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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

In re: Application by Chesapeake ) 
Utilities Corporation for Authorization to ) 
Issue Common Stock, Preferred Stock ) Docket No.: 
and Secured and/or Unsecured Debt, ) 
and to Enter into Agreements For ) Filed : November 18, 2013 
Interest Rate Swap Products, Equity ) 
Products and Other Financial Derivatives ) 
and to Exceed Limitation Placed on ) 
Short-Term Borrowings in 201 4. ) 

) 

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 2014 

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

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

in 2014 to issue up to 6,561 ,146 shares of Chesapeake common stock; up to 1,000,000 

shares of Chesapeake preferred stock; up to $180,000,000 in secured and/or unsecured 

debt; to enter into agreements for up to $100,000,000 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 2014, in an amount not to exceed $165,000,000. 

1. Name and principal business offices of Applicant: 

a) Chesapeake Utilities Corporation 
P.O. Box 615 
909 Silver Lake Boulevard 
Dover, Delaware 19904 

b) Chesapeake Utilities Corporation 
Florida Division 
1501 Sixth Street, NW 
Winter Haven, Florida 33881 



c) Florida Public Uti lities Company (a wholly owned subsidiary of 
Chesapeake Utilities Corporation) 
1641 Worthington Road 
Suite 220 
West Palm Beach, FL 33409 

d) Indiantown Gas Company 
1641 Worthington Road 
Suite 220 
West Palm Beach, FL 33409 

2. Incorporated: 

Chesapeake Utilities Corporation - Incorporated under the laws of the state 

of Delaware in 1947 and qualified to do business in Florida, Maryland, and 

Pennsylvania 

Florida Public Utilities Company- Incorporated under the laws of the state of 

Florida in 1924 and qualified to do business in Florida 

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

Beth Keating, Esquire 
Gunster, Yoakley & Stewart, P.A 
Suite 601 
215 South Monroe Street 
Tallahassee, Florida 32301 
(850) 521-1706 

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: 25,000,000 shares. 

c) Amount outstanding as of June 30, 2013 : 9,625,074 

d) Amount held in Treasury: 0 shares. 

e) Amount pledged by Applicant: None. 
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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, 2013: 0 shares. 

d) Amount held in Treasury: None. 

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 Chesapeake Utilities Corporation 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, 2013, there is a remaining 

balance of $870,000 for this issue. 
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(a) 2 Chesapeake Utilities Corporation 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, 2013, there is a remaining balance of 

$4,000,000 for this issue. 

(a) 3 Chesapeake Utilities Corporation 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, 2013, there is a remaining balance of 

$13,636,364 for this issue. 

(a) 4 Chesapeake Utilities Corporation 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 (1 0) years at the rate of $2,000,000 per 

annum. As of June 30, 2013, there is a remaining balance of 

$16,000,000 for this issue. 

(a) 5 Chesapeake Utilities Corporation 5.93% Unsecured Senior Notes due 

October 31 , 2023 and issued on October 31 , 2008 in the principal 
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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 (1 0) years at the rate of $3,000,000 per 

annum. Accordingly, as of June 30, 2013, there is a balance of 

$30,000,000 for this issue. 

(a) 6 Chesapeake Utilities Corporation 5.68% Unsecured Senior Notes due 

June 30, 2026 and issued on June 23, 2011 in the principal amount of 

$29,000,000 bearing interest payable semi-annually with provisions 

for payment of interest only prior to June 30, 2016; thereafter, 

principal shall be payable, in addition to interest on the unpaid 

balance for ten (1 0) years at the rate of $2,900,000 per annum. As of 

June 30, 2013, there is a balance of $29,000,000 on this issue. 

(a) 7 Florida Public Utilities Company 9.08% Secured First Mortgage Bonds 

due June 1, 2022 and issued on June 1, 1992 in the principal amount 

of $8,000,000 bearing interest payable semi-annually with provisions 

for payment of interest only prior to June 1, 2022; thereafter, principal 

shall be payable in full . Accordingly, as of June 30, 2013, there is a 

balance of $8,000,000 for this issue. 

(a) 8 Chesapeake Utilities Corporation 6.43% Unsecured Senior Notes due 

May 2, 2028 and issued on May 2, 2013 in the principal amount of 

$7,000,000 bearing interest payable semi-annually with provisions for 

payment of interest only prior to May 2, 2018; thereafter, principal 

shall be payable, in addition to interest on the unpaid balance for ten 

(1 0) years at the rate of $700,000 per annum. As of June 30, 2013, 

there is a balance of $7,000,000 on this issue. 
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(a) 9 Chesapeake Utilities Corporation 3. 73% Unsecured Senior Notes due 

December 16, 2028 and to be issued on December 16, 2013 pursuant 

to a Note Purchase Agreement dated September 5, 2013 in the 

principal amount of $20,000,000 bearing interest payable semi­

annually with provisions for payment of interest only prior to 

December 16, 2018; thereafter, principal shall be payable, in addition 

to interest on the unpaid balance for ten (1 0) years at the rate of 

$2,000,000 per annum. As of June 30, 2013, there is a balance of $0 

on this issue. 

(a) 10 Chesapeake Utilities Corporation capital lease agreement entered into 

on June 1, 2013 in an original present value amount of $7,125,901 in 

connection with the acquisition and lease of certain assets of Eastern 

Shore Gas Company located in Worcester County, Maryland. The 

capital lease has monthly payments of $41 ,667 through May 2014; 

and monthly payments of $125,000 from June 2014 through May 

2019. As of June 30, 2013, there is a present value balance 

outstanding of $7,105,019 on this capital lease. 

As of the filing date, Chesapeake has five unsecured bank lines of credit with 

two commercial lenders. Chesapeake currently maintains a total short-term 

borrowing line capacity of $165,000,000. The Company has committed 

short-term borrowing capacity of $125,000,000 (held through three separate 

lines of credit with two lenders), and uncommitted short-term borrowing 

capacity of $40,000,000 (held through two separate lines of credit of 

$20,000,000 each with two lenders). As of June 30, 2013, the total short­

term borrowing outstanding under the bank lines of credit was $75,490,740. 

6 



5. Authorizations Requested 

Chesapeake requests authorization from the FPSC to issue up to 361 ,146 

new shares of its common stock during 2014 for the purpose of administering 

Chesapeake's Retirement Savings Plan, Stock and Incentive Compensation 

Plan, and Dividend Reinvestment and Stock Purchase Plan, and for the 

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

for each specific purpose is as follows: 

Number 
of Shares 

70,000 

120,000 

120,000 

51 ,146 

Purpose 
Issuance pursuant to the Company's 
Retirement Savings Plan. 

Issuance under the terms of the Company's 2013 
Stock and Incentive Compensation Plan. 

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

Issuance under the terms of the Company's 
outstanding 8 X% Convertible Debentures. 

In addition, Chesapeake is requesting FPSC authorization to issue up to 

1,200,000 shares of Chesapeake stock or an equity-linked instrument 

equivalent in value in 2014 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 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. 

7 



Chesapeake requests FPSC authorization to issue up to $120,000,000 in 

secured and/or unsecured debt during 2014 for general corporate purposes 

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

retirement of long-term debt and capital improvements. Included in the 

request to issue up to $120,000,000 in secured and/or unsecured debt during 

2014 for general corporate purposes are 3.88% Unsecured Senior Notes due 

May 15, 2029 to be funded on May 15, 2014 pursuant to a Note Purchase 

Agreement dated September 5, 2013 in the principal amount of $50,000,000 

bearing interest payable semi-annually with provisions for payment of interest 

only prior to May 15, 2019; thereafter, principal shall be payable, in addition 

to interest on the unpaid balance for ten (1 0) years at the rate of $5,000,000 

per annum. 

Chesapeake is also requesting FPSC authorization during 2014 to issue 

up to 5,000,000 shares of common stock and up to $60,000,000 in secured 

and/or unsecured debt for possible acquisitions. 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 $165,000,000 during 2014. 

The bridge financing could be under a Revolving Credit Facility up to five 

years and subsequently be refinanced as 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. 
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Chesapeake is also requesting authority to issue up to 1,000,000 shares 

of Chesapeake preferred stock in 2014, 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 from 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 2014 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 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 , 
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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 2014, 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 calls , 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 

$100,000,000. 

Chesapeake Utilities Corporation allocates funds to the Florida Division, 

Florida Public Utilities and Indiantown Gas Company on an as-needed basis. 
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6. Purposes for which Securities are to be issued: 

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

February 1, 1977. As of September 30, 2013, the RSP had 677 active 

participants; a total market valuation of approximately $86,418,326 and 

482,827 shares of the Company's common stock. Chesapeake's 401 k Plan 

was amended to be a "safe harbor" plan. Effective January 1, 2011 the 

Company matches 100% of the participants' contributions up to six percent of 

the eligible compensation in cash and any supplemental contributions will 

generally be made in Chesapeake stock. Prior to January 1, 2011 the 

Company match was primarily made in Chesapeake stock. In conjunction 

with the adoption of a "safe harbor" plan, the plan document was amended. 

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 Publ ic Service 

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

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. On May 4, 2010, the 

Delaware Public Service Commission issued Order No. 7769 approving the 

issuance of an additional 600,000 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 the order was previously filed with the FPSC as Exhibit C of Docket No. 

1 00444-GU dated November 16, 2010. Pursuant to these Orders, 

Chesapeake has issued 519,516 new shares of common stock for the RSP 
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as of June 30, 2013. Thus, there remains to be issued 580,484 shares as 

authorized by the Delaware Public Service Commission. The FPSC 

approved the issuance and sale of up to 70,000 shares of common stock for 

the Plan during 2013 by Order No. PSC-13-0042-FOF-GU issued on January 

24, 2013. Chesapeake now seeks FPSC authorization to issue up to 70,000 

new shares of Chesapeake common stock for the purpose of administering 

Chesapeake's Plan during 2014. 

(b) On May 2, 2013, after receiving shareholder approval, the Board adopted 

the 2013 Stock and Incentive Compensation Plan ("SICP") included herein as 

Exhibit A(3) to serve as the replacement vehicle for issuing equity 

compensation to its directors (previously pursuant to the Director's Stock 

Compensation Plan ("DSCP"), to its officers and other key employees 

(previously pursuant to the 2006 Performance Incentive Plan ("PIP"), and to 

its employees (previously pursuant to the Employee Stock Award Plan 

("ESP")) and together with the DSCP and PIP, the "Prior Plans". As of May 2, 

2013, the effective date of the SICP, no further grants may be made under 

the prior plans. Chesapeake is requesting FPSC authorization to issue up to 

120,000 new shares of Chesapeake common stock for purposes of 

administering the SICP during 2014. The SICP will allow the Company to 

continue to provide a competitive compensation program that seeks to attract 

and retain exceptional executive officers, directors and employees of the 

Company and motivate those individuals responsible for the growth and 

success of the Company. The SICP also enhances stockholder value by 

linking a portion of compensation of executive officers, directors and 

employees of the Company to the increase in the price per share of its 

common stock and the achievement of other performance objectives and 
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encourage ownership in the Company by key personnel whose long-term 

employment is considered essential to the Company's continued success and 

progress. On October 22, 2013, the Delaware Public Service Commission 

issued Order No. 84 70 authorizing Chesapeake to issue up to 441 ,241 

shares of common stock to administer the Company's SICP. 

( c) On May 19, 1992, the common stock shareholders of Chesapeake voted 

in favor of adopting the Chesapeake Utilities Corporation Performance 

Incentive Plan ("PIP"). A copy of that PIP agreement, as later amended, 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. 

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

most recent version went into effect on January 1, 2006. Stock awards 

granted prior to 2006, were under the authority of the pre-existing PIP. Stock 

awards earned in 2006 through 2013 were issued under the authority of the 

2006 PIP. 

In approving the 2006 PIP, Chesapeake's Board of Directors, and 

subsequently adopted by the common shareholders, approved 400,000 

shares of common stock to be authorized and reserved for issuance; the 

issuance of restricted stock in the form of performance share awards; and 

performance shares to be awarded to those key employees of the Company 

whom a designated committee determined were in positions to contribute 

significantly to the long-term growth, development, and financial success of 

the Company. . 

Pursuant to the 2006PIP, Chesapeake has issued 96,136 shares of 

common stock as of June 30, 2013. The FPSC approved the issuance and 

14 



sale of up to 100,000 shares of common stock for the PIP during 2013 by 

Order No. PSC-13-0042-FOF-GU, issued on January 24, 2013. In the first 

quarter of 2013, Chesapeake issued 13,921 shares under the PIP. As of May 

2, 2013, the Performance Incentive Plan was terminated, and no further 

grants may be made under the PIP. The Performance Incentive Plan has 

been replaced with the SICP. 

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

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

shareholder approval. Under the former DSCP, each non-employee director 

who was elected as a director or whose service as a director continued after 

the date of the respective Annual Meeting received, as compensation for 

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

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

. . The FPSC approved the issuance of up to 12,311 shares of common 

stock for the former DSCP during 2013 by Order PSC-13-0042-FOF-GU, 

issued on January 24, 2013. Chesapeake issued 9,427 shared for the former 

DSCP in the second quarter of 2013. Pursuant to the former DSCP, 

Chesapeake has issued a cumulative 72,116 new shares of common stock 

as of June 30, 2013. As of May 2, 2013, the former Directors Stock 

Compensation Plan was terminated, and no further grants may be made 

under the DSCP. The Directors Stock Compensation Plan is replaced in its 

entirety with the SICP. 

(e) The Board adopted the Employee Stock Awards Plan (ESAP) on 

February 24, 2005, which allowed 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 
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performance. The ESAP received shareholder approval on May 5, 2005. The 

maximum number of shares that could be issued from the ESAP in any one 

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

of common stock for the ESAP during 2013 by Order No. PSC-13-0042-FOF­

GU, issued January 24, 2013. Pursuant to the ESAP, Chesapeake has 

issued a cumulative 1,900 shares of common stock as of June 30, 2013. No 

shares were issued under the ESAP in 2013. As of May 2, 2013, the 

Employee Stock Award Plan was terminated, and no further grants may be 

made under the ESAP. The Employee Stock Awards Plan has now been 

replaced by the SICP. 

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

was implemented on Apri l 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, 2013, the DRP had 1 ,777 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 
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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. 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 
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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 

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-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. Our current Registration Statement was fi led 

December 21, 2011 , and amended January 6, 2012 and January 10, 2012, 
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with the Securities and Exchange Commission to continue the plan. Copies 

of the Form S-3 and amendments as filed are included herein as Exhibit A 

(3). 

Pursuant to the Orders above, Chesapeake has issued 703,657 new 

shares of common stock as of June 30, 2013. Thus, there remains to be 

issued 546,343 shares as authorized by the Delaware Public Service 

Commission. The FPSC approved the issuance and sale of up to 120,000 

shares for the DRP during 2013 by Order PSC-13-0042-FOF-GU, issued 

on January 24, 2013. 

Chesapeake now seeks FPSC approval to issue up to 120,000 new 

shares of Chesapeake common stock for the purpose of administering 

Chesapeake's amended Dividend Reinvestment and Stock Purchase Plan 

during 2014. 

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

Debentures as part of a public offering. As of June 30, 2013, $870,000 

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 51,116. 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%, 
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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 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, 2013, a cumulative $4,130,000 of the Convertible 

Debentures has been converted. The FPSC approved the issuance and sale 

of up to 61 ,023 new shares of Chesapeake common stock for the purpose of 

honoring conversion rights pursuant to the Company's Convertible 

Debentures during 2013, by Order No. 13-0042, issued on January 24, 2013. 

Chesapeake now seeks FPSC authorization to issue up to 51 ,146 new 

shares of Chesapeake common stock for the purpose of honoring these 
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conversion rights during 2014. The debentures have a final maturity dated 

March 1, 2014. 

(h) Chesapeake now seeks FPSC approval to issue up to 1,200,000 shares 

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

2014 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 500,000 

shares of common stock for Chesapeake during 2013 by Order No. PSC-13-

0042-FOF-GU, issued January 24, 2013. 

(i) Chesapeake seeks FPSC authorization to issue during 2014 up to 

$180,000,000 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. The FPSC 

approved the issuance and sale of $137,000,000 in secured and/or 

unsecured long-term debt during 2013 by Order No. PSC-13-0042-FOF-GU, 

issued January 24, 2013. The remaining 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. Each issue will be for some lawful object within 

the corporate purposes of the applicant and compatible with the public 

interest and is reasonably necessary or appropriate for such purpose. 
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U) Chesapeake seeks further FPSC authorization to issue during 2014 up to 

an additional 5,000,000 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 

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 wi ll 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 5,000,000 shares of common 

stock and $60,000,000 in secured and/or unsecured long-term debt for this 

purpose during 2013 by Order No. PSC-13-0042-FOF-GU, issued January 

24, 2013. 

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

Chesapeake preferred stock during 2014 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 
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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 

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 2010, Docket No. 080635-GU, dated November 19, 2008, and 

are hereby incorporated by reference. As of June 30, 2013, 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 2013 Order No. PSC-13-0042-FOF-GU, issued January 

24, 2013. 
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(I) Chesapeake is requesting authority during 2014 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 

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

$100,000,000. 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 that 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. 
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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, Stock and Incentive Compensation Plan, Dividend 

Reinvestment and Stock Purchase Plan, and for the 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 flexibi lity 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 Beth Keating, Esquire, Gunster, Yoakley & Stewart, Suite 601 , 215 South 

Monroe Street, Tallahassee, Florida 32301 , as to matters of Florida law. 

9. Other Regulatory Agencies: 
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Under 26 Del. C Section 215 of the Delaware statutes, Chesapeake is 

regu lated 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 

percent of the Company's total capitalization. All necessary applications or 

registration statements have been or wi ll 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: Robert Howatt 

10. Control or ownership: 

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

any holding company system. 

11 . Exhibits: 

Filed herewith: 

Exhibit A: 

A (1) 

A (2) 

Exhibit A consists of the following attachments: 

Chesapeake Utilities Corporation Annual Report on Form 
1 O-K (A) for the year ended December 31 , 2012. 

Chesapeake Utilities Corporation Quarterly Report on Form 
1 0-Q for the quarter ended June 30, 2013. 

A (3) 2013 Stock and Incentive Compensation Plan 
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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 "the 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 

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, Sees. 350.127 

(1) and 366.095, Florida Statutes. Accordingly, Chesapeake believes it must 
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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 files 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 2014 to issue up to 6,561 ,146 shares of common stock, up to 

1,000,000 shares of preferred stock, and up to $180,000,000 of secured and/or unsecured 

debt, and authorizing it to enter into agreements up to $100,000,000 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 

$165,000,000 in short-term obligations. 

Date: November 18 2013 

Respectfully submitted, 

Beth Keating, Esquire 
Gunster, Yoakley & Stewart, P.A. 
Suite 601 
215 South Monroe Street 
Tallahassee, Florida 32301 
(850) 521-1706 

Attorneys for the Florida Division of 
Chesapeake Utilities Corporation 
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STATE OF DELAWARE * 

* 
COUNTY OF KENT * ss 

BE IT REMEMBERED that on this the day of '/)tJU f ft1 blf£( ~ zop 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, 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, 
and Corporate Secretary 

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

- LLL) If fg 13 

otary Pub!ic 
My C9mmission Expires. 
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EXHIBITS 

A (1) Chesapeake Utilities Corporation Annual Report on Form 1 0-K 
for the year ended December 31 , 2012. 

A (2) Chesapeake Utilities Corporation Quarterly Report on Form 1 0-
Q for the quarter ended June 30, 2013. 

A (3) 2013 Stock and Incentive Compensation Plan 
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not contained herein, and will not be contained, to the best of registrant' s know ledge, in definitive proxy or information 
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KEY TERMS 
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Acquisition adj ustment: The recovery, through rates, and inclusion in rate base, of the premium (amount in excess of net 
book value) paid for an acquisition as approved by the state Public Service Commission for the regulated operations. 

Allowed return: Return on equity or pre-tax, pre-interest rate of return on investment approved by the state Public Service 
Commission or the Federal Energy Regulatory Commission for the respective regulated operation. 

Bulk delivery: Propane delivery to customers based on the level of propane remaining in the tank located at the customer's 
premises. We invoice and record revenues for the bu lk del ivery service at the time of delivery, rather than upon the customer's 
actual usage. 

Cost of sales: Includes the purchased cost of natural gas, electricity and propane com modities, pipeline capacity costs needed 
to transport and store natural gas, transmission costs for electricity, transportation costs to transport propane purchases to our 
storage facilit ies and the direct cost of labor spent on revenue-producing activities. 

Delmarva natural gas distribution operation: Chesapeake's Delaware and Maryland divisions. 

Delm arva Peninsula: A peninsula on the east coast of the United States of America occupied by Delaware and p011ions of 
Maryland and Virginia. Chesapeake provides natural gas distribution, transmission and marketing services and propane 
distribution service to customers on the Delmarva Peninsula. 

Electric distribution: Regulated electric distribution utility service. Florida Public Utilities Company provides this service to 
customers in northeast and northwest Florida. This service is regulated by the Florida Public Service Commission. 

Firm service: Regulated utility service that cannot be disrupted to meet the needs of other customers. 

Florida nat ural gas distri bution operation: Chesapeake's Florida division and the natural gas operation of Florida Public 
Utilities Company, including its Indiantown division. 

Fuel cost recovct·y mecha nism: A regulatory method of adjusting the utility billing rates to reflect changes in the cost of 
purchased fuel for the natural gas and electric distribution operat ions. This allows matching of revenues with natural gas and 
electric supply and transpo11at ion costs and typically provides full recovery of such costs. 

Gross margiu: A non-Gt\AP measure, which Chesapeake uses to eva luate the performance of irs bus iness segments. Gross 
margin is calculated by deducting the cost of sales from operating revenues. A more detailed description of gross margin, 
including how we ca lculate it , is provided in the Management 's Discussion and Analysis of Financial Condition and Results of 
Operations sect ion of this Annual Report on Form l 0-K. 

Interruptible service: Large commercial customers whose regulated utility service can be temporarily interrupted in order for 
the utility to meet the needs of firm service customers. The interruptible service customers pay lower delivery rates than firm 
service customers and they must be able to readily substitute an alternate fuel for natural gas. 

Margins per gallou: A measure ofprofitabilit) for propane distribution sales, calculated for each gallon of propane sold by 
deducting the cost of propane sold from the propane revenue. 

Mark-to-market: The process of adjusting the carrying value of a position held in our fomard contracts and derivative 
instruments to reflect their current fair value. 

Natural gas distribution: Regulated natural gas distribution utility service. Both Chesapeake Utilities Corporation. through 
its Delaware, Maryland and Florida divisions, and Florida Public Utilities Company provide this service. This service is 
regulated by the Public Service Commission of each respective state. 
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Natural gas marketing: Unregulated natural gas supply and supply management service for the sa le of the natural gas 
commodity directly to res idential, commercial and industrial customers through compet itively-priced contracts. Peninsula 
Energy Services Company, Inc. provides this service. 

Natural gas transmission: Regulated natural gas transpor1ation serv ice provided by Eastem Shore Natural Gas Company and 
Peninsula Pipeline Company, Inc. The interstate transportation service provided by Eastern Shore Natural Gas Company is 
regu lated by the Federal Energy Regulatory Com mission. The intrastate transportation service provided by Pen insu la Pipe line 
Company, Inc. in Florida is regulated by the Florida Public Service Commiss ion . 

Normal Weather: The most recent I 0- year average of heating and/or cooling degree-days in a particular geographic area. 

Propane distribution: Unregulated propane distribution service to residential, commercial, industrial and wholesa le 
customers. This service can be provided through delivery to a propane tank located on the customer's premises or through an 
underground pipeline system. 

Propane wholesale marketing: Unregulated service offering where propane is marketed to major independent oi l and 
petrochemica l companies, wholesa le resellers and retai l propane companies located primari ly in the southeastem United States 
of America. This service typica lly util izes forward or other option contracts that are financia lly settled. Xeron, Inc. provides 
this service. 

Rate Case: A periodic fi ling with the state Public Service Commission or the Federal Energy Regulatory Commission to 
establish equitable rates and ba lance the interests of all classes of customers and shareholders. 

Regulated energy: The largest operating segment of Chesapeake Util ities Corporation. All operations in this segment are 
regu lated as to their rates and service, by the Public Service Commission having jurisdiction in each state in wh ich the 
Company operates or by the Federal Energy Regulatory Commiss ion. 

Transportation service: Natural gas service to customers whereby a customer purchases natural gas com modity direct ly from 
a supplier but pays the uti lity to transport the gas over irs distribution or transmission system to the customer's fac ility. 

DE FINITIONS 

AFUOC: Allowance fo r funds used during construction 

ASC: Accounting Standards Codification 

ASU: Accounting Standards Update 

BravePoint: BravePoint®, Inc., an advanced info rmation services subsidiary, headquartered in Norcross, Georgia 

COO: Cooling degree-days, which is the measure of the variation in weather based on the extent to which the daily average 
temperature (fi·om l 0:00am to I 0:00am) is above 65 degrees Fahrenheit 

Chesapeake: Chesapeake Utilities Corporation, its divis ions and its subsidiaries, as appropriate in the context of the disclosure 

Chesapeake Pension Plan: A defined benefit pension plan sponsored by Chesapeake 

Chesapeake Postretirement Plan: An unfunded postretirement health care and life insurance plan sponsored by Chesapeake 

Chesapeake SERP: An unfunded supplemental executive retirement pension plan sponsored by Chesapeake 
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Colum bia: Columbia Gas Transmission, LLC 

Company: Chesapeake Utilities Corporation, its divisions and its subsidiaries, as appropriate in the context of the disclosure 

Crescent: Crescent Propane, Inc. 

Delawa re City Refinery: An oil refinery located in Delaware City, Delaware and owned by PBF Energy Inc. 

Dodd-Frank Act: The Dodd-Frank Wall Street Reform and Consumer Protection Act 

DSCP: Directors Stock Compensation Plan 

Dt: Dekatherm, which is a natural gas unit of measurement that includes a standard measure for heating value 

Dts/d: Dekatherms per day 

Eastern Shore: Eastern Shore Natural Gas Company, a wholly-owned natural gas transmission subsidiary of Chesapeake 

EPA: United States Environmental Protection Agency 

ESG: Eastern Shore Gas Company and its affiliates 

F ASB: Financial Accounting Standards Board 

FERC: Federal Energy Regu latory Commission , an independent agency of the Federal government that regulates the 
interstate transmission of electricity, natural gas, and oil 

FDEP: Florida Department of Environmental Protection 

FOOT: Florida Department of Transportation 

FGT : Florida Gas Transmission Company 

FPU: Florida Publ ic Utili ties Company, a wholly-owned subsidiary of Chesapeake as of October 28, 2009, the date we 
acquired FPU 

FPU Medical Plan: A separate unfunded postretirement medical plan for FPU sponsored by Chesapeake 

FPU Pension Plan : A separate defined benefit pens ion plan for FPU sponsored by Chesapeake 

FRP: Fuel Retention Percentage 

GAAP: Accounting principles generally accepted in the United States of America 

GRIP: Gas Reliability Infrastructure Program, wh ich is a surcharge to natural gas customers designed to recover capital and 
other program-related costs, inclusive of an appropriate retum on investment, associated with accelerating the replacement of 
qualifying distribution mains and services in Florida 

GSR: Gas Service Rates 

Gul f: Columbia Gulf Transmission Company 

Gulf Power: Gulf Power Company 
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Gulfst rearn: Gulfstream Natural Gas System, LLC 

HOD: Heating degree-days. wh ich is a measure of the variation in weather based on the extent to which the daily average 
temperature (from 10:00 am to 10:00 am) is below 65 degrees Fahrenheit 

!FRS: International Financ ial Accounting Standards 

ICC: Indiantown Gas Company 

IRS: Internal Revenue Service 

MGP: Manufactured gas plant. which is a site where coal was previously used to manufacture gaseous fuel fo r industrial, 
commercial and residential use 

MOE: Maryland Department ofEnvironment 

Marian na Commission: The City Commission of Marianna, Florida 

MWH: Megawatt hour, which is a unit of measurement for electricity 

NAM : Natural Attenuation Monitoring 

NRC: NRG Energy Center Dover LLC 

NYSE: New York Stock Exchange 

OTC: Over-the-counter 

PESCO: Peninsula Energy Services Company, Inc. , a wholly-owned natural gas marketing subsidiaty of Chesapeake 

Peninsula Pipeli ne: Peninsula Pipeline Company, Inc., a wholly-owned Florida intrastate pipeline subsidiary of Chesapeake 

Peoples Gas: The Peoples Gas System division of Tampa Electric Company 

PIP: Performance Incentive Plan 

PSC: Public Service Commission, which is the state agency that regulates the rates and services provided by Chesapeake's 
natural gas and electric distribution operations in Delaware, Maryland and Florida and Peninsula Pipeline in Florida 

Rayonier: Rayonier Performance Fibers, LLC 

Sanford Group: Florida Public Uti lities Company and other responsible parties involved with the Sanford environmental site 

SEC: Securities and Exchange Commission 

Sharp: Sharp Energy, Inc., a wholly-owned propane distribution subsidiary of Chesapeake. 

S&P 500 Index: Standard & Poor's 500 Index 

T ETLP: Texas Eastern Transmission, LP 
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TOU: Time-of-use 

Transco: Transcontinental Gas Pipe Line Company, LLC 

Virginia LP: Virginia LP Gas, Inc. 

Page 8 of 156 

Xcron: Xeron, Inc., a wholly-owned propane wholesale marketing subsidiary of Chesapeake, based in Houston, Texas 

http://www.sec.gov/ Archives/edgar/data/ 19745/000 119312513097201 /d466906d 1 Ok.htm 11/11 /2013 



Form 10-K Page 9 of 156 

Tr.ble of Contents 

PART I 

References in this document to "Chesapeake,'' the ·'Company,'' ·'we;· "us'' and "our'' mean Chesapeake Utilities Corporation, 
its divisions and/or its wholly-owned subsidiaries, as appropriate in the context of the disclosure. 

Safe Harbor for Forwa rd-Looking Statements 

We make statements in this Annual Repo11 on Form I 0-K that do not directly or exclusively relate to historical facts. Such 
statements are " forward- looking statements" with in the meaning of the Private Securities Litigation Refom1 Act of 1995. One 
can typica lly identify forward-looking statements by the use of forward- look ing 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," "wi ll," "should," '·would" or "could." These statements represent our intentions, plans, expectations, 
assumptions and bel iefs about future financ ial performance, business strategy, projected plans and objectives of the Company. 
These statements are subject to many risks and uncertainties. In addition to the risk factors described under Item I A ·'Risk 
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 
(includ ing deregulation); 

the outcomes of regulatory, tax, environmental and legal matters, includ ing whether pending matters are resolved 
within current estimates and whether the costs associated with such matters are adequately covered by insurance or 
recovered in rates; 

the loss of customers due to government-mandated sale of our utility distribution facilities; 

industrial, commercial and residentia l growth or contraction in our markets or service territories; 

the weather and other natural phenomena, including the economic, operational and other effects of hurricanes, ice 
storms and other damaging weather events; 

the timing and exten t of changes in commodity prices and interest rates; 

general economic conditions, including any potential effects arising from terrorist attacks and any consequential 
hostil ities or other hostilities or other external factors over which we have no control ; 

changes in environmental and other laws and regulations to which we are subject and environmental conditions of 
property that we now or may in the future own or operate; 

the results of financ ing efforts, including our ability to obtain financing on favorable terms, wh ich can be affected by 
various factors, including credit ratings and general economic conditions; 

decli nes in the value of the pension plan assets and resultant cash funding requirements for our defined benefit 
pension plans; 

the creditworthiness of counterparties with which we are engaged in transactions; 

the extent of success in connecting natural gas and electric supplies to transmission systems and in expanding 
natural 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 successful ly execute, manage and integrate merger, acquisition or divestiture plans, 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; 

the ability to establish and maintain new key supply sources; 

the effect of spot, forward and future market prices on our distribution, wholesale marketing and energy trading 
businesses; 

the effect of competition on our businesses; 

the abi li ty to construct facilities at or below estimated costs; and 

changes in technology affecting our advanced infonnation services business. 
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1TEJ\I I. BUSINESS. 

(a) Overview 

Page 11 of 156 

Chesapeake Uti I ities Corporation ("Chesapeake" or "we") is a Delaware corporation that was fom1ed in 194 7. We are a 
diversified utility company engaged, through our operating divisions and subsidiaries, in various energy and other 
businesses. The core of our business is regulated energy, which provides stable earnings from utility operations on the 
Delmarva Peninsula and in Florida. Our unregulated energy and other busi nesses provide opportunities to ach ieve returns 
greater than those of a traditional utility. The fo llow ing chart shows, in simp! i tied form, our principal business structure: 

Chesapeake Utilities Corpor·ation 
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b"t.:m Shm~· :-\:tlln~d (ia' Cmnp:my 
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On October 28, 2009, we completed a merger with Florida Public Utilities Company ("FPU"), pursuant to which FPU 
became a wholly-owned subsid iary of Chesapeake. The acquisition of FPU significantly increased our overall presence in 
Florida and expanded our energy diversity by adding electric distribution to our business. As a resu lt of the FPU 
acquisition, Chesapeake is a utility hold ing company subject to rhe regulatory oversight of the Federal Energy Regulatory 
Commission ("FERC"). 
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(b) Operating Segments 

We are composed of three operating segments: 

Regulated Energy. The regulated energy segment includes natural gas distribution, natural gas rransrnission and 
electric distribution operations. All operations in th is segment are regulated, as to their rates and service, by the 
Public Service Commission (''PSC") having jurisdiction in each state in which we operate or by the FERC in the 
case of Eastern Shore Natural Gas ('·Eastern Shore''). 

Unregulated Energy. The unregulated energy segment includes propane distribution, propane wholesale marketing 
and natural gas marketing operations, which are unregulated as to their rates and services. 

Other. The "Other" segment consists primarily of the advanced information services operation, unregulated 
subsidiaries that own real estate leased to Chesapeake and certain corporate costs not allocated to other operations. 

The following table shows the size of each of our operating segments based on operating income for 2012 and net 
property, plant and equipment as of December 3 I, 20 12: 

Net Property, Plant 
(dollars 111 lhousands) Opcrn ting Income ,<;.: Eguiemcnt 

Regulated Energy $46,999 83% $486,072 90% 
Unregulated Energy 8,355 15% 38,582 7% 
Other 1,281 2% 17,127 3% 
Total $56,635 100% $541 ,78 1 100% 

Additional financial information by business segment is included in Item 8 under the heading "Notes to the Consolidated 
Financial Statements - Note 5. Segment Information." 

(i) Regu Ia ted Energy 

Overview o(Business 

The regulated energy segment is our largest segment and consists of natural gas distribution and transmission operations 
on the Delmarva Peninsula and in Florida and an electric distribution operation in Florida. 

Natural gas supplies nearly one-fou11h of the energy used in the United States. Due to its efliciency, cleanliness and 
reliabi lity, natural gas is growing increasingly popu lar. Supplies of natural gas are abundant, and 98.5 percent of the 
natural gas used in the Un ited States comes from Nor1h America. Natural gas is delivered to customers through a safe and 
efficient underground pipeline system. As the cleanest-burning fossil fuel , increased use of natural gas can help address 
various environmental concerns today. 

Chesapeake Utilities Corporation 2012 Form 10-K Page 3 
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(I) 

Natural Gas Distribution 

Our Delmarva natural gas distribution operation serves 49,639 residential and 5,320 commercial and industrial customers 
in cenrral and southern Delaware and on Maryland's eastern shore. For the year ended December 31, 2012, operating 
revenues and deliveries by customer class for our Delmarva natural gas distribution operation were as follows: 

Operating Revenues Deliveries 
(mthOIISOIIds) (111 Dts) 

Residential $ 42,452 62% 2,511 ,444 28% 
Commercial 19,250 29% 2,717,673 29% 
Industrial 5,648 8% 3.876,693 42% 
Subtotal 67,350 99% 9,105,810 99% 
lnten·uptible 229 0% 124,063 1% 
Other <1l 657 1% 
Total $ 68,236 100% 9,229,873 100% 

Operating revenues from ·'Other" include unb illed revenue, rental of gas properties, and other miscellaneous charges. 

Our Florida natural gas distribution operation consists of Chesapeake's Florida division, FPU 's natural gas operation, 
which was acquired in October 2009, and FPU's Indiantown division, which was acquired in August 20 10. Each 
component of our Florida natural gas distribution operation is separately regulated, as to its rates and service, by the 
Florida PSC. On a combined basis, our Florida natural gas distribution operation serves 62,386 residential customers and 
6,670 commercial and industrial customers in 2 I counties in Florida. For the year ended December 31, 20 I 2, operating 
revenues and deliveries by customer class for our Florida natural gas distribution operation were as follows: 

Operating Revenues Oclivel'ies 
(in thousands) (!n Dis) 

Residential $ 24,578 33% 1,532,234 7% 
Commercial 31,331 42% 4,140,437 18% 
Industrial 15,897 20% 17,611 ,44 1 74% 
Other <1l 3,56 1 5% 181 ,566 1% 
Total $ 75,367 100% 23,465,678 100% 

Operating revenues from "Other" include unbilled revenue, conservation revenue, fees for billing services provided to 
third parties, other miscellaneous charges and adj ustments for pass-through taxes. 

Natural Gas Transmission 

Eastern Shore operates a 428-mile interstate pipeline system that transports natural gas from various points in 
Pennsylvania to our Delaware and Maryland natural gas distribution divisions, as well as to other utilities and industrial 
customers in southern Pennsylvania, Delaware and on the eastern shore of Maryland. Eastern Shore also provides swing 
transportation service and contract storage services. For the year ended December 3 I , 20 12, operating revenues and 
deliveries by customer class for Eastern Shore were as follows: 

Local distribution companies 
Industrial 
Commercial 
Other <1l 

Subtotal 
Less: affiliated local distribution companies 
Total non-affiliated 

Opcmtin:: Hcwnues 
(111 rlzousands) 

$ 22,365 
8,548 
2,947 

46 
33,906 

(14,125) 
$ 19,78 1 

66% 
25% 

9% 
0% 

100% 

Dclivcrie.~ 
(in Ots) 

7,765,044 
23,337,949 

2,986, 146 

34,089,139 
( 4,082,037) 
30,007,102 

Operating revenues from "Other" sources are from rental of gas properties and reserve for rate case refund. 

23% 
68% 
9% 

100% 

Peninsula Pipeline Company, Inc. (''Peninsula Pipeline'') provides natural gas transportation service to FPU's natural gas 
operation and an unaffiliated customer. Peninsula Pipeline transports natural gas to FPU in Nassau County, Florida, 
utilizing the 16-mile pipe li ne from the Duvai/Nassau County line to Amelia Island in Nassau County, Florida, which 
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Peninsula Pipeline jointly owns with the Peoples Gas System division of Tampa Electric Company (''Peoples Gas"), as 
well as other pipelines solely owned by Peninsu la Pipeline. Peninsula Pipeline commenced service to FPU in Nassau 
County. Florida in Aprii20J 2 and generated $1.6 million in operating revenues for the year ended December 31, 2012. 
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Peninsula Pipeline also provides natural gas transportation service to an unaffiliated customer under a 20-) ear agreement. 
This service, which began in January 2009. is provided at a fixed monthly charge through Peninsula Pipeline's eight-mile 
pipeline located in Suwanee County, Florida. For the) ear ended December 31. 2012. Peninsula Pipeline generated 
$264,000 in operating revenues under the contract. 

Electric Distribution 

Our Florida electric distribution operation distributes electricity to 3 I ,066 customers in four counties in northeast and 
nor1hwest Florida. For the year ended December 31, 20 12, operat ing revenues and deliveries by customer class for the 
FPU electric distribution operation were as follows: 

Operntln,:: Rc,•cnues Deliveries 
(111 lhOII.WtldS) (in MIYHs) 

Residential $ 40,8 14 49% 292,980 44% 
Com mercial 38,079 46% 3 10,008 46% 
Industrial 7,5 13 9% 58,640 9% 
Subtotal 86,406 104% 661 ,628 99% 
Other Ill (3,845) -4% 9,370 1% 
Total $ 82,56 1 100% 670,998 100% 

Operating revenues from ·'Other" include unbilled revenue, conservation revenue, other miscellaneous charges and 
adjustments for pass-through taxes. 
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Supplies. Transmission and Storage 

We believe that the ava ilabi lity of supply and transmission of natural gas and electricity is adequate under ex isting 
arrangements to meet the ant icipated needs of customers. 

Natural Gas Distribution- Delmarva Peninsula 

Our Delaware and Maryland natural gas distribution divisions have both firm and interruptible transportation service 
contracts with five interstate "open access" pipeline companies, including our Eastern Shore pipeline. These divisions are 
directly interconnected with the Eastern Shore pipeline, and have contracts with interstate pipelines upstream of Eastern 
Shore, including Transcontinental Gas Pipe Line Company LLC ("Transco"), Columbia Gas Transmission LLC 
("Columbia"), Columbia Gulf Transmission Company ("Gu lf") and Texas Eastern Transmission, LP ("TETLP"). The 
Transco, Columbia and TETLP pipelines are directly interconnected with the Eastern Shore pipeline. The Gulf pipeli ne is 
directly interconnected with Columbia and indirectly interconnected with the Eastern Shore pipeline. None ofthe 
upstream pipeli nes is owned or operated by Chesapeake or any of its operating divisions and subsidiaries. 

On Apri l 8, 2010, our· Delaware and Maryland divisions entered into a Precedent Agreement with TETLP in conjunction 
with TETLP's new expansion project. On February 23, 20 12, in accordance with the terms outlined in the Precedent 
Agreement, our Delaware and Maryland divisions entered into two separate firm transportation service agreements with 
TETLP for 30,000 Dekatherms per day (''Dts/d") and I 0,000 Dts/d, respectively, commencing in November 20 I 2. In 
November 2013 , the maximum daily quantity under these agreements increases to 34, I 00 Dts/d and I 5,900 Dts/d for our 
Delaware and Maryland divisions, respectively. These new finn transportation service agreements provide us with an 
additional direct interconnection with Eastern Shore's transmission system and access to new sources of supply from 
other natural gas production regions, including the Appalachian production region, thereby providing increased rel iability 
and diversity of supply. They also provide our Delaware and Maryland divisions with needed upstream transportation 
capacity to meet CUITent and projected customer requirements. 

The Delaware and Maryland divisions use their firm transportation resources to meet a significant percentage of their 
projected demand requirements. They purchase firm natural gas supplies to meet those projected requirements with 
purchases ofbaseload, daily spot and storage service. This gas is transported by the upstream pipel ines and delivered to 
their interconnections with the Eastern Shore pipeline. The Delaware and Maryland divisions also have the capability to 
use propane-air peak-shaving equipment to supplement or displace natural gas purchases. 

The following tab le shows the firm transportation and storage capacity for peak-day deliverability that the Delaware and 
Maryland divisions currently have under contract with Eastern Shore and pipelines upstream of the Eastern Shore 
pipeline, includ ing the respective contract expi ration dates. 
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Delaware 

Pipeline 

Transco 
Columbia 
Gulf 
TETLP 
Eastern Shore 

Mmyland 

Pipeline 

Trans co 
Columbia 
Gulf 
TETLP 
Eastern Shore 

Finntmnsport:ll ion 
c:~pacity maximum 

peak-day daily 
d~liverability 

(in D1s) 

21,423 
10,960 

880 
30,000 
70,654 

Firm trans portation 
capncity maximum 

peak-day daily 
dclivcrability 

(in Dis) 

6,128 
4,200 

590 
10,000 
27,398 

Natural Gas Distribution - Florida 

Firm stora~:c capacity 
rrutximum pc:~k-day 

d:tily withdrawal 
.(In Dis) 

6,230 
8,224 

4.1 46 

Fi rm storage cap:tci ty 
maximum peak-day 

daily withdrawal 
'rm D1s) 

2,970 
3,663 

2,307 

Page 17 of 156 

Ex piration 

Various dates between 2013 and 2028 
Various dates between 2014 and 2020 
Expires in 2014 
Expires in 2027 
Various dates between 20 13 and 2027 

Ex piration 

Various dates between 20 13 and 20 15 
Various dates between 2014 and 2019 
Expires in 2014 
Expires in 2027 
Various dates between 20 13 and 2027 

Chesapeake's Florida natural gas distribution division has finn transportation service contracts with Florida Gas 
Transmission Company (' 'FGT") and Gulfstream Natural Gas System, LLC ("Gulfstream"). Pursuant to a program 
approved by the Florida PSC, all of the capacity under these agreements has been released to various third parties and 
Peninsu la Energy Services Company, Inc. (''PESCO"), our natural gas marketing subsidiary. Under the terms of these 
capacity release agreements, Chesapeake is contingently liable to FGT and Gu lfstream, should any party that acquired the 
capacity th rough release fa il to pay for the service. 
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Contracts by Chesapeake's Florida natural gas distribution division include two contracts with FGT, which expire on 
July 31, 2015 and 2020, and one contract with Gulfstream, which expires in 2022. These contracts are summarized in the 
following table: 

Pipeline 

FGT 
FGT 
FGT 
FGT 
Gu lfstream 

Month(s) 

Januaty to December 
November to April 
May to September 
October 
January to December 

Dnily Firm 
Transportat ion Capacity 

(in D1s) 

1,000 
17,639 
15,092 
16,579 
10,000 

Expirntion 

July 2015 
July 2020 
July 2020 
July 2020 
May 2022 

FPU has two firm transp01tation contracts with FGT, which expire in February 2015 and Ju ly 2020, respectively. FPU 
also has a third contract with FGT expiring in 2013, which contains reductions in the contracted transportation capacity 
between 2016 and 2023. FPU's firm transportation contract with Florida City Gas expires in 2013. In 2012, FPU entered 
into a I 5-year firm transportation agreement with Peninsula Pipeline to provide natural gas service into Nassau and 
Okeechobee counties in Florida. These contracts are summarized in the following table: 

Pipeline 

Florida City Gas 
FGT 
FGT 
FGT 
FGT 
FGT 
FGT 
FGT 
FGT 
FGT 
Peninsu la Pipeline 

Month(s) 

January to December 
January to April 
May to October 
November to December 
Januaty to March 
April 
May to September 
October 
November to December 
January to December 
Januaty to December 

Daily Firm 
Trnnsporta tion 

Col parity 
(in DIS) 

300 
10,564 
4,478 

10,564 
29,421 
24,808 

9,943 
10,485 
29,421 

1,822 
7,500 

~~xpiration 

December 20 13 
February 2015 
Februaty 2015 
Februaty 2015 
July 2020 
July 2020 
July 2020 
July 2020 
July 2020 
Various dates between 20 16 and 2023 
December 2027 

FPU uses gas marketers and producers to procure all of its gas supplies for its natural gas distribution operation. FPU also 
uses Peoples Gas to provide wholesale gas sales service in areas distant fi·om irs interconnections with FGT. 

Natura l Gas Transmission 

Eastern Shore has three contracts with Transco for a total of 7,292 dekatherms (" Drs") of firm peak day storage 
entitlements and total storage capacity of288,003 Dts. One of the contracts expires in 20 13 and the other two expire in 
2023. Eastern Shore is in the process of negotiating a 10-year extension of the contract which expires in 2013. Eastern 
Shore has retained these firm storage serv ices in order to provide swing transportation service and finn storage service to 
customers that have requested such services. 

Electric Distribution 

Our electTic distribution operation purchases its wholesale electricity primarily from two supp liers, JEA (formerly known 
as Jacksonville Electric Authority) and Gulf Power Company ("Gulf Power"), under all requirements contracts expiring 
in December 20 I 7 and 2019, respectively. The JEA contract provides generation and transmission service to northeast 
Florida. The G u If Power contract provides generation and transmission service to northwest Florida. Our electric 
distribution operation also has a renewable energy purchase agreement with Rayonier Perfonnance Fibers, LLC 
(" Rayonier"). The Rayonier contract, which exp ires in 2023, commits FPU to purchase between 1.7 megawatt hour 
("MWH") and 3.0 MWH of electricity annually. 
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(I) 

(2) 

(3) 

Competition 

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

Ra1es and Regula! ion 

Our natura l gas and electric distribution operations are subject to regulation by the Delaware, Maryland or Florida PSC 
with respect to various aspects of their business, including rates for sales and transportation to all customers in each 
respective regulatory jurisdiction. All of our finn distribution sales rates are subject to fue l cost recovery mechanisms, 
which match revenues with natural gas and electric 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 PSC having jurisdiction. 

Eastern Shore is subject to regulation as an interstate pipel ine by the FERC, which regulates the terms and conditions of 
service and the rates Eastern Shore can charge for its transportation and storage services. Pen insula Pipeline is subject to 
regulation by the Florida PSC. 

The follow ing table shows the regulatory jurisd ictions under which our regulated energy businesses currently operate, 
including the effective dates of the most recent full rate proceedings and the rates of return that were authorized therein: 

Regulatory £ fferth•r Dale of Allowed 
Regulated Business J urisdiction I he Currn•nt Rntcs Return 

Chesapeake- Delaware Divis ion Delaware PSC 91312008 10.25% <1> 
Chesapeake- Maryland Division Ma1yland PSC 12/1/2007 10.75% <1) 
Chesapeake- Florida Division Florida PSC 1/14/2010 10.80% <1) 

FPU- Natural Gas Florida PSC t/14/20 I 0 <J> 10.85% (I) 
FPU- Indiantown Division Florida PSC 6117/2004 11.50% <11 
FPU- Eiectric Florida PSC 5/22/2008 11.00%Cil 
Eastern Shore FERC 7/29/2011 13.90% <2) 

Allowed return on equity 
Allowed overall pre-tax, pre-imerest rate of return 
Effective date of the order approving the settlement agreement, which adjusted rates originally approved on June 4, 2009. 

Peninsula Pipeline provides services based on negotiated rates, which are approved by the Florida PSC. 

Management monitors the ach ieved rates of return of each of our regulated energy operations in order to ensure timely 
fil ing of rate cases. 

Regulaton' Proceedings 

See discussion of regulatory activities in Item 8 under the head ing "Notes to the Consolidated Financial Statements ­
Note 17, Rates and Other Regu latory Activit ies." 
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Seasona/itv o[Nalura/ Gas and Electric Distribwion Revenues 

Revenues from our residential and commercial natural gas distribution activities are affected by seasonal variations in 
weather cond itions, which directly influence the volume of natura l gas and electricity sold and deli vered. Specifically, 
customer demand substantially increases during the winter months, when natural gas and electric ity are used for heating. 
For electricity, customer demand also increases during the summer months, when electricity is used for cooling. 
Accordingly, the volumes sold fo r these purposes are directly affected by the severity of summer and winter weather and 
can vary substantially from year to year. Sustained warmer-than-normal temperatures during the heating season will tend 
to reduce use of natural gas and electricity, while sustained colder-than-nonnal temperatures will tend to increase 
consumption. Susta ined cooler-than-normal temperatures during the cooling season wi ll negatively affect electricity 
consumption. We measure the relative impact of weather by using an accepted degree-day methodo logy. Degree-day data 
is used to estimate amounts of energy 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 LO:OO am) falls above or below 65 degrees Fahrenheit. Each degree oftemperature 
below 65 degrees Fahrenheit is counted as one heating degree-day. Each degree of temperature above 65 degree 
Fahrenheit is counted as one cooling degree-day. Normal heating degree-days are based on the most recent I 0-year 
average. 

For the electric distribution operations in northeast and northwest Florida, hot summers and cold winters produce year­
round electric sales that normally do not have large seasonal fluctuations. 

In an effort to stabilize the level of net revenues collected from customers in Maryland regardless of weather conditions, 
we implemented a weather normalization adj ustment fo r our 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. 

De laware, like many other states, has been looking at ways to enable implementation of energy efficiency and is 
considering revenue decoupling, which is a mechan ism for separating the revenue needed to recover the fixed cost of 
delivery from the variable cost that fluc tuates with the amount of natural gas consumed. Although the Delaware PSC has 
been investigating whether to implement a revenue decoupling mechanism for the natural gas distribution ut il ities in the 
state, it is uncertain as to whether the Delaware PSC will requ ire our Delaware natural gas distribution division to file a 
request for decoupling or whether our Delaware division will file such request on its own. 

( i i) Unregulated Energy 

Overview o( Business 

Our unregulated energy segment provides propane distribution, propane wholesale marketing and natural gas marketing 
services to customers. 

Propane Distribution 

Propane is a fonn of liquefied petroleu m gas, which is typically extracted from natural gas or separated during the 
crude oil refining process. Although propane is a gas at nonnal pressure, it is easily compressed into liquid form for 
storage and transportation. Propane is a clean-burning fuel, gain ing increased recognition fo r its environmental 
superiority, safety, efficiency, transportability and ease ofuse relative to alternative forms of fossi l fuels . Propane is 
sold primari ly in suburban and rural areas which are not served by natural gas distributors. 

Our propane distribution operations sell propane primarily to residentia l, commerc ial/industrial and wholesale 
customers. Approximately 77 percent of operating revenues in 2012 were generated by the sales to retail residential, 
commercial and industrial customers. Sharp Energy Inc. ("Sharp''), our propane distribution subsid iary, serves 
34,837 customers throughout Delaware, the eastern shore of Maryland and Virginia, and southeastern Pennsylvania. 
Our Florida propane distribution subsidiaries provide propane distribution service to 14,475 customers in various 
counties in Florida. For the year ended December 3 1, 2012, operating revenues and total gallons so ld by our 
Delmarva and Florida propane distribution operations were as follows : 
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Service A rea 

Delmarva 
Florida 
Total 

Propane Wholesale Marketing 

Operating Revenu es 
(in thousands) 

$ 60,985 
18,931 

$ 79,9 16 

76% 
24% 

100% 
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T ota l Ga llons Sold 
{in thousands} 

31 ,441 84% 
5,997 16% 

37,438 100% 

Xeron , Inc. ("Xeron"), ou r propane wholesale marketing subsid iary, markers propane to major independent oi l and 
petrochem ical companies, wholesale resellers and retail propane companies located primarily in the southeastern 
Un ited States. Xeron enters into forward contracts with various counterparties to commit to purchase or sell an 
agreed-upon quantity of propane at an agreed-upon price at a specified future date, which typ ically ranges from one 
to six months from the execution of the contract. At the expiration of the forward contracts, Xeron typically settles 
its purchases and sales financially without taking the physica l delivery of propane. Xeron also enters into futures and 
other option contracts that are traded on the InterContinental Exchange, inc. The level and profitabi lity of the 
propane wholesale marketing activity is affected by both propane wholesale price vo latility and liquidity in the 
wholesale market. In 2012, Xeron had operating revenues totaling approximately $2.5 million, net of the associated 
cost of propane sold. For further discussion of Xeron's wholesale marketing activities, market risks and controls that 
monitor Xeron's risks, see Item 7 under the heading "Management' s Discussion and Analysis of Financial Condition 
and Results of Operations - Market Risk." 

Xeron does not own physical storage facil ities or equipment to transport propane; however, it contracts for storage 
and pipel ine capacity to facil itate the sa le of propane on a wholesale basis. 

Natural Gas Marketing 

Our natural gas marketing subsid iary, PESCO, provides natura l gas supply and supply management services to 
3,189 customers in Florida and 28 customers on the De lmarva Peninsula. It competes with regulated uti lities and 
other unregulated third-party marketers to sell natural gas supplies direct ly to commerc ial and industrial customers 
through competitively-priced contracts. PESCO does not own or operate any natura l gas transmission or distribution 
assets. The gas that PESCO sells is delivered to retail customers through afti liated and non-affiliated local 
distribution company systems and transmission pipelines. PESCO bills its customers through the billing services of 
the regulated utilities that deliver the gas, or directly, through its own billing capabilities. For the year ended 
December 31 , 20 12, PESCO's operating revenues and deliveries were as follows: 

Operating Revenues Deliveries 
Service t\ rea (m thousands) (!n Dts} 

Florida $ 42 ,019 86% 14,766,667 91% 
Delmarva 7,020 14% 1,544,849 9% 

Subtotal 49,039 100% 16,311 ,5 16 100% 
Less: sale to affiliate (3 ,029) (856,615) 
Total unaffi liated $ 46,010 I 5,454,901 

PESCO currently has contracts with natura l gas production companies for the purchase of fi1111 natural gas supplies. 
These contracts provide a maximum finn daily entitlement of 35,000 Dts and expire in May 2013. PESCO is 
currently in the process of obtaining and reviewing proposals from suppl iers and anticipates executing agreements 
prior to the end of the term of the existing contracts. 

Supplies, Transporlation and S10rage 

Our propane distribution operations purchase propane primarily from suppliers, including majo.r oi l companies, 
independent producers of natural gas liquids and from Xeron. In current markets, supplies of propane from these and 
other sources are readily available for purchase. 
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Our propane distribution operations use trucks and ra ilroad cars to transport propane from refineries, natural gas 
processing plants or pipeline terminals to our bulk storage facil ities. We own bulk propane storage faci lities with an 
aggregate capacity of approximately 3.4 million gallons at various locations in Delaware, Maryland, Pennsylvania, 
Virginia and Florida. From these storage facilities, propane is delivered by " bobtai l" trucks, owned and operated by us, to 
tanks located at the customers' premises. 

Competition 

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

Rares and Regulation 

Propane distribution, propane wholesale marketing and natural gas marketing activities are not subject to any federal or 
state pricing regulation. Transport operations are subject to regulations concerning the transportation of hazardous 
materials promulgated by the Federal Motor Carrier Safety Administration within the United States Department of 
Transportation 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. 

Seasona/itv o[Propane Revenues 

Revenues from our 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 
so ld for this purpose are directly affected by the severity of winter weather and can vary substantially from year to year. 
Sustained warmer-than-normal temperarures will tend to reduce propane use, while sustained colder-than-normal 
temperatures wi ll tend to increase consumption. 

Many of our propane distribution customers are "bulk delivery•· customers. We make deliveries of propane to the bulk 
de livery customers as needed, based on the level of propane remaining in the tank located at the customer's premises. We 
invoice and record revenues for our bulk delivery service customers at the time of delivery, rather than upon customers' 
actual usage. since the customers own the propane gas in the tank on their premises. The timing of deliveries to the bulk 
delivery customers can vary significantly from year to year depending on weather variation. 

(iii) Other 

The "Other" segment cons ists primari ly of our advanced information services subsidiary, other unregulated subsidiaries 
that own real estate leased to Chesapeake and its subsidiaries and certain unallocated corporate costs, which are not 
directly anriburable to a spec ific business unit. 

Advanced lnfonnation Services 

Our advanced information services subsidiary, BravePoint®, Inc. ("BravePoint"), is headquartered in Norcross, Georgia, 
and provides domestic and a limited number of internal"ional clients with information technology services and solutions 
for both enterprise and e-business applications. 

Other Subsidiaries 

Skipjack, Inc. and Eastern Shore Real Estate, Inc. own and lease office buildings in Delaware and Maryland to affi liates 
of Chesapeake. Chesapeake Investment Company is an affiliated investment company incorporated in Delaware. 

(c) Additional Information about the Business 

(i) Ca pital Budget 

A discussion of capital expend itures by business segment and capital expenditures for environmental remediation 
facilit ies is included in Item 7 under the heading "Management's Discussion and Analysis of Financial Condition and 
Results of Operations - Liqu idity and Capital Resources." 
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(ii) Employees 

As of December 3 1, 20 12, we had a total of 738 employees, 127 of whom are union employees represented by three labor 
unions: the International Brotherhood of Electrical Workers, the International Chemical Workers Union and United Food 
and Commerc ial Workers Union, all of whose collective bargaining agreements expire in 20 13. 

(iii) Financial Information about Geographic Areas 

All of our material operations, customers and assets are located in the United States. 

(d) Available Information 

As a pub lic company, we file annual, quarterly and other reports, as well as our annual proxy statement and other 
information, with the Securities and Exchange Commission ("SEC"). The public may read and copy any materials that 
we fi le with the SEC at the SEC's Public Reference Room, I 00 F Street, N.E., Washington, DC 20549-5546; the publ ic 
may obtain information from the Public Reference Room by call ing the SEC at 1-800-SEC-0330. 

The SEC also maintains an lntemet site that contains reports, proxy and information statements and other information 
regarding the Company. The address of the SEC's lntemet website is www.sec.gov. We make available, tree of charge, 
on our Internet website, our Annual Repon on Form I 0-K, Quanerly Reports on Form I 0-Q, Current Repons on Form 8-
K and amendments to those reports, as soon as reasonably practicable after such reports are electronically fi led with or 
furnished to the SEC. The address of our Internet webs ite is www.chpk.com. The content ofthis website is not part ofthis 
report. 

We have a Business Code of Ethics and Conduct applicable to all employees, officers and directors and a Code of Ethics 
for Financial Officers. Copies of the Business Code of Ethics and Conduct and the Code of Ethics fo r Financial Officers 
are available on our Internet website. We also adopted Corporate Governance Gu idelines and Charters for the Aud it 
Committee, Compensation Committee and Corporate Governance Committee of the Board of Directors, each of which 
satisfies the regulatory requ irements established by the SEC and the New York Stock Exchange ("NYSE"). The Board of 
Directors has also adopted Corporate Governance Guideli nes on Director Independence, which conform to the NYSE 
listing standards on director independence. These documents are available on our Internet website or may be obtained by 
writing to: Corporate Secretary; c/o Chesapeake Utilities Corporation, 909 Silver Lake Boulevard, Dover, DE 19904. 

Jfwe make any amendment to, or grant a waiver of, any provision of the 13usiness Code of Ethics and Conduct or the 
Code of Ethics for Financial Ofticers applicable to our principal executive officer, president, principal financial officer, 
principal account ing officer or controller, the amendment or waiver will be disclosed with in four business days in a press 
release, by website disclosure, or by fil ing a current report on Form 8-K with the SEC. 

Our Chief Executive Officer certified to the NYSE on May 31 , 2012, that as of that date, he was unaware of any violation 
by Chesapeake of the NYSE's corporate governance listing standards. 
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ITDI lA. RISK FACTORS. 

The following is a discussion of the primary factors that may affect the operations or financial performance of our regulated 
and unregulated businesses. Refer to the section entitled ''Management's Discussion and Analysis of Financial Condition and 
Results of Operations" under Item 7 of this report for an add itional discussion of these and other related factors that affect our 
operations and/or fi nancia I performance. 

Financial Risks 

Instability and volatility in tile financial markets could have a negative impact on our ability to access capital at competitive 
rates. 

Our business strategy includes the continued pursuit of growth. both organically and through acquisitions. To the extent that 
we do not generate sufficient cash flow from operations, we may incur additional indebtedness to finance our growth . 
Specifically, we rely on access to both sho11-term and long-term capital markets as a sign ificant source of liquidity for capital 
requirements not satisfied by the cash flows from our operations. We are committed to maintaining a sound capital structure 
and strong credit ratings to provide the financial flexib ility needed to access the capital markets when required. However, if we 
are not able to access capital at competitive rates, our ability to implement our strategic plan, undertake improvements and 
make other investments required fo r ou r future growth may be limited. 

A downgrade in our credit raOug cou/tl adversely affect our access to wpita/ markets and our cost of capital. 

Our abili ty to obtain adequate and cost-effective capital depends on our credit ratings, which are greatly affected by our 
financial performance and the liquidity of financial markets. A downgrade in our cunent credit ratings could adversely affect 
our access to capital markets, as well as our cost of capital. 

If we fail to comply with our debt covenant obligations, we could experience adverse .financial consequences that could 
affect our liquidity and ability to borrow funds. 

Our long-term debt obligations and committed sho11-terrn lines of cred it contain financial covenants related to debt-to-capital 
ratios and interest-coverage ratios. Fai lure to comply with any of these covenants could result in an event of default which , if 
not cured or waived, could result in the acceleration of outstand ing debt obi igations or the inabi li ty to borrow under ce11ain 
credit agreements. Any such acceleration wou ld cause a material adverse change in our financial condition. 

An increase in interest rates may adverse~v affect our results of operations and cash flatvs. 

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 adverse ly affect future eamings. 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, 
as well as to temporarily finance capital expenditures. 

Inflation may impact our results of operations, cash flows liJI{/ ji/1(11/cial position. 

Inflation affects the cost of supply, labor, products and services required for operations, maintenance and cap ital 
improvements. To help cope with the effects of in flat ion on our capital investments and returns, we seek rate increases from 
regulatory comm iss ions for regulated operations and closely monitor the returns of our unregulated operations. There can be 
no assu rance that we will be able to obtain adequate and timely rate increases to offset the effects of inflation. To compensate 
for nuctuat ions 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. 
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Our energy marketing subsidiaries are exposed to market risks, beyond our control, wlticll could adversely affect our 
financial results and capital requirements. 

Our energy marketing subsid iaries are subject to market risks beyond their control, including market liquidity and commodity 
price volatility. Although we maintain risk management policies, we may not be able to offset completely the price risk 
associated with volatile commodity prices, which cou ld lead to volatil ity in eamings. Physical trading also has price risk on 
any net open positions at the end of each trading day, as well as volatili ty 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 so ld 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 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, we review these assumptions daily. Net open positions may 
increase volatility in our 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 economic 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, >vith 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. 

Our energy marketing subsidiaries are exposed to cretlit risk of their counterparties. 

Our energy marketing subsidiaries extend credit to counterpa11ies and continually monitor and manage collections 
aggressively. Each ofthese subsidiaries is exposed to the risk that it may not be able to collect amounts owed to it. If the 
counterpa1ty to such a transaction fails to perform, and any underlying collateral is inadequate, we could experience fi nancial 
losses. 

Our energy marketing subsidiaries are dependent upon tile availability of credit to successfully operate their businesses. 

Our energy marketing subsid iaries are dependent upon the availability of credit to buy propane and natural gas for resale or to 
trade. If financial market conditions dec I inc genera fl y, or the financial condition of these subsidiaries or of our Company 
declines, then the cost of credit available to these subsidiaries could increase. If credit is not available, or if credit is more 
costly, our results of operations, cash flows and financial condition may be adversely affected. 

Current market conditions have adversely impacted the retum 011 plan assets for our pension pla11s, which may require 
significant additional funding. 

We have pension plans that have been closed to new employees. The costs of providing benefits and related funding 
requ irements of these plans are subject to changes in the market value of the assets that fund the plans and the discount rates 
used to estimate the pension benefit obligations. As a resu lt of the extreme volatility and disruption in the domestic and 
intemational equity. bond and interest rate markets in recent years, the asset values and benefit obligations of Chesapeake's 
and FPU's pension plans have fluctuated significantly since 2008. The funded status of the plans 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. Future losses of asset values and further declines in discount rates may necessitate 
accelerated funding of the plans in the future to meet minimum federal government requirements as well as higher pension 
expense to be recorded in future years. Adverse changes on the asset values and benefit obligations of our pension plans may 
require us to record higher pension expense and fund obligations earlier than originally planned, which would have an adverse 
impact on our cash flows from operations, decrease borrowing capacity and increase interest expense. 

Opera tional Risks 

Fluctuations in weather may cause a significant variance in our eamings. 

Our natural gas and propane distribution operations are sensitive to fluctuations in weather conditions, which directly influence 
the volume of natural gas and propane we sell and deliver to our customers. A significant portion of our natura l gas and 
propane distribution revenues is derived from the sales and deliveries of natura l gas and propane to res idential and commercial 
heating customers during the five-month peak heating season (November through March). If the weather is warmer than 
normal, we se ll and deliver less natural gas and propane to customers, and earn less revenue, which cou ld adversely affect our 
results of operations, cash flows and financial condition. 
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Our electric operation, while generally less seasonal than natural gas and propane sales because electricity is used for both 
heating and cooling in our service areas, is also affected by variations in general weather conditions and particularly unusually 
severe weather conditions. 

Tile muou11t a11d availability of natural gas, propane and electricity supplies are difficult to predict; a substantial reduction 
in available supplies could reduce our eamings in tltose segments. 

Natural gas, propane and electricity production can be affected by factors beyond our control , such as weather, closings of 
energy generation facilities and refineries. If we are unable to obtain sufficient natural gas, electricity and propane supplies to 
meet demand, results in those bus inesses may be adversely affected. Any substantial decrease in the availability of supplies of 
natural gas, propane and electricity could result in increased supply costs and higher prices for customers, which could also 
adversely affect our financia l condition and results of operations. 

We rely on a limited number of natural gas, propane and electricity suppliers, tile loss of wit ich could have a material 
adverse effect on our finallcial condition aml results of operatio11s. 

We have entered into various agreements with suppl iers to purchase natural gas, propane and electricity to serve our 
customers. The loss of any significant suppliers or our inability to renew these contracts at favorable terms upon their 
expiration could significantly affect our abil ity to serve our customers and have a material adverse impact on our financial 
condition and resu lts of operations. 

A substantial disruption or lack of growth in interstate natural gas pipelines' tra11smissio11 and storage capacity and electric 
transmission capacity may impair our ability to meet customers' existi11g and f uture requirements. 

In order to meet existing and future customer demands for natural gas and electricity, we must acquire sufficient supplies of 
natural gas and electricity, interstate pipeline transm ission and storage capacity, and electric transmission capacity to serve 
such requirements. We must contract for rel iable and adequate upstream transmission capacity for our distribution systems 
while considering the dynamics of the interstate pipeline and storage and electric transmission markets, our own on-system 
resources, as wel l as the characteristics of our markets. Our financial condition and results of operations wou ld be materially 
and adversely affected if the future availabili ty of these capacities were insuffic ient to meet future customer demands for 
natural gas and electricity. Currently, our Florida natural gas operation relies primari ly on one pipeli ne system, FGT, fo r most 
of its natural gas supply and transmission. Ou r Florida electric operation relies primarily on two suppliers, Gulf Power for the 
northwest service te1Titory and JEA for the northeast service te1Titory. Any inten·uption to these systems could adversely affect 
our ability to meet the demands of FPU 's customers and our eamings. 

Commodity price increases may adversely ajJecttlte operating costs and competitive positions of our natural gas, electric 
and propane distribution operations, wlticlt may atlverse(y affect our results of operations, cash flows and financial 
condition. 

Natural Gas/Electric. Higher natural gas prices can significantly increase the cost of gas billed to our natural gas customers. 
Increases in the cost of coal, natural gas and other fuels used to generate electricity can significantly increase the cost of 
electricity billed to our electric customers. Damage to the production or transportation facilities of our suppl iers, decreas ing 
their supply of natural gas and electricity, could result in increased supply costs and higher prices for our customers. Such cost 
increases generally have no immediate effect on our revenues and net income because of our regulated fue l cost recove1y 
mechan isms. Our net income, however, may be reduced by higher expenses that >ve may incur for uncollect ible customer 
accounts and by lower volumes of natural gas and electricity deliveries when customers reduce their consumption. Therefore, 
increases in the price of natural gas, coal and other fuels can affect our operating cash flows and the competitiveness of natural 
gas and electricity as energy sources and consequently have an adverse effect on our operating cash flows. 
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Propane. Propane costs are subject to volatile changes as a resu lt of product supply or other market conditions, including 
weather and economic and political factors affecting crude oil and natural gas supply or pricing. For example, weather 
conditions could damage production or transpor1ation facilities, which could result in decreased supplies of propane, increased 
supply costs and higher prices for customers. 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, par1icularly 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, fue l oil, crude oil and natura l gas commodity market conditions. In add ition , in periods of sustained higher 
commodity prices, decl ines in retail sa les volumes due to reduced consumption and increased amounts of uncollectible 
accounts may adversely affect net income. 

Our propane inventory is subject to in ventory valuation risk, which may result in a write-down of inventory. 

Our propane distribution operations own bu lk propane storage facilities, with an aggregate capacity of approximately 
3.4 million gallons. We purchase and store propane based on several factors, including inventory levels and the price outlook. 
We may purchase large vo lumes 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 price is subject to vo latile fluctuations in 
response to changes in supply or other market conditions. We have no control over these market conditions. Consequently, the 
wholesale price of the propane that we purchase can change rapid ly over a shon period of time. The retail 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 add ition, falling propane prices may result in inventory write-downs as required by 
accounting principles generally accepted in the United States of America ("GAAP") if the market price of propane falls below 
our weighted average cost of inventory, which could adversely affect net income. 

Operating events affecting public safety and the reliability of our natural gas and electric distribution a/1{1 transmission 
Jystems could tulverJe/y affect our operations and increaJe our costs. 

Our natural gas and electric operations are exposed to operational events and risks, such as major leaks, outages, mechanical 
failures and breakdown, operations below expected level of performance or efficiency and accidents that could affect public 
safety and the reliability of our distribution and transmission systems, significantly increase costs and cause loss of customer 
confidence. If we are unable to recover from customers through the regulatory process, all or some of these costs and our 
authorized rate of rerum, our results of operations, financial condition and cash flows could be adversely affected. 

We operate in a competitive environment and we may lose customers to competitors. 

Natural Gas. Our natural gas marketing operations compete with third-party suppliers to sell natural gas to commercial and 
industrial customers. Our natura l gas transmission and distTibution operations compete with interstate pipelines when our 
transmission and/or distribution customers are located close enough to a competing pipeline to make direct connections 
economically feasible. Failure to retain and grow our customer base in the natural gas operations would have an adverse effect 
on our financial condition, cash flows and results of operations. 

Electric. While there is active wholesale power sales competition in Florida, our retai l electric business through FPU has 
remained substantially free from direct competition from other electric service providers. Generally, however, our retail 
electric business through FPU remains subject to competition from other energy sources. Changes in the competitive 
environment caused by legislation, regulation, market condit ions or initiatives of other electric power providers, particularly 
with respect to retail competition, cou ld adversely affect our resu lts of operations, cash flows and financial condition. 

Propane. Our propane distribution operations compete with other propane distributors, primarily on the basis of service and 
price. Some of our competitors have sign ificantly greater resources. Our ability to grow the propane distribution business is 
contingent upon capturing additional market share, expanding into new markets, and successfully utilizing pricing programs 
that retain and grow our customer base. Failure to retain and grow our customer base in our propane distribution operations 
would have an adverse effect on our results of operations, cash flows and financial condition. 
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Our propane wholesale marketing operation competes with various marketers, many of wh ich have significantly greater 
resources and are able to obtain price or volumetric advantages. 

Energy conservation could lower energy consumption and adversely affect our eamings. 

We have seen various legislative and regu latory initiatives to promote energy efficiency and conservation at both federal and 
state levels. In response to the initiatives in the states, in which we operate. we have put into place programs to promote energy 
efficiency by our current and potential customers. To the extent a PSC allows us to recover the cost of such energy efficiency 
promotion, funding for such programs is recovered through the rates ""e charge to our regulated customers. However, lower 
energy consumption as a resu lt of energy efficiency and conservation by current and potential customers may adversely affect 
our resu lts of operations, cash tlows and financial condition. 

Changes in te-chnology may atlverse~y affect our advanced information services subsidiary's competitiveness. 

Brave Point panicipates in a market that is characterized by rapidly changing technology and accelerating product introduction 
cycles. The success of our advanced information services subsidiary 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 technologica l developments and emerging industry standards. There is no 
assw·ance that we will be able to keep up with technological advancements to the degree necessary to keep our products and 
services competitive. 

Our use of derivative instrume111s may adl1ersely affect our results of operations. 

Fluctuating commodity prices may affect our earnings and financ ing costs because our propane distribution and wholesale 
marketing operations use derivative instruments, including forwards, futures, swaps and puts, to hedge price risk. In add ition, 
we have utilized in the past, and may decide, after fur1he r evaluation, to continue to util ize derivative instruments to hedge 
price risk. While we have risk management policies 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 of operations, cash tlows, and 
financial condition may be adversely affected. 

Changes in customer growth may affect eamings and cash flows. 

Our abi li ty to increase gross margins in ou r regulated energy and unregulated propane distribution businesses is dependent 
upon growth in the residential construction market, adding new commercial and industrial customers and conversion of 
customers to natura l gas, electricity or propane from other energy sources. Slowdowns in growth may adversely affect our 
gross margin, earnings and cash flows. 

Our businesses are capital intensive, and tlte increased costs and/or delays of capital projects may adversely affect our 
future eamings. 

Our businesses are capital intensive and require sign ificant investments in on-going infrastructure projects. There are limited 
materials and qua lified vendors that can be used in our projects. Our ability to timely complete our infrastructure projects and 
manage the overall cost of those projects is affected by the availability of the necessary materials and qual ified vendors. Our 
future earnings could be adversely affected if we are unable to manage such capital projects effectively, or if full recovery of 
such capital costs is not permitted in future regulatory proceedings. 

Our regulated energy business may he at risk if fran chise agreements are not ren ewed. 

Our regu lated natural gas and electric distribution operations hold fi·anchises in each of the incorporated municipali ties that 
require franchise agreemems in order to provide natural gas and electricity. Our natural gas and electric distribution operations 
are currently in negotiations for franchises with certain municipalities for new service areas and renewal of some existing 
franchises. Ongoing financial results would be adversely impacted from the Joss of service to cet1ain operating areas within 
our electric or natura l gas territories in the event that franchise agreements were not renewed. 

A strike, work stoppage or a labor dispute could adversely affect our operations. 

We are party to collective bargaining agreements with various labor unions at some of our Florida operations. A strike, work 
stoppage or a labor dispute with a union or employees represented by a union cou ld cause interruption to our operations. If a 
strike, work stoppage or other labor dispute were to occur, our results could be adversely affected. 
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Accitlellfs, natural disasters, severe weather (such as a major hurricane) and acts of terrorism could adversely impact 
eamings. 

Inherent in energy transmission and distribution activities are a variety of hazards and operational risks, such as leaks, 
ruptures, fires, exp losions, sabotage and mechan ical problems. Natural disasters and severe weather may damage our assets, 
cause operational inten·upt ions and result in the loss of human life. The threat of terrorism and the impact of retaliatory 
military and other action by the United States and its allies may lead to increased polit ical, economic and financial market 
instability and volatility in the price of natural gas, electricity and propane that could affect our operations. In addition, future 
acts of terrorism could be directed against companies operating in the United States, and companies in the energy industry may 
face a heightened risk of exposure to acts of terrorism. The insurance industty may also be affected by natural disasters, severe 
weather and acts of terrorism, and as a resu lt, the availability of insurance covering risks against which we and our competitors 
typically insure may be limited. In addition, the insurance we are able to obtain may have higher deductibles, higher premiums 
and more restrictive po licy tenns, which cou ld adversely affect our results of operations, financial condition and cash flows. 

A securi~)' breach disruptiug our opemtiug systems aut/ f acilities or exposing coufidential iuformaliou may adversely affect 
our reputatiou, disrupt our opemtions aud iucrease our costs. 

Security breaches of our inf01mation technology infrastructure, including cyber-attacks and cyber-terrorism, could lead to 
system disruptions or generate facil ity shutdowns. If such an attack or security breach were to occur, our bus iness, results of 
operations and financia l condition could be adversely affected. Additionally, the protection of customer, employee and 
Company data is crucial to our operational security. A breakdown or a breach in our systems that resu lts in the unauthorized 
release of individually identifiable customer or other sensitive data could occur and have an adverse effect on our reputation , 
results of operations and financia l condition. A breakdown or breach could also materially increase our costs of maintaining 
our system and protecting it against future breakdowns or breaches. We take reasonable precautions to safeguard our 
information systems from cyber-attacks and security breaches; however, there is no guarantee that the procedures implemented 
to protect against unauthorized access to our information systems are adequate to safeguard against a ll attacks and breaches. 

Regulatory, Legal and Environmental Risks 

Regulation of our businesses, iucludiug changes in the regulatory en vironment, may adversely affect our results of 
operations, caslt flows and financial condition. 

The Delaware, Maryland and Florida PSCs regulate our utility operations in those states. Eastern Shore is regulated by the 
FERC. The PSCs and the FERC 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. When our earnings from the regulated utilities exceed the authorized rate of return, the 
respective PSC or the FERC in the case of Eastern Shore may require us to reduce our rates charged to customers in the future. 

We are dependent upon constructiou of new facilities to supp ort f uture growth iu earnings in our natural gas and electric 
distribution aut/ natural gas transmission operations. 

Construction of new fac ilities 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 from regulatory agencies on a time ly 
basis and on te1ms that are acceptab le to us; (b) potentia l 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) inabi lity 
to acquire rights-of-way or land rights on a time ly bas is on terms that are acceptable to us; (d) lack of anticipated future growth 
in available natural gas and electricity supply; and (e) insufticient customer throughput commitments. 
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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 nonnally incidental to handling, storing, transpot1ing, 
transmitting and delivering natural gas, electricity and propane to end users. From time to time, we are a defendant in legal 
proceedings arising in the ordinary course of business. We maintain insurance policies with insurers to cover our general 
liabilities in the amount of$51 million, wh ich we be lieve 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 
injuty and property damage or that such levels of insurance will be available in the future at economical prices. 

We may face certain regulatory and financial risks related to pipeline safety legislation. 

A number of legislative proposa ls to implement increased oversight over natura l gas pipeline operations and increased 
investment in facilities to inspect pipeline fac ilities, upgrade pipeline facilit ies, or control the impact of a breach of such 
facilities are pending at the federal leve l. Additional operating expenses and capital expenditures may be necessary to remain 
in compliance with the increased federal oversight resulting from such proposals. If such legislation is adopted and we incur 
additional expenses and expenditures as a result, our financial condition, results of operations and cash flows could be 
adversely affected, particularly if we are not authorized through the regu latory process to recover from customers some or all 
of these costs and our authorized rate of return. 

Costs of compliance with environmental laws may be signijicrmt. 

We are subject to federa l, state and local laws and regulations governing environmental quality and pollution control. These 
evolving laws and regulations may require expend itures over a long period of time to control environmental effects at our 
current and former operating sites, especially former manufactured gas plant ("MGP") sites. Compliance with these legal 
obligations requires us to commit capital. If we fa il to comply with environmental Jaws and regulations, even if such failure is 
caused by factors beyond our control, we may be assessed civil or criminal penalties and fines. 

To date, we have been able to recover, through regu latory rate mechan isms, the costs associated with the remediation of 
former MGP sites. There is no guarantee, however, 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 recovety of environmental remediation costs at fonner MGP sites 
could adversely affect our results of operations, cash flows and financial condition. 

Fut1her, ex isting environmental laws and regulations may be revised, or new laws and regulations seek ing 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. 

Derivatives legislation and the implementation of related rules could It ave rm adverse impact on our ability to hedge risks 
associated with our business. 

The Dodd-Frank Wall Street Reform and Consumer Protection Act (the "Dodd-Frank Act") regulates derivative transactions, 
which include cet1ain instruments used in our risk management activities. The Dodd-Frank Act contemplates that most swaps 
will be required to be cleared through a registered clearing faci lity and traded on a designated exchange or swap execution 
faci lity, subject to certain exceptions for entities that use swaps to hedge or mitigate commercial risk. Although the Dodd­
Frank Act includes significant new provisions regarding the regulation of derivatives, the impact of those requirements will 
not be known definitive ly unt il regu lations have been adopted and fully implemented by both the SEC and the Commodit ies 
Futures Trading Commission, and market pat1icipants establ ish registered clearing facilit ies under those regulations. The 
legislation and any new regulations could increase the operational and transactional cost of derivatives contracts and affect the 
number and/or creditwot1hiness of available counterparties. 

Our business may be subject in the future to additional regulatory rm djiuancial risks associated with global warming and 
climate change. 

There have been a number of federal and state legislative and regulatory initiatives proposed in recent years in an attempt to 
control or limit the effects of global warming and overall climate change, inc luding greenhouse gas emissions, such as carbon 
dioxide. The adoption of this type of legislation by Congress or simi Jar legislation by states or the adoption of related 
regulations by federal or state governments mandating a substantial reduction in greenhouse gas emissions in the future could 
have far-reaching and significant impacts on the energy industty. Such new legis lation or regu lations could resu lt in increased 
compliance costs for us or additional operating restrictions on our business, affect the demand for natural gas and propane or 
impact the prices we charge to our customers. At this time, we cannot predict the potentia l impact of such laws or regulations 
that may be adopted on our future business, financ ial condit ion or financial results. 
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IT£J\I I B. lJNRESO l.V£1) STAFF COMt\IENTS. 

None. 

ITEM 2. PROPEJHIES. 

(a) General 

Page 33 of 156 

We own offices and operate facilities in the following locations: Pocomoke, Salisbury, Cambridge, Easton, Elkton and 
Princess Anne, Maryland; Dover, Seaford, Laurel and Georgetown, Delaware; Lecato, Virginia; and West Palm Beach, 
DeBary, Inglis, Indiantown, Marianna, Lantana, Lauderhill. Fernandina Beach, Micco, Newberry, Clewiston. Okeechobee, and 
Winter Haven, Florida. We rent office space in Dover and Ocean View, Delaware; West Palm Beach, Fernandina Beach, 
Clewiston, Okeechobee, and Lecanto, Florida; Chincoteague and Belle Haven, Virginia; Colora and Centerville, Maryland; 
Honey Brook, Blakeslee, Mount Pocono and Allentown, Pennsylvania; Houston, Texas; and Norcross, Georgia. In general, we 
believe that our offices and faci lities arc adequate for the uses for which they are employed. 

(b) Natural Cas Distribution 

Our Delmarva natural gas distribution operation owns approximately I, 162 miles of natural gas distribution mains (together 
with related service lines, meters and regulators) located in our Delaware and Ma1yland service areas. Our Florida natural gas 
distribution operation owns 2,532 miles of natural gas distribution mains (and related equipment). ln addition, we have 
adequate gate stations to handle rece ipt of the gas in each of the distribution systems. We also own faci lities in Delaware and 
Mary land, which we use for propane-air injection during periods of peak demand. 

(c) Natura l Cas Transmission 

Eastern Shore owns and operates approximately 428 miles of transmiss ion pipeline, extending from supply interconnects at 
Parkesburg, Daleville and Honey Brook, Pennsylvania; and Hockessin. Delaware, to approximately 93 delive1y points in 
southeastern Pennsylvania, Delaware and the eastern shore of Maryland. 

Peninsula Pipeline owns and operates approx imately eight miles of transm ission pipeline in Suwanee County, Florida. 
Peninsula Pipeline also owns approximately 45 percent of the 16-mile pipeline extend ing from the Duvai/Nassau County line 
to Amelia Island in Nassau County, Florida. The remaining 55 percent of the pipeline is owned by Peoples Gas. 

(d) Electric Distribu tion 

Our electric distribution operation owns and operates 20 miles of electric transmission line located in northeast Florida and 
878 miles of electric distribution line located in northeast and northwest Florida. 

(e) Propane Distribution and Wholesa le Marl<cting 

Our Delmarva propane distribution operation owns bulk propane storage facilities, with an aggregate capacity of 
approximately 2.7 million gallons, at 31 plant faci lities in Delaware, Ma1yland, Pennsy lvania and Virginia, located on real 
estate that is either owned or leased by our Company. Our Florida propane distribution operation owns 32 bulk propane 
storage faci li ties with a total capacity of732,000 gallons. Xeron does not own physical storage facilit ies or equipment to 
transport propane; however, it leases propane storage and pipeline capacity fi·om non-affiliated third pa11ies. 
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(f) Lien 

All of rhe prope11ies owned by FPU are subject to a lien in favor of the holders of its first mo11gage bonds securing its 
indebredness under its M011gage Indenture and Deed of Trust. FPU owns offices and operates fac ilities in the following 
locations: West Palm Beach, DeBary, Inglis, Indiantown, Marianna, Lantana, Lauderhi ll , Fernandina Beach, Micco, 
Newberry, Clewiston and Okeechobee, Florida. FPU's natural gas distribution operation owns I ,722 miles of natural gas 
distribution mains (and related equipment) in its service areas. FPU 'selectric distribution operarion owns and operates 20 
miles of electric transm ission I ine located in northeast Florida and 878 miles of electric distribution I ine located in northeast 
and northwest Florida. FPU's propane distribution operation owns 32 bulk propane storage facilities with a total capacity of 
732,000 gallons located in south and central Florida. 

ITEi\13. L EGA L P ROCEEDINGS. 

(a) General 

As disclosed in Item 8 under the heading ·'Notes 10 the Consolidared Financial Statements - Note 19, Other Commitments 
and Contingencies," we are involved in various lega l actions and claims arising in the normal course of business. We are also 
involved in certain admin istrative proceedings before various governmental or regulatory agencies concern ing rates. In the 
opinion of management, the ultimate disposition of these current proceedings will not have a material effect on our 
consolidated financia l position, results of operations or cash flows. 

(b) Environm ental 

See discussion of environmental commitments and contingencies in Item 8 under the heading "Notes to the Con sol ida ted 
Financial Statements - Note 18, Environmental Commitments and Contingencies." 

IT£~14 . M INE SAFETY DISCLOSURES. 

Not applicable. 
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ITEM 4A. EXECUTIVE 0FFICEnS Of Til£ R EGISTRANT. 

Set forth below are the names, ages, and positions of our executive officers with the ir recent business experience. The age of 
each officer is as of the fil ing date of this rep011. 

Name ~ Position 
Michael P. McMasters 
Beth W. Cooper 
Stephen C. Thompson 
Elaine B. Bittner 

54 President and Chief Executive Officer 
46 Senior Vice President and Chief Financia l Officer 
52 Senior Vice President and President, Eastern Shore 
43 Vice President of Strategic Development 

Michael P. McMasters was appointed Chief Executive Officer effective January I , 20 II. He was appointed President on 
March I, 20 I 0 and was elected a director in 20 I 0. Prior to his appointments and election, Mr. McMasters served as 
Executive Vice President and Chief Operating Officer since September 2008, Chief Financial Officer from 1997 to 2008 
and Senior Vice President since 2004 to 2008. He has previously held the positions of Vice President, Treasurer, Director 
of Accounting and Rates, and Controller of the Company. In addition to his tenure with Chesapeake, Mr. McMasters also 
served as Director of Operations Planning for Equitable Gas Company. He has 33 years of experience in the utilities 
industry. 

Beth W. Cooper was appointed Senior Vice President and Chief Financial Officer in September 2008 and Corporate 
Secrelaty in June 2005. Previously, she has served as Vice President from June 2005 to September 2008 and Treasurer 
from 2003 to May of20 12. Ms. Cooper jo ined the Company in 1990 and has previously served in the following roles: 
Assistant Vice President, Assistant Treasurer, Assistant Secretary, Director of Internal Aud it and Director of Strategic 
Planning. Before joining the Company, Ms. Cooper was an auditor with Ernst & Young's Entrepreneurial Services 
Group. She has 22 years of experience in the utilities industry. 

Stephen C. Thompson was appointed Senior Vice President in 2004. Mr. Thompson is also President of Eastern Shore. 
Mr. Thompson joined the Company in 1983 and during his tenure has served as Senior Vice President and Vice President 
of the Company. Mr. Thompson also served as Director of Gas Supply and Marketing, Superintendent of Eastern Shore, 
and Regional Manager for the Florida distribution operations. Mr. Thompson has 29 years of experience in the utilities 
industry. 

Elaine B. Bittner was appointed Vice President of Strategic Development in June of20 I 0. Previously, she has held 
various positions within the Company including Vice President of Eastern Shore from 2005 to 20 l 0, Director of Eastern 
Shore, Director of Customer Services and Regulatory Affairs for Eastern Shore, Director of Environmental Affairs for 
Chesapeake and Environmental Engineer. Prior to joining the Company, Ms. Bittner was a Project Chemist, Client 
Consu ltant and Environmenta l Lab Chemist in the environmental industry specia lizing in environmenta l analysis and 
reporting related to volatile organic compounds. Ms. Bittner has 16 years of experience in the utilities industry. 
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P ART II 

ITEM 5. M ARKET FOR T il E R EG ISTRANT'S COMMON EQUITY, RELATED STOCKHOLDER M A'n'ERS A~O ISSUER P URCIIASES OF 
EQLIIT\' SECURITIES. 

(a) Common Stock Price Ra nges, Common Stock Dividends and Shareholder Information: 

Our common stock is listed on the NYSE under the symbol ·'CPK." The high, low and closing prices of our common stock and 
dividends declared per share for each calendar quarter during 20 12 and 20 II were as fo llows: 

Dividends 
Declnrcd 

Qu>lrler Ended ~ Low Closf Per Share 
2012 

March 31 $43.83 $39.89 $41.12 $ 0.345 
Jun e 30 $45.15 $40.22 $43.72 $ 0.365 
September 30 $48.51 $43.65 $47.36 $ 0.365 
December 31 $48.92 $41.1 7 $45.40 $ 0.365 

2011 
March 31 $42.47 $37.67 $4 1.62 $ 0.330 
June 30 $'43.14 $37.66 $40.03 $ 0.345 
September 30 $4 1.50 $36.00 $40.1 1 $ 0.345 
December 31 $44.53 $38.30 $43.35 $ 0.345 

Holders 

At February 28, 20 13, there were 2,348 holders of record of Chesapeake common stock. 

Dividends 

We have paid a cash dividend to common stock shareholders for 52 consecutive years. Div idends are payable at the discret ion 
of our Board of Directors. Future payment of dividends, and the amount of these div idends, will depend on our financia l 
condition, results of operat ions, capital requirements, and other factors . We declared quarterly cash dividends on our common 
stock in 20 12 and 20 I I, tota ling $1.440 per share and $1.365 per share, respectively. 

Indentures to our long-term debt contain various restrictions. In te1ms of restrictions which limit the payment of dividends by 
Chesapeake, each of its. unsecured senior notes contains a "Restricted Payments'· covenant. The most restrictive covenants of 
this type are included within the 7.83 percent Senior Notes, due January I. 2015. The covenant provides that Chesapeake 
cannot pay or dec lare any dividends or make any other Restricted Payments (such as dividends) in excess of the sum of$1 0.0 
million plus consolidated net income of the Company accrued on and after January I, 200 I. As of December 3 1, 2012, 
Chesapeake's cumulative consolidated net income base was $185.3 mi llion , offset by Restricted Payments of $103.0 million, 
leaving $82.3 million of cumulative net income free of restrictions. 

Each series of FPU's first mortgage bonds contains a similar restriction that lim its the payment of dividends by FPU. The most 
restrictive covenants of this type are included within the series that is due in 2022, which provides that FPU cannot make 
dividend or other restricted payments in excess of the sum of$2.5 million plus FPU's consolidated net income accrued on and 
after January 1, 1992. As of December 31 , 2012, FPU had a cumulative net income base of $85.1 million, omet by restricted 
payments of $37.6 million , leaving $47.5 mi ll ion of cumulative net income of FPU free of restrictions based on this covenant. 

Recent Sa les of Unregistered Securities 

No securities were sold during the year 20 12 that were not registered under the Securities Act of 1933, as amended. 
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(b) Purchases of Equity Securities by the Issuer 

The following table sets forth information on purchases by or on behalf of Chesapeake of shares of its common stock during 
the quarter ended December 3 I, 20 12. 

(I) 

(2) 

Tow I 
Number 
of Shares 

Period Purchased 

Total 

October I , 2012 through October 31, 2012 (I) 250 
November I . 20 12 through November 30, 

2012 
December I, 20 12 through December 31. 

20 12 
250 

Avcr·age 
Price Paid 
per Sh:l re 
$ 48.3 1 

$ 48.31 

Tota l Number of Shares 
Purtlras(•d as J>art of 

Publicly Announced Plans 
or Programs (2) 

Maximum ~umber of 
Sir ares That l\l:ry l'et Be 

Purchased Under the Plans 
or Programs (2) 

Chesapeake purchased shares of common stock on the open market for the purpose of reinvesting the dividend on 
deferred stock units held in the Rabbi Trust accounts for certain Directors and Senior Executives under the Deferred 
Compensation Plan. The Deterred Compensation Plan is discussed in detail in Item 8 under the heading "Notes to the 
Consolidated Financial Statements- Note I 5, Employee Benefit Plans." During the quarter, 250 shares were purchased 
through the reinvestment of dividends on deferred stock units. 
Except for the purpose described in Footnote m, Chesapeake has no publicly announced plans or programs to repurchase 
its shares. 

Discussion of our compensation plans, for which shares of Chesapeake common stock are authorized for issuance, is included 
in the portion of the Proxy Statement captioned ·'Equity Compensation Plan lnf01mation'' to be fi led no later than March 31 , 
2013, in connection with our Annua l Meeting to be held on or about May 2, 2013, and is incorporated herein by reference. 

(c) C hesapeake Uti lities Corporation Comm on Stock Perform a nce Graph 

The fo llowing Stock Performance graph compares cumulative total stockholder return on a hypothetical investment in our 
common stock during the tive fiscal years ended December 3 1, 2012, with the cumulative total stockholder return on a 
hypothetical investment in both (i) the Standard & Poor's 500 Index ("S&P 500 Index"), and (ii) an industry index consisting 
of Chesapeake and 10 companies from the current Edward Jones Natural Gas Distribution Group, a published listing of 
selected gas distribution util ities ' resu lts. The Compensation Committee compares the performance of the companies from the 
Edward Jones Natural Gas Distribution Group to our performance for purposes of determining the level of long-term 
performance awards earned by our named executive officers. 

The I 0 companies from the current Edward Jones Natural Gas Distribution Group are: AGL Resources, Inc., Atmos Energy 
Corporation, Delta Natural Gas Company, Inc., The Laclede Group, Inc., New Jersey Resources Corporation, Northwest 
Natural Gas Company, Piedmont Natural Gas Company, Inc. , ROC Resources, Inc., South Jersey lndustries, Inc., and WGL 
Ho lei ings, Inc. 

The comparison assumes $ 1 00 was invested on December 3 I, 2007 in our common stock and in each of the 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 performance of our common stock. 
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Stock Performance 

--chesapeake -.- lndusrryll'ldex -il-53° 500 I 
2007 2008 2009 2010 2011 2012 

$100 $103 $109 $ 145 $156 $ 169 
$100 $107 $1 11 $ 130 $15 1 $ 147 
$100 $ 63 $ 80 $ 92 $ 94 $ 109 
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I TEM 6. SELECTED FINANCIAL D ATA 

For the Years Ended December J I, 

Ope rating ill 
(in thousands) 

Revenues 
Regulated Energy 
Unregulated Energy 
Other 

Tota l revenues 
Operating income 

Regulated Energy 
Unregu lated Energy 
Other 

Total operating income 
Net income from continuing operations 

Assets 
(in thousands) 

Gross property, plant and equipment 
Net property, plant and equipment 
Total assets 
Capita l expend itures P> 

Capita lization 
(in thousands) 

Stockholders' equity 
Long-term debt, net of CUITent maturit ies 
Total capitalization 
Current portion of long-term debt 
Short-term debt 
Total capitalization and short-term financ ing 

2012 

$246,208 
133,049 

13,245 
$392,502 

s 46,999 
8,355 
1,281 

$ 56,635 
$ 28,863 

$697,159 
$54 1,781 
$733,746 
$ 78,2 10 

$256,598 
101 ,907 

$358,505 
8,196 

61,199 
$ 427,900 

Page 39 of 156 

20 11 20 10 

$256,226 $269,438 
149,586 146,793 

12,215 I I ,3 15 
$418,027 $427,546 

$ 43 ,9 1 I $ 43 ,267 
9,6 19 8, I 50 

175 513 
$ 53,705 $ 51 ,930 
$ 27,622 $ 26,056 

$625,488 $584,385 
$487,704 $462,757 
$709,066 $670,993 
$ 44.43 I $ 46,955 

$240,780 $226,239 
I 101285 891642 

$35 I ,065 $315 ,88 1 
8,196 9,2 16 

34,707 63,958 
$393,968 $389,055 

(I) 

(2) 

These amounts exclude the resulls of distributed energy and water services due to their reclassification to discontinued 
operations. We closed our distributed energy operation in 2007. All assets of the water businesses were sold in 2004 and 
2003. These amounts also include accruals for capital expend itures that we have incurred for each reporting period. 
These amounts include the financ ia l position and results of operation of FPU for the period from the merger (October 28 , 
2009) to December 31, 2009. These amounts also include the effects of acquisition accounting and issuance of 
Chesapeake common shares as a result of the merger. 
FASB ASC 7 18, Compensation- Stock Compensation, and FASB ASC 715, Compensation- Retirement Plans, were 
adopted in the year 2006; therefore, they were not app licable for the years prior to 2006. 
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2009<1> 2008 2007 2006(3) 2005 2004 2003 

$138,67 1 $116, 123 $128,566 $124,438 $ 124,445 $ 98,037 $ 91,990 
119,973 161,290 115,190 94,320 90,995 67,607 59, 197 

10,141 14,030 14,530 12,442 14,045 12,31 1 12,3 81 
$268,785 $291,443 $258,286 $231,200 $229,485 $ 177,955 $163,568 

$ 26,668 $ 23,833 $ 21,739 ~ 18,618 $ 16,278 $ 16,270 $ 16,208 
8,390 3,600 5,244 3,650 4, 167 3, 185 4,321 

{I ,322) 1,046 I 131 1,064 1,476 722 1,050 
$ 33,736 $ 28,479 $ 28,1 14 $ 23,332 $ 2 1,92 1 $ 20, 177 $ 21,579 
$ 15,897 s 13,607 $ 13,218 $ 10,748 $ 10,699 $ 9,686 $ 10,079 

$543,905 $38 1,689 $352,838 $325,836 $280,345 $250,267 $234,919 
$436,587 $280,671 $260,423 $240,825 $20 1,504 $177,053 $167,872 
$6 15,811 $385,795 $381,557 $325,585 $295,980 $241,938 $222,058 
$ 26,294 $ 30,844 $ 30,142 $ 49, 154 s 33,423 $ 17,830 $ 11,822 

$209,781 $ 123,073 $ 119,576 $111,152 $ 84,757 $ 77,962 $ 72,939 
98,814 86,422 63,256 7 1,050 58,991 66,190 69,4 16 

$308,595 $209,495 $182,832 $182,202 $ 143,748 $144, 152 $142,355 
35,299 6,656 7,656 7,656 4,929 2,909 3,665 
30!023 33,000 45,664 27.554 35,482 5,002 3,515 

$373,9 17 $249, 15 1 $236,152 $2 17,412 $184, 159 $152,063 $ 149,535 
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For the Years Ended December 3l, 

Common Stock Data and Ratios 
20 12 2011 2010 

Basic earnings per share from continuing operations (11 
Diluted earnings per share fro m continuing operations <1> 

Return on average equ ity from continuing operations <1> 

Common equity I total capitalization 
Common equity I total capitalization and sho11-term 

financing 
Book value per share 
Market price: 

High 
Low 
Close 

Average number of shares outstanding 
Shares outstanding at year-end 
Registered common shareholders 
Cash dividends declared per share 
Dividend yield (annualized) <41 
Payout ratio from continuing operations L1><51 

$ 
$ 

$ 

$ 
$ 
$ 

$ 

3.01 $ 
2.99 $ 
11.6% 
71.6% 

60.0% 
26.74 $ 

48.920 $ 
39.890 $ 
45.400 $ 

9,586,144 
9,597,499 

2,396 
1.44 $ 
3.2% 

47.8% 

2.89 s 2.75 
2.87 $ 2.73 
11.6% 11.6% 
68.6% 71.6% 

61. 1% 58.2% 
25.1 5 $ 23.75 

44.530 $ 42.200 
36.000 $ 28.010 
43.350 $ 41 .520 

9,555,799 9,474,554 
9,567,307 9,524, 195 

2,48 1 2,482 
1.37 $ 1.31 
3.2% 3.2% 

47.4% 47.6% 
Additiona l Data 

(1) 

(2) 

(3) 

(4) 

(5) 

Customers 
Natural gas distribution 
Electric distribution 
Propane distribution 

Volumes 
Natural gas deliveries (in Dts) 
Electric Distribution (in MWHs) 
Propane distribution (in thousands of gallons) 

Heating degree-days (Delmarva Peninsu la) 
Actua l HOD 
I 0-year average HOD (normal) 

Heating degree-days (Florida) 
Actual HOD 
10-year average HOD (nom1al) 

Cooling degree-days (Florida) 
Actual COO 
1 0-year average COD (normal) 

Propane bulk storage capacity (in thousands of gallons) 
Total employees (11 

124,015 
31,066 
49,312 

66,784,690 
670,998 

37,438 

3,936 
4,491 

633 
915 

2,871 
2,756 
3,400 

738 

121 ,934 120,230 
30,986 30,966 
48,824 48 100 

57,493,022 49,3 10,314 
694,653 751 ,507 
37,387 39,807 

4,221 4,831 
4,499 4,528 

753 1,501 
920 863 

2,858 2,859 
2,7 18 2,695 
3,35 1 3,04 1 

71 1 734 

These amounts exclude the results of distributed energy and water services due to their reclassification to discontinued 
operations. We closed our distributed energy operation in 2007. All assets of the water businesses were sold in 2004 and 
2003. 
These amounts include the financial position and results of operation of FPU for the period from the merger closing 
(October 28, 2009) to December 31 , 2009. 
FASB ASC 718, Com pensation- Stock Compensation, and F ASB ASC 7 15, Com pensation- Retirement Plans, were 
adopted in the year 2006; therefore, they were not applicable for the years prior to 2006. 
Dividend yield (annualized) is calculated by multiplying the fourth quarter dividend by four (4), then dividing that 
amount by the closing com mon stock price at December 31. 
The payout ratio from continuing operations is calcu lated by dividing cash dividends declared per share (for the year) by 
basic earn ings per share from continu ing operations. 
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20()9(Z) 2008 2007 2006 (J) 2005 2004 2003 

$ 2. 17 $ 2.00 $ 1.96 $ 1.78 s 1.83 s 1.68 $ 1.80 
$ 2.15 $ 1.98 $ 1.94 $ 1.76 $ 1.81 $ 1.64 $ 1.76 

11.2% 11.2% 11.5% 11.0% 13.2% 12.8% 14.4% 
68.0% 58.7% 65.4% 61.0% 59.0% 54.1 % 5 1.2% 
56.1% 49.4% 50.6% 51.1 % 46.0% 51.3% 48.8% 

s 22.33 $ 18.03 $ 17.64 $ 16.62 $ 14.4 1 $ 13.49 $ 12.89 

$ 35.000 $ 34.840 $ 37.250 $ 35.650 $ 35.780 $ 27.550 $ 26.700 
$ 22.020 $ 21.930 $ 28.000 $ 27.900 $ 23.600 $ 20.420 $ 18.400 
$ 32.050 $ 3l.480 $ 3 1.850 $ 30.650 $ 30.800 $ 26.700 $ 26.050 

7,313,320 6,81 1,848 6,743,04 1 6,032,462 5,836,463 5,735,405 5,610,592 
9,394,314 6,827,121 6,777,4 10 6,688,084 5,883,099 5,778,976 5,660,594 

2,670 1,914 1,920 1,978 2,026 2,026 2,069 
$ 1.25 $ 1.21 $ 1. 18 $ 1.16 s 1.14 $ 1.12 $ 1.10 

3.9% 3.9% 3.7% 3.8% 3.7% 4.2% 4.2% 
57.6% 60.5% 60.2% 65.2% 62.3% 66.7% 6 1. 1% 

117,887 65,20 1 62,884 59,132 54,786 50,878 47,649 
31,030 
48,680 34,98 1 34,143 33,282 32,1 17 34,888 34,894 

50,159,227 46,539, 142 42,9 10,964 41,826,357 43.7 16,92 1 39,469,915 37,478,009 
105,739 
32,546 27,956 29,785 24 ,243 26, 178 24,979 25,147 

4,729 4,431 4,504 3,93 1 4,792 4,553 4,7 15 
4,462 4,401 4,376 4,372 4,436 4,389 4,409 

911 
849 

2,770 
2,687 
3,042 2,47 1 2,441 2,3 15 2,315 2,045 2, 195 

757 448 445 437 423 426 439 
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IT Ei\1 7 . M ANA GEMENT'S DISCUSSION AND A NALYSIS OF FIN,\NCIAL CO;\'DITION AND R ESULTS OF O PERATIONS 

This section provides management's discussion of Chesapeake and its conso lidated subsidiaries, with specific information on 
results of operations, liqu idity and capital resources, as well as discussion ofhow certain accounting principles affect our 
financia l statements. It includes management's interpretation of financial resu lts of the Company and its operating segments, 
the factors affecting these results, the major factors expected to affect future operating results as well as investment and 
financing plans. This discuss ion should be read in conjunction with our consolidated financia l statements and notes thereto. 

