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Re: 	 Application by Chesapeake Utilities Corporation for Authori zation to Is sue Commol1 
Stock, Preferred Stock, and Secured and /or Unsecured Debt , and [0 Enter into 
Agreements for Interest Rate Swap Products, Equity Products and Other Financial 
Derivatives and to Exceed Limitation Placed on Short Term Borrovvings in 2010, 

Dear Ms. Cole: 

Enclosed for filing , please find an original and 3 copies of the Application of Chesapeake 
Utilities Corporation for Authority to Issue Stock, Secured and Unsecured Debt, and to Enter 
into Agreements for Interest Rate Swap Products, Equity Products, and other Financial 
Derivatives, and to Exceed the Limitation on Short Term BOlTowings During the Calendar Year 
2010, along with a copy of the pleading on CD in Word form at. A copy of this filing has a lso 
been provided to the Office of Public Coun se l. 

Your assistance in this matter is greatly appreciated, If yo u have any questions, p leasc:-, 
do not hesitate to contact me. ....:-
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Florida Public Service Commission 
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 


In re: Application of Chesapeake Utilities Corporation 
for Authorization to Issue Common Stock, Preferred Docket No. 
Stock, and Secured and/or Unsecured Debt, and To 
Enter Into Agreements For Interest Rate Swap 
Products, Equity Products and Other Financial Filed: October 22, 2009 
Derivatives, and To Exceed Limitation Placed on 
Short-Term Borrowings in 201 O. 

APPLICATION BY CHESAPEAKE UTILITIES CORPORATION FOR 

AUTHORIZATION TO ISSUE COMMON STOCK. PREFERRED STOCK AND 


SECURED AND/OR UNSECURED DEBT. AND TO ENTER INTO 

AGREEMENTS FOR INTEREST RATE SWAP PRODUCTS. EQUITY 


PRODUCTS AND OTHER FINANCIAL DERIVATIVES. AND TO EXCEED 

LIMITATION PLACED ON SHORT-TERM BORROWINGS IN 2010 


Chesapeake Utilities Corporation (Chesapeake, the Company or Applicant) respectfully 

files this Application, pursuant to Section 366.04 (1), Florida Statutes, seeking authority 

in 2010 to issue up to 5,000,000 shares of Chesapeake common stock; up to 1,000,000 

shares of Chesapeake preferred stock; up to $120,000,000 in secured and/or unsecured 

debt; to enter into agreements for up to $40,000,000 in Interest Rate Swap Products, 

Equity Products and other Financial Derivatives; and to obtain authorization to exceed 

the limitation placed on short-term borrowings by Section 366.04, Florida Statutes, so as 

to issue short-term obligations in 2010, in an amount not to exceed $100,000,000. 

1, Name and principal business offices of Applicant: 

a) Chesapeake Utilities Corporation .
P.O. Box 615 

"-

00 
909 Silver Lake Boulevard &: 
Dover, Delaware 19904 [;:' 

I­
U 
Cl 

b) Chesapeake Utilities Corporation -,' j"'--...?:"'
Florida Division CO .....1501 Sixth Street, NW 

.~ 

r-...... 
Winter Haven, Florida 33881 a 



2. Incorporated: 

Chesapeake Utilities Corporation - Incorporated under the laws of the state 

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

Maryland, and Pennsylvania 

3. 	 Person authorized to receive notices and communications in this respect: 

Beth Keating, Esquire 

Akerman Senterfitt 

Suite 1200 

106 East College Avenue 

Tallahassee, Florida 32301 

(850) 224-9634 
(850) 222-0103 (Fax) 


Attorneys for Chesapeake Utilities Corporation 


4. 	 Capital Stock and Funded Debt 

Chesapeake has authority by provisions contained in the Certificate of 

Incorporation, as amended, to issue common stock as follows: 

a) Common stock having a par value of $0.4867 per share. 

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

c) Amount outstanding as of June 30, 2009 : 6,870,755 

d) Amount held in Treasury: 0 shares. 

e) Amount pledged by Applicant: None. 

f) Amount owned by affiliated corporations: None. 

g) Amount held in any fund: None. 

Chesapeake has authority by provisions contained in its Certificate of 

Incorporation, as amended, to issue preferred stock as follows: 

a) Preferred stock having a par value of $0.01 per share. 

b) Amount authorized: 2,000,000 shares. 

c) Amount outstanding as of June 30, 2009: 0 shares. 

d) Amount held in Treasury: None. 
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e) Amount pledged by Applicant: None. 

f) Amount owned by affiliated corporations: None. 


g) Amount held in any fund: None. 


The funded indebtedness by class and series are as follows: 

(a)1 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 conversion price of $17.01 per share. 

Interest on the Debentures is payable on the first day of March and 

September, commencing September 1, 1989. The Debentures 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 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 redemption 

prices declining from 107.25%, plus accrued interest. No sinking fund 

will be established to redeem the Debentures. As of June 30, 2009, 

there is a remaining balance of $1,566,000 on this issue. 

(a)2 6.91% Unsecured Senior Notes due October 1, 2010, and issued on 

October 2, 1995 in the principal amount 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 interest on the unpaid balance, over eleven (11) years at 

the rate of $909,091 per annum. As of June 30, 2009 there is a 

remaining balance of $1,818,182 on this issue. 

(a)3 6.85% Unsecured Senior Notes due January 1, 2012 and issued on 

December 15, 1997 in the principal amount of $10,000,000 bearing 
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interest payable semi-annually with provisions for payment of interest 

only prior to January 1, 2003; thereafter, principal shall be payable, in 

addition to interest on the unpaid balance, over ten (10) years at the 

rate of $1,000,000 per annum. As of June 30, 2009, there is a 

remaining balance of $3,000,000 on this issue. 

(a)4 	 7.83% Unsecured Senior Notes due January 1, 2015 and issued on 

December 29, 2000 in the principal amount of $20,000,000 bearing 

interest payable semi-annually with provisions for payment of interest 

only prior to January 1, 2006; thereafter, principal shall be payable, in 

addition to interest on the unpaid balance, over ten (10) years at the 

rate of $2,000,000 per annum. As of June 30, 2009, there is a 

remaining balance of $12,000,000 on this issue. 

(a)5 	 6.64% Unsecured Senior Notes due October 31, 2017 and issued on 

October 31, 2002 in the principal amount of $30,000,000 bearing 

interest payable semi-annually with provisions for payment of interest 

only prior to October 31, 2007; thereafter, principal shall be payable, 

in addition to interest on the unpaid balance, over eleven (11) years at 

the rate of $2,727,272 per annum. As of June 30, 2009, there is a 

remaining balance of $24,545,455 on this issue. 

(a)6 	 5.50% Unsecured Senior Notes due October 12, 2020 and issued on 

October 12, 2006 in the principal amount of $20,000,000 bearing 

interest payable quarterly with provisions for payment of interest only 

prior to October 12, 2011; thereafter, principal shall be payable, in 

addition to interest on the unpaid balance, for ten (10) years at the 

rate of $2,000,000 per annum. As of June 30, 2009, there is a 

remaining balance of $20,000,000 on this issue. 
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(a)7 5.93% Unsecured Senior Notes due October 31, 2023 and issued on 

October 31, 2008 in the principal amount of $30,000,000 bearing 

interest payable semi-annually with provisions for payment of interest 

only prior to October 31, 2014; thereafter, principal shall be payable, 

in addition to interest on the unpaid balance for ten (10) years at the 

rate of $3,000,000 per annum. Accordingly, as of June 30, 2009, 

there is a balance of $30,000,000 on this issue. Pursuant to the 

Delaware Public Service Commission (DPSC) Order No. 7065, 

Docket No. 06-339 dated October 31, 2006, the Commission 

authorized the Company to issue up to $40,000.000 in common stock 

and/or debt securities over a three-year period pursuant to a Shelf 

Registration Statement. Under the Shelf Registration Statement, the 

Company previously issued $20,000,000 in common stock. 

Accordingly, $20,000,000 of the $30,000,000 in principal amount of 

Unsecured Senior Notes to be issued to two subsidiaries of 

Metropolitan Life Insurance Company, General American Life 

Insurance Company and New England Life Insurance Company 

(collectively hereafter referred to as MetLife), was issued pursuant to 

the DPSC's approval of the Company's Shelf Registration Statement. 

Copies of the Shelf Registration Statement and the DPSC Order have 

been previously filed with the FPSC within Exhibits 0 and F, 

respectively, of the Application by Chesapeake Utilities Corporation 

for Authorization to Issue Common Stock, Preferred Stock and 

Secured and/or Unsecured Debt, and to Enter into Agreements For 

Interest Rate Swap Products, Equity Products and Other Financial 

Derivatives and to Exceed Limitation Placed on Short-Term 
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Borrowings in 2008, Docket No. 070640-GU, dated I\lovember 29, 

2007, and are hereby incorporated by reference. On September 29, 

2008, the Company filed an Application with the DPSC requesting 

authorization for the issuance of an additional $10,000,000 in principal 

amount of Unsecured Senior Notes to be issued to MetLife. A copy of 

the Application has been previously filed with the FPSC as Exhibit C 

of the Application by Chesapeake Utilities Corporation for 

Authorization to Issue Common Stock, Preferred Stock and Secured 

and/or Unsecured Debt, and to Enter into Agreements For Interest 

Rate Swap Products, Equity Products and Other Financial Derivatives 

and to Exceed Limitation Placed on Short-Term Borrowings in 2009, 

Docket No. 080635-GU, dated November 19, 2008, and is hereby 

incorporated by reference. On October 23, 2008, the Company 

received authorization from the DPSC to issue the additional 

$10,000,000 in long-term debt pursuant to DPSC Order No. 7464, 

Docket No. 08-305. A copy of the Order has been previously filed 

with the FPSC as Exhibit C of the Consummation Report of Securities 

Issued by Chesapeake Utilities Corporation, Docket No. 070640-GU, 

dated March 27, 2009, and is hereby incorporated by reference. 

Attached hereto as Exhibit C is a copy of the $30,000,000 Note 

Agreement for the 5.93% Unsecured Notes. 

(b) The amounts authorized are set forth above. 

(c) The amounts outstanding at June 30, 2009 are set forth above. 

(d) Amount held as reacquired securities: None. 

(e) Amount pledged by Applicant: None. 

(f) Amount owned by affiliated corporations: None. 
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(g) Amount in Sinking Fund or other funds: None. 

(h) Additional information: 

On April 20, 2009, Chesapeake Utilities Corporation and Florida Public 

Utilities Company (FPU) announced execution of a definitive merger 

agreement, pursuant to unanimous approval from Chesapeake's Board 

of Directors on April 17, 2009. Upon completion of the merger, FPU will 

operate as a wholly-owned subsidiary of Chesapeake. The merger is 

subject to the requirements of the Hart-Scott Rodino Act (HSR Act) and 

various regulatory approvals as well as approvals by the shareholders of 

both companies. On May 4, 2009, Chesapeake provided the required 

information according to the HSR Act provisions to the Antitrust Division 

of the United States Department of Justice and the Federal Trade 

Commission. The statutory waiting period for the HSR Act expired on 

June 4, 2009, without comment from the Antitrust Division of the United 

States Department of Justice or the Federal Trade Commission, thus 

allowing the companies to continue with the merger. However, the 

expiration of the HSR waiting period does not preclude the Anti-Trust 

Division of the United States Department of Justice or the Federal Trade 

Commission from challenging the merger on antitrust grounds. Pursuant 

to the regulatory application filed with the DPSC on May 18, 2009, the 

Company sought approval to issue up to 2.6 million shares of 

Chesapeake common stock in exchange for the outstanding common 

shares of FPU. On June 16, 2009, the Company received authorization 

from the DPSC to issue up to 2.6 million shares of common stock in 

connection with the Company's imminent merger with FPU pursuant to 

DPSC Order No. 7591, Docket No. 09-215. A copy of the DPSC 
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Application and Order are attached hereto as Exhibits D and E, 

respectively. On November 19, 2008, the Company had received 

blanket approval from the FPSC to issue up to 3,430,421 shares in 

conjunction with acquisitions, pursuant to the Application by Chesapeake 

Utilities Corporation for Authorization to Issue Common Stock, Preferred 

stock and Secured and/or Unsecured Debt, and to Enter into 

Agreements For Interest Rate Swap Products, Equity Products and 

Other Financial Derivatives and to Exceed Limitation Placed on Short­

Term Borrowings in 2009, Docket No. 080635-GU, dated November 19, 

2008. Accordingly, the estimated 2.6 million shares to be issued to FPU 

shareholders have received the necessary FPSC authorization pursuant 

to the blanket approval. The Maryland Public Service Commission 

(MPSC) requires Chesapeake to submit a notice filing to the MPSC prior 

to the issuance of Chesapeake common stock. On May 19, 2009, the 

Company submitted to the MPSC, the requisite notification of intention to 

issue stock as consideration in the merger. On July 15, 2009, in 

response to Chesapeake's notification, the MPSC acknowledged that, as 

a result of the merger transaction meeting certain exceptions to the 

approval requirement under Maryland regulations, no MPSC approval is 

required for the issuance of Chesapeake common stock in the merger. In 

addition, no regulatory filings or actions are required by the Federal 

Energy Regulatory Commission for approval of the transaction or 

securities associated with the merger. The issuance of Chesapeake's 

common stock in connection with the pending merger transaction was 

registered under the Securities Act of 1933, as amended, pursuant to 

Chesapeake's registration statement on Form S-4 (File No. 333-160795) 
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initially filed by Chesapeake with the Securities and Exchange 

Commission on July 24, 2009 and declared effective on September 10, 

2009. Chesapeake's Form S-4 registration statement, including the 

Joint Proxy Statement/Prospectus included therein, provides details 

about Chesapeake and FPU, including financial information, and 

describes the specific terms of the merger transaction, including the 

issuance of shares and the exchange ratio upon completion of the 

merger transaction. In addition, the Joint Proxy Statement/Prospectus 

provides notification of the respective special shareholder meetings for 

Chesapeake and FPU shareholders to vote on the adoption of the 

merger agreement and the plan of the merger. 

Based on the number of FPU common shares outstanding on August 24, 

2009, the record date, Chesapeake estimated that the Company will 

issue approximately 2.6 million shares of its common stock, par value 

$0.4867 per share to FPU shareholders in connection with the merger. 

Immediately prior to the merger, based on the number of shares of 

Chesapeake and FPU common stock outstanding on the record date, 

Chesapeake shareholders will own approximately 73 percent of the 

combined company and former FPU common shareholders will own 

approximately 27 percent of the combined company. FPU shareholders 

will receive 0.405 shares of Chesapeake common stock for each share 

of FPU common stock owned. Chesapeake shareholders will continue 

to own their existing Chesapeake shares. A copy of the Joint Proxy 

Statement/Prospectus relating to the merger as filed with the Securities 

and Exchange Commission on Registration Statement Form S-4 
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pursuant to Rule 424(b)(3) dated September 15, 2009 is attached hereto 

as Exhibit F. 

On October 22, 2009, Chesapeake and FPU will hold their respective 

shareholder meetings related to approval of the merger agreement and 

the merger. Although there can be no assurances as to whether the 

merger will close or the actual timing of the closing, the Company 

expects to close the merger transaction on October 29, 2009, effective 

November 1, 2009. Prior to the merger closing, FPU will redeem all of 

its outstanding shares of preferred stock at the redemption prices(s) 

stipulated in the terms of the stock agreements, together with dividends 

accrued and unpaid to the date of such redemption. 

In conjunction with the consummation of the upcoming merger 

agreement, Chesapeake anticipates that FPU, upon becoming a 

subsidiary of Chesapeake will hold approximately $47,861,000 in long­

term debt, based on the long-term debt reported in FPU's Form 10-0 as 

of June 30,2009. 

(h)2 During the fourth quarter of 2008, the Company increased its total 

committed short-term borrowing capacity from $15,000,000 to 

$55,000,000 under its two committed lines of credit. To maintain the 

same total line capacity of $100,000,000, the uncommitted lines of credit 

with two of the three banks were reduced accordingly. As of the filing 

date, the Company has four unsecured bank lines of credit with two 

banks. In October 2009, the Company did not renew its $10,000,000 

uncommitted revolving credit facility with the third bank, thus reducing 

the Company's total line capacity from $100,000,000 to $90,000,000. 

The Company currently has two unsecured, committed bank lines of 
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credit in the amounts of $30,000,000 and $25,000,000; and two 

unsecured, uncommitted bank lines of credit in the amounts of 

$20,000,000 and $15,000,000. For the $15,000,000 unsecured, 

uncommitted line of credit, $5,000,000 of the total line can be used to 

guarantee letters of credit issued by Chesapeake or one of its 

subsidiaries for up to 364 days. As of June 30, 2009, the total short-term 

borrowing outstanding under the bank lines of credit was $2,000,000. 

5. 	 Authorizations Requested 

Chesapeake requests authorization from the FPSC to issue up to 371,463 

new shares of its common stock during 2010 for the purpose of administering 

Chesapeake's Retirement Savings Plan, Performance Incentive Plan, 

Dividend Reinvestment and Stock Purchase Plan, conversion of the 

Company's Convertible Debentures, Directors Stock Compensation Plan, and 

Employee Stock Awards Plan. The share breakdown for each specific 

purpose is as follows: 

Number 
of Shares 	 Purpose 
60,000 	 Issuance pursuant to the Company's 

Retirement Savings Plan. 

100,000 	 Issuance under the terms of the 
Company's Performance Incentive Plan. 

100,000 	 Issuance pursuant to the Company's 
Dividend Reinvestment and Stock Purchase 
Plan. 

92,063 	 Issuance under the terms of the Company's 
outstanding 8 ~% Convertible Debentures. 

14,400 	 Issuance pursuant to the Company's 
Directors Stock Compensation Plan. 

5,000 	 Issuance under the terms of the Company's 
Employee Stock Awards Plan. 
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In addition, Chesapeake is requesting FPSC authorization to issue up to 

800,000 shares of Chesapeake stock or an equity-linked instrument 

equivalent in value in 2010 to permanently finance Chesapeake's ongoing 

capital expenditure program. The capital expenditure program is subject to 

continuous review and modification and is funded from short-term borrowings 

and cash provided by operating activities. The Company, in an effort to 

manage its capital structure, may from time to time, permanently finance its 

short-term borrowings through the issuance of common stock or an equity­

linked instrument, as opposed to long-term debt. 

Chesapeake requests FPSC authorization to issue up to $60,000,000 in 

secured an/or unsecured debt during 2010 for general corporate purposes 

including, but not limited to, working capital, retirement of short-term debt, 

retirement of long-term debt and capital improvements. 

Chesapeake is also requesting FPSC authorization during 2010 to issue up 

to 3,828,537 shares of common stock and up to $60,000,000 in secured 

and/or unsecured debt for possible acquisitions, including, if approved, the 

2.6 million shares of common stock to be issued to FPU shareholders upon 

the approvals of the respective companies' shareholders. Due to the nature 

of typical cash for stock acquisitions, the $60,000,000 in secured and/or 

unsecured debt may be initially issued through a bridge loan in the form of 

notes held by banks or some similar form of short-term obligations. For this 

reason, Chesapeake seeks FPSC authorization to exceed the limitation 

placed on short-term borrowings by Section 366.04, Florida Statutes, so as to 

issue short-term obligations in an amount not to exceed $100,000,000 during 

2010. The bridge financing would subsequently be refinanced as unsecured 

12 




long-term debt with an estimated rate of interest of up to 300 basis points 

above U.S. Treasury rates (or extrapolated U.S. Treasury rates) with 

equivalent average life. 

Chesapeake is also requesting authority to issue up to 1,000,000 shares of 

Chesapeake preferred stock in 2010, for possible acquisitions, financing 

transactions, and other general corporate purposes, including potential 

distribution under the Company's Shareholder Rights Agreement ("Rights 

Agreement") adopted by the Board of Directors on August 20, 1999, and 

subsequently, modified and extended by the Board of Directors on 

September 12, 2008. On September 12, 2008, the Board extended the 

expiration of the Rights form August 20, 2009 to August 20, 2019 and 

increased the Exercise Price per share from $54.56 to $105 A copy of the 

First Amendment to Rights Agreement and Securities and Exchange 

Commission Form 8-K pursuant to Chesapeake Utilities Corporation's First 

Amendment to Rights Agreement has been previously filed with the FPSC 

within Exhibit D of the Application by Chesapeake Utilities Corporation for 

Authorization to Issue Common Stock, Preferred Stock and Secured and/or 

Unsecured Debt, and to Enter into Agreements for Interest Rate Swap 

Products, Equity Products and Other Financial Derivatives and to Exceed 

Limitation Placed on Short-Term Borrowings in 2009, Docket No. 080635­

GU, dated November 19, 2009, and is hereby incorporated by reference. 

Chesapeake further seeks FPSC approval to enter into financial agreements 

with institutions in 2010 to negotiate and execute financial derivatives 

enabling the Company to lock in its future financing costs and minimize its 

risk. A financial derivative is a risk-shifting agreement, the value of which is 

derived from the value of an underlying asset. The underlying asset could be 
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a physical commodity, an interest rate, a company's stock, a stock index, a 

currency, or virtually any other tradable instrument upon which two parties 

can agree. A financial derivative can be used for hedging, protecting against 

financial risk, or can be used to speculate on the movement of commodity or 

security prices, interest rates or the levels of financial indices. Financial 

derivatives fall into two categories. One consists of customized, privately 

negotiated derivatives, referred to as over-the-counter (OTC) derivatives or 

swaps. The other category consists of standardized, exchangeable 

derivatives, known generically as futures. In addition, there are various types 

of products within each of the two categories, The Company has attempted 

to identify below some of the financial derivatives that the Company may 

evaluate in 2010, although the listing is not intended to be all-inclusive. 

Rather, the Company seeks approval to evaluate and employ those financial 

derivatives that would mitigate its financial risk associated with a particular 

financing transaction(s). 

Chesapeake is proposing to have the flexibility and authority to enter into the 

following (a) Treasury rate locks, credit spread locks, interest rate swaps, 

collars, caps and/or floors (the "Interest Rate Swap Products"); (b) equity 

collars, floors, prepaid forward contracts, covered calis, forward sales and 

purchases and/or equity-linked instruments (the "Equity Products"); or (c) any 

other Financial Derivatives that meet the objectives described above on such 

terms as Chesapeake considers to be appropriate, provided that the notional 

amount(s) for said Interest Rate Swap Products, Equity Products, and/or 

other Financial Derivatives do not, in the aggregate, exceed the sum of 

$40,000,000. 
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Chesapeake Utilities Corporation allocates funds to the Florida Division on an 

as-needed basis, although in no event would such allocations exceed 75 

percent of the proposed equity securities (common stock and preferred 

stock), long-term debt, short-term debt, Interest Rate Swap Products, Equity 

Products and Financial Derivatives, pursuant to which approval is being 

sought by this Application. 

6. Purposes for which Securities are to be issued: 

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

February 1, 1977. As of June 30, 2009, the RSP had 407 active participants; 

a total market valuation of approximately $35,711,399 and 495,904 shares of 

the Company's common stock. The Company filed a revised RSP Document 

with the Internal Revenue Service ("IRS"), and received a favorable 

determination letter. The changes made to the RSP Document were 

primarily associated with the IRS' most recent Code changes and did not 

change the underlying features of the administration of the RSP. The key 

driver in filing the revised RSP Document was the IRS' mandated 

determination letter filing cycle. A copy of the RSP Document filed with the 

IRS has been previously filed with the FPSC within Exhibit C of the 

Application by Chesapeake Utilities Corporation for Authorization to Issue 

Common Stock, Preferred Stock and Secured and/or Unsecured Debt and to 

Exceed Limitation Placed on Short-Term Borrowings in 2008, Docket No. 

070640-GU, dated November 29, 2007, and is hereby incorporated by 

reference. Pursuant to the RSP, the first 100% of an employee's 

contribution, up to a maximum 6% of his/her salary is matched by the 

Company in shares of Chesapeake common stock. Additional employee 

dollars that are matched by the Company are invested according to the 
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respective employee's 401 (k) designation. The RSP was amended at the 

end of 1998 to provide for a larger employer matching amount, from 60% to 

as much as 200%, and at the same time the Company's Pension Plan was 

closed off to new employees. Accordingly, as the employer-matching amount 

has increased, so has the number of shares being issued under the RSP. 

To continue to balance the composition of debt and equity, Chesapeake 

wants to maintain flexibility in how the RSP is funded, i.e., with new shares of 

its stock, buying shares on the open market, and/or a combination of both 

funding methods. 

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

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

Chesapeake common stock for the purpose of administering Chesapeake's 

RSP. Please note that this Order by the Delaware Public Service 

Commission is "open ended" in the sense that there is no time limit by which 

the approved securities need to be issued. A copy of the Order has been 

previously filed with the FPSC within Exhibit J of the Application 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. On July 13, 1999, the Delaware Public Service 

Commission issued Order No. 5165 approving the issuance of an additional 

100,000 new shares of Chesapeake common stock for the purpose of 

administering the RSP. Please note that this Order by the Delaware Public 

Service Commission is also "open ended" in the sense that there is no time 

limit by which approved securities need to be issued. A copy of this Order 

has been previously filed with the FPSC within Exhibit C of the Application by 

Chesapeake Utilities Corporation for Authorization to issue Common Stock, 
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Preferred Stock and Secured and/or Unsecured Debt and to Exceed 

Limitation Placed on Short-Term Borrowings in 2000, Docket No. 991631­

GU, dated October 20, 1999, and is hereby incorporated by reference. On 

December 19, 2000, the Delaware Public Service Commission issued Order 

No. 5609 approving the issuance of an additional 300,000 new shares of 

Chesapeake common stock for the purpose of administering the RSP. 

Please note that this Order by the Delaware Public Service Commission is 

also "open ended" in the sense that there is no time limit by which approved 

securities need to be issued. A copy of this Order has been previously filed 

with the FPSC as Exhibit E of the Consummation Report of Securities Issued 

by Chesapeake Utilities Corporation, Docket No. 991631-GU, dated March 

29, 2001, and is hereby incorporated by reference. Pursuant to these 

Orders, Chesapeake has issued 476,324 new shares of common stock for 

the RSP as of June 30, 2009. Thus, there remains to be issued 23,676 

shares as authorized by the Delaware Public Service Commission. 

Chesapeake will be seeking authorization for the issuance of an additional 

300,000 shares of common stock for the RSP from the DPSC in 2010. In 

2010, the Company expects to issue 37,998 shares of the additional 300,000 

shares for which DPSC authorization is being sought. 

The FPSC approved the issuance and sale of up to 45,710 shares of 

common stock for the Plan during 2009 by Order No. PSC-08-0769-FOF-GU 

issued on November 19, 2008. Chesapeake now seeks FPSC authorization 

to issue up to 60,000 new shares of Chesapeake common stock for the 

purpose of administering Chesapeake's Retirement Savings Plan during 

2010. 
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(b) On May 19, 1992, the common stock shareholders of Chesapeake voted 

in favor of adopting the Chesapeake Utilities Corporation Performance 

Incentive Plan ("PIP"). On May 19, 1998, the common stock shareholders of 

Chesapeake approved several amendments to the PI P. A copy of the 

amended PIP agreement has been previously filed with the FPSC within 

Exhibit C of the Application for Approval of Issuance and Sale of Securities by 

Chesapeake Utilities Corporation, Docket No, 981213-GU, dated September 

23, 1998, and is hereby incorporated by reference, 

The purposes of the PI Pare (1) to further the long-term growth and earnings 

of the Company by providing incentives and rewards to those executive 

officers and other key employees of the Company and its subsidiaries who 

are in positions in which they can contribute significantly to the achievement 

of that growth; (2) to encourage those employees to obtain proprietary 

interests in the Company and to remain as employees of the Company; and 

(3) to assist the Company in recruiting able management personnel. 

To accomplish these objectives, the PIP authorizes the grant of nonqualified 

stock options, performance shares of the Company's common stock and 

stock appreciation rights, or any combination thereof. The PIP, as it was 

originally adopted by the common stock shareholders of Chesapeake in 

1992, provided that over a ten-year period beginning in 1992, anyone or 

more types of awards for up to a total of 200,000 shares of Chesapeake's 

common stock may be granted. On June 23, 1992, the Delaware Public 

Service Commission issued Order No. 3425 approving the issuance of up to 

200,000 new shares of Chesapeake common stock for the purpose of 

administering Chesapeake's PIP, A copy of this Order has been previously 

filed with the FPSC within Exhibit J of the Application for Approval of 
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Issuance and Sale of Securities by Chesapeake Utilities Corporation, Docket 

No. 931112-GU, dated November 17,1993, and is hereby incorporated by 

reference. The amendments to the PIP adopted by the common stock 

shareholders of Chesapeake on May 19, 1998 changed the terms and 

provisions of the PIP as follows: (1) the aggregate number of shares of 

common stock subject to awards was increased from 200,000 shares to 

400,000 shares; (2) the term of the PIP was extended for five years through 

December 31, 2005; and (3) the Board of Directors was granted greater 

flexibility to amend, modify or terminate the PIP, subject to shareholder 

approval requirements imposed by applicable law. On July 13, 1999, the 

Delaware Public Service Commission issued Order No. 5165 approving the 

issuance of an additional 200,000 new shares of Chesapeake common stock 

for the purpose of administering the PIP, coinciding with these amendments. 

A copy of this Order has been previously filed with the FPSC within Exhibit C 

of the Application by Chesapeake Utilities Corporation for Authorization to 

Issue Common Stock, Preferred Stock and Secured and/or Unsecured Debt 

and to Exceed Limitation Placed on Short-Term Borrowings in 2000, Docket 

No. 991631-GU, dated October 20, 1999, and is hereby incorporated by 

reference. 

The pre-existing PIP expired on December 31, 2005, and the Company's 

current PIP was effective January 1, 2006. Stock awards granted prior to 

2006, were under the authority of the pre-existing PI P. Stock awards granted 

in 2006 through 2014, to the extent earned and awarded in such years, have 

been and will continue to be issued under the authority of the current PIP. 

On February 24, 2005, Chesapeake's Board of Directors adopted the current 

PIP, which applied to performance beginning January 1, 2006, and approved 
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400,000 shares of common stock to be authorized and reserved for issuance. 

The current PI P as adopted by the common shareholders of Chesapeake on 

May 5, 2005 allows for the issuance of restricted stock in the form of 

performance share awards. In addition, the current PIP, allows performance 

shares to be awarded to those key employees of the Company whom a 

designated committee, composed of independent directors chosen by the 

Board determines, are in positions to contribute significantly to the long-term 

growth, development, and financial success of the Company, and will 

encourage those employees to obtain proprietary interest in the Company 

and to remain as employees of the Company as well as to assist the 

Company in recruiting able management personnel. Under the current PIP, 

no more than 25,000 shares are to be awarded to anyone executive in any 

calendar year. The current PI P expires on December 31, 2014. On April 26, 

2005, the Delaware Public Service Commission issued Order No. 6607 

approving the issuance of 400,000 shares of Chesapeake common stock for 

the purpose of administering the current PIP. A copy of the Application and 

Order have been previously filed with the FPSC within Exhibit D, as well as 

Chesapeake's Performance Incentive Plan document for 400,000 shares 

within Exhibit E, of the Application by Chesapeake Utilities Corporation for 

Authorization to Issue Common Stock, Preferred Stock and Secured and/or 

Unsecured Debt and to Exceed Limitation Placed on Short-Term Borrowings 

in 2006, Docket No. 050630-GU, dated September 21, 2005, and is hereby 

incorporated by reference. 

Pursuant to the PIP, Chesapeake has issued 28,707 shares of common stock 

as of June 30, 2009. Thus, there remains to be issued 371,293 shares as 

authorized by the Delaware Public Service Commission. The FPSC approved 
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the issuance and sale of up to 200,000 shares of common stock for the PIP 

during 2009 by Order No. PSC-08-0769-FOF-GU, issued on November 19, 

2008. Chesapeake now seeks FPSC authorization to issue up to 100,000 

new shares of Chesapeake common stock for the purpose of administering 

Chesapeake's Performance Incentive Plan during 2010. The 100,000 shares 

should be adequate to cover any shares issued in 2010 pursuant to awards 

granted to executives and other key officers of the Company and its 

subsidiaries for 2009. 

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

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 Treasury stock or issuing new common stock. The gradual 

issuance of new common stock enables Chesapeake to balance the 

composition of its capital between common stock and long-term debt. As of 

June 30, 2009, the DRP had 1,313 stockholder participants. 

A copy of the DRP as filed on Registration Statement Form S-3 with the 

Securities and Exchange Commission has been previously filed with the 

FPSC as Exhibit D of the Application for Approval of Issuance and Sale of 

Securities by Chesapeake Utilities Corporation, Docket No. 961194-GU, 

dated October 1, 1996, and is hereby incorporated by reference. On May 23, 

1989, the Delaware Public Service Commission issued Order No. 3071 

approving the issuance of up to 200,000 new shares of Chesapeake common 

stock for the purpose of administering Chesapeake's DRP. Please note that 

this Order by the Delaware Public Service Commission is "open ended" in the 

sense that there is no time limit by which the approved securities need to be 

issued. A copy of this Order has been previously filed with the FPSC within 
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Exhibit J of the Application 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. On December 20, 1995, 

the Delaware Public Service Commission issued Order No. 4097 approving 

the issuance of an additional 300,000 new shares of Chesapeake common 

stock for the purpose of administering Chesapeake's DRP. Please note that 

this Order by the Delaware Public Service Commission is also "open ended" 

in the sense that there is no time limit by which the approved securities need 

to be issued. A copy of this Order has been previously filed with the FPSC 

within Exhibit E of the Application for Approval of Issuance and Sale of 

Securities by Chesapeake Utilities Corporation, Docket No. 961194-GU, 

dated October 1, 1996, and is hereby incorporated by reference. On August 

5, 2004, Chesapeake's Board of Directors approved 750,000 additional 

shares of common stock to be authorized and reserved for issuance under 

the Dividend Reinvestment and Stock Purchase Plan, as well as several 

amendments to the terms of the Plan. The amended plan (a) allows for direct 

stock purchases by persons who at the times of purchase are not 

shareholders of the Company; (b) establishes the minimum investment 

amount for direct stock purchases by persons who are not shareholders of 

the Company; (c) fixes the minimum monthly and maximum annual optional 

cash investment limits for participating shareholders; (d) allows for direct 

debiting of shareholder-designated bank accounts for purchases; and (e) 

adds a provision to the Plan, whereby the Company, with the prior approval 

of the Board of Directors or under guidelines adopted by the Board of 

Directors, could on a case-by-case basis waive the maximum annual optional 

cash investment limit and accept investments in excess of that amount. On 
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December 21, 2004 the Delaware Public Service Commission issued Order 

No. 6543, approving the issuance of an additional 750,000 shares of 

Chesapeake common stock for the purpose of administering Chesapeake's 

amended Dividend Reinvestment and Stock Purchase Plan. Please note that 

this Order by the Delaware Public Service Commission is "open ended" in the 

sense that there is no time limit by which the approved securities need to be 

issued. A copy of this Order has been previously filed with the FPSC within 

Exhibit C of the Consummation Report of Securities Issued by Chesapeake 

Utilities Corporation, Docket No. 030942 w GU, dated March 22, 2005, and is 

hereby incorporated by reference. In addition, on December 16, 2008, 

Chesapeake filed a Registration Statement on Form S-3 with the Securities 

and Exchange Commission relating to the registration of 631,756 shares of 

the Company's common stock under the Dividend Reinvestment and Direct 

Stock Purchase Plan. The Registration Statement was declared effective by 

the Securities and Exchange Commission on January 5, 2009 and replaces 

the prior Registration Statement in place for the Plan that had previously 

expired. A copy of the Chesapeake Utilities Corporation Dividend 

Reinvestment and Direct Stock Purchase Plan as filed with the Securities and 

Exchange Commission on Registration Statement Form S-3 dated December 

16, 2008 has previously been filed with the FPSC as Exhibit D of the 

Consummation Report of Securities Issued by Chesapeake Utilities 

Corporation, Docket No. 070640-GU, dated March 27, 2009, and is hereby 

incorporated by reference. 

Pursuant to the Orders above, Chesapeake has issued 630,971 new shares 

of common stock as of June 30, 2009. Thus, there remains to be issued 

619,029 shares as authorized by the Delaware Public Service Commission. 
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The FPSC approved the issuance and sale of up to 400,000 shares for the 

DRP during 2009 by Order No. PSC-08-0769-FOF-GU, issued on November 

19,2008. 

Chesapeake now seeks FPSC approval to issue up to 100,000 new shares of 

Chesapeake common stock for the purpose of administering Chesapeake's 

amended Dividend Reinvestment and Stock Purchase Plan during 2010. 

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

Debentures as part of a public offering. As of June 30, 2009, $1,566,000 

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 is 92,063. 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 Application 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 had a conversion premium greater than the offering price of 

the common stock issued, no mandatory sinking fund, and became callable 

after one year at a premium equal to the interest rate less 1%, declining 1/2% 

per year thereafter. There is an optional bondholder redemption feature, 

which allows any debenture holder to present any Debenture for redemption, 

at par, on the anniversary date of the issue, subject to annual limitations of 

$10,000 per debenture holder and $200,000 in the aggregate. These 

optional redemption rights began on April 1, 1991 In addition, subject to the 

annual limitations of $10,000 per debenture holder and $200,000 in the 

aggregate, Chesapeake will redeem the Debentures of deceased debenture 
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holders within 60 days of notification. Such redemption of estate Debentures 

shall be made prior to other Debentures. 

On February 14, 1989, the Delaware Public Service Commission issued 

Order No. 3040 approving the issuance of $5,000,000 in Convertible 

Debentures and, inherently, their potential conversion into Chesapeake 

common stock. Please note that this Order by the Delaware Public Service 

Commission is "open ended" in the sense that there is no time limit by which 

the approved securities need to be issued. A copy of this Order has been 

previously filed with the FPSC within Exhibit J of the Application 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. 

As of June 30, 2009, a cumulative $2,509,000 of the Convertible Debentures 

has been converted. The FPSC approved the issuance and sale of up to 

104,469 new shares of Chesapeake common stock for the purpose of 

honoring conversion rights pursuant to the Company's Convertible 

Debentures during 2009, by Order No.PSC-08-0769-FOF-GU, issued on 

November 19, 2008. Chesapeake now seeks FPSC authorization to issue up 

to 92,063 new shares of Chesapeake common stock for the purpose of 

honoring these conversion rights during 2010. 

(e) On February 24, 2005, the Board adopted Chesapeake's Directors Stock 

Compensation Plan (DSCP) and on May 5, 2005, the DSCP received 

shareholder approval. Under the DSCP each non-employee director who is 

elected as a director or whose service as a director will continue after the 

date of the respective Annual Meeting will receive, as compensation for 

services during the ensuing year, an award of no more than 1,200 shares of 

25 




the Company's common stock on the date of the Company's Annual Meeting. 

The DSCP enhances the Company's ability to attract, motivate and retain as 

non-employee directors persons of training, experience and ability and to 

encourage the highest level of non-employee director performance by 

providing such directors with a proprietary interest in the Company's growth 

and financial success. The DSCP expires on December 31, 2015. 

On April 26, 2005, the Delaware Public Service Commission issued Order 

No. 6607 authorizing Chesapeake to issue up to 75,000 shares of common 

stock to administer the Company's DSCP. 

A copy of the Application, and Order have been previously filed with the 

FPSC within Exhibit 0, as well as the DSCP plan document within Exhibit F 

of the Application by Chesapeake Utilities Corporation for Authorization to 

Issue Common Stock, Preferred Stock and Secured and/or Unsecured Debt 

and to Exceed the Limitation Placed on Short-Term Borrowings in 2006, 

Docket No. 050630-GU, dated September 21, 2005, and is hereby 

incorporated by reference. The FPSC approved the issuance of up to 14,400 

shares of common stock for the DSCP during 2009 by Order No. PSC-08­

0769-FOF-GU, issued on November 19, 2008. Pursuant to the DSCP, 

Chesapeake has issued a cumulative 30,211 new shares of common stock 

as of June 30, 2009. Thus, there remains to be issued 44,789 shares as 

previously authorized by the Delaware Public Service Commission. 

Chesapeake now seeks FPSC authorization to issue up to 14,400 new 

shares of Chesapeake common stock for the purpose of administering 

Chesapeake's DSCP during 2010. The 14,400 shares should be adequate to 

cover any awards granted to non-employee directors of the Company in 

2010. 
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(f) The Board adopted the Employee Stock Awards Plan (ESAP) on 

February 24, 2005; allowing the Company to grant stock awards to its top 

performing managers and employees of the year; and to have the flexibility to 

make other awards of stock to employees for exemplary performance. The 

ESAP received shareholder approval on May 5,2005. The maximum number 

of shares that can be issued from the ESAP in anyone year is 5,000. The 

ESAP expires on December 31, 2015. 

On April 26, 2005, the Delaware Public Service Commission issued Order 

No. 6607 authorizing Chesapeake to issue up to 25,000 shares of common 

stock to administer the Company's ESAP. 

A copy of the Application and Order have been previously filed with the FPSC 

within Exhibit D, as well as the ESAP document within Exhibit G of the 

Application by Chesapeake Utilities Corporation for Authorization to Issue 

Common Stock, Preferred Stock and Secured and/or Unsecured Debt and to 

Exceed Limitation Placed on Short-Term Borrowings in 2006, Docket No. 

050630-GU, dated September 21, 2005, and is hereby incorporated by 

reference. The FPSC approved the issuance of up to 5,000 shares of 

common stock for the ESAP during 2008 by Order No. PSC-07-0952-FOF­

GU, issued on November 29, 2007. Pursuant to the ESAP, Chesapeake has 

issued a cumulative 1,150 shares of common stock as of June 30, 2009. 

Thus, there remains to be issued 23,850 shares as previously authorized by 

the Delaware Public Service Commission. Chesapeake now seeks FPSC 

authorization to issue up to 5,000 new shares of Chesapeake common stock 

for the purpose of administering Chesapeake's ESAP during 2010. The 

5,000 shares should be adequate to cover any awards granted to managers 

and employees of the Company and its subsidiaries in 2010. 
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(g) On July 5, 2006, Chesapeake filed a Shelf Registration Statement on 

Form S-3 with the Securities Exchange Commission to issue up to 

$40,000,000 in new common stock and/or debt securities over a three-year 

period. Under the Shelf Registration, the net proceeds from the sale of 

common stock and/or debt securities would be added to Chesapeake's 

general corporate funds and used for general corporate purposes including, 

but not limited to, financing of capital expenditures, repayment of short-term 

debt, funding share repurchases, financing acquisitions, investing in 

subsidiaries and general working capital purposes. A copy of the Shelf 

Registration Statement has been previously filed with the FPSC within Exhibit 

D of the Application by Chesapeake Utilities Corporation for Authorization to 

Issue Common Stock, Preferred Stock and Secured and/or Unsecured Debt 

and to Exceed Limitation Placed on Short-Term Borrowings in 2008, Docket 

No. 070640-GU, dated November 29, 2007, and is hereby incorporated by 

reference. On November 9, 2006, Chesapeake filed a Prospectus 

Supplement with the Securities Exchange Commission pursuant to Rule 

424{b){5). The Prospectus Supplement provided financial information about 

the Company and described the specific terms of the Company's upcoming 

common stock offering, including the securities the Company would offer, the 

price of the offered shares, updated number of shares, delivery date of the 

sold shares, shares outstanding after the issuance, underwriting discounts 

and commissions as well as proceeds to the Company. A copy of the 

Prospectus Supplement has been previously filed with the FPSC within 

Exhibit E of the Application by Chesapeake Utilities Corporation for 

Authorization to Issue Common Stock, Preferred Stock and Secured and/or 

Unsecured Debt and to Exceed Limitation Placed on Short-Term Borrowings 
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in 2008, Docket No. 070640-GU, dated November 29, 200'7, and is hereby 

incorporated by reference. On November 21, 2006, Chesapeake, pursuant 

to the Prospectus Supplement completed a public stock offering of 600,300 

shares of its common stock at $30.10 per share. The net proceeds of 

approximately $17,200,000 million from the sale of the 600,300 shares of 

common stock were used to repay a portion of the Company's short-term 

debt under its unsecured lines of credit. Short-term debt has been used to 

temporarily finance the Company's utility expansion projects. 

In connection with the stock offering of Chesapeake's 600,300 shares of 

common stock, Chesapeake, on November 30, 2006, completed the sale of 

90,045 additional shares of its common stock at $30.10 per share. The sale 

of the 90,045 shares of common stock was pursuant to the exercise of the 

over-allotment option by the underwriters. The net proceeds of approximately 

$2,600,000 from the sale of the 90,045 over-allotment shares were used to 

repay a portion of the Company's short-term debt. 

On October 16, 2006, the Delaware Public Service Commission issued Order 

No. 7065 authorizing Chesapeake to issue up to $40,000,000 in common 

stock and/or debt securities over a three-year financing period under the 

Shelf Registration Statement. Of the $40,000,000 approved for issuance in 

common stock and/or debt securities, $20,000,000 was used for the issuance 

of common stock per the aforementioned November 30, 2006 stock offering, 

and the remaining $20,000,000 covered a portion of the October 23, 2008 

issuance of $30,000,000 in principal unsecured long-term debt pursuant to 

the transaction described in detail in section 4, Funded Indebtedness, 

paragraph h(1). As of June 30, 2009, there is a zero (0) balance under the 

Shelf Registration Statement. 
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(h) Chesapeake now seeks FPSC approval to issue up to 800,000 shares of 

Chesapeake stock or an equity-linked instrument equivalent in value in 2009 

to permanently finance Chesapeake's ongoing capital expenditure program. 

Financing for the Company's capital expenditure program is subject to 

continuous review and modification and is funded from short·term borrowings 

and cash provided by operating activities. The Company, in an effort to 

manage its capital structure, may, from time to time permanently finance 

through the issuance of common stock or an equity-linked instrument, as 

opposed to long-term debt. The FPSC approved the issuance of 800,000 

shares of common stock for Chesapeake during 2009 by Order No. PSC­

087-0769-FOF-GU, issued on November 19,2008. 

(i) Chesapeake seeks FPSC authorization to issue during 2010 up to 

$60,000,000 in secured and/or unsecured long-term debt with an estimated 

rate of interest of up to 300 basis points above U.S. Treasury rates (or 

extrapolated U.S. Treasury rates) with equivalent average life. Proceeds 

from this debt issuance would be used for general corporate purposes 

including, but not limited to, working capital, retirement of short-term debt, 

retirement of long-term debt and capital improvements. The FPSC approved 

the issuance and sale of $40,000,000 in secured and/or unsecured long-term 

debt during 2009 by Order No. PSC-08-0769-FOF-GU, issued November 19, 

2008. 

U)Chesapeake seeks further FPSC authorization to issue during 2010 up to 

an additional 3,828,537 shares of common stock and an additional 

$60,000,000 in secured and/or unsecured long-term debt with an estimated 

rate of interest of up to 300 basis points above U.S. Treasury rates (or 

extrapolated U.S. Treasury rates) with equivalent average life. This 
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additional stock and debt would be used to finance Chesapeake's ongoing 

acquisition program. Chesapeake expects to continue to search for growth 

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

proper mix of business activities. Financing of acquisitions will depend upon 

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

economic conditions. 

The FPSC approved the issuance and sale of 3,430,421 shares of common 

stock and $40,000,000 in secured and/or unsecured long-term debt for this 

purpose during 2009 by Order No. PSC-08-09769-FOF-GU, issued on 

November 19, 2008. 

(k)Chesapeake seeks FPSC authorization to issue up to 1,000,000 shares of 

Chesapeake preferred stock during 2010 for possible acquisitions, financing 

transactions, and other general corporate purposes, including potential 

distribution under the Company's Rights Agreement adopted by the Board of 

Directors on August 20, 1999. The Rights Agreement was subsequently 

modified and extended by the Board of Directors on September 12, 2008. 

Pursuant to the Board's actions, the expiration of the Rights was extended 

from August 20, 2009 to August 20, 2019 and the Exercise Price was 

increased per share from $54.56 to 105. The Rights Agreement approved by 

the Board of Directors is designed to protect the value of the outstanding 

common stock in the event of an unsolicited attempt by an acquirer to take 

over the Company in a manner or on terms not approved by the Board of 

Directors. The Rights Agreement is not intended to prevent a takeover of the 

Company at a fair price and should not interfere with any merger or business 

combination approved by the Board of Directors. Copies of the Forms 8-A 

and 8-K filed with the Securities and Exchange Commission in conjunction 
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with the Rights Agreement have been previously filed with the FPSC as 

Exhibit D of the Application by Chesapeake Utilities Corporation for 

Authorization to Issue Common Stock, Preferred Stock and Secured and/or 

Unsecured Debt and to Exceed Limitation Placed on Short-Term Borrowings 

in 2000, Docket No. 991631-GU, dated October 20, 1999, and are hereby 

incorporated by reference. A copy of the Company's First Amendment to the 

Rights Agreement and the Form 8-K filed with the Securities and Exchange 

Commission in conjunction with the First Amendment to the Rights 

Agreement has been previously filed with the FPSC as Exhibit D of the 

Application by Chesapeake Utilities Corporation for Authorization to Issue 

Common Stock, Preferred Stock and Secured and/or Unsecured Debt and to 

Enter into Agreements For Interest Rate Swap Products, Equity Products and 

Other Financial Derivatives and to Exceed Limitation Placed on Short-Term 

Borrowings in 2009, Docket No. 080635-GU, dated November 19, 2008, and 

are hereby incorporated by reference. As of June 30, 2009, zero (0) shares 

of Chesapeake preferred stock have been issued. The FPSC approved the 

issuance and sale of up to 1,000,000 shares of Chesapeake preferred stock 

for possible acquisitions, financing transactions, and other general corporate 

purposes, including potential distribution under the Company's Rights 

Agreement, during 2009 by Order No. PSC-08-0769-FOF-GU, issued on 

November 19, 2008. 

(I) Chesapeake is also requesting authority during 2009 to enter into an 

agreement for financial derivatives including, but not limited to Interest Rate 

Swap Products, Equity Products, and/or other Financial Derivatives on such 

terms as Chesapeake considers appropriate provided that the notional 

amount(s) for said Interest Rate Swap Products, Equity Products, and/or 
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other Financial Derivatives do not, in the aggregate, exceed the sum of 

$40,000,000. On July 9, 2002, the Delaware Public Service Commission 

issued Order No. 5989 approving the Company's application for approval of 

the issuance of certain long-term debt, and acknowledging U,at the Company 

was considering entering into, or utilizing Interest Rate Swap Products. While 

the Company does not consider such Interest Rate Swap Products, Equity 

Products, and/or other Financial Derivatives to involve the actual issuance of 

securities within the ambit of Section 366.04 (1), Florida Statutes, in an 

abundance of caution, Chesapeake requests such authority to the extent the 

FPSC considers Interest Rate Swap Products, Equity Products, and/or other 

Financial Derivatives subject to its jurisdiction. In the event that the FPSC 

does 	not consider Interest Rate Swap Products, Equity Products, and/or 

other Financial Derivatives to be jurisdictional, Chesapeake requests that that 

FPSC issue an Order acknowledging the Company's request and confirming 

the FPSC's absence of jurisdiction regarding these instruments. 

A copy of this Order was filed as Exhibit C of the Application by Chesapeake 

Utilities Corporation for Authorization to Issue Common Stock, Preferred 

Stock and Secured and/or Unsecured Debt, and to Enter into Agreements for 

Interest Rate Swap Products, and to Exceed Limitation Placed on Short-Term 

Borrowings in 2004, Docket No. 030942-GU, and is hereby incorporated by 

reference. 

7. 	 Purposes for which Securities are to be issued: 

The common stock, preferred stock and long-term debt authorized for 

issuance will be used for the purpose of administering Chesapeake's 

Retirement Savings Plan, Performance Incentive Plan, Dividend 

Reinvestment and Stock Purchase Plan, Directors Stock Compensation Plan, 
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Employee Stock Awards Plan, conversion of the Company's Convertible 

Debentures, financing of the Company's acquisition program and for other 

corporate purposes including, but not limited to the following: working capital; 

retirement of short-term debt; retirement of long-term debt; capital 

improvements; and potential distribution under the Rights Agreement. 

Chesapeake believes that Interest Rate Swap Products, Equity Products and 

other Financial Derivatives would provide Chesapeake with an additional 

opportunity to achieve lower cost funding of existing and prospective debt 

and equity placements, as well as enhanced flexibility to manage the 

Company's exposure to risk as market conditions permit. These are all for 

lawful objects within the corporate purposes of Chesapeake and compatible 

with the public interest and are reasonably necessary or appropriate for such 

purposes. 

8. 	 Counsel: 

The legality of the common stock, preferred stock and debt issuances will be 

passed upon by William A. Denman, Esquire, Parkowski, Guerke and 

Swayze, P .A., 116 West Water Street, Dover, Delaware 19904, who will rely 

on 8eth Keating, Esquire, Akerman Senterfitt, Suite 1200, 106 East College 

Avenue, Tallahassee, Florida 32301, as to matters of Florida law. 

9. 	 Other Regulatory Agencies: 

Under 26 Del. C Section 215 of the Delaware statutes, Chesapeake is 

regulated by the Delaware Public Service Commission and, therefore, must 

file a Prefiling Notice, a Notice, and an Application to obtain approval of the 

Delaware Commission before issuing new securities which mature more than 

one (1) year from the date of issuance. In addition, a Notice must be filed if 

Chesapeake expects to incur short-term indebtedness, which exceeds ten 
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percent of the Company's total capitalization. All necessary applications or 

registration statements have been or will be made as required and will be 

made a part of the final consummation report to the FPSC as required by 

Rule 25-8.009, Florida Administrative Code. 

The address of the Delaware Commission is as follows: 

Delaware Public Service Commission 
861 Silver Lake Boulevard 

Cannon Building 

Dover, Delaware 19904 

Attention: Bruce H. Burcat, Executive Director 


10. 	 Control or ownership: 

Applicant is not owned by any other company nor is Applicant a member of 

any holding company system. 

11. 	 Exhibits: 

The following exhibits submitted with Applicant's Applications in Docket Nos. 

931112-GU, 961194-GU, 981213-GU, 991631-GU, 030942-GU, 050630-GU, 

070640-GU, and 080635-GU, respectively, are incorporated in the instant 

Application by reference: 

Docket No. 931112-GU 

Exhibit I: 	 Chesapeake Utilities Corporation Public Offering of Common 
Stock and Convertible Debentures as filed with the Securities 
and Exchange Commission on Registration Statement Form 
S-2 dated February 16, 1989. 

Exhibit J: 	 Delaware Public Service Commission Order No. 3425 dated 
June 23, 1992 for the Issuance of Common Stock pursuant to 
Chesapeake Utilities Corporation Retirement Savings Plan 
(100,000 shares); 

Delaware Public Service Commission Order No. 3425 dated 
June 23, 1992 for Issuance of Common Stock pursuant to 
Chesapeake Utilities Corporation Performance Incentive Plan 
(200,000 shares); 
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Delaware Public Service Commission Order No. 3071 dated 
May 23, 1989 for the Issuance of Common Stock pursuant to 
Chesapeake Utilities Corporation Dividend Reinvestment and 
Direct Stock Purchase Plan (200,000 shares); 

and 

Delaware Public Service Commission Order No. 3040 dated 
February 14, 1989 authorizing $5,000,000 for Chesapeake 
Utilities Corporation 8.25% Convertible Debentures. 

Docket No. 961194-GU 

Exhibit D: 	 Chesapeake Utilities Corporation Dividend Reinvestment and 
Stock Purchase Plan as filed with the Securities and Exchange 
Commission on Registration Statement Form S-3 dated 
December 1,1995. 

Exhibit E: 	 Delaware Public Service Commission Order No. 4097 dated 
December 20, 1995, for the issuance of 300,000 shares 
pursuant to Chesapeake Utilities Corporation's Dividend 
Reinvestment and Stock Purchase Plan. 

Docket No. 981213-GU 

Exhibit C: 	 Chesapeake Utilities Corporation Amended Performance 
Incentive Plan. 

Docket No. 991631-GU 

Exhibit C: 	 Delaware Public Service Commission Order No. 5165 dated 
July 13, 1999 for the Issuance of Common Stock pursuant to 
Chesapeake Utilities Corporation Retirement Savings Plan 
(100,000 shares) and Chesapeake Utilities Corporation 
Performance Incentive Plan (200,000 shares). 

Exhibit D: 	 Securities and Exchange Commission Form 8-A For 
Registration of Certain Classes of Securities Pursuant to 
Section 12(8) or 12(G) of the Securities Exchange Act of 1934 
Securities and Exchange Commission Form 8-K Current 
Report. 

Exhibit E: 	 Delaware Public Service Commission Order No. 5609 dated 
December 19, 2000 pursuant to Chesapeake Utilities 
Corporation Retirement Savings Plan (300,000 shares) (as 
filed with the FPSC Consummation Report of Securities Issued 
by Chesapeake Utilities Corporation on March 29, 2001). 
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Docket No. 030942-GU 

Exhibit C: Delaware Public Service Commission Order No. 6543 dated 
December 21, 2004 pursuant to Chesapeake Utilities 
Corporation Dividend Reinvestment and Direct Stock 
Purchase Plan (750,000 shares) (as filed with the FPSC 2004 
Consummation Report of Securities Issued by Chesapeake 
Utilities Corporation on March 22, 2005). 

Exhibit C: Delaware Public Service Commission Order No. 5989 dated 
July 9, 2002 authorizing the issuance of long-term debt. 

Docket No. 050630-GU 

Exhibit D: 

Exhibit E: 

Exhibit F: 

Exhibit G: 

Delaware Public Service Commission Application and Order 
No. 6607 dated April 26, 2005 for the Issuance of up to 
500,000 shares of Chesapeake Utilities Corporation Common 
Stock for administering Chesapeake Utilities Corporation 
Performance Incentive Plan, Directors Stock Compensation 
Plan and Employee Stock Awards Plan. 

A copy of Chesapeake Utilities Corporation Performance 
Incentive Plan document (400,000 shares). 

A copy of Chesapeake Utilities Corporation Directors Stock 
Compensation Plan document (75,000 shares). 

A copy of Chesapeake Utilities Corporation's Employee Stock 
Awards Plan document (25,000 shares). 

Docket No. 070640-GU 

Exhibit C: 

Exhibit D: 

Exhibit E: 

Exhibit F: 

Retirement Savings Plan Document filed with the Internal 
Revenue Service dated January 30, 2007, effective January 1, 
2006. 

Chesapeake Utilities Corporation Public Offering of Common 
Stock as filed with the Securities and Exchange Commission 
on Registration Statement Form S-3 dated July 5,2006. 

Chesapeake Utilities Corporation Prospectus Supplement as 
filed with the Securities and Exchange Commission pursuant 
to Rule 424(b)(5) dated November 9,2006. 

Delaware Public Service Commission Application and Order 
No. 7065 dated October 16, 2006 for the issuance of up to 
$40,000,000 in common stock and/or debt securities over a 
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three-year financing period pursuant to Chesapeake Utilities 
Corporation's Shelf Registration Statement. 

Docket No. 080635-GU 

Exhibit C: 	 Delaware Public Service Commission Application dated 
September 29, 2008, requesting approval for the issuance of 
up to $10,000,000 of Chesapeake Utilities Corporation 
unsecured long-term debt securities. 

Delaware Public Service Commission Order No. 7464 dated 
October 23,2008, for the Issuance of up to $10,000,000 of 
Chesapeake Utilities Corporation 5.93% Unsecured Senior 
Notes (as filed with the FPSC Consummation Report of 
Securities Issued by Chesapeake Utilities Corporation on 
March 27, 2009). 

Exhibit D: 	 Chesapeake Utilities Corporation First Amendment to Rights 
Agreement and Securities and Exchange Commission Form 8­
K pursuant to Chesapeake Utilities Corporation First 
Amendment to Rights Agreement. 

Chesapeake Utilities Corporation Dividend Reinvestment and 
Direct Stock Purchase Plan as filed with the Securities and 
Exchange Commission on Registration Statement Form S-3 
dated December 16, 2008 (as filed with the FPSC 
Consummation Report of Securities Issued by Chesapeake 
Utilities Corporation on March 27, 2009). 

Filed herewith: 

Exhibit A: 	 Exhibit A consists of the following attachments: 

A(1} 	 Chesapeake Utilities Corporation Annual Report on Form 
10-K for the year ended December 31, 2008. 

A(2) 	 Chesapeake Utilities Corporation Quarterly Report on Form 
10-Q for the quarter ended June 30, 2009. 

Exhibit B: 	 Sources and Uses of Funds Statement and Construction 
Budget. 

Exhibit C: 	 $30,000,000 Note Agreement for Chesapeake Utilities 
Corporation 5.93% Unsecured Senior Notes. 

Exhibit D: 	 Delaware Public Service Commission Application dated May 
18, 2009, requesting approval for the issuance of up to 2.6 
million shares of Chesapeake Utilities Corporation common 
stock in conjunction with the FPU merger. 
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Exhibit E: 	 Delaware Public Service Commission Order No. 7951 dated 
June 11, 2009 for the issuance of up to 2.6 million shares of 
Chesapeake Utilities Corporation common stock in conjunction 
with the FPU merger. 

Exhibit F: 	 Chesapeake Utilities Corporation Joint Proxy 
Statement/Prospectus as "filed with the Securities and 
Exchange Commission on Registration Statement Form S-4 
pursuant to Rule 424(b)(5) dated September 15, 2009. 

12. 	 Constitutionality of Statute: 

Chesapeake has taken the position that the statutory requirement of FPSC 

approval of the issuance and sale of securities by a public utility, under 

Section 366.04 (1), Florida Statutes, as applied to Chesapeake, a Delaware 

corporation engaged in interstate commerce, is unconstitutional, in that it 

creates an unreasonable burden on interstate commerce. Support for this 

position is set out in Chesapeake's Petition for declaratory statement 

disclaiming jurisdiction, as filed in FPSC Docket No. 930705-GU. By FPSC 

Order No. PSC-93-1548-FOF-GU, issued on October 21, 1993, the FPSC 

denied the Petition for declaratory statement, while approving the alternative 

Application for approval of the issuance of up to 100,000 new shares of 

common stock for the purpose of administering a Retirement Savings Plan. 

The FPSC found that lithe facial constitutionality of a statute cannot be 

decided in an administrative proceeding," and that since the stock issuance 

was approved, "the question of constitutionality appears to be academic at 

this time." 

Chesapeake continues to maintain that the assertion of jurisdiction by the 

FPSC over its securities unconstitutionally burdens interstate commerce, 

particularly where the Public Service Commission of the State of Delaware 

has approved their issuance and sale, and/or where the securities do not 
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create a lien or encumbrance on assets of Chesapeake's public utility 

operations in the State of Florida. 

Florida law provides for severe penalties for any willful violation of a statute 

administered by the FPSC or any of its rules or orders, Secs. 350.127 (1) and 

366.095, Florida Statutes. Accordingly, Chesapeake believes it must submit 

to FPSC jurisdiction over its securities if it is to avoid assessment of such 

penalties and to otherwise remain in good standing before the FPSC. It 

therefore flies the instant Application, under protest, and without waiver of its 

position regarding the unconstitutionality of the statute. 
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PRAYER FOR RELIEF 


Based on the foregoing, Chesapeake Utilities Corporation requests that the FPSC issue an 

Order authorizing it in 2010 to issue up to 5,000,000 shares of common stock, up to 

1,000,000 shares of preferred stock, and up to $120,000,000 of secured and/or unsecured 

debt, and authorizing it to enter into agreements up to $40,000,000 in Interest Rate Swap 

Products, Equity Products and other Financial Derivatives, and to exceed the limitation 

placed on short-term borrowings by Section 366.04, Florida Statutes, so as to issue up to 

$100,000,000 in short-term obligations. 

Respectfully submitted, 

Date: October 22, 2009 

Attorneys for 
Chesapeake Utilities Corporation 
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-------

STATE OF DELAWARE * 

* 
COUNTY OF KENT * SS 

BE IT REMEMBERED that on this the day of October 22, 2009, personally appeared before 

me, a Notary Public for the State of Delaware, Beth W. Cooper, who being by me duly sworn, did 

depose and say that she is Senior Vice President, Chief Financial Officer, Treasurer and Corporate 

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

Application of Chesapeake Utilities Corporation states facts, and insofar as those facts are within her 

personal knowledge, they are true; and insofar as those facts that are not within her personal 

knowledge, she believes them to be true, that the exhibits accompanying this Application and 

attached hereto are true and correct copies of the originals of the aforesaid exhibits, and that she 

has executed this Application on behalf of the Company and pursuant to the authorization of its 

Board of Directors. 

Beth W. Cooper 
Senior Vice President, Chief Financial Officer, 
Treasurer and Corporate Secretary 

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

~ """""1, 
I 1riJ .. d a~ ·f~~~!.~·/"""

N~ta~:~~b:C ~ . t;/.,o~~C:QI' 
My Commission Expires: ~) ,q II"~ \~ ~J " : 

.. ('C\. ..Ie ~ 

~..,o;'<~ .i 
"'" OeJ.A.,.~,",,...,,,,,,' 
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----------------------------------------------Exhibit A - A(1) 

UNITED STATES 

SECURITIES AND EXCHANGE COMMISSION 


Washington, D.C. 20549 


FORM 10-K 

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF 

THE SECURITIES EXCHANGE ACT OF 1934 


For the Fiscal Year Ended: December 31,2008 Commission File Number: 001-11590 


CHESAPEAKE UTILITIES CORPORATION 
(Exact name of registrant as specified in its charter) 

State of Delaware 51-0064146 
(State or other jurisdiction of (I.R.S. Employer 
incorporation or organization) Identification No.) 

909 Silver Lake Boulevard, Dover, Delaware 19904 
(Address of principal executive offices, including zip code) 

302-734-6799 
(Registrant's telephone number, including area code) 

Securities registered pursuant to Section 12(b) ofthe Act: 

Title ofeach class Name of each exchange on which registered 
Common Stock - par value per share $.4867 New York Stock Exchange, Inc. 

Securities registered pursuant to Section 12(g) of the Act: 

8.25% Convertible Debentures Due 2014 


(Title ofclass) 


Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act. Yes [ ]. No [X]. 

Indicate by check mark ifthe registrant is not required to file reports pursuant to Section 13 or Section 15(d) ofthe Act. Yes [ ]. No [X]. 

Indicate by check mark whether the registrant (I) has filed all reports required to be filed by Section 13 or 15 (d) of the Securities 
Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), 
and (2) has been subject to such filing requirements for the past 90 days. Yes [Xl No [ ]. 

Indicate by check mark ifdisclosure ofdelinquent filers pursuant to Item 405 ofRegulation S-K is not contained herein, and will not be 
contained, to the best of registrant's knowledge, in definitive proxy or information statements incorporated by reference in Part III of 
this Form IO-K or any amendments to this Form IO-K. [X] 

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller 
reporting company. See the definitions of"accelerated filer," "large accelerated filer" and "smaller reporting company in Rule 12b-2 of 
the Exchange Act. (Check one): 

Large accelerated filer [ ] Accelerated filer [X] Non-accelerated filer [ ] Smaller Reporting Company L ] 

Indicate by a check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act). Yes [ ]. No [XJ. 

The aggregate market value of the common shares held by non-affiliates of Chesapeake Utilities Corporation as of June 30, 2008, the 
last business day of its most recently completed second fiscal quarter, based on the last trade price on that date, as reported by the New 
York Stock Exchange, was approximately $168.8 million. 

As of February 28, 2009, 6,833,066 shares of common stock were outstanding. 

DOCUMENTS INCORPORATED BY REFERENCE 

Portions of the Proxy Statement for the 2009 Annual Meeting of Stockholders are incorporated by reference in Part III. 
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GLOSSARY OF KEY TERMS 

Frequently used abbreviations, acronyms, or terms used in this report: 

BravePoint 

Chesapeake 

Company 

ESNG 
OnSight 
PESCO 
PIPECO 
Sharp Energy 
Sbarpgas 
Skipjack 

Tri-County 
Xeron 

APB 
Delaware PSC 
DOT 
EPA 
FASB 
FERC 
FDEP 
Florida PSC 
IRS 
Maryland PSC 
MDE 
SEC 

AOCI 

AS/SVE 

CGS 

Columbia 

DSCP 

Dts 

E3 Project 

ER 

EITF 

FIN 

FSP 

GAAP 

GSR 


Subsidiaries of Chesapeake Utilities Corporation 
BravePoint, Inc., a wholly-owned subsidiary ofChesapeake Services Company, which 
is a wholly-owned subsidiary of Chesapeake Utilities Corporation 
The Registrant, the Registrant and its subsidiaries, or the Registrant's subsidiaries, as 
appropriate in the context of the disclosure 
The Registrant, the Registrant and its subsidiaries or the Registrant's subsidiaries, as 
appropriate in the context of the disclosure 
Eastern Shore Natural Gas Company, a wholly-owned subsidiary of Chesapeake 
Chesapeake OnSight Services, LLC, a wholly-owned subsidiary of Chesapeake 
PeninsulaEnergy Services Company, Inc., a wholly-owned subsidiary ofChesapeake 
Peninsula Pipeline Company, Inc., a wholly-owned subsidiary of Chesapeake 
Sharp Energy, Inc., a wholly-owned subsidiary of Chesapeake Utilities Corporation 
Sharpgas, Inc., a wholly-owned subsidiary of Sharp Energy, Inc. 
Skipjack, Inc., a wholly-owned subsidiary ofChesapeake Service Company, which is a 
wholly-owned subsidiary of Chesapeake Utilities Corporation 
Tri-County Gas Co., Inc. a wholly-owned subsidiary of Sharp Energy 
Xeron, Inc, a wholly-owned subsidiary of Chesapeake 

Regulatory Agencies 
Accounting Principles Board 

Delaware Public Service Commission 

United States Department of Transportation 

United States Environmental Protection Agency 

Financial Accounting Standards Board 

Federal Energy Regulatory Commission 

Florida Department of Environmental Protection 

Florida Public Service Commission 

Internal Revenue Service 

Maryland Public Service Commission 

Maryland Department of Environment 

Securities and Exchange Commission 


Other 
Accumulated Other Comprehensive Income 

Air Sparging and SoilNapor Extraction 

Community Gas Systems 

Columbia Gas Transmission Corporation 

Directors Stock Compensation Plan 

Dekatherms 

ESNG Energylink Expansion Project 

Environmental rider 

Financial Accounting Standards Board Emerging Issues Task Force 

Financial Accounting Standards Board Interpretation Number 

Financial Accounting Standards Board Staff Position 

Generally Accepted Accounting Principles 

Gas sales service rates 
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Gulf 
Gulfstream 
HOD 
MMBtus 
NYSE 
PIP 
S&P 500 Index 
SFAS 

EITF 03-6-1 

EITF 07-05 

EITF 08-03 
EITF 08-05 

FIN 39-1 

FIN 47 

FIN 48 

FSP APB 14-1 

FSP 142-3 
FSP 157-3 

SFAS No. 71 

SFAS No. 87 

SFAS No. 88 

SFAS No. 106 

SFAS No. 109 
SFAS No. 112 

SFAS No.lI5 

SFAS No. 123 

SFAS No. 123R 
SFAS No. 128 
SFAS No. 132R 

SFAS No. 133 

Columbia Gulf Transmission Company 
Gulfstream Natural Gas System, LLC 
Heating degree-days 
One million (1,000,000) British Thermal Units 
New York Stock Exchange 
Performance Incentive Plan 
Standard & Poor's 500 
Statement of Financial Accounting Standards 

Accounting Standards 
EITF 03-6-1, Determining Whether instruments Granted in Share-based Payment 
Transactions are Participating Securities 
EITF 07-05, Determining Whether an Instrument (of an Embedded Feature) is 
Indexed to an Entity's Own Stock 
EITF 08-03, Accounting for Maintenance Deposits Under Lease Arrangements 
EITF 08-05, Issuer's Accounting for Liabilities Measured at Fair Value with a 
Third-Party Credit Enhancement 
FIN 39-1, a modification to FIN 39, Offsetting of Amounts Related to Certain 
Contracts 
FIN 47, Accounting for Conditional Asset Retirement Obligations, an interpretation 
of F ASB Statement No. 143 
FIN 48, Accounting for Uncertainty in Income Taxes, an interpretation of SF AS 
Statement No. 109 
FSP APB 14-1, Accounting for Convertible Debt Instruments That May Be Settled 
in Cash Upon Conversion (Including Partial Cash Settlements) 
FSP 142-3, Determining the Useful Life of Intangible Assets 
FSP 157-3, Determining the Fair Value of a Financial Asset When the Market for 
that Asset is Not Active 
Statement of Financial Accounting Standards No. 71, Accounting for the Effects of 
Certain Types of Regulation 
Statement of Financial Accounting Standards No. 87, Employers' Accounting for 
Pensions 
Statement of Financial Accounting Standards No. 88, Employers' Accounting for 
Settlements and Curtailments ofDefined Benefit Pension Plans and for Termination 
Benefits 
Statement ofFinancial Accounting Standards No. 106, Employers' Accounting for 
Postretirement Benefits Other Than Pensions. 
StatementofFinancial Accounting Standards No. 109, Accounting for Income Taxes 
Statement of Financial Accounting Standards No. 112, Employers' Accounting for 
Postemployment Benefits 
Statement of Financial Accounting Standards No. 115, Accounting for Certain 
Investments in Debt and Equity Securities 
Statement ofFinancial Accounting Standards No. 123, Accounting for Stock-Based 
Compensation 
Statement of Financial Accounting Standards No. 123R, Share-Based Payment 
Statement of Financial Accounting Standards No. 128, Earnings Per Share 
Statement of Financial Accounting Standards No. 132R, Employers' Disclosures 
about Pensions and Other Postretirement Benefits 
Statement of Financial Accounting Standards No. 133, Accounting for Derivative 
Instruments and Hedging Activities 
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SFAS No. 141R 
SFAS No. 142 

SFAS No. 143 


SFAS No. 157 

SFAS No.15S 


SFAS No. 159 


SFAS No. 160 


SFAS No. 161 


SFAS No. 162 


Statement of Financial Accounting Standards No. 141R, Business Combinations 
Statement of Financial Accounting Standards No. 142, Goodwill and Other 
Intangible Assets 
Statement of Financial Accounting Standards No. 143, Accounting for Asset 
Retirement Obligations 
Statement of Financial Accounting Standards No. 157, Fair Value Measurements 
Statement ofFinancial Accounting Standards No. 158, Employers' Accounting for 
Defined Benefit Pension and Other Postretirement Plans, an Amendment of 
SFAS Nos. 87, 88,106, and 132R 
Statement of Financial Accounting Standards No. 159, The Fair Value Option for 
Financial Assets and Financial Liabilities Including an Amendment ofSFAS No. 
115 
Statement of Financial Accounting Standards No. 160, Noncontrolling Interests in 
Consol idated Financial Statements, an Amendment ofAccounting Research Bulletin 
51 
Statement ofFinancial Accounting Standards No. 161, Disclosures about Derivative 
Instruments and Hedging Activities, an Amendment of SF AS No. 133 
Statement ofFinancial Accounting Standards No. 162, The Hierarchy ofGenerally 
Accepted Accounting Principles 
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PART I 

References in this document to "Chesapeake," "the Company," "we," "us" and "our" mean Chesapeake Utilities 
Corporation and/or its wholly-owned subsidiaries, as appropriate. 

Safe Harbor for Forward-Looking Statements 
Chesapeake Utilities Corporation has made statements in this Form IO-K that are considered to be "forward-looking 
statements" within the meaning ofthe Private Securities Litigation Reform Act of 1995. These statements are not matters 
of historical fact and are typically identified by words such as, but not limited to, "believes," "expects," "intends," 
"plans," and similar expressions, or future or conditional verbs such as "may," "will," "should," "would," and "could." 
These statements relate to matters such as customer growth, changes in revenues or gross margins, capital expenditures, 
environmental remediation costs, regulatory trends and decisions, market risks, the competitive position ofthe Company 
and other matters. It is important to understand that these forward-looking statements are not guarantees but are subject to 
certain risks and uncertainties and other important factors that could cause actual results to differ materially from those in 
the forward-looking statements. The factors that could cause actual results to differ materially from the Company's 
expectations include, but are not limited to, those discussed in Item lA, "Risk Factors." 

ITEM 1. BUSINESS. 

(a) General 
Chesapeake is a diversified utility company engaged directly, or through subsidiaries, in natural gas distribution, 
transmission and marketing, propane distribution and wholesale marketing, advanced information services and other 
related businesses. Chesapeake is a Delaware corporation that was formed in 1947. 

Chesapeake is composed of four operating segments: 

• 	 Natural Gas. The natural gas segment includes regulated natural gas distribution and transmission operations 
and also a non-regulated natural gas marketing operation. 

• 	 Propane. The propane segment includes non-regulated propane distribution and wholesale marketing 
operations. 

• 	 Advanced Information Services. The advanced information services segment provides domestic and 
intemational clients with information-technology-related business services and solutions for both enterprise and 
e-business applications. 

• 	 Other. The other segment consists primarily of non-regulated operations that own real estate leased to other 
Company subsidiaries. 

(b)Financial Information About Business Segments 
Our natural gas segment accounts for approximately 91 percent ofChesapeake's consolidated operating income and 
approximately 87 percent ofthe consolidated net property plant and equipment. The following table shows the size of 
each of our operating segments based on operating income and net property, plant and equipment. 

Net Property, Plant 

(Thousandrl 0l!erating Income & Eguil!ment 

Natural Gas $ 25,846 91% $ 242,882 87% 

Propane 1,586 6% 30,180 11% 

Advanced infurmation services 695 2% 915 <1% 

Other & dim inations 352 1% 6,694 2% 

Total $ 28,479 100''10 $ 280,671 100% 
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Additional financial information by business segment is included in Item 8 under the heading "Notes to Consolidated 
Financial Statements Note C." 

(c) Narrative Description of the Business 

(i)(a) Natural Gas 
Chesapeake's natural gas segment provides natural gas distribution, transmission and marketing services for its 
customers. Chesapeake conducts its natural gas distribution operations under three divisions: Delaware, Maryland, 
and Florida, which are based in their respective service territories. These three divisions serve approximately 65,190 
residential, commercial and industrial customers in central and southern Delaware, Maryland's Eastern Shore and 
parts of Florida. The Company's natural gas transmission subsidiary, ESNG, operates a 379-mile interstate pipeline 
system that transports gas from various points in Pennsylvania to the Company's Delaware and Maryland 
distribution divisions, as well as to other utilities and industrial customers in southern Pennsylvania, Delaware and 
on the Eastern Shore of Maryland. The Company, through its subsidiary, PESCO, also provides natural gas supply 
and supply management services in the States of Delaware, Florida and Maryland. 

Natural Gas Distribution 
Chesapeake distributes natural gas to residential, commercial and industrial customers in central and southern 
Delaware, the Salisbury and Cambridge areas on Maryland's Eastern Shore, and parts ofFlorida. These activities are 
conducted through three utility divisions, one in Delaware, another in Maryland and a third in Florida. 

Delaware andMaryland. Chesapeake's Delaware and Maryland distribution divisions serve approximately 
50,670 customers, of which approximately 50,490 are residential and commercial customers purchasing 
gas primarily for heating and cooking use. The remaining 180 customers are industrial. For the year 2008, 
operating revenues and deliveries by customer class were as follow: 

Operating Revell lies Deliveries 

(Toomsnds) (MMcf's) 

Residential $ 47,994 53% 2,590,425 39% 

Commercial 29,480 33% 2,312,644 34% 

Industrial 2,130 2% 812,224 12% 

Subtotal 79,604 88% 5,715,293 85% 

Interruptible 9,041 10"10 1,035,540 15% 
Other{l) 1,934 2% 

Total $ 90,579 100% 6,750,833 100% 

(I) Operating revenues from "Other" sources include unbilled revenue, rental ofgas properties, and other miscellaneous 
charges. 

Florida. The Florida division distributes natural gas to approximately 13,370 residential and 1,150 
commercial and industrial customers in the 14 Counties of Polk, Osceola, Hillsborough, Gadsden, 
Gilchrist, Union, Holmes, Jackson, Desoto, Pasco, Suwannee, Liberty, Washington and Citrus. For the year 
2008, operating revenues and deliveries by customer class were as follow: 
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Operating Revenues Deliveries 

!.!housandsl (MMcf'sl 

Residential $ 3,725 28% 321,077 2% 

Commercial 3,108 24% 1,180,507 7% 

Industrial 
Other (I) 

4,684 

1,637 

36% 

12% 

14,527,786 91% 

0% 

Total $ 13,154 100% 16,029,370 100% 

(I) Operating revenues from "Other" sources include unbilled revenue, conservation revenue, fees for billing services 
provided to third-parties, and other miscellaneous charges. 

Natural Gas Transmission 
ESNG owns and operates an interstate natural gas pipeline and provides open-access transportation services for 
affiliated and non-affiliated local distribution companies and other customers through an integrated gas pipeline 
system extending from southeastern Pennsylvania through Delaware to its terminus on the Eastern Shore of 
Maryland. ESNG also provides swing transportation service and contract storage services. For the year 2008, 
operating revenues and deliveries by customer class were as follow: 

Operating Revenues Deliveries 

(fhousandsl (MMcfs! 
Local distribution companies $ 19,280 81% 9,720,864 44% 

Industrial 3,523 15% 11,191,555 5(J'/o 

Commercial 968 4% 1,299,878 6% 
Qher(!) 5 <1% 

Subtotal 23,776 100% 22,212,297 1O(J'1o 

Less: affiliated local distribution roml!!!ies 11,521 48% 5,978,996 27% 

Total non-affiliated $ 12,255 52% 16,233,301 73% 

(I) Operating revenues from "Other" sources is from rental of gas properties. 

During 2005, Chesapeake formed PIPECO to provide industrial customers in the State of Florida natural gas 
transportation service as an intrastate pipeline. PIPECO did not have any activity in 2006. On December 4,2007, the 
Florida Public Service Commission ("Florida PSC") approved PIPECO's natural gas transmission pipeline tariff, 
which established its operating rules and regulations. PIPECO began marketing its services to potential industrial 
customers in 2008. 

Natural Gas Marketing 
PESCO competes with regulated utilities and other unregulated third-party marketers to sell natural gas supplies 
directly to commercial and industrial customers in the States of Delaware, Maryland, and Florida through 
competitively-priced contracts. PESCO does not own or operate any natural gas transmission or distribution assets. 
The gas that PESCO sells is delivered to retail customers through affiliated and non-affiliated local distribution 
company systems and transmission pipelines, PESCO bills its customers through the billing services ofthe regulated 
utilities that deliver the gas, or directly, through its own billing capabilities. 

For the year 2008, PESCO's customers, operating revenues and deliveries were as follow: 

Operating Revenues Deliv ... ies 

State Cuslllmers (Thousandsl illt's} 

Florida 1,922 99"10 S 76,862 81% 6,275,717 79"10 

Delmarva 12 1% 18,552 19% 1,683,695 21% 

Total 1,934 100% S 95,414 100"A> 7 ,959,412 100"10 
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Gas Suuplies. Firm Transflortation and Storage Capacity 
The Company believes that the availability of gas supply and transportation to its Delaware, Mary land and Florida 
natural gas distribution operations and to ESNG and PESCO is adequate under existing arrangements to meet the 
anticipated needs oftheir customers. The following discussion provides a summary ofthe gas supplies and pipeline 
transportation and storage capacities, stated in dekatherms ("Dts"), available to each ofthe Company's natural gas 
operations. 

The Company's Delaware and Maryland natural gas distribution divisions have both firm and interruptible 
transportation service contracts with four interstate "open access" pipelines, including ESNG. These divisions are 
directly interconnected with ESNG, and have contracts with interstate pipelines upstream ofESNG. These interstate 
pipelines include Transcontinental Gas Pipe Line Corporation ("Transco"), Columbia Gas Transmission Corporation 
("Columbia") and Columbia Gulf Transmission Company ("Gulf'). Transco and Columbia are directly 
interconnected with ESNG; Gulfis directly interconnected with Columbia and indirectly interconnected with ESNG. 
None of the upstream pipelines is an affiliate of the Company. The divisions use their firm transportation supply 
resources to meet a significant percentage of their projected demand requirements. In order to meet the difference 
between firm supply and firm demand, the divisions purchase natural gas supplies on the spot market from various 
suppliers. This gas is transported by the upstream pipelines and delivered to their interconnections with ESNG. The 
divisions also have the capability to use propane-air peak-shaving to supplement or displace the spot market 
purchases. 

Delaware. 
The following table shows the firm transportation and storage capacity that the Delaware division currently 
has under contract with ESNG and pipelines upstream of ESNG, including the respective contract 
expiration dates. 

Firm lrallSportation 
capacity maximum Firm storage capacity 

peak-day daily maximum peak-day 
PipeHne delivers bility (DB) daily withdrawal (Dts) Expiration 

Transco 21,356 6.407 Variausdates between 2012 and 2028 

Columbia 3.460 8,224 Various dates between 2009 and 2020 

Gulf 880 Expires in 2009 

Eastern Shore 61,637 4,146 Various dates between 2009 and 2023 

The Delaware division currently has contracts with several suppliers for the purchase of firm natural gas 
supply in the amount ofits capacity on the Transco and Columbia pipelines. The Delaware division also 
has contracts for firm peaking gas supplies to be delivered to its system in order to meet the differential 
between the Delaware division's capacity on ESNG and capacity on pipelines upstream of ESNG. These 
supply contracts provide a maximum firm daily entitlement of 51,066 Dts, delivered on the Transco, 
Columbia, and/or Gulfsystems to ESNG for redelivery to the division under firm transportation contracts. 
These gas supply contracts have various expiration dates, and quantities may vary from day-to-day and 
month-to-month. 

Maryland 
The following table shows the firm transportation and storage capacity that the Maryland division currently 
has under contract with ESNG and pipelines upstream of ESNG, including the respective contract 
expiration dates. 
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Firm transportation 
capadty maximum Firm storage capacity 

peak-day daily maximum peak-day 
Pipe6ne deliverability (Dis) daily withdrawal (DIS) Expiration 

Trancso 5,866 2,456 Various dates between 2012 and 2013 

Columbia 1,700 3,663 Various dates between 20 14 and 2018 

Gulf 590 Expires in 2009 

Eastern Shore 20,528 2,306 Various dates between 2009 and 2023 

The Maryland division currently has contracts with several suppliers for the purchase of firm natural gas 
supply in thc amount of its capacity on the Transco and Columbia pipelines. The Maryland division also 
has contracts for firm peaking gas supplies to be delivered to its system in order to meet the differential 
between the Maryland division's capacity on ESNG and capacity on pipelines upstream ofESNG. These 
supply contracts provide a maximum firm daily entitlement of 16,316 Dts, delivered on the Transco, 
Columbia, and/or Gulfsystems to ESNG for redelivery to the division under firm transportation contracts. 
These gas supply contracts have various expiration dates, and quantities may vary from day-to-day and 
month-to-month, 

Florida. 
The Florida natural gas distribution division has firm transportation service contracts with Florida Gas 
Transmission Company and Gulfstream Natural Gas System, LLC. Pursuant to a program approved by the 
Florida PSC, all of the capacity under these agreements has been released to various third parties, including 
PESCO. Under the terms ofthese capacity release agreements, Chesapeake is contingently liable to Florida 
Gas Transmission Company and Gulfstream Natural Gas System, LLC. should any party that acquired the 
capacity through release fail to pay for the service. 

Chesapeake's contracts with Florida Gas Transmission Company include: (a) a contract, which expires in 
2010, for daily firm transportation capacity of 23,519 Dts for the months of November through April, 
capacity of20, 123 Dts for the months ofMay through September, and capacity of22, 105 Dts for October; 
and (b) a contract for daily firm transportation capacity of 1,000 Dts daily, which expires in 2015. 
Chesapeake's contract with Gulfstream Natural Gas System, LLC. is for daily firm transportation capacity 
of 10,000 Ots and expires in 2022. 

ESNG. 
ESNG has three contracts with Transco for a total of7,292 Ots of firm peak day storage entitlements and 
total storage capacity of288,003 Ots, which expire in 2013. ESNG has retained these firm storage services 
in order to provide swing transportation service and firm storage service to those customers that have 
requested such service. 

PESCo. 
PESCO currently has contracts with ConocoPhillips, British Petroleum Company, and Eagle Energy 
Partners, LLP for the purchase of firm natural gas supplies. The ConocoPhillips contract, which provides a 
maximum firm daily entitlement of 15,000 MMBtus, the British Petroleum Company contract, which 
provides a maximum firm daily entitlement of 10,000 MMBtus, and the Eagles Energy Partners, LLP 
contract, which provides for a maximum firm daily entitlement of 10,000 MMBtus expire in May 2009. 
PES CO is currently in the process of obtaining and reviewing supply proposals from suppliers and 
anticipates executing agreements prior to the expiration of the existing contracts. 

Competition 
See discussion of competition in Item 7 under the heading "Management's Discussion and Analysis of Financial 
Condition and Results of Operations - Competition." 
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Rates and Regulation 
Chesapeake's natural gas distribution divisions are subject to regulation by the Delaware, Maryland and Florida 
PSCs with respect to various aspects of their business, including the rates for sales and transportation to all 
customers in each respective jurisdiction. All of Chesapeake's firm distribution sales rates are subject to gas cost 
recovery mechanisms, which match revenues with gas supply and transportation costs and normally allow full 
recovery of such costs. Adjustments under these mechanisms, which are limited to such costs, require periodic 
filings and hearings with the state regulatory authority having jurisdiction. 

ESNG is subject to regulation as an interstate pipeline by the Federal Energy Regulatory Commission ("FERC"), 
which regulates the terms and conditions ofservice and the rates ESNG can charge for its transportation and storage 
services. 

Management monitors the achieved rates of return of its distribution divisions and ESNG in order to ensure timely 
filing of rate cases. 

Regulatory Proceedings 
See discussion of regulatory activities in Item 7 under the heading "Management's Discussion and Analysis of 
Financial Condition and Results of Operations - Regulatory Activities." 

Seasonality ofNatural Gas Revenues 
Revenues from the Company's residential and commercial natural gas distribution activities are affected by seasonal 
variations in weather conditions, which directly influence the volume ofnatural gas sold and delivered. Specifically, 
customer demand substantially increases during the winter months, when natural gas is used for heating. 
Accordingly, the volumes sold for this purpose are directly affected by the severity ofwinter weather and can vary 
substantially from year to year. Sustained warmer-than-normal temperatures will tend to result in reduced use of 
natural gas, while sustained colder-than-normal temperatures will tend to result in greater use. The Company 
measures the relative impact of weather by using an accepted degree-day methodology. Degree-day data is used to 
estimate amounts ofenergy required to maintain comfortable indoor temperature levels based on each day's average 
temperature. A degree-day is the measure of the variation in the weather based on the extent to which the average 
daily temperature (from 10:00 am to 10:00 am) falls below 65 degrees Fahrenheit. Each degree oftemperature below 
65 degrees Fahrenheit is counted as one heating degree-day. Normal heating degree-days are based on the most 
recent IO-year average. 

In efforts to stabilize the level of net revenues collected from customers, the Company received approval from the 
Maryland Public Service Commission ("Maryland PSC") on September 26, 2006 to implement a weather 
normalization adjustment for its residential heating and smaller commercial heating customers. A weather 
normalization adjustment is a billing adjustment mechanism that is designed to eliminate the effect of deviations 
from average seasonal temperatures on utility net revenues. 

(i)(b) Propane 
Propane is a form of liquefied petroleum gas, which is typically extracted from natural gas or separated during the 
crude oil refining process. Although propane is a gas at normal pressure, it is easily compressed into liquid form for 
storage and transportation. Propane is a clean-burning fuel, gaining increased recognition for its environmental 
superiority, safety, efficiency, transportability and ease ofuse relative to alternative forms offossil fuels. Propane is 
sold primarily in suburban and rural areas, which are not served by natural gas distributors. 

Chesapeake's retail propane distribution group consists of: (1) Sharp Energy, Inc., (2) Sharpgas, Inc., and (3) Tri­
County Gas Co., Inc. The propane wholesale marketing operation consists ofXeron, Inc. 

Propane Distribution. 
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During 2008, our propane distribution operations served approximately 35,170 customers throughout Delaware, 
the Eastern Shore of Maryland and Virginia, southeastern Pennsylvania and parts of Florida and delivered 
approximately 27.9 million retail and wholesale gal/ons of propane. The propane distribution business is 
affected by many factors, such as seasonality, the absence of price regulation, and competition among local 
providers. 

For the year 2008, operating revenues, total gallons sold and number ofcustomers tor our Delmarva and Florida 
propane distribution operations were as follow: 

Operating Revenues Total Gallons Sold Average No. of 

(Thousands) (Thousands) Customers 
Delmarva $ 59,173 95"10 26,765 96% 32,889 94% 
Fbrida 3,412 5"10 1,182 4% 2,2&l (flo 

TtXa $ 62,585 100% Tl,947 100% 35,169 100% 

The Company's propane distribution operations purchase propane primarily from suppliers, including major oil 

companies, independent producers of natural gas liquids and from Xeron. Supplies of propane from these and 

other sources are readily available for purchase by the Company. 


The Company's propane distribution operations use trucks and railroad cars to transport propane from 

refineries, natural gas processing plants or pipeline terminals to its bulk storage facilities. The Company's 

Delmarva-based propane distribution operation owns bulk propane storage facilities with an aggregate capacity 

of approximately 2.4 million gallons at 42 plant facilities in Delaware, Maryland, Pennsylvania and Virginia, 

located on real estate that is either owned or leased. The Company's Florida-based propane distribution 

operation owns three bulk propane storage facilities with a total capacity of 66,000 gallons. From these storage 

facilities, propane is delivered primarily by "bobtail" trucks, owned and operated by the Company, to tanks 

located at the customers' premises. 


Propane Wholesale Marketing. 

[n May 1998, Chesapeake acquired Xeron, a natural gas liquids trading company located in Houston, Texas. 

Xeron markets propane to large, independent petrochemical companies, resellers and retail propane companies 

in the southeastern United States. For 2008, Xeron had operating revenues totaling approximately $3.3 million. 

The propane wholesale marketing business is affected by wholesale price volatility and supply levels. 

Additional information on Xeron's trading and wholesale marketing activities, market risks and the controls that 

limit and monitor Xeron's risks is included in Item 7 under the heading "Management's Discussion and 

Analysis - Market Risk." 


Xeron does not own physical storage facilities or equipment to transport propane; however, it contracts for 

storage and pipeline capacity to facilitate the sale of propane on a wholesale basis. 


Competition 
See discussion of competition in Item 7 under the heading "Management's Discussion and Analysis of Financial 
Condition and Results of Operations - Competition." 

Rates and Regulation 
The propane distribution and wholesale marketing activities are not subject to any federal or state pricing regulation. 
Transport operations are subject to regulations concerning the transportation ofhazardous materials promulgated by 
the Federal Motor Carrier Safety Administration within the United States Department ofTransportation ("DOT") 
and enforced by the various states in which such operations take place. Propane distribution operations are also 
subject to state safety regulations relating to "hook-up" and placement of propane tanks. 
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The Company's propane operations are subject to operating hazards normally associated with the handling, storage 
and transportation of combustible liquids, such as the risk of personal injury and property damage caused by fire. 
The Company carries general liability insurance in the amount of$35 million, but there is no assurance that such 
insurance will be adequate to cover all potentiailiabilities. 

Seasonality ofPropane Revenues 
Revenues from the Company's propane distribution sales activities are affected by seasonal variations in weather 
conditions. Weather conditions directly influence the volume of propane sold and delivered to customers; 
specifically, customers' demand substantially increases during the winter months when propane is used for heating. 
Accordingly, the propane volumes sold for this purpose are directly affected by the severity of winter weather and 
can vary substantially from year to year. Sustained warmer-than-normal temperatures will tend to result in reduced 
propane use, while sustained colder-than-normal temperatures will tend to result in greater use. 

(i)(c) Advanced Information Services 
Chesapeake's advanced information services segment consists of BravePoint, Inc. headquartered in Norcross, 
Georgia, which provides domestic and international clients with information-technology-related business services 
and solutions for both enterprise and e-business applications. 

Competition 
See discussion of competition in Item 7 under the heading "Management's Discussion and Analysis of Financial 
Condition and Results of Operations Competition." 

(i)(d) Other Subsidiaries 
Skipjack and Eastern Shore Real Estate, Inc. own and lease office buildings in Delaware and Mary land to affiliates 
of Chesapeake. Chesapeake Investment Company is an affiliated investment company registered in Delaware. 
During the quarter ended September 30, 2007, Chesapeake decided to close its distributed energy services 
subsidiary, OnSight. 

(ii) Capital Budget 
A discussion ofcapital expenditures by business segment and capital expenditures for environmental remediation 
facilities is included in Item 7 under the heading "Management's Discussion and Analysis of Financial Condition 
and Results of Operations - Liquidity and Capital Resources." 

(iii) Employees 
As of December 31, 2008, Chesapeake had 448 employees, including 180 in natural gas, 132 in propane and 93 in 
advanced information services. The remaining 43 employees are considered general and administrative and include 
officers of the Company, treasury, accounting, internal audit, information technology, human resources and other 
administrative personnel. 

(iv) Financial Information about Geographic Areas 
All of the Company's material operations, customers, and assets occur and are located in the United States. 

(d) Available Information 
As a public company, Chesapeake files annual, quarterly and other reports, as well as its annual proxy statement and 
other information, with the Securities and Exchange Commission ("SEC"). The public may read and copy any 
materials that the Company files with the SEC at the SEC's Public Reference Room at 100 F Street, N.E., 
Washington, DC 20549-5546; the public may obtain information on the operation ofthe Public Reference Room by 
calling the SEC at 1-800-SEC-0330. 
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The SEC also maintains an Internet site that contains reports, proxy and information statements and other information 
regarding the Company. The address of the SEC's Internet website is www.sec.gov. Chesapeake makes available, 
free ofcharge, on the Company's Internet website, its Annual Report on Form 10-K, Quarterly Reports on Form 10­
Q, Current Reports on Form 8-K and amendments to those reports, as soon as reasonably practicable after such 
reports are electronically filed with or furnished to the SEC. The address of Chesapeake's Internet website is 
www.chpk.com. The content of this website is not part of this report. 

Chesapeake has a Business Code ofEthics and Conduct applicable to all employees, officers and directors and a Code 
of Ethics for Financial Officers. Copies of the Business Code ofEthics and Conduct and the Financial Officer Code 
of Ethics are available on our internet website. Chesapeake also adopted Corporate Governance Guidelines and 
Charters for the Audit Committee, Compensation Committee, and Corporate Governance Committee of the Board of 
Directors, each of which satisfies the regulatory requirements established by the SEC and the New York Stock 
Exchange ("NYSE"). The Board of Directors has also adopted Corporate Governance Guidelines on Director 
Independence, which conform to the NYSE listing standards on director independence. Each ofthese documents also 
is available on Chesapeake's Internet website or may be obtained by writing to: Corporate Secretary; c/o Chesapeake 
Utilities Corporation; 909 Silver Lake Blvd.; Dover, DE 19904. 

IfChesapeake makes any amendment to, or grants a waiver of, any provision of the Business Code of Ethics and 
Conduct or the Code of Ethics for Financial Officers applicable to its principal executive officer, principal financial 
officer, principal accounting officer or controller, the amendment or waiver will be disclosed within five business 
days on the Company's Internet website. 

Our Chief Executive Officer certified to the NYSE on May 20, 2008 that, as of that date, he was unaware of any 
violation by Chesapeake Utilities Corporation of the NYSE's corporate governance listing standards. 

ITEM 1A. RISK FACTORS. 

The following is a discussion ofthe primary financial, operational, regulatory and legal, and environmental risk factors 
that may affect the operations andlor financial performance of the regulated and unregulated businesses ofChesapeake. 
Refer to the section entitled "Management's Discussion and Analysis 0/Financial Condition and Results o/Operations" 
under Item 7 of this report for an additional discussion of these and other related factors that affect the Company's 
operations and/or financial performance. 

Financial Risks 

Instability and volatility in thefmancial markets could have a negative impact on our growth strategy. 
Our business strategy includes the continued pursuit ofgrowth, both organically and through acquisitions. To the extent 
that we do not generate sufficient cash from operations, we may incur additional indebtedness to finance our growth. The 
turmoil experienced in the credit markets during 2008 and its potential impact on the liquidity of major financial 
institutions may have an adverse effect on our customers and our ability to fund our business strategy through 
borrowings, under either existing or newly created arrangements in the public or private markets on terms we believe to 
be reasonable. Specifically, we rely on access to both short-term and longer-term capital markets as a significant source 
ofliquidity for capital requirements not satisfied by the cash flow from our operations. Currently, $45 million of the total 
$100 million of short-term lines of credit utilized to satisfy our short-term financing requirements are discretionary, 
uncommitted lines of credit. We utilize discretionary lines of credit to reduce the cost associated with these short-term 
financing requirements. We are committed to maintaining a sound capital structure and strong credit ratings to provide 
the financial flexibility needed to access the capital markets when required. However, ifwe are not able to access capital 
at competitive rates, our ability to implement our strategic plan, undertake improvements and make other investments 
required for our future growth may be limited. 
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Current levels ofmarket volatility are unprecedented. 
The capital and credit markets have been experiencing extreme volatility and disruption for more than twelve months. 
The volatility and disruption have reached unprecedented levels. In some cases, the markets have exerted downward 
pressure on stock prices and credit capacity for certain issuers. There is no assurance that recent government intervention 
to help stabilize credit markets and financial institutions and restore liquidity will have beneficial effects in the credit 
markets, will address credit or liquidity issues of companies that participate in the programs or will reduce volatility or 
uncertainty in the financial markets. Ifcurrent levels of market disruption and volatility continue or worsen, we would 
seek to meet our liquidity needs by drawing upon contractually committed lending agreements primarily provided by 
banks and/or by seeking other funding sources. Under such extreme market conditions, however, there can be no 
assurance that such agreements and other funding sources would be available or sufficient. 

Difficult conditions in the financial services markets have materially and adversely affected the business and results 
ofoperations ofmany financial institutions, and we do not know when and ifthese conditions may improve in the 
near future. 
Dramatic declines in the housing market during the past year, with falling home prices and increasing foreclosures and 
unemployment, have resulted in significant write-downs ofasset values by financial institutions, including government­
sponsored entities and major commercial and investment banks. These write-downs, initially representing mortgage­
backed securities but more recently including credit default swaps and other derivative securities, have caused many 
financial institutions to seek additional capital, to merge with larger and stronger institutions and, in some cases, to fail. 
Many lenders and institutional investors have reduced and, in some cases, ceased to provide funding to borrowers, 
including other financial institutions. This market turmoil and tightening of credit have led to an increased level of 
commercial and consumer delinquencies, lack of consumer confidence, increased market volatility and widespread 
reduction of business activity generally. 

The unsoundness offinancial institutions could adversely affect the Company. 
The Company has exposure to different industries and counterparties, and may periodically execute transactions with 
counterparties in the financial services industry, including brokers and dealers, commercial banks, investment banks and 
other institutional clients. These transactions may expose the Company to credit risk in the event of default of a 
counterparty or client. There can be no assurance that any such losses or impairments would not materially and adversely 
affect the Company's business and results of operations. 

A downgrade in our credit rating could adversely affect our access to capital markets. 
Our ability to obtain adequate and cost-effective capital depends on our credit ratings, which are greatly affected by our 
financial performance and the liquidity offinancial markets. A downgrade in our current credit ratings could adversely 
affect our access to capital markets, as well as our cost of capital. 

Debt covenant obligations, if triggered, may affect our financial condition. 
Our long-term debt obligations and committed short-term lines of credit contain financial covenants related to debt-to­
capital ratios and interest-coverage ratios. Failure to comply with any of these covenants could result in an event of 
default which, ifnot cured or waived, could result in the acceleration of outstanding debt obligations or the inability to 
borrow under certain credit agreements. Any such acceleration would cause a material adverse change in Chesapeake's 
financial condition. 

The continuation ofrecent economic conditions could adversely affect our customers and negatively impact our 
financial results. 
The slowdown in the U.S. economy, together with increased unemployment, mortgage and other credit defaults and 
significant decreases in the values of homes and investment assets, have adversely affected the financial resources of 
many domestic households. It is unclear whether governmental responses to these conditions will be successful in 
lessening the severity or duration ofthe current recession. As a result, our customers may use less gas or propane and/or 
it may become more difficult for them to pay their gas or propane bills. This may slow collections and lead to higher than 
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normal levels of accounts receivable, which in turn, could increase our financing requirements and result in higher bad 
debt expense. 

Further changes in economic conditions and interest rates may adversely affect our results ofoperations and cash 
flows. 
A continued downturn in the economies of the regions in which we operate might adversely affect our ability to increase 
our customer base and cash flows at historical rates. Further, an increase in interest rates, without the recovery of the 
higher cost of debt in the sales and/or transportation rates we charge our utility customers, could adversely affect future 
earnings. An increase in short-term interest rates would negatively affect our results of operations, which depend on 
short-term lines of credit to finance accounts receivable and storage gas inventories, and to temporarily finance capital 
expenditures. 

Inflation may impact our results ofoperations, cash flows andfinancial position. 
Inflation affects the cost of supply, labor, products and services required for operations, maintenance and capital 
improvements. To help cope with the effects of inflation on our capital investments and returns, we seek rate relieffrom 
regulatory commissions for regulated operations and closely monitor the returns ofour unregulated business operations. 
There can be no assurance that we will be able to obtain adequate and timely rate relief to offset the effects of inflation. 
To compensate for fluctuations in propane gas prices, we adjust our propane selling prices to the extent allowed by the 
market. There can be no assurance, however, that we will be able to increase propane sales prices sufficiently to 
compensate fully for such fluctuations in the cost of propane gas to us. 

Current market conditions have had a negative impact on the return on plan assets for our pension plan, which may 
require additional funding and negatively affect our cash flows. 
We have a pension plan that has been closed to new employees since January 1, 1999. The costs of providing benefits 
and related funding requirements of this plan are subject to changes in the market value of the assets that fund the plan. 
As a result of the extreme volatility and disruption in the domestic and international equity and bond markets, our 
pension plan experienced a decline of $4.3 million in its asset values during the year. The funded status of the plan and 
the related costs reflected in our financial statements are affected by various factors that are subject to an inherent degree 
of uncertainty, particularly in the current economic environment. Under the Pension Protection Act of2006, continued 
losses of asset values may necessitate accelerated funding of the plan in the future to meet minimum federal government 
requirements. Continued downward pressure on the asset values of the plan may require us to fund obligations earlier 
than it had originally planned, which would have a negative impact on our cash flows from operations, decrease 
borrowing capacity and increase interest expense. 

Our operations are exposed to market risks, beyond our control, which could adversely affect our financial results and 
capital requirements. 
Our PESCO and Xeron operations are subject to market risks beyond our control, including market liquidity and 
commodity price volatility. Although we maintain a risk management policy, we may not be able to offset completely the 
price risk associated with volatile commodity prices, which could lead to volatility in our earnings. Physical trading also 
has price risk on any net open positions at the end of each trading day, as well as volatility resulting from: (i) intra-day 
fluctuations of gas and/or propane prices, and (ii) daily price movements between the time natural gas and/or propane is 
purchased or sold for future delivery and the time the related purchase or sale is hedged. The determination of our net 
open position at the end of any trading day requires us to make assumptions as to future circumstances, including the use 
ofgas and/or propane by our customers in relation to our anticipated market positions. Because the price risk associated 
with any net open position at the end of such day may increase if the assumptions are not real ized, we review these 
assumptions daily. Net open positions may increase volatility in our financial condition or results ofoperations ifmarket 
prices move in a significantly favorable or unfavorable manner, because the timing of the recognition ofprofits or losses 
on the hedges for financial accounting purposes usually does not match up with the timing of the economic profits or 
losses on the item being hedged. This volatility may occur, with a resulting increase or decrease in earnings or losses, 
even though the expected profit margin is essentially unchanged from the date the transactions were consummated. 
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Operational Risks 

Fluctuations in weather may adversely affect our results ofoperations, cash flows and financial condition. 
Our natural gas and propane distribution operations are sensitive to fluctuations in weather conditions, which directly 
influence the volume ofnatural gas and propane sold and delivered. A significant portion ofour natural gas and propane 
distribution revenues is derived from the sales and deliveries of natural gas and propane to residential and commercial 
heating customers during the five-month peak heating season (November through March). Ifthe weather is warmer than 
normal, we sell and deliver less natural gas and propane to customers, and earn less revenue. In addition, hurricanes or 
other extreme weather conditions could damage production or transportation facilities, which could result in decreased 
supplies of natural gas and propane, increased supply costs and higher prices for customers. 

The amount and availability ofnatural gas and propane supplies are diffiCUlt to predict; a substantial reduction in 
available supplies could reduce our earnings in those segments. 
Natural gas and propane production can be affected by factors beyond our control, such as weather and refinery closings. 
Ifwe are unable to obtain sufficient natural gas and propane supplies to meet demand, results in those segments may be 
adversely affected. 

We rely on having access to interstate natural gas pipelines' transportation and storage capacity; a substantial 
disruption or lack of growth in these services may impair our ability to meet customers' existing and future 
requirements. 
In order to meet existing and future customer demands for natural gas, we must acquire both sufficient natural gas 
supplies and interstate pipeline and storage capacity to serve such requirements. We must contract for reliable and 
adequate delivery capacity for our distribution systems while considering the dynamics of the interstate pipeline and 
storage capacity market, our own on-system resources, as well as the characteristics ofour markets. Chesapeake, along 
with other local natural gas distribution companies and other participants in the industry, has voiced concern regarding 
the future availability of additional upstream interstate pipeline and storage capacity. This is a business issue which we 
must continue to manage as our customer base grows. 

Natural gas and propane commodity price changes may affect the operating costs and competitive positions ofour 
natural gas and propane distribution operations, which may adversely affect our results ofoperations, cash flows and 
financial condition. 
Natural Gas. Higher natural gas prices can significantly increase the cost of gas billed to our customers. Such cost 
increases generally have no immediate effect on our revenues and net income because of our regulated gas recovery 
mechanisms. Our net income, however, may be reduced by higher expenses that we may incur for uncollectible customer 
accounts and by lower volumes ofnatural gas deliveries when customers reduce their consumption. Therefore, increases 
in the price ofnatural gas can affect our operating cash flows and the competitiveness ofnatural gas as an energy source. 

Propane. Propane costs are subject to volatile changes as a result ofproduct supply or other market conditions, including 
economic and political factors affecting crude oil and natural gas supply or pricing. Such cost changes can occur rapidly 
and can affect profitability. There is no assurance that we will be able to pass on propane cost increases fully or 
immediately, particularly when propane costs increase rapidly. Therefore, average retail sales prices can vary 
significantly from year-to-year as product costs fluctuate in response to propane, fuel oil, crude oil and natural gas 
commodity market conditions. In addition, in periods of sustained higher commodity prices, declines in retail sales 
volumes due to reduced consumption and increased amounts ofuncollectible accounts may adversely affect net income. 

Our propane inventory is subject to inventory risk, which may adversely affect our results ofoperations andfinancial 
condition. 
The Company's propane distribution operations own bulk propane storage facilities, with an aggregate capacity of 
approximately 2.5 million gallons. We purchase and store propane based on several factors, including inventory levels 
and the price outlook. We may purchase large volumes ofpropane at current market prices during periods oflow demand 
and low prices, which generally occur during the summer months. Propane is a commodity, and, as such, its unit price is 
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subject to volatile fluctuations in response to changes in supply or other market conditions. We have no control over 
these market conditions. Consequently, the unit price of the propane that we purchase can change rapidly over a short 
period of time. The market price for propane could fall below the price at which we made the purchases, which would 
adversely affect our profits or cause sales from that inventory to be unprofitable. In addition, falling propane prices may 
result in inventory write-downs as required by Generally Accepted Accounting Principles ("GAAP") ifthe market price 
of propane falls below our weighted average cost of inventory, and therefore, could adversely affect net income. 

Operating events affecting public safety and the reliability ofChesapeake's natural gas distribution system could 
adversely affect the results ofoperations, financial condition and cash flows. 
Chesapeake's business is exposed to operational events, such as major leaks, mechanical problems and accidents, that 
could affect the public safety and reliability of its natural gas distribution systems, significantly increase costs and cause 
loss of customer confidence. The occurrence of any such operational events could adversely affect the results of 
operations, financial condition and cash flows. I fChesapeake is unable to recover from customers, through the regulatory 
process, all or some of these costs and its authorized rate of return on these costs, this also could adversely affect the 
results of operations, financial condition and cash flows. 

Because we operate in a competitive environment, we may lose customers to competitors. 
PESCO competes with third-party suppliers to sell gas to commercial and industrial customers. In our gas transportation 
and distribution operations, our competitors include interstate pipelines, when our transmission and/or distribution 
customers are located close enough to a competing pipeline to make direct connections economically feasible. 

Our propane distribution operations compete with several other propane distributors, primari lyon the basis ofservice and 
price, emphasizing reliability of service and responsiveness. Some of our competitors have significantly greater 
resources. The retail propane industry is mature, and we foresee modest growth in total demand. Given this limited 
growth, we expect that year-to-year industry volumes will be principally affected by weather patterns. Therefore, our 
ability to grow the propane distribution business is contingent upon continued execution ofour community gas systems 
strategy to capture additional market share, successful penetration ofnew service territories, and successful utilization of 
pricing programs that retain and grow our customer base. Failure to retain and grow our customer base would have an 
adverse effect on our results. 

Xeron competes against various marketers, many of which have significantly greater resources and are able to obtain 
price or volumetric advantages. 

BravePoint faces significant competition from a number of larger competitors having substantially greater resources 
available to them to compete on the basis of technological expertise, reputation and price. 

Changes in technology may adversely affect our advanced information services segment's results ofoperations, cash 
flows andfinancial condition. 
BravePoint participates in a market that is characterized by rapidly changing technology and accelerating product 
introduction cycles. The success ofour advanced information services segment depends upon our ability to address the 
rapidly changing needs of our customers by developing and supplying high-quality, cost-effective products, product 
enhancements and services, on a timely basis, and by keeping pace with technological developments and emerging 
industry standards. There is no assurance that we will be able to keep up with technological advancements necessary to 
keep our products and services competitive. 

Our energy marketing subsidiaries have credit risk and credit requirements that may adversely affect our results of 
operations, cash flows andfinancial condition. 
Xeron and PESCO extend credit to counter-parties. While we believe Xeron and PESCO utilize prudent credit policies, 
each ofthese subsidiaries is exposed to the risk that it may not be able to collect amounts owed to it. [fthe counter-party 
to such a transaction fails to perform, and any underlying collateral is inadequate, we could experience financial losses. 
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Xeron and PESCO are also dependent upon the availability ofcredit to buy propane and natural gas for resale or to trade. 
I f financial market conditions decline generally, or the financial condition of these subsidiaries or of the Company, 
declines, then the cost ofcredit available to these subsidiaries could increase. Ifcredit is not available, or ifcredit is more 
costly, our results of operations, cash flows and financial condition may be adversely affected. 

Our use ofderivative instruments may adversely affect our results ofoperations. 
Fluctuating commodity prices may affect our earnings and financing costs because our propane distribution and 
wholesale marketing segments use derivative instruments, including forwards, swaps and puts, to hedge price risk. In 
addition, we have utilized in the past, and may decide, after further evaluation, to continue to utilize derivative 
instruments to hedge price risk for our Delaware and Maryland natural gas distribution divisions, as well as PESCO. 
While we have a risk management policy and operating procedures in place to control our exposure to risk, if we 
purchase derivative instruments that are not properly matched to our exposure, our results ofoperations, cash flows, and 
financial conditions may be adversely affected. 

Changes in customer growth may affect earnings and cash flows. 
Chesapeake's ability to increase gross margins in its regulated and propane businesses is dependent upon the residential 
construction market, adding new commercial and industrial customers and conversion of customers to natural gas or 
propane from other fuel sources. Slowdowns in these markets could adversely affect the Company's gross margin in its 
regulated or propane businesses, its earnings and cash flows. 

Chesapeake's businesses are capital intensive, and the costs ofcapital projects may be Significant. 
Chesapeake's businesses are capital intensive and require significant investments in internal infrastructure projects. Our 
results ofoperations and financial condition could be adversely affected ifwe are unable to manage such capital projects 
effectively or if we do not receive full recovery of such capital costs in future regulatory proceedings. 

Chesapeake's facilities and operations could be targets ofacts ofterrorism. 
Chesapeake's natural gas distribution, natural gas transmission and propane storage facilities may be targets ofterrorist 
activities that could result in a disruption ofour ability to meet customer requirements. Terrorist attacks may also disrupt 
capital markets and Chesapeake's ability to raise capital. A terrorist attack on Chesapeake's facilities, or those of its 
suppliers or customers, could result in a significant decrease in revenues or a significant increase in repair costs, which 
could adversely affect our results of operations, financial position and cash flows. 

The risk ofterrorism and political unrest and the current hostilities in the Middle East may adversely affect the 
economy and the price and availability ofpropane, refined fuels and natural gas. 
Terrorist attacks, political unrest and the current hostilities in the Middle East may adversely affect the price and 
availability of propane, refined fuels and natural gas, as well as our results ofoperations, our ability to raise capital and 
our future growth. The impact that the foregoing may have on our industry in general, and on us in particular, is not 
known at this time. An act of terror could result in disruptions of crude oil or natural gas supplies and markets (the 
sources ofpropane), and our infrastructure facilities could be direct or indirect targets. Terrorist activity may also hinder 
our ability to transport propane and natural gas if our means of supply transportation, such as rail or pipeline, become 
damaged as a result of an attack. A lower level of economic activity could result in a decline in energy consumption, 
which could adversely affect our revenues or restrict our future growth. Instability in the financial markets as a result of 
terrorism could also affect our ability to raise capital. Terrorist activity and hostilities in the Middle East could likely lead 
to increased volatility in prices for propane, refined fuels and natural gas. We maintain insurance policies with insurers in 
such amounts and with such coverage and deductibles as we believe are reasonable and prudent. There can be no 
assurance, however, that such insurance will be adequate to protect us from all material expenses related to potential 
future claims for personal injury and property damage or that such levels of insurance will be available in the future at 
economical prices. 

Operational interruptions to our gas transmission and distribution activities, caused by accidents, malfunctions, 
severe weather (such as a major hurricane), a pandemic or acts ofterrorism, could adversely impact earnings. 
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Inherent in our gas transmission and distribution activities are a variety of hazards and operational risks, such as leaks, 
ruptures and mechanical problems. If they are severe enough or if they lead to operational interruptions, they could cause 
substantial financial losses. In addition, these risks could result in loss of human life, significant damage to property, 
environmental damage, impairment of our operations and substantial loss to us. The location of pipeline and storage 
facilities near populated areas, including residential areas, commercial business centers, industrial sites and other public 
gathering places, could increase the level of damages resulting from these risks. The occurrence ofany of these events 
could adversely affect our financial position, results of operations and cash flows. 

Unionization campaigns could adversely affect our results ofoperations. 
The Company may become a target of unionization campaigns. Unions may attempt to pressure Chesapeake's 
employees to choose union representation. Such campaigns could be materially disruptive to our business and could 
have an adverse effect on our results of operations. 

Regulatory and Legal Risks 

Regulation ofthe Company, including changes in the regulatory environment, may adversely affect our results of 
operations, cash flows and financial condition. 
The Delaware, Maryland and Florida PSCs regulate our natural gas distribution operations in those States; ESNG is 
regulated by the FERC. These commissions set the rates that we can charge customers for services subject to their 
regulatory jurisdiction. Our ability to obtain timely future rate increases and rate supplements to maintain current rates of 
return depends on regulatory approvals, and there can be no assurance that our regulated operations will be able to obtain 
such approvals or maintain currently authorized rates of return. 

We are dependent upon construction of new facilities to support future growth in earnings in our natural gas 
distribution and interstate pipeline operations. 
Construction of new facilities required to support future growth is subject to various regulatory and developmental risks, 
including but not limited to: (a) our ability to obtain necessary approvals and permits by regulatory agencies on a timely 
basis and on terms that are acceptable to us; (b) potential changes in federal, state and local statutes and regulations, 
including environmental requirements, that prevent a project from proceeding or increase the anticipated cost of the 
project; (c) inability to acquire rights-of-way or land rights on a timely basis on terms that are acceptable to us; (d) lack of 
anticipated future growth in available natural gas supply; and (e) insufficient customer throughput commitments. 

We are subject to operating and litigation risks that may not be fully covered by insurance. 
Our operations are subject to the operating hazards and risks normally incidental to handling, storing, transporting and 
delivering natural gas and propane to end users. As a result, we are sometimes a defendant in legal proceedings arising in 
the ordinary course ofbusiness. We maintain insurance policies with insurers in such amounts and with such coverages 
and deductibles as we believe are reasonable and prudent. There can be no assurance, however, that such insurance will 
be adequate to protect us from all material expenses related to potential future claims for personal injury and property 
damage or that such levels of insurance will be available in the future at economical prices. 

Environmental Risks 

Costs ofcompliance with environmental laws may be significant. 
We are subject to federal, state and local laws and regulations governing environmental quality and pollution control. 
These evolving laws and regulations may require expenditures over a long period of time to control environmental effects 
at current and former operating sites, including former manufactured gas plant sites that we have acquired from third 
parties. Compliance with these legal obligations requires us to commit capital. If we fail to comply with environmental 
laws and regulations, even if such failure is caused by factors beyond our control, we may be assessed civil or criminal 
penalties and fines. 
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To date, we have been able to recover, through regulatory rate mechanisms, the costs associated with the remediation of 
former manufactured gas plant sites. However, there is no guarantee that we will be able to recover future remediation 
costs in the same manner or at all. A change in our approved rate mechanisms for recovery ofenvironmental remediation 
costs at former manufactured gas plant sites could adversely affect our results of operations, cash flows and financial 
condition. 

Further, existing environmental laws and regulations may be revised, or new laws and regulations seeking to protect the 
environment may be adopted and be applicable to us. Revised or additional laws and regulations could result in 
additional operating restrictions on our facilities or increased compliance costs, which may not be fully recoverable. 

We may be exposed to certain regulatory andfinancial risks related to climate change. 
Climate change is receiving ever increasing attention from scientists and legislators alike. The debate is ongoing as to the 
extent to which our climate is changing, the potential causes of this change and its potential impacts. Some attribute 
global warming to increased levels ofgreenhouse gases, including carbon dioxide, which has led to significant legislative 
and regulatory efforts to limit greenhouse gas emissions. 

There are a number oflegislative and regulatory proposals to address greenhouse gas emissions, which are in various 
phases ofdiscussion or implementation. The outcome offederal and state actions to address global climate change could 
result in a variety of regulatory programs, including potential new regulations, additional charges to fund energy 
efficiency activities, or other regulatory actions. These actions could: 

• result in increased costs associated with our operations; 
• increase other costs to our business; 
• affect the demand for natural gas and propane; and 
• impact the prices we charge our customers. 

Any adoption by federal or state governments mandating a substantial reduction in greenhouse gas emissions could have 
far-reaching and significant impacts on the energy industry. We cannot predict the potential impact of such laws or 
regulations on our future consolidated financial condition, results of operations or cash flows. 

ITEM 1B. UNRESOLVED STAFF COMMENTS. 

None. 

ITEM 2. PROPERTIES. 

(a) General 
The Company owns offices and operates facilities in the following locations: Pocomoke, Salisbury, Cambridge and 
Princess Anne, Maryland; Dover, Seaford, Laurel and Georgetown, Delaware; Lecato, Virginia; and Winter Haven, 
Florida. The Company rents office space in Dover, Ocean View, and South Bethany, Delaware; Jupiter and Lecanto, 
Florida; Chincoteague and Belle Haven, Virginia; Easton, Maryland; Honey Brook and Allentown, Pennsylvania; 
Houston, Texas; and Norcross, Georgia. In general, the Company believes that its offices and facilities are adequate for 
the uses for which they are employed. 

(b) Natural Gas Distribution 
The Company owns over 1,076 miles of natural gas distribution mains (together with related service lines, meters and 
regulators) located in its Delaware and Maryland service areas and 754 miles of natural gas distribution mains (and 
related equipment) in its Florida service areas. The Company also owns facilities in Delaware and Maryland, which it 
uses for propane-air injection during periods of peak demand. 
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(c) Natural Gas Transmission 
ESNG owns and operates approximately 379 miles of transmission pipelines, extending from supply interconnects at 
Parkesburg, Pennsylvania; Daleville, Pennsylvania; and Hockessin, Delaware, to approximately 81 delivery points in 
southeastern Pennsylvania, Delaware and the Eastern Shore of Maryland. 

(d) Propane Distribution and Wholesale Marketing 
The Company's Delmarva-based propane distribution operation owns bulk propane storage facilities, with an aggregate 
capacity of approximately 2.4 million gallons, at 42 plant facilities in Delaware, Maryland, Pennsylvania and Virginia, 
located on real estate that is either owned or leased. The Company's Florida-based propane distribution operation owns 
three bulk propane storage facilities with a total capacity of 66,000 gallons. Xeron does not own physical storage 
facilities or equipment to transport propane; however, it leases propane storage and pipeline capacity. 

ITEM 3. LEGAL PROCEEDINGS. 

(a) General 
The Company and its subsidiaries are currently involved in various legal actions and claims arising in the normal course 
ofbusiness. The Company is also involved in certain administrative proceedings before various governmental agencies 
concerning rates. In the opinion of management, the ultimate disposition of these current proceedings will not have a 
material effect on the Company's consolidated financial position. 

(b) Environmental 
See discussion of environmental commitments and contingencies in ltem 8 under the heading "Notes to Consolidated 
Financial Statements - Note N." 

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS. 

None 

ITEM 4A. EXECUTIVE OFFICERS OF THE REGISTRANT. 

Set forth below are the names, ages, and positions ofexecutive officers ofthe registrant at December 3 1,2008, with their 
recent business experience. The age of each officer is as of the filing date of this report. 

Name Age Position 
John R. Schimkaitis 61 President and Chief Executive Officer 
Michael P. McMasters 50 Executive Vice President and Chief Operating Officer 
Beth W. Cooper 42 Senior Vice President and Chief Financial Officer 
Stephen C. Thompson 48 Senior Vice President and President, ESNG 
S. Robert Zola 56 President, Sharp Energy 

John R. Schimkaitis is President and Chief Executive Officer of Chesapeake and its subsidiaries. Mr. Schimkaitis 
assumed the role of Chief Executive Officer on January 1, 1999. He has served as President since 1997. Mr. 
Schimkaitis previously served as ChiefOperating Officer, Executive Vice President, Senior Vice President, Chief 
Financial Officer, Vice President, Treasurer, Assistant Treasurer and Assistant Secretary of Chesapeake. 

Michael P. McMasters was appointed as Executive Vice President and Chief Operating Officer in September of 
2008. Prior to this appointment, Mr. McMasters served as Senior Vice President since 2004 and Chief Financial 
Officer of the Company since 1996. He has previously held the positions of Vice President, Treasurer, Director of 
Accounting and Rates, and Controller. From 1992 to May 1994, Mr. McMasters was employed as Director of 
Operations Planning for Equitable Gas Company. 
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Beth W. Cooper was appointed as Senior Vice President and Chief Financial Officer in September of 2008 in 
addition to her duties as Treasurer and Corporate Secretary. Prior to this appointment, Ms. Cooper served as Vice 
President and Corporate Secretary ofChesapeake Utilities Corporation since July 2005. She has served as Treasurer 
of the Company since 2003. She previously served as Assistant Treasurer and Assistant Secretary, Director of 
Internal Audit, Director of Strategic Planning, Planning Consultant, Accounting Manager for Non-regulated 
Operations and Treasury Analyst. Prior to joining Chesapeake, she was employed as an auditor with Ernst & 
Young's Entrepreneurial Services Group. 

Stephen C. Thompson is Senior Vice President ofChesapeake Utilities Corporation and President ofESNG. Prior to 
becoming Senior Vice President in 2004, he served as Vice President of Chesapeake. He has also served as Vice 
President, Director of Gas Supply and Marketing, Superintendent of ESNG and Regional Manager for the Florida 
distribution operations. 

S. Robert Zola joined Sharp Energy in August 2002 as President. Prior to joining Sharp Energy, Mr. Zola most 
recently served as Northeast Regional Manager ofSynergy Gas, now Cornerstone MLP, in Philadelphia, PA. During 
his 27-year career in the propane industry, Mr. Zola also started and successfully developed Bluestreak Propane, in 
Phoenix, AZ, which was ultimately sold to Ferrellgas. 
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PART II 

ITEM 5. MARKET FOR THE REGISTRANT'S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND ISSUER 
PURCHASES OF EQUITY SECURITIES. 

(a) Common Stock Price Ranges, Common Stock Dividends and Shareholder Information: 
The Company's common stock is listed on the NYSE under the symbol '·CPK." The high, low and closing prices ofthe 
Company's common stock and dividends declared per share for each calendar quarter during the years 2008 and 2007 
wcre as follows: 

Dividends 
Declared 

Quarter Ended High Low Close Per Share 
2008 

March 31 $ 33.60 $ 27.21 $ 29.64 $ 0.295 
June 30 31.88 25.02 25.72 0.305 
September 30 34.84 24.65 33.21 0.305 
December 31 34.66 21.93 31.48 0.305 

2007 
March 31 $ 31.10 $ 28.85 $ 30.94 $ 0.290 

June 30 35.58 29.92 34.24 0.295 
September 30 37.25 28.00 33.94 0.295 

December 31 36.38 29.59 31.85 0.295 

Holders 

At December 31, 2008, there were 1,914 holders of record of Chesapeake Utilities Corporation common stock. 


Dividends 

Chesapeake has paid a cash dividend to common stock shareholders for forty-eight consecutive years. Dividends are 

payable at the discretion ofour Board ofDirectors. Future payment ofdividends, and the amount ofthese dividends, will 

depend on our financial condition, results ofoperations, capital requirements, and other factors. We sold no securities 

during the year 2008 that were not registered under the Securities Act of 1933, as amended. 


Indentures to the long-tenu debt of the Company contain various restrictions. In tenus of restrictions which limit the 

payment of dividends by the Company, each of the Company's Unsecured Senior Notes contains a "Restricted 

Payments" covenant. The most restrictive covenants ofthis type are included within the 7.83% Senior Notes, due January 

1,2015. The covenant provides that the Company cannot payor declare any dividends or make any other Restricted 

Payments (such as dividends) in excess of the sum of $10.0 million plus consolidated net income of the Company 

accrued on and after January 1,2001. As of December 31,2008, the Company's cumulativc consolidated net income 

base was $86.9 million, offset by Restricted Payments of$54.4 million, leaving $32.5 million ofcumulative net income 

free of restrictions. 
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(b) Purchases of Equity Securities by the Issuer 
The following table sets forth infonnation on purchases by or on behalf of Chesapeake of shares of its common stock 
during the quarter ended December 31, 2008. 

Total Total Number of Shares Maximum Number of 
Number of Average Purchased as Part of Shares That May Yet Be 

Sharas Price Paid Publicly Announced Plans Purch ned Under the 

Period Purchased per Share or Programs 121 Plans or Programs 121 
October 1,2008 

through October 31. 2008 (I) 594 $31.62 0 0 
November 1 , 2008 

through November 30.2008 0 $0.00 0 0 
December 1,2006 

throuHh December 31.2008 0 $0.00 0 0 

Total 	 594 $31.62 0 0 

11) Chesapeake purchased shares of slack on the open market for the purpose of reinvesting the dividend on deferred 
stock units held In the Rabbi Trust accounts for certain Senior Executives and Directors underlhe Deferred 
Compensation Plan. The Deferred Com pensation Plan is discussed In detail in Note K to the Consolidated Financial 

Statements. During the quarter, 594 shares were purchased through the reinvestment of dividends on deferred stock units. 

(2) 	 Excepl for the purposes described in F oolnole (1), Chesapeake has no pub6cly announced plans or programs to 


repurchase Its shares. 


Discussion ofcompensation plans ofChesapeake and its subsidiaries, for which shares ofChesapeake common stock are 
authorized for issuance, included in the portion of the Proxy Statement captioned "Equity Compensation Plan 
Infonnation" to be filed not later than March 31,2009, in connection with the Company's Annual Meeting to be held on 
May 6, 2009, is incorporated herein by reference. 

(c) Chesapeake Utilities Corporation Common Stock Performance Graph 
The following stock Perfonnance Graph compares cumulative total shareholder return on a hypothetical investment in the 
Company's common stock during the five fiscal years ended December 31, 2008, with the cumulative total shareholder 
return on a hypothetical investment in both 0) the Standard & Poor's 500 ("S&P 500 Index"), and (ii) an industry index 
consisting of 13 companies in the Edward Jones Natural Gas Distribution Group, a published listing of selected gas 
distribution utilities' results. The Company's Perfonnance Graph for the previous year included all but one ofthese same 
companies. The Company's Compensation Committee utilizes the Edward Jones Natural Gas Distribution Group as its 
peer group to which the Company's performance is compared for purposes of detennining the level of long-tenn 
perfonnance awards earned by the Company's named executives. 

The thirteen companies in the Edward Jones Natural Gas Distribution Group industry index include: AGL Resources, 
Inc., Atmos Energy Corporation, Chesapeake Utilities Corporation, Coming Natural Gas Corporation, Delta Natural Gas 
Company, Inc., Energy West, Inc., The Laclede Group, Inc., New Jersey Resources Corporation, Northwest Natural Gas 
Company, Piedmont Natural Gas Co., Inc., RGC Resources, Inc., South Jersey Industries, Inc, and WGL Holdings, Inc. 
The Company excluded EnergySouth, Inc. from its comparison due to its recent acquisition by Sempra Energy. 

The comparison assumes $100 was invested on December 31, 2003 in the Company's common stock and in each ofthe 
foregoing indices and assumes reinvested dividends. The comparisons in the graph below are based on historical data and 
are not intended to forecast the possible future perfonnance ofthe Company's common stock. 
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S&P 500 Index $100 $111 $116 $135 $142 $90 
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ITEM 6. SELECTED FINANCIAL DATA 

For the Years Ended December 31, 2008 2001 2006 (31 

Oneratinl:, On thousands o(dolJars! (I) 

Revenues 
Natural gas $211,402 $181,202 $170,374 
Propane 65,877 62,838 48,576 
Advanced infonnations systems 14,720 15,099 12,568 
Other and eliminations !55~ (853) !318~ 

Total revenues $291,443 $258,286 $231,200 

Operating income 
Natural gas $25,846 $22,485 $19,733 
Propane 1,586 4,498 2,534 
Advanced infonnations systems 695 836 767 
Other and eliminations 352 295 298 

Total operating income $28,479 $28,114 $23,332 


Net income from continuing operations $13,607 $13,218 $10,748 


AS'lets (in thousands ofdollars) 

Gross property, plant and equipment $381,688 $352,838 $325,836 

Net property, plant and equipment (2) $280,671 $260,423 $240,825 
Total assets (2) $385,795 $381,557 $325,585 
Capital expenditures (I) $30,844 $30,142 $49,154 

Cal!italization On lhousan!/l. olri.ollarsA 
Stockholders' equity 
Lon~-tenn debt, net of current maturities 

$123,073 
86,422 

$119,576 
63,256 

$111,152 
71,050 

Total capital izatio n $209,495 $182,832 $182,202 

Current portion oflong-tenn debt 6.657 7,656 7,656 
Short-tenn debt 33,000 45,664 27,554 
Total capitalization and short-tenn financing $249,152 $236,152 $217,412 

(I) These tI'Tlounts exclwethl results of distributed energy am water services due to their reclassification to discontinued 'l'eratirns. TheCompaly 

closed its distributed energy operation in 2007 All assets of all of the water businesses were sol:! in 2004 aid 2003. 
(2) SFAS No. 143 W!fl adopted in thl year 200 I; thlrefore, SFAS I\k). 143 was rot applicable f(J" the years prior to 2001. 

(3) SFAS No. 123R and SFAS I\k). 158 were adopted in the year 2006; theref(J"e, thly 'M:renot applicable rorthe years prior to 2006. 
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2005 2004 2003 2002 2001 2000 1999 

$166,582 
48,976 
14,140 

(213) 
$229,485 

$124,246 
41,500 
12,427 

(218) 
$177,955 

$110,247 
41,029 
12,578 

(286) 
$163,568 

$93,588 
29,238 
12,764 

(334 ) 
$135,256 

$107,418 
35,742 
14,104 

(113) 
$157,151 

$101,138 
31,780 
12,390 

(131) 
$145,177 

$75,637 
25,199 
13,531 

(14) 
$114,353 

$17,236 
3,209 
1,197 

279 
$21,921 

$17,091 
2,364 

387 
335 

$20,177 

$16,653 
3,875 

692 
359 

$21,579 

$14,973 
1,052 

343 
237 

$16,605 

$14,405 
913 
517 
386 

$16,221 

$12,798 
2,135 

336 
816 

$16,085 

$10,388 
2,622 
1,470 

495 
$14,975 

$10,699 $9,686 $10,079 $7,535 $7,341 $7,665 $8,372 

$280,345 

$201,504 

$295,980 
$33,423 

$250,267 

$177,053 

$241,938 
$17,830 

$234,919 

$167,872 

$222,058 
$11,822 

$229,128 

$166,846 
$223,721 

$13,836 

$216,903 

$161,014 

$222,229 
$26,293 

$192,925 

$131,466 

$211,764 
$22,057 

$172,068 

$117,663 

$166,958 
$21,365 

$84,757 
58,991 

$143,748 

$77,962 
66,190 

$144,152 

$72,939 
69,416 

$142,355 

$67,350 
73,408 

$140,758 

$67,517 
48,409 

$115,926 

$64,669 
50,921 

$115,590 

$60,714 
33,777 

$94,491 

4,929 
35,482 

$184,159 

2,909 
5,002 

$152,063 

3,665 
3,515 

$149,535 

3,938 
10,900 

$155,596 

2,686 
42,100 

$160,712 

2,665 
25,400 

$143,655 

2,665 
23,000 

$120,156 
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ITEM 6. SELECTED FINANCIAL DATA 

For the Years Ended December 31, 2008 2007 2006 (3) 

Conunon Stock Data and Ratios 
Basic earnings per share from continuing operations (I) 
Diluted earnings per share from continuing operations (I) 

Return on average equity from continuing operations (I) 

Common equity I total capitalization 
Common equity I total capitalization and short-tenn financing 

Book value per share 

52.00 

51.98 

11.2% 

58.7% 
49.4% 

518.03 

51.96 $1.78 
51.94 $1.76 

11.5% 11.0% 

65.4% 61.0% 
50.6% 51.1% 

$17.64 $16.62 

Market price: 
High 534.840 $37.250 $35.650 
Low 521.930 $28.000 527.900 
Close 531.480 $3L850 $30.650 

A verage number 0 f shares outstanding 

Shares ou tstand ing at year-en d 

Registered common shareholders 


Cash dividends declared per share 

Dividend yield (annualized) (2) 


Payout ratio from continuing operations (I) (4) 


6,811,848 
6,827,121 

1,914 

51.21 
3.9% 

60.5% 

6,743,041 6,032,462 
6,777,410 6,688,084 

1,920 1,978 

$1.18 51.16 
3.7% 3.8% 

60.2% 65.2% 

Additional Data 
Customers 

Natural gas distribution and transmission 65,201 62,884 59,132 
Propane distribution 34,981 34,143 33,282 

Volumes 
Natural gas deliveries (in MMCF) 39,778 34,820 34,321 
Propane distribution (in thousands of gallons) 27,956 29,785 24,243 

Heating degree-days (Delmarva Peninsula) 
Actual HDD 4,431 4,504 3,931 
10 -year average HDD (nonnal) 4,401 4,376 4,372 

Propane bulk storage capacity (in thousands ofgallons) 2,471 2,441 2,315 

Total employees (I) 448 445 437 

(l) These amwnls exclude the results ofdistributed energy and water services due to their reclassification to discontinued operations. The Company 
closed its distributed energy operation in 2007. All assets of all of the water businesses were sold in 2004 and 2003. 

(2) Dividend yield (annuali:red) is calculated by multiplying the fourth quarter dividend by rour (4), then 
dividing that amount by the closing common stock price at r::ecember 31. 

(]) SFAS No. 123R and SFAS No. 158 were adopted in the year 2006; therefore, they \Wre not applicable lor the years prior to 2006. 

(4) The payout ratio from continuing operations is calculated by dividi ng cash di vidends declared per share 
(for the year) by basic earnings per share from continuing opa-ations. 
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2005 2004 2003 2002 2001 2000 1999 

$1.83 $1.68 $1.80 $1.37 $1.37 $1.46 $1.63 
$1.81 $1.64 $1.76 $1.37 $1.35 $1.43 $1.59 

13.2% 12.8% 14.4% 11.2% 11.1% 12.2% 14.3% 

59.0% 54.1% 51.2% 47.8% 58.2% 55.9% 64.3% 
46.0% 51.3% 48.8% 43.3% 42.0% 45.0% 50.5% 

$14.41 $13.49 $12.89 $12.16 $12.45 $12.21 $11.71 

$35.780 $27.550 $26.700 $21.990 $19.900 $18.875 $19.813 
$23.600 $20.420 $18.400 $16.500 $17.375 $16.250 $14.875 
$30.800 $26.700 $26.050 $18.300 $19.800 $18.625 $18.375 

5,836,463 5,735,405 5,610,592 5,489,424 5,367,433 5,249,439 5,144,449 
5,883,099 5,778,976 5,660,594 5,537,710 5,424,962 5,297,443 5,186,546 

2,026 2,026 2,069 2,130 2,171 2,166 2,212 

$1.14 $1.12 $1.10 $1.10 $1.10 $1.07 $1.03 
3.7% 4.2% 4.2% 6.0% 5.6% 5.8% 5.7% 

62.3% 66.7% 61.1% 80.3% 80.3% 73.3% 63.2% 

54,786 50,878 47,649 45,133 42,741 40,854 39,029 
32,117 34,888 34,894 34,566 35,530 35,563 35,267 

34,981 31,430 29,375 27,935 27,264 30,830 27,383 
26,178 24,979 25,147 21,185 23,080 28,469 27,788 

4,792 4,553 4,715 4,161 4,368 4,730 4,082 
4,436 4,389 4,409 4,393 4,446 4,356 4,409 

2,315 2,045 2,195 2,151 1,958 1,928 1,926 

423 426 439 455 458 471 466 
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS 

INTRODUCTION 

This section provides management's discussion of Chesapeake and its consolidated subsidiaries, with specific 
information on results ofoperations and liquidity and capital resources. It includes management's interpretation ofour 
financial results, the factors affecting these results, the major factors expected to affect future operating results and future 
investment and financing plans. This discussion should be read in conjunction with our consolidated financial statements 
and notes thereto. 

Several factors exist that could influence our future financial performance, some of which are described in Item lA 
above, "Risk Factors." They should be considered in connection with evaluating forward-looking statements contained in 
this report, or otherwise made by or on behalf ofus, since these factors could cause actual results and conditions to differ 
materially from those set out in such forward-looking statements. 

EXECUTIVE OVERVIEW 

Chesapeake is a diversified utility company engaged, directly or through subsidiaries in natural gas distribution, 
transmission and marketing, propane distribution and wholesale marketing, advanced information services and other 
related businesses. 

The Company's strategy is focused on growing earnings from a stable utility foundation and investing in related 
businesses and services that provide opportunities for returns greater than traditional utility returns. The key elements of 
this strategy include: 

• 	 executing a capital investment program in pursuit oforganic growth opportunities that generate returns equal to 
or greater than our cost of capital; 

• 	 expanding the natural gas distribution and transmission business through expansion into new geographic areas 
in our current service territories; 

• 	 expanding the propane distribution business in existing and new markets through leveraging our community gas 
system services and our bulk delivery capabilities; 

• 	 utilizing the Company's expertise across our various businesses to improve overall performance; 
• 	 enhancing marketing channels to attract new customers; 
• 	 providing reliable and responsive customer service to retain existing customers; 
• 	 maintaining a capital structure that enables the Company to access capital as needed; and 
• 	 maintaining a consistent and competitive dividend for shareholders. 

Thefollowing discussions and those later in the document on operating income and segment results include use ofthe 
term "gross margin. " Gross margin is determined by deducting the cost ofsales from operating revenue. Cost ofsales 
includes the purchased cost of natural gas and propane and the cost of labor spent on direct revenue-producing 
activities. Gross margin should not be considered an alternative to operating income or net income, which are 
determined in accordance with GAAP. Chesapeake believes that gross margin. although a non-GAAP measure. is useful 
and meaningful to investors as a basis for making investment decisions. It provides investors with information that 
demonstrates the profitability achieved by the Company under its allowed rates for regulated operations and under its 
competitive pricing structurefor non-regulated segments. Chesapeake's management uses gross margin in measuring its 
business units' performance and has historically analyzed and reported gross margin information publicly. Other 
companies may calculate gross margin in a different manner. 

Chesapeake had a successful 2008, in spite of the state ofthe global economic and financial markets. For the year, net 
income increased by three percent as the Company earned $13.6 million in net income, or $1.98 per share (diluted), 
compared to net income of$13.2 million, or $1.94 per share (diluted), earned in 2007. We were able to achieve this 
growth despite taking a charge of $1.2 million in other operating expenses for costs related to an unconsummated 
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Management's Discussion and Analysis 

acquisition. Absent this charge, the Company estimates that, compared to 2007, net income would have increased to 
$14.3 million, or $2.08 per share (diluted). 

The higher period-over-period net income was attributable primarily to our natural gas segment. Our natural gas 
transmission and distribution operations continued to invest capital in current growth initiatives that favorably positioned 
us for future growth as well. These operations invested $25.6 million in property, plant, and equipment during 2008, 
primarily to expand our transmission and distribution systems. These expansions were undertaken pursuant to additional 
long-term firm transportation service contracts for our transmission operation and continued customer growth for the 
distribution operations. Collectively, these growth initiatives contributed $2.8 million to gross margin in 2008. 

As a result of market conditions in the housing industry, the Company continued to see a slowdown in the number ofnew 
houses being constructed. Despite this slowdown. the average number of residential customers served by our natural gas 
distribution operations increased by four percent. While this growth percentage is lower than that experienced in recent 
years, it is still significantly above the national average. 

PESCO experienced a record year as gross margin increased by 91 percent over 2007. This increase was achieved 
through enhanced sales contract terms, margins on spot sales ofapproximately $600,000 and a 26-percent gro\\<th in its 
customer base. A 26-percent increase in its customer base contributed to a 4 I-percent increase in volumes sold in 2008. 

The successful completion of rate proceedings for the Company's natural gas transmission and Delmarva distribution 
operations added $387,000 to gross margin in 2008. In addition, these rate proceedings provided for lower depreciation 
allowances and lower asset removal cost allowances, which contributed to the period-over-period decrease in 
depreciation expense and asset removal costs of $2.3 million in 2008. 

Propane price volatility during 2008 affected our wholesale marketing operation positively and our propane distribution 
operation negatively. Xeron capitalized on the price volatility, seizing opportunities to sell at prices above cost and to 
manage effectively the larger spreads between the market (spot) prices and forward propane prices experienced in 2008, 
which contributed to the operation's 38-percent year-over-year growth in gross margin. 

In contrast, the volatility of wholesale propane prices had a negative impact on our propane distribution operations. 
Wholesale propane prices rose dramatically during the spring months of 2008, when they are traditionally falling. In 
efforts to protect the Company from the impact that additional price increases would have on our Pro-Cap (propane price­
cap) Plan that we offer to customers, the propane distribution operation entered into a swap agreement. By December 31, 
2008, the market price of propane had plummeted well below the unit price in the swap agreement. As a result, the 
Company marked the agreement relating to the January 2009 and February 2009 gallons to market, which increased cost 
of sales by $939,000 for 2008 and resulted in the Company adjusting the valuation of its propane inventory to current 
market prices in accordance with Accounting Research Bulletin No. 43. Both ofthese adjustments reduced gross margin 
during 2008 by a total of$2.3 million compared to 2007. The Company subsequently terminated the swap agreement in 
January 2009. 

Adverse economic conditions severely affected the advanced information services segment. BravePoint experienced 
lower consulting revenues as customers began to conserve their information technology spending, resulting in a nine 
percent decline in billable hours in 2008 compared to 2007. 

In response to the instability and volatility of the financial markets, we increased the amounts of our committed short­
term borrowing capacity from $15.0 million to $55.0 million, while maintaining total short-term line-of-credit capacity of 
$100.0 million. In addition, on October 31,2008, the Company executed a $30.0 million long-term debt plaeement of 
5.93 percent Unsecured Senior Notes, maturing on October 31,2023. 
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Operating Income 
The year-over-year increase in operating income for 2008, driven by the strong performance ofour natural gas business 
segment, was partially offset by lower operating income from the propane and advanced information services business 
segments. 

Percentage 

(In thcusands) 2008 2007 Change Change 

Natural gas $ 25,846 $ 22,485 $ 3,361 15% 

Propane 1,586 4,498 (2,912) -65% 

Advanced infonnation services 695 836 (141) -17% 

Other & eliminations 352 295 57 19% 

Total operating income $ 28,479 $ 28,114 $ 365 1% 

The Company's financial performance is discussed in greater detail below in "Results of Operations." 

Critical Accounting Policies 

Chesapeake prepares its financial statements in accordance with GAAP. Application of these accounting principles 
requires the use of estimates and assumptions that affect the reported amounts of assets, liabilities, revenues and 
expenses, and related disclosures of contingencies during the reporting period. Chesapeake bases its estimates on 
historical experience and on various assumptions that are believed to be reasonable under the circumstances, the results 
of which form the basis for making judgments about the carrying value of assets and liabilities that are not readily 
apparent from other sources. Since most ofChesapeake's businesses are regulated and the accounting methods used by 
these businesses must comply with the requirements ofthe regulatory bodies, the choices available are limited by these 
regulatory requirements. In the normal course ofbusiness, estimated amounts are subsequently adjusted to actual results 
that may differ from estimates. Management believes that the following policies require significant estimates or other 
judgments of matters that are inherently uncertain. These policies and their application have been discussed with 
Chesapeake's Audit Committee. 

Regulatory Assets and Liabilities 
As a result ofthe ratemaking process, Chesapeake records certain assets and liabilities in accordance with Statement 
ofFinancial Accounting Standards ("SF AS") No. 11, "Accounting for the Effects ofCertain Types ofRegulation;" 
consequently, the accounting principles applied by our regulated utilities differ in certain respects from those applied 
by the unregulated businesses. Costs are deferred when there is a probable expectation that they will be recovered in 
future revenues as a result of the regulatory process. As more fully described in Note A to the Consolidated 
Financial Statements, Chesapeake had recorded regulatory assets of$3.6 million and regulatory liabilities of$24.1 
million, at December 31, 2008. Ifthe Company were required to terminate application ofSF AS No. 11, it would be 
required to recognize all such deferred amounts as a charge or a credit to earnings, net ofapplicable income taxes. 
Such an adjustment could have a material effect on the Company's results of operations. 

Valuation of Environmental Assets and Liabilities 
As more fully described in Note N, "Environmental Commitments and Contingencies," in the Notes to the 
Consolidated Financial Statements, Chesapeake has completed its responsibilities related to one environmental site 
and is currently participating in the investigation, assessment or remediation ofthree other former manufactured gas 
plant sites. Amounts have been recorded as environmental liabilities and associated environmental regulatory assets 
based on estimates of future costs provided by independent consultants. There is uncertainty in these amounts, 
because the United States Environmental Protection Agency ("EPA") or other applicable state environmental 
authority may not have selected the final remediation methods. In addition, there is uncertainty with regard to 
amounts that may be recovered from other potentially responsible parties. 
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Since the Company's management believes that recovery of these expenditures, including any litigation costs, is 
probable through the regulatory process, the Company has recorded, in accordance with SFAS No. 71, a regulatory 
asset and corresponding regulatory liability. At December 31, 2008, Chesapeake had recorded an environmental 
regulatory asset of $779,000 and a liability of $511 ,000 for environmental costs. 

Derivatives 
Chesapeake may use derivative instruments to manage the price risk of its natural gas and propane purchasing 
activities. The Company continually monitors the use of these instruments to ensure compliance with its risk 
management policies and accounts for them in accordance with SFAS No. 133, "Accounting for Derivative 
Instruments and Hedging Activities," by recording their fair value as assets and liabilities. If the derivative contracts 
meet the "normal purchase and normal sale" scope exception of SFAS No. 133, the related activities and services are 
accounted for on an accrual basis of accounting. 

The following is a review of Chesapeake's use of derivative instruments at December 31, 2008 and 2007: 

• 	 The natural gas distribution and marketing operations, during 2008 and 2007, entered into physical contracts for 
the purchase and sale of natural gas, which qualified for the "normal purchases and normal sales" scope 
exception under SFAS No. 133 in that they provided for the purchase or sale of natural gas to be delivered in 
quantities expected to be used or sold by the Company over a reasonable period of time in the normal course of 
business. Accordingly, they were not subject to the accounting requirements of SFAS No. 133. 

• 	 During 2008 and 2007, Chesapeake's propane distribution operations entered into physical contracts to buy 
propane supplies, which qualified for the "normal purchases and normal sales" scope exception under SFAS 
No. 133 in that they provided for the purchase or sale of propane to be delivered in quantities expected to be 
used or sold by the Company over a reasonable period of time in the normal course of business. Accordingly, 
the related liabilities incurred and assets acquired under these contracts were recorded when title to the 
underlying commodity passed. 

• 	 During 2008, but not during 2007, the propane distribution operation entered into a swap agreement to protect 
the Company from the impact of price increases on the Pro-Cap (propane price-cap) Plan that we offer to 
customers. The Company considered this agreement to be an economic hedge that did not qualify for hedge 
accounting as described in SFAS No. 133. At the end ofthe period, the market price of propane dropped below 
the unit price in the swap agreement. As a result of the price drop, the Company marked the agreement relating 
to the January 2009 and February 2009 gallons to market, which increased cost of sales in 2008 by 
approximately $939,000. In January 2009, the Company terminated this swap agreement. 

• 	 Chesapeake's propane wholesale marketing operation enters into forward and futures contracts that are 
considered derivatives under SFAS No. 133. In accordance with SFAS No. 133, open positions are marked to 
market using prices at the end of each reporting period and unrealized gains or losses are recorded in the 
Consolidated Statement of Income as revenue or expense. The contracts mature within one year and are almost 
exclusively for propane commodities, with delivery points at Mt. Belvieu, Texas; Conway, Kansas; and 
Hattiesburg, Mississippi. Management estimates the market valuation based on references to exchange-traded 
futures prices, historical differentials and actual trading activity at the end of the reporting period. Commodity 
price volatility may have a significant impact on the gain or loss in any given period. At December 31,2008, 
these contracts had net unrealized gains of $1.4 million that were recorded in the financial statements. At 
December 31, 2007, these contracts had net unrealized gains of $179,000 that were recorded in the financial 
statements. 

Operating Revenues 
Revenues for the natural gas distribution operations of the Company are based on rates approved by the PSCs ofthe 
jurisdictions in which we operate. The natural gas transmission operation's revenues are based on rates approved by 
the FERC. Customers' base rates may not be changed without formal approval by these commissions. The PSCs, 
however, have granted the Company's regulated natural gas distribution operations the ability to negotiate rates, 
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based on approved methodologies, with customers that have competitive alternatives. In addition, the natural gas 
transmission operation can negotiate rates above or below the FERC-approved tariff rates. 

For regulated deliveries ofnatural gas, Chesapeake reads meters and bills customers on monthly cycles that do not 
coincide with the accounting periods used for financial reporting purposes. Chesapeake accrues unbilled revenues 
for gas that has been delivered, but not yet billed, at the end of an accounting period to the extent that they do not 
coincide. In connection with this accrual, Chesapeake must estimate the amount ofgas that has not been accounted 
for on its delivery system and must estimate the amount ofthe unbilled revenue by jurisdiction and customer class. 
A similar computation is made to accrue unbilled revenues for propane customers with meters, such as community 
gas system customers. 

The propane wholesale marketing operation records trading activity for open contracts on a net mark-to-market basis 
in the Company's income statement. The propane distribution, advanced information services and other segments 
record revenue in the period the products are delivered and/or services are rendered. 

Chesapeake's natural gas distribution operations in Delaware and Maryland each have a purchased gas cost recovery 
mechanism. This mechanism provides the Company with a method of adjusting the billing rates with its customers 
for changes in the cost of purchased gas included in base rates. The difference between the current cost of gas 
purchased and the cost ofgas recovered in billed rates is deferred and accounted for as either unrecovered purchased 
gas costs or amounts payable to customers. Generally, these deferred amounts are recovered or refunded within one 
year. 

The Company charges flexible rates to its natural gas distribution industrial interruptible customers to compete with 
alternative types offuel. Based on pricing, these customers can choose natural gas or alternative fuels. Neither the 
Company nor the interruptible customer is contractually obligated to deliver or receive natural gas. 

Allowance for Doubtful Accounts 
An allowance for doubtful accounts is recorded against amounts due to reduce the net receivable balance to the 
amount we reasonably expect to collect based upon our collections experiences, the condition of the overall 
economy and our assessment 0 four customers' inability or reluctance to pay. Ifcircumstances change, however, our 
estimate of the recoverability of accounts receivable may also change. Circumstances which could affect our 
estimates include, but are not limited to, customer credit issues, the level ofnatural gas prices and general economic 
conditions. Accounts are written off once they are deemed to be uncollectible. 

Pension and other Postretirement Benefits 
Pension and other postretirement plan costs and liabilities are determined on an actuarial basis and are affected by 
numerous assumptions and estimates including the market value of plan assets, estimates ofthe expected return on 
plan assets, assumed discount rates, the level ofcontributions made to the plans, current demographic and actuarial 
mortality data. The assumed discount rate and the expected return on plan assets are the assumptions that generally 
have the most significant impact on the Company's pension costs and liabilities. The assumed discount rate, the 
assumed health care cost trend rate and the assumed rates of retirement generally have the most significant impact on 
our postretirement plan costs and liabilities. Additional information is presented in Note L, "Employee Benefit 
Plans," in the Notes to the Consolidated Financial Statements, including plan asset investment allocation, estimated 
future benefit payments, general descriptions of the plans, significant assumptions, the impact of certain changes in 
assumptions, and significant changes in estimates. 

The total pension and other postretirement benefit costs included in operating income were $537,000, $370,000 and 
$387,000 in 2008, 2007 and 2006, respectively. The company expects to record higher pension and postretirement 
benefit costs in the range of $400,000 to $600,000 for 2009. The increased costs for 2009 represents the significant 
market decline in the values ofthe defined pension plan assets when compared to prior years. Actuarial assumptions 
affecting 2009 include an expected long-term rate of return on plan assets of6.0 percent, consistent with the prior 
year, and discount rates of 5.25 percent for each of the plans, compared with 5.5 percent for the plans a year 
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earlier. The discount rates for each plan were determined by the Company considering high quality corporate bond 
rates based on Moody's Aa bond index, changes in those rates from the prior year, and other pertinent factors, such 
as the expected life of the plan and the lump-sum-payment option. 

