® @

GaTLin, WapDs & Caruson
Alrivrimeyy ar Law
# parinership including a professional assofiation

The Mahwan Susvon
177089 -1 Makat [rive

Taliphysser. Horida 32.0M
B Kewn T Gatiin, P A TeLesHone 1G04, BT7 1190

Tromas F WooDs TeiecomEen 1041 B77 01!
dramt [ Carisoe
Warng L ScHESEREN

October 30, 1995

Blanca 5. Bayo, Director EAND DELIVERY
Divielion of Records & Reporting

Florida Public Service Commission

2540 Shumard Oak Boulevard - -
Tallahassee, FL 32399-0850 GI3T/RES G4

Re: Petltion by Chesapeake Utilities Corporation for Approval to
Issue Common S8tock and Unsecured Debt and to Exceed Limitation
Placed on Short-Term Borrowings in 1996

Dear Ms. Bayo: ) .

Enclosed on behalf of Chesapeake Utilities Corporation are an
original and five copies cf the above raferenced patition.

Pleasa open a docket for procesaing this petition.

Please acknowledge receipt of the foregoing by stamping the
enclosed extra copy of this letter and returning same to my
attention. Thank you for your assistance.

Sincerely,
Wayne L. Schiefelbelin

WLS/1dv
Enclosures

cciw/0 encl.: Reobsrt V. Ellae, Esq. Hand Delivery
Beth Salak Hand Delivery
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BEFORE THE FLORIDA PUBLIC SERVICE COMM MANUEA. »

SIGKE™
In re; Petition by Chesapeake Utllitias )
Corporation for Approval to Isaue Common |}
Stock and Unsecured Debr and ta Exceed }
Limitation Placed on Short-Term Borrowings)
in 1996 ]

Chaesapeake Utilities Corporation {Chesapeake, the Company e
Petitioner) respectfully files thipg Petition, pursuant to Section 16€.04
{1), Filorida Stacutes, seeking authority to issue up to 2,981,870 shares
of Chesapeake common stock and $40.000,000 in ungecured debt and <o
exceed the limitaction placed on short-term beorrowings by Section 366,04,
Florida Statutes, g~ as to issue short-term obligations in an amount not
to exceed 525,000, 000.

1. nName and orincival busipesa officeg of Petationer:

(a} Chesapeake Utllities Corporation

F.0. Box 615
909 Silver Lake Boulavard
Dover, Delaware 199504
(bl Chesapeaks Urilities Corporation
Florida Divimsion
F.O. Box 9560
1015 &rh Streer N.W.
Winter Haven. Florida 33£B1
and
(e} rThesapeake Utilicies Corporation
Florida Civision
1514 Al -xander Streec, Suite 107
Plant City., Florida 33566

BOCUFI ™" miwprp.pare
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locorporated:
Chesapeake Utilities Corporation - Incorporated under the Laws of
the State of bDelaware on November 12, 1947 and gualified to do
business in Florida, Maryland, and Pennsaylvania.
E I {zed ) | 3 . . ,
Ieapact:
wayne L. Schiafelbein
Gatlin, wWoods & Carlson
1709-D Mahan Drive

Tallahassee, Florida 32308
(904) B877-7191

Acrcorneys for Chesapeake Utlliciea Corporatcion

The names and addreases of the principal officera of the

Officers:
John w. Jardine, Jr. Chairman of the Board
P.0. Box 61§
Dover, DE 19902
Ralph J. Adkins Presidenct and Chief Executive Officer

P.C. Box 615
Dover, DE 19903

John R. Schimkaitis Sanior Vice Prasident, Aspistanc
Treasurer, and Chief Financial Cfficer
P.0O. Box B1S
Dover, DE 19303

Philip S. Barefouot Senior Vice President
P.O. Box 615
Dovaer, DE 19901

William C. Boyles Treasurer and Assistant Secretary
P.C. box 615
Dover, DE 19903

Wayne L. Hart Corporate Secrecary
P.0. Box 615
Dovar, DE 199013




General descriptign, terrirtory secved and map of pexxitory:

Chesapeaka distributes natural gas to approximately 32,300
residential, commercial and industrial customers in socuthern
Delaware, on Maryland's Eagtern Shore, and Central Florida.
These activities are conducted through three utilicy divisions,
consiesting of ona division in Dalawara, one division in Marvland.

and one division in Florida.

Delaware and Marvliand, The Delaware and Maryland divisions serve

approximately 24.300 customers, of which approximately 24,200 are
residential and commercial customars purchasing pas primarily for
heating purposes, Residential and caommerclal customers account
for approximacely &7 percent of the wvolume deliverad by the

divisions, and 79 percent of the divisions' revenue, on an annualj

basis. The divisions- industrisl customers purchase gas,
primarily on  «n interruptible Tbasie. for a variety of
manufacturing, agricultural and ocher uses. MOt of Chesapeake's

rustomer growth 1n these diviainns comes from new residential

construction utilizing gas heating egquipment.

Elorida. hesapsake's Florida divimion, located In cthe area
betweei. Tampa and Orlando, consigts of the former Central Flarida
Gas Company, acquired in December 1985, and the Planr City
Naturm]l Gaps Company, acguired in January 198§. The Florida
division, bheadguartered in Winter Haven, distributes natural gas
to approximately B.000 residaential and commercial and 83
indusatrial customers in Polk, Osceola, and Hillsborough Counties.
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Approximately 34 of the division's industrial customers, which
are engaged primarily in the citrus and phosphate industries and
purchase and ctransport gas on a firm and interruptible basis,
account for approximately 82% of the volume delivered by the
Florida division, and 67¢ of the division‘'s natural gas sales and
transportation revenue, on an annual basis. The map of the
territories served, submitted in Docket No. 931112-GU, 1is
incorporated by reference.

Faciliti 1 1 v Patiti .

Chesapeake, as generally described in paragraph (5) above, has
filad with the Securitios and Exchange Commission, the Antuaal
Report (Form 10-K}! pursuant to Section 13 or 15{d} of the
Securities Exchange Act of 1934, Commission file number C©-593
which contains the information requested. A copy 18 omitted from
this petition as allowed by Rule 25-8.010, Florida Administrative
Code. The Florida division of Chesapeake Utilities Corporation
owns and/or operates office and operations buildings as well as
454 miles of mains (and related egquipment) supplying natural gas
in its Cantral Florida service areas.

Capital Stock and Funded Debt:

Chesapeake has autheority by provisions contained in its
Certif.cate of Incorporation, as amended, to issue gommon stock
as follows:

ta} common Btock having par value of 5.4867,

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

(c) Amount outstanding: 3,716,389 shares.




(a)l

ta) 2

{(d)
{e)
(£)

(g}

Amount held in Treasury: 1,025 shares.
Amount pledged by petitioner: WNone.
Amount owned by affiliated corporations: None,

amcunt held in any fund: None.

The funded indebtedness by class and serles are as follows:

Variable rare (73.32% of prime rate} First Mortgage Sinking
Fund PBonds, Serles G, due January 1, 1998, issued on
December 31, 19685, and secured by the Original Indenture
dated December 1, 1959 between Chesapeake and Maryland
National Bank in the principal amount of $2,500,000,

An obligation under the Tax-Exempt Loan Agreement between
Chesapeake and the Polk County Industrial Development
Authority has been evidenced by the First Mortgage Sinking
Fund Bonds, Series G, which has been assigned rto secure the
Tax-BExempt RBonds {Industrial Development Revenue Bonds,
Series 1985, $2,500,000).

The Bonds Dbear interest payable quarterly with provisions
for payment of interest only prier to April 1, 1988,
Thereafter, principal shall be payable, in addition to
interest on the unpaid balance, over ten (1)) vyears at the
rate of $250,000 per annum. There is remaining a ctotal of
$562,500 on this issue.

B.25%% Convertible Debentures due March 1, 2014 are
convertible prior to maturity, unless previously redeemed,
intc shares of common stork of Chasapeeske at a conversion

price of §17.01 per share. Interest on the Debentures 1is




(a}3

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! 1in
any year, commencing in 1991, at the option of the holder
and (ii) &t any time within &0 days afrer a request on
behalf of a deceased holder. At Chesapeake's option,
beginuing March 1, 1990, the Debantures may be recdeemed 1n
whole or in part at reuemption prices declining from
107.25%, plus acerued intgrast. Ne sinking fund will be
established to redeem the Debentures, There is remaining a
total of $4.207,000 on this issue.

9.37% First Mortgage Sinking Pund Bonds. Series I, due
December 15, 2004, igsued on December 15, 1989, and secured
by the QCriginal Indanture dated as of December 1, 1959
between Chesapeake and HMaryland HNational Bank in  che
principal amount of §8,200,000 bearing interest pavyabl
semi-annually with provieions for payment of interwst ornly
prior to December 15, 199}; thereafter, principal shall le
payable, in addition to intereést on the unpaid balance, on
or before the fifteenth days of December and June 1n each
vyear {a) commencing on December 15, 1991, and ending on
December 15, 1999, the sum of 5i260,.000 and (b} commerncing on
June 15, 2000, and ending on June 15, 2004, cthe sum of
$378,000. There is remaining a total of $%6,120,000 on this

igsue.




{al)d

{ars

ta,é

7.97% unsecured Senior Notes due February 1, 2008, and
igsued on February 9, 1993 in the principal amount of
$1C0.000,000 Dbearing {nterest payable semi-annually with
provigions for payment of interest only prior to February 1.
1999; thereafter, principal shall be payable, in addition to
interest on the unpaid balance, over ten (10} years at the
rate of 51,000,000 per &nnum. There is remaining a total of
510,000,000 on this issue.

6.91% Unsecured Senior Notes due October 1, 2010, and issued
on October 2, 1995 in the principal amount of $10,000,000
bearing interest payable quarterly with provisions for
payment of interest only prior to Cctober 1, 2000;
thereafter, principal shall be payable, 1in addition to
interest on the unpaid balance, over eleven (l1l) years at
the rate of 59%09,091 per annum. There is8 remaining a total
of 510,000,000 on cthis issua.

12.00% Mortgage of Skipjack, Inc.. a wholly owned subsidiary
0of Chesapeake Service Company which, in turn, is a wholly
owned subsidiary 0f Chesapeake, due February 1, 1998, and
issued on Septamber 5, 1986 in the principal amount of
5110,000. Interest and principal are payable in twelve (12}
equal consecutive annual installments of 517,758 commencing
on February 1, 1987. There is remaining a total of 539, 988

on this isaue.




(a)’

As of October 131, 1995, cthe Company had f{four $8,000,000
unsecured bank lines of credit. As of oOctober 27, 1995,
there was $4,000,000 outstanding on these lines of credit.

The amounts authorized are set forth above.

The amounts presently outstanding are set forth above.

Amount held as reacquired securities: None.

amount pledged by petitioner: None.

amount owned by affiliated corporations: None.

Amount in Sinking Fund or other funds: HNone.

Propoged transactions:

Chesapeake proposes o issue up to 981,870 new shares of its
common stock for the purpose of administering Chesapeake s
Retirement Savings Plan, Performance Incentive Plan, 2Automatic
Dividend Reinvestment and Stock Purchase Plan. Restricted Stock

Award Agreements and conversion of the Company's Convertible

Debentures. The share breakdown for each specific purpose is as
follows:

Numper of

=hares BPurpose

100,000 Reserved for issuance pursuant to the

Company's Retirement Savings Plan,

200,000 Resarved for issuance under the terms of
the Company's Performance Incentive Plan.

169,287 Reserved for isauvance pursuant tu the
Company's Automatic Dividend Reinvestment
anid Stock Purchase Plan.

65,2580 Reserved for issuance under Lhe verms o f
existing Restricted Stock Award Agreemu:nt by
and between the Company and John R. Harlow.



()

247,329 Reserved for issuance under the terms of
the Company's outstanding 8 1/4% Conver-
tible Debentures.

Chesapeake also intends to ispue $15,000,000 in wunsecured debt
for general corporate purposes including, but not limited to,
working capital, retirement of short-term debt, retirement of
long-term debt and capital improvements. In addition, Chesapeake
intends to continue its historically aggressive acguisition
QTOogram. For this purpose, Chesapeake is projecting financing
needs for possible acguiaitions of up to 2,000,000 shares of
common stock and up to $25,000,000 in unsecured debt. Due to the
nature of typical cash for stock acguisicicons, the $25,000,000 in
unsecured debt may be initially imsued cthrough a bridge loan in
the form of notes held by banks or some sgimilar form of shor:-
term obligations. For this reason, Chesapeake seeks FP5C
approval to excead the limitation placed on short-term borrowings
by Section 366,04, Florida Statuctes, 80 am to issue short-term
obligations in an amount not to exceed 525,000.000. The bridce
financing would subsequently be refinanced as unsecured long-term
debt with an estimated rate of interest of up tc 200 basis points
above U.S. Treasury rates {or extrapolated U.S. Treasury rates)
with eguivalent average life.

Purpese for which Securities are to be issued:

Chesapeake's Retirement Savings Plan ("RSP®) was implemented on
February 1, 1977, As of September 30, 19%5, the RSP had 217
Chesapeake employee participants angd a total market wvaluation !

65,872,187, A true and correct copy of the RSP has been



previously filed with the FPSC as Exhibit E of the Petition for
hpproval of 1Issuance and Sala of Securities by Chesapeake
Utilities Corporaticn, Docket No, 931112-GU, dated HNovembar 17,
1993, and is hereby incorporated by refarence, Pursuant t¢ the
RSP, all employer matching contributions made on behalf of the
participants are invested in common stock of Chesapesake;
currently, 160,662 shares are held pursuant to the RSP. in
administering the RSP, the RSP's Truatee has the flexibility ot
purchasing shares of Chesapaake 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 1its capital betwesn common stock and long-tarm
debt. Oon June 23, 19%2, the Dalaware Public Service Commission
1ssued Order No. 3425 approving the issuance of up to 100,000 new
shares of Chesapaeake common atock for the puUrpose of
administ2ring Chegapeake's RSP. Please note that this Order by
the Delaware Pub.iic Service Commission 18 *open-ended® in the
sense that there is no time 1limict by which the approved
saecurities need to be issued. A copy of the Order has becn
previously filed with the FPSC in Exhibit J of the Pewscion fur
hpproval  of Issuance and Sale of Securities by Chesapeake
Utilicies Corporation, Docket No. 931112-CU, dated November 17,
1993, and is hereby incorporated by reference. As of the date
of this filing, none of the 100,000 authorized shares have been
1ssued. The FPEC approved the issuance and sale of thesao

securities during 1995 by Order No. PS(C-94-1019-FOF-GU, issued on

1o



(b}

December 29, 1994. Chesapaake now seeks FPSC approval to :1ssue
up to 1C0,000 new shares of Chesapeake common stock for tLhe
purpose of administering Chesapeake's Retirement Savings Plan
during 1996.

on May 19, 1992, the common stock shareholders of Chesapeake
voted in favor of adopting the Chesapeake Utilities Corporation
Performance Incentive Plan ("PIP"). A true and correct copy of
the PIP has been previously flled with the FPSC as Exhibit F of
the Petition for Approval of Issuance and Sale of Securitles by
Chesapeake Utjilities Corporation, Docket No. 931112-GU, dated
November 17, 1993, and is hereby lncorporated by reference. The
purposes of the PIP are (1) to further the long-term growth and
earnings of the Company by providing incentives and rewards to
those executive officers and other key employees of the Company
and its subsidiaries who are in positions in which they can
contribute significantly to the achievement of that growth; (2}
to encourage those employees to obtain proprietary intereats in
the Company and to remain ag employees of the Company; and (3) to
assist the Company in recruiting able management - 2rsonnel. To
accomplish cthese objectives, the PIP authorizes the grant uf
nongualified stock options, performance shares of the Company's
common stock and stock appreciation rights, or any combination
thereof. The PIP provides that ovaer a ten year pariod beginning
in 1992, any one or more types of awards for up to a total ot
2U0,000 shares of Chesapeake's common BLOCKk may be granted. on

June 23, 1992, the Delaware Public Service CommiBsion issued

Il




(c)

Order No. 325 approving the issuance of up to 200,000 new shares
of Chesapeake common stock for the purpose of administering
Chesapeake's PIP. 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 in Exhibit J of the Petition for Approval of ITssuance and
Sale of Securities by Chesapeake Utilities Corporation, UDocket
No . 931112-GU, dated November 17, 1593, and is hereby
incorpeorated by reference. As of the date of this filing. none
of vche 200,000 authorized sghares have bszen isaued. The FPSC
approved the issuance and sala of thaese securities during 1595 by
Order No. PSC-34-1619-FOF-GU, 1ssued on Dacamber 29, 1994.
Chesapeake now 3Seeks FPSC approval to issue up to 200,000 new
shares of Chesapeake common stock for the purpose of
administering Chesapeake's Parformance Incentive Plan during
1996.

.hesapeake's Automatic Dividend Reinvestment and Stock Purchase
#lan (“DRP") was implemented on April 27, 1989, As of September
30, 1995, the DRP had 8§17 stockheolder participants. A true and
correct copy of the DRP as filed on Registration Statement Form

3 with the Securities and Exchange Commission ha=s been

i

previously filed with the FPSC as Exhibit G of the Petition for
Approval of Issuance and Sale of Securities by Chesapeake
Urilities Corporation, Docket No. 931112-GU, dated November 17,

2993, and is hereby incorporated by reference. The DRP was

12



developed 1n response to stockholder interest. Many other
publicly owned corporations have a dividend reinvestment plan in
placa, and Chesapeake believed that by implementing the DRP, the
Corporation would become more attractive to existing and furure
stockholders. The DRP Administrator currently has the
flexibilicy 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 1its capital between
common stock and long-term debt. On May 21, 1989, the Delaware
Public Service Commission issuad Order No. 3071 approving the
issuance of up to 200,000 new shares of Chesapeake common scock
for the purpose of administering Chesapeake's DRP. Please note
that this Qrder 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 Leen previously filed with the FPSC in Exhibit J of cthe
Petition tor 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.
Pursuant to this Order. Chesapeake has issued 130,713 new shares
wf rcommon stock as of October 31, 1995. Thus, there remains to
be issued 69,287 rheares as authorized by the Delaware Public
Service Cor~ission. The FPSC approved the issuance and sale of
these securities during 19995 by Order No. PSC-94-1615-FOF-GU,

issued on December 29, 199%94. Concurrent with this petition,

13



~hesapeake intends te¢ file an application with the Delaware
Public Service Commission requesting approval to {issue an
addicional 300,000 shares of common gtock for the purpose of
administering Chesapeake's DRP. In addicion, on or about
December 1, 1995, Chesapeake intends to f{ile ancther Registration
Statement Form S$-3 with the Securities and Exchange Commission
relating te the additional 300.000 shares of common stock,
Chesapeake now seeks FPSC approval to 1ssue up to 369,287 new
shares of Chesapeaka common stock for the purpose of
administering Chesapeake's Automatic Dividend Reinvestment and
Stock Purchase Plan during 1996,

on June 3, 1991, rhesapeake acquired United Systems, Inc. (=USI-)
for 13,489 shares of newly 1ssued common stock. Usr 1s a
computer software development, marketing and training firm with
ite principal place of business located in Actlanta, Gaorgia.
Over the past four years, 134,742 naw shares of Chesapeake common
stock were issued toe satisfy obligations of the Restricted Stock
Award Agreements (“Agreements*) agsociated with the acguisition
of USI. True and correct copies of the Agreements has been
previously filed with tha FPSC as Exhibit H of the Petition for
Approval of Issuance and Sale of Securities by Chesapeake
Utilitiea Corporation, Docket No. 931112-GuU, dated November 17,
1993, and are hereby incorpeorated by reference. Under the
Agreements, newly issued common stock of Chesapeake will b
awarded to certain USI evwecutives should the future financ:a!

performance of US]1 meer certain base levels. It is difficule .

14



determine the exact number of shares of stock reguired to satisfy
these Agreemants due to the uncertainty of prejecting future
varnings. As mentioned above, and baged on USI's performance
cover the past four years, Chesapeake previously iesued 134,742
new shares of coaommon stock in order to satisfy the Agreements.
These shares, as well as an additional 65,258 shares, have been
approved for issuance by the Delaware Public Service Commission
under Order HNos. 3256, 342% and 3681, dated April 16, 1991, June
23, 1992 and October S, 1993, respectively, Please note that
rhese Orders by the Delaware Public Service Commission are *“gpen-
ended* in the sense that there is no time limit by which the
approved securities need to be issued. Coples of these Orders
have been previously filed with the PPSC 1in Exhibit J of the
Peticion for Approval of Issuance and Sale of Securities by
Chesapeake Utilities Corporation., Docket No. 931112-GU., dated
November 17, 1993, and are hereby i{ncorporated by reference. of
the total 200,000 shares of common stock previously authorized by
the Delaware Public Service Commission, 134,742 shargs have baen
issued as of Octcber 31, 1995. Thus, there remains to be issued
65,258 shares as authorized by the Delaware Public Service
CummisSs10n, Tha FPSC appruved the issuance and sale of these
securities during 1995 by Order No. PSC-94-1619-FOF-GU, issusd on
December 2%, 1994. Chesapeake now seekm FPSC approval rto isgsue
up tw 6&%,758 new shares of Chesapeake common stock for the
purpose of satisfying the future obligations of the Restricted

Stiock Award Agreements during 1996.
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(NED

cn  April 4, 1989, Chesapeake issued 55,000,000 in 8.25%
Convertible Debentures as part of a public offering. As of
October 31, 1995, 54.207,000 remained outstanding with a
conversion prige of $17.01 per share. Hence, the maximum number
of shares of common stock that could be issued upon conversion 1s
247,312%. A true and correct copy ©of the Registration Statement
on Form 5-2 dated February 16. 1989, as filed with the Securities
and Exchange Commission, has been previously filed with the FPSC
as Exhibit T of the pPetition for Approval of Issuance and Sale of
Securities by Chesapeake Utilicties Corporation. Docker  No.
§31112-GU, dated November 17, 1993, and is hereby incorpeorated by
reference. The Debentures have a conversion premius greater than
the offering price of the common stock issue, no mandatory
sinking fund, and became callable after one year at a premium
egqual to the interest rate less 1%, declining 1/2% per vyear
thereafter. There is an optional boncdholder redemption feature
which allows any debentureholder to present any Debenture for
redemption, at par, on the anniversary date of the issue, subject
te annual limitations of $10,000 per debentureholder and $200,000
in the aggregate. These optional redemption rights began on
April 1, 1991, In addition, subject to the annual limitacions of
$10.,000 yper debenturcholder and $200,000 in cthe aggregate,
Chesapeake will redeem the Debentures of deceased
doteritureholders within 60 days of nocification. Such redemption
<f estate Debentures shall be made prior to other Debentures. on

February 14. 1965, the Delaware Public Service Commigaion 1ssued
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Grder  No. 3040 approving the 1ssuance of €5.,000,000 in
Convertible Debentures and, inherently, their potential
conversion intoe Chesapeake common stock. Pleasa note that cthis
Order by the Delaware Public Service Commigsion 1g ‘“open-ended"
in the sense that there is no time limit by vhich the approved
securities need to be lgsued. A copy of this Order has been
previcusly flled with the FPSC in Exhibic J of the Petition for
Approval of Issuance and Sale of Securities by Chasapeake
Urilities Corporation, Docket No. 931112-GU, dated November 17,
1943, and is hereby incorporated by reference. As of the date of
this filing, a cumulative $5,000 of the Convertible Debenturus
had been ccnverted. The FpSC approved the issuance and sale of
Lhese securities during 1999 by Order No. PSC-94-1619-FOF-GU.
issued on December 29, 1994. Cheseapeake now eeeks FPSC approval
t- issue up to 247,325 new shares of Chesapeake common stock for
the purpose of honoring conversion rights pursuant to the
Company's Convertible Debentures during 1996.

“hesapeake seeks FPSC approval te ismsue up to $15,000,000 in
unsecured long-term debt with an estimated rate of interest of up
tg 200 basis poincts above U.S. Treasury rates (or extrapolated
U.S5. Treasury rates} with equivalent average life. Proceeds from
1hi1s debt 1ssuance would be used for general corporate purposes
'neluding, but not limited to, working capital, retirement of
short term debt, retlrement of long-term debt and capital

improvements. The FPSC approved the issuance and sale of

17
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$15.000,.000 of these securities during 1995 by Order No. PSC-94-
1619-FOF-GU, issued on December 29, 199%4.

Chesapeake seeks FPSC approval to issue up to 2,000,000 shares of
common sStock and $25,000,000 in unsecured long-term debt with an
estimated rate of interest of up to 200 basis points above U.S.
Treasury rates (or extrapolated U.S. Treasury ratas; with
aquivalent average lifa. Thig stock and debt would be used to
finance Chesapeake's ongolng acguisition program of related
businesses. Chesapeake intends to contlnue to search for growth
opportunities through acquisitions which fit its long-range plan
to achieve the proper mix of business activities. Financing of
acquisitions will depend upon the nature and extent of potential
acquisitions as well as current market and economic conditions.
The FPSC cumulatively approved the issuance and sale of these
securities during 199% Order No. PSC-94-1619-FOF-GQU, issued on
December 29, 1994.

rawlul obiect and purpose:

The common stock and long-term debt issued will be used for the
purpose of administering Chesapeake's Recirement Savings Plan,
Performance Incentive Plan, Automatic Dividend Reinvestment and
Stock Purchase Plan, Restricted Stock Award Agreements,
conversion of the Company's Convertible Debentures, financing of
the Company's acqguisition pregram and for other corporate
pUrposes including, but  not limiced to, working capical.
recirement of short term debt, retirement of long-term debt and

capital improcvements. This is for a lawful object within the

1l




12,

corporate purposes of Chesapeake and compatible with the pubi:c
interest and is reasonably necessary or appropriate for such
purposes.

Counsel:

The legality of rthe common sBtock and debt issuances will be
passed upon by Willliam A. Denman, Esguire, Schmittinger &
Rodriguez, 414 South State Street, P.O. Box 497, Dover, Delaware
19903, who will rely on Wayne L. Schiefelbein, Esguire, Gatlin,
Woods & Carlson, Atcorneys at Law, 1709-D Mahan Drive,
Tallahassee, Florida 32308, as to matters of Florida law.

Cther Regulatory Agencies;

Under 26 Del. C Section 215 cof the Delaware statutes, Chesapeake
15 regulated by the Delawara Public Service Commission and,
therefore, must file a Prafiling Notice, a HNotice, and an
Application to obtain approval of the Delaware Commission before
1s5uing new securities which mature more than one (1) year from
the date cf issuance, In addicion, a Notlce must bhe filed if
Chesapeake intends to incur short-term indebtedness which exceeds
ten percent of the Company's total capitalization.

ALy necessary applications or registration stacements have been
or will be made as rejquired and will be made a part of cthe final
cunsummation report to the FPSC a8 reguired by Rule 25-8.009,
Flurida Administrative Code.

The address of the Delaware Commission is as follows:

iolaware Public Service CToummission

ow. Bux 457

[ver, Delaware 19901

Attention: .ruce H., Burcat, Executive Director
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Fetitioner is not owned by any other company nor is Petitioner a

member of any holding company system.

E;xbj bj :s -

The following exhiblts submitted with Petitioner*'s Petition

in

Docket No. 931112-GU are incarporated in the inastant Petition by

reference:
Exhibit D:

Exhibit E:

Exhibit F:

Exhibit G:

Exhibit H:

Exhibit I:

Exhibit J:

Filed he ~with:

Exhibit A:

Exhibit B:

Map of Territory Served.

Chesapeake Utilitles Corporation's
Hetirement Savings Plan.

Chesapeake Utilities Corporation's
Performance Incentive Plan.

Chesapeake Utilities Corporation'sa
Automatic Dividend Reinvestment and Stock
Purchase Plan as filed with the Securities
and Exchange Commission on Registration
sStatement Form S-3 dated August 28, 1992,

Restricrted Stock aAward Agreements lvy and
between the Company and Warren S, Aldrich
and John R. Harlow.

Chesapeake Utilicties Corporation's Public
COftering of Common Stock and Convertible
Debentures as filled with the Securities and
Exchange Commission on Registration
Statement Form -2 dated February 16. 18989,

orders of the Delaware Public Service
Commisbion Authorizing the Issuance of
Common Stock.

Chesapeake Urilities Corporation's Restated
Articles of Incorporation with Amendments
to date.

Exhibiit B consigtsa of the fullowing
attachments:

Bitl} Chesapeake Utilities Corporat.on
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Annual Report on Form 10-K for the
vear ended December 311, 1994,

B(2) Chesapeake Urilities Corporation
Quarterly Report on Form 10-0Q for
the quarter ended June 30, 199S.

Exhibit C: Sources and Uses cof Funds Statement and
Construction Budget.

The statutory reQquirement of FPSC approval of the issuance and
sale of securities by a public utility, under Secticn 366.04 (1),
Florida Statutes, aE applied to Chesapeake,‘ a Delawar:
corporation wengagad in interstate commerce, i8 unconatitutional,
in that it creates a:n unreasonakble burden con interstate commerce.
support for this position 1s set out in Chesapeake's petition Eor
declaratcry statement disclaiming Jjurisdiccion, as filed in FPSC
Docket No. 930705-GU.

By FPSC Order No. PSC-93-1548-FOF-GU, issued on Qctober 21, 1993

the FPSC denied the petition for declaratory statemenc, while
spprouving the alternative petition for approval of the igsuanc.
5f up to 100,000 new shares of common stock for the purpese of
administering &a Retirement Savings Plan. The FPSC found that
“the facial constitutignalicty of a statute cannot be decided 1n
ar: administrative proceed.ng,* and that since thz stock ilssuance
was approved, "the guestioun of constitutional:ity appears to  i»-
academic at this time.-

hesapeake continues Lo maintain that the aggarticn ot
jurisdicevion by the FP5C over it8 Securities unconstitutivnally
burdens interstate commerce, parcicularly where the Pubi:.-
Service cComnission o the Hrace of Le-laware has approved the;:

il



issuance and sale, and/or where the securities do not create a
lien or encumbrance on assz2ts of Chesapeake's public wurtility
operations in the State of Florida.

