BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION

In re:  Application by Chesapeake Utilities  
   )

Corporation for Authorization to Issue Common   )

Stock, Preferred Stock and Secured and/or 
   )

Unsecured Debt, and to Enter into Agreements    )

For Interest Rate Swap Products, Equity  
   ) 

Products and Other Financial Derivatives and to  )

Exceed Limitation Placed on Short-Term              )

Borrowings in 2007
   )

APPLICATION BY CHESAPEAKE UTILITIES CORPORATION FOR AUTHORIZATION TO ISSUE COMMON STOCK, PREFERRED STOCK AND SECURED AND/OR UNSECURED DEBT, AND TO ENTER INTO AGREEMENTS FOR INTEREST RATE SWAP PRODUCTS, EQUITY PRODUCTS AND OTHER FINANCIAL DERIVATIVES, AND TO EXCEED LIMITATION PLACED ON SHORT-TERM BORROWINGS IN 2007
Chesapeake Utilities Corporation (Chesapeake, the Company or Applicant) respectfully files this Application, pursuant to Section 366.04 (1), Florida Statutes, seeking authority in 2007 to issue up to 5,000,000 shares of Chesapeake common stock; up to 1,000,000 shares of Chesapeake preferred stock; up to $80,000,000 in secured and/or unsecured debt; to enter into agreements for up to $40,000,000 in Interest Rate Swap Products, Equity Products and other Financial Derivatives; and to obtain authorization to exceed the limitation placed on short-term borrowings by Section 366.04, Florida Statutes, so as to issue short-term obligations in 2007, in an amount not to exceed $70,000,000.

1. Name and principal business offices of Applicant:

a) Chesapeake Utilities Corporation


P.O. Box 615


909 Silver Lake Boulevard


Dover, Delaware 19904

b) Chesapeake Utilities Corporation


Florida Division


1501 Sixth Street, NW


Winter Haven, Florida 33881

2. Incorporated:

Chesapeake Utilities Corporation – Incorporated under the laws of the state of Delaware on November 12, 1947 and qualified to do business in Florida, Maryland, and Pennsylvania

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

Beth Keating, Esquire

Akerman Senterfitt

Suite 1200

106 East College Avenue

Tallahassee, Florida 32301

(850) 224-9634

(850) 222-0103 (Fax)

Attorneys for Chesapeake Utilities Corporation

4. Capital Stock and Funded Debt

Chesapeake has authority by provisions contained in the Certificate of Incorporation, as amended, to issue common stock as follows:

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

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

c) Amount outstanding as of June 30, 2006:  5,957,719

d) Amount held in Treasury:  92.

e) Amount pledged by Applicant:  None.

f) Amount owned by affiliated corporations:  None.

g) Amount held in any fund:  None.

Chesapeake has authority by provisions contained in its Certificate of Incorporation, as amended, to issue preferred stock as follows:

a) Preferred stock having par value of $.01.

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

c) Amount outstanding as of June 30, 2006:  0 shares.

d) Amount held in Treasury:  None.

e) Amount pledged by Applicant:  None.

f) Amount owned by affiliated corporations:  None.

g) Amount held in any fund:  None.

The funded indebtedness by class and series are as follows:

(a)1
8.25% Convertible Debentures due March 1, 2014 are convertible prior to maturity, unless previously redeemed, into shares of common stock of Chesapeake at a conversion price of $17.01 per share.  Interest on the Debentures is payable on the first day of March and September, commencing September 1, 1989.  The Debentures are redeemable at 100% of the principal amount plus accrued interest (i) on March 1 in any year, commencing in 1991, at the option of the holder and (ii) at any time within 60 days after request on behalf of a deceased holder.  At Chesapeake’s option, beginning March 1, 1990, the Debentures may be redeemed in whole or in part at redemption prices declining from 107.25%, plus accrued interest.  No sinking fund will be established to redeem the Debentures.  As of June 30, 2006, there is a remaining balance of $2,092,000 on this issue.

(a)2
7.97% Unsecured Senior Notes due February 1, 2008, and issued on February 9, 1993 in the principal amount of $10,000,000 bearing interest payable semi-annually with provisions for payment of interest only prior to February 1, 1999; thereafter, principal shall be payable, in addition to interest on the unpaid balance, over ten (10) years at the rate of $1,000,000 per annum.  As of June 30, 2006, there is a remaining balance of $2,000,000 on this issue.

(a)3
6.91% Unsecured Senior Notes due October 1, 2010, and issued on October 2, 1995 in the principal amount of $10,000,000 bearing interest payable quarterly with provisions for payment of interest only prior to October 1, 2000; thereafter, principal shall be payable, in addition to interest on the unpaid balance, over eleven (11) years at the rate of $909,091 per annum.  As of June 30, 2006 there is a remaining balance of $4,545,454 on this issue.

(a)4
6.85% Unsecured Senior Notes due January 1, 2012 and issued on December 15, 1997 in the principal amount of $10,000,000 bearing interest payable semi-annually with provisions for payment of interest only prior to January 1, 2003; thereafter, principal shall be payable, in addition to interest on the unpaid balance, over ten (10) years at the rate of $1,000,000 per annum.  As of June 30, 2006, there is a remaining balance of $6,000,000 on this issue.

(a)5
7.83% Unsecured Senior Notes due January 1, 2015 and issued on December 29, 2000 in the principal amount of $20,000,000 bearing interest payable semi-annually with provisions for payment of interest only prior to January 1, 2006; thereafter, principal shall be payable, in addition to interest on the unpaid balance, over ten (10) years at the rate of $2,000,000 per annum.  As of June 30, 2006, there is a remaining balance of $18,000,000 on this issue.

(a)6
6.64% Unsecured Senior Notes due October 31, 2017 and issued on October 31, 2002 in the principal amount of $30,000,000 bearing interest payable semi-annually with provisions for payment of interest only prior to October 31, 2007; thereafter, principal shall be payable, in addition to interest on the unpaid balance, over eleven (11) years at the rate of $2,727,272 per annum.  As of June 30, 2006, there is a remaining balance of $30,000,000 on this issue.

