1998. 

(I) (c) ,,,...,. ~ 
Cheslpelkc'1 p1apme cliltribulioll poup co.nsim of Sharp Energy, Inc. ("Sharp Energy"'), a wholly owne l 
subsidillyofC'bellpeeke,ill whollyowneclaubsidilry,Shlrpps.Inc. ("Slwpps")and Tri-Count Gas ompany, 
Inc. ("Tri-CcMmty" a wboUy owned subsidiary of Cbesipeake. 

On March 6. 19'7, OiaapelkHccpred all of the oolll•HHD& lhlrel of Tri-County a family-owned and operated 
propane diiCI....._ bulinell loc-.d in Salisbury md Pocomoke, Maryland. The combined operations of the 

Compmy IDd Tri.co.ty Mrwd lppn>Ximalely 34,000 prop111e customen on the Ot-lmarva F.'."llinsula and 
delivered llflPl'DUmtely 27 mlWon retail and wholesale pllonJ of propane during 1997. 

The propane dislribution bulinell is afl'ected by many factors such as seasonality, the absence or price regulation 
and competition amona loeal )llOYidl!n. 

Propane is a form of liquefied~ pa which is typically exttacted from natural gas or separated during the 
crude oil refiniDa procma. AllbouP propue is pseous at nonnal presswu, it is easily compressed into liquid form 
for storlp lad...,._.._ Pn»i•• ii a c:lelll-burning fbol. pining inc:reued recognition for its environmental 
superiority, llfety. efliclmcy, trmlpOltabUhy and cue of1111relltiveto1ltcmativc forms of energy. Propane is 
sold primarily in suburt.n md nnl-wb.k:h are not served by utura.1 &BJ pipelines. Demann is typically much 
biah« in the winW IDODlbl md ii sipir...my affected by ICUOllll variations, pmticularly die relative se.verity 

of winter lelDpll'llUnll. Mc:alle of its me in raidential Ind commcn:ial beating. 

Adequacy ol Reeocltn1 
Sharp Ener&Y and Tri-County purc:bue proplM primuily from suppliers, includin& major dom eatk oil companies 
and independent producers of .. liquids and oil. Supplies of propane from these and ocher ..oun:es arc rcadity 
available for purcbw by chc Complny. Supply conaacts 1cncrally include minimum (not subj :ct to a take-or-pay 
premiums) lad maximum purc:bme provision.I. 

Sharp Eocqy and Tri-County UM ll'UC:ks and railroad can to transport propane from refineries, natural ps 
procaain& plMtt or pipeline terminals IO the Compuy'1 bulk storaae fac 11ities. From these facilities, propane is 

delivered • pqnable cylinden or by '"boblail" bUcks .• owned and opcratc1 I by lhe Companies. to ta1Jks located at 
the cusiomcr'. preenila. 

Compet#Jon 
lwp Enero md nf..Countyc:a.npetewith aovcraJ other propane disuibli ton in their seniict tc1Titorics, primarily 

oo tbe bellil of~ md price. emphasizing reliability of service and rt sponsivcoess. Competition is generally 
local-..~ loClled in close proxanity to customers incur lower costs of providing service. 
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Proplne compecea wilh bodl ftlel oil md electricity u m ena'I)' llOUICC. Propmne competes with fuel oil hued on 
its clelnliness llld envhonmmtal •-. Plopme ii allo typic:alJy leu expensive dim bodl fuel oil 111d 
electricity, bued OD equivalem aru Vllue. SM DllUral ...... hilrorically been lea expensive thin propane. 
propane ia generally DOI~ ID ...,,..le - .viced by DllLn1 pt pipeline or disaibution systems. 

The Company'• prop11ae dillribution KCividel .-e not albjec:t to my federal or lllle pricing repllbon. Tr1DSpon 
operations 1re subject to regul8Uom c:oncmUna the lnDlpOl1lllioa ofblmdoua m..u promulpled under he 
Federal Motor Cmilr Safety Act, wldcb ii Mmlni*nd'by lbe Uded St-. Depmunent ofl'rlDlpor1adon and 
enforced by the V.-ioul-ia wtdc:b .... opii ..... tlke pllce. Propw dillribudoaoperadons Ire also IUbj cct 

to state satecy regulldonl rellling to.._....,,. IDd pllmnent of pr.,.,.ne tmb. 

The Company's propme operations .. lllbjoct to Ill opendQa hazards normally usocilted with tbc bmdlins, 
storage and lnlllpOdldoo of combuldble UqWda, IUCla • the risk of personal injury and property damge cau .:d 
by fire. The Comp1ny carries poenJ ~ inMlnCe in the amount of SlS,000,000 per oc:currence, but th, re 
is no assurance that such iDlunnce wiU be ldequllllO 

.. -- .. 

(I) (d) AtNenced tdbl•llM .. tflM ,. 
Cbesapeake'1 ldvanced ilsl••.._ ~ ........ ii campriled of United s~ Inc. ('"USI") and c.pital 
Data Systems, Inc. ("CDS"), bodl wbollyOWllldlUblidimieloflhe Comp111y. CDS provided propmmingsupport 
for application software, until die fine qullW' of 1997, at wb.icb time it disposed of substantially all of its assets. 

USI is an Atllnta-baed compmy lbll-prlmlrily 110¥ides suppolt for usen of PROGRESS•, a fourth generation 
computer language and Relllional OMlblM Mmlpment Syan. USI offers consultin&, training. softwai e 
development '"toola" llld cu..__ aoaw.. clewlopment for hi client blle, which includes many lqe domestic 
and international corporadom. 

Compwtldon 
The advanced infonnadon ISVicea . .,...._ fKe lipificant competition from a number of lar&er competitor , 
having subltandally ....,_ nmoun:e1 IYlillble to them tblll the Compmay. In addition, cban1es in the adv111~" 
information ICl'Vices buainel1es n oc:cwrina npidly, whlcb c:ould advenely impect the marttts fOr the Company · ~ 

products and .vices. 

(I) (•) Olhw.,,,.,.,,.. 
SkipjKk, Inc. ('4Sldpjack") and Chesapeake lnVllUIMlllt ComPMY ("Chesapeake Investment"), are wholly owned 
subsidiariesofOnapelkeServlcec.ompmry. stipjdowm Ind leuesto aftiliala,two otrwe buildinpin Dover. 
Delaw1re. Cheslpelke lnvettment ii • Delawll'e aftlu..d inveatn1ent comp111y. 

On March 6, 1997, in coanec:don with the acquilitioo of Tri-County, the Compmiy acquired Easlcm Shore Real 
Estate, Inc. \ESR."), whlcb became a wholly owned 1Ubsidim'y of' Chesapeake Service Company. ESR owns 1111d 
leases office buildinp to aftWlltel Ind external coms-ies. 

(II) Swonal ~ ol ._tn .. 
Revenues from the Comp111y'1 1Wklential and oomm.-clal mhU'al au sales and ftom its propenc dil1ribution 
activities aR atrec:ced by ••ODii 'Vlrilliom. linoe the majority oftbelc sales are to customers using the fuels for 
beating purposes. Revenua tml lhae CUllOIDerl 1n r,cordin&JY atliDcted by the mildneu or JCVerity of the heating 
season. 
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Envlronmenllll 
(•)Dover 0.. Ugllt ... 

··'. 

In 1984, the SClle ofDellW .. DOdfted the Compmy thll a pscel of'land tt purc:hued in 1949 fiom Dover Gu Li&ht 
Compay, a predec_,, pl c:ampiny, COllllained bamdoul IUbltillCel. The Stile abo uaerted lhll the Comp111y is 
responsible for lily c:ae..up IDd prOlplCd\'e mviroamlalal monitorineor the aite. The Delaware Deplrtment of Natural 
Resources Ind Envlrwiill\llllll Comrol {"DNREC") invatipted Che site and sunoundinp. finding coal 1ar residue and 
some ground-Wiier ~inldoa, 

In October 1919, lhe F.aviraunenial Procection Apncy Rqion Ill ('"EPAj lil1ed ihe Dover Site on the National 
Priorities List under Ibo Compnbemiw EDvinunealll llelpome, Compenllldon llMI Lilbility Act \CERCLA" or 
"Supcrfuncf'). At tbll dme..., CERCLA, bods the 51111 of Delawn and the Compay were nuned u poccntially 
rapomible pmdes ('"PRPI") far delD-up of the lite. 

The EPA illued the aiie RICOl'd ofDecilion \RODjdllld Aup111 l6, 1994. The remedial llCtion telecled by the EPA 
in the ROD lddn•ecl die ........,. CODCllD....._ with a c:ombinldoa or bydnulic CGlllainment IDd nanual 
attenuation. Raed.._ llllctld tordll IOU• Che lilt WIS to meet strinpJt c-.wp ltlDdsda for die first rwo feet 
of soil IDd Jell,..._._... fartbe ..U below rwo feet. The ROD atimlled dJe COlll of aeleceed remediadon of 
ground-w.ter md IOiJ • S2.7millionmd13.J million, rapectivcly . 

. ,, 
ln May 1995, EPA --•onllftolllt()Mnpenyunderwdoa 106ofCERCLA (the .. Order"), which required the 
Compay IO fund or...,._,. tbe ROD. TM Order w abo illUod to Genera1 Public Utilities Corpcndon, Inc. 
("GPU"), which bodl EPA a till~ believe ii lilble under CERCLA. Odler PRPs IUCb 11 die SClle of DelaWIR 
were not ordered to perfGrm lbe ROD. EPA mmy llekjudicial enfon:ement of its Order, 11 well u significant fmanciaJ 
penalties for fiihn IO comply. Aldloulb DCJdlyina EPA of objectiom to the Order, the Compay agreed to comply. 
GPU informed EPA lhll it did nat inlend to comply with Ibo Order. 

In March 1995, the ~cmmmenced Iii..,... tpiDlt ihe SlllC of Delaware for c:oatn1Mionto the remedial com 
being incurred to Clll)' out tbe ROD. In Diem• of 1995, chis CUC Wll dilrniued without prejudice bued on a 
leUJetncnt ......- ....._. the .,.... (Ille "Slalllneat"). Under the Settlement, the S.... apeed to suppon the 

Compay' s propCllll fO Ndlce Ibo soil nmedy for the 1it1·, dacribed below, to conaibute $600,000 toward the cost of 
implementing the ROD IDd to reimbune lbe .SPA .fot $400,000 in oveni&ht COSIJ. The Seulemeot is continsent upu.1 
a formal seulement aareement betwMi EPA IDd lbe S.... of Delaware. Upon satisfaction of all conditions of the 
Settlement, the Udpdon will be dimiued trith P"Judice. 

In June 1996, the ComplDy lnld.,.. litipdon ..-Wt GPU for c-ontribution to the remedial costs incurred by 
Chesapeake in connec:tion with ~plyin& with Ibo ROD. At thil lime, management cannot predict the outcome of the 
litiption or the amount, if.my, oCproceeda to be received. 

In July 1996, che Comp111y bepn the desip pbue of die ROD, on-site pre-design and investigation. A pre-design 
investigation report ("tbe reportj wu filed ·in October 1996 with the EPA. The report, which required EPA approval, 
provided up to dale llllul on the lice, which the EPA med to detamine If the remedial design selected in the ROD was 
still the appropriale remedy. 

ln the report, the C-omp111y propoeed a modifadon ro che toil clMn-up remedy selected in the ROD to take into account 
an existin& land uie resaictlon bennina ftllure. dovelopment 11 the lite. In April of 1997, the EPA issued a &ct lh~t 
1talin& that the EPA was conslderlnatbe fll"PONd modiftcMion. The fact lbeet included m cmnll cost esdrute of$5. 7 
million fortbe proposed modified remedy IDd new owrall COit adnullc of$13.2 million for the remedy 1elecled in 
the ROD. On Aupst 21, 1997, die EPA illued a Propoled Pim to modify the current cloan-up plan that would Involve: 
(I) excavation ofofl'-site thennal........,.. oflho COl.Mentl of the .former subsurface ps holden; (2) implementation 
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of soil ~ed1Miuia;(3)peu••oftbe ,.tine lot; end (4) uac of institutional controls tbll would restrict 
ftdureclevelopm.atoflheSltll.1lleovmill_..edclem-upeo1toflheSiteWldcr'lhepropoledpllaW11S4.2mlllion. 
a c:ompsed to EPA '1 ..... ofdll ~-- upplmul $13.l million. In J..ury 1991, lhe EPA iuued a reviM:d 
ROD, which moclifted lbl IDil ,_,,,,...on IO~ to Cbc pNpOlld plln Ind included the eatilUled cte.~up cosu 

of S4.2 mi1Uan. 

The ComPIDY la cwaeml)'....,... in iDYeldpdom rellled to ldditionaJ penies who may be PllPI. 8ued upon these 
invcstipticm, die Ca..-, wW ..... tuil .... odMI' PRPI. The Compmy expects continued nqot*ions with 
PllPI in .............. -.. 

The Compllly-uu-ca ill IOaUICI UlbWly recorded whb l'elpCICt to lhe Dowr Sile to $4.2 mUlion. Thia amount reflects 
lhe EPA '1 eatimlle, • lltllecl lallll ROD illilld in 1991 for remecliMioaof lbe aiec eccordina to lhe ROD. The recorded 
liabilily may be~ ..,...t cw dowaw•d • tbe daip pblle propaw and the Compuy obcaina c:onatruction 
bids for pll'f...-otdle wan.. n. c.peny 1181 also recorded a nplllary met o(S4.2 million, corresponding to 
the rocorcled lilbWty. 'AGsarmoat belilv9a dlll in edd!tn IO the $600,000 cxpoct.ed to be ~lributed by lbe SlltC of 
Delaware under· lhe ~ tbe Colaplay will be lqllillbly eadtJod co COlllribudon tau odaer mponalble putia 
for a portion of die a.,._ IO be ...... la CGmlClioa wilb die rtmediel lllec:ted in the ROD. Mmtapnent also 
believes thll lbl __.. DGl IO com-im11 will be rec:ownbll in the Company' a rMes. 

-
Al of December 31, 1997, tbe C lllNi a...1acunec1 lppl'OX.imllely $5.0 ialllioa in COiia reJMina to environmental 
teltill& and ranodial IC:daa ....... la 19'0, dtt 0..-Y .-Id Into llllJement ..,..aenta with a number of 
insurmce compmiea ........... pra 11111 eo ftlDd ...a •virUllllMaClllCOllll lncurred over a five to 11eVen-yearperiod. 
In Decmnber 1995, tbt Dllaw•• Mtio s.nicl C.-leelm, llllhoriad recovery of all unrecovered environmental 
cost incwredby a molDI ol1 ridlr{ .......... )to '-' .-,1pplicableto all firm MrVic:.ecmtomen. The COlll wou.Jd 

' be m:ove:mi tbrou&h a ftw-yw motdlldoa om. by die defeued tax benefit moci81ed with mote environmental 
costs. The dcfand tu ........ eqaala die projeclld Cllllftow aavinp realized by Che Compuy in connection with a 
reduced income tax UlllilllJdue llOm. pcmibWl)'of .... llllidded11c:tioa allowed on ccrtaia environmental costs when 
incwTcd. Eich yem. P rww rider Diie la ...,....., IO became effective December I. The rider rate is bued on the 

amortiDtioo of expendiluradlrouab s.,i..-ordle ftUna yws plus~ of expcmcs from previous years. 
The adv11111tp or tbe rider ii 11111 it ii DOI w 111• y IO ftle a r11e c:aae every y.- to rocowr cxpmaa inc;wred. As of 
December 31, 1997, lbe mrrrdald ...._.mount of mvironmental COiia noc included In the rider, effective 
January I, 1991 WM S2. I millimmd $190,000, 1eepecdvely. With the rider mecblniam ellablUhed, it is manaaement' s 
opinion dud tbae COiia ind my ftdure COii, Del oflbe deferred income tax benefit, will 'be recoverable in l'llel. 

