
ORIGINA~ CHESAPEAKE 

March 29, I999 

Ms. Blanca S. Bayo, Director 
Division of Records & Reporting 
Florida Public Service Commission 
2540 Shumard Oak Blvd. 
Tallahassee, FL 32399-0850 

RE: Consummation Report of Securities Issued by Chesapeake 
Utilities Corporation, Docket No. 971 397-GU 

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 ending 

December 31, 1998 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 December 8, 1997, the Florida Public Service Commission ("FPSC") 

issued Order No. PSC-97-1538-FOF-GU which authorized Chesapeake to issue up to 

WK - 823,296 shares of common stock for the purpose of administering Chesapeake's 

APP Retirement Savings Plan, Performance Incentive Plan, Automatic Dividend Reinvestment 

CAF a n d  Stock Purchase Plan, and the conversion of Chesapeake's convertible debentures. 

CTR T h e  Order also authorized Chesapeake to issue up to 4,176,704 shares of common stock 
EAG 

and $40 million in secured and/or unsecured debt for the purpose of financing LEG 

'IN F h e s a p e a k e ' s  acquisition program. In addition, the Order authorized Chesapeake to issue 
OPC 
RCH up to $30 million in secured and/or unsecured debt to be used for general corporate 
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purposes, including, but not limited to, working capital, retirement of short-term debt, 

retirement of long-term debt and capital improvements. 

2. Of the above-mentioned securities, and for the twelve-month period ending 

December 31, 1998, Chesapeake has issued the following: 

26,018 shares of common stock were issued for the purpose of 

administering Chesapeake’s Retirement Savings Plan. The average 

issuance price of these shares was $17.94 per share. Expenses associated 

with this issuance were negligible. 

24,366 shares of common stock were issued for the Performance Incentive 

Plan. The average issuance price of these shares was $19.25 per share. 

Expenses associated with this issuance were negligible. 

32,925 shares of common stock were issued for the purpose of administering 

Chesapeake’s Automatic Dividend Reinvestment and Stock Purchase Plan. 

The average issuance price of these shares was $18.53 per share. 

Expenses associated with this issuance were negligible. 

6,401 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. 

25,000 shares of Chesapeake stock were issued on March 31, I998 in 

exchange for all of the outstanding common stock of Sam Shannahan Well 

Co., Inc. dba Tolan Water Service (“SSWC”). Subject to the terms and 

conditions set forth in the Agreement and Plan of Merger (the “Merger 



Agreement”), Chesapeake issued 25,000 shares of its stock to the 

shareholders of SSWC. The shares of Chesapeake common stock issued 

pursuant to the Merger Agreement were issued as restricted securities, 

pursuant to Rule 144 under the Securities Act of 1933 and subject to certain 

registration rights. These rights provided that Chesapeake would include 

the 25,000 shares issued pursuant to the Merger Agreement in any 

registration statement that it filed within twelve (1 2) months from March 31 , 

1998. 

475,000 shares of Chesapeake stock were issued on May 29, 1998 in 

exchange for all of the outstanding common stock of Xeron, Inc. (“Xeron”). 

Subject to the terms and conditions set forth in the Agreement and Plan of 

Merger (the “Agreement of Merger”), Chesapeake issued 475,000 shares of 

its stock to the shareholders of Xeron. The shares of Chesapeake common 

stock issued pursuant to the Agreement of Merger were issued as restricted 

securities pursuant to Rule 144 under the Securities Act of 1933 and subject 

to certain registration rights. The Registration Rights Agreements, which set 

forth the terms and conditions of these registration rights, were executed by 

the Xeron shareholders, individually, also on May 29, 1998. Pursuant to the 

terms and conditions of the Registration Rights Agreements, Chesapeake 

filed a Registration Statement (Form S-3) with the Securities and Exchange 

Commission on September 30, 1998. Included in this Registration 
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Statement were also the SSWC shares. Total expenses associated with this 

issuance are estimated to be $1 5,704. 

Schedules showing capitalization, pretax interest coverage and debt interest 3. 

requirements as of December 31, 1997 are attached hereto as Exhibit A. 

4. A copy of the Merger Agreement with SSWC is attached hereto as Exhibit 

B. A copy of the application to the Delaware Public Service Commission requesting 

authority to issue the 25,000 shares is attached hereto as Exhibit C. A copy of the Order 

of the Delaware Public Service Commission authorizing the issuance of the 25,000 shares 

is attached hereto as Exhibit D. 

5. A copy of the Agreement of Merger with Xeron is attached hereto as Exhibit 

E. Copies of the Registration Rights Agreements are attached hereto as Exhibit F. A copy 

of the registration statemenuform S-3 is attached hereto as Exhibit G. A copy of the 

application to the Delaware Public Service Commission requesting authority to issue the 

475,000 shares is attached hereto as Exhibit H. A copy of the Order of the Delaware 

Public Service Commission authorizing the issuance of the 475,000 shares is attached 

hereto as Exhibit I. 

6. 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. 931 112-GU 

and 941212-GU and are hereby incorporated by reference. 



7.  Copies of the signed Opinions of Counsel with respect to the legality of the 

25,000 shares are attached hereto under Exhibit J. 

8. A copy of the signed Opinion of Counsel with respect to the legality of the 

475,000 shares is attached hereto under Exhibit K. 

9. Signed copies of the Opinions of Counsel with respect to the legality of all 

other securities issued have been previously filed with the FPSC as exhibits to the 

Consummation Reports of Securities Issued by Chesapeake Utilities Corporation, 

Docket Nos. 931112-GU and 941212-GU, dated April 1, 1994 and January 2, 1996, 

respectively, and are hereby incorporated by reference. 

10. A copy of Chesapeake's most current Form 10-K as filed with the Securities 

and Exchange Commission is attached hereto as Exhibit L. 

We respectfully submit this Consummation Report on the issuance of securities by 

Chesapeake Utilities Corporation, Florida Public Service Commission Docket No. 971 397- 

GU, this 29th day of March, 1999. 

Since re1 y , 

+ a v  p L T a .  
Michael P. McMasters 

Vice President, Treasurer and CFO 



CHESAPEAKE UTILITIES CORPORATION 
Opinions of Counsel 

The legality of the issuance of securities is addressed in the attached Opinions of 
Counsel as follows: 

Securities Issued Apdicable Opinions 
25,000 shares issued for the SSWC merger Schmittinger & Rodriguez, P.A. 

March 2, 1998 
Laws & Laws, P.A. 

March 31,1998 

475,000 shares issued for the Xeron merger Schmittinger & Rodriguez, P.A. 
April 29, 1998 



Exhibit Reference 

Exhibit A 

Exhibit B 

Exhibit C 

Exhibit D 

Exhibit E 

Exhibit F 

Exhibit G 

Exhibit H 

Exhibit I 

Exhibit J 

Exhibit K 

CHESAPEAKE UTI LIT1 ES CORPORATION 
Summary of Exhibits 

Description 

Schedules showing capitalization, pretax 
interest coverage and debt requirements as of 
December 31, 1997 

Merger Agreement with SSWC 

Delaware Public Service Commission 
Application for the 25,000 shares 

Delaware Public Service Commission Order 
authorizing the issuance of the 25,000 shares 

Agreement of Merger with Xeron 

Registration Rights Agreement executed with 
the Xeron shareholders 

Registration Statement/ Form S-3 

Delaware Public Service Commission 
Application for the 475,000 shares 

Delaware Public Service Commission Order 
authorizing the issuance of the 475,000 shares 

Opinions of Counsel regarding the legality of 
the 25,000 shares being issued in exchange 
for the SSWC stock 

Opinion of Counsel regarding the legality of the 
475,000 shares being issued in exchange for 
the Xeron stock 

Exhibit L December 31 , 1997 Form IO-K 



EXHIBIT A 
PAGE 1 of 4 

CHESAPEAKE UTILITIES CORPORATION 
I & Pro Forma as of December 31. 199Z 

UNAUDITED 

ACTUAL 
BEFORElSSUANCE 

PRO FORMA 
AFTERlSSUANCE - - 

COMMON STOCK 

PAID IN CAPITAL 

R ETA1 N E D EARN I N G S 

TOTAL COMMON EQUITY - 
J ONG-TFRM nFRT 

FIRST MORTGAGE BONDS 

CONVERTIBLE DEBENTURES 

SENIOR NOTES 

OTHER 

TOTAL LONG-TERM DEBT 

TOTAL PERMANENT CAPITAL - 
SHORT-TFRM DFBT 

TOTAL CAP ITALlZATl 0 N 

AMOUNT % O F  PROFORMA AMOUNT % OF 
OUTSTANDlNGIQIALADJUSTMENTOUTSTANDlNGIQIAL 

$2,191,792 2.27% 

19,819,604 20.49% 

28.324.749- 

-52.04% 

Q o . o o o / 0  

4,300,000 4.44% 

3,926,000 4.06% 

30,000,000 31.01% 

Q o . o o o / 0  

38.226.ooo39.51% 

88.562.145- 

582,500 0.60% 

7.600.0007.85% 

$96.744.643 100.00% 

$2 8 7,2 2 7 

4,372,584 

Q 

4.659.811 

Q 

0 

0 

0 

Q 

Q 

4.659.811 

472,200 

fLE?uxa 

$2,479,019 2.47% 

24,192,188 24.14% 

28.324.749- 

54.995.956- 

Q o . o o 0 / ,  

4,300,000 4.29% 

3,926,000 3.92% 

30,000,000 29.93% 

Q o . o o . / D  

38.226.ooo38.14% 

93.221.956- 

1,054,700 1.05% 

5.945.398- 

$3.477.409 $1o0.222.054100.00% 



EXHIBIT A 
PAGE 2 O f  4 

CHESAPEAKE UTILITIES CORPORATION 
Statement of Income and Pretax Interest Coverage 

a for the Twelve Months Ended December 31. 1997 

UNAUDITED 

Annualized Twelve Months 
Actual Pro Forma 
Before Pro Forma After 

lssuance Adjustment lssuance - 
1 Operating revenues 

2 Operating expenses before income taxes 

3 Income taxes (Including Deferrals) 

4 Operating Income (1-(2+3)) 

5 Other Income, Net 

6 Income Before Interest Charges (4+5) 

7 Interest Charges 

8 Net Income (6-7) 

9 Preferred stock dividends 

10 Earnings available to common equity (8-9) 

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

$75,959,937 $0 $75,959,937 

70,461,466 15,704 70,477,170 

1,345,141 (6 , 282) 1,338,859 

4,153,330 (9,422) 4,143,908 

47,807 0 47,807 

4,201,137 (9,422) 4,191,715 

1,974,153 0 1,974,153 

2,226,984 (9,422) 2,217,562 

0 0 0 

$2,226,984 ($9,422) $2,217,562 

2.81 NIA 2.80 



EXHIBIT A 
Page 3 of 4 

C H ESAP EAKE UTI LIT1 ES C 0 R P 0 RAT1 0 N 

Notes to Capitalization, Income and 
Pretax Interest Coverage Schedules 

As of December 31, 1997 

The following adjustments have been made to capitalization: 

Common Stock - Number of shares (589,710) times par value ($0.4867 per share), with the shares 
issued for the following purposes: 

26,OI 8 shares for the Retirement Savings Plan 
24,366 shares for the Performance Incentive Plan 
32,925 shares for the Automatic Dividend Reinvestment and Stock Purchase Plan 
6,401 shares for the conversion of debentures 

25,000 shares for the SSWC merger 
475,000 shares for the Xeron merger 

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

26,018 shares at $17.94 per share 
24,366 shares at $1 9.25 per share 
32,925 shares at $18.53 per share 
6,401 shares at $17.01 per share 

25,000 shares recorded at $63,535 for the SSWC merger due to a reclass between Common 

475,000 shares recorded at $2,697,703 for the Xeron merger due to a reclass between Common 
Stock and Additional Paid in Capital 

Stock and Additional Paid in Capital 

Current Portion of Long-Term Debt - 
With the SSWC merger, Chesapeake assumed $472,200 of debt, which is shown as current 
portion of long-term debt because it was paid off by Chesapeake at closing. 

Short-Term Debt - 
Decrease by a total of $1,654,602 to reflect the pay down of short-term lines of credit with 
proceeds from the Retirement Savings Plan, Performance Incentive Plan, Automatic Dividend 
Reinvestment and Stock Purchase Plan and the conversion of certain debentures. 



EXHIBIT A 
Page 4 of 4 

CHESAPEAKE UTI L IT1 ES COR PO RAT1 0 N 

Notes to Capitalization, Income and 
Pretax Interest Coverage Schedules (con tin ued) 

As of December 31, 1997 

The following adjustments have been made to the Statement of Income and Pretax Interest 
Coverage Schedule: 

1. Operating Expenses - Represents the issuance costs for the stock exchanged by 
Chesapeake in the SSWC and Xeron mergers. 

2. Income Taxes - Taxes associated with above increase in Operating Expenses, 
assuming a tax rate of 40%. 
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AGREEMENT AND PLAN OF MERGER 

Corporation, a Delaware corporation ("Chesapeake"), CPK Sub-B, Inc., a Delaware 
corporation ("CPK Sub-B"), Sam Shannahan Well Co., Inc., d/b/a Tolan Water Service, a 
Maryland corporation ("SSWC"), and Dashiell J. (Duke) Shannahan, and Joyce C. 
Shannahan, residents of Maryland (each, a "Shareholder" and collectively, the 
"Shareholders"). 

ARTICLE I 
THE MERGER 

SECTION 1.1 The Merger. Upon the terms and subject to the conditions hereof, 
as promptly as practicable following the satisfaction or waiver of the conditions set forth 
in Article VI11 hereof, but in no event later than two business days thereafter, unless the 
parties hereto shall otherwise agree, articles of merger (the "Articles of Merger") 
providing for the merger of CPK Sub-B with and into SSWC (the "Merger") shall be duly 
prepared, executed and filed by SSWC, as the surviving corporation (the "Surviving 
Corporation"), in accordance with the relevant provisions of the Maryland General 
Corporation Law (the "MGCL") and the Merger shall become effective. Following the 
Merger, the Surviving Corporation shall continue under the same name as SSWC and the 
separate corporate existence of CPK Sub-B shall cease. The date and time the Merger 
becomes effective is referred to herein as the "Effective Time." Immediately prior to the 
filing of the Articles of Merger, a closing (the "Closing") shall take place at the offices of 
Laws & Laws, P.A., 209 East Main Street, Salisbury, Maryland 21801, or such other 
place and time as the parties shall agree. 

SECTION 1.2 Effects of the Merger. The Merger shall have the effects set forth in 
Section 3- 1 14 of the MGCL. 

SECTION 1.3 Articles of Incorporation and By-Laws. The Articles of 
Incorporation of SSWC and the By-laws of CPK Sub-B (both of which have been 
heretofore delivered by SSWC to Chesapeake or Chesapeake to SSWC, as the case may 
be), in each case as in effect immediately prior to the Effective Time, shall be the Articlcs 
of Incorporation and By-laws of the Surviving Corporation until duly amended in 
accordance with applicable law. 

SECTION 1.4 Directors. The directors of CPK Sub-B immediately prior to the 
Effective Time shall be the initial directors of the Surviving Corporation and shall hold 
office until their respective successors are duly elected and qualified in  accordance with 
the Articles of Incorporation and By-laws of the Surviving Corporation, or their earlier 
death, resignation or removal. 
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SECTION 1.5 Officers. The officers of CPK Sub-B immediately prior to the 
Effective Time shall be the initial officers of the Surviving Corporation and shall serve as 
the officers of the Surviving Corporation at the pleasure of the Board of Directors of the 
Surviving Corporation. 

SECTION 1.6 Conversion of Shares. At the Effective Time, by virtue of the 
Merger and without any action on the part of the holders thereof: 

(a) Subject to Section 2.2, each issued and outstanding share6 of common stock, 
par value $10.00 per share, of SSWC (the "SSWC Common Stock") shall automatically 
be converted into the right to receive (the "Merger Consideration") that amount of fully 
paid and nonassessable shares of common stock, par value $.4867 per share, of 
Chesapeake (the "Chesapeake Common Stock"), which shall be determined by dividing 
25,000 by the aggregate number of outstanding shares of SSWC Common Stock at the 
Effective Time (the "Exchange Ratio"), provided that in the event of a stock split or 
reverse stock split in either the SSWC Common Stock or the Chesapeake Common Stock 
prior to the Effective Time, the Exchange Ratio shall be adjusted proportionately in order 
to prevent either dilution or enlargement of the rights of the Shareholders. 

(b) Each share of capital stock of SSWC that is held in the treasury of SSWC shall 
be canceled and retired and cease to exist and no consideration shall be issued in 
exchange therefor. 

(c) The issued and outstanding shares of capital stock of CPK Sub-B shall be 
converted into and become, in the aggregate, 1000 fully paid and nonassessable shares of 
common stock of the Surviving Corporation. 

PLRTICLE I1 
EXCHANGE OF SHARES 

SECTION 2.1 Surrender of Certificates. At the Closing, each of the Shareholders 
shall surrender the certificate or certificates that formerly represented that Seller's shares 
of SSWC Common Stock to the Surviving Corporation, and shall thereupon receive in 
exchange therefor the Merger Consideration for each share of SSWC Common Stock 
formerly represented by such certificate or certificates, and the certificates so surrendered 
shall forthwith be cancelled. At the Closing, certificates for the number of Chesapeake 
Common Stock equivalent to the Merger Consideration shall be delivered to 
Shareholders. 

SECTION 2.2 No Fractional Shares. No certificate or scrip representing 
fractional shares of Chesapeake Common Stock shall be issued upon the surrender for 
exchange of certificates of SSWC Common Stock, and such fractional share interests will 
not entitle the owner thereof to vote or to any rights of a stockholder of Chesapeake. In 
lieu of any such fractional share interest, Chesapeake shall issue to Shareholders jointly, 
as tenants by the entireties, any share which would otherwise be required or be divided 



into fractional shares by applying the Exchange Ratio to the Shareholders’ separate 
respective shares of the SSWC Common Stock as provided in Section 1.6(a) of this 
Agreement. 

ARTICLE I11 
REPRESENTATIONS AND WARRANTIES 

OF SSWC AND SHAREHOLDERS 

SSWC and each of the Shareholders, severally and not jointly, represents and 
warrants to Chesapeake and CPK Sub-B as follows: 

SECTION 3.1 Corporate Organization. 

(a) SSWC is a corporation duly organized, validly existing and in good standing 
under the laws of Maryland and has all requisite corporate power and authority to own, 
lease and operate its properties and to carry on its business as now being conducted. 
SSWC is currently qualified and properly licensed to do business in and is in good 
standing in Maryland. SSWC has heretofore delivered to Chesapeake accurate and 
complete copies of its Articles of Incorporation and By-laws, as in effect on the date of 
this Agreement. 

(b) SSWC does not own, directly or indirectly, any capital stock or other equity 
securities or similar interest in any corporation, partnership, joint venture, or other 
business association or entity. 

(c) Since at least December 31, 1995, SSWC has never been a subsidiary of 
another organization or had any other corporation, partnership, joint venture, or other 
business association or entity own or hold any of its capital stock, equity securities or 
similar interest. 

SECTION 3.2 Capitalization. 

(a) The authorized capital stock of SSWC consists of 10,000 shares of SSWC 
Common Stock, of which 5 100 shares are issued and outstanding. Shareholder Dashiell 
J. Shannahan owns 2,600 shares and Shareholder Joyce C. Shannahan owns 2,500 shares. 
All of the issued and outstanding shares of SSWC Common Stock are validly issued, 
fully paid and nonassessable. As of the date of this Agreement, no shares of SSWC 
Common Stock were issuable upon exercise of stock options or warrants or conversion of 
any preferred stock or debt security or instrument. There are not as of the date of this 
Agreement, and at the Effective Time there will not be, any shares of capital stock (or 
securities substantially equivalent to capital stock) of SSWC issued or outstanding or any 
subscriptions, options, warrants, calls, rights, convertible securities or other agreements 
or commitments of any character obligating SSWC to issue, transfer or sell any of its 
securities or outstanding shares of SSWC Common Stock. 
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(b) There has been no change in the equity ownership of SSWC, since, at the 
latest, December 31, 1995. 

SECTION 3.3 Authoritv Relative to this Agreement; Binding Effect. 

(a) SSWC has full corporate power and authority to execute and deliver this 
Agreement and to consummate the transactions contemplated hereby. The execution and 
delivery of this Agreement and the consummation of the transactions contemplated 
hereby have been duly and validly authorized and approved by the Board of Directors of 
SSWC and by the unanimous vote or written consent of the stockholders of SSWC and 
no other corporate proceedings on the part of SSWC are necessary to authorize this 
Agreement or to consummate the transactions so contemplated. This Agreement has been 
duly and validly executed and delivered by SSWC and constitutes a legal, valid and 
binding agreement of SSWC, enforceable against SSWC in accordance with its terms. 

(b) This Agreement has been duly and validly executed and delivered by each 
Shareholder and constitutes a legal, valid and binding agreement of each Shareholder, 
enforceable against each Shareholder in accordance with its terms. 

SECTION 3.4 Consents and Approvals. Except for the filing and recordation of 
the Articles of Merger, as required by the MGCL, no filing with or notification to, and no 
permit, authorization, consent, waiver or approval of, any government, executive official 
thereof, governmental or regulatory authority, agency or commission, including courts of 
competent jurisdiction, domestic or foreign (a “Governmental Entity”), is necessary for 
the consummation by SSWC and the Shareholders of the transactions contemplated by 
this Agreement, excluding, however, filings, permits, authorizations, consents, or 
approvals of any kind required due to Chesapeake’s or CPK Sub-By Inc.’s role in this 
transaction. 

SECTION 3.5 Absence of Certain Changes. Since November 30, 1997 SSWC has 
not: 

(a) suffered any material adverse change (“SSWC Material Adverse Change”). As 
used herein, SSWC Material Adverse Change means (i) any material change in the nature 
of SSWC, business, assets, financial condition, results of operations, or prospects, (ii) the 
loss of a contract which contributed in excess of twenty thousand dollars ($20,000.00) of 
revenues to SSWC in fiscal year 1997, and ( i i i )  any change that creates a material 
limitation on the ability to conduct the business of SSWC as heretofore conducted; 

(b) paid, discharged or otherwise satisfied any material claims, liabilities or 
obligations (absolute, accrued, contingent or otherwise) other than the payment, discharge 
or satisfaction in the ordinary course of business and consistent with past practice; 

(c) permitted or allowed any of its material property or assets (real, or mixed, 
tangible or intangible) to be subjected to any Liens, except fori ( i )  Liens for current taxes 
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or other governmental charges not yet due and payable, or the validity of which is being 
contested by appropriate proceedings and for which an appropriate reserve has been 
established; (ii) Liens of carriers, warehousemen, mechanics and materialmen and similar 
Liens incurred in the ordinary course of business; and (iii) zoning and other land use 
regulations (collectively, “Permitted Liens”); 

(d) sold, transferred, or otherwise disposed of any of  its properties or assets (real, 
personal or mixed, tangible or intangible), except in the ordinary course of business and 
consistent with past practice; 

(e) granted any increase in the compensation or benefits of any officer or 
employee (including any such increase pursuant to any bonus, pension, profit sharing or 
other plan or commitment) or any increase in the compensation or benefits payable or to 
become payable to any officer or employee, and no such increase is customary on a 
periodic basis or required by agreement or understanding; 

(0 made any change in severance policy or practices; 

(8) made any expenditure capitalized in accordance with SSWC’s current 
accounting policies or acquired any property or assets (other than new materials and 
supplies) for a cost in excess of $20,000, in the aggregate, excluding from this aggregate 
amount expenditures in the ordinary course of business on water treatment supplies and 
equipment and new vehicles, the purchase of which has been previously disclosed to 
Chesapeake; 

(h) declared, paid or set aside for payment any dividend or other distribution in 
respect of its capital stock or redeemed, purchased or otherwise acquired, directly or 
indirectly, any shares of capital stock or other securities of SSWC; 

(i) made any material change in any method of tax or financial accounting or 
accounting practice or made or changed any election for Federal income tax purposes 
without the consent of Chesapeake; 

6) paid (other than usual and reasonable compensation), loaned or advanced any 
amount to, or sold, transferred or leased any properties or assets (real, personal or mixed, 
tangible or intangible) to, or entered into any agreement or arrangement with, any of its 
of officers, directors or stockholders or any affiliate or associate of any of its officers, 
directors or stockholder, except as disclosed to Chesapeake; or 

(k) agreed or planned, whether in writing or otherwise, to take any action 
described in this Section. 

SECTION 3.6 Unaudited Financial Statements. SS WC shall have furnished to 
Chesapeake prior to the date of this Agreement an unaudited balance sheet of SSWC as 
of February 28, 1998 and an unaudited statement of operations for the six month period 
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cnding February 28, 1998, (collectively, the “Unaudited Financial Statements”). The 
Unaudited Financial Statements are attached to this Agreement and made a part hereof as 
Exhibit 1 .  Such Unaudited Financial Statements shall be certified by the Chief Executive 
Officer of SSWC as having been prepared under his supervision; to be true, correct and 
complete in all material respects; and to reflect accurately the books and records of 
SSWC, in all material respects, subject to normal year-end adjustments. 

SECTION 3.7 No Undisclosed Liabilities. Except as and to the extent provided in 
the Unaudited Financial Statements, since February 28, 1998, SSWC has not incurred any 
material (Le., over $10,000) liability except in the ordinary course of business consistent 
with past practice. 

SECTION 3.8 No Default; No Violations. 

(a) SSWC is not in default or violation (and no event has occurred that with 
notice or the lapse of time or both would constitute a default or violation) of any term, 
condition or provision of (i) its Articles of Incorporation or its By-laws, (ii) any note, 
bond, mortgage, indenture, license, contract, agreement or other instrument or obligation 
to which SSWC is a party or by which it or any of its properties or assets may be bound 
(unless, in the case of a contract, such default would not have a material adverse effect on 
SSWC), or (iii) any order, written injuction, decree, statute, rule or regulation applicable 
to SSWC or any of its properties or assets, unless such default or violation will not have a 
material adverse effect on SSWC. 

(b) Neither the execution and delivery of this Agreement by SSWC and the 
Shareholders nor the consummation by SSWC and the Shareholders of the transactions 
contemplated hereby nor compliance by SSWC and the Shareholders with any of the 
provisions hereof will (i) conflict with or result in any breach of any provision of the 
Articles of Incorporation or By-laws of SSWC, (ii) result in a violation or breach of, or 
constitute (with or without due notice or lapse of time or both) a default (or give rise to 
any right of termination, cancellation or acceleration or result in the creation of any 
mortgage, pledge, charge, security interest, claim or encumbrance of any kind 
(collectively, a “Lien”) under, any of the terms conditions or provisions of any note, 
bond, mortgage, indenture, license, contract, agreement or other instrument or obligation 
to which SSWC or a Shareholder is a party or by which they or any of their properties or 
assets may be bound, or (iii) violate any order, writ, injunction, decree, or statute 
applicable to SSWC or a Shareholder or any of their properties or assets, or (iv) result in a 
violation of any rule or regulation applicable to SSWC or a Shareholder or any of their 
properties or assets. 

SECTION 3.9 Litigation. To the best of SSWC’s and the Shareholders’ 
knowledge (which, at a minimum includes any notices served on or any calls to or 
personal contact made with SSWC’s officers or either Shareholder), there is no action, 
suit, proceeding, arbitration, or investigation pending or threatened by or before any 
Governmental Entity or arbitrator involving SSWC or any of its properties or assets. 
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Neither SSWC nor any of its properties or assets is subject to any order, writ, judgment, 
injunction, decree, determination or award. There is no action, suit, proceeding, 
arbitration or investigation initiated by SSWC currently pending or that SSWC presently 
intends to initiate. 

SECTION 3.10 Compliance with Applicable Law. 

(a) The business of SSWC has not been conducted in knowing violation of any 
applicable law, ordinance, rule, regulation, decree or order of any Governmental Entity. 
SSWC holds all permits, licenses, variances, exemptions, orders and approvals of all 
Governmental Entities necessary for the lawful conduct of its businesses (the “SSWC 
Permits”) and is in compliance with the terms of the SSWC Permits. Neither SSWC nor 
either Shareholder has received any notification of any asserted present or past failure by 
SSWC to comply with such laws, rules or regulations or such SSWC Permits, or any such 
asserted failures have been previously cured, and to the knowledge of SSWC, there is no 
pending audit, investigation or other review by any Governmental Entity to determine the 
existence of any violation of such laws, rules or regulations or such SSWC Permits. 

(b) For purposes of this Agreement, “knowledge of SSWC” or “known by 
SSWC” shall include knowledge of either SSWC or either of the Shareholders. 

SECTION 3.1 1 Taxes. 

(a) From the date of its inception, SSWC has been a C corporation as defined by 
the Internal Revenue Code of 1986, as amended, and the rules and regulations 
promulgated thereunder (the “Code”). 

(b) The amounts, if any, provided as a liability on the Unaudited Financial 
Statements for all Taxes (as hereinafter defined) are adequate to cover substantially all 
unpaid liabilities for all Taxes, whether or not disputed, that have accrued or will accrue 
with respect to, or which are applicable to, SSWC for the period ended on and including 
the Effective Time (including, without limitation, as a result of the transactions 
contemplated by this Agreement) or to any years and periods prior thereto and for which 
SSWC may be directly or contingently liable in its own right or as a transferee of the 
assets of, or successor to, any person. SSWC has incurred no Tax liabilities other than in 
the ordinary course of business for any taxable year for which the applicable statute of 
limitations has not expired. There are no liens for Taxes (other than Liens for current 
Taxes not yet due and payable, or the amount or validity of which is being contested by 
the appropriate proceedings and for which an appropriate reserve has been established) 
upon the properties or assets of SSWC or of any Shareholder. SSWC has not granted or 
been requested to grant any waiver of any statutes of limitations applicable to any claim 
for Taxes. Since the date in Section 3.1 I(a) above, apart from normal elections for 
inventory, amortization, and depreciation, SSWC has made no material elections for 
federal income tax purposes. 
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(c) SSWC (i) has filed (or has had filed on its behalf) or will file or cause to be 
filcd timely all Tax Returns (as hereinafter defined) required by applicable law to be filed 
prior to or as of the Effective Time and (ii) has paid all Taxes shown thereon as owing. 
Each such Tax Return is true, accurate and complete. All Taxes that SSWC is required 
by law to withhold or collect, including sales and use taxes, and amounts required to be 
withheld for Taxes of employees and other withholding taxes, have been duly withheld or 
collected and, to the extent required, have been paid in a timely manner to the proper 
governmental authorities or are held in separate bank accounts for such purpose. 

(d) No extensions of time have been granted for SSWC to file any Tax Return 
required by applicable law to be filed prior to or as of the Effective Time, which have 
expired, or will expire, prior to or as of the Effective Time without such Tax Return 
having been filed. 

(e) To the best of the knowledge of the Shareholders, or as should be reasonably 
known by SSWC: (i) none of the Tax Returns filed by or on behalf of SSWC are 
currently undergoing any Audit (as hereinafter defined), SSWC has received no notice 
that any Tax Return will undergo any Audit, and no facts exist that would constitute 
grounds for the assessment against SSWC of any material additional Taxes by any 
governmental authority for periods that have not been audited; (ii) no material issues have 
been raised in any Audit by any governmental authority with respect to the business and 
operations of SSWC that, by application of similar principles, reasonably could be 
expected to result in a proposed adjustment to the liability for Taxes for any other period 
not so examined; and (iii) no deficiency or adjustment for any Taxes has been threatened, 
proposed, asserted, or assessed against SS WC. 

( f )  No power of attorney has been granted by SSWC with respect to any matter 
relating to Taxes which is currently in force. 

(8) SSWC is not a party to any agreement providing for the allocation or sharing 
of Taxes. 

(h) SSWC has not entered into any agreement that would result in the 
disallowance of any tax deduction pursuant to Code Section 280G (relating to “golden 
parachutes”). 

(i) No “consent” within the meaning of Code Section 341(f) has been filed with 
respect to SSWC (relating to “collapsible corporations”). 

6) None of the assets of SSWC constitutes tax-exempt bond financed property or 
tax-exempt use property within the meaning of Code Section 168, and none of the assets 
reflected on the Unaudited Financial Statements is subject to a lease, safe harbor lease or 
other arrangement as a result of which SSWC is not treated as the owner of such assets 
for federal income tax purposes. 
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(k) To the best of the knowledge of or as reasonably should be known by SSWC, 
the basis of all depreciable or amortizable assets, and the methods used in determining 
allowable depreciation or amortization (including cost recovery) deductions of SSWC, 
are materially correct and in compliance with the Code. 

(1) To the best of the knowledge of SSWC, SSWC is not required to make any 
material adjustment under Code Section 48 1 (a) by reason of a change or proposed change 
in accounting method or otherwise. 

(m) For purposes of this Agreement: 

(i) the term “Taxes” shall mean all taxes, charges, fees, duties (including 
customs duties), levies or other assessments, including income, gross receipts, net 
proceeds, ad valorem, turnover, real and personal property (tangible and intangible), 
sales, use, fianchise, excise, value added, stamp, leasing, lease, user, transfer, fuel, excess 
profits, occupational, interest equalization, windfall profits, severance, license, payroll, 
environmental, capital stock, disability, employee’s income withholding, other 
withholding, unemployment and Social Security taxes, which are imposed by any federal, 
state or local governmental authority, and such term shall include any interest, penalties 
or additions to tax attributable thereto; 

(ii) the term “Tax Retum” shall mean all federal, state and local tax 
returns, declarations, statements, reports, schedules, forms and information returns and 
any amended Tax Retum relating to Taxes; and 

(iii) the term “Audit” shall mean any governmental taxing authority’s 
audit, assessment of Taxes or other examination proceedings or appeal of  such 
proceedings relating to Taxes. 

SECTION 3.12 ERISA. 

(a) Except as and to the extent described in subparagraph (8) hereof, SSWC does 
not maintain or contribute to any “employee benefit plan,” as such term is defined in the 
Employee Retirement Income Security Act of 1974, as amended, and the rules and 
regulations promulgated thereunder (“ERISA”). The employee benefits plans disclosed 
in subparagraph (g) hereof are referred to as the “ERISA Plans.” With respect to any 
ERISA Plan, SSWC has provided Chesapeake with a true and complete copy of  each of 
the following: (i) the current plan document (including all amendments) and the most 
recent summary plan description; (ii) the annual report on Form 5500 for the most recent 
year for which such report has been filed; (iii) each related trust agreement, insurance 
contract or investment management agreement; and (iv) the most recent Internal Revenue 
Service (“IRS”) determination letter. Any obligation of SS WC to provide postretirement 
benefits or postemployement benefits under any ERISA Plan is reflected in SSWC’s 
Unaudited Financial Statements. 
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(b) SSWC has complied in all material respects with all applicable provisions of 
ERISA and the Code and with any other laws, rules, and regulations that are applicable to 
the ERISA Plans, except for compliance failures that individually or in the aggregate 
would not have a material adverse effect on SSWC. 

(c) SSWC has not offered to provide health insurance coverage to any 
individual, or to the family members of any individual, for any period extending beyond 
the termination of the individual’s employment, except to the extent required by the 
health care continuation coverage (“COBRA”) provisions in ERISA and the Code. 
SSWC will supply to Chesapeake a complete list of any present COBRA participants. 

(d) SSWC has not at any time during the ten calendar years preceding the year of 
the merger hereby contemplated maintained, or contributed to, any defined benefit plan 
covered by Title IV of ERISA or incurred any liability under Title IV of ERISA, and the 
transactions contemplated by this Agreement will not subject SSWC to any liability 
under Title IV of ERISA. 

(e) There are no pending or, to the best of the knowledge of SSWC, threatened 
claims (other than routine claims for benefits) by or on behalf of any ERISA Plan, or 
otherwise involving any ERISA Plan, by any participant, beneficiary, or fiduciary under 
such ERISA Plan. 

(0 Each ERISA Plan and any other employee benefit plan maintained by SSWC 
can be terminated within a period of 30 days, without payment of additional 
compensation or amount or the additional vesting or acceleration of any benefits. 

(g) Employee benefit plans, including but not limited to ERISA plans, that are 
maintained by SSWC as of the Effective Date, are set forth below: Simplified Employee 
Pension (“SEP”) plan, as disclosed on Exhibit 3. 

SECTION 3.13 Environmental Matters. 

(a) Neither SSWC nor either Shareholder has learned of, been advised of, or 
received any communication (written or oral), whether from a governmental authority, 
citizens group, employee or otherwise, that alleges or suggests that SSWC or either 
Shareholder is not in full compliance with the Environmental Laws with respect to the 
Real Property (as defined herein) or the operations of SSWC. 

(b) To the best of the knowledge of SSWC and each Shareholder, there are no 
Environmental Claims (as hereinafter defined) pending or threatened against SS WC or 
either Shareholder or against any person or entity whose liability for any Environmental 
Claim SSWC or either Shareholder has assumed, either contractually or by operation of 
law, and neither SSWC nor either Shareholder knows of any facts or allegations that 
could result in future Environmental Claims with respect to the Real Property (as defined 
herein) or the operations of SSWC. 
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(c) To the best of the knowledge of SSWC and each Shareholder, none of the 
Real Property, (as defined herein), nor any other property leased by SSWC, is on the 
National Priorities List or the Comprehensive Environmental Response Compensation 
and Liability Information System, and no such property is a Resource Conservation and 
Reserve Act “permitted facility.” No such property is permitted by the State of Maryland 
to be used as a landfill or disposal site of any type. 

(d) To the best of the knowledge of SSWC and each Shareholder, and without 
limiting the generality of Section 3.10 of this Agreement, all applicable laws, ordinances, 
rules, regulations, decrees or orders of any Governmental Entity having to do with 
SSWC’s businesses, including but not limited to water treatment, well-drilling, clean 
water or water composition andor the handling, use and disposal of chemicals or 
chemical products or wastes, have been and are being fully complied with and adhered to. 

(e) For purposes of this Agreement: 

(i) “Environmental Claim” means any claims, action, cause of action, 
litigation, proceeding, order, decree, investigation or notice (written or oral) alleging 
potential liability or responsibility (including, without limitation, potential liability or 
responsibility for investigatory costs, cleanup costs, costs of compliance with laws, 
requirements, guidelines, or orders, governmental response costs, natural resources 
damages, property damages, personal injuries, or penalties) arising out of, based on or 
resulting from (a) the presence, or release into the environment, of any Material of  
Environmental Concern at any location, whether or not owned or operated by SSWC or 
(b) circumstances forming the basis of any violation, or alleged violation, of any 
Environmental Law. 

(ii) “Environmental Laws” means all Federal, state and local laws, 
regulations, ordinances, rules, guidelines, orders, directives, judgments and 
determinations relating in any way to pollution or protection of human health or the 
environment (including, without limitation, ambient air, surface water, ground water, land 
surface or subsurface strata), including, without limitations, laws and regulations relating 
to emissions, discharges, releases or threatened releases of Materials of Environmental 
Concem, or otherwise relating to the manufacture, processing, distribution, use, treatment 
storage, disposal, transport or handling of Materials of Environmental Concem, as 
amended from time to time. 

(iii) “Materials of Environmental Concem” means chemicals, pollutants, 
contaminants, hazardous material, hazardous substances, hazardous wastes, toxic 
substances, petroleum and petroleum products, and any substance controlled or regulated 
by any Environmental Law. 

SECTION 3.14 Change in Control. SSWC is not a party to any contract, 
agreement or understanding which contains a “change in control,” “potential change in 
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control” or similar provision. For purposes of this Agreement, “Change in Control” 
means any agreement, occurrence, or change in  ownership or control of SSWC, such that 
any payment or obligation (whether of severance pay or otherwise) becomes due from 
SSWC to any person except for any payments called for or referred to by this Agreement. 
The consummation of the transactions contemplated by this Agreement will not (either 
alone or upon the occurrence of any additional acts or event) result in any payment 
(whether of severance pay or otherwise) becoming due from SSWC to any person, except 
for any payments called for or referred to by this Agreement. 

SECTION 3.15 Intellectual Property. SSWC owns, or is licensed or otherwise 
has the full right to use, all copyrights, trademarks and service marks (including all 
applications and registrations therefor), trade names, computer software, patents 
(including applications therefor), and all other intellectual property that is necessary for 
the conduct of its business as heretofore conducted (collectively, the “Intellectual 
Property”), including but not limited to, a valid and subsisting authorized dealer 
agreement, dealer lease and rental service agreement (the “Dealer Agreements”) with 
EcoWater Systems, Inc., true and complete copies of which, with any and all 
amendments, addenda or modifications, is attached as Exhibit 2 hereto. There are no 
outstanding claims, judgments, settlements or proceedings against SSWC asserting the 
invalidity, abuse, misuse or unenforceability of the Intellectual Property or the Dealer 
Agreements. 

SECTION 3.16 Contracts and Commitments. 

(a) SSWC has no agreements, contracts, commitments, or restrictions that are 
material (i.e., over $20,000 in amount or which are not terminable by SSWC on notice of 
not longer than thirty (30) days) to its business, prospects, financial condition, working 
capital, assets, liabilities (absolute, accrued, contingent or otherwise) or operations, 
except for those material contracts, copies of which have been provided to Chesapeake. 

(b) There are no material (i.e., over $10,000 in amount or which are not 
terminable by SSWC on notice of not longer than thirty (30) days) purchase contracts or 
commitments of SSWC, except for those material contracts, copies of which have been 
provided to Chesapeake. 

(c) There are no outstanding material (i.e., over $10,000 in amount or which are 
not terminable by SSWC on notice of not longer than thirty (30) days) sales contracts or 
commitments of SSWC, except for those material contracts, copies of which have been 
provided to Chesapeake. 

(d) SSWC has no outstanding related party contracts or contracts with affiliates or 
other enterprises in common ownership with SSWC or by either of Shareholders, or will 
have no such contracts or arrangements by Closing. 
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(e) SSWC has no outstanding contracts with officers, directors or employees that 
are not cancelable by it on notice of not longer than thirty (30) days and without liability, 
penalty, or premium, except for any agreement or arrangement providing for the payment 
of any bonus or commissions based on sales or eamings. 

(f) SSWC is not restricted by agreement from carrying on its business anywhere 
in the world, except as disclosed in writing to Chesapeake. 

(g) SS WC’s debts, obligations, and liabilities, including any guaranties or 
agreements to assume debts or liabilities of others, are shown on Exhibit 1. The debts, 
obligations, and liabilities represent the same indebtedness shown on the Unaudited 
Financial Statements, except for non-material changes to dollar amounts as a result of 
payments made or interest accrued in the ordinary course of SSWC’s business since the 
Unaudited Financial Statements were prepared. 

SECTION 3.17 Labor Relations. As of the date hereof, there is no strike or other 
labor dispute pending against SSWC. SSWC is not bound by or subject to (and none of 
its properties or assets is bound by or subject to) any written or oral, express or implied, 
contract, commitment or arrangement with any labor union, and no labor union has 
requested or sought to represent any of the employees, representative or agents of SS WC, 
nor is SSWC aware of any labor organization activity involving its employees. 

SECTION 3.18 Employee Benefit Plans. SSWC has previously given to 
Chesapeake true and correct copies of its manuals, work rules, policies or other 
guidelines relating to employee compensation, retirement and severance and each 
employment or consulting contract to the extent they exist. There are no other significant 
employee benefit plans, programs or arrangements, maintained or contributed to by 
SSWC, other than those listed at Exhibit 3. 

SECTION 3.19 Personnel. SSWC has furnished to Chesapeake a list of the 
names and current salaries of each officer and employee of SSWC as of the date of this 
Agreement, including a complete and correct list of all written employment, 
compensation, severance, consulting or indemnification contracts between SSWC and its 
present or former employees, officers, directors and consultants to the extent SSWC has 
any continuing obligations thereunder. SS WC has made available to Chesapeake true 
and correct copies of all such agreements. 

SECTION 3.20 Insurance. SSWC has supplied to Chesapeake an accurate and 
complete list of all policies of fire, liability, workmen’s compensation and other forms of 
insurance owned or held by SSWC. All such policies are in full force and effect, all 
premiums with respect thereto covering all periods up to and including the Effective 
Time will have been paid, and no notice of cancellation of termination has been received 
with respect to any such policy. All known claims, if any, made against SSWC that are 
covered by insurance have been disclosed to and accepted by the appropriate insurance 
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companies have been previously disclosed to Chesapeake and, to the best knowledge of 
SS WC, are being defended by such appropriate insurance companies. 

SECTION 3.21 Receivables. All accounts and notes due and uncollected as 
reflected on the Unaudited Financial Statements, and all accounts and notes due and 
uncollected and arising subsequent to November 30, 1997: (i) have arisen in the ordinary 
course of business of SSWC; and (ii) represent valid obligations due to SSWC 
enforceable in accordance with their terms. SSWC has previously made available to 
Chesapeake lists of the aging and amounts of all accounts and notes due and uncollected 
at November 30, 1997. SSWC has no agreements, arrangements or commitments with 
related parties (including stockholders, directors and officers), other than indebtedness 
that was entered into on an arm’s length basis and which is fully reflected on the 
Unaudited Financial Statements which are a part hereof. 

SECTION 3.22 Real ProDerty. 

(a) Attached as Exhibit 4 is a true and complete list and description of the real 
property owned by SSWC and used in the business of SSWC, and the buildings, 
improvements and structures located thereon (“Real Property”). 

(b) As of the Effective Time, SSWC has or will have good and marketable title to 
the Real Property in fee simple and to the structures and fixtures attached or appurtenant 
to the Real Property, free and clear of all Liens, except Permitted Liens. 

(c) Neither SSWC nor any Shareholder has received any notice of or writing 
referring to any requirements or demands by any insurance company that has issued a 
policy covering any part of any Real Property or by any board of fire underwriters or 
other body exercising similar functions that any repairs or work be done on any part of 
the Real Property. 

SECTION 3.23 Absence of Certain Payments. Neither SSWC, or any of its 
affiliates or any of their respective officers, directors, employees or agents or other people 
acting on behalf of any of them, have engaged in any activity prohibited by the United 
States Foreign Corrupt Practices Act of 1977 or any other similar law, or, without 
limiting the generality of the preceding clause, used any corporate or other funds for 
unlawful contributions, payments, gifts or entertainment, or made any unlawful 
expenditure relating to political activity to government officials or others. 

SECTION 3.24 Shares are Unencumbered. Shareholders’ shares of SSWC to be 
exchanged in accordance with this Agreement are not pledged, hypothecated, or 
otherwise encumbered, are not subject to any lien of judgment, attachment or levy by any 
creditor, other person, court of competent jurisdiction or any Governmental Entity for any 
reason including but not limited to non-payment of any debt, obligation, liability or any 
Taxes, and are otherwise free and clear of every claim or obligation of any kind. Neither 
Shareholder is under any contract, agreement, restriction or disability of any kind which 
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would act as a bar or impediment to the exchange and transfer of shares of the SSWC 
Common Stock as contemplated herein. 

ARTICLE IV 
REPRESENTATIONS AND WARRANTIES OF CHESAPEAKE 

Chesapeake represents and warrants to SSWC and the Shareholders as follows: 

SECTION 4.1 Corporate Organization. Each of Chesapeake and CPK Sub-B is a 
corporation duly organized, validly existing and in good standing under the laws of the 
jurisdiction of its incorporation and has all requisite corporate power and authority to 
own, lease and operate its properties and to carry on its business as now being conducted. 
Chesapeake is duly qualified or licensed to do business and is in good standing in each 
jurisdiction in which the property owned, leased or operated by it or the nature of the 
business conducted by it makes such qualification or licensing necessary, unless failure to 
do so would not result in a material adverse effect (for purposes of this Agreement, the 
phrase “material adverse effect on Chesapeake” will mean such effect on Chesapeake and 
its subsidiaries, taken as a whole). The Certificate of Incorporation and By-laws of 
Chesapeake, as currently in effect, are filed as exhibits to Chesapeake’s Annual Report on 
Form 10-K. Chesapeake has heretofore delivered to SSWC and Shareholders accurate 
and complete copies of its Certificate of Incorporation and By-laws. 

SECTION 4.2 Authority Relative to this Agreement. Each of Chesapeake and 
CPK Sub-B has full corporate power and authority to execute and deliver this Agreement 
and to consummate the transactions contemplated hereby. The execution and delivery of 
this Agreement and the consummation of the transactions contemplated hereby have been 
duly and validly authorized and approved by the Boards of Directors of Chesapeake and 
CPK Sub-B and by Chesapeake as the sole stockholder of CPK Sub-B and no other 
corporate proceedings on the part of Chesapeake or CPK Sub-B are necessary to 
authorize this Agreement or to consummate the transactions so contemplated. This 
Agreement has been duly and validly executed and delivered by each of Chesapeake and 
CPK Sub-B and constitutes a legal, valid and binding agreement of each of Chesapeake 
and CPK Sub-B, enforceable against each of Chesapeake and CPK Sub-B in accordance 
with its terms. 

SECTION 4.3 Consents and Approvals; No Violations. Except for the filing and 
recordation of the Articles of Merger, as required by the MGCL, and the filing with the 
Delaware Public Utilities Commission, no filing with or notification to and no permit, 
authorization, consent, waiver or approval of, any Governmental Entity, is necessary for 
the consummation by Chesapeake of the transactions contemplated by this Agreement. 
Neither the execution and delivery of this Agreement by Chesapeake or CPK Sub-B nor 
the consunimation by Chesapeake and CPK Sub-B of the transactions contemplated 
hereby nor compliance by Chesapeake or CPK Sub-B with any of the provisions hereof 
will: ( i )  conflict with or result in any breach of any provision of the Certificate of 
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Incorporation or By-Laws of Chesapeake or any of its subsidiaries; (ii) result in a 
violation or breach of, or constitute a default under, any of the terms, conditions or 
provisions of any note, bond, mortgage, indenture, license, contract, agreement or other 
instrument or obligation to which Chesapeake or any of its subsidiaries is a party or by 
which any of them or any of their respective properties or assets may be bound; (iii) 
violate any order, writ, injuction, decree, or statute applicable to Chesapeake or CPK 
Sub-B or any of their properties or assets; or (iv) result in a violation of any rule or 
regulation applicable to Chesapeake or CPK Sub-B or any of their properties or assets, 
unless such violation would not result in a material adverse effect on Chesapeake or CPK 
Sub-B or the Merger. 

SECTION 4.4 SEC Reports. Chesapeake has filed on a timely basis all required 
forms, reports, registration statements and documents with the U.S. Securities and 
Exchange Commission (“SEC”) since January 1, 1994 (collectively, the “Chesapeake 
SEC Reports”), each of which has complied in all materials respects with all applicable 
requirements of the Securities Act of 1993 (the “Securities Act”) and the Securities 
Exchange Act of 1934 (the “Exchange Act”), as each was in effect on the dates so filed. 
At the request of SSWC or either of the Shareholders, Chesapeake will deliver Form 10- 
K’s, proxy statements, Quarterly Reports, Form 1 0-Q’s, Annual Reports to Shareholders 
and/or Form 8-K’s as duly filed in the last three (3) fiscal years. The audited 
consolidated financial statements and unaudited consolidated interim financial statements 
of Chesapeake included in the Chesapeake SEC Reports are true, correct and complete in 
all material respects. 

SECTION 4.5 CPK Sub-B. CPK Sub-B has not conducted any operations or 
incurred any liabilities or obligations other than arising under or in connection with its 
formation and the transactions contemplated by this Agreement. 

SECTION 4.6 Chesapeake Shares. All of the shares of Chesapeake Common 
Stock to be issued in connection with the Merger will, at the time of such issuance, be 
validly issued, fully paid and nonassessable and free of preemptive rights and free of any 
adverse liens, claims, charges or encumbrances. 

SECTION 4.7 Disclosure. No representation or warranty by Chesapeake in this 
Agreement, and no statement contained in any document (including without limitation, 
the Chesapeake SEC Reports), schedule or certificate furnished or to be furnished by 
Chesapeake to SSWC or the Shareholders pursuant to the provisions hereof or in  
connection with the transactions contemplated hereby, contains any untrue statement of 
material fact or omits to state any material fact necessary in order to make the statements 
herein or therein, in light of the circumstances under which they were made, not 
misleading. 

SECTION 4.8 EnmloYee Benefit Plans. Chesapeake has previously given to 
SSWC true and correct copies of its personnel manuals, rules, policies or other guidelines 
relating to employee compensation and retirement, for those benefits plans and guidelines 
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that will be extended to SSWC employees, including Shareholder Dashiell J. Shannahan, 
following the Merger. Except as previously disclosed to SSWC and Shareholders in 
writing, there are no other significant employee benefit plans, programs or arrangements, 
maintained or contributed to by Chesapeake (excluding the pension plan, severance, 
employment or consulting contracts, and also excluding the Employment and Non- 
Competition Agreement attached hereto as Exhibit 7). 

SECTION 4.9 Absence of Certain Changes. Except as and to the extent set forth 
in the Chesapeake SEC Reports since September 30, 1997, Chesapeake has not: 

(a) suffered any material adverse change (“Chesapeake Material Adverse 
Change”). As used herein, Chesapeake Material Adverse Change means (i) any material 
adverse change in the nature of Chesapeake’s business, assets, financial condition, results 
of operations, net income, or prospects, (ii) the loss of a contract which would have a 
material adverse effect on Chesapeake, and (iii) any change that creates a material 
limitation on the ability of Chesapeake to conduct its business substantially as heretofore 
conducted. For purposes of this Section 4.9 only, material adverse effect on net income 
shall mean a decrease of ten percent or more in net income for Chesapeake and its 
consolidated subsidiaries in any calendar quarter from the comparable calendar quarter in 
the preceding fiscal year, excluding any decrease reasonably attributable to (i) 
temperature fluctuations or (ii) other matters previously disclosed in the Chesapeake SEC 
Reports; 

(b) agreed or planned, whether in writing or otherwise, to take any action that 
would result in any condition described in Section 4.9(a) of this Agreement; or 

(c) received notice or obtained knowledge of any circumstance that would result 
in any condition described in Section 4.9(a) of this Agreement. 

ARTICLE V 
COVENANTS OF SSWC AND SHAREHOLDERS 

SSWC and each of the Shareholders, severally and not jointly, each covenants and 
agrees as follows: 

SECTION 5.1 Conduct of Business Pending the Merger. Except as otherwise 
specifically provided in this Agreement or as otherwise consented to in writing by 
Chesapeake, from the date of this Agreement to the Effective Time, SSWC will (and each 
Shareholder will cause SSWC to) conduct its operations only in the ordinary and usual 
course of business and consistent with past practices and will preserve intact its present 
business organization, take all reasonable efforts to keep available the services of its 
present officers, employees and consultants and preserve its present relationships with 
licensors, licensees, customers, suppliers, employees, labor organizations and others with 
whom it has a significant business relationship. Without limiting the generality of the 

c \Q Inkhcsapcahc\vhl i i i  03120198 17 



foregoing, SSWC will not, directly or indirectly (and each Shareholder will cause SSWC 
not to), from the date of this Agreement to the Effective Time, without the prior written 
consent of Chesapeake: 

(a) adopt any amendment to or otherwise change its Articles of Incorporation or 
By-laws or other organizational documents; 

(b) authorize for issuance, sale, pledge, disposition or encumbrance, or issue, sell, 
pledge, dispose of or encumber (whether through the issuance or granting of options, 
warrants, commitments, subscriptions, rights to purchase, convertible securities or 
otherwise), any capital stock of any class or any other securities of, or any other 
ownership interest in, SSWC or amend any of the terms of any such securities or 
agreements outstanding on the date hereoc 

(c) reclassify, combine, split or subdivide any shares of its capital stock, declare, 
set aside or pay any dividend or other distribution (whether in cash, securities or property 
or any combination thereof) in respect of any class or series of its capital stock; 

(d) redeem, purchase or otherwise acquire, or propose or offer to redeem, 
purchase or otherwise acquire, any outstanding shares of SSWC Common Stock or other 
securities of SSWC; 

(e) organize any new subsidiary, acquire any capital stock or equity securities of 
any corporation or acquire any equity or ownership interest (financial or otherwise) in any 
business; 

( f )  (i) incur, assume or prepay any material liability, including, without limitation, 
any indebtedness for borrowed money except in the ordinary course of business and 
consistent with past practice, and in no event in excess of $50,000, (ii) assume, guarantee, 
endorse or otherwise become liable or responsible (whether directly, contingently or 
otherwise) for obligations of any third party, (iii) make any loans, advances or capital 
contributions to, or investments in, any third party, (iv) mortgage or pledge any of its 
material properties or assets, tangible or intangible, or create any material Lien thereupon 
other than Permitted Liens, or (v) authorize any new capital expenditures which, 
individually or in the aggregate, are in excess of $20,000; 

(g) license (except to end users in the ordinary course of business, consistent with 
past practice and pursuant to a written license agreement) or otherwise transfer, dispose 
of, peimit to lapse or otherwise fail to preserve any of SSWC's Intellectual Property, or 
dispose of or disclose to any person any trade secret, formula, process or know-how not 
heretofore a matter of public knowledge; 

(h) enter into any agreement, contract, commitment or transaction other than in 
the ordinary course of business, consistent with past practices, that would contravene the 
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representation set forth in Section 3.16 hereof, if entered into prior to the date of this 
Agreemcnt; 

(i) increase the compensation payable or to become payable to its officers or 
employees, except for increases in salary or wages of non-officer employees of SSWC in 
accordance with past practices, or grant any severance or termination pay or stock options 
to, or enter into any employment or severance agreement with any director, officer, or 
other employee of SSWC, or establish, adopt, enter into, or amend any collective 
bargaining, bonus, profit sharing, thnft, compensation, stock option, restricted stock, 
pension, retirement, deferred compensation, employment, termination, severance, or other 
plan, agreement, trust, fund, policy, or arrangement for the benefit of any current or 
former directors, officers, or employees; 

(i) cancel any debts or waive, release or relinquish any material contract rights or 
other rights of substantial value other than in the ordinary course of business, consistent 
with past practices; 

(k) authorize, recommend, propose or enter into or announce an intention to 
authorize, recommend, propose or enter into an agreement in principle or a definitive 
agreement with respect to any merger, consolidation, liquidation, dissolution, or business 
combination, any acquisition of a material amount of property or assets or securities or 
any disposition of a material amount of property or assets or securities; 

(1) make any material change with respect to accounting policies or procedures 
except as may be required by generally accepted accounting principles; 

(m) pay, discharge or satisfy any claims, liabilities or obligations (absolute, 
accrued, asserted or unasserted, contingent or otherwise) other than the payment, 
discharge or satisfaction in the ordinary course of business, consistent with past practice, 
of liabilities reflected or reserved against in the Unaudited Financial Statements or 
incurred in the ordinary course of business consistent with past practices since the date 
hereof; or 

(n) commit or agree (in writing or otherwise) to take any of the foregoing actions 
or any action which would make any representation or warranty in this Agreement untrue 
or incorrect, including as of the date hereof and as of the Effective Time. 

SECTION 5.2 Access to Information. Upon reasonable notice and subject to 
restrictions contained in confidentiality agreements with third parties to which SS WC is 
subject (from which SSWC shall use reasonable efforts to be released), SSWC shall 
afford to the officers, employees, accountants, counsel, environmental consultants and 
other representatives of Chesapeake, reasonable access, during normal business hours 
during the period prior to the Effective Time, to all its properties, books, contracts, 
commitments and records and, during such period, SSWC shall furnish promptly to 
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Chesapeake all information concerning its business, properties and personnel as 
Chesapeake may reasonably request. 

SECTION 5.3 No Solicitation. From the execution hereof until the Effective 
Time, Shareholders and SSWC will not initiate or solicit, directly or indirectly, any 
inquiries or the making of any proposal with respect to, or engage in negotiations 
Concerning, provide any information or data to, or have any discussions with any Third 
Party (as hereinafter defined) relating to, any public offering of securities of, or 
acquisition, business combination or purchase of all or any significant portion of the 
properties or assets of, or any equity interest in, SSWC (an "Acquisition Proposal"). 
Shareholders and SS WC will immediately cease any existing activities, discussions or 
negotiations with any Third Party conducted heretofore with respect to any Acquisition 
Proposal. Shareholders and SS WC shall immediately notify Chesapeake if, subsequent to 
the date hereof, any such negotiations, provision of information or data or discussions are 
entered into or made or any such inquiries are received in respect thereof, and shall 
provide details with, including the identity of such Third Party and the price and terms of 
any Acquisition Proposal. As used in this Agreement, the term "Third Party" means any 
"group", as such terms are defined in Section 13(d) of the Exchange Act, other than 
Chesapeake or any affiliate of Chesapeake. 

SECTION 5.4 Further Information. From the execution hereof until the Effective 
Time, as soon as practicable after such information becomes available, and in any event 
not later than thirty (30) days after the end of each fiscal month, SSWC shall provide to 
Chesapeake an unaudited balance sheet as of the end of such month and the related 
consolidated statements of results of operations and statements of cash flows for such 
period. 

SECTION 5.5 Affiliates. Prior to the execution of this Agreement, SSWC shall 
deliver to Chesapeake a letter substantially in the form attached hereto as Exhibit 5A 
identifying all persons who may be deemed, as of the date of this Agreement, "affiliates" 
of SSWC for purposes of Rule 145 under the Securities Act. SSWC shall cause each 
person named in such letter to deliver a written agreement substantially in the form 
attached hereto as Exhibit 5B. 

ARTICLE VI 
COVENANTS OF CHESAPEAKE 

Chesapeake covenants and agrees as follows: 

SECTION 6.1 Employment Matters. It is Chesapeake's present intention to 
integrate, following the Effective Time, certain employee benefit plans currently 
maintained by Chesapeake and its subsidiaries and SSWC, respectively. To the extent 
that SSWC employees become participants in any such plans of Chesapeake and its 
subsidiaries ("Chesapeake Plans") following the Effective Time, SS WC employees shall 
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be creditcd under the Chesapeake Plans for prior years of service with SSWC for 
purposes of eligibility and vesting, to the extent such service was recognized by SSWC 
under any similar employee benefit plan. With respect to Chesapeake’s pension plan, 
SSWC employees will not become participants. With respect to the Chesapeake 401 (k) 
Plan, SSWC employees will not be entitled to retroactive matching contributions for 
years of service prior to the Effective Time. 

SECTION 6.2 Release of Personal Guaranties. At the Effective Time, Chesapeake 
shall pay all indebtedness of SSWC that has been reasonably incurred in connection with 
its business and is guaranteed or co-signed by a Shareholder. Exhibit 6 hereof includes a 
complete schedule of all such indebtedness currently outstanding. 

SECTION 6.3 Listing; of Shares. Within thirty (30) days of Closing Chesapeake 
shall apply to have the Chesapeake shares to be issued pursuant to this Agreement listed 
on the New York Stock Exchange. 

SECTION 6.4 Registration of Shares. In the event that Chesapeake shall, within 
the twelve (12) months immediately following the Effective Date, file with the SEC a 
registration statement with respect to any shares of Chesapeake to be issued in connection 
with any other secondary offering large enough to warrant such registration, such 
registration statement shall also include the Chesapeake Common Stock to be issued 
pursuant to this Agreement. In the event the Chesapeake Common Stock is included in a 
registration statement in accordance with this Section 6.4, Chesapeake shall give prompt 
written notice thereof to Shareholders. 

SECTION 6.5 Notice of Post-Merger Financial Results. Chesapeake shall give 
prompt written notice to Shareholders of the publication of financial results covering at 
least thirty (30) days of post-Merger combined operations. 

ARTICLE VI1 
MUTUAL COVENANTS 

SSWC and each of the Shareholders, Chesapeake and CPK Sub-B, Inc., jointly 
and severally and each to the other, covenant and agree as follows: 

SECTION 7.1 Reasonable Efforts. Subject to the terms and conditions of this 
Agreement, each of the parties hereto agrees to use all reasonable efforts to take, or cause 
to be taken, all actions, and to do, or cause to be done, all things necessary, proper or 
advisable to assure that all conditions to Closing set forth in Article VI11 of this 
Agreement are satisfied as expeditiously as possible including, without limitation, the 
preparation and filing of all forms, registrations and notices required to be filed to 
consummate the transactions contemplated hereby and the taking of such actions as are 
necessary to obtain any requisite approvals, consents, orders, exemptions, or waivers by 
any public or private third party. Each party shall promptly consult with the other with 
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respect to, provide any necessary information with respect to, and provide the other (or its 
counsel) copies of all filings made by such party with any Governmental Entity in 
connection with this Agreement and the transactions contemplated hereby. 

SECTION 7.2 Brokers or Finders. No agent, broker, investment banker, financial 
advisor or other firm or person is or will be entitled to any brokers’ or finder’s fee or any 
other commission or similar fee in connection with any of the transactions contemplated 
by this Agreement. 

SECTION 7.3 Notification of Certain Matters. SSWC and each of the 
Shareholders shall give prompt notice to Chesapeake and CPK Sub-B, and Chesapeake 
and CPK Sub-B shall give prompt choice to SSWC and Shareholders, of the occurrence 
(or non-occurrence) of any event which would be likely to cause any representation or 
warranty contained in this Agreement to be untrue or inaccurate in any respect (including 
as of the Effective Time) and of any failure of either party to comply with or satisfy any 
covenant, condition or agreement to be complied with or satisfied by it hereunder; 
provided, however, that delivery of any notice pursuant to this Section 7.3 shall not limit 
or otherwise affect the remedies available to either party hereunder. 

SECTION 7.4 Fees and Expenses. Whether or not the Merger is consummated, all 
costs and expenses incurred in connection with this Agreement and the transactions 
contemplated hereby, including the parties’ respective legal fees, shall be paid by the 
party incurring such expenses, except that Chesapeake will reimburse such expenses of 
SSWC or Shareholders up to a maximum of $25,000 consisting of SSWC’s and 
Shareholders’ legal and accounting fees in connection with the transaction contemplated 
hereby, which shall be paid within sixty (60) days after the Effective Time, or within 
thirty (30) days after notice is given by a party hereto of failure of a condition or other 
provision under which this Agreement may lawfully be terminated. 

SECTION 7.5 Further Assurances. After the Effective Time, Chesapeake and the 
Shareholders shall from time to time, at the request of the other party and without further 
cost or expense to the requesting party, execute and deliver such other instruments of 
conveyance and transfer and take such other actions as such other party may reasonably 
request in order more effectively to carry out this Agreement. 

SECTION 7.6 Right to Require OPinion of Counsel on Sale of Stock. 
Notwithstanding the terms of the legend, described in Exhibit 10 hereto, imprinted on the 
certificates representing the Chesapeake Common Stock (hereinafter the “Certificates”), 
after the expiration of one (1) year following the date on which the Certificates are 
delivered to the Shareholders, Chesapeake shall not require an opinion of legal counsel, at 
the expense of the offeror or transferor of the Chesapeake Common Stock (hereinafter the 
“Seller”). As to the availability of an exemption from registration of the Chesapeake 
Common Stock under the Securities Act, as the Act applies to the Seller at the time of 
transfer, the Seller shall provide Chesapeake with a copy of ( i )  the seller’s representation 
letter for sale of restricted or control securities under Rule 1‘44 provided to the broker- 
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dealer effecting the transfer, and (ii) the broker-dealer’s certificate that i t  has complied 
with the “manner of sale” provisions contained in Rule 144(f). 

ARTICLE VI11 
CONDITIONS 

SECTION 8.1 Conditions to Each Party’s Obligation to Effect the Merger. The 
respective obligations of each party to effect the Merger shall be subject to the 
satisfaction at or prior to the Closing of the following conditions: 

(a) No statute, rule, regulation, executive order, decree or injunction, by any court 
or Governmental Entity of competent jurisdiction, shall be in effect that prohibits the 
consummation of the Merger. 

(b) The Closing shall have taken place no later than March 31, 1998. 

SECTION 8.2 Conditions of Obligations of SSWC and the Shareholders. The 
obligation of SSWC and the Shareholders to effect the Merger is further subject to the 
satisfaction at or prior to the Closing of the following conditions, unless waived by 
SSWC and the Shareholders: 

(a) The representations and warranties of Chesapeake set forth in this Agreement 
shall be true and correct in all material respects as of the date of this Agreement and as of 
the Closing . 

(b) Chesapeake shall have performed and complied, in all material respects, with 
all obligations, covenants and conditions required to be performed or complied with by it 
under this Agreement at or prior to the Closing. 

(c) Chesapeake shall have obtained all consents, approvals, authorizations and 
permits required from third parties and any Governmental Entity (applicable to 
Chesapeake and its subsidiaries) necessary for the consummation by Chesapeake of the 
transactions contemplated by this Agreement. 

(d) Chesapeake shall have executed and delivered an Employment and Non- 
Competition Agreement with Dashiell J. Shannahan substantially in the form of Exhibit 7 
attached hereto. 

(e) SSWC and the Shareholders shall have received from legal counsel for 
Chesapeake an opinion substantially in the form of Exhibit 8 attached hereto. 

(0 From the date of this Agreement through the Effective Time, Chesapeake shall 
not have suffered a Chesapeake Material Adverse Change. 

c \win\chesapeake\vhlii i  03/20/98 23 



(8) Shareholders shall have received an opinion letter from a certified public 
accountant of their choosing, to the effect that the exchange of Shareholders’ SSWC 
Common Stock for Chesapeake Common Stock, as contemplated by this Agreement, niay 
be properly treated by Shareholders for their individual federal income tax purposes as a 
“Tax Free Exchange” according to the Code. 

SECTION 8.3 Conditions of Oblinations of Chesapeake. The obligation of 
Chesapeake to effect the Merger is further subject to the satisfaction at or prior to the 
Closing of the following conditions, unless waived by Chesapeake: 

(a) The representations and warranties of SSWC and the Shareholders set forth in 
this Agreement shall be true and correct in all material respects as of the date of this 
Agreement and as of the Closing. 

(b) SSWC and the Shareholders shall have performed and complied with, in all 
material respects, all obligations, covenants and conditions required to be performed or 
complied with by it under this Agreement at or prior to the Closing. 

(c) SSWC and the Shareholders shall have obtained all consents, approvals, 
authorizations and permits required from third parties and any Governmental Entity 
(applicable to SSWC) necessary for the consummation by SSWC and the Shareholders of 
the transactions contemplated by this Agreement. 

(d) Dashiell J. Shannahan shall have executed and delivered an Employment and 
Non-Competition Agreement with Chesapeake substantially in the form of Exhibit 7 
attached hereto. 

(e) Chesapeake shall have received from counsel to the Shareholders and to 
SSWC an opinion substantially in the form of Exhibit 9 attached hereto. 

( f )  Chesapeake shall have received from each Shareholder an investment letter, 
substantially in the form of Exhibit 10 attached hereto. 

(8) From the date. of this Agreement through the Effective time, SSWC shall not 
have suffered a SSWC Material Adverse Change. 

(h) All necessary approvals from the Delaware Public Service Commission 
regarding the issuance of the shares of Chesapeake Common Stock shall have been 
granted by final order. 

(i) SSWC and Shareholders shall: adopt replacement By-laws in form and 
substance acceptable to Chesapeake; qualify SSWC to do business in Delaware and 
Virginia, and effect a trade name filing for SSWC entitling it to the trade name “Tolan 
Water Service” in Maryland, Delaware and Virginia. 
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(j) The results of the due diligence investigation being conducted by Chesapeake 
with respect to SSWC, shall be acceptable to Chesapeake, in Chesapeake’s sole 
discretion; provided however that this condition shall remain in effect no later than 
midnight March 23, 1997, or a date ten ( I O )  days prior to settlement, whichever is later 
(the “Due Diligence Deadline”). Chesapeake shall be deemed to have found the results of 
its due diligence investigation acceptable unless it gives prompt written notice to the 
contrary to SSWC and Shareholders within forty-eight (48) hours after the Due Diligence 
Deadline. 

ARTICLE IX 
SURVIVAL AND INDEMNIFICATION 

SECTION 9.1 Survival of Representations and Warranties. All statements, 
certifications, representations, warranties, covenants, agreements and obligations 
provided for herein shall survive beyond the Effective Time and continue (and shall not 
in any manner be affected or impaired by the consummation of the transactions 
contemplated by this Agreement) until the time specified in Section 9.2 hereof or until the 
termination of this Agreement pursuant to Section 10.1. 

SECTION 9.2 Indemnification. 

(a) Indemnity by Chesapeake. 

(i) Chesapeake shall indemnify and defend and hold each Shareholders 
harmless from and against all claims, liabilities, damages, losses and expenses (including 
reasonable attorneys’ fees) of every kind and character (exclusive of any amounts covered 
by Section 9.2(b)) resulting from or relating to or arising out of the inaccuracy, 
nonfulfillment, nonperformance or breach of any representation, warranty, covenant, 
agreement or obligation of Chesapeake contained herein. 

(ii) No Shareholder shall have any claim for indemnification hereunder 
unless such claim is asserted by written notice and resolved not later than the earlier of 
(A) one year following the Effective Time or (B) the date on which an independent audit 
report on Chesapeake is issued which reflects the Merger. No indemnification shall be 
payable to Shareholders in excess of $200,000, exclusive of amounts payable as a result 
of a knowing, fraudulent, or intentional breach by Chesapeake. This right of 
indemnification shall be subject to a $50,000 deductible, i.e., the first $50,000 of any 
such claim for indemnification hereunder shall be absorbed by the indemnitee as a 
measure agreed upon by the parties to discourage minor, insignificant or frivolous claims. 

(b) Indemnity by the Shareholders. 

(i) Shareholders shall indemnify and defend and hold Chesapeake and its 
affiliates harmless from and against all claims, liabilities, damages, losses and expenses 
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(including reasonable attorneys’ fees) of every kind and character (exclusive of any 
amounts covered by Section 9.2(a)) resulting from or relating to or arising out of the 
inaccuracy, nonfulfillment, nonperformance or breach of any representation warranty, 
covenant, agreement or obligation of Shareholders or SSWC contained herein. 

(ii) Chesapeake shall have no claim for indemnification hereunder unless 
such claim is asserted by written notice and resolved not later than the earlier of (A) one 
year following the Effective Time or (B) the date on which an independent audit report 
on Chesapeake is issued which reflects the Merger. No indemnification shall be payable 
to Chesapeake in excess of $200,000 exclusive of amounts payable as a result of 
knowing, fraudulent or intentional breach by either Shareholder. This right of 
indemnification shall be subject to a $50,000 deductible, Le., the first $50,000 of any 
such claim for indemnification hereunder shall be absorbed by the indemnitee as a 
measure agreed upon by the parties to discourage minor, insignificant or fiivolous claims. 

(c) The parties’ respective rights to indemnification hereunder may not be 
transferred or assigned, except between Shareholders themselves, or by will, intestate 
succession, or decree of a court of competent jurisdiction. 

(d) Amounts due to or by Chesapeake under this Article IX shall be paid, to the 
extent held or other limit prescribed by law or regulation, in Chesapeake Common Stock. 
For purposes of this Section 9.2(d), the value of such Chesapeake Common Stock shall 
be deemed to be the closing market price of the Common Stock as of the Effective Time. 

AJXTICLE X 
TERMINATION AND AMENDMENT 

SECTION 10.1 Termination bv Mutual Consent. This Agreement may be 
terminated at any time prior to the Effective Time by mutual consent of Chesapeake, 
SSWC and the Shareholders. 

SECTION 10.2 Other Grounds for Termination. This Agreement may be 
terminated at any time prior to the Effective Time: 

(a) by either Chesapeake or the Shareholders, if the Closing shall not have been 
consummated on or before March 3 1, 1998 (unless the failure to consummate the merger 
by such date shall be due to the action or failure to act of the party seeking to terminate); 
or 

(b) by either Chesapeake, SS WC or the Shareholders, if any pentianent injunction 
or other order of a court or other competent authority preventing the consummation of the 
Merger shall have become final and nonappealable. 
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SECTION 10.3 Effect of Termination. In the event of the termination and 
abandonment of this Agreement pursuant to Section 10.2 hereof, this Agreement shall 
forthwith become void and have no effect, without any liability on the part of any party 
hereto or its affiliates, directors, officers or stockholders. Notwithstanding the foregoing, 
nothing contained in this Section 10.3 shall relieve any party from liability for any 
material breach of any covenant of this Agreement or any material breach or 
misrepresentation of the representations or warranties contained herein. 

SECTION 10.4 Amendment. This Agreement may be amended by the parties 
hereto at any time prior to the Effective Time. This Agreement may not be amended 
except by an instrument in writing executed by all the parties hereto. 

SECTION 10.5 Extension; Waiver. At any time prior to the Effective Time, the 
parties may, to the extent legally allowed: (i) extend the time for the performance of any 
of the obligations or other acts of the other parties hereto, (ii) waive any inaccuracies in 
the representations and warranties of the other parties hereto contained herein or in any 
document delivered pursuant hereto and (iii) waive compliance with any of the 
agreements or conditions contained herein by the other parties hereto. Any agreement on 
the part of a party hereto to any such extension or waiver shall be valid only if set forth in 
a written instrument. 

ARTICLE XI 
MISCELLANEOUS 

SECTION 11.1 Notices. All notices and other communications hereunder shall 
be in writing, and shall be deemed given upon receipt if delivered personally, sent by 
facsimile transmission or by certified or registered mail, return receipt requested, or by a 
nationally recognized private overnight courier to the parties at the following addresses: 

(a) if to SSWC, to: 

Sam Shannahan Well Co., Inc., d/b/a 
Tolan Water Service 
Attention: Duke Shannahan, President 
716 Naylor Mill Road 
Salisbury, MD 2 180 1 

with a copy to: 

H. Michael Hickson, Esquire 
Banks, Nason & Hickson, P.A. 
113 Baptist Street 
Salisbury, MD 2 1801 
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(b) if to the Shareholders to: 

Dashiell J. Shannahan 
Joyce C. Shannahan 
9 1 7 Camden Avenue 
Salisbury, MD 2 1801 

with a copy to: 

H. Michael Hickson, Esquire 
Banks, Nason & Hickson, P.A. 
113 Baptist Street 
Salisbury, MD 2 1801 

(c) if to Chesapeake, to: 

Chesapeake Utilities Corporation 
Attention: John R. Schimkaitis, President 
909 Silver Lake Boulevard 
Dover, Delaware 19904 

with a copy to: 

Victor H. Laws, 111, Esquire 
Laws & Laws, P.A. 
209 East Main Street 
P.O. Box 75 
Salisbury, MD 21 803-0075 

SECTION 1 1.2 Descriptive Headings. The descriptive headings herein are 
inserted for convenience only and are not intended to be part of or to affect the meaning 
or interpretation of this Agreement. 

SECTION 11.3 Counterparts. This Agreement may be executed in two or more 
counterparts, all of which shall be considered one and the same agreement and shall 
become effective when two or more counterparts have been signed by each of the parties 
and delivered to the other parties, it being understood that all parties need not sign the 
same counterpart. 

SECTION 1 1.4 Entire Agreement; Successors and Assigns. 

(a) This Agreement constitutes the entire agreement and supersedes all prior 
agreements and understanding, both written and oral, among the parties with respect to 
the subject matter hereof. 
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(b) This Agreement shall be binding upon, and inure to the benefit of the parties 
hereto and their heirs, successors, and permitted assigns. As used herein, the successors 
of a party shall include, but not be limited to, any successor by way of merger, 
consolidation, sale or transfer of all or substantially all of its assets (pursuant to 
liquidation or otherwise) or similar reorganization. In no event may either Shareholder 
assign any rights or duties under this Agreement, except between Shareholders 
themselves, or by will, intestate succession, or decree of a court of competent jurisdiction, 
or except with Chesapeake's written consent. 

SECTION 11.5 Goveming: Law. This Agreement shall be governed and construed 
in accordance with the laws of the State of Maryland. 

SECTION 11.6 Specific Performance. The parties hereto agree that if any of the 
provisions of this Agreement were not performed in accordance with their specific terms 
or were othenvise breached, irreparable damage would occur, no adequate remedy at law 
would exist and damages would be difficult to determine, and that the parties shall be 
entitled to specific performance of the terms hereof, in addition to any other remedy at 
law or equity. 

SECTION 11.7 Publicity. Chesapeake may issue or cause the publication of any 
press release or other public announcement or make any filing with the SEC with respect 
to the transactions contemplated by this Agreement as it  deems appropriate. Any such 
press release, public announcement or other publication or communication shall be non- 
defamatory as towards SSWC and Shareholders. Neither SSWC nor Shareholders shall 
issue or cause the publication of any press release or other public announcement with 
respect to the transactions contemplated by this Agreement without the prior approval of 
Chesapeake. 

SECTION 11.9 Confidentiality Agreements. At the Effective Time, the 
Confidentiality Agreements dated January 28, 1998 between Chesapeake and SSWC and 
the Shareholders will terminate and have no further force or effect. 

REST OF THIS PAGE IS INTENTIONALLY LEFT BLANK 
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IN WITNESS WHEREOF, the parties hereto have caused this Agreement to be 
signed (where applicable by their respective officers thereunto duly authorized), as of the 
date first written above. 

ATTEST: 

ATTEST: 

ATTEST: 

WITNESS: 

5 
WITNES S : 

CHESAPEAKE UTILITIES 

\John R. Schimkaitis,' President 
J 

SAM SHANNAHAN WELL CO., INC., 
d/b/a TOLAN WATER SERVICE 

*E&) 
Shannahan, President 

pthorized Officer 

&ice 'C. Shannalian 

STATE OF DELAWARE 
COUNTY OF KENT: 

I HEREBY CERTIFY that on this /,'( 1J''day of I \ (k,  , 1998, 
before me, the undersigned officer, personally appeared John R. Schimkaitis, President of 
Chesapeake Utilities Corporation, and on its behalf did acknowledge the foregoing 
Agreement and Plan of Merger to be the act and deed of said corporation. 

AS WITNESS my hand and notarial seal. 
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My Conimission Expires: i P / z  I /i' 

STATE OF DELAWARE 
COUNTY OF KENT: 

I HEREBY CERTIFY that on this XY'' day of / I ~ L d -  , 1998, 
before me, the undersigned officer, personally appeared j o h n  -j?, &4,,,-,llfIj;g Authorized 
Officer of CPK Sub-B, Inc., and on its behalf did acknowledge the foregoing Agreement 
and Plan of Merger to be the act and deed of said corporation. 

AS WITNESS my hand and notarial seal. 
I .  

h A'h [LJ. &&d 
My Commission Expires: /0/2-1/0,  Notary Public 

STATE OF MARYLAND 
COUNTY OF WICOMICO: 

I HEREBY CERTIFY that on thisLo day of , 1998, 
before me, the undersigned officer, personally appeared Dashiell J. Shannahan, President 
of Sam Shannahan Well Co., Inc., d/b/a Tolan Water Services, and on its behalf did 
acknowledge the foregoing Agreement 
corporation. 

AS WITNESS my hand and nota 

My Commission Expires: ) o/b 0 1 

STATE OF MARYLAND 
COUNTY OF WICOMICO: 

I HEREBY CERTIFY that on this X3 day of M& , 1998, 
before me, the undersigned officer, personally appeared Dashiell J. Shannahan, known to 
me or satisfactorily identified to be the person whose name is subscribed to the foregoing 
Agreement and Plan of Merger, and acknowledged.<h< he executed the same for the 
purposes therein contained. 

, , , I , ,  ' . .I ,: ,  .. 
.) . '. \ .  

% -  ,'<.. > \ %  
"- . .,. ._ , . - , .  .. I, 

. ,  

AS WITNESS my hand and notarial :seal.': ' '  
c . .  

. ''-.--Notary Public , .  My Commission Expires: Io/ b [ 01 
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STATE OF MARYLAND 
COUNTY OF WICOMICO: 

I HEREBY CERTIFY that on this day of v c A u b  , 1998, 
before me, the undersigned officer, personally appeared Joyce C. Shannahan, known to 
me or satisfactorily identified to be the person whose name is subscribed to the foregoing 
Agreement and Plan of Merger, and acknowledged that he executed the same for the 
purposes therein contained. ^ I  

/ I ,  . I _  

AS WITNESS my hand and no 

My Commission Expires \o/b / (3 I Notary Public 
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March 17, 1998 

i J 7 I L I r i E :> IC o R P c, R A r i o N 

Mr. Bruce H. Burcat 
Executive Director 
Delaware Public Service Commission 
861 Silver Lake Boulevard 
Suite 100 
Dover, DE 19904 

Re: Chesapeake Utilities Corporation (“Chesapeake”) 
Application for Approval to Issue Common Stock (P.S.C. Docket No. 98-86) 

Dear Mr. Burcat: 

Please find enclosed an original and nine copies of certain amendments to the above-mentioned 
Application, which was previously filed with the Delaware Public Service Commission on March 
2, 1998. The amendments that we are enclosing herewith include the following: 

Exhibit C 
Schedule No. 1 
Schedule No. 2 
Schedule No. 3 

In addition, part ‘5“ of the Application should now read as follows: 

Subject to the terms and conditions set forth in the Merger Agreement, Chesapeake 
proposes to issue to the shareholders of SSWC 25,000 shares of Chesapeake common 
stock. Contemporaneously with the purchase of the stock of SSWC by Chesapeake’s 
subsidiary, CPK Sub-B, CPK Sub-B and SSWC intend to merge, with SSWC being the 
surviving entity. 

These amendments reflect a change in the number of shares of Chesapeake stock to be issued 
in the transaction from 33,000 to 25,000. The original Application included one piece of property 
which is no longer part of the transaction, thereby resulting in a decrease of 8,000 shares to be 
issued. Excluding the change in the number of shares, the draft Merger Agreement that was 
included as part of the original Application has not substantially changed. 

If you have any questions with respect to the above or the amendments attached hereto, please 
do not hesitate to call either Beth Cooper at (302) 734-601 5 or myself at (302) 734-6798. 

Sincerely, 

Michael P. McMasters 
Vice President, Treasurer & CFO 

cc: William A. Denman 

Chesapeake Utilities Corporation 
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Consolidated Balance Sheet 
As of September 30,1997 

UNAUDITED 

PRO FORMA 
AFTER 

ISSUANCE OF 
EQUITY 

ISSUANCE OF 
COMMON 
STOCK 

ACTUAL PRO FORMA 
BEFORE BEFORE 

ISSUANCE ADJUSTMENT ISSUANCE ASSETS 

PROPERTY, PLANT AND EQUIPMENT 
At original cost $140,954,367 $140,954,367 
Less: Accum. depreciation and amortization (42,800,914) (42,800,914) 

$141,7053 13 
(43,221,871) 

$750,746 
(420,957) 

Net property, plant and equipment 98,483,242 329,789 98,153,453 0 98,153,453 

2.340.007 INVESTMENTS 0 2,340,007 2,340,007 0 

CURRENT ASSETS 
Cash and cash equivalents 
Accounts receivable, net 
Materials and supplies 
Propane inventory 
Storage gas prepayments 
Other prepaid expenses 
Deferred income taxes 
Underrecovered purchased gas costs 

1,467,700 
7,357,140 
1,684,040 
2,426.356 
4,005.71 5 

750,720 
81 3,681 
203.556 

1,512,216 
7,444,299 
1,731,701 
2,426,356 
4,005,715 

757,988 
813,681 
203,556 

44,516 
87,159 
47,661 

0 
0 

7,268 
0 
0 

1,467,700 
7,357,140 
1,684,040 
2,428,356 
4,005,715 

750,720 
813,681 
Z03,556 - 

18.895.512 Total current assets 186,604 18,708,908 0 18,708,908 

DEFERRED CHARGES 
Environmental regulatory assets 
Environmental expenditures, net 
Order 636 Transition cost 
Other deferred charges & intangible assets 

6,501,505 
2,262.938 

0 
4,117,485 

0 
0 
0 

264,084 

6,501,505 6,501,505 
2,262,938 2,262,938 

0 0 
3,853,401 3,853,401 

12,881,928 264,084 Total deferred charges & other assets 

TOTAL ASSETS 

1 2,617,844 0 12,617,844 

$780,477 $1 32,600,689 $131,820,212 $0 $1 31,820,212 



- S A m E " r r i l E S w O R Q Y O N  
Consolidated Balance Sheet 
As of September 30,1997 

UNAUDITED PRO FORMA 
AFTER 

ISSUANCE OF 
EQUITY 

PRO FORMA ISSUANCE OF 
BEFORE COMMON 

ISSUANCE STOCK 

ACTUAL 
BEFORE 

ISSUANCE LIABILITIES AND CAPITALIZATION ADJUSTMENT 

CAPITALIZATION 
Common stock 
Additional paid-in capital 
Retained earnings 
Less: Uneamed compensation 

Net unrealized gain on mM. securities 

$2,193,182 
19,472,112 
27,092,274 

(234,348) 
64,560 

48,587,779 

38.642.000 

$2,181,014 $1 2,168 
19,433,279 38,833 
26,947,738 144,536 

(234,348) 0 
64,560 0 

$2,181,014 
19,433,279 
26,947,738 

(234,348) 
64,560 

Total stockholders' equity 48.392.243 48,392,243 195,536 0 

10.000.000 LONG-TERM DEBT, NET OF CURRENT 38,642,000 0 

195,536 87,034,243 

28,642,000 

TOTAL CAPITALIZATION 10.000.000 87,229,779 77,034,243 

CURRENT LIABILITIES 
Current portion of long-term debt 
Short-term borrowings 
Accounts payable 
Refunds payable to customers 
Accrued interest 
Overrecovered purchased gas costs 
Dividends payable 
Income taxes payable 
Other accrued expenses 

659,868 
8,889,076 
6,429,374 

336,575 
619,444 

0 
1,086,650 

21 6,574 
3,877,503 

22,115,064 

0 
489,076 
80,633 

0 
0 
0 
0 
0 

15,232 

659,868 
8,400,000 
6,348,74 1 

336,575 
619,444 

0 
1,086,650 

216,574 
3,862,271 

21,530,123 

659,868 
18,400,000 
6,348,741 

336,575 
619,444 

0 
1,086,650 

216,574 
3,862,27 1 

(1 0,000,000) 

584.941 Total current liabilities (1 0,000,000) 31,530,123 

DEFERRED CREDITS 
Deferred income taxes 
Deferred investment tax credits 
Environmental liability 
Accrued pension costs 
Order 636 transition l iabil i  
Other liabilities 

10,230,179 
840,201 

6,501,505 
2,230,258 

0 
3,453,703 

23,255,846 

1 0,230,179 
840,201 

6,501,505 
2,230,258 

0 
3,453,703 

23,255,846 

10,230,179 
840,20 1 

6,501,505 
2,230,258 

0 
3,453,703 

23,255,846 

$131,820,212 

0 0 Total deferred credits and other liabilities 

$1 31,820,212 $780,477 $1 32,600,689 90 TOTAL LIABILITIES AND CAPITALIZATION 



Annualized Consolidated Income Statement 
For the Twelve Months Ended Seotember 30.1997 

Page 3 of 4 

UNAUDITED 

OPERATING REVENUES 

OPERATING EXPENSES 
Purchased gas costs 
Operations 
Maintenance 
Depreciation and amortization 
Taxes-other than income 
Taxes-income 

Total Operating Expenses 

NET OPERATING INCOME 

OTHER INCOME AND DEDUCTIONS 

INCOME. BEFORE INTEREST CHARGES 

INTEREST CHARGES 
Interest - Long-Term Debt 
Interest - Short Term Borrowings 
Interest - Other 
Amortization of Debt Expense 
Capital Leases 
AFUDC 

Total Interest Charges 

TOTAL NET INCOME 

ACTUAL 
BEFORE 

ISSUANCE 

PRO FORMA 
BEFORE 

ADJUSTMENT ISSUANCE 

ISSUANCE OF 
COMMON 

STOCK 

PRO FORMA 
AFTER 

ISSUANCE OF 
EQUIN 

$1 24,669,424 

75,630,932 
26,404,834 
2,216,559 
5,353,076 
3,824,83 1 
3,186,411 

$1 24,669,424 $0 

75,630,932 
26,404,834 
2,216,559 
5,353,076 
3,824,831 
3,186,411 

$1,539,638 

,. 
U 

1,223,093 
73,643 
61,496 
58,059 
38.331 

$1 26,209,062 

75,630,932 
27,627,927 
2,290,202 
5,414,572 
3,882,890 
3,224,742 

116,616,643 0 116,616,643 1,454,622 11 8,071,265 

8,052,781 0 8,052,781 85,016 8,137,797 

377,347 0 377,347 1,290 378,637 

8,430,128 - 
0 8,430,128 86,306 8,516,434 

' 2,339,859 685,000 3,024,859 0 3,024,859 
623,776 (562,680) 61,096 27,519 88,615 
247,838 247,838 0 247,838 

11 5,632 0 1 15,632 
0 

11 5,632 

(82,964) (82,964) 0 (82 , 964) 
0 0 0 

3,244,141 122,320 3,366,461 27,519 3,393,980 

$5,185,987 ($1 22,320) $5,063,667 $58,787 $5,122,454 



For the Twelve Months Ended SeDtember 30. 1997 

The following adjustments have been made to the Income Statement and Balance Sheet for September 30,1997: 

(1) The results as of September 30, 1997 have been adjusted to reflect the 6.85%, $10 million long-term debt financing 
consummated on December 15,1997 by Chesapeake. 

(2) A reclass was made between Common stock and Additional paid-in capital for SSWC so that the Common stock number 
would represent 25,000 shares of Chesapeake stock at a par value of $.4867. 

(3) All notes payable, mortgages payable, and loans payable of SSWC would be paid off by Chesapeake at closing. 
Chesapeake would increase its short-term borrowings to pay off these items. 

(4) Interest expense was recalculated using Chesapeake's average short-term borrowing interest rate for 1997, which was 
5.6268%. An adjustment was made to both long-term and short-term interest as a result of the $1 0 million financing 
on December 15, 1997. Interest was also recalculated on the SSWC indebtedness that will be paid off by Chesapeake 
at closing. 

(5) SSWC does not record income taxes each month, but rather waits until the end of the respective fiscal year, August 31. 
Income taxes for a full year were calculated at 40%. 



Capitalization Ratios Actual & Pro Forma as of September 30, 1997 

UNAUDITED 

ACTUAL 
BEFORE ISSUANCE 

PRO FORMA 
PRO FORMA 

AFTER ISSUANCE OF 
BEFORE ISSUANCE EQUITY 

ISSUANCE OF - - 
COMMON STOCK 

PAID IN CAPITAL 

RETAINED EARNINGS 

TOTAL COMMON EQUITY 

RED STOCK 

LONG-IEBMPEBI 

FIRST MORTGAGE BONDS 

CONVERTIBLE DEBENTURES 

OTHER LONG-TERM DEBT 

TOTAL LONG-TERM DEBT 

AMOUNT % OF COMMON AMOUNT % OF 

TOTAL 
AMOUNT % OF 

OUTSTANDING TOTAL ADJUSTMENT OUTSTANDING STOCK OUTSTANDING 

2.27% $1 2,168 $2,193,182 2.27% $2,181,014 2.27% $0 $2,1~1,014 

20.22% 0 19,433,279 20.22% 38,833 19,472,112 20.12% 19,433,279 

144,536 26,922.486 27.82% 

0 48,392,243 50.36% 195,536 48,587,779 50.21% 

26,777,950 27.87% 0 26,777,950 27.87% 

48,392,243 50.36% 

0 0.00% 0 0 0.00% 0 0.00% 0 

4,560.000 4.75% 0 4,560,000 4.71 % 4,560,000 4.75% 0 

4,oa2,000 4.25% 0 4,082,000 4.22% 4,082,000 4.25% 0 

30,000,000 31.22% 0 30,000,000 31 .OO% 20,000,000 20.81% 10,000,000 

10,000,000 38,642,000 40.22% 0 38,642,000 39.93% 28,642,000 29.81% 

90.14% 

0.69% 0 659,868 0.68% 

9.1 8% 

87,229,ng 195,536 80.17% 10,000,000 87,034,243 9 0 . 5 8 ~ ~  TOTAL PERMANENT CAPITAL 77,034,243 

OF I TD 659,868 0.69% 0 659,868 CURRENT PORTION 

18,400,000 19.14% (10,000,000) a,4oo,ooo 8 . 7 3 ~ ~  489,076 8,889,076 
SHORT-TERM DFBT 

$684.612 $96,77a.723 I oo.oo% TOTAL CAPITALIZATION $96,094,111 100.00% $0 $96,094.11 1 100.00% 
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CHESAPEAKE UTILITIES CORPORATION 
Schedule No. 2 
Rate of Retum, Actual Annualized and Pro Forma 
For the Twelve Months Ended September 30,1997 

UNAUDITED 
PRO FORMA 

ACTUAL PRO FORMA ISSUANCE OF AFTER 
BEFORE BEFORE COMMON ISSUANCE OF 

ISSUANCE A DJUSTMENT ISSUANCE STOCK liGulIY 

Statement of In come 

1 Operating revenues 

2 Operating expenses before income taxes 

3 Income taxes (Including Deferrals) 

4 Operating Income (1-(2+3)) 

5 AFUDC (Equity Only) 

6 Other Income, Net 

7 Income Before Interest Charges (4+5+6) 

8 Interest Charges (Including debt portion of AFUDC) 

9 Net Income From Continuing Operations (7-8) 

10 Preferred stock dividends 

1 1 Eamings available to common equity (9-1 0) 

12 Average capitalization 

13 Average common equity 

14 Retum on average capitalization (7112) 

15 Retum on average common equity (1 1/13) 

$124,669,424 $0 $124,669,424 $1,539,638 $126,209,062 

$1 13,430,232 $0 $1 13,430,232 $1,416,291 $1 14,846,523 

$3,186,411 $0 $3,186,411 $38,331 $3,224,742 

$8,052,781 $0 $8,052,781 $85,016 $8,137,797 

$101,384 

$275,963 

$8,430,128 

$3,244,14 1 

$5,185,987 

$0 

$5,185,987 

$77,698,787 

$48,455,505 

10.85% 

10.70% 

$0 

$0 

$0 

$122,320 

($122,320) 

$0 

($122,320) 

$10,000,000 

$0 

$1 01,384 

$275,963 

$8,430,128 

$3,366,461 

$5,063,667 

$0 

$5,063,667 

$87,698,787 

$48,455,505 

9.61% 

10.45% 

$0 

$1,290 

$86,306 

$27,519 

$58,787 

$0 

$58,787 

$1 95,536 

$1 95,536 

$101,384 

$277,253 

$8.5 1 6,434 

$3,393,980 

$5,122,454 

$0 

$53 22,454 

$87,894,323 

$48,651,041 

9.69% 

10.53% 



Fixed Charge Coverage Ratios 
For the Twelve Months Ended September 30, 1997 

UNAUDITED 

Iype of Method 

Per Financial Statements 

Before Income Taxes, all interest 

Before Income Taxes, all interest, before AFUDC 

After Income Taxes, all interest 

After Income Taxes, all interest, before AFUDC 

Overall Coverage, (after income taxes) 

Overall Coverage, (after income taxes) before AFUDC 

. .  
odified Indenture Method 

Before Income Taxes, all interest 

Before Income Taxes, all interest, before AFUDC 

After Income Taxes, all interest 

After Income Taxes, all interest, before AFUDC 

Overall Coverage, (after income taxes) 

Overall Coverage, (after income taxes) before AFUDC 

HISTORICAL ANNUALIZED 
PRO FORMA PRO FORMA 

ACTUAL AFTER PRO FORMA AFTER 
BEFORE ISSUANCE BEFORE ISSUANCE 

ISSUANCE QEE&um JSSUANCE OF EQUITY 

3.4323 3.4273 3.3482 3.3230 

3.4026 3.3979 3.3195 3.2946 

1.5187 1.5216 1.4662 1.4371 

1.4890 1.4923 1.4376 1.4086 

1.5187 1.5216 1.4662 1.4371 

1.4890 1.4923 1.4376 1.4086 

3.961 1 3.9480 

3.9269 3.9142 

1.8451 1.8439 

1.8109 1.8101 

1.8451 1.8439 

1.8109 1.8101 

3.8039 3.8103 

3.7710 3.7777 

1.7322 1.7358 

1.6993 1.7032 

1.7322 1.7358 

1.6993 1.7032 
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March 2, 1998 

I 
I 
I 

Mr. Bruce H. Burcat 
Executive Director 
Delaware Public Service Commission 
861 Silver take Boulevard 
Suite 100 
Dover, DE 19904 

Re: Chesapeake Utilities Corporation (“Chesapeake”) 
Application for Approval to Issue Common Stock 

Dear Mr. Burcat: 

Please find enclosed an original and nine copies of the above mentioned application for 
approval of the issuance of 33,000 shares of Chesapeake Utilities Corporation common 
stock for the purpose of acquiring all of the outstanding common stock of Sam Shannahan 
Well Company, Inc., d/b/a Tolan Water Service. 

If you have any questions with respect to the above, please do not hesitate to call me at 
(302) 734-6798. 

Sincerely, 

Q‘9 W-L 
Michael P. McMasters 
Vice President, Treasurer & CFO 

cc: William A. Denman 

Chesapeake Utilities Corporation 
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BEFORE THE PUBLIC SERVICE COMMISSION 

OF THE STATE OF DELAWARE 

I 
I 
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I 
I 
I 
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I 
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IN THE MATTER OF THE APPLICATION OF 
CHESAPEAKE UTI LIT1 ES CORPORATION 
FOR APPROVAL OF THE ISSUANCE OF 
COMMON STOCK * APPLICATION 

* P.S.C. Docket No. 9 % - Q  
* 
* 

Chesapeake Utilities Corporation (hereinafter sometimes called "Chesapeake") 

pursuant to 26 Del. C. section 215, makes the following application for approval by the 

Commission of the issuance of 33,000 shares of Chesapeake common stock. 

1. Chesapeake is a Delaware public utility with its principal place of business 

located at 909 Silver Lake Boulevard, Dover, Delaware 19904. All communications should 

be addressed to Chesapeake at the foregoing address, attention: Michael P. McMasters, 

Vice President, Treasurer and Chief Financial Officer, or Beth W. Cooper, Assistant 

Treasurer. 

2. Counsel for the applicant is William A. Denman, 414 South State Street, P.O. 

Box 497, Dover, Delaware 19903. Correspondence and other communications concerning 

this application should be directed to counsel at the foregoing address. 

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, 

4,504,079 of which were outstanding as of December 31, 1997, are the only voting 

securities of Chesapeake. Each share is entitled to one vote. 

4. Sam Shannahan Well Company, Inc., d/b/a Tolan Water Service, ("SSWC") 

is a family-owned company located in Salisbury, Maryland, specializing in residential, 
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commercial and industrial water treatment systems and irrigation. Subject to the terms and 

conditions set forth therein, by agreement and plan of merger, Chesapeake, through a 

subsidiary of Chesapeake formed for the purpose of effecting said transaction, CPK Sub- 

B, has agreed to purchase all of the outstanding common stock of SSWC. A draft of the 

proposed Agreement and Plan of Merger (the “Merger Agreement”) is attached hereto as 

Exhibit “ A  and incorporated herein by reference. 

5. Subject to the terms and conditions set forth in the Merger Agreement, 

Chesapeake proposes to issue to the shareholders of SSWC 33,000 shares of 

Chesapeake common stock. Contemporaneously with the purchase of the stock of SSWC 

by Chesapeake’s subsidiary, CPK Sub-B, CPK Sub-B and SSWC intend to merge, with 

SSWC being the surviving entity. 

6. The shares of Chesapeake common stock to be issued pursuant to the 

Merger Agreement will be issued as restricted securities, as defined in Rule 144 under 

the Securities Act of 1933. 

7. At the time the Merger Agreement is consummated, Chesapeake will 

simultaneously pay off the notes, loans and mortgages payable of SSWC. In so doing, 

Chesapeake’s short-term borrowings will likewise increase. 

8. The issuance of Chesapeake’s stock for the outstanding common stock of 

SSWC is advantageous to Chesapeake because it expands Chesapeake’s presence on 

the Delmarva Peninsula. 

9. The reason for the selection of the type and amount of proposed new 

securities is to provide for a tax free exchange for the shareholders of SSWC and to be 

able to account for the acquisition under the pooling of interests method of accounting. 
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I O .  The Board of Directors of Chesapeake approved the aforesaid issuance of 

common stock on the 19th day of January 1998. 

11. A copy of the opinion of counsel for Chesapeake with respect to the legality 

of the proposed issuance of common stock is attached hereto as Exhibit “B”. 

12. Attached hereto as Exhibit “C” and incorporated herein by reference is a 

schedule setting forth Chesapeake’s balance sheet and income statement for the twelve 

months ended September 30, 1997 both before and after the issuance of the common 

stock. 

13. Attached hereto as Exhibit “D” is a copy of Chesapeake’s annual report on 

Form IO-K for the calendar year ending December 31, 1996. Attached hereto as Exhibit 

“E” is Chesapeake’s most recent quarterly report on Form IO-Q. Both reports have been 

filed with the Securities and Exchange Commission. 

14. Pursuant to the Commission’s minimum filing requirements - Part (D), 

attached hereto and incorporated herein by reference are the following schedules: 

A. Schedule No. 1 - Capitalization ratios, actual and pro forma, as of 

September 30, 1997. 

Rate of retum, actual, pro forma and annualized 

for the twelve months ended September 30, 

1997. 

Fixed charge coverage ratios, historical and 

annualized, for the twelve months ended 

September 30, 1997. 

6. Schedule No. 2 - 

C. Schedule No. 3 - 
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15. Chesapeake represents that the proposed issuance of common stock is in 

accordance with law, for a proper purpose, and consistent with the public interest. 

WHEREFORE, Chesapeake prays as follows: 

A. That the Commission file this application and make such investigation and 

hold such hearings in the matter as it deems necessary; 

B. That the Commission approve the proposed issuance of common stock by 

Chesapeake as described herein. 

CHESAPEAKE UTILITIES CORPORATION 

By: 
Michael P. McMasters ... - 

Vice President, Treasurer & CFO 

SCHMITINGER & RODRIGUEZ, P.A. 

By: 
WILLIAM A. DENMAN, ESQUIRE 
P.0. Box 497 
Dover, DE 19903 
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DATED: March 2, 1998 
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STATE OF DELAWARE * 

COUNTY OF KENT 
* 
* 

SS. 

BE IT REMEMBERED t,,at on thl; 2nd day of March, A.D., 1998, personally 

appeared before me, a Notary Public for the State of Delaware, MICHAEL P. 

McMASTERS, who being by me duly sworn, did depose and say that he is the Vice 

President, Treasurer & CFO 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 his personal knowledge, they are true; and insofar as 

those facts are not within his personal knowledge, he believes them to be true; and that 

the exhibits accompanying this Application and attached hereto are true and correct copies 

of the originals of the aforesaid exhibits; and that he has executed this Application on 

behalf of the Company and pursuant to the authorization of its Board of Directors. 

. .  
MICHAEL P. McMASTERS 
Vice President, Treasurer & CFO 

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

\ - 1. ( A h H L 7  
NOTARY PUBLIC 

My Commission Expires: October 21, 2001 
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FOR APPROVAL OF THE ISSUANCE OF STOCK 
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EXHIBIT B 

EXHIBIT C 

EXHIBIT D 

EXHIBIT E 

SCHEDULE NO. 1 

SCHEDULE NO. 2 

SCHEDULE NO. 3 

TABCE OF CONTENTS 

Draft Agreement and Plan of Merger between 
Chesapeake Utilities Corporation and Sam Shannahan 
Well Company, Inc. 

Opinion of Legal Counsel 

Balance Sheet and Income Statement for Chesapeake 
Utilities Corporation for the Twelve Months Ended 
September 30, 1997 

1996 Annual Report on Form IO-K 

September 30, 1997 Quarterly Report on Form I O Q  

Capitalization Ratios - Actual and Pro Forma as of 
September 30, 1997 

Rate of Return - Actual, Pro Forma and Annualized for 
the Twelve Months Ended September 30, 1997 

Fixed Charge Coverage Ratios - Historical and 
Annualized for the Twelve Months Ended September 
30, 1997 
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DRAFT 
Exhibit A 

AGREEMENT AND PLAN OF MERGER 

THIS AGREEMENT AND PLAN OF MERGER (the "Agreement") is made and 
entered into th ls - day of , 1998, by and among Chesapeake Utilities 
Corporation, a Delaware corporation ("Chesapeake"), CPK Sub-B, Inc., a Delaware 
corporation ( T P K  SubB"), Sam Shannahan Well Company, Inc., d/b/a Tolan Water 
Service, a Maryland corporation ("SSWC"), and Dashiell J. (Duke) Shannahan, and Joyce 
C. Shannahan, residents of Maryland (each, a "Shareholder" and collectively, the 
"Shareholders"). 

ARTICLE I 
THE MERGER 

SECTION 1.1 The Merger. Upon the terms and subject to the conditions hereof, 
as promptly as practicable following the satisfaction or waiver of the conditions set forth 
in Article VIII hereof, but in no event later than two business days thereafter, unless the 
parties hereto shall otherwise agree, articles of merger (the "Articles of Merger") 
providing for the merger of CPK Sub-B with and into SSWC (the "Merger") shall be duly 
prepared, executed and filed by SSWC, as the surviving corporation (the "Surviving 
Corporation"), in accordance with the relevant provisions of the Maryland General 
Corporation Law (the "MGCL") and the Merger shall become effective. Following the 
Merger, the Surviving Corporation shall continue under the same name as SSWC and the 
separate corporate existence of CPK Sub-B shall cease. The date and time the Merger 
becomes effective is referred to herein as the "Effective Time." Immediately prior to the 
filing of the Articles of Merger, a closing (the "Closing") shall take place at the offices of 
Laws & Laws, P.A., 209 East Main Street, Salisbury, Maryland 21801, or such other 
place and time as the parties shall agree. 

SECTION 1.2 Effects of the Merger. The Merger shall have the effects set forth in 
Section 3-1 14 of the MGCL. 

SECTION 1.3 Articles of Incomoration and By-Laws. The Articles of 
Incorporation of SSWC and the By-laws of CPK Sub-B (both of which have been 
heretofore delivered by SSWC to Chesapeake or Chesapeake to SSWC, as the case may 
be), in each case as in effect immediately prior to the Effective Time, shall be the Articles 
of Incorporation and By-laws of the Surviving Corporation until duly amended in 
accordance with applicable law. 

SECTION 1.4 Directors. The directors of CPK Sub-B immediately prior to the 
Effective Time shall be the initial directors of the Surviving Corporation and shall hold 
office until their respective successors are duly elected and qualified in accordance with 
the Articles of Incorporation and By-laws of the Surviving Corporation, or their earlier 
death, resignation or removal. 

c:\winkhesapeake\vhliii 02/25/96 
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SECTION 1.5 Officers. The officers of CPK Sub-B immediately prior to the 
Effective Time shall be the initial officers of the Surviving Corporation and shall serve as 
the officers of the Surviving Corporation at the pleasure of the Board of Directors of the 
Surviving Corporation. 

SECTION 1.6 Conversion of Shares. At the Effective Time, by virtue of the 
Merger and without any action on the part of the holders thereof: 

(a) Subject to Section 2.2, each issued and outstanding shares of common stock, 
par value $10.00 per share, of SSWC (the "SSWC Common Stock") shall automatically 
be converted into the nght to receive (the "Merger Consideration") that amount of fully 
paid and nonassessable shares of common stock, par value $.4867 per share, of 
Chesapeake (the "Chesapeake Common Stock"), which shall be determined by dividing 
33,000 by the aggregate number of outstanding shares of SSWC Common Stock at the 
Effective Time (the "Exchange Ratio"), provided that in the event of a stock split or 
reverse stock split in either the SSWC Common Stock or the Chesapeake Common Stock 
prior to the Effective Time, the Exchange Ratio shall be adjusted proportionately in order 
to prevent either dilution or enlargement of the rights of the Shareholders. 

(b) Each share of capital stock of SSWC that is held in the treasury of SSWC shall 
be canceled and retired and cease to exist and no consideration shall be issued in 
exchange therefor. 

(c) The issued and outstanding shares of capital stock of CPK Sub-B shall be 
converted into and become, in the aggregate, 1000 l l l y  paid and nonassessable shares of 
common stock of the Surviving Corporation. 

ARTICLE LT 
EXCHANGE OF SHARES 

SECTION 2.1 Surrender of Certificates. At the Effective Time, each of the 
Shareholders shall surrender the certificate or certificates that formerly represented that 
Seller's shares of SSWC Common Stock to the Surviving Corporation, and shall 
thereupon receive in exchange therefor the Merger Consideration for each share of SSWC 
Common Stock formerly represented by such certificate or certificates, and the 
certificates so surrendered shall forthwith be ,mcelled. 

SECTION 2.2 No Fractional Shares. No certificate or scrip representing 
fi-actional shares of Chesapeake Common Stock shall be issued upon the surrender for 
exchange of certificates of SSWC Common Stock, and such bctional share interests will 
not entitle the owner thereof to vote or to any rights of a stockholder of Chesapeake. In 
lieu of any such fiactional share interest, Chesapeake shall issue to Shareholders jointly, 
as tenants by the entireties, any share which would otherwise be required or be divided 
into fiactional shares by applying the Exchange Ratio to the Shareholders' separate 

c:\winkhcsapakc\vhliii 02/25/98 2 
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respective shares of the SSWC Common Stock as provided in Section 1.6(a) of this 
Agreement. 

ARTICLE 111 
REPRESENTATIONS AND WARRANTIES 

OF SSWC AND SHAREHOLDERS 

SSWC and each of the Sharehofders, severally and not jointly, represents and 
wanants to Chesapeake and CPK Sub-B as follows: 

SECTION 3.1 Comorate Oraanization. 

(a) SSWC is a corporation duly organized, validly existing and in good standing' 
under the laws of Maryland and has all requisite corporate power and authority to own, 
lease and operate its properties and to carry on its business as now being conducted. 
SSWC is currently qualified and properly licensed to do business in and is in good 
standing in each of these states: Delaware, Maryland and Virginia. SSWC has heretofore 
delivered to Chesapeake accurate and complete copies of its Articles of Incorporation and 
By-laws, as in effect on the date of this Agreement. 

(b) SSWC does not own, directly or indirectly, any capital stock or other equity 
securities or similar interest in any corporation, partnership, joint venture, or other 
business association or entity. 

(c) Since at least December 31, 1995, SSWC has never been a subsidiary of 
another organization or had any other corporation, partnership, joint venture, or other 
business association or entity own or hold any of its capital stock, equity securities or 
similar interest. 

SECTION 3.2 Capitalization. 

(a) The authorized capital stock of SSWC consists of shares of SSWC 
Common Stock, of which 5100 shares are issued and outstanding. Shareholder Dashieil 
J. Shannahan owns 2,600 shares and Shareholder Joyce C. Shannahan owns 2,500 shares. 
All of the issued and outstanding shares of SSWC Common Stock are validly issued, 
fblly paid and nonassessable. As of the date of this Agreement, no shares of SSWC 
Common Stock were issuable upon exercise of stock options or warrants or conversion of 
any preferred stock or debt security or instrument. There are not as of the date of this 
Agreement, and at the Effective Time there will not be, any shares of capital stock (or 
securities substantially equivalent to capital stock) of SSWC issued or outstanding or any 
subscriptions, options, warrants, calls, rights, convertible securities or other agreements 
or commitments of any character obligating SSWC to issue, transfer or sell any of its 
securities or outstanding shares of SSWC Common Stock. 

c:\win\chesapcakc\vhliii 02/25/98 3 
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(b) There has been no change in the equity ownership of SSWC, since, at the 
latest, December 3 1 , 1995. 

SECTION 3.3 Authoritv Relative to this Agreement; Binding Effect. 

(a) SSWC has f i l l  corporate power and authority to execute and deliver this 
Agreement and to consummate the transactions contemplated hereby. The execution and 
delivery of this Agreement and the consummation of the transactions contemplated 
hereby have been duly and validly authorized and approved by the Board of Directors of 
SSWC and by the unanimous vote or written consent of the stockholders of SSWC and 
no other corporate proceedings on the part of SSWC are necessary to authorize this 
Agreement or to consummate the transactions so contemplated. This Agreement has been 
duly and validly executed and delivered by SSWC and constitutes a legal, valid and' 
binding agreement of SSWC, enforceable against SSWC in accordance with its terms. 

(b) This Agreement has been duly and validly executed and delivered by each 
Seller and constitutes a legal, valid and binding agreement of each Seller, enforceable 
against each Seller in accordance with its terms. 

SECTION 3.4 Consents and Approvals: No Violations. Except for the filing and 
recordation of the Articles of Merger, as required by the MGCL, no filing with or 
notification to, and no permit, authorization, consent, waiver or approval of, any 
govemment, executive official thereof, governmental or regulatory authority, agency or 
commission, including courts of competent jurisdiction, domestic or foreign (a 
''Governmental Entity"), is necessary for the consummation by SSWC and the 
Shareholders of the transactions contemplated by this Agreemenf excluding, however, 
filings, permits, authorizations, consents, or approvals of any kind required by the Federal 
Energy Regulatory Commission ("FERC") or the Public Utility Commission or similar 
utility regulatory body of the States of Florida, Maryland or Delaware. Neither the 
execution and delivery of this Agreement by SSWC and the Shareholders nor the 
consummation by SSWC and the Shareholders of the ttansactions contemplated hereby 
nor compliance by SSWC and the Shareholders with any of the provisions hereof will (i) 
conflict with or result in any breach of any provision of the Articles of Incorporation or 
By-laws of SSWC, (ii) result in a violation or breach of, or constitute (with or without 
due notice or lapse of time or both) a default (or give rise to any right of termination, 
cancellation or acceleration or result in the creation of any mortgage, pledge, charge, 
security interest, claim or encumbrance of any kind (collectively, a "Lien") under, any of 
the t e n s  conditions or provisions of any note, bond, mortgage, indenture, license, 
contract, agreement or other instrument or obligation to which SSWC or a Shareholder is 
a party or by which they or any of their properties or assets may be bound, or (iii) violate 
any order, writ, injunction, decree, or statute applicable to SSWC or a Shareholders or 
any of their properties or assets, or (iv) result in a violation of any rule or regulation 
applicable to SSWC or a Shareholder or any of their properties or assets. 

c:\win\chcsapcakc\vhliii 02/25/98 4 
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SECTION 3.5 Absence of Certah Changes. Since November 30, 1997 SSWC has 
not: 

(a) suffered any Material Adverse Change; ”Material Adverse Change” means (i) 
any material change in the nature of SSWC, business, assets, financial condition, results 
of operations, or prospects, (ii) the loss of a contract which contributed in excess of 
twenty thousand dollars ($20,000.00) of revenues to SSWC in fiscal year 1997, and (iii) 
any change that creates a material limitation on the ability to conduct the business of 
SSWC as heretofore conducted; 

(b) paid, discharged or otherwise satisfied any material claims, liabilities or 
obligations (absolute, accrued, contingent or otherwise) other than the payment, discharge 
or satisfaction in the ordinary course of business and consistent with past practice; 

(c) permitted or allowed any of its material property or assets (real, or mixed, 
tangible or intangible) to be subjected to any Liens, except for: (i) Liens for current taxes 
or other governmental charges not yet due and payable, or the validity of which is being 
contested by appropriate proceedings and for which an appropriate reserve has been 
established; (ii) Liens of carriers, warehousemen, mechanics and materialmen and similar 
Liens incurred in the ordinary course of business; and (iii) zoning and other land use 
reguIations (collectively, “Permitted Liens”); 

(d) sold, transferred, or otherwise disposed of any of its properties or assets (real, 
personal or mixed, tangible or intangible), except in the ordinary course of business and 
consistent with past practice; 

(e) granted any increase in the compensation or benefits of any officer or 
employee (including any such increase pursuant to any bonus, pension, profit sharing or 
other plan or commitment) or any increase in the compensation or benefits payable or to 
become payable to any officer or employee, and no such increase is customary on a 
periodic basis or required by agreement or understanding; 

(f) made any change in severance policy or practices; 

(8) made any expenditure capitalized in accordance with SSWC’s current 
accounting policies or acquired any property or assets (other than new materials and 
supplies) for a cost in excess of $20,000, in the aggregate, excluding fi-om this aggregate 
amount expenditures in the ordinary course of business on water treatment supplies and 
equipment and new vehicles, the purchase of which has been previously disclosed to 
Chesapeake; 

(h) declared, paid or set aside for payment any dividend or other distribution in 
respect of its capital stock or redeemed, purchased or otherwise acquired, directly or 
indirectly, any shares of capital stock or other securities of SSWC; 

c:\win\chesapeake\vhliii 02/25/98 5 
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(i) made any material change in any method of tax or financial accounting or 
accounting practice or made or changed any election for Federal income tax purposes 
without the consent of Chesapeake; 

fi) paid, loaned or advanced any amount to, or sold, transferred or leased any 
properties or assets (real, personal or mixed, tangible or intangible) to, or entered into 
any agreement or arrangement with, any of its of officers, directors or stockholders or any 
affiliate or associate of any of its officers, directors or stockholders; or 

(k) agreed or planned, whether in writing or otherwise, to take any action 
described in this Section. 