Florida law provides for severe penalties for any willful

violation of a statute administered by the FPSC or any of its

rules or orders, Secs. 350.12%7 (1) and 36€6.095, Florida
Sratutes.
Accordingly, Chesapeake believes it muset submit to FpSC

jurisdiction over its securities if L 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 waivar of its position regarding the

unconstitutionalicty of the statute.
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Hused on the foregoing, Thesapeake Utilities Corporation requests that
the FPSC issue an Qrder agpproving the proposed issuances of 2,9B1.6870
shares oI common Stock, 540,000,000 of unsecured debt and to exceed
*he limitation placed on short-term borrowings by Section 366.04,
Florida ScaAtutes, s0 as Lo issue up bto 525,000,000 in short-term
ubligations.

Respectfully submitted,

vare: _Crlobsa 30 1995 Yo X Selifllbecn

wWaynie L. Schiefelbein
Gatlin, Woods & Carlsocn
1709-D Mshan Drive
Tallahasgsee, FL 32308
(904} 877-7191

Attorneys for
Chesapeake Utilities Corporaricon

At e Ocropber 27. 1995 By:
William

Treasurer & ASBiS L Secretary
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STATE OF DELAWARE *

CTINTY wF KENT * 55

BE IT REMEMBERED that on this __27th ~~ day of October, 1995,
perseonally appeared before me, a Notary Public for the State of
Delaware. william C. Boyles, who being by me duly sworn, did depose
and say that he is a Treasurer and Assistant Secretary of Chesapeake
Urti1lities Corporation, a Delaware corporation, and that jingofar as the
application of Chesapeake Utilities (orporation states facts, and
.uscfar as those facts are within his personal knowledge, they are
true:; and 1nsofar as those facts rthat are not wichin his personal
knuwledde, he believes them to be true, and that the exhibits
accompany:ng this applicatlion and attached hereto are true and correct
“.p:es5 of _he originals of the aforesaid exhibits, and cthat he has
s utiw] this applicacion on behalf of the Company and pursuant to the

authurization of its Board of Directors.

William C. Bbyles
Treasurer and Assgsistant Secretary

SWORN TO AND SUBSCRIBED before me the day and year first above
WE1L LIl -

_MLQM_

Notary Public l
My Commission EXpires: QIZZ 87



EXHIBIT A
Chesapeake Utilities Corporation‘’s
Restated Articles of Incorporation
with Amendments to date

(certified copy submitted with original petition)






STATE OV CELAWANE
SECRETARY OF STATE
OIVISION OF CORPORATIONS

. F 09:00 AR 05/22/1995
17508 - 417629

RESTATED CERTIFICATE OF INCORPCRATION
OoF

CHESAFPEAKE UTILITIES CORPORATION

Chesapeake Utilities Corporation, a corporation
organized and existing under the laws of the State of

Delawara, hereby certifies as follows:

1. The name of tha Corporation is CHESAFPEAXE
UTILITIES CORPORATION. The date of filing the Corporation’a
original Certificate of Incorporation with the Sacretary of
State of the State of Delawvare was Hovember 12, 1947.

2. This restated Certificate of Incorporation
restates and integrates and further amande the Certificate of

Incorporation of this Corporation.

3. The text of the Cartificate of Incorporation of
the Corporation as amended or supplemented heretofore and

herewith 15 heraby restated to read as herein set forth in

full:
FIRST: The name of the Corporation is CHESAFEAKE

Ul.LITIES CORPORATION.

SECOND: The address of its registered office in
the State of Delaware is 1013 Centre Road, in the Clty of
Wilmington, County of New Castle, 19805. The name of ite

registered agent at such addrees s Corporation Services

Conpany.
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THIRD: The nature of the business, or objects or
purposes to bhe transacted, promoted or carried on are:

To produce, transsit, distribute and sell natural
and manufacturad gas; to construct, majntain and operate works
for the supply and distribution of electricity for slsctric
lights, heat or powar; to supply and distribute water; to
traneport and stores ©oll; and to produce and distribute stean,
heat and pover:; in sach case to or for all persons and places,
public and private, whera it may be desired, and to ocarry on
2]1 activities and businesses that are usually or mey be
vonveniantly carried on by a company in such business or that
are incidental to auch business; apd

To supply in any manner light, heat, steam, energy
or power to the public; to expleore, ilmpound, davelop, acquire
and trenspert natural rasources i{ncident to the above-stated
buslnesees; and to supply, Balntain and servica equipment and
systems incident to tha ahove-atated businesses; and

In general, to engage ln any lawful act or activity
for which corporations may be organized under the Ganeral
Corporation Law of the State of Delaware.

The objects and purposes specifisd in the feoragoing
claueecs ahall, except where othervise expressed, not be
limited or restricted by rafarence to gach other but shall ba
regarded as separate, independent businesses and purposes.

FOURTH: The total number of shares of all classaes

of stock which the Corpeoration shall have authority teo lssue
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i9 Fourteen M!llion (14,000,000} shares, divided into Twelve
Mitlion (12,000,000} ehares of Common Stock of the par valus
of forty-eight and two-thirds cents ($.48 2/3) per share,
amounting in the aggregate to Five Million Eight Hundred Forty
Thousand Dollare ($5,840,000.00), and Two Million shares of
Preferred Stock, in series, of the par value $0.0l1 par sharse,
amounting in tha aggragate to Twenty Thousand Dollars
(520,000).

The exprass terms and provisions of the shares
clasgsified and designated as the Preferred Shares, par valus
$0.01, are as follows:

{1} Authority to Issue in Serisa. Tha Board
o Directors is authorized, subject to limitations prescribed
by the Ceneral Corperation Law of the State of Delawaras, to
provide for the issuance of the Freferred Sharss in seriles,
and by filing a certificate pursuant to the General
Corporation Law of the State of Delawvare, to establish from
time to time the number of sharas to be jncluded in such
series, and te fix the dewignations, powers, preferencea and
relative, participating or other special rights of the shares
of each such series, and the gualifications, limitatienas or
restrictions thereof;

{3) Toerms. The authority of the Doard of
Directors with respect to each series of Preferced Shares

shall include, but not be limited to, determination of the

tollowing:
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{a) the number of shares constituting
that seriee and the distinctive designaticn of that series and

the stated valus thereof, if any, Ir different from the par

valuas thareof;

(b} The dividends, it any, payable on the
shares of that series, vhether dividends shall be cunulative,
and, if so, from which date or dates, and the preferencs, if
any, or relation which such dividende shall bessr to ths
dividands payasble on any shares of stock of any othar clases or

cny other series of Any class;

(¢) Whether that series shall have voting
rights or power, in addition to the voting righte provided by
law, and, if so, the terms of such voting righte;

{d}) Wvwhether or not that series shall have
converesion or sxchange privileges, and, if so, the terms and
conditions of such convereion, including provision for
adjusteent of the conversion rate in such events as the Board
cf Directore shall determine:

{e) Whether or not the shares of that
series shall ba redeemable, and, if so, the terss and
conditions of such redemption, including the date upon or date
after wvhich they shall be redeemable, and the awmcunt per share
jayable in cosse of redemption, which amount may vary under

different conditions and at different redemption datee;
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(t) Whether that series shall have a
seinklng fund for the redenption or purchass of sharss of that
series, and, if so, the terms and amount of puch sinking fund:

{(g) The rights of the shares of that
serlea in the event of voluntary or itnveluntary liqguidation,
dissolution or winding up of the Corporation, and the relative
rights of priority, if any, of payment of the shares of that

serles;

{h) The limitations and restrictions, 1t
any, to be effective wnile any shares of such sarise are
outstanding upon the paymunt of dilvidends or the makling ot
other diatributione on, and upon the purchase, redemption or
other acguilsition by the Corporatlon of, the Common Stock or

sharea of stock of any other clace or any cthar serles of this

clask;

(1) The conditions or reatrictions, If
sny. upon the creation of indebtedness of the Corporation or
upon the issue of any additionsl stock, including additional
shares of such series or of any othaer ssries of this class o:
of any other clasa; and

{3} Any other voting povers,
designations, preafarences, and relative, participating
optional or other special rights, or qualifications,
limitations or restrictions thetreotf, of the shares of auch

porlan;
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in eagh case, to tha full extent now or hereafter permitted by
the laws of the State af Delaware.

FIFTH: In furtherance, and not in limitation of
the powers conferred by statute, the "oard of Directors l»
expreaely authorized teo make, alter, amend and rescind the
Bylaws of this Corporatien subject to the right of the
stockholders to alter, amend or reacind the same.

SIXTH: ¥henever s compromise or a.rangement is
propesed between this Corporation and its creditors or any
class of them andsor between this Corporation and its
stockholders or any clase of them, any court of equiltable
jurisdiction within the State of Delaware may, on the
application in a summary way of thie Corporation or of any
creditor or stockholder thereof or on tha application of any
receiver ol racelvers appointed for this Corporation under the
provisjione of Section 291 of Title 8 of the Delawvare Code or
on the application of trustaas in dissolution or of any
recejivar or receivers appointed for this Corporation under the
provisions of Secticon 279 of Title 8 of the Delaware Code
order a meeting of the creditors or clase of craditore, and/or
of the stockholders or closs of stockholdars eof this
Corporaticon, as the case may be, to be summcnad in such mannhar
as tha sald ccurt directs. If a majority in pumber
representing three-foucrthe in valus of the credltors or class
of creditors, and/or uf the stockholders or class of

stockholders of this Corporation, as the case may be, agres to
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any campromise or arrangenent and to any reorganization of
this Cerporation as conseguance of such compromise or
arrangement, the said coppromise or arrangemant asnd the said
reorganization shall, if sanctioned by the court to which tha
said application has been made, be binding on all the
creditors or clasme of crediteore, and/or on all the
stockholders or class of stockholders, of th's Corporatlion, as
the case may be, and also on this Corporation.

SEVENTH: Heetings of stockhcldars may be held
without the State of De¢lavare, If the Bylaws &0 provide., The
bioks of the Corporation may be kept (subject to any provision
contained in the statutes) outside of the S$tate of Delaware at
such place or places av may ba from time to time dezignated by
the Doard of Directore or in the Bylaws ¢f the Corperatien.

FIGHTH: The number of directors which shall
constitute the whole Board of Directors of the Corporatiun
shall bes nine (8). The Board shall be divided inta threae
classes, Class I, Class Il and Clase II!¥. The number of
directors 11, each <lasp shal}l be the whole number contained in
the quotient arrived ac by dividing the number of directors by
three and if a fraction is aleso contained In such guotient,
and if such fraction is one-third {1/3) the extra director
shall be a member of Cless III and if the fraction is
two-thirds (2/3) aone of the directoras shall be & member of
Class IIT and the other shali be a member of Class II. Each

director shall serve for a term cnding on the third annual
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meeting following the annual meeting at which such dirsctor
was elected. The foregoing notwithstanding, each director
shall serve until such director'm successor shall have bean
duly elected and qualified, unless such director shall resign,
become disqualified, disabled or shall ctherwise be removad.

At each annual election, the directors chosen to
succeed those whose terms then expire shall be identifiad ams
bring of the same clesa as the directors they succeed. If for
any resson the number of directors in the various classes
shall not conform with the formula set forth in the preceding
paragraph, the Board of Directors may redesignate any directer
into a different class in order that the balance of directors
in such classes shall conform thereto.

The Board of Directors, at ite first meeting after
each annual meeting of stockholders, shall choose such
officers with such titles and duties as shall be steted in the
Bylaws of the Corporation, who shaill hold office until their
successors are chosen and qualify in their stead.

Five (5) directors shall constitute a guorum for *he
transaction of businese, and 1f at any meeting of the Board of
Cirectors there shall be leas than a guorum of five (35}, a
majority of those present may adjourn the mesting from time to
time. Evary act or decision done or made by a najority.ot the
dirsctors preasent at a meeting duly held at which a quorum is

prasent shall be regarded as the act of the Board of Directors
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uniess a greater number be raquired by law or by the
Certificate of Incorporation.

No director of tha Corporation shall be removad from
office as a director by vote or other action of stockholdars
or otherwvisee unless the director to be removed ls physically
or mantally disabled or incapacgitated to such an extent that
such director is unabls to perform the duties of a diractor,
or unlegs the director has been convicted of a fslony by a
court of competent jurisdiction and such convictlon is no
longer subject to diract appsal, or unless the director to be
removad has bsen adjudged to be liable for misconduct in the
perfoermance of such director's duty to the Corporation by a
court of competent jurisdiction and such adjudication ie no
longer subljact to direct appeal.

NINTH: In the event that it is proposed that this
Corporation enter into a merger or consolidation with any
other corporation and such other corporation or ite affiliates
singly or in the aggrecate own or control directly or
indirectly five percent (5%) or mora of the outstanding aehares
of the Common Stock of this Corporation, or that this
Corporation sell subatantially all of ites aswets or busineas,
the affirmative vota of the holders of pot less than
seventy-five percent (75%) of the total votlng powar of ail
outstanding shares of astock of thim Corporation shall be
required for the approval of any such proposal: provided,

however, that the foregoing shall not apply to any such
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merger, consclidation or sale of assets or business vhich was
approved by rasolution of the Board of Directors of this
Corporation prior t¢ the acquieition of the ownership or
control of five percent (53%) of the outstanding shares of this
Corporation by such athar corporation or its aftiliates, nor
shall it apply te any such merger, consolidation or sale of
aggsets or business betwesn this Corporation and another
corporation fifty parcent (508) or more of the stock of which
is ovned by thils Corperation. For the purposas hereof an
"affiliate™ is any person (including a corperation,
partnership, trust, estate or individual) who directly, or
indirectly through one or more intermediaries, controls, or is
controlled by, or is under common control with, the pesreon
specified; and "cohtrol®" meahs the possession, directly or
indirectly, of the pover to direct or causs the directlon of
manzgemant and policias of a person, whether through the
ownerahip of voting securitiea, by contract, or cthervise.

TENTH! No action required to be taken or which
may be taken at any annual or special meseting of sharehclders
of the Corporation may be takan without a meeting and tha
powsr of gtockholdars to cohsent in writing to the taking of
any action Is speclifically denjed.

ELEVENTH: A director of the Corporation ahall not
bg personally liable to the Corporation or its stockhalders
for monetary damages for breach of fiduciary duty as &

director, except for liabllity (i) f{or any breach of tha
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director's duty of leyalty to the Corporation or its
stockholders, (ii) for acts or omiasions not in good faith or
vhich involve intenticnal misconduct or a knowing violation of
lav, (iii) under Section 174 of the Delawvare Gsneral
Corporation Law, or (lv] for any transaction from which tha
director derived any improper personal be=efit. [f the
Delaware Genaral Corporation Law is amended after approval by
the atockholdars of this article to authoris corporate aciion
further eliminating or limiting thae persona) liability of
directoras, then the liability of & director of the Corporation
chall be eliminated or limited to the fullest extent petmitted
by the Delaware General corporation law, &s e0 amended.

Any repeal or modification of the foregoing
paragraph by tha stockholders of tha Corporation shall not
adversely affect any right or protection of a director of the
Corporation existing at the time of such repeal or
podification.

TWELFTH: The provisions sst forth in Articles
E!GHTH, NINTH, TENTi, and here in Article TWELFIH, may mot be
tepealad or amended in any respact unless such repeal or
amendnent is approvad by the affirmative vote of the holders
of not iess than seventy-five percant {75%) of the total
voting power of all cutstanding shares of gtock of thie
Corporation, Except ag expressly provided in the preceding
sentenca, Lhe Corporation reserves the right tc amend, alter,

change or repeal any provision contained in thig Certificate
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of Ingorporation, im the manner now or hersafter prescribed by
atatute, and all rights conferred upon stockholders herein are
granted subject to this reservation.
4. This Restated Certificate of Incorporation wase
duly adopted in acoerdance with Sections 242 and 24% of the

General Corporation Lav cof the ftate of Delawara.

5. That the capltel of sald Corporation will not
be reduced under or by reason of any amsndment in this

restated Certificate of Incorporation.

IN WITNESS WHEREQF, said CHESAPEAKE UTILITIES
CORPORATION has caused its corporate ssal to be harsunto
affixed and this Restated Certificate of Incorporatlion to bae
signad by Ralph J, Adkine, its President, and atteasted by

William C. Boyles, its Assistant Secretary, this 1éth day of

May, 199%.

Chesapeake Utllities Corporation

By aAfiktlo 4}“£};~5

RalpH J.Aﬁlin-, Prasldent

{Corporate Seal}

Attest:

itant Secretary
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EXHIBIT B

Cheeapeake Urilities Corporacion Annual
Report on Form 10«K for the vear ended
December 31, 1994

Chesapeake Utilirties Corporation Quarturly
Report on Form 10-Q for the quarter ended
June 30, 1995
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(¢} Narrative UDescription of Business

Phe Conmipairy s engaged in four priman busincw sctiviteess; natural gas transmission; nafural gay
dhstrsbution, propane distribution; and wfermation technolugy services  In addition to the four pnmary
groups, Chesapaake has four subsidianes angagad in other service related businesses. During 1994 and 1992
nu ndnidusl customer scoountad for 10% or more of revenuvest The Company had one customer, Texaco
Retiming and Marketing, with revenua equal 1o or greater than 109% of total rovenue in 1993, This indusirial
wilerruptible customer of the Company's natural gas transmission subsidtary accouiticd for spproximately
W.600,000 or 11.2% of 10tal consolidaled revanuc and 5. 7% of the transmusion subsidiary's total revenuc.

i) tur “Saswrol (as Transmision

Eastern Shore Natural Gas Company ("Eastern Shore”), the Companys wholly owned
Iransmission subsidiary, operates @n interstate pipcline that delivers gay 10 Ave unlity and thirteen
widustrind customers in Delaware and the Eastern Shore of Maryland. Eastern Shore is the sole source
of gy supply for Cheanpeake's Maryland and Delaware divisions and for two unaffliated distribution
cotities. Emsiern Shore has not clected 10 be mn “open sccess” pupeline which would only provide
fransportalson services. However, Eastern Shore has authority from the Federal Energy Regulatony
Commssion (“FERC™) 1o provide £rm transporiation to two of its customers for gas they own and
del:ver to Eastern Shore for redeliveny

Opersting income before inconie Laxas attnbulsble (0 natural gas (ransmission has vaned from
heiween 327 (o 33.1 millive from 1992 to 1994, with the high occurring i 1993, These fuctustions
have revulied primarily from variations in volumes and mergine on Eastern Shore's snterruptible sales 10
mdustrial customers that have Lthe capabibty of wwitching (o aif for thar fuel requiremenis. Ratoes charged
o these custamens are determinad through acgouation snd thus are fleaible. When bower oil prices
prevall Eastern Shore normally reduces the price it charges to s intcrruptible customen, thereby
reducing the profin margmin on such sales. in addilion, certain customers swaich from natural gas 10 e,
reducing volume sold

Vaturad (o Supply

Ciemorul  Eastern Shore has firm contracts with three major interstale pipelines, Transcontimental
e Line Corporatam {(“Transco™), Columbim Ges Transmisson Corporanon (“Columbia’™} and
¢ vtumbrs Gulf Transmmswion Corporatien (“Gulf*), all of which are “open-aecews’ pipelines.

“astern Shore's con‘racts wath Transo include (8) Rrm transporisiion capacety of 22,900 MCF per
by which expires in 2005, (h) firm tramsporiation capscity of 500 MCF per day for December through
Fobruars. whech eapires in 2006, () three firm storage services providing o peah day cnlitlement of 7,044
MET und o toral capaoty of 285,730 MCF and (d) two interruptible storage services wilh n 1otal capacity
of 427182 MUY

Easlern Shore’s contracts with Columbna snclude () firm transportation capacity of 1,481 MCF
paor day, which eapires in 2000 and (hy firm slorage service pravding 8 peah day entitlement of 10,525
MCT per duy and a sotal capscity of 3099354 MCUF

Lastern Shoee's coniract with Gulf s for 6rm traesporianon of 1,500 MCF per day . which slse
eapres i 20073

lastern Shore vurrently s contracts For the purchase of frin iestura) gas supplses with six reputable
supphiery [ hese sa contracts provide a masnnsm daly entitlement of 18,572 MCF and the supplies are
sranyportad by both Transeo and Columbia under Fastern Shoee's firm traosporaiion sgroements The
#ay purchase contracts have vanous ¢xpirmiion dalos

difeyuacy of Gt Supply Fastern Shove's hom obligations 1o ity cusgomer s, ingiuding Choapeake's
Doeliaare aml Maryland wibny dsvisions, sre 40,237 MOE Tor peah days and 9,200,563 MCF on an
snuad iy astern Shore's masumum dady firm transporeation capacity un the Transco and Columbie
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aysterms i 42,452 MCF per day Currently, Eastern Shoeres firm dasly peak supply m 36643 MOF and
iy el annual Aem supply 18 7,054,312 MCF This v auevalent to 917% of Eastern Shore's hrm daily
demand amd "% of 118 annual firm: demand being satiadied by tirm supply sources. To meet the difference
between firm supply and firm demasid, Eastern Shore obtains gus supply on the “spol merket” from
vanaus other supplient which 18 transpunied by Transco or Columba and sold (@ Eastern Shore's
customers as required. The Company belicves that Easlern Shore's available firm, interruptibie and “spot
market” supply 13 ample lo meet the antwipated needs of Eastern Shore's customers.

There was no curtaidment of lirm gas supply 10 Eastern Shore in 1994, nor does Eastern Shore
antiipate any such curtailment during 1995

Competition

Competition with Altermotrwe Fuehh Histoneally, the Company’s nuturul gas opcraucoms heve
suceoafirlly competed with other forms of cnergy such as electricity, oil, and propane. The principal
consideration i the competition between the Company and suppliers of other sources of energy 1 pnee
and. Lo a loscr eatent, acceibility. Adl ol the Company's divisions have the capability of sdjusting therr
interTuptible rates to compete with alternutive fuels.

The Company bas several large solume industrial customens that huve the capacity to use fuel ol
s un allernative to natural gas. When o1l prices decline, some of Chesapeake's natural gas distribution
and transmission interruptible customers conven (o o] (o satisfy ther fuel requirements Lower kevels
w migrruptible sales occur when of) j rices renwin deprossed relative to the price of natural gas However,
vl prices as well as the prices of other fucls are subyect to change at any time for a vanety of reasons
Therefore, there m always unceriainty in the continumg compeution smong natural gas and other fuels
In order to addres thus uncertanty, the Company uses fleaible pricang arrengements oo both the suoply
and salew side of its business to maximize sles volumes.

To 3 lower extent than price, avadability of equipmeni and opcrational efficiency are alvo fuctor in
conipetiion umong fugls, primanly 1 readential and commercial settings. Heating, witer heattng, and
ather domestic or commeruial eyuipment 1 generally designed for a panticular encegy soure, and
expectally with respeet to bauting equipment, the high cost of conversion 13 & disneentive for indivaduals
#nd busineses 10 change their energy soorce

Compention with.n the Notural Gus dadusiey, FERC Order 636 enahles all natura) gas suppliers
1o cumpete for custoniers on equar fixoling. * nder this “upen Bcems” cndironment, intersiate pipeline
companien have unbundled the traditional components of thar service —pas gathenng, trsnsportation
and storage IF they chuose 10 be a merchant of gas, they must form a scparaic marketing vperation
imdeprendent of thar ppehne operations Henge, gas markets hase developed ms 8 viable aption for mangy
compratites because thes are provading eaporose e gos purehasig along waith collective puc hasing
capabihines wheh, when contuned, nigy reduce amd-user cont

bustcrin Shore has not glected 1z be an “open access” papeline w15 permitted o transport gus for
only twe of its cxesting customers Thus, muost of Fastern Shore’s customery, including Chowapeihe's
Marvland and Delaware vty divissons. and. @ tourn, costomers of these divistons, do mot have 1he
capahility of directly contrming for alicrnaine sourees of gas supply and heve Fastern Shore trunaport
the gis o thems

Rates und Regulation

Goneral Fasterm Shure s subject o regulanon by the FERC #s un interstaie mpeline and the
Delaware Pubhe Serviee Commpsion (*Comnirasion”) s e supphcr of gas (o0 indusirial customers in the
stute ol Delaware The FERC reguilates the prossion of servioe, torms and cindilions of seevice, apd the
rates and lees Fastern Shore van charge s transpariabion and sale for resale customers | addition, the
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FLERC regulates the rates Enstern Shose is charged for transportation snd transmission line purchases
provided by Transco and Columbia. Eastern Shore’s direct sules rutes to industrie] customers arc
cerrently not regulated. The rates {or such sules are established by contragts negotiated berween Enstern
Shore and cach wdusinal customer

On February 1, 1992, the Commission issued #n Order that declared Eastern Shore 1o be o “public
utify™ under Delaware law subject to the Commission's junsdiction in connection with Eastern Shore™s
direct retar] safes of notural gas to cnd-users in the State of Defaware. The Order also initiated procveeding
1y consuder the extent to which publbic wtihty regulators supessising shondd be tmposexd] apon the direct
siles aof Fustern Share within the Siate ol Delaware. OGn May (40 1994 the Company tiled with 1he
cointiiasion 1 proposal for a bmned level of regulation. On Oviober 4, 1994, the Comtmssion tssued an
Order esentinlly agrecing wiih a lesel of regulation fimiteu to the following: secepting and considening
complaints from customers, requinng Eastern Shore to file the annual and other periodic reports and
requiring Easkern Shore to pay the annusl puhbic utility tax. lo the opion of managenient, the Ordes
will pot have o mutenal effect on Easiern Shore's financial position or results of operations.

The rates for Eastern Shorc's “wle for resale™ customers, (i.c., sules 1o its utility cusomen) are
subjert Wr a purchased gas adjusiment clause. Eastern Shore's firm industrial contracts generaily include
traching provisions that permut sutomatie adjusiment for the full amount of iIncreases or deerease 0
Eiwtern Shore’s supphers' firm rates

Rute Proceedings On August 31, 1992, Fastern Share led with the FERC to rosiate 11y Hase Tarifl
R.les m comphance with Section 154 303¢e) of the FERC's regulations for sales and fransportation o
s nrfictionad customens, includimg the Company’s Defawnre and Mearylsnd divisions On Murch 26,
4§ aatern Shore filed o stipulation and agreement with FERC, which was subsequently sppraned on
My 24, 1993 by letter. Phe hnal seitlement did not muterially affect the consolidated finanoal posiion
ol the Company because the resulting FERC order allowed current billing rates to stay in effect

FERC PGA O May 19, 1994, the FERC 1ssued rn Order directing Eastern Shore to refund, with
mberist, whit the PERC charucienzed as inercharges from Novermber 1, 1992 1o the current tuthing
anmith The Mayv 19 1994 Order also directed Eastern Shore 1o file o report showing how the refund
was calvnlnal and revsed anff ianguage clandying the purchased gos gdjustment provisions s tanif.

Fuasteri Shore lded urequest for reheapmg of the Order on June 20, 1994 based on what Fastern
Shire believes v the PERCS erroncous micrpretabon of Eastera Shore's tanfl. 1o s Eastern Shore's
proesizon that the FERUS Order ssennably reguires o retroactive change to the FERC aupproved PGA
procedures which Fastern Shore has comsistently applied over the last sex years. Such retroactive
appbication o viedalion ol Seciions 4 and 5 of the Natnral Gas Al

On June 21 1999 an complonce waith the 1 ERCS May 19, 1994 Ordoer, Lustern Shose filed
therevised tantfl sheets clanty g s POa mcthodology and £2) twe alternative refund cabculations hased
nf the PEROTS Oxvder The two alternatives were hed due 1o what Fastern Shore believes to be an
icnnsistettey oF costtradictnm with respear 1w the B RO languasge 10 us Order

O July 1R, 1964 the FERC eunad an "Oler Granting o Keheiimg Solely for the Purpose ot
Funther Comsiderstion”  Thes Ordes was soaisd only to atlond the FERC addinonal bime for
cogisideration of the issues rstsed o Fastern Shore's request for sehearing.

As ! othis ling date, the FEFRO has pot approved enlice of the alternative refund calculations
sutuptted by Basterns Shore on Jusie 21 9% nea has if minde a fimad detenmmination as to Eastern Shore's
regquest bin rehesnng . Avcordmgh Eastera Shore secrued W12,000 5 the sevond quanier of 1994,
relating to pror periods  Fastern Share bus alwe aceroed an amiount cach month i 1994 to insure Tull
rafunding ol the potenttal refumd The total amount sectued on Pecember 31 1994 s 31,285,000
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dehaiberas sa November through April under FGTs firm transportation service (FTS5-2) rate schedule;
tes prefereed tntamuptible transpurtation service up to 2,300,000 dekatherms anpuslly under FGT's
preferred transportation service {PTYS-1) rate schedule: and (d) daily interruptiblc lransportation capacity
af 20,000 dekathermy under FGT's interruptible tramsportation servicas {ITS-1) rate schedule. The firm
transportation contract (FTS-1) expires on August 1, 2000 with the Company retaining & uailateral nght
e extend the term for an additional ten years. Afler the expiration of the primary or secondary term,
Cheaspeahe has the nght 1o finst refuse to match the terms of any competing bids for tks capacity. The
firm (ranspartation contract (TFTS-2) capires on March 1, 2013 The preferred interruptible contract
vapin~ o the carhicr of (a} the effectn e date of FGTs Airsl rate case which includes conts for phase 111
cyfananion o th) August 1, 1995 and 0 {¢) August | of uny subs juent yewr, provided that FGT e
Chewprahe pyes 10 the uther st Icast one hundred cighty (1530) days wnitlen notice pnor 10 such August
i Inc wmtcrruplible transportation contract is effective until August 1, 2010 and meath to month
thercafter unless cancelled by either party with thinly days notice.