(b)
The amounts authorized are set forth above.

(c)
The amounts outstanding at June 30, 2006 are set forth above.

(d)
Amount held as reacquired securities:  None.

(e)
Amount pledged by Applicant:  None.

(f)
Amount owned by affiliated corporations:  None.

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

(h)
Additional information:


(h)1
5.50% Unsecured Senior Notes due October 12, 2020 and issued on October 12, 2006 in the principal amount of $20,000,000 bearing interest payable quarterly with provisions for payment of interest only prior to October 12, 2011; thereafter, principal shall be payable, in addition to interest on the unpaid balance, for ten (10) years at the rate of $2,000,000 per annum.  On September 6, 2005, the Delaware Public Service Commission issued Order No. 6708 approving the issuance of up to $20,000,000 of Chesapeake’s 5.50% Unsecured Senior Notes.  A copy of the Order has been previously filed with the FPSC within Exhibit C of the Application by Chesapeake Utilities Corporation for Authorization to Issue Common Stock, Preferred Stock and Secured and/or Unsecured Debt and to Exceed Limitation Placed on Short-Term Borrowings in 2006, Docket No. 050630-GU, dated September 21, 2005, and is hereby incorporated.  A copy of the $20,000,000 Note Agreement for the 5.50% Unsecured Notes is included herewith at Exhibit C.


(h)2
As of the filing date, the Company had two unsecured committed bank line of credit in the amounts of $5,000,000 and $10,000,000; and two unsecured, uncommitted bank lines of credit in the amounts of $35,000,000 and $30,000,000.  For the $30,000,000 unsecured, uncommitted lines of credit, $5,000,000 of the total line can be used to guarantee letters of credit issued by Chesapeake or one of its subsidiaries for up to 364 days.  As of June 30, 2006, the total short-term borrowing outstanding under the bank lines of credit was $33,003,405.
5. Authorizations Requested

Chesapeake requests authorization from the FPSC to issue up to 833,836 new shares of its common stock during 2007 for the purpose of administering Chesapeake’s Retirement Savings Plan, Performance Incentive Plan, Dividend Reinvestment and Stock Purchase Plan, conversion of the Company’s Convertible Debentures, Directors Stock Compensation Plan, and Employee Stock Awards Plan.  The share breakdown for each specific purpose is as follows:

Number 






of Shares



Purpose

  91,450



Issuance pursuant to the Company’s 





Retirement Savings Plan.

200,000



Issuance under the terms of the 






Company’s Performance Incentive Plan.

400,000



Issuance pursuant to the Company’s 





Dividend Reinvestment and Stock Purchase 




Plan.

122,986



Issuance under the terms of the Company’s 





outstanding 8 ¼% Convertible Debentures.

  14,400



Issuance pursuant to the Company’s 





Directors Stock Compensation Plan.

   5,000



Issuance under the terms of the Company’s 





Employee Stock Awards Plan.


In addition, Chesapeake is requesting FPSC authorization to issue up to 800,000 shares of Chesapeake stock or an equity-linked instrument equivalent in value in 2007 to permanently finance Chesapeake’s ongoing capital expenditure program.  The capital expenditure program is subject to continuous review and modification and is funded from short-term borrowings and cash provided by operating activities.  The Company, in an effort to manage its capital structure, may from time to time, permanently finance its short-term borrowings through the issuance of common stock or an equity-linked instrument, as opposed to long-term debt.


Chesapeake requests FPSC authorization to issue up to $40,000,000 in secured an/or unsecured debt during 2007 for general corporate purposes including, but not limited to, working capital, retirement of short-term debt, retirement of long-term debt and capital improvements.


Chesapeake is also requesting FPSC authorization during 2007 to issue up to 3,366,164 shares of common stock and up to $40,000,000 in secured and/or unsecured debt for possible acquisitions.  Due to the nature of typical cash for stock acquisitions, the $40,000,000 in secured and/or unsecured debt may be initially issued through a bridge loan in the form of notes held by banks or some similar form of short-term obligations.  For this reason, Chesapeake seeks FPSC authorization to exceed the limitation placed on short-term borrowings by Section 366.04, Florida Statutes, so as to issue short-term obligations in an amount not to exceed $70,000,000 during 2007.  The bridge financing would subsequently be refinanced as unsecured long-term debt with an estimated rate of interest of up to 300 basis points above U.S. Treasury rates (or extrapolated U.S. Treasury rates) with equivalent average life.


Chesapeake is also requesting authority to issue up to 1,000,000 shares of Chesapeake preferred stock in 2007, for possible acquisitions, financing transactions, and other general corporate purposes, including potential distribution under the Company’s Shareholder Rights Agreement (“Rights Agreement”) adopted by the Board of Directors on August 20, 1999.


Chesapeake further seeks FPSC approval to enter into financial agreements with institutions in 2007 to negotiate and execute financial derivatives enabling the Company to lock in its future financing costs and minimize its risk.  A financial derivative is a risk-shifting agreement, the value of which is derived from the value of an underlying asset.  The underlying asset could be a physical commodity, an interest rate, a company’s stock, a stock index, a currency, or virtually any other tradable instrument upon which two parties can agree.  A financial derivative can be used for hedging, protecting against financial risk, or can be used to speculate on the movement of commodity or security prices, interest rates or the levels of financial indices.  Financial derivatives fall into two categories.  One consists of customized, privately negotiated derivatives, referred to as over-the-counter (OTC) derivatives or swaps.  The other category consists of standardized, exchangeable derivatives, known generically as futures.  In addition, there are various types of products within each of the two categories.  The Company has attempted to identify below some of the financial derivatives that the Company may evaluate in 2007, although the listing is not intended to be all-inclusive.  Rather, the Company seeks approval to evaluate and employ those financial derivatives that would mitigate its financial risk associated with a particular financing transaction(s).