SECTION 3.6 Unaudited Financial Statements. SSWC shall have fbrnished to’ 
Chesapeake prior to the date of this Agreement an unaudited balance sheet of SSWC as 
of November 30, 1997 and an unaudited statement of operations for the three month 
period ending November 30, 1997 (collectively, the ‘‘Unaudited Financial Statements”). 
The Unaudited Financial Statements are attached to this Agreement and made a part 
hereof as Exhibit 1. Such Unaudited Financial Statements shall be certified by the Chief 
Executive Offrcer of SSWC as having been prepared under his supervision; to be true, 
correct and complete in all material respects; and to reflect accurately the books and 
records of SSWC, in all material respects, subject to normal year-end adjustments. 

SECTION 3.7 No Undisclosed Liabilities. Except as and to the extent provided in 
the Unaudited Financial Statements, since November 30, 1997, SSWC has not incurred 
any liability except in the ordinary course of business consistent with past practice. 

SECTION 3.8 No Default. SSWC is not in default or violation (and no event has 
occurred that with notice or the lapse of time or both would constitute a default or 
violation) of any term, condition or provision of (i) its Articles of Incorporation or its By- 
laws, (ii) any note, bond, mortgage, indenture, license, contract, agreement or other 
instrument or obligation to which SSWC is a party or by which it or any of its properties 
or assets may be bound (unless, in the case of a contract, such default would not have a 
material adverse effect on SSWC), or (iii) any order, written injuction, decree, statute, 
rule or regulation applicable to SSWC or any of its properties or assets, unless such 
default or violation will not have a material adverse effect on SSWC. 

SECTION 3.9 Litination. There is no action, suit, proceeding, arbitration, or 
investigation pending or threatened by or before any Governmental Entity involving 
SSWC or any of its properties or assets. Neither SSWC nor any of its properties or assets 
is subject to any order, writ, judgment, injunction, decree, determination or award. There 
is no action, suit, proceeding, arbitration or investigation initiated by SSWC currently 
pending or that SSWC presently intends to initiate. 

c:\win\chcsapcakc\vhliii 02/25/9B 6 
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SECTION 3.10 Comuliance with Auulicable Law. 

(a) The business of SSWC has not been conducted in violation of any applicable 
law, ordinance, rule, regulation, decree or order of any Governmental Entity. SSWC 
holds all permits, licenses, variances, exemptions, orders and approvals of all 
Governmental Entities necessary for the lawhl conduct of its businesses (the “SSWC 
Permits”) and is in compliance with the terms of the SSWC Permits. Neither SSWC nor 
either Shareholder has received any notification of any asserted present or past failure by 
SSWC to comply with such laws, rules or regulations or such SSWC Permits, or any such 
asserted failures have been previously cured, and to the knowledge of SSWC, there is no 
pending audit, investigation or other review by any Governmental Entity to determine the 
existence of any violation of such laws, rules or regulations or such SSWC Permits. 

(b) For purposes of this Agreement, “knowledge of SSWC” or “known by 
SSWC” shall include howledge of either SSWC or either of the Shareholders. 

SECTION 3.1 1 Taxes. 

(a) Since , SSWC has been a C corporation as defined by the 
Intemal Revenue Code of 1986, as amended, and the rules and regulations promulgated 
thereunder (the “Code”). 

(b) The amounts, if any, provided as a liability on the Unaudited Financial 
Statements for all Taxes (as hereinafter defined) are adequate to cover all unpaid 
liabilities for all Taxes, whether or not disputed, that have accrued or will accrue with 
respect to or are applicable to the period ended on and including the Effective Time 
(including, without limitation, as a result of the transactions contemplated by this 
Agreement) or to any years and periods prior thereto and for which SSWC may be 
directly or contingently liable in its own right or as a transferee of the assets of, or 
successor to, any person. SSWC has incurred no Tax liabilities other than in the ordinary 
course of business for any taxable year for which the applicable statute of limitations has 
not expired. There are no liens for Taxes (other than Liens for current Taxes not yet due 
and payable, or the amount or validity of which is being contested by the appropriate 
proceedings and for which an appropriate resewe has been established) upon the 
properties or assets of SSWC or of any Shareholder. SSWC has not granted or been 
requested to grant any waiver of any statutes of limitations applicable to any claim for 
Taxes. Apart from normal elections for inventory, amortization, and depreciation, SSWC 
has made no material elections for federal income tax purposes. 

1 
(c) SSWC (i) has filed (or has had filed on its behalf) or will file or cause to be 

filed timely all Tax Returns (as hereinafter defined) required by applicable law to be filed 
prior to or as of the Effective Time and (ii) has paid all Taxes shown thereon as owing. 
Each such Tax Return is true, accurate and complete. All Taxes that SSWC is required 
by law to withhold or collect, including sales and use taxes, and amounts required to be 
withheld for Taxes of employees and other withholding taxes, have been duly withheld or 

c:\winkhcsapeake\vhliii 02/25/98 7 
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collected and, to the extent required, have been paid in a timely manner to the proper. 
govemmental authorities or are held in separate bank accounts for such purpose. 

(d) No extensions of time have been granted for SSWC to file any Tax Retum 
required by applicable law to be filed prior to or as of the Effective T h e ,  which have 
expired, or Will expire, prior to or as of the Effective Time without such Tax Return 
having been filed. 

(e) To the knowledge of the Shareholders, or as should be reasonably known by 
SSWC, none of the Tax Returns filed by or on behalf of SSWC are currently undergoing 
any Audit (as hereinafter defined), SSWC has received no notice that any Tax Return will 
undergo any Audit, and no facts exist that would constitute grounds for the assessment 
aGay t  SSWC of any material additional Taxes by any governmental authority for 
periods that have not been audited. No material issues have been raised in any Audit by 
any govemental  authority with respect to the business and operations of SSWC that, by 
application of similar principles, reasonably could be expected to result in a proposed 
adjustment to the liability for Taxes for any other period not so examined. No deficiency 
or adjustment for any Taxes has been threatened, proposed, asserted, or assessed against 
SSWC. 

(0 No power of attomey has been granted by SSWC with respect to any matter 
g to Taxes which is currently in force. 

(g) SSWC is not a party to any agreement providing for e allocation or sharing 
of Tqxes. 

(h) SSWC has not entered into any agreement that would result in the 
disalfowance of any tax deduction pursuant to Code Section 280G (relating to “golden 
parachutes”). 

I (i) No “consent” within the meaning of Code Section 341(f) has been filed with 
respyt to SSWC (relating to “collapsible corporations”). 

(j) None of the assets of SSWC constitutes tax-exempt bond financed property or 
tax- empt use property within the meaning of Code Section 168, and none of the assets 
reflected on the Unaudited Financial Statements is subject to a lease, safe harbor lease or 
other arrangement as a result of which SSWC is not treated as the owner of such assets 
for f deral income tax purposes. 

(k) To the knowledge of or as reasonably should be known by SSWC, the basis 
of a i depreciable or amortizable assets, and the methods used in determining allowable 
depreciation or amortization (including cost recovery) deductions of SSWC, are 
materially correct and in compliance with the Code. 

4 

1 
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(1) To the knowledge of SSWC, SSWC is not required to make any material 
adjustment under Code Section 481(a) by reason of a change or proposed change in 
accounting method or otherwise. 

(m) For purposes of this Agreement: 

(i) the term ‘Taxes” shall mean all taxes, charges, fees, duties (including 
customs duties), levies or other assessments, including income, gross receipts, net 
proceeds, ad valorem, turnover, real and personal property (tangible and intangible), 
sales, use, franchise, excise, value added, stamp, leasing, lease, user, transfer, hel ,  excess 
profits, occupational, interest equalization, windfall profits, severance, license, payroll, 
environmental, capital stock, disability, employee’s income withholding, other 
withholding, unemployment and Social Security taxes, which are imposed by any federal, 
state or local governmental authority, and such term shall include any interest, penalties 
or additions to tax attributable thereto; 

(ii) the term “Tax Return” shall include all federal, state and local tax 
returns, declarations, statements, reports, schedules, forms and information returns and 
any amended Tax Return relating to Taxes; and 

(5) the term “Audit” shall include any taxjng authority’s audit, assessment 
of Taxes or other examination proceedings or appeal of such proceedings relating to 
Taxes. 

SECTION 3.12 ERISA. 

(a) Except as and to the extent described in subparagraph (g) hereof, SSWC does 
not maintain or contribute to any “employee benefit plan,” a s  such term is defined in the 
Employee Retirement Income Security Act of 1974, as amended, and the rules and 
regulations promulgated thereunder (“ERISA”). The employee benefits plans disclosed 
in subparagraph (8) hereof are referred to as the “ERISA Plans.” With respect to any 
ERISA PIan, SSWC has provided Chesapeake with a true and complete copy of each of 
the following: (i) the current plan document (including all amendments) and the most 
recent summary plan description; (ii) the annual report on Form 5500 for the most recent 
year for which such report has been filed; (iii) each related .trust agreement, insurance 
contract or investment management agreement; and (iv) the most recent Internal Revenue 
Service (“IRS’) determination letter. Any obligation of SSWC to provide postretirement 
benefits or postemployement benefits under any EEUSA Plan is reflected in SSWC’s most 
recent fmancial statements. 

I 

(b) SSWC has complied in all material respects with all applicable provisions of 
ERISA and the Code and with any other laws, rules, and regulations that are applicable to 
the ERISA Plans, except for compliance failures that individually or in the aggregate 
would not have a material adverse effect on SSWC. 

c:\win\chesapeakc\vhliii 02/25/98 9 
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(c) SSWC has not offered to provide health insurance coverage to any 
individual, or to the family members of any individual, for any period extending beyond 
the termination of the individual’s employment, except to the extent required by the 
health care continuation coverage (“COBRA”) provisions in ERISA and the Code. 

be terminated within a period of 30 days, without paymknt of additional 

(d) SSWC has not at any time during the ten calendar years preceding the year of 
the merger maintained, or contributed to, any defined benefit plan covered by Title IV of 
ERJSA or incurred any liability under Title IV of ERISA, and the transactions 
contemplated by this Agreement will not subject SSWC to any liability under Title N of 
ERISA. 

(e) There are no pending or, to the knowledge of SSWC, threatened claims (other 
than routine claims for benefits) by or on behalf of any ERISA Plan, or otherwise 
involving any ERISA Plan, by any participant, beneficiary, or fiduciary under such 
ERISA Plan. 

SECTION 3.13 Environmental Matters. 

(a) Neither SSWC nor either Shareholder has learned, been advised, or received 
any communication (Written or oral), whether from a governmental authority, citizens 
group, employee or otherwise, that alleges or suggests that SSWC or either Shareholders 
is not in fill compliance with the Environmental Laws, 

(b) To the knowledge of SSWC and each Shareholder, there are no 
Environmental Claims (as hereinafter defined) pending or threatened against SSWC or 
either Shareholder or against any person or entity whose liability for any Environmental 
Claim SSWC or either Shareholder has assumed, either contractually or by operation of 
law, and neither SSWC nor either Shareholder knows of any facts or allegations that 
could result in hture Environmental Claims. 

(c) To the knowledge of SSWC and each Shareholder, none of the Real Property, 
(as defined herein), nor any other property leased by SSWC, is on the National Priorities 
List or the Comprehensive Environmental Response Compensatiod and Liability 
Information System, and no such property is a Resource Conservation $d Reserve Act 
“permitted facility.” No such property is permitted by the State of Maryland to be used 
as a landfill or disposal site of any type. 
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(d) To the knowledge of SSWC and each Shareholder, and without limiting the 
generality of Section 3.10 of this Agreement, all applicable laws, ordinances, rules, 
regulations, decrees or orders of any Governmental Entity having to do with SSWC’s 
businesses, including but not limited to water treatment, well-drilling, clean water or 
water composition andor the handling, use and disposal of chemicals or chemical 
products or wastes, have been and are being fully complied with and adhered to. 

(e) For purposes of this Agreement: 

(i) “Environmental Claim” means any claims, action, cause of action, 
litigation, proceeding, order, decree, investigation or notice (written or oral) alleging 
potentia1 liability or responsibility (including, without limitation, potential liability or 
responsibility for investigatory costs, cleanup costs, costs of compliance with laws, 
requirements, guidelines, or orders, governmental response costs, natural resources 
damages, property damages, personal injuries, or penalties) arising out of, based on or 
resulting f?om(a) the presence, or release into the environment, of any Material of 
Environmental Concern at any location, whether or not owned or operated by SSWC or 
(b) circumstances forming the basis of any violation, or alleged violation, of any 
Environmental Law. 

(ii) “Environmental Laws” means all Federal, state and local laws, 
regulations, ordinances, rules, guidelines, orders, directives, judgments and 
determinations relating in any way to pollution or protection of human health or the 
environment (including, without limitation, ambient air, surface water, ground water, land 
surface or subsurface strata), including, without limitations, laws and regulations relating 
to emissions, discharges, releases or threatened releases of Materials of Environmental 
Concem, or otherwise relating to the manufacture, processing, di tribution, use, treatment 
storage, disposal, transport or handling of Materials of En omental Concern, as 

( 5 )  “Materials of Environmental Concern” me s chemicals, pollutants, 
contaminants, hazardous material, hazardous substances, 1 ardous wastes, toxic 

amended from time to t h e .  

substances, petroleum and petroleum products, and any substance controlled or regulated 
by any Environmental Law. 

SECTION 3.14 Change in Control. SSWC is not alparty to any contract, 
agreement or understanding which contains a “change in contr 1,” “potential change in 
control” or similar provision. The consummation of the transacti ns contemplated by this 

result in any payment (whether of severance pay or otherwise) byoming due from SSWC 
to any person. I 

Agreement will not (either alone or upon the occurrence of any id , ditional acts or event) 

SECTION 3.15 Intellectual Propertv. SSWC owns, or is licensed or otherwise 
has the full right to use, a11 copyrights, trademarks and service marks (including all 
applications and registrations therefor), trade names, computer sofhvare, patents 
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(including applications therefor), and all other intellectual property that is necessary for 
the conduct of its business as heretofore conducted (collectively, the “Intellectual 
Property”), including but not limited to, a valid and subsisting franchise agreement (the 
“Franchise Agreement”) with Ecowater, a true and complete copy of which, with any and 
all amendments, addenda or modifications, is attached as Exhibit 2 hereto. There are no 
outstanding claims, judgments, settlements or proceedings against SS WC asserting the 
invalidity, abuse, mkuse or unenforceability of the Intellectual Property or the Franchise 
Agreement. 

SECTION 3.16 Contracts and Commitments. 

(a) SSWC has no agreements, contracts, commitments, or restrictions that are 
material to its business, prospects, financial condition, working capital, assets, liabilities . 
(absolute, accrued, contingent or otherwise) or operations. 

@) There are no purchase contracts or commitments of SSWC, except the 
, copies of which have been previously provided to contracts with 

Cheskipeake. 

(c) There are no outstanding sales contracts or commitments of SSWC, except the 
contracts, copies of which have been previously provided to Chesapeake. 

(d) SSWC has no outstanding contracts with officers, directors or employees that 
are not cancelable by it on notice of not Ionger than h t y  (30) days and without liability, 
penalty, or premium, except for any agreement or arrangement providing for the payment 
of any bonus or commissions based on sales or earnings. 

\ 

4 
(e) SSWC is not resbicted by agreement fiom carrying on its business anywhere 

in the world. 

( f )  SSWC’s debts, obligations, and liabilities, including any guaranties or 
agreements to assume debts or liabilities of others, are shown on Exhibit 1. The debts, 
obligations, and liabilities represent the same indebtedness shown on the November 30, 
1997 Unaudited Financial Statements, except for non-material changes to dollar amounts 
as a result of payments made or interest accrued in the ordinary course of SSWC’s 
business since the Unaudited Financial Statements were prepared. 

SECTION 3.17 Labor Relations. As of the date hereof, there is no strike or other 
labok dispute pending against SSWC. SSWC is not bound by or subject to (and none of 
its properties or assets is bound by or subject to) any written or oral, express or implied, 
contract, commitment or arrangement with any labor union, and no labor union has 
requested or sought to represent any of the employees, representative or agents of SSWC, 
nor is SSWC aware of any labor organization activity involving its employees. 
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SECTION 3.18 Emdovee Benefit Plans. SSWC has previously given to 
Chesapeake true and correct copies of its manuals, work rules, policies or other 
guidelines relating to employee compensation, retirement and severance and each 
employment or consulting contract to the extent they exist. There are no other significant 
employee benefit plans, programs or arrangements, maintained or contributed to by 
SSWC, other than those listed at Exhibit 3. 

SECTION 3.19 Personnel. SSWC has finished to Chesapeake a list of the 
names and current salaries of each officer and employee of SSWC as of the date of this 
Agreement, including a complete and correct list of all written e ployment, 
compensation, severance, consulting or indemnification contracts between SS k C and its 
present or former employees, officers, directors and consultants to the extent SSWC has 
any continuing obligations thereunder. SSWC has made available to Chesapeake true . 
and correct copies of all such agreements. 

SECTION 3.20 Insurance. SSWC has supplied to Chesapeake an accurate and 
complete list of all policies o f  fire, liability, workmen’s compensation and other forms of 
insurance owned or held by SSWC. All such policies are in full force and effect, all 
premiums with respect thereto covering all periods up to and including the Effective 
Time will have been paid, and no notice of cancellation of termination has been received 
with respect to ‘any such policy. All known claims, if any, made against SSWC that are 
covered by insurance have been disclosed to and accepted by the appropriate insurance 
companies have been previously disclosed to Chesapeake and, to the best knowledge of 
SSWC, are being defended by such appropriate insurance companies. 

SECTION 3.21 Receivables. All accounts and notes due and uncollected as 
reflected on the Unaudited Financial Statements, and all accounts and notes due and 
uncollected and arising subsequent to November 30, 1997: (i) have arken in the ordinary 
course of business of SSWC; and (ii) represent valid obligations due to SSWC 
enforceable in accordance with their terms. SSWC has previously made available to 
Chesapeake lists of the aging and amounts of all accounts and notes due and uncolIected 
at November 30, 1997. SSWC has no agreements, arrangements or commitments with 
related parties (including stockholders, directors and officers), other than indebtedness 
that was entered into on an arm’s length basis and which is filly reflected on the 
Unaudited Financial Statements which are a part hereof. 

SECTION 3.22 Real Propertv. 

(a) Attached as Exhibit 4 is a true and complete list and description of all real 
property and land owned by SSWC or either of the Shareholders and used in the business 
of SSWC, and the buildings, improvements and structures located thereon (“Real 
Property”). 

I 
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’ 
(b) As of the Eff’ective Time, SSWC has or will have good and marketable title to 

the Real Property in fee simple and to the structures and fixtures attached or appurtenant 
to the Real Property, fiee and clear of all Liens, except Permitted Liens. 

(c) Neither SSWC nor any Shareholder has received any notice of or writing 
referring to any requirements or demands by any insurance company that has issued a 

covering any part of any Real Property or by any board of fire underwriters or 
exercising similar functions that any repairs or work be done on any part of 

SECTION 3.23 Absence of Certain Payments. Neither SSWC, or any of its 
affiliates or any of their respective officers, directors, employees or agents or other people 
acting on behalf‘ of any of them, have engaged in any activity prohibited by the United 
States Foreign Cormpt Practices Act of 1977 or any other similar law, or, without 
limiting the generality of the preceding clause, used any corporate or other funds for 
unlawful contributions, payments, gifts or entertainment, or made any unlawful 
exp ditures relating to political activity to govemment officials or others. 

SECTION 3.24 DiscIosure. No representation or wmanty by SSWC or either 
Sha holder in this Agreement, and no statement in any document, schedule or certificate 
f i ~  hed or to be furnished by SSWC or either Shareholder to Chesapeake pursuant to 
the rovisions hereof or in connection with the transactions contemplated hereby, 
contains any untrue statement of material fact or omits to state any material fact necessary 
in order to make the statements herein or therein, in light of the circumstance under which 
they were made, not misleading. 

s 
I 

ARTICLE IV 
REPRESENTATIONS AND WARRANTlES OF CHESAPEAKE 1 

Chesapeake represents and warrants to SSWC and the Shareholders as follows: 

SECTION 4.1 Corporate Organization. Each of Chesapeake and CPK Sub-B is a 
corporation duly organized, validly existing and in good standing under the laws of the 
juri&ction of its incorporation and has all requisite corporate power and authority to 
own, lease and operate its properties and to carry on its business as now being conducted. 
Chesapeake is duly qualified or licensed to do business and is in good standing in each 
jurisdiction in which the property owned, leased or operated by it  or the nature of the 
business conducted by it makes such qualification or licensing necessary, unless failure to 
do so would not result in a material adverse effect (for purposes of this Agreement, the 
phrase “material adverse effect on Chesapeake” will mean such effect on Chesapeake and 
its subsidiaries, taken as a whole). The Certificate of Incorporation and By-laws of 
Chesapeake, as currently in efffect, are filed as exhibits to Chesapeake’s Annual Report on 
Fom 10-K. Chesapeake has heretofore delivered to the Sellers accurate and complete 
copies of its Certificate of Incorporation and By-laws. 

1 
1 
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SECTION 4.2 Authority Relative to this Agreement. Each of Chesapeake and 
CPK Sub-B has full corporate power and authority to execute and deliver this Agreement 
and to consummate the transactions contemplated hereby. The execution and delivery of 
this Agreement and the consummation of the transactions contemplated hereby have been 
duly and validly authorized and approved by the Boards of Directors of Chesapeake and 
CPK Sub-B and by Chesapeake as the sole stockholder of CPK Sub-B y d  no other 
corporate proceedings on the part of Chesapeake or CPK Sub-B are necessary to 
authorize this Agreement or to consummate the transactions so contemplated. This 
Agreement has been duly and validly executed and delivered by each of Chesapeake and 
CPK Sub-B and constitutes a legal, valid and binding agreement of each of Chesapeake 
and CPK Sub-B, enforceable against each of Chesapeake and CPK Sub-B in accordance 
with its terms. I 

t 
SECTION 4.3 Consents and Amrovals: No Violations, Except for the filing and 

reco ation of the Articles of Merger, as required by the MGCL, and the filing with the 
De1 are Public Utilities Commission, no filing with or notification to and no permit, 
auth f rization, consent, waiver or approval of, any Governmental Entity, is necessary for 
the consummation by Chesapeake of the transactions contemplated by this Agreement. 
Neither the execution and delivery of this Agreement by Chesapeake or CPK Sub-B nor 
the consumma ‘on by Chesapeake and CPK Sub-B of the transactions contempjated 
hereby nor co liance by Chesapeake or CPK Sub-B with any of the provisions hereof 
will: (i) cadi t with or result in any breach of any provision of the Certificate of 
Incorporation or By-Laws of Chesapeake or any of its subsidiaries; (ii) result in a 
violation or breach of, or constitute a default under, any of the terms, c nditions or 
provisions of any note, bond, mortgage, indenture, license, contract, agree nt or other 
instrument or obligation to which Chesapeake or any of its subsidiaries is a party or by 
which any of them or any of their respective properties or assets may be ound; (iii) 
violate any order, writ, injuction, decree, or statute applicable to Chesape e or CPK 

regulation app l? cable to Chesapeake or CPK Sub-B or any of their properties or assets, 
unless such violation would not result in a material adverse effect on Chesapeake or CPK 

+ 
Sub-B or any f their properties or assets, or; (iv) result in a violation of i any rule or 

Sub-B or the Merger. I 
I I SECTION 4.4 SEC Rmorts. Chesapeake has filed on a timely basis all required 

forms, reports, registration statements and documents with the Securities and Exchange 
Commission (“SEC’) since January 1, 1994 (collectively, the “Chesapeake SEC 
Reports”), each of which has complied in all materials respects with all applicable 
requirements of the Securities Act of 1993 (the “Securities Act”) and the Securities 
Exchange Act of 1934 (the ‘%Exchange Act”), as each was in effect on the dates so filed. 
At the request of SSWC or either of the Shareholders, Chesapeake will deliver Form 10- 
K’s, proxy statements, Quarterly Reports, Form 10-Q’s, Annual Reports to Shareholders 
andor Form 8-K’s as duly filed in the last three (3) fiscal years. The audited 
consolidated financial statements and unaudited consolidated interim financial statements 
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of Chesapeake included in the Chesapeake SEC Reports are true, correct and complete in 
all material respects. 

SECTION 4.5 CPK Sub-B. CPK Sub-B has not conducted any operations or 
incurred any liabilities or obligations other than arising under or in connection with its 
formation and the transactions contemplated by this Agreement. 

SECTION 4.6 ChesaDeake Shares. All of the shares of Chesapeake Common 
Stock to be issued in connection with the Merger will, at the time of such issuance, be 
validly issued, fully paid and nonassessable and fiee of preemptive rights and fiee of any 
adverse liens, claims, charges or encumbrances. 

SECTION 4.7 Disclosure. No representation or warranty by Chesapeake in this 
Agreement, and no statement contained in any document (including without limitation, 
the Chesapeake SEC Reports), schedule or certificate furnished or to be furnished by 
Chekpeake to SSWC or the Shareholders pursuant to the provisions hereof or in 
connection with the transactions contemplated hereby, contains any untrue statement of 
material fact or omits to state any material fact necessary in order to make the statements 
herein or therein, in light of the circumstances under which they were made, not 
misleading. 

SECTION 4.8 EmDlovee Benefit Plans. Chesapeake has previously given to 
SSYC true and correct copies of its personnel manuals, rules, policies or other guidelines 
relating to employee compensation and retirement, for those benefits plans and guidelines 
that will be extended to SSWC employees, including Shareholder Dashiell J. Shannahan, 
following the Merger. Except as previously disclosed to SSWC and Shareholders in 
writing, there are no other significant employee benefit plans, programs or arrangements, 
maintained or contributed to by Chesapeake (excluding the pension plan, severance, 
employment or consulting contracts, and also excluding the Employment and Non- 
Competition Agreement attached hereto as Exhibit 7). 

ARTICLE V 
COVENANTS OF SSWC AND SHAREHOLDERS 

SSWC and each of the Shareholders, severally and not jointly, each covenants and 
agrees as follows: 

SECTION 5.1 Conduct of Business PendinP the Merger. Except as otherwise 
sp ifically provided in this Agreement or as otherwise consented to in writing by 
Ch apeake, fiom the date of this Agreement to the Effective Time, SSWC will (and each 
Sh 1 eholder will cause SSWC to) conduct its operations only in the o rd ina j  and usual 
course of business and consistent with past practices and will preserve intact its present 
business organization, take all reasonable efforts to keep available the services of its 
present officers, employees and consultants and preserve its present relationships with 
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licensors, licensees, customers, suppliers, employees, labor organizations and others with 
whom it has a significant business relationship. Without limiting the generality of the 
foregoing, SSWC will not, directly or indirectly (and each Shareholder will cause SSWC 
not to), fiom the date of this Agreement to the Effective Time, without the pnor written 
consent of Chesapeake: 

(a) adopt any amendment to or otherwise change its Articles of Incorporation or 
By-laws or other organizational documents; 

(b) authorize for issuance, sale, pledge, disposition or encumbrance, or issue, sell, 
pledge, dispose of or encumber (whether through the issuance or granting of options, 
warrants, commitments, subscriptions, rights to purchase, convertible securities or 
otherwise), any capital stock of any class or any other securities of, or any other 
ownership interest in, SSWC or amend any of the terms of any such securities or 
agreements outstanding on the date hereof; 

(c) reclassify, combine, split or subdivide any shares of its capital stock, declare, 
set aside or pay any dividend or other distribution (whether in cash, securities or property 
or any combination thereof) in respect of any class or series of its apital stock; 

(d) redeem, purchase or otherwise acquire, or prop0 or offer to redeem, 
purchase or otherwise acquire, any outstanding shares of SSWC ommon Stock or other 
securities of SSWC; f 

(e) organize any new subsidiary, acquire any capital stock or equity securities of 
any corporation or acquire any equity or ownership interest (financial or otherwise) in any 
business; 

(0 (i) incur, assume or prepay any material liability, including, without limitation, 
any indebtedness for borrowed money except in the ordinary course of business and 
codistent with past practice, and in no event in excess of $50,000, (ii) assume, guarantee, 
endorse or otherwise become liable or responsible (whether directly, contingently or 
otherwise) for obligations of any third party, (iii) make any loans, advances or capital 
contributions to, or investments in, any third party, (iv) mortgage or pledge any of its 
material properties or assets, tangible or intangible, or create any material Lien thereupon 
other than Permitted Liens, or (v) authorize any new capital expenditures which, 
individually or in the aggregate, are in excess of $20,000; 

1 (g) license (except to end users in the ordinary course of business; consistent with 
past practice and pursuant to a written license agreement) or otherwise transfer, dispose 
of, permit to lapse or otherwise fail to preserve any of SSWC's Intellectual Property, or 
dispose of or disclose to any person any trade secret, formula, process or know-how not 
heretofore a matter of public knowledge; 
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(h) enter into any agreement, contract, commitment or transaction other than in 
the ordinary course of business, consistent with past practices, that would contravene the 
representation set forth in Section 3.16 hereof, if entered into prior to the date of this 
Agreement; 

I 

(i) increase the compensation payable or to become payable to its officers or 
employees, except for increases in salary or wages of non-officer employees of SSWC in 
accordance with past practices, or grant any severance or termination pay or stock options 
to, or enter into any employment or severance agreement with any director, officer, or 
other employee of SSWC, or establish, adopt, enter into, or amend any collective 
bargaining, bonus, profit sharing, thrift, compensation, stock option, restricted stock, 
pension, retirement, deferred compensation, employment, termination, severance, or other 
plan, agreement, trust, f h d ,  policy, or arrangement for the benefit of any current or 
former directors, officers, or employees; 

0) cancel any debts or waive, release or relinquish any material contract rights or 
other rights of substantial value other than in the ordinary course of business, consistent 
with past practices; 

(k) authorize, recommend, propose or enter into or announce an intention to 
authorize, recommend, propose or enter into an agreement in principle or a definitive 
agreement with respect to any merger, consolidation, liquidation, dissolution, or business 
combination, any acquisition of a material amount of property or assets or securities or 
any disposition of a material amount of property or assets or securities; 

(1) make any material change with respect to accounting policies or procedures 
except as may be required by generally accepted accounting principles; 

(m) pay, discharge or satis9 any claims, liabilities or obligations (absolute, 
accrued, asserted or unasserted, contingent or otherwise) other than the payment, 
discharge or satisfaction in the ordinary course of business, consistent with past practice, 
of liabilities reflected or reserved against in the Unaudited Financial Statements or 
incurred in the ordinary course of business consistent with past practices since the date 
hereof; or 

(n) commit or agree (in writing or otherwise) to take any of the foregoing actions 
or any action which would make any representation or warranty in this Agreement untrue 
or incorrect, including as of the date hereof and as of the Effective Time. 

SECTION 5.2 Access to Information. Upon reasonable notice and subject to 
restrictions contained in confidentiality agreements with third parties to which SSWC is 
subject (from which SSWC shall Use reasonable efforts to be released), SSWC shall 
afford to the officers, employees, accountants, counsel, environmental consultants and 
other representatives of Chesapeake, reasonable access, during noma1 business hours 
during the period pnor to the Effective Time, to all its properties, books, contracts, 

c:\w'nkhesapcake\vhliii 0225198 18 



LAWS 84 LAWS @I 025 2 /25 /98  15:44 18410 749 7509 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

I 
I 

1 

commitments and records and, during such period, SSWC shall furnish promptly to 
Chesapeake all information concerning its business, properties and personnel as 
Chesapeake may reasonably request. 

SECTION 5.3 No Solicitation. Shareholders and SSWC will not initiate or solicit, 
directly or indirectly, any inquiries or the making of any proposal with respect to, or 
engage in negotiations concerning, provide any information or data to, or have any 
discussions with any Third Party (as hereinafter defined) relating to, any public offering 
of securities of, or acquisition, business combination or purchase of all or any significant 
portion of the properties or assets of, or any equity interest in, SSWC (an "Acquisition 
Proposal"). Shareholders and SSWC will immediately cease any existing activities, 
discussions or negotiations with any Third Party conducted heretofore with respect to any 
Acquisition Proposal. Shareholders and SSWC shall immediately notify Chesapeake if, 
subsequent to the date hereof, any such negotiations, provision of information or data or 
discussions are entered into or made or any such inquiries are received in respect thereof, 
and shall provide details with, including the identity of such Third Party and the price and 
terms of any Proposal. As used in this Agreement, the term "Third Party" means any 
"group", as such terms are defined in Section 13(d) of the Exchange Act, other than 
Chesapeake or any af5liate of Chesapeake. 

9 SECTION 5.4 Further Information. As soon as practicable after such information 
becomes avaitabIe, and in any event not later than thirty (30) days after the end of each 
fiscal month, SSWC shall provide to Chesapeake an unaudited balance sheet as of the end 
of such month and the related consolidated statements of results of operations and 
statements of cash flows for such period. 

SECTION 5.5 Affiliates. Prior to the execution of this Agreement, SSWC shall 
deliver to Chesapeake a letter identifyrng all persons who may be deemed, as of the date 
of this Agreement, "affiliates" of SSWC for purposes of Rule 145 under the Securities 
Act. SSWC shall cause each person named in such letter to deliver a written agreement 
substantially in the form attached hereto as Exhibit 5. 

ARTICLE VI 
COVENANTS OF CHESAPEAKE 

SECTION 6,l Emdovment Matters. It is Chesapeake's present intention to 
integrate, following the Effective Time, certain employee benefit plans currently 

tained by Chesapeake and its subsidiaries and SSWC, respectively. To the extent 
SSWC employees become participants in any such plans of Chesapeake and its 

subsidiaries ("Chesapeake Plans") following the Effective Time, SS WC employees shall 
be ,credited under the Chesapeake Plans for prior years of service with SSWC for 
purposes of eligibility and vesting, to the extent such service was recognized by SSWC 
under any similar employee benefit plan. With respect to Chesapeake's pension plan, 
S S  WC employees will not become participants. With respect to the Chesapeake 40 1 (k) 

T 
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Plan, SSWC employees will not be entitled to retroactive matching contributions for 
years of service prior to the Effective Time. 

SECTION 6.2 Release of Personal Guaranties. At the Effective Time, Chesapeake 
shall pay all indebtedness of SSWC that has been reasonably incurred in connection with 
its business and is guaranteed or co-signed by a Shareholder. Exhibit 6 hereof includes a 
complete schedule of all such indebtedness currently outstanding. 

ARTICLE VII 
MUTUAL COVENANTS 

SECTION 7.1 Reasonable Efforts. Subject to the terms and conditions of this 
Agreement, each of the parties hereto agrees to use all reasonable efforts to take, or cause 
to be taken, all actions, and to do, or cause to be done, all &ings necessary, proper or 
advisable to assure that all conditions to Closing set forth in Article VIII of this 
Agreement are satisfied as expeditiously as possible including, without limitation, the 
preparation and filing of all forms, registrations and notices required to be filed to 
consummate the transactions contemplated hereby and the taking of such actions as are 
necessary to obtain any requisite approvals, consents, orders, exemptions, or wa.ivers by 
any public or private third party. Each party shall promptly consult with the other with 
respect to, provide any necessary information with respect to, and provide the other (or its 
counsel) copies of all filings made by such party with any Governmental Entity in 
connection with this Agreement and the transactions contemplated hereby. 

SECTION 7.2 Brokers or Finders. No agent, broker, investment banker, financial 
advisor or other firm or person is or will be entitled to any brokers’ or finder’s fee or any 
other commission or shnilar fee in connection With any of the transactions contemplated 
by this Agreement. 

SECTION 7.3 Notification of Certain Matters. SSWC and each of the 
Shareholders shall give prompt notice to Chesapeake and CPK Sub-B, and Chesapeake 
and CPK Sub-B shall give prompt choice to SSWC and Shareholders, of the occurrence 
(or non-occurrence) of any event which would be likely to cause any Tpresentation or 
warranty contained in this Agreement to be untrue or inaccurate in any respect (including 
as of the Effective Time) and of any failure of either party to comply With or satisfy any 
covenant, condition or agreement to be complied with or satisfied by it hereunder; 
provided, however, that delivery of any notice pursuant to this Section 7.3 shall not limit 
or otherwise affect the remedies available to either party hereunder. 

SECTION 7.4 Fees and Exuenses. Whether or not the Merger is consummated, all 
costs and expenses incurred in connection with this Agreement and the transactions 
contemplated hereby, including the parties’ respective legal fees, shall be paid by the 
party incurring such expenses, except that Chesapeake will reimburse such expenses of 
SSWC or Shareholders up to a maximum of $ 
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SECTION 7.5 Further Assurances. After the Closing, Chesapeake and the 
Shareholders shall from time to time, at the request of the other party and without further 
cost or expense to the requesting party, execute and deliver such other khurnents  of 
conveyance and transfer and take such other actions as such other party may reasonably 
request in order more effwtively to carry out this Agreement. 

ARTICLE VIII 
CONDITIONS 

SECTION 8.1 7. The 
respective obligations of each party to effect the Merger shall be subject to the 
satisfaction at or prior to the Effective Time of the following conditions: 

(a) No statute, rule, regulation, executive order, decree or injunction, by any 
United States court or Governmental Ent;ty of competent jurisdiction, shall be in effect 
that prohibits the consummation of the Merger. 

0) The Closing shall have taken place no later than April 30, 1998. 

SECTION 8.2 Conditions of Obligations of SSWC and the Shareholders. The 
obligation of SSWC and the Shareholders to effect the Merger is fiu-ther subject to the 
satisfaction at or prior to the Effective Time of the following conditions, unless waived 
by SSWC and the Shareholders: 

(a) The representations and warranties of Chesapeake set forth in this Agreement 
shall be true and correct in all material respects as of the date of this Agreement and as of 
the Effective Time. 

(b) Chesapeake shall have performed and complied, in all material respects, with 
all obligations, covenants and conditions required to be performed or complied with by it 
under this Agreement at or prior to the Effective Time. 

(c) Chesapeake shall have obtained all consents, approvals, authorizations and 
permits required fiom third parties and any Governmental Entity (applicable to 
Chesapeake and its subsidiaries) necessary for the consummation by Chesapeake of the 
transactions contemplated by this Agreement. 

(d) Chesapeake shall have executed and delivered an Employment and Non- 
Competition Agreement with Dashiell J. Shannahan substantially in the form of Exhibit 7 
attached hereto. 

(e) SSWC and the Shareholders shall have received from legal counsel for 
Chesapeake an opinion substantially in the form of Exhibit 8 attached hereto. 
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(0 From the date of this Agrement through the Effective T h e ,  Chesapeake shall 
not have suffered a Material Adverse Change. 

(g) The Chesapeake shares to be issued pursuant to this Agreement shall have 
been listed on the New York Stock Exchange. 

SECTION 8.3 Conditions of Obligations of ChesaDeake. The obligation of 
Chesapeake to effect the Merger is further subject to the satisfaction at or prior to tbe 
Effective Time of the following conditions, unless waived by Chesapeake: 

(a) The representations and warranties of SSWC and the Shareholders set forth in 
this Agreement shall be true and correct in all material respects as of the date of this 
Agreement and as of the Eff'ective Time. 

(b) SSWC and the Shareholders shall have performed and complied with, in all 
material respects, a l l  obligations, covenants and conditions required to be performed or 
complied with by it under this Agreement at or prior to the Effective Time. 

(c) SSWC and the Shareholders shall have obtained all consents, approvals, 
authorizations and permits required from third parties and any Governmental Entity 
(applicable to SSWC) necessary for the consummation by SSWC and the Shareholders of 
the transactions contemplated by this Agreement. 

(d) Dashiell J. ShanTlahan shall have executed and delivered an Employment and 
Non-Competition Agreement with Chesapeake substantially in the form of Exhibit 7 
attached hereto. 

(e) The lands and improvements, presently titled in the name of Shareholder 
Dashiell 5. Shannahan, individually (which is part of the Real Property, as defined herein 
and more particularly described on Exhibit 4), shall be retitled in the name of SSWC, at 
or prior to the Effective Time. 

( f )  Chesapeake shall have received from counsel to the Shareholders and to 
SSWC an opinion substantially in the form of Exhibit 9 attached hereto. 

(g) Chesapeake shall have received From each Shareholder an investment letter, 
substantially in the form of Exhibit 10 attached hereto. 

(h) From the date of this Agreement through the Effective time, SSWC shall not 
have suffered a Material Adverse Change. 

(i) All necessary approvals from the Delaware Public Service Commission 
regarding the issuance of the shares of Chesapeake Common Stock shall have been 
granted by final order. 
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(j) The results of the due diligence investigation being conducted by Chesapeake 
with respect to SSWC, shall be acceptable to Chesapeake, in Chesapeake’s sole 
discretion. 

ARTICLE IX 
SURVIVAL AND INDEMNIFICATION 

SECTION 9.1 Survival of Remesentations and Warranties. All statements, 
certifications, representations, warranties, covenants, agreements and obligations 
provided for herein shall survive beyond the Effective Time and continue (and shall not 
in any manner be affected or impaired by the consummation of the transactions 
contemplated by this Agreement) until the time specified in Section 9.2 hereof or until the 
termination of this Agreement pursuant to Section 10.1. 

SECTION 9.2 Indemnification. 

(a) Indemnitv bv Chesapeake. 

(i) Chesapeake shall indemnify and defend and hold each Shareholders 
harmless ftom and against all claims, liabilities, damages, losses and expenses (including 
reasonable attorneys’ fees) of every kind and character (exclusive of any amounts covered 
by Section 9.20>)) resulting from or relating to or arising out of the inaccuracy, 
nonfidfillment, nonperformance or breach of any representation, warranty, covenant, 
agreement or obligation of Chesapeake contained herein. 

(ii) No Shareholder shall have any claim for indemnification hereunder 
unless such claim is asserted not later than the earlier of (A) one year following the 
Effective Time or (8) the date on which an independent audit report on Chesapeake is 
issued which reflects the Merger; but if such claim is asserted within such time period, 
any such Shareholder’s right to indemnification for such matters shall continue until such 
liability is finally determined by written settlement between the parties involved or by a 
final judgment ordered by a court of competent jurisdiction. No indemnification shall be 
payable to Shareholders in excess of $200,000, exclusive of amounts payable as a result 
of a knowing, fiaudulent, or intentional breach by Chesapeake. 

(b) Indemnitv by the Shareholders. 

(i) Shareholders shall indemnify and defend and hold Chesapeake and its 
affiliates harmless fi-om and against all claims, liabilities, damages, losses and expenses 
(including reasonable attorneys’ fees) of every kind and character (exclusive of any 
amounts covered by Section 9.2(a)) resulting from or relating to or arising out of the 
inaccuracy, nonfulfillment, nonperformance or breach of any representation warranty, 
covenant, agreement or obligation of Shareholders or SS WC contained herein. 
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(ii) Chesapeake shall have no claim for indemnification hereunder unless 
such claim is asserted not later than the earlier of (A) one year following the Effective 
Time or (B) the date on which an independent audit report on Chesapeake is issued which 
reflects the Merger; but if such claim is asserted within such time period, Chesapeake’s 
right to indemnity for such matters shall continue until such liability is finally determined 
by written settlement between the parties involved or by a final judgment ordered by a 
court of competent jun’sdiction, No indemnification shall be payable to Chesapeake in 
excess of $200,000 exclusive of amounts payable as a result of knowing, fiaudulent or 
intentional breach by either Shareholder. 

(c) Each Shareholder’s rights to indemnification hereunder may not be transferred 
or assigned, except in accordance with the laws of descent and distribution. 

(d) Amounts due to or by Chesapeake under this Article IX shall be paid, to the 
eake Common Stock. 
Common Stock shall 
the Effective Time. 

extent held or other limit prescribed by law or regulation, in 
For purposes of this Section 9.2(d), the value of such 
be deemed to be the closing market price of the 

ARTICLE X 
TERMINATION AND AMENDMENT 

SECTION 10.1 Termination. This Agreement may be terminated at any time 
prior to the Effective Time: 

(a) by mutual consent of Chesapeake, SSWC and the Shareholders; 

@) by either Chesapeake or the Shareholders, if the Closing shall not have been 
consummated on or before April 30, 1998 (unless the failure to consummate the merger 
by such date shall be due to the action or failure to act of the party seeking to terminate); 
or 

(c) by either Chesapeake, SSWC or the Shareholden, if any permanent injunction 
or other order of a court or other competent authority preventing the consummation of the 
Merger shall have become final and nonappealable. 

SECTION 10.2 Effect of Termination. In the event of the termination and 
abandonment of this Agreement pursuant to Section 10.1 hereof, this Agreement shall 
forthwith become void and, have no effect, without any liability on the part of any party 
hereto or its affiliates, directors, officers or stockholders. Notwithstanding the foregoing, 
nothing contained in th is  Section 10.2 shall relieve any party tiom liability for any 
material breach of any covenant of this Agreement or any material breach or 
misrepresentation of the representations or warranties contained herein. 
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SECTION 10.3 Amendment. This Agreement may be amended by the parties 
hereto at any time prior to the Effective Time. This Agreement may not be amended 
except by an instrument in writing executed by all the parties hereto. 

SECTION 10.4 Extension; Waiver. At any time prior to the Effective Time, the 
parties may, to the extent legally allowed: (i) extend the time for the performance of any 
of the obligations or other acts of the other p h e s  hereto, (ii) waive any inaccuracies in 
the representations and warranties of the other parties hereto contained herein or in any 
document delivered pursuant hereto and (iii) waive compliance with any of the 
agreements or conditions contained herein by the other parties hereto. Any agreement on 
the part of a party hereto to any such extension or waiver shall be valid only if set forth in 
a written instrument. 

ARTICLE XI 
MISCELLANEOUS 

SECTION 11.1 Notices. All notices and other communicatio~s hereunder shall 
be in writing, and shall be deemed given upon receipt if delivered personally, sent by 
facsimile transmission or by certified or registered mail, retum receipt requested, or by a 
nationally recognized private overnight courier to the parties at the following addresses: 

(a) if to SSWC, to: 

Sam Shannahan Well Company, Inc., d/b/a 
Tolan Water Service 
Attention: Duke Shamahan, President 
7 16 Naylor Mill Road 
Salisbury, MD 21801 

with a copy to: 

H. Michael Hickson, Esquire 
Banks, Nason & Hickson 
1 13 Baptist Street 
Salisbury, h4D 21 801 

@) if to the Shareholders to: 

Dashiell J. Shannahan 
Joyce C. Shannahan 
9 17 Camden Avenue 
Salisbury, MD 21801 
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with a copy to: 

H. Michael Hickson, Esquire I 

Banks, Nason & Hickson 
113 Baptist Street 
Salisbury, MD 21801 

I 
(c) if to Chesapeake, to: 

Chesapeake Utilities Corporation 
Attention: John R. Schimkaitis, President 
909 Silver Lake Boulevard 
Dover, Delaware 19904 

with a copy to: 

Victor H. Laws, Iu, Esquire 
Laws & Laws, P.A. 
209 East Main Street 
P.O. Box 75 
Salisbury, MD 21 803-0075 

I SECTION 11.2 Descriutive Headings. The descriptive headings herein are 
inserted for convenience only and are not intended to be part of or to affect the meaning 
or interpretation of this Agreement. 

SECTION 11.3 Countemarts. This Agreement may be executed in two or more 
counterparts, all of which shall be considered one and the same agreement and shall 
become effective when two or more counterparts have been singed by each of the parties 
and delivered to the other parties, it being understood that all parties need not sign the 
same counterpart. 

SECTION 1 1.4 Entire Agreement: Successors and Assigns. 

(a) This Agreement constitutes the entire agreement and supersedes all prior 
agreements &d understanding, both written and oral, among the parties with respect to 
the subject matter hereof. 

(b) This Agreement shall be binding upon, and inure to the benefit of the parties 
hereto and their heirs, successors, and permitted assigns. As used herein, the successors 
of a party shall include, but not be limited to, any successor by way of merger, 
consolidation, sale or transfer of all or substantially all of its assets (pursuant to 
liquidation or otherwise) or similar reorganization. In no event may either Shareholder 
assign any rights or duties under this Agreement, except with Chesapeake's written 
consent. 
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SECTION 1 1 .S Goveming Law. This Agreement shall be governed and construed 
in accordance with the laws of the State of Maryland. 

SECTION 11.6 SDecific Performance. The parties hereto agree that if any of the 
provisions of this Agreement were not performed in accordance with their specific terms 
or were otherwise breached, irreparable damage would occur, no adequate remedy at law 
would exist and damages would be difficult to determine, and that the parties shall be 
entitled to specific performance of the terms hereof, in addition to any other remedy at 
law or equity. 

SECTION 11.7 Publicity. Chesapeake may issue or cause the publication of any 
press release or other public announcement or make any filing with the SEC with respect 
to the transactions contemplated by this Agreement as it deems appropriate. Neither 
SSWC nor Shareholders shall issue or cause the publication of any press release or other 
public announcement with respect to the transactions contemplated by this Agreement 
without the prior approval of Chesapeake. 

SECTION 11 -9 Confidentialitv Agreements. At the Effective Time, the 
Confidentiality Agreements dated January 28, 1998 between Chesapeake and SSWC and 
the Shareholders will t d a t e  and have no fiuther force or effect. 

IN WITNESS WHEREOF, the parties hereto have caused this Agreement to be 
signed (where applicable by their respective officers thereunto duly authorized), as of the 
date first written above. 

ATTEST: CHESAPEAKE UTILITIES 
CORPORATION 

By: (SEAL) 
John R. Schimkaitis, President 

ATTEST: S A M  SHANNAHAN WELL COMPANY, 
INC., d/b/a T O W  WATER SERVICE 

By: 1 (SEAL) 
Dashiell J. Shannahan, President 

CPK SUB-B, INC. 

(SEAL) 

ATTEST: 

Authorized Officer 
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WITNESS: 

STATE OF DELAWARE 
COUNTY OF KENT: 

I HEREBY CERTIFY that on this - day of y 1998, 
before me, the undersigned officer, personally appeared John R. Schimkaitis, President of 
Chesapeake Utilities Corporation, and on its behalf did acknowledge the foregoing 
Agreement and Plan of Merger to be the act and deed of said corporation. 

AS WITNESS my hand and notarial seal. 

My Commission Expires: 

STATE OF DELAWARE 
COUNTY OF KENT: 

I HEREBY CERTIFY that on this - day of , 1998, 
before me, the undersigned officer, personally appeared , Authorized 
Officer of CPK Sub-B, Inc., and on its behalf did acknowledge the foregoing Agreement 
and Plan of Merger to be the act and deed of said corporation. 

AS WITNESS my hand and notarial seal. 

My Commission Expires: 

STATE OF MARYLAND 
COUNTY OF WICOMICO: 

y 1998, 
before me, the undersigned officer, personally appeared Dashiell J. Shmahan, President 
of SSWC, d/b/a SSWC Water Services, Inc., and on its behalf did acknowledge the 
foregoing Agreement and Plan of Merger to be the act and deed of said corporation. 

1 I HEREBY CERTIFY that on this ___ day of I 
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AS WITNESS my hand and notarial seal. 

My Commission Expires: 

STATE OF MARYLAND 
COUNTY OF WICOMICO: 

I HEREBY CERTIFY that on this I_ day of , 1998, 
before me, the undersigned officer, personally appeared Dashiell J. Shannahan, 
Shareholder, Tolan Water Services, Xnc., and on its behalf did acknowledge the foregoing 
Agreement and Plan of Merger to be the act and deed of said corporation. 

AS WITNESS my hand and notarial seal. 

My Commission Expires: 

STATE OF M Y L A N D  
COUNTY OF WICOMTCO: 

I HEREBY CERTIFY that on this ___ day of , 1998, 
before me, the undersigned officer, personally appeared Joyce C. Shannahan, 
Shareholder, Tolan Water Services, Inc., and on its behalf did acknowledge the foregoing 
Agreement and Plan of Merger to be the act and deed of said corporation. 

AS WITNESS my hand and notarial seal. 

My Commission Expires: 

29 
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March 2, 1998 
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Application of Chesapeake Utilities Corporation 
For The Approval of Issuance of Stock 

Dear Commissioners: 

We are Delaware counsel for Chesapeake Utilities Corporation 
("Chesapeake") in connection with Chesapeake's application for 
Commission approval of the issuance of approximately 33,000 shares 
of Chesapeake common stock, pursuant to 2 6  Del. C. 5215. 

We are familiar with the terms, interpretation, and application of 
26 Del. C. 5215 which sets forth the required, but limited, 
findings to be made by the Commission in its consideration of such 
a proposed issue. We note the limited scope of Commission review, 
as determined by the Delaware Supreme Court in the Diamond State 
Telephone Companv case, 367 A.2d 644 (1976). Specifically, in the 
Diamond State Telephone ComDanv case, the Delaware Supreme Court 
held that the powers legislated to the Commission pursuant to 26 
Del. C. 5215 were intended to be applied in cases of a proposed 
issuance of stock for an inadequate consideration or for some other 
improper purpose. In Diamond State, the Delaware Supreme Court 
stated that in the absence of a showing of improper consideration, 
fraud, bad faith, or self-dealing on the part of the members of a 
utility's board of directors in their decision to issue shares of 
stock for the purpose of raising needed funds, it would be improper 
for the Commission to substitute its judgment for that of the board 
of directors. 

I 
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Delaware Public Service Commission 
March 2, 1998 
Page 2 

Based upon our knowledge of the applicable statute, and its 
regulatory and judicial interpretation and application, it is our 
opinion that the proposed issuance of approximately 33,000 shares 
of Chesapeake common stock has been duly authorized and is valid 
and in accordance with law, subject, of course, to the approval of 
the Public Service Commission pursuant to 2 6  Del. C. 5215, any 
necessary approval on the part of the Florida Public Service 
Commission, and satisfactory compliance by Chesapeake with all 
applicable federal securities laws. 

It is also our opinion, based upon the statement of Chesapeake's 
intended purpose for issuing said stock, that the subject stock 
issue is for a proper purpose, and is consistent with the public 
interest, by enabling Chesapeake to acquire Sam Shannahan Well 
Company, Inc. 

Accordingly, it is our opinion that Chesapeake's pending 
application for Commission approval pursuant to 2 6  Del. C. 5215 
fully complies with the limited statutory requirements and findings 
necessary for Commission approval. 

Sincerely yours, 

SCHMITTINGER & RODRIGUEZ, P.A. 

BY: 
WILLIAM A. DENMAN, ESQUIRE 

WAD : pmw 



LA1 l l U l  1 V ~ E ~ ~ I T I ~ R p @ M T ' o b  onso I ated Ba ance S ee = = = = = H = - g e m  = 
As of September 30, 1997 

UNAUDITED 

PRO FORMA 
AFTER 

ISSUANCE OF 
EQUITY 

ACTUAL PRO FORMA 
BEFORE BEFORE 

ISSUANCE ADJUSTMENT ISSUANCE 

ISSUANCE OF 
COMMON 

STOCK ASSETS 

PROPERTY, PLANT AND EQUIPMENT 
At original cost 
Less: Accum. depreciation and amortization 

$140,954,367 $140,954,367 
(42,800,914) (42,800,9141 

$910,746 
(420,957) 

$141,865,113 
(43,221,871) 

Net property, plant and equipment 98,153,453 0 98,153,453 98.643.242 489.789 

INVESTMENTS 2,340,007 0 2,340,007 0 2,340,007 

CURRENT ASSETS 
Cash and cash equivalents 
Accounts receivable, net 
Materials and supplies 
Propane inventory 
Storage gas prepayments 
Other prepaid expenses 
Deferred income taxes 
Underrecovered purchased gas costs 

1,467,700 
7,357,140 
1,684,040 
2,426,356 
4,005,715 

750,720 
813,681 
203,556 

1,467,700 
7,357,140 
1,684,040 
2,426,356 
4,005,715 

750,720 
813,681 
203,556 

44,516 
87,159 
47,661 

0 
0 

7,268 
0 
0 

1,512,216 
7,444,299 
1,731,701 
2,426,356 
4,005,715 

757,988 
813,681 
203,556 

Total current assets 18,708,908 0 18,708,908 186,604 18.895.512 

DEFERRED CHARGES 
Environmental regulatory assets 
Environmental expenditures, net 
Order 636 Transition cost 
Other deferred charges 8. intangible assets 

6,501,505 
2,262,938 

0 
4,117,485 

6,501,505 6,501,505 
2,262,938 2,262,938 

0 0 
3,853,401 3,853,401 

0 
0 
0 

264,084 

12,617,844 0 12,617,844 264,084 12,881,928 Total deferred charges & other assets 

$940,477 $131,820,212 $0 $131,820,212 ' $132,760,689 TOTAL ASSETS 
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CHESAPEAKE UTILITIES CORPORATION 
Consolidated Balance Sheet 
As of September 30, 1997 

UNAUDITED PRO FORMA 
AFTER 

ISSUANCE OF 
EQUITY 

ACTUAL 
BEFORE 

ISSUANCE 

PRO FORMA ISSUANCE OF 
BEFORE COMMON 

ADJUSTMENT ISSUANCE STOCK LIABILITIES AND CAPITALIZATION 

CAPITALIZATION 
Common stock 
Additional paid-in capital 
Retained earnings 
Less: Unearned compensation 

Net unrealized gain on mkt. securities 

$2,181,014 
19,433,279 
26,947,738 

(234,348) 
64.560 

$2,181,014 $16,061 
19,433,279 34,939 
26,947,738 144,536 

(234,348) 0 
64,560 0 

0 48,392,243 195,536 

$2,197,075 
19,468,218 
27,092,274 

64,560 
(234,348) 

Total stockholders' equity 48,587,779 48,392,243 

LONG-TERM DEBT, NET OF CURRENT 38,642,000 28,642,000 10,000,000 38,642,000 0 

TOTAL CAPITALIZATION 87.229.779 77,034,243 10,000,000 87,034,243 195.536 

CURRENT LIABILITIES 
Current portion of long-term debt 
Short-term borrowings 
Accounts payable 
Refunds payable to customers 
Accrued interest 
Overrecovered purchased gas costs 
Dividends payable 
Income taxes payable 
Other accrued expenses 

659,868 
9,049.076 
6,429,374 

336,575 
619,444 

0 
1,086,650 

216,574 
3,877,503 

22,275,064 

659,868 
18,400,000 
6,348,741 

336,575 
61 9,444 

0 
1,086,650 

216,574 
3,862,271 

659,868 
(1 0,000,000) 8,400,000 

6,348,741 
336,575 
619,444 

0 
1,086,650 

21 6,574 
3,862,271 

0 
649,076 

80,633 
0 
0 
0 
0 
0 

15,232 

Total current liabilities 31.530.123 744,941 (1 0,000,000) 21,530,123 

DEFERRED CREDITS 
Deferred income taxes 
Deferred investment tax credits 
Environmental liability 
Accrued pension costs 
Order 636 transition liability 
Other liabilities 

10,230,179 
840,201 

6,501,505 
2,230,258 

0 
3,453,703 

23,255,846 

$131,820,212 

10,230,179 
840,201 

6,501,505 
2,230,258 

0 
3,453,703 

10,230,179 
840,201 

6,501,505 
2,230,258 

0 
3,453,703 

Total deferred credits and other liabilities 0 23,255,846 0 23,255,846 

TOTAL LIABILITIES AND CAPITALIZATION $0 $131,820,212 $940,477 $1 32,760.689 
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CHESAPEAKE UTILITIES CORPORATION 
Annualized Consolidated Income Statement 
For the Twelve Months Ended September 30,1997 

UNAUDITED 

PRO FORMA 
AFTER 

ISSUANCE OF 
EQUITY 

ACTUAL 
BEFORE 

ISSUANCE 

PRO FORMA 
BEFORE 

ISSUANCE 

ISSUANCE OF 
COMMON 

STOCK ADJUSTMENT 

OPERATING REVENUES $1 24,669,424 $0 $124,669,424 $1,539,638 $126,209,062 

OPERATING EXPENSES 
Purchased gas costs 
Operations 
Maintenance 
Depreciation and amortization 
Taxes-other than income 
Taxes-income 

75,630,932 
27,627,927 
2,290,202 
5,414,572 
3,882,890 
3,221,141 

75,630,932 
26,404,834 
2,216,559 
5,353,076 
3,824,831 
3.186.41 1 

75,630,932 
26,404,834 
2,216,559 
5,353,076 
3,824,83 1 
3,186,411 

0 
1,223,093 
73,643 
61,496 
58,059 
34,730 

118.067.664 Total Operating Expenses 116,616,643 

8,052,781 

377.347 

0 

0 

116,616,643 1,451,021 

88.617 8,141,398 NET OPERATING INCOME 8,052,781 

377,347 1,290 378.637 OTHER INCOME AND DEDUCTIONS 0 

INCOME BEFORE INTEREST CHARGES 8.430.128 0 8,430,128 89,907 8.520.035 

INTEREST CHARGES 
Interest - Long-Term Debt 
Interest - Short Term Borrowings 
Interest - Other 
Amortization of Debt Expense 
Capital Leases 
AFUDC 

2,339,859 
623,776 
247,838 
1 15,632 

0 
(82,964) 

3,244,14 1 

685,000 
(562,680) 

3,024,859 
61,096 
247,838 
1 15,632 

0 
(82,964) 

0 
36,522 

0 
0 
0 
0 

3,024,859 
97,618 
247,838 
115,632 

0 
(82,964) 

122,320 3.402.983 Total Interest Charges 3,366,46 1 36,522 

$5,063,667.' $53,385 $5,117,052 TOTAL NET INCOME $5,185,987 ($1 22,320) 
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CHESAPEAKE UTILITIES CORPORATION 
Footnotes to Financial Statements 
For the Twelve Months Ended September 30, 1997 

The following adjustments have been made to the Income Statement and Balance Sheet for September 30,1997: 

(1) The results as of September 30, 1997 have been adjusted to reflect the 6.85%, $10 million long-terw debt financing 
cohsummated on December 15,1997 by Chesapeake. 

(2) A reclass was made between Common stock and Additional paid-in capital for SSWC so that the Common stock number 
would represent 33,000 shares of Chesapeake stock at a par value of $4867. 

(3) All notes payable, mortgages payqble, and lqans payable of SSWC would be paid off by Chesapeake at closing. 
Chesapeake would increase its short-term borrawingS to pay off these items. 

(4) Interest eTpense was reCalculated using Chesapeake'$ average short-tqml borrowin$ interqt fate for 1997, which was 
5.6268%. Ah adjlstment was made to both long-term and short-term interest as a result of the $1 0 million financing 
on December 15, 1997. Interest was also recalculated on the SSWC indebtedness that will be paid off by Chesapeake 
at closing. 

(5) SSWC does not record income taxes each month, but rather waits until the end of the respective fiscal year, August 31. 
Income taxes for a full year were calculated at 40%. 
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As filed with the Securities and Exchange Commission on March 19,1997 

SECURITIES AND EXCHANGE COMMISSION 
Washington, D.C. 20549 

FORM. 10-K 
ANNUAL REPORT PURSUANT TO SECTION 13 OR 15 (d) OF 

THE SECURITIES EXCHANGE ACT OF 1934 

For the Fiscal Year Ended December 31,1996 Commission File Number 0-593 

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

State of Delaware 
(State or other jurisdiction of 

incorporation or organization) 

$1-0064146 
(I.R.S. Employer 

Identification No.) 

909 Silver Lake Boulevard. Dover. Delaware m 
(Address of principal executive ollices) (Zip Code) 

Registrant’s telephone number, including area code: 302-734-6713 

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

Title of each class 
Common Stock - par value per share %.4867 

pame of each exc hanpe on which rwistercq 
New York Stock Exchange, Inc. 

Securities registered pursuant to Section 12(g) of the Act: 
8.25% Con vertible Debe ntures Due 2014 

(Title of class) 

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15 
(d) of the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the 
registrant was required to file such reports), and (2) has been subject to such filing requirements for the past 90 
days.Yes[X] N o [  I 

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not 
contained herein, and will not be contained, to the best of registrant’s knowledge, in definitive proxy or information 
statements incorporated by reference in Part 111 of this Form 10-K or any amendments to this Form 10-K. [XI 

As of March 14, 1997,4,452,704 shares of common stock were outstanding. The aggregate market value of the 
common shares held by non-affiliates of Chesapeake Utilities Corporation, based on the last trade price on March 
14, 1997, as reported by the New York Stock Exchange, was approximately $78,478,908. 

DOCUMENTS INCORPORATED BY REFERENCE 

DOCUMENTS PART OF FORM 1 O-K 
Definitive Proxy Statement dated April 4,1997 Part 111 
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PART I 

Item 1. Business 

(a) General Development of Business 

Chesapeake Utilities Corporation (“Chesapeake” or “the Company”) is a diversified utility company engaged in 
natural gas distribution and transmission, propane distribution and advanced information services. 

Chesapeake’s three natural gas distribution divisions serve approximately 34,700 residential, commercial and 
industrial customers in southern Delaware, Maryland’s Eastern Shore and Central Florida. The Company’s natural 
gas transmission subsidiary Eastern Shore Natural Gas Company (“Eastern Shore”), operates a 27 1-mile interstate 
pipeline system that transports gas from various points in Pennsylvania to the Company’s Delaware and Maryland 
distribution divisions, as well as to other utilities and industrial customers in Delaware and the Eastern Shore of 
Maryland. The Company’s propane segment serves approximately 23,100 customers in southern Delaware and the 
Eastern Shore of Maryland and Virginia. The advanced information services segment provides software services 
and products to a wide variety of customers and clients. 

(b) Financial Information About Industry Segments 
~~ 

For the Years Ended December 31. 1996 1995 1994 
Operating Revenues, Unaffiliated Customers 

Natural gas distribution 
Natural gas transmission 
Propane distribution 
Advanced information services and other 
Total operating revenues, unaffiliated customers 

Natural gas distribution 
Natural gas transmission 
Propane distribution 
Advanced information services and other 
Total intersegment revenues 

Natural gas distribution 
Natural gas transmission 
Propane distribution 
Advanced information services and other 
Total 
Add (Less): Eliminations 
Total operating income before income taxes 

Natural gas distribution 
Natural gas transmission 
Propane distribution 
Advanced information services 
Other 
Total identifiable assets 

Intersegment Revenues * 

Operating Income Before Income Taxes 

Identifiable Assets, at December 31, 

$74,904,076 $54,120,280 $49,523,743 
15,188,777 24,984,767 22.19 1,896 
22,333,969 17,607,956 20,684,150 
6.903.246 7.307.413 6.172.508 

$1 19.330.068 $104,020.416 $98.572.297 

$8,711 $42,037 $55,888 
21,543,327 16,663,043 17,303,529 

2,059 139,052 85,552 
710.949 1.722.135 2.277.361 

$22.265.046 $1 8.566.267 $19.722.330 

$7,167,236 $4,728,348 $4,696,659 
2,458,442 6,083,440 3,018,212 
2,053,299 1,852,630 2,287,688 
1.305. 203 1.170.970 174.033 

12,984,180 13,835,388 10,176,592 
206.580 (248.595) (419.883) 

$13.190.760 $1 3.586.793 $9.756.709 

$81,250,030 $75,630,741 $68,528,774 
23,981,989 19,292,524 17,792,415 
20,791,588 18,855,507 16,949,431 

1,496,418 1,635,100 3,196,064 
3.6 17.885 3.380.108 1.803.933 

$131.137.910 $1 18.793.980 $108.270.617 
* All significant intersegment revenues have been eliminated from consolidated revenues. 
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(c) Narrative Description of Business 

The Company is engaged in four primary business activities: natural gas transmission; natural gas distribution; 
propane distribution; and advanced information services. In addition to the four primary groups, Chesapeake has 
three subsidiaries engaged in other service related businesses. During 1996 and 1994, no individual customer 
accounted for 10% or more of operating revenues. In 1995, the Company had sales to one customer, Texaco 
Refming and Marketing, an industrial interruptible customer of Eastern Shore, which exceeded 10% of total 
revenue. Total sales to this customer were approximately $10.6 million or 10.2% of total revenue during 1995. 

(i) (a) Natural Gas Transmission 

Eastern Shore, the Company’s wholly owned transmission subsidiary, operates an interstate pipeline that 
delivers gas to five utility and thirteen industrial customers in Delaware and the Eastern Shore of Maryland. 
Eastern Shore is the sole source of gas supply for Chesapeake’s Maryland and Delaware divisions and for two 
unaffiliated distribution entities. Duiing 1996 and previously, Eastern Shore was not an open access pipeline 
(see competition within natural gas industry) which would provide transportation service to all customers, 
However, Eastern Shore has authority from the Federal Energy Regulatory Commission (“FERC”) to provide 
firm transportation to two of its customers for gas they own and deliver to Eastern Shore for redelivery. 

Natural Gas SuppIy 
General. Eastern Shore has firm contracts with three major interstate pipelines, Transcontinental Gas Pipe Line 
Corporation (“Transco”), Columbia Gas Transmission Corporation (“Columbia”) and Columbia Gulf 
Transmission Corporation (“Gulf’), all of which are open access pipelines. 

Eastern Shore’s contracts with Transco include: (a) firm transportation capacity of 22,900 Mcf per day, which 
expires in 2005; (b) firm transportation capacity of 500 Mcf per day for December through February, which 
expires in 2006; (c) three fin bundled storage services providing a peak day entitlement of 7,046 Mcf and a 
total capacity of 278,264 Mcf; and (d) two unbundled storage services with a total capacity of 432,663 Mcf. 

Eastern Shore’s contracts with Columbia include: (a) firm transportation capacity of 1,481 Mcf per day, which 
expires in 2004; (b) firm transportation capacity of 1’97 I Mcf per day, which commences in 1997 and expires 
in 20 17; (c) firm transportation capacity of 869 Mcf per day, which commences in 1998 and expires in 201 8; 
(d) firm transportation capacity of 869 Mcf per day, which commences in 1999 and expires 2019; and (e) firm 
transportation capacity of 192 Mcf per day for April through August, which expires in 2003. Eastern Shore’s 
contracts with Columbia also include: (a) firm storage service providing a peak day entitlement of 10,525 Mcf 
and a total capacity of 509,954 Mcf, which expires in 2004; (b) firm storage service providing a peak day 
entitlement of 1,150 Mcf and a total capacity of 103,459 Mcf, which commences in 1997 and expires in 20 17; 
(c) fm storage service providing a peak day entitlement of 563 Mcf and a total capacity of 50,686 Mcf, which 
commences in 1998 and expires in 2018; and (d) firm storage service providing a peak day entitlement of 563 
Mcf and a total capacity of 50,686 Mcf, which commences in 1999 and expires in 2019. 

Eastern Shore’s contract with Gulf is for firm transportation of 1’5 10 Mcf per day, which also expires in 2004. 

Eastern Shore currently has contracts for the purchase of firm natural gas supplies with five reputable suppliers. 
These five supply contracts provide a maximum firm daily entitlement of 20,469 Mcf, which is transported by 
both Transco and Columbia under Eastern Shore’s firm transportation contracts. The gas purchase contracts 
have various expiration dates. 
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Pdeuuap of Gas S u - d .  Eastern Shore’s firm natural gas obligations to its customers, including Chesapeake’s 
Delaware and Maryland utility divisions, are 40,237 Mcf for peak days and 9,180,203 Mcf on an annual basis. 
Eastern Shore’s maximum daily firm transportation capacity on the Transco and Columbia systems is 42,452 
Mcf per day. Currently, Eastern Shore’s firm daily peak supply is 38,540 Mcf and its total annual firm supply 
is 6,032,665 Mcf. This is equivalent to 96% of Eastern Shore’s firm daily demand and approximately 66% of 
its annual firm demand being satisfied by firm supply sources. To meet the difference between firm supply and 
firm’demand, Eastern Shore obtains gas supply on the “spot market” from various other suppliers which is 
transported by Transco andor Columbia and sold to Eastern Shore’s customers as needed. The Company 
believes that Eastern Shore’s available firm and “spot market” supply is ample to meet the anticipated needs of 
Eastern Shore’s customers. 

There was no curtailment of firm gas supply to Eastern Shore in 1996, nor does Eastern Shore anticipate any 
such curtailment during 1997. 

Compe f if ion 
ComDetition with Alternative Fuels. Historically, the Company’s natural gas operations have successfully 
competed with other forms of energy such as electricity, oil and propane. The principal consideration in the 
competition between the Company and suppliers of other sources of energy is price and, to a lesser extent, 
accessibility. All of the Company’s divisions have the capability of adjusting their interruptible rates to 
compete with alternative fuels. 

The Company has several large volume industrial customers that have the capacity to use fuel oil as an 
alternative to natural gas. When oil prices decline, some of Chesapeake’s natural gas distribution and 
transmission interruptible customers convert to oil to satisfy their fuel requirements. Lower levels in 
interruptible sales occur when oil prices remain depressed relative to the price of natural gas. However, oil 
prices as well as the prices of other fuels, are subject to change at any time for a variety of reasons; therefore, 
there is always uncertainty in the continuing competition among natural gas and other fuels. In order to address 
this’uncertainty, the Company uses flexible pricing arrangements on both the supply and sales side of its 
business to maximize sales volumes. 

To a lesser extent than price, availability of equipment and operational efficiency are also factors in competition 
among fuels, primarily in residential and commercial settings. Heating, water heating and other domestic or 
commercial equipment is generally designed for a particular energy source, and especially with respect to 
heating equipment, the cost of conversion is a dis-incentive for individuals and businesses to change their 
energy source. 

ComDetition within the Natural Gas Industrv. FERC Order 636 enables all natural gas suppliers to compete for 
customers on an equal footing. Under this open access environment, interstate pipeline companies have 
unbundled the traditional components of their service -gas gathering, transportation and storage from the sale 
of the commodity. If they choose to be a merchant of gas, they must form a separate marketing operation 
independent of their pipeline operations. Hence, gas marketers have developed as a viable option for many 
companies because they are providing expertise in gas purchasing along with collective purchasing capabilities 
which, when combined, may reduce end-user cost. 

Currently, Eastern Shore is not an open access pipeline and is permitted to transport gas for only two of its 
existing customers. Thus, most of Eastern Shore’s customers, including Chesapeake’s Maryland and Delaware 
utility divisions, and, in turn, customers of these divisions, do not have the capability of directly contracting for 
alternative sources of gas supply and have Eastern Shore transport the gas to them. In December 1995, Eastern 
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Shore applied to the FERC for a blanket certificate authorizing open access transportation service on its 
pipeline system (see open access plan filing below). The implementation of open access transportation service, 
expected to occur during 1997, will provide all of Eastern Shore’s customers with the opportunity to transport 
gas over its system at FERC regulated rates. For hrther discussion, see “Open Access Plan Filing” and 
Management Discussion and Analysis of financial condition and results of operations. 

Rates and Regulation 
General. Eastern Shore is subject to regulation by the FERC as an interstate pipeline and the Delaware Public 
Service Commission (“Commission”) as a supplier of gas to industrial customers in the state of Delaware. The 
FERC regulates the provision of service, terms and conditions of service, and the rates and fees Eastern Shore 
can charge its transportation and sale for resale customers. In addition, the FERC regulates the rates Eastern 
Shore is charged for transportation and transmission line capacity or services provided by Transco and 
Columbia. Eastern Shore’s direct sales rates to industrial customers are currently not regulated. The rates for 
such sales are established by contracts negotiated between Eastern Shore and each industrial customer. 

After Eastern Shore becomes an open access pipeline, the FERC will have sole regulatory authority over 
Eastern Shore. Accordingly, the Delaware Public Service Commission will cease having any regulatory 
authority over Eastern Shore. 

The rates for Eastern Shore’s “sale for resale” customers (i.e., sales to its utility customers) are subject to a 
purchased gas adjustment clause. Eastern Shore’s firm industrial contracts generally include tracking 
provisions that permit automatic adjustment for the full amount of increases or decreases in Eastern Shore’s 
suppliers’ f m  rates. 

Regulatory Proceedings 
FERC PG4. On May 19, 1994, the FERC issued an Order directing Eastem Shore to refund, with interest, 
what the FERC characterized as overcharges from November 1, I992 to the current billing month. The May 
19, 1994 Order also directed Eastern Shore to file a report showing how the rehnd was calculated, and revised 
tariff language clarifying the purchased gas adjustment provisions in its tariff. 

On August 17,1995, the FERC issued an Order approving an Offer of Settlement submitted by Eastern Shore. 
The Order approved a change in Eastern Shore’s PGA methodology retroactive to June 1, 1994, which will 
result in a rate reduction of approximately $234,000 per year, The estimated liability that the Company had 
accrued for the potential rehnd was significantly greater than the rate reduction ordered. Accordingly, Eastern 
Shore reversed a large portion of the liability that it had accrued. This reversal contributed $1,385,000 to pre- 
tax earnings or $833,000 to after-tax earnings during the third quarter of 1995. 

In connection with the FERC Order, Eastern Shore applied in December 1995, to the FERC for a blanket 
certificate authorizing open access transportation service on its pipeline system. For further discussion see 
“Open Access Plan Filing” below. 

Pelaware Citv Compressor Statr ‘on Filirtg. 0n.December 5, 1995, Eastern Shore filed an application before the 
FERC pursuant to Sections 7(b) and (c) of the Natural Gas Act for a certificate of public convenience and 
necessity authorizing Eastem Shore to: (1) construct and operate a 2,170 horsepower compressor station in 
Delaware City, New Castle County, Delaware on a portion of its existing pipeline system known as the 
“Hockessin Line”, such new station to be known as the “Delaware City Compressor Station”; (2) construct and 
operate slightly less than one mile of 16-inch pipeline in Delaware City, New Castle County, Delaware to tie 
the suction side of the proposed Delaware City Compressor Station into the Hockessin Line; and (3) increase 
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the maximum allowable operating pressure (“MAOP”) from 500 PSIG to 590 PSIG on 28.7 miles of Eastem 
Shore’s pipeline from Eastern Shore’s existing Bridgeville Compressor Station in Bridgeville, Sussex County, 
Delaware to its terminus in Salisbury, Wicomico County, Maryland. 

The compressor facility and associated piping are needed to stabilize capacity on Eastern Shore’s system as a 
result of steadily declining inlet pressures at the Hockessin interconnect with Transcontinental Gas Pipe Line 
Corporation. Construction of the facilities started during the second half of 1996. The proposed in-service date 
of the facilities is March 19, 1997. Eastem Shore estimates the total cost of the compressor facilities to be $6.9 
million. 

The proposed facilities would also enable Eastern Shore to provide additional firm services to several of its 
customers who have executed agreements for the additional firm service for terms of 10 and 20 years. Eastern 
Shore also requested authorization to abandon 100 Mcf per day of firm sales service to one of its direct sales 
customers. 

On September 28, 1996 the FERC issued its Final Order, which: 
authorized Eastern Shore to construct and operate the facilities requested in its application; 
authorized Eastern Shore to roll-in the cost of the facilities into its existing rates if the revenues from 
the increase in services exceed the cost associated with the expansion portion of the project; 
denied Eastern Shore the authority to increase the level of sales and storage service it provides its 
customers until it completes its restructuring in its open access proceeding; and 
authorized Eastern Shore to abandon the 100 Mcf per day of firm sale service, to one of its direct sale 
customers. 

Rare Case Filing. On October 15, 1996 Eastern Shore filed for a general rate increase with the FERC. The 
filing proposed an increase in Eastern Shore’s jurisdictional rates that would generate additional annual 
operating revenue of approximately $1,445,000. Easteni Shore also stated in the filing that it intended to use 
the cost-of-service submitted in the general rate increase filing to develop rates in the pending Open Access 
Docket. The Commission, by letter order dated November 14, 1995, suspended the tariff sheets for the 
maximum five-month period as allowed by Commission regulation. 

On March 4, 1997, a pre-hearing conference was conducted at FERC’s office to establish a procedural schedule 
to establish a preliminary list of contested issues and to advise the Presiding Judge of any matters which need to 
be resolved. Hearings are tentatively scheduled to start in 1997. 

ODen Access Filing On December 29, 1995, Eastern Shore filed its abbreviated application for a blanket 
certificate of public convenience and necessity authorizing the transportation of natural gas on behalf of others. 

Eastern Shore proposed to unbundle the sales and storage services it currently provides. Customers receiving 
firm sales and storage services on Eastern Shore (the “Converting Customers”) would receive entitlements to 
firm transportation service on Eastern Shore’s pipeline in a quantity equivalent to their current service rights. 
Eastern Shore proposed to retain some of its pipeline entitlements and storage capacity for operational issues 
and to facilitate “no-notice” (no prior notification required to receive service) transportation service on its 
pipeline system. Eastern Shore will release or assign to the remaining Converting Customers the firm 
transportation capacity, including contract storage, it holds on its upstream pipelines so that the Converting 
Customers can become direct customers of such upstream pipelines. Converting Customers who previously 
received bundled sales service having no-notice characteristics will have the right to elect no-notice firm 
transportation service. 
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With respect to cost classification, allocation and rate design, Eastern Shore proposes to implement straight 
fixed variable (“SFV”) cost classification. In order to accomplish a change from its current modified fixed 
variable (“MFV”) rate design, Eastern Shore made a Section 4 rate filing with the FERC on January 17, 1997. 

During 1996, numerous technical conferences were held at the FERC’s office in Washington, D.C. to review 
the proposed Open Access tariff. On December 2, 1996, Eastern Shore filed a revised Pro-forma Open Access 
tariff. A technical conference was conducted on December 12, 1996 to discuss Eastern Shore’s filing. As a 
result of the technical conference, Eastern Shore formally filed a revised Open Access tariff including rate 
schedules on January 17, 1997. The filing included a proposed effective date, the latter of May 1, 1997 or the 
effective date of the Open Access blanket certificate. Since January 17, 1997, several parties have filed 
comments. Eastern Shore filed reply comments and a technical conference was convened on March 4, 1997. 
As a result of the March 4 technical conference, Eastern Shore will be submitting a revised proposal to the 
parties in an effort to gain consensus on the major issues. While at this time it is impossible to predict the exact 
timing of the implementation of Open Access on Eastern Shore’s system, significant progress has been made, 
and management expects that implementation will occur sometime during the second or third quarter of 1997. 

(i) (6) Natural Gas Distribution 

Chesapeake distributes natural gas to approximately 34,700 residential, commercial and industrial customers in 
southern Delaware, the Salisbury and Cambridge, Maryland areas on Maryland’s Eastern Shore, and Central 
Florida. These activities are conducted through three utility divisions, consisting of one division in Delaware, 
one division in Maryland and one division in Florida. In 1993, the Company started natural gas supply 
management services in the state of Florida under the name of Peninsula Energy Services Company 
(“PESCO’). 

Delaware and Man, land. The Delaware and Maryland divisions serve approximately 26,160 customers, of 
which approximately 26,050 are residential and commercial customers purchasing gas primarily for heating 
purposes. Residential and commercial customers account for approximately 69% of the volume delivered by 
the divisions, and 78% of the divisions’ revenue, on an annual basis. The divisions’ industrial customers 
purchase gas, primarily on an interruptible basis, for a variety of manufacturing, agricultural and other uses, 
Most of Chesapeake’s customer growth in these divisions comes from new residential construction utilizing gas 
heating equipment. 

Florida. The Florida division distributes natural gas to approximately 8,450 residential and commercial and 87 
industrial customers in Polk, Osceola and Hillsborough Counties, Currently 42 of the division’s industrial 
customers, which are engaged primarily in the citrus and phosphate industries and electric cogeneration, and 
purchase and transport gas on a firm and interruptible basis, account for approximately 90% of the volume 
delivered by the Florida division, and 62% of the division’s natural gas sales and transportation revenues, on an 
annual basis. The Company’s Florida division also provides natural gas supply services to compete in the open 
access environment. Currently, nineteen customers receive such management service which generated 
operating income of $209,000 in 1996. 

Natural Gus Supply 
Delaware and Manland . Chesapeake’s Delaware and Maryland utility divisions receive all of their gas supply 
requirements from Eastern Shore. The divisions purchase most of this gas under contracts with Eastern Shore 
which extend through November 1,2000. The contracts provide for the purchase of 15,629 firm Mcf daily (up 
to a maximum of 5,704,585 Mcf annually). The divisions have additional firm supplies available under 
contract with Eastern Shore for peak demand periods occurring during the winter heating season. These 
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contracts, which are renewable on a year-to-year basis, provide for the purchase of up to 450 Mcf daily (up to a 
maximum of 13,500 Mcf annually) of peaking service. In addition, the divisions have contracted with Eastern 
Shore for firm and interruptible storage capacity. On days when gas volumes available to the divisions from 
Eastem Shore are greater than their requirements, gas is injected into storage and is then available for 
withdrawal to meet heavier winter loads. These storage contracts also permit the utility divisions to purchase 
lower cost gas during the off-peak summer season. Effective July 1, 1996, the storage capacity under contract 
with Eastem Shore totaled 820,220 Mcf, with a firm peak daily withdrawal entitlement of 14,606 Mcf. On 
those days when requirements exceed these contract pipeline supplies, the divisions have propane-air injection 
facilities for peak shaving. 

Eastern Shore has no authority to transport natural gas purchased from a third party for the Delaware and 
Maryland divisions currently; however, while Chesapeake’s divisions have no direct access to “spot market” 
gas, they benefit from Eastern Shore’s ability to obtain “spot market” gas and the resulting reductions in 
Eastern Shore’s rates. After Eastern Shore becomes an open access pipeline the Delaware and Maryland 
divisions will assume the responsibility of purchasing their natural gas requirements. The two divisions could 
contract with a natural gas supply management company or handle the process internally. 

. 

Florida. The Florida division receives transportation service from Florida Gas Transmission Company 
(“FGT’), a major interstate pipeline. Chesapeake has contracts with FGT for: (a) daily firm transportation 
capacity of 20,523 dekatherms in May through September, 27,105 dekatherms in October, and 26,919 
dekatherms in November through April under FGT’s firm transportation service (FTS-I) rate schedule; (b) 
daily firm transportation capacity of 5,100 dekatherms in May through October, and 8,100 dekatherms in 
November through April under FGT’s firm transportation service (FTS-2) rate schedule; (c) preferred 
interruptible transportation service up to 2,300,000 dekatherms annually under FGT’s preferred transportation 
service (PTS-1) rate schedule; and (d) daily interruptible transportation capacity of 20,000 dekathems under 
FGT’s interruptible transportation services (ITS- 1) rate schedule. The firm transportation contract (FTS- 1) 
expires on August 1,2000 with the Company retaining a unilateral right to extend the term for an additional ten 
years. After the expiration of the primary or secondary term, Chesapeake has the right to first refhe to match 
the terms of any competing bids for the capacity. The f m  transportation contract (FTS-2) expires on March 1, 
2015. The preferred interruptible contract expires on the earlier of: (a) the effective date of FGT’s first rate 
case which includes costs for phase 111 expansion or (b) August 1, 1995, andor (c) August 1 of any subsequent 
year, provided that FGT or Chesapeake gives to the other at least one hundred eighty (1 80) days written notice 
prior to such August 1. The interruptible transportation contract is effective until August 1,20 10 and month to 
month thereafter unless canceled by either party with thirty days notice. 

The Florida division currently receives its gas supply from various suppliers. Some supply is bought on the 
spot market and some is bought under the terms of two firm supply contacts with MG National Gas Corp. and 
Hadson Gas Systems, Inc. 

Having restructured its arrangements with FGT, Chesapeake believes it is well positioned to meet the 
continuing needs of its customers with secure and cost effective gas supplies. 

Adeauacv of  Gas S U-DD~V. The Company believes that Eastern Shore’s available firm and interruptible supply is 
ample to meet the anticipated needs of the Company’s Delaware and Maryland natural gas distribution 
divisions. Availability of gas supply to the Florida division is also expected to be adequate under existing 
arrangements. Moreover, additional supply sources have become available as a result of FGT becoming an 
open access pipeline. 
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Comoetition within the Natural Gas Industq. Historically, Chesapeake’s Florida division has been supplied 
solely by FGT. In 1990, FGT became an open access pipeline. The Florida division’s large industrial 
customers now have the option of remaining with the Florida division for gas supply or obtaining alternative 
supplies from gas marketers or other suppliers. These conditions have increased competition between 
Chesapeake’s Florida division, gas marketers and other natural gas providers for industrial customers in Central 
Florida. 

Eastern Shore has an open access filing and associated rate filing pending before the FERC, When Eastern 
Shore becomes an open access pipeline, certain customers in Chesapeake’s Delaware and Maryland distribution 
divisions will be able to purchase gas from third party gas suppliers in accordance with regulations established 
through the respective state commissions. 

Rules and Regulation 
General. Chesapeake’s natural gas distribution divisions are subject to regulation by the Delaware, Maryland 
and Florida Public Service Commissions with respect to various aspects of the Company’s business, including 
the rates for sales to all of their customers in each jurisdiction. All of Chesapeake’s firm distribution rates are 
subject to purchased gas adjustment clauses, which match revenues with gas costs and normally allow eventual 
f i l l  recovery of gas costs. Adjustments under these clauses require periodic filings and hearings with the 
relevant regulatory authority, but do not require a general rate proceeding. Rates on interruptible sales by the 
Florida division are also subject to purchased gas adjustment clauses. 

Management monitors the rate of retum in each jurisdiction in order to ensure the timely filing of rate 
adjustment applications. 

Regulatory Proceedings 
wurvland. On July 3 1, 1995, Chesapeake’s Maryland division filed an application with the Maryland Public 
Service Commission (“MPSC”) requesting a rate increase of $1,426,711 or 17.09%. The two largest 
components of the increase were attributable to environmental costs and a new customer information system, 
implemented in 1995. The request included a retum on equity of 13%. 

On November 30, 1995, the MPSC issued an order approving a settlement proposal of a $975,000 increase in 
annual base rates effective for gas provided on or after December 1, 1995. As required in the settlement of the 
rate case, the Company filed a cost of service study with the MPSC on June 28,1996. The purpose of a cost of 
service study is to allocate revenue among customer or rate classifications. The filing also included proposals 
for: restructuring sales services that more closely reflect the cost of serving commercial and industrial 
customers, the unbundling of gas costs from distribution system costs, revisions to sharing of interruptible 
margins between firm ratepayers and the Company and new services that would allow customers using more 
than 30,000 Ccf of gas per year to purchase gas from suppliers other than the Company. 

After negotiations with MPSC staff and other interested parties, a settlement was reached on most sales service 
issues and a proposed order was issued by the Hearing Examiner on March 7, 1997. Commission action on the 
proposed order is still pending. The settlement includes: 

1. Class revenue requirements and restructured sales services which provide for separate firm commercial 
and industrial rate schedules for general service, medium volume, large volume and high load factor 
customer groups; 

2. Unbundling of gas costs from distribution charges; 
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3.  A new gas cost recovery mechanism, which utilizes a projected period under which the fixed cost 
portion of the gas rate will be forecasted on an annual basis and the commodity cost portion of the gas 
rate will be estimated quarterly, based on projected market prices; and 

4. Interruptible margins will continue to be shared, 90% to customers and 10% to the Company, but 
distribution costs incurred for incremental load additions can be recovered with carrying charges 
utilizing 100% of the incremental margin if the payback period is within three years. 

At the request of MPSC staff, consideration of the new transportation services has been postponed because 
Eastem Shore’s open access filing is still pending before the FERC. It is expected that these services will be 
addressed in the spring of 1997. 

Delaware. On April 4, 1995, Chesapeake’s Delaware division filed an application with the Delaware Public 
Service Commission (“DPSC”) requesting a rate increase of $2,75 1,000 or 14% over current rates. The largest 
component, representing a third of the total requested increase, is attributable to projected costs associated with 
the remediation proposed by the Environmental Protection Agency (“EPA”) of the site of a former coal gas 
manufacturing plant operated in Dover, Delaware. The Company and the DPSC agreed to separate the 
environmental recovery from the rate increase so each could be addressed individually. 

On December 20, 1995, the DPSC approved an order authorizing a $900,000 increase to base rates effective 
January 1,1996. The Company had interim rates subject to refund in effect starting June 3, 1995 to collect $1 .O 
million on an annualized basis. A refund of $42,000 was calculated and used to offset environmental costs 
incurred. 

Also on December 20, 1995, the DPSC approved a recovery of environmental costs associated with the Dover 
Gas Light Site by means of a rider (supplement) to base rates. The DPSC approved a rider effective January 1, 
1996 to recover over five years all unrecovered environmental costs through September 30, 1995 offset by the 
deferred tax benefit of these costs. The deferred tax benefit equals the projected cashflow savings realized by 
the Company in connection with a reduced income tax liability due to the possibility of accelerated deduction 
allowed on certain environmental costs when incurred. Each year, the rider rate will be calculated based on the 
amortization of expenses for previous years. The advantage of the environmental rider is that it is not necessary 
to file a rate case every year to recover expenses. 

On December 15, 1995, Chesapeake’s Delaware division filed its rate design proposal with the DPSC to initiate 
Phase I1 of this proceeding. The principal objective of the filing was to prepare the Company for an 
increasingly competitive environment anticipated in the near future when Eastern Shore becomes an open 
access pipeline. This initial filing proposed new rate schedules for commercial and industrial sales service, 
individual pricing for interruptible negotiated contract rates, a modified purchased gas cost recovery 
mechanism and a natural gas vehicle tariff. 

On May 15, 1996, the Delaware division filed its proposal relating to transportation and balancing services with 
the DPSC which proposed that transportation of customer owned gas be available to all commercial and 
industrial customers with annual consumption over 30,000 Ccf per year. 

A tentative settlement proposal which was submitted to the DPSC Hearing Examiner on November 22, 1996. 
On January 23, 1997 the DPSC Hearing Examiner issued his proposed findings and recommendations 
supporting the parties settlement proposal for final DPSC approval. On February 4, 1997 the DPSC approved 
an order authorizing new service offerings and rate design for services rendered on and after March 1, 1997. 
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The approved changes include: 
1 Restructured sales services which provide commercial and industrial customers with various service 

classifications such as general service, medium volume, large volume and high load factor services; 
2. A modified purchased gas cost recovery mechanism which takes into consideration the unbundling of 

gas costs fiom distribution charges as well as charging certain firm service classifications different gas 
cost rates based on a customers’ load factor; 

3. The implementation of a mechanism for sharing interruptible, capacity release and off-system sales 
margins between firm sales customers and the Company, with changing margin sharing percentages 
based on the level of total margin; and 
Provision for transportation and balancing services for commercial and industrial customers with 
annual consumption over 30,000 Ccf per year to transport customer-owned gas on the Company’s 
distribution system. 

4. 

Florida. On September 28, 1995, the Florida Public Service Commission issued an order finalizing the Florida 
division’s 1994 amount of overeamings. The division was found to have exceeded its allowed rate of retum 
equity ceiling of 12% by $62,000. As a result of an agreement reached February 6, 1995, the excess earnings 
were deferred until 1995. The same agreement capped the Florida Division’s 1995 retum on equity at 12% plus 
or minus the result of subtracting the average yield of 30-year U.S. Treasury bonds for the period of October, 
November and December, 1994 fiom the average yield of 30-year U.S. Treasury bonds for October, November 
and December 1995, not to exceed 50 basis points in either direction. As a result, the Florida Division’s retum 
on equity for 1995 was lowered to a midpoint of 10.5% for determining the level of overearnings. For 1995, 
the Florida Division was found to have exceeded its allowed rate of retum equity ceiling of 1 1.5% by $230,000. 
On January 2 I ,  1997 the Florida Public Service Commission ;.oted to allow the division to apply the total 
overearnings for 1994 and 1995 in the amount of $292,000 to its environmental reserve. The Commission 
Order afirming this decision was issued in February, 1997. 

(i) (c) Propane Distribution 

Chesapeake’s propane distribution group consists of Sharp Energy, Inc. (“Sharp Energy”), a wholly owned 
subsidiary of Chesapeake, and its wholly owned subsidiary, Sharpgas, Inc. (“Sharpgas”). 

On Mkch 6, 1997, Chesapeake acquired all of the outstanding shares of Tri-County Gas Company, Inc. (“Tri- 
County”), a family-owned and operated propane distribution business located in Salisbury and Pocomoke, 
Maryland. The combined operations of the Company and Tri-County served approximately 32,000 propane 
customers on the Delmarva Peninsula and delivered approximately 30-million retail and wholesale gallons of 
propane during 1996. 

Sharpgas stores and distributes propane to approximately 23,100 customers on the Delmarva Peninsula. The 
propane distribution business is affected by many factors such as seasonality, the absence of price regulation 
and competition among local providers. 

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 gaseous at normal pressures, it is easily compressed into 
liquid form for storage and transportation. Propane is a clean-buming fuel, gaining increased recognition for its 
environmental superiority, safety, efficiency, transportability and ease of use relative to alternative forms of 
energy. 
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Propane is sold primarily in suburban and rural areas which are not served by natural gas pipelines. Demand is 
typically much higher in the winter months and is significantly affected by seasonal variations, particularly the 
relative severity of winter temperatures, because of its use in residential and commercial heating. 

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

The Company uses trucks and railroad cars to transport propane from refineries, natural gas processing plants 
or pipeline terminals to the Company’s bulk storage facilities. From these facilities, propane is delivered in 
portable cylinders or by “bobtail” trucks, owned and operated by the Company, to tanks located at the 
customer’s premises. 

Sharpgas competes with several other propane distributors in its service territories, primarily on the basis of 
service and price, emphasizing reliability of service and responsiveness. Competition is generally local because 
distributors located in close proximity to customers incur lower costs of providing service. 

Propane competes with both fuel oil and electricity as an energy source, Propane competes against fuel oil 
based upon cleanliness and its environmental advantages. Propane is also typically less expensive than both 
fie1 oil and electricity based on equivalent BTU value. Because 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 Company’s propane distribution 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 incident to 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 $35,000,000 per occurrence, 
but there is no assurance that such insurance will be adequate. 

(0 (d) Advanced Information Services 

Chesapeake’s advanced information services segment is comprised of United Systems, Inc. (“USI”) and Capital 
Data Systems, Inc. (“CDS”), both wholly owned subsidiaries of the Company. CDS provided programming 
support for application software, until the first quarter of 1997, at which time they disposed of substantially all 
of their assets. 

US1 is an Atlanta-based company that primarily provides support for users of PROGRESS@, a fourth generation 
computer language and Relational Database Management System. US1 offers consulting, training, software 
development “tools” and customer software development for its client base, which includes many large 
domestic and international corporations. 
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The advanced information services businesses face significant competition from a number of larger competitors 
having substantially greater resources available to them than the Company. In addition, changes in the 
advanced information services businesses are occurring rapidly, which could adversely impact the markets for 
the Company’s products and services. 

(i) (e) Other Subsidiaries 

Skipjack, Inc. (“Skipjack”) and Chesapeake Investment Company (“Chesapeake Investment”), are wholly 
owned subsidiaries of Chesapeake Service Company. Skipjack owns and leases to affiliates, two office 
buildings in Dover, Delaware. Chesapeake Investment is a Delaware afiliated investment company. 

On March 6, 1997, in connection with the acquisition of Tri-County, the Company acquired Eastern Shore Real 
Estate, Inc. (“ESR”), which will become a wholly owned subsidiary of Chesapeake Service Company. ESR 
owns and leases office buildings to affiliates and external companies. 

(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 majority of these sales are to customers using the fuels 
for heating purposes. Revenues from these customers are accordingly affected by the mildness or severity of 
the heating season. 

(iii) Capital Budget 

The Company’s current capital budget for 1997 contemplates expenditures totaling approximately $18.9 
million. The total includes approximately $8.5 million for Chesapeake’s natural gas distribution divisions, 
consisting mainly of extensions to and replacements of the distribution facilities and related equipment; $4.5 
million for natural gas transmission operations, providing principally for improvements to the pipeline system 
and for finishing construction of a compressor station in Delaware City, $3.8 million for environmental related 
expenditures, $1.8 million for propane distribution, principally for the purchase of storage facilities, additional 
tanks and the construction of a new operation center in Pocomoke, Maryland; $150,000 for computer hardware, 
hmiture and fixtures for the Company’s advanced infomation services group; along with $1 50,000 for general 
plant. These capital requirements are expected to be financed by cash flow provided by the Company’s 
operating activities short-term borrowing, and the issuance of long-term debt, common equity or a combination 
thereof. 

(iv) Empfoyees 

The Company has 338 employees including 131 natural gas distribution employees, 18 natural gas transmission 
employees, 97 propane distribution employees and 49 advanced information services employees. The 
remaining 43 employees are considered general and administrative and include officers of the Company and 
treasury, accounting, data processing, planning, human resources and other administrative personnel. The 
acquisition of Tri-County will add approximately 43 employees to the total number of employees of the 
Company. 
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Item 2. Properties 

(a) General 

The Company owns offices and operates buildings in Salisbury, Cambridge, and Princess Anne, Maryland; Dover, 
Seaford, Laurel and Georgetown, Delaware; and Winter Haven, Florida, and rents office space in Dover, Delaware; 
Plant City, Florida; Chincoteague and Belle Haven, Virginia; Easton and Pocomoke, Maryland; and Atlanta, 
Georgia. In general, the properties of the Company are adequate for the uses for which they are employed. 
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 514 miles of natural gas distribution mains (together with related service lines, meters and 
regulators) located in its Delaware and Maryland service areas, and 459 miles of such mains (and related 
equipment) in its Central Florida service areas. Chesapeake also owns facilities in Delaware and Maryland for 
propane-air injection during periods of peak demand. 

A portion of the properties constituting Chesapeake’s distribution system are encumbered pursuant to Chesapeake’s 
First Mortgage Bonds. 

(c) Natural Gas Transmission 

Eastern Shore owns approximately 27 1 miles of transmission lines extending from Parkesburg, Pennsylvania to 
Salisbury, Maryland. Eastern Shore also owns three compressor stations located in Delaware City, Delaware, 
Daleville, Pennsylvania and Bridgeville, Delaware. The Delaware City compressor station is currently under 
construction with a proposed in-service date of March 19,1997. The Delaware City compressor facility and 
associated piping are needed to stabilize capacity on Eastern Shore’s system as a result of steadily declining inlet 
pressures at the Hockessin interconnect with Transcontinental Gas Pipe Line Corporation. The Daleville station is 
utilized to increase Columbia supply pressures to match Transco supply pressures, and to increase Eastem Shore’s 
pressures in order to serve Eastern Shore’s f m  customers’ demands, including demands from Chesapeake’s 
Delaware and Maryland divisions. The Bridgeville station is being used to provide increased pressures required to 
meet the demands on the system. 

(d) Propane Distribution 

Sharpgas owns bulk propane storage facilities with an aggregate capacity of 1,482,000 gallons at 26 plant facilities 
in Delaware, Maryland and Virginia, located on real estate it either owns or leases. 

Item 3. Legal Proceedings 

The Company and its subsidiaries are 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 conceming rates. In the opinion of management, the ultimate disposition of these 
proceedings will not have a material effect on the consolidated financial position of the Company. 
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Environmental 

(a) Dover Gas Light Site 

In 1984, the State of Delaware notified the Company that a parcel of land it purchased in 1949 from Dover Gas 
Light Company, a predecessor gas company, contains hazardous substances. The State also asserted that the I 

Company is responsible for any clean-up and prospective environmental monitoring of the site. The Delaware 
Department of Natural Resources and Environmental Control (“DNREC”) investigated the site and surroundings, 
finding coal tar residue and some ground-water contamination. 

In October 1989, the Environmental Protection Agency Region 111 (“EPA”) listed the Dover Site on the National 
Priorities List under the Comprehensive Environmental Response, Compensation and Liability Act (“CERCLA” or 
“Superfund”). At that time under CERCLA, both the State of Delaware and the Company were named as 
potentially responsible parties (“PRP”) for clean-up of the site. 

’ 

The EPA issued the site Record of Decision (“ROD”) dated August 16, 1994. The remedial action selected by the 
EPA in the ROD addresses the ground-water contamination with a combination of hydraulic containment and 
natural attenuation. Remediation selected for the soil at the site is to meet stringent cleanup standards for the first 
two feet of soil and less stringent standards for the soil below two feet. The ROD estimates the costs of selected 
remediation of ground-water and soil at $2.7 million and $3.3 million, respectively. 

On November 18, 1994, EPA issued a “Special Notice Letter” (the “Letter”) to Chesapeake and three other PRPs. 
The Letter includes, inter alia, (1) a demand for payment by the PWs of EPA’s past costs (estimated to be 
approximately $300,000) and future costs incurred overseeing Site work; (2) notice of EPA’s commencement of a 
60 day moratorium on certain EPA response activities at the Site; (3) a request by EPA that Chesapeake and the 
other PRPs submit a “good faith proposal” to conduct or finance the work identified in the ROD; and (4) proposed 
consent orders by which Chesapeake and other parties may agree to perform the good faith proposal. 

In January 1995, Chesapeake submitted to the EPA a good faith proposal to perform a substantial portion of the 
work set forth in the ROD, which was subsequently rejected . The Company and the EPA each attempted to secure 
voluntary performance of part of the remediation by other parties. These parties include the State of Delaware, 
which is the owner of the property and was identified in the ROD as a PRP, and a business identified in the ROD as 
a PRP for having contributed to ground-water contamination. 

On May 17, 1995, EPA issued an order to the Company under section 106 of CERCLA (the “Order”), which 
requires the Company to fund or implement the ROD. The Order was also issued to General Public Utilities 
Corporation, Inc. (“GPU”), which both EPA and the Company believe is liable under CERCLA. Other PRPs such 
as the State of Delaware were not ordered to perform the ROD. EPA may seek judicial enforcement of its Order, as 
well as significant financial penalties for failure to comply. Although notifying EPA of objections to the Order, the 
Company agreed to comply. GPU informed EPA that it does not intend to comply with the Order. 

On March 6, 1995, the Company commenced litigation against the State of Delaware for contribution to the 
remedial costs being incurred to carry out the ROD. In December of 1995, this case was dismissed without 
prejudice based on a settlement agreement between the parties (the “Settlement”). Under the Settlement, the State 
agreed to support the Company’s proposal to reduce the soil remedy for the site, described below, to contribute 
$600,000 toward the cost of implementing the ROD, and to reimburse the EPA for $400,000 in oversight costs. The 
Settlement is contingent upon a formal settlement agreement between EPA and the State of Delaware being reached 
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within the next two years. Upon satisfaction of all conditions of the Settlement, the litigation will be dismissed with 
prejudice. 

On July 7, 1995, the Company submitted to EPA a study proposing to reduce the level and cost of soil remediation 
from that identified in the ROD. Although this proposal was supported by the State of Delaware, as required by the 
Settlement, it was rejected by the EPA on January 30, 1996. 

On June 25, 1996, the Company initiated litigation against GPU for contribution to the remedial costs incurred by ’ 

Chesapeake in connection with complying with the ROD. At this time, management cannot predict the outcome of 
the litigation or the amount, if any, of proceeds to be received. 

In July 1996, the Company commenced the design phase of the ROD, on-site pre-design and investigation. A pre- 
design investigation report (“the report”) was filed in October 1996 with the EPA. The report, which requires EPA 
approval, will provide up to date status on the site; which the EPA will use to determine if the remedial design 
selected in the ROD is still the appropriate remedy. 

The Company is currently engaged in investigations related to additional parties who may be PRPs. Based upon 
these investigations, the Company will consider suit against other PRPs. The Company expects continued 
negotiations with PRPs in an attempt to resolve these matters. 

In the third quarter of 1994, the Company increased its accrued liability recorded with respect to the Dover Site to 
$6.0 million. This amount reflects the EPA’s estimate, as stated in the ROD for remediation of the site according to 
the ROD. The recorded liability may be adjusted upward or downward as the design phase progresses and the 
Company obtains construction bids for performance of the work. The Company has also recorded a regulatory asset 
of $6.0 million, corresponding to the recorded liability. Management believes that in addition to the $600,000 
expected to be contributed by the State of Delaware under the Settlement, the Company will be equitably entitled to 
contribution from other responsible parties for a portion of the expenses to be incurred in connection with the 
remedies selected in the ROD. Management also believes that the amounts not so contributed will be recoverable in 
the Company’s rates. 

As of December 3 I ,  1996, the Company has incurred approximately $4.2 million in costs relating to environmental 
testing and remedial action studies. In 1990, the Company entered into settlement agreements with a number of 
insurance companies resulting in proceeds to fund actual environmental costs incurred over a five to seven-year 
period beginning in 1990. In December 1995, the Delaware Public Service Commission, authorized recovery of all 
unrecovered environmental cost incurred by a means of a rider (supplement) to base rates, applicable to all firm 

service customers. The costs would be recovered through a five-year amortization offset by the deferred tax benefit 
associated with those environmental costs. The deferred tax benefit equals the projected cashflow savings realized 
by the Company in connection with a reduced income tax liability due to the possibility of accelerated deduction 
allowed on certain environmental costs when incurred. Each year a new rider rate will be calculated to become 
effective December 1. The rider rate will be based on the amortization of expenditures through September of the 
filing years plus amortization of expenses from previous years. The advantage of the rider is that it is not necessary 
to file a rate case every year to recover expenses incurred. As of December 31, 1996, the unamortized balance and 
amount of environment cost not included in the rider, effective January 1, 1997 was $ 1,206,000 and $1 91,000, 
respectively. With the rider mechanism established, it is management’s opinion that these costs and any future cost, 
net of the deferred income tax benefit, will be recoverable in rates. 
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(b) Salisbury Town Gas Light Site 

In cooperation with the Maryland Department of the Environment (“MDE”), the Company has completed an 
assessment of the Salisbury manufactured gas plant site. The assessment determined that there was localized 
contamination of ground-water. A remedial design report was submitted to MDE in November 1990 and included a 
proposal to monitor, pump and treat any contaminated ground-water on-site. Through negotiations with the MDE, 
the remedial action workplan was revised with final approval from MDE obtained in early 1995. The remediation 
process for ground-water was revised from pump-and-treat to Air Sparging and Soil-Vapor Extraction, resulting in a 
substantial reduction in overall costs. During 1996, the Company completed construction and began remediation 
procedures at the Salisbury site and will be reporting on an ongoing basis the remediation and monitoring results to 
the Maryland Department of the Environment. 

The cost of remediation is estimated to range from $140,000 to $190,000 per year for operating expenses. Based on 
these estimated costs, the Company recorded both a liability and a deferred regulatory asset of $650,088 on 
December 3 1, 1996, to cover the Company’s projected remediation costs for this site. The liability payout for this 
site is expected to be over a five-year period. As of December 3 1, 1996, the Company has incurred approximately 
$2.2 million for remedial actions and environmental studies and has charged such costs to accumulated 
depreciation. In January 1990, the Company entered into settlement agreements with a number of insurance 
companies resulting in proceeds to find actual environmental costs incurred over a three to five-year period 
beginning in 1990. The final insurance proceeds were requested and received in 1992. In December 1995, the 
Maryland Public Service Commission approved recovery of all environmental cost incurred through September 30, 
1995 less amounts previously amortized and insurance proceeds. The amount approved for a IO-year amortization 
was $964,25 1. Of the $2.2 million in costs reported above, approximately $4 17,000 has not been recovered through 
insurance proceeds or received ratemaking treatment. It is management’s opinion that these costs incurred and 
fiture costs incurred, if any, will be recoverable in rates. 

(c) Winter Haven Coal Gas Site 

The Company is currently conducting investigations of a site in Winter Haven, Florida, where the Company’s 
predecessors manufactured coal gas earlier this century. A Contamination Assessment Report (“CAR”) was 
submitted to the Florida.Deparbnent of Environmental Protection (“FDEP”) in July, 1990. The CAR contained the 
results of additional investigations of conditions at the site. These investigations confirmed limited soil and ground- 
water impacts to the site. In March 1991, FDEP directed the Company to conduct additional investigations on-site 
to fully delineate the vertical and horizontal extent of soil and ground-water impacts. 

Additional contamination assessment activities were conducted at the site in late 1992 and early 1993. In March 
1993, a Contamination Assessment Report Addendum (“CAR Addendum”) was delivered to FDEP. The CAR 
Addendum concluded that soil and ground-water impacts have been adequately delineated as a result of the 
additional field work. The FDEP approved the CAR and CAR Addendum in March of 1994. The next step is a 
Risk Assessment (“RA”) and a Feasibility Study (“FS”) on the site. A draft of the RA and FS were filed with the 
FDEP during 1995; however, until the RA and FS are not complete until accepted as final by the FDEP. On May 
10, 1996, CFGC transmitted to FDEP an Air Sparging and Soil Vapor Extraction Pilot Study Work Plan for FDEP’s 
review and approval. The Work Plan described CFCG’s proposal to undertake an Air Sparging and Soil Vapor 
Extraction pilot study to evaluate the effectiveness of air sparging as a groundwater remedy combined with soil 
vapor extraction at the Property. CFGC is currently awaiting FDEP’s comments to the Work Plan. It is not possible 
to determine whether remedial action will be required by FDEP and, if so, the cost of such remediation. 
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The Company has spent approximately $660,000, as of December 31, 1996, on these investigations, and expects to 
recover these expenses, as well as any future expenses, through base rates. These costs have been accounted for as 
charges to accumulated depreciation. The Company requested and received from the Florida Public Service 
Commission (“FPSC”) approval to amortize through base rates $359,659 of clean-up and removal costs incurred as 
of December 3 I ,  1986. As of December 3 1, 1992, these costs were filly amortized. In January 1993, the Company 
received.approva1 to recover through base rates approximately $2 17,000 in additional costs related to the former 
manufactured gas plant. This amount represents recovery of $173,000 of costs incurred from January 1987 through 
December 1992, as well as prospective recovery of estimated future costs which had not yet been incurred at that 
time. The FPSC has allowed for amortization of these costs over a three-year period and provided for rate base 
treatment for the unamortized balance. In a separate docket before the FPSC, the Company has requested and 
received approval to apply a refund of 199 1 overeamings of approximately $1 18,000 against the balance of 
unamortized environmental charges incurred as of December 3 1, 1992. As a result, these environmental charges 
were fully amortized as of June 1994. The FPSC issued an order in January 1997, applying a refund of $292;000, 
pertaining to 1994 and 1995 overearnings, toward the balance of unamortized environmental charges. Of the 
$660,000 in costs reported above, all costs have received ratemaking treatment. The FPSC has allowed the 
Company to continue to accrue for future environmental costs, At December 3 1, 1996, the Company has $396,000 
accrued. It is management’s opinion that future costs, if any, will be recoverable in rates. 

(d) Smyrna Coal Gas Site 

On August 29, 1989 and August 4, 1993, representatives of DNREC conducted sampling on property owned by the 
Company in Smyma, Delaware. This property is believed to be the location of a former manufactured gas plant. 
Analysis of the samples taken by DNREC show a limited area of soil contamination. 

On November 2, 1993, DNREC advised the Company that it would require a remediation of the soil contamination 
under the state’s Hazardous Substance Cleanup Act and submitted a draft Consent Decree to the Company for its 
review. The Company met with DNREC personnel in December 1993 to discuss the scope of any remediation of 
the site and, in January 1994, submitted a proposed workplan, together with comments on the proposed Consent 
Decree.. The final Work Plan was submitted on September 27, 1994. DNREC has approved the Work Plan and the 
Consent Decree. Remediation based on the Work Plan was completed in 1995, at a cost of approximately $263,000. 
In June 1996, the Company received the certificate of completion from DNREC. It is management’s opinion that 
these costs will be recoverable in rates. 

Item 4. Submission of Matters to a Vote of Security Holders 

None 

Item 10. Executive Officers of the Registrant 

Information pertaining to the Executive Officers of the Company is as follows: 

Ralph J. A dkins (age 54) (present term expires May 20, 1997). Mr. Adkins is President and Chief Executive 
Officer of Chesapeake. He has served as President and Chief Executive Officer since November 8, 1990. Prior 
to holding his present position, Mr. Adkins served as President and Chief Operating Officer, Executive Vice 
President, Senior Vice President, Vice President and Treasurer of Chesapeake. Mr. Adkins is also Chairman 
and Chief Executive Officer of Chesapeake Service Company, and Chairman and Chief Executive Officer of 
Sharp Energy, Inc., Tri-County Gas Company, Inc., Chesapeake Service Company and Eastern Shore Natural 
Gas Company, all wholly owned subsidiaries of Chesapeake. He has been a director of Chesapeake since 1989. 
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John R. Schimkaitis (age 49) (present term expires May 20, 1997). Mr. Schimkaitis is Executive Vice 
President, Chief Operating Officer and Assistant Treasurer. He has served as Executive Vice President since 
February 23, 1996. He previously served as Chief Financial Officer, Senior Vice President, Treasurer and 
Assistant Secretary. From 1983 to 1986 Mr. Schimkaitis was Vice President of Cooper & Rutter, Inc., a 
consulting firm providing financial services to the utility and cable industries. He was appointed a director of 
Chesapeake in February 1996. 

Philib S. Barefoot (age 50) (present term expires May 20, 1997). Mr. Barefoot joined Chesapeake as Division 
Manager of Florida Operations in July 1988. In May 1994 he was elected Senior Vice President of Natural Gas 
Operations, as well as Vice President of Chesapeake Utilities Corporation. Prior to joining Chesapeake, he was 
employed with Peoples Natural Gas Company where he held the positions of Division Sales Manager, Division 
Manager and Vice President of Florence Operations. 

Michael P. McMas t en  (age 38) (present t e n  expires May 20, 1997). Mr. McMasters is Vice President, Chief 
Financial Officer and Treasurer of Chesapeake Utilities Corporation. He has served as Vice President, Chief 
Financial Officer and Treasurer since December, 1996. He previously served as Vice President of Eastern 
Shore, Director of Accounting and Rates and Controller. From 1992 to May 1994, Mr. McMasters was 
employed as Director of Operations Planning for Equitable Gas Company. 

PART I1 

Item 5. Market for the Registrant’s Common Stock and Related Security Holder Matters 

(a) Common Stock Dividends and Price Ranges: 

The following table sets forth sale price and dividend information for each calendar quarter during the years 
December 3 1, 1996 and 1995: 

Dividends 
Declared 

Quarter Ended High Low Close Per Share 
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1996 
March 3 1 $1 7.000 $14.500 $16.750 $0.2325 
June 30 17.875 15.875 16.000 0.2325 
September 30 17,750 15.125 17.500 0.2325 
December 3 1 18.000 16.375 16.875 0.2325 
1995 
March 3 1 $13.625 $12.125 $13.250 $0.2250 
June 30 13.375 12.250 13.125 0.2250 
September 30 14.375 12.250 14.000 0.2250 
December 3 1 15.500 14.000 14.625 0.2250 

The common stock of the Company trades on the New York Stock Exchange under the symbol “CPK”. 

(b) Approximate number of holders of common stock as of December 31,1996: 

Title of Class 
Common stock, par value S.4867 

18 

Number of Shareholders 

2,2 13 
ofRecord . 
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(c) Dividends: 

During the years ended December 3 1, 1996 and 1995, cash dividends have been declared each quarter, in the 
amounts set forth in the table above. 

Indentures to the long-term debt of the Company and its subsidiaries contain a restriction that the Company cannot, 
until the retirement of its Series I Bonds, pay any dividends after December 3 1, 1988 which exceed the sum of 
$2,135,188 plus consolidated net income recognized on or after January 1,1989. As of December 3 1,1996, the 
amounts available for fbture dividends permitted by the Series I covenant are $13.0 million. 

(d) 
issued 639,000 shares of Company stock to William P. Schneider and James R. Schneider in reliance on the private 
placement exemption provided by Section 4(2) of the Securities Act of 1933 and Regulation D, thereunder. . 