Results of Operations 

Net Income & Diluted Earnings Per Share Sunmary 

Increase Increase 
For the Years Ended December 311 2008 2007 !decreasel 2007 2006 {decreasel 
Net IlICI)me (Loss)· 

Continuing operations 
Discontinued ol!!!ations 

513,607 $13,218 

(20l 

$389 
20 

$13,218 
,202 

$10,748 
,241l 

$2,470 
22\ 

Total Net Income 513,607 $13,198 $410 $13,198 $\0,507 $2,691 

Diluted Eal1lings(Lais) Per Share 
Continuing operations $1.98 $1.94 $0.04 $1.94 $1.76 $0.18 
Discontioued o~ations ~O·04l 0.04 

Total Earnings Per Share $1.98 $1.94 $0.04 $1.94 $172 $0.22 

*Dollars in thousands. 

The Company's net income from continuing operations increased by $389,000 in 2008 compared to 2007. Net income 
from continuing operations was $13.6 million, or $1.98 per share (diluted), for 2008, compared to net income from 
continuing operations of$13.2 million, or $1.94 per share (diluted) in 2007. Our 2008 results include a charge of$1.2 
million to other operating expenses for costs relating to an unconsummated acquisition. The Company initiated 
discussions in the third quarter of2007 with a potential acquisition target. These discussions continued through the first 
part of the second quarter of 2008, at which time, we determined that we would not be able to complete the acquisition. 
In the course of these negotiations, the Company incurred certain accounting, legal and other professional fees and 
expenses, which were expensed in the second quarter of 2008 in accordance with SFAS No. 141, "Business 
Combinations." Absent the charge for the unconsummated acquisition, the Company estimates that period-over-period 
net income would have increased by $1.1 million in 2008 to $14.3 million, or $2.08 per share (diluted). 

The Company's net income from continuing operations increased by $2.5 million in 2007 compared to 2006. Net income 
from continuing operations was $13.2 million, or $1.94 per share (diluted), for 2007, compared to net income from 
continuing operations of$IO.8 million, or $1.76 per share (diluted) in 2006. 

During 2007, Chesapeake decided to close its distributed energy services company, OnSight, which consistently 
experienced operating losses since 2004. The results of operations for OnSight have been reclassified to discontinued 
operations and shown net oftax for all periods presented. The discontinued operations experienced a net loss of$20,OOO 
for 2007, compared to a net loss of $241,000, or $0.04 per share (diluted) for 2006. The Company did not have any 
discontinued operations in 2008. 
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Operating Income Summary (in thousands) 

Increase Increase 
For the Years Ended December 311 2008 2007 (decrease! 2007 2006 !decreasel 
Busi ness Segmen t: 

Natural gas $25.846 $22,485 $3,361 $22,485 $19,733 $2,752 
Propane 1.586 4,498 (2,912) 4,498 2,534 1,964 
Advanced information services 695 836 (141) 836 767 69 
Other & el iminations 352 295 57 295 298 Pl 

Operating Income $28,479 $28,114 $365 $28,114 $23,332 $4,782 

Other In come 103 291 (I88) 291 189 102 
Interest Charges 6,158 6,590 (432) 6,590 5,774 816 
Income Taxes 8,817 8,597 220 8,597 6,999 1,598 
Net Income from Continuing Operations $13,607 $13,218 $389 $\3,218 $10,748 $2,470 

2008 Coml!ared to 2007 

Operating income in 2008 increased by approximately $365,000, or one percent, compared to 2007. The financial, 

operational and other highlights or factors affecting the period-over-period change in operating income included the 

following: 


• 	 For the Company's natural gas marketing operation, enhanced sales contract terms, margins on spot sales of 
approximately $600,000 and a 26-percent growth in its customer base produced a period-over-period increase of 
$1.5 million, or 91 percent, in gross margin. 

• 	 New long-term, transportation capacity contracts implemented by ESNG in November 2007 provided for 8,300 
Dts of additional firm transportation service per day, generating $200,000 of gross margin in 2007 and $1.0 
million in 2008 for an annualized gross margin of$1.2 million. 

• 	 On January 7,2008, ESNG received authorization from the FERC to commence construction ofa portion ofthe 
Phase III facilities (approximately 9.2 miles) of the 2006-2008 System Expansion Project. These additional 
facilities, which were completed and placed in service on November I, 2008, provided for 5,650 Dts of 
additional firm transportation service per day, generating $165,000 of gross margin in 2008 and annualized 
gross margin 0£$988,000. 

• 	 The results of rate proceedings for the Company's natural gas transmission and Delmarva distribution 
operations added $387,000 to gross margin in 2008. These rate proceedings also provided for lower 
depreciation allowances and lower asset removal cost allowances, which contributed to the period-over-period 
decrease in depreciation expense and asset removal costs of $2.3 million in 2008. 

• 	 Volatile wholesale propane prices in 2008 provided a gross margin increase of $901,000 for the Company's 
propane wholesale and marketing subsidiary. 

• 	 Despite the continued slowdown in new residential housing construction as a result of unfavorable economic 
conditions, the Company's natural gas distribution operations continued to experience strong customer growth 
with a four percent increase in 2008. 

• 	 Declining propane prices during the second half of 2008 had a negative impact on operating income for the 
propane distribution operations as the Company adjusted the valuation of its propane inventory to current 
market prices in accordance with Accounting Research Bulletin No. 43. These adjustments reduced gross 
margin by $800,000 during 2008. In addition, the Company recognized a charge of$939,000 to cost ofsales as 
January 2009 and February Z009 gallons in its price swap agreement were marked to market as ofthe end Z008. 

• 	 As previously discussed, a charge of$I.2 million for costs relating to an unconsummated acquisition increased 
other operating expenses. 

• 	 Corporate overhead increased $519,000 in 2008 due to increased payroll and benefit costs of $132,000 and 
$83,000, respectively, as several key corporate positions that were vacant in Z007 were filled in 2008. In 
addition, outside serviccs increased $Z63,000 due primarily to consulting costs relating to an independent third­
party compensation survey, strategic planning and growth initiatives. As a result of the compensation survey, 
the Company implemented salary adjustments, effective January 1, 2009, that will increase payroll related costs 
by approximately $754,000 in 2009. 
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• 	 The Company continued to invest in property, plant and equipment to support current and future growth 
opportunities, expending $30.8 million in 2008 for such purposes. 

• 	 Even though banks were tightening their lending in response to the current financial crisis, Chesapeake was able 
to firm up its credit lines during this volatile period by increasing its total committed short-term borrowing 
capacity from $15.0 million to $55.0 million. In addition, on October 31,2008, the Company executed a $30.0 
million long-term debt placement of 5.93 percent Unsecured Senior Notes. 

2007 Compared to 2006 
Compared to 2006, operating income in 2007 increased by $4.8 million, or 20 percent. Factors affecting this 
improvement included the following: 

• 	 New transportation capacity contracts implemented for the natural gas transmission operation in November 
2006 and November 2007 provided for $3.3 million of additional gross margin in 2007. 

• 	 Weather on the Delmarva Peninsula was 15 percent colder in 2007 than in 2006, which, the Company estimates 
contributed approximately $2.0 million in additional gross margin for its Delmarva natural gas and propane 
distribution operations. This amount differs from the $2.2 million ofadditional gross margin that the Company 
had expected the colder weather to contribute, as a result of the season or month that the heating degree-day 
variance occurred. 

• 	 Rate increases to customers of the natural gas transmission and distribution operations in Delaware and 
Maryland added $1.4 million to gross margin in 2007. 

• 	 Strong period-over-period residential customer growth of seven percent and five percent, respectively, was 
achieved for the Delmarva and Florida natural gas distribution operations in 2007. 

• 	 The average gross margin per retail gallon sold to customers increased by $0.05 in 2007 for the Delmarva 
propane distribution operations, which contributed $1.1 million to gross margin. 

• 	 The Delmarva Community Gas Systems continued to experience strong customer growth as the number of 
customers increased by 22 percent in 2007. 

Natural Gas 
The natural gas segment recognized operating income of $25.8 million for 2008, $22.5 million for 2007, and $19.7 
million for 2006, representing increases of$3.4 million, or 15 percent for 2008, and $2.8 million, or 14 percent for 2007. 
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Natural Gas (lnthousands) 

Increase Increase 
For the Years Ended December 31 , 2008 2007 Idecrease! 2007 2006 Idecrease! 
Revenue $211,402 $181,202 $30,200 $181,202 $170,374 $10,828 
Cost of sas 146,546 121,550 24,996 121,550 117,948 3,602 
Gross margin 64,856 59,652 5,204 59,652 52,426 7,226 

Operalions & maintenance 26,579 26,024 555 26,024 22,673 3,351 
Unconsummated acquisition costs 828 828 
Depreciation & amortization 6,694 6,918 (224) 6,918 6,312 606 
Other taxes 4,909 4,225 684 4,225 3,708 517 
Other operating expenses 39,010 37,167 1,843 37,167 32,693 4,474 

Total Operating Income $25,846 $22,485 $3,361 $22,485 $19,733 $2,752 

Heating Degree-Day (HDD) and Customer Analysis 

Increase Increase 
For the Years Ended December 31, 2008 2007 (decrease) 2007 2006 (decrease) 
Heating degree-day data- Delmarva 

Actual HDD 4,431 4,504 (73) 4,504 3,931 573 
I O-year average HDD 4,401 4,376 25 4,376 4,372 4 

Estimated §ross mar§in eer HDD $1,937 $1,937 $0 $1,937 $2,013 ($76 l 

Estimated dollars per residential customer added: 
Gross margin $375 $372 $3 $372 $372 $0 
Other operating expenses $103 $106 ($3) $\06 $111 ($5 ) 

Average number of residential customers 
Delmarva 45,570 43,485 2,085 43,485 40,535 2,950 
Florida 13,373 13,250 123 13,250 12,663 587 

Total 58,943 56,735 2,208 56,735 53,198 3,537 

2008 COID)!ared to 2007 
Gross margin for the Company's natural gas segment increased by $5.2 million, or nine percent, and other operating 
expenses increased by $1.8 million, or five percent, for 2008. Of the total $5,2 million increase in gross margin, $1.7 
million was generated from the natural gas transmission operation, $2.0 million from the natural gas distribution 
operations and $1.5 million from the natural gas marketing operation, as further explained below. 

Natural Gas Transmission 
The natural gas transmission operation achieved gross margin growth of $1. 7 million, or eight percent, in 2008. Of the 
$1.7 million increase, $1.2 million was attributable to new transportation capacity contracts implemented in November 
2007 and 2008. In 2009, the new transportation capacity contracts implemented in November 2008 are expected to 
generate additional gross margin of $823,000. In addition, the implementation of rate case settlement rates, effective 
September 1,2007, contributed an additional $439,000 to gross margin in 2008. A further discussion of the FERC rate 
proceeding is provided in detail within "Rates and Other Regulatory Activities" section ofNote 0, "Other Commitments 
and Contingencies," in the Notes to the Consolidated Financial Statements. The remaining $61,000 increase to gross 
margin was primarily attributable to higher interruptible sales revenue, net of required margin-sharing. 

The 2009 gross margin for the natural gas transmission operation will be impacted by the following construction projects: 
• The remaining facilities to be constructed under the operation's multi-year system expansion will be placed into 

service in November 2009. These services will provide for 7,200 dts of firm service capacity per day and will 
generate $1.0 million of annualized gross margin. For the years 2009 and 2010, these facilities will contribute 
$169,300 and $846,700, respectively, to gross margin. 

• On February 5,2009, ESNG entered into a firm transportation service agreement with an industrial customer in 
Northern Delaware for the period of February 6,2009 through October 31, 2009. Pursuant to this agreement, 
ESNG will provide firm transportation service for a maximum of7,200 Dts and will recognize gross margin of 
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approximately $573,000 for this service. Subsequent to execution of this agreement, the two parties entered 
into a second Precedent Agreement for an additional 10,000 Dts ofdaily firm transportation service beginning 
November 1,2009 and ending October 31,2012. In conjunction with providing this service, ESNG expects to 
earn additional gross margin ofapproximately $1.1 million. For the years 2009 and 2010, these two agreements 
will contribute $753,900 and $1.1 million, respectively, to gross margin. 

An increase of$669,000 in other operating expenses partially offset the increased gross margin. The factors contributing 
to the increase in other operating expenses included the following: 

• 	 Corporate overhead increased approximately $420,000 due to the allocation ofthe unconsummated acquisition 
costs and the higher costs previously discussed. 

• 	 The higher level of capital investment and adjusted property assessments by various jurisdictions caused 
increased property taxes of$311,000. 

• 	 Rent and utility expenses increased by $176,000 and $52,000, respectively, as a result ofESNG occupying new 
office facilities in January of 2008. 

• 	 Incentive compensation costs increased by $98,000 as a result of the improved operating results in 2008. 
• 	 Costs for corporate services increased approximately $97,000 as a result of increased information technology 

spending to improve the infrastructure, including system performance and disaster recovery. In addition, the 
Company increased its information technology support. 

• 	 Other operating expenses relating to various items increased by approximately $77,000. 

• 	 The Company experienced a decrease of $316,000 in pipeline integrity costs, compared to those which the 
Company incurred in 2007 to comply with federal pipeline integrity regulations, issued in May 2004. 

• 	 Depreciation expense and regulatory expense decreased by $110,000 and $136,000, respectively, in 2008 as a 
result of the 2007 rate case. As part of the rate case settlement that became effective September 1,2007, the 
FERC approved a reduction in depreciation rates for ESNG. The impact of the lower depreciation rates was 
partially offset by the additional depreciation expense from higher plant balances produced by capital 
investments in 2007 and 2008. Also, the Company incurred regulatory expenses in the first nine months of2007 
associated with the FERC rate proceeding. 

Natural Gas Distribution 
Gross margin for the Company's natural gas distribution operations increased by $2.0 million, or five percent, for 2008 
compared to 2007. Of the $2.0 million increase, $1.8 million was produced by the Delmarva natural gas distribution 
operations and $200,000 by the Florida natural gas distribution operations. 

Contributing to the Delmarva distribution operations' increase of$1.8 million, or seven percent, in gross margin, were 
the following factors: 

• 	 The average number of residential customers on the Delmarva Peninsula increased by 2,085, or five percent, for 
2008, and the Company estimates that these additional residential customers contributed approximately 
$850,000 to gross margin in 2008. The Company continues to see a slowdown in the new housing market as a 
resu It of unfavorable market conditions. 

• 	 Growth in commercial and industrial customers contributed $473,000 and $89,000, respectively, to gross 
margin in 2008. 

• 	 Interruptible services revenue, net of required margin-sharing, increased by $307,000 as customers took 
advantage of lower natural gas prices compared to prices for alternative fuels. 

• 	 The Company estimates that weather contributed $122,000 to gross margin, despite temperatures on the 
Delmarva Peninsula being two percent warmer in 2008. This amount differs from the $141,000 reduction of 
gross margin that the Company had expected from the warmer weather as a result of the month in which the 
heating degree day variance occurred. 

Page 38 Chesapeake Utilities Corporation 2008 Form 10-K 



• 	 Partially offsetting these increases to gross margin was the negative impact oflower consumption per customer 
in 2008 compared to 2007. The Company estimates that lower consumption per customer reduced gross margin 
by $118,000. The lower consumption reflects customer conservation efforts in light of higher energy costs, 
more energy-efficient housing, and current economic conditions. 

• 	 The remaining $77 ,000 net increase to gross margin was attributable to various other items. 

Gross margin for the Florida distribution operation increased by $200,000, or two percent, in 2008 compared to 2007. 
The higher gross margin for the period was attributable primarily to a one-percent growth in residential customers, an 
increase in non-residential customer volumes, and higher revenues from third-party natural gas marketers. 

Other operating expenses for the natural gas distribution operations increased by $909,000 in 2008 compared to 2007. 
Among the key components producing this net increase were the following: 

• 	 Corporate overhead increased approximately $777 ,000 due to the allocation ofthe unconsummated acquisition 
costs and the higher costs previously discussed. 

• 	 Costs for corporate services increased approximately $420,000 as a result of increased information technology 
spending to improve the infrastructure, including system performance and disaster recovery. In addition, the 
Company increased its information technology support. 

• 	 Property taxes increased by $298,000 as a result of the Company's continued capital investments. 
• 	 Incentive compensation increased by $225,000 as the Delmarva and Florida operations experienced improved 

earnings compared to the prior year. 
• 	 Costs relating to outside services, such as legal fees and consulting costs, increased by $208,000 to support 

several new projects. 
• 	 Payroll and benefits costs for the Delmarva operations increased by $187,000 and $97,000, respectively, from 

annual salary increases, as compared to the previous year. 
• 	 Regulatory expenses increased by $126,000 as the natural gas distribution operations incurred costs associated 

with regulatory filings with their respective PSCs. 

• 	 Vehicle fuel and depreciation expense increased by $68,000 and $57,000, respectively, compared to the prior 
year as a result of rising costs of gasoline and diesel fuel, and higher depreciation rates for vehicles. 

• 	 Depreciation expense and asset removal costs decreased by $114,000 and $1.3 million, respectively, primarily 
as a result ofthe Delmarva operations' rate proceedings, which provided for lower depreciation allowances and 
lower asset removal cost allowances. 

• 	 Maintenance costs for the Florida operation decreased by $66,000, compared to 2007, when larger 

expenditures were required to comply with federal pipeline integrity regulations. 


• 	 Merchant payment fees decreased by $79,000, which resulted primarily from the Delmarva operations 
outsourcing the processing of credit card payments in April 2007. 

• 	 In addition, other operating expenses relating to various other items increased by approximately $5,000. 

Natural Gas Marketing 
Gross margin for the natural gas marketing operation increased by $1.5 million, or 91 percent, for 2008 compared to 
2007. The increase in gross margin was due to enhanced sales contract terms, margins on spot sales of approximately 
$600,000 and a 26-percent growth in its customer base. The increased customer base contributed to a 41-percent 
increase in volumes sold in 2008. Other operating expenses increased by $264,000, which was attributable to higher 
incentive compensation incurred as a result of the improved operating results and increases in the allowance for 
uncollectible accounts that normally accompany customer growth; these expenses were offset slightly by lower payroll­
related and benefit costs. 

2007 Compared to 2006 
Gross margin for the Company's natural gas segment increased by $7.2 million, or 14 percent, and other operating 
expenses increased by $4.5 million, or 14 percent, for 2007 compared to 2006. Of the total gross margin increase of$7.2 
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million, $3.9 million was generated by the natural gas transmission operation and $3.5 million was generated by the 
natural gas distribution operations. These increases were partially offset by a lower gross margin of $207,000 for the 
natural gas marketing operation, as further explained below. 

Natural Gas Transmission 
The natural gas transmission operation achieved gross margin growth of$3.9 million, or 22 percent, in 2007 compared to 
2006. Of the $3.9 million increase, $3.3 million was attributable to transportation capacity contracts implemented in 
November 2006 and 2007. In addition, the implementation of rate case settlement rates, effective September 1,2007, 
contributed an additional $563,000 to gross margin in 2007. The remaining $43,000 increase to gross margin in 2007 is 
attributable to other factors, such as higher interruptible sales. An increase of $2.3 million in other operating expenses 
partially offset the increased gross margin. The factors contributing to the increase in other operating expenses were as 
follows: 

• 	 Payroll and benefit costs increased by $282,000 and $90,000, respeetively, as the operation increased staff 
to support compliance with new federal pipeline integrity regulations and to serve the additional growth. 
The new pipeline integrity regulations require the Company to assess at least 50 percent of the eovered 
segments by December 17,2007. 

• 	 ESNG also incurred an additional $385,000 of third-party costs to comply with the new federal pipeline 
integrity regulations previously discussed. 

• 	 The increased level of capital investment caused higher depreciation and asset removal costs of $371,000 
and increased property taxes of $188,000. 

• 	 Corporate costs increased by $568,000 as the Company updated its annual corporate cost allocations based 
on a methodology accepted by the FERC. 

• 	 The increase in operating expenses for 2007 was magnified by the FERC's authorization, in July 2006, to defer 
certain pre-service costs ofESNG's Energylink Expansion Project ("E3 Project"), allowing the Company to 
treat such costs as a regulatory asset. The deferral of these costs resulted in the reduction of $190,000 in other 
operating expenses in 2006 for expenses incurred in 2005. Please refer to the "Rates and Other Regulatory 
Activities" section of Note 0, "Other Commitments and Contingencies," in the Notes to the Consolidated 
Financial Statements further information on the E3 Project. 

• 	 Other operating expenses relating to various items increased collectively by approximately $226,000. 

Natural Gas Distribution 
Gross margin for the Company's natural gas distribution operations increased by $3.5 million, or eleven percent, for 2007 
compared to 2006. The gross margin increases for the Delmarva and Florida natural gas distribution operations are 
further explained below. 

The Delmarva distribution operations experienced an increase in gross margin of $3.4 million, or 16 percent. The 
significant items contributing to the increase in gross margin included the following: 

• 	 Continued residential customer growth contributed to the increase in gross margin. The average number of 
residential customers on the Delmarva Peninsula increased by 2,950, or seven percent, for 2007 compared to 
2006, and the Company estimates that these additional residential customers contributed approximately $1.2 
million to gross margin. 

• 	 Rate increases for both the Delaware and Maryland divisions generated an additional $848,000 in gross margin 
in 2007 compared to 2006. In October 2006, the Maryland PSC granted the Company a base rate increase, 
which resulted in a $693,000 period-over-period increase to gross margin in 2007. The Delaware division 
received approval from the Delaware Public Service Commission ("Delaware PSC") to implement temporary 
rates, subject to refund, which contributed an additional $155,000 to gross margin in 2007. 

• 	 The Company estimates that weather contributed $819,000 to gross margin in 2007 compared to 2006, as 
temperatures on the Delmarva Peninsula were 15 percent colder in 2007. This amount differs from the $1.1 
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million ofadditional gross margin that the Company had expected the colder weather to contribute as a result of 
the month in which the heating degree day variance occurred. 

• 	 The colder temperatures did not have a significant impact on the Maryland distribution operation's gross margin 
in 2007, because the operation's approved rate structure included a weather normalization adjustment 
mechanism. The weather normalization adjustment, implemented in October 2006, was designed to reduce 
excessive revenue swings caused by weather that is warmer or colder than normal. 

• 	 Growth in commercial and industrial customers contributed $224,000 and $102,000, respectively, to gross 
margin in 2007. 

• 	 Increased sales volumes to interruptible customers contributed $224,000 to gross margin in 2007. 
• 	 The remaining $31,000 increase in gross margin can be attributed to various other factors. 

Gross margin for the Florida distribution operation increased by $88,000, or one percent, in 2007 compared to 2006. The 
higher gross margin, which resulted from an increase in residential customers, was partially offset by lower volumes sold 
to industrial customers. The operation experienced a five-percent growth in residential customers in 2007 compared to 
2006, which provided for an additional $142,000 in gross margin. The Florida distribution operation also experienced a 
slowdown in the housing market in 2007. 

Other operating expenses for the natural gas distribution operations increased by $2.0 million in 2007 compared to 2006. 
Among the key components of the increase were the following: 

• 	 Payroll costs increased by $110,000 as vacant positions in 2006 were filled in 2007 and new positions were 
added to serve the growth experienced by the operations. 

• 	 Health care costs increased by $177,000 as a result of additional personnel and a higher cost of claims. 
• 	 Incentive compensation increased by $229,000 in 2007 as the Delmarva operations experienced improved 

earnings and increased staffing levels. 
• 	 Depreciation and amortization expense, asset removal cost and property taxes increased by $316,000, $121,000 

and $156,000, respectively, as a result of continued capital investments. 

• 	 The Florida distribution operation experienced increased expense of$227 ,000 in 2007 to maintain compliance 
with the new federal pipeline integrity regulations. 

• 	 Sales and advertising costs increased by $129,000 in 2007, primarily to promote energy conservation and 
customer awareness of the availability of natural gas service. 

• 	 Regulatory expenses increased by $113,000 as the Delaware and Maryland operations began expensing costs 
associated with their respective rate cases. 

• 	 The allowance for uncollectible accounts increased by $183,000 in 2007 due to increased revenues resulting 
from customer growth and colder temperatures. 

• 	 Merchant payment fees decreased by $116,000 as the Company's Delmarva operation outsourced the 
processing of credit card payments in April 2007. 

• 	 Other operating expenses relating to various other items increased by approximately $355,000. 

Natural Gas Marketing 
Gross margin for the natural gas marketing operation decreased by $207,000, or 11 percent, for 2007 compared to 2006. 
The decline in gross margin was primarily the result of increases in natural gas supply costs that PESCO was 
contractually unable to pass through to its customers. In addition, a shift in the market prevented PESCO from selling as 
much of its available capacity in 2007 as was sold during 2006. Other operating expenses for the marketing operation 
increased by $258,000 due primarily to increases in payroll and benefit costs, allowance for uncollectible accounts and 
corporate overhead costs, which were partially offset by lower expenses for consulting services. 

Propane 
The propane segment earned operating income of$I.6 million for 2008, $4.5 million for 2007, and $2.5 million for 2006, 
resulting in a decrease of $2.9 million, or 65 percent for 2008, and an increase of $2.0 million, or 78 percent for 2007. 
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Propane (in thousands) 

Increase Increase 
For the Years Ended December 31 1 2008 2007 {decreasel 2007 2006 ,decrease! 
Revenue $65,877 $62,838 $3,039 $62,838 $48,576 $14,262 
Cost of sales 46,066 41 1°38 51°28 41 1°38 3°1780 101258 
Gross margin 19,811 21,800 (1,989) 21,800 17,796 4,004 

Operations & maintenance 15.111 14,594 517 14.594 12,823 1,771 
Unconsummated acquisition costs 254 254 
Depree iation & amortization 2,024 1,842 182 1,842 1,659 183 
Other taxes 836 866 POl 866 780 86 
Other operating expenses 18,225 17,302 923 17,302 15,262 2,040 

Total Operating Income 	 $ 1,586 $4,498 ($2,912) $4,498 $2,534 $1,964 

Propane Heating Degree-Day (HOD) Analysis - Delmarva 

Increase Increase 
For the Years Ended December 31 1 2008 2007 (decrease) 2007 2006 (decrease) 
Heat ing degree-days 

Actual 4,431 4,504 (73) 4,504 3,931 573 
10-year average 4,401 4,376 25 4,376 4,372 4 

Estimated gross margin per HDD $2,465 $1,974 $491 $1,974 $1.743 $231 

2008 Comllared to 2007 

The period-over-period decrease in operating income was due primarily to the Delmarva propane distribution operation, 

which experienced a lower gross margin from inventory write-downs and marking-to-market its swap agreement, warmer 

weather on the Delmarva Peninsula, and lower sales volumes. 


The gross margin decrease of$3.1 million for the Delmarva propane distribution operations was partially offset by higher 
gross margin of $181 ,000 for the Florida propane distribution operations and $901,000 for the propane wholesale and 
marketing operation, as further explained below: 

Delmarva Propane Distribution 
The Delmarva propane distribution operation's decrease in gross margin of $3.1 million resulted from the following: 

• 	 Gross margin decreased by $1.1 million in 2008, compared to 2007, primarily because of a $0.04 decrease in 
the average gross margin per retail gallon attributable to inventory write-downs of approximately $800,000 
during 2008 in response to market prices below the Company's inventory price per gallon. This trend reverses 
when market prices of propane exceed the Company's average inventory price per gallon. 

• 	 Wholesale propane prices rose dramatically during the spring months of 2008, when they are traditionally 
falling. In efforts to protect the Company from the impact that additional price increases would have on our Pro­
Cap (propane price cap) Plan that we offer to customers, the propane distribution operation entered into a swap 
agreement. By the end ofthe period, the market price of propane had plummeted well below the unit price in 
the swap agreement. As a result, the Company marked the agreement relating to the January 2009 and February 
2009 gallons to market, which increased cost of sales by $939,000 in 2008. In January 2009, the Company 
terminated this swap agreement. 

• 	 Non-weather-related volumes sold in 2008 decreased by 1.2 million gallons, or five percent. This decrease in 
gallons sold reduced gross margin by approximately $867,000 for the Delmarva propane distribution operation. 
Factors contributing to this decrease in gallons sold included customer conservation and the timing of propane 
deliveries. 
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• 	 Margins per gallon on the Pro-Cap plan for the last four months of 2008 recovered to prior year's levels with 
the exception of$113,000, despite the Company realizing a charge to cost ofsales of$494,000 as the December 
gallons related to this plan were valued at current market prices. 

• 	 Temperatures on the Delmarva Peninsula were two percent warmer in 2008 compared to 2007, which 
contributed to a decrease of 248,000 gallons sold, or one percent The Company estimates that the warmer 
weather and decreased volumes sold had a negative impact ofapproximately $180,000 on gross margin for the 
Delmarva propane distribution operation. 

• 	 Gross margin from miscellaneous fees, including items such as tank and meter rentals and marketing pricing 
programs, increased by $271,000. 

• 	 The remaining $172,000 net decrease in gross margin can be attributed to various other items. 

Total other operating expenses increased by $503,000 for the Delmarva propane operations in 2008, compared to 2007. 
The significant items contributing to this increase are explained below: 

• 	 Corporate overhead increased by approximately $380,000 due to the allocation of the unconsummated 
acquisition costs and the higher costs previously discussed. 

• 	 Vehicle fuel and maintenance costs increased by $235,000 as a result of higher gasoline and diesel fuel costs 
and continued maintenance of our delivery vehicles. 

• 	 Costs for corporate services increased by approximately $120,000 as a result of increased information 
technology spending to improve the infrastructure, including system performance and disaster recovery. In 
addition, the Company increased its information technology support. 

• 	 Mains fees increased by $81,000 in 2008, compared to 2007, as a result of added Community Gas Systems 
("CGS") customers. This expenditure will continue to increase as more CGS customers are added. 

• 	 Depreciation and amortization expense increased by $81,000 as a result ofan increase in the Company's capital 
investments compared to the prior year. 

• 	 The allowance for uncollectible accounts increased by $65,000 due to increased revenues. 

• 	 Incentive compensation decreased by $387,000 as a result of the lower operating results in 2008. 

• 	 Lower expenses of $ 199,000 were incurred in 2008 for propane tank recertifications and maintenance as the 
Company incurred these costs in 2007 to maintain compliance with DOT standards, which require propane 
tanks or cy linders to be recertified twelve years from their date of manufacture and every five years thereafter. 

• 	 Other operating expenses relating to various items increased by approximately $127,000. 

Florida Propane Distribution 
The Florida propane distribution operation experienced an increase in gross margin of$181,000, or 15 percent, in 2008 
compared to 2007. The higher gross margin resulted from increases of four percent and ten percent in the number of 
gallons sold to residential and commercial customers, respectively, combined with a higher average gross margin per 
retail gallon. Other operating expenses increased by $163,000 in 2008, compared to 2007, due primarily to increases in 
depreciation expense and the allowance for uncollectible accounts. 

Propane Wholesale and Marketing 
Gross margin for the Company's propane wholesale marketing operation increased by $901,000, or 38 percent, in 2008 
compared to 2007. This increase reflects the operation capital izing on a larger number ofmarket opportunities that arose 
in 2008 due to price volatility in the propane wholesale market This volatility created an opportunity for the operation to 
capture larger price-spreads between sales contracts and purchase contracts in addition to larger spreads between the 
market (spot) prices and forward propane prices. The increase in gross margin was partially offset by higher other 
operating expenses of$257,000, due primarily to higher incentive compensation associated with increased earnings and 
increased corporate costs associated with updating our annual corporate cost allocations. 

2007 Compared to 2006 
Operating income for the propane segment increased by $2.0 million to $4.5 million for 2007 compared to 2006. Gross 
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margin in the Delmarva propane distribution operations increased by $3.2 million, compared to 2006, due primarily to 
increases in the average retail margin per gallon and colder weather on the Delmarva Peninsula. Gross margin also 
increased in the Florida propane distribution operation and the Company's wholesale propane marketing operation by 
$100,000 and $677,000, respectively. 

Delmarva Propane Distribution 
The Delmarva propane distribution operation's increase in gross margin of$3.2 million, or 22 percent, resulted from the 
following: 

• 	 Gross margin increased by $1.1 million in 2007, compared to 2006, because ofa $0.05 increase in the average 
gross margin per retail gallon. This increase occurs when market prices of propane exceed the Company's 
average inventory price per gallon and reverses when market prices move closer to the Company's average 
inventory price per gallon. Propane gross margin is also affected by changes in the Company's pricing ofsales 
to its customers. 

• 	 Temperatures on the Delmarva Peninsula were 15 percent colder in 2007 compared to 2006, which contributed 
to the increase of 1.7 million retail gallons, or nine percent, sold during 2007. The Company estimates that the 
colder weather and increased volumes sold contributed $1.1 million to gross margin for the Delmarva propane 
distribution operation in 2007 compared to 2006. 

• 	 Non-weather related retail volumes sold in 2007 increased by 1.0 million gallons, or six percent. This increase 
in gallons sold contributed approximately $665,000 to gross margin for the Delmarva propane distribution 
operation compared to 2006. Contributing to the increase of gallons sold was the continued growth in the 
average number ofCGS customers, which increased by 972 to a total count of 5,330, or a 22-percent increase, 
compared to 2006. 

• 	 Wholesale volumes sold in 2007 increased by 2.9 million gallons, or 70 percent, which contributed 
approximately $119,000 to gross margin for the Delmarva propane distribution operation. 

• 	 The remaining $216,000 increase in gross margin can be attributed to various other factors, including higher 
service sales and service fees. 

Total other operating expenses increased by $1.5 million for the Delmarva propane operations in 2007, compared to the 
same period in 2006. The significant items contributing to this increase were: 

• 	 Increased operating expenses for 2007 were magnified by the Company's one-time recovery in 2006 of 
previously incurred costs of $387,000 from one of its propane suppliers in 2006. This recovery reimbursed the 
Company for fixed costs incurred in the removal of above-normal levels ofpetroleum by-products contained in 
approximately 75,000 gallons of propane that it purchased from the supplier. The recovery of these costs 
reduced other operating expenses in the first nine months of2006. 

• 	 Incentive compensation increased by $361,000 as a result of the improved operating results in 2007. 
• 	 Health care costs increased by $119,000 as the Company experienced a higher cost ofclaims during the year. 
• 	 The operation incurred an additional $233,000 expense for propane tank recertifications and maintenance to 

maintain compliance with DOT standards, which require propane tanks or cylinders to be recertified twelve 
years from their date of manufacture and every five years thereafter. 

• 	 Mains fees increased by $100,000 as a result of new CGS customers. 
• 	 Depreciation and amortization expense increased by $107,000 as a result ofincreased capital investments. 
• 	 In addition, other operating expenses relating to various items increased by approximately $193,000. 

FloridLl Propane Distribution 
The Florida propane distribution operation experienced an increase in gross margin of $1 00,000, or nine percent, in 2007 
compared to 2006, primarily because of an increase in the average gross margin per retail gallon and higher service 
margins. Other operating expenses in 2007, compared to 2006, increased by $223,000, primarily due to increases in 
payroll costs, insurance and depreciation expense. 
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Propane Wholesale and Marketing 
Gross margin for the Company's propane wholesale marketing operation increased by $677,000, or 40 percent, in 2007 
compared to 2006. This increase reflects the larger number of market opportunities that arose in 2007, due to price 
volatility in the propane wholesale market, which exceeded the level of price fluctuations experienced in 2006. The 
increase in gross margin was partially offset by higher other operating expenses of $318,000, due primarily to higher 
incentive compensation based on the increased earnings in 2007. 

Advanced Information Services 
The advanced information services segment provides domestic and international clients with information-technology­
related business services and solutions for both enterprise and e-business applications. The advanced information services 
business contributed operating income 0£$695,000 for 2008, $836,000 for 2007, and $767,000 for 2006 resulting in a 
decrease of$141,000, or 17 percent for 2008, and an increase of $69,000, or nine percent for 2007. 

Advanced Information Services (in thousands) 

Increase Increase 
For the Years Ended December 31 1 2008 2001 ldecrease~ 2001 2006 ldecreasel 
Revenue $14,720 $\5,099 ($379) $\5,099 $\2,568 $2,53\ 
Cost of safes 8,033 8,260 (227) 8,260 7,082 \,178 
Gross margin 6,687 6,839 (152) 6,839 5,486 \,353 

Operations & maintenance 5,091 5,225 (134) 5,225 4,J19 1,106 
Unconsummated acquisition costs 60 60 
Depree iation & amortization 175 144 31 144 113 31 
Other taxes 666 634 32 634 487 147 
Other 0 perating expe nses 5,992 6,003 (I 1) 6,003 4,719 1,284 

Total Operating Income $695 $836 ($141) $836 $767 $69 

2008 Comnsred to 2007 

Gross margin for the advanced information services business declined by approximately $152,000, or two percent, 

and contributed operating income of $695,000 for 2008, a decrease of$141 ,000, or 17 percent, compared to 2007. 


The period-over-period decrease in gross margin was attributable to a decrease of $610,000 in consulting revenues as 

higher average billing rates were not able to overcome a nine-percent decrease in the number of billable hours. The 

reduction in the number of billable hours is a result of current economic conditions in which information technology 

spending has broadly declined. The decrease in consulting revenues was partially offset with increased product sales and 

training revenues of $403,000 and $47,000, respectively. Given the current economic climate, BravePoint does not 

expect customers' information technology spending to return to historical levels in the foreseeable future. 


Other operating expenses remained relatively unchanged in 2008 compared to the prior year. Absent the unconsummated 

acquisition costs 0£$60,000 allocated to the advanced information services segment, other operating expenses in 2008 

would have been $71,000, a difference of one percent. 


2007 Compared to 2006 

The advanced information services business experienced gross margin growth of approximately $1.4 million, or 25 

percent, and contributed operating income of$836,000 for 2007, an increase of $69,000, or nine percent, compared to 

2006. 


The period-over-period increase of gross margin resulted primari Iy from the following: 
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• 	 A strong demand for the segment's consulting services in 2007 generated an increase of $1.9 million in 
consulting revenues as the number of billable hours increased by 15 percent; and 

• 	 An increase of $276,000 from Managed Database Administration services, which provide clients with 
professional database monitoring and support solutions during business hours or around the clock. 

Other operating expenses increased by $1.3 million to $6.0 million in 2007, compared to $4.7 million for 2006. This 
increase in operating expenses in 2007 was attributable to the following: 

• 	 Payroll, incentive compensation and commissions, payroll taxes, benefit claims, and consulting expense 
accounted for $937,000 of the increase. These costs increased as a result of improved earnings and increased 
staffing levels to support the growth and customer demand experienced in 2007. 

• 	 An increase in the allowance for uncollectible accounts of $223,000 associated with a customer in the 
mortgage-lending business that filed for bankruptcy in the third quarter of 2007. 

• 	 In addition, other operating expenses relating to various minor items increased by approximately $140,000. 

Other Operations and Eliminations 
Other operations consist primarily ofsubsidiaries that own real estate leased to other Company subsidiaries. Eliminations 
are entries required to eliminate activities between business segments from the consolidated results. Other operations and 
eliminating entries contributed operating income of$352,000 for 2008, $295,000 for 2007, and $298,000 for 2006. 

Other Operations & Eliminations (In thousands) 
Incmase Increase 

For the Years Ended December 31 1 2008 2007 Idecreasel 2007 2006 Idecreasel 
Revenue $652 $622 $30 $622 $618 $4 
Cost of sales 
Gross margin 652 622 30 622 618 4 

Operations & maintenance lJ6 109 7 109 96 13 
Unconsummated acquisition costs 12 12 
Depreciation & amortization Jl4 160 (46) 160 163 (3 ) 
Other taxes 62 62 62 65 Pl 
Other operating expenses 304 331 (27) 331 324 7 

Operating Income Other 348 291 57 291 294 (3 ) 
Operating Income E lim inat ions 4 4 4 4 

Totlll Operating Income 	 $352 295 $57 $295 298 ($3) 

Other Income 

Other income for the years 2008, 2007, and 2006, respectively, was $103,000, $291,000, and $189,000, which include 
interest income, late fees charged to customers and gains or losses from the sale of assets. 

Interest Expense 

Total interest expense for 2008 decreased by approximately $432,000, or seven percent, compared to 2007. The 
lower interest expense is primarily the result of the following: 

• Interest on long-term debt decreased by $263,000 in 2008 compared to 2007 as the Company reduced its 
average long-term debt balance and its weighted average interest rate. The Company's average long-term debt 
balance during 2008 was $76.2 million, with a weighted average interest rate of 6.40 percent, compared to 
$76.5 million, with a weighted average interest rate of 6.71 percent, for the same period in 2007. 

• Other interest charges decreased by $127,000 as higher amounts of interest capitalized were partially offset by 
interest accrued on pending customer refunds. 
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• 	 Interest on short-term borrowings decreased by $42,000 in 2008 compared to 2007, as the weighted average 
interest rate was nearly 2.7 percentage points lower in 2008 offsetting a $17.7 million increase in the 
Company's average short-term borrowing balance. The Company's average short-term borrowing during 2008 
was $38.3 million, with a weighted average interest rate of 2.79 percent, compared to $20.6 million, with a 
weighted average interest rate of 5.46 percent, for 2007. 

Total interest expense for 2007 increased approximately $816,000, or 14 percent, compared to 2006. The higher 
interest expense was a result of the following developments: 

• 	 As a result offewer capital projects in 2007 compared to 2006, the Company capitalized $469,000 less interest 
on debt in 2007 associated with ongoing capital projects. 

• 	 The Company's average long-term debt balance during 2007 was $76.5 million, with a weighted average 
interest rate of 6.71 percent, compared to $67.2 million, with a weighted average interest rate of 6.98 percent, 
for 2006. The large year-over-year increase in the average long-term debt balance was the result of a debt 
placement of $20 million in Senior Notes at 5.5 percent in October 2006 with three institutional investors (The 
Prudential Insurance Company ofAmerica, Prudential Retirement Insurance and Annuity Company and United 
Omaha Life Insurance Company). 

• 	 The average short-term borrowing balance in 2007 decreased by $6.3 million to $20.6 million compared to an 
average balance of$26.9 million in 2006. The weighted average interest rates for short-term borrowing of5.46 
percent for 2007 and 5.47 percent for 2006 had minimum impact on the change in short-term borrowing 
expense. 

Income Taxes 

Income tax expense was $8.8 million for 2008, $8.6 million for 2007, and $7.0 million for 2006. The increases in income 
tax expense reflect the increased taxable income in each period. The effective federal income tax rate for each of the 
three years 2008, 2007, and 2006 was 35 percent, and the Company realized a benefit of $235,000, $226,000, and 
$220,000 in those years, respectively, relating to tax deductions for dividends paid on Company stock held in the 
Employee Stock Ownership Plan. 

Discontinued Operations 

During 2007, Chesapeake decided to close its distributed energy services subsidiary, OnSight, which had experienced 
operating losses since its inception in 2004. OnSight was previously reported as part of the Company's Other Business 
segment. The results ofoperations for OnSight have been reclassified to discontinued operations and shown net oftax for 
all periods presented. The discontinued operations experienced a net loss of$20,000 for 2007, compared to a net loss of 
$241,000 for 2006. The Company did not have any discontinued operations in 2008. 

Liquidity and Capital Resources 

Chesapeake's capital requirements reflect the capital-intensive nature of its business and are principally attributable to 
investment in new plant and equipment and retirement ofoutstanding debt. The Company relies on cash generated from 
operations, short-term borrowing, and other sources to meet normal working capital requirements and to finance capital 
expenditures. During 2008, net cash provided by operating activities was $28.5 million, cash used by investing activities 
was $31.2 million, and cash provided by financing activities was $1. 7 million. 

During 2007, net cash provided by operating activities was $25.7 million, cash used by investing activities was $31.3 
million, and cash provided by financing activities was $3.7 million. 

On December 11,2008, the Board ofDirectors authorized the Company to borrow up to $65.0 million ofshort-term debt, 
as required, from various banks and trust companies under short-term lines of credit. As of December 31, 2008, 
Chesapeake had five unsecured bank lines ofcredit with three financial institutions, for a total of$1 00.0 million, none of 
which requires compensating balances. These bank lines are available to provide funds for the Company's short-term 
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cash needs to meet seasonal working capital requirements and to fund temporarily portions of its capital expenditures. In 
response to the instability and volatility ofthe financial markets during 2008, the Company solidified its lines ofcredit by 
converting $40.0 million ofavailable credit under uncommitted lines to committed lines ofcredit. At December 31,2008, 
two ofthe bank lines, totaling $55.0 million, are committed. Advances offered under the uncommitted lines ofcredit are 
subject to the discretion ofthe banks. The outstanding balance of short-term borrowing at December 31,2008 and 2007 
was $33.0 million and $45.7 million, respectively. The level ofshort-tenn debt was reduced in 2008 with funds provided 
from the placement of $30 million of 5.93 percent Unsecured Senior Notes in October 2008. 

Chesapeake has budgeted $34.8 million for capital expenditures during 2009. This amount includes $21.6 million for 
natural gas distribution, $8.8 million for natural gas transmission, $3.6 million for propane distribution and wholesale 
marketing, $250,000 for advanced infonnation services and $507,000 for other operations. The natural gas distribution 
and transmission expenditures are for expansion and improvement offacilities. The propane expenditures are to support 
customer growth and to replace equipment. The advanced infonnation services expenditures are for computer hardware, 
software and related equipment. The other category includes general plant, computer software and hardware. The 
Company expects to fund the 2009 capital expenditures program from short-tenn borrowing, cash provided by operating 
activities, and other sources. The capital expenditure program is subject to continuous review and modification. Actual 
capital requirements may vary from the above estimates due to a number of factors, including changing economic 
conditions, customer growth in existing areas, regulation, new growth or acquisition opportunities and availability of 
capital. 

Capital Structure 
The following presents our capitalization as of December 31, 2008 and 2007: 

December31, 2008 2007 
(In thousands, except percentages) 

Long-tenn debt, net of current maturities $86,422 41 % $63,256 35% 
S tockho lders' eq uity $123,073 59% $119,576 65% 
Total capitalization, excluding short-tenn debt $209,495 100% $182,832 100% 

As of December 31, 2008, common equity represented 59 percent of total capitalization, compared to 65 percent at 
December 31, 2007. 

The following presents our capitalization as of December 31, 2008 and 2007, if short-tenn borrowing and the current 
portion of long-tenn debt were included in capitalization: 

December 31, 2008 2007 
(In thousands, except percentages) 


Short-tenn debt $33,000 13% $45,664 19% 

Long-tenn debt, including current maturities $93,079 38% $70,912 30% 

Stockholders' equity $123,073 49% $119,576 51% 

Total capitalization, including short-tenn debt $249,152 100% $236,152 100% 


If short-tenn borrowing and the current portion of long-term debt were included in capitalization, total capitalization 
increased by $ 13.0 million in 2008. The increased capitalization was primarily used to fund a portion ofthe $30.8 million 
of property, plant, and equipment added in 2008 and for other general working capital. In addition, if short-tenn 
borrowing and the current portion of long-term debt were included in total capitalization, the equity component of the 
Company's capitalization would have been 49 percent at December 31,2008, compared to 51 percent at December 31, 
2007. 

Chesapeake remains committed to maintaining a sound capital structure and strong credit ratings to provide the financial 
flexibility needed to access capital markets when required. This commitment, along with adequate and timely rate relief 
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for the Company's regulated operations, is intended to ensure that Chesapeake will be able to attract capital from outside 
sources at a reasonable cost. The Company believes that the achievement of these objectives will provide benefits to 
customers and creditors, as well as its investors. 

Shelf Registration 
In July 2006, the Company filed a registration statement on Form S-3 with the SEC to issue up to $40.0 million in new 
common stock and/or debt securities. The registration statement was declared effective by the SEC in November 2006. In 
November 2006, we sold 690,345 shares of common stock, which included the underwriter's exercise of an over­
allotment option of 90,045 shares, under this registration statement, generating net proceeds of $ I 9.7 million. The net 
proceeds from the sale were used for general corporate purposes, including financing ofcapital expenditures, repayment 
of short-term debt, and funding working capital requirements. At December 31, 2008 and 2007, the Company had 
approximately $20.0 million remaining under this registration statement. 

In December 2008, the Company filed a registration statement on Form S-3 with the SEC relating to the registration of 
631,756 shares ofour common stock under our Dividend Reinvestment and Direct Stock Purchase Plan (the "Plan"). The 
registration statement was declared effective by the SEC in January 2009 and replaces the prior registration in place for 
the Plan that had previously expired. 

Cash Flows Provided by Operating Activities 
Our cash flows provided by (used in) operating activities were as follows: 

For the Years Ended December 31, 2008 2007 2006 
Net income $13,607,259 $13,197,710 $10,506,525 
Non-cash adjustments to net income 23,024,317 15,723,829 11,386,670 
Changps in assets and liabilities (8.089.18?) (3,239,655) 8,255,699 

Net cash from operating activities $28,542,389 $25,681,884 $30,148,894 

Period-over-period changes in our cash flows from operating activities are attributable primarily to changes in net 
income, depreciation, deferred taxes and working capital. Changes in working capital are determined by a variety of 
factors, including weather, the prices ofnatural gas and propane, the timing ofcustomer collections, payments ofnatural 
gas and propane purchases, and deferred gas cost recoveries. 

The Company generates a large portion of its annual net income and subsequent increases in our accounts receivable in 
the first and fourth quarters of each year due to significant volumes of natural gas and propane delivered by our natural 
gas and propane distribution operations to customers during the peak heating season. In addition, our natural gas and 
propane inventories, which usually peak in the fall months, are largely drawn down in the heating season and provide a 
source of cash as the inventory is used to satisfy winter sales demand. 

Cash Flows From Operating Activities 
In 2008, our net cash flow provided by operating activities was $28.5 million. an increase of $2.9 million compared to 
2007. The increase was due primarily to the following: 

• 	 Net cash flows from changes in accounts receivable and accounts payable were primarily due to the timing of 
collections and payments oftrading contracts entered into by the Company's propane wholesale and marketing 
operation; 

• 	 Timing ofpayments for the purchase ofpropane inventory, natural gas purchases injected into storage, and the 
relative decline in the unit price of these commodities; 

• 	 Reduction in regulatory liabilities, which resulted primarily from lower deferred gas cost recoveries in our 
natural gas distribution operations as the price of natural gas declined in the second half of 2008; 
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• 	 Reduced payments for income taxes payable as a result of higher tax deductions provided by the 2008 
Economic Stimulus Act; and 

• 	 Cash flows provided by non-cash adjustments for deferred income taxes. The increase in deferred income taxes 
is the result of higher book-to-tax timing differences during the period that were generated by the Economic 
Stimulus Act, which authorized bonus depreciation for certain assets. 

In 2007, net cash flow provided by operating activities was $25.7 million, a decrease of $4.4 million from 2006. The 
2007 operating cash flows reflect the favorable timing of payments for accounts payable and accrued liabilities, which 
increased operating cash flow by $22.1 million. In addition, increased net income and favorable non-cash adjustments, 
primarily depreciation expense, contributed to the increase in operating cash flow. Partially offsetting these increases in 
operating cash flow was an increase in accounts receivable of $28.2 million associated with increased revenues and the 
timing of invoicing by our propane wholesale and marketing operation. 

Cash Flows Used in Investing Activities 
Net cash flows used in investing activities totaled $31.2 million, $31.3 million, and $48.9 million during fiscal years 
2008,2007, and 2006, respectively. 

• 	 Cash utilized for capital expenditures was $30.8 million, $31.3 million, and $48.9 million for 2008, 2007, and 
2006, respectively. Additions to property, plant and equipment in 2008 were primarily for natural gas 
transmission ($10.5 million), natural gas distribution ($15.1 million), propane distribution ($3.1 mi Ilion), 
advanced information services ($672,000) and other operations ($1.4 million). In both 2008 and 2007, the 
natural gas distribution expenditures were used primarily to fund expansion and facilities improvements; in both 
periods, the natural gas transmission capital expenditures related primarily to expanding the Company's 
transmission system. 

• 	 The Company's environmental expenditures exceeded amounts recovered through rates charged to customers in 
2008,2007 and 2006 by $480,000, $228,000 and $16,000, respectively. 

• 	 Sales of property, plant, and equipment generated $205,000 of cash in 2007. 

Cash Flows Provided by Financing Activities 
Cash flows provided by financing activities totaled $1.7 million during 2008, $3.7 million during 2007, and $20.7 million 
during 2006. Significant financing activities included the following: 

• 	 In October 2008, the Company completed the placement of$30.0 million of 5.93 percent Unsecured Senior 
Notes; in October 2006, the Company also completed the placement of $20.0 million of5.5 percent Unsecured 
Senior Notes. 

• 	 During 2008 and 2006, the Company reduced its short-term debt by $12.0 million and $8.0 million, 
respectively. During 2007, net borrowing ofshort-term debt increased by $18.7 million, primarily to support our 
capital investments. 

• 	 The Company repaid $7.7 million of long-term debt during 2008 and 2007, compared with $4.9 million during 
2006. 

• 	 During 2008, the Company paid $8.0 million in cash dividends, compared with dividend payments of $7.0 
million in 2007, and $6.0 million for 2006. The increase in dividends paid in 2008 compared to 2007 reflects 
the growth in the annualized dividend rate from $1.18 per share in 2007 to $1.22 per share in 2008. The 
dividends paid in 2007, compared to 2006 reflects both growth in the annualized di vidend rate, from $1.16 per 
share during 2006 to $1.18 per share during 2007, and the increase in shares outstanding following the issuance 
of additional shares of common stock in the fourth quarter of2006. 
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• In November 2006, the Company sold 690,345 shares of common stock, which included the underwriter's 
exercise of an over-allotment option of 90,045 shares, pursuant to a shelf registration statement declared 
effective in November 2006, generating net proceeds of$19.7 million. 

• In August 2006, the Company paid cash of$435,000, in lieu of issuing shares ofthe Company's common stock, 
for the 30,000 stock warrants outstanding at December 31,2005. 

Contractual Obligations 

We have the following contractual obligations and other commercial commitments as of December 31, 2008: 

P!lments Due b~ Period 
Less thllll 1 More than 5 

Contractual Obligations year 1 - 3 years 3 - 5 years years Total 

Long-tenn debt (I) $6,656,364 $14,403,636 $13,454,545 $58,564,091 $93,078,636 

Operating I eases (2) 770,329 1,217,087 929,756 2,446,248 5,363,420 

Purchase obligations (3) 

Transmission capacity 8,881,750 22,168,145 10,162,156 48,665,180 89,877,231 
Storage ­ Natural Gas 1,507,998 4,145,743 2,719,878 \,707,063 10,080,682 
Commodities 31,597,588 57,545 31,655,133 
Forward purchase contracts - Propane \41 10,181,630 10,181,630 

Unfunded benefits PI 336,637 1,392,409 659,454 1,810,947 4,199,447 
Funded benefits \"1 519,319 120,615 60,308 1,396,143 2,096,385 
I otal Contractual ubligations $60,451,615 $43,505,180 527,986,097 5114,589,6n 5246,532,564 

,n Principal payments on Iong-tenn debt, see Note H. "Long-Tenn Debt," in the Notes to the Consolidated Financial Statements for additional 

diseu<;sion of this item, The expected interest payments on kmg-tenn debt are S5,7 miltion, $10.0 million, S8.0 million and Sill million, 

respectively, for the plriods indi cated above, Expected interest payments for all periods total $36.8 million 


\2) See Note J, "Lease Obligations," in the Notes to theConsotidated Financial Statements for additional discussion of this item. 

(3) See Note N, "Othlr Commitments and Contingencies," in the Notes to the Consolidated Financial Statements for further infonnation, 

(4) The Company has also entered into forward sale contracts. See "Market Risk" of the Management's Discu<;sion and Analysis for further 


infonnation 


(5) The Company has recorded long-tenn liabilities of$4,6 million at December 31,2008 for unfunded post-retirement henefit plans, The amounts 
specified in the table are based on expected payments to current retirees and assumes a retirement age of 62 for currently octive employees. Thlre 
are many factors that VIOOld cause oclual payments to differ from these amounts, including early retirement. future health care costs that differ from 
past experience and discount rates implicit in calculations, 

(6) The Company has reconied long-tenn liabilities of$6,5 million at December 31,2008 for funded benefits, These liabilities have heen funded 
using a Rabbi Trust and an asset in the same amount is reconied under Investments on the Balance Sheet, The defined benefit pension plan was 
closed to new participants on January I. 1999 and participants in the plan on that date were given the option to leave the plan. See Note K, 
"Employee Benefil Plans," in the Notes to the Consolidated Financial Statements for further information on the plan, The Company expects to 
contribute $450,000 10 the plan in 2009. Additional contributions may be required based on the actual return earned by the plan assets and other 
actuarial assumptions, such as the discount rate and long-term expected rate of return on plan assets. 

Off·Balance Sheet Arrangements 
The Company has issued corporate guarantees to certain vendors of its subsidiaries, primarily its propane wholesale 
marketing subsidiary and its natural gas supply management subsidiary. These corporate guarantees provide for the 
payment of propane and natural gas purchases in the event of the respective subsidiary's default. None of these 
subsidiaries has ever defaulted on its obligations to pay its suppliers. The liabilities for these purchases are recorded in 
the Consolidated Financial Statements when incurred. The aggregate amount guaranteed at December 31, 2008 was 
$22.2 million, with the guarantees expiring on various dates in 2009. 
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In addition to the corporate guarantees, the Company has issued a letter of credit to its primary insurance company for 
$775,000, which expires on May 31,2009. The letter ofcredit is provided as security to satisfy the deductibles under the 
Company's various insurance policies. There have been no draws on this letter of credit as of December 31,2008. 

Rate Filings and Other Regulatory Activities 

The Company's natural gas distribution operations in Delaware, Maryland and Florida are subject to regulation by their 
respective PSC; ESNG is subject to regulation by the FERC. At December 31, 2008, Chesapeake was involved in rate 
filings and/or regulatory matters in each of the jurisdictions in which it operates. Each ofthese rate filings or regulatory 
matters is fully described in Note 0, "Other Commitments and Contingencies," to the Consolidated Financial Statements. 

Environmental Matters 

The Company continues to work with federal and state environmental agencies to assess the environmental impact and 
explore corrective action at three environmental sites (see Note N to the Consolidated Financial Statements). The 
Company believes that future costs associated with these sites will be recoverable in rates or through sharing 
arrangements with, or contributions by, other responsible parties. 

Market Risk 

Market risk represents the potential loss arising from adverse changes in market rates and prices. Long-term debt is 
subject to potential losses based on changes in interest rates. The Company's long-term debt consists of fixed-rate senior 
notes and convertible debentures (see Note I to the Consolidated Financial Statements for annual maturities of 
consolidated long-term debt). All ofthe Company's long-term debt is fixed-rate debt and was not entered into for trading 
purposes. The carrying value oflong-term debt, including current maturities, was $93.1 million at December 31, 2008, as 
compared to a fair value of $92.3 million, based on a discounted cash flow methodology that incorporates a market 
interest rate that is based on published corporate borrowing rates for debt instruments with similar terms and average 
maturities with adjustments for duration, optionality, and risk profile. The Company evaluates whether to refinance 
existing debt or permanently refinance existing short-term borrowing, based in part on the fluctuation in interest rates. 

The Company's propane distribution business is exposed to market risk as a result of propane storage activities and 
entering into fixed price contracts for supply. The Company can store up to approximately four million gallons (including 
leased storage and rail cars) of propane during the winter season to meet its customers' peak requirements and to serve 
metered customers. Decreases in the wholesale price of propane may cause the value of stored propane to decline. To 
mitigate the impact of price fluctuations, the Company has adopted a Risk Management Policy that allows thc propane 
distribution operation to enter into fair value hedges ofits inventory. At December 31, 2008, the propane distribution 
operation had entered into a swap agreement to protect the Company from the impact of price increases on the Pro-Cap 
Plan that we offer to customers. The Company considered this agreement to be an economic hedge that did not qualify 
for hedge accounting as described in SFAS No. 133. At the end of2008, the market price ofpropane, valued using broker 
or dealer quotations, or market transactions in either the listed or OTC markets, dropped below the unit price in the swap 
agreement. As a result of the price drop, the Company marked the January and February gallons in the agreement to 
market, which resulted in an increase to cost of sales of $939,000. The Company subsequently terminated the swap 
agreement in January 2009. The Company did not enter into a similar agreement in 2007. 

The Company's propane wholesale marketing operation is a party to natural gas liquids forward contracts, primarily 
propane contracts, with various third parties. These contracts require that the propane wholesale marketing operation 
purchase or sell natural gas liquids at a fixed price at fixed future dates. At expiration, the contracts are settled by the 
delivery of natural gas liquids to the Company or the counter-party or "booking out" the transaction. Booking out is a 
procedure for financially settling a contract in lieu ofthe physical delivery ofenergy. The propane wholesale marketing 
operation also enters into futures contracts that are traded on the New York Mercantile Exchange. In certain cases, the 
futures contracts are settled by the payment or receipt of a net amount equal to the difference between the current market 
price of the futures contract and the original contract price; however, they may also be settled by physical receipt or 
delivery of propane. 
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The forward and futures contracts are entered into for trading and wholesale marketing purposes. The propane wholesale 
marketing business is subject to commodity price risk on its open positions to the extent that market prices for natural gas 
liquids deviate from fixed contract settlement prices. Market risk associated with the trading of futures and forward 
contracts is monitored daily for compliance with the Company's Risk Management Policy, which includes volumetric 
limits for open positions. To manage exposures to changing market prices, open positions are marked up or down to 
market prices and reviewed by the Company's oversight officials daily. In addition, the Risk Management Committee 
reviews periodic reports on markets and the credit risk of counter-parties, approves any exceptions to the Risk 
Management Policy (within limits established by the Board of Directors) and authorizes the use of any new types of 
contracts. Quantitative information on forward and futures contracts at December 31,2008 and 2007 is presented in the 
following tables. 

Quantity in Estimated Market Weighted Average 
At December 31,2008 gallons Prices Contract Prices 
Forward Contracts 

Sale 10,626,000 $0.5450 ­ $1.9100 $0.9984 
Purchase 9,949,800 $0.7000 ­ $1.9600 $1.0233 

Estimated market prices and weighted average contract prices are in dollars per gallon. 
All contracts expire thefirst quarler 0/2009. 

Quantity in Estimated Market Weighted Average 
At December 31,2007 gallons Prices Contract Prices 
Forward Contracts 

Sale 30,941,400 $0.8925 $l.6025 $1.3555 
Purchase 30,954,000 $0.8700 $1.6000 $1.3498 

Estimated market prices and weighted average contract prices are in dollars per gallon. 

All contracts expire in 2008. 


At December 31, 2008 and 2007, the Company marked these forward contracts to market, using broker or dealer 
quotations, or market transactions in either the listed or GTC markets, which resulted in the following assets and 
liabilities: 

December 31, 2008 20m 
(in thousands) 

!\1arked-tc;..market energy assets $4,482 $7,812 

!\1arked-tc;..marketenergy liabilities SJ,oS2 $7,739 

The Company's natural gas distribution and marketing operations have entered into agreements with natural gas suppliers 
to purchase natural gas for resale to their customers. Purchases under these contracts either do not meet the definition of 
derivatives in SFAS No. 133 or are considered "normal purchases and sales" under SFAS No. 138 and are not marked to 
market. 

Competition 

The Company's natural gas operations compete with other forms of energy including electricity, oil and propane. The 
principal competitive factors are price and, to a lesser extent, accessibility. The Company's natural gas distribution 
operations have several large-volume industrial customers that can use fuel oil as an alternative to natural gas. When oil 
prices decline, these interruptible customers may convert to oil to satisfY their fuel requirements, and our interruptible 
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Management's Discussion and Analysis 

sales volumes may decline because oil prices are lower than the price of natural gas. Oil prices, as well as the prices of 
electricity and other fuels, fluctuate for a variety of reasons; therefore, future competitive conditions are not predictable. 
To address this uncertainty, the Company uses flexible pricing arrangements on both the supply and sales sides of this 
business to compete with alternative fuel price fluctuations. As a result of the transmission operation's conversion to 
open access and the Florida gas distribution division's restructuring of its services, these businesses have shifted from 
providing bundled transportation and sales service to providing only transportation and contract storage serviees. 

The Company's natural gas distribution operations in Delaware, Maryland and Florida offer unbundled transportation 
services to certain commercial and industrial customers. In 2002, the Florida operation extended such service to 
residential customers. With such transportation service available on the Company's distribution systems, the Company is 
competing with third-party suppliers to sell gas to industrial customers. With respect to unbundled transportation 
services, the Company's competitors include interstate transmission companies, ifthe distribution customers are located 
close enough to a transmission company's pipeline to make connections economically feasible. The customers at risk are 
usually large volume commercial and industrial customers with the financial resources and capability to bypass the 
Company's distribution operations in this manner. In certain situations, the Company's distribution operations may adjust 
services and rates for these customers to retain their business. The Company expects to continue to expand the 
availability of unbundled transportation service to additional classes of distribution customers in the future. The 
Company has also established a natural gas sales and supply management operation in Florida, Delaware and Maryland 
to provide such service to customers eligible for unbundled transportation services. 

The Company's propane distribution operations compete with several other propane distributors in their respective 
geographic markets, primarily on the basis of service and price, emphasizing responsive and reliable service. Our 
competitors generally include local outlets ofnational distributors and local independent distributors, whose proximity to 
customers entails lower costs to provide service. Propane competes with electricity as an energy source, because it is 
typically less expensive than electricity, based on equivalent BTU value. Propane also competes with home heating oil as 
an energy source. Since natural gas has historically been less expensive than propane, propane is generally not distributed 
in geographic areas served by natural gas pipeline or distribution systems. 

The propane wholesale marketing operation competes against various regional and national marketers, many ofwhich 
have significantly greater resources and are able to obtain price or volumetric advantages. 

The advanced information services business faces significant competition from a number of larger competitors having 
substantially greater resources available to them than does the Company. In addition, changes in the advanced 
information services business are occurring rapidly, and could adversely affect the markets for the products and services 
offered by these businesses. This segment competes on the basis of technological expertise, reputation and price. 

Inflation 

Inflation affects the cost of supply, labor, products and services required for operations, maintenance and capital 
improvements. While the impact of inflation has remained low in recent years, natural gas and propane prices are subject 
to rapid fluctuations. In the Company's regulated natural gas distribution operations, fluctuations in natural gas prices are 
passed on to customers through the gas cost recovery mechanism in the Company's tariffs. To help cope with the effects 
of inflation on its capital investments and returns, the Company seeks rate relief from regulatory commissions for its 
regulated operations and closely monitors the returns of its unregulated business operations. To compensate for 
fluctuations in propane gas prices, the Company adjusts its propane selling prices to the extent allowed by the market. 
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Cautionary Statement 

Chesapeake Utilities Corporation has made statements in this Form IO-K that are considered to be "forward-looking 
statements" within the meaning ofthe Private Securities Litigation Reform Act of 1995. These statements are not matters 
of historical fact and are typically identified by words such as, but not limited to, "believes," "expects," "intends," 
"plans," and similar expressions, or future or conditional verbs such as "may," "will," "should," "would," and "could." 
These statements relate to matters such as customer growth, changes in revenues or gross margins, capital expenditures, 
environmental remediation costs, regulatory trends and decisions, market risks associated with our propane operations, 
the competitive position of the Company, inflation, and other matters. It is important to understand that these forward­
looking statements are not guarantees; rather, they are subject to certain risks, uncertainties and other important factors 
that could cause actual results to differ materially from those in the forward-looking statements. Such factors include, but 
are not limited to: 

• 	 the temperature sensitivity ofthe natural gas and propane businesses; 

• 	 the effects of spot, forward, futures market prices, and the Company's use of derivative instruments on the 
Company's distribution, wholesale marketing and energy trading businesses; 

• 	 the amount and availability of natural gas and propane supplies; 

• 	 the access to interstate pipelines' transportation and storage capacity and the construction of new facilities to 
support future growth; 

• 	 the effects of natural gas and propane commodity price changes on the operating costs and competitive 
positions of our natural gas and propane distribution operations; 

• 	 the impact that declining propane prices may have on the valuation ofour propane inventory; 

• 	 third-party competition for the Company's unregulated and regulated businesses; 

• 	 changes in federal, state or local regulation and tax requirements, including deregulation; 

• 	 changes in technology affecting the Company's advanced information services segment; 

• 	 changes in credit risk and credit requirements affecting the Company's energy marketing subsidiaries; 

• 	 the effects of accounting changes; 

• 	 changes in benefit plan assumptions, return on plan assets, and funding requirements; 

• 	 cost of compliance with environmental regulations or the remediation of environmental damage; 

• 	 the effects of general economic conditions, including interest rates, on the Company and its customers; 

• 	 the impact of the volatility in the financial and credit markets on the Company's ability to access credit; 

• 	 the ability of the Company's new and planned facilities and acquisitions to generate expected revenues; 

• 	 the ability of the Company to construct facilities at or below estimated costs; 

• 	 the Company's ability to obtain the rate relief and cost recovery requested from utility regulators and the timing 
of the requested regulatory actions; 

• 	 the Company's ability to obtain necessary approvals and permits from regulatory agencies on a timely basis; 

• 	 the impact of inflation on the results ofoperations, cash flows, financial position and on the Company's planned 
capital expenditures; 

• inability to access the financial markets to a degree that may impair future growth; and 


• operating and litigation risks that may not be covered by insurance. 


Chesapeake Utilities Corporation 2008 Form 10-K Page 55 



ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK. 

Information concerning quantitative and qualitativc disclosure about market risk is included in Item 7 under the heading 
"Management's Discussion and Analysis - Market Risk." 

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA. 

Management's Report on Internal Control Over Financial Reporting 
Management is responsiblc for establishing and maintaining adequate internal control over financial reporting, as such 
term is defined in Exchange Act Rules 13a-15(t). A company's internal control over financial reporting is a process 
designed to provide reasonable assurance regarding the reliability offinancial reporting and the preparation offinancial 
statements for external purposes in accordance with generally accepted accounting principles. A company's internal 
control over financial reporting includes those policies and procedures that (i) pertain to the maintenance ofrecords that, 
in reasonable detail, accurately and fairly reflect thc transactions and dispositions of the assets of the company; (ii) 
provide reasonable assurance that transactions are recorded as necessary to permit preparation offinancial statcments in 
accordance with generally accepted accounting principles, and that receipts and expenditures ofthe company are being 
made only in accordance with authorizations of management and directors ofthe company; and (iii) provide reasonable 
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company's 
assets that could have a material effect on the financial statements. 

Under the supervision and with the participation ofmanagement, including the principal executive officer and principal 
financial officer, Chesapeake's management conducted an evaluation of the effectiveness of its internal control over 
financial reporting based on the criteria established in a report entitled "Internal Control - Integrated Framework," 
issued by the Committee ofSponsoring Organizations ofthe Treadway Commission. Because of its inherent limitations, 
internal control over financial reporting may not prevent or detect misstatements. Also, projections of any evaluation of 
effectiveness to future periods are subject to the risk that controls may become inadequate because of changes in 
conditions, or that the degree ofcompliance with the policies or procedures may deteriorate. Chesapeake's management 
has evaluated and concluded that Chesapeake's internal control over financial reporting was effective as ofDecember 31, 
2008. 
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM 

To the Board of Directors and 
Stockholders of Chesapeake Utilities Corporation 

We have audited the accompanying consolidated balance sheets ofChesapeake Uti Iities Corporation as ofDecember 31, 
2008 and 2007, and the related consol idated statements of income, stockholders' equity, cash flows and income taxes for 
the years then ended. Chesapeake Utilities Corporation's management is responsible fOf these consolidated financial 
statements. OUf responsibility is to express an opinion on these consolidated financial statements based on our audits. 

We conducted our audits in accordance with the standards ofthe Public Company Accounting Oversight Board (United 
States). Those standards require that we plan and perfonn the audit to obtain reasonable assurance about whether the 
consolidated financial statements are free of material misstatement. An audit includes examining, on a test basis, 
evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the 
accounting principles used and significant estimates made by management, as well as evaluating the overall financial 
statement presentation. We believe that our audits provide a reasonable basis for our opinion. 

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial 
position ofChesapeake Utilities Corporation and subsidiaries as ofDecember 31, 2008 and 2007, and the results oftheir 
operations and their cash flows for the years then ended in confonnity with accounting principles generally accepted in 
the United States of America. 

We also have audited the adjustments to the 2006 consolidated financial statements to retrospectively reflect the 
discontinued operations described in Note B. In our opinion, such adjustments were appropriate and have been properly 
applied. We were not engaged to aUdit, review, or apply any procedures to the 2006 consolidated financial statements of 
Chesapeake Utilities Corporation other than with respect to the adjustments and, accordingly, we do not express an 
opinion or any other fonn of assurance on the 2006 consolidated financial statements taken as a whole. 

We also have audited. in accordance with the standards of the Public Company Accounting Oversight Board (United 
States), Chesapeake Utilities Corporation's internal control over financial reporting as ofDecember 31, 2008, based on 
criteria established in Internal Control-Integrated Framework issued by the Committee ofSponsoring Organizations of 
the Treadway Commission (COSO), and our report dated March 9, 2009 expressed an unqualified opinion. 

Beard Miller Company LLP 
Reading, Pennsylvania 
March 9, 2009 
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM 

To the Board of Directors and Stockholders 
of Chesapeake Utilities Corporation 

In our opinion, the consolidated statements of income, cash flows, stockholders' equity and income taxes for the year 
ended December 3 t, 2006, before the effects of the adjustments to retrospectively reflect the discontinued operations 
described in Note B, present fairly, in all material respects, the results of operations and cash flows of Chesapeake 
Utilities Corporation and its subsidiaries for the year ended December 3 t, 2006, in conformity with accounting principles 
generally accepted in the United States of America (the 2006 financial statements before the effects of the adjustments 
discussed in Note B are not presented herein). In addition, in our opinion, the financial statement schedule for the year 
ended December 3 t, 2006, presents fairly, in all material respects, the information set forth therein when read in 
conjunction with the related consolidated financial statements before the effects of the adjustments described above. 
These financial statements and financial statement schedule are the responsibility ofthe Company's management. Our 
responsibility is to express an opinion on these financial statements and financial statement schedule based on our audit. 
We conducted our audit, before the effects ofthe adjustments described above, ofthese statements in accordance with the 
standards of the Public Company Accounting Oversight Board (United States). Those standards require that we plan and 
perform the audit to obtain reasonable assurance about whether the financial statements are free ofmaterial misstatement. 
An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements, 
assessing the accounting principles used and significant estimates made by management, and evaluating the overall 
financial statement presentation. We believe that our audit provides a reasonable basis for our opinion. 

As discussed in Note L to the consolidated financial statements, the Company changed the manner in which it accounts 
for defined benefit pension and other postretirement plans, effective December 3 t, 2006. 

We were not engaged to audit, review, or apply any procedures to the adjustments to retrospectively refleet the 
discontinued operations described in Note B and accordingly, we do not express an opinion or any other form of 
assurance about whether such adjustments are appropriate and have been properly applied. Those adjustments were 
audited by other auditors. 

lsi PRICEWATERHOUSECOOPERS LLP 

PricewaterhouseCoopers LLP 
Boston, MA 
March 13,2007 

The accompanying notes are an integral part of the financial statements. 
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For the Twelve Months Ended December 31, 2008 2007 2006 

Operating Revenues $291,443,477 $258,286,495 $231,199,565 

Operating Expenses 

Cost of sales, excluding costs bela.v 200,643,518 170,848,211 155,809,747 
Operations 43,475,794 42,242,218 36,612,683 
Unconsummated acquisition costs 1,152,844 
Maintenance 2,215,123 2,235,605 2,161,177 
Depreciation and amortization 9,004,911 9,060,185 8,243,715 
Other taxes 61472,353 5,786,694 5,040,306 

Total o~eratinfi! ex~enses 26219641543 230,172,913 207,867,628 

Operating Income 28,478,934 28,113,582 23,331,937 

Other income, net of other expenses 103,039 291,305 189,093 

Interest cha~s 6,157,552 615891639 517731993 

Income Before Income Taxes 22,424,421 21,815,248 17,747,037 


Income taxes 8,817,162 8,597,461 6,999,072 


Income from Continuing Operations 13,607,259 13,217,787 10,747,965 

Loss from discontinued operations, net of 
tax benefit of $0, $10,898 and $162,510 

Net Income $13,607,259 

(20,07Z2 
$13,197,710 

(241.440~ 

$10,506,525 

Weighted Average Common Shares Outstanding: 
Basic 
Diluted 

6,811,848 
6,927,483 

6,743,041 
6,854,716 

6,032,462 
6,155,131 

Earnings Per Share of Common Stock: 
Basic 

From continuing operatiOns 
From discontinued QEerations 

Net Income 

$2.00 

$2.00 

$1.96 

$1.96 

$1.78 
(O.O4} 
$1.74 

Diluted 
From continuing operations 
From discontinued operations 

$1.98 $1.94 $1.76 
(0.041 

Net Income $1.98 $1.94 $1.72 

Cash Dividends Declared Per Share of Common Stock: $1.21 $1.18 $1.16 
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For the Years Ended December 31, 2008 2007 2006 

Operating Activities 
Net Income S13,607,259 $13,197,710 $10,506,525 

Adjustments to reconcile net income to net operating cash: 

De preciat ionand amort izatio n 9,004,911 9,060,185 8,243,715 

Depreciation and accretion included in other costs 2,239,018 3,336,506 3,102,066 

Deferred income taxes, net 11,441,660 1,831,030 (408,533) 

Gain on sale of assets (204,882) 

Un real ized (gain) loss on commod ity co ntracts (1,146,486) (170,465) 37,110 

Unrealized (gain) loss on investments 509,084 (122,819) (151,952) 

Employee benefits and compensation 151,910 1,004,273 (158,825) 

Share based compensation 820,175 989,945 709,789 
Other, net 4,045 56 13,300 

Changes in assets and Iiabil ities: 
Sale (purchase) of investments (200,603) 229,125 (177,990) 

Accounts receivable and accrued revenue 19,410,552 (28,189,132) 9,705,860 
Propane inventory, storage gas and other inventory (1,729,641) 1,193,336 354,764 

Regulatory assets 410,989 (344,680) 2,498,954 
Prepaid expenses and other current assets (1,182,142) (1,185,829) (261,017) 

Other deferred charges (153,005) (2,477,879) (231,822) 
Long-term receivables 207,324 83,653 137,101 

Accounts payable and other accrued liabilities (15,139,134) 22,130,049 (11,434,370) 
Income taxes recei vable (6,155,239) (158,556) 1,800,913 
Accrued interest 158,154 33,112 273,672 
Customer deposits and refunds (502,479) 2,534,655 2,361,265 
Accrued compensation (174,946) 946,099 (721,289) 
Regulatory liabilities (3,107,401) 2,124,091 2,824,068 
Other liabilities 68,384 ( 157,699) 1,125,590 

Net cash provided by operating activities 28,542,389 25,681,884 30,148,894 

Investing Activities 
Propeny, plant and equipment expenditures (30,755,845) (3 1,277,390) (48,845,828) 
Proceeds from sale of assets 204,882 
Environmental ex~enditures ~479,799l {227,979l (15,549) 

Net cash used by investing activities (31,235,644) (3 1,300,487) (48,861,377) 

Financing A ctivitii!s 
Common stock dividends (7,956,843) (7,029,821 ) (5,982,531) 
Issuance of stock for Dividend Reinvestment Plan 28,541 299,436 321,865 
Stock issuance 19,698,509 
Cash settlement of warrants (434,782) 
Change in cash overdrafts due to outstanding checks (683,836) (541,052) 49,047 
Net borrowing (repayment) under line ofcredit agreements (11,980,108) 18,651,055 (7,977,347) 
Proceeds from issuance of long-term debt 29,960,518 19,968,104 
Re~alment of lon~-terrn debt F,656,623) !7,656,580) ~4,929,674) 

Net cash provided by financing activities 1,711,649 3,723,038 20,713,191 

Net Increase (Decrease) in Cash and Cash Equivalents (981,606) (1,895,565) 2,000,708 


Cash and Cash Equivalents - Beginning ofPeriod 2,592,801 4,488,366 2,487,658 


Cash and Cash Equivalents- End of Period $1,611,195 $2,592,801 $4,488,366 

Supplemental Cash Flow Disclosures (see Note DJ 

The accompanying notes are an integral pari of the financial statements. 
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Consolidated Balance Sheets 

Deceiiiber 31, December31, 
Assets 2008 2007 

Property, Plant and Equipment 
Natural gas $316,124,761 $289,706,066 
Propane 51,827,293 48,506,231 
Advanced information services 1,439,390 1,157,808 
Other ,elant 101815~45 81567:833 

Total property, plant and equipment 380,206,789 347,937,938 

Less: Accumulated depreciation and amortization (101,017,551) (92,414,289) 
Plus: Construction work in ~roI!ess 1,481,448 4,899,608 

Net proEerty, plant and e9uipment 280,670,686 260,423,257 

Investments 1,600,790 1:909,271 

Current Assets 
Cash and cash equivalents 1,611,195 2,592,801 
Accounts receivable (less allowance for uncollectible 

accountsof$I,159,014 and $952,074, respectively) 52,905,447 72,218,191 
Accrued revenue 5,167,666 5,265,474 
Propane inventory, at average cost 5,710,673 7,629,295 
Other inventory, at average cost 1,479,249 1,280,506 
Regul ato ry assets 826,009 1,575,072 
Storage gas prepayments 9,491,690 6,042,169 
Income taxes receivable 7,442,921 1,237,438 
Deferred income taxes 1,577,805 2,155,393 
Prepaid expenses 4,679,368 3,496,517 
Mark-to-market energy assets 4,482,473 7,812,456 
Other current assets 146,820 146,253 

Total current assets 95,521,316 111,45 1,565 

Deferred Charges and Other Assets 
Goodwill 674,451 674,451 
Other intangible assets, net 164,268 178,073 
Long-term receivables 533,356 740,680 
Regulatory assets 2,806,195 2,539,235 
Other deferred charges 3,823,448 3,640,480 

Total deferred char~es and other assets 8,001,718 7,772,919 

Total Assets $385,794,510 $381,557,012 

The accompanying notes are an integral part of the financial statements. 

Chesapeake Utilities Corporation 2008 Form 10-K Page 61 



Consolidated Balance Sheets 

December 31, December 31, 
Capitalization and Liabilities 2008 2007 

Capitalization 
Stockholders' equity 

Common Stock, par value $0.4867 per share 
(authorized 12,000,000 shares) $3,322,668 $3,298,473 

Additional paid-in capital 66,680,696 65,591,552 

Retained earnings 56,817,921 51,538,194 

Accumulated other comprehensive loss (3,748,093) (851,674) 
Deferred compensation obligation 1,548,507 1,403,922 

Treasu!1 stock !1!548,507~ ~1,403,922l 

Total stockholders' equity 123,073,192 119,576,545 


Lonlli-term debt, net of current maturities 86:422:273 63.255.636 


Total capitalization 209,495,465 182,832,181 

Current Liabilities 
Current portion of long-term debt 6,656,364 7,656,364 
Short-term borrowing 33,000,000 45,663,944 
Accounts payable 40,202,280 54,893,071 
Customer deposits and refunds 9,534,441 10,036,920 
Accrued interest 1,023,658 865,504 
Dividends payable 2,082,267 1,999,343 
Accrued compensation 3,304,736 3,400,112 
Regulatory liabilities 3,227,337 6,300,766 
Mark-to-market energy liabilities 3,052,440 7,739,261 
Other accrued liabilities 21967,905 2,500,542 

Total current liabilities 1051°51,428 141,055,827 

Deferred Credits and Other Liabilities 
Deferred income taxes 37,719,859 28,795,885 
Deferred investment tax credits 235,422 277,698 
Regulatory liabilities 875,106 1,136,071 
Environmental liabilities 511,223 835,143 
Other pension and benefit costs 7,335,116 2,513,030 
Accrued asset removal cost 20,641,279 20,249,948 
Other liabilities 3:929,612 3.861.229 

Total deferred credits and other liabilities 71,247,617 57,669,004 

Other Commitments and Contingencies (;\Iote N) 

Total Caeitalization and Liabilities $385,794,510 $381.557.012 

The accompanying notes are an integral part of the financial statements. 
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Consolidated Statements of Stockholders' Equity 

Common Stock 

Accumulued Other 
Nnmber of Additional Paid-In Comprehend'oe Deferred 

Shares Par Value C .pital Reuined KarningJI lacome Compe...tioo Trraur,: Stock Total 

8al"«5 at December 31,2005 ~.S83,099 $2,863,2 t2 
Net earnings 
Other comprehenSIve lncome, nel of In: 

Minimum pension liabIlity. net of tax OJ 

Total comprehensive income 

Adjustment to tnlhally apply SfAS No. l S8:, nel of tu: 
38,392 18,685 
19,705 14,4l7 

Con\'crsio n 16,677 8,117 
Share based com penuuon m (4} 29.866 14,lJ6 
Stock w arranlS, net of tax 
Deferred Compeoutlon Plan 
Purchase of treasury stock (97) 
Sale and distribution o( Ireasur)' stoek 97 
Stock isuanee 690,345 335,991 
Cash dividends '.iJ 

$J9,619,849 S42,854,894 (S578,151) S794,535 (S797,156) 84,757.18J 
10,506,523 IO,S06,32l 

74,036 74,036 

10,SSO,561 

169,l6l 169,l65 
1,148,100 1,166,78l 

900,334 914,811 
275,300 283,417 
887,416 901,962 

(233,317) (133,317) 
313,974 (323,914) 

(51,572) (51,572) 
H.19) 54.193 

19,362,513 19,698.509 
(7,090,535) (7 ,090,53l) 

B.lanceslt D«~mbcr 31,2006 
Net earnings 
Other eomprehcMive income. net of tax. 

Employee Benefit Plans, net of lax 
Amortizatinll of prior service costs (5) 

Net loss 

Total comprehenslYc income 

Di'\"idend Reinvestment Plan 
Retireme nt Savings Plan 
CanHcsion of debenlures 
Share based compenut1otl 0)(-1) 

Deferred Compensation Plan 
Purchase of treJlSuI)' stock 
Sale and di,tribution of treasury stock 
Cash dividends fl! . 

6,688,084 

l5,n) 
29.S63 

8,106 

16,324 

(971 ) 
971 

3,254,998 61,960,220 	 4' ,270.884 (J34,550) I,JIII,509 (1,118,509) 111,151,552 
1l,197,710 13,191,710 

(2,818) (2,828) 
(514,296) (S I 4,196) 

11.680 S86 

17,197 1,121,190 1,138,387 
14,388 934,195 948,683 

3,945 1l3.839 137.784 
7,945 	 1,442,008 1,449,953 

285,413 (285,413) 

B.taaccs at Dctcmber JI,1007 

Nel carDin,. 

Other comprehenSIVe income, nel of tilX' 


Employee Seneflt Plans, net of tax 
Amortization of prior service costs ($) 

Net lou (6) 

Total comprehensi,'e income 

Dividend Reinvestment Plan 
Reliremenl Savin,s Plan 
Conversion of debcntures 
Share based com penuuon 
Tax benefit on Slock warrants 
Deferred Compensation Plan 
Purchase of treasury stock-
Sale and distribution of treasury slllck 
Di"idends on stock ..based eompensatlon 
Cash di,;dends 0) 

6,777,410 

9,060 
5,160 

10,397 
14.994 

(1.425 ) 
1.42l 

3,298,473 65,591,552 51.538,194 
lJ ,607,239 

(71,438) 

(1,814,931) 

4,410 
2,560 
5,060 

12,165 

171,680 

441.898 
50,244 

(79.570) 

(8,247,9_~ ._____ 

144,515 (144,585) 
(71,573) 
71,573 

(71,438) 
(1,814,981 ) 

10,710,840 

176,740 
454,063 

50,144 

(71,573) 

(8,247,962) 

Balaacu at December 31,1008 6,821,121 S3,321,668 S66,680,69_6_ S56,817,911 .~8,0931.____SI,H~ .j!I,548,S07) $123,073,191 

(lj Tax expense recognized on the mlnimum pension liability adjustment for 2006 was S48,t89, 

'1) Ineludes amounts for shares issued for Directors' eompensation. 
ill Casb dividends per share for 2008,2007 and 2006 were $1 22. SI. U and Sl 16, respectively. 

sbares inued under the PIP are net of shares withbeld for employee taxes. For 200t, the Company WIthheld 12~311 shares for 1axes, 2,420 :shares for 2007 and 9,054 shares for 2006 
expense (benefit) recognized On the prior !>ervice cost eomponent of employees beneht plans for 2008, 2007 and 2006 ,,'ere (SS 1.84 I). ($ U17I) and S) 1.756, respec:b'ltely. 

(6) TAX expense (benefit) recognized on the nel gain (1o») compon.en 1 of erop loyee$: ben efit plans for 200S. 2007 and 2006 were (S J ,9 mlHlOn), ($340,449) and SI00,217, respecth'ely 

The accompanying notes are an integral part of the financial statements. 
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Consolidated Statements of Income Taxes 

2006For the Years Ended December 31, 2008 2007 

Current Income Tax Expense 
Federal ($2,551,138) $5,512,071 $5,994,296 

State 1,223,145 1,424,485 

Investment tax credit adjustments, net ~42,276} (50,5792 ~54,816) 

Total current income tax ex~nse ~benefiQ ~2,593,414} 6,684,637 7,363,965 

Deferred Income Tax Expense (I) 

Property, plant and equipment 10,347,035 2,958,758 1,697,024 

Deferred gas costs 781,635 (629,228) (2,085,066) 

Pensions and other employee benefits (174,365) (9,154) (97,436) 

Environmental expenditures 144,848 45,872 (5,580) 

Other 311,423 (469 221 (36,345} 
Total deferred income tax ex~ense {benefit~ 11,410,576 1,901,926 ~527,403) 

Total Income Tax Exeense $818171162 $8,586,563 $6.836,562 

Reconciliation of Effective Income Tax Rates 
Continuing Operations 

Federal income tax expense (2) $7,862,760 $7,635,336 $6,212,237 
State income taxes, net offederal benefit 1,162,081 1,086,680 829,630 
Other ~207,679~ 1124.5551 142,795l 

Total continuing operations 8,817,162 8,597,461 6,999,072 
Discontinued o~rations ~IO,898l ~162,510) 

Total income tax expense $8,817,162 $8,586,563 $6,836,562 

Effective income tax rate 39.3% 39.4% 39.4% 

At December 31, 2008 2007 

Deferred Ineome Taxes 
Deferred income tax liabilities: 

Property, plant and equipment $41,248,245 $31,058,050 
Environmental costs 394,869 250,021 
Other 2,414,121 860,993 

Total deferred income tax liabilities 44,057,235 32,169,064 

Deferred ineome tax assets: 
Pension and other employee benefits 4,679,075 2,581,853 
Self insurance 370,398 384,009 
De !erred gas costs 364,498 1,146,133 
Other 21501 1210 1,416,577 

Total deferred income tax assets 7,915,181 5,528,572 
Deferred Income Taxes Per Consolidated Balance Sheet $3611421°54 $26,640,492 

(I) Indudes $1,588,000, $260,000 and (60,000) ofdeferred state income taxes for the years 2008, 2007 and 2006, respectively, 
(2) Froeml income taxes w;:re recorded at 35% for each year represented, 

The accompanying notes are an integral part of the financial statements. 
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A. SUMMARY OF ACCOUNTING POLICIES 

Nature ofBusiness 
Chesapeake is engaged in natural gas distribution to approximately 65,200 customers located in central and southern 
Delaware, Maryland's Eastern Shore and Florida. The Company's natural gas transmission subsidiary operates an 
interstate pipeline from various points in Pennsylvania and northern Delaware to the Company's Delaware and Maryland 
distribution divisions as well as to other utility and industrial customers in Pennsylvania, Delaware and the Eastern Shore 
of Maryland. The Company's natural gas marketing subsidiary sells natural gas supplies directly to commercial and 
industrial customers in the States of Florida, Delaware and Maryland. The Company's propane distribution and 
wholesale marketing segment provides distribution service to 35,200 customers in Delaware, the Eastern Shore of 
Maryland, southeastern Pennsylvania, central Florida and the Eastern Shore of Virginia and markets propane to 
wholesale customers including large independent oil and petrochemical companies, resellers and propane distribution 
companies in the southeastern United States. The advanced information services segment provides domestic and 
international clients with information-technology-related business services and solutions for both enterprise and e­
business applications. 

Principles of Consolidation 
The Consolidated Financial Statements include the accounts of the Company and its wholly-owned subsidiaries. The 
Company does not have any ownership interests in investments accounted for using the equity method or any variable 
interests in a variable interest entity, All intercompany transactions have been eliminated in consolidation. 

System ofAccounts 
The natural gas distribution divisions of the Company located in Delaware, Maryland and Florida are subject to 
regulation by their respective PSCs with respect to their rates for service, maintenance of their accounting records and 
various other matters, ESNG is an open access pipeline and is subject to regulation by the FERC. Our financial 
statements are prepared in accordance with GAAP, which give appropriate recognition to the ratemaking and accounting 
practices and policies of the various commissions. The propane, advanced information services and other business 
segments are not subject to regulation with respect to rates or maintenance of accounting records. 

Property, Plant, Equipment and Depreciation 
Utility and non-utility property is stated at original cost Costs include direct labor, materials and third-party construction 
contractor costs, allowance for capitalized interest and certain indirect costs related to equipment and employees engaged 
in construction. The costs of repairs and minor replacements are charged against income as incurred, and the costs of 
major renewals and betterments are capitalized. Upon retirement or disposition of non-utility property, the gain or loss, 
net of salvage value, is charged to income, Upon retirement or disposition of utility property, the gain or loss, net of 
salvage value, is charged to accumulated depreciation, The provision for depreciation is computed using the straight-line 
method at rates that amortize the unrecovered cost ofdepreciable property over the estimated remaining useful life ofthe 
asset. Depreciation and amortization expenses are provided at an annual rate for each segment. 
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Notes to the Consolidated Financial Statements 

2007 	 Useful Life (1)At December 31, 	 2008 

Plant in sen-ice 
Mains $184,124,950 $166,202,413 27-65 years 
Services ­ utility 37,946,690 35,127,633 14-55 years 
Compressor station equipment 24,980,668 24,959,330 44 years 
Liquefied petroleum gas equipment 26,303,832 25,575,213 5-33 years 
Meters and meter install ations 19,479,360 18,111,466 Propane 10-33 years, Natural gas 25-49 years 
Measuring and regulating station equipmer 15,092,354 14,067,262 24-54 years 
Office fum iture and equipment 12,536,281 9,947,881 Non-regul ated 3-10 years, Regulated 14-25 years 
Transportation equipment 11,266,723 11,194,916 3-11 years 

Structures and improvements 10,601,819 10,024,105 10-79 years (2) 

Land and land rights 7,901,058 7,404,679 Not depreciable, except certain regulated assets 
Propane bulk plants and tanks 6,296,155 5,313,061 15-40 years 
Various 23,676,899 20,009,979 Various 

Total plant in service 380,206,789 347,937,938 
Plus construction work in progress 1,481,448 4,899,608 
Less accumulated depreciation (101,017,551) (92,414,289) 
Net property, plant and equipment $280,670,686 $260,423,257 

OJ 	 Certain immaterial account balances may fall outside this range. 

The regulated operation s compute depreciation in accordance with rates approved bye ither the state Public Service Commission 
or the FERC. These rates are based on depreciation studies and may change periodically upon receiving approval from the 
appropriate regulatory body. The depreciation rates shown above are based on the remaining useful lives of the assets at the 
time ofthe depreciation study, rather than their original lives. The depreciation rates are composite, straight-line rates applied 
to the average investment for each class of depreciable property and are adjusted for anticipated cost of removal less salvage 
value. 

The non-regulated operations compute depreciation using the straight-I ine method over the estimated useful life of the asset 

(2) 	 Includes buildings, structures used in connection with natural gas and propane operations, improvements to those facilities 
and leasehold improvements. 

Cash and Cash Equivalents 
The Company's policy is to invest cash in excess of operating requirements in overnight income-producing accounts, 
Such amounts are stated at cost, which approximates market value. Investments with an original maturity ofthree months 
or less when purchased are considered cash equivalents. 

Inventories 
The Company uses the average cost method to value propane and materials and supplies inventory.lfmarket prices drop 
below cost, inventory balances that are subject to price risk are adjusted to markct values. 

Regulatory Assets, Liabilities and Expenditures 
The Company accounts for its regulated operations in accordance with SF AS No. 71, "Accounting for the Effects of 
Certain Types ofRegulation." This standard includes accounting principles for companies whose rates are determined by 
independent third-party regulators. When setting rates, regulators often make decisions, the economics of which require 
companies to defer costs or revenues in different periods than may be appropriate for unregulated enterprises. When this 
situation occurs, the regulated utility defers the associated costs as assets (regulatory assets) on the balance sheet and 
records them as expense on the income statement as it collects revenues. Further, regulators can also impose liabilities 
upon a company for amounts previously collected from customers, and for recovery of costs that are expected to be 
incurred in the future (regulatory liabilities), 
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At December 31, 2008 and 2007, the regulated utility operations had recorded the following regulatory assets and 
liabilities on the Balance Sheets. These assets and liabilities will be recognized as revenues and expenses in future 
periods as they are reflected in customers' rates. 

At December 31. 2008 2007 

Regulatory Assets 
Current 

Underrecovered purchased gas costs $650,820 $1,389,454 
Swing transportation imbalances 2,059 
PSC Assessment 18,575 22,290 
Flex rate asset 107,943 107,394 
Other 46,612 55,934 
Total current 826,009 1,575,072 

Non-Current 
Income tax related amounts due from customers 1,284,552 1,115,638 
Deferred regulatory and other expenses 646,126 446,642 
Deferred g/lS supply 12,667 15,201 
Deferred post retirement benefits 83,370 111,159 
Environmental re~ulatory assets and eXEenditures 779,480 850,594 
Total non-current 2,806,195 2,539,234 

Total Regulatory Assets $3,632,204 $4,114,306 

Regulatory Liabilities 
Current 
Self insurance ­ current $162,616 $191,004 
Overrecovered purchased gas costs 1,542,174 4,225,845 
Shared interruptible margins 231,919 11,202 
Conservation cost recovery 743,874 395,379 
Swin~ transEortation imbalances 546,754 1,477,336 
Total current 3,227,337 6,300,766 

Non-Current 
Self insurance ­ long-term 749,827 757,557 
Income tax related amounts due to customers 125,279 151,521 
Environmental overcollections 226:993 
Total no n-curren t 875,106 1,136,071 

Accrued asset removal cost 20,641,279 20,249,948 

Total Re~ulatory Liabilities $24,743,722 $27,686,785 

Included in the current regulatory assets listed above is a flex rate asset of approximately $108,000, which is accruing 
interest. Ofthe remaining regulatory assets, $1.7 million will be collected in approximately one to two years, $623,000 
will be collected within approximately three to ten years, $83,000 will be collected within approximately 11 to 15 years, 
and $481,000 will be collected within approximately 16-25 years. In addition, there is approximately $711,000 for which 
the Company is awaiting regulatory approval for recovery; once approved, this amount is expected to be collected over a 
period greater than 12 months. 

As required by SF AS No. 71, the Company monitors its regulatory and competitive environment to detennine whether 
the recovery ofits regulatory assets continues to be probable. If the Company were to detennine that recovery ofthese 
assets is no longer probable, it would write off the assets against earnings. The Company believes that SFAS No. 71 
continues to apply to its regulated operations, and that the recovery of its regulatory assets is probable. 
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Goodwill and Other Intangible Assets 
The Company accounts for its goodwill and other intangibles under SFAS No. 142, "Goodwill and Other Intangible 
Assets" (SFAS No. 142). Under SFAS No. 142, goodwill is not amortized but is tested for impairment at least annually. 
In addition, goodwill ofa reporting unit is tested for impairment between annual tests ifan event occurs or circumstances 
change that would more likely than not reduce the fair value ofa reporting unit below its carrying value. Other intangible 
assets are amortized on a straight-line basis over their estimated economic useful lives. Please refer to Note G, "Goodwill 
and Other Intangible Assets," for additional discussion of this subject. 

Other Deferred Charges 
Other deferred charges include discount, premium and issuance costs associated with long-term debt. Debt costs are 
deferred and then are amortized to interest expense over the original lives of the respective debt issuances. 

Pens/on and Other Postretirement Plans 
Pension and other postretirement plan costs and liabilities are determined on an actuarial basis and are affected by 
numerous assumptions and estimates including the market value ofplan assets, estimates of the expected return on plan 
assets, assumed discount rates, the level ofcontributions made to the plans, current demographic and actuarial mortality 
data. The Company annually rev iews the estimates and assumptions underlying our pension and other postretirement plan 
costs and liabilities with the assistance ofa third-party actuarial firm. The assumed discount rate and the expected return 
on plan assets are the assumptions that generally have the most significant impact on the Company's pension costs and 
liabilities. The assumed discount rate, the assumed health care cost trend rate and the assumed rates of retirement 
generally have the most significant impact on our postretirement plan costs and liabilities. 

The discount rate is utilized principally in calculating the actuarial present value of our pension and postretirement 
obligations and net pension and postretirement costs. When establishing its discount rate, the Company considers high 
quality corporate bond rates based on Moody's Aa bond index, changes in those rates from the prior year, and other 
pertinent factors, such as the expected life of the plan and the lump-sum-payment option. 

The expected long-term rate of return on assets is utilized in calculating the expected return on plan assets component of 
our annual pension and postretirement plan costs. The Company estimates the expected return on plan assets by 
evaluating expected bond returns, asset allocations, the effects of active plan management, the impact of periodic plan 
asset rebalancing and historical performance. The Company also considers the guidance from its investment advisors in 
making a final determination of its expected rate of return on assets. 

The Company estimates the assumed health care cost trend rate used in determining our postretirement net expense based 
upon its actual health care cost experience, the effects of recently enacted legislation and general economic conditions. 
The Company's assumed rate of retirement is estimated based upon its annual review of its participant census 
information as of the measurement date. 

Actual changes in the fair market value of plan assets and differences between the actual return on plan assets and the 
expected return on plan assets could have a material effect on the amount of pension costs ultimately recognized. A 
0.25 percent change in the Company's discount rate would impact our defined pension cost by approximately $10,000, 
impact the Pension SERP costs by approximately $2,000 and postretirement costs by approximately $7,000. A 
0.25 percent change in the Company's expected rate of return would impact our defined pension costs by approximately 
$16,000 and will not have an impact on either the Pension SERP or the other postretirement costs because these plans are 
unfunded. 

Income Taxes and Investment Tax Credit Adjustments 
The Company files a consolidated federal 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 bases and tax bases ofassets and liabilities and are measured using the enacted tax rates in effect in the years 
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in which the differences are expected to reverse. The portions of the Company's deferred tax liabilities applicable to 
utility operations, which have not been reflected in current service rates, represent income taxes recoverable through 
future rates. Deferred tax assets are recorded net ofany valuation allowance when it is more likely than not that such tax 

benefits will be realized. Investment tax credits on utility property have been deferred and are allocated to income ratably 
over the lives of the subject property. 

The Company adopted the provisions of FIN 48, "Uncertain Tax Positions," ("FIN 48") effective January 1,2007. FIN 
48 clarifies the accounting for uncertainty in income taxes recognized in a Company's financial statements in accordance 
with SFAS No. 109. FIN 48 requires that an uncertain tax position should be recognized only if it is "more likely than 
not" that the position is sustainable based on technical merits. Recognizable tax positions should then be measured to 
determine the amount ofbenefit recognized in the financial statements. The Company's adoption ofFIN 48 did not have 
an impact on its financial condition or results of operations. 

Financial Instruments 
Xeron, the Company's propane wholesale marketing operation, engages in trading activities using forward and futures 
contracts, which have been accounted for using the mark-to-market method of accounting. Under mark-to-market 
accounting, the Company's trading contracts are recorded at fair value, net of future servicing costs. The changes in 
market price are recognized as gains or losses in revenues on the income statement in the period ofchange. The resulting 
unrealized gains and losses are recorded as assets or liabilities, respectively. There were unrealized gains of$l.4 million 
and $179,000 at December 31,2008 and 2007, respectively. Trading liabilities are recorded in mark-to-market energy 
liabilities. Trading assets are recorded in mark-to-market energy assets. 

The Company's natural gas and propane distribution operations have entered into agreements with suppliers to purchase 
natural gas and propane for resale to their customers. Purchases under these contracts either do not meet the definition of 
derivatives under SF AS No. 133 or are considered "normal purchases and sales" under SF AS No. 138 and are accounted 
for on an accrual basis. 

The propane distribution operation may enter into a fair value hedge of its inventory in order to mitigate the impact of 
wholesale price fluctuations. Wholesale propane prices rose dramatically during the spring months of2008, when they 
are traditionally at their lowest. In efforts to protect the Company from the impact that additional price increases would 
have on the Pro-Cap (propane price cap) Plan that we offer to customers, the propane distribution operation had entered 
into a swap agreement. By December 31, 2008, the market price of propane declined well below the unit price in the 
swap agreement. As a result, the Company marked the January 2009 and February 2009 gallons in the agreement to 
market, which increased 2008 cost ofsales by $939,000. The Company terminated this swap agreement in January 2009. 
At December 31, 2007, the Company had not hedged any of its propane inventories. 
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Earnings Per Share 
Chesapeake calculates earnings per share in accordance with SFAS No. 128. The calculations ofboth basic and diluted 
earnings per share are presented in the following chart. 

2006For the Periods Ended December 31, 2008 2007 

Calculation of Basic Earnings Per Share: 
Netlncome $13,607,259 $13,197,710 $10,506,525 
Weighted average shares outstanding 6,811,848 6,743,041 6,032,462 

Basic Earnings Per Share 

Calculation of Diluted Earnings Per Share: 
Reconciliation of Numerator: 

Net Income $13,607,259 $13,197,710 $10,506,525 
Effect of 8.25% Convertible debentures 88,657 95,611 105,024 

Adjusted numerator- Diluted $13,695,916 $13,293,321 $10,611,549 

Reconciliation of Denominator: 
Weighted shares outstanding ­ Basic 6,811,848 6,743,041 6,032,462 
Effect of dilutive securities: 

Share-based Compensation 12,083 
8.25% Convertible debentUres 103,552 111,675 122,669 

Adjusted denominator - Diluted 6,927 ,483 6,854,716 6,155,131 

Diluted Earnings Per Share $1.98 $1.94 $1.72 

Operating Revenues 
Revenues for the natural gas distribution operations of the Company are based on rates approved by the PSCs in the 
jurisdictions in which the Company operates. The natural gas transmission operation's revenues are based on rates 
approved by the FERC. Customers' base rates may not be changed without formal approval by these commissions. The 
PSCs, however, have allowed the natural gas distribution operations to negotiate rates, based on approved methodologies, 
with customers that have competitive alternatives. The natural gas transmission operation can also negotiate rates above 
or below the FERC-approved maximum rates, which customers can elect as recourse to negotiated rates. 

For regulated deliveries of natural gas, Chesapeake reads meters and bills customers on monthly cycles that do not 
coincide with the accounting periods used for financial reporting purposes. Chesapeake accrues unbilled revenues for gas 
that has been delivered but not yet billed at the end of an accounting period to the extent that they do not coincide. In 
connection with this accrual, Chesapeake must estimate the amount ofgas that has not been accounted for on its delivery 
system and must estimate the amount ofthe unbilled revenue by jurisdiction and customer class. A similar computation is 
made to accrue unbilled revenues for propane customers with meters, such as community gas system customers. 

The propane wholesale marketing operation records trading activity for open contracts, on a net mark-to-market basis in 
the Company's income statement. The propane distribution, advanced information services and other segments record 
revenue in the period in which the products are delivered and/or services are rendered. 

Chesapeake's natural gas distribution operations in Delaware and Maryland have a PSC-approved purchased gas cost 
recovery mechanism. This mechanism provides the Company with a method of adjusting the billing rates with its 
customers for changes in the cost ofpurchased gas included in base rates. The difference between the current cost ofgas 
purchased and the cost ofgas recovered in billed rates is deferred and accounted for as either unrecovered purchased gas 
costs or amounts payable to customers. Generally, these deferred amounts are recovered or refunded within one year. 
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The Company charges flexible rates to its natural gas distribution's industrial interruptible customers to compete with 
alternative types of fuel. Based on pricing, these customers can choose natural gas or alternative fuels. Neither the 
Company nor the interruptible customer is contractually obligated to deliver or receive natural gas. 

Cost of Sales 
Cost ofsales includes the direct costs attributable to the products sold or services provided by the Company for its utility 
and non-utility operations. These costs primarily include the variable cost of natural gas and propane commodities, 
pipeline capacity costs needed to transport and store natural gas, transportation costs to transport propane purchases to 
our storage facilities. and the direct cost of labor for our advanced information services segment. 

Operations and Maintenance Expenses 
Operations and maintenance expenses are costs associated with the operation and maintenance ofthe Company's utility 
and non-utility operations. Major cost components include operation and maintenance salaries and benefits, materials and 
supplies, usage of vehicles, tools and equipment, payments to contractors, utility plant maintenance, customer service, 
professional fees and other outside services, insurance expense, minor amounts of depreciation, accretion of cost of 
removal for future retirements of utility assets, and other administrative expenses. 

Depreciation and Accretion Included In Operations Expenses 
Depreciation and accretion included in operations expenses consist of the accretion of the costs of removal for future 
retirement ofutility assets, vehicle depreciation, computer software and hardware depreciation, and other minor amounts 
of depreciation expense. 

Allowance for Doubtful Accounts 
An allowance for doubtful accounts is recorded against amounts due to reduce the net receivables balance to the amount 
we reasonably expect to collect based upon the Company's collections experiences and the Company's assessment onts 
customers' inability or reluctance to pay. Ifcircumstances change, our estimates of recoverable accounts receivable may 
also change. Circumstances which could affect such estimates include, but are not limited to, customer credit issues, the 
level of natural gas prices and general economic conditions. Accounts are written off when they are deemed to be 
uncollectible. 

Certain Risks and Uncertainties 
The Company's financial statements are prepared in conformity with GAAP that require management to make estimates 
in measuring assets and liabilities and related revenues and expenses (see Notes Nand 0 to the Consolidated Financial 
Statements for significant estimates). These estimates involve judgments with respect to, among other things, various 
future economic factors that are difficult to predict and are beyond the control ofthe Company; therefore, actual results 
could differ from those estimates. 

The Company records certain assets and liabilities in accordance with SFAS No. 71. If the Company were required to 
terminate application ofSFAS No. 71 for its regulated operations, all amounts deferred in accordance with SF AS No. 71 
would be recognized in the income statement at that time. This could result in a charge to earnings, net of applicable 
income taxes, which could be material. 

Financial Accounting Standards Board ("FASB" Statements and Other Authoritative Pronouncements 

Recent accounting pronouncements: 

In December 2007, the FASB issued SFAS No. 141(R), which retains the fundamental requirements of the original 
pronouncement requiring that the acquisition method be used for all business combinations. SF AS No.141(R): (a) defines 
the acquirer as the entity that obtains control of one or more businesses in a business combination, (b) establishes the 
acquisition date as the date that the acquirer achieves control and (c) requires the acquirer to recognize the assets 
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acquired, liabilities assumed and any non-controlling interests at their faif values as of the acquisition date. SF AS No. 
141(R) also requires that acquisition-related costs be expensed as incurred. SFAS No. 141(R) is effective for fiscal years 
beginning after December 15,2008. The Company does not expect the adoption of SF AS No.141 (R) to have a material 
impact on its current consolidated financial position and results ofoperations. However, depending upon the size, nature 
and complexity of future acquisition transactions, the adoption of SF AS No. 141 (R) could materially affect the 
Company's consolidated financial statements. 

In December 2007, the FASB issued SFAS No. 160, an amendment of Accounting Research Bulletin No. 51, which 
changes the accounting and reporting for minority interests by recharacterizing them as noncontrolling interests and 
classifYing them as a component of equity. This new consolidation method significantly changes the accounting for 
transactions with minority interest holders. SF AS No. 160 is effective for fiscal years beginning after December 15, 
2008. No other entity has a minority interest in any of the Company's subsidiaries; therefore, the Company does not 
expect the adoption ofSF AS No. 160 to have a material impact on its current consolidated financial position and results 
of operations. 

In November 2008, the SEC released a proposed roadmap regarding the potential use by U.S. issuers of financial 
statements prepared in accordance with International Financial Reporting Standards (IFRS). IFRS is a comprehensive 
series ofaccounting standards published by the International Accounting Standards Board ("IASB"). Under the proposed 
roadmap, the Company may be required to prepare financial statements in accordance with IFRS as early as 2014. The 
SEC will make a determination in 2011 regarding the mandatory adoption oflFRS. The Company is currently assessing 
the impact that this potential change would have on its consolidated financial statements, and it will continue to monitor 
the development of the potential implementation of IFRS. 

In March 2008, the FASB issued SFAS No. 161, an amendment ofFASB Statement No. 133, which requires enhanced 
disclosures for derivative instruments, including those used in hedging activities. It is effective for fiscal years and 
interim periods beginning after November 15,2008, and will be applicable to the Company in the first quarter offiscal 
2009. The Company does not expect the adoption ofSF AS No. 161 to have a material impact on its current consolidated 
financial position and results of operations. 

In April 2008, the FASB issued FSP 142-3. This FSP amends the factors which should be considered in developing 
renewal or extension assumptions used to determine the useful life of a recognized intangible asset under F ASB 
Statement No. 142, "Goodwill and Other Intangible Assets" ("SF AS No. 142"). The intent ofthis FSP is to improve the 
consistency between the useful life ofa recognized intangible asset under SF AS No. 142 and the period ofexpected cash 
flows used to measure the fair value of the asset under SFAS No. 141R and other GAAP. This FSP is effective for 
financial statements issued for fiscal years beginning after December 15,2008, and interim periods within those fiscal 
years. Early adoption is prohibited. The Company does not expect the adoption of FSP SFAS No. 142-3 to have a 
material impact on its current consolidated financial position and results of operations. 

In May 2008, the FASB issued SFAS No. 162 with the intent to improve financial reporting by identifYing a consistent 
framework, or hierarchy, for selecting accounting principles to be used in preparing financial statements that are 
presented in conformity with GAAP in the United States for non-governmental entities. SFAS No. 162 is effective 60 
days following approval by the SEC of the Public Company Accounting Oversight Board's amendments to AU 
Section 411, "The Meaning of Present Fairly in Conformity with Generally Accepted Accounting Principles." The 
Company does not expect the adoption ofSF AS No. 162 to have a material impact on the preparationpfits consolidated 
financial statements. 

In May 2008, the FASB issued FSP Accounting Principles Board ("APB") APB 14-1, which clarifies that convertible 
debt instruments that may be settled in cash upon either mandatory or optional conversion (including partial cash 
settlement) are not addressed by paragraph 12 of APB Opinion No. 14, "Accounting for Convertible Debt and Debt 
issued with Stock Purchase Warrants." In addition, FSP APB 14-1 specifies that issuers of such instruments should 
separately account for the liability and equity components in a manner that will reflect the entity's nonconvertible debt 
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borrowing rate when interest cost is recognized in subsequent periods. FSP APB 14-1 is effective for financial statements 
issued for fiscal years beginning after December 15,2008, and interim periods within those fiscal years. The Company 
does not expect the adoption ofFSP APB 14-1 to have a material impact on its current consolidated financial position 
and results ofoperations. 

In June 2008, the F ASB issued Emerging Issues Task force ("EITF") 03-6-1 to clarify that all outstanding unvested 
share-based payment awards that contain rights to nonforfeitable dividends participate in undistributed earnings with 
common shareholders. Awards of this nature are considered participating securities, and the two-class method of 
computing basic and diluted earnings per share must be applied. This FSP is effective for fiscal years beginning after 
December 15,2008. The Company does not expect the adoption ofEITF 03-6-1 to have a material impact on its current 
consolidated financial position and results ofoperations. 

In June 2008, the FASB ratified EITF 07-5. EITF 07-5 provides that an entity should use a two-step approach to evaluate 
whether an equity-linked financial instrument (or embedded feature) is indexed to its own stock, including evaluating the 
instrument's contingent exercise and settlement provisions. It also clarifies the impact offoreign-currency-denominated 
strike prices and market-based employee stock option valuation instruments on the evaluation. EITF 07-5 is effective for 
fiscal years beginning after December IS, 2008. The Company does not expect the adoption of EITF 07-5 to have a 
material impact on its current consolidated financial position and results of operations. 

In June 2008, the FASB ratified EITF 08-3 to provide guidance for accounting for nonrefundable maintenance deposits. 
It also provides revenue recognition accounting guidance for the lessor. EITF 08-3 is effective for fiscal years beginning 
after December 15,2008. The Company does not expect the adoption of EITF 08-3 to have a material impact on its 
current consolidated financial position and results ofoperations. 

In September 2008, the F ASB ratified EITF 08-5 to provide guidance for measuring liabilities issued with an attached 
third-party credit enhancement (such as a guarantee). It clarifies that the issuer of a liability with a third-party credit 
enhancement should not include the effect ofthe credit enhancement in the fair value measurement ofthe liability. EITF 
08-5 is effective for the first reporting period beginning after December 15,2008. The Company does not expect the 
adoption ofEITF 08-5 to have a material impact on its current consolidated financial position and results ofoperations. 

During 2008, the Company adopted the following accounting standards: 

In September 2008, the FASB issued FSP 133-1 and FIN 45-4, "Disclosures about Credit Derivatives and Certain 
Guarantees: An Amendment of F ASB Statement No. 133 and F ASB Interpretation No. 45; and Clarification of the 
Effective Date of FASB Statement No. 161" ("FSP 133-llFlN 45-4"). FSP 133-1IFIN 45-4 amends and enhances 
disclosure requirements for sellers of credit derivatives and financial guarantees. It also clarifies that the disclosure 
requirements of SFAS No. 161 are effective for quarterly periods beginning after November 15, 2008, and fiscal years 
that include those periods. FSP 133-IIFIN 45-4 is effective for reporting periods (annual or interim) ending after 
November 15,2008. The implementation ofthis standard did not have a material impact on the Company's consolidated 
financial position and results ofoperations. 

In October 2008, the FASB issued FSP 157-3 to clarifY the application of the provisions ofSF AS No. 157 in an inactive 
market and how an entity would determine fair value in an inactive market. FSP 157-3 is effective immediately and 
applied to the Company's September 30, 2008 financial statements. The application of the provisions ofFSP 157-3 did 
not materially affect the company's results ofoperations or financial condition as ofand for the period ended December 
31,2008. 

Effective January 1,2008, Chesapeake adopted FIN 39-1, which permits companies to offset cash collateral receivables 
or pay abies with net derivative positions under certain circumstances. Based on the derivative contracts entered into to 
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date, adoption of this FSP has not materially affected the Company's consolidated financial statements for the period 
ended December 31, 2008. 

In September 2006, the FASB issued SFAS No. 157, which provides guidance for using fair value to measure assets and 
liabilities. It also responds to investors' requests for expanded information about the extent to which companies' measure 
assets and liabilities at fair value, the information used to measure fair value, and the effect of fair value measurements on 
earnings. SFAS No. 157 applies whenever other standards require (or permit) assets or liabilities to be measured at fair 
value and does not expand the use of fair value in any new circumstances. In February 2008, the F ASB issued FSP 157­
1, "Application of FASB Statement No. 157 to FASB Statement No. 13 and Other Accounting Pronouncements That 
Address Fair Value Measurements for Purposes ofLease Classification or Measurement under Statement No. 13" ("FSP 
157-1"), and FSP 157-2, "Effective Date ofFASB Statement No. 157" ("FSP 157-2"). FSP 157-1 amends SF AS No. 157 
to remove certain leasing transactions from its scope. FSP 157-2 delays the effeetive date of SF AS No. 157 until fiscal 
years beginning after November 15,2009 for all non-financial assets and non-financial liabilities, except for items that 
are recognized or disclosed at fair value in the financial statements on a recurring basis. These non-financial items 
include assets and liabilities, such as reporting units measured at fair value in a goodwill impairment test and non­
financial assets acquired and liabilities assumed in a business combination. SF AS No. 157 was effective for financial 
statements issued for fiscal years beginning after November 15,2007 and was adopted by the Company, as it applies to 
its financial instruments, effective January I, 2008. Adoption of SF AS No. 157 had no financial impact on the 
Company's consolidated financial statements. The disclosures required by SFAS No. 157 are discussed in Note E - "Fair 
Value of Financial Instruments" ofthe Consolidated Financial Statements. 

In February 2007, the FASB issued SFAS No. 159, which permits entities to elect to measure at fair value many financial 
instruments and certain other items that are not currently required to be measured at fair value. This election is 
irrevocable. SF AS No. 159 became effective in the first quarter offiscal 2008. The Company has not elected to apply the 
fair value option to any of its financial instruments. 

Reclassification ofPrior Years' Amounts 
The Company reclassified some previously reported amounts to conform to current period classifications. 

B. BUSINESS DISPOSITIONS AND DISCONTINUED OPERATIONS 

During 2007, Chesapeake decided to close its distributed energy services subsidiary, OnSight, which had experienced 
operating losses since its inception in 2004. OnSight was previously reported as part of the Company's Other Business 
segment. The results ofoperations for OnSight have been reclassified to discontinued operations and shown net oftax for 
all periods presented. The discontinued operations experienced a net loss of$20,000 for 2007, compared to a net loss of 
$241,000 for 2006. The Company did not have any discontinued operations in 2008. 
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c. SEGMENT INFORMATION 

The following table presents infonnation about the Company's reportable segments. The table excludes financial data 
related to its distributed energy company, which was reclassified to discontinued operations for each year presented. 

For the Years Ended December 31, 2008 2007 2006 

Operating Revenues, Unaffiliated Customers 
Natural gas 5210,957,687 $180,842,699 $170,114,512 
Propane 65,873,930 62,837,696 48,575,976 
Advanced infunnation services 14,611,860 14,6061100 12,509,077 

Total operating revenues, unaffiliated customers 5291,443,477 $258,286,495 $231,199,565 

Intersegment Revenues (l) 

Natural gas 5444,083 $359,235 $259,970 
Propane 2,861 406 
Advanced infonnation services 108,596 492,840 58,532 
Other 652,296 622,272 618,492 

Total intersegment revenues 51,207,836 $1,474,753 5936,994 

Operating Income 
Natural gas 525,846,346 $22,485,266 $19,733,487 
Propane ],586,414 4,497,843 2,534,035 
Advanced infunnation services 694,636 835,981 767,160 
Other and elim inations 35],538 294,492 297,255 

Operating Income 28,478,934 28,113,582 23,331,937 

Other income ]03,039 291,305 189,093 
Interest charges 6,157,552 6,589,639 5,773,993 
I ncome taxes 8,817,162 8,597,461 6,999,072 

Net income from continuing operations 513,607,259 $13,217,787 $10,747,965 

Depreciation and Amortization 
Natural gas 56,694,037 $6,917,609 $6,312,277 
Propane 2,024,172 1,842,047 1,658,554 
Advanced infunnation services ]75,295 143,706 112,729 
Other and eliminations 111,407 156,823 1601155 

Total depreciation and amortization 59,004,911 $9,060,185 $8,243,715 

Capital Expenditures 
Natural gas 525.386,046 $23,086,713 $43,894,614 
Propane 3.416,514 5,290,215 4,778,891 
Advanced infunnation services 678,705 174,184 159,402 
Other 1,362,246 1,591,272 321,204 

Total capital expenditures 530,843,51 ] $30,142,384 $49,154,111 

(11 All significant intersegment revenues are billed al market mles and have been eliminated from consolidated revenues. 

At December 31, 2008 2007 2006 

Identifiable Assets 
Natural gas 5297,407,548 $273,500,890 5252,292,600 
Propane 72,954,861 94,966,212 60,170,200 
A dvanced in fu nnati on services 3,544,847 2,507,910 2,573,810 
Other 11,849,010 10,533,511 10,503,804 

Total identifiable assets 5385,756,266 $381,508,523 5325,540,414 
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Chesapeake uses the management approach to identify operating segments. Chesapeake organizes its business around 
differences in products or services, and the operating results ofeach segment are regularly reviewed by the Company's 
chief operating decision maker in order to make decisions about resources and to assess performance. The segments are 
evaluated based on their pre-tax operating income. 

The Company's operations are primarily domestic. The advanced information services segment has infrequent 
transactions with foreign companies, located primarily in Canada, which are denominated and paid in U.S. dollars. These 
transactions are immaterial to the consolidated revenues. 

D. SUPPLEMENTAL CASH FLOW DISCLOSURES 

Cash paid for interest and income taxes during the years ended December 3 L 2008,2007, and 2006 was as follow: 

For the Years Ended December 31, 2008 2007 2006 

Cash paid for interest $5,835,321 $5,592,279 $5,334,477 
Cash paid for inoome taxes $3,884,921 $7,009,206 $6,285,272 0 

Non-cash investing and financing activities during the years ended December 31,2008,2007, and 2006 were as follow: 

For the Years Ended December 31, 2008 2007 2006 

Capital property and equipment acquired on account, 
but not pai d as of Decem ber 3 I $696.268 $365,890 $1,490,890 

Retirement Savings Plan $158,756 $948,683 $914,811 
Dividends Reinvestment Plan $208,194 $840,718 $844,920 
Con version of Debentures 5176,740 $137,784 $283,417 
Perfunnance Incentive Plan $568,361 $435,309 $715,494 
Director Stock Compensation Plan $181,312 $183,573 $175,617 
Tax benefit on stock warrants 550,244 $201,455 

E. FAIR VALUE OF FINANCIAL INSTRUMENTS 

Effective January 1, 2008, the Company adopted SF AS No. 157 for financial assets and liabilities measured on a 
recurring basis. SFAS No. 157 applies to all financial assets and liabilities that are measured and reported on a fair value 
basis. Adoption of SF AS No. 157 had no impact on the Consolidated Balance Sheets and Statements of Income. The 
primary effect ofSF AS No. 157 on the Company was to expand the required disclosures pertaining to the methods used 
to determine fair values. 

SFAS No. 157 also establishes a fair value hierarchy that prioritizes the inputs to valuation methods used to measure fair 
value. The hierarchy gives the highest priority to unadjusted quoted prices in active markets for identical assets or 
liabilities (Levell measurements) and the lowest priority to unobservable inputs (Level 3 measurements). The three 
levels of the fair value hierarchy under SFAS No. 157 are the following: 

Levell: Unadjusted quoted prices in active markets that are accessible at the measurement date for identical, 
unrestricted assets or liabilities; 

Level 2: Quoted prices in markets that are not active, or inputs which are observable, either directly or indirectly, for 
substantially the full term ofthe asset or liability; and 

Level 3: Prices or valuation techniques requiring inputs that are both significant to the fair value measurement and 
unobservable (i.e. supported by little or no market activity). 
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The following table summarizes the Company's financial assets and liabilities that are measured at fair value on a 
recurring basis and the fair value measurements, by level, within the fair value hierarchy used at December 31, 2008: 

Fair Value Measurements Using: 

Signifieant 
Other Significant 

Quoted Prices in Observable Unobservable 
Active Markets Inputs Inputs 

(in thousands) Fair Value (Levell) (Levell) (Level 3) 
Assets: 

Investments $1,601 $1,601 
Mark-to-market energy assets $4,482 $4,482 

Liabilities: 
Mark-to-market energy liabilities $3,052 $3,052 
Price swap agreement $105 $105 

The following valuation techniques were used to measure fair value assets in the table above on a recurring basis as of 
December 31, 2008: 

Levell Fair Value Measurements: 

Investments - The fair values ofthese trading securities are recorded at fair value based on unadjusted quoted prices 

in active markets for identical securities. 


Level 2 Fair Value Measurements: 

Mark-to-market energy assets andliabilities - These forward contracts are valued using market transactions in either 

the listed or OTC markets. 


Propane price swap agreement The fair value of the propane price swap agreement is valued using market 

transactions in either the listed or OTC markets. 


In addition, various items within the balance sheet are considered to be financial instruments, because they are cash or are 
to be settled in cash. The carrying values of these items generally approximate their fair value. The fair value of the 
Company's long-term debt is estimated using a discounted cash flow methodology that incorporates a market interest rate 
that is based on published corporate borrowing rates for debt instruments with similar tenns and average maturities with 
adjustments for duration, optionality, and risk profile. The Company's long-tenn debt at December 31, 2008, including 
current maturities, had an estimated fair value of $92.3 million compared to a carrying value of $93.1 million. At 
December 31, 2007, the estimated fair value was approximately $75.0 million compared to a carrying value of $70.9 
million. 

The Company's adoption of SFAS No. 157 applies only to its financial instruments and does not apply to those non­
financial assets and non-financial liabilities delayed under FSP No. 157-2, which will be implemented for fiscal years 
beginning after November 15,2009. 

F. INVESTMENTS 

The investment balances at December 31, 2008 and 2007 represent a Rabbi Trust associated with the Company's 
Supplemental Executive Retirement Savings Plan and a Rabbi Trust related to a stay bonus agreement with a fonner 
executive. In accordance with SFAS No. 115, "Accounting for Certain Investments in Debt and Equity Securities," the 
Company classifies these investments as trading securities. As a result of classifying them as trading securities, the 
Company is required to report the securities at their fair value, with any unrealized gains and losses included in other 
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income. The Company also has an associated liability that is recorded and adjusted each month for the gains and losses 
incurred by the Trust. At December 31, 2008 and 2007, total investments had a fair value of $1.6 million and $1.9 
million, respectively. 

G. GOODWILL AND OTHER INTANGIBLE ASSETS 

In accordance with SF AS No. 142, goodwill is tested for impairment at least annually. In addition, goodwill of a 
reporting unit is tested for impairment between annual tests ifan event occurs or circumstances change that would more 
likely than not reduce the fair value ofa reporting unit below its earrying value. The propane segment reported $674,000 
in goodwill for the two years ended December 31, 2008 and 2007. Testing for 2008 and 2007 indicated that no 
impairment ofthe goodwill has occurred. 

The carrying value and accumulated amortization of intangible assets subject to amortization for the years ended 
December 31, 2008 and 2007 are as follow: 

December 311 2008 December 311 2007 

Gross Gross 
Carrying Accumulated Carrying Accumulated 
Amount Amortization Amount Amo rtizati on 

Customer lists 5115,333 589,481 $115,333 $82,269 

AC9uisition costs 2631659 1251243 2631659 1181650 


Total $3781992 $214,724 $378,992 $200,919 

Amortization of intangible assets was $14,000 for the years ended December 3 I, 2008 and 2007. The estimated annual 
amortization of intangibles is $14,000 per year for each of the years 2009 through 2013. 
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H. STOCKHOLDERS' EQUITY 

Changes in common stock shares issued and outstanding are shown in the table below: 

For the Years Ended December 31, 2008 2007 2006 

Common Stock shares issued and outstanding (I) 
Shares issued - beginning of period balance 

Dividend Reinvestment Plan (2) 

Retirement Savings Plan 
Conversion ofdebentures 
Employee award plan 
Share-based compensation (3) 

Public offering 

6,777,410 
9,060 
5,260 

10,397 
250 

24,744 

6,688,084 

35,333 
29,563 

8,106 
350 

15,974 

5,883,099 

38,392 
29,705 
16,677 

350 
29,516 

690,345 
Shares issued ­ end of period balance (4) 6,827,121 6,777,410 6,688,084 

Treasury shares beginning ofperiod balance 
Purchases 
Defurred Compensation Plan 
Other issuances 

(2,425) 
2,425 

(971) 
971 

(97) 

97 
Treasury Shares ­ end of period balance 

Total Shares Outstanding 6,827,121 6,777,410 6,688,084 

(I) 12,000,000 shares are authorized ata par value of$0.4867 per share. 
(1) Includes shares purchased with reinvested dividends and optional cash payments. 
(J) Includes shares issued for Directors' compensation. 
(4) Includes 62,221,57,309, and 48, 187 shares at December 31, 2008,2007 and 2006, respectively, held in a 


Rabbi Trust established by the Company relating to the Deferred Compensation Plan. 


On November 21,2006, the Company completed a public offering of 600,300 shares of its common stock at a price per 
share of $30.1 O. On November 30, 2006, the Company completed the sale of 90,045 additional shares of its common 
stock, pursuant to the over-allotment option granted to the underwriters by the Company. The net proceeds from the sale 
of common stock, after deducting underwriting commissions and expenses, were approximately $19.7 million, which 
were added to the Company's general funds and used primarily to repay a portion of the Company's short-term debt 
under unsecured lines of credit. 
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I. LONG-TERM DEBT 


The Company's outstanding long-tenn debt is as shown below. 


At December 31, 2008 2007 

Uncollateralized senior notes: 
7.97% note, due February 1, 2008 
6.91% note, due October 1,2010 
6.85% note, due January 1,2012 
7.83% note, due January 1,2015 
6.64% note, due October 31, 2017 
5.50% note, due October 12, 2020 
5.93% note, due October 31, 2023 

Convertible debentures: 
8.25% due March 1,2014 

Promissory note 

$ ­
1,818,182 
3,000,000 

12,000,000 
24,545,455 
20,000,000 
30,000,000 

1,655,000 
60,000 

$1,000,000 
2,727,273 
4,000,000 

14,000,000 
27,272,727 
20,000,000 

1,832,000 
80,000 

Totallong-tenn debt 93,078,637 70,912,000 
Less: current maturities (6,656,364) (7,656,364) 
Totallong-tenn debt, net ofcurrent maturities $86,422,273 $63,255,636 

Annual maturities ofconsolidated long-term debt areasfollows: $6.656,364 for 2009, $6,656,364for 2010, $7.747,273 for 2011, $6,727.273 for 
2012. $6,727,273 for 2013, and $58,564,09Ithereajter. 

The convertible debentures may be converted, at the option ofthe holder, into shares ofthe Company's common stock at 
a conversion price of $17.01 per share. During 2008 and 2007, debentures totaling $177 ,000 and $138,000, respectively, 
were converted to stock. The debentures are also redeemable for cash at the option ofthc holder, subject to an annual 
non-cumulative maximum limitation of $200,000. In 2008 and 2007, no debentures were redeemed for cash. At the 
Company's option, the debentures may be redeemed at stated amounts. 

On October 31, 2008, the Company issued $30 million of 5.93 percent Unsecured Senior Notes to two institutional 
investors (General American Life Insurance Company and New England Life Insurance Company). The tenns of the 
Senior Notes require principal repayments of$1.5 million on the 30th day ofApril and 31 st day ofOctober in each year, 
commencing on April 30, 2014. The Senior Notes will mature on October 31, 2023. The proceeds of the sale of the 
Senior Notes were used to refinance capital expenditures and for general corporate purposes. 

Debt Covenants 
Indentures to the long-tenn debt of the Company and its subsidiaries contain various restrictions. The most stringent 
restrictions state that the Company must maintain equity ofat least 40 percent of total capitalization, and the pro-forma 
fixed charge coverage ratio must be 1.5 times. Failure to comply with those covenants could result in accelerated due 
dates and/or tennination ofthe agreements. As ofDecember 31, 2008, the Company is in compliance with all of its debt 
covenants. 

In tenns of restrictions which limit the payment ofdividends by the Company, each ofthe Company's Unsecured Senior 
Notes contains a "Restricted Payments" covenant. The most restrictive covenants of this type are included within the 
7.83% Senior Notes, due January 1,2015. The covenant provides that the Company cannot payor declare any dividends 
or make any other Restricted Payments (such as dividends) in excess of the sum of$lO.O million, plus consolidated net 
income of the Company accrued on and after January 1, 200 I. As of December 31, 2008, the Company's cumulative 
consolidated net income base was $86.9 million, offset by Restricted Payments of$54.4 million, leaving $32.5 million of 
cumulative net income free of restrictions. 

In addition, the Company's subsidiaries are not restricted from transferring funds to the Company in the form of loans, 
advances or eash dividends under the terms of the covenants of the Company's various Unsecured Senior Notes. 
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J. SHORT-TERM BORROWING 

At December 31, 2008 and 2007, we had $33.0 million and $45.7 million, respectively, of short-term borrowing 
outstanding under our bank credit facilities. The annual weighted average interest rates on our short-term borrowing were 
2.79 percent and 5.46 percent for 2008 and 2007, respectively. 

The Company also had a letter of credit outstanding with its primary insurance company in the amount of $775,000 as 
security to satisfy the deductibles under the Company's various insurance policies. This letter of credit reduced the 
amounts available under the Company's lines ofcredit and is scheduled to expire on May 31, 2009. The Company does 
not anticipate that this letter of credit will be drawn upon by the counterparty, and the Company expects that it will be 
renewed as necessary. 

Credit facilities 
As ofDecember 22, 2008, the Board of Directors has authorized the Company to borrow up to $65.0 million of short­
term debt, as required, from various banks and trust companies under short-term lines of credit As of December 31, 
2008, Chesapeake had five unsecured bank lines of credit with three financial institutions, totaling $100.0 million, none 
ofwhich requires compensating balances. These bank lines are available to provide funds for the Company's short-term 
cash needs to meet seasonal working capital requirements and to fund temporarily portions of its capital expenditures. 
We maintain both committed and uncommitted credit facilities. Advances offered under the uncommitted lines ofcredit 
are subject to the discretion of the banks. 

Committed creditfacUities 
As ofDecember 31,2008, we had two committed revolving credit facilities totaling $55.0 million. The first facility is an 
unsecured $30.0 million revolving line of credit that bears interest at the respective LIBOR rate, plus 0.75 percent per 
annum. At December 31, 2008, there was $17.0 million available under this credit facility. 

The second facility is a $25.0 million committed revolving line of credit that bears interest at a base rate plus 125 basis 
points, if requested and advanced on the same day, or LIBOR for the applicable period plus 125 basis points if requested 
three days prior to the advance date. At December 31,2008, the entire borrowing capacity of$25.0 million was available 
under this credit facility. 

The availability offunds under our credit facilities is subject to conditions specified in the respective credit agreements, 
all ofwhich we currently satisfy. These conditions include our compliance with financial covenants and the continued 
accuracy of representations and warranties contained in these agreements. We are required by the financial covenants in 
our revolving credit facilities to maintain, at the end of each fiscal year: 

• a funded indebtedness ratio of no greater than 65 percent; and 
• A fixed charge coverage ratio of at least 1.20 to 1.0. 

The Company is in compliance with all of its debt covenants. 

Uncommitted credit facilities 
As of December 31, 2008, we had three uncommitted lines ofcredit facilities totaling $45.0 million. Advances offered 
under the uncommitted lines of credit are subject to the discretion of the banks. 

The first facility is an uncommitted $20.0 million line of credit that bears interest at a rate per annum as offered by the 
bank for the applicable period. At December 31,2008, the Company has reached the $20.0 million borrowing capacity 
under this credit facility. 

The second facility is a $10.0 million uncommitted revolving line ofcredit that bears interest at either the Prime Rate or 
the daily LIBOR Rate for the applicable period. At December 31, 2008, the entire borrowing capacity of $10.0 million 
was available under this credit facility. 
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The final facility is a $15.0 million uncommitted line of credit that bears interest at the bank's base rate or the respective 
LlBOR rate, plus 1.25 percent per annum. At December 31, 2008, there was $14.2 million available under this credit 
facility, which was reduced by $775,000 for a letter of credit issued to our primary insurance company. The letter of 
credit is provided as security to satisfy the deductibles under the Company's various insurance policies and expires on 
May 31,2009. The Company does not anticipate that this letter ofcredit will be drawn upon by the counter-party and it 
expects that it will be renewed as necessary. 

K. LEASE OBLIGATIONS 

The Company has entered into several operating lease arrangements for office space, equipment and pipeline facilities. 
Rent expense related to these leases was $880,000, $736,000, and $680,000 for 2008,2007, and 2006, respectively. 
Future minimum payments under the Company's current lease agreements are $770,000, $612,000, $605,000, $560,000 
and $369,000 for the years 2009 through 2013, respectively; and $2.4 million thereafter, with an aggregate total of$5.4 
million. 

L. EMPLOYEE BENEFIT PLANS 

Retirement Plans 

Before 1999, Company employees generally participated in both a defined benefit pension plan ("Defined Pension Plan") 
and a Retirement Savings Plan. Effective January I, 1999, the Company restructured its retirement program to compete 
more effectively with similar businesses. As part of this restructuring, the Company closed the Defined Pension Plan to 
new participants. Employees who participated in the Defined Pension Plan at that time were given the option of 
remaining in (and continuing to accrue benefits under) the Defined Pension Plan or receiving an enhanced matching 
contribution in the Retirement Savings Plan. 

Because the Defined Pension Plan was not open to new participants, the number of active participants in that plan 
decreased and was approaching the minimum number needed for the Defined Pension Plan to maintain its tax-qualified 
status. To avoid jeopardizing the tax-qualified status of the Defined Pension Plan, the Company's Board of Directors 
amended the Defined Pension Plan on September 24, 2004. To ensure that the Company would continue to provide 
appropriate levels of benefits to the Company's employees, the Board amended the Defined Pension Plan and the 
Retirement Savings Plan, effective January 1, 2005, so that Defined Pension Plan participants who were actively 
employed by the Company on that date would: (I) receive two additional years of benefit service credit to be used in 
calculating their Defined Pension Plan benefit (subject to the Defined Pension Plan's limit of35 years ofbenefit service 
credit), (2) have the option to receive their Defined Pension Plan benefit in the form ofa lump sum at the time they retire, 
and (3) be eligible to receive the enhanced matching contribution in the Retirement Savings Plan. In addition, effective 
January 1,2005, the Board amended the Defined Pension Plan so that participants would not accrue any additional 
benefits under that plan. These changes were communicated to the Company's employees during the first week of 
November 2004. 

The Company also provides an unfunded pension supplemental executive retirement plan ("Pension SERP"), formerly 
called the Executive Excess Retirement Plan. This plan was frozen with respect to additional years of service and 
additional compensation as of December 31, 2004. Benefits under the plan were based on each participant's years of 
service and highest average compensation, prior to the freeze. In December 2008, the Pension SERP was amended to 
allow participants to elect a lump sum payment and to add the other optional forms of benefit payments currently 
available under the Defined Pension Plan. 

In addition to the Defined Pension Plan and the Pension SERP, the Company provides an unfunded postretirement health 
care and life insurance plan that covers employees who have met certain age and service requirements. The measurement 
date for each of the three plans was December 31,2008 and 2007. 
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In September 2006, the PASB issued SPAS No. 158, which the Company adopted, prospectively, for the Defined 
Pension, Pension SERP and Other Postretirement Benefits on December 31, 2006. SFAS No. 158 requires that we 
recognize all obligations related to defined benefit pensions and other postretirement benefits and that we quantifY the 
plans' funded status as an asset or a liability on our consolidated balance sheets. 

SFAS No. 158 further requires that we measure the plans' assets and obligations that determine our funded status as of 
the end of the fiscal year. The Company is also required to recognize as a component of accumulated other 
comprehensive income ("AOCI") the changes in funded status that occurred during the year that are not recognized as 
part of net periodic benefit cost, as explained in SPAS No. 87 or SFAS No. 106. 

At December 31,2008, the funded status ofthe Company's Defined Pension Plan was a liability of $4.9 million; at 
December 31,2007, it was a liability of$275,000. In order to account for the decrease in the funded status in accordance 
with SFAS No. 158, the Company recorded a charge of$2.8 million, net oftax, to Comprehensive Income. In addition, 
the funded status ofthe postretirement health and life insurance plan was a liability of$2.2 million at December 31,2008 
compared to $ 1.8 million at December 31,2007. To adjust for the increased liability for the postretirement health and life 
insurance plan, as required by SFAS No. 158, the Company took a charge of $30,400, net of tax, to Comprehensive 
Income. 

The amounts in A OCI for the respective retirement plans that are expected to be recogn ized as a component ofnet benefit 
cost in 2009 are set forth in the following table. 

Defined Other 
Benefit Pension Postretirement 
Pension SERP Benefit 

Prior service cost (credit) ($4,699) $13,176 
Net loss $268,276 $59,089 $158,378 

The following table presents the amounts not yet reflected in net periodic benefit cost and included in AOCI as of 
December 31,2008. 

Prior service co~t (credit) 

Net loss (gain) 

Subtotal 

Tax; expense (benefit) 

AOCI 


Defmed 
Benefit 
Pension 

($20,162) 
4319,514 
4,299,352 
(l,721,460) 
$2,577,892 

Other 
Pension Postretirement 
SERP Benefit 

$1l8,580 
(175;725) 1,049,291 
(57,145) 1,049,291 
20,041 (420,136) 

($37,104) $629,155 

Defined Benefit Pension Plan 
As previously described, effective January 1,2005, the Defined Pension Plan was frozen with respect to additional years 
of service or additional compensation. Benefits under the plan were based on each participant's years of service and 
highest average compensation, prior to the freeze. The Company's funding policy provides that payments to the trustee 
shall be equal to the minimum funding requirements of the Employee Retirement Income Security Act of 1974. The 
Company was not required to make any funding payments to the Defined Pension Plan in 2008. 
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The following schedule summarizes the assets ofthe Defined Pension Plan, by investment type, at December 31,2008, 

2007 and 2006: 

At December 311 
2008 2007 2006 

Asset Category 
Equity securities 48.70% 49.03% 77.34% 

Debt sec urit ies 51.24% 50.26% 18.59% 

Other 0.06% 0.71% 4.07% 

Total 100.00% 100.00% 100.00% 

The asset listed as "Other" in the above table represents monies temporarily held in money market funds. The money 
market fund invests at least 80 percent of its total assets in: 

• United States Government obligations; and 

• Repurchase agreements that are fully collateralized by such obligations. 

The investment policy ofthe Plan calls for an allocation ofassets between equity and debt instruments, with equity being 
30 percent and debt at 70 percent, but allowing for a variance of20 percent in either direction. In addition, as changes are 
made to holdings, cash, money market funds or United States Treasury Bills may be held temporarily by the fund. 
Investments in the following are prohibited: options, guaranteed investment contracts, real estate, venture capital, private 
placements, futures, commodities, limited partnerships and Chesapeake stock; short selling and margin transactions are 
prohibited as well. During 2007, Chesapeake modified its investment policy to allow the Employee Benefits Committee 
to reallocate investments to better match the expected life of the plan. 

The following schedule sets forth the funded status ofthe Defined Pension Plan at December 31, 2008 and 2007: 

At December 311 2008 2007 
Change in benefit obligation: 

Benefit 0 bligation ­ begioniog of year $11,073,520 $11,449,725 
Interest cost 593,723 622,057 
Change io assumptions 267,953 
Actuarial loss 83,704 282,684 
Benefits Eaid (426,6521 (1,280,946 ) 

Benefit 0 blisation ­ end of ~ear 1115921248 11,073,520 

Change in plan assets: 
Fair value of plan assets begioniog ofyear 10,798,781 12,040,287 

Actual return on plan assets (3,683,183) 39,440 
Benefits Eaid {426,652} ~ 1,280,946) 

Fair value of£!lan assets ­ end of ;tear 6!688,946 10,798,781 

Reconciliation: 
Funded status !41903~02} (274,7392 

Accrued pension cost ($4,903,302) ($274,739) 

Assumptions: 
Discount rate 5.25% 5.50% 
EXIlected return on ~Ian assets 6.00% 6.00% 

The Company reviewed the assumptions used for the discount rate to calculate the benefit obligation ofthe plan and has 
eleeted a rate of 5.25 percent in 2008, reflecting a reduction of25 basis points in the interest rates ofhigh-quality bonds 
in 2008, and reflecting the expected life of the plan, in light of the lump-sum-payment option. In addition, the average 
expected return on plan assets for the Defined Pension Plan remained constant at six percent due to the adoption of a 
change in the investment policy that allows for a higher level of investment in bonds and a lower level of equity 
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investments. Since the Plan is frozen with respect to additional years of service and compensation, the rate of assumed 
compensation rate increases is not applicable. The accumulated benefit obligation was $11.6 million and $11.1 million at 
December 31,2008 and 2007, respectively. 

Net periodic pension benefit for the Defined Pension Plan for 2008, 2007, and 2006 include the components shown 
below: 

For the Years Ended December 31, 2008 2007 2006 
Components of net periodic pension cost: 

Interest cost 5593,723 5622,057 $635,877 
Expected return on assets (629,432) (696,398) (690,533) 
Amortization of prior service cost (4,699) (4,699) (4,699) 

Net periodic pension benefit (540,408) ($79,040) ($59,355) 

Assumptions: 
Discount rate 5.50% 5.50% 5.25% 
Expected return on plan assets 6.00% 6.00% 6.00% 

Pension Supplemental Executive Retirement Plan 

As previously described, this plan was frozen with respect to additional years ofservice and additional compensation as 
of December 31,2004. Benefits under the plan were based on each participant's years of service and highest average 
compensation, prior to the freeze. The accumulated benefit obligation for the Pension SERP, which is unfunded, was 
$2.5 million and $2.3 million at December 31, 2008 and 2007, respectively. 

The following schedule sets forth the status of the Pension SERP: 

At December 31, 2008 2007 
Change in benefit obligation: 

Benefit obligation beginning of year $2,326,250 $2,2&6,970 
Interest cost 124,771 123,361 
Actuarial (gain) loss 39,227 5,123 
Amendments 118,580 
Ben efits Eaid ~89.204) (&9,204) 

Benefit obli!;lation - end of~ear 215191624 2,326,250 

Change in plan assets: 
fair value of plan assets ­ beginning of year 

Employer contributions 89,204 &9,204 
Ben efits ~aid (89,204} (&9,204) 

Fair value of £:Ian assets ­ end of year 

Reconciliation: 
Funded status (2,519,624) (2,326,250) 
Accrued pension costs (52,519,624) ($2,326,250) 

Assumptions: 

Discount rate 5.25% 5.50% 


The Company reviewed the assumptions used for the discount rate of the plan to calculate the benefit obligation and has 
elected a rate of5.25 percent, reflecting a reduction of25 basis points in the interest rates ofhigh-quality bonds in 2008 
and a reduction in the expected life of the plan. Since the Plan is frozen in regard to additional years of service and 
compensation, the rate of assumed pay-rate increases is not applicable. The measurement dates for the Pension SERP 
were December 31, 2008 and 2007. 

Net periodic pension costs for the Pension SERP for 2008,2007, and 2006 include the components shown below: 

Chesapeake Utilities Corporation 2008 Form 10-K Page 85 



Notes to the Consolidated Financial Statements 

For the Years Ended December 31z 2008 2007 2006 
Components ornet periodic pension cost: 

Interest cost $124,771 $123,361 $119,588 
Amortization of actuarial loss 451416 51,734 57,039 

Net periodic pension cost $170,187 $175,095 $176,627 

Assumptions: 

Discount rate 5.50% 5.50% 5,25% 


Other Postretirement Benefits 

The Company sponsors an unfunded postretirement health care and life insurance plan that covers substantially all 
employees. The following schedule sets forth the status of the postretirement health care and life insurance plan: 

At December 31, 2008 2007 
Change in benefit obligation: 

BenefitobUgation ­ beginning of year $1,755,564 $1,763,108 
Retirees 551,684 56,123 
Fully-eligible active employees (19,329) 21,012 
Otber active (109,852) (84,679) 

Benefit obligation end of year $2,178,067 $1,755,564 

Change in plan assets: 
Fair value of plan assets - beginnning of year 

Employer contri buti ons 39,598 243,660 
Plan participant's contributions 103,572 100,863 
Ben efits paid (143,170) (344.523) 

Fair value of plan assets - end of year 

Reconciliation: 
Funded status ($2,178,067) ($1 ,755,564) 

Accrued OPRB costs ($2,178,067) ($1,755,564) 

Assumptions: 

Discount rate 5.25% 5.50% 


Net periodic postretirement costs for 2008,2007, and 2006 include the following components: 

For the Years Ended December 311 2008 2007 2006 
Components or net periodic postretirement cost: 

Service cost $2,826 $6,203 $9,194 
Interest cost 114,282 101,776 93,924 
Amortization of: 

Transition obligation 22,282 
Actuarial loss 2891838 166,423 144,694 

Net eeriodic I!2stretirement cost $406:946 5274,402 $270,094 

The health care inflation rate for 2008 used to calculate the benefit obligation is assumed to be five percent for medical 
and six percent for prescription drugs. A one-percentage-point increase in the health care inflation rate from the assumed 
rate would increase the accumulated postretirement benefit obligation by approximately $347,300 as ofJanuary 1,2009, 
and would increase the aggregate of the service cost and interest cost components of the net periodic postretirement 
benefit cost for 2009 by approximately $20,000. A one-percentage-point decrease in the health care inflation rate from 
the assumed rate would decrease the accumulated postretirement benefit obligation by approximately $282,500 as of 
January 1,2009, and would decrease the aggregate ofthe service cost and interest cost components of the net periodic 
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postretirement benefit cost for 2009 by approximately $16,000. The measurement dates were December 31, 2008 and 
2007. 

Estimated Future Benefit Payments 

The schedule below shows the estimated future benefit payments for each of the years 2009 through 2013 and the 
aggregate of the next five years for each of the plans previously described. 

Defined Pension OtberPost* 
Benefit Supplemental Retirement 

Pension Plan (I) Executive Retirement (Zl Benefits (2) 

2009 $1,116,199 $87,810 $224,683 
2010 936,064 805,978 237,850 
2011 441,760 84,623 215,670 
2012 1,351,260 82,833 226,548 
2013 491,266 80,911 220,874 
Years 2014 through 2018 3,643,521 585,796 1,201,769 

(I) The pension plan is funded; theretbre, benefit payments are expected to be paid out ofthe plan assets. 
(2) Benefit payments are expected to be paid out ofthe general funds ofthe Company. 

In 2009, the Company expects to contribute $450,000 to the Defined Pension Plan and $87,810 to the Pension SERP and 
$224,683 to the Other Postretirement Benefit Plan for these two plans are unfunded. 

Retirement Savings Plan 

The Company sponsors a 401(k) Retirement Savings Plan, which provides participants a mechanism for making 
contributions for retirement savings. Each participant may make pre-tax contributions ofup to 80 percent ofeligible base 
compensation, subject to Internal Revenue Service limitations. These participants were eligible for the enhanced 
matching described below, effective January 1,2005. 

Effective January 1, 1999, the Company began offering an enhanced 401(k) Plan to all new employees, as well as 
existing employees who elected to no longer participate in the Defined Pension Plan. The Company makes matching 
contributions on up to six percent of each employee's eligible pre-tax compensation for the year, except for the 
employees of our Advanced Information Services segment. The match is between 100 percent and 200 percent of the 
employee's contribution, based on the employee's age and years of service. The first 100 percent is matched with 
Chesapeake common stock; the remaining match is invested in the Company's 401(k) Plan according to each employee's 
election options. 

Effective July 1, 2006, the Company's contribution made on behalf of the Advanced Information Services segment 
employees, is a 50 percent matching contribution, on up to six percent of the employee's annual compensation. The 
matching contribution is funded in Chesapeake common stock. The Plan was also amended at the same time to enable it 
to receive discretionary profit-sharing contributions in the form of employee pre-tax deferrals. The extent to which the 
Advanced Information Services segment has any dollars available for profit-sharing is dependent upon the extent to 
which the segment's actual earnings exceed budgeted earnings. Any profit-sharing dollars made available to employees 
can be deferred into the Plan and/or paid out in the form of a bonus. 

On December 1, 2001, the Company converted the 401(k) fund holding Chesapeake stock to an Employee Stock 
Ownership Plan. 

Effective January 1, 1999, the Company began offering a non*qualified supplemental employee retirement savings plan 
("401(k) SERP") open to Company executives over a specific income threshold. Participants receive a cash-only 
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matching contribution percentage equivalent to their 401(k) match level. All contributions and matched funds can be 
invested among the mutual funds available for investment. These same funds are available for investment of employee 
contributions within the Retirement Savings Plan. All obligations arising under the 40 l(k) SERP are payable from the 
general assets of Chesapeake, although Chesapeake has established a Rabbi Trust for the 40 l(k) SERP. As discussed 
further in Note F "Investments," to the Consolidated Financial Statements, the assets held in the Rabbi Trust had a fair 
value of$I.6 million and $1.9 million at December 31,2008 and 2007, respectively. The assets ofthe Rabbi Trust are at 
all times subject to the claims of Chesapeake's general creditors. 

The Company's contributions to the 401(k) plans totaled $1.55 million, $1.48 million, and $1.61 million for the years 
ended December 31,2008,2007, and 2006, respectively. As of December 31,2008, there are 42,656 shares reserved to 
fund future contributions to the Retirement Savings Plan. 

Deferred Compensation Plan 

On December 7, 2006, the Board of Directors approved the Chesapeake Utilities Corporation Deferred Compensation 
Plan ("Deferred Compensation Plan"), as amended, effective January I, 2007. The Deferred Compensation Plan is a non­
qualified, deferred compensation arrangement under which certain executives and members ofthe Board ofDirectors are 
able to defer payment of part or all of certain specified types of compensation, including executive cash bonuses, 
executive performance shares, and directors' retainer and fees. At December 31,2008, the Deferred Compensation Plan 
consists solely of shares of common stock related to the deferral of executive performance shares and directors' stock 
retainers. 

Participants in the Deferred Compensation Plan are able to elect the payment of benefits to begin on a specified future 
date after the election is made in the form ofa lump sum or annual installments. Deferrals ofexecutive cash bonuses and 
directors' cash retainers and fees are paid in cash. All deferrals of executive performance shares and directors' stock 
retainers are paid in shares of the Company's common stock, except that cash shall be paid in lieu offractional shares. 

The Company established a Rabbi Trust in connection with the Deferred Compensation Plan. The value of the 
Company's stock held in the Rabbi Trust is classified within the stockholders' equity section of the Balance Sheet and 
has been accounted for in a manner similar to treasury stock. The amounts recorded under the Deferred Compensation 
Plan totaled $1.5 million and $1.4 million at December 31,2008 and 2007, respectively. 

M. SHARE-BASED COMPENSATION PLANS 

The Company accounts for its share-based compensation arrangements under SFAS No. 123R, which requires companies 
to record compensation costs for all share-based awards over the respective service period for employee services received 
in exchange for an award ofequity or equity-based compensation. The compensation cost is based on the fair value ofthe 
grant on the date it was awarded. The Company currently has two share-based compensation plans, the Directors Stock 
Compensation Plan ("DSCP") and the Performance Incentive Plan ("PIP"), that require accounting under SFAS 123R. 

The table below presents the amounts included in net income related to share-based compensation expense, for the 
restricted stock awards issued under the DSCP and the PIP. 

For the ~ear ended December 31, 2008 2007 2006 

Directors Stock Compensation Plan $ 180,037 $ 180,920 $ 165,340 
Perfonnance Incentive Plan 640;138 8091030 544,450 
Total compensation expense S20,175 989,950 709,790 

Less: tax benefit 326,585 386,080 276,820 

Amounts included in net income $ 493,590 $ 603,870 $ 432,970 

Stock Options 
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The Company did not have any stock options outstanding at December 31, 2008 or December 31, 2007, nor were any 
stock options issued during 2008 and 2007. 