Chesapeake is proposing to have the flexibility and authority to enter into the following (a) Treasury rate locks, credit spread locks, interest rate swaps, collars, caps and/or floors (the “Interest Rate Swap Products”); (b) equity collars, floors, prepaid forward contracts, covered calls, forward sales and purchases and/or equity-linked instruments (the “Equity Products”); or (c) any other Financial Derivatives that meet the objectives described above on such terms as Chesapeake considers to be appropriate, provided that the notional amount(s) for said Interest Rate Swap Products, Equity Products, and/or other Financial Derivatives do not, in the aggregate, exceed the sum of $40 million. 


Chesapeake Utilities Corporation allocates funds to the Florida Division on an as-needed basis, although in no event would such allocations exceed 75 percent of the proposed equity securities (common stock and preferred stock), long-term debt, short-term debt, Interest Rate Swap Products, Equity Products and Financial Derivatives, pursuant to which approval is being sought by this Application.
6. Purposes for which Securities are to be issued:

(a)
Chesapeake’s Retirement Savings Plan (“RSP”) was implemented on February 1, 1977.  As of June 30, 2006, the RSP had 328 active participants; a total market valuation of $33,713,457 and 475,453 shares of the Company’s common stock.  True and correct copies of the current RSP Plan Document and Adoption Agreement have been previously filed with the FPSC as Exhibits A and B of the Application for Modification of Authority to Issue Common Stock During the Twelve Months Ending December 31, 1999, Docket No. 981213-GU, dated June 25, 1999, and are hereby incorporated by reference.  Pursuant to the RSP, the first 100% of an employee’s contribution, up to a maximum 6% of his/her salary is matched by the Company in shares of Chesapeake common stock.  Additional employee dollars that are matched by the Company are invested according to the respective employee’s 401(k) designation.  The RSP was amended at the end of 1998 to provide for a larger employer matching amount, from 60% to as much as 200%, and at the same time the Company’s Pension Plan was closed off to new employees.  Accordingly, as the employer-matching amount has increased, so has the number of shares being issued under the RSP.


To continue to balance the composition of debt and equity, Chesapeake wants to maintain flexibility in how the RSP is funded, i.e, with new shares of its stock, buying shares on the open market, and/or a combination of both funding methods.


On June 23, 1992, the Delaware Public Service Commission issued Order No. 3425 approving the issuance of up to 100,000 new shares of Chesapeake common stock for the purpose of administering Chesapeake’s RSP.  Please note that this Order by the Delaware Public Service Commission is “open ended” in the sense that there is no time limit by which the approved securities need to be issued.  A copy of the Order has been previously filed with the FPSC within Exhibit J of the Application for Approval of Issuance and Sale of Securities by Chesapeake Utilities Corporation, Docket No. 931112-GU, dated November 17, 1993, and is hereby incorporated by reference.   On July 13, 1999, the Delaware Public Service Commission issued Order No. 5165 approving the issuance of an additional 100,000 new shares of Chesapeake common stock for the purpose of administering the RSP.  Please note that this Order by the Delaware Public Service Commission is also “open ended” in the sense that there is no time limit by which approved securities need to be issued.  A copy of this Order has been previously filed with the FPSC within Exhibit C of the Application by Chesapeake Utilities Corporation for Authorization to issue Common Stock, Preferred Stock and Secured and/or Unsecured Debt and to Exceed Limitation Placed on Short-Term Borrowings in 2000, Docket No. 991631-GU, dated October 20, 1999, and is hereby incorporated by reference.  On December 19, 2000, the Delaware Public Service Commission issued Order No. 5609 approving the issuance of an additional 300,000 new shares of Chesapeake common stock for the purpose of administering the RSP.  Please note that this Order by the Delaware Public Service Commission is also “open ended” in the sense that there is no time limit by which approved securities need to be issued.  A copy of this Order has been previously filed with the FPSC as Exhibit E of the Consummation Report of Securities Issued by Chesapeake Utilities Corporation, Docket No. 991631-GU, dated March 29, 2001, and is hereby incorporated by reference.  Pursuant to these Orders, Chesapeake has issued 408,550 new shares of common stock for the RSP as of June 30, 2006.  Thus, there remains to be issued 91,450 shares as authorized by the Delaware Public Service Commission.


The FPSC approved the issuance and sale of up to 123,872 shares of common stock for the Plan during 2006 by Order No. PSC-05-1103-FOF-GU issued on November 3, 2005.  Chesapeake now seeks FPSC authorization to issue up to 91,450 new shares of Chesapeake common stock for the purpose of administering Chesapeake’s Retirement Savings Plan during 2007.

(b) On May 19, 1992, the common stock shareholders of Chesapeake voted in favor of adopting the Chesapeake Utilities Corporation Performance Incentive Plan (“PIP”).  On May 19, 1998, the common stock shareholders of Chesapeake approved several amendments to the PIP.  A copy of the amended PIP agreement has been previously filed with the FPSC within Exhibit C of the Application for Approval of Issuance and Sale of Securities by Chesapeake Utilities Corporation, Docket No. 981213-GU, dated September 23, 1998, and is hereby incorporated by reference.


The purposes of the PIP are (1) to further the long-term growth and earnings of the Company by providing incentives and rewards to those executive officers and other key employees of the Company and its subsidiaries who are in positions in which they can contribute significantly to the achievement of that growth; (2) to encourage those employees to obtain proprietary interests in the Company and to remain as employees of the Company; and (3) to assist the Company in recruiting able management personnel.