On March 6, 1997, in conjunction with the acquisition of Tri-County Gas Company, Inc., the Company 
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Item 6. Selected Financial Data 
(Dollars in Thousands Except Stock Data) 

For the Years Ended December 31, 1996 1995 1994 1993 1992 

Operating 
Operating revenues $1 19,330 $104,020 $98,572 $85,873 $75,935 
Operating income $9,244 $9,562 $7,227 $6,3 1 1 $5,770 
Income before cumulative effect of 

change in accounting principle 
and discontinued operations $6,9 

accounting principle 
Cumulative effect of change in 

Income from discontinued operations 
Net income $6,9 

0 ' $7,237 $4,460 $3,914 $3,475 

$58 
$74 

0 $7,237 $4,460 $3,972 $3,549 

Balance Sheet 
Gross plant $127,96 1 $1 1 5,283 $1 10,023 $100,330 $9 1,039 
Net plant $90,564 $8 1,716 $75,3 13 $69,794 $64,596 
Total assets $131,138 $1 18,794 $108,271 $100,988 $89,557 
Long-term debt, net $28,984 $29,795 $24,329 $25,682 $25,668 
Common stockholders' equity $47,153 $42,301 $37,063 $34,878 $33,126 
Capital expenditures $14,302 $12,100 $10,653 $10,064 $6,720 

Common Stock 
Primary earnings per share: 

Income before cumulative effect of 
change in accounting principle 
and discontinued operations 

Cumulative effect of change in 
accounting principle 

Income from discontinued operations 
Net income 

Average shares outstanding 

Fully diluted earnings per share: 
Income before cumulative effect of 

change in accounting principle 
and discontinued operations 

Cumulative effect of change in 
accounting principle 

Income from discontinued operations 
Net income 

Average shares outstanding 

Cash dividends per share 
Book value per share 
Common equitynotal capitalization 
Return on equity 

Number of Employees 
Number of Registered Stockholders 
Heating Degree Days 
Heating Degree Days (IO-year average) 

$1.82 $1.95 $1.23 $1.10 $1 .oo 

$0.02 
$0.02 

$1.82 $1.95 $1.23 $1.12 $1.02 

3,793,467 3,701,981 3,632,4 13 3,556,037 3,477,244 

$1.76 

$1.76 

4,037,048 

$0.93 
$12.41 

6 1.93% 
14.66% 

338 
2,213 
4,7 17 
4,596 

$1.89 $1.20 

$1.89 $1.20 

3,950,724 3,888,190 

$0.90 $0.88 
$11.37 $10.15 

58.67% 60.37% 
17.1 1% 12.03% 

$1.08 

$0.02 

$1.10 

3,8 16,295 

$0.86 
$9.76 

57.59% 
1 1.39% 

$0.99 

$0.02 
$1.01 

3,749,130 

$0.86 
$9.50 

56.34% 
10.71% 

335 320 
2,098 1,72 1 
4,593 4,398 
4,586 4,564 

326 
1,743 
4,705 
4,588 

317 
1,674 
4,645 
4,598 
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations 

Liquidity and Copitol Resources 
The Company’s capital requirements reflect the capital intensive nature of its business and are attributable 
principally to its construction program and the retirement of its outstanding debt. The Company relies on cash 
generated from operations and short-term borrowings to meet normal working capital requirements and to 
temporarily finance capital expenditures. During 1996, the Company’s net cash provided by operating activities, 
net cash used by investing activities and net cash provided by financing activities were $1 1.3 million, $14.1 million 
and $3.7 million, respectively. 

On January 23, 1997, the Board of Directors increased the amount the Company was authorized to borrow from 
various banks and trust companies from $14.0 million to a ceiling of $20.0 million. As of December 31, 1996, the 
Company had four unsecured bank lines of credit, each in the amount of $8,000,000. Funds provided from these 
lines of credit are used for short-term cash needs to meet seasonal working capital requirements and to fund portions 
of its capital expenditures. The outstanding balances of short-term borrowings at December 3 1, 1996 and 1995 
were $12.0 million and $4.8 million, respectively. Based upon anticipated cash requirements in 1997, the,Company 
may refinance the short-term debt and provide 1997 capital requirements through the issuance of long-term debt. 
The timing of such an issuance is dependent upon the nature of the securities involved as well as current market and 
economic conditions. 

In 1996, the Company used cash provided by operating activities coupled with short-term borrowings to fund the 
capital expenditures and increases in working capital requirements. The increase in working capital was primarily 
due to the significant increase in natural gas and propane prices during the fourth quarter of 1996. In 1995, the 
Company’s capital additions were funded by operating activities. In 1994, cash provided by operations increased 
due to the collection of a large amount of underrecovered purchased gas costs present at the end of 1993. 

During 1996, 1995 and 1994, capital expenditures were approximately $14,302,000, $12,100,000 and $10,653,000, 
respectively. For 1997, the Company has budgeted $18.9 million for capital expenditures. This amount includes 
$8.5 million for natural gas distribution, $4.5 million for natural gas transmission, $3.8 million for environmental 
related expenditures, $1.8 million for propane distribution, $150,000 for advanced information services and 
$150,000 for general plant. The natural gas and propane distribution expenditures are for expansion and 
improvement of facilities in existing service territories. Natural gas transmission expenditures are for improvement 
of the pipeline system and completion of the Delaware City compressor station. The advanced information services 
expenditures are for computer hardware, software and related equipment. Financing for the 1997 construction 
program is expected to be provided from short-term borrowings, cash from operations and from an issuance of long- 
term debt. The construction program is subject to continuous review and modification. Actual construction 
expenditures may vary from the above estimates due to a number of factors including inflation, changing economic 
conditions, regulation, load growth and the cost and availability of capital. 

The Company expects to incur environmental related expenditures during 1997 and in future years (see Note J to 
the Consolidated Financial Statements), a portion of which may need to be financed through external sources. 
Management does not expect such financing to have a material adverse effect on the financial position or capital 
resources of the Company. 

Copitol Structure 
As of December 3 1, 1996, common equity represented 61.9% of permanent capitalization, compared to 58.7% in 
1995 and 60.4% in 1994. The Company remains committed to maintaining a sound capital structure and strong 
credit ratings in order to provide the financial flexibility needed to access the capital markets when required. This 
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commitment, along with adequate and timely rate relief for the Company’s regulated operations, helps to ensure that 
the Company will be able to attract capital from outside sources at a reasonable cost. The achievement of these 
objectives will provide benefits to customers and creditors, as well as to the Company’s investors. 

Financing Activities 
On October 2, 1995, the Company finalized a private placement of $10 million of 6.91% Senior Notes due in 2010. 
The Company used the proceeds to retire $4,091,000 of the 10.85% Senior Notes of Eastern Shore Natural Gas 
Company, the Company’s natural gas transmission subsidiary (“Eastern Shore”), originally due October 1,2003. 
The remaining proceeds of $5,909,000 were used to repay short-term borrowings under the Company’s lines of 
credit. The Company issued no long-term debt in 1996 and 1994. During 1996, the Company repaid a total of 
approximately $869,000 of long-term debt, compared to 3501 8,000 and $1,291,000 in 1995 and 1954, respectively. 

The Company issued 33,926,38,660 and 30,928 shares of common stock in connection with its Automatic 
Dividend Reinvestment and Stock Purchase Plan during the years of 1996, 1995 and 1994, respectively. 

’ 

Results of Operations 
Net income for 1996 was $6,910,428, as compared to $7,236,695 for 1995. Exclusive of matters relating to the 
settlement and associated accruals described below, earnings in 1996 increased by $320,969. The 1995 net income 
reflected the settlement between Eastern Shore and the Federal Energy Regulatory Commission (“FERC”) regarding 
Eastern Shore’s purchased gas adjustment (“PGA”) computation. This settlement, which was a non-recurring event, 
contributed $833,000 to 1995 net income due to the reversal of the excess liability for a potential refbnd previously 
recorded, and resulted in a reduction in the required level of accruals from $750,000 after tax in 1994 to $1 86,000 
after tax in 1995. Earnings before interest and taxes (“EBlT’) for the years 1996, I 995 and 1994 were $ 13.2 
million, $13.6 million and $9.8 million. 

Natural Gas Distribution 
The natural gas distribution segment contributed EBIT of $7.2 million in 1996 compared to $4.7 million in both 
1995 and 1994. The increase in EBIT in 1996 was due to higher gross margin partially offset by higher operating 
expenses. 

Gross margin in 1996 increased $4.0 million due to a f i l l  year of rate increases, which went into effect in 1995, 
coupled with a 20% increase in deliveries to residential and commercial customers located in the Company’s 
northern service territory. The rate increase became effective during December, 1995 for Maryland operations and 
interim rates were in effect during June, 1995 for Delaware operations. The rate increases were designed to increase 
revenues $975,000 and $900,000 annually for the Maryland and Delaware operations, respectively. The increase in 
deliveries to residential and commercial customers located in the Company’s northern service territory was related 
to temperatures which were co!der than the previous year. 

Gross margin in 1995 increased $1.7 million due to the partial year of rate increases for the Maryland and Delaware 
operations in 1995 and an increase of 88% and 23% in transportation and delivery volumes, respectively, by the 
Florida distribution operations. These increases in Florida’s volumes reflected sales to phosphate producing and 
citrus processing customers and to three co-generation plants. 

Operations expenses for 1996 increased by $583,000 or 7% after increasing by $1.2 million or 16% in 1995 over 
1994. The 1996 increases related to compensation, benefits, data processing costs, uncollectibles and regulatory 
expenses. The increases in I995 related to compensation, data processing conversion costs, consulting, legal and 
regulatory expenses. 
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Maintenance expenses were slightly less in 1996 compared to 1995, when expenses were $66,000 or 7% higher than 
1994 expenses due to a greater level of maintenance on meter and regulating stations. Depreciation and 
amortization expense increased due to plant addition’s placed in service during the past two years. Other taxes 
increased by $460,000 or 23% in 1996, partially due to the inclusion of certain state revenue related taxes in 1996. 

Natural Cas Transmission 
The natural gas transmission segment contributed EBIT of $2.5 million, $6.1 million and $3.0 million during 1996, 
1995 and 1994, respectively. The large increase in 1995 EBIT includes the effect of the settlement between Eastern 
Shore and the FERC regarding Eastern Shore’s PGA computation (see Note K to the Consolidated Financial 
Statements). The settlement, which was a non-recurring event, contributed $1.3 million to EBIT for 1995 due to the 
reversal of excess liability for the potential refund previously recorded, and resulted in a reduction in the required 
level of accruals from $1.2 million in 1994 to $289,000 in 1995. Exclusive of matters relating to the settlement and 
associated accruals, EBIT decreased $2.6 million in 1996, increased $890,000 in 1995 and increased $1.1 million in 
1994. 

The reduction in 1996 EBIT of $2.6 million was primarily the result of a decrease in gross margin on sales to 
industrial customers. Contributing to the increases in 1995 and 1994 EBIT were increased gross margins, primarily 
attributable to increased deliveries of industrial sales volumes, offset slightly by higher operating expenses. 

The decline in 1996 gross margin resulted from a 67% decrease in volumes delivered, primarily reflecting decreased 
deliveries to two industrial interruptible customers, a municipal power plant and a methanol plant. The methanol 
plant shut down operations on April 1, 1996. The management of the methanol plant has indicated that they would 
monitor methanol prices and would re-evaluate their position as to reopening or permanently closing on or about 
April 1, 1997. To our knowledge, no decision has been made regarding reopening or permanently closing the 
methanol plant. During 1996, 1995 and 1994, deliveries to methanol and power plants contributed to gross margin 
approximately $284,000, $2.4 million and $1.4 million, respectively. These two customers are interruptible 
customers and have no ongoing commitment, contractual or otherwise, to purchase natural gas from the Company 
(see Note A to the Consolidated Financial Statements). 

Operations expense increased 4% in 1996, primarily reflecting increased compensation and benefit related expenses. 
Operations expense increased by $3 14,000 or 14% in 1995 compared to 1994. The majority of the increases were 
in payroll, telemetering and legal fees. 

Maintenance expense declined slightly in 1996 after declining by $47,000 or 8% in 1995. Maintenance expenses in 
1994 increased by $125,000 due to the painting of a pipeline bridge structure and a higher level of natural gas main 
maintenance. Depreciation expense increased in 1996 due to plant placed in service during the past two years. 

On October 15, 1996, Eastern Shore filed with the FERC for a rate increase of approximately $ 1,445,000. This 
increase would be effective for only revenues earned on sales to regulated customers. 

In connection with the FERC Order relating to the settlement, Eastern Shore applied in December of 1995 to the 
FERC for a blanket certificate authorizing open access transportation service on its pipeline system. The 
implementation of open access transportation service, expected to occur during 1997, will provide all of Eastern 
Shore’s customers with the opportunity to transport gas over its system at FERC regulated rates. Open access is 
thus likely to result in a shift of Eastern Shore’s business from margins earned on sales of gas to large industrial 
customers to a possibly lower margin earned on transportation services. After the implementation of open access, it 
is expected that Eastem Shore’s earnings, which in the past have been driven to a substantial extent by widely 
varying levels of unregulated sales, will tend to be more stable and closer to a regulated return. 
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Propane Disrriburion 
The propane distribution segment contributed EBIT of $2.1 million, $1.9 million and $2.3 million for 1996, 1995 
and 1994, respectively. The 1996 increase in EBIT was primarily the result of an increase in gross margin mostly 
offset by greater operating expenses. The 1995 decrease in EBIT was a combined impact of a decrease in gross 
margin coupled with greater operating expenses. 

The increase in gross margin of $1.1 million or 12% for 1996 was primarily the result of a 12% increase in sales 
volumes due to temperatures being colder than the previous year. The decrease in gross margin of $281,000 for 
1995 was primarily due to a 4% decline in sales volume, partially offset by a higher average margin per gallon. 
Overall, temperatures in 1995 were 4% colder than temperatures in 1994, yet volumes were lower due to the timing 
and severity of weather conditions experienced in 1994. In 1995, the segment did not secure a contract with one 
wholesale customer under which it had supplied large quantities of propane, contributing $64,000 to gross margin, 
in 1994. 

Operations expense for 1996 increased by $766,000 or 14% after increasing by $225,000 or 4% in 1995. The 
increase in expenses for 1996 and 1995 occurred primarily in compensation, benefits and outside services. 
Maintenance expenses increased by $84,000 or 28% in 1996 after reducing by $42,000 or 12% in 1995. The 
maintenance expense increases occurred primarily on vehicles. 

Starting in 1997, the Company will be integrating the operations of Tri-County Gas Company, Inc. (“Tri-County”), 
acquired on March 6, 1997, and the Company’s current propane distribution operations. 

Advanced Informa!ion Services 
The advanced information services segment contributed EBIT of $1.3 million, $1.2 million and $174,000 for the 
years 1996, 1995 and 1994. During 1996, revenue and operating expenses decreased by $1.4 million and $1.5 
million, respectively. These declines resulted from the segment no longer providing facilities management services 
during 1996. These 1996 declines were partially offset by increases in consulting and programming revenues along 
with associated operating expenses, such as compensation, benefits and reimbursed costs. 

In 1995 revenues increased due to higher consulting and programming revenues, placement services and non- 
recurring revenue earned by providing services to a large facilities management customer. These services were 
provided during a period of system conversion by this customer in connection with the termination of its contract. 
Operating expenses declined in 1995 due to downsizing efforts at the Company’s North Carolina operation to 
change the focus from a product development and facilities management company to a fixed price contract 
programming services company. 

Included in the results of the ,advanced information services segment for the years ended December 3 1, 1996, 1995 
and I994 were intersegment revenues of $7 1 1,000, $1,722,000 and $2,277,000, respectively, which were eliminated 
in consolidation. The intercompany LBIT (Loss Before Interest and Taxes) connected with the development of the 
Company’s natural gas distribution billing system, which was finalized during 1995, totaled $165,000 and $468,000 
for the years 1995 and 1994, respectively. 

Olher 
Non-operating income was $379,000, $357,000 and $16,000 for 1996, 1995 and 1994, respectively. The 1995 
increase was primarily due to a one-time termination fee paid to the advanced information services segment by its 
largest facilities management customer in connection with a change in control of that customer. This was somewhat 
offset by costs to downsize the operation to no longer provide facilities management service in connection with its 
Page-ITM software. 
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Environmenlal Malfers 
The Company continues to work with federal and state environmental agencies to assess the environmental impact 
and explore corrective action at several former gas manufacturing plant sites (see Note J to the Consolidated 
Financial Statements). The Company believes that any future costs associated with these sites will be recoverable in 
rates. 

Compe f if ion 
Historically, the Company’s natural gas operations have successfully competed with other forms of energy such as 
electricity, oil and propane. The principal considerations have been price and to a lesser extent, accessibility. Since 
Eastern Shore has only recently elected to be an open access pipeline, with implementation during 1997, the 
Company has not previously been subject to the competitive pressures from other sellers of natural gas. Upon 
implementation of open access transportation services on Eastem Shore’s system, third party suppliers will compete 
with the Company to sell gas to the local distribution companies and the end users on Eastem Shore’s system. 
Eastern Shore will shift from providing sales service to providing contract storage and transportation services. 

The Company’s distribution operations located in Delaware and Maryland will then face the possibility of the 
unbundling of their services to certain industrial customers, thus increasing the competition for sales services. The 
Company has already addressed these issues in 1994 and 1993 in its Florida distribution operation, when the 
Company was required to unbundle its services to large industrial customers. The Company established a natural 
gas brokering and supply operation to compete for these customers’ business. 

Both the propane distribution and the advanced information services businesses face significant competition from a 
number of larger competitors with substantially greater resources available to them than the Company. In addition, 
in the advanced information services business, changes are occurring rapidly which could adversely impact the 
markets for the Company’s services. 

Infraf ion 
Inflation impacts the prices the Company must pay for labor and other goods and services required for operation, 
maintenance and capital improvements. In recent years, however, the impact of inflation has lessened, except for 
its effect on purchased gas costs. Although historically stable, these costs were higher in 1996. These costs are 
passed on to customers through the purchased gas adjustment clause in the Company’s tariffs. To help cope with 
the effects of inflation on its capital investments and retums, the Company seeks rate relief from its regulatory 
commissions for its regulated operations and constantly monitors the retums of its unregulated business operations. 

Cau fionary Sfafemen f 

Statements made herein and elsewhere in this Form 1 O-K which are not historical fact are forward looking 
statements. In connection with the “Safe Harbor” provisions of the Private Securities Litigation Reform Act of 
1995, the Company is providing the following cautionary statement to identify important factors that could cause its 
actual results to differ materially from those anticipated in forward looking statements made herein or otherwise by 
or on behalf of the Company. 

A number of factors and uncertainties make it difficult to predict the effect on future operating results, relative to 
historical results, of Eastern Shore becoming an open access pipeline. First, while open access is likely to diminish 
industrial interruptible sales margins, such sales have varied widely from year to year and, in future years, might 
make a less significant contribution to earnings even in the absence of open access. Second, the level of regulated 
transportation rates that will be in effect under open access has not yet been determined. Third, the outcome of 
Eastern Shore’s rate increase filing with FERC for an increase in revenue eamed on sales to regulated customers has 
not yet been determined. Fourth, there are a number of uncertainties, including the outcome of open access 
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proceedings and the effects of competition, which will affect whether the Company will be able to provide 
economical gas marketing services. 

In addition, a number of factors and uncertainties affecting other aspects of the Company’s business could have a 
material impact on earnings. With respect to the acquisition of Tri-County, these include: actual performance for 
the future periods, the actual costs of the acquisition and the ability of the combined company to execute the 
integration and realize the expected synergies. With respect to the Company’s business in general, these include: 
the seasonality and temperature sensitivity of our natural gas and propane businesses, the relative price of alternative 
energy sources and the effects of competition both on our unregulated businesses and on natural gas sales once the 
Company operates in an open access environment. 
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Item 8. Financial Statements and Supplemental Data 

REPORT OF INDEPENDENT ACCOUNTANTS 

To the Stockholders of 
Chesapeake Utilities Corporation 

We have audited the accompanying consolidated balance sheets of Chesapeake Utilities Corporation and 
Subsidiaries as of December 3 1, 1996 and 1995, and the related consolidated statements of income, cash flows, 
stockholders’ equity, and income taxes for each of the three years in the period ended December 31, 1996, &-id the 
consolidated financial statement schedule listed in Item 14(a)( 1) and (2) of this Form 10-K. These financial 
statements and the financial statement schedule are the responsibility of the Company’s Management. Our 
responsibility is to express an opinion on these financial statements and the financial statement schedule based on 
our audits. 

We conducted our audits in accordance with generally accepted auditing standards. Those standards 
require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are 
free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and 
disclosures in the financial statements. An audit also includes assessing the accounting principles used and 
significant estimates made by Management, as well as evaluating the overall financial statement presentation. We 
believe that our audits provide a reasonable basis for our opinion. 

In our opinion, the financial statements referred to above present fairly, in all material respects, the 
consolidated financial position of Chesapeake Utilities Corporation and Subsidiaries as of December 3 1, 1996 and 
1995, and the consolidated results of their operations and their cash flows for each of the three years in the period 
ended December 3 1, 1996 in conformity with generally accepted accounting principles. In addition, the 
consolidated financial statement schedule referred to above, when considered in relation to the basic consolidated 
financial statements taken as a whole, presents fairly, in all material respects, the information required to be 
included therein. 

We have also previously audited, in accordance with generally accepted standards, the consolidated 
balance sheets and statements of capitalization as of December 3 1, 1994, 1993 and 1992, and the related 
consolidated statements of income, cash flows, common stockholders’ equity, and income taxes for each of the two 
years in the period ended December 3 1, 1993 (none of which are presented herein) and we expressed unqualified 
opinions on those consolidated financial statements. In our opinion, the information set forth in the Financial 
Highlights included in the Selected Financial Data for each of the five years in the period ended December 3 1, 
1996, appearing on page 20 is fairly stated in all material respects in relation to the financial statements from which 
it has been derived. 

Baltimore, Maryland 
February 13, 1997 
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CONSOLIDATED BALANCE SHEETS 

Assets 

At December 31, 1996 1995 

Property, Plant and Equipment 
Natural gas distribution 
Natural gas transmission 
Propane distribution 
Advanced information services 
Gas plant acquisition adjustment 
Other plant 

Less: Accumulated depreciation and amortization 
Total property, plant and equipment 

Net property, plant and equipment 
Investments 

Current Assets 
Cash and cash equivalents 
Accounts receivable (less allowance for uncollectibles 

Materials and supplies, at average cost 
Propane inventory, at average cost 
Storage gas prepayments 
Underrecovered purchased gas costs 
Income taxes receivable 
Prepaid expenses 
Deferred income taxes 

Total current assets 

of $392,412 and $309,955 in 1996 and 1995, respectively) 

Deferred Charges and Other Assets 
Environmental regulatory assets 
Environmental expenditures, net 
Order 636 transition cost 
Other deferred charges and intangible assets 

Total deferred charges and other assets 

Total Assets 

See accompanying notes 
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$70,497,872 $64,785,6 16 
30,655,492 25,65 1,558 
21,101,579 19,645,973 

1,003,850 841,661 
795,004 795,004 

3,907,657 3,563;247 
127,961,454 115,283,059 
(37,397,752) (3 3,5 67,44 6) 
90,563,702 8 1.715.6 13 
2,263,068 1,957,218 

1,952,998 
13,328,333 

1,160,522 
2,129,9 14 
3,73 1,680 
2,192,170 

1 12,902 
80 1,939 
158,010 

25,5 68,468 

977,407 
12,701,256 

844,786 
1,442,633 
2,663,72 1 

193,9 16 
842,460 

1,362,289 
21,028,468 

6,650,088 7,113,572 
1,778,348 1,505,140 

943,209 1,463,157 
3,3 7 1,027 4,O 10,s 12 

12,742,672 14.092.68 1 

$13 1.137.91 0 $1 18.793.980 
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Capitalization and Liabilities 

... At December 31, 1996 1995 

Capitalization 
Stockholders' equity 
Common stock 
Additional paid-in capital 
Retained eamings 
Less: Uneamed compensation related to restricted stock awarded 

Unrealized gain (loss) on marketable securities, net 
Total stockholders' equity 
Long-term debt, net of current portion 

Total capitalization 

Current Liabilities 
Current portion of long-term debt 
Short-term borrowings 
Accounts payable 
Refunds payable to customers 
Accrued interest 
Dividends payable 
Overrecovered purchased gas costs 
Other accrued expenses 

Total current liabilities 

$1,849,626 $l,811,211 
18,848,85 1 17,592,242 
26,780,83 1 23,385,097 

(3 64,529) (4 15,107) 
- 38,598 . (72,839) 

47,153,377 42,300,604 
28,984,368 29,794,639 
76,137,745 72,095,243 

791,271 
12,000,000 
13,176,126 

353,734 
74 1,768 
883,621 

3,447,397 
3 1,393,9 17 

864,849 
4,800,000 

1 1,162,775 
966,940 
742,70 1 
837,358 
53,374 

3,123,191 
22,55 1,188 

Deferred Credits and Other Liabifities 
Deferred income taxes 
Deferred investment tax credits 
Environmental liability 
Order 636 transition liability 
Accrued pension costs 
Other liabilities 

Total deferred credits and other liabilities 

9,798,676 9,136,808 
876,432 93 1,247 

6,650,088 7,113,572 
943,209 1,463,157 

1,866,660 2,118,545 
3,47 1,183 3,384,220 

23.606.248 24.147.549 

Commitments and Contingencies 
(?Votes J and K) 

Total Capitalization and Liabilities 

See accompanying notes 
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CONSOLIDATED STATEMENTS OF INCOME 

For the Years Ended December 31, 1996 1995 1994 

Operafing Revenues 

Operaring Expenses 
Purchased gas costs 
Operations 
Maintenance 
Depreciation and amortization 
Other taxes 
Income taxes 

Operafing Income 
Total operating expenses 

Ofher Income 
Interest income 
Other income and (deductions), net 
Income taxes 
Allowance for equity fbnds used during construction 

Total other income 

Income Before Inferesf Charges 

Inferest Charges 
Interest on long-term debt 
Amortization of debt expense 
Other 
Allowance for borrowed funds used during construction 

Total interest charges 

Nef Income 

Earnings Per Share of Common Stock : 
Primary: 
Eamings per share 
Average shares outstanding 1 

Fully diluted: 
Eamings per share 
Average shares outstanding 

See accompanying notes 
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$1 19,330,068 $104,020,4 16 $98,572,297 

72,530,507 58,454,410 59,013,165 
22,954,470 21,387,989 19,681,435 
2,O 14,106 2,079,12 1 2,18 1,404 
5,101,823 5,461,752 5,140,679 
3,538,402 3,050,351 2,798,905 
3,946,986 4,025,274 2,529,635 

1 10,086,294 94,458,897 9 1,345,223 
9,243,774 9,561,s 19 7,227,074 

174,359 141,161 123,27 1 
173,23 1 256,237 ( 144,03 8) 
(83,739) (1 05,280) (12,733) 

379,285 357,3 16, 15,654 

9,623,059 9,918,835 7,242,728 

1 15,434 65,198 49,154 

2,392,458 2,282,247 2,322,942 
120,345 109,399 103,859 
264,148 383,976 426,242 
(64,320) (93,482) (70,237) 

2,7 12,63 1 2,682,140 2,782,806 

$6,9 10,428 $7,236,695 $4,459,922 

$1.82 $1.95 $1.23 
3,793,467 3,701,891 3,632,4 13 

$1.76 $1.89 $1.20 
4,037,048 3,950,724 3,888,190 
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CONSOLIDATED STATEMENTS OF CASH FLOWS 

For the Years Ended December 31, 1996 1995 1994 

Operating Activities 
Net Income 
Adjustments to reconcile net income to net operating cash: 

Degreciation and amortization 
Allowance for equity funds used during construction 
Investment tax credit adjustments 
Deferred income taxes, net 
Employee benefits 
Employee compensation from lapsing of stock restrictions 
Allowance for refund 
Other, net 

Changes in assets and liabilities: 
Accounts receivable, net 
Other current assets 
Other deferred charges 
Accounts payable, net 
Refunds payable to customers 
(Underrecovered) Overrecovered purchased gas costs 
Other current liabilities 

Net cash provided by operating activities 

$6,910,428 

5,782,759 
(1 15,434) 
(54,8 15) 

1,794,147 
47 1,869 
3 3 4,74 5 

438,510 

(627,077) 

(502,491) 
1,300,252 
(613,206) 

(2,245,544) 
369,536 

1 1,294,23 8 

(1,949,44 1) 

$7,236,695 

5905,090 
(65,198) 
(54,8 15) 
252,727 
178,803 
43 1,694 

(1,356,705) 
(339,080) 

(4,284,963) 
1,380,2 16 
(946,450) 

3,149,573 
399,123 
162,399 
948,846 

12,997,955 

$4,459,922 

5,786,O 13 
(49,154) 
(54,8 15) 

(669,404) 
. 492,082 

374,12 1 
1,238,705 

424,832 

1,303,5 17 
(979,125) 
(27 1,937) 
382,913 

59,999 
1,723,432 

159,9 10 
14,381,011 

In vesting Activities 
Property, plant and equipment expenditures, net 
Allowance for equity funds used during construction 
Purchases of investments 

Net cash used by investing activities 

(14,045,947) (1 1,691,192) (10,473,565) 
1 15,434 65,198 49,154 

(14,059,919) (1 1,664,830) (10,424,411) 
(1  29,406) (3 8,83 6) 

Financing A ctivities 
Common stock dividends, net of amounts reinvested of 

$555,12 1, $506,94 1 and $427,190 in 1996, 
1995 and 1994, respectively ' (2,959,573) (2,791,373) (2,736,388) 

369,709 254,484 20 1,704 Sale of stock 
Net borrowings (repayments) under line of credit agreements 7,200,000 (3,200,000) (900,000) 
Proceeds from issuance of long-term debt 10,000,000 

(5,017,580) (1,285,962) 
Net cash used by financing activities 3,74 1,272 (754,469) (4,720,646) 

Repayments of long-term debt (868,864) 

Net Increase (Decrease) in Cash and Cash Equivalents 
Cash and Cash Equivalents at Beginning of Year 
Cash and Cash Equivalents at End of Year 

975,591 578,656 (764,046) 
977.407 398.75 1 1.1 62.797 

$1,952,998 $977,407 $398.75 I 

Supplemental Disclosure of Cash Flow In formation 
Cash paid for interest 
Cash paid for income tax 

$2,660,595 $2,657,972 $2,652,323 
$2,122,120 $3,288,895 $3,509,034 

See accompanying notes 
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CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY 

For the Years Ended December 31, 1996 1995 I994 

Common Stock 
Balance -- beginning of year 

Dividend Reinvestment Plant 
US1 restricted stock award agreements 
Conversion of debentures 
Company's Retirement Savings Plan 
Exercised stock options 

Balance -- end of year 

Additional Paid-in Capital 
Balance -- beginning of year 

Dividend Reinvestment Plant 
US1 restricted stock award agreements 
Sale of treasury stock to Company's 

Conversion of debentures 
Company's Retirement Savings Plan 
Exercised stock options 

Retirement Savings Plan 

Balance - end of year 

Retained Earnings 
Balance -- beginning of year 

Net income 
Cash dividends (1) 

Balance -- end of year 

Treasury Stock 
Balance -- beginning of year 

Sale of treasury stock to Company's 
Retirement Savings Plan 

Balance -- end of year 

Unearned Compensation 
Balance -- beginning of year, 

Issuance of award 
Amortization of prior years' awards 

Balance -- end of year 

Unrealized Gain (Loss) on Marketable Securities (2) 

Total Sfockholders' Equity 

$1,811,211 $1,785,514 $1,754,547 
16,514 18,816 15,046 
10,639 6,88 1 15,778 
429 143 

9,927 
906 

1,849,626 1,811,211 1,785,514 

17,592,242 16,834,823 15,850,3 19 

344,570 176,029 458,335 
538,607 488,125 412,144 

93,265 109,184 
14,557 4,84 1 

328,464 
30.41 1 

18,848,85 1 17,592,242 16,834,823 

23,385,097 19,480,374 18,219,083 
6,9 10,428 7,236,695 4,459,922 
(3,514,694) (3,33 1,972) (3,198,631) 
26,780,831 23,385,097 19,480,374 

(99,842) (1 92,362) 

99,842 92,520 
(99,842) 

(4 15,107) (696,679) (663,557) 
(284,167) (121,343) (474,113) 
334,745 402,9 15 440,991 
(3 64,529) (4 15,107) (696,679) 

38,598 (72,83 9) (24 1,609) 

$47,153,377 $42,300,604 $37,062,581 

( 1 )  Dividends per share of common stock were S.93, S.90 and S.88 for the years 1996, 1995 and 1994, respectively. 
(2) Net of income tax expense (benefit) of approximately $25,000, ($48,000) and ($160,000) for the years 1996, 1995 and 1994, respectively. 

See accompanying notes 
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CONSOLIDATED STATEMENTS OF INCOME TAXES 
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For the Years Ended December 31, 1996 1995 1994 

Current Income Tax Expense 
Federal 
State 
Investment tax credit adjustments, net 
Total current income tax expense 

Property, plant and equipment 
Deferred gas costs 
Pensions and other employee benefits 
Alternative minimum tax 
Unbilled revenue 
Contributions in aid of construction 
Environmental expenditures 
Allowance for refund 
Other 
Total deferred income tax expense (1) 

Deferred Income Tax Expense 

$1,884,609 $3,182,346 $2,375,332 
356,576 62 1,238 707,190 
(54,8 15) (54,8 15) (54,8 15) 

2,186,370 3,748,769 3,027,707 

581,373 455,151 . 383,306 
873,904 (56,9 15) (656,772) 
107,131 57,508 (1 69,73 1) 

230,575 
54,320 (260,922) 188,356 
(6,979) (283,033) (32,345) 

108,578 272,068 (22,067) 
121,67 1 442,064 (580,361) 

4,357 (244,136) 173,700 
1,844,355 38 1,785 (4 85,3 3 9) 

Total Income Tax Expense $4,030,725 $4,130,554 $2,542,368 

(1) Total deferred income tax expense includes $392,000,$108,000 and $66,000 of deferred state income taxes for the years 1996, 1995 and 
1994, respectively. 

Reconciliation of Effective Income Tax Rates 
Federal income tax expense at 34% 
State income taxes, net of Federal benefit . 
Other 
Total income tax expense 
Effective income tax rate 

Deferred income tax liabilities: 
Property, plant and equipment 
Deferred gas costs 
Other 
Total deferred income tax liabilities 

Deferred Income Tares 

3,719,992 3,864,864 2,380,779 
505,481 530,471 322,105 

(1 94,748) (264,78 1) (1 60,5 16) 
$4,030,725 $4,130,554 $2,542,368 

36.8% 36.3% 36.3% 

' $10,716,757 $10,363,259 
853,851 

1,322,272 1,149,563 
12,892,880 11,512,822 

Deferred income tax assets: 
State operating loss canyfonvards 
Deferred investment tax credit 
Unbilled revenue 
Pension and other employee benefits 
Self insurance 
Other 
Total deferred income tax assets 

Deferred Income Taxes Per Consolidated Balance Sheet 

3,320 126,073 
426,565 454,590 
863,679 918,001 
9 17,568 1,024,698 
545,836 529,559 
495,24 6 685,382 

3,252,2 14 3,73 8,303 

$9.640.666 $7,774.5 19 

See accompanying notes 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

A. Summary of Accounting Policies 

Nature of Business 
Chesapeake Utilities Corporation (the “Company”) is a diversified utility company. The Company is engaged in 
natural gas distribution to approximately 34,700 customers located in southern Delaware, Maryland’s Eastern Shore 
and Central Florida. The Company owns a natural gas transmission subsidiary which operates a pipeline from 
various points in Pennsylvania to the Company’s Delaware and Maryland distribution divisions, as well as other 
utility and industrial customers in Delaware and the Eastern Shore of Maryland. The Company’s propane 
distribution segment serves approximately 23,100 customers in southern Delaware, the Eastern Shore of Maryland 
and Virginia. The advanced information services segment provides software services and products to a wide variety 
of clients. 

Principles of Consolidation 
The Consolidated Financial Statements include the accounts of the Company and its wholly owned subsidiaries, 
Eastern Shore Natural Gas Company (“Eastern Shore”), Sharp Energy, Inc. and Chesapeake Service Company. 
Sharp Energy, Inc.’s accounts include those of its wholly owned subsidiary, Sharpgas, Inc. Chesapeake Service 
Company’s accounts include United Systems, Inc. (“USI”), Capital Data Systems, Inc. and Skipjack, Inc. All 
significant intercompany transactions have been eliminated in consolidation. 

S’*stem of Accounts 
Tlie natural gas distribution divisions of the Company located in Delaware, Maryland and Florida are subject to 
regulation by the Delaware, Maryland and Florida Public Service Commissions with respect to their rates for 
service, maintenance of their accounting records and various other matters. Eastern Shore is subject to regulation 
by the Federal Energy Regulatory Commission (“FERC”) and the Delaware Public Service Commission. The 
Company’s financial statements are prepared on the basis of generally accepted accounting principles which give 
appropriate recognition to the ratemaking and accounting practices and policies of the various commissions. The 
propane and advanced information services subsidiaries are not subject to regulation with respect to rates or 
maintenance of accounting records. 

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. Investments with an original maturity of 
three months or less are considered cash equivalents. 

Propem, Plan I and Equipment and Depreciation 
Utility property is stated at original cost while the assets of the propane subsidiary are valued at cost. The costs of 
repairs and minor replacements are charged to income as incurred and the costs of major renewals and betterments 
are capitalized. Upon retirement or disposition of utility property, the recorded cost of removal, net of salvage 
value, is charged to accumulated depreciation. Upon retirement or disposition of non-utility property, the gain or 
loss, net of salvage value, is charged to income. The provision for depreciation is computed using the straight-line 
method at rates which will amortize the unrecovered cost of depreciable property over the estimated useful life. 
Depreciation and amortization expense for financial statement purposes is provided at an annual rate averaging 
4.50% for natural gas distribution, 2.70% for natural gas transmission, 4.56% for propane distribution, 5.1 1% for 
gas plant acquisition adjustments, 16.10% for advanced information services and 2.22% for other plant. 
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Allowance for  Funds Used During Construction 
The allowance for funds used during construction (“AFUDC”) is an accounting procedure whereby the cost of 
borrowed funds and other funds used to finance construction projects is capitalized as part of utility plant on the 
balance sheet, crediting the cost as a non-cash item on the income statement. The cost of borrowed and equity funds 
is segregated between interest expense and other income, respectively. AFUDC was capitalized on utility plant 
construction at the rates of 9.51%, 7.3 1% and 7.15% for 1996, 1995 and 1994, respectively. 

Environmental Regulatory Assets 
Environmental regulatory assets represent amounts related to environmental liabilities for which cash expenditures 
have not been made. As expenditures are incurred the environmental liability can be reduced along with the 
environmental regulatory asset. These amounts are recorded to either environmental expenditures or accumulated 
depreciation as cost of removal. All amounts incurred are amortized in accordance with the ratemaking treatment 
granted in each jurisdiction. 

Other Deferred Charges and Intangible Assets 
Other deferred charges include discount, premium and issuance costs associated with long-term debt, restricted 
stock earned for services performed but not yet awarded and rate case expenses. The discount, premium and 
issuance costs are deferred and amortized over the original lives of their respective debt issues. Gains and losses on 
the reacquisition of debt are amortized over the remaining lives of the original issuances. Rate case expenses are 
deferred and amortized over periods approved by the applicable regulatory authorities. Intangible assets are 
associated with the acquisition of non-utility companies, and are being amortized on a straight-line basis over a 
period of twelve to 40 years. The gross intangible assets were $1,920,85 1 and $5,020,85 1 at December 3 1, 1996 
and 1995, respectively. Accumulated amortization related to intangible assets was $962,227 and $3,587,090 at 
December 31, 1996 and 1995, respectively. 

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

Deferred tax assets and liabilities are recorded for the tax effect of temporary differences between the financial 
statements and tax bases of assets and liabilities, and are measured using current effective income tax rates. The 
portion of the Company’s deferred tax liabilities applicable to utility operations which has not been reflected in 
current service rates represents 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. 

The Company had state tax loss carryforwards of $46,000 and $2,004,000 at December 3 1, 1996 and 1995, 
respectively. The Company anticipates using all of the loss carryforwards at December 3 1, 1996, and therefore no 
valuation allowance at December 3 1, 1996 and 1995 had been recorded. The loss carryforwards expire in various 
years beginning in 1997 through 2007. 

Fair Value of Financial Instruments 
Various items within the balance sheet are considkred to be financial instruments because they are cash or are to be 
settled in cash. The carrying values of these items approximate their fair value (see Note C to the Consolidated 
Financial Statements for disclosure of fair value of investments). The fair value of the Company’s long-term debt is 
estimated using a discounted cash flow methodology. Based on published corporate borrowing rates for debt 
instruments with similar terms and average maturities, the estimated fair value of the Company’s long-term debt 
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(including current maturities) at December 31, 1996, is approximately $30.3 million as compared to the canying 
value of $29.8 million. At December 3 1, 1995, the estimated fair value was approximately $32.8 million as 
compared to a carrying value of $30.7 million. 

Operafing Revenues 
Revenues for the natural gas distribution divisions of the Company and a portion of Eastern Shore’s revenues are 
based on rates approved by the various commissions. Customers’ base rates may not be changed without formal 
approval by these commissions. The Company, except for its Florida division, recognizes revenues from meters 
read on a monthly cycle basis. This practice results in unbilled and unrecorded revenue from the cycle date through 
month-end. The Florida division recognizes revenues based on services rendered and records an amount for gas 
delivered but not billed. The propane segment recognizes revenue for certain customers on a metered basis and all 
other customers on an as-delivered basis. 

The natural gas distribution divisions of the Company and Eastern Shore have purchased gas adjustment (“PGA”) 
clauses that provide for the adjustment of rates charged to customers as gas costs fluctuate. These amounts are 
collected or refinded through adjustments to rates in subsequent periods. 

The Company had sales to one customer in 1995, an industrial interruptible customer of the natural gas transmission 
segment, which exceeded 10% of total revenue. Total sales were approximately $10,600,000 or 10.2% of total 
revenue during 1995. During 1996 and 1994, no individual customer accounted for 10% or more of operating 
revenues. 

The Company’s natural gas transmission and distribution segments have industrial interruptible customers that are 
charged rates which can be adjusted up or down to make natural gas competitive with alternative fiels. These 
customers, based on competitive pricing, can choose natural gas or alternative types of supply. Neither the 
customer nor the Company is obligated by contract to receive or deliver natural gas. 

Earnings Per Share 
Primary earnings per common share are based on the weighted average number of shares of common stock 
outstanding, adjusted for stock options for each year presented. On a filly diluted basis, both earnings and shares 
outstanding are adjusted to assume the conversion of convertible debentures. 

Cerfain Rkks and Uncerfainfies 
The financial statements are prepared in conformity with generally accepted accounting principles that require 
management to make estimates (see Note J to the Consolidated Financial Statements for significant estimates) in 
measuring assets and liabilities and related revenue and expenses. These estimates involve judgements with respect 
to, among other things, various future economic factors which are difficult to predict and are beyond the control of 
the Company. Therefore, actual results could differ from those estimates. 

The Company records certain assets and liabilities in accordance with Statement of Accounting Standards (“SFAS,’) 
No. 71. If the Company were required to terminate application of SFAS No. 71 for all of its regulated operations, 
all s x h  amounts that are deferred would be recognized in the income statement at that time, resulting in a charge to 
earnings, net of applicable income taxes. 

Impairment o/ Long-Lived Assets 
During 1996, the Company adopted SFAS No. 12 1 “Accounting for the Impairment of Long-Lived Assets.” This 
statement requires that long-lived assets be reviewed for impairment whenever events or changes in circumstances 
indicate that the canying amount of an asset may not be recoverable. Additionally, the standard requires rate- 
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regulated companies to write off regulatory assets to earnings whenever those assets no longer meet the criteria for 
recognition of a regulatory asset as defined by SFAS No, 71, “Accounting for the Effects of Certain Types of 
Regulation.’’ When circumstances indicate that the canying amount of an asset may be impaired, the Company 
estimates the future cash flows expected to result from the use of the asset and its eventual disposition. If the sum of 
the undiscounted expected future cash flows is less than the canying amount of the asset, the Company recognizes 
an impairment loss in accordance with SFAS No. 121. The adoption of SFAS No. 121 did not have a material 
effect on the Company’s financial statements. 

. 

Reclassification of Prior Years’ Amounls 
Certain prior years’ amounts have been reclassified to conform with the 1996 presentation. 

B. Acquisition 

In January 1997, the Company entered into an agreement and plan of merger to acquire all the outstanding common 
stock of Tri-County Gas Company, Inc. (“Tri-County”) and associated properties. The principal business of Tri- 
County is the distribution of propane to both retail and wholesale customers on the Delmarva Peninsula. 

The transaction, which is expected to be completed in the first calendar quarter, will be effected through the 
exchange of 639,000 shares of the Company’s common stock and accounted for as a pooling of interests. 
Accordingly, historical financial data in future reports will be restated to include Tri-County data. The following 
unaudited pro forma data summarizes the combined results of operations of the Company and Tri-County as though 
the transaction had occurred at the beginning of calendar year 1995. 

For  the Years Ended December 31, 
(Unaudited pro forma) 1996 1995 
Operating revenue $ 130,234,503 $ 1 1 1,825,347 
Operating income before income taxes $ 14,034,590 $ 14,050,757 
Operating income $ 9,857,769 $ 9,916,355 
Net income $ 7,335,790 $ 7,455,242 
Primary earnings per share $ 1.66 $ 1.72 
Fully diluted earnings per share $ 1.61 $ 1.67 

The unaudited pro forma data does not purport to be indicative of what results may occur of the combined 
companies in the future. 

C. Investments 

The investment balance at December 31, 1996 and 1995 consists primarily of the common stock of Florida Public 
Utilities Company (“FPU”). The Company’s ownership at December 3 1, 1996 and 1995 represents a 7.4 1% and 
7.04% interest, respectively. The Company has classified its investment in FPU as an “Available for Sale” security, 
which requires that all unrealized gains and losses be excluded from earnings and be reported net of income tax as a 
separate component of stockholders’ equity. At December 3 1, 1996, the market value exceeded the aggregate cost 
basis of the Company’s portfolio by $63,598. The aggregate cost basis of the Company’s portfolio at December 3 1, 
1995 exceeded its market value by $120,839. 
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D. Lease Obligations 

The Company has entered into several operating leases for office space at various locations. Rent expense related to 
these leases was $293,038, S409,2 14 and $4 18,047 for 1996, 1995 and 1994, respectively. Future minimum 
payments under the Company’s current lease agreements are $220,103; $139,533; $141,958; $146,454 and $74,396 
for the years of 1997 through 2001, respectfi~lly; and $ 1 14,261 thereafter. 
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E. Segment Information 

For the Years Ended December 31, 1996 1995 1994 

Operating Revenues, Unaffiliated Customers 
Natural gas distribution 
Natural gas transmission 
Propane distribution 
Advanced information services and other 
Total operating revenues, unaffiliated customers 

Intersegment Revenues * 
Natural gas distribution 
Natural gas transmission 
Propane distribution 
Advanced information services and other 
Total intersegment revenues 

Operating Income Before Income Taxes 
Natural gas distribution 
Natural gas transmission 
Propane distribution 
Advanced information services and other 
Total 
Add (Less): Eliminations 
Total operating income before income taxes 

Depreciation and Amortization 
Natural gas distribution 
Natural gas transmission 
Propane distribution 
Advanced information services 
Other plant , 

Total depreciation and amortization 

Capital Expenditures 
Natural gas distribution 
Natural gaS transmission 
Propane distribution 
Advanced information services 
Other plant 
Total capital expenditures 

Identifiable Assets, a t  December 31, 
Natural gas distribution 
Natural gas transmission 
Propane distribution 
Advanced information services 
Other 
Total identifiable assets 

$74,904,076 $54,120,280 $49,523,743 
15,188,777 24,984,767 22,19 1,896 
22,333,969 17,607,956 20,684,150 

6,903,246 7,307,413 6,172,508 
$1 19.330.068 $104,020,4 16 $98,572,297 

$8,711 $42,037 $55,888 
2 1,543,327 16,663,043 17,303,529 

2,059 139,052 85,552 
7 10,949 1,722,135 2,277,361 

$22,265,046 $1 8,566,267 $19,722,330 

$7,167,236 $4,728,348 $4,696,659 
2,45 8,442 6,083,440 3,O 18,2 12 
2,053,299 1,852,630 2,287,688 . .  
1,305,203 1,170,970 174,033 

12,984,1 80 13,835,388 10,176,592 
206,580 ' (24 8,5 95) (4 19;883) 

$13,190,760 $13,586,793 $9,756,709 

$2,854,843 $2,502,53 1 $2,136,979 
697,834 638,099 641,485 

1,306,053 1,3 12,048 1,323,698 

11 1,216 39,486 16,573 
$5,101,823 $5,461,752 $5,140,679 

131,877 969,588 1,02 1,944 

$6,634,827 $7,236,848 $8,160,874 
5,567,509 1,335,793 6 19,852 
1,693,113 1,640,203 828,5 19 

162,189 1 14,46 1 4 1 1,957 
244,120 1,772,454 632,137 

$14,301,758 $12,099,759 $10,653,339 

$81,250,030 $75,630,741 $68,528,774 
23,98 1,989 19,292,524 17,792,4 15 
20,791,588 18,855,507 16,949,43 1 

1,496,4 18 1,635,100 3,196,064 
3,617,885 3,380,108 1,803,933 

$ 13 1,137,910 $1 18,793,980 $108,270,617 

* AI1 significant intersegment revenues have been eliminated from consolida!ed revenues. 
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F. Long-Term Debt 

The outstanding long-term debt, net of current maturities is as follows: 

At December 31, ’ 1996 1995 
First mortgage sinking fund bonds: 

Adjustable rate Series G*, due January 1, 1998 
9.37% Series I, due December 15,2004 

12.00% Mortgage, due February 1, 1998 
8.25% Convertible debentures, due March 1,201 4 

$62,500 
4,820,000 

14,868 
4,087,000 

$3 12,500 
5,340,000 

28,139 
4,114,000 

7.97% Senior uncollateralized note, due February 1,2008 10,000,000 10,000,000 
6.91% Senior uncollateralized note, due October 1,2010 10,000,000 10,000,000 

Total long-term debt $28,984,368 $29,794,639 

* The Series G bonds are subject to an interest rate equal to seventy-three percent (73%) of the prime rate (8.25?40 and 8.5% at December 31, 
1996 and 1999, respectively. 

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 1996, $15,000 in debentures were converted. The 
debentures are redeemable at the option of the holder, subject to an annual non-cumulative maximum limitation of 
$200,000 in the aggregate. As of December 3 I ,  1996, approximately $8,000 of the debentures have been accepted 
for redemption in 1997. At the Company’s option, the debentures may be redeemed at the stated amounts. 

On October 2, 1995, the Company issued $10,000,000 of 6.9 1% senior notes due on October 1,20 10. The 
Company used a portion of the proceeds to repay $4,09 1,000 of the 10.85% senior notes that were originally due 
October 1,2003. 

Indentures to the long-term debt of the Company and its subsidiaries contain various restrictions. The most 
stringent restrictions state that the Company must maintain equity of at least 40% of total capitalization, the times 
interest earned ratio must be at least 2.5 and the Company cannot, until the retirement of its Series I bonds, pay any 
dividends after December 3 1, 1988 which exceed the sum of $2,135,188 plus consolidated net income recognized 
on or after January 1, 1989. As of December 3 I ,  1996, the amounts available for fiture dividends permitted by the 
Series I covenant approximated $13.0 million. 

A portion of the natural gas distribution plant assets owned by the Company are subject to a lien under the mortgage 
pursuant to which the Company’s first mortgage sinking find bonds are issued. 

Annual maturities of consolidated long-term debt for the years 1997 through 200 1 are $79 I ,27 I ,  $597,368, 
$1,520,000, $2,665,091 and $2,665,091. 

G. Short-Term Borrowings 

The Board of Directors has authorized the Company to borrow up to $20,000,000 from various bank and trust 
companies. As of December 3 1, 1996, the Company had four $8,000,000 unsecured bank lines of credit, none of 
which required compensating balances. Under these lines of credit at December 3 I ,  1996 and 1995, the Company 
had short-term debt outstanding of $12,000,000 and $4,800,000, respectively, with a weighted average interest rate 
of 6.12% and 6.00%, respectively. 
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H. Common Stock, Additional Paid-in Capital and Treasury Stock 
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The followine is a schedule of changes in the ComDanv’s shares of common stock. 

For the Years Ended December 31, 1996 1995 1994 

Common Stock: Shares issued and outstanding* 
Balance - beginning of year 3,721,589 3,668,791 3,605,152 
Dividend Reinvestment Plan 33,926 38,660 30,928 

32,4 18 US1 restricted stock award agreements 2 1,859 14,138 
Conversion of debentures 881 293 
Exercised stock options 1,863 
Sale of stock to Company’s Retirement Savings Plan 20,398 

Balance - end of year 3.800,516 3,721,589 3.668.791 

Shares of common stock held in treasury 
Balance - beginning of year 15,609 30,084 

(1 5,609) (14,475) 

15,609 

Sale of stock to Company’s Retirement Savings Plan 

Balance - end of year 
* 12,000,000 shares are authorized at a par value of S.4867 per share. 

Certain key US1 employees entered into restricted stock award agreements under which shares of Chesapeake 
common stock can be issued. Shares were awarded as a non-cash transaction over a five-year period beginning in 
1992, and restrictions lapse over a five to ten-year period from the award date, if certain financial targets are met. 
At December 3 1, 1996 and 1995, respectively, 24,350 and 29,598 shares valued at $364,529 and $4 15,107 remain 
restricted. , .  

The Performance Incentive Plan, which was adopted in 1992, provides for the granting of stock options to certain 
officers of the Company over a 10-year period. In November 1994, the Company executed Tandem Stock Option 
and Performance Share Agreements (“Agreements”) with certain executive officers. These Agreements provide the 
participants an option to purchase shares of the Company’s common stock, exercisable in cumulative installments of 
one-third on each anniversary of the commencement of the award period. The Agreements also enable the 
participants the right to e m  performance shares upon the Company’s achievement of the performance goals set 
forth in the Agreements. When performance shares are issued, the option will expire. Exercise of the option will 
cancel the participant’s right to earn a corresponding number of performance shares. In 1996, the Company 
recorded $276,522 to recognize the compensation expense associated with the performance shares. Changes in 
outstanding options were as follows: 

1996 1995 1994 
Number Option Number Option Number Option 
of shares price of shares price of shares price 

Balance - beginning 125,186 $12.625 - $12.75 136,186 $12.625 - $12.75 80,280 $12.75 
of year 
Options granted 55,906 $12.625 
Options exercised ( 12,135) $12.75 
Options forfeited (1 1,000) $ 12.625 
Balance - end ofyear 113,051 $12.625 - $12.75 125,186 $12.625 - $12.75 136,186 $12.625 - $12.75 
Exercisable 83,114 $12.625 - $12.75 80,280 $12.75 53,520 $12.75 

41 



During 1996, the Company adopted SFAS No. 123, “Accounting for Stock-Based Compensation”, for note 
disclosure purposes only, as prescribed by the standard. No stock options were granted during 1996 or 1995, and 
therefore, no pro forma disclosures have been provided. 

I. Employee Benefit Plans 

Pension Plan 
The Company sponsors a defined benefit pension plan covering substantially all of its employees. Benefits under 
the plan are based on each participant’s years of service and highest average compensation. 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. 

Total Net Pension Cost 

For the Years Ended December 31, 1996 1995 1994 

Service cost 
Interest cost 
Less: Actual (return) loss on assets 
Net amortization and deferral 

$656,985 $474,000 $592,294 
658,238 562,003 51 8,184 

(1,142,287) (1,546,325) 742,949 
269,135 689,947 (1,465,744) 

~~ 

Total net pension cost 442,07 I 179,625 387,683 
Amounts capitalized as construction cost (3 8,860) (30,740) (52,549) 

Amount charged to expense $403,2 1 1 $148,885 $335, I34 

Discount rate used in calculating net pension cost 7.25% 8.50% 7.00% 

The following schedule sets forth the funding status of the pension plan at December 3 1, 1996 and 1995. 

Accrued Pension Cost 
At December 31, 1996 1995 

Vested $6,834,66 1 $5,730,239 
Non-vested 
Total accumulated benefit obligation 
Plan assets at fair value 
Projected benefit obligation 
Plan assets less projected benefit obligation 
Unrecognized net gain 
Unamortized net assets from adoption of SFAS No. 87 
Accrued pension cost 
Assumptions: 
Discount rate 

139.483 100.878 
$6,974,144 $5,831,117 
$10,720,5 14 $9,173,094 
(1 0,265,987) (9,33 1,890) 

454,527 (158,796) ~ 

(2,820,957) (2,3 19,138) 
( 14 1,579) (1 56,683) 

($2,508,009) ($2,634,617) 

7.25% 7.25% 
Average increase in future compensation levels 4.75% 5.50% 
Expected long-term rate of return on assets 8.50% 8.50% 
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Other Pos tretirement Benefits 
The Company sponsors a defined benefit postretirement health care and life insurance plan that covers substantially 
all natural gas and corporate employees. In the first quarter of 1994, the Company increased the amount that future 
retirees would be required to contribute to participate in the Company’s health care program. The change reduced 
the Company’s transition obligation and annual costs to $357,000 and $70,000, respectively. The change also 
resulted in a one-time curtailment loss of $64,000 in 1994. The Company had deferred approximately $126,000, 
which represented the difference between the Maryland division’s SFAS No. 106 expense and its actual pay-as-you- 
go cost. The amount is being amortized over five years starting in 1995: The unamortized balance is $101,000 at 
December 3 1, 1996. 

Net Periodic Postretirement Benefl! Cost 

At December 31, 1996 1995 1994 

Service cost $2,820 $1,827 $3,553 
Interest cost on APBO 54,65 1 59,706 44,118 
Amortization of transition obligation over 20 years 27,859 27,859 22,148 
Curtailment loss 63,821 

Net periodic postretirement benefit cost 
Amount capitalized as construction cost 
Amount deferred 

85,330 89,392 133,640 

(20,561) ( 13,2 12) 
(1  6,672) ( 1 4,O 1 0) (20,134) 

Amount charged to expense 
~ ~~ 

$68.658 $54,821 $100.294 

Assumption: 
Discount rate 

~ ~~ ~~ 

7.25% 8.50% 7.00% 

Accrued Postretirement Benefit Liabilio , 

At December 31, 1996 1995 

Accumulated postre tirement benefit obligation: 
Retirees 
Fully eligible active employees ’ 

Other active 

Total accumulated postretirement benefit obligation 
Unrecognized transition obligation 
Unrecognized net (loss) gain 

Accrued postretirement liability 

Assumption: 
Discount rate 

$567,599 $6 16,664 
137,378 135,297 
86,894 90,724 

791,871 842,685 
(273,O 13) (300,872) 
(67,155) (70,873) 

$45 1,703 $470,940 

7.25% 7.25% 

The health care inflation rate for 1996 is assumed to be 10%. This rate is projected to gradually decrease to an 
ultimate rate of 5% by the year 2007. A one percentage point increase in the health care inflation rate from the 
assumed rate would increase the accumulated postretirement benefit obligation by approximately $90,396 as of 
January 1, 1997, and would increase the aggregate of the service cost and interest cost components of net periodic 
postretirement benefit cost for 1997 by approximately $7,366. 
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Refiremenf Savings Plan 
The Company sponsors a Retirement Savings Plan, a 401(k) plan (“Plan”), which provides participants a 
mechanism for making contributions for retirement savings. Each participant may make pre-tax contributions based 
upon eligible compensation. The Company makes a contribution equal to 60% or 100% of each participant’s pre- 
tax contributions, not to exceed 6%, of the participant’s eligible compensation for the plan year. The Company’s 
contributions totaled $353,350, $301,794 and $240,103 for the years ended December 3 1, 1996, 1995 and 1994, 
respectively. As of December 3 1, 1996, there are 79,602 shares reserved to fund future contributions to the Plan, 

J. Environmental Commitments and Contingencies 

The Company currently is participating in the investigation, assessment or remediation of four former gas 
manufacturing plant sites located in different jurisdictions, including the exploration of corrective action options to 
remove environmental contaminants. The Company has accrued liabilities for two of these sites, the Dover Gas . 

Light and Salisbury Town Gas Light sites. 

The Dover site has been listed by the Environmental Protection Agency Region 111 (“EPA”) on the Supehnd  
National Priorities List under the Comprehensive Environmental Response, Compensation and Liability Act 
(“CERCLA”). On August 19, 1994, the EPA issued the Record of Decision (“ROD”) for the site, which selected a 
remedial plan and estimated the costs of the selected remedy at $2.7 million for ground-water remediation and $3.3 
million for soil remediation. On May 17, 1995, EPA issued an’order to the Company under Section 106 of 
CERCLA (the “Order”), which requires the Company to fund or implement the ROD. The Order was also issued to 
General Public Utilities Corporation, Inc. (“GPU”), which both EPA and the Company believe is liable under 
CERCLA. Other potentially responsible parties (“PRPs”) such as the State of Delaware were not ordered to 
perform the ROD. In July 1996, the Company commenced the design phase of the ROD, on-site pre-design and 
investigation. A pre-design investigation report (“the report”) was filed in October 1996 with the EPA. The report, 
which requires EPA approval, will provide up to date status on the site, which the EPA will use to determine if the 
remedial design selected in the ROD is still the appropriate remedy. 

On March 6, 1995, the Company commenced litigation against the State of Delaware for contribution to the 
remedial costs being incurred to carry out the ROD. In December of 1995, this case was dismissed without 
prejudice based on a settlement agreement between the parties (the “Settlement”). Under the Settlement, the State 
agreed to contribute $600,000 toward the cost of implementing the ROD and to reimburse the EPA for $400,000 in 
oversight costs. The Settlement is contingent upon a formal settlement agreement between EPA and the State of 
Delaware being reached within the next two years. Upon satisfaction of all conditions of the Settlement, the 
litigation will be dismissed with prejudice. 

On June 25, 1996, the Company initiated litigation against one of the other PRPs for contribution to the remedial 
costs incurred by Chesapeake in connection with complying with the ROD. At this time, management cannot 
predict the outcome of the litigation or the amount of proceeds to be received, if any, 

The Company is currently engaged in investigations related to additional parties who may be PRPs. Based upon 
these investigations, the Company will consider suit against other PRPs. The Company expects continued 
negotiations with PRPs in an attempt to resolve these matters. 

In the third quarter of 1994, the Company increased its liability recorded with respect to the Dover site to $6.0 
million. This amount reflected the EPA’s estimate, as stated in the ROD, for remediation of the site according to the 
ROD. The recorded liability may be adjusted upward or downward as the design phase progresses and the , 

Company obtains construction bids for performance of the work. The Company bas also recorded a regulatory asset 

44 



I 
I 
1 
1 
1 
I 
1 
I 

of $6.0 million, corresponding to the recorded liability. Management believes that in addition to the $600,000 
expected to be contributed by the State of Delaware under the Settlement, the Company will be equitably entitled to 
contribution From other responsible parties for a portion of the expenses to be incurred in connection with the 
remedies selected in the ROD. Management also believes that the amounts not so contributed will be recoverable in 
the Company’s rates. 

During 1996, the Company completed construction and began remediation procedures at the Salisbury site and will 
be reporting, on an ongoing basis, the remediation and monitoring results to the Maryland Department of the 
Environment. The Company has accrued a liability with respect to the Salisbury site of $650,088 as of December 
3 1, 1996. This amount is based on the estimated operating costs of the remediation facilities. A corresponding 
regulatory asset has been recorded, reflecting the Company’s belief that costs incurred will be recoverable in rates. 

Portions of the liability payouts for the Dover and Salisbury sites are expected to be over 30 and five-year periods, 
respectively. In addition, the Company has two other sites. One site located in the state of Florida, is currently 
being evaluated for which no estimate of liability can be made at this time. The other site has been remediated, and 
in 1996 the Company received the site closure certificate. It is management’s opinion that any unrecovered current 
costs and any other future costs incurred will be recoverable through future rates or sharing arrangements with other 
responsible parties. 

At December 31, 1996 1995 

Environmental Costs Incurred 
Delaware $4,423,843 $3,929,4 17 
Maryland 
F I o r i d a 

2,187,s 10 1,805,572 
660,828 629,153 

Less: Amounts approved for ratemaking treatment, 

Amounts pending ratemaking recovery 
’ net of insurance proceeds 

6,364,142 7,272,48 1 

6,396,108 6,066,096 
$876,373 $298,046 . 

K. Commitments and Contingencies 

FERC PCA 
On May 19, 1994, the FERC issued an Order directing Eastern Shore Natural Gas Company (“Eastern Shore”) to 
refund, with interest, what the FERC characterized as overcharges from November 1, 1992 to the current billing 
month. Eastem Shore contested the order and requested a rehearing. Subsequently, Eastem Shore and the FERC 
entered into negotiations to resolve this issue. 

In response to the FERC’s May 19, 1994 Order, Eastem Shore accrued $4 12,000 during the second quarter of 1994 
as an estimated liability for potential refinds relating to prior periods. Thereafter, Eastem Shore accrued each 
month to ensure that the potential refund was fully accrued. On August 17, 1995, the FERC issued an Order 
approving an Offer of Settlement submitted by Eastern Shore. The Order approved a change in Eastem Shore’s 
PGA methodology retroactive to June 1, 1994, which resulted in a rate reduction of approximately $234,000 per 
year, The reserves that the Company had accrued for the potential refund were significantly greater than the rate 
reduction ordered. Accordingly, Eastern Shore reversed a large portion of the estimated liability that had been 
accrued. This reversal contributed $1,385,000 to pre-tax earnings, or $833,000 to after-tax earnings, during the 
third quarter of 1995. In connection with the offer of settlement and the resulting FERC Order, Eastern Shore 
applied in December 1995 to the FERC for a blanket certificate authorizing open access transportation service on its 
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pipeline system. The implementation of open access transportation service, expected to occur during 1997, will 
provide all of Eastern Shore’s customers with the opportunity to transport gas over its system at FERC regulated 
rates. Open access is thus likely to result in a shift of Eastern Shore’s business from margins earned on sales of gas 
to large industrial customers, to a possibly lower margin earned on transportation services. 

Other Commitments and Contingencies 
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 of the Company. 

L. 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. 

First Second Third Fourth 
1996 Quarter Quarter Quarter Quarter. 
Operating Revenue $44,270,265 $23,850,55 1 $18,475,9 14 $32,733,338 
Operating Income $5,277,68 1 $1,401,082 $153,444 $2,411,567 

Net Income $4,649,009 $832,457 ($390,871) $1,8 19,833 
Primary Earnings Per Share $1.24 $0.22 ($0.10) $0.48 
Fully Diluted Eamings Per Share $1.17 $0.22 ($0.10) $0.46 
1995 

Operating Revenue $30,896,798 $22,074,663 $20,564,994 $30,483,961 
Operating Income $4,330,962 $1,369,342 $1,492,200 $2,369,015 

Net Income $3,658,43 1 $764,085 $988,122 $1,826,057 
Primary Eamings Per Share $1 .oo $0.2 1 $0.27 $0.49 
Fully Diluted Earnings Per Share $0.95 $0.2 1 $0.26 $0.47 

Results for the third quarter 1995 reflect a non-recurring increase in net income of $833,000, (see Note K to the 
Consolidated Financial Statements). 
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For the Years Ended December 31, 1996 1995 1994 1993 1992 

Revenues (In thou'sands) 
Natural gas 

Residential 
Commercial 
Industrial 
Sale for resale 
Transportation 
Other 

Total natural gas revenues 
Propane 
Other 
Total revenues 

Volumes 
Natural gas deliveries (in MMCF) 

Residential 
Commercial 
Industrial 
Sale for resale 
Transportation 

Total natural gas deliveries 
Propane (in thousands of gallons) 

Customers 
Natural gas 

Residential 
Commercial 
Industrial ** 
Sale for resale ** 

Total natural gas customers 
Propane 
Total customers 

$18,256 $14,857 $15,228 $14,007 $12,935 
14,339 11,383 1 1,594 10,837 9,857 
28,546 36,898 32,718 3 1,622 26,977 
24,481 ' 12,459 9,586 5,242 3,843 

3.369 2,993 2,639 2,480 2,400 
11102 515 (50) 193 . (134) 

90,093 79,105 71,715 64,3 8 1 55,878 
22.334 17,608 17,789 * 16,908 16,489 
61903 7,307 6,173 4,584 3,568 

$1 19,330 $104,020 $95,677 $85,873 $75,935 

1,987 1,686 1,665 1,596 1,56 1 
2,092 1,792 1,77 1 1,676 1,633 
7,50 1 13,622 10,752 9,308 8,014 
1,065 990 998 984 997 

12,096 11,131 7,542 5,880 5,139 
24.74 1 29.22 1 22.728 19.444 17.344 
19,853 17,748 18,395 * 17,250 17,125 

30,349 29,285 28,260 27,3 12 26,523 
4,151 4,030 3,879 3,759 3,683 

210 212 204 196 198 
3 3 3 3 3 

34,7 13 33,530 32,346 3 1,270 30,407 
23,096 22,609 22,180 2 1,622 21,132 
57.809 56.139 54.526 52.892 5 1.539 

* Excludes revenue of $2,895,000, which resulted fiom the sale of nine million gallons of propane to one large wholesale customer in 1994. 
* *  Includes transportation customers. 

I 
I 
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Item 9. Changes In and Disagreements With Accountants on Accounting and Financial Disclosure 

None 

PART 111 

Item 10. Directors and Executive Officers of the Registrant 

Information pertaining to the Directors of the Company is incorporated herein by reference to the Proxy Statement, 
under “Information Regarding the Board of Directors and Nominees”, dated and to be filed on or before April 4, 
1997 in connection with the Company’s Annual Meeting to be held on May 20, 1997. 

The information required by this item with respect to executive officers is, pursuant to instruction 3 of paragraph (b) 
of Item 40 1 of Regulation S-K, set forth in Item 10 of Part I of this Form 1 O-K under “Executive Officers of the 
Registrant.” 

Item 11. Executive Compensation 

This information is incorporated herein by reference to the Proxy Statement, under “Report on Executive 
Compensation”, dated and to be filed on or before April 4, 1997 in connection with the Company’s Annual Meeting 
to be held on May 20, 1997. 

Item 12. Security Ownership of Certain Beneficial Owners and Management 

This information is incorporated herein by reference to the Proxy Statement, under “Beneficial Ownership of the 
Company’s Securities”, dated and to be tiled on or before April 4, 1997 in connection with the Company’s Annual 
Meeting to be held on May 20, 1996. 

Item 13. Certain Relationships and Related Transactions 

This information is incorporated herein by reference to the Proxy Statement, under “Beneficial Ownership of the 
Company’s Securities”, dated and to be filed on or before April 4, 1997 in connection with the Company’s Annual 
Meeting to be held on May 20, 1997. 

PART IV 

Item 14. Financial Statements, Financial Statement Schedules, and Exhibits and Reports on Form 8-K 

(a) The following documents are filed as a part of this report: 
1. Financial Statements: 

- Accountants’ Report dated February 13, 1997 of Coopers & Lybrand L.L.P., Independent 

- Consolidated Statements of Income for each of the three years ended December 3 1, 1996, 1995 

- Consolidated Balance Sheets at December 3 1, 1996 and December 3 1, 1995 
- Consolidated Statements of Cash Flows for each of the three years ended December 3 1, 1996, 

Accountants 

and 1994 

I995 and 1994 
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- Consolidated Statements of Common Stockholders’ Equity for each of the three years ended 

- Consolidated Statements of Income Taxes for each of the three years ended December 3 1, 1996 
- Notes to Consolidated Financial Statements 

December 3 1, 1996 

2. The following additional information for the years 1996, 1995 and 1994 is submitted herewith: 
Schedule I1 - Valuation and Qualifying Accounts 

All other schedules are omitted because they are not required, are inapplicable, or the information is otherwise 
shown in the financial statements or notes thereto. 

(b) Reports on Form 8-K 

On January 13, 1997, the Company fileda report on Form 8-K, reporting under Item 5 that the Company 
has agreed to purchase all of the outstanding shares of Tri-County Gas Company, Inc. 

(c) Exhibits 

Exhibit 3.(a) - 

Exhibit 3.(b) - 

Exhibit 4.(a) - 

Exhibit 4.(b) - 

Exhibit 4.(c) - 

Exhibit 4.(d) 

Certificate of Incorporation 

Amended Certificate of Incorporation of Chesapeake Utilities Corporation, is incorporated herein 
by reference to Exhibit 3.(b) to the Form 10-Q for the quarterly period ended June 30, 1995, of 
Chesapeake Utilities Corporation. 

Bylaws 

Amended Bylaws of Chesapeake Utilities Corporation, are incorporated herein by reference to 
Exhibit 3.(b) to the Annual Report on Form 1 O-K for the year ended December 3 1, 1994 of 
Chesapeake Utilities Corporation. 

The Form of Indenture between the Company and Boatmen’s Trust Company, Trustee, with 
respect to the 8 1/4% Convertible Debentures is incorporated herein by reference to Exhibit 4.2 of 
the Company’s Registration Statement on Form S-2, Reg. No. 33-26582, filed on January 13, 
1989. 

Note Agreement dated February 9, 1993, by and between the Company and Massachusetts Mutual 
Life Insurance Company and MML Pension Insurance Company, with respect to $10,000,000 
7.97% Unsecured Senior Notes due February 1,2008, is incorporated herein by reference to 
Exhibit 4.(b) to the Annual Report on Form 10-K for the year ended December 3 1, 1992, of 
Chesapeake Utilities Corporation.* 

The Directors Stock Compensation Plan adopted by Chesapeake Utilities Corporation in 1995, is 
incorporated herein by reference to the Company’s Proxy Statement dated April 17, 1995, in 
connection with the Company’s annual meeting held in May, 1995. 

The Note Purchase Agreement entered into by the Company on October 2, 1995, pursuant to 
which the Company privately placed $10 million of its 6.9 1% Senior Notes due in 20 10, is not 
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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 Commission upon request. 

Exhibit lO.(a) - Service Agreement dated November 1,  1989, by and between Transcontinental Gas Pipe Line 
Corporation and Eastern Shore Natural Gas Company, is incorporated herein by reference to 
Exhibit 1 O.(a) to the Annual Report on Form 1 O-K for the year ended December 3 1, 1989, of 
Chesapeake Utilities Corporation.* 

Exhibit 10.(b) - Service Agreement dated November 1, 1989, by and between Columbia Gas Transmission 
Corporation and Eastem Shore Natural Gas Company, is incorporated herein by reference to 
Exhibit 10.(b) to the Annual Report on Form 10-K for the year ended December 3 1, 1989, of 
Chesapeake Utilities Corporation.* 

Exhibit IO.(c) - Service Agreement for General Service dated November 1, 1989, by and between Florida Gas 
Transmission Company and Chesapeake Utilities Corporation, is incorporated herein by reference 
to Exhibit lO.(c) to the Annual Report on Form 10-K for the year ended December 3 1, 1990, of 
Chesapeake Utilities Corporation.* 

Exhibit 10.(d) - Service Agreement for Preferred Service dated November 1, 1989, by and between Florida Gas 
Transmission Company and Chesapeake Utilities Corporation, is incorporated herein by reference 
to Exhibit 1 O.(d) to the Annual Report on Form 1 O-K for the year ended December 3 1, 1990, of 
Chesapeake Utilities Corporation.* 

Exhibit 10.(e) - Service Agreement for Firm Transportation Service dated November I ,  1989, by and between 
Florida Gas Transmission Company and Chesapeake Utilities Corporation, is incorporated herein 
by reference to Exhibit IO.(e) to the Annual Report on Form 10-K for the year ended December 
3 1, 1990, of Chesapeake Utilities Corporation.* 

Exhibit 10.(f) - 

Exhibit 1O.(g) - 

Exhibit 10.(h) - 

Exhibit 1 O.(i) - 

Form of Service Agreement for Interruptible Sales Services dated May 11, 1990, by and between 
Florida Gas Transmission Company and Chesapeake Utilities Corporation, is incorporated herein 
by reference to Exhibit 10.(f) to the Annual Report on Form 10-K for the year ended December 
31, 1990, of Chesapeake Utilities Corporation.* 

Interruptible Transportation Service Agreement dated February 23, 1990, by and between Florida 
Gas Transmission Company and Chesapeake Utilities Corporation, is incorporated herein by 
reference to Exhibit lO.(g) to the Annual Report on Form 1 O-K for the year ended December 3 1, 
1990, of Chesapeake Utilities Corporation.* 

Interruptible Transportation Service Agreement dated November 30, 1990, by and between 
Florida Gas Transmission Company and Chesapeake Utilities Corporation, is incorporated herein 
by reference to Exhibit 10.(h) to the Annual Report on Form 10-K for the year ended December 
3 I ,  1990, of Chesapeake Utilities Corporation.* 

Executive Employment Agreement dated March 26, 1992, by and between Chesapeake Utilities 
Corporation and Ralph J. Adkins is incorporated herein by reference to Exhibit 1 O.(a) to the 
Quarterly Report on Form 10-Q for the quarter ended June 30, 1992, of Chesapeake Utilities 
Corporation.* 
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Exhibit l0.Q) - 

Exhibit 10.(k) - 

Exhibit 10.(1) - 

Exhibit 10.(m) - 

Exhibit 10.(n) - 

Exhibit 11. - 
Exhibit 12. - 
Exhibit21. - 
Exhibit23. - 

Executive Employment Agreement dated March 26, 1992, by and between Chesapeake Utilities 
Corporation and John R. Schimkaitis, is incorporated herein by reference to Exhibit 10.(b) to the 
Quarterly Report on Form IO-Q for the quarter ended June 30, 1992, of Chesapeake Utilities 
Corporation. * 

Chesapeake Utilities Corporation Cash Bonus Incentive Plan dated January 1, 1992, is 
incorporated herein by reference to Exhibit 10.(0) to the Annual Report on Form IO-K for the year 
ended December 3 1, 1991, of Chesapeake Utilities Corporation.* 

Chesapeake Utilities Corporation Performance Incentive Plan dated January 1, 1992, is 
incorporated herein by reference to the Company’s Proxy Statement dated April 20, 1992, in 
connection with the Company’s Annual Meeting held on May 19, 1992. 

Form of Tandem Stock Option and Performance Share Agreement dated November 18, 1994, 
pursuant to Chesapeake Utilities Corporation Performance Incentive Plan by and between 
Chesapeake Utilities Corporation and Ralph J. Adkins, John R. Schimkaitis, Philip S. Barefoot 
and Jeny D. West, filed is incorporated herein by reference to exhibit 3.(b) to the Annual Report 
on Form 10-K for the year ended December 3 1, 1994 for Chesapeake Utilities Corporation.* 

Agreement and Plan of Merger by and between Chesapeake Utilities Corporation and Tri-County 
Gas Company, Inc. is incorporated herein by reference from the Form 8-K filed on January 13, 
1997. 

Computation of Primary and Fully Diluted Eamings Per Share, filed herewith. 

Computation of Ratio of Earning to Fixed Charges, filed herewith. 

Subsidiaries of the Registrant, filed herewith. 

Consent of Independent Accountants, filed herewith. 

* Filed under commission file #0-593. 
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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: 1st RALPH J. ADKINS 
Ralph J. Adkins 
President and Chief Executive Officer 

Date: March 17, 1997 

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. 

/S/ JOHN w, JARDME. JR, 
John W. Jardine, Jr., 
Chairman of the Board and Director 

/st RALPH J. ADKMS 
Ralph J. Adkins, President, 
Chief Executive Officer and Director 

Date: March 17, 1997 Date: March 17, 1997 

/SI JOHN R. SCHIMKAITIS 
John R. Schimkaitis, Executive Vice 
President, Chief Operating Officer, 
Director 

1st MICHAEL P. MCMASTERS 
Michael P. McMasters 
Vice President, Chief Financial 
Officer and Treasurer 
(Principal Financial Officer) 

Date: March 17, 1997 Date: March 17, 1997 

1st JEREMIAH P. SHEA 
Jeremiah P. Shea, Director 

/s/ ROBERT F. RIDER 
Robert F. Rider, Director 

Date: March 17, 1997 Date: March 17, 1997 

/SI WILLIAM G. WARDEN. 111 
William G. Warden, Ill, Director 

/S/ RUDOLPH M. PEINS. JR, 
Rudolph M. Peins, Jr., Director 

Date: March 17, 1997 Date: March 17, 1997 

/sf RJCHA RD BERNSTEM 
Richard Bernstein, Director 

/s/ WALTER J. COLEMAN 
Walter J. Coleman, Director 

Date: March 17, 1997 Date: March 17, 1997 
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CHESAPEAKE UTILITIES CORPORATION AND SUBSIDIARIES 
SCHEDULE I1 

VALUATION AND QUALIFYING ACCOUNTS 

FOR THE YEARS ENDED DECEMBER 31,1996,1995 AND 1994 

COLUMN A COLUMN B COLUMN C COLUMN D COLUMN E 
-Additions - 

Balance at Charged to Charged to Balance at 
Beginning Costs and Other End 

Description of Period Expense Accounts Deductions of Period 
Valuation accounts deducted from assets 

to which they apply for doubtful 
accounts receivable: 

I 
I 
I 

1996 ............................. $309,955 $364,622 $55,631 (B) ($337,796)(A) . $392,412 

1995.. ........................... s202,i52 $328,012 $43,151 (B) ($263,36O)(A) $309,955 

1994 ............................. $186,018 $ 130,263 $57,633 (B) (S171,762)(A) $202,152 

(A) Uncollectible accounts charged off. 
(B) Recoveries. I 

I 
I 
I 
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CHESAPEAKE UTILITIES CORPORATION AND SUBSIDIARIES 
EXHIBIT 11 

COMPUTATION OF PRIMARY AND FULLY DILUTED EARNINGS PER SHARE 

fim 
Shares issued at beginning of year 
Treasury stock at beginning of year 
Sale of treasury stock 
Issuance of common stock for dividend reinvestment plan 
Issuance of common stock pursuant to US1 restricted stock 

Issuance of common stock for conversion of debentures 
Exercised stock options 
Sale of stock to Company's Retirement Savings Plan 
Shares outstanding at end of year 
Primary earnings per share calculation: 

award agreements 

For the Years Ended December 31, 
1996 1995 1994 
3,72 1,589 3,668,791 3,605,152. 

0 ( 1  5,609) (30,084) 
0 15,609 14,475 

33,926 38,660 30,928 

2 1,859 14,138 32,418 
88 1 0 293 

1,863 0 0 
20,398 0 0 

3,800,5 16- 3,72 1,582 3,653,182 

Weighted average number of shares 3,793,467 
Consolidated net income $6,910,428 
Primary earnings per share $1.82 

Fully diluted earnings per share calculation: 
Weighted average number of shares 3,794,306 
Contingent shares related to assumed conversion of 

242,742 
Weighted average number of shares assuming full dilution 4,037,048 

Net income $6,9 10,428 
Interest on convertible debt 340,697 
Less: Applicable income taxes (132,872) 

Adjusted net income $7,118,253 
Fully-diluted earnings per share $1.76 

convertible debt 

Adjusted income 

3,701,891 3,632,4 I3 
$7,236,695 $4,459,922 

$1.95 $1.23 

3,701,891 3,632,4'13 

248,833 255,777 
3,950,724 3,888,190 

$7,236,695 $4,459,922 
349,25 1 358,998 

(I 36,208) (1 40,009) 
$7,449,738 $4,678,911 

$1.89 $1.20 * 

N Q k s  
* This calculation is submitted in accordance with Regulation S-K item 601(b)(I 1) although not required by footnote 2 to 

paragraph 14 of APB Opinion No. 15 because it results in dilution of less than 3%. 
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CHESAPEAKE UTILITIES CORPORATION AND SUBSIDIARIES 

COMPUTATION OF RATIO OF EARNINGS TO FIXED CHARGES 
EXHIBIT 12 

For the Years Ended December 31, 

Income from continuing operations 

Add: 
Income taxes 
Portion of rents representative of interest factor 
Interest on indebtedness 
Amortization of debt discount and expense 
Earnings as adjusted 

1996 1995 1994 

$6,9 10,428 $7,236,695 $4,459,922 

4,030,725 4,13 1,177 2,542,368 
170,530 182,2 1 1 187,012 

2,656,606 2,666,223 2,637,654 
120,345 109,399 103,859 

$13,888,634 $14,325,705 $9,9303 15 
- -  

Fixed Charges 
Portion of rents representative of interest factor 
Interest on indebtedness 
Amortization of debt discount and expense 
Fixed Charges 

Ratio of Earnings to Fixed Charges 
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$170,530 $182,211 $187,012 
2,656,606 2,666,223 2,637,654 . .  

120,345 - 109,399 103,859 
$2.947.48 1 $2,957,833 $2.928.525 , .  

4.7 1 4.84 3.39 



CHESAPEAKE UTILITIES CORPORATION 
EXHIBIT 21 

SUBSIDIARIES OF THE REGISTRANT 

Subsidiaries 
Eastern Shore Natural Gas Company 

Sharp Energy, Inc. 
Chesapeake Services Company 

United Systems, Inc. 
Tri-County Gas Company, Inc. 

Eastern Shore Real Estate 

Subsidiarv of Eastern Shore Natural Gas ComDany 
Dover Exploration Company 

Subsidiaries of Sharp Enerw. Inc, 
Sharpgas, Inc. 
Sharpoil, Inc. 

Subsidiaries of Chesapeake Service ComDany 
Skipjack, Inc. 

Capital Data Systems, Inc. 
Currin and Associates, Inc. 

Chesapeake Investment Company 
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State Incorporated 
Delaware 
De law are 
Delaware 
Georgia 

Mary land 
Maryland I) 

State Incorporated 
Delaware 

State Incorporated 
Delaware 
Delaware 

State Incortiorated 
Delaware 

North Carolina 
North Carolina 

Delaware 
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CONSENT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS 

We consent to the incorporation by reference in the Prospectuses prepared in accordance with the 
requirements of Form S-2 (File No. 33-26582). Form S-3 (File Nos. 33-28391, and 33-64671) and Form S-8 (File 
No. 33-30 1 175) of our report dated February 13, 1997 accompanying the consolidated financial statements and the 
consolidated financial statement schedule of Chesapeake Utilities Corporation as of December 31, 1996 and 1995 
and for each of the three years in the period ended December 3 1, 1996 included in this Annual Report and Form 10- 
K of Chesapeake Utilities Corporation. 

Baltimore, Maryland 
March 17, 1997 
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Chesapeake will provide, without charge, 
upon written request, a copy of any exhibit to 
Chesapeake 's Annual Report on Form IO-K 

not included herewith. 
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Exhibit E 

SECURITIES AND EXCHANGE COMMISSION 
WASHINGTON, D.C. 20549 

FORM IO-Q 

[XI QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES 
EXCHANGE ACT OF 1934 

For the quarterly period ended Sedember 30. 1997 

OR 

[ ] TRANSITION REPORT PURSUANTTO SECTION 13 OR 15(d) OF THE SECURITIES 
EXCHANGE ACT OF 1934 

For the transition period from to - 
Commission file number 001-1 1590 

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

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

(I.R.S. Employer 

909 Silver Lake Boulevard, Dover. Delaware 19904 
(Zip Code) (Address of principal executive offices) 

(302) 734-6798 
(Registrant's Telephone Number, Including Area Code) 

(Former name, former address and former fiscal year, if changed since last report.) 

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

Common Stock, par value $.4867 - 4,481,394 shares issued as of September 30, 1997. 
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CHESAPEAKE UTILITIES CORPORATION AND SUBSIDIARIES 
CONSOLIDATED BALANCE SHEETS 

Capitalizatic 
Capitalization 

Stockholders' equity 

d Liabilities 

Common Stock, par value $4867 per share: 
(authorized 12,000,000 shares; issued 4,481,394 
and 4,439,516 shares, respectively) 
Additional paid-in capital 
Retained earnings 

Less: 
Unearned compensation - restricted stock awards 
Net unrealized gain on marketable securities 

Total stockholders' equity 

Long-term debt, net of current portion 
Total capitalization 

Current Liabilities 
Current portion of long-term debt 
Short-term borrowings 
Accounts payable 
Refunds payable to customers 
Income taxes payable 

Dividends payable 
Other accrued expenses 

Total current liabilities 

: Accrued interest 

Deferred Credits and Other Liabilities 
Deferred income taxes 
Deferred investment tax credits 
Environmental liability 
Accrued pension costs 
Order 636 transition liability 
Other liabilities 

Total deferred credits and other liabilities 
Total Capitalization and Liabilities 

September 30, December 31, 
1997 1996 

- (Unaudited) (As restated) 

$2,181,014 $2,160,628 
19,433,280 18,745,718 
26,947,737 26,957,049 

(234,348) (364,529) 
64,560 38,598 

4 8,392,24 3 47,537,464 

28,642,000 30,776,919 
77,034,243 78,314,383 

659,868 
18,400,000 
6,34 8,74 1 

336,575 
216,574 
61 9,444 

1,086,650 
3,862,271 

31,530,123 

1,285,938 
12,700,000 
14,426,983 

353,734 

741,768 
883,621 

- 3,733,235 
34,125,279 

10,230,179 9,798,676 
840,201 876,432 

6,501,505 6,650,088 
2,230,258 1,866,660 

0 943,209 
3,453,703 3,471,183 

23.255.846 23.606.248 
$1 31,820,212 $1 36,045,910 

The accompanying notes are an integral part of these financial statements. 
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CHESAPEAKE UTILITIES CORPORATION AND SUBSIDIARIES 
CONSOLIDATED INCOME STATEMENTS 

For the Nine Months Ended 
September 30, 

1997 1996 
- (Unaudited) (As restated) 

Operating Revenues 
Operating Expenses 

Purchased gas costs 
Operations 
Maintenance 
Depreciation and amortization 
Other taxes 
Income taxes 

0 pe ra t ing Income 
Total operating expenses 

Other Income and Deductions 
Income Before Interest Charges 

$88,286,384 .- --$93,896,237- 

52,983,499 56,200,448 
19,138,841 18,409,062 
1,551,932 1,840,266 
4,071,882 4,223,444 
2,894,350 2,759,268 
2,111,636 2,872,281 

82,752,140 86,304,769 
5,534,244 7,591,468 

180,847 261,749 
571 5,091 7,853,217 

Interest Charges 2,395,330 2,114,528 

Net 1 ncome $3,319,761 $5,738,689 

Earnings Per Share of Common Stock (1): 
Primary: 
Earnings per share $0.74 $1.30 

Average shares outstanding 4,488,482 4,423,878 

Fully Diluted: 
Earnings per share $0.73 $1.26 

Average shares outstanding 4,733,912 4,671,289 

The accompanying notes are an integral part of these financial statements. 

(1) See Exhibit 11 - Computation of Primary and Fully Diluted Earnings Per Share 
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CHESAPEAKE UTILITIES CORPORATION AND SUBSIDIARIES 
CONSOLIDATED STATEMENTS OF CASH FLOWS 

Operating Activities 
Net Income 
Adjustments to reconcile net income to net operating cash 

Depreciation and amortization 
Deferred income taxes, net 
Investment tax credit adjustments 
Employee benefits 
Employee compensation from lapsing stock restrictions 
Other 

Accounts receivable 
Inventory, materials, supplies and storage gas 
Prepaid expenses 
Other deferred charges 
Accounts payable 
Refunds payable to customers 
Over/(Under) recovered purchased gas costs 
Other current liabilities 

Net cash provided by operating activities 

Changes in assets and liabilities: 

Investing Activities 
Property, plant and equipment expenditures, net 

Net cash used by investing activities 

Financing Activities 
Common stock dividends net of amounts reinvested of 

Net repayments under line of credit agreements 
Proceeds from issuance of stock to Company 401(k) plan 
Repayments of long-term debt 

$409,920 and $426,341 , respectively 

Net cash used by financing activities 

Net Decrease in Cash 
Cash and Cash Equivalents at Beginning of Period 
Cash and Cash Equivalents at End of Period 

For the Nine Months Ended 
September 30, 

1997 1996 
(Unaudited) (As restated) 

$3,319,761 $5,738,689 

4,575,567 4,934,216 
(275,145) 220,549 

(36,231) (36,231) 
363,597 328,412 
130,181 257,204 

(1,109,270) (420,383) 

7,131,804 
(754,024) 
191,641 
531,703 

(8,078,242) 
(1 7,159) 

1,988,614 
336,226 

8,299,023 

6,721,321 
(1,578,465) 

31 6,389 
(5,173,828) 

(302,299) 
(631,181) 
474,175 

10,690,809 

(1 57,759) 

(9,565,768) (9,372,957) 
(9,565,768) (9,372,957) 

(2,716,123) (2,168,446) 
5,700,000 825,000 

298,028 260.1 26 
(2,760,989) (586,646) 

520,916 (1,669,966) 

(745,829) (352.1 14) 
2,213,529 1,3951614 

$1,467,700 $1,043,500 

The accompanying notes are an integral part of these financial statements. 
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be equitably entitled to contribution from other responsible parties for a portion of the expenses to be 
incurred in connection with the remedies selected in the ROD. 

As of September 30, 1997, the Company has incurred approximately $4.9 million in costs relating to 
environmental testing and remedial action studies. In 1990, the Company entered into settlement 
agreements with a number of insurance companies resulting in proceeds to fund actual environmental 
costs incurred over a five to seven-year period beginning in 1990. In December 1995, the Delaware 
Public Service Commission authorized a process to review and provide recovery of all current and 
future unrecovered environmental costs incurred by a means of a rider (supplement) to base rates, 
applicable to all firm service customers. As of September 30, 1997, $966,000 of environmental costs 
are not included in the rider, effective December 1, 1996. With the rider mechanism established, it is 
management‘s opinion that these costs and any future costs, net of the deferred income tax benefit, 
will be recoverable in rates. For additional information pertaining to the rider, please refer to 
“Environmental -- Dover Gas Light Site” on page 15 of the Company‘s report on Form 10-K. 

Salisbury Town Gas Light Site 
In cooperation with the Maryland Department of the Environment (“MDE”), in 1996 the Company 
completed construction and began remediation procedures at the Salisbury site. In addition, the 
Company began quarterly reporting of the remediation and monitoring results to the MDE. 

The cost of remediation is estimated to range from $140,000 to $190,000 per year for operating 
expenses. Based on these estimated costs, the Company recorded both a liability and a deferred 
regulatory asset of $650,088 on December 31, 1996, to cover the Company’s projected remediation 
costs for this site. The liability payout for this site is expected to be over a five-year period. As of 
September 30, 1997, the Company has incurred approximately $2.3 million for remedial actions and 
environmental studies. In January 1990, the Company entered into settlement agreements with a 
number of insurance companies resulting in proceeds to fund actual environmental costs incurred 
over a three to five-year period beginning in 1990. The final insurance proceeds were requested and 
received in 1992. In December 1995, the Maryland Public Service Commission approved recovery of 
all environmental costs incurred through September 30, 1995 less amounts previously amortized and 
insurance proceeds. The amount approved for a 10-year amortization period was $964,251. Of the 
$2.3 million in costs reported above, approximately $566,000 has not been recovered through 
insurance proceeds or received ratemaking treatment. It is management’s opinion that these and any 
future costs incurred, will be recoverable in rates. 

Winter Haven Coal Gas Site 
In May 1996, the company filed an Air Sparging and Soil Vapor Extraction Pilot Study Work Plan for 
the Winter Haven site with the Florida Department of Environmental Protection (“FDEP”). The Work 
Plan described the Company’s proposal to undertake an Air Sparging and Soil Vapor Extraction 
(“AS/SVE) pilot study to evaluate at the site. After discussions with the FDEP, the Company filed a 
modified AS/SVE Pilot Study Work Plan, scope of work to complete the site assessment activities and 
a report describing a limited sediment investigation performed recently. The Company will be awaiting 
FDEP’s comments to the modified Work Plan. It is not possible to determine whether remedial action 
will be required by FDEP and, if so, the cost of such remediation. 

The company has spent and received ratemaking treatment of approximately $678,000 on these 
investigations as of September 30, 1997. The Company has been allowed by the Florida Public 
Service Commission to continue to accrue for future environmental costs. At September 30,1997, the 
Company had $432,000 accrued. It is management’s opinion that future costs, if any, will be 
recoverable in rates. 

9 
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mains. Depreciation and amortization expense increased due to plant placed in service during the past 
twelve months. Other taxes were higher due to revenue related taxes and property taxes. 

Natural Gas Transmission 

The natural gas transmission segment reported EBlT of $777,484 for the third quarter of 1997 as 
’ compared to EBlT of $600,455 for the corresponding period last year - an increase of $177,029. The 

increase in EBlT is primarily due to an increase in gross margin somewhat offset by higher expenses. 

Revenue 
Cost of Gas 
Gross Margin 

FOR THE QUARTER ENDED SEPTEMBER 30, 
1997 1996 Chanae 

$ 6,857,335 $ 6,701,703 $ 155,632 
5,078,678 5,109,832 (31,154) 
1,778,657 1,591,871 186,786 

Operations & Maintenance 680,275 709,022 (28,747) 

Other Taxes 96,970 97,145 (1 75) 
Depreciation & Amortization 223,928 185,249 38,679 

EBlT $ 777,484 $ 600,455 $ 177,029 

The gross margin increase was primarily the result of a rate increase that went into effect mid-April. The 
higher rates resulted from of Eastern Shore Natural Gas Company’s (”Eastern Shore”) rate increase filing 
with the Federal Energy Regulatory Commission (’FERC”). Eastern Shore reached a settlement with 
FERC during the quarter, and any refund resulting from the settlement has been accrued, pending final 
approval. Operations expenses increased $42,000, primarily in the areas of legal fees, outside services 
and corporate related costs offset by a decrease in payroll. Depreciation and amortization increased due 
to the capital additions placed in service during the past twelve months. 

As previously reported, Eastern Shore filed with FERC an abbreviated application for a blanket certificate 
of public convenience to provide open access transportation service. Effective November 1, 1997, 
Eastern Shore initiated the provision of open access transportation services on its system. Eastern Shore 
will no longer sell gas, but has converted to a provider of contract storage and transportation services. 
Going forward, third party suppliers will compete with the Company to sell gas to the local distribution 
companies and the end users on Eastern Shore’s system. 

Propane Distribution 

For the third quarter of.1997, the propane distribution segment experienced LBlT of $1,165,868. These 
results were more favorable than those achieved for the corresponding quarter of 1996, with the segment 
recognizing a decrease in LBIT of $25,261 over the third quarter 1996 LBlT of $1,191,129. The decrease 
in LBlT was attributable to lower operating expenses partially offset by a decrease in gross margin. The 
1997 and 1996 financial results of the propane distribution segment include the operating results of Tri- 
County. 

11 
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RESULTS OF OPERATIONS FOR THE 
NINE MONTHS ENDED SEPTEMBER 30,1997 

The Company recognized net income of $3,319,761 for the nine months ended September 30, 1997, 
representing a decrease in net income of $2,418,928 as compared to the corresponding period in 1996. 
The financial results for 1997 and 1996 include the operating results of Tri-County. As indicated in the 
table below, the decrease in EBlT is due to lower earnings in the natural gas and propane distribution 
segments, partially offset by increased earnings in transmission, advanced information services and other. 

FOR THE NINE MONTHS ENDED SEPTEMBER 30, 
w 1996 Chanae 

Earninas Before Interest and 
Taxes 

Natural Gas Distribution $ 3,921,919 $ 5,631,176 $(1,709,257) 
Natural Gas Transmission 2,091,774 1,797,540 294,234 
Propane Distribution 224,979 1,886,140 (1,661,161) 
Advanced Information Services 975,681 770,100 205,581 
Eliminations & Other 431,527 378,793 52,734 

Total EBlT 7,645,880 10,463,749 (2,817,869) 

Operating Income Taxes 2,111,636 2,872,28 1 (760,645) 
Interest 2,395,330 2,114,528 280,802 
Non-Operating Income, Net 180,847 261,749 (80,902) 
Net Income $ 3,319,761 $ 5,738,689 $(2,418,928) 

Natural Gas Distribution 

The natural gas distribution segment reported EBlT of $3,921,919 for the first nine months of 1997 as 
compared to EBlT of $5,631,176 for the corresponding period last year. The decrease in EBlT is due to a 
reduction in gross margin, coupled with increased expenses. 

FOR THE NINE MONTHS ENDED SEPTEMBER 30, 
w 1996 Chanae 

Revenue $53,778,615 $54691434 $ (912,819) 
Cost of Gas 
Gross Margin 

37,432,642 37,729,820 (297,178) 
16,345,973 16,961,614 (615,641) 

Operations 8 Maintenance 8,232,520 7,269,995 962,525 
DeDreciation & Amortization 2,371,871 2,324,536 47,335 
Other Taxes 
EBlT 

1.919.663 1.825.907 93.756 .- - I - - -  , .  
$ 3,821,919 $ 5,541,176 $(1,719,257) 

The decrease in gross margin is primarily due to first quarter temperatures which were 14% warmer than 
the first quarter in 1996, resulting in an 11% reduction in deliveries during that period. Partially offsetting 
the decrease in margin was an $89,000 increase in service work revenue. Operations expenses 
increased in the areas of billable service work, legal fees, outside services, data processing and regulatory 
related expenses. Maintenance expenses primarily increased in mains, meters and regulators. 
Depreciation and amortization expense increased due to plant placed in service during the last twelve 
months. 

13 
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I Advanced Information Services 

I For the nine months ended September 30, the advanced information services segment recognized an 
EBlT of $975,681 and $770,100 for 1997 and 1996, respectively. This increase in EBlT of $205,581 is the 
outcome of higher revenue and lower operating expenses. 

FOR THE NINE MONTHS ENDED SEPTEMBER 30, 
1997 1996 Change 

Revenue $ 5,954,733 $ 5,482,677 $ 472,056 

Operations & Maintenance 4,641,232 4,395,184 246,048 
Depreciation & Amortization 84,175 102,978 (18,803) 
Other Taxes 253,645 21 4,415 39,230 I EBlT $ 975,681 $ 770,100 $ 205,581 

I The increase in revenue occurred primarily in consulting and resource services due to a rise in demand 
for PROGRESS training and programmers. Operations expenses were higher due to billable 
compensation directly related to increases in revenue, non-billable compensation and other costs related 
to overall growth. I 

Interest 

The increase in interest expense is associated with higher short-term borrowing balances, as compared to 
the same period last year. 

I 
I Operating Income Taxes 

Operating income taxes decreased $760,645 due to a reduction in EBlT and the lack of income tax 
expense recorded by Tri-County in 1996, offset by a one-time expense of $318,000 recorded during the 

. first quarter. The one-time expense was required to establish deferred income taxes for Tri-County Gas 
Company, Inc., acquired during the first quarter of 1997. Prior to the acquisition, Tri-County Gas 
Company, Inc. was a Subchapter S Corporation for income tax reporting; therefore, no deferred income 
taxes were recorded on its balance sheet. In addition, the Company’s 1996 restated financial statements 
do not include any income tax expense on EBlT reported for Tri-County due to its 1996 Subchapter S 

I 
I 
I status. 

I Non-Operating Income 

The decrease in 1997 is related primarily to a reduction in interest income and AFUDC. In addition, 1996 
includes a one-time gain on the sale of real property. 

Environmental Matters 
I 
I 
I 

The Company continues to work with federal and state environmental agencies to assess the 
environmental impacts and explore corrective action at several former gas manufacturing plant sites (see 
Note 4 to the Consolidated Financial Statements). The Company believes that any future costs 
associated with these sites will be recoverable in future rates. 

15 
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Item 1: 

Item 2: 

Item 3: 

Item 4: 

Item 5: 

Item 6(a): 

Item 6 (b): 

PART I I  
OTHER INFORMATION 

CHESAPEAKE UTILITIES CORPORATION AND SUBSIDIARIES 

Legal Proceedings 
See Note 2 to the Consolidated Financial Statements 

Changes in Securities 
None 

Defaults Upon Senior Securities 
None 

Submission of Matters to a Vote of Security Holders 
None 

Other Information 
None 

Exhibits 
Exhibit 1 I - Computation of Primary and Fully Diluted Earnings Per Share is submitted 

herewith. 

Reports on Form 8-K 
None 
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CHESAPEAKE UTlLlT 

COMPUTATION OF PRIMARY AND FULLY DILUTED EARNINGS PER SHARE 
I 

ES CORPORATION AND SUBSIDIARIES 

EXHIBIT 11 

I 
I 

For the Quarter 
Ended Septembr 30, (1) 

.- j22.9.z B&6 

Primary earnings per share calculation: 
Weighted average number of shares 4,502,279 4,442,713 

Consolidated net income ($739,193) ($747,779) I 
I r i m a r y  earnings per share ($0.1 6) ($0.1 7) 

Fully diluted earings per share calculation: 
Weighted average number of shares 4,507,798 4,445,501 
Contingent shares related to assumed 

conversion of convertible debt 239,939 242,171 
Weighted average number of shares assuming I full dilution 4,747,737 4,687,672 

I 

Adjusted income 
Consolidated net income ($739,193) ($747,779) I Interest on convertible debt 84,882 85,438 
Less: Applicable income taxes (33,104) (33,321) 

Adjusted net income ($687,415) ($695,662) 

ully diluted earnings per share ($0.14) ($0.15) 

For the Nine Months 
Ended September 30, 
1-997 m6 

4,488,482 4,423,878 

$3,319,761 $5,738,689 

$0.74 $1.30 

- 

240,204 243,427 

4,733,912 4,671,289 

$3,319,761 $5,738,689 
252,157 255,775 
(98,341) (99,752) 

$3,473,577 $5,894,712 

$0.73 $1.26 

p Tfl is calculation is submitted in accordance with Regulation S-K item 601(b)(l I ) ,  although 
it is contrary to paragraph 40 of APB Opinion No. 15, because it produces an anti-dilutive 
result for the quarters ended September 30,1997 and 1996. 

I 

I 
I 
I 
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Schedule No. 2 
Rate of Return, Actual Annualized and Pro Forma 
For the Twelve Months Ended September 30, 1997 

UNAUDITED 

ACTUAL 

Statement of Income 

1 Operating revenues 

2 Operating expenses before income taxes 

3 Income taxes (Including Deferrals) 

4 Operating Income (1-(2+3)) 

5 AFUDC (Equity Only) 

6 Other Income, Net 

7 Income Before Interest Charges (4+5+6) 

8 Interest Charges (Including debt portion of AFUDC) 

9 Net Income From Continuing Operations (7-8) 

10 Preferred stock dividends 

11 Eamings available to common equity (9-10) 

12 Average capitalization 

13 Average common equity 

14 Retum on average capitalization (7/12) 

15 Retum on average common equity (1 1/13) 

PRO FORMA 
PRO FORMA ISSUANCE OF AFTER 

BEFORE BEFORE 
ISSUANCE ADJUSTMENT ISSUANCE 

$124,069,424 

$1 13,430,232 

$3,186,411 

$8,052,781 

$101,384 

$275,963 

$8,430,128 

$3,2443 41 

$5,185,987 

$0 

$5,185,987 

$77,698,787 

$48,455,505 

10.85% 

10.70% 

$0 $124,669,424 

$0 $1 13,430,232 

$0 

$0 

$0 

$0 

$0 

$1 22,320 

($1 22,320) 

$0 

($1 22,320) 

$10,000,000 

$0 

$3,186,411 

$8,052,781 

$101,384 

$275,963 

$8,430,128 

$3,366,461 

$5,063,667 

$0 

$5,063,667 

$07,698,787 

$48,455,505 

9.61 % 

10.45% 

CQMMON ISSUANCE OF 
STOCK EQUIP/ 

$1,539,638 

$1,416,291 

$34,730 

$88,617 

$0 

$1,290 

$89,907 

$36,522 

$53,385 

$0 

$53,385 

$195,536 

$195,536 

$126,209,062 

$1 14,846,523 

$3,221,141 

$8,141,398 

$101,384 

$277,253 

$8,520,035 

$3,402,983 

$5,117,052 

$0 

$5,117,052 

$87,894,323 

$48,651,041 

9.69% 

10.52% 



- Capitalization Ratios Actual & Pro Forma as of September 30, 1997 

UNAUDITED 

ACTUAL 
BEFORE ISSUANCE 

PRO FORMA 
AFTER ISSUANCE OF PRO FORMA 

BEFORE ISSUANCE EQUITY 
ISSUAI\ICE OF 

AMOUNT % OF AMOUNT % OF COMMON AMOUNT % OF 
l vPF  OF CA PlTAL OUTSTANDING TOTAL ADJUSTMENT OUTSTANDING STOCK TOTAL OUTSTANDING 

COMMON EQUITY 

COMMON STOCK $2,181 $1 4 2.27yo $0 $2,181,014 2.27% $16,061 $2,197,075 2.27% 

PAID IN CAPITAL 19,433,279 20.22% 0 19,433,279 20.22% 34,939 19,468,218 20.08% 

27.77% RETAlrJED EARNINGS 26,777,950 27.87% 0 26,777,950 21.87% 144,536 26,922,486 

TOTAL COMMOA EQUITY 48,392,243 50.36% 0 48,392,243 50.36% 195,536 48,587,779 50.12% 

PREFERRED STOCK 0 0.00% 0 0 0.00% 0 0 0.00% 

LONG-TERM DEBT 

FIRST MORTGAGE BONDS 4,560,000 4.75% 0 4,560,000 4.75% 0 4,560,000 4.70% 

CONVERTIBLE DEBENTURES 4,082,000 4.25% 0 4,082,000 4.25% 0 4,082,000 4.21 % 

20,000,000 20.81% 10,000,000 30,000,000 31.22% 0 30,000,000 30.95% 

29.81% 10,000,000 38,642,000 40.22% 0 38,642,000 39.86% 

89.98% 80.17% 10,000,000 87,034,243 90.58% 195,536 87,229,779 

OTHER LONG-TERM DEBT 

TOTAL LONG-TERM DEBT 28,642,dOO 

TOTAL PERMANENT CAPITAL 77,034,243 

0 659,868 0.69% 0 659,868 0.68% CURRENT PORTION OF LTD 659,868 0.69% 

SHORT-TERM DEBT 18,400,000 19.14% (10,000,000) 8,400,000 8.73% 649,076 9,049,076 9.34% 

$96,094,111 100.00% $844,612 $96,938,723 100.00% TOTAL CAPITALIZATION $96,094,111 100.00% $0 
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Fixed Charge Coverage Ratios 
For the Twelve Months Ended September 30, 1997 

UNAUDITED 

Ty$e of Method 

Per Financial Statements 

Before Income Taxes, all interest 

Before Income Taxes, all interest, before AFUDC 

After Income Taxes, all interest 

After Income Taxes, all interest, before AFUDC 

Overall Covetage, (after income taxes) 

Overall Covetage, (after income taxes) before AFUDC 

Modified Indenture Method 

Before Income Taxes, all interest 

Before Income Taxes, all interest, before AFUDC 

After lnwme Taxes, all ihterest 

After Income Taxes, all interest, before AFUDC 

Overall Coverage, (after income taxes) 

Overall Coverage, (after income taxes) before AFUDC 

HI STOR ICAL 
PRO FORMA 

ANNUALIZED 
PRO FORMA 

ACTUAL AFTER PRO FORMA AFTER 
BEFORE ISSUANCE BEFORE ISSUANCE 

JSSUANCE OF EQUITY JSSUANCE QF EQUITY 

3.4323 3.4273 3.3482 3.3146 

3.4026 3.3979 3.3195 3.2863 

1.5187 1.5216 I .4662 1.4319 

1.4890 1.4923 I .4376 1.4036 

1.5187 1.5216 1.4662 1.4319 

1.4890 1.4923 1.4376 1.4036 

3.961 1 3.9480 

3.9269 3.9142 

1.8451 1.8439 

1.8109 1.8101 

1.8451 1.8439 

1.8109 1.8101 

3.8039 3.7993 

3.7710 3.7668 

1.7322 1.7290 

1.6993 1.6965 

1.7322 1.7290 

1.6993 1.6965 



EXHIBIT D 

STATE OF DELAWARE 

BEFORE THE PUBLIC SERVICE COMMISSION 

IN THE MATTER OF THE APPLICATION ) 
OF CHESAPEAKE UTILITIES CORPORATION ) 
FOR APPROVAL OF THE ISSUANCE OF ) PSC DOCKET NO. 98-86 
25,000 SHARES OF COMMON STOCK 1 
(FILED MARCH 2,1998 AND 1 
AMENDED MARCH 17, 1998) 1 

ORDER NO. 4758 

AND NOW, to-wit, on this 24th day of March, 1998, the 

Applicant , Chesapeake Utilities Corporation ("Chesapeake" or the 

"Company") , having sought Commission approval to issue 25,000 

shares of Chesapeake common stock for the purpose of consummating 

the acquisition by the Company, acting through a subsidiary (CPK 

Sub-B), of all of the issued and outstanding common stock of Sam 

Shannahan Well Company, Inc., d/b/a Tolan Water Service ("SSWCll), 

presently a family-owned company specializing in residential, 

commercial, and industrial water treatment systems and irrigation 

headquartered in Salisbury, Maryland, pursuant to an Agreement 

and Plan of Merger (the "Merger Agreement") filed with the above- 

referenced application; 

AND, after the consummation of the merger, the 

surviving company continuing to use the name SSWC will be 

operated as a subsidiary of Chesapeake; 



m 

AND, the Commission having examined the Company's 

original and amended application and having made such 

investigation in connection with said matters as the Commission 

deemed necessary, and having heard the presentation of the 

Company and the Commission Staff at the Commission meeting of 

March 24, 1998; 

AND, the Commission having been advised by Staff of 

certain concerns that Staff has regarding said merger and its 

potential effect on ratepayers of the Delaware Division of 

Chesapeake and the Company having agreed to said conditions; 

AND, the Commission having been advised, and having 

determined, that the proposed issuance of 25,000 shares of 

Chesapeake common stock to consummate the Merger Agreement is in 

accordance with law, for a proper purpose, and consistent with 

the public interest; now, therefore, 

IT IS ORDERED THAT: 

1. The application filed by Chesapeake Utilities 

Corporation in this matter on or about March 2, 1998, and amended 

on March 17, 1998, is hereby approved, and Chesapeake Utilities 

Corporation is hereby authorized to issue up to 25,000 shares of 
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Chesapeake common stock to consummate the above-described 

acquisition of Sam Shannahan Well Company, Inc. 

2 .  Said approval is based upon Chesapeake's 

representation and guarantee: (1) that no expenses associated 

with this transaction shall be recovered, in the future, in rates 

from Delaware Division ratepayers; and ( 2 )  that the Company will 

quantify and allocate to Delaware Division ratepayers those 

savings in corporate overhead expenses that may be achieved 

through and as a result of said transaction. 

3. Approval of Chesapeake's application by the 

Commission shall not be construed as approving any capitalization 

ratios that result for any purposes or procedures involving 

ratemaking; nor are the Commission's rules regarding the burden 

of proving the merits of any related issue waived hereby. The 

Commission's approval of Chesapeake's application is limited to 

that which is necessary under 26 a. C .  5 215. 

4. Nothing in this Order shall be construed as a 

guarantee, warranty, or representation by the State of Delaware 

or by any agency, commission, or department hereof , with respect 

to the shares to be issued pursuant to the Merger Agreement and 

this Order. 
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5. Chesapeake shall file with this Commission a 

written report within sixty ( 6 0 )  days of the closing of the 

merger transaction setting forth the steps which have been taken 

in connection with such transaction including, but not limited 

to, the resulting capitalization ratios arising from the issuance 

of Chesapeake's common stock. 

6 .  The Commission 

authority to enter such furth 

deemed necessary or proper. 

ATTEST: 

reserves the jurisdiction and 

r Orders in his matter as may be 

n 

I *  Vice Chairman 

Commissioner I 

C0mm.i s s ioner 

'Secretary 
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EXHIBIT E 

AGREEMENT &D PLAY OF MERGER 

THIS AGREEMENT AND PLAN OF IMERGER (the "Agreement") is 
made and entered into as of April 28, 1998, by and among Chesapeake Utilities 
Corporation, a Delaware corporation ("Chesapeake"), CPK Sub-C, Inc., a Delaware 
corporation and a wholly owned subsidiary of Chesapeake ("CPK-Sub-C"), Xeron. Inc., a 
Mississippi corporation ("Xeron"), J. Phillip Keeter, Earnest A. Allen, Jr. and Patrick E. 
Armand, residents of Texas (each individually a "Shareholder," together, the 
"Shareholders," and with Xeron collectively, the "Sellers"). 

ARTICLE I 
THE MERGER 

SECTION 1.1 The Merger. Upon the terms and subject to the conditions 
hereof, as promptly as practicable following the satisfaction or waiver of the conditions 
set forth in Article VI11 hereof, but in no event later than two business days thereafter, 
unless the parties hereto shall otherwise agree, articles of merger (the "Articles of 
Merger") and a certificate of merger (the "Certificate of Merger") providing for the 
merger of CPK-Sub-C with and into Xeron (the "Merger1') shall be duly prepared, 
executed and filed by Xeron, as the surviving corporation (the "Surviving Corporation"), 
in accordance with the relevant provisions of the Mississippi General Corporation Law 
(the ''MGCL'') and the Delaware General Corporation Law (the "DGCLI') and the Merger 
shall become effective. Following the Merger, the Surviving Corporation shall continue 
under the same name as Xeron and the separate corporate existence of CPK-Sub-C shall 
cease. The date and time the Merger becomes effective is referred to herein as the 
"Effective Time." Immediately prior to the filing of the Articles of Merger and the 
Certificate of Merger, a closing (the "Closing") shall take place at the offices of Xeron in 
Houston, Texas or at such other place and at such time as the parties shall agree. 

SECTION 1.2 Effects of the Merger. The Merger shall have the effects 
set forth in Section(s) 79-4-1 1.01 through 79-4-1 1.07 of the MGCL and Sections 259, 
260 and 261 of the DGCL. 

SECTION 1.3 Certificate of Incorporation and By-Laws. The Articles of 
Incorporation of Xeron and the By-laws of CPK-Sub-C (both of which have been 
heretofore delivered by Xeron to Chesapeake or Chesapeake to Xeron, as the case may 
be), in each case as in effect immediately prior to the Effective Time, shall be the 
Articles of Incorporation and By-laws of the Surviving Corporation until duly amended in 
accordance with applicable law. 

SECTION 1.4 Directors. The directors of CPK-Sub-C immediately prior 
to the Effective Time shall be the initial directors of the Surviving Corporation and shall 
hold office until their respective successors are duly elected and qualified in accordance 
with the Articles of Incorporation and By-laws of the Surviving Corporation, or their 
earlier death, resignation or removal. 



SECTION 1.5 Officers. The officers of CPK-Sub-C immediately prior to 
the Effective Time shall be the initial officers of the Surviving Corporation and shall 
serve as the officers of the Surviving Corporation at the pleasure of the Board of 
Directors of the Surviving Corporation. 

SECTION 1.6 Conversion of Shares. At the Effective Time, by virtue of 
the Merger and without any action on the part of the holders thereof: 

(a) Subject to Section 2.2,  each issued and outstanding share of 
common stock, par value $10.00 per share, of Xeron (the "Xeron Common Stock") shall 
automatically be converted into the right to receive (the "Stock Consideration") that 
number of fully paid and nonassessable shares of common stock, par value $.4867 per 
share, of Chesapeake (the "Chesapeake Common Stock"), which shall be determined by 
dividing a total of 475,000 shares of Chesapeake Common Stock by the aggregate 
number of shares of Xeron Common Stock outstanding at the Effective Time, provided 
that in the event of a stock split or reverse stock split of the Chesapeake Common Stock 
prior to the Effective Time, the number of shares of Chesapeake Common Stock to be 
issued shall be adjusted proportionately to prevent either dilution or enlargement of the 
rights of the Shareholders. 

(b) Each share of capital stock of Xeron that is held in the 
treasury of Xeron shall be canceled and retired and cease to exist and no consideration 
shall be issued in exchange therefor. 

(c) The issued and outstanding shares of capital stock of CPK- 
Sub-C shall be converted into and become, in the aggregate, one thousand h l ly  paid and 
nonassessable shares of common stock of the Surviving Corporation. 

ARTICLE I1 
EXCHANGE OF SHARES 

SECTION 2.1 Surrender of Certificates. At the Effective Time, each of 
the Shareholders shall surrender the certificate or certificates that formerly represented 
that Shareholder's shares of Xeron Common Stock to the Surviving Corporation, and 
shall thereupon receive in exchange therefor the Stock Consideration for each share of 
Xeron Common Stock formerly represented by such certificate or certificates, and the 
certificates so surrendered shall forthwith be cancelled. 

SECTION 2.2 No Fractional Shares. No certificate or scrip representing 
fractional shares of Chesapeake Common Stock shall be issued upon the surrender for 
exchange of certificates of Xeron Common Stock, and such fractional share interests will 
not entitle the owner thereof to vote or to any rights of a shareholder of Chesapeake. In 
lieu of any such fractional share interest, Chesapeake shall pay to each shareholder of 
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Xeron who otherwise would be entitled to receive a fractional share of Chesapeake 
Common Stock (after aggregating all certificates formerly representing shares of Xeron 
Common Stock held by the same holder) an amount of cash determined by multiplying 
(i) the average of the closing prices of Chesapeake Common Stock on the New York 
Stock Exchange ("NYSE"), as reported by The Wall Street Journal, for the twenty (20) 
consecutive trading days immediately preceding the second day prior to the Effective 
Time. by (ii) the fraction of a share of Chesapeake Common Stock to which such holder 
would otherwise be entitled pursuant to Section 1.6(a) of this Agreement. 