Several factors exist that could influence our future financ ial performance, some of which are described in Item 1 A, "Risk 
Factors.'' They should be considered in connection with forward-looking statements contained in this report, or otherwise 
made by or on beha lf of us, si nce these factors could cause actual results and conditions to differ materially from those set out 
in such forward-looking statements. 

The following discussions and those later in the document on operating income and segment results include the 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 cost of natural gas, electricity and propane and the cost of labor spent on direct revenue-producing activities. 
Gross margin should not be considered an alternative tu operating income or net income. which are determined in accordance 
with GAAP. We believe 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 energy opera/ ions and under its compel ilive pricing Slruct ure for unregulated 
natural gas marketing and propane distribwion operations. Our management uses gross margin in measuring our business 
units' performance and has historically analyzed and reported gross margin information publicly. Other companies may 
calculate gross margin in a different manner. 

(a) In troduction 

We are a diversified uti li ty company engaged, directly or th rough subsidiaries, in regulated energy businesses, unregu lated 
energy businesses, and other unregulated businesses, including advanced information services. 

Our strategy is focused on growing earnings from a stable util ity 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; 

expand ing the regulated energy distribution and transmission businesses into new geographic areas and providing 
new services in our CUJTent service territories; 

expand ing the propane distri bution business in existing and new markets through leveraging our community gas 
system services and our bulk delivery capabilities; 

expanding both our regu lated energy and unregu lated energy businesses through strategic acquisitions; 

utilizing our expertise across our various businesses to improve overa ll performance; 

pursuing and entering new unregulated energy markets that will complement our existing strategy and operating 
units; 

enhancing market ing channels to attract new customers; 

providing reliable and responsive customer service to existing customers so they become our best promoters; 

empowering and engaging our employees at all levels to work in unison to achieve our strategy; 

engaging our local communities and governments in a cooperative and mutually beneficial way; 

maintaining a capital structure that enables us to access capital as needed; 

maintaining a consistent and competitive dividend for shareholders; and 

creating and maintaining a diversified customer base, energy portfolio and uti lity foundation. 

Chesapeake Utilities Corporation 20 12 Form 1 0-K Page 31 

http://www.sec.gov/ Archives/edgar/data/19745/000 11931251309720 l/d466906d 1 Ok.htm 11/ 11 /2013 



Form 10-K Page 44 of 1 56 

T ab le of Con tents 

(b) Highl ights and Recen t Developm ents 

Our net income for 2012 was $28.9 million, or $2.99 per share (diluted), compared to $27.6 million, or $2.87 per share 
(di luted), and $26.1 million, or $2.73 per share (diluted), for 20 I I and 20 I 0, respectively. 

Our operations are primarily related to natural gas, electricity and propane, both in the regulated and unregu lated sectors, and 
are generally located on the Delmarva Peninsula and in Florida. We also have an advanced information services subsidiary, 
which provides both products and consulting services. The following is a summary of key factors affecting our businesses and 
their impacts on our results. More detailed discussion and analysis are provided in the ''Results of Operations" section. 

Grow tit 

We continue to see growth in our natural gas businesses from our efforts over the past several years to expand our services by 
delivering clean-burning, environmenta lly friend ly natural gas to customers. We are identifying and developing additional 
opportunities that will generate growth over the next several years. 

New natural gas transmission serv ices and growth in natural gas distribution customers generated $3.6 million and $2.7 
million , respective ly, in additional gross margin for20 12, compared to 20 11. These increases in gross margin were related 
primarily to the continued execution of our strategic plan, including expansion of natural gas service to new areas and 
conversion of several large commercial and industrial customers to natural gas. In addition, new serv ices are being initiated by 
our natural gas transmission subsidiaries in response to increased demand for natural gas service on the Delmarva Peninsula 
and in Florida, both from our natural gas distribution operations and other unaffiliated customers directly connected to the 
transmission systems. 

Major Expansion lniliaLives and Customer Growlh Reflected in Resu/1s 

In late 20 I I and during 20 12, we expanded natural gas transmission and distribution services to Sussex County, Delaware and 
Nassau County, Florida and also initiated natura l gas transmission service in Worcester and Cecil Counties, Maryland. These 
major expansion initiatives increased our natural gas footprint, delivering natural gas service to areas where it was not 
previous ly avai lable. These initiatives generated $2.9 million of additional gross margin for our natural gas transmission 
operations in 20 12. Natural gas distribution service to two large industrial customers in Lewes, Delaware and two industrial 
facilities of an existing customer in southeastem Sussex County, Delaware generated $588,000 of additional gross margin for 
20 12. The fol lowing table summarizes our major expansion initiatives that have already commenced (dollars in thousands): 
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Estimated 
Date of 201 1 20 12 Annualized 

Project New Scrv1ce Marem Margin Margin 

Sussex County, DE expansion 
Transmission (for Lewes, DE)-3,250 Dts/d Nov- II $ 156 $ 935 $ 935 
Distribution- Two large industrial customers in 

Lewes, DE Dec- I I 500 391 
Transmission (for southeastern part) 1,550 Dts/d Mar- 12 to May- J 2 334 446 
Distribution- Two facilities of an existing customer 

in the southeastern part of Sussex County Mar-12 to Aug-1 2 89 154 
s 157 $1 ,858 $ 1,926 

Cec il County, MD expansion 
Transmission-4,070 Dts/d Nov- 12 $ - $ 147 $ 882 

Worcester County, MD expansion 
Transmission- 1,450 Dts/d Jun- 12 to Jan-13 $ - $ 90 $ 391 

Nassau Coun ty, FL expansion 
Transmission- A new fixed annual rate service OJ Apr-12 $ - $ 1,537 $ 2, 100 

$ 157 $3,632 $ 5,299 

Total by Geographic Location of the Project: 
Delmarva Natural Gas Distribution $ I $ 589 $ 545 
Delmarva Natural Gas Transm iss ion 156 1,506 2,654 
Florida Natural Gas Transmission I ,537 2. 100 

$ 157 $'"' 6"? ..>, ..)_ $ 5,299 

( I ) Peninsula Pipeline commenced its service in April 2012, using compressed natural gas while a new pipeline was being 
constructed. The new pipeline was completed and placed in service in December 20 12. Peninsula Pipeline is expected to 
incur approximately $800,000 in annual transportation costs upon the completion of the new pipe line, wh ich will reduce 
this gross margin. 

01her Growth 

In addition to the recent expansion initiatives, the Delmarva natural gas distribution operation has added 12 new large 
industrial and commercial customers since the beginning of 20 I I, which generated $574,000 in additional gross margin in 
20 12, compared to 20 II. Growth in residential and other commercial customers on the Delmarva Peninsula generated 
$5 13,000 in additional gross margin in 20 12. Customer growth in Florida, primarily from commerc ial and industrial 
customers, generated $986,000 in additional gross margin in 2012. 

Future Major Expansion lniliatives and Opporlunilies 

Although not affecting results in 20 12, Eastern Shore entered into precedent agreements with NRG Energy Center Dover LLC 
("NRG") and PBF Energy Inc. ("Delaware City Refinery") to further expand its transmission system in order to provide 
additional services to these customers. Eastern Shore expects to enter into firm transportation service agreements with NRG 
and Delaware City Refine>y upon satisfaction of certain conditions pursuant to the respective precedent agreements. These 
additional services are expected to be initiated in late 2013. A delay in obtaining the regulatory approval from the FERC for 
construction of these new fac il ities could delay the service initiation . 

In Florida, Peninsula Pipeline entered into a finn transportation agreement with an unaffiliated utility, which wi ll generate an 
estimated annua l gross margin of approximately $840,000. This service is expected to be in itiated in the second quarter of 
20 13 upon completion of construction of the new facility. 
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The fo llowing table summarizes our futu re major expansion initiatives and opportunities (dollars in thousands): 

Pro1ect 
Service to an unaffiliated Florida utility <I> 

Service to NRG's Dover, DE electric generation plant 
Transm ission- 13 ,440 Dts/d <2l 

Delaware City refinery expansion 
Transm ission- 15,000 Dts/d <2)rJl 

Date of Estimated 
New Serv1ce Annualized Margm 

Apr-13 $840 

Nov-13 $2,400 to $2,800 

Dec-13 $1,600 
$4,840 to $5,240 

Estimated annual margin is based on a fixed month ly reservation charge agreed to by the customer. 
(I) 

(2) 

(3) 

A precedent agreement has been executed by the parties for these services. The figures provided represent the estimated 
margin pursuant to the respective precedent agreement. A tirm transp01tation service agreement will be executed by the 
parties upon satisfying certain conditions. 
This contract is expected to replace the I 0,000 Dts/d contract with annualized gross margin of $1.1 mill ion, which 
expired in November 2012. 

As we expand our natural gas service to new areas, first through transmission serv ice and distribution service to large 
industrial customers, our natural gas distribution operations continue to pursue additional opportunities to provide service to 
residential and other commercial and industrial customers in those areas. In an effort to increase the availability of natural gas 
within our Delaware service areas, our Delaware natural gas distribution division filed an application with the Delaware PSC 
in June 2012 to add several natural gas expansion service offerings. These offerings include a monthly fixed charge in lieu of 
upfront contributions from customers to extend the distribution system and optional service offerings to assist customers in the 
process of converting to natura l gas. The goal of these new offerings is to meet the energy needs of residents, communities and 
businesses throughout our service territory, specifically in areas of southeastem Sussex County, where natura l gas will now be 
available. The Delaware PSC is currently review ing this application. 

Acquisition 

In June 2012, we entered into an agreement with Eastern Shore Gas Company and its affiliates (collectively "ESG," which is 
not related to our interstate natural gas transmission subsidiary) to purchase their operating assets for approximate ly $16.5 
million. These assets are curTently used to provide propane distribution service to approximately I I ,000 residential and 
commercial customers in Worcester County, Maryland, primari ly through underground propane gas distribution systems. We 
are evaluat ing the potential conversion of some of these underground propane distribution systems to natural gas where it is 
economical and feasible. We tiled an application with the Ma1yland PSC for approval of the transaction in August 20 12. The 
transaction, which is also subject to obta ining consents from certain local jurisdictions to the assignment of certain franchise 
agreements and the satisfaction of other closing conditions, is expected to be completed in 2013. We expect to finance the 
acquisition using unsecured short-term debt. The acquisition is expected to be accretive to earnings per share in 20 13 and 
thereafter. 

Investing in Growlh 

To continue our growth, we are expanding our resources and capabi li ties. We are in the early stages of several natural gas 
distribution expansions on the Delmarva Peninsula, including expansions into Sussex County, Delaware, and Worcester and 
Cecil Counties in Maryland. These expansions will require not only the construction or conversion of distribution fac ilities, 
but also the conversion of customers ' appliances or equipment inside their homes. We have begun the process of reorganizing 
our Delmarva natural gas distribution operation and expect to increase our staff to support these expansions. Secondly, as a 
resu lt of BravePoint's growth over the last several quarters, BravePoint is continuing to add team members. During 2012, 
BravePoint's other operating expenses increased by $L.5 mi Ilion. compared to 20 I I, due primari ly to the add itional staff. 
Finally, to increase our capacity to appropriately manage future growth, resources have been, and continue to be, added in 
several key functional areas, including, but not lim ited to, Human Resources, Communications and Strategic Business 
Development. During 2012, we incurred $312,000 in add itional acquisition-re lated costs, compared to 20 I I, and $446,000 in 
new costs associated with increased capacity for future growth. We expect additional increases in costs associated with these 
key functional areas in the future. 

Wert/her (Ill(/ Consumption 

Weather affects customer energy consumption, especially the consumption by residential and commercial custom ers during 
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the peak heating and cooling seasons. Natural gas, electriciry and propane are all used for heating in our service territories, and 
we use heating degree-days ("'HOD") to analyze the ·weather impact. Only electricity is used fo r cooli ng and we use cooling 
degree-days ("COD") to analyze the weather impact . A degree-day is the measure of the variation in the weather based on the 
extent to which the average daily temperature (from I 0:00am to I 0:00am) fa lls above or below 65 degrees Fahrenheit. Each 
degree of temperature above or below 65 degrees Fahrenheit is counted as one CDD or one HOD. We use 10-year historical 
averages to define "normal'. weather for this analys is. 
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Significant ly warmer temperatures in 20 12, particularly during the first three months of the year when the demand for natural 
gas and propane are at their highest, had a large negative impact on our earnings. Lower customer energy consumption directly 
attributable to warmer temperatures in 2012 reduced gross margin by $3 .6 mill ion, compared to 201 1. Temperatures in 20 12 
on the Delmarva Peninsula and in Florida were seven percent (285 I IDD) and I 6 percent ( 120 HOD), respectively, warmer 
than 20 II. Compared to nonnal, temperatures in 20 12 on the Delmarva Peninsula and in Florida were 12 percent (555 HOD) 
and 3 J percent (282 HOD), respectively, wanner and reduced gross margin for 2012 by approximate ly $5.1 million, compared 
to gross margin that we would have generated under norm al temperatures. 

CDD remained relatively unchanged in 2012 and 20 II (2,87 1 COD in Florida in 20 12, compared to 2,858 CDD in Florida in 
2011) and did not result in a significant variance in our gross margin. 

Other Regulatory Matters 

In January 2012, the Florida PSC issued an order approving the recovery of $34.2 mill ion as an acqu isition adjustment and 
$2.2 million in merger-related costs in connection with Chesapeake's acquisition of FPU in 2009. The inclusion of the 
acquisition adjustment and merger-related costs in our rate base and the recovery of these assets through amortizat ion expense 
increase our earnings and cash tlows above what we would have achieved absent the regulatory approval. The acquisition 
adjustment and merger-related costs are to be amortized over 30 years and five years, respectively, beginning in November 
2009. Based upon the effective date and outcome ofthe order, we recorded the amortization as an expense beginning in 20 12, 
which resulted in an increase in amortization expense of $2.4 million in 20 12. We expect to record $2.4 million ($1.4 million, 
net of tax) in amortization expense in 20 13,$2.3 mi llion ($ 1.4 million, net of tax) in 20 14, and $1.8 million ($1. 1 million, net 
of tax) annually thereafter until 2039 . In FPU's future rate proceed ings, if it is detem1ined that the level of cost savings 
supporting recovety of the acqu isition adjustment no longer exists, the remaining acquisition adjustment may be partia lly or 
entirely disallowed by the Florida PSC. If such an event were to occur, we would have to expense the corresponding 
unamortized amount of the disallowed acqu is ilion adjustment. 

In November 2012, the Florida PSC issued an order approving the recognition of a $1.9 million regulatory liability for FPU for 
a one-time tax contingency gain, including income tax gross-up, to be amortized over a period from January 2012 to October 
2014. This tax contingency gain is related to an income tax liability recorded by FPU prior to the merger with Chesapeake. As 
the liabi lity no longer exists, upon receiving the Florida PSC order, we recorded an amortization credit of $684,000 in 20 12, 
which was recorded in the fourth quarter. 

In addition to regu latory proceedings, we were involved in a legal dispute over alleged breaches of a franchise agreement by 
FPU. Prior to the scheduled trial date, FPU and the City of Marianna reached an agreement in principle to resolve their 
dispute, which resulted in the City of Marianna dismiss ing its legal action with prejudice on February II , 2013 . The agreement 
in principle requires the City of Marianna and FPU to negotiate and prepare a fo rmal settlement agreement that is subject to 
approval by FPU's Board of Directors and the City Commission of Marianna, Florida (the "Marianna Commission"). The 
settlement agreemen t would contemplate, in pertinent part, the sale of FPU's fac il ities within the City of Marianna's corporate 
limits to the City of Marianna and, in connection therewith, require !he City of Marianna to enter into an operating agreement 
with FPU pursuant to which FPU will operate and maintain the facilities so ld to the City of Marianna. FPU serves 
approximately 3,000 customers in the City of Marianna. Total litigation expense associated with the City of Marianna 
litigation is approximately $1.4 million as of December 3 1, 20 I 2. These costs have been expensed as incurred, however, the 
Florida PSC has permitted FPU to seek recovery in a future rate proceeding. Additional infotmation is presented in Item 8 
under the heading Notes to the Consolidated Financial Statements- Note 19, Other Commitments and Contingencies." 

Chesapeake Utilities Corporation 2012 Form 10-K Page 35 

http://www.sec.gov/ Archives/edgar/data/19745/000 11931251309720 l /d466906d 1 Ok.htm 11/ll/20 13 



Form 10-K Page 49 of 156 

Table of Contents 

Propane Prices 

Propane prices affect both retai l and wholesale marketing margins. Our propane distribution operation usually benefits from 
rising propane prices by selling propane to its customers based upon higher wholesale prices, while its average cost of 
inventory trails behind. Retail prices generally take into account replacement cost, along with other factors, such as 
competition and market conditions. When wholesale prices (replacement costs) increase, retail prices generally increase, and 
our margins expand unti l the current wholesale price is fully reflected in the average cost of inventory. The opposite occurs 
when propane prices decline. Our propane wholesale marketing operation benefits from price volati lity in the propane 
wholesale market by entering into trading transactions. 

Our propane distribution operations generated additional gross margin of $2.7 million due to higher retail margins per gallon 
in 20 12, compared to 20 1 I. Sustained retail pricing in response to local market conditions, along with lower propane inventory 
costs as a result of declining wholesale prices and favorable supply plans, contributed to this increase in retail margins per 
gallon. 

Xeron executed trades with higher margins in 2012, compared to 20 11 , as the market presented opporrunities resu lting from 
fluctuations in wholesale propane prices during 20 12. Xeron generated $225,000 of additional gross margin in 20 12, compared 
to2011. 

Advanced Information Services 

In September201 t, BravePoint, our advanced information services subsidiary, released a new product, ProfitZoomTM, an 
integrated system encompassing financial, job costing and service management modules, which was designed specifically for 
the fire protection and specialty contracting industries. ProtitZoom™ was built as a successor product to another software 
solution that BravePoint previously marketed and supported for companies in the fire suppression industry. Understanding the 
needs of the industry and uti lizing its technology expertise, BravePoint began developing the ProfitZoomTM product in 2009. 
In addition, BravePoint is utilizing a component of ProfitZoornTM, "Application EvolutionTw·, to provide services to new and 
existing customers both in the tire suppression industry and other unrelated businesses. BravePoint generated $1.4 million in 
revenue from the sale of these two products and related services during 20 12, compared to $572,000 in 20 II. To date, 
BravePoint has successfully implemented or is curTently implementing ProfitZoomTM for eight customers in the tire 
suppression industry. Application EvolutionrM is curTently utilized by nine customers. These ProfitZoomTM and Application 
EvolutionTM contracts are expected to generate approximately $537.000 in additional revenue over the next 12 months. 
Additional sales proposals are under consideration by both existing and potential new customers. 
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(c) C ritical Accounting Policies 

We prepare our financial statements in accordance with GAAP. Application of these accounting principles requires the use of 
estimates and assumptions that affect the rep01ted amounts of assets, liabilities, revenues and expenses, and related disclosures 
of contingencies during the reporting period. We base our estimates on historica l 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 I iabi lities that are not readily apparent from other sources. Since most of our businesses are 
regu lated and the accounting methods used by these businesses must comply with the requirements of the regulatory bodies, 
the choices available are limited by these regulatory requirements. In the normal course of business, estimated amounts are 
subsequently adjusted to actual resu lts that may differ from estimates. Management believes that the following pol icies require 
significant estimates or other judgments of matters that are inherently uncenain. These policies and their application have been 
reviewed by our Audit Committee. 

Regulatory Assets and Liabilities 

As a result of the ratemaking process, we record certain assets and liabilities in accordance with Financial Accounting 
Standards Board (" FASB") Accounting Standards Cod ification ("ASC") Topic 980, "Regulated Operations," and 
consequently, the accounting principles appl ied by our regu lated energy businesses differ in cenain 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 Item 8 under the heading ''Notes to the 
Consolidated Financial Statements - Note 2, Summary of Significant Accounting Policies," we have recorded regulatory 
assets of$80.1 million and regulatory liabilities of$45.1 million at December 31 , 2012. If we were required to terminate 
application of ASC Topic 980, we would be required to recognize all such deferred amounts as a charge or a credit to earnings, 
net of applicable income taxes. Such an adjustment could have a material effect on our results of operations. 

Valuation of En vironmental Assets and Liabilities 

As more fully described in Item 8 under the heading "Notes to the Consol idated Financial Statements - Note 18, 
Environmental Commitments and Contingencies," we are currently participating in the investigation, assessment or 
remediation of six former MG P sites. We have also been in discussions with the Maryland Depar1ment of Environment 
("MDE") regarding a seventh former MGP site. Amounts have been recorded as environmental liabilities and associated 
environmenta l regu latory assets based on estimates of future costs to remediate these sites, which are provided by independent 
consultants, and future recovery of those costs in rates. At December 31. 2012, we had $ 10.7 million in environmental 
liabil ities, representing our estimate of such future costs. We also had $5.9 mil lion in regulatory and other assets, representing 
the amount of our environmental remediation costs to be recovered in future rates. 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 remed iation methods. In addition, there is uncertainty with regard to amounts that may be recovered 
from other potentially responsible parties. 

Derivatives 

We use derivative and non-derivative instruments to manage the risks related to obtaining adequate supplies and the price 
fluctuations of natural gas, electricity and propane. We also use derivative instruments to engage in propane wholesale 
marketing activities. We continually monitor the use of these instruments to ensure compliance with our risk management 
policies and account for them in accordance with appropriate GAAP. If these instruments do not meet the definition of 
derivatives or are considered ·'normal purchases and sales," they are accounted for on an accrual basis of accounting. 

The following is a review of our use of derivative instruments at December 31, 20 I 2 and 20 1 I: 

During 2012 and 20 11, our natural gas distribution, electric distribution, propane distribution and natural gas marketing 
operations entered into physical contracts for the purchase or sale of natural gas, electricity and propane. These contracts 
either did not meet the definition of derivatives as they did not have a minimum requirement to purchase/sell or were 
considered "normal purchases and safes," as they provided fo r the purchase or safe of natural gas, electricity or propane to 
be delivered in quantities expected to be used and sold by our operations over a reasonable period of time in the nonnal 
course of business. Accordingly, these contracts were accounted for on an accrual basis of accounting. 
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During 20 12, our propane distribution operation entered into call options ro protect against an increase in propane prices 
associated with the propane purchased for the propane price cap program in December 2012 through March 2013. We 
accounted for the call options as fair value hedges, and the change in fair value of $11 I ,000 effectively reduced the 
propane inventory balance at December 31,20 12. 

During 20 I I, our propane distribution operation entered into a put option to protect against the decline in propane prices 
and related potential inventory losses associated with the propane purchased for the propane price cap program in the 
upcoming heating season. We accounted for the put option as a fair value hedge. Since the propane prices fell below the 
strike price of $1.445 per gallon in January through March of20 12, we received $1 J 8,000 representing the difference 
between the market price and the strike price during those months. 

Xeron, our propane who lesale marketing subsidiary, enters into fo rward, futures and other contracts that are considered 
derivatives. These contracts are marked to market, using prices at the end of each reporting period, and unrealized gains 
or losses are recorded in the consolidated statements of income as revenue or expense. These contracts generally mature 
within one year and are almost exclusively for propane commodities. For 2012 and 20 I I, these contracts had net 
unrealized losses of $339,000 and net unrealized gains of $4 1,000, respectively. We had $210,000 in mark-to-market 
energy assets and $33 I ,000 in mark-to-market energy I iabi 1 ities related to these contracts at December 3 I, 20 12. We had 
$1.7 mil lion in mark-to-market energy assets and $ 1.5 million in mark-to-market energy liabilities related to these 
contracts at December 31 , 20 I I. 

Operating Revenues 

Revenues for our natural gas and electric distribution operations are based on rates approved by the PSC of each state in which 
we operate. Eastern Shore's revenues are based on rates approved by the FERC. Customers ' base rates may not be changed 
without fonna l approval by these commiss ions. The PSCs, however, have authorized our regulated operations to negotiate 
rates, based on approved methodologies, with customers that have competitive alternatives. The FERC has also authorized 
Eastern Shore to negotiate rates above or below the FERC-approved maximum rates, which customers can elect as an 
alternative to negotiated rates 

For regulated deliveries of natura l gas and electricity, we read meters and bi ll customers on monthly cycles that do not 
coincide with the accounting periods used for financial reporting purposes. We accrue unbilled revenues for natural gas and 
electricity that have been delivered, but not yet billed, at the end of an accounting period to the extent that they do not 
coincide. We estimate the amount of the unbilled revenue by jurisdiction and customer class. A simi lar computation is made to 
accrue unbi lled revenues for propane customers with meters, such as community gas system customers, and natural gas 
marketing customers, whose billing cycles do not coincide with the accounting periods. 

The propane wholesale marketing operation records trading activity for open contracts on a net mark-to-market basis in the 
statement of income. For propane bulk delivery customers without meters and advanced information services customers, we 
record revenue in the period the products are delivered and/or serv ices are rendered. 

Each of our natural gas distribution operations in Delaware and Maryland, our bundled natural gas distribution service in 
Florida and our electric distribution operation in Florida has a fuel cost recovery mechanism. This mechanism provides us with 
a method of adjusting billing rates to customers to reflect changes in the cost of purchased fuel. The difference between the 
current cost of fue l purchased and the cost of fue l recovered in bi lied rates is deferred and accounted for as either unrecovered 
fuel cost or amounts payab le to customers. Generally, these defeJTed amounts are recovered or refunded within one year. 

We charge flexible rates to industrial interruptible customers on our natural gas distribution systems to compete with the price 
of altemative fuel that they can use. Neither we nor any of our interruptible customers are contractually obligated to deliver or 
receive natural gas on a tinn service basis. 

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 experience, the condition of the overall economy and our assessment 
of our customers ' inability or reluctance to pay. If circumstances change, however, our estimate of the recoverability of 
accounts receivable may also change. Circumstances wh ich could affect our estimates include, but are not limited to, customer 
credit issues, the level of natural gas, electricity and propane prices and general economic conditions. Accounts are written off 
once they are deemed to be uncollectible. 
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Peusion aud Oth er 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 of the expected returns on plan assets, assumed 
discount rates, the level of contributions made to the plans, and current demographic and actuarial mortality data. The assumed 
discount rates and the expected returns on plan assets are the assumptions that generally have the most significant impact on 
the pension costs and liabilities. The assumed discount rates, the assumed health care cost trend rates and the assumed rates of 
retirement generally have the most significant impact on our postretirement plan costs and liabilities. Additional inforn1ation is 
presented in Item 8 under the heading ·'Notes to the Consolidated Financial Statements - Note 15, Employee Benefit Plans," 
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. 

Total pension and other postretirement benefi t costs included in operating income were $599,000, $1.9 million and $2.0 
rn ill ion, in 20 12, 20 II and 20 I 0, respectively. The total costs for 2012 inc lude a curtailment gain of $892,000 associated with 
a plan change for the postretirement med ical plan for FPU, effective January I, 20 12, $170,000 of wh ich was recorded in 20 12 
and the remaining port ion was deferred as a regulatory liability. The total costs for 20 I I included $436,000 of settlement 
charges associated with the retirement of a former executive. We expect to record pension and postretirement benefit costs of 
approximately $999,000 for 2013. Actuarial assumptions affecting 2012 include expected long-term rates of return on plan 
assets of 6.0 percent and 7.0 percent for Chesapeake's pension plan and FPU's pension plan, respectively, and discount rates 
of3.50 percent and 3.75 percent for Chesapeake's and FPU 's plans, respectively. The discount rate for each plan was 
determined by management considering high-quality corporate bond rates, such as Moody's Aa bond index and the Citigroup 
yield curve, changes in those rates from the prior year and other pertinent factors, including the expected lives of the plans and 
the availability of the lump-sum payment option. 

Actual changes in the fair value of plan assets and the 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 and postretirement benefit costs that we ultimately 
recogn ize. A 0.25 percent decrease in the discount rate could increase our annual pension and postretirement costs by 
approximately S II ,000. and a 0.25 percent increase could decrease our annual pension and postretirement costs by 
approximately $13,000. A 0.25 percent change in the rate of return could change our annual pension cost by approximately 
$124,000 and would not have an impact on the postretirement and supplemental executive retirement plans because these 
plans are not funded. 
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(d) Results of Operations 

(in lhousands excep1 per share) Increase lncrcnse 
For the Yea rs Ended December 31, 2012 2011 (decrease) 201 1 2010 (dccrcnsc) 

Business Segment: 
Regulated Energy $46,999 $43,911 $ 3,088 $43,911 $43,267 $ 644 
Unregulated Energy 8,355 9,619 ( 1,264) 9,619 8, 150 1,469 
Other 1,281 175 1, 106 175 5 13 {338) 

Operating Income 56,635 53,705 2,930 53,705 5 1,930 1,775 
Other Income 271 906 (635) 906 195 711 
Interest Charges 8,747 9,000 {253) 9,000 9, 146 {146) 
Pre-ta x In come 48,159 45,6 11 2,548 45,61 1 42,979 2,632 
Income Taxes 19,296 17 ,989 1,307 17,989 16,923 1,066 
Net Income $28,863 $27,622 $ 1,24 1 £27,622 $26,056 $ 1,566 
Earnings Per Share of Common Stocl< 
Basic $ 3.0 1 $ 2.89 $ 0.12 $ 2 .89 $ 2.75 $ 0.14 
Diluted $ 2.99 $ 2.87 $ 0.12 $ 2 .87 $ 2.73 $ 0. 14 

2012 compared to 20 II 

Our net income increased by approximately $1 .2 million, or $0.12 per share (d iluted) in 2012, compared to 20 I I. Key 
variances include: 

(in thousands, except ~r share amounis) 
20 I I Reported Results 
Adjusting fo r unusual items: 

Weather impact 
Amortization of acqu isition prem ium and costs 
Severance and pension settlement charge in 20 II 
Florida natural gas reserve and sales tax reserve reversal in 

201 1 
Amottization of deferred tax gain 
Litigation settlement w ith a major propane suppl ier in 

201 1 
Gain from the sale of Internet Protocol asset in 20 I I 

Increased Margins: 
Natural gas growth 
Higher propane retail margins per gallon 
BravePoint 

Increased Other Operating Expenses: 
BravePoint, primarily due to emp loyee-re lated costs 
Higher depreciation, asset removal and faci lities costs 
Acquisition-re lated costs and increased capacity for future 

growth 

Net other changes 
2012 Reported Results 

Pre-tax 
Income 

$45.61 f 

(3,627) 
(2,354) 
1,299 

(1 ,049) 
684 

(575) 
~553) 

(6, 175) 

6,263 
2,724 
2,602 

11,589 

( I ,523) 
(1,326) 

{?58) 
(3,607) 

74 1 
$48, 159 

Net Earnings 
Income Per Share 

$27,622 $ 2.87 

(2, 197) (0.23) 
(1 ,426) (0.15) 

787 0.08 

(636) (0.07) 
414 0.04 

(348) (0.04) 
(335) (0.03) 

(3,741) (0.40) 

3,793 0.40 
1,650 0. 17 
I ,576 0. 16 
7,019 0.73 

(923) (0.10) 
(803) (0.08) 

{459) ~ 
(2, 185) (0.23) 

148 0.02 
$28,863 $ 2.99 
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Our results fo r 20 12 reflected additional gross margin generated by: (a) the natural gas transmission and distribution operations 
as a result of major expansion initiatives in Sussex County, Delaware; Worcester and Ceci l Counties, Maryland; and Nassau 
County, Florida; (b) additional customer growth; and (c) add itional transmission services provided to an existing industrial 
customer. Higher retail propane margins per ga llon, as a result of sustained retail prices and favorable supply costs, and 
increased product sales and consu lting activities from BravePoint also generated add itional gross margin. These increases in 
gross margin more than offset a reduction of$3.6 million in gross margin due to significantly wanner temperatures in 2012, 
particularly during the first three months of the year. Also inc luded in the 2012 results is the amortization expense of$2.4 
million related to the recovery of the FPU acquisition adj ustment and merger-related costs, partially offset by an amortization 
credit of $684,000 associated with FPU's pre-merger deferred income tax gain. Higher expenses associated with growth 
initiatives and capital investments to support growth and system integrity also offset the gross margin increases. 

2011 compared to 2010 

Our net income increased by approximately $ 1.6 million, or $0. I 4 per share (diluted) in 20 I I, compared to 20 I 0. Key 
variances include: 

(in thousands. except per share amounts) 

20 I 0 Reported Results 
Adjusting for unusual itiems: 

Lower energy consumption, due primari ly to weather 
Florida regulatory reserve recorded in 20 I 0 and reversed in 

20 1 I 
Severance and pension settlement charge in 20 I I 
Sales tax reserves recorded in 20 I 0 and reversed in 20 I I 
Absence of merger-related costs in 20 I I 
Litigation settlement with a major propane supplier in 

201 I 
Gain from the sale of Internet Protocol asset in 20 I I 

Increased Margins: 
New natural gas transportation services 
Growth in natural gas distribution customers 
Higher propane retail margins per gallon 

Increased Other Operati ng Expenses: 
Increased depreciation and asset removal costs from 

regulated assets 
BravePoint's decl ine in operating income due to a new 

product launch 
Increased vehicle fuel costs 
Additional legal costs as a result of an electric franchise 

dispute 

Net other changes 
20 I I Reported Results 

Pre-tax 
Income 

$42,979 

(5,233) 

1,500 
(I ,284) 

959 
660 

575 
553 

(2,270) 

2,9 14 
2,362 
2,248 
7,524 

(1,232) 

(858) 
(62 I) 

{537) 
(3,248) 

626 
$45,61 I 

Net Earnings 
Income Per Share 

$26,056 $ 2.73 

(3, I 68) (0.33) 

92 1 0.10 
(777) (0.08) 
589 0.06 
395 0.04 

342 0.04 
33 1 0.03 

(I ,367) (0. 14) 

1,702 0.17 
1,4 19 0. 15 
1,38 1 0. 14 
4,502 0.46 

(732) (0.08) 

(527) (0.05) 
(376) (0.04) 

{330) ~ 
(I ,965) (0.20) 

396 0.02 
$27,622 $ 2.87 

Our results for 20 I I reflected additiona l gross margin generated by: (a) new services initiated by the natural gas transmission 
operation; (b) customer growth in the natural gas distribution operations; and (c) higher retail propane margins per gallon, as a 
result of unusually low retail margins per gallon in 20 l 0 due to high spot purchases to meet the high customer demands in the 
cold winter. These increases in gross margin more than offset a reduction of$5.2 million in gross margin as a result of lower 
customer energy consumption due primarily to significantly warmer temperatures in 20 I I, compared to 20 I 0. During 20 I I, 
we recorded$ I .3 mill ion in non-recurring charges related to severance and pension settlements. Also included in the 20 II 
results are the impact of reversing the Florida regu latory reserve and sa les tax reserve, both of which were recorded in 20 I 0, 
and one-time gains related to proceeds from a litigation settlement with a major supplier and sale of a non-operating asset. 
BravePoint's operating income declined by $858,000 in 201 I, compared to 20 10, as a result of the launch ofProfitZoomTM. 
We also incwTed additional legal costs of $537,000 as a result of an electric franchise dispute. 
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The following section provides a more detailed analysis of our results by segment. 

Regulated Energy 

Increase 
For the ' c;~rs f. ndcd December 31. 2012 2011 !decrt'asc) 
(m thousands) 

Revenue $246,208 $256,226 ($I 0,0 18) 
Cost of sales 111 ,402 128,111 ~ 16,709) 
Gross margin IJ-l,806 128,1 15 6,691 
Operations & ma intenance 61,113 59,8 16 I ,297 
Depreciation & amortization 18,653 16,512 2,141 
Other taxes 8,041 7,876 165 
Other operating expenses 87,807 84,204 3!603 
Operating Income $ 46,999 $ 43,91 1 $ 3,088 

Weather and Customer Analysis 
lnCI'Cll~C 

For the Years Ended Decem her 31, 2012 2011 !dcc rc;~~c) 

Delmarva Peninsula 
Actual IIDD 3,936 4,221 (285) 
10-year average I IDD 4,-l91 4,499 (8) 
Estimated gross margin per HDD s 1,7 12 s 2,064 ($352) 
Per residential customer added: 

Estimated gross margin s 375 s 375 s 0 
Estimated other operating expenses s 113 s I I I s 2 

Florida 
Actual IIDD 633 753 (120) 
I 0-year average HDD 915 920 (5) 
Actual CDD 1,87 1 2,858 13 
I 0-year average CDD 2,756 2.718 38 

Average number of residential customers 
Delmarva natural gas distribution 49,639 48,680 959 
Florida natural gas distribution 62,386 61,525 86 1 
Florida electric distribut ion 23,670 23.598 72 

Total 135,695 133.803 1,892 

20 12 Comnarcd to 20 1 I 

Page 56 of 156 

Increase 
2011 1010 !dccrea~c) 

$256,226 $269,438 ($13,2 12) 
128,111 145,207 {17,096) 
128,115 124,231 3,884 
59,816 57,464 2,352 
16,512 14,680 1,832 
7,876 8,820 {944) 

84,204 80,964 3!240 
$ 43,9 11 $ 43,267 $ 644 

Increase 
20 11 2010 !decrease) 

4,221 4.831 (610) 
4,499 4.528 (29) 

s 2,064 s 1,995 s 69 

s 375 s 375 s 0 
s I I I s 105 s 6 

753 1,501 (748) 
920 863 57 

2,858 2,859 ( I) 
2,718 2,695 23 

48,680 47,638 1,042 
61,525 61,053 472 
23,598 23,589 9 

I 33,803 132,280 I ,523 

Operating income for our regulated energy segment for 2012 was $47.0 million, an increase of$3.1 million, or seven percent, 
compared to 20 I I. An increase in gross margin of $6.7 million was partially offset by an increase in other operating expenses 
of$3.6 million. 
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Gross Margin 

Gross margin for our regulated energy segment increased by $6.7 mill ion, or five percent, in 2012, compared to 20 l I. Hems 
contributing to the year-over-year increase in gross margin are listed in the following table: 

(m thousands) 

Gross margin for the year ended December 31, 201 1 
Pactors contributing to the gross margin increase for the year ended 

December 3 1, 20 12: 
Major expansion initiatives 
Other customer growth- natural gas distribution 
Florida natural gas regulato1y reserve 
Eastern Shore rate case settlement 
Other new services-natural gas transmission 
Decreased customer consumption- weather and other 
Other 

Gross margin for the year ended December 3 1, 2012 

Major Expansion initiatives 

$128,115 

3,475 
2,073 
(750) 
737 
713 

(230) 
673 

$134,806 

Major expansion initiatives in Sussex County, Delaware; Worcester and Cecil Counties, Maryland; and Nassau County, 
Florida generated $3.5 million in additional gross margin in 2012, compared to 201 I. In Sussex County, Delaware, Eastern 
Shore initiated new transmission service and our Delmarva natural gas distribution operation initiated distribution serv ice to 
two large industrial customers in Lewes, Delaware during the fourth quarter of 20 II. These services generated $779,000 and 
$499,000, respectively, of additional gross margin in 2012. Eastern Shore also began new transmission service and our 
Delmarva natural gas distribution operation initiated distribution service to two industrial facilities of an ex isting customer in 
southeast Sussex County, Delaware generating $334,000 and $89,000, respectively, of additional gross margin during 2012. 
Eastern Shore also generated $90,000 in additional transmission gross margin as a result of the Worcester County, Maryland 
expansion, and Eastem Shore commenced additional transmission service in Worcester County, Mary land during the first 
quarter of20 13. The Cecil Counry, Maryland expansion commenced during the fourth quarter of20 12 and generated $147,000 
of additional transmission gross margin. The Nassau County, Florida expansion generated$ I .5 million in additional 
transmission gross margin for Peninsula Pipeline. 

Other Customer Growth- Natural Gas Distribwion 

The Florida natural gas distribution operation generated $986,000 of additional gross margin due primarily to a three-percent 
growth in commercial and industrial customers. 

The Delmarva natural gas distribution operation generated$ I .I million of additiona l gross margin in 2012, compared to 20 I I, 
due primarily to the addition of 12 new large commercial and industrial customers since the beginning of20 II and two­
percent growth in residentia l customers. 

Florida Natural Gas RegulatOJ)' Reserve 

In January 2012, the Florida PSC issued an order approving the recovery of$34.2 million as an acquisition adjustment and 
$2.2 million in merger-related costs in connection with the Company's acquisition of FPU in 2009. In the order, the Florida 
PSC also determined that no refund should be made to customers as a result of the 20 I 0 earnings of our Florida natural gas 
distribution operations. Pursuant to this order, in the fourth qua1ter of20 II , we reversed the $750,000 reserve, which was 
accrued in the third and fourth quarters of20 I 0 based on the contingent regulato1y risks associated with the Plorida natural gas 
earnings, merger benefits and recove1y of the acquisition adjustment. 

Eastern Shore Rate Case Se11/ement 

Eastern Shore generated $737,000 of additional gross margin in 20 I 2, compared to 20 II, as a result of new rates that became 
effective July 20 I I. 

Other New Services - Natural Gas Transmission 

Eastern Shore generated additional gross margin of $7 I 3,000 in 2012, due primarily to a new transmission service agreement 
for an additional 9,514 Dts/d with an existing industrial customer for the period from November 20 II to October 20 12. 
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Decreased Cus/Omer Consumption - Weather and Other 

Customer consumption of natural gas and electricity decreased, primarily on the Delmarva Peninsula, during 2012, compared 
to 20 II. Consumption of energy is nonnally highest during the first and fourth quarters due to colder temperatures. The first 
quarter of2012 was the wannest first quarter in the past I 0 years, both on the Delmarva Peninsula and in Florida. We estimate 
that significantly wanner weather in 2012, primarily during the first three months of20 12, resulted in a period-over-period 
decrease of approximately $926,000 in gross margin, most of which occurred during the first three months ofthe year. This 
decrease was partially offset by $696,000 in higher gross margins due primarily to other volume increases in Florida. 
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Other Operating &-..:penses 

Other operating expenses for rhe regulated energy segment increased by $3.6 million for 20 12 due largely to: (a) $2.4 million 
in increased amortization expense associated with the recovery of the FPU acquisition adjustment and merger-related costs, 
which was partially offset by an amortization credit of$684,000 associated with FPU 's pre-merger deferred income tax gain; 
(b) $1.3 million in higher depreciation expense, asset removal and facilities costs associated wirh capital investments; 
(c) $646,000 in increased costs associated with investing in growth; (d) $379,000 in increased payroll and benefits cost for the 
Delmarva natural gas distribution operation due to increased staffing to support expansions; (e) $325,000 in increased costs 
related to pipeline integrity requirements; (f) $305,000 in higher legal costs associated with an electric franch ise dispute in 
Marianna, Florida; and (g) $254,000 in an increased accrual for general liability claim. These increases in expenses were 
partially offset by $1 .2 mi llion in reduced payrol l and benefits, primari ly in Florida, because of a workforce reduction in 20 II , 
and one-time charges totaling $1.1 million in 20 II as a result of the voluntary workforce reduction in Florida and pension 
settlements. 

201 1 Compared to 2010 

Operating income for our regulated energy segment increased by approximately $644,000, or one percent, in 20 I I, compared 
to 20 I 0, which was generated from a gross margin increase of$3.9 million, offset by an other operating expense increase of 
$3.2 million. 

Gross J'vfargin 

Gross margin for our regu lated energy segment increased by $3.9 million, or three percent, in 20 II , compared to 20 I 0. Items 
contributing to the year-over-year increase in gross margin are listed in the following table: 

(ill fhOIIS{llldS) 

Gross margin for the year ended December 3!, 20 I 0 
Factors contributing to the gross margin increase for the year ended 

December 31,20 l I: 
Decreased customer consumption, due primarily to weather 
New transportation services 
Net customer growth in distribution services 
Florida natural gas regulatory reserve 
Change in rates 
Other 

Gross margin for the year ended December 31, 20 II 

Decreased Customer Consumption. Due Primari~y to Weather 

$ 124,231 

(3,753) 
2,914 
2,739 
1,500 

409 
75 

$128,1 15 

Customer consumption of natural gas and electricity decreased, both on the Delmarva Peninsula and in Florida, during 20 II , 
compared to 20 I 0. The dec I ine in consumption was due primarily !'o sign ificantly warmer weather during the heating season, 
resu lting in a year-over-year decrease of approximately $3.8 million in gross margin. In 20 II , HOD decreased by 13 percent, 
or 610 HOD, on the Delmarva Peninsula and by 50 percent, or 748 liDO, in Florida, compared co 2010. Measured against 
normal HOD ( I 0-year historical average) in 20 I I, the weather on the Delmarva Peninsula was six percent, or 278 HOD, 
warmer than normal, and the weather in Florida was 18 percent, or 167 HOD, warmer than normal. We estimate that this 
warmer-than-normal weather reduced gross margin of the regulated energy segment by approximately $2.1 million in 20 II. 
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New Transportation Services 

In January 20 I I, Eastern Shore commenced new transportation service for 20,000 Dts/d of capacity associated with its eight­
mile mainline extension to interconnect with TETLP's pipeline system, which generated gross margin of$2.0 million in 20 II . 

Other additional transportation services that commenced in May 20 I 0, November 20 I 0 and November 201 1, as a result of 
Eastern Shore's system expansion projects, generated addit ional gross margin of$542,000 in 20 II. 

Eastern Shore entered into two additional transpo1tation services agreements with an existing industrial customer, one for the 
period from May 20 I I to Apri I 2021 for an add itional 3,405 Dts/d and the second for the period from November 20 1 I to 
October 2012 for an additional 9,514 Dts/d. These additional services generated additional gross margin of $243,000 and 
$ 168,000, respectively, in 20 I I. 

Partially offsetting these gross margin increases was a gross margin decrease of $66,000 due to the expiration in Apri l 20 10 of 
two transportation service contracts. 

Net Customer GroiVth in Distribution Services 

The Delmarva natural gas distribution operation generated $1.6 mill ion of additional gross margin due to net customer growth. 
Gross margin from commercial and industrial customers for the Delmarva natural gas distribution operation increased by $ 1.2 
million in 20 I I, due primarily to the addition of 20 large commercial and industrial customers since June 20 I 0. Two-percent 
gro\.vth in residential customers generated an additional $429,000 of gross margin for the Delmarva natural gas distribution 
operation. 

TJ1e Florida natural gas distribution operations generated $771 ,000 of additional gross margin primarily as a result of a two­
percent growth in commercial and industrial customers. In addition, 700 new customers, added as a result of our purchase of 
the operating assets of Indiantown Gas Company ("IGC") in August 20 I 0, generated $377,000 of additional gross margin 
during 20 II due to the inclusion of a full year of results. 

Florida Natural Gas Regulat01y Reserve 

In January 2012, the Florida PSC issued an order, approving the recovery of $34.2 million as an acquisition adjustment and 
$2.2 mill ion in merger-related costs in connection with our acquisition of FPU in 2009. In the order, the Florida PSC also 
determined that no refund should be made to customers as a result of the 20 I 0 earnings of our Florida natural gas distribution 
operations. Pursuant to this order, in the fourth quarter of20 I I, we reversed the $750,000 reserve, which was accrued in the 
third and fourth quarters of 20 I 0 based on the contingent regulatory risks associated with the Florida natura l gas earnings, 
merger benefits and recove1y of the acquisition adjustment. 

Change in Rates 

On January 24, 2012, the FERC approved a rate case settlement for Eastern Shore. In 20 I I, we recorded $409,000 of 
additional gross margin as a result of implementing the new rates pursuant to the settlement. 

Other Operating £wenses 

Other operating expenses for the regulated energy segment increased by $3 .2 million for 20 I I due largely to the following 
factors: (a) $1 .2 million in higher depreciation expense and asset removal costs associated with capital investments; (b) $1.1 
million in non-recurring severance and pension settlement charges; (c) $537,000 in increased legal costs associated with the 
electric franchise dispute in Marianna, Florida; (d) $403,000 in additional expenses related tO pipeline integrity projects for 
Eastern Shore to comply with increased pipeline regulatory requirements; (e) $375,000 in increased amortization expense 
related to the change in the recovery period of certain specific project costs;(!) $355,000 in higher vehicle fue l costs; and 
(g) $896,000 in lower taxes other than income taxes, due to an accrual in 2010 for potential additional sales taxes and gross 
receipts taxes and the reversal of a portion of the accrual in 20 I I as a result of the collection and remittance of those taxes. 
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Unregulated Energy 

for I he Years f.ndcd Occcmhcr 3 1, 
(in rhousands) 

Revenue 
Cost of sales 
Gross margin 
Operations & maintenance 
Depreciation & amortization 
Other taxes 
Other operating expenses 
Operating Income 

Weather Analysis- Delm arva 

For I he Years Ended December 31, 

Actual HOD 
l 0-year average HOD 

Estimated gross margin per HOD 

201 2 Compared to 2011 

2012 

$133,049 
97,137 
35,912 
22,804 
3,420 
1,333 

271557 
$ 8,355 

20 12 

3,936 
4,491 

$ 2,882 

Increase 
2011 (decrease} 

$149,586 ($16,537) 
112,4 15 {15!278) 
37, 171 (1,259) 
22,863 (59) 
3,229 191 
1,460 {127) 

27,552 5 
$ 9,619 ($1 ,264) 

Increase 
2011 (decrease) 

4,221 (285) 
4,499 (8) 

$ 2,869 s 13 

Page 61 of 156 

Increase 
2011 20.10 ~decrease} 

$149,586 $146,793 $ 2,793 
112,415 110,679 1,736 
37, 171 36, 114 1,057 
22,863 22,75 1 112 

3,229 3,569 (340) 
I ,460 I 644 {I 84) 

27,552 27,964 {412) 
$ 9,6 19 $ 8,150 $ I ,469 

Inc rease 
201 1 2010 (dccr ensc) 

4,221 4,831 (6 10) 
4,499 4,528 (29) 

$ 2,869 $ 2,6 11 s 258 

Operating income for our unregu lated energy segment for 2012 was $8.4 million, a decrease of $1.3 million, or 13 percent, 
compared to 20 I I , due primarily to a decrease in gross margin of $ 1.3 mi llion. Other operating expenses for 20 12 remained 
unchanged from 20 II. 

Gross Margin 

Gross margin for our unregulated energy segment decreased by $1.3 mill ion, or three percent, in 2012, compared to 20 I I. 
Items contributing ro the year-over-year decrease in gross margin are listed in the following table: 

(in rhouscmds} 

Gross margin for the year ended December 3 I, 20 l I 
Factors contributing to the gross margin decrease for the year ended 

December 3 l , 2012: 
Decreased customer consumption- weather and other 
Increase in retail margins per gallon 
Gain from litigation settlement- recorded in 20 I I 
Other 

Gross margin for the year ended December 31, 2012 

Decreased Customer Consumption - Weather and Other 

$37, 171 

(3,259) 
2,724 
(575) 
(149) 

$35,912 

Significantly warmer weather, particularly during the first three months of20 12 when propane demand for heating is typically 
at its highest. resu lted in decreased gross margin of $2.7 mill ion in 2012, compared to 20 I I. Add itionally, both our Delmarva 
and Florida propane distribution operations experienced a decl ine in sales volume beyond the estimated weather impact in 
20 12, compared to 2011, due to the timing of del iveries to bu lk-delivery customers, conservation and other factors. This 
additional decline in sales volume was partially offset by additional gross margin generated (i·om I, l 80 customers acqu ired in 
late 2011 and early 2012, following the purchase of the operating assets of several small propane distribution companies in 
Florida. These factors resulted in a net decrease in propane gross margin of $515,000 in 20 12, compared to 20 II. 
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Increase in Retail Margins per Gallon 

Higher retail margins per gallon in the Delmarva and Florida propane distribution operation generated $631 ,000 and $2. 1 
million, respectively, of additional gross margin in 2012, compared to 2011. Sustained retail pricing in response to local 
market conditions and lower average propane inventory cost contributed to the higher retail margins per gallon. 

Gainji·om Litigmion Settlement - Recorded in 2011 

A non-recurring gain of $575,000 was recorded in 20 II related to our share of proceeds received from an antitrust litigation 
settlement with a major propane supplier and is reflected as a period-over-period decrease in gross margin. 

Other 

PESCO's gross margin decreased by $310,000 in 2012, compared to 20 I I . PESCO's gross margin in 20 II benefited from 
unusually large favorable imbalance resolutions with third-party intrastate pipelines, with which PESCO contracts for supply. 
Imbalance resolutions are not predictable and, therefore, are not included in our long-term financial plans or forecasts. Lower 
gross margin fi·om imbalance resolutions was partially offset by additional gross margin generated by new customers and 
contracts. 

Partially offsetting the decrease in PESCO's gross margin was the increase in gross margin of Xeron, which increased by 
$225,000 in 20 I 2, compared to 20 I I, as a result of higher margins from its trading activity. Xeron executed trades with higher 
margins in 20 I 2 as the market presented opportun ities from fluctuations in wholesale propane prices. 

Other Operating Expenses 

Other operating expenses for the unregulated energy segment were $27.6 million for both 20 I 2 and 20 I I. 

2011 Compared to 2010 

Operating income for our unregu Ia ted energy segment increased by approximately $I .5 mill ion, or I 8 percent, in 20 I I 
compared to 20 I 0, which was artributable to an increase in gross margin of$1. 1 million and a decrease in other operating 
expenses of $412,000. 

Gross Margin 

Gross margin for our unregulated energy segment increased by$ I .I mill ion, or three percent in 201 1 compared to 20 I 0. Items 
contributing to the year-over-year decrease in gross margin are listed in the following table: 

(in thOIIS{llldS) 

Gross margin for the year ended December 31 , 20 I 0 
Factors contributing to the gross margin increase for the year ended 

December 3 I , 20 I 1 : 
Volume decrease- weather and other 
Increase in retail margin per ga llon 
Gain from litigation settlement 
Propane wholesale marketing 
Natural gas marketing 
Miscellaneous fees and other 
Gross margin fo r the year ended December 31 , 20 I I 

Volume Decrease - Weather and Other 

$36,1 14 

(2,759) 
2,248 

575 
431 
362 
200 

$37,171 

A decline in customer consumption, due primarily to a decrease in H DO, resulted in decreased gross margin of $1.5 million in 
201 I, compared to 20 I 0, for the Delmarva propane distribution operation. A decrease in propane deliveries to bulk customers, 
due to lower non-weather-related consumption and the timing of deliveries, also decreased gross margin by $1.3 million. 
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Increase in Retail Margin per Gallon 

The propane distribution operations generated additional gross margin of $2 .2 mi llion due to higher margins per gallon for 
20 II , compared to 2010. Propane retail margins per gallon on the Delmarva Peninsula during 20 I I returned to more normal 
levels, compared to retail margins per gallon during 20 I 0. The lower margins in 20 I 0 were caused by colder temperatures and 
higher cost spot purchases during the first quarter when customer demand ... vas the highest. Also contributing to the gross 
margin increase were higher margins per gallon in Florida as the propane distribution operation continued to adjust its retail 
pricing in response to market conditions. 

Gain from Litigation Selllemem 

We recorded a one-time gain of $575,000 in the first quarter of20 I I related to our share of proceeds received from an antitrust 
litigation settlement with a major propane supplier. 

Propane Wholesale Marketing 

Xeron generated $431,000 of addit iona l gross margin in 20 I I, compared to 20 I 0, due primarily to a 22-percent increase in 
trading activity. 

Natural Gas Marketing 

PESCO generated higher gross margin of $362,000 in 20 II, compared to 20 I 0. Favorable imbalance resolutions with third­
party pipelines, with which PESCO contracts for natural gas supply, generated this increase. Such imbalance resolutions are 
not predictable and therefore, are nor included in our long-term financial plans or forecasts. 

Other Operating Expenses 

Other operating expenses fo r the unregulated energy segment decreased by $412,000 in 20 II , compared to 20 I 0. In 20 I 0, we 
expensed $370,000 related to the settlement of a propane class action litigation and recorded $35 I ,000 in amo1tization expense 
associated with the favorable propane supply contracts acquired in the merger with FPU, which was recorded as an intangible 
asset. The absence of these expenses in 20 I I resu lted in a decrease in other operating expenses in 20 I I, compared to 20 I 0. 
These decreases were partially offset by a $265,000 increase in vehicle fue l costs in 20 I I. 

Other 

Increase Increase 
For the \'car·s Ended O(•ccmhcr 31. 2012 2011 (dec reuse) 2011 2010 ~decrease) 

(in thousands) 

Revenue $18,357 $13,829 $ 4,528 $ 13,829 $13,142 $ 687 
Cost of sales 8,872 7,05 1 1,821 7,051 6,3 16 735 
Gross margin 9,485 6,778 2.707 6,778 6,826 (48) 
Operations & maintenance 6,953 5,5 15 1,438 5,5 15 5,426 89 
Depreciation & amortization 438 413 25 413 289 124 
Other taxes 814 676 138 676 600 76 
Other operating expenses 8,205 6,604 1,601 6,604 6,3 15 289 
Operating Income - Other 1,280 174 1,106 174 511 (337) 
Operating Income- Eliminations I J J 2 (I) 
Operating Income $ 1,28 1 $ 175 $ 1, 106 $ 175 $ 513 ($338) 

20 12 Com12ared to 2011 

Operating income for our "Other" segment for 20 J 2 was $ 1.3 million, an increase of$ I. I million, compared to 20 II. The 
increase was attributable to higher operating income from BravePoint. 

Brave Point, which reported operating income of $828,000 in 20 12, compared to an operating loss of$270,000 for 201 1, 
generated increased gross margin of$2.6 million , $852,000 of which represents increased margin from ProlitZoomTM and 
Application EvolutionTM sales and related services. The remaining increase in gross margin was generated from higher 
consulting revenues and other product sales. This increase in gross margin was partially offset by$ I .5 mill ion of increased 
other operating expenses as a resu lt of resources added to support these services. 
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2011 Compared to 20 10 

Operating income for our ·'Other" segment for 20 II was $175,000, representing a decrease of $338,000 from operating 
income of $513,000 for 20 I 0. The decrease was attributable to lower operating income of $1.0 mill ion from BravePoint, offset 
partially by the absence in 20 I I of $660,000 in merger-related costs expensed in 20 I 0. 

BravePoint reported an operating loss of $270,000 in 20 I I, compared to operating income of $759,000 in 20 I 0. During 20 11, 
BravePoint incurred $1. 1 million in additional costs associated with the product development and release of ProlitZoomTM. 
BravePoint recorded $572,000 in revenue in 20 I I from these new contracts. 

Other Income 

Other income for 2012, 20 I 1 and 20 I 0 was $271,000, $906,000 and $195,000, respectively. Included in other income for 2011 
was a $553,000 gain from the sale of a non-operating Internet Protocol address asset. The remaining balance in other income 
includes non-operating investment income, interest income, late fees charged to customers and gains or losses from the sale of 
assets. 

llllerest Expense 

2012 Compa red to 20 11 

Total interest expense for 2012 decreased by approximately $253,000, or three percent, compared to 20 II. The decrease in 
interest expense is attributable primarily to decreases of$699,000 in other long-term imerest expense due to scheduled 
repayments and $337,000 in interest on deposits from FPU's customers due to a lower interest rate on those deposits. 
Additionally contributing to the decrease, is a reduction of $41 ,000 in short-term interest expense due to slightly lower 
borrowings and rates in 2012, compared to 20 I I. Offsetting the decrease in interest expense was additional interest expense of 
$824,000 related to the $29 million long-rem1 debt issuance of 5.68 percent unsecured senior notes on June 23, 20 I I. We used 
the proceeds from these notes to repay a portion of Chesapeake's short-term loan credit facilities, which had been used to 
redeem two series of FPU first mortgage bonds. 

2011 Compared to 20 10 

Total interest expense for 20 J J decreased by$ J 46,000, or two percent, compared to 20 I 0. The decrease in interest expense is 
attributable primarily to a decrease of $65 1 ,000 in long-term interest expense as scheduled repayments decreased the 
outstanding principal balances. Offsetting this decrease was additional interest expense of $505,000 related to the $29 mi llion 
long-term debt issuance of 5.68 percent unsecured senior notes on June 23 , 20 II. We used the proceeds to permanently 
finance the redemption of the 6.85 percent and 4.90 percent series of FPU first mortgage bonds. These redemptions occurred 
in January 20 I 0 and were previously financed by Chesapeake's short-tenn loan faci lities. 

Income Taxes 

2012 Compared to 2011 

Income tax expense was $19.3 million in 2012, compared to $18.0 mill ion in 20 I I. Our effective tax rate was 40.1 percent in 
20 I 2, compared to 39A percent in 20 I I. The increase in our effective tax rate in 20 I 2 is due primarily to a $300,000 tax 
contingency accrual associated with a state tax audit recorded during 2012. 

20 11 Compa red to 20 10 

I nco me tax expense was $I 8.0 mill ion in 20 I I, compared to $ I 6.9 m iII ion in 20 I 0. Our effective income tax rate for 20 1 I and 
20 I 0 remained unchanged at 39.4 percent. 
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(e) Liquidity and Capital Resources 

Our capital requ irements reflect the capital-intensive and seasonal nature of our business and are principally attributable to 
investment in new plant and equipment, retirement of outstanding debt and seasonal va6abi lity in working capital. We rely on 
cash generated from operations, short-term borrowings, and other sources to meet normal working capital requirements and to 
finance capital expenditures. 

Our energy businesses are weather-sensitive and seasonal. We norma lly generate a large portion of our annual net income and 
subsequent increases in our accounts receivable in the fi rst and fourth quarters of each year due ro significant volumes of 
natural gas, electricity, and propane delivered by our natural gas, electric, 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. 

Capital expenditures, wh ich are our investments in new or acqu ired plant and equipment, are our largest capital requirements. 
Our capital expenditures during 2012, 20 I I and 20 I 0 were $78.2 million, $44.4 million and $47.0 million, respectively. We 
experienced a sign ificant increase in our capital expenditures in 2012, compared to 20 I I and 20 I 0, as a result of continued 
expansions of our natural gas distribution and transmission systems on the Delmarva Peninsu la and in Florida as well as a 
natural gas infrastructure replacement program in Florida, electric infrastrucwre improvements in Florida to increase the 
distribution system reliability, and various customer bill ing system and other initiatives. 

We have budgeted $1 12.3 million for capital expenditures during 20 13. The fo llowing tab le shows the 2013 capita l 
expenditure budget by segment: 

(dollars m rhouscmds) 

Regulated Energy: 
Natural gas distribution 
Natural gas transmission 
Electric dist ri bution 

Total Regulated Energy 
Unregulated Energy: 

Other 

Propane distribution 
Other unregulated energy 

Total Unregu lated Energy 

Advanced information services 
Other 

Total Other 
Total 2013 capital expenditu res 

$ 66,900 
28,609 

5,131 
100,640 

3,837 
1,400 
5,237 

473 
5,985 
6,458 

$1 12,335 

We expect to fund the 2013 capital expenditures program from short-teJm borrowings, cash prov ided by operating activities, 
and other sources. The capital expenditures program is subject to continuous review and modification. Actual capital 
requirements may va1y from the above estimates due to a number of factors , including changing economic conditions, 
customer growth in ex isting areas, regu lation, new grO\oVth or acquis ition opp01tunities and avai lability of capital. Historically, 
actual capital expenditures have typically lagged behind the budgeted amounts. 

In addition, we recently entered into an agreement with ESG to purchase its propane distribution assets that serve 
approximately I I ,000 residential and commercial customers in Worcester County, Ma•yland, primarily through underground 
propane gas distribution systems. The purchase price is approx imately $16.5 million, which is subject to certain adjustments as 
specified in the agreement. We expect to finance the purchase of these assets using unsecured sho11-term debt. The transaction 
is expected to be completed in 2013. 
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Capital Structure 

We are committed to maintaining a sound capital structure and strong cred it ratings to provide the financial flexibility needed 
to access capital markets when required. This commitment, along with adequate and timely rate relief for our regu lated 
operations, is intended to ensure our ability to attract capital from outside sources at a reasonable cost. We believe that the 
achievement of these objectives will provide benefits to our customers, creditors and investors. The following presents our 
capitalization , excluding and including short-term borrowings, as of December 31, 2012 and 20 11: 

(in thousands) 

Long-term debt, net of current maturities 
Stockholders' equity 
Total capitalization, excluding short-term debt 

(111 thousands} 

Short-term debt 
Long-tem1 debt, including current maturities 
Stockholders' equity 
Total capitalization, including short-term debt 

December 31, 
2012 

$ 101,907 28% 
256,598 72% 

$358,505 100% 

Deccmbcr31 , 
21H2 

$ 61,199 14% 
110,103 26% 
256,598 60% 

$427,900 100% 

December 31, 
2011 

$1 10,285 31% 
240,780 69% 

$35 1,065 100% 

December 3 1, 
lOll 

$ 34,707 9% 
118,481 30% 
240,780 61% 

$393,968 100% 

As of December 31 , 2012, we did not have any restrictions on our cash balances. Both Chesapeake's senior notes and FPU 's 
tl rst mortgage bonds contain a restriction that limits the payment of dividends or other restricted payments in excess of certain 
pre-determined thresholds. As of December 3 I, 2012, $82.3 million of Chesapeake's cumulative consolidated net income and 
$47.5 mi llion ofFPU's cumulative net income were free of such restrictions. 
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Short-term Borrowings 

Our outstanding short-term borrowings at December 31, 2012 and 20 II were $61.2 million and $34.7 million, respectively, at 
the weighted average interest rates of I .48 percent and I .53 percent, respectively. 

We utilize bank li nes of credit to provide funds for our short-term cash needs to meet seasonal working capital requirements 
and to temporarily fund portions of the capital expenditure program. As of December 3 1, 2012, we had four unsecured bank 
lines of credit with two financial institutions for a total of $100.0 mill ion . Two of these unsecured bank lines, totaling $60.0 
million , are available under commitied lines of credit. None of these unsecured bank lines of credit requires compensating 
balances. Advances offered under the uncommitted lines of credit are subject to the discretion of the banks. We are currently 
authorized by our Board of Directors to borrow up to $ 100.0 million ofshort-tem1 debt, as required, from these unsecured 
bank lines of cred it. 

In addition to the four unsecured bank lines of credit, we entered into a new, unsecured short-tenn credit facility for $40 
mill ion with an existing lender on June 22, 2012. Short-term borrowings under this new faci li ty bear interest at L!BOR plus 80 
basis points or, at our discretion, the lender's base rate plus 80 basis points. This faci lity, which is structured in the form of a 
revolving cred it note, matures on October 3 I, 2013. 

Our outstanding bon·owings under these unsecured bank lines of credit at December 31, 2012 and 20 I I were $56.4 million 
and $30.5 mill ion, respectively. During 20 12, 20 II and 20 I 0, the average borrowings from these unsecured bank lines of 
credit were $23.4 million, $ 11.0 million and $10.5 million, respectively, at weighted average interest rates of I. 79 percent, 
2.35 percent and 2.40 percent, respectively. The maximum month-end borrowings from these unsecured bank lines of credit 
during 2012, 20 II and 20 I 0 were $56.4 mi ll ion, $35.4 million and $64.0 million, respectively, which occurred during the fall 
and winter months when our working capital requirements were at the highest level. Also included in our outstanding short­
term borrow ings at December 31, 20 12 and 20 I I were $4.8 million and $4.2 million, respectively, in book overdrafts, which if 
presented would be funded through the bank lines of credit. 

Cash Flows 

The fo llowing table provides a summary of our operating, investing and financ ing cash tlows for the years ended 
December 3 I, 20 12, 20 I I and 20 I 0: 

for the Years Ended December 31, 
(in rhousands) 

Net cash provided by (used in): 
Operating activities 
Investing activities 
Financing activities 

Net increase (decrease) in cash and cash equivalents 
Cash and cash equivalents- beginning of period 
Cash and cash equivalents- end ofperiod 

Cash Flows Provided by Operating Activities 

2012 

$ 65,872 
(69,829) 

4,681 
724 

2,637 
$ 3,361 

20 rt 2010 

$ 71,12 1 $ 6 1, 118 
(47,836) (48,922) 
{22,29 1) {13,37 1) 

994 (I, 175) 
1,643 2 ,818 

$2,637 $ 1,643 

Changes in our cash flows from operating activities are attributable primarily to changes in net income, non-cash adjustments 
for depreciation and income taxes and working capital. Changes in working capital are detennined by a variety of factors, 
including weather, the prices of natural gas, electricity and propane, the timing of customer collections, payments for 
purchases of natural gas, electricity and propane, and deferred fuel cost recoveries. 

We normally generate a large portion of our 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 fa ll 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. 
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In 20 12, our net cash flow provided by operating activ ities was $65.9 million, a decrease of$5.2 million, compared to 2011. 
The decrease was due primarily to the following: 

Net cash flows from customer deposits decreased by $6.7 million due primarily to the absence in 2012 of a large 
deposit made by an industrial customer in 201 1. During 20 12, we refunded approx imately $ 1.3 million of the 
deposit to this customer. 

Net cash flows from the changes in regulatory assets and liabilities decreased by approximately $2.5 million, 
primarily as a resu lt of a reduction in fue l costs due and collected from regulated customers. 

Net cash flows from propane inventory, storage gas and other inventory increased by $3.1 mi llion as a result of 
lower commodity prices. An increase in the pipes and other construction inventory purchased during 20 12 offset this 
increase. 

In 2011, our net cash flow provided by operating activities was $71. I million, an increase of$1 0.0 million, compared to 20 I 0. 
The increase was due primarily to the following: 

Net cash flows related to income taxes, which include deferred income taxes in non-cash adjustments to net income 
and the change in income taxes receivable, increased by $7.6 mi llion during 20 I 1, compared to 20 I 0, due primarily 
to the I 00-percent bonus depreciation deduction allowed in 201 1, which reduced our income tax payments in 20 11. 

Net cash flows from trading receivables and payables increased by $6.0 million, due primarily to the timing of 
collections and payments of trading contracts entered into by our propane wholesale marketing operation and an 
increase in net cash flows from receivables and payables in various other operations. 

Net cash flows from customer depos its increased by $3. 1 mill ion, due primarily to a large depos it received in 20 11 
from an industrial customer on the Delmarva Peninsula. 

Net cash flows from propane inventory, storage gas and other inventory decreased by $2.6 million, due primarily to 
add itional pipes and other construction inventory purchased during 201 1. Also contributing to this cash flow 
decrease is the period-over-period changes in the storage gas balance, which reduced our cash flows. 

Net cash flows from the changes in regulatory assets and liabilities decreased by approximately $4.9 mi llion, 
primarily as a result of a reduction in fuel costs due and collected from regulated customers. 
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Cash Flows Used in Investing Activities 

In 20 12, net cash flows used in investing activities totaled $69.8 million, representing an increase of $22.0 mi ll ion. compared 
to 20 I !. In 201 1, net cash flows used by investing activities totaled $47.8 million , a decrease of $!.1 million, compared to 
20 10. 

Cash utilized fo r capital expenditures was $72.0 rni Il ion, $47.0 mill ion and $45.6 mill ion for 20 12, 20 II , and 20 I 0, 
respectively. 

In 20 12, we received $630,000 from the sale of equity securi ties and we paid $ 124,000 to acquire certain Florida 
propane assets. In 20 I I, we invested $300,000 in equity securities and paid $790,000 to acquire certain Florida 
propane assets. In 20 I 0, we invested $1.6 million in equity securities and paid $1.2 mill ion and $3 10,000 for ce1tain 
natural gas distri bution assets in Florida and propane distribution assets in Virginia. 

Environmental expenditures exceeded amounts recovered through rates charged to customers in 20 I 2, 20 I I and 
20 I 0 by $607,000, $645,000 and $290,000, respectively. 

In 2012, we received $2.2 million from the sale of FPU's office building in West Palm Beach, Florida. In 20 I I, we 
received $553,000 in connection with the sale of a non-operating Internet Protocol address asset. 

Cash Flows Provided by/Used in Financing Activities 

In 2012, net cash flows provided by financing activities totaled $4.7 million compared to net cash flows used by fi nancing 
activities in 20 I I and 20 I 0, of $22.3 million and$ I 3.4 mill ion, respectively. Significant financing activities included the 
following: 

We repaid $8.2 mi ll ion, $9.1 million and $36.9 million of long-term debt in 2012, 20 I I and 20 I 0, respectively. 
Included in the long-term debt repayment during 20 I 0 was the redemption of the 6.85 percent and 4.90 percent 
series of FPU's secured first mortgage bonds prior to their respective maturities by using the proceeds from a new 
short-tem1 credit facil ity with an exist ing lender. During 201 1, we issued $29.0 million of Chesapeake's 5.68 percent 
unsecured senior notes and used the proceeds to repay the new short-term cred it faci li ty and permanently finance the 
redemption of the F PU bonds. 

During 2012 and 20 I 0, we increased our short-term borrowing by $25.9 million and $1.6 million, respectively. In 
20 I I we reduced our short-term borrowing by $24 1,000. 

We paid $12.3 million, $11.7 million and $11.0 million in cash dividends in 2012,201 1 and 20 10, respectively. The 
increase in cash dividends paid in each year reflects the growth in the annualized dividend rate and increases in the 
number of shares outstand ing in each of the three years. 
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Contractual Obligations 

We have the following contractual obligations and other commercial commitments as of December 31, 2012: 

Pa\ ments Due b\' Period 
Le>S than ~ lore than 

I 5 
C"ontrnrtu•lt Obligations \car 1- J \CflrS 3-5\Cars years Total 
(111 thousands) 

Long-term dcbt <ll $ 8,196 $ 21,280 s 21.173 $ 59,510 $110,159 
Operating leases m 1.202 1.961 1,214 3,130 7,507 
Purchase obligations '11 

Transmission capacity 26,038 66,936 48,398 150,531 291 ,903 
Storage Natural Gas 2, 189 3, 192 2,134 2,290 9,805 
Commodities 25,195 166 25,36 1 
Electric supply 13,647 29,043 31,499 27,355 10 1,544 
Forward purchase contracts - Propane (41 2,460 2,460 

Unfunded benefits (S) 466 932 857 3,409 5,664 
Funded benefits <oJ 1.080 132 2 1.915 3,129 
Total Contractual Obligations S80,-l73 $ 123,642 $ 105,277 $248,140 $557,532 

(II 

(2) 

(4) 

(5) 

(6) 

Principal payments on long-term debt, see Item 8 under the heading "Notes to the Consolidated Financial Statements-
ole 12, Long-Term Debt", for additional discussion of this item. The expected interest payments on long-term debt are 

$7.0 million, S 11.9 million, $9.1 million and $14.1 million, respectively, for the periods indicated above. Expected 
interest payments for all periods total $42.1 million. 
See Item 8 under the heading·' otes to the Consolidated Financial Statements ote 14, Lease Obligations," for 
additional discussion of this item. 
See Item 8 under the heading.. otes to the Consolidated Financial Statements- Note 19, Other Commitments and 
Contingencies," for funher information. 
The Company has also entered into forward sale contracts. See "Market Risk" of the Management's Discussion and 
Analysis for further information. 
We have recorded long-term liabilities of$5.7 million at December 31, 20 12 for unfunded post-employment and post­
retirement benefit plans. The amounts specified in the table arc based on expected payments to current retirees and 
assumes a retirement age of 62 for currently active employees. There arc many factors that would cause actual payments 
to differ from these amounts, including early retirement, future health care costs that differ from past experience and 
discount rates implicit in ca lculations. 
We have recorded long-term liabilities of$26. 1 million at December 31, 20 12 for two qualified, defined benefit pension 
plans. The assets funding these plans are in a separate trust and arc not cons idered assets of the Company or included in 
the Company's balance sheets. The Contractual Obligations table above includes $975,000, renecting the expected 
payments we will make to the trust funds in 2013. Additional contributions may be required in future years 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. See Item 8 under the heading "Notes to the Consolidated Financial Statements- Note 15, 
Employee Benefit Plans," for further information on the plans. Additionally, the Contractual Obligations table includes 
deferred compensation obligations totaling $2.2 million funded with Rabbi Trust assets in the same amount. The Rabbi 
Trust assets arc recorded under Investments on the Balance Sheet. We assume a retirement age of 65 for purposes of 
distribution from this account. 

0/f-Bnlance SheelA rrtmgemeuts 

We have issued corporate guarantees to cenain vendors of our subsidiaries, primarily the propane wholesale marketing 
subsidiary and the natural gas marketing subsidiary. These corporate guarantees provide for the payment of propane and 
natural gas purchases in the event of the respective subsidiary's default. Neither of these subsidiaries has ever defaulted on its 
obligations to pay its suppliers. The liabilities for these purchases arc recorded in our financial statements when incurred. The 
aggregate amount guaranteed at December 31,2012 was $29.7 million, with the guarantees expiring on various dates through 
December 2013. 
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In addition to the corporate guarantees, we have issued a letter of credit for $ 1.0 mi Ilion, which expires on September 12, 
20 13, related to the electric transmission services for FPU's northwest electric divis ion. We have also issued a letter of credit 
10 our current primary insurance company for $656,000, which expires on December 2, 20 13, as securi ty to satisfy the 
deductibles under our various insurance policies. As a result of a change in our primary insurance company in 20 I 0, we 
renewed and decreased the letter of credit for $304,000 to our former primary insurance company, which wi ll expire on June I, 
2013. There have been no draws on these letters of cred it as of December 31 , 2012. We do not anticipate that the letters of 
credit wi ll be drawn upon by the counterparties, and we expect that the letters of credit wil l be renewed to the extent necessary 
in the future. 

We provided a letter of credit for $2.3 million to TETLP related to the precedent agreement, which is fw1her described in 
Item 8 under the heading, "Notes to the Consolidated Financial Statements - Note 19, Other Commitments and 
Contingencies." 

(f) Rate Filings and Other Regulatory Activities 

Our natural gas distribution operat ions in Delaware, Maryland and Florida and electric distribution operation in Florida are 
subject to regulation by the PSC in their respective states; Eastern Shore is subject to regulation by the FERC; and Peninsula 
Pipeline is subject to regulation by the Florida PSC. At December 3 1. 20 12, Chesapeake was involved in rate filings and/or 
regulatory matters in each of the jurisdictions in which it operates. Each of these rate filings or regulatory matters is fully 
described in Item 8 under the heading "Notes to the Consolidated Financial Statements - Note 17, Rates and Other Regulatory 
Activities." 

(g) Environ mental Matters 

We continue to work with federal and state environmental agencies to assess the environmental impact and explore corrective 
action at seven environmental s ites (see Item 8 under the heading "Notes to the Consolidated Financial Statements - Note 18, 
Environmental Commitments and Contingencies" for further detail on each site). We believe that future costs associated with 
these sites wi ll be recoverable in rates or through sharing arrangements with, or contributions by, other responsible pa1ties. 
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(h) Mar ket R isk 

Market risk represents the potential loss arising from adverse changes in market rates and prices. Long-term debt is subject to 
potentia l losses based on changes in interest rates. Our long-term debt consists of fixed- rate senior notes, secured debt and 
convenible debentures. A II of our long-term debt is fixed-rate debt and was not entered into for trading purposes. The canying 
value of long-tenn debt, including current maturities, was $ 1 I 0. I million at December 3 J, 2012, as compared to a fair value of 
$133.2 million, using a discounted cash flow methodology that incorporates a market interest rate is based on published 
corporate borrowing rates for debt instruments with similar terms and average maturities with adjustments for duration, 
optiona lity, credit risk, and risk profile. We evaluate whether to refinance existing debt or permanently refinance existing 
sho11-tem1 borrowing, based in part on the fluctuation in interest rates. 

Our propane distribution business is exposed to market risk as a resull of propane storage activities and entering into fixed 
price contracts for supply. We can store up to approximately 5.4 mil lion gallons of propane (inc luding leased storage and rail 
cars) during the winter season to meet our 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 fluc tuations, we 
have adopted a Risk Management Pol icy that allows the propane distribution operation to enter into fair value hedges or other 
economic hedges of our inventory. 

In May 20 I 2, our propane distribution operation entered into ca ll options to protect aga inst an increase in propane prices 
associated with I ,260,000 gallons purchased for the propane price cap program from December 20 I 2 through March 2013. 
The call options are exercised if the propane prices rise above the strike prices, which range from $0.905 per gallon to $0.99 
per gallon during th is four-month period. We will receive the difference between the market price and the strike price during 
those months. We paid $139,000 to purchase the call options, and we accounted for the call options as a fair value hedge. As 
of December 3 I, 2012, the call options had a fair value of $28,000. There was no ineffective portion of this fair value hedge in 
2012 . 

In August 20 I I, our propane distribution operation entered into a put option to protect against the decline in propane prices 
and related potential inventory losses associated with 630,000 gal lons purchased for the propane price cap program for the 
upcoming heating season. This put option was exercised as the propane prices fell below the strike price of $ 1.445 per gallon 
in January through March 2012. We received $1 18,000, representing the difference between the market price and the strike 
price during those months. We had paid $91 ,000 to purchase the put option, and we accounted for it as a fa ir value hedge. 

Our propane wholesale marketing operation is a party to natural gas liquids forward contracts, primari ly 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 typically settled financially without taking physical 
delive1y of propane. The propane wholesale marketing operation also enters into futures contracts that are traded on the 
Intercontinental Exchange. In certain cases, the futu res contracts are settled by the payment or receipt of a net amount equal to 
the difference between the cun ent market price of the futures contract and the original contract price; however, they may also 
be settled by 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 ro 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 our 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 dai ly by 
our oversight officials. In addition, the Risk Management Committee reviews periodic reports on markets and the credit risk of 
counter-pa1ties, 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, futures and other contracts at December 31 , 2012 and 20 I I is presented in the following 
tables: 
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AI December 31,2012 

Forward Contracts 
Sale 
Purchase 

Quantity in 
Gallons 

I ,262,000 
2,648,000 

Estimatet1 1\ l arkct 
Prices 

$0.7550- $1.3650 
$0.7550 - $1 .3300 

Estimated market prices and weighted average contract prices are in dollars per gallon. 
All contracts expire by the end of the first quarter of20!3. 

Quantity in Estimated i\larkct 
At December 31, 20 II Gallons Prices 

Forward Contracts 
Sa le 12,075,000 $1.3 I 00 - $1.6063 
Purchase 11 ,928,000 $1.3050 - $1.6000 

Estimated market prices and weighted average contract prices are in dollars per gallon. 
All contracts e.xpire by the end oft he second quarter of2012. 

Page 74 of 156 

Weighted i\ vcrage 
Contr:t ct Prices 

$ 0.9214 
$ 0.929 1 

Weighted Avc1·agc 
Contract Prices 

$ 1.4785 
$ 1.4630 

At December 31, 20 12 and 20 I I, we marked these forward and other contracts to market, using market transactions in either 
the listed or over-the-counter ("OTC'') markets, which resulted in the fo llow ing assets and liabil ities: 

{in thousands) 

Mark-to-market energy assets, including put option 
Mark-to-market energy liabilities 

2012 

$210 
$33 1 

2011 

$1,754 
$1,496 

Our natural gas distribution, electric distribution and natural gas marketing operations have entered into agreements with 
various suppliers to purchase natural gas, eleclricity and propane for resale to their customers. Purchases under these contracts 
either do not meet the definition of derivatives or are considered "normal purchases and sales" and are accounted for on an 
accrual basis. 
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(i) Com petition 

Our natural gas and electric distribution operations and our natural gas transmission operations compete with other fonm of 
energy, including natural gas, electricity, oil, propane and other alternative sources of energy. The principal competitive 
factors are price and, to a lesser extent, accessibility. Our natural gas distribution operations have several large-volume 
industrial customers that are able to use fuel oil as an alternative to natural gas. When oil prices decline, these interruptible 
customers may convert to oi l to satisfy their fuel requirements, and our interruptible sales volumes may decline. Oi l prices, as 
well as the prices of other fuels, fluctuate for a variety of reasons; therefore, future competitive conditions are not predictable. 
To address this uncertainty, we use tlexible pricing arrangements on both the supply and sales sides of this business to 
compete with alternative fuel price fluctuations. As a result of Eastern Shore's conversion to open access and Chesapeake's 
Florida natural gas distribution division's restructuring of its services, these businesses have shifted from providing bundled 
transportation and sales service to provid ing only transmission and contract storage services. Our electric distribution 
operation cutTently does not face substantial competition because the electric utility indust1y in Florida has not been 
deregulated. In addition, natural gas is the only viable alternative fuel to electricity in our electric service territories and is 
available only in a small area. 

Our natural gas distribution operations in Delaware, Maryland and Florida offer unbundled transportation services to cenain 
commercial and industrial customers. In 2002, Chesapeake's Florida natural gas distribution division, Central Florida Gas, 
extended such service to residential customers. With such transportation service available on our distribution systems, we are 
competing with third-party suppliers to sell gas to all customers. With respect to unbundled transportation services, our 
competitors include interstate transmission companies, if the distribution customers are located close enough to a transmission 
company 's pipeline to make connections economical ly feasib le. The customers at risk are usually large volume commercial 
and industrial customers with the financial resources and capabil ity to bypass our exist ing distribution operations in this 
manner. In certain siruations, our distribution operations may adjust services and rates for these customers to retain their 
business. We expect to continue to expand the availability of unbundled transportation service to additional classes of 
distribution customers in the future. We have also established a natural gas marketing operation in Florida, Delaware and 
Maryland to provide such service to customers eligible for unb~ndled transportation services. 

Our propane distribution operations compete with several other propane distributors in their respective geographic markets, 
primari ly on the basis of service and price. We emphasize responsive and reliable service. Our competitors generally include 
local outlets of national 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 unit of heat value. Propane also competes with home heating oil as an energy source. Since natural gas has 
historica lly 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 of which have 
sign ificantly greater resources and are able to obtain price or volumetric advantages. 

Our advanced in formation services subsidiary faces significant competition from a number of larger competitors having 
substantially greater resources available to them than does our subsidiary. In addition, changes in the advanced information 
services business are occurring rapidly and cou ld 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. 
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U) Inflation 

Inflation affects the cost of supply, labor, products and services required for operations, maintenance and capital 
improvements. While the impact of inflation has rema ined low in recent years, natural gas and propane prices are subject to 
rapid fluctuations. ln the regulated natural gas and electric distribution operations, fluctuations in natural gas and electricity 
prices are passed on to customers through the fuel cost recovery mechanism in our tariffs. To help cope with the effects of 
inflation on our capital investments and returns, we seek rate increases from regu latory commissions for our regu lated 
operations and closely monitor the returns of our unregulated business operations. To compensate for fluctuations in propane 
gas prices, we adjust propane selling prices to the extent allowed by the market. 

(k) Marianna Franchise 

On March 2, 20 II , the City of Marianna tiled a complaint against FPU in the Circuit Court of the Fourteenth Judicial Circuit 
in and for Jackson County, Florida. In the complaint, the City of Marianna alleged three breaches of the franchise agreement 
by FPU: (i) FPU failed to develop and implement time-of-use (''TOU") and interruptible rates that were mutually agreed to by 
the City of Marianna and FPU; (i i) mutually agreed upon TOU and interruptible rates by FPU were not effective or in effect by 
Februa1y 17, 20 II ; and (iii) FPU did not have such rates available to all of FPU's customers located within and without the 
corporate limits of the City of Marianna. The City of Marianna is seeking a declaratory judgment allowing it to exercise its 
option under the franchise agreement to purchase FPU's property (consisting of the electric distribution assets) with in the City 
of Marianna. Any such purchase would be subject to approval by the City Comm iss ion of Marianna, Florida (the "Marianna 
Commission"), which would also need to approve the presentation of a referendum to voters in the City of Marianna related to 
the purchase and the operation by the City of Marianna of an electric distribution facil ity. If the purchase is approved by the 
Marianna Commission and the referendum is approved by the voters, the closing of the purchase must occur within 12 months 
after the referendum is approved. On March 28, 20 II, FPU tiled its answer to the declaratory action by the City of Marianna, 
in which it denied the material allegations by the City of Marianna and asserted several affinnat ive defenses. On August 3, 
20 II , rhe City of Marianna notified FPU that it was forma lly exercising its option to purchase FPU 's property. On August 3 l, 
20 II, FPU advised the City of Marianna that it has no right to exercise the purchase option under the franch ise agreement and 
that FPU would continue to oppose the effort by the City of Marianna to purchase FPU's property. In December 20 I I, the City 
ofMarianna tiled a motion for summary judgment. FPU opposed the motion. On April3, 20 12, the court conducted a hearing 
on the City of Marianna's motion for summary judgment. The court subsequently denied in part and granted in part the City of 
Marianna's motion after conclud ing that issues of fact remained with respect to each of the three alleged breaches of the 
franchise agreement. Mediation was conducted on May II , 201 2, and again on July 6, 20 12, but no resolution was reached. 
The case was originally scheduled for trial in October 20 12; however, due to a schedul ing confl ict, the tria l has been 
rescheduled to February II , 20 13. Prior to the scheduled trial date, FPU and the City of Marianna reached an agreement in 
principle to resolve their dispute, wh ich resulted in the City of Marianna dismissing its legal action with prejudice on 
February II , 20 13. The agreement in principle requires the City of Marianna and FPU to negotiate and prepare a formal 
settlement agreement that is subject to approval by FPU's Board of Directors and the Marianna Commission. The settlement 
agreement would contemplate, in pertinent part, the sale of FPU's faci lities within the City of Marianna's corporate limits to 
the City of Marianna and, in connection therewith, require the City of Marianna to enter into an operating agreement with FPU 
pursuant to which FPU will operate and maintain the facilities sold to the City of Marianna. The agreement in principle 
requires FPU and the City of Marianna to submit the formal settlement agreement to the FPU Board of Directors and Marianna 
Commission for approval by March 15, 2013. If the settlement agreement is approved by both the FPU Board of Directors and 
the Marianna Commission, the agreement in principle requires the City of Marianna to proceed with a referendum on the 
acquisition of FPU 's facilities in April 2013 or as soon as practicable thereafter and prohibits FPU from opposing or 
interfering with that referendum. I fthe settlement agreement is not approved by either the FPU Board of Directors or the 
Marianna Commiss ion, the agreement in principle permits the City of Marianna to proceed immediately with a referendum on 
the acquisition of FPU's fac ilities and permits FPU to contest that referendum. The agreement in principle further provides that 
( i) if the contested referendum fails, FPU 's franchise with the City of Marianna shall be extended I 0 years from the current 
expiration date in 2020; and (i i) if the contested referendum passes, the terms of the City of Marianna's purchase of FPU's 
facilities within the City of Marianna wi ll be set pursuant to the procedures in the curTent franchise agreement. FPU and the 
City of Marianna are presently negotiating the tenns of the formal set1lement agreement and related operating 
agreement. Total litigation expense associated with the City of Marianna li tigation is approximately $1.4 million as of 
December 31,20 12. These costs have been expensed as incurred, however, the Florida PSC has permitted FPU to seek 
recovery in a future rate proceeding. 
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lnfonnation concerning quantitative and qualitative disclosure about market risk is included in Item 7 under the heading 
·'Management's Discussion and Analysis of Financial Condition and Results of Operations - Market Risk." 

I T EM S. Ft:'\A:'\Cl ,\L TATE:\IE;\TS ,\J'; O SL'PPLDIE:"<TARY D ATA. 
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R EPORT OF I~DEPE:'IDE~T R EGI TF. IlF.D PUBLIC ACCOL''\TI~G FlR~l 

The Board of Directors and Stockholders of 
Chesapeake Utilities Corporation 

Page 78 of 156 

We have audited the accompanying consolidated balance sheets of Chesapeake Utilities Corporation (the ··company") as of 
December 31, 2012 and 20 II , and the related consolidated statements of income, comprehensive income. stockholders' equity, 
and cash nows for each of the years in the three-year period ended December 31. 2012. These consolidated financial 
statements are the responsibility of the Company's management. Our responsibility is to express an opinion on these 
consolidated financial statements based on our aud its. 

We conducted our audits 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 
consolidated financial statements are free of material misstatement. An audit includes examin ing, 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 rinancial statements referred to above present fairly, in all rna1erial respects. the financial 
position of Chesapeake Utilities Corporation as of December 31, 2012 and 20 II, and the results of their operations and their 
cash nows for each of the years in the three-year period ended December 31, 2012, in conformity with accouming principles 
generally accepted in the United States of America. 

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (Uni1ed States), 
Chesapeake Utilities Corporation's internal control over financial reporting as of December 31, 2012, based on criteria 
established in Internal Control- Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway 
Commission (COSO), and our report dated March 8, 2013 expressed an unqualified opinion. 

Is/ ParenteBeard LLC 
ParenteBeard LLC 
Philadelphia, Pennsylvania 
March 8, 20 13 
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Consolidated Statements of Income 

For the Years Ended December 31, 2012 20.11 20 10 
(in lhousonds, excepl shares and per share dma) 

Operating Revenues 
Regu Ia ted Energy $ 246,208 $ 256,226 $ 269,438 
Unregulated Energy 133,049 149,586 146,793 
Other 13!245 12,215 11 ,315 
Total operating revenues 392,502 418,027 427,546 

Operating Expenses 
Regulated energy cost of sales 111,402 128, 111 145,207 
Unregulated energy and other cost of sales 101,957 118,787 11 6,098 
Operations 82,387 79,810 77,227 
Maintenance 7,423 7,449 7,484 
Depreciation and amortization 22,510 20,153 18,536 
Other taxes I 0,188 10,012 11,064 

Total operating expenses 335,867 364,322 375,6 16 
Operating Income 56,635 53,705 51,930 
Other income, net of other expenses 271 906 195 
Interest charges 8,747 9,000 9, 146 
In come Before Income Taxes 48,159 45,611 42,979 
Income taxes 19,296 17 989 16,923 
Net Income $ 28,863 $ 27,622 $ 26.056 

Weighted Average Common Shares Outstanding: 
Basic 9,586, 144 9,555,799 9,474,554 
Diluted 9,67 1,507 9,651,058 9,582,374 

Earni ngs Per Share of Com mon Stock: 
Basic $ 3.0 1 $ 2.89 $ 2.75 
Diluted $ 2.99 $ 2.87 $ 2.73 

Cash Dividends Declared Per Share of Comm on Stock $ 1.440 $ 1.365 $ 1.305 

The accompanying notes are an integral part ofthefinancia/ statements. 
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Consolidated Statements of Comprehensive I nco me 

For the Years Ended December 31, 
(m rhousands) 

Net Income 
Other Comprehensive Loss, net of tax: 

Employee Benefits, net of tax: 
Amortization of prior service cost, net of tax of ($26), $432 and $5, 

respectively 
Net Gain, net of tax of ($33 1 ), ($ 1, 164) and ($541 ), respectively 

Total other comprehensive loss 
Comprehensive Income 

2012 

$28,863 

(37) 
(498) 
(535) 

$28,328 

The accompanying notes are an integral part ofthefinancia/ statements. 

Page 80 of 156 

2011 

$27,622 

645 
(1 ,81 2) 
( 1, 167) 

$26,455 

2010 

$26,056 

8 
(844) 
(836) 

$25,220 

Chesapeake Ut ili ties Corporation 2012 Form 10-K Page 64 

http://www.sec.gov/ Archives/edgar/data/19745/000 11931251 309720 1/d466906d 1 Ok.htm 1111 1/2013 



Form 10-K Page 81 of 156 

Table of Contents 

Consolidated Statements of Cash f lows 

For the Years Ended December 31. 2012 2011 20 10 
(in rhousands) 

Operat;,tg A ctivities 
Net Income $ 28,863 $ 27,622 $ 26,056 
Adjustments to reconcile net income to net operating cash: 

Depreciation and amortization 22,510 20,153 18,536 
Depreciation and accretion included in other costs 5,547 5,116 4,365 
Deferred income taxes, net 13,881 17,320 13,332 
(Gain) loss on sale of assets 93 (453) IJJ 
Unrealized (gain) loss on commod ity contracts 339 (4 I) ( 116) 
Unreal ized gain on investments (451 ) (282) (I 81) 
Realized gain on sale of investments, net (88) 
Employee benelits and compensation 576 I ,457 1,80 1 
Share based compensation 1,41 9 1,450 I , 155 
Other, net (27) (50) ( 17) 

Changes in assets and liabilities: 
Sale (purchase) of investments (301 ) 660 (297) 
Accounts receivable and accrued revenue 21 ,549 14,979 (20,467) 
Propane inventory, storage gas and other inven tory 603 (2,484) 151 
Regulatory assets 252 ( 18) 1,659 
Prepaid expenses and other current assets (713) (345) I, 157 
Other deferred charges 26 179 (156) 
Long-term receivables (290) 76 286 
Accounts payable and other accrued liabilities ( 19,936) (13,6 12) 15,853 
Income taxes receivable 2,223 ( 185) (3,761) 
Accrued interest (200) (152) (97) 
Customer deposits and refunds ( I ,647) 5,096 2,038 
Accrued compensation 437 19 I ,339 
Regulatory liabilities (5,220) (2,527) 740 
Other liabilities (3,573) ~2,893) ~2,37 1 ) 

Net cash provided by operating activities 65,872 71,121 61 , 118 
In vesting Activities 

Property, p lant and equipment expenditures (72,007) (47,037) (45,637) 
Proceeds from sale of assets 2,279 937 113 
Sale (Purchase) of investments 506 (1,09 1) (3, 1 08) 
Environmental expenditures {607) (645) {290) 

Net cash used by investing activities (69,829) {47,836) (48,922) 
Fiuauciug ActivitieJ 

Common stock dividends (12,335) (1 1,663) ( I I ,0 13) 
(Purchase) issuance of stock for Dividend Reinvestment Plan (1 ,273) ( I ,244) 568 
Change in cash overdrafts due to outstanding checks 597 91 3,255 
Net borrowing (repayment) under line of credit agreements 25,894 (24 I) I ,579 
Other short-term borrowing (29,100) 29,100 
Proceeds from issuance of long-term debt 29,000 
Repayment of long-tenn debt {8,202) {9, I 34) {36,860) 

Net cash provided (used) by financing activities 4,681 ~22,29 I) {13,371) 
Net Increase (Decrease) i11 Caslt (11/(/ Caslt Equivalents 724 994 ( I , 175) 
Cash and Caslt Equivalents- Beginning of Period 2,637 1,643 2,818 
Cash and Caslt Equivalents- End of Period $ 3,361 $ 2,637 $ 1,643 

Supplemental Cash Flow Disclosures (see Note 6) 

1/1e accompanying notes are an integral part of the financial statements. 
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Consolidated Balance heels 

DcccmberJI, DecembcrJI, 
;\ sscts 2012 2011 
(mtllousunds, txcept :.hares and per .rllare dalll) 

Property, Plant and Equipment 
Regulated energy s 585,429 s 528,790 
Unregulated energy 70,218 67,327 
Other 20,067 19,988 

Total property, plant and equipment 675,714 616,105 
Less: Accumulated depreciation and amortization (155,378) (137,784) 
Plus: Construct ion work in progress 21 ,445 9,383 

Net property, plant and equipment 541,781 487,704 

Curren t Assets 
Cash and cash equivalents 3,361 2,637 
Accounts receivable (less allowance for uncollectible accounts of $826 and $1,090, 

respectively) 53,787 76,605 
Accrued revenue 11 ,688 10.403 
Propane inventory, at average cost 7,612 9,726 
Other inventory. a1 average cost 5,8..S I 4,785 
Regulatory assets 2,736 1,846 
Storage gas prepayments 3,7 16 5,003 
Income taxes receivable 4,703 6,998 
Deferred income taxes 791 2.712 
Prepaid expenses 6,020 5,072 
Mark-to-market energy assets 210 1,754 
Other current assets 132 219 

Total current assets 100,597 127,760 

Deferred Charges and Other Assets 
Goodwill ~.090 4,090 
Other intangible assets, net 2,798 3,127 
Investments, at fair value ~. 168 3,9 18 
Regu Ia tory assets 77,408 79,256 
Receivables and other deferred charges 2,904 3,21 1 

Total deferred charges and other assets 91,368 93,602 

Total Assets $ 733,746 $ 709,066 

The accompanying notes are an integral pari ofthejinancial statements. 
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Consolidated Balance Sheets 

December 3 1, December 31, 

Capit>lliz:Hion and Liabilities 20 12 2011 

(mrlwu.sands. excepr shares and per share dara) 

Capitalization 
Stockholders' equity 

Common stock, par value $0.4867 per share (aut horized 25,000,000) $ 4,67 1 $ 4,656 

Additional paid-in capital 150,750 149,403 

Retained earnings 106,239 91,248 

Accumulated other comprehensive loss (5,062) (4,527) 

Deferred compensation obligation 982 8 17 

Treasu1y stock {982) {817) 

Total stockholders' equity 256,598 240,780 

Long-term debt, net of current maturities 101 2907 110,285 

Total capitalization 358,505 351,065 

Current Liabili ties 
Current portion of long-term debt 8,196 8, 196 

Short-term borrowing 61,199 34,707 

Accounts payable 4 1,992 55,581 

Customer deposits and refunds 29,271 30,9 18 

Accrued interest 1,437 1,637 

Dividends payable 3,502 3,300 

Accrued compensation 7,435 6,932 

Regulatory liabil ities 1,577 6,653 

Mark-to-market energy liabilities 33 1 1,496 

Other accrued liabilities 72226 8,079 

Total current liabilities 162, 166 157,499 

Deferred Credits and Other Liabilities 
Defen·ed income taxes 125,205 115,624 

Deferred investment tax cred its 113 171 

Regulatory liabilities 5,454 3,564 

Environmental liab ilities 9,114 9,492 

Other pension and benefit costs 33,535 33,798 

Accrued asset remova l cost- Regulatory liability 38,096 36,584 

Other liabil it ies 1,558 1,269 

Total deferred credits and other liabilities 2 13,075 200,502 

Other commitments and contingencies (Note 18 and 19) 
Total Capitalization and Liabilities $ 733,746 $ 709,066 

The accompanying notes are an integral part of the financial statements. 
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Consolidated Statements of Stocl<holders' Equity 

Common Srock 

~umber 
Accumulated 

of Additional Othrr 
Par Pnid-ln Rrhtincd Comprehensive Deferred Tre>lsury 

(in lho11sands, e.rcee.1 shares and l!!!_r shore dolO} Sharcs<11 Value Caeital Earnings Loss Compensation Stock Total 
13alances at December 31. 2009 9,39~.3 1 4 ~.572 s 1 4 ~.502 s 63,23 1 ($2 , 52~) s 739 ($739) 209,781 
Net Income 26.056 26,056 
Other comprehensive loss (836) (836) 
Dividend Reinvestment Plan 53,806 26 1,699 1,725 
Retirement Savings Plan 27,795 14 S89 903 
Convers1on of debentures 11 ,865 6 196 202 
Share-based compensatron (2) (3) 36.-115 17 620 637 
Tax benefit on share-based compensation 253 253 
Deferred Compensation Plan 38 (38) 
Purchase of treasury stock ( 1,144) (38) (38) 
Sale and distribution of treasury stock 1.144 38 38 
D1v1dends on share-based compensation ( 104) (104) 
Cash d1v1dends (4 ) (12.378) { 12,378) 
Balnnces >11 Decem her 3 I, 2010 9,52.J,195 ~.635 148, 159 76.805 (3,360) 777 (777) 226,239 
Net Income 27,622 27,622 
Other comprehensive loss (1 . 167) (1 , 167) 
Dividend Reinvestment Plan (22) (22) 
Retirement Savings Plan 2,002 79 80 
Conversion of debentures 10,680 s 176 181 
Share-based compensation (l) (3) 30.430 15 998 1.0 13 
Tax benefit on share-based compcnsauon 13 13 
Deferred Compensation Plan 40 (40) 
Purchase of treasury stock (993) (40) (40) 
Sale and distribution of treasul)' stock 993 40 40 
Dividends on share-based compensation (129) (129) 
Cash dividends C4) (13,050) (13.050) 
Balances at December 31 , 20 11 9,567.307 .J,GSG 1 49.~03 9 1 ,2~8 (.J.S27) 817 (817) 2~0.180 
Net Income 28,863 28,863 
Other comprehensive loss (535) (535) 
Div1dend Remvestmem Plan (7) (7) 
Convers1on of debentures 10.975 5 181 186 
Share-based compensation (2) (3) 19,217 10 1,001 1,0 1 J 
Tax benefi t on share-based compensation 172 172 
Deferred Compensation Plan 165 (165) 
Purchase of treaSUI)' stock ( 1,019) (45) (45) 
Sale and distribution of treasury stock 1,019 45 45 
Dividends on share-based compensation (64) (64) 
Cash dividends (4) ( 13.808) (13.808) 
Balances at December 3 1, 20 12 9,597.~99 s~.67 1 s 150,750 s 106.239 = = 

($5.062) s 982 ($982) $256,598 
= 

( I ) 
Includes 33,46 1, 30,597 and 29,596, shares at December 31, 20 12, 20 II and 20 I 0, respectively, held in a Rabbi Trust 

(2) 
established by the Company relating to the Deferred Compensation Plan. 
Includes amounts for shares issued for Directors' compensation. 