(b) Saliabury Town 0.. UgM-
ln coopcratioo with lbe MlryllDd Depldment of die &tvhament ( .. MOE"), the Compuy has completed aucument, 
construction Md baa bepn nm r 1ieeioa of die Salisbury rmnuftlc:tured pa plant 11t.e. The assessment determined that 
tbeTC was loc:aliadconlllninldc.tolpound-w-.A remedialdeaip repon was subminedto MOE in November 1990 
and included a propouJ to monllor,....., .s -Ill)' CODlllDialledpound-water on-site. Through nqotiations with 
the MOE, the remedial ac:dcJD ..t pa. .. IWYilld wtlh ftnal llppfOVal from MOE obcained in early 199S. 11IC 
remediation proceu for p:iuad •• Wll milld e..a ~to Air Sperging and Soil-Vapor Extraction, 
resulting in a aubdanrial redilC:tioll ia ovenU OOllL Dwiq 1996, the Compuy completed construction and began 
remediation procedurea II cbe SeUabury tile llld bll hem repo;dna the remediation and monitoring results to the 
Maryland Depanment of lhe E.oYirWWW - • C)QIOiq t.aia . 

. • 

The cost of remediation ii .,;,,,..a to l'IDp haa $140,000 to $190,000 per year fOf operatin& e.xpcnaes. 8ued on 
these estimated costa, the C'-ompmy NCCll'dld bacb a lilbiUty and a defemd regui.aoty auet of S66S,000 oo December 
31, 1997, to cover the Compuy'a projlGeld remedAldoa COltl for tbJa ake. The liability peyout for dUa aile la expected 
to be over a nve-year period. Al of December 31, 19'7, lhe ComPIDY bu incurred epproxinuiaely $2.4 million for 
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remedial llCtioDa IDd -~ llUdiel _. '*dmpd IUCb COlll to ICCUlllulllld ~ildon. In Jmu11y 1990, 

the Compmy eatlred •-·-•• ••-wllll 1 number of IDlunnce campmill ,..ldna in proceeds to fund 
ICtUal eaviroamentll ccm incurred CMr a dnl10 ftw.yw period bePmina in 1990. The ftnal insurm proceeds 
were requested IDd m:eiwd ID 1992. la~ 1995, die MlryllDd Public Service Commiuioo ippiOved recovery 
of all enviromneataJ COii inmnd dnuab SapH HS 30, 1995 lea llDOUlltl previously mnortized IDd imunnc:e 
proceeds. The llllOUllt ippiUY'ld .... 1°'>111' ........ Wll S964J5 I. Of the S2.4 milliaa in COICI reported above, 
approximately $597,000 hll nat .._ NOOVMd tlnuP inMIDCI proceeds or received '*"'8kin1 lrallncnt It is 
1MD1gement'1 opinion that me. CC*' ...-ied lad ft. !ure com incurred, if my, will be recot'tl'lble in l'ltel. 

(c) Winter Hllven C:O.I 0.. ... 
In May 1996, the Compllly ftJed • Air Spllps md Soil VlpOI' £xnc:don Piloc SCudy Wort Plln for the W'mter 
Haven site wilb the Florida DljMl • ot.Blw....._.. Prallcdoa ("FDEP"). Tbe 'Wortc Pim described lhe 
Company's proposal to undldlkem Afr SpaPcmil Soil VlpOr Extrlcdaa("ASISVEjpilot aaudy to evalu.&ul the 
site. After discussioos with die FDEP. dae C z e t ftled a modified ASISVE Pilot Sludy Wort Plln, 1COp1 of'wor:k 
to complete the site u1e11m1111 Keivtdll••..,... daecriWDa a UmilllCI Mdilnellt In~ performed recandy. 
The Company will be awaidla Pl>EP'a com••• .. .,.tifted Work Plln. It is not paeaible 10 decennine wbllber 
remedial action will be required by FDEP IDd. if ao, lbe COii of IUCb rwnedt.don. 

' 

The company bas spent and received,_..... • ..._. of lpp"OXinlalely $671,000 on tbele investiptjons u of 
Sepcember 30, 1997. 1be CCJllllllll)' ._ ......... by die .flaridl Public Service Commiaioa to continue to accrue 
for futwe environmcotaJCOICI. At ~,rmber]O. 1"7, lbeQimpmy bad 1432..000 accrued. It is mmapment'sopinioo 
that future c:OllS, if my, will be recovalble ID ..... 

Item 4. Submlalon of ........ tDa VOii of....., Holder9 
None 

Item 10. Euc:uttve OlllCIN of .... R11lelfant 
lnfonnation pertainina to the Executive Ofticen of tae Compmy is aa follows: 

Ralph J. AdlEjm (ap 55) Mr. Adkim is CbainDln of lbe Bo1rchnd Chief Executive Officer of Cbeupeake. He has 
served u Chairman of the Board and <lliof Execudve Oftlcer' since Aupst 1997. Prior to holdin& his praent 
position, .Mr. Adkins terved u Prosidmt llld Chief Exec:udve Oflker, President and Cbief {)peratinJ Officer, 
Executive Vic:c President, Senior Vice ~t, Vice Preaidlal IDd Treaurcr of CbeaapCllce. Mr. Adkins is alto 
Chainnan and Chief Exec:utive Oftk:s of O.lplke Service CCJmpeny, and Chairman and Chief Executive 
Officer of Sharp Energy, Inc., Tri-Cowdy 0.. Compeny, Inc .. CbNlpetke Service Cocnpany and Eastern Shore 
Natural Gas C-0mpany, all wholly owned sublidiaries of Che11p•ke. He has been a director of Chesapeake since 
1989. 

John R. Scbimkfitis(11e 50) Mr. Sdd•k1idsis 'Prelidentand Cbief()pcnrina Officer. He has served u PresJdent 
since August 1997. He previously ISYtd 11 £xecudve Vice President. Cl.ief Financial Officer, Senior Vice 
President, Truaurer and Assistant Socrealry. From 1913 to 1916, Mr. Sc:himkaitia wu Vice President of Cooper 
& Rutter, Inc., • consultina rum providina ftalrR:m .-vices to lbe ut.llity and cable induscries. He WU appointed 
as a director of Chesapeake in February 1996. 

Mjcbael P. ~Mutm (a&c 39) Mr. MoMmeln it Vic. President. Chief Financial Officer and Treasurer of 
Chesapeake Utilities Corporation. He bal ·..wd M Vice President, Chief Financial Officer and Treasurer since 
December 1996. He previously served u Vice,,. ........ of S...... Shore, Director of Accountina and Raia .and 
Controller. From 1992 to May 1994, Mr. McMucen-.. employed aa Director of Operations Plannin1 for 
Equitable Gas Company. 
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5'"*" C. Th' p•(• 37) Mr. TIMaplaa ii Vice Pr.idlnt of Cbe NMurll Ga Opnbcm. u well u Vice 
Prllidlal of Q 111, 1111·1Jtllldel CcltpGI.._ He bu MIWd u Vice Presideal since May 1997. He has served u 
Prelideat, Vice Pt I •• Hz arr, Direcflor ofO. Supply llld MmbCina llld Superintendent of Eastern Shore 
llld ReP>nal M...- llr .. PlarWa dittribudon Opentiom. 

namp S. ""'''(Ill .50) Mr. a.llMIC joiald Q 11 llplke • DivilioD Mllllpr of Floridl Opentions in JuJy 
1911. r. *>' 1994 lilw..a Vioe PwllidmtofO.llJeU.eUtilitiel~. Prior to joinina C'haapcake, 
be Wll employed by ,.,_ Nllllnl 0.. QmpMy where be held 1be positions of Division Sales Manager, 
DM1Joo Mwpr' _.Vice,...._ alflarwe Opentiom. 

'"* ., 
Jgemy D. WM (Ill 41) Mr. W•joiald Olnlf*ke u PMident of Slmp Enerl)' in June 1990. In May 1992 
he WU elected Vice ......... of O 111,..U'• Prapme Opentiom and in May 1997, he WU promoted to Vice 
President of SCnillP ,...... md ~Wdcma. Prior to joinia& Cbellpllke, be wu employed by Columbia 
Propw Corpondaa, a wa r ,_, otco•bll a. s~ • va "-'dint of Milbdnl. Ind Iller, President 
ofColmnbll Propw ~.HI• 111o IS¥bd • R1sionaJ M....- ofSuburbm Propw. 

PARTI 

1181111. Wfortlle" 1'1lall'aCw.._Md ~8ecurttyHolder......,_ 
(a) Common ltoclc DMllU 111 .............. 111: 
The foUowin& c.ble lets fordt ... priD1 _.dividend infonmdon for ea caJeacW quaner durin& the yean Docember 
31, 1997 and 1996: · 

Low CloM 

1H7 

Mardi 31 ............................................. Sll.OOO ..................... Sl6.SOO ... ................... Sl7.37' ..................... S0.242' 
June 30 ........................ ~ ...................... 17.500 ....................... 16.000 ...................... 17.000 ........... ... .. ...... . 0.242' 
Scpcanber JO ...................................... tl.500 ....................... 16.2'0 ...................... 11.37' ....................... 0.242' 
DciClllllber3l ....................................... 21.750 ....................... 11.37' ...................... 20.SOO ....................... 0.2425 

, ... 
Mardi 31 ............................................. Sl7.000 ..................... Sl4.500 ...................... Sl6.750 ..................... S0.232' 
June JO ................................................ 17.175 ....................... 1,.17' ...................... 16.000 ....................... 0.2325 
Sc:pcanbcs-30 ...................................... 17.750 ....................... 15.125 ...................... 17.S00 ....................... 0.2325 
December 31 ....................................... 11.000 ....................... 16.375 ...................... 16.175 ....................... 0.232.S 

. 
The common stock oflbe Comp111y tndea on lbt New York Stock Exch.aoae under the symbol "CPK". 

(b) Approxlmllte number ol bokler9 ol common atDck • of December 31, 1"7: 

Tltlso(Clw 
Common ICOdt. ps value S.4167 

... 

Number or SMrcholdcn 

oCBacord 
2,171 



(c) Dlvtdenda: 
Durin& Ille )em'I ended Dec:mtber J 1, 1997 _. 19", cm dividlDdl paid by 0.1~ -. been declll'ed ea 
quarter, in the amount11et fOl6 in lhetlbll llMM. OariD& 1996 llld 1995, Tri.county paid dlvidlDdl ofS79,000 Ind 
SS92,000, respectively. . 
lndennnsto the lon&-tmm debt oflbt c. .. _,_. lllmt r'&Lcomaiaa ,....... ........ Campmyc:waot, uadl 
the retirement of ill Series I BcM. pay_,...._. .a. Declllaber 31, 1911 wlaicb exceed lbe IUlll of S2, 135, I 81 
plus comolidlled net income r-oophwl• ar.dlr ~ I, 1919. Aa of O.C..ber 3 l, 1997, ct' llDOUDll avallable 
for future dividends pcnniaed by lbe S.W I COYmllll .. $14.6 million. 

(d) On March 6, 1997, in c:onjunc:dae wida .... ilidoa o!nioCoaaty Gil eom,.y. lac., lbe Compllly illued 
639,000 limes of Compmy llOC:kto WDlila P. Mn ridlrllld 1--R. Sdllleider ill rtUlaee on lbe priVllfe pllcement 
exemption provided by Sec:tioa 4(2) o(dle Securtdla Act of 1933 IDd Repa.tion D, tbereunder • 

. 
:;'..(,. 
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bin I. l1l1ctld FlnMalll Olla 

(dol ... in tbouunds except llCock d81a) 

For they_. ended Du llllr 11, 1111 1 .. 1• , ... (ti 1113 111 

OJiodw 
Opendna rnmua $122,175· Sll0.213 Slll,796 S91,S72 SIS,173 

Opendna income Sl,559 SI0,110 SIO~(K".' $7,227 S6.31 I 

Income before cumulldve dl'ect ol 
c:bqc in KCOU8liDa pl iaciplc SS,613 $7,605 $7,594 $4,460 Sl,914 

Cumalldvc cft'ect of chlap ii 
accountina principle -' S51 

Net income $5.613 $7,605 $7,594 $4,460 S3,972 

~Sll#I 

Gross p!Mt Sl43.)45 $133,001 $119,137 SI 10,023 $100,330 

Net plmlt $99,517 $93,570' $14,519 S7S,J13 $69,794 
T ocal ISICIS Sll7,379 $136.046 $123,339 SIOl.271 SI00,911 

Lona-ccnn cldlc, - SJl.226 . $21,914 tll,Gl9 $24,)29 $25,612 

Common SlOCkbolden' equity SSG.336 $47,537 $42,512. $37,063 S34,171 

Capital expenditures SI 1,Jll $14,137 $12,U7 $10,653 SI0,064 

C.11 I I 8'ld 
Basic aminp per lblre: 

Income before cumWIUvc eft'ecl Of 
charlae 111 'COM--. prillciple s1.21· $1.72 Sl.75 Sl.23 Sl.10 

Cumul.ave dl'cet of c:lmtp ill 
acc:ountioa principle S0.02 

Net income Sl.27 S·l.72 Sl.7' Sl.23 Sl.ll 

Diluted eaminp p shire: 
Income before amulMivc cft.'.:l of 

c:111nae in 8CCOUlltin& ·~ Sl .24 $1.67 Sl .70 Sl .20 Sl.OI 

Cumulative dfect of c:ti.ap la 
ICCOUlltina principle S0.02 

Net income Sl.24 Sl.67 Sl.70 Sl.20 Sl .10 

Average st.a Ol.....,.in& 4,472,081 4,412,137 4,316,431 3,621.0S6 3,,,1.932 

Cuh dividends per slwe S0.97 S0.93 S0.90 S0.81 S0.16 

Book value per lh8re Sii.ii SI0.71 S9.77 SI0.15 $9.76 

Common equity!Tocal c.pilalimiam 5UC* 62.10% '7.40% 60.37% 57.59% 
Return on equity II.~ 16.00% 17.&0% 12.03% 11 .39% 

°"'~ 
Number of f.mployeel 397 316 313 320 326 
Number of Rqillend Stodcboldln 2,171 2.213 2,098 1,721 1,743 

HatiJi& Dqrce Days ...... 4,717 4,593 4.)91 4.705 

Hatir11 Deanc Dmys ( 10-)'Cll' av-.) •.m 4,596 4,516 4,'64 4,SU 

Ill I~ wt 199) Mw llOt beell __..ID .............. 'a1 ~11.W widl Tri-County 0. c.o.p.y, lno. 
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lilln 7. Mlllll81 ... ll'8 Dlec:UlllDl'l Md~ of AnMc:MI Condllon Md~ of Opendlone 

UquldllJ and c..-. ........... 
The capital requiremlaCI or a.11..,..e Udlldel Corpondon ("Cbesapnke"' or "the. (4nplay") reflect the e1pilal­
inteosive nature of ill bultn.a llld .. llDibcdlble prmcipllly to die c:ontlrUCdon prGpllD IDd cbe retirement of 
outmndina debt The CGIDpllly reliel cm Cllb ...,.... fiom opalicm IDd lbon-cenn borrowiq to meec normal 
wortdnaQPilal ............... Hyftaweaipltalexpendjlurel.Durina 1997, netCllb provided by openlling 
activities, used by lnvtldna ICdvtdll md used by ftnmclnt activities were SJ2.3 mill.ion, Sl2.4 million and Sl.S 
million. respecdwly. 

•' 

The 8olrd of Directon bis ..._imcl die Compmy to borrow up to S20.0 millioa fiom vwioul bmkl IDd lnlSI 

compaies. Al ofO.C...,_ 31, 1997, 0-•P'*e Ud four umecured .,_.lines of credit, totaliq S34.0 million, for 
short•tenn Cllb needl to a...c 111nnal wcftJaa QPka1 requirwnlaca IDd to temporwily fund portions of hi capita! 
expenditures. The .. ...,,.,..__ of lbort.-m borrowina• December 31, 1997 and 1996 were S7 .6 million and 
Sl2.7 million, mpecdwly. 

In 1997, Che:sapab med cllb provided by opalicm lad the iuuaDce of tona-acnn debl to fund capital expeodhum 
and reduce short-term bouowina- DuriDa 1996, cbe Coaqlmy uted call! provided by operldna Ktivities llld lborl-acnn 
borrowing to fund lbc apllal ..-w1•1 .. IDd 1Dcrt1111 in workiaa Cll*al requiremlall. 