ARTICLE I11 
REPRESENTATIONS AND WARRANTIES 

OFTHESELLERS 

Each of the Sellers represents and warrants to Chesapeake and CPK-Sub-C 
as follows: 

SECTION 3.1 Coruorate Organization. 

(a) Xeron is a corporation duly organized, validly existing and 
in good standing under the laws of the State of Mississippi and has all requisite corporate 
power and authority to own, lease and operate its properties and to carry on its business 
as now being conducted. Section 3.1 (a) of the disclosure schedule to be delivered to 
Chesapeake prior to the date of this Agreement (the "Xeron Disclosure Schedule") sets 
forth the name of each jurisdiction in which Xeron is qualified or licensed to do business. 
Xeron is duly qualified or licensed to do business and is in good standing in each 
jurisdiction in which the property owned, leased or operated by it or the nature of the 
business conducted by it makes such qualification or licensing necessary unless failure to 
qualify would not result in a material adverse effect on Xeron. Xeron has heretofore 
delivered to Chesapeake accurate and complete copies of its Certificate of Incorporation 
and By-laws, as in effect as of the date of this Agreement. 

(b) Xeron does not own, directly or indirectly, any capital stock 
or other equity securities or similar interest in any corporation, partnership, joint venture, 
or other business association or entity except as set forth in Section 3.l(b) of the Xeron 
Disclosure Schedule. 

SECTION 3.2 Carhalization. The authorized capital stock of Xeron 
consists of 7500 shares of Xeron Common Stock, of which 6750 shares are issued and 
outstanding. All of the issued and outstanding shares of Xeron Common Stock are 
validly issued, fully paid and nonassessable, There are no subscriptions, options, 
warrants, calls, rights, convertible securities or other agreements or commitments of any 
character (whether or not currently exercisable) obligating Xeron to issue, transfer or sell 
any of its securities. Section 3.2 of the Xeron Disclosure Schedule sets forth (i) the name 
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of the holder and beneficial owner of each outstanding share of Xeron Common Stock. 
and ( i i )  the number of shares of Xeron Common Stock held by such holder. 

SECTION 3.3 Authoritv Relative to this Agreement; Binding Effect. 

(a) Xeron has full corporate power and authority to execute and 
deliver this Agreement and to consummate the transactions contemplated hereby. The 
execution and delivery of this Agreement and the consummation of the transactions 
contemplated hereby have been duly and validly authorized and approved by the Board of 
Directors of Xeron and by the unanimous vote or written consent of the shareholders of 
Xeron and no other corporate proceedings on the part of Xeron are necessary to authorize 
this Agreement or to consummate the transactions so contemplated. This Agreement has 
been duly and validly executed and delivered by Xeron and constitutes a legal, valid and 
binding agreement of Xeron, enforceable against Xeron in accordance with its tenns. 

(b) This Agreement has been duly and validly executed and 
delivered by each Seller and constitutes a legal, valid and binding agreement of each 
Seller, enforceable against each Seller in accordance with its terms. 

SECTION 3.4 Consents and Auurovals: No Violations. Except for the 
filing and recordatior of the Articles of Merger, as required by the MGCL, and the 
Certificate of Merger, as required by the DGCL, and as set forth in Section 3.4 of the 
Xeron Disclosure Schedule, no filing with or notification to, and no permit, authorization, 
consent, waiver or approval of, any government, executive official thereof, governmental 
or regulatory authority, agency, commission, or court of competent jurisdiction, domestic 
or foreign (a "Governmental Entity"), is necessary for the consummation by the Sellers of 
the transactions contemplated by this Agreement. Except as set forth in Section 3.4 of 
Xeron Disclosure Schedule, neither the execution and delivery of this Agreement by the 
Sellers nor the consummation by the Sellers of the transactions contemplated hereby nor 
compliance by the Sellers with any of the provisions hereof will (i) conflict with or result 
in any breach of any provision of the Articles of Incorporation or By-laws of Xeron, (ii) 
result in a violation or breach of, or constitute (with or without due notice or lapse of 
time or both) a default (or give rise to any right of termination, cancellation or 
acceleration or result in the creation of any mortgage, pledge, charge, security interest, 
claim or encumbrance of any kind (collectively, a "Lien")) under, any of the terms, 
conditions or provisions of any note, bond, mortgage, indenture, license, contract, 
agreement or other instrument or obligation to which any Seller is a party or by which it 
or any of its properties or assets may be bound, or (iii) violate any order, writ, injunction, 
decree, statute, rule or regulation applicable to the Sellers or any of their properties or 
assets. 

SECTION 3.5 Absence of Certain Changes. Except as and to the extent 
set forth in Section 3 .5  of the Xeron Disclosure Schedule, since November 30, 1997 
Xeron has not: 
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(a) suffered any Material Adverse Change; "hlaterial Adverse 
Change" means (i) any material change in the nature of Xeron's business, assets. financial 
condition, results of operations, or prospects, ( i i )  the loss of a material contract (other 
than spot contracts which have been performed by the parties thereto in accordance with 
their terms), and (iii) any change that creates a material limitation on the ability of Xeron 
to conduct its business as heretofore conducted; 

(b) paid, discharged or otherwise satisfied any material claims, 
liabilities or obligations (absolute, accrued, contingent or otherwise) other than the 
payment, discharge or satisfaction in the ordinary course of business and consistent ivith 
past practice; 

(c) permitted or allowed any of its material property or assets 
(real, personal or mixed, tangible or intangible) to be subjected to any Liens, except for 
(i) Liens for current taxes or other governmental charges not yet due and payable, or the 
amount or validity of which is being contested by the appropriate proceedings and for 
which an appropriate reserve has been established and is reflected in the Financial 
Statements (as defined below), (ii) Liens disclosed in Sections 3.23(b) and 3.23(c) of the 
Xeron Disclosure Schedule, (iii) Liens of carriers, warehousemen and mechanics and 
similar Liens incurred in the ordinary course of business, and (iv) zoning, entitlement and 
other land use regulations (collectively, "Permitted Liens"); 

(d) sold, transferred, or otherwise disposed of any of its 
properties or assets (real, personal or mixed, tangible or intangible), except in the 
ordinary course of business and consistent with past practice; 

i nc reas 

general 

(e) granted any increase in the compensation or benefits of any 
director, officer or employee (including any such increase pursuant to any bonus, pension, 
profit sharing or other plan or commitment) or any increase in the compensation or 
benefits payable or to become payable to any director, officer or employee, and no such 

is customary on a periodic basis or required by agreement or understanding; 

(0 made any change in Xeron's severance policy or practices; 

(g) made any expenditure capitalized in accordance with 

excess of $25,000, in the aggregate, other than in the ordinary course of business; 
y accepted accounting principles or acquired any property or assets for a cost in 

(h) declared, paid or set aside for payment any dividend 3r  other 
distribution in respect of its capital stock or redeemed, purchased or otherwise acquired, 
directly or indirectly, any shares of capital stock or other securities of Xeron; 
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( i )  made any change in any method of tax or financial 
accounting or accounting practice or made or changed any election for Federal income 
tax purposes; 

0) paid, loaned or advanced any amount to, or sold, transferred 
or leased any properties or assets (real, personal or mixed, tangible or intangible) to. or 
entered into any agreement or arrangement with, any of its officers, directors or 
shareholders or any affiliate or associate of any of its officers, directors or shareholders 
except for directors' fees, and compensation to officers at rates not exceeding the rates of 
compensation paid during the six month period immediately prior to November 50. 1997; 

(k) agreed or planned, whether in writing or otherwise, to take 
any action described in this Section. 

SECTION 3.6 Financial Statements. Xeron shall have furnished to 
Chesapeake prior to the date of this Agreement audited balance sheets for the last two 
completed fiscal years, audited statements of income, equity and cash flows of Xeron for 
the last three completed fiscal years and an unaudited balance sheet and statement of 
income for the nine month period ending February 28, 1998 (collectively, the "Financial 
Statements"). The audited financial statements are true, correct and complete in all 
material respects, fairly present, in conformity with generally accepted accounting 
principles applied on a consistent basis (except as may be indicated in Section 3.6 of the 
Xeron Disclosure Schedule) the financial position of Xeron as of the dates thereof and its 
consolidated results of operations and changes in financial position and changes in 
stockholders equity and cash flows for the periods then ended. Such unaudited balance 
sheet and statement of income shall be certified by the Chief Executive Officer of Xeron 
as having been prepared under his supervision; as presenting the financial position of 
Xeron in accordance with generally accepted accounting principles consistently applied 
(except as may be indicated in Section 3.6 of the Xeron Disclosure Schedule); to be true, 
correct and complete in all material respects; and to reflect accurately the results of 
operations of Xeron for such nine month period. 

SECTION 3.7 No Undisclosed Liabilities. Except as and to the extent 
provided in the Financial Statements or Section 3.7 of the Xeron Disclosure Schedule, 
Xeron does not have any material liabilities (whether contingent or absolute, direct or 
indirect. known or unknown to Xeron or matured or unmatured) not fully reflected or 
fully reserved against in the Financial Statements, Except as set forth in Section 3.7 of 
the Xeron Disclosure Schedule, since November 30, 1997, Xeron has not incurred any 
liability except in the ordinary course of business consistent with past practice. 

SECTION 3.8 No Default. Except as set forth in Section 3.8 of the 
Xeron Disclosure Schedule, Xeron is not in default or violation (and no event has 
occurred that with notice or the lapse of time or both would constitute a default or 
violation) of any term, condition or provision of (i) its Certificate of Incorporation or its 
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By-law, ( i i )  any note, bond. mortgage, indenture, license, contract, agreement or other 
instrument or obligation to which Xeron is a party or by which it or any of its properties 
or assets are bound, or (iii) any order, writ, injunction, decree, statute, rule or regulation 
applicable to Xeron or any of its properties or assets, unless any such default or violation 
would not have a material adverse effect on Xeron. 

SECTION 3.9 Litigation. Except as set forth in Section 3.9 of the Xeron 
Disclosure Schedule, there is no action, suit, proceeding, arbitration, or investigation 
pending or, to the knowledge of Xeron, threatened involving Xeron or any of its 
properties or assets. Neither Xeron nor any of its properties or assets is subject to any 
order, writ, judgment, injunction, decree, determination or award. There is no action. 
suit, proceeding, arbitration or investigation initiated by Xeron that is currently pending 
or that Xeron presently intends to initiate. 

SECTION 3.10 ComDliance with ADDlicabIe Law. Except as set forth in 
Section 3.10 of the Xeron Disclosure Schedule, the business of Xeron has not been 
conducted in violation of any applicable law, ordinance, rule, regulation, decree or order 
of any Governmental Entity, unless such violation will not result in a material adverse 
effect on Xeron. Xeron holds all permits, licenses, variances, exemptions, orders and 
approvals of all Governmental Entities necessary for the lawful conduct of its businesses 
(the "Xeron Permits") and is in compliance with the terms of the Xeron Permits. unless 
the failure to obtain any Xeron Permits or be in compliance therewith will not result in a 
material adverse effect on Xeron. Except as set forth in Section 3.10 of the XeroIi 
Disclosure Schedule, Xeron has not received any notification of any asserted present or 
past failure by Xeron to comply with such laws, rules or regulations or such Xeron 
Permits which have not been previously cured, and there is, to the knowledge of Xeron, 
no pending audit, investigation or other review by any Governmental Entity to determine 
the existence of any violation of such laws, rules or regulations or such Xeron Permits. 

SECTION 3.1 1 Taxes. 

(a) Since June 1, 1979, Xeron has been a C corporation for 
purposes of the Internal Revenue Code of 1986, as amended, and the rules and 
regulations promulgated thereunder (the "Code"). 

(b) The amounts, if any, provided as a liability on the Financial 
Statements for all Taxes (as hereinafter defined) ("tax liability amounts") are adequate to 
cover all unpaid liabilities for all Taxes, whether or not disputed, that have accrued or 
will accrue with respect to or are applicable to the period ended on and including the 
Effective Time (including, without limitation, as a result of the transactions contemplated 
by this Agreement) or to any years and periods prior thereto and for which Xeron may be 
directly or contingently liable in its own right or as a transferee of the assets of, or 
successor to, any person; provided, however, that with respect to tax liability amounts 
reflected on the unaudited financial statements for the nine-month period ending February 
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28. 1998, the term ”adequate” means that such amounts are reasonable estimates made in 
good faith based on currently available information. Except as set forth in Section 
3.1 I(b) of the Xeron Disclosure Schedule, Xeron has incurred no Tax liabilities other 
than in the ordinary course of business for any taxable year for which the applicable 
statute of limitations has not expired. There are no Liens for Taxes (other than Liens for 
current Taxes not yet due and payable, or the amount or validity of which is being 
contested by the appropriate proceedings and for which an appropriate resene has been 
established and is reflected in the Financial Statements) upon the properties or assets of 
Xeron. Xeron has not granted or been requested to grant any  waiver of any statutes of 
limitations applicable to any claim for Taxes. Xeron has made no elections for federal 
income tax purposes, except for customary elections for inventory, amortization and 
depreciation. 

(c) Xeron (i) has filed (or has had filed on its behalf) or has 
caused to be filed timely all Tax Returns (as hereinafter defined) required by applicable 
law to be filed and (ii) has paid all Taxes shown thereon as owing. To the knowledge of 
Xeron, each such Tax Return is true, accurate and complete and Xeron has paid all Taxes 
as are due, except such as are being contested in good faith by appropriate proceedings 
and with respect to which Xeron is maintaining reserves adequate for their payment. All 
Taxes that Xeron is required by law to withhold or collect, including sales and use taxes, 
and amounts required to be withheld for Taxes of employees and other withholding taxes, 
have been duly withheld or collected and, to the extent required, have been paid over in a 
timely manner to the proper governmental authorities or are held in separate bank 
accounts for such purpose. 

(d) No extensions of time have been granted for Xeron to file 
any Tax Return required by applicable law to be filed, which have expired, without such 
Tax Return having been filed. 

(e) Except as disclosed in Section 3.1 l(e) of the Xeron 
Disclosure Schedule, none of the Tax Returns filed by or on behalf of Xeron are 
currently undergoing any Audit (as hereinafter defined), Xeron has received no notice that 
any Tax Return will undergo any Audit, and no facts exist that would constitute grounds 
for the assessment against Xeron of any material additional Taxes by any governmental 
authority for periods that have not been audited. No material issues have been raised in 
any Audit by any governmental authority with respect to the business and operations of 
Xeron that, by application of similar principles, reasonably could be expected to result in 
a proposed adjustment to the liability for Taxes for any other period not so examined. 
No deficiency or adjustment for any Taxes has been threatened, proposed, asserted, or 
assessed against Xeron. 

( f )  No power of attorney has been granted by Xeron with 
respect to any matter relating to Taxes which is currently in force. 
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(g) Xeron is not a party to any agreement providing for the 
allocation or sharing of Taxes. 

(h) Xeron has not entered into any agreement that would result 
in the disallowance of any tax deduction pursuant to Code Section 280G. 

(i) No "consent" within the meaning of Code Section 331(f) has 
been filed with respect to Xeron. 

0) Except as disclosed in Section 3.1 1 (j) of the Xeron 
Disclosure Schedule, Xeron is not subject to any arrangement that (a) gives rise to a 
deduction or loss before the Effective Time and a corresponding recognition of taxable 
gain or income after the Effective Time or (b) gives rise to the recognition of taxable 
income or gain after the Effective Time without the receipt of a corresponding amount of 
cash. 

(k) 
Code Section 1445(f)(3). 

None of the Shareholders is a "foreign person" as defined in 

(1) None of the assets of Xeron constitutes tax-exempt bond 
financed property or tax-exempt use property within the meaning of Code Section 168, 
and none of the assets reflected on the Financial Statements is subject to a lease, safe 
harbor lease or other arrangement as a result of which Xeron is not treated as the owner 
of such assets for federal income tax purposes. 

(m) The basis of all depreciable or amortizable assets, and the 
methods used in determining allowable depreciation or amortization (including cost 
recovery) deductions of Xeron, are materially correct and in compliance with the Code. 

(n) To the knowledge of Xeron, Xeron is not required to make 
any material adjustment under Code Section 481(a) by reason of a change or proposed 
change in accounting method or otherwise. 

(0) For purposes of this Section: 

(i) the term "Taxes" shall mean all taxes, charges. fees, 
duties (including customs duties), levies or other assessments, including income, 
gross receipts, net proceeds, ad valorem, turnover, real and personal property 
(tangible and intangible), sales, use, franchise, excise, value added, stamp, leasing, 
lease, user, transfer, fuel, excess profits, occupational, interest equalization, 
windfall profits, severance, license, payroll, environmental, capital stock, 
disability, employee's income withholding, other withholding, unemployment and 
Social Security taxes, which are imposed by any federal, state, local or foreign 
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governmental authority, and such term shall include any interest, penalties or 
additions to tax attributable thereto; 

(i i)  the term "Tax Return" shall include all federal, state, 
local and foreign tax returns, declarations, statements, reports, schedules, forrrs 
and information returns and any amended Tax Return relating to Taxes; and 

(iii) the term "Audit" shall include any taxing authority's 
audit, assessment of Taxes, or other examination proceedings or appeal of such 
proceedings relating to Taxes. 

SECTION 3.12 Benefit Plans and Arraneements 

(a) Section 3.12(a) of the Xeron Disclosure Schedule contains a list of 
all employee benefits, plans or arrangements (whether or not subject to the Employee 
Retirement Income Security Act of 1974, as amended, and the rules and regulations 
promulgated thereunder ("ERISA"), and whether written or oral) that Xeron has 
maintained or to which it has contributed at any time for the benefit of its employees (the 
"Employee Benefit Plans"). 

(b) Xeron has provided Chesapeake with a true and complete copy of 
each of the following for the Employee Benefit Plans which are currently in effect: the 
current plan document, including any amendments thereto, the most recent summary plan 
description. annual reports on form 5500 for the three most recent years (if such forms 
were required to be filed), and any trust agreements, insurance contracts, service provider 
agreements or similar agreements. Xeron has no plan or commitment, whether legally 
binding or not, to create any additional benefit plans or arrangements or to change the 
terms of the Employee Benefits Plans. 

(c) Xeron has complied in all material respects with all applicable 
provisions of ERISA and the Code and all other applicable laws, rules, and regulations 
with respect to the Employee Benefit Plans except for compliance failure(s) that 
individually or in the aggregate would not have a material adverse effect on Xeron. The 
Employee Benefit Plans are not subject to any ongoing audit or other administrative 
proceeding of any governmental entity, and are not the subject of any pending application 
for administrative relief under any program of the IRS, the Department of Labor, or any 
other governmental entity. 
Disclosure Schedule all material liabilities with respect to the Employee Benefit Plans to 
Chesapeake. There are no pending or threatened claims (other than routine claims for 
benefits) against the Employee Benefit Plans by any person. The Employee Benefit Plans 
are not multiemployer plans within the meaning of ERISA except a s  set forth in Section 
3.12(c) of the Xeron Disclosure Schedule, The Employee Benefit Plans can be 
terminated, without penalty, with no requirement for the further provision of benefits. 

Xeron has disclosed in Section 3.12(c) of the Xeron 

- 1 0 -  



ivithin a period of 30 days. None of the representations in this Section will be affected 
by the occurrence of the Merger. 

SECTION 3.13 Environmental Matters. 

(a) Except as set forth in Section 2.13 of the Xeron Disclosure 
Schedule, neither Xeron nor any Shareholder has leaned, been advised. or received any 
communication (written or oral), whether from a govemmental authority, citizens group. 
employee or otherwise that alleges or suggests that Xeron or any Shareholder is not in 
full compliance with the Environmental Laws. Section 3.13 of the Xeron Disclosure 
Schedule lists the permits or other govemmental authorizations that Xeron has pursuant to 
the Environmental Laws. 

(b) To the knowledge of Xeron, there are no Environmental Claims (as 
hereinafter defined) pending or threatened against Xeron or any Shareholder or against 
any person or entity whose liability for any Environmental Claim Xeron or any 
Shareholder has retained, or has assumed either contractually or by operation of law and 
neither Xeron nor any Shareholder knows of any facts or allegations that could result in 
future Environmental Claims. 

(c) To the knowledge of Xeron, none of the Real Property, as such 
term is defined in Section 3.23, nor any property owned or leased by Xeron is on the 
National Priorities List or the Comprehensive Environmental Response Compensation and 
Liability Information System. and no such property is a Resource Conservation and 
Recovery Act "permitted facility." No such property is permitted by the state in Lvhich it 
is located to be used as a landfill or disposal site of any type. 

(d) To the knowledge of Xeron, Section 3.13 of the Xeron Disclosure 
Schedule lists all tanks that have been owned, leased, operated or used by Xeron, or 
which are currently used by Xeron and are located on the Real Property, as such term is 
defined in Section 3.23. 

(e) For purposes of this Agreement: 

(i) "Environmental Claim" means any claim, action, cause of 
action, litigation, proceeding, order, decree, investigation or notice (written or 
oral) by any person or entity alleging potential liability or responsibility 
(including, without limitation, potential liability or responsibility for investigatory 
costs, cleanup costs, costs of compliance with laws, requirements, guidelines. or 
orders, governmental response costs, natural resources damages, property damages, 
personal injuries, or penalties) arising out of, based on or resulting from (a) the 
presence, or release into the environment, of any Materials of Environmental 
Concern at any location, whether or not owned or operated by Xeron or 
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(b) circumstances forming the basis of any violation, or alleged violation. of any 
Environmental Laws. 

(ii) "Environmental Laws" means all Federal, state, local and 
foreign laws, regulations, ordinances, rules, guidelines, orders, directives, 
judgments and determinations relating in any way to pollution or protection of 
human health or the environment (including, without limitation, ambient air, 
surface water, ground water, land surface or subsurface strata), including, without 
limitation, laws and regulations relating to emissions, discharges, releases or 
threatened releases of Materials of Environmental Concern, or otherwise relating 
to the manufacture, processing, distribution, use, treatment, storage, disposal, 
transport or handling of Materials of Environmental Concern, as amended from 
time to time. 

(iii) "Materials of Environmental Concern" means chemicals, 
pollutants, contaminants, hazardous materials, hazardous substances, hazardous 
wastes, toxic substances, petroleum and petroleum products, and any substance 
controlled or regulated by any Environmental Law. 

SECTION 3.14 Change in Control. Except as set forth in Section 3.14 of 
the Xeron Disclosure Schedule, Xeron is not a party to any contract. agreement or 
understanding which contains a "change in control," "potential change in control" or 
similar provision. Except as set forth in Section 3.14 of the Xeron Disclosure Schedule, 
the consummation of the transactions contemplated by this Agreement will not (either 
alone or upon the occurrence of any additional acts or events) result in any payment 
(whether of severance pay or otherwise) becoming due from Xeron to any person. 

SECTION 3.15 Intellectual ProDerty. 

(a) Except as set forth in Section 3.15(a) of the Xeron 
Disclosure Schedule, Xeron owns, or is licensed or otherwise has the full right to use, all 
copyrights, trademarks and service marks (including all applications and registrations 
therefor), trade names, computer software, patents (including applications therefor), and 
all other intellectual property that is necessary for the conduct of its business as 
heretofore conducted (collectively, the "Intellectual Property"). Xeron has not sold or 
conveyed to any third-party the right to use proprietary software developed by or for 
Xeron. 

(b) Except as set forth in Section 3.15(b) of the Xeron 
Disclosure Schedule, there are no outstanding claims, judgments, settlements or 
proceedings against Xeron asserting the invalidity, abuse, misuse or unenforceability of 
any of the Intellectual Property and there are no threatened claims or proceedings relating 
to the validity of or enforceability of the Intellectual Property. There are no pending or 
threatened opposition or other administrative proceedings with respect to any Intellectual 
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Property which is the subject of a pending application that would prevent the registration 
in due course of such Intellectual Property. 

SECTION 3.16 Contracts and Commitments. Except as set forth in 
Section 3.16 of the Xeron Disclosure Schedule: 

(a) Xeron has no agreements, contracts, commitments, or 
restrictions that are material to its business, prospects, financial condition, working 
capital, assets, liabilities (absolute, accrued, contingent or otherwise) or operations; 

(b) There are no purchase contracts or commitments under 
which Xeron is required to pay in excess of $300,000, other than those incurred in the 
ordinary course of business; 

(c) There are no outstanding sales contracts or commitments of 
Xeron that call for the payment to, or receipt by, Xeron of more than $300,000, other 
than those incurred in the ordinary course of business; 

(d) Xeron has no outstanding contracts with officers, directors or 
employees that are not cancelable by it on notice of not longer than thirty (30) days and 
without liability, penalty, or premium or any agreement or arrangement providing for the 
payment of any bonus or commissions based on sales or earnings; 

(e) 
circumstances which could serve as the basis for any valid claim of default, under any  
material contract made or obligation owed by it; 

Xeron is not in default, nor aware of any facts or 

( f )  Xeron is not restricted by agreement from carrying on its 
business anywhere in the world; 

(g) Xeron has no obligation with respect to borrowed money 
(except for a line of credit from Norwest Bank in the maximum amount of $5,000,000), 
including debt obligations of its own or guarantees of or agreements to acquire any debt 
obligation of others; 

(h) Xeron has no power of attorney outstanding or any 
obligations or liabilities (whether absolute, accrued, contingent, or otherwise), as 
- zuarantor, surety, co-signer, endorser, co-maker or indemnitor for the obligation of any 
person, corporation, partnership, joint venture, association, organization, or other entity; 
and 

(i) None of the officers, directors or shareholders of Xeron has 
any interest in any property, real or personal, tangible or intangible, including without 
limitation Intellectual Property, that is used in the business of Xeron. 
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SECTION 3.17 Labor Relations. As of the date hereof. there is no strike 
or other labor dispute pending against Xeron. Xeron is not bound by or subject to (and 
none of its properties or assets is bound by or subject to) any written or oral, express or 
implied, contract, commitment or arrangement with any labor union, and no labor union 
has requested or sought to represent any of the employees, representatives or agenis of 
Xeron. nor is Xeron aware of any labor organization activity involving its employees. 
Except as previously disclosed in writing to Chesapeake, no officer or employee of Xeron 
has any plans to terminate his employment with Xeron. 

SECTION 3.18 Emdovee Benefit Plans. Except as disclosed in Section 
3,18 of the Xeron Disclosure Schedule, Xeron has previously given to Chesapeake true 
and correct copies of its work rule manuals, rules, policies or other guidelines relating to 
employee compensation, retirement and severance and each employment or consulting 
contract to the extent they exist. Except as set forth in Section 3.18 of the Xeron 
Disclosure Schedule and except as previously disclosed to Chesapeake in writing, there 
are no other significant employee benefit plans, programs or arrangements, maintained or 
contributed to by Xeron. 

SECTION 3.19 Personnel. Xeron has furnished to Chesapeake a list of 
the names and current salaries of each officer and employee of Xeron as of the date of 
this Agreement. Section 3.19 of the Xeron Disclosure Schedule sets forth a complete and 
correct list of all written employment, compensation, severance, consulting or 
indemnification contracts between Xeron and its present or former employees, officers, 
directors and consultants to the extent Xeron has any continuing obligations thereunder. 
Xeron has made available to Chesapeake true and correct copies of all such agreements. 

SECTION 3.20 Insurance. Section 3.20(a) of the Xeron Disclosure 
Schedule contains an accurate and complete list of all policies of fire, liability, 
workmen's compensation and other forms of insurance owned or held by Xeron, except 
with respect to the policies as disclosed in Section 3.12 of the Xeron Disclosure Schedule. 
In the reasonable judgment of the Sellers, such policies are in adequate amounts and 
cover risks customarily insured against by businesses of the type operated by Xeron. 
Except as set forth in Section 3.20(a) of the Xeron Disclosure Schedule, all such policies 
are in full force and effect, all premiums with respect thereto covering all periods up to 
and including the Effective Time will have been paid, and no notice of cancellation of 
termination has' been received with respect to any such policy. Except as set forth in 
Section 3.20(a) of the Xeron Disclosure Schedule, such policies will remain in full force 
and effect through the respective dates set forth in Section 3.20(a) of the Xeron 
Disclosure Schedule without the payment of additional premiums, and will not be 
materially affected by, or terminate or lapse by reason of, the transactions contemplated 
by this Agreement. All of such policies have been issued by reputable insurance 
companies actively engaged in the insurance business. All known claims, if any, made 
against Xeron that are covered by insurance have been disclosed to and accepted by the 
appropriate insurance companies and, to the knowledge of Xeron, are being defended by 



such appropriate insurance companies and are described in Section 3.20(b) of the Xeron 
Disclosure Schedule. and, except as disclosed in Section 3.20(b) of the Xeron Disclosure 
Schedule. no claims have been denied coverage during the last three years. 

SECTION 3.21 Receivables. All accounts and notes due and uncollected 
as reflected on the Financial Statements, and all accounts and notes due and uncollected 
arising subsequent to February 28, 1998 ( i )  have arisen in the ordinary course of business 
of Xeron, except as set forth in Section 3.21 of the Xeron Disclosure Schedule, and 
( i i )  represent valid obligations due to Xeron enforceable in accordance with their terms, 
net of applicable reserves. Xeron has previously made available to Chesapeake lists of 
the aging and amounts of all accounts and notes due and uncollected at February 28. 
1998. No reserve for bad debts is required as of February 28, 1998. 

SECTION 3.22 Related Partv Contracts. Except as set forth in Section 
3.22 of the Xeron Disclosure Schedule, Xeron has no agreements, arrangements or 
commitments with related parties (including shareholders, directors and officers), Gther 
than the related-party agreements described in Sections 3.16(d) and 3.16(i) of the Xeron 
Disclosure Schedule. Except as set forth in Section 3.22 of the Xeron Disclosure 
Schedule, each of the related-party agreements was entered into between Xeron and the 
party thereto on an arm 's  length basis on terms no less favorable to Xeron than it could 
obtain from an unrelated third party. 

SECTION 3.23 Real Prouertv: Leased Premises. 

(a) Section 3.23(a) of the Xeron Disclosure Schedule sets forth 
a true and complete list and description of all real property and land owned by Xeron and 
the buildings, improvements and structures located thereon, except for the Leased 
Premises (as defined below) (collectively, the "Real Property"). Each of the material 
improvements located upon the Real Property owned or used by Xeron (including, 
without limitation, all buildings, land and equipment leased by Xeron) is in reasonably 
good repair and operating condition. 

(b) Xeron has good and valid title to the Real Property in fee 
simple and to the structures and fixtures attached or appurtenant to or used in connection 
with the Real Property, free and clear of all Liens, except (i) as set forth in Section 
3.23(b) of the Xeron Disclosure Schedule, and (ii) Permitted Liens. 

(c) Section 3.23(c) of the Xeron Disclosure Schedule sets forth 
a true and complete list of each lease of premises executed by or binding upon Xeron as 
lessee. sublessee, tenant or assignee (the "Leased Premises"). Except as set forth in 
Section 3.23(c) of the Xeron Disclosure Schedule, each such lease is in full force and 
effect without any default or breach thereof by Xeron or, to the knowledge of Xeron, by 
any other party thereto. True and complete copies of all leases listed on Schedule 3.23(c) 
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of the Xeron Disclosure Schedule (including all amendments, addenda, waivers and all 
other binding documents relating thereto) have been made available to Chesapeake. 

(d) Except as set forth in Section 3.23(d) of the Xeron 
Disclosure Schedule, Xeron has not received any notice of or writing referring to any 
requirements by any insurance company that has issued a policy covering any part of any 
Real Property or Leased Premises or by any board of fire underwriters or other body 
exercising similar functions, requiring any repairs or work to be done on any part of any 
Real Property or Leased Premises. 

SECTION 3.24 Absence of Certain Pavments. Neither Xeron nor any of 
its affiliates or any of their respective officers, directors, employees or agents or other 
people acting on behalf of Xeron have (i) engaged in any activity prohibited by the 
United States Foreign Corrupt Practices Act of 1977 or any other similar law. regulation, 
decree, directive or order of any other country and (ii) without limiting the generality of 
the preceding clause (i), used any corporate or other funds for unlawful contributions, 
payments, gifts or entertainment, or made any unlawful expenditures relating to political 
activity to government officials or others. None of Xeron or any of its affiliates or any 
of their respective directors, officers, employees or agents of other persons acting on 
behalf of Xeron, has accepted or received any unlawful contributions, payments, gifts or 
expenditures. 

SECTION 3.25 Disclosure. No representation or warranty by Xeron or 
the Sellers in this Agreement and no statement in any document, schedule or certificate 
furnished or to be furnished by the Sellers to Chesapeake or any of its representatives 
pursuant to the provisions hereof or in connection with the transactions contemplated 
hereby, contains any untrue statement of material fact or omits or will omit to state any 
material fact necessary in order to make the statements herein or therein, in light of the 
circumstance under which they were made, not misleading. 

SECTION 3.26 PUHCA. 

(a) Xeron is not a "public-utility company," as that term is defined 
in Section 2(a)(5) of the Public Utility Holding Company Act of 1935, and the rules and 
regulations thereunder (the "1935 Act"). 

(b) Upon consummation of the Merger, none of the Shareholders, 
individually or in the aggregate, shall constitute a "holding company" with respect to 
Chesapeake, as that term is defined in Section 2(a)(7) of the 1935 Act. 

(c) None of the Sellers,' individually or in the aggregate, directly 
or indirectly owns, controls or holds with power to vote five percent or more of the 
outstanding voting securities of a public-utility company, as that term is defined in 
Section 2(a)(5) of the 1935 Act. 



SECTION 3 2 7  Pooling Matters. The representations, Lvarranties and 
covenants of Xeron set forth in the form of letter from Xeron to Coopers & Lybrand. 
attached hereto as Annex A-I, are true and correct in all material respects (except as such 
matters may be subject to the control of Chesapeake or its affiliates). 

SECTION 3.28 Year 2000. Except as set forth in Section 3.28 of the 
Xeron Disclosure Schedule, Xeron does not rely on any computer or information systems 
or equipment that will not operate or perform properly using dates for January 1 .  2000 
and beyond. 

SECTION 3.29 Knowledge. The phrase “to the knowledge of Xeron” 
means to the knowledge of Xeron or any of its officers. 

ARTICLE IV 
REPRESENTATIONS AND WARRANTIES OF CHESAPEAKE 

Chesapeake represents and warrants to the Sellers as follows: 

SECTION 4.1 Coruorate Organization. Each of Chesapeake and CPK- 
Sub-C is a corporation duly organized, validly existing and in good standing under the 
laws of the jurisdiction of its incorporation and has all requisite corporate power and 
authority to own, lease and operate its properties and to carry on its business as now 
being conducted. The Certificate of Incorporation and By-laws of Chesapeake, as 
currently in effect, are filed as exhibits to Chesapeake’s Annual Report on Form 10-K. 
Chesapeake has heretofore delivered to the Sellers accurate and complete copies of the 
Certificate of Incorporation and By-laws, as currently in effect, of Chesapeake. 

SECTION 4.2 Capitalization. As of the date of this Agreement, the 
authorized capital stock of Chesapeake consists of 12,000,000 shares of Chesapeake 
Common Stock and 2,000,000 shares of preferred stock, of which 4,577,778 shares of 
Chesapeake Common Stock are issued and outstanding. All of such issued and 
outstanding shares of Chesapeake Common Stock are validly issued, fully paid and 
nonassessable and free of preemptive rights. As of the date of this Agreement, (i)  
163.637 shares of Chesapeake Common Stock were issuable upon exercise of warrants or 
stock options; 26,700 shares of Chesapeake Common Stock were issuable in accordance 
with Chesapeake’s Long Term Incentive Awards Plan; and 173,771 shares of Chesapeake 
Common Stock were reserved for issuance under such plans and (ii) there are $3,852.000 
face amount convertible debt securities outstanding that are convertible into 226,455 
shares of Chesapeake Common Stock. Except as set forth above and in the Chesapeake 
financial statements and other public filings, or as may be required in connection with 
Chesapeake’s ongoing acquisition activities, there are not any shares of capital stock (or 
securities substantially equivalent to capital stock) of Chesapeake issued or outstanding or 
any subscriptions, options, warrants, calls, rights, convertible securities or other 
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agreements - or commitments of any character obliging Chesapeake to issue, transfer or sell 
any of its securities. 

SECTION 4.3 Authoritv Relative to this Agreement. Each of Chesapeake 
and CPK-Sub-C has full corporate power and authority to execute and deliver this 
Agreement and to consummate the transactions contemplated hereby. The execution and 
delivery of this Agreement and the consummation of the transactions contemplated hereby 
have been duly and validly authorized and approved by the Boards of Directors of 
Chesapeake and CPK-Sub-C and by Chesapeake as the sole shareholder of CPK-Sub-C 
and no other corporate proceedings on the part of Chesapeake or CPK-Sub-C are 
necessary to authorize this Agreement or to consummate the transactions so contemplated. 
This Agreement has been duly and validly executed and delivered by each of Chesapeake 
and CPK-Sub-C and constitutes a valid and binding agreement of each of Chesapeake and 
CPK-Sub-C, enforceable against each of Chesapeake and CPK-Sub-C in accordance with 
its terms. 

SECTION 4.4 Consents and Awro\'als: No Violations. Except for the 
filing and recordation of the Articles of Merger, as required by the MGCL, and the 
Certificate of Merger, as required by the DGCL, the filing with the Delaware Public 
Utilities Commission, and as set forth in Section 4.4 of the disclosure schedule to be 
delivered to the Sellers prior to the date of this Agreement (the "Chesapeake Disclosure 
Schedule"), no filing with or notification to, and no permit, authorization, consent, waiver 
or approval of, any Governmental Entity, is necessary for the consummation by 
Chesapeake of the transactions contemplated by this Agreement. Except as set forth in 
Section 4.4 of the Chesapeake Disclosure Schedule, neither the execution and delivery of 
this Agreement by Chesapeake or CPK-Sub-C nor the consummation by Chesapeake and 
CPK-Sub-C of the transactions contemplated hereby nor compliance by Chesapeake or 
CPK-Sub-C with any of the provisions hereof will (ij conflict with or result in any breach 
of any provision of the Certificate of Incorporation or By-laws of Chesapeake or any of 
its subsidiaries, (ii) result in a violation or breach of, or constitute (with or without due 
notice or lapse of time or both) a default (or give rise to any right of termination, 
cancellation or acceleration or result in the creation of any Lien) under, any of the terms, 
conditions or provisions of any note, bond, mortgage, indenture, license, contract, 
agreement or other instrument or obligation to which Chesapeake or any of its 
subsidiaries is a party or by which any of them or any of their respective properties or 
assets may be bound or (iii) violate any order, writ, injunction, decree, statute, treaty, rule 
or regulation applicable to Chesapeake, any of its subsidiaries or any of their properties or 
assets. 

SECTION 4.5 SEC Reuorts. Chesapeake has filed on a timely basis all 
required forms, reports and documents with the Securities and Exchange Commission 
("SEC") since January 1, 1994 (collectively, the "Chesapeake SEC Reports"), each of 
which has complied in all material respects with all applicable requirements of the 
Securities Act of 1933 (the "Securities Act"), and the Securities Exchange Act of 1934 
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(the "Exchange Act"), and the rules and regulations of the SEC, as each was in effect on 
the dates SO filed. Chesapeake has heretofore delivered to Xeron and the Sellers in the 
form filed Lvith the SEC, its (i) Annual Reports on Form 10-K for each of the last t h e e  
fiscal years and (ii) all definitive proxy statements relating to Chesapeake meetings of 
shareholders (whether annual or special) held since January 1, 1994. The audited 
consolidated financial statements and unaudited consolidated interim financial statements 
of Chesapeake included in the Chesapeake SEC Reports are true, correct and complete in 
ail material respects; fairly present, in conformity with generally accepted accounting 
principles applied on a consistent basis (except as may be indicated in the notes thereto), 
the consolidated financial position of Chesapeake and its consolidated subsidiaries as of 
the dates thereof and their consolidated results of operations and changes in financial 
position and changes in stockholders equity and cash flows for the periods then ended 
(subject to normal year-end and audit adjustments in the case of any unaudited interim 
financial statements). 

SECTION 4.6 CPK-Sub-C. CPK-Sub-C has not conducted any operations 
or incurred any liabilities or obligations other than arising under or in connection with its 
formation and the transactions contemplated by this Agreement. 

SECTION 4.7 Chesaueake Shares. All of the shares of Chesapeake 
Common Stock to be issued in connection with the Merger will, at the time of such 
issuance, be validly issued, fully paid and nonassessable and free of preemptive rights and 
free of any adverse liens, claims, charges or encumbrances. 

SECTION 4.8 Disclosure. No representation or warranty by Chesapeake 
in this Agreement and no statement contained in any document (including without 
limitation, the Chesapeake SEC Reports), schedule or certificate furnished or to be 
furnished by Chesapeake to the Sellers or any of their representatives pursuant to the 
provisions hereof or in connection with the transactions contemplated hereby, contains 
any untrue statement of material fact or omits or will omit to state any material fact 
necessary in order to make the statements herein or therein, in light of the circumstances 
under which they were made, not misleading. 

SECTION 4.9 Pooling Matters. The representations, warranties and 
covenants of Chesapeake set forth in the form of letter from Chesapeake to Coopers & 
Lybrand attached to this Agreement as Annex A-2 are true and correct in all material 
respects (except as such matters may be subject to the control of Xeron or its affiliates). 

SECTION 4.10 Absence of Certain Changes. Except as and to the extent 
set forth in Section 4.10 of the Chesapeake Disclosure Schedule, since December 3 1, 
1997 Chesapeake has not: 

(a) suffered any material Adverse Change; "Material Adverse Change" 
means (i) any material change in the nature of Chesapeake's business, assets, financial 
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condition, results of operations, or prospects, (ii) the loss of a contract which ivould hai,e 
a material adverse effect on Chesapeake, and (iii) any change that creates a material 
limitation on the ability of Chesapeake to conduct its business as heretofore conducted; 

(b) agreed or planned, whether in writing or otherwise, to take any action 
described in this Section. 

SECTION 4.1 1 Audited Financial Statements. Chesapeake shall have 
furnished to Xeron prior to the date of this Agreement copies of Chesapeake's Form 10-K 
for the fiscal years 1995, 1996 and 1997 filed with the Securities and Exchange 
Commission. 

SECTION 4.12 No Undisclosed Liabilities. Except as and to the extent 
provided in the Chesapeake SEC Reports or Section 4.12 of the Chesapeake Disclosure 
Schedule, Chesapeake does not have any material liabilities (whether contingent or 
absolute, direct or indirect, known or unknown to Chesapeake or matured or unmatured) 
not fully reflected or fully reserved against in the Chesapeake financial statements. 

SECTION 4.13 No Default. Except as set forth in Section 4.13 of the 
Chesapeake Disclosure Schedule, Chesapeake is not in default or violation (and no event 
bas occurred that with notice or the lapse of time or both would constitute a default or 
violation) of any material term, condition or provision of (i) its Certificate of 
Incorporation or its By-Laws, (ii) any note, bond, mortgage, indenture, license, contract. 
agreement or other instrument or obligation to which Chesapeake is a party or by Lvhich 
it or any of its properties or assets are bound, or (iii) any order, writ, injunction, decree, 
statute, rule or regulation applicable to Chesapeake or any of its properties or assets, 
unless such default would not have a material adverse effect on Chesapeake. 

SECTION 4.14 Litigation. Except as set forth in Chesapeake's SEC 
Reports or in Section 4.14 of the Chesapeake Disclosure Schedule, there is no material 
action, suit, proceeding, arbitration, or investigation pending or to the best of 
Chesapeake's knowledge, threatened by or before any Governmental Entity involving 
Chesapeake or any of its properties or assets. Except as set forth in Chesapeake's SEC 
Reports or in Section 4.14 of the Chesapeake Disclosure Schedule, neither Chesapeake 
nor any of its material properties or assets is subject to any order, writ, judgment, 
injunction, decree, determination or award. 

SECTION 4.15 Compliance with ADdicable Law. Except as set forth in 
Section 4.15 of the Chesapeake Disclosure Schedule, the business of Chesapeake has not 
been conducted in violation of any applicable law, ordinance, rule, regulation, decree or 
order of any Governmental Entity, unless such violation would not result in a material 
adverse effect on Chesapeake. Chesapeake holds all permits, licenses, variances, 
exemptions, orders and approvals of all Governmental Entities necessary for the lawful 
conduct of its businesses (the "Chesapeake Permits") and is in compliance with the terms 
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of the Chesapeake Permits, unless the failure to obtain any Chesapeake Permits or be in 
compliance therewith will not result in a material adverse effect on Chesapeake. Except 
as set forth in Section 4.15 of the Chesapeake Disclosure Schedule, Chesapeake has not 
received any notification of any asserted present or past failure by Chesapeake to comply 
uith such laws, rules or regulations or such Chesapeake Permits which have not been 
previously cured, and there is, to the knowledge of Chesapeake, no pending audit, 
in\.estigation or other review by any Governmental Entity to determine the existence of 
any violation of such laws, rules or regulations or such Chesapeake Permits. 

SECTION 4.16 Taxes. 

(a) To the knowledge of Chesapeake, Chesapeake has duly filed 
with the appropriate governmental authorities all Tax Returns (as defined in Section 
4.16(c)) required to be filed by it for all periods ending on or prior to the date hereof. 
and such Tax Returns are true, correct and complete in all material respects. and (ii) duly 
paid in fu l l  all Taxes (as defined in Section 4.16(b)) due in connection with or with 
respect to the filing of such Tax Returns and has paid all other Taxes as are due, except 
such as are being contested in good faith by appropriate proceeding and with respect to 
which Chesapeake is maintaining reserves adequate for their payment. Neither the 
Internal Revenue Service (the "IRS") nor any other governmental entity or taxing 
authority or agency is now asserting, either through audits, administrative proceedings, 
court proceedings or otherwise, or threatening to assert against any deficiency or claim 
for additional Taxes. Chesapeake has not been granted any waiver of any statute of 
limitations with respect to, or any extension of a period for the assessment of, any Tax 
that is currently in effect. There are no tax liens on any assets of Chesapeake. 
Chesapeake has not received a ruling or entered into an agreement with the IRS, or any 
other governmental entity or taxing authority or agency that would have a material 
adverse effect on Chesapeake after the Effective Time. The accruals and reserve for 
Taxes reflected in Chesapeake's most recent balance sheet included in the Chesapeake 
SEC Reports are adequate to cover all Taxes accruable through the date thereof 
(including Taxes being contested) in accordance with generally accepted accounting 
principles. Except for Chesapeake and its subsidiaries' intercompany tax allocation 
agreements. no agreements relating to allocating or sharing of Taxes exist among 
Chesapeake and its subsidiaries and no tax indemnities given by Chesapeake is connection 
with a sale of stock or assets remain in effect. 

(b) For purposes of this Section, the term "Taxes" shall mean all 
taxes, including, without limitation, income, gross receipts, excise, property, sales, 
withholding, social security, occupation, use, service, service use, license, payroll, 
franchise, transfer and recording taxes, fees and charges, windfall profits, severance, 
customs, import, export, employment or similar taxes, charges, fees, levies or other 
assessments imposed by the United States, or any state, local or foreign government or 
subdivision or agency thereof, whether computed on a separate, consolidated, unitary, 
combined or any other basis, and such terms shall include any interest, fines, penalties, or 
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additional amounts and any interest in respect to any addition, fines, or penalties 
attributable or imposed or with respect to any such taxes, charges, fees, levies or other 
assessments. 

(c) For purposes of this Section, the term "Tax Return" shall 
mean any return, report or other document or information required to be supplied to a 
taxing authority in connection with Taxes. 

SECTION 4.17 Labor Relations. As of the date hereof, there is no 
material strike or other labor dispute pending against Chesapeake. Except as previously 
disclosed in writing to Xeron, no officer of Chesapeake has notified Chesapeake of any 
plans to terminate his employment with Chesapeake. 

SECTION 4.18 Related Partv Contracts. Except as set forth in Section 
4.18 of the Chesapeake Disclosure Schedule or the Chesapeake SEC Reports, Chesapeake 
has no agreements, arrangements or commitments with related parties (including 
shareholders, directors and officers), other than the related-party agreements described in 
Section 4.2 1 of the Chesapeake Disclosure Schedule. Except as set forth in Section 4.18 
of the Chesapeake Disclosure Schedule, each of the related-party agreements was entered 
into between Chesapeake and the party thereto on an arm's length basis on terms less 
favorable to Chesapeake than it could obtain from an unrelated third party. 

SECTION 4.19 Absence of Certain Pavments. Neither Chesapeake nor 
any of its affiliates or any of their respective officers, directors, employees or agents or 
other people acting on behalf of Chesapeake have (i)  engaged in any activity prohibited 
by the United States Foreign Corrupt Practices Act of 1977 or any other similar law, 
regulation, decree, directive or order of any other country and (ii) without limiting the 
generality of the preceding clause (i), used any corporate or other funds for unlawful 
contributions, payments, gifts or entertainment, or made any unlawful expenditures 
relating to political activity to government officials or others. None of Chesapeake or 
any of its affiliates or any of their respective directors, officers, employees or agents of 
other persons acting on behalf of Chesapeake, has accepted or received any unlawful 
contributions, payments, gifts or expenditures. 

SECTION 4.20 Environmental Matters. Except as set forth in the 
Chesapeake Disclosure Schedule or in the Chesapeake SEC Reports, to Chesapeake's 
knowledge Chesapeake has no material liabilities relating to environmental matters. 

SECTION 4.21 Contracts and Commitments. Except as set forth in 
Section 4.2 1 of the Chesapeake Disclosure Schedule: 

(a) Chesapeake is not restricted by agreement from carrying on 
its business anywhere in the world; 



(b) Chesapeake has no obligation with respect to borroued 
money, including debt obligations of its own or guarantees of or agreements to acquire 
any debt obligation of others not reflected on the Chesapeake financial statements; and 

(c) Chesapeake has no power of attorney outstanding or any 
obligations or liabilities (whether absolute, accrued. contingent, or otherwise). as 
guarantor, surety. co-signor, endorser, co-maker or indemnitor for the obligation of any 
person, corporation, partnership, joint venture, association, organization, or other entity 
not reflected in the Chesapeake financial statements. 

SECTION 4.22 Knowledge. The phrase "to the knowledge of 
Chesapeake" means to the knowledge of Chesapeake or any of its officers. 

ARTICLE V 
COVENANTS OF XERON AND SELLERS 

Each of the Sellers covenants and agrees as follows: 

SECTION 5.1 Conduct of Business Pendine the Merger. Except as 
otherwise specifically provided in this Agreement or as otherwise consented to in writing 
by Chesapeake, from the date of this Agreement to the Effective Time, Xeron will (and 
the Shareholders will cause Xeron to) conduct its operations only in the ordinary and 
usual course of business and consistent with past practices and will preserve intact its 
present business organization, take all reasonable efforts to keep available the services of 
its present officers, employees and consultants and picserve its present relationships with 
licensors, licensees, customers, suppliers, employees, labor organizations and others with 
whom it has a significant business relationship. Without limiting the generality of the 
foregoing, and except as otherwise specifically provided in this Agreement or as set forth 
in Section 5.1 of the Xeron Disclosure Schedule, Xeron will not directly or indirectly 
(and the Shareholders will cause Xeron not to), from the date of this Agreement to the 
Effective Time, without the prior written consent of Chesapeake: 

(a) adopt any amendment to or otherwise change its Articles of 
Incorporation or By-laws or other organizational documents; 

(b) authorize for issuance, sale, pledge, disposition or 
encumbrance, or issue, sell, pledge, dispose of or encumber (whether through the issuance 
or granting of options, warrants, commitments, subscriptions, rights to purchase, 
convertible securities or otherwise), any capital stock of any class or any other securities 
of. or any other ownership interest in, Xeron or amend any of the terms of any such 
securities or agreements outstanding on the date hereof; 
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(c) reclassify, combine. split or subdivide any shares of i t s  
capital stock, declare, set aside or pay any dividend or other distribution (whether in cash. 
securities or property or any combination thereof) in respect of any class or series of its 
capital stock; 

(d) redeem, purchase or otherwise acquire, or propose or offer 
to redeem, purchase or otherwise acquire, any outstanding shares of Xeron Common 
Stock or other securities of Xeron; 

(e) organize any new subsidiary, acquire any capital stock or 
equity securities of any corporation or acquire any equity or ownership interest (financial 
or otherwise) in any business; 

( f )  (i) incur, assume or prepay any material liability, including 
without limitation, any indebtedness for borrowed money except in the ordinary course Jf 
business and consistent with past practice; (ii) assume, guarantee, endorse or otherwise 
become liable or responsible (whether directly, contingently or otherwise) for obligations 
of any third party, (iii) make any loans, advances or capital contributions to, or 
investments in, any third party, (iv) mortgage or pledge any of its material properties or 
assets, tangible or intangible, or create any material Lien thereupon other than Permitted 
Liens, or (v) authorize agy new capital expenditures which, individually or in the 
aggregate, are in excess of $25,000; 

(8) license (except to end users in the ordinary course of 
business, consistent with past practice and pursuant to a written license agreement) or 
otherwise transfer, dispose of, permit to lapse or otherwise fail to preserve any of Xeron’s 
Intellectual Property, or dispose of or disclose to any person any trade secret, formula, 
process or know-how not theretofore a matter of public knowledge; 

(h) enter into any agreement, contract, commitment or 
transaction other than in the ordinary course of business, consistent with past practices or 
that would be required to be included in Section 3.16 of the Xeron Disclosure Schedule if 
entered into prior to the date of this Agreement; 

(i) increase the compensation payable or to become payable to 
its officers or employees, except for increases in salary or wages of non-officer 
employees of Xeron in accordance with past practices, or grant any severance or 
termination pay or stock options to, or enter into any employment or severance agreement 
ivith, any director, officer, or other employee of Xeron, or establish, adopt, enter into. or 
amend any collective bargaining, bonus, profit sharing, thrift, compensation, stock option, 
restricted stock, pension, retirement, deferred compensation, employment, termination, 
severance, or other plan, agreement, trust, fund, policy, or arrangement for the benefit of 
any current or former directors, officers, or employees; 
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Q) cancel any debts or waive. release or relinquish any material 
contract rights or other rights of substantial value other than in the ordinary course of 
business, consistent with past practices; 

(k) authorize, recommend, propose or enter into or announce an 
intention to authorize, recommend, propose or enter into an agreement in principle or a 
definitive agreement with respect to any merger, consolidation, liquidation. dissolution, or 
business combination, any acquisition of a material amount of property or assets or 
securities, or any disposition of a material amount of property or assets or securities; 

(1) make any change with respect to accounting policies or 
procedures in effect as of November 30, 1997 except as may be required by generally 
accepted accounting principles; 

(m) pay, discharge or satisfy any claims, liabilities or obligations 
(absolute, accrued, asserted or unasserted, contingent or otherwise) other than the 
payment, discharge or satisfaction in the ordinary course of business, consistent with past 
practices, of liabilities reflected or reserved against in the Financial Statements or incurred 
in the ordinary course of business consistent with past practices since the date hereof; or 

(n) commit or agree (in writing or otherwise) to take any of the 
foregoing actions or any action which would make any representation or warranty in this 
Agreement untrue or incorrect, either as of the date hereof or of the Effective Time, as if 
made as of such time. 

SECTION 5.2 Tax Status. Shareholders and Xeron shall refrain from 
taking any action that would impair Xeron from being deemed a "C" corporation for 
federal income tax purposes at the Effective Time. 

SECTION 5.3 Access to Information. Upon reasonable notice, Xeron 
shall afford to the officers, employees, accountants, counsel, environmental consultants 
and other representatives of Chesapeake, reasonable access, during normal business hours 
during the period prior to the Effective Time, to all its properties, books, contracts, 
commitments and records and, during such period, Xeron shall furnish promptly to 
Chesapeake all information concerning its business, properties and personnel as 
Chesapeake may reasonably request. 

SECTION 5.4 No Solicitation. Sellers will not and will cause their 
affiliates not to, and will cause their respective officers, directors, employees and agents 
retained by Sellers or any of their affiliates not to, initiate or solicit, directly or indirectly, 
any inquiries or the making of any proposal with respect to, or engage in negotiations 
concerning, provide any information or data to, or have any discussions with, any Third 
Party (as hereinafter defined) relating to, any public offering of securities of, or 
acquisition, business combination or purchase of all or any significant portion of the 
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properties or assets of, or any equity interest in. Xeron (an "Acquisition Proposal"). 
Sellers and Xeron will immediately cease and cause to be terminated any existing 
activities, discussions or negotiations with any Third Party conducted heretofore with 
respect to any Acquisition Proposal. Sellers and Xeron shall immediately notify 
Chesapeake if, subsequent to the date hereof, any such negotiations, provision of 
information or data or discussions are entered into or made or any such inquiries are 
received in respect thereof, and shall provide details with respect thereto, including the 
identity of such Third Party and the price and terms of any Acquisition Proposal. As 
used in this Agreement, the term "Third Party" means any "person" or "group", as such 
terms are defined in Section l3(d) of the Exchange Act, other than Chesapeake or any 
affiliate of Chesapeake. 

SECTION 5.5 Further Information. As soon as practicable after such 
information becomes available, and in any event not later than thirty (30) days after the 
end of each fiscal month, Xeron shall provide to Chesapeake an unaudited consolidated 
balance sheet as of the end of such month and the related consolidated statements of 
results of operations and statements of cash flows for such period. 

SECTION 5.6 Affiliates. Prior to the execution of this Agreement, Xeron 
shall deliver to Chesapeake a letter identifying all persons who may be deemed, as of the 
date of this Agreement, "affiliates" of Xeron for purposes of Rule 145 under the 
Securities Act. Xeron shall cause each person named in such letter to deliver a written 
agreement substantially in the form attached hereto as Exhibit 5.6. 

SECTION 5.7 PUHCA. Each Shareholder covenants that he will take no 
action at any time that will cause the Shareholders to be deemed a "holding company" 
with respect to Chesapeake as that term is defined in Section 2(a)(7) of the 1935 Act. 
With respect to Chesapeake, each Shareholder will act as an individual and on his own 
behalf, and not in concert with or as a group with any other Shareholder or any other 
person, The covenants contained in this Section 5.7 will continue with respect to a 
Shareholder as long as the Shareholders remain in the aggregate owners of ten percent or 
more of the outstanding voting securities of Chesapeake. This Section 5.7 and any claims 
for breach hereof are not subject to the limitations set forth in Article IX. 

ARTICLE VI 
COVENANTS OF CHESAPEAKE 

SECTION 6.1 Conduct of Business Pending the Merger. Except as 
otherwise specifically provided in this Agreement, as disclosed in its SEC filings or press 
releases, in connection with its ongoing acquisition program, in connection with 
Chesapeake's compensation program for directors or as otherwise consented to in writing 
by Xeron, from the date of this Agreement to the Effective Time, Chesapeake wil; 
conduct its operations in the ordinary and usual course of business and consistent with 
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past practices, will preserve intact its present business organization, take all reasonable 
efforts to keep available the services of its present officers, employees and consultants 
and preserve its present relationships with licensors, licensees, customers, suppliers. 
employees. labor organizations and others with whom it has a significant business 
relationship, and will not 

(a) adopt any amendment to or otherwise change its Certificate 
of Incorporation of By-laws or other organizational documents; 

(b) authorize for issuance, sale, pledge, disposition or 
encumbrance, or issue, sell, pledge, dispose of or encumber (whether through the issuance 
or granting of options, warrants, commitments. subscriptions, rights to purchase, 
convertible securities or otherwise), any capital stock of any class or any other securities 
of, or any other ownership interest in, Chesapeake or amend any of the terms of any such 
securities or agreements outstanding on the date hereof; or 

(c) redeem, purchase or otherwise acquire, or propose or offer 
to redeem, purchase or otherwise acquire, any outstanding shares of Chesapeake Common 
Stock or securities of Chesapeake. 

ARTICLE VI1 
MUTUAL COVENANTS 

SECTION 7.1 Reasonable Efforts. Subject to the terms and conditions of 
this Agreement, each of the parties hereto agrees to use all reasonable efforts to take, or 
cause to be taken, all actions, and to do, or cause to be done, all things necessary, proper 
or advisable to assure that all conditions to Closing set forth in Article VI11 of this 
Agreement are satisfied as expeditiously as possible including, without limitation, the 
preparation and filing of all forms, registrations and notices required to be filed to 
consummate the transactions contemplated hereby and the taking of such actions as are 
necessary to obtain any requisite approvals, consents, orders, exemptions or waivers by 
any public or private third party. Each party shall promptly consult with the other with 
respect to, provide any necessary information with respect to and provide the other (or its 
counsel) copies of, all filings made by such party with any Governmental Entity in 
connection with this Agreement and the transactions contemplated hereby. 

SECTION 7.2 Brokers or Finders. Each of the Sellers and Chesapeake 
represents, as to itself, its subsidiaries and its affiliates, that no agent, broker, investment 
banker, financial advisor or other firm or person is or will be entitled to any broker's or 
finder's fee or any other commission or similar fee in connection with any of the 
transactions contemplated by this Agreement. The Sellers and Chesapeake agree to 
indemnify and hold the other harmless from and against any such claims, liabilities or 
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obligations Lvith respect to any broker’s or finder‘s fees, commissions or expenses 
determined to be owed by them or it. 

SECTION 7 . 3  Notification of Certain Matters. The Sellers shall giire 
prompt notice to Chesapeake and CPK-Sub-C, and Chesapeake and CPK-Sub-C shall give 
prompt notice to the Sellers, of the occurrence (or non-occurrence) of any event of which 
Sellers, Chesapeake or CPK-Sub-C has knowledge, respectively, the occurrence (or non- 
occurrence) of which would be likely to cause any representation or warranty contained 
in this Agreement to be untrue or inaccurate in any respect (including as of the Effective 
Time) and of any failure of either party to comply with or satisfy any covenant, condition 
or agreement to be complied with or satisfied by it hereunder; provided. hoxvever, that 
delivery of any notice pursuant to this Section 7 . 3  shall not limit or otherwise affect the 
remedies available to either party hereunder. 

SECTION 7.4 Fees and Exuenses. Whether or not the Merger is 
consummated, all costs and expenses incurred in connection with this Agreement and the 
transactions contemplated hereby shall be paid by the party incurring such expenses in the 
normal course of business. 

SECTION 7.5 Further Assurances. After the Closing, Chesapeake and the 
Sellers shall from time to time, at the request of the other party and without further cost 
or expense to the requesting party, execute and deliver such other instruments of 
conveyance and transfer and take such other actions as such other party may reasonably 
request in order more effectively to cany out this Agreement. 

ARTICLE VI11 
CONDITIONS 

SECTION 8.1 Conditions to Each Partv’s Obligation to Effect the Merger. 
The respective obligations of each party to effect the Merger shall be subject to the 
satisfaction at or prior to the Effective Time of the following conditions: no statute. rule, 
regulation, executive order, decree or injunction shall have been enacted, entered, 
promulgated or enforced by any United States court or Governmental Entity of competent 
jurisdiction that prohibits the consummation of the Merger and shall be in effect. 

SECTION 8.2 Conditions of Obligations of the Sellers. The obligation of 
the Sellers to effect the Merger is further subject to the satisfaction at or prior to the 
Effective Time of the following conditions, unless waived by Sellers: 

(a) The representations and warranties of Chesapeake set forth 
in this Agreement shall be true and correct in all respects as of the date of this Agreement 
and as of the Effective Time (except that representations and warranties that are made as 
of a specified date shall be true and correct in all respects as of such specified date). 
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(b) Chesapeake shall have performed and complied, in all 
respects. with all obligations and covenants required to be performed or complied \+.ith by 
i t  under this Agreement at or prior to the Effective Time. 

(c) Chesapeake shall have obtained all consents, approvals, 
authorizations and permits required from third parties and any Governmental Entity 
(applicable to Chesapeake and its subsidiaries) necessary for the consummation by 
Chesapeake of the transactions contemplated by this Agreement. 

(d) Sellers shall have received from Chesapeake an officer's 
certificate substantially in the form of Exhibit 8.2(d) attached hereto. 

(e) 
Agreement shall have been listed on the NYSE. 

The Stock Consideration to be issued pursuant to this 

( f )  Chesapeake shall have executed and delivered the letter to 
Coopers & Lybrand in the form of Annex A-2 attached hereto. 

(g) Chesapeake shall have delivered executed Employment 
Agreements for J. Phillip Keeter and Earnest A. Allen, Jr. in the form of Annexes B-1 
and B-2 hereto, and .Chesapeake shall have delivered executed employment agreements 
for Patrick Armand, Carl E. Mendenhall, David Snyder and Marilyn Johnson satisfactory 
to the parties thereto. 

(h) Chesapeake shall have caused the Shareholders to be 
released from their personal guaranties of the indebtedness of Xeron listed on Schedule 
8.2(h) hereto. 

(i) From the date of this Agreement through the Effective Time, 
Chesapeake shall not have suffered a Material Adverse Change. 

SECTION 8.3 Conditions of Oblieations of Chesaueake. The 
obligation of Chesapeake to effect the Merger is further subject to the satisfaction at or 
prior to the Effective Time of the following conditions, unless waived by Chesapeake: 

(a) The representations and wananties of Sellers set forth in this 
Agreement shall be true and correct in all respects as of the date of this Agreement and 
as of the Effective Time (except that representations and warranties that are made as of a 
specified date shall be true and correct in all respects as of such specified date). 

(b) Sellers shall have performed and complied with, in all 
respects, all obligations and covenants required to be performed or complied with by i t  
under this Agreement at or prior to the Effective Time. 
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(c) Sellers shall have obtained all consents, approvals. 
authorizations and permits required from third parties and any Governmental Entity 
(applicable to Xeron or any of its shareholders) necessary for the consummation by 
Sellers of the transactions contemplated by this Agreement. 

(d) The Stock Transfer Restriction Agreement dated September 
28, 1987. as amended or supplemented, shall have been terminated in writing in 
accordance Lvith the terms thereof. 

(e) Chesapeake shall have received from Xeron an officer's 
certificate substantially in the form of Exhibit 8.3(e) attached hereto. 

( f )  Chesapeake shall have received from each Shareholder a 
certificate substantially in the form of Exhibit 8 . 3 ( f )  attached hereto. 

(g) Chesapeake shall have received from Lowrey & Millikin. 
L.L.P., counsel to the Sellers, an opinion substantially in the form of Exhibit 8.3(g) 
attached hereto. 

(h) Chesapeake shall have received from each of the 
Shareholders, investment representation letters substantially in the form of Exhibit 8.3(h) 
attached hereto. 

(i) From the date of this Agreement through the Effective Time, 
Xeron shall not have suffered a Material Adverse Change. 

0) All necessary approvals from the Delaware Public Service 
Commission regarding the issuance of the shares of Chesapeake Common Stock shall 
have been granted by final order. 

(k) All rights of first refusal pursuant to the Articles of 
Incorporation of Xeron or otherwise held by any Shareholder shall have been waived or 
terminated in writing. 

(1) All waiting periods shall have expired andor  all necessary 
approvals, authorizations, consents, or waivers have been received for the consummation 
of the transaction pursuant to the Hart-Scott-Rodino Antitrust Improvements Act of 1976. 
as amended. 

(m) Xeron shall have executed and delivered the letter to 
Coopers & Lybrand in the form of Annex A-1 attached hereto. 

(n) Coopers & Lybrand shall have delivered to Chesapeake an 
opinion letter confirming that the merger may be accounted for as a pooling of interests 
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under the requirements of Accounting Principles Board Opinion (APB) No. 16. Business 
Combinations, and the related published interpretations of the American Institute of 
Certified Public Accountants and the Financial Accounting Standards Board, and the 
published rules and regulations of the Securities and Exchange Commission. 

( 0 )  The Sellers shall have delivered executed Employment 
Agreements for J. Phillip Keeter and Earnest A. Allen, Jr. in the form of Annexes B-1 
and B-2 hereto, and the Sellers shall have delivered executed employment agreements for 
Patrick Armand, Carl E. Mendenhall, David Snyder and Marilyn Johnson satisfactory to 
Chesapeake. 

(p) The Sellers shall have provided Chesapeake with such 
representations and evidence as Chesapeake’s counsel advises are necessary or appropriate 
to ensure compliance with applicable federal and state securities laws. 

ARTICLE IX 
SURVIVAL AND lNDEMNIFICATION 

SECTION 9.1 Survival of Reuresentations and Warranties. All 
statements, certifications, representations, and warranties provided for herein shall survive 
beyond the Effective Time and continue in full force and effect at all times as provided in 
this Article IX (and shall not in any manner be affected or impaired by the consummation 
of the transactions contemplated by this Agreement or by any investigation made by or 
on behalf of any party) until the termination of this Agreement pursuant to Section 10.1 
or the period for identifying a claim of breach or default pursuant to the limitations 
prescribed under Section 9.2(d)(i) and (ii) shall have expired. 

SECTION 9.2 Indemnification. 

(a) Indemnitv bv Chesapeake. Chesapeake shall indemnify and 
defend and hold each Shareholder harmless from and against all claims, liabilities. 
damages, losses and expenses (including reasonable attorneys’ fees) of every kind and 
character (exclusive however of any amounts covered by Section 9.2(b)) resulting from or 
relating to or arising out of the inaccuracy, nonfulfillment, nonperformance or breach of 
any representation, warranty, covenant, agreement or obligation of Chesapeake contained 
herein. 

(b) Indemnitv bv the Shareholders. Each Shareholder shall 
indemnify and defend and hold Chesapeake and its affiliates harmless from and against 
all claims, liabilities, damages, losses and expenses (including reasonable attorneys’ fees) 
of every kind and character (exclusive however of any amounts covered by Section 
9.2(a)) incurred by Chesapeake and its affiliates and resulting from or relating to or 
arising out of the inaccuracy, nonfulfillment, nonperformance or breach of any 
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representation, warranty, covenant, agreement or obligation of the Sellers contained 
herein. 

(c) Third Partv Claims. If a claim for which indemnification 
may be sought under this Section 9.2 is asserted by third parties (including any 
environmentally related remedial or clean up work) (the "Third Party Claims"), such 
Third Party Claim will be subject to the following terms and conditions: (i) upon receipt 
of written notice of any Third Party Claim asserted against, imposed upon or incurred by 
Chesapeake and its affiliates or the Shareholders, as the case may be (the "Indemnified 
Party"), the party from whom indemnification is sought (the "Indemnifying Party") may, 
at its own expense, participate in and, upon notice to the Indemnified Party undertake the 
defense thereof by counsel of its own choosing, which counsel shall be reasonably 
satisfactory to the Indemnified Party, provided that, if in the Indemnified Party's 
reasonable judgment a conflict of interest may exist between such Indemnified Party and 
the Indemnifying Party with respect to such Third Party Claim, such Indemnified Party 
shall be entitled to select counsel of its own choosing to defend the Third Party Claim 
(with the fees and costs of such counsel being at the Indemnifying Party's sole cost and 
expense); (ii) if (A) within a reasonable time after written notice to the Indemnifying 
Party of a Third Party Claim, the Indemnifying Party fails to notify the Indemnified Party 
that it  will assume the defense of the Third Party Claim or (B) within a reasonable time 
after written notice to the Indemnified Party of its intention to undertake the defense of 
any Third Party Claim, the Indemnifying Party fails to defend the Indemnified Party, the 
Indemnified Party will have the right to undertake the defense, compromise or settlement 
of such Third Party Claim for the account and at the risk of the Indemnifying Party; 
(iii) anything in this Section 9.2(c) to the contrary notwithstanding, if there is a 
reasonable probability in the Indemnified Party's judgment that a claim may materially 
and adversely affect the Indemnified Party, other than as a result of money damages or 
other money payments, the Indemnified Party will have the right to defend, co-defend. 
compromise or settle such Third Party Claim (with full disclosure of the proposed 
settlement terms being given to the Indemnifying Party prior to settlement thereof) by 
selecting counsel of its own choosing (with the fees and costs of such counsel being the 
Indemnified Party's sole cost and expense); (iv) the Indemnified Party shall cooperate 
fully in all reasonable respects with the Indemnifying Party in any such defense, 
compromise or settlement including, without limitation, by making available to the 
Indemnifying Party all pertinent information and all books and records under the control 
of the Indemnified Party; (v) the Indemnifying Party shall not compromise or settle any 
such action, suit, proceeding, claim or demand without the prior written approval of the 
Indemnified Party; provided that, if such prior written approval is unreasonably withheld 
by the Indemnified Party, the liability of the Indemnifying Party with respect to such 
action. suit, proceeding, claim or demand shall be limited to the amount of the settlement 
recommended by the Indemnifying Party and not approved by the Indemnified Party. 

(d) Limitations. The Indemnified Party shall have no claim for 
indemnification hereunder or other claims against the Indemnifying Party with respect to 

- 32 - 



this Agreement (other than a claim arising out of the knowing, fraudulent or intentional 
breach of any provision of this Agreement) unless such claim is identified: 

(i) with respect to claims relating to Sections 3.11 and 4.16 
within the relevant statute of limitations for assessment and 
collection of additional taxes; or 

(ii) with respect to all other claims, within the earlier of 
(A) one (1) year following the Effective Time or (B) the date on 
which an independent audit report on Chesapeake is issued ivhich 
reflects the Merger. 

If such a claim for indemnification or such other recourse is not identified in witing 
within the appropriate time period provided above, such claim against and right to 
indemnification from the Indemnifying Party shall be deemed released, waived and 
relinquished for all purposes. Notwithstanding any other provisions of this Section 9.2 or 
other provisions of this Agreement to the contrary (except as expressly stated in Section 
5 . 7  and Article XI hereof), no indemnification shall be payable to an Indemnified Party 
by an Indemnifying Party unless the total of all claims for indemnification by an 
Indemnified Party under this Agreement shall exceed $500,000 in the aggregate, 
whereupon the excess of the amount of such claims over $500,000 shall be recoverable in 
accordance with the terms hereof, subject to the maximum amounts set forth in Section 
9.2( e). 

(e) Maximum Amount of Indemnification. The maximum 
amount payable to Chesapeake by the Shareholders in the aggregate pursuant to this 
Section 9.2 shall be $500,000 and the maximum amount payable by each Shareholder 
shall be such Shareholder’s proportionate ownership percentage of the outstanding Xeron 
Common Stock immediately prior to the Merger multiplied by $500,000. The maximum 
amount payable to the Shareholders, in the aggregate, by Chesapeake pursuant to this 
Section 9.2,  shall be $500,000. Notwithstanding the foregoing provisions, the respective 
maximum amounts shall not be applicable to amounts owed arising out of the knowing, 
fraudulent or intentional breach of any provision of this Agreement by an Indemnifying 
Party. Furthermore, in no event shall Chesapeake be obligated to pay the Shareholders 
any indemnification if the market price of Chesapeake Common Stock for the last day of 
the preceding month end is $17 per share or above, as adjusted for stock splits, stock 
dividends and similar events. 

( f )  Reimbursement in Stock. Amounts due to Chesapeake 
under this Article IX shall be paid first in Chesapeake Common Stock and, to the extent 
the Shareholders do not hold sufficient shares of Chesapeake Common Stock to pay the 
amount due, then in cash. For purposes of this Section 9.2(f) ,  the value of such 
Chesapeake Common Stock shall be deemed to be the closing price of Chesapeake 
Common Stock on the New York Stock Exchange on the day the Effective Time occurs 
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(or the next succeeding trading day on which shares are sold if none are sold on the dav 
the Effective Time occurs), 

ARTICLE X 
TERMINATION AND AMENDMENT 

SECTION 10.1 Termination. This Agreement may be terminated at any 
time prior to the Effective Time: 

(a) by mutual consent of Chesapeake and the Sellers; 

(b) by either Chesapeake or the Sellers, if the Merger shall not 
have been consummated before May 3 1 ,  1998 (unless the failure to consummate the 
Merger by such date shall be due to the action or failure to act of the party seeking to 
terminate); or 

(c) by either Chesapeake or the Sellers, if any permanent 
injunction or other order of a court or other competent authority preventing the 
consummation of the Merger shall have become final and nonappealable. 

SECTION 10.2 Effect of Termination. In the event of the termination 
and abandonment of this Agreement pursuant to Section 10.1 hereof, this Agreement shall 
forthwith become void and have no effect, without any liability on the part of any party 
hereto or its affiliates, directors, officers or shareholders. Notwithstanding the foregoing, 
nothing contained in this Section 10.2 shall relieve any party from liability for any 
material breach of any covenant of this Agreement or any material breach or 
misrepresentation of the representations or warranties contained herein, which occurred 
prior to such termination. 

SECTION 10.3 Amendment. This Agreement may be amended by the 
parties hereto at any time prior to the Effective Time. This Agreement may not be 
amended except by an instrument in writing signed by or on behalf of each of the parties 
hereto. 

SECTION 10.4 Extension: Waiver. At any time prior to the Effective 
Time, the parties may, to the extent legally allowed, (i) extend the time for the 
performance of any of the obligations or other acts of the other parties hereto, (ii) waive 
any inaccuracies in the representations and warranties of the other parties hereto contained 
herein or in any document delivered pursuant hereto and (iii) waive compliance with any 
of the agreements or conditions contained herein by the other parties hereto. Any 
agreement on the part of a party hereto to any such extension or waiver shall be valid 
only if set forth in a written instrument signed on behalf of such party. 
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ARTICLE XI 
NON - C 0 blP E TI TI ON A GRE E h E N T  

SECTION 1 1.1  Covenant Not to Solicit Customers. Hire Emulocees or 
ComDete. For and in consideration of the purchase of Xeron and in addition to any non- 
competition agreements in the Employment Agreements attached as Annex B hereto. each 
of the Shareholders agrees that he will not, for a period of three years following the 
Effective Time: 

(a) directly or indirectly, on his own behalf or on behalf of any other 
person or entity other than Chesapeake, solicit, or attempt to solicit, for the purpose of 
providing any product or service of the same or similar kind or character as any product 
or service sold, provided or under development by Xeron prior to the Effective Date, any 
person or entity that is or was a customer or a prospective customer of Xeron. 

(b) directly or indirectly, on his own behalf or on behalf of any 
other person or entity other than Chesapeake, solicit for employment or hire any 
employee or former employee of Xeron or any affiliate of Xeron who is or was employed 
by Xeron or any affiliate during the twelve months preceding the Effective Date. 

(c) (i) directly or indirectly engage in, (ii) have any interest in any person, 
firm, corporation or other entity that directly or indirectly engages in, or ( i i i )  perform any 
services for any person, firm, corporation or other entity that directly or indirectly 
engages in, the same or similar lines of business as Xeron, except for such Shareholders' 
ownership of the stock of Chesapeake, except for ownership of interests in publicly traded 
companies where such ownership represents less than one percent of the outstanding 
shares of such publicly traded company. 

Nothing in this Section 11.1 is intended or shall restrict the right of any Shareholder to 
engage in speculative transactions in propane futures traded on a public exchange for his 
OWTI individual investment account (or the investment account of a member of his 
immediate family) and not for the benefit of any third party, provided that any such 
transaction shall be permitted only if (1) executed on a public exchange and (2) such 
transaction shall not have an adverse effect on Xeron. This Article XI: and any claims for 
breach hereof are not subject to the limitations set forth in Article IX. 

ARTICLE XI1 
MISCELLANEOUS 

SECTION 12.1 Notices. All notices and other communications hereunder 
shall be in writing, and shall be deemed given upon receipt if delivered personally, sent 
by facsimile transmission (receipt of which is confirmed) or by certified or registered 
mail, return receipt requested, or by a nationally recognized private overnight courier to 

- 35 - 



the parties at the following addresses (or at such other address for a party as shall be 
specified by like notice): 

(a) if to the Shareholders, to: 

J. Phillip Keeter 
1405 Colony Circle 
Longview, TX 75604 
Fax: (903) 236-6807 

Earnest A. Allen, Jr. 
3126 Robinson Road 
Missouri City, TX 77459 

Patrick E. Armand 
91 19 Devoncroft 
Houston, TX 77037 

(b) if to Xeron, to 

Xeron, h c .  
9301 Southwest Freeway, Suite 325 
Houston, TX 77074 
Ann: Earnest A. Allen, Jr. 
Fax: (713) 988-3476 

with a copy to: 

J. Richard Millikin, Jr. 
Lowrey & Millikin, L.L.P. 
1127 Judson Road, Suite 141 
Longview, TX 75601 
Fax: (903) 236-305C 

(c) if to Chesapeake, to: 

Chesapeake Utilities Corporation 
909 Silver Lake Boulevard 
Dover, Delaware 19904 
Attention: John R. Schimkaitis 
Fax: (302) 734-6750 
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with a copy to: 

Covington & Burling 
120 1 Pennsylvania Avenue, N. W. 
Washington, D.C. 20004 
Attention: Ruth S. Epstein 
Fax: (202) 662-6291 

SECTION 12.2 DescriDtive Headings. The descriptive headings herein are 
inserted for convenience only and are not intended to be part of or to affect the meaning 
or interpretation of this Agreement. 

SECTION 12.3 Countemarts. This Agreement may be executed in TWO or 
more counterparts, all of which shall be considered one and the same agreement and shall 
become effective when two or more counterparts have been signed by each of the parties 
and delivered to the other parties, it being understood that all parties need not sign the 
same counterpart. 

SECTION 12.4 Entire Agreement: Assignment. This Agreement 
(a) constitutes the entire agreement and supersedes all prior agreements and 
understandings, both written and oral, among the parties with respect to the subject matter 
hereof and (b) shall not be assigned by operation of law or otherwise. 

SECTION 12.5 Governing Law. This Agreement shall be governed and 
construed in accordance with the laws of the State of Delaware without regard to any 
applicable principles of conflicts of law. 

SECTION 12.6 Suecific Performance. The parties hereto agree that if any 
of the provisions of this Agreement were not performed in accordance with their specific 
terms or were otherwise breached, irreparable damage would occur, no adequate remedy 
at law would exist and damages would be difficult to determine, and that the parties shall 
be entitled to specific performance of the terms hereof, in addition to any other remedy at 
law or equity. 

SECTION 12.7 Publicitv. Chesapeake may issue or cause the publication 
of any press release or other public announcement or make any filing with the SEC with 
respect to the transactions contemplated by this Agreement as it deems appropriate; 
provided that, to the extent practicable, Chesapeake shall provide the Shareholders with a 
copy of any such press release or other public announcement or filing prior to the time of 
release or filing. The Sellers shall not issue or cause the publication of any press release 
or other public announcement with respect to the transactions contemplated by this 
Agreement without the prior approval of Chesapeake. 
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SECTION 12.8 Parties in Interest. This Agreement shall be binding upon 
and inure solely to the benefit of each party hereto and nothing in this Agreement, 
express or implied, is intended to or shall confer upon any other person or persons any 
rights, benefits or remedies of any nature whatsoever under or by reason of this 
Agreement. 

IN WITNESS WHEREOF, the parties hereto have caused this Agreement 
to be signed (where applicable by their respective officers thereunto duly authorized), as 
of the date first written above. 

CHESAPEAKE UTILITIES CORPORATION 

CPK-SUB-C, INC. 

SHAREHOLDERS 

Earnest& Allen, Jr 

. 

PatrTck E. Armand 
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AMENDMENT TO AGREEMENT AND PLAN OF MERGER 

THIS AMENDMENT TO AGREEMENT AND PLAN OF MERGER (the 
"Amendment") is entered into this 28th day of May, 1998, by and among Chesapeake 
Utilities Corporation, a Delaware corporation ("Chesapeake"); CPK Sub-C, Inc., a 
Delaware corporation and a wholly owned subsidiary of Chesapeake ("CPK Sub-C"); 
Xeron, Inc., a Mississippi corporation ("Xeron"); J. Phillip Keeter, Earnest A. Allen, Jr. 
and Patrick E. Armand, residents of Texas (each individually a "Shareholder," together , 
the "Shareholders," and with Xeron collectively, die "Sellers"). 

WHEREAS, Chesapeake, CPK Sub-C, and the Sellers are parties to a 
certain Agreement and Plan of Merger dated April 28, 1998; and 

WHEREAS, Section 10.3 of the Agreement and Plan of Merger allows for 
amendments prior to the effective time, 

NOW THEREFORE, Chesapeake, CPK Sub-C, and the Sellers hereby 
agree to the following amendments to the Agreement and Plan of Merger: 

1. 
the following paragraph: 

Paragraph (c) of SECTION 1.6 shall be deleted and replaced in its cntirety with 

"(c) The issued and outstanding shares of capital 
stock of CPK Sub-C shall be converted into and become, in 
the aggregate, 500 fully paid and non-assessable shares of 
common stock of the Surviving Corporation." 

2. 
replaced in its entirety with the following provision: 

SECTION 4.18 of the Agreement and Plan of Merger shall be deleted and 

"SECTION 4.18 Related Patv Contracts. Except as 
set forth in Section 4.18 of the Chesapeake Disclosure 
Schedule or the Chesapeake SBC Reports, Chesapeake has 
no agreements, arrangements or commitments with related 
parties (including shareholders, directors and officers), other 
than the rehted-party agreements described in Section 4.21 
of the Chesapeake Disclosure Schedule. Except as set forth 
in Section 4.18 of the Chesapeake Disclosure Schedule, each 
of the related-party agreements was entered into between 
Chesapeake and the party thereto on an arm's length basis 
on terms no less favorable to Chesapeake than it could 
obtain h m  an unrelatted third party." 
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3. 
provision: 

SECTION 1.5 shall be deleted and replaced in its entirety with the following 

"SECTION 1.5 Officers. The officers of CPK Sub-C immediately prior to the 
effective time and Carl E. Mendenhall shall be the initial officers of the surviving 
corporation and shall serve as the officers of the Surviving Corporation at the pleasue of 
the board of directors of the Surviving Corporation." 

IN WITNESS WHEREOF, the parties hereto have caused this Amendment 
to be signed (where applicable by their respective officers thereunto duly authorized), as 
of the date first written above. 

CHESAPEAKE UTILITIES CORPORATION 

CPK SUB-C, INC. 

Title: $& 

XERON, INC. 

Title: $- 

SHAREHOLDERS , 

W !  \ .EFSTEINR\CIIESAFHA\W.(EM. 5 2 9  

TOTQL P. 03 



REGISTRATION RIGHTS AGREEMENT 

EXHIBIT F 

This Registration Rights Agreement (the "Agreement") is made and 
entered into as of May 29, 1998, by and between Chesapeake Utilities Corporation, a 
Delaware corporation (the "Company") and J. Phillip Keeter ("Shareholder"). 

This Agreement is made as contemplated by that certain Agreement 
and Plan of Merger'dated as of April 28, 1998, by and among the Company, CPK 
Sub-C, Inc., a Delaware corporation and wholly-owned subsidiary of the Company 
("CPK Sub-C"), Xeron, Inc., a Mississippi corporation ("Xeron"), J.  Phillip Keeter, 
Earnest A. Allen, Jr., and Patrick Armand (the "Merger Agreement"), which provides 
for the merger of CPK Sub-C with and into Xeron (the "Merger"). Whereas the 
securities to be delivered to Shareholder pursuant to the Merger Agreement are 
restricted securities, as defined in Rule 144 under the Securities Act of 1933, in 
order to induce Xeron and Shareholder to enter into the Merger Agreement, the 
Company has agreed to provide the registration rights set forth in this Agreement. 

For good and valuable consideration, the receipt and sufficiency of 
which is hereby acknowledged, the parties hereby agree as follows: 

1. Securities Subiect to this Agreement. The securities entitled to 
the benefits of this Agreement are the shares of common stock, par value $.4867 per 
share, of the Company (the "Common Stock") issued to Shareholder in accordance 
with the terms of the Merger Agreement (the "Registrable Securities"). 

2. Registration. 

(a) Within 60 days following the time at which results 
covering at least 30 days of post-Merger combined operations of the Coinpaiiy have 
been filed with the Securities and Exchange Commission (the "Commission"), sent to 
stockholders of the Company or otherwise publicly issued, the Company will, subject 
to the terms of this Agreement, and subject to the full cooperation of Shareholder, at 
its expense, file with the Commission a registration statement (the "Registration 
Statement") covering the sale by Shareholder of the Registrable Securities. The 
Company will use its reasonable best efforts to cause the Registration Statement to 
become effective as promptly as practicable and to maintain the effectiveness of the 
Registration Statement for a period of three (3) years from the Effective Time, as 
that term is defined in the Merger Agreement, or such shorter time as may be 
required by Rule 144(k) under the Securities Act of 1933, as amended (the 
"Securities Act"), or any successor provision. The Company may postpone for a 
reasonable period of time, not to exceed 60 days, the filing or effectiveness of the 
Registration Statement, or the undertaking of any work by the Company with respect 
to the preparation of the Registration Statement, if the Board of Directors of the 
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Company in good faith determines that such filing or registration would reasonably 
be expected to have a material adverse effect on any plan or proposal by the 
Company with respect to any financing, acquisition, recapitalization, reorganization 
or other in at er i a 1 trans action . 

(b) Before filing with the Commission the Registration 
Statement or any amendments or supplements thereto, the Company will furnish to 
Shareholder for review copies of all documents proposed to be filed. 

(c) The Company shall furnish to Shareholder such number 
of copies of the Registration Statement and of each amendment and supplement 
thereto (in each case including all exhibits), such number of copies of the prospectus 
included in such Registration Statement (including each preliminary prospectus and 
summary prospectus), and such other documents as Shareholder may reasonably 
request in order to facilitate the disposition of the Registrable Securities by 
S h ar eho 1 der. 

(d) The Company shall use its best efforts to register or 
qualify the Registrable Securities covered by the Registration Statement under such 
other securities or blue sky laws of such jurisdictions as Shareholder may reasonably 
request, provided that the Company shall not for any such purpose be required to 
qualify generally to do business as a foreign corporation in any jurisdiction where, 
but for the requirements of this Section 2(d), it would not be obligated to be so 
qualified, to subject itself to taxation in any such jurisdiction, or to coiiseiit to 
general service of process in any such jurisdiction (a general service of process 
would not include a consent on Form U-2 or its substantial equivalent). 

(e) The Company may require Shareholder to furnish the 
Company with such information regarding Shareholder and pertinent to the 
disclosure requirements relating to the registration and the distribution of the 
Registrable Securities as the Company may from time to time reasonably request. 

(0 If Shareholder determines to distribute the Registrable 
Securities in an underwritten offering, all costs, fees, and disburseinelits of 
underwriters and all underwriting discounts, commissions and transfer taxes relating 
to such distribution will be the sole responsibility of Shareholder. 

(8) Shareholder agrees that upon notice from the Company 
he will suspend from time to time all sales of the Registrable Securities for such 
period of time as is required to permit the Company to complete any future 
finaiiciiig transaction involving an underwritten offering by the Company of its 
Coininon Stock. Shareholder will not be required to suspend sales of the Registrable 
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Securities (pursuant to this Section 2(g)) for more than three months in any 12- 
month period. 

(h) Shareholder agrees that, upon receipt of any notice froin 
the Company that the Company has become aware that the prospectus included in 
the Registration Statement, as then in effect, includes an untrue statement of a 
material fact or omits to state a material fact required to be stated therein or 
necessary to make the statements therein not misleading in the light of the 
circumstances then existing, Shareholder will forthwith discontinue disposition of 
Registrable Securities pursuant to the Registration Statement until Shareholder’s 
receipt of copies of a properly supplemented or amended prospectus and, if so 
directed by the Company, Shareholder will deliver to the Company all copies, other 
than permanent file copies then in Shareholder’s possession, of the prospectus 
covering Registrable Securities current at the time of receipt of such notice. The 
Company will diligently prepare an amended prospectus and deliver sufficient copies 
thereof to Shareholder. 

3. Indemnification. 

(a) Indemnification by the Companv. The Company will 
indemnify and hold harmless, to the extent permitted by law, Shareholder against 
any and all losses, claims, damages or liabilities, joint or several, to which 
Shareholder may become subject under the Securities Act or otherwise, insofar as 
such losses, claims, damages or liabilities (or actions or proceedings, whether 
coininenced or threatened, in respect thereof) arise out of or are based upon any 
untrue statement or alleged untrue statement of any material fact contained in the 
Registration Statement, any preliminary prospectus, final prospectus or suininary 
prospectus contained therein, or any amendment or supplement thereto, or any 
omission or alleged omission to state therein a material fact required to be stated 
therein or necessary to make the statements therein not misleading, and sub-ject to the 
provisions of Section 3(c), the Company will reimburse Shareholder for any legal or 
any other expenses reasonably incurred by it in connection with investigating or 
defending any such loss, claim, liability, action or proceeding; provided, however, 
that the Company shall not be liable to Shareholder in any such case to the extent 
that any such loss, claim, damage, liability (or action or proceeding in respect 
thereof) or expense arises out of or is based upon an untrue statement or alleged 
untrue statement or omission or alleged omission made in the Registration Statement, 
any such preliminary prospectus, final prospectus, summary prospectus, amendment 
or supplement thereto in reliance upon and in conformity with information furnished 
to the Company by Shareholder for use in the preparation thereof; and provided 
further that the Company shall not be liable under this Section 3(a) to Shareholder to 
the extent that any such loss, claim, damage, liability (or action or proceeding in 
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respect thereof) or expense arises out of Shareholder’s failure to send or give a copy 
of the final prospectus, as the same may be then supplemented or amended, to the 
person asserting an untrue statement or alleged untrue statement or omission or 
alleged omission at or prior to the written confirmation of the sale of Registrable 
Securities to such person if such statement or omission was corrected in such final 
prospectus. Such indeninity shall remain in full force and effect regardless of any 
investigation made by or on behalf of Shareholder and shall survive the transfer of 
such securities by Shareholder. 

(b) Indemnification by Shareholder. Shareholder will 
indemnify and hold harmless (in the same manner and to the same extent as set forth 
in subdivision (a) of this Section 3) the Company, each director of the Company and 
each officer of the Company with respect to any statement or alleged statement in or 
omission or alleged omission from the Registration Statement, any preliminary 
prospectus, final prospectus or summary prospectus contained therein, or any 
amendment or supplement thereto, if such statement or alleged statement or omission 
or alleged omission was made in reliance upon and in conformity with information 
furnished to the Company by Shareholder for use in the preparation of tlie 
Registration Statement, preliminary prospectus, final prospectus, suininary 
prospectus, amendment or supplement thereto. Such indemnity shall remain in full 
force and effect, regardless of any investigation made by or on behalf of the 
Company, any director of the Company or any officer of the Company and shall 
survive the transfer of such securities by Shareholder. 

(c) Notice of Claims. etc. Promptly after receipt by an 
indemnified party of notice of the commencement of any action or proceeding or 
threat of claim involving a claim referred to in the preceding subdivisions of this 
Section 3, such indemnified party will, if a claim in respect thereof is to be made 
against an indemnifying party, give written notice to the latter of tlie coininencement 
of such action or threat of claim, provided that the failure of any indemnified party 
to give notice as provided herein shall not relieve the indemnifying part of its 
obligations under the preceding subdivisions of this Section 3, except to tlie extent 
that the indemnifying party is prejudiced by such failure to give notice. In case any 
such action is brought against an indemnified party, unless and except to the extent 
that in the reasonable judgment of tlie indemnified party, based on advice of counsel, 
a conflict of interest between such indemnified and indemnifying parties exists in 
respect of such claim, the indemnifying party shall be entitled to participate in and to 
assume the defense thereof, jointly with any other indemnifying party similarly 
notified, to the extent that the indemnifying party may wish, with counsel reasonably 
satisfactory to such indemnified party, and after notice from the indemnifying party 
to such indemnified party of its election so to assume the defense thereof, the 
indemnifying party shall not be liable to such indemnified party for any legal or 
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other expenses subsequently incurred by the latter in connection with the defense 
thereof other than reasonable costs of investigation. No indemnified party shall 
consent to entry of any judgment or enter into any settlement of any such action the 
defense of which has been assumed by an indemnifying party without the consent of 
such indemnifying party. 

(d) Indemnification Payments. The indemnification required 
by this Section 3 shall be made by periodic payments of the amount thereof during 
the course of the investigation or defense, as and when bills are received or expense, 
loss, damage or liability is incurred subject to the receipt of such documentary 
support therefor as the indemnifying party may reasonably request. 

(e) Contribution. If the indemnification provided for in this 
Section 3 shall for any reason be unavailable to an indemnified party in respect of 
any loss, claim, damage or liability, or any action in respect thereof, referred to 
therein, then each indemnifying party shall, in lieu of indemnifying such indemnified 
party, contribute to the amount paid or payable by such indemnified party as a result 
of such loss, claim, damage or liability, or action in respect thereof, in such 
proportion as shall be appropriate to reflect the relative fault of the indemnifying 
party on the one hand and the indemnified party on the other with respect to the 
statements or omission which resulted in such loss, claim, damage or liability, or 
action in respect thereof, as well as any other relevant equitable considerations. The 
relative fault shall be determined by reference to whether the untrue or alleged 
untrue statement of a material fact or omission or alleged omission to state a 
material fact relates to information supplied by the indemnifying party on the one 
hand or the indemnified party on the other, the intent of the parties and their relative 
knowledge, access to information and opportunity to correct or prevent such 
statement or omission, but not by reference to an indemnified party’s stock 
ownership in the Company. The amount paid or payable by an indemnified party as 
a result of the loss, claim, damage or liability, or action in respect thereof, referred 
to above in this paragraph shall be deemed to include, for purposes of this 
paragraph, any legal or other expenses reasonably incurred by such indemnified 
party in connection with investigating or defending any such action or claim. No 
person guilty of fraudulent misrepresentation (within the meaning of Section 12(f) of 
the Securities Act) shall be entitled to contribution from any person who was not 
guilty of such fraudulent misrepresentation. 

4. Restriction on Transfer. 

(a) Shareholder covenants and agrees that in any calendar 
quarter he will not offer to sell, sell or otherwise dispose of any amount of 
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Registrable Securities in excess of one percent (1%) of the total number of shares of 
Common Stock then issued and outstanding. 

(b) Notwithstanding the provisions of Section 4(a) of this 
Agreement, in the event that a Shareholder becomes liable for a payment obligation 
under the indemnification provisions of the Merger Agreement, Shareholder may, at 
his option, sell or pledge in accordance with the Registration Statement as then in 
effect or pursuant to an applicable exemption from registration, such number of 
shares of the Registrable Securities sufficient to generate net funds in the amount of 
that payment obligation. 

5 .  Notices. Any notices or other communications required or 
permitted hereunder shall be in writing and shall be deemed duly given upon 
(a) confirmed delivery by a standard overnight carrier or when delivered by hand, or 
(b) the expiration of five business days after the day when inailed by certified or 
registered mail, postage prepaid, addressed at the following addresses (or at such 
other address as the parties hereto shall specify by like notice): 

(x) If to the Company, to: 

Chesapeake Utilities Corporation 
909 Silver Lake Boulevard 
Dover, Delaware 19904 
Attention: John R. Schimkaitis 

with a copy to: 

Covington & Burling 
120 1 Pennsylvania Avenue, N. W. 
Post Office Box 7566 
Washington, D.C. 20044 
Attention: Ruth S. Epstein 

(y) 
Shareholder to the Company, which address initially appears below his 
signature. 

If to Shareholder, to the most recent address given by 

6. Miscellaneous. This Agreement and any term hereof inay be 
changed, waived, discharged or terminated only by an instrument in writing, signed 
by the party against which enforcement of such change, waiver, discharge or 
termination is sought or by Shareholder and the Company. This Agreement shall be 
construed and enforced in accordance with and governed by the laws of the State of 



Delaware. The section headings in this Agreement are for purposes of convenience 
only and shall not constitute a part hereof. 

IN WITNESS WHEREOF, the Company and Shareholder have caused 
this Agreement to be duly executed as of the date first above written. 

CHESAPEAKE UTILITIES CORPORATION 

By: 

Hresident 

SHAREHOLDER / 

J.@illIp Keeteri ' 
Address 1405 Colony Circle 

Longview, TX 75604 



REGISTRATION RIGHTS AGREEMENT 

This Registration Rights Agreement (the "Agreement") is made and 
entered into as of May 29, 1998, by and between Chesapeake Utilities Corporation, a 
Delaware corporation (the "Company") and Earnest A. Allen, Jr. ("Shareholder"). 

This Agreement is made as contemplated by that certain Agreement 
and Plan of Merger dated as of April 28, 1998, by and among the Company, CPK 
Sub-C, Inc., a Delaware corporation and wholly-owned subsidiary of the Company 
("CPK Sub-C"), Xeron, Inc., a Mississippi corporation ("Xeron"), J. Phillip Keeter, 
Earnest A. Allen, Jr., and Patrick Armand (the "Merger Agreement"), which provides 
for the merger of CPK Sub-C with and into Xeron (the "Merger"). Whereas the 
securities to be delivered to Shareholder pursuant to the Merger Agreement are 
restricted securities, as defined in Rule 144 under the Securities Act of 1933, in 
order to induce Xeron and Shareholder to enter into the Merger Agreement, the 
Company has agreed to provide the registration rights set forth in this Agreement. 

For good and valuable consideration, the receipt and sufficiency of 
which is hereby acknowledged, the parties hereby agree as follows: 

1. Securities Subiect to this Agreement. The securities entitled to 
the benefits of this Agreement are the shares of common stock, par value $.4867 per 
share, of the Company (the "Common Stock") issued to Shareholder in accordance 
with the terms of the Merger Agreement (the "Registrable Securities"). 

2. Re gistration. 

(a) Within 60 days following the time at which results 
covering at least 30 days of post-Merger combined operations of the Coinpany have 
been filed with the Securities and Exchange Commission (the llCoininissioiitt), sent to 
stockholders of the Company or otherwise publicly issued, the Company will, subject 
to the terms of this Agreement, and subject to the full cooperation of Shareholder, at 
its expense, file with the Commission a registration statement (the "Registration 
Statement") covering the sale by Shareholder of the Registrable Securities. The 
Company will use its reasonable best efforts to cause the Registration Statement to 
become effective as promptly as practicable and to maintain the effectiveness of the 
Registration Statement for a period of three (3) years from the Effective Time, as 
that term is defined in the Merger Agreement, or such shorter time as may be 
required by Rule 144(k) under the Securities Act of 1933, as amended (the 
"Securities Act"), or any successor provision. The Company may postpone for a 
reasonable period of time, not to exceed 60 days, the filing or effectiveness of the 
Registration Statement, or the undertaking of any work by the Company with respect 
to the preparation of the Registration Statement, if the Board of Directors of the 
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Securities (pursuant to this Section 2(g)) for more than three months in any 12- 
month period. 

(11) Shareholder agrees that, upon receipt of any notice froin 
the Company that the Company has become aware that the prospectus included in 
the Registration Statement, as then in effect, includes an untrue statement of a 
material fact or omits to state a material fact required to be stated therein or 
necessary to make the statements therein not misleading in the light of the 
circumstances then existing, Shareholder will forthwith discontinue disposition of 
Registrable Securities pursuant to the Registration Statement until Shareholder’s 
receipt of copies of a properly supplemented or amended prospectus and, if so 
directed by the Company, Shareholder will deliver to the Company all copies, other 
than permanent file copies then in Shareholder’s possession, of the prospectus 
covering Registrable Securities current at the time of receipt of such notice. The 
Company will diligently prepare an amended prospectus and deliver sufficient copies 
thereof to Shareholder. 

3.  Indemnification. 

(a) Indemnification by the Company. The Company will 
indemnify and hold harmless, to the extent permitted by law, Shareholder against 
any and all losses, claims, damages or liabilities, joint or several, to which 
Shareholder may become subject under the Securities Act or otherwise, insofar as 
such losses, claims, damages or liabilities (or actions or proceedings, whether 
commenced or threatened, in respect thereof) arise out of or are based upon any 
untrue statement or alleged untrue statement of any material fact contained in the 
Registration Statement, any preliminary prospectus, final prospectus or summary 
prospectus contained therein, or any amendment or supplement thereto, or any 
omission or alleged omission to state therein a material fact required to be stated 
therein or necessary to make the statements therein not misleading, and sub-ject to the 
provisions of Section 3(c), the Company will reimburse Shareholder for any legal or 
any other expenses reasonably incurred by it in connection with investigating or 
defending any such loss, claim, liability, action or proceeding; provided, Iiowever, 
that the Company shall not be liable to Shareholder in any such case to the extent 
that any such loss, claim, damage, liability (or action or proceeding in respect 
thereof) or expense arises out of or is based upon an untrue statement or alleged 
untrue statement or omission or alleged omission made in the Registration Statement, 
any such preliminary prospectus, final prospectus, summary prospectus, amendment 
or supplement thereto in reliance upon and in conformity with information furnished 
to the Company by Shareholder for use in the preparation thereof; and provided 
further that the Company shall not be liable under this Section 3(a) to Shareholder to 
the extent that any such loss, claim, damage, liability (or action or proceeding in 
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respect thereof) or expense arises out of Shareholder’s failure to send or give a copy 
of the final prospectus, as the same may be then supplemented or amended, to the 
person asserting an untrue statement or alleged untrue statement or omission or 
alleged omission at or prior to the written confirmation of the sale of Registrable 
Securities to such person if such statement or omission was corrected in such final 
prospectus. Such indemnity shall remain in full force and effect regardless of any 
investigation made by or on behalf of Shareholder and shall survive the transfer of 
such securities by Shareholder. 

(b) Indemnification bv Shareholder. Shareholder will 
indemnify and hold harmless (in the same manner and to the same extent as set forth 
in subdivision (a) of this Section 3) the Company, each director of the Company and 
each officer of the Company with respect to any statement or alleged statement in or 
omission or alleged omission from the Registration Statement, any preliminary 
prospectus, final prospectus or summary prospectus contained therein, or any 
amendment or supplement thereto, if such statement or alleged statement or omission 
or alleged omission was made in reliance upon and in conformity with information 
furnished to the Company by Shareholder for use in the preparation of the 
Registration Statement, preliminary prospectus, final prospectus, suininary 
prospectus, amendment or supplement thereto. Such indemnity shall remain in full 
force and effect, regardless of any investigation made by or on behalf of the 
Company, any director of the Company or any officer of the Company and shall 
survive the transfer of such securities by Shareholder. 

(c) Notice of Claims. etc. Promptly after receipt by an 
indemnified party of notice of the commencement of any action or proceeding or 
threat of claim involving a claim referred to in the preceding subdivisions of this 
Section 3, such indemnified party will, if a claim in respect thereof is to be made 
against an indemnifying party, give written notice to the latter of the commencement 
of such action or threat of claim, provided that the failure of any indemnified party 
to give notice as provided herein shall not relieve the indemnifying part of its 
obligations under the preceding subdivisions of this Section 3, except to the extent 
that the indemnifying party is prejudiced by such failure to give notice. In case any 
such action is brought against an indemnified party, unless and except to the extent 
that in the reasonable judgment of the indemnified party, based on advice of counsel, 
a conflict of interest between such indemnified and indemnifying parties exists in 
respect of such claim, the indemnifying party shall be entitled to participate in and to 
assume the defense thereof, jointly with any other indemnifying party similarly 
notified, to the extent that the indemnifying party may wish, with counsel reasonably 
satisfactory to such indemnified party, and after notice from the indeinnifying party 
to such indemnified party of its election so to assume the defense thereof, the 
indemnifying party shall not be liable to such indemnified party for any legal or 



. 
- 5 -  

other expenses subsequently incurred by the latter in connection with the defense 
thereof other than reasonable costs of investigation. No indemnified party shall 
consent to entry of any judgment or enter into any settlement of any such action the 
defense of which has been assumed by an indemnifying party without the consent of 
such indemnifying party. 

( d) In d einn i fi c at i on Payments . The in deinn i fi c a t i on re qu ired 
by this Section 3 shall be made by periodic payments of the amount thereof during 
the course of the investigation or defense, as and when bills are received or expense, 
loss, damage or liability is incurred subject to the receipt of such documentary 
support therefor as the indemnifying party may reasonably request. 

(e) Contribution. If the indemnification provided for in this 
Section 3 shall for any reason be unavailable to an indemnified party in  respect of 
any loss, claim, damage or liability, or any action in respect thereof, referred to 
therein, then each indemnifying party shall, in lieu of indemnifying such indemnified 
party, contribute to the amount paid or payable by such indemnified party as a result 
of such loss, claim, damage or liability, or action in respect thereof, in such 
proportion as shall be appropriate to reflect the relative fault of the indemnifying 
party on the one hand and the indemnified party on the other with respect to the 
statements or omission which resulted in such loss, claim, damage or liability, or 
action in respect thereof, as well as any other relevant equitable considerations. The 
relative fault shall be determined by reference to whether the untrue or alleged 
untrue statement of a material fact or omission or alleged omission to state a 
material fact relates to information supplied by the indemnifying party on the one 
hand or the indemnified party on the other, the intent of the parties and their relative 
knowledge, access to information and opportunity to correct or prevent such 
statement or omission, but not by reference to an indemnified party’s stock 
ownership in the Company. The amount paid or payable by an indemnified party as 
a result of the loss, claim, damage or liability, or action in respect thereof, referred 
to above in this paragraph shall be deemed to include, for purposes of this 
paragraph, any legal or other expenses reasonably incurred by such indemnified 
party in connection with investigating or defending any such action or claim. No 
person guilty of fraudulent misrepresentation (within the meaning of Section 12(Q of 
the Securities Act) shall be entitled to contribution from any person who was not 
gu i 1 t y of such fr au du 1 en t in is r epres en t at i on. 

4. Restriction on Transfer. 

(a) Shareholder covenants and agrees that in any calendar 
quarter he will not offer to sell, sell or otherwise dispose of any amount of 
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Registrable Securities in excess of one percent (1%) of the total number of shares of 
Common Stock then issued and outstanding. 

(b) Notwithstanding the provisions of Section 4(a) of this 
Agreement, in the event that a Shareholder becomes liable for a payment obligation 
under the indemnification provisions of the Merger Agreement, Shareholder may, at 
his option, sell or pledge in accordance with the Registration Statement as then in 
effect or pursuant to an applicable exemption from registration, such number of 
shares of the Registrable Securities sufficient to generate net funds in the amount of 
that payment obligation. 

5 .  Notices. Any notices or other communications required or 
permitted hereunder shall be in writing and shall be deemed duly given upon 
(a) confirmed delivery by a standard overnight carrier or when delivered by hand, or 
(b) the expiration of five business days after the day when mailed by certified or 
registered mail, postage prepaid, addressed at the following addresses (or at such 
other address as the parties hereto shall specify by like notice): 

(x) If to the Company, to: 

Chesapeake Utilities Corporation 
909 Silver Lake Boulevard 
Dover, Delaware 19904 
Attention: John R. Schimkaitis 

with a copy to: 

Covington & Burling 
1201 Pennsylvania Avenue, N.W. 
Post Office Box 7566 
Washington, D.C. 20044 
Attention: Ruth S. Epstein 

(y) 
Shareholder to the Company, which address initially appears below his 
signature. 

If to Shareholder, to the most recent address given by 

6 .  Miscellaneous. This Agreement and any term hereof may be 
changed, waived, discharged or terminated only by an instrument in writing, signed 
by the party against which enforcement of such change, waiver, discharge or 
termination is sought or by Shareholder and the Company. This Agreement shall be 
construed and enforced in accordance with and governed by the laws of the State of 
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Delaware. The section headings in this Agreement are for purposes of convenience 
only and shall not constitute a part hereof. 

IN WITNESS WHEREOF, the Company and Shareholder have caused 
this Agreement to be duly executed as of the date first above written. 

CHESAPEAKE UTILITIES CORPORATION 

kresident 

sER k\\v.l 
Earnest A. Allen, Jr. 

3126 Robinson Road 
Missouri Citv, TX 77459 

Address 



REGISTRATION RIGHTS AGREEMENT 

This Registration Rights Agreement (the "Agreement") is made and 
entered into as of May 29, 1998, by and between Chesapeake Utilities Corporation, a 
Delaware corporation (the "Company") and Patrick E. Armand ("Shareholder"). 

This Agreement is made as contemplated by that certain Agreement 
and Plan of Merger dated as of April 28, 1998, by and among the Company, CPK 
Sub-C, Inc., a Delaware corporation and wholly-owned subsidiary of the Company 
( T P K  Sub-C"), Xeron, Inc., a Mississippi corporation ("Xeron"), J. Phillip Keeter, 
Earnest A. Allen, Jr., and Patrick Armand (the "Merger Agreement"), which provides 
for the merger of CPK Sub-C with and into Xeron (the "Merger"). Whereas the 
securities to be delivered to Shareholder pursuant to the Merger Agreement are 
restricted securities, as defined in Rule 144 under the Securities Act of 1933, in 
order to induce Xeron and Shareholder to enter into the Merger Agreement, the 
Company has agreed to provide the registration rights set forth in this Agreement. 

For good and valuable consideration, the receipt and sufficiency of 
which is hereby acknowledged, the parties hereby agree as follows: 

1. Securities Subject to this Agreement. The securities entitled to 
the benefits of this Agreement are the shares of common stock, par value $.4867 per 
share, of the Company (the "Common Stock") issued to Shareholder in accordance 
with the terms of the Merger Agreement (the "Registrable Securities"). 

2. Re ais trat ion. 

(a) Within 60 days following the time at which results 
covering at least 30 days of post-Merger combined operations of the Company have 
been filed with the Securities and Exchange Commission (the Tommission''), sent to 
stockholders of the Company or otherwise publicly issued, the Company will, subject 
to the terms of this Agreement, and subject to the full cooperation of Shareholder, at 
its expense, file with the Commission a registration statement (the "Registration 
Statement") covering the sale by Shareholder of the Registrable Securities. The 
Company will use its reasonable best efforts to cause the Registration Stateiiieiit to 
become effective as promptly as practicable and to maintain the effectiveness of the 
Registration Statement for a period of three (3) years from the Effective Time, as 
that term is defined in the Merger Agreement, or such shorter time as may be 
required by Rule 144(k) under the Securities Act of 1933, as amended (the 
"Securities Act"), or any successor provision. The Company may postpone for a 
reasonable period of time, not to exceed 60 days, the filing or effectiveness of the 
Registration Statement, or the undertaking of any work by the Company with respect 
to the preparation of the Registration Statement, if the Board of Directors of the 



Company in good faith determines that such filing or registration would reasonably 
be expected to have a material adverse effect on any plan or proposal by the 
Company with respect to any financing, acquisition, recapitalization, reorganization 
or other material transaction. 

(b) Before filing with the Commission the Registration 
Statement or any amendments or supplements thereto, the Company will furnish to 
Shareholder for review copies of all documents proposed to be filed. 

(c) The Company shall furnish to Shareholder such number 
of copies of the Registration Statement and of each amendment and supplement 
thereto (in each case including all exhibits), such number of copies of the prospectus 
included in such Registration Statement (including each preliminary prospectus and 
summary prospectus), and such other documents as Shareholder may reasonably 
request in order to facilitate the disposition of the Registrable Securities by 
Shareholder. 

(d) The Company shall use its best efforts to register or 
qualify the Registrable Securities covered by the Registration Statement under such 
other securities or blue sky laws of such jurisdictions as Shareholder may reasonably 
request, provided that the Company shall not for any such purpose be required to 
qualify generally to do business as a foreign corporation in any jurisdiction where, 
but for the requirements of this Section 2(d), it would not be obligated to be so 
qualified, to subject itself to taxation in any such jurisdiction, or to consent to 
general service of process in any such jurisdiction (a general service of process 
would not include a consent on Form U-2 or its substantial equivalent). 

(e) The Company may require Shareholder to furnish the 
Company with such information regarding Shareholder and pertinent to the 
disclosure requirements relating to the registration and the distribution of the 
Registrable Securities as the Company may from time to time reasonably request. 

( f )  If Shareholder determines to distribute the Registrable 
Securities in an underwritten offering, all costs, fees, and disbursements of 
underwriters and all underwriting discounts, commissions and transfer taxes relating 
to such distribution will be the sole responsibility of Shareholder. 

(9) Shareholder agrees that upon notice froin the Company 
he will suspend from time to time all sales of the Registrable Securities for such 
period of time as is required to permit the Company to complete any future 
financing transaction involving an underwritten offering by the Company of its 
Common Stock. Shareholder will not be required to suspend sales of the Registrable 



Securities (pursuant to this Section 2(g)) for more than three months in any 12- 
month period. 

(11) Shareholder agrees that, upon receipt of any notice from 
the Company that the Company has become aware that the prospectus included in 
the Registration Statement, as then in effect, includes an untrue statement of a 
material fact or omits to state a material fact required to be stated therein or 
necessary to make the statements therein not misleading in the light of the 
circumstances then existing, Shareholder will forthwith discontinue disposition of 
Registrable Securities pursuant to the Registration Statement until Shareholder's 
receipt of copies of a properly supplemented or amended prospectus and, if so 
directed by the Company, Shareholder will deliver to the Company all copies, other 
than permanent file copies then in Shareholder's possession, of the prospectus 
covering Registrable Securities current at the time of receipt of such notice. The 
Company will diligently prepare an amended prospectus and deliver sufficient copies 
thereof to Shareholder. 

3. Indemnification. 

(a) Indemnification by the Company. The Coinpany will 
indemnify and hold harmless, to the extent permitted by law, Shareholder against 
any and all losses, claims, damages or liabilities, joint or several, to which 
Shareholder may become subject under the Securities Act or otherwise, insofar as 
such losses, claims, damages or liabilities (or actions or proceedings, whether 
commenced or threatened, in respect thereof) arise out of or are based upon any 
untrue statement or alleged untrue statement of any material fact contained in the 
Registration Statement, any preliminary prospectus, final prospectus or summary 
prospectus contained therein, or any amendment or supplement thereto, or any 
omission or alleged omission to state therein a material fact required to be stated 
therein or necessary to make the statements therein not misleading, and sub-ject to the 
provisions of Section 3(c), the Company will reimburse Shareholder for any legal or 
any other expenses reasonably incurred by it in connection with investigating or 
defending any such loss, claim, liability, action or proceeding; provided, however, 
that the Company shall not be liable to Shareholder in any such case to the extent 
that any such loss, claim, damage, liability (or action or proceeding in respect 
thereof) or expense arises out of or is based upon an untrue statement or alleged 
untrue statement or omission or alleged omission made in the Registration Statement, 
any such preliminary prospectus, final prospectus, summary prospectus, amendment 
or supplement thereto in reliance upon and in conformity with information furnished 
to the Company by Shareholder for use in the preparation thereof; and provided 
further that the Company shall not be liable under this Section 3(a) to Shareholder to 
the extent that any such loss, claim, damage, liability (or action or proceeding in 
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respect thereof) or expense arises out of Shareholder’s failure to send or give a copy 
of the final prospectus, as the same may be then supplemented or amended, to the 
person asserting an untrue statement or alleged untrue statement or omission or 
alleged omission at or prior to the written confirmation of the sale of Registrable 
Securities to such person if such statement or omission was corrected in such final 
prospectus. Such indemnity shall remain in full force and effect regardless of any 
investigation made by or on behalf of Shareholder and shall survive the transfer of 
such securities by Shareholder. 

(b) Indemnification bv Shareholder. Shareholder will 
indemnify and hold harmless (in the same manner and to the same extent as set forth 
in subdivision (a) of this Section 3) the Company, each director of the Company and 
each officer of the Company with respect to any statement or alleged stateinent in or 
omission or alleged omission from the Registration Statement, any preliminary 
prospectus, final prospectus or summary prospectus contained therein, or any 
amendment or supplement thereto, if such statement or alleged statement or omission 
or alleged omission was made in reliance upon and in conformity with information 
furnished to the Company by Shareholder for use in the preparation of the 
Registration Statement, preliminary prospectus, final prospectus, summary 
prospectus, amendment or supplement thereto. Such indemnity shall remain in full 
force and effect, regardless of any investigation made by or on behalf of the 
Company, any director of the Company or any officer of the Company and shall 
survive the transfer of such securities by Shareholder. 

(c) Notice of Claims, etc. Promptly after receipt by an 
indemnified party of notice of the commencement of any action or proceeding or 
threat of claim involving a claim referred to in the preceding subdivisions of this 
Section 3, such indemnified party will, if a claim in respect thereof is to be made 
against an indemnifying party, give written notice to the latter of the commencement 
of such action or threat of claim, provided that the failure of any indemnified party 
to give notice as provided herein shall not relieve the indemnifying part of its 
obligations under the preceding subdivisions of this Section 3, except to the extent 
that the indemnifLing party is prejudiced by such failure to give notice. In case any 
such action is brought against an indemnified party, unless and except to the extent 
that in the reasonable judgment of the indemnified party, based on advice of counsel, 
a conflict of interest between such indemnified and indemnifying parties exists in 
respect of such claim, the indemnifying party shall be entitled to participate in and to 
assume the defense thereof, jointly with any other indemnifying party similarly 
notified, to the extent that the indemnifying party may wish, with counsel reasonably 
satisfactory to such indemnified party, and after notice from the indemnifying party 
to such indemnified party of its election so to assume the defense thereof, the 
indemnifying party shall not be liable to such indemnified party for any legal or 
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other expenses subsequently incurred by the latter in connection with the defense 
thereof other than reasonable costs of investigation. No indemnified party shall 
consent to entry of any judgment or enter into any settlement of any such action the 
defense of which has been assumed by an indemnifying party without the consent of 
such indemnifying party. 