(3) The shares issued under the Performance Incentive Plan ("PIP") are net of shares withheld for employee taxes. For 20 12, 

(4) 
20 I I and 20 I 0, the Company withheld 5,670, 12,234 and 17,695 shares, respective ly, for taxes. 
Cash dividends per share for the periods ended December 3 I, 20 12, 20 I I and 20 I 0 were $1.440, $1 .365, and $1.305 
respectively. 

The accompanying notes are an integral part ofthefinancial statements. 
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1. OnGA~IZAT ION AND BASIS OF Pn ESENTf\TION 

Page 85 of 156 

Chesapeake, incorporated in 1947 in Delaware, is a diversified utility company engaged in regulated energy, unregulated 
energy and other unregulated businesses. Our regulated energy businesses consist of: (a) regulated natural gas distribution 
operations in central and southern Delaware, Maryland's eastern shore and Florida; (b) regulated natural gas transmission 
operat ions on the Delmarva Peninsula, in Pennsylvania and in Florida; and (c) regulated electric distribution operation serving 
customers in no11heas1 and northwest Florida. Our unregulated energy businesses incl ude: (a) propane distribution operations 
in Delaware, the eastem shore of Maryland and Virginia, southeastern Pennsylvania and Florida; (b) propane wholesale 
marketing operation, which markets propane to major independent oil and petrochemical companies, wholesale resellers and 
retail propane companies located primarily in the southeastern United States; and (c) natural gas marketing operation 
providing natural gas supplies directly to commercial and industrial customers in Florida, Delaware and Maryland. We also 
engage in non-energy businesses, primarily through our advanced information services subsidiary, which provides 
in fo rmation-technology-related business services and sol utions for both enterprise and e-business app lications. 

Our consolidated fi nancial statements as of December 3 I , 2012 and 20 I I and for the years ended December 3 I , 20 12, 20 II 
and 2010 have been prepared in compliance with the rules and regulations of the SEC and GAAP. Our consolidated financial 
statements include the accounts of Chesapeake and its wholly owned subsid iaries. We do 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 conso lidation. We have assessed and reported on subsequent events through the date of 
issuance of these conso lidated financial statements. 

We reclassified certain amounts in the consol idated statements of income and consolidated statements of cash !lows for the 
years ended Dece1nber 31, 20 II and 20 I 0 and in the consolidated balance sheet as of December 31, 20 II , to conform to the 
current year's presentation. We also reclass ified certain segment information as of December 31, 20 I I , and for the years ended 
December 31 , 20 II and 20 I 0, to conform to the current year ·s presentation. These reclassifications are considered immaterial 
to the overall presentation of our consolidated financial statements. 

2. SuMMARY OF StGNtFJCANT AccouNTING Pou clf:s 

Use of Estimates 

The preparation of financial statements in conformity with GAAP requires management to make est imates in measuring assets 
and liabilities and related revenues and expenses. These estimates involve judgments with respect to, among other things, 
various future economic factors that are difficult to predict and are beyond our contro l; therefore, actual results could differ 
from these estimates. 
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Property, Plant am/ Equipment 

Property, plant and equipment are stated at original cost less accumulated depreciation or fair value, if impaired. Costs include 
direct labor, materials and third-party construction contractor costs, allowance for funds used during construction ("AFUDC"). 
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 benerments are capitalized. Upon 
retirement or disposition of property owned by the unregulated businesses, the gain or loss, net of salvage value, is charged to 
income. Upon retirement or disposition of property within the regulated businesses, the gain or loss, net of salvage value, is 
charged to accumulated depreciation. A summary of propet1y, plant and equipment by classification as of December 31, 2012 
and 20 I I is provided in the following table: 

(m tlrmmmds) 
Property, plant and equipment 

Regulated Energy 
Natural gas distribution - Delmarva 

atural gas distribution - Florida 
Natural gas transmission 
Electric distribution - Florida 

Unregulated Energy 

Other 

Propane distribution- Delmarva 
Propane distribution - Florida 
Other unregu Ia ted energy 

Total property, plant and equipment 
Less: Accumulated depreciation and amortization 
Plus: Construction work in progress 
Net property, plam and equipment 

Contributions or Advances in Aid of Construction 

December 31, Dcccmbcr J I, 
2012 2011 

$ 149,558 $ 140,800 
170,943 158.341 
202,968 173,810 

61,960 55,839 

53, 156 51,250 
16,823 15.839 

239 238 
20,067 19,988 

675.7 14 616,105 
(155,378) (137,784) 

21 1445 9,383 
$ 541 ,781 s 487,704 

Customer contributions or advances in aid of construction reduce property, plant and equipment un less the amounts are 
refundable to customers. Contributions or advances may be refundable to customers after a number of years based on the 
amount of revenues generated from the customers or the duration of the service provided to the customers. Refundable 
contribut ions or advances arc recorded initially as liabi lities. The amounts that arc determined to be non-refundable reduce 
property, plant and equipment at the time of such determination. During the years ended December 31, 2012 and 20 II , there 
were $1.1 111 ill ion and $286,000, respectively, of non-refunded contributions or advances reducing property, plant and 
equipment. 

Allowed Funds Used During Construction 

Some of the additions to our regulated property, plant and equipment include AFUDC, which represents the estimated cost of 
funds, from both debt and equity sources, used to finance the construct ion of major projects. A FU DC is capitalized in rate base 
for rate making purposes when the completed projects are placed in service. During the years ended December 31, 2012 and 
20 II, we recorded SIll ,000 and $25,000, respectively, of AFUDC, all of which were related to short-term debt and reflected 
as a reduction of interest charges. 

Asset Used in Leases 

Property, plant and equipment for the natural gas transmission operation includes $1.4 million of assets, consisting primarily 
of mains, measuring equipment and regulation station equipment used by Peninsula Pipeline to provide natural gas 
transmission service pursuant to a contract with a third party. This contract is accounted for as an operating lease due to the 
exclusive usc of the assets by the customer. The service under this contract commenced in January 2009 and generates 
$264,000 in annua l revenue for a term of20 years. Accumulated depreciation for these assets totaled $291,000 and $218,000 
at December 31, 2012 and 20 I I, respectively. 
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Property, plant and equipment for the natural gas transm iss ion operation also includes $6.7 million of assets, wh ich cons ists of 
the 16-mile pipeline from the Duvai!Nassau Cou nty line to Amelia Island in Nassau County, Florida, joinrly owned by 
Peninsula Pipeline and Peoples Gas. The amount included in prope11y, plant and equipment represents Peninsula Pipeline's 45-
percent ownership of this pipe line. This 16-mile pipe. line was placed in service in December 20 I 2. Accumulated depreciation 
for this pipel ine totaled $28,000 at December 3 I, 2012. 

In Ju ly 2011, we sold an Internet Protocol address asset to an unaffiliated entity fo r approx imately $553,000. This particular 
lt1temet Protocol address was not used by us and did not have any net carrying value at the time of the sale. We recognized a 
non-operating pre-tax gain of $553,000 from this sale, which is included in other income in the accompanying consolidated 
statements of income. 

In September 20 II , FPU entered into an agreement with an unaffi liated entity to sell its office building located in West Palm 
Beach, Florida for $2.2 million , which was finalized in February 20 12 and did not result in a material gain. We treated the 
West Palm Beach office building as an asset held for sale, and it was included in other property, plant and equipment at 
December 31 , 20 II in the accom panying consolidated balance sheet. 

In June and July 20 12, FPU entered in to contracts to exchange land located in West Palm Beach, Florida for a different parcel 
of land located in the same city. Under the same contracts, FPU also agreed to purchase a second parcel of land located in the 
same city for approximately $600,000. 1n early 2013, FPU terminated these contracts. 

Depreciation and Accretion Included in Operations Expenses 

We compute depreciation expense for our regulated operations by applying compos ite, annual rates, as approved by the 
regulators. The following tab le shows the average depreciation rates used during the years ended December 31, 20 12, 20 II 
and 2010: 

2012 2011 2010 
Natural gas distribution - Delmarva 2.6% 2.5% 2.5% 
Natural gas distribution - Florida 3.5%. 3.5% 3.2% 
Natural gas transm ission 2.5% 2.6% 2.7% 
Electric distribution - Florida 4.2% 4.2% 3.8% 

For our unregulated operations, we compute depreciation expense on a straight line basis over the following estimated useful 
li ves of the assets: 

Asset Description 

Propane distribution mains 
Propane bulk plants and tanks 
Liquified petroleum gas equ ipment 
Meters and meter installations 
Measuring and regu lating station equipment 
Office furniture and equipment 
Transportation equipment 
Structures and improvements 
Other 

Useful Life 

10-37 years 
7-40 years 
5-40 years 
5-33 years 
5-37 years 
3-1 0 years 
3-20 years 
3-45 years 

Various 

Chesapeake Utilities Corporation 20 12 Fo1111 I 0-K Page 78 

http://www.sec.gov/Archives/edgar/data/19745/000 11931251309720 1/d466906d 1 Ok.htm 11111 /20 13 



Form 10-K Page 88 of 156 

Table of Contents 

Notes to the Consolidated Financial Statem ents 

We report ce11ain depreciation and accretion in operations expense rather than depreciation and amortization expense in the 
accompanying consolidated statements of income in accordance" ith industry practice and regulatory requirements. 
Depreciation and accretion included in operations expense consists of the accretion of the costs of removal for future 
retirements of utility assets, vehicle depreciation, computer software and hardware depreciation, and other minor amounts of 
depreciation expense. For the years ended December 31, 2012, 20 II and 20 I 0, $5.5 million, $5.1 million and $4.4 million, 
respectively, of depreciation and accretion were reported in operations expenses. 
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Regulated Operations 

We account for our regulated operations in accordance with ASC Topic 980, "Regu lated Operations." This Topic includes 
accounting principles for companies whose rates are determined by independent third-party regu lators. 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, a regulated company defers the associated costs as 
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 regulated company fo r amounts previous ly collected from customers, and for 
recovery of costs that are expected to be incurred in the future as regu latory liabilities. If we were required to terminate the 
applicat ion of these regulatory provisions to our regulated operations, all such deferred amounts wou ld be recogn ized in the 
statement of income at that time, which could have a material impact on our financial position, results of operations and cash 
flows. 

At December 31, 2012 and 20 II, the regulated utility operations had recorded the following regulatory assets and liabilities 
included in our consol idated balance sheets. These assets and liabilities will be recognized as revenues and expenses in future 
periods as they are reflected in customers' rates. 

(I) 

(2) 

(J) 

(4) 

(in thousa11ds) 

Regulatory Assets 
UnderTecovered purchased fuel costs <1> 

Deferred post retirement benefits m 
Deferred transaction and transition costs P> 
Deferred conversion and development costs Cl> 

Environmental regulatory assets and expend itures 14 J 

Acquisition adjustment <S> 
Loss on reacquired debt <6> 
Other 
Total Regu latory Assets 

Regulatory Liabilities 
Self insurance ( IO) 

Overrecovered purchased fue l costs <1> 

Conservation cost recovery O> 
Rate Refund <'> 
Storm reserve 001 

Accrued asset removal cost <q> 
Deferred gains <s> 
Other 
Total Regulat01y Liabilities 

December 31, 
2012 

$ 2,21 9 
17,755 

1,035 
842 

5,432 
48,724 

1,484 
2,653 

$ 80,144 

$ 1,2 12 
2 18 
356 

2,742 
38,096 

1,977 
526 

$ 45,127 

Drccmher 31, 
201 I 

$ 91 1 
15,640 

1,600 
1,143 
6, 13 1 

50,546 
I ,576 
3,555 

$ 8 1, 102 

$ 1,0 10 
4,664 

12 
1,250 
2,812 

36,584 

469 
$ 46,801 

We are allowed to recover the asset or are requ ired to pay the liabi li ty in rates. We do not earn an overall rate of return on 
these assets 
The Florida PSC allowed FPU to treat as a regu latory asset the portion of the unrecognized costs pursuant to ASC Topic 
7 15 related to its regu lated ope rat ions. See ote 15, ·'Employee Benefit Plans," for additional infom1ation. 
The Florida PSC approved the inclusion ofthe FPU merger-related costs in our rate base and the recovery of those costs 
in rates. The balances at December 3 1, 2012 and 20 I I include the gross-up of this regulatory asset for income tax 
because a portion of the merger-related costs is not tax-deductible. 
A II of our environmenta l expenditures incurred to date and current est imate of future environmenta l expenditures have 
been approved by various PSCs for recovery. See Note 18, " Environmental Commitments and Contingencies," for 
additiona l inf01mation on our environmenta l contingencies. 
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(S) 

(6) 

(7) 

(8) 

(9) 

The Florida PSC approved the inclusion of approximately $1.3 million of the premium paid by FPU for an acquisition of 
another natural gas uti lit} in 2002 (prior to Chesapeake's acquisition of FPU) in its rate base and the recovery of it in 
rates. The Florida PSC also approved the inclusion of approximately $34.2 million of the premium paid by Chesapeake in 
its acquisition of FPU in the rate base and the recovery of it in rates. During 2012, we reclassified ro a regulatory asset 
that port ion of the goodwill related to the FPU acquisition. which was approved for recovery in future rates, along with 
the related gross-up for incon1e taxes. See Note 17, ·'Rates and Other Regulatoty Activities," for additional information. 
Gains and losses resulting from the reacquis ition of long-term debt are amor1ized over future periods as adj ustments to 
interest expense in accordance with established regulato1y practice. 
Eastern Shore refunded this amount to customers in Februa1y 20 12 as a resu lt of a rate case settlement. See Note 17, 
" Rates and Other Regu lat01y Acti vities," for additional in formation. 
Deferred gains represent: (i) a one-time contingency ga in and a tax gross-up relllled to FPU's income tax liability. which 
originated prior to the acquisition by Chesapeake from excess tax depreciation on vehicles (see Note 17, "Rates and Other 
Regulatory Activities," for add itional information); and (i i) a deferral of a curtai lment gain related to FPU's 
postretirement medical benefit associated with a change in plan provisions that became effective Janua1y I, 2012 (see 
Note 15, "Employee Benefit Plans,·· for additional information). 
In accordance with regulato1y treatment our depreciation rates are comprise of two components - historical cost and the 
estimated cost of removal, net of estimated salvage, of certain regulated properties. We collect these costs in base rates 
through depreciation expense with a corresponding credit to accumulated depreciation. Because the accumulated 
estimated removal costs meet the requirements of authoritative guidance related to regulated operations, we have 
accounted for them as a regulatof} liability and have reclassified them from accumulated depreciation to accumulated 
removal costs in our consolidated balance sheets. 

1101 We have self insurance and storm reserves that allow us to collect through rates amounts to be used against general 
claims. storm restoration costs and other losses as they are incurred. 

We monitor our regulatof} and competitive environments to determine "hether the recovery of our regulatory assets continues 
to be probable. If we were to detem1 inc that recovery of these assets is no longer probable, we would write off the assets 
against eamings. We believe that provisions of ASC Topic 980, "Regulated Operations," continue to apply to our regulated 
operations and that the recovery of our regulatory assets is probable. 

Operating Re Pt!llues 

Revenues fo r our natural gas and electric distribution operations arc based on rmcs approved by the PSC in each state in which 
they operate. Eastern Shore's revenues are based on rates approved by the FERC. Customers' base rates may not be changed 
without formal approva l by these commissions. The PSCs, however, have authorized our regulated operations to negotiate 
rates, based on approved methodologies, with customers that have competitive alternatives. The FERC has also authorized 
Eastern Shore to negotiate rates above or below the FERC-approved maxim um rates, wh ich customers can elect as an 
alternative to negotiated rates. 

For regulated del iveries of natural gas and electricity, we read meters and bi ll customers on monthly cycles that do not 
coincide with the accounting periods used for financial reporting purposes. We accrue unbilled revenues for natural gas and 
electricity that have been delivered, but not yet billed, at the end of an accounting period to the extent that they do not 
coincide. We estimate the amount of the 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, and namral gas 
marketing customers, whose billing cycles do not coincide with our accounting periods. 

The propane wholesale marketing operation records trading activity for open contracts on a net mark-to-market basis in our 
consolidated statement of income. For propane bulk delivef} customers without meters and advanced infonnation services 
customers. we record revenue in the period the products are delivered and/or services are rendered. 
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Each of our natural gas distribution operations in Delaware and Ma1yland, our FPU nalllral gas operation and our electric 
distribution operat ion in Florida has a fuel cost recovery mechan ism. This mechanism provides a method of adj usting the 
billing rates to reflect changes in the cost of purchased fuel. The difference between the current cost of fue l purchased and the 
cost of fuel recovered in billed rates is deferred and accounted for as either unrecovered fuel cost or amounts payable to 
customers. Generally. these deferred amounts are recovered or refunded within one year. Chesapeake's Florida natural gas 
distribution division provides only unbundled deli ve1y service to its customers, whereby the customers are permitted to 
purchase their gas requ irements directly fi·orn competitive natural gas marketers. 

We charge flexible rates to our natural gas distribution industrial interruptible customers to compete with prices of alternative 
fuels, which these customers are able to use. Neither we nor our interruptible customers are contractually obligated to deliver 
or receive natural gas on a firm service basis. 

We report revenue taxes, such as gross receipts taxes, franchise taxes, and sales taxes, on a net basis. 

Cost of Sales 

Cost of sa les includes the direct costs attributable to the products sold or services we provide for our regulated energy, 
unregulated energy and other segments. These costs include primarily the variable cost of natural gas, electricity and propane 
commodities, pipeline capacity costs needed to transport and store natural gas, transmission costs for electricity, transportation 
costs to transpo11 propane pu rchases to our storage fac ilities, ·and the direct cost of labor for our advanced information services 
operation . 

Operations ami Maintenance Expenses 

Operations and maintenance expenses are costs associated with the operation and maintenance of our regulated and 
unregu lated operations. Major cost components include operation and maintenance salaries and bene fi ts, materials and 
supplies, usage of vehicles, tools and equ ipment, payments to contractors, utility pi am maintenance, customer service, 
professional fees and other outside services, insurance expense, min or amounts of depreciation, accret ion of cost of removal 
for future retirements of uti li ty assets, and other administrative expenses. 

Caslt and Cash Equivalents 

Our policy is to invest cash in excess of operating requ irements in overn ight income-producing accounts. Such amounts are 
stated at cost, which approximates fair value. Investments with an original maturity of three months or less when purchased are 
considered cash equivalents. 

Accnullls Receivable and Al/owauce.for Doubtful Accounts 

Accounts receivable consist primarily of amounts due for distribution sales of natural gas, electricity and propane and 
transportation services to customers. 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 our collections experiences and management' s 
assessment of our customers' inabi li ty or reluctance to pay. If circumstances change, oUJ· 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, electricity and propane prices and general economic conditions. Accounts are wri tten off when 
they are deemed to be uncollectible. 

In ventories 

We use the average cost method to value propane, materials and supplies, and other merchandise inventory. If market prices 
drop below cost, inventory balances that are subject to price risk are adjusted to market va lues. 

Goodwill and Otlt er llllangible Assets 

Goodwill is not amortized but is tested fo r impairment at least annually. In addition, goodwi ll of a reporting unit is tested fo r 
impairment between annual tests if an event occurs or circumstances change that would more likely than not reduce the fair 
value of a reporting unit below its carrying value. Other intangible assets are amo11ized on a straight- li ne basis over their 
estimated economic useful li ves. Please refer to Note 10, "Goodwill and Other Intangible Assets," for additional discussion of 
this subject. 
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Other deferred charges include discount, premium and issuance costs associated with long-tenn debt. Debt issuance costs are 
defetTed and then are amortized to interest expense over the original lives of the respective debt issuances. 
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Pension anti Other Postreliremenl Plans 

Pension and other postretirement plan costs and liabilities are detennined on an actuarial basis and are affected by numerous 
assumptions and est im ates including the market value of plan assets, est imates of the expected returns on plan assets, assumed 
discount rates, the level of contributions made to the plans, and curTent demographic and actuarial mortality data. Management 
annual ly reviews the estimates and assumptions underlying our pension and other postretirement plan costs and liabi lities with 
the assistance of third-party actuarial tim1s. The assumed discount rates and the expected rehtrns on plan assets are the 
assumptions that generally have the most significant impact on our pension costs and liabil ities. The assumed discount rates, 
health care cost trend rates and rates of retirement generally have the most significant impact on our postretirement plan costs 
and liabili ties. 

The discount rates arc utilized principally in calculating the actuarial present value of our pension and postretirement 
obligations and net pension and postretirement costs. When estimating our discount rates, we consider high quality corporate 
bond rates, such as Moody's Aa bond index and the Citigroup yield curve, changes in those rates from the prior year and other 
pertinent factors, including the expected life of each of our plans and their respective payment options. 

The expected long-term rates of return on assets arc utilized in calculating the expected returns on the plan assets component 
of ou r annual pension plan costs. We estimate the expected returns on plan assets of each of our plans by evaluating expected 
bond returns, asset allocations, the effects of active plan management, the impact of periodic plan asset rebalancing and 
historical performance. We also consider the guidance from our investment advisors in making a tina! determination of our 
expected rates of return on assets. 

We estimate the assumed health care cost trend rates used in dctennin ing our postretirement net expense based upon actual 
health care cost experience, the effects of recently enacted legislation and general economic conditions. Our assumed rate of 
retirement is estimated based upon our annual reviews of pat1icipant census information as of the measurement date. 

Actual changes in the fair va lue of plan assets and the differences between the actual return on plan assets and the expected 
retum on plan assets cou ld have a material effect on the amount of pension and postretirement benefit costs that we ultimately 
recognize. A 0.25 percent decrease in the discount rate cou ld increase our annual pension and postretirement costs by 
approximately $1 1,000, and a 0.25 percent increase cou ld decrease our annual pension and postretiremenT costs by 
approximately $ 13,000. A 0.25 percent change in the rate of return cou ld change our annual pension cost by approximately 
$124,000 and would not have an impact on the postretirement and supplemental executive retirement plans because these 
plans are not funded. 

Income Taxes amlluveslmenl Tax Credit Adjustments 

Deferred tax assets and liabilities are recorded for the tax effect of temporary differences between the financial statement bases 
and tax bases of assets and liabilities and are measured using the enacted tax rates in effect in the years in which the 
differences are expected ro reverse. The portions of our deferred tax liabilities applicable to regulated energy operations, which 
have not been reflected in current service rates, represent income taxes recoverable through future rates. Deferred tax assets 
are recorded net of any valuation allowance when it is more likely than not that such tax benefits will be realized. In vestment 
tax credits on utility property have been defened and are al located to income ratably over the lives of the subject property. 

We account for uncertainty in income taxes in the financial statements only if it is more likely than not that an uncertain tax 
position is sustainable based on technical merits. Recognizable tax positions are then measured to determine the amount of 
benefit recognized in the financial statements. We recognize penalties and interest related to unrecognized tax benefits as a 
component of other income. 

Fintmciallnslrumenls 

Xeron, our propane who lesale marketing subsidiary, engages in trad ing activities us ing forward and futures contracts, which 
have been accounted for using the mark-to-market method of accounting. Under mark-to-market accounting, our trading 
contracts are recorded at fa ir va lue. The changes in market price are recognized as ga ins or losses in revenues on the 
consolidated statements of income in the period of change. Trading liabil ities are recorded as mark-to-market energy 
liabilities. Trading assets are recorded as mark-to-market energy assets. 
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Our natural gas, electric and propane distribution operations and natural gas marketing operations enter into agreements with 
suppliers to purchase natural gas, electricity and propane for resale to their customers. Purchases under these contracts either 
do not meet the definition of derivatives or are considered "normal purchases and sales" and are accounted for on an accrual 
basis. 

Our propane distribution operation may enter into derivative transactions, such as swaps and puts, in order to mitigate the 
impact of wholesale price fluctuations on its inventory valuation. These transactions may be designated as fair value hedges if 
they meet all of the accounting requirements pursuant to ASC 815 and we elect to designate the instruments as fair va lue 
hedges. If designated as a fair value hedge, the value of the hedging instrument, such as a swap or put, is recorded at fair value 
with the effective p011ion of the gain or loss of the hedging instrument effectively reducing or increasing the value of propane 
inventory. The ineffective port ion of the gain or loss is recorded in earnings. If the instrument is not designated as a fair value 
hedge or does not meet the accounting requirements of a fair value hedge, it is recorded at fair value with the gain or loss being 
recorded in earnings. 

FASB Statements and Otlter Authoritative Pronomrcemeurs 

Recent Accounting Standard~ Yet to be Adopted 

In february 2013 , the FASB issued Accounting Standards Update ("ASU") 2013-02, "Comprehensive Income (Topic 220) 
Reporting Amounts Reclassified Out Of Accumulated Other Comprehensive Income." ASU 2013-02 requires entities to report 
either on their income statement or disclose in footnotes to the financial statements the effects on net income from significant 
items that are classified out of the accumulated other comprehensive income for all rep01ting periods (annual and interim) 
covered by the financial statements. The standard also requires cross-reference to other disclosures currently required under 
GAAP for other reclassification items that are not required to be reclassified directly to net income. This standard is effective 
for us for fisca l periods beginning after December 15, 2012 and we expectthe adoption of ASU 2013-02 to have no material 
impact on our financial position and resu lts of operations 

In January 2013, the FASB issued ASU 2013-0 l, "Clarifying the Scope of Disclosures about Offsetting Assets and 
Liabilities." The FASB issued ASU 2013-0 I in response to concerns raised by constituents regarding the potential broad scope 
of disclosure requirements upon adoption of ASU 20 11-11. It limits the scope of the new balance sheet offsetting disclosures 
to derivatives, repurchase agreements and securities lending transactions to the extent that they are (l) offsetting in the 
financial statements or (2) subject to an enforceable master netting aJTangement or s imi tar agreement. ASU 2013-0 I will be 
effective for us on January I, 2013. We expect the adoption of this standard to have no material effect on our financial position 
and results of operations. 

In December 20 I J, the FASB issued ASU 2011-11, "Balance Sheet (Topic 210): Disclosures About Offsetting Assets and 
Liabil ities." This standard amends the disclosure requirements on offsetting by requiring enhanced disclosures about financial 
instruments and derivative instruments that are either: (i) offset in accordance with existing guidance, or (ii) subject to an 
enforceable master nerting an·angement or simi lar agreement, iJTespective of whether they are offset on the balance sheet. ASU 
20 I 1-1 I will be effective for us on January I, 2013. We expect the adoption of this standard to have no material effect on our 
financ ial position and results of operations. 
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Recently Adopted Accounting Standards 

In September 20 I I, the F ASB issued ASU 20 I 1-08, "Intangibles - Goodwill and Other (Topic 350): Testing Goodwill for 
Impairment," which allows an entity to assess qualitatively whether it is necessa1y to perform step one of the two-step annual 
goodwill impaim1ent test. Step one would be required if it is more likely than not that a reporting unit's fair value is less than 
its carrying amount. Th is differs from previous guidance, wh ich required entities to perform step one of the test, at least 
annua lly, by comparing the fair va lue of a rep01ting unit to its caJTy ing amount. An entity may elect to bypass the qualitative 
assessment and proceed directly to step one, for any reporting un it, in any period. ASU 20 11-08 does not change the guidance 
on when to test goodwill for impainnent. The amendments in ASU 20 11-08 are effective for annual and interim goodwi ll 
impairment tests performed for fiscal years beginning after December 15, 20 I I. We adopted ASU 20 I 1-08, effective 
January I, 2012. The adoption of ASU 20 I 1-08 had no material impact on our financial position and resu lts of operations. 

In May 20 11, the FASB issued ASU 20 11-04, "fair Value Measurement (Topic 820): Amendments to Achieve Common Fair 
Value Measurement and Disclosure Requirements in U.S. GAAP and I FRS." ASU 2011-04 does not extend the use of fa ir 
va lue accounting but provides guidance on how fair va lue accounting shou ld be applied where its use is already required or 
pem1 itted by other standards within International f inancia l Accounting Standards ("I FRS") or GAAP. ASU 201 1-04 
supersedes most of the guidance in Topic 820, although many of the changes are clarifications of existing guidance or changes 
in wording to align with lfRS. Certain amendments in AS U 201 1-04 change a particu lar principle or requirement for 
measuring fair value or disclosing information about fair value measurements. The amendments in ASU 20 11-04 are effective 
for public entities for interim and annual periods beginning after December 15, 2011 , and should be applied prospectively. We 
adopted ASU 20 11 -04, effective Janua1y I, 20 12. and provided additional disclosures as required. The adoption of ASU 20 I 1-
04 had no material impact on our financial position and results of operations. 
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3. EARNINGS PER S HARE 

Basic earnings per share are computed by dividing income available for common stockholders by the weighted average 
number of shares of common stock outstanding during the period. Diluted earnings per share are computed by dividing income 
available for common stockholders by the weighted average number of shares of common stock outstanding during the period 
adjusted for the exercise and/or conversion of all potentially dilutive securities, such as convertible debt and share-based 
compensation. The calculations of both basic and diluted earnings per share are presented in the following table. 

For the Years Ended December 31, 
(mlltousands. except shares and per share data) 

Calculation of Basic Ea rnings Per Share: 
Net Income 
Weighted average shares outstanding 

Basic Earnings Per_Share 
Calculation of Diluted Earnings Per Share: 
Reconciliat ion of Num era tor: 

Net Income 
Effect of 8.25% Convertible debentures 

Adjusted numerator - Dil uted 
Reconciliation of Den om ina tor: 

Weighted shares outstanding - !3asic 
Effect of di lutive securities: 

Share-based Compensation 
8.25% Convertible debentures 

Adjusted denominator - Di luted 
Diluted Earnings Per Share 

4. ACQUISITIONS 

Pending Acquisition of Eastem Shore Gas Company 

2012 

$ 28,863 
9,586,144 

$ 3.0 1 

s 28,863 
53 

$ 28,916 

9,586,144 

23,499 
61,864 

9,67 1,507 
$ 2.99 

2011 2010 

s 27,622 $ 26,056 
9,555,799 9,474,554 

$ 2.89 $ 2.75 

$ 27,622 $ 26,056 
61 73 

$ 27,683 $ 26,129 

9,555,799 9,474,554 

23 ,792 22,550 
7 1,467 85,270 

9,651 ,058 9,582 ,374 
$ 2.87 $ 2.73 

On June 22, 2012, we entered into an agreement to purchase the operating assets of ESG. These assets are currently used to 
provide propane distribution service in Worcester County. Maryland to approximately II ,000 residential and commercial 
customers through underground propane gas distribution systems and to over 500 customers through bulk propane delivery 
service. The purchase price is approximately $ 16.5 mi llion, which is subject to certain adjustments as specified in the purchase 
agreement. At closing, we will enter into a capacity, supply and operating agreement with ESG for supply and storage of 
propane, which wi ll be utilized to serve the ESG system customers. We are evaluating the potential conversion of some of the 
underground propane distribution systems to natural gas where it is both economical and feasible. The transaction is subject to 
approval by the Maryland PSC, the receipt of consents of certain local jurisdictions to the assignment of certain franchise 
agreements and satisfaction of other closing conditions. On September 7, 2012, we filed an application with the Maryland PSC 
for approval of the purchase (see Note 17, "Rates and Other Regu latory Act ivities," for additional information). The 
transaction , which is a cash purchase of assets, is expected to be completed in 2013. We expect to finance the acquisition using 
unsecured short-term debt. 

Natural Gas Acquisition 

On August 9, 20 I 0, FPU purchased the natural gas operating assets of IGC, which provides natural gas distribution service to 
approximately 700 customers, including two large industrial custorners in Indiantown, Florida. FPU paid approximately $1 .2 
million for these assets. FPU recorded $742,000 in goodwi ll in connection with this acqu isition, all of wh ich was deductible 
for income tax purposes. In December 2012, FPU filed a petition with the Florida PSC, requesting approval to include the 
$742,000 premium paid in this acquisition in rate base and amortize it over a 15-year period (see Note 17, "Rates and Other 
Regulatory Activities" for additional in formation). There was no intangib le asset recorded in connection with this acquisition. 
The revenue and net income from this acquisi(ion, which are included in our consolidated statements of income, are not 
material. 
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Propane Acquisitions 

On February 4, 20 10, Sharp, our propane distribution subsidiary, purchased the operating assets of Virginia LP Gas, Inc. 
("Virginia LP"), a propane distributor serving approximate ly I ,000 retail customers in Northampton and Accomack Counties 
in Virginia. The tota l consideration for the purchase was $600,000, $300,000 of which was paid at the closing and the 
remaining $300,000 is to be paid over 60 months. Based on our valuat ion, we allocated $188,000 of the purchase price to 
intangible assets, wh ich consist of customer lists and non-compete agreements. These intangible assets are being amortized 
over a seven-year period. There was no goodwi ll recorded in connection with this acquisition. The revenue and net income 
from this acqu isition, wh ich are included in our consolidated statements of income, are not material. 

ln December20 l l and January 2012, Flo-gas Corporation, the propane distribution subsidiary ofFPU, purchased the 
operating assets of Crescent Propane, Inc. ("Crescent") and Barefoot Bay Propane Gas Company for total consideration of 
approximately $954,000. In connection with these acquisitions, we recorded $200,000 in goodwill, all of which is deductible 
for income tax purposes. There was no intangible asset other than goodwill recorded in connection with these acquisitions. The 
revenue and net income from these acquisitions, which are included in our conso lidated statements of income, are not material. 

In February 20 13, Flo-gas Corporation purchased the propane operat ing assets of Glades Gas Co., Inc. for approximate ly $2.7 
million. The purchased assets are used to provide propane distribution service to approx imately 3,000 residential and 
commercial customers in Okeechobee, Glades and Hendry Counties, Florida. 

5. SEGMENT I NFORMATION 

We use the management approach to identify operating segments. We organize our business around differences in regu latory 
environment and/or products or services, and the operating results of each segment are regularly reviewed by the chief 
operating decision maker (our Chief Executive Officer) in order to make decisions about resources and to assess performance. 
The segments are evaluated based on their pre-tax operating income. Our operations comprise of three operating segments: 

Regulated Energy. The regu lated energy segment includes natural gas distribution, natural gas transmission 
operations and electric distribution operations. All operations in this segment are regulated, as to their rates and 
services, by the PSCs having jurisdiction in each operating territory or by the FERC in the case of Eastern Shore. 

Unregulated Energy. The unregulated energy segment includes propane distribution and wholesale marketing 
operations, and natural gas marketing operations, which are unregulated as to their rates and services. 

Other. The "Other" segment consists primarily of the advanced information services subsidiary, unregulated 
subsidiaries that own real estate leased to Chesapeake and certain corporate costs not allocated to other operations. 
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The following table presents information about our reportable segments. 

For the' enr> F.nded December 31, 2012 2011 2010 
(111/hOit.f</lltiS) 

Operating Revenues, Unaffiliated Customers 
Regulated Energy S2.t5,0.t2 $255,405 $268,830 
Unregulated Energy 130,020 149,586 146,430 
Other 17 ,.t40 13.036 12,286 

Total operating revenues, unaffiliated customers $392,502 $418,027 $427,546 

ln tcrscgmcnt Revenues t1l 

Regu lated Energy $ 1,166 $ 1,368 $ 1, 104 
Un regulated Energy 3,029 363 
Other 9 17 793 856 

Tota l intersegment revenues $ 5, 112 $ 2,161 $ 2.323 

Operating Income 
Regulated Energy .t6,999 $ 43,911 $ 43,267 
Unregulated Energy 8,355 9,619 8,150 
Other 1,28 1 175 513 

Operating Income 56,635 53,705 51,930 
Other income 271 906 195 
Interest charges 8,7.t7 9,000 9.146 
Income Before Income taxes .t8,1 59 45,61 I 42.979 
Income taxes 19,296 17,989 16.923 

et Income 28,863 s 27,622 s 26,056 

Dep reciation and Amortization 
Regulated Energy s 18,653 s 16,512 s 14,680 
Unregulated Energy 3,.t20 3,229 3,569 
Other and eliminations 437 412 287 

Total depreciation and amo11ization $ 22,510 s 20, 153 s 18,536 

Capita l Ex penditures 
Regu lated Energy $ 69,056 $ 37,104 $ 41,898 
Unregulated Energy 3,969 2,432 2,764 
Other 5,185 4,895 2.293 

Total capital expenditures $ 78,2 10 $ 44,431 $ 46,955 

II) All significant intersegment revenues are billed at market rates and have been eliminated from consolidated revenues. 

At Decem her 31, 2012 2011 
Identifiab le Assets 

Regulated Energy 615,.t38 $565.563 
Unregulated Energy 79,287 107.916 
Other 39,02 1 35,587 

Total identifiable assets S733,7.t6 $709,066 

Our operations arc almost entirely domestic. Our advanced infom1ation services subsidiary, BravePoint, has infrequent 
transactions with foreign companies, located primarily in Canada. These transactions, which are denominated and paid in U.S. 
dollars, arc immaterial to the consolidated revenues. 
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6. SUPPLEMENTAL CASH F LOW DISCLOSUn ES 

Cash paid for interest and income taxes during the years ended December 31, 2012. 20 I I and 20 I 0 were as follows: 

For the Yea rs Ended December 31. 
(in thousands) 

Cash paid for interest 
Cash paid for income taxes 

2012 

$8,086 
$3,809 

2011 

$7,746 
$2,327 

2010 

$ 8,134 
$ 10,168 

Non-cash investing and financing activities during the years ended December 31. 2012, 20 II, and 20 I 0 were as follows: 

For the Years Ended December 31, 
(111 thousands) 

Capital property and equipment acquired on account,but not paid as of 
December 31 

Merger/acquisitions 
Retirement Savings Plan 
Dividend Reinvestment Plan 
Conversion of Debentures 
Performance Incentive Plan 
Director Stock Compensation Plan 

7. D Ell lVATl VE I NSTRU~1 ENTS 

2012 

$6,192 
$ 
$ 
s 
$ 186 
$ 427 
$ 443 

2011 __lQ.!Q_ 

$938 $1 ,064 
$- $ 300 
$ 80 $ 902 
S- $1,182 
$181 $ 202 
$280 $ 719 
$456 $ 297 

We use derivative and non-derivative contracts to engage in trading activities and manage risks related to obtaining adequate 
supplies and the price fluctuations of natural gas, electricity and propane. Our natural gas, electric and propane distribution 
operations have entered into agreements with suppliers to purchase natural gas, electricity and propane for resa le to their 
customers. Purchases under these contracts either do not meet the definition of derivatives or are considered "normal 
purchases and sales" and are accounted for on an accrual bas is. Our propane distribution operation may also enter into fair 
value hedges of its inventory in order to mit igate the impact of wholesa le price fluctuations. As of December 3 I, 2012, our 
natural gas and electric distribution operations did not have any outstanding derivative contracts. 

Xeron, our propane wholesale and marketing subsidia1y, engages in trading activities using forward and futures contracts. 
These contracts are considered derivatives and have been accounted for using the mark-to-market method of accounting. 
Under the mark-to-market method of accounting, the trading contracts are recorded at fair value, and the changes in fair value 
ofthose contracts are recognized as unrealized gains or losses in the consolidated statements of income in the period of 
change. As of December 31, 2012, we had the following outstanding trading contracts, which we accounted for as derivatives: 

Qmllltilyin Esrimalrd M>~rkct 
f\1 December 3 1,2012 Gallons Prices 

Forward Contracts 
Sale I ,262,000 $0.7550 - $ 1.3650 
Purchase 2,648,000 $0.7550 - $1.3300 

Estimated market prices and lt'eighted average contract prices are in dollars per gallon. 
All contracts expire by the end oft he first quarter o/201 3. 

Weighted Average 
Contr acr l'riccs 

$ 0.9214 
$ 0.9291 
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ln May 20 12, our propane distribution operation entered into call options to protect against an increase in propane prices 
associated with 1 ,260,000 gallons purchased for the propane price cap program for the months of December 20 12 through 
March 20 13. The call opt ions are exercised if propane prices rise above the strike prices, which range from S0.905 per gallon 
to $0.990 per gallon during this four-mon th period. We will receive the difference between the market price and the strike 
price during those months. We paid $139,000 to purchase the call options and we accounted for tile call options as a fai r value 
hedge. As of December 31, 20 I 2, the call options had a fair value of $28,000. There was no ineffective portion of th is fair 
value hedge in 2012. 

In August 20 I I, our propane distribution operation entered into a put optjon to protect against the decline in propane prices 
and related potential inventoty losses associated with 630,000 gallons purchased for the propane price cap program for the 
months of January through March 2012. This put option was exercised as propane prices fell below the strike price of $ 1.445 
per gallon in January through March of20 12. We received $1 18,000, representing the difference between the market price and 
the strike price during those months. We had paid $91,000 to purchase the put option, and we accounted for it as a fa ir value 
hedge. 

The following tables present information about the fa ir value and related gains and losses of our derivative contracts. We did 
not have any derivative contracts with a credit-risk-related contingency. 

Fair values of the derivative contracts recorded in the consolidated balance sheets as of December 31, 2012 and 20 I I, are as 
follows: 

(in thousandr) 
Oerivalives not tlcsignated as hedging instruments 

Forward contracts 
Drrh•ati\'CS dcsigmllcd as fair value hedges 

Put option f 1 l 
Call option l1l 

Total asset denvativcs 

(m thousands) 
Oerh•alivcs not designated as hedging 

instruments 
Forward contracts 

Total liabi lity derivatives 

Bnlnncc Sheet Location 

Mark-to-market energy assets 

Mark-to-market cncrg) assets 
Mark-to-market energy assets 

Ralanre hcct Lot·;ttion 

Mark-to-market cncr!l) liabJilues 

Asset Drriva tivcs 
Fair Value 

Oeccmhcr 31 , 2012 December 31, 20 11 

s 182 

28 
s 210 

Liabilitv Derivatives 

$ 

$ 

1,686 

68 

1.754 

Fair Value 
December J I, 20 12 Decem her· 31, 20 II 

s 33 1 $ 1,496 
s 331 $ 1.496 

( I) We purchased a put option for the propane price cap program in August 20 I I. The put option was exercised in Januaty 
rhrough March of20 12 as the propane prices fe ll below the srrike price of $1.445 per gallon during this period. 

(2) As a fair value hedge with no ineffective portion, the unrea lized gains and losses associated with this call option are 
recorded in cost of sales, offset by the corresponding change in the value of propane inventory (hedged item), wh ich is 
also recorded in cost of sales. The amounts in cost of sales offset to zero and the unrealized gains and losses of this call 
option effectively changed the va lue of propane invent01y. 
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The effects of gains and losses from derivative instruments are as follows: 

(I) 

(mthou.wml.v) 

Derivatives designated as fair value hedges: 
Put Option 
Put/Call Option n> 

Derivatives not designated as hedging instruments: 
Put Option 
Unrealized ga in (loss) on forward contracts 

Total 

\moun I orG:lin ( l.o~~> on Dcrivali\'es: 

Loc111ion of Gain Forrhe \ ears Ended DeccmberJI. 
(Lo~') on Deri\'nlh e~ 20 12 2011 2010 

Cost of Sales $ 27 S - $ 
Propane 
lnvento1y (40) (23) 

Cost of Sales ( 168) 
Revenue {339) 4 1 284 

{$352) $ 18 $ 116 

As a fair value hedge with no ineffective portion, the unrealized gains and losses associated with this put option are 
recorded in cost of sales, offset by the corresponding change in the value of propane inventory (hedged item), which is 
also recorded in cost of sa les. The amounts in cost of sales offset to zero and the unrealized ga ins and losses of this put 
option effectively changed the value of propane inventory. 

The effects of trading activities on the consolidated statements of income arc as follows: 

(m thmlfiiiUII/ 

Realized gain on forward contracts/put option 
Unrealized gain (loss) on forward contracts 
Total 

8. FMR V ,\U1£ OF FI~ANCJ,\1. 1 ~ TRU;\lf.~TS 

.\ mounl on rudinl! Rc\·cnue 
LOC>Jiion ofGnin For I he Years Ended December Jl. 

( l.o~s) on Derh :ui-c' _l!!!L ~ ~ 
Revenue 2,695 S 2,215 S I ,540 
Revenue __@) 41 284 

2,356 S 2.256 S I ,824 
= = = 

GAAP 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 I 
measurements) and the lowest priority to unobservable inputs (Leve l 3 measurements). The three leve ls of the fai r value 
hierarchy arc the fo llow ing: 

Level I: Unadjusted quoted prices in active markets that arc accessible at the measurement date for identical, unrestricted 
assets or liabi lities; 

Level 2: Quoted prices in markets that are not active, or inputs which arc observable, either directly or indirectly, for 
substantially the full term of the 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 our financial assets and liabilities that are measured at fair value on a recurring basis and the 
fair value measurements, by level , "ithin the fair value hierarchy used at December 31, 2012: 

r/1 rhou.wndr) 

Assets: 
Investments- equity securities 
Investments- other 
Mark-to-market energy assets, 

including put option 
Liabilities: 

Mark-to-market energy liabilities 

F:1ir Value 

s 2,007 
$ 2,161 

$ 210 

s 331 

Quotl'd I' rice~ in 
Acti\'<' i\ lark<·t~ 

( I.C\'1•1 I) 

$ 
$ 

$ 

s 

2,007 
2, 161 

Si~:nificant Other 
Observable 

Inputs 
(Level 2) 

$ 
$ 

$ 

2 10 

331 

Signi ficant 
l 'nobservablc 

l nJ>UtS 
( LeveiJ) 

$ 
$ 

$ 

s 
The following table summarizes our 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, 20 II: 

(I) 

(m rhousunds) 

Assets: 
Investments equity securities 
Investments other til 
Mark-to-market energy assets, 

including put option 
Liabilities: 

Mark-to-market energy liabilities 

Fair \'aluc 

$ 2,224 
s 1,734 

$ 1,754 

$ I ,496 

Quoted l'ricc~ in 
,\Cth e \l arket~ 

(Le,ell) 

s 2,224 
s 1,734 

$ 

$ 

Fuir Value i\leasurcments Usino: 
Si~:nificant O ther ignilicant 

Observable rnobsc rvable 
Inputs Inputs 

(LeHI2) (LC\'CI 3) 

s $ 
s $ 

s 1,754 $ 

$ I ,496 $ 

The current portion of this investment ($40) is included in other curren t assets in the accompanying consolidated balance 
sheets. 
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The following valuation techniques were used to measure fair value assets in the tables above on a recurring basis as of 
December 3 I, 20 12 and 20 I I: 

Level I Fair Value Measurements: 

Investments- equity securities-The fair values of these trading securities arc recorded at fair value based on unadjusted 
quoted prices in active markets for identical securities. 

Investments- other- The fair values of these investments, comprised of money market and mutual funds, are recorded at 
fair value based on quoted net asset values of the shares. 

Leve l 2 Fair Value Measurements: 

Mark-to-marker energy assets and liabilities-These forward contracts arc valued using market transactions in either the 
listed or OTC markets. 

Propane put/call option - The fair value of the propane put/call option is valued using market transactions for similar 
assets and liabilities in either the listed or OTC markets. 

At December 31, 2012, there were no non-financial assets or liabilities required to be reported at fair value. We review our 
non-financial assets for impairment at least on an annual basis, as required. 

Other Financial Assets and Liabilities 

Financial assets with canying values approximating fair value include cash and cash equivalents and accounts receivable. 
Financial liabilities "ith caiT) ing values approximating fair value include accounts payable and other accrued liabilities and 
short-term debt. The fair value of cash and cash equivalents is measured using the comparable value in the active market and 
approximates its carrying value (Level I measurement). The fair value of shon-tenn debt approximates the caiT)•ing value due 
to its short maturities and because interest rates approximate current market rates (Level 3 measurement). 

At December 31, 2012, long-term debt, which includes the cu1Tent maturities of long-term debt, had a canying value of $ 11 0.1 
million, compared to a fair value of$133.2 million , using a discounted cash now methodology that incorporates a market 
interest rate based on published corporate borrowing rates for debt instruments with similar terms and average maturities, with 
adjustments for duration, optionality and risk profile. At December 31, 20 II, long-term debt, which includes the current 
malllritics of long-term debt. had a canying value of$ 11 8.5 million, compared to a fair value of$142.3 million. The valuation 
technique used to estimate the fair value of long-term debt would be considered a Level 3 measurement. 

Note 15, "Employee Bene lit Plans," provides the fair value measurement in formation of our pension plan assets. 

9. I NVESTI\H:NTS 

The investment balances at December 31,20 12 and 20 II. consist of the following: 

(111 thurmmdr) 

Rabbi trust (associated with Supplemental Executive Retirement 
Savings Plan) 

Rabbi trust (associated with stay bonus of a former executive)('' 
Rabbi trust (associated with certain director's compensation) 
Investments in equity securities 
Total 

Occrmber J I, 
20 12 

s 2,116 

39 
2,013 
~ . 1 68 

December 31. 
20 11 

s 1,624 
40 

2.29-l 
s 3,958 

(I) 
This investment is included in other current assets in the accompanying consolidated balance sheet. 

We classify these investments as trading securities and repo11them at their fair value. For the years ended December 3 1, 20 12, 
20 I I and 20 I 0, we recorded net unrealized gain of $451,000, $282,000 and $181,000. respectively, in other income in the 
consolidated statements of income related to these investments. We also have recorded an associated liability, which is 
included in other pension and benefit costs in the consolidated balance sheets and is adj usted each month for the gains and 
losses incurred by the Rabbi Trusts. 
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10. G OODWILL AND 0TII ER I NTANGIBLE A SSETS 

The carrying value of goodwill as of December 31, 20 12 and 20 1 I was as follows: 

De<·cmbcr 3 1. December 3 1, 
(inrhousands) 20 12 2011 

Regulated Energy $ 3,21 6 $ 3,2 16 
Unregulated Energy 874 874 
Total $ 4,090 $ 4,090 

Goodwill in the regulated energy segment is comprised of approximately $2.5 million from the FPU merger in October 2009 
and $746,000 from the purchase of operating assets from IGC in August 20 10. Goodwi ll in the unregulated energy segment is 
comprised of $200,000 from the purchase of the operating assets from Crescent in December 201 I, and $674,000 re lated to the 
premium paid by Sharp in its acquisitions in the late 1980s and 1990s. 

We test for impaiFment of goodwil l at least annually. The testing for 20 12 and 20 I I indicated no impaitment of goodwill. 

The carrying value and accumulated amo11ization of intangible assets subject to amortization as of December 31, 2012 and 
201 1 are as fo llows: 

December 3 1, 2012 December 31. 20 II 
Gruss G ross 

Carryin g ;\ ccumulated Carrying ;\ccumulatcd 
(in thousands) Amount Amortization Amoun t Amortization 

Customer list $ 3,500 $ 922 $3,500 $ 631 
Other 566 346 566 308 
Total $ 4,066 

= 
$ 1,268 $4,066 $ 939 

The customer list is an intangible asset, which was acquired in the FPU merger in October 2009 and is be ing amortized over a 
12-year period. Other intangible assets inc lude customer lists and a non-compete agreement acqu ired in the purchase of the 
operating assets of Virginia LP in February 20 I 0 and customer lists and acquisition costs from our propane distribution 
acquisitions in the late 1980s and 1990s. These intangible assets are be ing amort ized over a period ranging from seven to 40 
years. . 
For the years ended December 31, 2012, 20 II and 20 I 0, amortization expense of intangible assets was $329,000, $332,000 
and $679,000, respect ively. Am011ization expense of intangible assets is expected to be: $325,000 for 2013 to 20 16 and 
$30 I ,000 fo r 20 17. 
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II. lNCO~!£ T AXES 

We file a consolidated federal income tax return. Income tax expense allocated to our subsidiaries is based upon their 
respective taxable incomes and tax credits. FPU has been included in our consolidated federal return since the completion of 
the merger on October 28, 2009. State income tax returns are filed on a separate company basis in most states where we have 
operations and/or are required to file. FPU continues to file a separate state income tax return in Florida. 

The Internal Revenue Service ("IRS") performed its examination of FPU's consolidated federal returns for 2008 and for the 
period from January I, 2009 to October 28, 2009 (the pre-merger period in 2009, during which FPU was required to file a 
separate federal tax return) and proposed a disallowance of approximately $135 ,000 and $256,000, respectively, of the 
environmental expenditure deductions taken by FPU related to one of the environmental remediation sites. We disagreed with 
the IRS finding and filed an appeal, which is cu1Tently underway. The IRS find ing is based on the fai lure of FPU to follow a 
technical requirement to labe l these envi1·onmental expenditures in a specific way on the returns. At our request, the IRS 
granted relief in 2012, which allowed us to correctly labe l such expenditures for 2008 and 2009. We bel ieve that those 
deductions will likely be sustained during the appeal process based on the IRS ' grant of such rel ief. Accord ingly, we did not 
record any accrual as of December 31. 2012 and 20 I I, related to the examination by the IRS oft he FPU returns. 

The IRS performed its examination of Chesapeake's consolidated federal return for 2009. TheIRS completed its examination 
in 20 12 without any findings. 

The State of Florida performed its examination of Chesapeake's state retum for 2008, 2009 and 20 I 0. The State of Florida 
completed its examination in 20 12 without any material findings. 

The State of Texas is currently performing its examination of Chesapeake's amended state tax return for 2007. We amended 
the 2007 Texas state tax return due to a change in the methodology used to calculate the gross receipts used to determine the 
Texas apportionment. Th is new methodology was used in Chesapeake's Texas tax returns for all years after 2006. In 2012, we 
recorded a total liability of $300,000 associated with the unrecognized tax benefit related to this change in methodology given 
the unknown outcome of this examination. We recorded this liab il ity assoc iated with the unrecognized tax benefit as an 
income tax payable, which reduced the income tax receivable in the accompany ing balance sheet at December 31, 2012. 

We generated net operating losses of $2 .0 million in 20 II for federal income tax purposes, primarily from increased book-to­
tax timing differences authorized by The Tax Relief Unemployment Insurance Reauthorization, and Job Creation Act of20 l 0, 
wh ich allowed bonus depreciation fo r ce11ai n assets. The federal net operating losses from 20 II are expected to be fu lly 
utilized upon the fi ling of our 2012 federal income tax return. None of the federal net operating losses from 20 II remained at 
December 31, 2012. We had previously generated net operating losses in 2008 for federal income tax purposes, which were 
carried forward to fully offset our taxab le income in 2009 and partially offset our taxable income in 20 I 0. None of the fede ral 
net operating losses from 2008 remained at December 31 , 20 12. We also had state net operating losses of $28. I million in 
various states as of December 3 1, 2012, almost all of which wil l expire in 2030. We have recorded a deferred tax asset of $1.6 
million and $2.4 million related to the net operating loss cany-forwards at December 31, 2012 and 20 I I, respectively. We 
have not recorded a valuat ion allowance to reduce the future benefit of the tax net operating losses because we believe they 
will be fully ut il ized . 
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The following tables provide: (a) the components of income tax expense in 2012,2011, and 2010; (b) the reconciliation 
between the statutory federal income tax rate and the effective income tax rate for 2012, 20 II, and 20 I 0; and (c) the 
components of accumulated deferred income tax assets and liabilities at December 3 I, 20 12 and 20 I I. 

For the \ 'cur~ Eodcd Ocrcmhcr 31, 
(Ill thQII.fWtdr) 

Current Income Tax Expense 
Federal 
State 
Investment tax credit adjustments, net 

Total current income tax expense 
Deferred Income Tax Ex pense <1l 

Property, plant and equipment 
Deferred gas costs 
Pensions and other employee benefits 
FPU merger related premium cost and deferred 

gain 
Amortization of intangibles 
Environmental expenditures 

et operating loss carryforwards 
Reserve for insurance deductibles 
Other 

Total deferred income tax expense 
Total Income Tax Expense 

Reconci liation of Effective Income Tax Rates 
Continuing Operations 

Federa l income tax expense (2) 
State income taxes, net of federal benefit 
Merger related costs 
ESOP dividend deduction 
Other 

Tota l income tax ex pense 
Effective income tax rate 

,\I Dcrcm her 3 I, 
(111 thOtmmdr) 

Deferred Income Taxes 
Deferred income tax liabilities: 

Property, plant and equipment 
Acquisition adjustment 
Deferred gas costs 
Loss on reacquired debt 
Other 

Total deferred income tax liabilities 
Deferred income tax assets: 

Pension and other employee benefits 
Environmental costs 
Net operating loss carryforwards 
Self insurance 
Storm reserve liability 
Other 

Total deferred income tax assets 
Deferred Income Ta xes Per Consolidated Balance Sheet 

2012 

$ 3,483 
1,990 

{58) 
5,4 15 

14,30 1 
SIS 
553 

(509) 
80 

(82) 
740 

{I, 717) 
13,88 1 
19,296 

16,7-tS 
2,659 

(235) 
127 

$ 19,296 

40.07% 

ZOII 20 10 

s 0 $ 1,566 
742 2, 116 
(73) ~91) 
669 3,59 1 

16,885 16.964 
591 (2,505) 
786 (402) 

( 13) 
17 (21 1) 

(65) 32 
(1,000) 99 

18 (419) 
88 {213) 

17.320 13.332 
$17,989 $16.923 

$ 16, 146 $15,053 
2,216 2,083 

70 
(236) (266) 
{ 137) { 17) 

$ 17,989 $ 16,923 

39.44% 39.38% 

20 12 2011 

118,2 12 $105,850 
17,4-tO 18,090 

8 16 301 
572 608 

2,78-t 3,872 
139,824 128,721 

7,382 7,796 
1,917 1,835 
1,587 2,401 

-t8-t 452 
1,058 1,085 
2,982 2,240 

15,-t I 0 15,809 
$ 124,4 14 $ 11 2,91 2 
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i l l Includes $ 1,934,000, $2,280,000, and $1,963 .000 of defe1Ted state income taxes for the years 2012, 20 II and 20 I 0, 
respectively. 
Federal income taxes were recorded at 35% for each year represented. 
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12. L ONG-TERi\1 D EBT 

Our outstanding long-tem1 debt is as shown below. 

(mlhousonds) 

FPU secured first mortgage bonds: 
9.57% bond, due May I, 20 18 
I 0.03% bond, due May I, 20 18 
9.08% bond, due June I, 2022 

Uncollateralized senior notes: 
7.83% note, due January I, 2015 
6.64% note, due October 31 , 20 17 
5.50% note, due October 12,2020 
5.93% note, due October 31, 2023 
5.68% note, due June 30, 2026 

Convenible debentures: 
8.25% due March I, 20 14 

Promissory note 
Total long-term debt 
Less: current maturities 
Total long-term debt, net of current maturities 

Decem her 31. 
2012 

$ 5,444 
2,994 
7,962 

4,000 
13,636 
16,000 
30,000 
29,000 

942 
125 

110,103 
{8,196) 

$ 101 ,907 

Page 109 of 156 

Decem her 31. 
2011 

$ 6,348 
3,492 
7,958 

6,000 
16,363 
18,000 
30,000 
29,000 

1,134 
186 

118.481 
{8, 196) 

$ J 10,285 

Annualmal!lrities of consolidated long-term debt are as follows: $8,196for 20/3; S 12,139 for 2014; $9,141 for 2015; 59,136 
(or 2016; $12,037 for 20/7; and $59,5!0 thereajier. 

Secured First Mortgage Bonds 

FPU's secured first ruortgage bonds are guaranteed by Chesapeake and are secured by a lien covering all of FPU's property. 
The 9.57 percent bond and l 0.03 percent bond require annual sink ing fund payments of $909,000 and $500,000, respectively. 

Uncollaterali:ed Senior Notes 

On June 23, 20 II , we issued $29.0 mill ion of 5.68 percent unsecured senior notes to Metropolitan Life Insurance Company 
and New England Life Insurance Company, pursuant to an agreement we entered into with them on June 29, 20 l 0. These 
notes require annual principal payments of $2.9 mi llion beginning in the sixth year after the issuance. We used the proceeds to 
permanently finance the redempt ion of the 6.85 percent and 4.90 percent series of FPU first mortgage bonds. These 
redemptions occurred in January 20 I 0 and were previously financed by Chesapeake's short-term loan facilities. Under the 
same agreement, we may issue an additional $7.0 mi llion of unsecured senior notes prior to May 3, 2013, at a rate ranging 
from 5.28 percent to 6.43 percent based on the timing of the issuance. These notes, if issued, will have similar covenants and 
default provisions as the senior notes issued in June 20 II. 

Convertible Debentures 

The convertible debentures may be converted, at the option of the holder, into shares or our common stock at a conversion 
price of $17.0 I per share. During 2012 and 20 II , debentures totaling $187,000 and $181,000, respectively, were convened to 
stock. The debentures are also redeemable for cash at the option of the holder, subject to an annual non-cumulative maximum 
limitation of$200,000. In 20 12 and 20 II , debentures totaling $5 ,000 and $2,000, respectively, were redeemed for cash. 
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Debt Covenanls 

Indentures to our long-term debt contain various restrictions. The most stringent restrictions state that we must maintain equ ity 
of at least 40 percent of total capitalization, and the fixed charge coverage ratio must be at least 1.2 times. In connection with 
the merger, the uncollateralized senior notes were amended to include an additional covenant requiring us to maintain no more 
than a 20-percent ratio of secured and subsidiary long-term debt to consolidated tangible net worth by October 20 II. Failure to 
comply with those covenants cou ld resu lt in accelerated due dates and/or term ination of the uncollateralized senior note 
agreements. As of December 31, 2012, we are in compliance with all of our debt covenants. With the redemption of FPU 's 
6.85 percent and 4.90 percent secured first mortgage bonds in January 20 I 0, the add itional covenant requiring us to maintain 
no more than a 20-percent ratio of secured and subsidiary long-tem1 debt to consol idated tangible net worth was met. 

Each of Chesapeake's uncollateral ized senior notes contains a " Restricted Payments'' covenant as defined in the note 
agreements. The most restrictive covenants of this type are included within the 7.83 percent Unsecured Senior Notes, due 
January I, 20J 5. The covenant provides thm we cannot pay or declare any dividends or make any other Restricted Payments in 
excess of the sum of $ 10.0 million, plus our consolidated net income accrued on and after January I, 200 I. As of 
December 31, 2012, the cumulative consolidated net income base was $185.3 million. offset by Restricted Payments of $103.0 
million, leaving $82.3 mill ion of cumulative net income free of restrictions. 

Each series of FPU's first mortgage bonds contains a similar restriction that limits the payment of dividends by FPU. The most 
restrictive covenants of this type are included within the series that is due in 2022, which provides that FPU cannot make 
dividend or other restricted payments in excess of the sum of$2.5 mi llion plus FPU 's consolidated net income accrued on and 
after January I, 1992. As of December 3 1,20 12, FPU's cumulative net income base was $85.1 million, offset by restricted 
payments of $37.6 million, leaving $47.5 mill ion of cumulative net income for FPU free of restrictions pursuant to this 
covenant. 

The dividend restrict ions by FPU's first mortgage bonds resulted in approximately $54.2 million of the net assets of our 
consolidated subsidiaries being restricted at December 3 1, 20 12. Th is represents approximately 21 percent of our consol idated 
net assets. Other than the dividend restrictions by FPU's first morigage bonds, there are no legal, contractual or regulatory 
restrictions on the net assets of our subsid iaries for the purposes of determining the disclosure of parent-only financial 
statements. 

13. SuonT-TER,\1 BonnowtNG 

At December 31, 2012 and 20 I I, we had $6 1.2 million and $34.7 mill ion, respectively, of short-tenn borrowings outstanding. 
The annual weigh ted average interest rates on our short-term borrowings were 1.48 percent and 1.53 percent for 20 12 and 
20 11, respectively. We incurred commitment fees of$73,000 and $85,000 in 2012 and 20 11 , respectively. 

The outstanding short-term borrowings at December 31 , 20 12 were composed of $56.4 mi llion in borrowings from bank lines 
of credit and $4.8 million in book overdrafts, which if presented, would be funded through the bank lines of credit. The 
outstanding short-term borrowings at December 3 I, 20 I I included $30.5 mil lion in borrowings from the bank lines of credit, 
and $4.2 million in book overdrafts. 

As of December 31, 2012, we had five unsecured bank credit fac il ities with two financia l institutions, totaling $140.0 mi ll ion , 
none of which requires compensating balances. One of these facilities, for $40.0 mill ion, is a revolving credit note maturing on 
October 31, 2013. These bank lines are available to provide funds for our short-tenn cash needs to meet seasonal 'vVOrking 
capital requirements and to temporarily fund portions of our capital expenditures. We maintain both committed and 
uncommit1ed credit facilities. Advances offered under the uncommitted lines of credit are subject to the discretion of the 
banks. We are curTently authorized by our Board of Directors to borrow up to $100.0 mill ion of short-tenn debt, as required, 
from these shori-term lines of credit. 
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Commiued Crecltt Facilities 

As of December 31. 2012, we had two committed revolving credit facilities totaling $60.0 million. The first facility is an 
unsecured $30.0 million revolving line of credit that bears interest at the respective LIBOR rate, plus 1.25 percent per annum. 
At December 31, 2012, there was no borrowing capacity available under this credit facility. 

The second facility is a $30.0 million committed revolving line of credit that bears interest at a base rate plus 1.25 percent, if 
requested and advanced on the same day, or LIBOR for the applicable period plus 1.25 percent if requested three days prior to 
the advance date. At December 31. 2012, there was $13.6 million available under this credit facility. 

The availabi lity of funds under our cred it facilities is subject to conditions specified in the respective credit agreements, all of 
which 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 requ ired by the financia l 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. 

We are in compliance with all of our debt covenants. 

Uncommillecl Credit Facilities 

As of December 31, 2012, we had two uncommitted line of credit facilities totaling $40.0 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 31,2012, the entire bon·owing capacity of$20.0 million was available under this credit 
facility. 

The second facility is a $20.0 million uncommitted line of credit that bears interest at a rate per annum as offered by the bank 
for the applicable period. We have issued $4.3 million in letters of credit under this credit facility. There have been no draws 
on these letters of credit as of December 31, 2012. We do not anticipate that the letters of credit will be drawn upon by the 
counterparties, and we expect that the letters of credit wi ll be renewed to the extent necessary in the future. At December 31, 
2012, there was $ 15.7 million available under this credit facil ity, which is net of$4.3 million for letters of credit issued. 

In addition to the four unsecured bank lines of credit, we entered into a new, unsecured short-term credit faci li ty for $40.0 
m iII ion with an existing lender on June 22, 20 12. Short-term borTowings under this new facility bear interest at Ll 80 R plus 80 
basis points or, at our discretion, the lender's base rate plus 80 basis points. This facility, which is structured in the form of a 
revolving credit note, matures on October 31, 2013. Our total short-term borrowing capacity available under this facility at 
December 31, 2012 was $30.0 million. 

14. Lt:,\ E Olli.IGt\ TIO:'\ • 

We have enlered into several operating lease arrangements for office space, equipment and pipeline facilities. Rent expense 
related to these leases for 2012, 20 II and 20 I 0 was S 1.4 million, S 1.1 million and S 1.1 million, respectively. Future minimum 
payments under our current lease agreements for the years 2013 through 2017 arcS 1.2 million, S 1.2 million, $794,000, 
$793,000 and $420,000, respective!); and approximately $3.1 million thereafler, \\ ith an aggregate total of approximately $7.5 
million. 

IS. E\IPLOYU: BE:-iUIT PLA"S 

Retirement Plans 

We sponsor a defined benefit pension plan ("Chesapeake Pension Plan''), an unfunded pension supplemental executive 
retirement plan ("Chesapeake SERP''), and an unfunded postretirement health care and life insurance plan ("Chesapeake 
Postretirement Plan"). As a result of the merger with FPU in October 2009, we now also sponsor and maintain a separate 
defined benefit pension plan for FPU ("FPU Pension Plan") and a separate unfunded postretirement medical plan for FPU 
("FPU Medical Plan"). 

http://www.scc.gov/ Archives/edgar/data/19745/000 1193125 1309720 I /d466906d I Ok.htm 11 / 1112013 



Form I 0-K Page 112 of 156 

Chesapeake Utilities Corporation 2012 Form 10-K Page 99 

http://www.scc.gov/Archivcs/edgar/data/19745/000 11931251309720 I /d466906d 1 Ok.htm 11/11 /2013 



Form 1 0-K Page 113 of 156 

Tab le of Conten ts 

Notes to the Co n olidatcd Financial Statements 

We measure the assets and obligations of the defined benefit pension plans and other postretirement benefits plans to 
determine the plans' funded status as of the end of the year as an asset or a liabilit) on our consolidated balance sheets. We 
record as a component of other comprehensive income/Joss or a regulatOr) asset the changes in funded status that occurred 
during the year that are not recognized as part of net periodic benefit costs. 

The following table presents the amounts not yet reflected in net periodic benefit cost and included in accumulated other 
comprehensive income/loss or as a regu Ia tory asset as of December 3 I, 20 12: 

Chcsapcakr FI'U Chcsa 11ca kc FPU 
Pension Pension ('hcsnllcnkc Postretirement i\ tcdical 

(inlhouwmds) Plan Plan SERI' Plan Plan 
Prior service cost (credit) ($ I) $ $ 46 ($986) $ -
Net loss 4.379 15,5 17 858 1,144 18 
Total $ 4,378 $15,5 17 $ 904 $ 158 $ 18 
Accumu lated other cornprchesive loss pre-tax<n $ 4,3 78 $ 2,948 $ 904 $ 158 $ 3 
Post-merger regulatory asset 12,569 15 
Subtotal 4,378 15,517 904 158 18 
Pre-merger regulatory asset 5,109 62 
Total unrecognized cost $ 4,378 $20,626 $ 904 s 158 $ 80 

(I) The total amount of accumulated other comprehensive loss recorded on our consolidated balance sheet as of 
December 31, 2012 is net of income ta-x bene firs of $3.3 million. 

Total 
($94 1) 
2 1,9 16 

$20,975 
$ 8,391 

12584 
20,975 

5,171 
$26,146 

The pre-merger regulatory asset of $5.2 million at December 31, 2012 represents the portion attributable to FPU's regulated 
energ) operations of the changes in the funded status in the FPU Pension Plan and FPU Medical Plan that occurred but were 
not recognized, as part of the net periodic benefit costs prior to the merger. This portion was deferred as a regulatory asset 
prior to the merger by FPU pursuant to a previous order by the Florida PSC and continues to be amortized over the remaining 
service period of the participants at the time of the merger. 

During 20 12 and 201 1, we experienced a significant decline in interest and other corporate bond rates, and as a result, we used 
lower discount rates for our pension and other postretirement plans at December 31, 2012 and 20 I I to estimate the benefit 
obl igations of those plans. We also experienced a decl ine in plan asset values during 20 I I, which, in conjunction with the 
higher benefit obi igat ions, resulted in h ighcr unrecognized costs at December 3 I, 20 12 and 20 I I. The tota I unrecognized cost 
of our pension and postretirement benefits plans was $26. 1 million and $23.1 million at December 31, 2012 and 201 1, 
respectively, compared to $ 13.9 million at December 31, 20 I 0. 

The amounts in accumu lated other comprehensive income/loss and regulatory asset for our pension and postretirement benefits 
plans that are expected to be recognized as a component of net benefit cost in 2013 arc set forth in the following table: 

Cht>sapeakc Fl'lJ Cl1esa pea ke F'Pl' 
Pension l'cn,ion Chc"•pc:ll..\' Po~tretircmcnt Mcdic:ll 

(111 thOIIStJIIclf) Plan 1'1:111 !.ERI' Plan Plan Total 
Prior service cost (credit) ($I) s s 19 ($77) s ($59) 

et loss s 308 s 332 s 64 s 74 s s 778 
Amortization of pre-merger regulatory asset s s 761 s s s 8 s 769 

In March 20 II , ne" plan provisions for the FPU Medical Plan were adopted in a continuing effort to standardize FPU's 
benefits with those offered b) Chesapeake. The new plan provisions, which became effective January I, 2012, require eligible 
employees retiring in 2012 through 2014 to pay a portion of the total bene lit costs based on the year they retire. Participants 
retiring in 2015 and after" ill be required to pay the full benefit costs associated" ith participation in the FPU Medical Plan. 
The change in the FPU Medical Plan resulted in a curtailment gain of$892,000. We recorded $170,000 ofthis curtailment 
gain, which was allocated to FPU's unregulated operations, in 2012. We deferred $722,000 of this curtailment gain and 
included it as a regulatory liability at December 31, 2012. The defen·ed portion of our curtailment gain was associated with 
FPU's regulated operations. Since we determined that the non-recurring gain resulted from the FPU merger and the related 
integration, we determ ined that the appropriate accounting treatment prescribed deferral and amonization over a future period, 
as specified by the Florida PSC. 
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In January 20 II, a former executive officer retired and received lump-sum pension distributions of$844,000 and $765,000 
from the Chesapeake Pension Plan and Chesapeake SERP, respectively. In connection with these lump-sum payment 
distributions, we recorded $436,000 in pension settlement losses in addition to the net benefit cost in 20 II . Based upon the 
cun·ent fund ing status of the Chesapeake Pension Plan, which does not meet or exceed 1 I 0 percent of the benefit obligation as 
required per the Department of Labor regu lations, our former executive officer was required to deposit property equal to 125 
percent ofthe restricted portion of his lump sum distribut ion into an escrow. Each year, an amount equal to the value of 
payments that would have been paid to him if he had elected the life annuity form of distribution will become unrestricted. 
Property equal to the life annuity amount will be retumed to him from the escrow account. These same regu lations will apply 
to the top 20 highest compensated employees taking distributions from the Pension Plan. 

Defined Benefit Pension Plrms 

The Chesapeake Pension Plan was closed to new participants effective January I, 1999, and was frozen with respect to 
additional years of service and additional compensation effective January I, 2005. Benefits under the Chesapeake Pens ion 
Plan were based on each participant's years of service and highest average compensation, prior to the freezing ofthe plan. 

The FPU Pension Plan covers eligible FPU non-union employees hired before January I, 2005 and union employees hired 
before the respective un ion contract expiration dates in 2005 and 2006. Prior to the merger, the FPU Pension Plan was frozen 
with respect to additiona l years of service and additional compensation effective December 3 I, 2009. 

Our funding pol icy provides that payments to the trustee of each plan shall be equal to at least the minimum funding 
requirements of the Employee Retirement Income Security Act of 1974. The following schedu le summarizes the assets of the 
Chesapeake Pension Plan and the FPU Pension Plan, by investment type, at December 31 , 20 I 2, 20 I I and 2010: 

Chcs:1pcakc FPU 
Pension Plan Pension Plnn 

At December 31. 2012 2011 2010 20 12 20 11 2010 

Asset Category 
Equity securities 52.07% 51.75% 64.33% 52.81% 51.98% 60.00% 
Debt securities 38.00% 37.88% 30.60% 38.04% 38.05% 35.00% 
Other 9.93% 10.37% 5.07% 9.1 5% 9.97% 5.00% 

Total 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 
= 

In December 20 I I, we changed the investments and investment asset allocation of our pension assets to better align them with 
the investment goals and objectives established for the Plans. This change also resulted in the pension assets of the Chesapeake 
Pens ion Plan and FPU Pension Plan being invested in similar investments. The investment po licy of both the Chesapeake and 
FPU Pension Plans is designed to provide the capital assets necessary to meet the financial obligations of the plans. The 
investment goals and objectives are to achieve investment retums that together with contributions will provide funds adequate 
to pay promised benefits to present and future beneficiaries of the plans, earn a long-term investment return in excess of the 
growth of the Plans' retirement liabilities, minimize pension expense and cumulative contributions resulting from liability 
measurement and asset performance, and maintain a diversified portfo lio to reduce the risk of large losses. 
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On June 29, 2012, the United States Congress passed the .. Moving Ahead for Progress in the 21 •• Century Act .. (also kno\\ n as 
the "Transportation and Student Loan Bill''). Included in this legislation was pension funding relief, which allows pension 
sponsors to use 25-) ear average corporate bond rates rather than currem interest rates to measure pension obi igations for 
pension funding purposes. Although this legislation does not affect the accounting treatment of pension plans. the allowed use 
of higher interest rates to measure pension plan obligations for funding purposes reduces the minimum pension plan 
contribution requirements. Despite the reduction in the minimum pension plan contribution requirements, we made 2012 
pension plan con tributions at levels similar to those we had initially estimated prior to the passage of the legislation. This 
represented minimum contribution payments using the current interest rates to measure pension plan obligations as well as 
additional contributions to achieve a certain level of funding in those plans. 

The fol lowing allocation range of asset classes is intended to produce a rate of return sufficient to meet the Plans' goals and 
objectives: 

Asset Allocation StnHCgl' 

'"'Ct Cl:t•• 
Domestic Equities (Large Cap. Mid Cap and Small Cap) 
Foreign Equities (Developed and Emerging Markets) 
Fixed Income (Inflation Bond and Taxable Fixed) 
Ahemative Strategies (Long/Short Equi() and Hedge 

Fund of Funds) 
Diversif) ing Assets (High Yield Fixed Income, 

Commodities, and Real Estate) 
Cash 

i\ linirnum 
Allocation 
l'ercentnge 

14% 
13% 
26% 

6% 

7% 
0% 

Maximum 
Allocation 
Percentage 

32% 
25% 
40% 

14% 

19% 
5% 

Due to periodic contributions and different asset classes producing varying returns, the actual asset values may temporarily 
move outside of the intended ranges. The investments are monitored on a quarterly basis, at a minimum. for asset allocation 
and performance. 
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At December 31, 2012, the assets of the Chesapeake Pension Plan and the FPU Pension Plan were comprised of the following 
investments: 

(I) 

(2) 

Ol 

(4) 

(S) 

(6) 

(7) 

(8) 

A•>CI C':11cgon 
(1111/tQII~OIIciS) 

Equity securities 
U.S. Large Cap 111 

U.S. Mid Cap 111 

U.S. Small Cap ll' 
International 121 

Alternative Strategies IJ> 

Debt securities 

Other 

Infla tion Protected 14> 

Fixed income ts> 
lligh Yield tS> 

Commodities t6> 

Real Estate 17> 

Guaranteed deposit ts, 

Fai r \ 'aluc '\leasurcment lt ierarchv 
Lc>el I LC\ cl 2 Lc\'cl 3 

$ 3,504 

10,019 
4.978 

18,50 I 

2,507 

2,507 

1,918 
2,048 

$ 3,443 
3,078 
1,523 

8,044 

14.109 
2,547 

16,656 

$ -

710 
710 

Total 

s 6,947 
3,078 
1,523 

10,0 19 
4,978 

26,545 

2,507 
14.109 
2.547 

19,163 

1.918 
2,048 

710 
4.676 

Total Pension Plan Assets 
3,966 

s 24,974 $ 24,700 $ 710 $50,384 

Includes funds that invest primarily in United States common stocks. 
Includes funds that invest primarily in foreign equities and emerging markets equities. 
Includes funds that actively invest in borh equity and debt securities. funds that sell shon securities and funds that provide 
long-term capital appreciation. The funds may invest in debt securit ies be low investment grade. 
Includes funds that invest primarily in inflation-indexed bonds issued by the U.S. government. 
Includes funds that invest in investment grade and fixed income securit ies. 
Includes funds that invest primarily in commodity- linked derivati ve instruments and rixed income securities. 
Includes funds that invest primarily in real estate. 
Includes investment in a group annu ity product issued by an insurance company. 
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At December 31,20 II , the assets of the Chesapeake Pension Plan and the f-PU Pension Plan were comprised of the following 
investments: 

(I) 

(2) 

(3) 

(4) 

(5) 

(6) 

{1) 

(8) 

Fnir \'nluc \lcasurcmcnl llicrdrch\ 
,h~cl Cat~gorv I.C\'CI I LC\CI2 LC\'CI 3 Total 
(1111/tOI/.Wfltf.r) 

Equity securities 
U.S. Large Cap 111 $ 3,146 $ 3,151 $- $ 6,297 
U.S. Mid Cap <11 2,683 2,683 
U.S. Small Cap< 1l 1,34 1 1,341 
International 121 8,563 8,563 
Alternative Strategies Pl 4,489 4,489 

16,198 7, 175 23,373 
Debt securities 

Inflation Protected <4
' 2,237 2,237 

Fixed income <SJ 12,617 12,6 17 
lligh Yield <Sl 2,256 2,256 

2,237 14,873 17,110 
Other 

Commodities «•I 1,789 1,789 
Real Estate •71 1,797 1.797 
Guaranteed deposit <8> 897 897 
Other "? J- 32 

3,618 897 4,515 
Total Pension Plan Assets s 22,053 $ 22,048 s 897 $44,998 

Includes funds that invest primarily in United States common stocks. 
Includes funds that invest primarily in foreign equities and emerging markets equities. 
Includes funds that actively invest in both equity and debt securities, funds that sell short securities and funds that provide 
long-term capital appreciation. The funds may invest in debt securities below investment grade. 
Includes funds that invest primarily in inflation-indexed bonds issued by the U.S. government. 
Includes funds that invest in investment grade and fixed income securities. 
Includes funds that invest primarily in commodity-linked derivative instruments and fixed income securities. 
Inc ludes funds that invest primarily in real estate. 
Includes investment in a group annuity product issued by an insurance company. 
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At December 31. 2012 and 20 II, all of the investments classified under Level I of the fair value measurement hierarchy were 
recorded at fair value based on unadjusted quoted prices in active markets for identical investments. The Level 2 investments 
were recorded at fair value based on net asset value per unit of the investments, which used significant observable inputs 
although those investments were not traded publicly and did not have quoted market prices in active markets. The Level 3 
investments were guaranteed deposit accounts, which were valued based on the liquidation value of those accounts, including 
the effect of the balance and interest guarantee and liquidation restriction. 

The following table sets fonh the summary of the changes in the fair value of Level 3 investments for the years ended 
December 3 I, 20 12 and 20 II : 

t\t OcrcmhrrJI , 
(mlhOII.falldS) 

Balance, beginn ing of year 
Purchases 
Transfers in 
Disbursements 
Investment Income 

llalance, end of year 

2012 

$ 897 
79 

3,620 
(3,902) 

16 
$ 710 

2011 

$-
897 

$897 
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The fo llowing schedule sets fo rth the fu nded status at December 31, 20 12 and 20 I I: 

Chcsap~akc FPll 
Pension Plan Pension Plan 

A I Deccmbu 31. 2012 2011 20 12 20 11 
(in rhou.wmds) 

Change in benefit obligation: 
Benefit obl igation - beginning of year $ 11 ,672 s 11 ,760 $ 57,999 $ 52,478 

Interest cost 458 520 2,577 2,695 
Actuarial foss 726 94 1 6,915 5,403 
Benefits paid (923) (705) (2,979) (2,577) 
Effect of settlement ~844) 

Benefit obligation - end of year 11 ,933 11 ,672 64,512 57,999 
Change in plan assets: 

Fair value of plan assets - beginn ing of year 7,162 7,787 37,836 40,20 1 
Actual return on plan assets 849 (124) 4,526 (1, I 0 I) 
Employer contributions 1,342 1,048 2,571 1,3 13 
Benefits paid (923) (705) (2,979) (2,577) 
Effect of settlement ~844) 

Fair va lue of plan assets - end of year 8,430 7, 162 41 ,954 37,836 
Reconciliation: 

Funded status (3,503) {4 ,5 10) {22,558) (20,163) 
Accrued pension cost ($3,503) ($4,510) ($22,558) ($20,163) 

Assumptions: 
Discount rate 3.50% 4.25% 3.75% 4.50% 
Expected return on plan assets 6.00 % 6.00% 7.00 % 7.00% 

Net periodic pension cost (benefit) for the plans for 2012, 20 I I and 20 I 0 include the components shown below: 

Chcsapcnkc FPU 
Pension Plnn Pension l'lan 

For the Y cars Ended Decem her 31, _2QQ_ 2011 201() 20 12 2011 2010 --- ---
(in thousands) 

Components of net period ic pension cost: 
Interest cost $ 458 $520 $ 570 $ 2,577 s 2,695 $ 2,729 
Expected return on assets (418) (424) (423) (2,627) (2,783) (2,532) 
Am01tization of prior serv ice cost (5) (5) (5) 
Am01tization of actuarial loss 255 156 155 196 ---

Net periodic pension cost 290 247 297 146 (88) 197 
Sett lement expense 2 17 
A monization of pre-merger regu lato1y asset 761 761 888 ---

Total periodic cost $ 290 $ 464 $ 297 $ 907 $ 673 $ 1,085 
= = = 

Assum ptions: 
Discount rate 4.25% 5.00% 5.25% 4.50'!/o 5.25% 5.75% 
Expected return on plan assets 6.00% 6.00% 6.00% 7.00% 7.00% 7.00% - --
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Pension Supplemenlfll Executive Retirement P/{fn 

The Chesapeake SERP was frozen with respect to additional years of service and additional compensation as of December 31 , 
2004. Benefits under the Chesapeake SERP were based on each participant' s years of service and highest average 
compensation, prior to the rreezing of the plan. The accumu lated benefit obligation for the Chesapeake SERP, which is 
unfunded, was $2.4 million and $2.2 million, at December 31, 2012 and 20 II , respectively. 

At Occcrnbcr 3 I, 
(in thousands) 

Change in benefit obligation: 
Benefit obligation - beginning of year 

Interest cost 
Actuarial loss 
Benefits paid 
Effect of senlement 

Benefit obligation - end of year 
Change in plan assets: 

Fair value of plan assets - beginning of year 
Employer contributions 
Benefits pa id 
Effect of settlement 

Fair value of plan assets - end of year 
Reconciliation: 
Funded status 
Accrued pension cost 

Assumptions: 
Discount rate 

2012 

$ 2,160 
90 

191 
(89) 

2,352 

89 
(89) 

(2,352) 

($2,352) 

3.50% 

2011 

$ 2,731 
107 
176 
(89) 

(765) 
2,160 

854 
(89) 

{765) 

(2, 160) 

($2.160) 

4.25% 

Net periodic pension costs for the Chesapeake SER P for 20 12 , 20 I I, and 20 l 0 include the components shown below: 

for the Yenrs f:ndcd Oeccrnbcr 31. 
(111 thousands) 

Components of net periodic pension cost: 
I merest cost 
Amortization of prior service cost 
Amort ization of actuarial loss 

Net periodic pension cost 
Settlemenr expense 

Total periodic cost 

Assumptions: 
Discount rate 

2012 2011 2010 

$ 90 $ 107 $ 136 
19 19 18 
46 38 59 

ISS 164 213 
2 19 

$ 155 $383 $2 13 

4.25% 5.00% 5.25% 
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Other Postretiremelll Benefits Plans 

The following schedule sets forth the status of other postretirement benefit plans: 

At l>cccmhcr J I, 
(Ill ti!QII.Vl/1/d.V) 

C ha nge in benefit obligation: 
Benefit obligation - beginning of year 

Service cost 
Interest cost 
Plan amendments 
Plan participants contributions 
Curtailment gain 
Actuarial loss 
Benefits paid 

Benefit obligation - end of year 
Change in plan assets: 

Fair value of plan assets - beginning of 
year 

Employer contributions"' 
Plan participants contributions 
Benefits paid 

Fair value of plan assets - end of year 
Reconciliation: 

Funded status 
Accrued postretirement cost 

Assumptions: 
Discount rate 

Chi'\IIJ)C:IkC 

Postrelircmcnt Plnn 
2012 2011 

$ 1,396 $ 2.474 

55 64 
( I I 140) 

Ill 108 

39 100 
{186) {2 10) 

1,415 1.396 

75 102 
Ill 108 

{186) (210) 

{J,.H 5) {1.396) 
{S I ,-ti S) (S 1,396) 

3.50'Yc. 4.25% 

Page 122 of I 56 

FPV 
;\ledic:tl f'lan 

2012 201 1 

$ 4,08 1 $ 3,098 
I 125 

79 176 

92 88 
(2,651) 

500 802 
(328) {208) 

1,774 4,081 

236 120 
92 88 

{328) {208) 

{1,77-t) {4,081) 
($1,774) ($4,081) 

3.75% 4.50% 

(I) Chesapeake's Postretirement Plan does not receive a Medicare Part-D subsidy. The FPU Medical Plan did not receive a 
significant subsidy for the post-merger period. 
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Net periodic postretirement benefit costs for 20 12, 20 II, and 20 I 0 include the following components: 

Chc<npe:okc FPl 
Po~treairement l'lnn :\ ledica l Pl:m 

For the \ 'cars F.flll<'d Dct:emher 31. ~ 2011 2010 2012 2011 2010 
(m thousands) 

Components of net periodic postretirement cost: 
Service cost S- $ - $ - s I $ 125 $ 76 
Interest cost 55 64 122 79 176 123 
Amortization of: 

Actuaria l (gain) loss 73 67 57 55 (6) 
Prior service cost _jJ]) _j]]) 

Net periodic postretirement cost $ 51 $ 54 $ 179 $ 80 $356 $ 193 
= 

Cur1ai lment gain (892) 
Net periodic postretirement cost $ 51 $ 54 s 179 ($8 12) 

= 
$356 $ 193 

Assumptions 
Discount rate 4. 25% 5.00% 5.25% .t.SO% 5.25% 5.75% 

In addition, we recorded an expense of$8.000 in 2012 and 2011, and $9,000 in 2010. related to continued amortization of 
FPU's pre-merger postretirement benefit regulatory asset. 

Assumptions 

The assumptions used for the discount rate to calculate the benefit obligations of a lithe plans were based on the interest rates 
of high-quality bonds in 2012. renecting the expected lives of the plans. In determining the average expected retum on plan 
assets for each applicable plan, various factors, such as historical long-term return experience, investment policy and current 
and expected allocation, were considered. Since Chesapeake's plans and FPU 's plans have different expected plan lives and 
investment policies, particularly in light of the lump-sum-payment option provided in the Chesapeake Pension Plan, different 
assumptions regarding discount rate and expected rerum on plan assets were selected for Chesapeake's plans and FPU's plans. 
Since both pension plans are frozen with respect to additional years of service and compensation, the rate of assumed 
compensation increases is not applicable. 

The health care in nation rate for 2012 used to calculate the benefit obligation is 6.0 percent for medical and 7.0 percent for 
prescription drugs for the Chesapeake Postretirement Plan; and 7.5 percent for the FPU Medical Plan. A one-percentage point 
increase in the health care in nation rate from the assumed rate wou ld increase the accumulated postretirement benefit 
obligation by approximately $255,000 as of December 31, 2012, and would increase the aggregate of the service cost and 
interest cost components of the net periodic postretirement benefit cost for 2012 by approximate ly $11 ,000. A one-percentage 
point decrease in the health care in nation rate from the assumed rate would decrease the accumulated postretirement benefit 
obligation by approximately $222,000 as of December 31, 2012, and would decrease the aggregate of the service cost and 
interest cost components of the net periodic postretirement benefit cost for 2012 by approximately $10,000. 
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Estimated Future Benefit Payments 

In 20 13, we expect to contribute $325,000 and $650,000 to the Chesapeake Pens ion Plan and FPU Pension Plan , respectively, 
and $88,000 to the Chesapeake SERP. We also expect to contribute $97,000 and $258,000 to the Chesapeake Postretirement 
Plan and FPU Medical Plan, respectively, in 2013. The schedule below shows the estimated future benefit payments for each 
of the plans previously described: 

Chcs>lpeake 
FPll 

Chesapeake 
Pension 

Pension 
Chesap~akc Postretirement 

Pl:w<1> Plnntl ) SERP(2) Phw<2> 

(in thousands) 

2013 $ 564 $ 2,816 $ 88 $ 97 
2014 $ 496 $ 2,881 $ 86 $ 99 
20 15 $ 628 $ 2,930 $ 136 $ 101 
2016 $ 576 $ 2,974 $ 143 $ 98 
2017 $ 1,194 $ 3,006 $ 141 $ 97 
Years 2018 through 2022 $ 3,945 $16,037 $ 654 $ 451 

(I) 

(2) 
The pension plan is funded: therefore, benefit payments are expected to be paid out of the plan assets. 
Benefit payments are expected to be paid out of our general funds. 

FPU 
Medical 

Plan<2l 

$ 258 
$ 241 
$ 221 
$ 183 
$ 147 
$ 44 1 

On March 23,2010, the Patient Protection and Affordable Care Act was signed into law. On March 30, 2010, a compan ion 
bill, the Health Care and Education Reconciliation Act of20 l 0, was also signed into law. Among other things. these new laws, 
when taken together, reduce the tax benefits available to an employer that receives the Medicare Part D subsidy. The deferred 
tax effects of the reduced deductibi li ty of the postretirement prescription drug coverage must be recognized in the period these 
new laws were enacted. The FPU Medical Plan receives the Medicare Part D subsidy. We assessed the deferred tax effects on 
the reduced deductibil ity as a resu lt of these new laws and determined that the defen·ed tax effects were not material to our 
financial results. 

Retirement Savings Plan 

Effective January I, 20 I 2, we sponsor one 40 I (k) retirement savings plan and one non-qualified supplemental employee 
retirement savings plan. 

Our 40 I (k) plan is offered to all el igible employees who have completed three months of service, except fo r employees 
represented by a collective bargaining agreement that does not specifically provide for participation in the plan, non-resident 
aliens with no U.S. source income and individuals classilied as consultants, independent contractors or leased employees. 
Effective January I, 20 II , we match I 00 percent of eligible participants' pre-tax contributions to the Chesapeake 40 I (k) plan 
up to a maximum of six percent of eligible compensation, including pre-tax contributions made by Brave Point employees. In 
addition, we may make a supplemental contribution to participants in the plan, without regard to whether or not they make pre­
tax contributions. Beginning January I, 20 I I, the employer matching contribution is made in cash and is invested based on a 
participant's investment directions. Any supplemental emp loyer contribution is generally made in Chesapeake stock. With 
respect to the employer match and supplemental employer contribution, employees are I 00 percent vested after n.vo years of 
service or upon reaching 55 years of age wh ile still employed by Chesapeake. Employees with one year of service are 20 
percent vested and will become I 00 percent vested after two years of service. Employees who do not make an election to 
contribute or do not opt out of the Chesapeake 40 I (k) plan will be automatically enro lled at a defen·al rate of three percent, and 
the automatic deferral rate wi ll increase by one percent per year up to a maximum of six percent. 
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Effective Januar) I, 1999, we began offering a non-qualified supplemental ernpiO) ec retirement savings plan ("40 I (k) SERP'') 
to our executive officers over a specific income threshold. Participants receive a cash-only matching contribution percentage 
equivalent to their 40 I (k) match level. All contributions and matched funds can be invested among the mutual funds available 
for investment. A II obligations arising under the 40 I (k) SERP are payable from our general assets, although we have 
established a Rabbi Trust for the 40 I (k) SERP. Assets held in the Rabbi Trust for the 40 I (k) SERP had a fair value of $2.2 
million and $1.7 million at December 31, 20 12 and 20 I I, respectively. (Sec Note 9, "Investments," for further details). The 
assets of the Rabbi Trust arc at all times subject to the claims of our general creditors. 

Prior to January I, 2012, we sponsored two separate 40 I (k) retirement savings plans, one for FPU employees and the second 
covering all other Chesapeake employees. From January I, 201 I to December 31, 20 I I, benefits offered under the two 
separate 40 I (k) retirement savings plans were substantially the same. Those benefits were also similar to the benefits offered 
under the one combined 40 I (k) retirement savings plan, effective January I, 2012. 

Prior to January I, 20 II , FPU's 40 I (k) plan provided a matching contribution of 50 percent of an employee's pre-tax 
contributions, up to six percent of the employee's salary, for a maximum company contribution of up to three percent. For 
non-union employees the plan provided a company match of I 00 percent for the first two percent of an employee's 
contribution, and a match of 50 percent for the next four percent of an employee's contribution. for a total company match of 
up to four percent. Employees were automatically enrolled at the three percent contribution level, with the flexibility of opting 
out, and were eligible for the company match after six months of continuous service, with vesting of I 00 percent after three 
years of continuous service. 

Prior to Januaf) I, 20 II, we made matching contributions up to six percent of the emplo) ee's eligible pre-tax compensation 
for Chesapeake legac) businesses, except for BravePoint. as further explained below. The match was between I 00 percent and 
200 percent of the emplo) ee 's contribution (up to six percent of eligible compensation), based on the employee's age and 
years of service. The first I 00 percent was matched with Chesapeake common stock; the remaining match was invested in 
Chesapeake's 40 I {k) Plan according to each employee's investment direction. Employees were automatically enrolled at a 
two-percent contribution, '' ith the flexibility of opting out, and were eligible for the company match after three months of 
continuing service, with vesting of20 percent per year. 

From July I, 2006 to December 31, 20 I 0, our contribution made on behalf of BravePoint employees was a 50 percent 
matching contribution, for up to six percent of each employee·s annual compensation contributed to the plan. The matching 
contribution was 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 BravePoint had funds 
avai lable for profit-sharing was dependent upon the extent to which the segment's actual earnings exceeded budgeted earnings. 
Any profit-sharing dol lars made available to employees could be deferred into the plan and/or paid out in the form of a bonus. 

Contributions to all of our 40 I (k) plans totaled $2.9 million for the year ended December 31, 2012, $2.7 million for the year 
ended December 3 1, 20 I I, and $1.7 mill ion for the year ended December 3 I, 20 I 0. As of December 3 I, 20 12, there are 
580,484 shares reserved to fund future contributions to the 40 I (k) plans. 

Deferrer/ Compeusntiou Piau 

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 arTangement under which certain executives and members of the Board of Directors are able to defer 
payment of all or a part of certain specified types of compensation, including C\ecutive cash bonuses. executive perfonnance 
shares. and directors' retainers and fees. At December 31,2012, the Deferred Compensation Plan consisted solely of shares of 
common stock related to the deferral of executive performance shares and directors' stock retainers. 

Par1icipants 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 fonn of a lump sum or annual installments. Deferrals of executive cash bonuses and directors ' 
cash retainers and fees arc paid in cash. All deferTals of executive performance shares, which represent deferred stock units, 
and directors' stock retainers are paid in shares of our common stock, except that cash is paid in lieu of fract ional shares. 
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We established a Rabbi Trust in connection with the Deferred Compensation Plan . The value of our 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 $982,000 and S817 .000 at 
December 31, 2012 and 20 II , respectively. 
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16. S IIARE-BASED C Oi\IPF:NSATION PLANS 

Our non-employee directors and key employees are awarded share-based awards through our Directors Stock Compensation 
Plan ("DSCP") and our Performance Incentive Plan ("PIP"), respectively. We record these share-based awards as 
compensation costs over the respective service period for which services are received in exchange for an award of equity or 
equ ity-based compensation. The compensation cost is based primari ly on the fair va lue of the shares awarded, using the 
estimaled fair value of each share on the date it was granted and the number of shares to be Issued at the end of the service 
period. 

The table below presents the amounts included in net income related to share-based compensation expense for the awards 
granted under the DSCP and the PIP for the years ended December 3 1, 2012, 20 I I and 20 I 0: 

For the Years l~ nded DcN·mbcr J I, 
(m thousands) 

Directors Stock Compensat ion Plan 
Performance Incentive Plan 
Total compensation expen'se 
Less: tax benefit 
Share-Based Compensation amounts included in net income 

20 12 

$ 443 
976 

1,4 19 
569 

$ 850 

20 11 20 10 

$ 407 $ 283 
1,043 872 
1,450 I, 155 

581 463 
$ 869 $ 692 

Stock Options 

We did nor have any stock options outstanding at December 31, 2012 or 20 ll , nor were any stock options issued during 20 !2, 
20 ! 1 and 2010. 

Directors Stock Compensation Piau 

Shares granted under the DSCP are issued in advance of the directors' service periods and are fu lly vested as of the date of the 
grant. We record a prepaid expense equal to the fair value of the shares issued and amortize the expense equally over a service 
period of one year. In May 20 I 2, each of our non-employee directors received an annual retainer of900 shares of common 
stock under the DSCP. 

A summary of stock activity under the DSCP for the years ended December 31 , 20 12, 20 I I and 20 I 0 is presented below. 

( I ) 

Outstanding - December 31, 20 10 
Granted <1l 

Vested 
Forfeited 
Outstanding - December 31 , 2011 
Granted 
Vested 
Forfeited 
Outstanding - December 31 , 2012 

Number of 
Shares 

11,104 
11,104 

10,800 
10,800 

Weigh ted A•·erage 
Grant Da te linir Value 

s 41 .02 
s 41.02 

$ 41.06 
$ 41.06 

In January 20 I I, our former Chief Executive Officer retired from the Company and was awarded 304 shares of common 
stock fo r the prorated portion of his service period as he began his service as a non-executive board member. 

The weighted average grant date fair va lue of DSCP shares awarded during 2012 and 20 11 was $41.06 and $41.02, per share, 
respectively. The intrinsic values of the DSCP avvards are equal to the fair value of these awards on the date of grant. At 
December 31, 2012, there was $!48,000 of unrecognized compensation expense related to DSCP awards that is expected to be 
recogn ized over the first four months of 20 13. 
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As of December 31, 2012, there were 12,311 shares reserved for issuance under the DSCP. 

Performance lncentil'e Plan 

Our Compensation Comminee is authorized to grant key employees of the Company the right to receive awards of shares of 
our common stock, conringent upon the achievement of established performance goals. TI1ese awards are subject to certain 
post-vesting transfer restrictions. 

We currently have multi-year performance plans, which are earned based upon the successful achievement of long-term goals, 
growth and financial results, which comprised both market-based and performance-based conditions or targets. The fair value 
of each share of stock tied to a perfonnance-based condition or target is equal to the market price of our 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 
share of market-based award granted. 

In July 20 12, we replaced a subsidiary officer's multi-year cash-based incentive award with an award of 4,800 shares under the 
PIP. These shares wi ll vest at the end of the service period ending December 31, 20 14 and have terms and market/performance 
targets similar to other shares granted under the PIP in January 2012. 

Effective February 24, 2012, one of our named executive officers, who was a participant in the PIP, resigned. Pursuant to a 
separation agreement entered into between the Company and the named executive officer, the named executive officer 
received a cash payment ofS 181.500 and other benefits in lieu of other performance-based compensation, which he might 
have been entitled to receive. 

In conjunction with his retiremem, our former Chief Executive Officer forfeited 24.000 shares. which represents the shares 
awarded under the PIP in January 2009 for the performance period ending December 31,2011 that vested in 2012, and in 
January 20 I 0 for the performance period ending December 3 I, 20 12, that had not vested. 

