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Division of Records and Reporting 
Florida Public Service Commission 
2540 Shumard Oak Blvd. 
Tallahassee, Florida 32399-0850 

RE: Docket No. t.Sdl!-GU 

TELEPllONE (904) 177-~609 
TELECOPIER (904) 177 -903 I 
E-MAIL bqalli~ly.c:om 

Petition by CHESAPBAJtE UTILITIES CORPORATION for approval to 
issue common stock and unsecured debt and to exceed 
limitation placed on short-term borrowings in 1996. 

Dear Ms . Bayor 
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p._rn 

Please acknowledge receipt of the enclosed filing of the 
ConswrunAtion Report of Chesapeake Utilities Corporation dated 
January 2, 1997 for the fiscal year ending December 31, 1996, by 
stamping the enclosed copy of this transmittal letter and returning 

---:.same to my attention. 

Cf,; 

c:.··· 

E,'\C .-.1-1--

Thank you . 
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U T"\ 

OPr: 
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Si;;;t~ j'cA'~ 
Wayne L. Schiefelbein 
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January 2, 1997 

Ms . Blanc a s. Bayo, Director 
Division of Records ' Reporting 
Florida Public Service CollllDission 
2540 Shumard Oak Blvd. 
Tallahassee, FL 32399-0850 

RE: consummation Report ot Securities Issued by Chesapeake 
Utilities Corporation , Docket No. 951285-GU 

Dear Ms. Bayo: 

Chesapeake Utilities Corporation ("Chesapeake") respectfully 

tiles ··.his conswnmation Report (original and three copies) on the 

issuance of securities tor the fiscal year ending December 31, 

1996 i n compliance with Rule 25-8.009, Florida Administrative 

Code. In satisfa ction of the ConaUJDJllation Report requirements, 

Ches apeake sets forth the following information: 

1 . On December 27, 1995, the Florida Public Service 

Commission ( "f'PSC" ) issued Order No. PSC-95-1589-FOF-GU which 

author ized Chesapeake to issue up to 981,870 shares of common 

stock f o r the purpose of administering Chesapeake's Retirement 

Sa vings Plan, Performance Incentive Pla.n, Auton.atic Dividend 

Re investment and Stock Purchase Plan , Restricted Stoc.k Award 

Ag reements , and the conversion o f Chesapeake's convertible 

debentures. The Order also authorized Chesapea.ke tv issue up to 

2,00 0 , 000 shares of common stock and $25 mill ion in unsec ured 

long-term debt for the pu rpose of fi nancing Chesapeake ' s 

acq uisit i o n program. I n addition, the Order authorized 

Chesapeake to issue up to $15 million in unsecured long-term debt 

to be used f or other general corporate purpos~t ' n' i., · ~r ••r rR - Ofl.TE 

0 0 U 4 0 JAN -3 ~ 
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2. Of the above mentioned aecuritiea, and for the twelve 

month period ending Oeceaber 31, 1996, Chesapeake has issued the 

following: 

(a) JJ,055 share• of comaon •tock were iaaued tor the purpose 

of administering Chesapeake's Autoaatic Dividend 

Reinvest.ent and Stock Purchase Plan. The average issuance 

pr ice of these share• waa $16. 51 per share. Expenaes 

associated with this issuance were negligible. 

(b) 21,859 shares of common stock were issued tor the purpose ot 

administering Cheaapeake's Reatric ted Stock Avard 

Agreement&. The average iaauance pric e of these share• was 

$16.25 per share. Expense• associated with this issuance 

were negligibl e . 

(c) 20,J98 shares of common stock were isaued tor the purpoae of 

administering Chesapeake'• Retirement Saving• Plan . The 

average iss uance price of these shares was $16. 5 1 per share. 

Expenses associated with t his iasuance were negligible . 

(d) 1,86J shares of colllJllon stock were isaued for the purpoaa o f 

adminis~~ring Chesapeake's Perfonaance Incentive Plan. The 

average issuance price of these shares was $16 .81 per share. 

Exp enses assoc iated wi th this issuance ware negligibl~ . 

J. Schedules showing capitalization, pretax interest 

cove rage and debt i nterest require ments as of December Jl, 1995 

ace attached hereto as Exhibit A. 

4. Copies of all P lans, Agre e ments, registration ti lings 

with the securities a nd Exchange Commiss ion and Orders ot the 

De laware Publ ic Ser vice Commission authorizing the issuance o f 
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the above securities have been previou•lY tiled with the FPSC 

under Docket Noa. 931112-GU and 941212-GU and are hereby 

incorporated by reference. 

5. Signed copies ot the Opinions ot Coun•el with respect 

to the legality of all securities i•sued have been previously 

filed with the FPSC as exhibit• to the consUB1J11ation Reports of 

securities Issued by Chesapeake Utilities corporation, Docket 

~os . 931112-GU and 941212-GU, dated April 1,1994 and January 2, 

1996, reapectively, and are hereby incorporated by r~~erence. 

6. A copy ot Chesapeake's mo•t current For11 10-K aa filed 

with the Securities and Exchanqe Comai••ion i• attached hereto as 

Exhibit B. 

7. Chesapeake did not enter into any contracts, 

under-writings, or other arrangements providing tor the sale or 

marketing ot L.he securities nor were any underwriter'• or finder's 

fees paid. 

We respectfully submit this ConsUJlllllation Report on the issuance 

of securities by Chesapeake Utilities Corporation, Florida Public 

Service commission Docket No. 951285-GU, thi• 2nd day of January, 

1997. 

Sincerely, 



CHESAPEAKE UTILITIES CORPORATION 
Capitalization Ratios Actual & Pro Forma as of Dec. 31 . 1995 

UNAUDITED 

ACTUAL 
BEFORE ISSUANCE 

AMOUNT %OF PROFORMA 

EXHIBIT A 
PAGE 1of3 

PROFORMA 
AFTER ISSUANCE 

AMOUNT %OF 
TYPE OF CAPITAL OUTSTANDING TOTAL AOJUSTMENTOUTSTANDING TOTAL 

----,--,- ----
COMMON EQUITY 

COMMON STOCK $1 ,811 .211 2.33% $37,559 $1 ,848.770 2.38% 

PAJG IN CAPITAL 17,592,242 22.63% 1.231 ,'476 18.823.718 24.22% 

RETAINED EARNINGS 22.897,151 29.46% (284.167) 22.612,984 29.09% 
-----

TOT AL COMMON EQUITY 42 .300.604 5'4.'42% 984.868 '43 .285,'472 55.69% 
----

PREFERRED STOCK 0 0.00% 0 0 000% 

LONG-TERM DEBT 
-----

FIRST MORTGAGE BONDS 5.652.500 7.27% 0 5,652,500 7 27% 

CONVERTIBLE DEBENTURES 4, 114,000 5.29% 0 '4.114.000 529% 

SENIOR NOTES 20,000.000 25.73% 0 20,000.000 25 73% 

TOT AL LONG-TERM DEBT 29.766,500 38.29% 0 29.766.500 38 29% 
----- -----

TOT AL PERMANENT CAPITAL 72.067, 10'4 92.71 % 98'4 868 73.051 .972 93 98% 
.._ _____ --- -----

CURRENT PORTION OF LTD 86'4,8'49 1.11% 0 86-4.8'49 I 11 % 

SHORT -TERM DEBT 4.800,000 6.18% (984,868) 3.815.132 4 91 % 
------ --- --·- --

TOTAL CAPITALIZATION $77.731,953 100.00% so $77,731 ,953 100 00% 
=========-=== =-=-=-= :..c..: = =-= =-:::::- -===-== - -- == = == =-== = =-====== 