To accomplish these objectives, the PIP authorizes the grant of nonqualified stock options, performance shares of the Company’s common stock and stock appreciation rights, or any combination thereof.  The PIP, as it was originally adopted by the common stock shareholders of Chesapeake in 1992, provided that over a ten-year period beginning in 1992, any one or more types of awards for up to a total of 200,000 shares of Chesapeake’s common stock may be granted.  On June 23, 1992, the Delaware Public Service Commission issued Order No. 3425 approving the issuance of up to 200,000 new shares of Chesapeake common stock for the purpose of administering Chesapeake’s PIP.  Please note that this Order by the Delaware Public Service Commission is “open ended” in the sense that there is no time limit by which the approved securities need to be issued.  A copy of this Order has been previously filed with the FPSC within Exhibit J of the Application for Approval of Issuance and Sale of Securities by Chesapeake Utilities Corporation, Docket No. 931112-GU, dated November 17, 1993, and is hereby incorporated by reference.  The amendments to the PIP adopted by the common stock shareholders of Chesapeake on May 19, 1998 changed the terms and provisions of the PIP as follows:  (1) the aggregate number of shares of common stock subject to awards was increased from 200,000 shares to 400,000 shares; (2) the term of the PIP was extended for five years through December 31, 2005; and (3) the Board of Directors was granted greater flexibility to amend, modify or terminate the PIP, subject to shareholder approval requirements imposed by applicable law.  On July 13, 1999, the Delaware Public Service Commission issued Order No. 5165 approving the issuance of an additional 200,000 new shares of Chesapeake common stock for the purpose of administering the PIP, coinciding with these amendments.  Please note that this Order by the Delaware Public Service Commission is “open ended” in the sense that there is no time limit by which the approved securities need to be issued.  A copy of this Order has been previously filed with the FPSC within Exhibit C of the Application by Chesapeake Utilities Corporation for Authorization to Issue Common Stock, Preferred Stock and Secured and/or Unsecured Debt and to Exceed Limitation Placed on Short-Term Borrowings in 2000, Docket No. 991631-GU, dated October 20, 1999, and is hereby incorporated by reference.


As of June 30, 2006, Chesapeake had 97 shares of treasury stock, which can be reissued from the Performance Incentive Plan to satisfy outstanding awards.


Pursuant to the PIP, Chesapeake has issued 130,185 new shares of common stock as of June 30, 2006.  The FPSC approved the issuance and sale of up to 200,000 shares of common stock for the PIP during 2006 by Order No. PSC-05-1103-FOF-GU, issued on November 3, 2005.  The pre-existing PIP expired on December 31, 2005 and the Company’s current PIP was effective January 1, 2006.  Stock awards granted prior to 2006, would be issued under the authority of the pre-existing PIP.  Stock awards granted in 2006 through 2014, to the extent earned and awarded in such years, were issued under the authority of the current PIP.


On February 24, 2005, Chesapeake’s Board of Directors adopted the current PIP, which applied to performance beginning January 1, 2006, and approved 400,000 shares of common stock to be authorized and reserved for issuance.  The current PIP as adopted by the common shareholders of Chesapeake on May 5, 2005 allows for the issuance of restricted stock in the form of performance share awards.  In addition, the current PIP, allows performance shares to those key employees of the Company whom a designated committee, composed of independent directors chosen by the Board determines, are in positions to contribute significantly to the long-term growth, development, and financial success of the Company, and will encourage those employees to obtain proprietary interest in the Company and to remain as employees of the Company as well as to assist the Company in recruiting able management personnel.  Under the current PIP, no more than 25,000 shares are to be awarded to any one executive in any calendar year.  The current PIP expires on December 31, 2014.  On April 26, 2005, the Delaware Public Service Commission issued Order No. 6607 approving the issuance of 400,000 shares of Chesapeake common stock for the purpose of administering the current PIP.  Please note that this Order by the Delaware Public Service Commission is “open ended” in the sense that there is no time limit by which the approved securities need to be issued.  A copy of the Application and Order have been previously filed with the FPSC within Exhibit D of the Application by Chesapeake Utilities Corporation for Authorization to Issue Common Stock, Preferred Stock and Secured and/or Unsecured Debt and to Exceed Limitation Placed on Short-Term Borrowings in 2006, Docket No. 050630-GU, dated September 21, 2005, and is hereby incorporated.


Chesapeake now seeks FPSC authorization to issue up to 200,000 new shares of Chesapeake common stock for the purpose of administering Chesapeake’s Performance Incentive Plan during 2007.  The 200,000 shares should be adequate to cover any shares issued in 2007 pursuant to awards granted to executives and other key officers of the Company and its subsidiaries for 2006.

(c)
Chesapeake's Dividend Reinvestment and Stock Purchase Plan ("DRP") was implemented on April 27, 1989.  The DRP Administrator currently has the flexibility of purchasing shares of Chesapeake common stock on the open market, using Treasury stock or issuing new common stock.  The gradual issuance of new common stock enables Chesapeake to balance the composition of its capital between common stock and long-term debt.   As of June 30, 2006, the DRP had 1,363 stockholder participants. 