A summary of stock activity under the PIP is presented below: 

(I) 

~umbrrof \\ cighted c\ vcragc 
Shun•s Fair Value 

Ou tstanding December 3 1, 2010 101,150 $ 28.78 
Granted 41,664 $ 40. 16 
Vested 3 1,400 $ 27.63 
fortfeited 24,000 $ 29.3 ! 
Expired 
Outstand ing - December 31, 20 I I 87 ,4 14 s 34.47 
Granted 35,706 $ 39.62 
Vested 13,837 s 29.19 
For1feitedtl l 21,600 s 36.57 
Expired 3,038 $ 26.29 
Outstanding December 31, 2012 8-t,645 s 37.86 

Includes shares settled with a cash payment pursuant 10 the terms of a separation agreement with a former named 
executive officer. 

In 2012,2011 and 2010. we withheld shares with value at least equivalent to the emplo)ees' 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 of shares withheld of 5,670, 12,324 and 17,695 for 2012, 20 II and 20 I 0. 
respectively, was based on the value of the PIP shares on their vesting date, determined by the average of the high and low of 
our stock price. Total payments for the employees' tax obligations to the taxing authorities were approximately $238.000, 
$496,000, and $538,000 in 2012, 20 II and 20 I 0, respectively. 
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The weighted average grant-date fair value of PIP awards granted during 20 12, 20 I I and 20 I 0 was $39.62, $40.16 and $29.38, 
per share, respectively. The intrinsic value of the PIP awards was S 1.2 million. S 1.9 million and $2.7 million for 2012, 20 II 
and 2010, respectively. 

As of December 31. 20 12, there were 3 17,785 shares reserved for issuance under the PIP. 

17. RATE A~l> 0TIIEH lh :Gt1LATOR\' ACTIVITIES 

Our natural gas and electric distribution operations in Delaware, Maryland and Florida are subject to regulation by their 
respective PSC; Eastern Shore, our natural gas transmission subsidiary, is subject to regu lation by the FERC; and Peninsula 
Pipeline. our intrastate pipeline subsidiary, is subject to regulation by the Florida PSC. Chesapeake's Florida natural gas 
distribution divis ion and FPU's natural gas and electric operations continue to be subject to regulation by the Florida PSC as 
separate entities. 

Delaware 

Natural Gas Expansion Ser11ice Offerings: On June 25, 2012, the Delaware division filed with the Delaware PSC an 
application for proposed natural gas expansion service offerings in order to increase the availability of natural gas within its 
Delaware service areas. In this tiling, the Delaware division is seeking approval from the Delaware PSC of the following: 

(i) a month!> fixed charge to customers in portions of eastern Sussex County. Dela,,are, which will enable the 
Delaware division to extend its distribution system to provide natural gas service to these customers economically 
without upfront contributions from these cus10mers: 

(i i) optional service offerings 10 customers to assist them in conversions. including a conversion finance service to assist 
customers with their cost of conversion equipment; and 

(iii) a slight rate increase for all Delaware customers in order to supp011 the additional costs associated with the 
administration and implementation of the proposed service offerings. 

On July 3, 20 12, the Delaware PSC officially opened the docket and set a period for fonnal interventions to be filed. On 
Janual)' 4, 2013, the Division of the Public Advocate filed a motion to close the docket on the grounds that the proposed 
expansion serv ice offerings should only be considered in the context of a full base rate case. On February 6, 2013, the Hearing 
Examiner ass igned to the case issued a report recommending that the Delaware PSC deny the Division of Public Advocate's 
motion . We anticipate that the Delaware PSC wi ll render a decision on the Division of the Public Advocate's motion in the 
first quarter of 20 I J. If the motion is den ied, we anticipate that the Delaware PSC will render a final decision on the expansion 
service app lication in the second quarter of20 13. 

01her Maflers : We also had developments in the following regulatory matters in Delaware: 

On September I, 20 II , the Delaware division filed with the Delaware PSC its annual Gas Service Rates ("GS R") 
application, seeking approval to change its GSR. effective November I, 20 II . On September 20, 20 II, the Delaware PSC 
authorized the Delaware division to implement the GSR charges, as filed on November I, 20 II, on a temporary basis. 
The Delaware PSC granted approval of the GSR charges at its regularly scheduled meeting on July 17,2012. 

On June 18, 20 12, the Delaware division filed an application with the Dela\\ arc PSC requesting approval for a Town of 
Selbyville franchise fcc rider. This rider allows the Delaware division to charge all natural gas customers within the town 
limits the franchise fcc paid by the Delaware division to the Town ofSelb)ville as a condition to providing natural gas 
service. The Delaware PSC granted approval of this franchise fcc rider on August 7, 2012. 

On September 21, 2012, the Delaware division filed with the DeJa\\ arc P C its annual GSR application. seeking approval 
to change its GSR, effective ovember I, 2012. On October 9, 2012, the Del a'' are PSC authorized the Delaware division 
to implement the GS R charges, as filed, effective November I, 2012, on a temporary basis and subject to refund, pending 
the completion of a full evidentiary hearing and a final deci sion . 
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Mary land 

ESG Acquisition: On September 7, 2012, we filed an application with the Maryland PSC for approval of the purchase of the 
ESG operating assets and the transfer of the ESG franchises to Chesapeake (sec otc 4, ·'Acquisitions;· for additional 
information on the ESG asset purchase). In this application, we also requested the Maryland PSC to approve the overall 
regulatory framework we proposed for our operation in Worcester County. TI1e proposed regulatory framework includes: (i) a 
request for approval of a new gas service tariff and rates applicable to natural gas and propane distribution customers in 
Worcester County, including the customers currently being served by ESG; (ii) a request for approval of the capacity, supply 
and operating agreement with ESG for the supply and storage of propane, which will be utilized to serve the ESG system 
customers; and (iii) a request for approval of the accounting treatment for cer1ain of the purchased assets. Evidentiary hearings 
are schedu led for the week of March II , 20 13. We anticipate that the Mary land PSC will render a final dec ision on our 
application in 20 13. 

Other Mauer: We also had developments in the following regulatory matter in Maryland: 

On December II, 20 12. the Maryland PSC held an evidentiary hearing to determ inc the reasonableness of the four 
quarterly gas cost recovery filings submitted by the Maryland division during the 12 months ended September 30, 2012. 
No issues were raised at the hearing. The Hearing Examiner in this proceeding issued a proposed order approving the 
division's four quarterly filings. This proposed order was finalized by the Maryland PSC on December 28, 2012. 

Florida 

"Come-Back·· Filing: On January 30, 2012, the Florida PSC issued an order, approving, among other things, the inclusion in 
our rate base in Florida of an acquisition adjustment of$34.2 million and merger-related costs of$2.2 million. to be amortized 
over a 30-year period and a five-year period, respective)), using the straight-line method beginning in ovember 2009. The 
acquisition adjustment pcnnits the recovery, through rates, and inclusion in rate base, of the premium (amount in excess of net 
book value) paid for the acquisition of FPU. The Florida PSC also detem1incd that FPU and Chesapeake's Florida division did 
not have any excess earnings in 20 I 0 to be refunded to customers. The Florida PSC issued a consummating order on these 
matters on January 30. 20 11. 
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The Florida PSC order allows us to classify the acquisition adjustment and merger-related costs as regulatory assets and 
include them in our investment, or rate base, when determiJ1ing our Florida natural gas rates. In addition, our rate of return 
calculation will be based upon this higher level of investment, which enables us to earn a return on this investment. Pw·suant to 
this order, we reclassified to a regulatory asset at December 31 , 2011, $3 1.7 mi Ilion of the $34.2 mill ion in merger-related 
goodwill, which represents the portion of the goodwill allowed to be recovered in future rates after the effective date of the 
Florida PSC order. We also recorded as a regulatory asset $18.1 million related to the gross-up of the acquisition adjustment 
for income tax. Ofthe $2.2 million of merger-related costs, $1.3 million, which represents the portion of the merger-related 
costs allowed to be recovered in future rates after the effective date of the Florida PSC order, had previously been deferred as a 
regu latory asset. We also recorded as a regulatory asset $349,000 related to the gross-up of the merger-related costs for income 
tax . Based upon the effective date and outcome of the order, we began reflecting the amortization of the acquisition adjustment 
and merger-related costs as an expense in January 20 12, and included $2.4 million of the amortization expense in depreciation 
and amOJtization in the accompanying consolidated statement of income for the year ended December 31, 2012. We will 
record $2.4 million ($1.4 million, net of tax) in amortization expense related to these assets in 20 13, $2.3 million ($1 .4 million, 
net of tax) in 2014 and $1.8 million ($1.1 million, net of tax) annually thereafter until 2039. These amortization expenses will 
be non-cash charges, and the net effect of the recovery will be positive cash flow. Over the long term, inclusion of the 
acquisition adjustment and merger-related costs in our rate base and the recovery of these regulatory assets through 
amottization expense will increase our eamings and cash flows above what we would have been able to achieve absent this 
regulatory authorization. 

In FPU's future rate proceedings, if it is determined that the level of cost savings supporting recovery of the acquisition 
adjustment no longer exists, the remaining acquisition adjustment may be partially or entirely disallowed by the Florida PSC. 
In such event, we would have to expense the corresponding unamortized amount of the disallowed acquisition adjustment. 

Peninsula Pipeline: At its April 10,2012 agenda conference, the Florida PSC approved a joint tetTitorial agreement between 
FPU and Peoples Gas and other related agreements among FPU, Peninsula Pipeline and Peoples Gas. These agreements were 
entered into in January 2012 to enable Peninsula Pipeline and FPU to expand natural gas service into Nassau and Okeechobee 
Counties, Florida. 

The joint tetTitorial agreement provides for the joint construction, ownership and operation of a pipeline extend ing 
approximately 16 miles from the Duval/Nassau County line to Amelia Island in Nassau County, Florida. The 16-mile pipeline 
was completed and placed into service in December 2012 . Under the terms of the agreement, Peninsula Pipeline owns 
approximately 45 percent of this 16-mile pipeline, and its portion of the estimated project cost is expected to be approximately 
$5.8 million. Peoples Gas will operate the pipeline, and Peninsula Pipeline will be responsible for its portion of the operation 
and maintenance expenses of the pipeline based on its ownership percentage. Under a separate agreement, Peninsula Pipeline 
contracted with Peoples Gas for transportation service from the Peoples Gas interconnection point with an unaffiliated 
upstream mterstate pipeline to the new jointly-owned pipeline, for an annual charge of approximately $800,000. Peninsula 
Pipeline will then utilize its portion of the capacity ofthe pipeline jointly owned with Peoples Gas to provide h·ansmission 
service to FPU for its natural gas distribution service in Nassau County. The cost of the transportation service paid to 
Peninsula Pipeline by FPU, which is based on the annual charge of $2.1 million approved by the Florida PSC, is included in 
FPU's fuel costs. In April2012, pending the completion of the new 16-mile pipeline, Peninsula Pipeline commenced its 
service to FPU, using compressed natural gas. 

Marianna Franchise: On July 7, 2009, the Marianna Commission adopted an ordinance granting a franchise to FPU, effective 
February I, 20 I 0, for a period not to exceed I 0 years for the operation and distribution and/or sale of electric energy (the 
"Franchise Agreement"). The Franchise Agreement provides that FPU will develop and implement new TOU and intetTuptible 
electric power rates, or other similar rates, mutually agreeable to FPU and the City of Marianna. The Franchise Agreement 
further provides for the TOU and interruptible rates to be effective no later than Februmy 17, 2011 , and available to all 
customers within FPU's northwest division, which includes the City of Marianna. If the rates were not in effect by 
February 17, 20 l l, the City of Marianna wou ld have the right to give notice to FPU within !80 days thereafter of its intent to 
exercise an option in the Franchise Agreement to purchase FPU's property (consisting of the electric distribution assets) within 
the City of Marianna. Any such purchase would be subject to approval by the Marianna Commission, which would also need 
to approve the presentation of a referendum to voters in the City of Mariatma for the approval of the purchase and the 
operation by the City of Marianna of an electric distribution facility. If the purchase is approved by the Marianna Commission 
and by the referendum, the closing of the purchase must occur within 12 months after the referendtun is approved. lfthe City 
of Marianna elects to purchase the Marianna property, the Franchise Agreement requires the City of Marianna to pay FPU the 
fair market value for such property as determined by three qualified appraisers. Our future financial results would be 
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In accordance with the tenns of the Franchise Agreement, FPU developed TOU and interruptible rates, and on December 14, 
2010, FPU filed a petition with the Florida PSC for authority to implement such proposed TOU and interruptible rates on or 
before February 17, 2011. On February I I, 2011, the Florida PSC issued an order approving FPU's petition for authority to 
implement the proposed TOU and interruptible rates, which became effective on February 8, 2011. The City of Marianna 
objected to the proposed rates and filed a petition protesting the entry of the Florida PSC's order. On January 24, 2012, the 
Florida PSC dismissed with prejudice the protest by the City of Marianna. 

On January 26, 20 II, FPU filed a petition with the Florida PSC for approval of an amendment to FPU's Generation Services 
Agreement entered into between FPU and Gulf Power. The amendment provides for a reduction in the capacity demand 
quantity, which generates the savings necessa1y to support the TOU and interruptible rates approved by the Florida PSC. The 
amendment also extends the CUITent agreement by two years, with a new expiration date of December 31 , 2019. By its order 
dated June 2 I , 2011 , the Florida PSC approved the amendment. On July 12, 2011, the City of Marianna filed a protest of this 
decision and requested a hearing on the amendment. On January 24,2012, t11e Florida PSC dismissed with prejudice the 
protest by the City of Marianna. 

The City of Marianna filed an appeal with the Florida Supreme Court on March 7, 2012 and with the Florida PSC on 
March 19, 20 I 2, seeking an appellate review of both of the decisions by the Florida PSC with respect to the protests by the 
City of Marianna and at this time, this appeal is pending before the Florida Supreme Court. These Florida PSC Dockets are 
currently in litigation status awaiting a decision by the Florida Supreme Court on the administrative appeal. 

As disclosed in Note 19, "Other Commitments and Contingencies," on March 2, 2011, the City of Marianna filed a complaint 
against FPU in the Circuit Court of the Fourteenth Judicial Circuit in and for Jackson County, Florida, alleging breaches of the 
Franchise Agreement by FPU and seeking a declaratory judgment that the City of Marianna has the right to exercise its option 
to purchase FPU's property in the City of Marianna in accordance with the tenns of the Franchise Agreement. Prior to the 
scheduled trial date, FPU and the City of Marianna reached an agreement in principle to resolve their dispute, which resulted 
in the City of Marianna dismissing its legal action with prejudice on February II , 2013. See Note 19, "Other Commitments 
and Contingencies" for additional details. All related litigation expenses have been recorded as operating expenses. 

On August 27, 2012, FPU filed a petition with the Florida PSC for approval to: (i) defer, as a regulatory asset, the litigation 
expenses associated with the litigation initiated by the City of Marianna and (ii) amortize previously expensed and future 
litigation expenses over five years beginning January 2013. On December 3, 2012, the Florida PSC issued an order approving 
FPU's request for deferral and amortization of the litigation expenses for regulatory accounting and reporting purposes. This 
order does not change the CUJTent rates charged by FPU to its electric customers unless FPU seeks and receives an approval 
from the Florida PSC in a future proceeding to recover the litigation expense in rates. Given the uncertainties of the future 
recovery of the litigation expenses in rates, we have not deferred the litigation expense as a regulatory asset at December 31, 
2012 in the accompanying consolidated balance sheet. If we detennine in the future that recovery of the litigation expenses in 
future rates is probable, we will establish a regulatoiy asset in accordance with GAAP. The total ligation expenses associated 
with the City of Marianna litigation was$] .4 million at December 31, 2012. 
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We have the following additional regulatory matters involving the City of Marianna: 

On April 7, 2011, FPU filed a petition for approval of a mid-course reduction to its northwest division fuel rates based on 
two factors: (I) the amendment to the Generation Services Agreement with Gulf Power approved by the Florida PSC on 
June 21, 20 II , and (2) a weather-related increase in sales resulting in an accelerated collection of the prior year's under­
recovered costs. Pursuant to its order dated Ju ly 5, 20 II , the Florida PSC approved the reduction of the fue l rates of 
FPU's northwest division, including the fuel rates charged to customers in the City of Marianna. 

On February 24,2012, FPU filed a revised petition for approval of a mid-course reduction to its northwest division fuel 
rates based on a reduction in its supplier's fuel rates, which would significantly lower purchased power costs for FPU's 
Northwest Division in 2012. FPU filed for this mid-course reduction in order to ensure that its customers receive these 
savings in the most timely manner. The Florida PSC issued an order on March 27, 20 12, approving the mid-course 
reduction in fuel rates effective April 1, 2012. This further reduced the fuel rates ofFPU's northwest division, including 
the fuel rates charged to customers in the City ofMarianna. 

On June 1, 2012, the City of Marianna filed a petition with the Florida PSC for resolution of a territorial dispute for 
natural gas service in Jackson County as well as the surrounding areas included in FPU's planned expansion. On June 22, 
2012, FPU filed a response to the petition defending its planned expansion. On December 13, 2012, the parties filed a 
joint notice with the Florida PSC to withdraw the territorial dispute, and FPU no longer seeks to offer retail natural gas 
services in the area that was previously in dispute in this proceeding. 

Gas Reliability infrastructure Program ("GRJP"): On February 3, 2012, FPU's natural gas distribution operation and 
Chesapeake's Florida division filed a petition with the Florida PSC for approval of a GRIP surcharge to customers, which is 
designed to recover capital and other program-related-costs, inclusive of an appropriate retum on investment, associated with 
accelerating the replacement of qualifying distribution mains and services (defined as any material other than coated steel or 
plastic (Polyethylene)) in their respective systems. We expect to incur approximately $75.0 million over a I 0-year period to 
replace qualifying mains and services. At the August 14,2012 agenda conference, the Florida PSC approved a GRIP for FPU 
and Chesapeake's Florida division to provide an annual surcharge mechanism with quarterly reporting requirements, effective 
January I, 20 13. The first year surcharge wi II include investments made in the period from August 14, 2012 through 
December 31, 2013. 

Other Matters: We also had developments in the following regulatory matters in Florida: 

On June 21,2011, FPU, in accordance with the Florida PSC rules, filed its 2011 depreciation study and request for new 
depreciation rates for its electric distribution operation, effective Janua1y I, 2012. The Florida PSC approved the 
depreciation study at its January 24, 2012 agenda conference. The new approved depreciation rates are expected to reduce 
annual depreciation expense by approximately $227,000. 

On March 21, 20 12, FPU filed a petition with the Florida PSC for approval of a negotiated contract for the purchase of 
renewable energy power between FPU and an unaffiliated company, which is constructing and installing a new renewable 
generating facility within FPU's service tenitory. If constructed and installed, this facility will be capable of 
interconnecting and sell ing power to FPU's northeast electric division. Overall, this contract will provide a benefit to 
FPU's northeast electric customers, while also promoting the State of Florida's goal of encouraging energy independence 
and the growth of renewable energy projects. Savings will be passed on to customers through lower fuel costs. At the 
agenda conference on July 17,2012, the Florida PSC approved the contract. 
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On July 12,2012, FPU filed a petition with the Florida PSC for approval of recognition of a regulatory liability for a one­
time tax contingency gain related to FPU's income tax liability, which originated prior to the acquisition by Chesapeake 
from excess tax depreciation on vel1icles. FPU recently determined that this tax liability was no longer needed because 
the applicable statute of linlitation of the IRS and the tax remittance period related to this tax liability have expired. FPU 
believes that the treatment most consistent with prior regulatory treatment of one-time gains would be to record the 
amount as a regulatory liability and amortize that amount over a specified period. FPU proposed"to establish 
approximately $1.9 million of regulatory liability ($ 1.2 million of the tax contingency gain and $748,000 as the tax gross­
up) and amortize it over the period from January 20 12 to October 2014. At the October 16, 2012 agenda conference, the 
Florida PSC approved FPU's petition. A final order was issued on November l6, 2012 and FPU began recording the 
amortization of this regulatory liability, effective Januaty I, 2012, with the cumulative effect of the amortization recorded 
at that time. 

On August 28, 2012, Chesapeake's Florida ctivision filed a petition with the Florida PSC for approval of a special 
contract with one of its customers for transportation service under its special contract service tariff. The initial term of the 
new special contract service is three years with provisions for extension unless either party gives notice of termination to 
the other party. At the December 10,2012 agenda, the Florida PSC approved this special contract service. A final order 
was issued on January 25, 2013. 

On September 28, 2012, FPU provided a letter to the Florida PSC stating its intent to request approval of a positive 
acquisition adjustment associated with FPU's purchase of IGC's operating assets in 20 I 0. FPU provided this letter to the 
Florida PSC. ln this letter, FPU also acknowledged the jurisdiction of the Florida PSC to calculate and dispose of 
prospective overeamings, if any, occurring after October I, 2012 that may be found at the conclusion of the acquisition 
adjustment proceeding. On December 11 , 2012, FPU tiled a petition to request approva l of a positive acquisition 
adjustment associated with FPU's purchase of IGC assets. The Florida PSC is expected to review this petition at the April 
2013 agenda conference. 

On December 14,2012, Peninsula Pipeline filed a petition with the Florida PSC, asking for approval of a transportation 
service agreement with FPU. The agreement provides for an upstream interconnection of Peninsula Pipeline's faci lities 
with the FGT system and a downstream i11terconnection with FPU's facilities. An agenda date for the Florida PSC to 
review and approve this contract has not been set at this time. 

Eastern S ltore 

The following are regulatory activities involving FERC orders applicable to Eastern Shore and the expansions of Eastern 
Shore 's transmission system: 

Rate Case Filing: On December 30, 2010, Eastern Shore fi led with the FERC a base rate proceeding in accordance with the 
terms of the settlement in its prior base rate proceeding. Conferences involving Eastern Shore, the FERC Staff and other 
interested parties resulted in a settlement based on an annual cost of service of approximately $29.1 million and a pre-tax 
retum of 13.9 percent. Also included in the settlement is a negotiated rate adjustment, effective November I, 20 II, associated 
with the phase-in of an additiona l 15,000 Dts/d of new transm ission service on Eastern Shore's eight-mile extension to 
interconnect with TETLP's pipeline system. This rate adjustment reduces the rate per Dt of the service on this eight-mile 
extension by reflecting tl1e increased service of 15,000 Dts/d with no additional revenue. This rate adjustment effectively 
offsets the increased revenue that would have been generated from the 15,000 Dts/d increase in finu service, although Eastern 
Shore may still collect a commodity charge on the increased volume from the phase-in of service. The settlement also provides 
a five-year moratorium on the parties' rights to challenge Eastern Shore's rates and on Eastern Shore's right to file a base rate 
increase but allows Eastern Shore to file for rate adjustments during those five years in the event certain costs related to 
government-mandated obligations are incmTed and Eastern Shore's pre-tax earnings do not equal or exceed 13.9 percent. The 
PERC approved the settlement on January 24, 2012 

From July 20 II through October 2011, Eastern Shore adjusted its billing to reflect the rates requested in the base rate 
proceeding, subject to refund to customers upon the PERC's approval of the new rates. Commencing in November 2011 , 
Eastern Shore adjusted its billing to reflect the settlement rates, subject to refund to customers upon FERC's approval of the 
settlement. At December 31, 2011, Eastern Shore had recorded approximately $1.3 million as a regulatory liability related to 
the refund due to customers as a result of the settlement; the refund was paid in January and february 2012. 
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Mainline Expansion Project: On May 14, ·20 12, Eastern Shore submitted to the FERC an Application for a Certificate of 
Public Convenience and Necessity for approval to construct, own and operate the fac il it ies necessary to deliver additional firm 
service of 15,040 Dts/d to an existing electric power generation customer and to Chesapeake's Delaware and Maryland 
divisions. The estimated capital cost of the project is approximately $16.3 million. The filing was publicly noticed on May 25, 
2012. Two of Eastern Shore's existing customers and Chesapeake's Delaware and Maryland divisions filed motions to 
i-ntervene in support of the project. One existing customer filed a motion to intervene and protest. On June 28, 2012, Eastern 
Shore submitted a response to the protest, and on August 31, 20 12, the protesting customer filed a response to Eastern Shore's 
response. On October 3, 20 12, the US Department of the Interior submitted comments on the FERC's environmental 
assessment regarding Eastern Shore's re-vegetation plan. On October 9, 20 12, a non-profit organ ization also submitted 
comments with regard to the FERC's environment assessment, requesting the FERC to extend the comment period by 60 days 
in order to allow adequate time for public review and comment, as well as other claims that the FERC's environmental 
assessment was deficient. In February 2013, the FERC approved Eastern Shore's application. 

Daleville Compressor Station Upgrade Filing: On October 12, 20 12, Eastern Shore submitted to the FERC an Application for 
a Certificate of Public Convenience and Necessity, seeking authorization to construct, own, operate, and maintain a new gas 
fired compressor unit at its existing Daleville Compressor Station located in Chester County, Pennsylvania. The new 
compressor unit will provide J 7,500 Dts/d of additional fLrm transportation service to two of Eastern Shore's existing 
customers. ln tllis application, Eastern Shore also included a description of a second new gas fired compressor unit to be 
installed at the Dalevi lle Compressor Station, which will replace the three existing compressors that serve as back-up units to 
existing primary compressor units. Eastern Shore also plans to replace the engine exhaust devices of the existing primary 
compressor units wit11 air emissions control equipment to comply with new required environmental regulations. The 
replacement compressor unit and new engine exhaust devices will result in improved air emissions, reliability and flexibi lity 
on Eastem Shore's system. Eastern Shore does not need specific FERC approval to construct the replacement compressor unit 
or emission controls; However, Eastern Shore wants the FERC to be fully advised of these improvement efforts. The estimated 
capital costs of the project are approximately $12.1 million . The application was publicly noticed on October 23, 2012, and the 
comment period ended on November 13,20\2. Three unaffiliated entities entered timely petitions to intervene on Eastern 
Shore's behalf. In March 2013, the FERC approved this application. Eastem Shore anticipates a completion date that will 
allow for service to commence utilizing the new facilities in November 2013 . 

Other Matters: Eastern Shore also had developments in the fo llowing FERC matters: 

On March 7, 20 II , Eastern Shore filed certain tariff sheets to amend the creditworthiness provisions contained in its 
FERC Gas Tariff. On April 6, 20 II, the FERC issued an order accepting and suspending Eastern Shore's filed tariff 
revisions, effective Apr il I, 2011, subject to Eastem Shore submitting certain clarifications with regard to several 
proposed revisions. Eastem Shore responded with a revised filing on January 13, 2012, which the FERC approved on 
February 24, 20 12. 

On March I, 20 J 2, Eastern Shore filed revised tariff sheets to amend certain provisions contained in the Construction of 
Facilities and Right of First Refusal sections of its FERC Gas Tariff. On April 6, 2012, the FERC issued an order 
accepting Eastern Shore's revised tariff sheet, effective April .! , 2012, subject to Eastem Shore submitting two additional 
revisions proposed by an intervening party during the review period. Eastem Shore responded with a revised fi ling on 
Apri ll6, 2012, which the FERC accepted. 

On June 27, 20 12, Eastern Shore submitted a combined fil ing for its Fuel Retention Percentage ("FRP") and Cash-Out 
Surcharge to the FERC, which encompassed a 24-month period from April 20 I 0 to March 2012. In the filing, Eastem 
Shore proposed to maintain its existing zero FRP rate and its existing zero rate for the Cash-Out Surcharge. Eastern Shore 
also proposed to refund approximately $320,000, inc lusive of interest, to its eligible customers as a result of combining 
its over-recovered Gas Requ ired for Operations and its over-recovered Cash-Out Cost. On October 19, 2012, the FERC 
issued an order accepting Eastern Shore's proposal. The proposed refund has been accrued and included in regulatory 
liabilit ies (current) in the accompanying consolidated balance sheet at December 31,20 12. 
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18. E VIRONMENTAL C OMMITMENTS AND CONTINGENCIES 

We are subject to federal, state and local laws and regulations governing environmental quality and pollution control. These 
laws and regulations require us to remove or remedy at current and former operating sites the effect on the environment of the 
disposal or release of specified substances. 

We have participated in the investigation, assessment or remediation , and have exposures at six former MGP sites. Those sites 
are located in Salisbu1y, Maryland, and Winter Haven, Key West, Pensacola, Sanford and West Palm Beach, Florida. We have 
also been in d iscussions with the MOE regarding a seventh fonner MGP site located in Cambridge, Maryland. 

As of December 31,2012, we had approximately $10.5 million in environmental liabilities related to all ofFPU's MGP sites 
in Florida, wh ich include the Key West, Pensacola, Sanford and West Palm Beach sites, representing our estimate of the future 
costs associated with those sites. FPU has approval to recover up to $14.0 million of its environmental costs related to all of its 
MGP sites from insurance and from customers through rates, approximately $8.7 million of which has been recovered as of 
December 31, 2012. We had approximately $5 .3 mill ion in regulato1y assets for future recove1y of environmental costs from 
FPU's customers. 

In addition to the FPU MGP sites, we had $170,000 in environmental liabilities at December 31, 2012, related to Chesapeake's 
MGP sites in Maryland and Florida, representing our estimate of future costs associated with these s ites. As of December 31, 
2012, we had approximately $612,000 in regu latory and other assets for future recove1y through Chesapeake's rates. 
Environmental liabilities for all of our MGP sites are recorded on an undiscounted basis based on the estimate of fumre costs 
provided by independent consultants. 

We continue to expect that all costs related to environmental remediation and related activities will be recoverable from 
customers through rates. 

The fol lowing discussion provides details on MGP sites: 

West Palm Beach, Florida 

Remedial options are being evaluated to respond to envirorunental impacts to soil and groundwater at and in the 
immediate vicinity of a parcel of property owned by FPU in West Palm Beach, Florida, where FPU previously operated 
an MGP. FPU is currently implementing a remedial plan approved by the Florida Department of Environmental 
Protection ("FDEP") for the east parcel of the West Palm Beach site, which includes installation of monitoring test wells, 
sparging of a ir into the groundwater system and extraction of vapors from the subsurface. It is anticipated that similar 
remedia l actions ultimately will be implemented for other po1tions of the site. Estimated costs of remediation for the West 
Palm Beach site range from approximately $4.5 million to $15.4 million, including costs associated with the relocation of 
FPU's operations at this site, which is necessary to implement the remedial plan, and any potential costs associated with 
future redevelopment of the properties. We continue to expect that all costs related to these activities will be recoverable 
from customers through rates. 

Sanford, Florida 

FPU is the cunent owner of property in Sanford, Florida, which was a former MGP site that was operated by several 
other entities before FPU acquired the property. FPU was never an owner or an operator of the MGP. In January 2007, 
FPU and other responsible parties at the Sanford site (collectively with FPU the "Sanford Group") signed a Third 
Participation Agreement, which provides for the funding of the fina l remedy approved by the EPA for the site. FPU's 
share of remediation costs under the Third Participation Agreement is set at five percent of a maximum of $ 13.0 million, 
or $650,000. As of December 31,2012, FPU has paid $650,000 to the Sanford Group escrow account for its entire share 
of the funding requirements. 

The total cost of the final remedy is now estimated at over $20.0 million, which includes long-term monitoring and the 
settlement of claims asserted by two adjacent property owners to resolve damages that the property owners allege they 
have i11cuned and will incur as a resu lt of the implementation of the EPA-approved remediation. In settlement of these 
claims, members of the Sanford Group, which in this instance does not include FPU, have agreed to pay specified sums 
of money to the pa1ties. FPU has refused to pa1ticipate in the funding of the third-party settlement agreements based on 
its contention that it did not contribute to the release of hazardous substances at the site giving rise to the third-party 
claims. FPU has advised the other members of the Sanford Group that it is unwill ing at this time to agree to pay any sum 
in excess of the $650,000 comm itted by FPU in the Third Participation Agreement. 
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As of December 31,2012, FPU's remaining remediation expenses, including attorneys' fees and costs, are estimated to 
be $24,000. However, we are unable to detennine, to a reasonable degree of certainty, whether the other members of the 
Sanford Group will accept FPU's asse~ted defense to liability for costs exceeding $13.0 million as provided in the Third 
Participation Agreement to implement the fina l remedy for this site or will pursue a c laim against FPU for a sum in 
excess of the $650,000 that FPU has paid under the Third Participation Agreement. No such claims have been made as of 
December 31,2012. 

Key West, Florida 

FPU fonnerly owned and operated an MGP i.n Key West, Florida. Field investigations perfonned in the 1990s identified 
limited environmental impacts at the site, which is currently owned by an unrelated third patty. In 2010, after 17 years of 
regulatory inactivity, FDEP observed that some soil and groundwater standards were exceeded and requested 
implementation of additional soil and groundwater fieldwork. The scope of work is limited to the installation of two 
additional monitoring wells and periodic mon itoring of the new and existing wells. The two new monitoring wells were 
installed in November 20 II, and groundwater monitoring began in December 2011. The fu·st semi-annual report from the 
monitoring program was issued in May 2012. The data from the June 2012 and September 2012 monitoring events were 
submitted to the FDEP on October 4, 20 12. FDEP responded via e-mail on October 9, 20 12, that based on the data, 
Natural Attenuation Monitoring ("NAM") appears to be an appropriate remedy for the site. The FDEP issued a Remedial 
Action P lan approval order, dated October 12, 2012, which specified that a limited semi-annual mon itoring program is to 
be conducted . The annual cost to conduct the limited NAM program is not expected to exceed $8,000. Although the 
duration that FDEP will require limited NAM cannot be detetmined with certainty, it is anticipated that total costs to 
complete the remedial action will not exceed $50,000. 

Pensacola, Florida 

FPU formerly owned and operated an MGP in Pensacola, Florida, which was subsequently owned by Gulf Power. 
Portions of the site are now owned by the City of Pensacola and the Florida Department of Transportation ("FDOT"). In 
October 2009, FDEP informed Gulf Power that FDEP would approve a conditional No FUither Action detennination for 
the site, which must include a requirement for institutional and engineering controls. On December 13, 20 I I, Gulf Power, 
the City of Pensacola, FOOT and FPU submitted to FDEP a draft covenant for institutional and engineering controls for 
the site. Upon FDEP's approval and the subsequent recording of the institutional and engineering controls, no further 
work is expected to be required of the parties. Assuming FDEP approves the draft institutional and engineering controls, 
it is anticipated that FPU's share of remaining legal and cleanup costs wi ll not exceed $5,000. 

Salisbury, Mary/am/ 

We have substantially completed remediation of a site in Salisbury, Maryland, where it was detennioed that a former 
MGP caused localized ground-water contamination. In February 2002, the MDE granted pennission to. permanently 
decommission the systems used for remediation and to discontinue all on-site and off-site well monitoring, except for one 
well, which is being maintained for periodic product monitoring and recovety. We anticipate that the remaining costs of 
the one remaining monitoring well will not exceed $5,000 annually. We cannot predict at this time when the MOE will 
grant permission to pennanently decommission the one remaining monitoring well. 
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Winter Haven, Florida 

The Winter Haven site is located on the eastem shoreline of Lake Shipp, in Winter Haven, Florida. Pursuant to a consent 
order entered into with FDEP, we are obligated to assess and remediate environmental impacts at this former MGP site. 
The recent groundwater sampling results show a continuing reduction in contaminant concentrations from the treatment 
system, which has been in operation since 2002. Currently, we predict that remedial action objectives could be met in 
approximately two to three years for the area being treated by the remediation system. On August 7, 2012, FDEP issued a 
letter discussing the need to evaluate further remedial options, which could incorporate risk-management options, 
including natural attenuation and the use of institutional and engineering controls. Modifications to the existing consent 
order and the remedial action plan modification could be required to incorporate risk-management options into the 
remedy for the site. If such modifications are required, we estimate that future remediation costs could be as much as 
$443,000, which includes an estimate of$100,000 to implement additional actions, such as institutional controls, at the 
site. If we are required to incur this cost, we conti_nue to believe that the entire amount will be recoverable from customers 
through our approved rates. 

The current treatment system at the Winter Haven site does not address impacted soi ls in the southwest corner of the site. 
In 2010, we obtained a conditional approval from FDEP for a soil excavation plan; however, because the costs associated 
with shoreline stabilization and dewatering are likely to be substantial, alternatives to this excavation plan are being 
evaluated. 

FDEP has indicated that we may be required to remediate sediments along the shoreline of Lake Shipp, immediately west 
of the site. Based on studies perfom1ed to date, we object to FDEP's suggestion that the sediments have been adversely 
impacted by the former operations of the MGP. Our early estimates indicate that some of the con·ective measures 
discussed by FDEP could cost as much as $1 .0 million. We believe that corrective measures for the sediments are not 
warranted and intend to oppose any requirement that we undertake corrective measures in the offshore sediments. We 
have not recorded a liability for sediment remediation, as the final resolution of this matter cannot be predicted at this 
time. 

Other 

We are in discussions with the MDE regarding a former MGP site located in Cambridge, Maryland. The outcome of this 
matter cannot be determined at this time; therefore, we have not recorded an environmental liability for this location. 

We are currently investigating a potential environmental matter involving a property we recently purchased in Fernandina 
Beach, Florida. The extent of contamination and our cost to remediate the property, if any, cannot be determined at this 
time; therefore, we have not recorded an environmental liability for this site. 
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19. OTHER COMMlTMENTS AND CONTINGENCIES 

Litigation 

Page 141 of156 

On March 2, 2011, the City of Marianna fi led a comp laint against FPU in the Circuit Court of the Fourteenth Judicial Circuit 
in and for Jackson County, F lorida. In the complaint, the City of Marianna alleged three breaches of the Franchise Agreement 
by FPU: (i) FPU fai led to develop and implement TOU and interruptible rates that were mutual ly agreed to by the City of 
Marianna and FPU; (ii) mutually agreed upon TOU and interruptible rates by FPU were not effective or in effect by 
February 17, 20 It ; and (iii) FPU did not have such rates available to all of FPU's customers located within and without the 
corporate limits of the City of Mariarma. The City of Marianna is seeking a declaratory judgment allowing it to exercise its 
option under the Franchise Agreement to purchase FPU's property (consisting of the electric distribution assets) within the 
City of Marianna. Any such purchase would be subject to approval by the Marianna Commission, wh ich would also need to 
approve the presentation of a referendum to voters in the City of Marianna related to the purchase and the operation by the 
City of Marianna of an electric distribution facility. If the purchase is approved by the Marianna Commission and the 
referendum is approved by the voters, the closing of the purchase must occur within 12 months after the referendum is 
approved . On March 28, 20 I I, FPU filed its answer to the declaratory action by the City of Marianna, in which it denied the 
material allegations by the City ofMariarma and asserted several affirmative defenses. On August 3, 201 1, the City of 
Marianna notified FPU that it was formally exercising its option to purchase FPU's property. On August 31, 2011, FPU 
advised the City of Marianna that it has no right to exercise the purchase option under the Franchise Agreement and that FPU 
would continue to oppose the effort by the City of Mariaru1a to purchase FPU's property. In December 20 11 , the City of 
Marianna filed a motion for summary judgment. FPU opposed the motion. On April 3, 2012, the court conducted a hearing on 
the City of Marianna 's motion for summary judgment. The court subsequently denied in part and granted in part the City of 
Marianna's motion after concluding that issues of fact remained for trial with respect to each of the three alleged breaches of 
the Franchise Agreement. Mediation was conducted on May II, 2012, and again on July 6, 20 12, but no resolution was 
reached. The case was originally scheduled for trial in October 20 12, however, due to a scheduling conflict, the trial was 
rescheduled to February 20 13. Prior to the scheduled trial date, FPU and the City of Marianna reached an agreement in 
principle to resolve their dispute, which resulted in the City of Marianna dismissing its legal action with prejudice on 
February 11, 2013 . The agreement in principle requires the City of Marianna and FPU to negotiate and prepare a fonnal 
settlement agreement that is subject to approval by FPU's Board of Directors and the Maria1ma Commission. The settlement 
agreement would contemplate, in pertinent part, the sale ofFPU's facili ties within the City of Marianna's corporate limits to 
the City of Marianna and, in connection therewith, require the City of Marianna to enter into an operating agreement with FPU 
pursuant to which FPU wi ll operate and maintain the facilities sold to the City of Marianna. The agreement in princip le 
requires FPU and the City of Marianna to submit the formal settlement agreement to the FPU Board of Directors and Marianna 
Commission for approval by March 15, 2013 . If the settlement agreement is approved by both the FPU Board of Directors and 
the Mariarma Commiss ion, the agreement in principle requires the City of Marianna to proceed with a referendum on the 
acquisition ofFPU's faci lities in April 2013 or as soon as practicable thereafter and prohibits FPU from opposing or 
interfering with that referendum . If the settlement agreement is not approved by either the FPU Board of Directors or the 
Marianna Commission, the agreement in principle permits the City of Marianna to proceed immediately with a referendum on 
the acquisition ofFPU's facilities and permits FPU to contest that referendum. The agreement in principle further provides that 
(i) if the contested referendum fails, FPU's franchise with the City of Mariarma shall be extended 10 years from the current 
expiration date in 2020; and (ii) if the contested referendum passes, the terms of the City of Marianna' s purchase ofFPU's 
facilities within the City of Marianna will be set pursuant to the procedures in the cuJTent franchise agreement. FPU and the 
City ofMarianna are presently negotiating the terms of the formal settlement agreement and related operating 
agreement. Total litigation expense associated with the City of Mariaru1a litigation is approximately $ 1.4 million as of 
December 31, 2012. These costs have been expensed as incurred, however, the Florida PSC has permitted FPU to seek 
recovery in a future rate proceeding. 

We are involved i11 certain other legal actions and claims arising in the normal course of business. We are also involved in 
cet1ain legal proceedings and administrative proceedings before various governmental agencies concerning rates. fn the 
opinion of management, the ultimate disposition of these proceedings will not have a material effect on our consolidated 
financial position, results of operations or cash flows. 

Chesapeake Uti lities Corporation 2012 Form 10-K Page 125 

http://www.sec.gov/ Archives/edgar/data/19745/000 119312513097201/d466906dl Ok.htm l l/11 /2013 



Form 10-K Page 142 of 156 

Table of Contents 

Notes to the Consolidated Financial Statements 

Natural Gas, Electric and Propane S upply 

Our natura l gas, electric and propane distribution operations have entered into contractual commitments to purchase gas, 
electricity and propane from various suppl iers. The contracts have various expiration dates. We have a contract with an energy 
marketing and risk management company to manage a portion of our natural gas transportation and storage capacity. This 
contract expires on March 3 1, 2013. 

Chesapeake's Florida natural gas distribution division has fum transportation service contracts with FGT and Gulfstream. 
Pursuant to a capacity release program approved by the Florida PSC, all of the capacity under these agreements has been 
released to various th ird parties, including PESCO. Under the tenus of these capacity release agreements, Chesapeake is 
contingently liable to FGT and Gulfstream, should any party that acquired the capacity through release fai l to pay for the 
service. 

In May 2012, PESCO renewed contracts to purchase natural gas from various suppliers. These contracts expire in May 2013. 
PESCO is currently in the process of obtaining and reviewing proposals from suppliers and anticipates executing agreements 
before the existing agreements expire. 

As discussed in Note 17 "Rates and Other Regulatory Activities," on January 25, 2011, FPU entered into an amendment to its 
Generation Services Agreement with Gulf Power, which reduces the capacity demand quantity and provides the savings 
necessary to suppott the TOU and interruptible rates for the customers in the City of Marianna, both of which were approved 
by the Florida PSC. The amendment also extends the current agreement by two years, with a new expiration date of 
December 31,2019. 

FPU's electric fuel supply contracts require FPU to maintain an acceptable standard of credit\¥Oithi11ess based on specific 
financial ratios. FPU's agreement with JEA (formerly known as Jacksonville Electric Authority) requires FPU to comply with 
the following ratios based on the results of the prior 12 months: (a) total liabilities to tangible net worth less than 3.75 times, 
and (b) fixed charge coverage ratio greater than 1.5 times. If either ratio is not met by FPU, it has 30 days to cure the default or 
provide an iJTevocable letter of credit if the default is not cured. FPU's electric fuel supply agreement with Gulf Power 
requires FPU to meet the following ratios based on the average of the prior nine qua1ters: (a) funds from operations interest 
coverage ratio (minimum of2 times), and (b) total debt to total capital (maximum of 65 percent). If FPU fails to meet the 
requirements, it has to provide the supplier a written explanation of actions taken or proposed to be taken to become 
compliant. Failure to comply with the ratios specified in the GulfPower agreement could result in FPU providing an 
irrevocable letter of credit. As of December 31, 2012, FPU was in compliance with all of the requirements of its fuel supply 
contracts. 

The total purchase obligations for natural gas, electric and propane supplies are $69.5 million for 2013, $99.3 million for 
20 I 4-2015, $82.0 million for 20 I 6-2017 and $180.2 million thereafter. 

Corporate Guarantees 

The Board of Directors has authorized the Company to issue corporate guarantees securing obligations of our subsidiaries and 
to obtain letters of credit securing our obligations, including the obligations of our subsidiaries. The maximum authorized 
liability under such guarantees and letters of credit is $45.0 million. 

We have issued corporate guarantees to certain vendors of our subsidiaries, the largest portion of which are for our propane 
wholesale marketing subsidiaty and our natural gas marketing subsidiary. These corporate guarantees provide for the payment 
of propane and natural gas purchases in the event of the respective subsidiary's default. Neither subsidiary has ever defaulted 
on its obligations to pay its supp liers. The liabilities for these purchases are recorded when incuned. The aggregate amount 
guaranteed at December 31, 2012 was $29.7 million, with the guarantees expiring on various dates through December 2013. 

Chesapeake guarantees the payment ofFPU's fJist mortgage bonds. The maximum exposure under the guarantee is the 
outstanding principal and accrued interest balances. The outstanding principal balances ofFPU's first mortgage bonds 
approximate their carrying values (see Note 12, "Long-Term Debt," to the Consolidated Financial Statements for further 
details). 
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In addition to the corporate guarantees, we have issued a Jetter of credit for $1 .0 million, which expires on September 12, 
2013, related to the electric transmission services for FPU's northwest electric division. We have also issued a Jetter of credit 
to our current primary insurance company fo r $656,000, wh ich expires on December 2, 20 13, as security to satisfy the 
deductibles under our various outstanding insurance policies. As a result of a change in our primary insurance company in 
2010, we renewed and decreased the letter of credit for $304,000 to our former primary insurance company, which will expire 
on June I, 2013. Thei'e have been no draws on these letters of credit as of December 3 1, 2012. We do not anticipate that the 
letters of credit will be drawn upon by the counterparties, and we expect that the letters of credit will be renewed to the extent 
necessary in the future. 

We provided a Jetter of credit for $2.3 million to TETLP related to the precedent agreement and firm transportation service 
agreement between our Delaware and Maryland divisions and TETLP, which is described below. 

Agreements f or Access to New Natural Gas Supplies 

On April 8, 2010, our Delaware and Maryland divisions entered into a precedent agreement to secure firm transportation 
service from TETLP in conjunction with its new expansion project, which is expected to expand TETLP' s mainline system by 
up to 190,000 Dts/d. The precedent agreement provided that, upon satisfaction of certain conditions, the parties would enter 
into two fum transportation service contracts, one for our Delaware d ivision and one for our Maryland division. On 
February 23, 2012, in accordance with the terms outlined in the precedent agreement, our Delaware and Mary land divisions 
entered into two separate firm transportation service agreements with TETLP for 30,000 Dts/d and 10,000 Dts/d, respectively, 
which commenced in November 20 12. The maximum daily quantity under these agreements increases to 34,100 Dts/d and 
15,900 Dts/d, respectively in November 2013. By entering into these agreements, our Delaware and Maryland divisions 
satisfied the requirements of the precedent agreement and no longer have any financia l exposure under the precedent 
agreement. 

Non-income-based Taxes 

From time to time, we are subject to various audits and reviews by the states and other regulatory authorities regarding non­
income-based taxes. We are cw-rently undergoing sales tax audits in Florida. As of December 3 1,2012 and December 3 1, 
2011, we mainta ined accruals of $82,000 and $307,000, respectively, related to additional sa les taxes and gross receipts taxes 
that we may owe to various states. 
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20. Q ARTERLY fi~ANC IAL D ATA (UNAUDITED) 

In our opinion, the quarterly financial information shown below includes all adjustments necessary for a fair presentation of 
the operations for such periods. Due to the seasonal nature of our business, there are substantial variations in operations 
reported on a quarterly basis. 

For lhc Qunrters Ended March 31 June 30 Seplember 30 December 31 
(in thousands except per share amounts) 
2012 (I) 

Operating Revenue $ 120,914 $83,897 $ 78,175 $ 109,516 
Operating Income $ 20,073 $ 10,455 $ 7,564 $ 18,543 
Net Income $ 10,727 $ 5,060 $ 3,219 $ 9,857 
Earnings per share: 

Basic $ 1.1 2 $ 0.53 $ 0.34 $ 1.03 
Diluted $ 1.11 $ 0.52 s 0.33 $ 1.02 

201 I (I) 

Operating Revenue $146,597 $86,831 $ 80,610 $ 103,988 
Operating Income $ 24,839 $ 7,776 $ 5,594 s 15,495 
Net Income s 13,747 s 3,520 $ 2,397 $ 7,957 
Earnings per share: 

Basic s 1.44 $ 0.37 s 0.25 $ 0.83 
Diluted $ 1.43 s 0.37 s 0.25 s 0.83 

(I) The sum of the four quarters does not equal the total year due to rounding. 

Chesapeake Utilities Corporation 2012 form 10-K Page 128 

http://www.sec.gov/ Archives/edgar/data/19745/000 1193125 1309720 1/d466906d 1 Ok.htm 11/11/2013 



Form 10-K Page 145 of 156 

T able of Contents 

ITEM 9. C HANGES IN AND DISAGR EEMENTS WITH A CCOUNTANTS ON ACCOUNTING AND F INANCIAL D ISCLOSURE. 

None. 

I TEM 9A. CONTROLS AND PROCEDURES. 

Eva luation of Disclosure Controls and Procedures 

The Ch ief Executive Officer and ChiefFinancial Officer of the Company, with the participation of other Company officials, 
have evaluated the Company's "disclosure controls and procedures" (as such tenn is defined under Rule 13a- 15(e) and 15d-
15(e) promu lgated under the Securities Exchange Act of 1934, as amended) as of December 3 1,2012. Based upon their 
evaluation, the Chief Executive Officer and Chief Financial Officer conc luded that the Company's disclosure controls and 
procedures were effective as of December 3 1, 2012. 

Changes in Internal Controls 

There has been no change in internal control over financial reporting (as such tenn is defined in Exchange Act Rule 13a-15(f)) 
that occurred during the quarter ended December 3 1, 2012, that materially affected, or is reasonably I ikely to materially affect, 
internal control over financial reporting. 

CEO and CFO Certifications 

The Company's Chief Executive Officer and Chief Financial Officer have filed with the SEC the certifications requ ired by 
Section 302 of the Sarbanes-Oxley Act of2002 as Exhibits 31.1 and 31.2 to the Company's Armual Report on Fonn I 0-K for 
the fiscal year ended December 3 1, 20 12. In addition, on May 31 , 20 12, the Company's Chief Executive Officer certified to 
the NYSE that he was not aware of any violation by the Company of the NYSE corporate governance list ing standards. 

Management's Report on Internal Control Over F inancial Reporting 

Management is responsib le for establishing and maintaining adequate internal control over financial reporting, as such term is 
defined in Rule 13a-15(f) of the Exchange Act. A company's internal control over financia l reporting is a process designed to 
provide reasonable assurance regarding the reliability of fmancial rep01ting and the preparation of financial statements fo r 
external purposes in accordance with GAAP. A company's internal control over financial reporting includes those policies and 
procedures that: (i) pertain to the maintenance of records which in reasonable detail , accurately and fairly reflect the 
transactions and dispositions of the assets of the company; (ii) provide reasonable assurance that transactions are recorded as 
necessary to permit preparation offinancial statements in accordance with GAAP and that receipts and expenditures of the 
company are being made only in accordance with authorizations of management and directors of the company; and 
(i ii) 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 supervis ion and with the participation of management, including the principal executive officer and principal 
financia l officer, Chesapeake's management conducted an evaluation of the effectiveness of its internal control over financia l 
reporting based on the criteria established in a report entitled "Internal Control - Integrated Framework," issued by the 
Committee of Sponsoring Organ izations of the 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 of 
compliance 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 of December 31,20 12. 

Our independent auditors, ParenteBeard LLC, have audited and issued their report on effectiveness of our internal control over 
financial reporting. That report appears on the following page. 
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The Board of Directors and Stockholders of 
Chesapeake Utilities Corporation 

Page 146 of 156 

We have audited Chesapeake Utilities Corporation's (the "Company") intemal control over financial reporting as of 
December 31, 20 12, based on criteria established in Intemal Control- Integrated Framework issued by the Committee of 
Sponsoring Organizations of the 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 
intemal control over financial reporting, included in the accompanying Management's Report on Internal Control Over 
Financial Reporting. Our responsibility is to express an opinion on the Company's intemal control over finan~ial 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 perfonn the audit to obtain reasonable assurance about whether effective interna l 
control over financial rep011ing was maintained in all materia l respects. Our audit of internal contro l over financial repm1ing 
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 intemal control based on the assessed risk. Our 
audit also included perfonning 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 
accow1ting principles generally accepted in the United States of America. A company's intemal control over financia l 
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 penn it preparation of financia l 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 of the company; and (3) 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. 

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 mainta ined, in all material respects, effective internal control over financial 
reporting as of December 31, 2012, 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 ofthe Public Company Accounting Oversight Board (United States), 
the consolidated balance sheets of Chesapeake Utilities Corporation as of December 31, 2012 and 2011, and the related 
consolidated statements of income, comprehensive income, stockholders' equity and cash flows of Chesapeake Utilities 
Corporation, and our report dated March 8, 2013 expressed an unqualified opinion. 

Is/ ParenteBeard LLC 
ParenteBeard LLC 
Philadelphia, Pem1sy lvania 
March 8, 20 13 
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ITEM 9B. O THER INFORi'I'IATION. 

None. 

P ART III 

ITEM 10. DffiECfORS, EXECUTIVE O FFICERS OF THE R EGISTRANT AND CORPORATE GOVERNANACE. 

Page 147 of 156 

The infonnation required by this Item is incorporated herein by reference to the portions of the Proxy Statement, captioned 
"Election of Directors (Proposal 1)," " Infonnation Concerning Nominees and Continuing Directors," "Corporate 
Governance," "Committees of the Board - Audit Committee" and "Section 16(a) Beneficial Ownership Reporting 
Compliance," to be filed no later than March 31, 20 13, in connection with the Company's Annual Meeting to be he ld on or 
about May 2, 20 13. 

The infonnation required by this Item with respect to executive officers is, pursuant to instruction 3 of paragraph (b) of 
Item 40 I of Regulation S-K, set forth in this report following Item 4, as Item 4A, under the caption "Executive Officers of the 
Registrant." 

The Company has adopted a Code of Ethics for Financial Officers, which applies to its principal executive officer, president, 
principal fmancial officer, principal accounting officer or controller, or persons performing similar funct ions. The information 
set forth under Item I hereof concerning the Code of Ethics for Financial Officers is filed herewith. 

ITEM 11. EXECUTIVE COMPENSATION. 

The infonnation required by this Item is incorporated herein by reference to the portions of the Proxy Statement, captioned 
"Director Compensation," "Executive Compensation" and "Compensation Discussion and Analysis" in the Proxy Statement to 
be fi led no later than March 3 1, 2013, in connection with the Company's Annual Meeting to be held on or about May 2, 20 13. 

ITEM 12. SECURITY O WNERSHIP OF CERTAIN B ENEFICIAL OWNERS AND M ANAGEME T AND R ELATED STOCKHOLDER 

MATTERS. 

The infom1ation required by this Item is incorporated herein by reference to the portion of the Proxy Statement, captioned 
"Security Ownership of Certain Beneficial Owners and Management" to be filed no later than March 31, 20 13, in connection 
with the Company's Annual Meeting to be held on or about May 2, 2013. 
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The following table sets forth infonnation, as of December 3 1, 20 12, with respect to compensation plans of Chesapeake and its 
subs idiaries, under which shares of Chesapeake common stock are authorized for issuance: 

(I) 

Equity 
tompensation 
plans approved 
by security 
holders 

Equity 
compensation 
plans not 
approved by 
security holders 

Total 

(a) 

Number of securities to 
be issued upon exercise 
of outstanding options, 

Y.'llrrants, and rights 

(b) 

Weighted-average 
exercise price 

of outstanding options, 
warrants, and rights 

(c) 
Number of securities 

remaining available for future 
issuance under equity 
compensation plans 
(excluding securities 

reflected in column (a)) 

353 196(1) 

353, 196 

Includes 317,785 shares available under the 2005 Perfonnance Incentive Plan, 12,311 shares avai lable under the 2005 
Directors Stock Compensation Plan, and 23, 100 shares available under the 2005 Employee Stock A wards Plan. 

ITEM 13. CERTAIN R ELATIONSHIPS A 0 R ELATED TRANSACTIONS, AND DIRECTOR I NDEPENDE CE. 

The infonnation required by this Item is incorporated herein by reference to the po11ion of the Proxy Statement captioned, 
"Corporate Govemance," to be filed no later than March 31, 2013 in connection with the Company's Annual Meeting to be 
held on or about May 2, 2013. 

ITEM 14. P RINCIPAL ACCOUNTING F EES A~D SERVICES. 

The infonnation required by this Item is incorporated herein by reference to the portion of the Proxy Statement, captioned 
"Fees and Services of Independent Registered Public Accounting Fi1m," to be filed no later than March 31, 20 13, in 
connection with the Company's Annual Meeting to be held on or about May 2, 20 13. 
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PART IV 

lT.EM 15. EXHIBITS, Fl NANCIAL STATEMENT SCHEDULES. 

(a) The fo llowin g docum ents a re fil ed as part of this report: 

1. F inancial Statements : 

Report of Independent Registered Public Accounting Firm; 

Consolidated Statements of Income for each of the three years ended December 31, 20 I 2, 20 II, and 201 0; 

Consolidated Statements of Comprehensive lncome for each of the three years ended December 31, 2012, 20 I I , and 
2010; 

Consolidated Balance Sheets at December 31, 2012 and December 31 , 2011 ; 

Consolidated Statements of Cash Flows for each of the three years ended December 31 , 2012, 2011, and 201 0; 

Consolidated Statements of Stockholders' Equ.ity for each of the three years ended December 3 1, 2012, 20 I J, and 
2010;and 

Notes to the Consolidated Financial Statement~. 

2. Financial Statement Schedules: 

Report of Independent Registered Public Accounting Firm; and 

Schedule !I-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 2.1 

Exh ibit 3.1 

Exhibit 3.2 

Exhibit 4.1 

Exhibit 4.2 

Exhibit 4.3 

Agreement and Plan of Merger between Chesapeake Utilities Corporation and Florida Public 
Utilities Company dated April 17, 2009, is incorporated herein by reference to Exhibit 2.1 of our 
Current Report on Form 8-K, filed April 20, 2009, File No. 001-11590. 

Amended and Restated Certificate of Incorporation of Chesapeake Utilities Corporation is 
incorporated herein by reference to Exhibit 3 .I of our Quarterly Report on Form 1 0-Q for the 
period ended June 30, 20 l 0, File No. 00 1-l 1590. 

Amended and Restated Bylaws of Chesapeake Utilities Corporation, effective December 4, 2012, 
are incorporated herein by reference to Exhibit 3 of our CurTent Report on Fonn 8-K, filed 
December 7, 2012, File No. 001 -11590. 

Form of Indenture between Chesapeake and Boatmen's Trust Company, Trustee, with respect to 
the 8 1/4% Converiible Debentures is incorporated herein by reference to Exhibit 4.2 of our 
Registration Statement on Fonn S-2, Reg. No. 33-26582, fi led on January 13, 1989. 

Note Purchase Agreement entered into by Chesapeake on December 27, 2000, pursuant to which 
Cl1esapeake privately placed $20 million of its 7 .83% Senior Notes, due in 20 15, is incorporated 
by reference to Exhibit 4.4 of our Annual Report on Form I 0-K for the year ended December 31, 
2009, File No. 001-11590. 

Note Agreement entered into by Chesapeake on October 31, 2002, pursuant to which Chesapeake 
privately placed $30 million of its 6.64% Senior Notes, due in 2017, is incorporated herein by 
reference to Exhibit 2 of our Current Report on Fonn 8-K, filed November 6, 2002, F ile No. 001-
11590. 
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Exhibit 4.4 Note Agreement entered into by Chesapeake on October 18, 2005, pursuant to which Chesapeake, 
on October 12,2006, privately placed $20 million of its 5.5% Senior Notes, due in 2020, with 
Prudential Investment Management, Inc., is incorporated herein by reference to Exhibit 4.1 of our 
Annual Report on Fonn 1 0-K for the year ended December 31, 2005, Fi le No. 001- I I 590. 

Exhibit 4.5 Note Agreement entered into by Chesapeake on October 31, 2008, pwrsuant to which Chesapeake, 
on October 3 1, 2008, privately p laced $30 million of its 5.93% Senior Notes, due in 2023, with 
General American Life Insurance Company and New England Life Insurance Company, is 
incorporated by reference to Exhibit 4.7 of our Annual Report on Form 10-K for the year ended 
December 31, 2009, File No. 00 1-11590. 

Exhibit 4.6 Fonn of Indenture of Mortgage and Deed of Trust between Florida Public Utilities Company and 
the trustee, dated September I, 1942 for the First Mortgage Bonds, is incorporated herein by 
reference to Exhibit 7-A of Florida Public Utilities Company's Registration No. 2-6087. 

Exhibit 4.7 Seventeenth Supplementallndenture entered into by Chesapeake Utilities Corporation and Florida 
Public Utilities Company, on Aprill2, 2011, pursuant to which Chesapeake Utilities Corporation 
guarantees the payment and performance obligations of Florida Public Utilities CompanY. under 
the Indenture, is incorporated herein by reference to Exhibit 4.1 of our Quarterly Report on Fonn 
1 0-Q for the period ended March 3 1, 20 11, Fi le No. 001 - J J 590. 

Exhibit 4.8 Sixteenth Supplemental Indenture entered into by Chesapeake Utilities Corporation and F lorida 
Public Utilities Company, on December 1, 2009, pursuant to which Chesapeake Utilities 
Corporation, on December I, 2009 guaranteed the secured First Mo1tgage Bonds of Florida Public 
Utilities Company under the Merger Agreement, is incorporated herein by reference to Exhibit 4.9 
of our Annual Report on Follll 10-K for the year ended December 31,2010, File No. 001-11590. 

Exhibit 4.9 Thirteenth Supplemental Indenture entered into by Florida Publ ic Utilities Company on June l , 
1992, pursuant to which Florida Public Util ities, on May 1, 1992, privately placed $8,000,000 of 
its 9.08% First Mortgage Bonds, is incorporated herein by reference to Exhibit 4 to Florida Public 
Utilities Company's Quarterly Repo1t on Fonn l 0-Q for the period ended June 30, 1992. 

ExJ1ibit 4.10 Twelfth Supplemental Indenture entered into by Florida Public Utilities on May 1, 1988, pursuant 
to which Florida Public Utilities Company, on May L, 1988, privately placed $10,000,000 and 
$5,000,000 of its 9.57% First Mortgage Bonds and I 0.03% First Mortgage Bonds, respectively, 
are incorporated herein by reference to Exhibit 4 to Florida Public Utilities Company's Quarterly 
Report on Form 1 0-Q fo r the period ended June 30, 1988. 

Exhibit 4. L I Note Agreement entered into by Chesapeake on June 23, 20 I I, pursuant to which Chesapeake 
privately placed $29 million of its 5.68% Senior Notes, due in 2026, with Metropolitan Life 
Insurance Company and New England Life Insurance Company is not being filed herewith 
pursuant to Item 60 I (b)(4)(v) of Regulation S-K under the Securities Act of 1933, as amended. We 
hereby agree to furnish a copy of that agreement to the SEC upon request. 

Exhibit 10.1 * Chesapeake Utilities Corporation Cash Bonus fncentive Plan, dated January I, 2005, is 
incorporated herein by reference to Exhibit 10.3 of our Annual Report on Fom1 1 0-K for the year 
ended December 31,2004, file No. 00 1-11590. 
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Exh ibit l 0.2* Chesapeake Util ities Corporation Directors Stock Compensation Plan, adopted in 2005, is 
incorporated herein by reference to our Proxy Statement dated March 28, 2005, in connection 
with our Annual Meeting held on May 5, 2005, File No. 001 - 1 1590. 

Exhibit 10.3* Chesapeake Utilities Corporation Employee Stock Award Plan, adopted in 2005, is incorporated 
herein by reference to our Proxy Statement dated March 28, 2005, in connection with our Annual 
Meeting held on May 5, 2005, File No. 001-11590. 

Exhibit I 0.4* Chesapeake Utilities Corporation Performance Incentive Plan, adopted in 2005, is incorporated 
herein by reference to our Proxy Statement dated March 28, 2005, in connection with our Annual 
Meeting held on May 5, 2005, File No. 001 - 11590. 

Exhibit I 0.5* Chesapeake Utilities Corporation DeferTed Compensation Plan, amended and restated as of 
January I, 2009, is incorporated herein by reference to Exhibit I 0.5 of our Annual Report on 
Form I 0-K for the year ended December 3 I, 2008, File No. 00 I -11590. 

Exhibit 10.6* First Amendment to the Chesapeake Utilities Corporation Deferred Compensation Plan, dated 
December 28, 20 I 0, is incorporated herein by reference to Exh ibit 10.6 of otU· Annual Report on 
Form 1 0-K for the year ended December 3 I, 20 I 0, File No. 001-11590. 

Exhibit 10.7 Consulting Agreement dated January 2, 2013, by and between Chesapeake Utilities Corporation 
and John R. Schimkaitis, is fi led herewith. 

Exhibit I 0.8* Executive Employment Agreement dated January 14, 20 II, by and between Chesapeake Utilities 
Corporation and Michael P. McMasters, is incorporated herein by reference to Exhibit 10.1 of our 
Current Report on Form 8-K, filed January 21,201 I, File No. 00 1- 11590. 

Exhibit 10.9* Executive Employment Agreement dated January 9, 2013, by and between Chesapeake Utilities 
Corporation and Stephen C. Thompson, is filed herewith. 

Exhibit I 0. I 0* Executive Employment Agreement dated January 9, 20 I 3, by and between Chesapeake Utilit ies 
Corporation and Beth W. Cooper, is filed herewith. 

Exhibit I 0.11 * Executive Employment Agreement dated January 9, 20 I 3, by and between Chesapeake Utilit ies 
Corporation and Elaine B. Bittner, is fi led herewith. 

Exhibit 10.12* Form of Performance Share Agreement effective January 6, 2010 for the period 2010 to 2012, 
pursuant to Chesapeake Utilities Corporation Performance Incentive Plan by and between 
Chesapeake Uti lities Corporation and each of Michael P. McMasters, Beth W. Cooper and 
Stephen C. Thompson, is incorporated herein by reference to Exhibit I 0.24 on Fmm I 0-K for the 
year ended December 31,2009, File No. 001- I I 590. 

Exhibit 10.13* Form of Performance Share Agreement, effective January 14,2011 for the period 201 I to 2013, 
pursuant to Chesapeake Utilities Corporation Performance Incentive Plan by and between 
Chesapeake Uti lities Corporation and each of Michael P. McMasters, Beth W. Cooper, Stephen C. 
Thompson, Joseph Cummiskey, and Elaine B. Bittner, is incorporated herein by reference to 
Exhibit 10.2 of our Current Report on Form 8-K, fi led January 2 I, 20 I 1, File No. 001-11590. 

Exh ibit lO. I 4* Fonn of Performance Share Agreement, effective January 14, 2011 for the period 20 I I to 2012, 
pursuant to Chesapeake Uti lities Corporation Perfonnance Incentive Plan by and between 
Chesapeake Uti lities Corporation and each of Michae l P. McMasters and Elaine B. Bittner, is 
incorporated herein by reference to Exh ibit I 0.28 of our Annual Report on Form l 0-K for the year 
ended December 31, 2010, File No. 001-11590. 

Exhibit 10.15 Fonn of Performance Share Agreement, effective January 5, 2012 for the period 2012 to 2014, 
pursuant to Chesapeake Utilities Corporation Performance Incentive Plan by and between 
Chesapeake Utilities Corporation and each of Michael P. McMasters, Beth W. Cooper, Stephen C. 
Thompson and Elaine B. Bittner, is filed herewith. 
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Exhibit 10.16* Chesapeake Utilities Corporation Supplemental Executive Retirement Plan, as amended and 
restated effective January 1, 2009, is incorporated herein by reference to Exhibit I 0.27 of our 
Annual Report on Fonn LO-K for the year ended December 31, 2008, File No. 001-11590. 

Exhibit I 0.17* F irst Amendment to the Chesapeake Utilities Corporation Supplemental Executive Retirement 
Plan as amended and restated effective January 1, 2009, is incorporated herein by reference to 
Exhibit 10.30 of our Annual Report on Form I 0-K for the year ended December 3 1,2010, File No. 
001 -11590. 

Exh ibit I 0. 18* Chesapeake Utilities Corporation Supplemental Executive Retirement Savings Plan, as amended 
and restated effective January I, 2009, is incorporated herein by reference to Exhibit I 0.28 of our 
Annual Report on Form 10-K for the year ended December 31,2008, File No. 001 -11590. 

Exhibit 10. 19* First Amendment to the Chesapeake Utilities Corporation Supplemental Executive Retirement 
Savings Plan, dated October 28, 2010, is incorporated here in by reference to Exhibit 10.1 of our 
Quruterly Report on Fonn 10-Q for the period ended September 30,2010, F ile No. 001-11590. 

Exhibit I 0.20 Second Amendment to the Chesapeake Uti! ities Corporation Supplemental Executive Retirement 
Savings Plan, effective Jrumruy 1, 2012, is filed herewith. 

Exhibit 10.21 Amended and Restated Electric Service Contract between Florida Public Utilities Company and 
JEA dated November 6, 2008, is incorporated herein by reference to Exhibit I 0.1 of Florida Public 
Utilities Company's Current Report on Form 8-K, filed on November 6, 2008, File No. 001 -
10908. 

Exhibit 10.22 Networking Operating Agreement between Florida Public Utilities Company and Southern 
Company Services, Inc. dated December 27, 2007 and amended on June 3, 2008, is incorporated 
herein by reference to Exh ibit I 0.3 of Florida Public Utilities Company's Quarterly Report on 
Fo1m I 0-Q for the period ended June 30, 2008, File No. 001 -10608. 

Exhibit 10.23 Network Integration Transmission Service Agreement between Florida Public Utilities Company 
and Southern Company Services, Inc. dated December 27, 2007 and amended on June 3, 2008, is 
incorporated herein by reference to Exhibit 10.4 of F lorida Public Util ities Company's Quarterly 
Report on Form I 0-Q for the period ended June 30, 2008, File No. 001 -1 0608. 

ExJ1ibit I 0.24 Fonn of Service Agreement for Finn Transportation Service between Florida Public Utilities 
Company and Florida Gas Transmission Company, LLC dated November I, 2007 for the period 
November 2007 to February 2016 (Contract No. 107033), is incorporated herein by reference to 
Exhibit 10.1 of Florida Public Uti lities Company's Quarterly Rep01t on Form 10-Q for the period 
ended September 30, 2007, File No. 00 1-10608. 

Exhibi t 10.25 Fonn of Service Agreement for Finn Transp01tation Service between F lorida Public Utilities 
Company and Florida Gas Transmission Company, LLC dated November I, 2007 for the period 
November 2007 to March 2022 (Contract No. 107034), is incorporated herein by reference to 
Exhibit l 0.2 of Florida Public Utilities Company's Quarterly Report on Form I 0-Q for the period 
ended September 30,2007, File No. 001-10608. 

Exhibit 10.26 Form of Service Agreement for Finn Transportation Service between Florida Public Util ities 
Company and Florida Gas Transmission Company, LLC dated November 1, 2007 for the period 
November 2007 to February 2022 (Contract No. 107035), is incorporated herein by reference to 
Exhibit I 0.3 of Florida Public Uti lit ies Company's Quarterly Report on Fonn 1 0-Q for the period 
ended September 30,2007, File No. 001-10608. 

Chesapeake Utilities Corporation 2012 Fonn 10-K Page 129 

http://www.sec.gov/ A.rchives/edgar/data/197 45/00011931251309720 l /d466906d 1 Ok.htm 11/ 11/2013 



* 

Form 10-K Page 153 of 156 

................. t 

Table of Contents 

Exhibit 10.27 Precedent Agreement between Chesapeake Utilities Corporation and Texas Eastern Transmission 
LP, dated April 8, 2010 is incorporated herein by reference to Exhibit I 0.2 of our Quarterly Report 
on Fonn l 0-Q for the period ended March 31, 20 I 0, File No. 00 1-l I 590. 

Exhibit 10.28 Fonn of Franchise Agreement between Florida Public Utilities Company and the city of Marianna, 
effective February I, 20 I 0, is incorporated herein by reference to Exh ibit I 0.41 of our Annual 
Report on Form 10-K for the year ended December 3 I, 2010, File No. 00 1-1 068. 

Exh ibit I 0.29 Fom1 of Service Agreement for Generation Services entered into by Florida Public Utilities 
Company and Gulf Power Company, dated December 28, 2006, effective January I, 2008 is 
hereby incorporated herein by reference to Exh ibit lO(s) on Florida Public Utilities Company's 
Annual Report on Fonn 10-K for the year ended December 31,2006, File No. 001 -10608. 

Exhibit I 0.30 Amendment to Form of Service Agreement for Generation Services entered into by Florida Public 
Utilities Company and Gulf Power Company, effective January 25,2011, is incorporated herein by 
reference to Exh ibit 10.43 of our Annual Report on Fonn I 0-K for the year ended December 31, 
2010, File No. 001-10608. 

Exhibit I 0.31 Form of Separation Agreement and Release between Chesapeake Utilities Corporation and Joseph 
Cummiskey, effective February 24, 2012, is incorporated herein by reference to Exhibit I 0.33 of 
our Annual Report on Form 10-K./A for the year ended December 3 L, 201 1, File No. 00 l-10608. 

Exhibit 12 Computation of Ratio of Earning to Fixed Charges is filed herewith. 

Exhibit 14.1 Code of Ethics for Financial Officers is filed herewith. 

Exhibit 14.2 Business Code of Ethics and Conduct is fi led herewith. 

Exhibit 21 Subsidiaries of the Registrant is filed herewith . 

Exhibit 23 .1 Consent of Tndependent Registered Public Accounting Finn is fi led herewith. 

Exhibit 31.1 Certificate of Chief Executive Officer of Chesapeake Utilities Corporation pursuant to Exchange 
Act Rule I 3a- I 4(a) and 15d- 14(a), dated March 8, 2013, is filed herewith. 

Exh ibit 31.2 Certificate of Chief Financial Officer of Chesapeake Utilities Corporation pursuant to Exchange 
Act Rule 13a-14(a) and 15d - 14(a), dated March 8, 2013, is filed herewith. 

Exhibit 32.1 Certificate of Chief Executive Officer of Chesapeake Utilities Corporation pursuant to 18 U.S.C. 
Section 1350, dated March 8, 2013, is filed herewith. 

Exhibit 32.2 Certificate of Chief Financial Officer of Chesapeake Utilities Corporation pursuant to 18 U.S.C. 
Section 1350, dated March 8, 20 13, is filed herewith. 

Exhibit I 0 I .INS XBRL Instance Document is filed herewith. 

Exhibit 101.SCH XBRL Taxonomy Extension Schema Document is fi led herewith. 

Exhibit I 0 !.CAL XBRL Taxonomy Extension Ca lculation Link base Document is filed herewith. 

Exhibit IOI.DEF XBRL Taxonomy Extension Definition Linkbase Document is filed herewith. 

Exhibit lOl.LAB XBRL Taxonomy Extension Label Linkbase Document is filed herewith. 

Exhibit 10 I .PRE XBRL Taxonomy Extension Presentation Linkbase Document is filed herewith. 

Management contract or compensatory plan or agreement. 

Chesapeake Utilities Corporation 20 I 2 Form I 0-K Page 130 

http://www.sec.gov/ A.rchives/edgaJ/data/19745/000 11 931251309720 1/d466906d 1 Ok.htm 11111/2013 



.---------------~~~~----------- -

Form 10-K Page 154 of 156 

""'""----.....,·=-""""""""......,aw-..a.c'hilf-.....;m._ __ ._..._ __ ..., • ..,~ • .,.uo•..,-u_.,. .. ..,._.._....., ____ .,.,..T.QCPlT*I•~.-.n-------

Table of Contents 

SIGNATURES 

Pursuant to the requirements of Section 13 or 15 (d) of the Securities Exchange Act of 1934, Chesapeake Utili ties Corporation 
has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized. 

CHESAPEAKE UTILITIES CORPORATION 

By: Is/ MICHAEL P. M CMASTERS 

Michael P. McMasters, 
President and Chief Executive Officer 
Date: March 8, 20 13 

Pursuant to the requirements of the 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. 

IS/ RALPH J. ADKINS 

Ra lph J. Adkins, 
Chainnan ofthe Board and Director 
Date: March 8, 20 13 

Is/ BETH W. COOPER 

Beth W. Cooper, Senior Vice President 
and Chief Financial Officer 
(Principal Financial and Accounti11g Officer) 
Date: March 8, 20 13 

Is/ RICHARD BERNSTEIN 

Richard Bernstein, Director 
Date: March 8, 20 13 

IS/ THOMAS P. HlLL, JR. 

Thomas P. Hill, Jr., Director 
Date: March 8, 2013 

/s/ PAULL. M ADDOCK, JR. 

PaulL. Maddock, Jr., Director 
Date: March 8, 2013 

lSI JOSEPH E. MOORE, ESQ 

Joseph E. Moore, Esq., Director 
Date: March 8, 20 13 

Is/ DIANNA F. MORGAN 

Dianna F. Morgan, Director 
.Date: March 8, 2013 

/sf MICHAEL P. M CMASTERS 

Michael P. McMasters, 
President, Chief Executive Officer and Director 
Date: March 8, 2013 

Is/ EUGENE H. BAY ARD,ESQ 

Eugene H. Bayard, Esq., Director 
Date: March 8, 20 13 

Is/ THOMAS J. BRESNAN 

Thomas J. Bresnan, Director 
Date: March 8, 2013 

/s/ DENNIS S. H UDSON, lll 
Denn is S. Hudson, Ill, Director 
Date: March 8, 20 13 

IS/ J. PETER MARTIN 

J. Peter Martin, Director 
.Date: March 8, 2013 

Is/ CAL VERT A. MORGAN, JR. 
Calvert A. Morgan, Jr. , Director 
Date: March 8, 20 I 3 

lsi JoHN R. SCHIMKAITIS 

Jolm R. Schimkaitis 
Vice Chairman of Board and Director 
Date: March 8, 20 13 
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R EPORT OF I NDEPENDENT REGISTERED P UBUC ACCOUNTING FlRM 

The Board of Directors and Stockholders of 
Chesapeake Utilities Corporation 

Page 155 of 156 

The aud it referred to in our report dated March 8, 2013 relating to the consolidated financial statements of Chesapeake 
Utilities Corporation as of December 31,2012 and 2011 and for each of the years in the three-year period ended December 31, 
2012, which is contained in Item 8 of this Fom1 10-K also included the audits of the financial statement schedule listed in 
Item 15(a)2. This financial statement schedule is the responsibility ofthe Chesapeake Utilities Corporation's management. Our 
responsibility is to express an opinion on this financia l statement schedu le based on our audits. 

Jn our opinion such financial statement schedule, when considered in relation to the basic consolidated financia l statements 
taken as a whole, present fairly, in all material respects, the information set forth therein. 

/s/ ParenteBeard LLC 
ParenteBeard LLC 
Phi !adelphia, Pennsylvania 
March 8, 2013 
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Table of Con tents 

Chesapeake Utili ties Corpor ation and Subsidiaries 
Schedule II 

For the Vcnr Ended December 3 1, 
(In rhousands) 

Reserve Deducted F r om Related Assets 
Reser ve for Uncollectib le Accounts 

2012 
2011 

2010 

(I) Recoveries. 
(2) Uncollectib le accounts charged off. 

Va lu ation and Qualifying Accounts 

Additions 
Balance at 

Beginning of 

Year 

$ 1,090 
$ 1,194 

$ 1,609 

Charged to 

Income 

$ 826 

$ 1, 157 

$ 1,129 

Other 

Accounts (I) 

$ 354 
$ 293 
$ 181 

Page 156 of 156 

Deductions 
(2) 

($1,444) 
($1,554) 
($ 1,725) 

Balance at End 

of Year 

$ 826 
$ 1,090 
$ 1,194 
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CONSULTING AGREEMENT 

This Consulting Agreement (this "Agreement") is made and entered into as of January 2, 2013, by and between 
Chesapeake Utilities Corporation, a Delaware corporation (the "Company"), and John R. Schimkaitis (the "Executive"). 

Background Information: 

A. Executive is a retired Chief Executive Officer the Company, but is willing to provide select services to the 
Company. 

B. The Company desires to obtain for itself the benefit of the Executive's services as set forth in this Agreement. 

C. The Company and the Executive desire to set forth in a wri tten agreement the terms and conditions under which 
the Executive will render consulting services to the Company after the termination of his employment. 

NOW, THEREFORE, the parties hereto, intending to be legally bound, agree as follows: 

I. Effective Date. 

This Agreement shall only become effective on January I , 2013. Executive acknowledges that, other than 
compensation and benefits that have accrued prior to the Executive's retirement, he shall not be entitled to any further 
compensation, severance or benefits of any kind under the employment agreement upon the Executive's retirement. 
Notwithstanding the foregoing, the covenants of Section 9, the indemnification provisions of Section I 0 and the arbin·ation 
provisions of Section 14 of the employment agreement shall continue in force and shall survive the tem1ination of the 
employment agreement. Fun her, the date of termination of employment shall be detem1ined as the first date that the 
Executive has a "separation from service" as defmed in Treasury Regulations issued under Section 409A of the Internal 
Revenue Code of 1986, as amended ("Section 409A"). It is specifically intended hereunder that the amount of consulting 
services required by the Executive under this Agreement be limited in amount such that the termination of the employment 
agreement shall constitute a "separation from service" within the meaning of Section 409A. 

2. Consulting Services. 

(a) For the period commencing upon the Executive's retirement from employment and continuing for up to 
12 months (the "Consulting Tem1"), the Company shall engage the Executive as a consultant, and the Executive shall provide 
consu lting services in accordance with the terms set forth herein. The Executive shall be available to work for the Company 
as a consultant fo r up to 400 hours per year at mutually agreeable times and shall perform such consulting services as shall be 
reasonably requested from time to time by the Board of Directors of the Company or its lawfully designated representative 
(the "Board"). The Company, in its sole discretion shall determine the number of days per month that the Executive 
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-
shall provide consulting services. However, the parties agree that the time commitment from the Executive shall not exceed 
20% of the average time devoted to the Executive's position as President and CEO of the Company during the 36 month 
period prior to the Executive's retirement in order to ensure that the Executive's retirement does constitute a separation from 
service as an employee under Section 409A. The Company shall provide the Executive with office space at the Company's 
principal executive offices for purposes of performing the consulting services, as necessary. The parties acknowledge and 
agree that the Executive may perform services for other entities and that this engagement of Executive is on a non-exclusive 
basis, subject, however, to the Executive's continuing obligation to comply with the covenants of Section 3, below. 

(b) During the Consulting Term, the Company sha ll (a) pay the Executive a consulting retainer fee of 
$5,000.00 per month for each month during the Consulting Term, or portion thereof, that the Executive provides consulting 
services, payable at the end of each calendar month. In addition for all hours worked in excess of200 hours the Company 
will pay tbe Executive $300 for each hour worked. Finally, the Company will reimburse the Executive for all reasonable out 
of pocket expenses he incurs in connection with providing the consu lting services, provided that such reimbursement 
payments are made by the end of the Executive's taxable year following the year in which such expenses are incurred and 
that the Company shall not be obligated to pay any such reimbursement amount for which Executive fails to submit an 
invoice or other documented reimbursement request at least I 0 business days before the end of such calendar year. Such 
expenses shall be reimbursable only to the extent they were incurred during the term of this Agreement. ln addition, the 
amount of such reimbursements that the Company is obligated to pay in any given calendar year shall not affect the amount 
the Company is obligated to pay in any other calendar year. In addition, Executive may not liquidate or exchange the right to 
reimbursement of such expenses for any other benefits. The Executive shall not be entitled to the payment of any consulting 
fee for any month during the Consulting Term for which no services are provided, nor to any payments or benefits other than 
those provided under this Agreement for the consulting services provided hereunder. 

(c) With the Executive's consent, the Company may extend the Consulting Term for additional one year 
consulting assignments. The terms of any extended consu lting period shall be the same as provided herein unless otherwise 
agreed by the parties in writing. 

(d) Notwithstand ing anything herein to the contrary, the Consulting Term shall end and this Agreement shall 
terminate upon the death or total disability of the Executive, as determined by the Company in its reasonable discretion. 

3. Confidentia l lnfonnation: Non-Solicitation; Noncompetition. 

The Executive agrees that the covenants of Section 9 of his employment agreement with the Company shall 
continue in effect and shall apply to his performance of services hereunder. Further, Executive agrees that the "Restricted 
Period" as defined therein shal l also continue until one year after the tennination of this Agreement. 

2 
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4. Independent Contractor. 

From and after the Effective Date, the Executive agrees that he shall be an independent contractor of the Company, 
not an employee, and that he has no authority to represent himself as an agent or employee or to assume or create any 
obligation or responsibility on behalf of or in the name of the Company, unless specifically authorized by the Company in 
writing. Executive will bear sole responsibility to pay any taxes on h is compensation and acknowledges that he wiU receive a 
Fonn I 099 from the Company after the end of each calendar year. Executive also agrees that he shall not knowingly take any 
action which would impair the value of the business or assets of the Company or any affiliated companies, including, without 
limiting the generality of the foregoing, interfere with contractual relationships of the Company or any affil iated companies 
with customers, suppliers, executives or others, any action which disparages or dimishes the reputation of the Company or 
any affiliated companies, or any action which diverts customers of the Company or any affiliated companies. 

5. In junctive Relief. 

The Executive acknowledges and agrees that the Company's remedy at law for any breach of the Executive's 
obligations under Section 3 or 4 would be inadequate and incomplete and agrees and consents that temporary and permanent 
injunctive relief may be granted in any proceeding which may be brought to enforce any provision of such Sections without 
the necessity of proof of actual damage and without any requirement for the posting of any bond . 

6. Termination for Cause. 

Notwithstanding anything herein to the contrary, this Agreement shall terminate and no payment of any fee 
hereunder shall be made to or on behalf of the Executive if the Executive has engaged in any willful misconduct with respect 
to his obligations hereunder or is involved in conduct which violates (excluding immaterial violations of) the Company's 
Stal)dards of Business Conduct. 

7. Assignment. 

This Agreement is personal to the Executive, and the Executive may not assign any tnterest herein in any manner 
whatsoever. Any purported assignment by the Executive shall be void. ln addition to assignments by operation of law, the 
Company shall have the right to assign this Agreement to any person, firm or corporation, controlling, controlled by or under 
common control with the Company (including, without limitation, any of its affiliated companies), or acquiring substantially 
all of its assets, but such assigmnent shall not release the Company from its obligations under this Agreement. The covenants 
and agreements of the Executive contained in Sections 3 and 4 shall survive and remain in full force and effect beyond the 
term of this Agreement. 

3 
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8. Applicable Law. 

This Agreement shall be governed by, and construed in accordance with, the laws of the State of Delaware, without 
reference to principles of conflict of laws. The exclusive venue for all actions involving the enforcement and/or interpretation 
of this Agreement shall be Dover, Delaware. Should any action, of any type, be necessary to enforce and/or interpret the 
terms of this Agreement, the prevailing party shall be entitled to an award of its/his reasonable attorney's fees and costs, at all 
levels including appea ls. 

9. Notices. 

All notices, requests, consents and other communications required or provided under this Agreement shall be in 
writing and shall be deemed sufficient if delivered by hand, by facsimile, nationally recogn ized overnight courier, or certified 
or registered mail, return receipt requested, postage prepaid, and shall be effective upon delivery as follows: 

If to the Executive: 

Mr. John R. Schimkaitis 
4744 Pinnacle Drive 
Bradenton, FL 34208 

Jfto the Company: 

Chesapeake Utilities Corporation 
909 Silver Lake Blvd. 
Dover, DE 19904 
Attn: President and CEO 
Facsimile : (302) 734-6750 

Either party may change the address and/or facs imile number to which notices are to be sent to that party by giving 
wri tten notice of such change of address to the other party in the same manner above provided for giving notice. 

10. Enforceability. 

Any provision of this Agreement finally determ ined by a court of competent jurisdiction to be prohibited or 
unenforceable in any jurisdiction shall, as to such jurisdiction, be ineffective, but only to the extent of such prohibition or 
unenforceability, without invalidating the other provisions hereof or without affecting the validity or unenforceability of such 
provision in any other j urisdiction. Moreover, the Executive and the Company hereby agree that such court shall have 
jurisdiction to ref01m this Agreement or any provision hereof so that it is enforceable to the maximum extent permitted by 
law, and the parties agree to abide by such comt's determination. 

4 
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I I. Entire Agreement. 

This Agreement constitutes the entire agreement of the parties relative to the subject matter contained herein, 
superseding, canceling and replacing all prior agreements, with respect thereto. No promises, covenants or representations of 
any character or nature other than those expressly stated herein have been made to i11duce either party to enter into this 
Agreement. This Agreement shall not be amended, modified, waived or discharged except in writing duly signed by each of 
the parties or their authorized assignees. ' 

12. Waiver. 

The Executive's or the Company's failure to insist upon strict compliance with any provision of, or to assert any right 
under, this Agreement shall not be deemed to be a waiver of such provision or right or of any other provision of or right 
under this Agreement except to the extent any other party hereto is materially prejudiced by such failure. 

13. Headings. 

Headings used in this Agreement are provided for convenience only and shall not be used to construe meaning or 
intent. 

14. Section 409A Compliance. 

It is the intention of both the Company and Executive that the benefits and rights to which Executive could be 
entitled pursuant to tl1is Agreement be exempt from or, to the extent that the requirements of Code Section 409A are 
applicable thereto, comp1y with Code Section 409A, and the provisions of this Agreement shall be construed in a manner 
consistent with that intention. If Executive or the Company believes, at any time, that any such benefit or right that is subject 
to Code Section 409A does not so comply, it shall promptly advise the other and shall negotiate reasonably and in good faith 
to amend the te1ms of such benefits and rights such that they comply with Section 409A (with the most limited possible 
economic effect on Executive and on the Company). 

IN WITNESS WHEREOF, the Executive has hereunto set his hand and the Company have caused this Agreement 
to be executed in their nan1e and on their behalf, all as of the day and year first above written. 

Executive Chesapeake Utilities Corporation 

John R. Schimkaitis 
By: 

--~~------------------------------------Michael P. McMasters 
Its: President and CEO 
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Exhibit 10.9 

EXECUTIVE EMPLOYMENT AGREEMENT 

This Executive Employment Agreement (the "Agreement") dated this 9th day of January, 2013, is hereby made by 
and between Chesapeake Utilities Corporation, a Delaware corporation (the "Company"), and Stephen C. Thompson (the 
"Executive"). 

Recitals 

WHEREAS, the Company is CUITently obtaining the benefit of Executive's services as a full-time executive 
employee in the capacity of Senior Vice President of the Company; 

WHEREAS, the Company's Board of Directors (the "Board") has authorized the Company to provide for the 
Executive's continued employment pursuant to the terms of this Agreement; and 

WHEREAS, Executive is willing, in consideration of the covenants and consideration hereinafter provided, to 
continue to be employed by the Company in the capacity of Senior Vice President and to render services incident to such 
position during the term of this Agreement. 

Agreement 

In consideration of the mutual promises and covenants contained herein, the Company and Executive hereby agree 
as follows: 

I. Employment. The Company agrees to employ Executive, and Executive agrees to accept employment, as an 
executive officer of the Company in the capacity of Senior Vice President, with such authority, duties and responsibilities as 
are customarily assigned to such position, including such reasonable duties and responsibi lities as may be requested of the 
Executive by the Board of Directors and which are consistent with the By-laws of the Company as in effect from time to time 
including, but not limited to, developing policies and procedures for and directing the operation of the Company's natura l gas 
distribution, transmission, marketing and engineering operations, as well as the Company's Florida propane distribution 
operations. 

2. Term. 

(a) Term of Agreement. The tenn of this Agreement ("Tenn") shall be the Current Tenn (as defmed in Paragraph 2 
(b)), and, if applicable, the Extended Tem1 (as defined in Paragraph 2(c)). 
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(b) CwTent Tenn. Subject to Paragraph 2(c), the Current Term of this Agreement shall extend for three (3) years 
commencing on Januaiy I, 2013. If the Current Tem1 of this Agreement expires without there having been a Change in 
Control (as hereinafter defined), this Agreement may be renewed for successive one (1) year terms, as of the day following 
such expiration, by the Company through action of the Compensation Committee of the Board of Directors, unless, during 
the period beginning njnety (90) days prior and ending thirty (30) days prior to such day, either the Company or Executive 
shall have given notice to the other that this Agreement will not be renewed. If the Company determines to extend or renew 
this Agreement as provided under this Paragraph, the new Agreement shall be identical to this Agreement (except insofar as 
the Company and Executive may otherwise agree in writing) except that the date of the new Agreement shall be as of the day 
following the expiration of the Current Tenn of th is Agreement or any renewal term. 

(c) Extended Term. Upon the occurrence of a Change in Control (as defined in Paragraph 2(d)), the Current Term 
shall end and the Teim of this Agreement shall thereupon automatically be extended, commencing on the date of such 
Change in Control, for a period of two (2) years (the "Extended Term"). 

(d) Change In Control. For the purposes of this Agreement, "Change in Control" shall mean a change in the control 
of the Company during the Tenn of this Agreement, which shall be deemed to have occurred upon the first of the following 
events: 

(i) any one person, or group of owners of another corporation who acting together through a merger, 
consol idation, purchase, acquisition of stock or the like (a "Group"), acquires ownership of stock of the Company 
(or a majority-controlled subsidiary of the Company) that, together with the stock held by such person or Group, 
constitutes more than fifty percent (50%) of the total fair market va lue or total voting power of the stock of the 
Company. However, if such person or Group is considered to own more than fifly percent (50%) of the total fair 
market value or total voting power of the stock of the corporation before this transfer of the Company's stock, the 
acquisition of additional stock by the same person or Group shall not be considered to cause a Change in Control of 
the Company; or 

(ii) any one person or Group acquires (or has acquired during the twelve (l2) month period ending on the date 
of the most recent acquisition by such person or persons) ownership of stock of the Company (or a majority­
controlled subsidiary of the Company) possessing thirty-five percent (35%) or more of the total voting power of the 
stock of the Company where such person or Group is not merely acquiring additional control of the Company; or 

Initials 
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(ii i) a majority of members of the Company's Board (other than the Board of a majority-controlled subsidiary 
of the Company) is replaced during any twelve (12) month period by directors whose appointment or election is not 
endorsed by a majority of the members of the Company's Board prior to the date of the appointment or election 
(the "lncwnbent Board"), but excluding, for purposes of determining whether a majority of the Incumbent Board 
has endorsed any candidate for e lection to the Board, any individual whose initial assumption of office occurs as a 
result of an actual or threatened election contest with respect to the election or removal of directors or other actual 
or threatened solicitation of proxies or consents by or on behalf of a person or Group other than the Company's 
Board; or 

(iv) any one person or Group acquires (or has acquired during the twelve (12) month period ending on the date 
of the most recent acquisition by such person or Group) assets from the Company (or a majority-controlled 
subsidiary of the Company) that have a total gross fair market value equal to or more than forty percent (40%) of 
the total fa ir market value of all assets of the Company immediately prior to such acquisition or acquisitions. For 
this purpose, gross fair market value means the value of the assets of the Company, or the value of the assets being 
disposed of, determined without regard to any liabilities associated with such assets. A transfer of assets by the 
Company will not result in a Change in Control if the assets are transferred to: 

(A) a stockholder of the Company (immediately before the asset transfer) in exchange for or with respect to its 
stock; 

(B) an entity, fifty percent (50%) or more of the total value or voting power of which is owned, directly or 
indirectly, by the Company im mediately after the transfer of assets; 

(C) a person or Group that owns, directly or indirectly, fifty percent (50%) or more of the total value or voting 
power of all the outstanding stock of the Company; or 

(D) an entity, at least fifty percent (50%) of the total value or voting power of which is owned directly or 
indirectly, by a person described in subparagraph (d)(i), above. 

However, no Change in Control shall be deemed to have occurred with respect to the Executive by reason of (l) any event 
involving a transaction in which the Executive or a group of persons or entities with which the Executive acts in concert, 
acquires, directly or ind irectly, more than thirty percent (30%) of the Common Stock of the business or assets of the 
Company; or (2) any event invo lving or arisi11g out of a proceeding under Title 11 of the United States Code (or the 
provisions of any future United States bankruptcy law), or an assignment for the benefit of creditors or an inso lvency 
proceeding under state or local law. 

Initials 
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3. Time. Executive agrees to devote aJI reasonable full time and best efforts for the benefit of the Company and any 
subsidiary of the Company, and not to serve any other business enterprise or organization in any capacity during the Tenn of 
this Agreement without the prior written consent of the Company, which consent shall not be unreasonably with held. 

4. Office. 

(a) Current Tenn. During the Current Term, the Executive shall serve as the Company's Senior Vice President and 
the parties agree that the Company shall elect the Executive to these offices, on an annual basis if necessary, during the 
Current Term of this Agreement. 

(b) Extended Term. During the Extended Term of this Agreement the Executive shall hold and perform an office 
with the responsibility, importance and scope within the Company at least equal to that of the office described and 
contemplated in Paragraph I. Further, Executive's office shall be located in Dover, Delaware and Executive shall not be 
required, without his written consent, to change the office location or to be absent therefrom on business for more than sixty 
(60) working days in any year. 

5. Compensation and Benefits. 

(a) Base Compensation; Current Term. The Company shall compensate Executive for his services hereunder during 
the Current Tenn at a rate of $310,000 per annum, or such amount as the Board may from time to time determine ("Base 
Compensation"), payable in installments on the Company's regular payroll dates for salaried executives. The Base 
Compensation rate shall be reviewed annually and may be increased or decreased, from time to time, provided, however, that 
Base Compensation shall only be decreased by the Board on a good faith basis and with reasonable justification for the same, 
and provided further, that in the event of a Change in Control, Base Compensation shall not at any time thereafter be 
decreased. 

(b) Base Compensation: Extended Tenn. During the Extended Term, the Company shall compensate Executive for 
his services hereunder at a rate per annum, payable in installments on the Company's regular payroll dates for salaried 
executives, equal to his Base Compensation at the time the Extended Tenn commences, which may be increased, but not 
decreased by such additional amounts as the Board may determine from time to time based, in part, on an annual review of 
the Executive's compensation and performance. 

(c) Incentive Plans. During the Term of this Agreement, Executive shall be entitled to participate in all bonus, 
incentive compensation and performance based compensation plans, and other similar policies, practices, programs and 
arrangements of the Company, now in effect or as hereafter amended or established, on a basis that is commensurate with his 
position and no less favorable than those generally applicable or made available to other executives of the Company. The 
Executive's participation shall be in accordance with the tenns and provisions of such plans and programs. Participation shall 
include, but not be limited to: 

Initials 
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(i) Chesapeake Utilities Corporation Perfonnance Incentive Plan. Executive shall be eligible for a 

performance incentive compensation award as determined on an annual basis by the Compensation Committee of 
the Board in its discretion and in accordance with and subject to the tenns of the Company's Performance Incentive 
P lan during the Term of this Agreement. The Performance Incentive Plan Target Bonus as a percent of base salary 
shall be reviewed annually and may be increased or decreased, from time to time, provided, however, that Target 
shall only be decreased by the Board on a good fa ith basis and with reasonable justification for the same, and 
provided further, that in the event of a Change in Control, Target shall not at any time thereafter be decreased. 

(ii) Chesapeake Utilities Corporation Cash Bonus lncentive Plan. Executive shall be eligible for an annual 
cash bonus award with a target award amount equal to thirty percent (30%) of Executive's Base Compensation, as 
determined on an annual basis by the Compensation Committee of the Board in its discretion and in accordance 
with and subject to the tenns of the Company's Cash Bonus Incentive P lan during the Tenn of this Agreement. 

(d) Recove1y of Compensation. The Executive acknowledges and agrees that all or any portion of an incentive 
award under the above described bonus and incentive compensation plans or any future arrangement established by the 
Company to provide incentive or bonus compensation, whether payable in cash, Company common stock or other property, 
("Award") is subject to an obligation of repayment by the Executive to the Company if the amount of the Award was 
calculated based upon the achievement of ce11ain financial results (as reflected in the financial statement of the Company or 
otherwise) or other perfom1ance metrics that, in either case, were subsequently found to be materially inaccurate. The amount 
that shall be repaid by the Executive to the Company shall be based on the excess amount paid or awarded to the Executive 
under the A ward as compared to the amount that would have been paid or awarded had the material inaccuracy not occun·ed. 
If the Compensation Committee of the Board of Directors detennines that the Executive engaged in misconduct, malfeasance 
or gross negligence in the perfonnance of his duties that either caused or significantly contributed to the material inaccuracy 
in financial statements or other perfonnance metrics, there shall be no time limit on this right of recovery, which shall apply 
to all future Awards as well as to any and all pre-existing Awards that have not yet been determined and paid as of the date of 
this Agreement. In all other circumstances, this right ofrecove1y shall apply to all future A wards as well as to any and all 
pre-existing Awards that have not yet been dete1mined and paid as of the date of this agreement for a period not exceeding 
one year after the date of payment of each such Award. In addition, the Executive hereby agrees that, if he or she does not 
promptly repay the amount recoverable hereunder within thirty (30) days of a demand therefore, such amount may be 
withheld from compensation of any type not yet due and payable to the Executive, including, but not limited to, the 
cancellation of future Awards, as determined by the Compensation Committee in its sole discretion. In addition, the 
Compensation Committee is granted the discretionary authority to interpret and enforce this provision as it detenn ines to be 
in the best interest of the Company and equitable to the pa11ies. Notwithstanding anything herein, this provision shall not be 
the Company's exclusive remedy wid1 respect to such matters. Tn addition, the parties agree that the Company may 
unilaterally amend this provision at any time to comply with appl icable law or securities exchange listing rules, as tl1e same 
may be in effect from time to time, during the Current Term or the Extended Term of this Agreement. 

Initials 
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(e) Retirement Plans. During the Term of this Agreement, Executive shall be entitled to participate in all profit­

sharing, savings and retirement benefit plans, plans that are supplemental to any tax-qualified savings and retirement plans, 
and other similar policies, practices, programs and arrangements of the Company, now in effect or as hereafter amended or 
established, on a basis that is commensurate with his position and no less favorable than those generally applicable or made 
available to other executives of the Company. The Executive's participation shall be in accordance with the terms and 
provisions of such plans and programs. 

(f) Welfare Benefits. During the Term of this Agreement, Executive, and his family, as applicable, shall be entitled 
to participate in all insurance, medical, health and welfare, and similar plans and arrangements, as well as all vacation and 
other employee fringe benefit plans, perquisite plans, and other policies, practices, programs and arrangements of the 
Company, now in effect or as hereafter amended or established, on a basis that is commensurate with his position and no less 
favorable than those generally applicable or made available to other executives of the Company. The Executive's 
participation shall be in accordance with the terms and provisions of such plans. 

(g) Other Benefits. During the Term of this Agreement, the Company shall furn ish Executive with a suitable office, 
necessary administrative support and customa1y furn iture and furnishings for such office. The Company further agrees that 
Executive shall have the use of a Company-owned or Company-leased and Company-maintained automobile, new every 
thTee (3) years, of a kind and model appropriate to his position with the Company. 

(h) Expenses. During the Term of this Agreement, the Company shall pay all necessary and reasonable business 
expenses incurred by Executive on behalf of the Company in the course of his employment hereunder, including, without 
limitation, expenses incurred in the conduct of the Company's business while away from his domicile and properly 
substantiated expenses for travel, meals, lodging, entertainment and related expenses that are for the benefit of the Company. 
All expense reimbursements shall comply with applicable rules or guidelines of the Company in effect at the time the 
expense is incurred. 

