March 29, 2007

Ms. Blanca S. Bayo

Commission Clerk

Florida Public Service Commission
2540 Shumard Oak Bivd.
Tallahassee, FL 32399-0850

RE:

Docket No. 050830-GU, Consummation Report of Securities Issued by Chesapeake Utilities

Corporation

Dear Ms. Bayo:

Chesapeake Utilities Corporation (“Chesapeake”) respectfully files this Consummation Report (original and

three copies) on the issuance of securities for the fiscal year ended December 31, 2006, in compliance with

Rule 25-8.009, Florida Administrative Code.

In satisfaction of the Consummation Report requirements,

Chesapeake sets forth the following information:

1.

On November 3, 2005, the Florida Public Service Commission (“FPSC”) issued Order No.
PSC-05-1103-FOF-GU, which authorized Chesapeake to issue up to 918,069 shares of
common stock for the purpose of administering Chesapeake’s Retirement Savings Plan,
Performance Incentive Plan, Dividend Reinvestment and Stock Purchase Plan, the conversion
of Chesapeake’s Convertible Debentures, Directors Stock Compensation Plan, Employee
Stock Awards Plan and to satisfy Stock Purchase Warrants. The Order further approved the
issuance by Chesapeake of up to $40 million in secured and/or unsecured long-term debt with
an estimated interest rate of up to 300 basis points above U.S. Treasury rates with an
equivalent average life. The Order also authorized Chesapeake to issue up to 4,281,931
shares of common stock and an additional $40 million in secured and/or unsecured debt for
possible acquisitions. In addition, the Order authorized Chesapeake to issue up to 800,000
shares of common stock or an equity-linked instrument equivalent in value to permanently
finance the Company’s ongoing capital expenditures program. Chesapeake was also
authorized to issue up to 1,000,000 shares of Chesapeake preferred stock for possible
acquisitions, financing transactions, and other general corporate purposes, including potential
distribution under the Company’s Shareholder Rights Agreement adopted by the Board of

Directors on August 20, 1999. Lastly, Chesapeake received authorization pursuant to the
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Order to enter into agreements for Interest Rate Swap Products in an amount, in the aggregate
not to exceed $40 million.

In 2000 and 2001, the Company entered into agreements with an investment banking firm to
provide consulting services to the Company. Under the agreements, the Company issued
warrants to the investment banking firm to purchase shares of Company common stock. On
March 31, 2000, the Company issued warrants to the investment banking firm to purchase
15,000 shares of Company stock at a strike price of $18.00 per share, and on March 31, 2001,
the Company issued warrants to the investment banking firm to purchase another 15,000
shares of Company stock at a strike price of $18.25 per share. The warrants were exercisable
during a seven-year period after the date granted. Upon exercise, the investment banking firm
was required to surrender each warrant along with payment in full, by cash, check or wire
transfer of the purchase price payable, in respect of the number of shares of stock purchased
upon such exercise. The Company received the FPSC approval to issue 30,000 shares of the
Company’s common stock to satisfy the outstanding stock purchase warrants in 2006 pursuant
to Order No. PC-05-1103-FOF-GU, issued on November 3, 2005. On August 2, 20086, the
respective investment banking firm exercised the 30,000 outstanding warrants. The firm
requested a cashless exercise and a “net cash” settlement of the warrants by issuing cash in
lieu of shares of stock, to which the Company’s management agreed. On September 14,
2006, the Company finalized the agreement and paid $233,271 net of tax to the firm (based
upon a share price of $31.405). The Company recorded the payment, net of tax, as a
reduction to additional paid-in capital. As of December 31, 2006, the Company had zero (0)
outstanding warrants,

The Company's Board of Directors, on May 2, 2006, authorized the Company to proceed with
the preparation and filing of a registration statement on Form S-3 for use in connection with a
shelf registration to issue Company common stock and/or debt securities. On July 5, 2006 the
Company filed a shelf-registration statement on Form S-3 with the Securities Exchange
Commission (SEC) to issue up to $40,000,000 in common stock and/or debt securities. As a
result of filing the shelf-registration statement and the SEC declaring the shelf registration
effective, the Company would be able to sell portions of the issue over a three-year period,
subject to filing the required supplements with the SEC. The shelf-registration statement was

declared effective by the SEC on November 9, 2006. Under the shelf-registration statement,



the Company sold 600,300 shares of common stock on November 21, 2006. In addition, on
November 30, 2006, an additional 90,045 shares were sold pursuant to the underwriters’
exercise of their over-allotment option in connection with the public offering. The average
issuance price for the 690,345 shares was $30.10. The equity issuances generated total net
proceeds of $19.7 million which were used for repayment of the Company’s outstanding short-
term borrowing. Underwriter commissions and expenses associated with the public offering
were approximately $777,000 and $304,000, respectively. At the time of the equity issuances
of the 600,300 and 90,045 shares, the Company was not required to obtain authorization from
the FPSC since the Company had been pre-approved for the issuance of 800,000 shares.

On October 12, 2006, Chesapeake issued a long-term private debt placement of 5.50%
Unsecured Senior Notes due October 12, 2020 in the principal amount of $20,000,000 to three
institutional investors, The Prudential Insurance Company of America, Prudential Retirement
Insurance and Annuity Company, and United Omaha Life Insurance Company. The original
note agreement was executed on October 18, 2005 allowing the Company to lock-in the
interest rate at 5.50% pursuant to the Company issuing the notes, and funding to occur on or
prior to December 28, 2006. In addition, the terms of the Notes require annual principal
payments of $2,000,000 beginning on October 12, 2011. The $20,000,000 proceeds from this
long-term debt placement were used to repay a portion of the Company’s outstanding short-
term debt. Expenses associated with this issuance included a structuring fee of $15,000. As
of December 31, 2006, the principal balance for the 5.50% Unsecured Senior Notes was
$20,000,000.

Of the above-mentioned securities, and for the twelve-month period ended December 31,

2006, Chesapeake also issued the following:

(a) 29,705 shares of common stock were issued for the purpose of administering
Chesapeake’s Retirement Savings Plan. The average issuance price of these
shares was $30.80 per share. Expenses associated with this issuance were

negligible.



(b)

(c)

23,666 shares of common stock were issued for the Performance Incentive Plan.
The average issuance price of these shares was $30.23 per share. Expenses

associated with this issuance were negligible.

38,392 shares of common stock were issued for the purpose of administering
Chesapeake’s Dividend Reinvestment and Direct Stock Purchase Plan. The
average issuance price of these shares was $30.39 per share. Expenses

associated with this issuance were negligible.

16,677 shares of common stock were issued for the conversion of debentures.
The average issuance price of these shares was $17.01 per share. Expenses

associated with this issuance were negligible.

5,850 shares of common stock were issued for the Directors Stock
Compensation Plan. The average issuance price of these shares was $30.02

per share. Expenses associated with this issuance were negligible.

350 shares of common stock were issued for the Employee Stock Award Plan.
The average issuance price of these shares was $31.00 per share. Expenses

associated with this issuance were negligible.

Schedules showing capitalization, pretax interest coverage and debt interest requirements as

of December 31, 2006, are attached hereto as Exhibit A.

A copy of the Application to the Delaware Public Service Commission requesting the

authorization for the issuance of up to $40,000,000 of Chesapeake Utilities Corporation’s

common stock and/or debt securities is attached hereto as Exhibit B.

A copy of the Order of the Delaware Public Service Commission authorizing the issuance of up

to $40,000,000 of Chesapeake Utilities Corporation’s common stock and/or debt securities is

attached hereto as Exhibit C.



10.

1.

12.

13.

14.

A copy of the Shelf-Registration Statement relating to the issuance of up to $40,000.000 of
Chesapeake Utilities Corporation’s common stock and/or debt securities is attached hereto as

Exhibit D.

Copies of the signed Opinions of Counsel with respect to the legality of the issuance of up to
$40,000,000 of Chesapeake Utilities Corporation common stock and/or debt securities are

attached hereto under Exhibit E.

Copies of the signed Opinions of Counsel with respect to the legality of the issuance of
$20,000,000 of Chesapeake Utilities Corporation 5.50% Unsecured Senior Notes are attached

hereto under Exhibit F.

Except for those agreements provided as Exhibits to this document, copies of all Plans,
Agreements, registration filings with the Securities and Exchange Commission and Orders of
the Delaware Public Service Commission authorizing the issuance of the above securities
have been previously filed with the FPSC under Docket Nos. 050630-GU, 030942-GU,
931112-GU, 961194-GU, 981213-GU, and 991631-GU, and are hereby incorporated by

reference.

Signed copies of the Opinions of Counsel with respect to the legality of ail other securities
issued have been previously filed with the FPSC as exhibits to the Consummation Reports of
Securities issued by Chesapeake Utilities, Docket Nos. 931112-GU, 961194-GU, 991631-GU,
and 041263-GU dated April 1, 1994, March 27, 1998, March 29, 2001, and March 28, 2006,

respectively, and are hereby incorporated by reference.

A copy of Chesapeake’s most current Form 10-K as filed with the Securities and Exchange

Commission is attached hereto as Exhibit G.



We respectfully submit this Consummation Report on the issuance of securities by Chesapeake Utilities
Corporation, Florida Public Service Commission Docket No. 050630-GU, this 29th day of March 2007.
Sincerely,
CHESAPEAKE UTILITIES CORPORATION

. f
: A
%@/J/ Y. u/W

Beth W. Cooper
Vice President, Treasurer and Corporate Secretary



CHESAPEAKE UTILITIES CORPORATION
Summary of Exhibits

Exhibit Reference Description
Exhibit A Schedules showing capitalization, pretax interest coverage and

debt requirements as of December 31, 2006

Exhibit B Delaware Public Service Commission Application authorizing
the issuance of up to $40,000,000 of Chesapeake Utilities
Corporation’s common stock and/or debt securities

Exhibit C Delaware Public Service Commission Order authorizing
issuance of up to $40,000,000 of Chesapeake Utilities
Corporation’s common stock and/or debt securities

Exhibit D Shelf-Registration Statement relating to the issuance of up to
$40,000,000 of Chesapeake Utilities Corporation’s common
stock and/or debt securities

Exhibit E Opinions of Counsel regarding the legality of the issuance of
up to $40,000,000 of Chesapeake Utilities Corporation's
common stock and/or debt securities

Exhibit F Opinions of Counsel with respect to the legality of the issuance

of $20,000,000 of Chesapeake Utilities Corporation 5.50%
Unsecured Senior Notes

Exhibit G December 31, 2006 Form 10-K



EXHIBIT A

PAGE 1 of 3
CHESAPEAKE UTILITIES CORPORATION
Capitalization Ratios Actual & Pro Forma as of December 31, 2005
UNAUDITED
ACTUAL PRO FORMA
BEFORE ISSUANCE AFTER ISSUANCE
AMOUNT % OF PRO FORMA AMOUNT % OF

TYPE OF CAPITAL OUTSTANDING TOTAL ADJUSTMENT QUTSTANDING TOTAL
STOCKHOLDERS' EQUITY
COMMON STOCK $2,863,212 1.55% $391,786 $3,254,998 1.70%
PAID IN CAPITAL $39,619,849 21.51%  $22,340,371 $61,960,220 32.37%
RETAINED EARNINGS $42,854,894 23.27% $0 $42,854,894 22.39%
ACCUMULATED OTHER
COMPREHENSIVE INCOME ($578,151) -0.31% $0 (3578,151) -0.30%
DEFERRED COMPENSATION
OBLIGATION $794,535 0.43% $0 $794,535 0.42%
TREASURY STOCK (S797,1586) -0.43% $0 (3797,156) -0.42%
PREFERRED STOCK $0 0.00% $0 $0 0.00%
TOTAL STOCKHOLDERS' EQUITY $84,757,183 46.02% $22,732,157 $107.489,340 56.16%
LONG-TERM DEBT

FIRST MORTGAGE BONDS $0 0.00% $0 0 0.00%

CONVERTIBLE DEBENTURES $2,254,000 1.22% $0 $2,254,000 1.18%

SENIOR NOTES $56,636,363 30.75%  $20,000,000 $76,636,363 40.04%

OTHER $100,000 0.05% $0 $100,000 0.05%

TOTAL LONG-TERM DEBT $58.990,363 32.03%  $20,000,000 $78.990,363 41.27%

TOTAL PERMANENT CAPITAL $143,747,546 78.06% $42,732,157 $186.479,703 97.42%
CURRENT PORTION OF LTD $4,929 091 2.68% $0 $4.929.091 2.58%
SHORT-TERM DEBT $35,482,241 19.27% ($35.482,241) (30) 0.00%

TOTAL CAPITALIZATION $184,158.879  100.00%  $7.249916 $191.408795 100.00%

(@)

(a) The Company's short-term borrowing continued to increase in 2006 because of its capital expenditure program.



EXHIBIT A
PAGE 2 of 3

CHESAPEAKE UTILTIES CORPORATION

Notes to Capitalization, Income and
Pretax Interest Coverage Schedules
As of December 31, 2006

The following adjustments have been made to capitalization:

1. Common Stock — Number of shares (804,985) times par value ($0.4867 per share), with the
shares issued for the following purposes:

29,705 shares for the Retirement Savings Plan
23,666 shares for the Performance Incentive Plan
38,392 shares for the Dividend Reinvestment and Stock Purchase Plan
16,677 shares for the conversion of debentures
5,850 shares for the Directors Stock Compensation Plan
350 shares for the Employee Stock Award Plan
690,345 shares for the November 2006 Public Equity Offering

2. Additional Paid in Capital — Total cash value less the associated Common Stock amount for the
following issuances:

29,705 shares at $30.80 per share
23,666 shares at $30.23 per share
38,392 shares at $30.39 per share
16,677 shares at $17.01 per share
5,850 shares at $30.02 per share
350 shares at $31.00 per share
690,345 shares at $30.10 per share

*Note: Total proceeds from the Company's equity issuance were $19,698,509 net of underwriter commissions
and expenses. In addition, $233,271 net of tax was also recorded against Additional Paid in Capital for the
exercise of the stock warrants.

3. Short-Term Debt -

Short-term borrowing continued to increase in 2006 because of the Company's capital
expenditure program. The short-term borrowing declined as a result of the $20,000,000
long-term debt placement, the equity issuance and proceeds from the Dividend
Reinvestment and Stock Purchase Plan, the Retirement Savings Plan, the Performance
Incentive Plan, the conversion of certain debentures, Directors Stock Compensation
Plan, and Employee Stock Award Plan.



9

10 Earnings available to common equity (8-9)

CHESAPEAKE UTILITIES CORPORATION

Statement of Income and Pretax Interest Coverage
Actual & Pro Forma for the Twelve Months Ended December 31, 2005 (a)

Statement of Income
Operating revenues
Operating expenses before income taxes
Income taxes (including Deferrals)
Operating Income (1-(2+3))
Other Income, Net
Income Before Interest Charges (4+5)
Interest Charges
Income from Continuing Operations (6-7)

Preferred stock dividends

11 Pretax Interest Coverage ((3+6)/7)

{a) Excludes discontinued operations.

UNAUDITED

Annualized Twelve Months

Actual
Before
Issuance

$229,629,736
$208,099,237
$6,312,016
$15,218,483
$382,627
$15,601,110
$5,133,495
$10,467,615
$0
$10,467,615

4.27

Pro Forma
Adjustment

$0
$0
($495,119)
$495,119
$0
$495,119
(5840.879)
$1,335,997
$0
$1,335,997

N/A

EXHIBIT A
PAGE 3 of 3

Pro Forma
After
Issuance

$229,629,736
$208,099,237
$5,816,897
$15,713,602
$382,627
$16,096,229
$4,292.616
$11,803,612
$0
$11,803,612

5.10
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Exhibit B

BEFORE THE PUBLIC SERVICE COMMISSION
OF THE STATE OF DELAWARE

IN THE MATTER OF THE APPLICATIONOF )
GCHESAPEAKE UTILITIES CORPORATION )
FOR APPROVAL OF THE ISSUANCE OF ) P.S.C. DOCKET NO. 06-
COMMON STOCK AND/OR DEBT SECURITIES )}

Chesapeaks Utilities Corporation (herelnafter sometimes  called
‘Chesapeake’ or “Applicant® pursuant to 26 Del. C. section 215, makes the
toliowing application for approval by the Delaware Public Service Commission
(“Commisslan”) of the issuance of up to $40,000,000 ("$40 million”) in common stock
andfor debt securifies. In support of this Application, Chesapeake states the
following:

1. Chesapeake is a Delaware public ufility with its prin¢ipal place of
businese at 909 Silver Lake BRoulevard, Dover, Delaware 18904, All
sommunications should be addressed fo Applicant at the following address,
Attention: Jennifer A. Clausius, Manager of Pricing and Regulation, 350 South
Queen 8Strest, P.O, Box 1769, Dover, Delaware 19904 or at the following e-mail
sddress: jplausiug@chpk.com. The respective telephone number and facsimile
number are 302.736.7818 and 302,734.6011.

2. Counsel for the Applicant is Wiliam A. Denman, Esquire, Parkowskl,
Guerke & Swayze PA., 116 West Water Street, P.O. Box 538, Dover, Delaware

19803, Correspondence and other communications concerning this Application

MAR-38-2007 B7:29AM  FAX: 3827353261 ID: PRGE!BDE R=38%



e

AR~ 30-28a7 18:35 FROM: TO: +2220183 P.7716

should be directed fo counse! at the foregoing addrsss, or at the following s-mail
address: wdenman@pngslegal.com. The respective telephone number and facsimile
numbar are 302.878.3262 and 302.678.8415.

3 Chesapeake is a corporation incorporated under the laws of the State
of Delaware. The voting stock of Chesapeake is publicly owned. Shares of
common stock, par value $0.4867, 5,857,719 of which were outstanding as of June
30, 2008, are the only veting securities of Chesapeake. Each share is entitled to
one vote.

4, On February 23, 2008, the Board of Directors of Chesapeake
authorized the officers of Chesapeake to prepare and file the registration statement
for a $40 million shelf offering for common stock and/or debt securities.

5. On June 21, 2006, Chesapeake flled a shelf registration statement with
the Securities and Exchange Commission (the “SEC”) notifying the SEC of the
possibility of Chesapeake issuing up ta $40 millen in common stock and/or debt
securities. The shelif registration statement is effective for a three-year period from
the effective date. Filing a shelf registration statement provides the SEC with
notice of the possibility of security issuances. As a result of the filing of the shelf
registration, the Company may consummate multiple transactions under the shelf
registration statement over the three-year period, as long as the transactions in the
aggregate do not exceed $40 milign. Each transaction would require the
preparation ard submission of 3 prospectus supplemsnt with the SEC, outlining the

specific details regarding the securities to be issued.
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5. For any securities that are Issued, Chesapeake expects to utifize the
proceeds to repay shori-term debt, which is being utilized to temporarily finance the
Company's caphtal expenditure program. For the ten-year period from January 1,
1996 through December 31, 2005, the Cornpany's average annual capital
axpenditures were $18.8 milllen. The Company's capital expenditures budget for
2006 (s $54.4 million.

7. in terms of gommon stock, the Company’s articlos of incorporation
authorize the Company to issue up to 12,000,000 shares of commeon stock, Any
common stock issued under the shelf registration statement, after imking into
account the shares of common stock of the Company that have heretofore been
lasued, would be well below the authorized amount. In this application, the
Company s requesting authorlty to issue common stock of up to $40 miltion,

8. In terms of debt, the form of the securities has not bean determined,
The Company has historically completed private placements of unsecured Senior
Notes. The Company desires the flexibility of issuing up to $40 million of long-term
debt in the form that is most advantageous from the Company’s standpoint in
regards fo terms and conditions, as well as, cost. The possible forms of debt
include, but are not limited to, unsecurad Senior Notes, public debt securities lssued
under & prospectus supplement and the sholf registration statement, and tax-exempt
financing. Regardless of the form of the debt securities, the Company is requesting
authority to issue debt securlties that have a ¢oupon rate of no more than 7 percent.

8, In summary, the Company is requesting authority from the

MAR-TB-2607 BY:E9AM  FAX:3027353061 ID: PRGE:BD4  R=oer
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Commission 10 issue common stock and/or debt securiies in an amount not to
exceed $40 million.

10. A copy of the opinion of counsel for Chesapeake with respeut to 'thé
legality of the proposed issuance of cormmon stock and/or debt securities is attached
hersto as Attachment A |

11.  Aftached hereto as Attachment B and incorporated herein by reference
is a schedule setting forth Chesapeake’s balance sheet and Income statement for
the twelve (12) months ended June 30, 2008, bafore the issuance of the common
stock andfor debt securities. Aftachment B also shows the impact on the bélance
shest and income statement under three assumptions: (@) the issuance of
$40,000,000 of common stock, at a market price of $30.00 par share less an-
estimated discount of & percent (Scenario 1); (b) the issuance of new debt in the
amount of $406,000,000 at a cumrent market imersest rate of 8.60 percent (for
unsecured Senior Netss with terms and conditions comparable to the Company’s
outstanding unsecured Senior Notes) (Scenare 2); and (c) the lksuance of
$20,000,000 of new debt at a current markst inferest rate of 6.50 percent (for
unsecurad Senior Notes with terms and conditions comparable to the Company's
outstanding unsecured Senior Notes) and $20,000,000 of eammon stock, at a
rmarket price of $30.00 per share lesg an estimated discount of 5 percant (Scenario
3). Attachment B s being prasented to illusirate the potential range of the impact on
the Company's eamings and capial structure as a result of issuing the securities

under the assumptions provided In the various scenarios,

MAR~S8-2087 @7:31AM  FAXI 3027353861 ID: PRGE:BA1 R=8E%
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12.  Attached hereio as Attachment C is @ copy of Chesapeake’s anrual
raport on Form 10-K for the calendar year ended December 31, 2008, Attached
hereto as Attachment D is Chesapeake’s most recent quarterly report on Form 10-03,
Alse aitached hereto as Attachment E is a copy of Chesapeake's shelf registration
staterment. Al three reports have been filed with the Securities and Exchange

Commission.

13.  Pursuant to the Commission's Minimum Filing Requirements ~ Part
(D), attached hereto and incorporated herein by reference are the following
schedules:

a) Schedule No. 1 — Capitalizstion rative, actual and pro forma as
of June 30, 2006, for each of the scenarios described in
paragraph 11 above.

b} Schedule No. 2 — Rate of retum, actual and pro forrma for the
fwelve (12) monthe ended June 30, 2008, for each of the
scenarios described In paragraph 11 above.

¢)  Schedule Na. 3 — Fixed charge coverage ratios for the twelve
(12) months ended June 30, 2006, for each of the scenarics
describad in paragraph 11 above.

14, Chesapeake represents that the proposed issuanca of common stock
andfor debt securities is in accordance with law, for a proper purpose, and

consistent with the public intarest

MRR-3D-2887 @T:31AM  FAX:32ET7IS3061 ID: PREE:BB2 R=95%
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WHEREFORE, Chesapeake prays as follows:
A, That the Commission file this Application and
make such invesfigation In this matier as i
deems necessary,;
B. That the Commission authorizes the Company 1o
issue up to $40,000,000 of commen stock and/or
debt securities consistent with the terms and

conditions described herein.

MAR-3R-2087 B7:31AM  FAX: 302735306
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CHESAPEAKE UTILITIES CORPQRATION

By: __‘ﬁﬁtb )C &‘Lﬂﬂj
Beth W. Cooper

Vice President, Treasurgr, and Corporate
Secratary

PARKOWSK], GUERKE & SW’?E, P.A.

By: _éﬂ&ir‘ d —

William A. Denman

116 West Watar Street
Dover, DE 18903
Attorney for Applicant
DATED; October 18, 2006
- .
MAR-32-2887 BT131AM  FAX:3E273S3IBSL 1D:
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Exhibit C

BEFORE THE PUBLI(C SERVICE COMMISSION

OF THE STATE OF DELANARE

IN THE MATTER OF THE AEPLICATION OF
CHESAPEAKE UTILITIES CORPORATION FOR
AFPROVAL: OF THE ISSUANCE OF UP TO
540 MILLION IN COMMON STOCK AND/OR
DEBT SBCURITIES

(FILED QOCTOBER 16, 2006)

PSC DOCKET NO. 06-338

Nt g Mg Nt bt T

ORDER WO. 7065

AWD NOW, to-wit, thig 31° day of Octcber, 2008;

WHERERAS, Chesapsake Urilities Corporastion (¢%ChesapeakeY or fthe
Company') has applied to the Commission for approval, under 26 Dal. C.
g 215(a), of a three-year fimaocing plan whereby the Company plana to
issue ovar such period §40,000,000 (“$40 million”} in commcn stack and/or
debt gecurities, with the aexact aggregmte principal amounts, Lhe interest
rate(§) payable, the dates of intevest payments, and other particulars of
such financings to be determined from time to time by the officers
sutherized to do so; and

WHERZAS, under 26 Del. C. § 215({e) (2), the Comuission msy make such
investigation and hold =zuch hearings in this matter as it deemns
nacessary, and thereafter may appreve the plan in whele or in part with
guchk modificatien and upon such terms and conditions as it desms
appropriate; and

WHEREAS, the Commission is required to approve any financing plan
whan the proposed financings are to be mads in accordance with law, foy
proper purpesses, and are counsistent with the public interest; and

WHEREAS, under the provisions of 26 Del. C. § 21s5(e) (2}, the
Commlssion wmay 2150 review the plan for gongistency with sfficient and

reasonable financing principles; @ad

MPAR-~ZEE-28ET 87:320M FAX: 3827353051 ID: FRGEE : BB6
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WHEREAS, under 26 Del.nc. § 215(e) (2), the Commission may wequive
the £iling of periodic reports as to the action taken pursuant to the
plan and shall approve, modify, refuse, or presaribe appropriate terms
and conditions with respect to anmy such plan within thirty (30) days of
its filing or, in the abaence of such actiem within such period of time,
the proposed financing plan will be deemsd to be approved as £iled as iE
#he Cowmission itself bhad acked favorably therson; and

WEEREAS, the Commission Staff has reviewed and examined the proposed
fipmancing plan and the schedulaa and exhibits appended therebo, and has
ﬂeﬁammi_ne;d that the propesed plan is consistent with efficient and
reasonsble finaneing principles, is for a proper purpose, is consistent
with te public intagzest, and has recommended Comrdzaicn approval of said

proposed financing plan; now, therefure,

IT IS ORDERRD$

1. That, the Commission having indepandently reviewed this matter
and having detarmlned that public notica and hearing sve not requirad,
finds that the three-year fisesncing plan filed by Chasapeake Utilitias
Corporation with the commissisen on Octobexr 16, 20086 ig coosistent with
efficdent and reasonable finmncing principles, is for a proper purpose,
is in accordeance with law, is comseistent with the publis interest, and
is, therefore, hereby approved.

2. That, nothing in this Order shall be comstrued az a duarantee,
warranty, or representation by the State of Delaware or by any agency,
commission, or department thereof with respect to the indebtedness of
Chesapeake Utilities Corporaticn, which may be issued or incurred under

the firnancing plan herein appreved.
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3. That Chesapeake Utilities Corporatiom, shall, no latex than
€iftmen (15} days after the issuance of any indebtedness or equity under
the approval herein granted, f£ile with the Commizsion a report describing
in detail the exact nature of the issued financing, including the amount,
terﬁ, ¥ste, issuance costis, the date of issuanca, zevized capitalization
ratios, and an opinion of counsel that sald lgsuance was made for =z
proper purpose, in accordance with law, and cemsistent with the authority
granted herein.

4. That the approval of this applicaticm by the Commuission is not
to be construed as approving any capitalizatiom ratios which zesult
therefrom for any purposes or in any proceedings invelving tbe rates of
this utility, ner 1ls the burden of proocf as imposed by statute upon the
utility affected by this approval.

5. That the Commissien raserves the jurisdiction and authority teo
enter such further Orders in this matter as may be deemed mecessary or

Proper .-

Txmmuanipnef*\_,/
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3 1 s3.htm CHESAPEAKE UTILITIES CORP - SHELF REGISTRATION STATEMENT
EXHIBIT D

As filed with the Securities and Exchange Commission on July 5, 2006

Registration No. 333-

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM S-3

REGISTRATION STATEMENT
UNDER
THE SECURITIES ACT OF 1933

Chesapeake Utilities Corporation

(Exact name of registrant as specified in its charter)

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

909 Silver Lake Boulevard
Dover, Delaware 19904
(302) 734-6799
(Address, including zip code, and telephone number, including area code, of registrant’s principal executive offices)

Michael P. McMasters, Senior Vice President &
Chief Financial Officer
Chesapeake Ultilities Corporation
909 Silver Lake Boulevard
Dover, Delaware 19904
(302) 734-6799
(Name, address, including zip code, and telephone number, including area code, of agent for service)

Copies to:

Jeffrey E. Decker, Esq.
Baker & Hostetler LLP
2300 SunTrust Center
200 S. Orange Avenue
Orlando, Florida 32801
(407) 649-4000

Approximate date of commencement of proposed sale to the public: From time to time after the effective date of this Registration

atement.

If the only securities being registered on this form are being offered pursuant to dividend or interest reinvestment plans, please check the

Jtowing box. [ ]

If any of the securities being registered on this form are to be offered on a delayed or continuous basis pursuant to Rule 415 under the
>curities Act of 1933, other than securities offered only in connection with dividend or interest reinvestment plans, check the following box.

Y
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If this form is filed to register additional securities for an offering pursuant to Rule 462(b) under the Securities Act, please check the
lowing box and list the Securities Act registration statement number of the earlier effective registration statement for the same offering. | ]

If this form is a post-effective amendment filed pursuant to Rule 462(c) under the Securities Act, check the following box and list the
surities Act registration statement number of the earlier effective registration statement for the same offering. [ ]

If this form is a registration statement pursuant to General Instruction [.D. or a post-effective amendment thereto that shall become
ective upon filing with the Commission pursuant to Rule 462(e) under the Securities Act, check the following box. [ ]

1n://sec.ecov/Archives/edear/data/19745/000001974506000024/s3.htm 3/29/2007
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If this form is a post-effective amendment to a registration statement filed pursuant to General Instruction L.D. filed to register additional
curities or additional classes of securities pursuant to Rule 413(b) under the Securities Act, check the following box. [ ]

CALCULATION OF REGISTRATION FEE

Amount to Proposed Proposed maximum Amount of
Title of each class of be maximum offering aggregate offering registration
securities to be registered registered price per unit price fee
) ) )] (1)
ommon Stock, par value per share $0.4867
ebt Securities
OTAL $40,000,000.00 $4,280.00
e —————————————— — e ———————

) The Registrant is registering an indeterminate aggregate initial offering price and number of shares of common stock, par value per
share $0.4867, and an indeterminate aggregate amount of debt securities, as may from time to time be offered at indeterminate prices.
The maximum aggregate offering price for all securities that the Registrant is registering is $40 million. Separate consideration may or
may not be received for securities that are issuable on exercise, conversion or exchange of other securities. In accordance with Rule 457
(0), the Registrant is required to specify only the maximum aggregate offering price for all classes of securities being registered.

The Registrant hereby amends this registration statement on such date or dates as may be necessary to delay its effective date until the
Registrant shall file a further amendment which specifically states that this registration statement shall thereafter become effective in
accordance with Section 8(a) of the Securities Act of 1933 or until the registration statement shall become effective on such date as the
Commission, acting pursuant to said Section 8(a), may determine.

1p://sec.gov/Archives/edgar/data/19745/000001974506000024/33 . htm 3/29/2007
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tOSPECTUS

Chesapeake Utilities Corporation

Common Stock and Debt Securities

We may offer, from time to time in one or more offerings, in amounts, at prices and on terms that we will determine at the time of
fering, shares of our common stock, par value per share $0.4867 (the “Common Stock™), and/or debt securities. We will provide the specific
‘ms of any offering of Common Stock and/or debt securities in supplements to this prospectus. The prospectus supplements will also describe
2 specific manner in which we will offer these securities and may also supplement, update or amend information contained in this prospectus.
>u should read this prospectus, the applicable prospectus supplement, and any documents incorporated by reference into this prospectus
refully before you invest.

We may sell Common Stock and/or debt securities on a continuous or delayed basis directly, through agents, dealers or underwriters
designated from time to time, or through a combination of these methods. If any agents, dealers or underwriters are involved in the sale of
y securities, the applicable prospectus supplement will set forth any applicable commissions or discounts. Our net proceeds from the sale of
curities also will be set forth in the applicable prospectus supplement.

Qur Common Stock is listed on the New York Stock Exchange under the symbol, “CPK.” The last reported sale price of our common
ares on the New York Stock Exchange on [ ], 2006 was $ per share,

These Securities have not been approved or disapproved by the Securities and Exchange Commission or any state securities
:mmission, nor has the Securities and Exchange Commission or any state securities commission passed upon the accuracy or
lequacy of this prospectus. Any representation to the contrary is a criminal offense.

The date of this prospectus is | 1, 2006,

We have not authorized any dealer, salesman or other person to give any information or to make any representation other
an those contained or incorporated by reference in this prospectus or any applicable suppiement to this prospectus. You must not
ly upon any information or representation not contained or incorporated by reference in this prospectus or any applicable
ipplement to this prospectus as if we had authorized it. This prospectus and any applicable prospectus supplement do not constitute
1 offer to sell or the solicitation of an offer to buy any securities other than the registered securities to which they relate. Nor do this
-ospectus and any accompanying prospectus supplement constitute an offer to sell or the solicitation of an offer to buy securities in
1y jurisdiction to any person to whom it is unlawful to make such offer or solicitation in such jurisdiction. You should not assume
at the information contained in this prospectus or any applicable prospectus supplement is correct on any date after its date, even
ough this prospectus or a supplement is delivered or securities are sold on a later date,

tp://sec.gov/Archives/edgar/data/19745/000001974506000024/s3.htm 3/29/2007
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FORWARD-LOOKING INFORMATION

This prospectus and the applicable prospectus supplements include and incorporate by reference forward-looking statements within
1e meaning of Section 27A of the Securities Act of 1933, as amended (the “Securities Act”), and Section 21E of the Securities Exchange Act
f 1934, as amended (the “Exchange Act”). We intend such forward-looking statements to be covered by the safe harbor provisions for
yrward-looking statements contained in the Private Securities Litigation Reform Act of 1995. Forward-looking statements are generally
lentifiable by use of the words “believe,” “expect,” “intend,” “anticipate,” “plan,” “estimate,” “project” or similar expressions. Our ability to
redict results or the actual effect of future plans or strategies is inherently uncertain, Actual results could differ materially from those in
srward-looking statements because of, among other reasons, the factors described under the caption “Risk Factors” in the periodic reports that
re file with the Securities and Exchange Commission. We undertake no obligation to publicly update or revise any forward-looking
:atements, whether as a result of new information, future events or otherwise.

LENS EETS

ABOUT THIS PROSPECTUS

This prospectus is part of a registration statement that we filed with the Securities and Exchange Commission using a “shelf”
sgistration process. Under this shelf process, we may sell any combination of our Common Stock and/or debt securities described in this
rospectus in one or more offerings up to a total amount of $40,000,000.00. This prospectus only provides you with a general description of the
zcurities we may offer, Each time we sell securities, we will provide a prospectus supplement that will contain specific information about the
srms of that offering. The prospectus supplement may also add, update or change information contained in this prospectus. You should read
oth this prospectus and the applicable prospectus supplement together with additional information described under the headings, “Where You
‘an Find More Information” and “Incorporation of Certain Information by Reference.”

Unless otherwise indicated or unless the context requires otherwise, all references in this prospectus to “we,” “us,” “our,” the
Company,” the “Registrant” or “Chesapeake” mean Chesapeake Utilities Corporation and all entities owned or controlied by Chesapeake
ltilities Corporation. When we refer to our “Certificate of Incorporation,” we mean Chesapeake Utilities Corporation’s Amended Certificate of
1corporation, and when we refer to our “Bylaws,” we mean Chesapeake Utilities Corporation’s Amended Bylaws.

ttp://sec.gov/Archives/edgar/data/19745/000001974506000024/s3.htm 3/29/2007
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WHERE YOU CAN FIND MORE INFORMATION

We file annual, quarterly and special reports, proxy statements and other information with the Securities and Exchange Commission
1e “SEC”) pursuant to the Exchange Act. Such filings are available to the public from the SEC’s website at http://www.sec.gov. You may
so read and copy any document we file with the SEC at the SEC’s Public Reference Room at 100 F Street, N.E., Washington, D.C. 20549,
ou may obtain copies of any document filed by us at prescribed rates by writing to the Public Reference Section of the SEC at that address.
ou may obtain information about the operation of the SEC’s Public Reference Room by calling the SEC at 1-800-SEC-0330. You may
spect reports and other information that we file at the offices of the New York Stock Exchange, Inc., 20 Broad Street, New York, New York
)005. Information about us, including our filings, is also available on our website at http://www.chpk.com; however, that information is not
irt of this prospectus or any accompanying prospectus supplement.

We have filed a registration statement, of which this prospectus is a part, and related exhibits with the SEC under the Securities Act.
1at registration statement contains additional information about us and the Common Stock and debt securities. You may inspect the
gistration statement and exhibits without charge at the SEC’s Public Reference Room or at the SEC’s web site set forth above, and you may
rtain copies from the SEC at prescribed rates.

INCORPORATION OF CERTAIN INFORMATION BY REFERENCE

The SEC allows us to “incorporate by reference” the information contained in documents we file with the SEC, which means that we
n disclose important information to you by referring to those documents. The information incorporated by reference is an important part of
is prospectus. Any statement contained in a document that is incorporated by reference in this prospectus is automatically updated and
iperseded if information contained in this prospectus, or information that we later file with the SEC, modifies or replaces that information.
ny statement made in this prospectus or any prospectus supplement concerning the contents of any contract, agreement or other document is
1ly a summary of the actual contract, agreement or other document. If we have filed or incorporated by reference any contract, agreement or
her document as an exhibit to the registration statement, you should read the exhibit for a more complete understanding of the document or
atter involved. Each statement regarding a contract, agreement or other document is qualified in its entirety by reference to the actual
ycument,

We incorporate by reference the following documents we filed, excluding any information contained therein or attached as exhibits
ereto which has been furnished to, but not filed with, the SEC:

(a) Our Annual Report on Form 10-K for the fiscal year ended December 31, 2005, filed on March 7, 2006;
(b) Our Current Report on Form 8-K dated March 11, 2006, filed on March 16, 2006;

(¢) Our definitive Proxy Statement on Schedule 14A filed on March 31, 2006;

(d) Our Current Report on Form 8-K dated May 2, 2006, filed on May 3, 2006;

{e) Our Current Report on Form 8-K dated May 1, 2006, filed on May 5, 2006;

(f) Our Current Report on Form 8-K dated May 5, 2006, filed on May 5, 2006;

itp://sec.gov/Archives/edgar/data/19745/000001974506000024/s3 . htm 3/29/2007
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(g) Our Quarterly Report on Form 10-Q for the quarterly period ended March 31, 2006, filed on May 10, 2006;
(h) Our Current Report on Form 8-K dated May 31, 2006, filed on June 2, 2006;
(i) Our Current Report on Form 8-K dated June 13, 2006, filed on June 19, 2006;

(j) The description of our preferred stock purchase rights contained in our Registration Statement on Form 8-A filed on August 24,
1999, and all amendments or reports filed with the SEC for the purpose of updating such description, and further described in the
section, “Description of Common Stock™; and

(k) The description of our Common Stock contained in our registration statements filed pursuant to Section 12 of the Exchange Act,
and all amendments or reports filed with the SEC for the purpose of updating such description, and further described in the
section, “Description of Common Stock.”

Any documents we file pursuant to Sections 13(a), 13(c), 14 or 15(d) of the Exchange Act after the date of this prospectus and prior to
¢ termination of the offering of the securities to which this prospectus relates will automatically be deemed to be incorporated by reference in
is prospectus and a part of this prospectus from the date of filing such documents; provided however, that we are not incorporating, in each
ise, any documents or information contained therein that has been furnished to, but not filed with, the SEC.

To receive a free copy of any of the documents incorporated by reference in this prospectus (other than exhibits, unless they are
secifically incorporated by reference in any such documents), call or write Chesapeake Utilities Corporation, 909 Silver Lake Boulevard,
over, Delaware 19904, Attention: Michael P. McMasters, Senior Vice President and Chief Financial Officer, telephone number (302) 734-
799. We also maintain a web site that contains additional information about us (http://www.chpk.com).

You should rely only on the information incorporated by reference or set forth in this prospectus or the applicable prospectus
ipplement. We have not authorized anyone else to provide you with different information. We may only use this prospectus to sell securities
it is accompanied by a prospectus supplement. We are offering these securities only in states where the offer is permitted.

You should not assume that the information in this prospectus or the applicable prospectus supplement is accurate as of any date other
an the dates on the front pages of these documents.

ttp://sec.gov/Archives/edgar/data/19745/000001974506000024/s3.htm 3/29/2007
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THE COMPANY

We are a diversified utility company engaged directly or through subsidiaries in natural gas distribution, transmission and marketing,

‘opane distribution and wholesale marketing, advanced information services and other related businesses. We are a Delaware corporation that
as formed in 1947. Our three natural gas distribution divisions serve approximately 54,800 residential, commercial and industrial customers
central and southern Delaware, Maryland’s Eastern Shore and parts of Florida. Our natural gas transmission subsidiary, Eastern Shore
atural Gas Company, operates a 33 1-mile interstate pipeline system that transports gas from various points in Pennsylvania to our Delaware
1d Maryland distribution divisions, as well as to other utilities and industrial customers in southern Pennsylvania, Delaware and on the
astern Shore of Maryland. Our propane distribution operation serves approximately 32,900 customers in central and southern Delaware, the
astern Shore of Maryland and Virginia, southeastern Pennsylvania, and parts of Florida; and our wholesale propane marketing subsidiary
arkets propane to large independent and petrochemical companies, resellers and retail propane companies in the United States. Our advanced
formation services segment provides domestic and international clients with information technology-related business services and solutions
v both enterprise and e-business applications.