Directors Stock Compensation Plan 
Under the DSCP, each non-employee director of the Company received in 2008 an annual retainer of 650 shares of 
common stock and additional shares of common stock to serve as a committee chairperson. For 2008, the Corporate 
Governance and Compensation Committee Chairperson each received 150 additional shares of common stock and the 
Audit Committee Chairperson received 250 additional shares of common stock. Shares granted under the DSCP are 
issued in advance ofthe directors' service period; therefore, these shares are fully vested as of the date ofthe grant. The 
Company records a prepaid expense as of the date ofthe grant equal to the fair value ofthe shares issued and amortizes 
the expense equally over a service period of one year. 

A summary of stock activity under the DSCP is presented below: 

Weighted 
Number of Average Grant 

Shares Date Fair Value 
Outstanding- D~ember 31, 2006 

Granted 5,850 $3138 

Vested 5,850 $31.38 

Forfeited 

6,161 $29.43 

Vested 6,161 $29.43 

Forfeited 

Outstanding- D~ember 31, 2001 

Outstanding - ~mber 31, 2008 

(a)- On Sqrtember IS, ZOOS, the COmpalY added Ii new member to Is Board of llreaors. Thenwnber ofslul"es issued to Ibis 

Oireclorfor her atnual reUtiner wa§ prorated 


Compensation expense related to DSCP awards recorded by the Company for the years 2008, 2007, and 2006 is 
presented in the following table: 

For the year ended December 31, 2008 2001 2006 

Compensation expense fur DSCP $ 180,037 $ 180,920 $ 165,340 

The weighted-average grant-date fair value ofDSCP awards granted during fiscal 2008 and 2007 was $29.43 and $31.38, 
respectively, per share. The intrinsic values ofthe DSCP awards are equal to the fair market value ofthese awards on the 
date ofgrant. At December 31, 2008, there was $62,470 ofunrecognized compensation expense related to DSCP awards 
that is expected to be recognized over the first four months of 2009. 

As of December 31,2008, there were 51,289 shares reserved for issuance under the terms of the Company's DSCP. 

Performance Incentive Plan ("PIP") 
The Company's Compensation Committee of the Board of Directors is authorized to grant key employees of the 
Company the right to receive awards of shares of the Company's common stock, contingent upon the achievement of 
established performance goals. These awards granted under the PIP are subject to certain post-vesting transfer 
restrictions. 

In 2006 and 2007, the Board ofDirectors granted each executive officer equity incentive awards, which entitled each to 
earn shares ofcommon stock to the extent that pre-established performance goals were achieved by the Company at the 

Chesapeake Utilities Corporation 2008 Form 10-K Page 89 



Notes to the Consolidated Financial Statements 

end of a one-year performance period. For 2008, the Company adopted multi-year performance plans to be used in lieu of 
the one-year awards. Similar to the one-year plans, the multi-year plans will provide incentives based upon the 
achievement of long-term goals, development and success of the Company. The long-term goals have both market-based 
and performance-based conditions or targets. 

The shares granted under the PIP in 2006 and 2007 are fully vested, and the fair value of each share is equal to the 
market price of the Company's common stock on the date of the grant. The shares granted under the 2008 long-term 
plans are unvested at December 31, 2008, and the fair value ofeach performance-based condition or target is equal to the 
market price of the Company's common stock on the date of the grant. For the market-based conditions, we used the 
Black-Scholes pricing model to estimate the fair value of each market-based award granted. 

A summary of stock activity under the PIP is presented below: 

Weighted 
Number of Average Fair 

Shares Value 
OJtsland in~ - December 31, 2006 31,140 $31.00 

Granted 33,760 $29.90 

Vested 12,544 $31.00 

Fortfeited 6,820 $31.00 

Ex [!ired 11,776 $31.00 
OJtstandin~ - December 31, 2007 33,760 $29.90 

Granted 94,200 $27.71 

Vested 31,Q94 $29.90 

Fortfeited 

Exeired 2,6f:iJ $29.90 

OJtstand ins ­ December 31 i 2008 94~00 $27.71 

Forthe years 2008 and 2007, the Company withheld shares with value equivalent to the employees' minimum statutory 
obligation for the applicable income and other employment taxes, and remitted the cash to the appropriate taxing 
authorities with the executives receiving the net shares. The total number ofshares withheld (12,511) for 2008 was based 
on the value of the PIP shares on their vesting date as determined by the average of the high and low of the Company's 
stock price. The total number of shares withheld (2,420) for 2007 was based on the value of the PIP shares on their 
vesting date as determined by the closing price of the Company's stock. Total payments for the employees' tax 
obligations to the taxing authorities were approximately $382,650 and $69,200 in 2008 and 2007, respectively. 

Compensation expense related to the PIP recorded by the Company during 2008,2007, and 2006 is presented in the 
following table: 

For the year ended December 31, 2008 2007 2006 

Com pensation expense fur PIP $ 640,138 $ 809,030 $ 544,450 

The weighted-average grant-date fair value of PIP awards granted during fiscal 2008, 2007 and 2006 was $27.71, 
$29.90 and $31.00, respectively, per share. The intrinsic value of the PIP awards was $1,080,161 for 2008. The 
intrinsic values ofthe 2007 and 2006 PIP awards are equal to the fair market value of these awards on the date of 
grant. 

As of December 31,2008, there were 371,293 shares reserved for issuance under the terms ofthe Company's PIP. 
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N. ENVIRONMENTAL COMMITMENTS AND CONTINGENCIES 

Chesapeake is subject to federal, state and local laws and regulations governing environmental quality and pollution 
control. These laws and regulations require the Company to remove or remedy the effect on the environment of the 
disposal or release of specified substances at current and former operating sites. 

Chesapeake has participated in the investigation, assessment or remediation, and has accrued liabilities, at three former 
manufactured gas plant sites located in Delaware, Maryland and Florida, referred to, respectively, as the Dover Gas Light 
Site, the Salisbury Town Gas Light Site and the Winter Haven Coal Gas Site. The Company has also been in discussions 
with the Mary land Department ofEnvironmental ("MDE") regarding a fourth former manufactured gas plant site located 
in Cambridge, Maryland. The following discussion provides details on each site. 

Dover Gas Light Site 
The Dover Gas Light site is a former manufactured gas plant site located in Dover, Delaware. On January 15,2004, the 
Company received a Certificate ofCompletion ofWork from the United States EPA regarding this site. This concluded 
Chesapeake's remedial action obligation related to this site and relieves Chesapeake from liability for future remediation 
at the site, unless previously unknown conditions are discovered there, or information previously unknown to the EPA is 
received which indicates that the remedial action that has been taken is not sufficiently protective. These contingencies 
are standard and are required by the EPA in all liability settlements. 

The Company has reviewed its remediation costs incurred to date for the Dover Gas Light site and has concluded that all 
costs incurred have been paid and recovered through rates or other parties. The Company does not expect any future 
environmental expenditure for this site. On February 5, 2008, the Delaware PSC granted final approval to cease the 
recovery ofenvironmental costs through the Company's Environmental Rider recovery mechanism, effective November 
30,2008. Any residual balance shall be included in the Company's Gas Sales Service Rate application. 

Salisbury Town Gus Light Site 
In cooperation with the MDE, the Company has completed remediation ofthe Salisbury Town Gas Light site, located in 
Salisbury, Maryland, where it was determined that a former manufactured gas plant had caused localized ground-water 
contamination. During 1996, the Company completed construction of an Air Sparging and Soil-Vapor Extraction 
("AS/SVE") system and began remediation procedures. Chesapeake has reported the remediation and monitoring results 
to the MDE on an ongoing basis since 1996. In February 2002, the MDE granted permission to decommission 
permanently the AS/SVE system and to discontinue all on-site and off-site well monitoring, except for one well which is 
being maintained for continued product monitoring and recovery. Chesapeake has requested and is awaiting a No Further 
Action determination from the MDE. 

Through December 31, 2008, the Company has incurred and paid approximately $2.9 million for remedial actions and 
environmental studies at the Salisbury Town Gas Light site. Of this amount, approximately $2.03 million has been 
recovered through insurance proceeds or in rates. On September 26, 2006, the Company received approval from the 
Maryland PSC to recover, through its rates charged to customers, $1.l6 million of environmental remediation costs 
incurred as ofthat date. As of December 31, 2008, a regulatory asset of approximately $899,000 has been recorded to 
represent the portion of the clean-up costs not yet recovered. 

Winter Haven Coal Gas Site 
The Winter Haven Coal Gas site is located in Winter Haven, Florida. Chesapeake has been working with the Florida 
Department ofEnvironmental Protection ("FDEP") in assessing this coal gas site. In May 1996, the Company filed with 
the FDEP an AS/SVE Pilot Study Work Plan (the "Work Plan") for the Winter Haven Coal Gas site. After discussions 
with the FDEP, the Company filed a modified Work Plan, which contained a description of the scope of work to 
complete the site assessment activities and a report describing a limited sediment investigation performed in 1997. In 
December 1998, the FDEP approved the modified Work Plan, which the Company completed during the third quarter of 
1999. In February 2001, the Company filed a Remedial Action Plan ("RAP") with the FDEP to address the 
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contamination ofthe subsurface soil and ground-water in a portion ofthe site. The FDEP approved the RAP on May 4, 
2001. Construction of the AS/SVE system was completed in the fourth quarter of 2002, and the system remains fully 

operational. 

Through December 31, 2008, the Company has incurred approximately $1.8 million of environmental costs associated 
with this site. At December 31,2008, the Company had recorded a liability associated with this site of$511 ,000, which 
partially offsetting (a) approximately $268,000 collected through rates in excess of costs incurred and (b) a regulatory 
asset of $779,000, representing the uncollected portion of the estimated clean-up costs related to this site. 

The FDEP has indicated that the Company may be required to remediate sediments along the shoreline of Lake Shipp, 
immediately west of the Winter Haven Coal Gas site. Based on studies performed to date, the Company objects to the 
FDEP's suggestion that the sediments have been contaminated and will require remediation. The Company's early 
estimates indicate that some ofthe corrective measures discussed by the FDEP may cost as much as $1 million. Given 
the Company's view as to the absence of ecological effects, the Company believes that cost expenditures of this 
magnitude are unwarranted and intends to oppose any requirement that it undertake corrective measures in the offshore 
sediments. Chesapeake anticipates that it will be several years before this issue is resolved. At this time, the Company 
has not recorded a liability for sediment remediation. The outcome of this matter cannot be predicted at this time. 

Other 
The Company is in discussions with the MOE regarding a manufactured gas plant site located in Cambridge, Maryland. 
The outcome ofthis matter cannot be determined at this time; therefore, the Company has not recorded an environmental 
liability for this location. 

O. OTHER COMMITMENTS AND CONTINGENCIES 

Rates and Other Regulatory Activities 

The Company's natural gas distribution operations in Delaware, Maryland and Florida are subject to regulation by their 
respective PSCs; ESNG, the Company's natural gas transmission operation, is subject to regulation by the FERC. 

Delaware. On July 6, 2007, the Company filed with the Delaware PSC an application seeking approval ofthe following: 
(i) participation by the Company's Delaware commercial and industrial customers in gas supply buying pools served by 
third-party natural gas marketers; (ii) an annual base rate adjustment of$ t ,896,000 that represented approximately a 3.25 
percent rate increase on average for the division's firm customers; (iii) an alternative rate design for residential customers 
in a defined expansion area in eastern Sussex County, Delaware; and (iv) a revenue normalization mechanism that would 
have mitigated the price and revenue impacts of seasonal natural gas consumption patterns on both customers and the 
Company. As part ofthat filing, the Company also proposed that the Delaware division be permitted to eam a return on 
equity ofup to fifteen percent (15%) as an incentive to make significant capital investments to serve the growing areas of 
eastcrn Sussex County, in support of Delaware's Energy Policy, and to ensure that the Company's investors are 
adequately compensated for the increased risk associated with the higher levels of capital investment necessary to 
provide natural gas in those areas. On August 2 t, 2007, the Delaware PSC authorized the Company to implement charges 
reflecting the proposed $1,896,000 increase, effecti ve September 4, 2007, on a temporary basis and subject to refund, 
pending the completion of full evidentiary hearings and a final decision by the Delaware PSC. The PSC Staff filed 
testimony recommending a rate decrease of$693,245. The Delaware Public Advocate recommended a rate decrease of 
$588,670. Neither party recommended approval of the Delaware division's other proposals mentioned above. The 
Delaware division disagreed with these positions in its rebuttal, which was filed on February 7, 2008. At an evidentiary 
hearing on July 9, 2008, the parties presented a joint proposed settlement agreement to resolve all issues in this docket, 
and the Delaware PSC approved this settlement agreement on September 2, 2008. The major components of the 
settlement include the following: (i) a rate increase for the division of $325,000, including miscellaneous fees; (ii) an 
overall rate of return of 8.91 % and a return on equity of 10.25%; (iii) a change in depreciation rates that will reduce 
depreciation expense by approximately $897,000; (iv) the division will retain one hundred percent (100%) ofmargins on 
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interruptible service over 10,000 Mcfper year; interruptible customers will receive transportation service only; (v) the 
division will continue to share with firm service customers, through its Gas Sales Service Rates ("GSR") mechanism, 
eighty percent (80%) ofany margins received from its Asset Manager and any off-system sales; and (vi) the residential 
service rate schedule will be divided into two separate schedules based on annual volumetric levels. 

On September 10, 2007, the Company filed with the Delaware PSC its annual GSR Application, seeking approval to 
change its GSR rates, effective November 1,2007. On October 2,2007, the Delaware PSC authorized the Company to 
implement the GSR charges on a temporary basis, subject to refund, pending the completion offull evidentiary hearings 
and a final decision. The Company was required by its natural gas tariffto file a revised application ifits projected under­
collection ofgas costs for the determination period ofNovember through October exceeded six percent (6%) oftotal firm 
gas costs. As a result ofcontinued increases in the cost ofnatural gas, the Company filed with the Delaware PSC, on July 
1,2008, a supplemental GSR Application, seeking approval to change its GSR rates, effective August 1,2008. On July 8, 
2008, the Delaware PSC authorized the Company to implement the supplemental GSR charges on a temporary basis, 
subject to refund, pending the completion of full evidentiary hearings and a final decision. The Delaware PSC granted 
final approval of both of the Delaware Division's GSR rate filings on October 7, 2008. 

On November 1,2007, the Delaware division filed with the Delaware PSC its annual Environmental Rider ("ER") rate 
application, to become effective December 1,2007. The Delaware PSC granted approval of the ER rate at its regularly 
scheduled meeting on November 20,2007, subject to full evidentiary hearings and a final decision. On February 5, 2008, 
the Delaware PSC granted final approval ofthe ER rates, as filed. Since all of the division's environmental expenses 
subject to recovery pursuant to the ER recovery mechanism will have been collected by the end of the determination 
period, no additional ER rate applications will be filed, and ER charges ceased to appear on customers' bills as of 
November 30, 2008. 

On September 1,2008, the Delaware division filed with the Delaware PSC its annual GSR Application, seeking approval 
to change its GSR rates, effective November I, 2008. On September 16, 2008, the Delaware PSC authorized the 
Company to implement the GSR charges on a temporary basis, subject to refund, pending the completion of full 
evidentiary hearings and a final decision. The Company anticipates a final decision by the Delaware PSC during the first 

half of 2009. 

On September 29, 2008, the Delaware division filed an application with the Delaware PSC, requesting approval for the 
issuance of$lO,OOO,OOO ofdebt securities. The PSC granted approval ofthe issuance at its regularly scheduled meeting 
on October 23, 2008. 

On December 2, 2008, the Delaware division filed two applications with the Delaware PSC requesting approval for a 
Town ofMilton Franchise Fee Rider and a City ofSeaford Franchise Fee Rider. These Riders will allow the division to 
charge all natural gas customers within the respective town and city limits the franchise fee paid by the division to the 
Town of Milton and City of Seaford as a condition to providing natural gas service. The PSC granted approval ofboth 
Franchise Fee Riders on January 29, 2009. 

Maryland. On September 26, 2006, the Maryland PSC approved a base rate increase for the Maryland division based on 
an annual cost of service increase of approximately $780,000. As part of a settlement agreement in that proceeding, 
however, the division was required to file a depreciation study, and it did so on April 9, 2007. The division then filed 
formal testimony on July 10, 2007, initiating a Phase II ofthis proceeding and proposing a rate decrease ofapproximately 
$80,000 annually, based on lower depreciation expense. On November 29, 2007, the PSC approved a settlement 
agreement for a rate decrease of $132,155 based on the Company's revised approved depreciation rates, effective 
December 1,2007. Under the settlement, the division reduced its depreciation expense by approximately $119,000 and 
its asset removal costs by approximately $167,000. The difference between the decrease in depreciation expense and the 
decrease in delivery service rates is due to an increase in rate case expense amortization and an increase in rates to offset 
the loss of margin from a large customer in Maryland. 
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On December 17,2007, the Maryland PSC held an evidentiary hearing to determine the reasonableness ofthe Maryland 
division's four quarterly gas cost recovery filings during the twelve months ended September 30, 2007. No issues were 
raised at the hearing, and on February 7, 2008, the Maryland PSC approved, without exception, the division's four 
quarterly gas cost recovery filings. 

On December 16,2008, the Maryland PSC held an evidentiary hearing to determine the reasonableness ofthe Maryland 
division's four quarterly gas cost recovery filings during the twelve months ended September 30, 2008. No issues were 
raised at the hearing, and on December 19, 2008, the Hearing Examiner in this proceeding issued a proposed Order 
approving the division's four quarterly gas cost recovery filings, which became a final Order of the Maryland PSC on 
January 21, 2009. 

Florida. In compliance with state law, the Florida division filed its 2007 Depreciation Study ("Study") with the Florida 
PSC on May 17, 2007. This Study, which superseded the last study performed in 2002, provided the PSC the opportunity 
to review and address changes in plant and equipment lives, salvage values, reserves and resulting life depreciation rates. 
The division responded to interrogatories regarding the Study on October 15,2007, December 24, 2007, and February 7, 
2008. Based on the recommendation issued by the PSC Staff, the Commission, at its May 20, 2008 agenda conference, 
approved certain revisions to the division's utility plant remaining lives, net salvage values, depreciation reserves, and 
depreciation rates, effective January 1,2008. The Florida PSC issued an order on June 27, 2008, which closed this 
docket. 

On August IS, 2008, the Company filed with the Florida PSC a petition seeking a permanent waiver ofcertain aspects of 
meter-reading rules that could prevent the Company and its customers from realizing fully the accuracy and efficiency 
benefits of automatic meter-reading equipment, which enables the Company to take daily meter readings remotely for 
every customer. Existing Commission rules, established well before automatic meter-reading technology existed, can be 
read to require a monthly visit to each customer to take a reading from a meter located on the customer's premises. The 
Commission, at its October 14,2008 Agenda Conference, approved the Company's petition, with a minor modification 
requiring the Company to read all meters physically once each year. The Florida PSC issued an order on November 3, 
2008 confirming its approval and a consummating order on December 2, 2008, which closed this docket. 

On August 18,2008, the Company filed with the Florida PSC a petition seeking recovery ofcosts incurred to implement 
Phase 2 of its experimental Transitional Transportation Service program. The Company incurred certain incremental, 
non-recurring costs from May 2007 through June 2008 ($77,980) and is projecting that it will incur additional non­
recurring expenses through May 2009 ($100,000) for a total of approximately $177,980. The Company is seeking 
recovery ofthese expenses, plus applicable Regulatory Assessment Fees and interest, through a fixed monthly surcharge 
from the two approved Transitional Transportation Service Shippers on the Company's system. The Florida PSC 
approved the Company's petition at its October 14,2008 Agenda Conference. The PSC issued an order on November 3, 
2008, and a consummating order on November 26, 2008, which closed this docket. 

ESNG. ESNG had the following regulatory activity with the FERC regarding the expansion ofits transmission system: 

System Expansion 2006 - 2008. On November 15,2007, ESNG requested FERC authorization to commence 
construction of facilities (approximately nine miles) included in the third phase of the 2006-08 System Expansion. 
The FERC granted this authorization on January 7, 2008. Construction began in January 2008, and the facilities 
were completed and have been placed in service. The 2008 facilities provide 5,650 Dts of additional firm service 
capacity per day and an annualized gross margin contribution ofapproximately $988,000. ESNG has until June 2009 
to construct the remaining facilities that were included in the 2006-08 System Expansion filing with the FERC, that 
will provide for the remaining 7,200 Dts ofadditional firm service capacity approved by the FERC, and which will 
permit ESNG to earn additional annualized gross margin of approximately $1. million. 

E3 Project. In 2006, ESNG proposed to develop, construct and operate approximately 75 miles of new pipeline 
facilities to transport natural gas from the existing Cove Point Liquefied Natural Gas terminal located in Calvert 
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County, Maryland, crossing under the Chesapeake Bay into Dorchester and Caroline Counties, Maryland, to points 
on the Delmarva Peninsula, where such facilities would interconnect with ESNG's existing facilities in Sussex 
County, Delaware. 

On May 31,2006, ESNG entered into Precedent Agreements (the "Precedent Agreements") with Delmarva Power & 
Light Co. and Chesapeake, through its Delaware and Maryland divisions, to provide additional firm transportation 
services upon completion of the E3 Project. Both Chesapeake and Delmarva Power & Light Co. are parties to 
existing firm natural gas transportation service agreements with ESNG, and each desired additional firm 
transportation service under the E3 Project, as evidenced by the Precedent Agreements. Pursuant to the Precedent 
Agreements, the parties agreed to proceed with the required initiatives to obtain the governmental and regulatory 
authorizations necessary for ESNG to provide, and for Chesapeake and Delmarva Power & Light Co. to utilize, 
additional firm transportation service under the E3 Project. 

As part ofthe Precedent Agreements, ESNG, Chesapeake and Delmarva Power & Light Co. also entered into Letter 
Agreements, which provide that, ifthe E3 Project is not certificated and placed in service, Chesapeake and Delmarva 
Power & Light Co. will each pay its proportionate share of certain pre-certification costs by means of a negotiated 
surcharge over a period of not less than 20 years. 

In furtherance ofthe E3 Project, ESNG submitted a petition to the FERC on June 27, 2006, seeking approval ofthe 
pre-construction cost agreements as part of a rate-related Settlement Agreement (the "Settlement Agreement"), 
which would provide benefits to ESNG and its customers, including but not limited to: (1) advancement of a 
necessary infrastructure project to meet the growing demand for natural gas on the Delmarva Peninsula; (2) sharing 
ofproject development costs by the participating customers in the E3 Project; and (3) no development cost risk for 
non-participating customers. On August 1,2006, the FERC approved the Settlement Agreement. On September 6, 
2006, ESNG submitted to the FERC proposed tariff sheets to implement the provisions ofthe Settlement Agreement. 
By Letter Order dated October 6, 2006, the FERC accepted the tariff sheets, effective September 7, 2006. 

On April 23,2007, ESNG submitted to the FERC its request to commence a pre-filing process, and on May 15, 
2007, the FERC notified ESNG that its request had been approved. The pre-filing process was intended to engage all 
interested and affected stakeholders early in the process with the intention of resolving all environmental issues prior 
to the formal certificate application being filed. As part ofthis process, ESNG performed environmental, engineering 
and cultural surveys and studies in the interest of protecting the environment, minimizing any potential impacts to 
landowners, and cultural resources. ESNG also held meetings with federal, state and local permitting/regulatory 
agencies, non-governmental organizations, landowners, and other interested stakeholders. 

As part of an updated engineering study, ESNG received additional construction cost estimates for the E3 Project, 
which indicated substantially higher costs than previously estimated. In an effort to optimize the feasibility of the 
overall project development plan, ESNG explored all potential construction methods, construction cost mitigation 
strategies, potential design changes and project schedule changes. ESNG also held discussions and meetings with 
several potential new customers, who expressed interest in the E3 Project, but elected not to participate. 

On December 20, 2007, ESNG withdrew from the pre-filing process as a result of insufficient customer 
commitments for capacity to make the project economical. ESNG will continue to explore potential construction 
methods, construction cost mitigation strategies, additional market requests, and potential design changes in its 
efforts to improve the overall economics of the E3 project. 

IfESNG decides to abandon the E3 Project, it will initiate billing ofa pre-certification costs surcharge in accordance 
with the terms of the above described Precedent Agreements and Letter Agreements executed with two of its 
customers, which provide for these customers to reimburse ESNG for pre-certification costs incurred in connection 
with the E3 Project, up to a maximum amount of $2.0 million each, with interest, over a period of 20 years. As of 
December 31,2008, ESNG had incurred $3.17 million of pre-certification costs relating to the E3 Project. 
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ESNG also had developments in the following FERC rate and certificate matters: 

Natural Gas Act Section 4 General Rate Proceeding. On June 6,2007, ESNG and interested parties reached a 
settlement agreement in principle on its base rate proceeding filed with the FERC on October 31, 2006. The 
negotiated settlement provided for an annual cost of service of $21,536,000, which reflected a pretax rate of 
return oft3.6 percent and a rate increase of approximately $1.07 mi Ilion on an annual basis. On September to, 
2007, ESNG submitted its Settlement Offer to the Presiding Administrative Law Judge ("ALl") for review and 
certification to the full Commission. 

ESNG filed concurrently with its Settlement Agreement a Motion to place the settlement rates into effect on 
September 1, 2007, in order to expedite the implementation of the reduced settlement rates pending final 
approval ofthe settlement. The FERC issued an order on September 25,2007, authorizing ESNG to commence 
billing its settlement rates, effective September 1,2007. 

On October 1,2007, the Presiding ALl forwarded to the full Commission an order certitying the uncontested 
Settlement Agreement as fair, reasonable, and in the public interest. A final FERC Order approving the 
settlement was issued on January 31,2008. In compliance with the Settlement Agreement, refunds, inclusive of 
interest, totaling $1.26 million, based on the higher interim rates that were effective for the period from May 15, 
2007 through August 31,2007, were distributed to ESNG's customers on February 1,2008. 

Interruptible Revenue Sharing. On May 15,2008, ESNG submitted its annual Interruptible Revenue Sharing 
Report to the FERC. In this filing, ESNG reported that, since its interruptible service revenue exceeded its 
annual threshold amount, it refunded a total of$63,675 in the second quarter of2008 to its eligible firm service 
customers in accordance with the terms of its tariff and the rate case Settlement Agreement described above. 

Fuel Retention Percentage and Cash Out. On June 24, 2008, ESNG submitted its annual Fuel Retention 
Percentage and Cash-Out Surcharge filings to the FERC. In these filings, ESNG proposed to retain its current 
Fuel Retention Percentage rate of zero percent and also a zero rate for its Cash-Out Surcharge. ESNG also 
proposed to refund a total of$412,013, including interest, to its eligible customers in the third quarterof2008 as 
a result of netting its over-recovered Gas Required for Operations against its under-recovered Cash-Out Cost. 
The FERC approved these proposals on July 11,2008, and customer refunds were distributed that same month. 

Prior Notice Activity - Blanket Certificate Authority. On July 2, 2008, ESNG submitted to the FERC a Prior 
Notice filing under its Blanket Certificate Authority to add a new delivery point to serve an industrial customer 
located in Seaford, Delaware. In accordance with FERC regulations, a Prior Notice filing requires a 60-day 
window for protests. No protests were received, and ESNG was authorized to construct and operate the new 
delivery point. In mid-October and prior to the commencement ofany construction, the customer notified ESNG 
that, based on adverse developments affecting the market for its products, it did not require the new delivery 
point. Pursuant to a pre-construction contract between the parties, the customer reimbursed ESNG a total of 
$500,000 for pre-construction costs incurred by ESNG as it pursued this project. 

Natural Gas and Propane Supply 

The Company's natural gas and propane distribution operations have entered into contractual commitments to purchase 
gas from various suppliers. The contracts have various expiration dates. In March 2008, the Company renewed its 
contract with an energy marketing and risk management company to manage a portion of the Company's natural gas 
transportation and storage capacity. This contract expires on March 31, 2009. PESCO is currently in the process of 
obtaining and reviewing proposals from suppliers and anticipates executing agreements before the existing agreements 
expire in May 2009. 
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Corporate Guarantees 

The Company has issued corporate guarantees to certain vendors of its subsidiaries, the largest portion ofwhich are for 
the Company's propane wholesale marketing subsidiary and its natural gas supply management subsidiary. These 
corporate guarantees provide for the payment of propane and natural gas purchases in the event of the respective 
subsidiary's default. None of these subsidiaries has ever defaulted on its obligations to pay its suppliers. The liabilities 
for these purchases are recorded in the Consolidated Financial Statements when incurred. The aggregate amount 
guaranteed at December 31, 2008 was $22.2 million, with the guarantees expiring on various dates in 2009. 

In addition to the corporate guarantees, the Company has issued a letter of credit to its primary insurance company for 
$775,000, which expires on May 31, 2009. The letter ofcredit is provided as security to satisfY the deductibles under the 
Company's various insurance policies. There have been no draws on this letter of credit as of December 31, 2008. 

Internal Revenue Service Examination 

In November 2007, the Internal Revenue Service ("IRS") initiated an examination ofour consolidated federal tax return 
for the year ended December 31, 2005. During the review, the IRS expanded its examination to include our 2006 
consolidated federal tax return as well. 

In September 2008, the IRS completed its examination ofour 2005 and 2006 consolidated federal tax returns and issued 
its Examination Report. As a result ofthe examination, the Company reduced its income tax receivable by $27,000 for 
the tax liability associated with disallowed expense deductions included on the tax returns. The Company has amended 
its 2005 and 2006 federal and state corporate income tax returns to reflect the disallowed expense deductions. 

Other 

The Company is involved in certain legal actions and claims arising in the normal course of business. The Company is 
also involved in certain legal proceedings and administrative proceedings before various governmental agencies 
concerning rates. In the opinion of management, the ultimate disposition of these proceedings will not have a material 
effect on the consolidated financial position, results of operations or cash flows of the Company. 
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P. QUARTERLY FINANCIAL DATA (UNAUDITED) 

In the opinion ofthe Company, the quarterly financial information shown below includes all adjustments necessary for a 
fair presentation of the operations for such periods and to disclose OnSight as a discontinued operation. The quarterly 
information shown has been adjusted to reflect the reclassification ofOn Sight's operations for all periods presented. Due 
to the seasonal nature of the Company's business, there are substantial variations in operations reported on a quarterly 
basis. 

For the Quarters Ended March 31 June 30 September 30 December 31 

2008 
Operating Revenue $100,273,502 $69,056,959 $49,698,013 $72,415,004 
Operating Income $14,040,715 $4,329,439 $1,170,393 $8,938,386 
Net Income (Loss) $7,574,343 $1,818,924 ($198,298) $4,412,291 
Earnings per share: 

Bac;ic $1.11 $0.27 ($0.03) $0.65 
Diluted $1.10 $0.27 ($0.03) $0.64 

2007 
Operating Revenue $93,526,891 $52,501,920 $41,418,718 $70,838,968 
Operating Income $14,613,572 $3,698,066 $985,634 $8,816,310 
Net Income (Loss) $7,991,088 $1,481,791 ($355,898) $4,080,730 
Earnings per share: 

Bac;ic $1.l9 $0.22 ($0.05) $0.60 
Diluted $1.18 $0.22 ($0.05) $0.60 
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL DISCLOSURE. 

None. 

ITEM 9A. CONTROLS AND PROCEDURES. 

Evaluation of Disclosure Controls and Procedures 
The Chief Executive Officer and Chief Financial Officer of the Company, with the participation of other Company 
officials, have evaluated the Company's "disclosure controls and procedures" (as such term is defined under Rule 13a­
lS(e) and lSd-lS(e) promulgated under the Securities Exchange Act of 1934, as amended) as ofDecember 31,2008. 
Based upon their evaluation, the Chief Executive Officer and Chief Financial Officer concluded that the Company's 
disclosure controls and procedures were effective as of December 31,2008. 

Changes in Internal Controls 
There has been no change in internal control over financial reporting (as such term is defined in Exchange Act Rule 13a­
IS(f) that occurred during the quarter ended December 31, 2008, that materially affected, or is reasonably likely to 
materially affect, internal control over financial reporting. 

CEO and CFO Certifications 
The Company's ChiefExecutive Officer and ChiefFinancial Officer have filed with the SEC the certifications required 
by Section 302 of the Sarbanes-Oxley Act of 2002 as Exhibits 31.1 and 31.2 to the Company's Annual Report on 
Form lO-K for the fiscal year ended December 31, 2008. In addition, on May 20, 2008, the Company's ChiefExecutive 
Officer certified to the NYSE that he was not aware ofany violation by the Company ofthe NYSE corporate governance 
listing standards. 

Management's Report on Internal Control Over Financial Reporting 
The report of management required under this Item 9A is contained in Item 8 of this Form 10-K under the caption 
"Management's Report on Internal Control over Financial Reporting." 

Our independent auditors, Beard Miller Company LLP, have audited and issued their report on effectiveness of the 
Company's internal control over financial reporting. That report appears below. 
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM 

To the Board of Directors and 
Stockholders of Chesapeake Utilities Corporation 

We have audited Chesapeake Utilities Corporation's internal control over financial reporting as of December 31,2008, 
based on criteria established in Internal Control-Integrated Framework issued by the Committee of Sponsoring 
Organizations ofthe Treadway Commission (COSO). Chesapeake Utilities Corporation's management is responsible for 
maintaining effective internal control over financial reporting and for its assessment of the effectiveness of internal 
control over financial reporting included in the accompanying Management's Report on Internal Control Over Financial 
Reporting appearing under Item 8. Our responsibility is to express an opinion on the company's internal control over 
financial reporting based on our audit. 

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United 
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether 
effective internal control over financial reporting was maintained in all material respects. Our audit of internal control 
over financial reporting included obtaining an understanding of internal control over financial reporting, assessing the 
risk that a material weakness exists, and testing and evaluating the design and operating effectiveness of internal control 
based on the assessed risk. Our audit also included performing such other procedures as we considered necessary in the 
circumstances. We believe that our audit provides a reasonable basis for our opinion. 

A company's internal control over financial reporting is a process designed to provide reasonable assurance regarding the 
reliability of financial reporting and the preparation of financial statements for external purposes in accordance with 
generally accepted accounting principles. A company's internal control over financial reporting includes those policies 
and procedures that (1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the 
transactions and dispositions of the assets of the company; (2) provide reasonable assurance that transactions are 
recorded as necessary to permit preparation of financial statements in accordance with generally accepted accounting 
principles, and that receipts and expenditures of the company are being made only in accordance with authorizations of 
management and directors ofthe company; and (3) provide reasonable assurance regarding prevention or timely detection 
ofunauthorized acquisition, use, or disposition of the company's assets that could have a material effect on the financial 
statements. 

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. 
Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become 
inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may 
deteriorate. 

In our opinion, Chesapeake Utilities Corporation maintained, in all material respects, effective internal control over 
financial reporting as of December 31,2008, based on criteria established in Internal Control-Integrated Framework 
issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO). 

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board (United 
States), the consolidated balance sheets ofChesapeake Utilities Corporation as of December 31,2008 and 2007, and the 
related consolidated statements of income, stockholders' equity, cash flows and income taxes for the years then ended, 
and our report dated March 9, 2009 expressed an unqualified opinion. 

Beard Miller Company LLP 
Reading, Pennsylvania 
March 9,2009 
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ITEM 9B. OTHER INFORMATION. 

None 

PART III 

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS OF THE REGISTRANT AND CORPORATE GOVERNANACE. 

The information required by this Item is incorporated herein by reference to the portions of the Proxy Statement, 
captioned "Proposal I - Election of Directors," "Information Regarding the Board of Directors and Nominees," 
"Corporate Governance Practices and Stockholder Communications - Nomination of Directors," "Committees ofthe 
Board Audit Committee" and "Section 16(a) Beneficial Ownership Reporting Compliance," to be filed not later than 
March 31, 2009, in connection with the Company's Annual Meeting to be held on May 6, 2009. 

The information required by this Item with respect to executive officers is, pursuant to instruction 3 ofparagraph (b) of 
Item 401 of Regulation S-K, set forth in this report following Item 4, as Item 4A, under the caption "Executive Officers 
of the Company." 

The Company has adopted a Code of Ethics for Financial Officers, which applies to its principal executive officer, 
principal financial officer, principal accounting officer or controller, or persons performing similar functions. The 
information set forth under Item 1 hereof concerning the Code ofEthics for Financial Officers is incorporated herein by 
reference. 

ITEM 11. EXECUTIVE COMPENSATION. 

The information required by this Item is incorporated herein by reference to the portion ofthe Proxy Statement, captioned 
"Director Compensation," "Executive Compensation" and "Compensation Discussion and Analysis" in the Proxy 
Statement to be filed not later than March 31,2009, in connection with the Company's Annual Meeting to be held on 
May 6, 2009. 

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED 

STOCKHOLDER MATTERS. 

The information required by this Item is incorporated herein by reference to the portion ofthe Proxy Statement, captioned 
"Beneficial Ownership of Chesapeake's Securities" to be filed not later than March 31,2009, in connection with the 
Company's Annual Meeting to be held on May 6, 2009. 
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The following table sets forth information, as of December 31, 2008. with respect to compensation plans ofChesapeake 
and its subsidiaries, under which shares of Chesapeake common stock are authorized for issuance: 

(a) (b) 

Number of securities to Wei ghted-average 
be issued upon exercise exercise price 
ofoutstanding 0 ption s, of outstanding opti ons, 

warrants and rights warrants and rights 

(c) 
Number of securities 

remaining available for future 
issuance under equity 
compensation plans 
(excluding securities 

reflected in column (a» 
Equity compensation 
plans approved by 
security holders 

Equity compensation 
plans not approved by 
security holders 

446,632 (I) 

(2) 

Total 446,632 

(I) Jncludes 371,293 shares under the 2005 Perrormanre Incenti ve Plan, 51,289 shares available under the 2005 

Dira:tors Stock Compensation Plan, and 24,050 shares available under the 2005 Employee Stock A'Mlrds Plan. 

(2) AU warrants \\ere exercised in 2006. 

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR INDEPENDENCE. 

None 

ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES. 

The information required by this item is incorporated herein by reference to the portion ofthe Proxy Statement, captioned 
"Fees and Services ofthe Independent Public Accounting Firm," to be filed not later than March 31,2009, in connection 
with the Company's Annual Meeting to be held on May 6,2009. 
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PART IV 

ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES. 

(a) The following documents are filed as part of this report: 
1. 	 Financial Statements: 
• 	 Report of Independent Registered Public Accounting Firm; 

• 	 Consolidated Statements of Income for each of the three years ended December 31, 2008, 2007, and 2006; 

• 	 Consolidated Balance Sheets at December 31, 2008 and December 31, 2007; 

• 	 Consolidated Statements ofCash Flows for each of the three years ended December 31,2008, 2007, and 2006; 

• 	 Consolidated Statements of Stockholders' Equity for each ofthe three years ended December 31, 2008, 2007, 
and 2006; 

• 	 Consolidated Statements ofIncome Taxes for each ofthe three years ended December 31,2008,2007, and 2006; 

• 	 Notes to the Consolidated Financial Statements. 

2. 	 Financial Statement Schedule: 
• 	 Report of Independent Registered Public Accounting Firm; and 

• 	 Schedule II - Valuation and Qualifying Accounts. 

All other schedules are omitted, because they are not required, are inapplicable, or the information is otherwise 
shown in the financial statements or notes thereto. 

3. 	 Exhibits 

• 	 Exhibit 1.1 Underwriting Agreement entered into by Chesapeake Utilities Corporation and Robert W. 
Baird & Co. Incorporated and A.G. Edwards & Sons, Inc., on November 15,2007, relating to 
the sale and issuance of 600,300 shares of the Company's common stock, is incorporated 
herein by reference to Exhibit 1.1 of the Company's Current Report on Form 8-K, filed 
November 16,2007, File No. 001-11590. 

• 	 Exhibit 3.1 Restated Certificate of Incorporation of Chesapeake Utilities Corporation is incorporated 
herein by reference to Exhibit 3.1 of the Company's Quarterly Report on Form IO-Q for the 
period ended June 30, 1998, File No. 001-11590. 

• 	 Exhibit 3.2 Amended and Restated Bylaws ofChesapeake Utilities Corporation, effective December 11, 
2008, are filed herewith. 

• 	 Exhibit 4.1 Form of Indenture between the Company and Boatmen's Trust Company, Trustee, with 
respect to the 8 1/4% Convertible Debentures is incorporated herein by reference to Exhibit 
4.2 of the Company's Registration Statement on Form S-2, Reg. No. 33-26582, filed on 
January 13, 1989. 

• 	 Exhibit 4.2 Note Purchase Agreement, entered into by the Company on October 2, 1995, pursuant to 
which the Company privately placed $10 million of its 6.91 % Senior Notes, due in 2010, is 
not being filed herewith, in accordance with Item 601(b)(4)(iii) of Regulation S-K. The 
Company hereby agrees to furnish a copy of that agreement to the SEC upon request. 

• 	 Exhibit 4.3 Note Purchase Agreement, entered into by the Company on December 15, 1997, pursuant to 
which the Company privately placed $10 million of its 6.85% Senior Notes due in 2012, is 

Chesapeake Utilities Corporation 2008 Form 10-K Page 103 



• Exhibit 4.4 

• Exhibit 4.5 

• Exhibit 4.6 

• Exhibit 4.7 

• Exhibit 4.8 

• Exhibit 4.9 

• Exhibit 4.10 

• Exhibit 10.1 * 

• Exhibit 10.2* 

• Exhibit 10.3* 

• Exhibit 10.4* 

• Exhibit 10.5* 

not being filed herewith, in accordance with Item 601(b)(4)(iii) of Regulation S-K. The 
Company hereby agrees to furnish a copy of that agreement to the SEC upon request. 

Note Purchase Agreement entered into by the Company on December 27, 2000, pursuant to 
which the Company privately placed $20 million of its 7.83% Senior Notes, due in 2015, is 
not being filed herewith, in accordance with Item 60\(b)(4)(iii) of Regulation S-K. The 
Company hereby agrees to furnish a copy of that agreement to the SEC upon request. 

Note Agreement entered into by the Company on October 31, 2002, pursuant to which the 
Company privately placed $30 million of its 6.64% Senior Notes, due in 2017, is 
incorporated herein by reference to Exhibit 2 ofthe Company's Current Report on Form 8-K, 
filed November 6, 2002, File No. 001-11590. 

Note Agreement entered into by the Company on October 18,2005, pursuant to which the 
Company, on October 12.2006, privately placed $20 million ofits 5.5% Senior Notes, due in 
2020, with Prudential Investment Management, Inc., is incorporated herein by reference to 
Exhibit4.1 of the Company's Annual Report on Form IO-K for the year ended December 31, 
2005, File No. 001-11590. 

Note Agreement entered into by the Company on October 31, 2008, pursuant to which the 
Company, on October 31,2008, privately placed $30 million ofits 5.93% Senior Notes, due 
in 2023, with General American Life Insurance Company and New England Life Insurance 
Company, is not being filed herewith, in accordance with Item 601(b)(4)(iii) ofRegulation S­
K. The Company hereby agrees to furnish a copy ofthat agreement to the SEC upon request. 

Form of Senior Debt Trust Indenture between Chesapeake Utilities Corporation and the 
trustee for the debt securities is incorporated herein by reference to Exhibit 4.3.1 of the 
Company's Registration Statement on Form S-3A, Reg. No. 333-135602, dated November 6, 
2006. 

Form of Subordinated Debt Trust Indenture between Chesapeake Utilities Corporation and 
the trustee for the debt securities is incorporated herein by reference to Exhibit 4.3.2 of the 
Company's Registration Statement on Form S-3A, Reg. No. 333-135602, dated November 6, 
2006. 

Form of debt securities is incorporated herein by reference to Exhibit 4.4 of the Company's 
Registration Statement on Form S-3A, Reg. No. 333-135602, dated November 6, 2006. 

Chesapeake Utilities Corporation Cash Bonus Incentive Plan, dated January 1,2005, is 
incorporated herein by reference to Exhibit 10.3 of the Company's Annual Report on Form 
IO-K for the year ended December 31, 2004, File No. 001-11590. 

Chesapeake Utilities Corporation Directors Stock Compensation Plan, adopted in 2005, is 
incorporated herein by reference to the Company's Proxy Statement dated March 28, 2005, 
in connection with the Company's Annual Meeting held on May 5, 2005, File No. 001­
11590. 

Chesapeake Uti lities Corporation Employee Stock A ward Plan, adopted in 2005, is 
incorporated herein by reference to the Company's Proxy Statement dated March 28, 2005, 
in connection with the Company's Annual Meeting held on May 5,2005, File No. 001­
11590. 

Chesapeake Utilities Corporation Performance Incentive Plan, adopted in 2005, is 
incorporated herein by reference to the Company's Proxy Statement dated March 28, 2005, 
in connection with the Company's Annual Meeting held on May 5, 2005, File No. 001­
11590. 

Deferred Compensation Program (amended and restated as of January I, 2009) is filed 
herewith. 
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• 	 Exhibit 10.6* Executive Employment Agreement dated December 29, 2006, by and between Chesapeake 
Utilities Corporation and S. Robert Zoia, is incorporated herein by reference to Exhibit 10.7 
ofthe Company's Annual Report on Form 10-K for the year ended December 31,2006, File 
No. 001-11590. 

• 	 Exhibit 10.7* Amendment to Executive Employment Agreement, effective January 1, 2009, by and 
between Chesapeake Utilities Corporation and S. Robert Zola, is filed herewith 

• 	 Exhibit 10.8* Executive Employment Agreement dated December 29, 2006, by and between Chesapeake 
Utilities Corporation and Stephen C. Thompson, is incorporated herein by reference to 
Exhibit 10.8 ofthe Company's Annual Report on Form IO-K for the year ended December 
31,2006, File No. 001-11590. 

• 	 Exhibit 10.9* Amendment to Executive Employment Agreement, effective January I, 2009, by and 
between Chesapeake Utilities Corporation and Stephen C. Thompson, is filed herewith. 

• 	 Exhibit 10.10* Executive Employment Agreement dated December 29, 2006, by and between Chesapeake 
Utilities Corporation and Beth W. Cooper, is incorporated herein by reference to Exhibit 10.9 
of the Company's Annual Report on Form 10-K for the year ended December 31,2006, File 
No. 001-11590. 

• 	 Exhibit 1O.1l * Amendment to Executive Employment Agreement, effective January 1, 2009, by and 
between Chesapeake Utilities Corporation and Beth W. Cooper, is filed herewith. 

• 	 Exhibit 10.12* Executive Employment Agreement dated December 29, 2006, by and between Chesapeake 
Utilities Corporation and Michael P. McMasters, is incorporated herein by reference to 
Exhibit 10.10 ofthe Company's Annual Report on Form IO-K for the year ended December 
31, 2006, File No. 001-11590. 

• 	 Exhibit 10.13* Amendment to Executive Employment Agreement, effective January 1, 2009, by and 
between Chesapeake Utilities Corporation and Michael P. McMasters, is filed herewith. 

• 	 Exhibit 10.14* Executive Employment Agreement dated December 29, 2006, by and between Chesapeake 
Utilities Corporation and John R. Schimkaitis, is incorporated herein by reference to Exhibit 
10.11 of the Company's Annual Report on Form IO-K for the year ended December 31, 
2006, File No. 001-11590. 

• 	 Exhibit 10.15'" Amendment to Executive Employment Agreement, effective January 1, 2009, by and 
between Chesapeake Utilities Corporation and John R. Schimkaitis, is filed herewith. 

• 	 Exhibit 10.16'" Performance Share Agreement dated January 23, 2008 for the period 2008 to 2009, pursuant 
to Chesapeake Utilities Corporation Performance Incentive Plan by and between Chesapeake 
Utilities Corporation and John R. Schimkaitis, is incorporated herein by reference to Exhibit 
10.11 of the Company's Annual Report on Form IO-K for the year ended December 31, 
2007, File No. 001-11590. 

• 	 Exhibit 10.17'" Performance Share Agreement dated January 23, 2008 for the period 2008 to 201 0, pursuant 
to Chesapeake Utilities Corporation Performance Incentive Plan by and between Chesapeake 
Utilities Corporation and John R. Schimkaitis, is incorporated herein by reference to Exhibit 
10.12 of the Company's Annual Report on Form IO-K for the year ended December 31, 
2007, File No. 001-11590. 

• 	 Exhibit 10.18'" Performance Share Agreement dated January 23,2008 for the period 2008 to 2009, pursuant 
to Chesapeake Utilities Corporation Performance Incentive Plan by and between Chesapeake 
Utilities Corporation and Michael P. McMasters, is incorporated herein by reference to 
Exhibit 10.13 of the Company's Annual Report on Form 10-K for the year ended December 
31,2007, File No. 001-11590. 

• 	 Exhibit 10.19* Performance Share Agreement dated January 23, 2008 for the period 2008 to 2010, pursuant 
to Chesapeake Utilities Corporation Performance Incentive Plan by and between Chesapeake 
Utilities Corporation and Michael P. McMasters, is incorporated herein by reference to 
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Exhibit 10.14 ofthe Company's Annual Report on Form 10-K for the year ended December 
31, 2007, File No. 001-11590. 

• 	 Exhibit 10.20* Performance Share Agreement dated January 23, 2008 for the period 2008 to 2009, pursuant 
to Chesapeake Utilities Corporation Performance Incentive Plan by and between Chesapeake 
Utilities Corporation and Stephen C. Thompson, is incorporated herein by reference to 
Exhibit 10.15 of the Company's Annual Report on Form 10-K for the year ended December 
31,2007, File No. 001-11590. 

• 	 Exhibit 10.21 * Performance Share Agreement dated January 23,2008 for the period 2008 to 2010, pursuant 
to Chesapeake Utilities Corporation Performance Incentive Plan by and between Chesapeake 
Utilities Corporation and Stephen C. Thompson, is incorporated herein by reference to 
Exhibit 10.16 of the Company's Annual Report on Form IO-K for the year ended December 
31,2007, File No. 001-11590. 

• 	 Exhibit 10.22* Performance Share Agreement dated January 23, 2008 for the period 2008 to 2009, pursuant 
to Chesapeake Utilities Corporation Performance Incentive Plan by and between Chesapeake 
Utilities Corporation and Beth W. Cooper, is incorporated herein by reference to Exhibit 
10.17 of the Company's Annual Report on Form IO-K for the year ended December 31, 
2007, File No. 001-11590. 

• 	 Exhibit 10.23'" Performance Share Agreement dated January 23, 2008 for the period 2008 to 20 10, pursuant 
to Chesapeake Utilities Corporation Performance Incentive Plan by and between Chesapeake 
Utilities Corporation and Beth W. Cooper, is incorporated herein by reference to Exhibit 
10.18 of the Company's Annual Report on Form IO-K for the year ended December 31, 
2007, File No. 001-11590. 

• 	 Exhibit 10.24* Performance Share Agreement dated January 23, 2008 for the period 2008 to 2009, pursuant 
to Chesapeake Utilities Corporation Performance Incentive Plan by and between Chesapeake 
Utilities Corporation and S. Robert Zola, is incorporated herein by reference to Exhibit 10.19 
ofthe Company's Annual Report on Form 10-K for the year ended December 31, 2007, File 
No. 001-11590. 

• 	 Exhibit 10.25* Performance Share Agreement dated January 23,2008 for the period 2008 to 20 I 0, pursuant 
to Chesapeake Utilities Corporation Performance Incentive Plan by and between Chesapeake 
Utilities Corporation and S. RobertZola, is incorporated herein by reference to Exhibit 10.20 
ofthe Company's Annual Report on Form IO-K for the year ended December 31, 2007, File 
No. 00 H 1590. 

• 	 Exhibit 10.26* Form of Performance Share Agreement effective January 7, 2009, pursuant to Chesapeake 
Utilities Corporation Performance Incentive Plan by and between Chesapeake Utilities 
Corporation and each of John R. Schimkaitis, Michael P. McMasters, Beth W. Cooper, and 
Stephen C. Thompson, is filed herewith. 

• 	 Exhibit 10.27* Chesapeake Utilities Corporation Deferred Compensation Plan, as amended and restated 
effective January 1,2009, is filed herewith. 

• 	 Exhibit 10.28* Chesapeake Utilities Corporation Supplemental Executive Retirement Plan, as amended and 
restated effective January 1,2009, is filed herewith. 

• 	 Exhibit 10.29* Chesapeake Utilities Corporation Supplemental Executive Retirement Savings Plan, as 
amended and restated effective January 1,2009, is filed herewith. 

• Exhibit 12 	 Computation of Ratio of Earning to Fixed Charges is filed herewith. 

• 	 Exhibit 14.1 Code of Ethics for Financial Officers is incorporated herein by reference to Exhibit 14 ofthe 
Company's Annual Report on Form 10-K for the year ended December 31, 2006, File No. 
001-11590. 

• Exhibit 14.2 	 Business Code of Ethics and Conduct is filed herewith. 
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• Exhibit 21 

• Exhibit 23.1 

• Exhibit 23.2 

• Exhibit 31.1 

• Exhibit 31.2 

• Exhibit 32.1 

• Exhibit 32.2 

Subsidiaries of the Registrant is filed herewith. 

Consent ofIndependent Registered Public Accounting Firm is filed herewith. 

Consent of Preceding Independent Registered Public Accounting Firm for the year 2006 is 
filed herewith. 

Certificate of Chief Executive Office of Chesapeake Utilities Corporation pursuant to 
Exchange Act Rule 13a-14(a), dated March 9, 2009, is filed herewith. 

Certificate of Chief Financial Officer of Chesapeake Utilities Corporation pursuant to 
Exchange Act Rule 13a-14(a), dated March 9, 2009, is filed herewith. 


Certificate of Chief Executive Office of Chesapeake Utilities Corporation pursuant to 18 

U.S.C. Section 1350, dated March 9, 2009, is filed herewith. 


Certificate of Chief Financial Officer of Chesapeake Utilities Corporation pursuant to 18 

U.S.C. Section 1350, dated March 9, 2009, is filed herewith. 


'" Management contract or compensatory plan or agreement. 
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SIGNATURES 

Pursuant to the requirements of Section 13 or 15 (d) of the Securities Exchange 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: lsi JOHN R. SCHIMKAITIS 

John R. Schimkaitis 
President and Chief Executive Officer 

Date: March 9, 2009 

Pursuant to the requirements ofthe Securities Exchange Act of 1934, this report has been signed below by the following 
persons on behalf of the registrant and in the capacities and on the dates indicated. 

lsI JOHN R. SCHIMKAITIS 

Ralph J. Adkins, Chairman of the Board John R. Schimkaitis, President, 
and Director Chief Executive Officer and Director 
Date: March 9, 2009 Date: March 9, 2009 

lsi EUGENE H. BAYARD 

Beth W. Cooper, Senior Vice President Eugene H. Bayard, Director 
and Chief Financial Officer Date: February 24, 2009 
(Principal Financial and Accounting Officer) 
Date: March 9, 2009 

lsi RICHARD BERNSTEIN lSi THOMAS J. BRESNAN 

Richard Bernstein, Director Thomas J. Bresnan, Director 
Date: February 24, 2009 Date: March 9, 2009 

lsi J. PETER MARTIN 

Thomas P. Hill, Jr., Director J. Peter Martin, Director 
Date: February 24, 2009 Date: February 24, 2009 

lsI CAL VERT A. MORGAN, JR. 

Joseph E. Moore, Esq., Director Calvert A. Morgan, Jr., Director 
Date: February 24, 2009 Date: February 24,2009 

Dianna F. Morgan, Director 
Date: February 24, 2009 
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM 

To the Board of Directors and 
Stockholders of Chesapeake Utilities Corporation 

The audit referred to in our report dated March 9, 2009 relating to the consolidated financial statements ofChesapeake 
Utilities Corporation as ofDecember 31,2008 and 2007 and for the years then ended, which is contained in Item 80fthis 
Form 10-K also included the audits of the financial statement schedule listed in Item 15. This financial statement 
schedule is the responsibility ofthe Chesapeake Utilities Corporation's management. Our responsibility is to express an 
opinion on this financial statement schedule based on our audits. 

In our opinion such financial statement schedule, when considered in relation to the basic consolidated financial 
statements taken as a whole, presents fairly, in all material respects, the information set forth therein. 

Beard Miller Company LLP 
Reading, Pennsylvania 
March 9, 2009 



Chesapeake Utilities Corporation and Subsidiaries 

Schedule II 


Valuation and Qualifying Accounts 


Additions 
Balance at 

Beginning of Charged to other Balance at End 
For the Year Ended December 31, Year Income Accounts (1) Deductions (2) of Year 
Reserve Deducted From Related Assets 


Reserve for Uncollectible Accounts 


.",_,,,.,.,,..3!!!~,,_,,_,,_,,_,,_,,_,,_,._.,,..,,.,,.,._,,._.,,.,,..,,._,,."."."""~~~I,~7.,~",."._".."."!!l!~.§.'29.~...."._",.,,.,,,_s.,~~,!.:,!.~L".".",.,.{~!"l~,~.~!.I"~.QL....".."."..~,I.!.,!,,~.?~~!.~.. 

...".."..._.?Q9.1"."."_".."."_."..""".,_,_.,,,.,,.....,,",.,,.,'_."'."."..".."."...."."'."~§§..!,1,s.,??".."."_."...,,..,~,S.1,,S.1.?.§..I"."."..".".."."'.".Jt.,§.:.l..?Q."."'."."'_j~.?S.,~1,f1.n,.. _,.",.".,"."~,?,?2Lq2?.,,, 

.'."_"."..'?9.9.'?"."'.'."'''__''_''''''''"."_"'.,,.,,._.,,.,,...._" ...."'_.........,_.........._$,.S.~1,?,?,~,,_.._,__,,_J.~~,,!"'"~,t.1.,_...__".._".__,~,?:?,!.?,...,._"..".,._~~.?.:4.§.2.~1)_,,,.,,__.... $62,1,591_ 

(I) Recoveries. 


(21 UncoDectibie occounts charged off 


http:s.,~~,!.:,!.~L".".",.,.{~!"l~,~.~!.I"~.QL


EXHIBIT 12 

Chesapeake Utilities Corporation 
Ratio of Earnings to Fixed Charges 

For the Years Ended December 31, 2008 2007 2006 2005 2004 

Income from continuing operations $13,607,259 $13,217,787 $10,747,965 $10,698,811 $9,686,449 
Add: 

Incom:: taxes 8,817,162 8,597,461 6,999,fJ72 6,472,220 5,771,333 
Portion ofrents representative ofintefe& f!dOT 293,207 245,399 226,583 278,846 309,446 

Interest on indebtedne!'S 6,110,331 6,539,004 5,721,912 5,076,666 5,145,243 
A.tmrti:zation ofdebt di &;)OUllt and ~11!l! 47,221 50,635 52,081 55,792 61,421 

Earnings lIS adjusted $28,875,180 $28,650,286 $23,747,613 $22,582, 335 $20,973,892 

1<1xed Charges 
Portion ofrents represenllltive ofintere& f!dor $293,207 $245,399 $226,583 $278,846 $309,446 
Interest on indebtedne!'S 6,110,331 6,539,004 5,721,912 5,076,666 5,145,243 
Arrorti:zation ofdebt di&;)OUllt and ~11!l! 47,221 50,635 52,081 55,792 61,421 

I<ixed Charges $6,450,759 $6,835,038 $6,000,576 $5,411,304 $5,516,110 

Ratio of Earnin&! to Fixed Cha!!!::,! 4.48 4.19 3.96 4.17 3.80 



EXHIBIT 21 

Chesapeake Utilities Corporation 

Subsidiaries of the Registrant 


Subsidiaries 

Eastern Shore Natural Gas Company 


Sharp Energy, Inc. 

Chesapeake Service Company 


Xeron, Inc. 

Chesapeake OnSight Services LLC 


Peninsula Energy Services Company, Inc. 

Peninsula Pipeline Company, Inc. 


Subsidiaries of Sharp Energy, Inc. 

Sharpgas, Inc. 


Subsidiaries of Chesapeake Service Company 

Skipjack, Inc. 


BravePoint, Inc. 

Chcsapeakc Investment Company 


Eastern Shore Real Estate, Inc. 


State Incorporated 

Delaware 

Delaware 

Delaware 


Mississippi 

Delaware 

Delaware 

Delaware 


State Incorporated 

Delaware 


State Incorporated 

Delaware 

Georgia 


Delaware 

Delaware 




EXHIBIT 23.1 

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM 

Chesapeake Utilities Corporation 

We hereby consent to the incorporation by reference in the Registration Statements on Form S-3 (Nos. 333-156192, 333­
63381 and 333-121524) and Form S-8 (Nos. 333-01115, 333-94159, 333-124646,333-124694 and 333-124111) of 
Chesapeake Utilities Corporation of our reports dated March 9, 2009, relating to the consolidated financial statements, 
the effectiveness of internal control over financial reporting, and financial statement schedule of Chesapeake Utilities 
Corporation appearing in the Company's Annual Report on Form lO-K for the year ended December 31, 2008. 

Beard Miller Company LLP 
Reading, Pennsylvania 
March 9, 2009 



EXHIBIT 23.2 

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM 

Chesapeake Utilities Corporation 

We hereby consent to the incorporation by reference in the Registration Statements on FOnTI S-3 (Nos. 333-156192, 333­
63381 and 333-121524) and FOnTI S-8 (Nos. 333-01175, 333-94159, 333-124646, 333-124694 and 333-124717) of 
Chesapeake Utilities Corporation ofour report dated March 13,2007 relating to the consolidated financial statements and 
financial statement schedule which appears in this Form 10-K. 

PRICEW A TERHOUSECOOPERS LLP 

Boston, Massachusetts 
March 9, 2009 



EXHIBIT 31.1 

CERTIFICATE PURSUANT TO RULE 13A-14(A) AND 15D-14(A) 

UNDER THE SECURITIES EXCHANGE ACT OF 1934, AS ADOPTED 


PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002 


I, John R. Schimkaitis, certifY that: 

I have reviewed this annual report on Form IO-K of Chesapeake Utilities Corporation; 

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material 
fact necessary to make the statements made, in light of the circumstances under which such statements were made, not 
misleading with respect to the period covered by this report; 

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in 
all material respects the financial condition, resu Its of operations and cash flows of the registrant as of, and for, the 
periods presented in this report; 

The registrant's other certifYing officer(s) and I are responsible for establishing and maintaining disclosure controls and 
procedures (as defined in Exchange Act Rules 13a-lS(e) and lSd-lS(e» and internal control over financial reporting (as 
defined in Exchange Act Rules 13a-15(f) and lSd-lS(f) for the registrant and we have: 

a) 	 designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be 
designed under our supervision, to ensure that material information relating to the registrant, including its 
consolidated subsidiaries, is made known to us by others within those entities, particularly during the 
period in which this report is being prepared; 

b) 	 designed such internal control over financial reporting, or caused such internal control over financial 
reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of 
financial reporting and the preparation of financial statements for external purposes in accordance with 
generally accepted accounting principles; 

c) 	 evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this 
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of 
the period covered by this report based on such evaluations; and 

d) 	 disclosed in this report any change in the registrant's internal control over financial reporting that occurred 
during the registrant's most recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an 
annual report) that has materially affected, or is reasonably likely to materially affect, the registrant's 
internal control over financial reporting; and 

The registrant's other certifying officer(s) and I have disclosed, based on our most recent evaluation ofinternal control 
over financial reporting, to the registrant's auditors and the audit committee of the registrant's board of directors (or 
persons performing the equivalent functions): 

a) 	 all significant deficiencies and material weaknesses in the design or operation of internal control over 
financial reporting which are reasonably likely to adversely atIect the registrant'S ability to record, process, 
summarize and report financial information; and 

b) 	 any fraud, whether or not material, that involves management or other employees who have a significant 
role in the registrant's internal control over financial reporting. 

Date: March 9, 2009 

/s/ JOHN R. SCHIMKAITIS 

John R. Schimkaitis 
President and Chief Executive Officer 



EXHIBIT 31.2 

CERTIFICATE PURSUANT TO RULE 13A-14(A) AND 15D-14(A) 

UNDER THE SECURITIES EXCHANGE ACT OF 1934, AS ADOPTED 


PURSUANT TO SECTION 302 OF THE SARBANES·OXLEY ACT OF 2002 


I, Beth W. Cooper, certify that: 

I have reviewed this annual report on Form IO-K of Chesapeake Utilities Corporation; 

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material 
fact necessary to make the statements made, in light of the circumstances under which such statements were made, not 
misleading with respect to the period covered by this report; 

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in 
all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the 
periods presented in this rcport; 

The registrant's other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and 
procedures (as defined in Exchange Act Rules 13a-lS(e) and lSd-lS(e» and internal control over financial reporting (as 
defined in Exchange Act Rules 13a-IS(f) and lSd-lS(f) for the registrant and we have: 

a) 	 designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be 
designed under our supervision, to ensure that material information relating to the registrant, including its 
consolidated subsidiaries, is made known to us by others within those entities, particularly during the 
period in which this report is being prepared; 

b) 	 designed such internal control over financial reporting, or caused such internal control over financial 
reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of 
financial reporting and the preparation of financial statements for external purposes in accordance with 
generally accepted accounting principles; 

c) 	 evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this 
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of 
the period covered by this report based on such evaluations; and 

d) 	 disclosed in this report any change in the registrant's internal control over financial reporting that occurred 
during the registrant's most recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an 
annual report) that has materially affected, or is reasonably likely to materially affect, the registrant's 
internal control over financial reporting; and 

The registrant's other certifying officer(s) and I have disclosed, based on our most recent evaluation ofinternal control 
over financial reporting, to the registrant's auditors and the audit committee of the registrant's board of directors (or 
persons performing the equivalent functions): 

a) 	 all significant deficiencies and material weaknesses in the design or operation of internal control over 
financial reporting which are reasonably likely to adversely affect the registrant's ability to record, process, 
summarize and report financial information; and 

b) 	 any fraud, whether or not material, that involves management or other employees who have a significant 
role in the registrant's internal control over financial reporting. 

Date: March 9, 2009 

lsi BETH W. COOPER 

Beth W. Cooper 
Senior Vice President and Chief Financial Officer 



EXHIBIT 32.1 

CERTIFICA TED OF CHIEF EXECUTIVE OFFICER 

OF CHESAPEAKE UTLITIES CORPORATION 


PURSUANT TO 18 U.S.C. SECTION 1350, AS ADOPTED 

PUSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 


I, John R. Schimkaitis, President and ChiefExecutive Officer ofChesapeake Utilities Corporation, certifY that, 
to the best ofmy knowledge, the Annual Report on Form lO-K ofChesapeake Utilities Corporation ("Chesapeake") for 
the year ended December 31, 2008, filed with the Securities and Exchange Commission on the date hereof (i) fully 
complies with the requirements ofsection 13{a) or 15{d) ofthe Securities Exchange Act of 1934, as amended, and (ii) the 
information contained therein fairly presents, in all material respects, the financial condition and results ofoperations of 
Chesapeake. 

lsi JOHN R. SCHIMKAITIS 

John R. Schimkaitis 
March 9, 2009 

A signed original of this written statement required by Section 906 ofthe Sarbanes-Oxley Act of2002, or other document 
authenticating, acknowledging, or otherwise adopting the signature that appears in typed form within the electronic 
version of this written statement required by Section 906, has been provided to Chesapeake Utilities Corporation and will 
be retained by Chesapeake Utilities Corporation and furnished to the Securities and Exchange Commission or its staff 
upon request. 



EXHIBIT 32.2 

CERTIFICATED OF CHIEF FINANCIAL OFFICER 

OF CHESAPEAKE UTLITIES CORPORATION 


PURSUANT TO 18 U.S.C. SECTION 1350, AS ADOPTED 

PUSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 


I, Beth W. Cooper, Senior Vice President and Chief Financial Officer of Chesapeake Utilities Corporation, 
certify that, to the best of my knowledge, the Annual Report on Form lO-K of Chesapeake Utilities Corporation 
("Chesapeake") for the year ended December 31,2008, filed with the Securities and Exchange Commission on the date 
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PART I - FINANCIAL INFORMATION 

Item 1. Financial Statements 

Chesapeake Utilities Corporation and Subsidiaries 


Condensed Consolidated Statements of Income (Unaudited) 


For the Three Months Ended June 30, 2008 2007 

Operating Revenues $ 69,056,959 $ 52,501,920 

Operating Expenses 

Cost of sales, excluding costs below 
OperatiOns 
Terminated acquisition costs 
Maintenance 
Depreciation and amortization 
Other taxes 

48,539,716 
10,742,546 
1,239,628 

503,223 
2,225,344 
1,477,063 

34,228,323 
10,310,904 

564,856 
2,367,523 
1,332,249 

Total operatin~ expenses 64,727,520 48,803,855 

Operating Income 4,329,439 3,698,065 

Other income, net of other expenses 63,507 234,194 

Interest charS!:s 1,388,735 1,594?01 

Income Before Income Taxes 3,004,211 2,337,558 


Income taxes 1,185,287 849,877 


Income from Continuing Operations 1,818,924 1,487,681 

Loss from discontinued operations, 
net of tax benefit of $0 and $4,115 (5,891) 

Net Income $ 1,818,924 $ 1,481,790 

Weighted Average Shares Outstanding: 
Basic 6,812,474 6,737,384 
Diluted 6,920,042 6.849,890 

Earnings Per Share of Common Stock: 
Basic: 

From continuing operations $ 0.27 $ 0.22 
From discontinued operations 

Net Income $ 0.27 $ 0.22 
Diluted: 

From continuing operations 
From discontinued ot2erations 

$ 0.27 $ 0.22 

Net Income $ 0.27 $ 

Cash Dividends Declared Per Share of Common Stock: $ 0.305 $ 0.295 

The accompanying notes are an integral part of these financial statements. 
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Chesapeake Utilities Corporation and Subsidiaries 


Condensed Consolidated Statements of Income (Unaudited) 


For the Six Months Ended June 30, 2008 2007 

Operating Revenues $169,330,460 $146,028,811 

Operating Expenses 

Cost of sales, excluding costs below 119,519,896 98,164,191 
Operations 21,512,217 20,840,649 
Terminated acquisition costs 1,239,628 
Maintenance 988,549 1,145,019 
Depreciation and amortization 4,428,008 4,683,319 
Other taxes 3,272,008 2,883,996 

Total operating expenses 150,960,306 127,717,174 

Operating Income 

Other income, net of other expenses 

I nterest charges 

18,370,154 

81,097 

2,982,106 

18,311,637 

290,675 

3,193,951 

Income Before Income Taxes 15,469,145 15,408,361 


Income taxes 6,075,879 5,909,199 


Income from Continuing Operations 9,393,266 9,499,162 

Loss from discontinued operations, net of 
tax benefit of $0 and $17,073 (26,284) 

Net Income $9,393,266 $9,472,878 

Weighted Average Common Shares Outstanding: 
Basic 
Diluted 

6,803,892 
6,917,308 

6,721,694 
6,835,257 

Earnings Per Share of Common Stock: 
Basic 

From continuing operations 
From discontinued operations 

Net Income 

$1.38 

$1.38 

$1.41 

$1.41 
Diluted 

From continuing operations $1.36 $1.39 
From discontinued operations 

Net Income $1.36 $1.39 

Cash Dividends Declared Per Share of Common Stock: $0.600 $0.585 

The accompanying notes are an integral part of these financial statements. 
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Chesapeake Utilities Corporation and Subsidiaries 

Condensed Consolidated Statements of Cash Flows (Unaudited) 

2007For the Six Months Ended June 30, 2008 

Operating Activities 
Net Income 

Depreciation and amortization 
Depreciation and accretion included in other costs 
Deferred income taxes, net 
Gain on sale of assets 
Unrealized gain on commodity contracts 
Unrealized loss (gain) on investments 
Employee benefits and compensation 
Other, net 

Changes in assets and liabilities: 
Sale (purchase) of investments 
Accounts receivable and accrued revenue 
Propane inventory, storage gas and other inventory 
Regulatory assets 
Prepaid expenses and other current assets 
Other deferred charges 
Long-term receivables 
Accounts payable and other accrued liabilities 
Income taxes receivable (payable) 
Accrued interest 
Customer deposits and refunds 
Accrued compensation 
Regulatory liabilities 
Other liabilities 

$9,393,266 
4,428,008 

901,099 
2,162,750 

(358,045) 
86,263 

558,159 
3,461 

(88,092) 
(11,632, 776) 

(229,499) 
281,841 

1,578,990 
(531,731) 
122,746 

3,453,229 
1,136,846 

716,183 
(1,003,221) 
(1,042,081 ) 

(384,659) 
89,916 

$9,472,879 
4,683,318 
1,682,980 
1,590,955 
(204,882) 
(296,892) 
(188,203) 
920,994 

(1,839) 

71,432 
6,961,621 
2,781,638 

597,354 
(686,387) 

(1,405,003) 
51.557 

(7,026,332) 
(139,486) 

(20,910) 
361,078 

(401,493) 
1,798,097 

151582 

Net cash provided by operating activities 9,642,653 20,618,058 

Investing Activities 
Property, plant and equipment expenditures (15,440,474) (15,969,557) 
Proceeds from sale of assets 204.882 
Environm ental expenditures {198,754) (135,953) 

Net cash used by investing activities (15,639,228) ( 15,900,628) 

Financing Activities 
Common stock dividends (3,799,030) 
Issuance of stock for Dividend Reinvestment Plan 15,338 
Change in cash overdrafts due to outstanding checks (128,683) 
Net borrowing (repayment) under line of credit agreements 11,519,892 
Repa~ment of long-term debt {1,020,072) 

(3,465,986) 
174,314 
843,845 

(4,829,053) 
(1,020,132) 

Net cash provided (used) by financing activities 6,587,445 (8,297,012) 

Net Increase (decrease) in Cash and Cash Equivalents 590,870 (3,579,582) 


Cash and Cash Equivalents - Beginning ofPeriod 2,592,801 4,488,366 


Cash and Cash Equivalents - End of Period $3,183,671 $908,784 

The accompanying notes are an integral part of these financial statements. 

3 



Chesapeake Utilities Corporation and Subsidiaries 


Condensed Consolidated Statements of Stockholders' Equity (Unaudited) 


For the Six For the Twelve 
Mo nths Ended Months Ended 
June 30, 2008 December 31, 2007 

Common Stock 
Balance - beginning of period 

Dividend Reinvestment Plan 

Retirement Savings Plan 
Conversion of debentures 

Stock-base compensation 

$3,298,473 
3,541 
1,073 
1,573 

11,965 

$3,254,998 
17,197 

14,388 
3,945 

7,945 

Balance ­ end of period $3,316,625 $3,298,473 

Additional Paid-in Capital 
Balance ­ beginning of period $65,591,552 $61,960,220 

Dividend Reinvestment Plan 219,034 1,121,190 
Retirement Savings Plan 66,704 934,295 
Conversion of debentures 53,355 133,839 
Stock-based compensation 179,624 1,442,008 
Tax benefit ofwarrants 50,244 

Balance - end of period 	 $66,160,513 $65,591,552 

Retained Earnings 
Balance ­ beginning of period $51,538,194 $46,270,884 

Net income 9,393,266 13,197,710 

Cash dividends declared (4,086,399) (7,930,400) 

Balance - end of period 	 $56,845,061 $51,538,194 

Accumulated Other Comprehensive Loss 
Balance ­ beginning of period ($851,674) ($334,550) 

Loss on funded status of Employee Benefit Plans, net of tax (517,124) 

Balance - end of period 	 ($851,674) ($851,674) 

Deferred Compensation Obligation 
Balance ­ beginning of period $1,403,922 $1,118,509 

New deferrals 107,228 285,413 

Balance - end of period 	 $1,511,150 $1,403,922 

Treasury Stock 
Balance ­ beginning of period ($1,403,922) ($1,118,509) 

New deferrals related to compensation obligation (107,228) (285,413) 
Purchase of treasury stock (1) (34,328) (29,771) 

Sale and distribution of treasury stock (2) 34,328 29,771 

Balance ­ end of period ($1,511,150) ($1,403,922) 

Total Stockholders' Equity 	 $125,470,525 $119,576,545 

(I) Amount includes shares,::urchased in the open market for the Company's Rabbi Trust to secure its 
obligations under the Company's Deferred Compensation Plan. 

(2) 	Amount includes shares issued to the Company's Rabbi Trust as an obligation under the Deferred 
Compensation Plan. 

The accompanying notes are an integral part of these financial statements. 
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Chesapeake Utilities Corporation and Subsidiaries 

Condensed Consolidated Balance Sheets (Unaudited) 

Assets 
June 30, 

2008 
December 31, 

2007 

Property, Plant and Equipment 
Natural gas $296,681,205 $289,706,066 
Propane 49,647,049 48,506,231 
Advanced information services 1,234,107 1,157,808 
Other plant 10,486,075 8,567,833 

Total property, plant and equipment 358,048,436 347,937,938 

Less: Accumulated depreciation and amortization (96,835,370) (92,414,289) 
Plus: Construction work in progress 9,749,213 4,899,608 

Net property. plant and eguipment 270,962,279 260,423,257 

Investments 1,911,100 1,909,271 

Current Assets 
Cash and cash equivalents 
Accounts receivable (less allowance for uncollectible 

accounts of $944,898 and $952,075, respectively) 
Accrued revenue 
Propane inventory, at average cost 
Other inventory. at average cost 
Regulatory assets 
Storage gas prepayments 
Income taxes receivable 
Deferred income taxes 
Prepaid expenses 
Mark-to-market energy assets 
Other current assets 

3,183,671 2,592,801 

86,639,996 72,218,191 
2,476,445 5,265,474 
8,143,492 7,629,295 
1,131,474 1,280,506 
1,018,750 1,575,072 
5,906,504 6,042,169 

150,836 1,237,438 
1,920,098 2,155,393 
1,917,178 3,496,517 
7,014,698 7,812,456 

146,603 146,253 

Total current assets 119,649,745 111,451,565 

Deferred Charges and Other Assets 
Goodwill 674,451 674,451 
Other intangible assets, net 171,171 178,073 
Long-term receivables 617,934 740,680 
Regulatory assets 2,778,159 2,539,235 
Other deferred charges 4,146,654 3,640,480 

Total deferred charges and other assets 8,388,369 7,772,919 

Tota I Assets $400,911,493 $381,557,012 

The accompanying notes are an integral part of these financial statements, 
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June 30, December 31, 
Capitalization and Liabilities 2008 2007 

Capitalization 
Stockholders' equity 

Common Stock, par value $0.4867 per share 
(authorized 12,000,000 shares) 

Additional paid-in capital 
Retained earnings 
Accumulated other comprehensive loss 
Deferred compensation obligation 
Treasury stock 

$3,316,625 
66,160,513 
56,845,061 

(851,674) 
1,511,150 

(1,511,150) 

Total stockholders' equity 125,470,525 


Long-term debt, net of current maturities 63,180,636 


Total capitalization 188,651,161 

$3.298,473 
65,591,552 
51,538,194 

(851,674) 
1,403,922 

(1,403,922) 

119,576,545 

63,255,636 

182,832,181 

Current Liabilities 
Current portion of long-term debt 
Short-term borrowing 
Accounts payable 
Customer deposits and refunds 
Accrued interest 
Dividends payable 
Accrued compensation 
Regulatory liabilities 
Mark-to-market energy liabilities 
Other accrued liabilities 

6,656,364 
57,055,153 
58,826,720 

9,033,699 
1,581,687 
2,078,518 
2,358,031 
5,929,229 
6,477,672 
2,706,335 

7,656,364 
45.663,944 
54,893,071 
10,036,920 

865,504 
1,999,343 
3,400,112 
6,300,766 
7,739,261 
2,500.542 

Total current liabilities 152,703,408 141,055,827 

Deferred Credits and Other Liabilities 
Deferred income taxes 
Deferred investment tax credits 
Regulatory liabilities 
Environmental liabilities 
Other pension and benefit costs 
Accrued asset removal cost 
Other liabilities 

30,723,340 
256,560 
973,185 
750,596 

2,535,976 
20,366,122 

3,951,145 

28,795,885 
277,698 

1,136,071 
835,143 

2,513,030 
20,249,948 

3,861,229 

Total deferred credits and other liabilities 59,556,924 57,669,004 

Other Commitments and Contingencies (Note 4) 

Total Capitalization and Liabilities $400,911,493 $381,557,012 

The accompanying notes are an integral part of these financial statements. 
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS 

1. 	 Basis of Presentation 
References in this document to "the Company," "Chesapeake," "we: "us" and "our" are intended to mean 
Chesapeake Utilities Corporation and its subsidiaries. 

The accompanying unaudited condensed consolidated financial statements have been prepared in 
compliance with the rules and regulations ofthe Securities and Exchange Commission ("SEC") and United 
States of America Generally Accepted Accounting Principles ("GAAP"). In accordance with these rules 
and regulations, certain information and disclosures normally required for audited financial statements 
have been condensed or omitted. These financial statements should be read in conjunction with the 
consolidated financial statements and notes thereto, included in the Company's latest Annual Report on 
Form 1 O-K filed with the SEC on March 10,2008. In the opinion of management, these statements reflect 
normal recurring adjustments that are necessary for a fair presentation of the Company's results of 
operations, financial position and cash flows for the interim periods presented. 

2. 	 Comprehensive Income 
Comprehensive income contains items that are excluded from net income and recorded directly to 
stockholders' equity. For the first six months of2008 and 2007, Chesapeake did not have any adjustments 
to comprehensive income that are required to be reported by Financial Accounting Standards Board 
CFASB") Statement of Financial Accounting Standards ("SFAS") No. 130, "Reporting Comprehensive 
Income." Accumulated other comprehensive loss was $851,674 at June 30, 2008 and December 31, 
2007. 

3. 	 Calculation of Earnings Per Share 

Three Months Ed nded Six Months Ednded 
For the Periods Ended June 30, 2008 2007 2008 2007 

Calculation of Basic Earnings Per Share: 
Net Income $1,818,924 $1,481,790 $9,393,266 $9,472,879 
Weighted average shares outstanding 6,812,474 6.737,384 6,803,892 6/21,694 

Basic Eamings Per Share $0.27 $0.22 $1.38 $1.41 

Calculation of Diluted Eamings Per Share: 
Reconciliation of Numerator: 

Net Income $1,818,924 $1,481,790 $9,393,266 $9,472.879 
Effect of 8.25% Convertible debentures (1) 22,306 24,015 45,114 48.214 

Adjusted numerator - Diluted $1,841,230 $1,505,805 $9,438,380 $9,521,093 

Reconciliation of Den om in ato r: 
Weighted shares outstanding Basic 6,812,474 6,737,384 6,803.892 6,721,694 
Effect of dilutive securities (1): 

Restricted Stoc k 2,780 7,449 
8.25% Convertible debentures 104,788 112.506 105,967 113,563 

Adjusted denominator ­ Diluted 6,920,042 6.849.890 6,917,308 6,835.257 

Diluted Earnings Per Share 	 $0.27 $0.22 $1.36 $1.39 

(1) Amounts associated with conversion of securities that result in an anti-dilutive effect 
on eamings per share are not included in this calculation. 
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4. Commitments and Contingencies 

Rates and Regulatory Matters 

The Company's natural gas distribution operations in Delaware, Maryland and Florida are subject to 
regulation by their respective state Public Service Commissions ("PSC's"). Eastern Shore Natural Gas 
Company ("Eastern Shore"), the Company's natural gas transmission operation, is subject to regulation by 
the Federal Energy Regulatory Commission ("FERC"). 

Delaware. On July 6, 2007, the Company filed with the Delaware PSC an application seeking approval of 
the following: (i) participation by the Company's Delaware commercial and industrial customers in gas 
supply buying pools served by third-party natural gas marketers; (ii) an annual base rate adjustment of 
$1,896,000 that represents approximately a 3.25 percent rate increase on average for the Delaware 
division's firm customers; (iii) an alternative rate design for residential customers in a defined expansion 
area in eastern Sussex County, Delaware; and (iv) a revenue normalization mechanism that mitigates the 
price and revenue impacts of seasonal natural gas consumption patterns on both customers and the 
Company. As part of that filing, the Company also proposed that the Delaware division be permitted to 
earn a return on equity of up to fifteen percent (15%) as an incentive to make the significant capital 
investments to serve the growing areas of eastern Sussex County, in support of Delaware's Energy 
Policy, and to ensure that the Company's investors are adequately compensated for the increased risk 
associated with the higher levels of capital investment necessary to provide natural gas in those areas. 
On August 21, 2007, the Delaware PSC authorized the Company to implement charges reflecting the 
proposed $1,896,000 increase effective September 4,2007, on a temporary basis and subject to refund, 
pending the completion of full evidentiary hearings and a final decision by the Delaware PSC. The 
Delaware PSC Staff filed testimony recommending a rate decrease of $693,245. The Delaware Public 
Advocate ("DPA") recommended a rate decrease of $588,670. Neither party recommended approval of 
the Delaware division's other proposals mentioned above. The Delaware division disagreed with these 
positions in its rebuttal, which was filed on February 7, 2008. At an evidentiary hearing on July 9, 2008, 
the parties presented a proposed settlement agreement that would effectively resolve all issues in this 
docket. The major components of the proposed settlement include the following: (i) a rate increase for 
the Delaware division of $325,000, including miscellaneous fees; (ii) an overall rate of return of 8.91 % and 
a return on equity of 1 0.25%; (iii) a change in depreciation rates that results in a reduction in depreciation 
expense of approximately $897,000; (iv) the Delaware division would be permitted to retain 100% of all 
interruptible margins, there would be a minimum usage threshold for interruptible service of 10,000 Mcf 
per year, and all interruptible customers would be required to transport; (v) the Delaware division would 
continue to share any margins received from its Asset Manager and any off-system sales on an 80%/20% 
basis, with 80% being returned to the firm customers through the GSR mechanism; (vi) the residential 
service rate schedule would be divided into two separate schedules based on annual volumetric levels; 
(vii) individual customers with multiple meters would be able to aggregate meters in order to qualify for 
transportation service; and (viii) the Delaware division would have the ability to aggregate main extension 
projects over 500 feet at the time of its next base rate proceeding to determine rate base treatment. The 
Delaware division anticipates a final decision by the Delaware PSC during the third quarter of 2008. 

On September 10, 2007, the Company filed with the Delaware PSC its annual Gas Service Revenue 
("GSR") Application, seeking approval to change its GSR rates effective for service rendered on and after 
November 1,2007. On October 2,2007, the Delaware PSC authorized the Company to implement the 
GSR charges on a temporary basis, subject to refund, pending the completion of full evidentiary hearings 
and a final decision. The Company is required by its natural gas tariff to file a revised application if its 
prOjected under-collection of gas costs for the determination period of November through October 
exceeds six percent (6%) of total firm gas costs. As a result of continued increases in the cost of natural 
gas, on July 1, 2008, the Company filed with the Delaware PSC a supplemental GSR Application, seeking 
approval to change its GSR rates effective for service rendered on and after August 1, 2008. On July 8, 
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2008, the Delaware PSC authorized the Company to implement the revised GSR charges on a temporary 
basis, subject to refund, pending the completion of full evidentiary hearings and a final decision. The 
Delaware division anticipates a final decision by the Delaware PSC on both filings during the fourth 
quarter of 2008. 

On November 1,2007, the Delaware division filed with the Delaware PSC its annual Environmental Rider 
CER") rate application to become effective for service rendered on and after December 1, 2007. The 
Delaware PSC granted approval of the ER rate at its regularly scheduled meeting on November 20, 2007, 
subject to full evidentiary hearings and a final decision. On February 5, 2008, the Delaware PSC granted 
final approval of the ER rates as filed. Since all of the division's environmental expenses, which are 
subject to recovery pursuant to the ER recovery mechanism, will have been collected by the end of the 
determination period, no further ER rate applications will be filed by the Delaware division, and ER 
charges will cease to appear on the Delaware division's customers' bills as of November 30, 2008. 

Maryland. On September 26, 2006, the Maryland PSC approved a base rate increase for the Maryland 
division of approximately $780,000 annually. In a settlement agreement entered into in that proceeding, 
the Maryland division was required to file a depreciation study, which was filed on April 9, 2007. The 
Maryland division filed formal testimony on July 10, 2007, initiating a Phase II of this proceeding. In this 
filing, the Maryland division proposed a rate decrease of approximately $80,000 annually, resulting from a 
change in depreciation expense. On November 29, 2007, the Maryland PSC approved a settlement 
agreement for a rate decrease of $132,155, effective December 1,2007, based on the change in the 
Company's depreciation rates. Under the settlement, the Maryland division has reduced its depreciation 
expense by approximately $119,000 and its cost of removal by approximately $167,000. The difference 
between the decrease in depreciation expense and the decrease in delivery service rates is due to an 
increase in rate case expense amortization and an increase to offset the loss of margin from a large 
customer in Maryland. 

On December 17, 2007, the Maryland PSC held an evidentiary hearing to determine the reasonableness 
of the Maryland division's four quarterly gas cost recovery filings during the twelve months ended 
September 30,2007. No issues were raised at the hearing, and on February 7,2008, the Maryland PSC 
approved, without exception, the Maryland division's four quarterly gas cost recovery filings. 

Florida. In compliance with state law, the Florida division filed its 2007 Depreciation Study ("Study") with 
the Florida PSC on May 17, 2007. This study, which supersedes the last study performed in 2002, 
provides the Florida PSC the opportunity to review and address changes in plant and eqUipment lives, 
salvage values, reserves and resulting life depreciation rates. The Florida division responded to 
interrogatories concerning the Study on October 15,2007, December 24,2007, and February 7, 2008. 
Based on the recommendation issued by the Florida PSC Staff, the Commission, at its May 20, 2008 
agenda conference, approved certain revisions to the Florida division's utility plant remaining lives, net 
salvage values, depreciation reserves, and depreciation rates, effective January 1, 2008. These changes 
were not material to the financial results of the Florida division. The Florida PSC issued an order on June 
27, 2008, which closes this docket. 

Eastern Shore. Eastern Shore had the following regulatory activity with the FERC regarding the 
expansion of its transmission system: 
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System Expansion 2006 - 2008. On November 15, 2007, Eastern Shore requested FERC 
authorization to commence construction of facilities (approximately 9.2 miles) included in the third 
phase of the 2006-08 System Expansion. The FERC granted this authorization on January 7,2008. 
Construction began in the first quarter of 2008, and the facilities are to be completed and placed in 
service by November 1, 2008. These Phase III facilities will provide 5,650 Dekatherms C'Dts") of 
additional firm service capacity per day ~nd annualized gross margin contribution of approximately 
$1.0 million. 

Eastern Shore Energylink Expansion Project ("E3 Project"). In 2006, Eastern Shore proposed to 
develop, construct and operate approximately 75 miles of new pipeline facilities to transport natural 
gas from the existing Cove Point liquefied natural gas ("LNG") terminal located in Calvert County, 
Maryland, crossing under the Chesapeake Bay into Dorchester and Caroline Counties, Maryland, to 
points on the Delmarva Peninsula, where such facilities would interconnect with Eastern Shore's 
existing facilities in Sussex County, Delaware. 

On May 31,2006, Eastem Shore entered into Precedent Agreements (the "Precedent Agreements") 
with Delmarva Power & Light Company ("Delmarva") and Chesapeake, through its Delaware and 
Maryland divisions, to provide additional firm transportation services upon completion of the E3 
Project. Both Chesapeake and Delmarva are parties to existing firm natural gas transportation service 
agreements with Eastern Shore, and each desired additional firm transportation service under the E3 
Project, as evidenced by the Precedent Agreements. Pursuant to the Precedent Agreements, the 
parties agreed to proceed with the required initiatives to obtain the governmental and regulatory 
authorizations necessary for Eastern Shore to provide, and for Chesapeake and Delmarva to utilize, 
additional firm transportation service under the E3 Project. 

As part of the Precedent Agreements, Eastern Shore, Chesapeake and Delmarva also entered into 
Letter Agreements which provide that, if the E3 Project is not certificated and placed in service, 
Chesapeake and Delmarva will each pay its proportionate share of certain pre-certification costs by 
means of a negotiated surcharge over a period of not less than 20 years. 

In furtherance of the E3 Project, Eastern Shore submitted a petition to the FERC on June 27, 2006, 
seeking approval of the pre-construction cost agreements as part of a rate-related Settlement 
Agreement (the "Settlement Agreement"), which would provide benefits to Eastern Shore and its 
customers, including but not limited to: (1) advancement of a necessary infrastructure project to meet 
the growing demand for natural gas on the Delmarva Peninsula; (2) sharing of project development 
costs by the participating customers in the project; and (3) no development cost risk for non­
participating customers. On August 1, 2006, the FERC approved the Settlement Agreement. On 
September 6, 2006, Eastern Shore submitted to FERC proposed tariff sheets to implement the 
provisions of the Settlement Agreement. By Letter Order dated October 6, 2006, the FERC accepted 
the tariff sheets, effective September 7, 2006. 

On April 23, 2007, Eastern Shore submitted to the FERC its request to commence a pre-filing 
process, and on May 15,2007, the FERC notified Eastern Shore that its request had been approved. 
The pre-filing process was intended to engage all interested and affected stakeholders early in the 
process with the intention of resolving all environmental issues prior to the formal certificate 
application being filed. As part of this process, Eastern Shore performed environmental, engineering 
and cultural surveys and studies in the interest of protecting the environment, minimizing any potential 
impacts to landowners, and cultural resources. Eastern Shore also held meetings with federal, state 
and local permitting/regulatory agencies, non-governmental organizations, landowners, and other 
interested stakeholders. 

As part of an updated engineering study, Eastern Shore received additional construction cost 
estimates for the E3 project, which indicated substantially higher costs than previously estimated. In 
an effort to optimize the feasibility of the overall project development plan, Eastern Shore explored all 
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potential construction methods, construction cost mitigation strategies, potential design changes and 
project schedule changes. Eastern Shore also held discussions and meetings with several potential 
new customers, who expressed interest in the project, but elected not to participate. 

On December 20,2007, Eastern Shore withdrew from the pre-filing process as a result of insufficient 
customer commitments for capacity to make the project economical. Eastern Shore will continue to 
explore potential construction methods, construction cost mitigation strategies, additional market 
requests, and potential design changes in its efforts to improve the overall economics of the project. 

If Eastern Shore decides to abandon the E3 Project, it will initiate billing of a pre-certification costs 
surcharge in accordance with the terms of the Precedent Agreements executed with two of its 
customers, which provide for these customers to reimburse Eastern Shore for pre-certification costs 
incurred in connection with the E3 Project, up to a maximum amount of $2.0 million each, with 
interest, over a period of 20 years. As of June 30, 2008, the Company had incurred $3.18 million of 
pre-certification costs relating to the E3 Project. 

Eastern Shore also had developments in the following FERC rate and certificate matters: 

On June 6, 2007, Eastern Shore and interested parties reached a settlement agreement in principle 
on its base rate proceeding filed with the FERC on October 31, 2006. The negotiated settlement 
provides for an annual cost of service of $21,536,000, which reflects a pretax rate of return of 13.6 
percent and a rate increase of approximately $1.07 million on an annual basis. On September 10, 
2007, Eastem Shore submitted its Settlement Offer to the Presiding Administrative Law Judge ("ALJ") 
for review and certification to the full Commission. 

Eastern Shore filed concurrently with its Settlement Agreement a Motion to place the settlement rates 
into effect on September 1 , 2007, in order to expedite the implementation of the reduced settlement 
rates pending final approval of the settlement. The Commission issued an order on September 25, 
2007, authorizing Eastern Shore to commence billing its settlement rates, effective September 1, 
2007. 

On October 1, 2007, the Presiding ALJ forwarded to the full Commission an order certifying the 
uncontested Settlement Agreement as fair, reasonable, and in the public interest. A final Commission 
Order approving the settlement was issued on January 31,2008. In compliance with the Settlement 
Agreement, refunds, inclusive of interest, totaling $1.26 million, based on the higher interim rates that 
were effective for the period from May 15, 2007 through August 31 , 2007, were distributed to Eastern 
Shore's customers on February 1,2008. 

On May 15, 2008, Eastern Shore submitted its annual Interruptible Revenue Sharing Report to the 
FERC. Eastern Shore reported in this filing that its interruptible revenue was in excess of its annual 
threshold amount and refunded a total of $63,675 in the second quarter of 2008 to its eligible firm 
customers. 

On June 24,2008, Eastern Shore submitted its annual Fuel Retention Percentage ("FRP") and Cash­
Out Surcharge filings to the FERC. In these filings, Eastern Shore proposed to retain its current FRP 
rate of zero percent and also a zero rate for its Cash-Out Surcharge. Eastem Shore also proposed to 
refund a total of$ 412,013, including interest, to its eligible customers in the third quarter of 2008 as a 
result of netting its over-recovered Gas Required for Operations against its under-recovered Cash-Out 
Cost. The FERC approved these proposals on July 11, 2008. 
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Environmental Matters 

Chesapeake is subject to federal, state and local laws and regulations governing environmental quality 
and pollution control. These laws and regulations require the Company to remove or remedy the effect on 
the environment of the disposal or release of specified substances at current and former operating sites. 

In 2004, Chesapeake received a Certificate of Completion for the remedial work performed at a former 
manufactured gas plant site located in Dover, Delaware. Chesapeake is also currently participating in the 
investigation, assessment or remediation of two additional former manufactured gas plant sites located in 
Maryland and Florida. The Company has accrued liabilities for the three sites, referred to, respectively, as 
the Dover Gas Light, Salisbury Town Gas Light and the Winter Haven Coal Gas sites. The Company has 
been in discussions with the Maryland Department of the Environment ("MDE") regarding a fourth former 
manufactured gas plant site located in Cambridge, Maryland. The following discussion provides details on 
each site. 

Dover Gas Light Site 
The Dover Gas Light site is a former manufactured gas plant site located in Dover, Delaware. On 
January 15, 2004, the Company received a Certificate of Completion of Work from the United States 
Environmental Protection Agency ("EPA") regarding this site. This concluded Chesapeake's remedial 
action obligation related to this site and relieves Chesapeake from liability for future remediation at the 
site, unless previously unknown conditions are discovered at the site, or information previously 
unknown to the EPA is received that indicates the remedial action that has been taken is not 
sufficiently protective. These contingencies are standard and are required by the EPA in all liability 
settlements. 

The Company has reviewed its remediation costs incurred to date for the Dover Gas Light site and 
has concluded that all costs incurred have been paid. The Company does not expect any future 
environmental expenditure for this site. Through June 30, 2008, the Company has incurred 
approximately $9.67 million in costs related to environmental testing and remedial action studies at 
the site. Approximately $9.73 million has been recovered through June 2008 from other parties or 
through rates. As of June 30, 2008, a regulatory liability of approximately $68,000, representing the 
over-recovery portion of the clean-up costs, has been recorded. The over-recovery is temporary and 
will be refunded by the Company to customers in future rates. 

Salisbury Town Gas Light Site 
In cooperation with the MDE, the Company has completed remediation of the Salisbury Town Gas 
Light site, located in Salisbury, Maryland, where it was determined that a former manufactured gas 
plant had caused localized ground-water contamination. During 1996, the Company completed 
construction and began Air Sparging and Soil-Vapor Extraction ("AS/SVE") remediation procedures. 
Chesapeake has been reporting the remediation and monitoring results to the MDE on an ongoing 
basis since 1996. In February 2002, the MDE granted permission to decommission permanently the 
AS/SVE system and to discontinue all on-site and off-site well monitoring, except for one well that is 
being maintained for continued product monitoring and recovery. Chesapeake has requested a No 
Further Action determination and is awaiting such a determination from the MDE. 

Through June 30, 2008, the Company has incurred approximately $2.9 million for remedial actions 
and environmental studies atthe Salisbury Town Gas Light site. Of this amount, approximately $1.94 
million has been recovered through insurance proceeds or in rates. On September 26, 2006, the 
Company received approval from the Maryland PSC to recover, through its rates charged to 
customers, $1.02 million of incurred environmental remediation costs. As of June 30, 2008, a 
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regulatory asset of approximately $956,000 has been recorded to represent the remaining under­
recovery portion of the clean-up costs. 

Winter Haven Coal Gas Site 
The Winter Haven Coal Gas site is located in Winter Haven, Florida. Chesapeake has been working 
with the Florida Department of Environmental Protection ("FDEP") in assessing this coal gas site. In 
May 1996, the Company filed with the FDEP an AS/SVE Pilot Study Work Plan (the "Work' Plan") for 
the Winter Haven Coal Gas site. After discussions with the FDEP, the Company filed a modified Work 
Plan, which contained a description of the scope of work to complete the site assessment activities 
and a report describing a limited sediment investigation performed in 1997. In December 1998, the 
FDEP approved the modified Work Plan, which the Company completed during the third quarter of 
1999. In February 2001, the Company filed a Remedial Action Plan ("RAP") with the FDEP to address 
the contamination of the subsurface soil and ground-water in a portion of the site. The FDEP 
approved the RAP on May 4, 2001 Construction of the AS/SVE system was completed in the fourth 
quarter of 2002, and the system remains fully operational. 

Through June 30,2008, the Company has incurred approximately $1.8 million of environmental costs 
associated with this site. At June 30, 2008, the Company had accrued a liability of $751 ,000 related to 
this site, offsetting: (a) $64,000 collected through rates in excess of costs incurred and (b) a regulatory 
asset of approximately $815,000, representing the uncollected portion of the estimated clean-up 
costs. The Company expects to recover the remaining clean-up costs through rates. 

The FDEP has indicated that the Company may be required to remediate sediments along the 
shoreline of Lake Shipp, immediately west of the Winter Haven Coal Gas site. Based on studies 
performed to date, the Company objects to the FDEP's suggestion that the sediments have been 
contaminated and will require remediation. The Company's early estimates indicate that some ofthe 
corrective measures discussed by the FDEP may cost as much as $1 million. Given the Company's 
view as to the absence of ecological effects, the Company believes that cost expenditures of this 
magnitude are unwarranted and plans to oppose any requirement that it undertake cOrrective 
measures in the offshore sediments. Chesapeake antiCipates that it will be several years before this 
issue is resolved. At this time, the Company has not recorded a liability for sediment remediation. The 
outcome of this matter cannot be predicted at this time. 

Other 
The Company is in discussions with the MDE regarding a manufactured gas plant site located in 
Cambridge, Maryland. The outcome of this matter cannot be determined at this time; therefore, the 
Company has not recorded an environmental liability for this location. 

Other Commitments and Contingencies 

Natural Gas and Propane Supply 
The Company's natural gas and propane distribution operations have entered into contractual 
commitments to purchase gas from various suppliers. The contracts have various expiration dates. In 
March 2008, the Company renewed its contract with an energy marketing and risk management 
company to manage a portion of the Company's natural gas transportation and storage capacity. This 
new contract expires on March 31,2009. 

Corporate Guarantees 
The Company has issued corporate guarantees to certain vendors of its propane wholesale marketing 
subsidiary and its Florida natural gas supply management subsidiary. These corporate guarantees 
provide for the payment of propane and natural gas purchases in the event of either subsidiary's 
default. Neither of these subsidiaries has ever defaulted on its obligations to pay its suppliers. The 

13 



liabilities for these purchases are recorded in the Consolidated Financial Statements when incurred. 
The aggregate amount guaranteed at June 30, 2008 was $24.2 million, with the guarantees expiring 
on various dates in 2008 and the first six months of 2009. 

In addition to the corporate guarantees, the Company has issued a letter of credit to its primary 
insurance company for $775,000, which expires on May 31, 2009. The letter of credit is provided as 
security to satisfy the deductibles under the Company's various insurance policies. There have been 
no draws on this letter of credit as of June 30, 2008. 

Internal Revenue Service Audit 

The Internal Revenue Service ("IRS") is in the process of auditing our consolidated federal tax return 
for the year ended December 31,2005. On July 5, 2008, the Company received a notice of proposed 
adjustments from the IRS related to the 2005 tax year as a result of this audit. The Company 
increased its tax accrual by $50,000 in the second quarter of 2008 for uncertain tax positions as 
defined by FASB Interpretation No. 48, "Uncertainty in Income Taxes ("FIN 48"):' related to this notice. 
The Company is continuing its discussions with the IRS concerning the proposed adjustments and 
believes that the final resolution of these adjustments will not have a material adverse effect on the 
financial condition or results of operations of the Company. 

Application of SFAS No. 71 
Certain assets and liabilities of the Company are accounted for in accordance with SFAS No. 71 ­
"Accounting for the Effects of Certain Types of Regulation." SFAS No. 71 provides guidance for public 
utilities and other regulated operations where the rates (prices) charged to customers are subject to 
regulatory review and approval. Regulators sometimes include allowable costs in a period other than 
the period in which the costs would be charged to expense by an unregulated enterprise. That 
procedure can create assets, reduce assets, or create liabilities for the regulated enterprise. For 
financial reporting, an incurred cost for which a regulator permits recovery in a future period is 
accounted for like an incurred cost that is reimbursable under a cost-reimbursement type contract. 
The Company believes that all regulatory assets as of June 30, 2008 are probable of recovery through 
rates. If the Company were required to terminate the application of SFAS No. 71 to its regulated 
operations, all such deferred amounts would be recognized in the income statement at that time. This 
would result in a charge to earnings, net of applicable income taxes, which could be material. 

Other 
The Company is involved in certain legal actions and claims arising in the normal course of business. 
The Company is also involved in certain legal and administrative proceedings before various 
governmental agencies concerning rates. In the opinion of management, the ultimate disposition of 
these proceedings will not have a material effect on the consolidated financial position, results of 
operations or cash flows of the Company. 

5. Recent Authoritative Pronouncements on Financial Reporting and Accounting 

Recent accounting pronouncements: 

In December 2007, the Financial Accounting Standards Board ("FASB") issued Statement of Financial 
Accounting Standards No. 141 (revised 2007) "Business Combinations" ("SFAS 141 (R)"). SFAS 141 (R) 
retains the fundamental requirements of the original pronouncement requiring that the purchase method 
be used for all business combinations. SFAS 141 (R) defines the acquirer as the entity that obtains control 
of one or more businesses in the business combination, establishes the acquisition date as the date that 
the acquirer achieves control and requires the acquirer to recognize the assets acquired, liabilities 
assumed and any non-controlling interest at their fair values as of the acquisition date. SFAS 141 (R) also 
requires that acquisition-related costs be expensed as incurred. SFAS 141 (R) is effective for fiscal years 
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beginning after December 15, 2008. The Company does not expect the adoption of SFAS 141 (R) to have 
a material impact on its current consolidated financial position and results of operations. However, 
depending upon the size, nature and complexity of future acquisition transactions, the adoption of SFAS 
141 (R) could materially affect the Company's consolidated financial statements. 

In December 2007, the FASB issued FASB Statement No. 160, "Noncontrolling Interests in Consolidated 
Financial Statements," an amendment of ARB No. 51 ("SFAS 160"). SFAS 160 changes the accounting 
and reporting for minority interests, which will be recharacterized as noncontrolling interests and classified 
as a component of equity. This new consolidation method significantly changes the accounting for 
transactions with minority interest holders. SFAS 160 is effective for fiscal years beginning after December 
15, 2008. No other entity has a minority interest in any of the Company's subsidiaries; therefore, the 
Company does not expect the adoption of SFAS 160 to have an impact on its current consolidated 
financial position and results of operations. 

In March 2008, the FASB issued SFAS No. 161, "Disclosures about Derivative Instruments and Hedging 
Activities, an amendment of FASB Statement No. 133" ("SFAS 161 "). This new standard requires 
enhanced disclosures for derivative instruments, including those used in hedging activities. It is effective 
for fiscal years and interim periods beginning after November 15, 2008, and will be applicable to the 
Company in the first quarter of fiscal 2009. The Company is assessing the potential impact that the 
adoption of SFAS 161 may have on its financial statements. 

In April 2008, the FASB issued FASB Staff Position ("FSP") FAS 142-3, "Determination of the Useful Life 
of Intangible Assets." This FSP amends the factors that should be considered in developing renewal or 
extension assumptions used to determine the useful life of a recognized intangible asset under FASB 
Statement No. 142, "Goodwill and Other Intangible Assets" ("SFAS 142"). The intent of this FSP is to 
improve the consistency between the useful life of a recognized intangible asset under SFAS 142 and the 
period of expected cash flows used to measure the fair value ofthe asset under SFAS 141R, and other 
GAAP. This FSP is effective for financial statements issued for fiscal years beginning after December 15, 
2008, and interim periods within those fiscal years. Early adoption is prohibited. The Company is currently 
evaluating the potential impact the new pronouncement will have on its consolidated financial statements. 

In May 2008, the FASB issued SFAS No. 162, "The Hierarchy of Generally Accepted Accounting 
Principles." This standard is intended to improve financial reporting by identifying a consistent frameWOrk, 
or hierarchy, for selecting accounting principles to be used in preparing financial statements that are 
presented in conformity with generally accepted accounting principles in the United States for non­
governmental entities. SFAS No. 162 is effective 60 days following approval by the U.S. Securities and 
Exchange Commission of the Public Company Accounting Oversight Board's amendments to AU 
Section 411, "The Meaning of Present Fairly in Conformity with Generally Accepted Accounting 
Principles." We do not expect SFAS No. 162 to have a material impact on the preparation of our 
consolidated financial statements. 

In May 2008, the FASB issued FASB Staff Position ("FSP") APB 14-1, "Accounting for Convertible Debt 

Instruments That May Be Settled in Cash upon Conversion (Including Partial Cash Settlement)." FSP 


. APB 14-1 clarifies that convertible debt instruments that may be settled in cash upon either mandatory or 

optional conversion (including partial cash settlement) are not addressed by paragraph 12 of APB Opinion 

No. 14, "Accounting for Convertible Debt and Debt issued with Stock Purchase Warrants." In addition, 

FSP APB 14-1 speCifies that issuers of such instruments should separately account for the liability and 

equity components in a manner that will reflect the entity's nonconvertible debt borrowing rate when 

interest cost is recognized in subsequent periods. FSP APB 14-1 is effective for financial statements 

issued for fiscal years beginning after December 15, 2008, and interim periods within those fiscal years. 

The Company is assessing the potential impact that the adoption of FSP APB 14-1 may have on its 

financial statements. 
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In June 2008, the FASB issued FASB Staff Position (FSP) EITF 03-6-1, "Determining Whether 
Instruments Granted in Share-Based Payment Transactions Are Participating Securities." This FSP 
clarifies that all outstanding unvested share-based payment awards that contain rights to nonforfeitable 
dividends participate in undistributed eamings with common shareholders. Awards of this nature are 
considered participating securities and the two-class method of computing basic and diluted eamings per 
share must be applied. This FSP is effective for fiscal years beginning after December 15, 2008. The 
Company is currently evaluating the potential impact the new pronouncement will have on its consolidated 
financial statements. 

In June 2008, the FASB ratified EITF Issue No. 07-5, "Determining Whether an Instrument (or an 
Embedded Feature) Is Indexed to an Entity's Own Stock" (EITF 07-5). EITF 07-5 provides that an entity 
should use a two step approach to evaluate whether an equity-linked financial instrument (or embedded 
feature) is indexed to its own stock, including evaluating the instrument's contingent exercise and 
settlement provisions. It also clarifies the impact of foreign currency denominated strike prices and 
market-based employee stock option valuation instruments on the evaluation. EITF 07-5 is effective for 
fiscal years beginning after December 15,2008. The Company is currently evaluating the potential impact 
the new pronouncement will have on its consolidated financial statements. 

In June 2008, the FASB ratified EITF Issue No. 08-3, "Accounting for Lessees for Maintenance Deposits 
Under Lease Arrangements" (EITF 08-3). EITF 08-3 provides guidance for accounting for nonrefundable 
maintenance deposits. It also provides revenue recognition accounting guidance for the lessor. EITF 08­
3 is effective for fiscal years beginning after December 15, 2008. The Company is currently evaluating the 
potential impact the new pronouncement will have on its consolidated financial statements. 

During the first six months of 2008, the Company adopted the following accounting standards: 

Effective January 1,2008, Chesapeake adopted FSP No. FIN 39-1, "Amendment of FASB Interpretation 
No. 39" ("FSP FIN 39-1 "). FSP FIN 39-1 modifies FIN No. 39, "Offsetting of Amounts Related to Certain 
Contracts," and permits companies to offset cash collateral receivables or payables with net derivative 
positions under certain circumstances. Based on the derivative contracts entered into to date, the adoption 
of this FSP did not have a material effect on our consolidated financial statements. 

In September 2006, the FASB issued SFAS No. 157, "Fair Value Measurements." SFAS No. 157 provides 
guidance for using fair value to measure assets and liabilities. It also responds to investors' requests for 
expanded information about the extent to which companies' measure assets and liabilities at fair value, 
the information used to measure fair value, and the effect of fair value measurements on earnings. SFAS 
No. 157 applies whenever other standards require (or permit) assets or liabilities to be measured at fair 
value and does not expand the use of fair value in any new circumstances. In February 2008, the FASB 
issued FASB Staff Position 157-1, "Application of FASB Statement No. 157 to FASB Statement No. 13 
and Other Accounting Pronouncements That Address Fair Value Measurements for Purposes of Lease 
Classification or Measurement under Statement 13" ("FSP 157-1") and FSP 157-2, "Effective Date of 
FASB Statement No. 157" ("FSP 157-2"). FSP 157-1 amends SFAS No. 157 to remove certain leasing 
transactions from its scope. FSP 157-2 delays the effective date of SFAS No. 157 until fiscal years 
beginning after November 15, 2009 for all non-financial assets and non-financial liabilities, except for 
items that are recognized or disclosed at fair value in the financial statements on a recurring basis. These 
nonfinancial items include assets and liabilities such as reporting units measured at fair value in a goodwill 
impairmenttest and nonfinancial assets acquired and liabilities assumed in a business combination. SFAS 
No. 157 was effective for financial statements issued for fiscal years beginning after November 15, 2007 
and was adopted by the Company, as it applies to its financial instruments, effective January 1,2008. The 
adoption of SFAS No. 157 did not have any financial impact on the Company's consolidated financial 
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statements. The disclosures required by SFAS 157 are discussed in Note 11 - Fair Value of Financial 
Instruments of the unaudited Condensed Consolidated Financial Statements. 

In February 2007, the FASB issued SFAS No. 159, "The Fair Value Option for Financial Assets and 
Financial Liabilities -Including an amendment of FASB Statement No. 115," which permits entities to elect 
to measure at fair value many financial instruments and certain other items that are not currently required 
to be measured at fair value. This election is irrevocable. SFAS No. 159 was effective in the first quarter of 
fiscal 2008. The Company has not elected to apply the fair value option to any of its financial instruments. 
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6. 	 Segment Information 
Chesapeake uses the management approach to identify operating segments. The Company organizes its 
business around differences in products or services, and the operating results of each segment are 
regularly reviewed by the Company's chief operating decision maker in order to make decisions about the 
allocation of resources and to assess performance. The following table presents information about the 
Company's reportable segments. The table excludes financial data related to our distributed energy 
company, which was reclassified to discontinued operations for each period presented. The impact of 
discontinued operations is discussed within Note 12 "Discontinued Operations" of the unaudited 
Condensed Consolidated Financial Statements. 

Three Months Ended Six Months Ended 

For the Periods Ended June 30, 2008 2007 2008 2007 

Operating Revenues, Unaffiliated Customers 
Natural gas $53,773,960 $39,287.667 $122,596,489 $104,719,271 
Propane 11,488,807 9,494,170 39,296,608 34,416,570 
Advanced information services 3,794,192 3,720,083 7,437,362 6,892,971 
other 

Total operating revenues, unaffiliated customers $69,056,959 $52,501,920 $169,330,459 $146,028,812 

Intersegment Revenues (1) 

Natural gas $104,519 $78,087 $210,372 $156,150 
Propane 1,349 406 
Advanced information services 28,083 95,991 36,051 228,226 
other 163,073 154,623 326, 148 309,246 

Total intersegment revenues $295,675 $328,701 $573,920 $694.028 

Operating Income (Loss) 
Natural gas $4,736,363 $3,992,282 $15,205,387 $ 1 3,608,264 
Propane (624,699) (545,898) 2,819,436 4,327,658 
Advanced information services 137,077 178,708 174,941 227,528 
other and elimination\> 8O!698 72,973 170,390 148,188 

Total operating income $4,329,439 $3,698,065 $18,370,154 $18,311,638 

other Income 63,507 234,194 81,097 290,675 
Interest Charges 1,388,735 1,594,701 2,982,106 3,193,951 
Income Taxes 1,185,287 849,877 6,075!879 5,909,199 

Net income from continuing operations $1,818,924 $1,487,681 $9,393,266 $9,499,163 

P) All significant intersegment revenues are billed at market rates and have been 
eliminated from consolidated revenues, 

June 30, December 31, 
2008 2007 

Identifiable Assets 
Natural g.as $276,404,244 $273,500,890 
Propane 108,722,729 94,966,212 
Advanced information services 2,820,065 2,507,910 
other 12,915,716 10,533,511 

Total identifiable assets $400,862,754 $381,508,523 

The Company's operations are primarily domestic, The advanced information services segment has 
infrequent transactions with foreign companies, located primarily in Canada, which are denominated 
and paid in U,S, dollars. These transactions are immaterial to the consolidated revenues. 
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7. 	 Employee Benefit Plans 
Net periodic benefit costs for the defined benefit pension plan, the executive excess benefit plan and other 
post-retirement benefits are shown below: 

Defined Benefit Executive Excess Defined Other Post-Retirement 
Pension Plan Benefit Pension Plan Benefits 

For the Three Months Ended June 30, 2008 2007 2008 2007 2008 2007 

Service Cost $ - $ $ $ $ 896 $ 2,529 

Interest Cost 148,431 155,514 31,382 30,841 27,566 23,233 

Expected return on pian assets (156,475) (174,100) 
Amortization of prior service cost (1,175) (1,175) 

Amortization of net loss 11,611 12,933 ~215 41,640 
Net periodic (beneftt) cost $ (9.219) $ (19,761) $ 42,993 $ 43,774 $ 74,676 $ 67,402 

Defined Benefit Executive Excess Defined Other Post-Retirement 
Pension Plan Benefit Pension Ptan Benefits 

For the Six Months Ended June 30. 2008 2007 2008 2007 2008 2007 
Service Cost $ - $ $ $ $ 1,792 $5,057 
Interest Cost 296,862 311,029 62,763 61,681 55.129 46,467 
Expected return on pian assets (312,950) (348,199) 
Amortization of prior service cost (2,350) (2,350) 

Amortization of net loss 23,222 25,867 921430 83,280 
Net periodic (beneftt) cost $ (18.438) $ (39,520) $ 85.985 $ 87,548 $ 149,351 $ 134,804 

As disclosed in the December 31,2007 financial statements, no contributions are expected to be required 
in 2008 for the defined benefit pension plan. The cost of the executive excess retirement benefit plan and 
the other post-retirement benefit plans are unfunded and are expected to be paid out ofthe general funds 
of the Company. Cash benefits paid under the executive excess retirement benefit plan for the three 
months and six months ended June 30, 2008 were $22.300 and $44,600, respectively; for the year 2008, 
such benefits paid are expected to be $89,200. The Company incurred a credit of $8,500 for post­
retirement benefits for medical claims for the three months ended June 30, 2008 compared to cash 
benefits paid of $17,000 for the first six months of 2008; for the year 2008, the Company has estimated 
that such benefits to be paid are $196,000. The credit incurred in the second quarter of 2008 is the result 
of being reimbursed for claims that were previously paid in 2007. 

8. 	 Investments 
The investment balance at June 30, 2008 represents a Rabbi Trust associated with the Company's 
Supplemental Executive Retirement Savings Plan. In accordance with SFAS No. 115, "Accounting for 
Certain Investments in Debt and Equity Securities," the Company classifies these investments as trading 
securities. As a result, the Company is required to report the securities at their fair value, with any 
unrealized gains and losses included in other income, The Company also has an associated liability that is 
recorded and adjusted each month for the gains and losses incurred by the Trust. At June 30, 2008, total 
investments had a fair value of $1.9 million. 

9. 	 Share-Based Compensation 
The Company accounts for its share-based compensation arrangements under SFAS No. 123 (revised 
2004), "Share Based Payments" ("SFAS 123R"), which requires companies to record compensation costs 
for all share-based awards over the respective service period for which employee services are received in 
exchange for an award of equity or equity-based compensation. The compensation cost is based on the 
fair value of the grant on the date it was awarded. The Company currently has two share-based 
compensation plans, the Directors Stock Compensation Plan ("DSCP") and the Performance Incentive 
Plan ("PIP"), that require accounting under SFAS 123R. 

19 



The table below presents the amounts included in net income related to share-based compensation 
expense for the restricted stock awards issued under the DSCP and the PIP for the three and six months 
ended June 30, 2008 and 2007. 

Three Months Ended Six Months Ended 
For the ~eriods ended June 30, 200S 2007 2008 2007 
Directors Stock Compensation Plan $ 45,893 $ 45,230 $ 91,786 $ 89,134 
Performance Incentive Plan 198,984 214,373 384,342 416,308 
Total compensation expense 244,877 259,603 476,128 505,442 
Less: tax benefit 97,507 101,245 189,588 197,122 
SFAS 123R amounts included in net income $ 147,370 $ 158,358 $ 286,540 $ 308,320 

10. Stockholders' Equity 

The changes in common stock,shares issued and outstanding are shown below: 


Forthe Six For the Twelve 
Months Ended Months Ended 

June 30, December 31, 
2008 2007 

Common 'Stock shares issued and outstanding (1) 

Shares issued ­ beginning of period balance 6,777,410 6,688,084 
Dividend Reinvestment Plan (2) 7,275 35,333 
Retirement Savings Plan 2,206 29,563 
Conversion of debentures 3,231 8,106 
Employee award plan 250 350 
Stock based compensation (") 24,333 15,974 

Shares issued ­ end of period balance (4) 6,814,705 6,777,410 

Treasury shares ­ beginning of period balance 
Purchases (1,103) 
Deferred Compensation Plan 1,103 
Other issuances 

Treasury Shares ­ end of period balance 

Total Shares Outstanding 6,814,705 6,777,410 

(1) 12,000,000 shares are authorized at a par value of $0.4867 per share. 
(2) Includes shares purchased w~h reinvested dividends and optional cash payments. 
(3) Includes shares issued for Drectors compensation and Performance Incentive Plan. 
(4) Includes 00,870 and 57,309 shares at June 30, 2008 and December 31,2007, respectively, held 


in a Rabbi Trust established by the Company relating to the Deferred Compensation Plan. 


11. Fair Value of Financial Instruments 

The Company adopted SFAS No. 157 effective January 1, 2008 for financial assets and liabilities 
measured on a recurring basis. SFAS No. 157 applies to all financial assets and financial liabilities that are 
being measured and reported on a fair value basis. There was no impact from adoption of SFAS No. 157 
to the unaudited condensed consolidated balance sheets and statements of income. The primary effect of 
SFAS No. 157 on the Company was to expand the required disclosures pertaining to the methods used to 
determine fair values. 
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SFAS No. 157 establishes a fair value hierarchy that prioritizes the inputs to valuation methods used to 
measure fair value. The hierarchy gives the highest priority to unadjusted quoted prices in active markets 
for identical assets or liabilities (Level 1 measurements) and the lowest priority to unobservable inputs 
(Level 3 measurements). The three levels of the fair value hierarchy under SFAS 157 are as follows: 

Level 1 : Unadjusted quoted prices in active markets that are accessible at the measurement date for 
identical, unrestricted assets or liabilities; 

Level 2: Quoted prices in markets that are not active, or inputs which are observable, either directly or 
indirectly, for substantially the full term of the asset or liability; and 

Level 3: Prices or valuation techniques that require inputs that are both significant to the fair value 
measurement and unobservable (I.e. supported by little or no market activity). 

The following table summarizes the Company's financial assets and liabilities that are measured at fair 
value on a recurring basis and the fair value measurements by level within the fair value hierarchy used at 
June 30, 2008: 

Fair Value Measurements Using: 

Signlficant 
Quoted Prices Other SignifICant 

in Active Observable Unobservable 
Markets Inputs Inputs 

(in thousands) Fair Value (Level 1) , (Level2) (Level 3) 
Assets: 

Investments $1,911 $1,911 $ $ ­
Mark-to-market energy assets 7,015 7,015 

liabilities: 
Mark-to-market energy liabilities 6,478 6,478 

The following valuation techniques were used to measure fair vCllue assets in the table above on a 
recurring basis as of June 30, 2008: 

Level 1 Fair Value Measurements: 

Investments - The fair values of these available-for-sale securities are recorded at fair value based on 

unadjusted quoted prices in active markets for identical securities. 


Level 2 Fair Value Measurements: 

Mark-to-market energy assets and liabilities - These forward contracts are valued using broker or 

dealer quotations, or market transactions in either the listed or OTC mark ets. 


The Company's adoption of SFAS No. 157 applies only to its financial instruments. The adoption did not 
apply to those non-financial assets and non-financial liabilities delayed under FSP No. 157-2, which will be 
implemented for the fiscal years beginning after November 15,2009. 

12. 	Discontinued Operations 
During the quarter ended September 30, 2007, the Company decided to close its distributed energy 
services subsidiary, OnSight Energy, LLC ("OnSight"), as it had experienced operating losses since its 
inception in 2004. As a result of these actions, the financial data related to OnSight is presented as 
discontinued operations for all periods presented. The discontinued operations did not have any impact on 
the Company's condensed consolidated financial statements during the three and six months ended June 
30,2008 compared to net losses of $6,000 and $26,000 for the three and six months ended June'30, 
2007. 
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Item 2. Management's Discussion and Analysis of Financial Condition and Results of Operations 

Management's Discussion and Analysis of Financial Condition and Results of Operations ("MD&A") is 
designed to provide a reader of the financial statements with a narrative report on the Company's financial 
condition, results of operations and liquidity. This discussion and analysis should be read in conjunction with 
the attached unaudited condensed consolidated financial statements and notes thereto and Chesapeake's 
Annual Report on Form 1 O-K for the year ended December 31, 2007, including the audited consolidated 
financial statements and notes contained in the Form 10-K. 

Safe Harbor for Forward-Looking Statements 
Chesapeake Utilities Corporation has made statements in this Form 10-0 that are considered to be "forward­
looking statements" within the meaning of the Private Securities Litigation Reform Act of 1995. These 
statements are not matters of historical fact and are typically identified by words such as, but not limited to, 
"believes," "expects," "intends," "plans," and similar expressions, or future or conditional verbs such as "may," 
"will," "should," "would," and "could." These statements relate to matters such as customer growth, changes in 
revenues or gross margins, capital expenditures, environmental remediation costs, regulatory trends and 
decisions, market risks associated with our propane operations, the competitive position of the Company and 
other matters. It is important to understand that these forward-looking statements are not guarantees, but are 
subject to certain risks and uncertainties and other important factors that could cause actual results to differ 
materially from those in the forward-looking statements. The factors that could cause actual results to differ 
materially from the Company's expectations include, but are not limited to: 

• 	 the temperature sensitivity of the natural gas and propane businesses; 
• 	 the effects of spot, forward, futures market prices, and the Company's use of derivative 

instruments on the Company's distribution, wholesale marketing and energy trading businesses; 
• 	 the amount and availability of natural gas and propane supplies; 
• 	 the access to interstate pipelines' transportation and storage capacity and the construction of new 

facilities to support future growth; 
• 	 the effects of natural gas and propane commodity price changes on the operating costs and 

competitive positions of our natural gas and propane distribution operations; 
• 	 third-party competition for the Company's unregulated and regulated businesses; 
• 	 changes in federal, state or local regulation and tax requirements, including deregulation; 
• 	 changes in technology affecting the Company's advanced information services segment; 
• 	 changes in credit risk and credit requirements affecting the Company's energy marketing 

subsidiaries; 
• 	 the effects of accounting changes; 
• 	 changes in benefit plan assumptions; 
• 	 the cost of compliance with environmental regulations or the remediation of environmental 

damage; 
• 	 the effects of general economic conditions, including interest rates, on the Company and its 

customers; 
• 	 the ability of the Company's new and planned facilities and acquisitions to generate expected 

revenues; 
• 	 the ability of the Company to construct facilities at or below estimated costs; 
• 	 the Company's ability to obtain the rate relief and cost recovery requested from regulators and the 

timing of the requested regulatory actions; 
• 	 the Company's ability to obtain necessary approvals and permits from regulatory agencies on a 

timely basis; 
• 	 the impact of inflation on the results of operations, cash flows, financial position and on the 

Company's planned capital expenditures; 
• 	 inability to access financial markets to a degree that may impair future growth; and 
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• 	 operating and litigation risks that may not be covered by insurance. 

Overview 
Chesapeake is a diversified utility company engaged, directly or through subsidiaries, in natural gas 
distribution, transmission and marketing, propane distribution and wholesale marketing, advanced information 
services and other related businesses. For additional information regarding segments, refer to Note 6, 
Segment Information, of the Notes to the Condensed Consolidated Financial Statements in this Quarterly 
Report on Form 10-Q. 

The Company's strategy is focused on growing the eamings produced from a stable utility foundation and 
investing in related businesses and services that provide opportunities for returns greater than traditional 
utility returns. The key elements of this strategy include: 

• 	 executing a capital investment program in pursuit of organic growth opportunities that generate 
returns equal to or greater than our cost of capital; 

• 	 expanding the natural gas distribution and transmission business through expansion into new 
geographic areas in our current service territories; 

• 	 expanding the propane distribution business in existing and new markets by leveraging our 
community gas system services and our bulk delivery capabilities; 

• 	 utilizing the Company's expertise across our various. businesses to improve overall performance; 
• 	 enhancing marketing channels to attract new customers; 
• 	 providing reliable and responsive customer service to retain existing customers; 
• 	 maintaining a capital structure that enables the Company to access capital as needed; and 
• 	 maintaining a consistent and competitive dividend for shareholders. 

Due to the seasonality of the Company's business, results for interim periods are not necessarily indicative of 
results for the entire fiscal year. Revenue and. earnings are typically greater during the Company's first and 
fourth quarters, when consumption of natural gas and propane is highest due to colder temperatures. 

Results of Operations for the Quarter Ended June 30, 2008 
The following discussions on operating income and segment results for the three months ended June 30, 2008 
and 2007 include use of the term "gross margin." Gross margin is determined by deducting the cost ofsales 
from operating revenue. Cost ofsales includes the purchased gas cost for natural gas and propane and the 
cost of labor spent on direct revenue-producing activities. Gross margin should not be considered an 
alternative to operating income ornet income, which are determined in accordance with GAAP. Chesapeake 
believes that gross margin, although a non-GAAP measure, is useful and meaningful to investors as a basis 
for making investment decisions. It provides investors with information that demonstrates the profitability 
achieved by the Company under its allowed rates for regulated operations and under its competitive pricing 
structure for non-regulated segments. Chesapeake's management uses gross margin in measuring 
performance ofits business units and has historically analyzed and reported gross margin information publicly. 
Other companies may calculate gross margin in a different manner. 
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Consolidated Overview 
The Company's net income for the quarter ended June 30,2008 increased $337,000, or 23 percent, compared 
to the same period in 2007. The Company earned a net income of approximately $1.8 million, or $0.27 per 
share (diluted) during the quarter compared to a net income of approximately $1.5 million, or $0.22 per share 
(diluted) during the same quarter in 2007. 

For the Three Months Ended June 30, 2008 2007 Change 
Net Income (Loss) 

Continuing operations $1,818,924 $1,487,681 $331,243 
Discontinued operations (5,891) 5,891 

Total Net Income $1,818,924 $1,481,790 $337,134 

Diluted Earnings Per Share 
Continuing operations $0.27 $0.22 $0.05 
Discontinued oe2rations 

lotal Dilutea Earnings Per share $0.27 $0.22 $0.05 

When compared to the second quarter of 2007, the Company was able to increase net income for the second 
quarter of 2008 by $337,000, despite taking a charge of $1.2 million to other operating expense in 2008 for 
costs relating to an unconsummated acquisition. The Company initiated discussions in the third quarter of 
2007 with a potential acquisition target. These discussions continued through the first part of the second 
quarter of 2008, at which time, we determined that we would not be able to complete the acquisition. In the 
course ofthese negotiations, the Company incurred certain accounting, legal and other professional fees and 
expenses, which were expensed in the second quarter of 2008 in accordance with SFAS 141 "Business 
Combinations." Absent the charge for the unconsummated acquisition, the Company estimates that net 
income would have increased by $1.1 million in the second quarter to $2.6 million, or $0.37 per share (diluted), 
compared to the same period in 2007. 

The period-over-period increase in net income reflects higher operating income from the Company's natural 
gas segment and lower interest expense, partially offset by a decrease in other income. 

For the Three Months Ended June 30, 2008 2007 Chanae 
Operating Income 

Natural Gas $4,736,363 $3,992,282 $744,081 
Propane (624,699) (545,898) (78,801) 
Advanced Information Services 137,077 178,708 (41,631) 
Other & Eliminations 80,698 72,973 7,725 

Operating Income 4,329,439 3,698,065 631,374 

Other Income 63,507 234,194 (170,687) 
Interest Charges 1,388,735 1,594,701 (205,966) 
Income Taxes 1,185,287 849,877 335,410 
Net Income from Continuing Operations 1,818,924 $1,487,681 $331,243 

The period-over-period increase in operating income resulted primarily from the following: 

• Growth in the number of customers and improved supply management techniques produced a 
period-over-period increase of 96 percent in gross margin for the Company's natural gas marketing 
operation. 

• Rate increases, lower depreciation allowances and lower asset removal cost allowances, approved 
in rate proceedings for the Company's Delmarva natural gas distribution and natural gas 
transmission operations, contributed $653,000 to operating income for the natural gas segment in 
the second quarter of 2008. 

24 



• 	 The Company's natural gas transmission and Delmarva natural gas distribution operations 
experienced a combined increase in interruptible service revenue of $392,000, net of required 
margin-sharing, in the second quarter of 2008 compared to the same period in 2007. 

• 	 New transportation capacity contracts implemented for the natural gas transmission operation in 
November 2007 provided $299,000 of additional gross margin in the second quarter of 2008. 

• 	 Despite a slowdown in the new housing market as a result of the unfavorable economic conditions in 
that market, the Delmarva natural gas distribution operations continued to experience strong period­
over-period customer growth with a five-percent increase in residential customers over the second 
quarter of 2007. In addition, the Delmarva natural gas distribution operations have been able to 
offset partially this slowdown with growth in commercial customers. Overall, these growth factors 
contributed $290,000 to the increase in gross margins for the Delmarva natural gas distribution 
operations in the second quarter of 2008. 

• 	 The average gross margin per retail gallon sold to customers increased $0.10 in the second quarter 
of 2008 for the Delmarva propane distribution operations, which contributed $307,000 to gross 
margins. This increase was partially offset by a decrease to gross margin of $222,000 as the 
Delmarva propane distribution operations experienced lower volumes delivered to customers during 
the second quarter of 2008 compared to the same period in 2007. 

• 	 Volatile wholesale propane prices in the second quarter of 2008 contributed to the gross margin 
increase of $207,000 for the Company's propane wholesale and marketing operation. 

Natural Gas 
The natural gas segment earned operating income of$4.7 million for the second quarter in 2008 compared to 
$4.0 million for the corresponding quarter in 2007, an increase of $744,000, or 19 percent. 

For the Three Months Ended June 30, 	 2008 
Revenue 
Cost of sales 
Gross margin 

Operations & maintenance 
Terminated acquisition costs 
Depreciation & amortization 
Other taxes 

$53,878,479 
38,945,802 
14,932,677 

6,524,529 
890,053 

1,654,980 
1,126,752 

2007 
$39,365,754 

26,130,962 
13,234.792 

6,440,171 

1,834,712 
967,627 

Change 
$14,512.725 

12,814,840 
1,697,885 

84,358 
890,053 

(179,732) 
159,125 

Other operating expenses 	 10,196,314 9,242,510 953,804 
Total Operatinc Income $4,736,363 $3,992,282 $744,081 

Statistical Data - Delmarva Peninsula 
Heating degree-days ("HDD"): 

Actual 481 527 (46) 
1 O-year average (normal) 490 496 (6) 

Estimated gross margin per HDD $1,937 $2,283 ($346) 

Per residential customer added: 
Estimated gross margin $372 $372 $0 
Estimated other operating expenses $106 $106 $0 

Residential Customer Information 
Average number of customers: 

Delmarva 45,540 43.331 2,209 
Florida 13,453 13,361 102 

Total 59,003 56.692 2,311 

Gross margin for the Company's natural gas segment increased by $1.7 million, or 13 percent, and other 
operating expenses increased by $954,000, or 10 percent, for the second quarter in 2008 compared to the 
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same period in 2007. The gross margin increases of $683,000 for the natural gas transmission operation, 
$556,000 for the natural gas distribution operations and $459,000 for the natural gas marketing operation are 
further explained below. 

Natural Gas Transmission 
The natural gas transmission operation achieved gross margin growth of $683,000, or 13 percent, in the 
second quarter of 2008 compared to the same period in 2007. The significant items contributing to the 
increase in gross margin include the following: 

• 	 New transportation capacity contracts implemented in November 2007 contributed $299,000 to gross 
margin in the second quarter of 2008 and are expected to generate a total annual increase in gross 
margin of $1.2 million above 2007 gross margin. 

• 	 Interruptible sales revenue, net of required margin-sharing, increased $324,000 in the second quarter 
of 2008 compared to the same period in 2007. Interruptible customers include large industrial 
customers whose service can be temporarily interrupted when necessary to meet the needs of firm 
customers. For the remainder of 2008, however, the Company expects its natural gas transmission 
operation to report a decrease of $192,000 in interruptible services revenue, compared to the 
corresponding period in 2007, because the operation reached its margin-sharing threshold in the 
second quarter of 2008; in 2007, it reached the threshold in the fourth quarter. Currently effective 
settlements in rate proceedings require the Company, upon reaching the margin-sharing threshold, to 
sh~re 90% of its interruptible natural gas transmission revenues with its customers. 

• 	 The implementation of rate case settlement rates, effective September 1, 2007, contributed an 
additional $42,000 to gross margins in the second quarter of 2008 compared to the same period in 
2007. The period-over-period increase in gross margin would have been larger, but for temporary 
implementation in May 2007 of rates, which were subject to refund, when the settled rates became 
effective on September 1 , 2007. A further discussion of the FERC rate proceeding is provided within 
the "Rates and Regulatory" section of Note 4, "Commitments and Contingencies," to these unaudited 
Condensed Consolidated Financial Statements. 

• 	 The remaining $18,000 increase in gross margin in the second quarter of 2008 is attributable to other 
various minor factors. 

An increase of $372,000 in other operating expenses partially offset the increased gross margin. The factors 
contributing to the increase in other operating expenses are as follow: 

• 	 Corporate costs allocated to the natural gas transmission operation increased $411 ,000 as a result of: 
(1) $341,000 for the allocation of a portion of the terminated acquisition costs previously discussed, 
and (2) the Company updating its annual corporate cost allocations. 

• 	 Incentive compensation costs increased by $61 ,000 as a result of the improved operating results in 
2008 compared to 2007. 

• 	 Rent and utility expenses increased $44,000 and $18,000, respectively, as Eastern Shore began 
incurring additional rental expense in January 2008 for a new office building. 

• 	 The increased level of capital investment caused increased property taxes of $75,000. 
• 	 Partially offsetting the previously mentioned increases was a decrease of $118,000 in depreciation 

expense and a decrease of $61,000 in regulatory expense. Both ofthese lower expenses are a result 
of the 2007 rate case. As part of the rate case settlement that became effective September 1,2007, 
the FERC approved a reduction in depreciation rates for Eastern Shore. Also, the Company incurred 
regulatory expenses in the second quarter of 2007 associated with the FERC rate proceeding. 

• 	 Other operating expenses relating to various items decreased collectively by approximately $58,000. 
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Natural Gas Distribution 
Gross margin for the Company's natural gas distribution operations increased by $556,000, or seven percent, 
for the second quarter in 2008 compared to the same period in 2007. The gross margin increasesof$481 ,000 
for the Delmarva natural gas distribution operations and $75,000 for the Florida natural gas distribution 
operations are further explained below. 

The Delmarva distribution operations experienced an increase of $481 ,000, or 10 percent, in gross margin. 
The significant items contributing to the increase in gross margin include the following: 

• 	 Continued residential and commercial customer growth contributed to increases in gross margin. 
Although the Company continues to see a slowdown in the new housing market as a result of the 
unfavorable market conditions in the housing market, the average number of residential customers on 
the Delmarva Peninsula increased by 2,209, or five percent, forthe second quarter of 2008 compared 
to the same period in 2007, and the Company estimates that these additional residential customers 
contributed approximately $180,000 to gross margin during the second quarter of 2008. The Company 
further estimates that a two percent growth in the number of its commercial customers during the 
second quarter of 2008 compared to the same period in 2007 contributed approximately $93,000 to 
gross margin during the second quarter of 2008. 

• 	 The Company's estimate for unbilled revenue for the second quarter of 2008 contributed $263,000 
more to gross margin than normal, partially due to the warmer weather experienced during the first 
quarter of 2008. 

• 	 Interruptible sales revenue, net of required margin-sharing, increased $68,000 in the second quarter 
of 2008 compared to the same period in 2007, as customers took advantage of lower natural gas 
prices in comparison to prices for alternative fuels. 

• 	 Partially offsetting these increases to gross margin was the negative impact of lower consumption per 
customer that reflects customer conservation efforts in light of higher energy costs and more energy­
efficient housing. The Company estimates that lower consumption reduced margins by $56,000 in the 
second quarter of 2008. 

• 	 The remaining $61,000 net increase in gross margin can be attributed to various factors, including the 
implementation of temporary rates by the Delaware division and lower industrial volumes. 

Gross margin for the Florida distribution operation increased by $75,000, or three percent, in the second 
quarter of2008 compared to the same period in 2007. This increase in gross margin is primarily due to higher 
volumes sold to non-residential customers and higher revenues from third-party natural gas marketers. 

Other operating expense for the natural gas distribution operations increased by $582,000 in the second 
quarter of 2008 compared to the same period in 2007. Among the key components of the increase were the 
following: 

• 	 Corporate costs allocated to the natural gas distribution operations increased $678,000 primarily due 
to $533,000 for the allocation of a portion of the terminated acquisition costs previously discussed. 

• 	 Incentive compensation increased $121,000 in the second quarter of 2008 as the Delmarva 
operations experienced improved earnings compared to the prior year. 

• 	 Property taxes increased by $57,000 as a result of the Company's continued capital investments. 
• 	 The allowance for uncollectible accounts increased $86,000 in 2008 compared to 2007 as a result of 

the adjustments to the reserve balances for historical collection practices. 
• 	 Depreciation expense and asset removal costs decreased $58,000 and $357,000, respectively, in the 

second quarter of 2008 compared to the same period in 2007, primarily as a result of the Delmarva 
operations's rate proceedings. These rate proceedings provided for lower depreCiation allowances 
and lower asset removal cost allowances, which resulted in reductions of $95,000 and $409,000 in 
depreciation expense and asset removal costs during the second quarter of 2008. A portion of this 
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reduction, or $77,000, represents adjustments to the amount reserved for refund as of March 31,2008 
based on the depreciation and asset removal cost allowances contained in the negotiated settlement 
agreements. 

• In addition, other operating expenses relating to various minor items increased by approximately 
$55,000. 

Natural Gas Marketing 
Gross margin for the natural gas marketing operation increased by $459,000, or 96 percent, for the second 
quarter of 2008 compared to the same period in 2007. The increase in gross margin was primarily the result of 
growth in the number of customers to which it provides supply management services and improved gas supply 
management techniques. Other operating expenses decreased slightly by $2,000 for the marketing operation; 
this decrease is attributable to lower payroll-related costs and benefits, which was partially offset by higher 
incentive compensation and higher corporate costs as $16,000 was allocated to the operation for a portion the 
terminated acquisition costs. 

Propane 
The propane segment experienced a decrease of $79,000, or 14 percent. in operating income for the second 
quarter of 2008 compared to the same period in 2007. Gross margin increased by $390,000, which was more 
than offset by an increase in other operating expenses of $469,000. Absent the terminated acquisition costs 
of $273,000 allocated to the propane segment, it would have reduced its operating loss by $194,000, or 35 
percent, for the second quarter of 2008 compared to the same period in 2007. 

For the Three Months Ended June 30, 2008 2007 Change 
Revenue $11,488,807 $9,494,170 $1,994,637 
Cost of sales 7,534,539 5,930,398 1,604,141 
Gross margin 3,954,268 3,563,772 390,496 

Operations & maintenance 3,463,047 
Terminated acquisition costs 
Depreciation & amortization 458,788 
Other taxes 187,835 

4,109,670 

Statistical Data - Delmarva Peninsula 
Heating degree-days ("HDDn): 

Actual 481 527 (46) 
1O-year average (normal) 490 496 (6) 

Estimated liiross marlilin per HDD $2,465 $1,974 $491 

The period-over-period decrease in operating income was due to higher other operating expenses, which 
resulted from the allocation of a portion of the terminated acquisition costs in the second quarter of 2008. 
Absent these costs, the propane segment would have earned a period-over-period increase in operating 
income of $194,000. The gross margin increases of $182,000 for the Delmarva propane distribution 
operations, $2,000 for the Florida propane distribution operations and $207,000 for the propane wholesale and 
marketing operation, are further explained below. 

Delmarva Propane Distribution 
The Delmarva propane distribution operation's increase in gross margin of $182,000 resulted from the 
following: 
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• 	 Gross margin increased by $307,000 in the second quarter of2008, compared to the same period in 
2007, because of a $0.10 increase in the average gross margin per retail gallon. This increase occurs 
when market prices rise at a greater rate than the Company's inventory price per galion. This trend 
reverses, as it did in the first quarter of 2008, when market prices of propane decrease and move 
closer to the Company's average inventory price per gallon. 

• 	 Temperatures on the Delmarva Peninsula were nine percent warmer in the second quarter of 2008 
compared to the same period in 2007, which contributed to a decrease of 156,000 gallons, or five 
percent, sold during this period in 2008 compared to the same period in 2007. The Company 
estimates that the warmer weather and decreased volumes sold had a negative impact of 
approximately $113,000 for the Delmarva propane distribution operation compared to the second 
quarter of 2007. 

• 	 Non-weather-related volumes sold in the second quarter of 2008 decreased by 176,000 gallons, or 
five percent. This decrease in gallons sold reduced gross margin by approximately $109,000 for the 
Delmarva propane distribution operation compared to the second quarter of 2007. Contributing to this 
decrease in gallons sold was customer conservation, a reduced number of customers and the timing 
of propane deliveries. 

• 	 The remaining $97,000 increase in gross margin can be attributed to various other factors, such as 
higher tank and meter rental fees. 

Total other operating expenses increased by $358,000 for the Delmarva propane operations in the second 
quarter of 2008, compared to the same period in 2007. The significant items contributing to this increase are 
explained below: 

• 	 Corporate costs allocable to the propane distribution operations increased $338,000 as a result of: (1) 
$227,000 for the allocation of a portion ofthe terminated acquisition costs previously discussed, and 
(2) the Company updating its annual corporate cost allocations. 

• 	 Vehicle fuel increased $53,000 as a result of rising gasoline and diesel fuel costs. 
• 	 The allowance for uncollectable aCcounts increased $31,000 due to increased revenues resulting 

from the higher cost of propane. 
• 	 Customer charges increased by $26,000 in the second quarter 2008 compared to the same period 

2007 as a result of added Community Gas Systems rCGS") customers. This expenditure will 
continue to increase as more CGS customers are added. 

• 	 Depreciation and amortization expense increased by $19,000 as a result ofthe Company's increase 
in capital investments over the prior year. 

• 	 The operation experienced lower expenses of $121,000 in the second quarter of 2008 compared to 
the same period in 2007 for propane tank recertifications and maintenance. The Company incurred 
these costs in 2007 to maintain compliance with U.S. Department of Transportation ("DOT") 
standards, which requires propane tanks or cylinders to be recertified twelve years from their date of 
manufacture and every five years after that. 

• 	 In addition, other operating expenses relating to various items increased collectively by approximately 
$12,000. 

Florida Propane Distribution 
The Florida propane distribution operation experienced a slight increase in gross margin of $2,000, or one 
percent. in the second quarter of 2008 compared to the same period in 2007. The higher gross margin is 
attributable to an increase of $15,000 based upon a higher average gross margin per retail gallon, which was 
partially offset by a decrease of $13,000 in service sales. Other operating expenses in the second quarter of 
2008, compared to the same period in 2007, increased by $65,000, primarily Glue to increases in depreCiation 
expense, allowance for uncollectible accounts and increased corporate costs as $20,000 was allocated to the 
operations for a portion of the terminated acquisition costs. 
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Propane Wholesale and Marketing 
Gross margin for the Company's propane wholesale marketing operation increased by $207,000, or 35 
percent, in the second quarter of 2008 compared to the same period in 2007. This increase reflects the larger 
number of market opportunities that arose in the second quarter of 2008 due to price volatility in the propane 
wholesale market, which exceeded the level of price fluctuations experienced in 2007. The increase in gross 
margin was partially offset by higher other operating expenses of $46,000, due primarily to higher payroll 
costs, including incentive compensation, and increased corporate costs as $26,000 was allocated to the 
operation for a portion of the terminated acquisition costs. 

Advanced Information Services 
The advanced information services segment experienced gross margin growth of approximately $114,000, or 
seven percent, and contributed operating income of $137,000 for the second quarter of 2008, a decrease of 
$42,000 compared to the same period in 2007. Absent the terminated acquisition costs of $64,000 allocated 
to the advanced information segment, it would have increased its operating income by $22,000, or 13 percent, 
for the second quarter of 2008 compared to the same period in 2007. 

For the Three Months Ended June 30, 2008 2007 ChanEle 
Revenue $3,822,274 $3,816,074 $6,200 
Cost of sales 2,059,375 2,166,963 (107,588) 
Gross margin 1,762,899 1.649,111 113,788 

Operations & maintenance 1,363,082 1,273,239 89,843 
Terminated acquisition costs 64,461 64,461 
Depreciation & amortization 38,583 35,248 3,335 
Other taxes 
Other oeeratiQg exeenses 
Total Operating Income 

159,696 
1,625,822 
$137,077 

161,916 
1.470

1
403 

$178,708 

12,2201 
155,419 

($41,631) 

The period-over-period increase in gross margin was attributable to lower cost of sales. Cost of sales 
decreased by $108,000 as the number of billable employees was reduced. Also, lower reimbursable 
expenses contributed to the reduction in cost of sales as employees performed less travel during the period, 

Other operating expenses increased by $155,000 in the second quarter of 2008, compared to the same period 
in 2007. This increase in operating expenses is attributable to payroll costs, payroll taxes, and increased 
corporate costs as $64,000 was allocated to the segment for a portion of the terminated acquisition costs. 
Payroll costs increased as a result of the increase in non-billable staffing levels added to support future 
growth. 

Other Business Operations and Eliminations 
Other operations, consisting primarily of subsidiaries that own real estate leased to other Company 
subsidiaries, generated an operating income of approximately $81,000 for the second quarter of 2008 
compared to an operating income of approximately $73,000 for the same period in 2007. 
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For the Three Months Ended June 30, 2008 2007 Change 
Revenue $163,074 $154,623 $8,451 
Cost of sales 
Gross margin 163,074 154,623 8,451 

Operations & maintenance 29,784 28,004 1,780 
Terminated acqwisition costs 12,396 12,396 
Depreciation & amortization 28,622 39,545 (10,923) 
Other taxes 12,344 141871 !21527l 
Other 2eerati!l! exeenses 83,146 82,420 726 
Operating Income - Other 
Oeerati!l! Income - Eliminations P 1 

79,928 
770 

72,203 
770 

7,725 

Total Operating Income 	 $80,698 $72,973 $7,725 

(1) Eliminations are entries required to eliminate activities between segments from the consolidated results. 

Interest Expense 
Total interest expense for the second quarter of 2008 decreased by approximately $206,000, or 
approximately 13 percent, compared to the same period in 2007. The lower interest expense is a result of 
the following developments: 

• 	 Interest on short-term borrowings increased $44,000 in the second quarter of 2008 compared to the 
same period in 2007, based upon an increase of $21.2 million in the Company's average short-term 
borrowing balance. The'impact of the higher borrowing was partially offset by a lower weighted 
average interest rate that was nearly three percentage points lower in 2008 and the amount of interest 
capitalized during the period. The Company's average short-term borrowing during the second quarter 
of 2008 was $35.3 million with a weighted average interest rate of 2.51 percent, compared to $14.1 
million with a weighted average interest rate of 5.74 percent for the same period in 2007. 

• 	 Interest on long-term debt decreased $141 ,000 in the second quarter of 2008 compared to the same 
period in 2.007 as the Company reduced its average long-term debt balance by $7.8 million. The 
Company's average long-term debt during the second quarter of 2008 was $69.8 million with a 
weighted average interest rate of 6.61 percent, compared to $77.6 million with a weighted average 
interest rate of 6.67 percent for the same period in 2007. 

• 	 Interest expense for other items, such as interest on refunds to customers and meter deposits, 
increased $31,000 in the second quarter of 2008 compared to the corresponding period in 2007. 

Income Taxes 
Income tax expense for the second quarter of 2008 was $1.2 million compared to $850,000 for the second 
quarter of 2007. The increase in income tax expense primarily reflects the higher earnings for the period and 
an increase of $50,000 to our tax accrual for uncertain tax positions as defined by FIN 48," related to our 2005 
tax return that is currently under audit by the IRS. The effective tax rate for the second quarter of2008 is 39.5 
percent compared to an effective tax rate of 36.4 percent for the second quarter of 2007. 

Results of Operations for the Six Months Ended June 30, 2008 
The following discussions on operating income and segment results for the six months ended June 30, 2008 
and 2007 include use of the term "gross margin." Gross margin is determined by deducting the cost of sales 
from operating revenue. Cost of sales includes the purchased gas cost for natural gas and propane and the 
cost of labor spent on direct revenue-producing activities. Gross margin should not be considered an 
alternative to operating income or net income, which is determined in accordance with GAAP. Chesapeake 
believes that gross margin, although a non-GAAP measure, is useful and meaningful to investors as a basis 
for making investment decisions. It provides investors with information that demonstrates the profitability 
achieved by the Company under its allowed rates for regulated operations and under its competitive pricing 
structure for non-regulated segments. Chesapeake's management uses gross margin in measuring 
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performance ofits business units and has historically analyzed and reported gross margin information publicly. 
Other companies may calculate gross margin in a different manner. 

Consolidated Overview 
The Company experienced a slight decrease of $80,000 in net income for the six months ended June 30, 
2008, compared to the same period in 2007. Earnings per share decreased by $0.03 per share (diluted) in the 
first six months of 2008 to $1.36 per share (diluted), compared to $1.39 per share (diluted) in 2007, due to an 
increased number of shares outstanding in 2008. 

For the Six Months Ended June 30, 2008 2007 Change 
Net Income 

Continuing operations $9,393,266 $9,499,162 ($105,896) 
Discontinued operations 

Total Net Income S9,3U,21m 
(26,284) 

$9,472,878 
26,284 

($79,612) 

Diluted Earnings (Loss) Per Share 
Continuing operations $1.36 $1.39 ($0.03) 
Discontinued o~rations 

Total bilutea Earnings Per share 	 $1.36 $1.39 ($0.03) 

The period-over-period decreases in net income reflects higher income taxes and lower other income, which 
were partially offset by a slight increase in operating income and a decrease in interest expense. Operating . 
income increased by $59,000 to $18.4 million for the first six months of 2008 compared to $18.3 million for the 
same period in 2007, as the gross margin increase of $1.9 million, or four percent, was almost completely 
offset by an increase in other operating expenses. The increase in gross margin was driven primarily by 
continued growth, increased interruptible services revenue, and increased rates for the natural gas segment, 
partially offset by warmer weather on the Delmarva Peninsula and lower non-weather-related sales volumes 
and margin per gallon for the propane segment. Contributing to the higher operating expens~s in 2008 was 
the $1.2 million of costs associated with the unconsummated acquisition in the second quarter of 2008. 

For the Six Months Ended June 30, 2008 2007 Chanse 
Operating Income 

Natural Gas $15,205,387 $13,608,264 $1,597,123 
Propane 2,819,436 4,327,658 (1,508,222) 
Advanced Information Services 174,941 227,528 (52,587) 
Other & Eliminations 170,390 148,187 22,203 

Operating Income 18,370,154 18,311,637 58.517 

Other Income 81,097 290,675 (209,578) 
Interest Charges 2,982,106 3,193,951 (211,845) 
Income Taxes 6,075,879 5,909,199 166,680 
Net Income from Continuing Operations $9,393,266 $9,499,162 ($105,896) 

The period-over-period increase in operating income resulted primarily from the fOllowing: 

• 	 Growth in the number of customers, improved supply management techniques and favorable 
imbalance resolutions with interstate pipelines produced a higher gross margin of $618,000 for the 
Company's natural gas marketing operation. 
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• 	 The Company's natural gas transmission and Delmarva natural gas distribution operations 
experienced a combined increased in interruptible services revenue, net of required margin-sharing, 
of $610,000 in the first six months of 2008 compared to the same period in 2007. 

• 	 New transportation capacity contracts implemented for the natural gas transmission operation in 
November 2007 provided for $591 ,000 of additional gross margin in the first six months of 2008. 

• 	 Period-over-period residential and commercial customer growth of five percent and two percent, 
respectively, for the Delmarva natural gas distribution operations in 2008. 

• 	 Rate increases, lower depreciation allowances and lower asset removal cost allowances 
contributed $1.7 million to operating income for the natural gas segment in the first six months of 
2008 as a result of rate proceedings for the Company's Delmarva natural gas distribution and 
natural gas transmission operations. 

• 	 Partially offsetting these increases in gross margin was the negative impact that warmer weather on 
the Delmarva Peninsula had on gross margin for the Delmarva natural gas and propane distribution 
operations. In addition, gross margin from the propane segment decreased as the Delmarva 
distribution operations experienced lower non-weather related sales volumes and decreases in the 
average gross margin per retail gallon. 

Natural Gas 
The natural gas segment earned operating income of $15.2 million for the first six months in 2008 compared to 
$13.6 million for the corresponding period in 2007, an increase of $1.6 million, or 12 percent. 

For the Six Months Ended June 30, 2008 2007 Change 
Revenue $122,806,861 $104,875,421 $17,931,440 
Cost of sales 88,263,342 72,899,708 15,363,634 
Gross margin 34,543,519 31,975,713 2,567,806 

Operations & maintenance 12,790,761 12,703,572 87,189 
Terminated acquisition costs 890,053 890,053 
Depreciation &amortization 3,294,659 3,630,193 (335,534) 
Other taxes 2,362,659 2,033,684 328,975 
Other operating expenses 	 19,338,132 18,367,449 970,683 
Total Operating Income $15,205,387 $13,608,264 $1,597,123 

Statistical Data - Delmarva Peninsula 
Heating degree-days ("HDD"): 

Actual 2,703 2,966 (263) 
1O-year average (normal) 2,760 2,737 23 

Estimated gross margin per HDD $1,937 $2,283 ($346) 

Per residential customer added: 
Estim ated gross margin $372 $372 $0 
Estimated other operating expenses $106 $106 $0 

Residential Customer Information 
Average number of customers: 

Delmarva 45,778 43,471 2,307 
Florida 13,517 13,311 206 

Total 59,295 56,782 2,513 

Gross margin for the Company's natural gas segment increased by $2.6 million, or eight percent, and other 
operating expenses increased by $971,000, or five percent, for the first six months of 2008 compared to the 
same period in 2007. The gross margin increases .of $1.3 million for the n;:ltural gas transmission operation, 
$667,000 for the natural gas distribution operations and $618,000 for the natural gas marketing operation, are 
further explained below. 
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Natural Gas Transmission 
The natural gas transmission operation achieved gross margin growth of $1.3 million, or 12 percent, in the first 
six months of2008 compared to the same period in 2007. The significant items contributing to the increase in 
gross margin include the following: 

• 	 New transportation capacity contracts implemented in November 2007 contributed $591 ,000 to gross 
margin in the first six months of 2008. In 2008, these new transportation capacity contracts are 
expected to generate an additional annual gross margin of $1.2 million above 2007 gross margin. 