If any reimbursements under this or any other provision of this Agreement are taxable to the Executive, such 
reimbursements shall be paid on or before the end of the calendar year following the calendar year in which the reimbursable 
expense was incurred, and the Company sbaU not be obligated to pay any such reimbursement amount for which Executive 
fails to submit an invoice or other documented reimbursement request at least 10 business days before the end of the calendar 
year next following the calendar year in which the expense was incurred. Such expenses shall be reimbursable only to the 
extent they were incurred during the term of the Agreement. In addition, the amount of such reimbursements that the 
Company is obligated to pay in any given calendar year shall not affect tJ1e amount the Company is obligated to pay in any 
other calendar year. In addition, Executive may not liquidate or exchange the right to reimbursement of such expenses for 
any other benefits. 
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-
(i) Nothing in this Agreement shall preclude the Company from amending or terminating any employee benefit 

plan or practice, but, it being the intent of the parties that the Executive shall continue to be entitled during the Extended 
Tenn to compensation, benefits, reimbursements and perquisites as set forth in Paragraphs 5(a) through 5(c) and 5(e) through 
5(h) at least equal to those attached to his position on the date of this Agreement, and nothing in this Agreement shall operate 
as, or be construed to authorize, a reduction during the Extended Term without Executive's written consent in the level of 
such compensation, benefits, reimbursements or perquisites as in effect on the date of a Change in Control. If and to the 
extent that such compensation, benefits, reimbursements or perquisites are not payable or provided to Executive under any 
such plan or practice by reason of an amendment thereto or termination thereof during the Extended Tenn, the Company 
shall nevertheless pay or provide such compensation, benefits, reimbursements or perquisites to Executive, either directly or 
through alternative arrangements. 

6. Termination. 

(a) Payment Upon Tennination During Cun·ent Term. ln the event that the Company terminates this Agreement 
during the Current Term, or elects not to renew this Agreement at the end of the Current Tenn, for any reason other than 
Cause, as defined below, or the Executive's death, the Company shall continue to pay to Executive his (or in the event of his 
death following such tennination, his legal representative), as a severance benefit Base Compensation under Paragraph 5(a), 
at the rate in effect immediately prior to the date of such termination ("Tennination Date"), on the regular payroll dates 
occun·ing during the period of one (l) year following the Termination Date. Jn addition, and notwithstanding the foregoing 
provisions of this Paragraph 6(a), to the extent required in order to comply with Section 409A of the Internal Revenue Code 
of 1986, as amended (the "Code"), Termination Date shall be determined based on the date the Executive has a "separation 
from service" within the meaning of Code Section 409A and regulations thereunder, using the default rule under such 
regulations ("Separation from Service"), and cash amounts that would otherwise be payable under this Paragraph 6(a) during 
the six-month period immediately following the Tennination Date shall instead be paid, with interest on any delayed payment 
at the applicable federal rate under Code Section 7872(t)(2)(A), on the first business day after the date that is six (6) months 
following the Executive' s Separation from Service. Payment of the severance benefit under this Paragraph is subject to the 
Executive's compliance with the covenants of Paragraph 9 and the execution and delivery (and non-revocation) of a release 
of claims (the "Release") against the Company and its officers, directors, employees and affiliates, which Release must be 
delivered to the Company not later than 45 days after the Tennination Date. If the Executive fails to comply with any of the 
covenants of Paragraph 9 or fails to deliver the Release within 45 days after the Tennination Date, or if the Executive revokes 
such Release within 7 days after its delivery to the Company, payment of the severance benefits shall cease and any unpaid 
amounts shall be forfeited. Payment commencement shall not be delayed, however, pending delivery of the Release. 
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-
(b) Tennination for Cause. This Agreement and Executive's employment hereunder may be te1minated by the 

Company at any time for Cause. In the event of termination for Cause, the Executive shall not be entitled to any severance 
benefits under this Agreement. Tennination of the Executive's employment shall be deemed to have been "for Cause" only if 
it shall have been the result of: 

(j) Executive's conviction of a felony under the laws of the United States or a state in which Executive works 
or resides, or a guilty or no contest plea by the Executive with respect thereto; 

(ii) a willfu l or deliberate act or acts of dishonesty by Executive resulting or intended to result directly or 
indirectly in material gain to or personal enrichment of Executive at the Company's expense; 

(iii) a deliberate and intentional refusal by Executive (except by reason of incapacity due to illness or accident) 
to comply with the provisions ofParagraph 1, provided that such breach shall have resulted in demonstrably 
material injury to the Company and the Executive shall have failed to remedy such breach within thirty (30) days 
after notice from the Secretary of the Company demanding that the Executive remedy such breach; or 

(iv) conduct by Executive that is materially injurious to the Company if such conduct was undertaken without 
good faith and the reasonable belief that such conduct was in the best interest of the Company. 

(c) Pavment Upon Tennination During Extended Term. In the event of a Tennination Without Cause, as defined 
below, during the Extended Tenn, the Company shall pay to Executive (or, in the event of his death following the 
tennination, his legal representative) in cash, the tiJst business day that falls on or after the sixtieth (60th) day after the date of 
such tennination (the "Extended Termination Date") the sum of all accrued but unpaid salary, bonus, vacation pay, expense 
reimbursements and any other amounts due, plus the fo llowing: 

(i) an amount equal to the product of multiplying the monthly rate of Base Compensation to which Executive 
was entitled under Paragraph 5(a) on the day immediately prior to the Extended Tennination Date by Twenty-four 
(24) months ("Covered Period"); 

(ii) an amount equal ro the aggregate of the Company's contributions to the Company' s savings plan 
(including, but not limited to, the Chesapeake Util ities Corporation Retirement Savings Plan, and any related 

· excess benefit plans) in respect of Executive that were not vested on the day immediately prior to the Extended 
Tem1ination Date but that would have been vested at the end of the Covered Period if Executive had remained 
employed by the Company for the duration of that period; and 
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(iii) an amount equal to the product of multiplying the average of the annual aggregate benefits awarded to the 
Executive under all annual bonus program(s) of the Company in wh ich the Executive was a participant in each of 
the three (3) calendar years immediately preceding the calendar year in which the Extended Termination Date 
occurs by two (2) years. 

Payment of the severance benefit under this Paragraph is subject to the Executive's compliance with the covenants of 
Paragraph 9 and the execution and delivery (and non-revocation) of a release of claims (the "Release") against the Company 
and its officers, directors, employees and affi liates, which Release must be delivered to the Company not later than 45 days 
after the Termination Date. If the Executive fails to comply with any of the covenants of Paragraph 9 or fa ils to deliver the 
Release within 45 days after the Tennination Date, or ifthe Executive revokes such Release within 7 days after its delivery to 
the Company, payment of the severance benefits shall cease (if commenced) or shal l not be made, and any unpaid amounts 
shall be forfeited. 

Jn addition, the Company shall continue to prov ide medical, prescription drug, vision, dental and other Company welfare 
benefits to the Executive and his eligible dependents during the Covered Period as if the Executive remained an active 
employee of the Company (but, with respect to any such benefits provided through insurance, only if and to the extent it is 
pe1missible to extend such benefits to a former employee of the Company under tl1e terms oftl1e applicable plan and 
insurance contracts). Executive further acknowledges that the cost of the coverage afforded to Executive and his eligible 
dependents under self-funded medical expense reimbursement plans of the Company during the Covered Period shall be 
treated as additional taxable income to the Executive to the extent necessary to avoid a violation of the nondiscrimination 
provisions of Section I 05(h) of the Code. Should the continuation of any medical or simi Jar coverages be through fu lly 
insured plans, and should such continuation violate the nondiscrimination requirements for such p lans under the Patient 
Protection and Affordable Care Act of20 10, then the Executive shall receive additional cash severance benefits rather than 
continued coverage under such plans of the Company in an amount based on the premium cost of such coverage that the 
Company would othe1wise pay under this paragraph. In addition, the applicable period of health benefit continuation under 
Code Section 49808 shall begin at the end of the Covered Period. 

To the extent required in order to comply with Code Section 409A, cash amounts that would othenvise be payable under 
this Paragraph 6(c) during the six-month period immediately following the Extended Tennination Date (and which are not 
eligible for the exception applicable to payments due to involuntary separation under Treas. Reg. Section l.409A-l (b)(9)(iii)) 
shall instead be paid, with interest on any delayed payment at the applicable federal rate under Code Section 7872(t)(2)(A), 
on the first business day after the date that is six (6) months following the Executive's. Separation from Service. Further, any 
taxable welfare benefits provided to Executive pursuant to this Paragraph 6(c) that are not "disability pay" or "death benefits" 
w ithin the meaning of Treas. Reg. Section 1.409A-l(a)(5) (collectively, the "Applicab le Benefits") shall be subject to the 
following requirements in order to comply with Code Section 409A. The amount of any Applicable Benefits provided during 
one taxable year shall not affect the amount of the Applicable 
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-
Benefits provided in any other taxable year, except that with respect to any Applicable Benefits that consist of the 
reimbursement of expenses referred to in Code Section I 05(b), a limitation may be imposed on the amount of such 
reimbursements over some or all of the Covered Period, as described in Treas. Reg. Section 1.409A-3(i)(l)iv)(B). To the 
extent that any Applicable Benefits consist of the reimbursement of eligible expenses, such reimbursement must be made on 
or before the last day of the calendar year following the calendar year in which the expense was incurred. o Applicable 
Benefits may be liquidated or exchanged for another benefit. During the period of six (6) months immediately following 
Executive's Separation from Service, Executive shall be obligated to pay the Company the full cost for any Applicable 
Benefits that do not constitute health benefits of the type required to be provided under the health continuation coverage 
requirements of Code Section 4980B, and the Company shall reimburse Executive for any such payments on the first 
business day that is more than six (6) months after Executive's Separation from Service, together with interest on such 
amount from the date of Separation from Service through the date of payment at the applicable federal rate under Code 
Section 7872(f)(2)(A). 

(d) Tennination Without Cause. For purposes of Paragraph 6(c) above, "Termination Without Cause" shall mean a 
Separation from Service of the Executive that is e ither a: 

(i) Tenn ination by the Company of Executive's employment without Cause (as "Cause" is defined in 
Paragraph 6(b) above); or 

(ii) Termination by Executive of his employment following the occurrence of any of the followi ng events: 

{A) failure to elect or re-elect Executive to, or removal of Executive from, the office or offices set forth 
in Paragraph I, or failure to nominate Executive for election to the Board if Executive shall have been a 
member of the Board immediately prior to a Change in Control of the Company; 

(B) a significant change in the nature or scope of his authorities, powers, functions, duties or 
responsibilities attached to the positions contemplated in Paragraph I or a reduction in his compensation or 
in the benefits available to the Executive and his family, as provided in Paragraph 5, which change or 
reduction is not remedied within thirty (30) days after notice to the Company by the Executive; 

(C) any other breach by the Company of any material provision of this Agreement (including, without 
limitation, relocation of the Executive in material violation of Paragraph 4(b)), which breach is not remedied 
within thirty (30) days after notice to the Company by Executive; or 
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(D) the consolidation or merger of the Company or transfer of all or a significant portion of its assets 
unless a successor or successors (by merger, consolidation or otherwise) to which all or a sign ificant portion 
of its assets has been transferred shall have assumed all duties and obi igations of the Company under this 
Agreement. 

In order to effect a Termination Without Cause in any event set forth in this Paragraph 6(d)(ii), Executive must 
elect to terminate his employment under this Agreement upon not less than forty ( 40) days and not more than 
ninety (90) days' written notice to the Board, attention of the Corporate Secretary, given, except in the case of a 
continuing breach, within three (3) calendar months after: (1) failure to be so elected, reelected, or nominated, or 
such removal, (2) expiration of the 30-day cure period with respect to such event, or (3) the closing date of such 
consolidation, merger or transfer of assets. 

An election by Executive to tenn in ate his employment under the provisions of this Paragraph shall not be deemed a 
voluntary termination of employment by Executive for the purpose of this Agreement or any plan or practice of the 
Company. Further, the death of the Executive during the Extended Term but prior to a Termination Without Cause, 
as defined, shall not constitute Cause or be deemed to be a Termination Without Cause. 

7. Maximum Payment Upon Termination. 

(a) Determination. Notwithstanding any other provision of this Agreement, if any payment or distribution (a 
"Payment") by the Company or any other person or entity to or for the benefit of the Executive is determined to be an 
"excess parachute payment" (within the meaning of Code Section 280G(b)( I) or any successor provision of similar effect), 
whether paid or payable or distributed or distributable pursuant to Paragraph 6(c) of this Agreement or otherwise, then the 
Executive's benefits under this Agreement shall be reduced by the amount necessary so that the Executive's total "parachute 
payment" as defined in Code Section 280G(b)(2)(A) under this and a ll other agreements will be $1.00 less than the amount 
that would be a "parachute payment". The determination concerning the application of the reduction shall be made by a 
nationally-recognized firm of independent accountants (together with legal counsel of its choosingj selected by the Company 
after consultation with the Executive (which may be the Company's independent auditors), whose determination shall be 
conclusive and b inding on all parties. Any fees and expenses of such independent accountants and counsel (including counsel 
for the Executive) shall be borne by the Company. 
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(b) Notices. If it is detennined that the benefits under this Agreement must be reduced under this Paragraph, within 
J 0 days of the date of such detennination, the Company wi II apprise the Executive ofthe amount of the reduction ("Notice of 
Reduction"). Within J 0 days of receiving that infonnation, the Executive may specify how (and against which benefit or 
payment source) the reduction is to be applied ("Notice of Application"). The Company will be required to implement these 
directions within 10 days of receiving the Notice of Application. If the Company has not received a Notice of Application 
from the Executive within 10 days of the date of the Notice of Reduction, the Company will apply this Paragraph 
proportionately based on the amounts otherwise payable under Paragraph 6(c). If the Company receives a Notice of 
Application that does not fu lly implement the requirements of this Paragraph, the Company will apply this Paragraph 
proportionately on the basis of the reductions specified in the Notice of Application first, then to any remaining reduction 
based on the amounts otherwise payable under Paragraph 6(c). 

Notwithstanding the foregoing, if the exercise of discretion reserved to the Executive in determining the Notice of 
Application wou ld violate Code Section 409A, then such d iscretion shall be eliminated and the amounts payable under 
Paragraph 6(c) shall be reduced proportionately. 

8. Mitigation. Executive shall not be required to mitigate the amount of any payment provided for in this 
Agreement either by seeking other employment or otherwise. The amount of any payment provided for herein shall not be 
reduced by any remuneration that Executive may eam from employment with another employer or otherwise following his 
Termination Date or Extended Termination Date, as applicable. 

9. Covenants. 

(a) Introduction. The parties acknowledge that the provisions and covenants contained in this Paragraph 9 are 
ancillary and material to this Agreement and that the limitations contained herein are reasonable in geographic and temporal 
scope and do not impose a greater restriction or restraint than is necessary to protect the goodwill and other legitimate 
business interests of the Company. The parties also acknowledge and agree that the provisions of this Paragraph 9 do not 
adversely affect Executive's ability to earn a living in any capacity that does not violate the covenants contained herein. The 
parties further acknowledge and agree that the provisions of Paragraph 19 below are accurate and necessary because 
(i) Delaware is the headquarters state of the Company, which has operations in multiple states and a compelling interest in 
having its employees treated uniformly, (ii) the use of Delaware Jaw provides certainty to the parties in any covenant 
litigation in the United States, and (ii i) enforcement of the provisions of this Paragraph 9 would not violate any fundamental 
public policy of Delaware or any other jurisdiction. 
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(b) Confidential information. Executive shall hold in a fiduciary capacity for the benefit of the Company, all secret 
or confidential information, knowledge or data relating to the Company and its businesses (including, but not limited to, any 
proprietary and not publicly available information concerning any processes, methods, trade secrets, costs, names of users or 
purchasers of the Company's products or services, business methods, financial affairs, operating procedures or programs or 
methods of promotion and sale) that Executive has obtained or obtains during Executive's employment by the Company and 
that is not public knowledge (other than as a result of Executive's violation of this Paragraph 9(b)) ("Confidential 
Information"). For purposes of this Paragraph 9(b), information shall not be deemed to be publicly available merely because 
it is embraced by general disclosures or because individual features or combinations thereof are publicly available. Executive 
shall not communicate, divulge or disseminate Confidential Information at any time during or after Executive's employment 
with the Company except: 

(i) to employees or agents of the Company that need the Confidential Infonnarion to perfonn their duties on 
behalf of the Company; 

(ii) in the perfonnance of Executive's duties to the Company; 

(iii) as a necessary (and only to the extent necessary) part of any undertaking by Executive to enforce 
Executive's rights under this Agreement; or 

(iv) as otherwise required by law or legal process. 

All confidential records, files, memoranda, reports, customer lists, drawings, plans, documents and the like that Executive 
uses, prepares or comes into contact with during the course of Executive's employment shall remain the sole property of the 
Company and shall be turned over to the Company upon termination of Executive's employment. 

(c) Non-solicitation of Company Emplovees. Executive shall not, at any time during the Restricted Period (as 
defined below), without the prior written consent of the Company, engage in the following conduct (a "Solicitation"): 

(i) directly or indirectly, contact, solicit, recruit or employ (whether as an employee, officer, director, agent, 
consultant or independent contractor) any person who was or is at any time during the previous six months an 
employee, representative, officer or director of the Company; or 

(ii) take any action to encourage or induce any employee, representative, officer or director of the Company to 
cease his relationship with the Company for any reason. A "Solicitation" does not include any recruitment of 
employees for the Company. 

The "Restricted Period" means the period including Executive's employment with the Company and one (I) year following 
the Termination Date or Extended Termination Date, as applicable, and, if the Executive has given a notice pursuant to 
Paragraph 6(d)(ii), for a period of fifteen (15) months fo llowing the giving of such notice. 

(d) Non-solicitation of Third Parties. During the Restricted Period, the Executive shall not (either directly or 
indirectly or as an officer, agent, employee, partner or director of any other company or entity) solicit, service, recruit, 
induce, influence, or accept on behalf of any competitor of the Company the business of: 

(i) any customer of the Company at the time of Executive's employment or Termination Date or Extended 
Termination Date, as applicable; or 
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-
(ii) any potential customer of the Company which Executive knew to be an identified, prospective purchaser 

of services or products of the Company. 

(e) Non-competition. During the Restricted Period, Executive shall not, directly or indirectly, accept employment 
with, act as a consultant to, or otherwise perform services that are substantially the same or similar to those for which 
Executive was compensated by the Company (such comparison to be based on job-related functions and responsibilities and 
not job title) for any business that directly competes with any portion of the Company. This restriction applies to any parent, 
division, affiliate, newly formed or purchased business(es) and/or successor of a business that competes with the Company. 
Further, during the Restricted Period, Executive shall not assist any individual or entity other than the Company in acquiring 
any entity with respect to which a proposal to acquire such entity was presented to the Board during the one (1) year period 
beginning prior to Executive's Termination Date, Extended Termination Date or notice given by Executive pursuant to 
Paragraph 6(d)(ii), as applicable. 

(f) Post-Termination Cooperation. Executive agrees that during and after employment with the Company and 
without additional compensation (other than reimbursement for reasonable associated expenses) to cooperate with the 
Company in the following areas: 

(i) Cooperation with the Company. Executive agrees to: 

(A) be reasonably available to answer questions for the Company's officers regarding any matter, 
project, initiative or effort for wh ich Executive was responsible while employed by the Company; and 

(B) cooperate with the Company during the course of all third-party proceedings arising out of the 
Company's business about which Executive has knowledge or information. 

For purposes of this Agreement, "proceeding" includes internal investigations, administrative investigations or 
proceedings and lawsuits (including pre-trial discovery and trial testimony) and "cooperation" includes 
(I) Executive being reasonably available for interviews, meetings, depositions, hearings and/or trials without the 
need for a subpoena or assurances by the Company, (2) providing any and all documents in Executive's possession 
that relate to the proceeding, and (3) providing assistance in locating any and all relevant notes and/or documents. 
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(ii) Cooperation with Third Parties. Unless compelled to do so by lawft!lly-served subpoena or court order, 
Executive agrees not to communicate with, or give statements or testimony to, any attorney representing an interest 
opposed to the Company's interest ("Opposing Attorney"), Opposing Attorney's representative (including a private 
investigator) or current or former employee relating to any matter (including pending or threatened lawsuits or 
administrative investigations) about which Executive has knowledge or information as a result of employment with 
the Company. Executive also agrees to notify the Company immediately after being contacted by a third party or 
receiving a subpoena or court order to appear and testify with respect to any matter that may include a claim 
opposed to the Company's interest. However, this Paragraph 9(f)(ii) shall not apply to any effort undertaken by 
Executive to enforce Executive's rights under this Agreement, but only to the extent necessary for that purpose. 

(iii) Cooperation with the Media. Executive agrees not to communicate with, or give statements to, any 
member of the media (including print, television, electronic or radio media) relating to any matter (including 
pending or threatened lawsuits or administrative investigations) about which Executive has knowledge or 
information as a result of employment with the Company. Executive also agrees to notify the Company 
immediately after being contacted by any member of the media with respect to any matter affected by this 
Paragraph. 

(g) Non-Disparagement. Executive and Company shall at all times refrain from taking actions or making 
statements, written or verbal, that: 

(i) denigrate, disparage or defame the goodwill or reputation of Executive or the Company, as the case may 
be, or any of its trustees, officers, security holders, partners, agents or former or current employees and directors, or 

(ii) are intended to, or may be reasonably expected to, adversely affect the morale of the employees of the 
Company. 

Executive further agrees not to make any negative statements to third parties relating to Executive's employment or any 
aspect of the business of the Company and not to make any statements to third parties about the circumstances of the 
tennination of Executive's employment, or about the Company or its trustees, directors, officers, security holders, partners, 
agents or former or current employees and directors, except as may be required by a court or governmental body. 

(h) Enforcement. The Executive acknowledges and agrees that: (i) the purpose of the foregoing covenants, 
including, without limitation, the nonsolicitation and noncompetition covenants of Paragraphs 9(d) and (e), is to protect the 
goodwill, trade secrets and other Confidential Information of the Company; (ii) because of the nature of the business in which 
the Company is engaged and because of the nature of the Confidential Information to which the Executive has access, the 
Company would suffer irreparable hann and it would be impractical and excessively difficult to determ ine the actual 
damages of the Company in the event the Executive breached any ofthe covenants of this Paragraph 9; and (iii) remedies at 
law (such as monetary damages) for any breach of the Executive's obligations under this Paragraph 9 would be 
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• 
inadequate. The Executive therefore agrees and consents that if the Executive commits any breach of a covenant under this 
Paragraph 9, or threatens to commit any such breach, the Company shall have the right (in addition to, and not in lieu of, any 
other right or remedy that may be available to it, including but not limited to the right to terminare and forfeit as yet unpaid 
severance benefits under Paragraphs 6(a) and 6(c) of this Agreement) to temporary and pennanent injunctive relief from a 
court of competent jurisdiction, without posting any bond or other security and without rhe necessity of proof of actual 
damage, and that the arbitration provisions of Paragraph 14 shall not apply. 

10. Indemnification. The Company shall indemnity Executive to the fullest extent pem1itted by applicable 
Delaware law (as may be amended from time to time), including the advance of expenses pennitted herein. 

II. Performance. The failure of either party to this Agreement to insist upon strict performance of any provision of 
this Agreement shall not constitute a waiver of its rights subsequently to insist upon strict perfonnance of such provision or 
any other provis ion of this Agreement. 

12. Non-Assignability. Neither party shall have the right to assign this Agreement or any rights or obligations 
hereunder without the consent of the other party. 

13. Inva lidity. If any provisions of this Agreement shall be found to be invalid by any coutt of competent 
jurisdiction, such finding shall not affect the remaining provisions of this Agreement, all of which shall remain in fu ll force 
and effect. 

14. Arbitration and Lega l Fees. In the event of any dispute regarding a refusal or failure by the Company to make 
payments or provide benefits hereunder for any reason, Executive shall have the right, in addition to all other rights and 
remedies provided by law, to arbitration of such dispute under the rules of the American Arbitration Association, which right 
shall be invoked by serving upon the Company a notice to arbitrate, stating the place of arbitration, within ninety (90) days of 
receipt of notice in any form (including, without limitation, failure by the Company to respond to a notice from Executive 
within thirty (30) days) that the Company is withholding or proposes to withhold any payments or the provision of any 
benefits the Executive, in good faith, believes are called for hereunder. In the event of any such dispute, whether or not 
Executive exercises his right to arbitration, if it shall ultimately be determined that the Company's refusal or failure to make 
payments or provide benefits hereunder was wrongful or otherwise inconsistent with the terms of this Agreement, the 
Company shall indemnify and hold harmless Executive from and against any and all expenses incurred in connection with 
such determination, including reasonable legal and other fees and expenses. Accordingly, the Company agrees to pay within 
30 days following the Company's receipt of an invoice from the Executive all legal fees and expenses which the Executive 
may reasonably incur as a result of any contest by either party of the validity or enforceability of, or liability under, any 
provision of this Agreement, plus, in each case interest on any delayed payment at the applicable Federal rate provided for in 
Section 7872(f)(2)(A) of the Code, if the Executive prevails on any material claim made by him and disputed by the 
Company (or its successors and assigns) under the terms of this Agreement. Such payments shal l be made in accordance with 
the provisions of Paragraph 20 in order to comply with Section 409A of the Code. 
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15. Survival of Certain Provisions. Notwithstanding any other provision of this Agreement, the termination of this 
Agreement for any reason shall not result in the termination of the rights and obligations of the parties under the provisions of 
Sections 5(d), 6, 7, 9, 10, 14 and 16 hereof, which shall survive any such termination. The right of recovery provisions of 
Section 5(d) shall cease to apply during the Extended Term and shall be automatically tenninated upon a Change in Control 
of the Company (as defmed in Paragraph 2(d)) except with respect to any right of recovery that has been asserted prior to 
such Change in Control. 

16. Successors. This Agreement shall be binding upon and inure to the benefit of the Executive (and his personal 
representative), the Company and any successor organization or organizations that shall succeed to substantially all of the 
business and property of the Company and assume the Company's obligations hereunder, whether by means of merger, 
consolidation, acquisition of substantially all of the assets of the Company, or operation of law. The Company shall require 
any successor organization or organizations to agree to asswne the obligations of this Agreement. 

17. Set-off. The Company shall have no right of set-off or counterclaim in respect of any claim, debt or obligation 
against any payments or benefits provided fo r in this Agreement except as otherwise provided hereiJ1. 

18. Amendments. No Amendment to this Agreement shall be effective unless in writing and signed by both the 
Company and Executive. Notwithstanding the foregoing, if any compensation or benefits provided by this Agreement may 
result in the application of Code Section 409A, the Company shall, in consultation with the Executive, modify the Agreement 
in the least restrictive manner necessary in order to exclude such compensation from the definition of"defened 
compensation" within the meaning of Code Section 409A or in order to comply with the provisions of Code Section 409A, 
other applicable provisions of the Code and/or any rules, regulations or other regulatory guidance issued under such statutory 
provisions, and without any diminution in the value of the payments to the Executive. 

19. Governing Law. This Agreement shall be interpreted and enforced in accordance with the Jaws of the State of 
Delaware. The parties hereto irrevocably agree to submit to the jurisdiction and venue of the courts of the State of Delaware 
in any action or proceeding brought with respect to or in connection with this Agreement except for an action described in 
Paragraph 14. 
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20. Code Section 409A. Notwithstanding any provision of Paragraph 10 or 14 of this Agreement to the contrary, 
any legal fees and expenses to be paid by the Company pursuant to Paragraph 10 or 14 shall be subject to the following 
requirements in order to comply with Code Section 409A. Such legal fees and expenses shall be paid by the Company only to 
the extent incun·ed during the Term ofthe Agreement or for a period often (10) years after the Executive's Separation from 
Service. The Company shall pay such legal fees and expenses no later than the end of the calendar year next following the 
calendar year in which such fees and expenses were incurred, and the Company. shall not be obligated to pay any such fees 
and expenses for which the Executive fails to submit an invoice at least ten (10) business days before the end of the calendar 
year next following the calendar year in which such fees and expenses were incurred. The amount of such legal fees and 
expenses that the Company is obligated to pay in any given calendar year shall not affect the legal fees and expenses that the 
Company is obligated to pay in any other calendar year, and the Executive's right to have the Company pay such legal fees 
and expenses may not be liquidated or exchanged for any other benefit. 

21 . Notices. Unless otherwise stated herein, all notices hereunder shall be in writing and shall be deemed to be 
given when personally delivered or mailed by United States registered or certified mail, postage prepaid, to, if to the 
Company, 909 Silver Lake Boulevard, Dover, Delaware 19904, and, if to Executive, the last address therefore shown on the 
records of the Company.'Either the Company or Executive may, by notice to the other, designate an address other than the 
foregoing for the receipt of subsequent notices. 

22. Withholding. The Company may withhold from any amounts payable to Executive hereunder all federa l, state, 
city or other taxes that the Company may reasonably determine are required to be withheld pursuant to any applicable law or 
regulation. 

23. Nature ofPavments Upon Tennination. All payments to Executive pursuant to Paragraph 6 of this Agreement 
shall be considered as liquidated damages or, in the case of cer1ain payments pursuant to Paragraph 6(c), as severance 
payments in consideration of Executive's past services to the Company, and no such payment shall be regarded as a penalty 
to the Company. 

24. Prior Agreement. The Company and the Executive are parties to an Executive Employment Agreement dared 
December 31, 2009 (the "Prior Agreement"). The parties acknowledge and agree that the terms ofthis Agreement constitute 
the entire agreement of the parties with respect to the subject matter and supersede al l prior agreements and amendments with 
respect thereto, including, without limitation, the Prior Agreement. 

25. Acknowledgment. The parties hereto each acknowledge that each has read this Agreement and understands the 
same and that each enters into this Agreement freely and voluntarily. 
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IN WITNESS WHEREOF, the parties hereto have executed this Agreement as of the date first above written. 

[CORPORATE SEAL] 

ATTEST: 

CHESAPEAKE UTILITIES CORPORA TTON 

By: 

Title: _______________ _ 

EXECUTIVE: 
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Exhibit 10.10 

EXECUTIVE EMPLOYMENT AGREEMENT 

This Executive Employment Agreement (the "Agreement") dated this 9th day of January, 2013, is hereby made by 
and between Chesapeake Utilities Corporation, a Delaware corporation (the "Company"), and Beth W. Cooper (the 
"Executive"). 

Recitals 

WllEREAS, the Company is currently obtaining the benefit of Executive's services as a full-time executive 
employee in the capacity ofSeniorVice-President, Chief Financial Officer and Corporate Secretary; 

WIIEREAS, the Company's Board of Directors (the "Board") has authorized the Company to provide for the 
Executive's continued emp loyment pursuant to the terms of this Agreement; and 

WHEREAS, Executive is willing, in consideration of the covenants and consideration hereinafter provided, to 
continue to be employed by the Company in the capacity of Senior Vice-President, ChiefFinancial Officer and Corporate 
Secretary and to render services incident to such position during the term of this Agreement. 

Agreement 

In consideration of the mutual promises and covenants contained herein, the Company and Executive hereby agree 
as follows: 

I. Employment. The Company agrees to employ Executive, and Executive agrees to accept employment, as an 
executive officer of the Company in the capacity of Senior Vice-President, Chief Financial Officer and Corporate Secretary, 
with such authority, duties and responsibilities as are customarily assigned to such position, including such reasonable duties 
and responsibilities as may be requested of the Executive by the Board of Directors and which are consistent with the By­
Jaws of the Company as in effect from time to time including, but not limited to, responsibility for formulating financial 
policy and plans, as well as providing overall direction for the accounting, tax, credit and treasury functions. 

2. Tenn. 

(a) Term of Agreement. The term of this Agreement ("Tenn") shall be the Current Term (as defmed in Paragraph 2 
(b)), and, if applicable, the Extended Term (as defined in Paragraph 2(c)). 
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(b) Current Term. Subject to Paragraph 2(c), the Current Term of this Agreement shall extend for three (3) years 
commencing on Janua1y 1, 2013. If the Current Term of this Agreement expires without there having been a Change in 
Control (as hereinafter defined), this Agreement may be renewed for successive one (1) year terms, as of the day following 
such expiration, by the Company through action of the Compensation Committee of the Board of Directors, unless, during 
the period beginning ninety (90) days prior and ending thirty (30) days prior to such day, either the Company or Executive 
shall have given notice to the other that this Agreement will not be renewed. If the Company determines to extend or renew 
this Agreement as provided under th is Paragraph, the new Agreement shall be identical to this Agreement (except insofar as 
the Company and Executive may otherwise agree in writing) except that the date of the new Agreement shall be as of the day 
following the expiration of the Cunent Term of this Agreement or any renewal term. 

(c) Extended Term. Upon the occun·ence of a Change in Control (as defined in Paragraph 2(d)), the Current Term 
shall end and the Tetm of this Agreement shall thereupon automatically be extended, commencing on the date of such 
Change in Control, for a period of two (2) years (the "Extended Tenn"). 

(d) Change In Control. For the purposes of this Agreement, "Change in Control" shall mean a change in the control 
of the Company during the Tem1 of this Agreement, which shall be deemed to have occurred upon the first of the following 
events: 

(i) any one person, or group of owners of another corporation who acting together through a merger, 
consolidation, purchase, acquisition of stock or the like (a "Group"), acquires ownership of stock of the Company 
(or a majority-controlled subsidiary of the Company) that, together with the stock held by such person or Group, 
constitutes more than fifty percent (50%) of the total fair market value or total voting power of the stock of the 
Company. However, if such person or Group is considered to own more than fifty percent (50%) of the total fair 
market value or total voting power of the stock of the-corporation before this transfer of the Company's stock, tl1e 
acquisition of additional stock by the same person or Group shall not be considered to cause a Change in Control of 
the Company; or 

(ii) any one person or Group acquires (or has acquired during the twelve (12) month period ending on the date 
oftlle most recent acquisition by such person or persons) ownership of stock of the Company (or a majority­
controlled subsidiary of the Company) possessing thirty-five percent (35%) or more of the total voting power of the 
stock of the Company where such person or Group is not merely acquiring additional control of the Company; or 

(iii) a majority of members of the Company's Board (other than the Board of a majority-controlled subsidiary 
of the Company) is replaced during any twelve (12) month period by directors whose appointment or election is not 
endorsed by a majority of the members of the Company's Board prior to the date of the appointment or election 
(the "lncumbent Board"), but excluding, for purposes of detennining whether a majority of the lncumbent Board 
has endorsed any candidate for election to the Board, any individual whose initial assumption of office occurs as a 
result of an actual or threatened electi.on contest with respect to the election or removal of directors or other actual 
or threatened solicitation of proxies or consents by or on behalf of a person or Group other than the Company's 
Board; or 
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(iv) any one person or Group acquires (or has acquired during the twelve (12) month period ending on the date 
of the most recent acquisition by such person or Group) assets from the Company (or a majority-controlled 
subsidiary ofthe Company) that have a total gross fair market value equal to or more than forty percent (40%) of 
the total fair market value of all assets of the Company immediately prior to such acquisition or acquisitions. For 
this purpose, gross fair market value means the value of the assets of the Company, or the value of the assets being 
disposed of, dete1m ined without regard to any liabilities associated with such assets. A transfer of assets by the 
Company will not result in a Change in Control if the assets are transferred to: 

(A) a stockholder of the Company (immediately before the asset transfer) in exchange for or with respect 
to its stock; · 

(8) an entity, fifty percent (50%) or more of the total value or voting power of which is O'Arned, directly 
or indirectly, by the Company immediately after the transfer of assets; 

(C) a person or Group that owns, directly or indirectly, fifty percent (50%) or more of the total value or 
voting power of all the outstanding stock of the Company; or 

(D) an entity, at least fifty percent (50%) of the total value or voting power of which is owned directly or 
indirectly, by a person described in subparagraph (d)(i), above. 

However, no Change in Control shall be deemed to have occurred with respect to the Executive by reason of (I) any event 
involving a transaction in which the Executive or a group of persons or entities with which the Executive acts in concert, 
acquires, directly or indirectly, more than thirty percent (30%) of the Common Stock of the business or assets of the 
Company; or (2) any event involving or arising out of a proceeding under Title 11 of the United States Code (or the 
provisions of any future United States bankruptcy law), or an assignment for the benefit of creditors or an insolvency 
proceeding under state or local law. 

3. Time. Executive agrees to devote all reasonable full time and best efforts for the benefit of the Company and any 
subsidiary of the Company, and not to serve any other business enterprise or organization in any capacity during the Tenn of 
this Agreement without the prior written consent of the Company, which consent shall not be unreasonably with held. 
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4. Office. 

(a) Cun·ent Tenn. During the Current Term, the Executive shall serve as the Company's Senior Vice-President, 
Chief Financial Officer and Corporate Secretary and the parties agree that the Company shall elect the Executive to these 
offices, on an annual basis if necessary, during the Current Term of this Agreement. 

(b) Extended Term. During the Extended Tenn of this Agreement the Executive shall hold and perform an office 
with the responsibility, importance and scope within the Company at least equal to that of the office described and 
contemplated in Paragraph I. Further, Executive's office shall be located in Dover, Delaware and Executive shall not be 
required, without her written consent, to change the office location or to be absent therefrom on business for more than sixty 
(60) working days in any year. 

5. Compensation and Benefits. 

(a) Base Compensation; Current Term. The Company shall compensate Executive for her services hereunder 
during the Current Term at a rate of $274,300 per annum, or such amount as the Board may from time to time determine 
(" Base Compensation"), payable in installments on the Company's regular payroll dates for salaried executives. The Base 
Compensation rate shall be reviewed annually and may be increased or decreased, from time to time, provided, however, that 
Base Compensation shall only be decreased by the Board on a good faith basis and with reasonable justification for the same, 
and provided further, that in the event of a Change in Control, Base Compensation shall not at any time thereafter be 
decreased. 

(b) Base Compensation: Extended Tenn. During the Extended Term, the Company shall compensate Executive for 
her services hereunder at a rate per annum, payable in installments on the Company's regular payroll dates for salaried 
executives, equal to her Base Compensation at the time the Extended Term commences, which may be increased, but not 
decreased by such additional amounts as the Board may determine from time to time based, in part, on an annual review of 
the Executive's compensation and performance. 

(c) Incentive Plans. During the Tetm of this Agreement, Executive shall be entitled to pruiicipate in all bonus, 
incentive compensation and perfonnance based compensation plans, and other s.imilar policies, practices, programs and 
arrangements of the Company, now in effect or as hereafter amended or established, on a basis that is commensurate with her 
position and no less favorable than those generally applicable or made available to other executives of the Company. The 
Executive's participation shall be in accordance with the terms and provisions of such plans and programs. Participation shall 
include, but not be limited to: 

(i) Chesapeake Utilities Corporation Performance Incentive Plan. Executive shall be eligible for a 
petformance incentive compensation award as detennined on an annual basis by the Compensation Committee of 
the Board in its discretion and in accordance with and subject to the tenns of the Company's Performance Incentive 
Plan during the Tetm of this Agreement. The Perfonnance Incentive Plan Target Bonus as a percent of base salary 
shall be reviewed annual ly and may be increased or decreased, from time to time, provided, however, that Target 
shall only be decreased by the Board on a good faith basis and with reasonable justification for the same, and 
provided further, that in the event of a Change in Control, Target shall not at any time thereafter be decreased. 
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(ii) Chesapeake Utilities Corporation Cash Bonus Incentive Plan. Executive shall be eligible for an annual 
cash bonus award with a target award amount equal to thitty percent (30%) of Executive's Base Compensation, as 
determined on an annual basis by the Compensation Committee of the Board in its discretion and in accordance 
with and subject to the terms of the Company's Cash Bonus Incentive Plan during the Term of this Agreement. 

(d) Recovery of Compensation. The Executive acknowledges and agrees that all or any portion of an incentive 
award under the above described bonus and incentive compensation plans or any future atTangement established by the 
Company to provide incentive or bonus compensation, whether payable i.n cash, Company common stock or other property, 
("Award") is subject to an obligation of repayment by the Executive to the Company if the amount of.the Award was 
calculated based upon the achievement of certain financial results (as reflected in the financial statement of the Company or 
otherwise) or other performance metrics that, in either case, were subsequently found to be materially inaccurate. The amount 
that shall be repaid by the Executive to the Company shall be based on the excess amount paid or awarded to the Executive 
under the Award as compared to the amount that would have been paid or awarded had the material inaccuracy not occuned. 
If the Compensation Committee of the Board of Directors determines that the Executive engaged in misconduct, malfeasance 
or gross negligence in the performance of her duties that either caused or significantly contributed to the material inaccuracy 
in financial statements or other performance metrics, there shall be no time limit on this right of recovery, which shall apply 
to all future Awards as well as to any and all pre-existing Awards that have not yet been determined and paid as of the date of 
this Agreement. ln all other circumstances, this right of recovery sha ll apply to all future Awards as well as to any and all 
pre-existing Awards that have not yet been determined and paid as of the date of this agreement for a period not exceeding 
one year after the date of payment of each such Award. In addition, the Executive hereby agrees that, if he or she does not 
promptly repay the amount recoverable hereunder within thirty (30) days of a demand therefore, such amount may be 
withheld from compensation of any type not yet due and payable to the Executive, including, but not limited to, the 
cancellation of future Awards, as determined by the Compensation Committee in its sole discretion. In addition, the 
Compensation Committee is granted the discretionary authority to interpret and enforce this provision as it determines to be 
in the best interest of the Company and equitable to the parties. Notwithstanding anything herein, this provision shall not be 
the Company's exclusive remedy with respect to such matters. In addition, the parties agree that the Company may 
unilaterally amend this provision at any time to comply with applicable law or securities exchange listing rules, as tbe same 
may be in effect from time to time, during the Current Term or the Extended Term of this Agreement. 
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(e) Retirement Plans. During the Term of this Agreement, Executive shall be entitled to partic ipate in aU'profit­
sharing, savings and retirement benefit plans, plans that are supplemental to any tax-qualified savings and retirement plans, 
and other similar policies, practices, programs and arrangements of the Company, now in effect or as hereafter amended or 
established, on a basis that is commensurate with her position and no less favorable than those generally applicable or made 
available to other executives of the Company. The Executive's participation shall be in accordance with the tenns and 
provisions of such plans and programs. 

(f) Welfare Benefits. During the Tenn ofthis Agreement, Executive, and her fami ly, as app licable, shall be entitled 
to participate in all insurance, medical, health and welfare, and similar plans and arrangements, as well as all vacation and 
other employee fringe benefit plans, perqu isite plans, and other policies, practices, programs and arrangements of the 
Company, now in effect or as hereafter amended or established, on a basis that is commensurate with her position and no less 
favorable than those generally applicable or made available to other executives of the Company. The Executive's 
pa1iicipation shall be in accordance with the terms and provisions of such plans. 

(g) Other Benefits. During the Term of this Agreement, the Company shall furnish Executive with a suitable office, 
necessary adm inistrative support and customary furniture and furnishings for such office. The Company further agrees that 
Executive shall have the use of a Company-owned or Company-leased and Company-maintained automobile, new every 
three (3) years, of a kind and model appropriate to her position with the Company. 

(h) Expenses. During the Term of this Agreement, the Company shall pay all necessary and reasonable business 
expenses incurred by Executive on behalf of the Company in the course of her employment hereunder, including, without 
limitation, expenses incurred in the conduct of the Company's business while away fi·om her domicile and properly 
substantiated expenses for travel, meals, lodging, entertainment and related expenses that are for the benefit of the Company. 
All expense reimbursements shall comply with applicable rules or guidelines of the Company in effect at the time the 
expense is incurred. 

If any reimbursements under this or any other provision of this Agreement are taxable to the Executive, such 
reimbursements shall be paid on or before the end of the calendar year fol lowing the calendar year in which the reimbursable 
expense was incurred, and the Coml?any shall not be obligated to pay any such reimbursement amount for which Executive 
fails to submit an invoice or other documented reimbursement request at least I 0 business days before the end of the calendar 
year next following the calendar year in which the expense was incurred. Such expenses shall be reimbursable only to the 
extent they were incurred during the term of the Agreement. In addition, the amount of such reimbursements that the 
Company is obligated to pay in any given calendar year shall not affect the amount the Company is obl igated to pay in any 
other calendar year. In addition, Executive may not liquidate or exchange the right to reimbursement of such expenses for 
any other benefits. 
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-
(i) Nothing in this Agreement shall preclude the Company from amending or terminating any employee benefit 

plan or practice, but, it being the intent of the parties that the Executive shall continue to be entitled during the Extended 
Tenn to compensation, benefits, reimbursements and perquisites as set forth in Paragraphs 5(a) through 5(c) and 5(e) through 
5(h) at least equal to those attached to her position on the date of this Agreement, and nothing in this Agreement shall operate 
as, or be construed to authorize, a reduction during the Extended Tenn without Executive's wrinen consent in the level of 
such compensation, benefits, reimbursements or perquisites as in effect on the date of a Change in Control. If and to the 
extent that such compensation, benefits, reimbursements or perquisites are not payable or provided to Executive under any 
such plan or practice by reason of an amendment thereto or termination thereof during the Extended Term, the Company 
shall nevertheless pay or provide such compensation, benefits, reimbursements or perquisites to Executive, e ither directly or 
through alternative arrangements. 

6. Termination. 

(a) Payment Upon Tenn ination Durin g CwTent Term. In the event that the Company terminates this Agreement 
during the Current Term, or elects not to renew this Agreement at the end of the Current Term, for any reason other than 
Cause, as defined below, or the Executive's death, the Company shall continue to pay to Executive her (or in the event of her 
death fo llowing such termination, her legal representative), as a severance benefit Base Compensation under Paragraph 5(a), 
at the rate in effect immed iately prior to the date of such termination ("Termination Date"), on the regular payroll dates 
occurring during the period of one ( I) year fo llowing the Termination Date. Tn addition, and notwithstanding the foregoing 
provisions of this Paragraph 6(a), to the extent required in order to comply with Section 409A of the Internal Revenue Code 
of 1986, as amended (the "Code"), Termination Date shall be detennined based on the date the Executive has a "separation 
from service" within the meaning of Code Section 409A and regulations thereunder, using the default rule under such 
regulations ("Separation from Service"), and cash amounts that would otherwise be payable under this Paragraph 6(a) during 
the six-month period immediately followi ng the Term ination Date shall instead be paid, with interest on any delayed payment 
at the applicable federal rate under Code Section 7872(t)(2)(A), on the first business day after the date that is six (6) months 
following the Executive's Separation trom Service. Payment of the severance benefit under this Paragraph is subject to the 
Executive's compliance with the covenants of Paragraph 9 and the execution and delivery (and non-revocation) of a release 
of claims (the "Release") against the Company and its officers, directors, employees and affiliates, which Release must be 
delivered to the Company not later than 45 days after the Termination Date. If the Executive fails to comply with any of the 
covenants of Paragraph 9 or fails to deliver the Release within 45 days after the Termination Date, or if the Executive revokes 
such Release within 7 days after its delivery to the Company, payment of the severance benefits shall cease and any unpaid 
amounts shall be forfeited. Payment commencement shall not be delayed, however, pending delivery of the Release. 
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(b) Tennination for Cause. This Agreement and Executive's employment hereunder may be tenninated by the 
Company at any time for Cause. In the event oftennination for Cause, the Executive shall not be entitled to any severance 
benefits under this Agreement. Tennination of the Executive' s employment shall be deemed to have been "for Cause" only if 
it shall have been the result of: 

(i) Executive' s conviction of a felony under the laws of the United States or a state in which Executive works 
or resides, or a guilty or no contest plea by the Executive with respect thereto; 

(ii) a willful or deliberate act or acts of dishonesty by Executive resulting or intended to result directly or 
indirectly in material gain to or personal enrichment of Executive at the Company's expense; 

(iii) a deliberate and intentional refusal by Executive (except by reason of incapacity due to illness or accident) 
to comply with the provisions of Paragraph 1, provided that such breach shall have resulted in demonstrably 
material injury to the Company and the Executive shall have failed to remedy such breach within thirty (30) days 
after notice from the Secretary of the Company demanding that the Executive remedy such breach; or 

( iv) conduct by Executive that is materially injurious to the Company if such conduct was undertaken without 
good faith and the reasonable belief that such conduct was i11 the best interest of the Company. 

(c) Payment Upon Tennination During Extended Term. In the event of a Tennination Without Cause, as defined 
below, during the Extended Tenn, the Company shall pay to Executive (or, in the event of her death following the 
tennination, her legal representative) in cash, the first business day that falls on or after the sixtieth (60th) day after the date 
of such tennination (the " Extended Tenn ination Date") the sum of all accrued but unpaid salary, bonus, vacation pay, 
expense reimbursements and any other amounts due, plus the following: 

(i) an amount equal to the product of multiplying the monthly rate of Base Compensation to which Executive 
was entitled under Paragraph 5(a) on the day immediately prior to the Extended Tennination Date by Twenty-four 
(24) months ("Covered Period"); 

(ii) an amount equal to the aggregate of the Company' s contributions to the Company's savings plan 
(including, but not limited to, the Chesapeake Utilities Corporation Retirement Savings Plan, and any related 
excess benefit plans) in respect of Executive that were not vested on the day immediately prior to the Extended 
Termination Date but that would have been vested at the end of the Covered Period if Executive had remained 
employed by the Company for the duration of that period; and 
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(iii) an amount equal to the product of multiplying the average of the annual aggregate benefits awarded to the 
Executive under a ll annual bonus program(s) of the Company in which the Executive was a participant in each of 
the three (3) calendar years immediately preceding the calendar year in which the Extended Termination Date 
occurs by two (2) years. 

Payment of the severance benefit under this Paragraph is subject to the Executive's compliance with the covenants of 
Paragraph 9 and the execution and delivery (and non-revocation) of a release of claims (the "Release") against the Company 
and its officers, directors, employees and affi liates, which Release must be delivered to the Company not later than 45 days 
after the Te1mination Date. If the Executive fails to comply with any of the covenants of Paragraph 9 or fails to deliver the 
Release within 45 days after the Termination Date, or if the Executive revokes such Release within 7 days after its delivery to 
the Company, payment of the severance benefits shall cease (if commenced) or shall not be made, and any unpaid amounts 
shall be forfeited. 

[n addition, the Company shall continue to provide medical, prescription drug, vis ion, dental and other Company welfare 
benefits to the Executive and her eligible dependents during the Covered Period as if the Executive remained an active 
employee of the Company (but, with respect to any such benefits provided through insurance, only if and to the extent it is 
permissible to extend such benefits to a former employee of the Company under the tenns of the applicable plan and 
insurance contracts). Executive further acknowledges that the cost of the coverage afforded to Executive and her eligible 
dependents under self-funded medical expense reimbursement plans of the Company during the Covered Period shall be 
treated as additional taxable income to the Executive to the extent necessary to avoid a violation of the nondiscrimination 
provisions of Section I 05(h) of the Code. Should the continuation of any medical or similar coverages be through fully 
insured plans, and should such continuation violate the nondiscrimination requirements for such plans under the Patient 
Protection and Affordable Care Act of20 I 0, then the Executive shall receive additional cash severance benefits rather than 
continued coverage under such plans of the Company in an amount based on the premium cost of such coverage that the 
Company wou ld otherwise pay under this paragraph. In addition, the applicable period of health benefit continuation under 
Code Section 4980B shaJJ begin at the end of the Covered Period. 

To the extent required in order to comply with Code Section 409A, cash amounts that would otherwise be payable under 
this Paragraph 6(c) during the six-month period immediately following the Extended Termination Date (and which are not 
eligible for the exception applicable to payments due to involuntary separation under Treas. Reg. Section l.409A-l (b)(9)(iii)) 
shall instead be paid, with interest on any delayed payment at the applicable federal rate under Code Section 7872(f)(2)(A), 
on the first business day after the date that is six (6) months following the Executive's Separation from Service. Further, any 
taxable welfare benefits provided to Executive pursuant to this Paragraph 6(c) that are not "disability pay" or "death benefits" 
within the meaning ofTreas. Reg. Section l.409A-l(a)(5) (collectively, the "Applicable Benefits") shall be subject to the 
following requirements in order to comply with Code Section 409A. The amount of any Applicable Benefits provided during 
one taxable year shall not affect the amount of the Applicable Benefits provided in any other taxable year, except that with 
respect to any Applicable Benefits 
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that consist of the reimbursement of expenses referred to in Code Section I 05(b), a limitation may be imposed on the amount 
of such reimbursements over some or all of the Covered Period, as described in Treas. Reg. Section l.409A-3(i)(l)iv)(B). To 
the extent that any Applicable Benefits consist of the reimbursement of eligible expenses, such reimbursement must be made 
on or before the last day of the calendar year fo llowing the calendar year in which the expense was incurred. No Applicable 
Benefits may be liquidated or exchanged for another benefit. Dw·ing the period of six (6) months immediately following 
Executive's Separation from Service, Executive shall be obligated to pay the Company the full cost for any Applicable 
Benefits that do not constitute health benefits of the type required to be provided under the health continuation coverage 
requirements of Code Section 4980B, and the Company shall reimburse Executive for any such payments on the fi rst 
business day that is more than six (6) months after Executive's Separation from Service, together with interest on such 
amount from the date of Separation from Service through the date of payment at the applicable federal rate under Code 
Section 7872(f)(2)(A). 

(d) Termination Without Cause. For purposes of Paragraph 6(c) above, "Termination Without Cause" shall mean a 
Separation from Service of the Executive that is either a: 

(i) Tennination by the Company of Executive's employment without Cause (as "Cause" is defined in 
Paragraph 6(b) above); or 

(ii) Termination by Executive of her employment following the occurrence of any of the following events: 

(A) failure to elect or re-elect Executive to, or removal of Executive from, the office or offices set forth 
in Paragraph l, or failure to nominate Executive for election to the Board if Executive shall have been a 
member of the Board immediately prior to a Change in Control of the Company; 

(B) a significant change in the nature or scope of her authorities, powers, functions , duties or 
responsibilities attached to the positions contemplated in Paragraph I or a reduction in her compensation or 
in the benefits available to the Executive and her family, as provided in Paragraph 5, which .cbange or 
reduction is not remedied within thirty (30) days after notice to the Company by the Executive; 

(C) any other breach by the Company of any material provision of this Agreement (including, without 
limitation, relocation of the Executive in material violation of Paragraph 4(b)), which breach is not remedied 
within thirty (30) days after notice to the Company by Executive; or 

(D) the consolidation or merger of the Company or transfer of all or a significant portion of its assets 
unless a successor or successors (by merger, consolidation or otherwise) to which all or a significant portion 
of its assets has been transferred shall have assumed all duties and obligations of the Company under th is 
Agreement. 
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In order to effect a Termination Without Cause in any event set forth in this Paragraph 6(d)(ii), Executive must 
elect to tenninate her employment under this Agreement upon not less than forty (40) days and not more than 
ninety (90) days' written notice to the Board, attention of the Corporate Secretary, given, except in the case of a 
continuing breach, within three (3) calendar months after: ( I) failure to be so elected, reelected, or nominated, or 
such removal, (2) expiration of the 30-day cure period with respect to such event, or (3) the closing date of such 
consolidation, merger or transfer of assets. 

An election by Executive to terminate her employment under the provisions of this Paragraph shall not be deemed 
a voluntary termination of employment by Executive for the purpose of this Agreement or any plan or practice of 
the Company. Further, the death of the Executive during the Extended Term but prior to a Termination Without 
Cause, as defined, shall not constitute Cause or be deemed to be a Te1mination Without Cause. 

7. Maximum Pavment Upon Tennination. 

(a) Detennination. Notwithstanding any other provision of this Agreement, if any payment or distribution (a 
"Paymenf') by the Company or any other person or entity to or for the benefit of the Executive is detennined to be an 
"excess parachute payment" (within the meaning of Code Section 280G(b)(l) or any successor provision of similar effect), 
whether paid or payable or distributed or distributable pursuant to Paragraph 6(c) of this Agreement or otherwise, then the 
Executive's benefits under this Agreement shall be reduced by the amount necessary so that the Executive's total "parachute 
payment" as defined in Code Section 280G(b)(2)(A) under this and all other agreements will be $1.00 less than the amount 
that would be a "parachute payment". The determination concerning the application of the reduction shall be made by a 
nationally-recognized finn of independent accountants (together with legal counsel of its choosing) selected by the Company 
after consultation with the Executive (which may be the Company's independent auditors), whose detern1ination shal l be 
conclusive and binding on all parties. Any fees and expenses of such independent accountants and counsel (including counsel 
for the Executive) shall be borne by the Company. 

(b) Notices. If it is determined that the benefits under this Agreement must be reduced under this Paragraph, within 
10 days of the date of such determination, the Company will apprise the Executive ofthe amount of the reduction ("Notice of 
Reduction"). Within 10 days of receiving that information, the Executive may specify how (and against whjch benefit or 
payment source) the reduction is to be applied ("Notice of Application"). The Company will be required to implement these 
directions within 10 days of receiving the Notice of Application. lfthe Company has not received a Notice of Application 
from the Executive within l 0 days of the date of the Notice of Reduction, the Company will apply this Paragraph 
proportionately based on the amounts otherwise payable under Paragraph 6(c). If the Company receives a Notice of 
Application that does not fully implement the requirements of this Paragraph, the Company will apply this Paragraph 
proportionately on the basis of the reductions specified in the Notice of Application first, then to any remaining reduction 
based on the amounts otherwise payable under Paragraph 6(c). 
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Notwithstanding the foregoing, if the exercise of discretion reserved to the Executive in determining the Notice of 

Application would violate Code Section 409A, then such discretion shall be eliminated and the amounts payable under 
Paragraph 6(c) shall be reduced proportionately. 

8. Mitigation. Executive shall not be required to mitigate the amount of any, payment provided for in this 
Agreement either by seeking other employment or otherwise. The amount of any payment provided for herei11 shall not be 
reduced by any remuneration that Executive may earn from employment with another employer or otherwise fol lowing her 
Termination Date or Extended Termination Date, as applicable. 

9. Covenants. 

(a) Introduction. The parties acknowledge that the provisions and covenants contained in this Paragraph 9 are 
ancillary and material to this Agreement and that the limitations contained herein are reasonable in geographic and temporal 
scope and do not impose a greater restriction or restraint than is necessary to protect the goodwill and other legitimate 
business interests of the Company. The parties also acknowledge and agree that the provisions of this Paragraph 9 do not 
adversely affect Executive's ability to earn a living in any capacity that does not violate the covenants contained herein. The 
parties fut1her acknowledge and agree that the provisions of Paragraph I 9 below are accurate and necessary because 
(i) Delaware is the headquarters state of the Company, which has operations in multiple states and a compelling interest in 
having its employees treated uniformly, (ii) the use of Delaware law provides certainty to the parties in any covenant 
litigation in the United States, and (iii) enforcement of the provisions of this Paragraph 9 would not violate any fundamental 
publ ic policy of Delaware or any other jurisdiction. 

(b) Confidential Information. Executive shall hold in a fiduciary capacity for the benefit of the Company, all secret 
or confidential information, knowledge or data relati11g to the Company and its businesses (including, but not limited to, any 
proprietary and not publicly available infonnation concerning any processes, methods, trade secrets, costs, names of users or 
purchasers of the Company's products or services, business methods, financia l affairs, operating procedures or programs or 
methods of promotion and sale) that Executive has obtained or obtains during Executive's employment by the Company and 
that is not public knowledge (other than as a result ofExecutive's violation ofthis Paragraph 9(b)) ("Confidential 
Information"). For purposes of this Paragraph 9(b), information shall not be deemed to be publicly available merely because 
it is embraced by general disclosures or because individual features or combinations thereof are publicly avai lable. Executive 
shall not communicate, divulge or disseminate Confidential Information at any time during or after Executive's employment 
with the Company except: 
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(i) to employees or agents of the Company that need the Confidential Information to perfonn their duties on 
behalf of the Company; 

(ii) in the performance of Executive's duties to the Company; 

(ii i) as a necessary (and only to the extent necessary) patt of any undertaking by Executive to enforce 
Executive's rights under this Agreement; or 

(iv) as otherwise required by Jaw or legal process. 

All confidential records, files, memoranda, reports, customer lists, drawings, plans, documents and the like that Executive 
uses, prepares or comes into contact with during the course of Executive's employment shall remain the sole property of the 
Company and shall be tumed over to the Company upon term ination of Executive's employment. 

(c) Non-solicitation of Com pany Employees. Executive shall not, at any time during the Restricted Period (as 
defmed below), without the prior written consent of the Company, engage in the following conduct (a "Solicitation"): 

(i) directly or indirectly, contact, solicit, recruit or employ (whether as an employee, officer, director, agent, 
consultant or independent contractor) any person who was or is at any time during the previous six months an 
employee, representative, officer or director of the Company; or 

(ii) take any action to encourage or induce any employee, representative, officer or director of the Company to 
cease her relationsh ip with the Company fo r any reason. A "Solicitation" does not include any recruitment of 
employees for the Company. 

The "Restricted Period" means the period including Executive's employment with the Company and one (I) year following 
the Termination Date or Extended Tennination Date, as applicable, and, if the Executive has g iven a notice pursuant to 
Paragraph 6( d)(ii), for a period of fifteen ( 15) months following the giving of such notice. 

(d) Non-solicitation of Th ird Patties. During the Restricted Period, the Executive shall not (either di rectly or 
indirectly or as an officer, agent, employee, partner or director of any other company or entity) solicit, service, recruit, 
induce, influence, or accept on behalf of any competitor of the Company the business of: 

(i) any customer of the Company at the time of Executive's employment or Termination Date or Extended 
Termination Date, as applicable; or 
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(ii) any potential customer of the Company which Executive knew to be an identified, prospective purchaser 
of services or products of the Company. 

(e) Non-competition. Dw·ing the Restricted Period, Executive shall not, directly or indirectly, accept employment 
with, act as a consultant to, or otherwise perforn1 services that are substantially the same or similar to those for which 
Executive was compensated by the Company (such comparison to be based on job-related functions and responsibilities and 
not job title) for any business that directly competes with any portion of the Company. This restriction applies to any parent, 
division, affi liate, newly fom1ed or purchased business(es) and/or successor of a business that competes with the Company. 
Further, during the Restricted Period, Executive shall not assist any individual or entity other than the Company in acquiring 
any entity with respect to which a proposal to acquire such entity was presented to the Board during the one (1) year period 
beginning prior to Executive's Termination Date, Extended Tern1ination Date or notice given by Executive pursuant to 
Paragraph 6(d)(ii), as applicable. 

(f) Post-Termination Cooperation. Executive agrees that during and after employment with the Company and 
without additional compensation (other than reimbursement for reasonable associated expenses) to cooperate with the 
Company in the following areas: 

(i) Cooperation with the Company. Executive agrees to: 

(A) be reasonably available to answer questions for the Company's officers regarding any 
matter, project, initiative or effort for which Executive was responsible while employed by the Company; 
and 

(B) cooperate with the Company during the course of all third-party proceedings arising out 
of the Company's business about which Executive has knowledge or infonnation. 

For purposes of this Agreement, " proceeding" includes internal investigations, administrative 
investigations or proceedings and lawsuits (including pre-trial discovery and trial testimony) and "cooperation" 
includes (1) Executive being reasonably available for interviews, meetings, depositions, hearings and/or trials 
without the need for a subpoena or assurances by the Company, (2) providing any and all documents in Executive's 
possession that relate to the proceeding, and (3) providing assistance in locating any and all relevant notes and/or 
documents. 

(ii) Cooperation with Third Parties. Unless compelled to do so by lawfully-served subpoena or court 
order, Executive agrees not to communicate with, or give statements or testimony to, any attorney representing an 
interest opposed to the Company's interest ("Opposing Attorney"), Opposing Attomey's representative (including 
a private investigator) or current or fonner employee relating to any matter (including pending or threatened 
lawsuits or administrative investigations) about which Executive has knowledge or information as a result of 
employment with the Company. Executive also agrees to notify the Company immediately after being contacted by 
a third party or receiving a subpoena or court order to appear and testify with respect to any matter that may include 
a claim opposed to the Company's interest. However, this Paragraph 9(f)(ii) shall not apply to any effort 
undertaken by Executive to enforce Executive's rights under this Agreement, but on ly to the extent necessary for 
that purpose. 
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(iii) Cooperation with the Media. Executive agrees not to communicate with, or give statements to, any 
member of the media (including print, television, electronic or radio media) relating to any matter (including 
pending or threatened lawsuits or administrative investigations) about which Executive has knowledge or 
information as a result of employment with the Company. Executive also agrees to notifY the Company 
immediately after being contacted by any member of the media with respect to any matter affected by this 
Paragraph. 

(g) Non-Disparagement. Executive and Company shall at all times refrain from taking actions or making 
statements, written or verba l, that: 

(i) denigrate, disparage or defame the goodwill or reputation of Executive or the Company, as the case may 
be, or any of its trustees, officers, security holders, partners, agents or former or cunent employees and directors, or 

(i i) are intended to, or may be reasonably expected to, adversely affect the morale of the employees of the 
Company. 

Executive fmther agrees not to make any negative statements to third parties relating to Executive's employment or any 
aspect of the business of the Company and not to make any statements to third parties about the circumstances of the 
termination of Executive' s employment, or about the Company or its trustees, directors, officers, security holders, partners, 
agents or former or current employees and directors, except as may be required by a court or governmental body. 

(h) Enforcement. The Executive acknowledges and agrees that: (i) the purpose of the foregoing covenants, 
including, without limitation, the nonsolicitation and non competition covenants of Paragraphs 9(d) and (e), is to protect the 
goodwill, trade secrets and other Confidential Information of the Company; (ii) because of the nature of the business in which 
the Company is engaged and because of the nature of the Confidential Information to which the Executive has access, the 
Company would suffer irreparable hann and it would be impractical and excessively difficult to determine the actual 
damages of the Company in the event the Executive breached any of the covenants of this Paragraph 9; and (iii) remedies at 
law (such as monetary damages) for any breach of the Executive's obligations under this Paragraph 9 would be inadequate. 
The Executive therefore agrees and consents that ifthe Executive commits any breach of a covenant under this Paragraph 9, 
or threatens to commit any such breach, the Company shall have the right (in addition to, and not in lieu of, any other right or 
remedy that may be available to it, including but not limited to the right to tem1inate and forfeit as yet unpaid severance 
benefits under Paragraphs 6(a) and 6(c) of this Agreement) to temporary and pennanent iqjunctive relief from a court of 
competent jurisdiction, without posting any bond or other security and without the necessity of proof of actual damage, and 
that the arbitration provisions of Paragraph 14 shall not apply. 
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10. Indemnification. The Company shall indemnify Executive to the fullest extent pennitted by applicable 
Delaware law (as may be amended from time to time), including the advance of expenses permitted herein. 

1 I. Perfonnance. The failure of either party to this Agreement to insist upon strict perfonnance of any provision of 
this Agreement shall not constitute a waiver of its rights subsequently to insist upon strict perfonnance of such provision or 
any other provision of this Agreement. 

12. Non-Assignability. Neither paity shall have the right to assign this Agreement or any rights or obligations 
hereunder without the consent of the other party. 

13. Invalid ity. If any provisions of this Agreement shall be found to be inva lid by any court of competent 
jurisdiction, such finding shall not affect the remaining provisions of this Agreement, all of which shall remain in full force 
and effect. 

14. Arbitration and Legal fees. In the event of any dispute regarding a refusal or fai lure by the Company to make 
payments or provide benefits hereunder for any reason, Executive shall have the right, in addition to all other rights and 
remedies provided by law, to arbitration of such dispute under the rules of the American Arbitration Association, which right 
shall be invoked by serving upon the Company a notice to arbitrate, stating the place of arbitration, within ninety (90) days of 
receipt of notice in any form (including, without limitation, fa ilure by the Company to respond to a notice from Executive 
within thirty (30) days) that the Company is withholding or proposes to withhold any payments or the provision of any 
benefits the Executive, in good faith, believes are called for hereunder. In the event of any such dispute, whether or not 
Executive exercises her right to arbitration, if it shall ultimately be determined that the Company's refusa 1 or failure to make 
payments or provide benefits hereunder was wrongful or otherwise inconsistent with the tenns of this Agreement, the 
Company shall indemnify and hold hannless Executive from and against any and all expenses incurred in connection with 
such determination, including reasonable legal and other fees and expenses. Accordingly, the Company agrees to pay within 
30 days following the Company' s receipt of an invoice from the Executive all legal fees and expenses which the Executive 
may reasonably incur as a result of any contest by either party of the vaUdity or enforceability of, or liabil ity under, any 
provision of this Agreement, plus, in each case interest on any delayed payment at the applicable Federal rate provided for in 
Section 7872(f)(2)(A) of the Code, if the Executive prevai ls on any material claim made by him and disputed by the 
Company (or its successors and assigns) under the terms of this Agreement. Such payments shall be made in accordance with 
the provisions of Paragraph 20 in order to comply with Section 409A of the Code. 
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15. Survival of Certain Provisions. Notwithstanding any other provision of this Agreement, the termination of this 
Agreement for any reason shall not result in the termination of the rights and obligations of the parties under the provisions of 
Sections 5(d), 6, 7, 9, 10, 14 and 16 hereof, which shall survive any such tennination. The right of recovery provisions of 
Section S(d) shall cease to apply during the Extended Term and shall be automatically terminated upon a Change in Control 
of the Company (as defmed in Paragraph 2(d)) except with respect to any right of recovery that has been asserted prior to 
such Change in Control. 

16. Successors. Th is Agreement shall be binding upon and inure to the benefit of the Executive (and her personal 
representative), the Company and any successor organization or organizations that shall succeed to substantially all of the 
business and property of the Company and assume the Company's obligations hereunder, whether by means of merger, 
consolidation, acquisition of substantially all of the assets ofthe Company, or operation of law. The Company shall require 
any successor organization or organizations to agree to assume the obligations of this Agreement. 

17. Set-off. The Company shall have no right of set-off or counterclaim in respect of any claim, debt or obligation 
against any payments or benefits provided for in this Agreement except as otherwise provided hereiJl. 

18. Amendments. No Amendment to this Agreement shall be effective unless in writing and signed by both the 
Company and Executive. Notwithstanding the foregoing, if any compensation or benefits provided by this Agreement may 
result in the application of Code Section 409A, the Company shall, in consultation w ith the Executive, modify the Agreement 
in the least restrictive manner necessary in order to exclude such compensation from the definition of"deferred 
compensation" within the meaning of Code Section 409A or in order to comply with the provisions of Code Section 409A, 
other applicable provisions of the Code and/or any rules, regulations or other regulatory guidance issued under such statut01y 
provisions, and without any diminution in the value of the payments to the Executive. 

19. Governing Law. This Agreement shall be interpreted and enforced in accordance with the laws of the State of 
Delaware. The parties hereto irrevocably agree to submit to the jurisdiction and venue of the courts of the State of Delaware 
in any action or proceeding brought with respect to or in connection with this Agreement except for an action described in 
Paragraph 14. 
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20. Code Section 409A. Notwithstanding any provision of Paragraph 10 or 14 of this Agreement to the contrary, 

any legal fees and expenses to be paid by the Company pursuant to Paragraph I 0 or 14 shall be subject to the following 
requirements in order to comply with Code Section 409A. Such legal fees and expenses shall be paid by the Company only to 
the extent incurred during the Term of the Agreement or for a period of ten (1 0) years after the Executive's Separation from 
Service. The Company shall pay such legal fees and expenses no later than the end of the calendar year next following the 
calendar year in which such fees and expenses were incurred, and the Company shall not be obligated to pay any such fees 
and expenses for which the Executive fails to submit an invoice at least ten (10) business days before the end of the calendar 
year next following the calendar year in which such fees and expenses were incurred. The amount of such legal fees and 
expenses that the Company is obligated to pay in any given calendar year shall not affect the legal fees and expenses that the 
Company is obligated to pay in any other calendar year, and the Executive's right to have the Company pay such legal fees 
and expenses may not be liquidated or exchanged for any other benefit. 

21. Notices. Unless otherwise stated herein, all notices hereunder shall be in writing and shall be deemed to be 
given when personally delivered or mailed by United States registered or certified mail, postage prepaid, to, if to the 
Company, 909 Si lver Lake Boulevard, Dover, Delaware 19904, and, if to Executive, the last address therefore shown on the 
records of the Company. Either the Company or Executive may, by notice to lhe other, designate an address other than the 
foregoing for the receipt of subsequent notices. 

22. Withholding. The Company may withhold from any amounts payable to Executive hereunder all federal, state, 
city or other taxes that the Company may reasonably determine are required to be withheld pursuant to any applicable law or 
regulation. 

23. Nature of Payments Upon Termination. All payments to Executive pursuant to Paragraph 6 of this Agreement 
sha ll be considered as liquidated damages or, in the case of certain payments pursuant to Paragraph 6(c), as severance 
payments in consideration of Executive's past services to the Company, and no such payment shall be regarded as a penalty 
to the Company. 

24. Prior Agreement. The Company and the Executive are parties to an Executive Employment Agreement dated 
December 31, 2009 (the "Prior Agreement"). The parties acknowledge and agree that the tenns of this Agreement constitute 
the entire agreement of the parties with respect to the subject matter and supersede all prior agreements and amendments with 
respect thereto, including, without limitation, the Prior Agreement. 

25. Acknow ledgment. The parties hereto each acknowledge that each has read this Agreement and understands the 
same and that each enters into this Agreement fi·eely and voluntarily. 
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TN WITNESS WHEREOF, the parties hereto have executed this Agreement as of the date fi rst above written. 

[CORPORATE SEAL) 

AITEST: 

19 

CHESAPEAKE UTILITIES CORPORATION 

By: 

Title: _ _ _ ___________ _ 

EXECUTIVE: 
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EX-10.11 5 d466906dex1 Oll.htm EX-1 0.11 
Exhibi t 10.11 

EXECUTlVE EMPLOYMENT AGREEMENT 

This Executive Employment Agreement (the "Agreement") dated this 9th day of January, 20 13, is hereby made by 
and between Chesapeake Utilities Corporation, a Delaware corporation (the "Company"), and Elaine B. Bittner (the 
"Executive"). 

Recitals 

WHEREAS, the Company is currently obtaining the benefit of Executive's services as a full-time executive 
employee in the capacity of Vice-President - Strategic Development of the Company; 

WHEREAS, the Company's Board of Directors (the "Board") has authorized the Company to provide for the 
Executive's continued employment pursuant to the terms of this Agreement; and 

WHEREAS, Executive is willing, in consideration of the covenants and consideration hereinafter provided, to 
continue to be employed by the Company in the capacity of Vice-President - Strategic Development and to render services 
incident to such position dming the tenn ofthis Agreement. 

Agreement 

ln consideration of the mutual promises and covenants contained herein, the Company and Executive hereby agree 
as fo llows: 

l. Employment. The Company agrees to employ Executive, and Executive agrees to accept employment, as an 
executive officer of the Company in the capacity of Vice-President- Strategic Development, with such authority, duties and 
responsibilities as are customarily assigned to such position, including such reasonable duties and responsibil it ies as may be 
requested of the Executive by the Board of Directors and which are consistent with the By-laws of the Company as i11 effect 
from time to time including, but not lim ited to, oversight and coordination of strategic planning and corporate development, 
new business opportunities, strategic governmental affairs, communications and human resources. 

2. Tenn. 

(a) Term of Agreement. The tenn of this Agreement ("Tenn") shall be the Current Tenn (as defined in Paragraph 2 
(b)), and, if applicable, the Extended Tenn (as defined in Paragraph 2(c)). 
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(b) Current Term. Subject to Paragraph 2(c), the Current Term of this Agreement shall extend for three (3) years 

commencing on January I, 2013. If the Current Term of this Agreement expires without there having been a Change in 
Control (as hereinafter defined), this Agreement may be renewed for successive one (I) year terms, as of the day following 
such expiration, by the Company through action o(the Compensation Committee of the Board of Directors, unless, during 
the period beginning ninety (90) days prior and ending thirty (30) days prior to such day, either the Company or Executive 
shall have given notice to the other that this Agreement will not be renewed. If the Company determines to extend or renew 
this Agreement as provided under this Paragraph, the new Agreement shall be identical to this Agreement (except insofar as 
the Company and Executive may otherwise agree in writing) except that the date of the new Agreement shall be as of the day 
following the expiration of the Current Tenn of this Agreement or any renewal tenn. 

(c) Extended Tenn. Upon the occurrence of a Change in Control (as defined in Paragraph 2(d)), the Current Term 
shall end and the Tem1 of this Agreement shall thereupon automatically be extended, commencing on the date of such 
Change in Control, for a period of two (2) years (the "Extended Tenn"). 

(d) Change In Control. For the purposes of this Agreement, "Change in ContTol" shall mean a change in the control 
of the Company during the Term of this Agreement, which shall be deemed to have occurred upon the ftrst of the following 
events: 

(i) any one person, or group of owners of another corporation who acting together through a merger, 
consolidation, purchase, acquisition of stock or the like (a "Group"), acquires ownership of stock of the Company 
(or a majority-controlled subsidiary of the Company) that, together with the stock held by such person or Group, 
constitutes more than fifty percent (50%) of the total fair market value or total voting power of the stock of the 
Company. However, if such person or Group is considered to own more than fifty percent (50%) of the total fair 
market value or total voting power of the stock of the corporation before this transfer of the Company's stock, the 
acquisition of additional stock by the same person or Group shall not be considered to cause a Change in Control of 
the Company; or 

(ii) any one person or Group acquires (or has acquired during the twelve (12) month period ending on the date 
of the most recent acquisition by such person or persons) ownership of stock of the Company (or a majority­
controlled subsidiary of the Company) possessing thirty-five percent (35%) or more of the total voting power of the 
stock of the Company where such person or Group is not merely acquiring additional control of the Company; or 
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(iii) a majority of members of the Company's Board (other than the Board of a majority-controlled subsidiary 
of the Company) is replaced during any twelve (12) month period by directors whose appointment or election is not 
endorsed by a majority of the members of the Company' s Board prior to the date of the appointment or election 
(the "Incumbent Board"), but excluding, for purposes of determining whether a majority of the Incumbent Board 
has endorsed any candidate for election to the Board, any individual whose initial assumption of office occurs as a 
result of an actual or threatened election contest with respect to the election or removal of d irectors or other actual 
or threatened solicitation of proxies or consents by or on behalf of a person or Group other than the Company's 
Board; or 

(iv) any one person or Group acquires (or has acquired dur-ing the twelve (12) month period ending on the date 
of the most recent acquisition by such person or Group) assets from the Company (or a majority-controlled 
subsidiary of the Company) that have a total gross fair market value equal to or more than forty percent (40%) of 
the total fair market value of a ll assets of the Company immediately prior to such acquisition or acquisitions. For 
this purpose, gross fair market value means the value of the assets of the Company, or the value of the assets being 
disposed of, determined without regard to any liabilities associated with such assets. A transfer of assets by the 
Company will not result in a Change in Control if the assets are transferred to: 

(A) a stockholder of the Company (immediately before the asset transfer) in exchange for or with respect 
to its stock; 

(B) an entity, fifty percent (50%) or more of the total value or voting power of which is owned, directly 
or indirectly, by the Company immediately after the transfer of assets; 

(C) a person or Group that owns, directly or indirectly, fifty percent (50%) or more of the total value or 
voting power of all the outstanding stock oftbe Company; or 

(D) an entity, at least fifty percent (50%) of the total value or voting power of which is owned directly or 
indirectly, by a person described in subparagraph (d)(i), above. 

However, no Change in Control shall be deemed to have occurred with respect to the Executive by reason of (I) any event 
involving a transaction in which the Executive or a group of persons or entities with which the Executive acts in concert, 
acquires, directly or indirectly, more than thirty percent (30%) of the Common Stock of the business or assets ofthe 
Company; or (2) any event involving or arising out of a proceeding under Title 11 of the United States Code (or the 
provisions of any future United States bankruptcy law), or an assignment for the benefit of creditors or an insolvency 
proceeding under state or local law. 
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-
. 3. Time. Executive agrees to devote all reasonable fu ll time and best efforts for the benefit of the Company and any 

subsidjary of the Company, and not to serve any other business enterprise or organization in any capacity during the Term of 
this Agreement without the prior written consent of the Company, which consent shall not be unreasonably with held. 

4. Office. 

(a) Current Term. During the Current Tem1, the Executive shall serve as the Company's Vice-President - Strategic 
Development and the parties agree that the Company shall elect the Executive to these offices, on an annual basis if 
necessary, during the Current Tenn of this Agreement. 

(b) Extended Term. During the Extended Term of this Agreement the Executive shall hold and perfonn an office 
with the responsibility, importance and scope within the Company at least equal to that of the office described and 
contemplated in Paragraph l. Further, Executive's office shall be located in Dover, Delaware and Executive shall not be 
required, without her written consent, to change the office location or to be absent therefrom on business for more than sixty 
(60) working days in any year. 

5. Compensation and Benefits. 

(a) Base Compensation; Current Tenn. The Company shall compensate Executive for her services hereunder 
during the Current Term at a rate of$224, 100 per amlUm, or such amount as the Board may from time to time determine 
("Base Compensation"), payable in installments on the Company's regular payroll dates for salaried executives. The Base 
Compensation rate shall be reviewed annually and may be increased or decreased, from time to time, provided, however, that 
Base Compensation shall only be decreased by the Board on a good faith bas is and with reasonable justification for the same, 
and provided further, that in the event of a Change in Control, Base Compensation shall not at any time thereafter be 
decreased. 

(b) Base Compensation; Extended Term. During the Extended Te1m, the Company shall compensate Executive for 
her services hereunder at a rate per annum, payable in installments on the Company' s regular payroll dates for salaried 
executives, equal to her Base Compensation at the time the Extended Term commences, wl1ich may be increased, but not 
decreased by such additional amounts as the Board may determine from time to time based, in part, on an annual review of 
the Executive's compensation and perfonnance. 

(c) Incentive Plans. During the Term of this Agreement, Executive shall be entitled to pa1ticipate in all bonus, 
incentive compensation and performance based compensation plans, and other similar policies, practices, programs and 
arrangements of the Company, now in effect or as hereafter amended or established, on a basis that is commensurate with her 
position and no less favorable than those generally applicable or made available to other executives of the Company. The 
Executive's participation shall be in accordance with the terms and provisions of such plans and programs. Participation shall 
include, but not be limited to: 
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-
(i) Chesapeake Utilities Corporation Perfom1ance Incentive Plan. Executive shall be eligible for a 

performance incentive compensation award as determined on an annual basis by the Compensation Committee of 
the Board in its discretion and in accordance with and subject to the te1ms of the Company's Performance Incentive 
Plan during the Term of this Agreement. The Performance Incentive Plan Target Bonus as a percent of base salary 
shall be reviewed annually and may be increased or decreased, from time to time, provided, however, that Target 
sha ll only be decreased by the Board on a good faith basis and with reasonable justification for the same, and 
provided further, that in the event of a Change in Control, Target shal l not at any time thereafter be decreased. 

(ii) Chesapeake Utilities Comoratjon Cash Bonus Incentive Plan. Executive shall be eligible for an annual 
cash bonus award with a target award amount equal to thirty percent (30%) of Executive's Base Compensation, as 
determined on an annual basis by the Compensation Committee of the Board in its discretion and in accordance 
with and subject to the terms of the Company's Cash Bonus Incentive Plan during the Term of this Agreement. 

(d) Recovery of Compensation. The Executive acknowledges and agrees that all or any portion of an incentive 
award under the above described bonus and incentive compensation plans or any future anangement established by the 
Company to provide incentive or bonus compensation, whether payable in cash, Company common stock or other property, 
("Award") is subject to an obligation of repayment by the Executive to the Company if the amount of the Award was 
calculated based upon the achievement of certain fmancial results (as reflected in the financial statement of the Company or 
otherwise) or other perfonnance metrics that, in either case, were subsequently found to be materially inaccurate. The amount 
that shall be repaid by the Executive to the Company shall be based on the excess amount paid or awarded to the Executive 
under the Award as compared to the amount that would have been paid or awarded had the material inaccuracy not occurred. 
ffthe Compensation Committee of the Board of Directors determines that the Executive engaged in misconduct, malfeasance 
or gross negligence in the perfonnance of her duties that either caused or significantly contributed to the material inaccuracy 
in financial statements or other performance metrics, there shall be no time limit on this right of recovery, which shall apply 
to all future Awards as well as to any and all pre-existing Awards that have not yet been detennined and paid as of the date of 
this Agreement. In all other circumstances, this right of recovery shall apply to all future Awards as well as to any and all 
pre-existing A wards that have not yet been determined and paid as of the date of this agreement for a period not exceeding 
one year after the date of payment of each such A ward. In addition, the Executive hereby agrees that, if he or she does not 
promptly repay the amount recoverable hereunder within thirty (30) days of a demand therefore, such amount may be 
withheld from compensation of any type not yet due and payable to the Executive, including, but not limited to, the 
cancellation of future Awards, as detennined by the Compensation Committee in its sole discretion. In addition, the 
Compensation Committee is granted the discretiona1y authority to interpret and enforce this provision as it determines to be 
in the best interest of the Company and equitable to the parties. Notwithstanding anything herein, this provision shall not be 
the Company' s exclusive remedy with respect to such matters. In addition, the parties agree that the Company may 
uni laterally amend this provision at any time to comply with applicable law or securities exchange listing rules, as the same 
may be in effect from time to time, during the Current Term or the Extended Tenn of this Agreement. 
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(e) Retirement Plans. During the Term of this Agreement, Executive shall be entitled to participate in all profit­
sharing, savings and retirement benefit plans, plans that are supplemental to any tax-qualified savings and retirement plans, 
and other similar policies, practices, programs and arrangements of the Company, now in effect or as hereafter amended or 
established, on a basis that is commensurate with her position and no less favorable than those generally applicable or made 
available to other executives of the Company. The Executive's participation shall be in accordance with the terms and 
provisions of such plans and programs. 

(f) Welfare Benefits. During the Term of this Agreement, Executive, and her family, as applicable, shall be entitled 
to participate in all insurance, medical, health and welfare, and similar plans and arrangements, as well as all vacation and 
other employee fringe benefit plans, perquisite plans, and other policies, practices, programs and arrangements of the 
Company, now in effect or as hereafter amended or established, on a basis that is commensurate with her position and no less 
favorable than those generally applicable or made available to other executives of the Company. The Executive's 
participation shall be in accordance with the terms and provisions of such plans. 

(g) Other Benefits. During the Term of this Agreement, the Company shall furnish Executive with a suitable office, 
necessary administrative support and customary furniture and furnishings for such office. The Company further agrees that 
Executive sha ll have the use of a Company-owned or Company- leased and Company-maintained automobile, new every 
three (3) years, of a kind and model appropriate to her position with the Company. 

(h) Expenses. During the Term of this Agreement, the Company shall pay all necessary and reasonable business 
expenses incurred by Executive on behalf of the Company in the course of her employment hereunder, including, without 
limitation, expenses incurred in the conduct of the Company's business while away ITom her domicile and properly 
substantiated expenses for travel, meals, lodging, entertainment and related expenses that are for the benefit of the Company. 
All expense reimbursements shall comply with applicable rules or guidelines of the Company in effect at the time the 
expense is incurred. 

If any reimbursements under this or any other provision of this Agreement are taxable to the Executive, such 
reimbursements shall be paid on or before the end of the calendar year following the calendar year in which the reimbursable 
expense was incurred, and the Company shall not be obligated to pay any such reimbursement amount for which Executive 
fails to submit an invoice or other documented reimbursement request at least 10 business days before the end of the calendar 
year next following the calendar year in which the expense was incurred. Such expenses shall be reimbursable only to the 
extent they were incurred during the term of the Agreement. ln addition, the amount of such reimbursements that the 
Company is obligated to pay in any given calendar year shall not affect the amount the Company is obligated to pay in any 
other calendar year. In addition, Executive may not liquidate or exchange the right to reimbursement of such expenses for 
any other benefits. 
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(i) Nothing in this Agreement shall preclude the Company from amending or terminating any employee benefit 
plan or practice, but, it being the intent of the parties that the Executive shall continue to be entitled during the Extended 
Tem1 to compensation, benefits, reimbursements and perquisites as set forth in Paragraphs 5(a) through 5(c) and 5(e) through 
5(h) at least equal to those attached to her position on the date of this Agreement, and nothing in this Agreement shall operate 
as, or be construed to authorize, a reduction during the Extended Term without Executive's written consent in the level of 
such compensation, benefits, reimbursements or perquisites as in effect on the date of a Change in Control. If and to the 
extent that such compensation, benefits, reimbursements or perquisites are not payable or provided to Executive under any 
such plan or practice by reason of an amendment thereto or te1mination thereof during the Extended Term, the Company 
shall nevertheless pay or provide such compensation, benefits, reimbursements or perquisites to Executive, either directly or 
through alternative an·angements. 

6. Tem1ination. 

(a) Payment Upon Tennination During Current Term. In the event that the Company te1minates this Agreement 
during the Current Term, or elects not to renew this Agreement at the end of the Current Tenn, for any reason other than 
Cause, as defined below, or the Executive's death, the Company shall continue to pay to Executive her (or in the event of her 
death following such termination, her legal representative), as a severance benefit Base Compensation under Paragraph 5(a), 
at the rate in effect immediately prior to the date of such tennination ("Termination Date"), on the regular payroll dates 
occUlTing during the period of one ( l) year fo llowing the Termination Date. In addition, and notwithstanding the foregoing 
provisions of th is Paragraph 6(a), to the extent required in order to comply with Section 409A of the Interna l Revenue Code 
of 1986, as amended (the "Code"), Termination Date shall be determined based on the date the Executive has a "separation 
from service" within the meaning of Code Section 409A and regulations thereunder, using the default rule under such 
regulations ("Separation from Service"), and cash amow1ts that would otherwise be payable under this Paragraph 6(a) during 
the six-month period immediately following the Termination Date shall instead be paid, with interest on any delayed payment 
at the app licable federal rate under Code Section 7872(f)(2)(A), on the first business day after the date that is six (6) months 
fo llowing the Executive's Separation from Service. Payment of the severance benefit under this Paragraph is subject to the 
Executive's compliance with the covenants of Paragraph 9 and the execution and delivery (and non-revocation) of a release 
of claims (the "Release") against the Company and its officers, directors, employees and affiliates, which Release must be 
delivered to the Company not later than 45 days after the Tennination Date. If the Executive fails to comply with any of the 
covenants of Paragraph 9 or fails to deliver the Release within 45 days after the Termination Date, or if the Executive revokes 
such Release within 7 days after its delivery to the Company, payment of the severance benefits shall cease and any unpaid 
amounts shall be forfeited. Payment commencement shall not be delayed, however, pending delivery of the Release. 
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-
(b) Tennination for Cause. This Agreement and Executive's employment hereunder may be terminated by the 

Company at any time for Cause. In the event of termination for Cause, the Executive shall not be entitled to any severance 
benefits under this Agreement. Tennination of the Executive's employment shall be deemed to have been "for Cause" only if 
it shall have been the result of: 

(i) Executive's conviction of a felony under the laws of the United States or a state in which Executive works 
or resides, or a guilty or no contest plea by the Executive with respect thereto; 

(ii) a willful or deliberate act or acts of dishonesty by Executive resulting or intended to result directly or 
indirectly in material gain to or personal enrichment of Executive at the Company's expense; 

(iii) a deliberate and intentional refusal by Executive (except by reason of incapacity due to illness or accident) 
to comply with the provisions of Paragraph I, provided that such breach shall have resulted in demonstrably 
material injury to the Company and the Executive shall have failed to remedy such breach within thirty (30) days 
after notice from the Secretary of the Company demanding that the Executive remedy such breach; or 

(iv) conduct by Executive that is materially injurious to the Company if such conduct was undertaken without 
good faith and the reasonable belief that such conduct was in the best interest of the Company. 

(c) Payment Upon Tennination During Extended Tenn. In the event of a Termination Without Cause, as defined 
below, during the Extended Tenn, the Company shall pay to Executive (or, in the event of her death following the 
tennination, her legal representative) in cash, the ftrst business day that falls on or after the sixtieth (60th) day after the date 
of such tennination (the "Extended Termination Date") the sum of all accrued but unpaid salary, bonus, vacation pay, 
expense reimbursements and any other amounts due, plus the following: 

(i) an amount equal to the product of multiply ing the monthly rate of Base Compensation to which Executive 
was entitled under Paragraph 5(a) on the day immediately prior to the Extended Termination Date by Twenty-four 
(24) months ("Covered Period"); 

(ii) an amount equal to the aggregate of the Company's contributions to the Company's savings plan 
(including, but not lim ited to, the Chesapeake Utilities Corporation Retirement Savings Plan, and any related 
excess benefit plans) in respect of Executive that were not vested on the day immediately prior to the Extended 
Tennination Date but that would have been vested at the end of the Covered Period if Executive had remained 
employed by the Company for the duration of that period; and 
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(iv) an amount equal to the product of multiplying the average ofthe annual aggregate benefits awarded to the 
Executive under all annual bonus program(s) of the Company in which the Executive was a participant in each of 
the three (3) calendar years immediately preceding the calendar year in which the Extended Termination Date 
occurs by two (2) years. 

Payment of the severance benefit under this Paragraph is subject to the Executive's compliance with the covenants of 
Paragraph 9 and the execution and delivery (and non-revocation) of a release of claims (the "Release") against the Company 
and its officers, directors, employees and affiliates, which Release must be delivered to the Company not later than 45 days 
after the Termination Date. rf the Executive fai ls to comply with any of the covenants of Paragraph 9 or fails to deliver the 
Release within 45 days after the Termination Date, or if the Executive revokes such Release within 7 days after its delivery to 
the Company, payment of the severance benefits shall cease (if commenced) or shall not be made, and any unpaid amounts 
shall be forfeited. 

In addition, the Company shall continue to provide medical, prescription drug, vision, dental and other Company welfare 
benefits to the Executive and her eligible dependents during the Covered Period as if the Executive remained an active 
employee of the Company (but, with respect to any such benefits provided through insurance, only if and to the extent it is 
permissible to extend such benefits to a former employee of the Company under the terms of the applicable plan and 
insurance contracts). Executive further acknowledges that the cost of the coverage afforded to Executive and her eligible 
dependents under self-funded medical expense reimbursement plans of the Company during the Covered Period shall be 
treated as additional taxable income to the Executive to the extent necessary to avoid a violation of the nondiscrimination 
provisions of Section 1 05(h) of the Code. Should the continuation of any medical or similar coverages be through fully 
insured plans, and should such continuation violate the nondiscrin1ination requirements for such plans under the Patient 
Protection and Affordable Care Act of 20 I 0, then the Executive shall receive additional cash severance benefits rather than 
continued coverage under such plans of the Company in an an10unt based on the premium cost of such coverage that the 
Company would otherwise pay under this paragraph. In addition, the applicable period of health benefit continuation under 
Code Section 49808 shall begin at the end of the Covered Period. 

To the extent required in order to comply with Code Section 409A, cash amounts that would otherwise be payable under 
this Paragraph 6(c) during the six-month period in1mediately following the Extended Termination Date (and wh ich are not 
eligible for the exception applicable to payments due to involuntary separation under Treas. Reg. Section 1.409A-1 (b)(9)(iii)) 
shall instead be paid, with interest on any delayed payment at the applicable federal rate under Code Section 7872(f)(2)(A), 
on the first business day after the date that is six (6) months following the Executive's. Separation from Service. Further, any 
taxable welfare benefits provided to Executive pursuant to this Paragraph 6(c) that are not "disability pay" or "death benefits" 
within the meaning of Treas. Reg. Section 1.409A-l (a)(5) (collectively, the "Applicable Benefits") shall be subject to the 
following requirements in order to comply with Code Section 409A. The amount of any 
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Applicable Benefits provided during one taxable year shall not affect the amount of the Applicable Benefits provided in any 
other taxable year, except tl1at with respect to any Applicable Benefits that consist of the reimbursement of expenses refen·ed 
to in Code Section I OS (b), a limitation may be imposed on the amount of such reimbursements over some or all of the 
Covered Period, as described in Treas. Reg. Section l.409A-3(i)(l)iv)(B). To the extent that any Applicable Benefits consist 
of the reimbursement of eligible expenses, such reimbursement must be made on or before the last day of the calendar year 
following the calendar year in which the expense was incurred. No Applicable Benefits may be liquidated or exchanged for 
another benefit. During the period of six (6) months immediately following Executive's Separation from Service, Executive 
shall be obligated to pay the Company the fu ll cost for any Applicable Benefits that do not constitute health benefits of the 
type required to be provided under the health continuation coverage requirements of Code Section 4980B, and the Company 
shall reimburse Executive for any such payments on the first business day that is more than six (6) months after Executive's 
Separation from Service, together with interest on such amount from the date of Separation from Service through the date of 
payment at the applicable federal rate under Code Section 7872(f)(2)(A). 

(d) Termination Without Cause. For purposes of Paragraph 6(c) above, "Termination Without Cause" shall mean a 
Separation from Service of the Executive that is either a: 

(i) Terminatjon by tbe Company of Executive's employment witlwut Cause (as "Cause" is defined in 
Paragraph 6(b) above); or 

(ii) Termination by Executive of her employment following the occunence of any ofthe following events : 

(A) failure to elect or re-elect Executive to, or removal of Executive from, the office or offices set forth 
in Paragraph 1, or failure to nominate Executive for election to the Board if Executive shall have been a 
member of the Board immediately prior to a Change in Control of the Company; 

(B) a significant change in the nature or scope of her authorities, powers, functions, duties or 
responsibilities attached to the pos itions contemplated in Paragraph I or a reduction in her compensation or 
in the benefits available to the Executive and her family, as provided in Paragraph 5, which change or 
reduction is not remedied within thirty (30) days after notice to the Company by the Executive; 

(C) any other breach by the Company of any material provision of this Agreement (including, without 
limitation, relocation of the Executive in material violation of Paragraph 4(b)), which breach is not remedied 
within thirty (30) days after notice to the Company by Executive; or 
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(D) the consolidation or merger of the Company or transfer of all or a significant portion of its assets 
unless a successor or successors (by merger, consolidation or otherwise) to which all or a significant portion 
of its assets has been transferred shall have assumed all duties and obligations of the Company under this 
Agreement. 

In order to effect a Termination Without Cause in any event set forth in this Paragraph 6(d)(ii), Executive must 
elect to terminate her employment under this Agreement upon not less than forty (40) days and not more than 
ninety (90) days' writ1en notice to the Board, attention of the Corporate Secretary, given, except in the case of a 
continuing breach, within three (3) calendar months after: (I) failure to be so elected, reelected, or nominated, or 
such removal, (2) expiration of the 30-day cure period with respect to such event, or (3) the closing date of such 
consolidation, merger or transfer of assets. 

An election by Executive to terminate her employment under the provisions of this Paragraph shall not be deemed 
a voluntary tennination of employment by Executive for the purpose of this Agreement or any plan or practice of 
the Company. Further, the death of the Executive during the Extended Tenn but prior to a Tennination Without 
Cause, as defined, shall not constitute Cause or be deemed to be a Tennination Without Cause. 

7. Maximum Payment Upon Termination. 

(a) Determination. Notwithstanding any other provision of this Agreement, if any payment or distribution (a 
"Payment") by the Company or any other person or entity to or for the benefit of the Executive is determined to be an 
"excess parachute payment" (within the meaning of Code Section 280G(b)( \)or any successor provision of similar effect), 
whether paid or payable or distributed or distributable pursuant to Paragraph 6(c) of this Agreement or otherwise, then the 
Executive's benefits under this Agreement shall be reduced by the amount necessary so that the Executive's total "parachute 
payment" as defined in Code Section 280G(b)(2)(A) under this and all other agreements will be $1.00 less than the amount 
that would be a " parachute payment". The determination concerning the application of the reduction shall be made by a 
nationally-recognized firm of independent accountants (together with legal counsel of its choosing) selected by the Company 
after consultation with the Executive (which may be the Company's independent auditors), whose determination shall be 
conclusive and binding on all parties. Any fees and expenses of such independent accountants and counsel (including counsel 
for the Executive) shall be borne by the Company. 
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_.., __ _ 
(b) Notices. If it is determined that the benefits under this Agreement must be reduced under this Paragraph, within I 0 

days of the date of such determination, the Company will apprise the Executive of the amount of the reduction ("Notice of 
Reduction"). Withln 10 days of receiving that information, the Executive may specifY how (and against which benefit or 
payment source) the reduction is to be applied ("Notice of Application"). The Company will be required to implement these 
directions within 10 days of receiving the Notice of Application. If the Company has not received a Notice of Application 
from the Executive within 10 days of the date of the Notice of Reduction, the Company will apply this Paragraph 
prop011ionately based on the amounts otherwise payable under Paragraph 6(c). If the Company receives a Notice of 
Application that does not fully implement the requirements of this Paragraph, the Company wi ll apply this Paragraph 
proportionately on the basis of the reductions specified in the Notice of Application first, then to any remaining reduction 
based on the amounts otherwise payable under Paragraph 6(c). 

Notwithstanding the foregoing, if the exercise of discretion reserved to the Executive in determining the Notice of 
Application would violate Code Section 409A, then such discretion shall be eliminated and the amounts payable under 
Paragraph 6(c) shall be reduced proportionately. 

8. M itigation. Executive shall not be required to mitigate the amount of any payment provided for in this 
Agreement either by seeking other employment or otherwise. The amount of any payment provided for herein shall not be 
reduced by any remuneration that Executive may eam from employment with another employer or otherwise following her 
Te1mination Date or Extended Termination Date, as applicable. 

9. Covenants. 

(a) Introduction. The pa1iies acknowledge that the provisions and covenants contained in this Paragraph 9 are 
ancilla1y and material to this Agreement and that the limitations contained herein are reasonable in geographic and temporal 
scope and do not impose a greater restriction or restraint than is necessary to protect the goodwill and other legitimate 
business interests of the Company. The parties also acknowledge and agree that the provisions of this Paragraph 9 do not 
adversely affect Executive's abil ity to earn a living in any capacity that does not violate the covenants contained herein. The 
parties further acknowledge and agree that the provisions of Paragraph 19 below are accurate and necessary because 
(i) Delaware is the headquarters state of the Company, which has operations in multiple states and a compelling interest in 
having its employees treated uniformly, (ii) the use of Delaware law provides certainty to the pa11ies in any covenant 
litigation in the United States, and (ii i) enforcement of the provisions of this Paragraph 9 would not violate any fundamental 
public policy of Delaware or any other jurisdiction. 
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-
(b) Confidential Tnfonnation. Executive shall hold in a fiduciary capacity for the benefit of the Company, all secret 

or confidential inf01mation, knowledge or data relating to the Company and its businesses (including, but not limited to, any 
proprietary and not publicly available inforn1ation concerning any processes, methods, trade secrets, costs, names of users or 
purchasers of the Company' s products or services, business methods, financial affairs, operating procedures or programs or 
methods of promotion and sale) that Executive has obtained or obtains during Executive's employment by the Company and 
that is not public know ledge (other than as a result of Executive's violation of this Paragraph 9(b)) ("Confidential 
Tnforn1ation"). For purposes of this Paragraph 9(b), infonnation shall not be deemed to be publicly available merely because 
it is embraced by general disclosures or because individual features or combinations thereof are publicly available. Executive 
shall not communicate, divulge or disseminate Confidential Information at any time during or after Executive's employment 
with the Company except: 

(i) to employees or agents of the Company that need the Confidential Inforn1ation to perfonn their duties on 
behalf of the Company; 

(ii) in the perfonnance of Executive's duties to the Company; 

(iii) as a necessary (and only to the extent necessary) part of any undertaking by Executive to enforce 
Executive's rights under this Agreement; or 

(iv) as otherwise required by law or legal process. 

All confidential records, files, memoranda, reports, customer lists, drawings, plans, documents and the like that Executive 
uses, prepares or comes into contact with during the course of Executive's employment shall remain the sole property of the 
Company and shall be turned over to the Company upon tennination of Executive's employment. 

(c) Non-solicitation of Company Employees. Executive shall not, at any time during the Restricted Period (as 
defined below), without the prior written consent of the Company, engage in the following conduct (a "Solicitation"): 

(i) directly or indirectly, contact, solicit, recruit or employ (whether as an employee, officer, director, agent, 
consultant or independent contractor) any person who was or is at any time during the previous six months an 
employee, representative, officer or director of the Company; or 

(ii) take any action to encourage or induce any employee, representative, officer or director of the Company to 
cease her relationship with the Company for any reason. A "Solicitation" does not include any recnritment of 
employees for the Company. 

The " Restricted Period" means the period including Executive's employment with the Company and one (I) year following 
the Tennination Date or Extended Termination Date, as applicable, and, if the Executive has given a notice pursuant to 
Paragraph 6(d)(ii), for a period of fifteen ( 15) months following the giving of such notice. 
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(d) Non-solicitation of Third Parties. During the Restricted Period, the Executive shall not (either directly or 
indirectly or as an officer, agent, employee, partner or director of any other company or entity) solicit, service, recruit, 
induce, influence, or accept on behalf of any competitor of the Company the business of: 

(i) any customer of the Company at the time of Executive's employment or Tennination Date or Extended 
Tennination Date, as applicable; or 

(ii) any potential customer of the Company which Executive knew to be an identified, prospective purchaser 
of services or products of the Company. 

(e) Non-competition. During the Restricted Period, Executive shall not, directly or indirectly, accept employment 
with, act as a consultant to, or otherwise perfonn services that are substantially the same or similar to those for which 
Executive was compensated by the Company (such comparison to be based on job-related functions and responsibilities and 
not job title) for any business that directly competes with any portion of the Company. This restriction applies to any parent, 
division, affiliate, newly formed or purchased business(es) and/or successor of a business that competes with the Company. 
Further, during the Restricted Period, Executive shall not assist any individual or entity other than the Company in acquiring 
any entity with respect to which a proposal to acquire such entity was presented to the Board during the one (I) year period 
beginning prior to Executive's Tennination Date, Extended Termination Date or notice given by Executive pursuant to 
Paragraph 6(d)(ii), as applicable. 