A copy of the DRP as filed on Registration Statement Form S-3 with the Securities and Exchange Commission has been previously filed with the FPSC as Exhibit D of the Application for Approval of Issuance and Sale of Securities by Chesapeake Utilities Corporation, Docket No. 961194-GU, dated October 1, 1996, and is hereby incorporated by reference.  On May 23, 1989, the Delaware Public Service Commission issued Order No. 3071 approving the issuance of up to 200,000 new shares of Chesapeake common stock for the purpose of administering Chesapeake's DRP.  Please note that this Order by the Delaware Public Service Commission is "open ended" in the sense that there is no time limit by which the approved securities need to be issued.  A copy of this Order has been previously filed with the FPSC within Exhibit J of the Application for Approval of Issuance and Sale of Securities by Chesapeake Utilities Corporation, Docket No. 931112-GU, dated November 17, 1993, and is hereby incorporated by reference.  On December 20, 1995, the Delaware Public Service Commission issued Order No. 4097 approving the issuance of an additional 300,000 new shares of Chesapeake common stock for the purpose of administering Chesapeake’s DRP.  Please note that this Order by the Delaware Public Service Commission is also “open ended” in the sense that there is no time limit by which the approved securities need to be issued.   A copy of this Order has been previously filed with the FPSC within Exhibit E of the Application for Approval of Issuance and Sale of Securities by Chesapeake Utilities Corporation, Docket No. 961194-GU, dated October 1, 1996, and is hereby incorporated by reference. On August 5, 2004, Chesapeake’s Board of Directors approved 750,000 additional shares of common stock to be authorized and reserved for issuance under the Dividend Reinvestment and Stock Purchase Plan, as well as several amendments to the terms of the Plan.  The amended plan (a) allows for direct stock purchases by persons who at the times of purchase are not shareholders of the Company; (b) establishes the minimum investment amount for direct stock purchases by persons who are not shareholders of the Company; (c) fixes the minimum monthly and maximum annual optional cash investment limits for participating shareholders; (d) allows for direct debiting of shareholder-designated bank accounts for purchases; and (e) adds a provision to the Plan, whereby the Company, with the prior approval of the Board of Directors or under guidelines adopted by the Board of Directors, could on a case-by-case basis waive the maximum annual optional cash investment limit and accept investments in excess of that amount.   On December 21, 2004 the Delaware Public Service Commission issued Order No. 6543, approving the issuance of an additional 750,000 shares of Chesapeake common stock for the purpose of administering Chesapeake’s amended Dividend Reinvestment and Stock Purchase Plan.   Please note that this Order by the Delaware Public Service Commission is “open ended” in the sense that there is no time limit by which the approved securities need to be issued.  A copy of this Order has been previously filed with the FPSC within Exhibit C of the Consummation Report of Securities Issued by Chesapeake Utilities Corporation, Docket No. 030942-GU, dated March 22, 2005, and is hereby incorporated by reference.  Pursuant to the Orders above, Chesapeake has issued 554,927 new shares of common stock as of June 30, 2006.  Thus, there remains to be issued 695,073 shares as authorized by the Delaware Public Service Commission.  The FPSC approved the issuance and sale of up to 400,000 shares for the DRP during 2006 by Order No. PSC-05-1103-FOF-GU, issued on November 3, 2005.


Chesapeake now seeks FPSC approval to issue up to 400,000 new shares of Chesapeake common stock for the purpose of administering Chesapeake's amended Dividend Reinvestment and Stock Purchase Plan during 2007.

(d)
On April 4, 1989, Chesapeake issued $5,000,000 in 8.25% Convertible Debentures as part of a public offering.  As of June 30, 2006, $2,092,000 remained outstanding with a conversion price of $17.01 per share.  Hence, the maximum number of shares of common stock that could be issued upon conversion is 122,986.  A true and correct copy of the Registration Statement on Form S-2 dated February 16, 1989, as filed with the Securities and Exchange Commission, has been previously filed with the FPSC as Exhibit I of the Application for Approval of Issuance and Sale of Securities by Chesapeake Utilities Corporation, Docket No. 931112-GU, dated November 17, 1993, and is hereby incorporated by reference.


The Debentures had a conversion premium greater than the offering price of the common stock issued, no mandatory sinking fund, and became callable after one year at a premium equal to the interest rate less 1%, declining 1/2% per year thereafter.  There is an optional bondholder redemption feature, which allows any debenture holder to present any Debenture for redemption, at par, on the anniversary date of the issue, subject to annual limitations of $10,000 per debenture holder and $200,000 in the aggregate.  These optional redemption rights began on April 1, 1991.  In addition, subject to the annual limitations of $10,000 per debenture holder and $200,000 in the aggregate, Chesapeake will redeem the Debentures of deceased debenture holders within 60 days of notification.  Such redemption of estate Debentures shall be made prior to other Debentures.


On February 14, 1989, the Delaware Public Service Commission issued Order No. 3040 approving the issuance of $5,000,000 in Convertible Debentures and, inherently, their potential conversion into Chesapeake common stock.  Please note that this Order by the Delaware Public Service Commission is "open ended" in the sense that there is no time limit by which the approved securities need to be issued.  A copy of this Order has been previously filed with the FPSC within Exhibit J of the Application for Approval of Issuance and Sale of Securities by Chesapeake Utilities Corporation, Docket No. 931112-GU, dated November 17, 1993, and is hereby incorporated by reference.


As of June 30, 2006, a cumulative $1,983,000 of the Convertible Debentures has been converted.  The FPSC approved the issuance and sale of up to 144,797 new shares of Chesapeake common stock for the purpose of honoring conversion rights pursuant to the Company’s Convertible Debentures during 2006, by Order No.PSC-05-1103-FOF-GU, issued on September 21, 2005.  Chesapeake now seeks FPSC authorization to issue up to 122,986 new shares of Chesapeake common stock for the purpose of honoring these conversion rights during 2007.

(e) On February 24, 2005, the Board adopted Chesapeake’s Directors Stock Compensation Plan (DSCP) and on May 5, 2005, the DSCP received shareholder approval.   Under the DSCP each non-employee director who is elected as a director or whose service as a director will continue after the date of the respective Annual Meeting will receive, as compensation for services during the ensuing year, an award of no more than 1,200 shares of the Company’s common stock on the date of the Company’s Annual Meeting.  The DSCP enhances the Company’s ability to attract, motivate and retain as non-employee directors persons of training, experience and ability and to encourage the highest level of non-employee director performance by providing such directors with a proprietary interest in the Company’s growth and financial success.


On April 26, 2005, the Delaware Public Service Commission issued Order No. 6607 authorizing Chesapeake to issue up to 75,000 shares of common stock to administer the Company’s DSCP.  Please note that this Order by the Delaware Public Service Commission is “open ended” in the sense that there is no time limit by which the approved securities need to be issued.