The Florda drvision currently recerves iis gas supply from vanous suppliens. Some supply 15 bought
on the spoit market and some 1s bought under the terms of two firm supply contacts with MG Nauonal
tras Corp and Hadson Gas Systems, luc.

Having restructured its arrangements with FGT, Chesapenke belteves 1t 15 well postsonad o mee
the o ononumg nead: of I1fs customers with secure and cost effective gas supphia

Adrguuy of G Supply. The Compaoy believes that Eastern Shore’s available firm and
mettrupnble supply v ample 10 micet the anticipated needs of the Company’s Delaware and Maryland
naturet pas destnbution divisions  Avalability of gas supply to the Flonda division s also eapected 1o be
adoquate under custing arrangements Moresver. additional supply sources have become avalable m 2
resudt ot FGT bewoming an “open aceess™ pipehne.

€ epetit ont withon the Natural Gas Fidustry Historwally, Chesapeake’s Florda divasion has been
soppd cd mdels by BGT B 1990, FOT bovame an open aceess” pipeline. The Flonda division’s large
iralusirial customers now have e eption of remaining with the Florida division for gas supply or
higang alternative supphes frome FGT, gas marketens or other supgliers. These conditions have
11t awed conmpetiien between Chaapeaks’s Florida division, FGT, gas marketens and othier natural gas
poovnbers tor andustesal cisdgomers o Cenlralb $oruka Starting in early 1993, in recognthian of the
Pinecaraty o atod by B RC Opder 636, Chesapeabe’s Florde division began contacting all of the
b tada dovsion’s arge sndustral costomers and other large useny of natural gas throughout the state of
It ruda abont changes 1 the nacaral gas irdustry  As u resall, the Company has entered into Agreemienits
witt, s numiber of these farge users of austurn) gay W supply them with brokering and regulatory sopport

WIS L.

Putes and Rrpulation

Oenerul Choapeabe’s natural gas disinbution opeestions are subject o regulation by the
Delaware, Maniand, and Flonda Publie Scrvice Commissions with respect 10 vanous mspects of the
€ omipany’s bustness, 1nduding the raies for sales to all of thar cuslomers i cach gunsdiction All of
¢ hiosapedahe s Brmdetnbuatien rates are subpeet to perohased gas adjustment clauscs, which maich
cocenues with gas cests and nornudly allow eventaal Dsl) recovery of gas conls Adjusiments under thes:
«Lauses teguise persetie Bligs and heenmges with the relevant regulutory authonty, but do a1 require o
pencral rale po weeding Rutes on imerruptible sales by the Flonds diviston are abvo subpect to purchased
Eax adjustment clauses

Muanagement monnors the fate of corutn io cach Junsbiction i ondee 1o ensure the timely Bling off
Lt adustiient applisations.
Kutre Procentings

Murvland  Dormg 1994, 1the Conguann Bled o pettbon wnh and reversed approvad from the

Muns vl Public Service Compussuon (0 cansoltdate, for rale and socounting purposes, its two
disinbution divasnns levated i Salisbury and Camebridpe, Maryland
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Fiornida.  On December 10, 1993, the Flonda Public Scrvice Commmsion issned an order reducing
the Flonda divisions allowed return oa equity from 1265 1o 1177, i response to Jower intercat rates. On
Augusl 5, 1994, the Flondn division hled Modificd Munimum Filing Requircments which are required
wvers 4 years by Flonda Puble Service Commission regulations. As of December 31, 1994, no decwsion
had bevn rendered by the Flonda Public Service Commssion on the Division’s MMFR's Howewer, ma o
result of the order received by the Diveson regarding is 1994 potential oscreamings, an; change o the
Exrvivion™s authorized retum on equity that resulis from the PSC decision on the MMER's will not
hecome effectise untd) January 1. 1990 On February o, 1995, the Florida Public Scrvice Commission
approved the Flonda division™s proposa! 1o vap its 1994 and 1995 camings at 12%. The order abo allows
the division to offset any 1994 ¢xcess carnings agains! anticipaled increases in Major cApcnsc areas in
1995 and permits the division lo resume recovery of iy snnual ace Wl to the environmental clean-up
TUNETYE.

ti) for Propane Diviribution

Chesapeake's propane distibution group consists of Sharp Encrgy. Inc. ("Sharp Energy™), s wholly
owned subsidiary of Chesapeake, and 1ty wholly owned subsidiaries. Sharpgas, Inc. {“Sharpgas™) and
Sharpend, Ing. ("Sharpe!™).

Sharpgas purchases, stores and disinbutes propane {0 approximately 22,600 custiomers on the
Detmiarva Peninsuls. The propane distribution business 15 affected by many faciors such as scasonadity,
rhe atnence of price regulation and competition among locat providen,

Prapane » o form of liqucficd petroleuns gas which is typeeally esracted from nastural gas or
separated dunng the crude oil refimag process. Although propane v gastous al normal pressures, il »
casly comprased 1o bquid form for storage and tranaportation Propunc is a clean-burning fuel,
guining increased recogmtion for s environmental superiority, safety, efficiency, transportability und
ease of use relative to altermative forms of encrgy.

Propane 1s »0ld pnmanly in suburban and rural areas which are not served by natural gas pipehine.
Demand s 1y preally much higher in the winier months and i significantly affectal by seasonal vanations,
particularhy the relative severity of winter iemperniures, hecause of its use in feasdential and commervial
heating

The Compans purchases propsoe prmanly from bve sopphbers, imcluding major domestic ail
Cormpaties and sdepesdent producers of gas hguids and ol Supplies of propane from thew and other
witryes afe readsly pvmlabie for puecchas: by the Company Supply contracts generally include minimum
1ot subject 10 take-or-pay ) and maximum purchase provisions

The Company uses trucks ansd raskeoad cars to truspan propane from retinerics, naturzl gas
prowcssing planis or pipehne ternunals te the Company's bulh storage facilities. From thaie focilitie,
propasic s Jdelivered by “bobtas!™ trucks owned and opersicd hy the Company to anks loceted at the
cusfomer™s premises, of m portable eviipders Miwt of 1he tanks and cylinders are owned by the Campany
and are sithzed by the vustamer free of charge

Starpgas wompetes wah several uther propanc distrbutiors i ifs sorvce ternterics, primanly on
e bisis of sernvace and price, emphasizing relmbilily of seivice and respunvivencas. Competition is
generally Joval becau ¢ distributors located in Close proximuty 1o customers incur lower conts of providing

Wl lu

Propane competes with elecineats and tucl o1l as an energs source Pro pane is 0y pueally comparable
e pcd o toet onl esd generully Jess expensive than clegtnenly bused on equivalent BFU value Booause
natutal gas histarally bas been leas expensive than propane, propane is generally not distnbuted in
geopraphiv arcss serviced by natural gas pipedine or distnbution sysfems




The Company’s propanc distribution activities are not subject to any federal or matc pricing
repulation T ranapont operations ace subject to regulations concerniag the transportation of hazardous
materials pronulgated under the Fadernl Motor Carmier Safety Act, which iy admunisierod by the Unetad
States Depaniment of Transportation and enforced by the vanous states in which such opemations take
place. Propanc distribution operalions wre also subject o stale safcly regulstions relating to “hook-up”
and placement of propane tanks,

The Company's propane operations arc subject 10 all operating hazards normally incident lo the
handling, storage and Lransportation of combusuble liquids, such as the nsk of personal injury and
property damage causcd by fire. The Company carries general lisbility insurance in the amount of
$3%,000,000 per accurrence, but there 18 no assurance that such insuronee will be adequate.

In 1991, the Company decided to discontinue its entire fuel cils and motor fucls delivery business
Dunng 1992, the Company consummated the sale of substantielly all of the asacts of Sharpoil.
Chesapcake originally acquired Sharpoil’s asscts in December 1988, when it purchased certain propanc
und o1l assets of Kellam Energy. Inc Sharpoil was formed a1 that time to conduct a small oil products
dissribution business tn Yirpgnie and Maryland which served approximately 2,500 customem. The
decinion to dispose of Sharpoil resulted in a charge 10 fourth quarier 1991 aarnings of $300,000 and
inciudes the write-off of goodwill and other intangible amets, cstimated loases on the sale of all of its oil
products distribution assets and 8n estimated loss anticipated in 1992 with respect to operating the
remaining business through the date uf salc {the actual loss was $426,500). Sec Notc B to the Company’s
Cornobidated Financial Statements.

1) id) Information Techrology Service

Chesapcake’s information technology scrvices segment s comprise] of 1wo wholly owned
subvidianes of the Company: Capital Dota Systems, Inc. (CDS™) and Llaited Sysiems, Ine. (C'USI™).

CD3 1y an information technology provider offering software products and services primartly Lo the
telccommunications compames and “"hesapeake's subsidiarics. Application sofiware solutions include
customer information, menagement information, billing and financial systemns. To a broader market,
¢S offere outsourcing/facilities managemenl, neiwork devign and management, disaster recovery.
contract programming and consulling scrvices,

L'S] 1» an Atlania-hased company that primarily prindes suppon for uscrs of PROGRESS %, a
fourth gencration computer langtage and Relational Datsbase Management System. USL offers
vonsulling, tramning, sofiware development “tools” and customer software development for thair client
hine, which includes many large doemote and inlereational corporations. The Informotion Technology
bustnesses face sigatficant competstion from a number of farger coopetitors having substantially greater
resourues avallable 0 them than the Company. [n sddinen, changes 1 the Infermation Teclinology
husiness i oceurring rapidly, which could adversely impict the markers for the Company's products
and services

i fes Other Lines of Busiotess

In addinion to the four business segments previously mentionel, the Conipany 18 invelved tn vther
businesses under the umbrelia of Chesapeake Scrvice Company {"Chaapeake Service”), 1 wholly ownal
subsidiary of the Company o addition 1o CDS, the group contains Curon and Associates, e
(“Ca&AT). Skipjwk, Ine ("Shipack™), aml  Chaapeuke  luvestment  Company {UChesapcake
Tuvestment” ), all three of which are wholly owned subudiunies of Chesapeake herviee Skapjack owes
and leases to affiliales an office building m Dover, Delaware. Chesapeshe Investment is a Delaware
aflibsted Inveiment company.

In 1994, bused on declining revenue and husiness projections, (the Comipany disposed of s
meestment in C&A, & rate and regulatory consulnag submidiary scquired 1 1988 Revenue declined fram
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4 high of $393,000 in 1992 to a low of $52,000 for 1994, The disposition has resulted in & $260,000 afier
Lax lons recorded o Other Income and Deductions. The 1oss resulled from the write-off of goodwill and
1he disposition of other assets.

101 Seavonal Nature of Business

Kevenues from the Company’s ressdential end vommercial natursl gas sales and from 1ts propane
distribution activities are affecied by seasomal variations, since the mejority of these sales are to customers
using Lhe fuels for healing purposes. Revenues from these cusior«rs arc sccordingly affected by the
muldnies o severity of the heating scason,

fi4it (apital Budget

The Company's currentt capital budge for 1995 contemplates expenditures towlling approximately
$16.6 muthon. The 1otal includes approximately 3117 million for Chesapeske's natural gas distribution
divisiony, consisting mainly of extensions to snd replacements of the distribution facilities and related
cquipment; $1.7 million for natural gas transmission operations, providing principally for improvemenits
and ¢nhancements 1o ils measuring ond regulating siations: $1.7 million for propane distribution,
princtpally for the purchase of storage facilities, sdditional tanks and transportation equipment; $432,000
for computer hardware, software and rclated equipment required for expansion of Lhe Company’s
mformhaton technology services activitics: and $1.0 million for building construction and impro.aments
in Chesapeake's Skipjack subsidiary, along with miscellancous equipment for the administrative group.
These capital requirements are eapected 1o be financed by cash flow provided by the Company’s
operating activities and shon-term borrowing.

Environmental
tivy tus Dover Gas Light Site

in 1984, the Stare of Delaware notfied the Company that o parcel of land 1t puschased in 1949
trom 1knver Gras Lightt Comipany, o predecessor gas company, contains hazardous subsiances. The State
alse wnserted that the Company s responuhle for any clean-up and prospective environmenial
monnering of the sie. The Delaware Department of Natum! Resources and Environmental Control
("DNREC”Y thvestigated the site snd surroundings. finding coal tar residuc and some ground.-waler
etlannndlion.

In October 959, the Environmental Protection Ageney Region 1 (“EPA™) listed the Dover Site
w the Natwonal Prionties List under the Comprehensive Environmental Response, Compensation and
Lisbality Act ("CLRCLA™ or “Superfund ™). Under CERCLA, the State of Delaware and the Company
are pritenbially responsble partses ("PRP} for clean-ap of the site En July 1990, the Company cntered
il an agreenient with EFA and DNREC o perform a Remedial Investigalion/ Feanibility Study under
the supervision uf EPA and DNREC to stedy the site and surroundings 1o determine any environmenial
wipavis. Pursuant ta the agreement the Company ugreed o pay for the study and B0% of EPA'
aversight cont whife DNREC w paying for all of its own oversigh! coats as the lead agency plus 200 of
EPA S overay it custs The Company suboitted its repons on the Remedial Invastigation {(“RI™) and
Feusibidity Study (UFS™") w0 EPA and DNREC on January 29, 1993 and Februan 13, 1993, respectively.
The Compuny recetved extensive comments from EPA and DNREC on the R1 snd FS reporis. The
£ ‘ompany submilted to the EPA and DNREC s revised RI und FS on May 14, 1993 and June 25,
1993, respectively  In the FS Reponl, Chowpeske proposed a remedy which imvnlved capping the site
and nvnitormg pround-water qualny so the surrounding srea. Chosspeake™s consultant cstimated that it
wouhd vost appraximately 700,000 10 caccute this plan of remediation

Abhes further discussions with the regulatory suthonitics, Chesapeake sgrecd to undertske an
additional phase study, the Ground Water Evaiuation Stedy—Phase HI, which fixcused on dehneating

o




the orea of muimum ground-water imipact from the site. The roulis of that study = cre subnutted 1o
EPA and DNREC in September 1993 On February 1, 1994, EPA aued its proposed plan of action
ithe “Plan”). The Plan adoplad many findings of the Phase 1} Study, ncknowledging that the Dover
S1ie has impacted ground-water only 10 a bmited area.

The Plan presented and discuased 8 number of remedial alternatives, including the remexdiai stralegy
proposed by the Comnpany in the FS. The EPA Plan proposed p more cxicnsive remediation sirategy
that mvolves removal of contaminated wnls from the site and drilling # senies of twenty (203 wells. EPA
extimalal that exevution of its Plan w oukd cost $4.9 millon. The Plan was submitted by the EPA for
public comment. The 30-day public comment period ended on Apnl 4. 1994 Dunng this penod, the
EPA recaved public comments, including those submined by the Company.

The EPA 1ssuad the site Revord of Dociskon ("ROD"') dsted August 16, 1994, The remcdual action
sclected by the EPA in the ROD differed significantly from the Plan The EPA sclacted a remcdiation
addressing the ground-water contaminauon with s combinaton of L drauhic conlanment and natural
attenuation. Remediation selected for the soil at the site is to meet stringent cleanup standards for the
first two fect of soil and ks stringent standards for the soil below two feet. These selected levels of
remediation were not altornatives listed in the Plan, but utilized clemenis propesad. In addition, the
ROD incorporated many of the public commenis that were recerved The ROD estimates the costs of
selected remediation of ground-waler and woif st 32 7 million and $3.3 million, respectively The
remediation sclectad in the ROD is substantially more limited than had been suggesied in the Plan. In
the RO, the EPA indicated that its previous $4.9 million estimate was invorrect

Un November {8, 1994, EPA wsued a “Special Notke Letter™ (the "Letter'} to Chesapoake and
throw other PRPs. The Letter included, inter alia, () a demand for payment by the PRPs of EPA'~ past
vemiy fvurrent]y extimated 10 be appronimately $300,000) and Muture cosls incurred overscong site work;
(2} notwee of EPA's commencement of a 60 day moratonum on certain EPA rapome activitics sl the
ste (¥} g request by EPA thst Choapeake and the other PRPs submit 8 “good fanh proposal” to
cumduct or findnee the work identified 1n the ROD; and (4 proposed consent orders by which
Chesapenkic and other parucy may agree 10 perform the good faith propoaal

In January 1995, Chesspeake submitted to the EPA u good fmith proposal to perform a substantist
portion of the work set forth in the ROD, which was subncguently rejevied 1t s unknosn whelber other
PRPs will submmt good faith proposals, what such propomals might include, and whether EPA would
aceept such propusals 'inder CERCLA, the EPA may rcpext any of the proposals, and sech an
adminsirstive or court order (o fequire any or afl of the PRI o implement the work. EFPA may alswe
du the work 1tsetf and sech recovery of its cosis in court

The Company and the EPA arc aach attempting to wecurc voluntany performance of pan of the
renediation by other parties. Thene parties inclode the Siate of Delaware, which s the owner of the
property and was identified in the ROD o a PRP, and 8 businon klestfied in the ROD s a PRP far
having contribuled (o ground-water contaminaiion Un March &, 19945, 1 ardes 1o protect (s mnterosly,
the Company filed sust in federal court luor a determination that the State of Delaware 13 8 Liable party
uril for recovery from the State of costs of complying with the ROD The Company 1 also considering
sult against other PRPs In addmion, EPA has ssted that ot wili take stepm to wevure prompr
vommencenient of the remedial dovign phase needed 10 implement the ROD The Company therefore
anlicipates further negolians (0 revobe these imatters among 1he partios aml with the goversnicni
Munagenient v evaluating the RO 1o determune 1he most econormie approach to implementanion of the
remedics selected 1n the ROT)
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In the third quartes of 1994, the Company mereasedd ite seerued babality recorded with rospeut 1o
the Dover Site to $46.0 muthon from $700,000 This amount reflects the EPA’s present calimate. as staled
in the ROD. for remedistion of the sitc according to the ROD. Future developmanis in the rmatten
discussed abose would be accompamied by appropriate reductions (o the liabdlity recaorded as thes ooy
[he Company alno incremsed the corraponding regulatory sasct 10 $6.0 milion. If the Compans moun
caponses of that amount im connection with undertaking the remedies selacied 1n the ROD,
managemneni’s belicl is that the Company will be equitabiy entaticd to contribution from other raponsible
partics for the greater part of these cxpenscs Mansgemient also believes that any amownts not s
contributed will be recoverable o the Company's rates.

As of December 31, 1994, the Company has incurred approximately $3,.099,000 in cosis relating to
environmenisl testing and remedial sction studies. In 1990, the Company entered inlo settlement
agreements with 8 nuthber of 1hsurance companies resulting in proveeds 10 fund actual environmenuy
vasts incurred over a five (o seven year pernosd begnaning in 1990, On February 23, 1993, the Delawarg
Public Service Commuselon, conssient with pnor base rate procoedings, authorized the Company 10
amwrtsze an addiional 3749,971 in environmental expenscs .or ralemaking purposcs Over a seven year
peniod. At Decemnber 31, 1994 the wnamortized balance s approximastely $334,000, Of the $3,099,000 1n
comts reporied above, approximately $227,000 has not yei booni recoverszl through insurance proveeds or
revaved ratemaking treatment. If t» menagement’s opuneon that theae costs incurred will be recoverable
Wy rates,

tivy (b} Salishury Town (mas Light Site

In cooperation with the Maryland Depariment of the Environment (*MDE™), the Company has
vompheted an asseasment of the Salisbury manufactured gas plant site. The psscssment determined that
there was bculized contamination of ground-water. A remedwul design repont was submutied (¢ MDE in
Nuovember 1990 and includel a proposal to montor, pump and ireal any contaminsted ground-watcr
vn-sie. The Compuny has proposed to MDE to proceed with these activities over 8 maxumum petiod af
fise yenry, afier which tme any rasdval enviroiimental impocts from the e will be reevaluated. The
rerncdial Jdewign was approved by MDE by u letter datesd Jufy 20, 1992, subyect 10 certmn condilions
stated in that letter The Company responded by # ictter deted August 6, 1992, obpcting to cenain
cemdinons imposcd by MDE; however, nonc of these msues 15 expecied 1o delay implementaton of Lhe
remuedhial desegn. In January 193, after discussions betwam the Company and MDE. the monstonng
portion of the remadinl design was revised. MIDE hus approved additionnl revisions 10 the remedial
action workplan, resuiting w2 substanuial reduction in the oversll coat of ths prageet  The Company
vontinges discussions with the MDE on the final ssge of remediation addressing the ground-waler
vertitanunalung

The cost of remedianon 1 &timated Lo be approsmately $250,000 in capital costs with yearly
opcrating capeiivs of approximalely $125,000. Bused o0 thae estimaled costs, the Company rocorded
both 4 labiluy wnd u Jederred regolatory mssel of 341,092 on December 3], 1994, 10 cover the
Company s projected remcdition coals for this sate Fhe lisbihey payvout for this site v eapevted 16 be
vsel u five veor perudd. A of 1994, the Company has incurrol approymately $1,723,000 {or remedial
we Doty and cnvironmental studies and has charged such costs o sccumulated depreciation In a previous
rale proceeding. ithe Company requesicd and recerved recovery for all costs wncurred as of Nosember 30,
JURR, through base rutes, ancluding both o bess pens omortization of these onts snd rate base (reaiment
fur the uasmorazed balanve As of 1994 the uvnamanized balance was approamately 3201, 586 which
will be fully amoriuzed by May 3, 1999 Jn sanvary 1990, the Compeny entered nto scttlement
sgreements with & pumber of insurance compeies rawllng 1n procesds to fund setusl environmental
vimiy incursed over 8 theee 1o five yeur period beginning i 1980 The finsl insuramce procecds were
regquested and recerved i 1992 OF the 31,723,000 in costa reported sbove, spprosunately 5765000 has
not been revovered through snsorancy provecds of received ratemakimg treutment B iz management’s
opinion that these vosts sncurred and futere conts ingurred, iF any, will be recoverable in rates



tiv) {c) Winmter Haven Coal (ras Site

I'he Company is curmently conduching wvestigations of a site 1n Winter Haven, Flondas, where 1he
Conipuny’s prodecessons manufaviured coal gas carlier this centfury. A Cogtamination Assaament
Repurt ("CAR™) was submitted 10 the Florida Department of Environmental Protection ("FDEP™) on
July 11, 199G. The CAR containod the reaulta of additional investigations of conditions a1 the siie. These
invouligations confirmed timited soil and ground-water impacts to the sutc. By leiter dated March 6,
1991, FDEP direcied the Cumpany to conduct additional investigations on-site to fully delineate the
verucal and horizontal extent of soil and ground-waler impacts

Additional contamination asscssment activilies were conduet~4 at the site 0 late 1992 and carly
1993 On March 25, 1993, 2 Contamination Assessment Report Addendum (“CAR Addendum™) was
delivered to FDEP. The CAR Addendum concluded that soif and ground-water inipacts have been
adequately delineated as a rasult of the additional field work. The FPDEP approved the CAR amb CAR
Addendum in March of 1994, The next sep s o Risk Anseasment (“HA™) and o Feanbility Siudy (“F%')
on the site The KA and FS are expevicd to be Siled with the FDEP during the first six months of 1995
at an ostimated cost of $34,000. Until the RA and F5S arc completod and acoepted as final by the FDEP,
1L is not possible to determine whether remedial action will be roquired by FDEP and, if so, the comt of
such remodiation.

The Company Las spent approximately $5935,000, as of Decemsber 31, 1994, on thesc investigations,
gnd eapecty 10 recover these expenscs, a5 well as any fulure expenses. through base rates. Thowe coviy
have bueen accounted for as charges 10 ovcumulated deprecistion The Company requented snd reveived
from the Florida Public Service Commixsion {(“FPSC"} approvai (o amontize through base cates $ 157,659
of clean-up and removal coats incurred as of Deveniber 3, 1986, As of Docember 31, 1992, those cosly
were tully amortized 1n January 1993, the Company recoived approval 1o recover through base rabes
approamately $217,000 in additional costs relaied 10 the former manu{sctured gas plant. This amoeunt
reprosents recovery of $173,000 of conts incurred from January 1987 through December 1992, us well as
prospective recovery of estimated future costs which have not yet boen incurred at that time The FI'SC
has allowed for amonization of these comts over a three year period and pronaded [or rate hase trcatinent
for the unamortized halaace. In & scparate dovker before the PPSC, the Company has requested and
tovcived approval to spply a refumnd of {991 overcarnings of spproximately $118,000 against the halance
of unamurtized environmental chargey incurred as of [December 31, 19920 As a rowll, thew
cnvironmental cuarges wer - fully amoriized ay of Juoe 1994 Of the $395,000 in costs reported abose,
all comts have recerved extemnuking treatment {1 s management’s opinion that fulure costs, of any, will
b reoscrable s Tutes

o) {d) Smyrma Coal Gas Sire

On August 29, 1989 and Augost 4. 1993, representatives of DNREC conducied samipling on
property nwned by the Company su Smyvria, Delawase Thus property s believed to be the keadion of @
former manufaciuscd gas plant Analyas of the samples taken by DNREC shows a hmnted area o wal

sottiarunation

On November 2, 1993, DNREC advised the Company that 11 would require a remodistion of the
stnl contanmiunation under the sate™s Huzardouy Substance Cleanup At and snbrroatled 8 draft Consent
Dyevree tor the Company for s review  [he Compony met with DNREC personsel in Decenher 1993 30
discuss The seope uf any remediation of the site and, on Janvary 3. 1994, submitied a proposed workplan,
together with comments on the drafi Comsent Decree $ntinl comnients from DNREC on the Waork
Plan were recarved on March 2, 1994, approprate revistons were prepared and the Work plun was
resuhmtted  Seversl additional sets of comiments on the Work Plan were recesed from DNREC and
the final Waork Plan was submutlc’ oo Sepremites 27, 1994 DNREC has npprosed ihe Work, Plsn and
the Consent 1decree Reniedtion bascd on the Work Pluse s scheduled 1o beginoan 1993, at u vt of
approvmately 3756000 1t 1» management's opimon Lhat future conts, if any, will be rocoverable in rates
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tey Fmplovers

Ihe Company has 320 employoes including 143 natural gas distributson emmployees, |8 natural gas
transmmalon employees, 92 propanc distnbulien ¢mployees and 38 wformation technology services
employeas The remaining 28 employees are considered genersl and administrative and include ~ficen
of the Company and treasary, secountig, markeling. buman resources and other admuustrabive
persinnet

Item 2. Properiies

in) General

ihe Company rents office space for s vorporite hcadquartens locsted in Dover, Dciaware The
C ompany owns office and operations bulldingy tn Salsbury, Cambridge, and Pnncess Anne, Meryland;
Dover, Scaford. 1avurel and Georgetown, Declaware, and Winter Haven, Flonda, and renis office space in
Plant Cuy, Flunds: Chincmesgue and Belic Haven, Virgimia, Raleigh snd Cary, North Carolina; Easton and
Pivmoke, Maryland. and Atlanta, Georgia Ln general. the properies of the Company arc adeguate for the
iy [ which they are employed. Capsoity and utthzanuon of the Company's failities can vary significantly
due to thy scasonal nalure of the natural gas and propunc distribution busincsscs.

b1 Natura! Gas Distribation

Clpsapedbe owas over 482 mules of natural gas dwinbution mawns (together wath relaiad service lino.,
thielors and regulatons) locaited in 1is Delawure and Many land service aress. and 454 mue of such mains {and
reialed cquipment) in ns Central Flonda service arens Choapeske also owma factlites in Delaware and
Muryland for pripane-alir inpection duning perusds of peak demand

Nearly all of the properties consduuting Chesapemke’s disinbution system) gre cocumbered punuant ta
Uhesiapenke's Fiest Morigage Bonds

i¢) Natural Gas Transmlsion

Bastern Shore ownms approxmatels 271 mides of transmimpin ines extending from Parkeshurg,
Peonsyisani 1 Sabsbury, Maryland. Eastern Shore abo owns ino compressor stations lovated i Daleville,
Penn lvatla and Bridgeville. Delaware The Daleville station » utihzad o ihcrease Columbla supply
prowsares 10 match Transco supply presaures, and 10 increase Eastern Shore's pressures 10 order 10 serve
growmng demrands from Choapeabe's Deloware dirsion. The Hrdpeville station v being uied 1o provide
i reased prowauros reguired to moetl the demands on the system

1d! Propgaae Hstributlon

Shurpgas owns bulb propatic storage fucsities with mn aggregate capacity of 1,230,000 gallons 81 26 plant
tachies 1o Delumare, Muorylund, and Vieginis lowaicd on neal esfate it cither owine or loaves.

liem 3. |exsl Pruceeding
nvironmentd disclosares are set forth o Part 1, Hem 1o dov)y of this 10-X, under “Eavironmeninl™

The Compaey and 4. subsadiacies are insolved i certatn legal sctins and olaims arsang w the mermal
v of husiness The Company 13 alsve anselsed in vertum degad and admiiisifative procealdings before
vanous govermmiental pgencies concermng rates In the opmon of manegemeont, the ultimate duposition of
these procceshings will hot huve o matenal effect on the consolidated fnancial powtion of the Company

Item 4 “ubmissiog of Matters (o a Vade of Security Foldens
[ TRIIIS
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item 10. Fxecutive Officers of the Registrant

Informatin pertaining o the Eacvutive Officers of the Company s as follows,

Ralph J. Adkins {agc 52) {present term capires May 16, 1995). Mr. Adkiny i» Prewdent and €ha o
Exccutive Oficer of Chesapeake He hun served s Pressdent snd Chiel Executive Officer since Nosenite
&, 1990 Prior 1o holding his prosent position, Mr Adking served os Prestdent and Chief Operating (o
Eaccutive Vice President, Sonior Vice President, Yice Presudent and Treasurer of Chesapeabhe Mt Ao
t» also Charman, Presdent und Chief Eaccutive Officer of Choapeake Service Company, and Chairman
mnd Chief Executive Officer of Sharp Energy. Inc and Eastern Shore Natural Gas Company, al ! i
vwied subsidinnes of Chowpeake He has been e directer of Chosapenhe sisee 1989

John R. Schimbantis (age 47) (prosent term expires May 16, 1993 My, Schimbasts s Semor Lo
President, Assistant Trensurer and Chief Financial Officer of ¢ hesupeahe. He previously sersed ax b
President, Treasurer and Chief Financig) Officer from 1987 to 1992 and has served as Assistant Sevretars
from 1986 10 1992. From 1983 to 1986 Mr. Schimkaitis was Vice Prasidenl of Caoper & Rutler, Ind . o
consulting firm providing financial services to the utility and cable industnies.