Our principal executive office is located at 909 Silver Lake Boulevard, Dover, Delaware 19904, and our telephone number is (302)
34-6799. Our website address is http://www.chpk.com. Information on our website does not constitute part of this prospectus.

USE OF PROCEEDS

Unless otherwise specified in a prospectus supplement, the net proceeds from the sale of Common Stock and/or debt securities will be
ided to our general corporate funds and may be used for general corporate purposes including, but not limited to, financing of capital
xpenditures, repayment of short-term debt, funding share repurchases, financing acquisitions, investing in subsidiaries and general working
apital purposes. Prior to such application, all or a portion of the net proceeds may be invested in short-term investments.

DESCRIPTION OF COMMON STOCK

Our Certificate of Incorporation authorizes us to issue up to 12,000,000 shares of Common Stock, par value per share $0.4867. As of
1arch 31, 2006, we had 5,931,487 shares of Common Stock outstanding. In addition, as of March 31, 2006, we have reserved 572,373 shares
f Common Stock for issuance under our equity-based compensation plans and 30,000 shares of Common Stock for issuance upon the exercise
f warrants. Our Certificate of Incorporation also authorizes us to issue up to 2,000,000 shares of preferred stock, par value per share $0.01;
owever, no shares of preferred stock are outstanding. Our Common Stock is listed on the New York Stock Exchange under the symbol,
CPK.” The transfer agent and registrar of the Common Stock is Computershare Trust Company, N.A., P.O. Box 43010, Providence, Rhode
sland 02940-3010.

The following descriptions of our Common Stock and preferred stock set forth certain of their general terms and provisions. The
sllowing descriptions are in all respects subject to and qualified by reference to the applicable provisions of our Certificate of Incorporation
nd our Bylaws,

ttp://sec.gov/Archives/edgar/data/19745/000001974506000024/s3 .htm 3/29/2007
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Holders of our Common Stock are entitled to receive dividends when, as and if declared by our Board of Directors, out of funds
zally available therefor. If we are liquidated, dissolved or involved in any winding-up, the holders of our Common Stock are entitled to
seive ratably any assets legally available for distribution to holders of Common Stock. Holders of our Common Stock possess ordinary
ting rights, with each share entitling the holder to one vote. Directors are elected by a plurality of the votes cast by the holders of our
ymmon Stock present in person or represented by proxy at the meeting and entitled to vote for the election of directors. Holders of our
ymmon Stock do not have preemptive rights, which means that they have no right to acquire any additional shares of Common Stock that we
ay subsequently issue (other than pursuant to the Rights, described below). Holders of our Common Stock also do not have conversion or
bscription rights, and the Common Stock is not subject to redemption by the Company.

All of our shares of Common Stock currently outstanding are, and any shares of Common Stock offered hereby when issued will be,
1ly paid and nonassessable.

We may issue preferred stock from time to time, by authorization of our Board of Directors and without the necessity of further action
-authorization by our stockholders, in one or more series and with such voting powers, designations, preferences and relative, participating,
tional or other special rights and qualifications as our Board may, in its discretion, determine, including, but not limited to (a) the distinctive
ssignation of such series and the number of shares to constitute such series; (b) the dividends, if any, for such series; (c) the voting power, if
ty, of shares of such series; (d) the terms and conditions (including price), if any, upon which shares of such stock may be converted into or
:«changed for shares of stock of any other class or any other series of the same class or any other securities or assets; (¢) our right, if any, to
deem shares of such series and the terms and conditions of such redemption; (f) the retirement or sinking fund provisions, if any, of shares of
ich series and the terms and provisions relative to the operation thereof; (g) the amount, if any, which the holders of the shares of such series
1all be entitled to receive in case of our liquidation, dissolution or winding-up; (h) the limitations and restrictions, if any, upon the payment of
vidends or the making of other distributions on, and upon our purchase, redemption, or other acquisition of, our Common Stock; and (i) the
mditions or restrictions, if any, upon the creation of indebtedness or upon the issuance of any additional stock.

Under our Certificate of Incorporation, the affirmative vote of not less than 75% of the total voting power of all outstanding shares of
ar stock is required to approve our merger or consolidation with, or the sale of all or substantially all of our assets or business to, any other
yrporation (other than a corporation 50% or more of the common stock of which we own), if such corporation or its affiliates singly or in the
rgregate own or control directly or indirectly 5% or more of our outstanding shares of Common Stock, unless the transaction is approved by
ar Board of Directors prior to the acquisition by such corporation or its affiliates of ownership or control of 5% or more of our outstanding
wares of Common Stock. In addition, our Certificate of Incorporation provides for a classified Board of Directors under which one-third of the
ilembers are elected annually for three-year terms. The supermajority voting requirement for certain mergers and consolidations and our
assified Board of Directors may have the effect of delaying, deferring or preventing a change in control of the Company.
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On August 25, 1999, we filed with the SEC a Registration Statement on Form 8-A with respect to Rights (defined below) to purchase
ir Series A Participating Cumulative Preferred Stock, par value per share $0.01 (the “Preferred Shares™). On August 20, 1999, our Board of
irectors declared a dividend distribution of one preferred share purchase right (a “Right”) for each outstanding share of our Common Stock.
1e dividend was payable to the stockholders of record on September 3, 1999 (the “Record Date”). One Right will also be issued with each
are of Common Stock issued thereafter until the Distribution Date (defined below) and, in certain circumstances, with each share of Common
ock issued after the Distribution Date. Except as set forth below, each Right, when it becomes exercisable, entitles the registered holder to
irchase from the Company one-fiftieth of a Preferred Share at a price of $54.56 (the “Purchase Price”), subject to adjustment. The description
«d terms of the Rights and the definition of the “Distribution Date” are set forth in a Rights Agreement (the “Rights Agreement”) between the
orporation and Computershare Trust Company, N.A., successor to BankBoston, N A, as Rights Agent (the “Rights Agent”), dated as of
ugust 20, 1999. The Rights are not exercisable until the Distribution Date and will expire at the close of business on August 20, 2009, unless
rlier redeemed by the Company. The Registration Statement on Form 8-A, and the Rights Agreement attached thereto as an exhibit, are
corporated herein by reference. This description of the Rights, the Rights Agreement and the Preferred Shares is in all respects subject to and
1alified by reference to the Registration Statement on Form 8-A, the Rights Agreement attached thereto as an exhibit and the applicable
ovisions of our Certificate of Incorporation and our Bylaws.

The Preferred Shares purchasable upon exercise of the Rights will not be redeemable. Each Preferred Share will be entitled to a
inimum preferential quarterly dividend payment equal to the greater of (i) $13.00 per share (or $0.26 per 1/50th of a Preferred Share) and (ii)
1 aggregate dividend per share of 50 times (subject to adjustment) the dividend declared per share of Common Stock. In the event of
juidation, the holders of the Preferred Shares will be entitled to a minimum preferential liquidation payment of $900.00 per share (or $18.00
it 1/50th of a Preferred Share); thereafter, and after the holders of the Common Stock receive a liquidation payment of $18.00 per share, the
slders of the Preferred Shares and the holders of the Common Stock will share the remaining assets in the ratio of 50 (subject to adjustment)

one for each Preferred Share and share of Common Stock so held, respectively. In the event of any merger, consolidation or other transaction
which Common Stock is exchanged, each Preferred Share will be entitled to receive 50 times (subject to adjustment) the amount received

:r share of Common Stock. The holders of Preferred Shares will be entitled to vote on all matters submitted to a vote of the Common Stock
¢ith the Preferred Shares being entitled to 50 votes per share). In the event that the amount of accrued and unpaid dividends on the Preferred
1ares is equivalent to six full quarterly dividends or more, the holders of the Preferred Shares shall have the right, voting as a class, to elect

r0 directors in addition to the directors elected by the holders of the Common Stock until all cumulative dividends on the Preferred Shares

ive been paid through the last quarterly dividend payment date. These rights are protected by customary anti-dilution provisions.

Because of the nature of the dividend, liquidation and voting rights of the Preferred Shares, the value of a one-fiftieth interest in a
‘eferred Share purchasable upon the exercise of a Right should approximate the value of one share of Common Stock.

The Rights approved by the Board of Directors of the Company were designed to protect the value of the outstanding Common Stock
the event of an unsolicited attempt by an acquirer to take over the Company in a manner or on terms not approved by the Board of Directors.
ae Rights were not intended to prevent a takeover of the Company at a fair price and should not interfere with any merger or business
ymbination approved by the Board of Directors. The Rights have no dilutive effect, nor do they affect reported earnings per share or change
e way in which the Common Stock is traded.
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The Rights may have the effect of rendering more difficult or discouraging an acquisition of the Company deemed undesirable by the
ard of Directors. If a person or group attempts to acquire the Company on terms or in a manner not approved by the Board of Directors, then
Rights may cause such person’s or group’s ownership interest to become substantially diluted unless the offer includes, as a condition to the
uisition, a provision that the Rights will be purchased, redeemed or otherwise effectively eliminated.

DESCRIPTION OF DEBT SECURITIES

A description of the debt securities that we may offer will be included in an applicable prospectus supplement.

RATIO OF EARNINGS TO FIXED CHARGES

Our ratios of earnings to fixed charges for the fiscal years ended December 31, 2001 - 2005, were as follows:

ne Period Ratio

)1 3.23
)2 3.26
)3 3.66
)4 3.73
5 4.10

Our ratio of earnings to fixed charges for the quarterly period ended March 31, 2006, was 7.38.

The ratio of earnings to fixed charges is computed by dividing fixed charges into earnings plus fixed charges. For purposes of
mputing this ratio, earnings have been calculated as pretax income from continuing operations before adjustment for minority interests in
nsolidated subsidiaries. Fixed charges include a portion of rents representative of the interest factor, interest on indebtedness and the
lortization of debt discounts and expenses.

PLAN OF DISTRIBUTION

We may sell securities offered pursuant to any applicable prospectus supplement to one or more underwriters for public offering and
e by them or we may sell such securities to investors directly or through agents, some of which may be dealers. We may also sell the
surities through a combination of these methods. The name of any underwriter or agent involved in the offer and sale of such securities will
included in the applicable prospectus supplement.

The distribution of securities offered pursuant to any applicable prospectus supplement may occur:

(a) at a fixed price or prices, which may be changed;
(b) at market prices prevailing at the time of sale;
(c) at prices related to prevailing market prices; or

(d) at negotiated prices.
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From time to time, we may also authorize underwriters acting as our agents to offer and sell securities upon the terms and conditions
:t forth in an applicable prospectus supplement. Underwriters may be deemed to have received compensation from us in the form of
nderwriting discounts or commissions in connection with the sale of securities offered pursuant to any applicable prospectus supplement.
‘nderwriters may also receive commissions from purchasers of securities for whom such underwriters may act as agent. Underwriters may sell
scurities offered pursuant to any applicable prospectus supplement to or through dealers. Such dealers may receive compensation in the form
f discounts, concessions from the underwriters or commissions from the purchasers for whom such dealers may act as agent.

We may enter into derivative transactions with third parties, or sell securities not covered by this prospectus to third parties in
rivately negotiated transactions. If the applicable prospectus supplement so indicates, in connection with those derivatives, the third parties
1ay sell securities covered by this prospectus and the applicable prospectus supplement, including short sale transactions. If so, the third party
1ay use securities pledged by us or borrowed from us or others to settle those sales or to close out any related open borrowings of common
1ares, and may use securities received from us in settlement of those derivatives to close out any related open borrowings of common shares.
he third party in such sale transactions will be an underwriter and, if not identified in this prospectus, will be identified in the applicable
rospectus supplement or a post-effective amendment to this registration statement.

We will describe in the applicable prospectus supplement any underwriting compensation we pay to underwriters or agents in
onnection with any offering of securities. Likewise, we will also describe any discounts, concessions or commissions allowed by underwriters
) participating dealers in the applicable prospectus supplement. Underwriters, dealers and agents participating in the distribution of the
scurities may be deemed to be underwriters, and any discounts and commissions received by them and any profit realized by them on resale of
ie securities may be deemed to be underwriting discounts and commissions. We may enter into agreements to indemnify underwriters, dealers
nd agents against certain civil liabilities, including liabilities under the Securities Act, and to reimburse these persons for certain expenses. We
ill describe any indemnification agreements in the applicable prospectus supplement.

If indicated in the applicable prospectus supplement, we may authorize dealers acting as our agents to solicit offers by certain
1stitutions to purchase the securities from us at the public offering price set forth in such prospectus supplement pursuant to delayed delivery
ontracts providing for payment and delivery on the date or dates stated in the prospectus supplement. Each delayed delivery contract will be
>r an amount not less than the respective amounts stated in the applicable prospectus supplement. Likewise, the aggregate principal amount of
1e securities sold pursuant to delayed delivery contracts will not be less or more than the respective amounts stated in the applicable
rospectus supplement. We may make delayed delivery contracts with various institutions, including commercial and savings banks, insurance
ompanies, pension funds, investment companies, educational and charitable institutions, and other institutions. Delayed delivery contracts will
Iways be subject to our approval. Delayed delivery contracts will not be subject to any conditions except the following:

(a) The purchase by an institution of the securities covered by its delayed delivery contracts shall not at the time of delivery be
prohibited under the laws of any jurisdiction in the United States to which such institution is subject; and

(b) If the securities are being sold to underwriters, we shall have sold to such underwriters the total principal amount of the offered
securities less the principal amount covered by the delayed delivery contracts.
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Certain of the underwriters or their affiliates may, but will not necessarily, be customers of, engage in transactions with or perform
rvices for us or one or more of our subsidiaries in the ordinary course of our and/or their business. It is also possible that certain of the
1derwriters or their affiliates may be affiliates of banking institutions or other financial services firms with which we or one or more of our
tbsidiaries has a pre-existing business relationship.

EXPERTS

The consolidated financial statements and management’s assessment of the effectiveness of internal control over financial reporting
vhich is included in Management’s Report on Internal Control Over Financial Reporting) incorporated in this prospectus by reference to the
nnual Report on Form 10-K for the year ended December 31, 2005, have been so incorporated in reliance on the report of
‘icewaterhouseCoopers LLP, an independent registered public accounting firm, given on the authority of said firm as experts in auditing and
scounting.

LEGAL MATTERS

The validity of the Common Stock and debt securities will be passed upon for the Company by Baker & Hostetler LLP, Orlando,
lorida. Any underwriters will also be advised about the validity of the securities and other legal matters by their own counsel. which will be
imed in the prospectus supplement.
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PART 1
INFORMATION NOT REQUIRED IN PROSPECTUS
em 14, Other Expenses of Issuance and Distribution.

The following table sets forth the fees and expenses in connection with the issuance and distribution of the securities being
'gistered hereunder. Except for the SEC registration fee, all amounts are estimates. Certain amounts that cannot be presently estimated will be
-ovided in amendments to this registration statement.

EC registration fee h 4,280.00
YSE listing fee 5,000.00
ccounting fees and expenses 70,000.00
egal fees and expenses (other than Blue Sky) 50,000.00
lue Sky fees and expenses (including counsel fees) 5,000.00
rinting and engraving expenses 20,000.00
ransfer agent’s and registrar’s fees and expenses 10,000.00
ating Agency fees 50,000.00
liscellaneous expenses 10,000.00
Total 8 224,280.00

tem 15. Indemnification of Directors and Officers.

Under the Company’s Bylaws, each person who was or is made a party or is threatened to be made a party to any action, suit or
roceeding, whether civil, criminal, administrative or investigative, by reason of the fact he is or was a director or officer of the Company, or is
r was serving at the request of the Company as a director or officer of another corporation or of a partnership, joint venture, trust or other
nterprise (including employee benefit plans), is entitled to indemnification and to be held harmless by the Company to the fullest extent
ermitted by the General Corporation Law of the State of Delaware (the “DGCL”) against all expense, liabilities and loss (including attorneys’
ses, judgments, fines or penalties and amounts paid in settlement) reasonably incurred or suffered by such person in connection therewith,
icluding liabilities arising under the Securities Act. These indemnification rights include the right to be paid by the Company the expenses
1wcurred in defending any action, suit or proceeding in advance of its final disposition, subject to the receipt by the Company of an undertaking
y or on behalf of such person to repay all amounts so advanced if it is ultimately determined that such person is not entitled to be indemnified.
hese indemnification rights under the Bylaws are not exclusive of any other indemnification right which any person may have or acquire
nder any law, bylaw, agreement, vote of stockholders, disinterested directors or otherwise.

Under Section 145 of the DGCL, a corporation may indemnify any person who was or is a party, or is threatened to be made a party,
» any action, suit, or proceeding by reason of the fact that he is or was a director or officer of such corporation if such person acted in good
iith and in a manner he reasonably believed to be in and not opposed to the best interest of the corporation and, with respect to a criminal
ction or proceeding, such person had no reasonable cause to believe that his conduct was unlawful, except that, in the case of any action or suit
y or in the right of the corporation (such as a derivative action), no indemnification is permitted if the person shall be adjudged liable to the
orporation (other than indemnification for such expenses as a court shall determine such person is fairly and reasonably entitled).
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Article Eleven of the Company’s Certificate of Incorporation provides that a director of the Company shall not be personally liable to
ie Company or its stockholders for monetary damages for breach of fiduciary duty as a director, except for liability (a) for breach of the
irector’s duty of loyalty to the Company or its stockholders, (b) for acts or omissions not in good faith or which involve intentional
lisconduct or a knowing viclation of law, (¢) under Section 174 of the DGCL, or (d) for any transaction from which the director derived an
nproper personal benefit.

The Company has in effect liability insurance policies covering certain claims against any director or officer of the Company by
:ason of certain breaches of duty, neglect, error, misstatement, omission or other act committed by such person in his capacity as director or
fficer.

:em 16. Exhibits.

A list of exhibits filed herewith or incorporated by reference is contained in the Exhibit Index, which is incorporated herein by
sference.

em 17. Undertakings.
1) The undersigned Registrant hereby undertakes:

(1) To file, during any period in which offers or sales are being made, a post-effective amendment to this Registration Statement:
(i) To include any prospectus required by Section 10(2)(3) of the Securities Act;

(i)  To reflect in the prospectus any facts or events arising after the effective date of the Registration Statement (or the most
recent post-effective amendment thereof) which individually or in the aggregate, represent a fundamental change in the
information set forth in the Registration Statement. Notwithstanding the foregoing, any increase or decrease in volume of
securities offered (if the total dollar value of securities offered would not exceed that which was registered) and any deviation
from the low or high end of the estimated maximum offering range may be reflected in the form of prospectus filed with the
Commission pursuant to Rule 424(b) if, in the aggregate, the changes in volume and price represent no more than a 20
percent change in the maximum aggregate offering price set forth in the “Calculation of Registration Fee” table in the
effective Registration Statement; and

(iit)  To include any material information with respect to the plan of distribution not previously disclosed in the Registration
Statement or any material change to such information in the Registration Statement;

rovided, however, that paragraphs (i), (if) and (iii) do not apply if the Registration Statement is on Form S-3 and the information required to

2 included in a post-effective amendment by those paragraphs is contained in reports filed with or furnished to the Commission by the
egistrant pursuant to Section 13 or Section 15(d) of the Securities Exchange Act of 1934 that are incorporated by reference in the Registration
tatement, or is contained in a form of prospectus filed pursuant to Rule 424(b) that is part of the registration statement.

11-2
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(2) That, for the purpose of determining any liability under the Securities Act of 1933, each such post-effective amendment shall be
deemed to be a new registration statement relating to the securities offered therein, and the offering of such securities at that time
shall be deemed to be the initial bona fide offering thereof.

(3) To remove from registration by means of a post-effective amendment any of the securities being registered which remain unsold at
the termination of the offering.

(4) That, for the purpose of determining liability under the Securities Act of 1933 to any purchaser:

(i) (A) Each prospectus filed by the Registrant pursuant to Rule 424(b)(3) shall be deemed to be part of the registration statement as

of the date the filed prospectus was deemed part of and included in the registration statement; and

(B) Each prospectus required to be filed pursuant to Rule 424(b)(2). (b)(5) or (b)(7) as part of a registration statement in reliance

on Rule 4308 relating to an offering made pursuant to Rule 415(a)(1)(1), (vii) or (x) for the purpose of providing the
information required by Section 10(a) of the Securities Act shall be deemed to be part of and included in the registration
statement as of the earlier of the date such form of prospectus is first used after effectiveness or the date of the first contract
of sale of securities in the offering described in the prospectus. As provided in Rule 430B, for liability purposes of the
issuer and any person that is at that date an underwriter, such date shall be deemed to be a new effective date of the
registration statement relating to the securities in the registration statement to which the prospectus relates, and the offering
of such securities at that time shall be deemed to be the initial bona fide offering thereof. Provided, however, that no
statement made in a registration statement or prospectus that is part of the registration statement or made in a document
incorporated or deemed incorporated by reference into the registration statement or prospectus that is part of the
registration statement will, as to a purchaser with a time of contract of sale prior to such effective date, supersede or modify
any statement that was made in the registration statement or prospectus that was part of the registration statement or made
in any such document immediately prior to such effective date; and

(5) That, for the purpose of determining liability of the Registrant under the Securities Act to any purchaser in the initial distribution of
the securities, in a primary offering of securities of the undersigned Registrant pursuant to this registration statement, regardless of
the underwriting method used to sell the securities to the purchaser, if the securities are offered or sold to such purchaser by means
of any of the following communications, the undersigned Registrant will be a seller to the purchaser and will be considered to offer
or sell such securities to such purchaser:

(1)

(i)

(iif)

Any preliminary prospectus or prospectus of the undersigned Registrant relating to the offering required to be filed pursuant
to Rule 424;

Any free writing prospectus relating to the offering prepared by or on behalf of the undersigned Registrant or used or referred
to by the undersigned Registrant;

The portion of any other free writing prospectus relating to the offering containing material information about the
undersigned Registrant or its securities provided by or on behalf of the undersigned Registrant; and

11-3
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(iv)  Any other communication that is an offer in the offering made by the undersigned Registrant to the purchaser.

) The undersigned Registrant undertakes that, for purposes of determining any liability under the Securities Act, each filing of the
Registrant’s annual report pursuant to Section 13(a) or Section 15(d) of the Exchange Act of 1934 that is incorporated by reference in
the Registration Statement shall be deemed to be a new registration statement relating to the securities offered therein, and the offering
of such securities at that time shall be deemed to be the initial bona fide offering thereof.

) Insofar as indemnification for liabilities arising under the Securities Act may be permitted to directors, officers, and controlling persons of
the Registrant pursuant to the foregoing provisions, or otherwise, the Registrant has been advised that, in the opinion of the Securities
and Exchange Commission, such indemnification is against public policy as expressed in the Securities Act and is, therefore,
unenforceable. In the event that a claim for indemnification against such liabilities (other than the payment by the Registrant of expenses
incurred or paid by a director, officer or controlling person of the Registrant in the successful defense of any action, suit or proceeding)
is asserted by such director, officer, or controlling person in connection with the securities being registered, the Registrant will, unless in
the opinion of its counsel the matter has been settled by controlling precedent, submit to a court of appropriate jurisdiction the question
whether such indemnification by it is against public policy as expressed in the Securities Act and will be governed by the final
adjudication of such issue.

[) The undersigned Registrant hereby undertakes to file an application for the purpose of determining the eligibility of the trustee to act under
subsection (a) of Section 310 of the Trust Indenture Act in accordance with the rules and regulations prescribed by the Commission
under Section 305(b)(2) of the Trust Indenture Act.

11-4
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SIGNATURES

Pursuant to the requirements of the Securities Act of 1933, the Registrant certifies that it has reasonable grounds to believe that it
sets all of the requirements for filing on Form S-3 and has duly caused this Registration Statement to be signed on its behalf by the
dersigned, thereunto duly authorized in the City of Dover, State of Delaware, on June 15, 2006.

CHESAPEAKE UTILITIES CORPORATION

By: /s/ John R. Schimkaitis
John R. Schimkaitis
President and Chief Executive Officer

KNOW ALL MEN BY THESE PRESENTS, that each person whose signature appears below constitutes and appoints John R.
‘himkaitis, Michael P, McMasters and Beth W. Cooper, or any of them, his or her true and lawful attorneys-in-fact and agents, with full
wer of substitution and resubstitution, for him or her and in his or her name, place and stead, in any and all capacities, to sign any and all
rendments to this Registration Statement, and to file same, with all exhibits thereto, and other documents in connection therewith, with the
ymmission, granting unto said attorneys-in-fact and agents, and each of them, full power and authority to do and perform each and every act
d thing requisite and necessary to be done in and about the premises, as fully to all intents and purposes as he might or could do in person,
reby ratifying and confirming all that the attorneys-in-fact and agents or any of them, or their substitute or substitutes, may lawfully do or

use to be done by virtue hereof.

Pursuant to the requirements of the Securities Act of 1933, this Registration Statement has been signed by the following persons in the

pacities and on the dates indicated.

'Ralph J. Adkins
alph J. Adkins, Chairman of the Board

d Director
ate: June 13, 2006

"Michael P. McMasters

ichael P. McMasters, Senior Vice President
d Chief Financial Officer

rincipal Financial and Accounting Officer)
ate: June 15, 2006

'Richard Bernstein
chard Bernstein, Director
ate: June 15, 2006

" Walter J. Coleman
‘alter J. Coleman, Director
ate: June 15, 2006

"J. Peter Martin
Peter Martin
ate: June 15, 2006

'Calvert A. Morgan, Jr.
ilvert A, Morgan, Jr., Director

/s/ John R. Schimkaitis

John R. Schimkaitis, President,
Chief Executive Officer and Director
Date; June 15, 2006

/s/ Eugene H. Bayard
Eugene H. Bayard, Director
Date; June 15, 2006

/s/ Thomas J. Bresnan
Thomas J. Bresnan, Director
Date: June 15, 2006

/s/ Thomas P. Hill, Jr.
Thomas P, Hill, Jr.,, Director
Date: June 15, 2006

/s/ Joseph E. Moore
Joseph E. Moore, Esq., Director
Date: June 15, 2006
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ate: June 15, 2006
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CHESAPEAKE UTILITIES CORPORATION

EXHIBIT INDEX
Exhibit No.  Description

1.1 Form of Underwriting Agreement for Common Stock *

1.2 Form of Underwriting Agreement for debt securities *

4.1 Amended Certificate of Incorporation of Chesapeake Utilities Corporation is incorporated herein by reference to Exhibit 3.1
of the Company’s Quarterly Report on Form 10-Q for the period ended June 30, 1998, File No. 001-11590.

4.2 Amended Bylaws of Chesapeake Utilities Corporation, effective February 24, 2005, are incorporated herein by reference to
Exhibit 3 of the Company’s Annual Report on Form 10-K for the year ended December 31, 2004, File No. 001-11590.

4.3 Form of Trust Indenture between Chesapeake Ultilities Corporation and the trustee for the debt securities *

4.4 Form of debt securities *

5.1 Opinion of Baker & Hostetler LLP **

12.1 Computation of Ratio of Earnings to Fixed Charges is incorporated herein by reference to Exhibit 12 of each of the

Company’s Annual Reports on Form 10-K for the years ended December 31, 2005, 2004 and 2003, File No. 001-11590.
Computation of Ratio of Earnings to Fixed Charges for the quarterly period ended March 31, 2006, is filed herewith. **

23.1 Consent of PricewaterhouseCoopers LLP **

232 Consent of Baker & Hostetler LLP (included in Exhibit 5.1)

241 Power of Attorney (set forth on the signature page hereto)

25.1 Statement of Eligibility on Form T-1 of | ], as trustee for the Chesapeake Utilities Corporation debt securities *

To be filed by amendment or as an exhibit to a document incorporated by reference into the registration statement.

¥ Filed herewith
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Baker Hostetler

Cincinnats

BakersHostetler e

312 Walnut Street
Suite 3200
Cincinnati, OH 45202-4074

T 513.928.3400
November 30, 2006 F 513.929.0303

www.Dakerlaw.com

Robert W. Baird & Co. Incorporated
A.G. Edwards & Sons, inc.

c/o Robert W. Baird & Co. incorporated
777 East Wisconsin Avenue
Milwaukee, Wisconsin 53202

Re: Chesapeake Utilities Corporation

Dear Sirs:

We have acted as counse! to Chesapeake Utilities Corporafi
(the “Company”), in connection with the sale to you (the “Underwriters”) of 80,045
shares of the Company’'s common stock, $.4867 par value per share (the “Shares”), by
the Company. This opinion is delivered to you at the request of the Company and
pursuant to Section 5(c) of the Underwriting Agreement, dated November 15, 200€,
between the Company and the Underwriters (the *Underwriting Agreement”}. The
Shares are being purchased pursuant to an option granted to the Underwriters under
the Underwriting Agreement. Capitalized terms used and not defined herein are used
as defined in the Underwriting Agreement.

. f ..
on, a Delaware corporation

As such counse!, we have examined such documents and records as we desmed
necessary to render the opinions contained hersin, including the foliowing:

1. The Registration Statement, the Time of Sale Prospectus and the Prospecius;

2, A copy of the Restated Certificate of Incorporation of the Company, as

amended (the “Certificate of incorporatior”}. as presentiy on file in the Office of the
Secretary of State of the State of Delaware and as ceriified by said Secretary of State;

3. A copy of the Byiaws of the Company, as amended (the “Bylaws”), as certified
by the Secretary of the Company and as in effect now and at the time of the adoption of
each of the resolutions referred to in paragraph 4 below;

4, A copy of the resolutions adopted by the Company's Board of Directors and the
Pricing Committee of the Company's Board of Directors, as certified by the Secratary of
the Company, relating to the registration and sale of the Shares;

5. An executed counterpart of the Underwriting Agreement, including all schedules
thereto;
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6. Certificates of, or other communications with, public officials as to the good
standing of the Company and the Company's Significant Subsidiaries; and

7. Certificates as to such matters of fact of officers of the Company as we deemed
necessary to render the opinions herein (the "Officers’ Certificates”), a copy of each of
which is attached hereto,

We have assumed for the purpose of this opinion, without independent verification or
investigation, that (i) the signatures by all parties other than the Company on all
documents examined by us are genuine, (ii) all documents submitted to us as originals
are authentic, and (jii) all documents submitted to us as copies conform with the
originals.

We have relied on the Officers’ Certificates with respect to the factual matters stated
therein,

Based upon the foregoing and subject to the quaiifications herainafter set forth, we are
of the opinion that:

(i) the Company is validly existing as a corporation in good standing
under the laws of the jurisdiction of its incorporation, has the corporate power and
authority tc own its property and to conduct its business as described in the Time of
Sale Prospectus and is duly gualified to transact business and is in good standing in
each jurisdiction in which the conduct of its business or its ownership or leasing of
property requires such qualification, except to the extent that the failure to be so
gualified or be in good standing would not have a material adverse effect (as defined in
the Underwriting Agreement, “Material Adverse Effect”) on the Company and its
subsidiaries, taken as a whole;

{ii) each Significant Subsidiary of the Company is validly existing as
a corporation in good standing under the laws of the jurisdiction of its incorporation, has
the corporate power and authority to own its property and to conduct its business as
described in the Time of Sale Prospectus and is duly gualified to transact business ang
is in good standing in each jurisdiction in which the conduct of its business or its
ownership or leasing of property requires such gualification, except to the extent that
the failure to be so gqualified or be in good standing would not have a Material Adverse
Effect on the Company and its subsidiaries, taken as a whole;

(iii) the Company nas ar authorized capitalization as set fortn in the
Time of Sale Prospectus and the Prospectus, and the authorized capital stock of the
Company conforms as to legal matters to the description thereof contained in each of
the Time of Sale Prospectus and the Prospectus;

(iv) the shares of Common Stock outstanding prior to the issuance of
the Shares tc be sold by the Company have been duly authorized and are validly
issued, fully paid and non-assessable;

{v) all of the issued shares of capital stock of each Significant
Subsidiary of the Company have been duly and validly authorized and issued, are fully
paid and non-assessable and are owned directly or indirectly by the Company, free and
clear of all liens, encumbrances, equitias or claims;
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(vi) the Shares to be sold by the Company have been duly
authorized and, when issued and delivered in accordance with the terms of the
Underwriting Agreement, will be validly issued, fully paid and non-assessable, and the
issuance of such Shares will not be subject to any preemptive or similar rights;

(vil)  the Underwriting Agreement has been duly authorized, executed
and delivered by the Company;

(vii)  neither the execution and delivery by the Company of, nor the
performance by the Company of its obligations under, the Underwriting Agreement will
conflict with, contravene, result in a breach or violation of, or imposition of any lien,
charge or encumbrance upon any property or assets of the Company or any of its
subsidiaries, or constitute a default under (i) any statute, law, rule or regulation, or, to
our knowledge, any judgment, order or decree of any governmental body, regulatory or
administrative agency or court having jurisdiction over the Company or any Significant
Subsidiary; (i) the Certificate of Incorporation or Bylaws of the Company or any
Significant Subsidiary; or (i) any contract, agreement or instrument filed as an exhibit
to the Company's most recent Annual Report on Form 10-K (including those exhibits
incorporated by reference); and no consent, approval, authorization or order of, or
qualification with, any governmental body or agency is required for the performance by
the Company of its obligations under the Underwriting Agreement, except such as may
be required by the securities or “blue sky” laws of the various jurisdictions in connection
with the offer and sale of the Shares or by the DPSC or the FPSC;

(ix) no approval, authorization, consent or order of or filing with any
federal, state, local or foreign governmental or regulatory commission, board, body,
authority or agency, or of or with any self-reguiatory organization or other non-
governmental regulatory authority (including, without limitation, the NYSE, assuming
the due delivery by the Company’s transfer agent to the NYSE of a notice of issuance),
or approval of the shareholders of the Company, is required in connection with the
issuance and sale of the Shares or the consummation of the transactions contempiated
by the Underwriting Agreement, other than (i) registration of the Shares under the
Securities Act, which has been effected; (ii} any necessary qualification under the
securities or blue sky laws of the various jurisdictions in which the Shares are being
offered by the Underwriters; (iii) under the NASD Conduct Rules; (iv) the approval of
the DPSC; and (v} the approval of the FPSC;

{x) the statements reiating to legal matters, documents or
proceedings inciuded in (A) the Base Prospectus under “Description of Common Stock”
and “Plan of Distribution,” (B) the Time of Sale Prospectus and the Prospectus under
the caption “Description of Common Stock,” and (C) the Registration Statementin
ltems 14 and 15, in each case fairly and accurately summarize in all material respects
such matters, documents or proceedings;

{xi) after due inquiry, we do not know of any legal or governmental
proceeding pending or threatened to which the Company or any of its subsidiaries is a
party or to which any of the properties of the Company or any of its subsidiaries is
subject that are required to be described in the Registration Statement or the
Prospectus and are not so described or of any statutes, regulations, contracts or other
documents that are required to be described in the Registration Statement or the
Prospectus or to be filed as exhibits to the Registration Statement that are not
described or filed as required;
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(xify  the Company is not, and after giving effect to the offering and
sale of the Shares and the application of the proceeds thereof as described in the
Prospectus will not be, required to register as an “investment company” as such term is
defined in the Investment Company Act of 1840, as amended; and

(xiil)  each document filed pursuant to the Exchange Act and
incorporated by reference in the Registration Statement, the Time of Sale Prospectus
and the Prospectus (except for the financial statements and financial schedules and
other financial and statistical data included therein, as to which we do not express any
opinion) appeared on its face to be appropriately responsive as of its filing date in all
material respects to the requirements of the Exchange Act and the applicable rules and
regulations of the Commission thereunder; and the Registration Statement, the Time of
Sale Prospectus and the Prospectus (except for the financial statements and financial
schedules and other financial and statistical data included therein, as to which we do
not express any opinion) appear on their face to be appropriately responsive in all
material respects to the requirements of the Securities Act and the applicable rules and
regulations of the Commission thereunder.

In passing on the form of the Registration Statement, the Time of Sale Prospectus, and
the Prospectus in subdivision (xiii) above, we necessarily assumed the correctness and
completeness of the statements made or included therein by the Company and do not
take any responsibility therefore except insofar as such statements relate to us or to the
description of the Underwriting Agreement or the Company's Common Stock. in the
course of the preparation of the Registration Statement, the Time of Sale Prospectus,
and the Prospectus, however, we had conferences with certain officers of the Company
and its independent accountants, with you as underwriters, and with your counsel. As
a result of our examination of the Registration Statement, the Time of Sale Prospectus
and the Prospectus and our discussions in the above-mentioned conferences, nothing
has come to our attention that causes us to believe that (1) the Registration Statement
or the prospectus included therein (except for the financial statements and financial
schedules and other financial and statistical data included therein, as to which wa
exprass no belief) at the time the Registration Statement became effective for purposes
of Section 11 of the Securities Act {as such section relates to the Underwriters)
contained any untrue statement of a material fact or omitted to state a material fact
required to be stated therein or necessary to make the statements therein not
misleading, {2) the Time of Sale Prospectus (except for the financial statements and
financial schedules and other financial and statistical datz included therein, as to which
we express no belief) as of the Time of Sale or, as amended or supplemented, if
applicable, as of the Option Closing Date contained or contains any untrue statement of
a material fact or omitted or omits to state a material fact necessary in order to make
the statements therein, in light of the circumstances under which they were made, not
misleading or (3) the Prospectus (except for the financial statements and financial
schedules and other financial and statistical data included therein, as to which we
express no belief) as of its date or, as amended or supplemented, if applicable, as of
the Option Closing Date contained or contains any untrue statement of a material fact
or omitted or omits to state a material fact necessary in order to make the statements
therein, in light of the circumstances under which they were made, not misleading.

The issuance of the Shares has been approved by the Delaware Public Service
Commission (the “Commission”) in PSC Docket 06-339 by Order Number 7065 dated
October 31, 2006 (the “DPSC QOrder”). Delaware law provides that any “public utility
affected by any final order” or any other “original party to or any intervenor” in the
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proceeding before the Commission in which an order was issued may appeal from the
order of the Commission within thirty days after the service of the order. No public
utility other than the Company is affected by the DPSC Order, and no third party
intervened in the proceeding pursuant to which the DPSC Order was issued. The Staff
of the Commission recommended approval of the Company's application, and no third
party lodged any objection to the proposed issuance of the Shares. If the Staff of the
Commission is considered a “party” to the proceeding and as a result has standing to
appeal, it is our opinion that any such appeal would be without merit because the Staff
of the Commission recommended approval of the Company’'s application to issue the
Shares and did not object to the entry of the DPSC Order. Accordingly, it is our opinion
that the Shares may be issued by the Company prior to the expiration of the thirty-day
appeal period.

fn expressing our opinion with respect to the matters referred to in subdivision (iv) and
the paragraph immediately preceding this one relating to the DPSC Order, we have,
with your approval, relied solely upon the opinion rendered to us concurrently herewith
of Parkowski, Guerke & Swayze, special counsel to the Company (“PGS”). The opinion
of PGS states that you, as Underwriters, may rely on such opinion. We believe that
PGS is a reputable firm upon which you and we may properly rely. We have examined
a copy of such opinion and itis in form and substance satisfactory to us. We have
made no independent review of or investigation in connection with the matters referred
to in subdivision (iv) above other than a review of the documents referred to in the
Officers’ Certificates and discussions with the Company and PGS, nor did we make any
such review or investigation in connection with the matters referred to in the paragraph
relating to the DPSC Order other than discussions with the Company and PGS and a
review of the record, submitted to us by PGS, of the proceedings before DPSC and of
the DPSC Order.

Any reference herein to our *knowledge™ or use of the word "know” means the actual
knowledge of the attorneys in this firm who have given substantive attention to the
transactions contemplated by the Underwriting Agreement.

This opinion is limited to matters of federal law, Ohio law and, with respect to the
matters set forth in subdivisions (i) through (ix) above, the Delaware General
Corporation Law. Accordingly, we express no opinion as to the law of any other
jurisdiction. We are not licensed to practice law in the State of Delaware,

This opinion is intended solely for vour use as Underwriters. As such, it may not be

relied upon by any other persor: or for any purpose other than the iegal conclusions
expressed herein.

Yours very truly,

Kot v HrolTlla O

Baker & Hostetier LLP

101575532.1
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Baker & Hostetler LLP

312 Walnut Street

Suite 3200

Cincinnati, OH 45202-4074

Ladies and Gentlemen:

We have acted as special counsel to Chesapeake Utilities Corporation. a Delaware
corporation (the “Company”) in connection with the sale by the Company of 600.300 shares (the
“Shares™) of its Common Stock. $.4867 par value per share (the “Common Stock™) to Robert W.
Baird & Co. Incorporated and A.G. Edwards & Sons. Inc. (the “Underwriters™) pursuant to the
Underwriting Agreement dated November 15. 2006. between the Company and the Underwriters
(the “Underwriting Agreement™). We understand that vou are, as counsel to the Company.

rendering your opinion to the Underwriters on the date hereof pursuant to Section 5(c) of the
Underwriting Agreement.

In rendering the opinions set forth below, we have examined such certificates of public
officials, certificates of officers of the Company and copies certified to our satisfaction of
corporate documents and records of the Company and of other papers. and have made such other
investigations as we have deemed relevant and necessary as a basis for our opinion hereinafter
set forth. We have relied upon such certificates of public officials and of officers of the
Company with respect to the accuracy of material factual matters contained therein which we
have not independently established. We have assumed the genuineness of all signatures. the
legal capacity of natural persons, the authenticity of all documents submitted to us as originals,
the conformity to original documents of all documents submitted to us as duplicates or certified
or conformed copies, and the authenticity of the originals of such latter documents.