CHESAPEAKE UTILITIES CORPORATION 
Statement of Income and Pretax Interest Coverage 

Actual & Pro Forma for the Twelve Months Ended Dec. 31 . 1995 

UNAUDITED 

Annualized Twelve Months 

Actual 
Before Pro Forma 

I nuance Adjustment 

Statement of Income 

1 Operatir g revenues $54.125.375 $0 

2 Operating expenses before Income taxes 49.397,027 71 .042 

3 Income taxes (Including Deferrals) 1,159.401 (28.417) 

4 Operating Income (1-(2+3)) 3,568,947 (42.625) 

5 Other Income. Net 106.988 233,261 

6 Income Before Interest Charges (4+5) 3,675,935 190,636 

7 Interest Charges 1.664,216 (35,455) 

8 Net Income (6-7) 1.991.719 226.091 

9 Preferred stock dividends 0 0 

10 Earnings available to common equity (8-9) 1,991.719 226.091 

1 1 Pretax Interest Coverage ((3+6)n ) 2.87 NIA 

EXHIBIT A 
PAGE 2 of 3 

Pro Forma 
After 

lssuanc. .. 
-------

$54.125.375 

49.468.069 

1.130.984 

3 526.322 

340.249 

3.866.571 

1.648.761 

2.21 7 .810 

0 

2.21 7 810 

3 03 



CHESAPEAKE UTILITIES CORPORATION 

Notes to capitalization, Incoae and 
Pretax Interest Cove.rage Schedule• 

As ot Deceabar 31, 1995 

EXHIBIT A 
Paqe 3 ot 3 

The following adj ustaents have been aade to capitalization: 

1. common Stock - NWlber ot shares (77,175) ti .. • par value 
($0 . 48667 per share). 

2. Additional Paid in capital - Total caah value (53,453 s hare• f 
$16.51 per share, 21,855 shares f $16.25 per share and 1,863 
shares @ $16.81 per share) lesa aaaociated co .. on Stoclc 
amount. 

3. Unearned Compenaation - Four-fifth• of the USI restricted 
stock award of 21,859 shares is continqent upon USI achieving 
a future level of earnings before intereat and taxea ( EBIT). 

4. Short-Term Debt - Reduce by a total ot $984 , 868 to reflect the 
paying dot.m of short-term line• of c redit with proceed• from 
Dividend Reinvestment Plan, Retirement Savings Plan, 
Perform.ance Incentive Plan and Reatricted stock Award 
Ag reement. 

The followi ng adjustments have been made to the Stateaent of Income 
and Pretax Interest Coverage Schedule: 

1. Operating Expenses - The t otal USI restricted stock award 
value of $3 55 ,209 ia expensed evenly over a five year period 
( 571,04 2 per year). 

2. Income Taxes - Tax benefit aasociated with above inc rease in 
operat i ng Expenses assuming tax rate of 40l. 

3 . Other I ncome - Additional EBIT required to earn the USI atoc k 
a ward is $388,769 per year . This equates to $233,261 aft er 
applying a 40\ tax rate. 

4. Interest Charges - Reduc e interest expenae for aho rt-tera debt 
by $59,092 ( assuming a rate of 6.00\ ). Offsetting increase in 
income taxes is $23,637 assuming t ax rate of 40 \ . 



CONSENT OF INDEPENDENT CERTIF1EI> PUBLIC ACCOUNT Al'\T " 

We conscnl 10 u1e 1ncorporatmn hy rdcrrn<'<' 111 th<" l 'n"I""' tii.c• prc11McJ 111 a.:n m.lancc "''1lh the 
rt'4u1remen1S of Fonn' s ~ tFrll' N .. 11 ]to~I\! ). ''"lrt" !'> J (h ie No~ 33-28391. and 33-6467 1) and Forni s.)\ 
1 h k N" 11 io11 1~ 1 .. r ""' 1c pu11 <l a ted r cbruary 9. 1996 accompanying the consolid.ited financial s1a1cmcnh 
·""' ' " " , " " '"l1Lla1cd llnann al :.ta1c111cn1 schedule o f Chesapeake Utihtic~ ':orporauon u of OcC<'mbcr 3 1. I '>'I ' 
Jllu I Y94 and for each o f the three years m the pcnod ended December 31. 1995. included m lh1s Annual Rcpnn 
''°Form 10-K of Chesapeake UtJhucs Corporauon. 

Bal11mort . Maryland 
M arch 27. 1996 
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Chesapeake will provide without charge, 
upon wrillen request, a copy of any 
exJ11b1t to Chesapeake's Annual Report 
on Form I 0-K not mcluded herewith. 



CHESAPEAKE l '.TILmES CORPORATION AND SUBSIDIARIES 

EXIUBIT 21 

SUBSIDIARIES OF TIIE REGISTRANT 

Subsldlar!H 
l::.4stem Shore Natural Gas Compan) 

Sharp Energy. Inc. 
Chcsapcakc Services Compan) 

Un!lcd Systems. Inc 

!'>uhsld i11r~ of East~rn Short Nalural Gu Company 
Dover Explorauon Company 

Subsidiaries or Sharp Energy. Inc. 
Sharpga~. Inc. 
Sharpu1I. Inc 

~ubsidiaries or Cbesapeakt Service Company 
Sk.ipjack. Inc. 

Capital Data Systems. Inc. 
Cumn 11nd Auoc1atcs, lnL 

Chesapeake lnvesuncnt Company 

50 

Stal~ lncorporaled 
Delaware 
Delaware 
Dela wart 

Georgia 

Slatt lncorporaled 
Delaware 

Stale lnc:orporaled 
Delaware 
Delaware 

State lncorpora1ed 
Oel1warc 

North Carolillll 
North Carolina 

Dela wart 



CHESAPEAKE UTILITIES CORPORA TIO:'\ ANIJ St:HSIDJARlES 

EXtDBIT 12 

COMPUTATION OF RATIO OF EA.RNlNGS TO FIXED Ctt.A.RGES 

f'0< llw YNn FMkcl 0.C-btt JI, 

19" 1"4 ... ) 
In, omc lrnm i:onunuing operations . . . . . . . . . . . . . . . . ..... . s 7.236.695 S4.459.922 $3.971.671 
Add 

ln..:omc ta,cs .... . .. . ... . . . . . . . . . . . . . . .. . ...... . 4,1 31.177 2.542.368 1.968,822 
Pomon o f rcnis rcprcsen1a1ivc of interest facmr ....... . . 182.211 187.012 199.021 
I merest on indebtedness .. .. ..... . ...... . . . . .. ... . 2,666.223 2.637.654 2. 7G:!.O 1.\ 
Amomzauon of debt dtscoun1 and cxpc~ . .......... . 109.399 103.859 100.797 

l"1nl1Jlg~ a.' acljUStcd .. . . ... .. .... , . , . ..... . .. .. , . . . Sl4.325,70S S9.930,815 $8.942,324 

h xcd l 'largc~ 
Pori ton of rents rcprcs.cntauvc of interes t fac1or .. . ..... . s 182.211 s 1117.012 s 19\W21 
lntcres1 on Uldcb1edness .. . . , . . . . . . . . . .... . . . ..... . 2,666,223 2,637,654 2.702.01 3 
Arnun1zallon of dcb1 dLSCount and expense . .. .... . ... . 109.399 103.859 100.797 

h~ctl Charges. . . . . . . . . . . . . . . . .... . .. . . •.. s 2.957.833 Sl.928.525 .S3.00 I ,U i 

k~ttn nf Earning~ to Fixed Charges . . ... .... . .. .• .... . .. .. 4.84 3.39 2.'>ll 

49 



CHESAPEAKE UTILITIES CORPORATION AND SUBSIDIAR l l-:.' 