Jeremy D. West (age 45) (present term eapires May 16, [995) Mr. Wast is the Provident of Shurp
Energy, [nc. and Vice President of Chesapecake Hce poined Sharp Energy in 1990 as President and an
May 1992 was elected Vice Prevdent of Chimapeake. Mr. Wost was Vive President of Marketsng tioan
March 1987 10 March 1959, and President from March 19%9 10 June 1990, of Columbiy Propue
Corporatior a subsmdiary of Columbia Gas System. Previously, Mr. Wel wan with Suburban Propane
Gas Corn. s Regional Manager from Scplensber 1985% 1o March 1987

Jack E. Ranhard (u; 47) (present term eapires May Lh, 1995). Mr. Retnhard joined Chesapeike
1988 us Superintendent of [Division Operatiins, and 1t 1990 was promoted to General Manager of
Natural Gas Operations. In May 1992, he was clevied Vice Praudent of Cheapeake Mr Reimnhard was
previousty employed by Southern Union Gas Company, a division of Seuthern Union Corporation

Kenncth H. Denn (uge 53) (prosent torm cxpires May 16, 1995) Mr Dean jomed hesapeshe in
May 1994 as Semior Ve President of Corporate [evelopment and Planmng He was previoush
employad for 11 years with Stone and Websier Management Consultants, must recently as Semior % ace
President Prior to that, Mr. Dean served as Excvative Vice President of Mobile {Alabamal Gas Servce
Corporaton

Philip 5 Barcfool (age 473 {present term enpires May Ho, 1998) Mr Barefoat jomed Chesapeess s
[Mvis i Manager of Flonda Opcration in July 1988 In May 1994 he was clevied Senner Vice Pres o
nf Natural Gas Operations, as well ay President of Eastern Shore Nalural Gas Company  Prios 1o poang
Chesapeske, he was _mpleyved with Pawples Natural Gas Company where he held the positn:
Divasion Sales Munager, Divimaon Manager and Vice President of Florence Operations
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Item 5. Market for the Registrant's Common Stock and Related Security Holder Matfers
) Common Steck Dividends and Price Ranges:

The following 1able sets (arth sale prive end dividend wn formation for aach calendar gquaner during Lhe
seary Devember 31, 1994 pndd 1991

I Mwideats
Dechared
(Jnarier Eaged Hugh Law (A% Pur Share
1994
March 31 ... ... b e $15 250 $1302% S$13.87% $U 2200
Junc 30, ... e, e e e aarae 14500 13350 14000 02200
Seplember 30 ... ... ..l 1.750 13000 13625 0220
Derember 30 L, . e e 11750 12778 12 750 O 2200
1992
March 3l .. e i et e 15125 413000 %14.000 502050
June 30 .. ... e et eh haeeiarrreraas 15.000  13.62% 13.7% 02150
Sepiember M) .. ... e 17500 13300 §750 0215
December 31 ..., .. .., P, b 17 37% 14,878 15,375 02§50

[hic eomman »*ock of the Company trades on the New York Stock Eachange under the symbat “CPE”

ihi Approzimate mumber of nolders of common stock s of December 31, 1994:

Tupanber of Saarplu-sbers
Fitie of Class of Recurd

Commuon stock, par value 4867 ... .. ... ... ... .- 1,721

1e) Dividends:

Ponng the years cnded Decembeor 31, 1994 gnd 1993, canh dividends have been declared cach guarter.,
i the amounts st forth in the table shove

Indentur~ to the jong-term debt of the Compuny mrdd 11y subsadisnies contamm a restrrction that the
Company cannot, untl the setarement of its Senes | Honds, pay any dividends after Devemnber 31, 1985 which
eseenn) 1the sum of $2,135, 18K plos consnhidsted net income recogntzed ol ot after Janoary |, 1958 As of

Necember 31, 1994, the amounts svailable for future dinvsdends pernuited by the Senes 1 covenan are
$5,669 300
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Item 6.  Selected Financial Data
Operating

Opcrating revenue .. ... ..., -
OPCrafing Income ., oo v e cannnn

{neonwe before cumulative effect of Change
w accounitng prnciple and
Jisvontinued operations |

Cumulatine effect of change 1n seoounning
principle

Incomes{losa) from discontinued
npcrauons

Nel income

Yuolumes delivered:

Natural gas tmifhwn vebie feet)
Propane {thoussndy of gallons)

Halance Sheet
Groms plang
Net plant

Total aswls.
Long-lernt debt
Common stockhoider™ equaty
Cuapital expendiures

...........
....................

.........................

........................

-----

.........................
...............
.......
......................
..........

Commoen Stoch
shares vetstanding at year end
Eaurminigs por share
lovome before cumuiative effect of
change m accounung prncple and
discontinuad vperalions . ..
Cumulative effect of chunge in
aw caunting principle
fucome/{loss) from dcontinued
npclu[mn‘- o [ [
Mot I me
* ash dividends pe shase |
Hook salue per share .. ., C e
Commun equaty “Total capiabranen .
Return on ey

Sumber of FEmployces
“umuocr of Hegistered Stockboiders |

ltem 7.

Logundiy und Cuprial Resrons

For tha Years Faded Decomber 31,

1994 (1) 1992 199 1950
iNollars b Thowotnds Exeept Sock Dutad
Y OUKSTE 5§ HS KT 5 74935 % G9K2K 8 K] 25
% 1227 % 6111 s 57 % SEME S b0y
% 1460 % i9i4 % 1475 % J{ms % ERIRLS
$ 5K
s 74 % (594 % 52
$ danl % v % Mg & 2501 % Lo
22,728 19,444 17,14 16,337 B7,906
18,394 17.2% 17328 14837 16,008
S L0023 % 100,330 $ %1039 & HS0MM S BOSH
751 % AT 5 4590 % 61970 3 &D.ROT
$ 108,271 % |DD98R § %9357 3 8&7I6 9 R7432
4,329 0§ 24,68 0§ 25668 5 2291 % 2407
2O32.063 0§ METN S 35126 S 12,207 % 312
310653 3 10064 % 6720 5 5923 % 6NoS
653,182 3575008 MARTTTR 1437934 Y4540
$ 123 $1 M S 100 $ i) S 0}
$ 0N
s D2 | SRS % 0.0]
%123 112 3 102 $ 073 3 09)
% 0 HK 5 DRA 5 086 $ i} &b % 0 BS
$10)18 L 97 3 Y50 $ 937 % 9do
80 37 47 %49 Sk 347 SH 447 S6 704
1203%  ipdee 107m TT% . 9e%
_one e 307 3N 3
1.721 1,743 1,671 L7123 1,733

=

Management's Discussion and Andlysiy of Financol Conditlon and Reselts of (Operations

Lhe Company's cupital requireraents refienl the capital wntensive uatize of 1iv Inisiicss amd are
allthutable prmcypaity 1 1y consraction pregrem and the retirernent of sox outstandimg detn I he ¢ ompany
telies un casdt generated from pperations and shori-tern boreswings teo mect aarmal workhing capital
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tegquttemeats ol o teeporarly Boance capinal expenditures Dunag 1994, the Compuiny ‘s et cash provaded
by opcrating scuvitics, et cash used by imsesling avctivitios and net cash used by financing activities were
ST 380011, 510,424,41) and 54,720,646, respectively.

The Board of Directon has authonzed the Company o borrow ap to 814,000,000 from various banks
and trust companmies As of December 31, 1994, the Company had four unsevured bank lines oof ¢redat cuch in
the amaunt of $5,000,000. Funds provided rom these lines of credit are used for shop-term cash necus 5o
mee? sesaeial working capital requirements and to fund portions of 11s capital expenditures. The outstanding
bulances of shori-lerm borrowings 8t December 3, 1994 and 1993 were $8,000,000 and $8.900,000,
respectively  Hased upon anticipated cash requirements in late {995, the Company may refinance the shor-
term debt through the issuance of common equity. tong-term debt or a8 combination thereof. The timing of
such an mwance 1 dependent upon the nature of the securities involved as well gy current market and
weanomi condifsons,

Capilal Expenditures

{Mlliaks of Dollars)
L D % 70
R . 59
W92 . e e . 6.7
90 e e - 10,1
L e 10.6

In 1994 and 1992 the Company's capital additions were funded from operutions, unlike 1991 when
funding was provided by operations and financing activities. In 1994, cash provided by operations increased
due 10 the collection of a large amount of underrecovered purchaie gas costs present of the end of 1993 Cash
provided by operations in 1993 was lower than 19492 due, 1 part, to a large sccounts payable umount that
w.as vutstanding at the end of 1992 and pawd iz 1993 along with an increase i the amount of underrecovered
puryhase gis coslta,

During 1994, 1993 and 1992, capital expendituses were approamately $10,653,000, $10,064,000 and
S 7000, respectively  For 1995, the Company has budgeted $10,556,000 for capital expenditures The
hreakdown of this umoant s 311,682,000 for aatural gas distribution, $1,651,000 for natucal gas iransmissicei,
S 734,000 tor propane destribution, »452,000 for information lechnology services and 51,037,000 for
Shrpjavk, [ne and other. The natural gas und propane cxpenditures are [or capansirn and improvement of
their existing service termtones. The information technology services espenditure are for computer
bardware, software and related equpment The mapority of expenditures for Skipyack are for construction
wind nmproserhents Frnancing for the 1995 construction progreans will be provided primanly using short-terin
tnirowings and cash from operations The constmwiion program is subpect 1o continuous review und
mudification Actual construction eapenditures may vary from the above cstimates due 10 a number of factors
tn ludhing inflanian, changing ceconomee condittons, regulation, load growth, and the cost and asadabtuliny of

Capial

Gross Property, Plant & b.quipment
(5E | bboms of Dollars)

1946 . . $ E)S
1991 : RS0
|94 910
1943 . ) TR
994 .. e e (ROEH

he Company cxpects 1o teaf onsiroamental related expenditures 1 1he fulure (see Note K to the
Cnmselichated Dinaneal Statemients), o porton of whch mas noed to be financs! Hooagh esfernal sources
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Munagement does not eapect such financing 10 have a materi:]l adverse effect on the financial postion or
capital resources of the Company.

Cupttaf Steusture

As of December 31, 1994, common cquity reprosented 60.4% of permanent capitalization, compared to
57.6'% 1n 1993 and 56.35¢ in 1992. The Company remains commilted {o mainlairing a sound capital struciure
e strong credit rstings in order to provide the inancal Reaibility noeded to access the capital markets when
required. This commitment, along with the adequate and timely rate relicf for the Company's regulaied
vperglions, helps to ensure that the Compuny will be able lo attract capital from outside wources at a
reusonable cost. The achievement of these objectives wall provide benefits to customen and creditors, as well
ay o the Company’s investors,

Finuncing Activities

The Company ssued no long-term debi in 1994, During the first quanter of 1933, the Company 1ssued
510,000,000 of 797% scnior notes due on February 1, 2008. The Company used o portion of the funds to
repay the shon-term borrowing balance outstaiding (sce Noie F to the Comsolidated Financial Statementa).
In April 1993, the Company vsed the remaimng funds, along with available short.term borrawings, (o repay
$3,5%00,000 of the Company’s 10.45% Scries H First Mortgage Bonds. These Bonds wers onginally due Apnl
{, 2031 During the year, the Company repaid a 1otal of approximately $1,291,000 of Jong-term debt,
compared to $5,026,000 and $2,667,000 in 1993 and 992, respectively. The 1992 repayment of long-term
debt includes a prepayment, using evailable short-levm borrowing, of $900.000 to retire the Company™s
12.50°% Sencs F First Mortgage Bonds. These Bonds were originally duc in 1998 The Company sued ao
long-term debt in 1992

Common Eguity
Mi3boma of Dodlary)
1990 .. ... e A $312.3
o9l . .. . A2
1992 o e e e e . 3y
993 .. L N e a9
et L L. e 7

ihe Company iwsved 30928, 27,942 and 12,546 sharcs of common stk 1 conneciion with Hs
Automatic Dividend Ranvestment and Stock Purchase Plan during the yean of 1994, 1993 and 1992,
rospectively In 1993, the Company realized an incregse in the number of shares ssued from the Plan Jdue 10
an increase an the level of opticta) coah payments from existing stockholders ss well as the option made
avalable im the fourth quarter of 1992 which allows employee stock purchawes through payrob) dedocte s

Ihe Compuny began ulthong treasurs siock during the sevond half ol §993 to fund the monthly
€ ompany matching contnbution 1o the Retirement Savings Plan. [n 1994 and 1993, 14.375 and 4,808 sharcs
respeciively, were utihzed. leaving 15,609 shares of ticasury stock avatlable. In {995, the Company anhapstc
the continued use of treasury stock to admuusier the Company’s Retirerment Savings *an

Kewedts of Operatiom

Net meonie for 1994 was $4,439,922, an increase of $48K.250 from 1993 carnings of $3.971,671 which
mcluded $57,467 for the cumulative effect of a change in gecounting for imcome tuaes (see Nole & o the
Consafidated tinancial Statements). Net income for 1993 also increased over (992 carnisgs by 5423162
Farnings for 1992 ipclude tneome of $73,%00 (or the reversal of the estimated Joas from discontinued
aperatnms revorded e 1991 from our all antnbution business (see Note B o the Consohdated #Financal
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Stateinentst Rarnmgs before nterest and taces ("EBIT) increasad by $1436,000 or 17 5% in 1994 afier
increaning by 3312,000 or 5.2% a0 1991

MNet Intome
(MUlioas of Dollar)
1940 . e $i
14 . . e 2.50
|uaz e e I . 154
199) e e 197
1994 e e e .. 4 46

Sarieriad o Isirthution
I he naturai gos distribution acgment contributed EBIT of approsimiately $4.7 nulhion foe 1994 as
compared to $4 1 mitlion in 1993 and $4.4 mithon 1n 1992, The 14.1% increase in 1994 EBTT was the resuly
ol a b 2™ increase in gross margin partially offsct by an increase in operating cxpenses. The decrease in 1993
ERI" us compared 1o 992 was the result of un it rease in operating expensa, offict by an increase 1n gross
margin

{Iperuling revenues increased 1o $49.6 mutlion 1o 1994 from $44.3 nallion in 1991 alter increasing from
$42 G million in 1992, Cost of gas was $32.4 million, $28.1 million and 3:6.] million 1n 1994, 1993 and 1992,
respectinels The 1994 incraase in revenue and cost of gas ts pnmanly due to the firet full year of natural gas
hrobering operations foe large indusine! users and local distribution companies 1n Florida. Overall, the
brokering of gas provided a munimal increase (o gross mergin for 1994, lu addition, the Florida division has
increased sales to its phosphate producing and citrus processing customers and twe clectric co-generation
plants. which began operation 1o the first quarnice of 1994 Deapite temperstures being 6.5% warmer than
last vcar, delivenes i the northern termione to restdentia] and commercial customens tncreased 5.1%
hecatse of the uming pnd magmitude of colder weather in the first quarier of 1994, The 1993 increase was the
result o an wwrease in Flondas trsnsportanion solumes This was pactially offast by o 25 79 reduction n
interruptible xales volume due to compue'ition from aliernatve fuel services and Flornda industrial customen
switching 1 transportalion services.

Hevenues
(Millions of Tolimre)
| Sy . . 811
(w4 S [N )
1947 . o S 759
1943 . S : k5.9
|Gy . e K6

Uperuting eapenses increascd by $4EED00 1m0 1994 alter moreasing by 5596000 i 1993 The 1994
tha rease wiss due primandy 10 lgher payroll. costomer accouniing and mamnicnance of meter and regulating
stations offset parttally by a reduction in employee pension and bencfits, Iegal foes, regulatory cxpenses and
thee alweie af the one-time expense of hsting of our stack on the NYSE 10 the tirg quarter of 1993 The 1993
trctease wis due primuarily e highes sales eapenses, emphoy ce benefit capenses, lepal fres and the NYSE foo
tor Aty the Compaiiy s stock Deprevistum aial property Liaes increascd s 1994 sad 1993 due o plam
sdditione, dunng te vears

“wumber of Customers

Thowsamdat
| i 51.1
j991 . . . 51.6
1yy2? e e e b B
tug i L . 5219
pread 54.5
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Yureral G Dranserniaton
[he natural gas transmsston operaions voptobuted ERIT of approwumatety $30 mullion for 1994 o
vompared o %41 andlion i 1993 and 82 7 nullen iy 1992, The 277 devrease th 1954 EBIT was the revult ot
afy ncfease i opersiing expenses exceeduig the shghl incecase 1o groms margin. The incraine in 1993 EHIT
was the result of an increase in gross margin partially offact by a slight 1ncrease in operating expenses

Operalimg revenues increased Lo 3395 mullhion in (994 from $37.4 nnllson i 1993 after mcreasing from
NS nulhon in 1992, The 1994 snd 1993 tucecines in operating revenues were pactally aflset by incraases an
cost of gas of $1 9 aultbon i 1994 and $7 5 modison 1 1993 The ner effedt of the incraaws (in revenue and
vUst OF gan v an ncrease in gross margin of $EE3.000 1 1994 and $40° 000 1m 1993 Howcver, the prior
penod component of the reserve for refund reconded dunng the second quarter of {994 (see Nale | o the
Conolubatad Financind Statementa) has the impact of undentating (994 margis by 412,000 Fhis S41 20040
acvrual was revorded Lo adpast on s cumulatse bass, the 1993 and 1992 masgins s ongmally reconded on
the books. Had the reserve been revorded 1in the years that the revenue was actually generaled, 1994 gross
margin would have incronsed by $871,000 over 1993, pot $113,000.

The 1994 wicrease in revenue was doc Looa conthinanon of facton including an crease 1n ssdustal
mterruphible sales volumes of 3392, an 1ncrease 1n contract demand lesels effective November 1993, panialiy
offsct by o 2 47 decreasc in the commaodity cost of gas, which was passed vn o our customens. The majorly
of the mduostrial interruptible sales volumes increas was atiributable to one industrial customer, which
purchsed natural gas, mstead of higher price alternaiive fuels. The increaned sales to this customer
contributed $%33.0600 ynu $91,000 for the years 1994 and 1993, respectisely. 1t is expectod that this customer
will not Contiuue 1o contribute to gross margin 81 the 1994 levels. Deliverios to our large methanok producing
imdustrusl customer were up 8.3% over the sume period last year; howescr, margins camed were lowers. The
P93 merease i revenue was due [0 an indrcase 0 the cond of gas and an X197 shercase i mnterruptible sales
vodunies which was pamarily doe 10 deliveries 10 the methonal plant.

Opersting cxpenses ingfaascd by $TR7 00 (n 1994 ufter increasing by 344,000 5 1993 Depreciation and
tores other than maome increased 1n bath 14994 and 1993 Depreciation eapense inereased from S&04.000 10
St AR trom Y92 1o 1994, pimanly due G plant additions bang placad in senvice ducing theese penods

Rouk Value Per Share

(ollars)
1990 . . . . S 946
19491 e . . 537
{4992 9 &)
1991 970
[ty . . s

O3thes tanes alse inorcased Trom $298,000 5 1942 w0 $1R2000 i 1944 due Lo property Laaes assectatal
with the above plant additions. Masntensnee eapenses trcrcasad by $125.0000 due to the paating of a bridge
struciun wmt vathodse protection retisted  maintenance costs o the pipehine Adnumsirative eapenses
s reasedd shipthtly over 19930 as oresult of s roase i pas tabl legal Tees aad telemelermg comemunealuen
capenaes Flos was sartiadly oftset By o redacton i sales capense, emplosee pension and benetiis and the
othet adtinnstralive eapenases

in 1l the FERC began recvaluating the methodologys being used by Eastern Shore i alvulatmg s
e based o adpisdment °PGATT PUA Clauses provade Do the adpisbinent o vates charpgad to castaniers
as vas oosis octuate I Mas 19%4 ahe 11 RO issued an Urder daeviing Fastorn Shore Booselnmd, with
wnerest, what the FERC charactensed os overcharges from November 1992 10 the current illing pyonth In
June 1994 Bastern Shefe lilal o request §or rehearning ol the Order basal upen Basters Shore’s behief that the
Chidder amaentially Feguires a retroactive clisnge to the FERO apprased POA fandt 1o July 1994, the 1F RO
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revicd an “Order Graning Reheanng Solely For The Purpose of Funther Consideration ™ Ths Order wan
rsued only 1o afford the FERC additronal tme tor consideration of the saues rursed i Eastern Shore's
request dor rehearing
Total Capitallzation
N UNoas of Lxdlars)

1990 ... . e e e e $57.0
1691 A . . b b
1992 e e e SH M
ey L e - e e o it b
L S bl d

Eastern Shore has indicated 1o the FERC staff that of sntends on Bling an offer af settlement to resalve
all of the FERC'S votnerny The ultimae cutcome of these prowvedings canuot be forecasted with any degree
of certarnty and accordmngly Eastern Shore has accrued $1,283,000 for the potenuiad refund.

Propuane
For 1994, the propane segment realized record eamings, achieving an irorease in EBIT ol $699.000 or
37 user 1YY results This tnerease 1in EBIT resulted from an incrensed gross margin, offsel partially by
lugher opergting costs. Although not as drametic as 1994, the resulis for 1993 were also positive, with the
winent recognizing an increase in EBIT of $149.000 over 1992 Like 1994, the increasc in 1993 EDIT was
attrshutable 1o an Lcrcased gross margins partially offset by higher operating expenscs

Comprsang the acreasc sn 1994° gross margin were several factors. The segment revognized volume
grewth of 66% und a 2.7 ancrease wnthe gross margin per galion The volume growth was pnncipally a
result of the trung and seventy of cold weather experienced 1n the inst quarter of 1994, despate temperature
lor the sear beng 6.%3% warmer thay 1993 The increase in gross margin per gullon resulied from o foser
average vosl per gallon, pnmanty a rewlt of more competitive supply vontracts, offset parbalby by a Jower
average selling price per gallon, largels due to competinon Fually, sdditional margin compnsing
approvnlelys 7RO of the sorcase v total gross margin was obtwined from one large whelesale customer to
wloeh the segment supplied ¥ aullion gallens of propanc in 1994,

Operatsng eapenses e 1994 inctcased by 1 790 OF this mudest snerease, the mayonty of it represeatal
expenses which were o diect roult of the severe weather an well as normal customer growth, includisg
silanes tor service sed delivery personnel and assoctnted sebude fuel and nuentenance costs  Increased
cxponses wete ol meurred e ceasulting services amld higher wnswrance clasms. Parually offsetimg these
tigher cimts were Juwer emplover beneht cosds.

For 1043 the increase i gress margia reswied from o shight growth an volusne, o well as an #3057
e rcise i the gross margin per gollon The volume growih ses o direct roult of temsperatures bomg |3%
vodder than 1992 The ipcrease i gross margim sas the sesoit of u redluction in the segment’s average cost
per pallion Opersting eapenses rese gpproaimatedy K7, of which the majonty corresponded 1o non-recurning
prograzmnng osts, increased advertising capenses, and higher insurance vosds. [nherent within ths X7
capenst gronkth s a recuvery of bad dehts eapease, which was achieved sy o result of unproved cotlecton
Prisedures i fesosery was also recngaized i 1994 althosgh aot o e extent ol 1hat revorded in 1993

Yarnings Per Share
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Intermatem ] echnoliogy Services and Other

[ o inforaiinon technabogy services and other segment recogaized an increase of 317,000, ar 10.9%, 1n
ERIL b 1v9d This ingrease s directly attnbutable 1o an increase in EBIT of $169,000 for United Systems,
tne 1°USI™), partially offset by decrenses in EBIT of $130,000 and $40.000 for Capital Data Systems, Ing
DS und Cumn and Associates, Inc. ("CEA"), reapectively. For 1991 the segmient recognized an
sncrease it EBIT of approximately $536.000 over 1992, Compnaing this ewalation were invrcuses tn EBIT of
474,000 and $66,000 for CDS and LIS1, respextively, partislly ofsct by a small reduction in C&A's EBIT

Contributing 1o the 1994 wcrease 1n EBIT for USI were higher revenues of $742,000. primandy refaving
tw pragromming and comsulting. Salarcs, beneflts, and other normal operating expenses for US] rose by
$573,000, tn response to these increased sales. For CDS, the mcrease in 1994 operaiing eapenses of
51,127,000 vurpassed the rncrense in revenues of $997,000. Although a majortty of these expenses are a direct
result of the nerease i revenue, the balance of the wercased expenses reprasents the absence of any
capitahized payroll costs for soflware development in 1994. Slightly offsciting these expenscs were reductions
in depreciation expense and employes benefit costs.

The to12l incrense in revenues of $997.000 for 1994 reprowenis sales 10 external customens During 1994,
CDS racognized revenuas of $1,277.000 aswwuted with the ongoing development of the natural gas
distnbution segment’s customer billing systern, UtiliClS. This compares closely to $1,239,000 for 1993. For
thewe smumants, it ts Chevapeake's pabicy 1o climinate the corresponding portion of ERIT, which represented
368,000, 30651,000, and $257,000 for 1994. 1993 and 1992, respeclively. Cheswpeake will revene this
chmunated EBIT once the project is complete and the natural gas distribution segment begins depreciating
the systemn. Finally, as a result of dechining revenue and business proapects, Chesapeake dispowed of its
investment 1 C&A in 1994, Contributing to 1he increase in 1393's EBIT for CDS were increascd revenues of
$1,206,000, of which approximately $815,000, or 62.4% correspond to intercompany billings. Offctiiing ths
T1se 11, revenues were increased operuting eapenscs associsted with higher programming and payroll costs as
well as increased maintenance and deprecution expenscs on vanous preces of computer hardware. For LiSL,
the merease an 1993 EBIT stemmed from higher consulting and programming revenues of $743,000,
partiafly ofisl by higher salunes, benefits, and consulung feew of $677.000. In 1993, the net reduction 1n
C&AS EBTT was minimal. approximately $9.000 or 9.6

\.()h'u'r
Nim-operanng mcone was spproaimatels $16,000 in 1994 3y compared 10 $265,000 i 1993 The 1994
Jowrease v pramaritly Jue to the disposttion of ity investment in Currin & Assocuites and the 1993 increase of
140,000 from interast associatied with up strenm suppher refunds The 199 decrense ay comparcd ta 1992 gy
primartly dile o a non-recurring gain of $382,000 on the sale of Company -owned reolal property which
cnurred 1 1992, somewhat offsel by the interest from upsirean soppher refundsy recened tn 1993

Dividends Per Share
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Lrveronenentad Matter
The Company contoes e work with lederal and state envirgnmental agenviea (0 pssexs the
cuvifoamental impacis and explore corrective action at ~severad former gan nantufacturmg plant sies (se
Note K W the Consohldated Fuanaal S1atementss The Company behieves thal ang finuere vosts asscmied
with these sites will be rec. verable sporales

[
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FLEKG Order 630

In Apnl 1992, the FERC 1aued Order Nu 636 (*Order™) to be effective November §, 1993 The Order
regutren that pipebine restructure ther services sid operations 1n sn stiempl (0 ¢nhance competition and
st ze the henehts of wellhead prce derepulavon. The restructuning will force pipchnes 1o incur transition
conty Paipelines will be allowet) Lo recover prudently incurred translion costs from customers after approval
by the FEFRO

Currently. the Company s unable to determine what future transtion coats will be incurred by Eastern
Shore wnd the effect, of any. that thew vosts will hase o us Rngneist powition The Company’s Flonda
distnibubion dvsaen s currently bemg hilled vansation costs trom Florwa Gas Trensmisston. The Company
moreanerirg 8ll tranation eosts sncurted through the purchanesd as mdjustment {sec note L to the
Conwdidated Financial Stutements).

€ cnnpetition

Hivworweally, the Compansy®s natural g operations have suceessfully competed with other forms of
cr.ergy such as electric, ol and propane 'The principal considerations have boen price and (o & lesser eatent,
aceosimbiny. However, netural gas shows great potential for increased salos as o vehicle fuel and for elecine
power penerahon because of s environmentslly supenor qualities, ity praduction from domestic sources and
eridomements recerved by government officials Simve Eastern Shore hay nor clected to he an “open scoow”™
prpelme, e Company s not sahpert Lo the compenitive prossures, on the Detmaerva Peninsules, of FERC Order
N b

Both the propane distribution and the informanon technology businesse face signsficant competition
trn a mumber of larger competitor laving sobmtantally greater resouries available ta themn thun the
Company i addion, 0 the information lechnotogy busineas, changes mre ovcurning rapudiy which could
adversedy ampact the markets for the Company's prodeces and semaces.