• 	 Interruptible revenue, net of required margin-sharing, increased $328,000 in the first six months of 
2008 compared to the same period in 2007. Interruptible customers include large industrial 
customers whose service can be temporarily interrupted when necessary to meet the needs of firm 
customers. For the remainder of 2008, however, the Company expects its natural gas transmission 
operation to report a decrease of $192,000 in interruptible services revenue, compared to the 
corresponding period in 2007, because the operation reached its margin-sharing threshold in the 
second quarter of 2008; in 2007, it reached the threshold in the fourth quarter. Currently effective 
settlements in rate proceedings require the Company, upon reaching the margin-sharing threshold, to 
share 90% of its interruptible natural gas transmission revenues with its customers. 

• 	 The implementation of rate case settlement rates, effective September 1, 2007, contributed an 
additional $315,000 to gross margins in the first six months of 2008 compared to the same period in 
2007. A further discussion of the FERC rate proceeding is provided within the "Rates and Regulatory" 
section of Note 4, "Commitments and Contingencies," to the unaudited Condensed Consolidated 
Financial Statements. 

• 	 The remaining $50,000 increase to gross margin is attributable to various other items. 

An increase of $602,000 in other operating expenses partially offset the increased gross margin. The factors 
contributing to the increase in other operating expenses include the following: 

• 	 Corporate costs allocated to the natural gas transmission operation increased $543,000 as a result of: 
(1) $341,000 for the allocation of a portion of the terminated acquisition costs previously discussed, 
and (2) the Company updating its annual corporate cost allocations. 

• 	 Incentive compensation costs increased by $49,000 as a result of the improved operating results in 
2008 compared to 2007. 

• 	 Rent and utility expenses increased $88,000 and $39,000, respectively, as Eastern Shore began 
incurring additional rental expense in January 2008 for a new office building. 

• 	 The increased level of capital investment caused increased property taxes of $148,000. 
• 	 Eastern Shore experienced increased costs of $40,000 for line locating in the first six months of 2008 

compared to the same period in 2007. 
• 	 Other operating expenses relating to various items increased collectively by approximately $45,000. 
• 	 Partially offsetting the previously mentioned increases was a decrease of $230,000 in depreciation 

expense and a decrease of $120,000 in regulatory expense. Both of these lower expenses are a 
result of the 2007 rate case. As part of the rate case settlement that became effective September 1, 
2007, the FERC approved a reduction in depreciation rates for Eastern Shore. Also, the Company 
incurred regulatory expenses in the first six months of 2007 associated with the FERC rate 
proceeding. 

Natural Gas Distribution 
Gross margin for the Company's natural gas distribution operations increased by $667.,000, or three percent, 
for the first six months of 2008 compared to the same period in 2007. The gross margin increases of$565,000 
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for the Delmarva natural gas distribution operations and $102,000 for the Florida natural gas distribution 
operations are further explained below. 

The Delmarva distribution operations experienced an increase of $565,000, or four percent, in gross margin. 
The significant items contributing to the increase in gross margin include the following: 

• 	 Continued residential and commercial customer growth contributed to increases in gross margin. 
Although the Company continues to see a slowdown in the new housing market as a result of 
unfavorable market conditions in the housing industry, the average number of residential customers 
on the Delmarva Peninsula increased by 2,307. or five percent, for the first six months of 2008 
compared to the same period in 2007. and the Company estimates that these additional residential 
customers contributed approximately $518,000 to gross margin during the first six months of 2008. 
The Company further estimates that a two percent growth in the number of the Company's 
commercial customers during the first six months of 2008 in comparison to the same period in 2007 
contributed approximately $221.000 to gross margin during the first six months of 2008. 

• 	 Interruptible services revenue, net of required margin-sharing, increased $282,000 in the second 
quarter of 2008 compared to the same period in 2007 as customers took advantage of lower natural 
gas prices in comparison to prices for alternative fuels. 

• 	 Partially offsetting these increases to gross margin was the negative impact of warmer weather and 
lower consumption per customer in the first six months of 2008 compared to the same period in 2007. 
The Company estimates that warmer weather r~duced gross margin by approximately $464,000 as 
temperatures on the Delmarva Peninsula were nine percent warmer in the first six months of 2008 
compared to the same period in 2007. In addition, the Company estimates that lower consumption 
per customer reduced margins by approximately $73,000 in 2008. 

• 	 The remaining $81,000 net increase in gross margin can be attributed to various factors, including the 
implementation of temporary rates by the Delaware division and lower industrial volumes. 

Gross margin for the Florida distribution ·operation increased by $102,000. or two percent, in the first six 
months of 2008 compared to the same period in 2007. The higher gross margin for the period is primarily 
attributed to the increase in customers as the operation experienced a two percent growth in residential 
customers, an increase in non-residential customer volumes, and higher revenues from third-party natural gas 
marketers. 

Other operating expense for the natural gas distribution operations increased by $429,000 in the first six 
months of2008 compared to the same period in 2007. Among the key components producing this net increase 
were the following: 

• 	 Corporate costs allocable to the natural gas distribution operations increased $927,000 as a result of 
(1) $533,000 for the allocation of a portion of the terminated acquisition costs previously discussed, 
and (2) the Company updating its annual corporate cost allocations. 

• 	 Incentive compensation increased $295,000 in the first six months of 2008 as the Delmarva and 
Florida operations experienced improved eamings compared to the prior year. 

• 	 The Florida distribution operation experienced higher expense of $113,000 for outside services as 
the operation incurred additional costs for meter reading services and higher commissions to a 
third-party marketer. 

• 	 Property taxes increased by $114,000 as a result of the Company's continued capital investments. 
• 	 Vehicle fuel increased $47,000 in the first sixmonths of2008 as a result of higher gasoline and diesel 

prices. 
• 	 Depreciation expense and asset removal costs decreased $105,000 and $836,000, respectively, in 

the first six months of 2008 compared to the same period in 2007, primarily as a result of the 
Delmarva operations' rate proceedings. These rate proceedings provided for lower depreciation 
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allowances and lower asset removal cost allowances, which resulted in reductions of $179,000 and 
$937,000 in depreciation expense and asset removal costs, respectively, during the first six months of 
2008. 

• 	 Maintenance costs for the Florida operation decreased $108,000 during the first six months of 
2008 compared with the same period in 2007 due to the timing of compliance costs with the new 
federal pipeline integrity regulations, which were incurred in 2007. 

• 	 Merchant payment fees decreased by $97,000 primarily from the Company's Delmarva operations 
outsourcing the processing of credit card payments in April of 2007. 

• 	 In addition, other operating expenses relating to various other items increased by approximately 
$79,000. 

Natural Gas Marketing 
Gross margin for the natural gas marketing operation increased by $618,000, or 61 percent, for the first six 
months of 2008 compared to the same period in 2007. The increase in gross margin was primarily the result of 
a higher number of customers to which it provides supply management services, improved gas supply 
management techniques, and favorable imbalance resolutions with interstate pipelines. Other operating 
expenses decreased by $60,000 for the marketing operation; this decrease is attributable to lower payroll­
related costs, benefits, and allowance for uncollectible accounts. These lower costs were partially offset by 
higher incentive compensation incurred as a result of the improved operating results and higher corporate 
costs as $16,000 was allocated to the operation for a portion the terminated acquisition costs. 

Propane 
The propane segment eamed operating income of $2.8 million for the first six months of 2008 compared to 
$4.3 million for the corresponding quarter in 2007, a decrease of $1.5 million, or 35 percent. 

For the Six Months Ended June 30, 	 2008 2007 Change 
Revenue $39,297,957 $34,416,976 $4,880,981 

Cost of sales 27,256,857 21,263,372 5,993,485 

Gross margin 	 12,041,100 13,153,604 

Operations & maintenance 7,457,009 7,459,990 
Terminated acquisition costs 272,718 
Depreciation & amortization 1,001,808 
Other taxes 490,129 
Other operati 9,221,664 
Total Operatin $2,819,436 

Statistical Data - Delmarva Peninsula 
Heating degree-days ("HOD"): 

Actual 
1O-year average (normal) 

2,703 
2,760 

2,966 
2,737 

(263) 
23 

Estimated gross margin per HOD $2,465 $1,974 $491 

(1,112,504) 

(2,981) 
272,718 
97,440 
28,541 

395,718 
,222) 

The period-over-period decrease in operating income was due primarily to the Delmarva propane distribution 
operation, which experienced a lower gross margin from warmer weather on the Delmarva Peninsula, a lower 
margin per retail gallon and lower sales volumes in the first six months of 2008. 

The gross margin decreases of $1.3 million for the Delmarva propane distribution operations and $14,000 for 
the Florida propane distribution operations, which were partially offset by a higher gross margin of $170,000 
for the propane wholesale and marketing operation, are further explained below. 

Delmarva Propane Distribution 
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The Delmarva propane distribution operation's decrease in gross margin of $1.3 million resulted from the 
following: 

• 	 Temperatures on the Delmarva Peninsula were nine percent warmer in the first six montl'ls of 2008 
compared to the same period in 2007, which contributed to a decrease of 891,000 gallons, or six 
percent sold during this period in 2008 compared to the same period in 2007. The Company 
estimates that the warmer weather and decreased volumes sold had a negative impact of 
approximately $648,000 for the Delmarva propane distribution operation compared to the first six 
months of 2007. 

• 	 Non-weather-related volumes sold in the first six months of 2008 decreased by 766,000 gallons, or six 
percent. This decrease in gallons sold reduced gross margin by approximately $567,000 for the 
Delmarva propane distribution operation compared to the first six months of 2007. Factors 
contributing to this decrease in gallons sold included: customer conservation, a reduced number of 
customers and the timing of propane deliveries. 

• 	 Gross margin decreased by $213,000 in the first six months of 2008, compared to the same period in 
2007, because of a $0.02 decrease in the average gross margin per retail galion. This decrease occur 
when market prices decrease and move closer to the Company's inventory price per gallon and the 
trend reverses when market prices of propane are greater than the Company's average inventory 
price per gallon. 

• 	 Revenues from miscellaneous fees, including items such as tank and meter rentals increased by 
$108,000 during the first six months of 2008 compared to the same period in 2007. 

• 	 The remaining $52,000 net increase in gross margin can be attributed to various factors, including 
service revenue. 

Total other operating expenses increased by $258,000 for the Delmarva propane operations in the first six 
months of 2008, compared to the same period in 2007. The significant items contributing to this increase are 
explained below: 

• 	 Corporate costs allocable to the propane distribution operations increased $415,000 as a result of (1) 
$227,000 for the allocation of a portion of the terminated acquisition costs previously discussed, and 
(2) the Company updating its annual corporate cost allocations. 

• 	 Vehicle fuel increased $106,000 as a result of rising gasoline and diesel fuel costs. 
• 	 The allowance for uncollectible accounts increased $62,000 due to increased revenues resulting from 

the higher cost of propane. 
• 	 Mains fees increased by $51 ,000 in the first six months of 2008 compared to the same period in 2007 

as a result of added CGS customers. This expenditure will continue to increase as more CGS 
customers are added. 

• 	 Depreciation and amortization expense increased by $41,000 as a result of an increase in the 
Company's capital investments compared to the prior year. 

• 	 The operations experienced lower expenses of$174,000 in the first six months of 2008 compared to 
the same period in 2007 for propane tank recertifications and maintenance, The Company incurred 
these costs in 2007 to maintain compliance with U.S. Department of Transportation ("DOr) 
standards, which require propane tanks or cylinders to be recertified twelve years from their date of 
manufacture and every five years thereafter. 

• 	 Incentive compensation and commissions costs decreased by $239,000 as a result of the lower 
operating results in2008 compared to 2007. 

• 	 Other operating expenses relating to various items decreased collectively by approximately $4,000. 
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Florida Propane Distribution 
The Florida propane distribution operation experienced a decrease in gross margin of$14,000, or two percent, 
in the first six months of 2008 compared to the same period in 2007. The lower gross margin is attributable to 
a decrease of $25,000 in service sales as the operation exits this portion of the business, which was partially 
offset by an increase of $12,000 based upon a higher average gross margin per retail gallon. Other operating 
expenses in the first six months of 2008, compared to the same period in 2007, increased by $77,000, 
primarily due to increased depreciation expense and increased corporate costs as $20,000'was allocated to 
the operations for a portion of the terminated acquisition costs. 

Propane Wholesale and Marketing 
Gross margin for the Company's propane wholesale marketing operation increased by $170,000, or 13 
percent, in the first six months of 2008 compared to the same period in 2007. This increase reflects the larger 
number of market opportunities that arose in the first six months of 2008 due to price volatility in the propane 
wholesale market, which exceeded the level of price fluctuations experienced in 2007. The increase in gross 
margin was partially offset by higher other operating expenses of $61,000, due primarily to higher payroll costs 
and increased corporate costs as $26,000 was allocated to the operation for a portion of the terminated 
acquisition costs. The higher period-over-period payroll cost is the result of a position vacant during 2007 
being filled in 2008. 

Advanced Information Services 
The advanced information services business experienced gross margin growth of approximately $352,000, or 
11 percent, and contributed operating income of $175,000 for the second quarter of 2008, a decrease of 
$53,000 compared to the same period in 2007. Absent the terminated acquisition costs of $64,000 allocated 
to the advanced information segment in the second quarter of 2008, the segment would have experienced a 
slight increase in its operating income of $11 ,000 for the first six months of 2008 compared to the same period 
in 2007. 

For the Six Months Ended June 30, 2008 2007 Change 
Revenue $7,473,413 $7,121,197 $352,216 
Cost of sales 4,000,948 4

1
001 

1
111 1163l 

Gross margin 3,472,465 3,120,086 352,379 

Operations &maintenance 2,766,947 2,464,659 302,288 
Terminated acquisition costs 64,461 64,461 
Depreciation &amortization 75,838 69,485 6,353 
Other taxes 390,278 358,414 31,864 
Other operatinf,l ex~enses 3,297,524 2,892,558 404,966 
Total O~ratin9 Income $174,941 $227,528 1$52,587l 

The increase of revenues in the first six months of 2008 resulted primarily from the following: 

• 	 Product sales increased by $204,000 as the operation enlarged its marketing and sales force. 
• 	 Consulting revenues increased by $87,000 as higher average billing rates overcame a two-percent 

decrease in the number of billable hours; 
• 	 Managed Database Administration ("MDBA") services, which provide clients with professional 

database monitoring and support solutions during business hours or around the clock increased by 
$75,000; and 

• 	 Revenues from other products and services decreased collectively by approximately $14,000. 

Cost of sales remained relatively unchanged from period-to-period. An increase in cost of sales to provide 
services for the additional revenue earned in 2008 was offset by a reduction in cost of sales for billable 
employees that transferred to non-billable positions. Also, lower reimbursable expenses contributed to the 
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reduction in cost of sales as employees performed less travel during the period. 

Other operating expenses increased by $405,000 in the first six months of 2008, compared to the same period 
in 2007. This increase in operating expenses is attributable to payroll costs, payroll taxes, and higher 
corporate costs as $64,000 was allocated to the segment for a portion of the terminated acquisition costs. 
Payroll costs increased as a result of the increase in non-billable staffing levels previously discussed. 

Other Business Operations and Eliminations 
Other operations, consisting primarily of subsidiaries that own real estate leased to other Company 
subsidiaries, generated an operating income of approximately $170,000 for the first six months of 2008 
compared to an operating income of approximately $148,000 for the same period in 2007. 

For the Six Months Ended June 301 2008 2007 Change 
Revenue $326,148 $309.246 $16,902 
Cost of sales 
Gross margin 326,148 309,246 16,902 

Operations & maintenance 58,716 51,475 7,241 
Terminated acquisition costs 12,396 12,396 
Depreciation & amortization 57,244 80,813 (23,569) 
Other taxes 28,941 30,310 ~11369l 
Other 0~eratin9 exeenses 	 1571297 162,598 (5,301) 
Operating Income - Other 168,851 146,648 22,203 
Operati~ Income - Eliminations (1) 1,539 1,539 
Total O~ratina Income $170,390 $148,187 $22,203 

(1) 	 Eliminations are entries required to eliminate activities between business segments from the 

the consolidated results. 


Interest Expense 
Total interest expense for the first six months of 2008 decreased by approximately $212,000, or seven 
percent, compared to the same period in 2007. The lower interest expense is a result of the following 
developments: 

• 	 Interest on short-term borrowings increased by $130,000 in the first six months of 2008 compared to 
the same period in 2007, based upon an increase of $19.8 million in the Company's average short­
term borrowing balance. The impact of the higher borrowing was partially offset by a weighted 
average interest rate that was nearly 2.6 percentage points lower in 2008 and interest that was 
capitalized during the period. The Company's average short-term borrowing during the first six months 
of 2008 was $35.6 million, with a weighted average interest rate of 3.14 percent, compared to $15.8 
million, with a weighted average interest rate of 5.72 percent for the same period in 2007. 

• 	 Interest on long-term debt decreased by $282,000 in the first six months of 2008 compared to the 
same period in 2007 as the Company reduced its average long-term debt balance by $7.9 million. 
The Company's average long-term debt during the first six months of 2008 was $69.9 million, with a 
weighted average interest rate of 6.63 percent, compared to $77.8 million, with a weighted average 
interest rate of 6.68 percent for the same period in 2007. 

• 	 Interest expense for customer refunds increased by $210,000 in the first six months of 2008 due to 
the timing of regu latory filings and the settlement of rate cases. 

• 	 Interest expense for other items, such as interest on refunds and meter deposits, increased by 
$27,000 in the first six months of 2008 compared to the corresponding period in 2007. 
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Income Taxes 
Income tax expense for the first six months of 2008 was $6.1 million compared to $5.9 million for the same 
period in 2007. The increase in income tax expense primarily reflects the higher earnings for the period and an 
increase of $50,000 to our tax accrual for uncertain tax positions as defined in FIN 48 related to our 2005 tax 
return that is currently under audit by the IRS. The effective tax rate for the first six months of 2008 is 39.3 
percent compared to an effective tax rate of 38.4 percent for the. same period in 2007. 

FINANCIAL POSITION, LIQUIDITY AND CAPITAL RESOURCES 

Chesapeake's capital requirements reflect the capital-intensive nature of its business and are prinCipally 
attributable to its investment in new plant and equipment and the retirement of outstanding debt. The 
Company relies on cash generated from operations, short-term borrowing and other sources to meet normal 
working capital requirements and to finance capital expenditures. During the first six months of 2008, net cash 
provided by operating activities was $9.6 million, cash used by investing activities was $15.6 million, and cash 
provided by financing activities was $6.6 million. 

By comparison, during the first six months of 2007, net cash provided by operating activities was $20.6 million, 
cash used by investing activities was $15.9 million, and cash used by financing activities was $8.3 million. 

As of February 20,2008, the Board of Directors has authorized the Company to borrow up to $70.0 million of 
short-term debt, as required, from various banks and trust companies under short-term lines of credit As of 
June 30, 2008, Chesapeake had five unsecured bank lines of credit with three financial institutions, totaling 
$90.0 million, none of which requires compensating balances. These bank lines are available to provide funds 
for the Company's short-term cash needs, to meet seasonal working capital requirements and to fund 
temporarily portions of its capital expenditures. Two of the bank lines, totaling $15.0 million, are committed. 
Advances offered under the uncommitted lines of credit are subject to the discretion of the banks. The 
Company's outstanding balance of short-term borrowing at June 30, 2008 and December 31,2007 was $57.1 
million and $45.7 million, respectively. 

Chesapeake has budgeted $37.5 million for capital expenditures during 2008. This amount includes $17.0 
million for natural gas distribution, $13.3 million for natural gas transmission, $5.9 million for propane 
distribution and wholesale marketing, $290,000 for advanced information services and $887,000 for other 
operations. The natural gas distribution and transmission expenditures are for expansion and improvement of 
facilities. The propane expenditures are to support customer growth, to acquire land for a future bulk storage 
facility, and to replace equipment. The advanced information services expenditures are for computer 
hardware, software and related equipment. The other operations category includes general plant, computer 
software and hardware. The Company expects to fund the 2008 capital expenditures program from short-term 
borrowing, cash provided by operating activities, and other sources. The capital expenditure program is 
subject to continuous review and modification. Actual capital requirements may vary from the above estimates 
due to a number of factors, including changing economic conditions, customer growth in existing areas, 
regulation, new growth opportunities, acquisition opportunities and availability of capital. 
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Capital Structure 

The following presents the Company's capitalization as of June 30, 2008 and December 31,2007: 


June 30, 2008 December 31, 2007 


(In thousands, except percentages) 


Long-term debt, net of current maturities $63,181 33% $63,255 35% 

Stockholders' ecuity $125,470 67% $119,577 65% 

Total capitalization, excluding short-tenm debt $188,651 100% $182,832 100% 


As of June 30, 2008, common equity represented 67 percent oftotal capitalization, compared to 65 percent at 

December 31,2007. If short-term borrowing and the current portion of long-term debt were included in total 

capitalization, the equity component of the Company's capitalization would have been 50 percent at June 30, 

2008, compared to 49 percent at December 31 , 2007. Chesapeake remains committed to maintaining a sound 

capital structure and strong credit ratings to provide the financial flexibility needed to access capital markets 

when required. This commitment, along with adequate and timely rate relief for the Company's regulated 

operations, is intended to ensure that Chesapeake will be able to attract capital from outside sources at a 

reasonable cost. The Company believes that the achievement of these objectives will provide benefits to 

customers and creditors, as well as to the Company's investors. 


Shelf Registration 

In July 2006, the Company filed a registration statement on Form S-3 with the SEC to issue up to $40.0 million 

in new common stock and/or debt securities. The registration statement was declared effective by the SEC in 

November 2006. In the fourth quarter of 2006, the Company sold 600,300 shares of common stock, including 

the underwriter's exercise of their over-allotment option of 90,045 shares, under this registration statement, 

generating net proceeds of$19.7 million. At June 30, 2008, the Company had approximately $20.0 million 

remaining under this registration statement. 


Cash Flows Provided By Operating Activities 

Cash flows provided by operating activities were as follow: 


For the Six Months Ended June 30, 2008 2007 Change 
Netlncome $9,393,266 $9,472,879 ($79,613) 
Non-cash adjustments to net income 7,505,849 8,186,431 (680,582) 
Changes in IM)rking capital (7,256,462) 2,958,748 (10,215,210) 

Net cash provided by operating activties $9,642,653 $20,618,058 ($10,975,405) 

Period-over-period changes in our cash flows from operating activities are attributable primarily to net income, 
non-cash adjustments, such as depreciation and deferred income taxes, and changes in our working capital. 
The changes in working capital are affected by weather, the price of natural gas and propane, the timing of 
customer collections, payments of natural gas and propane purchases, and deferred gas cost recoveries. 

For the first six months of 2008, net cash flow provided by operating activities was $9.6 million, a reduction of 
$11.0 million compared to the same period of 2007. The decrease was due primarily to an increase in 
accounts receivable, which was partially offset by an increase in accounts payable. These increases are due 
to the timing of collections and payments of trading contracts entered into by the Company's propane 
wholesale and marketing operation. Also contributing to the decrease in net cash flows provided by operating 
activities, was a reduction in regulatory liabilities, which resulted primarily from environmental expenditures 
and refunds to customers. 

Cash Flows Used in Investing Activities 
Net cash flows used in investing activities totaled $15.6 million and $15.9 million during the six months ended 
June 30, 2008 and 2007, respectively. 
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• 	 Cash utilized for capital expenditures was $15.4 million and $16.0 million for the first six months of 
2008 and 2007, respectively. Additions to property, plant and equipment in the first six months of 2008 
were primarily for natural gas transmission ($5.9 million), natural gas distribution ($7.0 million), 
propane distribution ($1.6 million), and other operations ($889,000). 

• 	 The Company's environmental expenditures exceeded amounts recovered through rates charged to 
customers in the first six months of 2008 and 2007 by $199,000 and $136,000, respectively. 

Cash Flows Provided by Financing Activities 
Cash flows provided by financing activities totaled $6.6 million for the first six months of 2008 compared to 
$8.3 million of cash used for the first six months of 2007. Significant financing activities included the 
following: 

• 	 During the first six months of 2008, the Company had net borrowings from short-term debt of $11.5 
million compared to a net repayment of $4.8 million in the first six months of 2007. 

• 	 During the first six months of 2008, the Company paid $3.8 million in cash dividends compared with 
dividend payments of $3.5 million forthe same time period in 2007. The increase in dividends paid in 
the first six months of 2008 compared to 2007 reflects both growth in the annualized dividend rate and 
the increase in the number of shares outstanding. 

• 	 The Company repaid $1.0 million of long-term debt during the first six months of 2008 and 2007, 
respectively. 

Off-Balance Sheet Arrangements 
The Company has issued corporate guarantees to certain vendors of its propane wholesale marketing 
subsidiary and its Florida natural gas supply management subsidiary. These corporate guarantees provide for 
the payment of propane and natural gas purchases in the event of either subsidiary's default. Neither 
subsidiary has ever defaulted on its obligations to pay suppliers. The liabilities for these purchases are 
recorded in the Consolidated Financial Statements when incurred. The aggregate amount guaranteed at June 
30,2008 was $24.2 million, with the guarantees expiring on various dates in 2008 and the first six months of 
2009. 

In addition to the corporate guarantees, the Company has issued a letter of credit to its primary insurance 
company for $775,000, which expires on May 31,2009. The letter of credit is provided as security to satisfy 
the deductibles under the Company's various insurance policies. There have been no draws on this letter of 
credit as of June 30, 2008. 

Contractual Obligations 
There has not been any material change in the contractual obligations presented in the Company's 2007 
Annual Report on Form 1 O-K, except for commodity purchase obligations and forward contracts entered into in 
the ordinary course of the Company's business. Below is a summary of the commodity and forward contract 
obligations at June 30, 2008. 

Payments Due by Period 
More than 5 

Purchase Oblipations Less than 1 year 1 - 3 years 3 - 5 years years Total 
Commodities (1 $20,342,267 $1,329,764 $0 $0 $21,672,031 
Propane (2) 66,118,237 66,118,237 
fetal Purchase Obhgalions $86,460,504 $1,329.764 $0 $0 $87,790,268 

(1) 	 In addition to the obligations noted above, the natural gas distribution and propane 
distribution operations have agreements with commodity suppliers that have provisions 
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allowing the Company to reduce or eliminate the quantities purchased. There are no 
monetary penalties for reducing the amounts purchased; however, the propane contracts 
allow the suppliers to reduce the amounts available in the winter season if the Company 
does not purchase specified amounts during the summer season. Under these contracts, 
the commodity prices will fluctuate as market prices fluctuate. 

(2) 	 The Company has also entered into forward sale contracts in the aggregate amount of 
$68.6 million. See Part I, Item 3, "Quantitative and Qualitative Disclosures about Market 
Risk," below for further information. 

Environmental Matters 
As more fully described in Note 4, "Commitments and Contingencies," to the Unaudited Condensed 
Consolidated Financial Statements, Chesapeake has incurred costs relating to the completed or ongoing 
environmental remediation at three former manufactured gas plant sites. In addition, Chesapeake is currently 
participating in discussions regarding possible responsibility ofthe Company for remediation ofa fourth former 
manufactured gas plant site located in Cambridge, Maryland. Chesapeake believes that future costs 
associated with these sites will be recoverable in rates or through sharing arrangements with, or contributions 
by, other responsible parties. 

OTHER MAlTERS 

Rates and Regulatory Matters 
The Company's natural gas distribution operations in Delaware, Maryland and Florida are subject to regulation 
by their respective state PSCs. Eastern Shore is subject to regulation by the FERC. At June 30, 2008, 
Chesapeake was involved in rates and/or regulatory matters in each of the jurisdictions in which it operates. 
Each of these rates or regulatory matters is fully described in Note 4, "Commitments and Contingencies," to 
the Unaudited Condensed Consolidated Financial Statements. 

Competition 
The Company's natural gas operations compete with other forms of energy, including electricity, oil and 
propane. The principal competitive factors are price and, to a lesser extent, accessibility. The Company's 
natural gas distribution operations have several large volume industrial customers that have the capacity to 
use fuel oil as an alternative to natural gas. When oil prices decline, these interruptible customers may convert 
to oil to satisfy their fuel requirements. Oil prices, as well as the prices of electricity and other fuels, which are 
normally lower than the price of natural gas, are subject to fluctuation for a variety of reasons; therefore, future 
competitive conditions are not predictable. To address this uncertainty, the Company uses flexible pricing 
arrangements on both the supply and sales sides of this business to compete with the fluctuations in its 
customers' alternative fuel prices. As a result of the transmission operation's conversion to open access and 
the Florida gas distribution division's restructuring of its services, these businesses have shifted from providing 
competitive sales service to provid ing transportation and contract storage services. 

The Company's natural gas distribution operations in Delaware, Maryland and Florida offer transportation 
services to certain commercial and industrial customers. In 2002, the Florida operation extended such service 
to residential customers. With transportation service available on the Company's distribution systems, the 
Company is competing with third-party suppliers to sell gas to industrial customers. With respect to unbundled 
transportation services, the Company's competitors include interstate transmission companies if distribution 
customers are located close enough to a transmission company's pipeline to make a connection economically 
feasible. The customers at risk are usually large volume commercial and industrial customers with the financial 
resources and capability to bypass the Company's distribution operations in this manner. In certain situations, 
the Company's distribution operations may adjust services and rates for these customers to retain their 
business. The Company expects to continue to expand the availability of transportation service to additional 
classes of distribution customers in the future. The Company established a natural gas sales and supply 
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operation in Florida to compete for customers eligible for transportation services. The Company also provides 

such sales service in Delaware. 


The Company's propane distribution operations compete with several other propane distributors in their 

service territories, primarily on the basis of service and price, emphasizing reliability of service and 

responsiveness. Competition is generally from local outlets of national distribution companies and local 

businesses, because distributors located in close proximity to customers incur lower costs ofproviding service. 

Propane competes with electricity as an energy source, because propane is typically less expensive than 

electricity, based on equivalent BTU value. Propane also competes with home heating oil as an energy 

source. Since natural gas has historically been less expensive than propane, propane is generally not 

distributed in geographic areas serviced by natural gas pipeline or distribution systems. 


The propane wholesale marketing operation competes against various marketers, many of which have 

significantly greater resources and are able to obtain price or volumetric advantages. 


The advanced information services business faces significant competition from a number of larger competitors 

having substantially greater resources available to them. In addition, changes in the advanced information 

services industry are occurring rapidly, which could adversely impact the markets for the products and 

services offered by such businesses. This segment of the Company competes on the basis of technological 

expertise, service reputation and price. 


Inflation 

Inflation affects the cost of supply, labor, products and services required for operations, maintenance and 

capital improvements. While the impact of inflation has remained low in recent years, natural gas and propane 

prices are subject to rapid fluctuations. In the Company's regulated natural gas distribution operations, 

fluctuations in natural gas prices are passed on to customers through the gas cost recovery mechanism in the 

Company's tariffs. To help cope with the effects of inflation on its capital investments and returns, the 

Company seeks rate relief from regulatory commissions for its regulated operations and closely monitors the 

returns of its unregulated business operations. To compensate for fluctuations in propane 'gas prices, the 

Company adjusts its propane selling prices to the extent allowed by the market. 


Recent Authoritative Pronouncements on Financial Reporting and Accounting 

Recent accounting developments and their impact on our financial position, results of operations and cash 

flows are described in Note 5, "Recent Authoritative Pronouncements on Financial Reporting and Accounting," 

to the unaudited Condensed Consolidated Financial Statements. 


Item 3. Quantitative and Qualitative Disclosures about Market Risk 

Market risk represents the potential loss arising from adverse changes in market rates and prices. Long-term 
debt is subject to potential losses based on changes in interest rates. The Company's long-term debt consists 
of first mortgage bonds, fixed-rate senior notes and convertible debentures. All of the Company's long4erm 
debt is fixed-rate debt and was not entered into for trading purposes. The carrying value of long-term debt, 
including current maturities, was $69.8 million at June 30, 2008, as compared to a fair value of $72.9 million, 
based mainly on current market prices or discounted cash flows, using current rates for similar issues with 
similar terms and remaining maturities. The Company evaluates whether to refinance existing debt or 
permanently refinance existing short-term borrowing, based in part on the fluctuation in interest rates. 

The Company's propane distribution business is exposed to market risk as a result of propane storage 
activities and when it enters into fixed-price contracts for supply. The Company can store up to approximately 
four million galions (including leased storage and rail cars) of propane during the winter season to meet its 
customers' peak requirements and to serve metered customers. Decreases in the wholesale price of propane 
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may cause the value of stored propane to decline. To mitigate the impact of price fluctuations, the Company 
has adopted a Risk Management Policy that allows the propane distribution operation to enter into fair value 
hedges of its inventory. Management reviewed the Company's storage position as of June 30, 2008 and 
elected not to hedge any of its inventories. 

The Company's propane wholesale marketing operation is a party to natural gas liquids ("NGLs") forward 
contracts, primarily propane contracts, with various third parties. These contracts require that the propane 
wholesale marketing operation purchase or sell NGLs at a fixed price at fixed future dates. At expiration, the 
contracts are settled by the delivery of NGLs to the Company or the counter-party or booking out the 
transaction. Booking out is a procedure for financially settling a contract in lieu of the physical delivery of 
energy. The propane wholesale marketing operation also enters into futures contracts that are traded on the 
New York Mercantile Exchange. In certain cases, the futures contracts are settled by the payment or receipt of 
a net amount equal to the difference between the current market price of the futures contract and the original 
contract price; however, they may also be settled for physical receipt or delivery of propane. 

The forward and futures contracts are entered into for trading and wholesale marketing purposes. The 
propane wholesale marketing business is subject to commodity price risk on its open positions to the extent 
that market prices for NGLs deviate from fixed contract settlement prices. Market risk associated with the 
trading of futures and forward contracts are monitored daily for compliance with the Company's Risk 
Management Policy, which includes volumetric limits for open positions. To manage exposures to changing 
market prices, open positions are marked up or down to market prices and reviewed by the Company's 
oversight officials daily. In addition, the Risk Management Committee reviews periodic reports on market and 
the credit risk of counter-parties, approves any exceptions to the Risk Management Policy (within limits 
established by the Board of Directors) and authorizes the use of any new types of contracts. Quantitative 
information on forward and futures contracts at June 30, 2008 is presented in the following table. 

Quantity in Estimated Market Weighted Average 
At June 30, 2008 gallons Prices Contract Prices 
Forward Contracts 

Sale 38,472,000 $1.3550 ­ $1.9200 $1.7837 
Purchase 37,379,982 $1. 3650 ­ $1.9250 $1.7688 

Estimated market prices and weighted average contract prices are in dollars per gallon. 

All contracts expire in 2008 or in the first quarter of 2009. 


Item 4. Controls and Procedures 

Evaluation of Disclosure Controls and Procedures 
The Chief Executive Officer and Chief Financial Officer of the Company, with the participation of other 
Company officials, have evaluated the Company's "disclosure controls and procedures" (as such term is 
defined under Rules 13a-15(e) and 15d-15(e) promulgated under the Securities Exchange Act of 1934, as 
amended) as of June 30, 2008. Based upon their evaluation, the Chief Executive Officer and Chief Financial 
Officer concluded that the Company's disclosure controls and procedures were effective as of June 30, 2008. 

Changes in Intemal Control Over Financial Reporting 
During the quarter ended June 30, 2008, there was no change in the Company's internal control over financial 
reporting that has materially affected, or is reasonably likely to materially affect, the Company's internal control 
over financial reporting. 
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PART II - OTHER INFORMATION 

Item 1. 	 Legal Proceedings 
As disclosed in Note 4, "Commitments and Contingencies," of the unaudited Condensed 
Consolidated Financial Statements, the Company is involved in certain legal actions and claims 
arising in the normal course of business. The Company is also involved in certain legal and 
administrative proceedings before various government agencies concerning rates. In the opinion 
of management, the ultimate disposition of these proceedings and claims will not have a material 
effect on the consolidated financial position, results of operations or cash flows of the Company. 

Item 1A. 	 Risk Factors 
In addition to the other information set forth in this Form 10-Q, including the risks and 
uncertainties described under Item 2 of Part I of this Form 10-Q, in the section entitled "Safe 
Harbor and Forward Looking Statements," consideration should be given to the factors discussed 
under Item 1A. "Risk Factors: in the Company's Form 1 O-K for the fiscal year ended December 
31,2007. These risks could affect the operations and/or financial performance of the Company. 
The risks described in the Form 1 O-K and this Form 1 O-Q are not the only risks that the Company 
faces. The Company's operations and/or financial performance could also be affected by 
additional factors that at present are not known to it or that the Company considers immaterial to 
its operations and/or financial performance. 

Item 2. 	 Unregistered Sales of Equity Securities and Use of Proceeds . 

Total Total Number of Shares Maximum Number of 
Number of Average Purchased as Part of Shares That May yet Be 

Shares Price Paid Publicly Announced Purchased Under the 
Period Purchased per Share Plans or Programs Plans or Programs 

April 1. 2008 
through April 30. 2008 (1) 557 $30.99 

May 1, 2008 
through May 30, 2008 

June 1,2008 
through June 30, 2008 

Total 	 557 $30.99 

(1) 	 Chesapeake purchased shares of stock on the open market for the purpose of reinvesting the dividend on deferred 
stock units held in the Rabbi Trust accounts for certain Senior Executives under the Deferred Compensation Plan. 
The Deferred Compensation Plan is discussed in detail in Note K to the Consolidated Financial Statements of the 
Company's Form 10-K filed with the Securities Exchange Commission on March 10,2008. During the quarter. 
557 shares were purchased through the reinvestment of dividends on deferred stock units. 

Item 3. 	 Defaults upon Senior Securities 
None 

Item 4. 	 Submission of Matters to a Vote of Security Holders 
The Annual Meeting of the Stockholders of Chesapeake Utilities Corporation was held on May 1 , 
2008. The items set forth below were submitted to a vote of security holders. Proxies for the 
meeting were solicited in accordance with Regulation 14A under the Securities Exchange Act of 
1934, as amended. 

The stockholders elected three nominees to the Company's Board of Directors to serve as Class 
III directors for three-year terms ending in 2011, and until their successors are elected and qualify. 
The following shows the separate tabulation of votes for each nominee: 
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I 

I 
I 

The terms of the following directors were not subject to vote (or election) and they remained in 
office after the meeting: 

Name Votes For Votes Withheld 
Thomas J .. 8resnan 6,357,555 182,717 

Joseph E. Moore 6,308,808 231,464 

John R. Schimkaitis 6,354,089 
~ ~ 

186,183 

Class I Directors (Terms Expire in 2009) Class II Directors (Terms Expire in 2010) 

Calvert A. Morgan ,Jr. Ralph J. Adkins 

Eugene H. Bayard Richard Bernstein 

ThomasP. Hill, Jr. J. Peter Martin 

The stockholders approved the ratification of the appointment of Beard Miller Company LLP as 
the Company's independent registered public accounting firm for the fiscal year ending December 
31, 2008. There were 6,473,303 affirmative votes, 35,107 negative votes, and 31,862 
abstentions. There were no broker non-votes for this matter. 

The stockholders did not approve a shareholder proposal requesting that the Board of Directors 
take the steps necessary to eliminate classification of tenrns of the Board of Directors. The Board 
of Directors opposed this proposal. There were 2,418,582 affirmative votes, 2,635,724 negative 
votes, 71,889 abstentions, and 1,414,077 broker non-votes. 

As ofthe Record Date, March 14,2008,6,806,487 shares of common stock of the Company, the 
only class of voting or equity securities of the Company, were outstanding. 

Item 5. 	 Other Information 
None 
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Item 6. Exhibits 

Exhibit 
31.1 

31.2 

32.1 

32.2 

Description 
Certificate of Chief Executive Officer of Chesapeake Utilities Corporation pursuant to Rule 
13a-14{a) under the Securities Exchange Act of 1934, dated August 11, 2008. 

Certificate of Chief Financial Officer of Chesapeake Utifities Corporation pursuant to Rule 
13a-14(a) under the Securities Exchange Act of 1934, dated August 11, 2008. 

Certificate of Chief Executive Officer of Chesapeake Utilities Corporation pursuant to 18 
U.S.C. Section 1350, dated August 11,2008. 

Certificate of Chief Financial Officer of Chesapeake Utilities Corporation pursuant to 18 
U.S.C. Section 1350, dated August 11,2008. 
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SIGNATURES 

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this 
report to be signed on itsbehatfby the undersigned, thereunto duly authorized. 

CHESAPEAKE UTILITIES CORPORATION 

lsI MICHAEL P. MCMASTERS 

Michael P. McMasters 
Senior Vice President and Chief Financial Officer 

Date: August 11,2008 
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EXHIBIT 31.1 

CERTIFICATE PURSUANT TO RULE 13A-14(A) 

UNDER THE SECURITIES EXCHANGE ACT OF 1934 


I, John R. Schimkaitis, certify that: 

1. 	 I have reviewed this quarterly report on Form 10-0 for the quarter ended June 30, 2008 of 
Chesapeake Utilities Corporation; 

2. 	 Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to 
state a material fact necessary to make the statements made, in light of the circumstances under 
which such statements were made, not misleading with respect to the period covered by this report; 

3. 	 Based on my knowledge, the financial statements, and other financial information included in this 
report, fairly present in all material respects the financial condition, results of operations and cash 
flows of the registrant as of, and for, the periods presented in this report; 

4. 	 The registrant's other certifying officer(s) and I are responsible for establishing and maintaining 
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e» and 
internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f» 
for the registrant and have: 

a) 	 designed such disclosure controls and procedures, or caused such disclosure controls and 
procedures to be designed under our supervision, to ensure that material information relating 
to the registrant, including its consolidated subsidiaries, is made known to us by others within 
those entities, particularly during the period in which this report is being prepared; 

b) 	 designed such internal control over financial reporting, or caused such internal control over 
financial reporting to be designed under our supervision, to provide reasonable assurance 
regarding the reliability of financial reporting and the preparation of financial statements for 
external purposes in accordance with generally accepted accounting principles; 

c) 	 evaluated the effectiveness of the registrant's disclosure controls and procedures and 
presented in this report our conclusions about the effectiveness of the disclosure controls and 
procedures, as of the end of the period covered by this report based on such evaluation; and 

d) 	 disclosed in this report any change in the registrant's internal control over financial reporting 
that occurred during the registrant's most recent fiscal quarter that has materially affected, or 
is reasonably likely to materially affect, the registrant's internal control over financial reporting; 
and 

5. 	 The registrant's other certifying officer and I have disclosed, based on our most recent evaluation of 
internal control over financial reporting, to the registrant's auditors and the audit committee of the 
registrant's board of directors (or persons performing the equivalent functions): 

a) 	 all significant deficiencies and material weaknesses in the design or operation of internal 
control over financial reporting which are reasonably likely to adversely affect the registrant's 
ability to record, process, summarize and report financial information; and 

b) 	 any fraud, whether or not material, that involves management or other employees who have a 
significant role in the registrant's internal control over financial reporting. 

Date: August 11,2008 

lsi JOHN R. SCHIMKAITIS 
John R. Schimkaitis 
President and Chief Executive Officer 



EXHIBIT 31.2 

CERTIFICATE PURSUANT TO RULE 13A-14{A) 

UNDER THE SECURITIES EXCHANGE ACT OF 1934 


I, Michael P. McMasters, certify that: 

1. 	 I have reviewed this quarterly report on Form 10-0 for the quarter ended June 30, 2008 of 
Chesapeake Utilities Corporation; 

2. 	 Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to 
state a material fact necessary to make the statements made, in light of the circumstances under 
which such statements were made, not misleading with respect to the period covered by this report; 

3. 	 Based on my knowledge. the financial statements, and other financial information included in this 
report. fairly present in all material respects the financial condition. results of operations and cash 
flows of the registrant as of. and for, the periods presented in this report; 

4. 	 The registrant's other certifying officer(s) and I are responsible for establishing and maintaining 
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and 
internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) 
for the registrant and have: 

a) 	 designed such disclosure controls and procedures, or caused such disclosure controls and 
procedures to be designed under our supervision, to ensure that material information relating 
to the registrant. including its consolidated subsidiaries, is made known to us by others within 
those entities. particularly during the period in which this report is being prepared; 

b) 	 designed such internal control over financial reporting. or caused such internal control over 
financial reporting to be designed under our supervision, to provide reasonable assurance 
regarding the reliability of financial reporting and the preparation of financial statements for 
external purposes in accordance with generally accepted accounting principles; 

c) 	 evaluated the effectiveness of the registrant's disclosure controls and procedures and 
presented in this report our conclusions about the effectiveness of the disclosure controls and 
procedures. as of the end of the period covered by this report based on such evaluation; and 

d) 	 disclosed in this report any change in the registrant's internal control over financial reporting 
that occurred during the registrant's most recent fiscal quarter that has materially affected, or 
is reasonably likely to materially affect, the registrant's internal control over financial reporting; 
and 

5. 	 The registrant's other certifying officer and I have disclosed, based on our most recent evaluation of 
internal control over financial reporting, to the registrant's auditors and the audit committee of the 
registrant's board of directors (or persons performing the equivalent functions): 

a) 	 all significant deficiencies and material weaknesses in the design or operation of internal control 
over financial reporting which are reasonably likely to adversely affect the registrant's ability to 
record, process, summarize and report financial information; and 

b) 	 any fraud. whether or not material. that involves management or other employees who have a 
significant role in the registrant's internal control over financial reporting. 

Date: August 11,2008 

lsi MICHAEL P. McMASTERS 
Michael P. McMasters 
Senior Vice President and Chief Financial Officer 



EXHIBIT 32.1 

Certificate of Chief Executive Officer 

of 

Chesapeake Utilities Corporation 

(pursuantto 18 U.S.C. Section 1350) 

I, John R. Schimkaitis, President and Chief Executive Officer of Chesapeake Utilities Corporation, 
certify that, to the best of my knowledge, the Quarterly Report on Form 10-Q of Chesapeake Utilities 
Corporation ("Chesapeake") for the period ended June 30, 2008, filed with the Securities and Exchange 
Commission on the date hereof (i) fully complies with the requirements of section 13(a) or 1S(d) of the 
Securities Exchange Act of 1934, as amended, and (if) the information contained therein fairly presents, in all 
material respects, the financial condition and results of operations of Chesapeake. 

lSI JOHN R. SCHIMKAITIS 
John R. Schimkaitis 
August 11,2008 

A signed original of this written statement required by Section 906 of the Sarbanes-Oxley Act of 2002, or 
other document authenticating, acknowledging, or otherwise adopting the signature that appears in typed 
form within the electronic version of this written statement required by Section 906, has been provided to 
Chesapeake Utilities Corporation and will be retained by Chesapeake Utilities Corporation and furnished 
to the Securities and Exchange Commission or its staff upon request. 



EXHIBIT 32.2 

Certificate of Chief Financial Officer 

of 

Chesapeake Utilities Corporation 

(pursuant to 18 U.S.C. Section 1350) 

I, Michael P. McMasters, Senior Vice President and Chief Financial Officer of Chesapeake Utilities 
Corporation, certify that, to the best of my knowledge, the Quarterly Report on Form 10-Q of Chesapeake 
Utilities Corporation ("Chesapeake") for the period ended June 30, 2008, filed with the Securities and 
Exchange Commission on the date hereof (i) fully complies with the requirements of section 13(a) or 15(d) of 
the Securities Exchange Act of 1934, as amended, and (ii) the information contained therein fairly presents, in 
all material respects, the financial condition and results of operations of Chesapeake. 

lSI MICHAEL p, McMASTERS 
Michael P. McMasters 
August 11 , 2008 

A signed original of this written statement required by Section 906 of the Sarbanes-Oxley Act of 2002, or 
other document authenticating, acknowledging, or otherwise adopting the signature that appears in typed 
form within the electronic version of this written statement required by Section 906, has been provided to 
Chesapeake Utilities Corporation and will be retained by Chesapeake Utilities Corporation and furnished 
to the Securities and Exchange Commission or its staff upon request. 
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CHESAPEAKE UTILITIES CORPORATION 
SUMMARY OF ESTIMATED CAPITAL EXPENDITURES 
DISTRIBUTION UTILITY PLANT 
UNAUDITED 

EXHIBIT B 


PLANT 
ACCOUNT 
NUMBER DESCRIPTION 

301 ORGANIZATION 
302 FRANCHISE AND CONSENTS 
303 INTANGIBLE PLANT 
304 LAND AND LAND RIGHTS 
305 STRUCTURES AND IMPROVEMENTS 
311 PROPANE PLANT 
374 LAND AND LAND RIGHTS 
375 STRUCTURES AND IMPROVEMENTS 
376 MAINS 
378 M & R STATIONS - GENERAL 
379 M & R STATIONS - CITY GATE 
380 SERVICES 
381 METERS 
382 METER INSTALLATIONS 
383 HOUSE REGULATORS 
384 REGULATOR INSTALLATIONS 
385 INDUSTRIAL M & R STATION 
387 OTHER EQUIPMENT 
389 LAND AND LAND RIGHTS 
390 STRUCTURES AND IMPROVEMENTS 
391 OFFICE AND EQUIPMENT 
392 TRANSPORTATION 
393 STORES EQUIPMENT 
394 TOOLS, SHOP, AND GARAGE EQUIP 
395 LABORATORY EQUIPMENT 
396 POWER OPERATED EQUIPMENT 
397 COMMUNICATION EQUIPMENT 
398 MISCELLANEOUS EQUIPMENT 
399 OTHER TANGIBLE PROPERTY 

TOTAL CAPITAL EXPENDITURES 

SOURCES AND USES OF FUNDS 

TOTAL 

CAPITAL 


ESTIMATED 


$0 
$0 
$0 
$0 
$0 
$0 

$50,000 
$0 

$2,006,165 
$65,000 

$510,000 
$393,125 
$296,090 
$205,905 
$108,430 

$0 
$60,000 
$51,038 

$0 
$75,000 

$468,785 
$226,524 

$0 
$10,000 

$0 
$20,500 

$218,800 
$7,500 

$0 

$4,772,862 

The proceeds from stock and debt issuances will be used to administer the 
Company's Retirement Savings Plan, Performance Incentive Plan, Automatic Dividend 
Reinvestment and Stock Purchase Plan, Directors Stock Compensation Plan, Employee 
Awards Stock Plan, and Convertible Debentures, as well as for other corporate purposes 
including, but not limited to, working capital, retirement of short-term debt, retirement of 
long-term debt, capital improvements and/or acquisitions. 
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CHESAPEAKE UTILITIES CORPORATION 

909 Silver Lake Boulevard 


Dover, Delaware 19904 


NOTE AGREEMENT 


$30,000,000 


5.93% Senior Notes due October 31,2023 


As of October 31, 2008 

To the Purchasers listed in the 
attached Purchaser Schedule 

Ladies and Gentlemen: 

Chesapeake Utilities Corporation, a Delaware corporation (the "Company"), hereby 
agrees with the purchasers listed in the attached Purchaser Schedule (collectively. the 
"Purchasers" and, individually, a "Purchaser") as follows: 

SECTION 1. PURCHASE AND SALE OF NOTES 

Section 1.1 Issue ofNotes. 

The Company will authorize the issue of $30,000,000 principal amount of its 5.93% 
Senior Notes due on October 31,2023 (the "Notes"). Each Note will bear interest on the unpaid 
principal balance thereof, from the date of the Note or the most recent date to which interest 
thereon has been paid, until the same is due and payable, at an annual rate of 5.93% (computed 
on the basis of a 360-day year of twelve 30-day months), payable semi-annually on the 30th day 
of April and the 31st day of October in each year, commencing on April 30, 2009. The Notes 
will be subject to certain mandatory principal repayments prior to maturity, as provided in 
Section 2.1 and will mature on October 31,2023. Payments of principal, Make Whole Amount, 
if any, and, to the extent permitted by law, interest not paid when due will bear interest from the 
date such payment was due until paid at a rate per annum from time to time equal to the greater 
of (i) 7.93% or (ii) the rate of interest publicly announced by JPMorgan Chase Bank from time to 
time in New York City as its Prime Rate. The Notes will be registered notes in the form set out 
in Exhibit A. 
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Section 1.2 The Closing. 

The Company agrees to sell to each Purchaser and each Purchaser agrees to purchase 
from the Company, in accordance with the provisions of this Agreement, the principal amount of 
the Notes indicated for such Purchaser on the Purchaser Schedule attached hereto at par. The 
closing of the sale and purchase of the Notes will be held at 10:00 a.m. on October 31, 2008 (the 
"Closing Date"), at the offices of Schiff Hardin LLP, 6600 Sears Tower, Chicago, Illinois. On 
the Closing Date, the Company will deliver to each Purchaser one or more Notes, as specified in 
the Purchaser Schedule attached hereto in the aggregate amount of each Purchaser's purchase, 
dated the Closing Date and payable to such Purchaser or such Purchaser's nominee(s), if any, 
listed in the Purchaser Schedule, against payment in immediately available funds. Each 
Purchaser's obligations hereunder are several and not joint and no Purchaser shall have any 
obligation or liability to any Person for the performance or nonperformance by any other 
Purchaser hereunder. 

Section 1.3 Expenses. 

Whether or not the Notes are sold, the Company will, upon presentation to the Company 
of documentation in reasonable detail, pay the following expenses relating to this Agreement, 
including: 

(a) the cost of reproducing this Agreement and the Notes, appropriately completed; 

(b) the reasonable fees and disbursements (including the cost of obtaining the private 
placement number) of the Purchasers' special counsel; 

(c) the cost of any fees of agents, brokers or dealers or otherwise incurred in 
connection with the sale of the Notes pursuant to this Agreement but not with respect to any 
subsequent resale; 

(d) each Purchaser's reasonable out-of-pocket expenses incurred in negotiating this 
Agreement; 

(e) the cost of delivering to or from any Purchaser's home office, insured to any 
Purchaser's satisfaction, the Notes purchased by any Purchaser, any Note surrendered by any 
Purchaser to the Company pursuant to this Agreement and any Note issued to any Purchaser in 
substitution or replacement for a surrendered Note; and 

(1) all costs (including reasonable fees and expenses of counsel) related to proposed 
or actual modifications of, or proposed or actual consents under, this Agreement. 

The obligations of the Company under this Section 1.3 shall survive the payment of the 
Notes and the termination of this Agreement, and shall continue regardless of whether or not the 
Closing Date occurs and whether or not any Purchaser has purchased Notes hereunder. 
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Section 1.4 Closing Conditions. 

Each Purchaser's obligation to purchase and pay for the Notes to be purchased by such 
Purchaser hereunder is subject to the satisfaction or waiver in writing by the Purchasers, on or 
before the Closing Date, of the following conditions: 

(a) Certain Documents. Such Purchaser shall have received the following dated the 
Closing Date: 

(i) The Notes to be purchased by such Purchaser. 

(ii) Certified copies of the resolutions of the Board of Directors of the 
Company approving this Agreement and the Notes, and of all documents 
evidencing other necessary corporate action and governmental approvals, if any, 
with respect to this Agreement and the Notes. 

(iii) A certificate of the Secretary or an Assistant Secretary of the 
Company certifying the names and true signatures of the officers of the Company 
authorized to sign this Agreement and the Notes and the other documents to be 
delivered hereunder. 

(iv) Certified copies of the Certificate of Incorporation and By-laws of 
the Company. 

(v) Good standing certificates for the Company from each of the 
Secretary of State of Delaware, the Secretary of State of Maryland, and the 
Secretary of State of Florida, dated of a recent date. 

(b) Opinion of Purchasers' Special Counsel. Such Purchaser shall have received 
from Schiff Hardin LLP, who are acting as special counsel for the Purchasers in connection with 
this transaction, a favorable opinion satisfactory to the Purchasers as to such matters as the 
Purchasers may request. 

(c) Opinion of Company's Special and Local Counsel. Such Purchaser shall have 
received from Baker & Hostetler LLP, who are acting as special counsel for the Company in 
connection with this transaction, a favorable opinion satisfactory to the Purchasers substantially 
in the form of Exhibit B-1 hereto, from Parkowski, Guerke and Swayze, who are acting as 
Delaware counsel for the Company in connection with this transaction, a favorable opinion 
satisfactory to the Purchasers substantially in the form of Exhibit B-2 hereto, from DLA Piper 
LLP, who are acting as Maryland counsel for the Company in connection with this transaction, a 
favorable opinion satisfactory to the Purchasers substantially in the form of Exhibit B-3 hereto, 
and from Akerman Senterfitt, who are acting as Florida counsel for the Company in connection 
with this transaction, a favorable opinion satisfactory to the Purchasers substantially in the form 
of Exhibit B-4 hereto. The Company hereby directs each such counsel to deliver such opinions, 
agrees that the issuance and sale of any Notes will constitute a reconfirmation of such direction, 
and understands and agrees that each Purchaser will rely on such opinions. 
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(d) Representations and Warranties; No Default. The representations and warranties 
contained in Section 6 shall be true on and as of the Closing Date, except to the extent of changes 
caused by the transactions herein contemplated; there shall exist on the Closing Date no Event of 
Default or Default; and the Company shall have delivered to such Purchaser an Officer's 
Certificate, dated the Closing Date, to both such effects. The delivery of such Officer's 
Certificate will constitute the repeating of such representations and warranties by the Company 
as of the Closing Date. 

(e) Purchase Permitted By Applicable Laws. The purchase of and payment for the 
Notes to be purchased by such Purchaser on the Closing Date on the terms and conditions herein 
provided (including the use of the proceeds of such Notes by the Company) shall not violate any 
applicable law or governmental regulation (including, without limitation, Section 5 of the 
Securities Act or Regulation T, U or X of the Board of Governors of the Federal Reserve 
System) and shall not subject such Purchaser to any tax, penalty, liability or other onerous 
condition under or pursuant to any applicable law or governmental regulation, and such 
Purchaser shall have received such certificates or other evidence as it may reasonably request to 
establish compliance with this condition. The orders of the Delaware and Florida State 
Commissions referred to in Section 6.10 shall be satisfactory to such Purchaser and on the 
Closing Date shall be in full force and effect and, except for Order No. 7464 of the Public 
Service Commission of the State of Delaware entered in PSC Docket No. 08-305 dated October 
23, 2008. final. No appeal, review or contest of either thereof shall be pending on the Closing 
Date, and, as of the Closing Date, except for Order No. 7464 of the Public Service Commission 
of the State of Delaware entered in PSC Docket No. 08-305 dated October 23, 2008, the time for 
appeal or to seek review or reconsideration of such orders shall have expired. Any conditions 
contained in either order shall have been satisfied to such Purchaser's reasonable satisfaction. 
Such Purchaser and its special counsel shall have received copies of such documents and papers 
(including, without limitation, a certified or attested copy of such orders) as such Purchaser may 
reasonably request in connection therewith or as a basis for the Purchasers' special counsel's 
closing opinion, all in form and substance satisfactory to such Purchaser and the Purchasers' 
special counsel. 

(D Diversification Event. No Diversification Event shall have occurred. 

(g) Proceedings. All corporate and other proceedings taken or to be taken in 
connection with the transactions contemplated hereby and all documents incident thereto shall be 
satisfactory in substance and form to such Purchaser, and such Purchaser shall have received all 
such counterpart originals or certified or other copies of such documents as it may reasonably 
request. 

SECTION 2. PAYMENTS 

Section 2.1 Required Payments. 

(a) Until the Notes are paid in full, the Company will pay $1,500,000 in aggregate 
principal amount of the Notes on the 30th day of April and the 31st day of October in each year, 
commencing on April 30, 2014. The entire outstanding principal amount and unpaid interest 
thereon shall be due and payable on October 31, 2023. Prepayments on each holder's Notes 
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under Section 2.2 shall be applied to mandatory payments on such Notes in inverse order of 
maturity and the Company's obligation to make the payments required by this Section 2.1 shall 
not be reduced by any payment pursuant to Section 2.2. Notwithstanding the foregoing, upon 
any payment of less than all of the outstanding Notes pursuant to Section 2.l(b) hereof or any 
acquisition of any Notes by the Company or any Subsidiary or Affiliate permitted by Section 
9.7(b) hereof, the principal amount of such required prepayment of the Notes becoming due 
under this Section 2.1 on or after the day of such payment or acquisition shall be reduced in the 
same proportion as the aggregate unpaid principal amount of the Notes is reduced as a result of 
such prepayment or purchase. 

(b) If, at any time, the aggregate net book value of all assets that are used in the 
regulated utilities business segments of the Company and its Subsidiaries is less than 50% of 
Consolidated Total Assets (a "Diversification Event"), any holder of any of the Notes then 
outstanding may elect, at its option, by notice to the Company, to declare the outstanding Notes 
held by such holder to be due and payable on the next business day after the 30th day following 
such notice (the "Required Payment Date"). Upon such election by any holder of the Notes, the 
Company will pay the aggregate principal amount of such holder's Notes on the Required 
Payment Date, together with interest accrued to the Required Payment Date on such principal 
amount, and a premium equal to the Make Whole Amount, if any, applicable to such payment. 
Upon the occurrence ofa Diversification Event, the Company shall deliver to each holder of the 
outstanding Notes a notice that such event has occurred and the reason or reasons for such 
occurrence. 

Section 2.2 Optional Prepayments. 

(a) At a Premium. The Company may prepay the Notes in whole or part, at any time 
and from time to time, in multiples of $100,000, by payment of 100% of the principal amount 
then being prepaid, together with interest accrued to the date of prepayment on the principal 
amount being prepaid and a premium equal to the Make Whole Amount, if any, applicable to 
such prepayment; provided that no partial prepayment shall be in an amount less than (i) 
$1,000,000 or (ii) the aggregate principal amount remaining outstanding, whichever is less. 

(b) Notice of Optional Prepayment. The Company will give written notice of any 
optional prepayment of the Notes to each holder of Notes at least 15 but not more than 45 days 
before the date fixed for prepayment, specifying (1) such date (the "Prepayment Date"), and (2) 
the amount of principal and interest with respect to the Notes and such holder's Notes to be 
prepaid on such date. Any such notice of prepayment will be irrevocable. Upon the giving of 
such notice by the Company, the principal amount of the Notes specified in the notice, together 
with interest accrued to the Prepayment Date on such principal amount, and a premium equal to 
the Make Whole Amount, if any, applicable to such payment, shall be due and payable on the 
Prepayment Date, and the Company shall pay such amount on the Prepayment Date. The 
Company shall, on or before the day on which it gives written notice of any prepayment pursuant 
to Section 2.2(a), give telephonic notice of the principal amounts of the Note to be prepaid and 
the prepayment date to each Purchaser which shall have designated a recipient of such notices in 
the Purchaser Schedule attached hereto or by notice in writing to the Company. 
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Section 2.3 Partial Payment Pro Rata. 

If there is more than one Note outstanding, the principal amount of each required or 
optional partial payment of the Notes, other than a prepayment pursuant to Section 2.l(b), will be 
allocated among the Notes at the time outstanding in proportion, as nearly as practicable, to the 
respective outstanding principal amounts of the Notes. 

SECTION 3. INFORMATION AS TO COMPANY 

Section 3.1 Financial and Business Information. 

The Company will deliver in duplicate to each Purchaser, if at the time such Purchaser or 
such Purchaser's nominee holds any Notes (or if such Purchaser is obligated to purchase any 
Notes), and to each other Institutional Holder of outstanding Notes: 

(a) Quarterly Statements--as soon as practicable and in any event within sixty (60) 
days after the end of each of the first three quarterly fiscal periods in each fiscal year of the 
Company: 

(i) a consolidated balance sheet of the Company and its Subsidiaries 
as at the end of such quarter and as at the end of the corresponding quarter in the 
most recently completed fiscal" year and a consolidating balance sheet of the 
Company and its Subsidiaries as of the end of such quarter, and 

(ii) consolidated statements of income, retained earnings and cash 
flows of the Company and its Subsidiaries for that quarter and for the portion of 
the fiscal year ending with such quarter, and for the corresponding periods in the 
prior fiscal year and consolidating statements of income, retained earnings and 
cash flows of the Company and its Subsidiaries for such quarter and for the 
portion of the fiscal year ending with such quarter, 

setting forth in the statements of income for each fiscal period, the specific dollar amounts of 
depreciation charged, lease rental expense and interest expense on Indebtedness, accompanied by 
a certificate signed by a principal financial officer of the Company stating that such financial 
statements present fairly the financial condition of the companies being reported upon and have 
been prepared in accordance with generally accepted accounting principles consistently applied, 
with such adjustments as may be required to present fairly the financial statements therein 
contained; provided that if the Company is subject to the reporting requirements of the Exchange 
Act, the delivery to such recipients of the Company's Quarterly Report on Form lO-Q containing 

. such information within the specified time period shall satisfy this requirement; 

(b) Annual Statements--as soon as practicable and in any event within one hundred 
twenty (120) days after the end of each fiscal year of the Company: 

(i) a consolidated and consolidating balance sheet of the Company 
and its Subsidiaries, as at the end of that fiscal year, and 
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(ii) consolidated and consolidating statements of income, retained 
earnings and cash flows of the Company and its Subsidiaries, for that year, 

setting forth in the case of such consolidated financial statements, the figures for the previous 
fiscal year in comparative form, and setting forth in such statements of income, the specific 
dollar amounts of depreciation charged, lease rental expense, and interest expense on 
Indebtedness, and accompanied in the case of such consolidated financial statements by an 
opinion of a firm of independent public accountants of recognized national standing stating that 
such financial statements present fairly the results of the operations and financial condition of the 
companies being reported upon and have been prepared in accordance with generally accepted 
accounting principles consistently applied (except for changes in application in which such 
accountants concur); provided that if the Company is subject to the reporting requirements of the 
Exchange Act, the delivery to such recipients of the Company's Quarterly Report on Form lO-K 
containing such information within the specified time period shall satisfy this requirement; 

(c) Audit Reports--promptly upon receipt thereof, one copy of each other report 
submitted to the Company or any Subsidiary by independent accountants in connection with any 
annual, interim or special audit made by them of the books of the Company or any Subsidiary; 

(d) SEC and Other Reports--promptly upon their becoming available, copies of each 
periodic report (including Forms 8-K, lO-K, and lO-Q, proxy statement and registration 
statement or prospectus (other than registration statements on Form S-8 and any corresponding 
prospectus) relating to Securities of the Company filed with or delivered to any securities 
exchange, the Securities and Exchange Commission or any successor agency, and promptly upon 
transmission thereof, copies of such other financial statements, notices and reports, if any, as the 
Company or any Subsidiary shall send to its public stockholders; 

(e) Annual Regulatory Reports--promptly upon their becoming available, copies of 
each annual report required to be filed by the Company or any Subsidiary with any of the State 
Commissions or with the PERC; 

(f) Notice of Default or Event of Default-- immediately upon becoming aware of the 
existence of any Default or Event of Default, a notice describing in reasonable detail its nature 
and what action the affected Company or Subsidiary is taking or proposes to take with respect 
thereto; 

(g) Notice of Claimed Default--immediately upon becoming aware that the holder of 
any Note or of any other evidence of Indebtedness or other Security of the Company or any 
Subsidiary has given notice (or taken any other action) with respect to a claimed default, breach, 
Default or Event of Default, a notice describing in reasonable detail the notice given (or action 
taken) and in reasonable detail the nature of the claimed default, breach, Default or Event of 
Default and what action the affected Company or Subsidiary is taking or proposes to take with 
respect thereto; 

(h) Report on Proceedingsnpromptly upon the Company's making public information 
with respect to (1) any proposed or pending investigation of it or any Subsidiary by any 
governmental authority or agency, or (2) any court or administrative proceeding, which in either 
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case involves the possibility of materially and adversely affecting the Properties, business, 
prospects, profits or financial condition of the Company and its Subsidiaries taken as a whole, a 
notice specifying its nature and the action the Company is taking with respect thereto; and 

(i) Reguested Information--with reasonable promptness, any other data and 
information which may be reasonably requested from time to time, including without limitation 
any information required to be made available at any time to any prospective transferee of any 
Notes in order to satisfy the requirements of Rule 144A under the Securities Act of 1933, as 
amended. 

Section 3.2 Officer's Certificates. 

With each set of financial statements delivered pursuant to Section 3.l(a) or 3.l(b), the 
Company will deliver to each Purchaser a certificate signed by its Chief Financial Officer and 
setting forth: 

(a) Covenant Compliance--the information required in order to establish compliance 
with Section 4 during the period covered by the financial statements then being furnished; and 

(b) Default or Event of Default--that the signer has reviewed the relevant terms of 
this Agreement and has made, or caused to be made, under the signer's supervision, a review of 
the transactions and condition of the Company and its Subsidiaries from the beginning of the 
period covered by the financial statements then being furnished and that the review has not 
disclosed the existence of any Default or Event of Default or, if a Default or Event of Default 
exists, describing its nature. 

Section 3.3 Accountants' Certificates. 

Each set of annual financial statements delivered pursuant to Section 3.l(b) will be 
accompanied by a certificate of the accountants who certify such financial statements, stating 
that, in making the audit necessary to the certification of such financial statements, they have 
reviewed this Agreement and obtained no knowledge of any Event of Default or Default, or, if 
they have obtained knowledge of any Event of Default or Default, specifying the nature and 
period of existence thereof. 

Section 3.4 Inspection. 

The Company will permit each Purchaser's representatives, while such Purchaser or such 
Purchaser's nominee holds any Note, and the representatives of any other Institutional Holder of 
the Notes to visit and inspect any of the Properties of the Company or any Subsidiary, to 
examine and make copies and extracts of all their books of account, records, reports and other 
papers, and to discuss their respective affairs, finances and accounts with their respective 
officers, employees with management duties and independent public accountants (and by this 
provision the Company authorizes said accountants to so discuss the finances and affairs of the 
Company and its Subsidiaries), all upon reasonable notice, at reasonable times and as often as 
may be reasonably requested. Any holder making any visit or inspection pursuant to this Section 
3.4 shall pay its own costs and expenses thereof unless, at the time of such visit or inspection, 

8 




there shall exist a Default or Event of Default, in which event the Company shall bear the costs 
and expenses thereof. 

SECTION 4. COMPANY BUSINESS COVENANTS 

The Company covenants that on and after the date of this Agreement until the Notes are 
paid in full: 

Section 4.1 Payment of Taxes and Claims. 

The Company shall, and shall cause each Subsidiary to, pay, before they become 
delinquent, 

(a) all taxes, assessments and governmental charges or levies imposed upon it or its 
Property, and 

(b) all claims or demands of materialmen, mechanics, carriers, warehousemen, 
landlords and other like Persons which, if unpaid, might result in the creation of a Lien upon its 
Property, 

provided that items of the foregoing description need not.be paid while being contested in good 
faith and by appropriate proceedings and provided further that adequate book reserves have been 
established with respect thereto and provided further that the owning company's title to, and its 
right to use, its Property is not materially adversely affected thereby. 

Section 4.2 Maintenance of Properties and Corporate Existence. 

The Company shall, and shall cause each Subsidiary to: 

(a) Propertv--maintain its Property in good condition and make all necessary 
renewals, replacements, additions, betterments and improvements thereto; 

(b) Insurance--maintain, with financially sound and reputable insurers, insurance with 
respect to its Properties and business against such casualties and contingencies, of such types 
(including public liability, larceny, embezzlement or other criminal misappropriation insurance) 
and in such amounts as is customary in the case of corporations of established reputations 
engaged in the same or a similar business and similarly situated; 

(c) Financial Records--keep true books of records and accounts in which full and 
correct entries will be made of all its business transactions, and will reflect in its financial 
statements adequate accruals and appropriations to reserves, all in accordance with generally 
accepted accounting principles; 

(d) Corporate Existence and Rights--do or cause to be done all things necessary (a) to 
preserve and keep in full force and effect its existence, rights and franchises and (b) except as 
provided in Section 4.10 or to maintain each Subsidiary as a Subsidiary; and 
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(e) Compliance with Law--comply with all laws (including but not limited to 
environmental laws), ordinances, or governmental rules and regulations (including, without 
limitation, federal, state and local environmental laws, rules and regulations) to which it is 
subject and maintain any licenses, permits, franchises or other governmental authorizations 
necessary to the ownership of its Properties or to the conduct of its business, if the failure to so 
comply or the failure to so maintain might materially adversely affect the Properties, business, 
prospects, profits or condition (financial or otherwise) of the Company and its Subsidiaries or the 
ability of the Company to perform its obligations set forth in this Agreement and in the Notes. 

Section 4.3 Payment ofNotes and Maintenance ofOffice. 

The Company will punctually payor cause to be paid the principal and interest (and 
premium, if any) to become due in respect of the Notes according to the terms thereof and will 
maintain an office at the address of the Company set forth in Section 9.1 where notices, 
presentations and demands in respect of this Agreement or the Notes may be made upon it. Such 
office shall be maintained at such address until such time as the Company shall notify the holders 
of the Notes of a change of location of such office within such State. 

Section 4.4 Fixed Charge Coverage Ratio. 

The Company will, for each fiscal year of the Company, maintain Consolidated Net 
Earnings Available for Fixed Charges at not less than 120% of Consolidated Fixed Charges. 

Section 4.5 Minimum Consolidated Net Worth. 

The Company will at all times maintain Consolidated Net Worth at not less than 
$50,000,000. 

Section 4.6 Incurrence ofIndebtedness. 

The Company will not, nor will it permit any of its Subsidiaries to, create, incur, assume, 
become liable for, or guaranty, or permit any of its Property to become subject to, any Funded 
Indebtedness (and in the case of a Subsidiary, Current Indebtedness) other than: 

(i) Funded Indebtedness represented by the Notes and the outstanding 
Indebtedness set forth in Schedule 4.6; 

(ii) Unsecured Funded Indebtedness of the Company, if after giving 
effect thereto and to any concurrent transactions, the aggregate principal amount 
of outstanding secured and unsecured Funded Indebtedness of the Company and 
secured and unsecured Current and Funded Indebtedness of the Subsidiaries 
(excluding Indebtedness owed by a Subsidiary to the Company or a Wholly­
Owned Subsidiary) does not exceed 65% of Total Capitalization; and 

(iii) Purchase Money Indebtedness of the Company or a Subsidiary and 
unsecured Current or Funded Indebtedness of a Subsidiary, if after giving effect 
thereto and to any concurrent transactions, (a) the conditions set forth in Section 
4.6(ii) are satisfied, and (b) the aggregate principal amount of outstanding 
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Purchase Money Indebtedness of the Company and its Subsidiaries and the 
unsecured Current and Funded Indebtedness of the Subsidiaries, excluding 
Current or Funded Indebtedness owed by a Subsidiary to the Company or a 
Wholly-Owned Subsidiary, does not exceed 20% of Consolidated Tangible Net 
Worth. 

For the avoidance of doubt, this Section 4.6 does not prohibit the Company from 
creating, incurring, becoming liable for or guaranteeing any Current Indebtedness. 

Section 4.7 Guaranties. 

The Company will not, and will not permit any Subsidiary to, become liable for or permit 
any of its Property to become subject to any Guaranty except Guaranties under which the 
maximum aggregate amount of Indebtedness, dividend or other obligation being guaranteed can 
be mathematically determined at the time of issuance. Each Guaranty permitted by this Section 
4.7 must comply with the applicable requirements of Section 4.6 above. 

Section 4.8 Liens and Encumbrances. 

The Company will not, and will not permit any Subsidiary to, cause or permit or agree or 
consent to cause or permit in the future (upon the happening of a contingency or otherwise), any 
of its Property, whether now owned or subsequently acquired, to be subject to a Lien except: 

(a) Liens securing the payment of taxes, assessments or governmental 
charges or levies or the demands of suppliers, mechanics, carriers, warehousers, 
landlords and other like Persons, provided that payment thereof is not at the time 
required by Section 4.1; 

(b) Liens incurred or deposits made in the ordinary course of business 
(i) in connection with worker's compensation, unemployment insurance, social 
security and other like laws, or (ii) to secure the performance of letters of credit, 
bids, tenders, sales contracts, leases, statutory obligations, surety, appeal and 
performance bonds and other similar obligations, in each case not incurred in 
connection with the borrowing of money, the obtaining of advances or the 
payment of the deferred purchase price of Property; 

(c) attachment, judgment and other similar Liens arising in connection 
with court proceedings, provided that (i) execution and other enforcement are 
effectively stayed, (ii) all claims which the Liens secure are being actively 
contested in good faith and by appropriate proceedings, (iii) adequate book 
reserves have been established with respect thereto, and (iv) the owning 
company's right to use, its Property is not materially adversely affected thereby; 

(d) Liens on Property of a Subsidiary, provided that they secure only 
obligations owing to the Company or a Wholly-Owned Subsidiary; 

(e) the Liens existing at the date of this Agreement which are set forth 
in Schedule 4.8(e); 
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(1) Liens securing Purchase Money Indebtedness of the Company or a 
Subsidiary, provided (i) the incurrence of such Purchase Money Indebtedness is 
then permitted by Section 4.6, and (ii) after giving effect to the incurrence of such 
Purchase Money Indebtedness and to any concurrent transactions, the aggregate 
amount of outstanding Purchase Money Indebtedness of the Company and its 
Subsidiaries and the unsecured Current and Funded Indebtedness of the 
Subsidiaries (excluding Indebtedness owed by a Subsidiary to the Company or a 
Wholly-Owned Subsidiary) does not exceed 20% of Consolidated Tangible Net 
Worth; and provided further that no such Lien shall extend to or cover any 
Property not originally subject thereto, other than improvements to the Property 
originally subject thereto; and 

(g) other Liens securing obligations that in the aggregate do not 
exceed $100,000. 

Section 4.9 Restricted Payments. 

Except as provided in this Section 4.9, the Company will not, and the Company will not 
permit any Subsidiary to, 

(a) declare or pay any dividends, either in cash or property, on any shares of capital 
stock of the Company (except dividends payable solely in shares of capital stock of the 
Company); 

(b) directly or indirectly, purchase, redeem or retire any share of capital stock of the 
Company or any warrants, rights or options to purchase or acquire any shares of capital stock of 
the Company (other than shares of capital stock or warrants, rights or options to purchase or 
acquire shares of capital stock issued to employees, directors or agents of the Company pursuant 
to a benefit or compensation plan or agreement of the Company); or 

(c) make any other payment or distribution, either directly or indirectly, in respect of 
capital stock of the Company (such declarations, payments, redemptions or retirements being 
called "Restricted Payments"), 

if at the time of any such Restricted Payment and after giving effect thereto, the aggregate 
amount of all Restricted Payments made, paid or declared since the Closing Date would exceed 
the sum of (x) $10,000,000 plus (y) 100% of Consolidated Net Income for the period beginning 
on January 1, 2003 and ending on the date of the proposed Restricted Payment, computed on a 
cumulative basis (or if Consolidated Net Income is a deficit figure for the period, then minus 
100% of such deficit). 

Section 4.10 Sale ofProperty and Subsidiary Stock. 

(a) The Company will not, and will not permit any Subsidiary to, except in the 
ordinary course of business, sell, lease, transfer or otherwise dispose of any of its assets (not 
including Excluded Assets); provided that the foregoing restriction does not apply to the sale of 
assets for a cash consideration to a Person other than an Affiliate, if all of the following 
conditions are met: 
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(i) the amount of such assets (valued at net book value), together with 
all other assets of the Company and Subsidiaries previously disposed of (other 
than in the ordinary course of business) as permitted by this Section 4.10(a) and 
the assets of any Subsidiary disposed of as permitted by Section 4.10(b)(ii) during 
the fiscal year in which the disposition occurs does not exceed 10% of 
Consolidated Total Assets as of the end of the fiscal year then most recently 
ended; provided that assets, as so valued, may be sold in excess of 10% of 
Consolidated Total Assets in any fiscal year if either (1) within one year of such 
sale, the proceeds from the sale of such assets are used, or committed by the 
Company's Board of Directors to be used, to acquire other assets of at least 
equivalent value and earning power, or (2) with the written consent of the holders 
of the Notes, the proceeds from sale of such assets are used immediately upon 
receipt to prepay pro rata the Notes under Section 2.2(a) hereof and other senior 
Funded Indebtedness of the Company; and 

(ii) in the opinion of the Company's Board of Directors, the sale is for 
fair value and is in the best interest of the Company; and 

(iii) immediately after the consummation of the sale, and after giving 
effect thereto, no Default or Event of Default would exist. 

(b) The Company will not, and will not permit any Subsidiary to, dispose of its 
investment in any Subsidiary, and the Company will not, and will not permit any Subsidiary to, 
issue or transfer any shares of a Subsidiary's capital stock or any other Securities exchangeable 
or convertible into such Subsidiary'S stock (such stock and other Securities being called 
"Subsidiary Stock"), if the effect would be to reduce the direct or indirect proportionate interest 
of the Company in the outstanding Subsidiary Stock of the Subsidiary whose shares are the 
subject of the transaction, provided that these restrictions do not apply to (x) the issue of 
directors' qualifying ,shares or (y) the sale for a cash consideration to a Person other than an 
Affiliate of the entire investment of the Company and its other Subsidiaries (i) in any Excluded 
Assets or (ii) in any other Subsidiary provided the Company would be permitted to dispose of all 
of the assets of such other Subsidiary at the time in compliance with the conditions specified in 
paragraphs (i), (ii) and (iii) of Section 4.1O(a). 

Section 4.11 Merger and Consolidation. 

The Company will not, and will not permit any Subsidiary to, be a party to any merger or 
consolidation or sell, lease or otherwise transfer all or substantially all of its Property, provided 
that the Company may merge or consolidate with, or sell substantially all of its assets to, another 
corporation if all of the following conditions are met: 

(i) the survivin§pr acquiring corporation is organized under the laws 
of the United States or a juristiktion thereof, 

:';).;.,; 

(ii) the surviv~. or acquiring corporation, if not the Company, 
expressly and unconditionally assumes in writing the covenants and obligations to 
be performed by the Company under the Notes and this Agreement, such 
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assumption to be in a form acceptable to the holder or holders of not less than 66­
2/3% in principal amount of all Notes at the time outstanding, and 

(iii) the surviving or acquiring corporation could, immediately after 
giving effect to the transaction, incur at least $1.00 of additional Funded 
Indebtedness pursuant to Section 4.6(ii), and at the time of such transaction and 
immediately after giving effect thereto, no Default or Event of Default shall have 
occurred and be continuing; and 

provided, further, that any Subsidiary may merge or consolidate with or into the Company or any 
other Subsidiary so long as (x) immediately after giving effect to the transaction, the Company 
can incur at least $1.00 of additional Funded Indebtedness consistent with Section 4.6(ii), (y) at 
the time of such transaction and immediately after giving effect thereto, no Default or Event of 
Default shall have occurred and be continuing, and (z) in any merger or consolidation involving 
the Company, the Company shall be the surviving or continuing corporation. 

Section 4.12 Transactions with Affiliates. 

The Company will not, and will not pennit any Subsidiary to, enter into any transaction 
(including the purchase, sale or exchange of Property or the rendering of any service) with any 
Affiliate except in the ordinary course of and pursuant to the reasonable requirements of such 
Company's or Subsidiary's business and upon fair and reasonable tenns which are at least as 
favorable to the Company or the Subsidiary as would be obtained in a comparable arm's-length 
transaction with a non-Affiliate. 

Section 4.13 Loans, Advances and Investments. 

The Company will not, and will not pennit any Subsidiary to, make or pennit to remain 
outstanding any investment in any Property or own, purchase or acquire any stock, obligations or 
securities of, or any other interest in, or make any capital contribution to, or make or pennit to 
remain outstanding any loan or advance to, any Person, (herein collectively referred to as 
"Investments") except that the Company or a Subsidiary may make or pennit to remain 
outstanding Pennitted Investments. 

Section 4.14 Sale-Leaseback. 

Without the written consent of the holder or holders of not less than 66-2/3% in principal 
amount of all Notes at the time outstanding, neither the Company nor any Subsidiary will sell 
and lease back (whether or not under a Financing Lease) any Property. 

Section 4.15 ERISA Compliance. 

(a) The Company will not pennit the present value of all employee benefits vested 
under all Defined Benefit Plans maintained by the Company and its Subsidiaries, detennined as 
of the end of any Defined Benefit Plan year, to exceed the present value of the assets allocable to 
such vested benefits as of such date of detennination; 

14 




(b) All assumptions and methods used to determine the actuarial valuation of vested 
employee benefits under Defined Benefit Plans and the present value of assets of Defined 
Benefit Plans shall be reasonable in the good faith judgment of the Company and shall comply 
with all requirements of law, provided, however, that for purposes of the foregoing the Company 
shall be entitled to rely upon the independent actuaries for its Defined Benefit Plans; and 

(c) The Company will not permit at any time, and will not permit any Subsidiary at 
any time to permit, any Pension Plan maintained by it to: 

(i) engage in any "prohibited transaction" as such term is defined in 
section 4975 of the Code or described in section 406 of ERISA; 

(ii) incur any "accumulated funding deficiency" as such term IS 

defined in section 302 of ERISA, whether or not waived; or 

(iii) terminate under circumstances which could result in the imposition 
of a Lien on the Property of the Company or any Subsidiary pursuant to section 
4068 of ERISA. 

Section 4.16 Use ofProceeds. 

Neither the Company nor any Subsidiary owns or has any present intention of acquiring 
any "margin stock" as defined in Regulation U (12 CFR Part 221) of the Board of Governors of 
the Federal Reserve System (herein called "margin stock"). The proceeds of sale of the Notes 
will be used to finance or refinance capital expenditures and for general corporate purposes. 
None of such proceeds will be used, directly or indirectly, for the purpose, whether immediate, 
incidental or ultimate, of purchasing or carrying any margin stock or for the purpose of 
maintaining, reducing or retiring any Indebtedness which was originally incurred to purchase or 
carry any stock that is currently a margin stock or for any other purpose which might constitute 
this transaction a "purpose credit" within the meaning of such Regulation U. Neither the 
Company nor any agent acting on its behalf has taken or will take any action which might cause 
this Agreement or the Notes to violate Regulation T, Regulation U or any other regulation of the 
Board of Governors of the Federal Reserve System or to violate the Exchange Act, in each case 
as in effect now or as the same may hereafter be in effect. 

Section 4.17 Terrorism Sanctions Regulations. 

The Company will not and will not permit any Subsidiary to (a) become a Person 
described or designated in the Specially Designated Nationals and Blocked Persons List of the 
Office of Foreign Assets Control or in Section 1 of the Anti-Terrorism Order or (b) knowingly 
engage in any dealings or transactions with any such Person. 

SECTION 5. DEF AULT 

Section 5.1 Nature ofDefault. 

An "Event of Default" shall exist if any of the following occurs and is continuing: 
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(a) Principal, Premium or Interest Paymentsufailure to pay principal or Make Whole 
Amount on any Note on or before the date the payment is due, or failure to pay interest on any 
Note on or before the fifth day after the payment is due; 

(b) Breach of Particular Covenants--failure to comply with any covenant contained in 
Sections 4.4 through 4.11 or Section 4.14, 4.15 or 4.17; 

(c) Other Breaches--failure to comply with any other provision of this Agreement, 
which continues for more than 30 days after it first becomes known to the chief executive 
officer, president, chief financial officer or treasurer of the Company; 

(d) Default on Indebtedness or Other Securityu failure by the Company or any 
Subsidiary to make one or more payments due on aggregate indebtedness exceeding $1,000,000; 
or any event, other than the giving of a notice of voluntary prepayment, shall occur or any 
condition shall exist, the effect of which event or condition is to cause (or permit one or more 
Persons to cause) more than $1,000,000 of aggregate indebtedness or other Securities of the 
Company or any Subsidiary to become due before its (or their) stated maturity or before its (or 
their) regularly scheduled dates of payment; 

(e) Involuntary Bankruptcy Proceedings, Etc.--a custodian, receiver, liquidator or 
trustee of the Company or any Subsidiary, or of any of the Property of either, is appointed or 
takes possession and such appointment or possession remains in effect for more than 60 days; or 
the Company or any Subsidiary generally fails to pay its debts as they become due; or the 
Company or any Subsidiary is adjudicated bankrupt or insolvent; or an order for relief is entered 
under the Federal Bankruptcy Code against the Company or any Subsidiary; or any of the 
Property of either is sequestered by court order and the order remains in effect for more than 60 
days; or a petition is filed against the Company or any Subsidiary under any bankruptcy, 
reorganization, arrangement, insolvency, readjustment of debt, dissolution or liquidation law of 
any jurisdiction, whether now or subsequently in effect, and is not dismissed within 60 days after 
filing; 

(f) Voluntary Bankruptcy Proceedings, Etc.--the Company or any Subsidiary files a 
voluntary petition in bankruptcy or se.eking relief under any provision of any bankruptcy, 
reorganization, arrangement, insolvency, readjustment of debt, dissolution or liquidation law of 
any jurisdiction, whether now or subsequently in effect; or consents to the filing of any petition 
against it under any such law; or consents to the appointment of or taking possession by a 
custodian, receiver, trustee or liquidator of the Company, or a Subsidiary, or of all or any part of 
the Property of either; or makes an assignment for the benefit of its creditors; 

(g) Warranties or Representationsuany warranty, representation or other statement by 
or on behalf of the Company contained in this Agreement or in any document, certificate or 
instrument furnished in compliance with or in reference to this Agreement shall prove to have 
been false or misleading in any material respect on the date as of which it was made; or 

(h) Undischarged Final Judgments--a final judgment for the payment of money is 
outstanding against one or more of the Company and its Subsidiaries and has been outstanding 
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for more than 60 days from the date of its entry and has not been discharged in full or effectively 
stayed. 

Section 5.2 Default Remedies. 

(a) Acceleration--If an Event of Default of the type described in Sections 5.l(e) or 
Dill shall occur, the, entire outstanding principal amount of the Notes shall automatically 
become due and payable, without the taking of any action on the part of any holder of the Notes 
or any other Person and without the giving of any notice with respect thereto. If an Event of 
Default of the type described in Section 5.l(a) exists, any holder of Notes may, at its option, 
exercise any right, power or remedy permitted by law, including the right, by notice to the 
Company, to declare the Notes held by such holder to be immediately due and payable. If any 
other Event of Default exists, the holder or holders of at least 66-2/3% in outstanding principal 
amount of the Notes (exclusive of Notes owned by the Company, Subsidiaries and Affiliates) 
may, at its or their option, exercise any right, power or remedy permitted by law, including the 
right, by notice to the Company, to declare all the outstanding Notes to be immediately due and 
payable. Upon each such acceleration, the principal of the Notes declared due or automatically 
becoming due shall be immediately payable, together with all accrued interest and the Make 
Whole Amount, if any, applicable thereto, and the Company will immediately make payment, 
without any presentment, demand, protest or other notice of any kind, all of which are hereby 
expressly waived. 

No course of dealing or delay or· failure to exercise any right on the part of any holder of 
the Notes shall operate as a waiver of such right or otherwise prejudice such holder's rights, 
powers or remedies. The Company will payor reimburse the holders of the Notes for all costs 
and expenses (including reasonable attorneys' fees) incurred by them in collecting any sums due 
on the Notes or in otherwise enforcing any of their rights. 

(b) Annulment of Acceleration--In the event of each declaration or automatic 
acceleration pursuant to Section 5.2Ca), the holder or holders of at least 75% of the outstanding 
principal amount of the Notes (exclusive of Notes owned by the Company, Subsidiaries and 
Affiliates) may annul such declaration or automatic acceleration and its consequences if no 
judgment or decree has been entered for the payment of any amount due pursuant to such 
declaration or automatic acceleration and if all sums payable under the Notes and under this 
Agreement (except any principal or interest on the Notes which has become payable solely by 
reason of such declaration or automatic acceleration) shall have been duly paid. 

Section 5.3 Other Remedies. 

If any Event of Default or Default shall occur and be continuing, the holder of any Note 
may proceed to protect and enforce its rights under this Agreement and such Note by exercising 
such remedies as are available to such holder in respect thereof under applicable law, either by 
suit in equity or by action at law, or both, whether for specific performance of any covenant or 
other agreement contained in this Agreement or in aid of the exercise of any power granted in 
this Agreement. No remedy conferred in this Agreement upon any Purchaser or any other holder 
of any Note is intended to be exclusive of any other remedy, and each and every such remedy 
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shall be cumulative and shall be in addition to every other remedy conferred herein or now or 
hereafter existing at law or in equity or by statute or otherwise. 

SECTION 6. REPRESENTATIONS, COVENANTS AND WARRANTIES 

The Company represents, covenants and warrants as follows: 

Section 6.1 Organization, Etc. 

(a) Due Organization, Foreign Qualifications, Stock Ownership. The Company is a 
corporation duly organized and existing in good standing under the laws of the State of 
Delaware, and is qualified to do business and is in good standing in the States of Florida and 
Maryland, which are the only jurisdictions where the ownership by it of property or the nature of 
the business conducted by it makes such qualification necessary. Each Subsidiary of the 
Company is duly organized and existing in good standing under the laws of the jurisdictions in 
which it is incorporated. Neither the ownership by any Subsidiary of property or the nature of 
the business conducted by any Subsidiary requires any Subsidiary to be qualified to do business 
in any jurisdiction in which it is not already qualified to do business. The names of the 
Subsidiaries of the Company and the jurisdiction of incorporation of such (i) as of the date of this 
Agreement are listed on Schedule 6.l(a) hereto, and (ii) as of the date upon when this 
representation is repeated as provided in Section 1.4(d), as such Schedule may have been 
updated by the delivery by the Company to the Purchasers of an updated version thereof on or 
before such date. 

(b) Power and Authority. The Company and each of its Subsidiaries has all requisite 
corporate power to conduct their respective businesses as currently conducted and as currently 
proposed to be conducted. The Company has all requisite corporate power to execute, deliver 
and perform its obligations under this Agreement and the Notes. The execution, delivery and 
performance of the obligations of the Company under this Agreement and the Notes have been 
duly authorized by all requisite corporate action on the part of the Company. The Company has 
duly executed and delivered this Agreement, and this.Agreement constitutes the legal, valid and 
binding obligation of the Company, enforceable against the Company in accordance with its 
terms subject, as to enforceability, to applicable laws relating to bankruptcy, insolvency, 
reorganization, moratorium, or other similar laws affecting creditor's rights generally and subject 
to general principles of equity. As of the Closing Date, the Company shall have duly executed 
and delivered the Notes being issued on such Closing Date, and such Notes shall be the legal, 
valid and binding obligations of the Company enforceable against the Company in accordance 
with their terms subject, as to enforceability, to applicable laws relating to bankruptcy, 
insolvency, reorganization, moratorium, or other similar laws affecting creditor's rights generally 
and subject to general principles of equity. 

Section 6.2 Financial Statements. 

The Company has furnished each Purchaser with the following financial statements, 
identified by a principal financial officer of the Company: (i) a consolidated balance sheet of the 
Company and its Subsidiaries as at December 31 in each of the years 2002 through 2007 and 
consolidated statements of income, stockholders' equity and cash flows of the Company and its 
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Subsidiaries for each such year, accompanied by the OpInIOn thereon of 
PricewaterhouseCoopers, L.L.P. for the years 2002 through 2006, and Beard Miller Company 
LLP for the year 2007 (or, in the case of financial statements delivered subsequent to the date of 
this Agreement, accompanied by the opinion thereon of a registered public accounting firm of 
national standing); and (ii) a consolidated balance sheet of the Company and its Subsidiaries as 
at the end of each quarterly period ended after December 30, 2007 and prior to the date this 
representation is made or repeated as provided in Section 1.4(d) (other than quarterly periods 
completed within 45 days prior to such date for which financial statements have not been 
released) and consolidated statements of income, stockholders' equity and cash flows for the 
year-to-date periods ended on each such date, prepared by the Company. Such financial 
statements (including any related schedules and/or notes) are true and correct in all material 
respects (subject, as to interim statements, to changes resulting from audits and year-end 
adjustments), have been prepared in accordance with generally accepted accounting principles 
consistently followed throughout the periods involved and show all liabilities, direct and 
contingent, of the Company and its Subsidiaries required to be shown in accordance with such 
principles. The balance sheets fairly present the condition of the Company and its Subsidiaries 
as at the dates thereof, and the statements of income, stockholders' equity and cash flows fairly 
present the results of the operations of the Company and its Subsidiaries and their cash flows for 
the periods indicated. There has been no material adverse change in the business, condition 
(financial or otherwise) or operations of the Company and its Subsidiaries taken as ~ whole since 
December 31, 2007. 

Section 6.3 Actions Pending. 

Except as disclosed in the Company's Form 10-K most recently filed with the Securities 
and Exchange Commission before the date of this Agreement or subsequent Forms lO-Q or 
Forms 8-K filed with the Securities and Exchange Commission before the date of this 
Agreement, there is no action, suit, investigation or proceeding pending or, to the knowledge of 
the Company, threatened against the Company or any of its Subsidiaries, or any properties or 
rights of the Company or any of its Subsidiaries, by or before any court, arbitrator or 
administrative or governmental body not covered by insurance which could reasonably be 
expected to result in any material adverse change in the business, condition (financial or 
otherwise) or operations of the Company and its Subsidiaries taken as a whole. 

Section 6.4 Outstanding Indebtedness. 

Neither the Company nor any of its Subsidiaries has outstanding any Indebtedness except 
as not prohibited by Section 4.6. There does not exist any default under the provisions of any 
instrument evidencing such Indebtedness or of any agreement relating thereto. 

Section 6.5 Title to Properties. 

The Company has and each of its Subsidiaries has good and marketable title to its 
respective real properties (other than properties which it leases) and good title to all of its other 
respective properties and assets, including the properties and assets reflected in the balance sheet 
as of December 31, 2007 referred to in Section 6.2 (other than properties and assets disposed of 
in the ordinary course of business), subject to no Lien of any kind except Liens permitted by 
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Section 4.8. All leases necessary in any material respect for the conduct of the respective 
businesses of the Company and its Subsidiaries are valid and subsisting and are in full force and 
effect. 

Section 6.6 Taxes. 

The Company has and each of its Subsidiaries has filed all federal, state and other income 
tax returns which, to the knowledge of the officers of the Company, are required to be filed, and 
each has paid all taxes as shown on such returns and on all assessments received by it to the 
extent that such taxes have become due, except such taxes as are being contested in good faith by 
appropriate proceedings for which adequate reserves have been established in accordance with 
generally accepted accounting principles. 

Section 6.7 Conflicting Agreements and Other Matters. 

Neither the execution nor delivery of this Agreement or the Notes, nor the offering, 
issuance and sale of the Notes, nor fulfillment of nor compliance with the terms and provisions 
hereof and of the Notes will conflict with, or result in a breach of the terms, conditions or 
provisions of, or constitute a default under, or result in any violation of, or result in the creation 
of any Lien upon any of the properties or assets of the Company or any of its Subsidiaries 
pursuant to, the charter or by-laws of the Company or any of its Subsidiaries, any award of any 
arbitrator or any agreement (including any agreement with stockholders), instrument, order, 
judgment, decree, statute, law, rule or regulation to which the Company or any of its Subsidiaries 
is subject. Neither the Company nor any of its Subsidiaries is a party to, or otherwise subject to 
any provision contained in, any instrument evidencing Indebtedness of the Company or such 
Subsidiary, any agreement relating thereto or any other contract or agreement (including its 
charter) which limits the amount of, or otherwise imposes restrictions on the incurring of, Debt 
of the Company of the type to be evidenced by the Notes except as set forth in the agreements 
listed in Schedule 6.7 attached hereto. 

Section 6.8 Offering ofNotes. 

Neither the Company nor any agent acting on its behalf has, directly or indirectly, offered 
the Notes or any similar security of the Company for sale to, or solicited any offers to buy the 
Notes or any similar security of the Company from, or otherwise approached or negotiated with 
respect thereto with, any Person other than institutional investors, and neither the Company nor 
any agent acting on its behalf has taken or will take any action which would subject the issuance 
or sale of the Notes to the provisions of Section 5 of the Securities Act or to the provisions of any 
securities or Blue Sky law of any applicable jurisdiction. 

Section 6.9 ERISA. 

No accumulated funding deficiency (as defined in section 302 of ERISA and section 412 
of the Code), whether or not waived, exists with respect to any Pension Plan (other than a 
Multiemployer Plan). No liability to the Pension Benefit Guaranty Corporation has been or is 
expected by the Company or any ERISA Affiliate to be incurred with respect to any Pension 
Plan (other than a Multiemployer Plan) by the Company, any Subsidiary or any ERISA Affiliate 
which is or would be materially adverse to the business, condition (financial or otherwise) or 
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operations of the Company and its Subsidiaries taken as a whole. Neither the Company, any 
Subsidiary nor any ERISA Affiliate has incurred or presently expects to incur any withdrawal 
liability under Title IV of ERISA with respect to any Multiemployer Plan which is or would be 
materially adverse to the business, condition (financial or otherwise) or operations of the 
Company and its Subsidiaries taken as a whole. The execution and delivery of this Agreement 
and the issuance and sale of the Notes will be exempt from, or will not involve any transaction 
which is subject to, the prohibitions of section 406 of ERISA and will not involve any 
transaction in connection with which a penalty could be imposed under section 5020) of ERISA 
or a tax could be imposed pursuant to section 4975 of the Code. The representation by the 
Company in the next preceding sentence is made in reliance upon and subject to the accuracy of 
each Purchaser's representation in Section 9.5. 

Section 6.10 Governmental Consent. 

Neither the nature of the Company or of any Subsidiary, nor any of their respective 
businesses or properties, nor any relationship between the Company or any Subsidiary and any 
other Person, nor any circumstance in connection with the offering, issuance, sale or delivery of 
the Notes is such as to require any authorization, consent, approval, exemption or other action by 
or notice to or filing with any court or administrative or governmental body, including, without 
limitation, the Maryland State Commission, (other than routine filings after the date of closing 
with the Securities and Exchange Commission and/or state Blue Sky authorities, if any) in 
connection with the execution and delivery of this Agreement, the offering, issuance, sale or 
delivery of the Notes or fulfillment of or compliance with the terms and provision's hereof or of 
the Notes, other than (a) (i) Order No. 7065 of the Public Service Commission of the State of 
Delaware entered in PSC Docket No. 06-339 dated October 31,2006 and (ii) Order No. PSC-07-· 
0952-FOF-GU of the Florida Public Service Commission entered in Docket No. 070640-GU, 
dated November 29, 2007, which orders have been duly issued, are final and in full force and 
effect, no appeal, review or contest thereof is pending and the time for appeal or to seek review 
or reconsideration thereof has expired and (b) Order No. 7464 of the Public Service Commission 
of the State of Delaware entered in PSC Docket No. 08-305 dated October 23, 2008, which order 
has been duly issued, is in full force and effect and no appeal, review or contest thereof is 
pending. The Company has delivered to each Purchaser true and complete copies of such orders 
of the Public Service Commission of the State of Delaware and such order of the Florida Public 
Service Commission. 

Section 6.11 Environmental Compliance. 

Except as disclosed in the Company's Form lO-K most recently filed with the Securities 
and Exchange Commission before the date of this Agreement or subsequent Forms lO-Q or 
Forms 8-K filed with the Securities and Exchange Commission before the date of this 
Agreement, the Company and its Subsidiaries and all of their respective properties and facilities 
have complied at all times and in all respects with all federal, state, local and regional statutes, 
laws, ordinances and judicial or administrative orders, judgments, rulings and regulations 
relating to protection of the environment except, in any such case, where failure to comply would 
not reasonably be expected to result in a material adverse effect on the business, condition 
(financial or otherwise) or operations of the Company and its Subsidiaries taken as a whole. 
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Section 6.12 Permits and Other Operating Rights. 

The Company and each of its Subsidiaries has all such valid and sufficient franchises, 
licenses, permits, operating rights, certificates of convenience and necessity, other authorizations 
from federal, state, regional, municipal and other local regulatory bodies or administrative 
agencies or other governmental bodies having jurisdiction over the Company or any of its 
Subsidiaries or any of its respective properties, easements and rights-of-way as are necessary for 
the ownership, operation and maintenance of its respective businesses and respective properties, 
subject to minor exceptions and deficiencies which do not materially affect its business and 
operations considered as a whole or any material part thereof, and neither the Company nor any 
of its Subsidiaries is in violation of any thereof in any material respect. 

Section 6.13 Disclosure. 

Neither this Agreement nor any other document, certificate or statement furnished to any 
Purchaser by or on behalf of the Company in connection herewith contains any untrue statement 
of a material fact or omits to state a material fact necessary in order to make the statements 
contained herein and therein not misleading. There is no fact peculiar to the Company or any of 
its Subsidiaries which materially adversely affects or in the future may (so far as the Company 
can now foresee) materially adversely affect the business, property or assets, or financial 
condition of the Company or any of its Subsidiaries taken as a whole and which has not been set 
forth in this Agreement or in the other documents, certificates and statements furnished to each 
Purchaser by or on behalf of the Company prior to the date hereof in connection with the 
transactions contemplated hereby. 

Section 6.14 Regulatory Status of Company; Trust Indenture Act. 

The Company is not an "investment company" or a company "controlled" by an 
"investment company," within the meaning of the Investment Company Act of 1940, as 
amended. The Company is not a "holding company" or a "subsidiary company" or an "affiliate" 
of a "holding company" within the meaning of the Energy Policy Act of 2005, and is not a 
"public utility" within the meaning of the Federal Power Act, as amended. By purchasing the 
Notes, no Purchaser will be (a) a "public utility company," a "holding company" or an "affiliate" 
of a "holding company" or a "subsidiary company" of a "holding company" within the meaning 
of the Energy Policy Act of 2005, (b) a "transmitting utility" or an "electric utility" within the 
meaning of the Federal Power Act, as amended, (c) a "public utility" or an "electric utility" 
under Delaware law, Florida law, Maryland law or the law of any other state or (d) subject to the 
jurisdiction of the Federal Energy Regulatory Commission, the Public Service Commission of 
the State of Delaware, the Public Service Commission of the State of Florida or any other 
commission or person in any other state. 

Section 6.15. Foreign Assets Control Regulations, Etc. 

(a) The use of the proceeds of the sale of the Notes by the Company hereunder will 
not violate the Trading with the Enemy Act, as amended, or any of the foreign assets control 
regulations of the United States Treasury Department (31 CFR, Subtitle B, Chapter V, as 
amended) or any enabling legislation or executive order relating thereto. 
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(b) Neither the Company nor any Subsidiary (i) is a Person described or designated in 
the Specially Designated Nationals and Blocked Persons List of the Office of Foreign Assets 
Control or in Section 1 of the Anti-Terrorism Order or (ii) to its knowledge, engages in any 
dealings or transactions with any such Person. The Company and its Subsidiaries are in 
compliance, in all material respects, with the USA Patriot Act. 

(c) No part of the proceeds from the sale of the Notes hereunder will be used, directly 
or indirectly, for any payments to any governmental official or employee, political party, official 
of a political party, candidate for political office, or anyone else acting in an official capacity, in 
order to obtain, retain or direct business or obtain any improper advantage, in violation of the 
United States Foreign Corrupt Practices Act of 1977, as amended. 

Section 6.16. First Mortgage Indenture. 

No Bonds are outstanding. The First Mortgage Indenture has been terminated and 
discharged and no further Bonds may be issued thereunder. 

SECTION 7. INTERPRETATION OF THIS AGREEMENT 

Section 7.1 Terms Defined. 

As used in this Agreement (including Exhibits and Schedules), the following terms have 
the respective meanings set forth below or in the Section indicated. Unless the context otherwise 
requires, (a) words denoting the singular number only shall include the plural and vice versa and 
(b) references to a gender shall include all genders. 

Affiliate--means a Person (other than a Subsidiary) (1) which directly or indirectly 
controls, or is controlled by, or is under common control with, the Company, (2) which owns 5% 
or more of the Voting Stock of the Company or (3) 5% or ,more of the Voting Stock (or in the 
case of a Person which is not a corporation, 5% or more of the equity interest) of which is owned 
by the Company or a Subsidiary. The term "control" means the possession, directly or 
indirectly, of the power to direct or cause the direction of the management and policies of a 
Person, whether through the ownership of Voting Stock, by contract or otherwise. 

Agreement--means this Note Agreement dated as of October 31, 2008 between the 
Company and each Purchaser (including Exhibits and Schedules), as amended or modified from 
time to time. 

Anti-Terrorism Order--means Executive Order No. 13,224 of September 24, 2001, 
Blocking Property and Prohibiting Transactions with Persons Who Commit, Threaten to Commit 
or Support Terrorism, 66 U.S. Fed. Reg. 49, 079 (2001), as amended. 

Bonds--has the meaning that was specified in the First Mortgage Indenture. 

Business Day--means any day other than a Saturday, a Sunday or a day on which 
commercial banks in New York City are required or authorized to be closed. 
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Called Principal--means, with respect to any Note, the principal of such Note that is to be 
prepaid pursuant to Section 2.2(a) or is declared to be due and payable pursuant to Section 2.l(b) 
or 5.2(a), as the context requires. 

Closing Date--Section 1.2. 

Code--means the Internal Revenue Code of 1986, as amended. 

Confidential Information--means information delivered to any Purchaser by or on behalf 
of the Company or any Subsidiary in connection with the transactions contemplated by or 
otherwise pursuant to this Agreement that is proprietary in nature and that was clearly marked or 
labeled or otherwise adequately identified when received by such Purchaser as being confidential 
information of the Company or such Subsidiary, provided that such term does not include 
information that (a) was publicly known or otherwise known to such Purchaser prior to the time 
of such disclosure, (b) subsequently becomes publicly known through no act or omission by such 
Purchaser or any person acting on such Purchaser's behalf, (c) otherwise becomes known to such 
Purchaser other than through disclosure by the Company or any Subsidiary or (d) constitutes 
financial statements delivered to such Purchaser under Section 3.1 that are otherwise publicly 
available. 

Company--Preamble. 

Consolidated Fixed Chargesnfor any period, means the net amount deducted, in 
determining Consolidated Net Income for such period, for interest on Indebtedness and lease 
rental expense of the Company and its Subsidiaries. 

Consolidated Net Earnings Available for Fixed Charges--for any period, means 
Consolidated Net Income for such period plus the net amount deducted in the determination 
thereof for (i) interest on Indebtedness, (ii) lease rental expense and (iii) income taxes. 

Consolidated Net Income--for any period, means the gross revenue of the Company and 
its Subsidiaries determined on a consolidated basis minus all proper expenses (including income 
taxes) determined on a consolidated basis for such period, but in any event excluding: 

(1) any gain or loss on the sale of Investments or fixed assets, and any taxes on such 
excluded gain or loss; 

(2) any proceeds from life insurance; 

(3) any portion of the net earnings of any Subsidiary which for any 
unavailable to pay dividends to the Company or any other Subsidiary; 

reason is 

(4) any gain arising from any write-up or reappraisal of assets; 

(5) any deferred or other credit representing the excess of equity of an acquired 
Person over the amount invested by the Company and its Subsidiaries in such 
Person; 
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(6) 	 any gain arising from the acquisition of any Securities of the Company or any 
Subsidiary; 

(7) 	 net earnings of any Person (other than a Subsidiary) in which the Company or any 
Subsidiary has an ownership interest unless those net earnings have actually been 
received by the Company or the Subsidiary in the form of cash distributions or, to 
the extent of their fair market value, in the form of any other freely transferable 
Property; and 

(8) 	 earnings of any Person accrued prior to the date it becomes a Subsidiary or its 
assets are acquired by the Company or a Subsidiary. 

Consolidated Net Worth--means as of any date, the sum of the amounts that would be 
shown on a consolidated balance sheet of the Company and its Subsidiaries at such date for (i) 
capital stock, (ii) capital surplus and (iii) retained earnings. 

Consolidated Tangible Net Worth--means as of any date Consolidated Net Worth at such 
date minus the amount at which any assets other than Tangible Assets would be shown on a 
consolidated balance sheet of the Company and its Subsidiaries at such date. 

Consolidated Total Assets--means as of any date the aggregate amount at which the 
assets of the Company and its Subsidiaries would be shown on a consolidated balance sheet at 
such date. 

Current Indebtedness--with respect to any Person, means all liabilities for borrowed 
money and all liabilities secured by any Lien existing on Property owned by that Person 
(whether or not those liabilities have been assumed) which, in either case, are payable on 
demand or within one year from their creation, plus the aggregate amount of Guaranties by that 
Person of all such liabilities of other Persons, except: 

(1) 	 any liabilities which are renewable or extendible at the option of the debtor to a 
date more than one year from the date of creation thereof; and 

(2) 	 any liabilities which, although payable within one year, constitute principal 
payments on indebtedness expressed to mature more than one year from the date 
of its creation. 

Default--means an event or condition which will, with the lapse of time or the giving of 
notice or both, become an Event of Default. 

Defined Benefit Plan--means a plan (within the meaning of section 4001(a)(15) of 
ERISA) that is covered by Title IV of ERISA. 

Discounted Value-- means, with respect to the Called Principal of any Note, the amount 
obtained by discounting all Remaining Scheduled Payments with respect to such Called Principal 
from their respective scheduled due dates to the Settlement Date with respect to such Called 
Principal, in accordance with accepted financial practice and at a discount factor (applied on the 
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same periodic basis as that on which interest on the Notes is payable) equal to the Reinvestment 
Yield with respect to such Called PrincipaL 

Diversification Event --Section 2.1 (b). 

Energy Policy Act of 2005--means the Energy Policy Act of 2005. 

ERISA--means the Employee Retirement Income Security Act of 1974, as amended. 

ERISA Affiliate-- shall mean any corporation which is a member of the same controlled 
group of corporations as the Company within the meaning of section 414(b) of the Code, or any 
trade or business which is under common control with the Company within the meaning of 
section 414(b) of the Code. 

Event of Default--Section 5.1. 

Exchange Act--means the Securities Exchange Act of 1934, as amended. 

Excluded Assets-- means (i) each of the following Subsidiaries or the assets of any of the 
following Subsidiaries: Sharp Water, Inc.; BravePoint, Inc.; Skipjack, Inc.; Eastern Shore Real 
Estate, Inc.; aQuality Company, Inc.; Peninsula Pipeline Company, Inc.; Peninsula Energy 
Services Company, Inc.; and Chesapeake OnSight Services, LLC and (ii) any Subsidiary that the 
Company may create or acquire after the date hereof which is not (x) a "public utility company," 
a "holding company" or an "affiliate" of a "holding company" or a "subsidiary company" of a 
"holding company" within the meaning of the Energy Policy Act of 2005 or (y) a "transmitting 
utility" within the meaning of the Federal Power Act, as amended. 

FERC--means the Federal Energy Regulatory Commission or a successor thereto. 

Financing Leaseumeans any lease which is shown or is required to be shown in 
accordance with generally accepted accounting principles as a liability on a balance sheet of the 
lessee thereunder. 

Financing Lease Obligation--means the obligation of the lessee under a Financing Lease. 
The amount of a Financing Lease Obligation at any date is the amount at which the lessee's 
liability under the Lease would be required to be shown on its balance sheet at such date. 

First Mortgage Indentureumeans the Indenture formerly in effect dated as of December 1, 
1959, between Chesapeake Utilities Corporation and Fidelity-Baltimore National Bank, Trustee, 
as amended and supplemented. 

Funded Indebtedness--with respect to any Person, means without duplication: 

(1) its liabilities for borrowed money, other than Current Indebtedness; 

(2) liabilities secured by any Lien existing on Property owned by the Person (whether 
or not those liabilities have been assumed); 
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(3) the aggregate amount of Guaranties by the Person, other than Guaranties which 
constitute Current Indebtedness; and 

(4) its Financing Lease Obligations. 

Guaranty--with respect to any Person, means all guaranties of, and all other obligations 
which in effect guaranty, any indebtedness, dividend or other obligation of any other Person (the 
"primary obligor") in any manner (except any indebtedness or other obligation of any Subsidiary 
or any Funded Indebtedness of the Company), including obligations incurred through an 
agreement, contingent or otherwise, by such Person: 

(1) 	 to purchase such indebtedness or obligation or any Property constituting security 
therefor; 

(2) 	 to advance or supply funds 

(A) 	 for the purchase or payment of such indebtedness or obligation, or 

(B) 	 to maintain working capital or any balance sheet or income statement 
condition; 

(C) 	 to lease Property, or to purchase Securities or other Property or services, 
primarily for the purpose, of assuring the owner of such indebtedness or 
obligation of the ability of the primary obligor to make payment of the 
indebtedness or obligation; or 

(D) 	 otherwise to assure the owner of such indebtedness or obligation, or the 
primary obligor, against loss; 

but excluding endorsements in the ordinary course of business of negotiable instruments for 
deposit or collection. 

The amount of any Guaranty shall be deemed to be the maximum amount for which such 
Person may be liable, upon the occurrence of any contingency or otherwise, under or by virtue of 
the Guaranty. 

Indebtedness--means Current Indebtedness and Funded Indebtedness. 

Institutional Holder--means a "qualified institutional buyer" as defined in Regulation 
230.144A issued pursuant to the Securities Act of 1933, as amended. 

Investments--Section 4.13. 

Lien--means any interest in Property securing an obligation owed to, or a claim by, a 
Person other than the owner of the Property, whether the interest is based on common law, 
statute or contract (including the security interest lien arising from a mortgage, encumbrance, 
pledge, conditional sale or trust receipt or a lease, consignment or bailment for security 
purposes). The term "Lien" shall not include minor reservations, exceptions, encroachments, 

27 




easements, rights-of-way, covenants, conditions, restnctIons and other minor title exceptions 
affecting Property, provided that they do not constitute security for a monetary obligation. For 
the purposes of this Agreement, the Company or a Subsidiary shall be deemed to be the owner of 
any Property which it has acquired or holds subject to a Financing Lease or a conditional sale 
agreement or other arrangement pursuant to which title to the Property has been retained by or 
vested in some other Person for security purposes, and such retention or vesting shall be deemed 
to be a Lien. 

Make Whole Amount-- means, with respect to any Note, an amount equal to the excess, 
if any, of the Discounted Value of the Remaining Scheduled Payments with respect to the Called 
Principal of such Note over the amount of such Called Principal, provided that the Make-Whole 
Amount may in no event be less than zero. 

Notes--Section 1.1. 

Pension Plan--means any "employee pension benefit plan" (as such term is defined in 
Section 3 of ERISA) maintained by the Company and its Related Persons, or in which employees 
of the Company or any Related Person are entitled to participate, as from time to time in effect. 

Permitted Investments--means: 

(1) 	 Investments in any Person outstanding on the date hereof, which are set forth in 
Schedule 7.1 hereto; 

(2) 	 Investments in any Person which is or would immediately thereafter become a 
Subsidiary or a division of the Company or a Subsidiary, whether by acquisition 
of stock, indebtedness, other obligation or Security, or by loan, Guaranty, 
advance, capital contribution, or otherwise; 

(3) 	 Investments in cash equivalent short-term investments maturing within one year 
of acquisition; 

(4) 	 Investments in mutual funds which invest only in either money market securities 
or direct obligations of the United States of America or any of its agencies, or 
obligations fully guaranteed by the United States of America, which mature 
within three years from the date acquired; 

(5) 	 Investments in related industries; 

(6) 	 Direct obligations of the United States of America or any of its agencies, or 
obligations fully guaranteed by the United States of America, provided that such 
obligations mature within one year from the date acquired; 

(7) 	 Negotiable certificates of deposit maturing within one year from the date acquired 
and issued by a bank or trust company organized under the laws of the United 
States or any of its states, and having capital, surplus and undivided profits 
aggregating at least $100,000,000; 
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(8) 	 commercial paper rated A-lor better by Standard & Poor's Corporation on the 
date of acquisition and maturing not more than 270 days from the date of creation 
thereof; and 

(9) 	 other investments in an aggregate amount not in excess of 20% of Consolidated 
Net Worth at anyone time. 

Person--means an individual, partnership, corporation, limited liability company, trust or 
unincorporated organization, and a government or a governmental agency or political 
subdivision. 

Prepayment Date--Section 2.2(b ). 

Property--means any interest in any kind of property or asset, whether real, personal or 
mixed, or tangible or intangible. 

PTE--Section 9.5. 

Purchaser--Preamble. 

Purchase Money Indebtedness--means Indebtedness of the Company which is secured by 
a Lien on Property of the Company which either existed at the time of the original acquisition of 
the Property by the Company or was granted or retained in connection with the acquisition or 
improvement of the Property by the Company in order to facilitate the financing of such 
acquisition or improvement. 

Reinvestment Yield-- means, with respect to the Called Principal of any Note, 0.50% 
over the yield to maturity implied by (i) the yields reported as of 10:00 a.m. (New York City 
time) on the second Business Day preceding the Settlement Date with respect to such Called 
Principal, on the display designated as "Page PXI" (or such other display as may replace Page 
PXI) on Bloomberg Financial Markets for the most recently issued actively traded on the run 
U.S. Treasury securities having a maturity equal to the Remaining Average Life of such Called 
Principal as of such Settlement Date, or (ii) if such yields are not reported as of such time or the 
yields reported as of such time are not ascertainable (including by way of interpolation), the 
Treasury Constant Maturity Series Yields reported, for the latest day for which such yields have 
been so reported as of the second Business Day preceding the Settlement Date with respect to 
such Called Principal, in Federal Reserve Statistical Release H.15 (or any comparable successor 
publication) for actively traded U.S. Treasury securities having a constant maturity equal to the 
Remaining Average Life of such Called Principal as of such Settlement Date. 

In the case of each determination under clause (i) or clause (ii), as the case may be, of the 
preceding paragraph, such implied yield will be determined, if necessary, by (a) converting 
actively traded U.S. Treasury bill quotations to bond equivalent yields in accordance with 
accepted financial practice and (b) interpolating linearly between (1) the applicable actively 
traded U.S. Treasury security with the maturity closest to and greater than such Remaining 
Average Life and (2) the applicable actively traded U.S. Treasury security with the maturity 
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closest to and less than such Remaining Average Life. The Reinvestment Yield shall be rounded 
to the number of decimal places as appears in the interest rate of the applicable Note. 

Related Person--means any Person (whether or not incorporated) which is under common 
control with the Company within the meaning of section 414(c) of the Internal Revenue Code of 
1986, as amended, or of section 4001 (b) of ERISA. 

Remaining Average Life--means, with respect to any Called Principal, the number of 
years (calculated to the nearest one-twelfth year) obtained by dividing (i) such Called Principal 
into (ii) the sum of the products obtained .by multiplying (a) the principal component of each 
Remaining Scheduled Payment with respect to such Called Principal by (b) the number of years 
(calculated to the nearest one-twelfth year) that will elapse between the Settlement Date with 
respect to such Called Principal and the scheduled due date of such Remaining Scheduled 
Payment. 

Remaining Scheduled Payments--means, with respectto the Called Principal of any Note, 
all payments of such Called Principal and interest thereon that would be due after the Settlement 
Date with respect to such Called Principal if no payment of such Called Principal were made 
prior to its scheduled due date, provided that if such Settlement Date is not a date on which 
interest payments are due to be made under the terms of the Notes, then the amount of the next 
succeeding scheduled interest payment will be reduced by the amount of interest accrued to such 
Settlement Date and required to be paid on such Settlement Date pursuant to Section 2.2(a) or 
Section 5.2(a). 

Required Payment Date--Section 2.1(b). 

Restricted Payments--Section 4.9. 

Security--shall have the same meaning as in Section 2(1) of the Securities Act of 1933, as 
amended. 

Settlement Date--means, with respect to the Called Principal of any Note, the date on 
which such Called Principal is to be prepaid pursuant to Section 2.2(a) or has become or is 
declared to be immediately due and payable pursuant to Section 2.l(b) or 5.2(a), as the context 
requires. 

Source--Section 9.5. 

State Commissions--means the Delaware, Florida and Maryland public utilities 
commissions or other bodies which regulate the rates of the Company or its Subsidiaries as a 
natural gas distribution company or otherwise. 

Subsidiary--means any corporation organized under the laws of any State of the United 
States of America, which conducts the major portion of its business in and makes the major 
portion of its sales to Persons located in the United States of America, and not less than 80% of 
the total combined voting power of all classes of Voting Stock, and 80% of all other equity 
securities, of which shall, at the time as of which any determination is being made, be owned by 
the Company either directly or through Subsidiaries. 
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Subsidiary Stock--Section 4.10. 


Tangible Assets--means all assets except: 


(1) deferred assets, other than prepaid insurance and prepaid taxes; 

(2) patents, copyrights, trademarks, trade names, franchises, good will, experimental 
expense and other similar intangibles; 

(3) treasury stock; 

(4) unamortized debt discount and expense; and 

(5) assets located and notes and receivables due from obligors domiciled outside the 
United States of America or Canada. 

Total Capitalization--means at any date, the aggregate amount at that date, as determined 
on a consolidated basis, of the Funded Indebtedness of the Company and its Subsidiaries, plus 
Consolidated Net Worth. 

USA Patriot Act--means United States Public Law 107-56, Uniting and Strengthening 
America by Providing Appropriate Tools Required to Intercept and Obstruct Terrorism (USA 
PATRIOT ACT) Act of 2001, as amended from time to time, and the rules and regulations 
promulgated thereunder from time to time in effect. 

Voting Stock--means Securities, the holders of which are ordinarily, in the absence of 
contingencies, entitled to elect the corporate directors (or Persons performing similar functions). 

Wholly-Owned Subsidiary--means any Subsidiary whose financial results are 
consolidated with the financial results of the Company, and all of the equity Securities of which 
(except director's qualifying shares) are owned by the Company and/or one or more Wholly­
Owned Subsidiaries of the Company. 

Section 7.2 Accounting Principles. 

The character or amount of any asset or liability or item of income or expense required to 
be determined under this Agreement and each consolidation or other accounting computation 
required to be made under this Agreement, shall be determined or made in accordance with 
generally accepted accounting principles at the time in effect, to the extent applicable, except 
where such principles are inconsistent with the requirements of this Agreement. 

Section 7.3 Directly or Indirectly. 

Where any provision in this Agreement refers to any action which any Person is 
prohibited from taking, the provision shall be applicable whether the action is taken directly or 
indirectly by such Person, including actions taken by, or on behalf of, any partnership in which 
such Person is a general partner and all liabilities of such partnerships shall be considered 
liabilities of such Person under this Agreement. 
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Section 7.4 Governing Law; Consent to Jurisdiction. 

This Agreement shall be construed and enforced in accordance with, and the rights of the 
parties shall be governed by, the law of the State of New York. The Company irrevocably 
agrees that any legal action or proceeding with respect to this Agreement or the Notes may be 
brought in the courts of the State of New York or any court of the United States of America 
located in the State of New York, and, by execution and delivery of this Agreement, the 
Company accepts for itself, generally and unconditionally, and agrees to submit to the 
jurisdiction of each of the above-mentioned courts and irrevocably waives, to the fullest extent 
permitted by law, any objection which it may now or later have based on venue or forum non 
conveniens with respect to any action instituted therein. The Company hereby irrevocably 
appoints Corporation Service Company (the "Process Agent"), with an office on the date hereof 
at 80 State Street, 6th Floor, Albany, New York 12207-2543, United States, as its agent to 
receive, on the Company's behalf and on behalf of the Company's property, service of copies of 
the summons and complaint and any other process which may be served in any such action or 
proceeding. Such service may be made by mailing or delivering a copy of such process to the 
Company in care of the Process Agent at the Process Agent's above address, and the Company 
hereby irrevocably authorizes and directs the Process Agent to accept such service on its behalf. 

SECTION 8. PURCHASERS' SPECIAL RIGHTS 

Section 8.1 Note Payment. 

The Company agrees that, so long as any Purcha'ier shall hold any Note, it will make 
payments of principal of, interest on and any Make Whole Amount payable with respect to such 
Note, which comply with the terms of this Agreement, by wire transfer of immediately available 
funds for credit (not later than 12:00 noon, New York City time, on the date due) to the account 
or accounts as specified ,in the Purchaser Schedule attached hereto or such other account or 
accounts in the United States as any Purchaser may designate in writing, notwithstanding any 
contrary provision herein or in any Note with respect to the place of payment. Each Purchaser 
agrees that, before disposing of any Note, such Purchaser will make a notation thereon (or on a 
schedule attached thereto) of all principal payments previously made thereon and of the date to 
which interest thereon has been paid. The Company agrees to afford the benefits of this 
paragraph 8.1 to any transferee of any Note which shall have made the same agreement as made 
in this paragraph 8.1. 

Section 8.2 Issue Taxes. 

The Company will pay all issuance, stamp and similar taxes in connection with the 
issuance and sale of the Notes to the Purchasers and in connection with any modification of the 
Notes and will save each Purchaser harmless against any and all liabilities relating to such taxes. 
The obligations of the Company under this Section 8.2 shall survive the payment of the Notes 
and the termination of this Agreement. 

Section 8.3 Registration ofNotes. 

The Company will cause to be kept a register for the registration and transfer of the 
Notes. The names and addresses of the holders of the Notes, and all transfers of and the names 
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and addresses of the transferees of any of the Notes, will be registered in the register. The 
Person in whose name any Note is registered shall be deemed and treated as the owner thereof 
for all purposes of this Agreement, and the Company shall not be affected by any notice or 
knowledge to the contrary. 

Section 8.4 Exchange ofNotes. 

Upon surrender of any Note to the Company, the Company, upon request, will execute 
and deliver at its expense (except as provided below), new Notes, in denominations of at least 
$1,000,000 (or, if less, the outstanding principal amount of the surrendered Note), in an 
aggregate principal amount equal to the outstanding principal amount of the surrendered Note. 
Each new Note (a) shall be payable to any Person as the surrendering holder may request and (b) 
shall be dated and bear interest from the date to which interest has been paid on the surrendered 
Note or dated the date of the surrendered Note if no interest has been paid thereon. The 
Company may require payment of a sum sufficient to cover any stamp tax or governmental 
charge imposed in respect of any transfer. 

Section 8.5 Replacement ofNotes. 

Upon receipt by the Company of evidence reasonably satisfactory to it (provided that if 
the holder of the Note is an Institutional Holder, its own certification shall be deemed to be 
satisfactory evidence) of the ownership of and the loss, theft, destruction or mutilation of any 
Note and 

(a) in the case of loss, theft or destruction, of indemnity reasonably satisfactory to it 
(provided that if the holder of the Note is an Institutional Holder, its own agreement of indemnity 
shall be deemed to be satisfactory), or 

(b) in the case of mutilation, upon surrender and cancellation of the Note, 

the Company at its expense will execute and deliver a new Note, dated and bearing interest from 
the date to which interest has been paid on the lost, stolen, destroyed or mutilated Note or dated 
the date of the lost, stolen, destroyed or mutilated Note if no interest has been paid thereon. 

SECTION 9. MISCELLANEOUS 

Section 9.1 Notices. 

(a) All notices, requests, demands or other communications under this Agreement or 
under the Notes will be in writing and will be given by telecopy, telex, first class registered or 
certified mail (postage prepaid) or personal delivery: 

(i) if to any Purchaser or any holder of any Note, in the manner 
provided in the Purchaser Schedule or in any other manner as such Purchaser or 
such holder may have most recently advised the Company in writing, or 
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(ii) if to the Company, at its address shown at the beginning of this 
Agreement, or at any other address as it may have most recently furnished in 
writing to each Purchaser and to all other holders of the Notes. 

(b) Notice shall be deemed to be given upon the receipt thereof at the notice address 
specified. 

Section 9.2 Payments Due on Non-Business Days. 

Anything in this Agreement or the Note to the contrary notwithstanding, any payment of 
principal of or interest on any Note that is due on a date other than a Business Day shall be made 
on the next succeeding Business Day. 

Section 9.3 Reproduction ofDocuments. 

This Agreement and all related documents, including (a) consents, waivers and 
modifications which may subsequently be executed, (b) documents received by each Purchaser 
at the closing of each Purchaser's purchase of the Notes (except the Notes themselves), and (c) 
financial statements, certificates and other information previously or subsequently furnished to 
any Purchaser, may be reproduced by any Purchaser by any photographic, photostatic, 
microfilm, micro-card, miniature photographic or other similar process and any Purchaser may 
destroy any original document so reproduced. The Company agrees and stipulates that any such 
reproduction shall, to the extent permitted by applicable law, be admissible in evidence as the 
original itself in any judicial or administrative proceeding (whether or not the original is in 
existence and whether or not the reproduction was made by any Purchaser in the regular course 
of business) and that any enlargement, facsimile or further reproduction of the reproduction shall 
likewise be admissible in evidence. 

Section 9.4 Purchase for Investment. 

Each Purchaser represents to the Company that such Purchaser (i) is a "qualified 
institutional buyer" as defined by Rule 144A and (ii) is purchasing the Notes for its own account 
for investment or for resale under Rule 144A under the Securities Act of 1933, as amended, and 
with no present intention of distributing or reselling any of the Notes, but without prejudice to 
such Purchaser's right at all times to sell or otherwise dispose of all or part of the Notes under an 
effective registration statement under the Securities Act of 1933, as amended, or under a 
registration exemption available under that Act. 

Section 9.5 Source of Funds. 

Each Purchaser severally represents that at least one of the following statements is an 
accurate representation as to each source of funds (a "Source") to be used by such Purchaser to 
pay the purchase price of the Notes to be purchased by such Purchaser hereunder: 

(a) the Source is an "insurance company general account" (as the term is defined in 
the United States Department of Labor's Prohibited Transaction Exemption ("PTE") 95-60) in 
respect of which the reserves and liabilities (as defined by the annual statement for life insurance 
companies approved by the National Association of Insurance Commissioners (the "NAIC 

34 




Annual Statement"» for the general account contract(s) held by or on behalf of any employee 
benefit plan together with the amount of the reserves and liabilities for the general account 
contract(s) held by or on behalf of any other employee benefit plans maintained by the same 
employer (or affiliate thereof as defined in PTE 95-60) or by the same employee organization in 
the general account do not exceed 10% of the total reserves and liabilities of the general account 
(exclusive of separate account liabilities) plus surplus as set forth in the NAIC Annual Statement 
filed with such Purchaser's state of domicile; or 

(b) the Source is a separate account that is maintained solely in connection with such 
Purchaser's fixed contractual obligations under which the amounts payable, or credited, to any 
employee benefit plan (or its related trust) that has any interest in such separate account (or to 
any participant or beneficiary of such plan (including any annuitant» are not affected in any 
manner by the investment performance of the separate account; or 

(c) the Source is either (i) an insurance company pooled separate account, within the 
meaning of PTE 90-1 or (ii) a bank collective investment fund, within the meaning of the PTE 
91-38 and, except as disclosed by such Purchaser to the Company in writing pursuant to this 
clause (c), no employee benefit plan or group of plans maintained by the same employer or 
employee organization beneficially owns more than 10% of all assets allocated to. such pooled 
separate account or collective investment fund; or 

(d) the Source constitutes assets of an "investment fund" (within the meaning of 
Part V of PTE 84-14 (the "QPAM Exemption"» managed by a "qualified professional asset 
manager" or "QPAM" (within the meaning of Part V of the QPAM Exemption), no employee 
benefit plan's assets that are included in such investment fund, when combined with the assets of 
all other employee benefit plans established or maintained by the same employer or by an 
affiliate (within the meaning of Section V(c)(1) of the QPAM Exemption) of such employer or 
by the same employee organization and managed by such QP AM, exceed 20% of the total client 
assets managed by such QPAM, the conditions of Part I(c) and (g) of the QPAM Exemption are 
satisfied, neither the QPAM nor a person controlling or controlled by the QPAM (applying the 
definition of "control" in Section Vee) of the QPAM Exemption) owns a 5% or more interest in 
the Company and (i) the identity of such QP AM and (ii) the names of all employee benefit plans 
whose assets are included in such investment fund have been disclosed to the Company in 
writing pursuant to this clause (d); or 

(e) the Source constitutes assets of a "plan(s)" (within the meaning of Section IV of 
PTE 96-23 (the "INHAM Exemption"» managed by an "in-house asset manager" or "INHAM" 
(within the meaning of Part IV of the INHAM Exemption), the conditions of Part I(a), (g) and 
(h) of the INHAM Exemption are satisfied, neither the INHAM nor a person controlling or 
controlled by the INHAM (applying the definition of "control" in Section IV(d) of the INHAM 
Exemption) owns a 5% or more interest in the Company and (i) the identity of such INHAM and 
(ii) the name(s) of the employee benefit planes) whose assets constitute the Source have been 
disclosed to the Company in writing pursuant to this clause (e); or 

(f) the Source is a governmental plan; or 

35 



(g) the Source is one or more employee benefit plans, or a separate account or trust 
fund comprised of one or more employee benefit plans, each of which has been identified to the 
Company in writing pursuant to this clause (g); or 

(h) the Source does not include assets of any employee benefit plan, other than a plan 
exempt from the coverage of ERISA. 

As used in this Section 9.5, the terms "employee benefit plan," "governmental plan," and 
"separate account" shall have the respective meanings assigned to such terms in section 3 of 
ERISA. 

Section 9.6 Successors and Assigns. 

This Agreement shall inure to the benefit of and be binding upon the successors and 
assigns of each of the parties except that each Purchaser's obligations to purchase the Notes (as 
provided in Section 1.2) shall be a right which is personal to the Company and such right shall 
not be transferable or assignable by the Company to any other Person (including successors at 
law) whether voluntarily or involuntarily. The provisions of this Agreement are intended to be 
for the benefit of all holders, from time to time, of the Notes, and shall be enforceable by any 
holder, whether or not an express assignment of rights under this Agreement has been made by 
any Purchaser or any Purchaser's successor or assign. 

Section 9.7 Amendment and Waiver; Acquisition ofNotes. 

(a) Amendment and Waiver. This Agreement may be amended, and the observance 
of any term of this Agreement may be waived, with (and only with) the written consent of the 
Company and the holders of at least 66-2/3% of the outstanding principal amount of the Notes 
(exclusive of Notes then owned by the Company, Subsidiaries and Affiliates), provided that no 
amendment or waiver of any of the provisions of Sections 1, §. and ~ shall be effective as to any 
holder of the Notes unless consented to by such holder in writing, and provided further, that no . 
amendment or waiver shall, without the written consent of the holders of all the outstanding 
Notes, (1) subject to Section 5.2(b), change the amount or time of any prepayment, payment of 
principal or premium or the rate or time of payment of interest, (2) amend Section 5, or (3) 
amend this Section 9.7(a). Executed or complete and correct copies of any amendment or waiver 
effected pursuant to the provisions of this Section 9.7(a) shall be delivered by the Company to 
each holder of outstanding Notes promptly following the date on which the same shall become 
effective. 

(b) Acquisition of Notes. The Company will not, and will cause each Subsidiary and, 
insofar as it is within its power to do so, each Affiliate not to, directly or indirectly, acquire or 
make any offer to acquire any Notes unless the Company or such Subsidiary or Affiliate shall 
contemporaneously offer to acquire Notes, pro rata, from all holders of the Notes and upon the 
same terms. Any Notes acquired by the Company, any Subsidiary or any Affiliate shall not be 
considered outstanding for any purpose under this Agreement. 
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Section 9.8 Duplicate Originals. 

Two or more duplicate originals of this Agreement may be signed by the parties, each of 
which shall be an original but all of which together shall constitute one and the same instrument. 

Section 9.9 Confidential Information. 

Each Purchaser shall maintain the confidentiality of such Confidential Information in 
accordance with procedures adopted by such Purchaser in good faith to protect confidential 
information of third parties delivered to such Purchaser, provided that such Purchaser may 
deliver or disclose Confidential Information to (a) its directors, officers, employees, agents, 
attorneys and affiliates (to the extent such disclosure reasonably relates to the administration of 
the investment represented by its Notes), (b) its financial advisors and other professional advisors 
who agree to hold confidential the Confidential Information substantially in accordance with the 
terms of this Section 9.9, (c) any other holder of any Note, (d) any Institutional Holder to which 
it sells or offers to sell such Note or any part thereof or any participation therein (if such Person 
has agreed in writing prior to its receipt of such Confidential Information to be bound by the 
provisions of this Section 9.9), (e) any Person from which it offers to purchase any security of 
the Company (if such Person has agreed in writing prior to its receipt of such Confidential 
Information to be bound by the provisions of this Section 9.9), (f) any federal or state regulatory 

. authority having jurisdiction over such Purchaser, (g) the National Association of Insurance 
Commissioners or the Securities Valuation Office of the National Association of Insurance 
Commissioners (or any successor to such Office) or, in each case, any similar organization, or 
any nationally recognized rating agency that requires access to information about such 
Purchaser's investment portfolio, or (h) any other Person to which such delivery or disclosure 
may be necessary or appropriate (w) to effect compliance with any law, rule, regulation or order 
applicable to such Purchaser, (x) in response to any subpoena or other legal process, (y) in 
connection with any litigation to which such Purchaser is a party or (z) if an Event of Default has 
occurred and is continuing, to the extent such Purchaser may reasonably determine such delivery 
and disclosure to be necessary or appropriate in the enforcement or for the protection of the 
rights and remedies under such Purchaser's Notes and this Agreement. Each holder of a Note, 
by its acceptance of a Note, will be deemed to have agreed to be bound by and to be entitled to 
the benefits of this Section 9.9 as though it were a party to this Agreement. On reasonable 
request by the Company in connection with the delivery to any holder of a Note of information 
required to be delivered to such holder under this Agreement or requested by such holder (other 
than a holder that is a party to this Agreement or its nominee), such holder will enter into an 
agreement with the Company embodying the provisions of this Section 9.9. 

[Signatures Follow] 
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If this Agreement is satisfactory to each Purchaser, please so indicate by signing the 
acceptance at the foot of a counterpart of this Agreement and return a counterpart to the 
Company, whereupon this Agreement will become binding between us in accordance with its 
terms. 

Very truly yours, 

CHESAPEAKE UTILITIES CORPORATION 

Name: Edlt/ V &0;;; 

Title: 011t/o/' r;c<;: 'h~~uU 


By: 

Note Agreement 

-----.~-..--.... -----------------­



Accepted: 

GENERAL AMERICAN LIFE INSURANCE COMPANY 
by Metropolitan Life Insurance Company, its Investment Manager 

NEW ENGLAND LIFE INSURANCE COMPANY 
by Metropolitan Life Insurance Company, its Investment Manager 

By:-----"-r.:,.----~__Tf____-;;-H--\--~--­
Name: C-:--S-cott Inglis 
Title: Managing Director 

(executed by Metropolitan Life Insurance Company, as investment manager 
to General American Life Insurance Company as a Purchaser and New England 
Life Insurance Company as a Purchaser) 

Note Agreement 



Exhibit 0 

BEFORE THE PUBLIC SERVICE COMMISSION 


OF THE STATE OF DELAWARE 


IN THE MATTER OF THE APPLICATION OF 
CHESAPEAKE UTILITIES CORPORATION 
FOR APPROVAL OF THE ISSUANCE OF P.S.C. DOCKET NO. 09­
COMPANY STOCK 

Chesapeake Utilities Corporation (hereinafter sometimes called 

"Chesapeake" or "Applicant") pursuant to 26 Del. C. section 215, makes the 

following application for approval by the Delaware Public Service Commission 

("Commission") of the issuance of up to 2.6 million shares of Chesapeake common 

stock. In support of this Application, Chesapeake states the following: 

1. Chesapeake is a Delaware public utility with its principal place of 

business at 909 Silver Lake Boulevard, Dover, Delaware 19904. All 

communications should be addressed to Applicant at the following address: 

Attention: Jennifer A. Clausius, Manager of Pricing and Regulation, 350 South 

Queen Street, P.O. Box 1769, Dover, Delaware 19904 or at the following e-mail 

address: jclausius@chpk.com. The respective telephone number and facsimile 

number are 302.736.7818 and 302.734.6011. 

2. Counsel for the Applicant is William A. Denman, Esquire, Parkowski, 

Guerke & Swayze P.A., 116 West Water Street, P.o. Box 598, Dover, Delaware 

19903-0598. Correspondence and other communications concerning this 

Application should be directed to counsel at the foregoing address, or at the 
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following e-mail address:wdenman@paslegal.com. The respective telephone 

number and facsimile number are 302.678.3262 and 302.678.9415. 

3. Chesapeake is a corporation incorporated under the laws of the State 

of Delaware. The voting stock of Chesapeake is publicly owned. Shares of 

common stock, 6,827,121 of which were outstanding as of December 31,2008, are 

the only voting securities of Chesapeake. Each share is entitled to one vote. 

4. Chesapeake's Board of Directors has approved the issuance of up to 

2.6 million shares of Chesapeake common stock. The common stock will be issued 

in exchange for all of the outstanding shares of Florida Public Utilities Company 

common stock as a result of a definitive merger agreement pursuant to which Florida 

Public Utilities Company will merge with a wholly owned subsidiary of Chesapeake. 

Florida Public Utilities Company will survive as a wholly owned subsidiary of 

Chesapeake. Under the merger agreement, holders of Florida Public Utilities 

common stock will receive OA05 shares of Chesapeake common stock in exchange 

for each outstanding share of Florida Public Utilities. The Company anticipates a 

closing of the transaction during the fourth quarter of 2009. The decision to use 

Chesapeake common stock to acquire Florida Public Utilities was based on the 

Company's good faith belief that the use of common stock, as opposed to the 

issuance of debt, was the most economical alternative. 

5. Chesapeake Utilities Corporation will not be issuing any additional 

long-term debt in conjunction with this transaction. The existing Florida Public 

Utilities Company long-term debt will remain with the newly-formed wholly owned 

subsidiary of Chesapeake. The short-term debt of Florida Public Utilities Company 
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existing at the closing date is expected to be repaid and replaced with borrowings 

under Chesapeake's existing short-term lines of credit. 

6. A copy of the Form 8-K Filing with the Securities and Exchange 

Commission including the Merger Agreement which was filed on April 20, 2009 is 

attached hereto as Attachment A. 

7. A copy of the opinion of counsel for Chesapeake with respect to the 

legality of the proposed issuance of common stock is attached hereto as Attachment 

B. 

8. Attached hereto as Attachment C and incorporated herein by reference 

is a schedule setting forth Chesapeake's balance sheet and income statement for 

the twelve (12) months ended December 31, 2008, both before and after the 

issuance of the common stock. 

9. Attached hereto as Attachment 0 is a copy of Chesapeake's annual 

report on Form 10-K for the calendar year ended December 31, 2008. This report 

has been filed with the Securities and Exchange Commission, 

10. Attached hereto as Attachment E is a copy of Chesapeake's quarterly 

report Form 10-Q for the quarter ended March 31, 2009. This report has been filed 

with the Securities and Exchange Commission. 

11. Pursuant to the Commission's Minimum Filing Requirements - Part 

(D), attached hereto and incorporated herein by reference are the following 

schedules: 

a) 	 Schedule No. 1 - Capitalization ratios, actual and pro forma as 

of December 31 , 2008. 
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b) 	 Schedule No.2 - Rate of return, actual and pro forma for the 

twelve (12) months ended December 31,2008. 

c) 	 Schedule NO.3 - Fixed charge coverage ratios for the twelve 

(12) months ended December 31,2008. 

12. Chesapeake represents that the proposed issuance of common stock 

is in accordance with law, for a proper purpose, and consistent with the public 

interest. 

WHEREFORE, Chesapeake prays as follows: 

A. That the Commission file this Application and make such investigation 

in this matter as it deems necessary; 

B. That the Commission approve the proposed issuance of common 

stock as described herein. 

CHESAPEAKE UTILITIES CORPORATION 

By: ~/ 'l1~ ~L<' 
Beth W. Cooper I 

Senior Vice President and Chief Financial Officer 

PARKOWSKI, GUERKE & SWAYZE, P.A. 

By: Ld~ 
William A. Denman 
116 West Water Street 
Dover, 	DE 19903 
Attorney for Applicant 

DATED: May 18, 2009 
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DATED: May 18,2009 

STATE OF DELAWARE ) 
) 

COUNTY OF KENT ) 

BE IT REMEMBERED that on this 18th day of May, 2009, personally appeared 

before me, a notary public forthe State and County aforesaid, Beth W. Cooper, who being 

by me duly sworn, did depose and say that she is Senior Vice President and Chief 

Financial Officer of Chesapeake Utilities Corporation, a Delaware corporation, and that 

insofar as the Application of Chesapeake Utilities Corporation states facts, and insofar as 

those facts are within her personal knowledge, they are true; and insofar as those facts are 

not within her personal knowledge, she believes them to be true; and that the attachments 

accompanying this application and attached hereto are true and correct copies of the 

originals of the aforesaid attachments, and that she has executed this Application on behalf 

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

Beth W. Cooper 
Senior Vice President and Chief Financial 
Officer 

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

" , 



Exhibit E 

BEFORE THE PUBLIC SERVICE COMMISSION 


OF THE STATE OF DELAWARE 


IN THE MATTER OF THE APPLICATION 
OF CHESAPEAKE UTILITIES CORPORATION 
FOR APPROVAL OF THE ISSUANCE OF PSC DOCKET NO. 09 215 
2.6 MILLION SHARES OF COMMON STOCK 
(FILED MAY 18, 2009) 

ORDER NO. 7591 

AND NOW, this day of June, 2009; 

BACKGROUND 

1. On May 18, 2009, Chesapeake Utilities Corporation 

("Chesapeake" or the "Company") filed with the Delaware Public Service 

Commission (the "Commission") an application (the "Application") 

pursuant to 26 Del. C. §215 seeking approval to issue up to 2.6 

million shares of common stock in connection with the Company's 

acquisition of Florida Public Utili ties Company ("FPU") a FloridaI 

corporation. (Application at ~ 4 Attachment A at 2 (Form 8 K for the 

period ending April 17, 2009.)) 

2. According to the Application: (al FPU shareholders will 

receive 0.405 shares of Chesapeake's common stock in exchange for each 

outstanding share of FPU common stock;l and (b) FPU shareholders will 

receive an estimated 2.48 million shares of Chesapeake common stock. 

(Application at ~ 4 Attachment A at 2.) Thus I the Company seeks 

authority to issue up to 2.6 million shares of Chesapeake common stock 

in exchange for the outstanding shares of FPU common stock. 

lThe Merger Agreement states that there were approximately 6.1 mill ion 
FPU shares of common stock issued and outstanding as of March 31, 2009. 
(Merger Agreement, Attachment A, at Section 3.3.) 

----------------_._----­



(Application at ~ 4.) Based on the average of Chesapeake's closing 

stock price for the fifteen trading days prior to April 15, 2009, the 

transaction has a value of $12.20 per share of FPU common stock. 

(Application at Attachment A, page 2.) 

4. If the Company receives the required regulatory and 

shareholder approvals, the Company anticipates that the acquisition 

will close sometime in the fourth quarter of 2009. (Application at 

Attachment A, page 2.) Prior to closing, FPU will redeem all of its 

outstanding shares of preferred stock at the redemption price{s) 

stipulated in the terms of the stock agreements, together with all 

dividends accrued and unpaid to the date of such redemption. (Id. ) 

After the acquisition, FPU will become a wholly-owned subsidiary of 

Chesapeake under the name "Florida Public Utilities Company.1I (Id. ) 

5. Chesapeake will not issue any additional long-term debt in 

connection with the transaction. FPU's existing long-term debt as of 

the clos will remain with the new whol owned subsidiary. The 

estimated $3 million of FPU's short-term debt as of March 31, 2009 

will be repaid and replaced with borrowings from Chesapeake's existing 

short-term lines of credit. (Application at ~ 5.) 

6. The Company's decision to issue common stock to acquire FPU 

was based on its existing and projected capital structure, the current 

state of the capital markets, and its belief that the use of common 

stock was a more economical alternative than the issuance of debt. 

(Company Response to Staff Interrogatory; Application at ~1 4.) 

Chesapeake and FPU intend the merger to be a tax-free transaction. 

(Application at Attachment A, page 2.) 
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STAFF 	 REVIEW AND INVESTIGATION 

7. Staff Public Utilities Analyst Funmi I. Jegede was assigned 

to review and investigate the Company's Application. She requested 

the following additional information: 

(a) 	 Whether Chesapeake would file for a rate increase 

in the next 18 months? 

(b) 	 Who would determine the outcome of the proposed 

transaction? 

(c) 	 Post-closing coverage ratios. 

(d) 	 What would happen if the Commission granted 

authority to issue the requested 2.6 million 

shares but the necessary approvals for the 

transaction were not obtained? 

(e) 	 What would happen if the number of issued and 

outstanding FPU shares at the closing date was 

less than 6,420,OOO? 

(f) Whether, and if so in what areas, Chesapeake 

would be materially affected by the proposed 

transaction? 

THE COMPANY'S RESPONSES 

8. The Company provided the following responses to Staff's 

request for additional information: 

(a) 	 Chesapeake will not apply for a base rate 

increase within the next 18 months, as the 

proposed transaction will not significantly 

affect Chesapeake's rate of return. 
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(b) 	 According to the Company, SEC and shareholders 

from both FPU and Chesapeake are required to 

consummate the transaction. 

(c) 	 Although the Company is not rated by a national 

agency such as Moody's, Fitch or Standard & 

Poor's with to its ratio of earnings to 

fixed charges and preferred dividends, it 

provided a summary comparing its coverage ratios 

with those of some other regional utilities. 

Staff found the Company's and FPU's combined 

post-closing coverage ratios (on historic and 

annualized bases) to be satisfactory. 

(d) 	 If the Company does not secure all necessary 

approvals of the transaction, the transaction 

will be terminated and the stock will not be 

issued. 

(e) 	 If the number of FPU shares issued and 

outstanding at the closing date is less than 

6,420,000, the Company will issue only the number 

of shares required to complete the transaction, 

and will not issue any more shares than are 

necessary to do so. 

(f) 	 The Company was unable to quantify any material 

effects of the proposed transaction on 

Chesapeake. It responded that it had no current 

plans to file a base rate case in the near 
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future, and that ratepayers would continue to be 

charged rates based on the elements of rate base, 

operating expenses, and rate of return approved 

by the Commission in the Company's most recent 

base rate case. The Company observed that the 

proposed transaction was structured to maintain a 

consistent consolidated capital structure, but 

that if the FPU subsidiary continued to hold its 

long term debt, the parent's capital structure 

could be different at the time a new base rate 

case is filed, and the Company could not predict 

those ratios at this time. Furthermore, the 

Company observed that the proposed transaction 

could result in economies of scale that could 

reduce the amount of corporate charges per 

customer allocated to Chesapeake and in obtaining 

more favorable interest rates on long-term debt, 

but the Company could not quantify any such 

effects at this time. 

STAFF/S RECOMMENDATION 

9. After reviewing the Company's Application and supporting 

documentation and the Company's responses to its requests for 

additional information, Staff analyst, Jegede, concluded that the 

Company had complied with the filing requirements for the proposed 

issuance and recommended that the Application be approved. 
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COMMISSION FINDINGS 

10. 26 Del. c. § 215 (d) authorizes the Commission to 

investigate and hold such hearings in this matter as it deems 

necessary and, thereafter, may grant the application in whole or in 

part with such modification and upon such terms and conditions as may 

be appropriate. section 215 (d) further requires the Commission to 

approve any stock issuance when the proposed issuance is to be made in 

accordance with law, for a proper purpose, and is consistent with the 

public interest. 

11. Section 215 (d) further requires the Commission to grant, 

modify, refuse, or prescribe appropriate terms and conditions with 

respect to every such application within 30 days of its filing. In 

the absence of such action within 30 days, the issuance described in 

the application will be deemed to be approved. 

12. Commission Staff has examined the proposed issuance and the 

schedules and exhibits thereto, and Staff's inquiries have been 

answered satisfactorily. Thus, Staff has determined, pursuant to 26 

Del. C. §215 (d), that the proposed issuance of up to 2.6 million 

shares of Chesapeake common stock will be made in accordance with law, 

will be made for a proper purpose, and will be consistent with the 

public interest. Accordingly, Staff recommends that the Commission 

approve Chesapeake's Application. Staff further recommends that the 

Commission direct the Company to provide notice to the Commission of 

the consummation of the transaction within 30 days of the closing, 

which notice should include the actual number of Chesapeake Utilities 
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Corporation shares that were issued to FPU common stockholders in the 

transaction. 

ORDER 

NOW, THEREFORE, BY A VOTE OF NOT FEWER THAN THREE COMMISSIONERS, 
IT IS HEREBY ORDERED: 

1. That the Commission, having independently reviewed this 

matter and having determined that public notice and hearing are not 

required, finds that the Application for approval of the issuance of 

up to 2.6 million shares of Chesapeake Utilities Corporation common 

stock, filed by Chesapeake Utilities Corporation with the Commission 

on May 18, 2009, will be made in accordance with law, will be made for 

a proper purpose, and will be consistent with the public interest. 

The Application is, therefore approved. 

2. That nothing in this Order shall be construed as a 

guarantee, warranty I or representation by the State of Delaware or by 

any agency, commission, or department thereof with respect to the 

stock of Chesapeake Utilities Corporation that may be issued under the 

Application herein approved. 

3. That, within 30 days of the closing of the transaction, the 

Company shall provide notice to the Commission of the closing of the 

transaction, including the actual number of Chesapeake Utilities 

Corporation shares that were issued to FPU common stockholders in the 

transaction. 
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4. That the Commission reserves the jurisdiction and authority 

to enter such further Orders in this matter as may be deemed necessary 

or proper. 

BY ORDER OF THE COMMISSION: 

/s/ Arnetta McRae 
Chair 

/s/ Joann T. Conaw=a~y______________ 
Commissioner 

/s/ Jaymes B. Lester 
Commissioner 

ATTEST: 

Secretary 
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Exhibit F 

FLORIDAPUBUC•U T I L I T I E S 

Oem' Chesapeake Utilities Corporation and Florida Publ ic Ulilities Company Shareho lders: 

Oil behalf of U1C boards of directors and management team~ 01 Chesapeake and Florida P ublic Uti liti es, we arc 
pleased to enclo~e the joint proxy statement/prospectus re lating to the merger of Chesapeake and Florida Pub lic Utilities , 
Upon completion of the merger. Florida Public tilities will be a wholly owned subsidiary of C hesapeake, We believe this 
merger will create a strong combined company that will de li ver important benefits to our shareholders, customers and 
employees and to the commun ities we serve. 

If the merger is completed, Florida P ublic tilities shareholders will receive 0.405 shares of Chesapeake common stock 
for each share of F lorida Public Utilities common stock held, T he exchange ratio is fi xed, Based on the number of Florida 
Publ ic U tilities common shares outstanding on August 24, 2009, we estimate that Chesapeake will issue approx imatel y 
2,5 million shares of i t~ common stock, par value $0.4867 per share, to Florida Public tilities shareholders in connection 
with the merger, Chesapeake shareholders will continue to own their ex isting Chesapeake shares , Based on the number of 
shares of common stock of Chesapeake and Florida Public Uti lit ies ou tstanding on August 24, 2009, Chesapeake 
shareholders immediately prior to the merger will own approxi mately 73% of the combined company and former Florida 
Public Utilities common shareholders wil l own approxima tel y 27% of the combined company, Chesapeake's common stock 
will conti nue to be listed on the New York Stock Exchange, under the sym bol 'CPK·'. 