During 1997, 1996 IDd 1995, Clpllal l"f m#wa were 1pp1VXilnllely S 12.1 mUHon, S 1 ... 1 million and Sl2.9 million, 
respectively. OMll~ bis ... Ila led S.15.6 million for~ expeacUcura durina 1991. lbiumouot includa SI. 7 
miJlioo and $2.7 millloll IDr 8llUral .. -,..._.. dillribudon,rapoc:dvely;S3. I million for DllUnl ps trmsmiuioo. 
$39.S,OOO for ldvWlOd tabmllioa .W. m 1632,000 tar ........ pllat. The Dllural .. Ind propme dilttibution 
expenditures are for..,.._.. md impmu •mt of flcilides in exisdna .-vice territories. NaauraJ ps tnnsmiuion 
expenditures 1re (or improvement IDd ......-. of die pipeline l)'ltem. The ldvwed infonnlhon services 
expcllditurw .. for cumpulll' hlrdwlre, IOftwme lad rellled equipment. Finwina for die 1991 COlllb'UCdoo prop'll1l 

is expected to be provided 6am lbcllHerm ~in& and cub from optndons. Tbe CODltrUCtioa prop1111 ia subject 
to conlinuous review 111111 modifk:.aon. ACllUal CGllllrUiCdon expenditans may \'ll'Y from tbe lbove. atimllel due to a 
number of fKton iaClu«ffrta mnatioD, dMnatna ICODOlllic conditions. repi.tion, sales powdJ and the cost and 
availabUily of'Rpital. 

Cbesllpeake hll ........ S2.I million for environmental related expenditures duriaa 1991 and expects to incur 
additional expenctic.. in farure yen (tee Note J to lhe Consolidated FiMncial Stmmenta). a portion of whieh may 
need to be finmc:ed dnuah awnal IOURlel. M8nlpment does DOI expect such ftnancin1 to have a material ..tvene 
effect on the fanwial poeidoo or aipltaJ mourc. of the Company. 

Capbl llnlcture 
As of December 31, 1997, oemmoei equity 1;pwred S6.1% of pennwot capitalization complNd to 62. I% in 1996 
and S7.4•~ in 1995. Cbet..,..cnmaina commilted to maintainin1 a '°'and capital scrucnare and serons credit ratings 
to provide the rmanclal ~Jly needed to KCCU the capilal markets when required. This commlanent, alon& wilh 
adequaae and timely..- relief tor che.Ccapmy'a reptl.a.d operations, helps to ensure that Cheupeake will be able 
to attract capital from OUllide aourcet • a reuouble COit. The achievement of these objec:tivea will provide benefits 
to customen .ct cnditon, 11wcill11 to· the Compay'a invetton. 

financing AotMUle 
In December 1997, Chet peelr.e ftulizled a priVllC pl~ofSIO miUioo of 6.IS% SeniorNOlll due January I , 2012. 
The COOlpay used the proceeda to repay a portion of itl lbon.-m bonowina. In October 1995, che Company finalized 
a priv.ae placement ofSIO million of6.91% Senior Nocet due in 2010. The Company u.IOd the proceeds to mire $4. I 

17 



.,:_-:;--
.. ..~ .. 

millioD ofda.: 10.15% s.uaf.,_ cr1.-.. Sllore N....i O• Coalpmy, dtt Compmy11 nllUrll Pl ll'mlmlasion 
a.t.ictiwy ("Ellelnl Sbcn")......, .. Ill 2003. The ,_.klnapnaoda were uled to reduce lbon..._ borrowing. 
1be C'-omplll)' ........ 11 mdlbt In 1996. Durilc 1997, lbe eomp.ny repaid lppf'OXJmlletySJ.1 million of loaJ· 
tllm debt, compnd to 1123,000 _."A million ill 1996 .cl 1995, rapoc:tivcty. The incrwc in debt payments for 
1997..wr.d hm 111e,.,GtrotS2.2 mlWooof clebc 'maned iD Ibo poolilaof ....._..with Tri-Count)' Ou Compuy, 
Inc.~ 

r. 

OaMa"Cb6, 1997~1MC•lfWq...,_alloflbeoutmndJD&commoallOCkofTri-Countymd~iltedpropeniea. 
Tri-Couaty dillribulll proJ ••ID bolb Niall Md wbolel1te customen on die pcaL--ula. Tbe lrMwt'on WU effected 
ibroup 1he exdMnp of '39,000 ...... of lbe Oaplny'• COl'.IUllClll llOCk IDd wu llCCOUDted for u 1 poolin& of 
intcrelll. •' . 

CbeupoMe issued 32.169, 33,926 md ll,660 ..... of common llOCk ill connecticr witb its Automalic Dividend 
ReinVelbncnt and Stock Purc:bMI 1'1111dariDalbl~of1997, 1996 md 1995, respectively . 

....... of Opemllw ·. 
Net income for 1997Wll15,612,946 • omnp11ed to S7,604,91S for 1996. The deClw in net income is primmily 
RI.red to tcmperllUrm m dlt CGapmy'aaonbern .-vice raritory, wbicb were. on avngc, 6% wwmcr tbm ia 1996. 
The wumer wellber' rembd ia I reductioe ID ¥Olumel IOld by lbe Dlllnl 111 llld propae dillributioa sepncnts. The 
lower ps volumel COlllribmld ID lhl redltadaa ia EaraJap Btlore lntmnst an Tua ( .. EBIT') for boda disln'bution 
segments 11 lbown ia dtt ..... Wow. 

EARNINGS ll!FORI •laaT Ale TAXU (In ttMM•1nd9): ........ , lnctMM/ 
FortMY-..... D111•lwl11 1• 1• , ......... , 1111 , ... (deaN•e) 

EDIT by BUliw ...,._. 
Nlllnl Pl dillribution ss .... $7,167 ($1,669) $7,167 S.4.721 S2,439 
Nll1nl P1 lrlnllniuioa 3,721 2.4"8 1,263 2.451 6,0l3 (l.6:2') 
PropmlC dillribution l,064 2,llS (1.751) 2,115 2,252 '63 
Advanced infonnation ~ l,cM6 1.056 (10) 1,0'6 1,061 (5) 

Olhcr "' 561 (3) '61 (32) .593 

TOia.i EBIT Sll,117 '$14,0.57 (Sl.170) 514,0.57 $14,092 ($35) 

Chesapcac's 1996 net iacaDc was $7,604,915, • coms-ect to $7,S93.S06 for 199S. Ahhou&h net income wu 
Rlltively uncNnpd, die comibutioa to Jiit IDcome hm wb buaineu MpnCDl differed durin& the ~)'W period. 
Nlllura.I gu distribution BBIT w. biplr In J996 dus ID nllle fnere1u1 pieced in etrec:t in two of tho tine service 
tenitories durin& 1995. EBIT far die pnllllDO dillrlbudall lepllllt inaeaed due to arater volumes sold due to 

~peratwes beina 3% colder.._ iD 1995. Nllm'll .. ......,inion's contribution deaeucd due to a reduction in 
volumes sold to industrial iate11upll*CU1UDS1durina 1996. Jn addition, 1995 net Income includeu on~timc benefit 
from a seUJemeat with lbe Pedenl Eneri)' Replllory Commillioa (see Note K to lbe Consolidated FinanclaJ 
Statements). . 

"'1tutal Ga Dlatt&'Yllon 
The reduction in EBIT of $1.7 million ftom 1996 to 1997 ii primarily related to• decline in tocal aroa mqin. u 
indicaled in the followin& table. coupled wtlb • cwsall increue in expema. The reduction in pou m111in amed oo 
volumes sold is primarily the result of a 3% decline in volumel aold to residartial llld. commen:laJ customen and a 
decrease iD volumes sold 10 indulbial illllmlld* ...... in. Cba..,.U's F1oridl .-vice territory. The reduction 
in volumes sold to residential md cum 1rcill ,,_... tna directly rei.od to wanner tempenaura, prim!Vity durin1 
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the first qumter of 1997. Opwiidwa 111111-"1-- ....... lncu•ed $633,000 md SIOl,000, l'llpeCdvely. 
Compealldon,, repJlt.aly .._...., • 1•• 111111 COiia Nlllled lo clMa pria oe.laa IDd blllable 1etVice revenue 
CODtributed to the Ina-. ill ... ._ q •111 A .--1ne1 of mamtenmce to the .. pipeline l)'ICem NIUtt.d . . . ·~ in an mcreue m mamtenmc:e exptnMI. , · 

The $2.4 million rile in EDIT 6- 19" to I~ .-w lam m incr••• ill poll mqm ..-oa ..._of nlllll"ll 
pa in two of Cheslpelke'aebree ..... ..,.._om.cby m ownU iDCIW In expemes. The $4.0 mlllion lncrew 
in gross margin wu partially due to a ftaU ,_.of 19 iDCI: t ••,which went Into effect in = 995. Mmylwl opentiona' 
rates became efl'ec:dve duriq Decmblr 111111....._ ,_were In etrect duriq J1me of 1995 for Delaware opentiona. 

In lddition, coldertllllpnlUnl_.. m1lto .... ~ IDcr 1111 ill .. l~erirllO NfidentW Ind commercial cuatomcn 

localed in Cbeslpe8ke'1 DOldleni ...- Ml .. y. The $513,000 inc:lw in opentiona apemea Wll primsily the 
result of higher c:ompeaaadom,b•dlll.cliia pni c-ll'IC0911. a.d debca IDd replaloryexpenw. Plmt eddidoru placed 
in service durin& 1996 resulted ID bJPer ..,...._ a:p11•. In Mdltioa, oebertaxea iocreued by $460,000 or 23%. 
pmtially due to lhe incturioa of Clllllin llllil ~ rellMd taea. wbic:b were previously included 11 reductions to 
revenue. •·..: 

'a.~· 

GROSS MARGIN M•MRY Cln tlaau11ndlt ......... , .,..., 
For they..,. Ended Dlol.....,11, tll7 , .. (1111911110 t lll 11N (dHNlll) 

Revenues: 
Ga told SSt,20$ m.290 Sl,9U SS2,290 $42,714 $9,506 

Gu b'IMpOrted J,061 l.991 70 2.991 2.611 373 
Gas nwttetcd 11,419 19,312 (963) 19,312 1,55' 10,127 
Other 275 193 12 193 161 25 

Toca! Revenues $75,960 $14,156 Sl,lo.t S74,156 S54.125 $20.731 

Cost of Sales: • 
Gu 10ld "'·'°' SJ2,146 Sl,661 $32,146 $26,719 $6,0'7 
Ou marketed 11,233 19,117 (114) 19,117 1,410 10,707 

T ocal Coll of s.la 153,740 SSl,963 s1.m S5l,963 $35,199 $16,764 

Gross Marlin: 
Gas sold Sll,691 Slt.444 ($746) $19,4-44 SU,995 $3,449 
Gastnmponed 3,061 2.991 70 2,991 2,611 373 
Ou marketed 116 265 (79) 265 14' 120 
Olbcr 27S 193 12 193 161 25 

T ocal Gross Marain S22,220 $22,193 ($673) S22,19J Stl,926 SJ,967 

• Trwpon.lon ICrViCC ... aot Mvc 111 W ;l•d coet of ...... 

N.rural Gas T,_1-lon 
The Company's natural pa lrlnlmillion ~ EMtem Shore, which became an open acceu pipeline oo November 
I. 1997, had an increase .in EBJT of $1.3 million f« 1997. The rile .in EBIT is putially lltributable to I r..re inc:reue 
and an increase in finn services implemeated in 1997, 11 weU Mm overall reduction in expenses. The nae increae is 
designed to generate lddilional FOii -sin of'~lySI .2 million 1nnually. Also contributin& to lhe increase 
in EBIT were additional ~ues pncnud by lbe increMe in nnaportation ~ica that were effective with che 
implementation ofopcn ACCeu. On 1n eanual buls, lhe 1ddjdon1hervic:ea w 111 aenerate revenue of approxim11ely $1.3 

million. Operations expense deawocl by $143,000 or 5%, prinwily ooaalldng of compeau&ion, relocation c:oatJ IDd 
property insurance. Maintemnceexpenw w-. mo lowwM to reduced mlintenance required dwin& lhe yar on lhe 
gas pipeline system. Capital addidoaa dwins 1be ,,_. ,_.lted in hlahcr depreciation expenae. 
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The $3.6 million reduadon in 1996 EBIT w primsUy due to lower aroa mqin on sales to indulaial CUit.Omen. The 
pou DmJia decre•lll due to a 67" Nduc:doa in vohDel delivered, primlliJy reflectin& low• deliveries to two 
indullrill ialmupb"ble t• 11-. - a JDUDidpal paws plllll lllCI a melblaol pllllt. The mecblnol pllDt shut down 
operltions on April I, 1996. Duriaa 1996 IDd 1995. deliwriea to lhe mecbanol ad power pllma COlllribu1ed 
lfJPl'OXimllelyS2M,OOOIDd 12.4 milliaD..........,eo P*IWlin· Al ialemlpdblecuatomen, they bad no oaaoin& 
coaunilment. CCllllllCIUll ......... IO ,..[JI 1111111'111 .. tom the Complny (w Note A to the Comolidlted 
FinlllcialS&llemmll).TbeSI09,000lncr1111illop11 .... expmwreflectaincraaedcompensalioaandbenefitrelatcd 
expenses. DepreciMioa incn•ed due flD pllllt pllced in ..W:C. 

. . 
With Easlem Shon~• CGDvtnkm to open.,..._ all of la customen will have the opportunity to tnmport pa over its 
system m rates l"'fPll"*' by the PDC. '1111 VlrilbiUty in Eatem Sbore'• IDlllina. blatoricllly driven by the sales to 
industrial allCOlnm, wW cfmDlldMlly cllcl 1111, • ClpKity ....-v1ltion feel for hDlpOl1aUoft ICl'Vic:es will drive 
prospec:tive mmJiu. It ii f1X1*19d • 1111 lbe ....... 6-n Shore'• EBIT wUI tmd to be men IClble and reMmble 
a fully repl#ed recum. Tlldna tbt 1997,_ iacr1111, m·m• modlred with edclidonal QPl!Clty IDd !ow• m-ainl 
on services provided to ............. - IClOOmll, lhe Compmy IXpec:ll FOii marain durina 1991 to be between 
S7.9 andSl.2millioa(1eeC'PdaalrySlmaa.W).ec.ns-.mw1y,pou IDll'ain for the put three ycmbas been $7.9 
million, $6.7 million llld SI0.2 mDliaD far 1997, 1996 llld 1995, respectively. 

,,,...,,. Dlall1bullon 

In 1997, Cbellpab infesrlled lbe opaldum of Tri-County Ind the Com~y'1 existin& propane distribution 
operations. Like Cbmpalr.e'tailidDa JWupw opll'ldcma. Tri-County'Hmninp Ire heavily dependent upon weather 
conditions. 

,. 

The reduction in 1997 EBJT of SI.I milliaa .. primlrily due to a reduc:tioa in arou mllJin. pMtially offaet by a 
reduction in apm•. Gl'Oll IDllPt m1111d due to - 11% reduction in Illes volumes coupled with a 13% lower 
margin per pllon told. Tbe decllile In .a. vo..._ la.direcdyrellled to the WlllDtl'temperllUl'a. wbicb averaged 6% 
wmmcrtbm the prior~.,........_ .... ._ nr....,of 1997 tempenllll'awere 14% warmerdaan nonnal. 
The Compay oormdy 11111 a ..... Pll'C I ntv of Jll wl volume during dtil period. The Rduction in marain per 
gallon sold wu also dle--ot~.--~ .. Al tempenlW'CI wanned durin& the first quaner. 
demand decreued md IUJ'Pl)'-pricel dlcliald l'llpldly. Due to the low cost of wholesaJo.tupply, retail prices declined, 
thereby reducin& ...._ma. Opea.._. .,_.. clecn•1d S554,000 or 7% primmily in the na of compenaation, 
delivery related COlll, lldveniainamd lepl feea. ~Uj)eDICI declined primllily in equipment and structures. 
l:>epre<:iatioo ad llDOltiZMiaD ...,._ declined 1477.000 or 21% prinwily the resuh of a non-compete qreement, 
which became fully amortized in Novtmbll' of 1996. 

The increase in 1996 EBIT of SS63J)OO is primlrily lllribullble to a rile in gross margin partially oftiet by higher 
expenJCS. Grou ·OWJin wa bipcr due to a 12% incnlle in volumes told and a slipt increase in mqin amed per 
gallon sold. The increues are direcdy relaed IO tempcrMurea which were 3% colder than those in 199.5. Operatina 
expenses increued S 1.3 million or 19% in 1996 primllily due IO compenaation, delivery relaaed costs, benefits and 
outside !trVic:es. Mainicnance expeaw incrnnd in the ceu of propme storage facilities, equipment and saructutcs. 