Based on the foregoing, it is our opinion that:

a. The shares of Common Stock outstanding prior to the issuance of the Shares to be
sold by the Company (which in the aggregate total 5,993,237 shares) (the



“Outstanding Shares™) have been duly authorized and are validly issued, fully
paid and non-assessable.

b. The issuance of the Shares has been approved by the Delaware Public Service
Commission (the “Commission™) in PSC Docket 06-339 by Order Number 7065
dated October 31. 2006 (the “DPSC Order™). Delaware law provides that any
“public utility affected by any final order™ or any other “‘original party to or any
intervenor” in the proceeding before the Commission in which an order was
issued may appeal from the order of the Commission within thirty days after the
service of the order. No public utility other than the Company is affected by the
DPSC Order, and no third party intervened in the proceeding pursuant to which
the DPSC Order was issued. The Staff of the Commission recommended
approval of the Company’s application. and no third party lodged any objection to
the proposed issuance of the Shares. If the Staff of the Commission is considered
a “party” to the proceeding and as a result has standing to appeal. it is our opinion
that any such appeal would be without merit because the Staff of the Commission
recommended approval of the Company’s application to issue the Shares and did
not object to the entry of the DPSC Order. Accordingly. it is our opinion that the
Shares may bp issued by the Company prior to the expiration of the thirty-day

appeal per

Our opinion. insofar as it relates to the Outstanding Shares being fully paid. is based
solefy on a certificate of the Senior Vice President and Chief Financial Officer and the Vice
President. Treasurer. and Corporate Secretary of the Company confirming. among other things.
the Companw s receipt of the consideration called for by the applicable resolutions authorizing
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Our opinion may not be relied upon by any person or entity other than the Underwriters
and vou in connection with the matters referred to herein.

Our opinions are limited to the laws of the State of Delaware.
Sincerely yours.

PARKOWSKI, GUERKE & SWAYZE. P.A.

fackmdes, G b o
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October 12, 2006

The Prudential Insurance Company of America
C/o Prudential Capital Group

2200 Ross Avenue, Suite 4200E

Dallas, TX 75201

Prudential Retirement Insurance and Annuity Company
C/o Prudential Investment Management, Inc.

Private Placement Trade Management

PRIAC Administration

Gateway Center Four, 7" Floor

100 Mulberry Street

Newark, NI 07102

United of Omaha Life Insurance Company

C/o Prudential Private Placement investors, L.P.
Gateway Center Three. 18" Floor

100 Mulberry Street

Newark, NJ 07102

Tadies and Gentlemen:

We have acted as special Delaware counsel for Chesapeake Utilities Corporation
(the “Company”) in connection with the Note Agreement, dated as of October 18, 2003, between
the Company and each of vou (the “Note Agreement”), pursuant to which the Company has
issued to each of you todav 3.50% Senior Notes due October 12, 2020 of the Company, which in
the aggregate, are in the principal amount of $20.000.000. All terms used herein that are defined
in the Note Agreement have the respective meanings specified in the Note Agreement. This
Jetter is being delivered to each of you in satisfaction of the condition set forth in Section 1.4(c)
of the Note Agreement and with the understanding that each of you is purchasing the Notes in
reliance on the opinions expressed herein.



In this connection, we have examined such certificates of public officials,
certificates of officers of the Company and copies certified to our satisfaction of corporate
documents and records of the Company and of other papers, and have made such other
investigations, as we have deemed relevant and necessary as a basis for our opinion hereinafter
set forth. We have relied upon such certificates of public officials and of officers of the
Company with respect to the accuracy of material factual matters contained therein which were
not independently established. With respect to the opinion expressed in sub-paragraph “b”
below, we have also relied upon the representations made by each of vou in Sections 9.4 and 9.5
of the Note Agreement.

Based on the foregoing, it is our opinion that:

a. The Company has the corporate power and authority to carry on the business as
now being conducted.

b. The execution and delivery of the Note Agreement and the Notes, the offering,
issuance and sale of the Notes and fulfillment of and compliance with the respective provisions
of the Note Agreement and the Notes will not require any authorization, consent, approval,
exemption or other action by or notice to or filing with any Delaware court, Delaware
administrative or Delaware governmental body (other than the State of Delaware Public Service

Filivmey Aate K

Commission and routine filings after the date hereof with the Securities and Exchange
Commission and/or State Blue Sky authorities) pursuant to, any applicable Delaware law
(including any securities or Blue Sky law), statute, rule or regulation of the State of Delaware.
The Public Service Commission of the State of Delaware has duly entered Order No. 6708 in
PSC Docket No. 05-290 dated September 6, 2005, such Order is final and in full force and effect.
no appeal, review or contest thereof is pending, and no further action by the Public Service
Commission of the State of Delaware is a requirement to execution and delivery of the Note
Agreement or the Notes or the offering, issuance or sale of the Notes or the fulfiliment of
compliance with the requisite provisions of the Note Agreement and the Notes.

Our opinions may not be relied upon by any person or entity other than each of
vou, transferees of each of you and Schiff Hardin LLP, vour special counsel, in connection with
the matters referred to herein.

Our opinions are limited to the laws of the State of Delaware.

Sincerely vours,

PARKOWSKI, GUERKE & SWAYZE P A,

BY: %/%‘— / ZQ)—"""/ |

William A. Denman, Esq.
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Cctober 12, 2006

The Prudential Insurance Company of America
zio Prudential Capital Group

2200 Ross Avenue. Suite 4200E

Dallas, TX 75201

Prudential Retirement Insurance and Annuity Company
cio Prudential Investment Management, inc.

Private Placement Trade Management

PRIAC Adrministretion

Gateway Center Four, 7th Floor

100 Mulberry Strest

Neward, NJ 07102

United of Omaha Life Ingurance Company

cfo Prudential Private Placement investors. LP
Gateway Canter Three, 18th Floor

100 Mulberry Street

WNewark, NJ 07102

Ladies and Gentiamen:

We have acted as special Maryland rsgulatory counsel for Chesapeaks Udilities Corporation (the
‘Company™ in connection with the Note Agreement dated as of October 18, 2008, between the
Company and sach of you (the "Note Agreement”;, pursuant to which the Company has issued {0 sach of
you foday 5.50% Senior Notes due October 12, 2020 of the Company in the aggregate principsl amaunt
of $20.000,000. Al terms used herein that are defined in the Note Agresment have the respective
meanings specified in the Note Agreement. This istter is being deiivered to each of you with the

understanding that each of you is purchasing the Notes in reiiance on the opinions expressed herein,

Baged on the foregoing and assuming approvat of the subject ransaction by the Delaware Pubiic Service
Commission in Docket No. 05-280, It is ouwr opinion that:

The execution and delivery of the Note Agreement and the Notes, the offering, issuance and saie of the
Notes and fulfiliment of and compiiance with the respective provisions of the Note Agresment and the
Notes do not require any authorization, consent, approval, examption or other action by or notics to or
filing with any Maryland state administrative or governmental body. including, without limitation, the Public
Service Commission of Maryland, pursuant to any applicable law (including any securities ot Blue Sky
faw}, statute, rule, reguistion or other requirerment of the State of Maryland.

This opinion concerns only the effect of the laws of the State of Marviand as currently in effect. We
assume no abligation to supplement this opinian if any applicable laws change after the date hereof
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The Prudential insurance Company of America
Prugential Retirerment insurance and Annuity Company
United of Omaha Life Insurance Company

cteber 12, 2006
Fage 2

Our opinion may not be relied upon by any parson or entity other than each ¢f you, transferees of each of
you and Schiff Hardin LLP your special counsel in connection with the matters referred to herein, and
neither this opinion not this opinion igtter may be circulated, quoted, or relied upon by any other parson
for any other purpose without prior written consent (except to reguiatory autherities having jurisdiction
over you, including the National Association of Insuranze Commissianers).

Very truly yours,

DLA Piper UShLP
Y
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Baker Hostetler

BakersHosteterLLp

866 Fifth Avenue
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F 212.589.4201
October 12, 2006 ‘

www.bakerlaw.com

The Prudential Company of America
Prudential Retirement insurance and
Annuity Company

United of Omaha Life Insurance Company

Ladies and Gentlemen:

We have acted as special counsel for Chesapeake Utilities Corporation,
a Delaware corporation (the *Company”), in connection with the Note Agreement, dated
as of October 18, 2005, between the Company and each of you (the “Note
Agreement”), pursuant to which the Company has issued to each of you on the date
hereof its 5.50% Senior Notes due October 12, 2020 in the aggregate principal amount
of $20,000,000. Unless otherwise defined herein, capitalized terms used herein have
the respective meanings specified in the Note Agreement. This letter is being delivered
to each of you pursuant to Section 1.4(c) of the Note Agreement.

In rendering the opinions set forth herein, we have reviewed (i) the Note
Agreement, (i) the Notes and (iii) such corporate records, certificates and other
documents, and such questions of law, as we have deemed necessary or appropriate
for the purposes of this opinion.

We have assumed that all signatures are genuine (other than, in the
case of the Note Agreement and the Notes, those of the Company), that all documents
submitted to us as originals are authentic and that all copies of documents submitted to
us conform to the originals. We also have assumed:

{i) as to factual matters, the accuracy of the warranties and
representations contained in the Note Agreement, including the representations of the
Purchasers in Section 9.4 of the Note Agreement and in the certificates delivered by
officers of the Company pursuant to Section 1.4(d) of the Note Agreement;

(i) that any authorization, consent, approval, exemption or other
action by, or notice to or filing with, any court, administrative or governmental body that
is required for the execution and delivery of the Note Agreement and the Notes or the
consummation of the transactions contemplated thereby in accordance with the terms
thereof (other than to the extent addressed in paragraph 6 below) has been duly
obtained or made or shall be timely and duly obtained or made;

Cincinngti  Cleveland Cofumbus Cosla Mesa Denver Houston Los Angeles  New York  Orlando  Washington, DC
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(iiiy  that, other than to the extent addressed in paragraph 7 below,
the execution and delivery of the Note Agreement and the Notes, the offering, issuance
and sale of the Notes and the consummation by the Company of the transactions
contemplated in the Note Agreement and the Notes in accordance with the terms
thereof do not violate or contravene any statute, law, rule or regulation or any judgment,

order, decree or permit issued by any couri, arbitrator or governmental or regulatory
authority; and

(iv)  that the Note Agreement is a binding and enforceable agreement
of each party thereto other than the Company.

We have made no investigation for the purpose of verifying these
assumptions,

Where statements in this opinion are qualified by the expression “known
to us,” such statements refer to the actual knowledge, but not constructive or imputed
knowledge, of the attorneys in our firm who have given substantive attention to the
transaction that is the subject of this opinion, without any representation or implication
that any inquiry has been made with respect to such statements.

Based on the foregoing, and subject to the qualifications and
assumptions set forth herein, we are of the opinion that, insofar as the law of the State
of New York, the Delaware General Corporation Law {the "DGCL") and the Federal law
of the United States of America are concerned:

1. The Company is a corporation duly incorporated, validly existing and in
good standing under the faws of the State of Delaware.

2. The Company has the corporate power and authority to execute, deliver
and perform its obligations under the Note Agreement and the Notes.

3. The Note Agreement and the Notes have been duly authorized by all
requisite corporate action and duly executed and delivered by authorized officers of the
Company and constitute the valid and binding obligations of the Company, enforceable
against the Company in accordance with their terms, subject to bankruptey, insclvency,
fraudulent transfer, reorganization, moratorium, and other similar laws of general
applicability relating to or affecting creditors' rights and to general equity principles.

4. It is not necessary in connection with the offer, issuance, sale and
delivery of the Notes to the Purchasers under the circumstances contemplated by the
Note Agreement to register the Notes under the Securities Act of 1933, as amended, or

to qualify an indenture in respect of the Notes under the Trust Indenture Act of 1939, as
amended.

5. Neither the issuance and the sale of the Notes by the Company nor the
use of the proceeds thereof as described in the Note Agreement violates Regulation X
of the Board of Governors of the Federal Reserve System or will cause any of the
Purchasers to violate Regulation T or U of the Board of Governors of the Federal
Reserve System to the extent any of them may be subject thereto.
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6. No consent, approval, authorization or other action by or filing with any
governmental agency or instrumentality of the State of New York or the United States
of America or under the DGCL is required on the part of the Company for the execution
and delivery of the Note Agreement and the Notes or for the consummation by the
Company of the transactions contemplated thereby, or the performance of its
obligations thereunder, in accordance with the terms thereof.

7. The execution and delivery of the Note Agreement and the Notes, the
offering, issuance and sale of the Notes and the consummation by the Company of the
transactions contemplated thereby, and the performance of its obligations thereunder,
in accordance with the terms thereof (i) do not violate the DGCL, any New York or
Federal statute, law, rule or regulation to which the Company is subject, or the usury
laws of the State of New York or (i) do not conflict with, breach the terms, conditions or
provisions of, or constitute a default under, violate, or result in the creation of any Lien
upon any of the properties or assets of the Company pursuant to (A) the Certificate of
incorporation or Bylaws of the Company or (B) any of the instruments or agreements
listed on Scheduie 6.7 of the Note Agreement.

The foregoing opinion is subject to the following qualifications:
(g) We express no opinion as to:

{i) waivers of the rights to object to venue or other rights or benefits
bestowed by operation of law;

{if) provisions for liquidated damages and penalties, penalty interest,
interest on interest and certain indemnification provisions, it
being understood that the provisions of Section 2.2 and 5.2 of the
Note Agreement are not excluded under this clause i),

(iiy  provisions purporting to require a prevailing party in a dispute o
pay attorneys' fees and expenses, or other costs, to a non-
prevailing party;

(iv)  provisions purporting to supersede equitable principles, including
provisions requiring amendments and waivers to be in writing, or
relieving a party from liability for any negligence or misconduct of
such party;

V) provisions purporting to make a party's determination conclusive;
or

(vi)  exclusive jurisdiction or venue provisions, or any consent to
service of process by mail.

(b) We express no opinion with regard to (i} any state securities or Blue Sky
laws, (i) any commodities, insurance or tax laws or (i} the Employee Retirement
Income Security Act of 1974, or any comparable state laws.
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Indicate by check mark if the registrant is not required to file reports pursuant to Section |3 or Section 15(d) of the Act. Yes [ ]. No [X].

indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 13 (d) of the Securities
Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such repoits.
and (2) has been subject to such filing requirements for the past 90 davs. Yes [X]. No [ ].

indicate by check mark if disclosure of delinquent filers pursuant to ltem 405 of Regulation S-K is not contained hereir. and will notbe
contained. to the best of registrant’s knowledge, in definitive proxy or information statements incorporated by reference in Part 11I of
this Form 10-K or any amendments to this Form 10-K. [X]

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated filer. See definition
of “accelerated filer and large accelerated filer” in Rule 12b-2 of the Exchange Act. (Check one):
Large accelerated filer [ ] Accelerated filer [X] Non-accelerated filer [ |

Indicate by a check mark whether the registrant is a shell company {as defined in Rule 12b-2 of the Act). Yes [ 1. No [X].

The aggregate market value of the common shares held by non-affiliates of Chesapeake Utilities Corporation as of June 30. 2006. the
last business dav of its most recently completed second fiscal quarter, based on the last trade price on that date, as reported by the New
York Stock Exchange. was approximately $179.2 million.

As of March 8.2007. 6,717.348 shares of common stock were outstanding.

DOCUMENTS INCORPORATED BY REFERENCE

Portions of the Proxy Statement for the 2007 Annual Meeting of Stockholders are incorporated by reference in Part II1.
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PARTI

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

Safe Harbor for Forward-Looking Statements

Chesapeake Ultilities Corporation has made statements in this Form 10-K that are considered to be “forward-looking
statements” within the meaning of the Private Securities Litigation Reform Act of 1995. These statements are not matters
of historical fact and are typically identified by words such as, but not limited to, “believes,” “expects,” “intends,”
“plans,” and similar expressions, or future or conditional verbs such as “may,” “will,” “should,” “would,” and “could”.
These statements relate to matters such as customer growth, changes in revenues or gross margins, capital expenditures,
environmental remediation costs, regulatory trends and decisions. market risks associated with our propane operations,
the competitive position of the Company and other matters. It is important to understand that these forward-looking
statements are not guarantees, but are subject to certain risks and uncertainties and other important factors that could
cause actual results to differ materially from those in the forward-looking statements. The factors that could cause actual
results to differ materially from the Company s expectations include, but are not limited to those discussed in ltem 1A
“Risk Factors.”

ITEmM 1. BUSINESS.

(a) General Development of Business

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

Chesapeake’s three natural gas distribution divisions serve approximately 59,100 residential, commercial and industrial
customers in ceniral and southern Delaware. Maryland’s Eastern Shore and parts of Florida. The Company s natural gas
transmission subsidiary, Eastern Shore Natural Gas Company (“Eastern Shore™ or “ESNG™), operates a 366-mile
interstate pipeline system that transports gas from various points in Pennsyivania to the Company’s Delaware and
Maryland distribution divisions. as well as to other utilities and industrial customers in southern Pennsylivania, Delaware
and on the Eastern Shore of Marviand. Our propane distribution operation serves approximately 33.300 customers in
central and southern Delaware. the Eastern Shore of Maryland and Virginia. southeastern Pennsyivania. and parts of
Florida. The advanced information services segment provides domestic and international clients with information
technology related business services and solutions for both enterprise and e-business applications.

{b) Financial information about industry Segments
Financial information by business segment is included in Item 8 under the heading “Notes to Consolidated Financial
Statements — Note C.7

(¢} Narrative Description of Business

Chesapeake is engaged in three primary business activities: natural gas distribution. transmission and marketing, propane
distribution and wholesale marketing and advanced information services. in addition to the primary groups. Chesapeake
has subsidiaries in other related businesses.

(i) (a) Naturai Gas Distribution, Transmission and Marketing

General

Chesapeake distributes natural gas to residential, commercial and industrial customers in central and southern
Delaware. the Salisbury and Cambridge, Maryiand areas on Maryiand’s Eastern Shore and pars of Florida. These
activities are conducted through three utility divisions, one division in Delaware, another in Marviand and a third
division in Fiorida. The Company also offers natural gas supply and supply management services in the state of
Florida through its subsidiary. Peninsula Energy Services Company. Inc. (“PESCO™).
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Delaware and Maryland. Chesapeake's Delaware and Maryland utility divisions serve approximately 43,400
customers, of which approximately 45.200 are residential and commercial customers purchasing gas primarily for
heating purposes. The remaining customers are industrial, For the vear 2006, residential and commercial customers
accounted for approximately 77% of the volume delivered by the divisions and 75% of the divisions’ revenue.

Florida. The Florida division distributes natural gas to approximately 13,630 residential and commercial and 100
industrial customers in the 13 Counties of Polk, Osceola, Hillsborough, Gadsden, Gilchrist, Union, Holmes. Jackson,
Desoto, Suwannee, Liberty, Washington and Citrus. Currently, the industrial customers, which purchase and
transport gas on a firm basis, account for approximately 92% of the volume delivered by the Florida division and
43% of the revenues. These customers are primarily engaged in the citrus and phosphate industries and in electric
cogeneration.

PESCO provides natural gas supply and supply management services to commercial and industrial end users in
Florida. During 2005, Chesapeake formed a wholly owned subsidiary. Peninsula Pipeline Company, Inc. to provide
natural gas transportation services to industrial customers by an intra-state pipeline.

Eastern Shore. The Company’s wholly owned transmission subsidiary, Eastern Shore. owns and operates an
interstate natural gas pipeline and provides open access wransportation services for affitiated and non-affiliated
companies through an integrated gas pipeline extending from southeastern Pennsylvania through Delaware o its
terminus on the Eastern Shore of Maryland. Eastern Shore also provides swing transportation service and contract
storage services. Eastern Shore’s rates and services are subject to regulation by the Federal Energy Regulatory
Commission (“FERC™).

Adequacy of Resources

General The Delaware and Maryland divisions have both firm and interruptible contracts with four interstate “open
access” pipelines including Eastern Shore. The divisions are directiv interconnected with Eastern Shore and services
upstream of Eastern Shore are contracted with Transcontinental Gas Pipeline Corporation (“Transco”), Columbia
Gas Transmission Corporation (“Columbia”} and Columbia Gulf Transmission Company (“Gulf™). None of the
upstream service providers are affiliates of the Company. The divisions use their firm transportation supply
resources to meet a significant percentage of their projected demand requirements. In order to meet the difference
between firm supply and firm demand, the divisions purchase natural gas supply on the spot market from various
suppliers. This gas is transported by the upstream pipelines and delivered to the divisions' interconnects with Eastern
Shore. The divisions also have the capability to use propane-air peak-shaving 1o supplement or displace the spot
market purchases. The Company believes that the availability of gas supply and transportation 1o the Delaware and
Marvland divisions is adequate under existing arrangements to meet the anticipated needs of their customers.
Delaware. The Delaware division's contracts with Transco inciude: (a) firm transportation capacity of 9,026
dekatherms (“Dt”) per day. with provisions to continue from year to vear. subject to 180 days notice for termination:
(b) firm wansportation capacity of 311 Dt per day for December through February, with provisions to continue such
contract on a vear to vear basis. subject to 180 days notice for termination; (¢} firm transportation capacity of 174 Dt
per day. which expires in 2008: (d) firm wansportation capacity of 1.842 Dt. which expires in 2009: (¢} firm siorage
service, providing a peak day entitlement of 1,680 Dt and atotal capacity of 142.830 Dt. with provisions to continue
such contract on a year to year basis. subject to 180 days notice for termination: and (f firm storage service.
providing a peak day entitlement of 1.786 Dt and 2 toal capacity of 17.967 Dt which expires in 2013,

The Delaware division’s contracts with Columbia include: (a) firm transportation capacity of 880 Dt per dav. which
expires in 2014: (b) firm transportation capacity of 1,132 Dt per day. which expires in 2017: (¢) firm wransportation
capacity of 549 Dt per day, which expires in 2018: (d) firm transportation capacity of 899 per day. which expires in
2019; (e) firm storage service providing a peak day entitlement 0f 6.193 Dtand a total capacity 0f 298,195 Dt. which
expires in 2013; (f) firm storage service. providing a peak day entitlement of 635 Dt and a total capacitv of §7.139
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Dt, which expires in 2018; (g) firm storage service providing a peak day entitiement of 583 Drand a total capacity of
52,460 Dt, which expires in 2019; (h) firm storage service providing a peak day entitlement of 583 Dt and a total
capacity of 52,460 Dt, which expires in 2020; (i) firm storage service providing a peak day entitlement of 15 Dt and
atotal capacity of 1,350 Dt. which expires in 2018, and (j) firm storage service providing a peak day entitlement of
215 Dt and a total capacity of 10.646 Dt, which expires in 2010. Delaware’'s contracts with Columbia for storage-
related transportation provide quantities that are equiv alent to the peak day entitlement for the period of October
through March and are equivalent to fifty percent (50%) of the peak day entitlement for the period of April through
September. The terms of the storage-related transportation contracts mirror the storage services that they support.

The Delaware division’s contract with Gulf, which expires in 2009, provides firm wransportation capacity of 880 Dt
per day for the period November through March and 809 Dt per day for the period April through October.

The Delaware division’s contracts with Eastern Shore include: (a} firm transportation capacity of 53.637 Dt per day
for the period December through February, 52,413 Dt per day for the months of November, March and April, and
43,339 Dt per day for the period May through October., with various expiration dates ranging from 2007 to 2017: (b)
firm storage capacity providing a peak day entitlement 0f 2,655 Dt and a total capacity of 131,370 Dt. which expires
in 2013: (c) firm storage capacity providing a peak day entitlement of 580 Dt and a total capacity of 29,000 Dt,
which expires in 2013; (d) firm siorage capacity providing a peak day entitlement of 911 Dt and a total capacity of
5.708 Dt. with provisions to continue such contract on a vear to vear basis, subject 10 180 days notice for
termination.

The Delaware division currently has contracts for the purchase of firm natural gas supply with several suppliers.
These supply contracts provide the availability of'a maximum firm daily entitiement 0of 37.500 Dt and delivered on

ransco. Columbie. and/or Gulf systems 10 Eastern Shore for redelivery under firm transportation contracts, The gas
purchase contracts have various expiration dates and daily quantities may vary from day to day and month to month.

Marviand. The Marviand division’s contracts with Transco include: (a) firm transportation capacity of 4,738 Diper
day. with provisions to continue such contract on 2 year to vear basis. subject to 180 davs notice fortermination: (b}
firm transportation capacity of 135 Dt per day for December through February, with provisions to continue such
contract on a vear to vear basis. subject to 180 days notice for termination: (¢} firm transportation capacity of 973 Dt,
which expires in 2009; (d) firm storage service providing a peak day entitiement of 390 Dt and a total capacity of
33.120 Drt, with provisions to continue such contract on a vear to vear basis. subject to 180 days notice for
termination : and (e) firm storage service, providing a peak day entitlement of 546 Dt and a total capacity of 5,489
Dt. which expires in 2013.

The Marvland division's contracts with Columbia include: (a) firm transportation capacity of 442 Dt per day. which
expires in 2014: (b) firm transportation capacity of 908 Dt per day. which expires in 2017; (¢) firm transportation
capacity 0f 350 Duper day. which expires in 2018; (d) firm storage service providing a peak day entitiement of 3,142
Dt and a total capacity of 154,736 Dt. which expires in 20135 (e} firm storage service providing a peak day
entitiement of 521 Dt and a total capacity of 46.881 D1, which expires in 2018: and (1) firm wansportation capacit:
of 1.832 Dt per dav for the period April through September. The Marviand division’s contracts with Columbia for
storage-related transportation provide quantities that are equivalent to the peak day entitiement for the period
October through March and are equivalent 1o fifty percent (50%) of the peak day entitlement for the period April
through September. The terms of the storage-related transportation contracts mirror the storage services that the
SUppOort.

The Marvland division’s contract with Guif, which expires in 2009, provides firm transportation capacity of 590 Dt
per day for the period November through March and 343 Dt per day for the period April through October.

The Marvland division's contracts with Eastern Shore include: (a) firm transportation capacity of 18.982 Dt per day
for the period December through February. 18.254 Dt per day for the months of November. March and April and
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13,674 Dt per day for the period May through October, with various expiration dates ranging from 2007 to 2015; (b)
firm storage capacity providing a peak day entitlement of 1,428 Dt and a total capacity of 70,665 Dt, which expires
in 2013; (c) firm storage capacity providing a peak day entitlement of 309 Dt and a total capacity of 13,500 Dt,
which expires in 2013; and (d) firm storage capacity providing a peak day entitlement of 569 Dt and a total capacity
of 3,560 Dt, with provisions to continue such contract on a year to year basis, subject to 180 days notice for
termination.

The Maryland division currently has contracts for the purchase of firm natural gas supply with several suppliers.
These supply contracts provide the availability of 2 maximum form daily entitlement of 11,500 Dt delivered on
Transco, Columbia. and/or Gulf systems to Eastern Shore for redelivery under the Maryiand division’s
ransportation contracts. The gas purchase contracts have various expiration dates and daily quantities may vary
from day to day and month to month.

Florida. The Florida division receives natural gas from Florida Gas Transmission Company (“FGT™) and Gulfstream
Natural Gas System (“Gulfstream™). The Florida division has firm transportation agreements with both of these
interstate pipelines. All of the capacity under these agreements has been released to various third parties and
PESCO. our natural gas marketing subsidiary. Under terms of these capacity release agreements. Chesapeake is
contingently liable to FGT and Gulfstream should the party that acquired the capacity through release fail to pay for
the service.

Chesapeake’s contracts with FGT inciude transportation service for: (a) daily firm transportation capacity 0f27.519
Dt in November through April; 21.123 Dt in May through September. and 27,1035 Dt in October, which expires in
2010: and (b) daily firm transportation capacity of 1.000 Dt daily, which expires in 2015,

Chesapeake’s contracts with Gulfstream include transportation service for daily firm transportation capacity of
10.000 Dt daily. The contract with Gulfsiream expires May 31. 2022,

PESCO currently has contracts with Eagie Energy Pariners and Prior Energy for the purchase of firm natural gas
supply. The Eagle Energy Partners’ contract provides the availability of a maximum firm daily entitiement of 10.000
MMBtus and has an expiration date of May 2007. The Prior Energy contract provides the availability ofa maximum
firm daily entitiement of 7.500 MMBtus and has an expiration date of May 2007.

Eastern Shore. Eastern Shore aiso has contracts with Transco for: (a) 7.046 Mcf of firm peak day storage
entitlements and total storage capacity of 278.264 Mcf, which expires in 2013,

Eastern Shore has retained the firm transportation capacity and firm storage services described above in order w0
provide swing transportation service and storage service 10 those customers that requested such service.

Competition
See discussion on competition in Item 7 under the heading *“Management’s Discussion and Analysis —
Competition.”

Rates and Regu/lation

General. Chesapeake’s natural gas distribution divisions are subject to regulation by the Delaware. Maryland and
Florida Public Service Commissions with respect 1o various aspects of the business. including the rates for sales and
transportation to all customers in each respective jurisdiction. All of Chesapeake’s firm distribution sales rates are
subject to gas cost recovery mechanisms, which match revenues with gas costs and normally allow eventual full
recovery of gas costs, Adjustments under these mechanisms, which are limited to gas costs, require periodic filings
and hearings with the reievant regulatorv authority.
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Eastern Shore is subject to regulation by the FERC as an interstate pipeline. The FERC regulates the provision of
service, terms and conditions of service, and the rates Eastern Shore can charge for its transportation and storage
services.

Management monitors the achieved rate of return in each jurisdiction in order to ensure the timely filing of rate
cases.

Regulatory Proceedings
See discussion of regulatory activities in Item 7 under the heading “Management’s Discussion and Analysis —
Regulatory Activities.”

(i) (b) Propane Distribution and Wholesale Marketing

General

Chesapeake’s propane distribution group consists of (1) Sharp Energy. Inc. (“Sharp Energy™). a wholly owned
subsidiary of Chesapeake, (2) Sharpgas. Inc. (“Sharpgas™). a wholly owned subsidiary of Sharp Energy. and (3) Tri-
County Gas Co.. Incorporated (“Tri-County™). a wholly owned subsidiary of Sharp Energy. The propane wholesale

marketing group consists of Xeron. Inc. (“Xeron”), a wholly owned subsidiary of Chesapeake.

Propane is a form of liquefied petroleum gas, which is typically extracted from natural gas or separated during the
crude oil refining process. Although propane is a gas at normal pressure, it is easily compressed into liquid form for
storage and transportation. Propane is a clean-burning fuel, gaining increased recognition for its environmental
superiority, safety, efficiency, ransportability and ease of use relative 1o alternative forms of energy. Propane is sold
primarily in suburban and rural areas, which are not served by natural gas distributors. Demand is typically much
higher in the winter months and is significantly affecied by seasonal variations. particularly the relative severity of
winter temperatures. because of its use in residential and commercial heating.

During 2006. our propane distribution operations served approximately 33.300 propane customers on the Deimarva
Peninsula, southeastern Pennsyivania and in Florida and delivered approximately 24.2 million retail and wholesale
galtons of propane.

in May 1998, Chesapeake acquired Xeron, a natural gas liquids trading company Jocated in Houston, Texas. Xeron
markets propane 1o large independent and petrochemical companies, resellers and southeastern rewil propane
companies in the United States. Additional information on Xeron's trading and wholesale marketing activities.
market risks and the controls that limit and monitor the risks are included in liem 7 under the heading
“Management’s Discussion and Analyvsis — Market Risk.”

The propane distribution business is affected by many factors. such as seasonality. the absence of price regulation.
and competition among local providers. The propane wholesale marketing business is affected by whoiesale price
volatility and the supply and demand for propane at a wholesaie level

Adequacy of Resources

The Company’s propane distribution operations purchase propane primarily from suppliers. including major oil
companies and independent producers of natural gas liquids. Supplies of propane from these and other sources are
readily available for purchase by the Company, Supply contracts generally include minimum (not subject to take-or-
pay premiums; and maximum purchase provisions.

The Company’s propane distribution operations use trucks and railroad cars to transport propane from refineries.
natural gas processing plants or pipeline terminals to its bulk storage facilities. From these facilities, propane is
delivered primarily by “bobrail” trucks. owned and operated by the Company. to tanks located at the customer’s
premises.
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Xeron does not own physical storage facilities or equipment to transport propane; however. it contracts for storage
and pipeline capacity to facilitate the sale of propane on a wholesale basis.

Competition
See discussion on competition in ltem 7 under the heading “Management’s Discussion and Analysis —
Competition.”

Rates and Regulation

The propane distribution and wholesale marketing activities are not subject to any federal or state pricing regulation.
Transport operations are subject to regulations concerning the transportation of hazardous materials promulgated
under the Federal Motor Carrier Safety Act, which is administered by the United States Department of
Transportation and enforced by the various states in which such operations take place. Propane distribution
operations are also subject to state safety regulations relating to “hook-up™ and placement of propane tanks.

The Company’s propane operations are subject to all operating hazards normally associated with the handling,
storage and transportation of combustible liquids, such as the risk of personal injury and property damage caused by
fire. The Company carries general liability insurance in the amount of $35 million. but there is no assurance that
such insurance will be adequate.

(i) (c) Advanced Information Services

General

Chesapeake's advanced information services segment consists of BravePoint. Inc. {“BravePoint™ ). a wholly owned
subsidiary of the Company. BravePoint. headquartered in Norcross. Georgia, provides domestic and international
clients with information technology related business services and solutions for both enterprise and e-business
applications.

Competition
See discussion on competition in Item 7 under the heading “Management’s Discussion and Analysis —
Competition.”

(i) (d) Other Subsidiaries

Skipjack. Inc. (“Skipjack™). Eastern Shore Real Estate, Inc. and Chesapeake Investment Company are wholly owned
subsidiaries of Chesapeake Service Company. Skipiack and Eastern Shore Real Estate, Inc. own and [ease office
buildings in Delaware and Maryland 1o affiliates of Chesapeake. Chesapeake Invesiment Company is a Delaware
affiliated investment company. During 2004. Chesapeake formed a new company. OnSight Energy. LLC
(“OnSight™). to provide distributed energy solutions to customers requiring refiable, uninterrupied energy sources
and/or those wishing to reduce energy costs.

(ii) Seasonal Nature of Business

Revenues from the Company’s residential and commercial natural gas sales and from its propane distribution
activities are affected by seasonal variations. since the majorityv of these sales are to customers using the fueis for
heating purposes, Revenues from these customers are accordingly affected by the mildness or severity of the heating
season.

(iii) Capital Budget

A discussion of capital expenditures by business segment and capital expenditures for environmentai control
facilities are included in Item 7 under the heading “Management Discussion and Analysis — Liquidity and Capita;
Resources.”
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(iv) Employees
As of December 31, 2006, Chesapeake had 437 employees, including 193 in natural gas, 142 in propane and 70 in
advanced information services. The remaining 32 employees are considered general and administrative and include

officers of the Company, treasury. accounting, internal audit, information technology, human resources and other
administrative personnel.

(v) Executive Officers of the Registrant
Information pertaining to the executive officers of the Company is as follows:

John R, Schimkaitis {age 59) Mr. Schimkaitis is President and Chief Executive Officer of Chesapeake and its
subsidiaries. Mr. Schimkaitis assumed the role of Chief Executive Officer on January 1, 1999. He has served as
President since 1997, Prior to this, Mr. Schimkaitis served as President and Chief Operating Officer, Executive Vice
President, Senior Vice President, Chief Financial Officer, Vice President, Treasurer, Assistant Treasurer and
Assistant Secretary of Chesapeake,

Michael P. McMasters (age 48} Mr. McMasters is Senior Vice President and Chief Financial Officer of Chesapeake
Utilities Corporation. He was appointed Senior Vice President in 2004 and has served as Chief Financial Officer
since December 1996, He has previously held the positions of Vice President. Treasurer. Director of Accounting and
Raies. and Controller. From 1992 to May 1994, Mr. McMasters was employed as Director of Operations Planning
for Equitable Gas Company.

Stephen C. Thompson (age 46) Mr. Thompson is President of Eastern Shore Natural Gas Company and Senior Vice
President of Chesapeake Utilities Corporation. Prior to becoming Senior Vice President in 2004, he served as Vice
President of Chesapeake since May 1997, He has also served as Vice President. Director of Gas Supply and
Marketing, Superintendent of Eastern Shore and Regional Manager for the Florida distribution operations,

Beth W. Cooper (age 40) Ms. Cooper is Vice President. Treasurer and Corporate Secretary of Chesapeak e Utilities
Corporation, Ms. Cooper has served as Corporate Secretary since July 2005. She previously served as Assistant
Treasurer and Assistant Secretary, Director of Internal Audit, Director of Strategic Planning, Pianning Consultant.
Accounting Manager for Non-regulated Operations and Treasury Analyst. Prior 1o joining Chesapeake. she was
emploved as an auditor with Ernst & Young's Entrepreneurial Services Group.

S, Robert Zola (age 34) Mr. Zola joined Sharp Energy in August of 2002 as President. Prior to joining Sharp Energy.
Mr. Zola most recently served as Northeast Regional Manager of Svnergy Gas. now Cornerstone MLP. in
Philadeiphia. PA. During his 26-vear career in the propane industry. Mr, Zola aiso started Biuestwreak Propane in
Phoenix. AZ. which after successiully developing the business. was sold 1o Ferrell Gas.

(vi) Financial information about Geographic Areas
All of the Company’s material operations. customers. and assets occur and are located in the United States.

(d) Availabie information

As a public company, Chesapeake files annuai. quarterly and other reports. as well as its annual proxy statement and
other information. with the Securities and Exchange Commission {“SEC™). The public may read and copy any materials
that the Company files with the SEC at the SEC's Public Reference Room at 100 F Sweet. NE
Washington, DC 20549-3546: and the public may obtain information on the operation of the Public Reference Room by
calling the SEC at 1-800-SEC-0330. The SEC also maintains an Internet site that contains reports. proxy and information
statements and other information regarding the Company. The address of the SEC's Internet website is www.sec.gov.
Chesapeake makes available. free of charge, on its Internet website its Annual Report on Form 10-K. Quarterly Reports
on Form 10-Q, Current Reports on Form 8-K and amendments to those reports, as soon as reasonably practicable after
such reports are electronically filed with or furnished 1o the SEC. The address of Chesapeake’s Internet website is
www.chpk.com. The content of this website is not part of this report.
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Chesapeak e has a Business Code of Ethics and Conduct applicable to all employees, officers and directors and a Code of
Ethics for Financial Officers. Copies of the Business Code of Ethics and Conduct and the Financial Officer Code of
Ethics are available on its internet website, Chesapeake also adopted Corporate Governance Guidelines and Charters for
the Audit Committee, Compensation Committee, and Governance Committee of the Board of Directors. each of which
satisfies the regulatory requirements established by the Securities and Exchange Commission and the New York Stock
Exchange (“NYSE”). The Board of Directors has also adopted “Corporate Governance Guidelines on Director
Independence,” which conform to the NYSE listing standards on director independence. Each of these documents also is
available on Chesapeake’s Internet website or may be obtained by writing to: Corporate Secretary: c¢/o Chesapeake
Utilities Corporation; 909 Silver Lake Blvd.; Dover, DE 19904,

If Chesapeake makes any amendment to, or grants a waiver of. anv provision of the Business Code of Ethics and
Conduct or the Financial Officer Code of Ethics applicable to its principal executive officer, principal financial officer.
principal accounting officer or controller, the amendment or waiver will be disclosed within five business days on the
Company’s Internet website.

ITEM 1A, RISK FACTORS.

The following is a discussion of the primary factors that may affect the operations and/or financial performance of the
regulated and unregulated businesses of Chesapeake. Refer to the section emtitled “Management's Discussion and
Analvsis of Financial Condition and Results of Operations” under Iiem 7 of this report for an additional discussion of
these and other related factors that affect the Company s operations and/or financial performance. The principal business.
economic and other factors that affect the operations and/or financial performance of the Company include:

Fluctuations in weather have the potential to adversely affect our results of operations, cash flows and financial
condition,

Our utility and propane distribution operations are sensitive to fluctuations in weather. and weather conditions directly
influence the volume of natural gas and propane delivered by our utility and propane distribution operations to customers.
A significant portion of our utility and propane distribution operations’ revenues are derived from the delivery of natural
gas and propane to residential and commercial heating customers during the five-month peak heating season of
November through March. If the weather is warmer than normal, we deliver less natural gas and propane to customers.
and earn less revenue. In addition. hurricanes or other extreme weather conditions could damage production or
wansportation facilities, which could result in decreased supplies of natural gas and propane. increased supply costs and
higher prices for customers,

Regulation of the Company, including changes in the regulatory environment ir general, may adversely affect our
results of operations, cash flows and financial condition.

The state Public Service Commissions of Delaware, Maryiand and Florida regulate our natural gas distwribution
operations. Eastern Shore. our natural gas transmission subsidiary. is regujated by the FERC. These regulaiory agencies
set the rates in their respective jurisdictions that we can charge customers for our rate-reguiated services. Changes in
these rates. as ordered by regulatory commissions, affect our financial performance. Our ability to obtain timely future
rate increases and rate supplements to maintain current rates of return depends on regulatory discretion. and there can be
no assurance that our divisions and Eastern Shore will be able 10 obtain rate increases or supplements or continue
receiving currently authorized rates of return,

The amount and availabiliny of nawural gas and propane supplies are difficult to predict, which may reduce our
earnings.

Natural gas and propane production can be impacted by factors outside of our control. such as weather and refinerv
closings. If we are unable to obtain sufficient natural gas and propane supplies to meet demand. our results of operations
may be negatively impacted.
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We rely on having access to interstate pipelines’ transportation and storage capacity. If these pipelines or storage
facilities were not available, it may impair our ability to meet our customers’ full requirements.