In connection with the merger, Chesapeake and Florida Public Utili ties are each holdi ng a special meeting of their 
shareholder.. to consider and vote on the merger and certain other matters, T he places, dates and times of the ~pecial 
meetings are as follmvs: 

For Chesapeake shareholders: For Florida Public Ulities sh3rellf)ld~rs ; 

9:00 a,m., October 22, 2009 11 :00 a,m" October 22, 2009 

The Board Room of P C Bank, Delaware Florida Public Uti lities' corporate headqu arters 

222 Delaware Avenue 40 I South Dixie High way 

Wilmington, Delaware 19801 West Palm Beach. Florida 3340 I 


At Chesapeake 's special meeting, shareholders will be a ked to vote on adoption of the merger agreement, approval 
of the merger and the issuance o f Cbesapeake common stoc k in the merger and certain o ther matter~ , At Fl orida Pu blic 
Utilitie:, ' spec ia l meeting , shareholder ' will be asked to vote on appro val of the merger agreement and th e merger. 

Before voting, you should carefully review all the information contained in the attached 
joint proxy statement/prospectus. For a discussion of risk factors that you should consider in 
evaluating the merger, see "Risk Factors" beginning on page 19. 

YOllr vote is very important, W hether or not you expect to att nd the applicable special meeting, the detai ls o f 
which are descri bed on the following pages, p lease complete , sign, date and promptly return the accompanying proxy card 
in the enclosed envelope or submit your vote by telephone or over the lntemet if that option is available to you , We 
enthusiast icall y support the merger of our two comp:lll ies and join with our boards of directors in recom mend ing that you 
vole FOR the proposal s related to the merger. 

S incerely. Sincerely, 

~£gV~ JJ~ 
John R, Schimkaitis Jo hn T English 
President and CEO Chairman, President and CEO 
Chesapeake Utilities COfporation Florida Public Utilities Company 

Neither the Securities and EXChange Commission nor any state securities commission has approved or 
disapproved the merger described in this joint proxy statement/prospectus nor have they approved or 
disapproved the issuance of the Chesapeake common stock to be issued in connection with the merger, (lr 
determined if thi ' j(lint proxy statement/prospectus is accurate 01' adequate. Any representation to the 
contrary is a criminal offense. 

This joint proxy statemenUprospectus is dated September 10, 2009, and is firs t being mailed to the sh.U"<::! hoJders 
of Chesapeake and Florida Public U tilities on or about September 15, 2009. 



NOTICE OF SPECIAL MEETING OF SHAREHOLDERS OF 

CHESAPEAKE UTILITIES CORPORATION 


TO BE HELD ON OCTOBER 22, 2009 


To the Shareholders of Chesapeake Utilities Corporation: 

We will hold a special meeting of the shareholders of Chesapeake Utilities Corporation, on October 22, 
2009 at 9:00 a.m. , Eastern Daylight Time, in the Board Room of PNC Bank, Delaware, located at 222 
Delaware Avenue, Wilmington, Delaware 19801, to consider and vote upon the following matters: 

• 	a proposal to adopt the Agreement and Plan of Merger, dated as of April 17, 2009, by and among 
Chesapeake, Florida Public Utilities Company and CPK Pelican, Inc., and approve the merger and the 
issuance of Chesapeake common stock in the merger. CPK Pelican, Inc. is a wholly owned subsidiary 
of Chesapeake that will merge into Florida Public Utilities; and 

• 	a proposal to approve the adjournment of the special meeting, if necessary or appropriate, to solicit 
additional proxies, in the event that there are not sufficient votes at the time of the special meeting to 
approve the foregoing proposal. 

Only holders of record of Chesapeake common stock at the close of business on August 24, 2009, the 
record date for the special meeting. are entitled to receive this notice and to vote their shares at the special 
meeting or any adjournment or postponement of the special meeting. 

We cannot complete the merger described above unless holders of a majority of all shares of Chesapeake 
common stock outstanding that are entitled to vote at the Chesapeake special meeting vote to adopt the merger 
agreement and approve the merger and the issuance of Chesapeake common stock in the merger. 

For more information about the merger and the other transactions contemplated by the merger agreement, 
pJease review the accompanying joint proxy statement/prospectus and the merger agreement attached to it. 

The Chesapeake board of directors unanimously recommends that Chesapeake shareholders vote 
"FOR" the adoption of the merger agreement and the approval of the merger and the issuance of 
Chesapeake common stock in the merger and "FOR" the adjournment of the Chesapeake special 
meeting if necessary or appropriate to permit further solicitation of proxies. 

By Order of the Board of Directors, 

Beth W. Cooper 
Corporate Secretary 

Dover, Delaware 
September 15, 2009 

IMPORTANT 

Your vote is <important. Whether or not you plan to attend the special meeting, please complete, sign and 
date the enclosed proxy and return it promptly in the enclosed postage-paid envelope. You may also cast 
your vote by telephone or over the Internet by following the instructions on your proxy card. If you vote 
by telephone or over the Internet, you do not need to submit your proxy card. Remember, your vote is 
important, so please act today! 



UTILITIES 

NOTICE OF SPECIAL MEETING OF SHAREHOLDERS OF 

FLORIDA PUBLIC UTILITIES COMPANY 


TO BE HELD ON OCTOBER 22, 2009 

To the Shareholders of Florida Public Utilities Company: 

We will hold a special meeting of the shareholders of Florida Public Utilities Company, on October 22, 
2009 at 11 :00 a.m. , Eastern Daylight Time, at Florida Public Utilities' corporate headquarters, located at 40 I 
South Dixie Highway, West Palm Beach, Florida 33401, to consider and vote upon the following matters: 

• 	a propos<ll to approve the Agreement and Plan of Merger, dated as of April 17,2009, by and among 
Florida Public Utilities, Chesapeake Utilities Corporation and CPK Pelican, Inc., and the merger 
contemplated by the merger agreement. CPK Pelican , Inc. is a wholly owned subsidiary of Chesapeake 
that will merge into Florida Public Utilities; and 

• 	a proposal to approve the adjournment of the special meeting, if necessary or appropriate, to solicit 
additional proxies, in the event that there are not sufficient votes at the time of the special meeting to 
approve the foregoing proposal. 

Only holders of record of Florida Public Utilities common stock at the close of business on August 24, 
2009, the record date for the special meeting, are entitled to receive this notice and to vote their shares at the 
special meeting or any adjournment or postponement of the special meeting. 

We cannot complete the merger described above unless holders of a majority of all shares of Florida 
Public Utilities common stock outstanding that are entitled to vote at the Florida Public Utilities special 
meeting vote to approve the merger agreement and the merger. 

For more information about the merger and the other transactions contemplated by the merger agreement, 
please review the accompanying joint proxy statement/prospectus and the merger agreement attached to it. 

The Florida Public Utilities board of directors unanjmously recommends that Florida Public 
Utilities shareholders vote "FOR" the approval of the merger agreement and the merger and "FOR" the 
adjournment of the Florida Public Utilities special meeting if necessary or appropriate to permit further 
solicitation of proxies. 

By Order of the Board of Directors, 

George M. Bachman 
Secretary 

West Palm Beach, Florida 
September 15, 2009 

IMPORTANT 

Your vote is important. Whether or not you plan to attend the special meeting, please complete, sign and 
date the enclosed proxy and return it promptly in the enclosed postage-paid envelope. You may also cast 
your vote by telephone or over the Internet by following the instructions on your proxy card . If you vote 
by telephone or over the Internet, you do not need to submit your proxy card. Please do not send any 
stock certificates at this time. Remember, your vote is important, so please act today! 



REFERENCES TO ADDITIONAL INFORMATION 


This joint proxy statement/prospectus incorporates important business and financial information about 
Chesapeake and Florida Public Utilities from documents that are not included in or delivered with this joint 
proxy statement/prospectus. You can review documents incorporated by reference in this joint proxy statement/ 
prospectus, other than certain exhibits to those documents, free of charge through the Securities and Exchange 
Commission website (www.sec.gov ) or by requesting them in writing or by telephone from the appropriate 
company at the following addresses and telephone numbers: 

Chesapeake Utmties Corporation Florida Public Utilities Company 

909 Silver Lake Boulevard 401 South Dixie Highway 
Dover, Delaware 19904 West Palm Beach, FL 33401 
Attention: Corporate Secretary Attention: Secretary 
(888) 742-5275 (800) 427-7712 

You will not be charged for any of these documents that you request. Chesapeake and Florida Public 
Utilities shareholders requesting documents should do so by October 10, 2009. 

See "Where You Can Find More Information" beginning on page 127. 

VOTING BY TELEPHONE, INTERNET OR MAIL 

Chesapeake shareholders of record may submit their proxies by: 

Telephone. You can vote by telephone by calling the toll-free number (800) 652-VOTE (8683) in the 
United States, Canada or Puerto Rico on a touch-tone telephone. You will then be prompted to enter the 
control number printed on your proxy card and to follow the subsequent instructions. Telephone voting is 
available 24 hours a day until 11:59 p.m. Eastern Daylight Time on October 21, 2009. If you vote by 
telephone, you do not need to return your proxy card(s) or voting instruction card(s). 

Internet. You can vote over the Internet by accessing the website at www.investorvote.com and following 
the instructions on the secure website. Internet voting is available 24 hours a day until II :59 p.m. Eastern 
Daylight Time on October 21, 2009. If you vote over the Internet, you do not need to return your proxy 
card(s) or voting instruction card(s). 

Mail. You can vote by mail by completing, signing, dating and mailing your proxy card(s) or voting 
instruction card(s) in the postage-paid envelope included with this joint proxy statement/prospectus. 

Florida Public Utilities shareholders of record may submit their proxies by: 

Telephone. You can vote by telephone by calling the toll-free number (800)-PROXIES (776-9437) in the 
United States, Canada or Puerto Rico on a touch-tone telephone. You will then be prompted to enter the 
control number printed on your proxy card and to follow the subsequent instructions. Telephone voting is 
available 24 hours a day until 11:59 p.m. Eastern Daylight Time on October 21, 2009. If you vote by 
telephone, you do not need to return your proxy card(s) or voting instruction card(s). 

Internet. You can vote over the Internet by accessing the website at www.voteproxy.com and following 
the instructions on the secure website. Internet voting is available 24 hours a day until II :59 p.m. Eastern 
Daylight Time on October 21, 2009. If you vote over the Internet, you do not need to return your proxy 
card(s) or voting instruction card(s). 

Mail. You can vote by mail by completing, signing, dating and mailing your proxy card(s) or voting 
instruction card(s) in the postage-paid envelope included with this joint proxy statement/prospectus. 

Ifyou hold your Chesapealu! or Florida Public Utilities shares through a bank, broker, custodian or other 
record holder: 

Please refer to your proxy card or voting instruction form or the information forwarded by your bank, 
broker, custodian or other record holder to see which voting methods are available to you. 

http:www.voteproxy.com
http:www.investorvote.com
http:www.sec.gov
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QUESTIONS AND ANSWERS ABOUT THE MERGER 

The following are answers to certain questions that you may have regarding your special meeting. 
Chesapeake and Florida Public Utilities urge you to read carefully the remainder of this joint proxy statement! 
prospectus because the information in this section may not provide all that might be important to you in 
determining how to vote. Additional important information is also contained in the annexes to, and the 
documents incorporated by reference in, this joint proxy statement/prospectus. 

Q: 	What will happen in the proposed merger? 

A: 	 Prior to entering into the merger agreement, Chesapeake formed a new wholly owned Florida corporation, 
CPK Pelican, Inc. CPK Pelican, Inc. will merge into Florida Public Utilities. Florida Public Utilities will 
continue as the surviving corporation and become a wholly owned subsidiary of Chesapeake. 

After the merger, the current shareholders of Chesapeake and common shareholders of Florida Public Utili­
ties will be the shareholders of Chesapeake. 

Q: 	Why am I receiving this document? 

A: 	 Chesapeake and Florida Public Utilities are delivering this document to you because it is a joint proxy 
statement being used by both the Chesapeake and Florida Public Utilities boards of directors to solicit 
proxies of Chesapeake and Florida Public Utilities shareholders in connection with the merger agreement 
and the merger. In addition, this document is a prospectus being delivered to Florida Public Utilities share­
holders because Chesapeake is offering shares of its common stock to be issued in exchange for shares of 
Florida Public Utilities common stock in connection with the merger. 

Q: 	What are holders of Florida Public Utilities common stock being asked to vote on? 

A: 	 Holders of Florida Public Utilities common stock are being asked to approve the merger agreement and 
the merger and to approve the adjournment of the special meeting, if necessary or appropriate, to solicit 
additional proxies in favor of approval of the merger agreement and the merger. 

Q: 	What are holders of Chesapeake common stock being asked to vote on? 

A: 	 Holders of Chesapeake common stock are being asked to adopt the merger agreement and approve the 
merger and the issuance of Chesapeake common stock in the merger and to approve the adjournment of the 
special meeting, if necessary or appropriate, to solicit additional proxies in favor of adoption of the merger 
agreement and approval of the merger and the issuance of Chesapeake common stock in the merger. 

Q: 	Why have Chesapeake and Florida Public Utilities decided to merge? 

A: 	 Chesapeake and Florida Public Utilities believe that the merger will provide strategic and financial benefits 
to shareholders, customers and employees, including: 

• increased scale and scope of the combined company's energy presence in Florida; 

• 	a stronger utility business platform; 

• 	a diversified customer base, energy portfolio and utility foundation, as well as a broader geographical 
presence; 

• 	common regulatory framework and Florida's supportive regulatory climate; 

• increased capabilities to serve the expected future growth in Florida; 

• combined expertise; 

• synergistic opportunities; 

• continued focus on reliability and customer service; 

• increased financial flexibility and continued access to capital markets; and 

• 	a stronger utility infrastructure to support continued growth in the local communities. 
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Q: 	Why is my vote important? 

A: 	 If you do not return your proxy card by mail or submit your proxy by telephone or over the Internet or 
vote in person at your special meeting, it may be difficult for Chesapeake and Florida Public Utilities to 
obtain the necessary quorum to hold their respective special meetings. 

In addition, if you are a Chesapeake shareholder, your failure to vote will have the same effect as a vote 
against adoption of the merger agreement and approval of the merger and the issuance of Chesa­
peake common stock in the merger. With respect to the proposal to adjourn the special meeting if neces­
sary or appropriate in order to solicit additional proxies, an abstention will have the same effect as a vote 
against the proposal. Chesapeake's board of directors unanimously recommends that the Chesapeake 
shareholders vote "FOR" the adoption of the merger agreement and the approval of the merger and 
the issuance of Chesapeake common stock in the merger and "FOR" the adjournment of the Chesa­
peake special meeting if necessary or appropriate to permit further solicitation of proxies. 

If you are a Florida Public Utilities shareholder, your failure to vote will have the same effect as a vote 
against approval of the merger agreement and the merger. With respect to the proposal to adjourn the 
special meeting if necessary or appropriate in order to solicit additional proxies, an abstention will have 
the same effect as a vote against the proposal. Florida Public Utilities' board of directors unanimously 
recommends that the Florida Public Utilities shareholders vote "FOR" the approval of the merger 
agreement and the merger and "FOR" the adjournment of the Florida Public Utilities special meet­
ing if necessary or appropriate to permit further solicitation of proxies. 

No matter how many or few shares you own you are encouraged to vote and have your voice heard. 

Q: 	When and where are the special meetings? 

A: 	 The Chesapeake special meeting will take place on October 22, 2009 at 9:00 a.m., Eastern Daylight Time, 
in the Board Room of PNC Bank, Delaware, located at 222 Delaware Avenue, Wilmington, Delaware 
19801. 

The Florida Public Utilities special meeting will take place on October 22, 2009 at 11:00 a.m., Eastern 
Daylight Time, at Florida Public Utilities' corporate headquarters, located at 401 South Dixie Highway, 
West Palm Beach, Florida 33401. 

Additional information relating to the Chesapeake and Florida Public Utilities special meetings begins on 
page 98. 

Q: 	What will I receive for my common shares in Florida Public Utilities? 

A: 	 As a result of the merger, the holders of Florida Public Utilities common stock will receive 0.405 shares 
of Chesapeake common stock for each share of Florida Public Utilities common stock held. Holders of 
Florida Public Utilities common stock will receive cash in lieu of fractional shares. 

Q: 	What vote is required to approve the merger and related matters? 

A: 	 For Chesapeake, the affirmative vote of a majority of its shares of common stock outstanding and entitled 
to vote as of the record date is required to adopt the merger agreement and approve the merger and the 
issuance of Chesapeake common stock in the merger. 

For Florida Public Utilities, the affirmative vote of a majority of its shares of common stock outstanding 
and entitled to vote as of the record date is required to approve the merger agreement and the merger. 

Additional information on the vote required to approve the merger and related matters is located on 
page 100. 

Q: 	What will happen to my dividends? 

A: 	 Florida Public Utilities may continue to pay its regular quarterly cash dividend in amounts consistent with 
past practice and does not currently anticipate making any changes to its dividend policy prior to the con­
summation of the merger. Similarly, Chesapeake may continue to pay its regular quarterly cash dividend in 
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amounts consistent with past practice and does not currently anticipate making any changes to its dividend 
policy prior to the consummation of the merger. 

Chesapeake currently expects to continue its dividend policy after consummation of the merger. Additional 
information on Chesapeake's expected dividend policy after the merger is located on page 67. 

Q: 	What do I need to do now? 

A: 	 After carefully reading and considering the information contained in this joint proxy statement/prospectus, 
please vote promptly by calling the toll-free number listed on your proxy card, accessing the Internet web­
site listed on your proxy card or by completing, signing and dating your proxy card and returning it by 
mail in the enclosed postage-paid envelope. If you hold your stock in "street name" through a bank or bro­
ker, you must direct your bank or broker to vote in accordance with the instructions you have received 
from your bank or broker. Submitting your proxy by telephone, Internet or mail or directing your bank or 
broker to vote your shares will ensure that your shares are represented and voted at your special meeting; 
see "Can I attend the special meeting and vote my shares in person?" 

Florida Public Utilities shareholders should not send in their share certificates now. After the merger is 
approved, holders of Florida Public Utilities common shares will receive instructions as to what to do with 
their share certificates. Chesapeake shareholders will not need to take any action regarding their share 
certificates. 

Additional information on voting procedures begins on page 100. 

Q: How will my proxy be voted? 

A: 	 If you vote by telephone, over the Internet, or by completing, signing, dating and returning your signed 
proxy card, your proxy will be voted in accordance with your instructions. The proxy confers discretionary 
authority to the named proxies. Accordingly, if you complete, sign, date and return your proxy card and do 
not indicate how you want to vote, your shares will be voted, in the case of Chesapeake, "FOR" the adop­
tion of the merger agreement and the approval of the merger and the issuance of Chesapeake common 
stock in the merger and "FOR" the approval to adjourn the special meeting if necessary or appropriate to 
solicit additional proxies and, in the case of Florida Public Utilities, "FOR" the approval of the merger 
agreement and the merger and "FOR" the approval to adjourn the special meeting if necessary or appropri­
ate to solicit additional proxies. 

Additional information on voting procedures begins on page 100. 

Q: 	H my broker holds my shares in "street name," will my broker automatically vote my shares for 
me? 

A: 	 No. If you do not provide your broker with instructions on how to vote your "street name" shares, your 
broker will not be permitted to vote them on your behalf. You should therefore be sure to provide your 
broker with instructions on how to vote your shares, following the directions your broker provides to you. 
Please check the voting form used by your broker to see if the broker offers telephone or Internet voting. 
All shareholders are urged to have their voices heard on this important matter - please vote your 
shares today. 

Q: 	What if I fail to instruct my broker? 

A: 	 If you fail to instruct your broker to vote your shares and the broker submits an unvoted proxy, referred to 
as a broker non-vote, the broker non-vote will be counted toward a quorum at your respective special 
meeting, but effectively will be treated as a vote against the proposals unless you appear and vote in per­
son at your special meeting. 

See "What can I do if I want to change or revoke my vote? H beginning on page 4 for information on 
changing your vote if your shares are held in "street name." 
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Q: Can I attend the special meeting and vote my shares in person? 

A: 	 Yes. All holders of Chesapeake common stock, including shareholders of record and shareholders who 
hold their shares through banks. brokers, custodians or any other record holder, are invited to attend the 
Chesapeake special meeting. Holders of record of Chesapeake common stock as of the record date can 
vote in person at the Chesapeake special meeting. If you are not a shareholder of record, you must obtain 
a valid proxy, executed in your favor, from the record holder of your shares, such as a bank, broker, custo­
dian or other record holder, to be able to vote in person at the Chesapeake special meeting. 

All holders of Florida Public Utilities common stock, including shareholders of record and shareholders 
who hold their shares through banks, brokers, custodians or any other record holder, are invited to attend 
the Florida Public Utilities special meeting. Holders of record of Florida Public Utilities common stock as 
of the record date can vote in person at the Florida Public Utilities special meeting. If you are not a share­
holder of record, you must obtain a valid proxy, executed in your favor, from the record holder of your 
shares, such as a bank, broker, custodian or other record holder, to be able to vote in person at the Florida 
Public Utilities special meeting. 

If you plan to attend either the Chesapeake or Florida Public Utilities special meeting, as applicable, you 
must hold your shares in your own name, or have a letter or recent brokerage statement from the record 
holder of your shares confirming your ownership. and you must bring a form of personal photo identifica­
tion with you in order to be admitted. Chesapeake and Florida Public Utilities reserve the right torefuse 
admittance to anyone without proper proof of share ownership or without proper photo identification. 

Q: 	Is the merger expected to be taxable to Florida Public Utilities shareholders? 

A: 	 Generally, no. The merger will be treated as a reorganization within the meaning of Section 368(a) of the 
Internal Revenue Code of 1986, as amended (referred to as the Code). It is intended that holders of Florida 
Public Utilities common stock will not recognize any gain or loss for federal income tax purposes on the 
exchange of shares of Florida Public Utilities common stock for shares of Chesapeake common stock in 
the merger, except with respect to cash received instead of fractional shares of Chesapeake common stock. 

You should read "The Merger - Material Federal Income Tax Consequences of the Merger" beginning on 
page 67 for a more complete discussion of the United States federal income tax consequences of the 
merger. Tax matters can be complicated and the tax consequences of the merger to you will depend on 
your particular tax situation. You should consult your tax advisor to determine the tax consequences of 
the merger to you. 

Q: 	What does it mean if I receive more than one set of materials? 

A: 	 This means you own shares of both Chesapeake and Florida Public Utilities or you own shares of Chesa­
peake or Florida Public Utilities that are registered under different names. For example, you may own 
some shares directly as a shareholder of record and other shares through a broker, or you may own shares 
through more than one broker. In these situations, you will receive mUltiple sets of proxy materials. You 
must complete, sign, date and return all of the proxy cards or follow the instructions for any alternative 
voting procedures on each of the proxy cards you receive in order to vote all of the shares you own. Each 
proxy card you receive will come with its own postage-paid return envelope; if you vote by mail, make 
sure you return each proxy card in the return envelope that accompanied that proxy card. 

Q: 	What can I do if I want to change or revoke my vote? 

A: 	 Regardless of the method you used to cast your vote, if you are a holder of record, you may change your 
vote by completing, signing, dating and returning a new proxy card with a later date, by calling the toll­
free number listed on the proxy card or by accessing the Internet website listed on the proxy card by 
11 :59 p.m., Eastern Daylight Time on October 21, 2009 or by attending your special meeting and voting 
by ballot at your special meeting. You may also revoke your proxy card by sending a notice of revocation, 
which must be received prior to your special meeting, to the designated representative of the appropriate 
company at the address provided under "Where You Can Find More Information" on page 127. 
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If you hold your shares in street name, and wish to change or revoke your vote, please refer to the infor­
mation on the voting instruction form included with these materials and forwarded to you by your bank, 
broker, custodian or other record holder to see your voting options. 

Additional information on changing your vote is located on page 103. 

Q: 	As a participant in the Chesapeake 401(k) Retirement Savings Plan, how do I vote shares held in my 
plan account? 

A: 	 If you are a participant in Chesapeake's 401(k) Retirement Savings Plan, you will receive proxy materials 
and a proxy card from the trustee of the Plan. You can complete the proxy card in order to instruct the 
trustee how to vote the shares of stock that are allocated to your account. If you do not instruct the trustee 
how to vote your shares, the trustee will vote them, based upon the recommendation of the Chesapeake 
board of directors, in favor of the adoption of the merger agreement and approval of the merger and the 
issuance of Chesapeake common stock in the merger and in favor of adjournment of the Chesapeake spe­
cial meeting if necessary or appropriate to permit further solicitation of proxies. Likewise, the trustee will 
vote shares that have not been allocated to any account in the same manner. 

Q: 	If I am a holder of Florida Public Utilities common stock with shares represented by stock certifi­
cates, should I send in my Florida Public Utilities stock certificates now? 

A: 	 No. You should not send in your Florida Public Utilities stock certificates at this time. After completion of 
the merger, Chesapeake will send you instructions for exchanging Florida Public Utilities stock certificates 
for the merger consideration. 

Q: 	Will Chesapeake shareholders receive any shares as a result of the merger? 

A: 	 No. Chesapeake shareholders will continue to hold the Chesapeake shares they currently own. 

Q: 	When do you expect to complete the merger? 

A: 	 Chesapeake and Florida Public Utilities expect to complete the merger during the fourth quarter of 2009, 
although completion by any particular date cannot be assured. 

Q: 	Whom should I call if I have questions about the special meeting or the merger? 

A: 	 Chesapeake shareholders should call Georgeson Inc., Chesapeake's proxy solicitor, at 888-666-2580. 

Florida Public Utilities shareholders should call Mackenzie Partners, Inc., Florida Public Utilities' proxy 
solicitor, at 800-322-2885. 
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SUMMARY 

This summary highlights selected information from this joint proxy statement/prospectus and may 
not contain all of the information that is important to you. To fully understand the merger and for a 
more complete description of the legal terms of the merger agreement, you should carefully read this 
entire document and the documents referred to herein. See "Where You Can Find More Information" 
on page 127. Chesapeake and Florida Public Utilities have included page references parenthetically to 
direct you to a more complete description of the topics presented in this summary. 

The Companies (see page 73) 

Chesapeake Utilities Corporation 
909 Silver Lake Boulevard 
Dover, DE 19904 
(302) 734-6799 

Internet address: www.chpk.com 


Incorporated in 1947, Chesapeake is a diversified utility company engaged in natural gas distribution, 
transmission and marketing, propane distribution and wholesale marketing, advanced information services and 
other related businesses. In total. Chesapeake currently serves approximately 100,000 distribution customers 
with either natural gas or propane gas. Chesapeake employs approximately 448 people and generated 
$291.4 million in revenues for 2008. 

Florida Public Utilities Company 
401 South Dixie Highway 
West Palm Beach, Florida 33401 
(561) 832-0872 

Internet address: www.fpuc.com 


Founded in 1924, Florida Public Utilities distributes natural gas, propane and electricity to residential, 
commercial and industrial customers in Florida. Florida Public Utilities is organized into two regulated 
business segments - natural gas and electric; and one non-regulated business segment - propane gas. Florida 
Public Utilities also sells merchandise and other service-related products as a complement to its natural gas 
and propane segments. Florida Public Utilities serves approximately 96,000 customers, employs approximately 
348 people and generated $168.5 million in revenues for 2008. 

The Merger (see page 32) 

Under the terms of the proposed merger, CPK Pelican, Inc., a wholly owned subsidiary of Chesapeake 
formed for the purpose of the merger, will be merged with and into Florida Public Utilities. As a result, 
Florida Public Utilities will continue as the surviving corporation and will become a wholly owned subsidiary 
of Chesapeake. Accordingly, Florida Public Utilities shares will no longer be publicly traded. Chesapeake 
common shares wilI continue to be traded on the New York Stock Exchange under the symbol "CPK". 

The merger agreement is attached as Annex A to this joint proxy statement/prospectus. Please read the 
merger agreement carefully and fully as it is the legal document that governs the merger. For a summary of 
the merger agreement, see "The Merger Agreement" on page 74. 

What Holders of Florida Public Utilities Common Stock Will Receive in the Merger (see page 74) 

Under the terms of the merger agreement, holders of Florida Public Utilities common stock will have a 
right to receive 0.405 of a share of Chesapeake common stock for each share of Florida Public Utilities 
common stock held immediately prior to the merger. Chesapeake will not issue any fractional shares of 
Chesapeake common stock in the merger. Instead, a holder of Florida Public Utilities common stock who 
otherwise would have received a fraction of a share of Chesapeake common stock will receive an amount in 
cash rounded to the nearest cent. This cash amount will be determined by multiplying the fraction of a share 
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of Chesapeake common stock to which the holder would otherwise be entitled by the average of the closing 
sale prices of Chesapeake common stock on the New York Stock Exchange for the 15 trading days ending on 
the third trading day immediately preceding the date on which the merger is completed. 

Example: [fyou own [00 shares of Florida Public Utilities common stock, you will be entitled to 
receive 40 shares of Chesapeake common stock and a cash payment instead of the 0.5 shares of 
Chesapeake common stock that you otherwise would have received. 

The number of shares of Chesapeake common stock issued in the merger for each share of Florida Public 
Utilities common stock is fixed. Accordingly, common shareholders of Florida Public Utilities may receive 
more or less value depending on fluctuations in the price of Chesapeake common stock. At the time of their 
respective special meetings, Chesapeake and Florida Public Utilities shareholders will not know the exact 
value of the Chesapeake common stock that will be issued in connection with the merger. 

Material Federal Income Tax Consequences of the Merger (see page 67) 

The merger is intended to be treated as a reorganization within the meaning of Section 368(a) of the 
Code, and it is a condition to the respective obligations of Chesapeake and Florida Public Utilities to complete 
the merger that each of Chesapeake and Florida Public Utilities receive a legal opinion to that effect. 
Accordingly, the merger generally will be tax-free to holders of Florida Public Utilities common stock for 
United States federal income tax purposes as to the shares of Chesapeake common stock such holders receive 
in the merger, except for any gain or loss that may result from the receipt of cash instead of fractional shares 
of Chesapeake common stock that such holders would otherwise be entitled to receive. 

The United States federal income tax consequences described above may not apply to all holders of 
Florida Public Utilities common stock. Your tax consequences will depend on your individual situation. 
Accordingly, please consult your tax advisor for a full understanding of the particular tax consequences of the 
merger to you. 

Recommendations by Boards of Directors (see pages 43 and 51) 

Recommendation of the Chesapeake Board: 

The Chesapeake board of directors believes that the merger agreement and the merger are in the best 
interests of Chesapeake and its shareholders and has approved the merger agreement and the merger. The 
Chesapeake board of directors recommends that Chesapeake shareholders vote "FOR" the proposal to adopt 
the merger agreement and approve the merger and the issuance of Chesapeake common stock in the merger. 

Recommendation of the Florida Public Utilities Board: 

The Florida Public Utilities board of directors believes that the merger is in the best interests of Florida 
Public Utilities and its shareholders and has approved the merger agreement and the merger. The Florida 
Public Utilities board of directors recommends that Florida Public Utilities shareholders vote "FOR" the 
proposal to approve the merger agreement and the merger. When you consider the Florida Public Utilities 
board of directors' recommendation, you should be aware that Florida Public Utilities' directors may have 
interests in the merger that may be different from, or in addition to, interests of the Florida Public Utilities 
shareholders. These interests are described in "The Merger - Interests of Florida Public Utilities' Directors 
and Executive Officers in the Merger" beginning on page 64. 

Reasons for the Merger (see pages 43 and 51) 

The boards of directors of Chesapeake and Florida Public Utilities believe that the merger will benefit 
shareholders, customers and employees of both companies by creating a combined energy company with 
greater geographic breadth, organizational capabilities and fmancial resources to take advantage of existing 
and new opportunities. 
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The boards of both companies believe that the combined company will benefit from: 

• Increased Scale and Scope. The merger will create a larger, regionally focused energy company 
serving approximately twice the number of energy customers served presently by Chesapeake. As a 
result of the merger, the combined company's energy presence in Florida will be more comparable to 
the regional energy presence Chesapeake currently maintains on the Delmarva Peninsula. The combined 
operations will include sizable customer bases for electric, natural gas and propane in several key 
markets across Florida including the Southeast, Central, Northeast and Panhandle geographic areas. The 
increased scale and scope is expected to result in greater efficiencies provided by economies of scale. 

• Stronger Utility Business Platform. 	 Chesapeake's strategy has been to enhance its utility foundation 
and furthermore to grow its earnings from a stable utility foundation by investing in related businesses 
and services that provide opportunities for higher returns. The merger will enhance Chesapeake's 
existing utility foundation as a result of the addition of Florida Public Utilities' natural gas and electric 
distribution businesses. Increased diversity within the utility portfolio will result from the merger, as 
Florida Public Utilities' electric business will expand both Chesapeake's energy portfolio and its utility 
foundation. 

• Diversified Portfolio of Investments. Chesapeake and Florida Public Utilities believe that the 
combined company will benefit from a more diversified portfolio of investments. Additionally, diversity 
will result in the combined company's customer base, energy portfolio, utility foundation, as well as its 
broader geographical presence. 

• Common Regulatory Framework and Benefits of Floridats Supportive Regulatory Climate. 
Chesapeake and Florida Public Utilities believe that the combined company will benefit from the 
favorable Florida regulatory framework applicable to the combined company's franchised service areas, 
diversified regulatory risk and the combined expertise in operating the regulated businesses under 
complex regulations. In addition, Chesapeake's board of directors considered the long history of the 
Florida Public Service Commission actively promoting natural gas expansion throughout the state. 

• Positioned to Benefit from Future Florida Growth. Long-term forecasts project Florida to be 
among the fastest growing states in the country. Although the current economic climate has caused a 
temporary decline in growth, state projections for Florida anticipate that popUlation growth will begin 
to slowly increase again in 20 I 0 and accelerate thereafter. Chesapeake and Florida Public Utilities 
believe that the combined company will be well-positioned to help meet the energy needs of new 
residential consumers in the combined service territory, along with the commercial development that 
typically follows. Chesapeake and Florida Public Utilities believe the merger will create a stronger 
company with increased capabilities to serve the future growth. 

• Combined Expertise. 	 Chesapeake and Florida Public Utilities believe that the combined company 
will benefit from each company's experience and expertise in the natural gas and propane distribution 
businesses. In addition, the combined company's natural gas and electric operations will benefit from 
the regulatory and customer service expertise of each company in Florida. Chesapeake and Florida 
Public Utilities believe that the combined company will be able to effectively utilize the intellectual 
capital, technical expertise and experience of a deeper, more diverse workforce. 

• 	Impact on Customers. Customers will benefit from the economies of scale, the increased availability 
of capital to extend service to more customers, other operating efficiencies resulting from the merger, 
and a continued focus on safety and reliability. Chesapeake and Florida Public Utilities believe that the 
merger will result in a reduction in aggregated rate increase requests for the combined company's 
natural gas and electric operations, which would benefit the combined company's utility customers in 
Florida. 

• Synergistic Opportunities. 	 Chesapeake and Florida Public Utilities believe that the merger presents 
opportunities to operate more effectively, creating additional efficiencies at all levels of the combined 
company and enabling further implementation of best practices. 
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• Financial Considerations and Increased Financial Strength. Chesapeake and Florida Public Utili­
ties believe that the increased scale and scope resulting from the merger will generate increased 
financial flexibility and ensure continued access to capital markets . 

• 	Impact of the Merger on Communities. Chesapeake and Florida Public Utilities believe that the 
communities served by the combined company will benefit from each company's history of being a 
good corporate citizen in their respective communities and supporting growth of the communities they 
serve. The local communities will benefit from the combined company's ability to provide a stronger 
utility infrastructure capable of supporting continued growth in the local communities. 

As a result, the boards of directors of Chesapeake and Florida Public Utilities believe the merger will 
lead to more consistent and stronger shareholder and customer value creation over the long-term. 

Shareholder Votes Reqnired (see page 100) 

For Chesapeake Shareholders: 

Adoption of the merger agreement and approval of the merger and the issuance of Chesapeake common 
stock in the merger requires the affirmative vote of at least a majority of the outstanding shares of Chesapeake 
common stock. 

On the record date, directors and executive officers of Chesapeake and their affiliates beneficially owned 
or had the right to vote 314,363 shares of Chesapeake common stock, representing approximately 4.6% of the 
shares outstanding on the record date. While there are no voting agreements or arrangements with any 
directors, officers or other shareholders of Chesapeake relating to the merger of which Chesapeake is aware, to 
Chesapeake's knowledge, directors and executive officers of Chesapeake and their affiliates intend to vote their 
common stock in favor of the proposal to adopt the merger agreement and approve the merger and the 
issuance of Chesapeake common stock in the merger. 

For Florida Public Utilities Shareholders: 

Approval of the merger agreement and the merger requires the affirmative vote of at least a majority of 
the outstanding shares of Florida Public Utilities common stock. 

On the record date, directors and executive officers of Florida Public Utilities and their affiliates 
beneficially owned or had the right to vote 351,192 shares of Florida Public Utilities common stock, 
representing approximately 5.7% of the shares of Florida Public Utilities common stock outstanding on the 
record date. While there are no voting agreements or arrangements with any directors, officers or other 
shareholders of Florida Public Utilities relating to the merger of which Florida Public Utilities is aware, to 
Florida Public Utilities' knowledge, directors and executive officers of Florida Public Utilities and their 
affiliates intend to vote their common stock in favor of the approval of the merger agreement and the merger. 

Ownership of Chesapeake After tbe Merger 

Chesapeake will issue approximately 2.5 million shares of Chesapeake common stock to Florida Public 
Utilities common shareholders in the merger. At the completion of the merger, it is expected that there will be 
outstanding approximately 9.4 million shares of Chesapeake. The shares of Chesapeake common stock to be 
issued to Florida Public Utilities common shareholders in the merger will represent approximately 27% of the 
outstanding Chesapeake common stock after the merger. 

Conditions to tbe Completion of tbe Merger (see page 83) 

Currently, Chesapeake and Florida Public Utilities expect to complete the merger in the fourth quarter of 
2009. As more fully described in this joint proxy statementJprospectus and in the merger agreement, the 
completion of the merger depends on a number of conditions being satisfied or, where legally permissible, 
waived. These conditions include, among others, receipt of the requisite approvals of each company's 
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shareholders, the receipt of all required regulatory approvals, and the receipt by the companies of a legal 
opinion regarding the United States federal income tax treatment of the merger. 

Termination of the Merger Agreement (see page 84) 

Chesapeake and Florida Public Utilities may mutually agree to terminate the merger agreement before 
completing the merger, even after Chesapeake shareholder approval and/or Florida Public Utilities shareholder 
approval. as long as the termination is approved by each of the Chesapeake and Florida Public Utilities board 
of directors. In addition, either Chesapeake or Florida Public Utilities may terminate the merger agreement, 
even after Chesapeake shareholder approval and/or Florida Public Utilities shareholder approval, under certain 
specified circumstances, including: 

• if the merger has not been completed by January 31, 2010 (subject to possible extension to March 31, 
2010 under specified circumstances), unless the failure to complete the merger by that date is due to 
the terminating party's failure to abide by the merger agreement; 

• 	if either party has failed to obtain the requisite vote of its shareholders required for the consummation 
of the merger at a duly held meeting of its shareholders or at any adjournment or postponement 
thereof; 

• 	if any final and nonappealable government order preventing the merger is in effect; 

• 	if the other party materially breaches the merger agreement and such breach is incapable of being or is 
not timely cured and gives rise to the failure to satisfy a closing condition; or 

• 	if the other party suffers a material adverse effect. 

In addition, Chesapeake may terminate the merger agreement if Florida Public Utilities' board of directors 
either changes its recommendation of the merger agreement and the merger in a manner adverse to 
Chesapeake or recommends a third party "takeover proposal" of the type described in "The Merger 
Agreement Covenants" on page 76. 

Furthermore, Florida Public Utilities may terminate the merger agreement, subject to specified conditions, 
if Florida Public Utilities' board of directors authorizes Florida Public Utilities to enter into a written 
agreement concerning a transaction that Florida Public Utilities' board of directors has determined in 
accordance with the merger agreement is a "superior proposal" of the type described in "The Merger 
Agreement Covenants" on page 76. 

Termination Fee (see page 85) 

Under certain circumstances involving a third-party takeover proposal of Florida Public Utilities or a 
change in the Florida Public Utilities board of directors' recommendation of the merger agreement and the 
merger, Florida Public Utilities may be required, subject to certain conditions, to pay a termination fee of 
$3.4 million to Chesapeake. 

No Solicitation (see page 76) 

The merger agreement restricts the ability of Florida Public Utilities to solicit or engage in discussions or 
negotiations with a third party regarding a "takeover proposal" of the type described in "The Merger 
Agreement Covenants." If, however, Florida Public Utilities receives an unsolicited "takeover proposal" 
from a third party that Florida Public Utilities' bo.ard of directors determines in good faith, after consultation 
with its legal and financial advisors, constitutes a "superior proposal" of the type described in "The Merger 
Agreement - Covenants"or there is a reasonable likelihood that the proposal could result in a "superior 
proposal," Florida Public Utilities may furnish information to the third party and engage in discussions and 
negotiations regarding the proposal with the third party, subject to other spe:::ified conditions. Florida Public 
Utilities is also permitted to take and disclose to its shareholders its position with respect to any third-party 
"takeover proposal" as may be required under the federal securities laws. 
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Regulatory Approvals (see page 70) 

Chesapeake and Florida Public Utilities agreed to use their reasonable best efforts to obtain all regulatory 
approvals required to complete the transactions contemplated by the merger agreement. These approvals 
include expiration or termination of the applicable waiting period under the Hart-Scott-Rodino Antitrust 
Improvements Act of 1976, as amended (referred to as the HSR Act), and approvals, to the extent required, 
from the Florida, Delaware and Maryland Public Service Commissions. The applicable waiting period under 
the HSR Act expired on June 4, 2009 and all required approvals from the Florida, Delaware and Maryland 
Public Service Commissions have been obtained. No further action is required of the companies with respect 
to these regulatory approvals. 

Shareholder Litigation Related to the Merger (see page 72) 

Certain litigation is pending in connection with the merger. See "The Merger Shareholder Litigation 
Related to the Merger" beginning on page 72. 

Chesapeake Board of Directors following Completion of the Merger (see page 82) 

Upon completion of the merger, the Chesapeake board of directors will consist of those directors serving 
immediately prior to the completion of the merger and two directors from among the directors of Florida 
Public Utilities serving immediately prior to the completion of the merger. 

Transaction, Integration and Merger-Related Costs 

The transaction was valued at approximately $73.5 million as of the date of its announcement. Chesapeake 
and Florida Public Utilities also expect to incur costs of approximately $6.5 million associated with combining 
the operations of the two companies, which include transaction, integration and merger-related costs (including 
filing and registration fees with the SEC and New York Stock Exchange, printing and mailing costs associated 
with this joint proxy statement/prospectus, and legal, accounting, financial advisory, consulting, public relations 
and proxy solicitation fees), but exclude change in control and stay bonus payments and costs incurred in 
connection with any shareholder litigation related to the merger. John T. English, the Chairman, President and 
Chief Executive Officer of Florida Public Utilities, will receive a $780,000 change in control payment and 
Florida Public Utilities' other two most highly compensated executive officers, Charles L. Stein and George M. 
Bachman, will receive stay bonus payments of $575,000 and $520,000, respectively. Additional costs may be 
incurred in the integration of the businesses of Chesapeake and Florida Public Utilities. 

Listing of Chesapeake Common Stock 

The shares of Chesapeake common stock to be issued in the merger will be listed on the New York Stock 
Exchange under the ticker symbol "CPK". 

No Dissenters' or Appraisal Rights (see page 71) 

Dissenters' or appraisal rights are statutory rights that, if applicable under law, enable shareholders to 
dissent from an extraordinary transaction, such as a merger, and to demand that the corporation pay the fair 
value for their shares as determined by a court in a judicial proceeding instead of receiving the consideration 
offered to shareholders in connection with the extraordinary transaction. Dissenters' or appraisal rights are not 
available in all circumstances, and exceptions to these rights are provided, in the case of Chesapeake, under 
the Delaware General Corporation Law (referred to as the DGCL) and, in the case of Florida Public Utilities, 
under the Florida Business Corporation Act (referred to as the FBCA). As a result of one of the exceptions 
under the DGCL, the Chesapeake shareholders are not entitled to dissenters' or appraisal rights in connection 
with the merger. Similarly, as a result of one of the exceptions under the FBCA, Florida Public Utilities 
shareholders are not entitled to dissenters' or appraisal rights in connection with the merger. 
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Comparison of Shareholder Rights (see page 105) 

The rights of Florida Public Utilities shareholders are governed by Florida law, as well as Florida Public 
Utilities' restated articles of incorporation and bylaws. After completion of the merger, the rights of former 
Florida Public Utilities shareholders who receive Chesapeake common stock in the merger will be governed 
by Delaware law and Chesapeake's restated certificate of incorporation and amended and restated bylaws. This 
joint proxy statement/prospectus contains descriptions of the material differences in shareholder rights 
beginning on page 105. 

Interests of Florida Public Utilities' Directors and Executive Officers in the Merger (see page 64) 

Certain of Florida Public Utilities' directors and executive officers have interests in the merger as 
individuals that are different from, or in addition to, the interests of Florida Public Utilities' shareholders 
generally. Certain Florida Public Utilities executives have entered into agreements with Florida Public Utilities 
and Chesapeake that contain payment provisions that will be triggered by the merger. In addition, Florida 
Public Utilities' directors and executive officers have rights to indemnification and directors' and officers' 
liability insurance that will survive completion of the merger. Please see "The Merger - Interests of Florida 
Public Utilities' Directors and Executive Officers in the Merger" on page 64 for further information on these 
interests. 

Accounting Treatment of the Merger (see page 70) 

The merger will be accounted for using the acquisition method of accounting under accounting principles 
generally accepted in the United States of America with Chesapeake treated as the acquirer. Under the 
acquisition method of accounting, assets acquired and liabilities assumed will be recorded, as of completion of 
the merger, at their respective fair values and added to those of Chesapeake. The reported financial condition 
and results of operations of Chesapeake issued after completion of the merger will reflect Florida Public 
Utilities' balances and results after completion of the merger, but will not be restated retroactively to reflect 
the historical financial position or results of operations of Florida Public Utilities. 

Opinion of Chesapeake's Financial Advisor (see page 47) 

On April 17,2009, Robert W. Baird & Go. Incorporated, referred to as Baird, rendered its oral opinion to 
the Chesapeake board of directors to the effect that, as of April 17, 2009 and based upon and subject to the 
assumptions made, procedures followed, methodologies used, factors considered and limitations upon the 
review undertaken by Baird as set forth in its opinion, the exchange ratio pursuant to the merger agreement of 
0.405 shares of Chesapeake common stock per share of Florida Public Utilities common stock was fair, from a 
financial point of view, to Chesapeake. This oral opinion was subsequently confirmed in writing by delivery of 
Baird's written opinion dated the same date. Baird was not requested to express, and did not express, any 
opinion with respect to any of the other terms, conditions, determinations or actions with respect to the merger. 
Additionally, Baird's opinion does not address the underlying business decision of Chesapeake to proceed with 
or effect the merger or the relative merits of the merger as compared to other transactions that may have been 
available to Chesapeake. The full text of Baird's opinion, which sets forth, among other things, the 
assumptions made, procedures followed, methodologies used, factors considered and limitations upon the 
review undertaken by Baird in connection with its opinion, is attached to this joint proxy statement/prospectus 
as Annex B. You are urged to read the opinion in its entirety. Baird's opinion is addressed to Chesapeake's 
board of directors, is directed only to the fairness, from a financial point of view, of the exchange ratio to 
Chesapeake and does not constitute a recommendation to any shareholder as to how any shareholder should 
vote with respect to any matter relating to the merger agreement or the merger. Baird has assumed no 
responsibility for updating or revising its opinion based on circumstances or events occurring after the date of 
its opinion. Chesapeake has agreed to pay Baird a fee for rendering its opinion, which is not contingent upon 
the successful completion of the proposed merger, and an additional transaction fee, all of which is only 
payable upon completion of the merger or receipt of a termination fee from Florida Public Utilities. 
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Opinion of Florida Public Utilities' Financial Advisor (see page 53) 

On April 17,2009, Houlihan Lokey Howard & Zukin Capital, Inc., referred to as Houlihan Lokey, 
rendered its oral opinion to the Florida Public Utilities board of directors (which was later confirmed in 
writing by delivery of Houlihan Lokey's written opinion dated the same date) to the effect that, as of April 17, 
2009, the exchange ratio provided for in the proposed merger pursuant to the merger agreement was fair to 
holders of Florida Public Utilities common stock from a financial point of view. Houlihan Lokey's opinion 
was directed to the board of directors of Florida Public Utilities and only addressed the fairness, from a 
financial point of view, to the holders of Florida Public Utilities common stock of the exchange ratio provided 
for in the proposed merger pursuant to the merger agreement, and did not address any other aspect or 
implication of the proposed merger. The summary of Houlihan Lokey's opinion in this joint proxy statement/ 
prospectus is qualified in its entirety by reference to the full text of its written opinion, which is included as' 
Annex C to this joint proxy statement/prospectus and sets forth the procedures followed, assumptions made, 
qualifications and limitations on the review undertaken and other matters considered by Houlihan Lokey in 
preparing its opinion. Neither Houlihan Lokey's written opinion nor the summary of its opinion and the related 
analyses set forth in this joint proxy statement/prospectus are intended to be, and they do not constitute, advice 
or a recommendation to any shareholder as to how such shareholder should act or vote with respect to any 
matter relating to the merger. 

Selected Historical Financial Information 

The following tables present selected historical financial information of Chesapeake and selected 
historical financial information of Florida Public Utilities. Such financial information is provided to assist you 
in your analysis of the financial aspects of the merger. The historical results included below and elsewhere in 
this document are not indicative of the future performance of Chesapeake, Florida Public Utilities or the 
combined company. 

Chesapeake Historical Financial Information. The annual Chesapeake historical information is derived 
from the audited consolidated financial statements of Chesapeake as of and for each of the years ended 
December 31, 2004 through 2008. The Chesapeake information as of and for the six months ended June 30, 
2009 and 2008 is derived from interim unaudited financial statements of Chesapeake and, in the opinion of 
Chesapeake's management, includes all normal and recurring adjustments that are considered necessary for the 
fair presentation of the results for the interim period. The information is only a summary and should be read in 
conjunction with Chesapeake's historical consolidated financial statements and related notes contained in the 
Chesapeake annual report on Form lO-K for the year ended December 31, 2008, and quarterly report on 
Form 10-Q for the period ended June 30, 2009, all of which are incorporated by reference in. this joint proxy 
statement/prospectus, as well as other information that has been filed by Chesapeake with the SEC. See "Where 
You Can Find More Information" on page 127 for directions on how you can obtain copies of this information. 

For the Six Months 
Ended June 30, For the Year Ended December 31, 

2009 2008 2008 2007 2006(1) 2005 2004 
(In thousands, except per share data) 

Income Statement Information(2) 

Operating Revenues .............. $145,313 $169,330 $291,443 $258,286 $231,200 $229,485 $177,955 
Operating Income ............... 18,822 18,370 28,479 28,114 23,332 21,921 20,177 

Net Income from Continuing 
Operations ................... 9,399 9,393 13,607 13,218 10,748 10,699 9,686 

Per Share Information(2) 

Basic Earnings per Common Share 
from Continuing Operations ...... $ 1.37 $ 1.38 $ 2.00 $ 1.96 $ 1.78 $ 1.83 $ 1.68 

Diluted Earnings per Common Share 
from Continuing Operations . . . . . . 1.36 1.36 1.98 1.94 1.76 1.81 1.64 

Dividends Declared per Common 
Share ....................... 0.620 0.600 1.21 1.18 1.16 1.14 1.12 
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As of June 30, As of December 31, 
2009 2008 2008 2007 2006(1) 2005 2004 

(In thousands) 

Balance Sheet Information 

Net Property, Plant and Equipment ... $287,016 $270,962 $280,671 $260,423 $240,825 $201,504 $177,053 

Total Assets. . . . . . . . . . . . . . . . . . . . 350,289 400,911 385,795 381,557 324,585 295,980 241,938 

Long-Tenn Debt(3) .............. 92,969 69,837 93,079 70,912 78,706 63,920 69,099 

Common Stockholders' Equity ...... 130,027 125,471 123,073 119,576 111,152 84,757 77,962 

Tot~l Ca~italization and Short-Tenn 
FinanCIng .................... 224,996 252,363 249,152 236,152 217,412 184,159 152,063 

(1) 	Statement of Financial Accounting Standard (SFAS) No. 123R, Share-Based Payment, and SFAS No. 158, 
Employers' Accounting for Defined Benefit Pension and Other Postretirement Plans An Amendment of 
FASB Statements Nos. 87, 88, 106 and 132(R), were adopted in the year ended December 31, 2006; there­
fore, they were not applicable for the years prior to 2006. 

(2) These amounts exclude the results of distributed energy and water services due to their reclassification to 
discontinued operations. Chesapeake closed its distributed energy operations in 2007. The assets of the 
water businesses were sold in 2004 and 2003. 

(3) These amounts include the portion due within one year. 

Florida Public Utilities Historical Financial Information. The annual Florida Public Utilities historical 
infonnation is derived from the audited consolidated financial statements of Florida Public Utilities as of and 
for each of the years ended December 31, 2004 through 2008. The Florida Public Utilities infonnation as of 
and for the six months ended June 30, 2009 and 2008 is derived from the interim unaudited financial 
statements of Florida Public Utilities and, in the opinion of Florida Public Utilities' management, includes all 
nonnal and recurring adjustments that are considered necessary for the fair presentation of the results for the 
interim period. The information is only a summary and should be read in conjunction with Florida Public 
Utilities' historical consolidated financial statements and related notes contained in the Florida Public Utilities 
annual report on Fonn lO-K for the year ended December 31, 2008, and quarterly report on Fonn lO-Q for the 
period ended June 30, 2009, all of which are incorporated by reference in this joint proxy statementi 
prospectus, as well as other infonnation that has been filed by Florida Public Utilities with the SEC. See 
"Where You Can Find More Information" on page 127 for directions on how you can obtain copies of this 
infonnation. 

For the Six Months 
Ended June 30, For the Year Ended December 31, 
2009 2008 2008 2007 2006(1) 2005 2004(2) 

(In thousands, except per share data) 

Income Statement Information(3) 

Operating Revenues ............... $80,755 $86,406 $168,548 $136,542 $134,781 $130,285 $110,131 
Operating Income ................ 4,470 5,153 9,109 8,821 10,177 10,637 8,986 
Net Income ..................... 1,748 2,031 3,486 3,301 4,169 4,248 3,594 
Per Share Information(3) 

Basic Earnings per Common Share .... $ 0.28 0.33 $ 0.57 $ 0.54 $ 0.69 $ 0.71 $ 0.60 

Diluted Earnings per Common Share .. 0.28 0.33 0.57 0.54 0.69 0.71 0.60 
Dividends Declared per Common 

Share ........................ 0.2375 0.2300 0.47 0.45 0.43 0.41 0.40 
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As of June 30, . As of December 31, 
2009 2008 2008 2007 2006(1) 2005 2004(2) 

(In thousands) 

Balance Sbeet Information 

Net Property, Plant and Equipment ... $143,938 $140,640 $142,325 $138,372 $129,211 $123,061 $117,191 

Total Assets. . . . . . . . . . . . . . . . . . . . 195,011 195,148 208,931 192,344 181,234 182,666 170,503 

Long-Term Debt(4) .............. 47,861 49,404 49,329 50,772 50,702 50,620 50,538 
Common Stockholders' Equity ...... 50,239 49,926 48,512 48,946 47,572 45,503 43,213 
Total Capitalization and Short-Term 

Financing .................... 98,700 112,459 111,188 111,440 102,340 106,281 100,176 

(1) SFAS No. 123R, Share-Based Payment, and SFAS No. 158, Employers' Accounting for Defined Benefit 
Pension and Other Postretirement Plans -An Amendment of FASB Statements Nos. 87, 88, 106 and 
132(R), were adopted in the year ended December 31, 2006; therefore, they were not applicable for the 
years prior to 2006. 

(2) On July 25, 2005, a three-for-two stock split in the form of a stock dividend was issued to the shareholders 
of record on July 15, 2005. All common share information has been restated to reflect the stock split for 
all periods presented. 

(3) Florida Public Utilities did not report any discontinued operations in the periods presented. 

(4) These amounts include the portion due within one year. 

Selected Unaudited Pro Forma Condensed Combined Financial Information 

The merger will be accounted for under the acquisition method of accounting with Chesapeake treated as 
the acquirer, which means the assets acquired and liabilities as~umed will be recorded, a.s of completion of the 
merger, at their respective fair values and added to those of Chesapeake. For a more detailed description of 
acquisition accounting, see "The Merger Accounting Treatment" on page 70. 

The selected unaudited pro forma condensed combined financial information presented below gives effect 
to the merger based on the assumption that the merger occurred at the beginning of the periods presented for 
income statement and per share information and at the date of the balance sheet for balance sheet information 
and is for illustrative purposes only. The selected unaudited pro forma condensed combined financial 
information may have been different had the companies actually been combined. The selected unaudited pro 
forma condensed combined financial information does not reflect the effect of asset dispositions, if any, or 
revenue, cost or other operati'ng synergies that may result from the merger, nor does it reflect the effects of 
any financing, liquidity or other balance sheet repositioning that may be undertaken in connection with or 
subsequent to the merger. You should not rely on the selected unaudited pro forma condensed combined 
financial information as being indicative of the historical results that would have occurred had the companies 
been combined or the future results that may be achieved after the merger. The following selected unaudited 
pro forma condensed combined financial information (i) has been derived from and should be read in 
conjunction with the Unaudited Pro Forma Condensed Combined Financial Statements and related notes 
included in this joint proxy statement/prospectus beginning on page 87 and (ii) should be read in conjunction 
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with the historical consolidated financial statements of Chesapeake and Florida Public Utilities incorporated by 
reference in this joint proxy statement/prospectus. 

For the Six Months For the Year 
Ended Ended 

June 30, 2009 December 31, 2008 
(In thousands, except per share data) 

Pro Forma Income Statement Information 
Operating Revenues . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $221,461 $451,292 

Operating Income ................................ . 25,270 38,278 
Net Income ..................................... . 12,337 17,472 
Pro Forma Per Share Information 
Basic Earnings per Common Share .................... . $ 1.32 $ 1.88 
Diluted Earnings per Common Share .................. . 1.31 1.86 
Dividends Declared per Common Share(l) .............. . 0.620 1.21 

As of June 30, 2009 
(In thousands) 

Pro Forma Balance Sheet Information 
Net Property, Plant and Equipment .................................. . $438,135 
Total Assets .................................................... ' 578,480 

Long-Term Debt(2) .............................................. . 146,170 

Common Stockholders' Equity ..................................... . 200,271 

Total Capitalization and Short-Term Financing .......................... . 348,441 


(1) 	After the merger, it is currently expected that Chesapeake will continue the dividend policy of Chesapeake 
in effect at the time of the merger. 

(2) The amount includes the portion due within one year. 

Unaudited Comparative Per Share Information 

The following tables set forth selected historical per share information of Chesapeake and Florida Public 
Utilities and unaudited pro forma combined per share information after giving effect to the merger between 
Chesapeake and Florida Public Utilities assuming that 0.405 shares of Chesapeake common stock had been 
issued in exchange for each outstanding share of Florida Public Utilities common stock at the beginning of the 
periods presented. You should read this information in conjunction with the selected historical financial 
information included elsewhere in this joint proxy statement/prospectus and the historical financial statements 
of Chesapeake and Florida Public Utilities and related notes that are incorporated by reference in this joint 
proxy statement/prospectus. The unaudited pro forma combined per share information is derived from, and 
should be read in conjunction with, the Unaudited Pro Forma Condensed Combined Financial Statements and 
related notes included in this joint proxy statement/prospectus beginning on page 87. The historical per share 
information is derived from audited financial statements as of and for the year ended December 31, 2008 and 
unaudited financial statements as of and for the period ended June 30, 2009 in the case of each of Chesapeake 
and Florida Public Utilities. The unaudited pro forma Chesapeake per share equivalents are calculated by 
combining the Chesapeake historical share amounts with pro forma amounts from Florida Public Utilities, 
based on the exchange ratio of 0.405. 

Chesapeake Historical Financial Data: 
For the Six Months Ended For the Year Ended 

June 30, 2009 December 31, 2008 

Earnings per Common Share - Basic ............ . $ 1.37 $2.00 

Earnings per Common Share Diluted ........... . 1.36 	 1.98 

Dividends Declared per Common Share ........... . 0.620 	 1.21 
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As of June 30, 2009 As of December 31, 2008 

Book Value per Common Share .................. . $18.92 $18.03 


Florida Public Utilities Historical Financial Data: 

For the Six Months Ended For the Year Ended 
June 30, 2009 December 31, 2008 

Earnings per Common Share - Basic ............ . $ 0.28 $0.57 

Earnings per Common Share - Diluted ........... . 0.28 0.57 

Dividends Declared per Common Share ........... . 0.2375 0047 


As of June 30, 2009 As of December 2008 

Book Value per Common Share .................. . $8.20 $7.95 


Chesapeake Unaudited Pro Forma Combined Financial Data: 

The Chesapeake unaudited pro forma combined financial data has been prepared for the benefit of both 
companies' shareholders. The data was prepared on the basis of the combined companies' pro forma results 
and reflecting the share exchange ratio of 0.405. 

For the Six Months Ended For the Year Ended 
June 30, 2009 December 2008 

Earnings per Common Share - Basic ............ . $ 1.32 $1.88 

Earnings per Common Share - Diluted ........... . 1.31 1.86 

Dividends Declared per Common Share(1) ......... . 0.620 1.21 


As of June 30, 2009 

Book Value per Common Share ..................................... . $21.42 


(1) After the merger, it is currently expected that Chesapeake will continue the dividend policy of Chesapeake 
in effect at the time of the merger. 

Florida Public Utilities Equivalent Pro Forma Combined Financial Data: 

The Florida Public Utilities equivalent pro forma financial data was prepared on the basis of the 
combined companies' pro forma results and reflecting the share exchange ratio of 00405. 

For the Six Months Ended For the Year Ended 
_---.:==.:L.::2~009:=....___ December 31, 2008 

Earnings per Common Share - Basic ............ . $ 0.53 $0.76 

Earnings per Common Share - Diluted ........... . 0.53 0.75 

Dividends Declared per Common Share(l) ......... . 0.251 0049 


As of June 30, 2009 

Book Value per Common Share. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $8.67 

(1) After the merger, it is currently expected that Chesapeake will continue the dividend policy of Chesapeake 
in effect at the time of the merger. 

Comparative Per Share Market Price and Dividend Information 

Chesapeake common stock is listed on the New York Stock Exchange under the ticker symbol "CPK," 
and Florida Public Utilities common stock is listed on the NYSE Amex under the ticker symbol "FPU." The 
following table shows, for the calendar quarters indicated, based on published financial sources: (1) the high 
and low sale prices of shares of Chesapeake and Florida Public Utilities common stock as reported, 
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respectively, on the New York Stock Exchange Composite Transaction Tape and the NYSE Amex and (2) the 
cash dividends declared per share of Chesapeake and Florida Public Utilities common stock. 

Chesapeake Florida Public Utilities 
Common Stock Common Stock 

High Low Dividends High Low Dividends 

2007 
First Quarter . . . . . ~ . . . . . . . . . . $31.10 $28.85 $0.290 $13.50 $11.90 $0.1075 
Second Quarter .............. 35.58 29.92 0.295 12.91 11.01 0.1125 

Third Quarter. . . . . . . . . . . . . . . . 37.25 28.00 0.295 12.49 11.15 0.1125 

Fourth Quarter ............... 36.38 29.59 0.295 12.83 11.24 0.1125 

2008 
First Quarter ................ $33.60 $27.21 $0.295 $12.35 $10.75 $0.1125 
Second Quarter .............. 31.88 25.02 0.305 12.25 10.34 0.1175 

Third Quarter. . . . . . . . . . . . . . . . 34.84 24.65 0.305 13.12 11.40 0.1175 

Fourth Quarter ............... 34.66 21.93 0.305 13.09 8.00 0.1175 

2009 
First Quarter . . . . . . . . . . . . . . . . $32.35 $22.02 $0.305 $13.15 $ 8.37 $0.1175 

Second Quarter .............. 34.55 27.62 0.315 14.73 9.05 0.1200 

Recent Closing Prices 

The following table sets forth the closing prices per share of Chesapeake common stock and Florida Public 
Utilities common stock as reported, respectively, on the New York Stock Exchange Composite Transaction Tape 
and the NYSE Amex on April 17,2009, the last full trading day prior to the announcement of the merger 
agreement, and August 24, 2009, a recent practicable date prior to the mailing of this joint proxy staternentl 
prospectus to Chesapeake's and Florida Public Utilities' shareholders. This table also sets forth the equivalent price 
per share of Florida Public Utilities common stock on those dates. The equivalent price per share is equal to the 
closing price of a share of Chesapeake common stock on that date multiplied by 00405, the exchange ratio in the 
merger. These prices will fluctuate prior to the special meetings and the merger, and shareholders are urged to 
obtain current market quotations prior to making any decision with respect to the merger. 

Florida Public 
Chesapeake Florida Public Utilities Common 

Common Utilities Common Stock per Share 
Date Stock Stock Equivalent 

April 17, 2009 . . . . . . . . . . . . . . . . . . . . . . . . . . . . $29.65 $10.40 $12.01 

August 24, 2009 ....................... . . . 32047 13.29 13.15 


Although dividends are subject to future approval and declaration by Chesapeake's and Florida Public 
Utilities' respective boards of directors, Chesapeake and Florida Public Utilities each currently plan to continue 
to pay regular dividends on their common stock until closing of the merger. The dividend policy following the 
merger will be determined by Chesapeake's board of directors but is currently expected to remain consistent 
with past practice. 
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RISK FACTORS 

Risks Relating to the Merger 

In addition to the other infonnation included and incorporated by reference in this joint proxy statement! 
prospectus, Chesapeake and Florida Public Utilities shareholders should carefully consider the matters 
described below to determine whether, in the case of the Chesapeake shareholders, to adopt the merger 
agreement and approve the merger and the issuance of Chesapeake common stock in the merger and, in the 
case of the Florida Public Utilities shareholders, to approve the merger agreement and the merger. 

The anticipated benefits of combining the companies may not be realized. 

Chesapeake and Florida Public Utilities entered into the merger agreement with the expectation that the 
merger would result in various benefits, including, among other things, synergies, cost savings and operating 
efficiencies. Achieving these synergies, cost savings and operating efficiencies cannot be assured and failure to 
achieve these benefits will adversely affect expected future perfonnance of the combined company. In addition, 
the regulatory agencies that have jurisdiction over certain of the combined company's businesses and 
operations may require it to pass on some of the achieved cost savings to ratepayers. 

The combined company may be unable to successfully integrate operations. 

The merger involves the integration of two companies that have previously operated independently. The 
difficulties of combining the companies' operations include, among other things: 

• the necessity of coordinating geographically separated organizations, systems and facilitie.s; 

• combining the best practices of the two companies, including operations, financial and administrative 
functions; and 

• integrating personnel with diverse business backgrounds and different contractual tenns and conditions 
of employment. 

The process of integrating operations could cause an interruption of, or loss of momentum in, the 
activities of one or more of the combined company's businesses and the loss of key personneL The combined 
company will be subject to employee workforce factors, including loss of employees, availability of qualified 
personnel, collective bargaining agreements with unions and work stoppages that could affect the business and 
financial condition of the combined company. The respective management teams of Chesapeake and Florida 
Public Utilities will dedicate substantial efforts to integrating the businesses. Such efforts could divert 
management's focus and resources from other strategic opportunities during the integration process. The 
diversion of management's attention and any delays or difficulties encountered in connection with the merger 
and the integration of the two companies' operations could result in the disruption of the combined company's 
ongoing businesses or inconsistencies in standards, controls, procedures and policies that adversely affect the 
combined company's ability to maintain relationships with customers, suppliers, employees and others with 
whom it has business dealings. 

The combined company may incur transaction, integration and merger-related costs that may not be 
recoverable in rates and that may be in excess of the currently estimated costs, thereby adversely affecting 
the projected accretive impact to earnings of the merger. 

Chesapeake and Florida Public Utilities expect to incur costs associated with consummating the merger 
and integrating the operations of the two companies, as well as transaction fees of approximately $2.9 million 
in the case of Chesapeake and $2.6 million in the case of Florida Public Utilities (in each case, excluding 
change in control and stay bonus payments and costs incurred in connection with any shareholder litigation 
related to the merger). The amount of transaction fees expected to be incurred by each of Chesapeake and 
Florida Public Utilities are preliminary estimates and are subject to change. Chesapeake currently estimates 
integration costs associated with the merger to be approximately $1 million over the first two years after 
completion of the merger. Chesapeake is in the early stages of assessing the magnitude of these costs, and, 
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therefore, these estimates may change substantially, and additional unanticipated costs may be incurred in the 
integration of the businesses of Chesapeake and Florida Public Utilities. The costs related to the transaction 
and integration will not be included as a component of the purchase price but instead will be expensed as 
incurred as a cost of ongoing operations until such time as Chesapeake deems appropriate to defer these costs 
under the existing accounting standards based on regulatory developments. Although Chesapeake and Florida 
Public Utilities expect that the elimination of duplicate costs and realization of other efficiencies related to the 
integration of the businesses may offset these incremental costs. any actual efficiencies to be achieved are not 
fully determinable at this time. Tn addition, the approval of the deferral of these costs as a regulatory asset and 
any future rate recovery of the merger-related costs, including costs related to the transaction and integration 
of the companies and any associated premium, cannot be assured. 

The combined company will 'record goodwill that may not be approved as a deferred regulatory asset and 
that could become impaired and adversely affect the combined company's operating results. 

The merger will be accounted for using the acquisition method of accounting under accounting principles 
generally accepted in the United States of America with Chesapeake treated as the acquirer. Under the 
acquisition method of accounting, the assets acquired and liabilities assumed will be recorded, as of 
completion of the merger, at their respective fair values and added to those of Chesapeake. The excess of the 
purchase price over those fair values will be recorded as goodwill. Chesapeake is seeking regulatory approval 
to treat the goodwill as an acquisition adjustment for which it would receive future rate recovery. 

To the extent any portion of goodwill that cannot be treated as an acquisition adjustment becomes 
impaired, the combined company may be required to incur material charges relating to such impairment. Such 
a potential impairment charge could have a material impact on the combined company's operating results. 
Additionally, the treatment of goodwill as an acquisition adjustment and the associated future rate recovery of 
this acquisition adjustment cannot be determined at this time. 

The merger may cause dilution to Chesapeake's earnings per share and, accordingly, adversely impact 
the market price of Chesapeake common stock. 

Although the merger is expected to be earnings neutral or slightly accretive in 2010 and meaningfully 
accretive in 2011, this accretion may not be achieved. The current expectations with respect to the effect of 
the merger on earnings are based upon preliminary estimates and are subject to change. Chesapeake and 
Florida Public Utilities could also encounter other transaction and integration-related costs or other factors 
such as the failure to realize any benefit from synergies anticipated in the merger. All of these factors could 
adversely impact the market price of Chesapeake common stock. 

A potential downgrade in Chesapeake's credit rating as a result of the merger could adversely affect the 
combined company's access to capital markets. 

Each of Chesapeake's and Florida Public Utilities' ability to obtain adequate and cost-effective capital 
depends on their financial performance and the liquidity of financial markets. A downgrade following the 
merger in Chesapeake's current credit ratings could adversely affect the combined company's access to capital 
markets, as well as its cost of capital. 

Debt covenant obligations, if triggered because of the merger, may affect the combined company's 
financial condition. 

Chesapeake's and Florida Public Utilities' long-term debt obligations and committed short-term lines of 
credit contain financial covenants related to debt-to-capital ratios and interest-coverage ratios. Failure to 
comply with any of these covenants as a result of .the merger or otherwise could result in an event of default 
which, if not cured or waived, could result in the acceleration of outstanding debt obligations or the inability 
to borrow under certain credit agreements. Any such acceleration would cause a material adverse change in 
the combined company's financial condition. 
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Failure to complete the merger could adversely impact the stock prices and the future business and 
financial results of Chesapeake and Florida Public Utilities because of, among other things, the market 
disruption that would occur as a result of uncertainties relating to a failure to complete the merger. 

There is no assurance that Chesapeake and Florida Public Utilities will obtain the necessary shareholder 
approvals to complete the merger or satisfy the other conditions to the completion of the merger. If the merger 
is not completed for any reason, Chesapeake and Florida Public Utilities will be subject to several risks, 
including the following: 

• Florida Public Utilities may be required to pay Chesapeake the termination fee (see "The Merger 
Agreement - Termination of Merger Agreement" beginning on page 84); 

• the respective prices of the common shares of Chesapeake and Florida Public Utilities may decline to 
the extent that the current market price of such stock reflects a market assumption that the merger will 
be completed and that the related benefits and synergies will be realized, or as a result of the market's 
perceptions that the merger was not consummated due to an adverse change in Chesapeake's or Florida 
Public Utilities' business; and 

• the respective businesses of Chesapeake and Florida Public Utilities may be harmed, and the prices of 
their stock may decline, to the extent that employees, customers, suppliers and others believe that the 
companies cannot compete in the marketplace as effectively without the merger or otherwise remain 
uncertain about the companies' future prospects in the absence of the merger. 

The value of Chesapeake shares to be received in the merger will fluctuate; common shareholders of 
Florida Public Utilities may receive more or less value depending on fluctuations in the price of 
Chesapeake common stock. 

The number of shares of Chesapeake common stock issued in the merger for each share of Florida Public 
Utilities common stock is fixed. The market prices of Chesapeake common stock and Florida Public Utilities 
common stock may vary from their market prices at the date of this joint proxy statement!prospectus and at 
the date of the special meetings. Because the exchange ratio will not be adjusted to reflect any changes in the 
market value of Chesapeake common stock, the market value of Chesapeake common stock issued in the 
merger may be higher or lower than the value of such shares on earlier dates. During the 12-month period 
ending on August 24, 2009, a recent practical date prior to the mailing of this joint proxy statement! 
prospectus, Chesapeake common stock traded in a range from a low of $21.93 to a high of $35.00 and ended 
that period at $32.47. During that time, Florida Public Utilities common stock traded in a range from a low of 
$8.00 to a high of $15.00 and ended that period at $13.29. See "Summary - Comparative Per Share Market 
Price and Dividend Information" on page 17 for more detailed share price information. 

Certain directors and executive officers of Florida Public Utilities have interests different from Florida 
Public Utilities shareholders generally that you should consider in deciding your vote regarding the 
merger. 

Certain directors and executive officers of Florida Public Utilities may have interests that differ from, or 
are in addition to, Florida Public Utilities shareholders interests. Following the completion of the merger, John 
T. English, Chairman, President and Chief Executive Officer of Florida Public Utilities, will be a consultant to 
Chesapeake, as he entered into a consulting agreement with Chesapeake concurrently with the execution of the 
merger agreement that becomes effective upon consummation of, and contains certain payment provisions that 
will be triggered by, the merger in accordance with its terms that are described under "The Merger - Interests 
of Florida Public Utilities' Directors and Executive Officers in the Merger." In addition, Charles L. Stein, 
Chief Operating Officer and Senior Vice President of Florida Public Utilities, and George M. Bachman, Chief 
Financial Officer, Secretary and Treasurer of Florida Public Utilities, have entered into amended and restated 
employment agreements with Chesapeake and Florida Public Utilities that also become effective upon 
consummation of, and contain certain payment provisions that will be triggered by, the merger in accordance 
with their terms that are also described under "The Merger - Interests of Florida Public Utilities' Directors 
and Executive Officers in the Merger." Two directors from Florida Public Utilities' board of directors will be 
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appointed to Chesapeake's board of directors after the merger. Florida Public Utilities directors and officers 
will be entitled to continuation of indemnification and insurance arrangements under the merger agreement as 
described under "The Merger.,.- Interests of Florida Public Utilities' Directors and Executive Officers in the 
Merger." You should be aware of the interests described under "The Merger - Interests of Florida Public 
Utilities' 'Directors and Executive Officers in the Merger" when you consider your board of directors' 
recommendation that you vote in favor of the merger. . 

A pending shareholder suit could delay or prevent the closing of the merger or otherWise adversely impact 
the business and operations ofFlorida Public Utilities and Chesapeake. 

On May 8, 2009, a putative class action lawsuit purportedly on behalf of the shareholders of Florida 
Public Utilities was filed in Palm Beach County, Florida'ag:iinst Florida Public Utilities, each ofits directors 
and Chesapeake. The complaint alleges, among other things, that approval of the proposed merger by the 
directors of Florida Public Utilities constituted a breach of their fiduciar?, duties. The suit seeks to enjoin 
completion of the merger. See "The Merger Shareholder Litigation Related to the Merger" on page 72. No 
assurances can be given as to the outcome of this lawsuit, including the costs associated with defending this 
lawsuit or any other liabilities or costs the parties may incur in connection with the litigation or settlement of 
this lawsuit. Furthermore, one of the conditions to closing the merger is that there are no injunctions issued by 
any court preventing the completion of the transactions. No assurance can be given that this lawsuit will not 
result in such an injunction being issued which could prevent or delay the closing of the transactions 
contemplated by the merger agreement. 

Chesapeake and Florida Public Utilities will be subject to business uncertainties and contractual 
restrictions while the merger is pending which could adversely affect their businesses. 

Uncertainty about the effect of the merger on employees and customers may have an adverse effect on 
Chesapeake and Florida Public Utilities and, consequently, on the combined company. These uncertainties may 
impair Chesapeake's and Florida Public Utilities' ability to attract, retain and motivate key personnel until the 
merger is consummated and for a period of time thereafter. These uncertainties also could cause customers, 
suppliers and others that deal with Chesapeake and Florida Public Utilities to seek to change existing business 
relationships. Employee retention may be particularly challenging during the pendency of the merger, as 
employees may experience uncertainty about their future roles with the combined company. If key employees 
depart, the combined company's business could be harmed. In addition, the merger agreement restricts 
Chesapeake and Florida Public Utilities, without the other party's consent, from making certain acquisitions 
and taking other specified actions until the merger occurs or the merger agreement terminates. These 
restrictions may prevent Chesapeake and Florida Public Utilities from pursuing otherwise attractive business 
opportunities and making other changes to their businesses prior to completion of the merger or termination of 
the merger agreement. 

Financial Risks Relating to tbe Businesses of tbe Combined Company 

After consummation of the merger, the combined company will be subject to many financial risks and 
uncertainties. Some of these risks are discussed below. For a discussion of additional financial risks and 
uncertainties that you should consider, see the risk factors sections of the respective annual reports on 
Form 10-K for the year ended December 31, 2008 for Chesapeake and Florida Public Utilities, as updated by 
their respective quarterly reports on Form lO-Q for the period ended June 30, 2009, all of which are 
incorporated by reference in this joint proxy statement/prospectus. 

Instability and volatility in the financial markets could have an adverse impact on the combined 
company's growth strategy. 

Chesapeake's business strategy includes the continued pursuit of growth, both organically and through 
acquisitions. To the extent that the combined company does not generate sufficient cash from operations, it 
may incur additional indebtedness to finance its growth. The turmoil experienced in the credit markets during 
2008 and 2009 and its potential impact on the liquidity of major financial institutions may have an adverse 
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effect on the combined company's ability to fund its business strategy through borrowings, under either 
existing or newly created arrangements in the public or private markets on terms the combined company 
believes to be reasonable. Specifically, Chesapeake relies on access to both short-term and longer-term capital 
markets as a significant source of liquidity for capital requirements not satisfied by the cash flow from its 
operations. Currently, $45 million of the total $100 million of short-term lines of credit utilized to satisfy 
Chesapeake's short-term financing requirements are discretionary, uncommitted lines of credit. Chesapeake 
utilizes discretionary lines of credit to reduce the cost associated with these short-term financing requirements. 
If the combined company is not able to access capital at competitive rates, its ability to implement its strategic 
plan, undertake improvements and make other investments required for its future growth may be limited. 

Further changes in economic conditions and interest rates may adversely affect the combined company's 
results of operations and cash flows. 

A continued downturn in the economies of the regions in which the combined company operates might 
adversely affect its ability to increase its customer base and cash flows at historical rates. Further, an increase 
in interest rates, without the recovery of the higher cost of debt in the sales and/or transportation rates the 
combined company charges its utility customers, could adversely affect future earnings. An increase in short­
term interest rates would adversely affect results of operations, which depend on short-term lines of credit to 
finance accounts receivable and storage gas inventories, and to temporarily finance capital expenditures. 

Current market conditions have had an adverse impact on the return on plan assets for Chesapeake's and 
Florida Public Utilities' respective pension plans, which may require significant additional funding and 
adversely affect the combined company's cash flows. 

Each of Chesapeake and Florida Public Utilities has a pension plan that has been closed to new 
employees. The costs of providing benefits and related funding requirements of these plans are subject to 
changes in the market value of the assets that fund the plans. As a result of the extreme volatility and 
disruption in the domestic and international equity and bond markets, during 2008 Chesapeake's pension plan 
experienced a decline of $4.3 million in its asset values and Florida Public Utilities' pension plan experienced 
a decline of $10.9 million in its asset values. The funded status of the plans and the related costs reflected in 
the combined company's financial statements are affected by various factors that are subject to an inherent 
degree of uncertainty, particularly in the current economic environment. Continued losses of asset values may 
necessitate accelerated funding of the plans in the future to meet minimum federal government requirements. 
Continued downward pressure on the asset values of the respective pension plans may require the combined 
company to fund obligations earlier than originally planned, which would have an adverse impact on its cash 
flows from operations, decrease borrowing capacity and increase interest expense. 

Failure to obtain waivers of certain existing note covenants relating to the merger from holders of 
Chesapeake's senior notes would force Chesapeake to repurchase the notes using its lines of credit or 
new financing which could negatively impact the future business and financial results of the combined 
company. 

Chesapeake's long-term debt includes unsecured fixed-rate senior notes totaling approximately $93 mil­
lion. These notes contain covenants which prohibit Chesapeake from engaging in certain types of mergers and 
any subsidiary of Chesapeake from incurring or becoming liable for any secured indebtedness. Florida Public 
Utilities, which will become a wholly owned subsidiary of Chesapeake as a result of the merger, currently has 
secured indebtedness which will remain outstanding following the merger. Accordingly, Chesapeake is seeking 
to obtain waivers from the note holders relating to these covenants in connection with the merger. This will 
require the written consent of the holders of at least 6613% of the outstanding principal amount of the senior 
notes. A failure to obtain the required consents could result in an event of default upon consummation of the 
merger, and therefore, accelerate the underlying debt obligations of the senior notes. There can be no 
assurance that Chesapeake will obtain the required level of consents from its note holders. In the event it is 
unable to obtain the required consents, Chesapeake would repay the senior notes from existing short-term lines 
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of credit or through new financing vehicles, which could negatively impact the combined company's ability to 
fund its business strategy and results of operations, cash flows and financial condition. 

The combined company's operations wiU be exposed to market risks, beyond its control, which could 
adversely affect its financial results and capital requirements. 

Chesapeake's natural gas supply and supply management services operations and its propane wholesale 
marketing operations, conducted through wholly owned subsidiaries, are subject to market risks beyond its 
control, including market liquidity and commodity price volatility. Although Chesapeake maintains a risk 
management policy, the combined company may not be able to offset completely the price risk associated with 
volatile commodity prices, which could lead to volatility in its earnings. Physical trading also has price risk on 
any net open positions at the end of each trading day, as well as volatility resulting from: (i) intra-day 
fluctuations of natural gas and/or propane prices, and (ii) daily price movements between the time natural gas 
and/or propane is purchased or sold for future delivery and the time the related purchase or sale is hedged. 
The determination of Chesapeake's net open position at the end of any trading day requires it to make 
assumptions as to future circumstances, including the use of natural gas and/or propane by its customers in 
relation to its anticipated market positions. Because the price risk associated with any net open position at the 
end of such day may increase if the assumptions are not realized, Chesapeake reviews these assumptions daily. 
Net open positions may increase volatility in the combined company's financial condition or results of 
operations if market prices move in a significantly favorable or unfavorable manner, because the timing of the 
recognition of profits or losses on the hedges for financial accounting purposes usually does not match up with 
the timing of the economic. profits or losses on the item being hedged. This volatility may occur, with a 
resulting increase or decrease in eamings or losses, even though the expected profit margin is essentially 
unchanged from the date the transactions were consummated. 

The combined company's results of operations, cash flows and financial position could be adversely 
affected if it is unable to obtain adequate and timely rate relief and pricing changes to offset the effects 
of inflation. 

Inflation affects the cost of supply, labor, products and services required for operations, maintenance and 
capital improvements. To help cope with the effects of inflation on capital investments and returns, Chesapeake 
and Florida Public Utilities seek rate relief from regulatory commissions for regulated operation's and closely 
monitor the returns of their unregulated business operations. There can be no assurance that the combined 
company will be able to obtain adequate and timely rate relief to offset the effects of inflation. To compensate 
for fluctuations in propane gas prices, Chesapeake and Florida Public Utilities adjust their propane selling 
prices to the extent allowed by the market. There can be no assurance, however, that the combined company 
will be able to increase propane sales prices sufficiently to compensate fully for such fluctuations in the cost 
of propane gas. 

Chesapeake's energy marketing subsidiaries have credit risk and credit requirements that may adversely 
affect the combined company's results of operations, cash flows and financial condition. 

Chesapeake's energy marketing subsidiaries extend credit to counterparties and continually monitor and 
manage collections aggressively. Each of these subsidiaries is exposed to the risk that it may not be able to 
collect amounts owed to it. If the counterparty to such a transaction fails to perform, and any underlying 
collateral is inadequate, the combined company could experience financial losses. 

These subsidiaries are also dependent upon the availability of credit to buy propane and natural gas for 
resale or to trade. If financial market conditions decline generally, or the financial condition of these 
subsidiaries or of the combined company declines, then the cost of credit available to these subsidiaries could 
increase. If credit is not available, or if credit is more costly, the combined company's results of operations, 
cash flows and financial condition may be adversely affected. 
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Operational Risks Relating to the Businesses of the Combiued Company 

After consummation of the merger, the combined company will be subject to many operational risks and 
uncertainties. Some of these risks are discussed below. For a discussion of additional operational risks and 
uncertainties that you should consider, see the risk factors sections of the respective annual reports on 
Form IO-K for the year ended December 31,2008 for Chesapeake and Florida Public Utilities, as updated by 
their respective quarterly reports on Form IO-Q for the period ended June 30, 2009, all of which are 
incorporated by reference in this joint proxy statement/prospectus. 

Fluctuations in weather may adversely affect the combined company's results of operations, cash flows 
and financiol condition. 

Chesapeake's and Florida Public Utilities' natural gas and propane distribution operations are sensitive to 
fluctuations in weather conditions, which directly influence the volume of natural gas and propane sold and 
delivered. A significant portion of their respective natural gas and propane distribution revenues is derived 
from the sales and deliveries of natural gas and propane to residential and commercial heating customers 
during the five-month peak heating season (November through March). If the weather is warmer than normal, 
Chesapeake and Florida Public Utilities sell and deliver less natural gas and propane to customers, and eam 
less revenue. In addition, hurricanes or other extreme weather conditions could damage production or 
transportation facilities, which could result in decreased supplies of natural gas, propane and electricity; 
increased supply costs; and higher prices for customers. 

Florida Public Utilities' electric operations, while generally less weather sensitive than natural gas and 
propane sales, are also affected by variations in general weather conditions and unusually severe weather. Mild 
winter weather in Florida can be expected to adversely impact results from the combined company's electric 
operations. 

The amount and availability of natural gas and propane supplies are difficult to predict; a substantial 
reduction in available supplies could reduce the combined company's earnings in those segments. 

Natural gas and propane production can be affected by factors beyond the combined company's control, 
such as weather and refinery closings. If the combined company is unable to obtain sufficient natural gas and 
propane supplies to meet demand, results in those segments may be adversely affected. 

The combined company will rely on a limited number of natural gas, electric and propane suppliers, the 
loss of which could materially adversely affect its financiol condition and results of operations. 

Chesapeake's natural gas distribution and marketing operations and propane operations have entered into 
various agreements with suppliers to purchase natural gas and propane to serve their customers. Florida Public 
Utilities' natural gas and electric operations have entered into several long-term supply and transportation 
contracts to meet the demands of its customers. The loss of any significant suppliers or the combined 
company's inability to renew these contracts at favorable terms upon their expiration could significantly affect 
the combined company's ability to serve its customers and have a material adverse impact on its financial 
condition and results of operations. 

The combined company will rely on having access to interstate natural gas pipelines' transportation and 
storage capacity; a substantial disruption or lack of growth in these services may impair the combined 
company's ability to meet customers' existing and future requirements. 

In order to meet existing and future customer demands for natural gas, the combined company must 
acquire both sufficient natural gas supplies and interstate pipeline and storage capacity to serve such 
requirements. The combined company must contract for reliable and adequate delivery capacity for its 
distribution systems while considering the dynamics of the interstate pipeline and storage capacity market, its 
own on-system resources, as well as the characteristics of its markets. The combined company's financial 
condition and results of operations would be materially and adversely affected if the future availability of 
upstream interstate pipeline and storage capacity were insufficient to meet future customer demands for natural 
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gas. Currently, all of Florida Public Utilities' natural gas is transported through one pipeline system. Any 
interruption to that system could adversely affect the combined company's ability to meet the demands of its 
customers and the earnings of the combined company. 

Commodity price changes may affect the operating costs and competitive positions of the combined com­
pany's natural gas, electric and propane distribution operations, which may adversely affect its results of 
operations, cash flows and financial condition. 

Natural Gas. Higher natural gas prices can significantly increase the cost of gas billed to the combined 
company's customers. Such cost increases will generally have no immediate effect on revenues and net income 
because of regulated gas recovery mechanisms. The combined company's net income, however, may be 
reduced by higher expenses that it may incur for uncollectible customer accounts and by lower volumes of 
natural gas deliveries when customers reduce their consumption. Therefore, increases in the price of natural 
gas can affect the combined company's operating cash flows and the competitiveness of natural gas as an 
energy source. 

Propane. Propane costs are subject to volatile changes as a result of product supply or other market 
conditions, including economic and political factors affecting crude oil and natural gas supply or pricing. Such 
cost changes can occur rapidly and can affect profitability. There is no assurance that the combined company 
will be able to pass on propane cost increases fully or immediately, particularly when propane costs increase 
rapidly. Therefore, average retail sales prices can vary significantly from year-to-year as product costs fluctuate 
in response to propane, fuel oil, crude oil and natural gas commodity market conditions. In addition, in periods 
of sustained higher commodity prices, declines in retail sales volumes due to reduced consumption and 
increased amounts of uncollectible accounts may adversely affect net income. 

Electric. Increases in the cost of coal and other commodity fuels can significantly increase the cost of 
electricity billed to the combined company's customers. Such cost increases will generally have no immediate 
effect on revenues and net income because of the regulated electric recovery mechanisms. The combined 
company's net income, however, may be reduced by higher expenses that it may incur for uncollectible 
customer accounts and by lower volumes of electricity deliveries when customers reduce their consumption. 
Therefore, increases in the cost of coal and other commodity fuels can affect the combined company's 
operating cash flows and the competitiveness of electricity as an energy source. 

The combined company's propane inventory will be subject to inventory risk, which may adversely affect 
its results of operations and financial condition. 

The combined company's propane distribution operations will own bulk propane storage facilities. The 
combined company will purchase and store propane based on several factors, including inventory levels and 
the price outlook. The combined company may purchase large volumes of propane at current market prices 
during periods of low demand and low prices, which generally occur during the summer months. Propane is a 
commodity, and, as such, its unit price is subject to volatile fluctuations in response to changes in supply or 
other market conditions. The combined company will have no control over these market conditions. 
Consequently, the unit price of the propane that the combined company purchases can change rapidly over a 
short period of time. The market price for propane could fall below the price at which the combined company 
made the purchases, which would adversely affect its profits or cause sales from that inventory to be 
unprofitable. In addition, falling propane prices may result in inventory write-downs as required by generally 
accepted accounting principles if the market price of propane falls below the combined company's weighted 
average cost of inventory, and therefore, could adversely affect net income. 

Operating events affecting the public safety and reliability of the combined company's natural gas and 
electric distribution systems could adversely affect its results of operations, cash flows and financial 
condition. 

The combined company's natural gas distribution business will be exposed to operational events, such as 
major leaks, mechanical problems and accidents, that could affect the public safety and reliability of its natural 

26 




gas distribution systems, significantly increase costs and cause loss of customer confidence. The occurrence of 
any such operational events could adversely affect the combined company's results of operations, cash flows 
and financial condition. If the combined company is unable to recover from customers, through the regulatory 
process, all or some of these costs and its authorized rate of return on these costs, this could adversely affect 
the combined company's results of operations, cash flows and financial condition. 

The combined company's electric operations will be subject to various operational risks, including 
accidents, outages, equipment breakdowns or failures, or operations below expected levels of performance or 
efficiency. Problems such as the breakdown or failure of electric equipment or processes and interruptions in 
service which would result in performance below affected levels of output or efficiency, particularly if 
extending for prolonged periods of time, could have a material adverse effect on the combined company's 
financial condition and results of operations. 

The combined company may lose customers to competitors, which could adversely affect the combined 
company's results of operation, cash flows and financial condition. 

Natural Gas. In the combined company's natural gas supply and supply management services operations 
in Delaware, Florida and Maryland, it will compete with third-party suppliers to sell gas to commercial and 
industrial customers. In the combined company's natural gas transportation and distribution operations, it will 
compete with interstate pipelines when its transmission and/or distribution customers are located close enough 
to a competing pipeline to make direct connections economically feasible. Failure to retain and grow the 
combined company's customer base in its natural gas operations would have an adverse effect on its financial 
condition and results of operations. ' 

Propane Gas. The combined company's propane distribution operations will compete with other propane 
distributors, primarily on the basis of service and price. Some of the combined company's competitors will 
have significantly greater resources. The combined company's ability to grow the propane distribution business 
is contingent upon capturing additional market share, successfully penetrating new service territories, and 
successfully utilizing pricing programs that retain and grow its customer base. Failure to retain and grow the 
combined company's customer base in its propane gas operations would have an adverse effect on its results 
of operations, cash flows and financial condition. 

The combined company's propane wholesale marketing operations will compete against various market­
ers, many of which have significantly greater resources and are able to obtain price or volumetric advantages. 

Electric. While there is active wholesale power sales competition in Florida, the retail electric business 
has remained substantially free from direct competition. Changes in the competitive environment caused by 
legislation, regulation, market conditions or initiatives of other electric power providers, particularly with 
respect to retail competition, could adversely affect the combined company's results of operations, cash flows 
and financial condition. To the extent competitive pressures increase and the pricing and sale of electricity 
assumes more of the characteristics of a commodity business, the economics of the combined company's 
electric operating segment could change. In addition, regulatory changes may increase' access to electricity 
transmission grids by utility and non-utility purchasers and sellers of electricity, thus potentially resulting in a 
significant number of additional competitors. 

Chesapeake's use ofderivative instruments may adversely affect the combined company's results of 
operations. 

Fluctuating commodity prices may affect the combined company's earnings and financing costs because 
Chesapeake's propane distribution and wholesale marketing segments use derivative instruments, including 
forwards, swaps and puts, to hedge price risk. In addition, Chesapeake has utilized in the past, and the 
combined company may decide, after further evaluation, to continue to utilize derivative instruments to hedge 
price risk for its Delaware and Maryland natural gas distribution divisions, as well as its natural gas supply 
operations. If the combined company purchases derivative instruments that are not properly matched to its 
exposure, its results of operations, cash flows and financial conditions may be adversely affected. 
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The combined company's businesses will be capital intensive and the costs of capital projects may be 
significant. 

The combined company's businesses will be capital intensive and require significant investments in 
internal infrastructure projects. The combined company's results of operations and financial condition could be 
adversely affected if it is unable to manage such capital projects effectively or if it does not receive full 
recovery of such capital costs in future regulatory proceedings. 

Operational interruptions to the combined company's gas transmission and gas and electric distribution 
activities, caused by accidents, malfunctions, severe weather (such as a major hurricane), a pandemic or 
acts of te"orism, could adversely impact its results of operations, cash flows and financial condition. 

Inherent in gas transmission and gas and electric distribution activities are a variety of hazards and 
operational risks, such as leaks, ruptures, fires, explosions and mechanical problems. If they are severe enough 
or if they lead to operational interruptions, they could cause substantial financial losses. In addition, these risks 
could result in the loss of human life, significant damage to property, environmental damage and impairment 
of the combined company's operations. The location of pipeline, storage, transmission and distribution 
facilities near populated areas, including residential areas, commercial business centers, industrial sites and 
other public gathering places, could increase the level of damages resulting from these risks. The occurrence 
of any of these events could adversely affect the combined company's results of operations, cash flows and 
financial condition. 

The combined company will be at risk of its franchise agreements not being renewed. 

The combined company will hold franchises in each of the incorporated municipalities that require 

franchise agreements in order to provide natural gas and electricity. Chesapeake and Florida Public Utilities 

are currently in negotiations for franchises with certain municipalities for new service areas along with 

renewing some existing franchises. Ongoing financial results would be adversely impacted from the loss of 

service to certain operating areas within the combined company's electric or gas territories because of 

nonrenewal of the respective franchise agreements. 


Regulatory and Legal Risks Relating to the Businesses of the Combined Company 

After consummation of the merger, the combined company will be subject to many regulatory and legal 
risks and uncertainties. Some of these risks are discussed below. For a discussion of additional regulatory and 
legal risks and uncertainties that you should consider, see the risk factors sections of the respective annual 
reports on Form 10-K for the year ended December 31, 2008 for Chesapeake and Florida Public Utilities, as 
updated by their respective quarterly reports on Form lO-Q for the period ended June 30, 2009, all of which 
are incorporated by reference in this joint proxy statemenUprospectus. 

The combined company will be affected by developments in the natural gas and electric utility industries, 
including changes in regulation and increased competition. A failure to adapt to the changing regulatory 
environment and increased competition after the merger could adversely affect the stability of the com­
bined company's earnings and could result in the erosion of its market position, revenues and profits. 

Because Chesapeake and Florida Public Utilities and their respective subsidiaries are regulated in the 
United States at the federal level and in a number of states and municipalities, the combined company will 
continue to be impacted by legislative and regulatory developments. The combined company will be subject in 

. the United States to extensive federal regulation as well as to state and local regulation in Florida, Delaware 
and Maryland. The costs and burdens associated with complying with regulatory jurisdictions may have a 
material adverse effect on the combined company. 

Moreover, increased competition resulting from potential legislative changes, regulatory changes or 
otherwise may create greater risks to the stability of utility earnings generally. If the combined company is not 
responsive to the competitive natural gas and electric utilities industry marketplace, it could suffer erosion in 
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market position, revenues and profits as competitors gain access to the service territories of the combined 
company. 

The Delaware, Maryland and Horida Public Service Commissions and the Federal Energy Regulatory 
Commission set the rates that the combined company can charge customers for services subject to their 
regulatory jurisdiction. The combined company's ability to obtain timely future rate increases and rate 
supplements to maintain current rates of return depends on regulatory approvals, and there can be no assurance 
that its regulated operations will be able to obtain such approvals or maintain currently authorized rates of 
return. 

The combined company will be dependent upon the construction of new facilities to support future growth 
in earnings in its natural gas distribution and interstate pipeline operations. 

To sustain continued earnings growth, the combined company must identify and construct new facilities 
that generate earnings that meet or exceed financial targets. The combined company's ability to identify new 
facilities is dependent upon the growth in its service areas, the local economies, the cost of alternative fuels, 
and other competitive factors. Once a facility has been approved for construction, there are many regulatory 
and developmental risks that also must be managed before the project can be constructed, including but not 
limited to: (i) obtaining the necessary approvals and permits by regulatory agencies on a timely basis and on 
terms that are acceptable; (ii) managing potential changes in federal, state and local laws and regulations, 
including environmental requirements, that prevent a project from proceeding or increase the anticipated cost 
of the project; (iii) acquiring the necessary rights-of-way or land rights on a timely basis on terms that are 
acceptable; (iv) securing access to additional natural gas supply; and (v) ensuring there are sufficient customer 
throughput commitments. 

The combined company will be subject to operating and litigation risks that may not be fully covered by 
insurance. 

The combined company's operations will be subject to the operating hazards and risks normally incidental 
to handling, storing, transporting and delivering natural gas and propane and transmitting and distributing 
electricity to end users. As a result, the combined company will from time to time be a defendant in legal 
proceedings arising in the ordinary course of business. The combined company will maintain insurance 
policies with insurers in such amounts and with such coverages and deductibles as are believed to be 
reasonable and prudent. There can be no assurance, however, that such insurance will be adequate to protect 
the combined company from all material expenses related to potential future claims for personal injury and 
property damage or that such levels of insurance will be available in the future at economical prices. 

Environmental Risks Relating to the Businesses of the Combined Company 

After consummation of the merger, the combined company will be subject to many environmental risks 
and uncertainties. Some of these risks are discussed below. For a discussion of additional environmental risks 
and uncertainties that you should consider, see the risk factors sections of the respective annual reports on 
Form lO-K for the year ended December 31, 2008 for Chesapeake and Horida Public Utilities, as updated by 
their respective quarterly reports on Form 10-Q for the period ended June 30, 2009, all of which are 
incorporated by reference in this joint proxy statement/prospectus. 

Costs of compliance with environmental laws may be significant. 

The combined company will be subject to federal, state and local laws and regulations governing 
environmental quality and pollution control. These evolving laws and regulations may require expenditures 
over a long period of time to control environmental effects at current and former operating sites, including 
former manufactured gas plant sites that have been acquired from third parties. Compliance with these legal 
obligations will require the combined company to commit capital. If the combined company fails to comply 
with environmental laws and regulations, even if such failure is caused by factors beyond its control, it may be 
assessed civil or criminal penalties and fines. 
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To date, Chesapeake and Florida Public Utilities have been able to recover, through regulatory rate 
mechanisms, the costs associated with the remediation of former manufactured gas plant sites. However. there 
is no guarantee that the combined company will be able to recover future remediation costs in the same 
manner or at all. A change in the combined company's approved rate mechanisms for recovery of environmen­
tal remediation costs at former manufactured gas plant sites could adversely affect its results of operations, 
cash flows and financial condition. 

Further, existing environmental laws and regulations may be revised, or new laws and regulations seeking 
to protect the environment may be adopted and be applicable to the combined company. Revised or additional 
laws and regulations could result in additional operating restrictions on the combined company's facilities or 
increased compliance costs, which may not be fully recoverable. 

Pending environmental cleanup proceedings in West Palm Beach, Florida may have a material adverse 
effect on the combined company. 

Florida Public Utilities is currently evaluating remedial options to respond to environmental impacts to 
soil and groundwater at and in the immediate vicinity of a parcel of property in West Palm Beach, Florida. 
Florida Public Utilities is working with the Florida Department of Environmental Protection with respect to 
remedies for this property. The total costs for remedies which have been evaluated range from a low of 
$2.8 million to a high of $54.6 million. Discussions with the Florida Department of Environmental Protection 
are ongoing to reach a final remedy for the site. Prior to the conclusion of those negotiations, however, Florida 
Public Utilities is unable to determine, to a reasonable degree of certainty, the complete extent or cost of 
remedial action that may be required. The ultimate remedy could exceed the current expectations and 
environmental reserves of Florida Public Utilities and have a material adverse effect on the combined 
company. 

The combined company may be exposed to certain regulatory and financial risks related to climate 
change. 

Climate change is receiving ever increasing attention from scientists and legislators alike. The debate is 
ongoing as to the extent to which the climate is changing, the potential causes of this change and its potential 
impacts. Some attribute global warming to increased levels of greenhouse gases, including carbon dioxide, 
which has led to significant legislative and regulatory efforts to limit greenhouse gas emissions. 

There are a number of legislative and regulatory proposals that address greenhouse gas emissions, which 
are in various phases of discussion or implementation. The outcome of federal and state actions to address 
global climate change could result in a variety of regulatory programs, including potential new regulations, 
additional charges to fund energy efficiency activities, or other regulatory actions. These actions could: 

• result in increased costs associated with the combined company's operations; 

• increase other costs to the combined company's business; 

• affect the demand for natural gas, electricity and propane; and 

• impact the prices the combined company charges its customers. 

Any adoption by federal or state governments mandating a substantial reduction in greenhouse gas 
emissions could have far-reaching and significant impacts on the energy industry. Chesapeake and Florida 
Public Utilities cannot predict the potential impact of such laws or regulations on their future consolidated 
results of operations, cash flows or financial condition. 

CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING STATEMENTS 

This joint proxy statement/prospectus and the documents that are incorporated by reference into this joint 
proxy statement/prospectus contain or incorporate by reference statements that do not directly or exclusively 
relate to historical facts. Such statements are "forward-looking statements" within the meaning of the Private 
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Securities Litigation Refonn Act of 1995. You can typically identify forward-looking statements by the use of 
forward-looking words, such as "project," "believe," "expect," "anticipate," "intend," "plan," "estimate," 
"continue," "potential," "forecast" or other similar words, or future or conditional verbs such as "may," "will," 
"should," "would" or "could." These statements represent Chesapeake's and Florida Public Utilities' intentions, 
plans, expectations, assumptions and beliefs about future financial perfonnance, business strategy, projected 
plans and objectives of Chesapeake, Florida Public Utilities and the combined company. These statements are 
subject to many risks and uncertainties. In addition to the risk factors described above under "Risks Factors," 
the following important factors, among others, could cause actual future results to differ materially from those 
expressed in the forward-looking statements: 

• state and federal legislative and regulatory initiatives that affect cost and investment recovery, have an 
impact on rate structures, and affect the speed at and degree to which competition enters the electric 
and natural gas industries (including deregulation); 

• the outcomes of regulatory, tax, environmental and legal matters, including whether pending matters are 
resolved within current estimates; 

• industrial, commercial and residential growth in Chesapeake's, Florida Public Utilities' and the 
combined company's service territories; 

• the weather and other natural phenomena, including the economic, operational and other effects of 
hurricanes and ice storms; 

• the timing and extent of changes in commodity prices and interest rates; 

• general economic conditions, including any potential effects arising from terrorist attacks and any 
consequential hostilities or other hostilities or other external factors over which Chesapeake, Florida 
Public Utilities and the combined company have no control; 

• changes in environmental and other laws and regulations to which Chesapeake, Florida Public Utilities, 
the combined company and their respective subsidiaries are subject; 

• the results of financing efforts, including Chesapeake's, Florida Public Utilities' or the combined 
company's ability to obtain financing on favorable tenns, which can be affected by various factors, 
including credit ratings and general economic conditions; 

• declines in the market prices of equity securities and resultant cash funding requirements for 
Chesapeake's, Florida Public Utilities' or the combined company's defined benefit pension plans; 

• the level of creditworthiness of counterparties to Chesapeake's, Florida Public Utilities' or the combined 
company's transactions; 

• the amount of collateral required to be posted from time to time in Chesapeake's, Florida Public 
Utilities' or the combined company's transactions; 

• growth in opportunities for Chesapeake's, Florida Public Utilities' or the combined company's business 
units; 

• the extent of success in connecting natural gas supplies to gathering and processing systems and in 
connecting and expanding gas and electric markets; 

• the effect of accounting pronouncements issued periodically by accounting standard-setting bodies; 

• conditions of the capital markets and equity markets during the periods covered by the forward-looking 
statements; 

• the ability to successfully execute, manage and integrate merger, acquisition or divestiture plans 
(including the merger described in this joint proxy statement/prospectus), regulatory or other limitations 
imposed as a result of a merger, acquisition or divestiture, and the success of the business following a 
merger, acquisition or divestiture; 
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• the ability to manage and maintain key customer relationships; 

• the ability to maintain key supply sources; 

• the effect of spot, forward and future market prices on Chesapeake's, Florida Public Utilities' or the 
combined company's distribution, wholesale marketing and energy trading businesses; and 

• the effect of competition on Chesapeake's, Florida Public Utilities' or the combined company's 
businesses. 

In light of these risks, uncertainties and assumptions, the events described in the forward-looking 
statements might not occur or might occur to a different extent or at a different time than Chesapeake and 
Florida Public Utilities have described. The areas of risk and uncertainty described above should be considered 
in connection with any written or oral forward-looking statement that may be made after the date of this joint 
proxy statement/prospectus by Chesapeake or Florida Public Utilities or anyone acting on behalf of either or 
both of them. Chesapeake and Florida Public Utilities do not undertake any obligation to publicly update or 
revise any forward-looking statements, whether as a result of new information, future events or otherwise. 

THE MERGER 

The discussion in this joint proxy statement/prospectus of the merger and the principal terms of the 
merger agreement are subject to, and are qualified in their entirety by reference to, the merger agreement, a 
copy of which is attached to this joint proxy statement/prospectus as Annex A and is incorporated by reference 
into this joint proxy statement/prospectus. 

General Description of the Merger 

The merger is structured as a stock-for-stock transaction. Prior to entering into the merger agreement, 
Chesapeake formed CPK Pelican, Inc., a new wholly owned subsidiary incorporated in Florida. The merger 
agreement contemplates that CPK Pelican, Inc. will merge with and into Florida Public Utilities with Florida 
Public Utilities as the surviving corporation. In the merger, holders of Florida Public Utilities common stock 
will receive 0.405 shares of Chesapeake common stock for each share of Florida Public Utilities common 
stock held (the exchange ratio). As a result, the current holders of Florida Public Utilities common stock will 
become holders of Chesapeake common stock, and Florida Public Utilities will become a wholly owned 
subsidiary of Chesapeake. Immediately following completion of the merger, based on the number of shares of 
common stock of each of Chesapeake and Florida Public Utilities outstanding as of August 24, 2009, current 
Chesapeake shareholders will own approximately 73% of Chesapeake's common stock, and former Florida 
Public Utilities common shareholders will own approximately 27% of Chesapeake's common stock. 

Background of the Merger 

The respective senior management teams and boards of directors of Chesapeake and Florida Public 
Utilities have historically monitored and assessed developments in the energy industry and were generally 
aware of the business activities of other energy companies, in particular, those companies within their peer 
group. In addition, the respective senior management teams and boards of directors of the companies have 
regularly reviewed strategic opportunities in the energy industry in response to developments within their 
respective businesses, industry trends, competitive conditions and changes in legislation and regulation. 

For several years, Chesapeake's senior management team and board of directors have been engaged in a 
strategic planning process designed to enhance its utility foundation and furthermore to grow earnings from a 
stable utility foundation by investing in related businesses and services that provide opportunities for higher 
returns. As part of this process, Chesapeake has periodically evaluated possible business combinations. In 
determining the feasibility of a business combination, the Chesapeake board considered whether a transaction 
with the other companies would be consistent with Chesapeake's evolving strategic direction and the actual 
opportunity presented by the various potential transactions. In addition, consideration was given to each 
company's size, business portfolio, and preliminary financial information. 
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The respective boards of directors and senior management teams of Chesapeake and Florida Public 
Utilities have focused on their respective company's ability to access capital to profitably fund growth, and 
considered whether an appropriate business combination would provide certain benefits. In particular, 
Chesapeake's board and management team considered that the potential transaction would, among other 
things: expand Chesapeake's geographic footprint and increase the number of total customers served and the 
diversity of service offerings; increase its capabilities to serve future expected growth in Florida; expand 
Chesapeake's energy portfolio and utility foundation; and increase financial flexibility and ensure continued 
access to capital markets. 

On June 12, 2007, at a regularly scheduled meeting of the Florida Public Utilities board of directors, the 
board discussed strategic opportunities and directed John T. English, Chairman, President and Chief Executive 
Officer of Florida Public Utilities, to arrange for discussions with Chesapeake to determine opportunities for 
the two cQmpanies to discuss ideas to improve growth and reduce costs. 

On August 6, 2007, Mr. English and John R. Schimkaitis, President and Chief Executive Officer of 
Chesapeake, agreed to meet to discuss best practices for the two companies, including opportunities for the 
two companies to improve growth and reduce costs. 

On August 20, 2007, at a regularly scheduled meeting of the Florida Public Utilities board of directors, 
the board discussed strategic opportunities and directed Mr. English to continue his discussions with 
Chesapeake regarding best practices. 

On September 27, 2007, Messrs. Schimkaitis and English, joined by Michael P. McMasters, the current 
Executive Vice President and Chief Operating Officer of Chesapeake, Charles L. Stein, Senior Vice President 
and Chief Operating Officer of Florida Public Utilities, and George M. Bachman, Treasurer and Chief 
Financial Officer of Florida Public Utilities, met and discussed working together to grow their respective 
businesses. At this meeting, Mr. English provided Messrs. Schimkaitis and McMasters with certain publicly 
available information relating to Florida Public Utilities. 

Following this meeting, over the course of the next several days, at Mr. Schimkaitis' direction, certain 
senior executives of Chesapeake analyzed strategic opportunities involving Florida Public Utilities. Given 
Chesapeake's natural gas and propane distribution operations in Florida, Chesapeake was generally familiar 
with Florida Public Utilities' natural gas and propane distribution operations. 

On October 12, 2007, Mr. English contacted Mr. Schimkaitis by telephone and suggested they meet to 
discuss a potential business combination. Mr. Schimkaitis agreed to meet to discuss the matter. 

On November 7, 2007, at a regular meeting of the Chesapeake board of directors, the board reviewed 
information presented relating to certain companies of strategic interest to Chesapeake, including Florida 
Public Utilities. After discussion regarding these companies, the board authorized Chesapeake management to 
continue discussions and other activities relating to a potential transaction with Florida Public Utilities. 

On November 12, 2007, Chesapeake provided a form of confidentiality agreement to Florida Public 
Utilities. The parties engaged in discussions and negotiations on the confidentiality agreement over the next 
week. On November 27, 2007, Chesapeake and Florida Public Utilities entered into a confidentiality agreement 
covering the discussions between the companies and any confidential material that might be exchanged by the 
parties. In December 2007, Chesapeake and Florida Public Utilities commenced due diligence pursuant to the 
confidentiality agreement. 

On December 4, 2007, at a regularly scheduled meeting of the Florida Public Utilities board of directors, 
the board received a briefing from Messrs. English and Bachman. After discussion, the board authorized 
Mr. English to further explore a business combination with Chesapeake. In a subsequent special meeting of 
the Florida Public Utilities board of directors on December 10, 2007, the board reviewed the strategic and 
operational goals of Florida Public Utilities and the advantages and disadvantages of a possible merger with 
Chesapeake. 
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On December 6, 2007, Messrs. Schimkaitis, McMasters, English and Stein met in Orlando, Florida to 
discuss further the possibility of a transaction involving Chesapeake and Florida Public Utilities, including 
structuring the transaction as a merger of the two companies. 

On December 12, 2007, at a regular meeting of the Chesapeake board of directors, Mr. McMasters 
reviewed with the board certain key financial data and operating information relating to Chesapeake, Florida 
Public Utilities and the two companies on a combined basis. Mr. McMasters also summarized for the board 
the discussions held to date. Mr. McMasters presented the board with preliminary financial analysis relating to 
a business combination with Florida Public Utilities, and highlighted for the board the estimated required 
synergies to avoid earnings dilution. At this meeting, the Chesapeake board approved the establishment of a 
new Mergers & Acquisitions Committee, or the Chesapeake M&A Committee, of the Chesapeake board to 
assist management and the board with the evaluation of a potential business combination with Florida Public 
Utilities. A formal charter was drafted and approved by the board for the Chesapeake M&A Committee. 

Throughout December of 2007, Chesapeake and Florida Public Utilities began to exchange confidential 
financial and other information regarding e~ch company's businesses. 

On January 4, 2008, Messrs. English and Bachman met in Orlando, Florida with Messrs. Schimkaitis and 
McMasters and Beth W. Cooper, the current Senior Vice President and Chief Financial Officer of Chesapeake, 
to discuss the synergies of a merger between the companies and the outlines of a term sheet, timeline and due 
diligence requests. 

After this meeting, over the course of the next couple of weeks, the parties worked together to develop a 
comprehensive due diligence listing that would serve as the outline for what documents needed to be gathered. 

During this period of time, Chesapeake also reached out and solicited proposals from four financial 
advisory firms qualified to conduct the financial analyses necessary to be able to issue a fairness opinion. 

On January 15,2008, during a telephonic meeting of the Chesapeake M&A Committee, Mr. McMasters 
discussed with the Committee the latest events related to a possible transaction with Florida Public Utilities, 
including the current range of estimated synergies. He also discussed with the Committee the impact of 
Florida Public Utilities' stock price and then-pending rate case on the estimated synergies for the purposes of 
calculating the estimated accretion and dilution of a business combination with Florida Public Utilities. 
Mr. McMasters then reviewed with the Committee the key provisions of a preliminary term sheet for a 
business combination with Florida Public Utilities, and he informed the Committee that Chesapeake executives 
were continuing their discussions with Florida Public Utilities regarding a stock-for-stock exchange offer and 
the associated exchange ratio for such a transaction. The Committee identified several outside parties to assist 
with the possible transaction, discussed the experience and backgrounds of legal counsel that would be 
assisting Chesapeake and discussed the proposals made by certain financial advisory firms in connection with 
the transaction. The Committee also discussed several critical success factors relating to the traJ?saction. 
Mr. McMasters briefly described to the Committee the cost and benefits of engaging a financial advisor for 
the transaction. After discussion regarding proposals by the various financial advisory firms, the Committee 
requested that Chesapeake management continue discussions on pricing and services with several of the 
financial advisory firms. 

On January 22, 2008, Chesapeake retained Robert W. Baird & Co. Incorporated, or Baird, as its financial 
advisor for the transaction by entering into an engagement letter with Baird. 

On January 23, 2008, executives of Chesapeake and representatives of Baird engaged in preliminary 
discussions relating to the exchange ratio and financial due diligence for the transaction. 

Also on January 23, 2008, the Florida Public· Utilities board of directors held a special meeting to discuss 
the possible transaction with Chesapeake. Messrs. English and Bachman presented to the board an update on 
the discussions. The board discussed a variety of matters pertaining to a possible merger with Chesapeake. 
The board discussed the desirability of retaining a financiai advisory firm to provide the company with 
financial advisory services and directed management to obtain bids. Over the next few days, management of 
Florida Public Utilities interviewed several firms, and ultimately selected Houlihan Lokey to act as Florida 
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Public Utilities' fmancial advisor based on Houlihan Lokey's experience and reputation as an internationally 
recognized financial advisor in connection with transactions similar to the one being considered with 
Chesapeake. 

In January 2008, Chesapeake provided to Florida Public Utilities a proposed timeline for due diligence, 
negotiation of a merger agreement and regulatory filings, an outline of proposed next steps to be taken in 
connection with the proposed transaction and a preliminary due diligence request list. Over the next couple of 
weeks, the parties continued to exchange financial and other information electronically and engage in phone 
discussions for diligence purposes. Also during this period, Chesapeake engaged an environmental consultant 
to assist Chesapeake with the environmental analyses of Florida Public Utilities and its properties. 

In the second week of February 2008, each of the two companies made available to the other and their 
respective advisors access to more extensive confidential financial and other information regarding their 
respective businesses contained in an electronic data room established by Florida Public Utilities' outside legal 
counsel for the transaction. Also during February 2008, Chesapeake engaged an electric utility operations 
consultant to conduct diligence procedures related to Florida Public Utilities' two electric operations. 
Chesapeake also expanded the scope of services of its current investor relations consultant to include drafting 
the investor relations strategy for the transaction as well as reviewing the key documents that would be utilized 
to communicate with the financial community. 

On February 12,2008, Chesapeake presented a draft term sheet to Florida Public Utilities and Florida 
Public Utilities provided preliminary comments on the draft. 

On February 13, 2008, certain Chesapeake executives met with representatives of Baird to discuss a 
possible transaction with Florida Public Utilities. Key items discussed and reviewed during this meeting 
included: stock price activity, an analysis of relative contribution, discounted cash flow analyses, accretion! 
dilution sensitivity models, an implied premium analysis, a comparative company analysis, and ratios related 
to recent natural gas utility transactions. Meeting participants also discussed recent trends with regard to post­
merger board of directors appointments. 

On February 19,2008, the Chesapeake M&A Committee met. Prior to this meeting, management 
circulated information for the Committee members' review. At the meeting, Mr. McMasters discussed with the 
Committee certain financial data relating to a potential business combination with Florida Public Utilities. 
Mr. McMasters described to the Committee certain key objectives, and the associated assumptions and risks, 
that would need to be accomplished in order for Chesapeake to achieve the pro forma as presented. 
Mr. McMasters also described to the Committee Chesapeake's proposed strategy to accomplish such key 
objectives. Mrs. Cooper informed the Committee of the ongoing discussions between executives of Chesapeake 
and Florida Public Utilities relating to the exchange ratio for the business combination. Mrs. Cooper provided 
the Committee with an overview of the recent changes that had been made to the term sheet for the 
transaction, and she informed the Committee that a draft term sheet had been presented to Florida Public 
Utilities. After discussion, the Committee ratified the terms set forth in the term sheet in their entirety. The 
Committee was presented with a preliminary draft of the merger agreement for the business combination. 
Mrs. Cooper sUnlmarized for the Committee the key provisions in the merger agreement, and members of the 
Committee asked several questions and discussed several provisions in the merger agreement. Mr. Schimkaitis 
provided the Committee with an overview of the current members of the Florida Public Utilities board of 
directors and informed the Committee that several members of the Florida Public Utilities board may be 
interested in serving on Chesapeake's board if the transaction were consummated. The Committee discussed 
other organizational considerations, including the current and prospective roles of key officers of Florida 
Public Utilities. The Committee ratified Chesapeake's selection of Baird to serve as its financial advisor in the 
transaction. Mrs. Cooper summarized for the Committee certain key points from the meeting held on 
February 13, 2008 among certain Chesapeake executives and representatives of Baird. The Committee then 
discussed the investor relations aspect of the transaction. 

On February 20, 2008, at a regular meeting of the Chesapeake board of directors, Mrs. Cooper reviewed 
with the board the key provisions of the term sheet presented to the Chesapeake M&A Committee at its 
February 19, 2008 meeting, including the fees associated with the proposed transaction, the proposed price per 
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share and certain other key terms and conditions. After consideration, the Chesapeake board ratified the terms 
and conditions of the term sheet and the distribution of the term sheet to Florida Public Utilities executives. 

On February 22, 2008, Mrs. Cooper presented a draft term sheet to Mr. Bachman and she informed 
Mr. Bachman that Chesapeake preferred a merger transaction structure whereby Florida Public Utilities would 
become a wholly owned subsidiary of Chesapeake upon consummation of the transaction. Mrs. Cooper also 
informed him that Chesapeake proposed to maintain the Florida Public Utilities executive officers in their 
existing positions, subject to modifications to their existing employment agreements. Mrs. Cooper directed 
Mr. Bachman's attention to the provision in the proposed term sheet relating to board composition of 
Chesapeake and Florida Public Utilities upon consummation of the transaction. Mrs. Cooper also raised certain 
open questions relating to Florida Public Utilities employee benefit plans. 

In late February 2008, Chesapeake and Florida Public Utilities executives discussed the retention of 
Florida Public Utilities executives by the combined company and the change in control severance payments 
that might be due to Florida Public Utilities executives in the event of a combination of the two companies. 

On March 4, 2008, Chesapeake's outside legal counsel sent Florida Public Utilities' outside legal counsel 
a first draft of the merger agreement. The draft did not specify the exchange ratio. 

To further the ongoing due diligence efforts and discussions by the companies relating to the proposed 
business combination, during the period from March 5 to March 12, 2008, employees of Chesapeake and 
representatives of Baird and Chesapeake's outside legal counsel met on certain days during that period in West 
Palm Beach, Florida with employees of Florida Public Utilities and representatives of Houlihan Lokey and 
Florida Public Utilities' outside legal counsel. At these meetings, members of each company's management 
team answered questions regarding their respective company's businesses. Also during this period, the 
employees and financial and legal advisors of each company conducted additional diligence review of 
extensive confidential financial and other information made available by both companies at the site of these 
meetings. 

On March 10, 2008, representatives of the respective financial advisors of Chesapeake and Florida Public 
Utilities met in West Palm Beach, Florida to discuss outstanding business and legal matters relating to a 
potential merger transaction, including a potential exchange ratio. 

On March 14, 2008, executives of Chesapeake and Florida Public Utilities, with the assistance of their 
respective legal and financial advisors, met to discuss Chesapeake's businesses. 

In late March 2008, representatives of the respective outside legal counsel for the two companies began 
to discuss concerns raised by the draft merger agreement, including, among other matters, the representations 
and warranties, fiduciary and termination fee provisions, covenants of the parties between signing of the 
merger agreement and closing of the transaction, closing conditions and the definition of material adverse 
effect. 

On March 28, 2008, Florida Public Utilities' outside legal counsel sent proposed revisions to the draft 
merger agreement to Chesapeake's outside legal counsel. These proposed revisions did not specify the 
exchange ratio. 

During April 2008, the parties continued to conduct diligence with respect to the other company's 
businesses and in that regard discussions were held by executives and representatives of the parties and 
extensive information continued to be exchanged by the parties. 

On April 2, 2008, representatives of the respective outside legal counsels for the two companies discussed 
the March 28, 2008 draft of the merger agreement. This discussion did not include any discussion of the 
exchange ratio. 

On April 4, 2008, executives of Florida Public Utilities met with representatives of Florida Public 
Utilities' legal and financial advisors to discuss matters relating to the transaction, including the status of 
discussions with Chesapeake representatives regarding a potential exchange ratio. 
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On April 7, 2008, executives of Chesapeake and representatives of Baird and Chesapeake's outside legal 
counsel discussed several outstanding matters relating to the transaction, including the exchange ratio in the 
transaction, Florida Public Utilities' pension plan and the new employment agreements under negotiation with 
Messrs. English, Stein and Bachman. 

On April 11, 2008, Chesapeake entered into an agreement with a public relations/communications firm to 
assist Chesapeake in developing and implementing a communications strategy associated with the announce­
ment of a transaction. The consultant assisted Chesapeake in drafting key documents that would be distributed 
both internally and externally. 

On April 17, 2008, the Florida Public Utilities board of directors met in a regularly scheduled meeting. 
Present at that meeting were representatives of Houlihan Lokey and Florida Public Utilities' outside legal 
counseL At that meeting, the directors, with the assistance of the company's legal and financial advisors, 
reviewed and discussed the status of discussions with Chesapeake and the potential terms of a merger 
transaction with Chesapeake. The directors also discussed the possibility of engaging in discussions with 
another potential merger partner, but ultimately directed management to continue to negotiate a potential 
merger transaction with Chesapeake. 

On April 18 and 19, 2008, representatives of the respective financial advisors of Chesapeake and Florida 
Public Utilities met to discuss outstanding business and legal matters relating to the potential merger 
transaction, including a potential exchange ratio and the proposed termination fee. 

On April 18,2008, Chesapeake's outside legal counsel sent a revised draft of the merger agreement to 
Florida Public Utilities' outside legal counseL Also on this date, Chesapeake's outside legal counsel 
communicated to Florida Public Utilities' outside legal counsel Chesapeake's understanding of the status of 
certain unresolved matters pertaining to the change in control provision of Florida Public Utilities' pension 
plan, Chesapeake's board composition after consummation of the transaction, the new employment agreements 
under negotiation with Messrs. English, Stein and Bachman, and certain diligence items. 

On April 22, 2008, Chesapeake's outside legal counsel sent Florida Public Utilities' outside legal counsel 
the exhibit to the merger agreement containing actions proposed by Chesapeake to be undertaken by Florida 
Public Utilities to ensure that the merger would not constitute a change in control under Florida Public 
Utilities' pension plan. 

On April 23, 2008, representatives of the respective outside legal counsels for the two companies 
discussed the April 18,2008 draft of the merger agreement. This did not include any discussion of a proposed 
exchange ratio. 

From April 24 to April 27,2008, Chesapeake's environmental consultant conducted Phase I environmen­
tal assessments on certain properties of Florida Public Utilities. In addition to these Phase I assessments, the 
environmental consultant also reviewed other publicly available information on the properties, title searches, 
and former Phase I environmental assessments. 

On April 24, 2008, executives of Chesapeake and representatives of its outside legal counsel and 
executives of Florida Public Utilities and representatives of its outside legal counsel discussed the open items 
in the draft merger agreement. 

On April 25, 2008, Chesapeake's outside legal counsel sent a revised draft of the merger agreement to 
Florida Public Utilities' outside legal counsel, reflecting changes resulting from the discussions held between 
executives and representatives of the parties on April 23 and 24, 2008. The draft did not specify an exchange 
ratio. 

On April 28, 2008, representatives of the respective outside legal counsels for the two companies 
discussed unresolved items in the April 25, 2008 draft of the merger agreement. This did not include any 
discussion of the exchange ratio. Later that day, Chesapeake's outside legal counsel sent Florida Public 
Utilities' outside legal counsel a revised draft of the merger agreement, reflecting changes resulting from the 
discussion held earlier that day. Florida Public Utilities' outside legal counsel, on that same day, sent 
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comments to Chesapeake's outside legal counsel relating to the revised merger agreement. Neither the draft 
nor the comments addressed the exchange ratio. 

On April 30, 2008, the Chesapeake M&A Committee met to discuss the proposed transaction. Prior to 
this meeting, Chesapeake management had circulated the documents that would be discussion points during 
the upcoming meeting. At this meeting, representatives of Baird provided the Committee with an overview of 
the proposed transaction. The Baird representatives informed the Committee that discussions with representa­
tives of Houlihan Lokey were ongoing regarding the exchange ratio in the transaction. 

On May 1, 2008, at a regular meeting of the Chesapeake board of directors, Mr. Schimkaitis summarized 
for the board recent events and certain unresolved matters relating to the transaction. Chesapeake's outside 
legal counsel discussed with the board the fiduciary responsibilities and duties of the directors under applicable 
law and the proposed key terms and conditions of the merger agreement, including the representations and 
warranties, certain covenants and the termination fee. Chesapeake's outside legal counsel also reiterated for 
the board the unresolved matters summarized by Mr. Schimkaitis and provided the board with further 
clarification of the status of each of these matters. Chesapeake's outside legal counsel also reviewed with the 
board the role of a fairness opinion in these types of transactions. Baird representatives then provided the 
board with an overview of the proposed transaction from a financial point of view. 

Also on May 1, 2008, representatives of the respective outside legal counsels for the two companies 
discussed unresolved items in the April 28, 2008 draft of the merger agreement. The exchange ratio was not 
discussed. Later in the day, Chesapeake's outside legal counsel sent a revised draft of the merger agreement to 
Florida Public Utilities' outside legal counsel, reflecting changes resulting from the discussion of the merger 
agreement held earlier that day. 

On May 2, 2008, representatives of the respective financial advisors of Chesapeake and Florida Public 
Utilities met to discuss outstanding business and legal matters relating to the potential merger, including the 
possible exchange ratio for the transaction. 

Also on May 2, 2008, the Florida Public Utilities board of directors met to discuss the potential 
transaction. Representatives of Houlihan Lokey and the company's outside legal counsel were present at the 
meeting. The board, with the assistance of the company's legal and financial advisors, reviewed and discussed 
the status of the discussions and the potential terms of a merger transaction with Chesapeake, including the 
advantages and disadvantages of engaging in a merger transaction with Chesapeake. 

On May 3, 2008, Messrs. Schimkaitis and English discussed the exchange ratio in the transaction, the 
new employment agreements that remained under negotiation with Messrs. English, Stein and Bachman and 
the treatment in the transaction of certain diligence issues. From May 3, 2008 to May 20, 2008, the respective 
executives and representatives for the two companies engaged in numerous discussions relating to these 
unresolved matters. 

On May 20, 2008, representatives of Chesapeake communicated to representatives of Florida Public 
Utilities Chesapeake's proposals pertaining to the new employment agreements under negotiation with 
Messrs. English, Stein and Bachman and certain diligence matters. 

On May 21, 2008, a meeting of the Florida Public Utilities board of directors was convened to discuss 
the proposed merger with Chesapeake. Present at the meeting were representatives of the company's outside 
legal counsel and Houlihan Lokey. The outstanding due diligence items were discussed as were the matters 
pertaining to the proposed exchange ratio and other economic terms of the proposed deal. The board expressed 
to management concern about the inability to reach agreement on key business items and the then current 
pricing for the transaction and concluded that because of those matters a transaction was not feasible at this 
time. The board instructed Mr. English to advise Chesapeake of the board's decision. Accordingly, on that 
same day, Mr. English informed Mr. Schimkaitis that Florida Public Utilities was terminating discussions with 
Chesapeake regarding a potential transaction. 

Even though discussions between the parties terminated, Chesapeake continued to analyze a potential 
transaction with Florida Public Utilities and, on June 24, 2008, at a regular meeting of the Chesapeake board 
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of directors, Mr. Schimkaitis infonned the board of several strategies and the key points relating to such 
strategies that management was pursuing in regards to renewing discussions related to a potential transaction 
with Florida Public Utilities. The board instructed management to finalize their position on the likelihood of 
these strategies being successful and also provided feedback on several other strategies for consideration and 
research. 

During the next several months, Chesapeake management periodically discussed and internally analyzed 
the impact of renewing and pursuing a potential transaction with Horida Public Utilities. Chesapeake 
management also considered the outstanding matters between Chesapeake and Florida Public Utilities that, in 
part, resulted in the termination of discussions in May 2008 and discussed and analyzed possible resolutions 
thereof. 

On December 4, 2008, Messrs. Schimkaitis arid English met to discuss the possibility of re-opening 
discussions regarding a business combination between their respective companies. 

On December 11, 2008, at a regular meeting of the Chesapeake board of directors, Mr. M~Masters 
infonned the board of the recent discussions between Messrs. Schimkaitis and English, and that Mr. Schimkai­
tis would be meeting with Mr. English again in the near future to resume discussions and assess the likelihood 
of pursuing a transaction. Also on that date, the Florida Public Utilities board of directors met to hear a report 
from Mr. English on his meeting with Mr. Schimkaitis. 

On December 19, 2008, the companies resumed a business due diligence process. 

On February 13, 2009, Mr. Schimkaitis sent a revised draft of the merger agreement to Mr. English. The 
draft did not specify the exchange ratio. 

On February 16, 2009, Mr. English conveyed his general comments on the revised draft of the merger 
agreement to Mr. Schimkaitis, including the treatment in the merger agreement of certain items that, in part, 
resulted in the termination of discussions in 2008. 

On February 18, 2009, Mr. Schimkaitis sent a revised draft of the merger agreement to Mr. English 
reflecting changes intended to address Mr. English's comments to the February 13, 2009 draft and to reflect 
the parties' mutual understanding with respect to those items. The exchange ratio remained unspecified in this 
draft. 

On February 23, 2009, there was a special meeting of the Florida Public Utilities board of directors 
convened to consider the renewed discussions. Messrs. English and Bachman provided a full report of the 
status of the discussions and the treatment of the unresolved matters from 2008. The board directed 
management to continue negotiations wIth Chesapeake. 

On February 24, 2009, at a regular meeting of the Chesapeake board of directors, Mr. McMasters 
infonned the board of the renewal of dialogue between Chesapeake and Florida Public Utilities in regards to a 
potential transaction, and that the merger agreement was being reviewed and revised by the parties and their 
respective outside legal counsels. Mr. McMasters also discussed with the board the current questions 
outstanding regarding the tax opinion to be given in connection with the transaction. 

On March 11, 2009, at a regularly scheduled meeting of the Florida Public Utilities board of directors, 
management provided the board with an update on the status of the renewed discussions with Chesapeake. 

On March 17, 2009, Chesapeake's outside legal counsel sent a revised draft of the merger agreement to 
Florida Public Utilities' outside legal counsel. The draft did not specify the exchange ratio. Included in this 
transmittal was Chesapeake's revised proposal of the actions to be taken by Florida Public Utilities prior to 
consummation of the merger to ensure that the merger would not constitute a change in control under Florida 
Public Utilities' pension plan. 

On March 19,2009, at a meeting of the Chesapeake M&A Committee, Mr. Schimkaitis provided the 
Committee with an update on the possible transaction with Florida Public Utilities, including the status of the 
representations letter that will serve as the basis for the tax opinion to be given in connection with the 
transaction. He also discussed with the Committee the anticipated timeframe for execution of the merger 
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agreement and announcement of the transaction, including the required disclosure documents to be filed with 
the SEC in connection with consummation of the transaction. Mr. Schimkaitis discussed with the Committee 
the financial aspects of the transaction, and he informed the Committee of the status of the pro forma financial 
statements and the analysis being conducted with respect to potential synergies. Mr. McMasters then informed 
the Committee that Florida Public Utilities had requested Chesapeake's proposed exchange ratio and that 
Chesapeake would be contacting representatives from Baird to receive an analysis of the exchange ratio for 
the proposed transaction. After discussion, the Committee authorized Messrs. Schimkaitis and McMasters to 
proceed with negotiations at a targeted exchange ratio range. Mr. Schimkaitis then provided the Committee 
with an update on the merger agreement, and he informed the Committee that the termination fee and the 
exchange ratio provisions would be completed after completion of updated diligence. Mr. Schimkaitis also 
highlighted for the Committee the key provisions of the new employment agreements being negotiated with 
Messrs. Bachman and Stein, as well as the consulting agreement, in lieu of an ongoing employment agreement 
as was contemplated during 2008 discussions, being negotiated with Mr. English. Mrs. Cooper then informed 
the Committee of the status and process relating to updated diligence. 

Also on March 19,2009, representatives of the respective financial advisors of Chesapeake and Florida 
Public Utilities met to discuss outstanding business and legal matters relating to the potential merger 
transaction, including a potential exchange ratio. 

On March 24, 2009, at a meeting of the Florida Public Utilities board of directors, the directors were 
updated on the progress of the proposed transaction with Chesapeake. 

On March 25, 2009, Chesapeake's external auditors, Beard Miller Company LLP traveled to Florida to 
review the workpapers of Florida Public Utilities' external auditors, BDO Seidman, LLP. 

On or around March 27, 2009, Florida Public Utilities' outside legal counsel re-opened the electronic data 
room previously established for due diligence purposes, and the companies began uploading updated financial 
and other information regarding their respective businesses into the data room. 

On April 1,2009, Messrs. English, Bachman, Stein, Schimkaitis and McMasters met in West Palm Beach, 
Florida to review the status of the diligence process and to discuss changes and developments in the respective 
companies since May 2008. A similar meeting was held on April 9, 2009 in West Palm Beach to review 
diligence matters. 

Also on April 1,2009, Florida Public Utilities' outside legal counsel sent proposed revisions to the 
merger agreement to Chesapeake's outside legal counsel. An exchange ratio was not proposed in the revisions. 

On April 7, 2009, Chesapeake's outside legal counsel sent a revised draft of the merger agreement to 
Florida Public Utilities' outside legal counsel. The draft did not specify an exchange ratio. This draft of the 
merger agreement was also reviewed by the members of the Chesapeake board of directors and representatives 
of Baird. 

On April 9, 2009, the respective executives and financial and legal representatives of the companies 
performed additional due diligence procedures and discussed the anticipated timing of meetings of the boards 
of directors of the respective companies to consider and approve the merger agreement. 

On April 13, 2009, the Florida Public Utilities board of directors held a special meeting. Representatives 
of Houlihan Lokey and the company's outside legal counsel were present at this meeting. At this meeting, the 
board, with the assistance of the company's legal and financial advisors, considered and discussed the status of 
negotiations, outstanding business and legal matters, including the potential exchange ratio, and other 
economic terms of the proposed transaction with Chesapeake. The board also considered the written proposal 
from another third party, Energy West, Incorporated, to merge with Florida Public Utilities in a stock-for-stock 
transaction. 

Also on April 13,2009, at a meeting of the Chesapeake M&A Committee, Mr. Schimkaitis provided the 
Committee with an update on the transaction with Florida Public Utilities, including the status of the merger 
agreement. He discussed with the Committee certain matters relating to Florida Public Utilities' pension plan 
and the impact of the pension plan matters on the merger agreement. The Committee di.~,cussed the termination 
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fee and the takeover proposal provisions of the merger agreement. Mr. Schimkaitis provided the Committee 
with an update of the status of the new employment agreements being negotiated with Messrs. Bachman and 
Stein and the consulting agreement being negotiated with Mr. English, and highlighted for the Committee 
certain tax items relating to the stay bonus and change in control payment provision of such agreements. 
Mr. Schimkaitis then discussed with the Committee the financial aspects of a business combination with 
Florida Public Utilities, and he reviewed with the Committee the pro forma financial statements, as well as 
Florida Public Utilities' revised five-year forecast. Mr. Schimkaitis informed the Committee of Chesapeake's 
range of proposed exchange ratios for the transaction. The Committee discussed the summary it received prior 
to the meeting regarding various scenarios and the related impact of a change in the range of the proposed 
exchange ratios. The Committee also discussed the possibility and impact of a counteroffer of an exchange 
ratio outside of the targeted range. Mr. Schimkaitis reminded the Committee of the anticipated timing of 
consummating the transaction and the types of documents that would be filed with the SEC as a result of 
consummation. Mr. Schimkaitis then reviewed with the Committee the current draft Form 8-K and press 
release relating to the announcement of the transaction. After discussion, the Committee recommended several 
changes to the draft Form 8-K and press release. Mr. Schimkaitis also provided the Committee with a 
summary of the communications plan to be implemented upon execution of the merger agreement. 
Mr. Schimkaitis provided the Committee several other updates, including with respect to updated diligence, 
the tax opinion to be given in connection with the transaction, and the proposed regulatory plan relating to the 
transaction. Lastly, he informed the Committee that the trading window would remain closed until the closing 
date of the transaction and until further notice was provided. 

From April 13 to April 15,2009, representatives of the respective financial advisors of Chesapeake and 
Florida Public Utilities continued to meet to discuss the outstanding items, including the proposed exchange 
ratios. 

On April 15,2009, Chesapeake's outside legal counsel sent a revised draft of the merger agreement to 
Florida Public Utilities' outside legal counsel. The draft did not specify an exchange ratio. 

On April 16,2009, at a meeting of the Chesapeake M&A Committee, Mr. Schimkaitis discussed with the 
Committee the updated pro forma financial statements provided prior to the meeting. He informed the 
Committee that after discussions between the respective financial advisors and then among the executives of 
Chesapeake and Florida Public Utilities, the exchange ratio for the transaction had been established at 0.405 
and the termination fee had been established at $3.4 million. The Committee discussed the exchange ratio and 
the termination fee and the impact of the termination fee on the transaction. The Committee approved the 
exchange ratio of 0.405 and the termination fee of $3.4 million and recommended their adoption by the 
Chesapeake board of directors. Mr. Schimkaitis then provided the Committee with an update on the status of 
the transaction documents, including the merger agreement, the new employment agreements with 
Messrs. Bachman and Stein and the consulting agreement with Mr. English. 

Also on April 16,2009, Chesapeake's outside legal counsel sent a revised draft of the merger agreement 
to Florida Public Utilities' outside legal counsel that specified an exchange ratio of 0.405. 

On April 17, 2009, the Chesapeake board of directors met to discuss the proposed transaction. 
Mr. Schimkaitis provided the board with a brief overview of the remaining outstanding business items with 
respect to the merger agreement, including the exchange ratio. Mr. McMasters then reviewed with the board 
the pro forma financial statements presented to the board to illustrate the financial impact on Chesapeake after 
consummation of the transaction. After discussion and questions by the board relating to various line items in 
the pro forma financial statements, Mr. Schimkaitis informed the board that the exchange ratio for the 
transaction was currently proposed at 0.405 shares of Chesapeake for each share of Florida Public Utilities. 
The board discussed the negotiations of the exchange ratio to date. Mr. Schimkaitis directed the board to the 
financial models provided to the board prior to the meeting. He reviewed with the board the models that 
compared different exchange ratios, considering expected synergies and other opportunities. After board 
discussion with respect to such fmancial models, a representative of Baird reviewed with the board the fairness 
presentation of Baird presented at the meeting, including several assumptions underlying Baird's analysis of 
the proposed transaction. He also discussed with the board several financial aspects of the transaction, 
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including the implied valuation, transaction multipliers, implied tax premiums, historical and projected 
financials for Florida Public Utilities and Chesapeake, as well as stock price performance, trading volume and 
share ownership. The Baird representative also discussed and reviewed with the board various valuation 
methodologies utilized by Baird to assess with respect to fairness, from a financial point of view, the exchange 
ratio. After discussion by the board with regard to the various analyses performed by Baird, the Baird 
representative reviewed with the board Baird's written fairness opinion presented at the meeting, which stated 
to the effect that, subject to the terms of the letter, the exchange ratio of 0.405 shares of Chesapeake for each 
share of Florida Public Utilities is fair from a financial point of view to Chesapeake. After discussion, a 
representative of Chesapeake's outside legal counsel reviewed with the board the material terms of the 
proposed merger agreement presented at the meeting. The terms reviewed included termination and non­
solicitation provisions, the proposed termination fee of $3.4 million and the terms under which such 
termination fee would be triggered. After discussion by the board with regard to the proposed termination fee 
and its triggers, Mr. Schimkaitis provided the board with an update on the status of the new employment 
agreements with Messrs. Bachman and Stein and the consulting agreement with Mr. English. He highlighted 
for the board several provisions in the agreements and discussed with the board changes in the tax-related 
provisions. Following these discussions, and discussions among the members of the board, management and 
the company's advisors, including consideration of the factors described below under "- Recommendation of 
the Chesapeake Board of Directors and Chesapeake's Reasons for the Merger," the board unanimously 
approved the proposed transaction and authorized management to conclude negotiations and execute the 
merger agreement on the terms described to the board. 

The Florida Public Utilities board of directors also met in a special meeting on April 17, 2009. Present at 
that meeting were members of the company's management team, Messrs. Bachman and Stein, as well as 
representatives of Houlihan Lokey and the company's outside legal counsel. The board considered the 
proposed merger agreement with Chesapeake, providing for a stock-for-stock tax-free merger at a fixed 
exchange ratio of 0.405 of a share of Chesapeake common stock for each outstanding share of Florida Public 
Utilities common stock. At this meeting, the representative from the company's outside legal counsel reviewed 
with the board the terms of the proposed merger agreement, the conditions to closing, termination rights and 
consequences, the proposed executive agreements and the proposed economic terms. Counsel then discussed 
with the board its fiduciary duties in connection with its consideration of the proposed transaction, the legal 
terms of the proposed transaction agreements, the shareholder and regulatory approvals that would be required 
to complete the proposed merger, the likely process and timetable of the merger, including expected timing for 
obtaining the required shareholder and regulatory approvals and the proposed executive agreements and other 
compensation and benefits matters in connection with the merger. Counsel then reviewed with the board draft 
resolutions relating to the proposed merger. Counsel responded to questions of the directors and a discussion 
was had. A representative of Houlihan Lokey then reviewed and discussed with the board Houlihan Lokey's 
financial analysis with respect to the proposed merger with Chesapeake and responded to questions from the 
directors about the proposed transaction from a financial perspective. The directors, with the assistance of the 
company's legal and financial advisors, then discussed the unsolicited written proposal from Energy West. 
Mter discussion, the directors unanimously agreed not to pursue the Energy West transaction because such a 
transaction was not in the best interests of Florida Public Utilities' shareholders and would not accomplish 
Florida Public Utilities' strategic objectives. The board also particularly noted that the proposed consideration 
from Energy West was not as beneficial to the shareholders of Florida Public Utilities as the proposed 
consideration from Chesapeake. The board directed Mr. English to notify Energy West of the board's decision. 
The board then asked the representative of Houlihan Lokey if Houlihan Lokey was prepared to deliver its 
opinion regarding the proposed merger with Chesapeake. The representative rendered orally Houlihan Lokey's 
opinion to the board with respect to the fairness, from a financial point of view, to the holders of Florida 
Public Utilities common stock of the exchange ratio provided for in the proposed merger pursuant to the 
merger agreement. Following these discussions, and discussions among the members of the board, manage­
ment and the company's advisors. including consideration of the factors described below under "- Recom­
mendation of the Florida Public Utilities' Board of Directors and Florida Public Utilities' Reasons for the 
Merger," the board unanimously determined that the transactions contemplated by the Chesapeake merger 
agreement and the related transactions and agreements are fair to, advisable and in the best interests of Florida 
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Public Utilities and its shareholders, and the directors voted unanimously to approve the merger with 
Chesapeake, to approve the merger agreement and related transactions and agreements, and to recommend 
approval of the merger and the merger agreement to the shareholders of Florida Public Utilities. 

Following the board meetings on April 17, 2009, the respective executives and other representatives of 
Chesapeake and Florida Public Utilities finalized the merger agreement and Chesapeake and Florida Public 
Utilities executed the merger agreement on the evening of April 17, 2009. In addition, the new employment 
agreements with each of Messrs. Stein and Bachman and the consulting agreement with Mr. English were 
finalized and executed by the parties on April 17, 2009. The execution of the merger agreement was publicly 
announced on the moming of April 20, 2009 before the opening of trading on the New York Stock Exchange. 
A joint press release was issued and both companies filed a Form 8-K describing the key terms and conditions 
of the transaction, including the new employment agreements executed with Messrs. Stein and Bachman, as 
well as the consulting agreement with Mr. English. The merger agreement was attached as an exhibit to each 
Form 8-K. 

Recommendation of Chesapeake's Board of Directors and Chesapeake'S Reasons for the Merger 

The Chesapeake board of directors has unanimously determined that the merger and the merger 
agreement are advisable and in the best interests of Chesapeake and its shareholders, has unanimously 
approved the merger agreement, the merger and the other transactions contemplated by the merger 
agreement, and unanimously recommends that Chesapeake shareholders vote "FOR" the proposal to 
adopt the merger agreement and approve the merger and the issuance of Chesapeake common stock 
in the merger. 

In reaching its determination to recommend the adoption of the merger agreement and the approval of the 
merger and the issuance of Chesapeake common stock in the merger, the Chesapeake board of directors 
consulted with management, as well as Baird, Chesapeake's financial advisor which was engaged to provide a 
financial opinion to the Chesapeake board with respect to the merger, and Chesapeake's outside legal counsel, 
and considered various material factors, which are discussed below. The following discussion of the 
information and factors considered by the Chesapeake board of directors is not intended to be exhaustive. In 
view of the wide variety of factors considered in connection with the merger, the Chesapeake board of 
directors did not consider it practicable to, nor did it attempt to, quantify or otherwise assign relative weights 
to the specific material factors it considered in reaching its decision. In addition, individual members of the 
Chesapeake board of directors may have given different weight to different factors. The Chesapeake board of 
directors considered this information and these factors as a whole, and overall considered the relevant 
information and factors to be favorable to, and in support of, its determinations and recommendations. Among 
the material information and factors considered by the Chesapeake board of directors were the following: 

• Strategic Considerations. 	 Chesapeake's board of directors believes the merger will create a combined 
utility company that is regionally focused and that has attractive strategic growth opportunities in both 
its regulated and unregulated businesses. Consistent with Chesapeake's stated strategy, the combined 
company will seek to generate returns above traditional utility returns, thereby increasing shareholder 
value. The Chesapeake board of directors considered a number of strategic advantages of the merger, 
including the following: 

• Increased Scale and Scope. The Chesapeake board of directors considered that the merger will 
create a larger, regionally focused energy company serving approximately twice the number of 
energy customers served presently by Chesapeake. As a result of the merger, the combined 
company's energy presence in Florida will be more comparable to the regional energy presence 
Chesapeake currently maintains on the Delmarva Peninsula. At the end of 2008, Chesapeake served 
approximately 100,000 customers with natural gas or propane on the Delmarva Peninsula and 
throughout 23 counties in Florida. As a result of the merger, the combined company will serve 
approximately 200,000 customers with natural gas, propane or electric service on the Delmarva 
Peninsula and throughout 34 counties in Florida. The combined operations will include sizable 
customer bases for electric, natural gas and propane in several key markets across Florida including 
the Southeast, Central, Northeast and Panhandle geographic areas. The increased scale and scope is 
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expected to result in greater efficiencies provided by economies of scale. These efficiencies are 
discussed below under "- Synergistic Opportunities." 

• 	Stronger Utility Business Platform. Chesapeake's strategy has been to enhance its utility founda­
tion and furthenoore to grow its earnings from a stable utility foundation by investing in related 
businesses and services that provide opportunities for higher returns. The Chesapeake board of 
directors considered that the merger would result in relative increases of Chesapeake's net income 
deriving from, and the investment of assets in, regulated utility operations, thereby further enhancing 
its utility foundation. The merger will increase utility net plant from $280.7 million for Chesapeake 
on a standalone basis as of December 31, 2008 to $423 million for the combined company on a 
historical basis as of December 31, 2008. 

The merger will increase Chesapeake's regulatory exposure in Florida. Chesapeake and Florida Public 
Utilities enjoy favorable relationships with the Florida Public Service Commission. Chesapeake's 
board of directors views the increased opportunity for the combined company to work with the 
Florida Public Service Commission as a positive outcome of the merger. 

In addition, Chesapeake's board of directors considered that the merger will create greater diversity 
among Chesapeake's utility portfolio as a result of the addition of Florida Public Utilities' natural gas 
and electric distribution businesses. Florida Public Utilities' electric operations provide service to 
approximately 31,000 customers throughout four counties in Florida. Florida Public Utilities' electric 
business will expand both Chesapeake's energy portfolio and its utility foundation. 

• Diversified Portfolio of Investments. The combined company will benefit from a more diversified 
portfolio of investments. Chesapeake's natural gas business includes service to many large industrial 
customers, while Florida Public Utilities has a larger percentage of residential customers. The 
combined company will, therefore, have a larger, diverse customer portfolio in Florida. Additionally, 
the electric operation will expand Chesapeake's energy portfolio and its utility foundation. Florida 
Public Utilities' propane business provides a larger foundation in Florida from which the combined 
company can further grow that business. For Florida Public Utilities shareholders, Chesapeake's 
Delmarva energy business provides geographic diversity. 

• 	Common Regulatory Framework and Benefits of Florida's Supportive Regulatory Climate. 
The Chesapeake board of directors considered that the merger is expected to provide the combined 
company with an enhanced opportunity to benefit from the favorable Florida regulatory framework 
applicable to the combined company's franchised service areas, diversify regulatory risk and provide 
additional scale in operating the regulated businesses under complex regulations. In addition, 
Chesapeake's board of directors considered the long history of Florida's Public Service Commission 
actively promoting natural gas expansion throughout the state. 

• Positioned to Benefit from Future Florida Growth. Long-teno forecasts project Florida to be 
among the fastest growing states in the country. Although the current economic climate has caused a 
temporary decline in growth, state projections for Florida anticipate that population growth will begin 

, to slowly increase again in 2010 and accelerate thereafter. The Chesapeake board of directors expects 
that the combined company will be well-positioned to help meet the energy needs of new residential 
consumers in the combined service territory, along with the commercial development that typically 
follows. The Chesapeake board of directors considered how the companies have benefited from 
Florida's growth historically and how the combined company should benefit from future growth. The 
Chesapeake board of directors expects the merger to create a stronger company with increased 
capabilities to serve the future growth. 

• Combined Expertise. 	 The Chesapeake board of directors believes that the combined company will 
benefit from each company's experience and expertise in the natural gas and propane distribution 
businesses. In addition, the Chesapeake board of directors believes that the combined company's 
natural gas and electric operations will benefit from the regulatory and customer service expertise of 
each company in Florida. The combined company will be able to effectively utilize in its operations 
the intellectual capital, technical expertise, and experience of a deeper, more diverse workforce. 
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• Impact on Customers. 	 The Chesapeake board of directors considered the impact that the merger 
will have on the combined company's customers. The Chesapeake board of directors believes that the 
merger will benefit customers through economies of scale, the increased availability of capital to 
extend service to more customers, other operating efficiencies and a continued focus on safety and 
reliability. The Chesapeake board of directors believes that the merger will result in a reduction in 
the aggregate amount of rate increases requested for the combined company's natural gas and electric 
operations, which would benefit the combined company's utility customers in Florida. Further, the 
Chesapeake board of directors expects the combined company to demonstrate the level of commit­
ment to customer service that customers have come to expect from each company. 

• Synergistic Opportunities. 	 Chesapeake's board of directors considered that the merger presents 
opportunities to operate more effectively, creating additional efficiencies at all levels of the combined 
company and enabling further implementation of best practices. The Chesapeake board of directors 
considered Chesapeake's preliminary management estimates that the merger is expected to generate 
cost savings over the first five years after the consummation of the transaction and earnings per share 
are expected to be neutral to slightly accretive in 2010 and meaningfully accretive in 2011. The 
expected cost savings are projected to result from elimination of duplicate corporate overhead costs 
(i.e., audit, legal, insurance, information technology, administrative and other public company costs), as 
well as operational efficiencies (Le., billing related costs, facilities and related costs, and other operating 
efficiencies). Chesapeake's board of directors considered that the cost savings and synergies anticipated 
to result from the merger should reduce the aggregate amount of rate increases requested in the 
combined company's natural gas and electric operations, thereby benefiting the combined company's 
Florida utility customers. With respect to the propane business, the Chesapeake board of directors 
considered that the combined company will have a larger propane distribution presence in Florida, 
resulting in an improved cost structure, including increased access to supply channels, new hedging 
opportunities and greater scale in terms of pricing. Chesapeake's board of directors noted, however, that 
the expected cost savings and synergies are estimates that may change and that achieving the expected 
cost savings and synergies is subject to a number of risks and uncertainties. 

• Share Price; Thxability of Merger. Chesapeake's board of directors took note of the historical stock 
prices of Chesapeake and Florida Public Utilities, including that the exchange ratio in the merger 
represented a premium of approximately 25% for the Florida Public Utilities shareholders based upon 
the average stock price of Florida Public Utilities over the 15 trading days prior to April 15,2009. 
Chesapeake's board of directors also took into account the fact that the merger is expected to be a tax­
free exchange for the holders of Florida Public Utilities common stock. 

• Financial Cousiderations and Increased Financial Flexibility. 	 Chesapeake's board of directors 
considered the earnings, cash flow, balance sheet and dividend impact of the merger, the historical 
financial performance of Florida Public Utilities, and historical stock market information. Chesapeake's 
board of directors noted that while the merger is expected to be neutral to slightly accretive in 2010, it 
is expected to be meaningfully accretive to earnings per share thereafter. Chesapeake's board of 
directors further considered the impact on cash flow resulting from the merger and the associated 
impact on the balance sheet. Chesapeake's board of directors believes that the increased scale and scope 
resulting from the merger will generate increased financial flexibility and ensure continued access to 
capital markets. 

• Impact on Credit Profile. 	 The Chesapeake board of directors considered certain selected credit 
metrics of the combined company on a pro forma basis as compared to those of Chesapeake on a 
standalone basis. Chesapeake's board of directors noted that there was not a material change in the 
consolidated metrics relative to the projected standalone metrics and therefore. does not expect a 
change in the credit profile of the combined company. 