Advanced lnlotrnallon..,..... 
The results of the lldvmced infomuidon MrVicea .......... conalacod primarily of thole of United Systems, Inc. ("US~"), 

due to the downaizina of Cb....,.Ue'1NOltb C.OUUoperadom in wly 1997. Althouah the EBIT contribution of ~ii 
seament has remained uncbmpcUiosn 1996 to 1997, USl'1 aroa marain bas incrmod by $970,000or 34%. Openldng 
expenses increued due to the op-Jna or .... oftlce in Dllroit, Michipn and the explftlion of lt.aff train in& and 
marketing efforts to poaitioo USI to be 11>1.e to provide new .vices and for future powdl of cumnt len'lca. Since the 
rise in operatina costs omct mott otlhe p'OWdl ID pou nwsin, EBIT remained conltlnL 
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' 
Ahbouafl the EBIT comn'buled by .... advlDCld infonnldoa MpMDt WU relldvety uncblllaed from 1995 IO 1996, 
EBIT contributed by USI ila1 i1 rd $261.000. 1bia wu IDOldy aftilC by a reducdolJ iD EDIT contributed by lbe NOltb 
C:.Olina opntion •Ibey cmecl to prOYidl Wides..,..........~ besinnlna In em1y 1996. 

Incomer.... .·,. ·'. · 
Operating inc:omctax• in 1997 dec:r1•11fS619,000 due to a ftlduc:bon in EBIT. This wu pll'tially offset by die one­
time expeqse of Sl 11,000 llCClldld ta 1997 to eltlblUb the clefil1ed iDc:Gme tax lilbilky for Tri-County. Prior to 1997, 
Tri-Countyw a 111hchlpMrS Ccwparldoafor iDc:cxnetax reponiaa;lllntore,ao deferred income tua Weft recorded 
on its balance lboet. In addidaa. lbe Cclmplny'1 1996 IDd 1995 reltlfed ftuncia1 state.~enta do not include Ill)' income 
tax expense for Tri-County dDe to hi~ s ..... d.u:rina lbOIC ym. 

Other 
Non~incomeWllS421,000,S4'1,000.tS391.000for 1997, 19961Dd 1995,rapectivety. Tbedocreuein 
l 997 is primsi.ly due to a redm:dcm iii ...... income, pmtialty offlet by die pin on the sale of fixed aueu. The 
increue in 1996 ii primarily die .... 11 o( a rile in inwelt income eamod pm1ially of&et by a reduction in the pin on 
sales of&ed uaets. 

Envlronment8l 11&-... 
The Compuy continues to work wilb t'edlltl md ..... environmental -acocics to aueu !he cnviromnen;.:J impKt and 
explore comc:tive ICtion II aewnJ forms .. mMtd'actwin& pllllt sit.cs (w Noce J to die Consolidlad Financial 
&alementl). Tbc Compllly beUewl dlli 18)' ftllure CCllll mociar.ed with 11.-e lites wiU be recovenble in .-. 

TheYMr2GOO 
Cbesapake ii clepallllatupan Wclrmldoo~ to opente eftkiently and effectively. In order IO addrea the impect 
of lhe year 2000 on its atmy lnfonDldoa .,._., Cbelapelb ii in die process of evatu.ling md remedidn1 any 
deficiencies. The Coms-y has ........... l\'ahllliaa of hi rewflaea llld cbe P*ftdal impact of lbe yw 2000 on 
its systems into two c:ompcw9• prillilry ..._. ~ IDd odaer applialdoas. The C4mpany's primmy 
applic:atiom include~ for ha ftnanc:ial infonllltiaa; DllUl'aJ pa cutomer infonn.aion md billing; and propane 
customer informlllion, bi11Jaa IDd deljvery, Olblr lpplkaliom include sysCems for services such• telepbooe, l)'ltem 

control met da acquisition far cbe pipeline, • well • Giber vcodon' l)"llemS. With respect to cbe dlree primary 
applicatiom, Cbe11peab has ...... kl ...,,_. CUlk:lmer information. biJlina md delivsy ·sysmn to a yes 2000 
complilnt venion. 1bia l)'lflm will be llllllCI ftlnbel' fO imure complilnce cturina l 991. With retpeet to lhe other two 
primary appliclldom, Cb111F91ke bu conducted lnldal evaluadonl and CIC.imllea thal Ille COit of any remediation will 
not be 1ipificanL Elcb eppUcation 'triU be felled durina 1991. Cheupeake bu devel0f1""' ID inventmy of other 
applicatiom and ii in cbe proc:aa of developiaa plw to contlet its vendors, tat and nmediale to die extent necessary. 

Competition 
Historically, die Company'• DldUral au operltiom have successfully competed with other forms of energy such as 
electricity, oil and propane. The principlecomidlnd.ombave been price, and to a louer extent, ICCCSlibility. As a result 
of Eastern Shore's recem c:oavenioa to open ICCal, cbe Compmy expecu to be subject to compctilive preuura from 
other sellers of n.aural ps. Wilb open ecceu lrlnlportaioa a.vices available on Eastern Shore's l)'llem, third petty 
suppliers will compete with ChalPClke to 1ell pa tQ ihe local diltribution compenies and the end UICl'I on Eascem 
Shore's sysicm. Eastern Shore bu shifted from providiq aalel ICl'Vice lo providing lransponation and conlnlCI storage 
services. 

The Compeny's di1111'bution opetadoril localed in Delaware bcpn to offer lransponation aervk:es to cenain induauial 
customen in December 1997. 0.1peal; eexpectJ that~ l 991, lhe diauibutionopeR&ions located in Maryland will 
also begin offering nnsponadon MVicea. The Company expects to exptnd the availability oftnnlpCXUtion lel'Vices 
to additional custocners in tbe filture. Sinc:c ~ Florida distribution opermions have been open to certain industrial 
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CONIOUDATeD BALANCE IHEETI 

AtDN1mWl1, 

,,..,... ,,.. .., .. ., ., 
Nmnl ..... ,,. 
~ .... ... 
Propme ....... "'-"~ 
Advlllced .......... ~ 

Odmelm 
o. ... ..,. ...... , w 

TOlal propirty, ....... ,, 'J W ·· 

Le-. AOCUI Jlrll If .,. ried• .... _......, 

Nd propm'I)', pllllt ..... "" •• 

las A 

arm.~ 

c.h md Cllb oquivlllmil 
ACCllUllll nai"lille (1111 •AWi b , • ...._ 

oU331,715 _. S39'2.412 la 1997 ..t 1996. Nlpledvdy) 
M.-...mdaipplilll.M ..... ODlt 

Propme ilrTcdoiy, ...... ODlt 

s-. .. pllpal;•- . . 

Ur.dts1eeo~erecl pw ' al 111 -
IPQICDO llW ,_...,. 

Pn:pUda,.._ 

Oefemld iamme -

Defont/ a..--' ..... 
Environmmlal ~ -
Ea"lromneai.I .,. ...... -
Olbcr clefemd d!lp IDd. 2 ... -

1117 

S74, 769,451 
33.156.173 
26,920,403 

141,757 
6,161,631 

795,004 
143,345,126 

(43,127,961) 

99,517,165 

1.721,443 

'55,191 

13,0l1',999 
1.ll0.120 
2.211.516 
2,926,611 
1,673,319 

149,QJ 
1.060.911 

247,417 
24,1)69,161 

4,165,073 
2.372,929 
3.132.319 

11,070.391 

$137,371.160 

,. 
S69.153,0S4 
30,655,492 
25.219.217 

l,OOUSO 
S,414.249 

795,004 
133,000,166 

(39,430,731) 

93,570,121 

2..263.061 

2,2.13,529 

14,411,944 
1.214.176 
2.345,531 
3,731,6IO 
2,192,170 

112.942 
942,359 
151,010 

27,470,041 

6,6SO,OU 
1,771.341 

4,314.235 
12,742,671 

Sl36.045,90I 



c.,......aon.-•··~--

AtDlc .... tt. 

C4 U ltd I 

Stocltholclen' equity 
Common .ct 
AdditioMI .-s-m Cllpilll 
~--.. 
Lea: U--9 aaap r'oa ...... ID_.... llOck 8Wlfded 

U....u.d p • ... U "r 111 nWec,, Ml 

Tocal•c~ ... 

Loas lam - .. ., .......... 

°',,. I. .... I 
eun.. panion of ..... cllllc 
SborMlm borro .... 
ACIClOUllll Pl)'lble 
Reftlndl pa)'llble to WI 

ACCIUlll ..... 
~.,.,..... 

Olis ...... ..,.... 

Def.,./ a... - ... If I= 
Defened iaclCme -
Ddmld la\; a a ._ CNdlll 

Email__...~ Aa:rmd.---
Ods lllblllliDI 

c...~.-c '••• 
(N.-J.-16) 

TDNI Cq Ir Ht dH _.I' 11'1 

·1·· 

1117 ,. 
t'l.191,792 Sl.160,621 
19,119,604 11.745,711 
21.211.763 26,95'7,041 

(190,116) (364,529) 
296,172 31,591 

50,336,145 47,537,463 

31.226,000 21.914.361 

U,562.145 16J2t.•~· 

512.500 3.071.419 
'7,600,000 12.700,000 

11,451,570 14,426,913 
357,041 353,734 
714.S33 741,'761 

1,092,161 113,621 
3,I07,414 3,733,.233 

26,675,296 35,917.121 

11,490.351 9,791,676 
121,617 176,432 

4,165,073 6.650,0ll 
l,7'4,79' 1,166,661 
3,209,656 4,414J92 

21,141,419 23,606,249 

Sl37,371,l60 .Sl36,04S,90I 



CONSOLIDATED STATEIENTI OF INCOME 

Fortt. Y-. lnded DI 11•ll1r 11. 

OJNnd-..._ 
:· ·, .... 

CMl.,S#lla 

c;,., M.,.,,. 
~ £.,,,,.,.,... 

Opcntions 
Main&cnance 
DqncWioa IDd .......... 
Olbertaxcs , . 
Income-. 

.. 

Toe.I openliq ...... 

Op• .,..,_ 
Ollwl-

lntcresl income 
Olbcr income, Del 

Income taxes 

Allowwc Coreqal&y r.dl wd dllltlll ~ 
Toe.I ~ income 

,_.,..,__a..-
, ... a.,. 

lntaal on lona-tcnD debt 
Amortiudon or debc cxpcmc 

Odlcr 
A1lowlDc:c tor bolrowed funds ...S clurill& ccmcrucdon 

Toca! iMaa& '*-la 

Nd /lfClllll6 

26 

1111 

Slll.n.C.593 

77,764,130 

45,009,761 

21.131.194 
2.041,043 
S.396,975 
3,153,"4 
3~27,627 

J6,450,793 

1.551,970 

239,541 
405,156 

(216,981) 

427,711 

1,916,611 

2,3'7,)69 
119,401 
922,110 

!IS,145! 
l.301,73.5 

SS,612,946 

Sl .27 
Sl .24 

1• 

$130,213,409 

12.226,644 

47,916,76' 

22.230,42.5 
2,504,894 
5,504,637 
l,619,741 
J,947,056 

37,176,760 

10,110,00.5 

249,509 
177,04.5 
(83,719) 
115.434 

451.249 

10,561.2'4 

2,392,4.58 
120,14.5 
514,156 

~64,120! 
2,963,339 

$7,604,9., 

Sl.72 
Sl .67 

1111 

SI 11,795,771 

65,616,168 

46,179,410 

20,612,.58.5 
2,477,4.54 
5,802,114 
l,194,671 
4,025.274 

36,112,870 

I0,066,540 

191,84.5 
239,617 

(10.5.280) 
6.5,198 

191.4.50 

10,07,990 

2.212.247 
109,399 
.566.320 
~93.412! 

2,164,484 

$7,.593 • .506 

Sl .7.5 
$1.70 



CONSOLIDATED STATEllB(l'S OF CASH FLOWS 

For the v ... Ended Die•...., a1, tiff , .. , .. 
~Adhltlla 

Net lncome $5,612.946 S7,60UU $7,593,506 

Adjusaments to reconcile net iacaml to '* operMina cab: 
Dcprc:cimon Ind~ 6,090,665 6,141.23.2 6.246.222 
AllowlnCC for equity fwldl ulld .... ~ (I U,434) (6,,191) 

lnvcmnent ta credit ...... Ill (J.UIS) (54,115) (54.11$) 

Deferred ..... . IDcl, - 1,437,206 l.79C.146 2$2,727 

F.mployec benlftll (231,126) 471,f70 171.I03 
Employee. CCilllll rantkla from....-. afllDCt Nllric:liont 173,643 334,745 431,694 

Allow.nee for tefund ·::.¥···· (1.356,70$) 
Otha',DCt ~;,~~ (216,147) 13,301 (339,0ll) 

Chanaes in 811111 llld lllbiUdll: 
Accounts rec:dwbll, Dlt 1.400.945 (904,516) (4,727,364) 

Olber' cunml- 641,212 (2.141,041) 1.511,67' 
Olba' deferred .... (6",395) (977,652) (946,450) 
Accounts .,.,...... net (1,123,912) l,422.I07 3,619,023 
Refunds payllblc to a-. 3,307 (613.206) 400,192 
Ovarecovcred (uudcneoownd) P*'' 11f111 com , ... ,.. (2.245,544) 162,399 

Oda cunml UaWlitill (619,6612 396.326 939,750 

Net cash: provided by aper ..... .cMdll t2.l0'7,0t2 11,204, 127 U,923,371 

/11"°""1 Ac:thlWo 
Properly, pllDt md eqiu,m. ............ (ll,380,126) (14,069,116) (11,666.442) 

Alloww:c for equity f'uDdl ulld ....... ~ I U,434 65,191 
~or1nv-.... ~36.1672 ~129,4062 (31.136) 

Net cash lllOd by In~ 8C1Mdel (12,416,993) (14,0IJ,011) ( 11,640,0IO) 

~ .......... 
Common llOCk.divldcnds. DCt ofllDOUll&l ranvalOd ofS312,932, 

S346,30I md $304.106 in 1997, 1996 llld 19", rapeclively (3,129,7'2) (3,337,7'5) (3,324,376) 

lssumc:c of SIOCk. - Dividmd Reimaanlllt Pllll opdoaal c::ah 167.337 20l,113 202.83' 
lssumcc of stock - Rdiremeal Savinp Pllll 404;97 349,031 

Net(~) bouowiltp .-line otcndit........, (S,100,000) 7,300,000 (3, 197,039) 

Proceeds from iuulDce of IOfta'41erm cllbl 9,908,223 10,421.7'3 

Repayment of !!!!-tam delll (3,()91.4552 ~123.2132 15,439, ISi ! 
Net cash (Uled) provided by finendaa IC&ivilies (1,541,350) 3.696,876 (1,321.971) 

Nd (IHt:nw) /llCft#I# Ill Ca6 •c.t liflllt ._. (l,6,.,331) 817,915 954,320 

Calt~C-~,..,_..,..,,,,.,.11/Y..;. 2.213,529 J,39S,614 441,294 

ca1t ~ c• ~,__,. 111111 tlf r ... $5,,,191 $2.213,529 $1,395,614 

SMpplc IX..,~ t1fc:.ll FIMI l'ff• ...... 
Cash peid for intcrcsl SJ.203.709 Sl.131,109 $2.814.164 
Cuh pUd for income ID $3,400,479 $2,122.120 $3,288,195 

s. a«""'f10"YUW """' 
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CONSOLIDATED ITATEllENTS Of ITOCKHOLDERI' EQUITY 

COIMIOll Stock 
Balance - beginnina of yar 

Dividend Rcinv ..... .Pllll 
USI l"CSlrided llodc. aw.vd llfl r a 11tr 

Conversion of debmtura , 
Compuy'1 Redremeat Savilp ... 
ExcrciJcd llock optiom 

Balanc:c: - end ofymr 

AMtltHMI hU-bt C.,,., 
Balance - bcginnina ofyes 

Dividend Reinvaanent Pim 

USI restricted sUIClt •Mid••• mis 
Sale oftr'ClllUI)' llock to~ 

Rethanmll S&YiDp Pim 
Conversion otdebeutmes 
Compmy's RdhWWlll Savillp Plln 
Excrci!Cd lt&d options 