(d) Indemnification Payments. The indemnification required 
by this Section 3 shall be made by periodic payments of the amount thereof during 
the course of the investigation or defense, as and when bills are received or expense, 
loss, damage or liability is incurred subject to the receipt of such documentary 
support therefor as the indemnifying party may reasonably request. 

(e) Contribution. If the indemnification provided for in this 
Section 3 shall for any reason be unavailable to an indemnified party in respect of 
any loss, claim, damage or liability, or any action in respect thereof, referred to 
therein, then each indemnifying party shall, in lieu of indemnifying such indemnified 
party, contribute to the amount paid or payable by such indemnified party as a result 
of such loss, claim, damage or liability, or action in respect thereof, in such 
proportion as shall be appropriate to reflect the relative fault of the indemnifying 
party on the one hand and the indemnified party on the other with respect to the 
statements or omission which resulted in such loss, claim, damage or liability, or 
action in respect thereof, as well as any other relevant equitable considerations. The 
relative fault shall be determined by reference to whether the untrue or alleged 
untrue statement of a material fact or omission or alleged omission to state a 
material fact relates to information supplied by the indemnifying party on the one 
hand or the indemnified party on the other, the intent of the parties and their relative 
knowledge, access to information and opportunity to correct or prevent such 
statement or omission, but not by reference to an indemnified party’s stock 
ownership in the Company. The amount paid or payable by an indemnified party as 
a result of the loss, claim, damage or liability, or action in respect thereof, referred 
to above in this paragraph shall be deemed to include, for purposes of this 
paragraph, any legal or other expenses reasonably incurred by such indemnified 
party in connection with investigating or defending any such action or claim. No 
person guilty of fraudulent misrepresentation (within the meaning of Section 12(f) of 
the Securities Act) shall be entitled to contribution from any person who was not 
guilty of such fraudulent misrepresentation. 

4. Restriction on Transfer. 

(a) Shareholder covenants and agrees that in any calendar 
quarter lie will not offer to sell, sell or otherwise dispose of any amount of 



Registrable Securities in excess of one percent (1%) of the total number of shares of 
Common Stock then issued and outstanding. 

(b) Notwithstanding the provisions of Section 4(a) of this 
Agreement, in the event that a Shareholder becomes liable for a payment obligation 
under the indemnification provisions of the Merger Agreement, Shareholder may, at 
his option, sell or pledge in accordance with the Registration Statement as then in 
effect or pursuant to an applicable exemption from registration, such iiuinber of 
shares of the Registrable Securities sufficient to generate net funds in the amount of 
that payment obligation. 

5.  Notices. Any notices or other communications required or 
permitted hereunder shall be in writing and shall be deemed duly given upon 
(a) confirmed delivery by a standard overnight carrier or when delivered by hand, or 
(b) the expiration of five business days after the day when mailed by certified or 
registered mail, postage prepaid, addressed at the following addresses (or at such 
other address as the parties hereto shall specify by like notice): 

(x) If to the Company, to: 

Chesapeake Utilities Corporation 
909 Silver Lake Boulevard 
Dover, Delaware 19904 
Attention: John R. Schimkaitis 

with a copy to: 

Covington & Burling 
120 1 Pennsylvania Avenue, N.W. 
Post Office Box 7566 
Washington, D.C. 20044 
Attention: Ruth S. Epstein 

(y) 
Shareholder to the Company, which address initially appears below his 
signature. 

If to Shareholder, to the most recent address given by 

6 .  Miscellaneous. This Agreement and any term hereof iiiay be 
changed, waived, discharged or terminated only by an instrument in writing, signed 
by the party against which enforcement of such change, waiver, discharge or 
termination is sought or by Shareholder and the Company. This Agreement shall be 
construed and enforced in accordance with and governed by the laws of the State of 
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Delaware. The section headings in this Agreement are for purposes of convenience 
only and shall not constitute a part hereof. 

IN WITNESS WHEREOF, the Company and Shareholder have caused 
this Agreement to be duly executed as of the date first above written. 

CHESAPEAKE UTILITIES CORPORATION 

By: 

Pfesident 

SHAREHOLDER - 

9119 Devoncroft Address 
Houston, TX 77037 



EXHIBIT G * #  I 

As filed with the Securities and Exchange Commission on September 30, 1998 
Registration No.: &3-6475'f 

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 
(State or other jurisdiction of 
incorporation or organization) 

51-0064146 
(I.R.S. Employer 
Identification No.) 

909 Silver Lake Boulevard 
Dover, Delaware 19904 

(Address, including zip code, and telephone number, 
including area code, of Registrant's principal executive offices) 

(302) 734-6799 

Michael P. McMasters 
Vice President, Treasurer and 

Chief Financial Officer 
Chesapeake Utilities Corporation 

909 Silver Lake Boulevard 
Dover, Delaware, 19904 

(Name, address, including zip code, and telephone 
number, including area code, of agent for service) 

(302) 734-6799 

Approximate date of commencement of proposed sale to the public: Sales are expected to take place from time to 
time after this Registration Statement becomes effective. 

If the only securities being registered on this Form are being offered pursuant to dividend or interest reinvestment 
plans, please check the following 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 Securities Act of 1933, other than securities offered only in connection with dividend or 
interest reinvestment plans, check the following box. [XI 

If this Form is filed to register additional securities for an offering pursuant to Rule 462(b) under the Securities Act, 
please check the following 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 Securities Act registration statement number of the earlier effective registration statement 
for the same offering. [ ] - _ -  .. - 

If delivery of the prospectus is expected to be made pursuant to Rule 434, please check the following box. [ ] 



CALCULATION OF REGISTRATION FEE 

Proposed Proposed 
Title of each class maximum offering maximum 
of securities to be Amount to be price aggregate Amount of 

Common Stock, par 499,999 $17.84375 $8,921,857 $2,703.59 
value $.4867 per 
share 

reaistered resistered per share (') offerina mice (') resistration fee 

(') Estimated solely for the purpose of calculating the registration fee pursuant to Rule 457(c) based on 
the average of the high and low prices as reported by the New York Stock Exchange for September 28, 
1998. 

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 this Registration Statement shall become effective on such date as the Securities and 
Exchange Commission, acting pursuant to said section 8(a), may determine. 
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PROSPECTUS 

CHESAPEAKE UTILITIES CORPORATION 

499,999 Shares of Common Stock 
(par value $.4867 per share) 

This Prospectus relates to 499,999 presently outstanding shares (the “Shares”) of Common Stock, 
par value $.4867 per share (the “Common Stock”), of Chesapeake Utilities Corporation, a Delaware 
corporation (the “Corporation” or “Registrant”), which may be offered from time to time by shareholders of the 
Corporation (the “Selling Shareholders” and each individually, a “Selling Shareholder”) as stated berein unds-: 
the heading “Sellinq c hareholders”. 

The distribution of the Shares by the Selling Shareholders may be effected in one or more 
transactions through one or more of the securities exchanges, or in the over-the-counter market, in 
negotiated transactions or otherwise at market prices and on terms then prevailing or at prices related to the 
then current market price or at negotiated prices. The Corporation will not receive any of the proceeds from 
the sale of the Shares. 

The Common Stock of Chesapeake Utilities Corporation is listed on the New York Stock Exchange 
(“NYSE”) under the symbol “CPK“. On September 28, 1998, the last trade on the NYSE for shares of the 
Corporation’s Common Stock was consummated at a price of $17.9375. 

No dealer, salesman or other person is authorized to give any information or to make any 
representation in connection with the shares of Common Stock offered by this Prospectus other than those 
contained or incorporated by reference herein and, if given or made, any such information or representation 
must not be relied upon as t-: .ling been authorized by Chesapeake U:ilities Corporation or the Selling 
Shareholders. This Prospectus Joes not constitute an offer to sell or a solicitation of an offer to buy any 
securities other than those to which it relates, or an offer to sell or a solicitation of an offer to buy securities by 
or to any person in any jurisdiction in which it would be unlawful to make such offer or solicitation. Neither the 
delivet-; of this Prospectus nor any sale made hereunder shall, under any circumstances, create any 
implication that there has been no change in the affairs of Chesapeake Utilities Corporation since the date 
hereof. 

THESE SECURITIES HAVE NOT BEEN APPROVED OR DISAPPROVED 
BY THE SECURITIES AND EXCHANGE COMMISSION OR ANY 

STATE SECURITIES COMMISSION NOR HAS THE SECURITIES AND 
EXCHANGE COMMISSION OR ANY STATE SECURITIES COMMISSION 

PASSED UPON THE ACCURACY OR ADEQUACY OF THIS PROSPECTUS. 
ANY REPRESENTATION TO THE CONTRARY IS A CRIMINAL OFFENSE. 

The date of this Prospectus is September 30, 1998. 
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Available Information 

Chesapeake Utilities Corporation is subject to the informational requirements of the Securities 
Exchange Act of 1934, as amended (the “Exchange Act”) and, in accordance therewith, files reports and 
other information with the Securities and Exchange Commission (the “Commission”). Such reports, proxy 
statements and other information concerning the Corporation may be inspected and copied at the 
Commission’s office at Room 1024, Judiciary Plaza, 450 Fifth Street, N.W., Washington, D.C. and the 
Commission’s Regional Offices in New York (13th Floor, Suite 1300, Seven World Trade Center, New York, 
New York) and Chicago (14th Floor, Suite 1400, 500 West Madison Street, Chicago, Illinois). Copies of this 
material also may be obtained from the Public Reference Section of the Commission at Judiciary Plaza, 450 
Fifth Street, N.W., Washington, D.C. 20549 at prescribed rates. The Commission also maintains a web site 
(http://www.sec.gov) that contains reports, proxy materials and other information concerning the Corporation. 
Common Stock of the Corporation is listed on the New York Stock Exchange and reports, proxy material and 
other information concerning the Corporation also may be inspected at the offices of the NYSE, Room 401, 
20 Broad Street, New York, New York 10005. 

The Corporation has filed a registration statement (the “Registration Statement”) with the 
Commission under the Securities Act of 1933 relating to the shares of Common Stock offered for sale 
hereby. This Prospectus has been filed as a part of the Registration Statement and does not contain all 
information set forth in the Registration Statement and the exhibits thereto, and reference is hereby made to 
such Registration Statement and exhibits for further information relating to the Corporation and the Shares. 
The Registration Statement and the exhibits thereto may be inspected and copied, and copies may be 
obtained at prescribed rates, in the manner set forth above. 

Incorporation of Certain Documents By Reference 

The following documents, heretofore filed by the Corporation with the Commission pursuant to the 
Exchange Act, are incorporated by reference in this Prospectus and shall be deemed to be a part hereof: 

(a) The Corporation’s Annual Report on Form 1 O-K for the year ended December 31,1997; 

(b) The Corporation’s Quarterly Reports on Form 10-Q for the quarters ending March 31, 1998 
and June 30,1998; 

(c) The Corporation’s Current Reports on Form 8-K dated April 29, 1998, June 11, 1998 and 
September 1, 1998; and 

(d) The description of Common Stock contained in the Corporation’s Registration Statement on 
Form 8-A filed pursuant to Section 12(g) of the Exchange Act, including any amendment or 
reports filed for the purpose of updating such description, and further described in the 
section “Description of Common Stock. 

All reports and other documents filed pursuant to Sections 13(a), 13(c), 14 or 15(d) of the Exchange 
Act subsequent to the date of this Prospectus and prior to the termination of the offering of the Common 
Stock offered hereby shall be deemed to be incorporated by reference into this Prospectus and to be made a 
part hereof from their respective dates of filing. Any statement contained in an incorporated document shall 
be deemed to be modified or superseded for purposes of this Prospectus to the extent that a statement 
contained herein or in any other subsequently filed incorporated document or in any accompanying 
supplement to this Prospectus modifies or supersedes such statement. Any such statement so modified or 
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superseded shall not be deemed, except as so modified or superseded, to constitute a part of this 
Prospectus. 

- Name 

Earnest A. Allen, Jr. 'I) 

Jay Phillip Keeter " I  
Patrick E. Armand 
Dashiell J. Shannahan (') 
Joyce C. Shannahan (') 

Any person to whom a copy of this Prospectus is delivered may obtain without charge, upon 
the written or oral request of such person, a copy of any of the documents incorporated by reference 
herein, except for the exhibits to such documents. Requests for copies of such documents should 
be directed to Off ice of the Secretary, Chesapeake Utilities Corporation, 909 Silver Lake Boulevard, 
Dover, Delaware 19904, Telephone (302) 734-6799. 

Total Shares Shares That Shares That May Be 
Presentlv Owned Mav Be Sold Owned After Offering 

225,607 225,607 ----- 
225,607 225,607 ---I- 

23,785 23,785 ----- 
12,745 12,745 ---*- 

12,255 12,255 ----- 

The Corporation 

Chesapeake Utilities Corporation, a Delaware corporation, is a diversified utility company engaged in 
natural gas distribution and transmission, propane distribution and marketing, and advanced information 
services. 

The Corporation's three natural gas divisions serve residential, commercial and industrial customers 
in central and southern Delaware, Maryland's Eastern Shore and Central Florida. The natural gas 
transmission subsidiary operates an interstate pipeline that transports gas from various points in 
Pennsylvania and northern Delaware to the Corporation's Delaware and Maryland distribution divisions, as 
well as to other utilities and industrial customers in Delaware and Maryland's Eastern Shore. The 
Corporation's propane segment distributes propane to customers in central and southern Delaware and the 
Eastern Shore of Maryland and Virginia and markets propane to large wholesale customers in the 
southeastern United States. The advanced information services segment provides consulting, programming 
and training services to a variety of clients. 

The principal executive offices of the Corporation are located at 909 Silver Lake Boulevard, Dover, 
Delaware 19904, (telephone number 302-734-6799). 

Selling Shareholders 

The Selling Shareholders are listed in the table below. The table sets forth information as of 
September 30, 1998. 

('I The Shares were acquired by the Selling Shareholders on May 29, 1998 as a result of the merger of 
Xeron, Inc. ("Xeron") and CPK Sub-C, Inc., a wholly-owned subsidiary of the Corporation, pursuant 
to an agreement and plan of merger. The Selling Shareholders were officers and the sole 
shareholders of Xeron prior to the merger. All of the Selling Shareholders are presently employed by 
Xeron, pursuant to employment contracts. Mr. Allen is employed as Assistant to the President and 
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Mr. Keeter is employed as Energy Advisor, both pursuant to two-year employment contracts. Mr. 
Armand is employed as Chief Financial Officer, pursuant to a three-year employment contract. As of 
the commencement date of this offering, Mr. Allen, Mr. Keeter and Mr. Armand hold approximately 
4.4%, 4.4%, and .5%, respectively, of the issued and outstanding Common Stock of the Corporation. 

The Shares were acquired by the Selling Shareholders on March 31, 1998 as a result of the merger 
of Sam Shannahan Well Co., Inc. (“SSWC”) and CPK Sub-B, Inc., a wholly-owned subsidiary of the 
Corporation, pursuant to an agreement and plan of merger. The Selling Shareholders were officers 
and the sole shareholders of SSWC prior to the merger. Mr. Shannahan is employed as President of 
SSWC, pursuant to a five-year employment contract. Ms. Shannahan selves as a consultant to the 
Corporation, pursuant to a five-year consulting contract. As of the commencement date of this 
offering, Mr. and Ms. Shannahan hold approximately .3% and .2%, respectively, of the issued and 
outstanding Common Stock of the Corporation. 

(*) 

Plan of Distribution 

The Shares may be offered and sold from time to time by the Selling Shareholders, or by pledgees, 
donees, transferees or other successors in interest. Such offers and sales may be effected by the Selling 
Shareholders from time to time in one or more types of transactions on one or more securities exchanges or 
in the over-the-counter market, in negotiated transactions or otherwise at market prices and on terms then 
prevailing or at prices related to the then-current market price, or at negotiated prices. Such transactions may 
or may not involve brokers or dealers. The Shares may be sold by one or more of the following: (a) a block 
trade in which a broker or dealer so engaged will attempt to sell the Shares as agent but may position and 
resell a portion of the block as principal to facilitate the transaction; (b) purchases by a broker or dealer as 
principal and resale by such broker or dealer for its account; (c) an exchange distribution in accordance with 
the rules of such exchange; (d) ordinary brokerage transactions and transactions in which the broker solicits 
purchasers; and (e) a combination of any such methods of sale. In effecting sales, brokers or dealers 
engaged by the Selling Shareholders may arrange for other brokers or dealers to participate. Brokers or 
dealers may receive commissions or discounts from the Selling Shareholders or from purchasers in amounts 
to be negotiated immediately prior to the sale. The Selling Shareholders and any brokers or dealers that act 
in connection with the sale of the Shares and any other participating brokers or dealers may be deemed to be 
“underwriters” within the meaning of the Securities Act in connection with such sales, and any commissions 
received by such brokers or dealers and any profit on the resale of the Shares sold by them while acting as 
principals might be deemed to be underwriting discounts or commissions under the Securities Act. 

In addition, any securities covered by this Prospectus which qualify for sale pursuant to Rule 144 
promulgated under the Securities Act (“Rule 144”) may be sold under Rule 144 rather than pursuant to this 
Prospectus. 

The Company and Messrs. Allen, Keeter and Armand have entered into agreements concerning 
indemnification and the provision of information in connection with the sale of the Shares. 

Each of the Selling Shareholders has agreed that in any calendar quarter, he will not offer to sell, or 
otherwise dispose of any amount of the Shares in excess of one percent (1%) of the total outstanding 
common stock of the Corporation then issued and outstanding. 

The Shares will be sold by the Selling Shareholders for their own accounts. The Corporation will not 
receive any of the proceeds from the sale of the Shares. All costs, expenses and fees in connection with the 
registration of the Shares offered hereby will be borne by the Corporation. Brokerage commissions and 
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similar selling expenses, if any, attributable to the sale of the Shares will be borne by the Selling 
Shareholders. 

The Corporation has agreed with the Selling Shareholders to maintain the effectiveness of the 
Registration Statement (of which this Prospectus is a part) for three years from May 29, 1998, or such shorter 
time as may be required by Rule 144(k) under the Securities Act of 1933, as amended, or any successor 
provision. 

The Selling Shareholders have indicated that they wish to be in a position to sell the number of 
Shares indicated above. The number of shares that may actually be sold by the Selling Shareholders will be 
determined from time to time by each Selling Shareholder, and will depend on a number of facts, including 
the price of the Corporation’s Common Stock and the Selling Shareholder’s respective personal financial 
circumstances from time to time. There is no assurance that any of the Selling Shareholders will offer for sale 
or sell any or all of his respective portion of the Shares. 

Description of Common Stock 

The Corporation’s authorized capital stock consists of 12,000,000 shares of Common Stock, par 
value $.4867 per share, and 2,000,000 shares of preferred stock, par value $0.01 per share, further 
described below. As of September 30, 1998, 5,076,939 shares of common stock were issued and 
outstanding. No shares of preferred stock are issued and outstanding. 

The holders of shares of Common Stock are entitled to one vote for each share held of record on all 
matters submitted to a vote of stockholders and are entitled to receive dividends when and as declared by 
the Board of Directors out of funds legally available therefor for distribution to the holders of Common Stock 
and to share ratably in the assets legally available for distribution to the holders of Commc I Stock in the 
event of the liquidation or dissolution, whether voluntary or involuntary, of the Corporation. Holders of 
Common Stock do not have cumulative voting rights in the election of directors and have no preemptive, 
subscription or conversion rights. The Common Stock is not subject to redemption by the Corporation. 

The preferred stock may be issued by the Corporation from time to time, by authorization of the 
Board of Directors and without the necessity of further action or authorization by the Corporation’s 
stockholders, in one or more series and with such voting powers, designations, preferences and relative, 
participating, optional or other special rights and qualifications as the Board may, in its discretion, determine, 
including, but not limited to (a) the distinctive designation 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 any, 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 exchanged for shares of stock of any other class or any other series of the same class or 
any other securities or assets; (e) the right, if any, of the Corporation to redeem shares of such series and the 
terms and conditions of such redemption; (f) the retirement or sinking fund provisions, if any, of shares of 
such series and the terms and provisions relative to the operation thereof; (9) the amount, if ar’.;, which the 
holders of the shares of such series shall be entitled to receive in case of a liquidation, dissolutic ’-. or winding 
up of the Corporation; (h) the limitations and restrictions, if any, upon the payment of dividends or the making 
of other distributions on, and upon the purchase, redemption, or other acquisition by the Corporation of, the 
Corporation’s Common Stock; and (i) the conditions or restrictions, if any, upon the creation of indebtedness 
or upon the issuance of any additional stock of the Corporation. 

Under the Corporation’s Certificate of Incorporation, the affirmative vote of not less than 75% of the 
total voting power of all outstanding shares of its capital stock is required to approve a merger or 
consolidation of the Corporation with, or the sale of substantially all of its assets or business to, any other 
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corporation (other than a corporation 50% or more of the Common Stock of which is owned by the 
Corporation), if such corporation or its affiliates singly or in the aggregate own or control directly or indirectly 
5% or more of the outstanding shares of Common Stock, unless the transaction is approved by the Board of 
Directors of the Corporation prior to the acquisition by such corporation or its affiliates of ownership or control 
of 5% or more of the outstanding shares of Common Stock. In addition, the Corporation’s Certificate of 
Incorporation provides for a classified Board of Directors under which one-third of the members are elected 
annually for three-year terms. The supermajority voting requirement for certain mergers and consolidations 
and the classified Board of Directors may have the effect of delaying, deferring or preventing a change in 
control of the Corporation. 

The transfer agent and registrar of the Common Stock is BankBoston N.A., c/o Boston EquiServe 
L.P., P.O. Box 8040, Boston, MA 02266. 

Legal Opinion 

The validity of the Shares of Common Stock offered hereby has been passed upon for the 
Corporation by Covington &. Burling, Washington, D.C. 

Experts 

The consolidated financial statements of the Corporation as of December 31 , 1997 and 1996 and for 
the years ended December 31, 1997, 1996 and 1995 incorporated by reference in this Registration 
Statement have been incorporated herein in reliance on the report of PricewaterhouseCoopers LLP, 
independent accountants, given on the authority of that firm as experts in accounting and auditing. 
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PART II 

INFORMATION NOT REQUIRED IN THE PROSPECTUS 

Item 14. Other Expenses of Issuance and Distribution 

The estimated expenses of the Corporation in connection with the issuance and distribution of the 
Shares being registered hereunder are as follows. All such expenses will be borne by the Corporation. 

Registration fee ........................................................................................................................... $ 2,704 
Accounting fees and expenses .................................................................................................. $ 5,000’ 
Legal fees and expenses ............................................................................................................ $ 5,000’ 
Miscelbeous ........................................................................................................................... !§ 3,600 

Total ................................................................................................................. $-W- 
* Estimates. 

Item 15. Indemnification of Directors and Officers 

Under the Corporation’s Bylaws, each person who was or is made a party or is threatened to be 
made a party to any action, suit or proceeding by reason of the fact he is or was a director or officer of the 
Corporation is entitled to indemnification by the Corporation to the fullest extent permitted by the Delaware 
General Corporation Law against all expense, liability and loss (including attorneys’ fees, judgments, fines or 
penalties and amounts paid in settlement) reasonably incurred or suffered by such person in connection 
therewith, including liabilities arising under the Securities Act of 1933, as amended. These indemnification 
rights include the right to be paid by the Corporation the expenses incurred in defending any action, suit or 
proceeding in advance of its final disposition, subject to the receipt by th.3 Corporation of an undertaking by or 
on behalf of such person to repay all amounts so advanced if it is ultirrately determined that he is not entitled 
to be indemnified. These indemnification rights under the Bylaws are not exclusive of any other 
indemnification right which any person may have or acquire. 

Section 145 of the Delaware General Corporation Law permits indemnification of a director, officer, 
employee or agent of a corporation who acted in good faith in a manner he reasonably believed to be in or 
not opposed to the best interests of the corporation and, with respect to any criminal action or proceeding, 
had no reasonable cause to believe his conduct was unlawful. In all proceedings other than those by or in the 
right of the corporation, this indemnification covers expenses (including attorneys’ fees), judgments, fines and 
amounts paid in settlement actually and reasonably incurred by the indemnified person. In actions brought by 
or in the right of the corporation (such as derivative actions), Section 145 provides for indemnification against 
expenses only and, unless a court determines otherwise, only in respect of a claim as to which the person is 
not judged liable to the corporation. 

T+e Corporation has in effect liability insurance policies covering certain claims against any director 
or officer of the Corporation by reason of certain breaches of duty, neglect, error, misstatement, omission or 
other act committed by such person in his capacity as director or officer. 

Article Eleven of the Corporation’s Certificate of Incorporation provides that a director of the 
Corporation shall not be personally liable to the Corporation or its stockholders for monetary damages for 
breach of fiduciary duty as a director, except for liability (i) for breach of the director‘s duty of loyalty to the 
Corporation or its stockholders, (ii) for acts or omissions not in good faith or which involve intentional 
misconduct or knowing violation of law, (iii) under Section 174 of the Delaware General Corporation Law, or 
(iv) for any transaction from which the director derived any improper personal benefit. 

- 9 -  



Insofar as indemnification for liabilities arising under the Securities Act of 1933 may be permitted to 
directors, officers or persons controlling the Corporation pursuant to the foregoing provisions, the Corporation 
has been informed that in the opinion of the Securities and Exchange Commission such indemnification is 
against public policy as expressed in the Act and is therefore unenforceable. 

Item 16. Exhibits 

Exhibit No. Description of Exhibit 

5 Opinion of Covington & Burling regarding legality of the securities being offered 

23.1 Consent of Covington & Burling (included in Exhibit No. 5) 

23.2 Consent of PricewaterhouseCoopers LLP 

Item 17. Undertakings 

The undersigned Registrant hereby undertakes: 

(1) 
amendment to this Registration Statement; 

to file, during any period in which offers or sales are being made, a post-effective 

(i) to include any prospectus required by Section 1 O(a)(3) of the Securities Act of 1933; 

(ii) 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) 
(Section 230.424(b) of this chapter) if, in the aggregate, the changes in volume and 
price represent no more than a 20% change in the maximum aggregate offering 
price set forth in the "Calculation of Registration Fee" table in the effective 
registration statement; and 

(iii) 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; 

provided, however, that paragraphs (l)(i) and (l)(ii) do not apply if the Registration Statement is on Form S-3 
or Form S-8, and the information required to be included in a post-effective amendment by those paragraphs 
is contained in periodic reports filed by the Registrant pursuant to Section 13 or Section 15(d) of the 
Securities Exchange Act of 1934 that are incorporated by reference in the Registration Statement; 

(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; and 
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(3) 
being registered which remain unsold at the termination of the offering. 

to remove from registration by means of a post-effective amendment any of the securities 

The undersigned Registrant hereby undertakes that, for purposes of determining any liability under 
the Securities Act of 1933, each filing of the Registrant's annual report pursuant to Section 13(a) or Section 
15(d) of the Securities Exchange Act of 1934 that is incorporated by reference in this 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 of 1933 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 of 1933 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 Act and will be governed by the 
final adjudication of such issue. 
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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 meets 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 undersigned, thereunto duly authorized, 
in the City of Dover, State of Delaware, on the 30Ih day of September, 1998. 

CHESAPEAKE UTILITIES CORPORATION 

B y  /s/ RALPH J. ADKINS 
Ralph J. Adkins 
Chairman of the Board and 

Chief Executive Officer 
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Pursuant to the requirements of the Securities Act of 1933, this Registration Statement has been 
signed below by the following persons in the capacities and on the dates indicated. 

Sianature - Title - Date 

Is/ RALPH J. ADKINS Chairman of the Board September 30,1998 
Ralph J. Adkins (Principal Executive Officer) 

Is/ JOHN R. SCHIMKAITIS President (Principal Operating September 30, 1998 
John R. Schimkaitis Officer) 

/s/ MICHAEL P. MCMASTERS 
Michael P. McMasters 

Vice President and Treasurer 
(Principal Financial Officer and 
Principal Accounting Officer) 

September 30. 1998 

/s/ RICHARD BERNSTEIN Director 
Richard Bernstein 

Is/ WALTER J. COLEMAN Director 
Walter J. Coleman 

/s/ JOHN W. JARDINE, JR. 
John W. Jardine, Jr. 

Director 

Director 
Rudolph M. Peins, Jr. 

Is/ ROBERT F. RIDER Director 
Robert F. Rider 

Is/ JEREMIAH P. SHEA Director 
Jeremiah P. Shea 

/S/ WILLIAM G. WARDEN. 111 
William G. Warden, Ill 

Director 

September 30, 1998 

September 30.1998 

September 30, 1998 

September , 1998 

September 30, 1998 

September 30,1998 

SeDtember 30.1998 
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OPINION OF COVINGTON 13 BURLING 

September 30, 1998 

Chesapeake Utilities Corporation 
909 Silver Lake Boulevard 
Dover, DE 19904 

Gentlemen: 

This opinion is being furnished to you in connection with the Registration Statement on Form S-3 (the 
“Registration Statement”) to be filed with the Securities and Exchange Commission (the “Commission”) 
under the Securities Act of 1933, as amended, on the date hereof, by Chesapeake Utilities Corporation 
(the “Corporation”), with respect to the resale of up to 499,999 shares of Common Stock par value $.4867 
per share (the “Shares”) of the Corporation by certain shareholders. 

We have acted as counsel to the Corporation in connection with the preparation of the Registration 
Statement, and have examined signed copies of the Registration Statement. We have also examined and 
relied upon copies of minutes of meetings of the Board of Directors of the Corporation relating to the 
authorization of the shares. 

We also have examined originals or copies, certified or otherwise identified to our satisfaction, of such 
other documents, and have made such other investigations, as we have deemed necessary to form a 
basis for the opinion hereinafter expressed. In making such examination, we have assumed the 
genuineness of all signatures, the legal capacity of all natural persons, the authenticity of all documents 
submitted to us as originals, and the conformity to original documents of documents submitted to us as 
copies. As to all matters of fact relevant to our opinion, we have relied exclusively, without independent 
investigation or verification, upon the foregoing documents and on the certificates of public officials and 
officials of the Corporation. 

Based upon the foregoing, we are of the opinion that the Shares have been duly authorized and are 
validly issued, fully paid and nonassessable. 

We hereby consent to the filing of this opinion as part of the Registration Statement and to the use of our 
name therein and in the related prospectus under the caption “Legal Opinion”. 

It is understood that this opinion is to be used only in connection with the offer and sale of the Shares as 
described in the Registration Statement and only while the Registration Statement is in effect. 

Very truly yours, 

COVINGTON & BURLING 



CONSENT OF INDEPENDENT ACCOUNTANTS 

We consent to the incorporation by reference in this Registration Statement on Form S-3 of our report, dated 
February 12, 1998, on our audits of the consolidated financial statements and financial statement schedule of 
Chesapeake Utilities Corporation, as of December 31,1997 and 1996 and for the years ended December 31 , 
1997,1996, and 1995. 

We also consent to the reference to our firm under the caption "Experts" in the Registration Statement. 

PRICEWATERHOUSECOOPERS, LLP 

Baltimore, Maryland 
September 30,1998 
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I J T I L I ’ ~ I E ~  CHESj,PEAKE C O R P O P A T I O N  

April 29, 1998 

Mr. Bruce H. Burcat 
Executive Director 
Delaware Public Service Commission 
861 Silver Lake Boulevard 
Suite 100 
Dover, DE 19904 

Re: Chesapeake Utilities Corporation (“Chesapeake”) 
Application for Approval to Issue Common Stock 

Dear Mr. Burcat: 

Please find enclosed an original and nine copies of the above mentioned 
application for approval of the issuance of 475,000 shares of Chesapeake 
Utilities Corporation common stock for the purpose of acquiring all of the 
outstanding common stock of Xeron, Inc. 

If you have any questions with respect to the above, please do not hesitate 
to call me at (302) 734-6798. 

Sincerely, 

Michael P. McMasters 
Vice President, Treasurer & CFO 

cc: William A. Denman 

Chesapeake Utilities Corporation 
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BEFORE THE PUBLIC SERVICE COMMISSION 

OF THE STATE OF DELAWARE 

* P.S.C. Docket No. 

* 
HESAPEAKE UTILITIES CORPORATION 
OR APPROVAL OF THE ISSUANCE OF 

* APPLICATION 
P 
COMMON STOCK 

Chesapeake Utilities Corporation (hereinafter sometimes called “Chesapeake”) 
l 
(ursuant to 26 Del. L section 215, makes the following application for approval by the 

Fommission of the issuance of 475,000 shares of Chesapeake common stock. 

Chesapeake is a Delaware public utility with its principal place of business 

t c a t e d  at 909 Silver Lake Boulevard, Dover, Delaware 19904. All communications should 

&e addressed to Chesapeake at the foregoing address, attention: Michael P. McMasters, 

ice President, Treasurer and Chief Financial Officer, or Beth W. Cooper, Assistant 1: reasurer. 

1 

1. 

2. Counsel for the applicant is William A. Denman, 414 South State Street, P.O. 

ox 497, Dover, Delaware 19903. Correspondence and other communications concerning 

this application should be directed to counsel at the foregoing address. 

I 3. Chesapeake is a corporation incorporated under the laws of the State of 

pelaware. The voting stock of Chesapeake is publicly owned. Shares of common stock, 

4,569,576 of which were outstanding as of March 31, 1998, are the only voting securities 

of Chesapeake. Each share is entitled to one vote. 

4. 

I 
Xeron, lnc. is a privately-owned natural gas liquids trading company 

eadquartered in Houston, Texas. Xeron markets natural gas liquids, primarily propane, 



to a number of major and large independent oil and petrochemical companies, wholesale 

natural gas liquids resellers and southeastern retail propane companies. Subject to the 

terms and conditions set forth therein, by agreement and plan of merger, Chesapeake, 

through a subsidiary of Chesapeake formed for the purpose of effecting said transaction, 

CPK Sub-C, has agreed to purchase all of the outstanding common stock of Xeron, Inc. 

A true and correct copy of the Agreement and Plan of Merger (the “Merger Agreement”) 

is attached hereto as Exhibit “A” and incorporated herein by reference. 

5. Subject to the terms and conditions set forth in the Merger Agreement, 

Chesapeake proposes to issue to the shareholders of Xeron, Inc. 475,000 shares of 

Chesapeake common stock. Contemporaneously with the purchase of the stock of Xeron, 

Inc. by Chesapeake’s subsidiary, CPK Sub-C, CPK Sub-C and Xeron, Inc. intend to 

merge, with Xeron, Inc. being the surviving entity. 

6. The shares of Chesapeake common stock to be issued pursuant to the 

Merger Agreement will be issued as restricted securities, as defined in Rule 144 under 

the Securities Act of 1933. Pursuant to the Merger Agreement, Chesapeake has agreed 

to provide certain registration rights for these shares. A draft of the Registration Rights 

Agreement, setting forth the terms and conditions of these registration rights, is attached 

hereto as Exhibit “B“. The Registration Rights Agreement will be consummated at the time 

of closing. 

7. The issuance of Chesapeake’s stock for the outstanding common stock of 

Xeron, Inc. is advantageous as it is a vertical integration of Chesapeake’s existing 

propane distribution operations into the trading aspect of the business. Xeron has 

substantial propane supply and risk management expertise and benefits from many long- 



term customer relationships. Chesapeake will benefit from improved supply capabilities, 

increased purchasing power and expanded marketing opportunities. The two principal 

shareholders have signed employment agreements and will provide their insight and 

expertise on an as-needed basis. The other key employees will be signing employment 

agreements, including the President who oversees the daily operations of Xeron. 

8. The reason for the selection of the type and amount of proposed new 

securities is to provide for a tax free exchange for the shareholders of Xeron, Inc. and to 

be able to account for the acquisition under the pooling of interests method of accounting. 

The Board of Directors of Chesapeake approved the aforesaid issuance of 9. 

common stock on the 27th day of February, 1998. 

10. A copy of the opinion of counsel for Chesapeake with respect to the legality 

of the proposed issuance of common stock is attached hereto as Exhibit “C”. 

11. Attached hereto as Exhibit ‘ID” and incorporated herein by reference is a 

schedule setting forth Chesapeake’s balance sheet and income statement for the twelve 

months ended December 31, 1997 both before and after the issuance of the common 

stock. 

12. Attached hereto as Exhibit “E” is a copy of Chesapeake’s annual report on 

Form 10-K for the calendar year ending December 31 , 1997. Attached hereto as Exhibit 

“F“ is Chesapeake’s most recent quarterly report on Form IO-Q. Both 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 - Capitalization ratios, actual and pro forma, as of 

December 31 , 1997. 



~ 

B. Schedule No. 2 - 

C. Schedule No. 3 - 

C. .esapeake represents 

Rate of retum, actual, pro forma and annualized 

for the twelve months ended December 31, 

1997. 

Fixed charge coverage ratios, historical and 

annualized, for the twelve months ended 

December 31 , 1997. 

at the proposed issuance of common stock is in 

accordance with law, for a proper purpose, and consistent with the public interest. 

WHEREFORE, Chesapeake prays as follows: 

A. That the Commission file this application and make such investigation and 

hold such hearings in the matter as it deems necessary; 

B. That the Commission approve the proposed issuance of common stock by 

Chesapeake as described herein. 

CHESAPEAKE UTI LIT1 ES CORPORATION 

By: \e \kkJ.lAn 

Michael P. McMasters 
Vice President, Treasurer & CFO 

SCHMllTlNGER & RODRIGUEZ, P.A. 

By: 
WILLIAM A. DENMAN, ESQUIRE 
P.O. Box497 
Dover, DE 19903 

DATED: April 29, 1998. 



ss. * 
BOUNTY OF KENT * 

BE IT REMEMBERED that on this 29th day of April, A.D., 1998, personally 
I 
Eppeared before me, a Notary Public for the State of Delaware, MICHAEL P. 

cMASTERS, who being by me duly sworn, did depose and say that he is the Vice 

President, Treasurer & CFO of Chesapeake Utilities Corporation, a Delaware corporation, 

(ind that insofar as the Application of Chesapeake Utilities Corporation states facts and 

b s o f a r  as those facts are within his personal knowledge, they are true; and insofar as 

ose facts are not within his personal knowledge, he believes them to be true; and that t e exhibits accompanying this Application and attached hereto are true and correct copies 

B f  the originals of the aforesaid exhibits; and that he has executed this Application on 

ehalf of the Company and pursuant to the authorization of its Board of Directors. 

MICHAEL P. McMASTERS 
Vice President, Treasurer & CFO I 

BWORN TO AND SUBSCRIBED before me that day and year first above written. 

\ 1 ) .  &if? s 
NOTARY PUBLIC 

k y  Commission Expires: October 21, 2001 

I 
I 
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Item 5. Other Events 

Chesapeake Utilities Corporation ("Chesapeake") has agreed 
o purchase all of the outstanding shares of Xeron, Inc. 
("Xeron"), a privately held natural gas liquids trading company 
eadquartered in Houston, Texas. In the transaction, the Xeron 
hareholders will receive 475,000 shares of Chesapeake common stock 
for all the outstanding common stock of Xeron. After the purchase 
of Xeron's stock, the total number of Chesapeake outstanding shares 

1, 
E 
@ ill be approximately 5,064,000. 
The transaction, which is subject to regulatory and other 

lose by May 31, 1998. Attached herein as Exhibits I and 11, B espectively, are copies of the executed Agreement and Plan of 
required approvals and other conditions of closing, is expected to 

Merger and the press release relating thereto. 



SIGNATURES 
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Pursuant to the requirement of the Securities Exchange Act of 
1934, the Registrant has duly caused this Report to be signed on 
ts behalf by the undersigned hereunto duly authorized. 

CHESAPEAKE UTILITIES CORPORATION 

y: /s/ RALPH J. ADKINS ---_---_---_------- 
Ralph J. Adkins 
Chairman of the Board and 
Chief Executive Officer 8 

Dated: April 29, 1998 

xhibit I. 

AGREEMENT AND PLAN OF MERGER F 
HIS AGREEMENT AND PLAN OF MERGER (the "Agreement") E s made and entered into as of April 28, 1998, by and among 

Chesapeake Utilities Corporation, a Delaware corporation 
("Chesapeake"), CPK Sub-C, Inc., a Delaware corporation and a 
holly owned subsidiary of Chesapeake ("CPK-Sub-C"), Xeron, 

k c  ., a Mississippi corporation ("Xeron"), J. Phillip Keeter, 
Earnest A. Allen, Jr. and Patrick E. Armand, residents of 
Texas (each individually a "Shareholder," together, the 
"Shareholders," and with Xeron collectively, the "Sellers"). I 

ARTICLE I 
THE MERGER 

SECTION 1.1 THE MERGER. Upon the terms and subject 
o the conditions hereof, as promptly as practicable following . 
he satisfaction or waiver of the conditions set forth in 
rticle VI11 hereof, but in no event later than two business 
days thereafter, unless the parties hereto shall otherwise 
gree, articles of merger (the "Articles of Merger") and a D ertificate of merger (the "Certificate of Merger") providing 
for the merger of CPK-Sub-C with and into Xeron (the "Merger") 
shall be duly prepared, executed and filed by Xeron, as the 
urviving corporation (the "Surviving Corporation"), in E ccordance with the relevant provisions of the Mississippi 

General Corporation Law (the 'IMGCL") and the Delaware General 
Corporation Law (the "DGCL") and the Merger shall become 
ffeCtiVe. Following the Merger, the Surviving Corporation 
hall continue under the same name as Xeron and the separate 
corporate existence of CPK-Sub-C shall cease. The date and 
ime the Merger becomes effective is referred to herein as the 
Effective Time." Immediately prior to the filing of the 
rticles of Merger and the Certificate of Merger, a closing. 

E 

E 



(the "Closing") shall take place at the offices of Xeron in 
ouston, Texas or at such other place and at such time as the 
arties shall agree. 

EFFECTS OF THE MERGER. The Merger 
F 

hall have the effects set forth in Section(s) 79-4-11.01 
EECTTON hrough 79-4-11.07 l S 2  of the MGCL and Sections 259, 260 and 261 

EAWS . The Articles of Incorporation of Xeron and the By-laws 
of CPK-Sub-C (both of which have been heretofore delivered by 
eron to Chesapeake or Chesapeake to Xeron, as the case may 
e), in each case as in effect immediately prior to the 
ffective Time, shall be the Articles of Incorporation and By- 
laws of the Surviving Corporation until duly amended in 
ccordance with applicable law. 

ECTION 1.4 DIRECTORS. The directors of CPK-Sub-C 
immediately prior to the Effective Time shall be the initial 
irectors of the Surviving Corporation and shall hold office 
ntil their respective successors are duly elected and E alified in accordance with the Articles of Incorporation and 
By-laws of the Surviving Corporation, or their earlier death, 

of the DGCL. 

ECTION 1.3 CERTIFICATE OF INCORPORATION AND BY- 

d 
E 

Q esignation or removal. ECTION 1.5 OFFICERS. The officers of CPK-Sub-C 
immediately prior to the Effective Time shall be the initial 
fficers of the Surviving Corporation and shall serve as the E fficers of the Surviving Corporation at the pleasure of the 

BECTION 1.6 CONVERSION OF SHARES. At the Effective 

Board of Directors of the Surviving Corporation. 

ime, by virtue of the Merger and without any action on the 
part of the holders thereof: 

(a) Subject to Section 2.2, each issued and 

of Xeron (the "Xeron Common Stock") shall automatically be 
utstanding share of common stock, par value $10.00 per share, 

onverted into the right to receive (the "Stock 
onsideration") that number of fully paid and nonassessable 
hares of common stock, par value $.4867 per share, of 

etermined by dividing a total of 475,000 shares of Chesapeake 
ommon Stock by the aggregate number of shares of Xeron Common 

I 
e 
Chesapeake (the "Chesapeake Common Stock"), which shall be 

!! tock outstanding at the Effective Time, provided that in the 
hesapeake Common Stock prior to the Effective Time, the 
umber of shares of Chesapeake Common Stock to be issued shall lg e adjusted proportionately to prevent either dilution or 
event of a stock split or reverse stock split of the 

enlargement of the rights of the Shareholders. 

b) Each share of capital stock of Xeron that I 
ff 
1s held in the treasury of Xeron shall be canceled and retired 
and cease to exist and no consideration shall be issued in 
xchange therefor. 

(c) The issued and outstanding shares of 
spital stock of CPK-Sub-C shall be converted into and become, 
n the aggregate, one thousand fully paid and nonassessable L hares of common stock of the Surviving Corporation. 



ARTICLE I1 
EXCHANGE OF SHARES 

SECTION 2.1 SURRENDER OF CERTIFICATES. At the 
Effective Time, each of the Shareholders shall surrender the 
certificate or certificates that formerly represented that 
Shareholder's shares of Xeron Common Stock to the Surviving 
Corporation, and shall thereupon receive in exchange therefor 
the Stock Consideration for each share of Xeron Common Stock 
formerly represented by such certificate or certificates, and 
the certificates so surrendered shall forthwith be cancelled. 

SECTION 2.2 NO FRACTIONAL SHARES. No certificate 
or scrip representing fractional shares of Chesapeake Common 
Stock shall.be issued upon the surrender for exchange of 
certificates of Xeron Common Stock, and such fractional share 
interests will not entitle the owner thereof to vote or to any 
rights of a shareholder of Chesapeake. In lieu of any such 
fractional share interest, Chesapeake shall pay to each 
shareholder of Xeron who otherwise would be entitled to 
receive a fractional share of Chesapeake Common Stock (after 
ggregating all certificates formerly representing shares of 
Xeron Common Stock held by the same holder) an amount of cash 
etermined by multiplying (i) the average of the closing 
rices of Chesapeake Common Stock on the New York Stock 
xchange ( "NYSE") , as reported by The .Wall Street Journal, for 
the twenty ( 2 0 )  consecutive trading days immediately preceding 
he second day prior to the Effective Time, by (ii) the 
fraction of a share of Chesapeake Common Stock to which such f older would otherwise be entitled pursuant to Section 1.6(a) 
of this Asreement. 

8 
I 
I 
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ARTICLE I11 
REPRESENTATIONS AND WARRANTIES 

OF THE SELLERS a 
Each of the Sellers represents and warrants to 

(a) Xeron is a corporation duly organized, 
alidly existing and in good standing under the laws of the 
tate of Mississippi and has all requisite corporate power and 

arry on its business as now being conducted. Section 3.l(a) 
f the disclosure schedule to be delivered to Chesapeake prior 
o the date of this Agreement (the "Xeron Disclosure 

eron is qualified or licensed to do business. Xeron is duly 

authority to own, lease and operate its properties and to 
L 
P 
4. n each jurisdiction in which the property owned, leased or 

e 

Schedule") sets forth the name of each jurisdiction in which 

alified or licensed to do business and is in good standing 

operated by it or the nature of the business conducted by it 
akes such qualification or licensing necessary unless failure E 0 qualify would not result in a material adverse effect on 

Xeron. Xeron has heretofore delivered to Chesapeake accurate 
and complete copies of its Certificate of Incorporation and 
y-laws, as in effect as of the date of this Agreement. 



(b) Xeron does not own, directly or 
indirectly, any capital stock or other equity securities or 
similar interest in any corporation, partnership, joint 
venture, or other business association or entity except as set 
forth in Section 3.l(b) of the Xeron Disclosure Schedule. 

SECTION 3 . 2  CAPITALIZATION. The authorized capital 
stock of Xeron consists of 7500 shares of Xeron Common Stock, 
of which 6750 shares are issued and outstanding. All of the 
issued and outstanding shares of Xeron Common Stock are 
validly issued, fully paid and nonassessable. There are no 
subscriptions, options, warrants, calls, rights, convertible 
securities or other agreements or commitments of any character 
(whether or not currently exercisable) obligating Xeron to 
issue, transfer or sell any of its securities. Section 3 . 2  of 
the Xeron Disclosure Schedule sets forth (i) the name of the 
holder and beneficial owner of each outstanding share of Xeron 
Common Stock, and (ii) the number of shares of Xeron Common 

1 
1 
I 
1 
8 Stock held by such holder. 

SECTION 3 . 3  AUTHORITY RELATIVE TO THIS AGREEMENT; 8 BINDING EFFECT. 
(a) Xeron has full corporate power and 
authority to execute and deliver this Agreement and to 
consummate the transactions contemplated hereby. The 
execution and delivery of this Agreement and the consummation 
of the transactions contemplated hereby have been duly and 
validly authorized and approved by the Board of Directors of 
Xeron and by the unanimous vote or written consent of the 
shareholders of Xeron and no other corporate proceedings on 
the part of Xeron are necessary to authorize this Agreement or 
to consummate the transactions so contemplated. This 
Agreement has been duly and validly executed and delivered by 
Xeron and constitutes a legal, valid and binding agreement of 
Xeron, enforceable against Xeron in accordance with its terms. 

(b) This Agreement has been duly and validly 
executed and delivered by each Seller and constitutes a legal, 
valid and binding agreement of each Seller, enforceable 
against each Seller in accordance with its terms. 

SECTION 3 . 4  CONSENTS AND APPROVALS; NO VIOLATIONS. 
Except for the filing and recordation of the Articles of 
Merger, as required by the MGCL, and the Certificate of 
Merger, as required by the DGCL, and as set forth in Section 
3 . 4  of the Xeron Disclosure Schedule, no filing with or 
notification to, and no permit, authorization, consent, waiver 
or approval of, any government, executive official thereof, 
governmental or regulatory authority, agency, commission, or 
court of competent jurisdiction, domestic or foreign (a 
"Governmental Entity"), is necessary for the consummation by 
the Sellers of the transactions contemplated by this 

Disclosure Schedule, neither the execution and delivery of 

1 
8 
8 
I 
1 
1 
1 Agreement. Except as set forth in Section 3 . 4  of Xeron 

f his Agreement by the Sellers nor the consummation by the ellers of the transactions contemplated hereby nor compliance 
Y the Sellers with any of the provisions hereof will (i) 
conflict with or result in any breach of any provision of the 
rticles of Incorporation or By-laws of Xeron, (ii) result in 
violation or breach of, or constitute (with or without due 



notice or lapse of time or both) a default (or give rise to 
ny right of termination, cancellation or acceleration or 
esult in the creation of any mortgage, pledge, charge, 
ecurity interest, claim or encumbrance of any kind 

r provisions of any note, bond, mortgage, indenture, license, 
ontract, agreement or other instrument or obligation to which 

(collectively, a "Lien")) under, any of the terms,' conditions 
E 

e 

Bl 
i 
P 
E and consistent with past practice; 
I, 
e 

t 
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a 

e any Seller is a party or by which it or any of its properties 
or assets may be bound, or (iii) violate any order, writ, 
njunction, decree, statute, rule or regulation applicable to 
he Sellers or any of their properties or assets. 

SECTION 3.5 ABSENCE OF CERTAIN CHANGES. Except as 
nd to the extent set forth in Section 3.5 of the Xeron t isclosure Schedule, since November 30, 1997 Xeron has not: 
(a) suffered any Material Adverse Change; 
"Material Adverse Change" means (i) any material change in the 

results of operations, or prospects, (ii) the loss of a 
ature of Xeron's business, assets, financial condition, 

aterial contract (other than spot contracts which have been 
erformed by the parties thereto in accordance with their 
erms), and (iii) any change that creates a material 

eretofore conducted; 
limitation on the ability of Xeron to conduct its business as 

(b) paid, discharged or otherwise satisfied 
any material claims, liabilities or obligations (absolute, 
ccrued, contingent or otherwise) other than the payment, 
ischarge or satisfaction in the ordinary course of business 

(c) permitted or allowed any of its material 

intangible) to be subjected to any Liens, except for (i) Liens 
for current taxes or other governmental charges not yet due 
nd payable, or the amount or validity of which is being 
ontested by the appropriate proceedings and for which an 

he Financial Statements (as defined below), (ii) Liens 
isclosed in Sections 3.23(b) and 3.23(c) of the Xeron 

roperty or assets (real, personal or mixed, tangible or 

appropriate reserve has been established and is reflected in 

d isclosure Schedule, (iii) Liens of carriers, warehousemen and 
mechanics and similar Liens incurred in the ordinary course of 
usiness, and (iv) zoning, entitlement and other land use 
egulations (collectively, "Permitted Liens"); 

(d) sold, transferred, or otherwise disposed 
f any of its properties or assets (real, personal or mixed, 
angible or intangible), except in the ordinary course of 
usiness and consistent with past practice; 

e) granted any increase in the compensation 
r benefits of any director, officer or employee (including 
ny such increase pursuant to any bonus, pension, profit 
sharing or other plan or commitment) or any increase in the 
ompensation or benefits payable or to become payable to any E irector, officer or employee, and no such increase is 
customary on a periodic basis or required by agreement or 
understanding; 

f) made any change in Xeron's severance 



policy or practices; 

(9) made any expenditure capitalized in 
accordance with 
generally accepted accounting principles or acquired any 
property or assets for a cost in excess of $25,000, in the 
aggregate, other than in the ordinary course of business; 

(h) declared, paid or set aside for payment 
any dividend or other distribution in respect of its capital 
stock or redeemed, purchased or otherwise acquired, directly 
or indirectly, any shares of capital stock or other securities 
of Xeron; 

(i) made any change in any method of tax or 
financial accounting or accounting practice or made or changed 
any election for Federal income tax purposes; 

( j )  paid, loaned or advanced any amount to, or 
sold, transferred or leased any properties or assets (real, 
personal or mixed, tangible or intangible) to, or entered into 
any agreement or arrangement with, any of its officers, 
directors or shareholders or any affiliate or associate of any 
of its officers, directors or shareholders except for 
directors' fees, and compensation to officers at rates not 
exceeding the rates of compensation paid during the six month 
period immediately prior to November 30, 1997; 

(k) agreed or planned, whether in writing or 
otherwise, to take any action described in this Section. 

SECTION 3.6 FINANCIAL STATEMENTS. Xeron shall have 
furnished to Chesapeake prior to the date of this Agreement 
audited balance sheets for the last two completed fiscal 
years, audited statements of income, equity and cash flows of 
Xeron for the last three completed fiscal years and an 
unaudited balance sheet and statement of income for the nine 
month period ending February 28, 1998 (collectively, the 
"Financial Statements"). The audited financial statements are 
true, correct and complete in all material respects, fairly 
present, in conformity with generally accepted accounting 
principles applied on a consistent basis (except as may be 
indicated in Section 3.6 of the Xeron Disclosure Schedule) the 
financial position of Xeron as of the dates thereof and its 
consolidated results of operations and changes in financial 
position and changes in stockholders equity and cash flows for 
the periods then ended. Such unaudited balance sheet and 
statement of income shall be certified by the Chief Executive 
Officer of Xeron as having been prepared under his 
supervision; as presenting the financial position of Xeron in 
accordance with generally accepted accounting principles 
consistently applied (except as may be indicated in Section 
3.6 of the Xeron Disclosure Schedule); to be true, correct and 
complete in all material respects; and to reflect accurately 
the results of operations of Xeron for such nine month period. 

SECTION 3.7 NO UNDISCLOSED LIABILITIES. Except as 
and to the extent provided in the Financial Statements.or 
Section 3.7 of the Xeron Disclosure Schedule, Xeron does not 
have any material liabilities (whether contingent or absolute, 
direct or indirect, known or unknown to Xeron or matxred or 



unmatured) not fully reflected or 
the Financial Statements. Except I of the Xeron Disclosure Schedule, 

fully reserved against in 
as set forth in Section 3.7 
since November 30, 1997, 

beron has not incurred any liability except in the ordinary 

iSECTION 3.8 NO DEFAULT. Except as set forth in 

P or violation) of any term, condition or provision of (i) its 
Certificate of Incorporation or its By-laws, (ii) any note, 
bond, mortgage, indenture, license, contract, agreement or 
other instrument or obligation to which Xeron is a party or by t hich it or any of its properties or assets are bound, or 
(iii) any order, writ, injunction, decree, statute, rule or 
regulation applicable to Xeron or any of its properties or c aterial adverse effect on Xeron. 

course of business consistent with past practice. 

Section 3 . 8  of the Xeron Disclosure Schedule, Xeron is not in 
default or violation (and no event has occurred that with 
otice or the lapse of time or both would constitute a default 

ssets, unless any such default or violation would not have a 

ECTION 3.9 LITIGATION. Except as set forth in 
ection 3.9 of the Xeron Disclosure Schedule, there is no 
ction, suit, proceeding, arbitration, or investigation 

pending or, to the knowledge of Xeron, threatened involving 
eron or any of its properties or assets. Neither Xeron nor 
ny of its properties or assets is subject to any order, writ, 
judgment, injunction, decree, determination or award. There 
is no action, suit, proceeding, arbitration or investigation 
nitiated by Xeron that is currently pending or that Xeron 
resently intends to initiate. 

B 
B 
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SECTION 3.10 COMPLIANCE WITH APPLICABLE LAW. 
xcept as set forth in Section 3.10 of the Xeron Disclosure e chedule, the business of Xeron has not been conducted in 
violation of any applicable law, ordinance, rule, regulation, 
decree or order of any Governmental Entity, unless such 
iolation will not result in a material adverse effect on 
eron. Xeron holds all permits, licenses, variances, 

ecessary for the lawful conduct of its businesses (the "Xeron 
ermits") and is in compliance with the terms of the Xeron 
emits, unless the failure to obtain any Xeron Permits or be 
in compliance therewith will not result in a material adverse 
ffect on Xeron. Except as set forth in Section 3.10 of the 
eron Disclosure Schedule, Xeron has not received any 
otification of any asserted present or past failure by Xeron 

ermits which have not been previously cured, and there is, to 
he knowledge of Xeron, no pending audit, investigation or 
ther review by any Governmental Entity to determine the 

exemptions, orders and approvals of all Governmental Entities 

to comply with such laws, rules or regulations or such Xeron 

existence of any violation of such laws, rules or regulations 
r such Xeron Permits. 

ECTION 3.11 TAXES. 

a) Since June 1, 1979, Xeron has been a C 
orporation for purposes of the Internal Revenue Code of 1986, 

as amended, and the rules and regulations promulgated - - 
hereunder (the "Code"). 

b) The amounts, if any, provided as a 



liability on the Financial Statements for all Taxes (as 
ereinafter defined) ("tax liability amounts") are adequate to 
over all unpaid liabilities for all Taxes, whether or not 
isputed, that have accrued or will accrue with respect to or 

ffective Time (including, without limitation, as a result of 
he transactions contemplated by this Agreement) or to any 

years and periods prior thereto and for which Xeron may be 
irectly or contingently liable in its own right or as a 
ransferee of the assets of, or successor to, any person; 
rovided, however, that with respect to tax liability amounts 
reflected on the unaudited financial statements for the nine- 
onth period ending February 28, 1998, the term "adequate" 
eans that such amounts are reasonable estimates made in good 
aith based on currently available information. Except as set 

eron has incurred no Tax liabilities other than in the 
rdinary course of business for any taxable year for which'the 
pplicable statute of limitations has not expired. There are 
no Liens for Taxes (other than Liens for current Taxes not yet 
ue and payable, or the amount or validity of which is being 
ontested by the appropriate proceedings and for which an 
ppropriate reserve has been established and is reflected in 
the Financial Statements) upon the properties or assets of 
eron. Xeron has not granted or been requested to grant any 
aiver of any statutes of limitations applicable to any claim 
or Taxes. Xeron has made no elections for federal income tax 
urposes, except for customary elections for inventory, 

are applicable to the period ended on and including the 
1 
li 
L 
8 
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forth in Section 3.11(b) of the Xeron Disclosure Schedule, 

ortization and depreciation. 

(c) Xeron (i) has filed (or has had filed on 
'ts behalf) or has caused to be filed timely all Tax Returns 
as hereinafter defined) required by applicable law to be 
iled and (ii) has paid all Taxes shown thereon as owing. To 
the knowledge of Xeron, each such Tax Return is true, accurate 
nd complete and Xeron has paid all Taxes as are due, except 
uch as are being contested in good faith by appropriate 
roceedings and with respect to which Xeron is maintaining 
reserves adequate for their payment. All Taxes that Xeron is 
equired by law to withhold or collect, including sales and 
se taxes, and amounts required to be withheld for Taxes of 
mployees and other withholding taxes, have been duly withheld 
or collected and, to the extent required, have been paid over 
n a timely manner to the proper governmental authorities or 
re held in separate bank accounts for such purpose. 

(d) No extensions of time have been granted 
or Xeron to file any Tax Return required by applicable law to 
e filed, which have expired, without such Tax Return having a een filed. 
e) Except as disclosed in Section 3.11(e) of 
he Xeron Disclosure.Schedule, none of the Tax Returns filed 
by or on behalf of Xeron are currently undergoing any Audit 
as hereinafter defined), Xeron has received no notice that 
ny Tax Return will undergo any Audit, and no facts exist that 
ould constitute grounds for the assessment against Xeron of 
any material additional Taxes by any governmental authority 
or periods that have not been audited. No material issues 
ave been raised in any Audit by any governmental authority 
ith respect to the business and operations of Xeron that, by 

I 
1 

I 



application of similar principles, reasonably could be 
expected to result in a proposed adjustment to the liability 
for Taxes for any other period not so examined. 
or adjustment for any Taxes has been threatened, proposed, 
asserted, or assessed against Xeron. 

(f) No power of attorney has been granted by 
Xeron with respect to any matter relating to Taxes which is 
currently in force. 

(9) Xeron is not a party to any agreement 
providing for the allocation or sharing of Taxes. 

(h) Xeron has not entered into any agreement 
that would result in the disallowance of any tax deduction 
pursuant to Code Section 280G. 

No deficiency I 
I 
I 
8 
(i) No "consent" within the meaning of Code 
Section 341(f) has been filed with respect to Xeron. 

(j) Except as disclosed in Section 3.11(j) of 
the Xeron Disclosure Schedule, Xeron is not subject to any 
arrangement that (a) gives rise to a deduction or loss before 
the Effective Time and a corresponding recognition of taxable 
gain or income after the Effective Time or (b) gives rise to 
the recognition of taxable income or gain after the Effective 

I 
I 
I Time without the receipt of a corresponding amount of cash. 

(k) None of the Shareholders is a "foreign 
person" as defined in Code Section 1445(f)(3). 

(1) None of the assets of Xeron constitutes 
tax-exempt bond financed property or tax-exempt use property 

reflected on the Financial Statements is subject to a lease, 
safe harbor lease or other arrangement as a result of which 
eron is not treated as the owner of such assets for federal 
ncome tax purposes. 

I 
IE 
E 

I 
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ithin the meaning of Code Section 168, and none of the assets 

(m) The basis of all depreciable or 
ortizable assets, and the methods used in determining e llowable depreciation or amortization (including cost 

recovery) deductions of Xeron, are materially correct and in 
compliance with the Code. 

(n) To the knowledge of Xeron, Xeron is not 
required to make any material adjustment under Code Section 
81(a) by reason of a change or proposed change in accounting 
ethod or otherwise. 

(01 For purposes of this Section: 

(i) the term "Taxes" shall mean all 
taxes, charges, fees, duties (including customs duties), 
levies or other assessments, including income, gross 
receipts, net proceeds, ad valorem, turnover, real and 
personal property (tangible and intangible), sales, use, 
franchise, excise, value added, stamp, leasing, lease, 
user, transfer, fuel, excess profits, occupational, 
interest equalization, windfall profits, severance, 
license, payroll, environmental, capital stock, I 



disability, employee's income withholding, other 
withholding, unemployment and Social Security taxes, 
which are imposed by any federal, state, local or foreign 
governmental authority, and such term shall include any 
interest, penalties or additions to tax attributable 
thereto; 

(ii) the term "Tax Return" shall include 
all federal, state, local and foreign tax returns, 
declarations, statements, reports, schedules, forms and 
information returns and any amended Tax Return relating 
to Taxes; and 

(iii) the term "Audit" shall include 
any taxing authority's audit, assessment of Taxes, or 
other examination proceedings or appeal of such 
proceedings relating to Taxes. 

SECTION 3.12 BENEFIT PLANS AND ARRANGEMENTS 

(a) Section 3.12 (a) of the Xeron Disclosure 
Schedule contains a list of all employee benefits, plans or 
arrangements (whether or not subject to the Employee 
Retirement Income Security Act of 1974, as amended, and the 
rules and regulations promulgated thereunder ("ERISA"), and 
whether written or oral) that Xeron has maintained or to which 
it has contributed at any time for the benefit of its 
employees (the "Employee Benefit Plans"). 

(b) Xeron has provided Chesapeake with a true and 
complete copy of each of the following for the Employee 
Benefit Plans which are currently in effect: the current plan 
document, including any amendments thereto, the most recent 
summary plan description, annual reports on form 5500 for the 
three most recent years (if such forms were required to be 
filed), and any trust agreements, insurance contracts, service 
provider agreements or similar agreements. Xeron has no plan 
or commitment, whether legally binding or not, to create any 
additional benefit plans or arrangements or to change the 
terms of the Employee Benefits Plans. 

(c) Xeron has complied in all material respects 
with all applicable provisions of ERISA and the Code and all 
other applicable laws, rules, and regulations with respect to 
the Employee Benefit Plans except for compliance failure(s) 
that individually or in the aggregate would not have a 
material adverse effect on Xeron. The Employee Benefit Plans 
are not subject to any ongoing audit or other administrative 
proceeding of any governmental entity, and are not the subject 
of any pending application for administrative relief under any 
program of the IRS, the Department of Labor, or any other 
governmental entity. Xeron has disclosed in Section 3.12(c) 
of the Xeron Disclosure Schedule all material liabilities with 
respect to the Employee Benefit Plans to Chesapeake. There 
are no pending or threatened claims (other than routine claims 
for benefits) against the Employee Benefit Plans by any 
Person. The Employee Benefit Plans are not multiemployer 
plans within the meaning of ERISA except as set.forth in 
Section 3.12(c) of the Xeron Disclosure Schedule. The 
Employee Benefit Plans can be terminated, without penalty, 
with no requirement for the further provision of benefits, 



within a period of 30 days. None of the representations in 
this Section will be affected by the occurrence of the Merger. 

I SECTION 3.13 ENVIRONMENTAL MATTERS. 

(a) Except as set forth in Section 3.13 of the 
Xeron Disclosure Schedule, neither Xeron nor any Shareholder 
has learned, been advised, or received any communication 
(written or oral), whether from a governmental authority, 
citizens group, employee or otherwise that alleges or suggests 
that Xeron or any Shareholder is not in f u l l  compliance with 
the Environmental Laws. Section 3.13 of the Xeron Disclosure 
Schedule lists the permits or other governmental 
authorizations that Xeron has pursuant to the Environmental 
Laws. 

(b) To the knowledge of Xeron, there are no 
Environmental Claims (as hereinafter defined) pending or 
threatened against Xeron or any Shareholder or against any 
person or entity whose liability for any Environmental Claim 
Xeron or any Shareholder has retained, or has assumed either 
contractually or by operation of law and neither Xeron nor any 
Shareholder knows of any facts or allegations that could 
result in future Environmental Claims. 

(c) To the knowledge of Xeron, none of the Real 
Property, as such term is defined in Section 3.23, nor any 
property owned or leased by Xeron is on the National 
Priorities List or the Comprehensive Environmental Response 
Compensation and Liability Information System, and no such 
property is a Resource Conservation and Recovery Act 
"permitted facility." No such property is permitted by the 
state in which it is located to be used as a landfill or 
disposal site of any type. 

(d) To the knowledge of Xeron, Section 3.13 of the 
Xeron Disclosure Schedule lists all tanks that have been 
owned, leased, operated or used by Xeron, or which are 
currently used by Xeron and are located on the Real Property, 
as such term is defined in Section 3.23. 

(e) For purposes of this Agreement: 
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(i) "Environmental Claim" means any claim, 
action, cause of action, litigation, proceeding, order, 
decree, investigation or notice (written or oral) by any 
person or entity alleging potential liability or 
responsibility (including, without limitation, potential 
liability or responsibility for investigatory costs, 
cleanup costs, costs of compliance with laws, 
requirements, guidelines, or orders, governmental 
response costs, natural resources damages, property 
damages, personal injuries, or penalties) arising out of, 
based on or resulting from (a) the presence, or release 
into the environment, of any Materials of Environmental 
Concern at any location, whether or not owned or operated 
by Xeron or (b) circumstances forming the basis of any 
violation, or alleged violation, of any Environmental Laws. 

(ii) "Environmental Laws" means all Federal, 
state, local and foreign laws, regulations, ordinances, I 
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rules, guidelines, orders, directives, judgments and 
determinations relating in any way to pollution or 
protection of human health or the environment (including, 
without limitation, ambient air, surface water, ground 
water, land surface or subsurface strata), including, 
without limitation, laws and regulations relating to 
emissions, discharges, releases or threatened releases of 
Materials of Environmental Concern, or otherwise relating 
to the manufacture, processing, distribution, use, 
treatment, storage, disposal, transport or handling of 
Materials of Environmental Concern, as amended from time 
to time. 

(iii) "Materials of Environmental Concern" 
means chemicals, pollutants, contaminants, hazardous 
materials,.hazardous substances, hazardous wastes, toxic 
substances, petroleum and petroleum products, and any 
substance controlled or regulated by any Environmental 
Law. 

SECTION 3.14 CHANGE IN CONTROL. Except as set 
forth in Section 3.14 of the Xeron Disclosure Schedule, Xeron 
is not a party to any contract, agreement or understanding 
which contains a "change in control," "potential change in 
control" or similar provision. Except as set forth in Section 
3.14 of the Xeron Disclosure Schedule, the consummation of the 
transactions contemplated by this Agreement will not (either 
alone or upon the occurrence of any additional acts or events) 
result in any payment (whether of severance pay or otherwise) 
becoming due from Xeron to any person. 

SECTION 3.15 INTELLECTUAL PROPERTY. 

(a) Except as set forth in Section 3.15(a) of 
the Xeron Disclosure Schedule, Xeron owns, or is licensed or 
otherwise has the full right to use, all copyrights, 
trademarks and service marks (including all applications and 
registrations therefor), trade names, computer software, 
patents (including applications therefor), and all other 
intellectual property that is necessary for the conduct of its 
business as heretofore conducted (collectively, the 
"Intellectual Property"). Xeron has not sold or conveyed to 
any third-party the right to use proprietary software 
developed by or for Xeron. 

(b) Except as set forth in Section 3.15(b) of 
the Xeron Disclosure Schedule, there are no outstanding 
claims, judgments, settlements or proceedings against Xeron 
asserting the invalidity, abuse, misuse or unenforceability of 
any of the Intellectual Property and there are no threatened 
claims or proceedings relating to the validity of or 
enforceability of the Intellectual Property. There are no 
pending or threatened opposition or other administrative 
proceedings with respect to any Intellectual Property which is 
the subject of a pending application that would prevent the 
registration in due course of such Intellectual Property. 

SECTION 3.16 CONTRACTS AND COMMITMENTS. Except as 
set forth in Section 3.16 of the Xeron Disclosure Schedule: 

(a) Xeron has no agreements, contracts, 
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commitments, or restrictions that are material to its 
business, prospects, financial condition, working capital, 
assets, liabilities (absolute, accrued, contingent or 
otherwise) or operations; 

(b) There are no purchase contracts or 
commitments under which Xeron is required to pay in excess of 
$300,000, other than those incurred in the ordinary course of 
business; 

(c) There are no outstanding sales contracts 
or commitments of Xeron that call for the payment to, or 
receipt by, Xeron of more than $300,000, other than those 
incurred in the ordinary course o f  business; 

(d) Xeron has no outstanding contracts with 
officers, directors or employees that are not cancelable by it 
on notice of not longer than thirty (30) days and without 
liability, penalty, or premium or any agreement or arrangement 
providing for the payment of any bonus or commissions based on 
sales or earnings; 

(e) Xeron is not in default, nor aware of any 
facts or circumstances which could serve as the basis for any 
valid claim of default, under any material contract made or 
obligation owed by it; 

(f) Xeron is not restricted by agreement from 
carrying on its business anywhere in the world; 

(9) Xeron has no obligation with respect to 
borrowed money (except for a line of credit from Norwest Bank 
in the maximum amount of $5,000,000), including debt 
obligations of its o m  or guarantees of or agreements to 
acquire any debt obligation of others; 

(h) Xeron has no power of attorney outstanding 
or any obligations or liabilities (whether absolute, accrued, 
contingent, or otherwise), as guarantor, surety, co-signer, 
endorser, co-maker or indemnitor for the obligation of any 
person, corporation, partnership, joint venture, association, 
organization, or other entity; and 

(i) None of the officers, directors or 
shareholders of Xeron has any interest in any property, real 
or personal, tangible or intangible, including without 
limitation Intellectual Property, that is used in the business 
of Xeron. 

SECTION 3.17 LABOR RELATIONS. As of the date 
hereof, there is no strike or other labor dispute pending 
against Xeron. Xeron is not bound by or subject to (and none 
of its properties or assets is bound by or subject to) any 
written or oral, express or implied, contract, commitment or 
arrangement with any labor union, and no labor union has 
requested or sought to represent any of the employees, 
representatives or agents of Xeron, nor is Xeron aware of any 
labor organization activity involving its employees. Except 
as previously disclosed in writing to Chesapeake, no officer 
or employee of Xeron has any plans to terminate his employment 
with Xeron. 
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SECTION 3.18 EMPLOYEE BENEFIT PLANS. Except as 
disclosed in Section 3.18 of the Xeron Disclosure Schedule, 
Xeron has previously given to Chesapeake true and correct 
copies of its work rule manuals, rules, policies or other 
guidelines relating to employee compensation, retirement and 
severance and each employment or consulting contract to the 
extent they exist. 
Xeron Disclosure Schedule and except as previously disclosed 
to Chesapeake in writing, there are no other significant 
employee benefit plans, programs or arrangements, maintained 
or contributed to by Xeron. 

SECTION 3.19 PERSONNEL. Xeron has furnished to 
Chesapeake a list of the names and current salaries of each 
officer and employee of Xeron as of the date of this 
Agreement. ,Section 3.19 of the Xeron Disclosure Schedule sets 
forth a complete and correct list of all written employment, 
compensation, severance, consulting or indemnification 
contracts between Xeron and its present or former employees, 
officers, directors and consultants to the extent Xeron has 
any continuing obligations thereunder. Xeron has made 
available to Chesapeake true and correct copies of all such 
agreements. 

Except as set forth in Section 3.18 of the 

SECTION 3.20 INSURANCE. Section 3.20(a) of the 
Xeron Disclosure Schedule contains an accurate and complete 
list of all policies of fire, liability, workmen's 
compensation and other forms of insurance owned or held by 
Xeron, except with respect to the policies as disclosed in 
Section 3.12 of the Xeron Disclosure Schedule. In the 
reasonable judgment of the Sellers, such policies are in 
adequate amounts and cover risks customarily insured against 
by businesses of the type operated by Xeron. Except as set 
forth in Section 3.20(a) of the Xeron Disclosure Schedule, all 
such policies are in full force and effect, all premiums with 
respect thereto covering all periods up to and including the 
Effective Time will have been paid, and no notice of 
cancellation of termination has been received with respect to 
any such policy. Except as set forth in Section 3.20(a) of 
the Xeron Disclosure Schedule, such policies will remain in 
full force and effect through the respective dates set forth 
in Section 3.20(a) of the Xeron Disclosure Schedule without 
the payment of additional premiums, and will not be materially 
affected by, or terminate or lapse by reason of, the 
transactions contemplated by this Agreement. All of such 
policies have been issued by reputable insurance companies 
actively engaged in the insurance business. All known claims, 
if any, made against Xeron that are covered by insurance have 
been disclosed to and accepted by the appropriate insurance 
companies and, to the knowledge of Xeron, are being defended 
by such appropriate insurance companies and are described in 
Section 3.20(b) of the Xeron Disclosure Schedule, and, except 
as disclosed in Section 3.20(b) of the Xeron Disclosure 
Schedule, no claims have been denied coverage during the last 
three years. 

SECTION 3.21 RECEIVABLES. All accounts and notes 
due and uncollected as reflected on the Financial Statements, 
and all accounts and notes due and uncollected arising 
subsequent to February 28, 1998 (i) have arisen in the 
ordinary course of business of Xeron, except as set forth in 
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Section 3.21 of the Xeron Disclosure Schedule, and 
(ii) represent valid obligations due to Xeron enforceable in 
accordance with their terms, net of applicable reserves. 
Xeron has previously made available to Chesapeake lists of the 
aging and amounts of all accounts and notes due and 
uncollected at February 28, 1998. No reserve for bad debts is 
required as of February 28, 1998. 

SECTION 3.22 RELATED PARTY CONTRACTS. Except as 
set forth in Section 3.22 of the Xeron Disclosure Schedule, 
Xeron has no agreements, arrangements or commitments with 
related parties (including shareholders, directors and 
officers), other than the related-party agreements described 
in Sections 3.16(d) and 3.16(i) of the Xeron Disclosure 
Schedule. Except as set forth in Section 3.22 of the Xeron 
Disclosure Schedule, each of the related-party agreements was 
entered into between Xeron and the party thereto on an arm's 
length basis on terms no less favorable to Xeron than it could 
obtain from an unrelated third party. 

SECTION 3.23 REAt PROPERTY; LEASED PREMISES. 

(a) Section 3.23(a) of the Xeron Disclosure 
Schedule sets forth a true and complete list and description 
of all real property and land owned by Xeron and the 
buildings, improvements and structures located thereon, except 
for the Leased Premises (as defined below) (collectively, the 
"Real Property"). Each of the material improvements located 
upon the Real Property owned or used by Xeron (including, 
without limitation, all buildings, land and equipment leased 
by Xeron) is in reasonably good repair and operating 
condition. 

(b) Xeron has good and valid title to the Real 
Property in fee simple and to the structures and fixtures 
attached or appurtenant to or used in connection with the Real 
Property, free and clear of all Liens, except (i) as set forth 
in Section 3.23(b) of the Xeron Disclosure Schequle, and (ii) 
Permitted Liens. 

(c) Section 3.23(c) of the Xeron Disclosure 
Schedule sets forth a true and complete list of each lease of 
premises executed by or binding upon Xeron as lessee, 
sublessee, tenant or assignee (the "Leased Premises"). Except 
as set forth in Section 3.23(c) of the Xeron Disclosure 
Schedule, each such lease is in full force and effect without 
any default or breach thereof by Xeron or, to the knowledge of 
Xeron, by any other party thereto. True and complete copies 
of all leases listed on Schedule 3.23(c) of the Xeron 
Disclosure Schedule (including all amendments, addenda, 
waivers and all other binding documents relating thereto) have 
been made available to Chesapeake. 

(dl Except as set forth in Section 3.23(d) of 
the Xeron Disclosure Schedule, Xeron has not received any 
notice of or writing referring to any requirements by any 
insurance company that has issued a policy covering any part 
of any Real P,roperty or Leased Premises or by any board of 
fire underwriters or other body exercising similar functions, 
requiring any repairs or work to be done on any part of any 
Real Property or Leased Premises. 
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SECTION 3.24 ABSENCE OF CERTAIN PAYMENTS. Neither 
Xeron nor any of its affiliates or any of their respective 
officers, directors, employees or agents or other people 
acting on behalf of Xeron have (i) engaged in any activity 
prohibited by the United States Foreign Corrupt Practices Act 
of 1977 or any other similar law, regulation, decree, 
directive or order of any other country and (ii) without 
limiting the generality of the preceding clause (i), used any 
corporate or other funds for unlawful contributions, payments, 
gifts or entertainment; or made any unlawful expenditures 
relating to political activity to government officials or 
others. None of Xeron or any of its affiliates or any of 
their respective directors, officers, employees or agents of 
other persons acting on behalf of Xeron, has accepted or 
received any unlawful contributions, payments, gifts or 
expenditures. 

SECTION 3.25 DISCLOSURE. No representation or 
warranty by Xeron or the Sellers in this Agreement and no 
statement in any document, schedule or certificate furnished 
or to be furnished by the Sellers to Chesapeake or any of its 
representatives pursuant to the provisions hereof or in 
connection with the transactions contemplated hereby, contains 
any untrue statement of material fact or omits or will omit to 
state any material fact necessary in order to make the 
statements herein or therein, in light of the circumstance 
under which they were made, not misleading. 

SECTION 3.26 PUHCA. 

(a) Xeron is not a "public-utility company," 
as that term is defined in Section 2(a)(5) of the Public 
Utility Holding Company Act of 1935, and the rules and 
regulations thereunder (the "1935 Act"). 

(b) Upon consummation of the Merger, none of 
the Shareholders, individually or in the aggregate, shall 
constitute a "holding company" with respect to Chesapeake, as 
that term is defined in Section 2(a)(7) of the 1935 Act. 

(c) None of the Sellers, individually or in 
the aggregate, directly or indirectly owns, controls or holds 
with power to vote five percent or more of the outstanding 
voting securities of a public-utility company, as that term is 
defined in Section 2(a)(5) of the 1935 Act. 

SECTION 3.27 POOLING MATTERS. The representations, 
warranties and covenants of Xeron set forth in the form of 
letter from Xeron to Coopers & Lybrand, attached hereto as 
Annex A-1, are true and correct in all material respects 
(except as such matters may be subject to the control of 
Chesapeake or its affiliates). 

SECTION 3.28 YEAR 2000. Except as set forth in 
Section 3.28 of the Xeron Disclosure Schedule, Xeron does not 
rely on any computer or information systems or equipment that 
will not operate or perform properly using dates for January 
1; 2000 and beyond. 

SECTION 3.29 KNOWLEDGE. The phrase "to the 
knowledge of Xeron" means to the knowledge of Xeron or any of 
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its officers. 

ARTICLE IV 
REPRESENTATIONS AND WARRANTIES OF CHESAPEAKE 

Chesapeake represents and warrants to the Sellers as 
follows: 

SECTION 4.1 CORPORATE ORGANIZATION. Each of 
Chesapeake and CPK-Sub-C is a corporation duly organized, 
validly existing and in good standing under the laws of the 
jurisdiction of its incorporation and has all requisite 
corporate power and authority to own, lease and operate its 
properties and to carry on its business as now being 
conducted. The Certificate of Incorporation and By-laws of 
Chesapeake, as currently in effect, are filed as exhibits to 
Chesapeake's Annual Report on Form 10-K. Chesapeake has 
heretofore delivered to the Sellers accurate and complete 
copies of the Certificate of Incorporation and By-laws, as 
currently in effect, of Chesapeake. 

SECTION 4.2 CAPITALIZATION. As of the date of this 
Agreement, the authorized capital stock of Chesapeake consists 
of 12,000,000 shares of Chesapeake Common Stock and 2,000,000 
shares of preferred stock, of which 4,577,778 shares of 
Chesapeake Common Stock are issued and outstanding. All of 
such issued and outstanding shares of Chesapeake Common Stock 
are validly issued, fully paid and nonassessable and free of 
preemptive rights. As of the date of this Agreement, (i) 
163,637 shares of Chesapeake Common Stock were issuable upon 
exercise of warrants or stock options; 26,700 shares of 
Chesapeake Common Stock were issuable in accordance with 
Chesapeake's Long Term Incentive Awards Plan; and 173,771 
shares of Chesapeake Common Stock were reserved for issuance 
under such plans and (ii) there are $3,852,000 face amount 
convertible debt securities outstanding that are convertible 
into 2 2 6 , 4 5 5  shares of Chesapeake Common Stock. Except as set 
forth above and in the Chesapeake financial statements and 
other public filings, or as may be required in connection with 
Chesapeake's ongoing acquisition activities, there are not any 
shares of capital stock (or securities substantially 
equivalent to capital stock) of Chesapeake issued or 
outstanding or any subscriptions, options, warrants, calls, 
rights, convertible securities or other agreements or 
commitments of any character obliging Chesapeake to issue, 
transfer or sell any'of its securities. 

SECTION 4.3 AUTHORITY RELATIVE TO THIS AGREEMENT. 
Each of Chesapeake and CPK-Sub-C has full corporate power and 
authority to execute and deliver this Agreement and to 
consummate the transactions contemplated hereby. The 
execution and delivery of this Agreement and the consummation 
of the transactions contemplated hereby have been duly and 
validly authorized and approved by the Boards of Directors of 
Chesapeake and CPK-Sub-C and by Chesapeake as the sole 
shareholder of CPX-Sub-C and no other corporate proceedings on 
the part of Chesapeake or CPK-Sub-C are necessary to authorize 
this Agreement or to consummate the transactions so 
contemplated. This Agreement has been duly and validly 
executed and delivered by each of Chesapeake and CPK-Sub-C and 



constitutes a valid and binding agreement of each of 
hesapeake and CPK-Sub-C, enforceable against, each of 
hesapeake and CPK-Sub-C in accordance with its terms. 

SECTION 4.4 CONSENTS AND APPROVALS; NO VIOLATIONS. 
xcept for the filing and recordation of the Articles of 
erger, as required by the MGCL, and the Certificate of 
erger, as required by the DGCL, the filing with the Delaware 

f the disclosure schedule to be delivered to the Sellers 
rior to the date of this Agreement (the "Chesapeake 
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Public Utilities Commission, and as set forth in Section 4.4 

Disclosure Schedule"), no filing with or notification to, and 
no permit, authorization, consent, waiver or approval of, any 
overmental Entity, is necessary for the consummation by 
hesapeake of the transactions contemplated by this Agreement. 

isclosure Schedule, neither the execution and delivery of 
his Agreement by Chesapeake or CPK-Sub-C nor the consummation 
y Chesapeake and CPK-Sub-C of the transactions contemplated 
hereby nor compliance by Chesapeake or CPK-Sub-C with any of 
he provisions hereof will (i) conflict with or result in any 
reach of any provision of the Certificate of Incorporation or 
y-laws of Chesapeake or any of its subsidiaries, (ii) result 
in a violation or breach of, or constitute (with or without 
ue notice or lapse of time or both) a default (or give rise 
o any right of termination, cancellation or acceleration or E esult in the creation of any Lien) under, any of the terms, 

Except as set forth in Section 4.4 of the Chesapeake 

conditions or provisions of any note, bond, mortgage, 
'ndenture, license, contract, agreement or other instrument or 
bligation to which Chesapeake or any of its subsidiaries is a 
arty or by which any of them or any of their respective 
properties or assets may be bound or (iii) violate any order, 
rit, injunction, decree, statute, treaty, rule or regulation 
pplicable to Chesapeake, any of its subsidiaries or any of 

ECTION 4.5 SEC REPORTS. Chesapeake has filed on a 
imely basis all required forms, reports and documents with 
the Securities and Exchange Commission ( "SEC") since January 
, 1994 (collectively, the "Chesapeake SEC Reports"), each of 
hich has complied in all material respects with all 
pplicable requirements of the Securities Act of 1933 (the 
"Securities Act"), and the Securities Exchange Act of 1934 
the "Exchange Act"), and the rules and regulations of the 
EC, as each was in effect on the dates so filed. Chesapeake 
as heretofore delivered to Xeron and the Sellers in the form 
filed with the SEC, its (i) Annual Reports on Form 10-K for 
ach of the last three fiscal years and (ii) all definitive 
r o w  statements relating to Chesapeake meetings of 
hareholders (whether annual or special) held since January 1, 

naudited consolidated interim financial statements of 
hesapeake included in the Chesapeake SEC Reports are true, f orrect and complete in all material respects; fairly present, 
in conformity with generally accepted accounting principles 
pplied on a consistent basis (except as may be indicated in 
he notes thereto), the consolidated financial position of 
hesapeake and its consolidated subsidiaries as of the dates 

hanges in financial position and changes in stockholders 
suity and cash flows for the periods then ended (subject to 

1994. The audited consolidated 'financial statements and 

thereof and their consolidated results of operations and 



normal year-end and audit adjustments in the case of any 
naudited interim financial statements). 

ECTION 4 . 6  CPK-SUB-C. CPK-Sub-C has not conducted 
any operations or incurred any liabilities or obligations 
ther than arising under or in connection with its formation 
nd the transactions contemplated by this Agreement. 

ECTION 4 . 7  CHESAPEAKE SHARES. All of the shares 
f Chesapeake Common Stock to be issued in connection with the 
erger will, at the time of such issuance, be validly issued, 
fully paid and nonassessable and free of preemptive rights and 
ree of any adverse liens, claims, charges or encumbrances. 

ECTION 4 . 8  DISCLOSURE. No representation or 

ontained in any document (including without limitation, the 
hesapeake SEC Reports), schedule or certificate furnished or 
o be furnished by Chesapeake to the Sellers or any of their 

onnection with the transactions contemplated hereby, contains 
ny untrue statement of material fact or omits or will omit to 
tate any material fact necessary in order to make the 

nder which they were made, not misleading. 

ECTION 4.9 POOLING MATTERS. The representations, 
warranties and covenants of Chesapeake set forth in the form 
f letter from Chesapeake to Coopers & Lybrand attached to 

material respects (except as such matters may be subject to 
the control of Xeron or its affiliates). 
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E his Agreement as Annex A-2 are true and correct in all 
ljECTION 4.10 ABSENCE OF CERTAIN CHANGES. Except as 
and to the extent set forth in Section 4.10 of the Chesapeake 
isclosure Schedule, since December 31, 1997 Chesapeake has 
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(a) suffered any material Adverse Change; "Material 
dverse Change" means (i) any material change in the nature of 
hesapeake's business, assets, financial condition, results of 
perations, or prospects, (ii) the loss of a contract which 
would have a material adverse effect on Chesapeake, and (iii) 
ny change that creates a material limitation on the ability 
f Chesapeake to conduct its business as heretofore conducted; 

(b) agreed or planned, whether in writing or 
therwise, to take any action described in this Section. 

SECTION 4.11 AUDITED FINANCIAL STATEMENTS. 
Chesapeake shall have furnished to Xeron prior to the date of 
his Agreement copies of Chesapeake's Form 10-K for the fiscal E ears 1995, 1996 and 1997 filed with the Securities and 
Exchange Commission. 

ECTION 4.12 NO UNDISCLOSED LIABILITIES. Except as 
nd to the extent provided in the Chesapeake SEC Reports or 
Section 4.12 of the Chesapeake Disclosure Schedule, Chesapeake 
oes not have any material liabilities (whether contingent or 
bsolute, direct or indirect, known or unknown to Chesapeake 
r matured or unmatured) not fully reflected or fully reserved 



against in the Chesapeake financial statements. 

ECTION 4.13 NO DEFAULT. Except as set forth in P Section 4.13 of the Chesapeake Disclosure Schedule, Chesapeake 
c; 
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is not in default or violation (and no event has occurred that 
ith notice or the lapse of time or both would constitute a 
efault or violation) of any material term, condition or 

provision of (i) its Certificate of Incorporation or its By- 
Laws, (ii) any note, bond, mortgage, indenture, license, 

E hesapeake is a party or by which it or any of its properties 
or assets are bound, or (iii) any order, writ, injunction, 
decree, statute, rule or regulation applicable to Chesapeake 
r any of its properties or assets, unless such default would 
ot have a material adverse effect on Chesapeake. 

ECTION 4.14 LITIGATION. Except as set forth in 
hesapeake's SEC Reports or in Section 4.14 of the Chesapeake 
isclosure Schedule, there is no material action, suit, 

proceeding, arbitration, or investigation pending or to the 
est of Chesapeake's knowledge, threatened by or before any 
overnmental Entity involving Chesapeake or any of its 
roperties or assets. Except as set forth in Chesapeake's SEC 
Reports or in Section 4.14 of the Chesapeake Disclosure 
chedule, neither Chesapeake nor any of its material 
roperties or assets is subject to any order, writ, judgment, 
njunction, decree, determination or award. 

ontract, agreement or other instrument or obligation to which 

ECTION 4.15 COMPLIANCE WITH APPLICABLE LAW. 
xcept as set forth in Section 4.15 of the Chesapeake 
isclosure Schedule, the business of Chesapeake has not been 
conducted in violation of any applicable law, ordinance, rule, 
egulation, decree or order of any Governmental Entity, unless 
uch violation would not result in a material adverse effect C 

E 
s 
on Chesapeake. Chesapeake holds all permits, licenses, 
variances, exemptions, orders and approvals of all 
overnmental Entities necessary for the lawful conduct of its 
usinesses (the "Chesapeake Permits") and is in compliance 
with the terms of the Chesapeake Permits, unless the failure 
o obtain any Chesapeake Permits or be in compliance therewith 
ill not result in a material adverse effect on Chesapeake. 
xcept as set forth in Section 4.15 of the Chesapeake 

otification of any asserted present or past failure by 
hesapeake to comply with such laws, rules or regulations or 

Disclosure.Schedule, Chesapeake has not received any 

#! uch Chesapeake Permits which have not been previously cured, 
and there is, to the knowledge of Chesapeake, no pending 
udit, investigation or other review by any Governmental 
ntity to determine the existence of any violation of such 
aws, rules or regulations or such Chesapeake Permits. 

ECTION 4.16 TAXES. 

a) To the knowledge of Chesapeake, Chesapeake 

11 Tax Returns (as defined in Section 4.16(c)) required to be 
iled by it for all periods ending on or prior to the date 
hereof, and such Tax Returns are true, correct and complete in 
11 material respects, and (ii) duly paid in full all Taxes 
as defined in Section 4.16(b)) due in connection with or with 
espect to the filing of such Tax Returns and has paid all . 

has duly filed with the appropriate governmental authorities 
4 
B 
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other Taxes as are due, except such as are being contested in 
good faith by appropriate proceeding and with respect to which 
Chesapeake is maintaining reserves adequate for their payment. 
Neither the Internal Revenue Service (the "IRS") nor any 
other governmental entity or taxing authority or agency is now 
asserting, either through audits, administrative proceedings, 
court proceedings or otherwise, or threatening to assert 
against any deficiency or claim for additional Taxes. 
Chesapeake has not been granted any waiver of any statute of 
limitations with respect to, or any extension of a period for 
the assessment of, any Tax that is currently in effect. There 
are no tax liens on any assets of Chesapeake. Chesapeake has 
not received a ruling or entered into an agreement with the 
IRS, or any other governmental entity or taxing authority or 
agency that would have a material adverse effect on Chesapeake 
after the Effective Time. The accruals and reserve for Taxes 
reflected in Chesapeake's most recent balance sheet included 
in the Chesapeake SEC Reports are adequate to cover all Taxes 
accruable through the date thereof (including Taxes being 
contested) in accordance with generally accepted accounting 
principles. Except for Chesapeake and its subsidiaries' 
intercompany tax allocation agreements, no agreements relating 
to allocating or sharing of Taxes exist among Chesapeake and 
its subsidiaries and no tax indemnities given by Chesapeake is 
connection with a sale of stock or assets remain in effect. 

(b) For purposes of this Section, the term 
"Taxes" shall mean all taxes, including, without limitation, 
income, gross receipts, excise, property, sales, withholding, 
social security, occupation, use, service, service use, 
license, payroll, franchise, transfer and recording taxes, 
fees and charges, windfall profits, severance, customs, 
import , export , employment or similar taxes , charges , fees, 
levies or other assessments imposed by the United States, or 
any state, local or foreign government or subdivision or 
agency thereof, whether computed on a separate, consolidated, 
unitary, combined or any other basis, and such terms shall 
include any interest, fines, penalties, or additional amounts 
and any interest in respect to any addition, fines, or 
Penalties attributable or imposed or with respect to any such 
taxes, charges, fees, levies or other assessments. 

(c) For purposes of this Section, the term 
"Tax Return" shall mean any return, report or other document 
or information required to be supplied to a taxing authority 
in connection with Taxes. 

SECTION 4.17 LABOR RELATIONS. As of the date 
hereof, there is no material strike or other labor dispute 
pending against Chesapeake. 
writing to Xeron, no officer of Chesapeake has notified 
Chesapeake of any plans to terminate his employment with 
Chesapeake. 

Except as previously disclosed in 

SDX"X'N 4.18 RELATED PARTY CONTRACTS. Except as 
set forth in Section 4.18 of the Chesapeake Disclosure 
Schedule or the Chesapeake SEC Reports, Chesapeake has no 
agreements, arrangements or commitments with related parties 
(including shareholders, directors and officers) , other than 
the related-party agreements described in Section 4.21 of the 
Chesapeake Disclosure Schedule. Except as set forth in. 



Section 4.18 of the Chesapeake Disclosure Schedule, each of 
he related-party agreements was entered into between 
hesapeake and the party thereto on an arm's length basis on 
erms less favorable to Chesapeake than it could obtain from 
an unrelated third party. 

ECTION 4.19 ABSENCE OF CERTAIN PAYMENTS. Neither 
hesapeake nor any of its affiliates or any of their 

eople acting on behalf of Chesapeake have (i) engaged in any 
ctivity prohibited by the United States Foreign Corrupt 

ecree, directive or order of any other country and (ii) 
ithout limiting the generality of the preceding clause (i), 
sed any corporate or other funds for unlawful contributions, 

payments, gifts or entertainment, or made any unlawful 
xpenditures relating to political activity to government 
fficials or others. None of Chesapeake or any of its 
ffiliates or any of their respective directors, officers, 
employees or agents of other persons acting on behalf of 
hesapeake, has accepted or received any unlawful 
ontributions, payments, gifts or expenditures. 

respective officers, directors, employees or agents or other 
R 
B 
f 
1; 
f 

Practices Act of 1977 or any other similar law, regulation, 

SECTION 4.20 ENVIRONMENTAL MATTERS. Except as set 
orth in the Chesapeake Disclosure Schedule or in the 
hesapeake SEC Reports, to Chesapeake's knowledge Chesapeake 
as no material liabilities relating to environmental matters. 

ECTION 4.21 CONTRACTS AND COMMITMENTS. Except as 
et forth in Section 4.21 of the Chesapeake Disclosure s chedule : 
a) Chesapeake is not restricted by agreement 
rom carrying on its business anywhere in the world; 

(b) Chesapeake has no obligation with respect 
o borrowed money, including debt obligations of its own or c. arantees of or agreements to acquire any debt obligation of 
others not reflected on the Chesapeake financial statements; 

tn c) Chesapeake has no power of attorney 
outstanding or any obligations or liabilities (whether 
bsolute, accrued, contingent, or otherwise), as guarantor, 
urety, co-signor, endorser, co-maker or indemnitor for the 
bligation of any person, corporation, partnership, joint 

eflected in the Chesapeake financial statements. 

ECTION 4.22 KNOWLEDGE. The phrase "to the 

r any of its officers. 

venture, association, organization, or other entity not 
I 
s 
I 
knowledge of Chesapeake" means to the knowledge of Chesapeake 

ARTICLE V 
COVENANTS OF XERON AND SELLERS F ach of the Sellers covenants and agrees as follows: 

ECTION 5.1 CONDUCT OF BUSINESS PENDING THE MERGER. 
xcept as otherwise specifically provided in this Agreement. 



I 
or as otherwise consented to in writing by Chesapeake, from 
he date of this Agreement to the Effective Time, Xeron will 
and the Shareholders will cause Xeron to) conduct its 
perations only in the ordinary and usual course of business 

ts present business organization, take all reasonable efforts 
o keep available the services of its present officers, 

elationships with licensors, licensees, customers, suppliers, 
mployees, labor organizations and others with whom it has a 
ignificant business relationship. 

pecifically provided in this Agreement or as set forth in 
ection 5.1 of the Xeron Disclosure Schedule, Xeron will not 
irectly or indirectly (and the Shareholders will cause Xeron 

ime, without the prior written consent of Chesapeake: 

a) adopt any amendment to or otherwise change 

rganizational documents; 

b) authorize for issuance, sale, pledge, 

r encumber (whether through the issuance or granting of 
ptions, warrants, commitments, subscriptions, rights to 
urchase, convertible securities or otherwise), any capital 
stock of any class or any other securities of, or any other 
wnership interest in, Xeron or amend any of the terms of any B uch securities or agreements outstanding on the date hereof; 

and consistent with past practices and will preserve intact 
a 
1 
1: 
a 
f 
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employees and consultants and preserve its present 

Without limiting the 
generality of the foregoing, and except as otherwise 

not to), from the date of this Agreement to the Effective 

its Articles of Incorporation or By-laws or other 

disposition or encumbrance, or issue,' sell, pledge, dispose of 

(c) reclassify, combine, split or subdivide 
ny shares of its capital stock, declare, set aside or pay any 
ividend or other distribution (whether in cash, securities or 

r series of its capital stock; 
property or any combination thereof) in respect of any class 
L 
9 d) redeem, purchase or otherwise acquire, or 
propose or offer to redeem, purchase or otherwise acquire, any 
utstanding shares of Xeron common Stock or other securities 
f Xeron; ff 
(e) organize any new subsidiary, acquire any 
apital stock or equity securities of any corporation or 
cquire any equity or ownership interest (financial or 
therwise) in any business; 

(f) (i) incur, assume or prepay any material 
iability, including without limitation, any indebtedness for 
orrowed money except in the ordinary course of business and 
consistent with past practice; (ii) assume, guarantee, endorse 
r otherwise become liable or responsible (whether directly, E ontingently or otherwise) for obligations of any third party, 
(iii) make any loans, advances or capital contributions to, or 
investments in, any third party, (iv) mortgage or pledge any 
f its material properties or assets, tangible or intangible, E r create any material Lien thereupon other than Permitted 

Liens, or (v) authorize any new capital expenditures which, 
'ndividually or in the aggregate, are in excess of $25,000; 

(9) license (except to end users in the 

& 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

ordinary course of business, consistent with, past practice and 
pursuant to a written license agreement) or otherwise 
transfer, dispose of, permit to lapse or otherwise fail to 
preserve any of Xeron's Intellectual Property, or dispose of 
or disclose to any person any trade secret, formula, process 
or know-how not theretofore a matter of public knowledge; 

(h) enter into any agreement, contract, 
commitment or transaction other than in the ordinary course of 
business, consistent with past practices or that would be 
required to be included in Section 3.16 of the Xeron 
Disclosure Schedule if entered into prior to the date of this 
Agreement; 

(i) increase the compensation payable or to 
become payable to its officers or employees, except for 
increases in salary or wages of non-officer employees of Xeron 
in accordance with past practices, or grant any severance or 
termination pay or stock options to, or enter into any 
employment or severance agreement with, any director, officer, 
or other employee of Xeron, or establish, adopt, enter into, 
or amend any collective bargaining, bonus, profit sharing, 
thrift, compensation, stock option, restricted stock, pension, 
retirement, deferred compensation, employment, termination, 
severance, or other plan, agreement, trust, fund, policy, or 
arrangem'ent for the benefit of any current or former 
directors, officers, or employees; 

(j) cancel any debts or waive, release or 
relinquish any material contract rights or other rights of 
substantial value other than in the ordinary course of 
business, consistent with past practices; 

(k) authorize, recommend, propose or enter 
into or announce an intention to authorize, recommend, propose 
or enter into an agreement in principle or a definitive 
agreement with respect to any merger, consolidation, 
liquidation, dissolution, or business combination, any 
acquisition of a material amount of property or assets or 
securities, or any disposition of a material amount of 
property or assets or securities; 

(1) make any change with respect to accounting 
policies or procedures in effect as of November 30, 1997 
except as may be required by generally accepted accounting 
principles; 

(m) pay, discharge or satisfy any claims, 
liabilities or obligations (absolute, accrued, asserted or 
unasserted, contingent or otherwise) other than the payment, 
discharge or satisfaction in the ordinary cburse of business, 
consistent with past practices, of liabilities reflected or 
reserved against in the Financial Statements or incurred in 
the ordinary course of business consistent with past practices 
since the date hereof; or 

(n) commit or agree (in writing or otherwise) 
to take any of the foregoing actions or any action,which would 
make any representation or warranty in this Agreement untrue 
or incorrect, either as of the date hereof or of the Effective 
Time, as if made as of such time. 



SECTION 5 . 2  TAX STATUS. Shareholders and Xeron 
all refrain from taking any action that would impair Xeron 
om being deemed a " c "  corporation for federal income tax 
rposes at the Effective Time. 

CTION 5.3 ACCESS TO INFORMATION. Upon reasonable 
tice, Xeron shall afford to the officers, employees, 

accountants, counsel, environmental consultants and other 
representatives of Chesapeake, reasonable access, during 

records and, during such period, Xeron shall furnish promptly 

E 
E 
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rmal business hours during the period prior to the Effective 
me, to all its properties, books, contracts, commitments and 

Chesapeake all information concerning its business, 
operties and personnel as Chesapeake may reasonably request. 

SECTION 5 . 4 ,  NO SOLICITATION. Sellers will not and 
'11 cause their affiliates not to, and will cause their 
spective officers, directors, employees and agents retained 
Sellers or any of their affiliates not to, initiate or 

solicit, directly or indirectly, any inquiries or the making 
any proposal with respect to, or engage in negotiations 

ncerning, provide any information or data to, or have any 
scussions with, any Third Party (as hereinafter defined) 

quisition, business combination or purchase of all or any 
gnificant portion of the properties or assets of, or any 

relating to, any public offering of securities of, or 

R u  ity interest in, Xeron (an "Acquisition Proposal"). 
Sellers and Xeron will immediately cease and cause to be 
rminated any existing activities, discussions or 
gotiations with any Third Party conducted heretofore with 

respect to any Acquisition Proposal. Sellers and Xeron shall 
immediately notify Chesapeake if, subsequent to the date 
reof, any such negotiations, provision of information or 
ta or discussions are entered into or made or any such 

inquiries are received in respect thereof, and shall provide 
etails with respect thereto, including the identity of such 
ird Party and the price and terms of any Acquisition 
oposal. As used in this Agreement, the term "Third Party" 

means any "person" or "group", as such terms are defined in 
ction 13(d) of the Exchange Act, other than Chesapeake or 
y affiliate of Chesapeake. 
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SECTION 5 .5  FURTHER INFORMATION. As soon as 
acticable after such information becomes available, and in 
y event not later than thirty (30) days after the end of 
ch fiscal month, Xeron shall provide to Chesapeake an 

unaudited consolidated balance sheet as of the end of such 
nth and the related consolidated statements of results of 
erations and statements of cash flows for such period. 

SECTION 5.6  AFFILIATES. Prior to the execution of 
is Agreement, Xeron shall deliver to Chesapeake a letter 
entifying all persons who may be deemed, as of the date of 
is Agreement, "affiliates" of Xeron for purposes of Rule 145  

under the Securities Act. Xeron shall cause each person named 
such letter to deliver a written agreement substantially in 
e form attached hereto as Exhibit 5.6. 

CTION 5.7 PUHCA. Each Shareholder covenants that 

areholders to be deemed a "holding company" with respect to 
will take no action at any time that will cause the 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

Chesapeake as that term'is defined in Section 2(a) (7) of the 
1935 Act. With respect to Chesapeake, each Shareholder will 
act as an individual and on his own behalf, and not in concert 
with or as a group with any other Shareholder or any o'ther 
person. 
continue with respect to a Shareholder as long as the 
Shareholders remain in the aggregate owners of ten percent or 
more of the outstanding voting securities of Chesapeake. This 
Section 5.7  and any claims for breach hereof are not subject 
to the limitations set forth in Article IX. 

The covenants contained in this Section 5.7 will 

ARTICLE VI 
COVENANTS OF CHESAPEAKE 

SECTION 6.1. CONDUCT OF BUSINESS PENDING THE MERGER. 
Except as otherwise specifically provided in this Agreement, 
as disclosed in its SEC filings or press releases, in 
connection with its ongoing acquisition program, in connection 
with Chesapeake's compensation program for directors or as 
otherwise consented to in writing by Xeron, from the date of 
this Agreement to the Effective Time, Chesapeake will conduct 
its operations in the ordinary and usual course of business 
and consistent with past practices, will preserve intact its 
present business organization, take all reasonable efforts to 
keep available the services of its present officers, employees 
and consultants and preserve its present relationships with 
licensors, licensees, customers, suppliers, employees, labor 
organizations and others with whom it has a significant 
business relationship, and will not 

(a) adopt any amendment to or otherwise change 
its Certificate of Incorporation of By-laws or other 
organizational documents; 

(b) authorize for issuance, sale, pledge, 
disposition or encumbrance, or issue, sell, pledge, dispose of 
or encumber (whether through the issuance or granting of 
options, warrants, commitments, subscriptions, rights to 
purchase, convertible securities or otherwise), any capital 
stock of any class or any other securities of, or any other 
ownership interest in, Chesapeake or amend any of the terms of 
any such securities or agreements outstanding on the date 
hereof; or 

(c) redeem, purchase or otherwise acquire, or 
propose or offer to redeem, purchase or otherwise acquire, any 
outstanding shares of Chesapeake Common Stock or securities of 

I 
I 
I Chesapeake. 

ARTICLE VI1 
MUTUAL COVENANTS 

SECTION 7.1 REASONABLE EFFORTS. Subject to the 
terms and conditions of this Agreement, each of the parties 
hereto agrees to use all reasonable efforts to take, or cause 
to be taken, all actions, and to do, or cause to be done, all 
things necessary, proper or advisable to assure that all 
conditions to Closing set forth in Article VI11 of this 

. 

I 
I Agreement are satisfied as expeditiously as possible 
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including, without limitation, the preparation and filing of 
all forms, registrations and notices required to be filed to 
consummate the transactions contemplated hereby and the taking 
of such actions as are necessary to obtain any requisite 
approvals, consents, orders, exemptions or waivers by any 
public or private third party. Each party shall promptly 
consult with the other with respect to, provide any necessary 
information with respect to and provide the other (or its 
counsel) copies of, a l l  filings made by such party with any 
Governmental Entity in connection with this Agreement and the 
transactions contemplated hereby. 

SECTION 7.2 BROKERS OR FINDERS. Each of the 
Sellers and Chesapeake represents, as to itself, its 
subsidiaries and its affiliates, that no agent, broker, 
investment banker, financial advisor or other firm or person 
is or will be entitled to any broker's or finder's fee or any 
other commission or similar fee in connection with any of the 
transactions contemplated by this Agreement. The Sellers and 
Chesapeake agree to indemnify and hold the other harmless from 
and against any such claims, liabilities or obligations with 
respect to any broker's or finder's fees, commissions or 
expenses determined to be owed by them or it. 

SECTION 7.3 NOTIFICATION OF CERTAIN MATTERS. The 
Sellers shall give prompt notice to Chesapeake and CPK-Sub-C, 
and Chesapeake and CPK-Sub-C shall give prompt notice to the 
Sellers, of the occurrence (or non-occurrence) of any event of 
which Sellers, Chesapeake or CPK-Sub-C has knowledge, 
respectively, the occurrence (or non-occurrence) of which 
would be likely to cause any representation or warranty 
contained in this Agreement to be untrue or inaccurate in any 
respect (including as of the Effective Time) and of any 
failure of either party to comply with or satisfy any 
covenant, condition or agreement to be complied with or 
satisfied by it hereunder; provided, however, that delivery of 
any notice pursuant to this Section 7 . 3  shall not limit or 
otherwise affect the remedies available to either party 
hereunder. 

SECTION 7 . 4  FEES AND EXPENSES. Whether or not the 
Merger is consummated, all costs and expenses incurred in 
connection with this Agreement and the transactions 
contemplated hereby shall be paid by the party incurring such 
expenses in the normal course of business. 

SECTION 7.5 FURTHER ASSURANCES. After the Closing, 
Chesapeake and the Sellers shall from time to time, at the 
request of the other party and without further cost or expense 
to the requesting party, execute and deliver such other 
instruments of conveyance and transfer and take such other 
actions as such other party may reasonably request in order 
more effectively to carry out this Agreement. 

ARTICLE VI11 
CONDITIONS 

SECTION 8.1 CONDITIONS TO EACH PARTY'S OBLIGATION 
TO EFFECT THE MERGER. The respective obligations of each 
party to effect the Merger shall be subject to the 
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satisfaction at or prior to the Effective Time of the 
following conditions: no statute, rule, regulation, executive 
order, decree or injunction shall have been enacted, entered, 
promulgated or enforced by any United States court or 
Governmental Entity of competent jurisdiction that prohibits 
the consummation of the Merger and shall be in effect. 

SECTION 8.2 CONDITIONS OF OBLIGATIONS OF THE SELLERS. 
The obligation of the Sellers to effect the Merger 
is further subject to the satisfaction at or prior to the 
Effective Time of the following conditions, unless waived by . 
Sellers : 

(a) The representations and warranties of 
Chesapeake set forth in this Agreement shall be true and 
correct in all respects as of the date of this Agreement and 
as of the Effective Time (except that representations and 
warranties that are made as of a specified date shall be true 
and correct in all respects as of such specified date). 

(b) Chesapeake shall have performed and 
complied, in all respects, with all obligations and covenants 
required to be performed or complied with by it under this 
Agreement at or prior to the Effective Time. 

(c) Chesapeake shall have obtained all 
consents, approvals, authorizations and permits required from 
third parties and any Governmental Entity (applicable to 
Chesapeake and its subsidiaries) necessary for the 
consummation by Chesapeake of the transactions contemplated by 
this Agreement. 

(d) Sellers shall have received from 
Chesapeake an officer’s certificate substantially in the form 
of Exhibit 8.2(d) attached hereto. 

(e) The Stock Consideration to be issued 
pursuant to this Agreement shall have been listed on the NYSE. 

(f) Chesapeake shall have executed and 
delivered the letter to Coopers & Lybrand in the form of Annex 
A-2 attached hereto. 

(9) Chesapeake shall have delivered executed 
Employment Agreements for J. Phillip Keeter and Earnest A. 
Allen, Jr. in the form of Annexes B-1 and B-2 hereto; and 
Chesapeake shall have delivered executed Employment Agreements 
for Patrick Armand, Carl E. Mendenhall, David Snyder and 
Marilyn Johnson satisfactory to the parties thereto. 

(h) Chesapeake shall have caused the 
Shareholders to be released from their personal guaranties of 
the indebtedness of Xeron listed on Schedule 8.2(h) hereto. 

(i) From the date of this Agreement through 
the Effective Time, Chesapeake shall not have suffered a 
Material Adverse Change. 

SECTION 8.3 CONDITIONS OF OBLIGATIONS OF CHESAPEAKE. 
The obligation of Chesapeake to effect the Merger 
is further subject to the satisfaction at or prior to the 
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Effective Time of the following conditions, unless waived by 
Chesapeake: 

(a) The representations and warranties of 
Sellers set forth in this Agreement shall be true and correct 
in all respects as of the date of this Agreement and as of the 
Effective Time (except that representations and warranties 
that are made as of a specified date shall be true and correct 
in all respects as of such specified date). 

(b) Sellers shall have performed and complied 
with, in all respects, all obligations and covenants required 
to be performed or complied with by it under this Agreement at 
or prior to the Effective Time. 

(c) Sellers.shal1 have obtained all consents, 
approvals, authorizations and permits required from third 
parties and any Governmental Entity (applicable to Xeron or 
any of its shareholders) necessary for the consummation by 
Sellers of the transactions contemplated by this Agreement. 

(d) The Stock Transfer Restriction Agreement 
dated September 28, 1987, as amended or supplemented, shall 
have been terminated in writing in accordance with the terms 
thereof. 

(e) Chesapeake shall have received from Xeron 
an officer's certificate substantially in the form of Exhibit 
8 . 3  (e) attached hereto. 

(f) Chesapeake shall have received from each 
Shareholder a certificate substantially in the form of 
Exhibit 8.3(f) attached hereto. 

(9) Chesapeake shall have received from Lowrey 
& Millikin, L.L.P., counsel to the Sellers, an opinion 
substantially in the form of Exhibit 8.3(g) attached hereto. 

(h) Chesapeake shall have received from each 
of the Shareholders, investment representation letters 
substantially in the form of Exhibit 8.3(h) attached hereto. 

(i) From the date of this Agreement through 
the Effective Time, Xeron shall not have suffered a Material 
Adverse Change. 

(j) All necessary approvals from the Delaware 
Public Service Commission regarding the issuance of the shares 
of Chesapeake Common Stock shall have been granted by final 
order. 

(k) All rights of first refusal pursuant to 
the Articles of Incorporation of Xeron or otherwise held by 
any Shareholder shall have been waived or terminated in 
writing . 
(1) All waiting periods shall have expired 
and/or all necessary approvals, authorizations, consents, or 
waivers have been received for the consummation of the 
transaction pursuant to the Hart-Scott-Rodino Antitrust 
Improvements Act of 1976, as amended. 
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(m) Xeron shall have executed and delivered 
the letter to Coopers & Lybrand in the form of Annex A-1 
attached hereto. 

(n) Coopers & Lybrand shall have delivered to 
Chesapeake an opinion letter confirming that the merger may be 
accounted for as a pooling of interests under the requirements 
of Accounting Principles Board Opinion (APB) No. 16, Business 
Combinations, and the related published interpretations of the 
American Institute of Certified Public Accountants and the 
Financial Accounting Standards Board, and the published rules 
and regulations of the Securities and Exchange Commission. 

(01 The Sellers shall have delivered executed 
Employment Agreements for J. Phillip Keeter and Earnest A. 
Allen, Jr. in the form of Annexes B-1 and B-2 hereto; and the 
Sellers shall have delivered executed Employment Agreements 
for Patrick E. Armand, Carl E. Mendenhall, David Snyder and 
Marilyn Johnson satisfactory to Chesapeake. 

(PI The Sellers shall have provided Chesapeake 
with such representations and evidence as Chesapeake's counsel 
advises are necessary or appropriate to ensure compliance with 
applicable federal and state securities laws. 

ARTICLE IX 
SURVIVAL AND INDEMNIFICATION 

SECTION 9.1 SURVIVAL OF REPRESENTATIONS AND 
WARRANTIES. All statements, certifications, representations, 
and warranties provided for herein shall survive beyond the 
Effective Time and continue in full force and effect at all 
times as provided in this Article IX (and shall not in any 
manner be affected or impaired by the consummation of the 
transactions contemplated by this Agreement or by any 
investigation made by or on behalf of any party) until the 
termination of this Agreement pursuant to Section 10.1 or the 
period for identifying a claim of breach or default pursuant 
to the limitations prescribed under Section 9.2(d)(i) and (ii) 
shall have expired. 

SECTION 9.2 INDEMNIFICATION. 

(a) INDEMNITY BY CHESAPEAKE. Chesapeake shall 
indemnify and defend and hold each Shareholder harmless from 
and against all claims, liabilities, damages, losses and 
expenses (including reasonable attorneys' fees) of every kind 
and character (exclusive however of any amounts covered by 
Section 9.2(b)) resulting from or relating to or arising out 
of the inaccuracy, nonfulfillment, nonperformance or breach of 
any representation, warranty, covenant, agreement or 
obligation of Chesapeake contained herein. 

(b) INDEMNITY BY THE SHAREHOLDERS. Each 
Shareholder shall indemnify and defend and hold Chesapeake and 
its affiliates harmless from and against all claims, 
liabilities, damages, losses and expenses (including 
reasonable attorneys' fees) of every kind and character 
(exclusive however of any amounts covered by Section 9.2(a)) 
incurred by Chesapeake and its affiliates and resulting from 



or relating to or arising out of the inaccuracy, 
onfulfillment, nonperformance or breach of any 
epresentation, warranty, covenant, agreement or obligation of 
he Sellers contained herein. 

c) THIRD PARTY CLAIMS. If a claim for which 
ndemnification may be sought under this Section 9.2 is I asserted by third parties (including any environmentally 
related remedial or clean up work) (the "Third Party Claims"), 
uch Third Party Claim will be subject to the following terms I nd conditions: 
I 
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(i) upon receipt of written notice of any 
Third Party Claim asserted against, imposed upon or incurred 
by Chesapeake and its affiliates or the Shareholders, as the 
case may be (the "Indemnified Party'"), the party from whom 
indemnification is sought (the "Indemnifying Party'") may, at 
its own expense, participate in and, upon notice to the 
Indemnified Party undertake the defense thereof by counsel of 
its own choosing, which counsel shall be reasonably 
satisfactory to the Indemnified Party, provided that, if in 
the Indemnified Party's reasonable judgment a conflict of 
interest may exist between such Indemnified Party and the 
Indemnifying Party with respect to such Third Party Claim, 
such Indemnified Party shall be entitled to select counsel of 
its own choosing to defend the Third Party Claim (with the 
fees and costs of such counsel being at the Indemnifying 
Party's sole cost and expense); 

(ii) if ( A )  within a reasonable time after written notice 
to the Indemnifying Party of a Third Party Claim, the 
Indemnifying Party fails to notify the Indemnified Party 
that it will assume the defense of the Third Party Claim 
or (B) within a reasonable time after written notice to 
the Indemnified Party of its intention to undertake the 
defense of any Third Party Claim, the Indemnifying Party 
fails to defend the Indemnified Party, the Indemnified 
Party will have the right to undertake the defense, 
compromise or settlement of such Third Party Claim 
for the account and at the risk of the Indemnifying Party; 

(iii) anything in this Section 9.2(c) to the contrary 
notwithstanding, if there is a reasonable probability in the 
Indemnified Party's judgment that a claim may materially and 
adversely affect the Indemnified Party, other than as a result 
of money damages or other money payments, the Indemnified 
Party will have the right to defend, co-defend, compromise or 
settle such Third Party Claim (with full disclosure of the 
proposed settlement terms being given to the Indemnifying 
Party prior to settlement thereof) by selecting counsel of its 
own choosing (with the fees and costs of such counsel being 
the Indemnified Party's sole cost and expense); 

(iv) the Indemnified Party shall cooperate fully in all 
reasonable respects with the Indemnifying Party in any such defense, 
compromise or settlement including, without limitation, by 
making available to the Indemnifying Party all pertinent 
information and all books and records under the control of the 
Indemnified Party; 

(VI the Indemnifying Party shall not compromise or settle 
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any such action, suit, proceeding, claim or demand without 
the prior written approval of the Indemnified Party; provided 
that, if such prior written approval is unreasonably withheld 
by the Indemnified Party, the liability of the Indemnifying 
Party with respect to such action, suit, proceeding, claim 
or demand shall be limited to the amount of the settlement 
recommended by the Indemnifying Party and not approved by 
the Indemnified Party. 