We must acquire both sufficient natural gas supplies and interstate pipeline and storage capacity to meet customer
requirements. We must contract for reliable and adequate delivery capacity for our distribution system, while considering
the dynamics of the interstate pipeline and storage capacity market, our own on-system resources, as well as, the
characteristics of our customer base. Local natural gas distribution companies, including us, and other participants in the
energy industry, have raised concerns regarding the future availability of additional upstream interstate pipeline and
storage capacity. Additional available pipeline and storage capacity is a business issue that must be managed by us, as
our customer base grows.

Natural gas and propane commodity price changes may affect the operating costs and competitive positions of our
natural gas and propane distribution operations, which may adversely affect our results of operations, cash flows and
financial condition.

Natura] Gas. Over the last four vears, natural gas costs have increased significantly and become more volatile. in
addition, the hurricane activity in 2005 reduced the natural gas available from the Gulf Coast region, further contributing
1o the volatility of natural gas prices. Higher natural gas prices can result in significant increases in the cost of gas billed
1o customers during the winter heating season. Under our regulated gas cost recovery mechanisms, we record cost of gas
expense equal to the cost of gas recovered in revenues from customers. Therefore. an increase in the cost of gas due to an
increase in the price of the natural gas commodity generally has no immediate effect on our revenues and net income,
However, our net income may be reduced due to higher expenses that may be incurred for uncoliectible customer
accounts, as well as, lower volumes of natural gas deliveries to customers due to lower natural gas consumption caused
by customer conservation. Increases in the price of natural gas also can affect our operating cash flows. as well as the
competitiveness of natural gas as an energy source.

Propane. The level of profitability in the retail propane business is largely dependent on the difference berween the cost
of propane and the revenues derived from our sale of propane to our customers. Propane costs are subject to volatile
changes as a result of product supply or other market conditions. including economic and political factors impacting
crude oil and natural gas supply or pricing. Propane cost changes can occur rapidly over a short period of time and can
impact profitability. There is no assurance that we will be able 10 pass on propane cost increases fully or immediately.
particularly when propane costs increase or decrease rapidly. Therefore. average retail sales prices can vary significantly
from vear o vear as product costs fluctuate with propane, fuel oil. crude oil and natural gas commodity market
conditions. in addition, in periods of sustained higher commodity prices. retail sales volumes may be negatively impacted
by customer conservation efforts and increased amounts of uncollectible accounts. which may adversely affect net
income.

We compete in a competitive environ ment and may be faced with losing cus tomers 10 a competitor.

We compete with third-party suppliers to sell gas to industrial customers. As it relates to transponation services, our
competitors include the interstate pipelines if distribution customer is located close enough to the wansmission
company’s pineline 1o make a connection economically feasible.

Our propane distribution operations compete with several other propane distributors in their service territories, primariiy
on the basis of service and price. emphasizing reliability of service and responsiveness. Some of our competitors have
significantly greater resources. The retail propane industry is mature. and we foresee only modest growth in total
demand. Given this limited growti. we expect that vear-to-year industry volumes will be principally affected by weather
patterns, Therefore. our ability to grow the propane distribution business is contingent upon execution of our community
gas systems strategy to capture market share and to employ service pricing programs that retain and grow our customer
base. Any failure 1o retain and grow our customer base would have an adverse effect on our results.

The propane wholesale marketing operation competes against various marketers. many of which have significantly
grealer resources and are able to obtain price or volumetric advantages.
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The advanced information services business faces significant competition from a number of larger competitors having
substantially greater resources available to them to compete on the basis of technological expertise, reputation and price.

Costs of compliance with environmental laws may be significant.

We are subject to federal, state and local laws and regulations governing environmental quality and pollution control.
These evolving laws and regulations may require expenditures over a long period of time to control environmental effects
at current and former operating sites, including former manufactured gas plant sites that we have acquired from third
parties. Compliance with these legal requirements requires us to commit capital toward environmental compliance. [f we
fail to comply with environmental laws and regulations, even if such failure is caused by factors beyond our control, we
may be assessed civil or criminal penalties and fines.

To date. we have been able to recover through approved rate mechanisms the costs of recovery associated with the
remediation of former manufactured gas plant sites. However, there is no guarantee that we will be able to recover future
remediation costs in the same manner or at all, A change in our approved rate mechanisms for recovery of environmental

remediation costs at former manufactured gas plant sites could adversely affect our results of operations. cash flows and
financial condition.

Further, existing environmental laws and regulations may be revised or new laws and regulations seeking to protect the
environment may be adopted or become applicable to us. Revised or additional laws and regulations could resuft in
additional operating restrictions on our facilities or increased compliance costs which may not be fully recoverable by us.

A change in the economic conditions and interest rates may adversely affect our results of operations and cash flows,
A downturn in the economies of the regions in which we operate, which we cannot accurately predict. might adversely
affect our ability to increase our customer base and other businesses at the same rate they have grown in the recent past.
Further. an increase in interest rates, without the recovery of the higher cost of debt in the sales and/or transportation
rates we charge our utility customers, could adversely affect future earnings. An increase in short-term interest rates
would negatively affect our results of operations. which depend on short-term debt to finance accounts receivabie,
storage gas inventories. and to temporarily finance capital expenditures.

Inflation may impact our results of operations, cash flows and financial position.

Inflation affects the cost of supply. labor, products and services required for operations. maintenance and capital
improvements. While the impact of inflation has remained low in recent years. natural gas and propane prices are subject
to rapid fluctuations. To help cope with the effects of inflation on our capital investments and returns, we seek rate refief
from regulatory commissions for regulated operations while monitoring the returns of our unregulated business
operations, There can be no assurance that we will be able to obtain adequate and timely rate relief 1o offset the effects of
inflation. To compensate for fluctuations in propane gas prices, we adjust our propane setling prices to the extent allowed
by the market. However. there can be no assurance that we will be able 1o increase propane sales prices sufficientiy to
fully compensate for such fluctuations in the cost of propane gas 10 us.

Changes in technology may adversely affect our advanced information services segment’s results of operations, cash
flows and financial condition.

Our advanced information services segment participates in a marker that is characterized by rapidly changing technology
and accelerating product introduction cycles. The success of our advanced information services segment depends upon
our ability to address the rapidly changing needs of our customers by developing and supplying high-quality. cost-
effective products, product enhancements and services on a timely basis, and by keeping pace with technological
deveiopments and emerging indusiry standards. There can be no assurance that we will be able 10 keep up with
technological advancements necessary to make our products competitive.
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Our energy marketing subsidiaries have credit risk and credit requirements that may adversely affect our results of
operations, cash flows and financial condition.

Xeron, our propane wholesale and marketing subsidiary, and PESCO, our natural gas marketing subsidiary in Florida,
extend credit 1o counter-parties. While we believe Xeron and PESCO utilize prudent credit policies, each of these
subsidiaries is exposed to the risk that it may not be able to collect amounts owed 1o it. If the counter-party to such a
transaction fails to perform and any underlying collateral is inadeguate, we could experience financial losses.

Xeron and PESCO are dependent upon the availability of credit to buy propane and natural gas for resale or to trade. If
the financial condition of these subsidiaries declines, or if our financial condition declines, then the cost of credit
avallable to these subsidiaries could increase. If credit is not available, or if credit is more costly, our results of
operations, cash flows and financial condition may be adverselv affected.

Our use of derivative instruments may adversely affect our resulits of operations.

Fluctuating commodity prices cause our earnings and financing costs to be impacted. Our propane distribution and
wholesale marketing segment uses derivative instruments. including forwards. swaps and puts. to hedge price risk, in
addition. we have utilized in the past, and may decide. after further evaluation. to continue 1o utilize derivative
instruments to hedge price risk for our Delaware and Maryland divisions. as well as PESCO. While we have a risk
management policy and operating procedures in place to control our exposure to risk. if we purchase derivative
instruments that are not properly matched to our exposure, our results of operations. cash flows. and financial conditions
may be adversely impacted.

Inability to access the capital markets may impair our future growti.

We rely on access 1o both short-term and longer-term capital markets as a significant source of liquidity for capital
requirements not satisfied by the cash flow from our operations. Currently, $55 million of the total $80 million of short-
term lines of credit utilized to satisfy our short-term financing requirements are discretionary, uncommitted lines of
credit. We utilize discretionary lines of credit to reduce the cost associated with these short-term financing requirements.
We are committed to maintaining a sound capital structure and strong credit ratings to provide the financial flexibility
needed to access the capital markets when required. However, if we are not able to access capital at competitive rates,
our ability to implement our strategic plan. undertake improvements and make other investments required for our future
growth may be limited.

We are dependent upon access to naturai gas supply and the construction of new fuacilities to support future growth in
earnings in our utilities and the interstate pipeline.

Construction of these facilities is subject 1o various regulatory. development and operational risks, include but not fimited
o our ability 10 obtain necessary approvals and permits by regulatory agencies on a timely basis and on terms that are
acceptable 10 us; potential changes in federal. state and Jocal swatutes and regulations, including environmemal
requirements. that prevent a project from proceeding or increase the anticipated cost of the project: impediments on our
ability to acquire rights-of-way or land rights on a timelv basis on terms that are acceptable to us: lack of anticipated
future growth in natural gas supply: and lack of transpertation or throughput commitments.

We are subject to operating and litigation risks that may not be covered by insurance.

Our operations are subject 10 the operating hazards and risks normally incidental to handling. storing. transporting and
otherwise providing natural gas and propane to end users. As a result, we are sometimes a defendant in legal proceedings
and litigation arising in the ordinary course of business. We maintain insurance policies with insurers in such amounts
and with such coverages and deductibles as we believe are reasonable and prudent. There can be no assurance:; howevet.
that such insurance will be adequate to protect us from all material expenses related to potential future claims for
personal injury and property damage or that such levels of insurance will be available in the future at economical prices.

ITEM 1B. UNRESOLVED STAFF COMMENTS.

None,
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{TEM 2. PROPERTIES

(a) General

The Company owns offices and operates facilities in the following locations: Pocomoke. Salisbury, Cambridge and
Princess Anne, Maryland; Dover, Seaford, Laurel and Georgetown, Delaware; and Winter Haven, Florida. Chesapeake
rents office space in Dover and Ocean View, Delaware; Jupiter and Lecanto, Florida; Chincoteague and Belle Haven,
Virginia; Easton, and Salisbury, Maryland; Honey Brook and Allentown, Pennsylvania; Houston, Texas; and Norcross,
Georgia. In general, the Company believes that its properties are adequate for the uses for which they are emploved.

Capacity and utilization of the Company’s facilities can vary significantly due to the seasonal nature of the natural gas
and propane distribution businesses,

(b) Natural Gas Distribution

Chesapeake owns over 9635 miles of natural gas distribution mains (together with related service lines, meters and
regulators) located in its Delaware and Marvland service areas and 726 miles of natural gas distribution mains (and
related equipment) in its central Florida service areas. Chesapeake also owns facilities in Delaware and Marvland for
propane-air injection during periods of peak demand.

(c) Natural Gas Transmission

Eastern Shore owns and operates approximately 366 miles of transmission pipelines extending from supply interconnects
at Parkesburg, Pennsylvania: Daleville. Pennsylvania and Hockessin. Delaware to approximatelv 73 delivery points in
southeastern Pennsylvania. Delaware and the eastern shore of Marviand.

(d) Propane Distribution and Wholesale Markefing

The company’s Delmarva-based propane distribution operation owns bulk propane storage facilities with an aggregate
capacity of approximately 2.0 million gallons at 42 plant facilities in Delaware. Maryland and Virginia, located on real
estate that is either owned or leased. The Company’s Fiorida-based propane distribution operation owns three bulk
propane storage facilities with a total capacity of 66.000 gallons. Xeron does not own phvsical storage facilities or
equipment to transport propane; however. it leases propane storage capacity and pipeline capacity.

iTEM 3. LEGAL PROCEEDINGS

{a) General

The Company and its subsidiaries are involved in various legal actions and claims arising in the normal course of
business. The Company is also involved in cernain legal and administrative proceedings before various governmental
agencies concerning rates. In the opinion of management. the ultimate disposition of these proceedings wil!l not have a
material effect on our consolidated financial position.

(b} Environmental
See discussion of environmental commitments and contingencies in [tem 8 under the heading “Notes to Consolidated

Financial Statements — Note M."

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS.

None
PART I
ITEM 5. MARKET FOR THE REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND ISSUER

PURCHASES OF EQUITY SECURITIES.
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(a) Common Stock Price Ranges, Common Stock Dividends and Shareholder Information:

The Company’s Common Stock is listed on the New York Stock Exchange under the symbol “CPK.” The high, low and
closing prices of Chesapeake’s Common Stock and dividends declared per share for each calendar quarter during the
vears 2006 and 2005 were as follows:

Dividends
Declared
Quarter Ended High Low Close Per Share
2006
March 31 g 32.47 S 29.97 $ 31.24 ) 0.285
June 30 31.20 27.90 30.08 0.290
September 30 35.65 29.51 30.05 0.290
December 31 31.31 29.10 30.65 0.290
2008
March 31 $27.59 $25.83 $26.60 §  0.280
June 30 3093 $23.60 $30.58 0.285
September 30 $35.60 $29.50 $35.16 285
December 31 $35.78 $30.32 $30.80 0.285

Dividend payments are payable at the discretion of our Board of Directors. Future pavment of dividends. and the amount
of these dividends. will depend on our financial condition, results of operations, capital requirements. and other factors.
We sold no securities during the vear 2006 that were not registered under the Securities Act of 1933, as amended.
Indentures (o the long-term debt of the Company contain various restrictions. The most stringent restrictions state that the
Company must maintain equity of at least 40 percent of total capitalization and the pro-forma fixed charge coverage ratio
must be at least 1.5 times. The Company was in compliance with these restrictions and the other debt covenants during
2006,

At December 31. 2006. there were 1,978 shareholders of record of the Common Stock.
(b) Purchases of Equity Securities by the Issuer

The following table sets forth information on purchases by or on behalf of Chesapeake of shares of its Common Stock
during the gquarter ended December 31, 2006.

Total Number of

Tota! Shares Purchased as Maximum Number of
Number of Average Part of Pubticty Shares That May Yet Be
Shares Price Paid Announced Pians or Purchased Under the
Period Purchased oer Share Programs (2) Pians or Programs {2}
October 1, 2008
tnrough October 37, 2006 (1) 483 $§29.82 o] 0
November 1, 2008
through November 3C, 2008 ¢} 30.0C o 0
December 1, 2006
through December 31, 2006 ] 3C.00 § 0
Total 4863 $29.892 0 0

"' Chesapeake purchased shares of stock on the open market for the purpese of reinvesting the dividend on snares
held in Rabbi Trust accounts for certain Senior Executives. During the quarter, 462 shares were purchased
through executive dividend deferrals.

Excenpt for the purpose described in Footnote (1), Chesapeake has no publicly announced plans or programs to
repurchase its shares.

@
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Discussion on compensation plans of Chesapeake and its subsidiaries for which shares of Chesapeake common stock are
authorized for issuance is incorporated herein by reference to the portion of the Proxy Statement captioned “Equity
Compensation Plan Information” to be filed not later than March 31, 2007 in connection with the Company’s Annual
Meeting to be held on May 2, 2007.

(c) Chesapeake Utilities Corporation Common Stock Performance Graph

The following Performance Graph compares the yearly percentage change in cumulative total shareholder return on the
Company’s common stock during the five fiscal years ended December 31, 2006, with the cumulative return on (i) the
S&P 300 Index and (ii) an industry index consisting of 30 Natural Gas Distribution and integrated Natural Gas
Companies as published by C.A Turner Utility Reports.

The thirty companies in the C.A. Turner industry index are as follows: AGL Resources, Inc., Atmos Energy Corporation,
Cascade Natural Gas Corporation, Chesapeake Utilities Corporation, Delta Natural Gas Company. Inc., El Paso
Corporation, Energen Corporation, Energy West, Inc.. EnergySouth. Inc., Equitable Resources, Inc., KeySpan
Corporation, Kinder Morgan. Inc., The Laclede Group, Inc.. National Fuel Gas Company, New Jersev Resources
Corporation, NICOR. Inc., Northwest Natural Gas Company, ONEOK., Inc.. Peoples Energy Corporation. Piedmont
Nartural Gas Co., Inc., Questar Corporation, RGC Resources. Inc., SEMCO Energy, Inc.. South Jersey Industries, Inc..
Southern Union Company, Southwest Gas Corporation, Southwest Energy Company, UGI Corporation. W3L Holdings.
Inc.. and The Williams Companies, Inc.
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The comparison assumes $100 was invested on December 31. 2001 in the Company’s common stock and in each of the
foregoing indices and assumes reinvested dividends. The comparisons in the Graph below are based on historical data
and are not intended to forecast the possible future performance of the Company’s Common Stock.

Stock Performance

$250 -
$200 —
$150
$100 e
$50 - — e e e e
G0 - e e £ et e e e -~ - —
2001 2002 2003 2004 2008 2006
14—4»— Chesabeakeﬁ:f— industry Ind;ex —&—S & P566
Cumulative Total Stockholder Return
2001 2002 2003 2004 2005 2006
Chesapeake $100 598 $145 5153 $186 $192
industry Index $100 $96 $121 5136 $200 §236
S & P 500 $100 $78 $100 Lt $lie §134
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ITEM 6. SELECTED FINANCIAL DATA

For the Years Ended December 31, 2006 @ 2005 2004
Operating (in thousands of dollars) "’
Revenues
Natural gas §170,374 $166,582 $124.246
Propane 48,576 48,976 41,500
Advanced informations systems 12,568 14,1490 12,427
Other and eliminations (317) (68) (218)
Total revenues $231.201 $229.630 S177,955
Operating income
Natural gas $19,733 $17.236 $17.091
Propane 2.534 3.209 2,364
Advanced informations systems 767 1,197 387
Other and eliminations (103) (112) 128
Total operating income 322,931 $21.530 $19.970
Net income from continuing operations $10,507 $10.468 $9,550
Assets (in thousands of dollars;}
Gross property, plant and equipment §325,836 52803435 $250.267
Net property, plant and equipment $240,825 $201,504 $177.053
Total assets ‘! $324,994 $295.980 241,938
Capital expenditures "/ $48,969 $33.423 $17.830
Capitalization (in thousands of doliars)
Stockholders’ equity 111,152 $84.757 $77.962
Long-term debt. net of current maturities 71.050 58.991 66,100
Total capitalization $182.202 $143.748 F144.152
Current portion of long-term debt $7.656 $4,929 $2,906
Short-term debt 27.554 35,482 5.002
Total capitalization and short-term financing $217,412 $184,159 $152,003

(1) =

ISFAS 143 was adopted in the vear 2001, therefore. SEAS 143 was not applicable for the vears prior 10 2001,

These amounts exclude the resuits of water services due to their reclassification to discontinued operations. The assets
of all of the water businesses were soid in 2004 and 2003

“'SFAS 123R and SFAS 158 were adopted in the vear 2006 therefore. they were not applicable for the vears prior

to 2006,
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2003 2002 2001 2000 1999 1998 1897

$110.247 $93,588 $107,418 $101.138 375,637 368,770 388,108
41,029 29,238 33,742 31.780 25,199 23,377 28.614
12,578 12,764 14,104 12,390 13,531 10,331 7.786
(286) (334 (113} (131) (14) (15) (182)
$163,568 $135.256 157,151 3145177 $114,353 $102.463 $124,326
$16,653 514,973 $14,405 $12,798 $10,388 $8.820 $9.240
3.875 1.052 913 2,135 2,622 965 1.137
692 343 517 336 1,470 1.316 1,046

359 237 386 816 495 485 558
$21.579 $16,605 $16.221 $16.085 $14.973 $11.586 $11.981
$10,079 §7,533 $7.34] $7.665 $8.372 $5.329 $5.812
$234919 §229.128 $216,902 $192.925 $172,068 $152,991 $144.251
$167.872 $166.846 $161.014 $131.466 $117.663 $104,266 $99.879
$222.058 $223.721 $222.229 $211,764 $166,958 $145,029 $145,719
§11.822 $13.836 $26,293 $22,057 $21.365 $12,516 $13.471
572,939 $67.350 $67.517 $64.669 $60,714 $56,336 $53.656
69,416 73,408 48.409 50,921 33.777 37,597 38.226
$142.355 $140.758 $115.926 $115.590 $94.491 $63.953 $91.882
$3.665 $3,938 $2.686 $2.665 52,665 5520 $1,051
3513 10.900 42,100 25.400 23,000 11.600 7.600
$149.535 $155.596 $160.712 $143.655 $120.156 $106.073 $100.533
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For the Years Ended December 31, 2006 2005 2004

Common Stock Data and Ratios

Basic earnings per share from continuing operations " $1.74 $1.79 $1.66
Diluted earnings per share from continuing operations ‘'’ $1.72 51.77 $1.64
Return on average equity from continuing operations 10.7% 12.9% 12.7%
Common equity / total capitalization 61.0% 59.0% 54.1%
Common equity / total capitalization and short-term financing 51.1% 46.0% 51.3%
Book value per share $16.62 $14.41 $13.49
Market price:

High $35.650 $35.780 $27.550

Low $27.900 $23.6060 $20.420

Close $30.650 $30.800 $26.700
Average number of shares outstanding 6,032,462 5,836.463 5,735,405
Shares outstanding at vear-end 0,688.084 5.883,099 5.778.976
Registered common shareholders 1.978 2.026 2,026
Cash dividends declared per share §1.16 $1.14 $H12
Dividend vield (annualized) ¥ 3.8% 3.7% 4.2%
Pavout ratio from continuing operations (i 66.7% 63.7% 67.5%

Additional Data

Customers

Natural gas distribution and transmission 59.132 34,786 50.878

Propane distribution 33.282 32,047 34.888
Volumes

Natural gas distribution and transmission deiiveries {in MMCF) 34.321 34,981 31.43¢

Propane distribution (in thousands of galions) 24.243 26.178 24.979
Heating degree-days (Deimarva Peninsula!

Actual HDD 3,931 4,353

It -vear average HDD (normal} 4.372 4,389
Propane bulk storage capacity (in thousands of galions) 1,315 23138 2,043
Total emplovees ! 437 423 426

Page 18
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" These amounts exclude the results of water services due to their reclassification to discontinued operations. The assets

of ali of the water businesses were sold in 2004 and 2003,
I Dividend vield (annuaiized) ts calculated by multiplving the fourth auarter dividend by four (47, then
dividing that amount by the closing common stock price at December 3.
B'SFAS 123R and SFAS 158 were adopted in the year 2006 therefore. they were not applicable for the years prior
10 2006.
“ The payout ratio from continuing operations is calcuiated by dividing cash dividends deciared per share
(for the vear) by basic earnings per share from continuing operations.

Chesapeake Utilities Corporation 2008 Form 10-K



2003 2002 2001 2000 1999 1998 1997
$1.80 $1.37 3137 $1.46 $1.63 $1.05 3117
3176 $1.37 §1.35 §1.43 $1.59 $1.04 $1.15
14.4% 11.2% 11.1% 12.2% 14.3% 9.7% [1.1%
31.2% 47.8% 582% 55.9% 64.3% 60.0% 58.4%
48.8% 43.3% 42.0% 45.0% 50.5% 33.1% 33.4%

$12.89 $12.16 $12.45 §12.21 $11.71 $11.06 $10.72
$26.700 §21.990 £19.900 $18.875 $16.813 $20.500 $21.750
$18.400 §16.500 §17.375 $16.250 4.875 $16.500 $16.250
$26.050 $18.300 $19.800 518.625 $18.375 518313 $20.500

5.610.592 5,489.424 5.367.433 5,249,439 5.144.449 5.060.328 4.972,086

5,660,594 5.537.710 5.424,962 5.297.443 5,186,546 5,093,788 5.004.078
2.069 2,130 2,171 2.166 2,212 2271 2,178
§L10 $1.10 110 $1.07 51.03 31.00 $0.97

4.2% 6.0% 5.6% 5.8% 3.7% 3.5% 4.7%
61.1% 80.3% 8§0.3% 73.3% 63.2% 95.2% 82.9%
47.649 45,133 42,741 40.854 39.029 37.128 35.797
34.894 34.566 35.530 35,563 35267 34113 33,123
29375 17.933 27.264 30,830 27383 21.400 23.297
25.147 21,185 23.080 28.469 27,788 23979 26.682
4715 4161 4.368 4.730 4.082 3.704 4430
4,400 4393 4.44¢ 4.356 4.409 4,463 4574
2195 2151 1,938 1.928 1.926 1.890 1,866
439 453 458 471 466 431 397
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Management’s Discussion and Analysis

ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

INTRODUCTION

This section provides management's discussion of Chesapeake Utilities Corporation and its consolidated subsidiaries
with specific information on results of operations and liquidity and capital resources. It includes management’s
interpretation of our financial results, the factors affecting these results, the major factors expected to affect future
operating results and future investment and financing plans. This discussion should be read in conjunction with our
consolidated financial statements and notes thereto.

Several factors exist that could influence our future financial performance, some of which are described in Item [A
above. “Risk Factors”. They should be considered in connection with evaluating forward-looking statements contained in
this report or otherwise made by or on behalf of us since these factors could cause actual results and conditions to differ
mazterially from those set out in such forward-looking statements.

EXECUTIVE OVERVIEW

Chesapeake is a diversified uility company engaged directly or through subsidiaries in natural gas distribution.
rransmission and marketing, propane distribution and whoiesale marketing. advanced information services and other
related businesses.

The Company’s strategy is focused on growing earnings from a stable utility foundation and investing in related
businesses and services that provide opportunities for returns greater than traditional utility returns. The kev elements of
this strategy include:

e Executing a capital investment program in pursuit of organic growth opportunities that generate returns equal to
or greater than our cost of capital.

e Expanding the natural gas distribution and transmission business through expansion into new geographic areas
in our current service territories.

e Expanding the propane distribution business in existing and new markets through leveraging our community
gas system services and our bulk delivery capabilities.

e Utilizing the Company’s expertise across our various businesses to improve overall performance.

¢ Enhancing marketing channels to atiract new customers and providing rejiabie and responsive cusiomer service
10 retain existing customers.

e Maintaining a capital structure that enables the Company to access capital as needed.

¢ Maintaining a consistent and competitive dividend.

In 2006, the Company earned $10.507.000 in net income. or §1.72 per share (diluted). in spite of weather that was the
second warmest in the last thirty vears. In 2003, net income was $10.468.000. or $1.77 per diluted share. Overall.
operating income in 2006 increased $1.401.000. or 6.5 percent from 2005, despite weather that was |8 percent warmer
than in 2003. However, the increase in operating income was offset by a decline of $194.000. or 51 percent, in other
income. net of other expenses. and increases in interest expense of $644.000. or 12.5 percent. and income taxes o
§525.000, or 8.3 percent. The net result was that net income was up by only $39.000. or (.4 percent.

The following discussions and those later in the documenr on operating income and segment results include use of the
term "gross margin.” Gross margin is determined by deducting the cost of sales from operating revenue. Cost of sales
includes the purchased gas cost for nawral gas and propane and the cost of labor spent on direct revenue-producing
activities. Gross margin should not be considered an alternative (0 operating Income or ne: income. which are
determined in accordance with Generallv Accepied Accounting Principles ("GAAP ", Chesapeake believes that gross
margin, although a non-GAAP measure, is useful and meaningful to investors as a basis for making investment decisions.
[ provides investors with information that demonstrates the profitabiliny achieved by the Company under its allowed
rates jor regulated operations and under its competitive pricing structure for non-reguiated segments. Chesapeake 's
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management uses gross margin in measuring its business units’ performance and has historically analyzed and reported
gross margin information publicly. Other companies may calculate gross margin in a different manner.

Operating Income

The year 2006 reflects the strong year-over-year operating income growth experienced by the Company’s natural gas
operations of $2,497,000, or 14.5 percent. This growth was offset by reductions in operating income from propane and
advanced information services. In 2006, both natural gas and propane segments were negatively impacted by weather that
was 18 percent warmer than in 2005. The Company estimates that the warmer weather reduced gross margin by $3.4
million in 2006. The natural gas segment was able to overcome the weather impact and show an increase in operating
income due to its growth and cost containment efforts. However, as the propane segment is more weather sensitive and is
not experiencing the high level of growth of our natural gas segment, its operating income declined when compared to
2005.

Advanced information services experienced a decrease in operating income in 2006 as compared to the prior vear due in
part to the gain on the sale of Lightweight Association Management Processing System (“LAMPS™") during the fourth
guarter of 2003. The LAMPS product was internally developed software that was developed and marketed specifically
for REALTOR® Associations.

Kev financial and operational highlights for fiscal vear 2006 include the following:

o Customer growth in the natural gas and propane businesses remained strong, with the Delmarva and Florida

natural gas distribution operations registering 9 and 8 percem increases in residential customers, respectively:

and the Delmarva Community Gas Systems (“CGS”) generating a 34 percent increase in propane distribution
customers.

e In June 2006, Eastern Shore Natural Gas announced that it had received approval from the Federal Energy
Regulatory Commission (“FERC™) to expand its pipeline system in the years 2006. 2007 and 2008. The entire
project represents an investment of $33.6 million, with expected annualized revenue of $6.7 million after the
full build-out of the facilities.

¢« On September 26, 2006, the Company received approval for a base rate increase from the Maryland Public
Service Commission (“PSC™) for our Maryland natural gas operations. with the new base rates effective
October 1. 2006. The base rate adjustment results in an increase in base rates of approximately $780,000. which
would result in an average increase in revenues of approximately 4.5 percent for the Company’s firm
residential. commercial and industrial customers in Maryland. The PSC also approved the Company’s proposal
10 implement a revenue normalization mechanism for its residential heating and smaller commercial heating
customers, reducing the Company s future risk due to weather and usage changes.

+ InNovember 2006. the Company completed a public offering of 600,300 shares of its common stock at a price
per share of $30.10. Additionally. in November 2006. the Company completed the sale of 90.043 additional
shares of its common stock, pursuant to the over-allotment option granted to the Underwriters by the Company.
The net proceeds of approximately $19.7 million. after the deduction of underwriting commissions and
expenses from the sale of the common stock, were added to the Company’s general funds and primarily used to
repav a portion of the Company’s short-term debt.

¢  Total capitalization, including short-term borrowing. increased $33.5 million at December 31. 2006 compared
with December 31, 2005, The increased capitalization was obtained 1o fund the $39.3 million increase in net
plant and for other working capiral needs.

e Forthe vear ended December 31. 2006. the Companv generated $30.1 million in operating cash flow compared
with $13.6 million for the vear ended December 31, 2003, The higher cost of natural gas and propane in 2003
had an adverse impact on working capital in 2003.

e Net propem' plant and equipment increased to $240.8 million at December 31, 2006 from $201.5 million at
December 31, 2005, primarily reflecting continued capital investment to support customer gromh
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Management’'s Discussion and Analysis

e InJune 2006, Eastern Shore announced the Bay Crossing Project for which it plans to develop. construct and
operate new pipeline facilities that would transport natural gas from Calvert County, Maryland, cross under the
Chesapeake Bay into Dorchester and Caroline Counties, Maryland, to points on the Deimarva Peninsula where
such facilities would interconnect with its existing facilities in Sussex County, Delaware. If completed, the
project will expand the capacity of its interstate pipeline system by approximately 33 percent. We still have
significant obstacles to overcome on this project to make it a reality. In 2007, Eastern Shore will initiate the
processes required to obtain the FERC and other federal, state and local permits required to construct the
project. Eastern Shore received approval from the FERC in August 2006 to recover the pre-service costs
associated with this pipeline project through its rates from two of its customers. As of December 31, 2006, the
Company had deferred a total of $409,000 of pre-service costs associated with the project.

The Company’s financial performance is discussed in greater detail below in Results of Operations.

Critical Accounting Policies

Chesapeake's reported financial condition and results of operations are affected by the accounting methods, assumptions
and estimates that are used in the preparation of the Company’s financial statements. Because most of Chesapeake’s
businesses are regulated. the accounting methods used by Chesapeake must comply with the requirements of the
regulatory bodies; therefore, the choices available are limited by these regulatory requirements. Management believes
that the following policies require significant estimates or other judgments of matters that are inherently uncertain. These
policies and their application have been discussed with Chesapeake’s Audit Commitiee.

Regulatory Assets and Liabilities

Chesapeak e records certain assets and liabilities in accordance with Statement of Financial Accounting Standards
(“SFAS") No. 71 “Accounting for the Effects of Certain Types of Regulation,” Costs are deferred when there is a
probable expectation that they will be recovered in future revenues as a result of the regulatory process. At
December 31, 2006, Chesapeake had recorded regulatory assets of $3.0 million. including $1.1 million for under-
recovered purchased gas costs. $1.3 million for tax-related regulatory assets, $139.000 for defined postretirement
benefits, and $122.000 for environmental cost recovery. The Company has recorded regulatory liabilities totaling
$23.8 million, including $18.4 million for accrued asset removal cost. $2.4 million for over-recovered purchased gas
costs, $1.2 million for self-insurance. $1.2 million for cash in/cash out, and $349.000 for over-coliected
environmental costs at December 31, 2006. [f the Company were required to terminate application of SFASNo. 71,
it would be required to recognize all such deferred amounts as a charge to earnings. net of appiicable income taxes.
Such a charge could have a material adverse effect on the Company’s results of operations.

Valuation of Environmental Assets and Liabilities

Asmore fully described in Note M to the Financial Statements. Chesapeake has completed its responsibilities refated
to one environmental site and is currently participating in the investigation, assessment or remediation of three other
former manufactured gas plant sites, Amounts have been recorded as environmental liabilities and associated
environmental regulatory assets based on estimates of future costs provided by independent consultants. There is
uncertainty in these amounts because the Environmental Protection Agency (“EPA™) or appiicabie siate
environmental authority may not have seiected the final remediation methods. Additionally. there is uncertainty due
to the outcome of legal remedies sought from other potentially responsibie parties. At December 31, 2006,
Chesapeake had recorded environmental regulatory assets of $122.000 and a regulatory liability of $350.000 for
over-collections and an additional liability of $212.000 for environmental costs.

Propane Wholesale Marketing Contracts

Chesapeake’s propane wholesale marketing operation enters into forward and futures contracts that are considered
derivatives under SFAS No. 133, “Accounting for Derivative Instruments and Hedging Activities.” In accordance
with the pronouncement, open positions are marked to market prices at the end of each reporting period and
unrealized gains or losses are recorded in the Consolidated Statement of Income as revenue. The contracts ali mature

Page 22 Chesapeake Utilities Corporation 2006 Form 10-K



within one vear, and are almost exclusively for propane commodities with delivery points of Mt. Belvieu, Texas,
Conway, Kansas and Hattiesburg, Mississippi, Management estimates the market valuation based on references to
exchange-traded futures prices, historical differentials and actual trading activity at the end of the reporting period.
At December 31, 2006, these contracts had net unrealized gains of $8,500 that was recorded in the financial
statements. At December 31, 2005, these contracts had net unrealized gains of $46,000 that were recorded in the
financial statements.

Operating Revenues

Revenues for the natural gas distribution operations of the Company are based on rates approved by the public
service commissions (“PSC”) of the jurisdictions in which we operate, The natural gas transmission operation’s
revenues are based on rates approved by the FERC. Customers’ base rates may not be changed without formal
approval by these commissions, However, the regulatory authorities have granted the Company’s regulated natural
gas distribution operations the ability to negotiate rates with customers that have competitive alternatives using
approved methodologies. In addition. the natural gas transmission operation can negotiate rates above or below the
FERC approved tariff rates.

Chesapeake's natural gas distribution operations in Delaware and Maryland each have a gas cost recovery
mechanism that provides for the adjustment of rates charged to customers as gas costs fluctuate. These amounts are
collected or refunded through adjustments to rates in subsequent periods.

The Company charges flexible rates to the natural gas distribution’s industrial interruptible customers to make them
competitive with alternative types of fuel. Based on pricing, these customers can choose natural gas or alternative
tvpes of supply. Neither the Company nor the interruptible customer is contractually obligated to deliver orreceive
natural gas,

The propane wholesale marketing operation records trading activity, on a net mark-to-market basis in the
Company's income statement, for open contracts. The natural gas segment recognizes revenue on an accrual basis.
The propane distribution, advanced information services and other segments record revenue in the period the
products are delivered and/or services are rendered.

Results of Operations

Net income & Diluted Earnings Per Share Summary

Increase Increase

For the Years Ended December 31, 2008 2005 (decrease) 2005 2004 (decrease}
Net income *

Continuing operations $10.507 $10,468 $39 $10,468 $9.550 $918

Discontinued operations - - - - (121 121
Total Net Income $10,507 $10.468 §39 $10.468 $9.426 $1.039
Diluted Earnings Per Share

Continuing operations $1.72 5177 ($0.05) §1.77 $1.64 5013

Discontinued operations - - - - (0.02) 002
Total Earnings Per Share §1.72 $1.77 {($0.05) §1.77 $1.62 $0.15

* Dollarsin thousands.

The Company s net income from continuing operations increased $39.000 in 2006 when compared to 2005 Net income
was $10.50 million. or $1.72 per share (diluted), for 2006, compared to a net income of $10.47 million, or §1.77 per
share (diluted),

The Company’s net income from continuing operations increased $918.000. or 10 percent. in 2005 compared to 2004.
Net income from continuing operations was $10.5 million. or $1.77 per share (diluted). compared to & netincome from
continuing operations of $9.6 million. or $1.64 per share (diluted) for 2004,
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During 2003, Chesapeake decided to exit the water services business and had sold the assets of six of seven dealerships
by December 31, 2003. The remaining operation was sold in 2004. The results of water services were classified as
discontinued operations for vear 2004. Discontinued operations experienced losses of $0.02 per share (diluted) for 2004.

Operating Income Summary (in thousands)

Increase Increase

For the Years Ended December 31, 2006 2005 (decrease) 2005 2004 {decrease)
Business Segment:

Natural gas $19,733 $17,236 $2.497 $17.236 $17,091 $145

Propane 2.534 3,209 (675) 3,209 2,364 845

Advanced information services 767 1,197 (430) 1,197 387 810

Other & eliminations (103) (112) 9 (112) 128 (240)
Total Operating Income $22,931 $21,530 $1,401 $21.530 $19,970 $1.560

2006 Compared to 2005

Operating income in 2006 increased $1.4 million, or 6.5 percent, greater than 2003, despite adverse weather, which when
measured in terms of heating degree-days. was 18 percent warmer. The improved 2006 results of operations when
compared to 2003 were impacted by:

Weather on the Delmarva Peninsula was |8 percent warmer in 2006 than 2003, which the Company estimates
10 have cost approximately $3.4 million in gross margin for its Delmarva natural gas and propane distribution
operations.

Strong residential customer growth of 9 percem and & percent, respectively, for the Delmarva and Florida
natural gas distribution operations in 2606,

The natural gas transmission operation achieved gross margin growth of §1.8 million, or t1 percent, due to
additional capacity contracts that went into effect in November 2005 and November 2006.

A 67 percent increase in the number of customers for the Company s natural gas marketing operation.
Gross margin for the Deimarva propane distribution operations decreased $834.000., primarily from the warmer
weather in 2006.

The Delmarva Community Gas Systems continue to experience strong customer growth as the number of
customers increased 34 percent in 2006 compared te 2003,

Operating income for the advanced information services segment decreased $430.000 in 2006. Although
revenues from consulting increased $749,000 in 2006. the 2005 resulits contained $993.000 of operating income
for the LAMPS™ product. which was sold in the fourth quarter 2005,

2005 Compared to 2004

The improvement in results for 2005 versus 2004 was primarily driven by:

The LAMPS™ product. inciuding the sale of its property rights. contributed $622.000 1o operating income in
2003 for the Company’'s advanced information services segment,

The Delmarva and Florida natural gas distribution operations experienced strong residential customer growth of
G percent and 7 percent. respectively, in 2003,

Temperatures on the Delmarva Peninsula were 5 percent colder than 2004, which led to increased conuibutions
from the Company s natural gas and propane distribution operations. This increase was offset by conservation
efforts by customers.

The nawral gas transmission operation achieved gross margin growth of 9 percent due to additional
rransportation capacity contracts that went into effect in November 2004,

A 100 percent increase in the number of customers for the Company’s natural gas marketing operation.

An increase of 1.1 million galions sold by the Delmarva propane distribution operation.
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Natural Gas Distribution, Transmission, and Marketing

The natural gas segment earned operating income of $19.7 million for 2006, $17.2 million for 2005, and $17.1
million for 2004, resulting in increases of $2.5 million, or 14.5 percent, for 2006 and $145,000, or 1.0 percent, for
2003.