BallllCC - end of yes 

.,,.,..,~ 

Baima: - beginnina of yew 
Net income 

Cash dividends - Qi ....... '21 

Cash dividmda - Pooled caapnia 
Balance - end of yew 

TJTGMry Stock 111 

U~ C01pt11t.,,_ 

Balance - bcgiMina of yw 
Issuance of mwlnl 
Amortiz.alioa of prior Y!!!' 8Wlldl 

BalMcc - end of yes 

U11rnllufl Ga/11 (Loa) M /tl.t •t U ,,_,._ <•> 

1997 

$2.160,621 

U.391 

4,461 

11,JOj 

2.191,192 

11,745,711 

529,453 

ISl,441 

392,992 

19,119,604 

26,9'7,041 

5.612,946 

(4,341,964) 

(79,267) 

21.218,763 

(364,529) 

173,643 

(190,116) 

296,172 

S50,336,14S 

1996 

$2,122,212 

16,514 

10,639 

429 

9,928 

906 

2,160,621 

17,'89,IOI 

531,607 

344,S?Q 

l•,557 

321,465 

30,411 

11,745,711 

23,451,776 

7,604,91$ 

(3,'14,694) 

(591,9"9) 

26,957,048 

(415,107) 

(214,167) 

334,745 

(364,529) 

31.591 

$47.537,463 

1995 

$.2.096,515 Ill 

11,116 

6,UI 

2,122.212 

16,731,619 (I) 

4U,12S 

176,029 

93,265 

17,419,IOI 

19,480,374 
'7,593,506 (I) 

(3.331, 972) 

(283,132) 

23,451,776 

(696,679) 

(121,34)) 

402,915 

(415.107) 

(72,139) 

S42,582,ISO 

ll l The following adjustments Mw ....... to 1995 pr I I 'd!.oa to rcn.cc tbe Tri-County pooliq Of intetCSU: BcaiMin& 

balances of Common Stochnd AdcHtlcwl l'IJc$.4n Capal blv9 boon ndjUlted by $31 I ,00 I wt ($103,314 ). respectively. 
Net income u shown in the 1--.s s.aiDp IOCdoD .... been ........ by SJ'6,ll I. 

m Dividends perslwcofc:ommcm**wwcS.97, $.93md S.90fartbeyem 1997, 1996 and 1995. rcspccllvcly. 
m The entire Treasury Stock t.llDCI ol(S99,M2) wu IOld to tbeComplfty's Retirement Savinp Plan dunna 1995, leavina 

a .zero balance. 
141 Net ofincornc: lax t'Jlpcl\• (beneftl) oteppru~ $190,000, $2$,000 and ($41,000) for lhe years 1997, 1996 and 199.5, 

l'Clfl"tll'cl)' . 

11 
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CONSOLIDATED STATEllENTI OF INCOME TAXES 

C•lftlll llft:JOllW Ta£.­
Fcdcral 
Stile 

lnveslmCnt tu credit edjllltmenll. • 
Tocal cuncnt income tax cxpcmc 

Def~l-rus.,.. 

Property, plant IDd equipment 
Deferred ps c:osls 

Pensions IDd other employee benlftca 
Unbilled revenue 
Contributions in aid of COllllNdiaD · ·· 
Environmental expc:ndjturd 
AIJowance for refund 
Other 

Tocal deferred income tu !Xf1!!1! (I) 
T ocal Income Tu Expellle 

i«W'd""dH of Eff«llN 1..,,. Ta .... 

Fcdcral income tax cxpcmc • 34% 
State income taxes, net o(fednl ._. 
Acquisition of subc:Mptcr S Corpandoe Cllt 

Other 
Total income tax cxpcmc 
Effective income tlX .-e 

For the Y•rs Ended Dlc1•berl1, 

Def~ lllCOllW Tao 
Deferred income tax li.billdcs: 

Property. pl1111 IDd ~ 
Defc:m:d ps costs 
Other 

T ocal defcmd in<:0me I.IX lilbWdls 

Defemd income tax.-.: 
State operllina loll cmyforwerds 

Defcmd invesament tu aed.it 
Unbilled revenue 
Pension and other employee bencflll 
Self insunnce 
Olhcr 

Total deferred income tlX ...... 

. ' 

1117 

Sl.916,6"4 
442.563 
(54,115) 

2.)04,402. 

l,3U,I02 
(lOot,170) 
(19,508) 

(104,632) 
(33,0ll) 
2'49,417 

16,332 
1,240.213 

13,SW,615 

3,171.505 
399,213 
317,121 

(343,924) 
SJ,544,615 

Jl.4% 

1117 

Sll.095,712 
6'9.611 

l,560,9U 
14,306,451 

57,JOJ 
403,719 
961,311 
191,060 

"'·'" 150,122 
3,06).SIO 

s II ,24l,171 

,. 1191 

Sl,18',609 S3,112.346 
3""76 621.231 
('4,IU> (54,115) 

2,116.J'IV 3,741,769 

'81,373 455,151 
173,9().t ('6,915) 
107,131 57,5()1 
$4,320 (260,'22) 
(6,979) (213,033) 

108,571 272,068 
121,671 442,064 

4,427 (244,136) 
1.144,425 311,7" 

$4,030,795 $4,130,5$4 

3,9'6,118 3,916,llO 
537,566 S46,95' 

(261,211) (137,IOO) 
(194,671) (264,711) 

$4,030,195 $4,130,554 

36.1% 36.3% ,. 
SI0,716. 7'7 

153,1'1 
1.322.272 

ll,192,UO 

J,320 
426.565 
163,679 
917,'61 

SU.136 
495,246 

l-"l.214 
$9,640,666 

<
11 Includes S208,000, $392,000ead SIOl.000 ofcldlmd,._ illcolnc lllXCI fortbc ~ 1997. 19961Dd. 1995, rapoct.ivdy. 

121 Accounted for as 1 poolJns of intcraU <-Noes 8 tD ... C-'ide«ed Pinmcill ~). 
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A. Summary of Accounllnl PalDIH 
Nnnof ......... 
Chetllpmke Utilitiel Cclrpclldaa (die "'O••-t'> ii ....... in .-.1 .. dillrlbudoD to 1PProximately 3S,IOO 
customers located In IOUlbllla Dlllwae. ...,._. •• ~ Sbare 1111111 Cmnl Florida. 1be CGlr1 p111y'1 DllUl'al ps 
transmission sublidilry .,,,._a pipeUDI 6- Yirtaaa poklla in Plamylvalla to cbe Comp1r1y'1 Delaware and 

Maryland disbibudon divWcm. •well" odsudlily md iDdullrW QllCOmen in Oelawwe and the Eutem Shore of 
Maryland. The Comp111Y'1pmp .... a 11an11p• 1SWS~ly34,000 CU110mCn in southern Delawve, 
the f.altcrn Shore of Mlrylllld ... ~ 1'e 111Vmced iafonllldoD ..vicol-.meat provides eoftw1re services 
and products to a wide vsilcy of CU... 

Prindplee of Coneoldllllon _ 
The CoosolidaledFinancial St a s-9ildadedle • w1oftbe Compmy Ind its wholly owned ubsidiarica, Eucem 
Shon: Naaural OIS ComplD)' ('"a.n Sban"). -.~. IDc. ('"Sblrp Enqyj, Tri.county Gas Company, Inc. 
( .. Tri-County") wl Chetllpelke lllYict CGalplny. Sllllp Bams:Y'• ICCCMmtl include dlOle of i1i wholly owned 
subsidiary, Sharppa, Inc. CMl ..... es.vkil~'18CCOUDtl Include United Symm1, Inc. ("USI .. ), c.pital 0.. 
Systems, Jnc. llld Skipjlc:k, lac • ......,., __ ..._in which 1be Coml*IY owns more Chm 20 Jk:f'Cleftt but 50 percent 
or less, are llCCOUDtllld ror by die ecially •lllllod. AU lipiftcml ilalen::ompany trlDllCtionl bavr been elimimled in 
consolidation. 

;. 

/ 

8y8Wm of Accounlll '·"" 
The natural p1 dilriudan divllklDI flldae Celt•~ Joclted in Delaware. ~llltd llld Florida are subject to 
regulation by lbe Dlllwme, Mlrylllld .-.I Plartdl Mlle Service Commiuiona widl lllplCt to their l'llel for ltn'ic:e, 

maintenance of their KCOUDdnareoordlaDd vaioll...., IDltterl. Elleern Shore ii IUbjeet to "I' •lllion by lbe Federal 
Energy Regui.&ory Commluiaa ('"PEllC'). Tbe Ca..,..>"• ftnlDCial ICl&elncnll arc prepared on I.be blli1of1enerally 
accepted accountin& princ:iplel wbk:b r ..,.,.,.... recopldnn to the ratemakin& and accountin& practices and 
policies of the vmioua c:ommilliOaL 1lilt prop1111 _,..,,..... infonnatioa aervka aublidimios 1re not subject to 
re1ulation with respect to .... ~.. Of or--.... ...... 
Cah •nd Cah Equlv8llnlll 
The Comp111y'1 policy ii to inwltClllh in w ot.+wMilc requinmeats in ovemiabt ilx:ome producinJ accounts. 
Such amounll lft Ued at COit, wbicb .,......_ lllllbt. Investments with an ori&inal ma1W1ty of three months or 
less are considered cub cquivalmta. 

Property, Plant, Equipment wl DepNcllllorl 
Utility property is ltlled at orisinalCIOll wbiJe die_. oldie propme subsidiary se valued• cost. The c:osts of repe -s 
and minor replacemeats are dllrJed to illcome • iDcurnd md lbe costs of major reoewlh and beacrments •'"e 
capitalized. Upon retirement or dispolition of Ulility prclll!Sty, cbe recorded COil of removal. net of salvqe value. 1s 
charged to accumulllled depreciMion. Upon awdtmaad or dilpolidon of non-utility property, the pin or lou, nd of 
salvage value, is dmpd to inc:Gme. 11ae prvvilioafar dlpreciltioa la computed using lhe anight-linc method at rates. 
which will amortizle 1bc UllRICOW.ed cost of dlpNcilble pniperty over the estimated mefUI life. Depreciation and 
amortization expeme far ftnaadll -.nent .,...,_II provided• m illnllual rate for each acpnent averaaing 4. 73% 
for natural gu distribution; 3.04% for DlllWal IM trlnlmiuJon ad 5.46% for ,propane dilcribution. In addition. the 
annualized rates averqe 4.13" for .. plant ICqUilltion adjustmenu. 17.71% for die advlnCCd infonnation services 
segment and 2.59% tor ....... plmt. 

Allowance for Funde UMd Duftnl Coneeruotlon 
The allowance for funds uaed durinl COl1llrUCdoa ('" AFUDC') ii an account in a ,.ocedure whereby lhe COit of bofTo\~ ed 
funds and other funds uted IO na.c. ~ projecu ii ctpkaliz:ed u pert of ulllity plant on th• balance "'' ~1. 
crediting the cost u a ooo-cub llDln • lbe iDcame lt*emcnt The COltS of borrowed and equity fUndl are aepp ed 
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between interell expense tad Olblr-.... r 1111 Dtlwely. AFUDC wa CllpilaUaed cm udllty pllld ccmlNCtion •the 
...m of5.63%, 9.Jl%tad1.31%11r l"7. ltMl9Cl 199S,111p1cdwely. 

env1rw1men1111-...r11ur •• :,·> 
Enviroameatal~-•"8W• - ..... IOtaviroameatall.ilbilitieafor wbicb c:mh expendhweshavc 
not been made. As~-._. . .., .. eniwe .... l lilbillty c:m be reduclcl Ilona wkh the environmental 
regulalory met. Tbaumc•-.. __...,..._ ... 11 -•apmdihnl« 1Ca11Du1Meddlpredl&iaa• c:osl 

of removal. All ....- ....... DMD •• • • •arfn • wlllt 1111 1 • llkr1 cr-..m pllltld In w h 
jurildic:tion. •: 

other Def9necl c...,... Md 11aun tr,.., ... 
OCber deferred charps mctudl •i-. ....... - ..... OOlll lllOCilled wida ........ debt tad,... c:mt' 

cxpemes. Tbe dllcoaat.11......... • .................. moni21ed'111Wlbe orip.l UVlloflbempec:d\'t: 
debt issues. Gains and ICllw • die -111llldon of dllll .. llDOrtized OV« the remainlna lives of the origina 
issulnce(s). Kale cw expeow • .,..,.., ... 8DOdilld ovs periods lpprOWd by tbe 1ppliclble rcp11Mory 

authorities. lntanaible assets se - elm d ... die ~Wdoa of DOIHldJhy compmiea. wt se llDOrtized oo a 
straiabt-line basis OWi' a period of8N • 40 ~ 1111 ,.._ .,....,. - wa $2,516,120-' Sl,920,151 al 

December31, l997tad 1996,a 111mwty.A11 ·a dw......,.Nlllecho"""lihle-wSl,093,9051nd 
S962.227atDecelnbei'3l, l997-'1996.t1"1.,_.,.fald&llioa,1be 1997~ofapop1111busineurwulted 
in the Compay -.&illl aoodwill. a~ Hit-'•-~ ..,..._i valued• $437,000, SIOl,000 IDd 
SS0,000, respectively. 

Income Taw end lnv11...._. T• CNeL' •••L•* 
The Company filel a CGmOlidMICI ..... iDcolDI IU l'lhllll. Income IU expcme alJoc:aled co lhe Company's 
subsidiaries is hued upon their ,...:d¥9 IU.lbll lacom9a • 1a credits. 

Deferred tax asse1a tad Uabilidel .. '9Cllld9d far -. • diet of tempoiwy clit&rencel between lhe flnanc:lal 
siatemans and tax baa of auetamd lilbi.lldel,_.. •-...I uama current e&ctive iacGme tax rates. The portion 
of the Compeny'sdeftn'ed IU lilbilide11ppliabla1D udUcyopendonlwbicb hu not bem reflected in cumnt service 
...m reprcseots income taxes rKOvtrlble lbrou&b ._. Illes. Investment tax 4>rcdita on utility property have been 
deferred and Ire alJoc:llild to income lllabl)' (IYf/I ... IWll oftbe IUbject property. 

The Compeny had IClle tax lou c:myforwardlof$796,000-S $46,000 • December 31, 1997 Ind 1996, respectively. 
The Compeny expecu to ue all oflbe Iola c:myfa1 wank;dllNfoce, no valmtion allow.nee was recorded at Oocembcr 
31, 1997 or 1996. Tbc loll canylorwlnk expire ill 2006 tlnup 2012. 

Fair Value of Flnanc191 ............ 
Various items within the balm lbelt se ClO!llldered to M ftnMciaJ instrumenb becaulc they are cub or are to be 
settled in cash. The c:arryina vaa...ot·._ illma.,....oy~lbeir fair value(see Noce C co lhe Contolimled 
Financial Statements for dilcloMe olflir value otmv.•._,). Tbe fair value of the Compmy's lona-tenn debt i.a 
estimated using ad~ c:alb flow IMCbocloJos)'. The etdmlted fair value of the Company's long·tmn debt at 
December 31. 1997, includin& cuma& auiUritiea, la ...,.._illMety SA0.7 million u com,,.-ed to a canyin& value of 
$38.8 million. At December 31, 1996. tbe Oldmllled fair value wm tpproximalely S30.3 million as compered to a 
canying value of $29.I million. lbw eftnWt we blled oa publilbod corporate bom>win1 rates for debt insttumcots 
with similar terms and avaqe mMurities. 

Ope...Ung Reven.,.. 
IUvenues for the natura.1 pa dltaibudoa cUviaklm of the Compmy are baaed on ralt'$ ~ved by the various 
commissions. Cusromers' base,.... may llOt be •t pd without formal 1pPOval by these comtlliuions. With cbe 
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exc:epdm of 1be eoa...,•1 Florida dlvWDa, .. C....-y NMF'- rnmum &om....._. ..ton a mondtly cycle 
bais. 1bil pncdce ~ .. ..Ulld - _ ............... hlD lhe cycle cllle lbrouab moadHnd. The Florida 
division rwmpbm "". TT ....... ..vicll nadnd md records ID..,.. (or ... delivered but not billed. The 
propane~ rwmpiwmm111 far--••c •••a mdlredblTlllDd ID Clbrcuatomenon an a-delivered 
basis. 