(d) LIMITATIONS. The Indemnified Party shall 
have no claim for indemnification hereunder or other claims 
against the Indemnifying Party with respect to this Agreement 
(other than a claim arising out of the knowing, fraudulent or 
intentional breach of any provision of this Agreement) unless 

' such claim is identified: 

(i) with respect to claims relating to 
Sections 3.11 and 4.16 within the relevant 
statute of limitations for assessment and 
collection of additional taxes; or 

(ii) with respect to all other claims, 
within the earlier of 

(A) one (1) gear following the Effective Time 
or (B) the date on which an independent audit 
report on Chesapeake is issued which reflects 
the Merger. 

If such a claim for indemnification or such other recourse is 
not identified in writing within the appropriate time period 
provided above, such claim against and right to 
indemnification from the Indemnifying Party shall be deemed 
released, waived and relinquished for all purposes. 
Notwithstanding any other provisions of this Section 9 . 2  or 
other provisions of this Agreement to the contrary (except as 
expressly stated in Section 5 . 7  and Article XI hereof), no 
indemnification shall be payable to an Indemnified Party by an 
Indemnifying Party unless the total of all claims for 
indemnification by an Indemnified Party under this Agreement 
shall exceed $500,000 in the aggregate, whereupon the excess 
of the amount of such claims over $500,000 shall be 
recoverable in accordance with the terms hereof, subject to 
the maximum amounts set forth in Section 9.2(e). 

(e) MAXIMUM AMOUNT OF INDEMNIFICATION. The 
maximum amount payable to Chesapeake by the Shareholders in 
the aggregate pursuant to this Section 9.2 shall be $500,000 
and the maximum amount payable by each Shareholder shall be 
such Shareholder's proportionate ownership percentage of the 
outstanding Xeron Common Stock immediately prior to the Merger 
multiplied by $500,000. The maximum amount payable to the 
Shareholders, in the aggregate, by Chesapeake pursuant to this 
Section 9.2, shall be $500,000. Notwithstanding the foregoing 
provisions, the respective maximum amounts shall not be 
applicable to amounts owed arising out of the knowing, 
fraudulent or intentional breach of any provision of this 
Agreement by an Indemnifying Party. Furthermore, in no event 
shall Chesapeake be obligated to pay the Shareholders any 
indemnification if the market price of Chesapeake Common Stock 
for the last day of the preceding month end is $17 .per share 



or above, as adjusted for stock splits, stock dividends and 
I 

imilar events. I 
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(f) REIMBURSEMENT IN STOCK. Amounts due to 
hesapeake under this Article IX shall be paid first in 
esapeake Common Stock and, to the extent the Shareholders do b ot hold sufficient shares of Chesapeake Common Stock to pay 

the amount due, then in cash. For purposes of this Section 
.2(f), the value of such Chesapeake Common Stock shall be 
eemed to be the closing price of Chesapeake Common Stock on 
he New York Stock Exchange on the day the Effective Time 

old if none are sold on the day the Effective Time occurs). 
occurs (or the next succeeding trading day on which shares are 

ARTICLE X 
TERMINATION AND AMENDMENT a ECTION 10.1 TERMINATION. This Agreement may be 

terminated at any time prior to the Effective Time: - - 

a) by mutual consent of Chesapeake and the a ellers; 
b) by either Chesapeake or the Sellers, if 
he Merger shall not have been consummated before May 31, 1998 
(unless the failure to consummate the Merger by such date 
hall be due to the action or failure to act of the party 
eeking to terminate); or 

I 
1 
(c) by either Chesapeake or the Sellers, if 
ny permanent injunction or other order of a court or other 
ompetent authority preventing the consummation of the Merger 
hall have become final and nonappealable. 

ECTION 10.2 EFFECT OF TERMINATION. In the event 
f the termination and abandonment of this Agreement pursuant 
o Section 10.1 hereof, this Agreement shall forthwith become 

void and have no effect, without any liability on the part of 
ny party hereto or its affiliates, directors, officers or 
hareholders. Notwithstanding the foregoing, nothing 
ontained in this Section 10.2 shall relieve any party from 

greement or any material breach or misrepresentation of the IC epresentations or warranties contained herein, which occurred 
L ended by the parties hereto at any time prior to the 

E 
1 
liability for any material breach of any covenant of this 

prior to such termination. 

ECTION 10.3 AMENDMENT. This Agreement may be 

Effective Time. This Agreement may not be amended except by 
n instrument in writing signed by-or on behalf of each of the 
arties hereto. 3 
SECTION 10.4 EXTENSION, WAIVER. At any time prior 
o the Effective Time, the parties may, to the extent legally 
llowed, (i) extend the time for the performance of any of the 
bligations or other acts of the other parties hereto, (ii) 
waive any inaccuracies in the representations and warranties 
f the other parties hereto contained herein or in any 
ocument delivered pursuant hereto and (iii) waive compliance 
ith any of the agreements or conditions contained herein by 

d 
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the other parties hereto. 
party hereto to any such extension or waiver shall be valid 
only if set forth in a written instrument signed on behalf of 
such party. 

Any agreement'on the part of a 

ARTICLE XI 
NON-COMPETITION AGREEMENT 

SECTION 11.1 COVENANT NOT TO SOLICIT CUSTOMERS, 
HIRE EMPLOYEES OR COMPETE. For and in consideration of the 
purchase of Xeron and in addition to any non-competition 
agreements in the Employment Agreements attached as Annex B 
hereto, each of the Shareholders agrees that he will not, for 
a period of three years following the Effective Time: 

(a) directly or indirectly, on his own behalf or on 
behalf of any other person or entity other than Chesapeake, 
solicit, or attempt to solicit, for the purpose of providing 
any product or service of the same or similar kind or 
character as any product or service sold, provided or under 
development by Xeron prior to the Effective Date, any person 
or entity that is or was a customer or a prospective customer 
of Xeron. 

(b) directly or indirectly, on his own behalf or on 
behalf of any 
other person or entity other than Chesapeake, solicit for 
employment or hire any employee or former employee of Xeron or 
any affiliate of Xeron who is or was employed by Xeron or any 
affiliate during the twelve months preceding the Effective 
Date. 

(c) (i) directly or indirectly engage in, (ii) have 
any interest in any person, firm, corporation or other entity 
that directly or indirectly engages in, or (iii) perform any 
services for any person, firm, corporation or other entity 
that directly or indirectly engages in, the same or similar 
lines of business as Xeron, except for such Shareholders' 
ownership of the stock of Chesapeake, except for ownership of 
interests in publicly traded companies where such ownership 
represents less than one percent of the outstanding shares of 
such publicly traded company. 

Nothing in this Section 11.1 is intended or shall restrict the 
right of any Shareholder to engage in speculative transactions 
in propane futures traded on a public exchange €or his own 
individual investment account (or the investment account of a 
member of his immediate family) and not for the benefit of any 
third party, provided that any such transaction shall be 
permitted only if (1) executed on a public exchange and (2) 
such transaction shall not have an adverse effect on Xeron. 
This Article XI and any claims for breach hereof are not 
subject to the limitations set forth in Article IX. 

ARTICLE XI1 
MISCELLANEOUS 

SECTION 12.1 NOTICES. All notices and other 
communications hereunder shall be in writing, and shall be deemed 
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given upon receipt if delivered personally, sent by facsimile 
transmission (receipt of which is confirmed) or by certified or 
registered mail, return receipt requested, or by a nationally 
recognized private overnight courier to the parties at the 
following addresses (or at such other address for a party as 
shall be specified by like notice): 

(a) if to the Shareholders, to: 

J. Phillip Keeter 
1405 Colony Circle 
Longview, TX 75604 
Fax: (903) 236-6807 

Earnest A. Allen, Jr. 
3126 RobinsOn Road 
Missouri City, TX 77459 

Patrick E. Armand 
9119 Devoncroft 
Houston, TX 77037 

(b) if to Xeron, to 

Xeron, Inc. 
9301 Southwest Freeway, Suite 325 
Houston, TX 77074 
Attn: Earnest A. Allen, Jr. 
Fax: (713) 988-3476 

with a copy to: 

J. Richard Millikin, Jr. 
Lowrey & Millikin, L.L.P. 
1127 Judson Road, Suite 141 
Longview, TX 75601 
Fax: (903) 236-3050 

(c) if to Chesapeake, to: 

Chesapeake Utilities Corporation 
909 Silver Lake Boulevard 
Dover, Delaware 19904 
Attention: John R. Schimkaitis 
Fax: (302) 734-6750 

with a copy to: 

Covington & Burling 
1201 Pennsylvania Avenue, N.W. 
Washington, D.C. 20004 
Attention: Ruth S. Epstein 
Fax: (202) 662-6291 

SECTION 12.2 DESCRIPTIVE HEADINGS. The descriptive 
headings herein are inserted for convenience only and are not 
intended to be part of'or to affect the meaning or interpretation 
of this Agreement. 

SECTION 12.3 COUNTERPARTS. This Agreement may be 
executed in two or more counterparts, all of which shall be 
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considered one and the same agreement and shall become effective 
when two or more counterparts have been signed by each of the 
parties and delivered to the other parties, it being understood 
that all parties need not sign the same counterpart. 

SECTION 12.4 ENTIRE AGREEMENT; ASSIGNMENT. This 
Agreement (a) constitutes the entire agreement and supersedes all 
prior agreements and understandings, both written and oral, among 
the parties with respect to the subject matter hereof and 
(b) shall not be assigned by operation of law or otherwise. 

SECTION 12.5 GOVERNING LAW. This Agreement shall be 
governed and construed in accordance with the laws of the State 
of Delaware without regard to any applicable principles of 
conflicts of law. 

SECTION 12.6 SPECIFIC PERFORMANCE. The parties hereto 
agree that if any of the provisions of this Agreement were not 
performed in accordance with their specific terms or were 
otherwise breached, irreparable damage would occur, no adequate 
remedy at law would exist and damages would be difficult to 
determine, and that the parties shall be entitled to specific 
performance of the terms hereof, in addition to any other remedy 
at law or equity. 

SECTION 12.7 PUBLICITY. Chesapeake may issue or cause 
the publication of any press release or other public announcement 
or make any filing with the SEC with respect to the transactions 
contemplated by this Agreement as it deems appropriate; provided 
that, to the extent practicable, Chesapeake shall provide the 
Shareholders with a copy of any such press release or other 
public announcement or filing prior to the time of release or 
filing. The Sellers shall not issue or cause the publication of 
any press release or other public announcement with respect to 
the transactions contemplated by this Agreement without the prior 
approval of Chesapeake. 

SECTION 12.8 PARTIES IN INTEREST. This Agreement 
shall be binding upon and inure solely to the benefit of each 
party hereto and nothing in this Agreement, express or implied, 
is intended to or shall confer upon any other person or persons 
any rights, benefits or remedies of any nature whatsoever under 
or by reason of this Agreement. 

IN WITNESS WHEREOF, the parties hereto have caused this 
Agreement to be signed (where applicable by their respective 
officers thereunto duly authorized), as of the date first written 
above. 

CHESAPEAKE UTILITIES CORPORATION 

By : / s /  John R. Schimkaitis 

Name: John R. Schimkaitis 
Title: President 

CPK-SUB-C, INC . 

By: / s /  John R. Schimkaitis 
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Name : 
Title: 

XERON, 

By : 

Name : 
Title: 

INC . 

/s/ Earnest A. Allen, Jr. 

Earnest A. Allen, Jr. 
Chief Executive Officer 

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

SHAREHOLDERS 

Exhibit 11. 

FOR IMMEDIATE RELEASE: 
April 29, 1998 
NYSE Symbol: CPK 

CHESAPEAKE UTILITIES CORPORATION 
ENTERS AGREEMENT TO PURCHASE THE STOCK 

OF XERON, INC. 

DOVER, DELAWARE - Chesapeake Utilities Corporation ("Chesapeake") 
announced today that it has signed an agreement to purchase all ' 

of the outstanding shares of Xeron, Inc. ("Xeron"), a privately 
held natural gas liquids trading company headquartered in Houston, 
Texas. Xeron will be operated as a subsidiary of Chesapeake. 
In the transaction, which will be accounted for as a pooling of 
interests, Xeron shareholders will receive 475,OOO'shares of 
Chesapeake common stock for all the outstanding common stock of 
Xeron. After the purchase of Xeron's stock, the total number 
of Chesapeake outstanding shares will be approximately 5,064,000. 

Excluding one-time merger costs, this transaction is not expected 
to have a dilutive effect on earnings per share. The purchase, 
which is subject to regulatory and other required approvals and 
conditions of closing, is expected to close by May 31, ,1998. 



Chesapeake Utilities Corporation is a diversified utility company 
ngaged in natural gas distribution and transmission, propane B istribution, advanced information services and water treatment. 
ustomers throughout central and southern Delaware, Maryland's 
astern Shore and Central Florida. The Company's propane segment 

elaware and the Eastern Shore region of Maryland and Virginia. 

Chesapeake's three natural gas distribution divisions serve 
approximately 35,800 residential, commercial and industrial 

serves approximately 34,000 customers in central and southern 
P 
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or more information, please contact: 
ichael P. McMasters, Vice President, 

hesapeake Utilities Corporation, 302.734.6798 
Treasurer & Chief Financial Officer 

Beth W. Cooper, Assistant Treasurer 
Chesapeake Utilities Corporation, 302.734.6015 

This press release includes forward-looking information relating 
to the proposed business combination, including its anticipated . 
impact on earnings per share. This forward-looking information 
involves risks and uncertainties that could cause actual results 
to differ materially, including without limitation, whether or 
not the proposed acquisition actually occurs, actual performance 
for the periods indicated, the actual costs of the acquisition 
and the ability of the combined company to execute the 
anticipated integration and realize the expected synergies. 
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PEGISTRATION RIGBTS AGREEMENT 
. .* . .  

This Registration Rights Agreement (the "Agtcement") is made and 
' 1998, by and between ChesapeakeUtilities entcred into as of I 

Corporation, a belaware corporation (the "Company") and 
. .  

a .  

("Shareholder"), 

. This Agreement is made as contemplated by that certain Agreement 
and Plan of Merger dated as of ApriI - 1998, by md among the Company, CPK 
Sub-C, hc., a Delawate corporatiox and wholly-owned subsidiary of the Company 
(TPK Sub-C")), Xeron, Inc., a Mississippi corporation ("Xeron"), J. Phillip Keeter, 
Earnest G Allen, Jr.. a d  Patrick h a n d  (the "Mergcr Agreement"), which providcs 
for thc merger of CPK Sub-C with and into Xcron (the "Merger"). Whereas the 
securities to be delivered to Sharehotdcr pursuant to the Merger Agreement. are 
restricted securities, as defined in Rule 144 under the Securities Act of 1933, in 
order to induce Xeron and Shareholder to enter into thc Merger Agreement, the 
Company has agrced to provide the registration rights set forth in this Agreement. 

For good and valuable consideration, the receipt and sufficiency o f  I 

which is hereby acknowledged, the parties hereby agree as follows: 
b 

1. Securities Subject to this Ammncnt. The securities entitled to 
the benefits of this Agreement are tho shares of common stock, par value $.4867 per 
share, of the Company (the "Common Stock") issued to Shareholder in accordance 

I 

. '  with the terms of the Merger Agreement (the "RegistrabIe Securities"). , . ,  

2. Rerzistration. ' *  . .  

(a) Within 60 days following the time at which results 
covering at Icnst 30 days of post-Merger combined operations of the Company have 

to the t a m s  of this Agreement, and subject to the full cooperation of SharehoIder, at 

. .  
been filed with the Securities and Exchange Commission (the "Commission"), sent to 
stockholders of the Company or o t h d s c  publicly issued, the Company will, subject . . ' 

its expense, fire with the Commission a registration statcment (the "Registration 
Statement") covcrhg the sale by Shareholder of the Registrable Securities. 'The 
Company will use its reasonable best efforts to cause the Registration Statement to 
become effective as promptly m practicable and to maintain the effectiveness of the 
kgistration Statement for a period of three (3) ycars &om the Effective Time, as 
that tetm is dcfiaed in the Merger Agreemenf or such shorter time as may b& 
required by Rule 144(k) under the Securities Act o f  1933, as amended (the . 
"Securities Act"), or my swcessor provision. The Company may postpone for a 

* .  

. .  . 

I 



(reasonable period of &e, not lo cxcccd 60 days, the filing or cffkctivcness of the 
Registration Statement, or the undertaking of any work by the Company with respect 
to the preparation o f  the Registration Statmcnt, if the Board of Directors of the 
Company in good faith determines that such filing or registration would reasonably 
be expected to havo a matcrial advme effect on any plan or proposal by the 
Company with respcct to any iinancing, acquisition, recapitalization, reorganization 

I 

I 
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* .  
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I or other materig transaction. 

(b) Before filing wilh the Commission the Registration 
Statement or any amendments or supplements thereto, the Company wilt f h i s h  to . I  I 

Shareholder for review copies of all documents proposed to be filed. 

i. (c) The Company shall furnish to Shareholder such numbcr 
of copies of the Registration Statement and of cach amcndmcnt and supplement 

'ncluded in such Rcgistration Statement (including cach preliminary prospectus aud 
ummary prospectus), and such other documents as Shareholder may teasonably 
equest in order to facilitate the disposition of the Registrable Securities by 

ereto (in each case including all exhibits), such numbcr of copies of the prospectus 

1 
P equest, provided that the Company shall not for 'any such purpose be required to 

q u e  g c n e d y  to do business as a foreign corporation in any jurisdiction where, 
ut for the requirements of this Section 2(d), it would not be obligated to be so 
ualified, to subject itselfto taxation in any such jurisdiction, or to consent to 

general service of process in any such jurisdiction (a general service of process 
ould not include a consent on Form U-2 or its substantial cquivalcnt). 

(d) The Company shall use its best efforts to register or 
qualify the Registrable Sccurities covered by the Registration Statement under such 
ther securities or blue s k y  laws of such jurisdictions as Shareholder may re.asonably 

* 
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* .  . 
(e) 'I'ht Company may require Shareholder to furnish the 

ompany with such information regarding Shareholder and pertinent to the - 
isclosuro rcquircmcnts relating b the registration and the distribution of the 

. .  Registrablc Securities as the Company may fiom time to timt reasonably request. 
F 
I .  ( f )  If Shareholber determines to distribute the Registrable , I 

in an undemritten offering, all costs, fees, and disburscments of 
derwriters and all underwriting discounts, commissions and transfer taxes relating 

o such distribution will bc the soIe responsibility of Shareholder. 

(g) Shucholdcr'agrecs that upon notice from the Coqpany 
* I  

. .  !e wiU suspend from time to time dl.sales of the Registrable Securities for such . 
.. * , 

. .  
* .  
*: : I ' - 2 - .  

. . .  . . .  
I .  . .  
: .  * .  . 



I 
(period of time as is required to p i t  the Company to eompleta any future 

financing transaction iuvolving an‘underwritten offering by the Company of its 
Common Stock Shareholder will not be required to suspend sales of the.Rcgistrablt 

month period. 
1 3  ecurities (pursuant to this Section 2(g)) for more than three months in any 12- 

: ’  
- 

. . a  

(h) Shareholder agrces that, upon receipt of ahy notice from 
the Company &at the Company has become aware that the prospectus included in 
the Registration Statement, as then in effect, includes an untrue statement of a 
material fact or omits to state a material fact required to bc stated therein. or 
necessary to makc the statements therein not misleading in the light of the 
circumstances then existing, Shoreholder will forthwith discontinue disposition of a egistrable Securities pursuant to the Registridtion Statement until Shareholder’s 
eceipt of copics of a properly supplemented or amended prospectus and, if so 

ditectcd by the Company, Shareholder WiU deliver lo the Company all copies, othcr 
than permanent file copies thcn in Shareholder’s possession, of the prospectus 
covering Registrable Securities current at the time of receipt of such notice.. The 

(company will diligently preparc an amended prospectus and deliver sufficient copies 
thereof to Shareholder. 

1 
I 
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. .  

3. Indemnification. 

(a) Indemnification bv the ComDmy. The Company will 
Bndc- and hold harmless, to the extent permitted by law, Sharcholder against 

any and all losses, claims, damages or liabilities, joint or several, to which 
may become subject under the SeGuritics Act or othenurise, insofar as 

w h  losses, claims, damages or liabilities (or actions or proceedings, whether 
commenced or threatened, in respect thereof) arise out of or are baed upon any 
ntruc statement or alleged untrue statemcnt of my material fact contained ia the k egistration Statement, any p r c l i i q .  prospectus, final prospectus or summq.  
rospectus contained therein, or any amendment or supplement thereto, or any 
mission or alleged omission to state therein a material fact required lo be stated 

rovisions of Section 3(c), tho Company will reimburse Shareholder for any legal or 
y other expenses reasonably incurred by it in connection With investigating or 

k ’ e n d h g  any such loss, claim, liability, action or procceding; provided, however, 
hat the Company shall not be liable to Shareholdcr in any such case to the extent 

at any such loss, claim, damage, liability (or action or proceeding in respect 
ereof) or expense arises out of or is based upon an untruo statement or allegcd 
true statement or omission or alleged omhsion made in the Registration Statement, 
y such preliminary prospectus, find prospectus, summary prospcctus, amendment 

or supplement thereto in reliance upon and in conformity with infomation furnished 

or nccessmy to make the statements therein not misleading, and subjcct to the 

I 

I ’  

. - 3 -  . .  
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I 

I 
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to thc Company by Shmholder for use in the preparation thereof; and provided 
hrther that the Company shall not be liable undcr this Section 3(a) to Sharcholder to 
the extent that my such IOSS, claim, damage, liability (or action or procecding in 
respect thereof) or expense arises out of Shareholder's faiIute to send or give a copy 
of the find prospectus, as the same may be then supplemcnted or amended, to tho 
person asserting an untrue statement or alleged untrue statement or omission or 
alleged omission at or prior to the writtcn confirmation of the sale o f  RcgistrabIc 
Securities to su& person if such statcment.or omission was corrected in such final 
prospectus. Such indemnity shall remain in full force and effcct regardIcss of any 
investigation made by or on behalf of Shareholder and sliall survive the transfer of 

. t  

.. 
a .  

such s~ccurities by Shareholder. . .  
I 

(b) Indemnification bv Shareholder. Shareholder will 
indemnify and hold harmless (in the same manner and to the same extent as set forth 
in subdivision (a) o f  this Section 3) 'the Company, each director of the Company and 
each officer of the Company with rcspcct to any statcment or alleged statemcnt in or 
omission .or alleged omission fiom the Registration Statement, any prelimhay 
prospectus, final prospectus or sunimary prospectus contained therein, or +y 
amendment or supplement thereto, if such statemcnt or alleged statement or omission 
or alleged omission was made in reliancc upon and in conformity with information 
furnished to the Company by Shareholdtr for use in the preparation of the 
Registration Statemcnt, preliminary prospwtus, final prospectus, s u " q  
prospectus, amendment or suppkment thereto, Such indemnity shall remain in full 
force and effect, regardless of any investigtttion madc by or on behalf of the 
Company, any director of the Company or any officer of the Company and shall 
survive the transfer of such securities by Shareholder. 

(c) Notice of Claims. ctc, Promptly after receipt by an 
indcmnified party of notice of the commenccment of any action or proceeding or 
threat of claim involving a claim ccferred to in the preceding subdivisions of this 
Section 3, such indemnified party will, if a chim in respect thereof is to be made 
against an indcmnifjling party, give written notice to thc lattcr o f  the commencement 
of such action or h a t  of claim, provided that tho failure of any indemnified party 
to give notice as provided herein shall not relieve the indemnitjring part of its 
obligations under the preceding subdivisions of this Section 3, except to the extent 
thatthe indemnifying party is prejudiced by such failure to give notice. In case any 
such a d o n  is brought against an indemnified party, unless and except to the extent 
that in the reasonable judgment of the indemnified party, based on advice of  counsel, 
a conflict of interest between such i n d e d c d  and indemnifying p d e s  exists in 
respect of such claim, the indtmnifj.ing party shall be entitled to participate in and to 
assume the dcfensc thcrcofl jointly with any other indemnifying party similady 
notified, to tho extent that the indemnifying party may wish, with counsel reasonably 

.. - 4 .- 
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I .  . .  . .. 

&isfactory to such indemnified pw, andafter notic; fkom the ihdemifjhg party 
to such indemnified patty of its election s o  to assume the defense thereof,.tho 

demnifjdng p w  shall not be liable to such indemnified party for any,?egal or II her expenses subsequcntly incurred by the latter in connection with the defcnse 
thereof other than reasonable costs o f  investigation. No indcmified p w  shall 

nsent to cntry of any judgment or enter into any settlement of any such action the B fmst of which has been assumcd by an indemnifying party without the consent of 
i c h  indeinnifyihg party. 

r oss, damage or liability is incutred subject to the receipt of such documentaj 

(d) Indemnification Paments. The indenmification required 
this Section 3 shall be made by periodic payments of the amount thereof during 

e course of the investigation or defcnse, as and when bills are received or expense, 

pport therefor ils the indemnifjring party may reasonably request. 

(e) Contribution. If the indemnification providcd for in this 
ction 3 shall for any reason bc unavaiIable to an indemnified party in respect of 
y loss, claim, &ma& or liability, or any action in respect thereof, refened to 

therein, then cach indemnifying party shall, in lieu of indemnifying such hdemnified 
y, contribute to Lhe amount paid or payable by such indcmniiied party lis a result 

I 
K 
&? such loss, claim, damage or liability, or action in respect thereof, ia such 
proportion as shall be appropriate to reflect the relative fault o f  the indemifyipg 

on the onc hand and the indemnified party on the other with respect to the E? emcnts or omission which rcsultkd in such loss, claim, damage or liability, or 
action in respect thereof, as well as any othcr relcvant equitable considerations. The 

Iaiive fault shall be determined by reference to whethcr the untrue or alleged. B true statemcat of a material fact or omission or alleged omission to state a 
material fact relates to information supplied by the indemnifying party on the one 

and or thc kdcmnified party on the other, the intent of the parties and their relative 1 nowkdge, access to information and opportunity to correct or prevent such 
tateminent or omission, but not by refcrcnce to an indemnified party's stock 
wnership in the Compaoy. Thc amount paid or payable by an indemnified party a,. 
resuIt of the loss, ~laim, damage or liability, or action in rcspect the&& referred - 

aragraph, any legal or other expenses rcsonably incurred by such indemnified 
party in connection With investigating or defending any such action or el&. No 
erson guilty of fiaudulcnt misrepresentation (within the mcaning of Section 12(f) of 
e Securities Act) shall be entitled to conkibution fiom any person who w+ not 

abovc this paragraph shall be deemed to inch&, for purposes of this . 
Q 
ip 
guilty of such hudulent misreptesqntation. 

' I  
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. . .* 

DR'AFT ' .: . 

4. Restriction on Transfet. . .  .. 
(a) Shareholder covenants and agrees that in any calendar 

qu@er he will not offer to sell, sell or otherwise dispose of tiny amount of " . 
! Registrable Securities in excess of: one perccnt (1%) oF the total number of shares of 

Common Stock then issued and outstanding. 
* 

I (b) Notwithstanding the provisions of Section 4(aj::of this 
Agreement, in the event that a Shareholder becomes liable for a payment obligation 
undcr the indemnification provisions of the Merger Agreement, Shareholder may, at 
his option, sell or pledge in accordancewith the Registration Statement as then in 
effect orpursuant to an applicable exemption fiom registration, such number of 

that payment obligation. I 

shares of the Rcgistrablc Securitics suflicient to gtneratc net funds in the amount o f  . .  

n : 5. Notices. Any notices or oLher communications required or 
permitted hereunder shall be in writing and shall be deemed duly given upon 
(a) conflnned delivery by a standard overnight carrier or when delivered by hand, or 
(b) the expiration of five business days after thc day when mailed by certified or 
registered mail, pastagc prepaid, addressed a1 the following addresses (or at such 
other address as the parties hereto shall specify by like notice): 

. .  

I. * 

' 

. .  

I * ' *  

. .  

(x) If to the Company, to: 

Chesapcakc Utilities Corporation . 
909 Silver Lake BouIevard 
Dover, Delawar'e 19904 
Attention: John R, Schimkaitis 

' 4  

I . ' .  1 . 
with a copy to: 

. .  

I 

. .  
Covhgton & Burling 
1201 Pennsylvania Avcnue, N.W. 
Post Off?ce Box 7566 

1 .*: 
I I: Washington, D.C. 20044 
, Attention: Ruth S. Epstein 

(y) 
Shareholder to the Company, wbich address initially appears on bclow 

V to Shareholder, to the most recent addrcss given by 1,: * 

. his signature. 

. .  



I 
I 

. .  I 6. ~iscellancous. .This Agreement and any ten'hetedf may be , 

changed, waived, discharged or texjninated'onty by an instrument in writing, signed 
the party against which enforcement of such change, waiver, discharge or 

L i n a t i o n  is sought or by Shareholder and tho Company. This Agreement shall be 
c strued and enforced in accordance with and govmcd b? the lawsof the Statc of 

lawate. The section headings' in'this Agreement are for purposes o f  convedencc ' 

y and shall not constitutc a part hcreof. . .  $ -  * *  

IN WITNESS WHEREOF, the Company and Shareholder have caused . : 

* I  

I is Agreement to be duly executed as of the date first above written. . 

I 

CHESAPEAKE UTILImS CORPORATION . . . ,  

By! 
' John R Schimkaitis 

President 

SHAREHOLDER 

4 

Name 
[address] 

.. . . 

. .  . . 
. .  . .  * .  

* * .  
. .  

I 
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HAROLD SCHMITTINGER 

NICHOLAS H RODRIGUEZ 
H BOSWELL 
J SCHMITTINGER s E C ENNIS 

LARRY W FlFER 
DOUGLAS B C A T T S  

1 .s T VAUGHN. JR 
CATHERINE T HICKEY 

WILLIAM W PEPPER. SR 
IG T ELIASSEN 
S T A L L  CAREY. 

IAM D FLETCHER. JR 
IAM A DENMAN 

TT E CHAMBERS. 

ARDl F PYOTT. 
NOEL E PRIMOS 

J t FREY J CLARK 

R SCOTT KAPPES 

ID A BOSWELL 

ELE L PROCINO 

8 
T F SCHMITTINGER 

SCHMlTTlNGER AND RODRIGUEZ, P.A. 
LAWYERS 

4 14 SOUTH STATE STREET 

P.O. BOX 497 
DOVER, DELAWARE 19903-0497 

TELEPHONE (302) 674-0 140 
TELECOPIER (302) 674- 1830 

WlLMlNGTDN OFFICE 

BRANDYWINE GATEWAY PLAZA 

I 300 N. MARKET STREET. SUITE 205 
WILMINCTDN. DELAWARE 19801 

TELEPHONE (302) 652.3676 
TELECOPIER (302) 652,8788 

REHOBOTH BEACH OFFICE 
4602 HIGHWAY O N E  

C O R E S T A T E S  BUILDING 

REHOBOTH BEACH. DELAWARE 19971 
TELEPHONE 1302) 227 .  I400 
TELECOPIER (302) 645.1 843 

ODESSA OFFICE 

ODESSA PROFESSIONAL PARK 
PO BOX 626 

ODESSA, DELAWARE I9730 0 6 2 6  

TELEPHONE 1302) 378.1 697 
TELECOPIER 1302) 378. I659 

HY S GRAVELL. 

0 ADMITTED IN M A R Y L A N D  

April 29, 1998 

Delaware Public Service Commission 
Cannon Building, Suite 100 
861 Silver Lake Boulevard 
Dover, DE 19904 

RE: Application of Chesapeake Utilities Corporation 
For The Approval of Issuance of Stock 

Dear Commissioners: 

We are Delaware counsel for Chesapeake Utilities Corporation 
(IlChesapeakeIl) in connection with Chesapeake's application for 
Commission approval of the issuance of approximately 475,000 shares 
of Chesapeake common stock, pursuant to 26 Del. C. 5215. 

We are familiar with the terms, interpretation, and application of 
26 Del. C. §215 which sets forth the required, but limited, 
findings to be made by the Commission in its consideration of such 
a proposed issue. We note the limited scope of Commission review, 
as determined by the Delaware Supreme Court in the Diamond State 
Telephone Companv case, 367 A.2d 644 (1976). Specifically, in the 
Diamond State Telephone ComDanv case, the Delaware Supreme Court 
held that the powers legislated to the Commission pursuant to 26 
Del. C. 5215 were intended to be applied in cases of a proposed 
issuance of stock for an inadequate consideration or for some other 
improper purpose. In Diamond State, the Delaware Supreme Court 
stated that in the absence of a showing of improper consideration, 
fraud, bad faith, or self-dealing on the part of the members of a 
utility's board of directors in their decision to issue shares of 
stock for the purpose of raising needed funds, it would be improper 
for the Commission to substitute its judgment for that of the board 
of directors. 



8 
Delaware Public Service Commission 
April 29, 1998 
Page 2 

Based upon our knowledge of the applicable statute, and its 
regulatory and judicial interpretation and application, it is our 
opinion that the proposed issuance of approximately 475,000 shares 
of Chesapeake common stock has been duly authorized and is valid 
and in accordance with law, subject, of course, to the approval of 
the Public Service Commission pursuant to 26 Del. C. 5215, any 
necessary approval on the part of the Florida Public Service 
Commission, and satisfactory compliance by Chesapeake with all 
applicable federal securities laws. 

It is also our opinion, based upon the statement of Chesapeake's 
intended purpose for issuing said stock, that the subject stock 
issue is for a proper purpose, and is consistent with the public 
interest, by enabling Chesapeake to acquire Xeron, Inc. 

Accordingly, it is our opinion that Chesapeake's pending 
application for Commission approval pursuant to 26  Del. C. 8215 
fully complies with the limited statutory requirements and findings 
necessary for Commission approval. 

Sincerely yours, 

SCHMITTINGER & RODRIGUEZ, P . A .  

BY: 
WILLIAM A .  DENMAN, ESQUIRE 

WAD : pmw 
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- As of December 31.1997 

UNAUDITED 

ISSUANCE OF 
COMMON 

STOCK 
2/ 

PRO FORMA 
AFTER 

ISSUANCE OF 
EQUITY 

ACTUAL 
BEFORE 

ISSUANCE 

PRO FORMA 
BEFORE 

ISSUANCE 
ADJUSTMENT 

11 ASSETS 

PROPERTY, PLANT AND EQUIPMENT 
At original cost 
Less: Accum. depreciation and amortization 

$143,345,126 
(43,827,961) 

$750,746 
(420,957) 

$144,095,872 
(44,248,9 1 8) 

$170,700 
(119,373) 

$1 44,266,572 
(44,368,291) 

Net property, plant and equipment 99.517.165 99.898.281 329,789 99,846,954 51,327 

INVESTMENTS 2,721,443 0 2,721,443 0 2,721,443 

CURRENT ASSETS 
Cash and cash equivalents 
Accounts receivable, net 
Materials and supplies 
Propane inventory 
Storage gas prepayments 
Other prepaid expenses 
Deferred income taxes 
Underrecovered purchased gas costs 

44,516 
87,159 
47,661 

0 
0 

7,268 
0 
0 

555,198 
13,087,999 
1,380,120 
2,288,516 
2,926,618 
1,910,534 
247,487 

1,673,389 

599,714 
13,1753 58 
1,427,781 
2,288,516 
2,926,618 
1,917,802 
247,487 

1,673,389 

702,577 
2,945,687 

0 
101,333 

0 
313,802 

0 
0 

1,302,291 
16,120,845 
1,427,781 
2,389,849 
2,926,618 
2,231,604 
247,487 

1,673,389 

Total current assets 24,069,861 186,604 24,256,465 4,063,399 28,319,864 

DEFERREDCHARGES 
Environmental regulatory assets 
Environmental expenditures, net 
Order 636 Transition cost 
Other deferred charges & intangible assets 

4,865,073 
2,372,929 

0 
3.832.389 

4,865,073 
2,372,929 

0 
4.096.473 

4,865,073 
2,372,929 

0 
4.096.473 

0 
0 
0 

264,084 

Total deferred charges & other assets 11.070.391 264.084 11.334.475 0 11,334,475 

$142,274,063 TOTAL ASSETS $1 37,378,860 $780,477 $1 38,159,337 $4,114,726 



u m  

UNAUDITED PRO FORMA 
AFTER 

ISSUANCE OF 
EQUITY 

ISSUANCE OF 
COMMON 
STOCK 

z 

ACTUAL 
BEFORE 

ISSUANCE 

PRO FORMA 
BEFORE 

ISSUANCE 
ADJUSTMENT 

11 LIABILITIES AND CAPITALIZATION 

CAPITALIZATION 
Common stock 
Additional paid-in capital 
Retained earnings 
Less: Unearned compensation 

Net unrealized gain on mkt. securities 

$12,168 
38,833 

144,536 
0 
0 

$2,191,792 
19,819,604 
28,218,763 

(1 90,886) 
296,872 

$2,203,960 
1 9 , 858,437 
28,363,299 

(1 90,886) 
296,872 

$231,183 
(1 56,183) 

3,233,252 
0 
0 

3,308,252 

$2,435,142 
19,702,254 
31,596,551 

(190,886) 
296,872 

53,839,933 Total stockholders’ equity 50.336.145 195,536 50,531,681 

LONG-TERM DEBT, NET OF CURRENT 38,226,000 0 38,226,000 0 38,226,000 

TOTAL CAPITALIZATION 88,562,145 195,536 88,757,681 92,065,933 3,308,252 

CURRENT LIABILITIES 
Current portion of long-term debt 
Short-term borrowings 
Accounts payable 
Refunds payable to customers 
Accrued interest 
Overrecovered purchased gas costs 
Dividends payable 
Income taxes payable 
Other accrued expenses 

582,500 
7,600,000 

12,451,570 
357,041 
784,533 

0 
1,092,168 

0 
3.807.484 

0 
489,076 

80,633 
0 
0 
0 
0 
0 

15.232 

0 
(3,256,925) 
3,388,814 

0 
0 
0 
0 
0 

674.585 

582,500 
8,089,076 

12,532,203 
357,041 
784,533 

0 
1,092,168 

0 
3,822,716 

582,500 
4,832,151 

15,921,017 
357,041 
784,533 

0 
1,092,168 

0 
4,497,301 

Total current liabilities 584.941 806.474 28,066,711 26,675,296 27,260,237 

DEFERRED CREDITS 
Deferred income taxes 
Deferred investment tax credits 
Environmental liability 
Accrued pension costs 
Order 636 transition liability 
Other liabilities 

11,490,358 
821,617 

4,865,073 
1.754.71 5 

0 
3,209,656 

22,141,419 

11,490,358 
821,617 

4,865,073 
1,754,715 

0 
3,209,656 

11,490,358 
821,617 

4,865,073 
1,754,715 

0 
3,209,656 

Total deferred credits and other liabilities 22,141,419 22,141,419 0 

$4,114,726 TOTAL LIABILITIES AND CAPITALIZATION $1 37,378,860 $780,477 $138,159,337 $1 42,274,063 



For the Twelve Months Ended December 31.1997 

UNAUDITED 

ISSUANCE OF 
COMMON 

STOCK 
2-51 

PRO FORMA 
AFTER 

ISSUANCE OF 
EQUITY 

PRO FORMA 
BEFORE 

ISSUANCE 

ACTUAL 
BEFORE 

ISSUANCE 
ADJUSTMENT 

11 

$251.765.388 OPERATING REVENUES $122,774,593 $124,314,231 $127,451,157 $1,539,638 

OPERATING EXPENSES 
Purchased gas costs 
Operations 
Maintenance 
Depreciation and amortization 
Taxes-other than income 
Taxes-income 

77,764,830 
21,831,194 
2,041,043 
5,396,975 
3,853,954 
3.327.627 

203,270,652 
24,202,472 
2,114,686 
5,468,42 1 
3,912,013 
3,633,606 

77,764,830 
23,054,287 
2,114,686 
5,458,471 
3,912,013 
3,365,958 

125,505,822 
1 , 148,185 

0 
9,950 

0 
267,648 

0 
1,223,093 

61,496 
58,059 
38,331 

73,643 

Total Operating Expenses 242,601,850 126,931,605 115,670,245 1,454,622 114,215,623 

8.558.970 NET OPERATING INCOME 9,163,538 519,552 8,643,986 85,016 

378.129 OTHER INCOME AND DEDUCTIONS 429.00 1 807,130 1,290 427,711 

9.072.987 INCOME BEFORE INTEREST CHARGES 9,970,668 897,681 86,306 8,986,681 

INTEREST CHARGES 
Interest - Long-Term Debt 
Interest - Short Term Borrowings 
Interest - Other 
Amortization of Debt Expense 
Capital Leases 
AFUDC 

2,347,369 
792,055 
157,574 
119,401 

0 
(85,145) 

2,347,369 
792,055 
157,574 
119,401 

0 
(85,145) 

3.331.254 

0 
2731 9 

0 
0 
0 
0 

2,347,369 
764,536 
157,574 
I 1  9,401 

0 
(85,145) 

Total Interest Charges 3,331,254 0 27,519 3,303,735 

$5,682,946 TOTAL NET INCOME $6,639,414 $897,681 $5,741,733 $58,787 



The following adjustments have been made to the Income Statement and Balance Sheet for December 31, 1997: 

(1) The Adjustment column incorporates the financial impact from the Sam Shannahan Well Co., Inc. transaction with Chesapeake 
that was previously submitted to and approved by the Delaware Public Service Commission (Order No. 4758); 

(2) A reclass was made between Common stock and Additional paid-in capital for Xeron, Inc. so that the Common Stock amount 
would represent 475,000 shares of Chesapeake stock at a par value of $.4867. 

(3) Average annual gross margin for the six year period (June 1,1991-May 31,1997) was used. 

(4) Compensation expense, including an amount associated with profit-sharing, has been adjusted to be consistent 
with the employment contracts. 

(5) Xeron, Inc. has excess cash of approximately $3.26 million that Chesapeake would invest in its existing businesses 
to meet their capital requirements. The amount shown as other income represents the return on the cash available for investment in 
Chesapeake's other businesses, assuming Chesapeake's 1997 average return on equity of 11.61% (per the Annual Report). 
This would replace the interest income that Xeron, Inc. has historically earned on this cash. 

(6) Income taxes were calculated at a 34% tax rate, since Texas has no state income tax. 

r 
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SECURITIES AND EXCHANGE COMMISSION 
Washington, D.C. 20549 

FORM IO-K 
ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF 

THE SECURITIES EXCHANGE ACT OF 1934 

For the Fiscal Year Ended: December 31,1997 Commission File Number: 001-11590 

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

State of Delaware 
(State or other jurisdiction of 

incorporation or organization) 

51-0064146 
(I.RS. Employer 

Identitlcation No.) 

909 Silver Lake Boulevard, Dover. Delaware 
(Address of principal executive oflices) 

19904 
(Zip Code) 

Registrant’s telephone number, including area code: 302-734-6799 

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

Title of each class 
Common Stock - par value per share S.4867 

Name of each exchanae on which reeistered 
New York Stock Exchange, Inc. 

Securities registered pursuant to Section 12(g) of the Act: 
8.25% Convertible Debentures Due 2014 

(Title of class) 

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15 (d) 
of the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant 
was required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes [XI. 
No[ I. 

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained 
herein, and will not be contahed, to the best of registrant’s knowledge, in definitive proxy or information statements 
incorporated by reference in Part 111 of this Form 10-K or any amendments to this Form 10-K. [XI 

As of March 20, 1998,4,543,695 shares of common stock were outstanding. The aggregate market value of the 
common shares held by non-affiliates of Chesapeake Utilities Corporation, based on the last trade price on March 20, 
1997, as reported by the New York Stock Exchange, was approximately $67 million. 

DOCUMENTS INCORPORATED BY REFERENCE 

DOCUMENTS PART OF FORM IO-K 
Definitive Proxy Statement dated March 30,1998 Part  111 
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PART I 

Item 1. Business 
(a) General Development of Business 
Chesapeake Utilities Corporation (“Chesapeake”or “the Company”) is a diversified utility company engaged in natural 
gas distribution and transmission, propane distribution and advanced information services. 

Chesapeake’s three natural gas distribution divisions serve approximately 35,800 residential, commercial and industrial 
customers in southern Delaware, Maryland’s Eastern Shore and Central Florida. The Company’s natural gas 
transmission subsidiary, Eastern Shore Natural Gas Company (“Eastern Shore”), operates a 27 1 -mile interstate pipeline 
system that transports gas from various points in Pennsylvania to the Company’s Delaware and Maryland distribution 
divisions, as well as to other utilities and industrial customers in Delaware and on the Eastern Shore of Maryland. The 
Company’s propane segment serves approximately 34,000 customers in southern Delaware and on the Eastern Shore 
of Maryland and Virginia. The advanced information services segment provides software services and products to a 
wide variety of customers and clients. 

(b) Financial Information about Industry Segments 
Financial information by business segment is included in Item 7 under the heading Notes to Consolidated Financial 
Statements. 

(c) Narrative Description of Business 
The Company is engaged in four primary business activities: natural gas transmission, natural gas distribution, propane 
distribution and advanced information services. In addition to the four primary groups, Chesapeake has three 
subsidim’es engaged in other service related businesses. 

(0 (a) Natural Gas Transmission 
Eastern Shore, the Company’s wholly owned transmission subsidiary, operates an interstate natural gas 
transportation and provides contract storage services for affiliated and non-affiliated companies through an 
integrated gas pipeline extending from southeastern Pennsylvania to Delaware and the Eastern Shore of Maryland. 
During 1997, Eastern Shore implemented open access transportation services. Eastern Shore now provides 
transportation services, contract storage services as well as purchasing and selling small amounts of gas for system 
balancing purposes (“swing gas”). Eastern Shore’s rates are subject to regulation by the Federal Energy Regulatory 
Commission (“FERC”). 

Adequacy of Resources 
With the implementation of open access effective November 1, 1997, Eastern Shore released, through the 
permanentrelease mechanism of its upstream service providers tariffs, various levels of fm transportationcapacity 
and contract storage service to customers. Eastern Shore retained contracts with Transcontinental Gas Pipe Line 
Corporation (“Transco”) for 4,916 thousand cubic feet (“Mcf’) firm transportation capacity, expiring in 2005, and 
three fm storage services providing peak day entitlements of 7,046 Mcf. 

Eastern Shore also retained contracts with CoIumbia Gas Transportation (“Columbia”) for services, including: fm 
transportation capacity of 869 Mcf per day, which expires in 20 18; storage service providing a peak day entitlement 
of 1,111 Mcf and total capacity of 53,738 Mcf, expiring in 2004; and fm storage service providing peak day 
entitlementsof 563 Mcf and a total capacity of 50,686 Mcf, which expires in 201 8. Eastern Shore retained the fm 
transportationcapacity to provide swing transportation service to a limited number of customers that requested this 
service. Prior to open access, Eastern Shore had fm contracts with three interstate pipelines for transportation and 
storage services coupled with fm contracts for natural gas supply with five suppliers providing a maximum firm 
daily capacity of 20,469 Mcf: 
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Competition 
Under this open access environment, interstate pipeline companies have unbundled the traditional components of 
their service - gas gathering, transportation and storage - from the sale of the commodity. Pipelines that choose 
to be merchants of gas must form separate marketing operations independent of their pipeline operations. Hence, 
gas marketers have developed as a viable option for many companies because they are providing expertise in gas 
purchasing along with collective purchasing capabilities which, when combined, may reduce end-user cost. 
Additional discussion on competition is included in Item 7 under the heading “Management’s Discussion and 
Analysis of Financial Condition and Results of Operations”. 

Rates and Regulation 
General. 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 and fees Eastem Shore can charge to its 
transportation customers. In addition, the FERC regulates the rates Eastern Shore is charged for transportation and 
transmission line capacity and services provided by Transco and Columbia. 

Regulatory Proceedings 
Delaware Citv Compressor Station Filing. In December 1995, Eastern Shore filed an application before the FERC 
pursuant to Sections 7 0 )  and (c) of the Natural Gas Act for a certificate of public convenience and necessity 
authorizing Eastern Shore to: (1) construct and operate a 2,170 horsepower compressor station in Delaware City, 
New Castle County, Delaware on a portion of its existing pipeline system known as the “Hockessin Line”, such new 
station to be known as the “Delaware City Compressor Station”; (2) construct and operate slightly less than one 
mile of 16-inch pipeline in Delaware City, New Castle County, Delaware to tie the suction side of the proposed 
Delaware City Compressor Station into the Hockessin Line; and (3) increase the maximum allowable operating 
pressure from 500 psig to 590 psig on 28.7 miles of Eastem Shore’s pipeline from -astern Shore’s existing 
Bridgeville Compressor Station in Bridgeville, Sussex County, Delaware to its terminus in Salisbury, Wicomico 
County, Maryland. 

In September 1996 the FERC issued its Final Order, which: (1) authorized Eastem Shore to construct and operate 
the facilities requested in its application; (2) authorized Eastem Shore to roll-in the cost of the facilities into its 
existing rates if the revenues from the increase in services exceed the cost associated with the expansion portion 
of the project; (3) denied Eastern Shore the authority to increase the level of sales and storage service it provides 
its customers until it completes its restructuring in its open access proceeding; and (4) authorized Eastern Shore 
to abandon the 100 Mcf per day of fm sale service, to one of its direct sale customers. The compressor facility and 
associated piping were needed to stabilize capacity on Eastern Shore’s system as a result of steadily declining inlet 
pressures at the Hockessin interconnect with Transcontinental Gas Pipe Line Corporation. Construction of the 
facilities started during the second half of 1996 and was completed during the first quarter of 1997. 

Rate Case Filing. In ,October 1996 Eastern Shore filed for a general rate increase with the FERC. The filing 
proposed an increase in Eastern Shore’s jurisdictionalrates that would generate additional annual operating revenue 
of approximately $1.4 million. Eastem Shore also stated in the filing that it intended to use the cost-of-service 
submitted in the general rate increase filing to develop rates in the pending Open Access Docket. In September 
1997, the FERC approved a rate increase of $1.2 million. 

ODen Access Filing In December 1995, Eastern Shore filed its abbreviated application for a blanket certificate of 
public convenience and necessity authorizing the transportation of natural gas on behalf of others. Eastern Shore 
proposed to unbundle the sales and storage services it had provided. Customers who had previouslyreceived fm 
sales and storage services on Eastern Shore (the “Converting Customers”) would receive entitlements to firm 
transportation service on Eastern Shore’s pipeline in a quantity equivalent to their existing service rights. Eastern 
Shore proposed to retain some of its pipeline entitlements and storage capacity for operational issues and to 
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faci1itate“no-notice”(no prior notification required to receive service)transportationservice on its pipeline system. 
Eastern Shore would release or assign to the remaining Converting Customers the f m  transportation capacity, 
including contract storage, it held on its upstream pipelines so that the Converting Customers would be able to 
become direct customers of such upstream pipelines. Converting Customers who previously received bundled sales 
service having no-notice characteristics would have the right to elect no-notice f m  transportation service. 

In connection with the rate increase settlement, the issues pertaining to Eastern Shore operating as an open access 
pipelie were also settled in September 1997, with open access implementation occurring on November 1, 1997. 

(i) (b) Natural Gas Distribution 
Chesapeake distributes natural gas to approximately 35,800 residential, commercial and industrial customers in 
southern Delaware, the Salisbury and Cambridge, Maryland areas on Maryland’s Eastern Shore, and Central 
Florida. These activities are conducted through three utility divisions, one division in Delaware, another in 
Maryland and a third division in Florida. In 1993, the Company started natural gas supply management services 
in the state of Florida under the name of Peninsula Energy Services Company (“PESCO’). 

Delaware and Marvland The Delaware and Maryland divisions serve approximately 29,950 customers, of which 
approximately 26,860 are residential and commercial customers purchasing gas primarily for heating purposes. 
Annually, residential and commercial customers account for approximately 69% of the volume delivered by the 
divisions, and 79% of the divisions’ revenue. The divisions’ industrial customers purchase gas, primarily on an 
interruptible basis, for a variety of manufacturing, agn’cultural and other uses. Most of Chesapeake’s customer 
growth in these divisions comes from new residential construction using gas heating equipment. 

Florida. The Florida division distributes natural gas to approximately 8,748 residential and commercial and 84 
industrial customers in Polk, Osceola and Hillsborough Counties. Currently 42 of the division’s industrial 
customers, which purchase and transport gas on a f m  and interruptible basis, account for approximately 90% of 
the volume delivered by the Florida division and 60% of the division’s annual natural gas and transportation 
revenues. These customers are primarily engaged in the citrus and phosphate industries and electric cogeneration. 
The Company’s Florida division also provides natural gas supply management services to compete in the open 
access environment. Currently, twenty-one customers receive such services, which generated gross margin of 
$70,000 in 1997. 

Adequacy of Resources 
General Chesapeake’sDelaware and Maryland utility divisions (“Delaware”,“Maryland” or “the Divisions”) have 
fm and interruptible contracts with four (4) interstate “open access’’ pipelines. The Divisions are directly 
interconnected with Eastern Shore and services upstream of Eastern Shore are contracted with Transco, Columbia, 
and Columbia Gulf Transmission Company (“Gulf’). 

Delaware Delaware’s contracts with Transco include: (a) f m  transportation capacity of 8,663 dekatherms (“Dt”) 
per day, which expires in 2005; (b) f m  transportationcapacity of 3 1 1 Dt per day for December through February, 
expiring in 2006; and (c) firm storage service, providing a total capacity of 142,830 Dt, which expires in 1998. 

Delaware’s contracts with Columbia include: (a) f m  transportation capacity of 852 Dt per day, which expires in 
2004; (b) f m  transportation capacity of 1,132 M per day, which expires in 2017; (c) f m  storage service, 
providing a peak day entitlement of 6,193 Dt and a total capacity of 298,195 Dt, which expires in 2004; and (d) 
firm storage service providing a peak day entitlement of 635 Dt and a total capacity of 57,139 Dt, expring in 20 17. 
Delaware’s contracts with Columbia for storage related transportation provide quantities that are equivalent to the 
peak day entitlement for the period of October through March and are equivalent to fifty percent (50%) of the peak 
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day entitlement for the period of April through September. The terms of the storage related transportationcontracts 
mirror the storage services that they support. 

’ Delaware’s contract with Gulf, which expires in 2004, provides firm transportation capacity of 868 Dt per day for 
the period November through March and 798 Dt per day for the period April through October. 

Delaware’s contracts with Eastern Shore include: (a) f m  transportation capacity of 23,494 Dt per day for the 
period Decemberthrough February, 22,272 Dt per day for the months of November, March and April, and 13,196 
Dt per day for the period May through October, with various expiration dates ranging from 2004 to 2017; (b) fm 
storage capacity under Eastern Shore’s Rate Schedule GSS providinga peak day entitlement of 2,655 Dt and a total 
capacity of 13 1,370 Dt, which expires in 2013; (c) f m  storage capacity under Eastern Shore’s Rate Schedule LSS 
providing a peak day entitlement of 580 Dt and a total capacity of 29,000 Dt, which expires in 2013; and (d) firm 
storage capacity under Eastern Shore’s Rate Schedule LGA providing a peak day entitlement of 91 1 Dt and a total 
capacity of 5,708 Dt, which expires in 2006. Delaware’s firm transportation contracts with Eastern Shore also 
include Eastem Shore’s provision of swing transporption service. This service includes: (a) firm transportation 
capacity of 1,846 Dt per day on Transco’s pipeline system, retained by Eastem Shore, in addition to Delaware’s 
Transco capacity referenced earlier and (b) an interruptible storage service under Transco’s Rate Schedule ESS that 
supports a swing supply service provided under Transco’s Rate Schedule FS. 

Delaware currently has contracts for the purchase of fm natural gas suppy with five (5) suppliers. These contracts 
provide the availability of a maximum fm daily entitlement of 10,958 Dt and the supplies are transported by 
Transco, Columbia, Gulf and Eastern Shore under Delaware’s transportation contracts. The gas purchase contracts 
have various expiration dates. 

Marvland Maryland’s contracts with Transco include: (a) fm transportation capacity of 4,738 Dt per day, which 
expires in 2005; (b) fm transportation capacity of 155 Dt per day for December through February, expiring in 
2006; and (c) fm storage service providing a total capacity of 33,120 Dt, which expires in 1998. 

Maryland’s contracts with Columbia include: (a) fm transportation capacity of 442 Dt per day, which expires in 
2004; (b) fm transportationcapacity of 908 Dt per day, which expires in 2017; (c) firm storage service providing 
a peak day entitlement of 3,142 Dt and a total capacity of 154,756 Dt, which expires in 2004; and (d) f m  storage 
service providing a peak day entitlement of 521 Dt and a total capacity of 46,881 Dt, which expires in 2017. 
Maryland’s contracts with Columbia for storage related transportation provide quantities that are equivalent to the 
peak day entitlement for the period October through March and are equivalent to 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 they support. 

Maryland’s contract with Gulf, which expires in 2004, provides fm transportation capacity of590 Dt per day for 
the period November through March and 543 Dt per day for the period April through October. 

Maryland’s contracts with Eastem Shore include: (a) firm transportation capacity of 13,028 Dt per day for the 
period December through February, 12,304 Dt per day for the months of November. March and April, and 7,743 
Dt per day for the period May through October; (b) f m  storage capacity under Eastern Shore’s Rate Schedule GSS 
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 under Eastern Shore’s Rate Schedule LSS providing a peak day entitlement of 309 Dt and a total 
capacity of 15,500 Dt, which expires in 2013; and (d) fm storage capacity under Eastem Shore’s Rate Schedule 
LGA providing a peak day entitlement of 569 Dt and, a total capacity of 3,560 Dt, which expires in 2006. 
Maryland’s fm transportation contracts with Eastern Shore also include Eastern Shore’s provision of swing 
transportation service. This service includes: (a) firm transportation capacity of 969 Dt per day on Transco’s 
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pipeline system, retained by Eastern Shore, in addition to Maryland’s Transco capacity referenced earlier and (b) 
an interruptible storage service under Transco’s Rate Schedule ESS that supports a swing supply service provided 
under Transco’s Rate Schedule FS. 

Maryland currently has contracts for the purchase of firm natural gas supply with five (5) suppliers. These contracts 
provide the availability of a maximum fm daily entitlement of 6,243 Dt and the supplies are transported by 
Transco, Columbia, Gulf and Eastern Shore under Maryland’stransportationcontracts. The gas purchase contracts 

~ have various expiration dates. The Divisions use their f m  supply sources to meet a significant percentage of their 
projected demand requirements. In order to meet the difference between fm supply and fm demand, Delaware 
and Maryland obtain gas supply on the “spot market” from various other suppliers that is transported by the 
upstream pipelines and delivered to the Divisions’ interconnects with Eastern Shore as needed. The Company 
believes that Delaware and Maryland’s available firm and “spot market” supply is ample to meet the anticipated 
needs of their customers. 

Florida. The Florida division receives transportation service from Florida Gas Transmission Company (“FGT”), 
a major interstate pipeline. Chesapeake has contracts with FGT for: (a) daily fm transportation capacity of 20,523 
Dt in May through September, 27,105 Dt in October, and 26,919 Dt in November through April under FGT’s fm 
transportation service (FTS-1) rate schedule; (b) daily fm transportation capacity of 5, IO0 Dt in May throu$ 
October, and 8,100 Dt in November through April under FGT’s fm transportation service (FTS-2) rate schedule; 
and (c) daily interruptible transportation capacity of 20,000 Dt under FGT’s interruptible transportation services 
(ITS-1) rate schedule. The f m  transportation contract (FTS-1) expires on August 1, 2000 with the Company 
retaining a unilateral right to extend the term for an additional ten years. After the expiration of the primary or 
secondary term, Chesapeake has the right to fmt  refuse to match the terms of any competing bids for the capacity. 
The f m  transportation contract (FTS-2) expires on March 1, 201 5. The interruptible transportation contract is 
effective until August 1,2010 and month to month thereafter unless canceled by either party with thirty days notice. 

The Florida division currently receives its gas supply from various suppliers. If needed, some supply is bought on 
the spot market; however, the majority is bought under the terms of two fm supply contacts with Natural Gas 
Clearinghouse and LG&E Energy Marketing. Availability of gas supply to the Florida division is also expected to 

I . be adequate under existing arrangements. 

Competition 
Competition with AlternativeFueh. Historically,the Company’s natural gas distributiondivisions have successfully 
competed with other forms of energy such as electricity, oil and propane. The principal consideration in the 
competition between the Company and suppliers of other sources of energy is price and, to a lesser extent, 
accessibility. All of the Company’s divisions have the capability of adjusting their interruptible rates to compete 
with alternative fuels. 

The divisions 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 interruptiblecustomers convert to oil to satisfy their fuel requirements. 
Lower levels in interruptible sales occur when oil prices remain depressed relative to the-price of natural gas. 
However, oil prices as well as the prices of other fiels are subject to change at any time for a variety of reasons; 
therefore, there is always uncertainty in the continuing competition among natural gas and other fuels. In order to 
address this uncertainty, the Company uses flexible pricing arrangements on both the supply and sales side of its 
business to maximize sales volumes. 

To a lesser extent than price, availability of equipment and operational efficiency are also factors in competition 
among hels, primarily in residential and commercial settings. Heating, water heating and other domestic or 
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commercial equipment is generally designed for a particular energy source, and especially with respect to heating 
equipment, the cost of conversion is a disincentive for individuals and businesses to change their energy source. 

Competition within the Natural Gus Industry. FERC Order 636 enables all natural gas suppliers to compete for 
customers on an equal footing. Under this open access environment, interstate pipeline companies have unbundled 
the traditional components of their service - gas gathering, transportation and storage from the sale of the 
commodity. If they choose to be a merchant of gas, they must form a separate marketing operation independent of 
their pipeline operations. Hence, gas marketers have developedas a viable option for many companies because they 
are providing expertise in gas purchasing along with collective purchasing capabilities which, when combined, may 
reduce end-user cost. 

Also resulting from an open access environment, the distribution division can be in competition with the interstate 
transmission company if the distribution customer is located close to the transmission company’s pipeline. The 
customers at risk are usually large volume commercial and industrial customers with the financial resources and 
capability to bypass the distribution division. In certain situations the distribution divisions may adjust rates and 
serves for these customers to retain their business. 

Rates and Regulation 
General. Chesapeake’s natural gas distribution divisions are subject to regulation by the Delaware, Maryland and 
Florida Public Service Commissions with respect to various aspects of the Company’s business, including the rates 
for sales to all of their customers in each jurisdiction. All of Chesapeake’s fm distribution rates are subject to 
purchased gas adjustment clauses, which match revenues with gas costs and normally allow eventual full recovery 
of gas costs. Adjustments under these clauses require periodic filings and hearings with the relevant regulatory 
authority, but do not require a general rate proceeding. Rates on interruptible sales by the Florida division are also 
subject to purchased gas adjust-ilent clauses. 

Management monitors the rate of return in each jurisdiction in order to ensure the timely filing of rate adjustment 
applications. 

Regulatory Proceedings 
Murylund. In July 1995, Chesapeake’s Maryland division filed an application with the Maryland Public Service 
Commission (“MPSC”) requesting a rate increase of $1,426,711 or 17.09%. The two largest components of the 
increase were attributable to environmental costs and a new customer information system, implemented in 1995. 

On November 30, 1995, the MPSC issued an order approving a settlement proposal of a $975,000 increase in 
annual base rates effective for gas provided on or after December 1, 1995. As required in the settlement of the rate 
case, the Company filed a cost of service study with the MPSC in June 1996. The purpose of a cost of service study 
was to allocate revenue among customer or rate classifications. The filing, which inchided proposals for 
restructuring sales services that more closely reflect >+e cost of serving commercial and industrial customers, the 
unbundling of gas costs from distribution system costs, revisions to sharing of interruptible margins between firm 
ratepayers and the Company and new services that would allow customers using more than 30,000 Ccf of gas per 
year to purchase gas from suppliers other than the Company. 

After negotiations with MPSC staff and other interested parties, a settlement was reached on most sales service 
issues and the Commission approved a proposed order in March 1997. The settlement inchdes: (1) class revenue 
requirements and restructured sales services which provide for separate firm commercial and industrial rate 
schedules for general service, medium volume, large volume and high load factor customer groups; (2) unbundling 
of gas costs from distribution charges; (3) a new gas cost recovery mechanism, which utilizes a projected period 
under which the fixed cost portion of the gas rate will be forecasted on an annual basis and the commodity cost 
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portion of the gas rate will be estimated quarterly, based on projected market prices; and (4) interruptible margins 
will continue to be shared, 90% to customers and 10% to the Company, but distribution costs incurred for 
incremental load additions can be recovered with carrying charges utilizing 100% of the incremental margin if the 
payback period is within three years, 

At the request of MPSC staff, considerationof the new transportationservices were postponeduntil Eastern Shore’s 
’ open access filing was settled with the FERC. 

Delaware. In April 1995, Chesapeake’s Delaware division filed an application with the Delaware Public Service 
Commission (“DPSC)’) requesting a rate increase of $2,75 1,000 or 14% over current rates. The largest component, 
one-third of the total requested increase, was attributable to projected costs associated with the remediation 
proposed by the Environmental Protection Agency (“EPA”) of the site of a former coal gas manufacturing plant 
operated in Dover, Delaware. The Company and the DPSC agreed to separate the environmental recovery from the 
rate increase so each could be addressed individually. In December 1995, the DPSC approved an order authorizing 
a $900,000 increase to base rates effective January 1,1996. 

In December 1995, the DPSC approved a recovery of environmentalcosts associated with the Dover Gas Light Site 
by means of a rider (supplement) to base rates. The DPSC approved a rider effective January 1, 1996 to recover 
over five years all unrecovered environmental costs through September 30,1995 offset by the deferred tax benefit 
of these costs. The deferred tax benefit equals the projected cashflow savings realized by the Company in 
connection with a reduced income tax liability due to the possibility of accelerated deduction allowed on certain 
environmental costs when incurred. Each year, the rider rate will be calculated based on the amortization of 
expenses for previous years. The advantage of the environmental rider is that it is not necessary to file a rate case 
every year to recover expenses. 

In December 1995, Chesapeake’s Delaware division filed its rate design proposal with the DPSC to initiate Phase 
I1 of this proceeding. The principal objective of the filing was to prepare the Company for an increasingly 
competitive environment anticipated when Eastem Shore becomes an open access pipeline. This initial filing 
proposed new rate schedules for commercial and industrial sales service, individual pricing for interruptible 
negotiated contract rates, a modified purchased gas cost recovery mechanism and a natural gas vehicle tariff. 

In May 1996, Delaware division filed its proposal relating to transportation and balancing services with the DPSC, 
which proposed that transportation of customer-owned gas be available to all commercial and industrial customers 
with annual consumption over 3,000 Mcf per year. 

L .. 

In February 1997, the DPSC approved an order authorizing new service offerings and rate design for services 
rendered on and after March 1, 1997. The approved changes include: (1) restructured sales services which provide 
commercial and industrial customers with various service classifications such as general service, medium volume, 
large volume and high load factor services; (2 )  a modified purchased gas cost recovery mechanism which takes into 
consideration the unbundling of gas costs from distribution charges as well as charging certain fm service 
classifications different gas cost rates based on the service classification’s load factor; (3) the implementation of 
a mechanism for sharing intenuptible, capacity release and off-system sales margins between f m  sales customers 
and the Company, with changing margin sharing percentages based on the level of total margin; and (4) a provision 
for transportation and balancing services for commercial and industrial customers with annual consumption over 
30,000 Ccf per year to transport customer-owned gas on the Company’s distribution system. 

Florida. On November 26, 1997, the Florida Division filed a request with the Florida Public Service Commission 
(FPSC) in Docket No. 971559-GU, for a Limited Proceeding to Restructure Rates and for Approval of Gas 
Transportation Agreements. ’The FloridaDivision has entered into Gas TransportationContracts with its two largest 

7 



customers which resulted in retaining these two customers on the Company’s distribution system at rates lower than 
previously achieved. As a result of this reduction in revenue, the Company has proposed in its application to 
restructure rates for its remaining customers to more closely reflect the cost of service for each rate class and to 
recover the level of revenues previously generated by the two Contract customers. 

The Company’s restructuring proposal is revenue neutral. Approval of this request would not result in additional 
revenues to the Company; however, FPSC approval would enable the Company to retain its two largest customers 
while providing the Company with the opportunity to achieve its FPSC authorized rate of retum. 

FPSC Staff issued their recommendation in this docket on March 12,1998. The Commission voted to approve the 
Company’s restructuring proposal on March 24, 1998. A Commission Order in this docket is expected April 14, 
1998. 

(i) (c) Propane Distribution 
Chesapeake’s propane distribution group consists of Sharp Energy, Inc. (“Sharp Energy”), a wholly owned 
subsidiary of Chesapeake, its wholly owned subsidiary, Sharpgas, Inc. (“Sharpgas”)and Tri-County Gas Company, 
Inc. (“Tri-County”) a wholly owned subsidiary of Chesapeake. 

On March 6, 1997, Chesapeake acquired all of the outstanding shares of Tri-County a family-owned and operated 
propane distribution business located in Salisbury and Pocomoke, Maryland. The combined operations of the 
Company and Tri-County served approximately 34,000 propane customers on the Delmarva Peninsula and 
delivered approximately 27 million retail and wholesale gallons of propane during 1997. 

The propane distribution business is affected by many factors such as seasonality, the absence of price regulation 
and competition among local providers. 

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

Adequacy of Resources 
Sharp Energy and Tri-County purchase propane primarily from suppliers, including major domestic oil companies 
and independent producers of gas liquids and oil. Supplies of propane from these and other sources are readily 
available for purchase by the Company. Supply contracts generally include minimum (not subject to a take-or-pay 
premiums) : -,d maximum purchase provisions. 

Sharp Energy and Tri-County use trucks and railroad cars to transport propane from-refineries, natural gas 
processing plants or pipeline terminals to the Company’s bulk storage facilities. From these facilities, propane is 
delivered in portable cylinders or by “bobtail” trucks, owned and operated by the Companies, to tanks located at 
the customer’s premises. 

Competition 
Sharp Energy and Tri-County 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 
local because distributors located in close proximity to customers incur lower costs of providing service. 
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Propane competes with both fuel oil and electricity as an energy source. Propane competes with fuel oil based on 
its cleanliness and environmental advantages. Propane is also typically less expensive than both fuel oil and 
electricity, based on equivalent BTLJ value. 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 Company’s propane distribution 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 m the amount of $35,000,000 per occurrence, but there 
is no assurance that such insurance will be adequate. 

(i) (d) Advanced Information Services 
Chesapeake’s advanced information services segment is comprised of United Systems, Inc. (“USI”) and Capital 
Data Systems, Inc. ((‘CDV), both wholly owned subsidiariesof the Company. CDS provided programming support 
for application software, until the first quarter of 1997, at which time it disposed of substantially all of its assets. 

US1 is an Atlanta-based company that primarily provides support for users of PROGRESS”, a fourth generation 
computer language and Relational Database Management System. US1 offers consulting, training, software 
development “tools” and customer software development for its client base, which includes many large domestic 
and international corporations. 

Competition 
The advanced infomation services businesses face significant competition from a number of larger competitors 
having substantially greater resources available to them than the Company. In addition, changes in the advanced 
informationservices businessesare occuning rapidly, which could adversely impact the markets for the Company’s ‘ 

’ ’  products and services. 

(i) (e) Other Subsidiaries 
Skipjack, Inc. (“Skipjack”) and Chesapeake Investment Company (“Chesapeake Investment**), are wholly owned 
subsidiariesof Chesapeake Service Company. Skipjackowns and leases to afiliates,two office buildings in Dover, 
Delaware. Chesapeake Investment is a Delaware affiliated investment company. 

On March 6, 1997, in connection with the acquisition of Tri-County, the Company acquired Eastern Shore Real 
Estate, h c .  (“ESR”), which became a wholly owned subsidiary of Chesapeake Service Company. ESR owns and 
leases office buildings to afiliates and external companies. 

(iq 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 majority of these sales are to customers using the fuels for 
heating purposes. Revenues from these customers are accordingly affected by the mildness or severity of the heating 
season. 
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(iii) Capital Budget 
A discussion of capital expenditures by business segment is included in Item 7 under the heading “Liquidity and 
Capital Resources”, 

(iv) Employees 
The Company has 397 employees, including 1 14 in natural gas distribution, nine in natural gas transmission, 13 1 
in propane distribution and 63 in advanced information services. The remaining 80 employees are considered 
general and administrative and include officers of the Company and marketing, engineering, treasury, accounting, 
data processing, planning, human .resources and other administrative personnel. The acquisition of Tri-County 
added 43 employees to the total number of employees of the Company. 

Item 2. Properties 
(a) General 
The Company owns offices and operates facilities in Pocomoke, Salisbury, Cambridge, and Princess Anne, Maryland; 
Dover, Seaford, Laurel and Georgetown, Delaware; and Winter Haven, Florida, and rents office space in Dover, 
Delaware; Plant City, Florida; Chincoteague and Belle Haven, Virginia; Easton and Pocomoke, Maryland; Detroit, 
Michigan; and Atlanta, Georgia. In general, the properties of the Company are adequate for the uses for which they are 
employed. 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 542 miles of natural gas distribution mains (together with related service lines, meters and 
regulators) located in its Delaware and Maryland service areas, and 469 miles of such mains (and related equipment) 
in its Central Florida service areas. Chesapeake also owns facilities in Delaware and Maryland for propane-air injection 
during periods of peak demand. A portion of the properties constituting Chesapeake’s distribution system are 
encumbered pursuant to Chesapeake’s First Mortgage Bonds. 

(c) Natural Gas Transmission 
Eastern Shore owns approximately 271 miles of transmission lines extending from Parkesburg, Pennsylvania to 
Salisbury, Maryland. Eastern Shore also owns three compressor stations located in Delaware City, Delaware, Daleville, 
Pennsylvania and Bridgeville, Delaware. The Delaware City compressor facility and associated piping are needed to 
stabilize capacity on Eastem Shore’s system as a result of steadily declining inlet pressures at the Hockessin interconnect 
with Transcontinental Gas Pipe Line Corporation. The Daleville station is used to increase Columbia supply pressures 
to match Transco supply pressures, and to increase Eastem Shore’s pressures in order to serve Eastern Shore’s firm 
customers’ demands, including those of Chesapeake’s Delaware and Maryland divisions. The Bridgeville station is 
being used to provide increased pressures required to meet demands on the system. 

(d) Propane Distribution 
Sharpgas and Tri-County own bulk propaqe storage facilities with an aggregate capacity of 1.9 million gallons at 33 
plant facilities in Delaware, Maryland and Virginia, located on real estate they either own or lease. 

Item 3. Legal Proceedings 
The Company and its subsidiaries are 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 of the Company. 
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Environmental 
(a) Dover Gas Light Site 
In 1984, the State of Delaware notified the Company that a parcel of land it purchased in 1949 from Dover Gas Light 
Company, a predecessor gas company, contained hazardous substances. The State also asserted that the Company is 
responsible for any clean-up and prospective environmentalmonitoringof the site. The Delaware Department of Natural 
Resources and Environmental Control (“DNREC”) investigated the site and surroundings, finding coal tar residue and 
some ground-water contamination. 
, -  

In October 1989, the Environmental Protection Agency Region 111 (“EPA”) listed the Dover Site on the National 
Priorities List under the Comprehensive Environmental Response, Compensation and Liability Act (“CERCLA” or 
“Supefind”). At that time under CERCLA, both the State of Delaware and the Company were named as potentially 
responsible parties (“PRPs”) for clean-up of the site. 

The EPA issued the site Record of Decision (“ROD’) dated August 16, 1994. The remedial action selected by the EPA 
in the ROD addressed the ground-water contamination with a combination of hydraulic containment and natural 
attenuation. Remediation selected for the soil at the site was to meet stringent cleanup standards for the first two feet 
of soil and less stringent standards for the soil below two feet. The ROD estimated the costs of selected remediation of 
ground-water and soil at $2.7 million and $3.3 million, respectively. 

In May 1995, EPA issued an order to the Company under section 106 of CERCLA (the “Order”), which required the 
Company to fund or implement the ROD. The Order was also issued to General Public Utilities Corporation, Inc. 
(“GPU’), which both EPA and the Company believe is liable under CERCLA. Other PRps such as the State of Delaware . 
were not ordered to perform the ROD. EPA may seek judicial enforcement of its Order, as well as significant financial 
penalties for failure to comply. Although notifying EPA of objections to the Order, the Company agreed to comply. 
GPU informed EPA that it did not intend to comply with the Order. 

In March 1995, the Company commenced litigation against the State of Delaware for contribution to the remedial costs 
being incurred to cany out the ROD. In December of 1995, this case was dismissed without prejudice based on a 
settlement agreement between the parties (the “Settlement”). Under the Settlement, the State agreed to support the 
Company’s proposal to reduce the soil remedy for the site, described below, to contribute $600,000 toward the cost of 
implementing the ROD and to reimburse the EPA for $400,000 in oversight costs. The Settlement is contingent upon 
a formal settlement agreement between EPA and the State of Delaware. Upon satisfaction of all conditions of the 
Settlement, the litigation will be dismissed with prejudice. 

In June 1996, the Company initiated litigation against GPU for contribution to the remedial costs incurred by 
Chesapeake in connection with complying with the ROD. At this time, management cannot predict the outcome of the 
litigation or the amount, if any, of proceeds to be received. 

In July 1996, the Company began the design phase of the ROD, on-site pre-design and investigation. A pre-design 
investigation report (“the report”) was filed in October 1996 with the EPA. The report, which required EPA approval, 
provided up to date status on the site, which the EPA used to determine if the remedial design selected in the ROD was 
still the appropriate remedy. 

In the report, the Company proposed a modification to the soil clean-up remedy selected in the ROD to take into account 
an existing land use restriction banning future development at the site. In April of 1997, the EPA issued a fact sheet 
stating that the EPA was considering the proposedmodification.The fact sheet included an overall cost estimate of $5.7 
million for the proposed modified remedy and a new overall cost estimate of $13.2 million for the remedy selected in 
the ROD. On August 28,1997, the EPA issued a Proposed Plan to modify the current clean-up plan that would involve: 
(1) excavation of off-site thermal treatment of the contents of the former subsurface gas holders; (2) implementation 
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of soil vaporization extraction; (3) pavement of the parking lot; and (4) use of institutional controls that would restrict 
future development of the Site. The overall estimatedclean-up cost of the Site under the proposed plan was $4.2 million, 
as compared to EPA’s estimate of the current clean-up plan at $1 3.2 million. In January 1998, the EPA issued a revised 
ROD, which modified the soil remediation to conform to the proposed plan and included the estimated clean-up costs 
of $4.2 million. 

The Company is currently engaged in investigations related to additional parties who may be PRPs. Based upon these 
investigations, the Company will consider suit against other PRPs. The Company expects continued negotiations with 
PRPs in an attempt to resolve these matters. 

The Company adjusted its accrued liability recorded with respect to the Dover Site to $4.2 million. This amount reflects 
th: EPA’s estimate, as stated in the ROD issued in 1998 for remediationof the site according to the ROD. The recorded 
liability may be adjusted upward or downward as the design phase progresses and the Company obtains construction 
bids for performance of the work. The Company has also recorded a regulatory asset of $4.2 million, corresponding to 
the recorded liability. Management believes that in addition to the $600,000 expected to be contributed by the State of 
Delaware under the Settlement, the Company will be equitably entitled to contribution from other responsible parties 
for a portion of the expenses to be incurred in connection with the remedies selected in the ROD. Management also 
believes that the amounts not so contributed will be recoverable in the Company’s rates. 

As of December 31, 1997, the Company has incurred approximately $5.0 million in costs relating to environmental 
testing and remedial action studies. In 1990, the Company entered into settlement agreements with a number of 
insurance companies resulting in proceeds to fund actual environmental costs incurred over a five to seven-year period. 
In December 1995, the Delaware Public Service Commission, authorized recovery of all unrecovered environmental 
cost incurred by a means of a rider (supp1ement)to base rates, applicable to all f m  service customers. The costs would 
be recovered through a five-year amortization offset by the deferred tax benefit associated with those environmental 
costs. The deferred tax benefit equals the prcjected cashflow savings realized by the Company in connection with a 
reduced income tax liability due to the possibility of accelerated deduction allowed on certain environmental costs when 
incurred. Each year a new rider rate is calculated to become effective December 1. The rider rate is based on the 
amortization of expenditures through September of the filing years plus amortization of expenses from previous years. 
The advantage of the rider is that it is not necessary to file a rate case every year to recover expenses incurred. As of 
December 3 I ,  1997, the unamortized balance and amount of environmental costs not included in the rider, effective 
January 1, 1998 was $2.1 million and $190,00O,respectively. With the rider mechanism established, it is management’s 
opinion that these costs and any future cost, net of the deferred income tax benefit, will be recoverable in rates. 

(b) Salisbury Town Gas Light Site 
In cooperation with the Maryland Department of the Environment (“MDE’), the Company has completed assessment, 
construction and has begun remediation of the Salisbury manufactured gas plant site. The assessment determined that 
there was localized contaminationofground-water.A remedial design report was submitted t:, MDE in November 1990 
and included a proposal to monitor, pump and treat any contaminated ground-water on-site. Through negotiations with 
the MDE, the remedial action work plan was revised with final approval from MDE obtained in early 1995. The 
remediation process for ground-water was revised from pump-and-treat to Air Sparging and. Soil-Vapor Extraction, 
resulting in a substantial reduction in overall costs. During 1996, the Company completed construction and began 
remediation procedures at the Salisbury site and has been reporting the remediation and monitoring results to the 
Maryland Department of the Environment on an ongoing basis. 

The cost of remediation is estimated to range from $140,000 to $190,000 per year for operating expenses. Based on 
these estimated costs, the Company recorded both a liability and a deferred regulatory asset of $665,000 on December 
3 I ,  1997, to cover the Company’s projected remediation costs for this site. The liability payout for this site is expected 
to be over a five-year period. As of December 3 1, 1997, the Company has incurred approximately $2.4 million for 
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remedial actions and environmental studies and has charged such costs to accumulated depreciation. In January 1990, 
the Company entered into settlement agreements with a number of insurance companies resulting in proceeds to fund 
actual environmental costs incurred over a three to five-year period beginning in 1990. The fmal hsurance proceeds 
were requested and received in 1992. In December 1995, the Maryland Public Service Commission approved recovery 
of all environmental cost incurred through September 30, 1995 less amounts previously amortized and insurance 
proceeds. The amount approved for a 10-year amortization was $964,25 1. Of the $2.4 million in costs reported above, 
approximately $597,000 has not been recovered through insurance proceeds or received ratemaking treatment. It is 
management’s opinion that these costs incurred and future costs incurred, if any, will be recoverable in rates. 

(c) Winter Haven Coal Gas Site 
In May 1996, the Company filed an Air Sparging and Soil Vapor Extraction Pilot Study Work Plan for the Winter 
Haven site with the Florida Department of Environmental Protection (“FDEP”). The Work Plan described the 
Company’s proposal to undertake an Air Sparging and Soil Vapor Extraction (“AS/SVE”) pilot study to evaluate at the 
site. After discussions with the FDEP, the Company filed a modified AS/SVE Pilot Study Work Plan, scope of work 
to complete the site assessment activities and a report describing a limited sediment investigation performed recently. 
The Company will be awaiting FDEP’s comments to the modified Work Plan. It is not possible to determine whether 
remedial action will be required by FDEP and, if so, the cost of such remediation. 

The company has spent and received ratemaking treatment of approximately $678,000 on these investigations as of 
September 30, 1997. The Company has been allowed by the Florida Public Service Commission to continue to accrue 
for fbture environmentalcosts. At September 30,1997, the Company had $432,000 accrued. It is management’sopinion 
that future costs, if any, will be recoverable in rates. 

Item 4. Submission of Matters to a Vote of Security Holders 
None 

Item I O .  Executive Officers of the Registrant 
Information pertaining to the Executive Officers of the Company is as follows: 

Ralph J. Adkins (age 5 5 )  Mr. Adkins is Chairman of the Board and Chief Executive Officer of Chesapeake. He has 
served as Chairmw of the Board and Chief Executive Officer since August 1997. Prior to holding his present 
position, Mr. Adkins served as Resident and Chief Executive Officer, President and Chief Operating Officer, 
Executive Vice President, Senior Vice President, Vice President and Treasurer of Chesapeake. Mr. Adkins is also 
Chairman and Chief Executive Officer of Chesapeake Service Company, and Chairman and Chief Executive 
Officer of Sharp Energy, Inc., Tri-County Gas Company, Inc., Chesapeake Service Company and Eastern Shore 
Natural Gas Company, all wholly owned subsidiaries of Chesapeake. He has been a director of Chesapeake since 
1989. 

John R. Schimkaitis (age 50) Mr. Schimkaitis is President and Chief Operating Officer. He has served as President 
since August 1997. He previously served as Executive Vice President, Chief Financial Officer, Senior Vice 
President, Treasurer and Assistant Secretary. From 1983 to 1986, Mr. Schimkaitis was Vice President of Cooper 
& Rutter, Inc., a consulting firm providing fmancial services to the utility and cable industries. He was appointed 
as a director of Chesapeake in February 1996. 

Michael P. McMasters (age 39) Mr. McMasters is Vice President, Chief Financial Oficer and Treasurer of 
Chesapeake Utilities Corporation, He has served as Vice President, Chief Financial Oficer and Treasurer since 
December 1996. He previously served as Vice President of Eastern Shore, Director of Accounting and Rates and 
Controller. From 1992 to May 1994, Mr. McMasters was employed as Director of Operations Planning for 
Equitable Gas Company. 
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Stephen C. Thompson (age 37) Mr. Thompson is Vice President of the Natural Gas Operations, as well as Vice 
President of Chesapeake Utilities Corporation. He has served as Vice President since May 1997. He has served as 
President, Vice President, Manager, Director of Gas Supply and Marketing and Superintendent of Eastern Shore 
and Regional Manager for the Florida distribution Operations. 

Philip S. Barefoot (age 50) Mr. Barefoot joined Chesapeake as Division Manager of Florida Operations in July 
1988. In May 1994 he was elected Vice President of ChesapeakeUtilities Corporation. ”or to joining Chesapeake, 
he was employed by Peoples Natural Gas Company where he held the positions of Division Sales Manager, 
Division Manager and Vice President of Florence Operations. 

-:- (age 48) !.lr. West joined Chesapeake as P csident of Sharp Energy in June 1990. In May 1992 
he was elected Vice President of Chesapeake’s Propane Operations and in May 1997, he was promoted to Vice 
President of Strategic Planning and Acquisitions. Prior to joining Chesapeake, he was employed by Columbia 
Propane Corporation, a subsidiary of Columbia Gas System, as Vice President of Marketing, and later, President 
of Columbia Propane Corporation. He has also serviced as Regional Manager of Suburban Propane. 

PART II 

Item 5. Market for the Registrant’s Common Stock and Related Security Holder Matters 
(a) Common Stock Dividends and Price Ranges: 
The following table sets forth sale price and dividend information for each calendar quarter during the years December 
31, 1997 and 1996: 

Dividr--,ds 
Declared 

Quarter Ended High Low Close Per Share 

March 3 1 ............................................. $1 8.000 ..................... $16.500 ...................... $17.375 ..................... $0.2425 
June 30 ................................................. 17.500 ....................... 16.000 ........................ 17.000 ....................... 0.2425 
September 30 ....................................... 18.500 ....................... 16.250 ........................ 18.375 ....................... 0.2425 
December 3 1 ........................... :............21.750 ....................... 18.375 ....................... 20.500 ....................... 0.2425 

March 3 1 ............................................. $1 7.000 ..................... $14.500 ...................... $16.750 ..................... $0.2325 
June 30 ................................................. 17.875 ....................... 15.875 ........................ 16.000 ....................... 0.2325 

December 3 1 ........................................ 18.000 ....................... 16.375 ....................... 16.875 ....................... 0.2325 

1997 

1996 

September 30 ....................................... 17.750 ....................... 15.125 ........................ 17.500 ....................... 0.2325 

The common stock of the Company trades on the New York Stock Exchange under the symbol “CPK’. 

(b) Approximate number of holders of common stock as of December 31,1997: 

Title of Class 
Common stock, par value $4867 

Number of Shareholders 
of Record 

2,178 
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(c) Dividends: 
During the years ended December 3 1, I997 and 1996, cash dividends paid by Chesapeake have been declared each 
quarter, in the amounts set forth in the table above. During 1996 and 1995, Tri-County paid dividends of $79,000 and 
$592,000, respectively. 
Indentures to the long-term debt of the Company and its subsidiariescontain a restriction that the Company cannot, until 
the retirement of its Series I Bonds, pay any dividends after December 3 1, 1988 which exceed the sum of $2,135,188 
plus consolidated net income recognized on or after January I ,  1989. As of December 31,1997, the amounts available 
for fbture dividends permitted by the Series I covenant are $14.6 million. 

(d) On March 6, 1997, in conjunction with the acquisition of Tri-County Gas Company, Inc., the Company issued 
639,000 shares of Company stock to William P. Schneiderand James R. Schneider in reliance on the private placement 
exemption provided by Section 4(2) of the Securities Act of 1933 and Regulation D, thereunder. 

.I 
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Item 6. Selected Financial Data 

(dollars in thousands except stock data) 
For the Years Ended December 31, 1997 1996 1995 1994 ( I )  1993 (1) 

Operaring 
Operating revenues $122,775 $130,2 13 $ I  1 1,796 $98,572 $85,873 
Operating income $8,559 $10,110 $10,067 $7,227 $6,3 1 1 
Income before cumulative effect of 

change in accounting principle $5,683 57,605 $7,594 $4,460 $3,914 
Cumulative effect of change in 

accounting principle $58 
Net income $5,683 67,605 $7,594 $4,460 $3,972 

Balance Sheet 
Gross plant 
Net plant 
Total assets 
Long-term debt, net 
Common stockholders' equity 
Capital expenditures 

$143,345 $133,001 $1 19,837 $ I  10,023 
$99,5 17 $93,570 $84,589 $75,3 13 
$137,379 $136,046 $123,339 $108.27 1 
$38,226 $28,984 $31,619 $24,329 
$50,336 $47,537 $42.582 $37,063 
$1 1,381 $14,837 $12,887 $10,653 

$100,330 
$69,794 
6100,988 
$25,682 
$34,878 
$10,064 

Common Srock 
Basic earnings per share: 

Income before cumulative effect of 
change in accounting principle 

Cumulative effect of change in 
accounting principle 

Net income 

Diluted earnings per share: 
Income before cumulative effect of 

change in accounting principle 
Cumulative effect of change in 

accounting principle 
Net income 

$1.27 $1.72 $1.75 $1.23 $1.10 

$0.02 
$1.12 $1.27 $1.72 $1.75 $1.23 

$1.24 $1.67 $1.70 $1.20 $1.08 

$0.02 
$1.10 $1.24 $1.67 $1.70 $1.20 

Average shares outstanding 

Cash dividends per share 
Book value per share ' 

Common equitymotal capitalization 
Retum on equity 

4,472,087 

53.97 
$11.18 
56.80% 
11.29% 

4,412,137 

$0.93 
$10.71 
62.10% 
16.00% 

4,336,431 

$0.90 
$9.77 
57.40% 
17.80% 

3,628,056 

$0.88 
$10.15 
60.37% 

- 12.03% 

3,551,932 

$0.86 
$9.76 
57.59% 
11.39% 

Orher 

Number of  Employees 397 386 3 83 320 326 

Heating Degree Days 4,418 4,7 17 4,593 4,398 4,705 
Heating Degree Days ( 1  O-year average) 4,577 4,596 4,586 4,564 4,588 

(I) 1994 and 1993 have not bcen,rcstated to include the business combination with TriCounty Gas Company, Inc. 

Number of Registered Stockholders 2, I78 2,213 2,098 1,72 1 1,743 
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item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations 

Liquidity and Capital Resources 
The capital requirements of Chesapeake Utilities Corporation (“Chesapeake” or “the Company”) reflect the capital- 
intensive nature of its business and are attributable principally to the construction program and the retirement of 
outstanding debt. The Company relies on cash generated from operations and short-term borrowing to meet normal 
working capital requirements and temporarily finance capital expenditures. During 1997, net cash provided by operating 
activities, used by investing activities and used by financing activities were $12.3 million, $12.4 million and $1.5 
million, respectively. 

The Board of Directors has authorized the Company to borrow up to $20.0 million from various banks and trust 
companies. As of December 3 1, 1997, Chesapeake had four unsecured bank lines of credit, totaling $34.0 million, for 
short-term cash needs to meet seasonal working capital requirements and to temporarily fund portions of its capital 
expenditures. The outstanding balances of short-term borrowing at December 3 1,1997 and 1996 were $7.6 million and 
$12.7 million, respectively. 

In 1997, Chesapeake used cash provided by operations and the issuance of long-term debt to fund capital expenditures 
and reduce short-term borrowing. During 1996, the Company used cash provided by operating activitiesand short-term 
borrowing to find the capital expenditures and increases in working capital requirements. 

During 1997, 1996 and 1995, capital expenditures were approximately $12.8 million, $14.8 million and $12.9 million, 
respectively. Chesapeake has budgeted $15.6 million for capital expenditures during 1998. This amount includes $8.7 
million and $2.7 million for natural gas and propane distribution,respectively;%3.1 million for natural gas’transmission, 
$395,000 for advanced information services and $632,000 for general plant. The natural gas and propane distribution 
expenditures are for expansion and improvement of facilities in existing service territories. Natural gas transmission 
expenditures are for improvement and expansion of the pipeline system. The advanced information services 
expenditures are for computer hardware, software and related equipment. Financing for the 1998 construction program 
is expected to be provided from short-term borrowing and cash from operations. The construction program is subject 
to continuous review and modification. Actual construction expenditures may vary from the above estimates due to a 
number of factors including inflation, changing economic conditions, regulation, sales growth and the cost and 
availability of capital. 

Chesapeake has budgeted $2.8 million for environmental related expenditures during 1998 and expects to incur 
additional expenditures in future years (see Note J to the Consolidated Financial Statements), a portion of which may 
need to be financed through external sources. Management does not expect such financing to have a material adverse 
effect on the financial position or capital resources of the Company. 

Capital Structure 
As of December 3 1, 1997, common equity represented 56.8% of permanent capitalization compared to 62.1% in 1996 
and 57.4% in 1995. Chesapeake remains committed to maintaining a sound capital structure and strong credit ratings 
to provide rhe financial flexibility needed to access the capital markets when required. This commitment, along with 
adequate and timely rate relief for the Company’s regulated operations, helps to ensure that Chesapeake will be able 
to attract capital from outside sources at a reasonable cost. The achievement of these objectives will provide benefits 
to customers and creditors, as well as to the Company’s investors. 

Financing Activities 
In December 1997, Chesapeake fmalized a private placement of $1 0 million of 6.85% Senior Notes due January 1,201 2. 
The Company used the proceeds to repay a portion of its short-term borrowing. In October 1995, the Company finalized 
a private placement of $10 million of 6.91% Senior Notes due in 201 0. The Company used the proceeds to retire $4.1 
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million of the 10.85% Senior Notes of Eastern Shore Natural Gas Company, the Company’s natural gas transmission 
subsidiary (“Eastem Shore”) originally due in 2003. The remaining proceeds were used to reduce short-term borrowing. 
The Company issued no long-term debt in 1996. During 1997, the Company repaid approximately$3.1 million of long- 
term debt, compared to $823,000 and $5.4 million in 1996 and 1995, respectively. The increase in debt payments for 
1997 resulted fiom the payoff of $2.2 million of debt assumed in the pooling of interests with Tri-County Gas Company, 
Inc. (“Tri-County”). 

On March 6,1997, the Company acquired all of the outstanding common stock of Tri-County and associated properties. 
Tri-County distributes propane to both retail and wholesale customers on the peninsula. The transaction was effected 
through the exchange of 639,000 shares of the Company’s common stock and was accounted for as a pooling of 
interests. 

Chesapeake issued 32,169, 33,926 and 38,660 shares of common stock in connection with its Automatic Dividend 
Reinvestment and Stock Purchase Plan during the years of 1997, 1996 and 1995, respectively. 

Res u I t s  of Operations 
Net income for 1997 was $5,682,946 as compared to $7,604,915 for 1996. The decrease in net income is primarily 
related to temperatures in the Company’s northern service territory, which were, on average, 6% warmer than in 1996. 
The warmer weather resulted in a reduction in volumes sold by the natural gas and propane distribution segments. The 
lower gas volumes contributed to the reduction in Earnings Before Interest and Taxes (“EBIT”) for both distribution 
segments as shown in the table below. 

EARNINGS BEFORE INTEREST AND TAXES (in thousands): 
Increase I Increase / 

Forthe Years Ended December31, 1997 1996 (decrease) 1996 1995 (decrease) 
EBIT by Business Segment: 

Natural gas distribution $5,498 $7,167 ($1,669) $7,167 $4,728 $2,439 
Natural gas transmission 3,721 2,458 1,263 2,458 6,083 (3,625) 
Propane distribution 1,064 2,815 ( 1 3  1) 2,815 2,252 563 
Advanced information services 1,046 1,056 (10) 1,056 1,06 1 ( 5 )  
Other 558 56 1 (3) 56 1 (32) 593 

Total EBIT $1 1,887 $14,057 ($2,170) $14,057 $14,092 ($35) 

Chesapeake’s 1996 net income was $7,604,915, as compared to $7,593,506 for 1995. Although net income was 
relatively unchanged, the contribution to net income from each business segment differed during the two-year period. 
Natural gas distribution EBIT was higher in 1996 due to rate increases placed in effect in two of the three service 
territories during 1995. EBIT for the propane distribution segment increased due to greater volumes sold due to 
temperatures being 3% colder than in 1995. Natural gas transmission’s contribution decreased due to a reduction in 
volum: s sold to industrial intermptiblecustomers during 1996. In addition, 1995 net income includes a one-time benefit 
from a settlement with the Federal Energy Regulatory Commission (see Note K to the Consolidated Financial 
Statements). 

5 
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Natural Gas Distribution 
The reduction in EBIT of $1.7 million from 1996 to 1997 is primarily related to a decline in total gross margin, as 
indicated in the following table, coupled with an overall increase in expenses. The reduction in gross margin earned on 
volumes sold is primarily the result of a 3% decline in volumes sold to residential and commercial customers and a 
decrease in volumes sold to industrial interruptible customers in Chesapeake’s Florida service territory. The reduction 
in volumes sold to residential and commercial customers was directly related to warmer temperatures, primarily during 
the first quarter of 1997. Operations and maintenance expenses increased $633,000 and $ 108,000, respectively. . 



Compensation, regulatory commission expenses and costs related to data processing and billable service revenue 
contributed to the increase in operations expenses. A greater level of maintenance to the gas pipeline system resulted 
in an increase in maintenance expenses. 

The $2.4 million rise in EBIT from 1995 to I996 resulted from an increase in gross margin earned on sales of natural 
gas in two of Chesapeake’sthree service territories,offset by an overall increase in expenses. The $4.0 million increase 
in gross margin was partially due to a full year of rate increases, which went into effect in 1995. Maryland operations’ 
fates became effective during December and interim rates were in effect during June of 1995 for Delaware operations. 
In addition, colder temperatures contributed to the 20% increase in deliveries to residential and commercial customers 
located in Chesapeake’s northem service territory. The $583,000 increase in operations expenses was primarily the 
result of higher compensation, benefits, data processing costs, bad debts and regulatory expenses. Plant additions placed 
in service during 1996 resulted in higher depreciation expense. In addition, other taxes increased by $460,000 or 23%, 
partially due to the inclusion of certain state revenue related taxes, which were previously included as reductions to 
revenue. 

GROSS MARGIN SUMMARY (in thousands) 
Increase I Increase I 

For the Years Ended December 31, 1997 1996 (decrease) 1996 1995 (decrease) 
Revenues: 

Gas sold $54,205 $52,290 $1,915 $52,290 $42,784 $9,506 

10,827 Gas marketed 18,419 19,382 (963) 19,382 8,555 

25 
Other 275 193 82 193 168 

Total Revenues $75,960 $74,856 $1,104 $74,856 $54,125 $20,731 
Cost of Sales: 

Gas sold $35,507 $32,846 $2,661 $32,846 $26.789 $6,057 
Gas marketed 18,233 19,117 (884) 19,117 8,410 10,707 

Total Cost of Sales $53,740 $51,963 $1,777 $51,963 $35,199 $16,764 
Gross Margin: 

Gas sold $ 18,698 $ 19,444 ($746) $19,444 $15,995 $3,449 

120 
Gas marketed 186 265 (79) 265 145 

25 
Other 275 193 82 193 168 

Total Gross Margin $22,220 $22,893 ($673) $22,893 $18,926 $3,967 

Gas transported 3,061 2,991 70 2,991 2,618 373 

Gas transported 3,06 1 2,991 70 2,991 2,618 373 

* Transportation service docs not have an associated cost of sales. 

Natural Gas Transmission 
The Company’s natural gas pansmission segment, Eastem Shore, which became an open access pipeline on November 
I ,  1997, had an increase in EBIT of $1.3 million for 1997. The rise in EBIT is partially attributable to a rate increase 
and an increase in firm services implemented in 1997, as well as an overall reduction in expenses. The rate increase is 
designed to generate additional gross margin of approximately $1.2 million annually. Also contributing to the increase 
in EBIT were additional revenues generated by the increase in transportation services that were effective with the 
implementation of open access On an annual basis, the additional services will generate revenue of approximately $1.3 
million. Operations expense decreased by $143,000 or 5%, primarily consisting of compensation, relocation costs and 
property insurance. Maintenance expenses were also lower due to reduced maintenance required during the year on the 
gas pipeline system. Capital additions during the year resulted in higher depreciation expense. 

The $3.6 million reduction in 1996 EBIT was primarily due to lower gross margin on sales to industrial customers. The 
gross margin decreased due to a’ 67% reduction in volumes delivered, primarily reflecting lower deliveries to two 
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industrial interruptible customers - a municipal power plant and a methanol plant. The methanol plant shut down 
operations on April 1, 1996. During 1996 and 1995, deliveries to the methanol and power plants contributed 
approximately$284,000 and $2.4 million, respectively to gross margin. As intermptiblecustomers, they had no ongoing 
commitment, contractual or otherwise, to purchase natural gas from the Company (see Note A to the Consolidated 
Financial Statements). The $109,000 increase in operating expenses reflects increased compensation and benefit related 
expenses. Depreciation increased due to plant placed in service. 

With Eastem Shore’s conversion to open access, all of its customers will have the opportunity to transport gas over its 
system at rates regulated by the FERC. The variability in Eastem Shore’s margins, historically driven by the sales to 
industrial customers, will dramatically decrease, as capacity reservation fees for transportation services will drive 
prospective margins. It is expected that in the future, Eastern Shore’s EBIT will tend to be more stable and resemble 
a fully regulated return. Taking the 1997 rate increase, revenues associated with additional capacity and lower margins 
on services provided to industrial customers into account,the Company expects gross margin during 1998 to be between 
$7.9 and $8.2 million (see Cautionary Statement). Comparatively, gross margin for the past three years has been $7.9 
million, $6.7 million and $10.2 million for 1997, 1996 and 1995, respectively. 

Propan e Dis trib u tion 
In 1997, Chesapeake integrated the operations of Tri-County and the Company’s existing propane distribution 
operations. Like Chesapeake’s existing propane operations, Tri-County’s earnings are heavily dependent upon weather 
conditions. 

The reduction in 1997 EBIT of $1.8 million was primarily due to a reduction in gross margin, partially offset by a 
reduction in expenses. Gross margin decreased due to an 11% reduction in sales volumes coupled with a 13% lower 
margin per gallon sold. The decline in sales volumes is directly related to the warmer temperatures, which averaged 6% 
warmer than the prior year. Furthermore, during the first quarter of 1997 temperatures were 14% warmer than normal, 
The Company normally sells a high percentage of its annual volume during this period. The reduction in margin per 
gallon sold was also the result of abnormally warmer temperatures. As temperatures warmed during the first quarter, 
demand decreased and supply-prices declined rapidly. Due to the low cost of wholesale-supply, retail prices declined, 
thereby reducing margins. Operations expenses decreased $554,000 or 7% primarily in the areas of compensation, 
delivery related costs, advertising and legal fees. Maintenance expenses declined primarily in equipment and structures. 
Depreciation and amortization expenses declined $477,000 or 28% primarily the result of a non-compete agreement, 
which became filly amortized in November of 1996. 

The increase in 1996 EBIT of $563,000 is primarily attributable to a rise in gross margin partially offset by higher 
expenses. Gross margin was higher due to a 12% increase in volumes sold and a slight increase in margin earned per 
gallon sold. The increases are directly related to temperatures which were 3% colder than those in 1995. Operating 
expenses increased $1.3 million or 19% in 1996 primarily due to compensation, delivery related costs, benefits and 
outside services. Maintenance expenses increased in the areas of propane storage facilities, equipment and structures. 

Advanced Information Services 
The results of the advanced information services segment consisted primarily of those of United Systems, Inc. (“USI”), 
due to the downsizing of Chesapeake’sNorth Carolina operations in early 1997. Although the EBIT contribution of this 
segment has remained unchanged from 1996 to 1997, USI’s gross margin has increased by $970,000 or 34%. Operating 
expenses increased due to the opening of a new office in Detroit, Michigan and the expansion of staff training and 
marketing efforts to position US1 to be able to provide new services and for future growth of current services. Since the 
rise in operating costs offset most of the growth in gross margin, EBIT remained constant. 
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Although the EBIT contributed by the advanced information segment was relatively unchanged from 1995 to 1996, 
EBIT contributed by US1 increased $268,000. This was mostlyoffset by a reduction in EBIT contributed by the North 
Carolina operation as they ceased to provide facilities management services beginning in early 1996. 

Income Taxes 
Operating income taxes in 1997 decreased $6 19,000 due to a reduction in EBIT. This was partially offset by the one- 
time expense of $3 18,000 recorded in 1997 to establish the deferred income tax liability for Tri-County. Prior to 1997, 
Tri-County was a subchapters Corporation for income tax reporting; therefore, no deferred income taxes were recorded 
on its balance sheet. In addition, the Company’s 1996 and 1995 restated financial statementsdo not include any income 
tax expense for Tri-County due to its subchapter S status during those years. 

Other 
Non-operathg income was $428,000, $458,000 and $391,000 for 1997,1996 and 1995, respectively. The decrease in 
1997 is primarily due to a reduction in interest income, partially offset by the gain on the sale of fixed assets. The 
increase in 1996 is primarily the result of a rise in interest income earned partially offset by a reduction in the gain on 
sales of fixed assets. 

Environmental Matters 
The Company continues to work with federal and state environmental agencies to assess the environmental impact and 
explore corrective action at several former gas manufacturing plant sites (see Note J to the Consolidated Financial 
Statements). The Company believes that any future costs associated with these sites will be recoverable in rates. 

The Year 2000 
Chesapeake is dependent upon information systems to operate efficiently and effectively. In order to address the impact 
of the year 2000 on its many information systems, Chesapeake is in the process of evaluating and remediating any 
deficiencies. The Company has segregated the evaluation of its readiness and the potential impact of the year 2000 on 
its systems into two components: primary internal applications and other applications. The Company’s primary 
applications include systems for its financial information; natural gas customer information and billing; and propane 
customer information, billing and delivery. Other applications include systems for services such as telephone, system 
control and data acquisition for the pipeline, as well as other vendors’ systems. With respect to the three primary 
applications, Chesapeake has updated its propane customer information, billing and delivery system to a year 2000 
compliant version. This system will be tested hrther to insure compliance during 1998. With respect to the other two 
primary applications, Chesapeake has conducted initial evaluations and estimates that the cost of any remediation will 
not be significant. Each application will be tested during 1998. Chesapeake has developed an inventory of other 
applications and is in the process of developing plans to contact its vendors, test and remediate to the extent necessary. 

Competition 
Historically, the Company’s natural gas operations have successhlly competed with other forms of energy such as 
electricity,oil and propane.’The principle considerationshave been price, and to a lesser extent, accessibility. As a result 
of Eastern Shore’s recent conversion to open access, the Company expects to be subject to competitive pressures from 
other sellers of natural gas. With open access transportation services available on Eastern Shore’s system, third party 
suppliers will compete with Chesapeake to sell gas to the local distribution companies and the end users on Eastern 
Shore’s system. Eastern Shore has shifted from providing sales service to providing transportation and contract storage 
services. 

The Company’s distribution operations located in Delaware began to offer transportation services to certain industrial 
customers in December 1997. Chesapeake expects that during 1998, the distribution operations located in Maryland will 
also begin offering transportation services. The Company expects to expand the availability of transportation services 
to additional customers in the fiiture. Since the Florida distribution operations have been open to certain industrial 
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customers since 1994, the Company has gained experience in operating in an open access environment. The Company 
established a natural gas brokering and supplies operation in Florida to compete for these customers. The Company is 
evaluating whether to establish similar services in our northern service territory. 

Both the propane distribution and the advanced information services businesses face significant competition from a 
number of larger competitors with substantially greater resources available to them than those of the Company. In 
addition, in the advanced information services business, changes are occurring rapidly, which could adversely affect 
the markets for the Company’s services. 
Inflation 
Inflation affects the cost of labor and other goods and services required for operation, maintenance and capital 
improvements. The impact of inflation has lessened in recent years, except for the effect on purchased gas costs. These 
costs are passed on to customers through the purchased gas adjustment clause in the Company’s tariffs. To help cope 
with the effects of inflation on its capital investments and returns, the Company seeks rate relief from regulatory 
commissions for regulated operations while monitoring the returns of its unregulated business operations. 

Cautionary Statement 
Statementsmade herein and elsewhere in this Form 10-K, which are not historical fact, are forward-lookingstatements. 
In connection with the “Safe Harbor” provisions of the Private Securities Litigation Reform Act of 1995, Chesapeake 
is providing the following cautionary statement to identify important factors that could cause actual results to differ 
materially from those anticipated in forward-looking statements made herein or otherwise by or on behalf of the 
Company. 

A number of factors and uncertaintiesmake it difficult to predict the effect on future operating results of Eastern Shore 
operating as an open access pipeline, relative to historical results. While open access eliminates industrial interruptible 
sales margins, such sales have varied widely from year to year and, in future years, might have made a less significant 
contribution to earnings even in the absence of open access. Additionally, there are a number of uncertainties, including 
future open access proceedings and the effects of competition, which will affect whether the Company will be able to 
provide economical gas marketing, transportation and other services. 

In addition, a number of factors and uncertainties affecting other aspects of the Company’s business could have a 
material impact on earnings. These include: the seasonality and temperature sensitivity of Chesapeake’s natural gas and 
propane businesses, the relative price of alternative energy sources and the effects of competition on both unregulated 
and natural gas sales, now that the Company operates in an open access environment. There are also uncertainties 
relative to the impact of the year 2000 on the information systems of the Company, its vendors and other third parties. 
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Item 8. Financial Statements and Supplemental Data 

REPORT OF INDEPENDENT ACCOUNTANTS 

To the Stockholders of 
Chesapeake Utilities Corporation 

We have audited the consolidated financial statements and consolidated financial statement schedules of 
Chesapeake Utilities Corporation and Subsidiaries listed in Item 14(a) of this Form 10-K. These financial statements 
and financial statement schedules are the responsibility of the Company's Management. Our responsibility is to express 
an opinion on these financial statements and the financial statement schedules based on our audits. 

We conducted our audits in accordance with generally accepted auditing standards. Those standards require 
that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of 
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures 
in the financial statements. An audit also includes assessing the accounting principles used and significant estimates 
made by Management, as well as evaluating the overall financial statement presentation. We believe that our audits 
provide a reasonable basis for our opinion. 

In our opinion, the financial statements referred to above present fairly, in all material respects, the 
consolidated financial position of Chesapeake Utilities Corporation and Subsidiaries as of December3 1, 1997 and 1996, 
and the consolidated results of their operations and their cash flows for each of the three years in the period ended 
December 3 1, 1997 in conformity with generally accepted accounting principles. In addition, in our opinion, the 
consolidated financial statement schedules referred to above, when considered in relation to the basic consolidated 
financial statements taken as a whole, presents fairly, in all material respects, the information required to be included 
therein. 

We have also previously audited, in accordance with generally accepted standards, the consolidated balance 
sheets and statements of capitalizationas of December3 1, 1995, 1994 and 1993, and the related consolidatedstatements 
of income, cash flows, stockholders' equity, and income taxes for each of the two years in the period ended December 
3 1, 1994 (none of which are presented herein) and we expressed unqualified opinions on those consolidated financial 
statements. In our opinion, the information set forth in the Financial Highlights included in the Selected Financial Data 
for each of the five years in the period ended December 3 1, 1997, appearing on page 15 is fairly stated in all material 
respects in relation to the financial statements from which it has been derived. 

COOPERS & LYBRAND L.L.P. 
Baltimore, Maryland 
February 12, 1998 
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CONSOLIDATED BALANCE SHEETS B 
I Assets 

At December 31, 1997 1996 

Propem, PIan! and Equipment 
Natural gas distribution $74,769,458 969,853,054 
Natural gas transmission 33,856,873 30,655,492 
Propane distribution 26,920,403 25,279,2 17 
Advanced information services 84 1,757 1,003,850 

8 
Other plant 6,161,63 1 5,4 14,249 
Gas plant acquisition adjustment 795,004 795,004 1 

Total property, plant and equipment 143,345,126 133,000,866 
Less: Accumulated depreciation and amortization (43,827,96 I ) (39,430,738) 

Net property, plant and equipment 993  17,165 93,570,128 

2,72 1,443 2,263,068 Investments 

Current Assets 
Cash and cash equivalents 
Accounts receivable (less allowance for uncollectibles 

Materials and supplies, at average cost 
Propme inventory, at average cost 
Storage gas prepayments 
Underrecovered purchased gas costs 
Income taxes receivable 
Prepaid expenses 

of $331,775 and $392,412 in 1997 and 1996, respectively) 

555,198 2,213,529 

I 
1 

13,087,999 14,488,944 
1,380, I20 1,284,876 
2,288.5 16 2,345,53 1 
2,926,6 18 3,73 1,680 
1,673,389 2,192,170 

849,623 112,942 
1,060,911 942,359 

Deferred income taxes 247,487 158,010 
Total current assets 24,069.861 27,470,04 1 

I 
I 

Deferred Charges and OlherAssefs 
Environmental regulatory assets 4,865,073 6,650,088 

2,372,929 1,778,348 Environmental expenditures, net 
Other deferred charges and intangible assets 3,832,389 4,3 14,235 

11.070.391 12,742,671 Total deferred charges and other assets 

Total Assets 5137,378,860 $ 1  36,045,908 

See accomponying notes 
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Capitalization and Liabilities 

At December 31, 1997 1996 

Capitalization 
Stockholders' equity 
Common stock 
Additional paid-in capital 
Retained earnings 
Less: Unearned compensation related to restricted stock awarded 

$2,19 1,792 $2,160,628 
19,8 19,604 18,745,718 
28,218,763 26,957,048 

( 1  90,886) (364,529) 
Unrealized gain on marketable securities, net 296,872 38,598 

Total stockholders' equity 50,336,145 47,537,463 

Long-term debt, net of current portion 38,226,000 28,984,368 

88,562,145 7632 1,83 1 Total caDitalization 

Current Liabilifies 
Current portion of long-term debt 
Short-term borrowings 
Accounts payable 
Refunds payable to customers 
Accrued interest 
Dividends payable 

582,500 3,078,489 
7,600,000 12,700,000 

12,45 1,570 14,426,983 
357,041 353,734 
784,533 74 1,768 

1,092,168 883,621 
Other accrued expenses 3,807,484 3,733,233 

Total current liabilities 26,675,296 35,917,828 

Deferred Credifs and Other Liabilities 
Deferred income taxes 
Deferred investment tax credits 
Environmental liability 
Accrued pension costs 

11,490,358 9,798,676 
821,617 876,432 

4,865,073 6,650,088 
1,754,7 15 1,866,661 

Other liabilities 3,209,656 4,414,392 
22,141,4 19 23,606,249 Total deferred credits and other liabilities 

Commitments and Contingencies 

(Notes J and K) 

Total Capitalization and Liabilities $137,378,860 $136,045,908 

See accompanying nofes 
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CONSOLIDATED STATEMENTS OF INCOME 

For the Years Ended December 31, 
~~ ~ 

1997 1996 1995 

Operating Revenues $122,774,593 $130,213,409 $1 11,795,778 

Cost of Sales 77,764,830 82,226,644 65,616,368 

Gross Margin 45,009,763 47,986,765 46.1 79,4 10 

Operating Expenses 
Operations 21,831,194 22,230,425 20,612,585 
Maintenance 2,04 1,043 2,504,894 2,477,454 
Dcpreciation and amortization 5,396,975 5,504,637 5,802,884 
Orhertaxes , 3,853,954 3,689,748 3,194,673 
Income taxes 3,327,627 3,947,056 4,025,274 

Total operating expenses 36,450,793 37,876,760 36,112,870 

10,066,540 Operating Income 8,558,970 10,110,005 

Other Income 
Interest income 239,543 249,509 191,845 
Other income, net 405,156 177,045 239,687 
Income taxes (2 16,988) (83,73 9) (1  05,280) 
Allowance for equity funds used during construction 1 15,434 65,198 

Total other income 427,711 458,249 391,450 

Income Before Interest Charges 8,986,681 10,568,254 10,457,990 

Interest Charges 
Interest on long-term debt 2,347,369 2,392,458 2,282,247 
Amortization of debt expense 1 19,40 1 120,345 109,399 
Other 9 2 2 ~  10 5 14,856 566,320 
Allowance for borrowed funds used during construction (85,145) (64,320) (93,482) 

Total interest charges 3,3 03,73 5 2,963,339 2,864,484 

Net Income $5,682,946 $7,604,9 15 $7,593,506 

Earnings Per Share of Common Sock : 
Basic: 
Diluted: 

See accompanying notes 
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CONSOLIDATED STATEMENTS OF CASH FLOWS. 