Natural Gas Distribution, Transmission, and Marketing (in thousands)

Increase Increase
For the Years Ended December 31, 2006 2005 (decrease) 2005 2004 (decrease)
Revenue $170,374 $166,582 $3,792 $166,582 $124 246 $42 336
Cost of gas 117,948 116,178 1,770 116,178 77,456 38.722
Grass margin 52,426 50,404 2,022 50,404 46,790 3614
Operations & maintenance 22,673 23874 (1,201 23,874 21,129 2.745
Depreciation & amortization 6,312 5682 630 5,682 5418 264
Other taxes 3,708 3612 96 3.612 3,152 460
Other operating expenses 32,693 33,168 (475) 33.168 29,699 3.469
Total Operating Income $19,733 $17.236 32,497 $17.236 $17,091 3145
Heating Degree-Day (HDD) and Customer Analysis
increase Increase

For the Years Ended December 31, 2006 2005 {decrease) 2005 2004 {decrease)
Heating degree-day data — Delmarva

Acwal HDD 3,931 4792 (861) 4,792 4,533 239

10-year average HDD 4,372 4,436 (64) 4.436 4,383 33

Estimated gross margin per HDD $2.013 $2.234 ($221) $2.234 51,800 $434
Estimated dotlars per residential customer added:

Gross margin 3372 $372 30 $372 $372 30

Other operating expenses 5111 $106 i3 3106 3104 2
Average number of residential customers

Delmarva 40,535 37,346 3.189 37.346 34352 2.994

Florida 12.663 11,717 946 11,717 10,910 807
Total 53.198 49,063 4,138 49,063 45262 3.801

2006 Compared to 2005

Gross margin for the Company’s natural gas segment increased $2.0 million. or 4 percent, and other operating
expenses decreased $475.000. or 1 percent. in 2006 compared to 2005. The gross margin increases o §1.8 million
for the natural gas transmission operation, $395.000 for the Florida natural gas distribution operation and $75.000
for the natural gas marketing operation were partially offset by iower gross margin of §210.000 for the Deimarva
natural gas distribution operations.

Natural Gas Transmission

The natural gas transmission operation achieved gross margin growth of $1.8 million. or 11 percent. Of the $1.§
million increase, $1.1 million was attributed to new transportation capacity contracts implemented in November
2005 and $612,000 due to new transportation capacity coniracts implemented in November 2006. In 2007, the new
transportation capacity contracts impiemented in November 2006 are expected to generate an additional gross
margin of $3.3 million above and bevond 2006 gross margins. An increase of $416.000 in other operating expenses
partiallv offset the increased gross margin. The factors contributing to the increased expenses are as follow:

»  Payroll costs and incentive compensation increased $108.000 to serve the additional growth experienced by
the operation.

¢ Higher depreciation and asset removal costs of $358,000 and increased property taxes of $109.000 due to
an increase in the level of capital investment.
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e A reduction of $376,000 as a result of the operation receiving approval from the FERC to recover certain
pre-service costs associated with the Bay Crossing Project. Please refer to the Regulatory Matiers section
under Other Matters within Item 2 of the Management’s Discussion and Analysis for additional details. As
a result of this approval, the Company is deferring the pre-service costs that it incurs. In 2006, the Company
deferred $188,000 of costs previously incurred and expensed in 2005. As a result of this deferral. the
amounts recognized in the Company’s income statement have declined from 2005 by $376,000.

e There was an increase of approximately $17.000 in other operating expenses relating to various minor
items.

Natural Gas Marketing

Gross margin for the natural gas marketing operation increased $75,000 for 2006 compared to 2005. The increase
was attained primarily from an increase in the number of customers to which it provides supply management
services. Other operating expenses decreased $78.000 for the operation due to iower levels of consuliing services.
partially offset by an increase in the allowance for uncollectible accounts,

Nawral Gas Distribution

Gross margin for the Florida distribution operation increased by $395,000. The impact of an § percent growth in
residential customers contributed $230.000 to gross margin. in addition to residential customer growth, new
commercial and industrial customers contributed $91.000 to gross margin in 2006. The remaining $74,000 increase
in gross margin is attributed to various factors, including turn-on revenue.

The Deimarva distribution operations experienced a decrease of $210.000 in gross margin. Weather significantly
impacted gross margin in 2006 compared to 2005 as temperatures on the Deimarva Peninsula were 18 percent
warmer in 2006. The Company estimates that the warmer lemperatures in 2006 led to a decrease in gross margin of
approximately $1.7 million when compared to 2005. This decrease was partially offset by continued residential
customer growth. The average number of residential customers on the Delmarva Peninsula increased 3.189, or 9
percent. for 2006 compared 1o 2003 and the Company estimates these additional residential customers contributed
approximately $1.2 million to gross margin. The remaining $190,000 increase in gross margin can be attributed to
various factors. including an increase in the number of commercial customers and decrease of interruptible sales.

Other operating expense for the nawral gas distribution operations decreased $814.000 in 2006 compared to 2005,

Some of the key components of the decrease in other operating expenses i 2006, compared to 2003, inctude the

following:

¢ Health care costs decreased by $313.000 as a result of the Company changing health care service providers in
November 20035 and has subsequently experienced lower costs related to claims.

e Allowance for uncollectibie accounts decreased by $289.000 in 2006 compared to 2005 due to lower revenues
and increased collection efforts. Revenues are down due to iower prices and warmer temperatures.

e Incentive compensation decreased $177.000 in 2006 to reflect lower than expected earnings

e« Lower corporate costs due to lower payroll and related expenses.

« Depreciation and amortization expense and asset removal cost increased 5132, 000 and $186. 000, respectively.
as a result of the Company’s continued capital invesmments.

¢ Merchant payment fees increased $136.000 in 2006 compared to 2005 as the Company experienced more
customers making payments with the use of credit cards.

e Inaddition. there is an increase of approximately $55.000 in other operating expenses relating to various minor
items.

2005 Compared to 2004
Gross margin for the Company s natural gas segment increased $3.6 million, or 8 percent, which was partially offset
by higher other operating expenses of $3.3 million in 2003 compared to 2004. Each of the natural gas operations
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experienced year-over-yvear increases in gross margin in 2005, primarily from customer growth, colder temperatures,
and changes in rate design.

Nawral Gas Transmission

The natural gas transmission operation achieved gross margin growth of $1.4 million, or 9 percent, primarily due to
additional contracts signed in November 2004 for transportation capacity provided to its firm customers. In addition,
the Company’s capital investments enabled the natural gas transmission operations to execute additional
transportation capacity contracts in November 2005. An increase of $980,000 in other operating expenses partially
offset the increased gross margin. The factors contributing to the increased expenses were associated with continued
economic growth; as well as higher depreciation and property taxes due to an increase in the level of capital
investments.

Natural Gas Markeiing

Gross margin for the natural gas marketing operation increased $306,000. or 39 percent. for 2005 compared to 2004
as the number of customers to which it provides supply management services increased 100 percent. The increase in
gross margin was partially offset by an increase 0 $352,000 in other operating expenses due to higher levels of staff
and other operating costs necessary to support the increase in business.

Natural Gas Distribuiion

Gross margin for the Delaware and Maryland distribution divisions increased $1.2 million, as temperatures in 2003
were 3 percent colder than 2004 and the number of residential customers increased 8.7 percent. An increase in gross
margin from the colder weather of $534,000 was offset by a decrease of $651.000 in gas deliveries to customers as a
resuit of conservation efforts in response to the higher gas prices. Gross margin for the Florida distribution
operations increased $579.000, primarily due to changes in the customer rate design and a 7.4 percent increase in the
number of residential customers served. The Company estimates the rate design changes contributed $322.000 in
additional gross margin and resulted in the Florida division collecting a greater percentage of revenues from fixed
charges, rather than variable charges based upon consumption, Other operating expense for the natural gas
distribution operations increased $2.1 million in 2003, Some of the key components of the increase in other
operating expenses in 2003, compared to 2004. include the following:

¢ The incremental operating and maintenance cost of supporting the residential customers added b the
Delmarva and Fiorida distribution operations was approximately $403,000.

e Inresponse to higher nawral gas prices. the Company increased its allowance for uncollecrible
accounts by $98.000.

¢«  The cost of providing health care for our employees increased $180.000.

e« Costs of line location activities increased $177.000.

«  With the additional capiial investments. depreciation expense. asset removal cost and properry taxes
increased $225.000. $130.000 and $319.000. respectively.

Propane

The propane segment experienced a decrease of $675.000 in operating income in 2006 compared to 2005. reflecting
a gross margin decrease of $1.1 million, which was pariially offset by a decrease in operating expenses of $464,000.
During 2003, the propane segment increased operating income by $845.000. or 36 percent. over 2004, Gross margin
in 20035 increased $2.6 million over 2004, which more than offset the increase of $1.7 million of operating expenses.
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Propane (in thousands)

Increase Increase
For the Years Ended December 31, 2006 2005 (decrease) 2005 2004 {decrease)
Revenue $48,576 $48,976 (3400) $48,976 $41,500 $7.,476
Cost of sales 30,780 30,041 739 30,041 25,155 4,886
Gross margin 17,796 18,935 (1,139) 18,935 16,345 2,590
Operations & maintenance 12,823 13,355 (532) 13,355 11,718 1,637
Depreciation & amortization 1,659 1,574 85 1,574 1,524 50
Other taxes 780 797 (17) 797 739 58
Other operaing expenses 15,262 15,726 (464) 15,726 13,981 1,745
Total Operating Income $2,534 $3,209 ($675) $3,209 $2,364 $845
Propane Heating Degree-Day (HDD) Analysis — Delmarva
increase Increase
For the Years Ended December 31, 2008 2005 {decrease) 2005 2004 {decrease)
Heatng degree-days
Actual 3931 4,792 (8613 4,792 4,353 239
10-year average 4,372 4,436 (64) 4,436 4383 53
Estimated gross margin per HDD $1,743 $1.743 $0 $1,743 §1.691 §52

2006 Compared to 2005

Operating income for the propane segment decreased $673,000, or 21 percent, to $2.5 million for 2006 compared 1o
2005, This decrease was due primarily to warmer weather on the Delmarva Peninsula in 2006. which resulted in
reduced customer consumption. Gross margin in the Delmarva propane distribution operations was lower when
compared to 2005 by $834.000, primarily due to warmer weather. Gross margin also decreased in the Florida
propane distribution operation and the Company’s wholesale propane marketing operation by $146,000 and
$159.000. respectively.

Delmarva Propane Distribution
The Deimarva propane distribution operation’s decrease in gross margin of $834.000 resulted from the foliowing
items:

¢+ Volumes sold in 2006 decreased 1.9 miliion gallons. or § percent. primarily from temperatures on the
Delmarva Peninsula being 18 percent warmer during 2006 when compared to 2005. The Compam
estimates that the warmer temperatures resulted in a decrease in gross margin of approximatefv $1.7
million when compared to 2005,

¢ Gross margin increased $956.000 from an increase of $0.0302 in the average gross margin per retail gallon
in 2006 compared 10 2003.

s Gross margin for the Delmarva CGS increased $155.000 when compared to the prior period. primarih
from an increase in the average number of customers. The average number of customers increased by
approximately 1.000 1o a total count of approximartely 2.900, or a 34 percent increase. when compared to
2005. The Company expects the growth of its CGS operation to continue as the number of svstems
currently under construction or under contract is anticipated tc provide for an additional 7,700 customers.

s Grossmargin was adversely impacted by a $272.000 write-down of propane inventory to reflect the lower
of cost or market.

¢« The remaining gross margin decrease of $29.000 is attributed primarily to customer conservation and
changes in the timing of deliveries to customers.

Other operating expenses decreased $335,000 for the Delmarva operations in 2006. compared to 2005. The
significant items contributing to the decrease are explained below.
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¢ The Company recovered $387.000 in fixed costs from one of its propane suppliers in response to a propane
contamination incident that occurred in March 2006. The Company identified that approximately 75,000
gallons of propane that it purchased from the supplier contained above-normal levels of perroleum
byproducts.

o Health care costs decreased by $324,000. The Company changed health care service providers in
November 2003 and has subsequently experienced lower costs related to claims.

e Inaddition, there is a decrease of approximately $39,000 in other operating expenses relating to various
minor items.

¢ These lower costs were partially offset by increased costs of $176.000 for one of the Pennsylvania start-
ups, which began operation in July 2003, increased payroll costs of $165,000 and higher costs of $74,000
associated with vehicle fuel.

Florida Propane Distribution

The Florida propane distribution operation experienced a decrease in gross margin of $146.000. or 12 percent, when
compared to the same period in 2005, The lower gross margin reflects a decrease of $208.000 for in-house piping
sales as the operation exited the house piping service, which was partially offset by an increase in gross margin of
$62.000 from propane sales. The increase in gross margin from propane sales was attained primarily from an
increase in the average gross margin per retail gallon, partially offset by a 1 percent decrease in the volumes sold in
2006. Florida propane experienced a decrease in other operating expenses in 2006 compared to 20035 of $49.000
atiributed to lower pavroll and benefits costs due to vacant positions during the year. partially offset by higher
expenses related to leak testing and depreciation expense.

Propane Wholesale and Marketing

Gross margin for the Company’s propane wholesale marketing operation decreased by $159.000 in 2006 compared
10 2003, This decrease from the 2005 results reflects the increased market opporwunities that rose in 2003 due 1o the
extreme price volatility in the propane wholesale market from rising propane prices following the hurricanes in the
Gulf of Mexico area. The same level of price fluctuations was not experienced in 2006. The decrease in gross
margin was partially offser by lower other operating expenses of $79.000 attributed primarily 1o fower incentive
compensation as a result of the lower earnings in 2006.

2005 Compared to 2004

Operating income for the propane segment increased $846.000, or 36 percent. to §3.2 million for 20035 compared to
2004, Gross margin in the Deimarva propane distribution operations was higher when compared to 2004 by $1.8
million. primarily due to colder weather. Gross margin also increased in the Florida propane distribution operation
and the Company’s wholesale propane marketing operation by $385.000 and $445.000, respectively.

Delmarva Propane Distribution

The gross margin increase for the propane segment was due primarily to an increase of $1.8 million for the
Delmarva distribution operations. Volumes sold in 2005 increased 1.1 million gallons or 3 percent. Temperatures in
2005 were 3 percent coider than 2004, causing an estimated gross margin increase of $417.000. Additionally. the
gross margin perretail gallon improved by $0.0342 in 2005 compared t0 2004. Gross margin per gallon increased as
a result of marker prices rising greater than the Company’s inventory price per galion. This trend reverses when
market prices decrease and move closer to the Company’s inventory price per gallon. The gross margin increase was
partially offset by increased other operating expenses of §1.5 million. The higher other operating costs were
arributable to the Pennsvivania start-up costs and expenses related to higher earnings. such as incentive
compensation and other taxes. emplovee beneflts. insurance. vehicle fuel and maintenance expenses. and a non-
recurring credit of $100.000 for vehicle insurance audits in 2004, The Pennsylvania start-up costs accounted for
$722,000. or approximately 49 percent, of the increase in operating expenses.
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Florida Propane Distribution

Gross margin for the Florida propane distribution operations increased $385,000, or 45 percent, in 2005 compared to
2004. The increase in gross margin was attained from an increase of 27% in the average number of customers, which
contributed to the $267.000 in propane sales gross margin, and an increase of $118,000 in house-piping sales.
Florida propane also experienced an increase in other operating expenses of $147,000 attributed to business growth,
such as payroll, vehicle fuel and maintenance. insurance, and depreciation expense,

Propane Wholesale and Marketing

The Company’s propane wholesale marketing operation experienced an increase in gross margin of $445.000 and an
increase of $121,000 in other operating expenses, leading to an improvement of $323,000 in operating income over
2004, Wholesale price volatility created trading opportunities during the third and fourth quarters of the year;
however, these were partially offset by reduced trading activities particularly in the first half of the year when the
wholesale marketing operation followed a conservative marketing strategy, which lowered risk and earnings. in light
of continued high wholesale price levels.

Advanced Information Services

The advanced information services segment provides domestic and internationai clients with information technology
related business services and solutions for both enterprise and e-business applications. The advanced information
services business contributed operating income of $767.000 for 2006, $1.2 million for 2005, and $387.000 for 2004.

Advanced Information Services (in thousands)

increass increase
For the Years Ended December 31, 2006 2005 (decrease) 2005 2004 (decrease)
Revenue $12,568 514,140 ($1.572) 514,140 §12.427 §1.703
Cost of sales 7,082 7.181 (99) 7.181 7015 166
Gross margn 5,486 6,959 (1.473) 6 ,959 5412 1,547
Operations & mamtenance 4,119 5,126 (1.010) 5.126 4.403 724
Depreciation & amortzation 113 123 (10} 123 138 (15
Other taxes 487 510 (23) 510 482 28
Other operaing expenses 4,719 5.762 (1,043 5.762 5,023 737
Total Operating income $767 51,197 ($430) $1.197 $387 5810

2006 Compared to 2005

Operating income for advanced information services business decreased $430.000 to $767.000 for 2006 compared 1o
$1.2 million in 2005. The operating income for 2005 included operating income of $993.000 for LAMPST™,
inclusive of a $924.000 pre-tax gain on the sale of the product. The LAMPS™ product was sold to Fidelity National
Information Solutions. inc.. a subsidiary of Fidelitv National Financial, Inc.. in October 2003.

Revenues for the period decreased $1.6 million compared to 2003, due primarily to elimination of $1.9 militon of
revenue generated by the LAMPS™ product in 2005. Consul lting revenues increased $749.000 in 2006 when
compared to 2005, primarily from offering a new service. Managed Database Administration (“MDBA™), to its
customers in 2006 and an increase of 7.6 percent in the average hourly billing rate. while the number of billable
hours remained at the same level of 2005. The MDBA service provides third parties with professionai database
monitoring and support solutions during business hours or around the clock. The MDBA service contributed
$470.000 to consulting revenues. Partially offsetting the increase in consulting revenues were decreases of $128.000
and $244.000 from training and product sales and other revenues. respectively.

Cost of sales for 2006 decreased $99.000 to $7.08 miliion. compared to 2005. The 2005 cost of sales of $7.18

million included $401.000 related 10 LAMPS™, Absent the cost of sales associated with the LAMPS™ product.
cost of sales increased in 2006 compared to 2005 to support the higher revenues,
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Other operating expenses decreased $1.0 million in 2006 to $4.7 million, when compared to 2005. The reduction in
expenses primarily reflects expenses of $554,000 in 2005 associated with LAMPS™ and lower benefits costs, rent
expense and consulting costs.

2005 Compared to 2004

The advanced information services segment had operating income of $1.2 million and $387.000 for years 2005 and
2004, respectively. The results for 2005 and 2004 include revenues and costs related to the LAMPS ™ product that
was sold in October 2005, which resulted in a $924,000 pre-tax gain.

Revenues for 2005 increased $1.7 million to $14.1 million compared to revenues of $12.4 million for 2004. The
2005 and 2004 revenue figures include $2.4 million and $149.000 of revenue relating to the LAMPS™ product for
those respective years. Decreases in consulting revenues for the eBusiness group of $793.000 and lower sales of
Progress software licenses of $283,000 accounted for the decrease in revenue when compared to 2004, This decrease
was partially offset by the performance revenue of $238,000 received in the third quarter 2005 and an increase of
$317,000 in consulting revenues for the Enterprise Solutions group. The performance revenue was related to the sale
of the webproEX software that took place in 2003, As part of the sale agreement, Chesapeake received a percentage
of revenues after certain annual revenue and performance targets were reached.

Cost of sales for 2005 increased $165,000 to $7.2 million. compared to $7.0 million for 2004. The increase in cost of
sales was atiributed to the LAMPS™ product. The 2005 and 2004 cost of sales figures included $511,000 and
$345.000 of cost for the LAMPS™ product. Other operating expenses increased $738.000 in 2005 to $5.8 million,
compared 10 $5.0 million in 2004. The increase in other operating cost was attributed to the increase of costs relating
to the LAMPS™ product. The costs associated with the LAMPS™ product for 2005 and 2004 were $1.2 million and
$575.000 respectively, The remaining increase was primarily due to health care claims and office rent. which were
offset by cost containment measures implemented in the second quarter of 2005 to reduce operating expenses.

Other Operations and Eliminations

Other operations consist primarily of subsidiaries that own real estate leased to other Company subsidiaries and the
results of operations for OnSight Energy. LLC (*OnSight™). Eliminations are entries required to eliminate activities
between business segments from the consolidated resuits. Other operations and eliminating entries generated an
operating loss of $103.000 for 2006 compared to an operating loss of §112.000 for 2005. The operating loss in both
2006 and 2003 is attributed 1o results of OnSight.

The Company formed OnSight in 2004 to provide distributed energy services. Distributed energy refers 1o a variets
of small, modular power generating technologies that may be combined with heating andror cooling systems. For
2006. OnSight had an operating foss of $401,000 compared to an operating ioss of $390.000 for 2005, The higher
operating loss in 2006 when compared to 2005 is the result of:

e Inthe third quarter of 2006. actions were taken to reduce operating expenses going forward. which resulted
in a charge of $65.000 to other operating expenses associated with staff reductions.

¢ The2005 results of operation includes the impact of OnSight completing its first and only contract to date.
which occurred in the second quarter of 2005,
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Other Operations & Eliminations (in thousands)

Increase Increase
For the Years Ended December 31, 2006 2005 (decrease) 2005 2004 {(decrease)
Revenue $620 §763 ($143) $763 $647 $1i6
Cost of sales 1 116 (115) 116 - 116
Gross margin 619 647 (28) 647 647 -
Operations & maintenance 479 472 7 472 278 194
Depreciation & amortization 163 220 (57) 220 210 10
Other taxes 83 57 (14) 97 63 34
Other operaing expenses 725 789 (64) 789 551 238
Operating Income — Other ($106) ($142) $36 ($142) $96 ($238)
Operating Income — Eliminations $3 $30 (827) 830 $32 (82)
Total Operating Income (Loss) ($103) ($112) $9 ($112) $128 ($240)

Discontinued Operations

In 2003, Chesapeake decided to exit the water services business. Six of seven water dealerships were sold during 2003
and the remaining operation was sold in October 2004. The results of the water companies’ operations. for all periods
presented in the consolidated income statements, have been reclassified to discontinued operations and shown net of tax.
For 2004. the discontinued operations experienced a net loss of $121.000. The Company did not have any discontinued
operations in 2006 and 2003.

income Taxes

Income tax expense for 2006 was $6.8 million compared 10 $6.3 million for 2003, Income taxes increased in 2006
compared tc 2005, due primarily to increased taxable income. Income taxes increased in 2005 compared to 2004, due o
increased income. The effective current federal income tax rate for 2006 and 2003 was 335 percent, whereas the rate for
2004 was 34 percent. During 2006. 2003. and 2004. the Company realized benefit of $220.000. $223,000, and $205.000.
respectively, from a change in the tax law that allows tax deductions for dividends paid on Company stock held in
Employee Stock Ownership Plans (“ESOP™.

Other income

Other income was $189.000. $383.,000, and $549.000 for the vears 2006. 2003, and 2004, respectively. The other income
amounts for the yvears 2006 and 2003 consist of interest income, compared to interest income and gains from the sale of
assets for the vear 2004,

interest Expense

~

Total interest expense for 2006 increased approximately $644.000. or 12.3 percent. compared 10 2003. The increase
reflects the increase in the average short-term debt balance and higher short-term interest rates in 2006 compared to 2003,
The average short-term borrowing balance increased 521.2 million in 2006 to $26.9 million compared to §5.7 million in
2003, The large vear-over-year increase in the average shori-term borrowing balance was primarily to finance the $39.3
million of net property, plant. and equipment added in 2006. The weighted average interest rate for short-term borrowing
increased from 4.47 percent for 2005 to 5.47 percent for 2006. The average long-term debt balance during 2006 was
$67.2 million with a weighted average interest rate 0f 6.98 percent. compared to $67.4 million with a weighted average
interest rate of 7.18 percent for 2003, The Company also capitalized $586.000 of interest as part of capital project costs
during 200¢.

Total interest expense for 20035 decreased approximately $135.000. or 2.6 percent, compared to 2004. The decrease
reflects the decrease in the average long-term debt balance. The average long-term debt balance during 2005 was $67.4
million with a weighted average interest rate of 7.18 percent, compared to $71.3 million with a weighted average interest

rate of 7.17 percent in 2004. The average short-term borrowing balance in 2005 was $3.7 million, an increase from

Page 32 Chesapeake Utilities Corporation 2006 Form 10-K



$870,000 in 2004. The weighted average interest rate for short-term borrowing increased from 3.72 percent for 2004 to
4.47 percent for 2005. The Company also capitalized $136,000 of interest as part of capital project costs during 2005,

Liquidity and Capital Resources

Chesapeake’s capital requirements reflect the capital-intensive nature of its business and are principally attributable 1o its
investment in new plant and equipment and the retirement of outstanding debt. The Company relies on cash generated
from operations, short-term borrowing, and other sources to meet normal working capital requirements and to finance
capital expenditures. During 2006, net cash provided by operating activities was $30.1 million, cash used by investing
activities was $48.9 million and cash provided by financing activities was $20.7 million.

During 2005, net cash provided by operating activities was $13.6 million, cash used by investing activities was $33.1
million and cash provided by financing activities was $20.4 million.

As of December 31, 2006, the Board of Directors (“Board”) has authorized the Company to borrow up 10 $55.0 million
of short-term debt from various banks and trust companies under short-term lines of credit. During 2006, the Board
authorized increases in the Company’s borrowing authority up to $75 million to fund the 2006 capital budget and
working capital. The $75 million limit was subsequently reduced 1o its current level by the Board on November 7, 2006.
following the placement on October 12, 2006 of $20 million 3.50 percent Senior Notes.

On December 31, 2006, the Company had four unsecured bank lines of credit with two financial institutions. totaling
$80.0 million, none of which required compensating balances. These bank lines provide funds for the Company’s short-
term cash needs to meet seasonal working capital requirements and to temporarily fund portions of its capita!
expenditures. Two of the bank lines, totaling $15.0 million, are committed. The other two lines are subject to the banks’
availability of funds. The outstanding balances of short-term debt at December 31, 2006 and 20035 were §27.6 million and
$35.5 million, respectively, The level of short-term debt was reduced with funds provided from the placement of $20
million of 5.5 percent Senior Notes in October 2006 and from the proceeds of the issuance of 600.300 shares of common
stock in November 2006.

Chesapeake has budgeted $45.5 million for capital expenditures during 2007. This amount includes $20.2 million for
natural gas distribution. $16.3 million for natural gas transmission. $7.3 million for propane distribution and wholesale
marketing, $154,000 for advanced information services and $915.000 million for other operations. The nawral gas
distribution and transmission expenditures are for expansion and improvement of facilities. The propane expenditures are
10 suppott customer growth and for the replacement of equipment. The advanced information services expenditures are
for computer hardware. software and related equipment. The other category includes general plant, computer software
and hardware. Financing for the 2007 capital expenditure program is expected from shori-term borrowing. cash provided
by operating activities, and other sources. The capital expenditure program is subject 1o continuous review and
modification. Actual capital requirements may vary from the above estimates due to a number of factors. including
acquisition opportunities. changing economic conditions, customer growth in existing areas, reguiation. new growth
opportunities and availtability of capital.

Chesapeake expects 1o incur approximately §75,000 in 2007 and 2008 for environmental-related expenditures. Additional
expenditures may be required in future vears (see Note M to the Consolidated Financial Statements). Management does
not expect financing of future environmental-related expenditures 1o have a material adverse effect on the financia!l
position or capital resources of the Company.

Cash Fiows Provided by Operating Activities
QOur cash flows provided by (used in) operating activities were as follows:
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For the Years Ended December 31, 2006 2005 2004
Net income $10,506,525 $10,467,614 $9,428,767
Non-cash adjustments to net income 11,186,418 13,059,678 16,342,118
Changes in working capital 8,424,055 (9.927,351) (3,767,730)
Net cash from operating activties $30,116,998 $13,589,841 $22,003.153

Year-over-year changes in our cash flows from operating activities are attributabie primarily to net income,
depreciation and working capital changes. The changes in working capital are impacted by weather, the price of
natural gas and propane, the timing of customer collections, payments of natural gas and propane purchases, and
deferred gas cost recoveries.

The Company generates a large portion of its annual net income and subsequent increases in our accounts receivable
in the first and fourth quarters of each year due to significant volumes of natural gas and propane delivered by our
Delmarva natural gas and propane distribution operations to our customers during the peak heating season. In
addition, our natural gas and propane inventories, which usually peak in the fall months, are largely drawn down in
the heating season and provide a source of cash as the inventory is used to satisfv winter sales demand.

During this period. our accounts payable increased to reflect payments due to providers of the natural gas, propane
commodities and pipeline capacity. The value of the natural gas and propane can vary significantiy from one period
to the next as a result of volatility in the prices of these commodities. Our natural gas costs and deferred purchased
natural gas costs due from. or to. our customers represent the difference between natural gas costs that we have paid
to suppliers in the past and amounts that we have collected from customers. These natural gas costs can cause
significant variations in cash flows from period to period.

In 2006. our net cash flow provided by operating activities was $30.1 million, an increase of $16.5 million from the
same period of 2003. The increase was primarily a result of the recovery of working capital during 2006 that was
deployed in 2005 due to the significantly higher commodity prices and the amount of working capital required for
operations. Contributing to this increase was a decrease in the amount of natural gas and propane purchased for
inventory of $6.1 million as a result of mild weather in the prior heating season and therefore higher inveniory
balances for the current heating season.

In 2005. our net cash flow provided by operating activities was $13.6 miliion. a decrease of $8.4 million from the
same period of 2004, The decrease was primarily a result of increased working capital requirements inciuding
increased spending of $5.7 million for seasonal nawural gas and propane inventories in advance of the winter sales
demand. We spent more on these inventories in 2005 primarily because of higher natural gas and propane prices dus
to the effects of the hurricanes in the Gulf Coast region. The Company also used $1.2 million of cash to purchase
investments for the Rabbi Trust associated with the Company s Supplemental Executive Retirement Savings Plan.
See Note E on Investments in ltem § under the heading “Financial Statements and Supplemental Data.”

Cash Fiows Used in investing Activities

Net cash flows used in investing activities totaled $48.9 miliion. $33.1 million. and $15.5 million during fiscal years
2006. 2003, and 2004, respectively. In fiscal vears 2006, 2003, and 2004, $48.8 million. $33.3 million, and §16.4
million. respectively. of cash were utilized for capital expendiwres. Additions to property, plant and equipment in
2006 were primarily for nawral gas transmission ($28.0 million). nawral gas diswribution ($16.1 million} and
propane distribution ($4.3 million). In both 2006 and 2003, the natural gas distribution expenditures were used
primarily to fund expansion and facililies improvements. Natural gas transmission capital expenditures related
primarily to expanding the Company’'s wansmission sysiem.
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Cash Flows Provided by Financing Activities

Cash flows provided by financing activities totaled $20.7 million during 2006, $20.4 miltion during 2005 and cash
flows used by financing activities was $8.0 million for 2004. Our significant financing activities for the years 2006,
2003, and 2004 are summarized as follow:

¢ InNovember 2006, the Company sold 600,300 shares of common stock, including the underwriter’s exercise of
their over-allotment option of 90,045 shares, pursuant to a shelf registration statement declared effective in
November 2006, generating net proceeds of $19.7 million.

¢ In October 2006, the Company placed $20 million of 5.5 percent Senior Notes (“Notes”) to three institutional
investors (The Prudential Insurance Company of America, Prudential Retirement Insurance and Annuity
Company and United Omaha Life Insurance Company). The original note agreement was executed on October
18, 2005 and provided for the Company to sell the Notes ar any time prior to January 13, 2007,

e The Company repaid $4.9 million of long-term debt during 2006 compared with $4.8 million during 2003 and
$3.7 million during 2004.

s During 2006, the Company reduced shori-term debt by $8.0 million. During 2005 and 2004. net borrowing of
short-term debt increased by $29.6 million and $1.2 million, respectively, primarily to support our capital
investment.

¢ During 2006. the Company paid $6.0 million in cash dividends compared with dividend payments of $3.8
million and $5.6 million for years 2003 and 2004, respectively. The increase in dividends paid over prior year
reflects the increase in the dividend rate from $1.14 per share during 2005 1o $1.16 per share during 2006 and
the issuance of additional shares of common stock.

e In August 2006, the Company paid cash of $435,000, in lieu of issuing shares of the Company s common stock
for the 30,000 stock warrants outstanding at December 31. 2003,

Capital Structure
The following presents our capitalization as of December 31. 2006 and 2003:

December 31,
2006 2005
(In thousands. except percentages)
Long-term debt. net of current maturities $71,050 39% $58.990 41%
Shareholders' equity $111,152 61% $84.757 39%
Total capitalization. excluding short-term debt $182.202  100% $143.747  100%

The Company increased its capitalization by $38.5 miliion in 2006 compared to 2005, The increased capitalization
was primarily used to fund the $39.3 million of net property. plant. and equipment added in 2006 and for working
capital.

As of December 31, 2006, common equity represented 61 percent of total capitalization. compared to 39 percent in
2005.
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The following presents our capitalization as of December 31, 2006 and 2005 if short-term borrowing and current
portion of long-term debt were included in capitalization:

December 31,
2006 2005
(In thousands, except percentages)
Short-term debt $27,554 13% $35,482 19%
Long-term debt, including current maturities §78,706 36% $63,919 35%
Shareholders' equity $111,152 51% $84.757 46%
Total capitalization. including short-term debt §217,412  100% $184.158  100%

If short-term borrowing and current portion of long-term debt were included in capitalization, total capitalization
increased by $33.3 million in 2006 compared to 2005. The increased capitalization was primarily used to fund a
portion of the $39.3 million of net property, plant. and equipment added in 2006 and for other general working
capital, In addition. if short-term borrowing and the current portion of long-term debt were included in total
capitalization. the equity component of the Company’s capitalization would have been 51 percent and 46 percent for
2006 and 2005. respectively.

Total debt as a percentage of total capitalization, including short-term debt. was 49 percent and 34 percent at
December 31, 2006 and 2003, respectively, The decrease in the debt-to-capitalization ratio in 2006 was primarily
attributed 1o the following:

e The Company soid 600.300 additional shares of common stock pursuant 10 a shelf registration declared
effective by the SEC in November 2006. The sale of these additional shares increased total shareholder’s
equity by approximately $19.7 million.

¢«  The outstanding long-term debt balance increased $14.8 million. Contributing to the increase was the
placement of $20 million of 5.3 percent Senior Notes in October 2006. partially offset by scheduied
principal pavments.

¢ The outstanding short-term debt balance decreased $7.9 million. The Companyv reduced its outstanding
shori-term debt with funds received from the sale of additional shares of common stock and the placement
of the Senior Notes.

Chesapeake remains committed 1o maintaining a sound capital structure and strong credit ratings to provide the
financial flexibility needed to access the capital markets when required. This commitment. along with adequate and
timely rate refief for the Company’'s regulated operations. is intended to ensure that Chesapeake will be able to
attract capital from outside sources at a reasonabie cost. The Company believes that the achievement of these
objectives will provide benefits to customers and creditors. as well as to the Company’s investors.

Shelf Registration

Ir July 2006. the Company fiied a registration statement on Form S-3 with the SEC 1o issuz up to $40.0 million in
new common stock and/or debt securities. The registwration statement was declared effective by the SEC in
November 2006. In November 2006. we sold 600,300 shares of common stock. inciuding the underwriter’s exercise
of their over-aliotment option of 90.043 shares. under this registration statement, generating net proceeds of $19.7
million. The net proceeds from the sale were used for general corporate purposes. including financing of capital
expenditures, repavment of shori-term debt, and general working capital purposes. At December 31, 2006. the
Company had approximately $20.0 miliion remaining under this registration statement.
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Contractual Obligations

We have the following contractual obligations and other commercial commitments as of December 31, 2006:
Payments Due by Period

~ Lessthanl “More than 5

Contractual Obligations year 1-3years 3-5years vears Total
Long-term debt $7,656.364 $14,312,727 $14,403,636 $42333,636  $78,706,363
Operating leases ! 649,659 919,216 652.026  3.769.640 5,990.541
Purchase obligations '

Transmission capacity 7,182,746 12,413,145 8,154,556  23.523.355 51,273,802

Storage — Natural Gas 1363488 2698742  2,666.955  5.163.488 11892673

Commodities 17.862,123 17,862,123

Forward purchase contracts — Propane ¥ 13,868,391 13,868.391
Unfunded benefits 292,443 588,705 614,043  2.710.528 4205,721
Funded benefits ‘' 323,500 148.364 117.732  1,419.046 2.008.642
Total Contractual Obligations $49.198,716 531.080.890 526,608,948 $78.919.693 5185.808.256

o Principal payments on long-term debt, see Note H, "Long-Term Debt," in the Notes to the Consolidated Financial Statements
for additional discussion of this item. The expected interest payments on long-term debt are 3$5.2 million. $8.8 million,
$6.9 million and $10.0 million, respectively, for the periods indicated above. Expected interest payments for ali periods
rotal § 30.9 million.
1 See Note J, "Lease Obligations," in the Notes to the Consolidated Financial Sratements for additional discussion of this item
" See Note N, “Other Commitments and Contingencies,” 1n the Notes 1o the Consolidated Financial Statements for further
information.
The Company has aiso entered into forward sale contracts. See "Market Risk” of the Management's Discussion and Analysis
for furthér information.

4y

% The Company has recorded long-term iiabiiities of $4.2 million at December 31. 2006 for unfunded post -retirement benefit
plans. The amounts specified in the table are based on expected payments to current retirees and assumes a retirement age
of 65 for currently active employvees. There are many factors that would cause actual payments to differ from these amounts,
including early retirement, future health care costs that differ from past experience and discount rates imphicit in calculations,
" The Company has recorded fong-term labilities of $2.0 million at December 31, 2006 for funded benefits. These liabilities have
been funded usifig a Rabbi Trust and an asset in the same amount is recorded under Investments on the Balance Sheet
The defined benefit pension plan was ciosed to new participants on January 1, 1999 and participants tn the plan on that date
were given the option to Jeave the pian. See Nate K, "Emplovee Benefit Plans.” in the Notes to the Consolidared Financial
Starements for further information on the pian, Since the plan modification. no additional funding has been required from the
Company and none is expected for the next five vears, based on factors in effect at December 31, 2006, However, this s
subject to change based on the actual return earmed by the pian assets and other actuarial assumptions, such as the discount
rate and long-tenm expected rate of returm on plan assets,

Off-Balance Sheet Arrangements

The Company has issued corporate guarantees to certain vendors of its propane whotesale marketing subsidiary. its
natural gas supply and management subsidiary, and propane distribution subsidiary. These corporate guarantees
provide for the payment of propane and natural gas purchases in the event of the subsidiaries” default. The liabilities
for these purchases are recorded in the Consolidated Financial Statements. The aggregate amount guaranteed at
December 31, 2006. 1otaled $21.4 million. with the guarantees expiring on various dates in 2007.

in addition to the corporate guarantees. the Company has issued a letter of credit to its primary insurance company
for $775.000, which expires on May 31. 2007. The leuer of credit is provided as security for claims amounts
satisfy the deductibles on the Company’s policies. The current letter of credit was renewed during the second quarter
of 2006 when the insurance policies were renewed.

Regulatory Activities

The Company’s natural gas distribution operations are subject to regulation by the Delaware, Maryland and Florida
Public Service Commissions. Eastern Shore Natural Gas (“Eastern Shore™). The Company s natural gas transmission
operation is subject to regulation by the FERC.
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Delaware, On September [, 2006, the Delaware division filed its annual Gas Sales Service Rates (“GSR”) application
that was effective for service rendered on and after November 1, 2006 with the Delaware Public Service Commission
(“Delaware PSC”). On October 3, 2006, the Delaware PSC approved the GSR charges, subject to full evidentiary
hearings and a final decision. The Defaware division expects a final decision during the first half of 2007.

On September 2, 2003, the Delaware division filed an application with the Delaware PSC requesting approval of an
alternative rate design and rate structure in order to provide natural gas service to prospective customers in eastern
Sussex County. While Chesapeake does provide natural gas service to residents and businesses in portions of Sussex
County, under the Company s current tariff, natural gas distribution lines have not been extended to a large portion of the
State of Delaware’s recently targeted growth areas in eastern Sussex County. In April 2002, Governor Ruth Ann Minner
established the Delaware Energy Task Force (“Task Force™), whose mission was to address the State of Delaware’s long-
term and short-term energy challenges. In September 2003, the Task Force issued its final report to the Governor that
included a strategy related to enhancing the availability of natural gas within the State by evaluating possible incentives
for expanding residential and commercial natural gas service. Chesapeake believes its current proposal to impiement a
rate design that will enable the Company to provide natural gas as a viable energy choice to a broad number of
prospective customers within eastern Sussex County is consistent with the Task Force recommendation. While the
Company cannot predict the outcome of its application at this time. the Company anticipates a final decision from the
Delaware PSC regarding its application in 2007.

On October 16. 2006, the Delaware division filed an application with the Delaware PSC requesting approval for the
issuance of up to $40,000,000 of common stock and/or debt securities as contained in the shelf registration statement
filed with the SEC in July 2006. The Delaware PSC granted approval of the issuance at its regularly scheduled meeting
on October 31. 2006.

On November . 2006. the Delaware division filed with the Delaware PSC iis annual Environmental Rider (“ER") rate
application to become effective for service rendered on and after December 1. 2006. The Delaware PSC granted approval
of the ER rate at its regularly scheduled meeting on November 21. 2006. subject to full evidentiary hearings and a final
decision. The Delaware PSC granted final approval of the ER rate at its regulatory scheduled meeting on January 23,
2007.

On November 9, 2006, the Delaware division filed two applications with the Delaware PSC requesting approval for a
Town of Millsboro Franchise Fee Rider and a Town of Georgetown Franchise Fee Rider. These Riders will allow the
Delaware division to charge all respective natural gas customers within town limits the franchise fee paid by the
Delaware division to the Towns of Millsbore and Georgetown as a condition to providing natural gas service. The
Delaware PSC granted approval of both of the Riders at its regularly scheduled meeting on January 23. 2007,

On December 14, 2006. the Delaware division filed an application with the Delaware PSC requesting approval to change
its base delivery service rates in order to recover a | mill increase in the assessment factor. which had been approved by
the state legisiature, The Delaware PSC granted approval of the application at its regularly scheduied meeting on
December 9. 2006.