EXHIBIT 11 

COMPUTATION Of' PRJMAR\' AND FULLY DILUTED EARNINGS PER SHARI-. 

f'or tbt Yan Ended Decem ber 31, 1995, 1994 and 1993 

Ital 

Shares issued at begmnmg of year ........ . . ... . . ...... ...... .. . . 
Trusury stock at beginning of year . .... . . .. ......... . ... .... . . . . 
Sale o f treasury stoclr. . . . . . . . . . . . . . . . ....... ..........•... .... 
lssuanct of common stock for dividend remvesunent plan . . . . . . . . . . 
bsuancc of common stock pur~uant to USI rcsuicted stock award 

agreement. .... ..... .. ........... ... ... ....... . .... .. . 
Issuance of common stock for convcrsmn of debentures . . . . . . .. . ... . 

Shares outstanding at end of year . . . . . . .. .. . ..... .. . . ........ . . . 

f>nnuiry earnings per share calculat.lon: 
Weighted avcragt number of sharts assuming pnma.ry d ilutton , . 

Consolidated net mcomc .. .. 

Pnmary earnings per Shatt . . .... . ..... .. ............ ..... . . 

l·ull> th luted canungs per share ca lculatton· 
Weighted average number tlf shaRs lUSurrung pnmary d1lu11on ... 
Conungeni shares related to as'umcd rnnvers1on of convenibk 

debt .. ........ . . . .. ............. . . .. ..... .... ....... . 

Weighted average number of shnrc~ assuming full d1luuon 

Ad;ustcd income 
Nc1 income 
lntcrc~t on cnnver11hlc lkbt . 

I " " Apphcabk 1n<·•1mc taAc~ 

•\dJU'1t·J nl't mcomc 

l ·ull~ diluted earnings per i harc 

"'0TF.S 

19'5 

3.668.791 
( 15.609) 

15.609 
38.660 

1.i. us 

3,721.589 

3,701.891 

$7,236.695 

s 1.95 

3,701.891 

248,833 

J.950.724 ----
S7.2J6,69'.I 

349,251 
1136,208) 

$7,449,738 

s 1.1!9 

1994 IY'l.I 

3.605.152 , <~2 .f,1(1 

(30,084 1 • l.l 'l'l: ' 
14.475 J . ""1' 
30,921! : ... l ).i: 

32,41 K ~ .l .~ .ll J 

293 

3,653,182 35 7'.1 .0tix 

3.632,41 3 3.556,tJ.'., 

$4,459.922 S3.97 J.(l 7 I 

s 1.23 s t I~ 

J.632,J l3 U56JI \" 

255.777 2(l().25S 

3.K8tl.190 .1.Kl6.N~ 

S4.459,9l2 SJ.971.67 1 
358.9911 365,21!.l 

( 140.009 > ( 142.461 • 

$4,678.91 1 SJ.I 9JA9.t 

s 1.20· s 1.10 · 

nm r .;lrnlatrc)n 1\ \ubmlll<"d in a, cordancc with Rcgul,ll J()ll S· K ucm 601(b)( 11 J allhoog,h 1101 n:<1u11nl b} 
lt•1tr1111c ~ to paragraph I J of APB Opinion No I~ he, .iu~ 11 result ~ in diluuun ur >c~,.. than Yl 
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C HF.SAPEAKE UTILITIES CORPORATIO~ A 'D SL'BSIOIARIES 

SCHEDULE II 

VALUATION AND Ql'ALIFYI NC AC<:OlJl'TS 

FOR TKF. Vfo:ARS ENDED DECEMBER JI , 199S, 1994 AND 1993 

t'OUIMN A 

l<r'~' vc' ' ltdtll lt d 111 II~ lllllfl~C llhut 
h11111 II•• A'"'' ' 10 wlllt:h the)' ~11111 > 

i\t 1 umula&ctl l'mv111011 IQf 
Unrollectlblc\ 

('0 1.l/MH" COUJM111 C COUJM.~ () ( 'OU'\1'11 I 

I CiQ:I ••.•. , ••• ..• • •••.• • ••• • • .•.. 
1119<1 . . .... . ..... .. 

IWJ . . . .. .. . 

$202, 1 ~2 

\I K<>.Olfl 
\239.0llJ 

U 2K.012 
SI J0,263 
$ 82.672 

\ 0 .151(8 ) $(26JJ60XAI \Ill').'>" 
\ '7,6)J(8 ) $( 171.762)(AI U02. I~] 
$ 66,2"6(8) $(201 ,919HA.Cl $1 M6.0I" 

VoJuatron Allowance 
Net uruuhud (gam) Ion on 
available for sa.lc secuntics 
1995 .. . .... •. .. .. •. ...•.• .. •• . .• 
1994 . . ••.....•......... ..•. 
1993 .......... . .. 

V iluuuon Allowance 
S1a1c mcomc ta" 
1. is, carryforward.\ 
1119:1 ..... .. .. . .. .. .. ... 
199-1 . . . • • . . . . . • . • . • . • ..•.... 
JY9J . . • ••....... .. . . 

"'""·' 
1 A J Uncollcctiblt accounu charged off 
I HJ Rccovcncs 

S241.609 
s 9051 7 
S 32. 1.SI 

S34J.OS6 
$354.928 

$( 168,770XC> 
S IS I .002(CJ 
S S8.J66<C> 

S< llSl.19lXDJ 
S ( IJ,872){0) 
s 354,928<0) 

IC) RcpresentS ner unruhud (g11ns )ll~& 11-red1tcd )lchargcd to common ~1nckholdcr\ · c4u1t) 
, D l Rcpre1ents adjustments to curTent mcorne llllt eKpcn11e. 

s 72.831) 
S241 ,60CJ 
s 905 17 

SI 59,863 
5341 ,0:Sl> 
U:l4.lJ2i. 



SIGNATURES 

Pursuant to Ult requlrantnl.I of Section 13 or 15 ldJ of the Securities Ellchanar Act or 19.\.a . 
Chesapeakt UtDJtla Corporation hu duly caused this rrport 10 be •lcned on Its behalf by lhr undu,ii:n.-d. 
lhr:-eunto duly authorized. 