• Impact of the Merger on Communities. Chesapeake's board of directors evaluated the expected 
impact of the merger on the communities in which Chesapeake and Florida Public Utilities are located 
and which they serve. The Chesapeake board of directors considered the history of each company of 
being a good corporate citizen, making a difference in their communities and supporting growth of the 
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communities they serve. The Chesapeake board of directors noted that many of the employees of the 
companies donate their time and resources to their communities throughout the year while also working 
to deliver outstanding results. The Chesapeake board of directors believes that the combined company 
will continue to support many local charitable organizations in the local service areas and that the 
merger will benefit the local service areas by creating a combined company with enhanced ability to 
provide a reliable utility infrastructure capable of supporting continued growth in the local 
communities . 

• Fairness Opinion Presented to Chesapeake's Board of Directors. Chesapeake's board of directors 
considered the financial analyses and fairness opinion of Baird that was presented and delivered to the 
Chesapeake board of directors at its board meeting on April 17,2009, including Baird's opinion that, 
based upon and subject to the various factors, assumptions, limitations and qualifications set forth in 
the opinion, the exchange ratio of 0.405 shares of Chesapeake common stock for each share of Florida 
Public Utilities common stock in the merger was fair, from a financial point of view, to Chesapeake. 
The full text of Baird's opinion setting forth the assumptions made, procedures followed, matters 
considered and limitations on the review undertaken in connection with such opinion is attached as 
Annex B to this joint proxy statement/prospectus. See "Opinion of Chesapeake's Financial Advisor" 
beginning on page 47. 

• 	Recommendation of Management. Chesapeake's board of directors considered management's rec­
ommendation in support of the merger. 

• 	Terms of the Merger Agreement. Chesapeake's board of directors reviewed the terms of the merger 
agreement, including the representations and warranties, obligations and rights of the parties under the 
merger agreement, the conditions to each party's obligation to complete the merger, the instances in 
which each party is permitted to terminate the merger agreement and the related termination fee 
payable by Florida Public Utilities in the event of termination of the merger agreement under specified 
circumstances. See "The Merger Agreement" beginning on page 74 for a detailed discussion of the 
terms and conditions of the merger agreement. 

• 	Due Diligence. Chesapeake's board of directors considered the scope of Chesapeake's due diligence 
investigation, which included detailed reviews of organizational, operational, financial, commercial, 
regulatory, legal, employee and other matters related to Florida Public Utilities' business and potential 
financial, operational and other impacts of the merger on Chesapeake. The Chesapeake board of 
directors also considered the results of the due diligence investigation, including evaluations of business 
risks and opportunities presented by the merger and estimates of costs, synergies and cost savings 
related to the merger. 

• 	Corporate Governance. The Chesapeake board ofdirectors considered the impact on the combined 
company of Chesapeake's existing certificate of incorporation and bylaws and that, after completion of 
the merger, the Chesapeake board of directors would be composed of Chesapeake's existing ten 
directors as well as two directors serving on the Florida Public Utilities board of directors prior to 
completion of the merger. . 

• 	Employment Matters. The Chesapeake board of directors considered the terms and conditions of the 
consulting agreement with John T. English, the Chairman, President and Chief Executive Officer of 
Florida Public Utilities, which will become effective upon completion of the merger, as well as the 
terms and conditions of the employment agreements with Charles L. Stein, the Chief Operating Officer 
and Senior Vice President of Florida Public Utilities, and George M. Bachman, the Chief Financial 
Officer, Corporate Secretary and Treasurer of Florida Public Utilities, each of which will become 
effective upon completion of the merger. 

The Chesapeake board of directors also considered the potential risks of the merger, including the 
following: 

• Fixed Exchange Ratio. The Chesapeake board of directors considered that the fixed exchange ratio 
would not adjust downwards to compensate for declines in the price of Florida Public Utilities common 
stock prior to the completion of the merger, and that the terms of the merger agreement did not include 
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termination rights triggered expressly by a decrease in the value of Florida Public Utilities due to a 
decline in the market price of Florida Public Utilities common stock. The Chesapeake board of 
directors determined that this structure was appropriate and the risk acceptable in view of: (i) the 
Chesapeake board of directors' focus on the relative intrinsic values and financial performance of 
Chesapeake and Florida Public Utilities and the percentage of the combined company to be owned by 
former holders of Chesapeake common stock; and (ii) the inclusion in the merger agreement of other 
structural protections such as the ability to terminate the merger agreement under certain circumstances 
in the event of a material adverse change in Florida Public Utilities' business. 

• Florida Public Utilities' Business Risks. 	 The Chesapeake board of directors considered certain risks 
inherent in Florida Public Utilities' business and operations, including risks relating to future rates and 
returns associated with Florida Public Utilities' regulated business operations and Florida Public 
Utilities' environmental and other contingent liabilities. Based on reports of management and outside 
advisors regarding the due diligence process, the Chesapeake board of directors believes that these risks 
are manageable as part of the ongoing business of the combined company. 

• Regulatory Approvals. 	 The Chesapeake board of directors considered the regulatory approvals required 
to complete the merger and the risk that governmental authorities and third parties might seek to impose 
unfavorable terms or conditions on the required approvals or that such approvals may not be obtained at 
all. The Chesapeake board of directors further considered the potential length of the regulatory approval 
process and the period of time Chesapeake may be subject to the merger agreement. 

• Restrictions on Interim Operations. 	 The Chesapeake board of directors considered the provisions of 
the merger agreement that impose restrictions on Chesapeake's operations until completion of the 
merger, and the extent of those restrictions. 

• Integration. 	 The Chesapeake board of directors evaluated the challenges inherent in the integration of 
two business enterprises of the size and scope of Chesapeake's Florida operations and Florida Public 
Utilities, including the possibility that the anticipated cost savings and synergies and other benefits 
sought to be obtained from the merger might not be achieved in the timeframe contemplated or at all. 

• Personnel. 	 The Chesapeake board of directors considered the adverse impact that business uncertainty 
pending completion of the merger could have on the ability to attract, retain and motivate key personnel 
until the merger is completed. The Chesapeake board of directors also considered the level and impact 
of job reductions as a result of transaction-related synergies. 

The Chesapeake board of directors believes that, overall, the potential benefits of the merger to 
Chesapeake and Chesapeake's shareholders outweigh the risks, many of which are identified above. 

The Chesapeake board of directors realizes that there can be no assurance about future results, including 
results considered or expected as described in the factors listed above. It should be noted that this explanation 
of the Chesapeake board of directors' reasoning and all other information presented in this section are 
forward-looking in nature and, therefore, should be read in light of the factors discussed under the heading 
"Cautionary Statement Regarding Forward-Looking Statements" on page 30. 

Opinion of Chesapeake's Financial Advisor 

Chesapeake retained Robert W. Baird & Co. Incorporated to act as its exclusive financial advisor in 
connection with the proposed merger. On April 17,2009, Baird delivered to the Chesapeake board of directors 
an oral opinion, which was confirmed by delivery of a written opinion dated the same date, to the effect that, 
as of that date, and based upon and subject to the factors and assumptions set forth in the opinion, the 
exchange ratio of 0.405 provided for in the merger was fair, from a financial point of view, to Chesapeake. 
Baird does not have any obligation to update, revise or reaffirm its opinion. 

The full text of Baird's opinion, dated April 17, 2009, which sets forth the assumptions made, 
procedures followed, matters considered and limitations on the review undertaken by Baird, is attached 
as Annex B to this joint proxy statemenUprospectus and is incorporated by reference into this joint 
proxy statemenUprospectus. The summary of Baird's opinion set forth below is qualified in its entirety 
by reference to the full text of the opinion. Chesapeake shareholders are urged to read the opinion 
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carefully in its entirety. Baird's opinion was delivered to the Chesapeake board of directors for its 
information and is directed only to the fairness, from a financial point of view, of the exchange ratio to 
Chesapeake, and does not address any other aspect of the merger, including the merits of the underlying 
decision by Chesapeake to engage in the merger. Baird's opinion does not constitute a recommendation 
to any Chesapeake shareholder as to how the shareholder should vote with respect to the proposed 
merger or any other matter. 

In preparing its opinion to the Chesapeake board of directors, Baird performed various financial and 
comparative analyses, including those described below. The summary set forth below does not purport to be a 
complete description of the analyses underlying Baird's opinion or the presentation made by Baird to the 
Chesapeake board of directors. The preparation of a fairness opinion is a complex analytical process involving 
various determinations as to the most appropriate and relevant methods of financial analysis and the 
application of those methods to the particular circumstances and, therefore, a fairness opinion is not readily 
susceptible to partial analysis or summary description. In arriving at its opinion, Baird did not attribute any 
particular weight to any analysis or factor considered by it, but rather made its determination as to fairness on 
the basis of its experience and professional judgment after considering the results of all of its analyses. 
Accordingly, Baird believes that its analyses must be considered as a whole and that selecting portions of its 
analyses and factors without considering all of the analyses and factors or the narrative description of the 
analyses, would create a misleading or incomplete view of the process underlying its opinion. 

In performing its analyses, Baird made numerous assumptions with respect to industry performance, 
general business, economic, market and financial conditions and other matters, many of which are beyond the 
control of Baird, Chesapeake or Florida Public Utilities. Any estimates contained in the analyses performed by 
Baird are not necessarily indicative of actual values or future results, which may be significantly more or less 
favorable than those suggested by such analyses. Additionally, estimates of the value of businesses or securities 
do not purport to be appraisals or to reflect the prices at which such businesses or securities might actually be 
sold. Accordingly, these analyses and estimates are inherently subject to substantial uncertainty. In addition, as 
described above, Baird's opinion was among several factors taken into consideration by the Chesapeake board 
of directors in making its determination to approve the merger agreement, the merger and the issuance of 
shares of Chesapeake common stock in the merger. Consequently, Baird's analyses should not be viewed as 
determinative of the decision of the Chesapeake board of directors or Chesapeake management with respect to 
the fairness of the exchange ratio provided for in the merger agreement. 

In conducting its investigation and analyses and arriving at its opinion, Baird, among other things, did the 
following: 

• reviewed certain internal information, primarily financial in nature, including financial forecasts for the 
fiscal years ending December 31,2009 through December 31, 2013 (referred to as the Forecasts), 
concerning the business and operations of Florida Public Utilities and Chesapeake furnished to it for 
purposes of its analysis; 

• reviewed certain publicly available information including, but not limited to, Florida Public Utilities' 
and Chesapeake's recent filings with the Securities and Exchange Commission; 

• reviewed the draft merger agreement dated April 7, 2009 in the form presented to Chesapeake's board 
of directors; . 

• compared the fmancial position and operating results of Florida Public Utilities and Chesapeake with 
those of other publicly traded companies it deemed relevant and considered the market trading multiples 
of such companies; 

• compared the proposed financial terms of the merger with the financial terms of other business 
combinations it deemed relevant; 

• considered the present values of the forecasted cash flows of Florida Public Utilities; 

• held discussions with members of Florida Public Utilities' and Chesapeake's respective senior manage­
ment teams concerning Florida Public Utilities' and Chesapeake's respective historical and current 
financial condition and operating results, as well as the future prospects of Florida Public Utilities; and 
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• considered such other information, financial studies, analyses and investigations and financial, economic 
and market criteria which it deemed relevant. 

In arriving at its opinion, Baird assumed and relied upon the accuracy and completeness of all of the 
financial and other information that was publicly available or provided to it by or on behalf of Florida Public 
Utilities and Chesapeake. Baird was not engaged to independently verify, and did not assume any responsibil­
ity to verify, any such information, and Baird assumed that neither Florida Public Utilities nor Chesapeake was 
aware of any information prepared by Florida Public Utilities, Chesapeake or their respective advisors that 
might be material to Baird's opinion that was not provided to Baird. Baird assumed that: (i) all material assets 
and liabilities (contingent or otherwise, known or unknown) of Florida Public Utilities and Chesapeake are as 
set forth in the their respective financial statements; (ii) the financial statements of Florida Public Utilities and 
Chesapeake provided to Baird present fairly the results of operations, cash flows and financial condition of 
Florida .Public Utilities and Chesapeake, respectively, for the periods indicated and were prepared in 
conformity with U.S. generally accepted accounting principles consistently applied; (iii) the Forecasts for 
Florida Public Utilities and Chesapeake were reasonably prepared on bases reflecting the best available 
estimates and good faith judgments of Florida Public Utilities' and Chesapeake's respective senior manage­
ment teams as to the future performance of Florida Public Utilities and Chesapeake, and such Forecasts and 
related extrapolations (which were reviewed by Chesapeake's management) will be achieved; (iv) the merger 
will be consummated in accordance with the terms and conditions of the merger agreement without any 
amendment thereto and without waiver by any party of any of the conditions to its obligations thereunder; 
(v) in all respects material to Baird's analysis, the representations and warranties contained in the merger 
agreement are true and correct and that each party will perform all of the covenants and agreements required 
to be performed by it under the merger agreement; and (vi) all material corporate, governmental, regulatory or 
other consents and approvals required to consummate the merger have been or will be obtained without the 
need for divestitures. Baird relied as to all legal matters regarding the merger on the advice of outside legal 
counsel of Chesapeake. In conducting its review, Baird did not undertake nor obtain an independent evaluation 
or appraisal of any of the assets or liabilities (contingent or otherwise) of Florida Public Utilities nor make a 
physical inspection of the properties or facilities of Florida Public Utilities. 

Baird's opinion is based upon economic, monetary and market conditions as they existed and could be 
evaluated on April 17,2009, and Baird's opinion does not predict or take into account any changes which 
occurred or may occur, or information which became available or may become available, after April 17,2009. 
Furthermore, Baird expressed no opinion as to the price or trading range at which any of Florida Public 
Utilities' or Chesapeake's securities (including Florida Public Utilities' common stock and Chesapeake's 
common stock) would or will trade following April 17, 2009. 

Financial Analysis. The following is a summary of the material analyses performed by Baird in 
connection with its opinion to the Chesapeake board of directors dated April 17, 2009. 

Selected Company Analysis. Baird reviewed certain publicly available financial information and stock 
market information for certain publicly traded companies that Baird deemed relevant. The group of selected 
publicly traded companies reviewed is listed below. 

• Alliant Energy Corporation • Centerpoint Energy Inc. 
• CH Energy Group Inc. • Dominion Resources Inc. 
• DTE Energy Co. • Integrys Energy Group Inc. 
• NiSource Inc. • Northwestern Corp. 
• Public Service Enterprise Group Inc. • SCANA Corp. 
• Vectren Corp. • Wisconsin Energy Corp. 
• Xcel Energy Inc. 

Baird chose these companies based on a review of publicly traded companies that possessed general 
business, operating and financial characteristics representative of companies in the industry in which Florida 
Public Utilities operates. Baird noted that none of the companies reviewed is identical to Florida Public 
Utilities and that, accordingly, the analysis of such companies necessarily involves complex considerations and 
judgments concerning differences in the business, operating and financial characteristics of each company and 
other factors that affect the public market values of such companies. 
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For each company, Baird .calculated the equity market value (defined as the market price per share of 
each company's common stock multiplied by the total number of diluted common shares outstanding of such 
company, including net shares issuable upon the exercise of stock options and warrants). In addition, Baird 
calculated the total market value (defined as the equity market value plus the book value of each company's 
total debt, preferred stock and minority interests, less cash, cash equivalents and marketable securities). Baird 
calculated the multiples of each company's total market value to its last twelve months (LTM), estimated 2009 
and projected 2010 Earnings Before Interest, Tax, Depreciation and Amortization (EBITDA). Baird also 
calculated multiples of each company's price per share to its LTM, estimated calendar year 2009 and projected 
calendar year 201 0 diluted earnings per share and to its LTM book value per share. Baird then compared the 
transaction multiples implied in the merger with the corresponding trading multiples for the selected 
companies. Stock market and historical financial information for the selected companies was based on 
information publicly available as of April 15, 2009, and projected financial information was based on research 
reports publicly available as of such date. In addition, Baird calculated a reference range of implied per share 
equity values of Florida Public Utilities' common stock of $7.01 to $15.26 per share based on the trading 
multiples of the selected public companies and compared such values to the per share equity purchase price of 
$12.44 per share, which was based on the closing prices per share of Chesapeake common stock and Florida 
Public Utilities common stock as reported on April IS, 2009. Baird compared the implied per share equity 
values with the per share equity purchase price implied in the merger in conduding that the consideration was 
fair to the holders of Chesapeake's common stock from a financial point of view. 

Select Acquisition Analysis. Baird reviewed certain publicly available financial information concerning 
completed or pending acquisition transactions that Baird deemed relevant. The group of selected acquisition 
transactions is listed below. 

Target Acquirer 

• EnergySouth Inc. • Sempra Energy 
• Puget Energy Inc. • Consortium of N.A. Infrastructure Investors 
• Energy East Corporation • Iberdrola S.A. 
• SEMCO Energy Inc. • Cap Rock Energy Corp. 
• Peoples Energy Corp. • Integrys Energy Group Inc. 
• Cascade Natural Gas Corp. • MDU Resources Group Inc. 
• Duquesne Light Holdings Inc. • Macquarie Infrastructure Partners 
• Green Mountain Power Corp. • Northern New England Energy Corp. 
• KeySpan Corp. • National Grid pIc 

• PacifiCorp • MidAmerican Energy Holdings Co. 

Baird chose these acquisition transactions based on a review of completed and pending acquisition 
transactions involving target companies that possessed general business, operating and financial characteristics 
representative of companies in the industry in which Florida Public Utilities operates. Baird noted that none of 
the acquisition transactions or subject target companies reviewed is identical to the merger or Florida Public 
Utilities, respectively, and that, accordingly, the analysis of such acquisition transactions necessarily involves 
complex considerations and judgments concerning differences in the business, operating and financial 
characteristics of each subject target company and each acquisition transaction and other factors that affect the 
values implied in such acquisition transactions. 

For each transaction, Baird calculated the implied equity purchase price (defined as the purchase price per 
share of each target company's common stock multiplied by the total number of diluted common shares 
outstanding of such company, including gross shares issuable upon the exercise of stock options and warrants, less 
assumed option and warrant proceeds, or alternatively defined as the value attributable to the equity of a target 
company). In addition, Baird calculated the implied total purchase price (defined as the equity purchase price plus 
the book value of each target company's total debt, preferred stock and minority interests, less cash, cash 
equivalents and marketable securities). Baird calculated the multiples of each target company's implied total 
purchase price to its LTM EBITDA. Baird also calculated multiples of each target company's implied equity 
purchase price to its LTM net income and book value. In addition, Baird calculated the acquisition premiums paid 
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in such transactions where the. target companies were publicly traded. Baird then compared the tran."action 
multiples and premiums implied in the merger with the corresponding acquisition transaction multiples and 
premiums for the selected acquisition transactions. Stock market and historical financial information for the selected 
transaction was based on publicly available information as of the closing date of each respective transaction. In 
addition, Baird calculated a reference range of implied per share equity values of Florida Public Utilities' common 
stock of $9.64 to $32.92 per share based on the acquisition transaction multiples of the selected acquisition 
transactions and compared such values to the per share equity purchase price of $12.44 per share. Baird compared 
the implied per share equity values with the per share equity purchase price implied in the merger in concluding 
that the consideration was fair to the holders of Chesapeake's common stock from a financial point of view. 

Discounted Cash Flow Analysis. Baird performed a discounted cash flow analysis utilizing Florida 
Public Utilities' projected unlevered free cash flows (defined as net income excluding after-tax net interest, 
plus depreciation and amortization, less capital expenditures and increases in net working capital, plus/minus 
changes in other operating and investing cash flows) from 2009 to 2013, as provided by Chesapeake's senior 
management. In such analysis, Baird calculated the present values of the unlevered free cash flows from 2009 
to 2013 by discounting such amounts at rates ranging from 11.0% to 13.0%. Baird calculated the present 
values of the free cash flows beyond 2013 by assuming terminal values ranging from 8.0x to 10.Ox year 2013 
EBITDA and discounting the resulting terminal values at rates ranging from 11.0% to 13.0%. Baird compared 
the resulting implied per share reference equity values of $9.44 to $15.57 per share with the $12.44 per share 
equity purchase price implied in the merger in concluding that the consideration was fair to the holders of 
Chesapeake's common stock from a financial point of view. 

Miscellaneous. Pursuant to the terms of Baird's engagement, Chesapeake has agreed to pay Baird (a) a 
fee of $450,000 upon the delivery of its opinion to the Chesapeake board of directors and (b) a transaction fee 
of $300,000, all of which is contingent and payable only if the merger is completed. In the event Chesapeake 
receives a termination fee (see "The Merger Agreement - Termination of Merger Agreement"), Chesapeake 
will pay Baird $300,000 of such termination fee. Chesapeake also has agreed to reimburse Baird for 
reasonable expenses incurred by Baird in performing its services and to indemnify Baird and related persons 
and entities against certain liabilities arising out of Baird's engagement. 

Chesapeake retained Baird based upon Baird's industry and transactional experience and expertise and Baird's 
knowledge of Chesapeake. Baird is an internationally recognized investment banking and advisory firm. Baird, as 
part of its investment banking business, is regularly engaged in the valuation of businesses and securities in 
connection with mergers and acquisitions, negotiated underwritings, competitive biddings, secondary distributions 
of listed and unlisted securities, private placements and valuations for corporate and other purposes. 

Baird has, in the past, provided financial advisory services to Chesapeake, for which it received its 
.customary compensation. Specifically, Baird served as lead underwriter for Chesapeake's $20 million follow­
on equity offering in November 2006 .. Baird has also regularly consulted with Chesapeake on an informal 
basis on general corporate finance and strategic matters, and may be engaged by Chesapeake on future 
matters. Since 1997 Baird has also prepared equity analyst research reports regarding Chesapeake and Baird is 
likely to provide such reports in the future. In the ordinary course of business, Baird may actively trade in the 
securities of Chesapeake and Florida Public Utilities for its own account and for the accounts of its customers 
and, accordingly, may at any time hold long or short positions or effect transactions in such securities. 

Recommendation of Florida Public Utilities' Board of Directors and Florida Public Utilities' Reasons for 
the Merger 

After careful consideration, the Florida Public Utilities board of directors has unanimously approved 
the merger agreement and the transactions contemplated thereby and resolved that the merger and 
the other transactions contemplated by the merger agreement are fair, advisable and in the best inter­
ests of the shareholders of Florida Public Utilities. The Florida Public Utilities board of directors rec­
ommends that the shareholders of Florida Public Utilities vote "FOR" the proposal to approve the 
merger agreement and the merger. 

In evaluating the merger agreement, the board consulted with management, the company's legal and 
financial advisors and considered a number of factors, including but not limited to those discussed below. 
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Strategic Considerations. The Florida Public Utilities board of directors considered a number of 
strategic advantages of the merger in comparison to a standalone strategy. These factors included the 
following: 

• the view of the company's prospects and potential future financial performance as an independent 
company and as a combined company; 

• the ability of Florida Public Utilities to compete with its current and potential future competitors within 
its markets, including other larger companies that may have significantly greater resources or market 
presence; and 

• the specific strengths that Chesapeake could bring to a combined company, including significant 
experience in the natural gas and propane distribution businesses as well as in the area of utilities 
regulation. 

Financial Considerations. The board of directors considered the financial terms of the merger based 
on, among other things, the following factors: 

• the financial terms of the transaction, including the fixed exchange ratio of 0.405 of a share of 
Chesapeake common stock for each share of Florida Public Utilities common stock; 

• the fact that the merger consideration represents a premium of approximately 25% above the average 
closing price of Florida Public Utilities common stock over the 15 trading days prior to April 15, 2009, 
the day the exchange ratio was set by the executives of the respective companies; 

• the fact that the merger consideration to be provided to Florida Public Utilities shareholders will allow 
those shareholders to continue to participate as shareholders in the combined company; 

• the current and historical financial condition and results of operations of Florida Public Utilities and of 
Chesapeake; 

• future cash needs of Florida Public Utilities potentially requiring the company to raise substantial funds 
to meet environmental remediation and pension funding needs in an unstable and uncertain capital 
market; 

• the financial analyses reviewed and discussed with the board of directors of Florida Public Utilities by 
representatives of Houlihan Lokey, as well as the oral opinion of Houlihan Lokey rendered to the board 
of directors (which was later confirmed in writing by delivery of Houlihan Lokey's written opinion 
dated the same date) with respect to the fairness, from a financial point of view, to the holders of 
Florida Public Utilities common stock of the exchange ratio provided for in the proposed merger 
pursuant to the merger agreement; and 

• the expected treatment of the merger as a tax-free reorganization under the U.S. federal income tax 
code. 

Other considerations. The board of Florida Public Utilities also considered the following: 

• the structure of the transaction as a merger, requiring approval by Florida Public Utilities shareholders, 
which would result in detailed public disclosure and a relatively lengthy period of time prior to 
completion of the merger during which an unsolicited proposal could be brought forth; 

• the merger agreement permits Florida Public Utilities, under certain circumstances, to provide informa­
tion to, and engage in discussions with, a third party that makes an unsolicited, bona fide acquisition 
proposal and to terminate the merger agreement to accept a superior proposal; 

• the judgment of the Florida Public Utilities board of directors that, although certain terms of the merger 
agreement - including the $3.4 million termination fee - may make it more costly for a third party to 
effect a superior proposal, those terms should not preclude a third party with the financial ability to 
complete a transaction from proposing an acquisition proposal given that $3.4 million represents a 
relatively small portion of the aggregate consideration that would be payable under the terms of any 
superior proposal; 

• the fiduciary duties of the Florida Public Utilities board of directors; 
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• the agreement of Chesapeake to maintain a number of specified benefit plans which the Florida Public 
Utilities board believed would increase the likelihood of a successful integration and operation of the 
combined company; and 

• Chesapeake common stock provides Florida Public Utilities' common shareholders with a more actively 
traded and liquid security, and provides the potential for risk mitigation through combining with a 
larger company with greater financial and other resources. 

Consideration of Risks and Other Potentially Adverse Factors. The Florida Public Utilities board of 
directors considered a variety of risks and other potentially adverse factors concerning the merger, including, 
but not limited, to the following: 

• the price of Chesapeake common stock at the time of closing could be lower than the price as of the 
time of signing the merger agreement and accordingly, the value of the consideration received by the 
Florida Public Utilities common shareholders in the merger could be less than the value as of the date 
of the merger agreement; 

• the expected synergies and other benefits of the merger might not be fully achieved or may not be 
achieved within the timeframes expected; 

• the conditions to closing the merger, including regulatory approval; 

• the risks of the type and nature described above under "Risk Factors" beginning on page 19; 

• the merger may not be completed as the result of material adverse conditions imposed by regulatory 
authorities or otherwise; 

• certain provisions of the merger agreement may have the effect of discouraging acquisition proposals 
from third parties; 

• that Florida Public Utilities would be required to pay a termination fee 	of $3.4 million to Chesapeake if 
the merger agreement is terminated under certain circumstances; 

• the potential for diversion of management and employee attention during the pendency of the merger 
agreement and merger and the potential effect on Florida Public Utilities' business and relations with 
customers; and 

• the fees and expenses to be incurred by Florida Public Utilities in completing the merger. 

The above discussion of the factors considered by the board of Florida Public Utilities is not meant to be 
an exhaustive list, but does include the material factors considered by the board in determining that the merger 
is fair to its shareholders and in their best interests. The board did not quantify or assign any relative or 
specific weight to the various factors that it considered. Rather, the board based its recommendation on the 
totality of the information presented to and considered by it. In addition, individual members of the Florida 
Public Utilities board of directors may have given no weight or different weight to different factors. 

Opinion of Florida Public Utilities' Financial Advisor 

On April 17, 2009, Houlihan Lokey rendered its oral opinion to the board of directors of Florida Public 
Utilities (which was subsequently confirmed in writing by delivery of Houlihan Lokey's written opinion dated 
the same date) to the effect that, as of April 17, 2009, the exchange ratio provided for in the proposed merger 
pursuant to the merger agreement was fair to holders of Florida Public Utilities common stock from a financial 
point of view. 

Houlihan Lokey's opinion was directed to the board of directors of Florida Public Utilities and only 
addressed the fairness, from a financial point of view, to the holders of Florida Public Utilities common 
stock of the exchange ratio provided for in the proposed merger pursuant to the merger agreement, and 
did not address any aspect or implication of the proposed merger. The summary of Houlihan Lokey's 
opinion in this joint proxy statement/prospectus is qualified in its entirety by reference to the full text of 
its written opinion, which is included as Annex C to this joint proxy statement/prospectus and sets forth 
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the procedures followed, assumptions made, qualifications and limitations on the review undertaken and 
other matters considered by Houlihan Lokey in preparing its opinion. However, neither Houlihan 
Lokey's written opinion nor the summary of its opinion and the related analyses set forth in this joint 
proxy statement/prospectus are intended to be, and they do not constitute, advice or a recommendation 
to any shareholder as to how such shareholder should act or vote with respect to any matter relating to 
the merger. 

In arriving at its opinion, Houlihan Lokey: 

• reviewed a draft, dated April 15,2009, of the merger agreement; 

• reviewed certain publicly available business and financial information relating to Florida Public Utilities 
and Chesapeake that Houlihan Lokey deemed to be relevant; 

• reviewed certain information relating to the current and future operations, financial condition and 
prospects of Florida Public Utilities and Chesapeake made available to Houlihan Lokey by the 
managements of Florida Public Utilities and Chesapeake, respectively, including financial projections 
prepared by the managements of Florida Public Utilities and Chesapeake relating to the future financial 
performance of Florida Public Utilities and Chesapeake, respectively; 

• spoke with certain members of the managements of Florida Public Utilities and Chesapeake and certain 
of their representatives and advisors regarding the respective businesses, operations, financial condition 
and prospects of Florida Public Utilities and Chesapeake, the proposed merger and related matters; 

• compared the financial and operating performance of Florida Public Utilities and Chesapeake with that 
of other public companies that Houlihan Lokey deemed to be relevant; 

• reviewed the current and historical market prices and trading volume for Florida Public Utilities' and 
Chesapeake's publicly traded securities, and the historical market prices and certain financial data of 
the publicly traded securities of certain other companies that Houlihan Lokey deemed to be relevant; 

• compared the relative contributions of Florida Public Utilities and Chesapeake to estimates of certain 
financial statistics of the combined company resulting from the proposed merger on a pro forma basis; 

• reviewed certain potential pro forma financial effects of the proposed merger; and 

• conducted such other financial studies, analyses and inquiries and considered such other information 
and factors as Houlihan Lokey deemed appropriate. 

Houlihan Lokey relied upon and assumed, without independent verification, the accuracy and complete­
ness of all data, material and other information furnished, or otherwise made available, to Houlihan Lokey, 
discussed with or reviewed by Houlihan Lokey, or publicly available, and did not assume any responsibility 
with respect to such data, material and other information. In addition, managements of Florida Public Utilities 
and Chesapeake advised Houlihan Lokey, and Houlihan Lokey assumed, that the financial projections reviewed 
by Houlihan Lokey were reasonably prepared in good faith on bases reflecting the best currently available 
estimates and judgments of such managements as to the future financial results and condition of Florida Public 
Utilities and Chesapeake, and Houlihan Lokey expressed no opinion with respect to such projections or the 
assumptions on which they were based. Houlihan Lokey relied upon and assumed, without independent 
verification, that there had been no material change in the business, assets, liabilities, financial condition, 
results of operations, cash flows or prospects of Florida Public Utilities or Chesapeake since the date of the 
most recent financial statements provided to Houlihan Lokey, and that there was no information or any facts 
that would make any of the information reviewed by Houlihan Lokey incomplete or misleading. Houlihan 
Lokey did not consider any aspect or implication of any transaction to which Florida Public Utilities or 
Chesapeake may be a party (other than as specifically described in the opinion with respect to the merger). 

Houlihan Lokey relied upon and assumed, without independent verification, that (a) the representations 
and warranties of all parties to the merger agreement and all other related documents and instruments that are 
referred to therein were true and correct, (b) each party to the merger agreement and other related documents 
and instruments would fully and timely perform all of the covenants and agreements required to be performed 
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by such party, (c) all conditions to the consummation of the proposed merger would be satisfied without 
waiver thereof, and (d) the proposed merger would be consummated in a timely manner in accordance with 
the terms described in the agreements and documents provided to Houlihan Lokey, without any amendments 
or modifications thereto. Houlihan Lokey also assumed, with Florida Public Utilities' consent, that the 
proposed merger would be treated as a tax-free reorganization for United States federal income tax purposes. 
Houlihan Lokey also relied upon and assumed, without independent verification, that (i) the proposed merger 
would be consummated in a manner that complies in all respects with all applicable federal and state statutes, 
rules and regulations, and (ii) all governmental, regulatory, and other consents and approvals necessary for the 
consummation of the proposed merger would be obtained and that no delay, limitations, restrictions or 
conditions would be imposed or amendments, modifications or waivers made that would result in the 
disposition of any material portion of the assets of Florida Public Utilities or Chesapeake, or otherwise have 
an adverse effect on Florida Public Utilities or Chesapeake or any expected benefits of the proposed merger. 
In addition, Houlihan Lokey relied upon and assumed, without independent verification, that the final form of 
the merger agreement would not differ in any material respect from the draft of the merger agreement 
identified above. 

Furthermore, in connection with its opinion, Houlihan Lokey was not requested to make, and did not 
make, any physical inspection or independent appraisal of any of the assets, properties or liabilities (fixed, 
contingent, derivative, off-balance-sheet or otherwise) of Florida Public Utilities, Chesapeake or any other 
party, nor was Houlihan Lokey provided with any such appraisal. Houlihan Lokey did not estimate, and 
expressed no opinion regarding, the liquidation value of any entity. Houlihan Lokey undertook no independent 
analysis of any potential or actual litigation, regulatory action, possible unasserted claims or other contingent 
liabilities, to which Florida Public Utilities or Chesapeake is or may be a party or is or may be subject, or of 
any governmental investigation of any possible unasserted claims or other contingent liabilities to which 
Florida Public Utilities or Chesapeake is or may be a party or is or may be subject. 

Houlihan Lokey was not requested to, and did not, solicit indications of interest from, third parties with 
respect to the proposed merger, the assets, businesses or operations of Florida Public Utilities, or any 
alternatives to the proposed merger. Houlihan Lokey's opinion was necessarily based on financial, economic, 
market and other conditions as in effect on, and the information made available to Houlihan Lokey as of, the 
date of its opinion. Houlihan Lokey's opinion was rendered during a period of unusual volatility in the 
financial markets and necessarily assumed the absence of further material changes in the financial, economic 
and market conditions from those prevailing on the date of Houlihan Lokey's opinion. Houlihan Lokey did not 
undertake, and is under no obligation, to update, revise, reaffirm or withdraw its opinion, or otherwise 
comment on or consider events occurring after the date of its opinion. Houlihan Lokey did not express any 
opinion as to what the value of Chesapeake common stock actually will be when issued pursuant to the 
proposed merger or the price or range of prices at which Florida Public Utilities common stock or Chesapeake 
common stock may be purchased or sold at any time. Houlihan Lokey assumed that the shares of Chesapeake 
common stock to be issued in the proposed merger would be listed on the New York Stock Exchange. 

Houlihan Lokey's opinion was furnished for the use and benefit of the board of directors of Florida Public 
Utilities in connection with its consideration of the proposed merger and may not be used for any other purpose 
without Houlihan Lokey's prior written consent. Houlihan Lokey has consented to the disclosure of its opinion in 
this proxy statement/prospectus. Houlihan Lokey's opinion should not be construed as creating any fiduciary duty 
on Houlihan Lokey's part to any party. Houlihan Lokey's opinion is not intended to be, and does not constitute, a 
recommendation to the board of directors of Florida Public Utilities, any security holder of Florida Public Utilities 
or any other person as to how to act or vote with respect to any matter relating to the proposed merger. 

Houlihan Lokey's opinion only addressed whether the exchange ratio provided for in the proposed merger 
pursuant to the merger agreement is fair to the holders of Florida Public Utilities common stock from a 
financial point of view. Houlihan Lokey was not requested to opine as to, and its opinion did not in any 
manner address, among other things: (i) the underlying business decision of Florida Public Utilities, 
Chesapeake, their respective security holders or any other party to proceed with or effect the proposed merger 
or the value of the consideration to be received by the holders of Florida Public Utilities common stock in the 
proposed merger as compared to the value of the consideration that could be obtained pursuant to any 
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alternative transaction that may exist for Florida Public Utilities, (ii) the terms of any arrangements, 
understandings, agreements or documents related to, or the form or any other portion or aspect of, the 
proposed merger or otherwise (other than the exchange ratio to the extent expressly specified herein), (iii) the 
fairness of any portion or aspect of the proposed merger to the holders of any class of securities, creditors or 
other constituencies of Florida Public Utilities or Chesapeake, or to any other party, except as set forth in its 
opinion, (iv) the relative merits of the proposed merger as compared to any alternative business strategies that 
might exist for Florida Public Utilities, Chesapeake or any other party or the effect of any other transaction in 
which Florida Public Utilities, Chesapeake or any other party might engage, (v) the fairness of any portion or 
aspect of the proposed merger to anyone class or group of Florida Public Utilities' or any other party's 
security holders vis-a.-vis any other class or group of Florida Public Utilities' or such other party's security 
holders (including without limitation the allocation of any consideration amongst or within such classes or 
groups of security holders), (vi) whether or not Florida Public Utilities, Chesapeake, their respective security 
holders or any other party is receiving or paying reasonably equivalent value in the proposed merger, (vii) the 
solvency, creditworthiness or fair value of Florida Public Utilities, Chesapeake or any other participant in the 
proposed merger under any applicable laws relating to bankruptcy, insolvency, fraudulent conveyance or 
similar matters, or (viii) the fairness, financial or otherwise, of the amount or nature of any compensation to or 
consideration payable to or received by any officers, directors or employees of any party to the proposed 
merger, any class of such persons or any other party, relative to the exchange ratio or otherwise. Furthermore, 
no opinion, counselor interpretation is intended in matters that require legal, regulatory, accounting, insurance, 
tax or other similar professional advice. It is assumed that such opinions, counselor interpretations have been 
or will be obtained from the appropriate professional sources. Furthermore, Houlihan Lokey relied, with 
Florida Public Utilities' consent, on the assessment by Florida Public Utilities, Chesapeake and their respective 
advisors, as to all legal, regulatory, accounting, insurance and tax matters with respect to Florida Public 
Utilities, Chesapeake and the proposed merger. The issuance of Houlihan Lokey's opinion was approved by a 
committee of Houlihan Lokey authorized to approve opinions of this nature. 

In preparing its opinion to the board of directors of Florida Public Utilities, Houlihan Lokey performed a 
variety of analyses, including those described below. The summary of Houlihan Lokey's valuation analyses 
described below is not a complete description of the analyses underlying Houlihan Lokey's opinion. The 
preparation of a fairness opinion is a complex process involving various quantitative and qualitative judgments 
and determinations with respect to the financial, comparative and other analytic methods employed and the 
adaptation and application of those methods to the unique facts and circumstances presented. As a 
consequence, neither Houlihan Lokey's opinion nor the analyses underlying its opinion are readily susceptible 
to partial analysis or summary description. Houlihan Lokey arrived at its opinion based on the results of all 
analyses undertaken by it and assessed as a whole and did not draw, in isolation, conclusions from or with 
regard to any individual analysis, analytic method or factor. Accordingly, Houlihan Lokey believes that its 
analyses must be considered as a whole and that selecting portions of its analyses, analytic methods and 
factors, without considering all analyses and factors or the narrative description of the analyses, could create a 
misleading or incomplete view of the processes underlying its analyses and opinion. 

In performing its analyses, Houlihan Lokey considered business, economic, industry and market 
conditions, financial and otherwise, and other matters as they existed on, and could be evaluated as of, the 
date of its opinion. No company, transaction or business used in Houlihan Lokey's analyses for comparative 
purposes is identical to Florida Public Utilities or the proposed merger. While the results of each analysis were 
taken into account in reaching its overall conclusion with respect to fairness, Houlihan Lokey did not make 
separate or quantifiable judgments regarding individual analyses. The implied valuation reference ranges 
indicated by Houlihan Lokey's analyses are illustrative and not necessarily indicative of actual values or 
predictive of future results or values, which may be significantly more or less favorable than those suggested 
by the analyses. In addition, any analyses relating to the value of assets, businesses or securities do not purport 
to be appraisals or to reflect the prices at which businesses or securities actually may be sold, which may 
depend on a variety of factors, many of which are beyond Chesapeake's and Florida Public Utilities' control 
and the control of Houlihan Lokey. Much of the information used in, and accordingly the results of, Houlihan 
Lokey's analyses are inherently subject to substantial uncertainty. 

56 




Houlihan Lokey's opinion and analyses were provided to the board of directors of Florida Public Utilities 
in connection with its consideration of the proposed merger and Houlihan Lokey's analyses were among many 
factors considered by the board of directors of Florida Public Utilities in evaluating the proposed merger. 
Neither Houlihan Lokey's opinion nor its analyses were determinative of the exchange ratio or of the views of 
the board of directors of Florida Public Utilities or Florida Public Utilities' management with respect to the 
proposed merger. 

The following is a summary of the material valuation analyses performed in connection with the 
preparation of Houlihan Lokey's opinion rendered to the board of directors of Florida Public Utilities on 
April 17, 2009. The analyses summarized below include information presented in tabular format. The tables 
alone do not constitute a complete description of the analyses. Considering the data in the tables below 
without considering the full narrative description of the analyses, as well as the methodologies underlying and 
the assumptions, qualifications and limitations affecting each analysis, could create a misleading or incomplete 
view of Houlihan Lokey's analyses. 

For purposes of its analysis, Houlihan Lokey reviewed a number of financial metrics including: 

EBIT - generally the amount of the relevant company's earnings before interest and taxes for a 
specified time period. 

EBITDA - generally the amount of the relevant company's earnings before interest, taxes, depreci­
ation, and amortization for a specified time period. 

Unless the context indicates otherwise, equity values used in the selected companies analysis described 
below were calculated using the closing price of the common stock of the selected companies listed below as 
of April 16,2009. Estimates of Net Income for Florida Public Utilities for the fiscal years ending December 31, 
2009 and December 31, 2010 were based on estimates provided by Florida Public Utilities' management. 
Estimates of Net Income for Chesapeake for fiscal years ending December 31, 2009 and December 31, 2010 
were based on estimates provided by Chesapeake's management. Estimates of Net Income for the selected 
companies listed below for the fiscal years ending December 31, 2009 and December 31, 2010 were based on 
publicly available research analyst estimates for those companies. 

Selected Companies Analysis 

Houlihan Lokey calculated the multiples of equity value to Net Income and certain other financial data 
for selected companies in the utilities industry. 

The calculated multiples included: 

• Equity Value as a multiple of last twelve months (LTM) Net Income; 

• Equity Value as a multiple of 2009E Net Income; and 

• Equity Value as a multiple of 20 I OE Net Income. 

The following companies were selected because they were deemed to be similar to Florida Public Utilities 
or Chesapeake in one or more respects which included nature of business, size, diversification, financial 
performance and geographic concentration. No specific numeric or other similar criteria were used to select 
the selected companies and all criteria were evaluated in their entirety without application of definitive 
qualifications or limitations to individual criteria. As a result, a significantly larger or smaller company with 
substantially similar lines of businesses and business focus may have been included while a similarly sized 
company with less similar lines of business and greater diversification may have been excluded. Houlihan 
Lokey identified a sufficient number of companies for purposes of its analysis but may not have included all 
companies that might be deemed comparable to Florida Public Utilities or Chesapeake as applicable. 

The selected companies for Florida Public Utilities were: 

• Atmos Energy Corp. 

• AGL Resources Inc. 
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• TECD Energy Inc, 

• Progress Energy Inc. 

• Centerpoint Energy Inc. 

The selected companies analysis for Florida Public Utilities indicated the following high, low, median and 
mean multiples for the selected utility companies: 

Multiple Description High Low Median Mean 

Equity Value as a multiple of: 
LTM Net Income .................................... 14.0x 8.2x 11.8x 11.2x 


2009E Net Income .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. 11.6x 9.5x 1O.3x lO.5x 

2010E Net Income. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1O.7x 8.2x 9.5x 9.6x 

The selected companies for Chesapeake were: 

• Atmos Energy Corp. 

• AGL Resources Inc. 

• Piedmont Natural Gas Co. Inc. 

• WGL Holdings Inc. 

• Laclede Group Inc. 

• New Jersey Resources Corp. 

• NiSource Inc. 

The selected companies analysis for Chesapeake indicated the following high, low, median and mean 
multiples for selected utility companies: 

Multiple Description Low Median Mean 

Equity Value as a multiple of: 
LTM Net Income. . . . . . . . . . . . . . . . . . .. ............... 17.2x 7.6x 12.0x 11.9x 

2009E Net Income. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. 16.7x 10.Ox 12.8x 12.7x 

20lOE Net Income. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. 15.Ix 9.5x 12.lx 11.9x 

Houlihan Lokey applied multiple ranges based on the selected companies analysis to corresponding 
financial data for Florida Public Utilities, including estimates of 2009 Net Income and 2010 Net Income 
provided by Florida Public Utilities' management, and corresponding data for Chesapeake, including estimates 
of 2009 Net Income and 2010 Net Income provided by Chesapeake's management. The selected companies 
analysis indicated (i) an implied exchange ratio reference range of 0.2707 to 0.3712 based on the LTM 
adjusted Net Income for Florida Public Utilities and Chesapeake, (U) an implied exchange ratio reference 
range of 0.2811 to 0.3836 based on the 2009E Net Income for Florida Public Utilities and Chesapeake, and 
(iii) an implied exchange ratio reference range of 0.3091 to 0.4533 based on the 20lOE Net Income of both 
Florida Public Utilities and Chesapeake, in each case as compared to the 0.405 exchange ratio provided for in 
the proposed merger. 

Discounted Cash Flow Analysis 

Houlihan Lokey also calculated the net present value of each of Florida Public Utilities' and Chesapeake's 
unlevered, after-tax cash flows based on projections provided by managements of Florida Public Utilities and 
Chesapeake. In performing a discounted cash flow analysis with respect to Florida Public Utilities, Houlihan 
Lokey applied discount rates ranging from 8.25% to 8.75% based on Florida Public Utilities' estimated 
weighted average cost of capital and perpetuity growth rates ranging from 2.25% to 2.75%. In addition, based 
on information provided by management of Florida Public Utilities, Houlihan Lokey treated a non-operating 
receivable from the sale of Florida Public Utilities' water assets in 2003 as having a value of $5.5 million. In 
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performing a discounted cash flow analysis with respect to Chesapeake, Houlihan Lokey applied discount rates 
ranging from 8.75% to 9.25% based on Chesapeake's estimated weighted average cost of capital and 
perpetuity growth rates ranging from 2.50% to 3.00%. The discounted cash flow analyses indicated an implied 
exchange ratio reference range of 0.2581 to 0.4743, as compared to the 0.405 exchange ratio provided for in 
the proposed merger. 

Other Considerations 

Contribution Analysis. Houlihan Lokey also reviewed the respective contributions of Florida Public 
Utilities and Chesapeake to various financial metrics for the pro forma combined entity resulting from the 
proposed merger, without giving effect to any cost savings or synergies. This analysis indicated the following 
relative contributions of Florida Public Utilities relative to the pro forma ownership of Florida Public Utilities' 
shareholders in the combined entity resulting from the proposed merger: 

Florida Public Implied Pro Forma 

Utilities Florida Public 


Contribution Utilities Ownership 


LTMEBITDA ...................................... . 31.5% 26.3% 

2oo9E EBITDA ..................................... . 31.7% 26.3% 

LTMEBIT ........................................ . 23.4% 26.3% 

2oo9E EBIT ....................................... . 25.1% 26.3% 

Net Property Plant and Equipment ....................... . 31.9% 26.3% 

LTM Net Income .................................... . 20.5% 26.3% 

2009E Net Income ................................... . 23.4% 26.3% 


Historical Trading Ratio. Houlihan Lokey also noted the following historical trading ratios of Florida 
Public Utilities common stock and Chesapeake common stock as of April 16,2009, as compared to the 0.405 
exchange ratio provided for in the proposed merger: 

Share Prices 
Florida Public Historical 

Stock Price Utilities Chesapeake Trading Ratio 

Current .................................... . $10.49 $30.78 0.3408 

5-Day Trading Avg ............................ . $10.15 $30.60 0.3318 

10-Day Trading Avg........................... . $ 9.93 $30.27 0.3280 

15-Day Trading Avg........................... . $ 9.89 $30.33 0.3260 

30-Day Avg ................................. . $ 9.75 $29.80 0.3272 

6O-Day Avg................................. . $ 9.70 $27.93 0.3474 

90-Day Avg ................................. . $ 9.86 $28.17 0.3501 

180-Day Avg. . .............................. . $10.08 $29.19 0.3452 

I-Year Avg.................................. . $11.03 $28.97 0.3809 

2-Year Avg .................................. . $11.50 $30.68 0.3747 

Other Matters 

Florida Public Utilities engaged Houlihan Lokey pursuant to a letter agreement dated as of March 14, 
2008 to act as Florida Public Utilities' financial advisor in connection with the proposed merger. Florida 
Public Utilities engaged Houlihan Lokey based on Houlihan Lokey's experience and reputation. Houlihan 
Lokey is regularly engaged to render financial opinions in connection with mergers and acquisitions, financial 
restructurings, tax matters, ESOP and ERISA matters, corporate planning, and for other purposes. Houlihan 
Lokey acted as financial advisor to Florida Public Utilities in connection with the proposed merger and will 
receive a fee of $600,000 upon the consummation of the proposed merger. In addition, Houlihan Lokey has 
already received a $50,000 retainer and a $250,000 fee for rendering its opinion, which fees were not 
contingent upon the successful completion of the proposed merger. Florida Public Utilities has also agreed to 
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reimburse certain of Houlihan Lokey's expenses and to indemnify Houlihan Lokey and certain related parties 
for certain potential liabilities arising out of its engagement. 

Houlihan Lokey and its affiliates may in the future provide investment banking, financial advisory and 
other financial services to Florida Public Utilities, Chesapeake and other participants in the proposed merger 
and certain of their respective affiliates for which Houlihan Lokey and such affiliates may receive compensa­
tion. In the ordinary course of business, certain of Houlihan Lokey's affiliates, as well as investment funds in 
which they may have financial interests, may acquire, hold or sell, long or short positions, or trade or 
otherwise effect transactions, in debt, equity, and other securities and financial instruments (including loans 
and other obligations) of, or investments in, Florida Public Utilities, Chesapeake, or any other party that may 
be involved in the proposed merger and their respective affiliates or any currency or commodity that may be 
involved in the proposed merger. 

Forward-Looking Financial Information 

The forward-looking financial information presented below is not intended to be added together, and 
adding the forward-looking financial information for the two companies would not represent the results the 
combined company will achieve if the merger is completed. 

Chesapeake FOlWard-Looking Financial Information 

Chesapeake does not as a matter of course make public projections of future earnings, profitability or 
other results. However, in the course of its discussions with Florida Public Utilities leading up to the execution 
of the merger agreement, Chesapeake provided Florida Public Utilities, on a confidential basis, with some 
operating and financial information which was not publicly available. The information provided to Florida 
Public Utilities and to both Chesapeake's and Florida Public Utilities' financial advisors included forward­
looking financial information for years 2009 through 2013, portions of which were used by Florida Public 
Utilities and the financial advisors. The forward-looking financial information was prepared, in November of 
2008, based upon projections developed by Chesapeake through a regular planning and forecasting process 
that was solely for internal use. The forward-looking financial information provided to Florida Public Utilities 
and summarized below was not prepared with a view toward public disclosure or with a view toward 
complying with accounting principles generally accepted in the United States of America, the published 
guidelines of the Securities and Exchange Commission (the "SEC") regarding projections or the guidelines 
established by the American Institute of Certified Public Accountants with respect to prospective financial 
information. While Chesapeake's management believes that the information was prepared on a reasonable 
basis and reflected the best available estimates and judgments at the time of its preparation, the inclusion of 
this information should not be regarded as an indication that any of Chesapeake, Florida Public Utilities or 
any other recipient of this information considered, or now considers, it to be necessarily predictive of actual 
future results. The forward-looking financial information provided to Florida Public Utilities has not been 
updated, and readers of this joint proxy statementJprospectus are cautioned not to rely on this forward-looking 
financial information. The information is being included in this joint proxy statementJprospectus because it 
was provided to the financial advisors for Chesapeake and Florida Public Utilities and was relied upOn by 
them in connection with their analyses of the proposed transaction. 

Neither Chesapeake's independent auditors, nor any other independent accountants, have compiled, 
examined, or performed any procedures with respect to the forward-looking financial information contained 
herein, nor have they expressed any opinion or any other form of assurance on such information or its 
achievability, and assume no responsibility for the forward-looking financial information. 
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The following table presents forward-looking financial infonnation of Chesapeake for years 2009 through 
2013 (in thousands, except per share data) which was provided to and relied upon by each of the financial 
advisors of Chesapeake and Florida Public Utilities. 

For the Year Ending December 31, 
2009 2010 2011 2012 2013 

Gross Margin .................... $99,940 $106,347 $111,697 $117,152 $122,359 
EBITDA ....................... $43,418 $ 47,119 $ 50,351 $ 52,921 $ 55,240 
Operating Income ................ $31,981 $ 34,907 $ 37,464 $ 39,359 $ 41,003 
Net Income ..................... $14,529 $ 15,763 $ 16,765 $ 17,958 $ 19,047 
Earnings per Share ................ $ 2.096 $ 2.197 $ 2.301 $ 2.426 $ 2.532 
Capital Expenditures .............. $34,776 $ 30,977 $ 29,155 $ 28,003 $ 29,153 

EBITDA stands for earnings before interest, taxes, depreciation and amortization. Gross margin and 
EBITDA are non-GAAP financial measures that Chesapeake's management uses to measure business perfor­
mance. Chesapeake defines gross margin as operating revenue less the cost of sales including the purchased 
cost of natural gas and propane and the cost of labor spent on direct revenue-producing activities. Chesapeake 
calculates EBITDA by adding back depreciation and amortization expense and depreciation and accretion 
included in other operating costs to operating income. 

The Chesapeake forward-looking financial infonnation was based upon various assumptions, including 
the following principal assumptions: 

• Nonnal weather in the forward-looking periods; 

• Continued capital investments and related increases in earnings from those investments; 

• No significant changes to economic or industry conditions in Chesapeake's markets; 

• No significant regulatory changes to Chesapeake's rates and/or markets; 

• Chesapeake's rate-regulated utility operations earning approximately their respective authorized rates of 
return or seeking rate actions that enable them to earn approximately their respective authorized rates 
of return; and 

• Customer growth consistent with Chesapeake's past experience. 

The estimates and assumptions underlying the forward-looking financial infonnation are inherently 
uncertain and, though considered reasonable by the "management of Chesapeake as of the date of its 
preparation, are subject to a wide variety of significant financial, operational, regulatory, legal and environ­
mental risks and uncertainties that could cause actual results to differ materially from those contained in the 
forward-looking financial infonnation. See "Risk Factors" beginning on page 19. Accordingly, there can be no 
assurance that the forward-looking results are indicative of the future perfonnance of Chesapeake or that 
actual results will not differ materially from those presented in the forward-looking financial infonnation. 
Inclusion of the forward-looking financial infonnation in this joint proxy statement/prospectus should not be 
regarded as a representation by any person that the results contained in the forward-looking financial 
infonnation will be achieved. 

See "Cautionary Statement Regarding Forward-Looking Statements" beginning on page 30. 

Chesapeake does not generally publish its business plans and strategies or make external disclosures of its 
anticipated financial position or results of operations. Accordingly, Chesapeake does not intend to update or 
otherwise revise the forward-looking financial infonnation to reflect circumstances existing since its prepara­
tion or to reflect the occurrence of unanticipated events, even in the event that any or all of the underlying 
assumptions are shown to be in error. Furthennore, Chesapeake does not intend to update or revise the 
forward-looking financial infonnation to reflect changes in general economic or industry conditions. 
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The information concerning forward-looking financial information provided by Chesapeake is not 
included in this joint proxy statement/prospectus in order to induce any shareholder to vote in favor of the 
merger agreement or to acquire securities of Chesapeake. 

Florida Public Utilities Forward-Looking Financial Information 

Florida Public Utilities does not as a matter of course make public projections of future earnings, 
profitability or other results. However, in the course of its discussions with Chesapeake leading up to the 
execution of the merger agreement, Florida Public Utilities provided, on a confidential basis, to Chesapeake 
and to both Chesapeake's and Florida Public Utilities' financial advisors some business and financial 
information which was not publicly available, including certain projections. The information prepared in April 
of 2009 and provided to the parties included forward-looking financial information for years 2009 through 
2013 based upon projections developed by Florida Public Utilities through a regular budgeting process solely 
for internal use. The following table presents forward-looking financial information of Florida Public Utilities 
for years 2009 through 2013 provided to and relied upon by Florida Public Utilities' financial advisor in 
rendering its fairness opinion (in thousands, except per share data). 

For the Year Ending December 31, 
2009 2010 2011 2012 2013 

Gross Profit ........................ $55,740 $56,460 $58,708 $61,374 $63,868 

EBITDA ........................... $20,151 $22,506 $23,097 $23,813 $24,337 

Operating Income .................... $10,733 $12,789 $12,997 $13,315 $13,426 

Net Income ......................... $ 4,435 $ 5,542 $ 5,661 $ 5,827 $ 6,008 

Earnings per Share ................... $ 0.72 $ 0.89 $ 0.91 $ 0.93 $ 0.95 
Capital Expenditures .................. $14,402 $19,218 $15,811 $14,444 $14,579 

Gross profit is a financial measure defined as operating revenue less the cost of sales including the 
purchased cost of natural gas, electricity and propane and the cost of labor spent on direct revenue-producing 
activities. Gross profit is a comparable financial measure as gross margin used by Chesapeake in measuring 
business performance. EBITDA is a non-GAAP financial measure and Florida Public Utilities defines EBITDA 
as operating income before depreciation and amortization. The operating income excludes the merchandise 
and service revenue and related expenses, as we]] as interest expense. Florida Public Utilities' EBITDA 
presented above is a comparable financial measure to EBITDA used by Chesapeake. 

The Florida Public Utilities forward-looking financial information provided to Chesapeake was based 
upon various aSsumptions, including the following principal assumptions: 

• Normal weather in the forward-looking periods; 

• Successful outcome of electric and natural gas rate increase proceedings in 2008 and 2009; 

• No significant changes to economic or industry conditions in Florida Public Utilities' markets; 

• No significant regulatory changes to Florida Public Utilities' rates, except for the current rate 
proceedings, or markets; 

• Amending the pension plan in 2009 to freeze compensation rates at the 2009 levels and providing two 
additional service years in an effort to reduce anticipated future pension expenses; and 

• No significant change in environmental contingencies. 

In connection with discussions concerning the merger, Chesapeake prepared separate forward-looking 
financial information for Florida Public Utilities for years 2009 through 2013 solely for internal use. Since 
Chesapeake operates in similar businesses as Florida Public Utilities and is familiar with the Florida regulatory 
environment with regard to the natural gas business, Chesapeake formulated its own assumptions about market 
conditions, the timing, necessity and outcome of current and future rate proceedings. Although Chesapeake 
obtained the forward-looking financial information prepared by Florida Public Utilities, Chesapeake and its 
financial advisor used the following Florida Public Utilities forward-looking financial information prepared by 
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Chesapeake, in April of 2009, in their consideration of the merger. The following table presents forward­
looking financial information of Florida Public Utilities for years 2009 through 2013 prepared by Chesapeake 
(in thousands, except per share data). 

For the Year Ending December 31, 
2009 2010 2011 2012 2013 

Gross Profit ........................ $53,900 $56,768 $58,567 $60,484 $62,469 
EBITDA ........................... $18,312 $22,816 $22,957 $22,924 $22,940 
Operating Income .................... $ 8,893 $13,097 $12,856 $12,426 $12,028 
Net Income ......................... $ 3,086 $ 5,623 $ 5,353 $ 5,045 $ 4,774 
Earnings per Share ................... $ 0.499 $ 0.906 $ 0.855 $ 0.799 $ 0.750 
Capital Expenditures .................. $ 9,402 $12,000 $12,000 $12.000 $12,000 

Gross profit and EBITDA in the forward-looking information of Florida Public Utilities prepared by 
Chesapeake have the same definition and meaning as gross profit and EBITDA in the information prepared by 
Florida Public Utilities. 

The forward-looking financial information of Florida Public Utilities prepared by Florida Public Utilities 
and the forward-looking financial information of Florida Public Utilities prepared by Chesapeake were not 
prepared with a view toward public disclosure or with a view toward complying with accounting principles 
generally accepted in the United States of America, the published guidelines of the SEC regarding projections 
or the guidelines established by the American Institute of Certified Public Accountants with respect to 
prospective financial information. While both Florida Public Utilities' management and Chesapeake's manage­
ment believe that its respective information was prepared on a reasonable basis and reflected the best available 
estimates and judgments at the time of its preparation, the inclusion of these sets of information should not be 
regarded as an indication that any of Florida Public Utilities, Chesapeake or any other recipient of this 
information considered, or now considers, them to be necessarily predictive of actual future resJllts. Both of 
the Florida Public Utilities forward-looking financial information have not been updated, and readers of this 
joint proxy statementJprospectus are cautioned not to rely on these sets of forward-looking financial 
information. The information is being included in this joint proxy statementJprospectus because it was 
provided to the financial advisors for Chesapeake and Florida Public Utilities and was relied upon by them in 
connection with their analyses of the proposed transaction. 

Neither Florida Public Utilities' independent auditors, Chesapeake's independent auditors, nor any other 
independent accountants, have compiled, examined, or performed any procedures with respect to the forward­
looking financial information contained herein, nor have they expressed any opinion or any other form of 
assurance on such information or its achievability, and assume no responsibility for the forward-looking 
financial information. 

The estimates and assumptions underlying both sets of the Florida Public Utilities forward-looking 
financial informi:J.tion are inherently uncertain and, though considered reasonable by each management as of 
the date of preparation with respect to the estimates and assumptions underlying the forward-looking financial 
information it prepared, are subject to a wide variety of significant financial, operational, regulatory, legal and 
environmental risks and uncertainties that could cause actual results to differ materially from those contained 
in the forward-looking financial infonnation. See "Risk Factors" beginning on page 19. Accordingly, there can 
be no assurance that the forward-looking results are indicative of the future performance of Florida Public 
Utilities or that actual results will not differ materially from those -presented in the forward-looking financial 
information. Inclusion of the forward-looking financial information in this joint proxy statementJprospectus 
should not be regarded as a representation by any person that the results contained in the forward-looking 
financial information will be achieved. 

See "Cautionary Statement Regarding Forward-Looking Statements" beginning on page 30. 

Florida Public Utilities does not generally publish its business plans and strategies or make external 
disclosures of its anticipated financial position or results of operations. Accordingly, Florida Public Utilities 
and Chesapeake do not intend to update or otherwise revise the forward-looking financial information of 
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Florida Public Utilities to reflect circumstances existing since their preparation or to reflect the occurrence of 
unanticipated events, even in the event that any or all of the underlying assumptions are shown to be in error. 
Furthermore, Florida Public Utilities and Chesapeake do not intend to update or revise the forward-looking 
financial information to reflect changes in general economic or industry conditions. 

The information concerning Florida Public Utilities forward-looking financial information prepared by 
Florida Public Utilities and Chesapeake are not included in this joint proxy statement/prospectus in order to 
induce any shareholder to vote in favor of the merger agreement. 

Interests of Florida Public Utilities' Directors and Executive Officers in the Merger 

In considering the recommendation of the Florida Public Utilities board of directors with respect to the 
merger agreement, Florida Public Utilities' shareholders should be aware that some of Florida Public Utilities' 
executive officers and directors have interests in the merger and have arrangements that are different from, or 
in addition to, those of Florida Public Utilities' shareholders generally. The Florida Public Utilities board of 
directors was aware of these interests and considered them, among other matters, in reaching its decisions to 
approve the merger agreement and to recommend that Florida Public Utilities' shareholders vote in favor of 
approving the merger agreement and the merger. 

Consulting Agreement with Mr. English. Florida Public Utilities and John T. English, the Chairman, 
President and Chief Executive Officer of Florida Public Utilities, entered into an employment agreement dated 
August 21,2008. In connection with execution of the merger agreement, on April 17,2009, Chesapeake, 
Florida Public Utilities and Mr. English entered into a consulting agreement that is effective only upon 
consummation of the merger. In the event that the merger does not close, Mr. English's employment agreement 
dated August 21,2008 will remain in effect. 

Pursuant to the consulting agreement, Mr. English agreed that, effective as of the closing of the merger, 
his employment agreement with Florida Public Utilities will be terminated and he will no longer be entitled to 
any further unearned compensation, severance or benefits under the employment agreement. Mr. English 
agreed to provide consulting services to the combined company for up to 400 hours per year for up to 
24 months after the closing of the merger. In addition, Mr. English agreed to non-solicitation and non­
competition covenants for a two-year period commencing on April 17,2009. 

In consideration for Mr. English agreeing to the foregoing, within 15 days of closing of the merger, the 
combined company will pay Mr. English a lump sum change in control payment of $780,000, subject to 
reduction to avoid triggering an excise tax obligation under Section 4999 of the Internal Revenue Code of 
1986, as amended, or the Code. In the event the change in control payment is subject to excise tax imposed 
under Section 4999 of the Code, Chesapeake will pay Mr. English a "gross-up payment" (as defined in the 
consultant agreement) such that he is placed in the same after-tax position as if no excise tax had been 
imposed. 

During the consulting term, Chesapeake. will pay Mr. English a consulting fee of $8,500 per month, or 
portion thereof, in which Mr. English provides consulting services and reimburse Mr. English for reasonable 
out of pocket expenses incurred in connection with providing the consulting services. 

Pursuant to the consulting agreement, Chesapeake has the right, subject to Mr. English's consent, to 
extend the consulting term, on the terms described above or otherwise agreed upon by Chesapeake and 
Mr. English, for additional one-year periods. 

New Employment Agreements with Messrs. Stein and Bachman. Florida Public Utilities is a party to 
existing employment agreements, dated August 21, 2008, with each of Charles L. Stein, the Chief Operating 
Officer and Senior Vice President of Florida Public Utilities, and George M. Bachman, the Chief Financial 
Officer, Corporate Secretary and Treasurer of Florida Public Utilities, referred to below as the existing 
employment agreements. In connection with execution of the merger agreement, on April 17, 2009, 
Chesapeake and Florida Public Utilities entered into amended and restated employment agreements with each 
of Messrs. Stein and Bachman, referred to below as the new employment agreements, that are effective only 
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upon consummation of the merger. In the event that the merger does not close, the existing employment 
agreements will remain in effect. 

Pursuant to the new employment agreements, each of Messrs. Stein and Bachman has agreed that, 
effective as of the closing of the merger, his existing employment agreement will be terminated and he will no 
longer be entitled to any further unearned compensation, severance or benefits under his existing employment 
agreement. 

Pursuant to new employment agreements, Messrs. Stein and Bachman will serve as the Chief Operating 
Officer and Chief Financial Officer, respectively, of Florida Public Utilities for a period of three years, referred 
to below as the employment period, commencing on the date of the closing of the merger; provided that, in 
the event of a "change of control" (as defined in the new employment agreements) of Chesapeake, the term of 
employment will be automatically extended, referred to below as the extended term, for the shorter of three 
years or the period until Mr. Stein or Mr. Bachman, as applicable, attains the earliest age, if any, at which his 
compulsory retirement is permitted under the Age Discrimination in Employment Act of 1967, as amended. 

As compensation for their services under the new employment agreements, Messrs. Stein and Bachman 
will receive annual base salaries in amounts to be determined by the compensation committee of the 
Chesapeake board of directors, which amounts, in the case of Mr. Stein, will not be less than his current base 
salary of $191,900 and, in the case of Mr. Bachman, will not be less than his current base salary of $175,900. 
Messrs. Stein and Bachman will also be eligible for additional compensation under Florida Public Utilities' 
incentive compensation plan established by the compensation committee and approved by the Chesapeake 
board, and tied to performance criteria. Pursuant to the new employment agreements, Messrs. Stein and 
Bachman are eligible for minimum incentive compensation awards of 25% of base salary as determined 
annually by the Chesapeake board of directors during the employment period. In addition, they are eligible to 
participate in all benefit programs maintained by Florida Public Utilities for its most senior executives and 
they will be reimbursed for customary business and travel expenses. 

Pursuant to the new employment agreements, in consideration of Messrs. Stein and Bachman agreeing to 
remain with Florida Public Utilities after the closing of the merger, the combined company, within 15 days of 
closing of the merger, will pay Messrs. Stein and Bachman lump sum stay bonus payments of $575,000 and 
$520,000, respectively, subject to reduction to avoid triggering an excise tax obligation under Section 4999 of 
the Code. In the event the stay bonus payment is subject to excise tax imposed under Section 4999 of the 
Code, Florida Public Utilities will pay the applicable executive a "gross-up payment" such that he is placed in 
the same after-tax position as if no excise tax has been imposed. 

Under the new employment agreements, if Mr. Stein or Mr. Bachman terminates his new employment 
agreement for "good reason" (as defined in the new employment agreements), he will be entitled to: 

• receive his annual base salary and benefits accrued through the date of termination plus a lump sum 
payment equal to the sum of his annual base salary in effect on the date of termination that would be 
payable over the balance of the employment period and the annual incentive award (based on the 
highest award actually received during the employment term if the amount is otherwise undetermined 
for any portion of the employment term) that would be payable over the balance of the employment 
period; 

• be provided the same benefits for the balance of the employment period to the extent permitted under 
law (or, if the continuation of such benefits is not permitted under law or other benefits and payments 
would not be subject to Section 409A of the Code, he will receive a cash payment equal to the actuarial 
equivalent of such benefits); and 

• receive an additional lump sum payment of an amount equal to the cash value of accrued untaken 
vacation or paid time off. 

If Mr. Stein's or Mr. Bachman's new employment agreement is terminated without "good cause" (as 
defined in the new employment agreements) during the extended term after a change in control of Chesapeake, 
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the applicable executive is entitled to receive in cash the sum of all accrued but unpaid salary, bonus, vacation 
pay and expense reimbursement plus the following: 

• 	an amount equal to the product of multiplying his annual base salary on the day immediately prior to 
the date of termination by three years, referred to below as the covered period; 

• 	an amount equal to the then present value of the additional benefits that would have been paid to him 
under Florida Public Utilities' retirement plans if he had continued to be employed under the new 
employment agreement during the covered period; 

• 	an amount equal to the aggregate of Florida Public Utilities' contributions to its savings plan in respect 
of him that were not vested immediately prior to the date of termination but that would have been 
vested at the end of the covered period if he had remained employed by Florida Public Utilities for the 
duration of the covered period; and 

• 	an amount equal to the product of multiplying the average of the annual aggregate benefits awarded to 
him under all bonus, incentive compensation or performance-based compensation programs of Florida 
Public Utilities in which he was a participant in each of the three calendar years preceding the calendar 
year in which the termination occurs by the covered period. 

The new employment agreements for Messrs. Stein and Bachman include standard Chesapeake change in 
control provisions and covenants regarding confidentiality and non-solicitation and retain the salary arrange­
ments that exist in their existing employment agreements. 

Chesapeake Board Positions. When the merger is completed, two current members of Florida Public 
Utilities' board of directors will be appointed to Chesapeake's board of directors. The members of Florida 
Public Utilities' board of directors who are added to Chesapeake's board of directors will receive customary 
fees from Chesapeake for being a director in accordance with Chesapeake's director compensation policy. 
These fees are comparable to fees received by directors of Florida Public Utilities pursuant to its non­
employee director compensation policy. As of the date of this joint proxy statement/prospectus, Chesapeake 
and Florida Public Utilities have not identified the members of Florida Public Utilities' board of directors who 
will be appointed to Chesapeake's board of directors. 

Indemnification and Insurance. The merger agreement provides that, upon completion of the merger, 
Chesapeake will, to the fullest extent permitted'by law, indemnify, hold harmless and advance expenses to all 
present and former directors and officers of Florida Public Utilities with respect to all acts or omissions 
occurring before the completion of the merger. 

The merger agreement also provides that for a period of six years after the merger is completed, 
Chesapeake will provide directors' and officers' liability insurance for the present and former directors and 
officers of Florida Public Utilities with respect to claims arising from facts or events occurring before the 
merger is completed. This directors' and officers' liability insurance will contain at least the same coverage 
and amounts, and terms and conditions no less advantageous, as Florida Public Utilities' existing coverage, 
provided that Chesapeake is not required to pay annual premiums in excess of 200% of the last annual 
premium paid by Florida Public Utilities prior to April 17,2009, but in such case is obligated to purchase as 
much coverage as reasonably practicable for such amount. 

Interests of Chesapeake's Directors and Executive Officers in the Merger 

The merger does not constitute a change in control under Chesapeake's compensation plans or the 
employment agreements with its executive officers. 

Listing of Chesapeake Common Stock 

It is a condition to the completion of the merger that the shares of Chesapeake common stock issuable to 
Florida Public Utilities shareholders pursuant to the merger agreement be approved for listing on the New 
York Stock Exchange (in the form of an official notice of issuance). Chesapeake has filed a listing application 
with the New York Stock Exchange to list the Chesapeake common shares to be issued in the merger. 
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Delisting and Deregistration of Florida Public Utilities Common Stock 

If the merger is completed, Florida Public Utilities will delist its common stock from the NYSE Amex 
and will deregister its common stock under the Securities and Exchange Act of 1934, as amended (referred to 
as the Exchange Act). The common shareholders of Florida Public Utilities will become common shareholders 
of Chesapeake and their rights as common shareholders of Chesapeake will be governed by Delaware law and 
by Chesapeake's certificate of incorporation and bylaws. See "Comparison of Shareholder Rights" beginning 
on page 105. 

Dividends 

The most recent quarterly dividend declared by Chesapeake is $0.315 per share of common stock payable 
on October 5,2009. Chesapeake's current dividend is $1.26 per share of common stock on an annual basis. 
The most recent quarterly dividend declared by Florida Public Utilities is $0.12 per share of common stock 
payable on October 1, 2009. Florida Public Utilities' current dividend is $0.48 per share of common stock on 
an annual basis. 

The merger agreement provides that Chesapeake and Florida Public Utilities may continue to pay their 
respective regular quarterly cash dividends in amounts consistent with past practice and neither Chesapeake 
nor Florida Public Utilities currently anticipates making any changes to its dividend policy prior to the 
consummation of the merger. 

The boards of directors of Chesapeake and Florida Public Utilities will continue to evaluate their 
respective dividend policies in light of business, financial and regulatory considerations. 

After the merger, Chesapeake expects to pay dividends in an amount consistent with the dividend policy 
of Chesapeake in effect immediately prior to the consummation of the merger. The payment of dividends by 
Chesapeake, however, will be subject to approval and declaration by the Chesapeake board of directors and 
will depend on a variety of factors, including business, financial and regulatory considerations and the amount 
of dividends paid to it by its subsidiaries. 

Material Federal Income Tax Consequences of the Merger 

The following general discussion sets forth the anticipated material United States federal income tax 
consequences of the merger to U.S. holders (as defined below) of Chesapeake common stock and Florida 
Public Utilities common stock. This discussion does not address any tax consequences arising under the laws 
of any state, local or foreign jurisdiction, or under any United States federal laws other than those pertaining 
to income tax. This discussion is based upon the Internal Revenue Code of 1986, as amended (referred to as 
the Code), the regulations promulgated under the Code and court and administrative rulings and decisions, all 
as in effect on the date of this document. These laws may change, possibly retroactively, and any change could 
affect the accuracy of the statements and conclusions set forth in this discussion. 

This discussion addresses only those Chesapeake and Florida Public Utilities shareholders that hold their 
Chesapeake Common stock and Florida Public Utilities common stock as a capital asset within the meaning of 
Section 1221 of the Code. Further, this discussion does not address aU aspects of U.S. federal income taxation 
that may be relevant to a holder of Chesapeake common stock or Florida Public Utilities common stock in 
light of that shareholder's particular circumstances or to a shareholder subject to special treatment under the 
U.S. federal income tax laws, including if such shareholder is: 

• a financial institution; 

• a tax-exempt organization; 

• an S corporation or other pass-through entity (or an investor in an S corporation or other pass-through 
entity); 

• an insurance company; 

• a mutual fund; 
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• 	a dealer or broker in stocks and securities, or currencies; 

• 	a trader in securities that elects mark-to-market treatment; 

• 	a holder of Chesapeake common stock or Florida Public Utilities common stock subject to the 

alternative minimum tax provisions of the Code; 


• 	a holder of Chesapeake common stock or Florida Public Utilities common stock that received 
Chesapeake common stock or Florida Public Utilities common stock, as applicable, through the exercise 
of an employee stock option, through a tax-qualified retirement plan or otherwise as compensation; 

• 	a person that is not a U.S. holder (as defined below); 

• 	a person that has a functional currency other than the U.S. dollar; 

• 	a holder of Chesapeake common stock or Florida Public Utilities common stock that holds Chesapeake 
common stock or Florida Public Utilities common stock, as applicable, as part of a hedge, straddle, 
constructive sale, conversion or other integrated transaction; or 

• 	a U.S. expatriate. 

Determining the actual tax consequences of the merger to any Chesapeake and Florida Public Utilities 
shareholders may be complex. They will depend on each shareholder's specific situation and on factors that 
are not within Chesapeake's and Florida Public Utilities' control. Each Chesapeake and Florida Public Utilities 
shareholder should consult with his or her own tax advisor as to the tax consequences of the merger in his or 
her particular circumstances, including the applicability and effect of the alternative minimum tax and any 
state, local, foreign or other tax laws and the impact of changes in those laws. 

For purposes of this discussion, the term "U.S. holder" means a beneficial owner of Chesapeake common 
stock or Florida Public Utilities common stock that is for U.S. federal income tax purposes (i) an individual 
citizen or resident of the United States, (ii) a corporation, or entity treated as a corporation, organized in or 
under the laws of the United States or any state thereof or the District of Columbia, (iii) a trust if (a) a court 
within the United States is able to exercise primary supervision over the administration of the trust and one or 
more U.S. persons have the authority to control all substantial decisions of the trust or (b) such trust has made 
a valid election to be treated as a U.S. person for U.S. federal income tax purposes or (iv) an estate, the 
income of which is includible in gross income for U.S. federal income tax purposes regardless of its source. 

If a partnership holds Chesapeake common stock or Florida Public Utilities common stock, the tax 
treatment of a partner in such partnership will generally depend on the status of the partners and the activities 
of the partnership. A partner in a partnership holding Chesapeake common stock or Florida Public Utilities 
common stock should consult its tax advisor. 

General. Chesapeake and Florida Public Utilities have structured the merger to qualify as a tax-free 
reorganization for U.S. federal income tax purposes. On the date this registration statement becomes effective, 
Chesapeake and Florida Public Utilities will have received a written opinion from Baker & Hostetler LLP, 
counsel to Chesapeake, to the effect that for U.S. federal income tax purposes, the merger will constitute a 
reorganization within the meaning of section 368(a) of the Code. It is a condition to the completion of the 
merger that Baker & Hostetler LLP confirm its opinion as of the closing date of the merger. Neither 
Chesapeake nor Florida Public Utilities intends to waive this condition. If the tax opinion to be delivered as of 
the closing is materially different from the opinions respecting the material U.S. federal income tax 
considerations expressed herein under the heading "Material Federal Income Tax Consequences of the 
Merger," Chesapeake and Florida Public Utilities would not effect the merger without recirculating this joint 
proxy statement/prospectus after revising the respective sections appropriately and resoliciting the approvals of 
their shareholders. The tax opinion relies on the Code, the regUlations promulgated under the Code, court and 
administrative rulings and decisions and assumptions, including assumptions regarding the absence of changes 
in existing facts and law and the completion of the merger in the manner contemplated by the merger 
agreement, and representations and covenants made by Chesapeake, Florida Public Utilities and others, 
including those contained in certificates of officers of Chesapeake and Florida Public Utilities. The accuracy 
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of those representations, covenants or assumptions may affect the conclusions set forth in the tax opinions, in 
which case the tax consequences of the merger could differ from those discussed here. Opinions of counsel 
neither bind the IRS nor preclude the IRS from adopting a contrary position. 

United States Federal Income Tax Consequences to Florida Public Utilities Common Shareholders. 
Subject to the qualifications and limitations set forth above under the heading "Material Federal Income Tax 
Consequences of the Merger - General," the material U.S. federal income tax consequences of the merger 
will be as follows: 

• A holder of Florida Public Utilities common stock will not recognize any gain or loss upon the 
exchange of that shareholder's shares of Florida Public Utilities common stock for shares of 
Chesapeake common stock in the merger, except that a gain or loss will be recognized on the receipt of 
cash instead of a fractional share of Chesapeake common stock; 

• 	To the extent that a holder of Florida Public Utilities common stock receives cash instead of a fractional 
share of Chesapeake common stock, the holder will be required to recognize a gain or loss, measured 
by the difference between the amount of cash received and the portion of the tax basis of that holder's 
shares of Florida Public Utilities common stock allocable to that fractional share of Chesapeake 
common stock. This gain or loss will be a capital gain or loss and will be a long-term capital gain or 
loss if the holding period for the share of Florida Public Utilities common stock exchanged for the 
fractional share of Chesapeake common stock is more than one year as of the effective date of the 
merger. The deductibility of capital losses is subject to limitations; 

• A holder of Florida Public Utilities common stock will have a tax basis in the Chesapeake common 
stock received in the merger equal to (I) the tax basis of the Florida Public Utilities common stock 
surrendered by that holder in the merger, less (2) any tax basis of the Florida Public Utilities common 
stock surrendered that is allocable to a fractional share of Chesapeake common stock for which cash is 
received; 

• The holding period for shares of Chesapeake common stock received in exchange for shares of Florida 
Public Utilities common stock in the merger will include the holding period for the shares of Florida 
Public Utilities common stock surrendered in the merger; and 

• In the case of a holder of Florida Public Utilities common stock who acquired different blocks of 
Florida Public Utilities common stock at different times or at different prices, the holder may allocate 
pro rata the Chesapeake common stock received in the merger to each block of Florida Public Utilities 
common stock, and the basis and holding period of each block of Chesapeake common stock received 
in the merger will be determined on a block-for-block basis depending on the basis and holding period 
of the blocks of Florida Public Utilities common stock exchanged for such block of Chesapeake 
common stock. 

United States Federal Income Tax Consequences to Chesapeake Shareholders. There will be no gain or 
loss recognized for U.S. federal income tax purposes by a holder of Chesapeake common stock as a result of 
the merger. 

Backup Withholding. Non-corporate holders of Florida Public Utilities common stock may be subject to 
information reporting and backup withholding (currently at a rate of 28%) on any cash payments received. A 
non-corporate holder of Florida Public Utilities common stock generally will not be subject to backup 
withholding, however, if he or she: 

• furnishes a correct taxpayer identification number, certifies that he or she is not subject to backup 
withholding on the substitute Form W-9 or successor form included in the election form/letter of 
transmittal he or she will receive and otherwise complies with all the applicable requirements of the 
backup withholding rules; or 

• provides proof that he or she is otherwise exempt from backup withholding. 

Any amounts withheld under the backup withholding rules generally will be allowed as a refund or credit 
against the U.S. federal income tax liability of a non-corporate holder of Florida Public Utilities common 
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stock, provided the required information is timely furnished to the Internal Revenue Service by a non­
corporate holder of Florida Public Utilities common stock. 

Information Reporting. Treasury regulations promulgated under the Code require each shareholder of 
5% or more (of the total outstanding Florida Public Utilities common stock) held immediately prior to the 
merger to attach to the holder's U.S. federal income tax return a statement setting forth the names and 
employer identification numbers of the parties to the merger, the date of the merger and the fair market value 
and basis, determined immediately prior to the merger, of the stock held by such holder. Upon request, 
Chesapeake will provide such a holder of record with the appropriate names and employer identification 
numbers and the date of the merger. 

This discussion is intended to provide only a general summary of the anticipated material U.S. federal 
income tax consequences of the merger, and is not a complete analysis or description of all potential 
U.S. federal income tax consequences of the merger. This discussion does not address tax consequences that 
may vary with, or are contingent on, individual circumstances. In addition, it does not address any tax 
consequences arising under the laws of any state, local or foreign jurisdiction, or under any U.S. federal laws 
other than those pertaining to income tax. Accordingly, Chesapeake and Florida Public Utilities strongly 
urge each holder of Chesapeake common stock and Florida Public Utilities common stock to consult his 
or her tax advisor to determine the particular U.S. federal, state or local or foreign income or other tax 
consequences of the merger to that shareholder. 

Accounting Treatment 

The merger will be accounted for using the acquisition method of accounting under accounting principles 
generally accepted in the United States of America with Chesapeake treated as the acquirer. Under the 
acquisition method of accounting, the assets acquired and liabilities assumed will be recorded, as of 
completion of the merger, at their respective fair values and added to those of Chesapeake. The reported 
financial condition and results of operations of Chesapeake issued after completion of the merger will reflect 
Florida Public Utilities' balances and results after completion of the merger, but will not be restated 
retroactively to reflect the historical financial position or results of operations of Florida Public Utilities. 
Following the completion of the merger, the earnings of the combined company will reflect acquisition 
accounting adjustments, including increased depreciation and amortization expense for acquired tangible and 
intangible assets. 

~egulatory Matters Relating to the Merger 

To complete the merger, Chesapeake and Florida Public Utilities were required to obtain approvals or 
consents from, or make filings with, certain U.S. federal antitrust and state public utility regulatory authorities. 
The material federal and state approvals, consents and filings are described below. Chesapeake and Florida 
Public Utilities are not currently aware of any other material governmental consents, approvals or filings that 
are required prior to the parties' consummation of the merger other than those described below. If additional 
approvals, consents and filings are required to complete the merger, Chesapeake and Florida Public Utilities 
contemplate that such consents, approvals and filings will be sought or made. 

Hart-Scott-Rodino Act. The merger is subject to the requirements of the HSR Act, and the rules and 
regulations promulgated thereunder, which provide that certain acquisition transactions may not be consum­
mated until required information has been furnished to the Antitrust Division of the Department of Justice and 
the Federal Trade Commission, referred to as the FTC, and until certain waiting periods have been terminated 
or have expired. Chesapeake and Florida Public Utilities provided the required information on May 4, 2009. 
On June 4,2009, the waiting period expired. The expiration of the HSR Act waiting period does not preclude 
the Antitrust Division or the FTC from challenging the merger on antitrust grounds and seeking to 
preliminarily or permanently enjoin the proposed merger. Neither Chesapeake nor Florida Public Utilities 
believes that the merger will violate federal antitrust laws, but there can be no guarantee that the Antitrust 
Division or the FTC will not subsequently challenge the merger on antitrust grounds and seek to preliminarily 
or permanently enjoin the proposed merger. 
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State Regulatory Approvals. Chesapeake is currently subject to regulation by the Public Service 
Commissions of Delaware, Maryland and Florida. Florida Public Utilities is currently subject to regulation by 
the Public Service Commission of Florida. The following is a brief description of state regulatory jurisdiction 
over the merger and required approvals: 

• Chesapeake is subject to regulation by the Delaware Public Service Commission, or the DPSC. Under 
Delaware law, the approval of the DPSC is required for the issuance of any stock by Chesapeake. 
Accordingly, Delaware law provides for DPSC jurisdiction to review and approve the issuance of 
Chesapeake common stock in the merger. On June 16.2009, the DPSC approved the issuance of 
Chesapeake common stock in the merger. No additional approvals of the DPSC are necessary to 
complete the merger. 

• Chesapeake is subject to regulation by the Maryland Public Service Commission, or the MPSC. 
Maryland law requires Chesapeake to submit a notice filing to the MPSC prior to the issuance of 
Chesapeake common stock. In addition, Maryland law provides for MPSC jurisdiction to approve the 
direct or indirect acquisition by any person of the power to exercise any substantial influence over the 
policies or actions of a public utility if the person becomes an affiliate of the utility as a result of the 
transaction. The statutory standard employed by the MPSC in reviewing any such transactions is 
whether the transaction is in the public interest, convenience and necessity. On May 19, 2009, 
Chesapeake submitted to the MPSC its notification of intention to issue stock as consideration in the 
merger. In its notification, Chesapeake exerted that this transaction meets certain exceptions under the 
applicable Maryland regulations and, therefore, the stock issuance is exempt from the approval 
requirement stipulated in the regulations. On July 15, 2009, at its meeting and in response to the 
required notification previously submitted by Chesapeake, the MPSC acknowledged that, as a result of 
the transaction meeting certain exceptions to the approval requirement under Maryland regulations, no 
approval is required for the issuance of Chesapeake common stock in the merger. No further action is 
required. 

• Chesapeake is subject to regulation by the Florida Public Service Commission, or the FPSC. Florida 
law provides for FPSC jurisdiction to review and approve the issuance of Chesapeake common stock 
for purposes of acquisitions. On November 19, 2008, the FPSC approved the issuance of a sufficient 
number of shares of Chesapeake common stock to complete the merger. No further approvals of the 
FPSC are required to be obtained by Chesapeake to complete the merger . 

• Florida Public Utilities is subject to regulation by the FPSC. Under applicable Florida law, Florida 
Public Utilities is not required to obtain the approval of the FPSC to complete the merger. 

Redemption of Florida Public Utilities Preferred Stock 

On September 15,2009, Florida Public Utilities, pursuant to its covenant under the merger agreement, 
will redeem all outstanding shares of its preferred stock at a redemption price equal to $106 per preferred 
share. together with all dividends accrued and unpaid to such date. 

Dissenters' or Appraisal Rights 

Dissenters' or appraisal rights are statutory rights that, if applicable under law, enable shareholders to 
dissent from an extraordinary transaction, such as a merger, and to demand that the corporation pay the fair 
value for their shares as determined by a court in a judicial proceeding instead of receiving the consideration 
offered to shareholders in connection with the extraordinary transaction. Dissenters' or appraisal rights are not 
available in all circumstances, and exceptions to such rights are provided, in the case of Chesapeake, under the 
DGCL and, in the case of Florida Public Utilities, under the FBCA. 

Chesapeake shareholders are not entitled to dissenters' or appraisal rights in connection with the merger 
because on the Chesapeake record date Chesapeake common stock will be designated and quoted for trading on the 
New York Stock Exchange, which satisfies one of the exceptions to dissenters' or appraisal rights under the DGCL 
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Similarly, Florida Public Utilities common shareholders are not entitled to dissenters' or appraisal rights in 
connection with the merger because on the Florida Public Utilities record date Florida Public Utilities common 
stock will be designated and quoted for trading on the NYSE Amex and will be converted into the right to 
receive Chesapeake common stock, which at the effective time of the merger will be listed on the New York 
Stock Exchange, which satisfies one of the exceptions to dissenters' or appraisal rights under the FBCA. 

Resale of Chesapeake Common Stock 

Chesapeake common stock issued in the merger will not be subject to any restrictions on transfer arising 
under the Securities Act of 1933, as amended (referred to as the Securities Act), except for shares issued to 
any shareholder who may be deemed an "aft1liate" of Chesapeake under the Securities Act. 

Shareholder Litigation Related to the Merger 

On May 8, 2009, a putative class action lawsuit purportedly on behalf of the shareholders of Florida 
Public Utilities was filed in Palm Beach County, Florida against Florida Public Utilities, each of its directors 
and Chesapeake. The complaint alleges, among other things, that approval of the proposed merger by the 
directors of Florida Public Utilities constituted a breach of their fiduciary duties. The suit seeks to enjoin 
completion of the merger. While Florida Public Utilities, its directors and Chesapeake believe that the 
allegations in the lawsuit are without merit and intend to defend vigorously against these allegations, no 
assurances can be given as to the outcome of this lawsuit, including the costs associated with defending this 
lawsuit or any other liabilities or costs the parties may incur in connection with the litigation or settlement of 
this lawsuit. Furthermore, one of the conditions to closing the merger is that there are no injunctions issued by 
any court preventing the completion of the transaction. No assurance can be given that this lawsuit will not 
result in such an injunction being issued which could prevent or delay the closing of the transactions 
contemplated by the merger agreement. 
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INFORMATION ABOUT THE COMPANIES 


Chesapeake 

Chesapeake can trace its roots to 1859, when a predecessor company was founded in Dover, Delaware. 
Chesapeake officially became incorporated as Chesapeake Utilities Corporation in 1947. Today, Chesapeake is 
a diversified utility company engaged in four primary business segments: natural gas distribution, transmission 
and marketing; propane distribution and wholesale marketing; advanced information services; and other related 
businesses. Chesapeake is a publicly traded company and is listed on the New York Stock Exchange, trading 
under the symbol "CPK". 

In total, Chesapeake currently serves approximately 100,000 distribution customers with either natural gas 
or propane in Delaware, Maryland, Florida, Virginia and Pennsylvania. Chesapeake employs approximately 
448 people and generated $291.4 million in revenues for 2008. Over the last five years, Chesapeake has more 
than doubled its market capitalization to over $200 million at the end of 2008. 

Chesapeake's core business is natural gas distribution and transmission. The Delaware and Maryland 
natural gas distribution operation is known as Chesapeake Utilities and serves approximately 50,700 residen­
tial, commercial and industrial customers. The Florida natural gas distribution operation is known as Central 
Florida Gas. Central Florida Gas, which is headquartered in Winter Haven, Florida, serves approximately 
14,500 residential, commercial and industrial customers in 14 Florida counties. 

In total, Chesapeake's natural gas distribution operations serve approximately 65,000 residential, commer­
cial and industrial customers in Delaware, Maryland and Florida. Eastern Shore Natural Gas Company, 
Chesapeake's natural gas transmission subsidiary, transports and delivers natural gas through 379 miles of 
transmission pipeline to industrial customers and natural gas distribution companies including Chesapeake's 
Delaware and Maryland divisions, and owns and operates the only transmission pipeline south of the 
Chesapeake and Delaware Canal on the Delmarva Peninsula. 

Chesapeake's propane distribution and wholesale marketing segment is a major part of its unregulated business 
portfolio. Sharp Energy, Inc., Chesapeake's propane distribution subsidiary, distributes propane to approximately 
35,000 residential, commercial and industrial customers in Delaware, Maryland, Virginia, Pennsylvania and Florida. 
Xeron, Inc. is Chesapeake's propane wholesale marketing subsidiary based in Houston, Texas. 

Chesapeake's other subsidiaries include Peninsula Energy Services Company, Inc. (PESCO), a natural gas 
marketing company; Peninsula Pipeline Company, Inc., a natural gas intrastate pipeline company in Florida; 
and BravePoint®, Inc., an advanced information services subsidiary based in Norcross, Georgia. 

Additional information about Chesapeake and its subsidiaries is included in documents incorporated by 
reference in this joint proxy statement/prospectus. See "Where You Can Find More Information" on page 127. 

Florida Public Utilities 

Founded in 1924, Florida Public Utilities distributes natural gas, propane and electricity to residential, 
commercial and industrial customers in Florida. Florida Public Utilities is organized into two regulated 
business segments natural gas and electric; and one non-regulated business segment - propane gas. 

In total, Florida Public Utilities serves approximately 95,700 customers in 19 counties throughout Florida. 
Florida Public Utilities employs approximately 348 people and generated revenues of $168.5 million for 2008. 
Florida Public Utilities is a publicly traded company on the NYSE Amex, trading under the ticker symbol "FPU". 

Florida Public Utilities' regulated segments sell natural gas and electricity to approximately 83,000 customers, 
and its unregulated segment sells propane gas through a wholly owned subsidiary, Flo-Gas Corporation, to 
approximately 12,500 customers throughout northeast, central and sQuthem Florida. Florida Public Utilities also 
sells merchandise and other service-related products as a complement to its natural gas and propane operations. 

Additional information about Florida Public Utilities and its subsidiary is included in documents 
incorporated by reference in this joint proxy statement/prospectus. See "Where You Can Find More Informa­
tion" on page 127. 
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THE MERGER AGREEMENT 

The following is a summary of the material terms of the merger agreement. This summary does not 
purport to describe all the terms of the merger agreement and is qualified by reference to the complete merger 
agreement which is attached as Annex A to this joint proxy statement/prospectus and incorporated by 
reference. All shareholders of Chesapeake and Florida Public Utilities are urged to read the merger agreement 
carefully and in its entirety. 

The summary of the terms of the merger agreement is intended to provide information about the terms of 
the merger. The terms and information in the merger agreement should not be relied on as disclosures about 
Chesapeake or Florida Public Utilities without consideration of the entirety of public disclosure by Chesapeake 
and Florida Public Utilities as set forth in all of their respective public reports with the SEC. The terms of the 
merger agreement (such as the representations and warranties) govern the contractual rights and relationships, 
and allocate risks, between the parties in relation to the merger. In particular, the representations and 
warranties made by the parties to each other in the merger agreement have been negotiated between the parties 
with the principal purpose of setting forth their respective rights with respect to their obligation to close the 
merger should events or circumstances change or be different from those stated in the representations and 
warranties. Matters may change from the state of affairs contemplated by the representations and warranties. 
Chesapeake and Florida Public Utilities will provide additional disclosure in their public reports to the extent 
that they are aware of the existence of any material facts that are required to be disclosed under federal 
securities law and that might otherwise contradict the terms and information contained in the merger 
agreement and will update such disclosure as required by federal securities laws. 

General 

Under the merger agreement, a wholly owned subsidiary of Chesapeake will merge with and into Florida 
Public Utilities, with Florida Public Utilities continuing as the surviving corporation. As a result of the merger, 
Florida Public Utilities will become a wholly owned subsidiary of Chesapeake. 

Closing Matters 

Closing. Unless the parties agree otherwise, the closing of the merger will take place on the first 
business day after all closing conditions have been satisfied or waived, unless the merger agreement has been 
terminated or another time or date is agreed to in writing by the parties. See "- Conditions" below for a more 
complete description of the conditions that must be satisfied or waived prior to closing. 

Effective Time. As soon as practicable after the satisfaction or waiver of the conditions to the merger, 
Chesapeake and Florida Public Utilities will file articles of merger with the Florida Department of State in 
accordance with the relevant provisions of the FBCA. The merger will become effective when the articles of 
merger are filed or at such later time as Chesapeake and Florida Public Utilities agree and specify in the 
articles of merger. 

Consideration to Be Received in the Merger 

The merger agreement provides that, at the effective time of the merger, each share of Florida Public 
Utilities common stock issued and outstanding immediately prior to the effective time of the merger, but 
excluding shares of Florida Public Utilities common stock owned by Chesapeake, CPK Pelican, Inc. or Florida 
Public Utilities (other than those shares held by Florida Public Utilities in a fiduciary or representative 
capacity), will be converted into 0.405 of a share of Chesapeake common stock. 

Conversion of Shares; Exchange of Certificates 

The conversion of Florida Public Utilities common stock into the right to receive merger consideration 
will occur automatically at the effective time of the merger. As soon as reasonably practicable after completion 
of the merger, the exchange agent will exchange certificates evidencing shares of Florida Public Utilities 
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common stock for the merger consideration to be reteived pursuant to the terms of the merger agreement. 
. Computershare Trust Company, N.A. will be the exchange agent. 

Letter of Transmittal. As soon as reasonably practiCable after the completion of the merger, the 
exchange agent will mail a letter of transmittal to each record holder of Florida Public Utilities common stock 
at the effective time of the merger. This mailing will contain instructions on how to surrender Florida Public 
Utilities common stock in exchange for direct registration shares of book-entry ownership of Chesapeake 
common stock (unless a physical certificate is requested by such holder) and a check in the amount of cash to 
be paid instead of fractional shares ..When you deliver your Florida Public Utilities stock certificates or direct 
registration statement indicating book-entry ownership to the exchange agent along with a properly executed 
letter of transmittal and any other required documents, your Florida Public Utilities stock will be cancelled 
and you will receive a direct registration statement indicating book-entry ownership of Chesapeake common 
stock representing the number of full shares of Chesapeake common stock to which you are entitled under the 
merger agreement. You also will receive a cash payment for any fractional shares of Chesapeake common 
stock that would have been otherwise issuable to you as a result of the merger. 

Holders of Florida Public Utilities common stock should not submit their Florida Public Utilities stock 

certificates or direct registration statements for exchange until they receive the transmittal instructions and a 

letter of transmittal form from the exchange agent. Chesapeake shareholders do not need to exchange their 

stock certificates. 


If a certificate for Florida Public Utilities common stock has been lost, stolen or destroyed, the exchange agent 
will issue the consideration properly payable under the merger agreement upon receipt of appropriate evidence as 
to that loss, theft or destruction and may require the posting of a bond indemnifying Chesapeake and the exchange 
agent for any claim that may be made against Chesapeake as a result of the lost, stolen or destroyed certificates. 
Mter completion of the merger, there will be no further transfers on the stock transfer books of Florida Public 
Utilities, except as required to settle trades executed prior to the completion of the merger. 

Withholding. The exchange agent will be entitled to deduct and withhold from the cash in lieu of 
fractional shares payable to any Florida Public Utilities shareholder the amounts the exchange agent is required 
to deduct and withhold under any applicable federal, state, local or foreign tax law. If the exchange agent 
withholds any amounts, these amounts will be treated for all purposes of the merger as having been paid to 
the shareholders from whom they were withheld. 

Dividends. Until Florida Public Utilities common stock certificates are surrendered for exchange, any 
dividends having a record date after the effective time of the merger with respect to the whole shares of 
Chesapeake common stock into which shares of Florida Public Utilities common stock may have been 
converted will accrue but will not be paid. Chesapeake will pay to former Florida Public Utilities shareholders 
any unpaid dividends, without interest, only after they have duly surrendered their Florida Public Utilities 
stock certificates. For example, if the merger is completed before a January 'record date for a dividend declared 
on Chesapeake common stock, Florida Public Utilities' shareholders would be entitled to receive this dividend 
on shares of Chesapeake common stock they receive in respect of their shares of Florida Public Utilities 
common stock and hold on the dividend record date, but would only receive this amount after they have 
surrendered their Florida Public Utilities stock certificates in accordance with the exchange instructions they 
will receive. 

Fractional Shares 

No fractional shares of Chesapeake common stock will be issued in the merger. Instead, the exchange 
agent will pay each of those Florida Public Utilities shareholders who would have otherwise been entitled to a 
fractional share of Chesapeake common stock an amount in cash determined by multiplying the fractional 
share interest by the average of the closing sale pric.es of Chesapeake common stock on the New York Stock 
Exchange. for the 15 trading days ending on the third trading day immediately preceding the date on which the 
merger is completed. 
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Listing of Chesapeake Common Stock 

Chesapeake has agreed to use its reasonable best efforts to cause the shares of Chesapeake common stock 
to be issued in the merger to be approved for listing on the New York Stock Exchange (in the form of an 
official notice of issuance) prior to the effective time of the merger. Chesapeake's symbol "CPK" will be used 
for such shares, assuming the listing application is approved. Approval for listing on the New York Stock 
Exchange of the shares of Chesapeake common stock issuable to the Florida Public Utilities shareholders in 
the merger (in the form of an official notice of issuance) is a condition to the obligations of Chesapeake and 
Florida Public Utilities to complete the merger. Chesapeake has filed a listing application with the New York 
Stock Exchange to list the Chesapeake common shares to be issued in the merger. 

Covenants 

Chesapeake and Florida Public Utilities have each undertaken certain covenants in the merger agreement 
concerning the conduct of their respective businesses between the date the merger agreement was signed and 
the completion of the merger, and Chesapeake has undertaken certain covenants in the merger agreement that 
require it to perform certain obligations after completion of the merger. The following summarizes the more 
significant of these covenants: 

No Solicitation. Florida Public Utilities has agreed that Florida Public Utilities will not, nor will it 
authorize or cause its subsidiary or any of the respective directors, officers or employees of Florida Public 
Utilities or its subsidiary to, directly or indirectly: 

• solicit or initiate (including by way of furnishing information) any inquiry or the making of any 
proposal or offer that constitutes, or that could reasonably be expected to lead to, a third-party 
"takeover proposal" as described below; 

• enter into, continue or otherwise participate or engage in any discussions or negotiations regarding a 
"takeover proposal;" 

• furnish to any person any confidential information or data in connection with a "takeover proposal;" or 

• accept a "takeover proposal" (subject to Florida Public Utilities' right to terminate the merger 
agreement under certain circumstances described below in "- Termination of Merger Agreement" if 
Florida Public Utilities receives a "superior proposal" of the type described below). 

However, Florida Public Utilities is permitted to take and disclose to its shareholders its position with 
respect to any "takeover proposal" as may be required under the federal securities laws. 

In addition, Florida Public Utilities is permitted to engage in discussions and negotiations with, and 
provide information to, any person in response to an unsolicited "takeover proposal," if: 

• its meeting of shareholders to vote on the approval of the merger agreement and the merger has not 
occurred; 

• its board of directors determines in good faith (1) after consultation with its independent financial 
advisor and outside legal counsel, that the "takeover proposal" is a "superior proposal" as described 
below or there is reasonable likelihood that the "takeover proposal" could result in a "superior 
proposal" and (2) after consultation with its outside legal counsel, that failure to take such action would 
be reasonably likely to be inconsistent with its fiduciary duties; 

• prior to providing any information or data to any person in connection with a "takeover proposal", the 
proposing party first signs a confidentiality agreement customary for such transactions; and 

• prior to providing any information or data to any person or entering into discussions or negotiations 
with any person, Florida Public Utilities notifies Chesapeake promptly of such inquiries, proposals or 
offers received by, or any such discussions or negotiations sought to be initiated or continued with, any 
of the respective directors, officers, employees, agents or representatives of Florida Public Utilities or 
its subsidiary indicating, in connection with such notice, the material terms and conditions of any 
inquiries, proposals or offers, provided that such notice shall not be required to contain any information 
the provision of which the Florida Public Utilities' board of directors determines in good faith, after 
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consultation with its outside legal counsel, would be reasonably likely to be inconsistent with its 
fiduciary duties. 

A "takeover proposal" is any inquiry, proposal or offer relating to, or that could reasonably be expected 
to lead to, directly or indirectly: 

• any acquisition or purchase, whether by purchase, exchange, merger, consolidation, business combina­
tion or similar transaction, in one transaction or a series of transactions, of assets or businesses that 
constitute 15% or more of the revenues, net income or the assets of Florida Public Utilities and its 
subsidiary, or 15% or more of any class of equity securities of Florida Public Utilities or its subsidiary; 

• any tender offer or exchange offer that if consummated would result in any person beneficially owning 
15% or more of any class of equity securities of Florida Public Utilities or its subsidiary; or 

• any merger, consolidation, business combination, recapitalization, liquidation, dissolution, joint venture, 
binding share exchange or similar transaction involving Florida Public Utilities or its subsidiary 
pursuant to which any person or the stockholders of any person would own 15% or more of any class 
of equity securities of Florida Public Utilities or its subsidiary or of any resulting parent company of 
Florida Public Utilities. 

A "superior proposal" is an unsolicited bona fide written offer which: 

• is made by a third party in respect of a transaction or series of related transactions that if consummated 
would result in such third party acquiring, directly or indirectly, more than 50% of the voting power of 
Florida Public Utilities' common stock or more than 50% of the assets of Florida Public Utilities and 
its subsidiary; and 

• Florida Public Utilities' board of directors determines in its good faith judgment, after consulting with a 
financial advisor of nationally recognized reputation, is (1) more favorable from a financial point of 
view to its shareholders than the merger with Chesapeake, taking into account the person making the 
offer, the terms and conditions of such offer and the merger agreement with Chesapeake (including any 
changes to the financial terms of the merger agreement proposed by Chesapeake in response to such 
offer or otherwise), as well as any other factors deemed relevant by Florida Public Utilities' board of 
directors; and (2) reasonably capable of being financed and completed, taking into account all financial, 
legal, regulatory, timing and other aspects of such proposal deemed relevant by Florida Public Utilities' 
board of directors. 

Board of Directors' Covenant to Recommend Approval of the Merger. Florida Public Utilities has agreed 
that its board of directors will recommend approval of the merger agreement and the merger to the Florida 
Public Utilities shareholders. Similarly, Chesapeake has agreed that its board of directors will recommend 
adoption of the merger agreement and approval of the merger and the issuance of Chesapeake common stock 
in the merger to its shareholders. 

Neither Florida Public Utilities' board of directors nor any committee thereof is permitted to make an 
"adverse recommendation change" as described below or approve or recommend, or publicly propose to 
approve or recommend, or, except in conjunction with exercising its right to terminate the merger agreement 
with Chesapeake under certain circumstances described in "- Termination of Merger Agreement" if Florida 
Public Utilities receives a "superior proposal" of the type described above, allow Florida Public Utilities or its 
subsidiary to execute or enter into any letter of intent, memorandum of understanding, agreement in principle, 
merger agreement, acquisition agreement, purchase agreement, option agreement, joint venture agreement, 
partnership agreement or other similar agreement constituting or related to any "takeover proposal" of the type 
described above, except that, at any time prior to obtaining the Florida Public Utilities shareholders' approval 
of the merger agreement with Chesapeake and the merger with Chesapeake, Florida Public Utilities' board of 
directors may make an "adverse recommendation change" of the type described below if it determines in good 
faith, after consulting with outside counsel, that the failure to do so would be reasonably likely to be 
inconsistent with its fiduciary duties to the Florida Public Utilities shareholders; provided, however, that no 
such "adverse recommendation change" is permitted to be made until after the third business day following 
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Chesapeake's receipt of written notice from Florida Public Utilities advising Chesapeake that Florida Public 
Utilities' board of directors intends to make an "adverse recommendation change" and specifying the terms 
and conditions of the "superior proposal" of the type described above, if any, that is related to such "adverse 
recommendation change." 

In determining whether to make an "adverse recommendation change," Florida Public Utilities' board of 
directors is required to take into account any changes to the financial terms of the merger agreement with 
Chesapeake proposed by Chesapeake in response to Florida Public Utilities' notice of the "adverse recommen­
dation change" or otherwise. 

Even if Florida Public Utilities' board of directors makes an "adverse recommendation change," Florida 
Public Utilities is still required to submit the merger with Chesapeake and related proposals at the special 
meeting of its shareholders for consideration, unless the merger agreement is otherwise terminated. See 
"- Termination of Merger Agreement" on page 84 for a discussion of Florida Public Utilities' ability to 
terminate the merger agreement. 

An "adverse recommendation change" is any: 

• withdrawal, qualification or modification in any manner adverse to Chesapeake of, or public proposal 
to withdraw, qualify or modify in any manner adverse to Chesapeake, the approval, recommendation or 
declaration of advisability by Florida Public Utilities' board of directors or any committee thereof of 
the merger agreement with Chesapeake or the other transactions contemplated thereby; or 

• recommendation, adoption or approval, or public proposal to recommend, adopt or approve, any 
"takeover proposal" of the type described above. 

Operations of Chesapeake and Florida Public Utilities Pending Closing. Chesapeake and Florida Public 
Utilities have each undertaken a separate covenant that places restrictions on their and their respective 
subsidiaries' operations until either the effective time of the merger or the termination of the merger 
agreement. In general, the companies and their respective subsidiaries are each required to conduct their 
respective businesses in the ordinary course consistent with past practices in all material respects and to use 
commercially reasonable efforts to preserve intact their present businesses and relationships with third parties. 
Each company has agreed to restrictions that, except as required by law, prohibit them and their respective 
subsidiaries from: 

• declaring or paying dividends in amounts inconsistent with past practice; 

• making changes in their respective share capital, including among other things, stock splits, combina­
tions or reclassifications, except for any such transaction by a wholly owned subsidiary of Florida 
Public Utilities that remains a wholly owned subsidiary after the completion of the transaction; 

• amending their respective governing documents, other than, in the case of Chesapeake, amendments 
related to the composition or structure of its board of directors or committees thereof or other 
governance-related matters; 

• making acquisitions of other entities, other than acquisitions by Chesapeake the consideration for which 
does not exceed $15 million individually or in the aggregate; 

• disposing of any material assets, other than (1) sales of surplus or obsolete equipment, (2) sales in the 
ordinary course or sales pursuant to contractual rights existing as of April 17, 2009 that were entered 
into in the ordinary course of business, (3) sales, leases or other transfers between Chesapeake or 
Florida Public Utilities and their respective wholly owned subsidiaries or between those subsidiaries, 
(4) sales, dispositions or divestitures as may be required by applicable laws to obtain any consent, 
approval, permit or authorization or to remove any impediments to the merger relating to antitrust laws 
or to avoid the entry of, or to effect the dissolution of, any judgment, decree, injunction, ruling, order, 
writ, fine, award, decision, subpoena or determination of any court or other governmental entity in any 
suit or proceeding relating to antitrust laws, or (5) arm's-length sales or other transfers not described 
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above for aggregate consideration not exceeding $100,000, in the case of Florida Public Utilities, or 
$10 million, in the case of Chesapeake; 

• making loans, advances, capital contributions or investments in any other entity pursuant to a legal 
obligation not existing on April 17,2009, other than in the ordinary course and consistent with past 
practice, and other than loans, advances, capital contributions or investments by Chesapeake or Florida 
Public Utilities to their respective subsidiaries or vice versa; 

• creating, incurring, assuming or suffering to exist any indebtedness, issuance of debt securities, 
guarantee, loan or advance not existing as of April 17, 2009, other than draws by Florida Public 
Utilities upon its existing line of credit in the ordinary course consistent with past practices, refinancing 
indebtedness of Chesapeake and its subsidiaries existing as of April 17,2009 in an amount not 
exceeding the principal amount thereof as of April 17,2009 and incurrence by Chesapeake and its 
subsidiaries of additional indebtedness, or increasing their indebtedness existing as of April 17, 2009, in 
an aggregate amount not exceeding $40 million; 

• changing their respective accounting methods, other than to comply with changes in accounting 
principles or as pennitted by accounting principles and which change would not reasonably be likely to 
have a material adverse effect; or 

• settling or compromising, or entering into any consent decree, injunction or similar restraint or fonn of 
equitable relief in settlement of, any material action, suit, claim, audit, hearing, investigation, litigation 
or proceeding which would be reasonably likely to have a material adverse effect that was not pending 
as of April 17, 2009 and is not related to any action, suit, claim, audit, hearing, investigation, litigation 
or proceeding so pending, except with the prior consent of Chesapeake or Florida Public Utilities, as 
applicable. 

In addition, Florida Public Utilities has agreed to additional restrictions that, except as required by law, 
prohibit it and its subsidiary from: 

• incurring or committing to any capital expenditures or any obligations or liabilities in connection 
therewith in fiscal year 2009 other than capital expenditures and obligations or liabilities incurred or 
committed to in an amount not greater, in the aggregate, than 105% of the amount of Florida Public 
Utilities' total budget for such expenditures and obligations or liabilities for its fiscal year 2009 as 
approved by its board of directors; 

• repurchasing, redeeming or otherwise acquiring any shares of its capital stock or any securities 
convertible into or exercisable for any shares of its capital stock. except for the redemption of its 
preferred stock described below in "Redemption of Florida Public Utilities Preferred Stock;" 

• issuing, delivering, selling or granting any shares of its capital stock. or any securities convertible into 
or exercisable for, or any rights, warrants, calls or options to acquire, any such shares, other than 
pursuant to, and consistent with past practice under. any contract or other legal obligation existing as of 
April 17, 2009 (subject to Florida Public Utilities' obligation with respect to its employee stock 
purchase plan described below in "Employee Matters"); 

• 	increasing the compensation, bonuses or benefits of, or entering into any new (or amending any 
existing) agreements with. any fonner, present or future officer, director or employee, other than nonnal 
compensation increases to persons who are not non-employee directors in the ordinary course consistent 
with past practices and amending the pension plan as described below in "Employee Matters"; 

• increasing employee benefits, adopting any additional employee benefit plan or contributing (other than 
regularly scheduled contributions) to any employee benefit plan, other than in the ordinary course 
consistent with past practice or as required by an agreement or employee benefit plan existing as of 
April 17, 2009; 

• 	changing its fiscal year, making or changing any material tax election, settling or compromising any 
material tax liability or material claim for refund, consenting to any extension or waiver of the 
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limitation period applicable to any material tax, or changing in any material respect any of its methods 
of reporting any item for tax purposes; 

• except in the ordinary course, entering into any agreement containing restrictions that would limit or 
restrict Florida Public Utilities or its subsidiary, or after the effective time, Chesapeake or its 
subsidiaries, from engaging or competing in any line of business or engaging in any business or 
competing in any geographic area; 

• settling or compromising, or entering into any consent decree, injunction or similar restraint or form of 
equitable relief in settlement of, any material action, suit, claim, audit, hearing, investigation, litigation 
or proceeding related to Florida Public Utilities' West Palm Beach site that was pending as of April 17, 
2009, except with the prior consent of Chesapeake; 

• settling or compromising, or entering into any consent decree, injunction or similar restraint or form of 
equitable relief in settlement of, any other material action, suit, claim, audit, hearing, investigation, 
litigation or proceeding pending as of April 17, 2009 without first consulting with and considering the 
good faith view of Chesapeake; 

• purchasing or acquiring any shares of capital stock of Florida Public Utilities or Chesapeake; or 

• entering into any new, or amending any existing, collective bargaining agreement with a labor union or 
labor organization without first consulting with Chesapeake. 

HSR Matters; Reasonable Best Efforts Covenants. Each of Chesapeake and Florida Public Utilities has 
agreed to make its required filings and submissions under, and "substantially comply" and certify substantial 
compliance with any "second request" issued pursuant to, the HSR Act, with respect to the transactions 
contemplated by the merger agreement. 

Each of Chesapeake and Florida Public Utilities has also agreed to use its rea..'lonable best efforts to; 

• prepare and file all necessary documentation to effect all necessary applications, notices, petitions, 
filings, tax ruling requests and other documents as may be necessary or advisable in connection with 
the transactions contemplated by the merger agreement; 

• obtain any consent, waiver, license, registration, acquiescence, permit, tax ruling, authorization, order or 
approval of, or any exemption or nonopposition by, any third party and/or any governmental entity as 
may be necessary or advisable in connection with the transactions contemplated by the merger 
agreement; 

• resolve, so as to permit consummation of the transactions contemplated by the merger agreement, any 
objections asserted with respect to any such transactions under any applicable law or any action, suit, 
claim, audit, hearing, investigation, litigation or proceeding instituted by any governmental entity or 
private party challenging any such transactions as violative of any applicable law; 

• avoid the entry of, or to have vacated, terminated or modified, any judgment, decree, injunction, ruling, 
order, writ, fine, award, decision, subpoena or determination of any court or other governmental entity 
that would restrain, prevent or delay completion of the merger; 

• 	cause the expiration or termination of the applicable waiting period under the HSR Act; 

• 	cause the merger to qualify as a "reorganization" within the meaning of Section 368(a) of the Internal 
Revenue Code and obtain the tax opinion described below in "- Conditions", 

Notwithstanding the covenants of the parties in the merger agreement (including those described above 
with respect to the HSR), neither party is required to dispose of any of its assets or to limit its freedom of 
action with respect to any of its businesses, or to consent to any disposition of its assets or limits on its 
freedom of action with respect to any of its businesses, to obtain any consents, approvals, permits or 
authorizations or to remove any impediments to the merger relating to antitrust laws or to avoid the entry of, 
or to effect the dissolution of, any judgment, decree, injunction, ruling, order, writ, fine, award, decision, 
subpoena or determination of any court or other governmental entity in any suit or proceeding relating to the 
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HSR Act or other antitrust laws, other than such dispositions, limitations or consents, commitments or 
agreements that in each such case may be conditioned upon the consummation of the merger and the 
transactions contemplated by the merger agreement and that in each such case, individually or in the 
aggregate, do not have and are not reasonably likely to have a material adverse effect on Chesapeake or 
Florida Public Utilities after the merger. 

Expenses. The companies have each agreed to pay their own costs and expenses incurred in connection 
with the merger and the merger agreement, except that (1) Chesapeake and Florida Public Utilities will share 
equally the filing fees required under or in connection with the HSR Act and the printing and mailing costs 
incurred in connection with the mailing of this joint proxy statement/prospectus and (2) if the merger is 
completed, the surviving corporation of the merger shall pay, or cause to be paid, any and all property or 
transfer taxes imposed on Florida Public Utilities or its subsidiary in connection with the merger. 

Employee Matters. Florida Public Utilities has agreed that, prior to the effective time of the merger: 

• its board of directors will adopt a resolution acknowledging that Florida Public Utilities' pension plan 
has been frozen (effective as of various future dates, not later than December 31, 2011) and finding that 
the merger does not constitute a "change in control" as defined in the pension plan; and 

• it will cause its employee stock purchase plan not to be renewed for the period commencing on July 1, 
2009, except to the extent such action is prohibited or limited by applicable law, any contract between 
Florida Public Utilities and any labor union or collective bargaining unit existing as of April 17, 2009, 
or any employee benefit plan existing as of April 17,2009. 

Chesapeake has agreed that as of the effective time of the merger: 

• all employees of Florida Public Utilities and its subsidiary immediately prior to the effective time of 
the merger will continue to be employed by Florida Public Utilities (although Chesapeake has no 
obligation to cause Florida Public Utilities to continue employing such employees for any length of 
time thereafter except pursuant to any applicable employment agreements); 

• Chesapeake will provide credit for service with Florida Public Utilities and its subsidiary for benefit 
plan eligibility and vesting purposes (but not for purposes of benefit accruals or benefit computations) 
under Chesapeake's and Florida Public Utilities' employee benefit plans to the extent service with 
Chesapeake or Florida Public Utilities is recognized under any such plan; 

• maintain all of Florida Public Utilities employee benefit plans (in the case of the pension plan, as 
modified as described above) until the first anniversary of the effective time of the merger for all 
employees and former employees of Florida Public Utilities at the effective time of the merger; 
provided, however, that with respect to those employees who are members of a labor union or collective 
bargaining unit and in connection with entering into, amending or renewing any labor or collective 
bargaining agreement, Chesapeake has reserved the right to modify or terminate any Florida Public 
Utilities employee benefit plan prior to such one-year anniversary; and 

• waive all restrictions and limitations for any medical condition existing as of the effective time of the 
merger of any employee or former employee of Florida Public Utilities and their eligible dependents 
for the purpose of any medical and dental plans covering any such employee, provided such persons 
had the requisite "creditable" service prior to the effective time of the merger and only to the extent 
that such condition would be covered by the relevant Florida Public Utilities employee benefit plan if it 
were not a pre-existing condition and only to the extent of comparable coverage in effect immediately 
prior to the effective time of the merger. 

Boards of Directors Matters. Florida Public Utilities has agreed to cause to be delivered to Chesapeake 
resignations, effective as of the effective time of the merger, of all members of the respective boards of 
directors of Florida Public Utilities and its subsidiary. 
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Chesapeake has agreed to take all corporate action necessary to cause the election or appointment to its 
board of directors, effective upon or immediately after the effective time of the merger, of two members of 
Florida Public Utilities' board of directors designated by Chesapeake. 

Redemption of Florida Public Utilities Preferred Stock. Florida Public Utilities has agreed to redeem, prior 
to the effective time of the merger, all outstanding shares of its preferred stock at a redemption price equal to the 
amounts then required to be paid upon redemption of the applicable series of preferred stock pursuant to the 
terms of such series, together with all dividends accrued and unpaid to the date of such redemption. Pursuant to 
a notice of redemption mailed to holders of its outstanding shares of preferred stock, on September 15, 2009, 
Florida Public Utilities will redeem all outstanding shares of its preferred stock at a redemption price equal to 
$106 per preferred share, together with all dividends accrued and unpaid to such date. 

Other Covenants. The merger agreement contains certain other covenants, including reciprocal cove­
nants relating to access to information and employees, a covenant permitting site inspection (including 
environmental assessments) of Florida Public Utilities by Chesapeake and its consultants, a covenant by 
Florida Public Utilities to use commercially reasonable efforts to maintain insurance policies or comparable 
insurance coverage existing as of April 17, 2009, covenants by the companies to cooperate with each other in 
the preparation of this joint proxy statement/prospectus and other governmental filings, and covenants relating 
to public announcements, delivery of "comfort" letters from the companies' respective independent registered 
public accounting firms, Section 16(a) of the Exchange Act matters, certain tax matters, and notification of 
certain matters. 

Representations and Warranties 

The merger agreement contains substantially reciprocal representations and warranties made by. each 
company to the other. The representations and warranties relate to: 

• corporate existence, qualification to conduct business and corporate standing and power; 

• corporate authority to enter into, and carry out the obligations under, the merger agreement and 
enforceability of the merger agreement; 

• capital structure; 

• subsidiaries; 

• compliance with laws; 

• permits; 

• absence of a breach or violation of the articles or certificate of incorporation, bylaws, law or material 
agreements as a result of the merger; 

• absence of a change in control triggering event under any material contract, employee benefit plan or 
permit in connection with the merger; 

• filings with the SEC and financial statements; 

• filings with the Federal Energy Regulatory Commission and state public utility commissions;. 

• litigation; 

• absence of certain changes or events; 

• taxes; 

• employee benefit plans; 

• employment and labor matters; 

• environmental matters; 

• intellectual property; 
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• orders of courts or other governmental entities; 

• insurance coverage; 

• payment of fees to finders or brokers in connection with the merger agreement; 


• opinions of financial advisors; 


• board of directors approval; 


• ownership of the other company's stock; 


• required shareholder vote; 

• material contracts; 

• takeover statutes and preferred share purchase rights plans; 

• properties; 

• information supplied for use in this joint proxy statement/prospectus; and 

• regulatory proceedings; 

The merger agreement also contains certain representations and warranties of Chesapeake with respect to 
its wholly owned merger subsidiary, including organization, corporate authorization, absence of a breach of the 
articles of incorporation and the bylaws, and no prior business activities of the merger subsidiary. 

Conditions 

The companies' respective obligations to complete the merger are subject to the satisfaction or, to the 
extent legally permissible, the waiver of the following conditions: 

• the approval of the merger agreement and the merger by the Florida Public Utilities shareholders, and 
the adoption of the merger agreement and approval of the merger and the issuance of Chesapeake 
common stock by the Chesapeake shareholders; 

• the expiration or termination of any applicable waiting periods under the HSR Act; 

• the absence of any law issued or judgment, decree, injunction, ruling, order, writ, fine, award, decision, 
subpoena or determination by a court or other govemmental entity making the merger illegal or 
otherwise prohibiting consummation of the merger; 

• the absence of any pending action, suit, claim, audit, hearing, investigation, litigation or proceeding by 
any governmental entity of competent jurisdiction seeking to make the merger illegal or otherwise 
prohibiting consummation of the merger; 

• the SEC having declared effective the Chesapeake registration statement, of which this joint proxy 
statement/prospectus forms a part; 

• the approval for listing by the New York Stock Exchange of the Chesapeake common stock to be issued 
in the merger (in the form of an official notice of issuance); 

• the approvals of the Florida, Delaware and Maryland Public Service Commissions having been 
obtained; and 

• the receipt of an opinion of Chesapeake's counsel, in form and substance satisfactory to Florida Public 
Utilities and Chesapeake, to the effect that the merger will constitute a "reorganization" under the 
Internal Revenue Code and certain tax consequences will result therefrom. 
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In addition, individually, the companies' respective obligations to effect the merger are subject to the 
satisfaction or, to the extent legally permissible, the waiver of the following additional conditions: 

• the representations and warranties of the other company contained in the merger agreement which are 
qualified by material adverse effect or materiality, being true and correct in all respects as of the date 
of the merger agreement and as of the closing date of the merger, except to the extent that such 
representation or warranty expressly relates to an earlier date, in which case as of such earlier date, and 
except as such representations and warranties are affected by actions explicitly permitted by the merger 
agreement; 

• the representations and warranties of the other company contained in the merger agreement which are 
not qualified by material adverse effect or materiality, being true and correct in all respects except 
where the failure to be true and correct, individually or in the aggregate, has not had and is not 
reasonably likely to have a material adverse effect on the other company, as of the date of the merger 
agreement and as of the closing date of the merger, except to the extent that such representation or 
warranty expressly relates to an earlier date, in which case as of such earlier date; 

• each party has performed or complied with in all respects all agreements or covenants required to be 
performed or complied with by it under the merger agreement which are qualified as to material 
adverse effect or materiality and each party has performed or complied with in all material respects all 
other agreements or covenants required to be performed by it under the merger agreement, in each case, 
at or prior to the closing date of the merger; and 

• the other party having not suffered from any change, event, occurrence, state of facts or development 
that individually or in the aggregate has had or is reasonably likely to have a material adverse effect on 
such party. 

Notwithstanding the condition described above relating to the performance of agreements and covenants, 
it is also a condition of Chesapeake's obligations to effect the merger that Florida Public Utilities perform in 
all respects its agreements and covenants relating to its pension plan and employee stock purchase plan, as 
described above in "- Covenants". 

Termination of Merger Agreement 

Right to Terminate. The merger agreement may be terminated at any time prior to the effective time of 
the merger in any of the following ways: 

• by mutual written consent. 

• by either company: 

• 	if the merger has not been completed by January 31, 2010 or, if the conditions to closing relating to 
antitrust or other regulatory approvals of the merger have not been satisfied, but all other conditions 
to closing are satisfied or are capable of being satisfied, this date is automatically extended to 
March 31, 2010; except that a party may not terminate the merger agreement if the cause of the 
merger not being completed is that party's failure to perform or observe in any material respect any 
of its obligations under the merger agreement; 

• 	if Chesapeake's shareholders fail to adopt the merger agreement and approve the merger and the 
issuance of Chesapeake common stock in the merger or Florida Public Utilities' shareholders fail to 
approve the merger agreement and the merger; or 

• 	if a governmental entity issues an order or takes any other action permanently restraining, enjoining 
or otherwise prohibiting the transactions contemplated by the merger agreement and such order or 
other action has become final and non-appealable, except that a party may not terminate the merger 
agreement if the cause of the prohibition is a result of that party's failure to fulfill its obligations 
under the provision of the merger agreement which, among other requirements, requires each party to 
use its reasonable best efforts to obtain government approvals for the completion of the merger. 
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• . by Chesapeake: 

• provided that Chesapeake is not then in breach of any representation, warranty, covenant or 
agreement in the merger agreement such that Florida Public Utilities would be entitled to terminate 
the merger agreement, if Florida Public Utilities breaches any of its representations or warranties or 
fails to perform any of its covenants or obligations under the merger agreement or any of its 
representations or warranties becomes untrue, in any case such that such breach: 

• results in the failure of certain closing conditions to the merger being satisfied; and 

• 	is incapable of being cured or remains uncured after 45 days after the date that notice of such 
breach is given to Chesapeake by Florida Public Utilities or, in the event such breach is discovered 
by Chesapeake, within 45 days after the date written notice of such breach is given to Florida 
Public Utilities by Chesapeake; 

• 	if Florida Public Utilities' board of directors either changes its recommendation of the merger 
agreement in a manner adverse to Chesapeake or recommends a "takeover proposal" of the type 
described above in "- Covenants"; or 

• if Florida Public Utilities suffers a material adverse effect. 

• by Florida Public Utilities: 

• provided that Florida Public Utilities is not then in breach of any representation, warranty, covenant 
or agreement in the merger agreement such that Chesapeake would be entitled to terminate the 
merger agreement, if Chesapeake breaches any of its representations or warranties or fails to perform 
any of its covenants or obligations under the merger agreement or any of its representations or 
warranties becomes untrue, in any case such that such breach: 

• results in the failure of certain closing conditions to the merger being satisfied; and 

• is incapable of being cured or remains uncured after 45 days after the date that. notice of such 
breach is given to Florida Public Utilities by Chesapeake or, in the event such breach is discovered 
by Florida Public Utilities, within 45 days after the date written notice of such breach is given to 
Chesapeake by Florida Public Utilities; 

• 	if Florida Public Utilities' board of directors authorizes Florida Public Utilities to enter into a written 
agreement conceruing a transaction that Florida Public Utilities' board of directors has determined in 
accordance with the merger agreement is a "superior proposal" (as described above in "- Coven­
ants"), except that Florida Public Utilities cannot terminate the merger agreement for this reason 
unless (1) Florida Public Utilities provides Chesapeake with notice that it intends to enter into such 
an agreement and (2) Chesapeake, within three business days of receiving such notice from Florida 
Public Utilities, does not make an offer that the board of directors of Florida Public Utilities 
determines in accordance with the merger agreement is at least as favorable to the Florida Public 
Utilities shareholders as the superior proposal Florida Public Utilities received from the third 
party; or 

• 	if Chesapeake suffers a material adverse effect. 

Termination Fee Payable by Florida Public Utilities. Florida Public Utilities has agreed to pay 
Chesapeake a termination fee of $3.4 million on the first business day following the date of termination of the 
merger agreement if the merger agreement is terminated: 

• by Chesapeake because Florida Public Utilities' board of directors either changes its recommendation 
of the merger agreement in a manner adverse to Chesapeake or recommends a "takeover proposal" of 
the type described above in "- Covenants" (but only if Chesapeake has not suffered a material adverse 

. effect after the date of merger agreement that is continuing at the time of the adverse recommendation 
change giving rise to the terminatIon by Chesapeake); or 

85 



• by Florida Public Utilities if Florida Public Utilities' board of directors authorizes Florida Public 
Utilities to enter into a written agreement concerning a transaction that Florida Public Utilities' board 
of directors has detennined in accordance with the merger agreement is a "superior proposal" of the 
type described above in "- Covenants." 

Florida Public Utilities has also agreed that if (1) after April 17. 2009, a "takeover proposal" of the type 
described above in "- Covenants" is publicly made to Florida Public Utilities or is publicly made directly to 
the shareholders of Florida Public Utilities generally or any person publicly announces an intention (whether 
or not conditional) to make such a takeover proposal and (2) the merger agreement is tenninated by either 
Florida Public Utilities or Chesapeake because the merger has not been completed by January 31, 2010 (or 
March 31. 2010, if the termination date is automatically extended), and within 365 days of such termination 
Florida Public Utilities enters into any definitive agreement with respect to or completes a takeover proposal, 
then Florida Public Utilities will pay Chesapeake the tennination fee of $3.4 million on the earlier of the date 
Florida Public Utilities enters into such agreement with respect to such takeover proposal and the date such 
takeover proposal is completed. 

Obligations in the Event of Termination. In the event of tennination as provided for above, all 
obligations of Chesapeake and Florida Public Utilities in the merger agreement will tenninate (except with 
respect to certain designated obligations in the merger agreement) and there will be no liability on behalf of 
Chesapeake or Florida Public Utilities, except for liabilities arising from a breach by a party of any of its 
representations, warranties, covenants or agreements in the merger agreement. 

Confidentiality and Non-Solicitation Restrictions. The confidentiality agreement between Chesapeake 
and Florida Public Utilities survives any tennination of the merger agreement. 

Chesapeake and Florida Public Utilities have also agreed that. for a period of one year following the date 
of termination of the merger agreement, neither party nor any of their respective subsidiaries will hire or 
solicit for hire or employment any officer or employee of the other party or any of its subsidiaries or any 
person who at the time of proposed hire had been an officer or employee of the other party or any of its 
subsidiaries within the previous six months. 

Standstill Obligations. Chesapeake and Florida Public Utilities have agreed that, for a period of one 
year following the date of tennination of the merger agreement, neither party will: 

• acquire or agree, offer, seek or propose to acquire, by purchase or otherwise, ownership of any voting 
securities or rights to acquire any voting securities of the other, or any of the assets or businesses of the 
other or any subsidiary or division thereof or any bank debt, claims or other obligations of the other or 
any rights to acquire such ownership; 

• seek or propose to influence or control the management or policies of the other or to obtain 
representation on the other's board of directors, or solicit any proxies of the other's shareholders, or 
make any public announcement with respect to any of the foregoing; 

• make any public announcement with respect to, or submit a proposal for, or offer of any extraordinary 
transaction involving the other or its securities or assets; or 

• enter into any discussions, negotiations, arrangements or understandings with any third party with 
respect to any of the foregoing, or otherwise form, join or in any way participate in a "group" (as 
defined in the Exchange Act) in connection with any of the foregoing. 

Notwithstanding the restrictions above: 

• either party is pennitted to commence a non-coercive tender offer for the other's common stock at a 
price higher than that contemplated by any other then-existing merger agreement to which the other is a 
party; and 

.• 	 either party may comment on any merger negotiation process or other matter relating to or involving 
the merger or takeover of the other party in order to correct material misstatements or omissions made 
by the other party or its advisors. 
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Amendments 

The merger agreement may be amended by the parties at any time before or after the shareholder 
meetings, except that any amendment after a shareholders' meeting, which requires approval by shareholders, 
may not be made without such approval. 

CHESAPEAKE AND FLORIDA PUBLIC UTILITIES UNAUDITED PRO FORMA CONDENSED 

COMBINED FINANCIAL STATEMENTS 


The Unaudited Pro Forma Condensed Combined Statements of Income combine the bistorical consoli­
dated statements of income of Chesapeake and Florida Public Utilities, giving effect to the merger as if it had 
occurred on January 1,2008. The Unaudited Pro Forma Condensed Combined Balance Sheet combines the 
historical consolidated balance sheets of Chesapeake and Florida Public Utilities, giving effect to the merger 
as if it had been consummated on June 30, 2009. The historical consolidated financial information has been 
adjusted in the Unaudited Pro Forma Condensed Combined Financial Statements to· give effect to pro forma 
events that are (1) directly attributable to the merger, (2) factually supportable, and (3) with respt<Ct to the 
statements of income, expected to have a continuing impact on the combined results. You should read this 
information in conjunction with the: 

• accompanying notes to the Unaudited Pro Forma Condensed Combined Financial Statements; 

• separate unaudited historical financial statements of Chesapeake as of and for the three- and six-month 
periods ended June 30, 2009 and the related notes included in Chesapeake's quarterly report on 
Form lO-Q for the three and six months ended June 30; 2009, which is incorporated by reference into 
this joint proxy statement/prospectus; 

• separate audited historical financial statements of Chesapeake as of and for the year ended December 31, 
2008 and the related notes included in Chesapeake's annual report on Form lO-K for the year ended 
December 31,2008, which is incorporated by reference into this joint proxy statement/prospectus; 

• separate unaudited historical financial statements of Florida Public Utilities as of and for the three- and 
six-month periods ended June 30, 2009 and the related notes included in Florida Public Utilities' 
quarterly report on Form IO-Q for the three and six months ended June 30, 2009, which is incorporated 
by reference into this joint proxy statement/prospectus; and 

• separate audited historical financial statements of Florida Public Utilities as of and for the year ended· 
December 31, 2008 and the related notes included in Florida Public Utilities' annualreport on 
Form 10-K for the year ended December 31,2008, which is incorPorated by reference into this joint 
proxy statement/prospectus. 

The unaudited pro forma condensed combined financial information is provided for informational 
purposes only. The pro forma information is not necessarily indicative of what the combined company's 
financial position or results of operations actually would have been had the merger been completed at the 
dates indicated. In addition, the unaudited pro forma condensed combined financial information does not 
purport to project the future financial position or operating results of the combined Company. There were no 
material transactions between Chesapeake and Florida Public Utilities during the periods presented in the 
unaudited pro forma condensed combined financial statements. 

The unaudited pro forma condensed combined financial information was prepared using the acquisition 
method of accounting under existing accounting principles generally accepted in the United States of America, 
or U.S. GAAP standards, wifi? Chesapeake treated as the acquirer. The acquisition accounting is dependent 
upon certain valuations and other studies that have yet to commence or progress to a stage where there is 
sufficient information for a definitive measurement. Accordingly, the pro forma adjustments are preliminary 
and have been made solely for the purpose of providing unaudited pro forma condensed combined financial 
information and are subject to revision based on a final determination of fair value upon the closing of the 
merger. Differences between these preliminary estimates and the final acquisition accounting- could have a 
material impact on the accompanying unaudited condensed combined pro forma financ;ial s~atements arid the 
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combined company's future results of operations and financial position. Florida Public Utilities' natural gas 
and electric operations are regulated and accounted for pursuant to SFAS No. 71, Accounting for the Effect of 
Certain Types of Regulation. Under the rate setting and recovery provisions currently in place and expected to 
continue in place for these regulated operations, revenues are derived from earning a return on, and a recovery 
of, the original cost of assets and liabilities subject to rate regulation as approved by the regulatory authority. 
Accordingly, the fair values of the individual assets and liabilities of these regulated operations subject to rate 
regulation are expected to approximate the carrying value under existing U.S. GAAP standards, or, if adjusted, 
any fair value adjustments are expected to result in corresponding and offsetting regulatory assets and 
liabilities pursuant to SFAS No. 71. The unaudited pro forma condensed financial information has been 
prepared on a basis assuming that the merger will not have any impact on rates currently in place and does 
not include the effect of any future rate action associated with the merger related costs. 

The Unaudited Pro Forma Condensed Combined Statements of Income do not include the impacts of any 
revenue, cost or other operating synergies that may result from the merger or the costs to integrate the 
operations of Chesapeake and Florida Public Utilities or any non-recurring charges that may result from the 
merger. The Unaudited Pro Forma Condensed Combined Financial Statements also do not reflect the impact 
of financing, liquidity or other balance sheet repositioning that may be undertaken in connection with or 
subsequent to the merger. 

Unaudited Pro Forma Condensed Combined Statement of Income for the Six Months Ended 
June 30~ 2009 

F10rida Public Pro Fonna Pro Fonna 
Chesapeake Utilities(q) Adjustments Combined 

(In thousands, except for share and per-share data) 

Operating Revenues ........................ $ 145,313 $ 76,148 $ $ 221,461 

Operating Expenses: 

Cost of sales, excluding costs below: .......... 91,689 47,688 139,377 

Operations and maintenance. . . . . . . . . . . . . . . . . 25,152 17,102 (381)(a) 41,873 

Transaction costs . . . . . . . . . . . . . . . . . . . . . . . . . 1,204 539 (l,743)(b) 

Depreciation and amortization . . . . . . . . . . . . . . . 4,797 4,659 146(c) 9,602 

Other taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,649 1,690 5,339 

Total Operating Expenses ................... 126,491 71,678 (1,978) 196,191 

Operating Income ......................... 18,822 4,470 1,978 25,270 

Other income, net of other expenses. . . . . . . . . . . . . 45 529 574 

Interest charges . . . . . . . . . . . . . . . . . . . . . . . . . . .. 3,215 2,269 -(d) 5,484 

Income Before Income Taxes ................. 15,652 2,730 1,978 20,360 

Income taxes .............................. 6,253 982 788(e) 8,023 

Net Income ~ . . .. . . . . . . . . ~ . . . .. . . . ~ . . . . . . . .. $ 9,399 $ 1,748 $ 1.190 $ 12,337 

Earnings Per Share 

Basic .................................. $ 1.37 $ 0.28 $ 1.32 

Diluted ................................ $ 1.36 $ 0.28 $ 1.31 

Weighted Average Shares Ontstanding 

Basic .................................. 6,847,543 6,120,101 9,326, 184(f) 

Diluted ................................ 6,963,132 6,120,101 9,441,773(f) 

See accompanying notes to the unaudited pro forma condensed combined financial statements. The pro 
forma adjustments are explained in Note 6 beginning on page 95. 
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Unandited Pro Forma Condensed Combined Statement of Income for the Year Ended 

December 31, 2008 


Operating Revenues ....................... 

Operating Expenses ....................... 

Cost of sales, excluding costs below .......... 
Operations and maintenance ................ 
Transaction costs . . . . . . . . . . . . . . . . . . . . . . . . 

Depreciation and amortization . . . . . . . . . . . . . . 
Other taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

Total Operating Expenses .................. 


Operating Income ........................ 


Other income, net of other expenses ............ 

Interest charges . . . . . . . . . . . . . . . . . . . . . . . . . .. 

Income Before Income Taxes ................ 
Income taxes. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

Net Income . . . . . . . . . . . . .. . .. . . . . . . . . . . . .. .~ 

Earnings Per Share 

Basic ... , ............................. 
Diluted ............................... 

Weighted Average Shares Outstanding 
Basic ................................. 
Diluted ............................... 

Florida Public Pro Fonna ProForma 
Cbesapeake( q) Utilities( q) Adjustments Combined 

(In tbousands, except sbare and per-sbare data) 

$ 291,444 $ 159,848 $ - $ 451,292 

200,644 108,621 309,265 
45,691 29,359 (981)(a) 74,069 

1,153 493 1,646 
9,005 8,912 291(c) 18,208 

6,472 3,354 9,826 

262,965 150,739 .J.69O) 413,014 

28,479 9,109 690 38,278 

103 996 1,099 
6,158 4,816 --=(d) 10,974 

22,424 5,289 690 28,403 
8,817 1,803 --='Dl(e) 10,931 

$ 13,607 $ 3,486 $ 379 $ 17,472 

$ 2.00 $ 0.57 $ 1.88 

$ 1.98 $ 0.57 $ 1.86 


6,811,848 6,087,441 9,277,262(f) 
6,927,483 6,087,441 9,392,897(f) 

See accompanying notes to the unaudited pro forma condensed combined financial statements. The pro 
forma adjustments are explained in Note 6 beginning on page 95. 

89 



Unaudited Pro Forma Condensed Combined Balance Sheet as of June 30, 2009 

Assets 
Net Property, Plant and Equipment ............ . 
Current Assets 

Cash and cash equivalents ................... . 


Accounts receivable, net. .................... . 


Accrued revenue .......................... . 


Notes receivable .......................... . 


Inventory ................................ . 

Regulatory assets .......................... . 


Storage gas prepayments .................... . 


Deferred income taxes ...................... . 


Other current Assets. . . . . . . . . . . . . . . . . . . . . . . . . 


Total Current Assets ........................ . 

Deferred Charges and Other Assets 
Goodwill ................................ . 

Other intangible assets, net. . . . . . . . . . . . . . . . . . . . 

Regulatory assets . . . . . . . . . . . . . . . . . . . . . . . . . . . 

Other deferred charges and other assets ......... . 


Total Deferred Charges and Other Assets ........ . 


Total Assets ............................... . 


CapitaHzation and Liabilities 
CapitaHzation 

Stockholders' equity 
Preferred Stock ........ . . . . . . . . . . . . . . . . .. 

Common stock .......................... . 

Additional paid-in capital .................. . 

Retained earnings. . . . . . . . . . . . . . . . . . . . . . . . . 

Accumulated other comprehensive loss ........ . 

Deferred compensation obligation ............ . 
Treasury stock . . . . . . . . . . . . . . . . . . . . . . . . . . . 

Total Stockholders' Equity ................... . 

Long-Term Debt, Net of Current Maturities ...... . 

Total Capitalization . . . . . . . . . . . . . . . . . . . . . . . . . . 

Chesapeake 

$287,016 

1,614 

31,062 

1,605 

5,829 

589 
5,847 

3,053 

4,243 

53,842 

674 

157 
2,699 

5,901 

9,431 

$350,289 

$ 

3,344 
68,352 

61,931 

(3,600) 

1,315 
(1,315) 

130,027 

86,313 

216,340 

Florida Public Pro Forma Pro Forma 
UtiUties(r) Adjustments Combined 

(In thousands) 

$145,029 $ 6,090(g) $438,135 

2,084 (643)(h) 3,055 

lO,863 41,925 
2,042 3,647 
5,724 5,724 

3,352 9,181 
1,843 2,432 

5,847 

459 198(0) 3,710 

1,693 5,936 

28,060 (445) 81,457 

2,405 27,051(k) 27,725 

(2,405)0) 

2,800 (2,800)0) 157 
9,220 5,340(m) 17,608 

349(0) 

7,497 13,398 

21,922 27,535 58,888 

$195,011 $ 33,180 $578,480 

$ 600 $ (600)(h) $ 

9,326 (8, 119)(p) 4,551 
6,255 66,932(p) 141,539 

36,703 (36)(h) 57,781 
(3,757)(i) 

(413)(1) 
(533)(0) 

(36,114)(p) 

(413) 413(1) (3,600) 

1.315 
(1,632) 1,632(p) (1,315) 

50,839 19,405 200,271 

46,452 5,340(m) 138,105 

97,291 24,745 338,376 
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Florida Public ProForma ProForma 
Chesapeake UtDities(r) Adjustments Combined 

(In tbousands) 

Current Liabilities 
Current portion of long-term debt. . . . . . . . . . . . . . . 6,656 1,409 8,065 

Short-term borrowings ....................... 2,000 2,000 

Accounts payable and other accruals ............. 29.166 15,025 3,757(i) 49,823 
1,875(n) 

Customer deposits and refunds . . . . . . . . . . . . . . . . . 7,632 13.228 20,860 

Dividends payable .......................... 2,164 726 (7)(h) 2,883 

Regulatory liabilities . . . . . . . . . . . . . . . . . . . . . . . . 6,719 3,703 10,422 

Other accrued liabilities . . . . . . . . . . . . . . . . . . . . . . 3,421 4,639 8,060 

Total Current Liabilities ...................... 57,758 38,730 5,625 102,113 

Deferred Credits and Other Liabilities 
Deferred income taxes . . . . . . . . . . . . . . . . . . . . . . . 41,967 18,368 2,810(0) 63,145 

Regulatory liabilities .. . . . . . . . . . . . . . . . . . . . . . . 837 13,866 14,703 
Environmental liabilities ...................... 469 10,949 11,418 
Other pension and benefit costs ................ 7,502 13,438 20,940 
Accrued asset removal cost and other liabilities ~ . . . 25,416 2,369 --­ 27,785 

Total Deferred Credits and Other Liabilities ....... 76,191 58,990 2,810 137,991 

Total Capitalization and Liabilities . . . . . . . . . . . . . . $350,289 $195,011 $ 33,180 $578,480 

See accompanying notes to the unaudited pro forma condensed combined financial statements. The pro 
forma adjustments are explained in Note 6 beginning on page 95. 
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Notes to the Unaudited Pro Forma Condensed Combined Financial Statements 

1. Description of Transaction 

On April 20, 2009, Chesapeake and Florida Public Utilities announced a definitive merger agreement, 
pursuant to which Florida Public Utilities will merge with a wholly owned subsidiary of Chesapeake. The 
merger was unanimously approved by both companies' respective boards of directors on April 17,2009. Under 
the merger agreement, holders of Florida Public Utilities common stock will receive 0.405 shares of 
Chesapeake's common stock in exchange for each outstanding share of Florida Public Utilities. 

The merger agreement contains certain termination rights for Chesapeake and Florida Public Utilities, 
including the right to terminate the merger agreement if the merger is not completed by January 31, 2010 
(subject to possible extension to March 31,2010 under specified circumstances). The merger agreement further 
provides that, upon termination of the merger agreement under certain circumstances involving a third-party 
takeover proposal of Florida Public Utilities or a change in the Florida Public Utilities board of directors' 
recommendation of the merger, Florida Public Utilities would be required, subject to certain conditions, to pay 
Chesapeake a termination fee of $3.4 million. 

The merger is intended to qualify as a tax-free reorganization and is subject to various regulatory 
approvals as well as approval by the shareholders of both companies. The merger is expected to be completed 
during the fourth quarter of 2009. 

2. Basis of Presentation 

The unaudited pro forma condensed combined financial information was prepared using the acquisition 
method of accounting and was based on the historical financial statements of Chesapeake and Florida Public 
Utilities. Certain adjustments have been made to the historical financial statements of Florida Public Utilities 
to conform to Chesapeake's presentation. The adjustments to the historical statements of income are related to 
the presentation of acquisition-related and other transaction costs and taxes collected from customers that are 
remitted to governmental authorities. These adjustments are for classification and presentation purposes only 
and did not change historical operating income or net income of the companies. The adjustment to the 
historical balance sheet is related to reclassification of software assets from other intangible assets to property, 
plant and equipment. 

The acquisition method of accounting is based on SFAS No. 141(R), Business Combinations, which 
Chesapeake adopted on January 1, 2009 and uses the fair value concepts defined in SFAS No. 157, Fair Value 
Measurements, which Chesapeake has adopted as required. The unaudited pro forma condensed combined 
financial information was prepared using the acquisition method of accounting, under these existing 
U.S. GAAP standards, which are subject to change and interpretation. 

SF AS No. 141(R) requires, among other things, that assets acquired and liabilities assumed be recognized 
at their fair values as of the acquisition date. In addition, SFAS No. 141(R) establishes that the consideration 
transferred be measured at the closing date of the merger at the then-current market price; this particular 
requirement will likely result in an amount of consideration transferred that is different from the amount 
assumed in these unaudited pro forma condensed combined financial statements. 

SFAS No. 157 defines the term "fair value" and sets forth the valuation requirements for all assets and 
liabilities measured at fair value in accordance with SFAS No. 141(R), expands related disclosure requirements 
and specifies a hierarchy of valuation inputs based on the nature of the inputs used to develop the fair value 
measures. Fair value is defined in SFAS No. 157 as "the price that would be received to sell an asset or paid 
to transfer a liability in an orderly transaction between market participants at the measurement date." In 
addition, market partiCipants are assumed to be buyers and sellers in the principal (or the most advantageous) 
market for the asset or liability and fair value measurements for an asset assume the highest and best use by 
these market participants. Accordingly, certain fair value measurements may not reflect Chesapeake's intended 
use of those assets. Many of these fair value measurements can be highly subjective and it is also possible that 
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others applying reasonable judgment to the same facts and circumstances could develop and support a range 
of alternative estimated amounts. 

Under SFAS No. 14l(R), acquisition-related transaction costs are not included as a component of consider­
ation transferred but are accounted for as expenses in the periods in which the costs are incurred. Total acquisition­
related transaction costs expected to be incurred by Chesapeake and Horida Public Utilities are estimated to be 
approximately $5.5 million, of which $1.7 million had been incurred in the six months ended June 30, 2009 and 
included in the historical financial statements. The remaining $3.8 million is reflected in the unaudited pro forma 
condensed combined financial statements as an increase in accounts payable and other accruals and a reduction to 
retained earnings. 

3. 	 Accounting Policies 

Upon consummation of the merger, Chesapeake will review Florida Public Utilities' accounting policies. 
As a result of that review, it may become necessary to harmonize the combined entity's financial statements to 
conform to those accounting policies that are determined to be more appropriate for the combined entity. At 
this time, Chesapeake is aware of the difference in accounting policy regarding presentation of taxes collected 
from customers that are remitted to governmental authorities. The historical financial information of Florida 
Public Utilities has been adjusted to conform to the accounting policy of Chesapeake. The unaudited pro 
forma condensed combined financial statements do not assume any other differences in accounting policies. 

4. 	 Estimate of Consideration Expected to be Transferred 

The following is a preliminary estimate of consideration expected to be transferred to effect the merger 
(in thousands, except share and per-share data): 

Number of Horida Public Utilities common shares outstanding, as of June 30, 
2009 ........................................................ . 6,124,989 

Exchange ratio ................................................... . 0.405 

Total Chesapeake common shares issued ........................ . . . . . . . . 2,480,621 

Chesapeake's stock price. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. $ 29.99 

Estimated purchase price. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. $ 74,394 

Chesapeake's assumed stock price used in determining the estimate of consideration expected to be 
transferred is based on Chesapeake's closing price on August 17, 2009. The estimated consideration expected 
to be transferred reflected in these unaudited pro forma condensed combined fmancial statements does not 
purport to represent what the actual consideration transferred will be when the merger is consummated. As 
discussed in Note 2, the fair value of equity securities issued for consideration transferred in the merger will 
be measured on the closing date of the merger at the then-current market price in accordance with 
SFAS No. 141(R) and this requirement may result in a material difference in the amount of the consideration 
transferred in the merger. 

Since the announcement of the merger on April 20, 2009, Chesapeake's common stock closing prices ranged 
from $28.18 to $34.63 per share, which translate to an estimated purchase price range of $69.9 million to 
$85.9 million. 
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5. 	 Estimate of Assets to be Acquired and Liabilities to be Assumed 

The following is a preliminary estimate of the .assets to be a~quired and the liabilities to be assumed in 
the merger, reconciled to the estimate of consideration expected to be transferred (in thousands): 

Historical book value of net assets acquired prior to adjustments(1) . . . . . . . . . . . . . . . . .. $50,839 

Adjusted for: 

Elimination of existing goodwill and intangible assets of Florida Public Utilities(2) ... . (5,205) 

Elimination of deferred tax asset related to merger-related transaction costs(3) ....... . (140) 

Cash redemption of Florida Public Utilities preferred stock(4) ................... . (636) 

Adjusted book value of net assets acquired prior to fair value adjustments ............ . 44,858 


Preliminary adjustments for fair value to: 


Property, plant and equipment(5) ......................................... . 6,090 


Identifiablt; intangibl~ assets(6) .......................................... . 


Long-term, debt(7) ................................................... . 


Deferred tax assets and liabilities(8) ...................................... . (1,730) 


Contractual contingencies(9) ............................................ . (1,875) 


Fair value of net assets acquired ........................................... . $47,343 


Purchase price(lO) ..................................................... . 74,394 


Goodwill(ll) ............ , ............................................. . $27,051 


(1) 	The amount represents the historical net book value of Florida Public Utilities as of June 30, 2009. 

(2) $2.4 million of goodwill and $2.8 million of customer distribution right intangible assets from Florida 

Public Utilities' previous acquisitions are eliminated. 


(3) 	As of June 30, 2009, Florida Public Utilities recorded $140,000 in deferred tax asset related to the 
merger-related transaction costs. Florida Public Utilities assessed the income tax effect of merger-related 
transaction costs without assuming the merger will ultimately occur. This deferred tax asset will reverse 
upon obtaining all necessary approvals to complete the merger. 

(4) Redemption of the 6,000 shares ,of Florida Public Utilities preferred stock will occur prior to the closing 
of the merger. The redemption price is $106 per share of preferred stock, compared to $100 per share of 
par and carrying value. ' 

(5) The fair value adjustment to property, plant and equipment is related to the real estate and propane assets 
that are not subject to regulatory jurisdiction. The preliminary determination of fair value of the real 
estate assets is based on available market information. The preliminary determination of fair value of pro­
pane assets is based on the approximate fair value of new assets adjusted for estimated depreciation and 
obsolescence based on the age of the assets and economic lives. Chesapeake relied on its own experience 
with similar propane assets to estimate the fair value. For purpose of these unaudited pro forma con­
densed combined fmancial statements, Chesapeake assumed that the fair value of property, plant and 
equipment for Florida Public Utilities' regulated operations is not materially different from their net book 
value as those assets are subject to rate regulation and provide a certain return on those assets as 
approved by the regulatory authority. The estimated fair value adjustment of property, plant and equip­
ment is preliminary, subject to change and could vary materially from the actual adjustment calculated 
after consummation of the merger and completion of valuations and other studies. 