Marviand. On May 1, 2006, the Marviand division filed a base rate application with the Maryland Public Service
Commission (“Maryland PSC™) requesting an overall increase in base rates of approximately $1.137.000 annually. based
on a proposed overall rate of return 0T 9.7 percent and a return on equity of 11.5 percent. On Sepiember 26. 2006. the
Maryland PSC approved a base rate increase of approximately $780.000 annually. based on an overall rae of return of
9.03 percent and a return on equity of 10.75 percent. This increase will result in an average increase in revenues of
approximately 4.5 percent for the Marvland division’s firm residential, commercial and industrial customers. The PSC
also approved the Company’s proposal to implement a revenue normalization mechanism for its residential heating and
smaller commercial heating customers, reducing the Company's risk due to weather and usage changes.
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On December 14. 2006, the Maryland PSC held an evidentiary hearing to determine the reasonableness of the Maryvland
division’s four quarterly gas cost recovery filings during the twelve months ended September 30, 2006. On December 15,
2006, the Hearing Examiner issued proposed findings approving the quarterly gas cost recovery rates as filed by the
Maryland division, permitting complete recovery of its purchased gas costs for the period under review, No appeals or
written exceptions to the proposed findings were made and a final order approving the quarterly gas cost recovery rates
as filed was issued by the Maryland PSC on January 17, 2007.

Florida. On March 22, 2006, the Florida division filed a petition with the Florida Public Service Commission (“Florida
PSC™) seeking approval of special contracts to provide Delivery Point Operator (“DPO”) services. Under the proposed
contracts, the DPO services would be provided to an affiliate company, Peninsula Energy Services Company. Inc. The
Florida PSC approved the petition on July 7, 2006, ordering that the special contracts be effective June 20. 2006.

On May 16, 2003. the Florida division filed a request with the Florida PSC for approval of a Special Contract with the
Department of Management Services. an agency of the State of Florida, for service to the Washington Correction
Institution (“WCI™). The Florida PSC approved the Company s request on July 19,2003, and service to the existing Wl
facility began in February 2006, WCI is located in Washington County in the Florida panhandle and is the thirteenth:
county served by the Company’s Florida division.

On September 2, 2005, the Florida division filed a petition for a Declaratory Statement with the Florida PSC for a
determination that Peninsula Pipeline Company, Inc. (“PPC”), 2 wholly owned subsidiary of the Company. qualifies as a
natural gas transmission company under the Natural Gas Transmission Pipeline Intrastate Regulatory Act. The Florida
PSC approved this Petition at its December 20, 2005 agenda conference, and a final order was tssued on January 9. 2006,
The determination that PPC qualifies as a natural gas transmission company provides opportunities for investment by
PPC to provide natural gas transmission service to industrial customers in Florida by an intrastate pipeline.

On September 15, 2006. the Florida division filed a petition with the Florida PSC for approval of'its Energy Conservation
Cost Recovery Factors for the vear 2007. Approved on November 30" by the Florida PSC. the new factors went into
effect on January 1. 2007,

On October 10, 2006, the Florida division filed a petition with the Florida PSC for authority to impiement phase two of
its experimental transitional transportation service (“TTS™) pilot program. and for approval of a new 1ariff to reflect the
division’s transportation service environment. When approved. the implementation of phase two of the TTS program for
residential and certain small commercial consumers will expand the number of pool managers from one to two. and
increase the gas supplyv pricing options available to these consumers. A decision is expected from the Florida PSC ir
March 2007,

On November 29, 2006. the Florida division filed a petition with the Florida PSC for authority to medify its energy
conservation programs. In this petition the Florida division is seeking approval to increase the cash allowances paid
within the Residential Homebuilder Program and the Residential Appliance Replacement Program. and to expand the
scope of the Residential Water Heater Retention Program to add natural gas heating systems. cooking and clothes drving
appliances. A decision is expected from the Florida PSC in March 2007.

Eastern Shore. During October 2002, Eastern Shore filed for recovery of gas supply realignment costs. which totaled
$196.000 (including interest). associated with the implementation of FERC Order No. 636. At that time. the FERC
deferred review of the filing pending settiement of a related matter concerning another transmission company. Upon
resotution of the issue with the other transmission company. Eastern Shore resubmitted its filing to the FERC, requesting
authorization to recover a total of $223,000 (including interest) of gas supply realignment costs. FERC approved Eastemn
Shore’s filing by letter order dated July 14, 2006.

Svstem Expansion 2006 — 2008. On January 20, 2006, Eastern Shore filed an application for a Certificate of
Public Convenience and Necessity for its 2006-2008 system expansion project (the “2006 — 2008 Project”) with
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the FERC. The application requested authority to construct and operate approximately 55 miles ofnew pipeline
facilities and two new metering and regulating station facilities to provide an additional 47,350 dekatherms per
day (“dt/d™) of firm transportation service in accordance with the phased-in customer requests 026,200 dt/d in
2006, 10,300 dt/d in 2007, and 10,850 dt/d in 2008, at a total estimated cost of approximately $33.6 million.
The following table provides a breakdown for the additional amounts of firm capacity per day, the estimated
capital investment required, and the estimated annual gross margin contribution for the new services that will
become effective November 1™ for each of the respective vears of the project:

Year
Services implemented November 1, 20086 2007 2008
Additional firm capacity per day 26,200 10,300 10,850
Capital investment $17 million $8 million | $8 million
Annualized gross margin contribution $3,670.000 | $1,484,000 | $1,595000

A Scoping Meeting was held on March 29. 2006 at which the public and all other interested stakeholders were
invited to attend to review the project. No opposition to the project was received. On June 13, 2006, the FERC
issued a Certificate to Eastern Shore authorizing it to construct and operate the 2006-2008 Project as proposed.
Eastern Shore has completed and piaced in service the authorized Phase | facilities. Phase II and Phase I
facilities are expected to be constructed in 2007 and 2008. respectively.

Bav Crossing Project. On May 31, 2006, Eastern Shore entered into Precedent Agreements with Delmarva
Power & Light Company (“Deimarva™) and Chesapeake, through its Delaware and Marviand Divisions to
provide additional firm transportation services upon completion of its [atest proposed pipeline project.

Under the Bay Crossing Project, Eastern Shore has proposed to develop. construct and operate approximately
63 miles of new pipeline facilities that would transport nawral gas from Calvert County. Marvland, crossing
under the Chesapeake Bay into Dorchester and Caroline Counties. Marvland. to points on the Delmarva
Peninsula where such facilities would interconnect with its existing facilities in Sussex County. Delaware.

Chesapeake and Delmarva are currently parties to existing firm natural gas transportation service agreements
with Eastern Shore and each desires firm transportation services under the Bay Crossing Project. as evidenced
bv the May 31 Precedent Agreements. Pursuant to these Precedent Agreements, the parties have agreed to
proceed with the required initiatives to obtain the governmental and regulatory authorizations that are necessary
for Eastern Shore to provide. and for Chesapeake and Delmarva to utilize. such firm transportation services
under the Bay Crossing Project.

During the negotiations of the Precedent Agreements, Eastern Shore and each of the participating customers
entered into Letter Agreements which provide that. in the event that the Bay Crossing Project is not certified
and placed in service, the participating customers will each pay their proportionate share of cerain pre-
certification costs by means of a negotiated surcharge of up to $2 million. over a period ofno iess than 20 vears,

In connection with the Bay Crossing Project, on june 27. 2006 Eastern Shore submitted a petition to the FERC
for approval of the uncontested Settlement Agreement. The Settiement Agreement provides Eastern Shore and
all customers utilizing Eastern Shore’s system with benefits. including but not limited to the following: (1}
advancement of a necessary infrastructure project to meet the growing demand for natural gas on the Delmarva
Peninsula; (2) sharing of project development costs by the participating customers in the project; and (3) no
development cost risk for non-participating customers. On August [, 2006, the FERC granted approval of the
uncontested Settiement Agreement. On September 6. 2006, Eastern Shore submitted to FERC proposed tariff
sheets to implement the provisions of the above-referenced Settlement Agreement. By Letter Order dated
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October 6, 2006, the FERC accepted the tariff sheets effective September 7, 2006. Eastern Shore anticipates
entering into a pre-filing process at the FERC during the first half of 2007 with the ultimate goal of obtaining
FERC approval to construct the Proposed Project. Eastern Shore will also be required 1o obtain permits from
other federal, state and local agencies prior to proceeding with construction, It is not until the Company obtains
the appropriate approvals and permits that a majority of the total estimated cost of $93 million for the Bay
Crossing Project is estimated to be spent. This estimated cost will depend upon the final size and route of the
pipeline, as well as construction materials and labor costs.

Rate Matters. On September 19, 2006, Eastern Shore submitted its Annual Charge Adjustment (“ACA™)
compliance filing to reflect the most current ACA surcharge rate as established by the FERC. The compliance
filing was accepted by the FERC and the revised ACA surcharge rate became effective on October 1, 2006.

On October 31, 2006 Eastern Shore filed a Section 4 base rate proceeding in compliiance with Article [X of the
Stipulation & Agreement approved in its prior base rate proceeding in Docket No.RP02-34-000. Eastern
Shore’s filed rates, proposed to be effective November 1. 2006, reflect an annual increase of $5.589.000 over its
current rates. The proposed rate increase reflects increases in operating and maintenance expenses. depreciation
expense, taxes other than income taxes, and return on new gas piant facilities that are expected to be placed into
service before March 31, 2007. Eastern Shore proposed a return on equity of 14.875 percent utifizing a capital
structure of 39 percent debt and 61percent equity.

On November 30, 2006 the FERC issued its Order Accepting and Suspending Tariff Sheets Subject to Refund
and Establishing a Hearing. The FERC accepted and suspended the effectiveness of Eastern Shore’s rate
increase until May 1. 2007, subjeci to refund and the outcome of the hearing established in the order.

7

On December 5. 2006 the FERC's Chief Judge issued an order stating this proceeding is subject to a Track
Three procedural schedule. Track Three denotes an exceptionally complex case and provides for a total of 63
weeks within which a formal hearing will be conducted and an Initial Decision issued. The Chief Judge’s order
also designated the Presiding Administrative Law Judge ("ALJ").

On December 19, 2006 the ALJ issued an Order Establishing Procedural Schedule as agreed upon by the
participants and the Judge at a pre-hearing conference held that same day. The procedural schedule specifies
that an Initial Decision shall be issued on February 19, 2008. The ALJ aiso strongly encouraged the participants
in this proceeding to pursue a negotiated settlement through the Commission’s settlement process. thus
eliminating the need for a formal hearing.

Environmental Matters

The Company continues to work with federal and state environmental agencies 1o assess the environmental impact and
explore corrective action at three environmental sites (see Note M to the Consolidated Financial Statements). The
Company believes that future costs associated with these sites will be recoverable in rates or through sharing
arrangements with, or conributions by, other responsible parties.

Market Risk

Market risk represents the potential loss arising from adverse changes in marker rates and prices. Long-term debt is
subject to potential losses based on the change in interest rates. The Company’s long-term debt consists of senior notes
and convertible debentures (see Note H to the Consolidated Financial Statements for annual maturities of consolidated
long-term debt). All of Chesapeake’s long-term debt is fixed-rate debt. The carryving value of the Company’s long-term
debt. including current maturities, was $78.7 million at December 31. 2006 as compared to a fair vafue of $8 1.4 million.
based mainlv on current market prices or discounted cash flows using current rates for similar issues with similar terms
and remaining maturities. The Company evaluates whether to refinance existing debt or permanently finance existing
short-term borrowing based in part on the fiuctuation in interest rates.
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Management’s Discussion and Anaiysis

The Company’s propane distribution business is exposed to market risk as a result of propane storage activities and
entering into fixed price contracts for supply. The Company can store up to approximately four million gallons of
propane (including leased storage and rail cars) during the winter season to meet its customers’ peak requirements and to
serve metered customers. Decreases in the wholesale price of propane may cause the value of stored propane to decline,
To mitigate the impact of price fluctuations, the Company has adopted a Risk Management Policy that allows the
propane distribution operation to enter into fair value hedges of its inventory. At December 31, 2006, the propane
distribution operation had entered into a swap agreement to protect the Company from the impact of price increases on
our price-cap plan that we offer to customers. The Company considers this agreement to be an economic hedge and does
not qualify for hedge accounting as described in SFAS 133, At the end of the period, the market price of propane dropped
below the unit price within the swap agreement. As a result of the price drop, the Company marked the agreement to
market, which resulted in an unrealized loss of $84,000.

The propane wholesale marketing operation is a party 10 natural gas liquids (“NGL™) forward contracts, primarily
propane contracts, with various third parties. These contracts require that the propane wholesale marketing operation
purchase or sell NGL at a fixed price at fixed future dates. At expiration. the contracts are settied by the delivery of NGL
to the Company or the counterparty or booking out the transaction (booking out is a procedure for financially settling a
contract in fieu of the physical delivery of energy). The propane wholesale marketing operation also enters into futures
contracts that are traded on the New York Mercantile Exchange. In certain cases. the futures contracts are settled by the
payment of a net amount equal to the difference between the current market price of the futures contract and the original
contract price.

The forward and futures contracts are entered into for trading and wholesale marketing purposes. The propane wholesale
marketing operation is subject 1o commodity price risk on its open positions to the extent that market prices for NGL
deviate from fixed contract settlement amounts. Market risk associated with the trading of futures and forward contracts
are monitored daily for compliance with Chesapeake’s Risk Management Policy, which includes volumetric limits for
open positions. To manage exposures 1o changing market prices. open positions are marked up or down to market prices
and reviewed by oversight officials on a daily basis. Additionally. the Risk Management Committee reviews periodic
reports on market and credit risk. approves any exceptions to the Risk Management Policy (within the limits established
by the Board of Directors) and authorizes the use of any new types of contracts. Quantitative information on the forward

-

and futures contracts at December 31. 2006 and 2005 is shown in the following charts.

Quantity Estimated Weighted Average
At December 31, 2008 in galions Market Prices Contract Prices
Forward Contracts
Sale 13,797,000 30.8250 — $1.2100 $1.0107
Purchase 13,733.800 $0.9250 — $1.2200 $1.0098

Zstimated market prices and weighted average contract prices are in dollars per galion.
All contracts exptre in 2007,

Quantity Estimated Weighted Average
At December 31, 2005 in galions Market Prices Contract Prices
Forward Contracts
Sale 20,794,200 $1.0350 — 31.1013 $1.0718
Purchase 26,202,000 3$1.0100 — $1.0450 $1.0703

Estimated market prices and weighied average contract prices are in dollars per galion.
All contracts expired in 2006.

The Company’s natural gas distribution and marketing operations have entered into agreements with natural gas suppliers
to purchase natural gas for resale to their customers, Purchases under these contracts either do not meet the definition of
derivatives in SFAS No. 133 or are considered “normal purchases and sales™ under SFAS No. 138 and are not marked 1o
market.
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Competition

The Company’s natural gas operations compete with other forms of energy including electricity, oil and propane. The
principal competitive factors are price, and 10 a lesser extent, accessibility. The Company’s natural gas distribution
operations have several large volume industrial customers that have the capacity to use fuel oil as an alternative to natural
gas. When oil prices decline, these interruptible customers convert to oil to satisfy their fuel requirements. Lower levels
in interruptible sales occur when oil prices are lower relative to the price of natural gas. Oil prices, as wel! as the prices of
electricity and other fuels, are subject to fluctuation for a variety of reasons; therefore, future competitive conditions are
not predictable. To address this uncertainty, the Company uses flexible pricing arrangements on both the supply and sales
side of this business to maximize sales volumes. As a result of the transmission business’ conversion to open access and
the Florida division’s restructuring of its services. their businesses have shifted from providing competitive sales service
to providing ransportation and contract storage services.

The Company’s natural gas distribution operations located in Delaware, Maryland and Florida offer wansportation
services to certain commercial and industrial customers, In 2002. the Florida operation extended transportation service to
residential customers. With transportation service available on the Company’s diswribution systems. the Company is
competing with third-party suppliers to sell gas to industrial customers. As it relates to transportation services, the
Company’s competitors include the interstate transmission company if the distribution customer is located close enough
1o the transmission company's pipeling to make a connection economically feasible. The customers at risk are usually
large volume commercial and industrial customers with the financial resources and capability to bypass the distribution
operations in this manner. In certain situations, the distribution operations may adjust services and rates for these
customers to retain their business, The Company expects to continue to expand the availability of ransportation service
to additional classes of distribution customers in the future. The Company established a natural gas sales and supply
operation in Florida to compete for customers eligible for transportation services. The Company also provides sales
service in Delaware.

The Company’s propane distribution operations compete with several other propane distributors in their service
territories, primarily on the basis of service and price, emphasizing reliability of service and responsiveness. Competition
is generally from local outlets of national distribution companies and local businesses. because disiributors located in
close proximity to customers incur lower costs of providing service. Propane competes with electricity as an energy
source, because it is typically less expensive than electricity, based on equivalent BT U value. Propane also competes
with home heating oil as an energy source. Since natural gas has historically been less expensive than propane. propane
is generally not distributed in geographic areas serviced by natural gas pipeline or distribution systems.

The propane wholesale marketing operation competes against various marketers. many of which have significantly
greater resources and are able o obtain price or volumetric advantages.

The advanced information services business faces significant competition from a number of larger competitors having
substantially greater resources available to them than does the Company. In addition. changes in the advanced
information services business are occurring rapidly. which could adversely impact the markets for the products and
services offered by these businesses. This segment competes on the basis of technological expertise. reputation and price,

inflation

Inflation affects the cost of labor, products and services required for operation. maintenance and capital improvements.
While the impact of inflation has remained low in recent years. natural gas and propane prices are subject o rapid
fluctuations. Fluctuations in natural gas prices are passed on to customers through the gas costrecovery mechanism in the
Company ‘s tariffs. To help cope with the effects of inflation on its capital invastments and returns, the Company seeks
rate relief from regulatory commissions for regulated operations while monitoring the returns of its unregulated business
operations. To compensate for fluctuations in propane gas prices. Chesapeake adjusts its propane selling prices to the
extent aliowed by the market.
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Management's Discussion and Analysis

Cautionary Statement

Chesapeake has made statements in this report that are considered to be forward-looking statements. These statements are
not matters of historical fact. Sometimes they contain words such as “believes,” “expects,” “intends,” “plans,” “will” or
“may,” and other similar words of a predictive nature, These statements relate to matters such as customer growth,
changes in revenues or gross margin, capital expenditures, environmental remediation costs, regulatory approvals, market
risks associated with the Company’s propane wholesale marketing operation, competition, inflation and other matters, It
is important to understand that these forward-looking statements are not guarantees but are subject to certain risks and
uncertainties and other important factors that could cause actual results to differ materially from those in the forward-
looking statements. These factors include, among other things:

Q

o]

0]

O

O

Q

the temperature sensitivity of the natural gas and propane businesses;

the effect of spot, forward and futures market prices on the Company’s distribution. wholesate marketing and
energy trading businesses;

amount and availability of natural gas and propane supplies and the access to interstaie pipelines’ transportation
and storage capacity;

the effects of natural gas and propane commodity price changes may affect the operating costs and competitive
positions of our natural gas and propane distribution operations;

the effects of competition on the Company’s unregulated and reguliated businesses;

the effect of changes in federal, state or local regulatory and tax requirements, including deregulation:
the effect of changes in technology on the Company’s advanced information services segment;

the effects of credit risk and credit requirements on the Company s energy marketing subsidiaries;

the effect of accounting changes:

the effect of changes in benefit plan assumptions:

the effect of compliance with environmental regulations or the remediation of environmental damage:

the effects of general economic conditions and including interest rates on the Company and its customers;
the ability of the Company’'s new and planned facilities and acquisitions to generate expected revenues:

the Company s ability to obtain the rate relief and cost recovery requested from utility regulators and the timing
of the requested regulatory actions: and

the Company's abilitv 1o obtain necessary approvals and permits by regulatory agencies on a timely basis.
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ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK.

Information concerning quantitative and qualitative disclosure about market risk is included in Item 7 under the heading
“Management’s Discussion and Analysis — Market Risk.”

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA.

Management’'s Report on Internal Control Over Financial Reporting

Management is responsibie for establishing and maintaining adequate internal control over financial reporting, as such
term is defined in Exchange Act Rules 13a-13(f). A company’s internal contro! over financial reporting is a process
designed to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial
statements for external purposes in accordance with generally accepted accounting principles. A company’s internal
control over financial reporting includes those policies and procedures that (i) pertain to the maintenance of records that.
in reasonable detail. accurately and fairly reflect the transactions and dispositions of the assets of the company: (ii)
provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial statements in
accordance with generally accepted accounting principles, and that receipts and expenditures of the company are being
made only in accordance with authorizations of management and directors of the company; and (iii) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition. use. or disposition of the company’s
assets that could have a material effect on the financial statements,

Under the supervision and with the participation of management, including the principal executive officer and principal
financial officer, Chesapeake’s management conducted an evaluation of the effectiveness of its internal control over
financial reporting based on the criteria established in a reportentitled “Internal Control — Integrated Framework” issued
by the Committee of Sponsoring Organizations of the Treadway Commission. Because of its inherent limitations, internal
control over financial reporting may not prevent or detect misstatements. Also, projections of any evaluation of
effectiveness to future periods are subject o0 the risk that controis may become inadequate because of changes in
conditions, or that the degree of compliance with the policies or procedures may deteriorate. Chesapeake’s management
has evaluated and concluded that Chesapeake's internai control over financial reporting was effective as of December 31,
2006.

Management's assessment of the effectiveness of Chesapeake’s internal control over financial reporting as of December
R

31. 2006 has been audited by PricewaterhouseCoopers LLP, an independent registered public accounting firm. as stated
in their report which is included herein.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders
of Chesapeake Ultilities Corporation

We have completed integrated audits of Chesapeake Utilities Corporation’s consolidated financial statements and of its
internal control over financial reporiing as of December 31, 2006, in accordance with the standards of the Public

Company Accounting Oversight Board (United States). Our opinions, based on our audits, are presented below.

Consolidated financial statements and financial statement schedule

In our opinion, the consolidated financial statements listed in the index appearing under Item 15(a)(1) present fairly, in al!
material respects, the financial position of Chesapeake Utilities Corporation and its subsidiaries at December 31. 2006
and 2005, and the results of their operations and their cash flows for each of the three years in the period ended
December 31, 2006 in conformity with accounting principles generally accepted in the United States of America. In
addition, in our opinion. the financial statement schedule listed in the accompanying index appearing under ltem 15(a)(2)
presents fairly, in all material respects, the information set forth therein when read in conjunction with the related
consolidated financial statements. These financial statements and financial statement schedule are the responsibility of
the Company’s management. Our responsibility is to express an opinion on these financial statements and financial
statement schedule based on our audits. We conducted our audits of these statements in accordance with the standards of
the Public Company Accounting Oversight Board (United States). Those standards require that we plan and perform the
audit o obtain reasonable assurance about whether the financial statements are free of material misstatement, An audit of
financial statements includes examining, on a test basis. evidence supporting the amounts and disclosures in the financial
statements, assessing the accounting principles used and significant estimates made by management. and evaluating the
overall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

As discussed in Note K to the consolidated financial statements. the Company changed the manner in which it accounts
for defined benefit pension and other postretirement plans, effective December 31, 2006.

Internal control over financial reporting

Also. in our opinion. management’s assessment. included in Management's Report on Internal Control Over Financial
Reporting appearing under liem 8. that the Company maintained effective internal control over financial reporting as of
December 31. 2006, based on criteria established in /nrernal Control - Integrated Frameworl issued by the Committee
of Sponsoring Organizations of the Treadway Commission (CQOSO). is fairiy stated. in all material respects, based on
those criteria. Furthermore. in our opinion. the Company maintained. in all material respects. effective internal control
over financial reporting as of December 31. 2006. based on criteria established in /nternal Contro! - Integrated
Frameworkissued by the COSO. The Company's management is responsible for maintaining effective internal control
over financial reporting and for its assessment of the effectiveness of internal control over financial reporting. Our
responsibility is to express opinions on management’s assessment and on the effectiveness of the Company’'s internal
control over financial reporting based on our audit. We conducted our audit of internal control over financial reporting
in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether effective internal control over
financial reporting was maintained in all material respects. An audit of internal control over financial reporting includes
obtaining an understanding of internal control over financial reporting, evaluating management’s assessment, testing
and evaiuating the design and operating effectiveness of internal control. and performing such other procedures as we
consider necessary in the circumstances. We believe that our audit provides a reasonable basis for our opinions.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance regarding the

reliability of financial reporting and the preparation of financial statements for external purposes in accordance with
generally accepted accounting principles. A company s internal control over financial reporting includes those policies

Page 46 Chesapeake Utilities Corporation 2006 Form 10-K



and procedures that (i) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the
transactions and dispositions of the assets of the company; (ii) provide reasonable assurance that transactions are
recorded as necessary to permit preparation of financial statements in accordance with generally accepted accounting
principles, and that receipts and expenditures of the company are being made only in accordance with authorizations of
management and directors of the company; and (iii) provide reasonable assurance regarding prevention or timely

detection of unauthorized acquisition, use, or disposition of the company 's assets that could have a material effect on the
financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements.
Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become

inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may
deteriorate.

lmﬂww Lu”
PRICEWATERHOUSECOOPERS LLP

Boston. MA
March 13. 2007
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Consolidated Statements of income

For the Years Ended December 31,

2006

2005

2004

Operating Revenues

Operating Expenses

$231,200,591

$229.629.736

$177.955.441

Cost of sales, excluding costs below 155,810,622 153,514,739 109,626,377
Operations 37,053,223 40,181,648 35,146,595
Maintenance 2,103,562 1.818,981 1,518,774
Depreciation and amortization 8,243,715 7.568.209 7.257,538
Other taxes 5,058,158 5,015.660 4,436,411
Total operating expenses 208,269,280 208,099.237 157,985.695
Operating Income 22,931,311 21,530,499 19,969.746
Other income net of other expenses 189,112 382.626 549.156
Interest charges 5,777,336 5.133.495 5.268.145
Income Before Income Taxes 17,343,087 16.779.630 15.250,757
Income taxes 6,836,562 6.312.016 5.701.090
Net Income from Continuing Operations 10,506,525 10.467.614 9.549.667
Loss from discontinued operations, net of
tax benefit of $0. $0 and $59.751 - (120.900)
Net Income $10.506,525 $10.467.614 $9.428.767
Earnings Per Share of Common Stock:
Basic
From continuing operations $1.74 $1.79 $1.66
From discontinued operations - - (0.02)
Net Income §1.74 $1.79 $1.64
Diluted
From continuing operauions $1.72 $1.77 $1.64
From discontinued operations - - (0.02)
Net Income $1.72 $1.77 $1.62

The accompanying notes are an integral part of the financial statements.
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Consolidated Statements of Cash Flows

For the Years Ended December 31, 2008 2005 2004
Operating Activities
Net Income $10,506,525 310,467,614 $9.428.767
Adjustments to reconcile net income to net operating cash:
Depreciation and amortization 8,243,715 7,568,209 7.257,538
Depreciation and aceretion included in other costs 3,102,066 2,705,620 2,611,779
Deferred income taxes, net (408,533) 1,510,777 4.559.207
Unrealized gain (loss) on commodity contracts 37,110 (227,193) 353,183
Unrealized loss on investments (151,952) (56.650) (43,256)
Employee benefits and compensation 382.608 1,621,607 1,536,586
Other, net (18.596) (62,692 67,079
Changes in assets and liabilities:
Sale (purchase) of investments (177,990) (1.242.563) 43354
Accounts receivablie and accrued revenue 9,705.860 (16.831,751) (11,723.505)
Propane inventory, storage gas and other inventory 354,764 (5,704,040 (1.741,941)
Regulatory assets 2.498.954 (1,719.184) 428516
Prepaid expenses and other current assets (271,438) 36,704 (221,137}
Other deferred charges (231.822) (102,561 (168.898)
Long-term receivables 137,101 247.600 428,964
Accounts payable and other accrued liabilities (11.434.370) 15.569,924 9,731,360
Income taxes receivable (pavabte) 1.800,913 (2,006,762) (229.237)
Accrued interest 273,672 (42.376) (51,272)
Customer deposits and refunds 2,361.265 462,781 665,549
Accrued compensation (542.512) 875342 (794.194;
Reguiatory liabilities 2,824,068 144,501 266)
Other liabilities 1,125,590 385.034 35977
Net cash provided by operating activiues 30,116,998 13.599.941 22.003,133
Investing Activities
Property, piant and equipment expenditures (48.845.828) 33.319.613) (16,435.938"
Sale of investments - - 135,170
Sale of discontinued operations - - 415.767
Environmental recoveries {expenditures; (15.549) 240.336 349.719
Net cash used by investing activities (48.861.377) (33.079.277) (13,515,342
Financing Activities
Common stock dividends (5,982,531} (5.789.180) (53,560.333}
Issuance of stock for Dividend Reinvestment Plan 321,865 458.757 200.551
Stock issuance 19,698,509 -
Cash settiement of warrants (434,782) - -
Change in cash overdrafts due to outstanding checks 49,047 874.083 (143.720
Net borrowing (repavment) under jine of credit agreements (7,877,347} 29.606.400 1,184,742
Proceeds from issuance of long-term debt 20,000,00¢ - -
Repayment of long-term debt (4.929,674) (4.794.827 (3.663.589!
Net cash provided (used) by financing activities 20,745,087 20.355.233 {7.984.551
Net Increase (Decrease) in Cash and Cash Equivalents 2.000.708 875.897 (1.496.740;
Cash and Cash Equivalents — Beginning of Period 2.487,658 Lo1l761 3.108.501
Cash and Cash Equivalents — End of Period $4.488,366 $2.487.658 $1.611.761
Supplemental Disclosures of Non-Cash Investing Activities:
Capital property and equipment acquired on account.
but not paid as of December 31 $1.490.890 $1.367.348 §1.678.724
Supplemental Disclosure of Cash Flow information
Cash paid for interest $5.334.477 $3.052.013 $5.280.299
Cash paid for income taxes $6,285,272 $6,342.476 $1,977.223
The accompanying notes are an integral part of the financial statements.
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Consolidated Balance Sheets

Assets

At December 31, 2006 2005

Property, Plant and Equipment

Natural gas distribution and transmission $269,012,516  $220.685,461
Propane 44,791,552 41.563.810
Advanced information services 1,054,368 1,221,177
Other plant 9,147,500 9.275.729
Total property, plant and equipment 324,005,936 272,746,177
Less: Accumulated depreciation and amortization (85,010,472) (78.840.413)
Plus: Construction work in progress 1,829,948 7.598.531
Net property, plant and equipment 240,825,412 201.504.295
Investments 2,015,577 1.685.633

Current Assets

Cash and cash equivalents 4,488,366 2.487.638
Accounts receivable {less allowance for uncollectible
accounts of $661.597 and $861.378. respectively) 44,969,182 34.284.011
Accrued revenue 4,325,351 4,716,383
Propane inventory, at average cost 7,187,035 6.332,956
Other inventory. at average cost 1,564,937 1.538.936
Regulatory assets 1,275,653 4.434.828
Storage gas prepayments 7,393,335 §.628.179
Income taxes receivable 1,078.882 2.725.840
Deferred income taxes 1,365,316 -
Prepaid expenses 1,280,900 2.021.164
Other current assets 1,553,284 1.596.797
Total current assets 77,482,241 88.766.752

Deferred Charges and Other Assets

Goodwill 674,451 674,451
Other intangible assets. net 191,878 205.683
Long-term receivables 824,333 961.434
Other regulatory assets 1,765,088 1.178.232
Other deferred charges 1,215,004 1.003.393
Total deferred charges and other assets 4.670.754 4.023.193
Total Assets $324,993.984  §$295.979.875

The accompanying notes are an integral part of the financial statements.
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Capitalization and Liabilities

At December 31, 2006 2005

Capitalization
Stockholders' equity
Common Stock, par value $0.4867 per share

(authorized 12,000.000 shares) (1) $3,254,998 $2.863.212
Additional paid-in capital 61,960,220 39.619.,849
Retained earnings 46,270,884 42,854,894
Accumulated other comprehensive income (334,550) (578.151)
Deferred compensation obligation 1,118,509 794.535
Treasury stock (1,118,509) (757.156)

Total stockholders' equity 111.151,552 84,757,183
Long-tenn debt. net of current maturities 71,050,000 58.990.363
Total capitalization 182,201,552 143.747.546

Current Liabilities

Current portion of long-term debt 7,656,364 4.929.091
Short-term borrowing 27,553,941 35.482.241
Accounts pavable 33,874,552 45.645.228
Customer deposits and refunds 7,502.265 5.140.999
Accrued interest 832,392 358.719
Dividends payable 1,939,482 1.676.398
Income taxes payable - -
Deferred income taxes - 1.150.828
Accrued compensation 2,901,053 3.793.244
Regulatory liabilities 4,199,147 350,546
Other accrued liabilities 4,005,795 3.560.055
Total current liabilities 90,460,991 102.487.349
Deferred Credits and Other Liabilities
Deferred income taxes 26,517,098 24.248.624
Deferred investment tax credits 328,277 367.085
Other regulatory liabilities 1,236,254 2.008.779
Environmenial liabilities 211,581 352.504
Accrued pension costs 1,608,311 3.099.882
Accrued asset removal cost 18,410,992 16,727.268
Other liabilities 4,018,928 2.940.838
Total deferred credits and other liabilities 52.331.441 49,744 980
Other Commitments and Contingencies (Note N}
Total Capitalization and Liabilities §324,993,984  $295.979.875

(1) Shares issued were 6,688.084 and 5.883.099 for 2006 and 2003, respectively.
Shares outstanding were 6.688.084 and 5.883.002 for 2006 and 2003, respectively.

The accompanying notes are an integral part of the financial statements.
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Consolidated Statements of Stockholders’ Equity

For the Years Ended December 31, 2006 2005 2004
Common Stock
Balance — beginning of vear $2,863,212 $2.812,538 $2,754,748
Dividend Reinvestment Plan 18,685 20,038 20,125
Retirement Savings Plan 14,457 10,255 19,058
Conversion of debentures 8,117 11,004 9.060
Performance shares and options exercised M 14,536 9,377 9,547
Stock issuance 335,991 - -
Balance — end of year 3,254,998 2,863,212 2,812,538
Additional Paid-in Capital
Balance — beginning of year 39,619,849 36,854,717 34,176,361
Dividend Reinvestment Plan 1,148,100 1.224.874 996,715
Retirement Savings Plan 900,354 682,826 046,319
Conversion of debentures 275,300 373,259 307,940
Performance shares and options exercised " 887,426 484,170 427,382
Stock issuance 19,362,518 - -
Exercise warrants. net of tax {233.327) - -
Balance —end of vear 61,960,220 39.619.846 36,854,717
Retained Earnings
Balance — beginning of vear 42,854,894 39,015,087 36,008.246
Net income 10,506,525 10.467.614 9.428.767
Cash dividends (7.090,533) (6.627,807) (6.403,450)
Loss on issuance of treasury stock - - (18.476)
Balance —end of vear 46.270.884 42,854,894 39,015,087
Accumulated Other Comprehensive Income
Balance — beginning of vear (578,151) (527.246) -
Minimum pension fiability adjustment. net of tax 74,036 (50,905) (527.246}
Gain on funded status of Emplovee Benefit Plans. net of tax 169.565 - -
Balance -—end of year (334.550) (578.151) 527.246)
Deferred Compensation Obligation
Balance — beginning of year 794,535 816.044 913.689
New deferrals 323,974 130,426 296.790
Pavout of deferred compensation - (151,935 (394.435)
Baiance —end of vear 1.118,509 794.535 816.044
Treasury Stock
Balance — beginning of vear (797,156) (1.008.696) (913,689
New deferrals reiated to compensation obligation (323,974} (130,426} {296,790}
Purchase of treasury stock (51.572) (182.292) (344.753)
Sale and distribution of treasury stock 54.193 324.258 546.536
Balance —end of vear (1,118.,509) (797.156) (1.008.699}
Total Stockhoiders’ Equity $111,151,552 $84.757.183 $77.962.444
""" Includes amounts for shares issued for Directors’ compensation,
' Cash dividends declared per share for 2006, 2005 and 2004 were $1.16. §1.14 and $1.12, respectively
Consolidated Statements of Comprehensive income
Net income $10.506.525 §10.467.614 $9.428,767
Pension liability adjustment. net of tax of
$48.889, $33.615 and $347.726. respectivelv 74,036 (50,905) (527.246)
Comprehensive Income $10.580,561 510416.705 $8.901.521

The accompanying notes are an integral part of the financial statements.
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Consolidated Statements of Income Taxes

For the Years Ended December 31, 2006 2005 2004
Current Income Tax Expense
Federal $5,994,296 $3,687,800 $1.221.135
State 1,424,485 789,233 618.916
Investment tax credit adjustments, net (54,816) (54,816) (54.816)
Total current income tax expense 7,363,965 4422217 1.785.255
Deferred Income Tax Expense (¥
Property, plant and equipment 1,697,024 1,380,628 4.230.650
Deferred gas costs (2,085,066) 1,064,310 283.547
Pensions and other employee benefits (97,436) (340,987) (49,620)
Environmental expenditures (5,580) (98.229) (150.864)
Other (36,345) (115,923) (397.878)
Total deferred income tax expense (527,403) 1.889.799 3.915.835
Total Income Tax Expense $6.836.562 $6.312.016 $5.701.090

Reconciliation of Effective Income Tax Rates

(2)

Federal income tax expense $6,070,080 $5.872.871 $5.185,257

State income taxes. net of federal benefit 804,988 708,192 736.176

Other (38,506) (269.047) (220.343)
Total Income Tax Expense $6.836,562 $6.312.016 $5.701.090
Effective income tax rate 39.4% 37.6% 37.4%
At December 31, 2006 2005

Deferred Income Taxes
Peferred income tax labilities:

Property. plant and equipment $27.997,744 $26.795.452
Environmental costs 204,149 -
Deferred gas costs - 1.664.252
Other 870,424 612.943
Total deferred income tax liabilities 29,072,317 29.072.647

Deferred income tax assets:

Pension and other employee benefits 2,225,944 2.289.370

Self insurance 468,922 575.303

Environmental costs - 181,734
Deferred gas costs 528,814 -

Other 696,855 626.788

Total deferred income tax assets 3,920,535 5.673.195

Deferred Income Taxes Per Consolidated Balance Sheet $25.151.,782 $25.399.452

(1) Includes ($54.000}, $146,000 and $386.000 of deferred state income taxes 1or the vears 2006. 2005 and 2004, respectivelv
{2) Federal income taxes were recorded at 33% for the vears 2006 and 2005 Thev were recordad at 34% ir; 2004

The accompanying notes are an integral part of the financial statements.
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Notes to the Consolidated Financial Statements

A. SUMMARY OF ACCOUNTING POLICIES

Nature of Business

Chesapeake Ultilities Corporation (“Chesapeake”™ or “the Company™) is engaged in natural gas distribution to
approximately 59,100 customers located in central and southern Delaware, Marviand’s Eastern Shore and Florida. The
Company’s natural gas transmission subsidiary operates an intrastate pipeline from various points in Pennsylvania and
northern Delaware to the Company’'s Delaware and Maryland distribution divisions, as well as other utility and industrial
customers in Pennsylvania, Delaware and the Eastern Shore of Maryland. The Company’s propane distribution and
wholesale marketing segment provides distribution service to approximately 33,300 customers in central and southern
Delaware, the Eastern Shore of Maryland, southeastern Pennsylvania, central Florida and the Eastern Shore of Virginia,
and markets propane to wholesale customers including large independent oil and petrochemical companies, resellers and
propane distribution companies in the southeastern United States. The advanced information services segment provides
domestic and international clients with information technology related business services and solutions for both enterprise
and e-business applications.

Principles of Consolidation

The Consolidated Financial Statements include the accounts of the Company and its wholly owned subsidiaries. The
Company does not have any ownership interests in investments accounted for using the equity method or any variable
interests in a variable interest entity. All intercompany transactions have been eliminated in consolidation.

System of Accounts

The nawral gas distribution divisions of the Company located in Delaware, Maryland and Florida are subject to
regulation by their respective Public Service Commissions with respect to their rates for service. maintenance of their
accounting records and various other matters. Eastern Shore Natural Gas Company is an open access pipeling and is
subject to regulation by the Federal Energy Regulatory Commission (“FERC™). Our financial statements are prepared in
accordance with generally accepted accounting principles. which give appropriate recognition to the ratemaking and
accounting practices and policies of the various commissions. The propane. advanced information services and other
business segments are not subject to regulation with respect to rates or maintenance of accounting records.

Property, Piant, Equipment and Depreciation

Itility and non-utifity property is stated at original cost. The costs of repairs and minor replacements are charged against
income as incurred and the costs of major renewals and betierments are capitalized. Upon retirement or disposition of
non-utility property. the gain or loss, net of salvage vaiue. is charged to income. Upon retirement or disposition of utility
property, the gain or loss. net of salvage value. is charged 10 accumulated depreciation. The provision for depreciation is
computed using the straight-line method at rates that amortize the unrecovered cost of depreciable property over the
estimated remaining usetul life of the asset. Depreciation and amortization expenses are provided at an annual rate for
each segment. The three-vear average rates were 3 percent for natural gas distribution and transmission, 5 percent for
propane, | | percent for advanced information services and 7 percent for general plant.
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At December 31, 2006 2005 Useful Life
Plant in service

Mains $151,860,304  §$113,111,408 24-37 years
Services — utility 32,334,145 29,010,008 14-28 vears
Compressor station equipment 24,921,976 23,853,871 28 years
Liquefied petroleum gas equipment 24,627,398 22,162,867 30-39 years
Meters and meter installations 16,093,737 15,165,212 Propane 15-33 vears, Natural gas 17-49 years
Measuring and regulating station equipmer 13,272.201 12,219,964 17-37 years
Office furniture and equipment 10,114,101} 9.572,926 Non-regulated 3-10 years, Regulated 3-20 years
Transportation equipment 10,686,259 9.822,272 2-11 years
Structures and improvements 9,538,345 9,161,696 5-44 vears®
Land and fand rights 7,386,268 5.646.852 Not depreciable, except certain regulated assets
Propane bulk plants and tanks 5.301.4357 6,097,036 13 - 40 years
Various 17.839.745 16,922.065 Various
Total plant in service 324,005,936 272.746.177
Plus construction work in progress 1,829,948 7.598.,531
Less accumulated depreciation (85.010,472) (78.840.413)
Net property, plant and equipmern $240.825412  $201,504,295

C ertain immaterial account balances may fall outside this range.