C tu:.SAl'eAKf. UnLm ES CoRl'ORA no' 

ISi RALPli J. ADKIN\ 
BY--------------~ 

Ralph J. AdlWlt 
l'nsilkDI aAld cw.I b«1ttl•t 011\ttT 

Date _____ M_arc_h_2S_..;.., _1996 _____ _ 

Pursuant to the requlnmenu of lhr Secunda Exdaanae Act of 1934. Ibis report hu bffn slantd 
Ix-low by the followtna penon1 on behalf of lbt ~lstrant and In the capaclllff and on lhl' dalt11 lndkah'd. 

IS/ JOKN Y:. JARDIN!:.. JR. 

.... W. JardlN. Jr. 

! RAl.PH J. ADKINS ------
llalpb J. AA.laa 

Is/ Jo HJ-i R. ScHlMk ... ms 

·s w Al TF.R J. CoLliM AN 

Walter J. Cokllllln 

· ~ R UOOLPH M PP. INS ht. 
Rud<llpb M. Ptla .. Jr. 

I Si ROBFJtT F. RIDl:.R 

Rol>M f . llJd« 

1~ Juo·.MIAU P SHt- A 

Jl'f'Uliah P. Srw. 

ISi W ll. LlAM G. WARDl'.N. Ill 

OWmwt of lhc Board and 
Dtreelor 

Pruidenl. Clud E>.ccuuvc 
Ofll«r and Dmctor 

fa.ccu11vc Vice Pre11dcm. 
Auistant Treasurer and 
D1rce1or (Pranc1p31 
F1nanc1al Offtccr and 
Pranc1p11I Ac.:ounung 
Officer> 

D1rcc1or 

D1rcc1or 

Director 
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March 25. 19% 

March 25. 1996 

March 2:'i. I 'J9o 

March ~~. 1996 

Man·h 25, 19% 

Mnrch 2~. I \1% 

March 25. IWO 

March 25. 1996 

March ~5 . I W6 



I \h11'11 Ill 1J 1 ~cl'\1 e Agrrcment for Prrfemd Scl'\1ce d3trd N1nemt-cr I. 19119. h) and betv.een H t•mlJ 
G.c. Transm1ss111n Cumpan~ and Chc,apcalcc Ullhtu:s Corµorat11m. '' tll<'<11'f'4 lrJt<0 1.I hcr1·111 h~ 

n:fcrcm:c Ill E.>.h1bll I O.tdl t•• the Annual R•·1><>n on h1m1 I 0-K htt the year cnJcd 
December 31. 1990. 11( Chesapeake U11l111cs Co rporatio n.• 

I \ h1h11 IO 1c 1 - Service A!!fccmcnt for Finn Transportation Scl'\•1cc dated Novrmlx-r I . 1989. b~ .111J 

between Aonda Gas Transm1u1on Compan) and Chcsapcue Ut1h11e' Corpor.111.10. '' 
incorporated hercan h~ rcfercncc: to E.>.hibit I 0 .(e ) to the Annual Report nn F<lfTn I ll ·K Im 
the year ended Dcc:cmber 31. 11.1<1c1. o f Chc~apc:ake Utiht1e' Corporauoo.• 

I \h1h11 IU t l°J - Forni n f Service Agrccmcm fur lmcrrupublc Sale$ SC'l'\'l•'t') dat.cd May 11. IY90. '" .111<1 

between Floridll G:1.> Transm1~~1011 C.\1mpany and Chc':ipe4kc l lt1ht1cs Cnrporat1llll. " 
mcorporatrd hcrcm b) refcrcncc to tlh1b11 10.(f) to l1l< Annual Rrpon on Fonn Io I\ "" 
the year coded Occembcr .l I. 1990. o f Chesapc:akc U11h11r' Corpor:lllon. • 

I. \h1b11 I 0 tg I - lntcrrupublr Tra11$pona llun Scrv1cc Agrccmcm dated Fchruary 23. I<}()(), I'>) and bc1-.cn1 
Florida Gas Trans m1ss1on Company and Chesapeake Uuhues Corpor.u1on. •~ mcorpt1rJll'd 
hercm by rcfcrcnce to Ei1h1bit 10.(g) to the Annual Repon on Forni lO· K for the year ended 
December 3 1. 1990. o f Chesapeake Urilitic~ Corporauon. • 

I \h1h11 I l 1h1 - lntcrrupubk Tnmsportauon Service AJtCCmcnt daled November 30. 1990. b) and berv.ecn 
Flonda Gas Transmission Company and Chesapeake U11h11cs Corpor.mo n. 1s mcorporatc:J 
hemn by reference to fah1b11 10.(h ) to the Annual Report on Fonn 10-K for the year ended 
Occcrnber 3 1. 1990. o f Chcsapc:alce Utilities Co roorauon. • 

I' 1h11 Ill 111 -l~ \Cl'.Ull\•c Employment Ap-ecmcn1 d111cd Man:h 26. 1992. b~ and between Chc~.tpl·akr 

Ut.httes Corporaoon and Ralph J. Adk1 '" " 1n,·mp11ratcJ hcrcm I'>) reference tfl I· \ h1t>11 
10.(a) 10 the Quan.erl ) Repon on Form 10-Q for the 4uancr ended Junr \0. 1.;.1! . "' 
Chesapeake U111t11c ' Corporauo n. • 

1 ~ ,111h11 JO (JI -E.>.ccuuvc Employment Agreement dated March 26. 1992. by and be1wcen Chesapeake 
U11l111es Corporatton and John R Sch11nlca111~. •> tncorporatcd hereto by rcfcrcncc 10 E(hthll 
10.(b) to the Quarterly Report on Forni 10.Q for the 4u~r cn<kd June 30. 199~. nf 
Chesapeake Uuhttrs Corporauon. • 

I ,h1t-11 10 t l.. J - Chesapeake U11ht1c\ Corponm on Cush Honus lnccnuvc Plan dated January 1. 199~. I) 

111corporu1cd herein b) rckrcncc tn Exh1ti11 10.(o) 10 the Annual Repon <'lrl Form IO·K for 
the year ended Oc, embcr 1 I. 1991 . 1•f Clu: ,apcakc U11 1t11c~ Corpnrauo n.• 

I ' h1h11 I IJ 11 t -Chesapc:ake llt1ht1e~ Corporauon Perfonnance lncc1111\C Plan da1cd Januar) I. l 991. " 
111corporatcd here111 t>~ rt'lc:ren« 10 the ( umpany ' s Pro .>.y Statc:imnt dated Apnl 20. l'>'J~ . 

111 connc.·uon "1th th<- Compan) ·, Annu.il Meeting held on Ma) 19. 1992 

L\h1t>11 IU. 1m1 - Fonn of Tandem Stock Optu)n and Pcrh>nnance Share Agreemem da1cd November I~ . 