.·~ .· 

The naanJ ps diltribuliaaclMliGlllolibe Cclmpmly haw purcb...t ps adjullment \POA ") cll&ilel thll provide tOr 
lhe adjulancat of,_ c:lmlld ID C"l9ll n .. • .. COiia ....._. 1blle llllOUDll In collected or refunded throup 
8djustments to rata in ....... psiodL 

'. 
/ 

The naanJ pa trwwnilliaa...,...... beclme m opea M:Cell pipelile on NO¥mDber I. 1997 with revenues baed on 
n11e1 approved by FERC. 9efan opea eccm. oaly portiam offftWIUel were blllCI cm rata lpproVed by FERC. In 
addition. the trmaniwion ..... Md a PGA dlul8 limillr lo lbOle in die dimibutioft opaldool. Since lhe 
transmission.....-,........,_ far lllVb ODly. lbe POA cllule no lonpr 1pplies. now tMI open access i1 in 
effect. - ' J .. :i~ . ~·~ 

The Compuy cblrpl ftaltle W to• W9I ..... lbudua .....-r iadUltriaJ ialcnupdble c:ustomen to make 
naanJ gas compeddw widl ...,.,.... ~ tlW. 8wd on pridaa. tbeM c:ustomen cm choose ftltWaJ gas or 
altemativetypmo( ...,,ay. NlillllrlM a.p.y_... Cllllt ..-ii COlllrlCfUIU)'oblia*d to deliver or receive natural 
ps. 

Eamlnphr....,. 
The Compmty bu 8dapced SUI 1-of Fiawill Ac c M•ic 9IMdlrda ("SPAS") No. 128. iuued by lhe Financial 
Accounting Standlnk Bon ("FASB") ID F._,. 1997, ........ dual preeentation of buic llld diluted per sbarc 
earnings on lhe &cc oflhe mew 1111111...c. a.le ....... per lh8re ls buod on lhe welabted avenp number of 
shares of common J10C:k ou••• ..... On. dUulld .... balb WDiDp l1ld shaa outst1ndJna .. adjuated ror stock 
options for each yea-prellDlld md lbe u n mrd cO.wnhn of lbt convertible debentures. The adoption of SFAS No. 
128 did not have a ...-ial eft'ect cm die Cc•a•y'I flllDcfal •111 clildb Prior yean' pram~ of wnings per 
share have been restlled tD coalonn 10 die ......... of SFAS No. 121. 

CALCULATION Of DLUTB> WICll PIR IHARE: 
For the v ... IEndld DJ I, .... at. ;117 1• 1111 

RcconcjJiam Sl!tll~ 
Net lncomc - buk $5,612.946 S7.604,9U S7,593,S06 
Effect or 8.25% Conwrdble ..,...._ 206,010 207,125 213,043 

Adjusced numcnlor - dilulld $5,117,016 S7,112,740 $7,806,549 

Rcconcjliation !ZL[)erwnimtcr 
Weighted Slwca ()rt«Mediea- t.ic t.A72.,017 4,412.137 4,336,431 
Effect or Dilutive Securtdel 

8.2'% Convertible~ 231,3'3 242,742 248,133 
SIOdt opliom IDll .,. ....... cc ...... ll.462 22,053 4,417 

Adjusced dcnomiulor - diluted 4,741.902 4,676,932 4,589,751 

Diluted Eaminp per Slm't Sl.24 Sl.67 Sl.70 

• The impecl o(lhe 95,492 met.---~ 11111997 ,_ ... H IDdlc Ca r1a11•an1 'Fiew:W ~)-W ,...w.,. ....... 
uminp per.,._ In die Mn. 
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B. Bueln111 Comllln11Di• 
In Miida 1997, dll'c J '' ...... • atlbe c.••141na 0111•• llO&:t of Tri-County Gu Comp111y, Inc. Ind 
associated JHC>pll'ti& fri.C.omay'1 ~ wr'n•• ii the dilabdoa or propw to both mail and wboleu.le 
customers in soudlem o.Jn-. die~ SIMn ofMllylllld IDd Vqmia. Six hundred thirty-nine thousand shares 
of the Compmy'1 QIWBDD lllleik,... ~in die lnDIM:tion, which wu accow1ted for as a pooling of interests. 
All prior period alll10IH•1l •nrlll a .. pr-*d bave been relCated to include die combined results of 
operations, ftDIDCill polldaa llld Cllllt 8owa ot'fri.Coualy. All llll&erial trmtacdcm betw.u die Compmy and Tri-
Couaty have been elimb ' II iD c _,......., 1be .._. ... of opendom (or die teplll1lle companies and the combined 
amounts are ........... il .. 11111dW111 II flDIDCial ......... to follow. 

Opcrltina Revema 
C'hClllFJlllril 
Tri-OM!y 

Combined 

Combined 

UMUdi1ed Pro Farm Nd'-• 
ChCSlpakc 
Tri-County 

Combined 

"-.......... 
,......., .. 1117 

S29,690,ll9 
2,652.910 

132,343,729 

S2,434J51 
265,059 

12,699,410 

NIA 
NIA 

NIA 

v .. !ndld 
DHllMer 31, t• 

SI 19,330,068 
IO.UJJ41 

s 130,213,409 

$6,910,421 
694,417 

$7,6CM,915 

$6,910,421 
426,276 

$7,336,704 

v .. !ndld 
Deolmber 31, 1111 

SI04,020,416 
7,775J62 

Slll,795,778 

$7,236,695 
356,111 

$7,'93,506 

$7,236,695 
219,011 

S7,4'5,706 

• Unmdiledpro.._ • .._ .... I ... .._,ID .... • ....... pnwllmlllf--. ...... _ .... Tri-Counly-
ata119Yia1eadly i. 1"6 .. 19'5 . .,...1"7, ~- 1CQirporMlonlllf ..... --. mpwpoea. Tri-County will be lndudcd 
In die CO!fttllllY'• U.S . ..... ..._ • .-,....._ Miida 1997. 

c .................. 
The invescment blllDce It Dlcmber JI, ;997 _. 1996 oonaists primlrily of the common stock of Florida Public 
UtilitiesCompeny("FPU"). n.c..p.)"1owWlllip11Decemberll,1997 and 1996representu 7.34%and 7.41'1. 
interest, rospoctively. 1be Caapmy bas Ci.tiled ill inveatment in FPU u an "Available for Sale" security, which 
requires that all mnallJJldpina-S a.. bl excluded hm ...mp md be reported net of income tax u a ..,..ae 
componentof!fOdchoklln'tqldly.AtDecmbcdl, 1997md 1996,tbenmkecvalueexceededtheaagrep1ecostbuis 
of the Compmy'a portfolio by 1416.172 IDd 163..591, rcspectjvely. 

D. L .... ObUgmllone 
The Company ha Cllflnd ltVWal openld111 lase .........,.. .. for offace iplCe 11 various locations. Rent expense 
related to these ae-wmS277,000,$293,000.SS409,000for 1997, 1996and 199S, respectively. Future minimum 
payments under the Complay'1c:urnnt ._..,...... .. 1236,000; $221,000; $232,000; S 145,000 and $91,000 for 
the years of 1991throuab2002, rwpac:dvely; md Sltl,000 lllmeafter. 
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E. Segment lnfornlllllon 

For the v .... lndld D111 ..... 11, 
Oper•tlng ....,.,_, U.llflllMld Cu•a-. 

NlllW'l.I ps ddcribudon 
Nlblrl.I ps nwniaion 

Propenc dillribution 
Advanced infonmlion..,,.. 
Olbcr 

lnt9r....,,......,_.,.. 
Nlblrl.I ps disln'bulioa 
Natural ps lnmmlllion 
Propenc dillribuUon 
Advmc:al infonalliaa ~ 

Other 

TOlll 
Add (Less): Elimimdcw 

~~ 
Nlhnl ps dism'budon 
NllUral ps trwumillioo 
Propane dituibutioo 

AdvlllCCd infonmdon ICrvica 
Other 

Tola.I capilal cxpcnditurol 

ldentlfWlle Awt9,. Du1mber 31, 
Natural ps dillribudon 
Natura.I ps ........m.ioo 
Propine dillribudoft 
AdvlUICed 1.nfotmldoa .-vica 
Other 

Tola.I. identifiable ueets 

,. ;. .~ 

JS 

1111 

$75,940,968 
12,164,369 

26.994.4°' 
1~636,401 

31.445 
$122.174,'93 

Sll.970 
19,21Z,359 

52,230 

149,602 

523,GO? 
Sl0.026, 161 

SU91.471 
l,72.1,141 

l,063,554 
1,045,912 

S24,715 
1l,S$3,l70 

32,727 
$11.116,597 

SJ,076,654 
192,251 

1,204,968 
122,0ll 
101 ,014 

SS,396,975 

SS,126.065 
3,286,860 

2,120,166 

277,015 

5'9,043 

$12,769,149 

S71,732,l60 
24,781,292 
24,209,693 

1,751.192 
7,903.123 

SJJ7,J71,l60 

1• 1"9 

$74,904,100 $54,120,210 
U,111,7S2 24,914,167 

33,179,114 2.S,345,696 

6.903,246 7.)07,41J 

31.197 37,622 
$130,213,409 SI I l,79S,771 

Sll.232 S5,09S 
ll,S43,3S2 16,663,00 

2,0S9 139,0S2 
326,913 l,5'4,491 

332,512 349,50I 

122.217,068 s11,111,1"96 

$1,167.237 $4,721,341 
2,451,442 6,013,440 

2.114.~I 2,2.,52, 16S 
1,056,201 1,061.309 

406.632 215,146 
13,903,470 14,340,408 

153,591 (248,594) 

$14,057,061 Sl4,091,814 

$2,907,1)1 $2,468.141 
697,134 6)8,099 

1,611,Sll 1.629.971 
131,817 969,587 
IS,507 97,086 

S5,S04,637 S5,I02,IM 

$6,472,09 $7,424,489 
5,567,509 1,))5,793 

2,119,361 2,427,173 
162,119 114,461 
445,916 1,584,813 

$14,137,441 S12,U7,J29 

$77,426,232 $72,256,141 
23,911,919 19,292,524 

2M09.751 22,72.l,647 
1,496.419 1,635,100 
1,131 ,517 7,4.J0,616 

Sl36.045,90I $123.lll,721 



F.~Dlllt 
1be ........................ •otcUn. lllllUrida, ii. follows: 

At o.o.nM 11, 

Finl martpp linkUta ... bondl: ·'.:: 
Adjmelblc ,_ Slltlt 0-, clue J_, I, 1991 
9.37% Series I, due Dm 11 a. IS, 200t . 

ll.00% Monpac. duo r.-., I, I,,. 
l .25%Coaveru'bledd t"'ll, .. .._. l, 2014 
Uncol~SaUorDOlll: ·.f;. 

7.97% note. clue F*-J J, 20Cll 
f 91%notc. clueOc:IDlllr I, 2010 
6.15% nocc, clue-..,. I, 2012 

. ... .-

s 0 
•.100.oon 

3,926.000 

10,000,000 
10.000.000 
10,000,000 

$31.226.000 

S 61,SOO 

4.120.000 
14.161 

4,0l7,000 

10,000,000 
10.000.000 

$21,914,361 

• TbeScrillO ...................... ID...-Y ......... fm')otdll Pftml rm (1.50%...S l.25%• Decanbcr 31, 1997 
Md 1996, lllp I ciwtJ). .:;_ 

AllllUllWldllolc..al'I, 'l111111.-. ... 11r .. -1w,...••IDllows: ssauoo11r 1991. s1.s20.0001ar 1999...Sll,665,091 
for Ille,_. 2000 ....... .i. 

On December 15, 1997, .. CGalplmy ...... SIO miUicm of 6.15% ..uot notes due l•Ull'Y I, 2012. The eomp..y used 
the proceec11 to rep9)' a partkm or1111 ec...,.,., .,,. ..... bonowU.. 

The convertl'ble M 7 •my be coaWl'lld, 111be opdoa of the bolder, into lhma of the Comp111y' 1 common stock. 
at a conveniaa price oll17.01 per lbn. Dlrilta 1997,, $156,000 in debealura were converted. The debeaturea arc 
redeemthle II die ... otllll boldlr, lllljla llO • 111111111 no.cumulllive maximum limitation of $200,000 in the 
aggregate. As of~ 31, 1997, DO ........ laaw a..i ecceptecl for redemption ill 1991. At the Company's 
option, the debenimw _, M reclll r ..., 11 dae -.S 1m0Uldl, 

Indentures to die lccc-M• dlbt of Ille Ccmpmy llld ill IUblidiariea contain vm'ioul ratric:tion1. The most IU'ingent 
restrictiomllllte lblldle Compmy mlllt ...... equity of• lwt 40% of tolal capitalilation, the times interest earned 
ratio must be • llMt 2.5 IDd tbe Compmy ClllDOt. undl the retirement of its Series I bonds, psy In)' dividenda after 
December 31, 1911 wbicb exeeed Ille aum of $2, 135, I II plus CCllllOlidated net income rec:osniz.ecl on or after J111uary 
J, 1919. As of December 31, 1997, 1be llllCIUDll .availlble for ftl?urc cUvideodl penniued by the Scria I covenant 
approxiruled S 14.6 mllliaD. 

A ponion of the MIUl'll pa dillributioll pllllt _..owned by cbe Company are aubj«t to a lien under the mortgage 
pursuant to which the c.omp.y1 b IDCllfllP linkin& ftmd bonds are issued. 

G. Short-tMm Borrowll• 
The Board of Directon b8a ~ dill Compeny to borrow up to S20.0 million from vlrioua bUlk and UUSt 

companies. As of Decemblr3 I. 1997, Ille CCllllf*lybed four umecurcd bale lines of credit toeaUna $34.0 million, none 
of wbicb required com,...... helencw, U.-dane Unea of credit al Deccniber 31, 1997 and 1996, the Company 
bad short-term debt ouhltM dhw of $7 .6 millimt IDd S 12. 7· million, respectively. with a w•lshted averaae interest rate 
of S.63% ind 6.12%, rapec:tiwly. 



H. COIMIOll llDI*. AddllDllll Pllid-tn C....., end Trwury Stock 
The roUowina ii a 'Cbedlrll ol cNnps In lbe Comp111y'1 shires or common stock . 

. ' 
For ... Y-. lnded Dea1......,11. t•7 1ttl 1nec11 

c.. ... -..-.................. 0> 

e.llnce - hi' m,ot,_ 4,439,,.6 4,360,589 4,307,791 
DividmdRcino rw1po1P11DClt 32,169 33.926 38,660 
Salcofltoc:k10·0 .,, r'1Redaon*11Sa¥tltpPlan 23,228 20,398 
USI raulc$od acadc aWll'd llfeanmll 21,8'9 14.138 
Convcnlon of ...... 9,166 811! 
ExercilldllDck .... 1,863 

IWmce-md of,w 4,504,079 4,4 1 9,S 16 4,360,'89 

(I) 11111'9Sl $ 'J .... ol4,307,79U•'-•••.cleolnc:ludc639,000-.of'CommonSaodtlhll ~ luuedlOcft'ectdlc 
bullDm JlnMll --T~. 

(2) 12,000,000 ....... 1-1 .......... o1S.4867per ... 
(3) Includes..._.. ..... 11 ........ ..,_. 

At the beainnin& of 1995, die Qi mpmy bed 15,609 lhlrel of common stodt bold in treasury. Ourin& I 99S, all of these 
were 10ld to the Comp11FY11 NdiMW llYinp pllll. 

Certain key USI ....., _ _......, ,_ldedltOc:k award aarcemcn under which shares ofChesapalecommon 
stock can be Jllued. - www awlldld • a DOft-c:ub nnsaetion over a five-year period bqlnning in 1992, and 
restrictiom Ill* over a Ive ID__,.. period &om the award dale, if certain financial iargeu are met. At December 
31, 1997 and 1996, l'llplCdwly, 12,515 l8d 24,350 .._.valued ll Sl90,116 and S364,529 rem1in restricted. 