(6) Intangible assets that meet either the separability or contractual-legal criterion described in 
SFAS No. 141(R) are required to be identified and recorded at their fair value. At this time, Chesapeake 
has not identified and does not have sufficient information as to the amount, timing and risk of cash 
flows of all possible intangible assets. For the purpose of these unaudited pro forma condensed combined 
financial statements, Chesapeake estimates that customer relationships and commodity forward contracts 
meet those criteria as intangible assets and the preliminary estimates of their fair values is not significant. 
The fair value of customer relationships is determined using the "income method," which is based on the 
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present value of the after-tax "excess earnings" attributed to the intangible asset, and the fair value of 
commodity contracts is based on available market information on the relevant forward curves/prices. For 
the purpose of these unaudited pro forma condensed combined financial statements, Chesapeake assumed 
that there is no significant "excess earnings" generated by the intangible assets of Florida Public Utilities' 
regulated operations as earnings from regulated operations are based on rates determined by the regula­
tory authority to provide a certain return on only the tangible assets. Chesapeake also assumes that any 
value assigned to natural gas and electric commodity forward contracts for Florida Public Utilities' regu­
lated operations, whether positive or adverse, is subject to the fuel-cost recovery mechanism and will not 
result in a net adjustment to the book value of net assets. The estimated fair value of identifiable intangi­
ble assets is preliminary, subject to change and could vary materially from the actual amount calculated 
after consummation of the merger and completion of valuations and other studies. Those studies could 
also reveal additional intangible assets. 

(7) 	The fair value of long-term debt of Florida Public Utilities was estimated by discounting the future cash 
flows of each issuance at rates currently offered to similar entities for similar debt instruments of compa­
rable maturities. This resulted in a fair value adjustment of $5.3 million to increase the value of long-term 
debt. Since all of Florida Public Utilities' long-term debt is subject to rate regulations. the increase in the 
value of long-term debt resulted in a corresponding regulatory asset for the same amount. As two adjust­
ments offset each other, there is no net impact to the value of net assets. 

(8) Deferred tax adjustment is related to the following: 

(i) 	$8,000 of current deferred tax assets increase and $461,000 of non-current deferred tax liabilities 
increase for Florida Public Utilities due to the change in the estimated tax rate in effect in the years, 
in which the differences between the financial statement bases and income tax bases of assets and lia­
bilities are expected to reverse, after the merger (the change is primarily due to the expected increase 
in the effective Federal income tax rate from 34% to 35% after the merger); 

(ii) 	$1.6 million of a net deferred tax liability increase related to the acquisition adjustments; and 

(iii) 	$349,000 of corresponding income tax-related regulatory assets associated with the increase in net 
deferred tax liabilities for Florida Public Utilities' regulated operations from (i) and (ii) above. 

(9) Certain employment agreements of Florida Public Utilities require change of control or stay-bonus pay­
ments upon consummation of the merger. The liability related to these payments is considered contract­
based contingencies assumed in the merger for the purpose of unaudited condensed combined pro forma 
financial statements. 

(10) Represents the estimated consideration expected to be transferred. See Note 4 for further detail. 

(11) Goodwill is calculated as the difference between the acquisition date fair value of the consideration trans­
ferred and the value assigned to the assets acquired and liabilities assumed. Goodwill is not amortized. 

6. 	 Pro Forma Adjustments 

This note should be read in conjunction with other notes in the unaudited pro forma condensed combined 
financial statements. Adjustments included in the columns under the heading "Pro Forma Adjustments" 
represent the following: 

(a) To reflect the decrease in compensation and benefits related expenses after the merger due to the 
following: 

(i) the decrease in net periodic pension and post-retirement benefit expense of Florida Public 
Utilities resulted from eliminating amortization of prior service costs and deferred net gainlloss due 
to recording of the amounts previously recognized in accumulated other comprehensive income in 
connection with the acquisition accounting. (Florida Public Utilities included $179,000 and $719,000 
related to amortization of prior service costs and $54.000 and $0 related to the amortization of net 
gain in its historical financial statements for the six months ended June 30, 2009 and year ended 
December 31,2008, respectively); and 
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(ii) the reduction in expense related to John T. English, whose employment arrangement will be 
terminated and replaced by a consulting arrangement upon consummation of the merger. Chesapeake 
estimates a reduction of $148,000 and $262,000 for the six months ended June 30, 2009 and year ended 
December 31, 2008, respectively, in compensation and benefits related expenses from this change. 

(b) To eliminate transaction costs included in the historical financial statements. Acquisition-related 
transaction costs incurred in the six months ended June 30, 2009 are directly attributable to the merger 
and are considered non-recurring. 

(c) To reflect the net incremental depreciation and amortization expense on property, plant and 
equipment. The net incremental depreciation and amortization expense on property, plant and equipment 
results from the fair value adjustment to Florida Public Utilities real estate and propane assets (see 
Note 5) and is calculated using estimated asset lives ranging from 12 years to 55 years. 

(d) To reflect the net reduction in interest expense on Florida Public Utilities' long-term debt as a 
result of the acquisition adjustment to reflect the fair value of long-term debt (see Note 5), which 
incorporates the following: 

(i) elimination of $50,000 and $100,000 of interest expense related to amortization of the 
existing debt discount for the six months ended June 30, 2009 and year ended December 31, 2008, 
respectively, included in the historical financial statements; 

(ii) estimated amortization of debt premium of $230,000 and $460,000 for the six months 
ended June 30, 2009 and year ended December 31, 2008, respectively, resulting from the fair value 
adjustment of long-term debt; and 

(iii) the net reduction in interest expense above is offset by the increase in interest expense 
from amortization of a corresponding regulatory asset from the fair value adjustment of long-term 
debt (see Note 5). The net impact to interest expense is $0 for both the six months ended June 30, 
2009 and year ended December 31, 2008. 

(e) To reflect the following adjustments to income taxes: 

(i) $25,000 and $45,000 related to the change in the Federal statutory income tax rate of 
Florida Public Utilities from 34% as included in its historical financial statements to the estimated 
rate of 35% after the merger for the six months ended June 30, 2009 and year ended December 31, 
2008, respectively; and 

(ii) $763,000 and $266,000 related to the tax effect of the above pro forma adjustments to 
revenues and expenses based on the estimated effective income tax rate of 38.6% for the six months 
ended June 30, 2009 and year ended December 31, 2008, respectively. 

(f) The pro forma combined weighted average shares outstanding are calculated by adding 
(i) Chesapeake's historical weighted average shares outstanding and (ii) Florida Public Utilities' historical 
weighted average common shares outstanding multiplied by the exchange ratio of 0.405 per share. 

(g) To adjust Florida Public Utilities' property, plant and equipment related to propane and real 
estate assets to the estimated fair value (see Note 5). 

(h) To reflect redemption of the Florida Public Utilities' preferred stock, which is stipulated in the 
merger agreement to occur prior to the closing of the merger. 

(i) To reflect $3.8 million in estimated additional acquisition-related transaction costs to consummate 
the merger that are not yet incurred in the historical financial statements. 

G) To eliminate existing goodwill and intangible assets of Florida Public Utilities included in the 
historical financial statements (see Note 5). 

(k) To record goodwill recognized in the merger (see Note 5). 

(1) To eliminate Florida Public Utilities' accumulated other comprehensive income included in the 
historical financial statements. Florida Public Utilities' accumulated other comprehensive income was 
comprised of unamortized gainsllosses and prior service costs related to its pension and post-retirement 
benefit plans. 
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(m) To adjust the net book value of Florida Public Utilities' long-tenn debt to their estimated fair 
value and establish a corresponding regulatory asset as all of its long-tenn debt is subject to rate 
regulation (see Note 5). 

(n) To record the liability assumed in the merger to certain employees of Florida Public Utilities for 
change of control and stay-bonus payments as stipulated in their individual employment contract. 

(0) To reflect the following adjustments to deferred tax assets and liabilities: 

(i) reversal of deferred tax assets related to merger-related transaction costs recorded by 
Chesapeake and Florida Public Utilities of $393,000 and $140,000, respectively, as these deferred 
tax assets were recorded without assuming the merger will ultimately occur; 

(ii) adjustment to existing deferred tax assets and liabilities of Florida Public Utilities ($8,000 
of current deferred tax assets increase and $461,000 of non-current deferred tax liabilities increase) 
due to the change in the estimated tax rate in effect in the years, in which the differences between 
the financial statement bases and income tax bases of assets and liabilities are expected to reverse, 
after the merger as well as $349,000 of corresponding income-tax related regulatory assets; and 

(iii) impact on deferred tax assets and liabilities related to the acquisition adjustments. 

(p) To reflect the issuance of Chesapeake's common stock as the merger consideration (see 
Note 4) and to eliminate Florida Public Utilities' common stockholders' equity. 

(i) Common stock (in thousands): 
Elimination of Florida Public Utilities common stock. . . . . . . . . . . . . . . . . 

Issuance of Chesapeake's common stock at par value. . . . . . . . . . . . . . . . . 

$ (9,326) 

1,207 

(ii) 

Total. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

Additional paid-in capital (in thousands): 

Elimination of Florida Public Utilities additional paid-in capital ........ . 
Issuance of Chesapeake's common stock above par value, at estimated 

market price . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

$ (8,119) 

$ (6,255) 

73,187 

Total .................................................... . $ 66,932 
(iii) Retained earnings (in thousands): 

Elimination of Florida Public Utilities historical retained earnings ...... . 

Effect of adjustments to Florida Public Utilities historical retained earnings 
from (h) (1) and (0) above .................................. . 

$(36,703) 

589 

(iv) 
Total .................................................... . 

Treasury stock (in thousands): 
$(36,114) 

Elimination of Florida Public Utilities treasury stock . . . . . . . . . . . . . . . . . $ 1,632 

The unaudited pro fonna condensed combined financial statements include the following adjustments to 
the historical financial infonnation of Chesapeake and Florida Public Utilities: 

(q) Florida Public Utilities' historical infonnation for the six months ended June 30, 2009 and year 
ended December 31,2008 include the effect of reclassifying $539,000 and $493,000, respectively, of 
acquisition-related and other transaction costs and excluding $4.6 million and $8.7 million, respectively, 
of taxes collected from customers that are remitted to governmental authorities from operating revenues 
and cost of sales to confonn with Chesapeake's presentation. 

(r) Florida Public Utilities' historical infonnation as of June 30, 2009 includes the effect of 
reclassifying $1.1 million of net software from other intangible assets to net property, plant and 
equipment to confonn with Chesapeake's presentation. 
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INFORMATION ABOUT THE MEETINGS AND VOTING 

The Chesapeake board of directors is using this joint proxy statement/prospectus to solicit proxies from 
the holders of Chesapeake common stock for use at the special meeting of Chesapeake's shareholders, The 
Florida Public Utilities board of directors is using this document to solicit proxies from the holders of Florida 
Public Utilities common stock for use at the special meeting of Florida Public Utilities' shareholders. The 
companies are first mailing this joint proxy statement/prospectus and accompanying form of proxy to 
Chesapeake and Florida Public Utilities shareholders on or about September 15, 2009. 

Matters Relating to the Meetings 

Chesapeake Meeting 
I 

I 
Florida PubHc Utilities Meeting 

Date, Time and' Place: October 22, 2009 at 9:00 a.m., Eastern 
Daylight Time, in the Board Room of 
PNC Bank, Delaware, located at 222 
Delaware Avenue, Wilmington, 
Delaware 19801. 

I 

October 22, 2009 at 11 :00 a.m., 
Eastern Daylight Time, at Florida 
Public Utilities' corporate 
headquarters, located at 401 South 
Dixie Highway, West Palm Beach, 
Florida 33401. 

Admission to Meeting: 

I 

All holders of Chesapeake common 
stock, including shareholders of record 
and shareholders who hold their shares 
through banks, brokers. custodians or 
other record holders, are invited to 
attend the Chesapeake special meeting. 
Holders of record of Chesapeake 
common stock as of the record date 
can vote in person at the Chesapeake 
special meeting. If you are not a 
shareholder of record, you must obtain 
a valid proxy, executed in your favor, 
from the record holder of your shares, 
such as a bank, broker, custodian or 
other record holder, to be able to vote 
in person at the Chesapeake special 
meeting. Your bank, broker or other 
custodian can assist in obtaining a 
valid proxy. If you plan to attend the 
Chesapeake special meeting, you must 
hold your shares in your own name, 
have a letter from the record holder of 
your shares or other evidence 
confirming your ownership and you 
must bring a form of personal photo 
identification with you in order to be 
admitted. Chesapeake reserves the right 
to refuse admittance to anyone without 
proper proof of share ownership or 
without proper photo identification. 

All holders of Florida Public Utilities 
common stock, including shareholders 
of record and shareholders who hold 
their shares through banks, brokers, 
custodians or other record holders, are 
invited to attend the Florida Public 
Utilities special meeting. Holders of 
record of Florida Public Utilities 
common stock as of the record date 
can vote in person at the Florida Public 
Utilities special meeting. If you are not 
a shareholder of record, you must 
obtain a valid proxy, executed in your 
favor, from the record holder of your 
shares, such as a bank, broker, 
custodian or other record holder, to be 
able to vote in person at the Florida 
Public Utilities special meeting. Your 
bank, broker or other custodian can 
assist in obtaining a valid proxy. If you 
plan to attend the Florida Public 
Utilities special meeting, you must 
hold your shares in your own name, 
have a letter from the record holder of 
your shares or other evidence 
confirming your ownership and you 
must bring a form of personal photo 
identification with you in order to be 
admitted. Florida Public Utilities 
reserves the right to refuse admittance 
to anyone without proper proof of 

; share ownership or without proper 
photo identification. 
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Chesapeake Meeting Florida Public Utilities Meeting 

Purpose of Meeting: To vote on: 

• a proposal to adopt the merger 
agreement and approve of the merger 
and the issuance of Chesapeake 
common stock in the merger; and 

• a proposal to approve the 
adjournment of the special meeting, 
if necessary or appropriate, to solicit 
additional proxies, in the event that 
there are not sufficient votes at the 
time of the special meeting to 
approve the foregoing proposaL 

To vote on: 

• a proposal to approve the merger 
agreement and the merger; and 

• a proposal to approve the 
adjournment of the special meeting, 
if necessary or appropriate, to solicit 
additional proxies, in the event that 
there are not sufficient votes at the 
time of the special meeting to 
approve the foregoing proposal. 

Record Date: The record date for Chesapeake shares 
entitled to vote is August 24, 2009. 

The record date for Horida Public 
Utilities shares entitled to vote is 
August 24,2009. 

Outstanding Shares As of August 24, 2009, the record date As of August 24, 2009, the record date 
Held: for the Chesapeake special meeting, 

there were approximately 
6,883,593 shares of Chesapeake 
common stock outstanding. 

for the Horida Public Utilities special 
meeting, there were approximately 
6,140,592 shares of Florida Public 
Utilities common stock outstanding. 

Shares Entitled to Shares entitled to vote at the Shares entitled to vote at the Florida 
Vote: Chesapeake special meeting are 

Chesapeake common stock held as of 
the close of business on the record 
date, August 24, 2009. 

Each share of Chesapeake common 
stock is entitled to one vote. Shares 
held by Chesapeake and its subsidiaries 

Public Utilities special meeting are 
Horida Public Utilities common stock 
held as of the close of business on the 
record date, August 24, 2009. 

Each share of Florida Public Utilities 
common stock is entitled to one vote. 
Shares held by Horida Public Utilities 

i as treasury shares are not voted. and its subsidiary as treasury shares are 
not voted. 

Quorum Requirement: A quorum of shareholders is necessary 
to hold a valid meeting. The presence 
in person or by proxy at the meeting of 
holders of a majority of the outstanding 
shares of Chesapeake stock entitled to 
vote at the meeting is a quorum. 

Abstentions and broker non-votes 
count as present and entitled to vote 
for establishing a quorum. Shares held 
by Chesapeake and its subsidiaries as 
treasury shares do not count toward a 
quorum. 

A broker non-vote occurs on an item 
when a broker is not permitted to vote 
on that item without instruction from 
the beneficial owner of the shares and 
no instruction is given. 

A quorum of shareholders is necessary 
to hold a valid meeting. The presence 
in person or by proxy at the meeting of 
holders of a majority of the 
outstanding shares of Horida Public 
Utilities common stock entitled to vote 
at the meeting is a quorum. 

Abstentions and broker non-votes 
count as present and entitled to vote 
for establishing a quorum. Shares held 
by Horida Public Utilities and its 
subsidiary as treasury shares do not 
count toward a quorum. 

A broker non-vote occurs on an item 
when a broker is not permitted to vote 
on that item without instruction from 
the beneficial owner of the shares and 
no instruction is given. 
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Cbesapeake Meeting Florida Public Utilities Meeting 

Shares Beneficially Chesapeake directors and officers Florida Public Utilities directors and 
Owned by Chesapeake beneficially owned 314,363 shares of officers beneficially owned 
and Florida Public Chesapeake common stock on the 351,192 shares of Florida Public 
Utilities Directors and record date. These shares represent in Utilities common stock on the record 
Executive Officers as total approximately 4.6% of the total date. These shares represent in total 
ofRecord Date: voting power of Chesapeake's voting approximately 5.7% of the total voting 

I securities. power of Florida Public Utilities' 
common stock. 

Vote Necessary to Approve the Chesapeake and Florida Public Utilities Proposals 

Company Vote Necessary 

Chesapeake Adoption of the merger agreement and approval of the merger and the issuance of 
shares of Chesapeake common stock in the merger requires the affirmative vote of 
at least a majority of the outstanding shares of Chesapeake common stock. If there 
is a quorum, approval of any necessary or appropriate adjournment of the special 
meeting requires the affirmative vote of a majority of the votes cast by all 
shareholders entitled to vote. In the absence of a quorum, the special meeting may 
be adjourned by the approval of the majority of the voting power of the 
outstanding shares present and entitled to vote at the special meeting. 

Florida Public Utilities Approval of the merger agreement and the merger requires the affirmative vote of 
at least a majority of the outstanding shares of Florida Public Utilities common 
stock. If there is a quorum, approval of any necessary or appropriate adjournment 
of the special meeting requires the affmnative vote of a majority of the votes cast 
by all shareholders entitled to vote. In the absence of a quorum, the special 
meeting may be adjourned by the approval of the majority of the voting power of 
the outstanding shares present and entitled to vote at the special meeting. 

Under New York Stock Exchange rules, if your broker holds your shares in its name, your broker may 
not vote your shares on the proposals above absent instructions from you. Without your voting instructions on 
those items, a broker non-vote will occur. 

Proxies 

Submitting Your Proxy. You may vote in person by ballot at your special meeting or by submitting a 
proxy. Please submit your proxy even if you plan to attend the respective special meeting. If you attend the 
special meeting, you may vote by ballot, thereby canceling any proxy previously given. 

Voting instructions are included on your proxy card. If you properly give your proxy and submit it to 
Chesapeake or Florida Public Utilities, as the case may be, in time to vote, one of the individuals named as 
your proxy will vote your shares as you have directed. You may vote for or against the proposals or abstain 
from voting. 
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How to Vote by Proxy 

Chesapeake Florida Public Utilities 

By Mail: To submit your proxy by mail, complete, 
date and sign your proxy card, and if you 
are a shareholder of record, return it to 
Proxy Services, clo Computershare Investor 
Services, in the postage-paid envelope 
provided. If the envelope is missing, please 
address your completed proxy card to 
Chesapeake Utilities Corporation c/o Proxy 
Services, c/o Computershare Investor 
Services, PO Box 43101, Providence, RI 
02940-5067. If you are a beneficial owner, 
please refer to your proxy card or the 
information provided to you by your bank, 
broker, custodian or other record holder. 

To submit your proxy by mail, complete, 
date and sign your proxy card, and if you 
are a shareholder of record, return it to 
American Stock Transfer & Trust Co., 
LLC, in the postage-paid envelope 
provided. If the envelope is missing, please 
address your completed proxy card to 
Florida Public Utilities Company 
c/o Operations Center, American Stock 
Transfer & Trust & Co., LLC, 6201 15th 
Avenue, Brooklyn, NY 11219. If you are a 
beneficial owner, please refer to your proxy 
card or the information provided to you by 
your bank, broker, custodian or other record 
holder. 

By Telephone: If you are a shareholder of record, you can 
submit your proxy by telephone by calling 
the toll-free telephone number on your 
proxy card. Telephone voting is available 
24 hours a day and will be accessible until 
11 :59 p.m. Eastern Daylight Time on 
October 21, 2009. Easy-to-follow voice 
prompts allow you to submit your proxy 
and confirm that your instructions have 
been properly recorded. If you are a 
beneficial owner, please refer to your proxy 
card or the information provided by your 
bank, broker, custodian or other record 
holder for information on whether 
telephone voting is available to you. You 
will be given the opportunity to confirm 
that your instructions have been properly 
recorded. If you submit your proxy by 
telephone you do not need to return your 
proxy card. If you are located outside the 
United States, Canada and Puerto Rico, 
see your proxy card or other materials 
for additional instructions. If you hold 
shares through a bank, broker, custodian 
or other record holder, please check the 
voting form used by that firm to see if it 
otters telephone voting. 

If you are a shareholder of record, you can 
submit your proxy by telephone by calling 
the toll-free telephone number on your 
proxy card. Telephone voting is available 
24 hours a day and will be accessible until 
11 :59 p.m. Eastern Daylight Time on 
October 21,2009. Easy-to-follow voice 
prompts allow you to submit your proxy 
and confirm that your instructions have 
been properly recorded. If you are a 
beneficial owner, please refer to your proxy 
card or the information provided by your 
bank, broker, custodian or other record 
holder for information on whether 
telephone voting is available to you. You 
will be given the opportunity to confirm 
that your instructions have been properly 
recorded. If you submit your proxy by 
telephone you do not need to return your 
proxy card. If you are located outside the 
United States, Canada and Puerto Rico, 
see your proxy card or other materials 
for additional instructions. If you hold 
shares through a bank, broker, custodian 
or other record holder, please check the 
voting form used by that firm to see if it 
otters telephone voting. 
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Chesapeake Florida Public Utilities 

By Internet: If you are a shareholder of record, the If you are a shareholder of record, the 
secure website for Internet voting can be secure website for Internet voting can be 
found on your proxy card. Internet voting is found on your proxy card. Internet voting is 
available 24 hours a day, and will be available 24 hours a day, and will be 
accessible until 11 :59 p.m. Eastern Daylight accessible until 11 :59 p.m. Eastern Daylight 
Time on October 21, 2009. If you are a Time on October 21, 2009. If you are a 
beneficial owner, please refer to your proxy beneficial owner, please refer to your proxy 
card or the information provided by your card or the information provided by your 
bank, broker, custodian or other record bank, broker, custodian or other record 
holder for information on whether Internet holder for information on whether Internet 
voting is available to you. You will be voting is available to you. You will be 
given the opportunity to confirm that your given the opportunity to confirm that your 
instructions have been properly recorded. If instructions have been properly recorded. If 
you submit your proxy over the Internet, you submit your proxy over the Internet, 
you do not need to return your proxy you do not need to return your proxy 
card. If you hold shares through a bank, card. If you hold shares through a bank, 
broker, custodian or other record holder, broker, custodian or other record holder, 
please check the voting form to see if it please check the voting form to see if it 
offers Internet voting. offers Internet voting. 

The proxy confers discretionary authority to the named proxies. Accordingly, if you submit your proxy 
but do not make specific choices, your proxy will follow the respective board of director recommendations 
and vote your shares as follows: 

Chesapeake 

• "FOR" adoption of the merger agreement and 
the approval of the merger and the issuance of 
Chesapeake common stock in the merger; and 

• "FOR" the adjournment of the Chesapeake 
special meeting if necessary or appropriate to 
permit further solicitation of proxies. 

Florida Public Utilities 

• "FOR" approval of the merger agreement and 
the merger; and 

• "FOR" the adjournment of the Florida Public 
Utilities special meeting if necessary or 
appropriate to permit further solicitation of 
proxies. 

With respect to the proposals above, if you do not instruct your bank, broker or other custodian how to 
vote your shares of Chesapeake or Florida Public Utilities common stock, those shares will not be voted at 
your special meeting, and such bank, broker or other nominee will not be authorized to vote. 

Proxies for Participants in Chesapeake's 401(k) Plan 

If you are a participant in Chesapeake's 401(k) Retirement Savings Plan, you will receive proxy materials 
and a proxy card from the trustee of the Plan. You can complete the proxy card in order to instruct the trustee 
how to vote the shares of stock that are allocated to your account. If you do not instruct the trustee how to 
vote your shares, the trustee will vote them, based upon the recommendation of the Chesapeake board of 
directors, in favor of the adoption of the merger agreement and approval of the merger and the issuance of 
Chesapeake common stock in the merger and in favor of adjournment of the Chesapeake special meeting if 
necessary or appropriate to permit further solicitation of proxies. Likewise, the trustee will vote shares that 
have not been allocated to any account in the same manner. 

Householding Infonnation 

Each of Chesapeake and Florida Public Utilities has adopted the procedure approved by the SEC called 
"householding." Under this procedure, shareholders of record who have the same address and last name will 
receive only one copy of this joint proxy statement/prospectus unless Chesapeake or Florida Public Utilities, 
as applicable, has previously received contrary instructions from one or more of such shareholders. This 
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procedure will reduce the printing costs and postage fees of Chesapeake and Florida Public Utilities in 
connection with this joint proxy statement/prospectus and of the combined company for future annual reports 
and proxy statements. Shareholders who participate in householding will continue to receive separate proxy 
cards. Householding will not in any way affect dividend check mailings. 

Each Chesapeake or Florida Public Utilities shareholder who holds shares in "street name" will continue 
to receive a voting instruction form. Chesapeake and Florida Public Utilities shareholders who hold shares in 
"street name" can request further information on householding through their banks, brokers, custodians or 
other record holders. 

On written or oral request to Chesapeake Utilities Corporation, Corporate Secretary, 909 Silver Lake 
Boulevard, Dover, DE 19904, (302) 734-6799, Chesapeake will deliver promptly a separate copy of this joint proxy 
statement/prospectus to a Chesapeake shareholder at a shared address to which a single copy of this joint proxy 
statement/prospectus was delivered. Similarly, on written or oral request to Florida Public Utilities Company, 
Secretary, 401 South Dixie Highway, West Palm Beach, Florida 33401, (561) 832-0872, Florida Public Utilities 
will deliver promptly a separate copy of this joint proxy statement/prospectus to a Florida Public Utilities 
shareholder at a shared address to which a single copy of this joint proxy statement/prospectus was delivered 

Chesapeake or Florida Public Utilities shareholders sharing an address who wish, in the future, to receive 
separate copies or a single copy of Chesapeake's or Florida Public Utilities' proxy statements and annual 
reports should provide written or oral notice to Chesapeake or Florida Public Utilities, as applicable, at the 
applicable address and telephone number set forth above. Holders in "street name" who wish, in the future, to 
receive separate copies or a single copy of Chesapeake's or Florida Public Utilities' proxy statements and 
annual reports must contact their banks and brokers. 

Revoking Your Proxy 

If you submit a completed proxy card with instructions on how to vote your shares and then wish to 
revoke your instructions, you should submit a notice of revocation to Chesapeake or Florida Public Utilities, 
as appropriate, as soon as possible. You may revoke your proxy at any time before it is voted by: 

• timely delivery of a valid, later-dated proxy or timely submission of a later-dated proxy by telephone or 
Internet; 

• notifying, in the case of a Chesapeake shareholder, Chesapeake's Corporate Secretary and, in the case 
of a Florida Public Utilities shareholder, Florida Public Utilities' Secretary, that you are revoking your 
proxy by written notice that bears a date later than the date of the proxy and that is received prior to 
your special meeting and states that you revoke your proxy; or 

• voting by ballot at either the Chesapeake special meeting or Florida Public Utilities special meeting. 

Voting in Person 

If you are a shareholder of record and you wish to vote in person at the Chesapeake or Florida Public 
Utilities special meeting, a ballot will be provided at the meeting. However, if your shares are held in the 
name of your bank, broker, custodian or other record holder, you must obtain a valid proxy, executed in your 
favor, from the record holder to be able to vote at the meeting. Your bank, broker or other custodian can assist 
you in obtaining a valid proxy. 

Proxy Solicitation 

Chesapeake and Florida Public Utilities will each pay its own costs of soliciting pro~ies. 

In addition to this mailing, proxies may be solicited by directors, officers or employees of Chesapeake or 
Florida Public Utilities in person or by telephone or electronic transmission. None of the directors, officers or 
employees will be directly compensated for such services. Chesapeake has retained Georgeson Inc. and Florida 
Public Utilities has retained MaKenzie Partners, Inc. to assist in the distribution and solicitation of proxies. 
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For these services, Chesapeake and Florida Public Utilities expect to pay fees of $19,000 and $75,000, 
respectively, plus reasonable expenses. 

The extent to which these proxy soliciting efforts will be necessary depends entirely upon how promptly 
proxies are submitted. You should submit your proxy without delay by mail or by telephone or over the 
Internet. The companies also reimburse brokers and other nominees for their expenses in sending these 
materials to you and obtaining your voting instructions if your shares are held in "street name." 

Do not send in any stock certificates with your proxy cards. The exchange agent will mail transmittal 
forms with instructions for the surrender of stock certificates for Florida Public Utilities common stock to 
former Florida Public Utilities common shareholders as soon as practicable after the completion of the merger. 
Chesapeake shareholders do not need to exchange their stock certificates. 

DESCRIPTION OF CHESAPEAKE CAPITAL STOCK 

The following summary of the capital stock of Chesapeake is subject in all respects to the applicable 
provisions of the DGCL, and the restated certificate of incorporation (referred to as the certificate of 
incorporation) and the amended and restated bylaws (referred to as the bylaws) of Chesapeake as in effect on 
the date of this joint proxy statement/prospectus and which will be in effect at the effective time of the merger. 
Copies of the certificate of incorporation and bylaws of Chesapeake will be sent to shareholders of Chesapeake 
and Florida Public Utilities upon request. See "Where You Can Find More Information," on page 127; see also 
"Comparison of Shareholder Rights" beginning on page 105. 

Authorized and Outstanding Capital Stock 

Chesapeake's authorized capital stock consists of 12,000,000 shares of common stock, par value $0.4867 
per share, and 2,000,000 shares of preferred stock, par value $0.01 per share, of which 200,000 shares have 
been designated as Series A Participating Cumulative Preferred Stock, par value $0.01 per share. As of 
August 24, 2009, there were 6,883,593 shares of common stock and no shares of preferred stock issued and 
outstanding, and no shares of common stock were held in Chesapeake's treasury. 

Common Stock 

Voting Rights. Except as otherwise required by law and subject to the rights of the holders of any class 
or series of preferred stock, with respect to all matters upon which Chesapeake shareholders are entitled to 
vote, the holders of Chesapeake common stock vote together as a class, and every holder of Chesapeake 
common stock is entitled to cast one non-cumulative vote in person or by proxy for each share of common 
stock standing in such holder's name on the books of Chesapeake. 

Dividend Rights. Holders of Chesapeake common stock are entitled to receive dividends or other 
distributions as declared by the Chesapeake board of directors at its discretion. Chesapeake's board of directors 
may create a class or series of preferred stock with dividends the rate of which is calculated by reference to, 
and payment of which is concurrent with, dividends on shares of common stock. 

Conversion; Redemption. Holders of Chesapeake common stock are not entitled to any conversion rights 
and such shares are not subject to any redemption provisions. 

Preemptive Rights. Holders of Chesapeake common stock are not entitled to any preemptive rights to 
subscribe for or otherwise acquire any unissued or treasury shares or other securities of Chesapeake nor are 
shares of Chesapeake common stock subject to any capital calls or assessments by Chesapeake. 

Preferred Stock 

Chesapeake's board of directors has the full authority permitted by law, at any time and from time to 
time, to divide the authorized and unissued shares of preferred stock into one or more classes or series and, 
with respect to each such class or series, to determine by resolution or resolutions the number of shares 
constituting such class or series and the designation of such class or series, the voting powers, if any, of the 
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shares of such class or series, and the preferences and relative, participating, optional or other special rights, if 
any, and any qualifications, limitations or restrictions thereof, of the shares of any such class or series of 
preferred stock to the full extent now or as may in the future be permitted by the law of Delaware. The 
powers, preferences and relative, participating, optional and other special rights of each class or series of 
preferred stock and the qualifications. limitations or restrictions thereof, if any, may differ from those of any 
and all other classes or series at any time outstanding. 

The Chesapeake board of directors has designated 200,000 authorized shares of preferred stock as 
"Series A Participating Cumulative Preferred Stock," par value $0.01 per share, of which no shares are 
outstanding. 

Anti-Takeover Considerations 

The DGCL and the Chesapeake certificate of incorporation and bylaws contain a number of provisions 
that may have the effect of discouraging transactions that involve an actual or threatened change in control of 
Chesapeake. For a description of the provisions, see the Chesapeake information under "Comparison of 
Shareholder Rights - Shareholder Rights Plan," "- Number of Directors; Classification of Board of Direc­
tors," "-Removal of Directors," "-Voting Rights in an Extraordinary Transaction," - Business Combina­
tion and Control Share Acquisition Statutes," and "- Amendments to Governing Documents" beginning on 
page 106. 

Transfer Agent and Registrar 

Computershare Trust Company, N.A. is the transfer agent and registrar for Chesapeake common stock. 

COMPARISON OF SHAREHOLDER RIGHTS 

Upon completion of the merger, Florida Public Utilities common shareholders will receive Chesapeake 
common stock in exchange for their shares of Florida Public Utilities common stock. 

• The rights of Chesapeake shareholders are and will be governed by the DGCL, Chesapeake's certificate 
of incorporation and its bylaws . 

• The rights of Florida Public Utilities shareholders are governed by the FBCA, Florida Public Utilities' 
restated articles of incorporation (referred to as the articles of incorporation) and its restated by-laws 
(referred to as the bylaws), 

The following is a summary comparison of the respective material rights of holders of Chesapeake 
common stock and holders of Florida Public Utilities common stock. This summary is qualified in its entirety 
by reference to the DGCL, the FBCA, the certificate of incorporation and bylaws of Chesapeake, and the 
articles of incorporation and bylaws of Florida Public Utilities. For a more complete understanding of the 
rights of Chesapeake and Florida Public Utilities shareholders, including the differences between being a 
shareholder of Chesapeake and Florida Public Utilities, you should carefully read this entire joint proxy 
statement/prospectus and the relevant provisions of the DGCL and the FBCA, the certificate of incorporation 
and bylaws of Chesapeake, and the articles of incorporation and bylaws of Florida Public Utilities, which are 
incorporated by reference into this joint proxy statement/prospectus. Copies of the certificate of incorporation 
and bylaws of Chesapeake and the articles of incorporation and bylaws of Florida Public Utilities are available. 
without charge, to any person, including any beneficial owner to whom this joint proxy statement/prospectus is 
delivered, by following the instructions listed under "Where You Can Find More Information" on page 127. 

Authorized Capital Stock 

Chesapeake 

The Chesapeake certificate of incorporation authorizes it to issue up to 12,000,000 shares of common 
stock, par value $0.4867 per share, and 2,000,000 shares of preferred stock, par value $0.01 per share, 
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200,000 shares of which have been designated as Series A Participating. Cumulative Preferred Stock, par value 
$0.01 per share. 

Florida Public UtiUties 

The Florida Public Utilities articles of incorporation authorize it to issue up to 10,000,000 shares of 
common stock, par value $1.50 per share; 11,000 shares of Cumulative Preferred Stock, par value $100 per 
share, 6,000 shares of which 'have been designated 4%% Series A Cumulative Preferred Stock and 5,000 shares 
of which have been designated as 4%% Series B Cumulative Preferred Stock; and 32,500 shares of $1.12 
Convertible Preference Stock, Cumulative, par value $20 per share. 

Shareholder Rights Plan 

Chesapeake 

The DGCL does not include a statutory provision expressly validating shareholder rights plans; however, 
such plans have generally been upheld by decisions of courts appiying Delaware law. Chesapeake has in place 
a shareholder rights plan, referred to in this paragraph as the Plan, that is designed to protect the value of the 
investment made by its shareholders. Under the Plan, Chesapeake shareholders have the right to purchase from 
Chesapeake one-fiftieth of a share of Chesapeake Series A Participating Cumulative Preferred Stock, par value 
$0,01 per share, for each share of Chesapeake common stock, par value $0.4867, owned by the shareholders 
(referred to in this paragraph as the Right). The Rights are not exercisable until the Distribution Date (as 
defined in the Plan). Each Right may be exercised at a purchase price of $105 per share, subject to adjustment 
as provided in the Plan. The issuance of Rights has no dilutive effect, does not affect reported earnings per 
share, is not taxable to the shareholder, and does not change the way in which Chesapeake's shares are 
currently traded. . 

Florida Public Utilities 

Florida Public Utilities does not have a shareholder rights plan. 

Number of Directors; Classification of Board of Directors 

Chesapeake 

The DGCL provides that a corporation's board of directors must consist of one or more individuals, with 
the number fixed by, or in the manner provided in, the bylaws, unless the certificate of incorporation fixes the 
number, in which case a change in the number of directors shall be made only by amendment of the 
certificate. The DGCL further provides that directors need not be shareholders of the corporation unless the 
corporation's certificate of incorporation or bylaws so provide. The certificate of incorporation and bylaws 
may also prescribe other qualifications for directors. 

The Chesapeake certificate of incorporation provides that the number of directors will not be less than 5 
nor more than 15, as may be fixed from time to time by the board. Chesapeake currently has 10 directors. 
After completion of the merger, Chesapeake's board.of directors will consist of 12 directors, of whom 10 will 
be individuals who were serving as directors of Chesapeake prior to the consummation of the merger and 2 
will be designated by Chesapeake and will be individuals who were serving as directors of Florida Public 
Utilities prior to the consummation of the merger, Chesapeake's bylaws require directors to be shareholders of 
Chesapeake. 

The DGCL permits, but does not require, a classified board of directors, pursuant to which the directors 
can be divided into two or three classes with staggered terms of office, with only one class of directors 
standing for election each year. 

Pursuant to the Chesapeake certificate of incorporation, the board of directors of Chesapeake is classified, 
with the board divided into three classes, Class I, Class II and Class III. Each director serves from the time of 
election and qualification until the third annual meeting following election and until a successor has been 
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elected and qualified or until his or her earlier resignation, disqualification, disablement or removal from 
office. As a result, approximately one-third of the board positions are up for election each year. The 
Chesapeake certificate of incorporation provides that the number of directors in each class will be equal to the 
whole number contained in the quotient arrived at by dividing the number of directors fixed by the Chesapeake 
board by three and if a fraction is also contained in such quotient and if such fraction is one-third, the extra 
director will be a member of Class ill, and if the fraction is two-thirds, one of the directors will be a member 
of Class ill and the other will be a member of Class II. 

Florida Public Utilities 

The FBCA provides that a corporation's board of directors must consist of one or more individuals, with 
the number specified in or fixed in accordance with the articles of incorporation or bylaws. The FBCA further 
provides that the number of directors may be increased or decreased from time to time by amendment to, or in 
the manner provided in, the articles of incorporation or the bylaws. 

The Florida Public Utilities articles of incorporation provide that, except as may be otherwise fixed or 
pursuant to the rights of the holders of any class or series of preferred or preference stock, the number of the 
directors of Florida Public Utilities will be not less than 3 nor more than 9, as may be determined from time 
to time by the board. Florida Public Utilities currently has 6 directors. The directors need not be shareholders 
of Florida Public Utilities. 

The FBCA permits, but does not require, a classified board of directors, pursuant to which the directors 
can be divided into one, two or three classes with staggered terms of office, with only one class of directors 
standing for election each year. In the case of any such election, the FBCA requires that each class be as 
nearly equal as possible and that any increase or decrease in the number of directors be apportioned among 
the classes as to make all classes as nearly equal in number as possible. 

Pursuant to the Florida Public Utilities articles of incorporation, the board of directors of Florida Public 
Utilities is classified into three classes with each director serving from the time of election and qualification 
until the third annual meeting following election and until a successor has been elected and qualified. The 
articles of incorporation of Florida Public Utilities provide an exception to classification with respect to those 
directors who may be elected by holders of preferred or preference stock. 

Vacancies on the Board 

Chesapeala! 

The nGCL provides that, unless otherwise provided in the certificate of incorporation or bylaws, 
vacancies and newly created directorships resulting from any increase in the authorized number of directors 
may be filled by a majority of the directors then in office, although less than a quorum, or by a sole remaining 
director. . 

The Chesapeake bylaws provide that vacancies on the board resulting from death, resignation, retirement, 
disqualification, removal or other cause will be filled by a majority of the remaining directors, even though 
less than a quorum, and such person shall hold office until the next election of the class for which he or she is 
chosen and until a successor is elected and qualified. The charter of the Chesapeake corporate governance 
committee provides that any person chosen to fill a vacancy on the board will hold office until the next annual 
meeting of shareholders. 

Florida Public Utilities 

The FBCA provides that, unless otherwise provided in the articles of incorporation, vacancies, including 
vacancies resulting from an increase in the number of directors, be filled by a majority of the remaining 
directors, although less than a quorum, or by the shareholders. 

The Florida Public Utilities bylaws provide that vacancies on the board resulting from death, resignation, 
removal, disqualification or other cause, or an increase in the number of directors, will be filled by the 
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affIrmative vote of a majority of the remaining directors, even though less than a quorum, or by the 
shareholders of Florida Public Utilities at a meeting called for that purposes unless such vacancy has been 
fIlled by the directors. Any director elected to fIll a vacancy on the board will hold office until the next annual 
meeting of shareholders and until their successors are duly elected and qualifIed. 

Removal of Directors 

Chesapeake 

The OGCL provides that, in the absence of cumulative voting, any director or the entire board of directors 
may be removed, with or without cause, by the holders of a majority of the shares then entitled to vote at an 
election of directors, except that in the case of a corporation that has a classified board, directors may be 
removed from office only for cause, unless the certificate of incorporation provides otherwise. 

Chesapeake has a classifIed board and its certifIcate of incorporation provides that no director may be 
removed by the shareholders unless the director to be removed (i) is disabled or incapacitated to such an 
extent that such director is unable to perform his or her duties as a director, (ii) has been convicted of a felony 
and such conviction is no longer subject to appeal or (iii) has been adjudged to be liable for misconduct in the 
performance of his or her duties to Chesapeake and such adjudication is no longer subject to direct appeaL 

Florida Public Utilities 

The FBCA provides that shareholders may remove a director with or without cause, at a meeting called 
for that purpose, unless the articles of incorporation provide that any director or the entire board of directors 
may be removed only for cause. A director may be removed only if the number of votes cast to remove the 
director exceeds the number of votes cast not to remove him or her. 

The Florida Public Utilities articles of incorporation provide that shareholders may, by a vote of at least 
70% of the issued and outstanding capital stock entitled to vote, remove any director but only for cause. The 
Florida Public Utilities articles of incorporation further provide that, except as may otherwise be provided by 
law, cause for removal shall be construed to exist only if the director whose removal is proposed has been 
convicted of a felony by a court of competent jurisdiction and such conviction is no longer subject to direct 
appeal or has been adjudged by a court of competent jurisdiction to be liable for negligence or misconduct in 
the performance of his or her duty to Florida Public Utilities in a matter of substantial importance to Florida 
Public Utilities, and such adjudication is no longer subject to direct appeal. 

Quorum for Meetings of Shareholders 

Chesapeake 

The OGCL generally provides that a quorum for a shareholders meeting consists of a majority of shares 
entitled to vote present in person or represented by proxy at such meeting, unless the certifIcate of 
incorporation or bylaws of the corporation provide otherwise. 

The Chesapeake bylaws provide that, except as otherwise provided by law or the certifIcate of 
incorporation or elsewhere in the bylaws, at any meeting of shareholders, the holders of a majority of the 
issued and outstanding stock entitled to vote thereat, either present in person or represented by proxy, will 
constitute a quorum for the transaction of any business. In the absence of a quorum, the presiding officer of 
the meeting or the majority of the shareholders entitled ·to vote thereat, present in person or represented by 
proxy, may adjourn the meeting until a quorum is obtained. Even if a quorum exists, the presiding officer of 
the meeting, for good cause, or the majority of the shareholders entitled to vote thereat, present in person or 
represented by proxy, may adjourn the meeting. At the adjourned meeting Chesapeake may transact any 
business which might have been transacted at the original meeting. 
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Florida Public Utilities 

The FBCA generally provides that a quorum for a shareholders meeting consists of a majority of shares 
entitled to vote present in person or represented by proxy at such meeting, unless the articles of incorporation 
or the FBCA provides otherwise. 

The Florida Public Utilities bylaws provide that, except as otherwise provided in the articles of 
incorporation, at any meeting of shareholders, the holders of a majority of the issued and outstanding stock 
entitled to vote thereat, represented in person or by proxy, constitutes a quorum. The holders of a majority of 
the shares represented, and who would be entitled to vote at a meeting if a quorum were present, where a 
quorum is not present, may adjourn a meeting. 

Voting Rights and Required Vote Generally 

Chesapeake 

The nOCL provides that unless otherwise provided in a corporation's certificate of incorporation, each 
shareholder is entitled to one vote for each share of capital stock held by such shareholder. The nGCL further 
provides that unless a corporation's certificate of incorporation or bylaws otherwise provides, directors of a 
corporation are elected by a plurality of the votes of the shares present in person or represented by proxy and 
entitled to vote in the election at a shareholders meeting at which a quorum is present (i.e., the nominees for 
director receiving the highest number of affirmative votes, up to the number of directors to be elected, are 
elected). Except as otherwise required by the nGCL or by the certificate of incorporation or bylaws, under the 
nOCL, all matters brought before a shareholders meeting require the affirmative vote of the majority of the 
shares present in person or represented by proxy and entitled to vote at a shareholders meeting at which a 
quorum is present. 

Pursuant to the Chesapeake bylaws, in all matters other than the election of directors, the vote of a 
majority of the stock present in person or represented by proxy and entitled to vote on the matter shall decide 
any question brought before a meeting unless the question is one upon which by express provision of the 
certificate of incorporation or of the bylaws, or by law, a different vote is required. The Chesapeake bylaws 
further provide that directors shall be elected, by ballot, by a plurality of the votes of the shares present in 
person or represented by proxy and entitled to vote at the election of directors. 

Florida Public Utilities 

. The FBCA provides that unless the articles of incorporation or the FBCA provides otherwise, each 
outstanding share, regardless of class, is entitled to one vote on each matter submitted to a vote at a meeting 
of shareholders. The FBCA further provides that unless otherwise provided in the articles of incorporation, 
directors are elected by a plurality of the votes cast by the shares entitled to vote in the election at a meeting 
at which a quorum is present. Pursuant to the FBCA, if a quorum exists, action on a matter (other than the 
election of directors) by the shareholders is approved if the votes cast favoring the action exceed the votes cast 
opposing the action, unless the articles of incorporation or the FBCA requires a greater number of affirmative 
votes. 

The Florida Public Utilities bylaws provide that except as otherwise provided by the FBCA or the articles 
of incorporation, when a quorum is present at any meeting a majority of the stock represented at the meeting 
shall decide any question brought before such meeting. The Florida Public Utilities articles of incorporation 
provide that except as otherwise provided in the articles of incorporation, or mandatorily provided by the 
FBCA, a plurality vote of a quorum of any class of stock entitled to vote as a class at any meeting shall 
govern. 

Voting Rights in an Extraordinary Transaction 

Chesapeake 

The noeL generally requires that any merger, consolidation or sale of substantially all the assets of a 
corporation be approved by a vote of a majority of all outstanding shares entitled to vote thereon. Although a 
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Delaware corporation's certificate of incorporation may provide for a greater vote, the Chesapeake certificate 
of incorporation does not require a greater vote except that the Chesapeake certificate of incorporation requires 
the affrrmative vote of the holders of at least 75% of the total voting power of all outstanding shares for the 
approval of a merger or consolidation with, or a sale of substantially all of Chesapeake's assets or business to, 
any person that owns or controls 5% or more of the outstanding common shares of Chesapeake if such 
transaction (i) was not approved by resolution of the Chesapeake board prior to the acquisition of ownership 
or control of 5% of the outstanding common shares of Chesapeake by such person or (ii) such transaction is 
between Chesapeake and another corporation 50% or more of the stock of which is owned by Chesapeake. 

Florida Public Utilities 

The FBCA provides that unless the articles of incorporation or board of directors requires a greater vote, 
mergers or share exchanges must be approved by a vote of the holders of a majority of all outstanding shares 
of each class entitled to vote on the transaction. The FBCA further provides that unless the articles of 
incorporation or board of directors requires a greater vote, sales of substantially all the assets of a corporation 
must be approved by a vote of the holders of a majority of all outstanding shares without reference to class. 

Pursuant to the Florida Public Utilities articles of incorporation, in addition to any affirmative vote 
required by law or the articles of incorporation and except as otherwise expressly provided in the articles of 
incorporation: 

• any merger or consolidation of Florida Public Utilities with (a) any interested stockholder or (b) any 
other corporation (whether or not itself an interested stockholder) which is, or after such merger or 
consolidation would be, an affiliate of an interested stockholder; 

• any sale, lease, exchange, mortgage, pledge, transfer or other disposition (in one transaction or a series 
of transactions) to or with any interested stockholder or any affiliate of any interested stockholder of 
assets of Florida Public Utilities having an aggregate fair market value of $1,000,000 or more; 

• the issuance or transfer by Florida Public Utilities (in one transaction or a series of transactions) of any 
securities of Florida Public Utilities to any interested stockholder or any affiliate of any interested 
stockholder in exchange for cash, securities or other property (or a combination thereof) having an 
aggregate fair market value of $1,000,000 or more; 

• the adoption of any plan or proposal for the liquidation or dissolution of Florida Public Utilities 
proposed by or on behalf of any interested stockholder or any affiliate of any interested stockholder; or 

• any reclassification of securities (including any reverse stock split), or recapitalization of Florida Public 
Utilities or merger or consolidation of Florida Public Utilities with its subsidiary or any other 
transaction (whether or not with or into or otherwise involving an interested stockholder) which has the 
effect of increasing the proportionate share of the outstanding shares of any class of equity or 
convertible securities of Florida Public Utilities which is directly or indirectly owned by any interested 
stockholder who was not an interested stockholder on February 15, 1986 or any affiliate of any such 
interested stockholder; 

requires the affirmative vote of the holders of at least 70% of the voting power of the then outstanding shares 
of voting stock, voting together as a single class. Such affirmative vote is required notwithstanding the fact 
that no vote may be required, or that a lesser percentage may be specified, by law or in any agreement with 
any national securities exchange or otherwise. 

The Florida Public Utilities articles qf incorporation further provide that the 70% voting requirement 
specified above shall not be applicable to any such transaction specified above, and such transaction shall 
require only such affirmative vote as is required by law, any other provisions of the articles of incorporation or 
any agreement with any national securities exchange, if, in the case of a transaction specified above that does 
not involve any cash or other consideration being received by Florida Public Utilities shareholders, solely in 
their respective capacities as Florida Public Utilities shareholders, the transaction has been approved by a 
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majority of the continuing directors or, in the case of any other transaction specified above, the transaction has 
been approved by a majority of the continuing directors and the following conditions are met: 

• The aggregate amount of the cash and the fair market value, as of the date of the consummation of the 
transaction, of the consideration other than cash to be received per share by holders of common stock 
in such transaction shall be at least equal to the highest of the following: (a) (if applicable) the highest 
per share price (including any brokeI'agecommissions, transfer taxes and soliciting dealers' fees) paid 
by the interested stockholder for any shares of common stock acquired by it (1) within the two-year 
period immediately prior to the date of thefirst public announcement of the proposal of the transaction, 
or (2) in the transaction in which it became an interested stockholder, whichever is higher; or (b) the 
fair market value per share of common stock on the date of the first public announcement of the 
proposal of the transaction or on the date on which the interested stockholder became an interested 
stockholder, whichever is higher. 

• The aggregate amount of the cash and the fair market value, as ofthe date of the consummation of the 
transaction, of the consideration other than cash to be received per share by holders of shares of any 
other outstanding class of voting stock or any outstanding series thereof if shares of such class are 
issuable in series shall be at least equal to the highest of the following: (a) (if applicable) the highest 
per share price (including any brokerage commissions, transfer taxes and soliciting dealers' fees) paid 
by the interested stockholder for any shares of such class or series of voting stock acquired by it 
(1) within the two-year period immediately prior to the date of the first public announcement of the 
proposal of the transaction or (2) in the transaction in which it became an interested stockholder, 
whichever is higher; (b) the fair market value per share of such class or series of voting stock on the 
date of the first public announcement of the proposal of the transaction or on the date on which the 
interested stockholder became an interested stockholder, whichever is higher; or (c) (if applicable) the 
highest preferential amount per share to which the holders of shares of such class or series of voting 
stock are entitled in the event of any voluntary or involuntary liquidation, dissolution or winding up of 
Florida Public Utilities. 

• The consideration to be received by holders of a particular class of outstanding voting stock or the 
holders of a particular series of a class thereof if shares of such class are issuable in series shall be in 
cash or in the same form as the interested stockholder has previously paid for shares of such class or 
series of voting stock. If the interested stockholder has previously paid for shares of such class or series 
of voting stock with varying forms of consideration, the form of consideration for such class or series 
of voting stock shall be either cash or the form used to acquire the largest number of shares of such 
class or series of voting stock previously acquired by the interested stockholder. The price determined 
above shall be subject to appropriate adjustment in the event of any stock dividend, stock split, 
combination of shares or similar event. 

• After such interested stockholder has become an interested stockholder and prior to the consummation 
of such transaction, except as approved by a m.uority of the continuing directors: (a) there shall have 
been no failure to declare and pay at the regular date therefor any full quarterly dividends (whether or 
not cumulative) on any outstanding preferred or preference stock; (b) there shall have been (1) no 
reduction in the annual rate of dividends paid on the common -stock (except as necessary to reflect any 
subdivision of the common stock), and (2) an increase in such annual rate of dividends as necessary to 
reflect any reclassification (including any reverse stock split), recapitalization, reorganization or any 
similar transaction which has the effect of reducing the number of outstanding shares of common stock; 
and (c) such interested stockholder shall have not become the beneficial owner of any additional shares 
of voting stock except as part of the transaction which results in such interested stockholder becoming 
an interested stockholder. 

• After such interested stockholder has become an interested stockholder except as approved by a 
m.uority of the continuing directors, such interested stockholder shall not have received the benefit, 
directly or indirectly (except proportionately as a stockholder), of any loans, advances, guarantees, 
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pledges or other financial assistance or any tax credits or other tax advantages provided by Florida 
Public Utilities, whether in anticipation of or in connection with such transaction or otherwise. 

• A proxy or infonnation statement describing the proposed transaction and complying with the 
requirements of the Exchange Act shall be mailed to shareholders of Florida Public Utilities at least 
30 days prior to the consummation of such transaction (whether or not such proxy or infonnation 
statement is required to be mailed pursuant to the Exchange Act or subsequent provisions). 

The following tenns used above in this section have the following meanings: 

• 	 "Interested stockholder" means any person (other than Florida Public Utilities or any subsidiary) who 
or which: (i) is the beneficial owner, directly or indirectly, of more than 10% of the voting power of the 
outstanding voting stock; (ii) is an affiliate of Florida Public Utilities and at any time within the two­
year period immediately prior to the date in question was the beneficial owner, directly or indirectly, of 
10% or more of the voting power of the then outstanding voting stock; or (iii) is an assignee of or has 
otherwise succeeded to any shares of voting stock which were at any time within the two-year period 
immediately prior to the date in question beneficially owned by an interested stockholder, if such 
assignment or succession shall have occurred in the course of a transaction or series of transactions not 
involving a public offering within the meaning of the Securities Act. 

• "Continuing director" means any member of the Florida Public Utilities board of directors who is not 
an affiliate or associate or representative of the interested stockholder and who was a member of the 
board prior to the time that the interested stockholder became an interested stockholder or on 
February 15, 1986. and any successor of a continuing director who is not an affiliate or associate or 
representative of the interested stockholder and is elected or recommended to be elected a director by a 
majority of continuing directors then on the board. 

• 	 "Fair market value" means: (i) in the case of stock, the highest closing sale price during the 30-day 
period immediately preceding the date in question on the National Association of Securities Dealers, 
Inc. Automated Quotations Systems or any system then in use, or, if such stock is listed on a national 
securities exchange, the highest closing sale price on such exchange during the 30-day period preceding 
the date in question, or if no such quotations are available, the fair market value on the date in question 
on a share of such stock as determined by the Florida Public Utilities board in good faith; and (ii) in 
the case of property other than cash or stock, the fair market value of such property on the date in 
question as determined by the Florida Public Utilities board in good faith. 

• In the event of any transaction specified above which Florida Public Utilities survives, the phrase 
"consideration, other than cash to be received" as used above includes the shares of common stock 
and/or the shares of any class or series of outstanding voting stock, retained by the holders of such 
shares. 

Sequestration of Shares 

The DGCL provides that the shares of any person in a Delaware corporation may be attached or 
"sequestered" for debts or other demands. This provision could be used to assert jurisdiction against a non­
resident holder of Chesapeake's shares, thereby compelling the non-resident holder to appear in an action 
brought in a Delaware court. The FBCA has no comparable provision. 

Business Combination and Control Share AcquiSition Statutes 

Chesapeake 

Section 203 of the DGCL is Delaware's business combination statute. Section 203 is designed to protect 
publicly traded Delaware corporations, such as Chesapeake, from hostile takeovers, by prohibiting a Delaware 
corporation from engaging in a "business combination" with a person beneficially owning 15% or more of the 
corporation's voting stock for three years following the time that person becomes a 15% beneficial owner, 
with certain exceptions. A corporation may elect not to be governed by Section 203 of the DGCL. 
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Chesapeake has not opted out of the protections of Section 203 of the DGCL; however, these provisions 
do not apply to the merger with Florida Public Utilities. 

Florida Public Utilities 

The FBCA provides that the voting rights to be accorded control shares, as defined below, of a Florida 
corporation that has (i) 100 or more shareholders. (ii) its principal place of business, its principal office, or 
substantial assets in Florida, and (iii) either more than lO% of its shareholders residing in Florida. more than 
lO% of its shares owned by Florida residents, or 1,000 shareholders residing in Florida, must be approved by a 
majority of each class of voting securities of the corporation, excluding those shares held by interested 
persons, before the control shares will be granted any voting rights. "Control shares" are defined in the FBCA 
to be shares acquired by a person, either directly or indirectly, that when added to all other shares of the 
issuing corporation owned by that person, would entitle that person to exercise, either directly or indirectly, 
voting power within any of the following ranges: (i) 20% or more but less than 33% of all voting power of the 
corporation's voting securities; (ii) 33% or more but less than a majority of all voting power of the 
corporation's voting securities; or (iii) a majority or more of all of the voting power of the corporation's voting 
securities. These provisions do not apply to shares acquired under, among other things, an agreement or plan 
of merger or share exchange effected in compliance with the relevant provisions of the FBCA and to which 
the corporation is a party, or an acquisition of shares previously approved by the board of directors of the 
corporation. A corporation may "opt out" of these provisions by electing to do so in its articles of 
incorporation or bylaws. 

Florida Public Utilities has not opted out of these provisions; however, these provisions do not apply to 
the merger with Chesapeake. 

Special Me~tings of Shareholders 

Chesapeake 

The DGCL provides that special meetings of the shareholders may be called by the board of directors or 
by such persons as may be authorized by the certificate of incorporation or by the bylaws. The DGCL does 
not require that shareholders be given the right to call special meetings. 

The Chesapeake bylaws provide that special meetings, unless otherwise provided by law or by the 
certificate of incorporation, may be called by Chesapeake's president and shall be called by Chesapeake's 
president or secretary at the request in writing of a majority of its board, and not at the request of any other 
person. Such request must state the purpose or purposes of the proposed meeting. 

Florida Public Utilities 

The FBCA provides that special meetings may be called by the board of directors, by any person or 
persons authorized to do so by the articles of incorporation or bylaws and by holders of not less than 10% of 
all the votes entitled to be cast on any issue proposed to be considered at the proposed special meeting, unless 
a greater percentage not to exceed 50% is required by the articles of incorporation. 

The Florida Public Utilities articles of incorporation and bylaws provide that except as otherwise provided 
in the articles of incorporation, special meetings may be called by Florida Public Utilities' chairman of the 
board, president or any vice president, or upon the written request of a majority of its entire board or whenever 
the holder or holders of not less than a majority of the capital stock issued and outstanding and entitled to 
vote thereat shall make application to Florida Public Utilities' secretary or assistant secretary. Such request 
must state the purpose or purposes of the proposed meeting. 
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Amendments to Governing Documents 

Chesapeake 

The DGCL provides that an amendment to a corporation's certificate of incorporation requires that the 
board of directors adopt a resolution setting forth the proposed amendment and that the shareholders must 
approve the amendment by a majority of outstanding shares entitled to vote (and a majority of the outstanding 
shares of each class entitled to vote, if any). 

The Chesapeake certificate of incorporation provides that the provisions of the certificate of incorporation 
summarized, in part, above under "- Number of Directors; Classification of Board of Directors," "- Removal 
of Directors," "- Voting Rights in an Extraordinary Transaction" and "- Shareholder Action by Written 
Consent" and the provision of the certificate of incorporation summarized in this paragraph may not be 
repealed or amended unless such repeal or amendment is approved by the affirmative vote of the holders of at 
least 75% of the total voting power of all outstanding shares of Chesapeake. The Chesapeake certificate of 
incorporation further provides that except as provided in the preceding sentence, any provision of the 
certificate of incorporation may be amended, altered, changed or repealed in the manner prescribed by the 
DGCL. 

The DGCL provides that holders of a majority of the voting power of a corporation, and, when provided 
for in the certificate of incorporation, the board of directors of the corporation, have the power to adopt, 
amend and repeal the bylaws of a corporation. 

The Chesapeake certificate of incorporation provides the Chesapeake board with the authority to make, 
alter, amend and rescind the bylaws subject to the right of the Chesapeake shareholders to alter, amend or 
rescind the same. The Chesapeake bylaws provide that the bylaws may be altered or repealed at any regular 
meeting of the shareholders or at any special meeting of the shareholders, provided notice of the proposed 
alteration or repeal is contained in the notice of such special meeting, by the affirmative vote of the holders of 
75% or more of outstanding shares of capital stock entitled to vote at such meeting and present or represented 
thereat. The Chesapeake bylaws further provide that the Chesapeake board may alter or repeal the bylaws by 
the affirmative vote of a majority of the entire board at any regular meeting of the board or at any special 
meeting of the board if notice of the proposed alteration or repeal is contained in the notice of such special 
meeting. 

Florida Public Utilities 

The FBCA provides that a corporation's board of directors may adopt certain minor amendments to a 
corporation's articles of incorporation without a shareholder vote. Other proposed amendments to the articles 
must be submitted to a vote of the shareholders by the board of directors. Unless a greater vote is required by 
the FBCA, the articles of incorporation, a shareholder adopted bylaw or an action of the board in proposing 
the amendment, an amendment to the articles of incorporation requiring shareholder action must be approved 
by a majority of the votes entitled to be cast on the amendment by any voting group with respect to which the 
amendment would create dissenters' rights, and for shares entitled to vote as a separate voting group, a greater 
number of those votes cast favoring the action exceed the votes cast opposing the action provided that a 
quorum of the voting group is present. The FBCA permits the articles of incorporation or the board of 
directors to require a greater percentage of affirmative votes for any amendment. 

The Florida Public Utilities articles of incorporation provide that except as otherwise provided in the 
articles of incorporation, Florida Public Utilities may increase or decrease its authorized capital stock or 
reclassify the same and may amend, alter, change or repeal any provision of the articles of incorporation in the 
manner prescribed by law. The Florida Public Utilities articles of incorporation further provide that 
notwithstanding the immediately preceding sentence, the provisions of the articles of incorporation summarized 
in this paragraph, the provisions of the articles of incorporation summarized, in part, above under "- Voting 
Rights in an Extraordinary Transaction" and "- Special Meetings of Shareholders" and the provisions of the 
articles of incorporation relating to shareholder action by written consent may. not be altered, amended or 
repealed in any respect unless such alteration, amendment or repeal is approved by the affIrmative vote of the 
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holders of at least 70% of the then outstanding shares of voting stock of Florida Public Utilities, voting 
together as a single class; provided however, that such 70% vote is not required for any alteration, amendment 
or repeal approved by two-thirds of the entire Florida Public Utilities board of directors and all such directors 
are continuing directors as defined above under "- Voting Rights in an Extraordinary Transaction." 

The FBCA provides that the directors may amend or repeal the corporation's bylaws unless (i) the 
corporation's articles of incorporation or the FBCA reserve the power to amend the bylaws generally or a 
particular bylaw provision exclusively to the shareholders, or (ii) the shareholders, in amending or repealing 
the bylaws generally or a particular bylaw provision, provide expressly that the board may not amend or repeal 
the bylaws or that bylaw provision. The FBCA further provides that a corporation's shareholders may amend 
or repeal the corporation's bylaws even though the bylaws may also be amended or repealed by its board of 
directors. 

The Florida Public Utilities articles of incorporation vest the power to adopt, alter, amend or repeal the 
bylaws in the Florida Public Utilities board of directors. The Florida Public Utilities articles of incorporation 
further provide that bylaws adopted by the Florida Public Utilities board of directors may be repealed or 
changed, and new bylaws may be adopted by the shareholders only if such repeal, change or adoption is 
approved by the affirmative vote of the holders of at least 70% of the then voting stock of Florida Public 
Utilities, voting together as a single class. The Florida Public Utilities bylaws provide that the bylaws may be 
amended, added to, altered or repealed in full or in part at any annual or special meeting of Florida Public 
Utilities shareholders by vote in either case of at least 70% of the outstanding capital stock entitled to vote, 
provided that notice of the proposed amendment, addition, alteration or repeal is included in the notice of the 
meeting, or by the affirmative vote of a majority of the Florida Public Utilities board of directors present at 
any regular or special meeting of the board, provided notice of the proposed amendment, addition. alteration 
or repeal is included in the notice of the meeting. 

Indemnification of Directors and Omcers 

Chesapeake 

The DGCL provides that a corporation may indemnify its officers, directors, employees and agents 
against liabilities and expenses incurred in proceedings if the person acted in good faith and in a manner he or 
she reasonably believed to be in, or not opposed to, the best interests of the corporation and, with respect to 
any criminal action, had no reasonable cause to believe that the person's conduct was unlawful. The DGCL 
further provides that no indemnification is available in respect of a claim as to which the person has been 
adjudged to be liable to the corporation, unless and only to the extent that a court determines that in view of 
all the circumstances, such person is fairly and reasonably entitled to indemnity for such expenses that the 
court deems proper. Under the DGCL, a Delaware corporation must indemnify its present or former directors 
and officers against expenses (including attorneys' fees) actually and reasonably incurred to the extent that the 
officer or director has been successful on the merits or otherwise in defense of any action, suit or proceeding 
brought against him or her by reason of the fact that he or she is or was a director or officer of the 
corporation. 

The Chesapeake bylaws provide that each person who was or is made a party or is threatened to be made 
a party to any action, suit or proceeding, whether civil, criminal. administrative or investigative, by reason of 
the fact such person is or was a director or officer of Chesapeake or is or was serving at the request of 
Chesapeake as a director or officer of another corporation or of a partnership, joint venture, trust or other 
enterprise, shall be indemnified and held harmless by Chesapeake to the fullest extent permitted by the DGCL 
against all expense, liability and loss (including attorneys' fees, judgments, fines or penalties and amounts paid 
in settlement) reasonably incurred or suffered by such person in connection therewith, and such indemnifica­
tion shall continue as to such person who has ceased to be a director or officer and shall inure to the benefit 
of the person's heirs, executors and administrators. The Chesapeake bylaws further provide that the right to 
indemnification described in the immediately preceding sentence includes the right to be paid by Chesapeake 
the expenses incurred in defending any action, suit, or proceeding in advance of its final disposition, subject to 
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the receipt by Chesapeake of an undertaking by or on behalf of such person to repay all amounts so advanced 
if it shall ultimately be determined that such person is not entitled to be indemnified. 

Florida Public Utilities 

The FBCA provides that a corporation has the power to indemnify any person who was or is a party to 
any proceeding (other than an action by, or in the right of, the corporation), by reason of the fact that he or 
she is or was a director, officer, employee, or agent of the corporation or is or was serving at the request of 
the corporation as a director, officer, employee, or agent of another corporation, partnership, joint venture, 
trust, or other enterprise against liability incurred in connection with such proceeding, including any appeal 
thereof, if he or she acted in good faith and in a manner he or she reasonably believed to be in, or not opposed 
to, the best interests of the corporation and, with respect to any criminal action or proceeding, had no 
reasonable cause to believe his or her conduct was unlawful. The FBCA further provides a corporation has the 
power to indemnify any person, who was or is a party to any proceeding by or in the right of the corporation 
to procure a judgment in its favor by reason of the fact that the person is or was a director, officer, employee, 
or agent of the corporation or is or was serving at the request of the corporation as a director, officer, 
employee, or agent of another corporation, partnership, joint venture, trust, or other enterprise, against 
expenses and amounts paid in settlement not exceeding, in the judgment of the board of directors, the 
estimated expense of litigating the proceeding to conclusion, actually and reasonably incurred in connection 
with the defense or settlement of such proceeding, including any appeal thereof. Such indemnification is 
authorized if such person acted in good faith and in a manner he or she reasonably believed to be in, or not 
opposed to, the best interests of the corporation, except that no indemnification with regard to a proceeding by 
or in the right of the corporation is to be made in respect of any claim, issue, or matter as to which such 
person shall have been adjudged to be liable unless, and only to the extent that, the court in which such 
proceeding was brought, or any other court of competent jurisdiction, shall determine upon application that, 

. despite the adjudication of liability but in view of all circumstances of the case, such person is fairly and 
reasonably entitled to indemnity for such expenses which such court shall deem proper. Under the FBCA, to 
the extent that a director, officer, employee, or agent of a corporation has been successful on the merits or 
otherwise in defense of any proceeding referred to above in this paragraph, or in defense of any claim, issue, 
or matter therein, he or she shall be indemnified against expenses actually and reasonably incurred by him or 
her in connection therewith. 

The Florida Public Utilities bylaws provide that Florida Public Utilities shall, to the extent legally 
permissible, indemnify each of its directors and officers (including persons who serve at its request as 
directors, officers, or trustees of another organization in which it has any interest, as a shareholder, creditor or 
otherwise) against all liabilities and expenses, including amounts paid in satisfaction of jUdgments, in' 
compromise or as fines and penalties, and counsel fees, reasonably incurred by him in connection with the 
defense or disposition of any action, suit or other proceeding, whether civil or criminal, in which he may be 
involved or with which he may be threatened, while in office or thereafter, by reason of his being or having 
been such a director or officer, except with respect to any matter as to which he shall have been adjudicated in 
such action, suit or proceeding not to have acted in good faith in the reasonable belief that his action was in 
the best interests of the Corporation; provided, however, that as to any matter disposed of by a compromise 
payment by such director or officer, pursuant to a consent decree or otherwise, no indemnification either for 
said payment or for any other expenses shall be provided unless such compromise shall be approved as in the 
best interests of Florida Public Utilities, after notice that it involves such indemnification, (a) by a disinterested 
majority of the directors then in office; or (b) by a majority of the disinterested directors then in office, 
provided that there has been obtained an opinion in writing of independent legal counsel to the effect that such 
director or officer appears to have acted in good faith in the reasonable belief that his action was in the best 
interests of the Corporation; or (c) by the holders of a majority of the outstanding stock at the time entitled to 
vote for directors, voting as a single class, exclusive of any stock owned by any interested director or officer. 
The Florida Public Utilities bylaws further provide that expenses incurred with respect to any such action, suit 
or proceeding may be advanced by Florida Public Utilities prior to the final disposition of such action, suit or 
proceeding, upon receipt of an undertaking by or on behalf of the recipient to repay' such amount unless it is 
ultimately determined that he is entitled to indemnification. 
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Limitation on Personal Liability of Directors 

Chesapeake 

The DGCL provides that a corporation may include in its certificate of incorporation a provision 
eliminating the liability of a director to the corporation or its shareholders for monetary damages for a breach 
of the director's fiduciary duties, except liability for any breach of the director's duty of loyalty to the 
corporation's shareholders, for acts or omissions not in good faith or that involve intentional misconduct or 
knowing violation of law, under Section 174 of the DGCL (which deals generally with unlawful payments of 
dividends, stock repurchases and redemptions), and for any transaction from which the director derived an 
improper personal benefit. 

The Chesapeake certificate of incorporation contains a provision eliminating the liability of directors of 
Chesapeake to the fullest extent permitted under the DGCL. 

Florida Public Utilities 

The FBCA generally provides that. a director is not personally liable for monetary damages to the 
corporation or any other person for any statement, vote, decision or failure to act regarding corporate 
management or policy, unless the director breached or failed to perform his duties as a director and the 
director's breach of or failure to perform those duties constitutes: (i) a violation of the criminal law, unless the 
director had reasonable cause to believe his conduct was lawful or had no reasonable cause to believe his 
conduct was unlawful; (ii) a transaction from which the director derived an improper personal benefit, either 
directly or indirectly; (iii) an unlawful distribution; (iv) in a proceeding by or in the right of the corporation or 
in the right of a shareholder, conscious disregard for the best interest of the corporation, or willful misconduct; 
or (v) in a proceeding by or in the right of someone other than the corporation or a shareholder, recklessness 
or an act or omission which was committed in bad faith or with malicious purpose or in a manner exhibiting 
wanton and willful disregard of human rights, safety or property. 

The provisions of the FBCA described above apply to Horida Public Utilities, and there are no additional 
limitation of liability of director provisions in either the Horida Public Utilities articles of incorporation or 
bylaws other than those provisions relating to indemnification of directors. 

Dividends and Stock Repurchases 

Chesapeake 

The DGCL provides that, subject to any restrictions in a corporation's certificate of incorporation, 
dividends may be declared from the corporation's surplus, or, if there is no surplus, from its net profits for the 
fiscal year in which the dividend is declared and for the preceding fiscal year. Dividends may not be declared 
out of net profits, however, if the corporation's capital has been diminished to an amount less than the 
aggregate amount of all capital represented by the issued and outstanding stock of all classes having a 
preference upon the distribution of assets until the deficiency in the amount of capital represented by the 
issued and outstanding stock of all classes having a preference upon the distribution of assets is repaired. 
Furthermore, the DGCL generally provides that a corporation may redeem or repurchase its shares only if the 
redemption or repurchase would not impair the capital of the corporation. 

Subject to the rights, if any, of the holders of any class or series of preferred stock or any class or series 
of stock having a preference over or the right to participate with the common stock with respect to the 
payment of dividends, Chesapeake's certificate of incorporation places no additional restrictions on the ability 
of its board of directors to declare dividends or redeem or repurchase shares of its capital stock. The 
Chesapeake bylaws provide that dividends may be declared by the Chesapeake board of directors at any 
regular or special meeting, pursuant to law, and that dividends may be paid in cash, in property, or in shares of 
Chesapeake capital stock, subject to the provisions of the Chesapeake certificate of incorporation. The 
Chesapeake bylaws further provide that before payment of any dividend, there may be set aside out of any 
funds of Chesapeake available for dividends such sum or sums as the Chesapeake board from time to time, in 
their absolute discretion, think proper as a reserve fund to meet contingencies, or for equalizing dividends, or 
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for repairing or maintaining any property of Chesapeake, or for such other purpose as the Chesapeake board 
shall think conducive to the interest of Chesapeake"and the Chesapeake board may modify or abolish any 
such reserve in the manner in which it was created. 

Florida Public Utilities 

The FBCA provides that, subject to any restrictions in the articles of incorporation, dividends may be 
paid to holders of a corporation's capital stock provided no distribution may be made if, after giving it effect, 
(i) the corporation would be unable to pay its debts as they become due in the usual course of business or 
(ii) the corporation's total assets would be less than the sum of its liabilities plus the amount that would be 
needed if the corporation. were to be dissolved at the time of the distribution to satisfy preferential shareholder 
rights that are superior to those receiving the distribution. Furthermore, the FBCA generally provides that a 
corporation may acquire its own shares, and a corporation that has shares of any class or series which are 
registered on a national securities exchange may designate, either in the bylaws or in the resolutions of its 
board, that shares so acquired by the corporation shall constitute treasury shares. 

The Florida Public Utilities articles of incorporation provide that out of any assets of Florida Public 
Utilities available for dividends remaining after full cumulative dividends upon the Florida Public Utilities 
preferred stock and preference stock then outstanding shall have been paid, or declared and a sum sufficient 
for the payment thereof set apart, for all past quarterly dividend periods, and after or concurrently with making 
payment of or provision for full dividends on the Florida Public Utilities preferred stock and preference stock 
then outstanding for the.current quarterly dividend period, then, and not otherwise, dividends may be paid 
upon the Florida Public Utilities common stock to the exclusion of the Florida Public Utilities preferred stock 
and preference stock; provided, bowever, that so long as any shares of the Florida Public Utilities preferred 
stock shall be outstanding Florida Public Utilities is not permitted to declare or pay any dividends or make 
any other distribution to the holders of any shares of its capital stock of any class ranking junior to the Florida 
Public Utilities preferred stock (other than a dividend payable in capital stock ranking junior to the Florida 
Public Utilities preferred stock), or purchase or acquire or otherwise retire for a consideration (otherwise than 
from the proceeds of new financing through the issuance and sale of any shares of any class of stock of 
Florida Public Utilities ranking junior to the Florida Public Utilities preferred stock) any shares of its capital 
stock of any class ranking junior to the Florida Public Utilities preferred stock (a) if the aggregate amount so 
paid, distributed and/or applied would exceed the aggregate of the net income of Florida Public Utilities 
available for dividends on its capital stock ranking junior to the Florida Public Utilities preferred stock, or 
(b) if the sum of the amount of capital represented by such capital stock ranking junior to the Florida Public 
Utilities preferred stock and of the surplus accounts of Florida Public Utilities are at the time below, or will as 
a result of such dividend or other distribution or such purchase, acquisition or other retirement of stock be 
reduced more than $50,000 below, the aggregate amount payable upon involuntary dissolution to the holders 
of Florida Public Utilities preferred stock and of any class of stock ranking on a parity with or prior to the 
Florida Public Utilities preferred stock at the time issued and outstanding. The Florida Public Utilities articles 
of incorporation further provide that net income of Florida Public Utilities for the purpose of the preceding 
sentence means gross earnings of Florida Public Utilities less all proper deductions for operating expenses, 
taxes, interest charges and other appropriate items, including provision fQr maintenance and for retirement or 
depreciation determined in accordance with such system of accounts as may be prescribed by governmental 
authorities having jurisdiction in the premises or in absence thereof in accordance with sound accounting 
practice; provided, however, that in determining the net income of Florida Public Utilities for the purposes of 
this paragraph no deduction or adjustment is permitted to be made for or in respect of (i) expenses in 
connection with the redemption or retirement of any securities issued by Florida Public Utilities, including any 
amount paid in excess of the principal amount or par or stated value of securities redeemed or retired and, in 
the event that such redemption or retirement is effected with the proceeds of sale of other securities of Florida 
Public Utilities, interest or dividends on the securities redeemed or retired from the date on which the funds 
required for such redemption or retirement are deposited in trust for such purpose to the date of redemption or 
retirement, (ii) profits or losses from sales of public utility .property or other capital assets, or taxes on or in 
respect of any such profits or (iii) amortization or elimination of utility plant adjustment accounts or other 
intangibles. The Florida Public Utilities articles of incorporation also provide that the Florida Public Utilities 
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board of directors has the authority from time to time to set apart out of any assets of Florida Public Utilities 
otherwise available for dividends a reserve or reserves as working capital or for any other proper purpose or 
purposes, and to reduce, abolish or add to any such reserve or reserves from time to time as the board may 
deem to be in the interests of Florida Public Utilities; and the board likewise has power to determine in its 
discretion what part of the assets of Florida Public Utilities available for dividends in excess of such reserve or 
reserves shall be declared as dividends and paid to the Florida Public Utilities shareholders. 

Dissenters' or Appraisal Rights 

Chesapeake 

Under the DGCL, a shareholder of a Delaware corporation such as Chesapeake who has not voted in 
favor of, nor consented in writing to, a merger or consolidation in which the corporation is participating 
generally has the right to an appraisal of the fair value of the shareholder's shares of stock, subject to specified 
procedural requirements. The DGCL does not confer appraisal rights, however, if the corporation's stock is 
either (I) listed on a national securities exchange or (2) held of record by more than 2,000 holders. Even if a 
corporation's stock meets the foregoing requirements, however, the DGCL provides that appraisal rights 
generally will be permitted if shareholders of the corporation are required to accept for their stock in any 
merger, consolidation or similar transaction anything other than (l) shares of the corporation surviving or 
resulting from the transaction, or depository receipts representing shares of the surviving or resulting 
corporation, or those shares or depository receipts plus cash in lieu of fractional interests, (2) shares of any 
other corporation, or depository receipts representing shares of the other corporation, or those shares or 
depository receipts plus cash in lieu of fractional interests, which shares or depository receipts are listed on a 
national securities exchange or held of record by more than 2,000 holders, or (3) any combination of the 
foregoing. 

Under the DGCL, appraisal rights are not available in the merger for Chesapeake shareholders. 

Florida Public Utilities 

The FBCA provides that appraisal rights are available in connection with, (a) the consummation of a 
conversion or plan of merger that requires a shareholder vote, (b) consummation of a share exchange under 
which the corporation's shares will be acquired that requires a shareholder vote, (c) a sale or exchange of all, 
or substantially all, of the assets of a corporation upon which shareholders are entitled to vote, (d) an 
amendment to the articles of incorporation if the shareholder is entitled to vote on the amendment and if the 
amendment may adversely affect the rights or preferences of the shareholder, or (e) any corporate action, to 
the extent the articles of incorporation provided that a shareholder is entitled to dissent and obtain payment for 
his shares. Unless otherwise provided in the articles of incorporation, no appraisal rights are available in 
connection with a conversion, plan of merger, share exchange or a proposed sale or exchange of property to 
holders of shares of any class or series that is (i) listed on a national securities exchange, (ii) designated as a 
national market system security on an interdealer quotation system by the National Association of Securities 
Dealers, Inc., or (iii) held of record by not fewer than 2,000 shareholders and having a market value of at least 
$10,000,000. 

Under the FBCA, appraisal rights are not available in the merger for Florida Public Utilities shareholders. 

Record Date for Determining Shareholders Entitled to Vote 

Chesapeake 

As permitted under the DGCL, the Chesapeake bylaws provide that in order that Chesapeake may 
determine the shareholders entitled to notice of or to vote at any meeting of shareholders or any adjournment 
thereof, the board of directors may fix a record date, which record date will not be more than 60 nor less than 
10 days before the date of such meeting. The Chesapeake bylaws further provide that if no record date is 
fixed, the record date for the determination of shareholders entitled to notice of or to vote at a meeting of 
shareholders shall be at the close of business on the day next preceding the day on which notice is given, or if 
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notice is waived, at the close of business on the day next preceding the day on which the meeting is held. 
Pursuant to the Chesapeake bylaws, when a determination of shareholders of record entitled to notice of or to 
vote at any meeting of shareholders has been made as provided in this paragraph, such detern:rination shall 
apply to any adjournment thereof; provided, however, that the Chesapeake board of directors may fix a new 
record date for the adjourned meeting. 

Florida Public Utilities 

As permitted by the FBCA, the Florida Public Utilities bylaws provide that the Florida Public Utilities 
board of directors may fix a day not more than 60 days prior to the holding of any shareholder meeting as a 
day as of which stockholders of record entitled to notice of and to vote at such meeting shall be determined, 
and only stockholders of record on such day shall be entitled to notice of or to vote at such meeting. 

Notice of Shareholder Meetings 

Chesapeake 

As permitted under the DGCL, the Chesapeake bylaws provide that written notice of an annual or special 
meeting must be served upon or mailed to each shareholder entitled to vote at such meeting at least 10 but not 
more than 60 days prior to the meeting. Such notice must state the location, date and hour of the meeting. A 
notice of a special meeting must describe the order of business to be addressed at the meeting. 

Florida Public Utilities 

The FBCA provides that a corporation must notify shareholders of the date, time, and place of each 
annual and special shareholders' meeting no fewer than 10 or more than 60 days before the meeting date. The 
Florida Public Utilities bylaws provide that notice of each shareholders' meeting, stating the date, time and 
place, and in the case of special meetings the objects for which such meeting is called, must be given by 
Florida Public Utilities' secretary or assistant secretary by mail to each shareholder of record entitled to vote 
thereat at least 10 days prior to the date of the meeting, and the person giving such notice must make affidavit 
in relation thereto. The Florida Public Utilities bylaws further provide that any meeting at which every 
shareholder entitled to vote is present either in person or by proxy, or of which those not present have waived 
notice in writing, or at which shareholders who hold four-fifths of the stock entitled to vote are present 
however called or notified, and shall sign a written consent thereto on the records of the meeting, shall be a 
legal meeting for the transaction of business, notwithstanding that notice has not been given as provided 
above. 

Advance Notice of Shareholder Nominations for Directors and Shareholder Proposals 

Chesapeake 

Under the Chesapeake bylaws, for any business (other than the nomination of directors) to be properly 
brought before an annual meeting by a shareholder, the shareholder must have given timely notice thereof in 
writing to the secretary of Chesapeake. To be timely, a shareholder's notice must be received at the principal 
executive offices of Chesapeake not earlier than the close of business on the 90th day and not later than the 
close of business on the 60th day prior to the first anniversary of the preceding year's annual meeting; provided 
however, that in the event the date of the annual meeting is more than 30 days before or more than 60 days 
after such anniversary date, notice by the shareholder to be timely must be so delivered not earlier than the 
close of business on the 90th day prior to the date of such annual meeting and not later than the close of 
business on the later of the 60th day prior to the date of such annual meeting or, if notice of the meeting is 
mailed or the first public announcement of the date of such annual meeting is made less than 75 days prior to 
the date of such annual meeting, the 15th day following the date on which such notice is mailed or such public 
announcement of the date of such meeting is first made by Chesapeake, whichever occurs first. A 
shareholder's notice to the secretary must set forth the following information, and must include a representa­
tion as to the accuracy of the information: (a) a brief description of the business desired to be brought before 
the annual meeting and the reasons for conducting such business at the annual meeting, (b) the name and 
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record address of the shareholder proposing such business, (c) the class and number of shares of Chesapeake 
that are directly or indirectly, owned beneficially and/or of record by the shareholder, (d) any option, warrant, 
convertible, security, stock appreciation right, or similar right with an exercise or conversion privilege or a 
settlement payment or mechanism at a price related to any class or series of shares of Chesapeake or with a 
value derived in whole or in part from the value of any class or series of shares of Chesapeake, whether or not 
the instrument or right.is subject to settlement in the underlying class or series of cap~tal stock of Chesapeake 
or otherwise, each of the foregoing being a derivative instrument, that is directly or indirectly owned 
beneficially by the shareholder and any other direct or indirect opportunity to profit or share in any profit 
derived from any increase or decrease in the value of shares of Chesapeake, (e) any proxy, contract, 
arrangement, understanding, or relationship pursuant to which the shareholder has a right to vote or has 
granted a rigbt to vote any shares of any security of Chesapeake, (1) any short interest in any security of 
Chesapeake, (g) any rights to dividends on the shares of Chesapeake owned beneficially b~ the shareholder 
that are separated or separable from the underlying shares of Chesapeake, (h) any proportionate interest in 
shares of Chesapeake or derivative instruments held, directly or indirectly, by a general or limited partnership 
or limited liability company or similar entity in which the shareholder isa general partner or, directly or 
indirectly, beneficially owns an interest in a general partner, is the manager, managing member or directly or 
indirectly beneficially owns an interest in the manager or managing member of a limited liability company or 
similar entity, (i) any performance-related fees (other than an asset-based fee) that the shareholder is entitled 
to based on any increase or decrease in the value of shares of Chesapeake or derivative instruments, if any, 
(j) any arrangement, rights or other interests described in subsections (c) through (i) above held by members 
of such shareholder's immediate family sharing the same household, (k) any other information related to the 
shareholder that would be required to be disclosed in a proxy statement or other filings required to be made in 
connection with solicitation of proxies for the proposal pursuant to Section 14 of the Exchange Act and the 
rules and regulations thereunder, (I) any material interest of the shareholder in such business, (m) a description 
of any arrangements and understandings between such shareholder and any other person or persons in 
connection with the proposal of such business by such shareholder, and (n) any other information as 
reasonably requested by Chesapeake. 

The Chesapeake bylaws provide that nominations for the election of Chesapeake directors by shareholders 
must be in writing, and in the. form prescribed below, and will be effective when delivered by hand or received 
by registered first-class mail, postage prepaid, by Chesapeake's secretary not less than 14 days nor more than 
80 days prior to any meeting of the shareholders called for the election of directors; provided, however, that if 
less than 21 days notice of the meeting is given to shareholders, such writing must be received by 
Chesapeake's secretary not later than the close of business on the seventh day following the day on which 
notice of the meeting was mailed to shareholders. Nominations by shareholders must be in the form of a 
notice that sets forth (a) as to each nominee (i) the name, age, business address and, if known, residence 
address of such nominee, (ii) the principal occupation or employment of such nominee, (iii) the information 
described in clauses (c) through (j) in the preceding paragraph as it relates to the nominee, (iv) the consent of 
the nominee to serve as a director if so elected, (v) a description of all arrangements or understandings 
between the shareholder and the nominee, (vi) a description of all arrangements or understandings between the 
shareholder and any other person or persons pursuant to which the nomination is to be made by the 
shareholder, and (vii) any other information relating to. the nominee required to be disclQsed in solicitations of 
proxies for election of directors, or otherwise required pursuant to Regulation 14A under the Exchange Act, 
and (b) as to the shareholder giving the notice (i) the name and address, as they appear on Chesapeake's 
books, of such shareholder, (ii) the information described in clauses (c) through (j) in the preceding paragraph, 
and (iii) and any other information as reasonably requested by Chesapeake. Such shareholder notice must 
include a representation as to the accuracy of the information set forth in the notice. In addition, each nominee 
must complete and sign a questionnaire, in a form provided by Chesapeake, to be submitted with the 
shareholder's notice, that inquires as to, among other things, the nominee's independence and director 
eligibility. 
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Florida Public Utilities 

The Florida Public Utilities bylaws provide that for any nominations of a candidate for election as a director 
or other business to be properly brought before any meeting, annual or special, by a shareholder, the shareholder 
must have given timely notice thereof in writing to Florida Public Utilities' secretary. In the case of an annual 
meeting, such notice must be given not less than 90 nor more than 120 days prior to anniversary of the last 
annual meeting of sharehtllders; provided, however. that in the event that the annual meeting date is changed by 
more than 30 days from the anniversary of the last annual meeting. and Florida Public Utilities provides less 
than IDO days notice (or prior public disclosure) of such changed date, to be timely, notice of a proposal 
delivered by the shareholder must be received by the secretary not later than the close of business on the 10th day 
following the day on which Florida Public Utilities gives such notice (or makes such public disclosure). In the 
case of a special meeting, to be timely, notice by a shareholder must be given not more than 10 days 
immediately following the date on which Florida Public Utilities gives notice of such special meeting. The 
Florida Public Utilities bylaws further provide that a shareholder's notice must set forth: (a) as to each person 
whom the shareholder proposes to nominate for election or re-election as a director, all information relating to 
such person that is required to be disclosed in solicitations of proxies for election of directors pursuant to 
Regulation 14A under the Exchange Act, including such person's written consent to being named in the proxy 
statement as a nominee and to serving as a director if elected; (b) as to any other business that the shareholder 
proposes to bring before the meeting, a brief description of the business desired to be brought before the 
meeting, the text of the proposal or business (including the text of any. resolutions proposed for consideration 
and in the event that such business includes a proposal to amend the bylaws or articles of incorporation of 
Florida Public Utilities, the language of the proposed amendment), the reasons for conducting such business at 
the meeting and any material interest in such business of such shareholder and the beneficial owner, if any, on 
whose behalf the proposal is made; and (c) as to the shareholder giving the notice and the beneficial owner, if 
any, on whose behalf the nomination or proposal is made (i) the name and address of such shareholder, as they 
appear on Florida Public Utilities' books, and of such beneficial owner, (ii) the class or series and number of 
shares of stock of Florida Public Utilities held of record and beneficially by such shareholder and such beneficial 
owner and any option, warrant, convertible security, stock appreciation right, or other derivative instrument held 
by such person(s), (iii) a description of any agreement, arrangement or understanding with respect to the 
nomination or proposal between or among such shareholder and such beneficial owner, any of their respective 
affiliates or associates, and any others acting in concert with any of the foregoing, (iv) a description of any 
agreement, arrangement or understanding (including any derivative or short positions, profit interests, options, 
warrants, stock appreciation or similar rights, hedging transactions, and borrowed or loaned shares) that has been 
entered into as of the date of the shareholder's notice by, or on behalf of, such shareholder and such beneficial 
owners, the effect or intent of which is to mitigate loss to, manage risk or benefit of share price changes for, or 
increase or decrease the voting power of, such shareholder or such beneficial owner, with respect to shares of 
stock of Florida Public Utilities, (v) the name in which all such shares of stock are registered on the stock 
transfer books of Florida Public Utilities, (vi) a representation that the shareholder is a holder of record of stock 
of Florida Public Utilities entitled to vote at such meeting and that the shareholder (or a qualified representative 
of the shareholder) intends to appear at the meeting in person to submit the business or nomination specified in 
such notice, (vii) a representation whether the shareholder or the beneficial owner, if any, intends or is part of a 
group which intends (A) to deliver a proxy statement and/or form of proxy to holders of at least the percentage 
of Florida Public Utilities' outstanding capital stock required to approve or adopt the proposal or elect the 
nominee and/or (B) otherwise to solicit proxies from shareholders in support of such proposal or nomination, 
and (viii) all other information relating to the proposed business or nomination which may be required to be 
disclosed under applicable law. The Florida Public Utilities bylaws provide that a shareholder seeking to submit 
such business or nomination at the meeting must promptly provide any other information reasonably requested 
by Florida Public Utilities. The Florida Public Utilities bylaws deem the foregoing notice requirements to be 
satisfied by a shareholder with respect to business other than a nomination if the shareholder has notified Florida 
Public Utilities of his, her or its intention to present a proposal at an annual meeting in compliance with 
applicable rules and regulations promulgated under the Exchange Act and such shareholder's proposal has been 
included in a proxy statement that has been prepared by Florida Public Utilities to solicit proxies for such annual 
meeting. The Florida Public Utilities bylaws allow it to require any proposed nominee to furnish such other 
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infonnation a" it may reasonably require to detennine the eligibility of such proposed nominee to serve as a 
director of Florida Public Utilities. 

Shareholder Inspection of Corporate Records 

Chesapeake 

The DGCL provides any shareholder with the right to inspect the corporation's stock ledger, shareholder 
lists and other books and records for a purpose reasonably related to the person's interest as a shareholder. A 
complete list of the shareholders entitled to vote at a shareholders meeting must be available for shareholder 
inspection at least 10 days before the meeting. In addition to the inspection rights granted under the DGCL, 
the Chesapeake bylaws provide that at least ten days before every meeting of the shareholders, Chesapeake's 
secretary will prepare. a complete list of the shareholders entitled to vote at said meeting, arranged in 
alphabetical order, with the residence of each and the number of voting shares held by each. Such list will be 
open for 10 days to examination by any shareholder for any purpose gennane to the meeting during regular 
business hours at the place where the meeting is to be held, or at such other place within the city in which the 
meeting is to be held as shall be specified in the notice of the meeting, and also will be produced and kept at 
the time and place of the meeting, during the whole time thereof, and may be inspected by any shareholder 
who is present. 

Florida Public Utilities 

The FBCA provides that if the shareholder gives the corporation written notice of his or her demand at 
least 5 business days before the date on which he or she wishes to inspect and copy such records, a 
shareholder of a corporation is entitled to inspect and copy, during regular business hours at the corporation's 
principal office: (i) the corporation's articles or restated articles of incorporation and all amendments to them 
currently in effect; (Ii) the corporation's bylaws or restated bylaws and all amendments to them currently in 
effect; (iii) resolutions adopted by the corporation's board of directors creating one or more classes or series of 
shares and fixing their relative rights, preferences, and limitations, if shares issued pursuant to those resolutions 
are outstanding; (iv) the minutes of all shareholders' meetings and records of all action taken by shareholders 
without a meeting for the past 3 years; (v) written communications to all shareholders generally or all 
shareholders of a class or series within the past 3 years, including the financial statements· furnished for the 
past 3 years required under the FBCA; (vi) a list of the names and business street addresses of the 
corporation's current dire~tors and officers; and (vii) the corporation's most recent annual report delivered to 
the Florida Department of State pursuant to the FBCA. The FBCA also provides that if the shareholder gives 
the corporation written notice of his or her demand at least 5 business days before the date on which he or she 
wishes to inspect and copy such records, a shareholder of a corporation is entitled to inspect and copy, during 
regular business hours at the corporation's principal office: (a) excerpts from minutes of any meeting of the 
board of directors. records of any action of a committee of the board of directors while acting in place of the 
board of directors on behalf of the corporation, minutes of any meeting of the shareholders, and records of 
action taken by the shareholders or board of directors without a meeting; (b) accounting records of the 
corporation; (c) the record of shareholders; and (d) any other books and records; provided, however, that a 
shareholder is entitled to inspect and copy those records only if: (x) the shareholder's demand is made in good 
faith and for a proper purpose; (y) the shareholder describes with reasonable particularity his or her purpose 
and the records he or she desires to inspect; and (z) the records are directly connected with the shareholder's 
pUrpose. 

Interested Director Transactions 

Chesapeake 

The DGCL generally pennits transactions involving a corporation and an interested director of that 
corporation if: (i) the material facts as to the director's relationship or interest and as to the transaction are 
disclosed or are known to the board of directors or a committee thereof, and the board of directors or 
committee in good faith authorizes the transaction by the affinnative vote of a majority of the disinterested 

123 



directors. even though the disinterested directors represent less than a quorum; (ii) the material facts as to the 
director's relationship or interest and as to the transaction are disclosed or are known to the shareholders 
entitled to vote thereon, and the transaction is specifically approved in good faith by vote of the shareholders; 
or (iii) the transaction is fair to the corporation. The DaCL allows loans to officers and employees whenever, 
in the judgment of the directors, such loan may reasonably be expected to benefit the corporation. 

Florida Public Utilities 

The FBCA generally permits transactions involving a corporation and an interested director of that 
corporation if: (i) the fact of such relationship or interest is disclosed or known to the board of directors or 
committee which authorizes, approves or ratifies the contract or transaction by the affirmative vote of a 
majority of the disinterested directors on the board or the committee; (ii) the fact of such relationship or 
interest is disclosed or known to the shareholders entitled to vote and they authorize, approve, or ratify such 
contract or transaction by the affmnative vote of a majority of the shares entitled to vote; or (iii) the contract 
or transaction is fair and reasonable as to the corporation at the time it is authorized by the board, a committee 
or the shareholders. The FBCA also allows loans to officers, directors and employees whenever, in the 
judgment of the board of directors, such loan may reasonably be expected to benefit the corporation. 

LEGAL MATTERS 

Prior to the date this registration statement becomes effective, Baker & Hostetler LLP will provide an 
opinion regarding the validity of the Chesapeake common stock to be issued to Florida Public Utilities 
shareholders in the merger. Prior to the date this registration statement becomes effective, Chesapeake and 
Florida Public Utilities will have received a written opinion from Baker & Hostetler LLP to the effect that, for 
United States federal income tax purposes, the merger will constitute a reorganization within the meaning of 
section 368(a) of the Internal Revenue Code. It is also a condition to the completion of the merger that 
Baker & Hostetler LLP confirm its tax opinion as of the closing date of the merger. 

EXPERTS 

The consolidated financial statements and schedule of Chesapeake and its subsidiaries as of December 31, 
2007 and 2008, and for the years then ended and management's assessment of the effectiveness of internal 
control over financial reporting as of December 31, 2008, have been incorporated by reference in this joint 
proxy statement/prospectus from the Chesapeake Annual Report for the year ended December 31, 2008 on 
Form lO-K filed March 9, 2009, in reliance upon the reports of Beard Miller Company LLP, an independent 
registered public accounting firm, also incorporated by reference in this joint proxy statement/prospectus, 
given on the authority of said fmn as an expert in accounting and aUditing. 

The consolidated financial statements of Chesapeake and its subsidiaries for the year ended December 31, 
2006, before the effects of the adjustments to retrospectively reflect the discontinued operations described in 
Note B (not separately included or incorporated by reference in this joint proxy statement/prospectus) have 
been audited by PricewaterhouseCoopers LLP, an independent registered public accounting firm. The 
adjustments to those financial statements to retrospectively reflect the discontinued operations described in 
Note B have been audited by Beard Miller Company LLP, an independent registered public accounting fmn. 
The consolidated financial statements of Chesapeake and its subsidiaries for the year ended December 31, 
2006 have been incorporated by reference in this joint proxy statement/prospectus from the Chesapeake 
Annual Report on Form lO-K for the year ended December 31, 2008 filed March 9, 2009, in reliance upon the 
reports of (i) PricewaterhouseCoopers LLP solely with respect to those financial statements before the effects 
of the adjustments to retrospectively reflect the discontinued operations described in Note B and (Ii) Beard 
Miller Company LLP solely with respect to the adjustments to those financial statements to retrospectively 
reflect the discontinued operations described in Note B, also incorporated by reference in this joint proxy 
statement/prospectus, given on the authority of said firms as experts in accounting and auditing. 
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The consolidated financial statements of Florida Public Utilities as of December 31, 2008 and 2007 and 
for each of the three years in the period ended December 31, 2008 incorporated by reference in this joint 
proxy statement/prospectus have been so incorporated in reliance on the report of BDO Seidman, LLP, an 
independent registered public accounting firm, incorporated herein by reference, given on the authority of said 
firm as experts in auditing and accounting. 

FUTURE SHAREHOLDER PROPOSALS 

Chesapeake 

Pursuant to regulations issued by the SEC, to be considered for inclusion in Chesapeake's proxy statement 
for presentation at Chesapeake's 2010 Annual Meeting of Shareholders, all shareholder proposals must be 
received by Chesapeake at its principal executive offices on or before the close of business on November 30, 
2009. If a shareholder notifies Chesapeake after November 30, 2009 of an intent to present a proposal at the 
2010 Annual Meeting of Shareholders, Chesapeake will have the right to exercise its discretionary voting 
authority with respect to such proposal without including information regarding such proposal in its proxy 
materials. Written proposals should be directed to the Corporate Secretary, Chesapeake Utilities Corporation, 
909 Silver Lake Boulevard, Dover, Delaware 19904. 

In addition to these SEC rules, under the Chesapeake bylaws a shareholder wishing to bring an item of 
business before the 2010 Annual Meeting of Shareholders must provide timely notice in writing to the 
Corporate Secretary, Chesapeake Utilities Corporation, 909 Silver Lake Boulevard, Dover, Delaware 19904. To 
be timely, the shareholder's notice must be received by at least 60 days but not more than 90 days prior to the 
anniversary date of the 2009 Annual Meeting of Shareholders. The Chesapeake bylaws also provide for certain 
requirements in the event the 2010 Annual Meeting of Shareholders is more than 30 days before or more than 
60 days after such anniversary date. A shareholder's notice to the Corporate Secretary must contain the 
information set forth in the Chesapeake bylaws. This information includes, but is not limited to, a description 
of the business to be brought before the meeting, "Ownership and Rights Information" (as described in the 
Chesapeake bylaws), and any other information that would be required to be made in connection with the 
solicitation of proxies. The shareholder is also required to include a representation as to the accuracy of the 
information that is being provided. 

Chesapeake will consider all shareholder nominations for directors provided that each such nomination 
complies with the provisions of the Chesapeake bylaws and the charter of the Chesapeake corporate 
governance committee. Chesapeake's Corporate Secretary must receive (at the address above) director 
nominations by shareholders not less than 14 days nor more than 80 days prior to the 2010 Annual Meeting of 
Shareholders. Each nomination must be in writing and must include: 

• 	As to each nominee: 

• name, age, business address and, if known, residential address; 

• principal occupation or employment; 

• number of shares of Chesapeake stock beneficially owned; 

• "Ownership and Rights Information" (as described in the Chesapeake bylaws); 

• consent to serve as a director of Chesapeake if elected; 

• description of all arrangements or understandings between (i) the shareholder and the nominee, and 
(ii) any other person(s) pursuant to which the nomination is to be made; 

• 	a questionnaire that inquires as to, among other things, the nominee's independence and 
eligibility; and 

• any other information required to be disclosed in solicitations of proxies for election of directors, or 
otherwise required pursuant to Schedule 14A under the Exchange Act. 
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• As to the shareholder making the nomination: 

• name and address as they appear on Chesapeake's books; 

• other information as requested by Chesapeake; 

• representation of the accuracy of the information in the notice; and 

• "Ownership and Rights Information" (as described in the Chesapeake bylaws). 

The Chesapeake corporate governance committee will consider a recommendation from a shareholder 
only if the information specified above is complete. The committee will consider several factors prior to 
recommending a candidate for inclusion in the Chesapeake board of director's slate of recommended director 
nominees for election by the shareholders. Generally, the committee will consider the existing size and 
composition of the board of directors, evaluate biographical information and other background material, and 
conduct an interview of each candidate selected. The committee will apply any director selection criteria 
adopted by the committee based on Chesapeake's circumstances at the time. The committee will also apply 
the criteria set forth in Chesapeake's corporate governance guidelines. This criteria relates to a candidate's 
character, judgment, business experience or professional background, knowledge of Chesapeake's business, 
community involvement, and availability and commitment to carry out the responsibilities as a director of 
Chesapeake (directors may not be directors of more than two public companies in addition to Chesapeake), as 
well as the candidate's independence under applicable regulations and listing standards. The specific director 
selection criteria include, but may not in all instances be limited to, the following: 

• leadership in a particular field of expertise; 

• education or experience that enables the exercise of sound business judgment; 

• background or experience that enables differing points of view; 

• willingness to listen and work in a collegial manner; 

• knowledge, experience and skills that enhance the mix of the board's core competencies; and 

• professional achievement generally through service as a principal executive of a major company; 
distinguished member of academia; partner in a law firm or accounting firm; successful entrepreneur; 
or similar position of significant responsibility. 

Chesapeake's corporate governance committee does not assign specific weights to these criteria, and not 
all of the criteria are necessarily applicable to all prospective nominees. Chesapeake believes that the 
backgrounds and qualifications of the directors, considered as a group, should provide a significant composite 
mix of experience, knowledge and abilities that will allow its board of directors to fulfill its responsibilities. 

Chesapeake's Annual Meeting of Shareholders is generally held during the first week of May. It is 
anticipated that the 2010 Annual Meeting of Shareholders will be held in early May 2010. 

The chairman of the meeting may refuse to allow the transaction of any business not presented 
beforehand, or to acknowledge the nomination of any person not made in compliance with the foregoing 
procedures. 

Florida Public Utilities 

Florida Public Utilities held its 2009 annual meeting of shareholders on May 12, 2009. In light of the 
expected timing of the effectiveness of the merger. Florida Public Utilities does not currently expect to hold an 
annual meeting of its shareholders in 2010. 

If Florida Public Utilities holds an annual meeting of shareholders in 2010, any shareholder who wishes 
to propose a matter for consideration at such annual meeting must submit the proposal in writing to Florida 
Public Utilities Company, 401 South Dixie Highway, West Palm Beach, Florida 33401, Attention: Secretary. 
To be eligible under Rule l4a-8 of the Exchange Act.forinc1usion in the annual meeting proxy statement, a 
proposal must be received no later than the 120th calendar day before the anniversary of the date on which the 
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2009 annual meeting proxy statement was released to shareholders (or if the annual meeting date has changed 
by more than 30 days, a reasonable time before Florida Public Utilities begins to print and mail its proxy 
statement). 

In addition to these SEC rules, the Florida Public Utilities bylaws require advance notice of business to 
be brought before a shareholders' annual meeting, including nominations of persons for election as directors. 
Shareholder proposals intended to be presented at Florida Public Utilities' 2010 annual meeting of sharehold­
ers must be received by Florida Public Utilities by December 4, 2009 for inclusion in Florida Public Utilities' 
proxy statement and form of proxy card for that meeting. For any nominations of a candidate for election as a 
director or other business to be properly brought by a shareholder before the annual meeting, the shareholder 
must have given timely notice thereof in writing to Florida Public Utilities' Secretary. Pursuant to the Florida 
Public Utilities bylaws, notice must be given not less than 90 days nor more than 120 days prior to anniversary 
of the 2009 annual meeting of shareholders. For director nominations, the notice must include the information 
required to be disclosed in solicitations of proxies for election of directors pursuant to Regulation 14A of the 
Exchange Act and such other matters as are specified in the Florida Public Utilities bylaws. For other business, 
the notice must include a description of the proposed business, the reasons therefore, and other matters 
specified in the Florida Public Utilities bylaws. These time limits also apply in determining whether notice is 
timely for purposes of rules adopted by SEC relating to the exercise of discretionary voting authority. 

WHERE YOU CAN FIND MORE INFORMATION 

Chesapeake filed a registration statement on Form S-4 on July 24, 2009, to register with the SEC the 
Chesapeake common stock to be issued to Florida Public Utilities shareholders in the merger. This joint proxy 
statement/prospectus is a part of that registration statement and. constitutes a prospectus of Chesapeake in 
addition to being a proxy statement/prospectus of Chesapeake and Florida Public Utilities for their respective 
meetings. The registration statement, including the attached exhibits and schedules, contains additional relevant 
information about Chesapeake and Chesapeake's capital stock. The rules and regulations of the SEC allow 
Chesapeake and Florida Public Utilities to omit certain information included in the registration statement from 
this joint proxy statement/prospectus. The registration statement is available for inspection and/or copying as 
set forth below. 

Chesapeake and Florida Public Utilities file annual, quarterly and current reports, proxy statements and 
other information in accordance with the Exchange Act with the SEC. You may read and copy any reports, 
proxy statements or other information filed by Chesapeake and Florida Public Utilities with the SEC at the 
SEC's public reference facilities maintained by the SEC at 100 F Street, N.E., Washington, D.C. 20549. Please 
call the SEC at 1-800-SEC- 0330 for further information on the public reference room. These SEC filings are 
also available to the public from commercial document retrieval services and at the SEC's website at 
www.sec.gov. 

You may also inspect annual, quarterly and current reports, proxy statements and other information about 
Chesapeake at the offices of the New York Stock Exchange, 20 Broad Street, New York, New York 10005. 

The SEC allows Chesapeake and Florida Public Utilities to "incorporate by reference" information into 
this joint proxy statement/prospectus, which means that the companies can disclose important information to 
you by referring you to other documents filed separately with the SEC. The information incorporated by 
reference is considered part of this joint proxy statement/prospectus, except for any information contained 
directly in this joint proxy statement/prospectus or in later filed documents incorporated by reference in this 
joint proxy statement/prospectus. 

This joint proxy statement/prospectus incorporates by reference the documents listed below that 
Chesapeake and Florida Public Utilities have previously filed with the SEC. These documents contain 
important business and financial information about Chesapeake and Florida Public Utilities that is not included 
in or delivered with this joint proxy statement/prospectus. 
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Chesapeake SEC Filings 
(File No. 001·11590) Period 

Annual Report on Form lO-K 

Quarterly Reports on Form 100Q 

Fiscal Year ended December 31. 2008 

Quarters ended March 31, 2009 and June 30, 2009 

Current Reports on Form 8-K Filed on March 9,2009. April 20, 2009, May 4, 2009. 
July 21, 2009 and August 6, 2009 

Proxy Statement on Schedule 14A Filed on March 27, 2009 

Florida Public Utilities SEC Filings 
(File No. 001·10608) Period 

Annual Report on Form lO-K Fiscal Year ended December 31, 2008 

Quarterly Reports on Form 10-Q Quarters ended March 31, 2009 and June 30, 2009 

Current Reports on Form 8-K Filed on March 2, 2009, March 16,2009, March 17, 
2009, April 20, 2009, May 14,2009 and August 12,2009 

Proxy Statement on Schedule 14A Filed on April 6, 2009 

To the extent that any information contained in any Current Report on Form 8-K, or any exhibit thereto, 
was furnished, rather than filed with, the SEC, such information or exhibit is specifically not incorporated by 
reference in this document. 

This joint proxy statement/prospectus also incorporates by reference all additional documents that may be 
filed by Chesapeake and Florida Public Utilities with the SEC under Section 13(a), 13(c), 14 or 15(d) of the 
Exchange Act between the date of this joint proxy statement/prospectus and the date of the Chesapeake special 
meeting and the date of the Florida Public Utilities special meeting, as applicable. These include periodic 
reports, such as Annual Reports on Form 10-K, Quarterly Reports on Form lO-Q and Current Reports on 
Form 8-K, as well as proxy statements (other than portions of those documents not deemed to be filed). 

Chesapeake has supplied all information contained or incorporated by reference in this joint proxy 
statement/prospectus relating to Chesapeake, and Florida Public Utilities has supplied all information contained 
or incorporated by reference in this joint proxy statement/prospectus relating to Florida Public Utilities. 

Chesapeake and Florida Public Utilities shareholders can obtain any document incorporated by reference 
in this joint proxy stat~ment/prospectus from the companies without charge, excluding all exhibits unless the 
exhibits have been specifically incorporated by reference as an exhibit in this joint proxy statement/prospectus, 
by requesting them in writing or by telephone from the appropriate company at the following addresses: 

Chesapeake Utilities Corporation 
909 Silver Lake Boulevard 
Dover, Delaware 19904 
Attention: Corporate Secretary 
(888) 742-5275 

Florida Public Utilities Company 
401 South Dixie Highway 
West Palm Beach, Florida 33401 
Attention: Secretary 
(800) 427-7712 

If you would like to request documents, please do so by October 10, 2009. You may also obtain these 
documents from Chesapeake's and Florida Public Utilities' respective websites at www.chpk.com or 
www.fpuc.com or at the SEC's website at www.sec.gov by clicking on the "Search for Company Filings" link, 
then clicking on the "Company & Other Filers" link, and then entering the company's name in the field. 

You should rely only on the information contained or incorporated by reference in this joint proxy 
statement/prospectus. Chesapeake and Florida Public Utilities have not authorized anyone to provide you with 
information that is different from what is contained in this joint proxy statement/prospectus. Therefore, if 
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anyone does give you infonnation of this sort, you should not rely on it. If you are in a jurisdiction where 
offers to exchange or sell, or solicitations of offers to exchange or purchase, the securities offered by this joint 
proxy statement/prospectus or the solicitation of proxies is unlawful. or if you are a person to whom it is 
unlawful to direct these types of activities. then the offer presented in this joint proxy statement/prospectus 
does not extend to you. This joint proxy statement/prospectus is dated September 10,2009. You should not 
assume that the infonnation contained in this joint proxy statement/prospectus is accurate as of any date other 
than that date. Neither the mailing of this joint proxy statement/prospectus to Chesapeake and Florida Public 
Utilities shareholders nor the issuance of Chesapeake common stock in the merger create any implication to 
the contrary. 
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AGREEMENT AND PLAN OF MERGER 

This AGREEMENT AND PLAN OF MERGER, dated as of April 17,2009 (this "Agreement"), is 
among Chesapeake Utilities Corporation, a Delaware corporation ("Parent"), CPK Pelican, Inc .• a Florida 
corporation and a wholly owned subsidiary of Parent (''Merger Sub"), and Florida Public Utilities Company, 
a Florida corporation (the "Company" and collectively with Parent and Merger Sub, the ''parties''). 

RECITALS 

WHEREAS, the respective Boards of Directors of Parent and the Company have determined that a 
business combination between Parent and the Company is fair to and in the best interests of their respective 
stockholders and presents a unique opportunity for their respective companies to achieve long-term strategic 
and financial benefits, and accordingly have agreed to effect a business combination upon the terms and 
subject to the conditions set forth in this Agreement, have approved this Agreement and have declared this 
Agreement and the Merger advisable; 

WHEREAS, in furtherance of the foregoing, the Board of Directors of each of Parent, the Company and 
Merger Sub has approved this Agreement and the Merger. upon the terms and subject to the conditions of this 
Agreement, pursuant to which each share of common stock, par value $1.50 per share, of the Company (the 
"Company Common Stock") issued and outstanding immediately prior to the Effective Time will be 
converted into the right to receive shares of common stock, par value $0.4867 per share, of Parent (the 
"Parent Common Stock") as set forth in Section 1.9, other than the Company Common Stock owned or held 
directly or indirectly by Parent, Merger Sub or the Company (or any of their respective direct or indirect 
wholly owned Subsidiaries); and 

WHEREAS, for federal income tax purposes, it is intended by the parties that (i) the Merger qualify as a 
reorganization within the meaning of Section 368(a) of the Internal Revenue Code of 1986, as amended (the 
"Code"), and the rules and regulations promulgated thereunder (the "Treasury Regulations"), and (ii) this 
Agreement constitute a plan of reorganization within the meaning of Section 368 of the Code and such 
Treasury Regulations. 

NOW, THEREFORE, in consideration of the foregoing and the respective representations, warranties, 
covenants and agreements set forth in this Agreement, and intending to be legally bound hereby, the parties 
agree as follows: 

ARTICLE 1 

THE MERGER; CERTAIN RELATED MATTERS 

SECTION 1.1 The Merger. Upon the terms and subject to the condit!-ons set forth in this Agreement, at 
the Effective Time, Merger Sub shall be merged with and into the Company (the "Merger") in accordance 
with the Florida Business Corporation Act (the "FBCA") and this Agreement, and the separate corporate 
existence of Merger Sub shall thereupon cease. The Company shall be the surviving corporation in the Merger 
(sometimes referred to herein as the "Surviving Corporation"). 

SECTION 1.2 The Closing. Upon the terms and subject to the conditions set forth in Article 8, the 
closing of the Merger (the "Closing") shall take place on the first business day following the satisfaction or 
waiver (subject to Applicable Laws) of the conditions (other than those conditions that by their nature are to 
be fulfilled at the Closing, but subject to the fulfillment or waiver of such conditions) set forth in Article 8, 
unless this Agreement has been previously terminated pursuant to its terms or unless another date is agreed to 
in writing by the parties (the actual date of the Closing being referred to herein as the "Closing Date"). The 
Closing shall be held at the offices of Baker & Hostetler LLP, Suntrust Center, Suite 2300, 200 South Orange 
Avenue, Orlando, Florida 32801, unless another place is agreed to in writing by the parties. 

SECTION 1.3 Effective TIme. At the Closing, the parties shall file articles of merger (the "Articles of 
Merger") in such form as is required by and executed in accordance with the relevant provisions of the 
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FBCA. The Merger shall become effective at the time of filing of the Articles of Merger with the Department 
of State of the State of Florida in accordance with the FBCA or at such later time as the Company and Parent 
shall have agreed upon and designated in the Articles of Merger as the effective time of the Merger (the time 
the Merger becomes effective being the ''Eft'ective Time"). 

SECTION IA Effects of Merger. At and after the Effective Time, the Merger shall have the effects 
specified herein and in the FBCA. As a result of the Merger, the Surviving Corporation shall become a wholly 
owned Subsidiary of Parent. 

SECTION 1.5 Articles of Incorporation of the Surviving Corporation. As of the Effective Time, the 
articles of incorporation of Merger Sub as in effect immediately prior to the Effective Time shall be the 
articles of incorporation of the Surviving Corpo~ation, until thereafter amended as provided therein or by 
Applicable Law, provided, however, that the articles of incorporation of the Surviving Corporation shall be 
amended in the Merger to provide that the Surviving Corporation shall have the name "Florida Public Utilities 
Company." 

SECTION 1.6 Bylaws of the Surviving Corporation. As of the Effective Time, the bylaws of Merger Sub 
as in effect immediately prior to the Effective Time shall be the bylaws of the Surviving Corporation, until 
thereafter amended as provided therein or by Applicable Law, provided, however, that such bylaws shall be 
amended to reflect the change of the name of the Surviving Corporation as contemplated by Section 1.5. 

SECTION 1.7 Directors of the Surviving Corporation. The directors of Merger Sub immediately prior to 
the Effective Time shall be the directors of the Surviving Corporation from and after the Effective Time, until 
their successors shall be elected and qualified or their earlier death, resignation or removal in accordance with 
the articles of incorporation and bylaws of the Surviving COfP.Oration. 

SECTION 1.8 Officers of the Surviving Corporation. The officers of the Surviving Corporation from and 
after the Effective Time shall be those persons with the corresponding titles as set forth in Exhibit 1.8 hereto, 
until their successors shall be elected or appointed and qualified or their earlier death, resignation or removal 
in accordance with the articles of incoiporation and bylaws of the Surviving Corporation. 

SECTION 1.9 Effect on Capital Stock. 

(a) At the Effective Time, by virtue of the Merger and without any action on the part of the holder 
thereof, each share of Company Common Stock issued and outstanding immediately prior to the Effective 
Time (other than shares of Company Common Stock to be canceled without payment of any consideration 
therefor pursuant to Section 1.9(c) (the ''Shares'') shall be converted into the right to receive OA05 shares 
(the "Exchange Ratio") of validly issued, fully paid and non-assessable Parent Common Stock (the "Merger 
Consideration"). 

(b) As a result of the Merger and without any action on the part of the holders thereof, at the Effective 
Time, all shares of Company Common Stock shall cease to be outstanding and shall be canceled and retired 
and shall cease to exist, and each holder of a certificate previously representing any such shares of Company 
Common Stock shall thereafter cease to have any rights with respect to such shares of Company Common 
Stock, except the right to receive (i) the Merger Consideration payable in respect of such shares of Company 
Common Stock, (ii) any dividends pursuant to Section 2.3 and (iii) any cash to be paid in lieu of any fractional 
share of Parent Common Stock pursuant to Section 2.5. 

(c) At the Effective Time, each share of Company Common Stock issued and held in the Company's 
treasury and each share of Company Common Stock issued and owned immediately.prior to the Effective 
Time by Merger Sub or Parent (or any of their respective direct or indirect wholly owned Subsidiaries) shall, 
by virtue of the Merger, cease to be outstanding and shall be canceled and retired and no Parent Common 
Stock or other consideration shall be delivered in exchange therefor. 

(d) At the Effective Time, by virtue of the Merger and without any action on the part of the holder 
thereof, each share of common stock, par value $0.01 per share, of Merger Sub issued and outstanding 
immediately prior to the Effective Time shall be converted into one validly issued, fully paid and nonassess­
able share of common stock, par value $0.0 I per share, of the Surviving Corporation. 
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(e) Prior to the Effective Time, each issued and outstanding share of Company Preferred Stock shall be 
redeemed in accordance with Section 7.20. 

SECTION 1.10 Change in Shares. If, between the date of this Agreement and the Effective Time (and to 
the extent permitted by Section 6.1 or 6.2, as the case may be), the outstanding shares of Company Common 
Stock or Parent Common Stock shall have been increased, decreased, changed into or exchanged for a 
different number of shares or different class, in each case by reason of any reclassification, recapitalization, 
subdivision, stock split, reorganization, combination, contribution or exchange of shares, or a stock dividend or 
dividend payable in other securities shall be declared with a record date within such period, or any similar 
event shall have occurred, the Exchange Ratio and any other number or amount contained herein which is 
based upon the price of Parent Common Stock. including the Measurement Price, or the number of shares of 
Company Common Stock or Parent Common Stock, as the case may be, shall be appropriately adjusted to 
provide to Parent and the holders of Company Common Stock the same economic effect as contemplated by 
this Agreement prior to such event. 

ARTICLE 2 

EXCHANGE OF SHARES 

SECTION 2.1 Exchange Fund. Prior to the Effective Time, Parent shall appoint a bank or trust company 
reasonably satisfactory to the Company to act as exchange agent (the "Exchange Agent") for the purpose of 
exchanging Shares for the Merger Consideration. At or prior to the Effective Time, Parent shall deposit, or 
cause to be deposited with the Exchange Agent, in trust for the benefit of the holders of shares of Company 
Common Stock, certificates representing the shares of Parent Common Stock to be issued pursuant to 
Section 1.9. Parent agrees to make available directly or indirectly to the Exchange Agent, from time to time as 
needed, cash sufficient to pay cash in lieu of fractional shares pursuant to Section 2.5 and any dividends 
pursuant to Section 2.3. All cash in lieu of fractional shares and certificates for shares of Parent Common 
Stock, together with any dividends with respect thereto, deposited with the Exchange Agent shall hereinafter 
be referred to as the "Exchange Fund." 

SECTION 2.2 Exchange Procedures. Promptly (and in any event no more than three business days) after 
the Effective Time, the Surviving Corporation shall cause the Exchange Agent to mail to each holder of record 
of Shares: (i) a letter of transmittal (the "Letter of Transmittal"), which shall specify that delivery shall be 
effected, and risk of loss and title to the Shares shall pass, only upon delivery of the Shares to the Exchange 
Agent, and which shall be in such form and have such other provisions as Parent and the Company may 
reasonably agree and (il) instructions for effecting the surrender of the Shares in exchange for the Merger 
Consideration. Upon surrender of the Shares to the Exchange Agent together with such Letter of Transmittal, 
duly executed and completed in accordance.with the instructions thereto, and such other documents as may be 
reasonably required by the Exchange Agent, the holder of such Shares shall be entitled to receive in exchange 
therefor (A) one or more shares of Parent Common Stock (which shall be in uncertificated book-entry form 
unless a physical certificate is requested by such holder) representing, in the aggregate, the whole number of 
shares of Parent Common Stock that such holder has the right to receive pursuant to Section 1.9 andlor (B) a 
check in the amount equal to the cash that such holder has the right to receive pursuant to the provisions of 
this Article 2, consisting of cash in lieu of fractional shares of Parent Common Stock pursuant to Section 2.5 
and any unpaid dividends pursuant to Section 2.3 (collectively, "Cash Payment"). No interest will be paid or 
accrued on any Cash Payment. In the event of a transfer of ownership of Company Common Stock that is not 
registered in the transfer records of the Company, the Merger Consideration and any Cash Payment to which 
such holder is entitled may be issued and paid to such a transferee if the Shares representing such Company 
Common Stock are presented to the Exchange Agent, accompanied by all documents required to evidence and 
effect such transfer and to evidence that any applicable stock transfer taxes have been paid. 

SECTION 2.3 Dividends with Respect to Unexchanged Shares. Notwithstanding any other provision of 
this Agreement, no dividends declared or made after the Effective Time with respect to shares of Parent 
Common Stock with a record date after the Effective Time shall be paid to the holder of any Shares that have 
not been surrendered to the Exchange Agent by such holder in accordance with Section 2.2 with respect to the 
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shares of Parent Common Stock that such holder would be entitled to receive upon such surrender of such 
Shares and no cash payment in lieu of fractional shares of Parent Common Stock shall be paid to any such 
holder pursuant to Section 2.5 until, in each case, such holder surrenders such Shares in accordance with 
Section 2.2. Subject to the effect of Applicable Laws, following the surrender of any such Shares, there shall 
be paid to such holder of shares of Parent Common Stock issuable in exchange therefor, without interest, 
(i) promptly after the time of such surrender, the amount of any cash payable in lieu of fractional shares of 
Parent Common Stock to which such holder is entitled pursuant to Section 2.5 and the amount of dividends 
with a record date after the Effective Time theretofore paid with respect to such whole shares of Parent 
Common Stock, and (ii) at the appropriate payment date, the amount of dividends with a record date after the 
Effective Time but prior to surrender of such Shares and a payment date subsequent to such surrender payable 
with respect to such whole shares of Parent Common Stock. 

SECTION 2.4 No Further Ownership Rights or Claims Relating to Company Common Stock. All Merger 
Consideration issued and any cash paid upon conversion of shares of Company Common Stock pursuant to 
Article 1 and this Article 2 shall be deemed to have been issued and paid in exchange for, and in full 
satisfaction of, all rights pertaining to such shares of Company Common Stock and any claims for, relating to 
or arising out of shares of Company Common Stock or ownership thereof. 

SECTION 2.5 No Fractional Shares of Parent Common Stock. 

(a) No certificates or scrip or shares of Parent Common Stock representing fractional shares of Parent 
Common Stock or book-entry credit of the same shall be issued upon the surrender for exchange of the Shares 
and such fractional share interests will not entitle the owner thereof to vote or to have any rights of a 
stockholder of Parent or a holder of shares of Parent Common Stock. 

(b) Notwithstanding any other provision of this Agreement, each holder of Shares converted pursuant to 
the Merger who would otherwise have been entitled to receive a fraction of a share of Parent Common Stock 
(after taking into account all Shares delivered by such holder) shall receive, in lieu thereof, cash (without 
interest) in an amount equal to the product of (i) such fractional part of a share of Parent Common Stock 
multiplied by (ii) the average of the closing prices for a share of Parent Common Stock as reported on the 
New York Stock Exchange (the "NYSE") Composite Transactions Tape for the 15 trading days ending on the 
third trading day immediately preceding the Closing Date (the "Measurement Price"). Such payment of cash 
consideration is in lieu of fractional shares of Parent Common Stock. 

(c) As promptly as practicable after the determination of the amount of cash, if any, to be paid to holders 
of fractional interests pursuant to Section 2.5(b), the Exchange Agent shall so notify Parent, and Parent shall 
deposit or cause the Surviving Corporation to deposit such amount with the Exchange Agent and shall cause 
the Exchange Agent to forward payments to such holders of fractional interests subject to and in accordance 
with the terms hereof. 

SECTION 2.6 Dividends with Respect to Company Common Stock. At or after the Effective Time, Parent 
or the Surviving Corporation shall pay from funds on hand at the Effective Time any dividends with a record 
date prior to the Effective Time that may have been declared or made by the Company on shares of Company 
Common Stock which remain unpaid at the Effective Time. 

SECTION 2.7 Termination of Exchange Fund. Any portion of the Exchange Fund (including the 
proceeds of all investments thereof, any shares of Parent Common Stock and any amount of the Cash 
Payment) that remains undistributed to the holders of Shares for one year after the Effective Time shall be 
delivered to Parent, and all holders of the Shares who have not theretofore complied with this Article 2 shall 
thereafter look only to Parent for the Merger Consideration and any Cash Payment with respect to such Shares. 
Any such portion of the Exchange Fund remaining unclaimed by holders of Shares five years after the 
Effective Time (or such earlier date immediately prior to such time as such amounts would otherwise escheat 
to or become property of any Governmental Entity) shall, to the extent permitted by Applicable Law, become 
the property of Parent, free and clear of any claim or interest of any person previously entitled thereto. 
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SEcrION 2.8 No Liability. None of Parent, Merger Sub, the Company, the Surviving Corporation or the 
Exchange Agent shall be liable to any person for any portion of the Exchange Fund delivered to a public 
official pursuant to any applicable abandoned property, escheat or similar law. 

SECTION 2.9 lnvestment of the Exchange Fund. The Exchange Agent shall invest any cash included in 
the Exchange Fund as directed by Parent from time to time, provided that such investments shall be in 
obligations of or guaranteed by the United States of America or in certificates of deposit or other deposit 
accounts of commercial banks insured by the Federal Deposit Insurance Corporation; provided, that no gain or 
loss thereon shall affect the amounts of any Cash Payment payable to the holders of Shares pursuant to this 
Article 2 . Any interest or other income resulting from such investments shall promptly be paid to Parent. 

SEcrION 2.10 Lost Certificates. If any certificate for Shares shall have been lost, stolen or destroyed, 
upon the making of an affidavit of that fact by the person claiming such certificate to be lost, stolen or 
destroyed and, if required by Parent, the posting by such person of a bond in such reasonable amount as 
Parent may direct as indemnity against any claim that may be made against it with respect to such certificate. 
the Exchange Agent will deliver in exchange for such lost, stolen or destroyed certificate the applicable 
Merger Consideration and any Cash Payment with respect to the Shares formerly represented thereby. 

SEcrION 2.11 Withholding Rights. Each of the Surviving Corporation and Parent shall be entitled to 
deduct and withhold from the consideration otherwise payable pursuant to this Agreement to any holder of 
Shares such amounts as it is required to deduct and withhold with respect to the making of such payment 
under the Code and the Treasury Regulations, or any provision of state, local or foreign tax law. To the extent 
that amounts are so withheld by the Surviving Corporation or Parent, as the case may be, such withheld 
amounts shall be treated for all purposes of this Agreement as having been paid to the holder of the Shares in 
respect of which such deduction and withholding was made by the Surviving Corporation or Parent, as the 
case may be. 

SECTION 2.12 Further Assurances. After the Effective Time, the officers and directors of the Surviving 
Corporation will be authorized to execute and deliver, in the name and on behalf of the Company or Merger 
Sub, all deeds, bills of sale, assignments and assurances and to take and do, in the name and on behalf of the 
Company or Merger Sub, all other actions and things to vest, perfect or confirm of record or otherwise in the 
Surviving Corporation all right, title and interest in, to and under the rights, properties and assets acquired or 
to be acquired by the Surviving Corporation as a result of, or in connection with, the Merger. 

SECTION 2.13 Stock Transfer Books. The stock transfer books of the Company shall be closed 
immediately upon the Effective Time and there shall be no further registration of transfers of shares of 
Company Common Stock thereafter on the records of the Company. On or after the Effective Time, all Shares 
presented to the Exchange Agent or Parent in accordance with the provisions of this Agreement shall be 
converted into the Merger Consideration and any Cash Payment payable with respect to the shares of 
Company Common Stock formerly represented thereby. 

ARTICLE 3 

REPRESENTATIONS AND WARRANTIES OF THE COMPANY 

Except (i) as set forth in the disclosure schedule dated the date of this Agreement and delivered to Parent 
by the Company concurrently with the execution and delivery of this Agreement (the "Company Disclosure 
Schedule") and making reference to the particular section or subsection of this Agreement to which exception 
is being taken (provided that any information set forth in one section or subsection of the Company Disclosure 
Schedule will be deemed to apply to each other section or subsection of the Company Disclosure Schedule to 
which its relevance is reasonably apparent), or (ii) to the extent the qualifying nature of such disclosure is 
readily apparent therefrom, as disclosed in the Company Reports filed on or after January 1, 2007 and prior to 
the date hereof, the Company represents and warrants to Parent and Merger Sub as follows: 

SEcrION 3.1 Existence; Good Standing; Corporate Authority. The Company is a corporation duly 
incorporated, validly existing and in good standing under the laws of the State of Florida. The Company is 
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duly qualified to do business and, to the extent such concept or a similar concept exists in the relevant 
jurisdiction, is in good standing under the laws of any jurisdiction in which the character of the properties 
owned or leased by it therein or in which the transaction of its business requires such qualification, except 
where the failure to be so qualified or in good standing, individually or in the aggregate, has not had and is 
not reasonably likely to have a Company Material Adverse Effect. The Company has all requisite corporate 
power and authority to own, operate and lease its properties and to carry on its business as now conducted. 
The copies of the Company's articles of incorporation and bylaws attached to the Company Disclosure 
Schedule are true and complete copies of such documents as currently in effect. 

SECI10N 3.2 Authorization, Validity and Effect ofAgreement. The Company has the requisite corporate 
power and authority to execute and deliver this Agreement and to consummate the transactions contemplated 
by this Agreement, subject in the case of the consummation of the Merger to obtaining the Company 
Stockholder Approval. The execution and delivery of this Agreement and the consummation by the Company 
of the transactions contemplated hereby have been duly authorized by all requisite corporate action on behalf 
of the Company, other than in the case of consummation of the Merger obtaining the Company Stockholder 
Approval. The Company has duly executed and delivered this Agreement and, assuming due authorization, 
execution and delivery hereof by the other parties hereto, this Agreement constitutes a valid and legally 
binding obligation of the Company, enforceable against the Company in accordance with its terms, subject to 
applicable bankruptcy, insolvency, fraudulent transfer, reorganization, moratorium or other similar laws relating 
to creditors' rights and general principles of equity. 

SECTION 3.3 Capitalization. The authorized capital stock of the Company consists of 
(i) 10,000,000 shares of Company Common Stock, par value $1.50 per share, (ii) 11,000 shares of Cumulative 
Preferred Stock, par value $100.00 per share ("Company Preferred Stock"), 6,000 shares of which have been 
designated as 4%% Series A Cumulative Preferred Stock, $100.00 par value per share ("Company Series A 
Preferred Stock"), and 5,000 shares of which have been designated as 4%% Series B Cumulative Preferred 
Stock, $100.00 par value per share ("Company Series B Preferred Stock") and (iii) 32.500 shares of 
Preference Stock, par value $20.00 per share ("Company Preference Stock"), all of which have been 
designated as $1.12 Convertible Preference Stock, Cumulative. As of March 31, 2009 (the "Cut-olf Time"). 
there were (A) 6.116,505 outstanding shares of Company Common Stock and 95,999 shares of Company 
Common Stock held in the treasury of the Company. (B) 6,000 outstanding shares of Company Series A 
Preferred Stock, (C) no outstanding shares of Company Series B Preferred Stock and (D) no outstanding 
shares of Company Preference Stock. Since the Cut-off Time, no additional shares of Company Common 
Stock, Company Preferred Stock or Company Preference Stock have been issued. All issued and outstanding 
shares of Company Common Stock and Company Preferred Stock are duly authorized, validly issued, fully 
paid, nonassessable and free of preemptive rights. There are no options. warrants, calls, subscriptions, 
convertible securities or other rights, agreements or commitments which obligate the Company or any of its 
Subsidiaries to issue, transfer, sell or register any shares of capital stock or other securities of the Company or 
any of its Subsidiaries. Except for the Company's obligation pursuant to Section 7.20, there are no outstanding 
obligations of the Company or any of its Subsidiaries to repurchase, redeem or otherwise acquire any shares of 
capital stock of the Company or any of its Subsidiaries. There are no outstanding stock appreciation rights, 
security-based performance units, "phantom" stock or other security rights or other agreements or arrange­
ments pursuant to which any person is or may be entitled to receive any payment or other value based on the 
revenues, earnings or fmancial performance, stock price performance or other attribute of the Company or any 
of its Subsidiaries or assets or calculated in accordance therewith (other than payments or commissions to 
employees or agents of the Company or any of its Subsidiaries in the ordinary course of business consistent 
with past practices). The Company has no outstanding bonds. debentures. notes or other obligations the holders 
of which have the right to vote (or which are convertible into or exercisable for securities having the right to 
vote) with the stockholders of the Company on any matter. There are no voting trusts or other agreements or 
understandings to which the Company is a party with respect to the voting of capital stock of the Company. 

SECTION 3.4 Subsidiaries. The Company has no Subsidiaries other than Flo-Gas Corporation, a 
corporation duly incorporated, validly existing and in good standing under the laws of the State of Florida. 
The Company's Subsidiary is duly qualified to do business and, to the extent such concept or a similar concept 
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exists in the relevant jurisdiction, is in good standing under the laws of any jurisdiction in which the character 
of the properties owned or leased by it therein or in which the transaction of its business requires such 
qualification, except where the failure to be so qualified or in good standing. individually or in the aggregate, 
has not had and is not reasonably likely to have a Company Material Adverse Effect. The Company's 
Subsidiary has all requisite corporate power and authority to own, operate and lease its properties and to carry 
on its business as now conducted. The Company has made available to Parent true and complete copies of 
such Subsidiary's articles of incorporation and bylaws, as currently in effect. As .of the date of this Agreement, 
all of the outstanding shares of capital stock of, or other ownership interests in, the Company's Subsidiary are 
duly authorized, validly issued, fully paid and nonassessable, and are owned, directly or indirectly, by the 
Company free and clear of all Liens (including any restriction on the right to vote, sell or otherwise dispose of 
such capital stock or other ownership interests), except for restrictions imposed by law. 

SECTION 3.5 Compliance with Laws; Permits. Except for such matters that, individually or in the 

aggregate, have not had and are not reasonably likely to have a Company Material Adverse Effect: 


(a) Since January 1,2007, neither the Company nor any of its Subsidiaries has violated or received 
any notice of violation with respect to, any Order, constitution, law, rule, ordinance, regulation, statute, 
code or treaty of any Goverumental Entity (collectively, "Applicable Laws"), and no Action is pending 
or, to the knowledge of the Company, threatened with respect to any such matter. 

(b) The Company and its Subsidiaries hold all permits, waivers, licenses, certifications, orders, 
franchises, approvals, consents, qualifications and authorizations of all Governmental Entities or pursuant 
to any Applicable Law necessary for the lawful conduct of their respective businesses (collectively, the 
"Company Permits"). All Company Permits are in full force and effect. Since January 1,2007, (0 neither 
the Company nor any of its Subsidiaries has violated or received any written notice of violation with 
respect to any Company Permit and (ii) to the knowledge of the Company, no Governmental Entity has 
taken or threatened to take any action to terminate, cancel. amend .or reform any material Company 
Permit. 

SECTION 3.6 No Conflict. 

(a) The execution and delivery of this Agreement by the Company does not and will not, and the 

consummation by the Company of the Merger and the other transactions contemplated hereby will not 

(i) conflict with or result in a breach or violation of any provision of the articles of incorporation or bylaws of 
the Company or any of its Subsidiaries; (U) violate, conflict with, result in a breacn of any provision of, 
constitute a default (or an event which, with notice or lapse of time or both, would constitute a default) under. 
result in the termination or in a right of termination or cancellation of. or result in the creation of any Lien 
upon any of the properties of the Company or any of its Subsidiaries under. any of the terms, conditions or 
provisions o(any Company Material Contract; or (iii) subject to the filings and other matters referred to in 
Section 3.6(b) and obtaining the Company Stockholder Approval, contravene or conflict with, or constitute a 

. violation of any provision of. or trigger any liability or obligation under, any Applicable Law. Order or 
Company Permit binding upon or applicable to the Company or any of its Subsidiaries, other than, in the case 
of clauses (ii) and (iii). any such violations, conflicts, breaches, defaults, terminations, cancellations, liabilities, 
obligations, Liens, or contraventions that, individually or in the aggregate, have not had and are not reasonably 
likely to have a Company Material Adverse Effect. 

(b) Neither the execution and delivery of this Agreement by the Company nor the consummation by the 
Company of the Merger and the other transactions contemplated hereby will require the Company or any of its 
Subsidiaries to obtain any consent, approval, authorization. order or declaration of, provide any notification to, 
or make any filing or registration with, any Goverumental Entity, other than (i) filings and any approval 
required under the Hart-Scott-Rodino Antitrust Improvements Act of 1976, as amended, and the rules and 
regulations thereunder (the "HSR Act"), (ii) the filing with and, to the extent required, the declaration of 
effectiveness by, the SEC of (A) the Joint Proxy Statement Prospectus pursuant to the Securities Exchange Act 
of 1934. as amended (the "Exchange Act"), and (B) reports required under the Exchange Act, (iii) such 
notifications to the NYSE Amex (the "Amex") as may be required by the rules oithe Amex, (iv) the filing of 
the Articles of Merger with the Department of State of the State of Florida, (v) to the extent required, notice 
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to and the approval of the Florida Public Service Commission (the "FPSC") (the "Company FPSC 
Approval"), and (vi) such filings and approvals as are set forth in Section 3.6(b) of the Company Disclosure 
Schedule in connection with the transfer of the Company's (or any of its Subsidiary's) municipal franchises, 
except for any consent, approval, authorization, order or declaration as to which the failure to obtain, and for 
any notification, filing or registration as to which the failure to make, has not had and is not reasonably likely 
to have a Company Material Adverse Effect. Consents, approvals, authorizations, orders, declarations, 
notifications, filings and registrations requited under or in relation to any of the foregoing clauses (i) through 
(vi) are hereinafter referred to as "Company Consents." 

(c) This Agreement, the Merger and the transactions contemplated hereby do not, and will not, upon 
consummation of such transactions, result in any "change of control" or similar triggering event under any 
(i) Company Material Contract, (ii) Company Benefit Plan, which, in the case of either clause (i) or (iO, gives 
rise to rights or benefits not otherwise available absent such change of control or similar triggering event and 
requires either a cash payment or an accounting charge in accordance with U.S. generally accepted accounting 
principles ("GAAP"), or (iii) material Company Permit. 

SECI'ION 3.7 SEC Documents and Compliance. 

(a) The Company and its Subsidiaries have filed with the U.s. Securities and Exchange Commission (the 
"SEC") all documents (including exhibits and any amendments thereto) required to be filed by them since 
December 31, 2006 (each registration statement, prospectus, report, schedule, form, proxy statement, informa­
tion statement or other document (other than preliminary materials) so filed, each in the form (including 
exhibits and any amendments thereto) filed with the SEC, collectively, the ''Company Reports"). No 
Subsidiary of the Company is required to file any form, report, registration statement or prospectus or other 
document with the SEC. As of its respective date, each Company Report (i) complied in all material respects 
with the applicable requirements of the Exchange Act or the Securities Act of 1933, as amended (the 
''Securities Act"), as the case may be, and the rules and regulations thereunder and (ii) did not contain any 
untrue statement of a material fact or omit to state a material fact required to be stated therein or necessary to 
make the statements made therein, in the light of the circumstances under which they were made, not 
misleading, except for any statements in any Company Report that have been modified by an amendment to 
such report filed with the SEC prior to the date hereof. Each of the consolidated balance sheets included in or 
incorporated by reference into the Company Reports (including related notes and schedules) complied as to 
form in all material respects with the applicable accounting requirements and the published rules and 
regulations of the SEC with respect thereto· and fairly presents in all material respects the consolidated 
financial position of the Company and its Subsidiaries (or such entities as indicated in such balance sheet) as 
of its date, and each of the consolidated statements of operations, cash flows and changes in stockholders' 
equity included in or incorporated by reference into the Company Reports (including any related notes and 
schedules) fairly presents in all material respects the results of operations, cash flows or changes in 
stockholders' equity, as the case may be, of the Company and its Subsidiaries (or such entities as indicated in 
such balance sheet) for the periods set forth therein (subject, in the case of unaudited statements, to (x) such 
exceptions as may be permitted by Form 10-Q of the SEC and (y) normal, recurring year-end audit 
adjustments which are not material in the aggregate), in each case in accordance with GAAP consistently 
applied during the periods involved, except as may be noted therein. 

(b) There are no liabilities or obligations of the Company or any of its Subsidiaries of any nature 
(whether accrued, absolute, contingent or otherwise) that would be required to be reflected on, or reserved 
against in, a consolidated balance sheet of the Company and its Subsidiaries or in the notes thereto prepared in 
accordance with GAAP consistently applied, other than (i) liabilities and obligations incurred in the ordinary 
course of business, (ii) liabilities or obligations that, individually or in the aggregate, have not had and are not 
reasonably likely to have a Company Material Adverse Effect and (iii) liabilities or obligations incurred under 
this Agreement or in connection with the transactions contemplated hereby. 

(c) Since the enactment of the Sarbanes-Oxley Act of 2002 (the "Sarbanes-Oxley Act"), the Company 
has been and is in compliance in all material respects with the applicable provisions of the Sarbanes-Oxley 
Act. The Company has established and maintains disclosure controls and procedures and internal control over 

A-8 



financial reporting (as such terms are defined in paragraphs (e) and (f), respectively, of Rule 13a-15 under the 
Exchange Act) as required by Rule 13a-15 under the Exchange Act. The Company's disclosure controls and 
procedures are reasonably designed to ensure that all material information required to be disclosed by the 
Company in the reports that it files under the Exchange Act are recorded, processed, summarized and reported 
within the time periods specified in the rules and forms of the SEC, and that all such material information is 
accumulated and communicated to the management of the Company as appropriate to allow timely decisions 
regarding required disclosure and to make the certifications required pursuant to Sections 302 and 906 of the 
Sarbanes-Oxley Act. The Company has disclosed, based on its most recent evaluations, to the Company's 
outside auditors and the audit committee of the board of directors of the Company (A) all significant 
deficiencies in the design or operation of its internal control over financial reporting (as defined in 
Rule 13a-15(f) of the Exchange Act} and any material weaknesses that have more than a remote chance to 
materially adversely affect the Company's ability to record, process, summarize and report financial data and 
(B) any fraud, whether or not material, that involves management or other employees who have a significant 
role in the Company's internal control over financial reporting. 

(d) All filings required to be made by the Company or any of its Subsidiaries with the Federal Energy 
Regulatory Commission ("FERC") and the applicable state public utility commissions (including, to the 
extent required, the FPSC), as the case may be, including all reports and financial information have been made 
and all such filings complied, as of their respective dates, with all requirements of the applicable statutes and 
the rules and regulations, except for filings the failure of which to make or the failure of which to be so in 
compliance, individually or in the aggregate, have not had and are not reasonably likely to have a Company 
Material Adverse Effect. 

SECTION 3.8 Litigation. There are no actions, suits, claims, arbitrations, audits, hearings, investigations, 
litigation, suits or proceedings (whether ciVil, criminal, administrative, investigative or appellate) (collectively, 
"Actions") pending or, to the Company's knowledge, threatened, against the Company or any of its 
Subsidiaries or any of their respective properties, that, individually or in the aggregate, have had or are 
reasonably likely to have a Company Material Adverse Effect. Section 3.8 of the Company Disclosure 
Schedule lists all Actions pending or, to the knowledge of the Company, threatened, against the Company or 
any of its Subsidiaries. 

SECTION 3.9 Absence of Certain Changes. Since December 31, 2008, (i) there has not been a Company 
Matenal Adverse Effect and. to the knowledge of the Company. there have not been any changes, 
circumstances or events that, individually or in the aggregate, would· reasonably be likely to have a Company 
Material Adverse Effect, and (ii) except for actions taken in connection with this Agreement or the transactions 
contemplated hereby, the Company and its Subsidiaries have conducted their respective businesses only in the 
ordinary course. 

SECTION 3.10 Taxes. 

(a) Except for such matters that, individually or in the aggregate, have not had and are not reasonably 
likely to have a Company Material Adverse Effect, all tax returns, statements, reports, declarations, estimates 
and forms ("Returns") required to be filed by or with respect to the Company or any of its Subsidiaries 
(including any Return required to be filed by an affiliated, consolidated, combined, unitary or similar group 
that included the Company or any of its Subsidiaries) have been properly filed on a timely basis with the 
appropriate Governmental Entities and all taxes that have become due (regardless of whether reflected on any 
Return) have been duly paid or deposited in full on a timely basis or adequately reserved for in accordance 
with GAAP. All such Returns filed by the Company are true, correct and complete in all material respects. 

,(b) (i) No audit or other administrative or court proceeding is presently pending with any Governmental 
Entity with regard to any tax or Return of the Company or any of its Subsidiaries as to which any taxing 
authority has asserted any claim; and (ii) neither the Company nor any of its Subsidiaries has any liability for 
any tax under Treasury Regulation Section 1.1502-6 or any similar provision of any other tax law, except for 
taxes of the affiliated group of which the Company or any· of its Subsidiaries is the common parent, within the 
meaning of Section 1504(a)(I) of the Code or any similar provision of any other tax law. Neither the Company 
nor any of its Subsidiaries has granted any request, agreement, consent or waiver to extend any period of 
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limitations applicable to the assessment of any tax upon the Company or any of its Subsidiaries. Neither the 
Company nor any of its Subsidiaries is a party to any closing agreement described in Section 7121 of the 
Code or any predecessor provision thereof or any similar agreement under any tax law. Neither the Company 
nor any of its Subsidiaries is a party to, is bound by or has any obligation under any tax sharing, allocation or 
indemnity agreement or any similar agreement or arrangement. Since December 31, 2005, the Company has 
not made or rescinded any election relating to taxes or settled or compromised any claim. action, suit, 
litigation, proceeding, arbitration, investigation, audit or controversy relating to any tax, or, except as may be 
required by Applicable Law, made any change to any of its methods of reporting income or deductions for 
federal income tax purposes from those employed in the preparation of its most recently filed federal Returns. 
The Company has not engaged in any "listed transaction" within the meaning of Treasury Regulation Sec­
tion 1.6011-4. Neither the Company nor any of its Subsidiaries has been a "controlled corporation" or a 
"distributing corporation" in any distribution that was purported or intended to be governed by Section 355 of 
the Code (or any similar provision of state, local or foreign law) (i) occurring during the two-year period 
ending on the date hereof or (ii) that otherwise constitutes part of a "plan" or "series of related transactions" 
(within the meaning of Section 355(e) of the Code) that includes the Merger. 

(c) No claim has ever been made by an authority in a jurisdiction where the Company or any of its 
Subsidiaries' does not file Returns that the Company or any of its Subsidiaries is or may be subject to taxation 
by that jurisdiction. There are no Liens for taxes (other than taxes not yet due and payable) upon any of the 
assets of the Company or any of its Subsidiaries. 

(d) The Company and its Subsidiaries have withheld and paid all material taxes required to have been 
withheld and paid in connection with any amount paid or owing to any employee, independent contractor, 
creditor, stockholder or other third party. 

(e) Section 3.10(e) of the Company Disclosure Schedule lists all federal. state, local. and foreign income 
tax Returns filed with respect to any of the Company .or its Subsidiaries for taxable periods ended on or after 
December 31, 2006, identifies those Returns that have been audited since December 31, 2004, and identifies 
those Returns that currently are the subject of audit. The Company has made available to Parent correct and 
complete copies of all federal income tax Returns, examination reports, and statements of deficiencies assessed 
or proposed to be assessed against or agreed to by the Company or any of its Subsidiaries filed or received 
since December 31, 2006. 

(f) Neither the Company nor any of its Subsidiaries is a party to any agreement, contract, arrangement or 
plan that has resulted or could result, separately or in the aggregate, in the payment of any amount that will 
not be fully deductible as a result of Section 162(m) of the Code (or any corresponding provision of state, 
local or foreign tax law). Neither the Company nor any of its Subsidiaries has been a United States real 
property holding corporation within the meaning Section 897(c)(2) of the Code during the applicable period 
specified in Section 897(c)(1)(A)(ii) of the Code. Each of the Company and its Subsidiaries has disclosed on 
its federal income tax Returns all positions taken therein that could give rise to a substantial understatement of 
federal income tax within the meaning Section 6662 of the Code. 

(g) The unpaid taxes of the Company and its Subsidiaries 0) did not, as of the most recent fiscal month 
end for the Company, exceed the reserve for tax liability (other than any reserve for deferred taxes established 
to reflect timing differences between book and tax income) set forth on the face of the most recent balance 
sheet of the Company (other than in any notes thereto) included in a Company Report and (ii) do not exceed 
that reserve as adjusted for the passage of time through the Closing Date in accordance with the past custom 
and practice of the Company and its Subsidiaries in filing their Returns. Since the date of the most recent 
balance sheet of the Company included in a Company Report, neither the Company nor any of its Subsidiaries 
has incurred any liability for taxes arising from extraordinary gains or losses, as that term is used in GAAP, 
outside the ordinary course of business consistent with past custom and practice. 

SECTION 3.11 Employee Benefit Plans. 

(a) Section 3.11(a) of the Company Disclosure Schedule contains a true and complete list of all Company 
Benefit Plans. The term "Company BenetitPlans" means all material employee benefit plans and other 
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benefit arrangements, including all material "employee benefit plans" as defined in Section 3(3) of the 
Employee Retirement Income Security Act of 1974, as amended ("ERISA"), whether or not U.s.-based plans, 
and all other material employee benefit, bonus, incentive, deferred compensation, stock option (or other 
equity-based), severance, employment, change in control, welfare (including post-retirement medical and life 
insurance) and fringe benefit plans, practices or agreements, whether or not subject to ERISA or U.S.-based 
and whether written or oral, sponsored, maintained or contributed to or required to be contributed to by the 
Company or any of its Subsidiaries or ERISA Affiliates, as described below, or to which the Company or any 
of its Subsidiaries or ERISA Affiliates is a party, is or may have any present or future liability, or is required 
to provide benefits under Applicable Laws. The Company has made available to Parent true and complete 
copies of the Company Benefit Plans (and where no such copy exists, an accurate description thereof) and, if 
applicable, the most recent trust agreements or other funding instruments or arrangements, the most recent 
Forms 5500 and attached schedules, summary plan descriptions, funding statements, the most recent audited 
financial statements or other annual financial reports, the most recent actuarial valuation reports and Internal 
Revenue Service determination and/or opinion letters, if applicable, for each such plan. The Company does not 
intend to, nor does the Company contemplate taking any actions to, alter, modify, freeze, terminate or 
otherwise amend any Company Benefit Plan, other than in the ordinary course of business consistent with past 
practice or except as may be required by the Applicable Laws. 

(b) Except for such matters that, individually or in the aggregate, have not had and are not reasonably 
likely to have a Company Material Adverse Effect, (i) all applicable reporting and disclosure requirements 
have been met with respect to the Company Benefit Plans; (ii) to the extent applicable, the Company Benefit 
Plans comply with the requirements of ERISA and the Code or with the regulations of any applicable 
jurisdiction, and any Company Benefit Plan intended to be qualified under Section 40I(a) of the Code has 
received a favorable determination letter from the Internal Revenue Service (or is entitled to rely upon a 
favorable opinion letter issued by the Internal Revenue Service) and nothing has occurred, whether by action 
or inaction, that could reasonably be expected to cause the loss of such tax qualification; (iii) the Company 
Benefit Plans have been maintained and operated in accordance with their terms and in compliance with 
Applicable Laws, and there are no breaches of fiduciary duty in connection with the Company Benefit Plans; 
(iv) there are no pending or, to the Company's knowledge, threatened claims against or otherwise involving 
any Company Benefit Plan, and no Action (excluding routine claims for benefits incurred in the ordinary 
course of Company Benefit Plan activities) has been brought against or with respect to any Company Benefit 
Plan; (v) all material contributions required to be made to the Company Benefit Plans have been made or 
provided for; (vi) with respect to any "employee pension benefit plan," as defined in Section 3(2) of ERISA, 
that is subject to Title IV of ERISA and has been maintained or contributed to within six years prior to the 
Effective Time by the Company, its Subsidiaries or any trade or business (whether or not incorporated) which 
is under common control, or which is treated as a single employer, with the Company or any of its 
Subsidiaries under Section 414(b), (c), (m) or (0) of the Code or Section 4001(b)(1) or 4001 (a)(l4) of ERISA 
(an "ERISA Affiliate"), (A) neither the Company nor any of its Subsidiaries or ERISA Affiliates has incurred 
any direct or indirect liability under Title IV of ERISA in connection with any termination thereof or 
withdrawal therefrom, and (B) there does not exist any accumulated funding deficiency within the meaning of, 
or any material liability under, Sections 412 and 4971 of the Code or Section 302 of ERISA, whether or not 
waived, that would reasonably be expected to be a liability of Parent or Surviving Corporation following the 
Effective Time. No "reportable event" (as such term is defined in Section 4043 of ERISA) has occurred with 
respect to any Company Benefit Plan. 

(c) No Company Benefit Plan (including for such purpose, any employee benefit plan described in 
Section 3(3) of ERISA which the Company or any of its Subsidiaries or ERISA Affiliates maintained, 
sponsored or contributed to within the six-year period preceding the Effective Time) is (i) a "multiemployer 
plan" (as defined in Section 4001(a)(3) of ERISA), (ii) a "multiple employer plan" (within the meaning of 
Section 413(c) of the Code) or (iii) subject to Title IV or Section 302 of ERISA or Section 412 of the Code. 
Neither the execution of this Agreement nor the consummation of the transactions contemplated hereby shall 
cause any payment or benefit to any employee, officer or director of the Company or any of its Subsidiaries to 
be either subject to an excise tax or non-deductible to the Company under Sections 4999 and 280G of the 
Code, respectively, whether or not some other subsequent action or event would be required to cause such 
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payment or benefit to be triggered, and the execution of, and performance of the transactions contemplated by, 
this Agreement will not (either alone or upon the occurrence of any additional or subsequent event) constitute 
an event under any benefit plan, policy, arrangement or agreement or any trust or loan (in connection 
therewith) that will or may result in any payment (whether of severance payor otherwise), acceleration, 
forgiveness of indebtedness, vesting, distribution, increase in benefits or obligations to fund benefits with 
respect to any employee of the Company or any Subsidiary thereof, nor will the consummation of the 
transactions contemplated by this Agreement limit or restrict the right to terminate any Company Benefit Plan. 