Influtiun

Inflatron impacis the poces the Company must pay for labor and other gixds and senices required for
nperation, sainienatyge od capiial smprovements, aithough 1n receatl years, the smpact of mfaton has
kessened Purcha zd gas vomts, which have been reluuively siable, are passad on o costomens thriough the
puschased gas adjustment dause s the Company's 1enfl To help cope with the cflects of inflation on ity
capilal v estments and returns. the Compuny sechs rute refted from sts regulators commessions for ety
tegulated segments and constanthy momtors the returns of iy wnregulated busines segments

2}




liem 8. Financial Statements and Supplementary Data

REPORT OF INDEPENDENT ACCOUNTANTS

1o the Sharcholders of
Chesapeake Uulities Corporation

W have audited the sccompanying consolidated balance sheets ol hesapeake Utilines Corporstion and
Subsidinnes as of December 31, 1994 and t99), and the related consohdated statements of income, cash Auws,
stowhholders” equity, and income taxes for each of the three year i the peried ended Devember 11, 1994,
and the consolidated financia) stutement schedules listed in Item 14iai1) and (21 of 1his Form 10-K These
tinuncsul statements and financial statement scheduley are the reaponsibility of the Company’s Manapeenent
Qur responsibilily 1 to cxpress an opinton on thewe financwl statements and Gnanciad statement schedules
based on vur gudits

We conducted our audits e accordance with penerally sccepiled auditing standards, 1 hose standaeds
require that we plan und perform the audst w obtan reasonahle assurance about whether the hoancul
statemcnds sre froe of malenal nusstatenent An audn mcludes exanuning, on a 1est basis, evidenge
suppotting the amoants and discloseres in the finsnced statements. An audit abo inclodes assexsing the
accountinig ponciples uaed and sigmfiean estsinate made by Muanagement, as well as evaluating the overall
heanvial statemenl prasentabon. We helieve that our audits provide a reasonable bisis for var opimon.

bn our opimion, the linancsl stutements referred 10 above present Laardy, anosll maternial respects, the
cenmobulated fimancial posinion of Chesapeabs Ullition Corporation and Subsadiaries as of Decombser 13, |49
and 1944, and the consuhidated results of therr operations aud therr cash Hows tor cach of The three years
the perual ended Devember 31, 1994 o0 confornaty with geacrally aceepted avenentmg poueiples In addition,
t our opiian, the consolidated financial sohedules referred 1o ahonve. when considercd s rebstnen to the hasig
comsobtdated financial statcments taken av o whaole, present tarle e all matenal resprects, the inlorneion

respuare] e e wc luded theeoin

A drcussed i Nole A o the consobidated hnam ad statements, effective Januay 1, 1993, the Campan
changed ats method of avcoonting for income tixes

W tneve alwo presioushy audned, w0 gecordance with pencrally accepted standacds, the cansolidaied
balance sheets as of Devanber UL 1992 1990 and 1990, and the related conadidated staterients of income,
cash Aews. stonkholders” equits . and moomie taaes lor each ol the Two yeams (0 the pericdd ended Doecember
ST tnane of which are preaented heretn), and we copressed unquabifiad openon on those financial
stataraents Inoour opimio, the smlorauron set forth et the Selected Bwnancial [ata secoon, bor cach ol the
e sears an the penod eided December 800 19948 s Tan by stared o all materis) tespeecd sarebatiion 2o the

tinane il statements from whnch o s been ders el
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CONSOIIDATED TA] ANCE SHEFTS

Al fha el Vi

T T
Alnrts
Property, Plant and Equipment
Natural gas diinbution ... .....,.....,., e e e § 57774632 § M),132.505
Natural gas transmisston. . L., e 14,548,946 241137670
Propane distributeon .. . . L e 14,289,471 17,474,147
¥nformution technolopy Eervices nml oiher | e daan Ralg0i14 7.194) K65
Gias plant segQuesiim adjustmenis .. ..o 195,004 a0
loisl property. plant and eyuipment .. ..... ... ..., . H IU n23.137 1063, 330, 10
Less  Avcumulated depreciation and amortization . ..., ... e {4, 710,478) 30,536,610
e property, pleni ead equipment ... Lo 75,312,659 69,793,577
Investments .. ..., .. ..., i ey jbd],83] £, 708,024,
("urrent Asscts
Cash and cash egquivalents ..., oo oo iiiiiia 98, 181 J 62,707
Accounts receavable, EL .. L L e HA18,291 5719 ¥l
Materals and supphies, a3 averuge vt .. L oLl L 797,147 739,270
Propane inventory, al average «int . .. D e ce LAT) AR 1,102,541
Storage gas prepayments .. . e e eaiaeeaeiaras 1467, 41 15440 1]
L'nderrecovered purchised gus "onts ... L L. ol [{m2% 1.B32a87
income laxes recovable .. L. L L Kip il [ ), s
Prepud cxpensen . ... e e e HS% L LA
Deferred tneome laxes . . i e e e I, 290,630 213,10
JTowsl cureemt asaets ... .. . ... .. P, §T. 502,481 19,306, A
Deferred Charges and Other Asscts
Intangble asscls, nel ... ... - hee . 1,940, 2w b R
Enviconmental coad ... L e e T 4h) 04 288500
Order 636 trELsLON SOl .. . ., ..., . cer 200,74 1,503 05
(hther deferred charges - e e . LR O0R T AR NS
lodal deferred charge and other sxssts .. 13,730.620 HINRITRATL
Totel Assely ... .. e . e e .- $1UR. 270017 STUQYER, T4,
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CONSOLIDATED BALANCE SHIETS

i Dharmbey 51

1v94 199}
Capitalization and Liabilities
( apitalization
Stockholden” equity
Commeon stock .. . o e e . b W S T LI IRAT T
Additional pmd-in capid . : C e 1o X34.823 | R
Retamed earmngs . e PO AR0,74 LIRS RN
Less Treasury stock. st vost e {94,842 Y Pl
Unearned compeasation related e restneled stes b
awarded | .. e (h96.670) (hhl 67,
Unrealized loss on marketahle equity securises, net . (241.60Fh (15170
Total stockholders’ equity . S . 37.062,58] RE N RS
[ nng-term dehi, net of cusrent portnm . .., .- 24, )28 98K JEORD s
Toul capitalesanon . . . bl.3il.5!)‘a‘ b, 850 <n1
Current Linkilities
Current portion of long-term debt . 134N (0 1LIRE nide
Short-term barrowings R ONC N O KR
Acuvounts payabie . o . 7,385,500 Tt
Refunds payable to customens . . oo . 67817 M
Averued interess .. S Hut 44 OFrd g
ihvidends payable .. .. Co . . KO, HX) T, 30+
{nher accrued capenses . . 2225047 LORT s
linal vurrent habilitics MINTARSAR R M3 e
Deferred Credits and Oiher Linbilities
BXeferred income laxes S o M0, 5 492 a8
Deferred inveatmesne tax crediy Re, O8] IRTLTI Nl
Fuvironmenusd hihilins NS M 1LO7S4K0
ibrder 636 transitian habids 202073 28 N8y
Avirued ponsinn vosts 2,530,904 Pllbnar
(b liabsities oo . . 4,376,551 Lt fim,
[ Otal detereed oedins and othet hatibines IS5 HSh E]S Poiad
ommitmenta and Contingeocies
tNrges Koand L)
fotal Capilulization and Liabilities S . S10R, 270017 SIOOYRE |

See acconipanying noles
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Operating Activities
NN e

CONSOLIDATED STATEMESTS OF CASH FLOWS
Jaow thee b pwes Booaberd Idencrmbar M,

Mupsti nis 1o reconcile net snanme Lo ret opersting cish
Cutnalatree etlect of clansge momcthos) of uecoanting tor

M 0L TaAy

Depreviation and aimaruzstion P
Mlowance for equits fonds used dunng canstrociien

.......

Cran oo the sade of fine] gssels and invesiments
Tnvestmient tas credst adjusimenis oo n ..

[Yeterred myome takes, el .

b miplod ey benedns

Faployer compensation reswulting from fapaing of mlmL

tesl PG S s
Koserse tor refund
tnher, nel

£ haetges o assets and l;.:hllnu:\

Aveout's revennable,

Cithe 1« ur reni essgis
Uither deterred charges

Avwounds pasabie

Retiruls payable o customers
therrovonered {Undercecovered) purthau:d sy Cosis

LRI

----------------

carrent liabrlities

st vash prrovided NS opersling soliviies

Inresting Aclavities
Mropen s

phant aned cquipmen) eapendilures

1 eeds dron the wale of Sharpoil aswets

MMloswane e B cquaty tumds usesd duriig comsstroctson L

et vash used Dy omsesting acbivities .

I aancinge Activitics

[ oanian

ST, S R arpd s el SRS R 19vd,

respectively
Sale ol frgasury stack

St ey Aicnis t berrewsngs under fing ol cradit agreemenis .

FProcecds from ssausee of long-lerm debt
B oo s ol Lomgeterny debsy
Foavane nt wialer ..nptt.l.l Lo e nh'l}‘,-llhun

Nt casi tused )y providad by finapong activing

et (I vrvase Increase in Crsh and Cash Fquivalents ...

( ash and & ash § quivelents af Beginaing of Year

¢ ash und Cush byvivalents ut knd of Year

supplemental [Xisclusus o of (ash Flow Infermanoen
toasl puend stoning The yeae Tor meres L.
Cash poand doning the yeas Jor income iiaes

1994 199} w2
......... C 3459922 % LR71,671 % 1 S4R 500
(47, 4071
S.nhl 154 5,341 434 4,955 Bhl
149, 154)
1303542
{S4_N1%) {S4.51%) (54,814
(0t 4 TTH, KO0 1. 30K, 312
392,087 VAVTO? 180,061
. 1740 InT URA HiH4% 3
f.o3R, 708
..... AR |, 952 76,0
o 1,303,517 (5,332,217 1).%05.04%)
{479,125) 1,066,583 1,116,491
{168.075) {459 520 {RS] RUY
JBZ Ui (1.659 244 3,308, 145%
5¢.4994 (17795 (1213461
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
A. Summary of Accounting Paollcies

Prineples of Consolidaison

Fhe consolidated financial statements of Chesapeake Utelities Corparation (the "Company ™y indiude
Company’s subsidianics: Easiern Shore Natural Gas Company (“Eastern Shore”"y, Skarp Encrgy, Inc 17 Sharp
Encrgy™') and Choapeake Senvice Company (“"Chesapeake Service™) Fastern Shore’s accounts snucludy thise
of s wholhy owned submidwry, Daver Exploration Company ("Duover Explorauen™) Sharp Fnorg o
accounts anclude those of 1ty wholly owned subsmdiancs, Sharpges, fac (“Sharpgas™) and Sharmanl. £,
t"Sharpatl”). Chesapeake Service's accounts include those of Capital Data Systems, Ine ("CDS7), Currs,
and Asscavistes, Ine {"C&A™), United Systems, Inc. {“USI), Skipiack, Inc ("Skipjach ™ and Chosapeak,
Investiment Company {“Chesapeake Invesiment™).

All intercompany transactions have been chimwnated 1n consolidatkn

Svstemr of Accounts

I'he natural gas distribution divisions of the Company located in Delaware, Muary land and Flanda are
wubject (o regulstion by the Delaware, Maryland and Flonda Public Service Commissions wilh fespect .
thew rates for sersive, maintenance of thar accounting records and various other mattees  Eastern Shore 1s
subject Lo regufanon by the Federal Encrgy Regulatory Commsaion ("FERC™} anpd the Delaware Publi
Service Commussion. The Company's financial statements are prepared on the basis ol genetally aceepied
accopating prnciples which give appropnale tecogmbion W the ratcmabmig and sccounting practioss and
ol s of the vanous commissions The propane amd informistion technofogy servives subsadieries gre not
subpect W reguiniion with respect to rates or manienance of accounting records.

st and Cush Equivaleni

Mhe Company’'s policy v 10 mnvest cash sn caces of operabing requirements i ousermght mcame
rrvaduving accouats Such amounls are stased at cost which approximates market  [ssesiments wath an
amgingl matutity of three months or less are consdered cush equivalenis.

Froperty. Plunt and Equipment and Depreciasion

Eiliny property is stted st onginal cost while the wacts of the propane subshiary sre vabued at cost
{he comts ab repaars and munor replacements atc charged sy tneurred 10 the appropriale operating exponse
and The costs ot nuagor renewals and betterments are vapiialized Upon retiremient ur duposition of utshily
property the reconded cost of removal, net of salvage vadie, i charged 10 acoumubided deprecuation Upon
retreinenl o disposition of nor-undity property, the gam or less, net of salsage valae, socharged 1o the mcome

~tatenmnl

The proviston for depreciation os computed usng the straght-line piethed at rates which will amorugc
thye unrecevered cost of depreviable property over the estimated useful ite Depreviation and amortization
crenise Tor tinancial statetient pourposes v provided at an annual rale ascraging 4 5% for aatwcal gas
distoibution, 2.8% for natural gas transmussien, 4 2% for propaoc distnbutzon, 6 27 For gas plaim acquisiism

adustmients snd 14 3% foranformation technology services and other

{awunc o for Fundy Used During Construcion

{he allowange for funds usesd Juning coostrucion (AR U7 s an s counting precedure whereby the
cont o boarrowed fusnds and ather funds used 1o finpece Cconstsuciton projects v vapitalizad Bs part of uulbing
plang o e Balan e sheel, craditing the cost as o pon-cash item on the saconie statermtient The cost of burrawed
atid gty usids o swopregatod bolween interest capense and other income, respectisely  Lhe Company used
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rates of 4237 30 1994, 35270 a0 §991 and 4 037 $992 for calculsting AFUDC on horrowed funds 1
(994, AFLIINC foor eyusty funds was cidvalated using an average rate of 2 925

(hirer Doferred Changes

Other deferred charges inciude discount, premum and issuance costs asociated with long-term S0
restocted slock carned for services performed but not yet awarded and rate vose expenses The diweore
premum and ssaance costs ure detecred and amoriized oves the hves of the tespective debl ssues Rate cas
expetines are defer-ed and amortized aser perods approved by the applicable regulatory authoriaes

tncome Taxes und Investment Tao Credit Adiustments

The Company files 3 consohdated federa] income tax tetum. Income tax expense allocated 10 &
isdis idual compasnies is based upon thar respective taxable incomes and tay credita,

Deferred tax asets and habiliticos are recorded for the tan effeet of wemporary differences boiween the
hnancial statements and tax hases of assets and liabilitics, and i~ measured using current effective moeme tas
raten. The portion of the Company™s deferred taa lishilities applicabe to utility operationy whwh b
beens reflecied s current service rates reprosenis income taaes ree erahle through futpneoe cate

tnvestment tax credils on utihity property have boen defesred and are allocated to incomic ratably oy
the hives of the subgect property

Lfective January 1, 1991 the Company adopted Statement of Finuncia! Accounting Standards (81 AN
N it Aceounting For Incoine Laxes ™ The adoption of SIFAS No. 109 changed the method of accounting
tor meanie taxes from the deferred method 1o the asset and hability approach. In adopting SFAS Mo F04, the
Company clected to reatate its financial statements in order te nclude the tax consequences on the amounts
pant e excess of onginal cost in gas plant scquisition adjustments for prior utibiny acguistions Restated praor
cenrs' Granenal stalements have mn boen presented duc 10 the inunatersl impacyt of SEAS Noo 108 ] b
prmcipal effect o the Compans’s tnancial stetements of sdopiing SEAS Noo R was 1he ccoarding o
deterred regutanany asscts and habihities

[ he deferred regulalory psscts consist pimarily of income tuses on temporary depreciation differences
whic U were presiusly flowed through to ratepayers Deferred regubatory asets wore approastuteh SERS rr
and 3OO0 ut December 31994 and 195, respecievely  The deferrad regulaterns Tohilines primarss
tepreseal oo delerred income tas credins sesolmg (rom the reduction in the fed. ral incame tax cate and
abver delerrad 1ax credits proveded onogvestiient 1as eredits which were presieusiy Rowed through 1o
ratepayers [deferred regulatory habilities were approaimately 31,233,000 and $1,322.000 1 December 31,
1494 and 1993, respectively

Changes i accumuolated deferred mcome taaes related b the Compeny™s non-regulated operations hussc
been recorded o u vumalative effect of change 1n accounting prirciple on the tncome siatement and o deferrad
tuy aswet on the balance shevt The roselt was n atic-1ime increase o net wcome of 337,407 The wmercas v
act menme resulted from o raluchion i the delerred income tases ossociated with depreciation, coupled with
the recordimg of et state Las ks catnytoswards he Company bas state tax ks carrvisownards of 5% 529 00
ardd SRTRIN0 a0 Decersber ML 199 and 1993, respectinely The Company hus recorded saluabon
allovwances af $183,000 and $255.000 a1 December 31, 1994 sad 1993, respectively  [The lons Grrrstorwands
CAPITC 1 VoS yaars beginmng in 1997 tlirough 2007

Operating Revintics
Rovenues for the natutal gas distributwen divisions of the Company ud o portion of Eastern Shor
tevenues are hused on rales appsonad by the sanoos comnnssians, Cestomers” base rates may nol be changod
withoui for=ul approval of these commpsions The Company, eacept fos 1y Flonda dision, recognizes
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tovennes P meters Feasd ona monthly cvole lusis This practice cesuits 1n anbilled ond unpecorded revenue
Iroan the avele date through month-end The lomda ' ston cecogmizes revemiees hased on services rendered
atad revords an amount for gas delivered bur aol hilled

I i mataral gas distnbution disistons of the Company and Eastern Shore have purchased gan adjustment
Ve that peosade far the adjusimcat ol rates charged to customers ss gos coats Nuctuaie These amounis
are vallected or refunded through scdgustiments do rate- o subseguenl peroads

frrgngidde 4ssely

Intanmhle asscts are associaled with the sequinition of aoa-utiliy companies, und are being amaortized
o g stranght-lme basts AL December V1L 8994 and 1993 the balunces and amoruization perisds for thow

unvels were an follows

A maribantlon

Emtmngibite Awwets 1974 1 Pyriod
Organization vosts ad other . : 1 hes? $ 010 {010 40 years
Goeslwall . 0 0 . 434204 072,164 $5 100 H veurs
Customer lists. . ... ... S 1,232 Yo% 1,232,908 12 yeurs
Covenants aot to compete. .. . L. . . 31000 3,500,003 LI

5,020,851 5,308,340
lLess Aciusnulated amortization . .. - (3.079.612) (2,639 436)
Intangible sswety, net . .. 0 L C .. > 1,941,239 % Loth9tlo

Furempigy Fer Shure

karnings per common shute are based on the weighted average namber o shares of coiman st b
vulstandsing for each year presented  §he dilutive effeat of the Company™s cominon stock equivalents relared
1o wonvertible debentures is tnsignificant

KReclassicanon f Prior Yeary dmunny

Certain price yean’ amounts hsve been reclassitied to conforn witl 1494 presemtulion

. Discontinued Operations

Durmg 1992, the Conpany consummated the sale of all the remasining asects of Sharp Pocrgs
products destribution subssdiars . Sharpod. The Company®s deasion (o discoritinue the operutsons of Sl
rosulted s charge o fourth guarter 1991 curmings of $300,000, which reprosented the estimated afler 1.
fosn on the dispenal of Sharpenl's assets and the capeviad boas on anerating the bustnow up to the tme .
the aastrts were solhd The aotual loss mourred n 1992 was 3426, %) The remaining 373,500 of the conree o,
ey s reversed in the fourth gaarto ol 19492 g s toctuded s imcomie rom diwcontinued operations o
1992 consolsdated statement of et Sharpor] revenuaes i {99 were approxmately $495 (00

. Write-Of of [nyestmenl

I 1994, based un deciiming reseniue aimd Business propctions, the Onpany disposed of iy insestoen, o
Carnm and Associates, Ine (7C&AT)L o rate and regulaion consulitag sulnidiany acquired i Y88 Res- .
dechned from a high of $393 900 0 1992 to & bow oF $SHLOUO for 19%4 (e deaposition has sesulted o
KILON after tas loss recerdad 1o Other Ineconte and Dedociions on the income statement The loss reves
troan the s ofF of porkdwall and 1he dispositeen of othier asets
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E. Invesiments

The 1investment balonce at Pecember 3, 1994 amd (993 comsists pnmanly of the commen k)
Florida Puble; Untbiies Company ("FPUT) The Company™ ownership at December 31, 1994 - 0«2
reprosents a 6,847 and 6.50%, tnterest, respectively. The Company adopted Statemenl of ool
Accounting Standards (“SFAS™) No. 113 “Accounting for Cerain Investments o Dbl o b guis
Secunties” effective January 1. 1994, as required. SFAS No 115 addresses the secounting and reportng lor
tnvestments 1 egusty secunties that heve rendily determinable fair values The Company has cleswbind 11y
investment i FPU as an "Asabable for Ssle” secunity, which requires that nil unrealized gains and I be
cacluded from carntngs and be reported net of tax as o separnie component of stockholders” cquits  The
adoption of SFAS Ne 115 had no effeet on the Compuny's 1994 results of operation. The aggreg.s:- ont
basis of the Company's partfohio a1 December 31, 1994 and 1993 exceodeod 1ts mark~1 value by 3401 e 404
$i50.517, respectively. Tn management’s opimon, the decline in the vatue of the stock is & temporary e line
At December 31, 1994 and 1993, the investment was stated at the lower of cost or market, and was rognoriad
net of tax as 4 separate component of siockholden' equity.

F. Lease Obiigatioas

The Company has entered mto severad operating lesses for offive space o1 vanows locatans. Rent ¢xputine
refuled 16 thew leases was 3418043, 3439445 and 3472, 148 for 1994, 1993 and 1992, rapectivedy | uture
mimmum puay ments under the Company’s lease agreements are $361,823 in 1995; $295,276 10 1996, S111 .04
in 1997; $31,800 in 1998; $33,400 10 1999 and $96,000 therenfter.

G. Long-Term Debt
The outstanding long-term debt, net of current maturities s as follows

For use Year Foded Ivermbn s 31,

L7 1993

First mortgage sinking fund boruks

Adjustable rate Senes G, due January 1, 1998 .. . L $ 562,500 $ As0n

9377 Scno I duc December |5, 2004 .. AU Cee 5,860,000 b, s 10N}

12.00 Mortguge, duc Fehruary 1, 1998 .0 ... e e 19, 94K 50,56K

10,8557 Semor uncollateralized none, due (etober ), 2“)3 o 3,636,500 409 000,

k257 Cennvertible debentures, due Macch 1, 2004 . e 4,210,000 4, 348 0

7977 Semor uncollateralized note, due February 1. 2008 ... .. 10,000,000 1Q,000,10x
Lowal lowg-tern dett . . . e e $24,12R,958 $25.682 Bt

The Series G bonds zre sabpect B an interos’ rate oqual to seveniy-three percent (7347 y of the prime rate
18 9 amd 60077 at Deceniber 3, 1994 and 1995 respectively)

| by converihle debeniures may be converted, «f the ophian of the holder, into shares of the Company s
commien stock 81 8 conversan price of $17.01 per share During 1994, $5,000 in dobentures were comveried
Ehe debeatures are redeemable ai $hic option ol the holder, subject 10 an annual non-cumulatne maamium
Bmglatian of $2000000 1 the agpregate As of December 31, 1994, $3 13,000 of the debentures have been
decepted lor redemptuen Al the Compans s oplion, the debenturey muy be redeemed at the staled amounis

On February 9, 1993, the Company issoed $10,000,000 of 7977 senint notoy due on Febrasry [ 2008
The Company ued 3 portion of the proxceds to repny 38,700,000 in shaori-terin borrowimgs On Apsil 1, 1993
the Company reposed $3LEQD0NG o the 1004977 Series H bonds  These bonds were onginslly doe Apnl i
Ml

Indentares 1o the long-term debt of the Company snd s subsidiaries confain vanows restnctions { he
nrost simnge restrictions slate thot the Compuny must mamtatin cguity of al leasd 400% ol tota!
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capitakisiton, the tmes interest earned ratis nist be an Jeast 2.5 umes and that tw Company canndt, snnl
the retirement of iy Series | bonds, pay any dividends after Docember 31, 1988 which exceed the sum of
L2135, 185 plus consolidated net income recopmized on o wfier January |, 1989, As of December 31, 1994,
the amounts aviulable for fuiure dividends pernited by the Series | covenant approaimated $5,66%,300.

Substanitally all of the natural gas disinbuiion plant asscts owned by the Company are subtect 10 a lien
under the morigage pursuant (o which the Campany's ting morigage sinking fund bonds are issued.

Annual matunies of consolidated long-tenn Jdehi are as follows

le-_-: A mcunt

S e e . $ 1,348,080
W9h . L L e e .. % 1,436,049
a7 e e e e e e e oo 8 143777
twaR L e . L. 5 1251 808
199y e Coee o S 174500
0 Ihmugh "014 ............ e S 318028500

H. Common Stock, Additional Peid-in Capital and Treasury Stock

The (allowang o s schedule of changes in the Company®s shares of common stock.

For the Veurs Ended Ducember 31,

1994 1993 §95;
Commun Stock: Shares Issued and (Gutstanding®
Balanoe  begmmng of period ... L 1605,152 1522670 3.472.82%
[Divdend Reirvestment Plan .. . C e 30,928 27.942 12,546
USY restricted stowch award agrooments ... L. o 32418 54,540 33,298
Consersion of dehentuses . . .. 2493 _ o
Balance  end of pennd .. e 3 th 9 _'i_bﬂj 152 3,326 7_[
Shares of common stock held in treasury
Halance —beginnimg of penod . . e . 30,044 34,892 34,892
Sale of stock 10 Company s Rctm menl 'aa\mg\
Plan ... .. . (14,475} (4,808
Halaner  end ol peniod . o o 15,604 AU 4897

SO NN shares suthenised at a par value 3 3867 per share

As paert of the USHacguisinon. cerain kes USHemiploy ces cotered snto restewcied stoek aw acd sgreemenis
under whne b shares of Chosapenke common stk can be issucd Thie ssuance of these shares 15 treated as a
not-cisht trastsaction on the consd” Jated statements af cash flow Shares are awerded over a live vear penod
begrnning m 1992, and restnctions lspse over a five to wen year perusd from the award date, if certinn finasod
tarputs are mel Hased an 1993 US] earnings, 14,1 shares of ¢ Besapeabe commuon stk will be issued n
P95 43 these sharcs 2 A28 wil) Base oo rextrn loans, other than those thay iy e sinpuaed by federal o

date seuatities hioas

I wsldition, 4%, 7He shares Trom the previous ssands, ongimaily salved st 696,679, remusin sesirn ted
anid are st n s s reduction of stochholders” equiy at December 31, 1994 As of Decerider 38 PR3, 47,638
shoess valued o 3603 5357, temuuned restncted and were shoesi as o reduction of stock hobders” equits
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The Pertormance Incetive Plan, winch was adopled m 1992, provides for the granfing of stock oplusns
te s eptas wtheess of the Company over o 10 yaar penod. Changes in outstanding oplions were as fullows

19794 1993 1992
Number Option Number Oprion Number Uption
of Sharcs Price of Sharve Price of Shares Price
Outstanding —begmnng of
reriod L .. R0, 280 31275 92,525  SE2.75.816.33 (2,245 51611
Opuony granted ... .. .. 55,906 $12.62% R0, 280 51278
Options eaptred .., (12,245 $16.33
Outstanding —end of
perod L . 136,186 %12.625-812.75 RO0,2K0 $12.75 02,325  §12.75.816.3)
Excromable .. 00000000000 83,520 $12.75 20,760 $12.75

I. Short-Term Borrowing

1 he Bumard of recrors has authonzed the Company 1o borrow yp o S 14,000,600 fron; vartoos banks
andd trust wennpimes As of Deocember 31, 1994, the Company had four $8,000,000 unsccured bank lines of
ceedit, nome of which requsred compensating balances.