1994, pursuant ro Chcsapc:Ue U11 ht1e) Co rporauon l'erformancc: In enttvc Plan b~ and 
between Chesapukc Utthlles Corporation and Ralph J. Adktm. John R. St•h11nkat11~. Ph1hp 
S Ban:foot and Jerry D West. filed u 1ncorponued ttemn by reference to e.>.h1bt1 3.(b) to 
the AMual Report on Form I OK for the year ended Occemtxr 31. 1994 tor Chesapeal.c 
U11l111e& Corporation.• 

b.111b11 11 . -Compu1at1on o f Pnmnf) and l· ull) Dtlutcd Eru111ngs Per Share. filed hcrewllh 

L>.h1h11 12 -Cornputauon of Ra1111 n f E:tmm~ to Fu.ed Charges. filed herewith 

l:>.h1h11 ~ I ~ub\ld1ancs o< the Reg1str.mL hied hrrew1th. 

E.>.h1b11 23 -Comc:nt of Independent Arcountant\, hied herewith 

• Filed under comrn1ss1on file #0-593. 



All other i.chedulcs are omitted because lhcy arc not required. arc mappl icahlc. " ' 1h1· 111111m1J11t111 '' 
•>lhc rw> c;e shown an the tinanc >al statements or notes thereto. 

<bl Rcporu on Form X-K 

On Augu~• 2.l. 1995. the Company tiled a repon on Form 8-K. rcponing under Item S 1:.-"tem Shor.· ·, 
~culemcnt with the FERC. described in Note K to lhe Consolidated Financial Statement\ . 

O n October 20. 1995. lhc Company fi le~ a rcpon on Fonn 8-K. rcporung undt r Item S !hat the Comp:m~ 

.:hanged transfer agent to Bank of Bo.'iton. 

(() Exhibit., 

b.h1b11 3.(a l 

E.Vub11 3.lbJ 

--Ccn1t1catc of lncorpon111on 

Amended Ceruficate of lncorporauon of Chesapeake Utilitu:s Corporation. 1 ~ 1ncorporn1cd 
hcrem by reference to Exhlbit 3.(b) to the Form IOQ for the quarterly penod ended June 30. 
1995. of Chcsapealce U11ltucs Corpora11on. 

- Bylaws 

Amended Bylaws of Chesapeake Uuhucs Corporation. arc incorporated herein b} reference 
to Eith ibit 3 .(b) to the Annual Repon on Form I OK for the year ended December 31. 1994 
of Chesapeake Utilities Corporation. 

bh1b11 4 .( a ) - The Fonn of Indenture between the Company and Boatmen · ~ Tru~t Compan). Trustee. with 
respec t to the 8114<:\ Con, enible Debentures 1s incorporated herein b) reference rn 
Exh1b11 4 .2 of the Company' s Reg1stnUion Statcmen1 on Fonn S-2. Reg. No. 33-2658 2. filed 
on January 13. 1989. 

l 'h1b11 4.(bl - Note Agreemem dated February 9. 1993. by and bet'l'ecn the Company a.nd Massachu~e11 ' 
Mutua. I Life lrnurance Company and MML Pension Jnsur.ance Compan). with respect 111 
S I 0.000.000 7 .97'k Uno;ccurcd Senior NOle\ due February I . 2008. 1s mcorporlled herein b~ 
reference to Exhibit 4.(b) Lo the Annual Repon on Form 10- Y. for the year ended December 
31. 1992. of Chesapeake Utrht.ies Corporation • 

I \h1b11 4 i.:1 - llle Direc tors Stock Compensation Plan aJo r ted by Chesapeake Utilities Corporauon in 
1995. 1\ incorporated herein by rclcrcrn.·c '" the Compan) ·s Prox) Statement dated Ap111 17. 
1995. in t' onnec 11on v. 1th the Company ' s annual meeting held an Mny. 1995. 

I ,111h11 .i td t - The Note Purchase Agreement entered into by the Compa.ny on Oc tober 2, l lJ<J~. rur~uant 

10 whrch lhc Compan~ pnvately placed S IO m1ll1on of us 6.91 '1 Senior Note' due an 2010. 
1s r. • being ti led herewith. 111 a.ccordancc wi th Item 601(b)( 4 )( 111) of Rcgula11on S-K. The 
Compan> hercb) agrees 10 furrush a cop> of that agreement to the Comm1ss1on upon requc~t. 

I \h1b11 J(1.1 a 1 - Service Agrecmen1 dated November I, 1\189. by iind between Tramcont1nental GM P1rx 
Lane Corporation and Eastern Shore Naiurnl Ga' Compan). 1s incorporated he re in h) 
referencr to Exh1brt JO (a ) to the Annual Repi'n nn h 1m1 10.K lur the year ended Dc~·embcr 
JI. 1989. of Chc~apeakc U11 h11cs Corpura1111n • 

I \h1t•11 JO 11>1 - Serv1Lc Agreemen1 dated November I. 1989. by and between Columbm Cid~ Tron~nm,u;n 
Corporation and Eastern Shore Naturnl Oa~ Company. 1s incorpora ted he rein hy rcfcrcni:c 111 
Exhibit 10.(bJ 10 the Annual Rcpon on Form IO-K for the ye11t ended l>el cmbcr 31 . 198\1. 
of Che..a.pealce U11h11cs Corporarron • 

I .Ah rim Iott: i - Service Agrccmcnr for General ~en 1Lc dated November I. 1989. by and between Florida 
<Ja, Trarl\rn 1~)1on Company and Chchapeake U11 l111u Corporauon. •~ mcorp.mucd herein b~ 
rdcrcnce 10 Exhrbll JO.le) to lhe Annual Rcpon on Form 10-K ior tht' yenr t'ntlnl 
Dccrmber 31. 1990. of Chesapeake U11h1res Ccrporauon. • 



11 .. m " · Changes In a nd Dlsagrttment• W llb A«oun1an1, on Accounlln& and Financia l Olx-losure 

PART Ill 

l1em 10. Dlrrctors and Euc.u1lve Oftken or the Rqis1ran1 

lnformauon pc:nammg to lhe Dl!CCtors of the Compan)' 1s incorporated herein by reference to 1hc Pr.I\~ 
StJtemen1. under .. lnformauon Regarding lhe Board of Directors and Nominee~ ... d:iled and 10 be tikJ "" 11r 

tx-r'orc .\pnl !!. 1996 in ·onnecuon w1lh the Compan} · s Annual Meeting to be held on Ma> 21 .. 19% 

The mformauon required by lhis item with respect 10 execuuve oflln:f) 1s, pursuant to tnSU'\Jct1on ' 11! 
p.i:.1grdph tb> of Item 401 of Regul:mon S-K. set fotth in Item JO of Part I of lh1s Form 10-K under .. E,e.-uu'c 
urn..: er' r:if the Registrant . .. 

l iem I I. Eucuth't Compensa1.lon 

Th1) mformatton 1.s mcorponued herein by reference to the Prox} S1atcmcnt, under " Repon on fac:cumc 
Compc:nsauon ... dated and to be filed on or before Apnl 8. 1996 in connecuon with the Compan~ 's Annual 
\lecun!? to be held on Ma~ 21. 1996. 

h em 12. Security Ownel'1blp or Certain ~neflclal Ownen and Manaaemenl 

Thi' mtonnauon 1s 10 orporatcd herein by reference to the Proxy S taicment, undtr " Benefic ial O" nel'\h1p 
·•I the ( ••mpan~ ·s Secum1e, ... daled and to be tiled on or before Apnl 8. 19Q6 m connecuon \4 Ith the Cumpan~ ·, 
\nnu.11 \kelmf ll> be he ld nn Ma~ 11. 1996 

llcm 13. Ccnaln Rtlalionshlps and Rtla1ed Transactions 

nm mformauon IS incorporated herein by reference to thc Pro:1.~ SUllrment. unckr .. Benetkllll o .... ncr~h1p 
•I thr Compan) ·s Secunuc'". dated and w be filed on or before Apnl R. 1996 m connection wi th lhe Compan~ ·, 
.\nnual Mecung 10 be held on May 21. 1996 

PARTI\' 

l1t·m I .&. 1- inan ial !'llatemenu. Financial Statement Schedulei., and 1-;xhlblu and Reports on f"orm 8-K 

l d 1 The following do .. umcm~ MC hied~ a pan of lh1> rcpon· 

F1nanc111l Statements. 