SECTION 3.12 Employment and Labor Matters. 

(a) Section 3.12(a) of the Company Disclosure Schedule contains a true and complete list of all collective 
bargaining agreements or similar contracts, agreements or understandings with a labor union or similar labor 
organization to which the Company or any of its Subsidiaries is a party or by which it is bound. All of the 
agreements listed on Section 3.12(a) of the Company Disclosure Schedule are fully executed and either in 
effect or will come into effect in 2009. The Company has made available to Parent true and complete copies 
of the agreements listed in Section 3.12( a) of the Company Disclosure Schedule. To the Company's 
knowledge, there are no organizational effons with respect to the formation of a collective bargaining unit 
presently being made or threatened. 

(b) Except for such matters that, individually or in the aggregate, have not had and are not reasonably 
likely to have a Company Material Adverse Effect, neither the Company nor any of its Subsidiaries is subject 
to, or has experienced within the past three years, any labor dispute, strike, slowdown, work stoppage or 
lockout. To the knowledge of the Company, no labor dispute, strike, slowdown, work stoppage or lockout has 
been threatened against the Company or any of its Subsidiaries within the past three years. 

(c) Except for such matters that, individually or in the aggregate, have not had and are not reasonably 
likely to have a Company Material Adverse Effect, the Company is and has been in compliance with all 
Applicable Laws relating to employment, employment practices, terms and conditions of employment and 
wages and hours, including ERISA, the Code, the Immigration Reform and Control Act, the WARN Act, all 
laws respecting collective bargaining, employment discrimination, sexual harassment, disability rights or 
benefits, equal opponunity, plant closure issues, affirmative action, workers' compensation, employee benefits, 
severance payments, COBRA, labor relations, employee leave issues, "whistleblowers," wage and hour 
standards, occupational safety and health requirements and unemployment insurance and related matters, and 
is not engaged in any unfair labor practice. 

(d) Since January 1, 2007, except for such matters that, individually or in the aggregate, have not had 
and are not reasonably likely to have a Company Material Adverse Effect, (i) neither the Company nor any of 
its Subsidiaries has received any complaint, charge or grievance of any unfair labor practice or other unlawful 
employment practice or any claim or notice of any violation of any Applicable Law, including a "whistle­
blower" claim, arising out of the employment of individuals by, or the employment practices of, the Company 
or any of its Subsidiaries or the work conditions or the terms and conditions of employment and wages and 
hours of their respective businesses, and (li) there are no unfair labor practice complaints, charges, grievances 
or investigations or other employee-related complaints, charges, grievances or investigations against the 
Company or any of its Subsidiaries pending or, to the knowledge of the Company, threatened, before any 
Governmental Entity by or concerning the employees of the Company or any of its Subsidiaries. 
Section 3.12(d) of the Company Disclosure Schedule lists all unfair labor practice or other unlawful 
employment practice complaints, charges, grievances, investigations and other employee-related Actions 
pending or, to the knowledge of the Company, threatened, against the Company or any of its Subsidiaries 
before or by any Governmental Entity. 

SECTION 3.13 Environmental Matters. 

(a) Except for such matters that, individually or in the aggregate, have not had and are not reasonably 
likely to have a Company Material Adverse Effect, (i) the Company and each of its Subsidiaries has been and 
is in compliance with all Environmental Laws, (ii) there hav~ been no Environmental Claims made or, to the 
knowledge of the Company, threatened, against the Company or any of its Subsidiaries, and (iii) to the 
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knowledge of the Company, there are no past or present facts, conditions or circumstances at, on or arising out 
of, or otherwise associated with, any current or former businesses, assets or properties (whether owned, 
operated or leased) of the Company or any of its Subsidiaries which will require remediation under any 
Environmental Law. 

(b) Without limitation of Section 3.5(b), except for such matters that, individually or in the aggregate, 
have not had and are not reasonably likely to have a Company Material Adverse Effect, (i) the Company and 
each of its Subsidiaries has obtained or applied for all permits, licenses and authorizations required by 
Environmental Laws (collectively, "Environmental Permits") and necessary for the construction of their 
facilities, the operation of their respective businesses, as presently conducted, and for the use, storage, 
treatment, transportation, release, emission and disposal of Hazardous Material used or produced by or 
otherwise relating to its business, (ii) all such Environmental Permits are in good standing and in full force 
and effect or, where applicable, a renewal application has been timely filed, is pending and agency approval is 
expected to be obtained, and (iii) the Company and its Subsidiaries are in compliance with all terms and 
conditions of all such Environmental Permits. 

(c) For purposes of this Agreement, the following terms shall have the following meanings: 

"Environmental Claim" shall mean any and all administrative, regulatory or judicial' actions, suits, 
demands, demand letters, directives, orders, claims, liens, investigations, requests for information, 
proceedings, or written notices of noncompliance or violation by any person (including any Governmental 
Entity) alleging liability or potential liability arising out of, based on or resulting from (i) the presence, 
release or disposal or threatened release or disposal, of any Hazardous Material at any location, (li) any 
violation or alleged violation of any Environmental Law or permit thereunder, or (iii) any and all claims 
by any third party seeking damages, contribution, indemnification, cost recovery, compensation or 
injunctive relief resulting from exposure to or the presence, release, or disposal or threat thereof of any 
Hazardous Material. 

"Environmental Law" means any Applicable Law, regulation, code, license, permit, order, judgment, 
decree or injunction promulgated by any Governmental Entity, (i) for the protection of human health or 
the environment (including air, water, soil and natural resources) or (ii) regulating the use, storage, 
handling, release or disposal of any chemical, material, waste or hazardous substance. 

"Hazardous Material" means any substance listed, defined, designated or regulated pursuant to any 
Environmental Law, including petroleum products and byproducts, asbestos and polychlorinated 
biphenyls. 

SECTION 3.14 Intellectual Property. Except for such matters that, individually or in the aggregate, have 
not had and are not reasonably likely to have a Company Material Adverse Effect and except as disclosed in 
the Company Reports filed prior to the date of this Agreement: (i) the Company and each of its Subsidiaries 
owns, or is licensed to use (in each case, free and clear of any Lien), all Intellectual Property used in or 
necessary for the conduct of its business as currently conducted; (ii) the use of any Intellectual Property by the 
Company and its Subsidiaries does not infringe on or otherwise violate the rights of any person; (iii) to the 
knowledge of the Company. no person is challenging. infringing on or otherwise violating any right of the 
Company or any of its Subsidiaries with respect to any Intellectual Property owned by and/or licensed to the 
Company or any of its Subsidiaries; and (iv) neither the Company nor any of its Subsidiaries has received any 
notice or otherwise has knowledge of any pending Action with respect to any Intellectual Property used by the 
Company or any of its Subsidiaries. For purposes of this Agreement, "Intellectual Property" shall mean 
trademarks, service marks, brand names, certification marks, trade dress and other indications of origin, the 
goodwill associated with the foregoing and registrations in any jurisdiction of, and applications in any 
jurisdiction to register, the foregoing, including any extension, modification or renewal of any such registration 
or application; inventions and discoveries, whether patentable or not, in any jurisdiction; patents, applications 
for patents (including divisions, continuations, continuations in part and renewal applications), and any 
renewals. extensions or reissues thereof, in any jurisdiction; trade secrets and confidential information and 
rights in any jurisdiction to limit the use or disclosure thereof by any person; writings and other works. 
whether copyrightable or not, in any jurisdiction, and any and all copyright rights, whether registered or not; 
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and registrations or applications for registration of copyrights in any jurisdiction, and any renewals or 
extensions thereof; moral rights, database rights, design rights, industrial property rights, publicity rights and 
privacy rights; and any similar intellectual property or proprietary rights. 

SECTION 3.15 Orders. Except for such Orders that, individually or in the aggregate, have not had and 
are not reasonably likely to have a Company Material Adverse Effect, no judgment, decree, injunction, ruling, 
order, writ, fine, award, decision, subpoena or determination (collectively, "Orders") of any court or other 
Governmental Entity or any arbitrator or other dispute resolution body is outstanding against the Company or 
any of its Subsidiaries. For purposes of this Agreement, "Governmental Entity" means any: (i) nation, state, 
county, city, town, village, district or jurisdiction of any nature; (ii) federal, state, local, municipal, foreign or 
other government; (iii) governmental or quasi-governmental authority of any nature (including any governmen­
tal agency, branch, department, official or entity and any court or other tribunal); (iv) multi-national 
governmental or quasi-governmental organization or body; or (v) body exercising, or entitled to exercise, any 
administrative, executive, judicial, legislative, police, regulatory .or taxing authority or power of any nature. 

SECTION 3.16 Insurance. Excluding insurance policies that have expired and been replaced in the 
ordinary course of business, no excess liability or protection and indemnity insurance policy has been canceled 
by the insurer within one year prior to the date of this Agreement, and no written threat has been made to 
cancel (excluding cancellation upon expiration or failure to renew) any such insurance policy of the Company 
or any of its Subsidiaries during the period of one year prior to the date of this Agreement. 

SECTION 3.17 No Brokers. No agent, broker, investment banker, financial advisor or other firm or 
person is or will be entitled to any broker's or finder's fee or any other similar commission or fee in 
connection with the negotiations leading to this Agreement or the consummation of the transactions 
contemplated hereby, based upon any arrangement made by or on behalf of the Company, except Houlihan 
Lokey Howard & Zukin Capital, Inc. ("Houlihan Lokey"), the fees and expenses of which shall be paid by 
the Company in accordance with the Company's agreement with Houlihan Lokey, a true and complete copy of 
which has been provided to Parent. 

SECTION 3.18 Opinion of Financial Advisor. The Board of Directors of the Company has received the 
opinion of Houlihan Lokey to the effect that, subject to various assumptions, qualifications and limitations, as 
of the date of the opinion the Exchange Ratio is fair, from a financial point of view, to the holders of 
Company Common Stock. The Company shall provide Parent (solely for informational purposes) a true and 
complete copy of such opinion promptly following the date of this Agreement. 

SECTION 3.19 Board Approval. The Company's Board of Directors, by resolutions duly adopted at a 
meeting duly called and held, has (i) determined that this Agreement and the Merger are advisable and in the 
best interests of the Company and its stockholders, (li) approved this Agreement and the Merger and 
(iii) recommended that the stockholders of the Company adopt this Agreement and approve the Merger and 
directed that this Agreement and the transactions contemplated hereby be submitted for consideration by the 
Company's stockholders at the Company's Stockholders Meeting. 

SECTION 3.20 Parent Stock Ownership. Neither the Company nor any of its Subsidiaries owns any 
shares of capital stock of Parent or any other securities convertible into or otherwise exercisable to acquire 
shares of capital stock of Parent or has the right to acquire or vote such shares under any agreement, 
arrangement or understanding, whether or not in writing, nor does it have any agreement, arrangement or 
understanding, whether or not in writing, for the purpose of acquiring, holding, voting or disposing of such 
shares or other securities. The Company is not an "interested stockholder" (within the meaning of Section 203 
of the Delaware General Corporation Law) with respect to Parent and has not, within the last three years, been 
an "interested stockholder" with respect to Parent. 

SECTION 3.21 Vote Required. The affirmative vote of the holders of a majority of the outstanding shares 
of Company Common Stock to adopt this Agreement and approve the Merger (the "Company Stockholder 
Approval") is the only vote of the holders of any class or series of capital stock of the Company necessary to 
adopt this Agreement and approve the Merger and the other transactioI1$ contemplated hereby. 
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SECTION 3.22 Certain Contracts. 

(a) Except for this Agreement and except as filed as an exhibit to the Company Reports, neither the 
Company nor any of its Subsidiaries is a party to or bound by any "material contract" (as such term is defined 
in item 601(b)(1O) of Regulation S-K of the SEC) (all contracts of the type described in this Section 3.22(a), 
together with all material ordinances by, and material agreements with, municipalities pursuant to which the 
Company or any of its Subsidiaries has been granted a gas or electric franchise, being referred to herein as the 
"Company Material Contracts"). 

(b) Each Company Material Contract is in full force and effect, and each of the Company and its 
Subsidiaries has performed all obligations required to be performed by it to date under each Company Material 
Contract to which it is a party, except where such failure to be in full force and effect or such failure to 
perform, individually or in the aggregate, has not had and is not reasonably likely to have a Company Material 
Adverse Effect. Except for such matters that, individually or in the aggregate, have not had and are not ' 
reasonably likely to have a Company Material Adverse Effect. neither the Company nor any of its Subsidiaries 
(i) knows of, or has received written notice of, any breach of or violation or default under (nor, to the 
knowledge of the Company, does there exist any fact, condition or circumstance which with the passage of 
time or the giving of notice or both would result in such a violation or default under) any Company Material 
Contract, or (ii) has received written notice of the desire of the other party or parties to any such Company 
Material Contract to exercise any rights such party has to cancel, terminate or repudiate such contract or 
exercise remedies thereunder. 

(c) (i) All contracts, whether or not Company Material Contracts, to which the Company or any of its 
Subsidiaries is a party have been approved or reviewed by the FPSC to the extent such approval or review is 
required and (ii) all costs under any gas or electric contract to which the Company or any of its Subsidiaries is 
a party are currently being passed through to customers thereof. 

(d) Except for such contracts, agreements and arrangements that, individually or in the aggregate, have 
not had and are not reasonably likely to have a Company Material Adverse Effect, neither the Company nor 
any of its Subsidiaries (i) is a party to or bound by any derivative contract or instrument, or (ii) is a party to or 
bound by any non-competition agreement or any other agreement or arrangement that would, after the 
Effective Time, limit or restrict Parent or any of its Subsidiaries (including the Surviving Corporation) or any 
successor thereto, from engaging or competing in any line of business or in any geographic area. 

SECTION 3.23 Takeover Statutes; Rights Plans. Assuming the accuracy of the representations of Parent 
in Section 4.20 hereof, the execution. delivery and performance of this Agreement and the consummation of 
the transactions contemplated hereby will not cause to be applicable to the Merger the restrictions on "business 
combinations" set forth in Sections 607.0901 and 607.0902 of the FBCA or any state anti-takeover law (a 
"Takeover Statute"). Neither the Company nor any of its Subsidiaries has any preferred share purchase rights 
plan or similar rights plan in effect. 

SECTION 3.24 Properties. 

(a) The Company and its Subsidiaries have, free and clear of all mortgages. deeds of trust, liens, security 
interests, pledges, leases. conditional sale contracts, charges, privileges, easements, rights of way, reservations, 
options, rights of first refusal and other encumbrances (collectively, "Liens") except for Permitted Liens, title 
to or valid leasehold interests in the inventory, equipment and other tangible and intangible property used or 
held for use in the conduct of their respective businesses, in each case as necessary to permit the Company 
and its Subsidiaries to conduct their respective businesses as currently conducted in all material respects. 

(b) Each of the Company and its Subsidiaries has complied in all material respects with the terms of all 
leases to which it is a party or under which it is in occupancy and all leases to which the Company or any of 
its Subsidiaries is a party or under which it is in occupancy are in full force and effect. Each of the Company 
and its Subsidiaries enjoys peaceful and undisturbed possession of the properties or assets purported to be 
leased under its leases, except where the failure to have such possession has not had and is not reasonably 
likely to have a Company Material Adverse Effect. 
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(c) Neither the Company nor any of its Subsidiaries has violated the terms of any easement, right-of-way, 
prescriptive right or way of necessity, whether or not of record (an ''Easement''), except any such violations 
that, individually or in the aggregate, have not had and are not reasonably likely to have a Company Material 
Adverse Effect. Except as would not reasonably be likely to have a Company Material Adverse Effect, all 
Easements in favor of the Company or any of its· Subsidiaries are valid and enforceable and grant the rights 
purported to be granted thereby and all rights necessary thereunder for the operation of the respective 
businesses of the Company and its Subsidiaries. There are no spatial gaps in the Easements in favor of the 
Company or any of its Subsidiaries that would reasonably be likely to have a Company Material Adverse 
Effect and all parts of the pipeline assets which constitute a portion of the assets of the Company or any of its 
Subsidiaries are located either on property which is owned in fee by the Company or one of its Subsidiaries or 
on property which is subject to an Easement in favor of the Company or one of its Subsidiaries. Neither the 
Company nor any of its Subsidiaries has received any notice from any person disputing or challenging its 
ownership of any fee interests or Easement, other than disputes or challenges that have not had or are not 
reasonably likely to have a Company Material Adverse Effect. 

SECTION 3.25 Infonnation Supplied. None of the information supplied or to be supplied by the 
Company for inclusion or incorporation by reference in(i} the Joint Proxy StatementIProspectus to be filed by 
the Company and Parent with the SEC, and any amendments or supplements thereto, or (ii) the Form S-4 to 
be filed by Parent with the SEC in connection with the Merger, and any amendments or supplements thereto, 
will, at the respective times such documents are filed, and, in the case of the Joint Proxy StatementIProspectus, 
at the time the Joint Proxy StatementIProspectus or any amendment or supplement thereto is first mailed to 
the respective stockholders of the Company and Parent, at the time of the Company Stockholder Approval and 
the Parent Stockholder Approval and at the Effective Time, and, in the case of the Form S-4, wl)en it becomes 
effective under the Securities Act, contain any untrue statement of a material fact or onrit to state any material 
fact required to be made therein or necessary in order to make the statements made therein, in light of the 
circumstances under which they were made, not misleading. 

SECTION 3.26 Regulatory Proceedings. Neither the Company nor any of its Subsidiaries all or part of 
whose rates or services are regulated by a Governmental Entity (i) has rates which have been or are being 
collected subject to refund, pending final resolution of any rate proceeding pending before a Governmental 
Entity or on appeal to the courts or (ii) is a party to any rate proceeding before a Governmental Entity or on 
appeal from Orders of a Governmental Entity which could result in Orders having a Company Material 
Adverse Effect. The reserves of the Company and its Subsidiaries for any pending refund(s) described above 
in clause (i) are set forth in the Company Reports and are properly calculated and adequate. Section 3.26 of 
the Company Disclosure Schedule lists all (A) pending rate proceedings involving the Company or any of its 
Subsidiaries before a Governmental Entity or on appeal to the courts and identifies the status thereof, and 
(B) closed rate proceedings involving the Company or any of its Subsidiaries before a Governmental Entity 
since January 1, 2007, and the resolution thereof. 

SECTION 3.27 No Other Representations or Warranties. Except for the representations and warranties 
made by the Company in this Article 3, neither the Company nor any other person makes any representation 
or warranty with respect to the Company or its Subsidiaries or their respective business, operations, assets, 
liabilities, condition (financial or otherwise) or prospects, notwithstanding the delivery or disclosure to Parent 
or any of its affiliates or representatives of any documentation, forecasts or other information with respect to 
anyone or more of the foregoing. 

SECTION 3.28 Access to Information; Disclaimer. The Company acknowledges and agrees that it 
(a) has had an opportunity to discuss the business of Parent and its Subsidiaries with the management of 
Parent, (b) has had reasonable access to (i) the books and records of Parent and its Subsidiaries and (ii) the 
electronic dataroom maintained by the Company through Bryan Cave, LLP for purposes of the transactions 
contemplated hereby, (c) has been afforded the opportunity to ask questions of and receive answers from 
officers of Parent, and (d) has conducted its own independent investigation of Parent and its Subsidiaries, their 
respective businesses and the transactions contemplated hereby, and has not relied on any representation, 
warranty or other statement by any person on behalf of Parent or any of its Subsidiaries, other than the 
representations and warranties of Parent expressly contained in Article 4 and the representations and warranties 
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of Parent and Merger Sub expressly contained in Article 5 and that all other representations and warranties are 
specifically disclaimed. Without limiting the foregoing, as part of its investigation of Parent, the Company has 
been given financial information, cost estimates, forecasts, projections and information, both in writing and 
orally, with respect to Parent by Parent or its agents and representatives. The Company acknowledges that 
there are uncertainties inherent in any such projections, predictions and forecasts, and the Company is familiar 
with such uncertainties. The Company has made its own evaluation of all such information and acknowledges 
that none of Parent's officers, directors, employees, affiliates, representatives and agents is making any 
representations or warranties with respect to such information and that neither Parent nor any of its 
Subsidiaries is making any representations or warranties with respect to such information except, in the case 
of Parent, for the specific representations made by Parent in Article 4 and, in the case of Parent and Merger 
Sub, the specific representations made by Parent and Merger Sub in Article 5. 

ARTICLE 4 

REPRESENTATIONS AND WARRANTIES OF PARENT 

Except (i) as set forth in the disclosure schedule dated the date of this Agreement and delivered to the 
Company by Parent concurrently with the execution and delivery of this Agreement (the "Parent Disclosure 
Schedule") and making reference to the particular section or subsection of this Agreement to which exception 
is being taken (provided that any information set forth in one section or subsection of the Parent Disclosure 
Schedule will be deemed to apply to each other section or subsection of the Parent Disclosure Schedule to 
which its relevance is reasonably apparent) or (ii) to the extent the qualifying nature of such disclosure is 
readily apparent therefrom, as disclosed in the Parent Reports filed on or after January 1,2007 and prior to the 
date hereof, Parent represents and warrants to the Company as follows: 

SECTION 4.1 Existence; Good Standing; Corporate Authority. Parent is a corporation duly incorporated, 
validly existing and in good standing under the laws of the State of Delaware. Parent is duly qualified to do 
business and, to the extent such concept or a similar concept exists in the relevant jurisdiction, is in good 
standing under the laws of any jurisdiction in which the character of the properties owned or leased by it 
therein or in which the transaction of its business requires such qualification, except where the failure to be so 
qualified or in good standing, individually or in the aggregate, has not had and is not reasonably likely to have 
a Parent Material Adverse Effect. Parent has all requisite corporate power and authority to own, operate and 
lease its properties and to carry on its business as now conducted. The copies of the certificate of incorporation 
and bylaws of Parent attached to the Parent Disclosure Schedule are true and complete copies of such 
documents as currently in effect. 

SECTION 4.2 -Authorization, Validity and Effect ofAgreement. Parent has the requisite corporate power 
and authority to execute and deliver this Agreement and to consummate the transactions contemplated by this 
Agreement, subject in the case of consummation of the Merger and the issuance of the shares of Parent 
Common Stock to be issued in the Merger pursuant to Section ].9 (the "Share Issuance") to obtaining the 
Parent Stockholder Approval. The execution and delivery of this Agreement and the consummation by Parent 
of the transactions contemplated hereby have been duly authorized by all requisite corporate action on behalf 
of Parent, other than in the case of consummation of the Merger and the Share Issuance obtaining the Parent 
Stockholder Approval. Parent has duly executed and delivered this Agreement and, assuming due authoriza­
tion, execution and delivery hereof by the other parties hereto, this Agreement constitutes a valid and legally 
binding obligation of Parent, enforceable against Parent in accordance with its terms, subject to applicable 
bankruptcy, insolvency, fraudulent transfer, reorganization, moratorium or other similar laws relating to 
creditors' rights and general principles of equity. 

SECTION 4.3 Capitalization. The authorized capital stock of Parent consists of 12,000,000 shares of 
Parent Common Stock, par value $0.4867 per share, and 2,000,000 shares of preferred stock, par value $0.01 
per share ("Parent Preferred Stock"), of which 200,000 shares have been designated as Series A Participat­
ing Cumulative Preferred Stock, par value $0.01 per share. As of the Cut-off Time, there were(i) 6,840,358 
outstanding shares of Parent Common Stock, (ii) 1,110,392 shares of Parent Common Stock reserved for 
issuance upon vesting of outstanding equity awards as set forth in Section 4.3 of the Parent Disclosure 
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Schedule (collectively, "Parent Equity Awards"), (iii) 94,711 outstanding shares of Parent Common Stock 
reserved for issuance upon conversion of Parent's 8.25% convertible debentures due 2014 and (iv) no 
outstanding shares of Parent Preferred Stock. Since the Cut-off Time, no additional shares of Parent Common 
Stock have been issued (other than pursuant to Parent Equity Awards which were outstanding as of the Cut-off 
Time and are included in the number of shares of Parent Common Stock reserved for issuance upon vesting of 
outstanding Parent Equity Awards in clause (ii) above), no additional Parent Equity Awards have been issued 
or granted. and there has been no increase in the number of shares of Parent Common Stock issuable upon 
exercise of the Parent Equity Awards from those issuable under such Parent Equity Awards as of the Cut-off 
Time. All issued and outstanding shares of Parent Common Stock are duly authorized, validly issued, fully 
paid, nonassessable and free of preemptive rights. There are no options, warrants, calls, SUbscriptions, 
convertible securities or other rights, agreements or commitments which obligate Parent or any of its 
Subsidiaries to issue, transfer, sell or register any shares of capital stock or other securities of Parent or any of 
its Subsidiaries other than (A) the Parent Equity Awards, which are listed on Section 4.3 of the Parent 
Disclosure Schedule, (B) the Rights Agreement, dated August 20, 1999, between Parent and Computershare 
Trust Company, N.A (as amended to date, the ''Rights Agreement") and (C) the 8.25% convertible debentures 
due 2014. There are no outstanding obligations of Parent or any of its Subsidiaries to repurchase, redeem or 
otherwise acquire any shares of capital stock of Parent or any of its Subsidiaries. Except for the Parent Equity 
Awards, there are no outstanding stock appreciation rights, security-based performance units, "phantom" stock 
or other security rights or other agreements or arrangements pursuant to which any person is or may be 
entitled to receive any payment or other value based on the revenues, earnings or financial performance, stock 
price performance or other attribute of Parent or any of its Subsidiaries or assets or calculated in accordance 
therewith (other than payments or commissions to employees or agents of Parent or any of its Subsidiaries in 
the ordinary course of business consistent with past practices). Parent has no outstanding bonds, debentures, 
notes or other obligations the holders of which have the right to vote (or, other than the 8.25% convertible 
debentures due 2014, which are convertible into or exercisable for securities having the right to vote) with the 
stockholders of Parent on any matter. There are no voting trusts or other agreements or understandings to 
which Parent is a party with respect to the voting of capital stock of Parent. 

SECTION 4.4 Subsidiaries. Each of Parent's Subsidiaries is a corporation or other legal entity duly 
organized, validly existing and in good standing under the laws of its jurisdiction of incorporation or 
organization. Each of the Parent's Subsidiaries is duly qualified to do business and, to the extent such concept 
or a similar concept exists in the relevant jurisdiction, is in good standing under the laws of any jurisdiction in 
which the character of the properties owned or leased by it therein or in which the transaction of its business 
requires such qualification, except where the failure to be so qualified or in good standing, individually or in 
the aggregate, has not had and is not reasonably likely to have a Parent Material Adverse Effect. Each of the 
Parent's Subsidiaries has all requisite corporate or other entity power and authority to own, operate and lease 
its properties and to carry on its business as it is now conducted. Parent has made available to the Company 
true and complete copies of each such Subsidiary's articles or certificate of incorporation and bylaws, as 
currently in effect. As of the date of this Agreement, all of the outstanding shares of capital stock of, or other 
ownership interests in, each of Parent's Subsidiaries are duly authorized, validly issued, fully paid and 
nonassessable, and are owned, direct1y or indirectly, by Parent free and clear of all Liens (including any 
restriction on the right to vote, sell or otherwise dispose of such capital stock or other ownership interests), 
except for restrictions imposed by law. 

SECTION 4.5 Compliance with Laws; Permits. Except for such matters that, individually or in the 
aggregate, have not had and are not reasonably likely to have a Parent Material Adverse Effect: 

(a) Since January 1, 2007, neither Parent nor any of its Subsidiaries has violated or received any 
notice of violation with respect to, any Applicable Law. and no Action is pending or, to the knowledge of 
Parent, threatened with respect to any such matter. 

(b) Parent and its Subsidiaries hold all permits, waivers, licenses, certifications, orders, franchises, 
approvals, consents, qualifications and authorizations of all Governmental Entities or pursuant to any 
Applicable Law necessary for the lawful conduct of their respective businesses (collectively, the "Parent 
Permits"). All Parent Permits are in full force and effect. Since January 1,2007, (i) neither Parent nor 
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any of its Subsidiaries has violated or received any written notice of violation with respect to any Parent 
Permit and (ii) to the knowledge of Parent, no Governmental Entity has taken or threatened to take any 
action to terminate, cancel, amend or reform any material Parent Permit. 

SECTION 4.6 No Conflict. 

(a) The execution and delivery of this Agreement by Parent does not and will not, and the consummation 
by Parent of the Merger and the other transactions contemplated hereby will not (i) conflict with or result in a 
breach or violation of any provision of the certificate or articles of incorporation or bylaws of Parent or any of 
its Subsidiaries; (ii) violate, conflict with, result in a breach of any provision of, constitute a default (or an 
event which, with notice or lapse of time or both, would constitute a default) under, result in the termination 
or in a right of termination or cancellation of, or result in the creation of any Lien upon any of the properties 
of Parent or any of its Subsidiaries under, any of the terms, conditions or provisions of any Parent Material 
Contract; or (iii) subject to the filings and other matters referred to in Section 4.6(b) and obtaining the Parent 
Stockholder Approval, contravene or conflict with, or constitute a violation of any provision of, or trigger any 
liability or obligation under, any Applicable Law, Order or Parent Permit binding upon or applicable to Parent 
or any of its Subsidiaries, other than, in the case of clauses (ii) and (iii), any such violations, conflicts, 
breaches, defaults, terminations, cancellations, liabilities, obligations, Liens or contraventions, that, individually 
or in the aggregate, have not had and are not reasonably likely to have a Parent Material Adverse Effect. 

(b) Neither the execution and delivery of this Agreement by Parent or Merger Sub nor the consummation 
by either of them of the Merger and the other transactions contemplated hereby will require Parent, Merger 
Sub or any of Parent's Subsidiaries to obtain any consent, approval, authorization, order or declaration of, 
provide any notification to, or make any filing or registration with, any Governmental Entity, other than 
(i) filings and any approval required under the HSR Act, (ii) the filing with and, to the extent required, the 
declaration of effectiveness by, the SEC of (A) the Joint Proxy Statement Prospectus pursuant to the Exchange 
Act, (B) the S-4 and (C) reports required under the Exchange Act, (iii) such filings and approvals as may be 
required by any applicable state securities or "blue sky" law in connection with the transactions contemplated 
hereby (the "Blue Sky Approvals"), (iv) such filings with and approvals of the NYSE to approve and 
authorize for listing the shares of Parent Common Stock to be issued in the Merger pursuant to Section 1.9 
(the ''NYSE Approval"), (v) the filing of the Articles of Merger with the Department of State of the State of 
Florida and the filing of appropriate documents with the relevant authorities of other states in which Parent is 
qualified to do business, and (vi) to the extent required, notice to and the approval of (X) the FPSC, (Y) the 
Delaware Public Service Commission (the "DPSC") and (Z) the Maryland Public Service Commission (the 
''MPSC''), except for any consent, approval, qualification, authorization, order or declaration as to which the 
failure to obtain, and for any notification, filing or registration as to which the failure to make, has not had 
and is not reasonably likely to have a Parent Material Adverse Effect. Notifications and approvals required 
under or in relation to clause (vi), collectively with the Company FPSC Approval, are hereinafter referred to 
as the "Utility Approvals." Consents, approvals, authorizations, orders, declarations, notifications, filings and 
registrations required under or in relation to any of the foregoing clauses (i) through (vi), collectively with the 
Company Consents, are hereinafter referred to as the "Specified Consents!' 

(c) This Agreement, the Merger and the transactions contemplated hereby do not, and will not, upon 
consummation of such transactions, result in any "change of control" or similar triggering event under any 
(i) Parent Material Contract, (ii) Parent Benefit Plan, which, in the case of either clause (i) or (ii), gives rise to 
rights or benefits not otherwise available absent such change of control or similar triggering event and requires 
either a cash payment or an accounting charge in accordance with GAAP, or (iii) material Parent Permit. 

SECTION 4.7 SEC Documents and Compliance. 

(a) Parent and its Subsidiaries have filed with the SEC all documents (including exhibits and any 
amendments thereto) required to be filed by them since December 31,2006 (each registration statement, 
prospectus, report, schedule, form, proxy statement, information statement or other document (other than 
preliminary materials) so filed, each in the form (including exhibits and any amendments thereto) filed with 
the SEC, collectively, the "Parent Reports~~). No Subsidiary of Parent is required to file any form, report, 
registration statement or prospectus or other document with the SEC. As of its respective date, each Parent 
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Report (i) complied in all material respects with the applicable requirements of the Exchange Act or the 
Securities Act, as the case may be, and the rules and regulations thereunder and (U) did not contain any untrue 
statement of a material fact or omit to state a material fact required to be stated therein or necessary to make 
the statements made therein, in the light of the circumstances under which they were made, not misleading, 
except for any statements in any Parent Report that have been modified by an amendment to such report filed 
with the SEC prior to the date hereof. Each of the consolidated balance sheets included in or incorporated by 
reference into the Parent Reports (including related notes and schedules) complied as to form in all material 
respects with the applicable accounting requirements and the published rules and regulations of the SEC with 
respect thereto and fairly presents in all material respects the consolidated fmancial position of Parent and its 
Subsidiaries (or such entities as indicated in such balance sheet) as of its date, and each of the consolidated 
statements of operations, cash flows and changes in stockholders' equity included in or incorporated by 
reference into the Parent Reports (including any related notes and schedules) fairly presents in all material 
respects the results of operations, cash flows or changes in stockholders' equity, as the case may be, of Parent 
and its Subsidiaries (or such entities as indicated in such balance sheet) for the periods set forth therein 
(subject, in the case of unaudited statements, to (x) such exceptions as may be permitted by Form lO-Q of the 
SEC and (y) normal, recurring year-end audit adjustments which are not material in the aggregate), in each 
case in accordance with GAAP consistently applied during the periods involved, except as may be noted 
therein. 

(b) There are no liabilities or obligations of Parent or any of its Subsidiaries of any nature (whether 
accrued, absolute, contingent or otherwise) that would be required to be reflected on, or reserved against in, a 
consolidated balance sheet of Parent and its Subsidiaries or in the notes thereto prepared in accordance with 
GAAP consistently applied, other than (i) liabilities and obligations incurred in the ordinary course of 
business, (ii) liabilities or obligations that, individually or in the aggregate, have not had and are not 
reasonably likely to have a Parent Material Adverse Effect and (iii) liabilities or obligations incurred under 
this Agreement or in connection with the transactions contemplated hereby. 

(c) Since the enactment of the Sarbanes-Oxley Act, Parent has been and is in compliance in all material 
respects with the applicable provisions of the Sarbanes-Oxley Act. Parent has established and maintains 
disclosure controls and procedures and internal control over financial reporting (as such terms are defined in 
paragraphs (e) and (t), respectively, of Rule 13a-15 under the Exchange Act) as required by Rule 13a-15 under 
the Exchange Act. Parent's disclosure controls and procedures are reasonably designed to ensure that all 
material information required to be disclosed by Parent in the reports that it files under the Exchange Act are 
recorded, processed, summarized and reported within the time periods specified in the rules and forms of the 
SEC, and that all such material information is accumulated and communicated to the management of Parent as 
appropriate to allow timely decisions regarding required disclosure and to make the certifications required . 
pursuant to Sections 302 and 906 of the Sarbanes-Oxley Act. Parent has disclosed, based on its most recent 
evaluations, to Parent's outside auditors and the audit committee of the board of directors of Parent (A) all 
significant deficiencies in the design or operation of its internal control over financial reporting (as defined in 
Rule 13a-15(t) of the Exchange Act) and any material weaknesses that have more than a remote chance to 
materially adversely affect Parent's ability to record, process, summarize and report financial data and (B) any 
fraud, whether or not material, that involves management or other employees who have a significant role in 
Parent's internal control over financial reporting. 

(d) All filings required to be made by Parent or any of its Subsidiaries with FERC and the applicable 
state public utility commissions (including, to the extent required, the FPSC, DPSC and the MPSC), as the 
case may be, including all reports and financial information have been made and all such filings complied, as 
of their respective dates, with all requirements of the applicable statutes and the rules and regulations, except 
for filings the failure of which to make or the failure of which to be so in compliance, individually or in the 
aggregate, have not had and are not reasonably likely to have a Parent Material Adverse Effect. 

SECTION 4.8 Litigation. There are no Actions pending or, to Parent's knowledge, threatened, against 
Parent or any of its Subsidiaries or any of their respective properties, that, individually or in the aggregate, 
have had or are reasonably likely to have a Parent Material Adverse Effect. Section 4.8 of the Parent 
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Disclosure Schedule lists all Actions pending or, to the knowledge of Parent, threatened, against Parent or any 
of its Subsidiaries. 

SECTION 4.9 Absence of Certain Changes. Since December 31, 2008, (i) there has not been a Parent 
Material Adverse Effect and there have not been any changes, circumstances or events that, individually or in 
the aggregate, would reasonably be likely to have a Parent Material Adverse Effect, and (ii) except for actions 
taken in connection with this Agreement or the transactions contemplated hereby, Parent and its Subsidiaries 
have conducted their respective businesses only in the ordinary course. 

SECTION 4.10 Taxes. 

(a) Except for such matters that. individually or in the aggregate, have not had and are not reasonably 
likely to have a Parent Material Adverse Effect, all Returns required to be filed by or with respect to Parent or 
any of its Subsidiaries (including any Return required to be filed by an affiliated, consolidated, combined, 
unitary or similar group that included Parent or any of its Subsidiaries) have been properly filed on a timely 
basis with the appropriate Governmental Entities, and all taxes that have become due (regardless of whether 
reflected on any Return) have been duly paid or deposited in full on a timely basis or adequately reserved for 
in accordance with GAAP. All such Returns filed by Parent are true, correct and complete in all material 
respects. 

(b) (i) No audit or other administrative or court proceeding is presently pending with any Governmental 
Entity with regard to any tax or Return of Parent or any of its Subsidiaries as to which any taxing authority 
has asserted any claim; and (ii) neither Parent nor any of its Subsidiaries has any liability for any tax under 
Treasury Regulation Section 1.1502-6 or any similar provision of any other tax law, except for taxes of the 
affiliated group of which Parent or any of its Subsidiaries is the common parent, within the meaning of 
Section 1504(a)(1) of the Code or any similar provision of any other tax law. Neither Parent nor any of its 
Subsidiaries has granted any request, agreement, consent or waiver to extend any period of limitations 
applicable to the assessment of any tax upon Parent or any of its Subsidiaries. Neither Parent nor any of its 
Subsidiaries is a party to any closing agreement described in Section 7121 of the Code or any predecessor 
provision thereof or any similar agreement under any tax law. Neither Parent nor any of its Subsidiaries is a 
party to, is bound by or has any obligation under any tax sharing, allocation or indemnity agreement or any 
similar agreement or arrangement. Since December 31, 2005, Parent has not made or rescinded any election 
relating to taxes or settled or compromised any claim, action, suit, litigation, proceeding, arbitration, 
investigation, audit or controversy relating to any tax, or, except as may be required by Applicable Law, made 
any change to any of its methods of reporting income or deductions for federal income tax purposes from 
those employed in the preparation of its most recently filed federal Returns. Parent has not engaged in any 
"listed transaction" within the meaning of Treasury Regulation Section 1.6011-4. Neither Parent nor any of its 
Subsidiaries has been a "controlled corporation" or a "distributing corporation" in any distribution that was 
purported or intended to be governed by Section 355 of the Code (or any similar provision of state, local or 
foreign law) (i) occurring during the two-year period ending on the date hereof or (ii) that otherwise 
constitutes part of a "plan" or "series of related transactions" (within the meaning of Section 355(e) of the 
Code) that includes the Merger. 

(c) No claim has ever been made by an authority in a jurisdiction where Parent or any of its Subsidiaries 
does not file Returns that Parent or any of its Subsidiaries is or may be subject to taxation by that jurisdiction. 
There are no Liens for taxes (other than taxes not yet due and payable) upon any of the assets of Parent or any 
of its Subsidiaries. 

(d) Parent and its Subsidiaries have withheld and paid all material taxes required to have been withheld 
and paid in connection with any amount paid or owing to any employee, independent contractor, creditor, 
stockholder or other third party. 

(e) Section 4.JO(e) of the Parent Disclosure Schedule lists all federal, state, local, and foreign income tax 
Returns filed with respect to any of Parent or its Subsidiaries for taxable periods ended on or after 
December 31. 2006, identifies those Returns that have been audited since December 31, 2004, and identifies 
those Returns that currently are the subject of audit. Parent has made available to the Company correct and 
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complete copies of all federal income tax Returns, examination reports, and statements of deficiencies assessed 
or proposed to be assessed against or agreed to by Parent or any of its Subsidiaries ftled or received since 
December 31, 2006. 

(f) Neither Parent nor any of its Subsidiaries is a party to any agreement, contract, arrangement or plan 
that has resulted or could result, separately or in the aggregate, in the payment of any amount that will not be 
fully deductible as a result of Section I 62(m) of the Code (or any corresponding provision of state, local or 
foreign tax law). Neither Parent nor any of its Subsidiaries has been a United States real property holding 
corporation within the meaning Section 897(c)(2) of the Code during the applicable period specified in 
Section 897(c)(l)(A)(ii) of the Code. Each of Parent and its Subsidiaries has disclosed on its federal income 
tax Returns all positions taken therein that could give rise to a substantial understatement of federal income 
tax within the meaning Section 6662 of the Code. 

(g) The unpaid taxes of Parent and its Subsidiaries (i) did not, as of the most recent fiscal month end for 
Parent, exceed the reserve for tax liability (other than any reserve for deferred taxes established to reflect 
timing differences between book and tax income) set forth on the face of the most recent balance sheet of 
Parent (other than in any notes thereto) included in a Parent Report and (ii) do not exceed that reserve as 
adjusted for the passage of time through the Closing Date in accordance with the past custom and practice of 
Parent and its Subsidiaries in filing their Returns. Since the date of the most recent balance sheet of Parent 
included in a Parent Report, neither Parent nor any of its Subsidiaries has incurred any liability for taxes 
arising from extraordinary gains or losses, as that term is used in GAAP, outside the ordinary course of 
business consistent with past custom and practice. 

SECTION 4.11 Employee Benefit Plans. 

(a) Section 4.1l(a) of the Parent Disclosure Schedule contains a true and complete list of all Parent 
Benefit Plans. The term "Parent Benefit Plans" means all material employee benefit plans and other benefit 
arrangements, including all material "employee benefit plans" as defined in Section 3(3) of ERISA, whether or 
not U.S.-based plans, and all other material employee benefit, bonus, incentive, deferred compensation, stock 
option (or other equity-based), severance, employment, change in control, welfare (including post-retirement 
medical and life insurance) and fringe benefit plans, practices or agreements, whether or not subject to ERISA 
or U.S.-based and whether written or oral, sponsored, maintained or contributed to or required to be 
contributed to by Parent or any of its Subsidiaries or ERISA Affiliates, as described below, or to which Parent 
or any of its Subsidiaries or ERISA Affiliates is a party, is or may have any present or future liability, or is 
required to provide benefits under Applicable Laws. Parent has made available to the Company true and 
complete copies of the Parent Benefit Plans (and where no such copy exists, an accurate description thereof) 
and, if applicable, the most recent trust agreements or other funding instruments or arrangements, the most 
recent Forms 5500 and attached schedules, summary plan descriptions, funding statements, the most recent 
audited financial statements or other annual financial reports, the most recent actuarial valuation reports and 
Internal Revenue Service determination and/or opinion letters, if applicable, for each such plan. Parent does 
not intend to, nor does Parent contemplate taking any actions to, alter, modify, freeze, terminate or otherwise 
amend any Parent Benefit Plan prior to Closing, other than in the ordinary course of business consistent with 
past practice or except as may be required by the Applicable Laws. 

(b) Except for such matters that, individually or in the aggregate, have not had and are not reasonably 
likely to have a Parent Material Adverse Effect, (i) all applicable reporting and disclosure requirements have 
been met with respect to the Parent Benefit Plans; (ii) to the extent applicable, the Parent Benefit Plans 
comply with the requirements of ERISA and the Code or with the regulations of any applicable jurisdiction, 
and any Parent Benefit Plan intended to be qualified under Section 401(a) of the Code has received a favorable 
determination letter from the Internal Revenue Service (or is entitled to rely upon a favorable opinion letter 
issued by the Internal Revenue Service) and nothing has occurred, whether by action or inaction, that could 
reasonably be expected to cause the loss of such tax qualification; (iii) the Parent Benefit Plans have been 
maintained and operated in accordance with their terms and in compliance with Applicable Laws, and there 
are no breaches of fiduciary duty in connection with the Parent Benefit Plans; (iv) there are no pending or, to 
Parent's knowledge, threatened claims against or otherwise involving any Parent Benefit Plan, and no Action 
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(excluding routine claims for benefits incurred in the ordinary course of Parent Benefit Plan activities) has 
been brought against or with respect to any Parent Benefit Plan; (v) all material contributions required to be 
made to the Parent Benefit Plans have been made or provided for; (vi) with respect to any "employee pension 
benefit plan," as defined in Section 3(2) of ERISA, that is subject to Title IV of ERISA and has been 
maintained or contributed to within six years prior to the Effective Time by Parent, its Subsidiaries or any 
trade or business (whether or not incorporated) which is under common control, or which is treated as a single 
employer, with Parent or any of its Subsidiaries under Section 414(b), (c), (m) or (0) of the Code or 
Section 4001(b)(l) or 400 I (a)(14) of ERISA, neither Parent nor any of its Subsidiaries or ERISA Affiliates 
has incurred any direct or indirect liability under Title IV of ERISA in connection with any termination thereof 
or withdrawal therefrom. No "reportable event" (as such term is defined in Section 4043 of ERISA) has 
occurred with respect to any Parent Benefit Plan. 

(c) No Parent Benefit Plan (including for such purpose, any employee benefit plan described in 
Section 3(3) of ERISA which Parent or any of its Subsidiaries or ERISA Affiliates maintained, sponsored or 
contributed to within the six-year period preceding the Effective Time) is (i) a "multiemployer plan" (as 
defined in Section 4001(a)(3) of ERISA), (ii) a "multiple employer plan" (within the meaning of Section 413(c) 
of the Code) or (iii) subject to Title IV or Section 302 of ERISA or Section 412 of the Code. Neither the 
execution of this Agreement nor the consummation of the transactions contemplated hereby shall cause any 
payment or benefit to any employee, officer or director of Parent or any of its Subsidiaries to be either subject 
to an excise tax or non-deductible to Parent under Sections 4999 and 280G of the Code, respectively, whether 
or not some other subsequent action or event would be required to cause such payment or benefit to be 
triggered, and the execution of, and performance of the transactions contemplated by, this Agreement will not 
(either alone or upon the occurrence of any additional or subsequent event) constitute an event under any 
benefit plan, policy, arrangement or agreement or any trust or loan (in connection therewith) that will or may 
result in any payment (whether of severance payor otherwise), acceleration, forgiveness of indebtedness, 
vesting, distribution, increase in benefits or obligations to fund benefits with respect to any employee of Parent 
or any Subsidiary thereof, nor will the consummation of the transactions contemplated by this Agreement limit 
or restrict the right to terminate any Parent Benefit Plan. 

SECTION 4.12 Employment and Labor Matters. 

(a) Neither Parent nor any of its Subsidiaries is a party to, or bound by, any collective bargaining 
agreement or similar contract, agreement or understanding with a labor union or similar labor organization. To 
Parent's knowledge, there are no organizational efforts with respect to the formation of a collective bargaining 
unit presently being made or threatened. 

(b) Except for such matters that, individually or in the aggregate, have not had and are not reasonably 
likely to have a Parent Material Adverse Effect, neither Parent nor any of its Subsidiaries is subject to, or has 
experienced within the past three years, any labor dispute, strike, slowdown, work stoppage or lockout. To the 
knowledge of Parent, no labor dispute, strike, slowdown, work stoppage or lockout has been threatened against 
Parent or any of its Subsidiaries within the past three years. 

(c) Except for such matters that, individually or in the aggregate, have not had and are not reasonably 
likely to have a Parent Material Adverse Effect, Parent is and has been in compliance with all Applicable 
Laws relating to employment, employment practices, terms and conditions of employment and wages and 
hours, including ERISA, the Code, the Immigration Reform and Control Act, the WARN Act, all laws 
respecting collective bargaining, employment discrimination, sexual harassment, disability rights or benefits, 
equal opportunity, plant closure issues, affirmative action, workers' compensation, employee benefits, 
severance payments, COBRA, labor relations, employee leave issues, "whistle blowers," wage and hour 
standards, occupational safety and health requirements and unemployment insurance and related matters, and 
is not engaged in any unfair labor practice. 

(d) Since January 1,2007, except for such matters that, individually or in the aggregate, have not had 
and are not reasonably likely to have a Parent Material Adverse Effect, (i) neither Parent nor any of its 
Subsidiaries has received any complaint, charge or grievance of any unfair labor practice or other unlawful 
employment practice or any claim or notice of any violation of any Applicable Law, including a 
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"whistleblower" claim, arising out of the employment of individuals by, or the employment practices of, Parent 
or any of its Subsidiaries or the work conditions or the terms and conditions of employment and wages and 
hours of their respective businesses, and (ii) there are no unfair labor practice complaints, charges, grievances 
or investigations or other employee-related complaints, charges, grievances or investigations against Parent or 
any of its Subsidiaries pending or, to the knowledge of Parent, threatened, before any Governmental Entity by 
or concerning the employees of Parent or any of its Subsidiaries. Section 4.12(d) of the Parent Disclosure 
Schedule lists all unfair labor practice or other unlawful employment practice complaints, charges, grievances, 
investigations and other employee-related Actions pending or, to the knowledge of Parent, threatened, against 
Parent or any of its Subsidiaries before or by any Governmental Entity. 

SECTION 4.13 Environmental Matters. 

(a) Except for such matters that, individually or in the aggregate, have not had and are not reasonably 
likely to have a Parent Material Adverse Effect, (i) Parent and each of its Subsidiaries has been and is in 
compliance with all Environmental Laws, (ii) there have been no Environmental Claims made or, to the 
knowledge of Parent, threatened, against Parent or any of its Subsidiaries, and (iii) to the knowledge of Parent, 
there are no past or present facts, conditions or circumstances at, on or arising out of, or otherwise associated 
with, any current or former businesses, assets or properties (whether owned, operated or leased) of Parent or 
any of its Subsidiaries which will require remediation under any Environmental Law. 

(b) Without limitation of Section 4.5(b), except for such matters that, individually or in the aggregate, 
have not had and are not reasonably likely to have a Parent Material Adverse Effect, (i) Parent and each of its 
Subsidiaries has obtained or applied for all Environmental Permits necessary for the construction of their 
facilities, the operation of their respective businesses, as presently conducted, and for the use, storage, 
treatment, transportation, release, emission and disposal of Hazardous Material used or produced by or 
otherwise relating to its business, (ii) all such Environmental Permits are in good standing and in full force 
and effect or, where applicable, a renewal application has been timely filed, is pending and agency approval is 
expected to be obtained, and (iii) Parent and its Subsidiaries are in compliance with all terms and conditions 
of all such Environmental Permits. 

SECTION 4.14 Intellectual Property. Except for such matters that, individually or in the aggregate, have 
not had and are not reasonably likely to have a Parent Material Adverse Effect and except as disclosed in the 
Parent Reports filed prior to the date of this Agreement: (i) Parent and each of its Subsidiaries owns, or is 
licensed to use (in each case, free and clear of any Lien), all Intellectual Property used in or necessary for the 
conduct of its business as currently conducted; (ii) the use of any Intellectual Property by Parent and its 
Subsidiaries does not infringe on or otherwise violate the rights of any person; (iii) to the knowledge of Parent, 
no person is challenging, infringing on or otherwise violating any right of Parent or any of its Subsidiaries 
with respect to any Intellectual Property owned by and/or licensed to the Company or any of its Subsidiaries; 
and (iv) neither Parent nor any of its Subsidiaries has received any notice or otherwise has knowledge of any 
pending Action with respect to any Intellectual Property used by Parent or any of its Subsidiaries. 

SECTION 4.15 Orders. Except for such Orders that, individually or in the aggregate, have not had and 
are not reasonably likely to have a Parent Material Adverse Effect, no Order of any court or other 
Governmental Entity or any arbitrator or other dispute resolution body is outstanding against Parent or any of 
its Subsidiaries. 

SECTION 4.16 Insurance. Excluding insurance policies that have expired and been replaced in the 
ordinary course of business, no excess liability or protection and indemnity insurance policy has been canceled 
by the insurer within one year prior to the date of this Agreement, and no written threat has been made to 
cancel (excluding cancellation upon expiration or failure to renew) any such insurance policy of Parent or any 
of its Subsidiaries during the period of one year prior to the date of this Agreement. 

SECTION 4.17 No Brokers. No agent, broker, investment banker, financial advisor or other firm or 
person is or will be entitled to any broker's or finder's fee or any other similar commission or fee in 
connection with the negotiations leading to this Agreement or the consummation of the transactions 
contemplated hereby, based upon any arrangement made by or on behalf of Parent, except Robert W. Baird & 
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Co. Incorporated ("Baird"), the fees and expenses of which shall be paid by Parent in accordance with 
Parent's agreement with Baird, a true and complete copy of which has been provided to the Company. 

SECTION 4.18 Opinion of Financial Advisor. The Board of Directors of Parent has received the opinion 
of Baird to the effect that, subject to various assumptions, qualifications and limitations, as of the date of the 
opinion the Exchange Ratio is fair, from a financial point of view, to Parent. Parent shall provide the Company 
(solely for informational purposes) a true and complete copy of such opinion promptly following the date of 
this Agreement. 

SECTION 4.19 Board Approval. Parent's Board of Directors, by resolutions duly adopted at a meeting 
duly called and held, has (i) determined that this Agreement and the Merger are advisable and in the best 
interests of Parent and its stockholders, (ii) approved this Agreement, the Merger and the Share Issuance and 
(iii) recommended that the stockholders of Parent adopt this Agreement and approve the Merger and the Share 
Issuance and directed that this Agreement and the Share Issuance be submitted for consideration by Parent's 
stockholders at the Parent's Stockholders Meeting. 

SECTION 4.20 Company Stock Ownership. Neither Parent nor any of its Subsidiaries owns any shares of 
capital stock of the Company or any other securities convertible into or otherwise exercisable to acquire shares 
of capital stock of the Company or has the right to acquire or vote such shares under any agreement, 
arrangement or understanding, whether or not in writing, nor does it have any agreement, arrangement or 
understanding, whether or not in writing, for the purpose of acquiring, holding, voting or disposing of such 
shares or other securities. Parent is not an "interested stockholder" (within the meaning of Section 607.0901 of 
the FBCA) with respect to the Company and Parent has not, within the last three years, been an "interested 
stockholder" with respect to the Company. 

SECTION 4.21 Vote Required. The affirmative vote of the holders of a majority of the outstanding shares 
of Parent Common Stock to adopt this Agreement and approve the Merger and the Share Issuance (the 
"Parent Stockholder Approval") is the only vote of the holders of any class or series of Parent capital stock 
necessary to adopt this Agreement and approve the Merger and the Share Issuance. 

SECTION 4.22 Certain Contracts. 

(a) Except for this Agreement and except as filed as an exhibit to the Parent Reports, neither Parent nor 
any of its Subsidiaries is a party to or bound by any "material contract" (as such term is defined in 
item 601(b)(10) of Regulation S-K of the SEC) (all contracts of the type described in this Section 4.22(a), 
together with all material ordinances by, and material agreements with, municipalities pursuant to which Parent 
or any of its Subsidiaries has been granted a gas franchise, being referred to herein as the "Parent Material 
Contracts") . 

(b) Each Parent Material Contract is in full force and effect, and each of Parent and its Subsidiaries has 
performed all obligations required to be performed by it to date under each Parent Material Contract to which 
it is a party, except where such failure to be in full force and effect or such failure to perform, individually or 
in the aggregate, has not had and is not reasonably likely to have a Parent Material Adverse Effect. Except for 
such matters that, individually or in the aggregate, have not had and are not reasonably likely to have a Parent 
Material Adverse Effect, neither Parent nor any of its Subsidiaries (i) knows of, or has received written notice 
of, any breach of or violation or default under (nor, to the knowledge of Parent, does there exist any fact, 
condition or circumstance which with the passage of time or the giving of notice or both would result in such 
a violation or default under) any Parent Material Contract, or (ii) has received written notice of the desire of 
the other party or parties to any such Parent Material Contract to exercise any rights such party has to cancel, 
terminate or repudiate such contract or exercise remedies thereunder. 

(c) (i) All contracts, whether or not Parent Material Contracts, to which Parent or any of its Subsidiaries 
is a party have been approved or reviewed by the DPSC, MPSC or FPSC, as applicable, to the extent such 
approval or review is required and (ii) all costs under any gas contract to which Parent or any of its 
Subsidiaries is a party are currently being passed through to customers thereof. 
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(d) Except for such contracts, agreements and arrangements that, individually or in the aggregate, have 
not had and are not reasonably likely to have a Parent Material Adverse Effect, neither Parent nor any of its 
Subsidiaries (i) is a party to or bound by any derivative contract or instrument, or (ii) is a party to or bound by 
any non-competition agreement or any other agreement or arrangement that WOUld, after the Effective Time, 
limit or restrict Parent or any of its Subsidiaries (including the Surviving Corporation) or any successor 
thereto, from engaging or competing in any line of business or in any geographic area. 

SECTION 4.23 Takeover Statutes; Rights Plans. Assuming the accuracy of the representations of the 
Company in Section 3.20 hereof, the execution, delivery and performance of this Agreement and the 
consummation of the transactions contemplated hereby will not cause to be applicable to the Merger the 
restrictions on "business combinations" set forth in Section 203 of the Delaware General Corporation Law. 
Except for the Rights Agreement, neither Parent nor any of its Subsidiaries has any preferred share purchase 
rights plan or similar rights plan in effect. 

SECTION 4.24 Properties. 

(a) Parent and its Subsidiaries have, free and clear of all Liens except for Permitted Liens, title to or 
valid leasehold interests in, the inventory, equipment and other tangible and intangible property used or held 
for use in the conduct of their respective businesses, in each case as necessary to permit Parent and its 
Subsidiaries to conduct their respective businesses as currently conducted in all material respects. 

(b) Each of Parent and its Subsidiaries has complied in all material respects with the terms of all leases 
to which it is a party or under which it is in occupancy and all leases to which Parent or any of its Subsidiaries 
is a party or under which it is in occupancy are in full force and effect. Each of Parent and its Subsidiaries 
enjoys peaceful and undisturbed possession of the properties or assets purported to be leased under its leases, 
except where the failure to have such possession has not had and is not reasonably likely to have a Parent 
Material Adverse Effect. 

(c) Neither Parent nor any of its Subsidiaries has violated the terms of any Easement, except any such 
violations that, individually or in the aggregate, have not had and are not reasonably likely to have a Parent 
Material Adverse Effect. Except as would not reasonably be likely to have a Parent Material Adverse Effect, 
all Easements in favor of Parent or any of its Subsidiaries are valid and enforceable and grant the rights 
purported to be granted thereby and all rights necessary thereunder for the operation of the respective 
businesses of Parent and its Subsidiaries. There are no spatial gaps in the Easements in favor of Parent or any 
of its Subsidiaries that would reasonably be likely to have a Parent Material Adverse Effect and all parts of 
the pipeline assets which constitute a portion of the assets of Parent or any of its Subsidiaries are located 
either on property which is owned in fee by Parent or one of its Subsidiaries or on property which is subject 
to an Easement in favor of Parent or one of its Subsidiaries. Neither Parent nor any of its Subsidiaries has 
received any notice from any person disputing or challenging its ownership of any fee interests or Easement, 
other than disputes or challenges that have not had or are not reasonably likely to have a Parent Material 
Adverse Effect. 

SECTION 4.25 Information Supplied. None of the information supplied or to be supplied by Parent for 
inclusion or incorporation by reference in (i) the Joint Proxy StatementIProspectus to be filed by the Company 
and Parent with the SEC, and any amendments or supplements thereto, or (ii) the Form S-4 to be filed by 
Parent with the SEC in connection with the Merger, and any amendments or supplements thereto, will, at the 
respective times such documents are filed, and, in the case of the Joint Proxy StatementlProspectus, at the 
time the Joint Proxy StatementlProspectus or any amendment or supplement thereto is first mailed to the 
respective stockholders of the Company and Parent, at the time of the Company Stockholder Approval and the 
Parent Stockholder Approval and at the Effective Time, and, in the case of the Form S-4, when it becomes 
effective under the Securities Act, contain any untrue statement of a material fact or omit to state any material 
fact required to be made therein or necessary in order to make the statements made therein, in light of the 
circumstances under which they were made, not misleading. 

SECTION 4.26 Regulatory Proceedings. Neither Parent nor any of its Subsidiaries all or part of whose 
rates or services are regulated by a Governmental Entity (i) has rates which have been or are being collected 
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subject to refund, pending final resolution of any rate proceeding pending before a Governmental Entity or on 
appeal to the courts or (ii) is a party to any rate proceeding before a Governmental Entity or on appeal from 
Orders of a Governmental Entity which could result in Orders having a Parent Material Adverse Effect. The 
reserves of Parent and its Subsidiaries for any pending refund(s) described above in clause (i) are set forth in 
the Parent Reports and are properly calculated and adequate. Section 4.26 of the Parent Disclosure Schedule 
lists all (A) pending rate proceedings involving Parent or any of its Subsidiaries before a Governmental Entity 
or on appeal to the courts and identifies the status thereof, and (B) closed rate proceedings involving Parent or 
any of its Subsidiaries before a Governmental Entity since January 1, 2007, and the resolution thereof. 

SECTION 4.27 No Other Representations or Warranties. Except for the representations and warranties 
made by Parent in this Article 4 and by Parent and Merger Sub in Article 5, neither Parent, Merger Sub nor 
any other person makes any representation or warranty with respect to the Parent or its Subsidiaries or their 
respective business, operations, assets, liabilities, condition (financial or otherwise) or prospects, notwithstand­
ing the delivery or disclosure to the Company or any of its affiliates or representatives of any documentation, 
forecasts or other information with respect to anyone or more of the foregoing. 

SECTION 4.28 Access to Infonnation; Disclaimer. Parent and Merger Sub each acknowledges and agrees 
that it (a) has had an opportunity to discuss the business of the Company and its Subsidiaries with the 
management of the Company, (b) has had reasonable access to (i) the books and records of the Company and 
its Subsidiaries and (ii) the electronic dataroom maintained by the Company through Bryan Cave, LLP for 
purposes of the transactions contemplated hereby, (c) has been afforded the opportunity to ask questions of 
and receive answers from officers of the Company, and (d) has conducted its own independent investigation of 
the Company and its Subsidiaries, their respective businesses and the transactions contemplated hereby, and 
has not relied on any representation, warranty or other statement by any person on behalf of the Company or 
any of its Subsidiaries, other than the representations and warranties of the Company expressly contained in 
Article 3 of this Agreement and that all other representations and warranties are specifically disclaimed. 
Without limiting the foregoing, as part of its investigation of the Company, Parent has been given financial 
information, cost estimates, forecasts, projections and information, both in writing and orally, with respect to 
the Company by the Company or its agents and representatives. Parent acknowledges that there are 
uncertainties inherent in any such projections, predictions and forecasts, and Parent is familiar with such 
uncertainties. Parent has made its own evaluation of all such information and acknowledges that none of the 
Company's officers, directors, employees, affiliates, representatives and agents is making any representations 
or warranties with respect to such information and that neither Company nor any of its Subsidiaries is making 
any representations or warranties with respect to such information except, in the case of the Company, for the 
specific representations and warranties set forth in Article 3. 

ARTICLE 5 


REPRESENTATIONS AND WARRANTIES OF PARENT AND MERGER SUB 


Parent and Merger Sub represent and warrant to the Company as follows: 

SECTION 5.1 Organization. Merger Sub is a corporation duly incorporated, validly existing and in good 
standing under the laws of the State of Florida. Merger Sub is a wholly owned Subsidiary of Parent. 

SECTION 5.2 Corporate Authorization. Merger Sub has all requisite corporate power and authority to 
enter into this Agreement and to consummate the transactions contemplated hereby. The execution, delivery 
and performance by Merger Sub of this Agreement and the consummation by Merger Sub of the transactions 
contemplated hereby have been duly authorized by all necessary corporate action on the part of Merger Sub. 
This Agreement has been duly executed and delivered by Merger Sub and constitutes a valid and binding 
agreement of Merger Sub, enforceable against it in accordance with its terms, except as such enforceability 
may be limited by bankruptcy, insolvency, reorganization, moratorium and other similar laws relating to 
creditors' rights and general principles of equity. 
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SECTION 5.3 Non-Contravention. The execution, delivery and performance by Merger Sub of this 
Agreement and the consummation by Merger Sub of the transactions contemplated hereby do not and will not 
contravene or conflict with the articles of incorporation or bylaws of Merger Sub. 

SECTION 5.4 No Business Activities. Merger Sub has not conducted any activities other than in 
connection with the organization of Merger Sub, the negotiation and execution of this Agreement and the 
consummation of the transactions contemplated hereby. Merger Sub has no Subsidiaries. 

ARTICLE 6 

COVENANTS RELATING TO CONDUCT OF BUSINESS 

SECTION 6.1 Covenants of Parent. During the period from the date of this Agreement and continuing 
until the Effective Time, Parent agrees as to itself and its Subsidiaries that (except as expressly permitted or 
required by this Agreement (including pursuant to the Parent Share Repurchase) or the Parent Disclosure 
Schedule or as required by Applicable Laws or to the extent that the Company shall otherwise consent in 
writing): 

(a) Ordinary Course. Parent and its Subsidiaries shall carry on their respective businesses in the 
ordinary course consistent with past practices in all material respects, and shall use commercially 
reasonable efforts to preserve intact their business, maintain their rights and franchises and preserve their 
relationships with customers, suppliers and others having business dealings with them. 

(b) Dividends; Changes in Share Capital. Parent shall not (i) declare or pay any dividends or 
distributions on or make other distributions in respect of any of its capital stock, except the declaration 
and payment of regular quarterly cash dividends in amounts consistent with past practice (subject to 
normal increases consistent with past practice) with usual record and payment dates for such dividends in 
accordance with past dividend practice, or (li) split, combine or reclassify any of its capital stock or issue 
or authorize or propose the issuance of any other securities in respect of, in lieu of or in substitution for, 
shares of its capital stock. 

(c) Governing Documents. Parent and Merger Sub shall not amend or propose to so amend the 
certificate of incorporation or bylaws of Parent (other than amendments related to the composition or 
structure of the Board of Directors of Parent or committees thereof or other governance-related matters) 
or the articles of incorporation or bylaws of Merger Sub. 

(d) No Acquisitions. Other than acquisitions for cash in existing or related lines of business of 
Parent and its Subsidiaries, the fair market value of the total consideration (including the value of 
indebtedness acquired or assumed) for which does not exceed $15 million individually or in the 
aggregate, Parent shall not, and shall not permit any of its Subsidiaries to, (i) acquire or agree to acquire 
by merging or consolidating with, or by purchasing a substantial equity interest in or a substantial portion 
of the assets of, or by any other manner, any business (including by acquisition of assets) or any 
corporation, partnership, association or other business organization or division thereof or (ii) acquire or 
agree to acquire, directly or indirectly, any assets or securities that would require a filing or approval 
under the HSR Act. 

(e) No Dispositions. Parent shall not, and shall not permit any of its Subsidiaries to, sell, lease, 
license, encumber or otherwise dispose of, or enter into a contract to sell, lease, license, encumber or 
otherwise dispose of, any of its assets (including capital stock of its Subsidiaries) which are, individually 
or in the aggregate, material to it and its Subsidiaries as a whole, except for (i) sales of surplus or 
obsolete equipment, (ll) sales of other assets in the ordinary CO\ll'Se of business or sales of assets pursuant 
to contractual rights existing as of the date of this AgreemenL that were entered into the ordinary course 
of business consistent with past practices, (iii.) sales, leases or other transfers between Parent and its 
wholly owned Subsidiaries or between those Subsidiaries, (iv) sales, dispositions or divestitures as may be 
required by or in conformance with Applicable Laws in order to permit or facilitate the consummation of 
the transactions contemplated by this Agreement in accordance with Section 7.4(c), or (v) arm's-length 
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sales or other transfers not described in clauses (i) through (iv) above for aggregate consideration not 
exceeding $10 million. 

(0 Investments; Indebtedness. Parent shall not, and shall not permit any of its Subsidiaries to, 
(i) make any loans, advances or capital contributions to, or investments in, any other person, other than 
(A) by Parent or any of its Subsidiaries to or in Parent or any of its Subsidiaries, (8) pursuant to any 
contract or other legal obligation of Parent or any of its Subsidiaries existing at the date of this 
Agreement or (C) in the ordinary course of business consistent with past practice, or (ii) create, incur, 
assume or suffer to exist any indebtedness, issuance of debt securities, guarantee, loan or advance not in 
existence as of the date of this Agreement, provided that Parent and its Subsidiaries may (y) refinance 
any indebtedness existing as of the date hereof in an amount not exceeding the principal amount of such 
indebtedness as of the date hereof and (z) incur additional indebtedness or increases in existing 
indebtedness (and issue guarantees in connection therewith) in an aggregate amount not to exceed 
$40,000,000. 

(g) Accounting Methods. Except as disclosed in Parent Reports filed prior to the date of this 
Agreement, or as required by a Governmental Entity, Parent shall not change its methods of accounting, 
except (i) as required by changes in GAAP as concurred in by Parent's independent public accountants 
(including: the right to early-adopt such required changes), or (ii) as permitted by GAAP and which 
change would not reasonably be likely to have a Parent Material Adverse Effect. 

(h) Settlement of Litigation. To the extent permitted by Applicable Law, neither Parent nor Merger 
Sub shall settle or compromise any material Action which would be reasonably likely to have a Parent 
Material Adverse Effect that is not pending as of the date hereof and is not related to any Action so 
pending, or enter into any consent decree, injunction or similar restraint or form of equitable relief in 
settlement of any material Action which would be reasonably likely to have a Parent Material Adverse 
Effect that is not pending as of the date hereof and is not related to any Action so pending, except with 
the prior consent of the Company, which consent shall not be unreasonably withheld or delayed. 

(i) No Related Actions. Parent shall not, and shall not permit any of its Subsidiaries to, agree or 
commit to do any of the foregoing. 

Notwithstanding the foregoing, prior to the Closing Date, Parent and/or one or more of its affiliates 
may acquire, without limitation, shares of Parent Common Stock through open market transactions, block 
trades or other means (the "Parent Share Repurchase"). 

SECTION 6.2 Covenants of the Company. During the period from the date of this Agreement and 
continuing until the Effective Time, the Company agrees as to itself and its Subsidiaries that (except as 
expressly permitted or required by this Agreement or the Company Disclosure Schedule or as required by 
Applicable Laws or to the extent that Parent shall otherwise consent in writing): 

(a) Ordinary Course. 

(i) The Company and its Subsidiaries shall carry on their respective businesses in the ordinary 
course consistent with past practice in all material respects, and shall use commercially reasonable 
efforts to preserve intact their business and goodwill, maintain their rights and franchises, keep 
available the services of their respective officers and employees (and shall not, under any 
circumstances, take or fail to take any action that would cause the Company to incur any liability 
for, or obligation to pay, severance, termination or other similar payments to any employee or former 
employee under any Company Material Contract), and preserve their relationships with customers, 
suppliers and others having business dealings with them. 

(ii) The Company shall not, and shall not permit any of its Subsidiaries to, incur or commit to 
any capital expenditures or any obligations or liabilities in connection therewith in fiscal year 2009 
of the Company other than capital expenditures and obligations or liabilities incurred or committed 
to in an amount not greater, in the aggregate, than 105% of the amount of the Company's total 
budget for such expenditures and obligations or liabilities for its fiscal year 2009 approved by the 
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Board of Directors of the Company on December 11, 2008, which has been furnished to Parent prior 
to the date of this Agreement. 

(b) Dividends; Changes in Share Capital. The Company shall not, and shall not permit any ofits 
Subsidiaries to, and shall not propose to, (i) declare, set aside or pay any dividends on or make other 
distributions in respect of any of its capital stock, except the declaration and payment of regular quarterly 
cash dividends in amounts consistent with past practice (subject to normal increases consistent with past 
practice) with usual record and payment dates for such dividends in accordance with past dividend 
practice, (ii) split, combine or reclassify any of its capital stock or issue or authorize or propose the 
issuance of any other securities in respect of, in lieu of or in substitution for, shares of its capital stock, 
except for any such transaction by a wholly owned Subsidiary of the Company which remains a wholly 
owned Subsidiary after consummation of such transaction, or (iii) repurchase, redeem or otherwise 
acquire any shares of its capital stock or any securities convertible into or exercisable for any shares of its 
capital stock, except for the redemption required by Section 7.20. 

(c) Issuance of Securities. The Company shall not, and shall not permit any of its Subsidiaries to, 
issue, deliver, sell or grant, or authorize or propose the issuance, delivery, sale or grant of, any shares of 
its capital stock of any class, or any securities convertible into or exercisable for, or any rights, warrants, 
calls or options to acquire, any such shares, or enter into any commitment, arrangement, undertaking or 
agreement with respect to any of the foregoing, other than pursuant to, and consistent with past practice 
under, any contract or other legal obligation of the Company or any of its Subsidiaries existing at the date 
of this Agreement and set forth in Section 6.2(c) of the Company Disclosure Schedule, subject in the case 
of the Company's Employee Stock Purchase Plan to Section 7.16(c)(ii). 

(d) Governing Documents. The Company shall not amend or propose to amend its articles of 
incorporation or bylaws. 

(e) No Acquisitions. The Company shall not, and shall not permit any of its Subsidiaries to, 
Ci) acquire or agree to acquire by merging or consolidating with, or by purchasing a substantial equity 
interest in or a substantial portion of the assets of, or by any other manner, any business (including by 
acquisition of assets) or any corporation, partnership, association or other business organization or 
division thereof or (ii) acquire or agree to acquire, directly or indirectly, any assets or securities that 
would require a filing or approval under the HSR Act. 

(f) No Dispositions. The Company shall not, and shall not permit any of its Subsidiaries to, sell, 
lease, license, encumber or otherwise dispose of, or enter into a contract to sell, lease, license, encumber 
or otherwise dispose of, any of its assets (including capital stock of its Subsidiaries) which are, 
individually or in the aggregate, material to it and its Subsidiaries as a whole, except for (i) sales of 
surplus or obsolete equipment, (ii) sales of other assets in the ordinary course of business or sales of 
assets pursuant to contractual rights existing as of the date of this Agreement that were entered into the 
ordinary course of business consistent with past practices, (iii) sales, leases or other transfers between the 
Company and its wholly owned Subsidiaries or between those Subsidiaries, (iv) sales, dispositions or 
divestitures as may be required by or in conformance with Applicable Laws in order to permit or 
facilitate the consummation of the transactions contemplated by this Agreement in accordance with 
Section 7A(c), or (v) arm's-length sales or other transfers not described in clauses (i) through (iii) above 
for aggregate consideration not exceeding ~ I 00,000. 

(g) Investments; Indebtedness. The Company shall not, and shall not permit any of its Subsidiaries 
to, (i) make any loans, advances or capital contributions to, or investments in, any other person, other 
than (x) by the Company or any of its Subsidiaries to or in the Company or any of its Subsidiaries, 
(y) pursuant to any contract or other legal obligation of the Company or any of its Subsidiaries existing at 
the date of this Agreement or (z) in the ordinary course of business consistent with past practice, or 
(ii) create, incur, assume or, suffer to exist any indebtedness, issuance of debt securities, guarantee, loan 
or advance not in existence as of the date of this Agreement, except that the Company shall be permitted 
to make draws upon its existing line of credit in the ordinary course of business consistent with past 
practices. 
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(h) Compensation; Employee Benefits. The Company shall not (i) enter into any new, or amend 
any existing, employment, severance, consulting or salary continuation agreement with or for the benefit 
of any former, present or future officer, director or employee of the Company or any of its Subsidiaries, 
(ii) grant any increase in the compensation, bonuses or benefits to any former, present or future officer, 
director or employee of the Company or any of its Subsidiaries (other than normal compensation 
increases to persons who are not non-employee directors in the ordinary course of business consistent 
with past practices), (iii) make any increase in or commitment to increase any employee benefits, 
(iv) adopt or make any commitment to adopt any additional employee benefit plan or (v) make any 
contribution, other than regularly scheduled contributions, to any Company Benefit Plan; except (A) in 
each case, as required by this Agreement (including as required by Section 7.16(c)(i) and (B) in the case 
of clauses (iii) through (v), in the ordinary course of business consistent with past practice or as required 
by an existing agreement or Company Benefit Plan made available to Parent. 

(i) Accounting Methods; Income Tax Matters. The Company shall not change its methods of 
accounting, except (i) as required by changes in GAAP as concurred in by the Company's independent 
public accountants (including the right to early-adopt such required changes) or (ii) as permitted by 
GAAP and which change would not reasonably be likely to have a Company Material Adverse Effect. 
The Company shall not (A) change its fiscal year, (B) make or change any material tax election, or 
(C) settle or compromise any material tax liability or material claim for refund, (D) consent to any 
extension or waiver of the limitation period applicable to any material tax, or (E) change in any material 
respect any of its methods of reporting any item for tax purposes from those employed in the preparation 
of its tax Returns for the most recent taxable year for which a Return has been filed, except as may be 
required by Applicable Law. The Company shall provide Parent with a copy of its federal tax return for 
2008 five business days prior to filing such return. 

U) Insurance Policies. The Company shall, and shall cause each of its Subsidiaries to, use 
commercially reasonable efforts to maintain in full force without interruption its present insurance 
policies or comparable insurance coverage. 

(k) Certain Agreements. Except in the ordinary course of business, the Company shall not, and 
shall not permit any of its Subsidiaries to, enter into any agreement or arrangement that limits or 
otherwise restricts the Company or any of its Subsidiaries or any successor thereto, or that, after the 
Effective Time, limits or restricts Parent or any of its Subsidiaries (including the Surviving Corporation) 
or any successor thereto, from (i) engaging or competing in any line of business or (ii) engaging in any 
business or competing in any geographic area. 

(I) Settlement of Litigation. 

(i) The Company shall not settle or compromise any material Action related to the Company's 
West Palm Beach site that is pending as of the date hereof, or enter into any consent decree, 
injunction or similar restraint or form of equitable relief in settlement of any such Action, except 
with the prior consent of Parent, which consent shall not be unreasonably withheld or delayed. Prior 
to settling or compromising any other material Action pending as of the date hereof, or entering into 
any consent decree, injunction or similar restraint or form of equitable relief in settlement of any 
other material Action pending as of the date hereof, the Company shall consult with, and consider in 
good faith the view of Parent. 

(ii) To the extent permitted by Applicable Law, the Company shall not settle or compromise 
any Action which would be reasonably likely to have a Company Material Adverse Effect that is not 
pending as of the date hereof and is not related to any Action so pending, or enter into any consent 
decree, injunction or similar restraint or form of equitable relief in settlement of any Action which 
would be reasonably likely to have a Company Material Adverse Effect that is not pending as of the 
date hereof and is not related to any Action so pending, except with the prior consent of Parent, 
which consent shall not be unreasonably withheld or delayed. 
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(m) Purchase of Capital Stock of the Company or Parent. The Company shall not; and shall cause 
its Subsidiaries not to, purchase or otherwise acquire any shares of capital stock of the Company or 
Parent. 

(n) Labor Matters. The Company shall not enter into any new, or amend any existing, collective 
bargaining agreement or similar binding contract, agreement or understanding with a labor union or 
similar labor organization without consulting with Parent prior thereto. 

(0) No Related Actions. The Company shall not, and shall not permit any of its Subsidiaries to, 
agree or commit to any of the foregoing. 

SECTION 6.3 Governmental Filings. The Company and Parent shall file all reports required to be filed 
by each of them with the SEC and all other Governmental Entities between the date of this Agreement and the 
Effective Time and shall (to the extent permitted b)! Applicable Law or any applicable confidentiality 
agreement) deliver to the other party copies of all such reports, announcements and publications promptly after 
the same are filed. 

SECTION 6.4 Control of Other Party's Business. Nothing contained in this Agreement shall give the 
Company, directly or indirectly, the right to control or direct Parent's operations prior to the Effective Time. 
Nothing contained in this Agreement shall give Parent, directly or indirectly, the right to control or direct the 
Company's operations prior to the Effective Time. Prior to the Effective Time, each of the Company and 
Parent shall exercise, consistent with the terms and conditions of this Agreement, complete control and 
supervision over its respective operations. 

ARTICLE 7 

ADDITIONAL AGREEMENTS 

SECTION 7.1 Joint Proxy Statement/Prospectus and Form S-4. As promptly as reasonably practicable 
following the date hereof, Parent and the Company shall prepare and file with the SEC mutually acceptable 
proxy materials which shall constitute the Joint Proxy StatementlProspectus (such joint proxy statement! 
prospectus, and any amendments or supplements thereto, the "Joint Proxy StatementiProspectus") and 
Parent shall prepare and file a registration statement on Form S-4 with respect to the Share Issuance (the 
"Form S-4"). The Joint Proxy StatementlProspectus will be included in and will constitute a part of the 
Form S-4 as Parent's prospectus. The Form S-4 and the Joint Proxy StatementlProspectus shall comply as to 
form in all material respects with the applicable provisions of the Securities Act and the Exchange Act and the 
rules and regulations thereunder. Each of Parent and the Company shall use reasonable best efforts to have the 
Form S-4 declared effective by the SEC and to keep the Form S-4 effective as long as is necessary to 
consummate the Merger and the transactions contemplated thereby. Parent and the Company shall, as promptly 
as practicable after receipt thereof, provide the other party copies of any written comments and advise the 
other party of any oral comments, with respect to the Joint Proxy StatementlProspectus and Form S-4 received 
from the SEC. Parent shall provide the Company with a reasonable opportunity to review and comment on 
any amendment or supplement to the Form S-4 and any communications (otJ:}er than any communications filed 
pursuant to Rule 425 of the Securities Act) prior to filing such with the SEC, and will provide the Company 
with a copy of all such filings and communications made with the SEC. Notwithstanding any other provision 
herein to the contrary, no amendment or supplement (including by incorporation by reference) to the Joint 
Proxy StatementlProspectus or the Form S-4 shall be made without the approval of both parties, which 
approval shall not be unreasonably withheld or delayed; provided that, with respect to documents filed by a 
party which are incorporated by reference in the Form S-4 or Joint Proxy StatementIProspectus, this right of 
approval shall apply only with respect to information relating to the other party or its business, financial 
condition or results of operations. Parent will use reasonable best efforts to cause the Joint Proxy Statement! 
Prospectus to be mailed to Parent's stockholders, and the Company will use reasonable best efforts to cause 
the Joint Proxy StatementlProspectus to be mailed to the Company's stockholders, in each case after the 
Form S-4 is declared effective under the Securities Act. Parent shall also take any action (other than qualifying 
to do business in any jurisdiction in which it is not now so qualified or to me a general consent to service of 
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process) required to be taken under any applicable state securities laws in connection with the Share Issuance 
and the Company shall furnish all information concerning the Company and the holders of Company Common 
Stock as may be reasonably requested in connection with any such action. Each party will advise the other 
party, promptly after it receives notice thereof, of the time when the Form S-4 has become effective, the 
issuance of any stop order, the suspension of the qualification of the Parent Common Stock issuable in 
connection with the Merger for offering or sale in any jurisdiction, or any request by the SEC for amendment 
of the Joint Proxy Statement/Prospectus or the Form S-4. Each of the Company and Parent shall ensure that 
the information provided by it for inclusion in the Joint Proxy Statement/Prospectus and each amendment or 
supplement thereto, at the time of mailing thereof and at the time of the respective Company Stockholders 
Meeting and Parent Stockholders Meeting, or, in the case of information provided by it for inclusion in the 
Form S-4 or any amendment or supplement thereto, at the time it becomes effective, (i) will not include an 
untrue statement of a material fact or omit to state a material fact required to be stated therein or necessary to 
make the statements therein, in light of the circumstances under which they were made, not misleading and 
(ii) will comply as to form in all material respects with the provisions of the Securities Act and the Exchange 
Act. 

SECTION 7.2 No Solicitation by the Company. 

(a) The Company shall not, nor shall it authorize or cause any of its Subsidiaries, any of the respective 
directors, officers or employees of the Company or any of its Subsidiaries or any agents or representatives of 
the Company or any of its Subsidiaries (including any investment banker, attorney or accountant retained by 
the Company or any of its Subsidiaries) to, directly or indirectly through another person, (i) solicit or initiate 
(including by way of furnishing information) any inquiry or the making of any proposal or offer that 
constitutes, or that could reasonably be expected to lead to, a Company Takeover Proposal or (ii) enter into, 
continue or otherwise participate or engage in any discussions or negotiations regarding, furnish to any person 
any confidential information or data in connection with, or, except in conjunction with exercising its right to 
terminate this Agreement pursuant to Section 9.4(b), accept, any Company Takeover Proposal. The Company 
agrees that it will use reasonable best efforts to promptly inform its directors and officers of the obligations 
undertaken in this Section 7.2. Without limiting the foregoing, it is agreed that any violation of the restrictions 
set forth in this Section 7.2 by any director, officer, employee, agent or representative of the Company or any 
of its Subsidiaries, whether or not such person is purporting to act on behalf of the Company or any of its 
Subsidiaries or otherwise, shall be a breach of this Section 7.2 by the Company. The Company shall, and shall 
cause its Subsidiaries and their respective directors, officers, employees, agents and representatives to, 
immediately cease and cause to be terminated all existing discussions or negotiations with any person 
conducted heretofore with respect to any Company Takeover Proposal and request the prompt return or 
destruction of all confidential information previously furnished. 

(b) Notwithstanding anything in this Agreement to the contrary, the Company or the Company's Board of 
Directors shall be permitted to: 

(i) to the extent applicable, comply with its disclosure obligations under federal or state law with 
regard to a Company Takeover Proposal, including Rule 14d-9 and Rule 14e-2 promulgated under the 
Exchange Act; 

(ii) effect a Company Adverse Recommendation Change in accordance with Section 7.3(a); and 

(iii) engage in any discussions or negotiations with, or provide any information to, any person in 
response to an unsolicited bona fide written Company Takeover Proposal by any such person, if and only 
to the extent that (A) the Company's Stockholders Meeting shall not have occurred, (B) the Company's 
Board of Directors determines in good faith (I) after consultation with its independent financial advisor 
and outside legal counsel, that such Company Takeover Proposal is a Company Superior Proposal or there 
is a reasonable likelihood that such Company Takeover Proposal could result in a Company Superior 
Proposal, and (II) after consultation with its outside legal counsel, that failure to take such action would 
be reasonably likely to be inconsistent with its fiduciary duties under Applicable Law, (C) prior to 
providing any confidential information or data to any person in connection with a Company Takeover 
Proposal by any such person, the Company's Board of Directors receives from such person an executed 
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confidentiality agreement customary for a transaction of this type (provided that such agreement shall 
contain customary standstill provisions that are no less restrictive than those set forth in Section 9.5(e»), 
and (D) prior to providing any information or data to any person or entering into discussions or 
negotiations with any person, the Company notifies Parent promptly of such inquiries, proposals or offers 
received by, or any such discussions or negotiations sought to be initiated or continued with, any of the 
respective directors, officers, employees, agents or representatives of the Company or any of its 
Subsidiaries indicating, in connection with such notice, the material terms and conditions of any inquiries, 
proposals or offers, provided that such notice shall not be required to contain any information the 
provision of which the Company's Board of Directors determines in good faith, after consultation with its 
outside legal counsel, would be reasonably likely to be inconsistent with its fiduciary duties under 
Applicable Law. 

(c) The Company shall notify Parent promptly of the receipt of any Company Takeover Proposal. The 
Company shall keep Parent reasonably informed of the status and material terms and conditions (including any 
change therein) of any Company Takeover Proposal. Nothing in this Section 7.2 shall permit Parent or the 
Company to terminate this Agreement (except as specifically provided in Article 9 hereof). 

The term "Company Takeover Proposal" means any inquiry, proposal or offer from any person relating 
to, or that could reasonably be expected to lead to, directly or indirectly, (i) any acquisition or purchase, 
whether by purchase, exchange, merger, consolidation, business combination or similar transaction, in one 
transaction or a series of transactions, of assets or businesses that constitute 15% or more of the revenues, net 
income or the assets of the Company and its Subsidiaries, on a consolidated basis, or 15% or more of any 
class of equity securities of the Company or any of its Subsidiaries, (ii) any tender offer or exchange offer that 
if consummated would result in any person beneficially owning 15% or more of any class of equity securities 
of the Company or any of its Subsidiaries, or (iii) any merger, consolidation, business combination, 
recapitalization, liquidation, dissolution, joint venture, binding share exchange or similar transaction involving 
the Company or any of its Subsidiaries pursuant to which any person or the stockholders of any person would 
own 15% or more of any class of equity securities of the Company or any of its Subsidiaries or of any 
resulting parent company of the Company, other than the transactions contemplated by this Agreement. 

The term "Company Superior Proposal" means any unsolicited bona fide written offer made by a third 
party in respect of a transaction (or series of related transactions) that if consummated would result in such 
third party acquiring, directly or indirectly, more than 50% of the voting power of the Company Common 
Stock or more than 50% of the assets of the Company and its Subsidiaries, taken as a whole, which transaction 
the Board of Directors of the Company determines in its good faith judgment (after consultation with a 
financial advisor of nationally recognized reputation) (i) to be more favorable from a financial point of view to 
the stockholders of the Company than the Merger (taking into account the person making the offer, the terms 
and conditions of such offer and this Agreement (including any changes to the financial terms of this 
Agreement proposed by Parent in response to such offer or otherwise), as well as any other factors deemed 
relevant by the Board of Directors of the Company) and (ii) reasonably capable of being financed and 
completed, taking into account all financial, legal, regulatory, timing and other aspects of such proposal 
deemed relevant by the Board of Directors of the Company. 

For purposes of the definitions of "Company Takeover Proposal" and "Company Superior Proposal," the 
term "person" shall include any group within the meaning of Section 13(d) of the Exchange Act. 

SECTION 7.3 Meetings of Stockholders. 

(a) The Company shall duly take all action necessary, in accordance with Applicable Law and its articles 
of incorporation and bylaws, to call, give notice of, convene and hold a meeting of its stockholders as 
promptly as practicable after the Form S-4 has been declared effective (the "Company Stockholders 
Meeting") for the purpose of obtaining the Company Stockholder Approval and shall solicit the Company 
Stockholder Approval. The Board of Directors of the Company shall recommend adoption of this Agreement 
by the stockholders of the Company to the effect set forth in Section 3.19. Neither the Board of Directors of 
the Company nor any committee thereof shall (i) (A) withdraw, qualify or modify in any manner adverse to 
Parent, or publicly propose to withdraw, qualify or modify in any manner adverse to Parent, the approval, 
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recommendation or declaration of advisability by such Board of Directors or any such committee thereof of 
this Agreement, the Merger or the other transactions contemplated by this Agreement or (B) recommend, 
adopt or approve, or publicly propose to recommend, adopt or approve, any Company Takeover Proposal (any 
such action described in this clause (i) being referred to as a "Company Adverse Recommendation 
Change") or (ii) approve or recommend, or publicly propose to approve or recommend, or, except in 
conjunction with exercising its right to terminate this Agreement pursuant to Section 9.4(b), allow the 
Company or any of its Subsidiaries to execute or enter into, any letter of intent, memorandum of understand­
ing, agreement in principle, merger agreement, acquisition agreement, purchase agreement, option agreement, 
joint venture agreement, partnership agreement or other similar agreement constituting or related to any 
Company Takeover Proposal. Notwithstanding the foregoing, at any time prior to obtaining the Company 
Stockholder Approval, the Board of Directors of the Company may make a Company Adverse Recommenda­
tion Change if such Board of Directors determines in good faith (after consultation with outside counsel) that 
the failure to do so would be reasonably likely to be inconsistent with its fiduciary duties to the stockholders 
of the Company under Applicable Law; provided, however, that no Company Adverse Recommendation 
Change may be made until after the third business day following Parent's receipt of written notice (a 
"Company Notice of Adverse Recommendation") from the Company advising Parent that the Board of 
Directors of the Company intends to make a Company Adverse Recommendation Change and specifying the 
terms and conditions of the Company Superior Proposal, if any, that is related to such Company Adverse 
Recommendation Change (it being understood and agreed that any material amendment to the financial terms 
or any other material term of such Company Superior Proposal shall require a new Company Notice of 
Adverse Recommendation and a new three business day period). In determining whether to make a Company 
Adverse Recommendation Change, the Board of Directors of the Company shall take into account any changes 
to the financial terms of this Agreement proposed by Parent in response to a Company Notice of Adverse 
Recommendation or otherwise. Notwithstanding any Company Adverse Recommendation Change, this Agree­
ment shall be submitted to the stockholders of the Company at the Company Stockholders Meeting for the 
purpose of obtaining the Company Stockholder Approval; provided that this Agreement shall not be required 
to be submitted to the stockholders of the Company at the Company Stockholders Meeting if this Agreement 
has been terminated pursuant to Article 9 hereof. In addition, it is understood and agreed that, for purposes of 
this Agreement, a factually accurate public statement by the Company that describes the Company's receipt of 
a Company Takeover Proposal and the operation of this Agreement with respect thereto, or any "stop, look 
and listen" communication by the Board of Directors of the Company pursuant to Rule 14d-9(t) of the 
Exchange Act to the stockholders of the Company, shall not constitute a Company Adverse Recommendation 
Change or an approval or recommendation with respect to any Company Takeover Proposal. 

(b) Parent shall duly take all action necessary, in accordance with Applicable Law and its certificate of 
incorporation and bylaws, to call, give notice of, convene and hold a meeting of its stockholders as promptly 
as practicable after the Form S-4 has been declared effective (the "Parent Stockholders Meeting") for the 
purpose of obtaining the Parent Stockholder Approval and shall take all lawful action to solicit the Parent 
Stockholder Approval. The Board of Directors of Parent shall recommend adoption of this Agreement by the 
stockholders of Parent to the effect set forth in Section 4.19. 

(c) The Company and Parent shall cause the Company Stockholders Meeting and the Parent Stockholders 
Meeting to be held on the same day. 

(d) Parent, as the sole stockholder of Merger Sub, shall take all action necessary to cause Merger Sub to 
adopt this Agreement prior to the Closing. 

SECTION 7.4 Filings; Reasonable Best Efforts. 

(a) Subject to the terms and conditions herein provided, each of the Company and Parent shall: 

(i) make its required filings under the HSR Act with respect to the transactions contemplated hereby, 
which filings shall be made as promptly as practicable after the date hereof and in any event not more 
than ten (10) business days from the date hereof (unless otherwise agreed to by the parties in writing), 
and thereafter shall promptly make any other required submissions under the HSR Act; 
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(ii) cooperate and use its reasonable best efforts to promptly prepare and file all necessary 
documentation to effect all necessary applications, notices, petitions, filings, tax ruling requests and other 
documents, and to use reasonable best efforts to obtain (and will cooperate with each other in obtaining) 
as promptly as practicable any consent, waiver, license, registration, acquiescence, permit, tax ruling, 
authorization, order or approval of, or any exemption or nonopposition by, any third party and/or any 
Governmental Entity necessary or advisable to be obtained or made by any party or any of their 
respective Subsidiaries in connection with the transactions contemplated hereby, including the Specified 
Consents. Each party shall have the right to review and approve in advance (such approvals not to be 
unreasonably withheld or delayed) all applications for approvals to be filed by the other party. Each party 
shall consult with the other with respect to the obtaining of all such necessary or advisable consents, 
waivers, licenses, registrations, acquiescences, permits, tax rulings, authorizations, orders or approvals of, 
or any exemptions or nonoppositions by, third parties and/or Governmental Entities, including the 
Specified Consents; 

(iii) promptly notify each other of any communication concerning this Agreement or the transactions 
contemplated hereby to that party from any Governmental Entity and permit the other party to review in 
advance any proposed communication concerning this Agreement or the transactions contemplated hereby 
to any Governmental Entity; 

(iv) not participate or agree to participate in any meeting or discussion with any Governmental 
Entity in respect of any filing, investigation or other inquiry concerning this Agreement or the transactions 
contemplated hereby unless it consults with the other party in advance and, to the extent permitted by 
such Governmental Entity, gives the other party the opportunity to attend and participate in such meeting 
or discussion; 

(v) furnish the other party with copies of all correspondence, filings and communications (and 
memoranda setting forth the substance thereof) between it and its affiliates and representatives on the one 
hand, and any Governmental Entity or members of any such Governmental Entity's staff on the other 
hand, with respect to this Agreement and the transactions contemplated hereby; 

(vi) furnish the other party with such necessary information and reasonable assistance as such other 
party and its affiliates may reasonably request in connection with their preparation of necessary filings, 
registrations or submissions of information to any Governmental Entity, including, if applicable, any 
filings necessary or appropriate under the provisions of the HSR Act; 

(vii) if applicable, "substantially comply" and certify substantial compliance with any request for 
additional information (also known as a "second request") issued pursuant to the HSR Act as soon as 
reasonably practicable following the issuance of the request for additional information; and 

(viii) if any objections are asserted with respect to the transactions contemplated hereby under any 
Applicable Law or if any Action is instituted by any Governmental Entity or any private party challenging 
any of the transactions contemplated hereby as violative of any Applicable Law, each of Parent and the 
Company shall use its reasonable best efforts to resolve any such objections or challenge as such 
Governmental Entity or private party may have to such transactions under such Applicable Law so as to 
permit consummation of the transactions contemplated by this Agreement. 

(b) Without limiting Section 7.4(a), but subject to Sectioll 7.4(c), the Company and Parent shall each use 
reasonable best efforts: 

(i) if applicable, to cause the expiration or termination of the applicable waiting period under the 
HSR Act; and 

(ii) to avoid the entry of, or to have vacated, terminated or modified, any Order that would restrain, 
prevent or delay the Closing. 

(c) Nothing in this Agreement shall require the Company or Parent to dispose of any of its assets or to 
limit its freedom of action with respect to any of its businesses, or to consent to any disposition of its assets or 
limits on its freedom of action with respect to any of its businesses, whether prior to or after the Effective 
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Time, or to commit or agree to any of the foregoing, to obtain any consents, approvals, permits or 
authorizations or to remove any impediments to the Merger relating to Antitrust Laws or to avoid the entry of, 
or to effect the dissolution of, any Order in any suit or proceeding relating to the HSR Act or other antitrust, 
competition, premerger notification or trade-regulation law, regulation or order ("Antitrust Laws"), other than 
such dispositions, limitations or consents, commitments or agreements that in each such case may be 
conditioned upon the consummation of the Merger and the transactions contemplated hereby and that in each 
such case, individually or in the aggregate, do not have and are not reasonably likely to have a Material 
Adverse Effect on Parent or the Surviving Corporation after the Merger; provided, however, that neither Parent 
nor the Company shall take or agree to any action required or permitted by this Section 7.4( c) without the 
prior written consent of the other party (which consent shall not be unreasonably withheld or delayed). 

(d) The Company, Parent and Merger Sub shall each use its reasonable best efforts to cause the Merger 
to qualify as a "reorganization" within the meaning of Section 368(a) of the Code and to obtain the tax 
opinion referred to in Section B.i(h). The Company, Parent and Merger Sub agree to file all tax Returns 
consistent with the treatment of the Merger as a "reorganization" within the meaning of Section 368(a) of the 
Code and in particular as a transaction described in Section 368(a)(2)(E) of the Code. This Agreement is 
intended to constitute a "plan of reorganization" within the meaning of Treasury 
Regulation Section l.368-2(g). 

SECTION 7.S Access to information and Employees: Site Inspection. 

(a) From the date of this Agreement to the Effective Time and subject to Applicable Law and the 
Confidentiality Agreement, each party shall (and shall cause its Subsidiaries to) afford to the officers, 
designated employees, attorneys, accountants, financial advisors and other representatives of the other party 
reasonable access during normal business hours to all its properties, books, contracts, commitments, records, 
files, business plans, systems and officers and, during such period, such party shall (and shall cause its 
Subsidiaries to) furnish promptly to the other party all other information concerning it and its business, 
properties and personnel as such other party may reasonably request. Notwithstanding the foregoing, neither 
party shall be required to provide any information (i) that it is prohibited by Applicable Laws from providing 
to the other party, (ii) that constitutes information protected by attorney/client privilege or (iii) that it is 
required to keep confidential by reason of contract or agreement with third parties. 

(b) From the date of this Agreement to the Effective Time, Parent may undertake or cause to be 
undertaken, environmental and operational assessments ("Assessments") of the Company's operations, 
business or properties. Assessments may include environmental investigations, audits, assessments, studies 
(including "Phase II" studies), testing and visual and physical inspections. The Company shall cooperate in 
good faith with Parent's (or its consultants') efforts to conduct Assessments. 

(c) Each party agrees that it shall not, and shall cause its representatives not to, use any information 
obtained pursuant to this Section 7.5 for any purpose unrelated to the consummation of the transactions 
contemplated by this Agreement. All non-public information obtained pursuant to this Section 7.5 shall be 
governed by the Confidentiality Agreement dated November 27, 2007 between the Company and Parent (the 
"Confidentiality Agreement"). 

SECTION 7.6 Publicity. Each of the Company and Parent will consult with each other before issuing 
any press release or similar public announcement pertaining to this Agreement or the transactions contem­
plated hereby and shall not issue any such press release or make any such public announcement without the 
prior consent of the other party, which consent shall not be unreasonably withheld, delayed or conditioned, 
except as may be required by Applicable Laws or by obligations pursuant to any listing agreement with any 
national securities exchange, in which case the party proposing to issue such press release or make such public 
announcement shall use its reasonable best efforts to consult in good faith with the other party before issuing 
any such press release or making any such public announcement. 

SECTION 7.7 Listing Application. Parent shall use reasonable best efforts to promptly prepare and 
submit to the NYSE a listing application covering the Share Issuance and shall use reasonable best efforts to 
obtain, prior to the Effective Time, approval for the Share Issuance. 
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SECTION 7.8 Letters of Accountants. 

(a) Parent shall use reasonable best efforts to cause to be delivered to the Company two "comfort" letters 
of Beard Miller Company LLP, Parent's independent registered public accounting firm, one dated approx­
imately the date on which the Form S-4 shall become effective and one dated the Closing Date, each 
addressed to the Company and Parent, in form reasonably satisfactory to the Company and customary in scope 
and substance for "comfort" letters delivered by independent registered public accounting firms in connection 
with registration statements similar to the Form S-4. 

(b) The Company shall use reasonable best efforts to cause to be delivered to Parent two "comfort" 
letters of BDO Seidman, LLP, the Company's independent registered public accounting firm, one dated 
approximately the date on which the Form S-4 shall become effective and one dated the Closing Date, each 
addressed to Parent and the Company, in form reasonably satisfactory to Parent and customary in scope and 
substance for "comfort" letters delivered by independent registered public accounting firms in connection with 
registration statements similar to the Form S-4. 

SECTION 7.9 Expenses. Whether or not the Merger is consummated, all Expenses incurred in connec­
tion with this Agreement and the transactions contemplated hereby shall be paid by the party incurring such 
Expenses, except that (i) Parent and the Company shall share equally the filing fees required under or in 
connection with the HSR Act, (li) Parent and the Company shall share equally the printing and mailing costs 
incurred in connection with mailing the Joint Proxy StatementJProspectus to the respective stockholders of 
Parent and the Company, (iii) if the Merger is consummated, the Surviving Corporation or its relevant 
Subsidiary shall pay, or cause to be paid, any and all property or transfer taxes imposed on the Company or its 
Subsidiaries, and (iv) as otherwise agreed in writing by the parties. "Expenses" includes all out-of-pocket 
expenses (including all fees and expenses of counsel, accountants, investment bankers, experts and consultants 
to a party hereto and its affiliates) incurred by a party or on its behalf in connection with or related to the 
authorization, preparation, negotiation, execution and performance of this Agreement and the transactions 
contemplated hereby, including the preparation and filing of the Form S-4, the preparation, filing, printing and 
mailing of the Joint Proxy StatementJProspectus, the solicitation of stockholder approvals, the filings made 
andlor other actions taken in connection with the Specified Consents andlor third-party consents and all other 
matters related to the transactions contemplated hereby. 

SECTION 7.10 Dividends. After the date of this Agreement, each of Parent and the Company shall 
coordinate with the other the payment of dividends with respect to the Parent Common Stock and Company 
Common Stock and the record dates and payment dates relating thereto, it being the intention of the parties 
that holders of Parent Common Stock and Company Common Stock shall not receive two dividends, or fail to 
receive one dividend, for any single calendar quarter with respect to their shares of Parent Common Stock 
andlor Company Common Stock or any shares of Parent Common Stock that any such holder receives in 
exchange for such shares of Company Common Stock in the Merger. 

SECTION 7.11 Indemnification and Insurance. 

(a) For six years after the Effective Time, the Surviving Corporation shall indemnify and hold harmless 
and advance expenses to, to the full extent permitted by law as of the date of this Agreement, the individuals 
who at or prior to the Effective Time were present and former officers and directors of the Company or its 
Subsidiaries with respect to all acts or omissions by them in their capacities as such or taken at the request of 
the Company at any time prior to the Effective Time. The Surviving Corporation will honor all indemnification 
agreements, expense advancement and eXCUlpation provisions with the individuals who at or prior to the 
Effective Time were officers and directors of the Company or its Subsidiaries (including under the Company's 
articles of incorporation or by-laws) in effect as of the date hereof in accordance with the terms thereof. All 
such indemnification agreements are listed on Section 7.II(a) of the Company Disclosure Schedule and the 
Company has provided to Parent true and accurate copies of all such indemnification agreements. 

(b) For a period of six years after the Effective Time and with respect to claims arising from facts or 
events that occurred before the Effective Time, the Surviving Corporation shall cause to be maintained 
officers' and directors' liability insurance covering all former and present officers and directors of the 
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Company who are, or at any time prior to the Effective Time were, covered by the Company's existing 
officers' and directors' liability insurance policies on terms substantially no less advantageous to such persons 
than such existing insurance, provided that the Surviving Corporation shall not be required to pay annual 
premiums in excess of 200% of the last annual premium paid by the Company prior to the date of this 
Agreement (the amount of which premium is set forth in Section 7.1l(b) of the Company Disclosure 
Schedule), but in such case shall purchase as much coverage as reasonably practicable for such amount. 

SECTION 7.12 Antitakeover Statutes. If any Takeover Statute is or may become applicable to the 
transactions contemplated hereby, each of the parties and the members of its Board of Directors shall grant 
such approvals and take such actions as are necessary so that the transactions contemplated by this Agreement 
may be consummated as promptly as practicable on the terms contemplated hereby and otherwise use its 
commercially reasonable efforts to act to eliminate or minimize the effects of any Takeover Statute on any of 
the transactions contemplated by this Agreement. 

SECTION 7.13 Section 16 Matters. Prior to the Closing, Parent and the Company, and their respective 
Boards of Directors or committees thereof, shall use their reasonable best efforts to take all actions to cause 
any dispositions of Company Common Stock (including derivative securities with respect to Company 
Common Stock) or acquisitions of Parent Common Stock (including derivative securities with respect to Parent 
Common Stock) resulting from the transactions contemplated by Article 1 or Article 2 of this Agreement by 
each individual who is subject to the reporting requirements of Section 16(a) of the Exchange Act with respect 
to the Company, to be exempt under Rule 16b-3 promulgated under the Exchange Act, such actions to be 
taken in accordance with the terms and conditions set forth in no-action letters issued by the SEC in similar 
transactions. 

SECTION 7.14 Tax Treatment. Parent and the Company intend the Merger to qualify as a reorganization 
under Section 368(a) of the Code. Each of Parent and the Company and each of their respective affiliates shall 
use their reasonable best efforts to cause the Merger to so qualify and to obtain the tax opinion referred to in 
Section B.l(h). For purposes of the tax opinion described in Section B.l(h), each of Parent and the Company 
shall use their reasonable best efforts to provide the representation letters described in Section B.l(h). 

SECTION 7.15 Notification. The Company shall give prompt notice to Parent (i) in the event it receives 
or becomes awate of any complaint, charge or grievance against it or any of its Subsidiaries of any unfair 
labor practice, (ii) of the commencement of any organizational efforts as to which the Company obtains 
knowledge with respect to the formation of a collective bargaining unit or any threat thereof, and (iii) of any 
fact, event or circumstance as to which the Company obtains knowledge that would result in a failure of a 
condition set forth in Section B.3(a), Section B.3(b) or Section 8.3(c). Parent shall give prompt notice to the 
Company of any fact, event or circumstance as to which Parent obtains knowledge that would result in a 
failure of a condition set forth in Section B.2(a) or Section B.2(b); provided, however, that the delivery of any 
notice pursuant to this Section 7.15 shall not (i) affect the representations, warranties, covenants or agreements 
of the parties or the conditions to the obligations of the parties under this Agreement or (ii) limit or otherwise 
affect the remedies available hereunder to any of the parties sending or receiving such notice. 

SECTION 7.16 Employee Matters. 

(a) The Company and Parent agree that all employees of the Company and its Subsidiaries immediately 
prior to the Effective Time shall be employed by the Surviving Corporation immediately after the Effective 
Time. it being understood that Parent and the Surviving Corporation shall, except as required by Applicable 
Law, have no obligation to continue employing such employees for any length of time thereafter except 
pursuant to any applicable employment agreements. Parent shall deem, and shall cause the Surviving 
Corporation to deem, the period of employment with the Company and its Subsidiaries (and with predecessor 
employers with respect to which the Company and its Subsidiaries shall have granted service credit) to have 
been employment and service with Parent and the Surviving Corporation for benefit plan eligibility and vesting 
purposes (but not for purposes of benefit accruals or benefit computations) for all of Parent's and the Surviving 
Corporation's employee benefit plans, programs, policies or arrangements to the extent service with Parent or 
the Surviving Corporation is recognized under any such plan, program, policy or arrangement. The provisions 
of this Section 7.16 are solely for the benefit of the parties to this Agreement, and no employee or former 
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employee of the Company or any of its Subsidiaries or any other individual associated therewith shall be 
regarded for any purpose as a third party beneficiary of this Agreement as a result of this Section 7.16. 

(b) Parent shall keep in full force and effect all Company Benefit Plans (as modified pursuant to 
Section 7.16(c) for a period of at least one year from the Closing Date for all employees and former 
employees of the Company at the Effective Time; provided, however, that solely with respect to employees of 
the Company who are members of a labor union or collective bargaining unit and in connection with any 
agreement or amendment or renewal thereto entered into by Parent or any of its Subsidiaries and a collective 
bargaining unit or labor union of the Company, Parent reserves the right to modify or terminate any Company 
Benefit Plan prior to such one-year anniversary date. After such one-year anniversary date, participation of the 
employees and former employees of the Company in the Company Benefit Plans may continue until such time 
as it is reasonably practicable to transfer the participation of such employees and former employees to Parent 
Benefit Plans, if any, taking into consideration any applicable collective bargaining agreement obligations and 
contractual arrangements with insurers or other benefit plan providers. Under any medical and dental plans 
covering any employee or former employee of the Company, there shall be waived, and Parent or the 
Surviving Corporation shall cause the relevant insurance carriers and other third parties to waive, all 
restrictions and limitations for any medical condition existing as of the Effective Time of any of such 
employees and their eligible dependents for the purpose of any such plans, provided such persons had the 
requisite "creditable" service prior to the Effective Time, but only to the extent that such condition would be 
covered by the relevant Company Benefit Plan if it were not a pre-existing condition and only to the extent of 
comparable coverage in effect immediately prior to the Effective Time. 

(c) Prior to the Effective Time, the Company shall cause (i) its Pension Plan to be modified as set forth 
in Exhibit 7.16(c) hereto and (ii) its Employee Stock Purchase Plan not to be renewed for the period 
commencing on July 1, 2009, except, in the case of clause (ii), to the extent such action is prohibited or 
limited by (A) Applicable Law, (B) any existing contract between the Company and any labor union or 
collective bargaining unit or (C) any existing Employee Benefit Plan. 

SECTION 7.17 Director Resignations. On the Closing Date, the Company shall cause to be delivered to 
Parent dilly executed resignations, effective as of the Effective Time, of all members of the respective Boards 
of Directors of the Company and its Subsidiaries and shall take such other action as is necessary to accomplish 
the foregoing. 

SK'TION 7.18 Parent Board of Directors. Parent shall take all corporate action necessary to cause the 
election or appointment to its Board of Directors, effective upon or immediately after the Closing, of two 
members of the Company's Board of Directors, who shall be designated by Parent and disclosed to the 
Company at least fifteen (15) days in advance of the Closing. 

SECTION 7.19 Parent Stock Repurchase. Notwithstanding anything in this Agreement, prior to the 
Closing Date, Parent or one or more of its affiliates may acquire, without limitation, shares of Parent Common 
Stock through open market transactions, block trades or other means. 

SECTION 7.20 Redemption of Company Preferred Stock. Prior to the Effective Time, the Company shall 
redeem all outstanding shares of Company Preferred Stock at a redemption price equal to the amounts then 
required to be paid upon redemption of the applicable series of Company Preferred Stock pursuant to the 
terms of such series, together with all dividends accrued and unpaid to the date of such redemption. 

ARTICLE 8 

CONDITIONS 

SECTION 8.1 Conditions to Each Party's Obligation to Effect the Merger. The respective obligation of 
each party to effect the Merger shall be subject to the fulfillment or waiver by each of the parties to this 
Agreement (subject to Applicable Laws) on or prior to the Closing Date of the following conditions: 

(a) Stockholder Approval. The Parent Stockholder Approval and the Company Stockholder 
Approval shall have been obtained. 
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(b) HSR Act. If applicable, any waiting period (or extension thereof) applicable to the consumma­
tion of the Merger under the HSR Act shall have expired or been tenninated. 

(c) No Illegality or Prohibition. No Applicable Law shall have been adopted or promulgated, and 
no Order issued by a court or other Governmental Entity of competent jurisdiction shall be in effect, 
having the effect of making the Merger illegal or otherwise prohibiting consummation of the Merger. 

(d) Governmental Actions. There shall not have been instituted and continuing or pending any 
Action by any Governmental Entity of competent jurisdiction seeking to make the Merger illegal or 
otherwise prohibiting consummation of the Merger. 

(e) Effectiveness of Form S-4. The Form S-4 shall have been declared effective by the SEC under 
the Securities Act. No stop order suspending the effectiveness of the Form S-4 shall be in effect and no 
proceedings for that purpose shall have been initiated or threatened by the SEC. 

(f) NYSE Listing. The NYSE Approval (in the form of an official notice of issuance) shall have 
been obtained. 

(g) Other Consents. To the extent applicable to the consummation of the Merger, the Utility 
Approvals shall have been obtained. 

(h) Tax Opinion. The Company and Parent shall have received from Baker & Hostetler LLP, 
counsel to Parent, on the Closing Date, a written opinion dated as of the Closing Date in form and 
substance satisfactory to the Company and Parent to the effect that the Merger will constitute a 
reorganization pursuant to Section 368 of the Code and certain tax consequences will result therefrom. In 
connection with rendering such opinion, Parent and the Company shall provide representation letters to 
such counsel to Parent in form and substance as such counsel to Parent deems reasonably necessary and 
such counsel to Parent shall be entitled to rely upon such representation letters provided by Parent and 
the Company. 

SECfION 8.2 Additional Conditions to Obligation of the Company to Effect the Merger. The obligation 
of the Company to effect the Merger shall be subject to the fulfillment (or waiver by the Company) on or 
prior to the Closing Date of the following conditions: 

(a) Representations and Warranties. Each of the representations and warranties of Parent and 
Merger Sub contained in this Agreement shall be true and correct in all respects as of the date of this 
Agreement and the Closing Date (except to the extent such representations and warranties expressly relate 
to an earlier date, in which case as of such earlier date, and except as such representations and warranties 
are affected by actions explicitly permitted by this Agreement), except where the failure of the 
representations and warranties to be true and correct, individually or in the aggregate, has not had and is 
not reasonably likely to have a Parent Material Adverse Effect (other than representations and warranties 
qualified by Parent Material Adverse Effect or materiality, which shall be true and correct in all respects), 
and the Company shall have received a certificate of each of Parent and Merger Sub, executed on its 
behalf by its chief executive officer, president or chief financial officer, dated the Closing Date, to such 
effect. 

(b) Performance of Obligations of Parent. All of the agreements and covenants required to be 
performed or complied with by Parent under this Agreement at or prior to the Closing Date that are 
qualified as to Material Adverse Effect or materiality shall have been performed or complied with in all 
respects and all other agreements and covenants required to be performed or complied with by Parent 
under this Agreement at or prior to the Closing Date that are not so qualified shall have been performed 
or complied with in all material respects, and the Company shall have received a certificate of Parent, 
executed on its behalf by its chief executive officer, president or chief financial officer, dated the Closing 
Date, to such effect. 

(c) No Parent Material Adverse Effect. At any time after the date of this Agreement, there shall 
not have occurred any change, event, occurrence, state of facts or development that individually or in the 
aggregate has had or is reasonably likely to have a Parent Material Adverse Effect. 
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SECTION 8.3 Additional Conditions to Obligation of Parent and Merger Sub to Effect the Merger. The 
obligations of Parent and Merger Sub to effect the Merger shall be subject to the fulfillment (or waiver by 
Parent) on or prior to the Closing Date of the following conditions: 

(a) Representations and Warranties. Each of the representations and warranties of the Company 
contained in this Agreement shall be true and correct in all respects as of the date of this Agreement and 
the Closing Date (except to the extent such representations and warranties expressly relate to an earlier 
date, in which case as of such earlier date, and except as such representations and warranties are affected 
by actions explicitly permitted by this Agreement), except where the failure of the representations and 
warranties to be true and correct, individually or in the aggregate, has not had and is not reasonably likely 
to have a Company Material Adverse Effect (other than representations and warranties qualified by 
Company Material Adverse Effect or materiality, which shall be true and correct in all respects), and 
Parent shall have received a certificate of the Company, executed on its behalf by its chief executive 
officer, president or chief financial officer, dated the Closing Date, to such effect. 

(b) Peiformance of Obligations of the Company. All of the agreements and covenants required to 
be perfonned or complied with by the Company under this Agreement at or prior to the Closing Date that 
are qualified as to Material Adverse Effect or materiality shall have been perfonned or complied with in 
all respects and all other agreements and covenants required to be perfonned or complied with by the 
Company under this Agreement at or prior to the Closing Date that are not so qualified shall have been 
perfonned or complied with in all material respects, and Parent shall have received a certificate of the 
Company, executed on its behalf by its chief executive officer, president or chief financial officer, dated 
the Closing Date, to such effect. 

(c) Employee Matters. Notwithstanding Section 8.3(b), the Company shall have perfonned in all 
respects all agreements and covenants required to be perfonned by it under Section 7.l6(c). 

(d) No Company Material Adverse Effect. At any time after the date of this Agreement, there shall 
not have occurred any change, event, occurrence, state of facts or development that individually or in the 
aggregate has had or is reasonably likely to have a Company Material Adverse Effect. 

ARTICLE 9 

TERMINATION 

SECTION 9.1 Termination by Mutual Consent. This Agreement may be terminated, and the Merger may 
be abandoned, at any time prior to the Effective Time, whether before or after Parent Stockholder Approval or 
the Company Stockholder Approval has been obtained, by the mutual written consent of Parent and the 
Company, through action of their respective Boards of Directors. 

SECTION 9.2 Termination by the Company or Parent. This Agreement may be terminated at any time 
prior to the Effective Time, whether before or after Parent Stockholder Approval or the Company Stockholder 
Approval has been obtained, by action of the Board of Directors of the Company or Parent if: 

(a) the Merger shall not have been consummated by January 31, 2010 (the "Termination Date," 
which term shall include the date of any extension under this Section 9.2(a); provided, however, that if 
on the Termination Date the condition.s to Closing set forth in Section B.l(b) or 8.l(g) shall not have been 
fulfilled but all other conditions to Closing shall or shall be capable of being fulfilled, then the 
Termination Date shall be automatically extended to March 31, 2010; and provided, further, that the right 
to terminate this Agreement pursuant to this clause (a) shall not be available to any party whose failure to 
perform or observe in any material respect any of its obligations under this Agreement in any manner 
shall have been the cause of, or resulted in, the failure of the Merger to occur on or before such date; 

(b) the Parent Stockholders Meeting shall have been held and the Parent Stockholder Approval shall 
not have been obtained upon a vote taken thereon; 
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(c) the Company Stockholders Meeting shall have been held and the Company Stockholder Approval 
shall not have been obtained upon a vote taken thereon; or 

(d) a Governmental Entity shall have issued an Order or taken any other action permanently 
restraining, enjoining or otherwise prohibiting the transactions contemplated by this Agreement and such 
Order or other action shall have become final and nonappealable; provided, however, that the party 
seeking to terminate this Agreement pursuant to this clause (d) shall have fulfilled its obligations under 
Section 7.4 and, with respect to other matters not covered by Section 7.4, shall have used its reasonable 
best efforts to remove such Order. 

SECTION 9.3 Termination by Parent. This Agreement may be terminated at any time prior to the 
Effective Time by action of the Board of Directors of Parent if: 

(a) The Company shall have breached any representation or warranty or failed to perform any covenant 
or agreement set forth in this Agreement or any representation or warranty of the Company shall have become 
untrue, in any case such that the conditions set forth in Section 8.3(a) or 8.3(b) would not be satisfied 
(assuming for purposes of this Section 9.3(a) that the references in Section 8.3(a) and 8.3(b) to "Closing Date" 
mean the date of termination pursuant to this Section 9.3(a), and such breach shall not be curable, or, if 
curable, shall not have been cured within 45 days after the date that written notice of such breach is given to 
Parent by the Company or, in the event such breach is discovered by Parent, within 45 days after the date 
written notice of such breach is given to the Company by Parent; provided, however, that Parent may not 
terminate this Agreement under this Section 9.3(a) if it is then in breach of any representation, warranty, 
covenant or agreement set forth in this Agreement such that the Company would then be entitled to terminate 
this Agreement under Section 9.4(a) (without giving effect to the proviso in Section 9.4(a); 

(b) a Company Adverse Recommendation Change shall have occurred; or 

(c) there shall have occurred a Company Material Adverse Effect. 

SECTION 9.4 Termination by the Company. This Agreement may be terminated at any time prior to the 
Effective Time by action of the Board of Directors of the Company if: 

(a) Parent or Merger Sub shall have breached any representation or warranty or failed to perform 
any covenant or agreement set forth in this Agreement or any representation or warranty of Parent or 
Merger Sub shall have become untrue, in any case such that the conditions set forth in Section 8.2(a) or 
8.2(b) would not be satisfied (assuming for purposes ofthis Section 9.4(a) that the references in 
Section 8.2(a) and 8.2(b) to "Closing Date" mean the date of termination pursuant to this Section 9.4(a), 
and such breach shall not be curable, or, if curable, shall not have been cured within 45 days after the 
date written notice of such breach is given to the Company by Parent or, in the event such breach is 
discovered by the Company, within 45 days after the date written notice of such breach is given to Parent 
by the Company; provided, however, that the Company may not terminate this Agreement under this 
Section 9.4(a) if it is then in breach of any representation, warranty, covenant or agreement set forth in 
this Agreement such that Parent would then be entitled to terminate this Agreement under Section 9.3(a) 
(without giving effect to the proviso in Section 9.3(a); 

(b) (i) The Board of Directors of the Company authorizes the Company, following a determination 
by the Board of Directors in good faith (after consultation with outside counsel) that the failure to do so 
would be reasonably likely to be inconsistent with its fiduciary duties to the stockholders of the Company 
under Applicable Law, to enter into a binding written agreement concerning a transaction that constitutes 
a Company Superior Proposal, (ii) the Company notifies Parent in writing that it intends to enter into 
such an agreement, and (iii) Parent does not make, within three business days of receipt of the Company's 
written notification of its intention to enter into a binding agreement for such Company Superior 
Proposal, an offer that the Board of Directors of the Company determines, in good faith after consultation 
with a financial advisor of nationally recognized reputation and its outside legal counsel, is at least as 
favorable to the Company's stockholders as such Company Superior Proposal, it being understood that 
the Company shall not enter into any such binding agreement during such three business-day period; or 
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(c) there shall have occurred a Parent Material Adverse Effect. 

SECTION 9.5 Effect of Termination. 

(a) In the event that this Agreement is terminated (i) by Parent pursuant to Section 9.3(b), and no Parent 
Material Adverse Effect shall have occurred after the date of this Agreement and be continuing at the time of 
the Company Adverse Recommendation Change giving rise to the termination by Parent, or (ii) by the 
Company pursuant to Section 9.4(b), then the Company shall pay Parent a fee equal to $3,400,000 (the 
"Termination Fee") on the fIrst business day following the date of termination of this Agreement. In the 
event that (A) after the date of this Agreement, a Company Takeover Proposal is publicly made to the 
Company or is publicly made directly to the stockholders of the Company generally or any person publicly 
announces an intention (whether or not conditional) to make a Company Takeover Proposal and (B) this 
Agreement is terminated by either the Company or Parent pursuant to Section 9.2(a) or 9.2(c), and within 
365 days of such termination the Company or any of its Subsidiaries enters into any defInitive agreement with 
respect to, or consummates, any Company Takeover Proposal, then the Company shall pay Parent the 
Termination Fee on the earlier of the date the Company or its Subsidiary enters into such agreement with 
respect to such Company Takeover Proposal and the date such Company Takeover Proposal is consummated. 
The Company acknowledges and agrees that (x) the agreements contained in this Section 9.5(a) are an integral 
part of the transactions contemplated by this Agreement, (y) constitute liquidated damages and not a penalty 
and (z) without these agreements, the other parties would not enter into this Agreement; accordingly, if the 
Company fails promptly to pay any amount due pursuant to this Section 9.5(a), and, in order to obtain such 
payment, Parent commences a suit that results in a judgment for a fee payable pursuant to this Section 9.5(a), 
the Company shall also reimburse Parent's costs and expenses (including attorneys' fees and expenses) in 
connection with such suit, together with interest on the amount of such fee from the date such payment was 
required to be made until the date of payment at the prime rate of PNC Bank, Delaware in effect on the date 
such payment was required to be made. Any payment to be made under this Section 9.5(a) shall be made by 
wire transfer of same-day funds. 

(b) In the event of termination of this Agreement pursuant to this Article 9, all obligations of the parties 
hereunder shall terminate, except the obligations of the parties pursuant to this Section 9.5, Sections 7.5(c) 
and 7.9 and except for the provisions of Sections 10.2, 10.3, 10.4, 10.6, 10.8, 10.9, 10.10, 10.11, 10.12 and 
10.13, provided that nothing herein shall relieve any party from any liability for any breach by such party of 
any of its representations, warranties, covenants or agreements set forth in this Agreement and all rights and 
remedies of the nonbreaching party under this Agreement, at law or in equity, shall be preserved. 

(c) The ConfIdentiality Agreement shall survive any termination of this Agreement, and the provisions of 
such ConfIdentiality Agreement shall apply to all information and material delivered by any party hereunder. 

(d) In the event of termination of this Agreement pursuant to this Article 9, for a period of one year 
following the date of such termination, neither the Company nor Parent or any of their respective Subsidiaries 
will hire, or solicit for hire or employment, directly or indirectly, any officer or employee of the other party or 
any of its Subsidiaries or any person who at the time of proposed hire had been an officer or employee of the 
other party or any of its Subsidiaries within the previous six months. For the purposes of this provision, 
"solicitation" shall not include solicitation of any non-officer employee who is solicited by advertising in a 
newspaper or periodical of general circulation or who on his or her own initiative seeks employment with the 
Company or Parent or any of their respective Subsidiaries, as the case may be. 

(e) In the event of termination of this Agreement pursuant to this Article 9, for a period of one year 
following the date of such termination, without the prior written consent of the Company's or Parent's Board 
of Directors, as the case may be, neither Parent nor the Company will directly or indirectly (nor will either of 
them assist or encourage directly or indirectly others to): (i) acquire or agree, offer, seek or propose to acquire, 
or cause to be acquired, directly or indirectly, by purchase or otherwise, ownership of any voting securities or 
rights to acquire any voting securities of the other, or any of the assets or businesses of the other or any 
subsidiary or division thereof or any bank debt, claims or other obligations of the other or any rights to acquire 
such ownership (including from a third party); (ii) seek or propose to influence or control the management or 
policies of the other or to obtain representation on the other's Board of Directors, or solicit, or participate in 
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the solicitation of, any proxies of the other's stockholders, or make any public announcement with respect to 
any of the foregoing; (iii) make any public announcement with respect to, or submit a proposal for, or offer of 
(with or without conditions) any extraordinary transaction involving the other or its securities or assets; or 
(iv) enter into any discussions, negotiations, arrangements or understandings with any third party with respect 
to any of the foregoing, or otherwise form, join or in any way participate in a "group" (as defined in the 
Exchange Act) in connection with any of the foregoing. Each party will promptly advise the other of any 
inquiry or proposal made to it with respect to any of the foregoing. Notwithstanding the foregoing, (A) either 
party shall be permitted to commence a non-coercive tender offer for the other's common stock at a price 
higher than that contemplated by any other then-existing merger agreement to which the other is a party; and 
(B) either party may comment on any merger negotiation process or other matter relating to or involving the 
merger or takeover of the other party in order to correct material misstatements or omissions made by the 
other party or its advisors. 

SECTION 9.6 Extension; Waiver. At any time prior to the Effective Time, each party may by action 
taken by its Board of Directors, to the extent legally allowed, (i) extend the time for the performance of any of 
the obligations or other acts of the other parties, (ii) waive any inaccuracies in the representations and 
warranties made to such party contained herein or in any document delivered pursuant hereto and (iii) waive 
compliance with any of the agreements or conditions for the benefit of such party contained herein. Any 
agreement on the part of a party to any such extension or waiver shall be valid only if set forth in an 
instrument in writing signed on behalf of such party. 

ARTICLE 10 

GENERAL PROVISIONS 

SECTION 10.1 Nonsurvival of Representations, Warranties and Agreements. None of the representations, 
warranties, covenants and other agreements in this Agreement or in any instrument delivered pursuant to this 
Agreement, including any rights arising out of any breach of such representations, warranties, covenants and 
other agreements, shall survive the Effective Time, except for those covenants and agreements contained 
herein and therein that by their terms apply or are to be performed in whole or in part after the Effective Time 
and this Article 10. 

SECTION 10.2 Notices. Except as otherwise provided herein, any notice required to be given hereunder 
shall be sufficient if in writing and sent by facsimile transmission, courier service (with proof of service) or 
hand delivery, addressed as follows: 

if to Parent or Merger Sub, at: 

Chesapeak Utilities Corporation 

909 Silver Lake Boulevard 

Dover, DE 19904 

Attention: John Schimkaitis 

Facsimile No.: 302-734-6750 


with a copy, which shall not constitute notice for purposes hereof, to: 

Baker & Hostetler LLP 

SunTrust Center, Suite 2300 

200 South Orange Avenue 

Orlando, FL 32801-3432 

Attention: Jeffrey Decker, Esq. 

Facsimile No.: 407-841-0168 
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if to the Company, at: 

Florida Public Utilities Company 
401 South Dixie Highway 
West Palm Beach, Florida 33401 
Attention: John T. English 
Facsimile No.: 561-833-0151 

with a copy, which shall not constitute notice for purposes hereof, to: 

Bryan Cave LLP 
700 13th Street, N.W. Suite 700 
Washington, DC 20005 
Attention: LaDawn Naegle, Esq. 
Facsimile No.: 202-508-6200 

or to such other address as any party shall specify by written notice so given, and such notice shall be deemed 
to have been delivered as of the date so telecommunicated or delivered. 

SECTION 10.3 Assignment; Binding Effect; Benefit. Neither this Agreement nor any of the rights, 
interests or obligations hereunder shall be assigned by any of the parties, in whole or in part (whether by 
operation of law or otherwise), without the prior written consent of the other parties, and any attempt to make 
any such assignment without such consent shall be null and void. Subject to the preceding sentence, this 
Agreement shall be binding upon and shall inure to the benefit of and be enforceable by the parties and their 
respective successors and assigns. Notwithstanding anything contained in this Agreement to the contrary, 
except for the provisions of Section 7.11, nothing in this Agreement, expressed or implied, is intended to or 
shall confer any rights, remedies, obligations or liabilities upon any person other than the parties and their 
respective successors and pennitted assigns. 

SECTION 10.4 Entire Agreement. This Agreement, the Exhibits to this Agreement, the Parent Disclosure 
Schedule, the Company Disclosure Schedule and the Confidentiality Agreement constitute the entire agreement 
among the parties with respect to the subject matter hereof and supersede all prior agreements and 
understandings, both written and oral, among the parties with respect thereto. 

SECTION 10.5 Amendments. This Agreement may be amended by the parties, by action taken or 
authorized by their Boards of Directors, at any time before or after obtaining the Company Stockholder 
Approval or the Parent Stockholder Approval, but after any such stockholder approval, no amendment shall be 
made which by law requires the further approval of stockholders without obtaining such further approval. To 
be effective, any amendment or modification hereto must be in a written document each party has executed 
and delivered to the other parties. 

SECTION 10.6 Governing Law. This Agreement and the rights and obligations of the parties shall be 
governed by and construed and enforced in accordance with the laws of the State of Florida without regard to 
the conflicts of law provisions thereof that would cause the laws of any other jurisdiction to apply. 

SECTION 10.7 Counterparts. This Agreement may be executed by the parties in separate counterparts, 
all of which shall constitute one and the same agreement and shall become effective when one or more 
counterparts have been signed by each of the parties and delivered to the other parties, it being understood that 
all parties need not sign the same counterpart. 

SECTION 10.8 Headings. Headings of the Articles and Sections of this Agreement are for the 
convenience of the parties only and shall be given no substantive or interpretative effect whatsoever. 

SECTION 10.9 Interpretation; Certain Definitions. 

(a) When a reference is made in this Agreement to Sections, Exhibits or Disclosure Schedules, such 
reference shall be to a Section of or Exhibit or Disclosure Schedule to this Agreement unless otherwise 
indicated. 
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(b) Unless the context otherwise requires, words describing the singular number shall include the plural 
and vice versa, words denoting any gender shall include all genders, and words denoting natural persons shall 
include corporations, limited liability companies and partnerships and vice versa. 

(c) Whenever the words "include," "includes" or "including" are used in this Agreement, they shall be 
deemed to be followed by the words "without limitation." 

(d) The words "stockholder" or "stockholders" shall be deemed to include the words "shareholder" or 
"shareholders" and vice versa and the word "stock" shall be deemed to include the word "share" or "shares" 
and vice versa. 

(e) The phrase "to the knowledge of" and similar phrases relating to knowledge of Parent or the 
Company, as the case may be, shall mean with respect to Parent, the actual knowledge of John R. Schirnkaitis, 
Michael P. McMasters and Beth W. Cooper, and with respect to the Company, the actual knowledge of John T. 
English, Charles L. Stein and George M. Bachman. 

(t) "Material Adverse Effect" means, with respect to any party, any change, effect, event, occurrence, 
state of facts or development that individually or in the aggregate has a material adverse effect on or 
constitutes a material adverse change in (i) the ability of the party to consummate the transactions 
contemplated by this Agreement or fulfill the conditions to Closing or (ii) the business, assets, financial 
condition or results of operations of such party and its Subsidiaries, taken as a whole, except with respect to 
clause (ii) any such change or effect that arises or results from (A) changes that affect the United States 
economy in general and that do not disproportionately affect such party in any material respect, (B) changes in 
the credit, debt, financial or capital markets, including changes in interest or exchange rates, in each case in 
the United States or elsewhere in the world and in each case that do not disproporti(;mately affect such party in 
any material respect, (C) changes in law, (D) changes that affect generally the industries in which such party 
operates and that do not disproportionately affect such party in any material respect, (E) changes in GAAP, 
(F) acts of war or terrorism, (G) the negotiation, execution, announcement or performance of this Agreement, 
including the impact thereof on relationships, contractual or otherwise, with customers, suppliers, distributors, 
partners, financing sources, employees, revenue and profitability, (H) earthquakes, hurricanes, tornados or other 
natural disasters, (I) any action taken by the Company or its Subsidiaries or by the Parent or its Subsidiaries as 
expressly contemplated by this Agreement or with Parent's or the Company's, as the case may be, written 
consent or at Parent's or the Company's, as the case may be, written request, (J) any decline in and of itself in 
the market price, or change in trading volume, of the capital stock of the Company or Parent, (K) the 
suspension of trading generally on the AMEX or the NYSE, or (L) any shareholder or derivative litigation 
arising from allegations of a breach of fiduciary duty or other violation of Applicable Law relating to this 
Agreement or the transactions contemplated hereby. All references to a Parent Material Adverse Effect 
contained in this Agreement shall be deemed to refer solely to Parent and its Subsidiaries without including its 
ownership of the Company and its Subsidiaries after the Merger, unless otherwise specified. 

(g) The term "Subsidiary," when used with respect to any party, means any (i) corporation or other 
organization (including a limited liability company or a partnership), whether incorporated or unincorporated, 
of which such party directly or indirectly owns or controls at least 50% of the securities or other interests 
having by their terms ordinary voting power to elect at least 50% of the board of directors or others 
performing similar functions with respect to such corporation or (ii) other organization or any organization of 
which such party directly or indirectly is, or owns or controls, a general partner or managing member. 

(h) For purposes of this Agreement, ''tax'' or ''taxes'' means all net income, gross income, gross receipts, 
sales, use, ad valorem, transfer, accumulated earnings, personal holding company, excess profits, franchise, 
profits, license, withholding. payroll, employment, excise, severance, stamp, occupation, premium, property, 
disability, capital stock or windfall profits taxes, customs duties or other taxes, fees, assessments or 
governmental charges of any kind whatsoever, together with any interest and any penalties, additions to tax or 
additional amounts imposed by any taxing authority. 

(i) As used in this Agreement, the term "Permitted Liens" shall mean Liens for taxes not yet due and 
payable; statutory Liens of lessors; Liens of carriers, warehousemen, repairmen, mechanics and materialmen 
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arising by operation of law in the ordinary course of business; Liens incurred in the ordinary course of 
business that secure obligations not yet due and payable; Liens securing indebtedness of the Company and its 
Subsidiaries or Parent and its Subsidiaries outstanding or incurred in accordance with Section 6.1 or 6.2. 

(j) All parties will be considered drafters of this Agreement and accordingly any ambiguity shall not be 
construed against any particular party. 

SECTION 10.10 Waivers. Except as provided in this Agreement, no action taken pursuant to this 
Agreement. including any investigation by or on behalf of any party, or delay or omission in the exercise of 
any right, power or remedy accruing to any party as a result of any breach or default hereunder by any other 
party shall be deemed to impair any such right, power or remedy, nor will it be deemed to constitute a waiver 
by the party taking such action of compliance with any representations, warranties, covenants or agreements 
contained in this Agreement. The waiver by any party of a breach of any provision hereunder shall not operate 
or be construed as a waiver of any prior or subsequent breach of the same or any other provision hereunder. 

SECTION 10.11 Incorporation of Disclosure Schedules and Exhibits. The Parent Disclosure Schedule, 
the Company Disclosure Schedule and all Exhibits attached hereto and referred to herein are hereby 
incorporated herein and made a part hereof for all purposes as if fully set forth herein. 

SECTION 10.12 Severability. If any provision of this Agreement is invalid, illegal or unenforceable, that 
provision will, to the extent possible, be modified in such a manner as to be valid, legal and enforceable but 
so as to retain most nearly the intent of the parties as expressed herdn, and if such a modification is not 
possible, that provision will be severed from this Agreement, and in either case the validity, legality and 
enforceability of the remaining provisions of this Agreement will not in any way be affected or impaired 
thereby. If any provision of this Agreement is so broad as to be unenforceable, the provision shall be 
interpreted to be only so broad as is enforceable. 

SECTION 10.13 Enforcement ofAgreement. The parties agree that irreparable damage would occur if 
any provision of this Agreement were not performed in accordance with its terms and that the parties shall be 
entitled, without posting a bond or similar indemnity, to an injunction or injunctions to prevent breaches of 
this Agreement or to enforce specifically the performance of the terms and provisions hereof, in addition to 
any other remedy to which the parties are entitled at law or in equity. 

[Signatures appear on the next page.] 
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IN WITNESS WHEREOF, each of the parties has caused this Agreement to be executed on its behalf by 
its officers thereunto duly authorized on the day and year first above written. 

FLORIDA PUBLIC UTILITIES COMPANY 

By: lsI John T. English 

John T. English, 
President and Chief Executive Officer 

CHESAPEAKE UTILITIES CORPORATION 

By: lsi John R. Schimkaitis 

John R. Schimkaitis, 
President and Chief Executive Officer 

CPK PELICAN, INC. 

By: lsI John R. Schimkaitis 

John R. Schimkaitis, 
President and Chief Executive Officer 
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ANNEXB 


PRIVATE AND CONFIDENTIAL 

April 17, 2009 

Board of Directors 
Chesapeake Utilities Corporation 
909 Silver Lake Boulevard 
Dover, DE 19904 

Members of the Board of Directors: 

Chesapeake Utilities Corporation ("Seagull" or the "Company") proposes to enter into an Agreement and Plan 
of Merger (the "Agreement") with Florida Public Utilities Company ("Pelican" or the "Target"). Pursuant to 
the Agreement, Seagull will acquire Pelican in a merger in which (i) a wholly owned subsidiary of Seagull 
will merge with and into Pelican; and (ii) upon effectiveness of the merger, each issued and outstanding share 
of common stock of Pelican, except for shares of Pelican common stock owned by Pelican as treasury stock or 
owned by Merger Sub or Seagull or any of their respective direct or indirect wholly owned subsidiaries, will 
be converted into the right to receive 0.405 shares (the "Exchange Ratio") of the common stock of Seagull. 
Such merger transaction and the transactions associated therewith are referred to herein as the "Transaction". 

In connection with your consideration of the Transaction, you have requested our opinion as to the fairness, 
from a financial point of view, to the Company of the Exchange Ratio. Pursuant to your request, we have only 
considered the fairness of the Exchange Ratio payable by the Company in the Transaction, from a financial 
point of view, to the Company. 

As part of our investment banking business, we are engaged in the evaluation of businesses and their securities 
in connection with mergers and acquisitions, negotiated underwritings, competitive biddings, secondary 
distributions of listed and unlisted securities, private placements and valuations for estate, corporate and other 
purposes. 

In conducting our investigation and analyses and in arriving at our opinion herein, we have reviewed such 
information and have taken into account such financial and economic factors, investment banking procedures 
and considerations as we have deemed relevant under the circumstances. In that connection, we have, among 
other things: (i) reviewed certain internal information, primarily financial in nature, including financial 
forecasts for the fiscal years ending December 31, 2009 through December 31, 2013 (the "Forecasts"), 
concerning the business and operations of the Target and the Company furnished to us for purposes of our 
analysis; (ii) reviewed certain publicly available information including, but not limited to, the Target's and the 
Company's recent filings with the Securities and Exchange Commission; (iii) reviewed the draft Agreement 
dated April 7, 2009 in the form presented to the Company's Board of Directors; (iv) compared the financial 
position and operating results of the Target and the Company with those of other publicly traded companies 
we deemed relevant and considered the market trading multiples of such companies; (v) compared the 
proposed financial terms of the Transaction with the financial terms of other business combinations we deemed 
relevant; and (vi) considered the present values of the forecasted cash flows of the Target. We have held 
discussions with members of the Target's and the Company's respective senior managements concerning the 
Target's and the Company's respective historical and current financial condition and operating results, as well 
as the future prospects of the Target. We have also considered such other information, financial studies, 
analyses and investigations and financial, economic and market criteria which we deemed relevant for the 
preparation of this opinion. 

In arriving at our opinion, we have assumed and relied upon the accuracy and completeness of all of the 
financial and other information that was publicly available or provided to us by or on behalf of the Target and 
the Company. We have not been engaged to independently verify, and have not assumed any responsibility to 
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verify, any such information, and we have assumed that neither the Target nor the Company is aware of any 
information prepared by it or its advisors that might be material to our opinion that has not been provided to 
us. We have assumed that: (i) all material assets and liabilities (contingent or otherwise, known or unknown) 
of the Target and the Company are as set forth in the their respective financial statements; (ii) the financial 
statements of the Target and the Company provided to us present fairly the results of operations, cash flows 
and financial condition of the Target and the Company, respectively, for the periods indicated and were 
prepared in conformity with U.S. generally accepted accounting principles consistently applied; (iii) the 
Forecasts for the Target and the Company were reasonably prepared on bases reflecting the best available 
estimates and good faith judgments of the Company's senior management as to the future performance of the 
Target and the Company, and such Forecasts will be achieved; (iv) the Transaction will be consummated in 
accordance with the terms and conditions of the Agreement without any amendment thereto and without 
waiver by any party of any of the conditions to its obligations thereunder; (v) in all respects material to our 
analysis, the representations and warranties contained in the Agreement are true and correct and that each 
party will perform all of the covenants and agreements required to be performed by it under such Agreement; 
(vi) all material corporate, governmental, regulatory or other consents and approvals required to consummate 
the Transaction have been or will be obtained without the need for divestitures. We have relied as to all legal 
matters regarding the Transaction on the advice of counsel of the Company. In conducting our review, we have 
not undertaken nor obtained an independent evaluation or appraisal of any of the assets or liabilities 
(contingent or otherwise) of the Target nor have we made a physical inspection of the properties or facilities 
of the Target. In each case, we have made the assumptions and otherwise acted as described above with your 
consent. 

Our opinion necessarily is based upon economic, monetary and market conditions as they exist and can be 
evaluated on the date hereof, and our opinion does not predict or take into account any changes which may 
occur, or information which may become available, after the date hereof. Furthermore, we express no opinion 
as to the price or trading range at which any of the Target's or the Company's securities (including the Target's 
common stock and the Company's common stock) will trade following the date hereof. 

Our opinion has been prepared at the request and for the information of the Board of Directors of the 
Company. This opinion does not address the relative merits of: (i) the Transaction, the Agreement or any other 
agreements or other matters provided for or contemplated by the Agreement; (ii) any other transactions that 
may be or might have been available as an alternative to the Transaction; or (iii) the Transaction compared to 
any other potential alternative transactions or business strategies considered by the Company's Board of 
Directors. This opinion does not constitute a recommendation to any stockholder of the Company as to how 
any such stockholder should vote with respect to the Transaction. 

We have acted as financial advisor to the Company in connection with the Transaction and will receive a fee 
for our services, a significant portion of which is contingent upon the consummation of the Transaction. We 
will also receive a fee for rendering this opinion. In addition, the Company has agreed to indemnify us against 
certain liabilities that may arise out of our engagement. We will not receive any other significant payment or 
compensation contingent upon the successful completion of the Transaction. In the past, we have provided 
investment banking services to the Company, for which we received our customary compensation. Specifically, 
Baird served as lead underwriter for the Company's $20 million follow-on equity offering in November 2006. 
Baird has also regularly been consulted by the Company on general corporate finance and strategic matters, 
and may be engaged by the Company on future matters. 

We are a full service securities firm. As such, in the ordinary course of our business, we may from time to 
time trade the securities of the Company or the Target for our own account or the accounts of our customers 
and, accordingly, may at any time hold long or short positions or effect transactions in such securities. Our 
firm may also prepare equity analyst research reports from time to time regarding the Company. 

Our opinion was approved by a fairness committee, a majority of the members of which were not involved in 
providing financial advisory services on our behalf to the Company in connection with the Transaction. 
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Based upon and subject to the foregoing, including the various assumptions and limitations set forth herein, 
we are of the opinion that, as of the date hereof, the Exchange Ratio is fair, from a financial point of view, to 
the Company. 

Very truly yours, 

ROBERT W. BAIRD & CO. INCORPORATED 
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ANNEXC 

HOULIHAN LOKEY 
April 17,2009 

Board of Directors 
Florida Public Utilities Co. 
401 South Dixie Highway 
West Palm Beach, FL 3340 I 
Dear Members of the Board of Directors: 

We understand that Florida Public Utilities Co. (the "Company") intends to enter into an Agreement and 
Plan of Merger (the "Agreement") among Chesapeake Utilities Corporation ("Chesapeake"), Merger Sub, a 
wholly owned subsidiary of Chesapeake ("Merger Sub"), and the Company, pursuant to which, among other 
things, the Company will merge with Merger Sub (the "Transaction"), and that, in connection with the 
Transaction, each outstanding share of common stock, par value $1.50 per share ("Company Common Stock"), 
of the Company will be converted into the right to receive 0.405 of a share (the "Exchange Ratio") of 
common stock, par value $0.4867 per share ("Chesapeake Common Stock"), of Chesapeake and the Company 
will become a wholly owned subsidiary of Chesapeake. 

You have requested that Houlihan Lokey Howard & Zukin Capital, Inc. ("Houlihan Lokey") provide an 
opinion (the "Opinion") to the Board of Directors of the Company as to whether, as of the date hereof, the 
Exchange Ratio provided for in the Transaction pursuant to the Agreement is fair to the holders of Company 
Common Stock from a financial point of view. 

In connection with this Opinion, we have made such reviews, analyses and inquiries as we have deemed 
necessary and appropriate under the circumstances. Among other things, we have: 

1. reviewed a draft, dated April 15, 2009, of the Agreement; 

2. reviewed certain publicly available business and financial information relating to the Company 
and Chesapeake that we deemed to be relevant; 

3. reviewed certain information relating to the current and future operations, financial condition and 
prospects of the Company and Chesapeake made available to us by managements of the Company and 
Chesapeake, respectively, including financial projections prepared by the managements of the Company and 
Chesapeake relating to the future financial performance of the Company and Chesapeake, respectively; 

4. spoken with certain members of the managements of the Company and Chesapeake and certain of 
their representatives and advisors regarding the respective businesses, operations, financial condition and 
prospects of the Company and Chesapeake, the Transaction and related matters; 

5. compared the financial and operating performance of the Company and Chesapeake with that of 
other public companies that we deemed to be relevant; 

6. reviewed the current and historical market prices and trading volume for the Company's and 
Chesapeake's publicly traded securities, and the historical market prices and certain financial data of the 
publicly traded securities of certain other companies that we deemed to be relevant; 

7. compared the relative contributions of the Company and Chesapeake to estimates of certain' 
financial statistics of the combined company resulting from the Transaction on a pro forma basis; 

8. reviewed certain potential proforma financial effects of the Transaction; and 

9. conducted such other financial studies, analyses and inquiries and considered such other informa­
tion and factors as we deemed appropriate. 
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We have relied upon and assumed, without independent verification, the accuracy and completeness of all 
data, material and other information furnished, or otherwise made available, to us, discussed with or reviewed 
by us, or publicly available, and do not assume any responsibility with respect to such data, material and other 
information. In addition, managements of the Company and Chesapeake have advised us, and we have 
assumed, that the financial projections reviewed by us have been reasonably prepared in good faith on bases 
reflecting the best currently available estimates and judgments of such managements as to the future financial 
results and condition of the Company and Chesapeake, and we express no opinion with respect to such 
projections or the assumptions on which they are based. We have relied upon and assumed, without 
independent verification, that there has been no material change in the business, assets, liabilities, financial 
condition, results of operations, cash flows or prospects of the Company or Chesapeake since the date of the 
most recent financial statements provided to us, and that there is no information or any facts that would make 
any of the information reviewed by us incomplete or misleading. We have not considered any aspect or 
implication of any transaction to which the Company or Chesapeake may be a party (other than as specifically 
described herein with respect to the Transaction). 

We have relied upon and assumed, without independent verification, that (a) the representations and 
warranties of all parties to the Agreement and all other related documents and instruments that are referred to 
therein are true and correct, (b) each party to the Agreement and other related documents and instruments will 
fully and timely perform all of the covenants and agreements required to be performed by such party, (c) all 
conditions to the consummation of the Transaction will be satisfied without waiver thereof, and (d) the 
Transaction will be consummated in a timely manner in accordance with the terms described in the agreements 
and documents provided to us, without any amendments or modifications thereto. We have also assumed, with 
your consent, that the Transaction will be treated as a tax-free reorganization for U.S. federal income tax 
purposes. We also have relied upon and assumed, without independent verification, that (i) the Transaction 
will be consummated in a manner that complies in all respects with all applicable federal and state statutes, 
rules and regulations, and (ii) all governmental, regulatory, and other consents and approvals necessary for the 
consummation of the Transaction will be obtained and that no delay, limitations, restrictions or conditions will 
be imposed or amendments, modifications or waivers made that would result in the disposition of any material 
portion of the assets of the Company or Chesapeake, or otherwise have an adverse effect on the Company or 
Chesapeake or any expected benefits of the Transaction. In addition, we have relied upon and assumed, 
without independent verification, that the final form of the Agreement will not differ in any material respect 
from the draft of the Agreement identified above. 

Furthermore, in connection with this Opinion, we have not been requested to make, and have not made, 
any physical inspection or independent appraisal of any of the assets, properties or liabilities (fixed, contingent, 
derivative, off-balance-sheet or otherwise) of the Company, Chesapeake or any other party, nor were we 
provided with any such appraisal. We did not estimate, and express no opinion regarding, the liquidation value 
of any entity. We have undertaken no independent analysis of any potential or actual litigation, regulatory 
action, possible unasserted claims or other contingent liabilities, to which the Company or Chesapeake is or 
may be a party or is or may be subject, or of any governmental investigation of any possible unasserted claims 
or other contingent liabilities to which the Company or Chesapeake is or may be a party or is or may be 
subject. 

We have not been requested to, and did not, solicit indications of interest from, third parties with respect to 
the Transaction, the assets, businesses or operations of the Company, or any alternatives to the Transaction. This 
Opinion is necessarily based on financial, economic, market and other conditions as in effect on, and the 
information made available to us as of, the date hereof. This Opinion is being rendered during a period of unusual 
volatility in the financial markets and necessarily assumes the absence of further material changes in the financial, 
economic and market conditions from those prevailing on the date hereof. We have not undertaken, and are under 
no obligation, to update, revise, reaffirm or withdraw this Opinion, or otherwise comment on or consider events 
occurring after the date hereof. We are not expressing any opinion as to what the value of Chesapeake Common 
Stock actually will be when issued pursuant to the Transaction or the price or range of prices at which Company 
Common Stock or Chesapeake Common Stock may be purchased or sold at any time. We have assumed that the 
shares of Chesapeake Common Stock to be issued in the Transaction will be listed on the New York Stock 
Exchange. 
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This Opinion is furnished for the use and benefit of the Board of Directors of the Company in connection 
with its consideration of the Transaction and may not be used for any other purpose without our prior written 
consent. This Opinion should not be construed as creating any fiduciary duty on Houlihan Lokey's part to any 
party. This Opinion is not intended to be, and does not constitute, a recommendation to the Board of Directors of 
the Company, any security holder of the Company or any other person as to how to act or vote with respect to any 
matter relating to the Transaction. 

In the ordinary course of business, certain of our affiliates, as well as investment funds in which they may 
have financial interests, may acquire, hold or sell, long or short positions, or trade or otherwise effect 
transactions, in debt, equity, and other securities and financial instruments (including loans and other 
obligations) of, or investments in, the Company, Chesapeake, or any other party that may be involved in the 
Transaction and their respective affiliates or any currency or commodity that may be involved in the 
Transaction. 

Houlihan Lokey and its affiliates may in the future provide investment banking, financial advisory and 
other fmancial services to the Company, Chesapeake and other participants in the Transaction and certain of 
their respective affiliates for which Houlihan Lokey and such affiliates may receive compensation. 

Houlihan Lokey has also acted as financial advisor to the Company in connection with the Transaction 
and will receive a fee for such services, a significant portion of which is contingent upon the consummation of 
the Transaction. In addition, we will receive a fee for rendering this Opinion, which is not contingent upon the 
successful completion of the Transaction. The Company has also agreed to reimburse certain of our expenses 
and to indemnify us and certain related parties for certain potential liabilities arising out of our engagement. 

This Opinion only addresses whether the Exchange Ratio provided for in the Transaction pursuant to the 
Agreement is fair to the holders ofCompany Common Stock from a financial point of view. We have not been 
requested to opine as to, and this Opinion does not in any manner address, among other things: (i) the 
underlying business decision of the Company, Chesapeake, their respective security holders or any other party 
to proceed with or effect the Transaction or the value of the consideration to be received by the holders of 
Company Common Stock in the Transaction as compared to the value of the consideration that could be 
obtained pursuant to any alternative transaction that may exist for the Company, (ii) the terms of any 
arrangements, understandings, agreements or documents related to, or the form or any other portion or aspect 
of, the Transaction or otherwise (other than the Exchange Ratio to the extent expressly specified herein), 
(iii) the fairness of any portion or aspect of the Transaction to the holders of any class of securities, creditors 
or other constituencies of the Company or Chesapeake, or to any other party, except as set forth in this 
Opinion, (iv) the relative merits of the Transaction as compared to any alternative business strategies that 
might exist for the Company, Chesapeake or any other party or the effect of any other transaction in which the 
Company, Chesapeake or any other party might engage, (v) the fairness of any portion or aspect of the 
Transaction to anyone class or group of the Company's or any other party's security holders vis-a.-vis any 
other class or group of the Company's or such other party's security holders (including without limitation the 
allocation of any consideration amongst or within such classes or groups of security holders), (vi) whether or 
not the Company, Chesapeake, their respective security holders or any other party is receiving or paying 
reasonably equivalent value in the Transaction, (vii) the solvency. creditworthiness or fair value of the 
Company, Chesapeake or any other participant in the Transaction under any applicable laws relating to 
bankruptcy. insolvency, fraudulent conveyance or similar matters, or (viii) the fairness, financial or otherwise. 
of the amount or nature of any compensation to or consideration payable to or received by any officers, 
directors or employees of any party to the Transaction, any class of such persons or any other party, relative to 
the Exchange Ratio or otherwise. Furthermore, no opinion, counselor interpretation is intended in matters that 
require legal, regulatory, accounting, insurance, tax or other similar professional advice. It is assumed that such 
opinions, counselor interpretations have been or will be obtained from the appropriate professional sources. 
Furthermore, we have relied, with your consent, on the assessment by the Company, Chesapeake and their 
respective advisers, as to all legal, regulatory, accounting, insurance and tax matters with respect to the 
Company, Chesapeake and the Transaction. The issuance of this Opinion was approved by a committee of 
Houlihan Lokey authorized to approve opinions of this nature. 
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Based upon and subject to the foregoing, and in reliance thereon, it is our opinion that, as of the date 
hereof, the Exchange Ratio provided for in the Transaction pursuant to the Agreement is fair to the holders of 
Company Common Stock from a financial point of view. 

Very truly yours, 

HOULIHAN LOKEY HOWARD & ZUKIN CAPITAL, INC. 
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