For the Years Ended December 31, 1997 1996 1995 

Operating Acrivities 
Net Income 
Adjustments to reconcile net income to net operating cash: 

-. - 
Depreciation and amortization 
Allowancc for equity funds used during construction 
Investment tax credit adjustments 
Deferred income taxes, net 
Employee benefits 
Employee compensation from lapsing of stock restrictions 
Allowance for refund 
Other, net 

Changes in assets and liabilities: 
Accounts receivable, net 
Other current assets 
Other deferred charges 
Accounts payable, net 
Refunds payable to customers 
Overrecovered (underrecovered) purchased gas costs 
Other current liabilities 

Net cash provided by operating activities 

$5,682,946 $7,604,915 $7,593,506 

6,090,665 6,148,232 6,246,222 
(1 15,434) (65,198) 

(54,8 15) (54,8 15) (54,815) 
1,437,206 1,794,146 252,727 

178,803 (238,826) 471,870 
173,643 334,745 43 1,694 

(1,356,705) 
(286,147) 83,301 (339,08 1) 

1,400,945 (904,516) (4,727,364) 
648,282 (2,141,048) 1,588,675 

(625,395) (977,652) (946,450) 
(1,823,912) 1,422,807 3,6 19,023 

3,307 (613,206) 400,192 
5 18,78 1 (2,245,544) 162,399 

(6 19,668) 396,326 939,750 
12,307,012 11,204,127 13,923,378 

Investing Acriviries 
Property, plant and equipment expenditures, net (12,380,826) (14,069,116) (1 1,666,442) 
Allowance for equity funds used during construction 1 15,434 65,198 
Purchases of investments (36,167) (1 29,406) (3 8,836) 

Net cash used by investing activities (12,416,993) (14,083,088) (1 1,640,080) 

Financing A cfivifies 
Common stock dividends, net of amounts reinvested of $382,932, 

Issuance of stock -- Dividend Reinvestment Plan optional cash 167,337 208,8 13 202,835 
Issuance of stock -- Retirement Savings Plan 404,297 349,03 1 
Net (repayments) borrowings under line of credit agreements (5,100,000) 7,300,000 (3,197,039) 
Proceeds from issuance of long-term debt 9,908,223 10,428,753 
Repayment of long-term debt (3,098,455) (823,2 13) (5,439,15 1) 

Net cash (used) provided by financing activities (1,548,350) 3,696,876 (1,328,978) 

$346,308 and $304,106 in 1997, 1996 and 1995, respectively (3,829,752) (3,337,755) (3,324,376) 

Nef (Decrease) Increase in Cash and Cash Equivalents (1,658,331) 817,915 954,320 
Cash and Cash Equivalenfs af Beginning of Year 2,213,529 1,395,614 44 1,294 

Cash and Cash Equivalenrs af  End of Year $555,198 $2,213,529 $ 1,395,614 

Supplemen fa1 Disclosure of Cash Flow In formation 
Cash paid for interest 
Cash paid for income tax 

See accompanying notes 
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CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY 

For the Years Ended December 31, ' 1997 1996 1995 

Common Stock 
Balance -- beginning of year 

Dividend Reinvestment Plan 
US1 restricted stock award agreements 
Conversion of debentures 
Company's Retirement Savings Plan 

$2,160,628 $2,122,2 12 $2,096,5 15 ( I )  

15,398 16,514 18,816 
10,639 6,881 

4,461 429 
1 1,305 9,928 

Exercised stock options 906 
Balance -- end of year 2,191,792 2,160,628 2,122,2 12 

Additional Paid-in Capital 
Balance -- beginning of year 

Dividend Reinvestment Plan 
US1 restricted stock award agreements 
Sale of treasury stock to Company's 

Conversion of debentures 
Company's Retirement Savings Plan 

Retirement Savings Plan 

18,745,718 17,489,108 16,731,689 ( I )  

529,453 53 8,607 488,125 
343,570 176,029 

93,265 
151,441 14,557 
3 92,992 328,465 

Exercised stock options 30.41 I 
~ ~ 

Balance -- end of year I9,8 19,604 18,745.71 8 17,489,108 

Retained Earnings 

h'et income 
Cash dividends -- Chesapeake (*) 

Ba!iTce -- beginning of year 26,957,048 23,458,776 19,480,374 

(4,341,964) (3,514,694) (3,33 1,972) 
5,682,946 7,604,9 I5 7,593,506 ( I )  

Cash dividends -- Pooled companies (79,267) (59 1,949) (283,132) 
Balance -- end of year 28,2 18,763 26,957,048 23,458,776 

Treasury Stock (') 

Unearned Compensa tion 

Issuance of award 
Balance -- beginning of year (364,529) (4 15,107) (696,679) 

(284,167) (12 1,343) 
Amortization of prior years' awards 173,643 3 34,745 402,9 15 

Balance -- end of year (190,886) (364,529) (4 15.1 07) 

Unrealized Gain (Loss) on Marketable Securities ''' 296,872 38,598 (72,839) 

Total Stockh olders ' Equily 550,336,145 $47,537,463 $42,582,150 

(I) The following adjustments have been made to 1995 presentation to reflect the TriCounty pooling of interests: Beginning 
balances of Common Stock and Additional Paid-in Capital have been adjusted by S311,OOl and (S103,314), respectively. 
Net income as shown in the Retained Earnings section has been adjusted by 5356,811. 

(') Dividends per share of common stock were S.97,S.93 and S.90 for the years 1997, 1996 and 1995, respectively. 
(') The entire Treasury Stock balance of ($99,842) was sold to the Company's Retirement Savings Plan during 1995, leaving a 

(') Net of income tax expense (benefit) of approximately S190,000, S25,000 and (S48.000) for the years 1997, 1996 and 1995, 
zero balance. 

respectively. 

See accompanying notes 
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CONSOLIDATED STATEMENTS OF INCOME TAXES 

For the Years Ended December 31, 1997 1996 1995 
- 

Current Income Tar Expense 
Federal $1,916,654 $1,884,609 $3,182,346 
State 442,563 356,576 621,238 
Investment tax credit adjustments, net (54,8 1 5) (54,815) (54,815) 
Total current income tax expense 2,304,402 2,186,370 3,748,769 

Deferred Income Tax Eqense 
Property, plant and equipment 
Deferred gas costs 
Pensions and other employee benefits 
Unbilled revenue 
Contributions in aid of construction 
Environmental expenditures 
Allowance for refund 

1,335,802 581,373 455,151 
(204,170) 873,904 (56,915) 
(19,508) 107,131 57,508 

(104,632) 54,320 (260,922) 
(3 3,02 8) (6,979) (283,033) 
249,417 108,578 272,068 

121,671 442,064 
Other 16,332 4,427 (244,136) 
Total deferred income tax expense ( I )  1,240,213 1,844,425 38 1,785 
Total Income Tax Expense $3,544,615 $4,030,795 S4,130,554 

Reconciliation of Eneciive Income Tar Rates 
Federal income tax expense at 34% 
State income taxes, net of Federal benefit 
Acquisition of subchapter S Corporation (') 

3,171,505 3,956,118 3,986,180 
399,213 537,566 546,955 
3 17,821 (268,211) (137,800) 

Other (343,924) (194,678) (264,781) 
Tntal income tax exaense $3.544.615 $4.030.795 S4.130.554 
Effective income tax rate 38.4% 36.8% 36.3% 

~ ~ ~~ 

For the Years Ended December 31, 1997 1996 

Deferred Income T k s  
Deferred income tax liabilities: 

Property, plant and equipment 
Deferred gas costs 

$12,095,782 $10,716,757 
649,68 1 853,851 

Other 1,560,988 1,322,272 
Total deferred income tax liabilities 14,306,451 12,892,880 

Deferred income tax assets: 
State operating loss canyfonvards 57,303 3,320 
Deferred investment tax credit 403,789 426,565 
Unbilled revenue 968,3 1 1 863,679 
Pension and other employee benefits 898,060 917,568 
Self insurance ' 585,995 545,836 
Other 150,122 495,246 

Total deferred income tax assets 3,063,580 3,252,214 
Deferred Income Taxes Per Consolidated Balance Sheet S 1 1,242,87 1 $9,640,666 

( I )  Includes S208,000, $392,000 and $108,000 of deferred state income taxes for the years 1997, 1996 and 1995, respectively. 
(') Accounted for as a pooling of interests (see Note B to the Consolidated Financial Statements). 

See accompanying notes 
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A. Summary of Accounting Policies 
Nature of Business 
Chesapeake Utilities Corporation (the “Company”) is engaged in natural gas distribution to approximately 35,800 
customers located in southern Delaware, Maryland’s Eastern Shore and Central Florida. The Company’s natural‘gas 
transmission subsidiary operates a pipeline from various points in Pennsylvania to the Company’s Delaware and 
Maryland distribution divisions, as well as other utility and industrial customers in Delaware and the Eastem Shore of 
Maryland. The Company’s propane distribution segment serves approximately34,OOO customers in southern Delaware, 
the Eastern Shore of Maryland and Virginia. The advanced information services segment provides software services 
and products to a wide variety of clients. 

Principles of Consolidation 
The ConsolidatedFinancial Statementsinclude the accounts of the Company and its wholly owned subsidiaries,Eastern 
Shore Natural Gas Company (“Eastern Shore”), Sharp Energy, Inc. (“Sharp Energy”), Tri-County Gas Company, Inc. 
(“Tri-County”) and ‘Chesapeake Service Company. Sharp Energy’s accounts include those of its wholly owned 
subsidiary, Sharpgas, Inc. Chesapeake Service Company’s accounts include United Systems, Inc. (“USI”), Capital Data 
Systems, Inc. and Skipjack, Inc. Investments in entities in which the Company owns more than 20 percent but 50 percent 
or less, are accounted for by the equity method. All significant intercompany transactions have been eliminated in 
consolidation. 

System of Accounts 
The natural gas distribution divisions of the Company located in Delaware, Maryland and Florida are subject to 
regulation by the Delaware, Maryland and Florida Public Service Commissions with respect to their rates for service, 
maintenance of their accounting records and various other matters. Eastern Shore is subject to regulation by the Federal 
Energy Regulatory Commission (“FERC”). The Company’s financial statements are prepared on the basis of generally 
accepted accounting principles which give appropriate recognition to the ratemaking and accounting practices and 
policies of the various commissions. The propane and advanced infomation services subsidiaries are not subject to 
regulation with respect to rates or maintenance of accounting records. 

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. Investments with an original maturity of three months or 
less are considered cash equivalents. 

Property, Plant, Equipment and Depreciation 
Utilityproperty is stated at original cost while the assets of the propane subsidiary are valued at cost. The costs of repairs 
and minor replacements are charged to income as incurred and the costs of major renewals and betterments are 
capitalized. Upon retirement or disposition of utility property, the recorded cost of removal, net of salvage value, is 
charged to accumulated depreciation. Upon retirement or disposition of non-utility property, the gain or loss, net of 
salvage value, is charged to income. The provision for depreciation is computed using the straight-line method at rates, 
which will amortize the unrecovered cost of depreciable property over the estimated useful life. Depreciation and 
amortization expense for financial statement purposes is provided at an annual rate for each segment averaging 4.73% 
for natural gas distribution; 3.04% for natural gas transmission and 5.46% for propane distribution. In addition, the 
annualized rates average 4.73% for gas plant acquisition adjustments, 17.78% for the advanced information services 
segment and 2.59% for general plant. 

Allowance for Funds Used During Construction 
The allowance for finds used during construction (“AFUDC”) is an accounting procedure whereby the cost of borrowed 
finds and other finds used to finance construction projects is capitalized as part of utility plant on the balance sheet, 
crediting the cost as a non-cash item on the income statement. The costs of borrowed and equity finds are segregated 
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between interest expense and other income, respectively. AFUDC was capitalized on utility plant construction at the 
rates of 5.63%, 9.51% and 7.31% for 1997, 1996 and 1995, respectively. 

Environmental Regulatory Assets 
Environmental regulatory assets represent amounts related to environmental liabilities for which cash expenditures have 
not been made. As expenditures are incurred, the environmental liability can be reduced along with the environmental 
regulatory asset. These amounts are recorded to either environmental expenditures or accumulated depreciation as cost 
of removal. All amounts incurred are amortized in accordance with the ratemaking treatment granted in each 
jurisdiction. 

Other Deferred Charges and Intangible Assets 
Other deferred charges include discount, premium and issuance costs associated with long-term debt and rate case 
expenses. The discount, premium and issuance costs are deferred, then amortized over the original lives of the respective 
debt issues. Gains and losses on the reacquisition of debt are amortized over the remaining lives of the original 
issuance(s). Rate case expenses are deferred, then amortized over periods approved by the applicable regulatory 
authorities. Intangible assets are associated with the acquisition of non-utility companies, and are amortized on a 
straight-line basis over a period of five to 40 years. The gross intangible assets were $2,516,120 and $1,920,851 at 
December 3 1, 1997 and 1996, respectively. Accumulated amortization related to intangible assets was $1,093,905 and 
$962,227 at December 3 1, 1997 and 1996, respectively. In addition, the 1997 acquisition of a propane business resulted 
in the Company acquiring goodwill, a customer list and a non-compete agreement valued at $437,000, $108,000 and 
$50,000, respectively. 

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

Deferred tax assets and liabilities are recorded for the tax effect of temporary differences between the fmancial 
statements and tax b&es of assets and liabilities, and are measured using current effective income tax rates. The portion 
of the Company’s deferred tax liabilities applicable to utility operations which has not been reflected in current service 
rates represents income taxes recoverable through fbture rates. Investment tax credits on utility property have been 
deferred and are allocated to income ratably over the lives of the subject property. 

The Company had state tax loss carryforwards of $796,000 and $46,000 at December 3 1, 1997 and 1996, respectively. 
The Company expects to use all of the loss canyforwards;therefore, no valuation allowance was recorded at December 
31,1997 or 1996. The loss carryforwards expire in 2006 through 2012. 

Fair Value of Financial Instruments 
Various items within the balance sheet are considered to be fmancial instruments because they &e cash or are to be 
settled in cash. The carryingvalues of these items generally approximatetheir fair value (see Note C to the Consolidated 
Financial Statements for disclosure of fair value of investments). The fair value of the Company’s long-term debt is 
estimated using a discounted cash flow methodology. The estimated fair value of the Company’s long-term debt at 
December 3 1, 1997, including current maturities, is approximately $40.7 million as compared to a carrying value of 
$38.8 million. At December 31, 1996, the estimated fair value was approximately $30.3 million as compared to a 
carrying value of $29.8 million. These estimates are based on published corporate borrowing rates for debt instruments 
with similar terms and average maturities. 

Operating Revenues 
Revenues for the natural gas distribution divisions of the Company are based on rates approved by the various 
commissions. Customers’ base’rates may not be changed without formal approval by these commissions. With the 
exception of the Company’s Florida division, the Company recognizes revenues from meters read on a monthly cycle 
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basis. This practice results in unbilled and unrecorded revenue from the cycle date through month-end. The Florida 
division recognizes revenues based on services rendered and records an amount for gas delivered but not billed. The 
propane segment recognitesrevenue for certain customers on a metered basis and all other customers on an as-delivered 
basis. 

The natural gas distribution divisions of the Company have purchased gas adjustment (“PGA”) clauses that provide 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 natural gas transmission segment became an open access pipeline on November 1, 1997 with revenues based on 
rates approved by FERC. Before open access, only portions of revenues were based on rates approved by FERC. In 
addition, the transmission segment had a PGA clause similar to those in the distribution operations. Since the 
transmission segment records revenue for service only, the PGA clause no longer applies, now that open access is in 
effect. 

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

Earnings Per Share 
The Company has adopted Statement of Financial Accounting Standards (“SFAS”) No. 128, issued by the Financial 
Accounting Standards Board (“FASB”) in February 1997, requiring dual presentation of basic and diluted per share 
earnings on the face of the income statement. Basic earnings per share is based on the weighted average number of 
shares of common stock outstanding. On a diluted basis, both earnings and shares outstanding are adjusted for stock 
options for each year presented and the assumed conversion of the convertible debentures. The adoption of SFAS No, 
128 did not have a material effect on the Company’s financial statements. Prior years’ presentations of earnings per 
share have been restated to conform to the guidelines of SFAS No. 128. 

CALCULATION OF DILUTED EARNINGS PER SHARE: 
For the Years Ended December 31, 1997 1996 1995 
Reconciliation of Numerator: 
Net Income - basic 
Effect of 8.25% Convertible debentures 

$5,682,946 $7,604,91S $7,593,506 
204,070 207.825 2 13.043 

Adjusted numerator - diluted $5,887,016 $7,8 12,740 $7,806,549 
Reconciliation of Denominator: 
Weighted Shares Outstanding - basic 4,472,087 4,4 12,137 4,336,43 1 
Effect of Dilutive Securities 

8.25% Convertible debentures 238,353 242,742 248,833 
Stock options and performance shares 38,462 22,053 4,487 

Adjusted denominator - diluted 4,748,902 4,676,932 4,589,751 
Diluted Earnings per Share $1.24 $1.67 $1.70 

The impact ofthe 95,492 stock options that were granted in 1997 (see Note H to the Consolidated Financial Statements) could potentially dilute 
earnings per sham in the future. 

Certain Risks  and Uncertainties 
The financial statements are prepared in conformity with generally accepted accounting principles that require 
management to make estimates (see Note J to the Consolidated Financial Statements for significant estimates) in 
measuring assets and liabilities and related revenue and expenses. These estimates involve judgements with respect to, 
among other things, various f i twe economic factors that are dificult to predict and are beyond the control of the 
Company; therefore, actual results could differ from those estimates. 
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The Company records certain assets and liabilities in accordance with SFAS No. 7 1. If the Company were required to 
terminate application of SFAS No. 71 for regulated operations, all such deferred amounts would be recognized in the 
income statement at that time, resulting in a charge to earnings, net of applicable income taxes. 

FASB Statements Issued 
Comprehensive Income. In June 1997, the FASB issued SFAS No. 130 regarding the reporting of 
comprehensive income in the full set of fmancial statements. The Company must adopt the requirements of the 
standard in its financial statements for the year beginning January 1, 1998. The effect of the adoption of the 
standard pertains primarily to SFAS No. 115 regarding held for sale investments, and is not expected to have a 
material impact on the Company’s financial statements. 

Segment Information. In June 1997, FASB issued SFAS No. 13 1, establishing standards for public business 
enterprises to report information about operating segments in annual financial statements and requiring that those 
enterprises report selected information about operating segments in interim fmancial reports to shareholders. The 
Company will adopt the requirements of this standard in the first quarter of the 1998 fiscal year. The adoption of 
the standard is not expected to have a material impact on the Company’s fmancial statements. 

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

6. Business Combinations 
In March 1997, the Company acquired all of the outstanding common stock of Tri-County Gas Company, Inc. and 
associated properties. Tri-County’s principal business is the distribution of propane to both retail and wholesale 
customers in southern Delaware, the Eastem Shore of Maryland and Virginia. Six hundred thirty-nine thousand shares 
of the Company’s common stock were exchanged in the transaction, which was accounted for as a pooling of interests. 
All prior period consolidated fmancial statements presented have been restated to include the combined results of 
operations, financial position and cash flows of Tri-County. All material transactions between the Company and Tri- 
County have been eliminated in conso1idation.The results of operations for the separate companies and the combined 
amounts are presented in the consolidated financial statements to follow. 

Two months ended Year Ended Year Ended 
February 28,1997 December 31,1996 December 31,1995 

Chesapeake 629,690,819 $1 19,330,068 $104.020.4 16 
Operating Revenues 

Tri-Cdunty 2;652;910 101883,341 717751362 
Combined $32,343,129 $130,213,409 $1 11,795,778 

Net Income 
Chesapeake 
Tri-Countv 

$2,434,35 1 $6,910,428 $7,236,695 
265.059 694.487 356.81 1 

Combined $2,699,410 $7,604,915 $7,593,506 

Chesapeake NIA $6,910,428 $1,236,695 
Tri-County NIA 426,276 219,011 
Combined NIA $1,336,704 . $7,455,106 

* Unaudited pro forma net income reflects adjustments to net income to record an estimated provision for income taxes, assuming Tri-County was 
a tax paying entity in 1996 and 1995. During 1997, Tri-County was a C Corporation for federal income tax purposes. Tri-County will be included 
in the Company’s U.S. federal income tax return, effective March 1997. 

Unaudited Pro Forma Net Income * 

C. Investments 
The investment balance at Dechber  3 1, 1997 and 1996 consists primarily of the common stock of Florida Public 
Utilities Company (“FPU”). The Company’s ownership at December 3 I ,  1997‘and 1996 represents a 7.34% and 7.4 1% 
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interest, respectively. The Company has classified its investment in FPU as an “Available for Sale” security, which 
requires that all unrealized gains and losses be excluded from earnings and be reported net of income tax as a separate 
component of stockholders’ equity. At December 3 1,1997 and 1996, the market value exceeded the aggregate cost basis 
of the Company’s portfolio by $486,872 and $63,598, respectively. . 

D. Lease Obligations 
The Company has entered several operating lease arrangements for office space at various locations. Rent expense 
related to these leases was $277,000, $293,000 and $409,000 for 1997, 1996 and 1995, respectively. Future minimum 
payments under the Company’s current lease agreementsare $236,000; $228,000; $232,000; $145,000 and $91,000 for 
the years of 1998 through 2002, respectively; and $198,000 thereafter. 
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E. Segment lnformatlon 
For the Years Ended December 31, 1997 1996 1995 
Operating Revenues, Unaffiliated Customers 

Natural gas distribution 
Natural gas transmission 
Propane distribution 
Advanced information services 

$75,940,968 $74,904,100 $54,120,280 
12,164,369 15,188,752 24,984,767 
26,994,404 33,179,114 25,345,696 
7,636,407 6,903,246 7,307,4 I3 

Other 38,445 38,197 37,622 
Total oDeratinpr revenues, unaffiliated customers $122,774,593 $130,213,409 SI 11,795,778 
lntersegment Revenues 

Natural gas distribution S 18,970 $12,232 $5,095 
Natural gas transmission 19,282,359 2 1,543,352 16,663,043 
Propane distribution 52,230 . 2,059 139,052 
Advanced information services 149,602 326,913 1,554,498 
Other 523,007 332,512 349,508 

Total intersegment revenues $20,026,168 $22,2 17,068 $18,711,196 
Operating Income Before Income Taxes 

Natural gas distribution 
Natural gas transmission 
Propane distribution 
Advanced information services 

$5,498,471 $7,167,237 $4,728,348 
3,72 I ,I 48 2,458,442 6,083,440 
1,063,554 2,814,958 2,252,165 
1,045,912 1,056,20 1 1,061,309 

406,632 2 15,146 Other 524,785 
Total 11,853,870 13,903,470 14,340,408 

Add (Less): Eliminations 32,727 153,591 (248,594) 
Total oDerating income before income taxes $1 1,886,597 S 14,057.06 1 S 14,091.8 I4 
Depreciation and Amortization 

Natural gas distribution $3,076,654 $2,907,83 1 $2,468,14 1 
Natural gas transmission 892,258 697,834 638,099 
Propane distribution 1,204,968 1,681,588 1,629,97 1 
Advanced information services 122,081 131,877 969,s 8 7 
Other 101,014 85,507 97,086 

Total depreciation and amortization $5,396,975 $5,504,637 $5,802,884 
Capital Expenditures 

Natural gas distribution $5,826,065 $6,472,459 $7,424,489 
Natural gas transmission 3,286,860 5,567,509 1,335,793 
Propane distribution 2,820,166 2,189,368 2,427,773 
Advanced information services 277,015 162,189 114,461 
Other 559,043 445,916 1,584,813 

Total capital expenditures $12,769,149 $14,837,441 $12,887,329 
Identifiable Assets, at December 31, 

Natural gas distribution $78,732,860 $77,426,232 $72,256,841 
Natural gas transmission 24,78 1,292 23,98 1,989 19,292,524 
Propane distribution 24,209,693 25,009,75 1 22,723,647 
Advanced information services 1,751,192 1,496,4 19 1,635,100 
Other 7,903,823 8,13 1.51 7 7,430,616 

Total identifiable assets , $ 137,378,860 $136,045,908 $123,338,728 
* All significant intersegment revenues have been eliminated from consolidated revenues. 
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F. Long-term Debt 
The outstanding long-term debt, net of current maturities, is as follows: 

At December 31, 1997 1996 
First mortgage sinking fund bonds: 

Adjustable rate Series G*, due January 1 ,  1998 $ 0 S 62,500 
9.37% Series I, due December 15,2004 4,300,000 4,820,000 

12.00% Mortgage, due February I ,  1998 14,868 
8.25% Convertible debentures, due March I ,  2014 3,926,000 4,087,000 
Uncollateralized Senior notes: 

7.97% note, due February 1,2008 10,000,000 10,000,000 
6.91% note, due October 1,  2010 10,000,000 10,000,000 
6.85% note, due January 1,2012 10,000,000 

Total long-term debt 538,226,000 $28,984,368 

* The Series G bonds arc subject to an interest rate equal to seventy-three percent (73%) of the prime rate (8.50% and 8.25% at December 3 1, 1997 
and 1996, respectively). 
Annual maturities of consolidated long-term debt for the next five years are as follows: $582,500 for 1998, $1,520,000 for 1999 and 52,665,091 
for the years 2000 through 2002. 

On December 15, 1997, theCompanyissued$lOmillionof6.85%seniornotesdue January 1,2012. TheCompanyused 
the proceeds to repay a portion of the Company’s short-term borrowing. 

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 1997, $156,000 in debentures were converted. The debentures are 
redeemable at the option of the holder, subject to an annual non-cumulative maximum limitation of $200,000 in the 
aggregate. As of December 3 1, 1997, no debentures have been accepted for redemption in 1998. At the Company’s 
option, the debentures may be redeemed at the stated amounts. 

Indentures to the long-term debt of the Company and its subsidiaries contain various restrictions. The most stringent 
restrictions state that the Company must maintain equity of at least 40% of total capitalization, the times interest earned 
ratio must be at least 2.5 and the Company cannot, until the retirement of its Series I bonds, pay any dividends after 
December 3 1, I988 which exceed the sum of $2,135,188 plus consolidated net income recognized on or after January 
1, 1989. As of December 31, 1997, the amounts available for future dividends permitted by the Series I covenant 
approximated $1 4.6 million. 

A portion of the natural gas distribution plant assets owned by the Company are subject to a lien under the mortgage 
pursuant to which the Company’s first mortgage sinking fund bonds are issued. 

G. Short-term Borrowing 
The Board of Directors has authorized the Company to borrow up to $20.0 million from various bank and trust 
companies. As of December 3 1, 1997, t!!e Company had four unsecured bank lines of credit totaling $34.0 million, none 
of which required compensating balances. Under these lines of credit at December 3 1, 1997 and 1996, the Company 
had short-term debt outstanding of $7.6 million and $12.7 million, respectively, with a weighted average interest rate 
of 5.63% and 6.12%, respectively. 
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H. Common Stock, Additional Paid-in Capital and Treasury Stock 
The following is a schedule of changes in the Company’s shares of common stock. 

For the Years Ended December 31, 1997 1996 1995 (’) 
- 

Common Stock: Shares issued and outstanding”) 
Balance -beginning of year 4,439.5 16 4,360,589 4,307,791 

Dividend Reinvestment Plan (’) 32,169 33,926 38,660 
Sale of stock to Company’s Retirement Savings Plan 23,228 20,398 
US1 restricted stock award agreements 21,859 14,138 
Conversion of debentures 9,166 88 1 
Exercised stock options 1,863 

Balance - end of year 4,504,079 4,439,516 4,360,589 

(1) The 1995 beginning balance of4,307,791 has been restated to include 639,000 shares of Common Stock that were issued to effect the 
business combination with TriCounty. 

(2) 12,000,000 shares arc authorized at a par value of S.4867 per sharc. 
(3) Includes dividends and reinvested optional cash payments. 

At the beginning of 1995, the Company had 15,609 shares of common stock held in treasury. During 1995, all ofthese 
were sold to the Company’s retirement savings plan. 

Certain key US1 employees entered into restricted stock award agreements under which shares of Chesapeake common 
stock can be issued. Shares were awarded as a non-cash transaction over a five-year period beginning in 1992, and 
restrictions lapse over a five to ten-year period from the award date, if certain financial targets are met. At December 
31, 1997 and 1996, respectively, 12,515 and 24,350 shares valued at $190,886 and $364,529 remain restricted. 

The Performance Incentive Plan, which was adopted in 1992, provides for the granting of stock options to certain 
officers of the Company over a 1 O-year period. In November 1994, the Company executed Tandem Stock Option a i d  
Performance Share Agreements (“Agreements”) with certain executive officers. These Agreements provide the 
participants an option to purchase shares of the Company’s common stock, exercisable in cumulative installments of 
one-third on each anniversary of the commencement of the award period. The Agreements also enable the participants 
the right to earn performance shares upon the Company’s achievement of the performance goals set forth in the 
Agreements. During the three-year period ended December 31, 1997, the aforementioned performance goals were 
achieved. Following the approval of the Board of Directors on February 27, 1998, the Company issued 44,081 
performance shares. Forty-four thousand ninety-six stock options expired upon the issuance of the performance shares 
on February 27. In 1997, the Company recorded $415,681 to recognize the compensation expense associated with the 
performance shares. Changes in outstanding options were as follows: 

1997 1996 . 1995 
,Number Option Number Option Number Option 
of shares Price of shares price of shares Price 

Balance - beginning 113,051 $12.625 - $12.75 125,186 $12.625 - $12.75 136,186 $12.625 - $12.75 
of year 
Options granted 95,492 $20.50 
Options exercised ( 12,135) $12.75 
Options forfeited ( 1  1.000) S 12.625 
Balance - end of  year 208,543 $12.625 - $20.50 113,051 $12.625 - $12.75 125,186 $12.625 - $12.75 

Exercisable 98,083 $12.625 - $12.75 83,l I4 $12.625 - $12.75 80,280 ’ $12.75 ’ 

In December 1997, the Company granted stock options to certain executive officers of the Company. As required by 
SFAS No. 123, 1997 pro forma net income as if fair value based accounting had been used to account for the stock- 
based compensation costs is $5,679,603. Pro forma basic and diluted earnings per share are $1.27 and $1.24, 
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respectively. Pro forma disclosures for 1997 are!not likely to be representative 9f future effects of reported net income. 
The fair value of each option grant was estimated on the date of &ant using the Black-Scholes option-pricing model 
with the following weighted-average assumptionsused for grants in 1997: dividend yield of 4.73%; expected volatility 
of 15.53%; risk-free interest rate of 5.89%; and expected lives of four years. 

1. Employee Benefit Plans 
Pension Plan 
The Company sponsors a defined benefit pension plan covering substantially all of its employees. Benefits under the 
plan are based on each participant’syears of service and highest average compensation. The Company’s funding policy 
provides that payments to the trustee shall be equal to the minimum finding requirements of the Employee Retirement 
Income Security Act of 1974. 

Pension Cost 
For the Years Ended December 31, 1997 1996 1995 

Service cost 
Interest cost 
Actual return on assets 
Net amortization and deferral 

$680,192 $656,985 $474,000 
732, I88 658,238 562,003 

(2,427,768) (1,142,287) (1,546,325) 
1,421,028 269,135 689,947 

Total net pension cost 
Amounts capitalized as construction cost 

405,640 442,071 179,625 
(33,942) (38,860) (30,740) 

Amount charged to expense $371,698 $403,2 1 1 $148,885 

The following schedule sets forth the finding status of the pension plan at December 3 1, 1997 and 1996. 

Accrued Pension Cost 
At December 31, 1997 1996 
Vested $7,6 15,194 $6,834~56 1 
Non-vested 123,255 139,483 
Total accumulated benefit obligation $7,738,449 $6,974,144 
Plan assets at fair value $13,592,699 $10,720,5 14 
Projected benefit obligation ( 1  1,534,355) (10,265,987) 
Plan assets less projected benefit obligation 2,058,344 454,527 
Unrecognized net gain (4,03 8,679) (2,820,957) 
Unamortized net assets from adoption of SFAS No, 87 (198,326) (141,579) 
Accrued pension cost (62,178,661) ($2,508,009) 
Assumptions: 
Discount rate 7.25% 7.25% 

Expected long-term rate of return on assets 8.50% 8.50% 
Average increase in future compensation levels 4.75% 4.75% 

Other Post-retirement Benefits 
The Company sponsors a defined benefit post-retirement health care and life insurance plan that covers substantially 
all natural gas and corporate employees. The Company had deferred approximately $126,000, which represented the 
difference between the Maryland division’s SFAS No. 106 expense and its actual pay-as-you-go cost. The amount is 
being amortized over five years starting in 1995. The unamortized balance is $78,000 at December 3 1, 1997. 

Post-retirement Cost 
For the Years Ended December 31, 1997 1996 1995 

Service cost $3,287 $2,820 S 1,827 
Interest cost on APBO 60,221 54,651 59.706 
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Amortization of transition obligation over 20 years 29,4 13 27,859 27,859 

Net periodic post-retirement benefit cost 92,92 1 85,330 89,392 
Amount capitalized as construction cost (1 6,274) (1 6,672) (14,010) 
Amount amortized (deferred) 25,254 25,254 (20,561) 

Amount charged to expense $101,901 $93,9 12 $54,82 1 

Accrued Post-retirement Liability 
At December 31, 1997 1996 

Accumulated post-retirement benefit obligation: 
Retirees $62 1,203 $567,599 
Fully eligible active employees 145,356 137,378 
Other active 102,340 86,894 

Total accumulated post-retirement benefit obligation 
Unrecognized transition obligation 
Unrecognized net (loss) gain 

868,899 791,871 
(245,154) (273,013) 
(147,422) (67,155) 

A ecru ed p ost-re tirem en t liability 6476,323 $45 1,703 

Assumption: 
Discount rate 7.25% 7.25% 

The health care inflation rate for 1997 is assumed to be 9.5%. This rate is projected to gradually decrease to an ultimate 
rate of 5% by the year 2007. A one percentage point increase in the health care inflation rate from the assumed rate 
would increase the accumulatedpost-retirement benefit obligation by approximateIy$98,650 as of January I , 1998, and 
would increase the aggregate of the service cost and interest cost components of net periodic post-retirementbenefit cost 
for 1998 by approximately $8,293. 

Retirement Savings Plan 
The Company sponsors a Retirement Savings Plan, a 401@) plan (“Plan”), that provides participants a mechanism for 
making contributions for retirement savings. Each participant may make pre-tax contributions based upon eligible 
compensation. The Company makes a contribution equal to 60% or 100% of each participant’s pre-tax contributions, 
not to exceed 6%, of the participant’s eligible compensation for the plan year. The Company’s contributions totaled 
$404,406, $353,350 and $301,794 for the years ended December 31, 1997, 1996 and 1995, respectively. As of 
December 3 1, 1997, there are 56,374 shares reserved to fund future contributions to the Plan. 

J. Environmental Commitments and Contingencies 
The Company currently is participating in the investigation, assessment or remediation of, three former gas 
manufacturing plant sites located in different jurisdictions, including the exploration of corrective action options to 
remove environmental contaminants. The Company has accrued liabilities for two of these sites, the Dover Gas Light 
and Salisbury Town Gas Light sites. 

The Dover site’s remediation costs are estimated at $4.2 million in the Record of Decision (“ROD’) issued by the 
Environmental Protection Agency (“EPA”) in January 1998. The Company and General Public Utilities Corporation, 
Inc. (“GPU”) were ordered by the EPA to fund or implement the ROD. During 1998, the Company will commence with 
the design phase. The Company has adjusted the liability associated with the Dover site from $6.0 million to $4.2 
million. The Company has also recorded a regulatory asset in the same amount. The previous accrual of $6.0 million 
was based on the original Record of Decision issued by the EPA in 1994. 

The Company initiated litigatiori against one of the other potentially responsible parties for contribution to the remedial 
costs incurred by Chesapeake in connection with complying with the ROD. At this time, management cannot predict 
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the outcome of the litigation or the amount of proceeds to be received, if any. Management believes that the Company 
will be equitably entitled to contribution from other responsible parties for a portion of the expenses to be incurred in 
connection with the remedies selected in the ROD. Management also believes that the amounts not so contributed will 
be recoverable in the Company’s rates, 

In cooperation with the Maryland Department of the Environment (“MDE”), in 1996 the Company completed 
constructionand began remediation procedures at the Salisbury site. In addition, the Company began quarterly reporting 
of the remediation and monitoring results to the MDE. The Company has established a liability with respect to the 
Salisbury site of $665,000 as of December 31, 1997. This amount is based on the estimated operating costs of the 
remediation facilities. A corresponding regulatory asset has been recorded, reflecting the Company’s belief that costs 
incurred will be recoverable in rates. 

Portions of the liability payouts for the Dover and Salisbury sites are expected to be over 30 and five-year periods, 
respectively. In addition, the Company has a site located in the state of Florida, which is currently being evaluated. At 
this time, no estimate of liability can be made. It is management’s opinion that any unrecovered current costs and any 
other future costs incurred will be recoverable through future rates or sharing arrangements with other responsible 
parties. 

At December 31, 1997 1996 
Environmental Costs Incurred 

Delaware $5,317,380 $4,423,843 
Maryland 2,368.168 2.187.810 
Florida 692,39 1 .660;828 

Total costs incurred 8,377,939 7.272.48 1 
Less: Amounts, net of insurance proceeds, which 

have been approved for ratemaking treatment (S7,3 19,496) (6,396,108) 
Amounts pending ratemaking recovery $ 1,058,443 $876,373 

K. Commitments and Contingencies 
FERC PGA 
In the third quarter of 1995, Eastem Shore reached a settlement with the FERC pertaining to Eastern Shore’s PGA 
methodology. Accordingly, Eastern Shore reversed a large portion of the estimated liability that had been accrued. This 
reversal contributed $1,385,000 to pre-tax earnings, or $833,000 to after-tax eamings, for the period. 

Other Commitments and contingencies 
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 of the Company. 

L. 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 CompanG’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 

1997 
Operating Revenue 
Operat-ing Income 

Net Income 

$43,645,1 I 1 
$4,104,438 

$24,805,428 S 19,9 10,307 
$1,409,752 $25,177 

$34,413,746 
S3,O 19,603 

$3,366,113 $692,841 ‘ (S739,193) $2,363,185 
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Earnings per share: 
Basic $0.76 $0. 16 ($0.17) $0.53 
Diluted $0.72 $0.15 ($0. 17) $0.5 1 

1996 
Operating Revenue $49,026,542 $252 13,979 $19,637,074 $36,335,814 
Operating Income $6,667,499 $1,084,392 ($160.422) $2,518,536 

Net Income $6,000,157 $486,311 ($747.779) $1,866,226 

Earnings per share: 
Basic $1.37 $0.1 1 ($0. 17) $0.42 
Diluted $1.30 $0.1 1 ($0.17) $0.4 1 

Item 9. Changes In and Disagreements With Accountants on Accounting and Financial Disclosure 
None 

PART Ill 

Item I O .  Directors and Executive Officers of the Registrant 
Information pertaining to the Directors of the Company is incorporated herein by reference to the Proxy Statement, 
under “Information Regarding the Board of Directors and Nominees”, dated and to be filed on or before March 30,1998 
in connection with the Company’s Annual Meeting to be held on May 19, 1998. 

The information required by this item with respect to executive officers is, pursuant to instruction 3 of paragraph (b) 
of Item 401 of Regulation S-K, set forth in Item 10 of Part I of this Form IO-K under “Executive Officers of the 
Registrant.” 

Item 11. Executive Compensation 
This information is incorporated herein by reference to the Proxy Statement, under “Report on Executive 
Compensation”, dated and to be filed on or before March 30,1998 in connection with the Company’s Annual Meeting 
to beheld on May 19, 1998. 

Item 12. Security Ownership of Certain Beneficial Owners and Management 
This information is incorporated herein by reference to the Proxy Statement, under “Beneficial Ownership of the 
Company’s Securities”, dated and to be filed on or before March 30, 1998 in connection with the Company’s Annual 
Meeting to be held on May 19, 1998. 

Item 13. Certain Relationships and Related Transactions 
This information is incorporated herein by reference to the Proxy Statement, under “Beneficial Ownership of the 
Company’s Securities”, dated and to be filed on or before March 30, 1998 in connection with the Company’s Annual 
Meeting to be held on May 19, 1998. 

PART IV 

Item 14. Financial Statements, Financial Statement Schedules, and Exhibits and Reports on Form 8-K 
(a) The following documents are filed as a part of this report: 

1. Financial Statements: 
- Accountants’ Report dated February 12, 1998 of Coopers & Lybrand L.L.P., Independent 

- Consolidated Statements of Income for each of the three years ended December 3 1,1997,1996 and 
Accountants 

I995 
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Consolidated Balance Sheets at December 3 1, 1997 and December 3 1, 1996 
Consolidated Statementsof Cash Flows for each of the three years ended December 3 I ,  1997, 1996 
and 1995 
Consolidated Statements of Common Stockholders’ Equity for each of the three years ended 
December 3 1, 1997, 1996 and 1995 
Consolidated Statements of Income Taxes for each of the three years ended December 3 1, 1997, 
1996 and 1995 
Notes to Consolidated Financial Statements 

2. The following additional information for the years 1997, 1996 and 1995 is submitted herewith: 
- Schedule I1 - Valuation and Qualifying Accounts 

All other schedules are omitted because they are not required, are inapplicable or the information is otherwise shown 
in the financial statements or notes thereto. 

(b) Reports on Form 8-K 
None. 

(c) Exhibits 
Exhibit 2(a) - 

Exhibit 3(a) - 

Exhibit 3(b) - 

Exhibit 4(a) - 

Exhibit 4(b) - 

Exhibit 4(c) - 

Exhibit 4(d) 

Agreement and Plan of Merger by and between Chesapeake Utilities Corporation and Tri-County Gas 
Company, Inc., filed on the Company’s Form 8-K, File No. 001-1 1590 on January 13, 1997, is 
incorporated herein by reference. 

Amended Certificate of Incorporation of Chesapeake Utilities Corporation is incorporated herein by 
reference to Exhibit 3 of the Company’s Quarterly Report on Form 10-Q for the period ended June 
30, 1995, File No. 00 1 - 1 1590. 

Amended Bylaws of Chesapeake Utilities Corporation, effective July 11, 1997, are incorporated herein 
by reference to Exhibit 3 of the Quarterly Report on Form 10-Q for the period ended June 30, 1997, 
File No. 001-1 1590. 

Form of Indenture between the Company and Boatmen’s Trust Company, Trustee, with respect to the 
8 114% Convertible Debentures is incorporated herein by reference to Exhibit 4.2 of the Company’s 
Registration Statement on Form S-2, Reg. No. 33-26582, filed on January 13, 1989. 

Note Agreement dated February 9, 1993, by and between the Company and Massachusetts Mutual 
Life Insurance Company and MML Pension Insurance Company, with respect to $10 million of 
7.97% Unsecured Senior Notes due February 1,2008, is incorporated herein by reference to Exhibit 
4 to the Company’s Annual Report on Form 10-K for the year ended December 31, 1992, File No. 
0-593. ’ 

Directors Stock Compensation Plan adopted by Chesapeake Utilities Corporation in 1995 is 
incorporated herein by reference to the Company’s Proxy Statement dated April 17, 1995 in 
connection with the Company’s Annual Meeting held in May 1995. 

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 
hrnish a copy of that agreement to the Commission upon request. 
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Exhibit 4(e) Note Purchase Agreement entered into by the Company on December 15, 1997, pursuant to which 
the Company privately placed SlO.million of its 6.85 senior notes due 2012, is not being filed 
herewith, in accordance with Item 601@)(4)(iii) of Regulation S-K. The Company hereby agrees to 
fimish a copy of that agreement to the Commission upon request. 

Exhibit lO(a) - Service Agreement dated November 1, 1989, by and between Transcontinental Gas Pipe Line 
Corporation and Eastern Shore Natural Gas Company, is incorporated herein by reference to Exhibit 
IO to the Company’s Annual Report on Form IO-K for the year ended December 3 1, 1989, File No. 
0-593. 

Exhibit 10(b) - 

Exhibit 1O(c) - 

Exhibit 10(d) - 

Exhibit lO(e) - 

Exhibit 1 0 0  - 

Exhibit 1O(g) - 

Exhibit 1001) - 

Exhibit 1O(i) - 

Service Agreement dated November 1,  1989, by and between Columbia Gas Transmission 
Corporation and Eastern Shore Natural Gas Company, is incorporated herein by reference to Exhibit 
10 to the Company’s Annual Report on Form 10-K for the year ended December 3 1 ,  1989, File No. 
0-593. 

Service Agreement for General Service dated November 1, 1989, by and between Florida Gas 
Transmission Company and Chesapeake Utilities Corporation, is incorporated herein by reference to 
Exhibit 10 to the Company’s Annual Report on Form 10-K for the year ended December 3 1, 1990, 
File No. 0-593. 

Service Agreement for Preferred Service dated November 1, 1989, by and between Florida Gas 
Transmission Company and Chesapeake Utilities Corporation, is incorporated herein by reference to 
Exhibit 10 to the Company’s Annual Report on Form 10-K for the year ended December 3 1 ,  1990, 
File No. 0-593. 

Service Agreement for Firm TransportationService dated November 1,1989, by and between Florida 
Gas Transmission Company and Chesapeake Utilities corporation, is incorporated herein by reference 
to Exhibit 10 to the Company’s Annual Report on Form 10-K for the year ended December 3 1,1990, 
File No. 0-593. 

Form of Service Agreement for Interruptible Sales Services dated May 1 I ,  1990, by and between 
Florida Gas Transmission Company and Chesapeake Utilities Corporation, is incorporated herein by 
reference to Exhibit 10 to the Company’s Annual Report on Form 10-K for the year ended December 
3 I ,  1990, File No. 0-593. 

InterruptibleTransportationService Agreement dated February23, 1990, by and between Florida Gas 
Transmission Company and Chesapeake Utilities Corporation, is incorporated herein by reference to 
Exhibit 10 to the Company’s Annual Report on Form 10-K for the year ended December 3 1, 1990, 
File No: 0-593. 

Interruptible Transportation Service Agreement dated November 30, 1990, by and between Florida 
Gas Transmission Company and Chesapeake Utilities Corporation, is incorporated herein by reference 
to Exhibit 10 to the Company’s Annual Report on Form 10-K for the year ended December 3 I ,  1990, 
File No. 0-593. 

Executive Employment Agreement dated March 26, 1997, by and between Chesapeake Utilities 
Corporation and each Ralph J. Adkins and John R. Schimkaitis is incorporated herein by reference 
to Exhibit I O  to the Company’s Quarterly Report on Form 10-Q for the period ended June 30, 1997, 
File No. 00 1 -! 1590. 
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Exhibit IOU) - Form of Performance Share Agreement dated January 1, 1998, pursuant to Chesapeake Utilities 
Corporation Performance Incentive Plan by and between Chesapeake Utilities Corporation and each 
of Ralph J. Adkins and John R. Schimkaitis is filed herewith. 

Exhibit 10(k) - Chesapeake Utilities Corporation Cash Bonus Incentive Plan dated January 1, 1992, is incorporated 
herein by reference to Exhibit 10 to the Company’s Annual Report on Form 10-K for the year ended 
December 3 1, 199 1, File No. 0-593. 

Exhibit lO(1) - Chesapeake Utilities Corporation Performance Incentive Plan dated January 1, 1992, is incorporated 
herein by reference to the Company’s Proxy Statement dated April 20, 1992, in connection with the 
Company’s Annual Meeting held on May 19, 1992. 

Exhibit lO(m) - Form of Stock Option Agreement dated January 1, 1998, pursuant to Chesapeake Utilities Corporation 
Performance Incentive Plan by and between Chesapeake Utilities Corporation and each of Michael 
P. McMasters, Stephen C. Thompson, William C. Boyles, Philip S. Barefoot, Jeremy D. West, 
William P. Schneider and James R. Schneider, is filed herewith. 

Exhibit 12 - Computation of Ratio of Earning to Fixed Charges, filed herewith. 

Exhibit 21 - Subsidiaries of the Registrant, filed herewith. 

Exhibit 23 - Consent of Independent Accountants, filed herewith. 
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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: Is/ RALPH J. ADKWS 
Ralph J. Adkins 
Chairman of the Board and Chief Executive Officer 

Date: March 20, 1998 

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. 

Is1 RALPH J. ADKINS 
Ralph J. Adkins, Chairman of the Board, 
Chief Executive Officer and Director 
Date: March 20, 1998 

Is1 MICHAEL P. MCMASTERS 
Michael P. McMasters, Vice President, 
Chief Financial Officer and Treasurer 
(Principal Financial Officer) 
Date: March 20, 1998 

/SI WALTER J. COLEMAN 
Walter J. Coleman, Director 
Date: March 20, 1998 

/S I  RUDOLPH M. PEINS. JR. 
Rudolph M. Peins, Jr., Director 
Date: March 20, 1998 

/Sf JEREMIAH P. SHEA 
Jeremiah P. Shea, Director 
Date: March 20, 1998 
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/SI JOHN R. SCHlMKAlTlS 
John R. Schimkaitis, President, 
Chief Operating Officer and Director 
Date: March 20, 1998 

Is1 RICHARD BERNSTEM 
Richard Bemstein, Director 
Date: March 20,1998 

IS1 JOHN W. JARDINE. JR. 
John W. Jardine, Jr., Director 
Date: March 20, 1998 

/SI ROBERT F. RIDER 
Robert F. Rider, Director 
Date: March 20, 1998 

/SI WILLIAM G. WARDEN. rrI 
William G. Warden, 111, Director 
Date: March 20, 1998 



CHESAPEAKE UTILITIES CORPORATION AND SUBSIDIARIES 
SCHEDULE II 

VALUATION AND QUALIFYING ACCOUNTS 

FOR THE YEARS ENDED DECEMBER 31,1997,1996 AND 1995 

COLUMN A COLUMN B COLUMN C 

. -Additions --- 
Balance at Charged to Charged to 

Beginning Costs and Other 

Description of Period Expense Accounts 

Valuation accounts deducted from assets 

to which they apply for doubtful 

accounts receivable: 

COLUMN D COLUMN E 

Balance at 

End 
Deductions of Period 

1997 ......................... $392,412 $203,624 $68,038 (B) ($332,299) (A) $331,775 

1996 ......................... $309,955 $364,622 $55,631 (B) ($337,796) (A) $392,412 

1995 ......................... $202,152 $328,012 $43,15 1 (B) ($263,360) (A) $309,955 

lw2.z 
(A) Uncollectible accounts charged off 

(B) Recoveries. 
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CHESAPEAKE UTILITIES CORPORATION AND SUBSIDIARIES 

COMPUTATION OF RATIO OF EARNINGS TO FIXED CHARGES 
EXHIBIT 12 

For the Years Ended December 31. 

Income from continuing operations 

Add: 
Income taxes 
Portion of rents representative of interest factor 
Interest on indebtedness 
Amortization of debt discount and expense 
Earnings as adjusted 

1997 1996 1995 

$5,682,946 $7,604,9 15 $7,593,506 

3,599,430 4,085,610 3,865,179 

140,491 129,223 182,2 1 1 

3,269,479 2,907,3 14 2,848,567 

119,401 120,345 109,399 

$14,598,862 $12,811,747 $14,847,407 

Fixed Charges 
Portion of rents representative of interest factor 
Interest on indebtedness 
Amortization of debt discount and expense 
Fixed Charges 

$140,491 $1 29,223 $1 82,211 

2,848,567 3,269,479 2,907,3 14 

1 19,40 1 120,345 109,399 

$3,529,371 $3,156,882 $3.140,177 

Ratio of Earnings to Fixed Charges 3.63 4.70 4.65 
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CHESAPEAKE UTILITIES CORPORATION 
EXHIBIT 21 

SUBSIDIARIES OF THE REGISTRANT 

Subsidiaries 
Eastern Shore Natural Gas Company 

Sharp Energy, Inc. 
Chesapeake Services Company 

United Systems, Inc. 
Tri-County Gas Company, Inc. 

Eastern Shore Real Estate 

State IncorDorated 
Delaware 
Delaware 
Delaware 
Georgia 

Maryland 
Maryland 

Subsidiarv of Eastern Shore Natural Gas ComDany State Incorporated 
Dover Exploration Company Delaware 

Subsidiaries of Sharp Energy, Inc. 
Sharpgas, Inc. 
Sharpoil, Inc. 

Subsidiaries of Chesapeake Service Company 
Skipjack, Inc. 

Capital Data Systems, Inc. 
Cumin and Associates, Inc. 

Chesapeake Investment Company 

State IncorDorated 
Delaware 
Delaware 

State IncorDorated 
Delaware 

North Carolina 
North Carolina 

Delaware 
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CONSENT OF INDEPENDENT ACCOUNTANTS 

We consent to  the incorporation by reference in the Prospectuses of Chesapeake Utilities Corporation on 
Form S-2 (File No. 33-26582), Form S-3 (File Nos. 33-28391 and 33-64671) and Form S-8 (File No. 33-301 175) of 
our report dated February 12, 1998 on our audits of the consolidated fmancial statements and the consolidated 
financial statement schedules of Chesapeake Utilities Corporation as of December 31, 1997 and 1996 and for each 
of the three years in the period ended December 3 1 ,  1997 included in this Annual Report on Form 10-K. 

Baltimore, Maryland 
March 23, 1998 
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Upon written request, 
Chesapeake will pro vide, without 
charge, a copy of any exhibit to 
Chesapeake 's Annual Report on 

Form IO-K not included herewith. 
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SECURITIES AND EXCHANGE COMMISSION 
WASHINGTON, D.C. 20549 

FORM IO-Q 

QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES 
EXCHANGE ACT OF 1934 

For the quarterly period ended SeDtember 30. 1997 

OR 

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES 
EXCHANGE ACT OF 1934 

For the transition period from -to - 
Commission file number 001-1 1590 

CHESAPEAKE UTI LIT1 ES CORPORATION 
(Exact name of registrant a$ specified in its charter) 

Delaware 51 -00641 46 
(State of other jurisdiction of 
incorporation or organization) Identification No.) 

(I.R.S. Employer 

3 19904 
(Address of principal executive offices) (Zip Code) 

(302) 734-6798 
(Registrant's Telephone Number, Including Area Code) 

(Former name, former address and former fiscal year, if changed since last report.) 

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

Common Stock, par value $4867 - 4,481,394 shares issued as of September 30,1997. 



PART I 
FINANCIAL INFORMATION 

CHESAPEAKE UTILITIES CORPORATION AND SUBSIDIARIES 
CONSOLIDATED BALANCE SHEETS 

Assets 
Properly, Plant-And Equipment 

Natural gas distribution 
Natural gas transmission 
Propane distribution 
Advanced information services 
Other plant 
Gas plant acquisition adjustment 

Less: Accumulated depreciation and amortization 
Total property, plant and equipment 

Net property, plant and equipment 

lnves tmen t s 

Current Assets 
Cash and cash equivalents 
Accounts receivable, less allowance for uncollectibles 
Materials and supplies, at average cost 
Propane inventory, at average cost 
Storage gas prepayments 
Underrecovered purchased gas costs 
Income taxes receivable 

Deferred income taxes 
Total current assets 

. Prepaid expenses 

Deferred Charges and Other Assets 
Environmental regulatory assets 
Environmental expenditures, net 
Order 636 transition cost . 
Other r'eferred charges and intangible assets 

Totd defer:sd charges and other assets 

September 30, December 31 , 
1997 1996 

(Unaudited) (As restated) 

$74,148,712 $70,497,872 
33,399,202 30,655,432 
26,762,385 25,279,217 

823,375 1,003,850 
5,025,689 4,769,431 
795,004 795,004 

140,954,367 133,000,866 
(42,800,914) (39,430,738) 
98,153,453 93,570,128 

2,340,007 2,263,068 

1,467,700 
7,357,140 
1,684,040 
2,426,356 
4,005,715 
203,556 

0 
750,720 

' 813,681 

2,213,529 
14,488,945 
1,284,876 
2,345,531 
3,731,680 
2,192,170 

1 12,942 
942,359 
158,010 

I 18,708,908 27,470,042 

6,501,505 6,650,088 
2,262,938 1,778,348 

0 943,209 
3,853,40 1 3,371,027 -- 
12,617,844 12,742,672 

Total Assets $1 31,820,212 $1 36,04591 0 

The accompanying notes are an integral part of these financial statements. 
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CHESAPEAKE UTILITIES CORPORATION AND SUBSIDIARIES 
CONSOLIDATED BALANCE SHEETS 

- Capitalization and Liabilities 
Capitalization 

Stockholders' equity 
Common Stock, par value $4867 per share; 
(authorized 12,000,000 shares; issued 4,481,394 
and 4,439,516 shares, respectively) 
Additional paid-in capital 
Retained earnings 

Less: 
Unearned compensation - restricted stock awards 
Net unrealized gain on marketable securities 

Total stockholders' equity 

Long-term debt, net of current portion 
Total capitalization 

Current Liabilities 
Current portion of long-term debt 
Short-term borrowings 
Accounts payable 
Refunds payable to customers 
Income taxes payable 

:. Accrued interest 
.. Dividends payable 

Other accrued expenses 
Total current liabilities 

Deferred Credits and Other Liabilities 
Deferred income taxes 
Deferred investment tax credits 
Environmental liability 
Accrued pension costs 
Order 636 transition liability 
Other liabilities 

Total deferred credits and other liabilities 
Total Capitalization and Liabilities 

September 30, December 31 , 
1997 1996 

(Unaudited) ' (As restated) 

$2,181,014 $2,160,628 
19,433,280 18,745,718 
26,947,737 26,957,049 

(234,348) (364,529) 
64,560 38,598 

48,392,243 47,537,464 

28,642,000 30,776,919 
77,034,243 78,314,383 

659,868 
18,400,000 - 
6,348,741 

336,575 
21 6,574 
619,444 

1,086,650 
3,862,271 __ 

31,530,123 

1,285,938 
12,700,000 
14,426,983 

353,734 

741,768 
883,621 

_.- 3,733,235 
34,125,279 

10,230,179 9,798,676 
840,201 876,432 

6,501,505 6,650,088 
2,230,258 1,866,660 

0 943,209 
3,453,703 3,471 ,183 

23,255,84 6 23,606,248 
$131,820,212 $1 36,04591 0 

The accompanying notes are an integral part of these financial statements. 
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CHESAPEAKE UTILITIES CORPORATION AND SUBSIDIARIES 
CONSOLIDATED INCOME STATEMENTS 

Operating Revenues 
Operating Experlses 

Purchased gas costs 
Operations 
Maintenance 
Depreciation and amortization 
Other taxes 
Income taxes 

Operating Income 
Total operating expenses 

Other Income and Deductions 
Income Before Interest Charges 

Interest Charges 

Net Income 

Eamings Per Share of Common Stock 
Earnings per share 

Average shares outstanding 

For the Quarter Ended 

(Unaudited) (As restated) 

: i . September 30, 
' . 1997 1996 

- $19,915,309 - - . . .-_ __ -. $19,647,677 

11,078,236 11,464,752 
6,668,866 5,873,772 
460,577 645,609 

1,374,574 1,403,152 
857,846 806,480 
(549,967) (385,666) 

19,890,132 19,808,099 
25,177 (1 60,422) 

52,029 114,203 
77,206 (46,219) 

816,399 701,560 

($739,193) ($747,7791 

($0.17) ($0.17) 

4,477,569 4,422,835 

The accompanying notes are an integral part of these financial statements. 
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CHESAPEAKE UTILITIES CORPORATION AND SUBSIDIARIES 
CONSOLIDATED INCOME STATEMENTS 

0 pe ra t i ng Revenues 
0 p e ra ti n g Expenses 

Purchased gas costs 
Operations 
Maintenance 
Depreciation and amortization 
Other taxes 
Income taxes 

Total operating expenses 
Operating Income 

Other Income and Deductions 
Income Before fnterest Charges 

Interest Charges 

Net Income 

Eamings Per Share of Common Stock (1): 
Primary: 
Earnings per share 

Average shares outstanding 

Fully Diluted: 
Eamings per share 

Average shares outstanding 

For the Nine Months Ended 
September 30, 

1997 1996 
(Unaudited) (AS restated) 

$93,896,237 -- 

52,983,499 56,200,448 
19,138,841 18,409,062 
1,551,932 1,840,266 
4,071,882 4,223,444 
2,894,350 2,759,268 
2,111,636 2,872,281 
82,752,140 86,304,769 
5,534,244 7,591,468 

180,847 261,749 
5,715,091 7,853,217 

2,395,330 2,114,528 

$3,319,761 $5,738,689 

$0.74 $1.30 

4,488,482 4 423 878 

$0.73 $1.26 

4,733,912 4,671,289 

The accompanying notes are an integral part of these financial statements. 

(1) See Exhibit 11 - Computation of Primary and Fully Diluted Earnings Per Share 

1 
1 
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CHESAPEAKE UTILITIES CORPORATION AND SUBSIDIARIES 

NOTES TO FINANCIAL STATEMENTS 
(UNAUDITED) 

1. Quarterly Financial Data 
The financial information included herein is unaudited; however, the financial information reflects 
normal recurring adjustments, which are, in the opinion of management, necessary for a fair 
presentation of the Company's interim results. Due to the seasonal nature of the Company's 
business, the6 are substantial variations in the results of operations reported on a quarterly basis. 
Certain amounts in 1996 have been reclassified to conform &ith the 1997 presentation. 

2. Acquisition 
On March 6, 1997, the Company acquired all of the outstanding common stock of Tri-County Gas 
Company, Inc. ('Tri-County") and associated properties. The principal business of Tri-County is the 
distribution of propane to both retail and wholesale customers on the Delmarva Peninsula. 

The transaction was effected through the exchange of 639,000 shares of the Company's common 
stock and accounted for as a pooling of interests. Accordingly, the financial statements for 1997 and 
1996, as restated, include the financial results of Tri-County along with the shares of stock issued in 
connection with the acquisition as required by the accounting rules. 

The combined operations of the Company and Tri-County serves approximately 34,000 propane 
customers on the Delmarva Peninsula. 

3. Financial Accounting Standards Board ('FASB") Statements Issued 
SFAS No. 128 - Earnings Per Share 
In February 1997, the FASB issued Statement of Financial Accounting Standards ("SFAS") No. 128 
regarding earnings per share, requiring the dual presentation of basic and diluted earnings per share 
on the face of the income statement for all entities with a complex capital structure. The Company 
must adopt the requirements of this standard in its financial statements for the year ended December 
31, 1997. Adoption of this standard is not expected to have a material impact on the financial 
statements of the Company. 

SFAS No. 130 - Reporting Comprehensive Income 
In June 1997, the FASB issued SFAS No. 130 regarding the reporting of comprehensive income in the 
full set of financial statements. The Company must adopt the requirements of the standard in its 
financial staterats for the year beginning January 1, 1998. The effects of the adoption of the 
standard are currently under evaluation by the Company. 

SFAS No. 131 - Disclosure About Segments of an Enterprise and Related Information 
In June 1997, the FASB issued SFAS No, 131, establishing standards for the way that public business 
enterprises report information about operating segments in annual financial statements and requiring 
that those enterprises report selected information about operating segments in interim financial reports 
to shareholders. The Company will adopt the requirements of this standard in the first quarter for the 
fiscal year 1998. 

4. Commitments and Contingencies - Environmental Matters 
The Company currently is participating in the investigation, assessment and remediation of three 
former gas manufacturing plant sites located in different jurisdictions, including the exploration of 
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CHESAPEAKE UTILITIES CORPORATION AND SUBSIDIARIES 
CONSOLIDATED STATEMENTS OF CASH FLOWS 

Operating Activities 
Net Income 
Adjustments-to reconcile net income to net operating cash 

Depreciation and amortization 
Deferred income taxes, net 
Investment tax credit adjustments 
Employee benefits 
Employee compensation from lapsing stock restrictions 
Other 

Accounts receivable 
Inventoiy, materials, supplies and storage gas 
Prepaid expenses 
Other deferred charges 
Accounts payable 
Refunds payable to customers 
Over/(Under) recovered purchased gas costs 
Other current liabilities 

Net cash provided by operating activities 

Changes in assets and liabilities: 

For the Nine Months Ended 
September 30, 

1997 1996 
(Unaudited) (As restated) 

$3,319,761 $5,738,689 

4,575,567 4,934,216 
(2751 45) 220,549 
(36,231) (36,231) 
363,597 328,412 
130,181 257,204 

(1,109,270) (420,383) 

7,131,804 6,721,321 
(754,024) (1,578,465) 
191,641 (1 57,759) 
531,703 31 6,389 

(8,07 8,242) (5,173,828) 
(1 7,159) (302,299) 

1,988,614 
336,226 474,175 

8,299,023 10,690,809 

(631,181) ' 

Investing Activities 
Property, plant and equipment expenditures, net . .  (9,565,768) (9,372,9571 

Net cash used by investing activities (9,565,768) (9,372,957) 

Financing Activities 
Common stock dividends net of amounts reinvested of 
. $409,920 and $426,341 , respectively (2,716,123) (2,168,446) 

5,700,000 825,000 Net repayments under line of credit agreements 
298,028 260,126 Proceeds from issuance of stock to Company 401 (k) plan 

Repayments of long-term debt (2,760,989) (586,646) 
Net cash used by financing activities 520,916 (1,669,966) 

Net Decrease in Cash (74582 9) (352,114) 
Cash and Cash Equivalents at Beginning of Period 2,213,529 1,395,614 
Cash and Cash Equivalents at End of Period $1,467,700 $1,043,500 

The accompanying notes are an integral part of these financial statements. 
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corrective action options to remove environmental contaminants. The Company has accrued liabilities 
for two of these sites, the Dover Gas Light and Salisbury Town Gas Light sites. 

Dover Gas Light Site 
The Dover site has been listed by the Environmental Protection Agency Region I l l  ("EPA") on the 
Superfund National Priorities List under the Comprehensive Environmental Response, Compensation 
and Liability Act ('CERCLA"). On August 19, 1994, the EPA issued the Record of Decision ("ROD) 
for the site, which selected a remedial plan and estimated the costs of the selected remedy at $2.7 
million for ground-water remediation and $3.3 million for soil remediation. On May 17, 1995, EPA 
issued an order to the Company under Section 106 of CERCLA (the "Order"), which requires the 
Company to fund or implement the ROD. The Order was also issued to General Public Utilities 
Corporation, Inc. ("GPU"). Other potentially responsible parties ("PRPs") such as the State of 
Delaware were not ordered to perform the ROD. Please refer to "Environmental -- Dover Gas Light 
Site" in the Company's report on Form 10-K for additional information pertaining to the cost to 
remediate the site, investigations related to additional parties who may be PRPs and/or litigation 
initiated by the Company pertaining to the site. 

In conjunction with the commencement of the design phase of the ROD, a pre-design investigation 
report ("the report") was filed in October 1996 with the EPA. The report, which requires EPA approval, 
provided an up to date status on the site, which the EPA will use to determine if the remedial design 
selected in the ROD is still the appropriate remedy. 

In the report, the Company proposed a modification to the soil cleanup remedy selected in the ROD to 
teks into account an existing land use restriction that bans future development at the site. In April of 
1537, the EPA issued a fact sheet stating that the €PA was considering the proposed modification. 
The fact sheet included an overall cost estimate of $5.7 million for the proposed modified remedy and 
a new overall cost estimate of $13.2 million for the remedy selected in the ROD. On August 28, 1997, 
the EPA issued a Proposed Plan to modify the current clean-up plan that would involve: (1) excavation 
and off-site thermal treatment of the contents of the former subsurface gas holders; (2) 
implementation of soil vaporization extraction; (3) pavement of the parking lot; and (4) use of 
institutional controls that would restrict future development of the Site. The overall clean-up cost of 
the Site under the proposed plan was estimated at $4.2 million, as compared to EPA's estimate of the 
current clean-up plan at $13.2 million. 

EPA's public comment period began August 29,1997 and closed on September 29,1997. The EPA 
will consider all comments received during this public comment period before any final decision is 
made. If the decision is made to modify the current clean-up plan, it will be formally noted by an 
amendment to the ROD. 

In 1994, the Company increased its accrued liability recorded with respect to the Dover Site to $6.0 
million. This amount reflected the EPA's estimate, as stated in the ROD, for remediation of the site. 
Current estimates for remediation of the site range from $4.2 million to $13.2 million, depending on the 
remedy selected by the EPA. The Company has not adjusted its $6.0 million accrual, since at this 
time, it is management's opinion that no one amount within the range can be determined to be a better 
estimate of the cost to remediate the site. The recorded liability may be adjusted upward or 
downward, depending on the outcome of the EPA's reconsideration of the remedy and the Company's 
estimate of the cost of the remedy selected. The Company has also recorded a regulatory asset of 
$6.0 million, corresponding to the recorded liability. Management believes that in addition to the 
$600,000 expected to be contributed by the State of Delaware under the Settlement, the Company will 
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be equitably entitled to contribution from other responsible parties for a portion of the expenses to be 
incurred in connection with the remedies selected in the ROD. 

As of September 30, 1997, the Company has incurred approximately $4.9 million in costs relating to 
environmental testing and remedial action studies, In 1990, the Company entered into settlement 
agreements with a number of insurance companies resulting in proceeds to fund actual environmental 
costs incurred over a five to seven-year period beginning in 1990. In December 1995, the Delaware 
Public Service Commission authorized a process to review and provide recovery of all current and 
future unrecoKered environmental costs incurred by a means of a rider (supplement) to base rates, 
applicable to all firm service customers, As of September 30,1997, $966,000 of environmental costs 
are not included in the rider, effective December 1, 1996. With the rider mechanism established, it is 
management's opinion that these costs and any future costs, net of the deferred income tax benefit, 
will be recoverable in rates. For additional information pertaining to the rider, please refer to 
'Environmental -- Dover Gas Light Site" on page 15 of the Company's report on Form 10-K. 

Salisbury Town Gas Light Site 
In cooperatibn with the Maryland Department of the Environment ('MDE"), in 1996 the Company 
completed construction and began remediation procedures at the Salisbury site. In addition, the 
Company began quarterly reporting of the remediation and monitoring results to the MDE. 

";.. . 

The cost of remediation is estimated to range from $140,000 to $190,000 per year for operating 
expenses. Based on these estimated costs, the Company recorded both a liability and a deferred 
regulatory asset of $650,088 on December 31, 1996, to cover the Company's projected remediation 
costs for this site. The liability payout for this site is expected to be over a five-year period. As of 
September 30, 1997, the Company has incurred approximately $2.3 million for remedial actions and 
environmental studies. In January 1990, the Company entered into settlement agreements with a 
number of insurance companies resulting in proceeds to fund actual environmental costs incurred 
over a three to five-year period beginning in 1990. The final insurance proceeds were requested and 
received in 1992. In December 1995, the Maryland Public Service Commission approved recovery of 
all environmental costs incurred through September 30, 1995 less amounts previously amortized and 
insurance proceeds. The amount approved for a 10-year amortization period was $964,251. Of the 
$2.3 million in costs reported above, approximately $566,000 has not been recovered through 
insurance proceeds or received ratemaking treatment. It is management's opinion that these and any 
future costs incurred, will be recoverable in rates. 

Winter Haven Coal Gas Site 
In May 1996, the company filed an Air Sparging and Soil Vapor Extraction Pilot Study Work Plan for 
the Winter Haven site with the Florida Department of Environmental Protection ('FDEP"). The Work 
Plan described the Company's proposal to undertake an Air Sparging and Soil Vapor Extraction 
('AS/SVE") pilot study to evaluate at the site. After discussions with the FDEP, the Company filed a 
modified ASEVE Pilot Study Work Plan, scope of work to complete the site assessment activities and 
a report describing a limited sediment investigation performed recently. The Company will be awaiting 
FDEP's comments to the modified Work Plan. It is not possible to determine whether remedial action 
will be required by FDEP and, if so, the cost of such remediation. 

The company has spent and received ratemaking treatment of approximately $678,000 on these 
investigations as of September 30, 1997. The Company has been allowed by the Florida Public 
Service Commission to continue to accrue for future environmental costs. At September 30,1997, the 
Company had $432,000 accrued. It is management's opinion that future costs, if any, will be 
recoverable in rates. 
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL 
CONDITION AND RESULTS OF OPERATIONS 

RESULTS OF OPERATIONS FOR THE 
QUARTER ENDED SEPTEMBER 30,1997 

The Company recognized a net loss of $739,193 for the three months ended September 30,1997, 
representing a decrease in net loss of $8,586 as compared to the corresponding period in 1996. The 
financial results for 1997 and 1996 include the operating results of Tri-County Gas Company, Inc. ("Tri- 
County"), which wa's acquired on March 6, 1997 and was accounted for as a pooling of interests. As 
indicated in the table below, the decrease in loss before interest and taxes ("LBIT") is due to greater 
earnings before interest and taxes ("EBIT) for the natural gas transmission, information services and 
other segments, a decrease in LBlT in propane distribution, offset by an increased LBlT in the natural gas 
distribution segment. 

FOR THE QUARTER ENDED SEPTEMBER 30, 
199z xi!% Chanae 

Loss Before Interest and Taxes 
Natural Gas Distribution $ (497,846) $ (251,778) $ (246,068) 
Natural Gas Transmission 777,484 600,455 177,029 
Propane Distribution (1,165,868) (1,191,129) 25,261 
Advanced Information Services 254,381 204,145 50,236 

107,059 92,219 14,840 Eliminations & Other 
(524,790) (546,088) 21,298 Total LBIT 

Operating Income Taxes (549,967) (385,666) (164,301) 
Interest 816,399 701,560 114,839 
Non-Operating (Loss) Income, Net 52,029 114,203 (62,174) 
Net Loss $ (739,193) $ (747,779) $ 8,586 

Natural Gas Distribution 

The natural gas distribution segment reported LBIT of $497,846 for the third quarter of 1997 as compared 
to $251,778 for the corresponding period last year - an increase of $246,068. The increase in LBlT is 
due to higher operating expenses mostly offset by an increase in gross margin. 

Revenue ' 

Cost of Gas 
Gross Margin 

FOR THE QUARTER ENDED SEPTEMBER 30, 

$1 1,488,507 $1 1,372,713 $ 1 15,794 
199-1 m _Chancle 

7,793,376 7,938,243 (144,867) 
3,695,131 3,434,470 260,661 

Operations & Maintenance 2,824,374 2,417,837 406,537 
Depreciation & Amortization 795,382 748,030 47,352 
0 ther Taxes 573,221 520,381 52,840 
EBIT $ (497,846) $ (251,778) $ (246,068) 

The increase in gross margin is primarily due to an $86,000 increase in revenue from service work, 
customer growth and rate restructurings which went into effect during the first half of 1997. Operations 
expenses increased in the areas of billable service work, payroll, legat-fees, outside services and 
regulatory related expenses. The increase in maintenance expenses is primarily due to maintenance of 
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mains. Depreciation and amortization expense increased due to plant placed in service during the past 
twelve months. Other taxes were higher due to revenue related taxes and Property taxes. 

4 

Natural Gas Transmlsslon 

The natural gas transmission segment reported EBlT of $777,484 for the third quarter of 1997 as ' compared to EBlT of $600,455 for the corresponding period last year - an increase of $177,029. The 
increase in EBlT is primarily due to an increase in gross margin somewhat offset by higher expenses. 

FOR THE QUARTER ENDED SEPTEMBER 30, 
199z Em Chanae 

Revenue $ 6,857,335 $ 6,7oiI7o3 $ 155,632 
Cost of Gas 5,078,678 5,109,832 (31 , 154) 
Gross Margin 1,778,657 1,591,871 186,786 

Operations & Maintenance 680,275 709,022 (28 , 74 7) 
Deweciation & Amortization 223.928 185,249 38,679 
Other Taxes 
EBlT 

96.970 97.145 

The gross margin increase was primarily the result of a rate increase that went into effect mid-April. The 
higher rates resulted from of Eastern Shore Natural Gas Company's ("Eastern Shore") rate increase filing 
with the Federal Energy Regulatory Commission ("FERC"). Eastern Shore reached a settlement with 
FERC during the quarter, and any refund resulting from the settlement has been accrued, pending final 
approval. Operations expenses increased $42,000, primarily in the areas of legal fees, outside services 
and corporate related costs offset by a decrease in payroll. Depreciation and amortization increased due 
to the capital additions placed in service during the past twelve months. 

As previously reported, Eastern Shore filed with FERC an abbreviated application for a blanket certificate 
of public convenience to provide open access transportation service. Effective November I , 1997, 
Eastern Shore initiated the provision of open access transportation services on its system. Eastern Shore 
will no longer sell gas, but has converted to a provider of contract storage and transportation services. 
Going forward, third party suppliers will compete with the Company to sell gas to the local distribution 
companies and the end users on Eastern Shore's system. 

Propane Distribution 

For the third quarter of 1997, the propane distribution segment experienced LBlT of $1,165,868. These 
results were more favorable than those achieved for the corresponding quarter of 1996, with the segment 
recognizing a decrease in LBIT of $25,261 over the third quarter 1996 LBlT of $1,191,129. The decrease 
in LBIT was attributable to lower operating expenses partially offset by a decrease in gross margin. The 
1997 and 1996 financial results of the propane distribution segment include the operating results of Tri- 
County. 
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Revenue 
Cost of G a s  
Gross  Margin 

FOR THE QUARTER ENDED SEPTEMBER 30, 

$ 2,979,855 $ 3,335,058 $ (355,203) 
' 1,640,731 1,787,561 (1 46,830) 
1,339,124 1,547,497 (208,373) 

. .  
199z m -  Chanae 

Operations & Maintenance 2,097,645 2,206,200 (108,555) 
Depreciation & Amortization 308,341 427,116 (1 18,775) 
Other Taxes 99,006 10531 0 (6,304) 
EBIT $ (1,165,868) $ (1,191,129) $ 25,261 

The decrease  in gross margin is due primarily to a 9% reduction in deliver:es and a 15% reduction in 
margin earned per  gallon sold. Decreased expenses for vehicles, buildings and equipment resu;;ed in 
lower maintenance costs. Depreciation and amortization expense decreased $1 18,775 which is primarily 
the result of a non-compete agreement which became fully amortized in November of 1996. Other taxes 
increased d u e  to property taxes on capital additions in 1996. 

Advanced Information Services  

The advanced information services segment recognized an  EBlT of $254,381 and $204,145 for the 
quarters ended  September 30, 1997 and 1996, respectively. This increase in EBlT of $50,236 is 
attributable to higher revenue slightly offset by increased operating expenses. , 

Revenue 

FOR THE QUARTER ENDED SEPTEMBER 30, 
1932 m Chanae  

$ 2,051,180 $ 1,663,855 $ 387,325 

Operations & Maintenance 1,685,265 1,372,266 312,999 
Depreciation & Amortization 33,412 30,630 2,782 
Other Taxes 78,122 56,814 21,308 . 
EBlT $ 254,381 $ 204,145 $ 50,236 

The increase in revenue is due  primarily to increases in consulting and resource services. Operations 
expenses  were  higher due  to billable compensation directly related to increases in revenue, non-billable 
compensation and  other costs related to overall growth. 

Interest 

The  increase in interest expense is associated with higher short-term borrowing balances, a s  compared to 
the s a m e  period last year. 

Operating Income Taxes  

Operating income taxes decreased by $164,301 primarily due  to the propane distribution segment not 
including income tax benefits, since Tri-County was  a subchapter S corporation prior to the acquisition in 
the  first quarter of 1997. 

Non-Operating Income (Loss) 

The increase in the loss for the quarter is primarily due  to a reduction in interest income and the allowance 
for equity funds used during construction ('AFUDC"). 
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RESULTS OF OPERATIONS FOR THE 
NINE MONTHS ENDED SEPTEMBER 30,1997 

The Company recognized net income of $3,319,761 for the nine months ended September 30,1997, 
representing a decrease in net income of $2,418,928 as compared to the corresponding period in 1996. 
The financial results for 1997 and 1996 include the operating results of Tri-County. As indicated in the 
table below, the decrease in EBlT is due to lower earnings in the natural gas and propane distribution 
segments, partially offset by increased earnings in transmission, advanced information services and other. 

FOR THE NINE MONTHS ENDED SEPTEMBER 30, 
mz 1996 Chanae 

w c  
Taxes 

Natural Gas Distribution $ 3,921,919 $ 5,631,176 $(1,709,257) 
Natural Gas Transmission 2,091,774 1,797,540 2 94,234 
Propane Distribution 224,979 1,886,140 (1,661,161) 
Advanced Information Services 975,681 770,100 205,581 
Eliminations & Other 431,527 378,793 52,734 

Total EBlT 7,645,880 10,463,749 (2,817,869) 
Operating Income Taxes 2,111,636 2,872,281 (760,645) 
Interest 2,395,330 2,114,528 280,802 

180,847 261,749 (80,902) Non-Operating Income, Net 
Net Income $ 3,319,761 $ 5,738,689 $(2,418,928) 

Natural Gas Distribution 

The naiural gas distribution segment reported EBlT of $3,921,919 for the first nine months of 1997 as 
. compared to EBlT of $5,631,176 for the corresponding period last year. The decrease in EBlT is due to a 
reduction in gross margin, coupled with increased expenses. 

Revenue 
Cost of Gas 
Gross Margin 

FOR THE NINE MONTHS ENDED SEPTEMBER 30, 

$53,778,615 $54691434 $ (912,819) 
m m Chanae 

37,432,642 37,729,820 (297,178) 
16,345,973 16,961,614 (615,641) 

Operations & Maintenance 8,232,520 7,269,995 962,525 
Depreciation & Amortization 2,371,871 2,324,536 47,335 
Other Taxes 
EBlT 

1,919,663 1,825,907 93,756 
$ 3,821,919 $ 5,541,176 $(1,719,257) 

The decrease in gross margin is primarily due to first quarter temperatures which were 14% warmer than 
the first quarter in 1996, resulting in an 11 94 reduction in deliveries during that period. Partially offsetting 
the decrease in margin was an $89,000 increase in service work revenue. Operations expenses 
increased in the areas of billable service work, legal fees, outside services, data processing and regulatory 
related expenses. Maintenance expenses primarily increased in mains, meters and regulators. 
Depreciation and amortization expense increased due to plant placed in service during the last twelve 
months. 
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, Natural Gas Transmission 

The natural gas transmission segment reported EBlT of $2,091,774 for the first nine months of 1997 as 
compared to EBlT of $1,797,!%0 for the corresponding period last year - an increase of $294,234. The 
increase in EBlT is due to an increase in gross margin. 

Revenue 
Cost o f  Gas 
Gross Margin 

FOR THE NINE MONTHS ENDED SEPTEMBER 30, 
199z 1996 Chaoae 

$25,590,929 $26,071,935 $ (481,006) 
20,332,861 21,130,517 (797.656) 
5,258,068 4,941,418 31€ .. 50 

Operations & Maintenance 2,190,647 2,267,391 (76,744) 
Depreciation & Amortization 669,304 567,913 101,391 
Other Taxes 306,343 308,574 (2,231) 
EBlT $ 2,091,774 S 1,797,540 $ 294,234 

The gross margin increase was primarily the result of a rate increase that went into effect in mid-April. 
The higher rates were subject to refund pending the final outcome of the Eastern Shore rate increase filing 
with the FERC. A settlement was reached with FERC during the quarter and any refunds have been 
accrued. Operations and maintenance expenses decreased in the areas of compensation and data 
processing. These reductions were somewhat offset by an increase in legal fees. Depreciation and 
amortization increased due to the capital additions placed in service during the past twelve months. 

Propane Distribution 

The propane distribution segment recognized EBlT of $224,979 for the first nine months of 1997, as 
compared to EBlT of $1,886,140 for the nine months ended September 30, 1996. The financial results for 
1997 and 1996 include the operating results of Tri-County. The decrease in EBlT of $1,661,161 was 
primarily due to a reduction in gross margin, somewhat offset by lower expenses. 

Revenue 
Cost of Gas 
Gross Margin 

FOR THE NINE MONTHS ENDED SEPTEMBER 30, 
199z XEE Chanae 

$1 8,528,761 $22,439,111 $ (3,910,350) 
10,674,599 1 1,992,755 (1,318,156) 
7,8%,1 62 10,446,356 (2,592~ 94) 

Operations & Maintenance 6,357,357 6,909,408 (552,051) 
Depreciatiorl 8 Amortization 896,218 1,281,157 (384,939) 

EBlT $ 224,979 $ 1,886,140 $(1,661,161) 

The decrease in gross margin occurred primarily during the first quarter when sales volumes and margin 
earned per gallon sold declined 21 % and 20%, respectively. The declines resulted from wi;m 
temperatures experienced during the first quarter of 1997. Year to date volumes are still down 13% and 
margin eamed per gallon sold declined 17%. Operations expenses declined in the areas of legal fees, 
outside services and compensation. Depreciation and amortization expense decreased $384,939 which is 
primarily the result of a non-compete agreement which became fully amortized in November 1996. 

Other Taxes 375,608 369,651 5,957 
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Advanced Information Services . 
For the nine months ended September 30, the advanced information services segment recognized an 
EBlT of $975,681 and $770,100 for 1997 and 1996, respectively. This increase in EBlT of $205,581 is the 
outcome of higher revenue and lower operating expenses. 

FOR THE NINE MONTHS ENDED SEPTEMBER 30, 
1997 m Changa 

Reveoue $ 5,954,733 $ 5,482,677 $ 472,056 
Operations & Maintenance 4,641,232 4,395,184 24 6,048 

(1 8,803) Depreciation & Amortization 84.175 102,978 
Other Taxes 
EBlT 

253I645 214,415 39,230 
$ 975,681 $ 770,100 $ 205,581 

The increase in revenue occurred primarily in consulting and resource services due to a rise in demand 
for PROGRESS training and programmers. Operations expenses were higher due to billable 
compensation directly related to increases in revenue, non-billable compensation and other costs related 
to overall growth. 

Interest 

The increase in interest expense is associated with higher short-term borrowing balances, as compared to 
the same period last year. 

Operating Income Taxes 

Operating income taxes decreased $760,645 due to a reduction in EBlT and the lack of income tax 
. expense recorded by Tri-County in 1996, offset by a one-time expense of $318,000 recorded during the 
,' first quarter. The one-time expense was required to establish deferred income taxes for Tri-County Gas 

Company, Inc., acquired during the first quarter of 1997. Prior to the acquisition, Tri-County Gas 
Company, Inc. was a Subchapter S Corporation for income tax reporting; therefore, no deferred income 
taxes were recorded on its balance sheet. In addition, the Company's 1996 restated financial statements 
do not include any income tax expense on EBIT reported for Tri-County due to its 1996 Subchapter S 
status. 

Non-Operating Income 

The decrease in 1997 is related primarily to a reduction in interest income and AFUDC. In addition, 1996 
includes a one-time gain on the sale of real property. 

Environmental Matters 

The Company continues to work with federal and state environmental agencies to assess the 
environmental impacts and explore corrective action at several former gas manufacturing plant sites (see 
Note 4 to the Consolidated Financial Statements), The Company believes that any future costs 
associated with these sites will be recoverable in future rates. 
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FINANCIAL POSITION, LIQUIDITY AND CAPITAL RESOURCES 

The Company’s capital requirements reflect the capital intensive nature of its business and are attributable 
principally to its construction program and the rekement of its outstanding debt. The Company relies on 
funds provided by operations and short-term borrowings to meet normal working capital requirements and 
temporarily finance capital expenditures. During the first nine months of 1997, the Company’s net cash 
flow provided by operating activities, net cash used by investing activities and net cash used by financing 
activities were approximately $8.3 million, $9.6 milion and $520,000, respectively. Due to the seasonal 
nature of the Company’s business, there are substantial variations in the results of operations reported on 
a quarterly basis. 

The Board of Directors has authorized the Company to borrow up to $24 million from banks and trust 
companies. As of September 30,1997, the Company had one $10 million and three $8 million unsecured 
bank lines of credit. Funds provided from these lines of credit are used for short-term cash needs to meet 
seasonal working capital requirements and to fund portions of its capital expenditures. The outstanding 
balances of short-term borrowings at September 30, 1997 and 1996 were $18.4 and $6.2 million, 
respectively. 

During the nine months ended September 30, 1997 and 1996, net property, plant and equipment 
expenditures were approximately $9.6 and $9.4 million, respectively. For 1997, the Company has 
budgeted $15.6 million for capital expenditures. The components of this amount include $7.5 million for 
natural gas distribution, $4.3 million for natural gas transmission, $1.2 million for environmental related 
expenditures, $1.9 million for propane distribution, $350,000 for advanced information services, with the 
remaining $350,000 for computers, office equipment and general plant. The natural gas and propane 
distribution expenditures are for expansion and improvement. Katural gas transmission expenditures are 
to improve the pipeline system and completion of the Delaware City compressor station. Financing of the 
1997 construction will be provided primarily by short-term borrowings and cash from operations and the 
issuance of the long-term debt. The Company is in the process of finalizing a refinancing of $10 million of 

+ . short-term debt with a 6.85% senior note. The refinancing is expected to be consummated in December 
1997. The construction program is subject to continuous review and modification by management. Actual 
construction expenditures may vary from the above estimates due to a number of factors including 
inflation, changing economic conditions, regulation, load growth and the cost and availability of capital. 

The Company expects to incur environmental related expenditures in the future (see Note 4 to the 
Consolidated Financial Statements), a portion of which may need to be financed through external sources. 
Management does not expect such financing to have a material adverse effect on the financial position or 
capital resources of the Company. 

The Company is continually evaluating new business opportunities and acquisitions, some of which may 
require the Company to obtain financing. Management will consider the impact of any such financing on 
the Company’s financial position in its evaluation of the business opportunity or acquisition. Such 
financings are not expected to have a material adverse effect on the financial position or capital resources 
of the Company. 

As of September 30,1997, common equity represented 62.8% of permanent capitalization, compared to 
60.7% as of December 31, 1996. The Company remains committed to maintaining a sound capital 
structure and strong credit ratings in order to provide the financial flexibility needed to access the capital 
markets when required. This commitment, along with adequate and timely rate relief for the Company’s 
regulated operations, helps to ensure that the Company will be able to attract capital from outside sources 
at a reasonable cost. 
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. PART II 
OTHER INFORMATION 

CHESAPEAKE UTILITIES CORPORATION AND SUBSIDIARIES 
- r  

Item 1:. 

Item 2: 

Item 3: 

Item 4: 

Item 5: 

Item 6(a): 

Item 6 (b): 

Legal Proceedings 
See Note 2 to the Consolidated Financial Statements 

Changes in Securities 
None 

Defaults Upon Senior Securities 
None 

Submission of Matters to a Vote of Security Holders 
None 

Other Information 
None 

Ex hi bits 
Exhibit 11 - Computation of Primary and Fully Diluted Earnings Per Share is submitted 

herewith. 

Reports on Form 8-K 
None 
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SIGNATURES 

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this 
report to be signed on its behalf by the undersigned, thereunto duly authorized. - 
CHESAPEAKE UTILITIES CORPORATION 

Is/ Michael P. McMasters 

Michael P. McMasters 
Vice President, Treasurer and Chief Financial Officer 

---_---_--_---_-___ 

Date: November 12,1997 
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CHESAPEAKE UTILITIES CORPORATION AND SUBSIDIARIES 

EXHIBIT 11 
COMPUTATION OF PRIMARY AND FULLY DILUTED EARNINGS PER SHARE 

For the Quarter 
Ended Septembr 30, (1) - 

lax .- 
199z 

primary eamings per share calculation: 
Weighted average number of shares 4,502,279 4,442,713 

Consolidated net income ($739,193) ($747,779) 

Primary eamings per share ($0.1 6) ($0.17) 

Fully diluted earings per share calculation: 
Weighted average number of shares 4,507,798 4,445,501 
Contingent shares related to assumed 

conversion of convertible debt 239,939 242,171 
Weighted average number of shares assuming 

full dilution 4,747,737 4,687.672 

Adjusted income 
Consolidated net income ($739,193) ($747,779) 
Interest on convertible debt 84,882 85,438 
Less: Applicable income taxes (33,104) (33,321) 

Adjusted net income ($687,415) ($695,662) 

Fully diluted earnings per share ($0.14) ($0.1 5) 

For the Nine Months 
Ended September 30,-_ 
199z m 

- 4,488,482 4,423,878 

$3,319,761 $5,738,689 

$0.74 $1 -30 

4,493,708 4,427,862 

240,204 243,427 

4,733,912 4,671,289 

$3,319,761 $5,738,689 
252.157 255,775 
(98I34 1 ) (99,752) 

$3,473,577 $5,894,712 

$0.73 $1 -26 

(1) This calculation is submitted in accordance with Regulation S-K item 60l(b)(ll), although 
it is contrary to paragraph 40 of APB Opinion No. 15, because it produces an anti-dilutive 
result for the quarters ended September 30,1997 and 1996. 
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C C I C S A ~ - ~ U - I U ! ! C , ~ , , U  - - - - - 
Schedule No. 1 
Capitalization Ratios Actual & Pro Forma as of December 31, 1997 

UNAUDITED 

ACTUAL 
BEFORE ISSUANCE - 

PRO FORMA 
PRO FORMA 

AFTER ISSUANCE OF 
BEFORE ISSUANCE EQUITY 

ISSUANCE OF 
AMOUNT % OF AMOUNT % OF COMMON AMOUNT % OF 

IYPLQKm PIlLSIBWMG Is2LBL A D A ! I M E N I  QUISMDMG LQIAL scsx.x -TOTAL 
C !  

COMMON STOCK $2,191,792 2.27% $12,168 $2,203,960 2.26% $231.183 $2,435,142 2.50% 

PAID IN CAPITAL 19,819,604 20.49% 38,833 19,858,437 20.38% (1 56,183) 19,702,254 20.21 % 

RETAINED EARNINGS 28,324,749 29.28% 144,536 28,469,285 29.22% 3,233,252 31,702,537 32.52% 

TOTAL COMMON EQUITY 50,336,145 52.04% 195,536 50,531,681 51 36% 3,308,252 53,839,933 55.23% - 0 0.00% 0 0 0.00% 0 0 0.00% 

DNG-TFRM DEBI 

FIRST MORTGAGE BONDS 4,300,000 4.44% 0 4,300,000 4.41 % 0 4,300,000 4.41% 

CONVERTIBLE DEBENTURES 3,926,000 4.06% 0 3,926,000 4.03% 0 3,926.000 4.03% 

OTHER LONG-TERM DEBT 30,000,000 31.01 Yo 0 30,000,000 30.79% 0 30,000,000 30.78% 

TOTAL LONG-TERM DEBT 38,226,000 39.51% 0 38,226,000 39.23% 0 38,226,000 39.22% 

TOTAL PERMANENT CAPITAL 80,562,145 91.55% 195,536 88,757,681 91.09% 3,308,252 92.065.933 94.45% 

0.60% 582,500 !2!JJm-- 582,500 0.60% 0 582,500 0.60% 0 

SHORT-TFRM REB 4.95% (3,256,925) 4,832,151 I 7,600,000 7.85% 489,076 8,089,076 8.31% 

TOTAL CAP ITALlZATl ON $96,744,645 100.00% $684,612 $97,429,257 100.00% $51,327 $97,480,584 100.00% 



Rate of Return, Actual Annualized and Pro Forma 
For the Twelve Months Ended December 31.1997 

UNAUDITED 

SI-" 

I Operating revenues 

2 Operating expenses before income taxes 

3 Income taxes (Including Deferrals) 

4 Operating Income (1-(2+3)) 

5 AFUDC (Equity Only) 

6 Other Income, Net 

7 Income Before Interest Charges (4+5+6) 

8 Interest Charges (Including debt portion of AFUDC) 

9 Net Income From Continuing Operations (7-8) 

10 Preferred stock dividends 

1 1 Earnings available to common equity (9-1 0) 

12 Average capitalization 

13 Average common equity 

14 Return on average capitalization (7/12) 

15 Return on average common equity (1 1/13) 

PRO FORMA 
ACTUAL PRO FORMA ISSUANCE OF AFTER 
BEFORE BEFORE COMMON ISSUANCE OF 

L W J - E  A D A S m W  E W C E  sl32cx EGUllY 

$122,774,593 $1,539,638 $124,314,231 $127,451 ,I 57 $251,765,388 

$1 10,887,996 $1,416,291 $1 12,304,287 $126,663,957 $238,968,244 

$3,327,627 $38,331 $3,365,958 $267,648 $3,633,606 

$8,558,970 $85,016 $8,643,986 $519,552 $9,163,538 

$0 $0 $0 $0 $0 

$427,71 I $1,290 $429,001 $378,129 $807,130 

$8,986,681 $86,306 $9,072,987 $897,681 $9,970,668 

$3,303,735 $27,519 $3,331,254 $0 $3,331,254 

$5,682,946 $58,787 $5,741,733 $897,681 $6,639,414 

$0 $0 $0 $0 $0 

$5,682,946 $58,787 $5,741,733 $897,681 $6,639,414 

$79,914,832 $1 95,536 $80,110,368 $3,308,252 $83,418,620 

$49,233,558 $1 95,536 $49,429,094 $3,308,252 $52,737,346 

1 1.25% 

1 1.54% 

1 1.33% 

1 1.62% 

11.95% 

12.59% 



Before Income Taxes, all interest 

Before Income Taxes, all interest, before AFUDC 

After Income Taxes, all interest 

After Income Taxes, all interest, before AFUDC 

Overall Coverage, (affer income taxes) 

Overall Coverage, (after income taxes) before AFUDC 

HISTORICAL .-__ _ _  ANNUALIZE-D ~ 

PRO FORMA PRO FORMA 
ACTUAL AFTER PRO FORMA AFTER 
BEFORE ISSUANCE BEFORE ISSUANCE 

1 s - W  Q E J S !  ESUAK-E O ? ! !  

3.6383 3.7055 3.6174 3.981 1 

3.6383 3.7055 3.6174 3.981 1 

1.6500 1.71 56 1.6369 1.9124 

1.6500 1.71 56 1.6369 1.9124 

1.6500 1.7156 1.6369 1.9124 

1.6500 1.71 56 1.6369 1.9124 

Before Income Taxes, all interest 3.4146 3.4801 

Before Income Taxes, all interest, before AFUDC 3.4146 3.4801 

After Income Taxes, all interest 1.5147 1.5778 

After Income Taxes, all interest, before AFUDC 1.5147 1.5778 

Overall Coverage, (after income taxes) 1.5147 1.5778 

Overall Coverage, (after income taxes) before AFUDC 1.5147 1.5778 

3.3892 3.7381 

3.3892 3.7381 

1.4960 1.7621 

1.4960 1.7621 

1.4960 1.7621 

1.4960 I .7621 



STATE OF DELAWARE 

EXHIBIT I 

BEFORE THE PUBLIC SERVICE COMMISSION 

IN THE MATTER OF THE APPLICATION 
OF CHESAPEAKE UTILITIES CORPORATION ) 

475,000 SHARES OF COMMON STOCK 1 
(FILED APRIL 29, 1 9 9 8 )  ) 

1 

FOR APPROVAL OF THE ISSUANCE OF ) PSC DOCKET NO. 98-197 

ORDER NO. 4798 

AND NOW, to-wit, on this 26th day of May, 1998, the 

Applicant , Chesapeake Utilities Corporation ("Chesapeake" or the 

IlCompanyIl) , having sought Commission approval to issue, i n t e r  alia, 

475,000 shares of Chesapeake common stock for the purpose of 

consummating the acquisition by the Company, acting through a 

merger subsidiary CPK Sub-C, of all the issued and outstanding 

common stock of Xeron, Inc. ("Xeron") , a trading company based in 

Houston, Texas, which trades natural gas liquids, primarily 

propane, to major independent oil and petrochemical companies, 

wholesale natural gas liquid resellers, and retail propane 

companies; 

AND, as a result of the contemplated Agreement and Plan 

of Merger (the "Merger Agreement") filed with the application, the 

surviving merged corporation Xeron will become a wholly-owned 

subsidiary of Chesapeake; 



AND, the Commission having examined the Company’s 

application and made such investigation in connection with said 

matters as the Commission deemed necessary, and having heard the 

presentation of the Company and the Commission Staff at the 

Commission meeting of May 26, 1998; 

AND, the Commission having been advised by Staff of 

certain concerns that Staff has regarding said merger and its 

potential effect on ratepayers of the Delaware Division of 

Chesapeake and the Company having agreed to certain conditions; 

AND, the Commission having been advised, and having 

determined, that the proposed issuance of 475,000 shares of 

Chesapeake common stock in accordance with the Merger Agreement is 

in accordance with law, for a proper purpose, and consistent with 

the public interest; now , therefore, 

I T  IS ORDERED THAT: 

1. The application filed by Chesapeake Utilities 

Corporation in this matter on or about April 29, 1998, is hereby 

approved and Chesapeake Utilities Corporation is hereby authorized 

to issue up to 475,000 shares of its common stock to consummate the 

Merger Agreement. 
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2 .  said application and approval is based and 

conditioned upon: (1) Chesapeake Utilities Corporation’s 

representation and guarantee that no expenses associated with this 

acquisition and merger shall be recovered in the future, in rates, 

from Delaware Division ratepayers; ( 2 )  Chesapeake Utilities 

Corporation hereby agrees not to seek recovery from Delaware 

Division ratepayers any costs associated with any environmental 

liability arising from or in connection with any business activity 

conducted by or to be conducted by Xeron, Inc., including ownership 

of any real estate assets; and ( 3 )  that Chesapeake Utilities 

Corporation will quantify and allocate to Delaware Division 

ratepayers those savings in corporate overhead expenses that may be 

achieved through and as a result of this merger. 

3 .  Approval of Chesapeake Utilities Corporation’s 

application by the Commission shall not be construed as approving 

any capitalization ratios that result for any purposes or 

procedures involving ratemaking; nor are the Commission’s rules 

regarding the burden of proving the merits of any related issue 

waived hereby. The Commission’s approval of Chesapeake Utilities 

Corporation’s application is limited to that which is necessary 

under 26 m. C. 5 215. 
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4 .  Nothing in this Order shall be construed as a 

guarantee, warranty, or representation by the State of Delaware or 

by any agency, commission, or department hereof, with respect to 

the Shares to be issued pursuant to the Merger Agreement and this 

Order. 

5. That Chesapeake Utilities Corporation shall file 

with this Commission a written report within sixty ( 6 0 )  days of the 

closing of the merger transaction setting forth the steps which 

have been taken in connection with such transaction including, but 

not limited to, the resulting capitalization ratios arising from 

the issuance of Chesapeake’s common stock. 

6 .  That the Commission reserves the jurisdiction and 

authority to enter such further Orders in this matter as may be 

deemed necessary or proper. 
A 

BY  OR^ OF TI& CO~MISSION: 

I i  Vice Chairman 

I Commissioner 
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PSC Docket No. 98-197, Order No. 4 7 9 g  Cont'd. 

/L 
' 

Commissioner / 

ATTEST : 

/ Actflg Secretary 
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EXHIBIT J 

LAW or r i cu  Exhibit 8 

LAWS 6 LAWS, PA. 
VICTOR H LAWS 

COUNSEL 
209 EAST M A I N  STREET 

P. 0. aox 75 

SALISBURY, M A R Y L A N D  21803-0075 

TELEPHONE: (410) 749-7500 
FAX: (410) 749-7509 

VICTOR H .  LAWS, 1 1 1  
JEAN S .  LAWS 

KATHRYN KNEE t 

- 

+ALSO ADM IN P A .  F U  

208 CEDAR STREET 
CAMBRIDGE. MARYLAND 21613 

TELEPHONE: (410) 376-0267 

March "1, 1998 

Dashiell J .  Shannahan 
Joyce C. Shannahan 
Sam Shannahan Well Co.,  Inc. 
d/b/a Tolan Water Service 
716 Naylor Mill Road 
Salisbury, MD 21801 

Dear Mr. and Mrs. Shannahan: 

We have acted as counsel to Chesapeake Utilities Corporation (the "Purchaser") in 
connection with the execution and delivery of that certain Agreement and Plan of Merger dated 

/ 4 % 4 4  Po , 1998 (the "Merger Agreement"), by and among Purchaser, CPK Sub-B, 
Inc. ("CPK Sub-B"), Sam Shannahan Well Co., Inc., d/b/a Tolan Water Service, Dashiell J .  
Shannahan and Joyce C. Shannahan. Capitalized terms used, but not defined, herein shall have 
the same meanings assigned to such terms in the Merger Agreement. This opinion is being 
furnished to you pursuant to Section 8.2(e) of the Merger Agreement. 

In connection with the opinion set forth below, we have examined originals, or copies, 
certified or otherwise identified to our satisfaction, of the following documents: (a) the 
Certificate of Incorporation and Bylaws of the Purchaser; (b) the Merger Agreement; (c) such 
instruments, certificates, records, and other documents as we have deemed necessary or 
appropriate as a basis for the opinions expressed below. 

We have assumed, without independent verification, the genuineness of all signatures; 
the legal capacity of natural persons; the valid existence of each party to the Merger Agreement, 
other than the Purchaser and CPK Sub-B; that each party to the Merger Agreement, other than 
the Purchaser and CPK Sub-B, has the power and authority to execute and deliver, and to 
perform its obligations under, the Merger Agreement; the due authorization, execution and 
delivery of the Merger Agreement by each party thereto other than the Purchaser and CPK Sub- 
B; the enforceability of the Merger Agreement against each party thereto other than the 
Purchaser and CPK Sub-B; and the authenticity of all documents submitted to us as originals, 
the conformity to original documents of all documents submitted to us as certified, photostatic, 
reproduced or conformed, copies, and the authenticity of the originals of such copies. As to 
matters of fact relevant to our opinion, we have relied exclusively, without independent 



Ilashiell J .  Shannahan 
Joyce C. Shannahan 
Page 2 
March 3/, 1998 

verification or investigation, upon the above-referenced, instruments, certificates, records, and 
other documents, including the accuracy and completeness of the representations, warranties, 
and covenants contained in the Merger Agreement and certificates delivered to and by you in 
connection with the Merger Agreement and in other certificates of persons on whom we believe 
we are justified in relying, As to paragraph 2, we express no opinion as to any liens, charges, 
or encumbrances that may be imposed by actions or liabilities of persons other than the 
Purchaser or its officers and employees. 

We express no opinion as to the laws of any jurisdiction other than the federal laws of 
the United States of America and the Maryland General Corporation Law. 

Based upon and subject to the foregoing, we are of the opinion that: 

1. The Purchaser is a corporation validly existing and in good standing under the 
laws of the State of Delaware. 

2. The shares of Chesapeake Common Stock, par value $0.4867 per share, to be 
issued pursuant to the Merger Agreement (the “Shares”) have been duly authorized, and upon 
issuance in accordance with the terms of the Merger Agreement, will be validly issued, fully 
paid and nonassessable and will be delivered free and clear of all liens, charges and 
encumbrances of any kind or nature and such issuance will not be in violation of any preemptive 
rights. The issuance of the Shares in accordance with the Merger Agreement is exempt from 
the registration requirements of the Securities Act of 1933, as amended. 

3. The Purchaser has the corporate power and authority to enter into the Merger 
Agreement and to consummate the transactions contemplated thereby. The execution and 
delivery of the Merger Agreement by the Purchaser and the consummation of the transactions 
contemplated thereby have been duly authorized by the requisite corporate action on  the part of 
the Purchaser. The Merger Agreement has been executed and delivered by the Purchaser and 
is a valid and binding obligation of the Purchaser, enforceable against the Purchaser in 
accordance with its terms, except to the extent that enforcement thereof may be limited by (a) 
bankruptcy, insolvency, reorganization, moratorium or other similar laws now or hereafter in 
effect relating to creditors’ rights generally and (b) general principles of equity (regardless of 
whether enforceability is considered in a proceeding at law or in equity). 



Dashiell J .  Shannahan 
Joyce C.  Shannahan 
Page 3 
March y / ,  1998 

4. The execution, delivery and performance of the Merger Agreement by the 
Purchaser will not result in a breach or violation of any provision of the Certificate of 
Incorporation or Bylaws of the Purchaser. 

This letter is furnished solely for your benefit in connection with the Merger Agreement 
and may not be used for any other purpose and may not be circulated to or relied on by any 
other person, without our written consent. This opinion is effective as of the date hereof, and 
we hereby disclaim any obligation to supplement this opinion for any changes that may occur 
hereafter with respect to any matters of fact or law addressed herein. 

Sincerely yours, 
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H A R O L D  SCHMlTTlNGER 

NICHOLAS H RODRIGUEZ 

PAUL H BOSWELL 
JOHN J SCHMlTTlNGER 

BRUCE C ENNIS 
L A R R Y  W FlFER 

DOUGLAS 6 C A T T S  

WILLIAM D FLETCHER JR 

JAMES T VAUGHN, J R  

CATHERINE T HICKEY 

WILLIAM w PEPPER S R  
CRAIG T ELIASSEN 

C R Y S T A L  L CAREY. 

S C O T T  E CHAMBERS. 

MARDI F PYOTT. 

N O E L  E PRIMOS 

DAVID A B O S W E L L  

MICHELE L PROCINO 

WALT F SCHMITTINGER 

JEFFREY J C L A R K  

R S C O T T  KAPPES 

WILLIAM A DENMAN 

KATHY 5 GRAVELL. 

*ALSO ADMITTED IN MARYLAND 

SCHMITTINGER A N D  RODRIGUEZ, P.A. 

4 14 SOUTH STATE STREET 

LAWYERS 

P.O. BOX 497 
DOVER, DELAWARE 19903-0497 

TELEPHONE (302) 674-0 140 
TELECOPIER (302) 674- 1830 

WILMINCTON OFFICE 

BRANDYWINE G A T E W A Y  P L A Z A  

1300 N MARKET STREET,  SUITE 205 
WILMINCTDN. DELAWARE I9801 

TELEPHONE 1302) 652-3676 
TELECOPIER (302) 652.8788 

REHOBOTH B E A C H  OFFICE 

4602 HIGHWAY O N E  

C O R E S T A T E S  BUILDING 

REHOBOTH BEACH.  D E L A W A R E  1997 I 
TELEPHONE 1302) 227.1400 
TELECOPIER I3021 645. I843 

ODESSA OFFICE 

PO BOX 626 
ODESSA. D E L A W A R E  19730-0626 

TELEPHONE (3021 378.1697 
TELECOPIER (3021 378.1 659 

ODESSA PROFESSIONAL PARK 

March 2, 1998 

Delaware Public Service Commission 
Cannon Building, Suite 100 
861 Silver Lake Boulevard 
Dover, DE 19904 

RE: Application of Chesapeake Utilities Corporation 
For The Approval of Issuance of Stock 

Dear Commissioners: 

We are Delaware counsel for Chesapeake Utilities Corporation 
("ChesapeakeI1) in connection with Chesapeake's application for 
Commission approval of the issuance of approximately 33,000 shares 
of Chesapeake common stock, pursuant to 26 Del. C. §215. 

We are familiar with the terms, interpretation, and application of 
26 Del. C. S215 which sets forth the required, but limited, 
findings to be made by the Commission in its consideration of such 
a proposed issue. We note the limited scope of Commission review, 
as determined by the Delaware Supreme Court in the Diamond State 
Telephone Companv case, 367 A.2d 644 (1976). Specifically, in the 
Diamond State Telephone Company case, the Delaware Supreme Court 
held that the powers legislated to the Commission pursuant to 26 
Del. C. §215 were intended to be applied in cases of a proposed 
issuance of stock for an inadequate consideration or for some other 
improper purpose. In Diamond State, the Delaware Supreme Court 
stated that in the absence of a showing of improper consideration, 
fraud, bad faith, or self-dealing on the part of the members of a 
utility's board of directors in their decision to issue shares of 
stock for the purpose of raising needed funds, it would be improper 
for the Commission to substitute its judgment for that of the board 
of directors. 



Delaware Public Service Commission 
March 2, 1998 
Page 2 

Based upon our knowledge of the applicable statute, and its 
regulatory and judicial interpretation and application, it is our 
opinion that the proposed issuance of approximately 33,000 shares 
of Chesapeake common stock has been duly authorized and is valid 
and in accordance with law, subject, of course, to the approval of 
the Public Service Commission pursuant to 26 Del. C. 5215, any 
necessary approval on the part of the Florida Public Service 
Commission, and satisfactory compliance by Chesapeake with all 
applicable federal securities laws. 

It is also our opinion, based upon the statement of Chesapeake's 
intended purpose for issuing said stock, that the subject stock 
issue is for a proper purpose, and is consistent with the public 
interest, by enabling Chesapeake to acquire Sam Shannahan Well 
Company, Inc. 

Accordingly, it is our opinion that Chesapeake's pending 
application for Commission approval pursuant to 26 Del. C. §215 
fully complies with the limited statutory requirements and findings 
necessary for Commission approval. 

Sincerely yours, 

SCHMITTINGER & RODRIGUEZ, P.A. 

BY : 
WILLIAM A .  DENMAN, ESQUIRE 

WAD : pmw 
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Delaware Public Service Commission 
Cannon Building, Suite 100 
861 Silver Lake Boulevard 
Dover, DE 19904 

RE: Application of Chesapeake Utilities Corporation 
For The Approval of Issuance of Stock 

Dear Commissioners: 

We are Delaware counsel for Chesapeake Utilities Corporation 
(I1Chesapeakeii) in connection with Chesapeake's application for 
Commission approval of the issuance of approximately 475,000 shares 
of Chesapeake common stock, pursuant to 26 Del. C. 5215. 

We are familiar with the terms, interpretation, and application of 
26 Del. C. 5215 which sets forth the required, but limited, 
findings to be made by the Commission in its consideration of such 
a proposed issue. We note the limited scope of Commission review, 
as determined by the Delaware Supreme Court in the Diamond State 
Telephone Company case, 367 A.2d 644 (1976). Specifically, in the 
Diamond State Telephone Companv case, the Delaware Supreme Court 
held that the powers legislated to the Commission pursuant to 26 
Del. C. 5215 were intended to be applied in cases of a proposed 
issuance of stock for an inadequate consideration or for some other 
improper purpose. In Diamond State, the Delaware Supreme Court 
stated that in the absence of a showing of improper consideration, 
fraud, bad faith, or self-dealing on the part of the members of a 
utility's board of directors in their decision to issue shares of 
stock for the purpose of raising needed funds, it would be improper 
for the Commission to substitute its judgment for that of the board 
of directors. 
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Based upon our knowledge of the applicable statute, and its 
regulatory and judicial interpretation and application, it is our 
opinion that the proposed issuance of approximately 475,000 shares 
of Chesapeake common stock has been duly authorized and is valid 
and in accordance with law, subject, of course, to the approval of 
the Public Service Commission pursuant to 26 Del. C. 5215, any 
necessary approval on the part of the Florida Public Service 
Commission, and satisfactory compliance by Chesapeake with all 
applicable federal securities laws. 

It is also our opinion, based upon the statement of Chesapeake's 
intended purpose for issuing said stock, that the subject stock 
issue is for a proper purpose, and is consistent with the public 
interest, by enabling Chesapeake to acquire Xeron, Inc. 

Accordingly, it is our opinion that Chesapeake's pending 
application for Commission approval pursuant to 26 Del. C. 8215 
fully complies with the limited statutory requirements and findings 
necessary for Commission approval. 

Sincerely yours, 

SCHMITTINGER & RODRIGUEZ, P . A .  

BY: 
WILLIAM A .  DENMAN, ESQUIRE 

W A D  : pmw 
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PART I 

Item 1. Business 
(a) General Development of Business 
Chesapeake Utilities Corporation (“Chesapeake” or “the Company”) is a diversified utility company engaged in natural 
gas distribution and transmission, propane distribution and advanced information services. 

Chesapeake’s three natural gas distribution divisions serve approximately 35,800 residential, commercial and industrial 
customers in southern Delaware, Maryland’s Eastern Shore and Central Florida. The Company’s natural gas 
transmission subsidiary, Eastern Shore Natural Gas Company (“Eastem Shore”), operates a 27 1 -mile interstate pipeline 
system that transports gas from various points in Pennsylvania to the Company’s Delaware and Maryland distribution 
divisions, as well as to other utilities and industrial customers in Delaware and on the Eastem Shore of Maryland. The 
Company’s propane segment serves approximately 34,000 customers in southern Delaware and on the Eastern Shore 
of Maryland and Virginia. The advanced information services segment provides software services and products to a 
wide variety of customers and clients. 

(b) Financial Information about Industry Segments 
Financial information by business segment is included in Item 7 under the heading Notes to Consolidated Financial 
Statements. 

(c) Narrative Description of Business 
The Company is engaged in four primary business activities: natural gas transmission, natural gas distribution, propane 
distribution and advanced information services. In addition to the four primary groups, Chesapeake has three 
subsidiaries engaged in other service related businesses. 

(i) (a) Natural Gas Transmission 
Eastern Shore, the Company’s wholly owned transmission subsidiary, operates an interstate natural gas 
transportation and provides contract storage services for afiliated and non-affiliated companies through an 
integrated gas pipeline extending from southeastern Pennsylvania to Delaware and the Eastern Shore of Maryland. 
During 1997, Eastern Shore implemented open access transportation services. Eastern Shore now provides 
transportation services, contract storage services as well as purchasing and selling small amounts of gas for system 
balancing purposes (“swing gas”). Eastern Shore’s rates are subject to regulation by the Federal Energy Regulatory 
Commission (“FERC”). 

Adequacy of Resources 
With the implementation of open access effective November 1, 1997, Eastern Shore released, through the 
permanent release mechanism of its upstream service providers tariffs, various levels of fm transportationcapacity 
and contract storage service to customers. Eastern Shore retained contracts with Transcontinental Gas Pipe Line 
Corporation (“Transco”) for 4,9 16 thousand cubic feet (“Mcf’) firm transportation capacity, expiring in 2005, and 
three firm storage services providing peak day entitlements of 7,046 Mcf. 

Eastern Shore also retained contracts with Columbia Gas Transportation (“Columbia”) for services, including: firm 
transportation capacity of 869 Mcf per day, which expires in 201 8; storage service providing a peak day entitlement 
of 1,111 Mcf and total capacity of 53,738 Mcf, expiring in 2004; and firm storage service providing peak day 
entitlementsof 563 Mcf and a total capacity of 50,686 Mcf, which expires in 201 8. Eastern Shore retained the firm 
transportation capacity to provide swing transportation service to a limited number of customers that requested this 
service. Prior to open access, Eastern Shore had firm contracts with three interstate pipelines for transportation and 
storage services coupled with firm contracts for natural gas supply with five suppliers providing a maximum firm 
daily capacity of 20,469 Mcf. 
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Competition 
Under this open access environment, interstate pipeline companies have unbundled the traditional components of 
their service - gas gathering, transportation and storage - from the sale of the commodity. Pipelines that choose 
to be merchants of gas must form separate marketing operations independent of their pipeline operations. Hence, 
gas marketers have developed as a viable option for many companies because they are providing expertise in gas 
purchasing along with collective purchasing capabilities which, when combined, may reduce end-user cost. 
Additional discussion on competition is included in Item 7 under the heading “Management’s Discussion and 
Analysis of Financial Condition and Results of Operations”. 

Rates and Regulation 
General. 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 and fees Eastern Shore can charge to its 
transportation customers. In addition, the FERC regulates the rates Eastern Shore is charged for transportation and 
transmission line capacity and services provided by Transco and Columbia. 

Regulatory Proceedings 
Delaware Citv Comuressor Station Filing In December 1995, Eastern Shore filed an application before the FERC 
pursuant to Sections 7(b) and (c) of the Natural Gas Act for a certificate of public convenience and necessity 
authorizing Eastern Shore to: (1) construct and operate a 2,170 horsepower compressor station in Delaware City, 
New Castle County, Delaware on a portion of its existing pipeline system known as the “Hockessin Line”, such new 
station to be known as the “Delaware City Compressor Station”; (2) construct and operate slightly less than one 
mile of 16-inch pipeline in Delaware City, New Castle County, Delaware to tie the suction side of the proposed 
Delaware City Compressor Station into the Hockessin Line; and (3) increase the maximum allowable operating 
pressure from 500 psig to 590 psig on 28.7 miles of Eastern Shore’s pipeline from Eastern Shore’s existing 
Bridgeville Compressor Station in Bridgeville, Sussex County, Delaware to its terminus in Salisbury, Wicomico 
County, Maryland. 

In September 1996 the FERC issued its Final Order, which: (1) authorized Eastern Shore to construct and operate 
the facilities requested in its application; (2) authorized Eastern Shore to roll-in the cost of the facilities into its 
existing rates if the revenues from the increase in services exceed the cost associated with the expansion portion 
of the project; (3) denied Eastern Shore the authority to increase the level of sales and storage service it provides 
its customers until it completes its restructuring in its open access proceeding; and (4) authorized Eastern Shore to 
abandon the 100 Mcf per day of fm sale service, to one of its direct sale customers. The compressor facility and 
associated piping were needed to stabilize capacity on Eastern Shore’s system as a result of steadily declining inlet 
pressures at the Hockessin interconnect with Transcontinental Gas Pipe Line Corporation. Construction of the 
facilities started during the second half of 1996 and was completed during the first quarter of 1997. 

Rate Case Filinx. In October 1996 Eastern Shore filed for a general rate increase with the FERC. The filing 
proposed an increase in Eastern Shore’s jurisdictionalrates that would generate additional annual operating revenue 
of approximately $1.4 million. Eastern Shore also stated in the filing that it intended to use the cost-of-service 
submitted in the general rate increase filing to develop rates in the pending Open Access Docket. In September 
1997, the FERC approved a rate increase of $1.2 million. 