The regulated operations computedepreciation in accordance with rates approved by either the state Public Service Commission
or the FERC. These rates are based on depreciation studies and may change periodicallv upon receiving approval from the
appropriate reguiatory body. The depreciation raes shown above are based on the remaining usetul lives of the assetsat the
time of the depreciation study, rather than their original lives. The depreciation rates are compaosite. straight-line rates applied

to the average investment for each class of depreciable property and are adjusted for anticipated cost of removal less salvage
value.

The non-regulated operations compute depreciation wing the straight-iine method over the estimated usefui life of the asset

=

ncludes buildings, structures used in connection with natural gas and propane operations. improvements to those facilities
and leasehold improvements.

Cash and Cash Equivalents

The Company's policy is to invest cash in excess of operating requirements in overnight income producing accounts.
Such amounts are stated at cost, which approximates market value. Investments with an original maturity of three months
or less when purchased are considered cash equivalents.

inventories
The Company uses the average cost method 10 vaiue propane and materials and supplies inventory. [f the market prices
drop below cost. inventory balances that are subject to price risk are adjusted to market values.

Regulatory Assets, Liabilities and Expenditures

The Company accounts for its regulated operations in accordance with SFAS No. 71, “Accounting tor the Effects of
Certain Types of Regulation,” This standard includes accounting principies for companies whose rates are determined by
independent third-party regulators. When setiing rates. regulators often make decisions. the economics of which require
companies to defer costs or revenues in different periods than may be appropriate for unregulated enterprises. When this
situation occurs, the regulated utility defers the associated costs as assets (reguiatory assets) on the balance sheet. and
records them as expense on the income statement as it coliects revenues. Further. regulators can also impose liabitities
upon a company for amounts previously collected from customers. and for recovery of costs that are expected 10 be
incurred in the future (reguiatory liabilities).

At December 31. 2006 and 2003, the regulated utility operations had recorded the following regulatory assets and

periods as they are reflected in customers’ rates,
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At December 31, 2008 2005
Regulatory Assets

Current

Underrecovered purchased gas costs 81,076,921 $4.016,522
Caonservation cost recovery 51,408 303,930
Swing transportation imbalances - 454
PSC Assessment 22,290 -
Flex rate asset 81,926 113,922
Other 43,108 -
Total current 1,275,653 4,434,828

Non-Current

Income tax related amounts due from customers 1,300,544 711,961
Deferred regulatory and other expenses 188,686 89,258
Deferred gas supply 15,201 15,201
Deferred post retirement benefits 138,949 166,739
Environmental regulatory assets and expenditures 121,708 195.073
Tortal non-current 1,765,088 1,178.232
Total Regulatory Assets 53,040,741 $5,613,060

Regulatory Liabilities

Current

Self insurance — current $568.897 $44.221
Overrecovered purchased gas costs 2,351,553 -
Shared interruptibie margins 100,355 3,039
Operational flow order penalties 7,831 7,831
Swing transportation imbalances 1,170,511 495,455
Total current 4,199,147 550.546

Non-Current

Self msurance — long-term 600,787 1,382,247
Income tax related amounts due to customers 285819 327,893
Environmental overcoliections 349.648 297.639
Toral non-current 1,236,254 2.008.779
Accrued asset removal cost 18.410,992 16,727.268
Total Regulatory Liabiiities $23,846,393 $19.286.593

Included in the regulatory assets [isted above are $133,000 of which is accruing interest. Of the remaining regulatory
assets. $1.4 miltion will be collected in approximately one to two years, $310.000 will be collecied within approximatels
310 10 vears. and S1.4 million are awaiting reguiatory approval for recovery, but once approved are expected to be
collected within 12 months.

As required by SFAS No. 71. the Company monitors iis regulatory and competitive environment to determine whether
the recovery of its regulatory assets continues 1o be probable. If the Company were to determine that recovery of these
assets is no longer probable. it would write off the assets against earnings. The Company believes that SFAS No. 71
continues to applv to its regulated operations, and that the recoverv of Its regulatory assets is probable.

Goodwill and Other intangibie Assets

The Company accounts for its goodwill and other intangibles under SFAS No. 142, “Goodwill and Other Intangibie
Assers.” Under SFAS No. 142, goodwill is not amortized. but it is tested for impairment at least annually. In addition.
goodwill of a reporting unit is tested for impairment between annual tests if an event occurs or circumstances change that
would more likely than not reduce the fair value of a reporting unit below its carrving value. Other intangible assets are
amortized on a straight-line basis over their estimated economic useful lives. Please refer to Note F “Goodwill and Other
Intangible Assets” for additional discussions of this area.
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Other Deferred Charges

Other deferred charges include discount, premium and issuance costs associated with long-term debt. Debt costs are
deferred and then are amortized to interest expense over the original lives of the respective debt issuances. Deferred post-
employment benefits are adjusted based on current age, the present value of the projected annual benefit received and
estimated life expectancy.

Income Taxes and Investment Tax Credit Adjustments
The Company files a consolidated federal income tax retumn. Income tax expense allocated to the Company’s subsidiaries
is based upon their respective taxable incomes and tax credits.

Deferred tax assets and liabilities are recorded for the tax effect of temporary differences between the financial
statements bases and tax bases of assets and liabilities and are measured using current effective income tax rates. The
portions of the Company’s deferred tax liabilities applicable to utility operations, which have not been reflected in
current service rates, represent income taxes recoverable through future rates. Investment tax credits on utility property
have been deferred and are allocated to income ratably over the lives of the subject property.

Financial Instruments

Xeron, Inc. (*Xeron”), the Company’s propane wholesale marketing operation. engages in trading activities using
forward and futures contracts which have been accounted for using the mark-to-market method of accounting. Under
mark-to-market accounting. the Company 's trading contracts are recorded at fair value, net of future servicing costs. The
changes in market price are recognized as gains or losses in revenues on the income statement in the period of change.
The resulting unrealized gains and losses are recorded as assets or Habilities, respectively. There were unrealized gains of
$8,500 and $46,000 at December 31, 2006 and 20035, respectively. Trading liabilities are recorded in other accrued
liabilities. Trading assets are recorded in prepaid expenses and other current assets.

The Company's natural gas and propane distribution operations have entered into agreements with natural gas and
propane suppliers to purchase gas for resale to their customers. Purchases under these contracts either do not meet the
definition of derivatives in SFAS No. 133 orare considered “normal purchases and sales™ under SFAS No. 13§ and are
accounted for on an accrual basis.

The propane distribution operation has entered into a fair value hedge of its inventory. in order to mitigate the impact of
wholesale price fluctuations. At December 31, 2006, the propane distribution operation had entered into a swap
agreement to protect the Company from the impact of price increases on our price-cap plan that we offer to customers.
The Company considers this agreement to be an economic hedge and does not qualify for hedge accounting as described
in SFAS 133, At the end of the period. the market price of propane dropped beiow the unit price within the swap
agreement. As a result of the price drop. the Company marked the agreement to market. which resulied in an unrealized
loss of $84,000.
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Earnings Per Share
The calculations of both basic and diluted earnings per share from continuing operations are presented in the following
chart.

For the Periods Ended December 31, 2006 2005 2004
Calculation of Basic Earnings Per Share:
Net Income $10,506,525 $10,467.614  $9,549,667
Weighted average shares outstanding 6,032,462 5,836,463 5,735,405
Basic Earnings Per Share $1.74 $1.79 $1.66

Calculation of Diluted Earnings Per Share:
Reconciliation of Numerator:

Net Income — Basic $10,506,525 $10,467,614  $9,549,667

Effect of 8.25% Convertible debentures 105,024 123,589 139.097
Adjusted numerator — Diluted $10,611,548 §$10,591,173 $9.688,764
Reconciliation of Denominator:

Weighted shares outstanding — Basic 6,032,462 5.836.463 5,735,405

Effect of dilutive securities

Stock options - - 1.784
Warranis - 11,711 7,900
8.25% Convertible debentures 122,668 144 378 162,466
Adjusted denominator — Diluted 6,155,131 5.992,552 5.907.555
Diluted Earnings Per Share $1.72 $1.77 31.64

Operating Revenues

Revenues for the natural gas distribution operations of the Company are based on rates approved by the various public
service commissions. The natural gas transmission operation’s revenues are based on rates approved by the FERC,
Customers’ base rates may not be changed without formal approval by these commissions: however, the regulatory
authorities have granted our reguiated natural gas distribution operations the ability to negotiate rates with customers that
have competitive alternatives using approved methodologies. In addition. the natural gas transmission operation can
negotiate rates above or below the FERC-approved tariff rates.

Chesapeake’s Maryland and Delaware natural gas distribution operations each have a gas cost recovery mechanism tha
provides for the adjustment of rates charged to customers as gas costs fluctuate, These amounts are collected or refunded
through adjustments to rates in subsequent periods.

The Company charges flexible rates to the natural gas distribution’s industrial interruptible customers to compete with
alternative types of fuel. Based on pricing. these customers can choose natural gas or alternative types of supply. Neither
the Company nor the interruptible customer is contractually obligated to deliver or receive nawral gas

The propane wholesale marketing operation records wrading activity net on the Company’s income statement. on a mark-
to-market basis, for open contracts. The propane distribution, advanced information services and other segments record
revenue in the period the products are delivered and/or services are rendered.

Certain Risks and Uncertainties

The financial statements are prepared in conformity with generallv accepted accounting principles that require
management to make estimates in measuring assets and liabilities and related revenues and expenses (see Notes M and N
1o the Consolidated Financial Statements for significant estimates). These estimates involve judgments with respect to.
among other things. various future economic factors that are difficult to predict and are bevond the control of the
Company: therefore, actual results could differ from those estimates.

The Company records certain assets and liabilities in accordance with SFAS No. 71. If the Company were required 1o
terminate application of SFAS No. 71 for its regulated operations. all such deferred amounts would be recognized in the
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income statement at that time. This could result in a charge to earnings, net of applicable income taxes, which could be
material.

FASB Statements and Other Authoritative Pronouncements

In December 2004, the Financial Accounting Standards Board (“FASB”) issued SFAS No. 123 (Revised 2004}, “Share-
Based Payment” (“SFAS No. 123(R)™). SFAS No. 123(R) is effective for annual reporting periods beginning after
June 15, 2005. The Company was required to adopt SFAS No. 123(R) in the first quarter of 2006, The Company is
required to measure the cost of all employee share-based payments to employees. including grants of employee stock
options, using a fair-value-based method. The pro forma disclosures previously permitted under SFAS No. 123 no longer
will be an alternative to financial statement recognition. The adoption of SFAS No. 123(R) did not have a material
impact on the financial statements

In May 20035, the FASB issued SFAS No. 154, “Accounting Changes and Error Corrections™. This statement applies to
all voluntary changes in accounting principle. It also applies to changes required by an accounting pronouncement in the
unusual instance that the pronouncement does not include specific transition provisions. When a pronouncement includes
specific transition provisions, those provisions should be followed. This statement requires retrospective application to
prior periods’ financial statements of changes in accounting principle, unless it is impracticable to determine either the
period-specific effects or the cumulative effect of the change. This statement was effective for accounting changes and
corrections of errors made in fiscal vears beginning after December 15, 2005, The Company was required to adopt SFAS
No. 154 in the first quarter of 2006. The implementation of this statement did not have a material impact on
Chesapeake’s financial statements.

In September 2006, the FASB issued SFAS No. 158, “Employers’ Accounting for Defined Benefit Pension and Other
Postretirement Plans™. This statement improves financial reporting by requiring an employer to recognize the over-
funded or under-funded status of'a defined benefit postretirement plan as an asset or Hability in its statement of financial
position and to recognize changes in that funded status in the vear in which the changes occur through comprehensive
income. The Company is required to initially recognize the funded status of a defined benefit postretirement plan and to
provide the required disclosures as of the end of the fiscal vear ending after December 13.2006. The Company adopied
SFAS No. 158 as of December 31, 2006, Based on the fair value of plan assets and their related funded status at
December 31. 2006, the adoption of SFAS 138 resulied in an increase in total assets by approximately $282,000. an
increase in total liabilities by approximately $112.000 and an increase to total shareholders equity by approximately
§170.000. Please refer 1o Note K “Empilovee Benefit Plans.” for details of each of the Company’s benefit plans.

In June 2006. the FASB issusd FASB Interpretation (“FIN"1 No, 48, “Emplovers” Accounting for Uncertainty in Income
Taxes” This interpretation clarifies the accounting for uncertainty in income 1axes recognized in an enterprise’s financial
statements in accordance with SFAS No. 109, “Accounting for Income Taxes”. This interpretation prescribes a
recognition threshold and measurement auribute for the financial statemen: recognition and measurement of a tax
position taken or expected to be taken in a 1ax return. This interpretation also provides guidance on derscognitior,
classification. interest and penalties. accounting in interim periods, disciosure. and transition. This interpretation is
effective for fiscal vears beginning after December 13, 2006, Chesapeake is required to adopt FIN No. 48 in the first
quarter of 2007. The Company is currently evaluating the impact that this interpretation will have an our financial
statements.

in September 2006, the FASB issued SFAS No. [57. “Fair Value Measurements”™ This statement defines fair value.
establishes a framework for measuring fair value in generally accepted accounting principles. and expands disclosures
about fair value measurements, This statement applies under other accounting pronouncements that require or permit fair
value measurements. the FASB having previousiy concluded in those accounting pronouncements that fair value is the
relevant measurement atribute. Accordingly. this statement does not require any new fair value measurements. This
statement is effective for financial statements issued for fiscai vears beginning after November 15, 2007, and interim
periods within those fiscal vears. Chesapeake will be required to adopt SFAS No. 157 in the first quarter of 2008. The
Company has not vet evaluated the impact that this statement will have on our financial statements.
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In September 2006, the SEC issued Staff Accounting Bulletin No. 108, which expresses the SEC’s views regarding the
process of quantifying financial statement misstatements. The application of the guidance in this bulletin is applicable at
December 31, 2006. The implementation of this bulletin did not have any impact on the Company s financial statements.

Reclassification of Prior Years’ Amounts
Certain prior years’ amounts have been reclassified to conform to the current year’s presentation.

B. BUSINESS DISPOSITIONS AND DISCONTINUED OPERATIONS

During 2003, Chesapeake decided to exit the water services business and sold six of its seven operations. The
remaining operation was sold in October 2004. At December 31, 2006, all property and assets of the water
subsidiary have been sold. The results of operations for all water service businesses have been reclassified 1o
discontinued operations for all periods presented. Operating revenues for discontinued operations was $1.1 million
and operating losses for discontinued operations was $94,000 for 2004. A loss of $52.000, net of tax, was recorded

for 2004 on the sale of the water operations. The Company did not have any discontinued operations in 2006 and
2005.
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C. SEGMENT INFORMATION

The following table presents information about the Company’s reportable segments. The table excludes discontinued
operations.

For the Years Ended December 31, 2006 2005 2004
Operating Revenues, Unaffiliated Customers
Natural gas distribution, transmission and marketing $170,114,514  $166,388.562  $124.073,939
Propane 48,575,976 48,975,349 41,499.687
Advanced information services 12.509,077 14,121 441 12,381,815
Other 1,024 144,384 -
Total operating revenues, unaffiliated customers $231,200,591  $£229,629,736  $177,955.441
Intersegment Revenues "
Natural gas distribution, transmission and marketing §259,969 $193,404 $172,427
Propane - 668 -
Advanced information services 58.532 18,123 45266
Other 618,493 618.492 647.378
Total intersegment revenues $936.994 $830.687 $865.071
Operating Income
Natural gas distribution. transmission and marketing $19,733.487 $17.235.810 $17.091.360
Propane 2,534,035 3,209.388 2.363.884
Advanced information services 767,160 1,196,544 387,193
Other and eliminations (103.371) (111.243) 127.309
Total operating income $22,931.311 $21,530.499 519,969,746
Depreciation and Amortization
Natural gas distribution, transmission and marketing $6.312.277 $5.682.137 $5.418.007
Propane 1.658.554 1.574,357 1.524.016
Advanced information services 112,729 122,569 138,007
Other and eliminations 160,155 189.146 177.508
Total depreciation and amortization $8.243,715 §7.568.209 $7.257.538
Capital Expenditures
Natural gas distribution. transmission and marketing $43.894.614 $28.433.671 513945214
Propane 4.778.891 3.955.799 3.395.190
Advanced information services 159.402 294792 84.185
Other 321,204 739.079 404.941
Total capital expenditures $49.154,111 833423341 $17.829.530

Y All significant intersegment revenues are billed at market rates and have been eliminated from consolidated revenues.

At December 31, 2006 2005 2004

identifiable Assets

Natural gas distribution. transmission and marketing $252.292,600  5225,667.049  §184.412.308
Propane 60.170.200 57.344 859 47.531.106
Advanced information services 2,573,810 2.062,902 2,387.440
Other 9.957.374 10.905.063 7.379.794
Total identifiabie assets $324.993,984  $205.979.875  §241.710.64}

Chesapeake uses the management approach to identifv operating segments. Chesapeake organizes its business around
differences in products or services and the operating results of each segment are regularly reviewed by the Company’s
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chief operating decision maker in order to make decisions about resources and to assess performance. The segments are
evaluated based on their pre-tax operating income.

The Company’s operations are all domestic. The advanced information services segment has infrequent transactions with
foreign companies, located primarily in Canada, which are denominated and paid in U.S. dollars. These transactions are
immaterial to the consolidated revenues.

D. FAIR VALUE OF FINANCIAL INSTRUMENTS

Various items within the balance sheet are considered to be financial instruments because they are cash or are to be
settled in cash. The carrying values of these items generally approximate their fair value (see Note E to the Consolidated
Financial Statements for disclosure of fair value of investments). The Company’s open forward and futures contracts at
December 31, 2006 had a gain in fair value of $8,500 and at December 31, 2005 had a gain in fair value 0f $46,000 based
on market rates. The fair value of the Company’s long-term debt is estimated using a discounted cash flow methodology.
The Company’s long-term debt at December 31, 2006, inciuding current maturities, had an estimated fair value of $81.4
million as compared to a carrying value of $78.7 million. At December 31, 2005, the estimated fair value was
approximatelv $68.5 million as compared to a carrying value of $63.9 million. These estimates are based on published
corporate borrowing rates for debt instruments with similar terms and average maturities.

E. INVESTMENTS

The investment balances at December 31, 2006 and 2003 represent a Rabbi Trust (“the trust™) associated with the
Company’s Supplemental Executive Retirement Savings Plan. In accordance with SFAS No. 113, “Accounting for
Certain Investments in Debt and Equity Securities,” the Company classifies these investments as trading securities. As a
result of classifving them as trading securities, we are required to report the securities at their fair value. with any
unrealized gains and losses included in other income. We also have an associated liability that is recorded and adjusted
each month, along with other expense. for the gains and losses incurred by the trust. At December 31, 2006 and 2005,
total investments had a fair value of $2.0 million and $1.7 miliion.

F. GoopwiLL AND OTHER INTANGIBLE ASSETS

In accordance with SFAS No. 142, goodwill 1s tested for impairment at least annually, In addition, goodwill of a
reporting unit is tested for impairment between annual tests if an event occurs or circumstances change thar would more
likelv than not reduce the fair value of a reporting unit below its carrying value. The propane unit had $674,000 in
goodwill for the two vears ended December 31, 2006 and 2005. Testing for 2006 and 2005 has indicated that no
impairment has occurred.
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The carrying value and accumulated amortization of intangible assets subject to amortization for the two years ended

December 31, 2006 are as follows:

December 31, 2006

December 31, 2005

Gross

Carrying Accumulated

Gross

Carrying  Accumulated

Amount  Amortization Amount  Amortization
Customer lists $115,333 875,057 $115,333 $67.845
Acquisition costs 263.659 112,057 263,659 105.465
Total $378,992 $187,114 $378,992 $173.310

Amortization of intangible assets was $14.000 for the vears ended December 31, 2006 and 2003, respectively. The
estimated annual amortization of intangibles is $14,000 per vear for each of the vears 2007 through 201 1. respectively.

G. STOCKHOLDERS' EQUITY

The changes in the common stock shares issued and outstanding are shown in the tabie below:

For the Years Ended December 31, 2006 2005 2004
Common Stock shares issued and outstanding i
Shares 1ssued — beginning of period balance 5.883.099 3,778,976 5.660,594
Dividend Reinvestment Plan %' 38.392 41,175 40,993
Retirement Savings Plan 29,705 21.071 39.157
Conversion of debentures 16.677 22,609 18,616
Emplovee award plan 350 - -
Performance shares and options exercised 29,516 19.268 19.616
Public offering 690.345 - -
Shares issued — end of period balance i 0,688,084 5.883.099 5.778.976
Treasury shares — beginning of period balance (973 (9.418) -
Purchases - (4.852) (13316)
Dividend Remvestment Plan - 2,142
Retirement Savings Plan - {2.031 -
Other issuances 97 - 5.898
Treasury Shares -— end of period palance - (97} 19,418)
Total Shares Outstanding 6.688.084 5.883.002 5,769,538

"' 12.000.000 shares are authorized at a par value of $0.4867 per share
2 3 . 3 . ] A . . .
" Includes shares purchased with reinvesied dividends and optional cash payments.

""" Includes shares 1ssued for Directors’ compensation.
“'Inciudes 48,187, 37.528. and 48.173 shares at December 31, 2006. 2005 and 2004, respectively. held in a

Rabbi Trust established by the Companvy relating to the Executive Deferred Compensation Plan,

In 2000 and 2001. the Company eniered into agreements with an investment banker to assist in identifying acquisition
candidates. Under the agreements. the Company issued warrants to the investment banker to purchase 15,000 shares of
Chesapeake stock in 2000 at an exercise price of $18.00 per share and 15.000 in 2001 at an exercise price of $18.25 per
share, In August 2006. the investment banker exercised the 30.000 warrants pursuant to the terms of the agreement at
$33.3657 per share. At the request of the investment banker, Chesapeake settled the warrants w ith a cash payment of
$435.000. in lieu of issuing shares of the Company s common stock. At December 31, 2006, Chesapeake does not have
anv stock warrants outstanding.
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On November 21, 2006 the Company completed a public offering of 600,300 shares of its common stock at a price per
share of $30.10. On November 30, 2006, the Company completed the sale of 90,045 additional shares of its common
stock, pursuant to the over-allotment option granted to the Underwriters by the Company. The net proceeds from the sale
of common stock, after deducting underwriting commissions and expenses, were approximately $19.8 million, which
were added to the Company’s general funds and used primarily to repay a portion of the Company s short-term debt
under unsecured lines of credit.

H. LoNG-TERM DEBT

The outstanding long-term debt. net of current maturities, is as shown below.

At December 31, 2008 2005 2004
Uncollateralized senior notes:
7.97% note, due February 1, 2008 $1.000,000 $2,000,000 $3,000.000
6.91% note, due October 1, 2010 2,727,273 3,636,363 4,545,454
6 85% note, due January 1, 2012 4,000,000 5,000,000 6,000,000
7.83% note, due January 1, 2015 14,000,000 16.000.000 20,000,000
6.64% note, due October 31, 2017 27,272,727 30,000,000 30,000,000
5.50% note, due October 12, 2020 20,000,000 - -
Convertible debentures:
8.25% due March 1, 2014 1,970,000 2.254 000 2,644,000
Promissory note 80,000 100,000 -
Toral Long-Term Debt $71,050,000 $58,990,363 $66.189 454

Annuai mamrines of consalidaied long-ierni debi for the next five years are as follows: §7.656.364 for 200 7;
$7.656, 364 jur 2008 §6.656,364 jur 2009.56,650, 304 for 2010 and 8§7.747.273 for 201 1.

The convertible debentures may be converted. at the option of the holder. into shares of the Company’s common stock at
a conversion price of §17.01 per share. During 2006 and 2003, debentures totaling $284,000 and $385.000. respectively.
were converied to stock. The debentures are also redeemable for cash at the option of the holider, subiect to an annual
non-cumulative maximum limitation of $200,000. In 2006, no debentures were redeemed for cash. During 2005.
debentures totaling $5.000 were redeemed for cash. At the Company’s option. the debentures may be redeemed at stated
amounts.

On October 12, 2006. the Company issued 520 million of 5.5 percent Senior Notes to three institutional investors (The
Prudential Insurance Company of America, Prudential Retirement Insurance and Annuity Company and United Omaha
Life Insurance Company ). The original note agreement was executed on October 18, 2003 and provided for the Company
to sell the Notes at any time prior to January 13,2007, The terms of the Notes require annual principal repayments of §2
million beginning on the fifth anniversary of the issuance of the Notes. The Notes will mature on October 12, 2020, The
proceeds from this issuance were used to reduce a portion of the Company’s outstanding shori-term debt.

Indentures to the long-term debt of the Company and its subsidiaries contain various restrictions. The most stringen!
restrictions state that the Company must maintain equity of at least 40 percent of total capitalization and the pro-forma
fixed charge coverage ratio must be 1.5 times. The Company is in compiiance with all of its debt covenants.

{. SHORT-TERM BORROWING

As of December 31. 2006. the Board of Directors (“Board") has authorized the Company to borrow up 10 $55.0 million
from various banks and trust companies under short-term lines of credit. During 2006, the Board authorized increases in
the Company's borrowing authority up to §75 million to fund the 2006 capital budget and working capital. The §75
million limit was subsequently reduced 1o its current level by the Board on November 7. 2006. following the placement
on October 12, 2006 of $20 million 3.50 percent Senior Notes.
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As of December 31, 2006, the Company had four unsecured bank lines of credit with two financial institutions, totaling
$80.0 million, none of which required compensating balances. These bank lines provide funds for the Company’s short-
term cash needs to meet seasonal working capital requirements and to temporarily fund portions of its capital
expenditures. Two of the bank lines, totaling $15.0 miltion, are committed. The other two lines are subject to the banks’
availability of funds. Under these lines of credit, the outstanding balances of short-term debt at December 31, 2006 and
2005 were $27.6 million and $35.5 million, respectively. The annual weighted average interest rates on short-term debt
were 5.47 percent and 4.47 percent for 2006 and 2005, respectively. The Company also had a letter of credit outstanding
in the amount of $775,000 that reduced the amounts available under the lines of credit.

J. LEASE OBLIGATIONS

The Company has entered into several operating lease arrangements for office space at various locations. equipment and
pipeline facilities. Rent expense related to these leases was $680.000, $837,000, and $934,000 for 2006. 2005 and 2004,
respectively. Future minimum payments under the Company’s current lease agreements are $650,000. $496,000,
$423.000. $331.000 and $321.000 for the years 2007 through 2011, respectively; and $3.8 million thereafier. totaling
$6.0 million.

K. EMPLOYEE BENEFIT PLANS

Retirement Pians

Before 1999, Company employees generally participated in both a defined benefit pension plan (“Defined Pension Plan™}
and a Retirement Savings Plan. Effective January 1, 1999, the Company restructured its retirement program to compete
more effectively with similar businesses. As part of this restructuring. the Company closed the Defined Pension Plan to
new participanis. Emplovees who participated in the Defined Pension Plan at that time were given the option of
remaining in (and continuing to acerue benefits under) the Defined Pension Plan or receiving an enhanced matching

contribution in the Retirement Savings Plan.

Because the Defined Pension Plan was not open to new participanis. the number of active participants in that plan
decreased and is approaching the minimum number needed for the Defined Pension Plan to maintain its tax-qualified
status, To avoid jeopardizing the tax-qualified status of the Defined Pension Plan, the Company’s Board of Direciors
amended the Defined Pension Pian on September 24. 2004, To ensure that the Company continues to provide appropriate
levels of benefits 10 the Company’s employees, the Board amended the Defined Pension Plan and the Retirement Savings
Plan. effective January 1. 2003, so that Defined Pension Plan participants who were actively empioyed by the Company
on that date (1) receive two additional years of benefit service credit to be used in calculating their Defined Pension Plan
benefit (subject to the Defined Pension Plan’s limit of 33 vears of benefit service credit). (2} have the option to receive
their Defined Pension Plan benefit in the form of a lump sum at the time they retire. and (3} are eligible 10 receive the
enhanced matching contribution in the Retirement Savings Plan. In addition. effective January !. 2003, the Board
amended the Defined Pension Plan so that participants will not accrue any additional benefits under that plan. These
changes were communicated to the Company’s emplovees during the first week of November 2004. As aresult of the
amendments to the Defined Pension Plan. a gain of approximately $172.000 (after tax) was recorded during 2004,

In September 2006. the FASB issued SFAS No. 158, “Emplovers’ Accounting for Defined Benafit Pension and Other
Postretirement Plans” (SFAS 158). The Company adopted SFAS 138 prospectively on December 31. 2006, SFAS 158
requires that we recognize all obligarions related 10 defined benefit pensions and other postretirement benefits, This
statement requires that we quantify the pians’ funded status as an asset or a liability on our consolidated balance sheets.

SFAS 158 requires that we measure the plans’ assets and obligations that determine our funded status as of'the end of the
fiscal vear. The Company is also required to recognize as a component of accumulated other comprehensive income
(*AQCI™) the changes in funded status that occurred during the vear that are not recognized as part of net periodic benefit
cost as explained in SFAS No. 87, “Employers’ Accounting for Pensions,” or SFAS Ne. 106, “Employers’ Accounting
for Postretirement Benefits Other Than Pensions.”
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Based on the funded status of the Company’s defined benefit pension and postretirement benefit plans as of December
31, 2006, the effects of adopting SFAS 158 on the Company’s financial statement is set forth in the following table.

SFAS 158
Adoption Post
Pre-SFAS 158 Adjustments SFAS 158
Asset (liability) for pension benefits ($3,741,054) $281,538 ($3,459,516)
Deferred income tax asset (liability) 1,224,742 (111,973 1,112,769
Accumulated other comprehensive income 504,115 (169,.565) 334,550

The amounts recognized in AOCI as a result of the adoption of SFAS 58 consist of:

Defined Other

Benefit Postretirement

Pension Benefit Total
Prior service cost (credit) ($29,560) - ($29.,560)
Loss (gain) (1.284.400) 1.032.422 (251.978)
Total (1.313.960; 1,032,422 (281.338)
Less: Deferred tax asset (liability) (522,582) 410.609 (111,973)
Loss (gain) in AOCI, net of tax ($791.378) $621.813 ($169.565)

The amounts in AOCI for the respective retirement pians that are expected to be recognized as a component of net benefit
cost in 2007 is set forth in the following table.

Defined Executive Excess Other
Benefit Defined Benefit Postretirement
Pension Pension Benefit
Prior service cost {credit) (54.699) - -
Loss (gain) (6,846} 51.279 136,978

Defined Benefit Pension Pian

As described above. effective January 1, 2005, the Defined Pension Plan was frozen with respect to additional years of
service or additional compensation. Benefits under the plan were based on each participant’s years of service and highest
average compensation, prior to the freeze. The Company's funding policy provides that payments to the trustee shall be
equal to the minimum funding requirements of the Employee Retirement Income Security Act of 1974, The Company
does not expect to be required to make any funding payments toward the Defined Pension Plan in 2007. The
measurement dates for the Pension Plan were December 31. 2006 and 2003, respectively.

The following schedule summarizes the assets of the Defined Pension Plan, by investment type. at December 31, 2006.
2005 and 2004:

At December 31, 20086 2005 2004
Asset Category
Equiry securities 77.34% 76.12% 72.64%
Debt securities 18.59% 23.28% 12.91%
Other 4.07% 0.60% 14.45%
Total 100.00% 100.00% 100.00%

The asset listed as “Other™ in the above table represents monies temporarily held in moneyv market funds. The money
market fund invests at least 80 percent of its total assets in:

e  United States Government obligations: and
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e Repurchase agreements that are fully collateralized by such obligations.

The investment policy of the Plan calls for an allocation of assets between equity and debt instruments with equity being
60 percent and debt at 40 percent, but allowing for a variance of 20 percent in either direction. Additionally, as changes
are made to holdings, cash, money market funds or United States Treasury Bills may be held temporarily by the fund.
Investments in the following are prohibited: options, guaranteed investment contracts, real estate, venture capital, private
placements, futures, commodities, limited partnerships and Chesapeake stock. Additionally, short selling and margin
transactions are prohibited. During 2004, Chesapeake modified its investment policy to allow the Emplovee Benefits
Commitiee to reallocate investments to better match the expected life of the plan,

The following schedule sets forth the funded status of the Defined Pension Plan at December 31, 2006, 2005 and 2004:

At December 31, 2006 2005 2004
Change in benefit obligation:

Benefit obligation — beginning of year $12,399,621 $12.053.063 $11,948755
Service cost - - 338,352
interest cost 635,877 645,740 690,620
Change in assumptions (301,851) 388,979 573,639
Actuarial loss 607 28,895 220,842
Amendments - - 883,753
Effect of curtailment/settiement - - (2,171,289
Benefits paid (1,284.529) {717.056) (431,609)

Benefit obhigation — end of vear 11,449,725 12399621 12.053.063

Change in plan assets:

Fair vaiue of plan assets — beginning of vear 11,780,866 12.097,248 11,301,548
Actual return on plan assets 1,543,950 400,674 1,227,309
Benefits paid (1.284,529) (717.056) (431,609)

Fair value of plan assets — end of vear 12,040,287 11.780.866 12,097.248

Reconciliation of funded status: "'

Plan assets in excess (less than) benefit obligation at vear-end 590,560 (618,755 44 185

Unrecognized prior service cost - 134.259) (38,958)

Unrecognized net actuanial gain - (129,739 (850,224

Net amount accrued $590,560 ($782.7533 ($844,997)
Assumptions:
Discount rate 5.50% 3.25% 5.50%
Expected return on plan assets 6.00% 6.00% 7.88%

(1) After the adoption of SFAS 188 on December 3%, 2006, these amounts are recorded and tnis reconcitation s no ionger reauired.

Net periodic pension costs for the defined benefit Pension Plan for 2006, 2005. and 2004 include the components as
shown below:

For the Years Ended December 31, 2006 2005 2004
Components of net periodic pension cost:
Service cost 30 sC $338,352
Interest cost 635.877 643 740 490,620
Expected return on assets (690.533) (703,285; (869,336
Amortization oft
Transition assets - - (11.328)
Prior service cost (4,699) (4,699} {4.699)
Net periodic pension cost (benefit) ($59.355) (562,244 5143.609

The following actuarial assumptions were used in calculating net periodic pension cost or benefit.

For the Years Ended December 31, 2006 2005 2004
Assumptions:
Discount rate 5.25% 5.50% 5.88%
Expected return on plan assets 6.00% 6.00% 7.88%
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The assumptions used for the discount rate of the plan were reviewed by the Company and increased from 5.25 percentto
5.50 percent, reflecting an increase in the interest rates of high quality bonds and reflecting the expected life of the plan,
due to the lump sum payment option. Additionally, the average expected return on plan assets for the qualified plan
remained constant at 6 percent due to the adoption of a change in the investment policy that allows for a higher level of
investment in bonds and a lower level of equity investments. Since the Plan is frozen in regards to additional years of
service and compensation, the rate of assumed compensation rate increases is not applicable. The accumulated benefit
obligation was $11.4 million and $12.4 million at December 31, 2006 and 2005, respectively.

Executive Excess Defined Benefit Pension Plan

The Company also sponsors an unfunded executive excess defined benefit pension plan. As noted above, this plan was
frozen with respect to additional years of service and additional compensation as of December 31, 2004. Benefits under
the plan were based on each participant’s years of service and highest average compensation, prior to the freeze. The
accumulated benefit obligation was $2.29 million and $2.32 million at December 31. 2006 and 2003, respectively.

Net periodic pension costs for the executive excess benefit pension plan for 2006, 2005. and 2004 include the
components as shown below:

For the Years Ended December 31, 2006 2005 2004
Components of net periodic pension cost:
Service cost 50 50 $105913
Interest cost 119,588 119,658 87568
Amortization of:
Prior service cost - - 2.090
Actuarial loss 57,039 48310 21.699
Net periodic pension cost $176.627 5168.977 $217.270

The following schedule sets forth the status of the executive excess defined benefit plan:

At December 31, 2006 2005 2004
Change in benefit obligation:

Benefit obiigation — beginning of year 52,322,471 $2.162.952 $1.4006.190
Service cost - - 105913
Interest cost 119,588 119,658 87,568
Actuanial (gain) joss (65.886) 133.839 713.225
Amendments - - 60,000
Effect of curtailmentsettiement - - (184,844}
Benefits paid (89.203) 193,978 (25.100)

Benefit obligation — end of vear 2.286.97¢ 2.322.471 2,162,952

Change in plan assets:
Fair value of plan assets — beginning of year - -

Employer contributions 89,203 93,978 25,100
Benefits paid (89,203) (93.978) (251000
Fair value of plan assets — end of vear - - -
Funded status (2.286.970) (2322471 (2,162,952
Unrecognized net actuarial loss - 950,492 874.972
Net amount acerued (52.286.970) ($1.362.979; ($1.287.980;

Assumptions:
Discount rate 3.50% . 25%

n

5.50%

[

(1) After the adoption of SFAS 158 on December 31 2008, these amourts are recorded and this recondiiation is no longer
required.

The assumptions used for the discount rate of the plan were reviewed by the Company and increased from 5.25 percentc
5.50 percent, reflecting an increase in the interest rates of high quality bonds and a reduction in the expected life of the
plan. Since the Plan is frozen in regards to additional years of service and compensation, the rate of assumed pay rate
increases is not applicable. The measurement dates for the executive excess benefit plan were December 31, 2006 ancd
2003, respectively.
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Other Postretirement Benefits

The Company sponsors a defined benefit postretirement health care and life insurance plan that covers substantially all
employees.

Net periodic postretirement costs for 2006, 2005 and 2004 include the following components:

For the Years Ended December 31, 2006 2005 2004
Components of net periodic postretirement cost:
Service cost $9,194 $6,257 $5,354
Interest cost 93,924 77,872 86,883
Amortization of:
Transition obligation 22,282 27,859 27,859
Actuarial loss 144,694 88,291 78,900
Net periodic postretirement cost $270,094 $200,279 $1598.996

The following schedule sets forth the status of the postretirement health care and life insurance plan:

At December 31, 2006 2005 2004
Change in benefit obiigation:
Benefit obligation — beginning of vear $1.534,684 51.599.280 $1.471,664
Retirees 264,470 (59,152) 91,747
Fully-eligible active emplovees (114,082) {31,761) 22.071
Other active 78,036 26,317 13.798
Benefit obligation — end of vear $1,763,108 $1,534.684 $1,599,280
Funded status (5$1,763,108) ($1,534.684) ($1.599,280)
Unrecognized transition obligation - 32,182 50,141
Unrecognized net actuarial Joss - 751,450 899.228
Net amount accrued ' ($1.763.108) (7609521 (§649911)
Assumptions:

Discount rate 5.50% 5.25% 5.50%

1) After the adoption of SFAS 158 on Decemper 37, 2008, tnese amounts are recorded and this reconciliation 15 no ionger
required

The health care inflation rate for 2006 is assumed to be 6 percent for medical and 8 percent for prescription drugs. These
rates are projected to gradually decrease to ultimate rates of 3 and 6 percen, respectively. by the vear 2009. A one
percentage point increase in the health care inflation rate from the assumed rate would increase the accumulated
postretirement benefit obligation by approximately $250.000 as of January 1.2007. and would increase the aggregate of
the service cost and interest cost components of the net periodic postretirement benefit cost for 2007 by approximately
S15.000. A one percentage point decrease in the health care inflation rate from the assumed rate would decrease the
accumuiated postretirement benefit obligation by approximately $207.000 as of January 1. 2007, and would decrease the
aggregate of the service cost and interest cost components of the net periodic postretirement benefit cost for 2007 by
approximately $13.000. The measurement dates were December 31. 2006 and 2005, respectively.
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Estimated Future Benefit Payments

The schedule below shows the estimated future benefit payments for each of the years 2007 through 2011 and the
aggregate of the next five years for each of the plans previously described.

Defined Executive Excess Other Post-

Benefit Defined Benefit Retirement

Pension Plan "’ Pension Plan @ Benefits
2007 §721,575 $88,096 £180,205
2008 713,699 86,868 182,977
2009 1,447,370 85,513 185,059
2010 898,179 84,026 204,870
2011 460,335 82.411 194,448
Years 2012 through 2016 4,714,092 758,013 1,010,982

{1

The pension plan is funded: therefore, benefit payments are expected to be paid out of the plan assets.
% Benefit payments are expected to be paid out of the general funds of the Company.

Retirement Savings Plan

The Company sponsors a 401(k) Retirement Savings Plan, which provides participants a mechanism for making
contributions for retirement savings. Each participant may make pre-tax conuributions of up to 15 percent of eligible base
compensation, subject to Internal Revenue Service limitations. These participants were eligible for the enhanced
matching described below effective January 1. 2005.