The Performm lacadiw ......... w ldopced in 1992, provides for the grantin8 or stock options to certain 

officenoftheCompmyowra IO.,.plrlod. la November 1994, lbe Compenyexecuted Tandem SU>ek. Option and 
Performance SMre ~<-.....-")will certain executive oftkcn. Tbae Apeements provide the 
p1r1icipants an option ID,_.-. .... oltbl c.amp.y•a common stock, exCRiable in cumuladve installments of 
one-third on each ....._,of'tlleCM mDJIDllltoftbuwll'd period. The Alfeemc!ntulto enable the participants 
the ript to am pcrfarmmce ..... upm illt Campany'• acbievemeru of the performance goals set forth in ;:.';e 
Agreemeata. Durina die ..._.yw period mded DIClmber 31, 1997, the aforementioned performance goels were 
achieved. FolJowina dllt lplll'O¥al of dllt 8-d of Dfrectan on February 27, IWI, die Company issued 44,011 
performance lhnl. Porty-t'aar dw11md ninlly-tbt ltOc:k opdons expired upon the iuulnce of the pcrf orn;~cc shares 
on Februlry 27. In 1997, dllt Complll)' reca-decl 1415,611 to ncoplze the compeautlon expense usociated with the 
perfonnance shares. ct..,.. In OUllCIDcUna ope"-,..,. u follows: 

tll7 , .. 1"8 "" ... o,llllt N..._ Opdo• N••W OptlH ., ...... ...... ., ..... price ., ........ Pria 

Balance - beginnin& 113,0SI Sl2.6" ·Sll.7' 1.25,116 Sl2.625 • Sll.75 136,186 Sl2.625 • Sl2.7S 
ofyCllr 

Options snnled 9',492 DU9 
Options cxen:ited (12,135) $12.7' 
Options forfeilcd 111,000) Sl2.62$ 

Balance - end ofy- 20l,"63 112.w. ao.so 113,0SI Sll.625 • Sll.7' 125,116 Sl2.6l5 • Sl2.7' 

Eitm:isablc 91,0I) sai.w. saus 13,114 Sl2.625 • Sll.75 I0,280 Sl2.75 
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In December 1997, the Coms-,y p'lldld lfOck oplkm to C9tafn aec:urive ofllcen of the Compmy. Al required by 
SFAS No. 123, 1997 proforma DIC..._.• it8* .... llllld9CC0Ulltiaa Md.,_. med to 8CCOU11t for the lfOCt. 
hued compen..;c. COlll is $5,679,'°3 ........... - cliluled .... per are .. SI .27 and Sl.24, 
respectively. Proforma clisclOlureafor 19'7 .... a.ly IO be lipl..mdvtof ftalure eft'ec:ta of reponed net income. 
The fair value of eecb option .,.. .. •' 0 d ....... or ..... ulias tbe 81Kk-5cholea opeioa-pric:in& model 
widl die followingweigbted-lvnee-•llM"-Ulld &rar-in 1997: dividmd yield of 4.73%; expected volllility 
of IS.SJ%; rilk·fi'ee interest r'lll of5.199i; IDCI explCltd liveloffour yem. 

I. Employ• ...... ,..,.. 
PeMlon Plan 
The Company spomon a def1nld benefit p1111ioa pllft coverifta 1Ublllndally aJI of hi employees. Benefits under die 
plan are hued on eecb plrticiplllt'1)1mSofMrVicund supe.avenpcompenution. The Company's funclin& policy 
provides dwl pe)'llMDCI to tbe ~ 111111 be lqllll to tbe minimmn fundina requircmentl of the Employee Retirement 
Income Security Act of 1974. 

Penelon Coet 

For the YW'I Ended D1a1..-1t,. ·~, 1117 1• , ... 
Service cost S6I0,19l $656,915 1474,000 
Interest cost 732.111 651.131 562,003 
Actual return on assets (l,427,761) (I, 142,217) (I .'46.325) 
Net amortiDlion and defcrnl 1,421,028 269,135 619,947 

T otaJ net pension cost 405,640 442.071 179,W 
Amounts caphalized •OD ....... OOll (JJ,942) (31,16()) (30,740) 

Amount c:lwpd IO as- 1371,691 S40J.211 s1.;s,1u 

The following sc:bedule .... bdl die fl'!ICllna- ottbe pmsioa pllll 11 December 31, 1997 and 1996. 

Accrued P .... lon Coet 

At December 31, 

Plan assets Id fair value 
Projected benefit obllf!tion 
Plan assets less projected benefit obliprion 
Unrccoaniz.cd nct pill 
Unamon.iz.cd net - ft'om lldop!ioD oC SF AS No. 17 

Aaumptlon.: 
OiKOUnl ...ae 
Averqc increue In ~ oompa•!on levela 
Expected tona-unn ..- ofrclUnl • ws 

OtherPoet~leMlla 

1117 

17,615.194 
123.25~ 

$7,731,449 

SIJ,592,699 
(11,534,l") 

2,051.344 
(4,0ll,679) 

(191,326) 

(Sl.171,661) 

7.25% 
4.75% 
1.50% 

... 
56,134,661 

IJ9,41l 

$6,974.144 

SI0,720,514 
(10.265,917) 

4S4,527 
(2,l20,9'7) 

(141,579) 

(S2.50l.009) 

7.25% 
4.75% 
1.50% 

The Company 1pon10n 1 deflnld benent polt......_I IMMllth cm"t and life lnsunnce plan that wvera 1utmantlally 
all natural gas and corporMe emp&o,w. n.. Compmy Md def.red approximllely $126,000, which repreacnted the 
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difference betwem the Marylmd divilioa'a IFAS No. 106 expcme Ind ill 8CIUal pey-a-you-10 COit. The amount is 
bein& amortized over five )91 ...... Im 1"5. 1'1le UDnGrtizled Nllnce is S71,000 It December 31, 1997. 

Service cost -4.~ 
lnlCl'CSI cost oa APBO 
Amortization of nnlidoa obl'e!!' OWi' 201!!'I 
Net periodic P-' , ... .,, ...... oo9' 
Amount capitalized•~ COit • 
Amount llDOltiml (ddemld) 

Amount c:t....gecl IO 11111*• 

Accrued Poet..,...,...... 1 ' >mr 
At December 31, 

Accumuleled ,....,.._. • ., ...... 1 a r; r rcn: 
R.ctin::es ' . 

Fully digiblc .:live anployeel . • • . 
Otbcr.:tivc 

Total accumua...ct poll:feds°- lllnltk oMt 'm 
Unrecognized tnuition obi .... 
Unrccogniml l1Cll (lclll) pin :·.c;,:~ . +1 .. 
ACCIWldpnt.........,--.V. 

Aaumpflon: 
Discount rm1e 

1117 

13,217 
60,221 
29,413 

92,921 
(16.274) 
2',2J4 

SIOl,901 

1117 

$621,203 
145.356 
102.340 

161,199 
(245,15') 
(147,4.22) 

$476,323 

7.25% 

1• 1111 

S2,l20 Sl.127 
5',651 59,706 
27,159 27,159 

15,330 19,392 
(16,6't") (14,010) 
25,2J4 (20,561) 

193,912 $54.121 

1• 

$567,599 
137.371 
16.194 

791.171 
(273,013) 
(67,155) 

$451,703 

7 .. 25% 

The health m int1Mionr9fbr l'J97 •- r1d10 be 9.5%. This rate ii projecledto padua1Jydecr11u tom ultUmle 
rate of 5% by the year 2007. A one ~ point incr111e in the health care inn.doll l'8le from the usumed rate 
would increue the 1ccunu11M1d~benefttoblipdon by lppl'OXimltelyS91,6SO u of Jut.Wy I, 1991, ud 
wouldinc:reuctbe-arepteoflbe.-vicecoetlDdiaMnltCOltcomponcntsofnetperiodjcpolt·retirementbenetitcost 
for 1998 by lppl'OXimltely Sl,293. 

R.urement 8evtnge PIM 
Tbe Compeny sponsors 1 Rediemeat SaviDp Pim. a 40 l.(k) plm ( .. Plll'l '1. lhll provides puticiplnts 1 mecblllism for 
making cootributiom for aecirtmad llViDp. Ea pmdcipllll may muc pre-tax contributions bued upon eli&ible 
compensation. The CGmpay makes a comribudoe equal ID 60% or 100% of each ~pent's pre-tax contributions. 
not to exceed 6%, oftbe aw*iput's eliaiblt compenlllion for the plll'I yem-. The Compc1y's contributions totaled 
$404.406, $353,350 Ind SlOl,794 for cbe y_.. tllded December 31, 1997, 1996 Ind 1995, respectively. As of 
December 31, 1997, there are 56.374 ..__,__to ftmcl ftature contributions to the PllO. 

J. Environmental Comn..._nl9...., Colllll11Mldee 
The Compeny currently it ~ ID lbe ln~ipdoa, useument or remediltion of three fonner ps 
manufacturln& plll'lt 11toe kallld In di._ j~iona, lncludln& the exploration of comctive ICtJon options to 
remove environmental contmnilllnts. Tho Camplny bu ICcnaed liabilities for two of lbele sites, the Dover Gu Li&ht 
and Sllisbury Town Gu Li&ht U.. 
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The Dover 1i1e'1 _...,._ CC*I. m "'"eced II S4.2 million in die Record of Decision ("ROD") issued by lhc 
Environmental Protectioa AameY ("EPA") in~ 1998. The Compmy IDd General Public Utilities Corpontion, 
Inc. ("GPU") were ordered by the EPA to ftmd or lmplementdle ROD. Duriq 1991. die Compmywill commence with 
the desip pbate. 1be C..,,.ay hla ~ tbe lilbillty llllOCilled wilb die Dover lite fiom $6.0 million to S4.2 
million. The C.ompmy bas lllo recorded a~ met in die w mount. The previous KerUaJ of $6.0 million 
was hued on the originll RICGld of Dedlion illued by 1be EPA in 1994. 

The Company iaJdllldllt....._ ..... ofdle oeberpaemdlllyrespoastble.,..U. for c:ontribution to tbe remedial 
c:osts incurred b)' Cheslpllke la Oil••c:daa with complying db the ROD. At chis time, mMagement cannot predict 
the outcome of the~ or1'1.-of proceeds co be received, if my. Muaaanent believes that the Compmy 
will be equitably endded'10 ooalribudoa &am odler raponsible ptrdes for a portion of the expenses to be incurred in 
connection w.itb the nmedlea 111, lltld'll dlt llOD. Mlupment also believes chat the amounts not so contributed will 
be recovenble in die Compmty'1 ~ 

In cooperation with die Mlrylllld DlpalUWUt of the E.avironment ("MDE"). in 1996 the Comp1ny completed 
constnJCdonand bepn '"'l'lildoa,,,a HtloieHl die Salilluy1ite. ID lddidcm, lbe Compay bepn qu.nerlyreponing 
of the remediatioll llld ............ ,..... to the MDE. The Compmy ha established a liability with respect to the 
Salisbury site ofS665,000 • ofO.C-ber 31, 1997. This llllOUftt ii baed on die estimated operatin& costs of the 
remedi.rion C.Cilities. A OC1fN111111.., ,....._.,, met bis been recorded, reflecdna the Comp1ny • 1 belief that costs 
incuned wiU be ncoverlble iD ~. 

. ., 

Portions of the liability P9)'0Ula far tbe Dover and Salisbury sites me expeded to be over 30 end five-year periods, 
respectively. In .ddition, tbe Compmy bu a lite loc:lted In the state of Florida, which ii currently belna evaluated. At 
this time, no eldnulte or liability C111 be mede. It II m.......,eni·s opinion that 1ny unrecovered current costs 111d any 
other future COltS incurred will be ~ ......,.. ftlture ...ia or slwin& .,.....ements with other raponsible 
parties. 

At December 31, 

Total com Incurred 
Less: Amounts, Dd or iunnc:c proceedl. wllic:b 

have been approvod for !llCmlldllf ..__ 
Amounts pcnclinf f!CmM.i9 l'OCO!!IY 

K. Commllrnenta and Co11111..-nc ... 
FERCPGA 

1117 

S5,317,3IO 
2.361.161 

692,391 

S.377,939 

($7,319,496) 

Sl,OSl,443 

1111 

$4,423,8'3 
2,117,110 

660,121 

7,272.481 

(6.396,108) 

$876,373 

In the thiJd qu.ner of 1995, Elll8m Shon rmc:bed a RUlcmcnt with the FERC pertaining to Eastern Shore's PGA 
methodology. Accordin&ly, Eatem Short revenecla llrJe portion of the estimated liability that hid been accrued. This 
reversal contributed S 1,385,000 to prHIX .nUnp. or $833,000 to after-tax eaminas. for the period. 

Other Comrnlbnenta and COne1n11not.. 
The Company ii involved in Olltlln ltpJ llcdaal Ind claiml arilina in the normal couno or business. The Company 
Is alao involved in certain lopl ud •mlllnldveproceodinp before various aovemmental aaencla concemin& rates. 
In the opinion of l'IWlaaement. die uldmlle dJspolhion of lhae proceedinp will not .have a material effect oo the 
consobdare.d financial position of tbe Compmy. 
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L Qu.rterty l'lnenalel Dllla (Un1udl1d) 
In the opinion oftbe C'-oalpMy. 11111...,ty ..._. iafomuidoa lbown below iDcludes all ldjumneats necessary for 
a fair presentalion of lbe ...... for IUdl psiodl. Due to die -oaaJ nabn of the Company'• buaineu, there an: 
substantial vamtioas in opa.._. nported on a quawty bail. 

For the Qu9rllfa lndlcl: ...... ,1 Juneao ............... Dlolnlber31 

1H7 .. 
Opcratina Revenue $43,645,111 $24,805,421 $19,910.3ct7 $34,413,74! 

Opcrllina lnc:ome $4,104,438 $1,409,752 $25,177 $3,019,603 

Net Income $3,366., 113 $692.MI ($739,193) $2,363,ISS 

Elminppcr~ 

a.lie S0.76 S0.16 (S0.17) S0.53 
Diluted S0.72 S0.15 (S0.17) so.n 

11M •'. 

Opcrllina Revenue $49;026.542 W.213,979 $19,637~074 $36,335,114 

Opcndna Income $6.667,499 $1,0M,392 ($160,422) $2,518.$36 

Net Income $6,000,1'7 $416,311 ($747,779) Sl,166,226 

Earnings per slm'e: 

Bllic Sl.37 ~II ($0.17) $0.42 
Diluted Sl.lO $0.11 ($0.17) $0.41 

Item t. eta.,.._ In Md Dlllll ....... Wllh Accountants on Acoountlng and FIMnclal Dleclosure 
None 

PARTlll 

Item 10. Dlrectore ..... l!ucutlwe Otllcera of the Regletrant 
Information pe$inin& to 1be Directon of'dae CGIQplny ia incorponlted herein by reference to die Proxy Statement. 
undcr"lnfonmtionlleprclinalbe Bolld of'Dtnaanmd Nomincea",dlled IDd to be filed on or before March 30, 1998 
in connection with the Compmy'a Annual M1~dn& to be held on May 19, 1991. 

The information required by this item with rapec:t to executive officers is, punuant to instruction J of s-agraph (b) 

of Item 401 of Rep1Mioa S-K, let lortb in Item 10 of Part I of lhis Form 10.K under "Executive Offieen of the 
RcgiSllWIL" 

Item 11 . ._ ... Compenutlon 
This information ii incorponlted hertein by reftlence to the Proxy Statement, under "Report on Executive 
Compensation", dated md to be filed on or befcn Msch 30, 1991 in connection with the Company'• Annual Meeting 
to be held on May 19, 1998. 

Item 12. Securtty OWnelwhlp of Cemln......., OWnen and Management 
This information ii lncorponted herein by "ference to lbe Proxy Statement, under "Beneficial Ownerlhip of the 
Company's Securidea", dlred md to be fiJecl oo or before Mm'Ch 30. 1998 in connoction with the Company's Annual 
Meetin& to be held on May 19, 1998. 
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:.:;: ... 

-.• 
Item 13. Certain Rel8tlonehliie Mid A1l1lld Tran111ml111 
This information is incorporlted blrein by rlftlence to the Proxy St•e111ii1t, under "Beneficial Owncnbip of lbe 
Company's Securities", dated and to be ftlld OD or before Mll'Cb 30, 1991 in coaw1ioo with the Company's Annual 

Meeting to be held on May 19, 1991. · ~\ l -.,..,.,. •· 

''!• 

_.. PARTIV 

Item 14. Fl1111ncialStlia.menta,Flmnclllll .. 1-loMdulM,Md Exhlblla•nd Reportaon Fonn 1-K 

(•) The following documenlll.,. .... _. .... --~ 
I . Financial Sta!ements: ' . 