-Accountant~ · Rcpon <.1111cd February 9. 1996 of Couper• & Lybrand L.L.P .. lndepcn1knr 
Accountanu 

- Consolidated Statements of Income for each of the thrcc years ended December ·'I. 1995. 1994 
and 1993 

-Consolidated Balance Sheets ill December 31. 1995 and December JI. 1994 
- Consolidated Statemenu 01 Cash Flo'"'~ tor each of the lhrec ycan ended Dcu~mber ~I. 199~ 

-Consolidated S tatements o t Commun Stockholderli · Equll) tor each of the three )'Car~ codec! 
December 31 , 1995 

-.'.:onsohdatcd Statement~ of Income Taxes for each of the lhree yea.rs ended December 31. I W5 
- Notes to Consolidated Fmanc1al S tatements 

~ The lolln"' mg add111onnl intnrmauon for the ycllt'\ 1995. 1994 and 1993 I' \ub111111cd hcrc'41th 

- -'-'hcdulc II - Vu h.1am>11 und Quollf~ma Accoum' 
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Operatina Stadsda 

Revenues (ln thoo•nds) 

Natural ps 
Residential .... ... ..... .... ............... . 
Commercial . ......... ... .... .... .. ....... . 
Industrial . • . . . . . . . . . . . . . . . . . . . . . . . . . .•. ... 
Sale for resale . . . . . . . . . .. . ....... . . .... .. . 
Transportation ....... ... .. ..... . . ......... . 
Other ...... .. .... . .... . .. .... .. .... ....•. 

Total natural ias revenues ......... . . ........... . 
Propane ............. ... . ....... ... ... .... ... . 
Other ................ . .. . . ... ..... .. ... . .... . 

Total revenues ............. .. .. ............. . ..... . 

Volumes 
Natural gas delivencs (in MMCF) 

Residential .............. .. . . . ... ........ . . 
Commercial ........ . .................. ... . 
Industrial . . . . . . . . . . . • . . . . . . . . . . . . . . . . . . . . . 
Sale for resale ...... . ...... ....... . ....... . 
Transportation ............... .... ... .. . . . . . 

Total natural gas deliveries . . . . . . . . . . . . . . . . .... . 

Propane (in thousands of gallons) . . . 

C uscomert 
Natural gas 

Residential .... .... .. .. . . . 
Commercial . . . . . . . . . . . . . . . . . .... .. ... . . 
I ndu.strial • • . . . . . . . . . . . . . . . . . . . . . . . . . . . • . 
Sale for resale.. . . . . . . . . . . . . . . ... . ... . , . 

Total natural ga.s customers .... .. . . ..... .. .. .... . 
Propane ....... . ....... ..... . ... .. ..... . 

Tot11I customc"' . . . . . . . . . . . . . . . . . . . . ... ... . . 

s 14.857 
11,383 
36,898 
12,459 
2.993 

515 

79.105 
17,608 
7.307 

$104.020 

1.686 
1.792 

13,639 
990 

I 1,131 

29.238 

17.748 

29.285 
4.030 

212 
3 

33.530 
22,609 

56.139 

for* Y-. F.-... O.C-i.r JI . 

$1 5.228 
11.594 
32.718 

9.586 
2.639 

(SO) 

$14,007 
10.837 
31.622 

5.242 
2,480 

193 

$12,935 
9,857 

26.977 
3.84.l 
2 ,4().) 

( 134) 

~11.167 

II .6<lt> 
2'1.660 

' .·1.1'7 

1.555 
44 

71 ,71 5 64.381 55.878 5 1.-!09 
17,789• 16,908 16.439 l-1 .%1 
6, 173 4,584 3.568 J.J% 

$95.677 $85,87~ $75.935 $69.1!21! 
- -= ---= ======= 

1.665 
1.n1 

10.752 
998 

7.542 

22.128 

1.596 
1,676 
9,308 

984 
5.880 

19.444 

18.395• 17.250 
=-=: -

28,260 
3,879 

204 
3 

32.346 
22.180 

54.526 

27.3 12 
3.759 

196 
3 

31.270 
2 1,622 

52.892 

1.561 
1.633 
8,01 4 

997 
5.139 

17.344 

17.1 25 
=-= 

26.523 
3.683 

I ')8 
3 

30.407 
2 1.1 32 

51.539 

1.337 
1.445 
8 .. \lJ(1 

922 
4,237 

16.337 

14.837 

25.710 
3.560 

191 
~ 

29.464 
22.145 

Sl.609 

• E:i.c ludes revenue of $2.895.000. which resulted from lhc sale of rune mil hon gallons of propane ro one l11ri:r 
whole~alc .:ustomcr in 1994. 

I 0 1 ludc~ 1ranspona11on r ustomcn 
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SB-l.OOtl per year. The reserves the Company had been accru1.ng for the pocenual refund wen s11mfkantl) 
l!reau:r than the rate rcducuon orclercd.. Accordmgl) . Ea.stem Shore ha,) re' ~rscd a large ponlOll of the csumatcd 
hab1l11y !hat 11 had been accn.nng .. llus n:venal contnbuted Sl.38S,000 to prc-w e;urungs or S833.Wl to after · 
1ax earnings during lhe lhirc:I quarter of 1995. lo connection with the FERC Order. Eastern Shore aPl>:;ed m 
Dcccmlx • 1995 to lhe FERC for a blanket certificate authorizing open access transponaUon service on 1u 
p1 pchnc system. The implcmeniaoon of open access iranaponauon service, upccted to occur dunng the second 
half of 1996. will provide all of Easicm Shore '• customers with lhe opportunity to ltlUlspon gu O \'Cf ns system 
a1 FERC rcgulaled rates. Open acccu is lhus hke.ly to rewlt ma shift of Eastern Shore 's bu51ncn from ml11'11n) 
earned on sales of gu to large mdustnal customers. to a possibly lower margm earned on mmsponauon scf\· 1cc~ 

Othrr CommirmtntJ and Co11n11gt11citJ 

inc Cnmpan) " involved m cena1n lcgal acuoos and chums armng m the n<>nnil course of hu)mc" TI K" 
( 1•mp.sn~ '' .il>O involved 111 cc:nain lc:g1l and admin1•1TllJ\C: proc·ee<hng• before vanous govcmmcnu1I iigcn IC' 

cQfu:eming rates. lo lhe op1ruon of man.agemenL the ultunaic d1spos111on of these proceedings will not have a 
material effect on the consobdaled 61W1C1al po11Uon of the Company. 