Effective January [, 1999, the Company began offering an enhanced 401(k} Plan to all new emplovees, as well as
existing emplovees that elected to no longer participate in the Defined Benefit Plan. The Company makes matching
contributions on a basis of up to six percent of each emplovee's pre-tax compensation for the year for all of the
Company s employees. except the empioyees for our Advanced Information Services segment. The match is between 100
percent and 200 percent. based on a combination of the empioyee's age and vears of service. The first 100 percent of the
funds are matched with Chesapeake common stock. The remaining match is invested in the Company’s 401(k) Plan
according to each emplovee’s election options.

Effective July I, 2006, the matching contribution made on behalf of Advanced Information Services segment emnlovees.
is a 50 percent matching contribution. up to six percent of the emplovee’s annual compensation. The matching
contribution is funded in Chesapeake common stock. The Plan was also amended at the same time to enable it to receive
discretionary profit-sharing contributions in the form of emplovee pre-tax deferrals. The extent. to which the Advanced
Information Services segment has any dollars available for profit-sharing, is dependent upon the extent to which actual
earnings exceed budgeted earnings. Any profit-sharing doliars made available to emplovees can be deferred into the Plan
and/or paid out in the form of a bonus.

On December 1. 2001, the Company converted the 401(k} fund holding Chesapeake stock to an Employee Stock
Ownership Plan (“ESOP™).

Effective January 1. 1999. the Company began offering a non-qualified supplemental employee retirement savings plan
open to Company executives over a specific income threshold. Participants receive a cash oniy matching conuwibution
percentage equivalent to their 401(k) match level. All contributions and matched funds can be invested among the
twentv-one mutual funds available for investment. These same funds are available for invesument of empiovee
contributions within the Retirement Savings Plan.

The Company’s contributions to the 401(k) plans totaled $1.612.000, $1.681,000 and $1.497.000 for the vears ended

December 31, 2006. 2005, and 2004, respectively, As of December 31. 2006, there are 77.479 shares reserved to
fund future contributions to the Retirement Savings Plan.
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L. SHARE-BASED COMPENSATION PLANS

Effective January 1, 2006, the Company adopted SFAS No. 123R, “Share-Based Payment,” which establishes accounting
for equity instruments exchanged for employee services. Prior to January 1, 2006, the Company accounted for share-
based compensation to employees in accordance with Accounting Principles Board Opinion (“APB”) No. 25,
“Accounting for Stock Issued to Employees,” and related interpretations. The Company also followed the disclosure
requirements of SFAS No. 123, “Accounting for Stock-Based Compensation,” as amended by SFAS No. 148,
“Accounting for Stock-Based Compensation — Transition and Disclosure.” Commencing January 1, 2006, the Company
elected to adopt the modified prospective method as provided by SFAS No. 123R and, accordingly, financial statement
amounts for the prior periods presented have not been retrospectively adjusted to reflect the fair value of expensing
stock-based compensation.

Stock Options

The Company did not have any stock options outstanding at December 31, 2006 or December 31, 2005, nor were any
stock options issued during 2006.

Director Stock Compensation Plan (" DSCP ")

Under the Company s DSCP, each non-employee director receives an annual retainer of 600 shares of common stock and
an additional 150 shares of common stock for services as a committee chairman, subject to adjustment in future vears
consistent with the terms of the DSCP. Shares issued under the DSCP are fully vested as of the date of the grant. At the
date of grant, the Company records a prepaid expense equal to the fair value of the shares issued and amortizes the

expense equally over the service period of one yvear. Compensation expense recorded by the Company relating to the
DSCP awards was $165.000 and $140,000 for 2006 and 2005. respectively.

A summary of restricted stock activity for the DSCP as of December 31, 2006 is presented below:

Number of Weighted Average
Restricted Shares  Grant Date Fair Value
Qutstanding - December 31, 2005 -
issued - May 2, 2006 5,850 $30.02
Vested 5.850
Outstanding - December 31 2006 -

As of December 31. 2006. there were 63,300 shares reserved for issuance under the terms of the Company’s
Director’s Stock Compensation Plan.

Performance incentive Plans ("P[P "

The Company’s Compensation Commitiee of the Board of Directors is authorized to grant to key emplovees of the
Company the rights to receive awards of shares of the Company’s common stock, contingent upon the achievement of
established performance goals. These goals consist of annual or three-year performance targets. The awards are made
pursuant to the Company’s Performance Incentive Plan. subject to certain post-vesting transfer restrictions. and are
granted in the first quarter of each vear and are issued based upon the performance achieved in the previous fiscal year or
three-vear award period. In the first quarters of 2006 and 20035, the Company issued 23.666 and 10.130 shares,
respectively. to key emplovees as PIP stock awards for each of the preceding fiscal years. Please note that 2003
concluded the three-vear performance period and these awards were issued in the first quarter of 2006 and included in the
23.666 stock awards.

The Company accrues an expense each month of the fiscal year representing an estimate of the value of the stock awards
granted for the current fiscal vear. This accrual process matches the compensation expense with the employees’ service
period rather than recognizing the expense on the issue date. which occurs in the first quarter of the subsequent vear. The
shares issued under the PIP are fully vested and the fair value of each share is equal to the estimated market price of the
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Company’s stock on the date issued. Compensation expense recorded by the Company in 2006 and 2005 relating to the
PIP was $544,000 and $721,000, respectively.

A summary of restricted stock activity for the PIP for 2006 is presented below:

Number of Weighted Average
Restricted Shares  Grant Date Fair Value
Outstanding - December 31, 2005 -
Issued - February 23, 2006 23,666 $30.3999
Vested 23,666
Outstanding - December 31, 2006 -

As of December 31, 2006, there were 293,480 shares reserved for issuance under the terms of the Company’s
Performance Incentive Plan,

M. ENVIRONMENTAL COMMITMENTS AND CONTINGENCIES

Chesapeake is subject 10 federal. state and local laws and regulations governing environmental quaiity and pollution
control. These laws and regulations require the Company to remove or remedy the effect on the environment of the
disposal or release of specified substances at current and former operating sites.

In 2004, Chesapeake received a Certificate of Completion for the remedial work performed at a former gas
manufacturing plant site located in Dover, Delaware. Chesapeake is also currently participating in the investigation,
assessment or remediation of two additional former gas manufacturing plant sites located in Maryland and Florida. The
Company has accrued liabilities for the three sites referred to. respectively, as the Dover Gas Light, Salisbury Town Gas
Light and the Winter Haven Coal Gas sites. The Company has been in discussions with the Marviand Department of the
Environment (“MDE") regarding a fourth former gas manufacturing plant site located in Cambridge, Marviand. The
following provides details of each site.

Dover Gas Light Site

The Dover Gas Light site is a former manufactured gas plant site iocated in Dover. Delaware. On January 135, 2004, the
Company received a Certificate of Completion of Work from the United States Environmental Protection Agencs
(“EPA™) regarding this site. This concluded Chesapeake's remedial action obligation refated to this site and relieves
Chesapeake from liability for future remediation at the site. uniess previousiv unknown conditions are discovered at the
site, or information previously unknown to the EPA is received that indicates the remedial action that has been taken is
not sufficiently protective. These contingencies are standard and are required by the United States in all liabilinn

settiements.

The Company has reviewed its remediation costs incurred to date for the Dover Gas Lightsite and has concluded that al!
costs incurred have been paid. The Company does not expect any future environmental expenditure for this site. Through
December 31, 2006, the Company has incurred approximately $9.67 million in costs reiated to environmental testing and
remedial action studies at the site. Approximately §9.96 million has been recovered through December 2006 from other
parties or through rates. As of December 31, 2006, a regulatory liability of approximately $294,500. representing the
over-recovery portion of the clean-up costs, has been recorded. The over-recovery is temporary and will be refunded by
the Company to customers in future rates.

Salisbury Town Gas Light Site

In cooperation with the MDE. the Company has completed remediation of the Salisbury Town Gas Light site. located in
Salisbury, Marviand, where it was determined that a former manufactured gas plant had caused localized ground-water
contamination. During 1996. the Company completed construction and began Air Sparging and Soil-Vapor Extraction
{(“AS/SVE™) remediation procedures. Chesapeake has been reporting the remediation and monitoring results to the MDE
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on an ongoing basis since 1996, In February 2002, the MDE granted permission to permanently decommission the
AS/SVE system and to discontinue all on-site and off-site well monitoring, except for one well that is being maintained
for continued product monitoring and recovery. In November 2002, Chesapeake submitted a letter to the MDE requesting
a No Further Action determination. The Company has been in discussions with the MDE regarding such request and is
awaiting a determination from the MDE.

Through December 31, 2006, the Company has incurred approximately $2.9 million for remedial actions and
environmental studies at the Salisbury Town Gas Light site. Of this amount, approximately $1.8 million has been
recovered through insurance proceeds or in rates. On September 26, 2006, the Company received approval from the
Maryland Public Service Commission to recover through its rates charged to customers the remaining $1.1 million of the
incurred environmental remediation costs.

Winter Haven Coal Gas Site

The Winter Haven Coal Gas site is located in Winter Haven, Florida. Chesapeake has been working with the Florida
Department of Environmental Protection (“FDEP™) in assessing this coal gas site. In May 1996, the Company filed an
AS/SVE Pilot Study Work Plan (the “Work Plan™) for the Winter Haven site with the FDEP. The Work Plan described
the Company’s proposal to undertake an AS/SVE pilot study to evaluate the site. After discussions with the FDEP, the
Company filed a modified Work Plan, the description of the scope of work to compiete the site assessment activities and
a report describing a limited sediment investigation performed in 1997. In December 1998, the FDEP approved the
modified Work Plan, which the Company completed during the third quarter of 1999. In February 2001, the Company
filed a Remedial Action Plan (“RAP”) with the FDEP 10 address the contamination of the subsurface soil and ground-
water in a portion of the site. The FDEP approved the RAP on May 4. 2001. Construction of the AS/SVE system was
compieted in the fourth quarier of 2002 and the systemn remains fully operational.

The Company has accrued a liability of $212,000 as of December 31, 2006 for the Winter Haven Coal Gas site. Through
December 31. 2006. the Company has incurred approximately $1.7 million of environmental costs associated with this
site. At December 31. 2006. the Company had collected §90.000 through rates in excess of costs incurred. A regulatory
asset of approximately §122.000, representing the uncollected portion of the estimated clean-up costs. has also been
recorded. The Company expects to recover the remaining costs through rates.

The FDEP has indicated that the Company may be required to remediate sediments along the shoreline of Lake Shipp,
immediately west of the Winter Haven site, Based on studies performed to date, the Company objects to the FDEP's
suggestion that the sediments have been contaminated and will require remediation. The Company’s early estimates
indicate that some of the corrective measures discussed by the FDEP may cost as much as $1 miliion. Given the
Company's view as to the absence of ecological effects. the Company believes that cost expenditures of this magnitude
are unwarranted and plans to oppose any requirements that it undertake corrective measures in the offshore sediments.
Chesapeake anticipates that it will be several vears before this issue is resolved. At this time. the Company has not
recorded a lability for sediment remediation. The outcome of this matter cannot be predicted at this time,

Other

The Company is in discussions with the MDE regarding a gas manufacturing plant site located in Cambridge. Marviand,
The outcome of this matter cannot be determined at this time: therefore. the Company has not recorded an environmentat
liability for this location.

N. OTHER COMMITMENTS AND CONTINGENCIES

Natural Gas and Propane Supply

The Company’s natural gas and propane distribution operations have entered into contractual commitments for gas from
various suppliers. The contracts have various expiration dates. In November 2004, the Company renewed its contract
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with an energy marketing and risk management company to manage a portion of the Company’s natural gas
transportation and storage capacity. The contract expires March 31, 2007,

Corporate Guarantees

The Company has issued corporate guarantees to certain vendors of its propane wholesale marketing subsidiary, its
Florida natural gas supply and management subsidiary, and Delmarva propane distribution subsidiary. These corporate
guarantees provide for the payment of propane and natural gas purchases in the event of the subsidiaries’ default. The
liabilities for these purchases are recorded in the Consolidated Financial Statements. The aggregate amount guaranteed at
December 31, 2006 totaled $21.4 million, with the guarantees expiring on various dates in 2007.

In addition 1o the corporate guarantees, the Company has issued a letter of credit to its primary insurance company for
$775.000, which expires on May 31, 2007. The letter of credit is provided as security for claims amounts to satisfv the
deductibles on the Company’s policies. The current letter of credit was renewed during the second quarter of 2006 when
the insurance policies were renewed.

Other

The Company is involved in certain legal actions and claims arising in the normal course of business. The Company is
also involved in certain legal and administrative proceedings before various governmental agencies concerning rates. In
the opinion of management. the ultimate disposition of these proceedings will not have a material effect on the
consolidated financial position, results of operations or cash flows of the Company.

O. QUARTERLY FINANCIAL DATA (UNAUDITED)

In the opinion of the Company. the quarterly financial information shown below includes all adjustments necessary for a
fair presentation of the operations for such periods. Due to the seasonal nature of the Company’s business. there are
substantial variations in operations reported on a quarterly basis.

For the Quarters Ended March 31 June 30 September 30 December 31
2006
Operating Revenue $90.950,672 344,303,752 535,141,531 $60.804.636
Operating income $11,437.228 $3.205.368 $162,137 $8.126.578
Net Income (Loss) $6,096.416 $1,132,509 ($656.579) $3,934,179
Earnings per share:
Basic $1.03 $0.19 ($0.11} $0.63
Diluted $1.01 50.19 ($0.11) $0.62
2005
Operating Revenue $77.845.248 $42.220.377 35155121 $74.408.99¢
Operating Income (Loss) 11,504 343 32,324.945 ($99.149 $7.800.360
Net income (Loss) $6.232,796 §795.924 ($693.774) $4.132.668
Earnings per share
Basic $1.08 3014 ($0.12; $0.70
Diluted $1.05 80,14 ($0.12) $0.69
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL DISCLOSURE.

None

ITEM 9A. CONTROLS AND PROCEDURES.

Evaluation of Disciosure Controls and Procedures

The Chief Executive Officer and Chief Financial Officer of the Company, with the participation of other Company
officials, have evaluated the Company’s “disclosure controls and procedures” (as such term is defined under Rule 13a-
15(e) and 15d — 15(e) promulgated under the Securities Exchange Act of 1934, as amended) as of December 31, 2006.
Based upon their evaluation, the Chief Executive Officer and Chief Financial Officer concluded that the Company’s
disclosure controls and procedures were effective as of December 31. 2006.

Changes in Internal Controls

During the quarter ended December 31, 2006, there was no change in the Company’s internal control over financial
reporting that has materially affected. or is reasonably likely to materially affect, the Company’s internal contro! over
financial reporting.

Management’s Report on Internal Control Over Financial Reporting
See Management’s Report on Internal Control Over Financial Reporting in Item 8, “Financial Statements and
Suppiemental Data.”

CEO and CFO Certifications

The Company’s Chief Executive Officer as well as the Senior Vice President and Chief Financial Officer have filed with
the Securities and Exchange Commission the certifications required by Section 302 of'the Sarbanes-Oxley Act 02002 as
Exhibits 31.1 and 31.2 to the Company's Annual Report on Form 10-K for the fiscal year ended December 31. 2006, In
addition. on May 26, 2006 the Company's CEO certified to the New York Stock Exchange that he was notaware of any
violation by the Company of the NYSE corporate governance listing standards.

iTEM 9B. OTHER INFORMATION.

The Company filed a Current Reporton Form 8-K. dated November 29. 2006. discussing the Compensation Committee’s
(the “Committee™) actions on that date. including their approval of the compensation arrangements relating to the
executive officers of the Company for 2007,

On November 29. 2006. the Committee approved awards under the Company’s Performance Incentive Plan to John R.
Schimkaitis, President and Chief Executive Officer and Michael P. McMasters, Senior Vice President and Chief
Financial Officer. According to the terms of the awards. each executive officer is entitled to earn up to a specified
number of shares of the Company’s common stock (*Contingent Performance Shares™)} depending on the extent to which
pre-establisned performance goals (the “Performance Goals™) are achieved during the vear ended December 31. 2007
(the “2007 Award Year™).

On November 29. 2006. the Compensation Committee also approved awards under the Company’s Performance
Incentive Plan to (i} Stephen C. Thompson. Senior Vice President, and (ii} S. Robert Zola. President of Sharp Energy.
inc.. a Company subsidiary. for the three-vear period ending December 31. 2008. For a performance period beginning
January I, 2007 and ending December 31. 2007. each executive officer is entitled o earn. in the form of shares of
restricted stock, up to 30 percent of the annual award of Contingent Performance Shares if the Company achieves cerain
Performance Goals. The second component consists of performance awards pursuant to which the remaining 70 percent
of the annual award of Contingent Performance Shares will be earned, if certain Performance Goals for the three-vear
period ending December 31, 2008 for each of the respective business units for which they are individually responsible.
are achieved.
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PART I

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS OF THE REGISTRANT AND CORPORATE GOVERNANACE.

The information required by this Item is incorporated herein by reference to the portions of the Proxy Statement,
captioned “Proposal I — Election of Directors,” “Information Regarding the Board of Directors and Nominees,”
“Corporate Governance Practices and Stockholder Communications — Nomination of Directors,” “Committees of the
Board — Audit Committee™ and “Section 16(a) Beneficial Ownership Reporting Compliance” to be filed not later than
March 31, 2007 in connection with the Company’s Annual Meeting to be held on May 2, 2007.

The information required by this [tem with respect to executive officers is, pursuant to instruction 3 of paragraph (b) of
Item 401 of Regulation S-K, set forth in Part [ of this Form 10-K under “Executive Officers of the Registrant.”

The Company has adopted a Code of Ethics for Financial Officers. which applies 1o its principal executive officer,
principal financial officer. principal accounting officer or conwroller. or persons performing similar functions. The
information set forth under ltem 1 hereof concerning the Code of Ethics for Financial Officers is incorporated herein by
reference.

ITEM 11. EXECUTIVE COMPENSATION,

& at1am H o 1e Ttam ¢ tmeare -
The information required by this ltem is incorporated h
)

o

-ein by reference to the portion of the Proxy Statement captioned
“Director Compensation,” “Executive Compensation” and “Compensation Discussion and Analysis™ in the Proxy
Statement to be filed not later than March 31. 2007. in connection with the Company’s Annual Meeting to be held on

May 2, 2007.

3

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS.

The information required by this [tem is incorporated herein by reference to the portion of the Proxy Statement captioned
“Beneficial Ownership of Chesapeake’s Securities™ 1o be filed not later than March 31. 2007 in connection with the
Company’s Annual Meeting 10 be held on May 2. 2007.
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The following table sets forth information as of December 31, 2006, with respect to compensation plans of Chesapeake
and its subsidiaries under which shares o f Chesapeake common stock are authorized for issuance:

(2)

Number of securities to

be issued upon exercise

of outstanding options,
warrants and rights

Weighted-average

of outstanding options,
warrants and rights

(c)

Number of securities
remaining available for future
1ssuance under equity
compensation plans
(excluding securities
reflected in column (a))

Equity compensation
plans approved by

security holders 0 (1 381,431 (2)
Equity compensation

plans not approved by

security holders 0 (3 0
Total 0 381,431

(1) All options to purchase shares under the 1992 Performance Incentive Plan, as amended. were exercised

as of 12/31/05.

(2) Includes 293,481 shares under the 2005 Performance Incentive Plan, 63.300 shares available under the 2005
Directors Stock Compensation Plan, and 24,650 shares available under the 2005 Employee Stock Awards Plan.

(3) All warrants were exercised in 2006

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR INDEPENDENCE.

None

ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES.

The information required by this Item is incorporated herein by reference to the portion of the Proxy Statement captioned
“Fees and Services of PricewaterhouseCoopers LLP” to be filed not later than March 31. 2007, in connection with the
Company’s Annual Meeting to be held on May 2. 2007.
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PARTIV

ITEM 15, EXHIBITS, FINANCIAL STATEMENT SCHEDULES.

(a) The following documents are filed as part of this report:

1.

[

Financial Statements:
Report of Independent Registered Public Accounting Firm

Consolidated Statements of Income for each of the three vears ended December 31. 2006, 2005 and 2004
Consolidated Balance Sheets at December 31, 2006 and December 31. 2005
Consolidated Statements of Cash Flows for each of the thres years ended December 31, 2006. 2005 and 2004

Consolidated Statements of Common Stockholders’” Equity for each of the three vears ended December 31,
2006, 2005 and 2004

Consolidated Statements of Comprehensive Income for each of the three vears ended December 31, 2006, 2003
and 2004

Consolidated Statements of Income Taxes for each of the three vears ended December 31. 2006. 2005 and 2004

Notes to Consolidated Financial Statements

Financial Statement Schedule — Schedule Il - Valuation and Gualifying Accounts

All other schedules are omitied because they are not required. are inapplicable or the information is otherwise
shown in the financial statements or notes thereto.

Exhibits

Exhibit | Underwriting Agreement entered into by Chesapeake Utilities Corporation and Robert W'
Baird & Co. Incorporated and A.G. Edwards & Sons. Inc.. on November 15, 2007, relating to
the sale and issuance of 600.300 shares of the Company’s common stock, is incorporated
herein by reference 1o Exhibit 1.1 of the Company’s Current Report on Form 8-K. filed
November 16. 2007, File No. 001-11590.

Exhibit 3.1 Amended Certificate of Incorporation of Chesapeake Utilities Corporation is incorporated
herein by reference to Exhibit 3.1 of the Company's Quarterly Report on Form 10-Q for the
period ended June 3C. 1998, File No. 001-11390.

Exhibir 2.2 Amended Bylaws of Chesapeake Utilities Corporation. effective February 24. 2003, i3
incorporated herein by reference to Exhibit 3 of the Company’s Annual Report on Form 10-
K for the vear ended December 31. 2004, File No. 001-1159C.

Exhibit 4.1 Form of Indenture between the Company and Boatmen's Trust Company. Trustee, with
respect to the 8 1/4% Convertible Debentures is incorporated herein by reference 1o Exhibit
4.2 of the Companyv’'s Registration Statement on Form S-2. Reg. No. 33-26582. filed or
January 13. 1989.

12

Exhibit 4. Note Agreement dated February 9. 1993, bv and between the Company and Massachusetis
Mutual Life Insurance Company and MML Pension Insurance Company. with respectio $10
million of 7.97% Unsecured Senior Notes due February 1. 2008, is incorporated herein by
reference to Exhibit 4 to the Company’s Annua! Report on Form 10-K for the vear ended
December 31, 1992. File No. 0-593.
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Exhibir 4.3

Exhibit 4.4

Exhibit 4.5

Exhibit 4.6

Exhibit 4.7

Exhibit 4.9

Exhibit 4.10

Exhibit 5.1

Exhibit 2.2

Exhibit 10.1*

Exhibit 10.2*

Exhibit 10.3*

Exhibit 10.4*

Note Purchase Agreement entered into by the Company on October 2, 1995, pursuant to
which the Company privately placed $10 million of its 6.91% Senior Notes due in 2010, is
not being filed herewith, in accordance with Item 601(b)(4)(iii) of Regulation S-K. The
Company hereby agrees to furnish a copy of that agreement to the SEC upon request.

Note Purchase Agreement entered into by the Company on December 13, 1997, pursuant to
which the Company privately placed $10 million of its 6.85% Senior Notes due 2012, is not
being filed herewith, in accordance with Ttem 601(b)(4)(iii) of Regulation S-K. The
Company hereby agrees to furnish a copy of that agreement to the SEC upon request,

Note Purchase Agreement entered into by the Company on December 27, 2000, pursuant to
which the Company privately placed $20 million of its 7.83% Senior Notes due 2015, is not
being filed herewith, in accordance with Item 601(b)(4)(iii) of Regulation S-K. The
Company hereby agrees to furnish a copy of that agreement to the SEC upon request.

Note Agreement entered into by the Company on October 31, 2002, pursuant to which the
Company privately placed $30 million of its 6.64% Senior Notes due 2017. is incorporated
herein by reference to Exhibit 2 of the Company’s Current Report on Form 8-K, filed
November 6, 2002, File No. 001-11590.

Note Agreement entered into by the Company on October 18, 2003, pursuant to which the
Company, on October 12, 2006, privately placed $20 million of its 5.5% Senior Notes. due
2020, with Prudential Investment Management, Inc.. is incorporated herein by reference to
Exhibit 4.1 of the Company’s Annual Report on Form 10-K for the vear ended December 31.
2005, File No. 001-11590.

Form of Senior Debt Trust Indenture between Chesapeake Utilities Corporation and the
rustee for the debt securities is incorporated herein by reference to Exhibit 4.3.1 of the
Company’s Registration Statement on Form S-3A. Reg. No. 333-135602. dated November 6.
2006.

Form of Subordinated Debt Trust Indenture between Chesapeake Utilities Corporation and
the trustee for the debt securities is incorporated herein by reference to Exhibit 4.3.2 of the
Company’s Registration Statement on Form S-3A, Reg. No. 333-135602. dated November 6.
2006.

Form of debt securities is incorporated herein by reference to Exhibit 4.4 of the Company s
Registration Statement on Form S-3A, Reg. No. 333-135602. dated November 6. 2006.

Opinion of Baker & Hostetler LLP is incorporated herein by reference to Exhibit 3.1 of the
Company's Registration Statement on Form S-3. Reg. No. 333-135602. dated Julv 5, 2006.

Opinion of Baker & Hostetler LLP is incorporated herein by reference to Exhibit 5.1 of the
Company’s Registration Statement on Form S-3A. Reg. No. 333-135602. dated November 6.
2006.

Non-Employee Director Compensation Arrangements, incorporated herein by reference to
Exhibit 10.5 of the Company’s Annual Report on Form 10-K for the vear ended December
31.2004. File No. 001-113590.

Chesapeake Utilities Corporation Cash Bonus Incentive Plan dated January [, 2005, is
incorporated herein by reference to Exhibit 10.3 of the Company’s Annual Report on Form
10-K for the vear ended December 31. 2004, File No. 001-11590.

Chesapeake Utilities Corporation Directors Stock Compensation Plan, adopted in 2003, is
incorporated herein by reference to the Company's Proxy Statement dated March 28, 2003 in

connection with the Company’'s Annual Meeting held on May 5. 2003. Fife No. 001-11590.

Chesapeake Ultilities Corporation Emplovee Stock Award Plan. adopted in 2003, is
incorporated herein by reference to the Company’'s Proxy Statement dated March 28. 2005 in
connection with the Company’s Annual Meeting held on May 5. 2005, File No, 001-11590.
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e Exhibit 10.5%

e Exhibit 10.6*

e Exhibit 10.7*

e  Exhibit 10.8%

*  Exhibit 10.9*

e Exhibit 10.10*

s Exhibit 10.11*

¢ Exhibit 10.12*

«  Exhibit 10.13*

e Exhibit 10.14%

¢ Exhibit 10.15%

¢ Exhibit 10.16*

e  Exhibiti2
e Exnibit 14

e  Exhibit 21

«  Exhibit 23.

¢ Exhibit23.2

e Exhibit 23.3
o Exhibit23.4

s Exhibit 23.5

Chesapeake Utilities Corporation Performance Incentive Plan, adopted in 2005, is
incorporated herein by reference to the Company’s Proxy Statement dated March 28, 2005 in
connection with the Company’s Annual Meeting held on May 5, 2003, File No. 001-11590.

Deferred Compensation Program (as amended and restated as of December 7, 2006) is
incorporated herein by reference to Exhibit 10 of the Company’s Current Report on Form §-
K, filed December 13, 2006, File No. 001-113590.

Executive Employment Agreement dated December 29, 2006, by and between Chesapeake
Utilities Corporation and S. Robert Zola, is filed herewith.

Executive Employment Agreement dated December 29, 2006, by and between Chesapeake
Utilities Corporation and Stephen C. Thompson. is filed herewith.

Executive Emplovment Agreement dated December 29, 2006. by and between Chesapeake
Utilities Corporation and Beth W, Cooper. is filed herewith.

Executive Employment Agreement dated December 29, 2006. by and between Chesapeake
Utilities Corporation and Michael P. McMasters. is filed herewith.

Executive Emplovment Agreement dated December 29, 2006. by and between Chesapeake
Utilities Corporation and John R. Schimkaitis, is filed herewith.

Performance Share Agreement dated December 15, 2006, pursuant to Chesapeake Utilities
Corporation Performance Incentive Plan by and between Chesapeake Utilities Corporation
and S. Robert Zola. is filed herewith.

Performance Share Agreement dated December 23, 2006, pursuant to Chesapeake Utilities
Corporation Performance Incentive Plan by and between Chesapeake Utilities Corporation
and Stephen C. Thompson. is filed herewith,

Performance Share Agreement dated December 27. 2006. pursuant to Chesapeake Utilities
Corporation Performance incentive Plan by and between Chesapeake Utilities Corporation
and Beth W. Cooper, is filed herewith.

Performance Share Agreement dated December 29. 2006, pursuant to Chesapeake Utilities
Corporation Performance Incentive Plan by and between Chesapeake Utilities Corporation
and Michael P. McMasters. is fil ed herewith.

Performance Share Agrezment dated December 29, 2006. pursuant to Chesapeake Utilities
Corporation Performance Incentive Plan by and between Chesapeake Utilities Corporation
and John R. Schimkaitis. is fiied herewith.

Computation of Ratio of Earning 10 Fixed Charges. filed herewith.
Code of Ethics for Financial Officers. filed herewith,
Subsidiaries of the Registrant, filed herewith.

Consent of Independent Registered Public Accounting Firm is incorporated herein by
reference to Exhibit 23.1 to the Company's Registration Statement on Form S-3. Reg, No.
333-135602. dated July 3. 2006.

Consent of Independent Registered Public Accounting Firm is incorporated hersin b
reference 1o Exhibit 23.1 to the Companyv’s Registration Statement on Form S-3A. Reg. No.
333-135602. dated November 6. 2006,

Consent of Baker & Hostetler LLP (inciuded in Exhibit 5.1}
Consent of Baker & Hostetler LLP (included in Exhibit 3.2).

Consent of Independent Registered Public Accounting Firm, filed herewith.
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e Exhibit 24

o Exhibit31.1

e  Exhibit31.2

e Exhibit32.1

e Exhibit32.2

Power of Attorney is incorporated herein by reference to Exhibit 24.1 of the Company’s
Registration Statement on Form S-3, Reg. No. 333-135602. dated July 5, 200¢.

Certificate of Chief Executive Office of Chesapeake Utilities Corporation pursuant to
Exchange Act Rule 13a-14(a), dated March 13, 2007, filed herewith.

Certificate of Chief Financial Officer of Chesapeake Utilities Corporation pursuant to
Exchange Act Rule 13a-14(a), dated March 13, 2007, filed herewith.

Certificate of Chief Executive Office of Chesapeake Utilities Corporation pursuant to 18
U.S.C. Section 1350, dated March 13, 2007, filed herewith.

Certificate of Chief Financial Officer of Chesapeake Utilities Corporation pursuant to 18§
U.S.C. Section 1350, dated March 13, 2007, filed herewith.

* Management contract or compensatory plan or agreement.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15 (d) of the Securities Exchange Act of 1934, Chesapeake Utilities
Corporation has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

CHESAPEAKE UTILITIES CORPORATION

By: /S/ JOHN R. SCHIMKAITIS

John R. Schimkaitis

President and Chief Executive Officer
Date: March 13. 2007

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

/8 RALPH J. ADKINS /s/ JOHN R. SCHIMKAITIS

Raiph I. Adkins, Chairman of the Board John R. Schimkaitis, President.

and Director Chief Executive Officer and Director
Date: February 21, 2007 Date: March 13,2007

/8/ MICHAEL P. MCMASTERS /S/ RICHARD BERNSTEIN

Michael P. McMasters, Senior Vice President Richard Bernstein, Director

and Chief Financial Officer Date: February 21. 2007

(Principal Financial and Accounting Officer)
Date: March 13. 2007

/S/ EUGENE H. BAYARD /S/ THOMAS J. BRESNAN
Eugene H. Bavard. Director Thomas J. Bresnan, Director
Date: February 21. 2007 Date: March 13. 2007

/S/ THOMAS P HILL. JR. /S/ WALTER J. COLEMAN
Thomas P. Hill. jr.. Director Walter J. Coleman, Direclor
Date; February 21,2007 Date: February 21.2007

/s/ I PETER MARTIN /8! JOSEPH E. MOORE, ESQ.

1. Peter Martin. Director Joseph E. Moore. Esqg.. Director
Date: February 21, 2007 Date: Februarv 21. 2067

/8¢ CALVERT A. MORGAN. JR.
Calvert A. Morgarn. Jr.. Director
Date: February 21. 2007
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Chesapeake Utilities Corporation and Subsidiaries
Schedule Il
Valuation and Qualifying Accounts

Additions
Balance at
Beginning of  Charged to Other Balance at End
For the Year Ended December 31, Year Income Accounts "' Deductions @ of Year
Reserve Deducted From Related Assets
Reserve for Uncollectible Accounts

2006 $861,378 $381,424 $65,519 ($646,724) $661,597

2005 $610,819 $632,644 $158.409 ($340,494) $861.378

2004 $682.002 $505,595 $103,020 ($679,798) 3$610,819

' Recoveries.

2 Uncollectible accounts charged off.



Chesapeake Utilities Corporation
Ratio of Earnings to Fixed Charges

EXHIBIT 12

For the Years Ended December 31, 2006 2005 2004 2003 2002
Income from continuing operations $10,506,525 310,467,614 39,549,667  $10,079,483 $7,535.009
Add:
Income taxes 6,836,562 6,312,016 5,701,090 6,032.445 4,609,552
Portion of rents representative of interest factor 226,583 278,846 309,446 351 445 411461
Interest on indebtedness 5,725,228 5,077.693 5.206,723 5,616,756 4.867.520
Amortization of debt discount and expense 52,108 55,802 61,422 89,135 87,502
Earnings as adjusted $23,347,006  $22,191,971  $20,828.348  §22169.284  $17.511,044
Fixed Charges
Portion of rents represenative of interest factor $226.583 $278.846 $309,446 $351.443 $411.461
interest on indebtedness 5,725,228 5,077,693 5,206,723 5,616,756 4,867,520
Amortization of debt discount and expense 52,108 55.802 61.422 89,155 37,502
Fixed Charges $6,003,919 $3,412,341 $5.577.591 $6.057,356 $5.366.483
Ratio of Earnings to Fixed Charges 3.89 410 373 3.66 326




Chesapeake Utilities Corporation
Subsidiaries of the Registrant

Subsidiaries
Eastern Shore Natural Gas Company
Sharp Energy, Inc.
Chesapeake Service Company
Xeron, Inc.
Sam Shannahan Well Company. Inc.
Sharp Water, Inc.
OnSight Energy, LLC
Peninsula Energy Services Company, Inc.
Peninsula Pipeline Company, Inc.

Subsidiaries of Sharp Energy. Inc.
Sharpgas, Inc.
Tri-County Gas Co.. Incorporated

Subsidiaries of Chesapeake Service Company

State Incorporated
Delaware

Delaware
Delaware
Mississippi
Maryland
Delaware
Delaware
Delaware
Delaware

State Incorporated
Delaware
Maryland

State Incorporated

Skipjack. Inc.
BravePoint, Inc.
Chesapeake Investment Company
Eastern Shore Real Estate, Inc.

Subsidiaries of Sharp Water, Inc,
Sharp Water of idaho. Inc.
Sharp Water of Minnesota. Inc.

Delaware
Georgia
Delaware
Maryland

State Incorporated
Delaware
Delaware

EXHIBIT 21



EXHIBIT 23.5

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We hereby consent to the incorporation by reference in the Registration Statements on Form S-3 (Nos. 333-63381, 333-
121524 and 333-135602) and Form S-8 (Nos. 333-01175, 33394159, 333-124646, 333-124694 and 333-124717) of
Chesapeake Utilities Corporation of our report dated March 13, 2007 relating to the consolidated financial statements,
financial statement schedule, management’s assessment of the effectiveness of internal control over financial reporting
and the effectiveness of internal control over financial reporting, which appears in this Form 10-K.

PRICEWATERHOUSECOOPERS LLP

Boston. Massachusetts
March 13, 2007



ExHisiT 31.1

CERTIFICATE PURSUANT TO RULE 13A-14(A)
UNDER THE SECURITIES EXCHANGE ACT OF 1934

I, John R. Schimkaitis, certify that:
I have reviewed this annual report on Form 10-K of Chesapeake Utilities Corporation;

Based on my knowledge. this report does not contain any untrue statement of a material fact or omit to state a material
fact necessary to make the statements made, in light of the circumstances under which such statements were made, not
misleading with respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this report. fairly presentin
all material respects the financial condition, results of operations and cash flows of the registrant as of. and for. the
periods presented in this report;

The registrant’s other certifying officer(s) and | are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a~15(e) and 15d-135(e)) and internal control over financial reporting (as
defined in Exchange Act Rules 13a-13(f) and 15d-15(f)) for the registrant and we have:

a) designed such disclosure controls and procedures. or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the
period in which this report is being prepared;

b} designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision. to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with
generally accepted accounting principles;

¢} evaluated the effectiveness of the registrant’s disclosure controis and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures. as of the end of
the period covered by this report based on such evaluations: and

d) disclosed in this report any change in the registrant’s internal control over financial reporting that occurred
during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an
annual report) that has materially affected, or is reasonably likely to materially affect, the registrant 's
internal control over financial reporting: and

The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal contros
over financial reporting. to the registrant’s auditors and the audit commitiee of the registrant’s board of directors (or
persons performing the equivalent functions):

a) all significant deficiencies and material weaknesses in the design or operation of internal control aver
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record. process.
summarize and report financial information: and

b) anv fraud. whether or not material, thar involves management or other employees who have a significant
role in the registrant’s internal control over financial reporting.

Date: March 13, 2007

/S/ JOHN R. SCHIMKAITIS
John R. Schimkaitis
President and Chief Executive Officer




ExHIBIT 31.2

CERTIFICATE PURSUANT TO RULE 13A-14(A)
UNDER THE SECURITIES EXCHANGE ACT OF 1934

I, Michael P. McMasters, certify that:

[ have reviewed this annual report on Form 10-K of Chesapeake Utilities Corporation;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material
fact necessary to make the statements made, in light of the circumstances under which such statements were made. not
misleading with respect to the period covered by this report;

Based on my knowledge, the financial statements. and other financial information included in this report, fairly present in
all material respects the financial condition, results of operations and cash flows of the registrant as of. and for, the
periods presented in this report;

The registrant’s other certifving officer(s) and [ are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules [3a—15(e)and 15d—15(¢e)) and internal control over financial reporting (as
defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and we have:

a)

b)

designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries. is made known to us by others within those entities. particularly during the
period in which this report is being prepared:;

designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision. to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with
generally accepted accounting principles:

evaluated the effectiveness of the registrant’s disciosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of
the period covered by this report based on such evaluations: and

disciosed in this report any change in the registrant’s internal control over financial reporting that occurred
during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an
annual report) that has materially affected, or is reasonably likely to marterially affect. the registrant s
internal control over financial reporting: and

The registrant’s other certifving officer(s) and | have disciosed. based on our most recent evaluation of internai control
over financial reporting. to the registrant’s auditors and the audit commitiee of the registrant’s poard of directors (or
persons performing the equivalent functions!:

aj

all significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adverselv affect the registrant’s ability 1o record. process.
summarize and report financial information: and

anv fraud. whether or not material. that involves management or other emplovees who have a significan:
role in the registrant’s internal control over financiai reporting.

Date: March 13, 2007

/S’ MICHAEL P. MCMASTERS

Michael P. McMasters
Senior Vice President and Chief Financial Officer



EXHIBIT 32.1
Certificate of Chief Executive Officer
of

Chesapeake Utilities Corporation

(pursuant to 18 U.S.C. Section 1350)

[, John R. Schimkaitis, President and Chief Executive Officer of Chesapeake Utilities Corporation, certify that,
1o the best of my knowledge, the Annual Report on Form 10-K of Chesapeake Utilities Corporation (“Chesapeake™) for
the year ended December 31, 2006, filed with the Securities and Exchange Commission on the date hereof (i) fully
complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934, as amended. and (ii) the
information contained therein fairly presents, in all material respects, the financial condition and results of operations of
Chesapeake.

/S/ JOHN R, SCHIMKAITIS
John R. Schimkaitis
March 13, 2007

A signed original of this written statement required by Section 906 of the Sarbanes-Oxley Act 0f 2002, or other document
authenticating. acknowledging. or otherwise adopting the signature that appears in typed form within the electronic
version of this written statement required by Section 906. has been provided to Chesapeake Utilities Corporation and will
be retained by Chesapeake Utilities Corporation and furnished to the Securities and Exchange Commission or its staf
upon request.



EXHIBIT 32.2

Certificate of Chief Financial Officer
of

Chesapeake Utilities Corporation

(pursuant to 18 U.S.C. Section 1350)

1. Michael P. McMasters, Senior Vice President and Chief Financial Officer of Chesapeake Utilities
Corporation, certify that, to the best of my knowledge, the Annual Report on Form 10-K of Chesapeake Utilities
Corporation {“Chesapeake”) for the vear ended December 31, 2006, filed with the Securities and Exchange Commission
on the date hereof (i) fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of
1934, as amended, and (ii) the information contained therein fairly presents, in all material respects. the financial
condition and resuits of operations of Chesapeake.

/S MICHAEL P, MCMASTERS
Michael P. McMasters
March 13, 2007

A signed original of this written statement required by Section 906 of the Sarbanes-Oxley Act 072002, or other document
authenticating. acknowledging. or otherwise adopting the signature that appears in typed form within the electronic
version of this written statement required by Section 906. has been provided to Chesapeake Utilities Corporation and will
be retained by Chesapeake Utilities Corporation and furnished to the Securities and Exchange Commission or its staff
upon request,



Upon written request,
Chesapeake will provide, free of
charge, a copy of any exhibit to

the 2006 Annual Report on
Form 10-K not included
in this document.