(f) Post-Te1mination Cooperation. Executive agrees that during and after employment with the Company and 
without additional compensation (other than reimbursement for reasonable associated expenses) to cooperate with the 
Company in the following areas: 

(i) Cooperation with the Company. Executive agrees to: 

(A) be reasonably available to answer questions for the Company's officers regarding any matter, 
project, initiative or effort for which Executive was responsible while employed by the Company; and 

(B) cooperate with the Company during the course of all third-party proceedings arising out of the 
Company's business about which Executive has knowledge or infonnation. 

For purposes of this Agreement, "proceeding" includes internal investigations, administrative 
investigations or proceedings and lawsuits (including pre-trial discovery and trial testimony) and "cooperation" 
includes (I) Executive being reasonably available for interviews, meetings, depositions, hearings and/or trials 
without the need for a subpoena or assurances by the Company, (2) providing any and all documents in Executive's . 
possession that relate to the proceeding, and (3) providing assistance in locating any and all relevant notes and/or 
documents. 
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(ii) Cooperation with Third Parties. Unless compelled to do so by lawfully-served subpoena or 
court order, Executive agrees not to communicate with, or give statements or testimony to, any attorney 
representing an interest opposed to the Company's interest ("Opposing Attorney"), Opposing Attorney's 
representative (including a private investigator) or current or former employee relating to any matter (including 
pending or threatened lawsuits or administrative investigations) about which Executive has knowledge or 
information as a result of employment with the Company. Executive also agrees to notify the Company 
immediately after being contacted by a third party or receiving a subpoena or court order to appear and testify with 
respect to any matter that may include a claim opposed to the Company's interest. However, this Paragraph 9(f)(ii) 
shall not apply to any effort undertaken by Executive to enforce Executive's rights under this Agreement, but only 
to the extent necessaty for that purpose. 

(iii) Cooperation with the Media. Executive agrees not to communicate with, or give statements to, 
any member of the media (including print, television, electronic or radio media) relating to any matter (including 
pending or threatened lawsuits or administrative investigations) about wh ich Executive has knowledge or 
information as a result of employment with the Company. Executive also agrees to notify the Company 
immed iately after being contacted by any member of the media with respect to any matter affected by this 
Paragraph . 

(g) Non-Dispara!!ement. Executive and Company shall at all times refrain from taking actions or making 
statements, written or verbal, that: 

(i) denigrate, disparage or defame the goodwill or reputation of Executive or the Company, as the case 
may be, or any of its trustees, officers, security holders, partners, agents or former or current employees and 
directors, or 

(ii) are intended to, or may be reasonably expected to, adversely affect the morale of the employees of the 
Company. 

Executive further agrees not to make any negative statements to third parties relating to Executive's employment or any 
aspect of the business of the Company and not to make any statements to third parties about the circumstances of the 
termination of Executive's employment, or about the Company or its trustees, directors, officers, security holders, partners, 
agents or former or current employees and directors, except as may be required by a court or governmental body. 
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-
(h) Enforcement. The Executive acknowledges and agrees that: (i) the purpose of the foregoing covenants, 

including, without limitation, the nonsolicitation and noncompetition covenants of Paragraphs 9(d) and (e), is to protect the 
goodwill, trade secrets and other Confidential Information of the Company; (ii) because of the nature of the business in which 
the Company is engaged and because of the nature of the Confidential Infonnation to which the Executive has access, the 
Company would suffer iiTeparable hmm and it wou ld be impractical and excessively difficult to determine the actual 
damages of the .Company in the event the Executive breached any of the covenants of this Paragraph 9; and (iii) remedies at 
law (such as monetary damages) for any breach of the Executive's obligations under this Paragraph 9 would be inadequate. 
The Executive therefore agrees and consents that if the Executive commits any breach of a covenant under this Paragraph 9, 
or threatens to commit any such breach, the Company shall have the right (in addition to, and not in lieu of, any other right or 
remedy that may be available to it, including but not limited to the right to terminate and forfeit as yet unpaid severance 
benefits under Paragraphs 6(a) and 6(c) of this Agreement) to temporary and permanent injunctive relief from a court of 
competent jurisdiction, without posting any bond or other security and without the necessity of proof of actual damage, and 
that the arbitration provisions of Paragraph 14 shall not apply. 

10. Indemnification. The Company shall indemnifY Executive to the fullest extent permitted by applicable 
Delaware law (as may be amended from time to time), including the advance of expenses permitted herein. 

11. Perfonnance. The fai lure of either party to this Agreement to insist upon strict performance of any provision of 
this Agreement shall not constitute a waiver of its rights subsequently to insist upon strict perfonnance of such provision or 
any other provision of this Agreement. 

12. Non-Assignability. Neither party shal l have the right to assign this Agreement or any rights or obligations 
hereunder without the consent of the other party. 

13. Invalidity. If any provisions of this Agreement shall be found to be invalid by any cowt of competent 
jurisdiction, such finding shall not affect the remaining provisions of this Agreement, all of which shall remain in full force 
and effect. 

14. Arbitration and Legal Fees. In the event of any dispute regarding a refusal or fai lure by the Company to make 
payments or provide benefits hereunder for any reason, Executive shall have the right, in addition to all other rights and 
remedies provided by law, to arbitration of such dispute under the rules of the American Arbitration Association, which right 
shall be invoked by serving upon the Company a notice to arbitrate, stating the place of arbitration, within ninety (90) days of 
receipt of notice in any form (including, without limitation, failure by the Company to respond to a notice from Executive 
within thirty (30) days) that the Company is w ithholding or proposes to withhold any payments or the provision of any 
benefits the Executive, in good faith, believes are called for hereunder. rn the event of any such dispute, whether or not 
Executive exercises her right to arbitration, if it shall ultimately be detennined that the Company's refusal or fai lure to make 
payments or provide benefits hereunder was wrongful or otherwise inconsistent with the terms of this Agreement, the 
Company shall indemnifY and hold harmless Executive from and against any and all expenses incurred in connection with 
such determination, including reasonable legal and other fees and expenses. Accordingly, the Company agrees to pay within 
30 days following the Company's receipt of an invoice from the Executive a ll legal fees and expenses which the Executive 
may reasonably incur as a result of any contest by either party of the validity or enforceability of, or liability under, any 
provision of this Agreement, plus, in each case interest on any delayed payment at the applicable Federal rate provided for in 
Section 7872(f)(2)(A) of the Code, if the Executive prevails on any material claim made by him and disputed by the 
Company (or its successors and assigns) under the tenns of this Agreement. Such payments shall be made in accordance with 
the provisions of Paragraph 20 in order to comply with Section 409A of the Code. 
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I 5. Survival of Certain Provisions. Notwithstanding any other provision of this Agreement, the tennination of this 
Agreement for any reason shall not result in the termination of the rights and obligations of the parties under the provisions of 
Sections 5(d), 6, 7, 9, 10, l4 and 16 hereof, which shall survive any such tennination. The right of recovery provisions of 
Section 5(d) shall cease to apply during the Extended Tem1 and shall be automatically tenninated upon a Change in Control 
of the Company (as defined in Paragraph 2(d)) except with respect to any right of recovery that has been asserted prior to 
such Change in Control. 

16. Successors. This Agreement shall be binding upon and inure to the benefit of the Executive (and her personal 
representative), the Company and any successor organization or organizations that shall succeed to substantially all of the 
business and property of the Company and assume the Company's obligations hereunder, whether by means of merger, 
consolidation, acquisition of substantially all of the assets of the Company, or operation of law. The Company shall require 
any successor organization or organizations to agree to assume the obligations of this Agreement. 

17. Set-off. The Company shall have no right of set-off or counterclaim in respect of any claim, debt or obligation 
against any payments or benefits provided for in this Agreement except as otherwise provided herein. 

18. Amendments. No Amendment to this Agreement shall be effective unless in writing and signed by both the 
Company and Executive. Notwithstanding the foregoing, if any compensation or benefits provided by this Agreement may 
result in the application of Code Section 409A, the Company shall, in consultation with the Executive, modify the Agreement 
in the least restrictive manner necessary in order to exclude such compensation from the definition of"deferred 
compensation" within the meaning of Code Section 409A or in order to comply with the provisions of Code Section 409A, 
other applicable provisions of the Code and/or any rules, regulations or other regulatory guidance issued under such statuto1y 
provisions, and without any diminution in the value of the payments to the Executive. 

19. Governing Law. This Agreement shall be interpreted and enforced in accordance with the laws of the State of 
Delaware. The parties hereto inevocably agree to submit to the jurisdiction and venue of the courts of the State of Delaware 
in any action or proceeding brought with respect to or in connection with this Agreement except for an action described in 
Paragraph 14. 
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20. Code Section 409A. Notwithstanding any provision of Paragraph I 0 or 14 of this Agreement to the contrary, 
any legal fees and expenses to be paid by the Company pursuant to Paragraph 10 or 14 shall be subject to the following 
requirements in order to comply with Code Section 409A. Such legal fees and expenses shall be paid by the Company only to 
the extent incurred during the Term of the Agreement or for a period of ten (I 0) years after the Executive's Separation from 
Service. The Company shall pay such legal fees and expenses no later than the end of the calendar year next following the 
calendar year in which such fees and expenses were incurred, and the Company shall not be obligated to pay any such fees 
and expenses for which the Executive fails to submit an invoice at least ten (I 0) business days before the end of the calendar 
year next following the calendar year in which such fees and expenses were incurred. The amount of such legal fees and 
expenses that the Company is obligated to pay in any given calendar year shall not affect the legal fees and expenses that the 
Company is obligated to pay in any other calendar year, and the Executive's right to have the Company pay such legal fees 
and expenses may not be liquidated or exchanged for any other benefit. 

21. Notices. Unless otherwise stated herein, all notices hereunder shall be in writing and shall be deemed to be 
given when personalty delivered or mailed by United States registered or certified mail, postage prepaid, to, if to the 
Company, 909 Silver Lake Bou levard, Dover, Delaware 19904, and, if to Executive, the last address therefore shown on the 
records of the Company. Either the Company or Executive may, by notice to the other, designate an address other than the 
foregoing for the receipt of subsequent notices. 

22. Withholding. The Company may withhold from any amounts payable to Executive hereunder all federal, state, 
city or other taxes that the Company may reasonably determine are required to be withheld pursuant to any applicable law or 
regulation. 

23. Nature of Payments Upon Term ination. All payments to Executive pursuant to Paragraph 6 of this Agreement 
shall be considered as liquidated damages or, in the case of certain payments pursuant to Paragraph 6(c), as severance 
payments in consideration of Executive's past services to the Company, and no such payment shall be regarded as a penalty 
to the Company. 

24. Prior Agreement. The Company and the Executive are parties to an Executive Employment Agreement 
effective January l, 2011 (the "Prior Agreement"). The parties acknowledge and agree that the terms of this Agreement 
constitute the entire agreement of the parties with respect to the subject matter and supersede all prior agreements and 
amendments with respect thereto, including, without limitation, the Prior Agreement. 

25. Acknowledgment. The parties hereto each acknowledge that each has read this Agreement and understands the 
same and that each enters into this Agreement freely and voluntari ly. 
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IN WITNESS WHEREOF, the parties hereto have executed this Agreement as of the date first above written. 

CHESAPEAKE UTILITIES CORPORA TJON 

[CORPORATE SEAL] By: 

Title: -----------------ATTEST: 

EXECUTIVE: 
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EX-1 0.15 6 d466906dex 10 15.htm EX-1 0.15 

PERFORMANCE SHARE AGREEMENT 

pursuant to the 

CHESAPEAKE UTILITIES CORPORATION 
PERFORMANCE INCENTIVE PLAN 

Page I of6 

Exhibit 10.15 

On January 8, 20 13, (the "Grant Date"). Chesapeake Utilities Corporation, a Delaware corporation (the "Company"), has 
granted to (the "Grantee"), who resides at , a Perfonnance Share A ward on the tenns and subject to the 
conditions of this Perfom1ance Share Agreement. 

Recitals 

WHEREAS, the Chesapeake Utilities Corporation Perfonnance Incentive Plan (the "Plan") has been duly adopted by action 
of the Company's Board of Directors (the "Board") on February 24, 2005, and approved by the Shareholders of the Company 
at a meeting held on May 5, 2005; and 

WHEREAS, the Plan is effective January I, 2006; and 

WHEREAS, the Committee of the Board of Directors of the Company referred to in the Plan (the "Committee") has 
detennined that it is in the best interests of the Company to grant the Perfonnance Share Award described herein pursuant to 
the Plan; and 

WHEREAS, the shares of the Common Stock of the Company ("Shares") that are subject to this Agreement, when added to 
the other shares of Common Stock that are subject to awards granted under the Plan, do not exceed the total number of shares 
of Common Stock with respect to which awards are authorized to be granted under the Plan. 

Agreement 

It is hereby covenanted and agreed by and between the Company and the Grantee as follows: 

Section I. Perfonnance Share A ward and Perfonnance Period 

The Company hereby grants to the Grantee a Perfonnance Share Award as of the Grant Dare. As more fu lly described herein, 
the Grantee may earn up to Shares upon the Company's achievement of the perfonnance criteria set forth in Section 2 
(the "Performance Shares") over the performance period from January 1, 2013 to December 31, 20 15 (the "Performance 
Period"). This Award has been granted pursuant to the Plan; capitalized terms used in this agreement which are not 
specifically defined herein shall have the meanings ascribed to such tenns in the Plan. 
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Section 2. Perfonnance Criteria and Tenns of Share Award 

(a) The Committee selected and establ ished in writing perfonnance criteria for the Perfonnance Period, which, if met, 
may entitle the Grantee to some·or all of the Perfonnance Shares under this Award. If this Award is intended by the 
Committee to comply with the exception from Code Section 162(m) for qualified perfonnance-based compensation for 
Grantees who are "Covered Employees" as defmed in Code Section 162(m), the perfonnance criteria established shall be 
based on one or more Performance Goals selected by the Committee in writing within 90 days following the first day of the 
Perfonnance Period (or, if earlier, before 25% of that period has elapsed), and at a time when the outcome relative to the 
attainment of the perfonnance criteria is not substantially certain. As soon as practicable after the Company's independent 
auditors have certified the Company's financia l statements for each fiscal year of the Company in the Perfonnance Period, 
the Committee shall determine for purposes of this Agreement the Company's (I) total shareholder retum, defmed as the 
cumulative total return to shareholders ("Shareholder Value"), (2) growth in long-term earnings, defined as the growth in 
total capital expenditures as a percentage of total capitalization ("Growth") and (3) earnings perfom1ance, defined as average 
return on equity ("RoE"), in accordance with procedures established by the Committee. The Shareholder Value, Growth and 
RoE (each a "Perfonnance Metric" and collectively, the "Performance Metrics") shall be determined by the CoiTtn1ittee in 
accordance with the tenns of the P lan and this Agreement based on financial results reported to shareholders in the 
Company's annual reports and shall be subject to adjustment by the Committee for extraordinary events during the 
Perfonmnce Period, as applicable. Both the Shareholder Value and the Growth Performance Metrics will be compared to the 
performance of the following companies: AGL Resources, Inc., Atmos Energy Corp., Delta Natura l Gas Company, Inc., 
Laclede Group, Inc., New Jersey Resources Corp., Northwest Natural Gas Company, Piedmont Natural Gas Company, Inc., 
RGC Resources, Inc., South Jersey Industries, Inc. and WGL Holdings, Inc. (collectively referred to as the "Peer Group") for 
the Perfonnance Period and Awards will be detennined according to the schedule in subsection (b) below. For Shareholder 
Value, the calculation of total shareholder return wi ll utilize the average closing stock price from November I through 
December 31 immediately preceding the beginning and at the end of the perfonnance period. For the average RoE 
Perfonnance Metric, the Company's perfonnance will be compared to pre-detennined RoE thresholds established by the 
Committee. At the end of the Performance Period, the Committee shall cet1ify in writing the extent to which the Perfonnance 
Goals were met during the Performance Period for Awards for Covered Employees. If the Perfom1ance Goals for the 
Perfonnance Period are met, Covered Employees shall be entitled to the Award, subject to the Committee's exercise of 
discretion to reduce any Award to a Covered Employee based on business objectives established for that Covered Employee 
or other factors as determined by the Comm ittee· in its sole discretion. The Committee shall promptly notify the Grantee of its 
detetm ination . 

(b) The Grantee may earn %percent or more of the target award of Perfonnance Shares (the "Target 
A ward") up to a maximum number of Performance Shares set forth in Section 1 above (the "Maximum A ward") based upon 
achievement of threshold and target levels ofperfom1ance against the Performance Metrics established for the Perfonnance 
Period. The Committee shall confinn the level of Award attained for the Perfonnance Period after the Company's 
independent auditors have certified the Company's financial statements fo r each fiscal year of the Company in the 
Perfonnance Period. 
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(c) Once established, the performance criteria identified above norma!Jy shall not be changed during the Performance 
Period. However, if any of the companies in the Peer Group cease to be publically traded, they wi ll automatically be deleted 
from the Peer Group. In addition, if the Committee determines that external changes or other unanticipated business 
conditions have materially affected the fairness of the goals, or that a change in the business, operations, corporate structure 
or capital structure of the Company, or the manner in which it conducts its business, or acquisitions or divestitures of 
subsid iaries or business units, or other events or circumstances materially affect the perfom1ance criteria or render the 
performance criteria unsuitable, then the Committee may approve appropriate adjustments to the perfonnance criteria (either 
up or down) during the Perfonnance Period. Notwithstanding the foregoing, no changes shall be made to an Award intended 
to satisfy the requirements of Code Section 162(m) if such changes would affect the qualification of the Award as 
perfonnance-based compensation within the meaning of Code Section 162(m). 

(d) Perfonnance Shares that are earned by the Grantee pursuant to this Section 2 shall be issued promptly, without 
payment of consideration by the Grantee, within 2 112 months of the end of the Perfonnance Period. The Grantee shall have 
the right to vote the Performance Shares and to receive the dividends distributable with respect to such Shares on and after, 
but not before, the date on which the Grantee is recorded on the Company's ledger as holder of record of the Performance 
Shares (the "Issue Date"). If, however, the Grantee receives Shares as part of any dividend or other distribution with respect 
to the Performance Shares, such Shares shall be treated as if they are Perforn1ance Shares, and such Shares shall be subject to 
all of the terms and cond itions imposed by this Section 2. Notwithstanding the foregoing, the Grantee shall be entitled to 
receive an amount in cash, equivalent to the dividends that would have been paid on the awarded Performance Shares from 
the Grant Date to the Issue Date for those Perfonnance Shares actually earned by the Grantee during the applicable 
Performance Period. Such dividend equivalents shall be payable at the tin1e such Performance Shares are issued. 

(e) The Perfonnance Shares will not be registered for resale under the Securities Act of 1933 or the laws of any state 
except when and to the extent determined by the Board pursuant to a resolution. Until a registration statement is filed and 
becomes effective, however, transfer of the Performance Shares shall require the availability of an exemption from such 
registration, and prior to the issuance of new certificates, tbe Company shall be entitled to take such measures as it deems 
appropriate (including but not limited to obtaining from the Grantee an investment representation letter and/or fwther 
legending the new certificates) to ensure that the Performance Shares are not transferred in the absence of such exemption. 

(f) ln the event of a Change in Control, as defined in tbe Plan, during the Performance Period, the Grantee shall earn the 
Maxin1um Award of Performance Shares set forth in this Section 2, as if all performance criteria were satisfied, without any 
pro ration based on the proportion ofthe Perfonnance Period that has expired as of the date of such Change in Control. 

(g) If, during the Performance Period, the Grantee is separated from employment, Performance Shares shall be deemed 
earned or forfeited as follows: 

( I ) Upon voluntary termination by the Grantee or tennination by the Company for failure of job perfonnance or 
other just cause as determined by the Committee, all unearned Performance Shares shall be forfeited immediately; 

(2) If the Grantee separates from employment by reason of death or total and permanent disabil ity (as determined 
by the Committee), the number of Perfmmance Shares that would otherwise have been earned at the end of the 
Perfmmance Period shall be reduced by pro rating such Performance Shares based on the proportion of the Performance 
Period during which the Grantee was employed by the Company, unless the Committee dete1mines that the Performance 
Shares shall not be so reduced; 
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(3) Upon retirement by the Grantee at age 55 or thereafter, all unearned Perfonnance Shares sha ll be forfeited 
immediately. 

(b) The Grantee shall be solely responsible for any federal, state and local taxes of any kind imposed in connection with 
the vesting or delivery of the Performance Shares. Prior to the transfer of any Performance Shares to the Grantee, the Grantee 
shall remit to the Company an amount sufficient to satisfy any federal, state, local and other withholding tax requirements. 
The Grantee may elect to have all or part of any withholding tax obligation satisfied by having the Company withhold Shares 
otherwise deliverable to the Grantee as Performance Shares, unless the Committee determines otherwise by resolution. If the 
Grantee fails to make such payments or election, the Company and its subs idiaries shall, to the extent permitted by law, have 
the right to deduct from any payments of any kind otherwise due to the Grantee any taxes required by Jaw to be withheld with 
respect to the .Perfom1ance Shares. In the case of any amounts withheld for taxes pursuant to this provision in the f01m of 
Shares, the amount withheld shall not exceed the minimum required by applicable law and regulations. 

(i) Notwithstanding any other provision of this Agreement, if any payment or distribution (a "Payment") by the 
Company or any other person or entity to or for the benefit of the Grantee is determined to be an "excess parachute 
payment" (w ithin the meaning of Code Section 280G(b)(l) or any successor provision of sim ilar effect), whether paid or 
payable or distributed or distTibutable pursuant to this Agreement or otherwise, then the Grantee's benefits under this 
Agreement may, unless the Grantee elects otherwise pursuant to his employment agreement, be reduced by the amount 
necessary so that the Grantee's total "parachute payment" as defined in Code Section 280G(b)(2)(A) under this and all other 
agreements will be $1.00 less than the amount that would be a "parachute payment". The payment of any "excess parachute 
payment" pursuant to this paragraph shall also comply with the terms of the Grantee's employment agreement. 

Section 3. Additional Conditions to Issuance of Shares 

Each transfer of Performance Shares shall be subject to the condition that if at any time the Committee shall determine, in its 
sole discretion, that it is necessary or desirable as a condition of, or in connection with, transfer of Performance Shares (i) to 
satisfy withholding tax or other withholding liabilities, (ii) to effect the listing, registration or qualification on any securities 
exchange or under any state or federal law of any Shares deliverable in connection with such exercise, or (iii) to obtain the 
consent or approvaJ of any regulatory body, then in any such event such transfer shall not be effective unless such 
withholding, listing, registration, qualification, consent or approval shall have been effected or obtained free of any 
conditions not acceptable to the Company. 

Section 4. Adjustment of Shares 

(a) If the Company sha ll become involved in a merger, consolidation or other reorganization, whether or not the 
Company is the surviving corporation, any right to earn Perfonnance Shares shall be deemed a right to earn or to elect to 
receive the consideration into which the Shares represented by the Performance Shares would have been converted under the 
tenns of the merger, consolidation or other reorganization. If the Company is not the surviving corporation, the surviving 
corporation (the "Successor") shall succeed to the rights and obligations of the Company under this Agreement. 
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-
(b) If any subdivision or combination of Shares or any stock dividend, capital reorganization or recapitalization occurs 

after the adoption of the Plan, the Committee shall make such proportionate adjustments as are appropriate to the number of 
Perfonnance Shares to be earned in order to prevent the dilution or enlargement of the rights of the Grantee. 

Section 5. No Right to Employment 

Nothing contained in this Agreement shall be deemed by implication or otherwise to confer upon the Grantee any right to 
continued employment by the Company or any affi liate of the Company. 

Section 6. Notice 

Any notice to be given hereunder by the Grantee shall be sent by mail addressed to Chesapeake Utilities Corporation, 909 
Silver Lake Boulevard, Dover, Delaware 19904, for the attention of the Committee, c/o the Corporate Secretary, and any 
notice by the Company to the Grantee shall be sent by mail addressed to the Grantee at the address of the Grantee shown on 
the first page hereof. Either party may, by notice given to the other in accordance with the provisions of this Section, change 
the address to wh ich subsequent notices shall be sent. 

Section 7. Beneficiary Designation 

Grantee may designate a beneficiary to receive any Performance Shares to which Grantee is entitled which vest as a result of 
Grantee's death. Grantee acknowledges that the Company may exercise all rights under this Agreement and the Plan against 
Grantee and Grantee's estate, heirs, lineal descendants and personal representatives and shall not be limited to exercising its 
rights against Grantee's beneficiary. 

Section 8. Assumption ofRisk 

It is expressly understood and agreed that the Grantee assumes all risks incident to any change hereafter in the applicable 
laws or regulations or incident to any change in the market value of the Perfonnance Shares. 

Section 9. Terms of Plan 

This Agreement is entered into pursuant to the Plan (a copy of which has been delivered to the Grantee). This Agreement is 
subject to a ll of the terms and provisions of the Plan, which are incorporated into this Agreement by reference, and the 
actions taken by the Comm ittee pursuant to the Plan. Jn the event of a conflict between this Agreement and the Plan, the 
provisions of the Plan shall govern. All detenninations by the Committee shall be in its sole discretion and shall be binding 
on the Company and the Grantee. 

Section I 0. Governing Law: Amendment 

This Agreement shall be governed by, and shall be construed and administered in accordance with, the Jaws of the State of 
Delaware (without regard to its choice of law rules) and the requirements of any applicable federal law. Th is Agreement may 
be modified or amended only by a writing signed by the parties hereto. 

- 5-
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Section II. Action by the Committee 

The parties agree that the interpretation of this Agreement shall rest exclusively and completely within the sole discretion of 
the Committee. The parties agree to be bound by the decisions of the Committee with regard to the interpretation of this 
Agreement and with regard to any and all matters set forth in this Agreement. The Committee may delegate its functions 
under this Agreement to an officer of the Company designated by the Committee (hereinafter the "Designee"). In fulfilling its 
responsibilities hereunder, the Committee or its Designee may rely upon documents, written statements of the parties or such 
other material as the Committee or its Designee deems appropriate. The parties agree that there is no right to be heard or to 
appear before the Committee or its Designee and that any decision of the Committee or its Designee relating to this 
Agreement shall be tina) and binding unless such decision is arbitrary and capricious. 

Section 12. Terms of Agreement 

This Agreement shall remain in full force and effect and shall be binding on the parties hereto for so long as any Performance 
Shares issued to the Grantee under this Agreement continue to be held by the Grantee. 

IN WITNESS WHEREOF, the Company has caused this Agreement to be executed in its corporate name, and the Grantee 
has executed the same in evidence of the Grantee's acceptance hereof, upon the terms and cond itions herein set forth, as of 
the day and year first above written. 

CHESAPEAKE UTILITIES CORPORATION 

By: _____________ _ 

Its:--------- - ------

Grantee: 

- 6-
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Second Amendment to the 

CHESAPEAKE UTILITIES CORPORATION 

SUPPLEMENTAL EXECUTIVE RETIREMENT SAVINGS PLAN 

As Amended and Restated as of January 1, 2009 

Page 1 of 4 

Exhibit 10.20 
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Second Amend ment to the Chesapeake Utili ties Corporation Supplemental 
Executive Retirement Savings Plan 

Background Information 

Page 2 of4 

A. The Plan was amended and restated effective as of January l , 2009, to comply with the requirements of Section 409 A of 
the Internal Revenue Code of 1986, as amended (the "Code"). 

B. The Plan is intended to provide a supp lemental deferred compensation benefit for a select group of management and 
highly compensated employees relative to their compensation in excess of the amount considered under the Chesapeake 
Utilities Corporation Retirement Savings Plan (the "Savings Plan"), as limited by Section 40l(a)(17) of the Code. 

C. Effective as of January l , 20 II, the Savings Plan was amended to change the employer matching contribution formu Ia 
and to add a new "supplemental employer contribution," allocable to all participants in the Savings Plan. 

D. Chesapeake Utilities Corporation desires to amend the Plan to provide a similar supplemental employer contribution 
under the Plan to participating executives relative to compensation above the Code Section 40 I (a) (17) limitation in 
accordance with the terms set forth in this amendment. 

Amendment 

Chesapeake Utilities Corporation hereby amends the Plan as set forth below, effective as of January l, 2012, or such 
other date as set forth herein : 

I. Section 4.0 I, "Accounts," is hereby amended to read as follows: 

"4.01. Accounts. The Company shall maintain for bookkeeping purposes an Account in the name of each Participant. 
Each Account shall have a Participant Subaccount and an Employer Contributions Subaccount, as applicable, to which 
shall be credited amounts defen·ed under Section 3 and this Section 4." 

2. Section 4.03 of the Plan, "Employer Match Subaccount," is hereby redesignated "Employer Contributions Subaccount" 
and amended effective as of January 1, 20 II, to read as follows: 

"4.03. E mployer Con trib utions Subaccount. The Company shall maintain the following Employer Contributions 
Subaccounts: 

(a) Emplover Match Subaccount. The Company shall maintain a separate Employer Match Subaccount in the name of 
each Participant for purposes of accrual of the Employer Match. For each Plan Year, the Employer Match shall begin to 
accrue monthly 
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• 
only after the Participant is no longer eligible to receive a Matching Contribution under the Savings Plan for the Plan 
Year. The rate of Employer Match in this Plan shall be the same rate in effect under the Savings Plan for the applicable 
Plan Year. In addition, the Company or any Affiliate may also credit the Employer Match Subaccount of some or all 
E ligible Employees or Participants with an optional employer contribution in any Plan Year, in its sole discretion (a 
"Discretionary Contribution"). The Discretionary Contribution will be made and allocated for a Plan Year on the basis 
detennined by the Compensation Committee of the Company or the Board of Directors of an Affi liate, as applicable, 
and need not be made as a matching contribution relative to Salary Reduction Contributions of such Eligible Employee 
or Participant. If such a Discretionary Contribution is to be made to the Employer Match Subaccount of an employee 
who has not previously been designated as an Eligible Employee under the Plan, such employee shall become an 
Eligible Employee and a Participant effective as of the date that the Compensation Committee or Board of Directors of 
an Affiliate selects the employee to receive the Discretionary Contribution, and shall have a period of no more than 30 
days after such date to make an initial election of the time and form of payment of the Discretionary Contribution to be 
credited to such Participant's Account under the P lan for the initial Plan Year. An employee designated as an Eligible 
Employee for the purpose of receiving a D iscretionary Contribution need not, but may, be designated as an Eligible 
Employee to make Salary Reduction Contributions and to receive Matching Contributions hereunder in addition to the 
Discretionary Contribution. A Pruiicipant may also elect a different time and form of payment to apply to the 
Discretionary Contribution made for each Plan Year, provided such election is made on or before the end of the prior 
Plan Year. If no election of a time and form of payment is made for one or more Discretionary Contributions, such 
amounts shall be distributable in a single lump sum six months after the Valuation Date coincident with or next 
following the Participant's Separation from Service. 

(b) Employer Supplemental Contribution Subaccount. The Company shall maintain a separate Employer Supplemental 
Contribution Subaccount in the name of each Participant for purposes of accrual of the Employer Supplemental 
Contribution. For each P lan Year, the Company shall make an Employer Supplemental Contribution to the Plan for each 
Pa11icipant on the same allocation basis as is used for that Plan Year under the Savings Plan, but with respect only to 
Compensation in excess of the portion of a Participant's Compensation for which a Supplemental Employer 
Contribution was made under the Savings Plan ("Excess Compensation"). Such Excess Compensation shall equal the 
greater of the Participant's Compensation in excess of the applicable limit under Code Section 40 I (a)(l7) for the Plan 
Year or the portion of Compensation in excess of the net amount of Compensation that is taken into account under the 
tenns of the Savings Plan after deducting any Compensation deferrals to this Plan. lt is the intent of this provision to 
provide each Participant with an Employer Supplemental Contribution under this Plan that, when added to the Employer 
Supplemental Contribution under the Savings Plan for a particular Plan Year, equals the amount of Employer 
Supplemental Contribution the Pa1iicipant wou ld have received under the Savings Plan in the absence of any limitations 
on Compensation under the Savings Plan and without regard to any deferrals of Compensation by the Participant to this 
Plan. The Employer Supplemental Contribution shall be credited to the Participant's Account as of the date that the 
Employer Supplemental Contribution is credited to the Savings Plan. " 
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3. All other provisions of the Plan shall remain unchanged. 

CHESAPEAKE UTILITIES CORPORATION 

By: 
Its: 
Date: _ ___________ _ 
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Exumrr 12 

Chesapeake Utilities Corporation 
Ratio of Ea rnings to Fixed Charges 

For the Years Ended December 31, 2012 
(m thousands. except rat to of earnmgs to fa:ed charges) 
Income from conti nuing operations $28,863 
Add: 

Income taxes 19,296 
Portion of rents representative of interest factor 464 
Interest on indebtedness 8,707 
Amortization of debt discount and expense 40 
Capital ized interest (a llowed funds used during construction) 1 J I 

Earnings as adj usted $57,481 

Fixed Cha rges 
Portion of rents representative of interest factor $ 464 
Interest on indebtedness 8,707 
Amortization of debt discount and expense 40 
Capital ized interest (allowed funds used during construction) lJ I 

Fixed Charges $ 9,322 

Ratio of Ea rnin gs to Fixed C ha rges 6.17 

2011 

$27,622 

17,989 
363 

8,954 
46 
25 

$54,999 

$ 363 
8,954 

46 
25 

$ 9,388 

5.86 

Page 1 of 1 

2010 2009 {a) 2008 

$26,056 $15,897 $13,607 

16,923 10,918 8,817 
356 333 294 

9,090 7,042 6,1 10 
56 43 47 

1 41 339 
$52,482 $34,274 $29,2 14 

$ 356 $ 333 $ 294 
9,090 7,042 6,110 

56 43 47 
I 41 339 

$ 91503 $ 7,459 $ 6,790 

5.52 4.59 4.30 

(a) Includes the results from the merger with Florida Public Utilities Company, which became effective on October 28, 
2009. 
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CODE OF ETHICS FOR FINANCIAL OFFICERS 
Adopted February 24, 2010 

Page 1 of2 

Exhibit 14.1 

This Code of Ethics for Financial Officers has been adopted by the Board of Directors of Chesapeake Utilities 
Corporation ("Chesapeake") to promote honest and ethical conduct, accurate and timely disclosure of financia l infonnation in 
Chesapeake's filings with the Securities and Exchange Commission (SEC), and compliance with all applicable laws, rules 
and regulations. 

Chesapeake expects all of its employees to carry out their responsibilities in accordance with the highest standards of 
personal and professional integrity and to abide by the provisions of Chesapeake's Business Code of Ethics and Conduct and 
all other policies and procedures that may be adopted by the Company from time to time governing the conduct of its 
employees. This Code of Ethics for Financial Officers supplements the Company's Business Code of Eth ics and Conduct as 
it relates to the activities of Chesapeake's Chief Executive Officer, President, Chief Financial Officer, Treasurer, and 
Corporate Controller, hereafter referred to as the "Flnancial Officers" . 

Each Financial Officer when performing his or her duties must: 

Maintain high standards of honest and ethical conduct, including the ethical handling of actual or apparent conflicts of 
interest between personal and professional relationships. 

Take reasonable actions within the scope of his or her responsibilities to ensure that the disclosures in reports and 
documents filed by Chesapeake with the SEC and in other public communications made by Chesapeake are accurate, 
complete, fairly stated, timely and understandable. 

Comply with applicable govemmentallaws, rules and regu lations, including the rules, regulations and policies of public 
regulatory agencies. 

Act at all times in good faith, responsibly, with due care, and d iligence in carrying out his or her responsibilities. 

Maintain the confidentiality of confidentia l financial or other information acquired in the course of employment, except 
when disclosure is properly authorized or is requ ired by applicable law or legal process, and not use any such 
confidential information for personal advantage. 

Not take any action to coerce, manipu late, mislead or fraudulently influence an independent accountant or internal 
auditor engaged in the performance of an audit or review of Chesapeake's financial statements or accounting books and 
records, with the purpose of rendering the financial statements false or misleading. 

Repott promptly any violation of this Code of Ethics for Financial Officers either directly to the Director of Internal 
Audit or the Chaitman of the Audit Committee. 

Any Financial Officer who violates th is Code of Ethics for Financial Officers will be subject to appropriate disciplinary 
action, including possible termination of employment. 
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The Audit Committee shall be responsible for overseeing compliance with this Code of Ethics for Financial Officers and 
shall direct the investigation of any alleged violation and report its findings, including any recommended action, to the Board 

of Directors. 

I represent and certify that I have read and complied with the foregoing policy to the best of my knowledge and belief. 

S ignature Date 
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BUSINESS CODE OF ETHICS AND CONDUCT 
Adopted December 15, 2010 

Page 1 of8 

Ex hibit 14.2 

Chesapeake Utilities Corporation ("Chesapeake") is committed to conducting its business in compliance with all 
applicable laws, rules and regulations and in accordance with the highest ethical standards. In furtherance of this 
commitment, the Board of Directors of Chesapeake has adopted this Business Code of Ethics and Conduct (the "Code of 
Ethics") setting forth the principles that govern the conduct of all employees, officers and directors of Chesapeake and its 
subsidiaries (collectively, the "Company"). 

As used herein, Company official shall mean any officer of the Company. Some provisions of this Code of Ethics also 
extend to the family members of employees, officers, directors, or nominees for director. For this purpose, the term "family 
member" shall mean any child, stepchild, grandchild, parent, stepparent, grandparent, spouse, sibling, mother-in-law, father­
in-law, daughter-in-law, son-in-law, brother-in-law, or sister-in-law, and any person (other than a tenant or employee) sharing 
the household of any director, nominee for director, or officer of the Company. These associations include adoptive 
relationships. 

I. Compliance with Laws, Rules, Regulations, Policies a nd Procedures 

Each employee, officer and director is expected to understand and comply with both the letter and intent of all 
governmental laws, rules and regulations and with all Company policies and procedures that apply to matters for which he or 
she is responsible. All employees and officers are expected to participate in compliance trainjng and information sessions 
when offered by the Company. Any employee or officer who is uncer tain as to the meaning or inter pretation of any law, 
rule, regulation, policy or procedure, or its application to his or her responsibilities, is expected to seel< advice from a 
supervisor, manager or other a pp ropriate Compa ny officia l. Any director who is uncerta in as to th e meaning or 
interpretation of any law, rule, r egulation, policy or procedure, or its application to his or her r esponsibili ties, is 
expected to seek advice from the Cha irm a n of the Board. 

II. Conflicts of I n terest 

In canying out their responsibilities, all employees, officers and directors have a duty always to act in the best interests 
of the Company. The ability of an employee, officer or director to fulfill this obligation can be compromised if a conflict 
exists between his or her personal interests and the interests of the Company. In general, a conflict of interest can arise 
whenever the personal interests of an employee, officer or director in a matter (financial or otherwise) would make it difficult 
for the individual to perfonn his or her Company responsibilities objectively. Even where the outcome of the matter is on 
tenns that are entirely fair to the Company, the existence of a conflict of interest can create an appearance of impropriety. 

While it is not possible to Jist all of the situations that could present a conflict of interest, examples include: 

Ownership of a financial interest (other than, in the case of a public company, the ownership of less than a one 
percent equity interest) in any business or other enterprise that does business (whether as a supplier, customer or 
otherwise), or is seeking to do business, with the Company. 
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Serving as a director, officer or partner of, or in any other managerial role with respect to, or as a consultant to, any 
business or other enterprise that does business (whether as a supplier, customer or otherwise), or is seeking to do 
business, with the Company. 

Ownership of a financial interest in (other than, in the case of a public company, the ownership of less than a one 
percent equity interest), or serving as a director, officer or partner of, or in any other managerial role with respect 
to, or as a consultant to, any competitor of the Company. 

Acting as a broker, finder or other intermediary for the benefit of a third party in any transaction involving the 
Company. 

Any situation where the employee, officer or director will receive any payment of money, services, loan, guarantee 
or any other personal benefits from a third party in anticipation of or as a result of any transaction or business 
relationship between the Company and the third party. 

Ownership of a financial interest (other than, in the case of a public company, the ownership of less than a one 
percent equity interest) in any business or other enterprise that does business (whether as a supplier, customer or 
otherwise), or is seeking to do business, with any competitor of the Company. 

Serving as a director, officer or partner of, or in any other managerial role with respect to, or as a consultant to, any 
business or other enterprise that does business (whether as a supplier, customer or otherwise), or is seeking to do 
business, with any competitor of the Company. 

Taking a public position or making public statements contrary to the best interests of the Company or that could 
result in embarrassment to the Company. 

A conflict also can exist where the person doing business, or seeking to do business with the Company is a family member of 
an employee, officer or director. However, the acquisition or use by an employee, officer or director of the Company of 
products or services obtained from the Company in the ordinary course of the Company's business will not represent a 
conflict of interest. 

All employees and officers are encouraged to avoid relationships that have the potential for creating an actual conflict of 
interest or a perception of a conflict of interest. Employees and officers must be free of any conflict of interest whenever they 
act on behalf of the Company, including engaging in negotiations or recommending or approving a transaction, arrangement 
or relationship with an existing or potential customer, supplier, lender or investor. Any officer who has a conflict of interest 
with r espect to a ny matter is r eq uired to make prompt and full disclosure of the matter to the Ch ief Executive Officer 
or, in the case of the C hief Executive Officer, to the Audit Committee. All other employees are required to make prompt 
and full disclosure of any conflict of interest to the Director of Internal Audit. No employee or officer is permitted to 
participate in any matter in which he or she has a conflict of interest unless authorized by an appropriate Company official 
and under circumstances that are designed to protect the interests of the Company and to avoid any appearance of 
impropriety. 
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Any officer who has a question as to whether a given situation or relationship might represent a conflict of interest is 
required to consult with the Chief Executive Officer. Any other employee who has a question as to whether a situation or 
relationship might constitute a conflict is required to consult with the Director of lntemal Audit. 

Directors are required to disclose any conflict of interest to the Chairman of the Board of Directors and to refrain from 
voting on any matter(s) in which they have a conflict. 

III. Corpo ra te O pportu nities 

All business opportunities that are within the existing or reasonably foreseeable scope of the Company's business, 
including planned business ventures, are the property of the Company. Without the prior consent of the Board of Directors, 
employees, officers and di rectors are prohibited from: 

Taking for themselves personally opportunities that they discovered through the use of Company property or 
information or through their position with the Company; 

Us ing property or information of the Company or their position with the Company for personal gain; or 

Engaging in any business in competition with the Company. 

IV. Confidentia lity 

Employees, officers, directors and director nominees are required to maintain the confidentiality of, and not use for 
personal benefit, confidential information entrusted to them by the Company, its customers or its suppliers, or otherwise 
acquired in the course of their employment by or service to the Company. Disclosure or use of confidential information is 
pem1itted only for a proper business purpose and when specifically authorized by an appropriate Company official or as 
required by law or legal proceedings. Confidential information includes all information protected by law or by an agreement 
between the Company and a third party, as well as other non-public information that, if disclosed, might be harmful to the 
Company or useful to competitors, including but not limited to: 

Trade secrets and other proprietary technical information or data. 

Undisclosed fmancial and accounting infonnation. 

Strategic information concerning current and future business plans. 

Pricing information. 

Customer records. 

Employee personnel records (e.g., job applications, resumes, performance evaluations and records, compensation 
information, notices regarding perfonnance, tenn ination notices, etc.). 

Research infom1ation and records. 
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All employees, officers and directors are required to sign a confidentiality statement. 

These confidentiality and non-use restrictions continue beyond renni11ation of service for directors, and tennination of 
employment for employees and officers. Upon termination, employees, officers and directors are not permitted to take, copy 
or retain any records or documents of the Company. 

V. Proper Accoun ting for Company T ransactions 

The maintenance of accurate financial and accounting records is essential in order to enable the Company to comply 
with the requirements of the federal securities laws and with its obi igations to its shareholders. 

A. Ma intena nce of Accurate R ecords 

All Company assets and liabilities and all items of revenue and expense shall be properly recorded in the Company's 
regular books and records in accordance with generally accepted accounti11g principles. All employees and officers who are 
responsible for the recording or reporting of Company property, assets, liabilities, transactions and other activities are 
required to provide ful l, fair, accurate, timely and understandable recording or reporting thereof. Without limitation of the 
foregoing: 

No undisclosed or unrecorded fund or asset of the Company shall be established or maintained for any purpose. 

No employee or officer of the Company shall i11tentionally conceal or fail to record or report any matter that is 
required to be recorded or reported. 

No employee or officer of the Company shall improperly record or report any matter, or improperly alter any 
record or report of any matter. 

B. Docum entation of Disbursement of Funds 

No payment or other d isbursement of Company funds shall be made without proper authorization. No approval shall be 
granted for the payment or other disbursement of Company funds without adequate supporting documentation. No payment 
on behalf of the Company shall be approved or made with the intention or understanding that any part of such payment is to 
be used for a purpose other than that described by the documents supporting the payment. 

VI. Improper Payments a nd Gifts to Third Parties 

A. Improper Paymen ts a nd Gifts. 

Except for pe1mitted gifts (as described below), neither the Company nor any employee, officer or director shall, either 
directly or indjrectly, authorize or make any payment or gift of money or any other thing of value (including materials, 
equipment, facilities or services) to any: 

Current or prospective customer, supplier or competitor of the Company or to government officials; or 

Any director, officer, employee, general partner, stockholder or owner of a current or prospective customer, 
supplier or competitor, 
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if the purpose of the payment or the gift is to induce the cwTent or prospective customer, supplier, competitor or government 
official improperly to grant or convey any benefit to, or forgo any claim against, the Company or any of its employees, 
officers or directors, or otherwise to influence a business or other decision of the current or prospective customer, supplier, 
competitor or government official. 

B. Permitted Gifts 

An employee, officer or director may make gifts, generally in the form of meals, entertainment or specialty advertising 
items, to Company customers, suppliers or other third parties engaged, or that may become engaged, in business with the 
Company if the gift meets all of the following criteria: 

It is consistent with customary business practices; 

It is not for an improper purpose; 

It is not in contravention of any applicable laws, rules, regulations or ethical standards; and 

Public disclosure of the full details of the gift would not cause embarrassment to the Company. 

VII. Acceptance of Gifts or Other P ersona l Benefits 

No employee, officer or director shall solicit from any supplier, customer or other person doing business, or seeking to 
do business, with the Company any gift of money, products or services, gratuity, loans or guarantees, or other personal 
benefits of any kind. 

An employee, officer or director, including their fami ly members, may accept an unsolicited gift or gratuity of nominal 
value or reasonable business entertainment (including recreation and attendance of sporting or cultural events) if the gift or 
gratui ty meets all of the following criteria: 

lt does not go beyond common courtesies usually associated with accepted business practices; 

It does not interfere with the recipient's independence or judgment in carrying out his or her responsibi li ties on 
behalf of the Company; and 

Public disclosure of the full details of the gift or gratui ty would not cause embarrassment to the Company. 

Any gifts or gratuity that do not meet these requirements must to the extent possible be returned. 
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--
VIII. Relationships with Customers 

When dealing with customers, the Company is committed to: 

Providing all customers with exceptional service; 

Dealing fairly and ethically with all customers and treating customers with respect; 

Providing customers with accurate and clear information regarding the services offered by the Company; and 

Investigating promptly and resolving on fair terms all customer complaints and inquiries. 

Each employee, officer and director has a responsibility to use his or her best efforts to ensure that these objectives are 
attained. The Company prohibits manipulation, misrepresentation of facts, and other forms of unfair dealing with customers. 

IX. Relationships with Suppliers 

When dealing with suppl iers of products and services to the Company, all employees, officers and directors are required 
at all times to act in the best interests of the Company, whi le at the same time adhering to the highest standards of ethical 
conduct. All unlawful behavior, manipulation, misrepresentation of facts, or any other forms of unfair dealing are prohibited. 

X. Fair Competition 

The Company is committed to fair and honest competition. The Company seeks to achieve its competitive advantage 
through competitive prices, products and services, and not through illegal or unethical business practices. All employees, 
officers and directors are required to adhere to all laws and regulations regarding fair competition, including antitrust laws. 
Misappropriation of trade secrets or other proprietary information, manipulation, misrepresentation of facts and all other 
forms of unfair dealing are prohibited. 

XI. Relationships with Employees 

All employees and officers are entitled to work in an environment free of discrimination and harassment, therefore the 
Company strives to provide each employee and officer with a workplace that is free from unlawful discrimination or 
harassment. It is the policy of the Company to provide equal employment opportunity to qualified individuals regardless of 
race, religion, gender, national origin, age, or their status as disabled veterans or as disabled individuals. Equal opportunity 
applies to all aspects of the employment relationship, including initial employment, promotion, training, wage and salary 
administration, seniority, retirement, and employee benefits. 
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-
XII. Protection a nd Proper Use of Com pa ny Assets 

Proper protection and proper use of Company assets is the responsibility of each employee, officer and director. 
Employees, officers and directors are required to promote the efficient use of Company assets and to take appropriate security 
measures to safeguard physical property and other assets against unauthorized use or removal, as well as against loss by 
wrongful acts or negligence. Employees, officers and directors may use Company property only for legitimate business 
purposes and strictly in accordance with established Company policies and guidelines. 

XIII. Insider T rading 

All employees, officers and directors are required to adhere to the Company's policy entitled "Securities Trades by 
Company Personnel", which governs trading by employees, officers and directors in Chesapeake stock. 

XIV. Poli tica l Activities 

Employees, officers and directors are free to participate in lawful political activities on their own time and at their own 
expense, and to make personal contributions to political parties, committees or candidates of their choice. However, under no 
circumstances shall an employee, officer or director use Company facilities or assets, or be compensated or reimbursed by the 
Company, for their personal political activities or contributions. 

While employees and officers are encouraged to participate in civic and community activities during their non-work 
hours, an employee's or officer's determination to seek elected or appointed public office, including membership on a public 
board or commission ("public office"), raises special concerns. Because the Company's business frequently interfaces with 
many government branches, employees, officers and directors would have a responsibility to disqualify themselves from any 
action in which they know the Company has an interest. Ln addition, care must be taken that campaigning for office or 
fulfilling public responsibilities is not done during work hours. Accordingly, any employee or officer who wishes to seek or 
accept public office must provide the Director of Internal Audit with reasonable advance notice of that intent. In certain 
cases, depending on the nature of the office and other surrounding circumstances, the Company may decide that the 
employee or officer should not seek or accept such office while remaining in the Company' s employment without a 
determination by the Company' s Chief Executive Officer (or in the case of the Chief Executive Officer, the Board of 
Directors) that such activities will be consistent with Company policies and applicable laws and standards. 

XV. Complia nce Procedures 

A. Dis tribution of this Code of Ethics 

A copy of this Code of Ethics shall be furnished to each employee, officer and director of the Company and shall be 
posted on the Company's website (www.chpk.com). Company officers are required to ensure that all Company personnel in 
the departments for which they are responsible receive a copy. 
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Any employee who has a question concerning the interpretation or application of any provision of this Code of Ethics 
should consult his or her immediate manager, who may, if necessary, refer the question to the Director oflntemal Audit or an 
appropriate Company official. Alternatively, any employee, officer or director may contact the Director of Internal Audit 
directly. 

B. Repor ting Violations 

Any employee or officer who has knowledge of a violation by the Company or any employee, officer or director of any 
Jaw, rule or regulation or this Code of Ethics, or suspects that such a violation has occurred, is required to report the matter to 
an independent third party via a dedicated toll-free hotline or a secure website, or in written form directly to the Director of 
Internal Audit in accordance with the process set forth on the Company' s website (www.chpk.com). AJI valid concems will 
be investigated under the direction of the Chairman of the Audit Committee. 

The Company will make every effort, within the limits allowed by law, to keep confidential the identity of anyone 
requesting guidance or reporting a violation or suspected violation. However, it may not be possible to maintain the 
confidentiality of the reported person or the reported information if (i) disclosure is necessary to enable the Company or law 
enforcement officials to investigate the matter, (ii) disclosure is required by law or (iii) the person accused of a violation is 
entitled to the information as a matter of legal right. All employees, officers and directors are expected to cooperate, to the 
extent requested, in any investigation of any violation of any law, rule or regulation or this Code of Ethics. 

I 

No adverse action w ill be taken against any person who in good faith reports a violation, or a suspected violation, by the 
Company, or any employee, officer or director of any law, rule or regu lation or this Code of Ethics. Any such retaliation is 
also a violation of this Code ofEthics and will be grounds for discipl inary action against the person or persons who engage in 
retaliation. Any employee, officer or director who believes that he or she has been retaliated against may fi le a complaint 
with the Director of Internal Audit, who shall be responsible for the investigation of the matter. 

C. Violations 

Any employee, officer or director who fails to comply with any applicable law, rule, or regulation or with this Code of 
Ethics is subject to disciplinary action, which could include, without limitation, a reprimand, probation, suspension, reduction 
in salary, demotion or dismissal - depending upon the seriousness of the offense. 

XVI. Amendments a nd Waivers 

The Board of Directors must approve any amendment to this Code of Eth ics. No waivers or exceptions to this Code of Ethics 
are anticipated; however, any waiver of any provision to this Code of Ethics for employees, other than executive officers, 
requires the approval of the Chief Executive Officer. Any waiver involving an executive officer or director requires the 
approval of the Board of Directors or a designated Board Committee and must be promptly disclosed to shareholders within 
four business days of such determination in a press release, by website disclosure, or by filing a current report on Fonn 8-K 
with the Securities and Exchange Commission. 
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Subsidiar ies 

Chesapeake Utilities Corporation 
Subsid ia ries of the Registrant 

Eastem Shore Natural Gas Company 
Sharp Energy, Inc. 
Chesapeake Service Company 
Xeron, Inc. 
Chesapeake OnSight Services, LLC 
Peninsula Energy Services Company, Inc. 
Peninsula P ipeline Company, Inc. 
Florida Public Utilities Company 

Subsidiaries of Sharp E nergy, Inc. 
Sharpgas, Inc. 

Subsidiaries of F lor ida Public Utilities Company 
Flo-Gas Corporation 

Subsidiaries of Chesapeake Service Company 
Skipjack, Inc. 
BravePoint, Inc. 
Chesapeake Investment Company 
Eastem Shore Real Estate, Inc. 

State Incorporated 
Delaware 
Delaware 
Delaware 

Mississippi 
Delaware 
Delaware 
Delaware 

Florida 

State Incorporated 
Delaware 

State Incorporated 
Florida 

State Incorporated 
Delaware 
Georgia 

Delaware 
Delaware 
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EXHIBrT 23.1 

CONSENT OF lNDEPE, DENT REGISTERED P UBLIC A CCOU, T ING FlRo\1 

Chesapeake Utilities Corporation 

We hereby consent to the incorporation by reference in the Registration Statements on Form S-3 (Nos. 333-178678, 333-
63381 and 333-135602) and Form S-8 (Nos. 333-01175, 333-94159, 333-124646, 333-124694 and 333-124717) of 
Chesapeake Utilities Corporation of our reports dated March 8, 2013, relating to the consolidated financial statements, 
financial statement schedule, and the effectiveness of Chesapeake Utilities Corporation's internal control over fmancial 
repor1ing, which appear in this Form 10-K. 

Is/ ParenteBeard LLC 
ParenteBeard LLC 
Philadelphia, Pennsylvania 
March 8, 20 13 
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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, Michael P. McMasters, certify that: 

1. I have reviewed th.is annual report on Fonn 10-K of Chesapeake Utilities Corporation; 

Page 1 of 1 

EXHIBIT 31.1 

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 w.ith respect to the period covered by this report; 

3. Based on my knowledge, the financia l statements, and other financial infonnation included in this report, fairly present 
in all material respects the fmancial condition, resu lts of operations and cash flows of the registrant as of, and for, the 
periods presented in this report; 

4. The registrant's other certifying offJcer(s) and I are responsible for establishing and maintaining disclosure controls and 
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-l5(e)) and internal control over fmancial reporting (as 
defined in Exchange Act Rules 13a- 15(t) and 15d- t 5(t)) 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 materia l 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 contro l over fmancial 
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 

5. The registrant's other certifying officer(s) and I have disclosed, based on ou1· 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 intemal control over 
finru1cial reporting which are reasonably likely to adversely affect the registrant's abi lity to record, process, 
summarize ruJd report financial infonnation; 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 8, 2013 

/s/ MICHAEL P . MCMASTERS 

Michael P. McMasters 
President and Chief Executive Officer 
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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: 

l. 1 have reviewed this annual report on Fom1 l 0-K of Chesapeake Utilities Corporation; 

Page 1 of 1 

EXHIBIT 31.2 

2. Based on my knowledge, this repmt 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 fmanc ial 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 repmt; 

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- J5(e)) and internal control over fmanc ial reporting (as 
defined in Exchange Act Rules 13a-15(t) and 15d- l5(t)) 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 
general ly accepted accow1ting princip les; 

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 

5. The registrant's other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control 
over fmancial reporting, to the registrant's auditors and the audit committee of the registrant's board of directors (or 
persons perfonning the equivalent functions): 

a) all significant deficiencies and material weaknesses in the design or operation of intemal control over 
financial repotting 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 financia l reporting. 

Date: March 8, 2013 

Is/ BETH W. COOPER 

Beth W. Cooper 
Senior Vice President and Chief Financial Officer 
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CERTIFICATE OF CHIEF EXECUTIVE OFFICER 
OF CHESAPEAKE UTILITIES CORPORATION 

PURSUANT TO 18 U.S. C. SECTION 1350, AS ADOPTED 
PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 

Page 1 of 1 

EXJUBIT 32.J 

I, Michael P. McMasters, President and Chief Executive Officer of Chesapeake Utilities Corporation, certify that, to the 
best of my knowledge, the Annual Report on Fom1 I 0-K of Chesapeake Uti lities Corporation ("Chesapeake") for the year 
ended December 3 I , 2012, filed with the Securities and Exchange Commission on the date hereof (i) fully complies with the 
requirements of section 13(a) or 15(d) ofthe Securities Exchange Act of 1934, as amended, and (ii) the information 
contained therein fair ly presents, in all material respects, the financial condition and results of operations of Chesapeake. 

/s! MICHAEL P. M CM ASTERS 

Michael P. McMasters 
March 8, 2013 

A signed original of this written statement required by Section 906 of the 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 fumished to the Securities and Exchange Comm ission or its staff upon request. 
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CERTIFICATE OF CHIEF FINANCIAL OFFICER 
OF CHESAPEAKE UTILITIES CORPORATION 

PURSUANT TO 18 U.S.C. SECTION 1350, AS ADOPTED 
PURSUANTTO SECTION 906 OF THE SARBANES-OXLEY ACT OF2002 
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EXHIBIT 32.2 

1, 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 I 0-K of Chesapeake Utilities Corporation ("Chesapeake") for the 
year ended December 3 I, 2012, 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 Securit ies 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. 

/s/ B ETH W. COOPER 

Beth W. Cooper 
March 8, 20 13 

A signed original of this written statement required by Section 906 of the Sarbanes-Oxley Act of2002, or other document 
authenticating, acknowledging, or otherwise adopting the s ignature 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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UNITED STATES 
SECURITIES AND EXCHANGE COMMISSION 

WASiil GTON, D.C. 20549 

FORM 10-Q 

Page 1 of 101 

[R] QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES 
EXCHANGE ACT OF 1934 

For the qua r terly period ended: June 30, 2013 

OR 

0 TRANSITION REPORT PURSUANT TO SECTION 13 OR IS( d) OF THE SECURITIES 
EXCHANGE ACT OF 1934 

For the transition period from _ _ __ to _ _ _ _ 

Commission File umber: 001- 11590 

CHESAPEAKE UTILITIES C ORPORATION 
(Exact name of registrant as specifi ed in its cha r ter) 

Delaware 
(S tate or other ju risdiction 

51-0064146 
(I.R.S. Employe r 

Identifi cation No.) of incorporation or organization) 

909 Silver La ke Boulevard, Dover, Drlaware 19904 
(Address of principal executive offi ces, includi ng Z ip Code) 

(302) 734-6799 
(Registrant 's tch•phonc num ber. including area code) 

Indicate by check mark whether the registrant (I) has filed all reports requ ired to be fi led by Section 13 or I 5 (d) of the Securities 
Exchange Act of I 934 during the preced ing 12 months (or fo r such shorter period that the registrant was requi red to file such 
reports), and (2) has been subject to such fi ling requirements for the past 90 days. Yes 00 No 0 

Indicate by check mark whether the registrant has submitted electron ically and posted on its corporate Web site, if any, evety 
Interactive Data Fi le requ ired to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter during 
the preceding 12 months (or fo r such shorter period that the regist rant was required to submit and post such 
files). Yes 00 No 0 

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

Large accelerated filer 0 Accelerated filer 

http://www.sec.gov/ Archives/edgar/data/ 19745/000144530513002075/cpk63020131 0-q.h. .. 11111/20 I 3 
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Non-accelerated filer 0 Smaller reporting company 

Indicate by check mark whether the registrant is a shel l company (as defined in Ru le 12b-2 of the Exchange 
Act). Yes 0 No IRl 

Common Stock, par value $0.4867 - 9,625, 132 shares outstanding as of July 31 , 20 13. 
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GLOSSARY OF KEY TER~I AND DEFI ~ ITION 

K£}' TERMS 

Bulk deli\ ery: Propane delivery to customers based on the level of propane remaining in the tank located at the customer's 
premises. We im oice and record re\enues for the bulk delivery service at the time of delivery, rather than upon a customer's 
actual usage. 

Cost of sales: Includes the purchased cost of natural gas, electricity and propane commodities, pipeline capacity costs needed to 
transport and store naltlral gas, transmission costs for electricity, transportation costs to transport propane purchases to our storage 
facilities and the direct cost oflabor spent on revenue-producing activities. 

Delmarva natura l gas dist ribut ion operation: Chesapeake' s Delaware and Maryland divisions. 

Delmarva Peninsula: A peninsula on the east coast of the United States of America occupied by Delaware and portions of 
Maryland and Virginia. Chesapeake provides natural gas distribution, transmission and marketing services and propane 
distri but ion service to customers on the Delmarva Peninsula. 

Electric distribution: Regulated electric distribution util ity service. Florida Public Util ities Company provides this service to 
customers in northeast and no11hwest Florida. This service is regulated by the Florida Public Service Commission. 

Florida natuml gas distl'ibution operation: Chesapeake's Florida division and the natural gas operation of Florida Public 
Utilit ies Company, including its Indiantown division. 

Gross margin: A non-GAAP measure, which Chesapeake uses to evaluate the performance of its business segments. Gross 
margin is calculated by deducting the cost of sales from operating revenues. A more detailed description of gross margin, 
including ho" we calculate it, is provided in the lanagement's Discussion and Anal) sis of Financial Condition and Results of 
Operations section of this Quanerl) Report on Fom1 10-Q. 

Interruptible service: Large commercial customers whose regulated utility service can be temporarily interrupted in order for the 
utility to meet the needs of firm service customers. The interruptible service customers pay lower delivery rates than firm service 
customers, and they must be able to readily substitute an alternate fuel for natural gas. 

Ma rgin per gallon: A measure of profitability for propane distribution sales. calculated for each gallon of propane sold by 
deducting the cost of propane sold from the propane revenue. 

Ma rk-to-market: The process of adjusting the canying value of a position held in our forward contracts and derivative 
instruments to renect their current fair value. 

Natu ral gas distribution: Regulated natural gas distribution utility service. Both Chesapeake Utilities Corporation, through its 
Delaware, Maryland and Florida divisions, and Florida Public Utili ties Company provide this service, which is regulated by the 
Public Service Commission of each respective state. 

Natura l gas marketing: Unregu lated natural gas supply and supply management service for the sale of the natural gas commodity 
directly to residential. commercial and industrial customers through competitivel)-priced contracts. Peninsula Energy Services 
Company, Inc. provides this service. 

Natural gas transmi sion: Regulated natural gas transportation service provided b) Eastern Shore Natural Gas Company and 
Peninsula Pipeline Company, Inc. The interstate transportation service provided b) Eastern Shore 'atural Gas Compan) is 
regulated by the Federal Energy Regulatory Commission. The intrastate transponation service provided by Peninsula Pipeline 
Com pan). Inc. in Florida is regulated by the Florida Public Service Commission. 

No rmal Weather: The most recent 10- year average of heating and or cooling degree-days in a particular geographic area. 

Propane dist ribution: Unregulated propane distribution service to residential, commercial, industrial and wholesale customers. 
This service can be provided through delivery to a propane tank located on the customer's premises or through an underground 
pipeline system. 

Propane wholesale marketing: Unregulated service offering where propane is marketed to major independent o il and 
petrochemical compan ies, wholesale resellers and retail propane companies located primarily in the southeastern United States of 
America. This service typically utilizes forward or other option contracts that arc financially settled. Xeron, Inc. provides this 
service. 

http://www.sec.gov/Archives/edgar/data/19745/000 1445305 13002075/cpk63020 131 0-q.h... 11 / 11 /20 13 



CPK 6.30.20 13 10-Q Page 5 of 101 

http://vvww.scc.gov/ Archives/edgar/data/ 19745/000 144530513002075/cpk63020 13 I 0-q.h... 11/ 1112013 



CPK 6.30.20 13 I 0-Q Page 6 of 101 

T ahk ufCon ll'lll\ 

Regulated energy: The largest operating segment of Chesapeake Utilities Corporation. All operations in this segment are 
regulated as to their rates and service, by the Public Service Commission having jurisdiction in each state in \\ hich the Company 
operates or by the Federal Energy Regulatory Commission. 

DEF!t ITIONS 

ASU: Accounting Standards Update 

Austin Cox: Austin Cox Home Services, fnc. 

Bravel'oint : OravePoint ", Inc., Chesapeake's advanced information services subsidiary, headquartered in Norcross, Georgia 

Ca lpine: Calpine Energy Services, L.P. 

C OO: Cooling degree-days, wh ich is the measure of the variation in weather based on the extent to which the daily average 
temperature (from 10:00 am to 10:00 am) is above 65 degrees Fahrenheit 

Chesapeake or Company: Chesapeake Utilities Corporation, its divisions and its subsidiaries, as appropriate in the context of the 
disclosure 

CP: Certificate of Public Convenience and Necessity 

0 CP: Directors Stock Compensation Plan 

Ots/d : Dekatherms per da) 

OI'A: The Division of the Public Ad\·ocate 

Eastern hore: Eastern Shore latural Gas Com pan) , a wholly-owned natural gas transmission subsidiary of Chesapeake 

EGWIC: Eastern Gas & Water Investment Company, LLC, an affiliate of Eastern Shore Gas Company 

ESG: Eastern Shore Gas Company and its affiliates 

EPA: Un ited States Environmental Protection Agency 

FASB: Financial Accounting Standards Board 

FERC: Federal Energy Regulatory Commission, an independent agency of the Federal government that regulates the interstate 
transmission of electricity, natural gas, and oi l 

FOEP: Florida l)cpat1ment of Environmental Protection 

FOOT: Florida Department ofTransportation 

FGT: Florida Gas Transmission Company 

FPU: Florida Public Utilities Company, a wholly-owned subsidiary of Chesapeake as ofOctobcr 28, 2009,the date we acquired 
FPU 

FRP: Fuel Retention Percentage 

Franchise Agreement: The agreement between the City of Marianna, Florida and Florida Public Utilities Company. \\hich 
granted a franchise to Florida Public Utilities Company for the operation and distribution and/or sale of electric energy 

GAAP: Accounting principles generally accepted in the United States of America 

Glades: Glades Gas Co., Inc. 

GSR: Gas Service Rates 

Gulf Power: Gulf Power Company 
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Gulfstrcam: Gulfstrcam atural Gas System. LLC 
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Table 11f Cnnti'nt' 

H 00: Heating degree-days. \\ hich is a measure of the variation in weather based on the extent to'' hich the daily average 
temperature (from 10:00 am to 10:00 am) is below 65 degrees Fahrenheit 

ICC: Indiantown Gas Company 

~ICP : Manufactured gas plant, which is a site where coal was previously used to manufacture gaseous fuel for industrial, 
commercial and residential use 

k\ IOE: Maryland Depanment of Environment 

Marianna Commission: The City Commission of Marianna. Florida 

NA 1: Natur<~l Attenuation Monitoring 

NRC: NRG Energy Center Dover LLC 

OTC: Over-the-counter 

PBF Energy: PBF Energy Inc. 

PESCO: Peninsula Energy Services Company, Inc., a wholly-owned natural gas marketing subsidiary of Chesapeake 

Peni nsula Pipeline: Peninsula Pipeline Company, Inc., a wholly-O\\ ned Florida intrastate pipeline subsidiary of Chesapeake 

PIP: Perfonnance Incentive Plan 

P C: Public ervice Commission," hich is the state agency that regulates the rates and services provided by Chesapeake's natural 
gas and electric distribution operations in Dela\.\are. Maryland and Florida and Peninsula Pipeline in Florida 

and piper: Sandpiper Energ), Inc. 

an ford Crou1>: Florida Public Utilities Company and other responsible pa11ies involved with the Sanford environmental site 

SEC: Securities and Exchange Commission 

SE RP: Supplemental Executi ve Retirement Plan 

TETLr' : Texas Eastern Transmission, LP 

TOll : Time-of-usc 

Xeron: Xeron, Inc., a wholly-owned propane wholesale marketing subsidiary of Chesapeake, based in Houston, Texas 
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PART I- FINANCIAL INFORMATION 

Item I. Financial Statem ents 

Chesapeal<e Utilit ies Corporation and Subsidiaries 

Condensed Consolidated Statements of In come (Unaudited) 

Three i\lon ths Six Months 

For the Period~ Ended .June 30, 2013 2012 2013 2012 

(in 1housands. excepl shares and per share dala) 

Operating Revenues 

Regu lated energy $ 55,2 16 $ 55,553 $ 136,783 $ 127,849 

Unregulated energy 36,025 25,176 91,016 70,063 

Other 2,905 3, 168 7,075 6,899 

Total Operating Revenues 94, I.t6 83,897 234,874 204,811 

Operating Expenses 

Regulated energy cost of sales 22,115 23,433 63,730 59,105 

Unregulated energy and other cost of sales 28,773 19,861 68,861 54,453 

Operations 22,822 20,071 44,577 40,027 

Maintenance 1,820 I ,858 3,542 3.834 

Depreciation and amort izat ion 5,977 5,885 11 ,797 11.646 

Other taxes 3,487 2,334 6,665 5,218 

T ota l Operating Expenses 84,994 73.442 199,172 174,283 

Openlting Income 9,152 10,455 35,702 30,528 

Other income, net of other expenses 24 153 312 349 

Interest charges 2,0 16 2,24 1 4,088 4,532 

Income Before Income Taxes 7, 160 8,367 31,926 26,345 

I nco me taxes 2,804 3,307 12,701 10,558 

Net Incom e $ 4,356 $ 5,060 s 19,225 $ 15,787 

Weighted Average Com m on Shares Outstanding: 

Basic 9,621,580 9,586, I 59 9,6 11 ,610 9,578,7 15 

Diluted 9,695,470 9,681,597 9,687,253 9,674,240 

Earnings Per Share of Common Stock: 

Basic $ 0.45 $ 0.53 $ 2.00 $ 1.65 

Diluted $ 0.45 $ 0.52 $ 1.99 $ 1.63 

Cash Dividends Declared Per Share of Comm on Stock $ 0.385 $ 0.365 s 0.750 $ 0.7 10 

The accompanying notes are an integra l part of these financi a l statements. 

- I 
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T ahlc of Contents 

C hesapeake Uti lities Co rporat ion and Subsidia r ies 

Condensed Consolidated Statements of Comprehensive Income (Una udited) 

Three ~lonths Six Mon ths 

For the Prriods Ended .June 30, 2013 20 12 20 13 20 12 

(m thousands) 

Net Incom e s 4,356 $ 5,060 $ 19,225 $ 15,787 

Other Comprehensive Income (Loss), net of tax: 

Employee Benefits, net of tax: 

Amortization of prior service cost, net of tax of ($6), ($6), 
($ 12) and ($ 13), respectively (9) (9) ( 18) ( 19) 

Net gain. net of tax of $43, $50, $81 and $10 I, respectively 64 76 122 152 

Total other comprehensive income 55 67 104 133 

Compr~?hensi vl? Jn com c s 4,41 1 $ 5, 127 $ 19,329 $ 15,920 

The accompanying notes are an integral pan of these financ ial statements. 

- 2 
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T a ble of Conl l'n ls 

C hesapeake Uti lities Corporation and Subsidiaries 

Condensed Consolidated Balance Sheets (Unaudited) 

June 30, Orccmhc r J I, 

Assets 2013 20 12 

(in th011scmds, except shares and per share cf(lla} 

Property, Plant and Equipm ent 

Regulated energy s 622,895 $ 585.429 

Unregulated energy 72,877 70,218 

Other 20,660 20,067 

Total property, plant and equipment 716,432 675.714 

Less: Accumulated depreciation and amortization (165,646) (155,378) 

Plus: Construction work in progress 42,421 21 ,445 

c t property, plant and equ ipment 593,207 541 ,781 

C urrent Assets 

Cash and cash equivalents 2,210 3.361 

Accounts receivable (less allowance for uncollectible accounts of $1 , I 25 and $826, 
respectively) 66,933 53,787 

Accrued revenue 7,188 11 ,688 

Propane inventory, at average cost 6,375 7,612 

Other inventory, at average cost 3,361 5,841 

Regulatory assets 1,084 2,736 

Storage gas prepayments 3,262 3,716 

Income taxes receivable 4,703 

Deferred income taxes 919 791 

Prepaid expenses 3,798 6,020 

Mark-to-market energy assets 248 210 

Other current assets 165 132 

Total current assets 95,543 100,597 

Deferred Charges and Other Assets 

Goodwill 4,716 4,090 

Other intangible assets, net 3, 175 2,798 

Investments, at fai r value 4,91 7 4, 168 

Regulatory assets 75,331 77,408 

Receivables and other deferred charges 2,769 2,904 

Total deferred charges and other assets 90,908 9 1,368 

T otal Assets s 779,658 $ 733,746 

The accompanying notes are an integral part of these financia l statements . 

.., 
- .> 
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Chesapeake Utilities Corporation and ubsidiaries 

Condensed Consolidated Balance hcets (Unaudited) 

C:tpitalit:llion ~ncl Liahili tit 

(m thousands. e~cept sharu and per share datal 

Capitalization 
Stockholders' equity 

Common stock. pnr value SOA867 per share (authorized 25.000.000 shares) 
Additional paid-in capital 
Retained earnings 
Accumu lated ot her comprehensive loss 
Deferred compensation obligation 
Treasury stock 

Total stockholders' equity 

Long-term debt. net of current maturities 

Total capitalization 

Current Liabilities 
Current portion of long-term debt 

Short-term borrowing 
Accounts payable 
Customer deposits and refunds 
Accrued interest 
Dividends payable 
Income taxes pa) able 
Accrued compensation 
Regulatory liabilities 
Mark-to-market energy liabi lities 

Other accrued liabilit ies 
Total current liabil ities 

Deferred C r·edits and Other Li ~•bi l itics 

Deferred income taxes 
Deferred investment tax credits 
Regulatory liabilities 
Environmental liabilities 
Other pension and benefit costs 
Accrued asset removal cost Regulatory liability 
Other liabilities 

Total deferred credits and other liabilities 

Other commitments and contingencies (>-lote 5 and 6) 

Total Capitalization and Liabilities 

s 

s 

Page 12 of I 0 1 

.lunt 30. 
2013 

4,684 

151 ,391 
118,187 

(4,958) 

1,096 

( I ,096) 

269,304 
107,674 

376,978 

7,996 

75.~91 

~5,789 

25,532 

1,121 

3,706 

1,896 

5 ,~37 

5,329 
74 

9,126 

181 ,497 

131 ,199 

93 
6,947 

8,905 

33,491 

38,923 

1.625 

221,183 

779,658 

s 

s 

Dtttmbtr 3 I, 
2012 

4,671 
150.750 
106,239 

(5,Q62) 

982 

(982) 

256,598 
I 01.907 

358.505 

8.196 

61.199 
~1,992 

29.271 

1,437 

3,502 

7,435 

1,577 

33 1 
7,226 

162, 166 

125,205 

11 3 
5,454 

9.114 

33,535 

38.096 
1,558 

213,075 

733,746 

The accompanying notes are an integral part of these financial statements. 
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C hcsapeal<c Utilities Corporation and Subsidia ries 

Condensed Consolidated Statements of Cash Flows (Una ud ited) 

For the Six i\ fonths Ended J une 30, 

(in thousands) 

Oper(lting Activities 

Net Income 

Adjustments to reconcile net income to net cash provided by operating activi ties: 

Depreciation and amortization 

Depreciation and accretion included in other costs 

Deferred income taxes. net 

(Gain) loss on sale or assets 

Unrea lized (gain) loss on commodity contracts 

Unrealized gain on investments 

Realized gain on sales of investments, net 

Employee bcnclits 

Share-based compensation 

Other, net 

Changes in as5cts and liabili ties: 

Purchase of investments 

Accounts receivable and accrued revenue 

Propane inventory. storage gas and other inventory 

Regulatory nssets 

Prepaid expenses and other current assets 

Accounts payable and other accrued liabilities 

Income taxes receivnblc 

Accrued interest 

Customer deposits and refunds 

Accrued compensation 

Regulatory liabilities 

Other assets and liabilities, net 

Net cnsh provided by operating activities 

Investing Activities 

Property. plant and equipment expenditures 

Proceeds from sales of assets 

Purchase of investments and acquisitions 

Environmental expenditures 

Net cash used in investing activities 

Financing Activities 

Common stock dividends 

Purchase of stock for Dividend Reinvestment Plan 

Change in cash overdrafts due to outstanding checks 

Net borrowing (repayment) under line of credit agreements 

Proceeds from issuance of long-term debt 

Repayment of long-term debt 

Net cash provided by (used in) financing activities 

Net Decrease in Cash and Cash Equivalents 

s 

Page 13 of l 0 l 

2013 201 2 

19,225 $ 15.787 

11 ,797 11.646 

3,030 2.686 

5,796 8.562 

(39) 33 

(153) 232 

(42) (502) 

(3 10) 

-458 1.541 

861 697 

(22) (14) 

(398) (232) 

(6,268) 37.1 03 

2, 180 5.416 

1,72 1 (162) 

2,3 12 2.084 

8,074 ( 18.359) 

6.599 920 

(3 16) (2 15) 

(3,958) (927) 

(2,060) ( 1.853) 

5,588 (2.859) 

(12) (825) 

54,063 60,759 

(4 1,220) (34,386) 

45 2,249 

(19,541) ( 124) 

(209) ( 194) 

(6.0,925) (32.455) 

(6,356) (5.987) 

(655) (6 19) 

(1,240) (2.1 44) 

1. 5,532 ( 19,0 10) 

7,000 

(8,570) ( I ,444) 

5,711 (29.204) 

(1, 151) (900) 
1 11.: 1 .., ~17 
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Cash and Cash Equivalents End of Period 2,2 10 s 
= = === 

1.737 

The accompanying notes are an integral part of these financial statements. 
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T able uf C'ont('nl\ 

(m fhau.,,md~o ("(' c.·pt ~ohdrt \ '"'" 
P<'r ,J,,,,,. de11a1 

llolanr<> •• 
Or(cmbrr 31.2011 

~et lnc:omc 

01hc1 corn,m;lu;n''' c lo~os 

D•' •dcnd Rcim c~uneru Plan 

C"OmtrSI011 or debciHUIC\ 

Share-based compclh:lllon 1211 '1 

1 n~ bcnctit on shntc-bn~cd 
con1pcn$3110n 

Dcfcrr<d C'ompc,.,auon Pl.oll 

Pm.;lubc of1rcasury ~~oc~ 

Sale and J1>1rabu11on of ura,uo~ 
SIO.:k 

0" odcouh on 'h3rc·ba,ed 
compen~.JIIOn 

Ca,h dl\ oJend> ' 

Oal:mct"S at 
llocrmbtr31,2012 

Otl1cr comprc:hcn\1\ c:: •n~Ofll( 

01\odcnd Rcomesunrnl Plan 

Con' crs10n of dcbc:ruure" 

Defcn·ed Compcn!k11u>n l'lnn 

Purchase of ltCli>UI) Slock 

Sale and dO>Irobnuon of 11<3,111) 

SIOck 

D•vidtncl:, ou shn1e·l>:l\ed 
~0111pC11S3l1011 

C'n>h do\'odeo>ds •' 

llitlun cl'.' wf 
June J(), 2013 

C hesapeake tilities Corporation and ubsidiarics 

Condensed Consolidated Statem ents of tockholders' Equity ( naudited} 

Common tock 

'umber of 
~harcs:'11 

9567,307 s 

10.975 

19,217 

(1,019) 

1.019 

?.5?7.~99 s 

4,227 

23.348 

(504) 

504 

Par 
Value 

,.\ddicional 
Paid-In 
Ca1>i lal 

~.656 s 1~9.~03 s 

10 

~.671 s 

II 

(7) 

181 

1.00 1 

172 

150.750 

(3) 

70 

574 

t\ccumuhurd 
01hrr 

Rtlainrd 
Earnin~\ 

C oon1orthtnJJi\t llcfrrr~d 

91.2~8 s 
28.863 

(6-l) 

113.808) 

106,239 s 
19.225 

(62) 

(7,215) 

I ou Compeusarion 

817 s 

(515) 

165 

(~.062 ) s 982 s 

104 

114 

Page 15 of I 0 I 

TreasurY 
S1ock · Tooal 

(S 17) S H O. 780 

(165) 

(45) 

45 

28,863 

(535) 

(7) 

186 

1,0 11 

172 

{45) 

4S 

(64) 

t 13.808) 

(982) s 256.598 

19,225 

104 

(3) 

72 

585 

(114) 

(24) 

24 

(24) 

(62) 

(7.215) 

9,625.o7~ s 4.68~ s 151.391 
~.,;,;;,;;~ 

118,187 s ( ~.9~8) s 1-096 ,;s===::(~t.~09,;6,;,> s Z69.JO~ 

(I) Includes 33,965 and 33.46 1 shares at June 30. 2013 and December 3 1, 20 12. respectively. held in a Rabbi Trust related to 
the Company's Deferred Compensation Plan. 

1•1 

Includes amounts for shares issued for Directors' compensation. 
The shares issued under the Performance Incentive Plan (''PIP'') arc net of shares "ithheld for employee taxes. For the six 
months ended June 30, 2013 and for the year ended December 31, 2012, the Com pan) withheld I 0,4 11 and 5.670 shares. 
respectively, for taxes. 
Cash dividends per share for the periods ended June 30. 2013 and December 31, 2012 were $0.75 and S IA40. 
respectively. 

The accompanying notes are an integral part of these financial statements. 

- 6 

http://www.scc.gov/ Archives/edgar/data/19745/000 1445305 13002075/cpk63020 131 0-q.h... 11 / 11 /2013 



CPK 6.30.2013 10-Q Page 16 of 10 1 

T able of Contt·nts 

NOTES TO CONOE!'\SEO CONSOLI DATED F INANCIAL STATEM£1'\TS (UNAUDITED) 

I. Summary of Accounting Polic ies 

Basis of Presew ation 

References in this document to the "Company," ·'Chesapeake." ''we," '·us" and "our" arc intended to mean Chesapeake 
Uti lities Corporation. its divisions and/or its subsidiaries, as appropriate in the context of the disclosure. 

The accompanying unaudited condensed consolidated financia l statements have been prepared in compliance with the 
rules and regulations of the Securities and Exchange Commission ("SEC") and accounting principles generally accepted 
in the United States of America ("GAAP"). In accordance with these rules and regulations, certain information and 
disclosures normally required for audited financial statements have been condensed or omitted. These financia l 
statements should be read in conjunction with the consolidated financial statements and notes thereto, included in our 
latest Annual Report on Form I 0-K for the year ended December 31, 20 12. In the opinion of management, these financia l 
statements reflect normal recurring adjustments that are necessary for a fair presentation of our results of operations, 
financial position and cash flows for the interim periods presented. 

Due to the seasonality of our business, results for interim periods are not necessarily indicative of results for the entire 
fisca l year. Revenue and earnings are typically greater during the first and fout1h quarters, when consumption of energy is 
highest due to colder temperatures. 

We have assessed and reported on subsequent events through the date of issuance of these condensed consolidated 
financ ial statements. 

R ec/assijications 

We reclassified certain amounts in the condensed consolidated cash flows statement for the six months ended June 30. 
2012 to conform to the current year 's presentation. These reclassifications are considered immaterial to the overall 
presentation of our condensed consolidated financial statements. 

Financial Accounting Standards Board(" F ASB '') S tatements and Otlter Authoritative Pronouncements 

Recently Adopted Accounting Standards 

In February 2013, the FASB issued Accounting Standards Update ("ASU") 2013-02, "Comprehensive Income (Topic 
220): Reporting of Amounts Reclassified Out Of Accumulated Other Comprehensive Income." ASU 20 13-02 requires 
entities to report either on their income statement or disclose in footnotes to the financial statements the effects on net 
income from significant items that are classified out of accumu lated other comprehensive income for all reporting periods 
(annual and interim) covered by the financia l statements. The standard also requires cross-reference to other disclosures 
currently required under GAAP for other reclassification items that are not required to be reclassified directly to net 
income. This standard is effective for us for fiscal periods beginn ing after December 15, 2012. We provided the required 
disclosures of ASU 2013-02 in Note 8, "Accumulated Other Comprehensive Income (Loss)." Other than providing the 
additional disclosures, the adoption of ASU 2013-02 had no impact on our financial position and results of operations. 

In January 2013, the FASB issued ASU 2013-0 I, "Balance Sheet (Topic 21 0): Clarifying the Scope of Disclosures about 
Offsetting Assets and Liabilities." The FJ\SB issued ASU 2013-01 in response to concerns raised by constituents 
regarding the potential broad scope of disclosure requirements upon adoption of 1\SU 20 11- 11. It limits the scope of the 
new balance sheet offsetting disclosures to derivatives, repurchase agreements and securities lend ing transactions to the 
extent that they are: (i) offsetting in the financia l statements or (ii) subject to an enforceable master netting arrangement 
or similar agreement. A SU 20 l 3-01 became effective for us on January I, 20 13. The adoption of ASU 2013-0 I had no 
material impact on our linancial position and results of operations. 

In December 20 I I, the FASB issued ASU 20 I 1-11 , ·'Balance Sheet (Topic 21 0): Disclosures About Offsetting Assets 
and Liabi lities." This standard amends the disclosure requirements on offsetting by requiring enhanced disclosures about 
financial instruments and derivative instruments that are either: (i) offset in accordance with existing guidance, or 
(ii) subject to an enforceable master netting arrangement or similar agreement, irrespective of whether they are offset on 
the balance sheet. ASU 2011-11 became effecti ve for us on January I, 20 13. The adoption of ASU 20 11-11 had no 
material impact on our financia l position and results of operations. 
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2. Calculation of Ea rnings Per hare 

For rhr Prriod~ Endrd ,luor 30, 

(111 tlrousmul.v except .rlwrt.f and per slrare data) 

Ca lculation of Basic Ea rnings Per hare: 

et Income 

Weighted average shares outstanding 

Basic Earnings Per Share 

Ca lcuhllion of Diluted Earnings Per Share: 

Reconciliation of Numerator: 

et lncome 

Effect of 8.25% Convenible debentures 

Adjusted numeraror- Di luted 

Reconciliation of Denominator: 

Weighted shares outstand ing- Basic 

Effect of di lutive securities: 

Share-based Compensation 

8.25% Convenible debentures 

Adjusted denominator- Diluted 

Diluted Earnings Per hare 

Thrtt \lonth§ 

2013 2012 

~.356 $ 5,060 

9,621,580 9,586,159 

$ 0.45 $ 0.53 

s 
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s;, \lonth~ 

2013 2012 

15,78 19,225 s 
9,6 11 ,610 9,578,71 

s 2.00 $ 1.6 
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3. Acquisitions 

Eastern Shore Gas Company 

On May 31, 2013, upon obtail.ling the necessary approval from the Maryland Public Service Commission ("PSC"), which 
is fu rther discussed in Note 4, "Rates and Other Regulatory Activities," we completed the purchase of the operating assets 
of Eastern Shore Gas Company and its affil iates (collectively ·'ESG"). ESG was not related to or affiliated with our 
interstate natural gas transmission subs idiary, Eastern Shore Natural Gas Company ("ESNG"). The total purchase price 
was approx imately $ 16.5 million, which is subject to certain adjustments speci fied in the asset purchase agreement. The 
purchase price included approx imately $759,000 of sales tax related to the transaction. We financed the acquisition using 
unsecured short- term debt. 

Approx imately II ,000 residential and commercial underground propane distribution system customers and 500 
bulk propane delivery customers acquired in the transaction are being served by our new subsidiary, Sandpiper Energy, 
Inc. ('·Sandpiper") and our propane distribution subsid iary, Sharpgas, Inc. ("Sharp"), respectively. Sandpiper's 
operations, which cover all of Worcester County, Maryland, are now subject to rate and service regulation by the 
Maryland PSC. We arc evaluating the potential conversion of some of the underground propane distribution systems to 
natural gas distribution where such conversion is both cconom ical and feasible. 

In connection with this acquisition, we recorded $13.2 mill ion in property, plant and equipment, $309,000 in propane 
inventory, $2.4 million in accounts receivable and accrued revenue and $212,000 in other current liabi lit ies. All but 
insignificant amounts of assets and liabilities are recorded in the regulated energy segment. o goodwill or intangible 
asset was recorded from this acquisition. The allocation of the purchase price and valuation of assets are preliminary, and 
we will complete the purchase price allocation as soon as practicable but no later than one year from the purchase of the 
assets. 

Sales tax of approximately $759,000 included in the purchase price was expensed as a transaction cost and was renected 
in other taxes in the accompanyi ng condensed consol idated statements of income for the three and six months ended June 
30, 20 13. Excl uding this $759,000 of sales tax expense, the revenue and net income from this acquisition that were 
included in our condensed consolidated statements of income for the three months and six months ended June 30, 20 13 
were not material. 

At closing, we entered into a capacity, supply and operating agreement with Eastern Gas & Water Investment Company, 
LLC ("EGWIC"), an affi liate of the seller. Pursuant to th is agreement, Sandpiper has access to 13 propane storage tanks 
in Worcester County, Maryland, with total storage capacity of 570,000 ga llons for a six-year period. Sandpiper has 
agreed to pay a month ly fee of $42,000 fo r the first annual period and a monthly fee of $125,000 for the remainder term 
of the agreement. Sandpiper will also purchase propane supply (in itially estimated at approx imately 7.4 million gallons of 
annual contract volume) from EGWIC over the same six-year period. Sandpiper has the option to pay a fixed per-gallon 
price for some or all of the propane purchases under this agreement or a market-based price using one of two local 
propane pricing indices. As further discussed in ote 4, "Rates and Other Regulatory Activities," the cost of the capacity, 
supply and operating agreement wi ll be recovered as a fue l cost in Sandpiper's new annual Gas Service Rate ("GSR") 
fi ling. 

Due to the specific property involved and the fixed monthly payments fo r the use of the storage capacity, the capaci ty 
portion of the capacity, supply and operating agreement must be accounted for as a capital lease. As a resu lt, we recorded 
a capital lease asset and capital lease obligation of $7. 1 mill ion at the inception of the agreement. During the second 
quarter of20 13, we recorded approximately $2 1 ,000, for both the amortization of the capital lease asset and the interest 
on the capital lease obl igation. Since the enti re amount of the capaci ty payments is expected to be recovered through the 
GSR mechanism, the timing and amount of the expense recogn ition as well as the presentation of the expenses wi ll also 
fo llow the regulatory accounting. 

Other Acquisitions 

On June 7. 2013, we acquired the operating assets of Austi n Cox Home Services, Inc. ("Austin Cox") for approximately 
$600.000. The purchased assets are used to provide heating, ventilation and air condition ing, plumbing and electrical 
services to residential, commercial and industrial customers throughout the lower Delmarva Peninsula. In connection with 
this acquisition, we recorded $1 05,000 in property, plant and equipment. $94.000 in inventory, $250,000 as an intangible 
asset related to a non-compete agreement and $173,000 in goodwi ll. Valuation of certain property. plant and equipment 
and the intangible asset is prelimina1y and may be adjusted in the future based upon the fina l valuation. but no later than 
one year from the date of acquisition. All of the goodwi ll is expected to be deductible for income tax purposes. 
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On February 5, 2013, Flo-Gas Corporation, our Florida propane distribution subsidiary. purchased the propane operating 
assets of Glades Gas Co., Inc. ("Glades") for approximately $2.9 mil lion. The purchased assets are used to provide 
propane distribution service to approximately 3,000 residential and commercial customers in Okeechobee, Glades and 
Hendry Counties, Florida. In connection with this acquisition, we recorded $1.6 million in property. plant and equipment, 
$502,000 in propane and other inventory, $300,000 in an intangible asset related to Glades' customer list and $453,000 in 
goodwill. Valuation of certain property. plant and equ ipment and the intangible asset is preliminary and may be adjusted 
in the future based upon the final valuation, but no later than one year from the date of acquisition. A II of the goodwill is 
expected to be deductible fo r income tax purposes. 

4. Rates and Other Regulato ry Activities 

Our natural gas and electric distribution operations in Delaware, Maryland and Florida are subject to regulation by their 
respective PSC; Eastern Shore. our natural gas transm ission subsidiary, is subject to regu lation by the Federal Energy 
Regulatory Commission ('·FERC"); and Peninsula Pipeline Company, Inc. ('·Peninsula Pipeline"). our intrastate pipeline 
subsidiary, is subject to regu lation by the Florida PSC. Chesapeake's Florida natural gas distribution division and the 
natural gas and electric operations of Florida Public Uti lities Company ("FPU") continue to be subject to regulation by 
the Florida PSC as separate entities. 

Delaware 

Natural Gas Expansion Service Offerings: On June 25,2012, the Delaware division filed with the Delaware PSC an 
application for proposed nawral gas expansion service offerings in order to increase the availability of natural gas within 
its Delaware service areas. In this ti ling, the Delaware division is seeking approval from the Delaware PSC of the 
following: 

(i) a monthly fixed charge to customers in portions of eastern Sussex County, Delaware, which will enable 
the Delaware division to extend its distribution system to provide natural gas service to these customers 
economically without upfront contributions from these customers; 

(ii) optional service offerings to customers to facilitate conversions to natural gas, including a conversion 
finance service to help customers manage their cost of conversion equipment; and 

(i ii) a slight rate increase for all Delaware customers in order to support the additional costs associated with 
the administration of the proposed service offerings. 

On July 3, 2012, the Delaware PSC officially opened the docket and set a period for formal interventions to be filed. On 
January 4, 20 13, the Division of the Pub I ic Advocate ("DP A") filed a motion to close the docket on the grounds that the 
proposed expansion service offerings should on ly be considered in the context of a full base rate case. On February 6, 
20 .13, the Hearing Examiner assigned to the case issued a report recommending that the Delaware PSC deny the DPA 's 
motion. Subsequently, the DPA, Delaware PSC staff and our Delaware division reached an agreement in principle, which 
included the key provisions described above. In July 2013. we tiled the terms of this agreement in principle in 
supplemental testimony. A public comment hearing is expected to be held in August 2013. We anticipate that the 
Delaware PSC wi II render a ti nal decision on the matter by September 20 13. 

01her Ma11er.1·: We also had developments in the following regulatory matter in Delaware: 

On September 21, 2012. the Delaware division filed with the Delaware PSC its annual GSR application, seeking 
approval to change its GSR, effective November 1, 2012. On October 9, 2012, the Delaware PSC authorized the 
Delaware division to implement the GSR charges, as filed, effective ovember I, 2012, on a temporary basis and 
subject to refund, pending the completion of a full evidentiary hearing and a fina l decision. Prior to the evidentiary 
hearing, the parties to the proceeding reached a settlement agreement on al l issues in the case, which included, 
among others, approval of the GSR rates as tiled. On July 2, 2013, the PSC Hearing Exam iner issued her report 
recommending approval of the settlement agreement. The Delaware PSC is scheduled to hear the matter and make a 
final decision on August 13, 20 13 . 

Maryland 

ESC Acquisition: On September 7, 2012, we filed an application with the Maryland PSC for approval of the acquisition 
of the ESG operating assets and the transfer of the ESG franchises to Chesapeake (see ote 3, "Acquisitions," for 
add itional infom1ation on the ESG acquisition). In this application, we also requested the Maryland PSC to approve the 
overall regulatory framework we proposed for our operation in Worcester County. The proposed regulatory framework 
includes: (i) a request for approval of a new gas service tariff and rates applicable to natural gas and propane distribution 

http://www.sec.gov/Archives/edgar/data/19745/000144530513002075/cpk63020 131 0-q.h... 11/11 /20 13 



CPK 6.30.20 I 3 10-Q Page 22 of I 01 

customers in Worcester County, including the customers currently being served by ESG; (ii) a request for approval of the 
capacity, supply and operating agreement with ESG fo r the supply and 

- 10 

http://www.sec.gov/ Archi ves/edgar/data/ 19745/000 1445305 13002075/cpk63020 131 0-q.h... 1111 I /20 13 



CPK 6.30.2013 I 0-Q Page 23 of 1 0 I 

T able of ConH·nts 

storage of propane, which will be uti lized to serve the ESG system customers; and (iii) a request for approval of the 
accounting treatment for certain purchased assets. 

On April 8, 2013, the parties finalized a sct11ement agreement which was approved by the Maryland PSC, effective May 
29, 2013. Under the order, the Maryland PSC granted approval of: (i) the ESG acquisition; (ii) the overall regu latory 
framework requested; and (iii) recovery of the cost of the capacity, supply and operating agreement with ESG. In 
addition, the Maryland PSC's order requires us to file a depreciation study within the first year after the acquisition, at 
wh ich point, the proper amount of the accumu lated depreciation associated with the purchased assets in the rate base and 
the depreciation rates on those assets will be determined and then applied prospectively. The order also requ ires us to tile 
a base rate case within two and a half years of Sandpiper's new service in Worcester County. The acquisition of the ESG 
operating assets was consummated on May 3 I, 20 I 3. 

Florida 

Marianna Franchise: On July 7, 2009, the City Commission of Marianna, Florida (the ''Marianna Commission") adopted 
an ordinance granting a franchise to FPU, effective February I, 20 I 0, for a period not to exceed ten years for the 
operation and distribution and/or sale of electric energy (the '·Franchise Agreement''). The Franchise Agreement requ ired 
FPU to develop and implement new time-of-use ("TOU") and interruptible electric power rates, or other simi lar rates, 
mutually agreeable to FPU and the City of Marianna, effective no later than February 17, 20 l l, and available to all 
customers within FPU's northwest division, which includes the City of Marianna. If the rates were not in effect by 
February I 7, 20 II , the City of Marianna would have the right to give notice to FPU within I 80 days thereafter of its 
intent to exercise an option in the Franchise Agreement to purchase FPU 's property (consisting of the electric distribution 
assets) within the City of Marianna. Any such purchase would be subject to approval by the Marianna Commission. 
which wou ld also need to approve the presentation of a referendum to voters in the City of Marianna fo r the approval of 
the purchase and the operation by the City of Marianna of an electric distribution facility. If the purchase was approved 
by the Marianna Comm ission and by the referendum , the closi ng of the purchase wou ld have had to occur within I 2 
months after the referendum was approved. If the City of Marianna had elected to purchase the Marianna property, the 
Franchise Agreement would require the City of Marianna to pay FPU the fair market value for such property as 
determined by three quali fied appraisers. 

In accordance with the terms of the Franchise Agreement, FPU developed TOU and interruptible rates, and on 
December 14, 20 I 0, FPU fi led a petition with the Florida PSC fo r authority to implement such proposed TOU and 
interruptible rates on or before February I 7, 20 I I. On January 26, 20 I I, FPU filed a petition with the Florida PSC for 
approval of an amendment to FPU's Generation Services Agreement entered into between FPU and Gulf Power 
Company ("Gu lf Power"). The amendment provides for a reduction in the capac ity demand quamity, which generates the 
savings necessary to support the TOU and interruptible rates approved by the Florida PSC. The amendment also extends 
the current agreement by two years, with a new expiration date of December 3 I, 20 19. 

On February II, 20 II, the Florida PSC issued an order approving FPU's petition for authority to implement the proposed 
TOU and interruptible rates, which became effective on February 8, 20 II. The City of Marianna objected to the proposed 
rates and fi led a petition protesting the entry of the Florida PSC's order. On June 2 I, 20 I I. the Florida PSC issued an 
order approving the amendment to FPU's Generation Services Agreement. On Ju ly 12, 20 II , the City of Marianna filed a 
protest of this decision and requested a hearing on the amendment. On January 24, 20 12, the Florida PSC dism issed 'vvith 
prejudice the protests by the City of Marianna regarding both the TOU and interruptible rates and the amendment to the 
Generation Services Agreement. 

The City of Marianna tiled an appeal with the Florida Supreme Court on March 7, 2012 and with the Florida PSC on 
March 19, 20 I 2, seeking an appellate review of both of the decisions by the Florida PSC with respect to the protests by 
the City of Marianna. 

As more fully disclosed in ote 6, "Other Commitments and Contingencies," on March 2, 20 I I, the City of Marianna 
filed a complaint against FPU in the Circuit Court of the Fourteenth .Judicial Circuit in and for Jackson County, Florida, 
alleging breaches of the Franchise Agreement by FPU and seeking a declaratory judgment that the City of Marianna has 
the right to exercise its option to purchase FPU's property in the City of Marianna in accordance with the terms of the 
Franch ise Agreement. Prior to the scheduled trial date, FPU and the City of Marianna reached an agreement in principle 
to resolve their dispute, wh ich resulted in the City of Marianna dismissing its legal action with prejudice on February I l, 
20 13. Subsequently, FPU and the City of Marianna entered into a settlement agreement, which contemplated among other 
items, the City of Marianna proceeding with a referendum on the purchase of FPU's faci lities. On April 9, 2013 , the 
referendum took place and the citizens of the City of Marianna voted, by a wide margin, to reject the purchase of FPU's 
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and pursuant to the terms of the settlement agreement. FPU's franchise with the City of Marianna was extended by I 0 
years. Also pursuant to the sett lement agreement, the City of Marianna withdrew its appeals before the Florida Supreme 
Court of the Florida PSC's orders regarding the implemerllation of TOU and interruptible rates and the amendment to the 
Generation Services Agreement between FPU and Gu lf Power. 

FPU has incurred over $1.6 million of expenses associated with the City of Marianna litigation. In order to seek 
regulatory recovery of these extraordinary expenses, FPU filed a petition with the Florida PSC on August 27,2012, for 
approval to: (i) defer, as a regulatory asset, the expenses associated with the litigation initiated by the City of Marianna; 
and (i i) amortize over five years, beginn ing in January 2013, previously expensed as well as future litigation expenses. 
On December 3, 20 12, the Florida PSC issued an order approving FPU's request for deferral and amortization of the 
litigation expenses for regulatory accounting and reporting purposes. This order does not change the current rates charged 
by FPU to its electric customers unless FPU seeks and receives an approval from the Florida PSC in a future proceeding 
to recover the litigation expenses in rates. However, through this approval. FPU obtained deferral treatment of the 
expenses for regulatory purposes, which could allow future recovery of those expenses. FPU is currently discussing with 
the Office of Public Counsel potential recovery of its litigation and other expenses associated with the City of Marianna 
litigation. Any resu lting settlement agreement would be subject to review and approval by the Florida PSC. 

We have not deferred the litigation expenses as a regulatory asset at June 30. 2013 and December 31, 20 12 in the 
accompanying condensed consol idated balance sheets. If we determine in the future that recovery of the litigation 
expenses in future rates is probable. we will establish a regulatory asset in accordance with GAAP. 

Other Maflers: We also had developments in the following regulatory matters in Florida: 

On September 28, 20 12. FPU provided a letter to the Florida PSC stati ng its intent to request approval of a $745,800 
acqu isition adjustment associated with FPU's purchase of the operating assets of Ind iantown Gas Company (" IGC") 
in 20 10. In this letter, FPU also acknowledged the jurisdiction of the Florida PSC to ca lcu late and dispose of 
prospective overearnings, if any, occurring after October I, 20 12 as the Florida PSC may determine at the 
conclusion of the acquisition adjustment proceedi ng. On December II , 2012, FPU fi led a petition to request 
approval of this acq uisition adjustment associated with FPU 's purchase of IGC's assets. At this time, the Florida 
PSC has not scheduled an agenda date for this matter. 

On December 14,20 12, Peninsu la Pipeline fi led a petition with the Florida PSC, asking for approval of a 
transportation service agreement with FPU. The agreement provides for an upstream interconnection of Peninsula 
Pipeline's faci lities with the Florida Gas Transmission Company ("FGT") system and a downstream interconnection 
with FPU's facilities. At the agenda conference on July 30, 20 13, the Florida PSC approved this agreement. 