- Accountants' R..,ort cllled Fellnmy 12, 1991 of Coopers & Lybrand L.L.P .. Independent 
Accounlmltl ... \~ . 

- Comolidlled St•emeallof mcome forelCb of the three years ended December 31, 1997, 1996 end 
1995 > 

- Comolidmd 8allnce ..... •December 3 I, 1997 and December 31, I 996 
- ConsolidaledS111emea11ofCllh Flows for each of tbotbree years ended December 31, 1997, 1996 

and 1995 > 

- Comolidlted Slllllil- ~Ca · r M Sloctdwldln' Equity for each of the three years ended 
December 31, 1997, 19".md 1"5 

- Consolidated sc .. -or1ncome T ... ror -11otlbe11uee years ended December 31, 1991, 
1996 IOd 1995 

- Notes to ComoUdlllled F-...a Slllelneall 
2. The following ldditionll infonnlliae tar1be,_.1'97, 1996 and 1995 is submitted herewith: 

• Schedule II - Valulidon md Qulllfyina Accounts 
' . 

A II other schedules are omitted bec:aile dley .. not requJred, ere inapplicable or the information ii otherwise shown 
in the finaociaJ statements or notes ......... 

(b) Reporta on Form 1-K 
None. 

(c) Exhibits 
Exhibit 2(a) 

Exhibit 3(a) 

Exhibit J(b) 

Exhibit 4(a) 

A~cntand Pim of Mcrpr by end becwem 0.lp"ke Utilities Corporation and Tri-County Gas 
Compay, Inc., filed on the Company'• Fomrl-K, File No. 001-l IS90 on Jammy 13, 1997, is 
in~ bcrcin by reference. 

Amended Cenific:ltc of Incorporation of CheupcMe Utilities Corporation is incorporated herein by 
reference to Exhibit 3 oflhe Company's Quarterly Report on Fonn 10-Q for the period ended June 
30. 199S, File No. 001-11590. 

Amended Bylaws of'ClmlJ'ClkrUtillliesCotpuiltiun,effcctiveJuly 11, 1997, .-c incorpora&cdherein 
by reference to Exbibil 3 oftbe Qulrterly Report on Form 10-Q for the period ended June 30, 1997, 
File No. OOl-l IS90. 

Form of l.ndenturc beJ'wceo the Company IDd eo.trnen '1 Trust Company, Trustee, with respect to the 
8 114% Convertible Debemura is incorpcnledhcrein by reference to Exhibit 4.2 of the Company's 
Registration Statement on Form S-2. Rec· No. )3-26512, ftled on J'enuary 13, 1919. 
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Exhibit 4(b) 

Exhibit 4(c) 

-.;;· 

Nole~ clllld Februlry 9, 1993. by aad bccwem lhe Compmy Ind MwbUleas Mutual 
Li& lwwl Cclmpmy llld MML '-ion IDIUrlDCe Compmy, wilh raped to SIO million of 

7.~ U..atdSllliarNOlll u februlry I, 200I, it incorporaled herein 'by reference to Exhib'• 
4 to die Complay'1 Annual Report on Fonn 10.K for 1be yar ended December 31, 1992, File No. 

0-593. 

Dinlccon 8IDClk COAf BHion Pi. 8dopced by Cheupake Utilities Corporation in 1995 is 
lncm90i ...... by N ......... IO the Compeny'• Proxy Scatement dated April 17, 199.S in 
connec:doa wilh lhe Compmy'1 Annual Meetina held in May 1995. 

Exhibit 4(d) Nole Purcbue Apnm w tlllnd ioto by lbe Compmy on October 2, J 99S, purwt to which the 
Ccllllpmy priYlfel)' pllC.t SIO million of ill 6.91% Senior Notes due in 2010, ii noc bein& filed 
herewiCb. in .ccordwewidl Item 601(bX4)(ili)of Regulation S-K. The Company hereby agrees to 
fumilll 1 copy oflbll ..-nent to the Commission upon requai. 

Exhibit 4(e) Nole,__~ lldmred into by the ComplDy on December IS, 1997, pursuant co which 

lbe e..-y pml!lllly pllced SIOmillion of iu 6.as ICl'lior noces due 2012, is not being filed 
beiewidl. in acconllDce wilb Item 601(bX4)(iii) of Repletion S-K. The Compuy lbereby qren to 
furnish I copy of lhlt ..,.anent IO the Commission upon request. 

Exhibit IO(a) Service ~ dllllCI Nowmber I, 1919, by Ind hetween 'frMIContinencaJ Ou Pipe Linc 
Corpondoa Ind S.... Short N.aural Ou Company, is incorponted herein by reference to Exhibit 
10 to the Company'1Aanual R&lportoa Fonn 10.K for there-ended Decanber 31, 1989. File No. 
O-S93. 

Exhibit IO(b) ServiQe A,.......at cllled November I, 1919, by and between Columbia Gas Transmi11ion 
Corponliaa Ind EIMern Shore N8lural Gu Com.,.ny, is incorporated herein by reference to E11.hibit 
10 tolbeCom.,.)''1Allnuallepoftoa Form 10-K fortheyareaded December 31, 1989, file No. 
0.593. 

Exhibit IO(c) Service Apeement for General Serva dlled November I, 1919, by and between Floridll Gas 
Trantmilslon Compeny and Chea1peake Utilities Corporation, is incorpcnaed herein by reference to 
Exhibit I010tbeCompmy'1AnnualReporton fonn 10-K ford:ieyesended Deccmber31, 1990, 

File No. 0-593. 

Exhibit IO(d) Service Aar-t for Pre&n.d Service dated November I, 1989 .• by and between Florida Gas 
Trammiaion Canpany wt Cb 11 JlOlke Utilities Corporation, is incorporaled herein by reference to 
Exhibit IOto the Compmy'1Amwal Ripon on Fonn 10.K forlheyear ended December 31, 1990, 
file No. 0.591. 

Exhibit I 0( c:) Service Apwement {or Finn Trw!lpOIUllion Service dated November I, 1989. by ad belw~n I- i. ,, .la 

Gu TrmsmilsionCompuy and, 0-lf"ake Utilities Corporation. is incorporated herein by reference 
to Exhibit IOtocheCGOlpany'1AnnualRcporton Fonn 10-K forthc:ycarcndcd Dcccmbcr3 I. 1990. 
File No. 0-593. 

Exhibit IO(f) Form ofServioo A.,.......a for lntcm1pcible Sales Services dated May 11. 1990, by and between 
Florida Gu Tf'Milnliaion Compmy end Chesapeake Utilities Corporation, is incorp<nted herein by 
refcrencoto Exhn ic to totbeCompldy'sAnnual Reponon Form 10-K for the year ended December 
31, 1990, File No. O.S93.· 
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Exhibit 10(&) ....... ~ServiolApeemeatdlr.ed February23. 1990. by and between floridaO.. 
Tnamaillion Compmy IDd Cb111pelkt UtilidllCorponlion, b incorporMed herein by reference to 
Exlu"bil 10 to die Compmy'1 AaDual Report on Form 10-K for the yem- ended December 31. 1990, 
File No. 0.593. 

J': 

Exhibit IO(b) Jfttlrruptible Tnmportldon Service Apeemeat dated Novanber 30, 1990, by and between Florida 
Oii n-'"lonCamplay IDd Cballplke Utllidel Corporlli ::--.. is incorpontcd herein by reference 
toE.xbibil I010 .. ec.p.y'1Armual Reportaa Ponn 10-K for the year ended Dccember3 I. 1990, 
Piie No. 0.593. 

Exhibit IO(i) Bxecudw ~t A&reemeat dated Mlrch 26, 1997, by and between Chesapeake Utilities 
Corpondae md wb llaJpb J. Adkins lllCI John R.. Scbimklitil ii incorporlled herein by reference 
to Exbiblt 1010 die Compmy'1 QulrWty Report on Form I 0-Q for the period ended June 30, 1997. 

File No. OOJ.11590. 

Exhibit IO(j) Fonn of .PwtlnDlace Sime Apeernent dllled January I, 1991, pununt to CheHpeae Utilities 
Corpondae Pwforrnance Incentive Pllll by Ind blew.a ChellqM>ake Utilities Corponlion and each 
of blpb J. Adkiu md Jobe R.. Schimbidl ii ftlod herewith. 

Exhibit IO(k) o..-n Udlldel Corpondon Cash Bo.a1&1 lncontlve Plln dated January I, 1992, is incorporated 
lllrlia by11fa p1toExlUbit 10 tolheCompuy'1AnnualReportoa Form 10-K for the year ended 
December 31, 1991, Pile No. 0-593. 

Exhibit 10(0 Cbeall*IEe UtWdelCorpondon PafonlllnCC Incentive Plan dated January I, 1992. is incorporaced 
beretn by rellrwc to die Complny'1 Proxy Stalemcnt dated April 20, 1992, in connection with the 
Compllay'• Amal Hndna held aa May 19. 1992 . 

.. ,.; ·~ 

Exhibit I O(m) Fonn atltocllt Opdma ,..._tdlr.ed JmUll')' I, 1991, ~t to Chesapeake Utilities Corporation 
PsfarmDce 1....mw PllD by IDd betwocn Chesapeake Utilltia Corporation and each of Michael 
P. McMuten. ~ C. lbampeon, William C. Boyles, Philip S. Barefoot. Jeremy 0 . West, 
Willima P. Sc:hneidlrlDd.Jmw R. Schneider, is filed herewith. 

Exhibit 12 Computllian ofllldo ofElmina to Fixed Clwgcs, filed herewith. 

Exhibit 21 Subsidilrics oflhe ~filed herewith. 

Exhibit 23 CODlmt of lodepeodear Ac:c:ountlnll, tiJcd herewith . 
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Pursuant to the requirements ofSec:daa 13 « 1.5 (cl} o(dae'Securida Exr.heop Act of 1934, Cbeupellke Utilities 
Corporation bu duly cmllOd this report to be liped oa D behalf by the undeniped. thereunto duly IU1h~. 

t ~ I 

Ill llALnl J, ADKINS 
Ralph J. Adkins 
Cbairmlll oftbe 8om'd and Chief Executive Officer 

Diiie: .Mtrc:b 20. 1991 

Pursuant to the requirementsof'thc s-tdet Ext.lwnp Act ol 1934. this report hu been aiped below by the followina 
persons on behalf of the rqillrlnt Ind In tbe aip9Ciliea met OD Che dlllel Indicated, 

~~ 

ISi RALPH J. ADKINS 
Ralph J. Adkins, Chairman oftbe eo.d, 
Chief Executive Officer and DirecW 
Date: March 20, 1998 

Isl Ml£HAEL P. McMAmJts 
Michael P. McMllten, Vice Prr1 ... lf, 
Chief Financial Officer Md n..ur. 
(Principal Financial Officer) 
Date: March 20, 1998 

Isl W ALIER J. COLf.MAN 
Walter J. Coleman, Director 
Date: March 20, 1991 

Isl RUI>OLPH M. PEINs. Jg. 
Rudolph M. Peins, Jr .• Director 
Date: March 20, 1991 

Isl JEREMIAH P. SHEA 
Jeremiah P. Shea, Di.rector 
Date: March 20, 1998 

IS/ loHN g, SgaMMms 
John R. Schjmktiria, President. 

.• : Chief Opcnlina Offtcer and Director 
o.te: Man:b. 20, 1991 

4S 

IS/ RICfWU> BwfmJN 
llicblrd Bermtein, Director 
D.ae: Marcil 20,1998 

/JI IOHN w. JA!U>fNE. JR. 
John W. Jardine, Jr., Director 
n.te: March 20, 1998 

ISi 8oBEBI F. RIDEB 
Robert f. Rider, Director 
Dme: March 20, 1998 

/SI WIWAH 0. WAJtQEN. Ill 
WWilm 0. Warden, UI, Director 
Diie: March 20. 1998 
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CHEIAPUlm UTIJTB CORPORATION AND 8U8llOIARIEI 
ICHIDULEI 

YAUIATION AND QUALl'YING ACCOUNTS 

FOllTHI YUM ENDED DICllmER 31, 1117, 11M AND 1• 

COi&-.• 

·. •· ;, •••• •81 

Dwliplon 

Vallllllion ICCOUftll·dedlc:lld lam-

ID which Ibey ipply b ~ 
l<' 

accounts tecciYlblc: ~·:; -~ 

19§)7 • •• •••• ••••• •• ·· •• • •• •.• •· ••• 
"~ .. , 

1996 . ....•.•••••••••• ' •• ~ •• -••• 
I 

1995 .....•••••••••••••.•••••• 

~ 

(A) Uncollcctlble llCQJUllll ...... oil. 

(8) Reco\lcrics. 

.... ,. .... 
flPwtocl 

.. 
1392.412 

"°'·"' 
$202,152: 

~· CoelllMCI ....... AoocMllllll Dlduollom 

$203,624 $68,031 (8) ($332.299) (A) 

$364,622 $55,631 (8) ($33.7,796) (A) 

$321.012 $43,151 (8) ($263,360) (A) 

} 

.. l1nce1t 

Ind 

of Pertod 

S331,77S 

$392,412 

$309,9'5 
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CH1!1AP1!A1C8 UTIJ'IB COIPOMTION AND IU8llDWUES 
DlmlTtl 

co..uTATION tW Mm OP f.MIMGI TO FOC!D CHARGES 

Add: 

lnc:omctaa 

Pon.ion ori'CDll •• t•lveol.__ Mir 
lntaat on iodeMitdi._ 

Amor1iDdoa oldcbt .......... ..,_ 

Eaminp • lldjtllled 

Fixed Chirps 

Portion or l'CDll ••Wlfllli" or..._ Mir 
lntaat Clll la.tilib'UtW 
AmortU:ldoD of debt dllCloulli ... .,.. 

Fixed Clllrps 

IUlio or &minp eo Flud a.p. 
'" 

47 

S7,6CM,91S 

3.599,.00 4,0IS,610 

140,491 129,223 

3,269,479 2,907,314 

119,401 120.345 

SIUll,747 114,147,407 

$140,491 1129,223 

3,269,479 2.907Jl4 

119,401 120,.345 

$3,529,311 $3,156.112 

3.63 4.70 

$7,593.'06 

3,165,179 

112,211 

2.!41.S67 

109,399 

114,591.162 

1112.211 

2,141.567 

109,399 

$3,140,177 

4.65 
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CIBAPIAICe UTLITml CORPORATION 
.. : IXfm'1' 21 

...,..,.. OF THE RIGllTRANT 

S."9"" • 
Eastern Shore N ...... Gal Compllly 

Shlrp P.neraY .... 
Chesapeake SenW CGmplny 

United Syam. IDc. 
Tri-County Oat Compmy, Inc. 

Elstem Shan .... Ell* 

Sblrppl. IDc. 
SbapoH. IDc. ,. 

S•btldl!lrta otomnrh """'ew•r 
Sklpj8dc, Inc. 

Capital Olla s,......, Inc:. 
Cunin IDd Alloci-, lac. 

Cbeapake IDWlttnent Compmy 

... 

SC.II IMorwttld 
Delawse 
Delawse 
Delaw1re 
aeora:a 

Maryland 
Maryland 

Stile l1K9rporttld 
DelaWlre 

Stell ltcorpoQlld 
Delaware 
Delaware 

Stell ••mmtld 
Dela win 

North Carolina 
North Carolina 

Dclaw1re 

) 
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We c:omeotlO die inco1paHdoabJ1• atilll die ,...__ofCbetnpMeUtilidelCorpondonoo Form 
S-2 (File No. 33-26512), Focm S-3 (PO. Nm. 33-21391 ml 3~71)11111 Farm 5-1 (File No. 33-301I75)of our npon 
dated Febnmy 12, 1991 oa ouuudilaofdlic_,eL.leeed&zdll dU 1 1..alad lbecnmolkllledftnwial-neot 
schedules ofChesapab UdlidelC..,. ... •ofO.:•m 31, 1997 lad 1996 md far mcb ofdle three years in die 
period ended Decembll' 31, 1997 includld iD ddl ~ 1leport OD Form 10-K. 

Baltimore, Maryland 
March 23, 1998 

: 

•r I ..,1 

COOPEa.s A L YBAAND L.L.P. 
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~written request, 
Cltua/#t* will Jll'OYl<M, wlthoUI 
chatp, a copy of any ahiblt to 
Che"1/Make 's ..4""""1 Report on 

Font 10-K "°'Included herewith. 
-.. -------------
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