L. Qu1.nrrly FID&1Klal Data (l.l~udhed) 

In the op11uon of the Compan). t'le quaricrl) fin111C111l information lhown below include' all adJUstmeni. 
necc~~a.ry for a fair prcseniauon c~ lhe operatlOIU for 5uch pcnodl. Out to lhe aeuonal nature o( lhr Compan) ·, 
bu"ne~'· lhert arc sub5tant1al vanauons m opcrauuru rcponcd on a quarterly bui1. 

flrll SecOINI Till rd fourlh 
Quarur <>-- Qul1tt <>v-rtn 

1995 

Operaung Revenue . ....... .. . . .. .. .. . . S30.896.798 S2.2.074.663 S20.564.994 S30,483.96 1 
Operaung Income .. . ... . ............ s 4.330.962 s 1.369.342 s 1.492.200 s 2.369.015 

Ne• lm:11mc . . . . . . . . . .. s 3.M l!.4 11 s 764.08~ s 988.122 s I .IS 26.U~7 
Pnmary l::.am.ings Per Share ... . . .... ... . s I.OU s 0.21 s 0.27 s 0.49 

Full) Diluted Eanungs Per Shall ... . .• . . s 0 .95 s 0.21 s 0.26 s 0.47 

1994 

Upcra11ng Revenue B6.009.5 IO s I \I .1168 .~66 SI 8.789.776 \23,904.445 
Opcraung Income . s ·1.322.605 s 5811.550 s 296.11 0 s 2.0 19.809 

1'e1 Income (l.os5J . s 3.746.087 s (l 16.Sl!41 s (264.773 ) s 1.095. IY2 

Pnmar. F.amings (~~I Per Shan- . s I 04 s (U.03) s C0.07) s 0 l (I 

1-ull) Diluted Earning' CLm•I Per Shar~ s 0 1)8 s '° 02) s 10 OS ) s () 21) 

k r,ulu for the: lh1rd quancr IQ95 rctlccl a non-m: um ng mcn:au in nc! income of Sl!33,000. ( ~cc Note K 111 

lhl' Cnmnhdated F1naru:1al Statements ) 

4 1 



i , 

CO~SOLIDA TED ST A Tl::ME!\TS OF CASH FLOWS 

Opuatinj? Arth· iti~ 

:-:c1 m,ornr . . . . . . . . . . . . . . . . . . . . . . . . . . . S 7,236,69S S 4.-'~9.9'22 S 3.971.671 
AdJu~trncm' 11> rcconc tlc net income to net o pcraung c:ish 

Cumulall\'C cffeCl of change in method o f accounting for 
mc(lmc t~cs ........ ......... ..•. ..... . .. ...... 

Ocprtl 1a1wn and amonizauon .......... . ... . . ........ . 
Allowanu: tor equity funds u~d dun111 constnJCuon ..... . 
l nvc~1men1 ta" credit adjustments .... . ....... .. .... .. . 
Deferred income we~. net . . . . .. . ... ..... .... . ...... . 
Emplo)ec benefits . . . . . . . . . . . . . . . . . . . . . . . . ... ... . 
Emplo~cc compcnsauon rcsultmg from lapsing o f stock 

rt' \m,·uon~ . . . ... .. ....... . .... . ...... . . . ... · .... · 
Allow ancc for refund .. .... . .. . ... .. . .. .. .• .. .. . ... ... 
Olhcr. net ...... . . ......... . . . .. . ... . . ... .... ...... . 

Olangc:s tn Jssc:\ and hab1bues: 
A.:, oun~ rccctvablc. net ........... ... .. . . . . .. . .... . 
Other , urrcnt asset~ . . . . . . . . . . . . . . . . . . . . . . . . . 
1 lthcr dda1cJ dmrgc ' . . . . . . . . 
-\ « "u"'' payable .............. . . . ...... . 
Rc rund' pJ) able 10 customers . . . . . . . . . . . . . . . . . . . .. .. . 
O\f•rrc,·o ~red IL' ndcrrccovercd) purch~d gas cosr~ .... . 
Other ' urrcnl habillltcs . . . . . . . . . . . . . . . 

' "' , J'h pn" 1JcJ b~ opcru1tng ac t1Vll1C\ ...•. 

lm·escin~ Acthitl~ 

Propcn~ . pl.mi JJJd equipment cxpcnd1rurcs ........... . ..... . 
Allow ancr Im equu~· funds used dunng C'onstrucu on ...... .. . . 
Purr ha-..· oll •n' e~tmenh . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

:".c l u l.' h U\Cli tH Jn\ C~ltng llCIJVllJCS .•.•• , •.•. , •• , , . •.• .•. •. 

FlnancinJ( Acth·illes 
lommon s1, ... t.. di' 1dcnd~ net of amounu rc111vcsted of S506.94 1. 

~J~7 19<1 .. nd S409.248 tn 1995. 1994 and 1993. rc~pcrnvcl) .. 
\Jlc ol 1rc.1,ur~ '11x·I. . . . . . . . . . . . . . .. 
' rt ' rcpa) mcnh 1 h,1rr11w '"ll' unu,; hnc o t crcdll agrccmcnf\ 
Prc .. ccth Imm '"uan.:c of kmg·tcnn dcbr . 
Rcpa~ mcnh •ll long term debt . . . . . . . 
J'J\ 111.:ni- 11111.k • ,·up11al lc11~c obllgatton_,, 

,, I ' J 'h 1 ll\C<l i I'"" 11k1I h\ ltn.inctn~ Ill.II\ Ille~ . 

'''t ln r re11'lt' ll)(•(· r~11M J In Cub and Cash Equhal«nu 
< 11,h and Cash Etjulvaltnts at BeaJnnln11 or Ynr .. 

<'ash and Cash Equlvaltnu 11 End or Year ... . .... .. . . . 

'>upplenwntal Uh.closure or Cuh F1o'"' Information 
C J~h pa1tl lor 1nto:rc'1 
l J'h pattl fur m.ornc t.1.1. • • ••••• 

" ''" , a.<h hnan• tnf an<l tn\C5ttng act1v111c' 
l::.n' 1ronmcntal cust' . 

s 

s 
s 

s 

Sec accompanying nO!e~ 
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5.905.()C)O 
(65. 198) 
(54,8 1 Sl 
252.727 
1711.803 

431.694 
( l.356,705) 

(339.080) 

( 4.284.963) 
1.380.216 
(9 46.450) 

3. 149.573 
399.123 
16 2.399 
9 48,846 

12 .997 .955 

"1.691.192) 
65.198 

(38.836 ! 