On July 2. 2013, FPU filed a petition with the Florida PSC for approval of recognition of a regulatory liability for a 
one-time curtai lment gain associated with a change in the FPU Medical Plan. The change in the FPU Medical Plan 
was implemented effective January I, 20 12 in an effort to conform the benefits offered to FPU's employees to those 
offered by Chesapeake. The change in the FPU Medical Plan resulted in a total curtai lment gain of $892,000, 
$722,000 of wh ich was allocated to FPU's regulated operations. Since this gai n resulted from the merger integration 
effort, FPU believes that the treatment most consistent with prior regulatory treatment would be to record the gain 
allocated to the regu lated operations as a regulatory liability and amortize that amount over a specified period. This 
treatment is similar to how merger-related costs and a one-time tax contingency gain were both treated. FPU is 
requesting approval to record regulatory liabi lities in its natural gas and electric operations of $464,000 and 
$258,000. respectively. FPU also seeks permission to amortize the proposed regulatory liabilities over a 34-month 
period. beginning January I, 2012, and end ing October 30, 2014. At this time an agenda date for the Florida PSC to 
review and approve th is petition has not been set. · 

Eastern Shore 

The following are regulatory activities involving FERC orders applicable to Eastern Shore and the expansions of Eastern 
Shore· s transm ission system: 

Mainline £,pw1sion Project: On May 14, 20 12, Eastern Shore subm itted to the FERC an Application for a Certificate of 
Public Convenience and ecessity ("CP") for approval to construct, own and operate the faci lities necessary to deliver 
additional firm service of I 5,040 dekatherm s per day ("Dts/d") to an existing electric power generation customer and to 
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approximately $16.3 million. The fi ling was publicly noticed on May 25,2012. Two of Eastern Shore's existing 
customers and Chesapeake's Delaware and Maryland divisions filed motions to intervene in support of the project. One 
existing customer filed a motion to intervene and protest. On June 28, 2012, Eastern Shore submitted a response to the 
protest, and on August 3 1. 20 12, the protesting customer fi led a response to Eastern Shore's response. On October 3, 
2012, the US Department of the Interior submitted comments on the FERC 's environmental assessment regarding Eastern 
Shore's re-vegetation plan. On October 9, 20 12, a non-profit organization also submitted comments on the FERC's 
environmental assessment, asserti ng that the environmental assessment was deficient and requesting the FERC to extend 
the comment period by 60 days. In February 2013, the FERC approved Eastern Shore's application and issued a CP. On 
March II. 20 13, Eastern Shore accepted the certificate and fi led its environmental compliance plan. On March 21. 2013, 
the FERC issued a notice to proceed with construction. 

Daleville Compressor Station Upgrade Filing: On October 12, 2012, Eastern Shore submitted to the FERC an 
Appl ication for a CP, seeking authorization to construct, own, operate, and maintain a new gas-fired compressor unit at 
its existing Daleville Compressor Station located in Chester County, Pennsylvania. The new unit will provide 17,500 
Dts/d of additional firm transportation service to two of Eastern Shore's existing customers. In this appl ication, Eastern 
Shore also included a description of a second new gas fired compressor unit to be installed at the Daleville Compressor 
Station, which will replace the three existing compressors that serve as back-up units to existing primary compressor 
units. Eastern Shore also plans to replace the engine exhaust devices of the existing primary compressor un its with air 
em issions control equipment to comply with new environmental regulations. The replacement compressor unit and new 
engine exhaust devices will result in improved air emissions, reliabi lity and flexibi lity on Eastern Shore's system. Eastern 
Shore docs not need specific FERC approval to construct the replacement compressor unit or emission controls; however, 
Eastern Shore wants the FERC to be fully advised of these improvement effons. The estimated capital costs of the project 
are approximately $12.1 mi llion. The application was publicly noticed on October 23, 2012, and the comment period 
ended on November 13 , 2012. Three unaffiliated entities entered timely petitions to intervene on Eastern Shore 's behalf. 
On March 4, 20 13, the FERC approved th is application . 

While Oak Lateral Project Filing: On June 13, 20 13, Eastern Shore submitted to the FERC an application for a CP, 
seeking authorization to construct, own, operate, and maintain the Wh ite Oak lateral project located in Kent County, 
Delaware. The project cons ists of installing approximately 5.5 mi les of 16-inch diameter pipeline, metering faci lities and 
miscellaneous apptu1enances extend ing from Eastern Shore's mainline system near its orth Dover City Gate Station and 
extending to the Garrison Oak Technical Park, all located in Dover, Delaware. This project is designed to provide 55,200 
Dts/d of del ivery lateral firm transportation service to Ca lpine Energy Services, L.P. ("Calpine") for its proposed 309 
megawatt combined-cycle power plant under development. The total cost of the project is estimated to be approximately 
$11.2 million. Eastern Shore requested that the FERC issue an order granting the CP by December 14,2013. 

0Lher matters: Eastern Shore also had developments in the following FERC matters: 

On May 31, 2013, Eastern Shore submitted to the FERC a combined fi ling of its Fuel Retention Percentage ("FRP") 
and Cash-Out Refund for a twelve-month period beginning Apri l 2012 and ending March 2013. In this fi ling, 
Eastern Shore proposed an FRP rate of0.24 percent and maintain its existing zero percent rate for the Cash-Out 
Surcharge. During the period, Eastern Shore experienced an under-recovery of $285,000 in its Deferred Gas 
Required for Operations costs and an over-recove1y of $146,000 in its Deferred Cash-Out costs. Eastern Shore 
proposed to incorporate the Cash-Out Refund into its FRP to mi tigate the effect of the increase in the FRP to its 
customers. On June 27,2013. the FERC issued an order accepting Eastern Shore's submittal of a combined fi ling to 
update both its FRP and Cash-Out Refund mechan isms, effective July I, 2013. 
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5. En vironmental Commitments and Contingencies 

We are subject to federal, state and local laws and regulations governing environmental quality and pollution control. 
These laws and regulations require us to remove or remedy at current and former operating sites the effect on the 
environment of the disposal or release of specified substances. 

We have participated in the investigation, assessment or remediation, and have exposures at six former manufactured gas 
plant ('·MGP") sites. Those sites are located in Salisbury, Maryland, and Winter I Iaven, Key West, Pensacola, Sanford 
aod West Palm Beach, Florida. We have also been in discussions with the ~aryland Department of Environment 
(":VIDE") regarding a seventh former MGP site located in Cambridge, Maryland. 

As of June 30,20 13, we had approximately $10.4 million in environmental liabilities related to all ofFPU's MGP sites in 
Florida, which include the Key West, Pensacola, Sanford and West Palm Beach sites, representing our esti mate of the 
fut ure costs associated with those sites. FPU has approval to recover up to $14.0 million of its environmental costs related 
to all of its MGP sites from insurance and from customers through rates, approximately $9.0 million of which has been 
recovered as of June 30, 2013. We had approximately $5 .0 million in regulatory assets for fut ure recovery of 
environmental costs from FPU's customers. 

In addit ion to the FPU MGP sites. we had $117,000 in environmental liabilities at June 30, 2013, related to Chesapeake's 
MGP sites in Maryland and Florida. representing our estimate of future costs associated with these sites. As of June 30, 
20 I 3, we had approximately $430.000 in regulatory and other assets for future recovery through Chesapeake's rates. 
Environmental liabilities for all of our MGP sites are recorded on an undiscountcd basis based on the estimate of future 
costs provided by independent consultants. 

We continue to expect that all costs related to environmental remediation and related activities will be recoverable from 
customers through rates. 

The following discussion provides details on IGP sites: 

West Palm Beach, Florida 

Remedial options are being evaluated to respond to environmental impacts to soil and groundwater at and in the 
immediate vicinity of a parcel of property owned by FPU in West Palm Beach, Florida. where FPU previously operated 
an MGP. FPU is currently implementing a remedial plan approved by the Florida Department of Environmental 
Protection ("FDEP") for the east parcel of the West Palm Beach site, which inc ludes installation of monitoring test wells, 
spargi ng of air into the groundwater system and extraction of vapors from the subsurface. It is anticipated that simi lar 
remedial actions ultimately will be implemented for other portions of the site. Estimated costs of remediation for the West 
Palm Beach site range from approximately $4.5 million to $15.4 million. including costs associated with the relocation of 
FPU's operations at this site. which is necessary to implement the remedial plan, and any potential costs associated with 
future redevelopment of the properties. 

Sanford, Florida 

FPU is the current owner of property in Sanford, Florida, which was a former MGP site that was operated by several 
other entities before FPU acquired the property. FPU was never an owner or an operator of the MGP. In January 2007, 
FPU and other responsible parties at the Sanford site (collectively with FPU the "Sanford Group") signed a Third 
Participation Agreement, which provides for the funding of the final remedy approved by the United States 
Environmental Protection Agency ("EPA'') for the site. FPU's share of remediation costs under the Third Participation 
Agreement is set at five percent of a maximum of S 13.0 million, or $650.000. 1\s of June 30, 2013. FPU has paid 
$650,000 to the an ford Group escrow account for its entire share of the funding requirements. 

The total cost of the final remedy is now estimated to be over $20.0 million. which includes long-tenn monitoring and the 
settlement of claims asserted by two adjacent property owners to resoh e damages that the property owners allege they 
have incurred and will incur as a result ofthe implementation of the EPA-approved remediation. In settlement of these 
claims, members of the Sanford Group, which in this instance does not include FPU, have agreed to pay specified sums 
of money to the parties. FPU has refused to participate in the funding of the third-party settlement agreements based on 
its contention that it did not contribute to the release of hazardous substances at the site giving rise to the third-party 
claims. FPU has advised the other members of the Sanford Group that it is unwilling at this time to agree to pay any sum 
in excess of the $650,000 commi tted by FPU in the Third Participation Agreement. 
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Sanford Group will accept FPU's asserted defense to liabi lity for costs exceeding $ 13.0 million as provided in the Third 
Participation Agreement to implement the fina l remedy for this site or will pursue a claim agai nst FPU for a sum in 
excess of the $650,000 that FPU has paid under the Third Participation Agreement. o such claims have been made as of 
June 30,20 13. 

Key West, Florida 

FPU formerly owned and operated a MGP in Key West, Florida. Field investigations performed in the 1990s identified 
limited cnvironmemal impacts at the site. which is currently owned by an unrelated third party. In 20 I 0. after 17 years of 
regulatory inactivity, FDEP observed that some soil and groundwater standards were exceeded and requested 
implementation of additional soi l and groundwater fieldwork. The scope of work is limited to the installation of two 
additional monitoring wells and periodic monitoring of the new and existing wells. The two new monitoring wel ls were 
installed in lovember 20 II, and groundwater monitoring began in December 20 II. The fi rst semi-annual report from the 
monitoring program was issued in May 20 12. The data from the June 2012 and September 2012 monitoring events were 
submitted to the FDEP on October 4, 2012. FDEP responded via e-mail on October 9, 2012, that based on the data, 
Natural Attenuation Monitoring ("NAM") appears to be an appropriate remedy for the site. The FDEP issued a Remedial 
Action Plan approval order, dated October 12, 20 12, which specified that a limited semi-annual monitoring program is to 
be conducted. The annual cost to conduct the limited NAM program is not expected to exceed $8,000. Although the 
duration of the FDEP-requircd lim ited NAM cannot be determined with certainty, it is anticipated that total costs to 
complete the remedial action wi ll not exceed $50,000. 

Pensacola, Florida 

FPU forme rly owned and operated a MG P in Pensacola. Florida, which was subsequently owned by Gulf Power. Portions 
of the site are now owned by the City of Pensacola and the Florida Department of Transportation ("FOOT"). In October 
2009, FDEP in formed Gu lf Power that FDEP would approve a cond itional 'o Further Action determination for the site, 
which must include a requirement for institutional and engineering controls. On December 13, 20 II , Gulf Power, the City 
of Pensacola, FOOT and FPU submitted to FDEP a draft covenant for institutional and engineering controls for the site. 
Upon FDEP's approval and the subsequent recording of the institutional and engineering controls, no fu rther work is 
expected to be required of the parties. Assuming FDEP approves the draft institutional and engineering controls, it is 
anticipated that FPU's share of remaining legal and cleanup costs will not exceed $5,000. 

Winter Ha1•en, Florida 

The Winter Haven site is located on the eastern shoreline of Lake Shipp. in Winter Haven, Florida. Pursuant to a consent 
order entered into with FDEP, we are obligated to assess and remediate environmental impacts at this former MGP site. 
The recent groundwater sampling results show a continu ing reduction in contaminant concentrations from the treatment 
system, which has been in operation since 2002. Currently, we predict that remedial action objectives could be met in 
approximately two to three years fo r the area being treated by the remediation system. On August 7, 20 12, FDEP issued a 
letter discussing the need to evaluate further remedial options, wh ich could incorporate risk-management options, 
including natural attenuation and the use of institutional and engineering controls. Modifications to the ex isting consent 
order and the remedial action plan modification could be required to incorporate risk-management options into the 
remedy fo r the site. A response letter was submitted to FDEP on May 7. 2013, and the most recent groundwater 
monitoring report was subm itted on June 17, 2013 . If modifications to the existing consent order and remedial action plan 
are required, we estimate that future remediation costs could be as much as $443,000, which incl udes an estimate of 
$100,000 to implement additional actions, such as institutional controls, at the site. If we are required to incur this cost, 
we continue to believe that the entire amount will be recoverable from customers through our approved rates. 

The current treatment system at the Winter Haven site does not address impacted soils in the southwest corner of the site. 
In 20 I 0, we obtained cond itional approval from FDEP fo r a soil excavation plan; however, because the costs associated 
with shoreline stabi lization and dewatering are likely to be substantial, alternatives to this excavation plan are being 
evaluated. 

FDEP has indicated that we may be required to remediate sediments along the shoreline of Lake Shipp, immediately west 
of the site. Based on studies performed to date, we object to FDEP's suggestion that the sediments have been adversely 
impacted by the former operations of the MGP. Our early estimates ind icate that some of the correcti ve measures 
discussed by FDEP could cost as much as $1.0 million. \Ve bel ieve that corrective measures for the sediments are not 
warranted and intend to oppose any requirement that we undertake corrective measures in the 
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offshore sediments. We have not recorded a liability for sediment remediation, as the final resolution of this matter cannot 
be predicted at this time. 

Salisbury, /1/ary/am/ 

We have substantial!) completed remediation of a site in Salisbury. Maryland, where it was determined that a fom1er 
IGP caused localized ground-water contamination. In February 2002, the MOE granted pem1ission to permanent!) 

decommission the systems used for remediation and to discontinue all on-site and off-site well monitoring, except for one 
well, which is being maintained for periodic product monitoring and recovery. We anticipate that the remaining costs of 
the one remaining monitoring well will not exceed $5,000 annually. We cannot predict at this time when the MOE will 
grant permission to permanently decommission the one remaini ng monitoring well. 

Other 

We are in discussions with the MOE regarding a former MGP site located in Cambridge, Mary land. The outcome of this 
mauer cannot be determined at this time; therefore, we have not recorded an environmental liabil ity for this location. 

We have investigated a potential environmental matter involving a property we recently purchased in Fernandina Beach, 
Florida. We determined that there was no contamination on this site, therefore, we have not recorded an environmental 
liability for this site. 
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6. Other Commitm ents and Contingencies 

Litigation 

Page 33 of 10 1 

On March 2, 20 ll , the City of Marianna filed a complaint against PPU in the Circuit Court of the Fourteenth Judicial 
Circuit in and for Jackson County, Florida. In the complaint, the City of Marianna alleged three breaches of the Franchise 
Agreement by FPU: (i) FPU fai led to develop and implement TOU and interruptible rates that were mutually agreed to by 
the City of Marianna and FPU; (ii) mutually agreed upon TOU and interruptible rates by FPU were not effective or in 
effect by February 17. 20 I I; and (ii i) FPU did not have such rates available to all of FPU's customers located with in and 
without the corporate limits ofthc City of Marianna. The City of Marianna was seeking a declaratory judgment allowing 
it to exercise its option under the Franchise Agreement to purchase FPU 's property (consisting of the electric distribution 
assets) within the City of Marianna. Any such purchase wou ld be subject to approval by the Marianna Comm ission, 
wh ich wou ld also need to approve the presentation of a referendum to voters in the City of Marianna related to the 
purchase and the operation by the City of Marianna of an electric distribution facility. If the purchase was approved by 
the Marianna Commission and the referendum was approved by the voters, the closing of the purchase had to occur 
within 12 months after the referendum was approved. On March 28. 20 II , FPU filed its answer to the declaratory ac tion 
by the City of Mari anna, in which it denied the material allegations by the City of Marianna and asser1ed several 
affirmative defenses. On August 3, 20 II , the City of Marianna notified FPU that it was formally exercising its option to 
purchase FPU's property. On August 31 , 20 ll , FPU advised the City of Marianna that it had no right to exercise the 
purchase option under the Franchise Agreement and that FPU would continue to oppose the effort by the City of 
Marianna to purchase FPU's property. In December 20 I I, the City of Marianna filed a motion for summary judgment. 
On April 3, 2012, the court conducted a hearing on the City of Marianna' s motion for summary judgment. The court 
subsequently denied in part and granted in par1 the City of Marianna 's motion after concluding that issues of fact 
remained fo r trial with respect to each of the three alleged breaches of the Franchise Agreement. Mediation was 
conducted on May II , 2012, and again on July 6, 2012, but no resolution was reached. 

Prior to the February 2013 trial date, FPU and the City of Marianna reached an agreement in principle to resolve their 
dispute, which resu lted in the City of Marianna dismissing its legal action with prejudice on February ll , 
2013. Subsequently, FPU and the City of Marianna entered into a settlement agreement, which contemplated, among 
other items. the City of Marianna proceeding with a referendum on the purchase of FPU's facilities within the City of 
Marianna. On Apri l 9, 2013, the referendum took place, and the citizens of the City of Marianna voted, by a wide margin , 
to reject the purchase of FPU's facilities by the City of Marianna. As a result of the dismissal with prejudice of its legal 
action by the City of Marianna and the outcome of the referendum on the purchase of FPU's facilities, we no longer have 
any contingencies related tO claims by the City of Marianna. 

We arc involved in certain other legal actions and claims arising in the normal course of business. We are also involved in 
certain legal proceedings and admin istrati ve proceedings before various governmental agencies concern ing rates. In the 
opinion of management, the ultimate disposition of these proceedings wi ll not have a material effect on our consolidated 
financ ial position, results of operations or cash flows. 

Natural Cas, Electric and Propane Supp~J' 

Our natural gas, electric and propane distribution operations have entered into contractua l commitments to purchase gas, 
electricity and propane from various suppliers. The contracts have various expiration dates. Our Delaware and Maryland 
natural gas distribution divisions had a contract with an unaffiliated energy marketing and risk management company to 
manage a portion of their natural gas transpor1ation and storage capacity, which expired on March 31, 2013. On April l, 
20 I 3, our Delaware and Maryland divisions entered into a new contact with a different company to perform similar asset 
management functions. The new contract expires on March 31, 20 15. 

As discussed in ole 3, "Acquisitions," in May 2013 , Sandpiper entered into a capacity, supply and operating agreement 
with EGW IC to purchase propane over a six-year term. Sandpiper's initial annual commitment is estimated at 
approximately 7.4 million gallons. Sandpiper has the option to enter into either a fixed per-gallon price for some or all of 
the propane purchases or a market-based price util izing one of two local propane pricing indices. 

Chesapeake's Florida natural gas distribution division has firm transpottation service contracts with FGT and Gulfstrearn 
atural Gas System, LLC ("Gulfstream"). Pursuant to a capacity release program approved by the Florida PSC, all of the 

capacity under these agreements has been released to various third parties, including Peninsula Energy Services 
Company, Inc. ("PESCO"). Under the terms of these capacity release agreements, Chesapeake is contingently liable to 
FGT and Gulfstrearn, should any par1y that acquired the capacity through release fai l to pay for the service. 
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In May 2013, PESCO renewed contracts to purchase natural gas from various suppliers. These contracts expire in May 
20 14. 

FPU's electric fuel supply contracts require FPU to maintain an acceptable standard of creditworthiness based on specific 
financial ratios. FPU's agreement with JEA (formerly known as Jacksonville Electric Authority) requires FPU to comply 
with the fo llowing ratios based on the results of the prior 12 months: (a) total liabi lities to tangible net worth less than 
3. 75 times, and (b) fixed charge coverage ratio greater than 1.5 times. If either ratio is not met by FPU, it has 30 days to 
cure the default or provide an irrevocable letter of credit if the defau lt is not cured. FPU 's electric fuel supply agreement 
with Gul f Power requires FPU to meet the fo llowing ratios based on the average of the prior six quarters: (a) funds from 
operations interest coverage ratio (m inimum of2 times), and (b) total debt to total capital (maximum of65 percent). If 
FPU fails to meet the requirements, it has to provide the supplier a written explanation of actions taken or proposed to be 
taken to become compliant Failure to comply with the ratios specified in the Gu lf Power agreement could result in FPU 
providing an irrevocable letter of credit. As of June 30, 20 13, FPU was in compl iance with all of the requirements of its 
fuel supply contracts. 

Sharp, our propane distribution subsidiary, entered into a separate supply and operating agreement with EGW IC. Under 
this agreement, Sharp has a commitment to supply propane to EGWIC over the same six-year term. Sharp's initial annual 
commitment is estimated at approximately 7.4 mill ion gal lons. The agreement between Sharp and EGW IC is separate 
from the agreement between Sandpiper and EGW IC, and neither agreement permits the parties to set off the rights and 
obligations specified in one agreement against those specified in the other agreement. 

Corporate Guarantees 

The Board of Directors has authorized the Company to issue corporate guarantees securi ng obl igations of our subsidiaries 
and to obtain letters of cred it securing our obl igations, including the obligations of our subsidiaries. The maximum 
authorized liabi li ty under such guarantees and letters of credit is $45 .0 million. 

We have issued corporate guarantees to certain vendors of our subsidiaries, primarily our propane wholesale marketing 
subsidiary and our natural gas marketing subsidiary. These corporate guarantees provide for the payment of propane and 
natural gas purchases in the event of the respective subsidiary's default. !either subsid iary has ever defaulted on its 
obligations to pay its suppliers. The liabilities for these purchases are recorded when incurred. The aggregate amount 
guaranteed at June 30. 2013 was $3 1.1 mil lion, with the guarantees expiring on various dates through June 2014. 

Chesapeake guarantees the payment of FPU's first mortgage bonds. The maximum exposure under the guarantee is the 
outstand ing principal plus accrued interest balances. The outstandi ng principal balances ofFPU's first mortgage bonds 
approximate their carrying values (see Note 14, '·Long-Term Debt," to the condensed consol idated financial statements 
fo r further details). 

In addition to the corporate guarantees, we have issued a letter of credit for $ 1.0 mill ion, which expires on September 12. 
20 13, related to the electric transm ission services fo r FPU's northwest e lectric division. We have also issued a letter of 
credit to our current primary insurance company for $400,000, which expires on December 2, 20 13. as security to satisfy 
the deductibles under our various insurance policies. As a result of a change in our primary insurance company in 20 I 0, 
we renewed and decreased the letter of credit for $304,000 to our fo rmer primary insurance company, which will expire 
on June I, 20 I 4. There have been no draws on these letters of credit as of June 30, 20 13. We do not anticipate that the 
letters of credit will be drawn upon by the counterparties, and we expect that the letters of credit will be renewed to the 
extent necessary in the future. 

We provided a letter of credit for $2.3 mi llion to Texas Eastern Transmission, LP ('·TETLP") related to fi rm 
transportat ion service agreements between our Delaware and Maryland divisions and TETLP. 
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7. Segment rnformation 

( I) 

We use the management approach to identi fy operating segments. We organize our business around differences in 
regulatory environment and/or products or services, and the operating results of each segmem are regularly reviewed by 
the chief operating decision maker (our Chief Executive Officer) in order to make decisions about resources and to assess 
performance. The segments are evaluated based on their pre-tax operating income. Our operations comprise three 
operating segments: 

Regulated Energy. The regulated energy segment includes natural gas distribution, electric distribution and 
nalllral gas transmission operations. All operations in this segment are regulated, as to their rates and services. by 
the PSC having jurisdiction in each operating territory or by the FERC in the case of Eastern Shore. 

Unregulated Energy. The unregulated energy segment includes natural gas marketing, propane distribution and 
propane wholesale marketing operations, which are unregulated as to their rates and charges for their services. 

Other. The ·'other" segment consists primarily of the advanced in fo rmation services operation, unregulated 
subsidiaries that own real estate leased to Chesapeake and certai n corporate costs not allocated to other 
operations. 

The follow ing table presents financial inform ation about our reportable segments. 

Thrre ~ l onths Six Months 

For thr Periods Ended June 30, 1013 2012 2013 2012 

(in rilousands) 

Operating Revenues, Unaffiliated Customers 

Regulated Energy $ 54,975 $ 55,253 $ 136,279 s 127,271 

Unregulated Energy 34,273 24.253 89,26-t 69,140 

Other 4,898 4,39 1 9,331 8,400 

Total operating revenues, unaffiliated customers $ 94,146 $ 83 ,897 s 234,874 $ 204,8 11 

lnterscgment Revenues ( ll 

Regulated Energy s 141 $ 300 $ 504 $ 578 

Unregulated Energy 1,751 923 1,752 923 

Other 227 22 1 470 456 

Total intersegmenl revenues $ 1,220 $ 1,444 $ 2,726 $ 1,957 

Operating Income 

Regulated Energy $ 8,619 $ 10,505 s 25,925 $ 25,303 

Unregulated Energy 447 (40 I) 9,816 4,753 

Other and eliminations 86 351 (39) 472 

Total operating income 9,152 10.455 35,702 30,528 

Other income, net of other expenses 24 153 3 12 349 

Interest 2,016 2,241 4,088 4,532 

Income before Income Taxes 7,160 8,367 31,926 26,345 

Income taxes 2,804 3.307 12,70 1 10,558 

Net Income $ 4,356 $ 5,060 $ 19,22S $ 15,787 

All significant intersegment revenues are billed at market rates and have been eliminated from consolidated operating 
revenues. 
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June 30, December 3 1, 
(111 thousands) 20 13 20 12 

Identifiable Assets 

Regulated energy $ 658,171 $ 6 15,438 

Unregulated energy 92,838 79,287 

Other 28,649 39,02 1 

Total identi liable assets $ 779,658 $ 733,746 

Our operations are almost en tirely domestic. Our advanced information services subsidi~ry , Br~vePoint, has infrequent 
transactions in foreign countries, which are denominated and paid primarily in U.S. dollars. These transactions are 
immaterial to the consolidated revenues. 

8. Accumulated Other Comprehensive Income (Loss) 

The follow ing table presents the changes in the balance of accumulated other comprehensive income (loss) for the three 
and six months ended June 30, 2013. Defined benefit pension and postretirement plan items are the only component of 
our accumulated comprehensive income (loss). All amounts in the following table are presented net of tax. 

For the PHiods Ended .June 30, 20 13 Three Months Six i\lonths 

(in thousands) 

Beginning balance $ (5,013) $ (5,062) 

Other comprehensive loss before recl~ssifications (6) 

Amounts reclassified from accumulated other comprehensive loss 55 110 

et current-period other comprehensive income (loss) 55 104 

Ending balance $ (4,958) $ (4,958) 

The fol lowing table presents amounts reclassified out of accum ulated other comprehensive loss fo r the three and six 
months ended June 30.2013. 

For the J>eriods Ended .June 30, 2013 Three ~lonths Six Months 

(tn 1/wusands) 

Amortization of defined benefit pension and postretirement plan items: 
Prior service cost <tl s 15 $ 30 

Net loss <tl $ (107) $ (2 13) 

Total before tax (92) (183) 

Tax benefit 37 73 

Net of tax $ (55) $ (1 1 0) 

These amounts are included in the computation of net periodic costs (benefits). See ate 9, ·'Employee Benefit Plans," 
for add itional detai ls. 

Amortization of defined benefit pension and postretirement plan items are included in operations expense in the 
accompanying condensed consolidated statement of income. Tax benefit is included in income tax expenses in the 
accompanying condensed consolidated statement of income. 
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9. Employee 13enefil J>lans 

:--Jet periodic benefit costs for our pension and post-retirement benefits plans for the three and six months ended June 30. 
20 13 and 20 12 arc set forth in the following tables: 

Chrsapu l-e FPl 
Chrsapukr Fl'll ("hesapral-r Poslreriremenl .\ltdiul 
Pension Plan Prmion Plan Pen~ion SEI~P Plan Plan 

For lhr Three .\lonths Ended June 30, 2013 2012 2013 2012 2013 2012 2013 2012 2013 1012 

(111111011.\'C/1/c/S) 

Scr1 ll'C coM s $ $ $ $ s $ s $ 40 
I II lei CSI COS! 103 125 S94 639 20 22 12 15 16 45 
Expected re turn on plun assets (126) (109) (7 18) (657) 
Amorutallon or pnor serv1cc cost (2) :; 5 (20) (20) 
Amort11:111on or net lo>s S7 85 !II 44 16 12 19 17 22 
Nee pcnod1c cost (b••ndit) 34 99 (43) 26 -II 39 II 12 16 107 
Amon.,-atlon of pre-merger regulatory asset 191 191 2 2 

Total pcnod1c cost s 3-1 $ 99 s 148 $ 217 s 41 $ 39 s II $ 12 s 18 $ 109 

Chesapeake FPL' 
Chrsaprakr Fl'l Che'allenl;e Postreciremenc \ledical 
Pension Plan Pen~ion l'hw l'rn~ion SEn I' I' Inn Plan 

For the Si'l: .\lonths Ended .June 30, 2013 2012 2013 20 12 2013 20 12 2013 2012 2013 2012 

(ill thOIISG/Ic/S) 

Sef'\ ICC CO~I s $ $ s s s 80 
I merest cost 205 250 1,188 1.278 41 45 24 30 31 90 
Fxpectcd return on plan assetS (252) {218) (1,437) ( 1,315) 
Amortua\1011 of pnor SCI'\ ICC COS\ (I) (3) 10 10 (39) (40) 
Amortu.auon or net loss 114 170 162 88 32 23 36 35 45 
Net pcnod1C COS! (bcncfll) 66 199 (87) 51 83 78 21 25 32 215 
Amonm111011 or pre-merger rcgulatol) asset 381 381 4 4 

l'otal pcnod1c cost s 66 $ 199 s 294 432 s 113 $ 78 s 21 s 25 s 36 $ 219 

We expect to record pension and postretirement benefit costs of approximately $999,000 for 2013. Included in these costs 
is $769,000 related 10 cominucd amortization of the FPU pension regulatory asset. which represents the portion 
attributable to FPU's regulated energy operations of the changes in funded status that occurred but were not recognized as 
part of net periodic benefit costs prior to the merger. This was deferred as a regulatory asset by FPU prior to the merger to 
be recovered through rates pursuant to a previous order by the Florida PSC. The unamortized balance of this regulatory 
asset was $4.8 million and $5.2 million at June 30. 2013 and December 31.2012, respectively. 

FPU continues 10 record as a regulatory asset a portion of the unrecognized pension and postretirement benefit costs 
related to its regulated operations after the merger pursuant to a Florida PSC order. The portion of the unrecognized 
pension and postretirement benefit costs related to FPli's unregulated operations and Chesapeake's operations is recorded 
10 accumulated other comprehensi\e income loss. The following table presents the amounts included in the regula!OI) 
asset and accumulated other comprehensive income loss that "ere recognized as components of net periodic benefit cost 
during the three and six months ended June 30, 20 13: 

- 21 

http://www.sec.gov/ Archivcs/cdgar/data/19745/000 1445305 13002075/cpk63020131 0-q.h.. . l l/11/20 13 



CPK 6.30.2013 1 0-Q Page 39 of 101 

Table of Contents 

Chesapeake FPll Chesapeake FPll 
Pension Pension Chesapeake Postretirement Mc.·c.litlll 

For Three ;\lon ths Ended June 30,2013 Plan Plan SERI' Plnn Plan Total 

(in thousands) 

Prior service cost (credit) $ $ $ 5 $ (20) $ ( 15) 

et loss 57 81 16 19 173 

Tota l recogn ized in net periodic benefit cost $ 57 $ 81 $ 21 $ ( 1) $ $ 158 
Recognized from accumulated other 
comprehensive loss I l l s 57 $ 15 $ 21 $ ( 1) $ $ 92 
Recognized from regulatory asset 66 66 

Total s 57 $ 81 $ 2 1 s ( 1) $ $ 158 

Chesapeake FPU Chesapeake FPU 
Pension Pension Chesapeake Postretirement 1'1'ledical 

For the Six i\ lonths Ended .June 30, 2013 Pian Plan SERP Plan Plan Total 

(in thousands) 

Prior service cost (cred it) $ ( I) s $ 10 $ (39) $ (30) 
Net loss 114 162 32 36 344 

Total recognized in net periodic benefit cost $ 113 $ 162 $ 42 $ (3) $ $ 314 

Recognized from accumulated other 
comprehensive loss 11> $ 113 $ 31 s 42 s (3) $ $ 183 
Recognized from regulatory asset 131 131 

Total $ 113 s 162 $ 42 $ (3) s $ 314 

( I ) See Note 8, "Accumulated Other Comprehensive Income (Loss). 

During the three and six months ended June 30, 2013, we contributed $91 ,000 and $211,000, respectively. to the 
Chesapeake pension plan and FPU pension plan. We expect 10 contribute a total of $364,000 and $842,000 to the 
Chesapeake and FPU pension plans, respectively, during 2013 , representing minimum contribution payments required in 
2013. 

The Chesapeake Pension Supplemental Executive Retirement Plan ("SERP''), the Chesapeake Postretirement Plan and 
the FPU Medical Plan are unfunded and are expected to be paid our of our general funds. Cash benefits paid under the 
Chesapeake Pension SERP for the three months and six months ended June 30, 201 3, were $23,000 and $45,000, 
respectively. We expect to pay total cash benefits of approx imately $88,000 under the Chesapeake Pension SERP in 
2013. Cash benefits paid for the Chesapeake Postretirement Plan, primarily for medical claims for the three months and 
six months ended June 30, 2013 , were $13,000 and $34,000, respectively. We have estimated that approximately $97,000 
will be paid for such benefits under the Chesapeake Postretirement Plan in 2013. Cash benefits paid for the FPU Medical 
Plan, primarily for medical claims for the three and six months ended June 30, 2013 , were $22,000 and $39,000, 
respectively. We estimate that approximately $258,000 will be paid for such benefits under the PPU Medical Plan in 
20 13. 
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I 0. Investments 

The investment balances at June 30, 20 13 and December 31, 20 12, consist of the following: 

.lunc30, Dect111 bcr 31, 
(in thousands) 2013 20 12 

Rabbi trust (associated with Supplemental Executive Retirement Savings Plan) $ 2,6 13 $ 2,116 

Rabbi trust (associated with certain directors' compensation) 89 39 

Investments in equ ity securities 2,215 2.0 13 

Total $ 4,91 7 $ 4,168 

We classify these investments as trading securities and report them at their fair value. For the three months ended June 
30, 2013 and 20 I 2, we recorded a net unrealized loss of$241 ,000 and a net unrealized gain of S 185,000. respectively. in 
other income in the condensed consolidated statements of income related to these investments. For the six months ended 
June 30, 20 13 and 20 12, we recorded net unrealized ga ins of $42.000 and $502,000. respectively, in other income in the 
condensed consolidated statements of income related to these investments. We also have recorded an associated liability, 
which is inc luded in other pens ion and benefit costs in the condensed consolidated balance sheets and is adjusted each 
month for the gains and losses incurred by the Rabbi Trusts. 

I I. Share- Based Compensation 

Effective May 2, 20 I 3, our non-employee directors and key employees are awarded share-based awards through our 20 13 
stock and incentive compensat ion plan. Prior to May 2, 2013, our non-employee directors and key employees were 
awarded share-based awards through our Directors Stock Compensation Plan ("DSCP") and our Perfom1ance Incentive 
Plan ("PIP"), respectively. We record these share-based awards as compensation costs over the respective service period 
for which services are received in exchange for an award of equ ity or equity-based compensation. The compensation cost 
is based primarily on the fai r value of each award on the date it was granted. 

The table below presents the amounts included in net income related to share-based compensation expense for the awards 
granted under the DSCP and 1he PIP for the three and six months ended June 30, 2013 and 2012: 

For the Per iods Ended .June 30, 

(in thousands) 

Directors Stock Compensation Plan 

Performance Incentive Plan 

Total compensation expense 

Less: tax bene fit 

Share-Based Compensation amounts included in net income 

Directors Stock Compensation Plan 

$ 

$ 

T hree Months 

20 13 

120 $ 

341 

46 1 

(186) 

275 $ 

2012 

Ill $ 

240 

351 
(141) 
210 $ 

Six Months 

20 13 

231 $ 

630 

861 
(347) 

514 $ 

20 12 

222 

475 

697 
(280) 

417 
==== 

Shares granted under the DSCP are issued in advance of the directors' service periods and are fully vested as of the date 
of the grant. We record a prepaid expense equal to the fa ir value of the shares issued and amortize the expense equally 
over a service period of one year. 

In May 2013, each of our non-employee directors received an annual retainer of 857 shares of common stock under the 
DSCP. A summary of the stock activity under the DSCP during the six months ended June 30, 2013 is presented below. 
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Outstanding- December 31, 20 12 

Granted 

Vested 

Forfeited 

Outstanding - June 30, 2013 

Number of 
Shares 

9,427 $ 

9.427 $ 

Page 41 of I 0 I 

Weighted Average 
Grnnt date Fair Value 

52.49 

52.49 

At June 30, 2013, there was $4 12,000 of unrecognized compensation expense related to the DSCP awards. Th is expense 
will be recognized over the directors' remaini ng service periods ending April 30, 2014. 

Performance Incentive Plan 

The table below presents the summary of the stock activity for the PIP for the six months ended June 30, 20 I 3: 

Weighted Average 
Number of Shares Fai r Value 

Outstanding- December 31 , 2012 84,645 $ 37.86 

Granted 23,491 $ 44.85 
Vested 24,332 $ 33.26 

Expired 3,043 s 39.12 

Outstanding- June 30, 2013 80,761 $ 42.39 

In Januaty 2013, the Board of Directors granted awards of23,49 l shares under the PIP, which are multi -year awards that 
wi II vest at the end of the three-year service period, or December 31 , 20 15. These awards are earned based upon the 
successful achievement of long-term goals, growth and financial results, which are comprised of both market-based and 
performance-based conditions or targets. The fair value of each performance-based condition or target is equal to the 
market price of our common stock on the date each award is granted. For the market-based conditions, we used the 
Black-Scholes pricing model to estimate the fair value of each market-based award granted. 

At June 30, 2013, the aggregate intrinsic value of the PIP awards was $4.2 mi llion. 

12. Derivative Ins truments 

We use derivative and non-derivative contracts to engage in trading activities and manage risks related to obtaining 
adequate supplies and the price fluctuations of natural gas, electricity and propane. Our natural gas. electric and propane 
distribution operations have entered into agreements with suppliers to purchase natural gas, electricity and propane for 
resale to their customers. Purchases under these contracts either do not meet the definition of derivatives or are 
considered ·'normal purchases and sales·' and are accounted for on an accrual basis. Our propane distribution operation 
may also enter into fair value hedges of its inventory in order to mitigate the impact of wholesale price fluctuations. As of 
June 30, 2013, our natural gas and electric distribution operations did not have any outstanding derivative contracts. 

In June 20 13, our propane distribution operation entered into put options to protect against the decline in propane prices 
and related potential inventory losses associated with 1,260,000 gallons purchased for the propane price cap program in 
the upcoming heating season. The put options are exercised if propane prices fall below the strike prices of $0.830 per 
gallon in December 2013 through February of 2014, and $0.860 per gallon in January through March 2014. We will 
receive the difference between the market price and the strike prices during those months. We paid $120,000 to purchase 
the put options, and we accounted for them as fair value hedges. As of June 30, 2013, the put options had a fair value of 
$105 ,000. The change in the fair value of the put opt ions reduced our propane inventory balance. 

In May 2013, our propane distribution operation entered into a call option to protect against an increase in propane prices 
associated with 630,000 gal lons expected to be purchased at market-based prices to supply the demands of our propane 
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price cap program customers. The retail price that we can charge to those customers during the upcoming heating season, 
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is capped at a pre-determined level. The call option is exercised if the propane prices rise above the strike price of $0.975 
per gallon in January through March of2014. We wi ll receive the diffe rence between the market price and the strike price 
during those months. We paid $72,000 to purchase the call option, and we accounted for it as a derivative instrument on a 
mark-to-market basis with any change in its fair value being reflected in current period earn ings. As of June 30, 2013, the 
call option had a fair value of $64.000. 

In May 20 12. our propane distribution operation entered into call options to protect against an increase in propane prices 
associated with 1,260,000 gal lons purchased for the propane price cap program for December 20 12 through March 2013 . 
The call options would have been exercised if the propane prices had risen above the strike prices, which ranged from 
$0 .905 per gal lon to $0.990 per gallon during that fou r-month period. We paid S I 39,000 to purchase the call options, 
which expired without exercise as the market prices were below the strike prices. We accounted for these call options as a 
fair value hedge. There was no ineffective portion of this fair value hedge. 

Xeron, Inc. (''Xeron"), our propane wholesale marketing subsidiary, engages in trading activities using forward and 
futures contracts. These contracts are considered derivatives and have been accounted for using the mark-to-market 
method of accounting. Under this method, the trading contracts are recorded at fair value, and the changes in fair value of 
those contracts are recognized as unrealized gains or losses in the statement of income for the period of change. As of 
June 30, 2013, we had the following outstanding trading contracts which we accounted for as derivatives: 

Quanti ty in Es tima ted Market 
At June 30, 20 13 Gnllons Prices 

Forward Contracts 

Sale 2, 102,000 $0.8225- $0.9625 

Purchase 2, 102.000 $0.8275-$1.3 176 

Estimated market prices and weighted average contract prices are in dollars per gallon 
All contracts expire by the end of the fourth quarter o,/201 3. 

Weigh ted Averag, 
Contract Prices 

$ 0.875: 
$ 0.873· 

Xeron has entered into master netting agreements with two counterpa1i ies to mitigate exposure to counterparty credit risk. 
The master netting agreements enable Xeron to net these two counterparties' outstand ing accounts receivable and payable, 
which are presented on a gross bas is in the accompanying condensed consolidated balance sheets. At June 30, 20 13, 
Xeron had a right to offset S5.8 million and $516,000 of accounts receivable and accounts payable, respectively, with 
these two counterpanies. At December 31. 2012, Xeron had a right to offset $1.2 million and $511.000 of accounts 
receivable and accounts payable, respectively, with these two counterparties. 

The following tables present information about the fa ir value and related gains and losses of our derivative contracts. We 
did not have any derivative contracts with a credit-risk-related contingency. 

Fair values of the derivative contracts recorded in the condensed consolidated balance sheet as of June 30, 2013 and 
December 3 I, 20 12, are as follows: 

(Ill thousands) 

Derivatives not designated as hedging 
instruments 

Forward contracts 

Call Option 
Derivatives designated as fai r va lue hedges 

Cal l options t•> 

Put OptionsW 

Total asset derivatives 

Asset Drriv!lli\'Cs 

Fair Va lue 

Balance Sheet Location June 30, 2013 December 31, 20 12 

Mark-to-market energy assets $ 79 $ 182 

Mark-to-market energy assets 64 $ 

Mark-to-market energy assets 28 

Mark-to-market energy assets l OS 
$ 248 $ 210 
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I I) 

(in thousands) 

Der·ivatives not des ig nated as hedging 
inst rum ents 

Forward contracts 

Total liability derivatives 

Linhilily L>rrivalives 

Fair Val ue 

Balancf Sheet Localion .June 30, 2013 December 31 , 20 12 

Mark-to-market energy liabil ities s 
s 

74 $ 33 1 -------
74 $ 33 1 

We purchased call options for the propane pnce cap programtn May 2012 The call options expired in March 2013. 

As a fair value hedge w1th no mdTective portion, the unrealized gains and los~es associated with these put options are recorded in cost of sales, onset by 
the corrcspondmg change m the value of propane mvcntory (hedged hem), whtch is also recorded m cost of sales The amounts 111 cost of sales offset to 
zero and the unrealized gams and losses of this cal l opuon effectively changed the value of propane inventory 

The effects of gains and losses from deri vative instruments on the condensed consolidated financial statements are as 
follows: 

(m 1hou.wnds) 

De rivatives not desig na ted as hedging 
ins truments : 

Unrealized gai n (loss) on fo rward 
contracts 

Call Option 

Deriva t ives desig nated as fa ir va lue 
hedges : 

Put/Call Option 

Put/Call Options 

Total 

Location of G~in 

(l.oss) on Derivatives 

Revenue $ 

lnvent01y 

Cost of sales 

Inventory 

$ 

r\ mount of Gnin (l.oss) on Derivat ives: 

For I he Three ;\ lonths Ended For the Six 1\ lonths Er11led Jt 
June 30, 30, 

2013 2012 2013 20 12 

(60) (172) 153 (2. 

(8) (8) 

(28) 

(14) ( 16) ( 14) 

(82) $ ( 188) s 103 $ (2: 

The effects of trading activi ties on the condensed consol idated statements of income arc the following: 

(in thousands) 

Real ized gain on fo rward contracts 
and options 

Unrealized gai n (loss) on forward 
contracts 
Total 

Location in the 

Statements of Income 

Revenue $ 

Revenue 

s 

Three months ended .June 30, 

2013 2012 

11 0 $ 807 

(60) ( 172) 

so $ 635 

Six Months Ended June 30. 

2013 20 12 

$ 185 $ 1,3 

153 (2 

$ 338 $ 1,0 

13. Fa ir Value of Financial Instrume nts 

GAA P establishes a fai r value hierarchy that priori tizes 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 
measurements) and the lowest priority to unobservable inputs (Level 3 measurements). The three levels of the fair value 
hierarchy are the following: 

Level I: Unadjusted quoted prices in active markets that arc accessible at the measurement date fo r identical, 
unrestricted assets or liabilities; 

Level 2: Quoted prices in markets that are not active, or inputs which are observable, ei ther di rectly or 
indirectly, for substantially the full term of the asset or liabili ty; and 
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Level 3: Prices or valuation techniques requiring inputs that arc both significant to the fair value measurement 
and unobservable (i.e. supported by little or no market activity). 
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The fo llowing table summarizes our financial assets and liabil ities 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, 2013 and December 31, 2012: 

.June 30,20 13 

(in Jhousand:,) 

Assets: 

Investments-equity securities 

Investments-guaranteed income fund 

Investments-other 

Mark-to-market energy assets, including put/call 
options 

Liabi lities: 

Mark-to-market energy liabi lities 

Dccember31, 20 12 
(111 1housands) 

Assets: 

Investments- equity securities 

Investments-other 

Mark-to-market energy assets, including call options 

Liabilities: 

Mark-to-market energy liabilities 

Fnir Val ue ~ l easurcmen ts Using: 

Signific:111 t O ther Significant 
Quoted Prices in Obs1·rvnble Unobserva ble 
,\ctivr Markets In ruts ln r uts 

Fair Va lue (Level I) (Leve l 2) (Level 3) 

$ 1,024 $ 1,024 s $ 

$ 509 $ s $ 509 

$ 3,384 $ 3,384 s $ 

$ 248 $ $ 248 s 

$ 74 s $ 74 $ 

Fai r V!oluc Measurements Using: 

S igni licnnt Other Signilicnnt 
Q uoted P rices in Obsrn·ah le Unobscrv:oble 
Active 1\lar kcts Inpu ts Inputs 

Fa ir Va lue (Level I) ( Levcl2) (Lcvel3) 

$ 2,007 $ 

s 2, 161 $ 

$ 210 $ 

$ 331 $ 

2,007 $ 

2,161 $ 

$ 

$ 

$ 

$ 

210 $ 

331 $ 

The fo llowing table sets forth the summary of the changes in the fair value of Level 3 investments for the six months 
ended June 30,20 13: 

At June 30, 20 13 

(111 1housands) 

Beginning Balance $ 

Transfers in due to change in trustee 425 
Purchases and adjustments 96 
Transfers (16) 

Investment Income 4 

Ending Balance $ 509 

The following valuation techniques were used to measure fair value assets in the table above on a recurring basis as of 
June 30, 20 I 3 and December 3 1, 20 12: 

Level I Fair Value Measurements: 

lnvestmenls- equity securilies- The fair values or these trading securi ties are recorded at fair value based on unadjusted 
quoted prices in active markets for identical securities. 

fnves/menls- olher- The fair val ues of these investments, comprised of money market and mutual funds , are recorded at 
fair value based on quoted net asset values of the shares. 
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Level 2 Fair Value Measurements: 

.1/urk-lo-markel energy asse/s and liabililies- These forward contracts are valued using market transactions in either the 
listed or over the counter ( .. OTC'') markets. 

Propane pul call op1ions The fair value of the propane put/ call options are detennined using market transactions for 
similar assets and liabilities in either the listed or OTC markets. 

Level 3 Fair Value Measurements: 

lnveslmems- guara/1/eed income fund-The fair values ofthese investments arc recorded at the contract value, which 
approximates their fair value. 

At June 30. 20 13, there were no non-tinancial assets or liabilities required to be reported at fair value. We review our 
non-linaneial assets for impairment at least on an annual basis, as required. 

Otlter Financial !Isseis and Liabilities 

Financial assets with carrying values approx imating fair value include cash and cash equivalents and accounts receivable. 
Financial liabilities with carrying values approximating fair value include accounts payable and other accrued liabilities 
and short-term debt. The fair value of cash and cash equivalents is measured using the comparable value in the active 
market and approximates its carr) ing value (Level I measurement). The fair value of short-term debt approximates the 
carr) ing value due to its short maturities and because interest rates approximate current market rates (Level 3 
measurement). 

At June 30, 2013, long-term debt. including the current maturities but excluding a capital lease obligation. had a carrying 
value of S 108.6 million. This compares to a fair value of$ 128.8 million, using a discounted cash flow methodology that 
incorporates a market interest rate based on published corporate borrowing rates for debt instruments with similar terms 
and average maturities. and with adjustments for duration, optionality, and risk prolile. At December 31. 2012, long-tem1 
debt, including the current maturities, had a carrying value of S II 0.1 million, compared to the estimated fair value of 
S 133.2 million. The valuation technique used to estimate the fair value of long-term debt would be considered a Level 3 
measurement. 
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14. Long-Term Debt 

Our outstanding long-term debt is shown below: 

Junr 30, Orrrmbtr 31, 

(m thousandr) 2013 2012 

FPU secured first mortgage bonds 1·' ' : 

9.57% bond, due Ma> I. 20 18 s s 5.444 
I 0.03% bond, due May I, 20 18 2,994 

9.08% bond, due June I, 2022 7,964 7,962 

Uncollateralizcd senior notes: 
7.83% note, due January I, 2015 4,000 4,000 

6.64% note, due October 31, 20 17 13,636 13 ,636 

5.50% note, due October 12, 2020 16,000 16.000 

5.93% note. due October 31, 2023 30,000 30.000 

5.68% note. due June 30. 2026 29,000 29.000 

6.43% note, due May 2, 2028 7,000 

Convertible debentures: 
8.25% due March I. 2014 870 942 

Promissory note 95 125 

Capital lease obligation 7,105 

Total long-term debt 115,670 110,103 

Less: current maturities (7,996) (8.196) 

Total long-term debt, net of current ma111rities s I 07,67-t s 101.907 

141 FPU secured first mortgage bond1· are guaranleed hy Chesapeake 

In June 2010. we entered into an agreement with Metropolitan Life Insurance Company and ew England Life Insurance 
Company to issue up to $36.0 million ofChesapeakc's unsecured senior notes. In June 2011, we issued $29.0 million of 
5.68 percent unsecured senior notes to permanently finance the redemption of two series ofFPU first mo11gage bonds in 
20 I 0. On May 2. 20 13, we issued an additional $7.0 million of 6.43 percent unsecured senior notes under the same 
agreement. These notes have similar covenants and defau lt provisions as the senior notes issued in June 20 II. We used 
these proceeds to redeem the 9.57 percent and l 0.03 percent series of FPU's first mortgage bonds in May 2013, prior to 
their respective maturi ties. The difference between the carrying value of those bonds and the amount paid at redemption 
totaling $93,000 was deferred as a regulatory asset. We arc amortizing this difference over the remaining terms of these 
bonds as adjustments to interest expense as al lowed by the Florida PSC. 
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15. hort-Term Debt 

On June 28, 2013. \\e entered into a $55.0 million committed unsecured. short-term credit facility with Bank of America, 
.. A .. which increases the total short-term loan capacity a\ailable from Bank of America. N.A. from $50.0 million to $75.0 
million. This facilit} replaces a $30.0 million committed unsecured. short-term credit facilit) which expired on June 28. 
2013. This new committed unsecured. short-term facility matures on June 27, 20 1-t. Borrowings under this new credit 
facility ''ill bear interest at a rate equal to LIB OR plus 125 basis points or Bank of America's Base Rate (as defined in the 
term note agreement) plus 125 basis points, with the form of interest rate selected at our discretion. Other terms and 
conditions of this facility are substantially the same as the former facility available from Bank of America, IA. We intend 
to utilize this credit faci lity for working capital needs. to temporarily fund capital expenditures and general corporate 
purposes. In addition to the $55.0 million, committed unsecured short-term credit facility, we have a $20.0 million 
uncommitted unsecured, shor1-term credit facility with Bank of America, N.A., which was also renewed on June 28, 2013. 
In addition to the Bank of America, N.A. facilities, Chesapeake has other short-term credit facilities with PNC Bank, N.A. 
total ing $90.0 million. $70.0 mill ion of which is committed and $20.0 million of wh ich is uncomm itted. 
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Item 2. Management's Discussion and Analysis of Financial Condition and llc ults of O perations 

t\lanagement ·s Discussion and Analysis of Financial Condition and Results of Operations is designed to provide a reader of the 
financial statements with a narrative report on our financial condition. results of operations and liquidity. This discussion and 
anal) sis should be read in conjunction with the attached unaudited condensed consolidated financial statements and notes thereto 
and our Annual Report on Form I 0-K for the) ear ended December 3 1, 2012. including the audited consolidated financial 
statements and notes thereto. 

afc Harbor for Forward-Looking tatcments 

We make statements in this Quarterly Report on Form I 0-Q that do not directly or exclusively relate to historical facts. Such 
statements arc ··forward-looking statements'' within the meaning of the Private Securities Litigation Reform Act of 1995. One can 
typically identify forward-looking statements by the use of forward-looking words, such as "project," "bel ieve,'' .. expect," 
"anticipate,'' "intend," ''plan,'' "estimate," .. continue; · •·potemial," ·•forecast" or other similar words, or future or cond itional verbs 
such as "may," .. wil l," .. shou ld," •·wou ld" or ·'could." These statements represent our intentions, plans, expectations, assumptions 
and bel iefs about future financial performance, business strategy, projected plans and objectives of the Company. These statements 
are subject to many risks, uncertainties and other important factors that could cause actual results to differ materially from those 
expressed in the forward-looking stillcments. Such factors include, but are not limited to: 

state and federal legislative and regulatory initiatives that al'fcct 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 '' ithin current estimates and whether the costs associated with such matters are adequately covered by 
insurance or recovered in rates; 

the loss of customers due to a government-mandated sale of our uti I it) distribution facilities; 

industrial, commercial and residential growth or contraction in our markets or service territories; 

the weather and other natural phenomena, including the economic, operational and other effects of hurricanes, 
icc storms and other damaging weather events: 

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 we have no control; 

changes in environmental and other laws and regulations to wh ich we are subject and environmental conditions 
of property that we now or may in the future own or operate; 

the results of financing efforts, including our ability to obtain financ ing on favorable terms, which can be 
affected by various factors. including cred it rat ings and general economic conditions; 

declines in the value of the pension plan assets and resultant cash funding requirements for our defined benefit 
pension plans; 

the creditworthiness of counterparties with which we are engaged in transactions; 

the extent of success in connecting natural gas and electric supplies to transmission systems and in expanding 
natural gas and electric markets: 

the effect of accounting pronouncements issued periodical!) b} 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 di,estiture plans. regulatory or 
other limitations imposed as a result of a merger, acquisition or divestiture, and the success of the business 
folio'' ing a merger, acquisition or divestiture; 

the ability to establish and maintain new key supply sources; 

the effect of spot, forward and future market prices on our distribution, wholesale marketing and energy trading 
businesses; 

the effect of competition on our businesses; 

the abi lity to construct faci lities at or below estimated costs; and 

http://www.scc.gov/ Archives/edgar/data/ 19745/000 1445305l3002075/cpk63020 13 1 0-q.h... II / ll/20 13 



CPK 6.30.2013 1 0-Q Page 53 of 10 1 

changes in technology affecting our advanced information services business. 
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In troduction 

We are a diversified ut ility company engaged, directly or through subsidiaries, in regulated energy businesses, unregulated energy 
businesses, and other unregulated businesses, including advanced information services. 

Our strategy is focused on growing earnings from a stable ut ility foundation and investing in related businesses and services that 
provide opportuni ties fo r returns greater than traditional utili ty returns. The key elements of th is 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 regulated energy distribution and transmission businesses into new geographic areas; 

providing additional services in our current and new service territories, including conversion opportunities; 

expanding the propane distribution business in existing and new markets through leveraging our community gas 
system services and our bulk delivery capabilities; 

expanding both our regulated energy and unregulated energy businesses through strategic acquisitions; 

util izing our expertise across our various businesses to improve overall perfo1mance; 

pursuing and executing new unregu lated energy opportunities that will complement our existing strategy and 
operating units; 

enhancing marketing channels to anract new customers; 

providing rei iable and responsive customer service to existing customers so they become our best promoters; 

empowering and energizing our employees at all levels to work in unison to achieve our strategy; 

engaging our local communities and government in a cooperative and mutually beneficial way; 

maintaining a capital structure that enables us to access capital as needed; 

maintaining a consistent and compet itive dividend for shareholders; and 

creating and maintaining a diversified customer base, energy portfolio and utility foundation. 

Due to the seasonality of our business. results for interim periods are not necessarily indicative of resu lts for the entire fisca l year. 
Revenue and earn ings are typically greater during the fi rst and fourth quarters, when consumption of energy is normally highest 
due to colder temperatures. 

The jC>/Iowing discussions, and those elsewhere in the document, on operating income and segment results include the use oft he 
1erm "gross margin.., Gross margin is determined by deducting the cost ofsalesfrom operming revenue. Cost of sales includes 
the purchased cost of natural gas. elecfricity and propane and the cost a,( 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 GAA P. We believe that gross margin, although a non-GAA P measure, is useful and meaningful to inves1ors as a basis for 
making invest men/ decisions. it provides investors with information that demonstrates the profitability achieved by the Company 
under its allowed rates for regulated energy operations and under its competitive pricing structure for unregulated natural gas 
marke1ing and propane disfribution operations. Our management uses gross margin in measuring our business units ' 
pe1jormanc·e and has historically analyzed and reported gross margin information publicly. Other companies may calculate gross 
margin in a different manner. 
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Results of Operations for the Three and Six Months Ended June 30, 2013 

Overview and Highlights 

Our net income for the quarter ended June 30, 2013 was $4.4 mill ion, or $0.45 per share (d iluted). This represents a decrease of 
$704,000, or $0.07 per share (diluted), compared to net income of$5.1 million, or $0.52 per share (di luted), as reported for the 
same quarter in 20 12. 

Increase 

For the T hree l\lonths Ended June 30, 2013 2012 (decn~ase) 

(tn tlrousancls except per share) 

Business Segment : 

Regulated Energy $ 8,619 $ 10,505 $ ( I ,886) 

Unregu lated Energy 447 (40 I) 848 

Other 86 35 1 (265) 

Operating Income 9,152 I 0,455 (I ,303) 
Other Income 24 153 (129) 
Interest Charges 2,016 2,24 I (225) 

Income Taxes 2,804 3,307 (503) 

Net Income $ 4,356 $ 5.060 $ (704) 

Eam ings Per Share of Com mon Stock 

Basic s 0.45 $ 0.53 $ (0.08) 

Di luted s 0.45 $ 0.52 $ (0.07) 

Key variances included: 

t>re-tax 'ct Eo~rnin gs 

(in lilouscmcls. excepl per shwe) Income Income Per Share 

Second Quarter of20 12 Repor1ed Results s 8,367 $ 5,060 $ 0.52 

Adjusting for unusual items: 

Contribution from New Acquisitions 150 90 0.0 1 

Non-recurring adjustment to accrued revenues in 20 12 (568) (344) (0.03) 

One-time sales tax expense associated with the ESG acqu isit ion (759) (459) (0.05) 

Weather impact 547 330 0.03 

(630) (383) (0.04) 

Increased (Decreased) Gross Margins: 

Natural gas growth 1, 149 693 0.07 

Higher propane re tail margins per gallon 1,154 698 0.07 

Propane wholesale marketing (770) (466) (0.05) 

1.533 925 0.09 

Increased Other Operating Expenses: 

Larger accrual for incentive bonuses (699) (423) (0.04) 

Increased adm inistrative costs (accounting, information technology and insurance) (42 1) (255) (0.03) 

Add itional investments in corporate resources to capitalize on future growth 
opportunities (263) ( 159) (0.02) 

(1.383) (837) (0.09) 

et Other Changes (727) (409) (0.03) 

Second Quarter of20 13 Reported Resu lts $ 7,160 $ 4,356 $ 0.45 
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Our results in the second quarter of 20 13 reflected a one-time sales tax expense of $759,000 related to the acquisition of the ESG 
assets. Our results in the second quarter of20 12 reflected a non-recurring increase in gross margin of $568,000 related to prior 
period accrued revenues. These two items resu lted in a quarter-over-quarter decrease in pre-tax income of $1.3 million ($803,000 
in net income, or $0.08 per share (diluted)). Absent these non-recurring adjustments, net income for the current quarter would have 
increased by $99,000. 

Our results also reflected add itional gross margin generated by: 

(a) new services and customer growth in our natural gas transmission and distribution operations as a result of major 
expansion initiatives completed in 2012 and 20 13; 

(b) new and additional transmission services to a Dover electric generation plant owned by NRG Energy Center Dover 
LLC ("NRG") and the PBF Energy Inc. ("PBF Energy") refinery in Delaware City, Delaware, which commenced in May 
2013; 

(c) residential, commercial and industrial natural gas distribution customer growth on the Delmarva Peninsula and in 
Florida; 

(d) strong retail propane margins per gallon during the second quarter of20 13, as a significant decrease in the average 
wholesale market price of propane lowered our cost of propane sales (retail margins remained strong through the second 
quarter of20 13, as a decline in our propane costs from lower propane wholesale prices outpaced the decline in retai l 
prices); and 

(e) temperatures on the Delmarva Peninsula returning to more normal levels during the second quarter of20 13, compared 
to the same quarter in 2012, resu lting in higher propane sales. 

These increases were offset by lower gross margin generated by Xeron, our propane wholesale marketing subsidiary, as lower 
volatility in wholesale propane prices resulted in fewer trading opportunities. 

Other operating expenses partially offset the gross margin increase as a result of: 

(a) increased accruals for incentive bonuses due to the timing of bonus recognition, increased participation in the bonus 
program and our financia l performance on a year-to-date basis; 

(b) increased costs associated with administrative functions, such as accounting, information technology and insurance; 
and 

(c) additional investments in corporate resources to further develop our capability to capitalize on future growth 
opportunities. 
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Our net income for the six months ended June 30, 2013 was $19.2 million or $1.99 per share (diluted). This represents an increase 
of $3.4 million, or $0.36 per share (diluted). compared to a net income of S 15 .8 million, or $1.63 per share (diluted), as reponed 
for the same period in 2012. 

I ncrrasr 

For lht Si\ ~lonlh' Endtd Junr 30, 2013 2012 (drcrrasr) 

(Ill thouscmtlf o'.\c~pt per slwrt•) 

Business cgmcnt: 
Regulated Energy $ 25,925 $ 25,303 $ 622 

Unregulated Energy 9,816 4,753 5,063 

Other (39) 472 (511) 

Operating In com c 35,702 30.528 5, 174 

Other I nco me 3 12 349 (37) 

Interest Charges 4,088 4.532 (444) 

Income Taxes 12,701 10.558 2,143 

Net Income $ 19,225 $ 15,787 $ 3.438 

Earnings Per hare of Comm on Stock 

Basic s 2.00 $ 1.65 $ 0.35 
Diluted s 1.99 s 1.63 s 0.36 

Key variances included: 

Prl'·la~ :-;rl Earning' 
(Ill thouscmds e\cept per .flmre) tncomt tncomt Pu hart 

Six months ended June 30, 2012 Reported Results $ 26,345 s 15.787 s 1.63 

Adjusting for unusual items: 
Contribution from New Acquisitions 216 129 0.01 

i on-recurring adjustment to accrued revenues in 20 12 ( 128) (77) (0.0 I) 

One-ti me sa les tax expense associated with the ESG acqu isition (759) (455) (0.05) 
Weather impact (due primarily to significantly warmer-than-normal weather in 2012) 3,739 2,240 0.23 

3,068 1,837 0. 18 

Increased (Decreased) Gross Margins: 

atural gas growth 2,725 1,632 0. 18 

ll ighcr propane retail margins per gallon 3,297 1,976 0.20 

Propane wholesale marketing (936) (561) (0.06) 

5.086 3,047 0.32 

Increased Other Operating Expenses: 
Larger accn1al for incentive bonuses ( 1,430) (857) (0.09) 

Increased administrative costs (accounting, information technolog) and insurance) (582) (349) (0.04) 

Additional investments in corporate resources to capitalize on future growth 
opponunities (712) (427) (0.04) 

(2,724) ( 1.633) (0.17) 

'et Other Changes 151 187 0.03 

Six months ended June 30, 2013 Reponed Results s 31.926 s 19,225 $ 1.99 
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Our results in the first six months of 20 13 reflected additional gross margin generated by: 

(a) temperatures on the Delmarva Peninsula returning to more normal levels during the firs I six months of 2013 
(primarily during the heating season), compared to the same period in 20 12; 

(b) new services and customer growth in the natural gas transmission and distribution operations as a result of major 
expansion in itiatives completed in 20 12 and 2013; 

(c) new and addit ional transmission services to the NRG Dover electric generation plant and the PBF Energy refinery in 
Delaware City, Delaware, which commenced in May 20 13; and 

(d) strong retai l propane margins per gallon through the first six months of20 13 due to the significant decrease in the 
average wholesale market price of propane. which lowered our cost of propane sales. 

These increases in gross margin were partially offset by: 

(a) decreased gross margins for our propane wholesale marketing subsidiary as lower price volatility during the current 
period resulted in lower-than-usual trading volume and profitabiliry; 

(b) increased accruals for incentive bonuses due to the timing of bonus recognition, increased participation in the bonus 
program and our financial performance on a year-to-dale basis; 

(c) a one-time sales tax expense related to the acquisition of the ESG assets in Maryland: 

(d) increased costs associated with administrative functions, such as accounting, information technology and insurance; 
and 

(e) add itional investments in corporate resources to further develop our capability to capitalize on future growth 
opportunities. 

Summary of Key factors 
The following is a summary of key factors affecting our businesses and their impacts on our results during the current and future 
periods. 

Growth 

New natural gas transmission services and growth in natural gas distribution customers generated $1.1 million and $2.7 million, 
respectively, in additional gross margin during the three and six months ended June 30, 2013. These growth initiatives are further 
explained in the fo llowing section. 

We continue to see growth in our natural gas businesses as a result of our strategic in itiatives over the past several years to expand 
our delivery of clean-burning, environmentally-friend ly natural gas to customers on the Delmarva Peninsula and in Florida. In 
2012 and 2013, we expanded natural gas transmission and distribution services in Sussex County, Delaware. Worcester County, 
Mal)11and, and Nassau County, Florida, where natural gas was not previously available. We also initiated natural gas transmission 
service in Cecil County, Maryland. \Ve continue to pursue several oppor1unities on the Delmarva Peninsu la to expand our 
transmission facilities to meet increased demand for natural gas by industrial customers, including electric power generation plants 
in Dover, Delaware and a refinery in Delaware City, Delaware. 

Major Service Expansions and Customer Growth Reflected in Results 

Expansion of natural gas transmission and distribution services in Sussex County, De laware, Cecil and Worcester Counties, 
Maryland, and Nassau County, Florida, which commenced during the period from March 20 12 to January 2013, generated 
additional gross margin of S 163,000 and $958,000 in the three and six months ended June 30, 2013, compared to the same periods 
in 2012, respectively. 

In May 2013, Eastern Shore commenced a new transmission service to the RG Dover electric generat ion plant. This new service. 
which generated $386,000 in add itional gross margin in the second quarter of 2013. is part of Eastern Shore's current system 
expansion to provide 13,440 Dts/d of firm transportation service to this plant. Eastern Shore and NRG entered into a precedent 
agreement in the first quarter of20 12. and Eastern Shore received necessary approval from the FERC in February 2013 to 
construct the new facilities required for this service. In advance of completion of the construction, which is anticipated in 
November 20 13, Eastern Shore began providing the service using existing system capacity in May 2013 under a short-term 
contract. Once the fac ilit ies are constructed for the NRG plant, the long-term service contracts will replace the short-term contract 
and generate $2.4 million to $2.8 million of annual gross margin. 
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A I so in May 20 13, Eastern Shore commenced additional services to the PBF Energy refinery located in Delaware City, Delaware. 
These new services, which generated $88,000 in gross margin in the second quarter of20 13, are also part of Eastern Shore's 
current system expansion to provide 15,000 Dts/d of finn transportation service to this existing customer. Eastern Shore and PBF 
Energy entered into a precedent agreement in the first quarter of20 12, and Eastern Shore received necessary approval from the 
FERC in March 20 13 to construct the new facilities required for this service. Once the additional facilities to serve the PBF Energy 
Delaware City refinery are constructed, the incremental service is expected to generate annual gross margin of$ 1.6 million. This 
long-term service contract with the PBF Energy will replace the I 0,000 Dts/d contract that expi red in November 2012. Eastern 
Shore provided additional interruptible service for the three and six months ended June 30, 20 I 3, which generated S 179,000 and 
$445,000, respectively, of additional gross margin. This interruptible service will be partially replaced by a short-term firm service 
contract for 5.000 Dts/d for the period from May to October 20 13, which will generate $264,000 of gross margin, and ultimately 
by a new long-term firm service contract for 15,000 Dts/d, commencing in December 2013 . 

The following table summarizes our major service expansions initiated in 2012 and 20 13 (dollars in thousands): 

PrOJCCt 

Sussex County, DF cxpans>on 

TranSmiSSIOn (lor southeastern part) I ,550 Dtsld"' 

D1stribuuon-Two lac1liues of an cx>sung customer m 
the southeastern pan of Sussex County "' 

Cecil County, MD expansiOn 

Transmission- 4,070 Dts/d''' 

Worcester County, MD expans1on 

Transmission - I ,450 Dts/d'' ' 

Nassau County, FL expansion 

TransmiSSIOn- A new lixcd annual rate serv1ce"' 

Serv1ce to RG's Dover, DE clectnc generat ion plant 

Short-term contract - 13,440 Dtsld"' 

TransmJSSJOll - 13,440 Dts/d '" 

PBF Energy's Delaware City, DE relinery expansion 

Short-term contract- 5,000 Dts/d''' 

Transm1ssion- 15,000 Dts/d '"f'"'' 

2012 margm 

Incremental margm m 2013 over 2012 

Total by Geographic Locauon of the PrOJCCt 

Delmarva Natural Gas D1stnbution 

Delmarva Natural Gas TransmiSSIOn 

Florida Natural Gas Transmission 

Date of New s~rv- ICC 

Mar-12 to May-12 

Mar-12toAug-12 

Nov-12 

Jun-12 to Jan-13 

Apr-12 

May-13 to Oct-13 

Starting in No1 -I J 

May-13 to Oct-13 

Slarung in Dec-13 

Q2 2013 
Margm 

$ 112 

48 

$ 160 

$ 220 

$ 98 

$ 333 

s 386 

$ 

$ 88 

$ 

$ 1,285 

$ 648 

$ 637 

$ 48 

904 

333 

$ 1,285 

YTD 2013 Estimated 
Margm 2013 Margin 

s 223 $ 446 

10 1 151 

$ 324 $ 597 

$ 441 $ 882 

$ 195 $ 391 

$ 665 $ 1,300 

s 386 $ 1,158 

$ $400 to$467 

$ 88 s 264 

$ $ 133 

$ 2,099 $5,12510$5,192 

$ 667 $ 2,197 

$ 1,432 $2.928 to $2.995 

$ 101 s 151 

1,333 $3,674 to $3,741 

665 1.300 

$ 2,099 $5,125 to $5, 192 

Estimated 
1\nnuahzed 

Margm 

$ 446 

154 

$ 600 

$ 882 

$ 391 

$ 1.300 

$ 

$2,400 to $2.SOO 

$ 

1,600 

$7,173 to $7,573 

$ 154 

$5,719 to$6, 119 

1,300 

$7.173 to $7.573 

"'These serv1ccs generated $96,000 and $111 ,000 m gross margm lor th~ three and s>x months ended June 30, 2012, respectively. These semces also generated 
$334,000 111 gross marg1n lor the year ended December 31 , 20 r 2 
'" 1l1csc scrvJccs generated $16,000 and $20,000 111 gross margm for the three and SIX months ended June 30, 2012, respectively .These servJccs also generated 
$89,000 m gross margin lor lhc year ended December 31 , 2012 
''' These serv1ccs generated $147,000 111 gross margin for the year ended December 31 , 2012. 
'"These services generated $ 10,000 111 gross margin lor the three and six months end~d June 30, 2012. These services also generated $90,000 in gross margin for 
the year ended December 31. 2012 
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''' These scrv1ces generated $526.000 in gross margin for the three and s1x rnomhs ended June 30, 2012.Thcse scrv1ces also generated $1.5 million m gross margin 
for the year ended December 31, 2012. 
''' Prror to commcncmg the new service usmg new tacihllcs, Eastem Shore agreed to provide a short·term scrv1ec utilizing the cxlsung system capac tty from May 
2013 to October 2013 During the thret· and s1x months ended J un~ 30. 2013, Eastern Shore prov1dcd intcrrupttble scrv1ce to the Delaware City Rclincry thJt 
generated $179,000 and $445,000, m addi11onal gross marg1n, respectively 
'"A precedcm agreement has been entered into by the parues for these scrv1ccs The figures provided represent the esumatcd gross margm pursuant to the 
respecllve precedent agreement. A firm transportatton scrv1cc agreement will be entered into by the pantcs upon smisfymg cenam condlllons 
,., This contract IS expected to replace the 10,000 Dtsld contrJct with annualized gross margm ot'$1 .1 million, wh1ch exp1red 111 November 2012 

In addition to these service expansions, our natural gas distri bution operations on the Delmarva Peninsula and in Florida have 
generated $493,000 and $ 1.1 million in additional gross margin in the three and six months ended June 30,20 13. respectively, 
compared to the same periods in 20 12, due to increases in the nu mber of residential, commercial and industrial customers served. 
These increases are due primarily to a two percent increase in residential customers on the Delmarva Peninsula. excluding the 
impact of the acquisition in Worcester County, Maryland, and increases in commercial and industrial customers in Florida. 

Future Major Expansion Initiatives and Opporwnities 

Peninsula Pipeline, our intrastate natural gas transmission subsidiary, entered into a firm transportation agreement in Florida with 
an unaffi liated utility, which will generate estimated annual gross margin of approximately $840,000. This service is expected to 
commence in the third quarter of 2013 upon completion oft he construction of a new natural gas transmission pipeline. 

In June 2013, Eastern Shore filed an application with the FERC seeking approval to construct a pipel ine lateral to the electric 
power plant owned by Calpine and under construction in Dover, Delaware. Eastern Shore and Calpine entered into a precedent 
agreement in February 20 13 for this expansion of facilit ies and service. Upon obtaining approval from the FERC and completing 
construction of the required facilities , this new service is expected to generate annual gross margin of approximately $ 1.2 million 
to S 1.8 million. The new faci lities include approximately 5.5 miles of lateral pipel ine and metering facilities and extend from 
Eastern Shore's mainline. The construction of this lateral will not increase the overall capacity of our mainline system. Service is 
projected to commence in October 20 I 4 although this is dependent upon the timing of the necessary regulatory approval. 

The following table summarizes our future major expans ion in itiatives and opportunities with executed contracts (dol lars in 
thousands): 

.. , 
'" 

Project 

Service to an unaffiliated Florida utility 01 

Service to Calpine's Dover. DE proposed electric generation 
plant 

Transmission - 55.200 Dts/d <ll 

Eswnatcd Date of New 
Servtcc 

Starting in Aug-13 

Starting in Jan- l 5 

Estimated annual margin is based on a fixed monthly reservation charge agreed to by the ctt$tOrncr. 

$ 

s 
$ 

Estimated 
Estunated Annual1zed 

2013 Margin Margtn 

350 $ 840 

$1,200 to $1,800 

350 $2,040 to $2,640 

A precedent agreement has been entered mto by the partt~s lor these servtces These services requtre constn1Ct1on of a lateral pi pel me from our mainltne 
to this facility The construction of this lateral will not increase the overall capacity of our mamlinc system. The cswnatcd gross margin IS based upon 
the precedent agreement. A linn transportatiOn servtce agrc<:mcnt w1ll be entered into by the pan1es upon sausfymg ccrtmn conditiOns 

As we expand our natural gas service to new areas, initially through transmission and distr ibution service to large industrial 
customers, our natural gas distr ibution operations continue to pursue additional opportunities to provide service to residential and 
other commercial and industrial customers in those areas. In an effort to increase the availability of natural gas within Delaware, 
we filed an application with the Delaware PSC in June 20 12 to add several natural gas expansion service offerings. These 
offerings include a monthly fixed charge in lieu ofupfront contributions from customers to extend the distr ibution system and 
optional service offerings to assist customers in the process of converting to natural gas. The goal of these new offerings is to meet 
the energy needs of residents, communities and businesses throughout our service territory, including areas of southeastern Sussex 
Coumy. We expect the Delaware PSC to render a final decision by September 20 l 3. 
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Acquisition 

In late May 2013. we completed the purchase of the operating assets of ESG. Approximately 11.000 residential and commercial 
underground propane distribution system custOmers acquired in this transaction arc no\\ being served by Sandpiper under the tariff 
appro' ed b) the !aryl and PSC. \\'e are evaluating the potential conversion of some of these systems to natural gas and will 
pursue such eom·ersion \\here it is both feasible and economical. This acquisi tion is expected to be accretive to earnings per share 
in the first full year of operations. We generated $538,000 in additional gross margin and incurred $463.000 in other operating 
expenses for the three and six months ended June 30. 2013. 

Investing in Groll'th 

We continue to expand our resources and capabilities to support growth. Our Delmarva natural gas distribution operation is in the 
early stages of natural gas distribution expansions in Sussex County, Delaware, and Worcester and Cecil Counties, Maryland. 
These expansions will require not only the construction or conversion of distribution fac ilities, but also the conversion of 
residential customers' appliances or equipment. We have begun the process of reorganizing our Delmarva natural gas distribution 
operation and expect to increase our sta ffing to support these expansions. Eastern Shore is currently working on construction of 
new faci lities to provide additional services to NRG and the Delaware City Refinery as wel l as developi ng other opportunities to 
further expand its transmission system. As Eastern Shore continues to expand its facil ities and service, Eastern Shore also expects 
to increase its staffing. Finally, to increase our overall capabilities to move growth initiatives forward and to assist in developing 
addi tional strategic initiatives for sustained future growth. resources have been. and '' ill continue to be, added in several key 
functional areas, including. but not limited to. Human Resources, Communications and Strategic Business Development. We 
expect to make additional investments in corporate resources to further de, clop our capability to capitalize on future growth 
opportunities. 

Weather ami Consumption 

Weather affects customer energy consumption, especially the consumption b) residential and commercial customers during the 
peak heating and cooling seasons. ~atural gas, electricity and propane are all used for heating in our service territories, and we use 
heating degree-da) s ("'IDD") to analyze the weather impact. Only electricity is used for cooling and we use cooling degree-days 
("COD") to analy7c the weather impact. A degree-day is the measure of the variation in the weather based on the extent to which 
the average daily temperature (from I 0:00am to I 0:00am) falls above or below 65 degrees Fahrenheit. Each degree of 
temperature above or below 65 degrees Fahrenheit is counted as one CDD or one IIDD. We usc 1 0-year historical averages to 
define "normal" weather for this analysis. 

Weather was not a significant factor in the second quar1er. For the six months ended June 30. 20 13, temperatures on the Delmarva 
Peninsula and in Florida returned to more normal levels and generated $3.7 million of addit ional gross margin due to higher 
energy consumption. Temperatures on the Delmarva Peninsula and in Florida in the first six months of20 1 J were 26 percent (60 1 
IIDD) and 40 percent ( 140 li DO), respectively, colder than the same period in 20 12. 

Propane Pricel· 

Propane prices affect both retail and wholesale marketing margins. Our propane distribution operation usuall) benefits from rising 
propane prices by sel ling propane to its custOmers based upon higher wholesale prices, while its average cost of inventory trails 
behind. Retail prices general!} take into account replacement cost, along with other factors, such as competition and market 
conditions. When wholesale prices (replacement costs) increase. retail prices general!} increase, and our margins expand until the 
current wholesale price is fully reflected in the average cost ofinvcntory. The opposite occurs \\hen wholesale propane prices 
decline. 

Our propane distribution operation generated additional gross margins of S 1.2 million and $3.3 million during the first three and 
six months of20 13, compared to the same periods in 2012. respective!), due to higher retail margins per gallon. Retail margins 
remained strong through the first six months of 2013, as the 25-percent decline in our propane costs from lower propane wholesale 
prices in late 2012 and early 20 13 outpaced the slight decline in retail prices. The propane retail price per gallon is subject to 
various market conditions. including competition with other propane suppliers and the availability and price of alternative energy 
sources, and may fluctuate based on changes in demand. supply and other energy commodity prices. 

Xeron, our propane wholesale marketing subsidiary, benefits from price volatility in the propane wholesale market by entering 
into trading transactions. Xcron experienced a decrease in gross margin of $770,000 and $936,000 for the three and six months 
ended June 30, 20 13, respectively, compared to the same periods in 20 12. Lower propane wholesale price volatility during the 
current periods resu lted in lower-than-usual trading volume and profitability. 
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Regulated EMrgy 

For the quarter ended June 30,2013 compar·ed to 2012 

ln rrr~t 

For thr Thrtt :\lonth' Endrd .lunr 30, 2013 2012 (drr rtase) 

(m tltou.raml f <'I'C'I!PI degree-c/(11 and customer informal/oil) 

Revenue s 55,216 s 55.553 s (337) 

Cost of sales 22, 11 5 23,433 ( I ,3 18) 

Gross margin 33, 101 32, 120 98 1 
Operations & maintenance 16,683 14,872 I ,8 11 

Depreciation & amortization -1,897 4.920 (23) 

Other taxes 2,902 1,823 1,079 

Other operating expenses 24,482 21,615 2,867 

Operating Income s 8,6 19 s 10,505 s (1,886) 

Weather and Customer Analysis 
Delmarva Peninsula 

HDD: 

Actual -190 416 74 

I 0-year average -173 -176 (3) 

Estimated gross margin per HDD 1,7 12 s 2,064 s (352) 

Per residential customer added: 
Estimated gross margin s 375 s 375 s 
Estimated other operating expenses s 116 s 113 s 3 

Florida 

II DD: 

Actual 19 12 7 

I 0-year average 29 28 

Cooling degree-days: 
Actual 865 960 (95) 

I 0-year average 911 914 (3) 

Residential Customt-r Information 
A vcrage number of customers: 

Delmarva natural gas distribution 60,58 1 ..J9A45 11.136 

Florida natural gas distribution 63,530 62.482 1.048 

Florida electric distribution 23,835 23,670 165 

Total 147,9-16 135,597 12.349 

Operating income for the regulated energy segment for the three months ended June 30, 201 3 was $8.6 million. a decrease of$1.9 
mill ion, or 18 percent, compared to the same quarter in 20 12. An increase in gross margin of $981 ,000 was offset by an increase in 
other operating expenses of $2.9 million. 
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Gross ,\/cu·gin 

Gross margin for our regulated energy segment increased b} $981,000. or three percent, in the second quarter of20 13, compared 
to the same quarter in 2012. Items contributing to the quarter-over-quarter increase in gross margin are listed in the following 
table: 

( Ill thOIIJlllldf) 

Gross margin for the three months ended June 30. 2012 
Factors contributing to the gross margin increase for the three months ended June 30, 2013: 

Customer growth 
rlorida natural gas accrued revenue adjustment- recorded in 20 12 
Decreased customer consumption - weather and other 

Other 

Gross margin for the three months ended June 30, 20 13 

Customer Growth 

Increased gross margin from customer growth is due primarily to the following: 

s 32.120 

1.689 

(568) 

(224) 

84 

s 33,101 

$474.000 from Eastern Shore's short-term services- Eastern Shore generated additional gross margins of$386.000 and 
$88,000 from short-term services to NRG and Delaware City Refinery. respectivcl}, which commenced in May 2013. 
These interim services are utilizing existing system capacit) and will be replaced with long-term firm transportation 
services when ne" expansion facilities are completed in the fourth quarter of20 13. 

$538,000 from andpiper's gross margin - In late lay 20 13 upon completion of the purchase of the ESG operating assets, 
Sandpiper, our new subsidiary, began providing service to approximate!} 11,000 propane underground distribution 
system customers in Worcester County, Maryland under the ne\\ tari fi approved by the Maryland PSC. Sandpiper 
generated $538,000 of gross margin in the second quarter of 2013 . 

$356.000 from major expansion initiatives- Major expansion initiatives completed in 2012 and 2013 in Sussex County, 
Delaware and Worcester and Cecil Counties, Maryland generated $356,000 in additional gross margin in the second 
quarter of20 13, compared to the same quarter in 20 12. 

$354,000 from Florida customer growth- Our Florida natural gas distribution operation generated $354,000 of additiona l 
gross margin in the second quarter of20 13, compared to the same quarter in 20 12, due prim arily to growth in commercial 
and industrial customers. 

$139,000 from Delmarva customer growth - A two-percent growth in residential customer and other growth in 
commerc ial and industrial customers in our Delmarva natural gas distribution operation generated S 139,000 of additional 
gross margin in the second quarter of20 13. compared to the same quarter in 2012. 

Partially offsetting the above increases was a decrease of$193.000 in gross margin generated b) Peninsula Pipeline due to 
additional transportation costs incurred to serve Nassau County, Florida. Peninsula Pipeline began its service to 'assau County in 
April 2012, using compressed natural gas while a new pipeline was being constructed. The new pipeline was completed and 
placed in service in December 2012. Upon completion of the ne,.,. pipeline, Peninsula Pipeline began to incur approximately 
$800,000 in annual transportation costs. which reduced its gross margin. 

Florida .\'utural Gas . lccnred Re1•emre . ldjustmem 

In the second quarter of 20 12, "e recorded a $568,000 adjustment to increase Florida natural gas accrued revenues. This 
adjustment was related to accrued revenues in the first quarter of20 12 ($444,000) and the period prior to 2012 (S 128,000). 

Decreased C'ustomerC'onsumption Wear her and Other 

Lower customer consumption of natural gas and electricity due to weather and other factors decreased gross margin by $224,000. 
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Other Operating F.xpemes 

Other operating expenses for the regulated energy segment increased b) $2.9 million, or 13 percent, in the second quarter of20 13, 
compared to the same quarter in 2012. Included in other operating expenses for the second quarter of20 13 were: (a) a one-time 
sales tax expense of $759,000 related to the purchase of the ESG operating assets: (b) $463,000 in other operating expenses 
associated "ith Sandpiper's operations: (c) an increase of $685.000 in the accrual for incentive bonuses as a result of the timing of 
bonus recognition, increased participation in rhe bonus program and our financial performance on a year-to-date basis; (b) 
$395 ,000 in increased administrative costs, such as accounting, information technology and insurance costs; and (c) $30 I ,000 in 
additional investment in corporate resources to further develop our capability to capitalize on future growth opportunities. 

For the si~ months ended .June 30, 2013 com pared to 2012 
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Operating income fo r the regu lated energy segment for the six months ended June 30, 20 13 was $25.9 million, an increase of 
$622,000, or two percent, compared to the same period in 2012. An increase in gross margin of $4.3 million was partially offset by 
an increase in other operating expenses of$3.7 million. 

Gross Margin 

Gross margin for our regu lated energy segment increased by $4.3 million. or six percent. for the six months ended June 30, 20 13. 
compared to the same period in 20 12. Items contributing to the quarter-over-quarter increase in gross margin are listed in the 
fol lowing table: 

(m thousands) 

Gross margin for the six months ended June 30,2012 

Factors contributing to the gross margin increase for the six months ended June 30, 2013: 
Customer growth 

Increased customer consumption- weather and other 

Florida natural gas accrued revenue adjustment -recorded in 20 12 

Other 

Gross margin for the six months ended June 30, 20 13 

Cus/omer Growth 

Increased gross margin from customer growth is due primarily to the following: 

$ 

$ 

68,744 

3,264 

932 

( 128) 

240 

73,052 

$958,000 from major expansion initiatives- Major expansion initiatives completed in 20 12 and 2013 in Sussex County, 
Delaware; Worcester and Cecil Counties. Maryland; and Nassau County, Florida generated $958,000 in additional gross 
margin in the first six months of2013. 

$810,000 from Florida customer growth- Our Florida natural gas distribution operation generated $810,000 of add itional 
gross margin in the fi rst six months of20 13, compared to the same period in 2012, due primarily to a three-percent 
growth in commercial and industrial customers. 

$474,000 from Eastern Shore's short-term services - Eastern Shore generated add itional margins of$386,000 and $88,000 
from short-term services with NRG and Delaware City Refinery. respectively, which commenced in May 2013. These 
interim services arc utilizing existing system capacity and wi ll be replaced with long-term finn transportation services 
when new expansion faci lities arc completed in the fourth quarter of20 13. 

$538,000 from Sandpiper's gross margin- In late May 2013 upon completion of the purchase of the ESG operating assets, 
Sandpiper, our new subsidiary, began provid ing service to approximately II ,000 propane underground distribution 
system customers in Worcester County, Maryland under the new tariff approved by the Maryland PSC. Sandpiper 
generated $538,000 of gross margin in the second quarter of 2013. 

$329,000 from Delmarva customer growth - A two-percent residential customer growth and other growth in commercial 
and industrial customers in our Delmarva natural gas distribution operation generated $329,000 of additional gross 
margin in the first six months of 2013 , compared to the same period in 2012. 

$154,000 from Eastem Shore's other increases- Eastern Shore generated $ 154.000 in additional gross margin as a result 
of increased transmission service commenced in late 2012 and increased interruptible service during the current period. 
net of an expired contract in late 2012. 

Increased Customer Consumption- Weal her and Other 

Higher customer consumption. due to temperatures on the Delmarva Peninsula and in Florida returning to more normal levels 
during the first half of 2013 generated increased gross margin of approximately $1.0 mi llion. HDD increased by 60 1. or 26 
percent, on the Delmarva Pen insula and 140, or 40 percent, in Florida during the fi rst half of20 13, compared to the same period in 
2012. 
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Other Operatmg !·~·memes 

Other operating expenses for the regulated energy segment increased b) $3.7 million, or eight percent, in the first six months of 
2013. compared to the same period in 2012. Included in other operating expenses for the si:-. months ended June 30, 2013 were: (a) 
a one-time sales tax expense of$759,000 related to the purchase of the ESG operating assets; (b) $463,000 in other operating 
expenses associated with Sandpiper's operation: (c) an increase of $917.000 in the accrual for incentive bonuses as a result of the 
timing of bonus recognition, increased panicipation in the bonus program and our financial performance on a year-to-date basis; 
(d) $616,000 in increased administrative support costs, such as accounting, information technology and insurance costs; and (e) 
$699,000 in additional investment in corporate resources to further develop our capability to capitalize on future growth 
oppor1unities. 

nrcgulated Energy 

For the quarter ended June 30,20 13 compared to 2012 

Increase 

For lhr Thrtt \tonlh' Endrd .lunr 30, 2013 2012 (dec rease) 

(m thou.swul.s. l'XCt!pt de.rt.rce-da) data) 

Revenue 36,025 s 25.176 s 10,849 

Cost of sales 27,934 18,887 9.047 

Gross margin 8,091 6.289 1.802 

Operations & maintenance 6,3 19 5,535 784 

Depreciation & amortization 967 854 113 

Other taxes 358 301 57 

Other operating expenses 7,6.u 6,690 954 

Operating Income $ 447 s (401) s 848 

Weather Analysis-Delmarva Peninsula 

Actual liDO 490 416 74 

I 0-year average IIDD 473 476 (3) 

Estimated gross margin per liDO $ 2,882 $ 2,869 $ 13 

Operating income for the unregu lated energy segment for the second quarter of20 13 was $447,000, an increase of $848,000, 
compared to an operating loss of$40 1,000 in the same quarter in 20 12. An increase in gross margin of $1.8 million was partially 
offset by an increase in other operating expenses of $954,000. 

Cross ,\fargin 

Gross margin for our unregulated energy segment increased by S 1.8 million, or 29 percent, in the second quarter of20 13. 
compared to the same quarter in 2012. Items contributing to the quaner-O\ er-quaner increase in gross margin are listed in the 
folio" ing table: 
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(111 thousands) 

Gross margin for the three months ended June 30. 2012 
Factors contributing to the gross margin increase for the three months ended June 30, 2013: 

Increase in retail margins per gallon 
Increased customer consumption- weather and other 
Decreased margins from propane wholesale marketing 

Other 
Gross margin for the three months ended June 30. 2013 
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s 

s 

6,289 

1,154 

816 

(770) 

602 

8,091 
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Increase in Retail .\fargins per Gallon 

Higher retai l margins per gallon for our Delmarva propane distribution operation generated $1.3 million of additional gross margin 
in the second quarter of20 13, compared to the same quarter in 2012, pat1ially offset by lower margins per gallon of $98,000 for 
our Florida propane distribution operation. Retail margins in the Delmarva Peninsula have rema ined strong through the second 
quarter of20 13. as the 25-percent decline in propane inventory costs from lower propane wholesale prices in late 20 12 and early 
2013 outpaced the slight decline in retai l prices. The propane retail price per gallon is subject to various market conditions. 
including competition \.vith other propane suppl iers and the avai labi lity and price of alternative energy sources, and may fluctuate 
based on changes in demand, supply and other energy commodity prices. 

Increased Customer Conswnption- ll'ealher and Other 

Increased gross margin from higher customer consumption is due primarily to the fol lowing: 

$680,000 from increased weather-related consumption - Temperatures on the Delmarva Peninsula returning to more 
normal levels during the second quarter of 20 13 increased gross margin by $680.000. 

$275,000 from lower non-weather-related consumption -Gross margin decreased by $275.000 as a resu lt of lower 
customer consumption due to the timing of del iveries to bulk-delivery customers on the Delmarva Peninsula, and a 
decline in non-weather-related consumption by Florida customers in the second quarter of 2013, compared to the same 
quarter in 2012. 

$34 1,000 from increased sa les due to the Glades acquisition - As a result of the acquisition of the operating assets of 
Glades in February 2013, our Florida propane distribution operation added 3,000 residential and commercial propane 
customers and generated $34 1 ,000 of additional gross margin during the second quarter of 20 13. 

$70,000 from higher wholesale sales - An increase in wholesale propane sales generated $70,000 of additional gross 
margin in the second quarter of20 13, compared to the same quarter in 2012. 

Decreased Marginsji'om the Propane Wholesale .\farketing Operation 

Xeron. our propane wholesale marketing operation, experienced a decrease in gross margin of $770,000 in the second quarter of 
2013 compared to the same quarter in 20 12 as a result of a decrease in trading activity and lower margins in executed trades. 
Xeron executed trades with lower margins due primarily to lower price volati lity in the wholesale propane market during the 
current quarter compared to the same quarter in 2012. 

Other 

Increased margin from other factors is primarily anributable to the acquisition of the operating assets of Austin Cox in June 20 13, 
which generated $23 7,000 in gross margin, and an increase in margin of $ 1 18,000 and $252,000, from merchandise sales and 
miscellaneous fees , respectively. 

Other Operating Expenses 

Other operating expenses for the unregulated energy segment increased by $954,000, or 14 percent. in the second qua tier of20 13, 
compared to the same quarter in 2012. due primari ly to addi tional expenses associated with serving the customers acquired from 
Glades and Austin Cox Home Services as well as a higher accrual for incentive bonuses as a result of the strong 20 13 year-to-date 
financia l performance of the unregulated energy segment and increased costs related to propane tank and vehicle maintenance 
activities. 

http://www.sec.gov/ Arch ives/edgar/data/19745/000 144530513002075/cpk63020 131 0-q.h... 11 II 1/2013 



CPK 6.30.2013 I 0-Q Page 79 of 1 0 I 

- 45 

http://www.sec.gov/ Archives/edgarldata/19745/000 144530513002075/cpk63020 131 0-q.h... 11/11 /20 13 



CPK 6.30.20 13 10-Q Page 80 of 10 1 
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For the six months ended June 30,2013 compared to 2012 

ln rreasr 

For I he Six ,\lonths £nded .June 30. 2013 2012 (decrease) 

(i11 thousands. except degree-day data} 

Revenue s 91,016 $ 70.063 $ 20,953 
Cost of sales 65,741 51,612 14,129 

Gross margin 25,275 I 8,451 6,824 
Operations & maintenance 12,706 11,2 18 1,488 
Depreciation & amortization 1,867 1,692 175 
Other taxes 886 788 98 
Other operating expenses 15,459 13,698 I ,761 
Operating Income s 9,8 16 s 4,753 $ 5,063 

Weather Analysis-Delmarva Peninsula 

Actual HDD 2,897 2,296 601 
I 0-year average HOD 2,850 2,852 (2) 

Estimated gross margin per HDD $ 2,882 $ 2,869 $ 13 

Operating income for the unregulated energy segment for the six months ended June 30,20 13 was $9.8 million, an increase of 
$5.1 million , or 107 percent, compared to the same period in 20 12. An increase in gross margin of$6.8 million was partially offset 
by an increase in other operating expenses of $ 1.8 mil lion . 

Gross Margin 

Gross margin for our unregulated energy segment increased by $6.8 million, or 37 percent. in the first six months of 2013, 
compared to the same period in 2012. Items contributing to the period-over-period increase in gross margin are listed in the 
following table: 

(m thousands) 

Gross margin for the six months ended June 30. 2012 

Factors contributing to the gross margin increase for the six months ended June 30. 2013: 

Increased customer consumption- weather and other 

Increase in retail margins per gallon 

Decreased propane wholesale marketing margins 

Other 

Gross margin for the six months ended June 30, 20 13 

Increased Customer Consumption- Weather and Other 

Increased gross margin from higher customer consumption is due primarily to the following: 

$ 

$ 

18,451 

3,669 

3,297 

(936) 
794 

25,275 

$2.7 mi ll ion from increased weather-related consumption- Temperatures on the Delmarva Peninsula and in Florida that 
returned to more normal levels during the first six months of20 13 , compared to the same period in 2012, increased gross 
margin by $2.7 million. 

$561,000 from additional gross margin from the Glades acqu isition - As a result of the acquisition of the operating assets 
of Glades in February 20 13, our Florida propane distribution operation added 3,000 residential and commercial propane 
customers and generated $561 ,000 of additional gross margin. 

$270,000 from higher wholesale sales- An increase in wholesale propane sales generated $270.000 of additional gross 
margin in the first six months of20 I 3, compared to the same period in 2012. 
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Increase in Retail Margins per Gallon 

Higher retail margins per gallon in the Delmarva and Florida propane distribution operations generated $3.1 million and $202,000 
respectively, of additional gross margin in the first six months of20 13, compared to the same period in 2012. Retail margins 
remained strong through the first six months of20 13, as the 25-percent decline in propane inventory costs from lower propane 
wholesale prices in late 2012 and early 2013 outpaced the slight decline in retai l prices. The propane retail price per gallon is 
subject to various market conditions. including competition with other propane suppliers and the availability and price of 
alternative energy sources, and may nuctuate based on changes in demand. supply and other energy commodity prices. 

Decreased /'vlargins from the Propane Wholesale Marketing Operation 

Xeron, our propane wholesale marketing operation, experienced a decrease in gross margin of $936,000 in the first six months of 
2013 compared to the same period in 2012, as a resu lt of a 19-percent decreased trading activity and lower margins on executed 
trades. Lower margins in executed trades as a result of low price volatility in the wholesale propane market, and a decrease in 
trad ing volume reduced Xeron's gross margin in the first six months of20 13 compared to the same period in 2012. 

Other 

Increased margins from other factors is primari ly attributable to the acquisition of the operating assets of Austin Cox in June 20 13, 
wh ich generated $237,000 in gross margin, and an increase in margin of $196,000 and $487,000, from merchandise sales and 
miscellaneous fees. respectively. 

Other Operating Expenses 

Other operating expenses for the unregu lated energy segment increased by S 1.8 million, or 13 percent, in the first six months of 
2013, compared to the same period in 2012, due primarily to additional expenses associated with serving the new Glades 
customers, an increase in the accrual for incentive bonuses as a result of the strong 2013 year-to-date financial performance of the 
unregulated energy segment and increased costs related to propane tank and vehicle maintenance activities. 

Other 

Fo r the qua rter ended Jun e 30,2013 compared to 20 12 

Increase 

For the Thr·ee Months Ended June 30, 1013 2011 (decrrase) 

(111 thousands) 

Revenue s 2,905 $ 3,168 $ (263) 

Cost of sales 839 974 ( 135) 

Gross margin 2,066 2,194 ( 128) 

Operations & maintenance 1,640 1,522 118 

Depreciation & amortization 113 Ill 2 

Other taxes 227 210 17 

Other operating expenses 1,980 1,843 137 

Operating Income- Other $ 86 s 351 s (265) 

Operating income for our "other" segment, which is comprised primarily of BravePoi nt •, Inc. ('' BravePoint"), our advanced 
information services subs idiary, decreased by $265.000 or 75 percent in the second quarter of20 13 compared to the same quarter 
in 2012, which was attributable to a gross margin decrease of$128 ,000 and an operating expenses increase of$137,000. 
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For the si~ months ended .June 30.2013 compared to 2012 

Incrust 

Fortht i\ \ Iouth' £ndtd June 30, 2013 2012 (dtcr rast} 

( Ill tltOI/SIIIItf~) 

Revenue s 7,075 s 6,899 s 176 
Cost of sales 3, 120 2,841 279 

Gross margin 3,955 4,058 ( I 03) 

Operations & maintenance 3,262 2,917 345 

Depreciation & amortization 224 224 
Other taxes 508 445 63 

Other operating expenses 3,994 3,586 408 

Operating Income- Other $ (39) $ 472 s (511) 

The "other" segment reported an operating loss of $39,000 through the lirst six months of 2013, compared to operating income of 
$472,000 through the same period in 20 12. The decrease in operating income was allributable to a gross margin decrease of 
$90.000 and an increase of $428,000 in other operating expenses for Brave Point. lligher payroll and related costs contributed to 
BravePoint's increased other operating expenses. 

Interest Charges 

For the quarter ended .June 30,2013 compared to 2012 

Interest charges for the three months ended June 30, 20 I 3 decreased by approximatcl) $225,000, or I 0 percent, compared to the 
same quarter in 20 I 2. The decrease in interest charges is auributable primarily to decreases of S 161,000 in other long-tem1 interest 
expense due to scheduled repayments and S I 63,000 in interest on deposits from FPU's customers due to a lower interest rate on 
those deposits. These decreases were partially offset by an increase of $99,000 in short-term interest expense due to higher 
borrowings in 20 13. 

For the six months ended Ju ne 30,20 13 compa red to 2012 

Interest charges for the six months ended June 30, 20 13 decreased by approx imately $444 ,000, or I 0 percent, compared to the 
same period in 20 12. The decrease in interest charges is auributable primarily to decreases of $3 12,000 in other long-term interest 
expense due to scheduled repayments and $3 I 8,000 in interest on deposits from FPU's customers due to a lower interest rate on 
those deposits. These decreases were partially offset by an increase of S I 87,000 in short-term interest expense due to higher 
borrowings in 20 13. 

In come Taxes 

For the quarter ended June 30.20 13 compared to 2012 

Income tax expense \\aS $2.8 million in the second quarter of2013. compared to $3.3 million in the same quarter in1012. The 
decrease in income tax expense was due to lO\\er taxable income. Our effective income ta.>. rate was 39.2 percent and 39.5 percent 
for the second quarters of101 3 and 1011, respectively. 

For the si~ months ended June 30,2013 compared to 2012 

Income tax expense was $11.7 mi II ion through the lirst six months of 20 13. compared to $10.6 mill ion for the same period in 
2012. The increase in income tax expense was due to higher taxable income. Our effective income tax rate was 39.8 percent and 
40.1 percent for the lirst six months of20 13 and 2012. respectively. 