Open Access Filing. In December 1995, Eastern Shore filed its abbreviated application for a blanket certificate of 
public convenience and necessity authorizing the transportation of natural gas on behalf of others. Eastern Shore 
proposed to unbundle the sales and storage services it had provided. Customers who had previously received firm 
sales and storage services on Eastern Shore (the “Converting Customers”) would receive entitlements to firm 
transportation service on Eastern Shore’s pipeline in a quantity equivalent to their existing service rights. Eastern 
Shore proposed to retain some of its pipeline entitlements and storage capacity for operational issues and to 
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facilitate “no-notice”(no prior notificationrequired to receive service) transportationservice on its pipeline system. 
Eastern Shore would release or assign to the remaining Converting Customers the firm transportation capacity, 
including contract storage, it held on its upstream pipelines so that the Converting Customers would be able to 
become direct customers of such upstream pipelines. Converting Customers who previously received bundled sales 
service having no-notice characteristics would have the right to elect no-notice fm transportation service. 

In connection with the rate increase settlement, the issues pertaining to Eastern Shore operating as an open access 
pipeline were also settled in September 1997, with open access implementation occurring on November 1 ,  1997. 

(i) (6) Natural Gas Distribution 
Chesapeake distributes natural gas to approximately 35,800 residential, commercial and industrial customers in 
southern Delaware, the Salisbury and Cambridge, Maryland areas on Maryland’s Eastern Shore, and Central 
Florida. These activities are conducted through three utility divisions, one division in Delaware, another in 
Maryland and a third division in Florida. In 1993, the Company started natural gas supply management services 
in the state of Florida under the name of Peninsula Energy Services Company (“PESCO”). 

Delaware and Marvland. The Delaware and Maryland divisions serve approximately 29,950 customers, of which 
approximately 26,860 are residential and commercial customers purchasing gas primarily for heating purposes. 
Annually, residential and commercial customers account for approximately 69% of the volume delivered by the 
divisions, and 79% of the divisions’ revenue. The divisions’ industrial customers purchase gas, primarily on an 
interruptible basis, for a variety of manufacturing, agricultural and other uses. Most of Chesapeake’s customer 
growth in these divisions comes from new residential construction using gas heating equipment. 

Florida. The Florida division distributes natural gas to approximately 8,748 residential and commercial and 84 
industrial customers in Polk, Osceola and Hillsborough Counties. Currently 42 of the division’s industrial 
customers, which purchase and transport gas on a firm and interruptible basis, account for approximately 90% of 
the volume delivered by the Florida division and 60% of the division’s annual natural gas and transportation 
revenues. These customers are primarily engaged in the citrus and phosphate industries and electric cogeneration. 
The Company’s Florida division also provides natural gas supply management services to compete in the open 
access environment. Currently, twenty-one customers receive such services, which generated gross margin of 
$70.000 in 1997. 

Adequacy of Resources 
General Chesapeake’s Delaware and Maryland utility divisions (“Delaware”, “Maryland” or “the Divisions”) have 
firm and interruptible contracts with four (4) interstate “open access” pipelines. The Divisions are directly 
interconnected with Eastern Shore and services upstream of Eastern Shore are contracted with Transco, Columbia, 
and Columbia Gulf Transmission Company (“Gulf’). 

Delaware. Delaware’s contracts with Transco include: (a) firm transportation capacity of 8,663 dekatherms (“Dt”) 
per day, which expires in 2005; (b) firm transportationcapacity of 3 1 1 Dt per day for December through February, 
expiring in 2006; and (c) firm storage service, providing a total capacity of 142,830 Dt, which expires in 1998. 

Delaware’s contracts with Columbia include: (a) firm transportation capacity of 852 Dt per day, which expires in 
2004; (b) firm transportation capacity of 1,132 Dt per day, which expires in 2017; (c) firm storage service, 
providing a peak day entitlement of 6,193 Dt and a total capacity of 298,195 Dt, which expires in 2004; and (d) 
firm storage service providing a peak day entitlement of 635 Dt and a total capacity of 57,139 Dt, expring in 201 7. 
Delaware’s contracts with Columbia for storage related transportation provide quantities that are equivalent to the 
peak day entitlement for the period of October through March and are equivalent to fifty percent (50%) of the peak 
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day entitlement for the period of April through September. The terms of the storage related transportationcontracts 
mirror the storage services that they support. 

Delaware’s contract with Gulf, which expires in 2004, provides firm transportation capacity of 868 Dt per day for 
the period November through March and 798 Dt per day for the period April through October. 

Delaware’s contracts with Eastern Shore include: (a) firm transportation capacity of 23,494 Dt per day for the 
period December through February, 22,272 Dt per day for the months of November, March and April, and 13,196 
Dt per day for the period May through October, with various expiration dates ranging from 2004 to 20 17; (b) firm 
storage capacity under Eastern Shore’s Rate Schedule GSS providing a peak day entitlement of 2,655 Dt and a total 
capacity of 13 1,370 Dt, which expires in 2013; (c) fm storage capacity under Eastern Shore’s Rate Schedule LSS 
providing a peak day entitlement of 580 Dt and a total capacity of 29,000 Dt, which expires in 2013; and (d) fm 
storage capacity under Eastern Shore’s Rate Schedule LGA providing a peak day entitlement of 91 1 Dt and a total 
capacity of 5,708 Dt, which expires in 2006. Delaware’s firm transportation contracts with Eastern Shore also 
include Eastem Shore’s provision of swing transportation service. This service includes: (a) firm transportation 
capacity of 1,846 Dt per day on Transco’s pipeline system, retained by Eastem Shore, in addition to Delaware’s 
Transco capacity referenced earlier and (b) an intermptiblestorage service under Transco’s Rate Schedule ESS that 
supports a swing supply service provided under Transco’s Rate Schedule FS. 

Delaware currently has contracts for the purchase of firm natural gas suppy with five ( 5 )  suppliers. These contracts 
provide the availability of a maximum firm daily entitlement of 10,958 Dt and the supplies are transported by 
Transco, Columbia, Gulf and Eastern Shore under Delaware’s transportation contracts. The gas purchase contracts 
have various expiration dates. 

Murylund Maryland’s contracts with Transco include: (a) firm transportation capacity of 4,738 Dt per day, which 
expires in 2005; (b) firm transportation capacity of 155 Dt per day for December through February, expiring in 
2006; and (c) firm storage service providing a total capacity of 33,120 Dt, which expires in 1998. 

Maryland’s contracts with Columbia include: (a) firm transportation capacity of 442 Dt per day, which expires in 
2004; (b) firm transportation capacity of 908 Dt per day, which expires in 20 17; (c) firm storage service providing 
a peak day entitlement of 3,142 Dt and a total capacity of 154,756 Dt, which expires in 2004; and (d) firm storage 
service providing a peak day entitlement of 521 Dt and a total capacity of 46,881 Dt, which expires in 2017. 
Maryland’s contracts with Columbia for storage related transportation provide quantities that are equivalent to the 
peak day entitlement for the period October through March and are equivalent to 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 they support. 

Maryland’s contract with Gulf, which expires in 2004, provides firm transportation capacity of 590 Dt per day for 
the period November through March and 543 Dt per day for the period April through October. 

Maryland’s contracts with Eastern Shore include: (a) firm transportation capacity of 13,028 Dt per day for the 
period December through February, 12,304 Dt per day for the months of November. March and April, and 7,743 
Dt per day for the period May through October; (b) firm storage capacity under Eastern Shore’s Rate Schedule GSS 
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 under Eastern Shore’s Rate Schedule LSS providing a peak day entitlement of 309 Dt and a total 
capacity of 15,500 Dt, which expires in 2013; and (d) firm storage capacity under Eastem Shore’s Rate Schedule 
LGA providing a peak day entitlement of 569 Dt and a total capacity of 3,560 Dt, which expires in 2006. 
Maryland’s firm transportation contracts with Eastern Shore also include Eastern Shore’s provision of swing 
transportation service. This service includes: (a) firm transportation capacity of 969 Dt per day on Transco’s 
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pipeline system, retained by Eastem Shore, in addition to Maryland’s Transco capacity referenced earlier and (b) 
an interruptible storage service under Transco’s Rate Schedule ESS that supports a swing supply service provided 
under Transco’s Rate Schedule FS. 

Maryland currently has contracts for the purchase of fm natural gas supply with five (5) suppliers. These contracts 
provide the availability of a maximum firm daily entitlement of 6,243 Dt and the supplies are transported by 
Transco, Columbia, Gulf and Eastern Shore under Maryland’s transportation contracts. The gas purchase contracts 
have various expiration dates. The Divisions use their fm supply sources to meet a significant percentage of their 
projected demand requirements. In order to meet the difference between fm supply and fm demand, Delaware 
and Maryland obtain gas supply on the “spot market” from various other suppliers that is transported by the 
upstream pipelines and delivered to the Divisions’ interconnects with Eastern Shore as needed. The Company 
believes that Delaware and Maryland’s available f m  and “spot market” supply is ample to meet the anticipated 
needs of their customers. 

Florida. The Florida division receives transportation service from Florida Gas Transmission Company (“FGT”), 
a major interstate pipeline. Chesapeake has contracts with FGT for: (a) daily fm transportationcapacity of 20,523 
Dt in May through September, 27,105 Dt in October, and 26,919 Dt in Novemberthrough April under FGT’s fm 
transportation service (FTS- 1) rate schedule; (b) daily firm transportation capacity of 5,100 Dt in May through 
October, and 8,100 Dt in November through April under FGT’s firm transportation service (FTS-2) rate schedule; 
and (c) daily interruptible transportation capacity of 20,000 Dt under FGT’s interruptible transportation services 
(ITS-I) rate schedule. The firm transportation contract (FTS-1) expires on August 1, 2000 with the Company 
retaining a unilateral right to extend the term for an additional ten years. After the expiration of the primary or 
secondary term, Chesapeake has the right to first refuse to match the terms of any competing bids for the capacity. 
The firm transportation contract (FTS-2) expires on March 1, 2015. The interruptible transportation contract is 
effective until August 1,201 0 and month to month thereafter unless canceled by either party with thirty days notice. 

The Florida division currently receives its gas supply from various suppliers. If needed, some supply is bought on 
the spot market; however, the majority is bought under the terms of two firm supply contacts with Natural Gas 
Clearinghouse and LG&E Energy Marketing. Availability of gas supply to the Florida division is also expected to 
be adequate under existing arrangements. 

Competition 
Competition with Alternative Fuels. Historically, the Company’s natural gas distribution divisions have successfully 
competed with other forms of energy such as electricity, oil and propane. The principal consideration in the 
competition between the Company and suppliers of other sources of energy is price and, to a lesser extent, 
accessibility. All of the Company’s divisions have the capability of adjusting their interruptible rates to compete 
with alternative fuels. 

The divisions 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 remain depressed relative to the price of natural gas. 
However, oil prices as well as the prices of other fuels are subject to change at any time for a variety of reasons; 
therefore, there is always uncertainty in the continuing competition among natural gas and other fuels. In order to 
address this uncertainty, the Company uses flexible pricing arrangements on both the supply and sales side of its 
business to maximize sales volumes. 

To a lesser extent than price, availability of equipment and operational efficiency are also factors in competition 
among fuels, primarily in residential and commercial settings. Heating, water heating and other domestic or 
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commercial equipment is generally designed for a particular energy source, and especially with respect to heating 
equipment, the cost of conversion is a disincentive for individuals and businesses to change their energy source. 

ComDetition within the Natural Gas Industry. FERC Order 636 enables all natural gas suppliers to compete for 
customers on an equal footing. Under this open access environment, interstate pipeline companies have unbundled 
the traditional components of their service - gas gathering, transportation and storage from the sale of the 
commodity. If they choose to be a merchant of gas, they must form a separate marketing operation independent of 
their pipeline operations. Hence, gas marketers have developed as a viable option for many companies because 
they are providing expertise in gas purchasing along with collective purchasing capabilities which, when combined, 
may reduce end-user cost. 

Also resulting from an open access environment, the distribution division can be in competition with the interstate 
transmission company if the distribution customer is located close to the transmission company’s pipeline. The 
customers at risk are usually large volume commercial and industrial customers with the financial resources and 
capability to bypass the distribution division. In certain situations the distribution divisions may adjust rates and 
serves for these customers to retain their business. 

Rates and Regulation 
General. Chesapeake’s natural gas distribution divisions are subject to regulation by the Delaware, Maryland and 
Florida Public Service Commissions with respect to various aspects of the Company’s business, including the rates 
for sales to all of their customers in each jurisdiction. All of Chesapeake’s firm distribution rates are subject to 
purchased gas adjustment clauses, which match revenues with gas costs and normally allow eventual full recovery 
of gas costs. Adjustments under these clauses require periodic filings and hearings with the relevant regulatory 
authority, but do not require a general rate proceeding. Rates on interruptible sales by the Florida division are also 
subject to purchased gas adjustment clauses. 

Management monitors the rate of return in each jurisdiction in order to ensure the timely filing of rate adjustment 
applications. 

Regulatory Proceedings 
Maryland. In July 1995, Chesapeake’s Maryland division filed an application with the Maryland Public Service 
Commission (“MPSC”) requesting a rate increase of $1,426,7 1 1 or 17.09%. The two largest components of the 
increase were attributable to environmental costs and a new customer information system, implemented in 1995. 

On November 30, 1995, the MPSC issued an order approving a settlement proposal of a $975,000 increase in 
annual base rates effective for gas provided on or after December 1 ,  1995. As required in the settlement of the rate 
case, the Company filed a cost of service study with the MPSC in June 1996. The purpose of a cost of service study 
was to allocate revenue among customer or rate classifications. The filing, which included proposals for 
restructuring sales services that more closely reflect the cost of serving commercial and industrial customers, the 
unbundling of gas costs from distribution system costs, revisions to sharing of interruptible margins between firm 
ratepayers and the Company and new services that would allow customers using more than 30,000 Ccf of gas per 
year to purchase gas from suppliers other than the Company. 

After negotiations with MPSC staff and other interested parties, a settlement was reached on most sales service 
issues and the Commission approved a proposed order in March 1997. The settlement includes: (1) class revenue 
requirements and restructured sales services which provide for separate firm commercial and industrial rate 
schedules for general service, medium volume, large volume and high load factor customer groups; (2) unbundling 
of gas costs from distribution charges; (3) a new gas cost recovery mechanism, which utilizes a projected period 
under which the fixed cost portion of the gas rate will be forecasted on an annual basis and the commodity cost 
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portion of the gas rate will be estimated quarterly, based on projected market prices; and (4) interruptible margins 
will continue to be shared, 90% to customers and 10% to the Company, but distribution costs incurred for 
incremental load additions can be recovered with carrying charges utilizing 100% of the incremental margin if the 
payback period is within three years. 

At the request of MPSC staff, considerationof the new transportationservices were postponeduntil Eastern Shore’s 
open access filing was settled with the FERC. 

Delaware. In April 1995, Chesapeake’s Delaware division filed an application with the Delaware Public Service 
Commission (“DPSC”) requesting a rate increase of $2,75 1,000 or 14% over current rates. The largest component, 
one-third of the total requested increase, was attributable to projected costs associated with the remediation 
proposed by the Environmental Protection Agency (“EPA”) of the site of a former coal gas manufacturing plant 
operated in Dover, Delaware. The Company and the DPSC agreed to separate the environmentalrecovery from the 
rate increase so each could be addressed individually. In December 1995, the DPSC approved an order authorizing 
a $900,000 increase to base rates effective January 1,1996. 

In December 1995, the DPSC approved a recovery of environmentalcosts associated with the Dover Gas Light Site 
by means of a rider (supplement) to base rates. “he DPSC approved a rider effective January 1 ,  1996 to recover 
over five years all unrecovered environmental costs through September 30, 1995 offset by the deferred tax benefit 
of these costs. The deferred tax benefit equals the projected cashflow savings realized by the Company in 
connection with a reduced income tax liability due to the possibility of accelerated deduction allowed on certain 
environmental costs when incurred. Each year, the rider rate will be calculated based on the amortization of 
expenses for previous years. The advantage of the environmental rider is that it is not necessary to file a rate case 
every year to recover expenses. 

In December 1995, Chesapeake’s Delaware division filed its rate design proposal with the DPSC to initiate Phase 
I1 of this proceeding. The principal objective of the filing was to prepare the Company for an increasingly 
competitive environment anticipated when Eastern Shore becomes an open access pipeline. This initial filing 
proposed new rate schedules for commercial and industrial sales service, individual pricing for interruptible 
negotiated contract rates, a modified purchased gas cost recovery mechanism and a natural gas vehicle tariff. 

In May 1996, Delaware division filed its proposal relating to transportation and balancing services with the DPSC, 
which proposed that transportation of customer-owned gas be available to all commercial and industrial customers 
with annual consumption over 3,000 Mcf per year. 

In February 1997, the DPSC approved an order authorizing new service offerings and rate design for services 
rendered on and after March 1, 1997. The approved changes include: (1) restructured sales services which provide 
commercial and industrial customers with various service classifications such as general service, medium volume, 
large volume and high load factor services; (2) a modified purchased gas cost recovery mechanism which takes into 
consideration the unbundling of gas costs from distribution charges as well as charging certain firm service 
classifications different gas cost rates based on the service classification’s load factor; (3) the implementation of 
a mechanism for sharing interruptible, capacity release and off-system sales margins between firm sales customers 
and the Company, with changing margin sharing percentages based on the level of total margin; and (4) a provision 
for transportation and balancing services for commercial and industrial customers with annual consumption over 
30,000 Ccf per year to transport customer-owned gas on the Company’s distribution system. 

i 

Noridu. On November 26, 1997, the Florida Division filed a request with the Florida Public Service Commission 
(FPSC) in Docket No. 971559-GU, for a Limited Proceeding to Restructure Rates and for Approval of Gas 
Transportation Agreements. The Florida Division has entered into Gas TransportationContracts with its two largest 
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customers which resulted in retainingthese two customers on the Company’s distribution system at rates lower than 
previously achieved. As a result of this reduction in revenue, the Company has proposed in its application to 
restructure rates for its remaining customers to more closely reflect the cost of service for each rate class and to 
recover the level of revenues previously generated by the two Contract customers. 

The Company’s restructuring proposal is revenue neutral. Approval of this request would not result in additional 
revenues to the Company; however, FPSC approval would enable the Company to retain its two largest customers 
while providing the Company with the opportunity to achieve its FPSC authorized rate of return. 

FPSC Staff issued their recommendation in this docket on March 12, 1998. The Commission voted to approve the 
Company’s restructuring proposal on March 24, 1998. A Commission Order in this docket is expected April 14, 
1998. 

(i) (c) Propane Distribution 
Chesapeake’s propane distribution group consists of Sharp Energy, Inc. (“Sharp Energy”), a wholly owned 
subsidiary of Chesapeake, its wholly owned subsidiary, Sharpgas, Inc. (“Sharpgas”)and Tn-County Gas Company, 
Inc. (“Tri-County”) a wholly owned subsidiary of Chesapeake. 

On March 6, 1997, Chesapeake acquired all of the outstanding shares of Tri-County a family-owned and operated 
propane distribution business located in Salisbury and Pocomoke, Maryland. The combined operations of the 
Company and Tri-County served approximately 34,000 propane customers on the Delmarva Peninsula and 
delivered approximately 27 million retail and wholesale gallons of propane during 1997. 

The propane distribution business is affected by many factors such as seasonality, the absence of price regulation 
and competition among local providers. 

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 gaseous at normal pressures, it is easily compressed into liquid form 
for storage and transportation. Propane is a clean-burning he l ,  gaining increased recognition for its environmental 
superiority, safety, efficiency, transportability and ease of use relative to alternative forms of energy. Propane is 
sold primarily in suburban and rural areas which are not served by natural gas pipelines. Demand is typically much 
higher in the winter months and is significantly affected by seasonal variations, particularly the relative severity 
of winter temperatures, because of its use in residential and commercial heating. 

Adequacy of Resources 
Sharp Energy and Tri-County purchase propane primarily from suppliers, including major domestic oil companies 
and independent producers of gas liquids and oil. Supplies of propane from these and other sources are readily 
available for purchase by the Company. Supply contracts generally include minimum (not subject to a take-or-pay 
premiums) and maximum purchase provisions. 

Sharp Energy and Tri-County use trucks and railroad cars to transport propane from refineries, natural gas 
processing plants or pipeline terminals to the Company’s bulk storage facilities. From these facilities, propane is 
delivered in portable cylinders or by “bobtail” trucks, owned and operated by the Companies, to tanks located at 
the customer’s premises. 

Competition 
Sharp Energy and Tri-County 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 
local because distributors located in close proximity to customers incur lower costs of providing service. 
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Propane competes with both fuel oil and electricity as an energy source. Propane competes with fuel oil based on 
its cleanliness and environmental advantages. Propane is also typically less expensive than both fuel oil and 
electricity, based on equivalent BTU value. 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 Company’s propane distribution 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 $35,000,000 per occurrence, but there 
is no assurance that such insurance will be adequate. 

(i) (d) Advanced Information Services 
Chesapeake’s advanced information services segment is comprised of United Systems, Inc. (“USI”) and Capital 
Data Systems, Inc. (“CDS”), both wholly owned subsidiaries of the Company. CDS provided programming support 
for application software, until the first quarter of 1997, at which time it disposed of substantially all of its assets. 

US1 is an Atlanta-based company that primarily provides support for users of PROGRESS”, a fourth generation 
computer language and Relational Database Management System. US1 offers consulting, training, software 
development “tools” and customer software development for its client base, which includes many large domestic 
and international corporations. 

Competition 
The advanced information services businesses face significant competition from a number of larger competitors 
having substantially greater resources available to them than the Company. In addition, changes in the advanced 
information services businesses are occurring rapidly, which could adversely impact the markets for the Company’s 
products and services. 

(i) (e) Other Subsidiaries 
Skipjack, Inc. (“Skipjack”) and Chesapeake Investment Company (“Chesapeake Investment”), are wholly owned 
subsidiariesof Chesapeake Service Company. Skipjack owns and leases to affiliates,hvo office buildings in Dover, 
Delaware. Chesapeake Investment is a Delaware affiliated investment company. 

On March 6 ,  1997, in connection with the acquisition of Tri-County, the Company acquired Eastern Shore Real 
Estate, Inc. (“ESR’), which became a wholly owned subsidiary of Chesapeake Service Company. ESR owns and 
leases office buildings to affiliates and external companies. 

(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 majority of these sales are to customers using the fuels for 
heating purposes. Revenues from these customers are accordingly affected by the mildness or seventy of the heating 
season. 
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(iii) Capital Budget 
A discussion of capital expenditures by business segment is included in Item 7 under the heading “Liquidity and 
Capital Resources”. 

(iv) Employees 
The Company has 397 employees, including 1 14 in natural gas distribution, nine in natural gas transmission, 13 1 
in propane distribution and 63 in advanced information services. The remaining 80 employees are considered 
general and administrative and include officers of the Company and marketing, engineering, treasury, accounting, 
data processing, planning, human resources and other administrative personnel. The acquisition of Tri-County 
added 43 employees to the total number of employees of the Company. 

Item 2. Properties 
(a) General 
The Company owns offices and operates facilities in Pocomoke, Salisbury, Cambridge, and Princess Anne, Maryland; 
Dover, Seaford, Laurel and Georgetown, Delaware; and Winter Haven, Florida, and rents office space in Dover, 
Delaware; Plant City, Florida; Chincoteague and Belle Haven, Virginia; Easton and Pocomoke, Maryland; Detroit, 
Michigan; and Atlanta, Georgia. In general, the properties of the Company are adequate for the uses for which they are 
employed. 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 542 miles of natural gas distribution mains (together with related service lines, meters and 
regulators) located in its Delaware and Maryland service areas, and 469 miles of such mains (and related equipment) 
in its Central Florida service areas. Chesapeake also owns facilities in Delaware and Maryland for propane-air injection 
during periods of peak demand. A portion of the properties constituting Chesapeake’s distribution system are 
encumbered pursuant to Chesapeake’s First Mortgage Bonds. 

(c) Natural Gas Transmission 
Eastern Shore owns approximately 27 1 miles of transmission lines extending from Parkesburg, Pennsylvania to 
Salisbury, Maryland. Eastern Shore also owns three compressor stations located in Delaware City, Delaware, Daleville, 
Pennsylvania and Bridgeville, Delaware. The Delaware City compressor facility and associated piping are needed to 
stabilize capacity on Eastern Shore’s system as a result of steadily declining inlet pressures at the Hockessin interconnect 
with Transcontinental Gas Pipe Line Corporation. The Daleville station is used to increase Columbia supply pressures 
to match Transco supply pressures, and to increase Eastem Shore’s pressures in order to serve Eastern Shore’s firm 
customers’ demands, including those of Chesapeake’s Delaware and Maryland divisions. The Bridgeville station is 
being used to provide increased pressures required to meet demands on the system. 

(d) Propane Distribution 
Sharpgas and Tri-County own bulk propane storage facilities with an aggregate capacity of 1.9 million gallons at 33 
plant facilities in Delaware, Maryland and Virginia, located on real estate they either own or lease. 

Item 3. Legal Proceedings 
The Company and its subsidiaries are 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 of the Company. 
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Environmental 
(a) Dover Gas Light Site 
In 1984, the State of Delaware notified the Company that a parcel of land it purchased in 1949 from Dover Gas Light 
Company, a predecessor gas company, contained hazardous substances. The State also asserted that the Company is 
responsible for any clean-up and prospective environmental monitoring of the site. The Delaware Department of Natural 
Resources and Environmental Control (“DNREC”) investigated the site and surroundings, finding coal tar residue and 
some ground-water contamination. 

In October 1989, the Environmental Protection Agency Region 111 (“EPA”) listed the Dover Site on the National 
Priorities List under the Comprehensive Environmental Response, Compensation and Liability Act (“CERCLA” or 
“Superfund”). At that time under CERCLA, both the State of Delaware and the Company were named as potentially 
responsible parties (“PRPs”) for clean-up of the site. 

The EPA issued the site Record of Decision (“ROD’) dated August 16, 1994. The remedial action selected by the EPA 
in the ROD addressed the ground-water contamination with a combination of hydraulic containment and natural 
attenuation. Remediation selected for the soil at the site was to meet stringent cleanup standards for the first two feet 
of soil and less stringent standards for the soil below two feet. The ROD estimated the costs of selected remediation of 
ground-water and soil at $2.7 million and $3.3 million, respectively. 

In May 1995, EPA issued an order to the Company under section 106 of CERCLA (the “Order”), which required the 
Company to fund or implement the ROD. The Order was also issued to General Public Utilities Corporation, Inc. 
(“GPU”), which both EPA and the Company believe is liable under CERCLA. Other PRPs such as the State of Delaware 
were not ordered to perform the ROD. EPA may seek judicial enforcement of its Order, as well as significant financial 
penalties for failure to comply. Although notifying EPA of objections to the Order, the Company agreed to comply. 
GPU informed EPA that it did not intend to comply with the Order. 

In March 1995, the Company commenced litigation against the State of Delaware for contribution to the remedial costs 
being incurred to carry out the ROD. In December of 1995, this case was dismissed without prejudice based on a 
settlement agreement between the parties (the “Settlement”). Under the Settlement, the State agreed to support the 
Company’s proposal to reduce the soil remedy for the site, described below, to contribute $600,000 toward the cost of 
implementing the ROD and to reimburse the EPA for $400,000 in oversight costs. The Settlement is contingent upon 
a formal settlement agreement between EPA and the State of Delaware. Upon satisfaction of all conditions of the 
Settlement, the litigation will be dismissed with prejudice. 

In June 1996, the Company initiated litigation against GPU for contribution to the remedial costs incurred by 
Chesapeake in connection with complying with the ROD. At this time, management cannot predict the outcome of the 
litigation or the amount, if any, of proceeds to be received. 

In July 1996, the Company began the design phase of the ROD, on-site pre-design and investigation. A pre-design 
investigation report (“the report”) was filed in October 1996 with the EPA. The report, which required EPA approval, 
provided up to date status on the site, which the EPA used to determine if the remedial design selected in the ROD was 
still the appropriate remedy. 

In the report, the Company proposed a modification to the soil clean-up remedy selected in the ROD to take into account 
an existing land use restriction banning future development at the site. In April of 1997, the EPA issued a fact sheet 
stating that the EPA was considering the proposed modification. The fact sheet included an overall cost estimate of $5.7 
million for the proposed modified remedy and a new overall cost estimate of $13.2 million for the remedy selected in 
the ROD. On August 28, 1997, the EPA issued a Proposed Plan to modify the current clean-up plan that would involve: 
( 1 )  excavation of off-site thermal treatment of the contents of the former subsurface gas holders; (2) implementation 
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of soil vaporization extraction; (3) pavement of the parking lot; and (4) use of institutional controls that would restrict 
future development of the Site. The overall estimated clean-up cost of the Site under the proposed plan was $4.2 million, 
as compared to EPA’s estimate of the current clean-up plan at $13.2 million. In January 1998, the EPA issued a revised 
ROD, which modified the soil remediation to conform to the proposed plan and included the estimated clean-up costs 
of $4.2 million. 

The Company is currently engaged in investigations related to additional parties who may be PRPs. Based upon these 
investigations, the Company will consider suit against other PRPs. The Company expects continued negotiations with 
PRPs in an attempt to resolve these matters. 

The Company adjusted its accrued liabilityrecorded with respect to the Dover Site to $4.2 million. This amount reflects 
the EPA’s estimate, as stated in the ROD issued in 1998 for remediation of the site according to the ROD. The recorded 
liability may be adjusted upward or downward as the design phase progresses and the Company obtains construction 
bids for performance of the work. The Company has also recorded a regulatory asset of $4.2 million, corresponding to 
the recorded liability. Management believes that in addition to the $600,000 expected to be contributed by the State of 
Delaware under the Settlement, the Company will be equitably entitled to contribution from other responsible parties 
for a portion of the expenses to be incurred in connection with the remedies selected in the ROD. Management also 
believes that the amounts not so contributed will be recoverable in the Company’s rates. 

As of December 3 1 ,  1997, the Company has incurred approximately $5.0 million in costs relating to environmental 
testing and remedial action studies. In 1990, the Company entered into settlement agreements with a number of 
insurance companies resulting in proceeds to fund actual environmental costs incurred over a five to seven-year period. 
In December 1995, the Delaware Public Service Commission, authorized recovery of all unrecovered environmental 
cost incurred by a means of a rider (supplement) to base rates, applicable to all firm service customers. The costs would 
be recovered through a five-year amortization offset by the deferred tax benefit associated with those environmental 
costs. The deferred tax benefit equals the projected cashflow savings realized by the Company in connection with a 
reduced income tax liability due to the possibility of accelerateddeduction allowed on certain environmental costs when 
incurred. Each year a new rider rate is calculated to become effective December 1 .  The rider rate is based on the 
amortization of expenditures through September of the filing years plus amortization of expenses from previous years. 
The advantage of the rider is that it is not necessary to file a rate case every year to recover expenses incurred. As of 
December 3 1, 1997, the unamortized balance and amount of environmental costs not included in the rider, effective 
January 1, 1998 was $2.1 million and $190,000, respectively. With the rider mechanism established, it is management’s 
opinion that these costs and any future cost, net of the deferred income tax benefit, will be recoverable in rates. 

(b) Salisbury Town Gas Light Site 
In cooperation with the Maryland Department of the Environment (“MDE”), the Company has completed assessment, 
construction and has begun remediation of the Salisbury manufactured gas plant site. The assessment determined that 
there was localized contaminationof ground-water. A remedial design report was submitted to MDE in November 1990 
and included a proposal to monitor, pump and treat any contaminated ground-water on-site. Through negotiations with 
the MDE, the remedial action work plan was revised with final approval from MDE obtained in early 1995. The 
remediation process for ground-water was revised from pump-and-treat to Air Sparging and Soil-Vapor Extraction, 
resulting in a substantial reduction in overall costs. During 1996, the Company completed construction and began 
remediation procedures at the Salisbury site and has been reporting the remediation and monitoring results to the 
Maryland Department of the Environment on an ongoing basis. 

The cost of remediation is estimated to range from $140,000 to $190,000 per year for operating expenses. Based on 
these estimated costs, the Company recorded both a liability and a deferred regulatory asset of $665,000 on December 
3 1, 1997, to cover the Company’s projected remediation costs for this site. The liability payout for this site is expected 
to be over a five-year period. As of December 3 1 ,  1997, the Company has incurred approximately $2.4 million for 
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remedial actions and environmental studies and has charged such costs to accumulated depreciation. In January 1990, 
the Company entered into settlement agreements with a number of insurance companies resulting in proceeds to fund 
actual environmental costs incurred over a three to five-year period beginning in 1990. The final insurance proceeds 
were requested and received in 1992. In December 1995, the Maryland Public Service Commission approved recovery 
of all environmental cost incurred through September 30, 1995 less amounts previously amortized and insurance 
proceeds. The amount approved for a 1 0-year amortization was $964,25 1. Of the $2.4 million in costs reported above, 
approximately $597,000 has not been recovered through insurance proceeds or received ratemaking treatment. It is 
management’s opinion that these costs incurred and future costs incurred, if any, will be recoverable in rates. 

(c) Winter Haven Coal Gas Site 
In May 1996, the Company filed an Air Sparging and Soil Vapor Extraction Pilot Study Work Plan for the Winter 
Haven site with the Florida Department of Environmental Protection (“FDEP”). The Work Plan described the 
Company’s proposal to undertake an Air Sparging and Soil Vapor Extraction (“AS/SVE”) pilot study to evaluate at the 
site. After discussions with the FDEP, the Company filed a modified AS/SVE Pilot Study Work Plan, scope of work 
to complete the site assessment activities and a report describing a limited sediment investigation performed recently. 
The Company will be awaiting FDEP’s comments to the modified Work Plan. It is not possible to determine whether 
remedial action will be required by FDEP and, if so, the cost of such remediation. 

The company has spent and received ratemaking treatment of approximately $678,000 on these investigations as of 
September 30, 1997. The Company has been allowed by the Florida Public Service Commission to continue to accrue 
for future environmentalcosts. At September30,1997, the Company had M32,OOO accrued. It is management’sopinion 
that future costs, if any, will be recoverable in rates. 

Item 4. Submission of Matters to a Vote of Security Holders 
None 

Item I O .  Executive Officers of the Registrant 
Information pertaining to the Executive Officers of the Company is as follows: 

Ralph J. Adkins (age 55) Mr. Adkins is Chairman of the Board and Chief Executive Officer of Chesapeake. He has 
served as Chairman of the Board and Chief Executive Officer since August 1997. Prior to holding his present 
position, Mr. Adkins served as President and Chief Executive Officer, President and Chief Operating Officer, 
Executive Vice President, Senior Vice President, Vice President and Treasurer of Chesapeake. Mr. Adkins is also 
Chairman and Chief Executive Officer of Chesapeake Service Company, and Chairman and Chief Executive 
Officer of Sharp Energy, Inc., Tri-County Gas Company, Inc., Chesapeake Service Company and Eastern Shore 
Natural Gas Company, all wholly owned subsidiaries of Chesapeake. He has been a director of Chesapeake since 
1989. 

John R. Schimkaitis (age 50) Mr. Schimkaitis is President and Chief Operating Officer. He has served as President 
since August 1997. He previously served as Executive Vice President, Chief Financial Officer, Senior Vice 
President, Treasurer and Assistant Secretary. From 1983 to 1986, Mr. Schimkaitis was Vice President of Cooper 
& Rutter, Inc., a consulting firm providing financial services to the utility and cable industries. He was appointed 
as a director of Chesapeake in February 1996. 

Michael P. McMasters (age 39) Mr. McMasters is Vice President, Chief Financial Officer and Treasurer of 
Chesapeake Utilities Corporation. He has served as Vice President, Chief Financial Officer and Treasurer since 
December 1996. He previously served as Vice President of Eastern Shore, Director of Accounting and Rates and 
Controller. From 1992 to May 1994, Mr. McMasters was employed as Director of Operations Planning for 
Equitable Gas Company. 
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Stephen C. Thompson (age 37) Mr. Thompson is Vice President of the Natural Gas Operations, as well as Vice 
President of Chesapeake Utilities Corporation. He has served as Vice President since May 1997. He has served as 
President, Vice President, Manager, Director of Gas Supply and Marketing and Superintendent of Eastern Shore 
and Regional Manager for the Florida distribution Operations. 

Philip S .  Barefoot (age 50) Mr. Barefoot joined Chesapeake as Division Manager of Florida Operations in July 
1988. In May 1994 he was elected Vice President of Chesapeake Utilities Corporation. Prior to joining Chesapeake, 
he was employed by Peoples Natural Gas Company where he held the positions of Division Sales Manager, 
Division Manager and Vice President of Florence Operations. 

Jeremy D. West (age 48) Mr. West joined Chesapeake as President of Sharp Energy in June 1990. In May 1992 
he was elected Vice President of Chesapeake’s Propane Operations and in May 1997, he was promoted to Vice 
President of Strategic Planning and Acquisitions. Prior to joining Chesapeake, he was employed by Columbia 
Propane Corporation, a subsidiary of Columbia Gas System, as Vice President of Marketing, and later, President 
of Columbia Propane Corporation. He has also serviced as Regional Manager of Suburban Propane. 

PART II 

Item 5. Market for the Registrant’s Common Stock and Related Security Holder Matters 
(a) Common Stock Dividends and Price Ranges: 
The following table sets forth sale price and dividend information for each calendar quarter during the years December 
31. 1997 and 1996: 

Dividends 
Declared 

Quarter Ended High Low Close Per Share 

1997 

March 3 1 ............................................. $18.000 ..................... $16.500 ...................... $17.375 ..................... $0.2425 
June 30 ................................................ 17.500 ....................... 16.000 ...................... 17.000 ....................... 0.2425 
September 30 ...................................... 18.500 ....................... 16.250 ...................... 18.375 ....................... 0.2425 
December 3 1 ....................................... 21.750 ....................... 18.375 ...................... 20.500 ....................... 0.2425 

1996 

March 3 1 ........................... .......... $17.000 . $16.750 ..................... $0.2325 
June 30 ................................................ 17.875 .. ................ 16.000 ....................... 0.2325 
September 30 ...................................... 17.750.. 
December 31 ....................................... 18.000 ....................... 16.375 ...................... 16.875 ....................... 0.2325 

The common stock of the Company trades on the New York Stock Exchange under the symbol “CPK’. 

(b) Approximate number of holders of common stock as of December 31,1997: 

Title of Class 
Common stock, par value $.4867 

14 

Number of Shareholders 
of Record 

2,178 



(c) Dividends: 
During the years ended December 3 1, 1997 and 1996, cash dividends paid by Chesapeake have been declared each 
quarter, in the amounts set forth in the table above. During 1996 and 1995, Tri-County paid dividends of $79,000 and 
$592,000, respectively. 
Indentures to the long-term debt of the Company and its subsidiariescontain a restrictionthat the Company cannot, until 
the retirement of its Series I Bonds, pay any dividends after December 3 1, 1988 which exceed the sum of $2,135,188 
plus consolidated net income recognized on or after January 1, 1989. As of December 3 1, 1997, the amounts available 
for future dividends permitted by the Series I covenant are $14.6 million. 

(d) On March 6, 1997, in conjunction with the acquisition of Tri-County Gas Company, Inc., the Company issued 
639,000 shares of Company stock to William P. Schneider and James R. Schneider in reliance on the private placement 
exemption provided by Section 4(2) of the Securities Act of 1933 and Regulation D, thereunder. 
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Item 6. Selected Financial Data 

(dollars in thousands except stock data) 

1997 1996 1995 1994'" 1993'" For the Years Ended December 31, 

Operating 
Operating revenues 
Operating income 
Income before cumulative effect of 

change in accounting principle 
Cumulative effect of change in 

accounting principle 
Net income 

$122,775 $130,213 $1 11,796 $98,572 
$8,559 $10,110 $10,067 $7,227 

$85,873 
$6,3 1 1 

$5,683 $7,605 $7,594 $4,460 $3,914 

$58 
$3,972 $5,683 $7,605 $7,594 $4,460 

Balance Sheet 
Gross plant 
Net plant 
Total assets 
Long-term debt, net 
Common stockholders' equity 
Capital expenditures 

$143,345 $133,001 $1 19,837 $1 10,023 $100,330 
$99,517 $93,570 $84,589 $75,313 $69,794 

$137,379 $136,046 $123,339 $108,271 $100,988 
$38,226 . $28,984 $31,619 $24,329 $25,682 
$50,336 $47,537 $42,582 $37,063 $34,878 
$11,381 $14,837 $12,887 $10,653 $10,064 

Common Stock 
Basic earnings per share: 

Income before cumulative effect of 
change in accounting principle 

Cumulative effect of change in 
accounting principle 

Net income 

$1.27 $1.72 $1.75 $1.23 $1.10 

$0.02 
$1.12 $1.27 $1.72 $1.75 $1.23 

Diluted earnings per share: 
Income before cumulative effect of 

change in accounting principle 
Cumulative effect of change in 

accounting principle 
Net income 

$1.24 $1.67 $1.70 $1.20 $1.08 

$0.02 
$1.10 

3,551,932 

$1.24 $1.67 $1.70 $1.20 

Average shares outstanding 

Cash dividends per share 
Book value per share 
Common equitymotal capitalization 
Return on equity 

4,472,087 

$0.97 
$11.18 
56.80% 
1 1.29% 

4,412,137 

$0.93 
$10.71 
62.10% 
16.00% 

4,336,43 1 

$0.90 
$9.77 

57.40% 
17.80% 

3,628,056 

$0.88 
$10.15 
60.3 7% 
12.03% 

$0.86 
$9.76 

5 7.5 9% 
1 1.39% 

Other 
Number of Employees 
Number of Registered Stockholders 
Heating Degree Days 
Heating Degree Days ( 1  0-year average) 

397 386 383 320 326 

4,418 4,717 4,593 4,398 4,705 
4,577 4,596 4,586 4,564 4,588 

2,178 2,2 13 2,098 1,72 1 1,743 

~~ 

( ' )  1994 and 1993 have not been restated to include the business combination with Tri-County Gas Company, Inc. 
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations 

Liquidity and Capital Resources 
The capital requirements of Chesapeake Utilities Corporation (“Chesapeake” or “the Company”) reflect the capital- 
intensive nature of its business and are attributable principally to the construction program and the retirement of 
outstanding debt. The Company relies on cash generated from operations and short-term borrowing to meet normal 
working capital requirements and temporarily finance capital expenditures. During 1997, net cash provided by operating 
activities, used by investing activities and used by financing activities were $12.3 million, $12.4 million and $1.5 
million, respectively. 

The Board of Directors has authorized the Company to borrow up to $20.0 million from various banks and trust 
companies. As of December 3 1, 1997, Chesapeake had four unsecured bank lines of credit, totaling $34.0 million, for 
short-term cash needs to meet seasonal working capital requirements and to temporarily fund portions of its capital 
expenditures. The outstanding balances of short-term borrowing at December 3 1, 1997 and 1996 were $7.6 million and 
$12.7 million, respectively. 

In 1997, Chesapeake used cash provided by operations and the issuance of long-term debt to fund capital expenditures 
and reduce short-term borrowing. During 1996, the Company used cash provided by operating activities and short-term 
borrowing to fund the capital expenditures and increases in working capital requirements. 

During 1997, 1996 and 1995, capital expenditures were approximately $12.8 million, $14.8 million and $12.9 million, 
respectively. Chesapeake has budgeted $1 5.6 million for capital expenditures during 1998. This amount includes $8.7 
million and $2.7 million for natural gas and propane distribution,respectively;$3.1 million for natural gas transmission, 
$395,000 for advanced information services and $632,000 for general plant. The natural gas and propane distribution 
expenditures are for expansion and improvement of facilities in existing service territories. Natural gas transmission 
expenditures are for improvement and expansion of the pipeline system. The advanced information services 
expenditures are for computer hardware, software and related equipment. Financing for the 1998 construction program 
is expected to be provided from short-term borrowing and cash from operations. The construction program is subject 
to continuous review and modification. Actual construction expenditures may vary from the above estimates due to a 
number of factors including inflation, changing economic conditions, regulation, sales growth and the cost and 
availability of capital. 

Chesapeake has budgeted $2.8 million for environmental related expenditures during 1998 and expects to incur 
additional expenditures in future years (see Note J to the Consolidated Financial Statements), a portion of which may 
need to be financed through external sources. Management does not expect such financing to have a material adverse 
effect on the financial position or capital resources of the Company. 

Capital Structure 
As of December 3 1, 1997, common equity represented 56.8% of permanent capitalization compared to 62.1% in 1996 
and 57.4% in 1995. Chesapeake remains committed to 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 relief for the Company’s regulated operations, helps to ensure that Chesapeake will be able 
to attract capital from outside sources at a reasonable cost. The achievement of these objectives will provide benefits 
to customers and creditors, as well as to the Company’s investors. 

Financing Activities 
In December 1997, Chesapeake finalized a private placement of $10 million of 6.85% Senior Notes due January 1,20 12. 
The Company used the proceeds to repay a portion of its short-term borrowing. In October 1995, the Company finalized 
a private placement of $ 1  0 million of 6.91% Senior Notes due in 2010. The Company used the proceeds to retire $4.1 
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million of the 10.85% Senior Notes of Eastern Shore Natural Gas Company, the Company’s natural gas transmission 
subsidiary (“Eastern Shore”) originally due in 2003. The remaining proceeds were used to reduce short-term borrowing. 
The Company issued no long-term debt in 1996. During 1997, the Company repaid approximately $3.1 million of long- 
term debt, compared to $823,000 and $5.4 million in 1996 and 1995, respectively. The increase in debt payments for 
1997 resulted from the payoff of $2.2 million of debt assumed in the pooling of interests with Tri-County Gas Company, 
Inc. (“Tri-County”). 

On March 6,1997, the Company acquiredall of the outstanding common stock of Tri-County and associatedproperties. 
Tri-County distributes propane to both retail and wholesale customers on the peninsula. The transaction was effected 
through the exchange of 639,000 shares of the Company’s common stock and was accounted for as a pooling of 
interests. 

Chesapeake issued 32,169, 33,926 and 38,660 shares of common stock in connection with its Automatic Dividend 
Reinvestment and Stock Purchase Plan during the years of 1997, 1996 and 1995, respectively. 

Results of Operations 
Net income for 1997 was $5,682,946 as compared to $7,604,915 for 1996. The decrease in net income is primarily 
related to temperatures in the Company’s northern service territory, which were, on average, 6% warmer than in 1996. 
The warmer weather resulted in a reduction in volumes sold by the natural gas and propane distribution segments. The 
lower gas volumes contributed to the reduction in Earnings Before Interest and Taxes (“EBIT”) for both distribution 
segments as shown in the table below. 

EARNINGS BEFORE INTEREST AND TAXES (in thousands): 
Increase I Increase I 

For the Years Ended December 31, 1997 1996 (decrease) 1996 1995 (decrease) 

EBIT by Business Segment: 
Natural gas distribution $5,498 $7,167 ($1,669) $7,167 $4,728 $2,439 
Natural gas transmission 3,721 2,458 1,263 2,458 6,083 (3,625) 
Propane distribution 1,064 2,815 (1J5 1) 2,815 2,252 563 
Advanced information services 1,046 1,056 (10) 1,056 1,06 1 (5) 
Other 558 56 1 (3) 561 (32) 593 

$1 1,887 $14,057 ($2,170) $14,057 $14,092 ($35) Total EBIT 

Chesapeake’s 1996 net income was $7,604,915, as compared to $7,593,506 for 1995. Although net income was 
relatively unchanged, the contribution to net income from each business segment differed during the two-year period. 
Natural gas distribution EBIT was higher in 1996 due to rate increases placed in effect in two of the three service 
territories during 1995. EBIT for the propane distribution segment increased due to greater volumes sold due to 
temperatures being 3% colder than in 1995. Natural gas transmission’s contribution decreased due to a reduction in 
volumes sold to industrial intermptiblecustomers during 1996. In addition, 1995 net income includes a one-time benefit 
from a settlement with the Federal Energy Regulatory Commission (see Note K to the Consolidated Financial 
Statements). 

Natural Gas Distribution 
The reduction in EBIT of $1.7 million from 1996 to 1997 is primarily related to a decline in total gross margin, as 
indicated in the following table, coupled with an overall increase in expenses. The reduction in gross margin earned on 
volumes sold is primarily the result of a 3% decline in volumes sold to residential and commercial customers and a 
decrease in volumes sold to industrial interruptible customers in Chesapeake’s Florida service territory. The reduction 
in volumes sold to residential and commercial customers was directly related to warmer temperatures, primarily during 
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the first quarter of 1997. Operations and maintenance expenses increased $633,000 and $108,000, respectively. 
Compensation, regulatory commission expenses and costs related to data processing and billable service revenue 
contributed to the increase in operations expenses. A greater level of maintenance to the gas pipeline system resulted 
in an increase in maintenance expenses. 

The $2.4 million rise in EBIT from 1995 to 1996 resulted from an increase in gross margin earned on sales of natural 
gas in two of Chesapeake’s three service territories, offset by an overall increase in expenses. The $4.0 million increase 
in gross margin was partially due to a full year of rate increases, which went into effect in 1995. Maryland operations’ 
rates became effective during December and interim rates were in effect during June of 1995 for Delaware operations. 
In addition, colder temperatures contributed to the 20% increase in deliveries to residential and commercial customers 
located in Chesapeake’s northern service territory. The $583,000 increase in operations expenses was primarily the 
result of higher compensation, benefits, data processing costs, bad debts and regulatory expenses. Plant additions placed 
in service during 1996 resulted in higher depreciation expense. In addition, other taxes increased by $460,000 or 23%, 
partially due to the inclusion of certain state revenue related taxes, which were previously included as reductions to 
revenue. 

GROSS MARGIN SUMMARY (in thousands) 
Increase I Increase I 

For the Years Ended December31, 1997 1996 (decrease) 1996 1995 (decrease) 

Revenues: 
Gas sold $54,205 $52,290 $1,915 $52,290 $42,784 $9,506 

Gas marketed 18,419 19,382 (963) 19,382 8,555 10,827 
Other 275 193 82 193 168 25 

Gas transported 3,061 2,99 1 70 2,99 1 2,618 373 

Total Revenues $75,960 $74,856 $1,104 $74,856 $54,125 $20,73 1 

Cost of Sales: * 
Gas sold $35,507 $32,846 $2,661 $32,846 $26,789 $6,057 
Gas marketed 18,233 19,117 (884) 19,117 8,4 10 10,707 

Total Cost of Sales $53,740 $51,963 $1,777 $51,963 $35,199 $16,764 

Gross Margin: 
Gas sold $18,698 $19,444 ($746) $19,444 $15,995 $3,449 
Gas transported 3,061 2,99 1 70 2,99 1 2,6 18 373 
Gas marketed 186 265 (79) 265 145 120 
Other 275 193 82 193 168 25 

Total Gross Margin $22,220 $22,893 ($673) $22,893 $18,926 $3,967 

* Transportation service does not have an associated cost of sales. 

Natural Gas Transmission 
The Company’s natural gas transmission segment, Eastem Shore, which became an open access pipeline on November 
1, 1997, had an increase in EBIT of $1.3 million for 1997. The rise in EBIT is partially attributable to a rate increase 
and an increase in firm services implemented in 1997, as well as an overall reduction in expenses. The rate increase is 
designed to generate additional gross margin of approximately $1.2 million annually. Also contributing to the increase 
in EBIT were additional revenues generated by the increase in transportation services that were effective with the 
implementationof open access. On an annual basis, the additional services will generate revenue of approximately $1.3 
million. Operations expense decreased by $143,000 or 5%, primarily consisting of compensation, relocation costs and 
property insurance. Maintenance expenses were also lower due to reduced maintenance required during the year on the 
gas pipeline system. Capital additions during the year resulted in higher depreciation expense. 
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The $3.6 million reduction in 1996 EBIT was primarily due to lower gross margin on sales to industrial customers. The 
gross margin decreased due to a 67% reduction in volumes delivered, primarily reflecting lower deliveries to two 
industrial interruptible customers - a municipal power plant and a methanol plant. The methanol plant shut down 
operations on April 1, 1996. During 1996 and 1995, deliveries to the methanol and power plants contributed 
approximately$284,000 and $2.4 million, respectively to gross margin. As intermptiblecustomers, they had no ongoing 
commitment, contractual or otherwise, to purchase natural gas from the Company (see Note A to the Consolidated 
Financial Statements). The $109,000 increase in operating expenses reflects increased compensation and benefit related 
expenses. Depreciation increased due to plant placed in service. 

With Eastern Shore’s conversion to open access, all of its customers will have the opportunity to transport gas over its 
system at rates regulated by the FERC. The variability in Eastern Shore’s margins, historically driven by the sales to 
industrial customers, will dramatically decrease, as capacity reservation fees for transportation services will drive 
prospective margins. It is expected that in the future, Eastern Shore’s EBIT will tend to be more stable and resemble 
a fully regulated return. Taking the 1997 rate increase, revenues associated with additional capacity and lower margins 
on services provided to industrial customers into account, the Company expects gross margin during 1998 to be between 
$7.9 and $8.2 million (see Cautionary Statement). Comparatively, gross margin for the past three years has been $7.9 
million, $6.7 million and $10.2 million for 1997, 1996 and 1995, respectively. 

Propane Distribution 
In 1997, Chesapeake integrated the operations of Tri-County and the Company’s existing propane distribution 
operations. Like Chesapeake’s existing propane operations, Tri-County’s earnings are heavily dependent upon weather 
conditions. 

The reduction in 1997 EBIT of $1.8 million was primarily due to a reduction in gross margin, partially offset by a 
reduction in expenses. Gross margin decreased due to an 11% reduction in sales volumes coupled with a 13% lower 
margin per gallon sold. The decline in sales volumes is directly related to the warmer temperatures, which averaged 6% 
warmer than the prior year. Furthermore, during the first quarter of 1997 temperatures were 14% warmer than normal. 
The Company normally sells a high percentage of its annual volume during this period. The reduction in margin per 
gallon sold was also the result of abnormally warmer temperatures. As temperatures warmed during the first quarter, 
demand decreased and supply-prices declined rapidly. Due to the low cost of wholesale-supply, retail prices declined, 
thereby reducing margins. Operations expenses decreased $554,000 or 7% primarily in the areas of compensation, 
delivery related costs, advertising and legal fees. Maintenance expenses declined primarily in equipment and structures. 
Depreciation and amortization expenses declined $477,000 or 28% primarily the result of a non-compete agreement, 
which became filly amortized in November of 1996. 

The increase in 1996 EBIT of $563,000 is primarily attributable to a rise in gross margin partially offset by higher 
expenses. Gross margin was higher due to a 12% increase in volumes sold and a slight increase in margin eamed per 
gallon sold. The increases are directly related to temperatures which were 3% colder than those in 1995. Operating 
expenses increased $1.3 million or 19% in 1996 primarily due to compensation, delivery related costs, benefits and 
outside services. Maintenance expenses increased in the areas of propane storage facilities, equipment and structures. 

Advanced Information Services 
The results of the advanced information services segment consisted primarily of those of United Systems, Inc. (“USI”), 
due to the downsizing of Chesapeake’sNorth Carolina operations in early 1997. Although the EBIT contribution of this 
segment has remained unchanged from 1996 to 1997, USI’s gross margin has increased by $970,000 or 34%. Operating 
expenses increased due to the opening of a new office in Detroit, Michigan and the expansion of staff training and 
marketing efforts to position US1 to be able to provide new services and for future growth of current services. Since the 
rise in operating costs offset most of the growth in gross margin, EBIT remained constant. 
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Although the EBIT contributed by the advanced information segment was relatively unchanged from 1995 to 1996, 
EBIT contributed by US1 increased $268,000. This was mostly offset by a reduction in EBIT contributed by the North 
Carolina operation as they ceased to provide facilities management services beginning in early 1996. 

Income Taxes 
Operating income taxes in 1997 decreased $6 19,000 due to a reduction in EBIT. This was partially offset by the one- 
time expense of $3 18,000 recorded in 1997 to establish the deferred income tax liability for Tri-County. Prior to 1997, 
Tri-County was a subchapter S Corporation for income tax reporting; therefore, no deferred income taxes were recorded 
on its balance sheet. In addition, the Company’s 1996 and 1995 restated financial statements do not include any income 
tax expense for Tri-County due to its subchapter S status during those years. 

Other 
Non-operating income was $428,000, $458,000 and $391,000 for 1997, 1996 and 1995, respectively. The decrease in 
1997 is primarily due to a reduction in interest income, partially offset by the gain on the sale of fixed assets. The 
increase in 1996 is primarily the result of a rise in interest income earned partially offset by a reduction in the gain on 
sales of fixed assets. 

Environmental Matters 
The Company continues to work with federal and state environmental agencies to assess the environmental impact and 
explore corrective action at several former gas manufacturing plant sites (see Note J to the Consolidated Financial 
Statements). The Company believes that any future costs associated with these sites will be recoverable in rates, 

The Year 2000 
Chesapeake is dependent upon information systems to operate efficiently and effectively. In order to address the impact 
of the year 2000 on its many information systems, Chesapeake is in the process of evaluating and remediating any 
deficiencies. The Company has segregated the evaluation of its readiness and the potential impact of the year 2000 on 
its systems into two components: primary internal applications and other applications. The Company’s primary 
applications include systems for its financial information; natural gas customer information and billing; and propane 
customer information, billing and delivery. Other applications include systems for services such as telephone, system 
control and data acquisition for the pipeline, as well as other vendors’ systems. With respect to the three primary 
applications, Chesapeake has updated its propane customer information, billing and delivery system to a year 2000 
compliant version. This system will be tested further to insure compliance during 1998. With respect to the other two 
primary applications, Chesapeake has conducted initial evaluations and estimates that the cost of any remediation will 
not be significant. Each application will be tested during 1998. Chesapeake has developed an inventory of other 
applications and is in the process of developing plans to contact its vendors, test and remediate to the extent necessary. 

Competition 
Historically, the Company’s natural gas operations have successfully competed with other forms of energy such as 
electricity,oil and propane. The principle considerationshave been price, and to a lesser extent, accessibility. As a result 
of Eastern Shore’s recent conversion to open access, the Company expects to be subject to competitive pressures from 
other sellers of natural gas. With open access transportation services available on Eastern Shore’s system, third party 
suppliers will compete with Chesapeake to sell gas to the local distribution companies and the end users on Eastern 
Shore’s system. Eastern Shore has shifted from providing sales service to providing transportation and contract storage 
services. 

The Company’s distribution operations located in Delaware began to offer transportation services to certain industrial 
customers in December 1997. Chesapeake expects that during 1998, the distribution operations located in Maryland will 
also begin offering transportation services. The Company expects to expand the availability of transportation services 
to additional customers in the future. Since the Florida distribution operations have been open to certain industrial 
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customers since 1994, the Company has gained experience in operating in an open access environment. The Company 
established a natural gas brokering and supplies operation in Florida to compete for these customers. The Company is 
evaluating whether to establish similar services in our northern service territory. 

Both the propane distribution and the advanced information services businesses face significant competition from a 
number of larger competitors with substantially greater resources available to them than those of the Company. In 
addition, in the advanced information services business, changes are occurring rapidly, which could adversely affect 
the markets for the Company’s services. 

Inflation 
Inflation affects the cost of labor and other goods and services required for operation, maintenance and capital 
improvements. The impact of inflation has lessened in recent years, except for the effect on purchased gas costs. These 
costs are passed on to customers through the purchased gas adjustment clause in the Company’s tariffs. To help cope 
with the effects of inflation on its capital investments and returns, the Company seeks rate relief from regulatory 
commissions for regulated operations while monitoring the returns of its unregulated business operations. 

Cautionary Statement 
Statements made herein and elsewhere in this Form 10-K, which are not historical fact, are forward-lookingstatements. 
In connection with the “Safe Harbor’’ provisions of the Private Securities Litigation Reform Act of 1995, Chesapeake 
is providing the following cautionary statement to identify important factors that could cause actual results to differ 
materially from those anticipated in forward-looking statements made herein or otherwise by or on behalf of the 
Company. 

A number of factors and uncertainties make it difficult to predict the effect on future operating results of Eastern Shore 
operating as an open access pipeline, relative to historical results. While open access eliminates industrial interruptible 
sales margins, such sales have varied widely from year to year and, in future years, might have made a less significant 
contribution to earnings even in the absence of open access. Additionally,there are a number of uncertainties, including 
future open access proceedings and the effects of competition, which will affect whether the Company will be able to 
provide economical gas marketing, transportation and other services. 

In addition, a number of factors and uncertainties affecting other aspects of the Company’s business could have a 
material impact on earnings. These include: the seasonality and temperature sensitivity of Chesapeake’s natural gas and 
propane businesses, the relative price of alternative energy sources and the effects of competition on both unregulated 
and natural gas sales, now that the Company operates in an open access environment. There are also uncertainties 
relative to the impact of the year 2000 on the information systems of the Company, its vendors and other third parties. 
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Item 8. Financial Statements and Supplemental Data 

REPORT OF INDEPENDENT ACCOUNTANTS 

To the Stockholders of 
Chesapeake Utilities Corporation 

We have audited the consolidated financial statements and consolidated financial statement schedules of 
Chesapeake Utilities Corporation and Subsidiaries listed in Item 14(a) of this Form 10-K. These financial statements 
and financial statement schedules are the responsibility of the Company’s Management. Our responsibility is to express 
an opinion on these financial statements and the financial statement schedules based on our audits. 

We conducted our audits in accordance with generally accepted auditing standards. Those standards require 
that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of 
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures 
in the financial statements. An audit also includes assessing the accounting principles used and significant estimates 
made by Management, as well as evaluating the overall financial statement presentation. We believe that our audits 
provide a reasonable basis for our opinion. 

In our opinion, the financial statements referred to above present fairly, in all material respects, the 
consolidated financial position of Chesapeake Utilities Corporation and Subsidiaries as of December 3 1, 1997 and 1996, 
and the consolidated results of their operations and their cash flows for each of the three years in the period ended 
December 3 1, 1997 in conformity with generally accepted accounting principles. In addition, in our opinion, the 
consolidated financial statement schedules referred to above, when considered in relation to the basic consolidated 
financial statements taken as a whole, presents fairly, in all material respects, the information required to be included 
therein. 

We have also previously audited, in accordance with generally accepted standards, the consolidated balance 
sheets and statements of capitalizationas of December 3 1, 1995, 1994 and 1993, and the related consolidated statements 
of income, cash flows, stockholders’ equity, and income taxes for each of the two years in the period ended December 
3 1, 1994 (none of which are presented herein) and we expressed unqualified opinions on those consolidated financial 
statements. In our opinion, the information set forth in the Financial Highlights included in the Selected Financial Data 
for each of the five years in the period ended December 3 1, 1997, appearing on page 16 is fairly stated in all material 
respects in relation to the financial statements from which it has been derived. 

Baltimore, Maryland 
February 12, 1998 

COOPERS & LYBRAND L.L.P. 
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CONSOLIDATED BALANCE SHEETS 

Assets 

At December 31, 1997 1996 

Prop@, Plant and Equipment 
Natural gas distribution 
Natural gas transmission 
Propane distribution 
Advanced information services 
Other plant 

$74,769,458 $69,853,054 
33,856,873 30,655,492 
26,920,403 25,279,2 17 

84 1,757 1,003,850 
6,161,63 1 5,414,249 

Gas plant acquisition adjustment 795,004 795,004 
Total property, plant and equipment 143,345,126 133,000,866 

Less: Accumulated depreciation and amortization (43,827,961) (39,430,738) 
Net property, plant and equipment 99,517,165 93.570.128 

2,72 1,443 2,263,068 Investments 

Current Assets 
555,198 2,213,529 Cash and cash equivalents 

Accounts receivable (less allowance for uncollectibles 
13,087,999 14,488,944 
1,380,120 1,284,876 Materials and supplies, at average cost 
2,288,5 16 2,345,53 1 Propane inventory, at average cost 

Storage gas prepayments 2,926,6 18 3,731,680 
Underrecovered purchased gas costs 1,673,389 2,192,170 
Income taxes receivable 8 4 9,6 2 3 112,942 
Prepaid expenses 1,060,911 942,359 

158,010 Deferred income taxes 247,487 
24,069,86 1 27,470,04 1 

of $33 1,775 and $392,4 12 in 1997 and 1996, respectively) 

Total current assets 

Deferred Charges and Other Assets 
Environmental regulatory assets 
Environmental expenditures, net 

4,865,073 6,650,088 
2,372,929 1,778,348 

Other deferred charges and intangible assets 3,832,389 4,314,235 
Total deferred charges and other assets 1 1,070,39 1 12.742.671 

Total Assets $137,378,860 $136,045,908 

See accompanying notes 
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Capitalization and Liabilities 

At December 31, 1997 1996 

Capitalization 
Stockholders’ equity 
Common stock $2,191,792 $2,160,628 
Additional paid-in capital 19,819,604 18,745,7 18 
Retained earnings 28,218,763 26,957,048 
Less: Unearned compensation related to restricted stock awarded (190,886) (364,529) 

Unrealized gain on marketable securities, net 296,872 38,598 
Total stockholders’ equity 50,336,145 47,537,463 

Long-term debt, net of current portion 38,226,000 28,984,368 

Total capitalization 88,562,145 76,521,831 

Current Liabilities 
Current portion of long-term debt 
Short-term borrowings 
Accounts payable 
Refimds payable to customers 
Accrued interest 
Dividends payable 

582,500 3,078,489 
7,600,000 12,700,000 

12,451,570 14,426,983 
357,041 353,734 
784,533 74 1,768 

1,092,168 883,621 
Other accrued exDenses 3.807.484 3.733.233 

__ 

Total current liabilities 26,675,296 35,917,828 

Deferred Credits and Other Liabilities 
Deferred income taxes 11,490,358 9,798,676 
Deferred investment tax credits 82 1,6 17 876,432 
Environmental liability 4,865,073 6,650,088 
Accrued pension costs 1,754,7 15 I ,866,66 1 
Other liabilities 3,209,656 4,414,392 

Total deferred credits and other liabilities 22,141,419 23,606,249 

Commitments and Contingencies 

(Notes J and K) 

Total Capitalization and Liabilities $137,378,860 $136,045,908 

See accompanying notes 
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CONSOLIDATED STATEMENTS OF INCOME 

For the Years Ended December 31, 1997 1996 1995 

Operating Revenues $122,774,593 $130,213,409 $1 11,795,778 

Cost of Sales 77,764,830 82,226,644 65,616,368 

Gross Margin 45,009,763 47,986,765 46,179,4 I O  

Operating Expenses 
Operations 
Maintenance 
Depreciation and amortization 
Other taxes 

21,83 1,194 22,230,425 20,612,585 
2,04 1,043 2,504,894 2,477,454 
5,396,975 5,504,637 5,802,884 
3,853,954 3,689,748 3,194,673 

Income taxes 3,327,627 3,947,056 4,025,274 
Total operating expenses 36,450,793 37,876,760 36,112,870 

ODeratinp Income 8,558,970 10,110,005 10,066,540 

Other Income 
Interest income 
Other income, net 
Income taxes 

239,543 249,509 191,845 
405,156 177,045 239,687 

(216,988) (83,739) (105,280) 
Allowance for equity funds used during construction 1 15,434 65,198 

Total other income 427,711 458,249 391,450 

Income Before Interest Charges 8,986,681 10,568,254 10,457,990 

Interest Charges 
Interest on long-term debt 
Amortization of debt expense 
Other 

2,282,247 
119,401 120,345 109,399 
922,110 5 14,856 566,320 

2,347,369 2,392,458 

Allowance for borrowed funds used during construction (85,145) (64,3 20) (93,482) 
Total interest charges 3,3 03,73 5 2,963,339 2,864,484 

Net Income $5,682,946 $7,604,915 $7,593,506 

Earnings Per Share of Common Stock : 
Basic: 
Diluted: 

$1.27 $1.72 $1.75 
$1.24 $1.67 $1.70 

See accompanying notes 
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CONSOLIDATED STATEMENTS OF CASH FLOWS 

For the Years Ended December 31, 1997 1996 1995 

Operating Activities 
Net Income 
Adjustments to reconcile net income to net operating cash: 

Depreciation and amortization 
Allowance for equity funds used during construction 
Investment tax credit adjustments 
Deferred income taxes, net 
Employee benefits 
Employee compensation from lapsing of stock restrictions 
Allowance for refund 
Other, net 

Changes in assets and liabilities: 
Accounts receivable, net 
Other current assets 
Other deferred charges 
Accounts payable, net 
Refunds payable to customers 
Overrecovered (underrecovered) purchased gas costs 

$5,682,946 

6,090,665 

(54,815) 
1,437,206 
(238,826) 
173,643 

(286,147) 

1,400,945 
648,282 

(625,395) 
(1,823,912) 

3,307 
5 18,781 

$7,604,915 

6,148,232 
(1 15,434) 
(54,815) 

1,794,146 
471,870 
334.745 

83,301 

(904,5 16) 
(2,141,048) 

(977,652) 
1,422,807 
(6 13,206) 

(2,245,544) 

$7,593,506 

6,246,222 
(65,198) 
(54,815) 
252,727 
178,803 
43 1,694 

(1,356,705) 
(339,081) 

(4,727,364) 
1,588,675 
(946,450) 

3,619,023 
400,192 
162,399 

Other current liabilities (6 19.668) 396.326 939.750 
~~- 

Net cash provided by operating activities 12,307,012 11,204,127 13,923,378 

Investing Activifies 
Property, plant and equipment expenditures, net ( 1  2,380,826) (14,069,116) (1 1,666,442) 
Allowance for equity funds used during construction 115,434 65,198 
Purchases of investments (36,167) (129,406) (38,836) 

Net cash used by investing activities (12,416,993) (14,083,088) (1 1,640,080) 

Financing Activities 
Common stock dividends, net of amounts reinvested of $382,932, 

Issuance of stock -- Dividend Reinvestment Plan optional cash 167,337 208,8 13 202,835 
Issuance of stock -- Retirement Savings Plan 404,297 349,03 1 
Net (repayments) borrowings under line of credit agreements (5,100,000) 7,300,000 (3,197,039) 
Proceeds from issuance of long-term debt 9,908,223 10,428,753 
Repayment of long-term debt (3,098,455) (823,213) (5,439,15 1) 

Net cash (used) provided by financing activities (1,548,350) 3,696,876 (1,328,978) 

$346,308 and $304,106 in 1997, 1996 and 1995, respectively (3,829,752) (3,337,755) (3,324,376) 

Net (Decrease) Increase in Cash and Cash Equivalents 
Cash and Cash Equivalents at Beginning of Year 

(1,658,331) 817,915 954,320 
2,213,529 1,395,614 44 1,294 

Cash and Cash Equivalents at End of Year $555,198 $2,213,529 $1,395,614 

Supplemental Disclosure of Cash Flow In formation 
Cash paid for interest 
Cash paid for income tax 

$3,203,709 $2,83 1,109 $2,884,864 
$3,400,479 $2,122,120 $3,288,895 

See accompanying notes 
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CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY 

For the Years Ended December 31, 1997 1996 1995 

Common Stock 
Balance -- beginning of year $2,160,628 $2,122,212 $2,096,515 ('I 

Dividend Reinvestment Plan 15,398 16,514 18,816 
US1 restricted stock award agreements 10,639 6,881 
Conversion of debentures 4,46 1 429 
Company's Retirement Savings Plan 1 1,305 9,928 
Exercised stock options 906 

2,160,628 2,122,212 Balance -- end of year 2,191,792 

Additional Paid-in Capital 
Balance -- beginning of year 18,745,718 

Dividend Reinvestment Plan 529,453 
US1 restricted stock award agreements 
Sale of treasury stock to Company's 

Conversion of debentures 15 1,441 
Company's Retirement Savings Plan 392,992 
Exercised stock options 

19,8 19,604 

Retirement Savings Plan 

Balance -- end of year 

17,489,108 16,731,689 ( I )  

538,607 488,125 
344,570 176,029 

93,265 
14,557 

328,465 
30.41 1 

~ 

18,745,718 17,489,108 
~~ 

Retained Earnings 
Balance -- beginning of year 26,957,048 23,458,776 19,480,374 

Net income 5,682,946 7,604,915 7,593,506 ( I )  

Cash dividends -- Chesapeake(*) (4,341,964) (3,514,694) (3,33 1,972) 
Cash dividends -- Pooled companies (79,267) (591,949) (283,132) 

Balance -- end of year 28,218,763 26,957,048 23,458,776 

Treasury Stock (3) 

Unearned Compensation 
Balance -- beginning of year (364,529) (4 1 5,107) (696,679) 

Issuance of award (284,167) ( 1  21,343) 
Amortization of prior years' awards 173,643 334,745 402,9 15 

Balance -- end of year (190,886) (364,529) (4 15,107) 

Unrealized Gain (Loss) on Marketable Securities ( 4 )  296,872 38,598 (72,839) 

Total Stockholders' Equity $50,336, I45 $47,537,463 $42,582,150 

The following adjustments have been made to 1995 presentation to reflect the Tri-County pooling of interests: Beginning 
balances of Common Stock and Additional Paid-in Capital have been adjusted by $31 1,001 and ($103,314), respectively. 
Net income as shown in the Retained Earnings section has been adjusted by $356,8 1 I .  
Dividends per share of common stock were $.97, $.93 and $.90 for the years 1997, 1996 and 1995, respectively. 
The entire Treasury Stock balance of ($99,842) was sold to the Company's Retirement Savings Plan during 1995, leaving 
a zero balance. 
Net of income tax expense (benefit) of approximately $190,000, $25,000 and ($48,000) for the years 1997, 1996 and 1995, 
respectively. 

See accompanying notes 
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CONSOLIDATED STATEMENTS OF INCOME TAXES 

For the Years Ended December 31, 1997 1996 1995 

Current Income Tax Expense 
Federal 
State 

$1,916,654 $1,884,609 $3,182,346 
442,563 356,576 621,238 

Investment tax credit adjustments, net (543 15) (54,8 15) (54,815) 
Total current income tax expense 2,304,402 2,186,370 3,748,769 

Deferred Income Tax Expense 
Property, plant and equipment 
Deferred gas costs 
Pensions and other employee benefits 
Unbilled revenue 
Contributions in aid of construction 
Environmental expenditures 
Allowance for refund 

1,335,802 581,373 455,15 1 
(204,170) 873,904 (56,915) 
(19,508) 107,131 57,508 

(104,632) 54,320 (260,922) 
(33,028) (6,979) (283,033) 
249,4 17 108,578 272,068 

121,671 442,064 
Other 16,332 4,427 (244,136) 
Total deferred income tax expense ( I )  1,240,213 1,844,425 381,785 
Total Income Tax Expense $3,544,615 $4,030,795 $4,130,554 

Reconciliation of Eflective Income Tax Rates 
Federal income tax expense at 34% 
State income taxes, net of Federal benefit 
Acquisition of subchapter S Corporation (’) 

3,171,505 3,956,118 3,986,180 
399,2 13 537,566 546,955 
3 17,821 (268,211) (1 37,800) 

Other (343,924) (194,678) (264,781) 
Total income tax expense $3,544,615 $4,030,795 $4,130,554 
Effective income tax rate 38.4% 36.8% 36.3% 

For the Years Ended December 31 , 1997 1996 

Deferred Income Taxes 
Deferred income tax liabilities: 

Property, plant and equipment $12,095,782 $10,716,757 
85335 1 Deferred gas costs 649,68 1 

1,560,988 1,322,272 Other 
Total deferred income tax liabilities 14,306,451 12,892,880 

Deferred income tax assets: 
State operating loss canyfonvards 
Deferred investment tax credit 
Unbilled revenue 
Pension and other employee benefits 
Self insurance 

57,303 3,320 
403,789 426,565 
968,3 11 863,679 
898,060 917,568 
585,995 545,836 

Other 150,122 495,246 
Total deferred income tax assets 3,063,580 3,252,2 14 
Deferred Income Taxes Per Consolidated Balance Sheet $1 1,242,871 $9,640,666 

( I )  Includes $208,000, $392,000 and $108,000 of deferred state income taxes for the years 1997, 1996 and 1995, respectively. 
(2) Accounted for as a pooling of interests (see Note B to the Consolidated Financial Statements). 

See accompanying notes 
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A. Summary of Accounting Policies 
Nature of Business 
Chesapeake Utilities Corporation (the “Company”) is engaged in natural gas distribution to approximately 35,800 
customers located in southern Delaware, Maryland’s Eastem Shore and Central Florida. The Company’s natural gas 
transmission subsidiary operates a pipeline from various points in Pennsylvania to the Company’s Delaware and 
Maryland distribution divisions, as well as other utility and industrial customers in Delaware and the Eastern Shore of 
Maryland. The Company’s propane distribution segment serves approximately34,OOO customers in southern Delaware, 
the Eastern Shore of Maryland and Virginia. The advanced information services segment provides software services 
and products to a wide variety of clients. 

Principles of Consolidation 
The Consolidated Financial Statements include the accounts of the Company and its wholly owned subsidiaries, Eastern 
Shore Natural Gas Company (“Eastern Shore”), Sharp Energy, Inc. (“Sharp Energy”), Tri-County Gas Company, Inc. 
(“Tri-County”) and Chesapeake Service Company. Sharp Energy’s accounts include those of its wholly owned 
subsidiary, Sharpgas, Inc. Chesapeake Service Company’s accounts include United Systems, Inc. (“USI”), Capital Data 
Systems, Inc. and Skipjack, Inc. Investments in entities in which the Company owns more than 20 percent but 50 percent 
or less, are accounted for by the equity method. All significant intercompany transactions have been eliminated in 
consolidation. 

System of Accounts 
The natural gas distribution divisions of the Company located in Delaware, Maryland and Florida are subject to 
regulation by the Delaware, Maryland and Florida Public Service Commissions with respect to their rates for service, 
maintenance of their accounting records and various other matters. Eastern Shore is subject to regulation by the Federal 
Energy Regulatory Commission (“FERC”). The Company’s financial statements are prepared on the basis of generally 
accepted accounting principles which give appropriate recognition to the ratemaking and accounting practices and 
policies of the various commissions. The propane and advanced information services subsidiaries are not subject to 
regulation with respect to rates or maintenance of accounting records. 

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. Investments with an original maturity of three months or 
less are considered cash equivalents. 

Property, Plant, Equipment and Depreciation 
Utility property is stated at original cost while the assets of the propane subsidiary are valued at cost. The costs of repairs 
and minor replacements are charged to income as incurred and the costs of major renewals and betterments are 
capitalized. Upon retirement or disposition of utility property, the recorded cost of removal, net of salvage value, is 
charged to accumulated depreciation. Upon retirement or disposition of non-utility property, the gain or loss, net of 
salvage value, is charged to income. The provision for depreciation is computed using the straight-line method at rates, 
which will amortize the unrecovered cost of depreciable property over the estimated useful life. Depreciation and 
amortization expense for financial statement purposes is provided at an annual rate for each segment averaging 4.73% 
for natural gas distribution; 3.04% for natural gas transmission and 5.46% for propane distribution. In addition, the 
annualized rates average 4.73% for gas plant acquisition adjustments, 17.78% for the advanced information services 
segment and 2.59% for general plant. 

Allowance for Funds Used During Construction 
The allowance for funds used during construction (“AFUDC”) is an accounting procedure whereby the cost of borrowed 
funds and other finds used to finance construction projects is capitalized as part of utility plant on the balance sheet, 
crediting the cost as a non-cash item on the income statement. The costs of borrowed and equity funds are segregated 
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between interest expense and other income, respectively. AFUDC was capitalized on utility plant construction at the 
rates of 5.63%, 9.51% and 7.31% for 1997, 1996 and 1995, respectively. 

Environmental Regulatory Assets 
Environmental regulatory assets represent amounts related to environmentalliabilities for which cash expenditureshave 
not been made. As expenditures are incurred, the environmental liability can be reduced along with the environmental 
regulatory asset. These amounts are recorded to either environmental expenditures or accumulated depreciation as cost 
of removal. All amounts incurred are amortized in accordance with the ratemaking treatment granted in each 
jurisdiction. 

Other Deferred Charges and Intangible Assets 
Other deferred charges include discount, premium and issuance costs associated with long-term debt and rate case 
expenses. The discount, premium and issuance costs are deferred, then amortized over the original lives of the respective 
debt issues. Gains and losses on the reacquisition of debt are amortized over the remaining lives of the original 
issuance(s). Rate case expenses are deferred, then amortized over periods approved by the applicable regulatory 
authorities. Intangible assets are associated with the acquisition of non-utility companies, and are amortized on a 
straight-line basis over a period of five to 40 years. The gross intangible assets were $2,516,120 and $1,920,851 at 
December 3 1, 1997 and 1996, respectively. Accumulated amortization related to intangible assets was $1,093,905 and 
$962,227 at December 3 1, 1997 and 1996, respectively. In addition, the 1997 acquisition of a propane business resulted 
in the Company acquiring goodwill, a customer list and a non-compete agreement valued at $437,000, $108,000 and 
$50,000, respectively. 

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

Deferred tax assets and liabilities are recorded for the tax effect of temporary differences between the financial 
statements and tax bases of assets and liabilities, and are measured using current effective income tax rates. The portion 
of the Company’s deferred tax liabilities applicable to utility operations which has not been reflected in current service 
rates represents 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. 

The Company had state tax loss carryforwards of $796,000 and $46,000 at December 3 1, 1997 and 1996, respectively. 
The Company expects to use all of the loss carryforwards; therefore, no valuation allowance was recorded at December 
3 1, 1997 or 1996. The loss carryforwards expire in 2006 through 2012. 

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 C to the Consolidated 
Financial Statements for disclosure of fair value of investments). The fair value of the Company’s long-term debt is 
estimated using a discounted cash flow methodology. The estimated fair value of the Company’s long-term debt at 
December 31, 1997, including current maturities, is approximately $40.7 million as compared to a carrying value of 
$38.8 million. At December 31, 1996, the estimated fair value was approximately $30.3 million as compared to a 
carrying value of $29.8 million. These estimates are based on published corporate borrowing rates for debt instruments 
with similar terms and average maturities. 

Operating Revenues 
Revenues for the natural gas distribution divisions of the Company are based on rates approved by the various 
commissions. Customers’ base rates may not be changed without formal approval by these commissions. With the 
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exception of the Company’s Florida division, the Company recognizes revenues from meters read on a monthly cycle 
basis. This practice results in unbilled and unrecorded revenue from the cycle date through month-end. The Florida 
division recognizes revenues based on services rendered and records an amount for gas delivered but not billed. The 
propane segment recognizesrevenue for certain customers on a metered basis and all other customers on an as-delivered 
basis. 

The natural gas distribution divisions of the Company have purchased gas adjustment (“PGA”) clauses that provide 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 natural gas transmission segment became an open access pipeline on November 1, 1997 with revenues based on 
rates approved by FERC. Before open access, only portions of revenues were based on rates approved by FERC. In 
addition, the transmission segment had a PGA clause similar to those in the distribution operations. Since the 
transmission segment records revenue for service only, the PGA clause no longer applies, now that open access is in 
effect. 

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

Earnings Per Share 
The Company has adopted Statement of Financial Accounting Standards (“SFAS”) No. 128, issued by the Financial 
Accounting Standards Board (“FASB”) in February 1997, requiring dual presentation of basic and diluted per share 
earnings on the face of the income statement. Basic earnings per share is based on the weighted average number of 
shares of common stock outstanding. On a diluted basis, both earnings and shares outstanding are adjusted for stock 
options for each year presented and the assumed conversion of the convertible debentures. The adoption of SFAS No. 
128 did not have a material effect on the Company’s financial statements. Prior years’ presentations of earnings per 
share have been restated to conform to the guidelines of SFAS No. 128. 

CALCULATION OF DILUTED EARNINGS PER SHARE: 
For the Years Ended December 31, 1997 1996 1995 

Reconciliation of Numerator: 
Net Income - basic $5,682,946 $7,604,9 15 $7,593,506 
Effect of 8.25% Convertible debentures 204,070 207,825 213,043 

Adjusted numerator - diluted $5,887,016 $7,8 12,740 $7,806,549 

Reconciliation of Denominator: 
Weighted Shares Outstanding - basic 
Effect of Dilutive Securities 

8.25% Convertible debentures 

4,472,087 4,412,137 4,336,43 1 

238,353 242,742 248,833 
Stock options and performance shares * 38,462 22,053 4,487 

Adjusted denominator - diluted 4,748,902 4,676,932 4,589,751 

Diluted Earnings per Share $1.24 $1.67 $1.70 

* The impact of the 95,492 stock options that were granted in 1997 (see Note H to the Consolidated Financial Statements) could potentially dilute 
earnings per share in the future. 
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Certain Risks and Uncertainties 
The financial statements are prepared in conformity with generally accepted accounting principles that require 
management to make estimates (see Note J to the Consolidated Financial Statements for significant estimates) in 
measuring assets and liabilities and related revenue and expenses. These estimates involve judgements with respect to, 
among other things, various future economic factors that are difficult to predict and are beyond 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 to 
terminate application of SFAS No. 71 for regulated operations, all such deferred amounts would be recognized in the 
income statement at that time, resulting in a charge to earnings, net of applicable income taxes. 

FASB Statements Issued 
Comprehensive Income. In June 1997, the FASB issued SFAS No. 130 regarding the reporting of 
comprehensive income in the full set of financial statements. The Company must adopt the requirements of the 
standard in its financial statements for the year beginning January 1, 1998. The effect of the adoption of the 
standard pertains primarily to SFAS No. 115 regarding held for sale investments, and is not expected to have a 
material impact on the Company’s financial statements. 

Segment Information. In June 1997, FASB issued SFAS No. 131, establishing standards for public business 
enterprises to report information about operating segments in annual financial statements and requiring that those 
enterprises report selected information about operating segments in interim financial reports to shareholders. The 
Company will adopt the requirements of this standard in the first quarter of the 1998 fiscal year. The adoption of 
the standard is not expected to have a material impact on the Company’s financial statements. 

Reclassification of Prior Years’ Amounts 
Certain prior years’ amounts have been reclassified to conform to current year presentation. 
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B. Business Combinations 
In March 1997, the Company acquired all of the outstanding common stock of Tri-County Gas Company, Inc. and 
associated properties. Tri-County’s principal business is the distribution of propane to both retail and wholesale 
customers in southern Delaware, the Eastern Shore of Maryland and Virginia. Six hundred thirty-nine thousand shares 
of the Company’s common stock were exchanged in the transaction, which was accounted for as a pooling of interests. 
All prior period consolidated financial statements presented have been restated to include the combined results of 
operations, financial position and cash flows of Tri-County. All material transactions between the Company and Tri- 
County have been eliminated in consolidation. The results of operations for the separate companies and the combined 
amounts are presented in the consolidated financial statements to follow. 

Two months ended Year Ended Year Ended 
February 28,1997 December 31,1996 December 31,1995 

Operating Revenues 
Chesapeake $29,690,8 19 $1 19,330,068 $104,020,416 
Tri-County 2,652,910 10,883,341 7,775,362 

Combined $32,343,729 $130.2 13,409 $1 1 1.795.778 

Net Income 
Chesapeake 
Tri-County 

$2,434,35 1 $6,9 10,428 $7,236,695 
265,059 694,487 356,811 

Combined $2,699,410 $7,604,915 $7,593,506 

Unaudited Pro Forma Net Income * 
Chesapeake 
Tri-County 

NIA $6,910,428 $7,236,695 
NIA 426,276 219,011 

Combined NIA $7,336,704 $7,455,706 

* Unaudited pro forma net income reflects adjustments to net income to record an estimated provision for income taxes, assuming TriCounty was 
a tax paying entity in 1996 and 1995. During 1997, Tri-County was a C Corporation for federal income tax purposes. Tri-County will be included 
in the Company’s U.S. federal income tax retum, effective March 1997. 

C. Investments 
The investment balance at December 3 1 ,  1997 and 1996 consists primarily of the common stock of Florida Public 
Utilities Company (“FPU”). The Company’s ownership at December 3 1 ,  1997 and 1996 represents a 7.34% and 7.4 1% 
interest, respectively. The Company has classified its investment in FPU as an “Available for Sale” security, which 
requires that all unrealized gains and losses be excluded from earnings and be reported net of income tax as a separate 
component of stockholders’ equity. At December 3 1, 1997 and 1996, the market value exceeded the aggregate cost basis 
of the Company’s portfolio by $486,872 and $63,598, respectively. 

D. Lease Obligations 
The Company has entered several operating lease arrangements for office space at various locations. Rent expense 
related to these leases was $277,000, $293,000 and $409,000 for 1997, 1996 and 1995, respectively. Future minimum 
payments under the Company’s current lease agreements are $236,000; $228,000; $232,000; $145,000 and $91,000 for 
the years of 1998 through 2002, respectively; and $198,000 thereafter. 

34 



E. Segment Information - 
For the Years Ended December 31, 1997 1996 1995 

Operating Revenues, Unaffiliated Customers 
Natural gas distribution $75,940,968 $74,904,100 $54,120,280 
Natural gas transmission 12,164,369 15,188,752 24,984,767 
Propane distribution 26,994,404 33,179,114 25,345,696 
Advanced information services 7,636,407 6,903,246 7,307,413 
Other 38,445 38,197 37,622 

Total operating revenues, unaffiliated customers $122,774,593 $130,213,409 $1 11,795,778 
Other 38,445 38,197 37,622 

Total operating revenues, unaffiliated customers $122,774,593 $130,213,409 $1 11,795,778 

lntersegment Revenues 
Natural gas distribution $18,970 $12,232 $5,095 
Natural gas transmission 19,282,359 2 1,543,352 16,663,043 
Propane distribution 52,230 2,059 139,052 
Advanced information services 149,602 326,9 13 1,554,498 
Other 523,007 332,512 349,508 

Total intersegment revenues $20,026,168 $22,2 17,068 $18,711,196 

Operating Income Before Income Taxes 
Natural gas distribution 
Natural gas transmission 
Propane distribution 
Advanced information services 

$5,498,471 $7,167,237 $4,728,348 
3,721,148 2,458,442 6,083,440 
1,063,5 54 2,814,958 2,252,165 
1,045,912 1,056,201 1,06 1,309 

Other 524,785 406,632 21 5,146 
Total 11,853,870 13,903,470 14,340,408 

Add (Less): Eliminations 32,727 153,591 (248,594) 
Total operating income before income taxes $1 1,886,597 $1 4,057,06 1 $14,091,814 

Depreciation and Amortization 
Natural gas distribution $3,076,654 $2,907,83 1 $2,468,14 1 
Natural gas transmission 892,258 697,834 638,099 
Propane distribution 1,204,968 1,681,588 1,629,97 1 
Advanced information services 122,081 131,877 969,587 
Other 10 1,014 85,507 97,086 

Total depreciation and amortization $5,396,975 $5,504,637 $5,802,884 

Capital Expenditures 
Natural gas distribution $5,826,065 $6,472,459 $7,424,489 

Propane distribution 2,820,166 2,189,368 2,427,773 
Advanced information services 277,O 15 162,189 1 14,46 1 
Other 559,043 445,916 1,584,813 

Total capital expenditures $12,769,149 $14,837,441 $12,887,329 

Identifiable Assets, at December 31, 
Natural gas distribution $78,732,860 $77,426,232 $72,256,841 
Natural gas transmission 24,78 1,292 23,981,989 19,292,524 
Propane distribution 24,209,693 25,009,75 1 22,723,647 
Advanced information services 1,75 1,192 1,496,4 19 1,635,100 
Other 7,903,823 8,131,517 7,430,6 16 

Total identifiable assets $1 37,378,860 $136,045,908 $1 23,338,728 

* All significant intersegment revenues have been eliminated from consolidated revenues. 

Natural gas transmission 3,286,860 5,567,509 1,335,793 
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F. Long-term Debt 
The outstanding long-term debt, net of current maturities, is as follows: 

At December 31, 1997 1996 

First mortgage sinking fund bonds: 
Adjustable rate Series G*, due January 1, 1998 $ 0 $ 62,500 
9.37% Series I, due December 15,2004 4,300,000 4,820,000 

12.00% Mortgage, due February 1, 1998 14,868 
8.25% Convertible debentures, due March 1,2014 3,926,000 4,087,000 
Uncollateralized Senior notes: 

7.97% note, due February 1, 2008 10,000,000 10,000,000 
6.91% note, due October 1,2010 10,000,000 10,000,000 
6.85% note, due January 1, 2012 10,000,000 

Total long-term debt $38,226,000 $28,984,368 

* The Series G bonds are subject to an interest rate equal to seventy-three percent (73%) ofthe prime rate (8.50% and 8.25% at December 3 1 ,  1997 
and 1996, respectively). 

Annual maturities of consolidated long-term debt for the next five years are as follows: $582,500 for 1998, $1,520,000 for 1999 and $2,665,091 
for the years 2000 through 2002. 

On December 15, 1997, the Company issued $1 0 million of 6.85% senior notes due January 1,20 12. The Company used 
the proceeds to repay a portion of the Company’s short-term borrowing. 

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 $17.0 1 per share. During 1997, $156,000 in debentures were converted. The debentures are 
redeemable at the option of the holder, subject to an annual non-cumulative maximum limitation of $200,000 in the 
aggregate. As of December 3 1, 1997, no debentures have been accepted for redemption in 1998. At the Company’s 
option, the debentures may be redeemed at the stated amounts. 

Indentures to the long-term debt of the Company and its subsidiaries contain various restrictions. The most stringent 
restrictions state that the Company must maintain equity of at least 40% of total capitalization, the times interest earned 
ratio must be at least 2.5 and the Company cannot, until the retirement of its Series I bonds, pay any dividends after 
December 3 1 ,  1988 which exceed the sum of $2,135,188 plus consolidated net income recognized on or after January 
1, 1989. As of December 3 1 ,  1997, the amounts available for future dividends permitted by the Series I covenant 
approximated $14.6 million. 

A portion of the natural gas distribution plant assets owned by the Company are subject to a lien under the mortgage 
pursuant to which the Company’s first mortgage sinking fund bonds are issued. 

G. Short-term Borrowing 
The Board of Directors has authorized the Company to borrow up to $20.0 million from various bank and trust 
companies. As of December 3 1, 1997, the Company had four unsecured bank lines of credit totaling $34.0 million, none 
of which required compensating balances. Under these lines of credit at December 3 1, 1997 and 1996, the Company 
had short-term debt outstanding of $7.6 million and $12.7 million, respectively, with a weighted average interest rate 
of 5.63% and 6.12%, respectively. 
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H. Common Stock, Additional Paid-in Capital and Treasury Stock 
The following is a schedule of changes in the Company’s shares of common stock. 

For the Years Ended December 31, 1997 1996 1995 (’) 

Common Stock: Shares issued and outstanding (’) 
Balance - beginning of year 
Dividend Reinvestment Plan (3) 

Sale of stock to Company’s Retirement Savings Plan 
US1 restricted stock award agreements 
Conversion of debentures 
Exercised stock options 

4,439,5 16 4,360,589 4,307,791 
32,169 33,926 38,660 
23,228 20,398 

21,859 14,138 
9,166 88 1 

1,863 

Balance - end of year 4,504,079 4,439,516 4,360,589 

(1) The 1995 beginning balance of 4,307,791 has been restated to include 639,000 shares of Common Stock that were issued to effect the 
business combination with Tri-County. 

(2) 12,000,000 shares are authorized at a par value of $.4867 per share. 
(3) Includes dividends and reinvested optional cash payments. 

At the beginning of 1995, the Company had 15,609 shares of common stock held in treasury. During 1995, all of these 
were sold to the Company’s retirement savings plan. 

Certain key US1 employees entered into restricted stock award agreements under which shares of Chesapeake common 
stock can be issued. Shares were awarded as a non-cash transaction over a five-year period beginning in 1992, and 
restrictions lapse over a five to ten-year period from the award date, if certain financial targets are met. At December 
3 1 ,  1997 and 1996, respectively, 12,515 and 24,350 shares valued at $190,886 and $364,529 remain restricted. 

The Performance Incentive Plan, which was adopted in 1992, provides for the granting of stock options to certain 
officers of the Company over a 10-year period. In November 1994, the Company executed Tandem Stock Option and 
Performance Share Agreements (“Agreements”) with certain executive officers. These Agreements provide the 
participants an option to purchase shares of the Company’s common stock, exercisable in cumulative installments of 
one-third on each anniversary of the commencement of the award period. The Agreements also enable the participants 
the right to eam performance shares upon the Company’s achievement of the performance goals set forth in the 
Agreements. During the three-year period ended December 3 1 ,  1997, the aforementioned performance goals were 
achieved. Following the approval of the Board of Directors on February 27, 1998, the Company issued 44,081 
performance shares. Forty-four thousand ninety-six stock options expired upon the issuance of the performance shares 
on February 27. In 1997, the Company recorded $41 5,68 1 to recognize the compensation expense associated with the 
performance shares. Changes in outstanding options were as follows: 

1997 1996 1995 
Number Option Number Option Number Option 
of shares Price of shares price of shares Price 

Balance - beginning 113,051 $12.625 - $12.75 125,186 $12.625 - $12.75 136,186 $12.625 - $12.75 
of year 
Options granted 95,492 $20.50 
Options exercised (12,135) $12.75 
Options forfeited ( 1  1,000) $12.625 

Balance-end ofyear 208,543 $12.625 - $20.50 113,051 $12.625 - $12.75 125,186 $12.625 - $12.75 

Exercisable 98,083 $12.625 - $12.75 83,114 $12.625 - $12.75 80,280 $12.75 
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In December 1997, the Company granted stock options to certain executive officers of the Company. As required by 
SFAS No. 123, 1997 pro forma net income as if fair value based accounting had been used to account for the stock- 
based compensation costs is $5,679,603. Pro forma basic and diluted earnings per share are $1.27 and $1.24, 
respectively. Pro forma disclosures for 1997 are not likely to be representative of future effects of reported net income. 
The fair value of each option grant was estimated on the date of grant using the Black-Scholes option-pricing model 
with the following weighted-average assumptions used for grants in 1997: dividend yield of 4.73%; expected volatility 
of 15.53%; risk-free interest rate of 5.89%; and expected lives of four years. 

1. Employee Benefit Plans 
Pension Plan 
The Company sponsors a defined benefit pension plan covering substantially all of its employees. Benefits under the 
plan are based on each participant’s years of service and highest average compensation. 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. 

Pension Cost 
~ 

For the Years Ended December 31, 1997 1996 1995 

Service cost 
Interest cost 
Actual return on assets 
Net amortization and deferral 

$680,192 $656,985 $474,000 
732,188 658,238 562,003 

(2,427,768) (1,142,287) (1,546,325) 
1,421,028 269,135 689,947 

Total net pension cost 
Amounts capitalized as construction cost 

405,640 442,071 179,625 
(3 3,942) (38,860) (30,740) 

Amount charged to expense $3 7 1,698 $403,2 1 1 $148,885 

The following schedule sets forth the funding status of the pension plan at December 3 1, 1997 and 1996. 

Accrued Pension Cost 
At December 31, 1997 1996 

Vested $7,615,194 $6,834,661 
Non-vested 123,255 139,483 

Total accumulated benefit obligation $7,738,449 $6,974,144 

Plan assets at fair value $13,592,699 $10,720,514 
Projected benefit obligation (1  1,534,355) (10,265,987) 

Plan assets less projected benefit obligation 2,058,344 454,527 
Unrecognized net gain (4,038,679) (2,820,957) 
Unamortized net assets from adoption of SFAS No. 87 (198,326) (141,579) 

Accrued pension cost ($2,178,661) ($2,508,009) 
Assumptions: 
Discount rate 7.25% 7.25% 
Average increase in future compensation levels 4.75% 4.75% 
Expected long-term rate of return on assets 8.50% 8.50% 

Other Post-retirement Benefits 
The Company sponsors a defined benefit post-retirement health care and life insurance plan that covers substantially 
all natural gas and corporate employees. The Company had deferred approximately $126,000, which represented the 
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difference between the Maryland division’s SFAS No. 106 expense and its actual pay-as-you-go cost. The amount is 
being amortized over five years starting in 1995. The unamortized balance is $78,000 at December 31, 1997. 

Post-retirement Cost 

For the Years Ended December 31, 1997 1996 1995 

Service cost $3,287 $2,820 $1,827 
Interest cost on APBO 60,22 1 54,65 1 59,706 
Amortization of transition obligation over 20 years 29,413 27,859 27,859 

Net periodic post-retirement benefit cost 92,92 1 85,330 89,392 
Amount capitalized as construction cost ( 1  6,274) (16,672) ( 1  4,010) 
Amount amortized (deferred) 25,254 25,254 (20,561) 

Amount charged to expense $101,901 $93,912 $5432 1 

Accrued Post-retirement Liability 

At December 31, 1997 1996 

Accumulated post-retirement benefit obligation: 
Retirees $62 1,203 $567,599 
Fully eligible active employees 145,356 137,378 
Other active 102,340 86,894 

Total accumulated post-retirement benefit obligation 868,899 791,871 
Unrecognized transition obligation (245,154) (273,013) 
Unrecognized net (loss) gain ( 1  47,422) (67,155) 

Accrued post-retirement liability $476,323 $45 1,703 

Assumption: 
Discount rate 7.25% 7.25% 

The health care inflation rate for 1997 is assumed to be 9.5%. This rate is projected to gradually decrease to an ultimate 
rate of 5% by the year 2007. A one percentage point increase in the health care inflation rate from the assumed rate 
would increase the accumulatedpost-retirementbenefit obligation by approximately$98,650 as of January 1, 1998, and 
would increase the aggregate of the service cost and interest cost components of net periodic post-retirementbenefit cost 
for 1998 by approximately $8,293. 

Retirement Savings Plan 
The Company sponsors a Retirement Savings Plan, a 40 1 (k) plan (“Plan”), that provides participants a mechanism for 
making contributions for retirement savings. Each participant may make pre-tax contributions based upon eligible 
compensation. The Company makes a contribution equal to 60% or 100% of each participant’s pre-tax contributions, 
not to exceed 6%, of the participant’s eligible compensation for the plan year. The Company’s contributions totaled 
$404,406, $353,350 and $301,794 for the years ended December 31, 1997, 1996 and 1995, respectively. As of 
December 3 1, 1997, there are 56,374 shares reserved to fund future contributions to the Plan. 

J. Environmental Commitments and Contingencies 
The Company currently is participating in the investigation, assessment or remediation of three former gas 
manufacturing plant sites located in different jurisdictions, including the exploration of corrective action options to 
remove environmental contaminants. The Company has accrued liabilities for two of these sites, the Dover Gas Light 
and Salisbury Town Gas Light sites. 
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The Dover site’s remediation costs are estimated at $4.2 million in the Record of Decision (“ROD’) issued by the 
Environmental Protection Agency (“EPA”) in January 1998. The Company and General Public Utilities Corporation, 
Inc. (“GPU”) were ordered by the EPA to fund or implementthe ROD. During 1998, the Company will commence with 
the design phase. The Company has adjusted the liability associated with the Dover site from $6.0 million to $4.2 
million. The Company has also recorded a regulatory asset in the same amount. The previous accrual of $6.0 million 
was based on the original Record of Decision issued by the EPA in 1994. 

The Company initiated litigation against one of the other potentially responsible parties for contribution to the remedial 
costs incurred by Chesapeake in connection with complying with the ROD. At this time, management cannot predict 
the outcome of the litigation or the amount of proceeds to be received, if any. Management believes that the Company 
will be equitably entitled to contribution from other responsible parties for a portion of the expenses to be incurred in 
connection with the remedies selected in the ROD. Management also believes that the amounts not so contributed will 
be recoverable in the Company’s rates. 

In cooperation with the Maryland Department of the Environment (“MDE’)), in 1996 the Company completed 
construction and began remediation procedures at the Salisbury site. In addition, the Company began quarterly reporting 
of the remediation and monitoring results to the MDE. The Company has established a liability with respect to the 
Salisbury site of $665,000 as of December 31, 1997. This amount is based on the estimated operating costs of the 
remediation facilities. A corresponding regulatory asset has been recorded, reflecting the Company’s belief that costs 
incurred will be recoverable in rates. 

Portions of the liability payouts for the Dover and Salisbury sites are expected to be over 30 and five-year periods, 
respectively. In addition, the Company has a site located in the state of Florida, which is currently being evaluated. At 
this time, no estimate of liability can be made. It is management’s opinion that any unrecovered current costs and any 
other future costs incurred will be recoverable through future rates or sharing arrangements with other responsible 
parties. 

At December 31, 1997 1996 

Environmental Costs Incurred 
Delaware $5,3 17,380 $4,423,843 
Maryland 2,368,168 2,187,8 IO 
Florida 692.391 660.828 

Total costs incurred 8,377,939 7,272,48 1 
Less: Amounts, net of insurance proceeds, which 

have been approved for ratemaking treatment ($7,319,496) (6,396,108) 

Amounts pending ratemaking recovery $1,058,443 $876,373 

K. Commitments and Contingencies 
FERC PGA 
In the third quarter of 1995, Eastern Shore reached a settlement with the FERC pertaining to Eastern Shore’s PGA 
methodology. Accordingly, Eastern Shore reversed a large portion of the estimated liability that had been accrued. This 
reversal contributed $1,385,000 to pre-tax earnings, or $833,000 to after-tax earnings, for the period. 

Other Commitments and Contingencies 
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 of the Company. 
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L. 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 

1997 

Operating Revenue $43,645,111 $24,805,428 $1 9,910,307 $34,4 13,746 
Operating Income $4,104,438 $1,409,752 $25,177 $3,019,603 

Net Income $3,366,113 $692,84 1 ($739,193) $2,363,185 
Earnings per share: 

Basic $0.76 $0.16 ($0.17) $0.53 
Diluted $0.72 $0.15 ($0.17) $0.5 1 

1996 
Operating Revenue 
Operating Income 

$49,026,542 $25,2 13,979 $19,637,074 $36,335,814 
$6,667,499 $1,084,392 ($160,422) $2,5 18,536 

Net Income $6,000,157 $486,3 1 I ($747,779) $1,866,226 
Earnings per share: 

Basic $1.37 $0.1 1 ($0.17) $0.42 
Diluted $1.30 $0.1 1 ($0.17) $0.4 1 

Item 9. Changes In and Disagreements With Accountants on Accounting and Financial Disclosure 
None 

PART 111 

Item I O .  Directors and Executive Officers of the Registrant 
Information pertaining to the Directors of the Company is incorporated herein by reference to the Proxy Statement, 
under “Information Regarding the Board of Directors and Nominees”, dated and to be filed on or before March 30, 1998 
in connection with the Company’s Annual Meeting to be held on May 19, 1998. 

The information required by this item with respect to executive officers is, pursuant to instruction 3 of paragraph (b) 
of Item 401 of Regulation S-K, set forth in Item IO of Part I of this Form 10-K under “Executive Officers of the 
Registrant.” 

Item 1 I. Executive Compensation 
This information is incorporated herein by reference to the Proxy Statement, under “Report on Executive 
Compensation”, dated and to be filed on or before March 30, 1998 in connection with the Company’s Annual Meeting 
to be held on May 19, 1998. 

Item 12. Security Ownership of Certain Beneficial Owners and Management 
This information is incorporated herein by reference to the Proxy Statement, under “Beneficial Ownership of the 
Company’s Securities”, dated and to be filed on or before March 30, 1998 in connection with the Company’s Annual 
Meeting to be held on May 19, 1998. 
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Item 13. Certain Relationships and Related Transactions 
This information is incorporated herein by reference to the Proxy Statement, under “Beneficial Ownership of the 
Company’s Securities”, dated and to be filed on or before March 30, 1998 in connection with the Company’s Annual 
Meeting to be held on May 19, 1998. 

PART IV 

Item 14. Financial Statements, Financial Statement Schedules, and Exhibits and Reports on Form 8-K 
(a) The following documents are filed as a part of this report: 

1 .  Financial Statements: 
- Accountants’ Report dated February 12, 1998 of Coopers & Lybrand L.L.P., Independent 

- Consolidated Statementsof Income for each of the three years ended December 3 1,1997,1996 and 

- Consolidated Balance Sheets at December 3 1, 1997 and December 3 I ,  1996 
- Consolidated Statements of Cash Flows for each of the three years ended December 3 1, 1997, 1996 

and 1995 
- Consolidated Statements of Common Stockholders’ Equity for each of the three years ended 

December 3 1, 1997, 1996 and 1995 
- Consolidated Statements of Income Taxes for each of the three years ended December 3 1 ,  1997, 

1996 and 1995 
- Notes to Consolidated Financial Statements 

- Schedule 11 - Valuation and Qualifying Accounts 

Accountants 

1995 

2. The following additional information for the years 1997, 1996 and 1995 is submitted herewith: 

All other schedules are omitted because they are not required, are inapplicable or the information is otherwise shown 
in the financial statements or notes thereto. 

(b) Reports on Form 8-K 
None. 

(c) Exhibits 
Exhibit 2(a) 

Ex h i bi t 3 (a) 

Exhi bit 3( b) 

Exhibit 4( a) 

Agreement and Plan of Merger by and between Chesapeake Utilities Corporation and Tri-County Gas 
Company, Inc., filed on the Company’s Form 8-K, File No. 001-1 1590 on January 13, 1997, is 
incorporated herein by reference. 

Amended Certificate of Incorporation of Chesapeake Utilities Corporation is incorporated herein by 
reference to Exhibit 3 of the Company’s Quarterly Report on Form IO-Q for the period ended June 
30, 1995, File No. 001-1 1590. 

Amended Bylaws of Chesapeake Utilities Corporation, effective July 1 1 ,  1997, are incorporated herein 
by reference to Exhibit 3 of the Quarterly Report on Form 10-Q for the period ended June 30, 1997, 
File No. 001-1 1590. 

Form of Indenture between the Company and Boatmen’s Trust Company, Trustee, with respect to the 
8 114% Convertible Debentures is incorporated herein by reference to Exhibit 4.2 of the Company’s 
Registration Statement on Form S-2, Reg. No. 33-26582, filed on January 13, 1989. 
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Ex hi bi t 4( b) 

Exhibit 4(c) 

Exhibit 4(d) 

Exhibit 4(e) 

Exhibit lO(a) 

Exhibit 10(b) 

Exhibit 

Exhibit 

Exhibit lO(e) 

Exhibit 1O(f) 

Note Agreement dated February 9, 1993, by and between the Company and Massachusetts Mutual 
Life Insurance Company and MML Pension Insurance Company, with respect to $10 million of 
7.97% Unsecured Senior Notes due February 1,2008, is incorporated herein by reference to Exhibit 
4 to the Company’s Annual Report on Form 10-K for the year ended December 3 1, 1992, File No. 
0-593. 

Directors Stock Compensation Plan adopted by Chesapeake Utilities Corporation in 1995 is 
incorporated herein by reference to the Company’s Proxy Statement dated April 17, 1995 in 
connection with the Company’s Annual Meeting held in May 1995. 

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 
fbmish a copy of that agreement to the Commission upon request. 

Note Purchase Agreement entered into by the Company on December 15, 1997, pursuant to which 
the Company privately placed $lO.million of its 6.85 senior notes due 2012, is not being filed 
herewith, in accordance with Item 601(b)(4)(iii) of Regulation S-K. The Company hereby agrees to 
fumish a copy of that agreement to the Commission upon request. 

Service Agreement dated November 1, 1989, by and between Transcontinental Gas Pipe Line 
Corporation and Eastern Shore Natural Gas Company, is incorporated herein by reference to Exhibit 
10 to the Company’s Annual Report on Form 10-K for the year ended December 3 1, 1989, File No. 
0-593. 

Service Agreement dated November 1, 1989, by and between Columbia Gas Transmission 
Corporation and Eastern Shore Natural Gas Company, is incorporated herein by reference to Exhibit 
10 to the Company’s Annual Report on F o h  10-K for the year ended December 3 1, 1989, File No. 
0-593. 

Service Agreement for General Service dated November 1 ,  1989, by and between Florida Gas 
Transmission Company and Chesapeake Utilities Corporation, is incorporated herein by reference to 
Exhibit 10 to the Company’s Annual Report on Form IO-K for the year ended December 3 1, 1990, 
File No. 0-593. 

Service Agreement for Preferred Service dated November 1, 1989, by and between Florida Gas 
Transmission Company and Chesapeake Utilities Corporation, is incorporated herein by reference to 
Exhibit 1 0 to the Company’s Annual Report on Form 10-K for the year ended December 3 1, 1990, 
File No. 0-593. 

Service Agreement for Firm Transportation Service dated November 1,  1989, by and between Florida 
Gas Transmission Company and Chesapeake Utilities Corporation, is incorporated herein by reference 
to Exhibit 10 to the Company’s Annual Report on Form IO-K for the year ended December 3 1, 1990, 
File No. 0-593. 

Form of Service Agreement for Interruptible Sales Services dated May 11, 1990, by and between 
Florida Gas Transmission Company and Chesapeake Utilities Corporation, is incorporated herein by 
reference to Exhibit 10 to the Company’s Annual Report on Form IO-K for the year ended December 
3 1, 1990, File No. 0-593. 
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Exhibit 1O(g) InterruptibleTransportation Service Agreement dated February 23, 1990, by and between Florida Gas 
Transmission Company and Chesapeake Utilities Corporation, is incorporated herein by reference to 
Exhibit 10 to the Company’s Annual Report on Form 10-K for the year ended December 3 1, 1990, 
File No. 0-593. 

Exhibit 10(h) 

Exhibit 1O(i) 

Exhibit lO(i) 

Exhibit 10(k) 

Exhibit lO(1) 

Exhibit 10(m) 

Exhibit 12 

Exhibit 2 1 

Exhibit 23 

Interruptible Transportation Service Agreement dated November 30, 1990, by and between Florida 
Gas Transmission Company and Chesapeake Utilities Corporation, is incorporated herein by reference 
to Exhibit 10 to the Company’s Annual Report on Form 10-K for the year ended December 3 1, 1990, 
File No. 0-593. 

Executive Employment Agreement dated March 26, 1997, by and between Chesapeake Utilities 
Corporation and each Ralph J. Adkins and John R. Schimkaitis is incorporated herein by reference 
to Exhibit 10 to the Company’s Quarterly Report on Form 10-Q for the period ended June 30, 1997, 
File No. 00 1 - 1 1590. 

Form of Performance Share Agreement dated January I ,  1998, pursuant to Chesapeake Utilities 
Corporation Performance Incentive Plan by and between Chesapeake Utilities Corporation and each 
of Ralph J. Adkins and John R. Schimkaitis is filed herewith. 

Chesapeake Utilities Corporation Cash Bonus Incentive Plan dated January 1, 1992, is incorporated 
herein by reference to Exhibit 10 to the Company’s Annual Report on Form 10-K for the year ended 
December 3 1, 199 1, File No. 0-593. 

Chesapeake Utilities Corporation Performance Incentive Plan dated January 1, 1992, is incorporated 
herein by reference to the Company’s Proxy Statement dated April 20, 1992, in connection with the 
Company’s Annual Meeting held on May 19, 1992. 

Form of Stock Option Agreement dated January 1, 1998, pursuant to Chesapeake Utilities Corporation 
Performance Incentive Plan by and between Chesapeake Utilities Corporation and each of Michael 
P. McMasters, Stephen C. Thompson, William C. Boyles, Philip S. Barefoot, Jeremy D. West, 
William P. Schneider and James R. Schneider, is filed herewith. 

Computation of Ratio of Earning to Fixed Charges, filed herewith. 

Subsidiaries of the Registrant, filed herewith. 

Consent of Independent Accountants, filed herewith. 
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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 I  RALPH J. ADKINS 
Ralph J. Adkins 
Chairman of the Board and Chief Executive Officer 

Date: March20, 1998 

Pursuant to the requirementsof 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. 

/SI RALPH J. ADKINS 
Ralph J. Adkins, Chairman of the Board, 
Chief Executive Officer and Director 
Date: March 20, 1998 

Is/  MICHAEL P. MCMASTERS 
Michael P. McMasters, Vice President, 
Chief Financial Officer and Treasurer 
(Principal Financial Officer) 
Date: March 20, 1998 

Is/ WALTER J. COLEMAN 
Walter J. Coleman, Director 
Date: March 20, 1998 

/ S I  RUDOLPH M. PEINS. JR. 
Rudolph M. Peins, Jr., Director 
Date: March 20, 1998 

Is/ JEREMIAH P. SHEA 
Jeremiah P. Shea, Director 
Date: March 20, 1998 

Is/ JOHN R. SCHIMKAITIS 
John R. Schimkaitis, President, 
Chief Operating Officer and Director 
Date: March 20, 1998 

/s/ RICHARD BERNSTEIN 
Richard Bemstein, Director 
Date: March 20,1998 

Is/ JOHN W. JARDINE, JR. 
John W. Jardine, Jr., Director 
Date: March 20, 1998 

Is/ ROBERT F. RIDER 
Robert F. Rider, Director 
Date: March 20, 1998 

Is/ WILLIAM G. WARDEN, 111 
William G. Warden, 111, Director 
Date: March 20, 1998 
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CHESAPEAKE UTILITIES CORPORATION AND SUBSIDIARIES 
SCHEDULE II 

VALUATION AND QUALIFYING ACCOUNTS 

FOR THE YEARS ENDED DECEMBER 31,1997,1996 AND 1995 

COLUMN A COLUMN 6 COLUMN C COLUMN D COLUMN E 

.I---. Additions _ _ _ _ _  
Balance at Charged to Charged to Balance at 
Beginning Costs and Other End 

Description of Period Expense Accounts Deductions of Period 

Valuation accounts deducted from assets 

to which they apply for doubtful 

accounts receivable: 

. . . . . . . . . . . . . . . . . . . . . . .  $68,038 (B) ($332,299) (A) $33 1,775 1 9 9 7 . .  $392,412 $203,624 

1 9 9 6 . .  . . . . . . . . . . . . . . . . . . . . . . .  $309,955 $364,622 $55,631 (B) ($337,796) (A) $392,412 

1995. .  . . . . . . . . . . . . . . . . . . . . . . .  $202,152 $328,0 12 $43,151 (B) ($263,360) (A) $309,955 

NQm 
(A) Uncollectible accounts charged off. 

(B) Recoveries. 
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CHESAPEAKE UTILITIES CORPORATION AND SUBSIDIARIES 

COMPUTATION OF RATIO OF EARNINGS TO FIXED CHARGES 
EXHIBIT 12 

For the Years Ended December 31, 

Income from continuing operations 

Add: 
Income taxes 
Portion of rents representative of interest factor 
Interest on indebtedness 
Amortization of debt discount and expense 
Earnings as adjusted 

Fixed Charges 
Portion of rents representative of interest factor 
Interest on indebtedness 
Amortization of debt discount and expense 
Fixed Charges 

Ratio of Earnings to Fixed Charges 

1997 1996 1995 

$5,682,946 $7,604,9 15 $7,593,506 

3,599,430 4,085,610 3,865,179 

140,491 129,223 182,211 

3,269,479 2,907,3 14 2,848,567 

119,401 120,345 109,399 

$1 2,8 11,747 $14,847,407 $ 14,598,862 

$140,491 $129,223 $1 82,211 

3,269,479 2,907,3 14 2,848,567 

119.401 120.345 109.399 
$3,529.37 1 $3,156,882 $3,140,177 

3.63 4.70 4.65 
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CHESAPEAKE UTILITIES CORPORATION 
EXHIBIT 21 

SUBSIDIARIES OF THE REGISTRANT 

Subsidiaries 
Eastern Shore Natural Gas Company 

Sharp Energy, Inc. 
Chesapeake Services Company 

United Systems, Inc. 
Tri-County Gas Company, Inc. 

Eastern Shore Real Estate 

State Incorporated 
Delaware 
Delaware 
Delaware 
Georgia 

Maryland 
Maryland 

Subsidiary of Eastern Shore Natural Gas Company State Incorporated 
Dover Exploration Company Delaware 

Subsidiaries of Sharp Enerw, Inc. 
Sharpgas, Inc. 
Sharpoil, Inc. 

Subsidiaries of Chesapeake Service Company 
Skipjack, Inc. 

Capital Data Systems, Inc. 
Cumin and Associates, Inc. 

Chesapeake Investment Company 

State Incorporated 
Delaware 
Delaware 

State Incorporated 
Delaware 

North Carolina 
North Carolina 

Delaware 
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CONSENT OF INDEPENDENT ACCOUNTANTS 

We consent to the incorporation by reference in the Prospectuses of Chesapeake Utilities Corporation on Form 
S-2 (File No. 33-26582), Form S-3 (File Nos. 33-28391 and 33-64671)and Form S-8 (File No. 33-301 175)of our report 
dated February 12, 1998 on our audits of the consolidated financial statements and the consolidated financial statement 
schedules of Chesapeake Utilities Corporation as of December 3 1, 1997 and 1996 and for each of the three years in the 
period ended December 3 1, 1997 included in this Annual Report on Form IO-K. 

COOPERS & LYBRAND L.L.P. 
Baltimore, Maryland 
March 23, 1998 
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Upon written request, 
Chesapeake will provide, without 
charge, a copy of any exhibit to 
Chesapeake’s Annual Report on 

Form 10-K not included herewith. 
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