A detn] of short-term borrowings for 1994 and 1993 w as foliows

At Decembaer 33,
1994 1993
Totsl guthorized amount. . .. coe e §14,000,000 514,000,000
Less Amount oustanding . e - (#,000,000) (8,900,000
Avarlable for borrowngs, L . 5 h.(l.l),(ll_) §_ S.I{ﬂ,@
For tiw Yexry Faded December 31,
1994 1993
Maamum amount outManding at any month-cnd % N,O00,000 $ 9,500,000
Average datls antount ovtstanding C $ 1040548 $ 3297861
Weiphted average interest Fites basal on
Vierage Jaily amount outstoanding .. S . 4. 6B 147
Amount outstmsding ut year-end . 6047 1485

2. bmplosee Benefd Plans

Kiorecment Savimgy Paan

I he Cvrnpany offers s Retiremaent Savings Plan, o 301¢k) plan, winch prisades participants a smechanism
toc nprhing «ontribubons For cenrement savangs Bach participant mas make pre-tas conteibuions basal upon
Wik compensatton The Company makes o contnbution equat to 607 of cach paricipant’s pre-tax
contnbiiteons aod Lo oweed 3007 of the parbiapant’s comgensetion for the plan year  The Company’s
combnthute s fodalled $240,103, $227.577 and S1H] 165 for the yoars ended Decomber 1, 1994, 1993 amild

[0 respeictively

IO NI

L Cosnpany has o defined benefit permten plan covening substantially sl ool its employees, Beaclits
under the plan are based on cach partwspont’s yean of service wsid highest average compensaness he
Conpany '~ tumding palcy provides that paymenis 1o the trustee shall be egunl too the wpnamum furmding
senpuinemients of The banplince Retfement nvome Saoury At of 1974
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Lotal pevston expetse for the Company for 1994, 1993 and 1992 was approximately $387,700, $741,300
aind NG respegtively Pernsion expense decreased i 1994 becaune of a combination of facton including
the (1 micrease i the discount rate to 7% from 6.5%, {2) decnease 1n the tate used for average increase m
tuture wompensasion levels 10 5.5% from 6%, aed (3) increase 1n the expecied long-term rate of retumn on
avsens 1o B3 from 7 877

Fored Yot Pensienm Coss
For the Yenrn Haded Docwmber A1,

1994 1] 178}

NETVILG w0l e e e e $ 592,294 5 719417 $ 718,296
Ttderest cod e e e e e e 518,184 511,536 489,812
Actual rerurn Uossh an sssels e ] . . 742,640 (1.521,22%) {68,034}
Nt Lanorbezabion el deforral . . (1.465,744) [RIEIRA L l:“’ﬁ_,ﬂ_.‘.‘l
Lostal net pensian Cost oo e $ 387,083 3 74134 $ 763,219
Assumphons

[Dhscirnn raie used 10 caleulating wtal net pension cost H.50% 1.007: 6.50%
Averape e rease m future compensation levels .. 5.50°% 6.00 6.007%
Faprectad long-term rate of returm on assels .. Co B.30% 7.507% 1.50°%

The following schedule sets fsrth the funding status of the pension plan at December 31, 1994 and 1993

Feorreeed Pomveeens Cust

At Dacomber 3M,
19 "
\I!._"cll'L’ . e e R E e ke e e e e e . S 4.‘5‘,62? 54.724.432
“son esdend . [ . . 104,402 ____.““.’32
Paad oo emulaled benetit obligation . o % 4,959,029 $ 5.034_.&_:!:1
Pl assets al far value ..o L . o . .. § 7,799,481 $ 8. 7HY. 4465
Projected benetit obhgation L . . . {6,492,622) (8,297,798
Phas woeets i oneess of arojected benefit obhigaton e 1,)M06,861 49] 667
U nrecognizad net gam - S (3,590,066) {2,372,08%)
Vonannornzed net issets from adoplion F SFAS No W7 ce e ___{IT],?ST) __{_th.E?_I]
Avcturd pension cost . .o . e _5[2.454.9'92} 5(2.%7..3_09]

e e P rement Bencfits

Hie Compuay sponsors a defined benetit postretirement bealth care and life misurance plan which covers
subsfantiolly oil natural gas and corporate cmplavees Efective Janoary 1, 1993, the Company adopted the
provisiens of Matement of Finanaial Accounting Standards {"SFAS™) No 106, "Employers” Accounting {or
Postretirenent Benefits Other thun Penwions ', wiich requires that the expected cost of these future bencfits
le wn lindedd s the nancud staterments Juning the yearm emiployecs render ~crvice  The implementanion of
SEAS N 104 resulted inan accumulbated posteetirement benefit obligation {iransitions obhigabon) relsted to
past coplovee service of $2.215,000. As permitted the Company clected to amortize this vosd over 20 yean
thistead o capensing the total benefit obligation in 1993 The Company™s 1993 cost under SFAS No {109,
o dadiog the winerbization of the transiion obhigaiiy., was S#XLODD. In the tirsl quarter of 194, the
Compamy ncrcined e amout that fuiure setirees would be reguired to contribute 1o participate s the
Compam s headth caire progeam The effect of the change 1n future emrloyer contnibutions reduced the
Compusny s transinion obligation and anaual costs 16 $337,000 and $70,000, respectively. The change also
resulted i o one-ume curtadment loss of $64,000 0 19%4
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[Ne hendth care imfanon raie tor 1994 and 1993 4 aasumed to be 12.09. This raic s propcied to
pndually decrease 1o an ulumate rate of * 5<¢ by the year 2007. A one percentlage pomnt increase in the health
vare inftation rate from the assumed rate would inerease the accumulated postretirement benclit obhgation
by approxmatcly 361,000 as of January 1, 1945, and would increase the aggreginte of the service cost and
inlerest vt components of net periodic pther postretirenient benelit cost for 199% by upproaimately $6,000

Ihe Company deferred approximatels $35,000 and $92,000 in 1994 and i%93, reaspoctively Thew
amouints represent the difference beiween the Maryland divisions' SFAS No. 106 expensc snd 118 actual pay -
as-you-ga cost. The Company expects the amount deferred would ubtimalely be recoverad. siace the Mur lund
Publhe Serviee Commission has allowed rule recovery for the accrual treatment of SFFAS No o [06 costs 1a
rule vase decisions rendered for other unhtie,

The tollowing tables set forh the satus of the plan at December 31, 1994 and 1993

decrued Postrelteement Benefit Livbiluy

At Decomber 31,
1994 199}

Accumulated postretirement obligation

Refirees ... ..o iviae . oo o . % 420,624 $ 476,807

Fully eligible active employess .. ... .. o 108,443 478,580

Other active ... oune e e . 0,008 1,381,352
[ otal avccumulated postretirement benehit obhigntion . ... ... . H0S, [tk 21365
Unrecogmzed transition obligation Co e {128,731 0,1 1h000)
Nt gain after recognizing change in da-«.uunl rare .. L 137 500
Larevogmeed tel gun . - . L C e 130,637 .
Avcrned pestreurement benefit babilny . e . 1416072 5 364 ‘W

Nor Periatie Postretiremien! Beaefit Cost
Al Decetnlur 31,
1994 199}

Servieeeosl L L . e e s us $ oo
fuleresl comt on APH() R C e e RN E 1 o200
Amaortization of trassition ohbgation oser 20 ycan . C e 12,148 105,000
C urtadment loss . . - e 93.321 3
et Periodic Postretirerment Cast .. . .. ... . AU 133,640 400,000
Armouant capitalezed as coastruction coml . {20,134} (32,112
Smount Jdeferred . . - . I34 9&';‘] (92 49'41
Amount harged to eapeiise . S $ TR, 507 5 253, 'UW
\aapmplion:
Discount rate used an calvulating net penodic posteetirement cost | 450 T U0

b Poa Empliovmeny Bevvfis
ln 1994 the Company adopted Statement of Flinupcisl Accouating Standurds ("SFAS™) Nee 112
Fmplosery” Accounting for Postemployment Beneiis”, as reqiired SEFAS No. B2 enlabinhes standards of
tnancisl accountmy and reporting for the anmatad cost of beniefits provided by pn cmploser o lrmer v
actinve sroplon ces afier emplovmient but belore renrcenent The adopion of SEAS N 112 dud 5905 have o
el dho b on thye Company s cosudes of aspeoratt s

19




K. Environmental Commitments and Contingencies

The Company currently is participaling in the inveatigation, assessment, or remediation of several former
gas manufacturing plant sites, located i differcnt junsdictioas, including the exploration of correcoive action
aptians o remave emsironmental contannannts The Company b accrued liabilises for two of these siton,
Hie Ponver Laas Light and Sausbury Town Gas Light sites,

I'he Dowver site has been listed by the Enviranmental Protection Agency Region [H ("EPA™) on the
supcrfupd Nanonal Pnorties List under the Comprehensive Environmisental Response, Compensation and
Trabalsty Act CCERCTAYE In 1993, buth the Company and LFPA proposed remiedial action plats for the
sl L the fousth quarter of 1993, the Compuny recorded a liability of $700,000, representing the estimated
hubihty for fulore environmental expenditure sssociated with the Company's proposed plan, which was the
luant extensive remedial alternative set forth in the two plans. The EI'A plan proposed 8 more eatcnsive
remediation, estimated 1o cost $4.9 million On August 19, 1994, the EPA insued the Record of Devision
("ROD”) for the site. The ROD selected a remedial plan that differed fron “oth proposaly, and estinrated
the vonts of the selecled remedy at $2.7 mullon for groundwater remediation and $3.3 million for »otl
remediation, In january 1995, Chesapeake submitted to the EPA a good fath proposal to perform a
substanitul portion of the work set forth in the ROD, which was subsoquently rejecied. [1 15 unknown whether
any other putentially responsible party (“PRP™) will submil goad faith proposals, what such proposais mighi
inclede. and whether EPA would accepl such propmeals. Under CERCLA, EPA niay reject any of the
propesasis, and sevh an administrative or court order to require any or all of the PRPs to implement the wark.
EPA mav aiso do the work itsell and seck recovery of s coats in court.

It the 1third quarter of 1994, the Company increased its liability recorded with respect to the Dover sie
to ShO mallusn Thos amount refiects EPA'S prevent estimate, as stated 1n the RO, for remedintion of the
site acconding to the ROD. The Company wt EPA ure cuch attempting 10 secure voluniary performance of
part ol the remedistion by other parties. Thesc parties include the Siate of Detaware, which s the owner of
the property apd was wentified in the RO av a PRP. and a local business wdentified 1n the ROD ws a PRP
tor having comnbuted to groundwater contarmnation On March 6, 1995, 1n order (o protect 11 inferesis,
the Coumpany filed suit in federal coust for the determinanion that the State oof Pelaware 1 o hahle party and
ton rocovery from the State of costs of compliamee with 1he RO The Company i alw: considening a sun
aganst wther poicnbally responsible purtics lu addibion, EPA has stated that i wibl take steps to ccure
preunpt conmencensent of the remedial dewgn phase needed 1o inplement the ROD. The Company the ccfore
antivipates further negotiations to resolve these atters among the parti;s and with 1the government.
Muanagemenl s gl evadoasing the ROD o determtne the mosl coiaumnie approach 1o mmplementation of the
remedies sefected in the ROIY  Favoeable desclopments 0 these matiers would be accompamod by
apprepriate reductiony 1o the habily recorded as they occur

[he Company sl acrensed the corresponding regulatory assct ta $6 0 mullion. )f the Company incurs
exjwnses af thal amount 1t connacton with undertaking she rrmodies selecied in the ROD, management
bchieses that the Company wall be equitably entitled to contnbutaon from otiver sesponsible parties for the
preater part of thew expetisesy Management abwo beheves that wny amounts nol se contributed will be
recoverable o the Compuny ™S rates.

e £ rmpany has acerusd oo fability with resproed to the Salisbury site of $642.0492 ws of Decemibwr 31,
1294 1 s amount s hased on the ostamated? capuiad and operating cost as sed forth i the Company™s remedial
wonini plan sulemitied 1o the Marylend Departmient of the Lnviroament (“MDE™) A corresponding
regulatory assct has been recorded, reflecting the Company s behef that costs imcurecd will be recoverable in
rates  Fhe Company hin  cgun preliminary remediation provefures at the stte amd contiiges dise usstuns with
MDE to baslize the renedinl plan. The carrent abihty has been reduced (rom the habobity of $975,000
veeordued i the fourth quarter of 1993, reflechng res ved estimates af the soope of remediatton, as determined
b M







Company filed with the commission s proposal for a limited level of regulation. On Ovtoher 4, 1994, the
Commission izsued an Order asentinlly agreeing with a kevel of regulation limited 10 the following: accepting
and vonsidering complaints from custamers, requinng Eastern Shore to file annual and other penodic repons
wnd requiring Exstern Shore to pay the annual public uithty tax. The Order will not have a matenal effect on
Easlern Shore’s financial position or results of operations.

FERC QOrder No. 636

The Company & served by three direct natural gas pepelines: Columbia Gas Transmission {*'Columbia™),
I runsconiinental Gas Pipe Line Corporation (" Transo*) and Florids Gas Transmission Company (“FGT™)
Columbiz and Transco serve the Company’s natural gas transmtission subsidiary, Eastern Shore, which in
turm serves the Company's local distribution companics (“1.DC) locaird in Delaware and Maryland. FGT
serves the Company's EDC in Central Florida. [n connection with the ssugnce of Order No. 636 (“Order™’)
by the FERC in April 1991, pipelines will incur four types of transition costs in implementing the unbundled
service requircmient of the Order: (1) gas supply realignment cosls (the cost of rencgoliating cxisting gas
supply coniracts with producers); (2) unrcvovered purchasod gas adjustment (“PGA™) costs (gas costy
remanting 1o the pipelines’ PGA wccount a1 the time they cease the merchant funciion); (3) stranded costs
{unreceneral costs of assets that cannot be woigned 10 customers of unbundled services); and (4) new lacilitics
costs (unts of new facilities required to physically implement the Order). In order 10 recover prudently
ine wered [ransition costs from its customens, ench pipeline is sequired to file for and obtain FERC approval.
Fustern Shore, based on FERC procecdings involving the revovery of gas purchascd and related costs, beliesos
that trunsitson conts passad on from pipelines will be sumilarly revoverable through the Eastern Shore PGA
mechamam for thar FERC regulated sales Eastern Shore also has direct sales customers whine rates arce
vurrently not regulated. All transition .asts allocated (o these non-regulated sales would be required to be
vapensed when knowm and measurable. Enastern Shore has received notification that FERC Jus approved
{ olumMa’s request for recovery of transttion costs related to PGA costs. Fastern Shore's portion of thee
wmls s $180,924, On April 1. 1994, Columbiu sturied to v aice the Bmount in equal installments of $15,077
orver the neat twebve months. Accordingly, in the sevond guarter, the jurssdictional amount of $151E514 was
revorded as o hability and a regulatory asset. The liability 1+ seduced each month as payment is made and the
assel s reduced an the costs are recorded 1o the IMGA. The halanee for both accounts ot December 31, 1994
v SO0 The rematning smount assigiied to the non-regulated aales was eapensed m 1994, The Company
s unable to estimute Eastern Shore™ portion of any addibunal future trinsstion costs tha) may be assignad
) ramsan and Columnbia untill FERC approve their request {or recovery  In the opimon of management, 11
v it pusasible o determine the effect, iof any, that any transiiion cosis weuered in the future would have on
b ~tern Shore's financial position or raults of operations. FG1 has micurned fransition costs in the form of
gas supphy realignment costs and the FERC has approved recovery of prudently meurred vosts from 1FGT s
contoniers, such ay the Company's LIDC in Central Flosda, thiouwgh a demand charge heginning November
[, 199% and extending fur five years The Company estitates that ns pertion of the (ransition costy on
Pracember 31, 1994 ynd 1993 are $1.983,000 and 52,501,000, rospectively, of which $520,000 is due wathin
rue yeur Dunng 1994 the Compuny received spproval of the A rate which includes recovery of the
tranvion yosds  Accordingly, the Company has recorded o repulutory nsset equivalent 1o the lability
estuhlished for transition cimts 81 December 31, 1994 and 19913

PEAC oA

i May 19, 1994, the FERC nsued an Order directing Eastorn Shore v refusnd, with intesest, sl the
FERC characiertzod v overcharges from Nesember 1 1992 00 the current mlbng month 1 he Ornder alw
dirccted Eastern Shore 10 file a report showinsg bow the refund was calculatod, and (e revise tanfl lunguage
cdurdsing the PGA provisions of s tanft.

Easiern Shore ted 8 request for rehearing of the Order on Junc 20, 994 hased vi what Easiern Share
belicves v the FERC' crroncous interpreation of Eastern Shore's tunff 11 v Basern Shore’s positon that
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the FERC™s Order ssacnbially requires a retroactive change to the FERC approved PGA procedures which
Easiern Share has vonssstently appliczl over the last mx yeurs, Such retreactive application s a violat, = of
Sections 4 and 5 of the Naturs) Gas Act.

On June 21, 1994, in complinnee with the FERC's Order, Eastern Shore Rled: (1) revised tanff sheers
anfying its PGA meihodology and (2) two altemative refund calculstions based on the FERC' Order 1 he
two altermatives were filed due to whiat Easicrn Shore believes 1o be an inconsistency or contradichion with
rovpeet to the FERC's language in i1s Order. On July 18, 1994 the FERC issued an “Ovder Granting
Rehearing Solely for the Purpose of Further Consideration.” Such Order was isaued only to afford the FER¢
addmonal ume for considerstion of the vwues raised tn Eastern Shore's request for rehearing. As of the Jaie
of LThis repose. the FERC has not approved either of the altermative refund calculations submitied by Easters
Shore and hsy not made a final dacrmination as to Esstern Shorc's request for rehenring. Accordingls
Fastern Shore acerued 3412,000 19 the svond quarter of 1994, relating lo pnor pexiods. Fastern Shore has
alw accrued #n amount each month in 1994 10 msure fully funding the potential refund. The rotal pocrued
hamhty ot December 3, 1993 1 $1,239,000.

Other Commutments and Contingencies

The Company wnvolved i certam fegal actwons wnd claims srisang in the normal course of business
I'he Company 1 also involved 1 certain legal and sdministrative proceedings before vanous governmental
agenciey concerning raies In the opines of management, the ullimate disposition of thew provecdings will
nul have a matenial effect on the consolidaied financial position of the Company.

M. Quanerly Financial Duias {Unswdited)

In the vpimon of the Comparny, the quarteriy financial information shown below includes all adjustmcnis
novessyry for o Gt prosentation of the operstions for such penods. Due 1o the veasona) nature of the
Comipany™s business, There are substantial vanations 1n operations reported on a quasier!y basus.

Fm Sepromd] Third Foarth
Omarter (uarser Quarier Quarter
1994
Opetating Revenue ..., . 36,009, 410 § 149 508,566 $18.789. 776 $21, 904,445
Operatng [nvome ..o L. $ 4.322.00% §  5HR,550 $ 296,110 3 2,019,804
Net Income fLose) .o L cha $ 3 Mo 087 $ (116,584 3 (204,773 % LOWS, YD
Nt Income (Larks) Per Share . ... ... . ) 1idd ) 0oy % (oo % 0.2y
1993
Operoimg Revenue .. L, cees $3,020,80 $17.324,003 $13,859,549 $23.664,271
Operating bacome  _. ..l 3 63209 $ 60606 S (67466 3 214574
Not lrwome {Lossy L. e . % 2,475,258 yo1y7 % (679,042) 1 689177
Not licome 1 Laws Per Share ... 5 .us 3 1.0 3 {0.19) $ 046

Efle Ove January 1, 1993 the Company adopled SFAN No. 109 uy discussed 10 Note A 1o the
Consohidoted Fananoial Statements. The tira quarer of 1993 includes un mcrense in net wmcome of 357,467
(30032 pet shared for the one-time camuolutis e ¢ffeet of the svcounting changs
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Item 9, Changes In and Disagreements With Aecountants on Accounting and Financial Disclosure

MNone

PART It

ltem 0. Directors and Excoutive (2fficers of the Registrant

Information pertaining to the Direciors of the Company s incorporated hergin by reference to the Froa
Statement, under “Information Regarding the Board of Directors and Nominass™, dated and to be filed o
ur before Apnil F3. 1995 in connection with the Company™s Annual Meeting to be held on May 16, 1995

The information required by this item with reapect 1o exocutive aflicens s, punuant to mstruction 3 ol
parugraph (b of liem K1 of Regulation 8-K, set forth tn ltemy 10 of Part [ of this Form 10-K under
*“Eaceutive Officers of the Registrant.”

ftem 1t. Executive Compensation

This informacoen s incorporated herein by reference to the Proxy Stalement, under “Managenient
Compensstion”, dslal and o he filed on or before Apnt 13, 1995 10 connectien with the Company™s Antual
Meeting to be hedd on May 16, 995,

fem 12. Security Owpership of Certain Beneficial (Owoers and Management

Mhis oformation s tneorporated herem by reference to the Proxy Statcment, under “Benctivial
Ownenhirp af the Company's Secunties™, dated and ta be filked 06 or before Apnl 13, 1995 10 conmection
with the Company’s Anmual Meeting to be held on May 1O, 1995,

item 13, Certpin Helationships and Related Transactions

L mfonnatieen s thcorporated  heran by refercnce 1o the Proxy Statement, under ~Heneficial
Owperstup of the Company's Secunnies”, dated and 1o be fled on or before Aprit 12 1995 w0 connevhion
with the Company's Apnaal Meeting te: be held on May 16, 1995

PART It

ligm 14, Financial Sta¢ements, Financial Statement Schedules, and Exbibits and Repors on Form 4-K

ta) The Tolloweng documents are filed as o part of thas repon
1 Fionancl Statements

Aoy’ Report Jated Febriars [0, F95 of Conpens & Lybrand, L L P ladependent
Nindilors

- Consoludated Statemenis of laconmie o1 cach of the three vears cided Devember 3], (903,
1993 and 1992
Consoliduted Batsnce Sheets at Deceniber o1 09948 gnd December 31, 1993
Comahdated Statements of Casht Floaws tor cach of the three years ended December 11, 1994
L ursodidated Stalements of Cennmon Sharchokders' Equiy fur cach of the three years ended
Decemsber 31, 1994

— Consulidated Statoments of Income Tanes for each of the thiee years ended December 31,
19493
Motes 1o Cotsoshidated Frinaodial SMalemicals

D I he following gdditions] information tor the vears 1994, 1993 and 1992 v submilted herewith
Scbeduie 13--Vatoation and Quabfyvung Avcount

All nther sehedules sre omitied because they are not cequared, inapphicahle, or the infermation i
vtherwese shown m the hnanclal slatements Gr noles thesete
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th} No reports on Form 8:-K were required to be liled during the fourth quarier of 1994
v Balibats

Exhsbyt 3 ap —Asucles of Incorporation

Amended Articley of incorporation of Chesapeahe Utilities Corporation, is tncorporated
herein by reference to Exhibit 3.0b) 1o the Annual Report i Form 10-K for the year
crdud December 3L 1993, of Choaapeske Uthtics Corporstion

Fabsbar 3 by —Bylaws
Amended Bylaws of Cheaspeake Ulilities Corporation, filed herewith.
Eatobil 4. (a)  —The Form of Indenturce hetween the Company and Boatmen's Trust Company, Trusicr,

will reapact to the 4% Comvertible Debenturcs » mcorporsted herein by reference to
Exhibit 4.2 of the Company’s Regustration Statement on Form 8-2, Reg. No. 13-26582,
filed om Sanuary 13, 1989

Exhitat 4. {h)  —Note Agreement dated February 9, 1993, by and between the Company and
Massachusetts Matual Life Ensurutice Company snd MML. Pension Insurance
Compans, with respect 10 310,000,000 7.97% Unsccured Senior Noles due Februany 1,
2005, i incorporated kerein hy reference to Eahibii 4.(b) to the Annual Report on Form
J0-K for the year ended December 31, 1992, of Choapeake Utilitien Corporation

ahibit 10 ta)  ~Service Agreement dated November 1, 1989, by and between Transcontinentat Gas Pape
Line Corporation and Eustern Shore Natural Gas Company, s incorporated herein by
referenee Lo Exhibit FO.Ga) 1o the Annual Repon on Form 10K for the year ended
December 31, 1984, of Chosapenkc Unibities Corparation.

aluhic 10 (b —Servive Agreement dated Noventber 1, 1984, by and betwoen Columbin Gas
Transmision Corporatien and Lastern Shore Nutoral Ges Company, s incorporated
hercin by reference 1o §xhbit 10.4h} 1o the Annual Repon on Form 10-K for the vear
ended December 31, 1989, of Chewapeuke Utilities Corporation.

]

“hihie vy —-Service Agreement for Genernl Seevice dated November 1, 1989, by and between
Flonda Gas Transmissson Company and Clicapeake Utilines Corporation,
ncorporuted heran by referenee (o Exhitet 10.4(¢) 10 the Annual Report oa Form K
tor the year ended December 31, 1990, of Cheawpeake Utiliies Corporation

vibbil 0 ) —-Servwee Agreement for Prefereed Service Jdoted November 1, 1989, by and between
Flenda Gas Trunsmission Congpany ond Chesapeake Ultthiies Corporation, s
invorporated het o by refronee o Eambi 10.4d) to ithe Annusl Report on Form 10K
for the sear ended Devember 36, 1990, of Chosapeabe Lnlilies Corporation.

vhibat 143 o) -Service Agreement for Farm Transportation Service daled November 1, 1989, by and
between Florida Gas Tranamission Company and Chesspeake Utilitics Corporation, 1
incorporaled heremt by reference to Exhibn i iey 1o the Annual Report on Form HRK
for the yea: ended December 11, 199, of Chowpeahe Luhines Corporation

slubal 10 () Fors of Service Agrecmient for Interruptible Sales $crvices dated May 11, 1990, by and
hetween Flonda Gas Fransmsseon Company and Chaapeahe L't Corporation, is
incorpirsted herein by refercnce Lo Exhibie 10.00) to the Annual Report on Form 10-K
for the year ended December 31, 1990, of Chesapenhe Utilines Corpotation

noig satecruptible Transperiaton Service Agreement dated Fobruary 23, 1990, by and
beiween Flonda Ges Traisnusson Company and Chesapeake Unihtis Corporation, 1s
morporated heran by refereace 1o Exhibit 10.4g) to the Annual Report on Form 10-K
for the year ended Decermber 31, 1990, of Chesapeske Wilities Corporation.

t ~tnhn
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b abubiy U {h)

Fahaber 10 1)

Extibit 10 ()

Eahibat 10 (k)

Eahitut 10 (1)

Eahibw 10 {m)

fahibat 1O {n)

[BY LT
fadybn b2
b alsebar 22

bbby 23

—Interruptible Transporiation Service Agreement dalead November 30, 1990, by and
beiween Flonda Gan Transmiosson Compuny sind Choapeade Uilings Corporation. n
mcorporated berewn by reference to Exhibi 13 (hi 1o the Annual Report on Form (U K
for the year ended December 31, 1990, of Chesapeske UHilities Corporstion

~-Liaecutive Employment Agrecrient Jdoted March 26, 1992, by and between Chesapeub
U'alines Corporation and Ralph J. Adkins i incorporated herein by reference to
Exhibit 10.48) to the Quanerly Repon on Form 10-0Q for the yuarter ended June 3D
1992, of Chesapeake Uil Corporaton

—Exocuine Employment Agreemnent dated March 26, 192, by and between Chowpeake
Unhites Cocparation and John R Schimbkatis, v incorporated herein by refercnee 1o
Exhthit 10 (b} o the Quarierty Report on Form 10-Q for the quarter ended June ),
1992, of Chesspeake Utilities Corporation

—Exccutive Employment Agrecueni dated March 26, 1992, by and between Chewpeabe
Ulilities Corporation and Wayne L. Harl, B incorporated herein by reference 1o Eahibn
10.{v) to 1he Quarterly Repont on Form 10-Q for the quarter ended June 30, 1992, of
Choawpeake Utilities Corporation

—Chesapeske Unlities Corporation Cash Biomus Jacenlive Plan dated Januany 1, 1992, o
incorporutad nefein by referance to Exhibil 10 (0} 1o the Annual Report on Form 1K
for the year emded December 3, 1994, of Chosapeske Utilities Corporation

—Choapeake Utlline Corporation Pedormance Incentive Plan dated Janusry §, 1992, 1
incorporated herem by reference to the Company™s Proxy Statement dmed Apnl 20,
1992, 1n conncelron wath the Company™ Annual Mceting held on May 19, 1992

—~Form of Tandem dock Opuon and Perfarmance Share Agreement dagod Novernber 15,
1994, pursuant to Chesapeake LUubiies Comporaiion Perfurmance {ncentive Plan by and
between Chowpeake Utiities Corporation and Raiph b Adkine, John R Svhinshasts,
Kenneth H Dean, Phibp § Tarefos and Jerry D West, filad herewith

— Computation of Primary mnd | 'ully Ddated Larnings Pes Share, liled herewith
Computetion of Ratie of Farning o Faad Charges, bled herewth
Subailarics of the Regutrant, Hhed herewsth

Consent of Dndependent Avconntiants, Blad borewsth
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SIGNATURES

Fursuanl to the requirements of Section 13 or 13 (d) of the Socurities Exchasge Act of (934, Choaapeakie
L tilitiex Corporation has dely caused this report o be signed ow lis behall by lbe wndersipaed. theresnio
duly authorized.

CHESAPLAKE L1 1110 Cosppama 11im

/8/ RALPH ). ADKINS

Iy . -
Raiph 1. Adhins
Pronidesi and Chief Exeruiive (Micer
Datc: March 30, 1993

Fursaant to the requirements of the Securities Exchange Act of 1934, this repont has been signed below
by the (odlowing persons on bebalfl of the registrant and io the cagarities and on the dutes ladicated.

o — Tk Due
} /57 JOHN W. JARDINE, Jr. Chairman of the Boaid sl March 30, 1993
John W, Jurdine_ Ir. Director
5/ RalPH J. ADKINS Praudmmt, Chel Exexutine March 30, 1995
Halph J. Adkiaa Oficer
/5/ JOHN R. 50 HIMEAITIS Semor Yice Presid -t & March 30, 1995
Joha R. Schbmbueltia Anssistanl Treasurer

{Principal Financial
(fheer and Princapal
Acvounling Dficer

s Richakiy BEENST N Director March 30, (995
Richsrd Hormatyin

F5/ War vER ) ColrMan_ Dirce o March 3, 1995

Wplter J. £ wlempn

s Ruporru M. Ppiws, Jw IDirevior March 10, |95
Rudalgh *1. Peins. Jr

ws Rustm F Ripix o Dire tor March 30, 1995
Hubery I, Hider
Odvrt Mian P Swia Direvtion March 30, 1995

detemunh I' o

W IAM (G Warmi N, LT o Drector March 10, 1999
Willimn 4, Yoardea, 111
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CHESAPEAKE UTILITIES CORPORATION AND SUBSITMARIFS
SCHEDULE 1T
VALUATION AND QUALIFYEING ACCOUNTS
FOR THE YEARS ENDED DECEMBER M, 1994, 1993 AND 1992

COl LM A COLUAS I (VHLLIMIN C COLEMN TP (Ol MN |
ADDITIONS
Halasce o1 Cwarged {0 ( warged to Balesce m
Brpianiay Cumts. e O wna
Iescription of Pertod o pent Accouris [ efuetions ol Periad

Valuaiina aveounis deducted
from awscty 1o which they
apphy Tor doubtful accounts
receiviblye

The year ended Devember 31,

1994, e, 3186018 $130,2063 $S.63MB) M1TLTe2MA) 8202152
The year ended DDevember 31,

1991 ) e e 1239049 v RIeT2 S60. 2400 By K20L919HA)  $1RO.DIK
Thye vear ended December 31, .