- 48 

http://www.sec.gov/ /\rchives/edgar/data/19745/000 1445305 13002075/cpk63020 131 0-q.h ... I I / 11 /20 13 



CPK 6.30.2013 1 0-Q Page 85 of 101 

http://www.sec.gov/ Archives/edgar/data/19745/000 144530513002075/cpk63020 131 0-q.h... II Ill /2013 



CPK 6.30.20 13 I 0-Q Page 86 of I 0 1 

Ta ble nfConH•nl\ 

Ft~,\XCIAL POSITION, LtQl ' IDITY A 'II) C \I'ITAL R ESOl RC£S 

Our capital requirements reflect the capital-intensive and seasonal nature of our business and are principally attributable to 
im estmcnt in new plant and equipment, retirement of outstanding debt and seasonal variabilil) in working capital. We rely on 
cash generated from operations. short-term borrowings. and other sources to meet normal working capiral requiremems and lo 
finance capital expenditures. 

Our energy businesses arc weather-sensitive and seasonal. We normally generate a large portion of our annual net income and 
subsequent increases in our accoums receivable in the first and fourth quarters of each year due to significant volumes of natural 
gas, electricity, and propane delivered by our natural gas, electric, and propane distribtllion operations to customers during the 
peak heating season. In add ition. our natural gas and propane inventories, which usually peak in the fall months, arc largely drawn 
down in the heating season and provide a source of cash as the inventory is used to satisfy winter sales demand. 

Capital expend itures, which are our investments in new or acquired plant and equipment, arc our largest capital requirements. We 
originally budgeted $ 11 2.3 million for capital expenditures during 20 13. As a resu lt of continued growth, expansion opportun ities 
and the timing of capital projects, we have increased our capital expenditure projection for 20 13 to $123.5 million. Included in the 
201 3 capital expenditure projection is approximately $16.5 million of the purchase price for the ESG acquisition, which was 
completed in May 20 13. The following table shows the 2013 capital expenditure projection by segment: 

(dollars 111 thormmtls) 

Regulated Energy: 
1 atural gas distribution s 69,280 

~atural gas transmission 36.089 

Electric distribution 6.224 

Total Rcgularcd Energ) 111.593 

Unregulated Energy: 
Propane distribution 4.973 

Other unregulated energy 1.653 

Total Unregulated Energy 6.626 

Other 

Advanced information services 623 

Other 4,6 15 

Total Other 5.238 

Total 20 13 projected capital expenditures $ 123.457 

We expect to fund the 20 13 capital expenditures program from short-term borrowings, cash provided by operating activities. and 
other sources. The capital expenditures 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 cond itions, customer growth in existing 
areas, regulation, new growth or acquisition opportunities and availability of capital. llistorically, actual capital expenditures have 
typically lagged behind the budgeted amounts. 
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Capital Structure 

We are committed to maintaining a sound capital structure and strong credit ratings to provide the financial flexibi lity needed to 
access capital markets when required. Th is commitment, along with adequate and timely rate relief for our regulated operations, 
will enable us to attract capital from outside sources at a reasonable cost. We bel ieve that the achievement of these objectives will 
provide benefits to our customers, creditors and investors. The following presents our capitalization. excluding and includ ing 
short-term borrowings, as of June 30, 20 13 and December 31. 20 12: 

.June 30, December 3 I, 
20 13 20 t2 

(ill lhOIISOIIdS) 

Long-term debt, net of current maturities s 107,674 29% $ 101,907 28% 
Stockholders' equity 269,304 71'% 256,598 72% 

Total capital ization, exclud ing short-term debt s 376,978 100% $ 358,505 100% 
June 30. December 31, 

2013 2012 

(in thousands) 

Shon-term debt s 75,49 1 16%. $ 6 1.1 99 14% 
Long-term debt, includ ing current maturities 115,670 25% 110, 103 26% 

Stockholders' equ ity 269,304 59'% 256.598 60% 

Total capitalization, includ ing short - term debt s 460,465 100% $ 427,900 100% 

On May 2, 2013, we issued $7.0 mil lion of 6.43 percent unsecured sen ior notes pursuant to an agreement we entered into in 2010. 
These notes have similar covenants and defau lt provis ions as the senior notes issued in June 20 II under the same agreement. We 
used proceeds from these notes to finance the redemption of the 9.57 percent and I 0.03 percent series of FPU's first mortgage 
bonds. 

At closing of the ESG acquisition in May 2013, Sandpiper entered into a capacity, supply and operating agreement. The capacity 
portion of this agreement over a six-year term is accounted for as a capital lease. As a result. we recorded $7 .I million of a capital 
lease obligation at the inception of the agreement, which is included in long-term debt. The effect ive interest rate used in the 
capita l lease obl igation is 3.5 percent. 

Short-term Borrowings 

Our outstanding sh011-term borrowings at June 30, 2013 and December 31, 2012 were $75.5 million and $61.2 mi ll ion, 
respectively, at weighted average interest rates of 1.30 percent and 1.48 percent, respectively. 

We utilize bank lines of cred it to provide funds for our short-term cash needs to meet seasonal working capital requ irements and to 
fund temporari ly portions of the capital expenditure program. On June 28, 2013, we entered into a $55.0 mill ion committed 
unsecured, short-tenn credit facility with Bank of America, N.A., which increases the total short-term loan capacity available from 
Bank of America, N.A. from $50.0 mi ll ion to $75.0 million. This faci lity replaces a $30.0 million committed unsecured, short­
term credit facility, which expired on June 28, 2013. Th is new committed unsecured, short-term facility matures on June 27, 2014. 
Borrowings under this new credit faci lity will bear interest at a rate equal to LlBOR plus 125 basis points or Bank of America's 
Base Rate (as defined in the term note agreement) plus 125 basis points, with the form of interest rate selected at our discretion. 
Other terms and cond itions of this faci lity are substantially the same as the former facil ity available from Bank of America, N.A. 
We intend to uti lize this credit facility for working capital needs, to temporari ly fund capital expenditures and general corporate 
purposes. In addition to the $55.0 million, committed unsecured, short-term credit fac ility, we have a $20.0 million uncommitted 
unsecured, short-term credit faci lity, wh ich was also renewed on June 28, 2013. 

As of June 30, 2013, we had four unsecured bank lines of credi t with two financia l institutions for a total of $125.0 million. Two 
of these unsecured bank lines, totaling $85.0 million, are available under committed lines of credit. None of these unsecured bank 
lines of cred it requ ires compensating balances. Advances offered under the uncommitted lines of credit are subject to the 
discretion of the banks. We are currently authorized by our Board of Directors to borrow up to $140.0 million of short-term debt, 
as required, from these unsecured bank lines of cred it. 

In addition to the four unsecured bank lines of cred it. we entered into a new, unsecured, short-term credit faci lity for $40.0 mill ion 
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with an existing lender on June 22, 2012. Short-term borrowings under this new facility bear interest at Ll BOR plus 80 basis 
points or, at our discretion, the lender's base rate plus 80 basis points. This facility, which is structured in the form of a revolving 
credit note, matures on October 31,2013. 

-50 

http://www.sec.gov/Archives/edgar/data/19745/000 144530513002075/cpk63020 131 0-q.h... 11 / 11/2013 



CPK 6.30.2013 10-Q Page 89 of 101 

Table of Contents 

Cash Flows 

The following table provides a summary of our operating, investing and financing cash Oows for the six months ended June 30 
2013 and 2012: 

For the S ix ,\lonths Ended June 30, 

(m rhousands) 

Net cash provided by (used in): 

Operating activities 

Investing activities 

Financing activities 

et decrease in cash and cash equivalents 

Cash and cash equivalents- beginning of period 

Cash and cash equiva lents-end of period 

Cash Flows Pro 11ided By Operating Activities 

2013 

$ 54,063 

(60,925) 

5,711 

( 1,1 5 1) 

3,361 

$ 2,210 

2012 

$ 60.759 

(32,455) 

(29.204) 

(900) 

2,637 

s 1,737 

Changes in our cash flows from operating activities are attributable primarily to changes in net income, non-cash adjustments for 
depreciation and income taxes and working capital. Changes in working capital arc determined by a variety of factors, including 
weather. the prices of natural gas, electricity and propane, the timing of customer collections, payments for purchases of natural 
gas. electricity and propane, and deferred fuel cost recoveries. 

We normally generate a large portion of our annual net income and subsequent increases in our accounts receivable in the first and 
fowih qua11ers 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, wh ich 
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. 

During the six months ended June 30, 2013 and 2012, net cash provided by operating activities was $54. 1 million and $60.8 
million, respectively, resulting in a decrease in cash flows of$6.7 million. Sign ificant operating activi ties generating the cash now 
change were as follows: 

llighcr net accounts receivable and payable decreased the cash flows by $16.9 million, due primarily to the 
timing of the collections and payments associated with trading contracts entered into by our propane wholesale 
and marketing subsidiary. 

Lower net regulatory assets and liabilities increased the cash Oows by $10.3 million, due primarily to an increase 
in fuel costs collected through fuel cost recovery. Also, the absence of a $1 .2 million refund in Janua1y 2012 by 
Eastern Shore to customers as a result of its rate case settlement contributed to this increase. 

Lower net income taxes paid increased the cash Oows by $2.9 million, due primarily to a tax refund of 
approximately $5.0 million received from the Internal Revenue Service during the first six months of2013. This 
was partially offset by an increase in estimated tax payments in 2013 due to higher operating results. 

Cash Flows Used in In vesting Activities 

1et cash used in investing activities totaled $60.9 million and $32.5 million during the six months ended June 30, 2013 and 2012, 
respectively, resulting in a decrease in cash flows of$28.5 million. Significant investing activi ties generating the cash flow change 
were as follows: 

Cash paid for capital expenditures increased by $6.8 million to $4 1.2 million for the first six months of20 13, 
compared to $34.4 million for the same period in 20 12. 

Cash paid for acquisitions in the first six months of20 13 was $19.5 million. 

In February 2012, we sold an office build ing in West Palm Beach, Florida for approximately $2.2 million in 
cash. 
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Cash F/oiVS Used by Financing Activities 

'et cash provided by financing activities totaled $5.7 million in the first six months of2013, compared to net cash used in 
financing activities of$29.2 million for the same period in 2012. resulting in an increase ofS34.9million in cash flows. 
Significant financing activities generating the cash flow change were as follows: 

During the first six months of20 13 , we had a net borrowing of S 15.5 million under our line of credit 
agreements, compared to a net repayment of$ 19.0 million for the same period in 2012, resulting in a net cash 
increase of $34.5 million. Changes in cash overdrafts increased by $$904,000, resulting in a period-over-period 
net cash increase. 

We paid $6.4 million and $6.0 million in cash dividends for the six months ended June 30,2013 and 2012. 
respect ively. 

Off-Balance hcct Arrangcmt-nts 

We have issued corporate guarantees to certain vendors of our subsidiaries, primari ly our propane wholesale marketing subsid iary 
and natural gas marketing 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 our financial statements when incurred. The aggregate amount guaranteed at 
June 30. 20 13 was $31.1 mi II ion, with the guarantees expiring on various dates through February 20 1-1. 

In addition to the corporate guarantees, we have issued a letter of credit for S 1.0 million. which expires on September 12, 2013. 
related to the electric transmission services for FPU's northwest electric di\ ision. We have also issued a letter of credit to our 
current primar) insurance company for S-100,000, which expires on December 2, 2013, as security to satisfy the deductibles under 
our various insurance policies. t\s a result of a change in our primar) insurance com pan) in 20 I 0, we renewed and decreased the 
letter of credit for $30-1.000 to our former primary insurance company. which will expire on June I, 2014. There have been no 
draws on these letters of credit as of June 30, 2013. \Ve do not anticipate that the letters of credit will be drawn upon by the 
countcrparties, and we expect that the letters of credit will be renewed to the extent ncccssar) in the future. 

We provided a letter of credit for $2.3 million to TETLP related to the precedent agreement and fim1 transportation service 
agreement between our Delaware and Maryland divisions and TETLP, which is further described in Note 6, ' 'Other Commitments 
and Contingencies." 

ConlnJctwJI Oblig:Hions 

There has not been any material change in the contractual obligations presented in our 20 12 Annual Report on Form I 0-K, except 
for commodity purchase obligations and forward contracts entered into in the.: ord inary course of our business. The follo>ving table 
summarizes the commodity and forward contract obligations at June 30, 2013 . 

P11yment~ Our b) J>rriod 

Purchuse Obligntions Less th:w I yt:tr I - 3 )tlln J-Syears ~lore than 5 ytars Total 

(Ill thOIISCIIIdS) 

Commodities 11 ' s 7.463 s 54-1 s 42 s 8,049 
Propane m 18,157 16.963 6,476 1.259 ~2,855 

Total Purchase Obligations s 25,620 s 17,507 6,518 s 1,259 s 50,90-1 

In addition to the obligations noted above, the natural gas. electric and propane distribution operations have agreements 
with commodity suppliers that have provisions with no minimum purchase requirements. There are no monetary penalties 
for reducing the amounts purchased; however, the propane contracts allO\~ the suppliers to reduce the amounts available 
in the winter season if we do not purchase specified amounts during the summer season. Under these contracts, tl1c 
commodity prices will fluctuate as market prices fluctuate. 
We have also entered into forward sale contracts in the aggregate amount of$ 1.8 million. Sec Part I, Item 3, 
"Quantitative and Qualitative Disclosures about Market Risk," below, for further information. 
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Environmental Matters 

As more ful ly described in ote 5, "Environmental Comm itments and Contingencies," to the unaudited condensed consolidated 
financial statements in this Quarterly Report on Form I 0-Q, we continue to work with federa l and state environmental agencies to 
assess the environmental impact and explore corrective action at seven environmental sites. We believe that future costs associated 
with these sites wil l be recoverable in rates or through sharing arrangements with, or contributions by, other responsible parties. 

OTHER M ATTEnS 

Rates and Regulatory Mattet·s 

Our natural gas distribution operations in Delaware, Maryland and Florida and electric distribution operation in Florida are subject 
to regulation by their respective PSC; Eastern Shore is subject to regulation by the FERC; and Peninsula Pipeline is subject to 
regulation by the Florida PSC. At June 30 20 13, we were involved in rate filings and/or regulatory matters in each of the 
jurisdictions in which we operate. Each of these rate fi lings and/or regulatory matters is fully described in Note 4, "Rates and 
Other Regulatory Activities," to the unaudited condensed consolidated financial statements in th is Quarterly Report on Form I 0-Q. 

Competition 

Our natural gas and electric distribution operations and our natural gas transmission operations compete with other forms of 
energy, including natural gas, electricity, oi l, propane and other alternative sources of energy. The principal competitive factors are 
price and, to a lesser extent, accessibi lity. Our natural gas distribution operations have several large-volume industrial customers 
that are able to use fue l oi l as an alternative to natural gas. When oil prices decline, these interruptible customers may convert to 
oi l to satisfy their fuel requirements, and our interruptible sales volumes may decline. Oil prices, as well as the prices of other 
fue ls, fluctuate for a variety of reasons; therefore, future competitive conditions are not predictable. To address this uncertainty, we 
use flex ible pricing arrangements on both the supply and sales sides of this business to compete with alternative fuel price 
fluctuations. As a resul t of the conversion of our natural gas transmission operations to open access and Chesapeake's Florida 
natural gas distribution division's restrucruring of its services, these businesses have shifted from providing bundled transportation 
and sales service to providing only transmission and contract storage services. Our electric distribution operation current ly does 
not face substantial competition because the electric util ity industry in Florida has not been deregulated. In add ition, natural gas is 
the only viable alternative fuel to electricity in our electric service territories and is available only in a small area. 

Our natural gas distribution operations in Delaware, Maryland and Florida offer unbundled transportation services to certain 
commercial and industrial customers. In 2002. Chesapeake's Florida natural gas distribution division, Central Florida Gas, 
extended such service to residential customers. With such transportation service available on our distribution systems, we are 
competing with third-party suppliers to sell gas to all customers. With respect to unbundled transportation services, our 
competitors include interstate transmission companies, if the 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 financia l resources and capability to bypass our existing distribution operations in this manner. In 
certain situations, our distribution operations may adjust services and rates for these customers to retain their business. We expect 
to continue to expand the availability of unbundled transportation service to additional classes of distribution customers in the 
future. We have also established a natural gas marketing operation in Florida, Delaware and Maryland to provide such service to 
customers eligible for unbund led transportation services. 

Our 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 of national 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 of which have 
significantly greater resources and are able to obtain price or volumetric advantages. 

Our advanced information services subsid iary faces significant competition from a number of larger competitors having 
substantially greater resources avai lable to them than does our subsidiary. In add ition, changes in the advanced information 
services business are occurring rapid ly 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. 
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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 regulated natural gas and electric distribution operations, fluctuations in natural gas and electricity prices are passed on to 
customers through the fuel cost recovery mechanism in our tari ffs. To help cope with the effects of inflation on our capital 
investmems and returns, we seek rate increases from regulatory commissions for our regu lated operations and closely monitor the 
returns of our unregulated business operations. To compensate for fluctuations in propane gas prices, we adjust propane selling 
prices to the extent allowed by the market. 

Recent Authoritative Pronou ncements on Financia l Reporting and Accoun ting 

Recent accounting developments applicable to us and their impact on our financial position, results of operations and cash flows 
are described in Note I, "'Summary of Accounting Policies," to the unaudited condensed consol idated financial statements in this 
Quarterly Report on Form I 0-Q. 

Item 3. Quantitative and Qualitative Disclosures about Ma rket Risl< 

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. Our long-term debt consists of fixed-rate senior notes, secured debt and 
convertible debentures. All of our long-term debt, excluding a capital lease obligation, is fixed-rate debt and was not entered into 
for trading purposes. The can·ying value of these long-term debt, including current maturities, was $108.6 million at June 30, 
20 13, as compared to a fair value of$128.8 million. 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 terms and average maturities with 
adjustments for duration , optional ity, credit risk, and risk profile. We evaluate whether to refinance existing debt or permanently 
refinance existing short-term borrowing, based in part on the fluctuation in interest rates. 

Our propane distribution business is exposed to market risk as a result of propane storage activities and entering into fixed price 
contracts for supply. We can store up to approximately 6.1 million million gallons of propane (including leased storage and rail 
cars) during the winter season to meet our customers' peak requ irements 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, we have 
adopted a Risk Management Policy that allows the propane distribution operation to enter into fair value hedges or other economic 
hedges of our inventory. 

Our propane wholesale marketing operation is a pa1ty to natural gas liquids forward contracts, primari ly 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 typically settled financially without taking physical delivery of 
propane. The propane wholesa le marketing operation also enters into futures contracts that are traded on the 
lntercontinentalExchange. 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. 

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 our 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 daily by our oversight 
officials. 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 June 30, 2013 is presented in the 
following tables. 

Qunntity in Estimated Mnrkcl Weighted Average 

AI June 30,2013 G>lllons Prices Conlrart Pritcs 

Forwa rd Contracts 

Sale 2,102,000 $0.8225 - $0.9625 $ 0.8752 
Purchase 2,102,000 $0.8275-$1.3176 s 0.8734 
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Our natural gas distribution, electric distribution and natural gas marketing operations have entered into agreements with various 
suppliers to purchase natural gas, electricity and propane for resale to their customers. Purchases under these contracts either do 
not meet the definiti on of derivatives or are considered "normal purchases and sales" and are accounted for on an accrual basis. 

At June 30, 2013 and December 31 , 2012, we marked these forward and other contracts 10 market, using market transactions in 
either the listed or OTC markets, which resulted in the following assets and liabilities: 

(111 thousands) 

Mark-to-market energy assets, including call options 

Mark-to-market energy liabi lities 

Item 4. Controls and Procedu1·es 

Evaluation of Disclosure Cont •·ols and Procedures 

s 
s 

.June 30, 

20 13 

248 $ 

74 s 

December 31, 

2012 

2 10 

33 1 

The Chief Executive Officer and Chief Financial Officer of the Company, with the participation of other Company officials, have 
evaluated our "disc losure controls and procedures" (as such term is defined under Rules 13a-15(e) and 15d- 15(e). promu lgated 
under the Securities Exchange Act of J 934. as amended) as of June 30, 2013. Based upon their evaluation, the Chief Executive 
Officer and Ch ief Financial Officer concluded that our disclosure controls and procedures were effective as of June 30, 20 13. 

C hanges in In ternal Control over Financial Repor ting 

During the quarter ended June 30, 2013, there was no change in our internal control over financial reporting that has materially 
affected, or is reasonably likely to materially affect, our internal control over financ ial reporting. 
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PART 11- 0 TII ER INFORMATION 

Item -t Legal Proceedings 

As disclosed in ore 6, "Other Commitments and Comingencies,'' of the unaudited condensed consolidated financial 
statements in this Quarterly Report on Form I 0-Q, we are involved in certain legal actions and claims arising in the 
normal course of business. We are also involved in certain legal and administrative proceedings before various 
governmental or regulatory agencies concerning rates and other regulatory actions. In the opinion of management, the 
ultimate disposition of these proceedings and claims will not have a material effect on our condensed consolidated 
financial position, results of operations or cash flows. 

Item I A. Risk Factors 

Item 2. 

(I) 

Item 3. 

Our business, operations, and financial condition are subject to various risks and uncertainties. The risk factors described 
in Par1 I, "Item I I\. Risk Factors" in our Annual Report on Form l 0-K, for the year ended December 31, 20 12, should be 
carefully considered, together with the other information contained or incorporated by reference in this Quarterly Report 
on Form I 0-Q and in our other filings with the SEC in connection with evaluating the Company, our business and the 
forward-looking statements contained in this Report. Additional risks and uncertainties not known to us at present, or that 
we currently deem immaterial also may affect the Company. The occurrence of any of these known or unknown risks 
could have a material adverse impact on our business. financial condition. and results of operations. 

nrcgistcrcd Sates of Equity Securities and Usc of Proceeds 

Total Tor"! ;\umber of Shurr. \la\imum :-iumbtr of 
;\umber of AHragr l'urcha>ttl :1~ Part of hares That \lay Yet Ut 
Share~ Prier Paid l'ublirl' Announced Plans Purcha>td l'ndrr the Plans 

Prriotl Purchasrtl ptr h~rt or t>rognuns l2l or Prourams 121 

April I, 2013 through April 30, 
20 13' 11 243 $ 50.28 

May I, 20 13 through May 31, 
2013 $ 

June I, 2013 through June 30, 
20 13 $ 

Tot<1l 243 $ 50.28 

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 Directors and Senior Executives under the Deferred Compensation Plan. 
The Deferred Compensation Plan is discussed in detail in Item 8 under the heading" otes to the Consolidated Financial 
Statements- Note 15, Employee Benefit Plans' ' in our latest Annual Report on rom1 I 0-K for the year ended 
December 31. 2012. During the quarter. 243 shares were purchased through the reinvestment of dividends on deferred 
stock units. 
Except for the purposes described in Footnote 111, Chesapeake has no publicly announced plans or programs to repurchase 
its shares. 

Defaults upon cnior ecurities 

'one. 

Item 4. line Safety Disclosures 
1one. 

Item 5. Other Info rmation 

lone. 
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Hem 6. 

3 1.1 

3 1.2 

32.1 

32.2 

IOI.INS* 

lOl.SCH* 

IOl.CAL* 

IOl.DEF* 

IOI.LAB* 

IOI.PRE* 

Exhibits 

Certificate of Chief Executive Officer of Chesapeake Utilities Corporation pursuant to Rule 13a-14( a) 
under the Securities Exchange Act of 1934, dated August 9. 2013. 

Certificate of Chief Financial Officer of Chesapeake Uti I ities Corporation pursuant to Rule 13a-14(a) under 
the Securities Exchange Act of 1934, dated August 9, 20 I 3. 

Certificate of Chief Executive Officer of Chesapeake Util ities Corporation pursuant to 18 U.S.C. Section 
1350, dated August 9, 20 13. 

Certificate of Chief Financial Officer of Chesapeake Utilities Corporation pursuant to 18 U.S.C. Section 
1350, dated August 9, 2013. 

XBRL Instance Document. 

XBRL Taxonomy Extension Schema Document. 

XBRL Taxonomy Extension Calculation Linkbase Document. 

XBRL Taxonomy Extension Definition Linkbase Document. 

XBRL Taxonomy Extension Label Linkbase Document. 

XBRL Taxonomy Extension Presentation Linkbase Document. 
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SIGNATURE 

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its 
behalf by the undersigned. thereunto duly authorized. 

Cit i'SAPI AKI' Ul iiiiiES CORPORATION 

Is! B l! lll \V. COOPt R 

Beth W. Cooper 
Senior Vice President and Chief Financial Offi cer 

Date: August 9, 20 13 
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I, Beth W. Cooper, certify that: 

CERTIFICATE PURSUANT TO RULE 13A-14(A) 
UNDER THE SECURITIES EXCHANGE ACT OF 1934 

Page I of2 

EXIIIBrr 31.2 

I. I have reviewed this quarterly report on Form I 0-Q for the quarter ended June 30, 20 13 of Chesapeake Utilities 
Corporation; 

2. Based on my knowledge, this repo1t does not contain any untrue statement of a material fact or om it 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 infonnation 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 rep011; 

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(t) 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 in fom1ation relating to the registrant, including its 
consolidated subsidiaries, is made known to us by others within those entities, pa11icularly during the 
period in which this report is being prepared; 

b) designed such internal control over financial reporting, or caused such intemal 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 conc lusions 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 (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 financia l rep01ting; and 

5. The registrant 's other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal 
contro l over financial reporting, to the registrant's auditors and the audit committee of the registrant 's board of 
directors (or persons perfonning the equivalent functions): 

a) all significant deficiencies and material weaknesses in the design or operation of internal control over 
financial reporting wh ich are reasonably likely to adversely affect the registrant's abil ity to record, process, 
summarize and repo1t 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 interna l control over financial reporting. 

Date: August9,20 13 
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lSI BETti W. COOPER 

Beth W. Cooper 
Senior Vice President and Chief Financial Officer 
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EXHI BIT 32.1 

Certificate of Chief Executive Officer 

of 

Chesapea l<c Utilities Corporation 

(pursuant to 18 U.S.C. Section 1350) 

I, Michael P. McMasters, President and Chief Executive Officer of Chesapeake Utilities Corporation, certify that, to the 
best of my knowledge, the Quarterly Report on Fonn I 0-Q of Chesapeake Utilities Corporation ("Chesapeake") for the 
period ended June 30, 2013, filed with the Securities and Exchange Comm ission on the date hereof (i) fully complies with the 
requirements of section 13(a) or IS(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 of operations of Chesapeake. 

IS! MICHAEL P. MCMASTERS 

Michael P. McMasters 
August 9, 20 13 

A signed original ofthis written statement required by Section 906 ofthe Sarbancs-Oxley Act of2002, or other document 
authenticating, acknowledging, or otherwise adopting the signature that appears in typed fom1 within the electronic version of 
this wri tten statement requ ired by Section 906, has been provided to Chesapeake Uti! ities Corporation and will be retained by 
Chesapeake Utilities Corporation and furnished to the Securities and Exchange Commission or its sta ff upon request. 
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EXHIBIT 32.2 

Certificate of C hief Financial Officer 

of 

C hesapeake Utilities Corporation 

(pursua nt to J 8 U.S.C. Section 1350) 

I, Beth W. Cooper, Senior Vice President and Chief Financial Officer of Chesapeake Utilities Corporation , certi fy that, 
to the best of my knowledge, the Quarterly Rep011 on Form I 0-Q of Chesapeake Utilities Corporation (' 'Chesapeake") for the 
period ended June 30, 2013. fi led with the Securities and Exchange Commission on the date hereof (i) ful ly complies with the 
requirements of section 13(a) or !5( d) of the Securities Exchange Act of 1934, as amended, and (i i) the in formation 
contained therein fair ly presents, in all material respects, the financial condition and results of operations of Chesapeake. 

IS/ BETII W. COOPER 

Beth W. Cooper 
August 9, 2013 

A signed original of this written statement requ ired by Section 906 of the Sarbanes-Oxley Act of2002, or other document 
authenticating, acknowledging, or otherwise adopting the signature that appears in typed form within the electronic vers ion of 
this written statement required by Section 906, has been provided to Chesapeake Utilities Corporation and will be retained by 
Chesapeake Ut ilities Corporation and furnished to the Securities and Exchange Commission or its staff upon request. 
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CHESAPEAKE UTILJTIE CORPORATIO 
2013 STOCK AND rNCE TIVECOMPE ATIO PLAN 

I. Purpose of the P lao. 

The purpose of this Plan is to enhance shareholder value by linking the compensation of officers, directors 
and employees of the Company to increases in the price of Chesapeake Utilities Corporation common stock and the 
achievement of other performance objectives. and to encourage ownership in the Company by key personnel whose 
long-term employment is considered essential to the Company's continued progress and success. The Plan is also 
intended to assist the Company in the recruitment of new employees and to motivate, retain and encourage such 
employees and directors to act in the shareholders' interest and share in the Company's success. 

2. Defi nit ions. 

1\s used herein, the following definit ions shall apply: 

(a) "Adm inist ra tor" means the Board, any Committee or such delegates as shall be administering the 
Plan in accordance with Section 4 of the Plan. 

(b) " Affil iate" means any Subsidiary or other entity that is direct ly or indirectly controlled by the 
Company or any entity in which the Company has a significant ownership interest as determined b)' the 
Administrator. The Administrator shall, in its sole discretion, determine which entities are classified as 
Affiliates and designated as eligible to participate in this Plan. 

(c) "Applicable Law" means the requirements relating to the administration of stock option plans 
under U .. federal and state laws. any stock exchange or quotation system on which the Company has listed 
or submitted for quotation the Common Shares to the extent provided under the terms of the Company·s 
agreement with such exchange or quotation system and. with respect to 1\ wards subject to the laws of any 
foreign jurisdiction where Awards are, or will be. granted under the Plan, the laws of such jurisdiction. 

(d) "Award" means a Stock Award, Option. tock Appreciation Right, Stock Unit. or Other Stock­
Based /\ward granted in accordance with the terms of the Plan, or any other property (including cash) 
granted pursuant to the provisions of the Plan. 

(c) " Awardee" means an Employee, Director or Consultant who has been granted an Award under the 
Plan. 

(I) "Award Agreement" means a Stock Award Agreement. Option Agreement, Stock Appreciat ion 
Right Agreement, Restricted Stock Unit Agreement or Other Stock-Oased /\ward Agreement, which may be 
in written or electronic format, in such form and with such terms as may be specified by the Administrator, 
evidencing the terms and condit ions of an individual Award. Each /\ward Agreement is subject to the terms 
and conditions of the Plan. The Award Agreement shall be delivered to the Participant receiving such 
Award upon, or as promptly as is reasonably practicable following, the grant of such A ward. The 
effectiveness of an Award shall not be subject to the 1\ ward Agreement's being signed by the Company 
and/or the Participant receiving the Award unless specifically so provided in the Award Agreement. 

(g) " Board" means the Board of Directors of the Company. 

(h) " Change of Control" shall mean, except as otherwise provided in an A ward Agreemem. one of 
the following shall have taken place after the date of this Agreement: 

(i) any one person, or group of owners of another corporation who acting together through a 
merger, consolidation, purchase, acquisition of stock or the like (a "Group"), acquires ownership of 
Shares of the Company that, together with the Shares held by such person or Group, constitutes more 
than fifty percent (50%) of the total fair market value or total voting power of the Shares of the 
Company (or other vot ing securities of the Company then outstanding). However, if such person or 



Group is considered to own more than fifty percent (50%) of the total fair market value o r total voting 
power of the Shares (or other voting securities of the Company then outstanding) before this transfer 
of the Company's Shares (or other voting securiti es of the Company then outstanding), the acquisition 
of additional Shares (or other voting securities of the Company then outs tanding) by the same person 
or Group sha ll not be considered to cause a Change of Control of the Company; or 

( ii) any one person or Group acquires (or has acqui red during the twelve ( 12) month period 
e nding on the date of the most recent acquisition by such person or persons) ownership of S hares (or 
other voting securities of the Company then outstanding) of the Company possessing thi rty-five 
percent (35%) or more of the to tal voting power of the Shares (or othe r vot ing securi ties then 
outstanding) o f the Company where such person or Group is not merely acquiring additional control 
of the Company; or 

(iii ) a majori ty of members of the Company's Board is replaced during any twelve ( 12) month 
period by directors whose appointment or e lecti on is not e ndorsed by a majority of the members of the 
Company's Board prior to the date of the appointment or e lection (the " Incumbent Board"), but 
excluding, tor purposes of determining whether a majority of the Incumbent Board has endorsed any 
candidate fo r election to the Board, any indiv idual whose initia l assumptio n of office occurs as a 
result of an actual or threatened election contest with respect to the election o r removal of directors or 
other actual or threatened solicitation of proxies or consents by o r on behalf of a person or Group 
other than the Company's Board; or 

( iv) any one person or Group acquires (or has acqui red during the twelve (12) month period 
ending on the date of the most recent acquisition by such person or G roup) assets from the Company 
that have a total g ross fa ir market value equal to or more than forty percent ( 40%) of the total fa ir 
market value of all assets of the Company immediately prior to such acquisition or acq uisitions. For 
this purpose, g ross fair market value means the value of the assets of the Company, or the value of the 
assets being disposed of, determined without regard to any liabilities associated with such assets. A 
transfer of assets by the Company will not result in a Change of Control if the assets are transferred 
to: 

( I) a stockholder of the Company (immediate ly before the asset transfer) in 
exchange for o r with respect to its stock; 

(2) an entity, fifty percent (50%) or more of the total value o r voting power of 
which is owned, direct ly or indirectly, by the Company immediately after the 
transfer of assets; 

(3) a person or Group that owns, d irect ly or indirectly, fifty percent (50%) or more 
of the total value or voting power of all the outstanding stock of the Company; 
or 

(4) an entity, at lea~t fifty percent (50%) ofthe total value o r voting power of which 
is owned directly or indirectly, by a person described in subparagraph (h)(i), 
above; or 

(v) Shareholders of the Company approve a plan of complete liquidation or dissolution of the 
Company. 

However, no C ha nge of Control shall be deemed to have occurred with respect to a Participant by reason of 
( I) any event involving a transaction in w hic h the Participant or a group of persons o r entities with wh ich the 
Participant acts in concert, acquires, directly or indirectly, more than thirty percent (30%) of the Shares or 
the business or assets of the Compa ny; or (2) any event involving or arising out of a proceeding under Title 
II of the United States Code (or the provisions of any futu re United States bankruptcy law), an assignment 
for the benefit of creditors o r an inso lvency proceeding under state o r local law. 
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otwithstanding the foregoing, if any payment or distribution event applicable to an Award is subject to the 
requirements of Section 409A(a)(2){A) of the Code, the determination of the occurrence of a Change of 
Control shall be governed by applicable provisions of Section 409A(a)(2)(A) of the Code and regulations 
and rulings issued thereunder for purposes of determining whether such payment or distribution may then 
occur. 

(i) "Code" means the United States Internal Revenue Code of 1986, as amended, and any successor 
thereto, the Treasury Regulations thereunder and other relevant interpretive guidance issued by the Internal 
Revenue Service or the Treasury Department. Reference to any specific section of the Code shall be 
deemed to include such regulations and guidance. as well as any successor provision of the Code. 

U) "Committee" means a committee of Directors appointed by the Board in accordance with Section 
4 of the Plan or, in the absence of any such special appointment. the Compensation Committee of the Board. 

(k) "Common Shares" means the common stock, par val ue $0.4867 per share, of the Company, or 
any security of the Company issued in substitution, exchange or lieu thereof. 

(I) "Company'' means Chesapeake Utilities Corporation. a Delaware corporation, or, except as 
utilized in the definition of Change of Control, its successor. 

(m) "Consultant" means an individual providing services to the Company or any of its Affiliates as 
an independent contractor, and includes prospective consultants who have accepted offers of consultancy for 
the Company or any of its Affiliates. so long as such person (i) renders bona fide services that are not in 
connection with the offer and sale of the Company's securities in a capital-raising transaction, (ii) does not 
directly or indirectly promote or maintain a market for the Company's securities, and (iii) otherwise 
qualifies as a consultant under the applicable rules of the SEC for registration of shares of stock on a Form 
S-8 registration statement. 

(n) "Conversion Award" has the meaning set forth in Section 4(b)(xii) of the Plan. 

(o) " Director" means a member of the Board. Any Director who does not serve as an employee of 
the Company is referred to herein as a '·Non-employee Dir ector ." 

(p) " Disability" means (i) "Disability'' as defined in any employment, consulting or sim ilar agreement 
to which the Participant is a party, or (ii) if there is no such agreement or it does not define "Disability," (A) 
permanent and total disability as determined under the Company's long-term disabi li ty plan applicable to 
the Participant, or (B) if there is no such plan applicable to the Participant or the Committee determines 
otherwise in an applicable Award Agreement. "Disability" as determined by the Committee. 
Notwithstanding the above, with respect to an Incentive Stock Option. Disability shall mean permanent and 
total disability as defined in Section 22(e)(3) of the Code and, with respect to any A ward that constitutes 
.. nonqualiticd deferred compensation" within the meaning of Section 409A of the Code, the foregoing 
definition shall apply for purposes of vesting ofsueh Award, provided that such Award shall not be settled 
until the earliest of: (i) the Participant's ·'disability" within the meaning of Section 409A ofthe Code, (ii) the 
Participant's ·'separation from service·• within the meaning of Section 409A of the Code and (iii) the date 
such Award would otherwise be seuled pursuant to the terms of the Award Agreement. 

(q) " Disaffiliation" means a Subsidiary's or Affiliate's ceasing to be a Subsidiary or Affiliate for any 
reason (including. "ithout limitation. as a result of a public offering, or a spin-off or sale by the Company. 
of the stock of the Subsidiary or Affiliate) or a sale of a division of the Company and its Affiliates. 

(r) " Employee" means a regular, active emplo)'ee of the Company or any Affiliate, including an 
Officer or Director who is also a regular, active employee of the Company or any Affiliate. The 
Administrator shall determine whether the Chairman of the Board qualifies as an ·'Employee." For any and 
all purposes under the Plan, the term "Employee'' shall not include a person hired as a leased employee, 
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Consultant or a person otherwise designated by the Administrator, the Company or an Affiliate at the time 
of hire as not eligible to participate in or receive benefits under the Plan or not on the payroll, even if such 
ineligible person is subsequently determined to be a common law employee of the Company or an Affiliate 
or otherwise an employee by any governmental or judicial authority. Unless otherwise determined by the 
Administrator in its sole discretion, for purposes of the Plan, an Employee shall be considered to have 
terminated employment and to have ceased to be an Employee if his or her employer ceases to be an 
Affiliate. even i fhe or she continues to be employed by such employer. 

(s) "Exchange Act'' means the United States Securities Exchange Act of 1934, as amended and any 
successor thereto. 

(t) "Fair Market Value" means the closing price for the Common Shares reported on a consolidated 
basis on the primary national securities exchange on which such Common Shares are traded on the date of 
measurement. or if the Common Shares were not traded on such measurement date, then on the next 
preceding date on which Common Shares were traded, all as reported by such source as the Committee may 
select. lf the Common Shares are not listed on a national securities exchange, Fair Market Value shall be 
determined by the Committee in its good faith discretion, taking into account, to the extent appropriate, the 
requirements of Section 409A ofthe Code. 

(u) "Grant Date" means, with respect to each Award, the date upon which the Award is granted to an 
Awardee pursuant to this Plan, which may be a designated future date as of which such Award will be 
effective, as determined by the Committee. 

(v) "Incentive Stock Option" means an Option that is identified in the Option Agreement as intended 
to qualify as an incentive stock option within the meaning of Section 422 of the Code and the regulations 
promulgated thereunder, and that actually does so qualify. 

(w) "Nonqualified Stock Option" means an Option that is not an Incentive Stock Option. 

(x) "Officer" means a person who is an officer of the Company within the meaning of Section 16 of 
the Exchange Act and the rules and regulations promulgated thereunder. 

(y) "Option" means a right granted under Section 8 of the Plan to purchase a number of Shares at 
such exercise price, at such times, and on such other terms and conditions as are specified in the agreement 
or other documents evidencing the Award (the "Option Agreement"). Both Incentive Stock Options and 
Nonqualified Stock Options may be granted under the Plan. 

(z) "Other Stock-Based Award" means an Award granted pursuant to Section 12 of the Plan on such 
terms and conditions as arc specified in the agreement or other documents evidencing the Award (the ·'Other 
Stock-Based Award Agreement"). 

(aa) "Participant" means the Awardee or any person (including any estate) to whom an Award has 
been assigned or transferred as permitted hereunder. 

(bb) "Plan" means this 2013 Stock and Incentive Compensation Plan, as set forth herein and as 
hereafter amended from time to time. 

(cc) "Qualifying Performance Criteria" shall have the meaning set forth in Section 13(b) of the 
Plan. 

(dd) "Retit·ement" means, unless the Administrator determines otherwise, voluntary Termination of 
Employment by a Participant from the Company and its Affiliates after (i) attaining age 65 or (ii) attaining 
age 60 and having completed at least I 0 years of service for the Company and its Affiliates, excluding 
service with an Affiliate of the Company prior to the time that such Affiliate became an Affiliate of the 
Company. 

4 



(ee) "Securit ies Act" means the United States Securities Act of 1933, as amended. 

(ff) "Sha re" means a Common Share, as adjusted in accordance with Section 15 of the Plan. 

(gg) "Stock Appreciation Right" means a right granted under Section I 0 of the Plan on such terms 
and conditions as are speci tied in the agreement or other documents evidencing the A ward (the "Stock 
Appreciation Right Agreement''). 

(hh) "Stock Awar d" means an award or issuance of Shares made under Section II of the Plan, the 
grant, issuance, retention, vesting and/or transferability of which is subject during specified periods of time 
to such conditions (including, without limitation, continued employment or performance conditions) and 
terms as are expressed in the agreement or other documents evidencing the Award (the ·'Stock Award 
Agreement"). 

(ii) "Stock Unit" means a bookkeeping entry representing an amount equivalent to the Fair Market 
Value of one Share, payable in cash, property or Shares. Stock Units represent an unfunded and unsecured 
obligation of the Company, except as otherwise provided for by the Administrator. 

Qj) "Stock Uni t Award" means an award or issuance of Stock Units made under Section 12 of the 
Plan, the grant, issuance, retention, vesting and/or transferability of which is subject during specified periods 
of time to such conditions (including, without limitation, continued employment or performance conditions) 
and terms as are expressed in the agreement or other documents evidencing the Award (the "Stock Unit 
A ward Agreement"). 

(kk) "Subsidiary" means any corporation (other than the Company) in an unbroken chain of 
corporations beginning with the Company, provided each company in the unbroken chain (other than the 
Company) owns, at the time of determination, stock possessing 50% or more of the total combined voting 
power of all classes of stock, in one of the other corporations in such chain. 

(II) " Termination fo r Cause" means, unless otherwise provided in an Award Agreement, 
Termination of Employment on account of any act of fraud or intentional misrepresentation or 
embezzlement, misappropriation or conversion of assets of the Company or any Affi liate, or the intentional 
and repeated violation of the written policies or procedures of the Company, provided that, for an Employee 
who is party to an individual severance or employment agreement defining Cause, "Cause" shall have the 
meaning set forth in such agreement except as may be otherwise provided in such agreement. For purposes 
of this Plan, a Participant's Termination of Employment shall be deemed to be a Termination for Cause if, 
after the Participant's employment has terminated, facts and circumstances are discovered that would have 
justified, in the opinion of the Committee, a Termination for Cause. 

(mm) "T ermination of Employment" means, for purposes of this Plan, unless otherwise determined 
by the Adm inistrator, ceasing to be an Employee (as determined in accordance with Section 3401(c) of the 
Code and the regulations promulgated thereunder) of the Company and any of its Subsidiaries or Affiliates. 
Unless otherwise determined by the Committee, if a Participant's employmem with, or membership on, a 
board of directors of the Company and its Affiliates terminates but such Participant continues to provide 
services to the Company and its Affiliates in a Non-employee Director capacity or as an Employee, as 
applicable, such change in status shall not be deemed a Termination of Employment. A Participant 
employed by, or performing services for, a Subsidiary or an Affiliate or a division of the Company and its 
Affiliates shall be deemed to incur a Termination of Employment if, as a result of a Disaftiliation, such 
Subsidiary, Affiliate, or division ceases to be a Subsidiary, Affi liate or division, as the case may be, and the 
Participant docs not immediately thereafter become an Employee of(or service provider for) , or member of 
the board of directors of, the Company or another Subsidiary or Affiliate. Temporary absences from 
employment because of illness, vacation or leave of absence and transfers among the Company and its 
Subsidiaries and Affiliates shall not be considered Terminations of Employment. In addition, Tennination 
of Employment shall mean a "separation from service" as defined in regulations issued under Code Section 
409A whenever necessary to ensure compliance therewith for any payment or settlement of a benefit 
conferred under this Plan that is subject to such Code section. and, for such purposes, shall be determined 
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based upon a reduction in the bona fide level of services performed to a level equal to twenty percent (20%) 
or less of the average level of services performed by the Employee during the immediately preceding 36-
month period. 

3. Stock Subject to the Plan. 

(a) Aggregate Limit. Subject to the provisions of Section lS(a) of the Plan, the maximum aggregate 
number of Shares which may be subject to or delivered under A wards granted under the Plan is 475,000 
Shares, less one Share for every one Share granted under any prior plan after December 31 , 2012. After the 
Effective Date of the Plan (as provided in Section 6), no awards may be granted under any prior plan. 
Shares subject to or delivered under Conversion Awards shall not reduce the aggregate number of Shares 
which may be subject to or delivered under Awards granted under this Plan. The Shares issued under the 
Plan may be e ither Shares reacquired by the Company, including Shares purchased in the open market, or 
authorized but unissued Shares. Prior plans include the 2006 Performance Incentive Plan, the Employee 
Stock A ward Plan and the Directors Stock Compensation Plan. 

(b) Code Section 162(m) and 422 Limits; Other Share Limitations. Subject to the prOVISions of 
Section IS( a) of the Plan, no Participant may be granted under this Plan (i) Options or Stock Appreciation 
Rights during any calendar year with respect to more than seventy-five thousand (75,000) Shares, and (ii) 
Stock Awards, Stock Unit Awards and Other Stock-Based Awards that are intended to comply with the 
performance-based exception under Code Section 162(m) and are denominated in Shares under which more 
than fifty thousand (50,000) Shares may be earned for each calendar year (or other 12 month period) in the 
vesting or performance period. During any calendar year, no Participant may be granted an Award that is 
intended to comply with the performance-based exception under Code Section 162(m) and is denominated 
in cash under which more than three mil lion dollars ($3,000,000) may be earned for each calendar year (or 
other 12 month period) in the performance period. The foregoing limitations in this section shall be 
multiplied by two with respect to Awards granted to a Participant during the first calendar year in which the 
Participant commences employment with the Company and its Affiliates. Subject to the provisions of 
Section IS(a) of the Plan, the aggregate number ofShares that may be subject to all Incentive Stock Options 
granted under the Plan shall not exceed thirty three percent (33%) of the total aggregate number of Shares 
that may be subject to or delivered under Awards under the Plan, as the same may be amended from time to 
time. Notwithstanding anything to the contrary in the Plan, the limitations set forth in this Section 3(b) 
shall be subject to adjustment under Section 15(a) of the Plan only to the extent that such adjustment wi ll 
not affect the status of any Award intended to qualify as "performance-based compensation" under Section 
162(m) of the Code. 

(c) Limit on Awards to Directors. Notwithstanding any other provision of the Plan to the contrary, the 
aggregate grant date fair value (computed as of the date of grant in accordance with applicable financial 
accounting rules) of all Awards granted to any Non-employee Director during any single calendar year shall 
not exceed four thousand (4,000) Shares or two hundred thousand dollars ($200,000) in Grant Date Fair 
Market Value, whichever is greater. 

(d) Share Counting Rules. 

(i) For purposes of this Section 3 of the Plan, Shares subject to Awards that have been canceled, 
expired, settled in cash, or not issued or forfeited for any reason (in whole or in part) shall not reduce 
the aggregate number of Shares which may be subject to or delivered under Awards granted under 
this Plan and shall be available for future Awards granted under this Plan. In addition, if any Shares 
subject to an award under any prior plan are canceled , expired, settled in cash, or not issued or 
forfeited for any reason (in whole or in part) after December 31, 2012, then such Shares subject to an 
award under any prior plan shall, to the extent of such cancellation, expiration, settlement in cash, 
non-issuance or forfeiture, again be available lor grant under this Plan on a one-for-one basis. 
Notwithstanding the foregoing, Shares added back under the provisions of this subsection (d) shall not 
be counted when determining the limit on Shares that may be granted as Incentive Stock Options 
under subsection (b), above. 
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(ii) Shares subject to Awards that have been retained by the Company in payment or satisfaction 
of the purchase price of an Award or the tax withholding obligation of an Awardee, and Shares that 
have been delivered (either actually or constructively by attestation) to the Company in payment or 
satisfaction of the purchase price of an Award or the tax withholding obligation of an Awardee, such 
Shares so tendered or withheld shall be avai lable for grant under the Plan on a one-for-one basis. 
Similarly, if any Shares subject to an award under any prior plan are, after December 3 I , 2012. either 
retained by the Company in payment or satisfaction of the purchase price of an award or the tax 
withholding obligation of an awardee, or if Shares are delivered (eithe r actually or constructively by 
attestation) to the Company in payment or satisfaction of the purchase price of an award or the tax 
withholding obligation of an awardee under a prior plan, then such Shares subject to an award under 
any prior plan shall, to the extent of such tendering or withholding, again be avai lable for grant under 
this Plan on a one-for-one basis. 

( iii ) Conversion A wards shall not reduce the Shares authorized for grant under the Plan or the 
limitations on Awards to a Participant under subsection (b), above, nor shall Shares subject to a 
Conversion Award again be avai lable for an Award under the Plan as provided in this subsection (d). 

4. Administration of the Plan . 

(a) Procedure. 

(i) Multiple Administrative Bodies. The Plan shall be administered by the Board, a Committee 
designated by the Board to so administer this Plan and/or their respective delegates. 

(ii) Section 162(m). To the extent that the Administrator determines it to be desirable to qualify 
Awards granted hereunder as "performance-based compensation" within the meaning of Code Section 
162(m), Awards to "covered employees" (within the meaning of Code Section 162(m)) or to 
Employees that the Committee determines may be "covered employees" in the future shall be made 
by a Committee of two or more "outside directors" within the meaning of Section 162(m) of the 
Code. References herein to the Administrator in connection with Awards intended to qualify as 
"performance-based compensation'' shall mean a Committee meeting the "outside director" 
requirements of Code Section 162(m). Notwithstanding any other provision of the Plan, the 
Administrator shall not have any discret ion or authority to make changes to any Award that is 
intended to qualify as "performance-based compensation" to the extent that the existence of such 
discretion or authority wou ld cause such Award not to so qualify. 

(ii i) Rule J6b-3. To the extent desirable to qualify transactions hereunder as exempt under Rule 
I6b-3 promulgated under the Exchange Act ("Rule 16b-3"), Awards to 0 fticers and Directors shall be 
made by the entire Board or a Committee of two or more "non-employee directors" within the 
meaning of Rule 16b-3. 

(iv) Other Administration. To the extent required by the rules of the principal U.S. national 
securities exchange on which the Shares are traded, the members of the Committee shall also qualify 
as " independent d irectors" as set forth in such rules. Except to the extent prohibited by Applicable 
Law, the Board or a Committee may delegate to a Committee of one or more Directors or to 
authorized officers of the Company the power to approve Awards to persons el ig ible to receive 
A wards under the Plan who are not (A) subject to Section 16 of the Exchange Act or (B) at the time of 
such approval, •·covered employees" under Section 162(m) of the Code. 

(v) Awards to Directors. The Board shall have the power and authority to g rant Awards to Non­
employee Directors, including the authority to determine the number and type of awards to be 
granted; determine the terms and conditions, not inconsistent with the terms of this Plan, of any 
award; and to take any other actions the Board considers appropriate in connection with the 
administration of the Plan. 
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(vi) Delegation of Authority for the Day-to-Day Administration of the Plan. Except to the extent 
prohibited by Appl icable Law, the Administrator may delegate to one or more individuals the day-to­
day administration of the Plan and any of the functions assigned to it in this Plan. Such delegation 
may be revoked at any time. 

(b) Powers ofthe Administrator. Subject to the provisions of the Plan and, in the case of a Committee 
or delegates acting as the Administrator, subject to the specific duties delegated to such Committee or 
delegates, the Administrator shall have the authority, in its d iscretion: 

(i) to select the Non-employee Directors, Consultants and Employees of the Company or its 
Affi liates to whom Awards are tO be granted hereunder; 

(ii) to determine the number of Common Shares to be covered by each Award granted hereunder; 

(iii) to determine the type of Award to be granted to the selected Employees, 
Consultants and Non-employee Directors; 

(iv) to approve forms of Award Agreements; 

(v) to determine the terms and conditions, not inconsistent with the terms of the Plan, of any 
Award granted hereunder. Such terms and conditions include, but are not limited to, the exercise 
and/or purchase price, the time or times when an Award may be exercised (which may or may not be 
based on perfom1ance criteria), the vesting schedule, any vesting and/or exercisability provisions, 
terms regarding acceleration of Awards or waiver of forfeiture restrictions, the acceptable forms of 
consideration for payment for an Award, the term, and any restriction or limitation regarding any 
Award or the Shares relating thereto, based in each case on such facto rs as the Administrator, in its 
sole discretion, shall determine and may be established at the time an Award is granted or thereafter; 

(vi) to correct adm inistrative errors; 

(vii) to construe and interpret the terms of the Plan (including sub-plans and Plan addenda) and 
Awards granted pursuant to the Plan; 

(viii) to adopt rules and procedures relating to the operation and administration of the Plan to 
accommodate the specific requirements of local laws and procedures. Without limiting the generality 
of the foregoing, the Administrator is specifically authorized (A) to adopt rules and procedures 
regarding the conversion of local currency, the shift of tax liabili ty from employer to employee 
(where legally permitted) and withholding procedures and handling of stock certificates which vary 
with local requirements, and (B) to adopt sub-plans and Plan addenda as the Administrator deems 
desirable, to accommodate foreign laws, regulations and practice: 

(ix) to prescribe, amend and rescind rules and regulations relating to the Plan, including rules and 
regulations re latin g to sub-plans and Plan addenda; 

(x) to modify or amend each Award, including, but not limited to, the acceleration of vesting 
and/or exercisability. provided, however, that any such modification or amendment (A) is subject to 
the minimum vesting provisions under the Plan, if any, and the plan amendment provisions set forth 
in Section 16 of the Plan, and (B) may not impair any outstanding Award unless agreed to in writing 
by the Participant, except that such agreement shall not be required if the Administrator determines in 
its sole discretion that such modification or amendment either (Y) is required or advisable in order for 
the Company, the Plan or the Award to satisfy any Applicable Law or to meet the requirements of any 
accounting standard, or (Z) is not reasonably likely to significantly diminish the benefits provided 
under such Award, or that adequate compensation has been provided for any such diminishment, 
except following a Change of Control; 
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(xi) to allow or require Participants to satisfy withholding tax amounts by electing to have the 
Company withhold from the Shares to be issued upon exercise of a Nonqualified Stock Option or 
vesting of a Stock Award that number of Shares having a Fair Market Value equal to the amount 
required to be withheld. The Fair Market Value of the Shares to be withheld shall be determined in 
such manner and on such date that the Administrator shall determine or, in the absence of provision 
otherwise, on the date that the amount of tax to be withheld is to be determined. All elections by a 
Participant to have Shares withheld tor this purpose shall be made in such form and under such 
conditions as the Administrator may provide; 

(xii) to authorize conversion or substitution under the Plan of any or all stock options, stock 
appreciation rights or other stock awards held by awardees of an entity acquired by the Company (the 
"Conversion Awards''). Any conversion or substitution shall be effective as of the close of the merger 
or acquisition. The Conversion Awards may be Nonqual ified Stock Options or Incentive Stock 
Options, as determined by the Administrator. with respect to options granted by the acquired entity; 

(xiii) to authorize any person to execute on behalf of the Company any instrument required to 
effect the grant of an Award previously granted by the Administrator; 

(xiv) to impose such restrictions, conditions or limitations as it determines appropriate as to the 
timing and manner of any resale by a Participant or of other subsequent transfers by the Participant of 
any Shares issued as a result of or under an A ward or upon the exercise of an A ward, including, 
without limitation, (A) restrictions under an insider trading policy , (B) restrictions as to the use of a 
specified brokerage firm for such resale or other transfers, and (C) institution of"blackout" periods on 
exercises of Awards; 

(xv) to provide, either at the time an Award is granted or by subsequent action, that an Award 
shall contain as a term thereof, a right. either in tandem with the other rights under the Award or as an 
alternative thereto, of the Participant to receive, without payment to the Company, a number of 
Shares, cash or a combination thereat: the amount of which is determined by reference to the value of 
the A ward; and 

(xvi) to make all other determinations deemed necessary or advisable for administering the Plan 
and any A ward granted hereunder. 

(c) E.ffecl of Administrator's Decision. All questions arising under the Plan or under any Award shall 
be decided by the Administrator in its total and absolute discretion. All decisions, determinations and 
interpretations by the Administrator regarding the Plan, any rules and regulations under the Plan and the 
terms and conditions of any Award granted hereunder, shall be final and binding on all Participants. The 
Administrator shall consider such factors as it deems relevant. in its sole and absolute discretion, to making 
such decisions, determinations and interpretations, including, without limitation, the recommendations or 
advice of any officer or other employee of the Company and such attorneys, consultants and accountants as 
it may select. 

(d) indemnity. To the extent allowable under Applicable Law, each member of the Committee or of 
the Board and any person to whom the Committee has delegated any of its authority under the Plan shall be 
indemnified and held harmless by the Company from any loss, cost, liability, or expense that may be 
imposed upon or reasonably incurred by such person in connection with or resulting from any claim, action, 
suit, or proceeding to which he or she may be a party or in which he or she may be involved by reason of 
any action or failure to act pursuant to the Plan, and against and from any and all amounts paid by him or 
her in satisfaction of judgment in such action, suit, or proceeding against him or her; provided he or she 
gives the Company an opportunity, at its own expense, to handle and defend the same before he or she 
undertakes to handle and defend it on his or her own behalf. The foregoing right of indemnification shall 
not be exclusive of any other rights of indemnification to which such persons may be entitled pursuant to the 
Company's Articles of lncorporation or By-laws, as a matter of law, or otherwise, or any power that the 
Company may have to indemnify them or hold them harmless. 
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5. Elig ibility. 

Awards may be granted only to Directors, Employees and Consultants ofthe Company or any of its 
Affiliates; provided, however, that Incentive Stock Options may be granted only to Employees of the Company and 
its Subsidiaries (within the meaning of Section 424(t) of the Code). 

6. Term of Plan. 

The Plan shall become effective upon its approval by shareholders of the Company. It shall continue in 
effect for a term of ten ( I 0) years from the date the Plan is approved by the shareho lders of the Company (the 
"Effective Date' ") un less terminated earlier under Section 16 of the Plan. 

7. Term of Awa rd. 

Subject to the provisions of the Plan, the term of each A ward shall be determined by the Administrator and 
stated in the Award Agreement, and may extend beyond the termination of the Plan. ln the case of an Option or a 
Stock Appreciation Right, the term shall be ten (I 0) years from the Grant Date or such shorter term as may be 
provided in the A ward Agreement. 

8. Options. 

The Administrator may grant an Option or provide for the grant of an Option, either from time to time in 
the discretion of the Administrator or automatically upon the occurrence of specified events, inc I uding, without 
lim itation, the achievement of performance goals. 

(a) Option Agreement. Each Option Agreement shall contain provisions regard ing (i) the number of 
Shares that may be issued upon exercise of the Option, (ii) the type of Option, (iii) the exercise price of the 
Option and the means of payment of such exercise price, (iv) the term of the Option, (v) such terms and 
conditions regarding the vesting and/or exercisability of an Option as may be determined from time to time 
by the Administrator, (vi) restrictions on the transfer of the Option and forfeiture provisions, and (vii) such 
further terms and cond itions, in each case not inconsistent with this Plan, as may be determined from time to 
time by the Administrator. 

(b) Exercise Price. The per share exercise price for the Shares to be issued upon exercise of an Option 
shall be determined by the Administrator. except that the per Share exercise price shall be no less than I 00% 
of the Fair Market Value per Share on the Grant Date, except with respect to Conversion Awards. 

(c) No Option Repricings. Subject to Section l5(a) of the Plan, the exercise price of an Option may 
not be reduced without shareholder approval, nor may outstanding Options be cancelled in exchange for 
cash, other Awards or Options with an exercise price that is less than the exercise price of the original 
Option without shareholder approval. 

(d) No Reload Grants. Options shall not be granted under the Plan in consideration for and shall not be 
conditioned upon the delivery of Shares to the Company in payment of the exercise price and/or tax 
withholding obligation under any other employee stock option. 

(e) Vesting Period and Exercise Dates. Options granted under this Plan shall vest and/or be 
exercisable at such time and in such installments during the period prior to the expiration of the Option's 
term as determ ined by the Administrator and as specified in the Option Agreement. The Administrator shall 
have the right to make the tim ing of the abi lity to exercise any Option granted under this Plan subject to 
continued active employment, the passage of time and/or such performance requirements as deemed 
appropriate by the Administrator. At any time after the grant of an Option, the Administrator may reduce or 
eliminate any restrictions surrounding any Participant's right to exercise a ll or part of the Option. 

(f) Form of Consideration. The Administrator shall determine the acceptable form of consideration for 
exercising an Option, including the method of payment, either through the terms of the Option Agreement or 
at the time of exercise of an Option. Acceptable forms of consideration may include: 
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(i) cash; 

(ii) check or wire transfer (denominated in U.S. Dollars); 

(iii) subject to any conditions or limitations established by the Administrator, other Shares which 
have a Fair Market Value on the date of surrender equal to or greater than the aggregate exercise price 
of the Shares as to which said Option shall be exercised (it being agreed that the excess of the Fair 
Market Value over the aggregate exercise price, if any, shall be refunded to the Awardee in cash if the 
surrendered Shares were held for a period of more than six (6) months on the date of surrender); 

(iv) subject to any conditions or limitations established by the Administrator, the Company 
withholding Shares otherwise issuable upon exercise of an Option; 

(v) consideration received by the Company under a broker-assisted sale and remittance program 
acceptable to the Administrator and in compliance with Applicable Law; 

(vi) such other consideration and method of payment for the issuance of Shares to the extent 
permined by Applicable Law; or 

(vii) any combination of the forego ing methods of payment, provided, however, that the 
Participant must pay in cash an amount not less than the aggregate par value (if any) of the Shares 
being acquired to the extent required by applicable law. 

(g) Procedure for Exercise; Rights as a Shareholder. 

(i) Any Option granted hereunder shall be exercisable according to the terms of the Plan and at 
such times and under such conditions as determined by the Administrator and set forth in the 
applicable Option Agreement. 

( ii) An Option shall be deemed exercised when (A) the Company receives (I) written or 
electronic notice of exercise (in accordance with the Option Agreement or procedures established by 
the Administrator) from the person entitled to exercise the Option and (2) full payment for the Shares 
with respect to which the related Option is exercised, and (B) with respect to Nonqualified Stock 
Options, provisions acceptable to the Administrator have been made for payment of all applicable 
withholding taxes. 

(i ii ) Unless provided otherwise by the Administrator or pursuant to this Plan, until the Shares are 
issued (as evidenced by the appropriate entry on the books of the Company or of a duly authorized 
transfer agent of the Company), no right to vote or receive dividends or any other rights as a 
shareholder shall exist with respect to the Shares subject to an Option, notwithstanding the exercise of 
the Option. 

(iv) The Company shall issue (or cause to be issued) such Shares as soon as administratively 
practicable after the Option is exercised. An Option may not be exercised for a fraction of a Share. 

(h) Termination of Employment or Board Membership. The Administrator shall determine as of the 
Grant Date (subject to modification subsequent to the Grant Date) the effect a termination from membership 
on the Board by a Non-employee Director for any reason or a Termination of Employment due to (i) 
Disability, (ii) Retirement, (i ii ) death, or (iv) otherwise (including Termination for Cause) shall have on any 
Option. Unless otherwise provided in the Award Agreement, (w) upon termination from membership on the 
Board by a Non-employee Director, any Option held by such Director that ( I) has not vested and is not 
exercisable as of the effective date of such termination from membership on the Board shall be subject to 
immediate cancellat ion and forfeiture, or (2) is vested and exercisable as of the effective date of such 
termination shal l remain exercisable for one year thereafter, or the remaining term of the Option, if less; (x) 
upon Termination of Employment due to Disability or Death, any Option held by such Employee that is 
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vested and exercisable as of the effective date of such Termination of Employment shall remain exercisable 
for three years after such Termination of Employment due to Disability or one year after such Termination 
of Employment due to Death, or, in either case, the remaining term of the Option, if less; (y) any Option 
held by an Awardee at Retirement that is vested and exercisable as of the effective date of such Retirement 
wi ll remain outstanding for three years or the remaining term of the option, if less; and (z) any other 
Termination of Employment shall result in immediate cancellation and forfeiture of all outstanding Options 
that have not vested as of the effective date of such Termination of Employment, and any vested and 
exercisable Options held at the time of such Termination of Employment shall remain exercisable for ninety 
(90) days thereafter, or the remaining term of the Option, if less. Notwithstanding the foregoing, all 
outstanding and unexercised Options shall be immediately cancelled in the event of a Termination for 
Cause. 

9. Incentive Stock Option Limitationsrrerms. 

(a) Eligibility. Only Employees (who qualify as employees under Section 3401(c) of the Code and the 
regulations promulgated thereunder) of the Company or any of its Subsidiaries may be granted Incentive 
Stock Options. No Incentive Stock Option shall be granted to any such Employee who as of the Grant Date 
owns stock possessing more than LO% of the total combined voting power of the Company. 

(b) $100,000 Limitation. Notwithstanding the designation "Incentive Stock Option" in an Option 
Agreement, if and to the extent that the aggregate Fair Market Value of the Shares with respect to which 
Incentive Stock Options are exercisable for the first time by the Awardee during any calendar year (under all 
plans of the Company and any of ils Subsidiaries) exceeds U.S. $100,000, such Options shall be treated as 
Nonqualified Stock Options. For purposes of this Section 9(b) of the Plan, Incentive Stock Options shall be 
taken into account in the order in which they were granted. The Fair Market Value of the Shares shall be 
determ ined as of the Grant Date. 

(c) Transferability. The Option Agreement must provide that an Incentive Stock Option is not 
transferable by the Awardee otherwise than by wi ll or the laws of descent and distribution, and, during the 
lifetime of such Awardee, must not be exercisable by any other person. If the terms of an Incentive Stock 
Option are amended to permit transferability, the Option will be treated for tax purposes as a Nonqualitied 
Stock Option. 

(d) Exercise Price. The per Share exercise price of an Incentive Stock Option shall in no event be 
inconsistent with the requirements for qualification of the Incentive Stock Option under Section 422 of the 
Code. 

(e) Ocher Terms. Option Agreements evidencing Incentive Stock Options shall contain such other 
terms and conditions as may be necessary to qualify, to the extent determined desirable by the 
Administrator, with the appl icable provisions of Section 422 of the Code. If any such terms and conditions, 
as of the Grant Date or any later date, do not so comply, the Option will be treated thereafter for tax 
purposes as a Nonquali tied Stock Option. 

10. Stock Appreciation Rights. 

A "Stock Appreciation Right'' is a right that entitles the Awardee to receive, in cash or Shares (as 
determined by the Administrator), value equal to or otherwise based on the excess of(i) the Fair Market Value of a 
specified number of Shares at the time or exercise over (ii) the aggregate exercise price of the right, as established 
by the Administrator on the Grant Date. Stock Appreciation Rights may be granted to Awardees either alone 
(''freestanding") or in addition to or in tandem with other'Awards granted under the Plan and may, but need not, 
relate to a specific Option granted under Section 8 of the Plan. All Stock Appreciation Rights under the Plan shall 
be granted subject to the same terms and conditions applicable to Options as set forth in Section 8 of the Plan. 
However, any Stock Appreciation Right granted in tandem with an Option may be granted at the same time such 
Option is granted or at any time thereafter before exercise or expiration of such Option, and shall be based on the 
Fair Market Value of one Share on the Grant Date or, if applicable, on the Grant Date of the Option with respect to a 
Stock Appreciation Right granted in exchange for or in tandem with, but subsequent to, the Option (subject to the 
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requirements of Section 409A ofthc Code). Subject to the provisions of Section 8 ofthe Plan, the Administrator 
may impose such other conditions or restrictions on any Stock Appreciation Right as it shall deem appropriate. 

I 1. Stock A wards. 

(a) Stock Award Agreement. Each Stock Award Agreement shall contain provisions regarding (i) the 
number of Shares subject to such Stock Award or a formula for determining such number, (ii) the purchase 
price of the Shares, if any, and the means of payment for the Shares, (iii) the performance criteria, if any, 
and level of achievement versus these criteria that shall determine the number of Shares granted, issued, 
retainable and/or vested, (iv) such terms and conditions on the grant, issuance, vesting and/or forfeiture of 
the Shares as may be determined from time to time by the Administrator, (v) restrictions on the 
transferability of the Stock Award, and (vi) such further terms and conditions, in each case not inconsistent 
with this Plan, as may be determined from time to time by the Administrator. The Comminee may, in its 
sole discretion, waive the vesting restrictions and any other conditions set forth in any Award Agreement 
under such terms and conditions as the Comminee shall deem appropriate, subject to the limitations imposed 
under Code Section 162(m) and the regulations thereunder in the case of an Award intended to comply with 
the performance-based exception under Code Section 162(m), unless determined otherwise under the 
circumstances by the Commillee. 

(b) Restrictions and Performance Criteria. The grant, issuance, retention and/or vesting of Stock 
Awards issued to Employees may be subject to such performance criteria and level of achievement versus 
these criteria as the Administrator shall determine, which criteria may be based on financial performance. 
personal performance evaluations and/or completion of service by the Awardee. Notwithstanding anything 
to the contrary herein, the performance criteria for any Stock Award that is intended to satisfy the 
requirements tor ·'performance-based compensation" under Section l62(m) of the Code (a "Performance 
Stock A ward") shall be established by the Administrator based on one or more Qualifying Performance 
Criteria selected by the Administrator and specified in writing not later than ninety (90) days after the 
commencement of the period of service (or, if earlier, the elapse of 25% of such period) to which the 
performance goals relate or otherwise within the time period required by the Code or the applicable 
Treasury Regulations, provided that the outcome is substantially uncertain at that time. Stock A wards for 
which vesting is not based on the attainment of performance criteria are referred to as "Restricted Stock 
Awards." 

(c) Termination of Employment or Board Membership. The Administrator shall determine as of the 
Grant Date (subject to modification subsequent to the Grant Date) the effect a termination from membership 
on the Board by a Non-employee Director for any reason or a Termination of Employment due to (i) 
Disability, (ii) Retirement, (iii) death, or (iv) otherwise (including Termination for Cause) shall have on any 
Stock Award . Unless otherwise provided in the Award Agreement, (y) a Termination of Employment due 
to Disability, death or Retirement or termination from membership on the Board by a Non-employee 
Director due to Disability or death shall result in vesting of a prorated portion of any Stock Award, based 
upon the full months of the applicable perfonnance period, vesting period or other period of restriction 
elapsed as of the end of the month in which the Termination of Employment due to Disability, death or 
Retirement or termination from membership on the Board by a Non-employee Director due to Disability or 
death occurs over the total number of months in such period; and (z) any other Termination of Employment 
or termination from membership on the Board by a Non-employee Director shall result in immediate 
cancellation and forfeiture of alI outstanding, unvested Stock A wards. 

(d) Rights as a Shareholder. Unless otherwise provided for by the Administrator, the Participant shall 
have the rights equivalent to those of a shareholder and shall be a shareholder only after Shares are issued 
(as evidenced by the appropriate entry on the books of the Company or of a duly authorized transfer agent of 
the Company) to the Participant. Any certificate issued in respect of a Restricted Stock Award shall be 
registered in the name of the applicable Participant and shall bear an appropriate legend referring to the 
terms, conditions, and restrictions applicable to such Award, substantially in the following form: 

"The transferability of this certificate and the shares of stOck represented hereby are subject to the 
terms and conditions (including forfeiture) of the Chesapeake Utilities Corporation 2013 Stock and 
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Incentive Compensation Plan and an Award Agreement. Copies of such Plan and Agreement are on 
file at the offices of Chesapeake Utilities Corporation, 909 Silver Lake Bou levard, Dover, Delaware 
19904.'' 

The Committee may require that the certificates evidencing such Shares be held in custody by the Company 
until the restrictions thereon shall have lapsed and that, as a condition of any Award of Restricted Stock, the 
applicable Participant shall have delivered a stock power, endorsed in blank, re lating to the Common Shares 
covered by such A ward. The Participant shall not be permitted to sel l. assign, transfer, pledge or otherwise 
encumber a Stock Award. 

12. Stock Unit Awards and Other Stock-Based Awards. 

(a) Stock Unit Awards. Each Stock Unit Award Agreement shall contain provisions regarding (i) the 
number of Shares subject to such Stock Unit Award or a formula for determining such number. (ii) the 
performance criteria, if any, and level of achievement versus these criteria that shall determine the number 
of Shares granted, issued, and/or vested, (iv) such terms and conditions on the grant, issuance, vesting 
and/or forfeiture of the Shares as may be determined from time to time by the Administrator, (v) restrictions 
on the transferability of the Stock Unit Award, and (vi) such further terms and conditions, in each case not 
inconsistent with this Plan, as may be determined from time to time by the Administrator. Awards with 
vesting conditions that are based upon performance criteria and level of achievement versus such criteria are 
referred to as "Performance Stock Unit Awards" and Awards with vesting conditions that are based upon 
continued employment or the passage of time are referred to as "Restricted Stock Unit Awards." The 
Committee may, in its sole d iscretion, waive the vesting restrictions and any other conditions set forth in any 
Award Agreement under such terms and conditions as the Committee shall deem appropriate, subject to the 
limitations imposed under Code Section 162(m) and the regulations thereunder in the case of an Award 
intended to comply with the performance-based exception under Code Section 162(m), unless determined 
otherwise under the circumstances by the Committee. 

(b) Restrictions and Performance Criteria. The grant, issuance, retention and/or vesting of Stock Unit 
Awards issued to Employees may be subject to such performance criteria and level of achievement versus 
these criteria as the Administrator shall determine, which criteria may be based on financial performance, 
personal performance evaluations and/or completion of service by the Awardee. Notwithstanding anything 
to the contrary herein, the performance criteria for any Performance Stock Unit Award that is intended to 
satisfy the requiremenLs for ' ·performance-based compensation" under Section 162(m) of the Code shall be 
established by the Adm inistrator based on one or more Qualifying Performance Criteria selected by the 
Administrator and specified in writing not later than ninety (90) days after the commencement of the period 
of service (or, if earlier, the elapse of 25% of such period) to which the performance goals re late or 
otherwise within the time period required by the Code or the applicable Treasury Regulations, provided that 
the outcome is substantially uncertain at that time. 

(c) Termination of Employment or Board Membership. The Administrator shall determine as of the 
Grant Date (subject to modification subsequent to the Grant Date) the effect a termination fi·om membership 
on the Board by a Non-employee Director for any reason or a Termination of Employment due to (i) 
Disability, (ii) Retirement, (iii) death, or (iv) otherwise (includ ing Termination for Cause) shall have on any 
Stock Unit Award. Unless otherwise provided in the Award Agreement, (y) a Termination of Employment 
due to Disability, death or Retirement or termination from membership on the Board by a Non-employee 
Director due to Disability or death shall result in vesting of a prorated portion of any Stock Unit Award, 
based upon the full months of the applicable performance period, vesting period or other period of 
restriction elapsed as of the end ofthe month in which the Termination of Employment due to Disability, 
death or Retirement or termination from membership on the Board by a Non-employee Director due to 
Disability or death occurs over the total number of months in such period; and (z) any other Termination of 
Employment or termination from membership on the Board by a Non-employee Director shall result in 
immediate cancellation and forfeiture of all outstanding. unvested Stock Unit A wards. 

(d) Rights as a Shareholder. Unless otherwise provided for by the Administrator. the Participant shal l 
have the rights equivalent to those of a shareholder and shall be a shareho lder only after Shares are issued 
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(as evidenced by the appropriate entry on the books of the Company or of a duly authorized transfer agent of 
the Company) to the Participant. 

(e) 01her Stock-Based Award. An "Other Stock-Based Award" means any other type of equity-based 
or equity-related Award not otherwise described by the terms of this Plan (including the grant or offer for 
sale of unrestricted Shares), as well as any cash based bonus based on the attainment of Qualifying 
Performance Criteria as described in Section 1 3(b), in such amount and subject to such terms and conditions 
as the Administrator shall determine. Such Awards may involve the transfer of actual Shares to Participants, 
or payment in cash or otherwise of amounts based on the value of Shares or pursuant to attainment of a 
performance goal. Each Other Stock-Based Award will be evidenced by an Award Agreement containing 
such terms and conditions as may be determined by the Administrator. 

(f) Value of Other Stock-Based Awards. Each Other Stock-Based Award shall be expressed in terms 
of Shares or units based on Shares or a target amount of cash, as determined by the Administrator. The 
Administrator may establish performance goals in its discretion. If the Adm inistrator exercises its discretion 
to establish performance goals, the number and/or value of Other Stock-Based Awards that will be paid out 
to the Participant wi ll depend on the extent to which the performance goals are met. Notwithstanding 
anything to the contrary herein, the performance criteria for any Other Stock-Based Award that is intended 
to satisfy the requirements for "performance-based compensation" under Section 162(m) of the Code shall 
be established by the Administrator based on one or more Qualifying Performance Criteria selected by the 
Administrator and specified in writing not later than ninety (90) days after the commencement of the period 
of service (or. if earlier, the elapse of 25% of such period) to which the performance goals relate and 
otherwise within the time period required by the Code and the applicable Treasury Regulations, provided 
that the outcome is substantially uncertain at that time. 

(g) Payment of 01her Stock-Based Awards. Payment, if any, with respect to Other Stock-Based 
Awards shall be made in accordance with the terms of the Award, in cash or Shares as the Administrator 
determines. 

(h) Termination of Employment or Board Membership. The Admin istrator shall determine as of the 
Grant Date (subject to modification subsequent to the Grant Date) the effect a termination from membership 
on the Board by a Non-employee Director for any reason o r a Termination of Employment due to (i) 
Disability, (i i) Retirement, (ii i) death, or (iv) otherwise (includ ing Termination for Cause) shall have on any 
Other Stock-Based Award. Unless otherwise provided in the Award Agreement, (y) a Term ination of 
Employment due to Disability, death or Retirement or termination from membership on the Board by a Non­
employee Director due to Disability or death shall result in vesting of a prorated portion of any Other Stock­
Based Award, based upon the full months of the applicable performance period, vesting period or other 
period of restriction elapsed as of the end of the month in which the Termination of Employment due to 
Disability, death or Retirement or termination of Board membership due to Disability or death occurs over 
the total number of months in such period; and (z) any other Termination of Employment or term ination 
from Board membership sha ll result in immediate cancellation and forfeiture of a ll outstanding, unvested 
Other Stock-Based Awards. 

13. Other Provis ions Applicable to Awa rds. 

(a) Non-Transferabilily of Awards. Unless determined otherwise by the Administrator, an Award may 
not be sold, pledged, assigned, hypothecated, transferred or disposed of in any manner other than by 
beneficiary designation, will or by the laws of descent or distribution, including but not limited to any 
attempted assignment or transfer in connection with the settlement of marital property or other rights 
incident to a divorce or dissolution, and any such attempted sale, assignment or transfer shall be of no effect 
prior to the date an Award is vested and settled. The Administrator may only make an Award transferable to 
an Awardee's family member or any other person or entity provided the Awardee does not receive 
consideration for such transfer. 1 f the Administrator makes an Award transferable, either as of the Grant 
Date or thereafter, such Award shall contain such additional terms and conditions as the Administrator 
deems appropriate, and any transferee shall be deemed to be bound by such terms upon acceptance of such 
transfer. 
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(b) Qualifying Performance Criteria. For purposes of this Plan, the term "Qualifying Performance 
Criteria" shall mean any one or more of the following performance criteria, either individually, alternatively 
or in any combination, applied to either the Company as a whole or to a Subsidiary, business unit. Affiliate 
or business segment, ei ther individually, alternatively or in any combination, and measured either annually 
or cumulatively over a period or years, on an absolute basis or relative to a pre-established target, to 
previous years' results or to a designated comparison group, in each case as specified by the Committee in 
the Award or by duly adopted resolution: (i) basic or diluted earnings per share; (ii) cash flow or free cash 
flow or net cash from operating activity; (iii) earnings (including gross margin, earnings before or after 
interest and taxes, earnings before taxes, and net earnings); (iv) growth in earnings or earnings per share; (v) 
stock price or change in stock price; (vi) return on equity or average shareholders' equity; (vii) total 
shareholder return; (viii) return on capital or change in working capital; (ix) return on assets or operating 
assets; (x) return on investments; (xi) revenue or gross profits; (xii) revenue growth; (xiii) earnings before 
interest, taxes, depreciat ion and amortization; (xiv) net income or net income growth; (xv) pretax income 
before allocation of corporate overhead and bonus; (xvi) operating income or net operating income or 
operating income grov.rth; (xvi i) operating profit or net operating profit (whether before or after taxes); 
(xviii) operating margin or operating margin grov1th; (xix) return on operating revenue; (xx) working capit al 
or net working capital; (xxi) any other Generally Accepted Accounting Principles ("GAAP") financial 
measures; (xxii) market share; (xxiii) capital expenditures; (xxiv) capital expenditures as a percentage of 
total capitalization; (xxv) overhead or other expense or cost reduct ion; (xxvi) growth in shareholder value 
relative to the moving average of a peer group or equity market index; (xxvii) credit rating; (xxviii) asset 
quality; (xxix) cost saving levels; (xxx) core non-interest income; (xxxi) strategic plan development and 
implementation; (xxxii) improvement in workforce diversity; (xxxiii) customer satisfaction; (xxxiv) 
employee satisfaction; (xxxv) management succession plan development and implementation; and (xxxvi) 
employee or customer retention. With respect to any Award that is intended to satisfy the requirements for 
"performance-based compensation" under Section 162(m) of the Code, the performance criteria must be 
Qualifying Performance Criteria, and the Administrator will (with in the first quarter of the performance 
period, but in no event more than ninety (90) days into that period) establish the speci fie performance targets 
(including thresholds and whether to exclude certain extraordinary, non-recurring, or similar items) and 
Award amounts (subject to the right of the Adm inistrator to exercise discretion to reduce payment amounts 
following the conclusion of the performance period). Extraordinary, non-recurring items that may be the 
basis of adjustment include acquisitions or divestitures, restructurings, discontinued operations, 
extraordinary items, and other unusual or non-recurring charges, an event either not directly related to the 
operations of the Company, Subsidiary, division, business segment or business unit or not within the 
reasonable control of management, the cumulative effects of tax or accounting changes in accordance with 
U.S. generally accepted accounting principles, and foreign exchange gains or losses. 

(c) Certification. Prior to the payment of any compensation under an Award intended to qualify as 
' ·performance-based compensation" under Section 162(m) of the Code, the Administrator shall certify in 
writing the extent to which any Qualifying Performance Criteria and any other material terms under such 
Award have been satisfied (other than in cases where such criteria relate solely to the increase in the value 
of the Common Shares). 

(d) DiscretionG/y Adjustments Pursuant to Section 162(m). Notwithstanding satisfaction or 
completion of any Qualifying Performance Crite ria, to the extent specified as of the Grant Date, the number 
of Shares, Options or other benefits granted, issued, retainable and/or vested under an Award on account of 
satisfaction of such Qualifying Performance Criteria may be reduced (but not increased) by the 
Administrator on the basis of such further considerations as the Administrator in its sole discret ion shall 
determine. 
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14. Dividends and Dividend Eq uivalents. 

Awards other than Options and Stock Appreciation Rights may provide the Awardee with the right to 
receive dividend payments or dividend equivalent payments on the Shares subject to the Award. whether or not such 
Award is vested. Notwithstanding the foregoing, dividends or dividend equivalents shall not be paid with respect to 
Stock Awards, Stock Unit Awards or Other Stock-Based Awards that vest based on the achievement of performance 
goals prior to the date the performance goals are satisfied and the Award is earned, and then shall be payable only 
with respect to the number of Shares or Stock Units actually earned under the Award. Such payments may be made 
in cash, hares or Stock Units or may be credited as cash or Stock Units to an Awardee's account and later settled in 
cash or Shares or a combination thereof, as determined by the Administrator. Such payments and credits may be 
subject to such conditions and contingencies as the Administrator may establish. 

IS. Adjustments upon Changes in Capita lization, Organic Change or Change of Control. 

(a) Adjustment Clause. In the event of (i) a stock dividend, extraordinary cash dividend, stock split, 
reverse stock split, share combination, or recapitalization or simi lar event affecting the capital structure of 
the Company (each. a "Share Change"), or (ii) a merger. consolidation, acquisition of property or shares, 
separation, spin-off, reorganization, stock rights offering, liquidation, Disaffiliation, or similar event 
affecting the Company or any of its Subsidiaries (each, an "Organic Change"), the Administrator or the 
Board may in its discretion make such substitutions or adjustments as it deems appropriate and equitable to 
(i) the Share limitations set forth in Section 3 of the Plan. (ii) the number and kind of Shares covered by 
each outstanding Award, and (iii) the price per Share subject to each such outstanding Award. In the case of 
Organic Changes, such adjustments may include, without limitation, (x) the cancellation of outstanding 
Awards in exchange for payments of cash. property or a combination thereof having an aggregate value 
equal 10 the value of such A wards, as determined by the Administrator or the Board in its sole discretion (it 
being understood that in the case of an Organic Change with respect to which shareholders receive 
consideration other than publicly traded equity securities of the ultimate surviving entity, any such 
determination by the Administrator that the value of an Option or Stock Appreciation Right shall for this 
purpose be deemed to equal the excess, if any, of the value of the consideration being paid for each Share 
pursuant to such Organic Change over the exercise price of such Option or Stock Appreciation Right shall 
conclusively be deemed valid); (y) the substitution of other property (including, without limitation. cash or 
other securities of the Company and securities of entities other than the Company) for the Shares subject to 
outstanding Awards; and (z) in connection with any Disaffiliation, arranging for the assumption of Awards, 
or replacement of Awards with new awards based on other property or other securities (including, without 
limitation, other securities of the Company and securities of entities other than the Company), by the 
affected Subsidiary, Affiliate, or division or by the entity that controls such Subsid iary. Affiliate, or division 
following such Disaffiliation (as well as any corresponding adjustments to A wards that remain based upon 
Company securities). The Committee may adjust in its sole discretion the Qualify ing Performance Criteria 
applicable to any A wards to re!lect any Share Change and any Organic Change and any unusual or non­
recurring events and other extraordinary items, impact of charges for restructurings, discontinued 
operations, and the cumulative effects of accounting or tax changes. each as defined by generally accepted 
accounting principles or as identified in the Company's financial statements, notes to the financial 
statements, management's discussion and analysis or the Company's other SEC filings, provided that in the 
case of Qualifying Performance Criteria applicable to any performance-based Awards intended to qualify 
under Code ection 162(m), such adjustment does not violate Section 162(m) ofthe Code. Any adjustment 
under this Sect ion lS(a) need not be the same for all Participants. 

(b) Change of Control. In the event of a Change of Control, unless otherwise determined by the 
Administrator as of the Grant Date of a particular Award (or subsequent to the Grant Date), the following 
acceleration. exercisability and valuation provisions shall apply: 

(i) On the date that such Change of Control occurs, any or all Options and Stock Appreciation 
Rights awarded under this Plan not previously exercisable and vested shall, if not assumed, or 
substituted with a new award, by the successor to the Company. become fully exercisable and vested, 
and if the successor to the Company assumes such Options or Stock Appreciation Rights or 
substitutes other awards for such Awards, such Awards (or their substitutes) shall become fully 

17 



exercisable and vested if the Participant's employment is terminated (other than a Termination for 
Cause) within two years following the Change of Control. 

(ii) Except as may be provided in an individual severance or employment agreement (or 
severance plan) to which an Awardee is a party, in the event of an Awardee's Termination of 
Employment within two years after a Change of Control for any reason other than because of the 
Awardee's death, Retirement, Disability or Termination tor Cause, each Option and Stock 
Appreciation Right held by the Awardee (or a transferee) that is vested following such Termination of 
Employment shall remain exercisable until the earlier of the third anniversary of such Termination of 
Employment (or any later date until which it would remain exercisable under such circumstances by 
its terms) or the expiration of its original term. In the event of an Awardee's Termination of 
Employment more than two years after a Change of Control, or within two years after a Change of 
Control because of the Awardee's death, Retirement, Disability or Termination for Cause. the 
provisions of Sections 8(h) and 10 of the Plan shall govern (as applicable). 

(ii i) On the date that such Change of Control occurs, the restrictions and conditions applicable to 
any or all Stock Awards, Stock Unit Awards and Other Stock-Based Awards that are not assumed, or 
substituted with a new award, by the successor to the Company shall lapse and such Awards shall be 
fully vested. Unless otherwise provided in an Award Agreement at the Grant Date. upon the 
occurrence of a Change of Control without assumption or substitution of the A wards by the successor, 
any performance based Award shall be deemed fully earned at the target amount as of the date on 
which the Change of Control occurs. All Stock Awards, Stock Unit Awards and Other Stock-Based 
Awards shall be settled or paid within thirty (30) days of vesting hereunder. Notwithstanding the 
foregoing, if the Change of Control would not qualify as a permissible date of distribution under 
Section 409A(a)(2)(A) of the Code, and the regulations thereunder, the Awardee shall be entitled to 
receive the Award from the Company on the date that would have applied absent this provision. l fthe 
successor to the Company does assume (or substitute with a new award) any Stock Awards, Stock 
Unit Awards and Other Stock-Based Awards, all such Awards shall become fully vested if the 
Participant's employment is terminated (other than a Termination for Cause) within two years 
following the Change of Control, and any performance based Award shall be deemed fully earned at 
the target amount effective as of such Termination of Employment. 

( iv) The Committee, in its discretion, may determine that, upon the occurrence of a Change of 
Control of the Company, each Option and Stock Appreciation Right outstanding shall terminate 
within a specified number of days after notice to the Participant, and/or that each Participant shall 
receive, with respect to each Share subject to such Option or Stock Appreciation Right, an amount 
equal to the excess of the Pair Market Value of such Share immediately prior to the occurrence of 
such Change of Control over the exercise price per Share of such Option and/or Stock Appreciation 
Right; such amount to be payable in cash, in one or more kinds of stock or property (including the 
stock or property, if any, payable in the transaction) or in a combination thereof, as the Committee, in 
its discretion, shall determine, and if there is no excess value, the Committee may, in its discretion, 
cancel such A wards. 

(v) An Option, Stock Appreciation Right, Stock Award, Stock Unit Award or Other Stock-Based 
Award shall be considered assumed or substituted for if following the Change of Control the Award 
confers the right to purchase or receive, for each Share subject to the Option, Stock Appreciation 
Right, Stock Award, Stock Uni t Award or Other Stock-Based Award immediately prior to the Change 
of Control, the consideration (whether stock, cash or other securities or property) received in the 
transaction constituting a Change of Control by holders of Shares for each Share held on the effective 
date of such transaction (and if holders were offered a choice of consideration, the type of 
consideration chosen by the holders of a majority of the outstanding Shares); provided, however, that 
if such consideration received in the transaction constituting a Change of Control is not solely 
common stock of the successor company, the Committee may, with the consent of the successor 
company, provide that the consideration to be received upon the exercise or vesting of an Option, 
Stock Appreciation Right, Stock Award, Stock Unit Award or Other Stock-Based Award. for each 
Share subject thereto, wi ll be solely common stock of the successor company with a fair market value 
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substantially equal to the per Share consideration received by holders of Shares in the transaction 
constituting a Change of Control. The determination of whether fair market value is substantially 
equal shall be made by the Committee in its sole discretion and its determination shall be conclusive 
and binding. 

(c) Section 409A. Notwithstanding the foregoing: (i) any adjustments made pursuant to Section IS(a) 
of the Plan to Awards that are considered "deferred compensation" within the meaning of Section 409A of 
the Code shall be made in compliance with the requirements of Section 409A of the Code; (i i) any 
adjustments made pursuant to Section 15(a) of the Plan to Awards that are not considered "defen·ed 
compensation" subject to Section 409A of the Code shall be made in such a manner as to ensure that, after 
such adjustment, the Awards e ither continue not to be subject to Section 409A of the Code or comply with 
the requirements of Section 409A of the Code; (iii) the Administrator shall not have the authority to make 
any adjustments pursuant to Section I S(a) of the Plan to the extent that the existence of such authority would 
cause an Award that is not intended to be subject to Section 409A of the Code to be subject thereto; and (iv) 
if any Award is subject to Section 409A of the Code, Section I S(b) of the Plan shall be applicable only to 
the extent specifically provided in the Award Agreement and permitted pursuant to Section 24 of the Plan in 
order to ensure that such Award complies with Code Section 409A. 

16. Amendment and Termination of the Plan. 

(a) Amendment and Termination. The Administrator may amend, alter or discontinue the Plan or any 
Award Agreement, but any such amendment shall be subject to approval of the shareholders of the 
Company in the manner and to the extent required by Applicable Law. In addition, without limiting the 
foregoing, unless approved by the shareholders of the Company and subject to Section 16(b), no such 
amendment shall be made that would: 

(i) increase the maximum aggregate number of Shares wh ich may be subject to Awards granted 
under the Plan; 

(ii) reduce the minimum exercise price for Options or Stock Appreciation Rights granted under 
the Plan: or 

(iii) reduce the exercise price of outstanding Options or Stock Appreciation Rights, as prohibited 
by Section 8(c) without shareholder approval. 

(b) Effect of Amendment or Termination. No amendment, suspension or term ination of the Plan shall 
impair the rights of any Participant with respect to an outstanding Award, unless mutually agreed otherwise 
between the Participant and the Administrator, which agreement must be in writing and s igned by the 
Participant and the Company, except that no such agreement shall be required if the Administrator 
determines in its sole discret ion that such amendment either (i) is required or advisable in order for the 
Company, the Plan or the Award to satisfy any Applicable Law or to meet the requirements of any 
accounting standard, or (ii) is not reasonably likely to significantly diminish the benefits provided under 
such Award, or that any such diminishment has been adequately compensated, except that this exception 
shall not apply following a Change of Contro l. Termination of the Plan shall not affect the Administrator's 
ability to exercise the powers granted to it hereunder with respect to Awards granted under the Plan prior to 
the date of such termination. 

(c) Effect of the Plan on Other Arrangements. Neither the adoption of the Plan by the Board or a 
Committee nor the submission of the Plan to the shareholders of the Company for approval shall be 
construed as creating any limitations on the power of the Board or any Committee to adopt such other 
incentive arrangements as it or they may deem desirable. including without limitation, the granting of 
restricted shares or restricted share units or stock options otherwise than under the Plan, and such 
arrangements may be either generally applicable or applicable only in speci fie cases. 
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17. Designation of Beneficiary. 

(a) An Awardee may file a \\Tin en designation of a beneficiary who is to receive the Awardee· s rights 
pursuant to Awardee's Award or the Awardee may include his or her Awards in an omnibus beneficiary 
designarion for all benefits under the Plan. To the extent that Awardee has completed a designation of 
beneficiary while employed with the Company or an Affiliate, such beneficiary designation shall remain in 
effect with respect to any Award hereunder until changed by the Awardee to the extenl enforceable under 
Applicable Law. 

(b) Such designation of beneficiary may be changed by the Awardee at any time by written notice. In 
the event of the death of an Awardee and in the absence of a beneficiary validly designated under the Plan 
who is living at the time of such Awardee's death, the Company shall allow the legal representative of the 
Awardee's estate to exercise the Award. 

18. No Right to Awards or to Employment. 

No person shall have any claim or right to be granted an Award and the grant of any A ward shall not be 
construed as giving an Awardee the right to continue in the empiO)' of the Company or its Affiliates. Further, the 
Company and its Affiliates expressly reserve the right, at any time, to dismiss any Employee or Awardee at any time 
without liability or any claim under the Plan, except as provided herein or in any Award Agreement entered into 
hereunder. 

19. Legal Co mpliance. 

Shares shall not be issued pursuant to an Option, Stock Appreciation Right, Stock A ward, Stock Unit 
Award or Other Stock-Based Award unless such Option. Stock Appreciation Right, Stock Award or Other Stock­
Based Award and the issuance and delivery of such Shares shall comply with Applicable Law and shall be further 
subject to the approval of counsel for the Company with respect to such compliance. Unless the Awards and Shares 
covered by this Plan have been registered under the Securities Act or the Company has determined that such 
registration is unnecessary, each person receiving an Award and/or Shares pursuant to any Award may be required 
by the Company to give a representation in writing that such person is acquiring such Shares for his or her own 
account for investment and not with a view to. or for sale in connection with, the distribution of any part thereof. 

20. Inability to Obtain Authori ty. 

To the extent the Company is unable to or the Administrator deems it unfeasible to obtain authority !Tom 
any regulatory body having jurisdiction, which authority is deemed by the Company' s counsel to be advisable OJ' 

necessary to the lawfu l issuance and sale of any Shares hereunder, the Company shall be relieved of any liability 
with respect to the failure to issue or sell such Shares as to which such requisite authority shall not have been 
obtained. 

21. Reservation of Shares. 

The Company, during the term of this Plan. will at all times reserve and keep available such number of 
Shares as shall be sufficient to satisfy the requirements of the Plan. 

22. Notice. 

Any written notice to the Company required by any provisions of this Plan shall be addressed to the 
Secrelary of the Company and shall be effective when received. Any notice to a Participant hereunder shall be 
addressed to the last address of record with the Company and shall be effective when sent via first class mail. courier 
service, or electronic mail to such last address of record. 

23. Governing Law; Interpretation of Plan a nd Awards. 

(a) This Plan and all determinations made and actions taken pursuant hereto shall be governed by the 
substantive laws, but not the choice of law rules, of the state of Delaware, except as to matters governed by 
U.S. federal law. 

20 



(b) In the event that any provision of the Plan or any Award granted under the Plan is declared to be 
illegal, invalid or otherwise unenforceable by a court of competent jurisdiction. such provision shall be 
reformed, if possible, to the extent necessary to render it legal, valid and enforceable, or otherwise deleted. 
and the remainder of the terms of the Plan and/or Award shall not be affected except to the extent necessary 
to reform or delete such illegal. invalid or unen forceablc provision. 

(c) The heading preceding the text of each section hereof is inserted solely for convenience of 
reference, and shall not constitute a part of the Plan, nor shall they affect its meaning, construction or effect. 

(d) The terms of the Plan and any Award shall inure to the benefit of and be binding upon the parties 
hereto and their respective permitted heirs, beneficiaries, successors and assigns. 

24. Section 409A. 

It is the intention of the Company that no Award shall be '•deferred compensation" subject to Section 409A 
of the Code, unless and to the extent that the Administrator specifically determines otherwise, and the Plan and the 
terms and conditions of all A wards shall be interpreted accordingly. The terms and conditions governing any 
Awards that the Administrator determines will be subject to Section 409A of the Code, including any rules for 
electi vc or mandatory deferral of the delivery of cash or Shares pursuant thereto and any rules regarding treatment of 
such Awards in the event of a Change of Control, shall be set forth in the applicable Award Agreement, deferral 
election forms and procedures, and rules established by the Administrator, and shall comply in all respects with 
Section 409A of the Code. The following rules will apply to Awards intended to be subject to Section 409A ofthe 
Code (''409A Awards"): 

(a) If a Participant is permitted to elect to defer an Award or any payment under an Award. such 
election will be permitted only at times in compliance with Code Section 409A. including applicable 
transition rules thereunder. 

(b) The Company shall have no authority to accelerate distributions relating to 409A Awards in excess 
of the authority permitted under Section 409A. 

(c) Any distribution of a 409A Award following a Termination of Employment that would be subject 
to Code Section 409A(a)(2)(A)(i) as a distribution following a separation from service of a "specified 
employee•· as defined under Code Section 409A(a)(2)(B)(i), shal l occur no earlier than the expiration of the 
six-month period following such Termination of Employment. 

(d) In the case of any distribution of a 409A Award, if the timing of such distribution is not otherwise 
specified in the Plan or an Award Agreement or other governing document. the distribution shall be made 
not later than the end of the calendar year during which the settlement of the 409A Award is specified to 
occur. 

(e) In the case of an Award providing for distribution or settlement upon vesting or the lapse of a risk 
of forfeiture, if the time of such distribution or settlement is not otherwise specified in the Plan or an Award 
Agreement or other governing document. the distribution or settlement shall be made not later than March 
15 of the year following the year in which the Award vested or the risk or forfeiture lapsed. 

(f) Notwithstanding anything herein to the contrary, in no event shall the Company or the 
Administrator be liable for the payment of, or any gross up payment in connection with. any taxes or 
penalties owed by the Participant pursuant to Code Section 409A. 

25. Limitat ion on Liability. 

The Company and any Affiliate which is in existence or hereafter comes into existence shall not be liable to 
a Participant, an Employee, an Awardee or any other persons as to: 
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(a) The Non-Issuance of Shares. The non-issuance or sale of Shares as to which the Company has 
been unable to obtain fi·om any regulatory body having jurisdiction the authority deemed by the Company's 
counsel to be necessary to the lawful issuance and sale of any shares hereunder; and 

(b) Tax or Exchange Control Consequences. Any tax consequence expected, but not realized, or any 
exchange control obligation owed, by any Participant, Employee, Awardee or other person due to the 
receipt, exercise or settlement of any Option or other A ward granted hereunder. 

26. Unfunded Plan. 

Insofar as it provides for Awards, the Plan shall be unfunded. Although bookkeeping accounts may be 
established with respect to Awardees who are granted Stock Awards, Stock Unit Awards or Other Stock-Based 
Awards under this Plan, any such accounts will be used merely as a bookkeeping convenience. The Company shall 
not be required to segregate any assets which may at any time be represented by Awards, nor shall this Plan be 
construed as providing for such segregation. Neither the Company nor the Administrator shall be deemed to be a 
trustee of Shares or cash to be awarded under the Plan. Any liabil ity of the Company to any Participant with respect 
to an Award shal l be based solely upon any contractual obligations which may be created by the Plan; no such 
obligation of the Company shall be deemed to be secured by any pledge or other encumbrance on any property of 
the Company. Neither the Company nor the Administrator shall be required to give any security or bond for the 
performance of any obligation which may be created by this Plan. 

27. Foreign Employees and Consultants. 

Awards may be granted hereunder to Employees and Consultants who are fo reign nationals, who are 
located outside the United States or who are not compensated from a payroll maintained in the United States, or who 
are otherwise subject to (or could cause the Company to be subject to) legal or regulatory provisions of countries or 
jurisdictions outside the United States, on such te rms and conditions different from those specified in the Plan as 
may. in the judgment of the Adm inistrator, be necessary or desirable to foster and promote achievement of the 
purposes of the Plan, and, in furtherance of such purposes, the Administrator may make such modifications, 
amendments, procedures, or subplans as may be necessary or advisable to comply with such legal or regulatory 
provisions. 

28. Tax Withholding. 

Each Participant shall pay to the Company, or make arrangements satisfactory to the Company regarding 
the payment of, any federal, state, local or foreign taxes of any kind required by law to be withheld with respect to 
any A ward under the Plan no later than the date as of which any amount under such Award first becomes includible 
in the gross income of the Participant for any tax purposes with respect to which the Company has a tax withholding 
obligation. Unless otherwise determined by the Company, withholding obligations may be settled with Shares, 
including Shares that are part of the Award that gives rise to the withholding requirement; provided, however, that 
not more than the legally required minimum withholding may be settled with Shares that are part of the Award. The 
obligations of the Company under the Plan shall be conditional on such payment or arrangements, and the Company 
and its Affiliates shall, to the extent permitted by law, have the right to deduct any such taxes from any vested 
Shares or any other payment due to the Participant at that time or at any future time. The Administrator may 
establish such procedures as it deems appropriate, including making irrevocable elections, for the settlement of 
withholding obligations with Shares. 

29. Cancellation of Award; Forfeiture of Gain. 

Notwithstanding anything to the contrary contained herein, an Award Agreement may provide that the 
Award will be cancelled and the Participant will forfeit the Shares or cash received or payable on the vesting or 
exercise of the Award, and that the amount of any proceeds of the safe or gain realized on the vesting or exercise of 
the Award must be repaid to the Company, under such conditions as may be required by Applicable Law or 
established by the Committee in its sole discretion. 
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