A copy of the Application, and Order have been previously filed with the FPSC within Exhibit D, as well as the DSCP plan document within Exhibit F of the Application by Chesapeake Utilities Corporation for Authorization to Issue Common Stock, Preferred Stock and Secured and/or Unsecured Debt and to Exceed the Limitation Placed on Short-Term Borrowings in 2006, Docket No. 050630-GU, dated September 21, 2005, and is hereby incorporated.  The FPSC approved the issuance of up to 14,400 shares of common stock for the DSCP during 2006 by Order No. PSC-05-1103-FOF-GU, issued on November 3, 2005.  Pursuant to the DSCP, Chesapeake has issued 11,700 new shares of common stock as of June 30, 2006.  Thus, there remains to be issued 63,300 shares as previously authorized by the Delaware Public Service Commission.


Chesapeake now seeks FPSC authorization to issue up to 14,400 new shares of Chesapeake common stock for the purpose of administering Chesapeake’s DSCP during 2007.  The 14,400 shares should be adequate to cover any awards granted to non-employee directors of the Company in 2007.


(f)
The Board adopted the Employee Stock Awards Plan (ESAP) on February 24, 2005; allowing the Company to grant stock awards to its top performing managers and employees of the year; and to have the flexibility to make other awards of stock to employees for exemplary performance.  The ESAP received shareholder approval on May 5, 2005.  The maximum number of shares that can be issued from the ESAP in any one year is 5,000.


On April 26, 2005, the Delaware Public Service Commission issued Order No. 6607 authorizing Chesapeake to issue up to 25,000 shares of common stock to administer the Company’s ESAP. Please note that this Order by the Delaware Public Service Commission is “open ended” in the sense that there is no time limit by which the approved securities need to be issued.


A copy of the Application and Order have been previously filed with the FPSC within Exhibit D, as well as the ESAP document within Exhibit G of the Application by Chesapeake Utilities Corporation for Authorization to Issue Common Stock, Preferred Stock and Secured and/or Unsecured Debt and to Exceed Limitation Placed on Short-Term Borrowings in 2006, Docket No. 050630-GU, dated September 21, 2005, and is hereby incorporated.  The FPSC approved the issuance of up to 5,000 shares of common stock for the ESAP during 2006 by Order No. PSC-05-1103-FOF-GU, issued on November 3, 2005.  Pursuant to the ESAP, Chesapeake has issued 350 shares of common stock as of June 30, 2006.  Thus, there remains to be issued 24,650 shares as previously authorized by the Delaware Public Service Commission.  Chesapeake now seeks FPSC authorization to issue up to 5,000 new shares of Chesapeake common stock for the purpose of administering Chesapeake’s ESAP during 2007.  The 5,000 shares should be adequate to cover any awards granted to managers and employees of the Company and its subsidiaries in 2007.

(g)
In 2000 and 2001, the Company entered into agreements with an investment banking firm to provide consulting services.  Under the agreements, the Company issued warrants to the investment banking firm to purchase shares of Chesapeake common stock.  On March 31, 2000, the Company issued warrants to the investment banker to purchase 15,000 shares of Company stock at a strike price of $18.00 per share.  On March 31, 2001, the Company issued warrants to the investment banker to purchase another 15,000 shares of Company stock at a strike price of $18.25 per share.  Per the agreements, the warrants are exercisable during a seven-year period after the date granted.  Upon exercise, the investment banker will 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.  In addition, the Company may satisfy any exercised warrants by issuing new shares, purchasing shares of common stock in the open market, or reissuing out of treasury to the extent available.


On December 21, 2004, the Delaware Public Service Commission issued Order No. 6543 approving the issuance of 30,000 shares of new common stock to satisfy 30,000 outstanding warrants. A copy of the Application and Order have been previously filed with the FPSC within Exhibit H of the Application by Chesapeake Utilities Corporation for Authorization to Issue Common Stock, Preferred Stock and Secured and/or Unsecured Debt and to Exceed Limitation Placed on Short-Term Borrowings in 2006, Docket No. 050630-GU, dated September 21, 2005, and is hereby incorporated.


On August 2, 2006, the respective investment banking firm exercised the 30,000 outstanding warrants for a share price of $31.405.  The firm requested that the Company perform 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 $434,782 to the firm.  The Company recorded the payment as a reduction to additional paid-in capital.  As of June 30, 2006, the Company has zero (0) outstanding warrants.

(h)
Chesapeake is seeking FPSC approval to issue up to 800,000 shares of Chesapeake stock, or an equity-linked instrument equivalent in value in 2007 to permanently finance Chesapeake’s ongoing expenditure program.  Financing for the Company’s capital expenditure program is subject to continuous review and modification and is funded from short-term borrowings and cash provided by operating activities.  The Company, in an effort to manage its capital structure, may, from time to time permanently finance through the issuance of common stock or an equity-linked instrument, as opposed to long-term debt.
(i) Chesapeake seeks FPSC authorization to issue during 2007 up to 

$40,000,000 in secured and/or unsecured long-term debt with an estimated rate of interest of up to 300 basis points above U.S. Treasury rates (or extrapolated U.S. Treasury rates) with equivalent average life.  Proceeds from this debt issuance would be used for general corporate purposes including, but not limited to, working capital, retirement of short-term debt, retirement of long-term debt and capital improvements.  The FPSC approved the issuance and sale of $40,000,000 in secured and/or unsecured long-term debt during 2006 by Order No. PSC-05-1103-FOF-GU, issued November 3, 2005.  As discussed previously, Chesapeake issued $20 million of 5.50% Unsecured Senior Notes on October 12, 2006, which are due October 12, 2020. 

(j) Chesapeake seeks further FPSC authorization to issue during 2007 up

to an additional 3,366,164 shares of common stock and an additional $40,000,000 in secured and/or unsecured long-term debt with an estimated rate of interest of up to 300 basis points above U.S. Treasury rates (or extrapolated U.S. Treasury rates) with equivalent average life.  This additional stock and debt would be used to finance Chesapeake's ongoing acquisition program.  Chesapeake expects to continue to search for growth opportunities through acquisitions, which fit its long-range plan to achieve the proper mix of business activities.  Financing of acquisitions will depend upon the nature and extent of potential acquisitions as well as current market and economic conditions.