1992 D, $554, IhE $152,624 WITHTHR)  MI0Le63KA.C)3239,019
Naten

{4 Uncallectuble socourts charged off

tHy Recoveries
() Reanery of propuny aceounis previowsly cotmiderced to be eneollcctible (€315,500).
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CHESAPEAKE LTILITIES CORPORATION AND SUBSIDLIARIES
EXHIBIT 11
COMPUTATION OF PRIMARY AND FULLY DILUTED EARNINGS FER SHARE
For the Yewrs Ended December 3, 1994, 1993 nad 1992

ll_- 1994 ] 1

Shures msued at beginmng of year .. . .....ooou i ee J.o03,.152 352070 3472 826
Treasury stock at beginming of year . . .. .. e (30,084} (34,892) (34,892)
Sale of treasury stock ...... .. uiiiis e e 14,475 4,308
Issuance of common stock for divelend rewnsesiment plan . .. 30,928 11.942 12,546
lswuance of common vlock pursuant to US| restncled stock

pward BEFEEMEN .. ... e 12,418 54,540 31,298
Issuance of common Mock for conversion of debentures . . .. . 293
Shares outstanding at end of year ... ........ Cibeeereana 3,053,182 3,575,068 34871778

fe====n s S

Primary earnings per share calculation:
Weighted average number of shares assuming prRmary

dilution ... ..., h e aaan bienes 3,632,413 3,556,017 1477 244
Income from conlinuing operations ... ........... $4,439,922 $3.971.671 33,475,009
Income from ducontinued operatons . .. ... ... . 73,500
Consihdaled net income .. ... ... e e mam e $4,439,922 $3,971,671 Sl.?-f%.ﬁﬂ'?

Pvimary carnings per share from continuing operations . 5 125 3 1.12 5 i.00

Pnmary carming per shere from discontinued
OPEratony .., . ... e et et 0.00 Q.00 0.02

[owl primary carmings pershare ... ...... ........ ) 1.23 5 1.12 5 1o

i uliy diluted earrungs per share calcubsiion:
Weighted average number of shares sasauming pnimary

difunion . ... ..., e e e 1632413 3,556,037 3,477,244
UContingenl shares related to sssunted consersiun of
cemserfihle deba oo 259,717 _1&.253 271,887
W orghted average number of shares assuming fuil
didetion .. ..o, e e e e . A BB, 190 J.:Iiib.?iﬂ.* 3.749,11
A djusied inceme from continuing operstions
Incenne from continuing operations .. ..., ., $4.459922 $3.971,671 £3.475,00m
Int-rest om comveriible debt . . Cheeae e 158,998 165,284 18| 604
P o Applicsble mcome takes ... L. ..., e (140,004) (142,401) {148,825}
Adgustend cenie lruim continuing operations ... ..., 4678911 4,194,494 3,707,788
Income from diseontinued operauons . 73,500
ASdjusted et invome Lo L L 0 e . w6791 5‘,!94,4_94 SJ,_TEII._.'!HI!
Fuily dduted earnings per share frons continwng vpesetions ] | 2 ] 110 5 99
Futy difuted carnmings per share from discontinued
OPCTOLIGHN |, . v h it e 0.00 0.00 o
Vsl tolly dhiluted earmings pee share ., .. e . . 3 120§ 1.1 3 1.o1*
Samem e e —— e TN 3,
TR I

* They vahoulabion s suhmitted i sccordence wath Regulation S K atem 601{bX 11} although not required by
footnofe 2 10 parograph 4 of APR Omunon Noo |5 bocause 1 iesulis in deluteon of bas than 3%
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CHESAPEAKF | THILIES CORPFORATHOIN AND SUNRSIDLARIFS
SCHEDULE 1

VALL ATION AND QUALIFYEING AUCOUNTS

FOR THE YEARS ENDED DECEMBER 31, 1994, 1993 AN 1992

{ULUMN & [ AR LY (O U {OLUMN D) COLUNMN )
ADDITLIONS
Balsacr at Oharged 1o (e 10 Relamer i
I awning Conty amd [0S end
[rwcTiptnn of Veriod F 1 pegar Accuents Leducticm of Period
Yulustion sceounts deductad
from wwcts to which they
upply for doubtful accounts
tecenvable
The yeur ended December 31,
99 . e S1R601Y $130,263 $ST VUMY W17 TodWaAay  S202.152
The year ended Degember 31,
ey L 2 0e Y H1.072 SO0, 240 HY  S(201,91U0A)  SIHG.0IB
The year ended Devember ¥,
1992 et venes 355, Iny 152,624 $I7R7XHIN WA HASHA (AW OIY
Neades,

tAr Uneollecible socounts churged off
(Y heomenes

101 Rocovers of propane ¢ -counts previously vonsadered 1o be uncodievtible (33153500,
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CHESAPEAKE UTTLITIFS CORPORATION AND SUBSIDIARIES

EXHIBIT %2

COMPUTATION OF RATIO OF EARNINGS TO FIXED CHARGES

For the Voprn Easnl Denaboer 31,
194 1) 2
Income from continuing operdtions . .. .. ... c..cvvna. L, 34,459,922 53971671 51,348, 50
Ady
Incomoe Wacs L e e e 2,542 368 1. 908 812 2,315 6hb
Portan of rents representative of interest fact o ..o.... .. 182,012 199,021 191,971
Interest on indebledness ......... ... ........ rrire 2,637,054 2,102,003 2,751,783
Amortization of deid discount and expenss ..o _ 1639359 100,797 6B.602
Earvings ss adjustad ... $9.930.818 $8.942,324 Sk 876,581
Fixed Charges
Portion of rents representative of interest fmct . ... ... .. $ 187,012 5 199,020 $ 1919
Enterest vn indetnedness . ... ... ... .. e amuears 2,037,654 2,702,003 2.751.753
Amurtization of debt dacount and expense ... ... Ci _1038% 100,797 68,602
aand UhBrgey ..o i e i e e i 22.92!-.22_5 $3,001,83% S:’:Ol Z.B_Hﬁ
Ratii of Earnings lo Fixed Charges .00 000 onn e 139 2.98 1.9%
[ — 2 mroee————
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CHESAPEAKE UTILITIES CORFORATION AND SUBSHMARIES

EXHIBIT 22

SUBSIDIARIES OF THE REGISTRANT

Sabaidiaries
Eastern Shore Najural Gas Company
Sharp Energy, i
Chogpeake Servicas Conipany
United Systemn, [nv

“ubsidiary of Fastern Shore Nataral (say Company
Duver Exploration Compans

Subsidierics of Sharp Foergy. Inc.
Sharpgas, L.
Sharpaoad. Inc.

Subsldiaries of { hesapeake Service Compuay
Skipjack, Inc.
Capual Data Sysems. ing.
Currin and Awociates, Inc
Chesapeake Favestment Conmpany

Sinte |ncorporated
Delaware
[claware
{Mlpware

corgia

“iate Incarporated
Diclaware

Stete Incorporated
Delaware
Delawnre

State Intorporsied
Delaware
North Cardina
North Carohina
Icliwitre




CONSENT OF INDEPENDENT CERTIFIED PUBLIC ACOCOUNTANTS

We consent to the incorporation be refercnee in the Prowpeciuses prepared in accordance with the
seguiremnents of Farm 5-2 (File No. 33-26542) and Form 8-3 (File No. Y3-28391) of our report dated Fehruary
1y, 1995, which vontains an explanatary paragraph related to changes tn sccounting melhods, seeompanying
the vonsoldatal financial statements and the ronsahidated financial swicment schedules of Chesapeske
Linfitis Corporation as of December 31, 1994 and 1993 and for each of the three yean in the period endad
Devember 31 1994, included 10 this Annual Repon on Form 10K of Chesapeake Utdilities Corporation

Coori ks & Lyara~p, LL.P.

Haluimaure, Maryland
March 30, 1998
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SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

FORM 10-Q

X1 QUARTERLY REPORT PURSUANT TO SECTION 13 OR 1Xd) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the quarterly period ended ____Jne 30, 1995
OR

i1 TRANSITION REPORT PURSUANT TO SECTION 13 OR | Kd) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the trxsition period from o
Commiselon file yumsbar _ __§-§9%

CHESAPEAKE UTILITIES CORPORATION
(Bxact nanw of registrand as specifiod in ity charter)
—Delaware S C | T —

{State of other jurisdiotion of (RS Eoployar
incorporstion or organization} kdemtification No.)

341 Sitvar Lake Rowlevard. Deysr. Dojawary 19904
{Address of principal exerutive affices) (Zsp Code)

—_— e
(Registrant's Telepbone Nurmber, Including Arca Code)

(Former name, former address and former Giseal year, if changad smoe last report.)
indicatc by check mark whether the registreot (1) bas Gled all reports regquired i be filed by Sectun ! 3 or 15 (d) of the
Scounues Exchange Act of 1934 during Bw precedang 12 months {or for such shorter pariod thal (he registrent wes required
to lile such reparts), and (2) has hoan mbject to such filing roquuements for the past 90 days. Yes [X] Nof ).

Commun Stock, par valuc $.4867 - 3, 700,589 sharey issued a3 of hune 30, 1995, of which 4,135 are beld in troamary,



PART I
FINANCIAL INFORMATION

CHESAPEAKE UTILITIES CORFORATION AND SUBSIDIARIES

Totzl Assets

CONSOLIDATED RALANCE SHEETS
Juna 30, December 31,
1995 1994
Assets —(Unsudited)
Froperty, Plant And Eguipssent
Natural gas distritution $61,835,512 $57,773,602
Natural gas transmission 24885913 24,546,916
Propane distritastion 18,507,980 18,289,571
[nformation technology services and other 9,496,740 8,618,014
Gas plant acquisition adjustment 795,004 795,004
Total property, plant snd equipment 115,521,149 110,023,137
Less: Accumulated depreciation and amortizaiion 06,925922) (34,710478)
Net property, plant aod equipment 78,595,227 75312,659
Investments 1,873,407 1,641,851
Current Assers
Cash and cash equivalents 259,005 393,751
Accounis yeceivable, less allownnce for vncollestibles 7370,116 8,416,293
Materials and supplies, st avrage cost 864,164 97147
Propane invenlory, at averags cost 967,971 1413584
Storage gas prepayments 2,237,041 3,467,281
Undemecovered purchased gas costs 109,025
[ncome taxes receivable 236,813
Prepaid expenses 90230 855,107
Deferred income taxes 1,896, 146 1,290,680
Total current assets 14 496,774 17,582,481
Deferred Charges and Other Assets
Intangible axzeta, net of accumulsted smortization 1,687,512 1941239
Environmental cost 7,401,945 7462,647
Order 636 wankition cost 1,719,573 2,020,732
Other deferred chasges 2,135,887 2,309,008
Total deferred charges and other assets 12,944,917 13,733,826

The accompanying notes ame an integral pan of these financial statements.



CHESAPEAKE UTILITIES CORPORATION AND SURSIDIARIES
CONSOLIDATED BALANCE SHEETS

June 30, December 31,
1995 1954
Caplialization sad Linbilitien {(Unsudited)
Capitalization
Steckholdery” equity
Common Stock, par value 5.4867 per share;
(authorized 12,000,000 shares; lopued 3,700,688
and 3,653,182 shares, respeciively) $1,00),00% $1,704,514
Additonal paid-in capital 17.301,961 16,834, 82)
Retzined eamnings 22243014 19480374
Less: Treasury stock, at cost; (4,133 and }
15,609 shares, respnctively) @5476) (99,842)
Unearned compensation - restricted stock swards (652,402) (696,679)
Net unrealized Low oo markatable securities (141.4)2) (241,609)
Total stockholders’ equity 40,523,724 37,062,588
Long-tcrm debt. net of current portion _23.909,138 24,328,988
Tola) capitalization G4 AN 852 61391,560
Current Liabilities
Cusrent partion of long-term debt 1,249 349 1,349,040
Short-term bamowings 3,500,000 £,000,000
Accounts payahle 623691¢ 7.385,590
Refunds payable 1o customers 638,244 567,817
Overmecovered purchased gas costs 1,316,633
Accrued interest 682,408 691 949
¥ vidends payable 231,724 803,700
Accrued mcoms taxes | 34,029
Otber accrued expenses 2310412 21,225 097
Total current liahilities 15,169,715 21,022 231
Deferred Credits and Other Linbilitier
Deferred wcome taxes 8,582,045 8, 700472
Defeired investnent tax credils 963,915 986,062
Envircomenta) Liabslity 6,500,022 6,642,092
Accrued pension conls 2,641,134 1,530,904
Onder 636 crapsition liability 1,719,571 2.020,732
Orher Jiabilities 4 199 439 4,976,553
Total defeered credita wnd other liabilities 25303748 25 056 815
Total Capitalizefion and Linbilities —a102.9102%0 5100270617

The sccompanying ootes are an intigral part of these Mnanclel salemends.



CHESAPEAKE UTILITIES CORFORATION AND SURSIDIARIES
CONSOLIDATED INCOME STATEMENTS

(UNAUDITED)
For the Quarier Ended
June 10,
1993 1994

Operstisg Revenwes $22.074,663 519,868,566
Opersting Expeases

Furchared pas costs 12,926 940 12,511 333

Operations 4,771,008 4596300

Maintehance 06,504 554,440

Depreciation snd snortizasion 133.65) 1,301,700

Other tanes 706,323 637,817

[ncome tyaxze 458,306 (341,574)

Total openting expenses 20,705,321 19,280,016

Operating Incoms 1365342 588,550
Other Income and Deductions 57418 (39.244)
lncome Before lnterant Charpes 1,456,760 549306
Interest Charges 692,675 665,890
Net [ocome ﬂﬁ:ﬁ!i QI Iglzul
Weighiva A verage Number of Commen Shares Ouistandisg Y7 A) ] 892
Esroings Per Share of Common Steck (3):

Net income 3021 (3003)
Fully Diluted Earnings Per Share of Common Stock (1);

Net income ﬂi] {36.00)

The sccompanying motes are a0 intepral pan of thess financial mxtaments,

{i) See Exhubit 11 - Computstion of Primary aad Fully Diluted Esrnings Per Share



CHESAPEAKE UTILITIES CORFORATION AND SUBSIDIARIES
CONSOLIDATED INCOME STATEMENTS

(UNAUDITED)
For the Six Maonths Ended
Juns 30,
1993 1994

Operatiag Revenves $52,971,460 $55.878,077
Operating Expensss

Purchased gas cosly 29,599,001 34,162,328

Operations 9,724 209 9,693515

Maintenance 218,392 981,532

Deprecimion sl amortization 2,666,927 1,648 B5S

Other taxes 1,573,440 1,507,689

locome taxey _ 1485137 1,970,995

Total operating erpenses ﬂ%l, 5¢& 30,966,924

Opersting Income 5,700,304 4911,153
Other Incoma and Deductions 131,678 24,821
Income Before Interest Chargen .32 4935974
Interest Charges 1,809 466 1,306,472
Net Income ;M’——— &
Weighted Average Number of Commen Shores Ovistandisg ——taOE L3 2,612,262
Ew Alngs Per Share of Commen Steck (1):

Ne! income J_ s—loo
Fully Diluted Esruings Por Shars of Common Stack (1):

Net wcome $L.13 $0.96

The sccompenying notes sre #0 intcgral part of these financial stasaments.

(1) Se¢ Exhibit 11 - Computation of Primary and Fully Diluted Eaminga Per Shace



CHESAPEAKE UTILITIES CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTE OF CASH FLOWS

(UNAUDITED)
For e Siz Months Ended
June 30,
1995 1994
Operating Activithes
Net Income #4,422,516 33,629,502
Adjustients 10 recon-ile pel income 1 pet openling cash
Deprecistion and amanizazion 2.817.420 21810899
Deferred bncoma tanes, ot (788.291) {1,124,102)
Investment tax cradit adjustmenty (22,521 (17,408)
Employes benefits 70,813 495962
Employce compenmtion from Lapsing sock restrictions 116,885 184,125
Reserve for refand 282,240 820,011
Orher (609,401) (1.287)
Changss in nesets st Jiabilities:
Accounis receivable 1,046,177 2212316
Inveniory, materials, supplies and gorage gas 1,606,637 1431,179
Prepaid expenses {41,224) 2301
Other defemed charges J0e. 950 {219,939)
Accounts payable (1,144,674) {1.978.518)
Refands paysbis &0 customers 0417 171.537
Overrecovered purchased gas costy 1,425 658 1,003 587
Onxber corment Lisbilities 2,270 66} 2,601,363
Net cash provided by opersting activities 12,032,665 14,011,533
Investing Activities
Property, plast snd equipment expenditures, net (5,456,261) (4,050,084)
Purchases of avestments, net 33.336) .
Net cash uwsed by investing activities (3,995.097T) (4,050,084)
Ficenciag Activities
Cummoo mock dividends et of smounts reinvested of
5225484 and £196,069, respactively (1,406 342) (1,168,588
Net repayments under line of crodlt agreements {4,500,000) (8.900,000)
Procecds from issaance of treagury sock 147,608 85,100
Hepayments of long-term debt (318 580} (45] 448)
Paymenls under capital loase obiligationy (46,476)
Converted debeature bonds 4,984
Net cash weed by financing sctivities (P rri]ly (10,676,426,
Net Decresse la Cash (139,746) 4977
Cash and Cash Equivalents at Beglaaiag of Peried 198,751 1,162,797
Casb asd Cash Equivalents at Eud of Periad 3239005 a1 520

The accompanying ootcs we an io'2gral part of dhese finaiicial sistements,



CHESAPEAKE UTILITIES CORPORATION AND SUBSIIHARIES

NOTES TO FINANCIAL STATEMENTS
(UNAUDITED)

Quartsrly Fioancial Dets

The financial informatioo included herewn is unsudised, however, the financial information reflects pormal recurring
adjustments, which are, in the apinion of managemen, pecemary for § feir presentation af the Company’s talenim results,
Due w the sessonal natare of the Company’s butiness, there are substantial yaristions i the regulty of aporations
reporied an a quarterly baxis. Certain amounws in 1994 have boen rechessified o conform with the 1995 presentalion.

Investments

The mvesument balances of June 30, 1995 snd Dooeynber 31, | 994 consia primanly of an investrent 1o the commeon
stock of Florida Public Utilities Company ("FPU®). The Campany’s ownership & June 30, 1995 mnd Docamber 31,
1954, represets o« 7.06% and 6.84% intorest, respoctively.

The Comnpany has clessificed ity investmeayt in FPU as an *svmilable for sale” ascurity, which requines that all unrcalired
gains and lomss bt oxcloded from carnings ed be reparted s s seprvie component of slockholders’ equity, nel of
income laxes. Al June 30, 1995 the market price per share, tost basis per share, and the unrealized loss on the
uvestment m FPU were §17.73, $20.05 end 5236412, respoctivedy. In menascrxnt’s opinion, O decline in the vahue
of the stock is temporwy. At December 31, | 994 the market price per sbare, coll basts per share and the unrealized
loas were $16.115, $20.20 end 3401 509, respectively.

Sratamant of Flaancial Accsanting Stendards No. 121

In March 1995, the Financial Aocounling Standards Bosrd issasd Stsament of Acconting Sunderds ("SFAS®"} No.
121 regarding acoounting for asest imopairments. This statement, which must be sdopiad by the Company by Jemery
1, 1996, requires that long-lived sesets be reviewed for impeimment whenever events or changes in circumatances
indicate that the carTying srmount of sn el may ool be recoversble. Additionally, te standard requires rete-regulaied
companics 10 write-off regulstory assets to camings wheoever thom amseis 10 longsr moet e ariteria for recognition
of » reguiniory seet o defited by SFAS No. 71, Accounting for the Effects of Cartain Types of Regulation.  Adoption
of 5FAS No. 121 is pot expected o heve a rasterial impact on the Campany's financial sisemenls

Commitments and Coatingencies

FERC PGA

On Mey 19, 1994, the FERC ismxs] an Order durecting Fastere Shore to mefund, with inderesl, what the FERC
characierized as overcharges from November 1, 1992 1o the caront billing momh.  The Order sl directed Eastern
Share o file ¢ repon showing how the refnd wes calculsind, md 0 revise Wil language clarifying the POA, pao visioms
of 1y wrdl

Eastern Shore filed » request for rehearinng of the Order on Jume 20, 1994 based on what Easiern Shore belicves 15 the
rERC's ertuticous itorpretatemn of Exstern Shore's tarill. §t is Esstern Shore's posibion that the FERC's Order
aeonlially requires ¢ rotroactyve change to the FERC approved POA procadares which Eastorn Shore has consisicnily
applicd over the last six yewrs,

On June 21, 1994, in compliance with the FERC's Order, Eastern Shore filed: () revised T shwots clanfyng 1s
PGA mellxadology and (2) two shiermutive refund calculstons based on the FERC's Order. The Two allernatives were
filed due to what Eastern Share believes 1o be sh inconsistsncy or contradiction wilh respect 1o the FERC's langusge
in s Order On July |8, 1994 the FERC issued an “Ordar Oranting Reboaring Solely for the Purposs of Further
Conmderotim.” Such Order wis issaed anly 15 afford the FERC sdditional time for conaiderstion of the Lsucs raised
in Eastern Shire's request for rebesring. Aa of the daie of this report, the FERC has not approved cuther of the
wtcMmalive refund calculstions sbmutiod by Lasten Shore and has not mads 8 final determunaiion as ko Esstern Shore's

7



Ha..ﬂ or rehesring. .:.nnni EE?EGB:EEEE The total accrund lisbility st
1995 and December 11, | 994 are $1,526,000 end $1,239,000, respoctively.

%E.._. EB«E&%&B«EE&EE ...FUEEUOE&
Naturs]l Resources snd Envircnmentsl Cootrol ("DRREC") investigsted the site and surroundings, finding coal tar
residue and acoe ground-water contammation.

In October 1989, the Envirommental Protection Agency Region I (EPA®) listod the Dover Site on the National
Priorities List under the Comprebensive Environmenlal Response, Compensation and Lisbility Act ("CERCLA" oc
*Superfind™). At (his time, under CERCLA, g?mﬁa&g;lnsnnﬂﬁﬁ were bamed & vﬂnﬂEa_
respa.sible partiea CPRP*) for clean-up of the site F.q 1990, the Compeny entered inio sn sgreement with E
and DNREC (o perform & Egﬂn ggt%&ﬁ A and DNREC o ﬂ._&.
_Fmﬂﬂ_ng E&Eii {he agroement, o Coxnpeny agroed to
of the study and B0% of the EPA's overxight costs. The Company submitied its reparta on the Remedial
EE%EEEEJ o EPA and DNREC in January end Pobruary |99, caspectivaly. After
reociving exansive cotmments, the Company submitted bo the EPA snd DNREC its revised RI and P8 reports in May
and June 1993, respectively. In the FS Repart, Chesspeake proposed & remedy which involved capping the site and
monitoring ground-water quality in the sumounding ares with a total estimated cost of approximately $700,000.

Afiey further discussions with the regulatory sutharitics, Chesapeske undertook an additional phase study, the Ground
Waier Evaluation Study - Phase IIT, which focused on delineating the sres of maxiomem ground-waler impact from the
ic. The resulls of that study were submitted 10 EPA snd DNREC i Seplember 1993, On February 1, 1994, EPA
gﬂﬂi}&ﬁgnﬁ-ﬂﬁd EE&&&&EE&EEE?& %&&E

The Plan presented end discussed & pumber of remedial allernatives, inchuding the remedia) sirstegy proposed by (e
ompany in the The EPA Plan proposed s mare extensive remedistion stralegy that involved removal of
contaminated soils from the silc and drilling s scries of twenty (20) wells EPA eslimated that exeoution of its Flan
EEEBIB.@EEE. The Plan was subwmitied by the EPA for 30 dey public comment periad, which ended on April

194, During this periad, Lhe EPA received public comments, including those submitted by the Company.

.nnmm_ A issed e st Recard of Decision ("ROD™) datad August 16, 1994, The remedial action selected by the EPA

@ the ROD deffored] significantly from the Plan. ?@>E-§§§E§§
conlaminsbos with o combinstion of bydreulic containment and natural sflenustion. Remedistion selectod for the il
o the siie 14 10 mort stringent clean-up slandards for the first two foet of il and less stringend standards v the soul
below two fect. ilﬂ&gﬂggingigsﬁgzgg
propose].  In addityon, tie ROD incorponsted many of (e public conments thal were received. The ROD cstimates
the cosls of melecied remedistion of ground-water apd sodl ot §2.7 million end $1.3 million, respectively.  The
remedistion selecied w the ROD is substantially more limiled than had been muggested in the Plan. ks the ROD, the



On November 18, 1994, EPA isued & "Special Notice Letier® (the "Letuer®) © Chesapeake and three other PRPs. The
Letter included, imier alia, (1) s demand for payment by the PRPs of EPA's past costs (currently estimated 10 be
spprocimaiely $300,000) and future costs incared oversesing site work; (2) nolice of EPA's commencement of a 60-
day torstoriam oa ceytain EPA respanee sctivities af the Siter, (3) & request by EPA that Chesspeake and the other PRPs
submit a “good faith proposal” 10 conduct or finence the wark identified in the ROD and (4) proposed consent onders
by which Cheaapeske and other pariics may sgree to paform the good faith proposal.

In Jeonary 1995, Chesspeake submiited 1o the EPA a good faith proposal 1o perfoem a substantial porthon of the work
sct forth in the ROD, which was nibscquently rejected.

The Campany and the EPA aach stiermpied i secwre woluntary pevformance of pant of ihe reroadistion by other parties.
These parties inclode the: State of Dielarware, which is the owrer of the property and was identified in the ROD as a FRP,
and = busness identified in the ROD 23 & PRP for having contributed o ground-water contamination. On March 6,
1995, in order o protect its interests, the Compary filed suit in U.S. Distr* A Count fior the District of Delaware for &
determination thet the State of Dielaware iy o lisblo party and for recovery from the State of costy of cotiplying with the
ROD. The Compamy is also considering mut sgainst other PRPs,

On May 17, 1995, EPA msusd an order to the Company wnder seotion 106 of CERCLA (the “Order™), which requires
the Company to find or implement the site ROD issued by EPA an August 6, 1994. The Ordier was also issued 10
CGeneral Public Utilibes Corparation, lac. {"GPU™), which EPA and the Comparry believe ia liablo under CERCLA.
ther PRP3 such a3 the State of Delaware were pot ardered 1o perfarm the ROD. EPA may seek judicial enforcement
@t s Order, ax well as significant finmncial peoalties for failure 1o comply. Although notifying EPA of objections o the
Order, the Company agreed to comply. GPU bas informed EPA that it does not intend to conply with the ordex.

The Campany has commenced the design phase of the work required by the Order. On July 6, 1995, the Company also
submitted 10 EPA & study thel proposes two slicrnative ranedics for the soil  the site. .:.ng.ns...__.looanuors
a reduction in the level and cost of soil cleamp from thal identified in the ROD. The ahernatives are consistent with
» prior agreement by the Siste of Delaware that limits canstruction on the site. The EPA is currenily evalusling the
propasal, which is supported by the State of Delaware, and the Company anticipates firther negotialions an this isnue.

The litigalion commenced by the Companry ca March 6, 1995 sgainat the Siste of Delaware remains pending in U.S.
District Court for the District of Delaware. The Company is currently engaged in discovery related to any sdditional
partics who may be FRPs. Based upon this discovery, the Campany will consider quit agsinsl other PRPs, Additionally,
the Companry and EPA each conlinue to aticmpt to secure voluntary funding or performnance of part of the romodialion
"y other PRPs. The Company expects continued negolistions with PRPs 10 sZ2mpt 10 resolve these matiers

In the third quarter of 1994, the Campany increased its sccrved Lisbility recorded with respect to the Dover Silc to $6.
million from $700,000. This amound reflects e EPA'S presant estimsie, as siated ia the ROD, for remedistion of the
sile accarding 10 the ROD. Future developments it the manars discussed shove would be sccompanied by appropniats
reductions to the lisbility recarded as they occur, The Company also incressed the corresponding regulsiory asset to
$6 0 million. I the Company incurs expenses of hat amount in connaction with undertaking the remedies selocied in
the ROD), management's belicf 1a that the Company will be equitably eatithed to contribution from other responaible
parties for the greater pant of these expenses. Msnagainent al 3o believes thel any amounts pot 80 contribuled will be
recoversble in the Company's retes.

As of Jupe 30, 1995, the Conipany bas incurred spproxamately $3.2 millian in costs relating (0 environmental esing
and remedial action studics. [n 1990, the Company culered wnio serllament agreenients with ¢ number of Insurence
companics resuhting i proceeds w0 fisd & portion af sctual environmental cosls incumed over o five o seven-year period
begnning in 1990. The final insurance procoods were requesied and reoeived in 1994, On February 23, 1993, the
Deizware Public Service Cammission, consisient with pricr base rale proceedings, authorized the Company lo amortize
an additiona) $749,971 in environmenial expanses for reiemaking pucposes over 8 soven-year period. At June 30, 1995




¢ unamortized balance is spproximately $500,000. Of the $3.2 million in Eﬂtﬂigg
umgvluﬂenﬂg.&ggﬂg EEE is management's

opinion thal these costs incurmd will be recovershie in fsture rates.

hlesﬁi?htt?