The FPSC approved the issuance and sale of 4,281,931 shares of
common stock and $40,000,000 in secured and/or unsecured long-term debt for this purpose during 2006 by Order No. PSC-05-1103-FOF-GU, issued on November 3, 2005.

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

of Chesapeake preferred stock during 2007 for possible acquisitions, financing transactions, and other general corporate purposes, including potential distribution under the Company’s Rights Agreement adopted by the Board of Directors on August 20, 1999.  The Rights Agreement approved by the Board of Directors is designed to protect the value of the outstanding common stock in the event of an unsolicited attempt by an acquirer to take over the Company in a manner or on terms not approved by the Board of Directors. The Rights Agreement is not intended to prevent a takeover of the Company at a fair price and should not interfere with any merger or business combination approved by the Board of Directors.  Copies of the Forms 8-A and 8-K filed with the Securities and Exchange Commission in conjunction with the Rights Agreement have been previously filed with the FPSC as Exhibit D of the Application by Chesapeake Utilities Corporation for Authorization to Issue Common Stock, Preferred Stock and Secured and/or Unsecured Debt and to Exceed Limitation Placed on Short-Term Borrowings in 2000, Docket No. 991631-GU, dated October 20, 1999, and are hereby incorporated by reference.  As of June 30, 2006, zero (0) shares of Chesapeake preferred stock have been issued.  The FPSC approved the issuance and sale of up to 1,000,000 shares of Chesapeake preferred stock for possible acquisitions, financing transactions, and other general corporate purposes, including potential distribution under the Company’s Rights Agreement, during 2006 by Order No. PSC-05-1103-FOF-GU, issued on November 3, 2005.

(l) Chesapeake is also requesting authority during 2007 to enter into agreement for financial derivatives including, but not limited to Interest Rate Swap Products, Equity Products, and/or other Financial Derivatives on such terms as Chesapeake considers appropriate provided that the notional amount(s) for said Interest Rate Swap Products, Equity Products, and/or other Financial Derivatives do not, in the aggregate, exceed the sum of $40 million. On July 9, 2002, the Delaware Public Service Commission issued Order No. 5989 approving the Company’s application for approval of the issuance of certain long-term debt, and acknowledging that the Company was considering entering into, or utilizing Interest Rate Swap Products.  While the Company does not consider such Interest Rate Swap Products, Equity Products, and/or other Financial Derivatives to involve the actual issuance of securities within the ambit of Section 366.04 (1), Florida Statutes, in an abundance of caution, Chesapeake requests such authority to the extent the FPSC considers Interest Rate Swap Products, Equity Products, and/or other Financial Derivatives subject to its jurisdiction.  In the event that the FPSC does not consider Interest Rate Swap Products, Equity Products, and/or other Financial Derivatives to be jurisdictional, Chesapeake requests that that FPSC issue an Order acknowledging the Company’s request and confirming the FPSC’s absence of jurisdiction regarding these instruments.

     A copy of this Order was filed as Exhibit C of the Application by Chesapeake Utilities Corporation for Authorization to Issue Common Stock, Preferred Stock and Secured and/or Unsecured Debt, and to Enter into Agreements for Interest Rate Swap Products, and to Exceed Limitation Placed on Short-Term Borrowings in 2004, Docket No. 030942-GU, and is hereby incorporated by reference.
7. Purposes for which Securities are to be issued:


The common stock, preferred stock and long-term debt authorized for issuance will be used for the purpose of administering Chesapeake’s Retirement Savings Plan, Performance Incentive Plan, Dividend Reinvestment and Stock Purchase Plan, Directors Stock Compensation Plan, Employee Stock Awards Plan, conversion of the Company’s Convertible Debentures, financing of the Company’s acquisition program and for other corporate purposes including, but not limited to the following:  working capital; retirement of short-term debt; retirement of long-term debt; capital improvements; and potential distribution under the Rights Agreement.  Chesapeake believes that Interest Rate Swap Products, Equity Products and other Financial Derivatives would provide Chesapeake with an additional opportunity to achieve lower cost funding of existing and prospective debt and equity placements, as well as enhanced flexibility to manage the Company’s exposure to risk as market conditions permit.  These are all for lawful objects within the corporate purposes of Chesapeake and compatible with the public interest and are reasonably necessary or appropriate for such purposes

8. Counsel:

The legality of the common stock, preferred stock and debt issuances will be passed upon by William A. Denman, Esquire, Parkowski, Guerke and Swayze, P.A., 116 West Water Street, Dover, Delaware 19904, who will rely on Beth Keating, Esquire, Akerman Senterfitt, Suite 1200, 106 East College Avenue, Tallahassee, Florida 32301, as to matters of Florida law.
9. Other Regulatory Agencies:

Under 26 Del. C Section 215 of the Delaware statutes, Chesapeake is regulated by the Delaware Public Service Commission and, therefore, must file a Prefiling Notice, a Notice, and an Application to obtain approval of the Delaware Commission before issuing new securities which mature more than one (1) year from the date of issuance.  In addition, a Notice must be filed if Chesapeake expects to incur short-term indebtedness, which exceeds ten percent of the Company's total capitalization.  All necessary applications or registration statements have been or will be made as required and will be made a part of the final consummation report to the FPSC as required by Rule 25-8.009, Florida Administrative Code.

The address of the Delaware Commission is as follows:

Delaware Public Service Commission

861 Silver Lake Boulevard

Cannon Building

Dover, Delaware 19904

Attention:  Bruce H. Burcat, Executive Director

10. Control or ownership:

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

11. Exhibits:

The following exhibits submitted with Applicant’s Applications in Docket Nos. 050630-GU, 030942-GU, 991631-GU, 981213-GU, 961194-GU and 931112-GU, respectively, are incorporated in the instant Application by reference:

Docket No. 050630-GU

Exhibit C:

Delaware Public Service Commission Order No. 6708 dated September 6, 2005 for the Issuance of up to $20,000,000 of Chesapeake Utilities Corporation 5.50% Unsecured Senior Notes;




and




Chesapeake Utilities Corporation Agreement in Principle with Prudential Investment Management (doing business as Prudential Capital).

Exhibit D:

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

Exhibit E:

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

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

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

Exhibit H:

Delaware Public Service Commission Application and Order No. 6543 dated December 21, 2004 for the issuance of Chesapeake Utilities Corporation Common Stock to satisfy 30,000 Outstanding Warrants (30,000 shares). 
Docket No. 030942-GU

Exhibit C:

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

Exhibit C:

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

Docket No. 991631-GU

Exhibit C: 

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

Exhibit D:

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

Exhibit E:

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

Docket No. 981213-GU (as amended on June 25, 1999)

Exhibit A:

Chesapeake Utilities Corporation Retirement Savings Plan-Plan Document.

Exhibit B:

Chesapeake Utilities Corporation Retirement Savings Plan-Adoption Agreement.

Docket No. 981213-GU


Exhibit C:

Chesapeake Utilities Corporation Amended Performance Incentive Plan.

Docket No. 961194-GU
Exhibit D:

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

Exhibit E:

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

Docket No. 931112-GU
Exhibit I: 

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

Exhibit J: 

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




Delaware Public Service Commission Order No. 3425 dated June 23, 1992 for Issuance of Common Stock pursuant to Chesapeake Utilities Corporation Performance Incentive Plan (200,000 shares); 




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




and 




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

Filed herewith:

Exhibit A:

Exhibit A consists of the following attachments:

A(1)


Chesapeake Utilities Corporation Annual Report on Form 




10-K for the year ended December 31, 2005.

A(2)


Chesapeake Utilities Corporation Quarterly Report on Form 




10-Q for the quarter ended June 30, 2006.

Exhibit B:

Sources and Uses of Funds Statement and Construction Budget.

Exhibit C

$20,000,000 Note Agreement for Chesapeake Utilities Corporation 5.50% Unsecured Senior Notes.

12.

Constitutionality of Statute:
Chesapeake has taken the position that the statutory requirement of FPSC approval of the issuance and sale of securities by a public utility, under Section 366.04 (1), Florida Statutes, as applied to Chesapeake, a Delaware corporation engaged in interstate commerce, is unconstitutional, in that it creates an unreasonable burden on interstate commerce.  Support for this position is set out in Chesapeake's Petition for declaratory statement disclaiming jurisdiction, as filed in FPSC Docket No. 930705-GU. By FPSC Order No. PSC-93-1548-FOF-GU, issued on October 21, 1993, the FPSC denied the Petition for declaratory statement, while approving the alternative Application for approval of the issuance of up to 100,000 new shares of common stock for the purpose of administering a Retirement Savings Plan.  The FPSC found that "the facial constitutionality of a statute cannot be decided in an administrative proceeding," and that since the stock issuance was approved, "the question of constitutionality appears to be academic at this time."

Chesapeake continues to maintain that the assertion of jurisdiction by the FPSC over its securities unconstitutionally burdens interstate commerce, particularly where the Public Service Commission of the State of Delaware has approved their issuance and sale, and/or where the securities do not create a lien or encumbrance on assets of Chesapeake's public utility operations in the State of Florida.


Florida law provides for severe penalties for any willful violation of a statute administered by the FPSC or any of its rules or orders, Secs. 350.127 (1) and 366.095, Florida Statutes.  Accordingly, Chesapeake believes it must submit to FPSC jurisdiction over its securities if it is to avoid assessment of such penalties and to otherwise remain in good standing before the FPSC.  It therefore files the instant Application, under protest, and without waiver of its position regarding the unconstitutionality of the statute.

PRAYER FOR RELIEF

Based on the foregoing, Chesapeake Utilities Corporation requests that the FPSC issue an Order authorizing it in 2007 to issue up to 5,000,000 shares of common stock, up to 1,000,000 shares of preferred stock, and up to $80,000,000 of secured and/or unsecured debt, and authorizing it to enter into agreements up to $40,000,000 in Interest Rate Swap Products, Equity Products and other Financial Derivatives, and to exceed the limitation placed on short-term borrowings by Section 366.04, Florida Statutes, so as to issue up to $70,000,000 in short-term obligations.

Respectfully submitted,

Date:  ___November 6, 2006__               

______________________________

Beth Keating

Akerman Senterfitt

Suite 1200

106 East College Avenue

Tallahassee, Florida  32301

(850) 224-9634

(850) 222-0103 (Fax)

Attorneys for 

Chesapeake Utilities Corporation

STATE OF DELAWARE
*

*

COUNTY OF KENT

*
SS

BE IT REMEMBERED that on this the day of November 6, 2006, personally appeared before me, a Notary Public for the State of Delaware, Beth W. Cooper, who being by me duly sworn, did depose and say that she is Vice President, Treasurer and Corporate Secretary of Chesapeake Utilities Corporation, a Delaware corporation, and that insofar as the Application of Chesapeake Utilities Corporation states facts, and insofar as those facts are within her personal knowledge, they are true; and insofar as those facts that are not within her personal knowledge, she believes them to be true, that the exhibits accompanying this Application and attached hereto are true and correct copies of the originals of the aforesaid exhibits, and that she has executed this Application on behalf of the Company and pursuant to the authorization of its Board of Directors.

___________________________________

Beth W. Cooper

Vice President, Treasurer and

Corporate Secretary

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

___________________________________

Notary Public

My Commission Expires:

EXHIBIT A
A(1)

Chesapeake Utilities Corporation Annual 

Report on Form 10-K for the year ended 

December 31, 2005.

A(2)

Chesapeake Utilities Corporation Quarterly

Report on Form 10-Q for the quarter ended

June 30, 2006.
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