In cooperation with the Marylend Depatmen of the Bavironment {"MDE™), (he Comypany has pampletod an asecsament
ooo ishury manufachared gas plant siie.  Tho ssscasnent delermined that Gere was localized contamination of
ground-waler, Egiﬂig o MDE in Nowenber So!nun.__&_& s propoaal 1o BB_B_.

revisod from pump-und-treat to Air Sparging end Sail- igi.ni & ubsiantia] reduction in
ii?gicrﬁ?EErEguﬂiEESWR
and,

?ﬁii-&wgaf%wgat%iglg expeases of
approaimately $200,000. Based on earlier estimatad costs, the Company reconded both s lishility and a deforred
reguistory amet of $642,092 oa December 31, 1994 10 cover the Company’s projocted remediation casts for this site.
In July, the Corpany will be increasing both the lishility and defarred regulstory sesct to reflect the increase in costs.
?n:.c:&!ﬂnl.n.rn.lsg 1 be over & five-your payicd. As of June 30, 1995, the Company bas
incurmed approximately $1,725.000 for remedial actions snd environments] studies snd has charged such costs (o
scrurpilaied depreciation. In e previous rete proceeding, the Compeny requesiod and received recovery for all costs
incurred as of November 30, 1 !EEEEE-%EQEEEEE
treatment for the unsnortized balanoe. As of Ame 30, 1995, e wamortized balapce was approximately $179,000 and
will be fully amortized bry Mav 31, 1999. In Jaoowy 1990, the Company extercd info scitlement agroements with &
ugﬂggﬂgagsﬁnglgiigg-
three to five-year period beginning in 1990. The final insurznoe procesds were requested and received in 1992. Of
the § quu.g Bn..iﬁ.ﬁ_-rnﬁ !ﬂiﬁ EEEEE&EE%

The Company is currently canducting investigations of & site in Winter Haven, Florids, where the Company's
predecesaors ranfachred ool gas exrlier this century. EEEA-SJE!&EE
ta the Flarids Departroent of Environmentsl Prosection ("FDEP®) oo July 11, 1990. The CAR contained twe results of
&EERE thesile These in E%E_&-ﬂ_g!&i—_ﬂgsﬁ
 the mic. By letter deted March 26, 1991, FDEP directod the Company o conduct additional investigstions on-si

SEQEE?EEEE&!&EEE

Additional contamination assecxsment sclivities ware conducted of the mite in lste 1992 and early 1993. On March 25,

1993, a Conlamination Assessmeni Repart Addendum ("CAR Addemdum™) was delivered o FDEP. The CAR
Addendum conchxdod thet soil sad ground-water impects heve boen adequalely delincated as » resslt of the additional
ficld wark. The FDEP spproved the CAR and CAR Addendum m March of $1994. The ned step in 8 Risk Asscasment

(RATD = e Ingmu_.&ﬁ..udnnulns i?lagfn[iﬁﬁgsnegfh
of 1955 s an extimaled oast of $50,000. Until the RA snd F3 are completod and scoepted as final by the FDEP, it
not poswible to detesmine whether remedial action will be required by FDEP and, if e, the cost of such remediation

The Company has spent appronimately $600,000 on these investigations as of Juno 30, 1995 and expects Lo recov
these oxpenacs, m well a3 any Adure expenacy, Gwough base reiga. Theae costs have been sccounted for as charges to
socumlaied deprocistion. The Company requesied snd reccived approval from the Florids Public Service Commissian
(FPSC") 0 amartize Swough base rates $359,659 of all costs incurmed sa of Decerober 31, 1986, As of Deceamber u_.
1992, these coats were fidly amortized. n Jamuary 1993, the Company received spproval & recover through base rat



epproximately $2}7,000 in additions) costs related 0 the former manofacnired gas plant.  This emount repreacnts
recovery of $173,000 of costs incurred from Jamusry 1987 through December 1592, a8 well &3 prospective recovery
of estimated fleure coaty, which had oot yol been incurred of that time.  The FPSC bas sllowed for emartization of these
coats over & three-yesr period and provided for rste base treaten for the unsmortized balanoe. I a separsie docket
before the FPSC, the Company hae requested and received spproval to epply & refixd of 1951 overeamings of
appeoscimately $1 18,000 agamet the balance of unamartized environmental charges mcurmed as of December 31, 1992
Az a result, these cnvironmestal charges ware fully anortized s of Juno 1994, Of the $600,000 in B_Eava&
chEBnuFiqﬂniEE The FPSC has allowed the Company (o continue lo socrue fos
future environmental costs. At June 30, 1995, the Compaay has $49,000 accrued. It is management's opimion that
future costy above the muount accrued, if alﬂgi future rstes.

Sngrna Coal Gas Siis

On August 29, 1989 and August 4, | 993, represenistives of DNREC canducted sampling on propetty owoed by the
Company in Soytna, Delsware. This propety is belicved ko be the location of & former manufactured gas plant
Analysis of the sarplea taken by DNREC show a limited ares of soil contamination.

In Nowanber 19931 DNREC advised the Company thet it would requine s remediation of the soil contaminstion under

the siate’s E_-EE)F The Company nxt with DNREC personnel in December 1993 (o discuss
the soope of ey repadistion of the site, and m Jasmary 1994, submitted ¢ proposed workpian, together with comments
on the draft Consent Decros. Initial commaents frog DNREC on the Work Plan wero received in March 1994,
spproprisie revisions were prepared and the Work Plan was resubmitied.  Several additiona) sets of comments on the

n-.r Plan were received from DNREC. The final Work Plan was submitied on Scptemmber 27, 1994, Uznmnv-
oved the Work El&ﬁoﬁuﬂggisgﬁﬁralrlga 1995

ﬂ.ﬁl&ﬂlﬂ-ﬂ-ﬂ_ﬂl&gg EEEEE&EEEE%R
n fulure rales.
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL
CONDITION AND RESULTS OF OPERATIONS

RESULTS OF OPERATIONS FOR THE
QUARTER ENDED JUNE 36, 1993

The Company recogaized net income of $764,085 for the three months ended June 30, 1995, representing &n increase in
net income of $880,66% e compared to the corresponding period in 1994. As indicated in the table below, the inarease in
earnings before interest and toes (CEBITT) is due o higher eumings ar & reduction in loss before interest and taxes CLBIT™)
by all segments of the Company.

POR THE QUARTER ENDED AJNE 30,

1993 1294 Change

Eamings Before Ingorest and Tazes

Natoral Oas Distribution $ 632420 S 544047 S 10827

Natural Gss Tranamisgion 1,416,056 250,13§ 1165921

Propane Distribution (362.243) 422,190) 66,947

Information Tochnology Services

and Other 184,649 (14571) 199,620

Eliminations Sﬁ!&!‘! QIOSIIQI 39,911
Towl EBIT 1,827,648 246,976 1,580,672
Openating Income Taxes 458,306 {34),574) 799480
{nterest 692,678 663,890 26,783
Noo-Operating lncome, Nei 37,418 39,244 12
Net Incoms $ 754085 116 $ 680

Natural Gas Distribution

The oslursl gas distribution scgment reported EBIT of $652,420 for the second quarter 1995 as compared to EBIT of
$544,147 for the corresponding period Iast yesx, sn increase of $108,273. The increass in EB[T is due to an increass in
gross margin in all of our service tearilories, partially offset by an increase in operating expenses.

FOR THE QUARTER ENDED JUNB 30,

1995 1994 Change
Revenue S 00,720619 3 10718471 3 2,148
Cost of Gas 6,819,884 7.160811 {320927)
Gross Margin 3,880,715 3,557,660 323,075
Operstions & Maintenance 2,163,143 2,049 641 113,502
Deprecistion & Amortization 603,259 53153 65,129
Other Taxcs 451,91) 426,342 33,57
LEBIT $ 652420 544,147 $ 108,27

The increase in gross roargin is primanily due to an incresse o) firm sales in our parthern service tamitorics due 1o cooler than
normal gpring tempersture in the sccond quanter of 1995 when compared to e cormespanding peniod of 1994, In addition,
o Flonda service larilory had an increase in transportsiion ssles 1o iwo co- generation facibitics thal bogan operations in
Apn] and July of 1994,

12



The incyease in operations and mamienance expenses of $113,502 is dum 10 &0 incresss in cusiomer eccouniing cxpenses,
mains, meler and house regulating equipmenl.  Depreciation and amortization expenses incressed $65,729 due 1o plant
placed in service during the past year. Other taxes increased $35,571 primarily due to an incrésse in property and payroll
taxes.

Natural Gas Transsslselom

The nstural gas transmission segmend reparted EBTT of $1,4 16,056 for the second quarter of 1993 as campared to EBIT
of $250,135 for the corresponding period last yesr, an increass of $1,165,.91]. The incresss in EBIT is dus to an increase

in gross margin and a decrease in opersting cxpenscs.
FOR THE QUARTER ENDED JUNE 10,

1983 1994 Change
Revesue $ 10256182 $ 7868230 § 2387952
Cost of Gas 7887217 6.626,019 1,261,198
Gross Margin T 3368965 1.343311 1,038,754
Opartions & Mainicnance 684,852 733,147 (48.295)
Deprecistion & Amartization 17499 174,445 (206)
Other Taxes 9,818 w484 9,334
EBIT TAl 1 ]

The increaso in revenue and cost of gas is primarily due o o 106% increass in industrial inferruptible sales volumes. This
was partially offaet by & 17% decressr in the cost of gas which is paased on 10 our customens. The intresse in gross margin
15 stiributable 1o the increase in interruptible sales vohumes as natursl gas competed favorably with alternative fucls. The
moreoe I industrial inferruptible meles is primarily due 1 meressed sales io the methanol plant.  Sales volumes and margins
1o thig customer were up 153% and 168%, respectively, when companed to the same period last year. Adding to the
increased gross margin is a $549,000 reduction in the amound expensod in 1998 to sccrus for 8 polential refind, when
compared 1o the corresponding period in 1994 (we noto 4 to te Consolidated Financial Statements). Of the §549,000
reduction 1 [ 995, $412,000 was s coe-time expense ta June 1994 to fully scerue for s refund ordered by FERC.

The decrease in operations end maintenance expenses of 348,295 is dur 1o & deley in the painting of & structure and reduction
1 cathodic reisted maintenance expenses in the sccond quarter of 1995 when compared to the same period of 1994, Other
laxey incressed $9,334 due to plant placed in servioe during the past year and s increase in pipeime safiety assessments from
the federal government.

Propans Dbtribution

Far the socond quarter of 1995, the prapane distribution wgment experienced & LBIT of $362,243. Thease resulls were more
favorable than those schieved for the corresponding quarter in 1994, with the scgment recognizing a decrease in LBIT of
$66,547, o 16%, over Lhe second quarter 1994 LBIT of $429,190. Slightly over onc-half of this decrease in LBIT was
atiributable 10 an increascd gross margin, with the remaining decline in LBIT being » direct result of reduced opersting

sxpenscs
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FOR THE QUARTER ENDED JUNE 30,

1293 124 Changs
Revenue $ 2501533 § 3168118 § (66458%)
Comt of Gas 1,248,735 1, 54988 (701,154
Gross Margin 1254798 1218229 36,369
Operstions & Mainlenance 1215,342 1226412 (11,070)
Dcpreciation & Amostization 325,485 338,320 (12,839)

Otber Taxes 16,214 42,687 5,473

Revervues and oot of gas decresssd in 1999, whn comprared to the sme period in 1994 dus o sales in 1994 (o s wholesale
custogey under & noa-roaETng cogtrect.  The increase i o margia repulted fom » 2% moresss i sales volumes,
couplcd wilh o 5% increese in the average margin par gallon.  The incrosss in gallon sales direclly related to o Larger
antanes bas and stightly colder iomperstures. The riso in the sverngs margin p-+ galkoo correspogdad 1o a higher selling
price per gallon, partially offss by a higher cost per gellon.  Selling prices are sdjustat in response to demand and
cumpeiition  Regional market prices for propans did oot drop 2 far in the second quarter of 1995, a8 compared 10 1994,
rosuling in s higher propene cost for the segment.

Operstions and mainienance experes docreased by $11,070, ar 1%, larpely a8 & result of lower wehicle maintenance,
sdviruang and insurare expensca. Deprecistion and amoctization dropped by $12.235, or 4%, a1 assety obtained in a priov
ecquniaon hecame fully deprecisted.  Other toets also declined $65,473, or 8%, as a result of jower real estate end personal
property 1axes.

Infor: athes Technology Barvices and Other
The mdurmation technology services and other segment recognized an EBIT of $184,649 and a LBIT of 14,971 for the
seoond quarters ended June 30, 1995 and 1994, cespectively. This increase in EBIT of £199,620 ia attributsbie 1o higher
revenucs and lower opersling openses.

FOR THE QUARTER ENDED JUNE 10,

1995 124 hangs
Revenuc $ 2070528 & 1909460 % 161,068
Oparations & Maimenance 1378430 1,604,208 (25,578)
Deprecis ion & Amortization 232671 155919 (11.248)
Onher Taxes 74378 64,304 10,274
EBITABIT S B4 S (14971) 8 199620

Higher cunsulung and programming raming, rescurce placement, facifities management, hardwan apd conrultng end
Pt whmung ftvenuos contnbnied 1 the ovirall increase un revenues of $161,068, or 8% Partially offectting these highar
10y chucs wis reduces] sysiem softwire revenue, as well as e sbeence of soy Curmin snd Associstes, lne. ("C&A”™) revepues
due 1o sty duxsohutscn 3 1994, [nchaded i the socond quarter resulls were 541,028 end $556, 118 of infecompany frevenucs
for 1995 and 1994, respectively. Of these lolal inkyvompeny revenues, $63,216 and 3103,144 comesponded 10
inlercompany EBIT for 1995 and [994, iespectively. The dacline in intercompeny revenues from 1994 (o 1995, spd
Uerele, wiocompany ERBIT, ifiustreles the drop in development time 88 UuhCIS™, the customes informatsan and bitling
systent for the Company ‘s naurs] gas distribution segment, 18 in ils implementation stage. UUBCIS™ is expecied 1o be
compicted 1n 1995,

Uperations and muntenance expenses declined $25,578, ar 2%, pnnwrily due 1o Lhe shecnce of $53,135 of expenses

incusred by CRA in 1994 and kower bealth care and pension costs  These decrease] expenaca wore partielly offset by
increzsed cxpenacs in areas such a8 payToll and hardware, which are direcily sseocialed wath the incrensad revenucs
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Depreciation and smartization declined $23,248, or 9%, duc io more sseets bocoming fully deprecisted and the CAA's
dissolution  Other tanes roae $10,274, ar 16%, in response to (e higher payroll costa.

Interest

The uicresse in interest expense is asscciised with kigher short-ienn borrowing balances, a1 compared o te same period
last year, and higher interest rates on thoee balancen.

Nos-Operating Lacome
The ncrease of spproxitoately $137,000 in the eccond quarter 1595, as compared to the cormaspronding quarter in 1994 is

pnmanly the sbacnce of the 1994 affer tax wrie-off of our investraent in ClaTin and Associstes, Inc., slighily offect by a
decrease 1n 1993 wicrest income.

Operating [acome Tazes

[ncome taxes increased due 1o higher socond quartes EBIT, as comparcd o it yoar, and the climination of the vahulion
allowance for state operating loss caryforwards associated with the Campany’s prapane segment. The Companry projects
the utilzatwon of all gtalc operating lass camyforaerds genersied by the propene segment in the carly | 9907

RESULTS OF OPERATIONS FOR THE
SIX MONTHS ENDED JUNE 30, 1993

The Company recognized nel income of $4,422,516 for the sk months eoded June 30, 1995, represcnting an increase 1
et mcame of $791.014 as compared o the comosponding pariod m 1994, As mdicsied in the whbie below, the ipcrease
EBIT u due w 8 higher grows margio by the trsnemosncn sgrment offsct by & reduced gros sargio by the propane segment.

FOR THE 51X MONTHS ENDED JTUNE 30,

1993 14 Chanps

Eamings Befors | ‘T

Naiural Gu Dutribution § 1944483 % 3880692 § 63,831

Nawral Gad Tracsmision 2,264,084 974,736 1,289,328

Propane Distribution 1,642 844 2,355,198 (712,954)

Information Techoology Services

and Ocher 414,950 (24,587) 503,537

Eliminstinas (136 B80) (M0 A51) 163,571
Total EBIT 8,159,441 6,882,142 1M 1.3
QOperaong lncome Tares 1,489,157 1,970,995 518,162
Inwerest 1,409,466 1,306,472 102,994
Not-Operating Income, Net 131,678 24821 106,857
Met Income 4422516 § 1620502 3§  193I0l4

Nutural Gas Disiribution

The ruatural gas u.tnbutsn segment reporiad EBTT «f $3 944,483 for the first sux months of {999 & compared to EBIT of
$3,B80.652 for the corTesponding penod last year, an incresse of $53 831 The increase 1 EBIT 13 due o an inGrease 1n
£70AS MAIEn th OWT seTvice iemitonies, partially allset by an increast is oparsting cxpenscs






Propans Distribation

The propanc distribution segment rocogaized EBIT of $1,642,844 for the first six monihs of 1993. As compared to EBIT
for the 5ix manihs ended Jupe 30, 1994, these results represent 8 decline in carnings of $712,954, or 30%. Producing tus
decrrase in EBIT was & lower gross margin, offsed slightly by reducad opersting expenscs, pasticularly depreciation and
amortization

FOR THE SIX MONTHS ENDED JUNE 30,

1993 1994 Lhange
Revemuo $ 9837432 $ 11835701 $ (2,002269)
Cost of Gas 4,755,577 6,005005  (1,249.428)
Gross Margin 3081853 SE34608  (152,840)
Operations & Maintcuance 2,597,542 2,605,994 (8.452)
Deprecistion & Amortization 649,011 679.520 030,509)

Other Taxes 192,458 193,084 626

it
The decrease in gross margio resuliod from s 11% decline in sles volumes, a3 we o4 8 3% decreass in the averago margin
per gallon. The docrcase in gallon sales resulicd from sverage lompershures in 1995 being $% warmer than te
caresponding period in 1994, Purthermore, the magnitude and tining of the calder temperatures experienced ia the first
quaricr of {994 did ool recur in 1995. The decreass in the sverage margin per gallon oormesponded (o & higher cost per
gallon, which was only partislly affwet by higher seiling prices.

Opcrations and mainlenanoe expensss docreased by $5,452, just under 1%, a3 o result of lower advertising. pension and
benefits, and insurance expenses.  Deprecistion snd smortization decreased by $30 509, or spproximately 5%, a1 various
assets ob'ained in a prior scquisition became fully depreciated

Information Technology Services aad Other

For the six manths ended June 30, the information technology services and other segment recognized s EBIT of $474,950
and a LBIT of $28,587 for 1995 and 1954, respectively. This increase in FBIT of $503,537 is the outcome of higher

revenues and lower operaling expenses.

FOR THE S[X MONTHS ENDED JUNE 0,

1925 1984 Changs
Revenuc $ 4361042 $ 4110710 $ 252332
Opcretions & Mainlenance 3,250,574 3,419,82) (169.249)
Depreciston & Asmortization 459,813 560,757 (90,944)
Otber Taxes 167,705 158,717 3,988
EBITABIT $§ 474930 3 (2 3 503537

Compnsing the increase in revenues af $252,332 were higher consulting and programuming training, resource placement
wud consulting and programuning revenucs, a8 well a8 a sale of Page-IT™, the segment’s billing software product far the
telecammunicalion industry. Partially offsetting these higher reveniues were reduced hardware sales. Of the 1ofal revenuca
for the six months ended June 30, 1995 and 1994, $865,098 and $1,229,417, respectively, represcniod inlercompany
revenues  The imtercompany FRIT sasociated with theae rovenues are eliminsted in oonsolidation; these amounts iotalled
$136,88! and $300.45| for 1995 and 1994, mepectively. The intercompasy reverme and EBIT amounts for the six montha
crded June 30, 19935 continued 1o decline aver the prior year as lesa tine is being spent on the development of UuliCIS™,
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» curtomer infornation and billing sysiem designed for the Company 's natural gas distribution segment. UtiiCIS™ 1s.1n
an implementation stage, with complction scheduled in 1995.

Opecrations and maintenance expenses doclined $169,249, or 5%, primanily due to the shaence of $136,301 of expenses
incurred by C&A in 1994. Deypite rocognizing significant docreases in such expenses as health care, pension and hardware,
thexe reductions were partially affset by increeses in othes operations expenses, primarily payroll. Payroll rose in response
10 increased revemues. Deprocisticn and smortization declined $90,944, ar 16%, due to omrtain picoes of hardware becomung
fully depreciated and the dissolution of C&A. Other taxes incressed $8,988, or 6%, as « result of higher payroll cosis

Interest

The increase in inierest expense is associaiod with bigher shost-term barrowing belances, as compared to the saroe penod
laxt year, and higher interest rates on those balanoes.

Noa-Opsrating Incoma

Non-operating meome: incressed approximately $107,000 as compared & ‘he same period in 1994, primarily due to the
shsence of the 1994 after e write-off of our investment in Currin and Associstes, Inc., dlightly offset by a decrease in 1995
interes! income.

Operating Income Tazes

Income tmes increased due to kigher 1995 EBIT, as compared 1o last year, end the elimination of the valustion allowance
for stale operating foms canryforwards sasocisind with the Company's propane segment. The Company projects the utilizalion
o1 all mate operating loss curyforwards generatod by the propane segment in the catly 19907

Enviscomental Mattery

The Company conlinues 1o work with feders| and state envirorunental agencies (0 assess the environmental impacis and
explure correclive scuon st several former gas manufacharing plant sites (see Note 4 10 the Coasolidated Financial
Statements). The Compeny belicves thal any future costs amsaciated with Lhese sites will be recoversble in future rates.

FINANCIAL POSITION, LIQUIDITY AND CAPITAL RESOURCES

The Company's caprital requirements reflect the capital intensive nature of its business and sre attributsble principally o its
construction program end the retirement of its ouistanding debt. The Company relien on funds provided by operstions and
shon-Lrm barrowings 1o meet normal working capital requirements and temporarily finance capital cxpenditures. Dwring
the first six months of 1995, the Company’s net cash flow provided by aperating sctivities, net cazh used by investing
sclivilics and net cash used by financing aclivitica were approximately $12,033.000, §5,895.000 and $6,277,000,
respectively. Due 15 the seasonal nature of the Company's buziness, tharo are substantial varisiions in the rentty of

operstions reported on s quarterly besis,

The I3oard of Direciors has authanzad the Campany 10 borrow up to $14,000,000 from banks snd trug companies. As of
Junc 30, 1995, e Company bad four $8,000,000 unsocured bank lines of eredit. Funds provided from these Lines of credit
arc used for shorl-term cash needs o mect aexsone) working capital requirements and (o fund partions of ils capital
cxpenditures  The outsiending balances of short-torm borrowings st June 30, 1995 and 1994 ware $3,500,000 and $0.
respectively

Om July 6, 1995, the Compa-.,” entered inko an sgreement for the private placement of $10,000,000 of 6.91% Seniar Notes
dus in 2010 i1 snticipsiod that funding on these Senior Notes will oocur in Oclober 1995, The Company will use the
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proceads w retre 34,091,000 of the 10.84% Smh'NﬂﬂdE&lﬂnﬂﬂ'lNﬂlﬂOﬂCﬂM.Wf“Oﬂnhﬂ
1, 2003, and to repey short-Lerm bortowing under the Company's linss of cradit.

During the six monthe endod Jane 30, 1995 and | 994, net property, plant snd equipment expenditures were approximately
$5.836,000 and $4,050.000, respectively. For 1995, th Company bas budpesad $16.6 million for capital expenditures.
The componants of this amonns inchude $11.9 million for natarsl gas distribotion, §1,7 million for nsturel gas transmission,
$1.3 million for propene disribution, $1.0 million for structures snd the remeining $200,000 for compusar equipment. The
natural gas snd propanc expenditares are for expmnsion snd improvemenst of their masting sarvice temitancs.  The
expenditures for Skipjack are for construction and improvements. Fioancing of the | 995 sonstruction will be provided
prunarily by short-term barrowings snd cath from operstions. The corstruclion program i sebject 10 CNLINOLS roview
and modificatan by menagement.  Actual construction expenditaes may vary fom the shove estirates due to 8 munber of
factors including wnflstion, changing economic conditions, regulation, Josd growth and the cost and evailability of capital.

The Compary expests lo ncur eqvironments) relsied expendioges io the futare (sec Noke 4 1o tbe Constlidsted Financial
Statements), a portion of which may peed W be fimanced trough external sourors  Managoment does not expt such
financing to have & material adverss effec on the financial posilaon or capital resources of the Compatry.

As of lune 30, 1995, common equity represeried 62.9% of permanent capitalirsiinn, companed 10 60.4% a2 of December
31,1994 The Company remaing commitied 1o maminning 8 sound cepital strocture and sirong credit ratings in arder o
provide the financial floability peeded W access Lhe capita) maricets when roquired. This commitmen?, sloag with adequate
and umety rate relicf for the Company”s regolated opersbons, helps 1o ensare that the Company will be sble to sitract capital
fram cutside apurces ol a reasonable cost The achicvernent of these objectives wall provade banefils Lo cusiomers and
credtors, as well ay the Company’s invesiors.
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PART NI
OTHER INFORMATION

CHESAPEAKE UTILITIES CORPORATION AND SUBSIDIARIES

Legal Proceedings
Sec Note 4 1o Financial Statements

4 i Secasifi
Nane

Defaults Upon Sensor Securitics
Nane

Submission of Maticra to a Vole of Security Holders
The Annusl Mecting of Stockholders was held on May e, 1995. Proposals ss submilled in the proxy
stafemest were voted o as follows:

1.
3.

4.
5.

6.

All Board of Director nominces were elected (o the elagacs indicated in the proxy statement.

The Chesapeaks Utilities Corparation Directors Stock Compensation Plag was approved.
Amendments 10 the Company's Certificste of Incorporation (the “Catificate™) for the purpose of
modemnizing the Certificate was spproved

Amendments 10 the Certificalo sutharizing 2,000,000 ghares of preforred stock wes approved.
Amendments ta (he Certificate changing the cumber of Directars to a menber io be determined by the
Board was defeatod.

Ratificstion of the sclection of the Company's independent auditors through the fiscal year ending
Decerber 31, 1995 was epproved.

Orler Information

Nonc

Exhibits
Exthibit 3 - Cestificate of Incorporation of Chesapeske Utilitics Corporation is (Hled herewith.
Exhibit 11 - Computation of Primary and Fully Diluted Eamnings Per Share is submuited herewith.

Reports oo Form 8-K
Nooe
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Pursusnt o Ove requircruents of the Socuniies Exchange Act of 1934, the registrant has duly coused tus report ta be signed
on {13 behalf by the undermgned, thereunto duly suthariznd,

CHESAPEAXE UTILITIES CORPORATION

/s/ John R Schimksitis

John R Schimkaitis
Seruor Vice President end Ansistant Tresassr
(Principal Financial snd Accomsting Officer)

Date August 15, 1995
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CHESAPEAKE UTILITIES CORPORATION AND SUBSIDIARIES

EXHIBIT 11
COMPUTATION OF PRIMARY AND FULLY DILUTED EARNINGS PER SHARE

For the Quartey For the Six Months
Ended June 30, Ended June 30,
1993 1994 1998 1994
Pnmary camings per share calculation:
Weighted average number of shares assuming
primasy dilution 2500016 3630358 . _ 6836 381785
Consolidated net income $764085 __ (5116,384) $4422516 $3,629.502
Fully diluted earings per share calculation (1):
Weighled average number of shares assuming
primary dilution 3,691,016 3,630,335 3,682,586 3,617,396
Contingent shares 248 245 155,282 280,607 255,287
Weighted average number of shares apuming
full dilution 3,941,261 3,883,637 2,933,193 3,874,183
Consolidated B2t income $764,085 (5116,584) $4,422,516 $3,629,502
Intcrest on coavertible debt 36,867 £9,319 174,423 178,37
Less: Applicable federal income taxes 31878 M,038 68015 §9 567
Adjusted net income $817,074  (56200%) _ $4.578914 $3.738311
Fully diluted earnings per sharc $0.21 {$0.02) $L1s $0.96

(1)  This calculation is submitied in sccordance with Regulation 5-K item
601(b}(11) although it is contrary to paragraph 40 of APB Opinion
No. |5, because it produces an anti-dilutive resuli for the quarter.
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1
A '
CHESAPEAKE UTILITIES CORPORATION
1996 SUMMARY OF ESTIMATED CAPITAL EXPENDITURES
DISTRIBUTION UTILITY PLANT
AS OF OCTOBER 30 1985
UNAUDITED

PLANT
ACCOUNT
NUMBER DESCRIPTION

307 ORGANIZATION

302 FRANCHISE AND CONSENTS

303 INTANGIBLE PLANT

304 LAND AND LAND RIGHTS

305 STRUCTURES ANO iIMPROVEMENTS
3t LIOWFIED PETROLEUM

374 LAND AND LAND RIGHTS

375 STRUCTURES AND IMPROVEMEN1S
376 MAINS

378 M & R EQUIPMENT - GENERAL

379 M & R EQUIPMENT - CITY GATE

380 SERVICES

381 METERS

382 METUR INSTALLATIONS

383 HOUSE REGULATORS

384 REGULATOR INSTALL ATIONS

285 INDUSTRIAL M & R STATION

387 OTHER EQUIPMENT

389 LAND AND LAND RIGHTS

390 STRUCTURES AND IMPROVEMENTS
391 OFFICE FURNITURE AND EQUIPMENT
362 TRANSPORTATION

393 STORES EQUIPMENT

394 TOOLS SHOP. AND GARAGE EQUIP
395 LABORATORY EQUIPMENT

396 POWER OPERATED EQUIPMENT
397 COMMUNICATIONS EQUIPMENT

388 MISCELLANEQUS EQUIPMENT

39y OTHER TANGIBLE PROPERTY

108 - 305 COST OF REMOVAL

TOTAL CAPITAL EXPENDITURES

SOURCES AND USES OF FUNDS

EXHIBIT C

TOTAL
19868 CAPITAL
ESTIMATED

30

0
110.828
51,658
107.248
360,858
0

0
4,756,167
124 691
238,773
931,804
525.921
161,474
207 403
0
508,778
98,960
0
270,968
235,768
471,803
0

14 608
0
110.627
21,082
23202
]
1,250,000

$10.502 254

The proceeds from stock and debt issuances will be used to administer
the Company's Retirement Savings Plan, Performance incentive Plan, Automatic

Diwidend Reinvastment arnd ...ock Purchase Plen. Restricted Stock Award
Agreements and Convertble Debentures. as well ar tor other corporats
purposes ncluding but not hmited to, warkung capital. retiement of
shorl-term dedt, retirerment of long-term debt, caprtal Improvements
and/or acquistbons