( 11.664.1001 

(2.79J .J7) ) 
1q . .ig4 

(3.W0.000) 
l 0.000.000 
cs .o 17 .580) 

(7:\4,469 1 

:n!S.656 
398.751 

977.407 

1.657.972 
3.288.895 

68.J.585 

(57.467) 
5.786.013 ~ .494,7-'l 

(49,I S4) 
(54.815) (S4.8 ISJ 

(669.404) 778.896 
492.082 1.117.017 

374,121 J67.08~ 
1.238,705 

424.832 1.952 

1.303.51 7 ( 1.332.217) 
(979.125) 1.066.583 
(271.9371 (590.325) 
382.913 ( 1.659.248) 

59.999 Cl77.91S1 
1.723.432 c!.161.006) 

159.910 (204.856) 

14.381.0l l 7.860.086 

( 10.473.565) Cl0.023,702) 
49.154 

( 10.424.4 11 ) t 10.023. 702) 

(2. 736.388 ) ( 2.634,479) 
20 I . 7(W 79.01 7 

(90(),()()()) 200.000 
10.000.000 

( l.285.962 ) <S.015.934> 
(102.761 ) 

(4.720.64<1 ) 2.5 15.11 43 

(764,046} 35l.227 
1.162.797 8 10 .570 

s 398.75 1 s 1.161,797 

s 2.652.J23 s 2.421.764 
s 3.509.034 s 1.099,422 

s 4 ,987.092 s 1.6 7 5,000 



CO~SOLLDATED STATEMElliTS OF STOCKHOLDERS' EQUITY 

t'or lllf hen t:.ndoed llettmbfr JI , 

1995 llJ'M '""'·' 
Common Stock 
B:ilnnce- begmning or year . . . . . . . . . . . . . . . . . . . . . . . s 1.785.5 14 s I .7~4 .5 47 s 1.71 4 .~ IJ 

01v1dcnd Remvestmcnt Plan . . . . . . ..................... . IU16 IS.046 13.5'1'1 
LSI rcstncted stock award agreements .... .. . ........• . .. . 6 .881 1s.ns 26. '4J 
Conversion of debentures . . . . . . . . . . . .. . . .. ...... . ... . . 143 

Ralancc--cnd of year . . . . . . . . . . . . . • . . . . .. . . . ...... . .... . .. . 1.811.211 1.78.S.5 I 4 1 .7 5 4 .~r 

Addltkmal PaJd..ln Capital 
Balance-beginning of yc&r ... .. .. . ... . . . ... . .. . .. . ......•.• 16.834,823 IS,8S0,319 14.628.476 

Dividend Reinvestment Plan ......... ...... . .. . . ........ . 488, 125 41 2.1 44 39S.M9 
USI restricted stock award agreements ..... .. . .... ...... . . 176,029 458.335 777,')20 

Sal.c of treasury nock to Company's Retirement 
Savings Plan ............ . ..... . ... .. .... ..... ...... . 93.26S 109.184 48,274 

Conversion of debenture~ ... . ... . . . .... . ... . .... . ...... . 4.841 

Balancc·--<:nd of year ..... ......... . . . . . . . ....... .. ... ... . . 17,592.242 16.834,823 15 .8 .SO.J l'I 

R.!tained Eamlnp 
Ba!ance-beginnin& of year . . . . . . . . • . . . . . . .. . 19.480.374 18,219.01!3 1 7 .J()l) .9()~ 

Net income . . . . . . . . . . . . . . . . . . . . . . . .. . .. . . ... . ..... . 7,236,695 4.4S9.IJ2l 3.971.671 
Cash d1vidends(I ) ...... . .... ... . .. .. . . . . . . . ..... . . ... . (3.33 1.972) (3, 198.631 J (),062.41JJ I 

Balancc--cnd of year . . . . . . . . . . . . . . . . . . . . . . . .. ... . . .. .. ... . 23.385.097 19.480,374 ll!.219.0XJ ----
Trca~ury St.ock 
Bal'11lCe- beg1nnmg of year . . . . . . . . . . . . . . . . . . . . . . . .. . .. . . . \ 99.1142) ( 192.3621 !2~3.105 1 

Sale of treasury stoek to Complllly ·~ Rcurcmcnt 
Savings Plan . . . . . . . . . . . . . . . . . . . . . . . 99.1142 92.520 \(),743 

Dalnncc-cnd of year .. . ............ . . . . . . . (99.842 ) ( I 92.362 I 

l neamed Com~llon 
Bulancc-beginning of year ... . .. . . . . .. . . .......... .. .. . ... . (696.679) <663.557) •271.332 > 

Issuance of award . . . . . . . . . . . . . . . . . . . . . . . • . . .. . .... . . . ( 121.3431 (474.11 31 ( )(()4 . .16.'.il 
Amon1za11on of pnor year~· awards . .......•............ . 402.91 5 440,991 412.240 

Bnlanct'-<:nd of }car . . ....... . C41 S.107J 1696.6791 ({16155 11 

l'nrealiud Loss on Markruib~ 5Kuritles(2) (72.839) ( 24 1.609) (<)(J.51 7 I 

Total Stockholders' Eqult) . . . . . . . . .. , . . . . . ....... .. . ..... . $42.300,604 .SJ7,062,581 S.\ 4,1177 ,5 1 \ -
I I ) D1v1dcnd!> per share of common ~tock were S.90. $.Ill' u.nd S.l<f, tor the years 1995. I '>'J4 .mu 1993. 

rcspecuvcly . 
.21 Ne1 of income taxes of 11pprm1ma1CI) S48,UOO. Sl60.000 and S60.000 for the ycan 199S . 1994 .ind IW'. 

respcctivcl) . 

"ice: a.ccompanymg notu 
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CO:'\SOLIDATED STATE'.\tESTS or INCOME TAXES 

C urrent Income Tax Ex~n!M' 
Federal . .... ........ . ... . .. .. .. . .. . . ... ........... . 
Sl31C ....... ........... . . ...... . .... .. ... .•.. .. ....•. 
l 'lvestment Wt credit adju.stmcnts. net . . . . . ..... .... . .. . 

Tocal CUITCnl income UlA upen.M: .. ... . .......... . 

Oder~ Income TH Ex~n~ 
Acceleraicd depreciation . ... ... . ... . ....... . ...•....•.. 
Deferred gu costs ......... .. ... ..... ................ . 
Pensions and ()(h('f employee benefits .. .. ...... ....... . 
Altcmauvc minimum tax . . . . . . . . . . . . ... ....... ...•... 
Unbilled revenue . . . . . . . . . . . . . . .. ... .... ...... .. .. . 
Contnbullon m aid of conMru.:uon .... . . .. . .. .. . • .. .... . . 
Environmental expenditure ....... ... ... .. .. . . .. . ... ... . 
Allowance for refund .. ... .......... . .. . ...... .. .... .. . 
Other ........ . .................. . .. ........ . .. . .... . 

Total deferred income tu expense <I 1 .............. . 
Cumula&Jvc Effect of Chan~ In M~hod or Accountifta 

for Income Tues 
Decrease ID deferred tnCome w assets . . ................ . 
Amount recorded on the balance sheet .... .............. . 

Amoun1 recognized in income . . . ......... • . . ......... 

Tot.al Income tax cx~nsc 

R«anciJlatJoo or Elfecdvc lncc>nM Tax Rates 
Federal 11\C~ w expense at 34'k . . . . . ....... . ..... .. . 
State mcome taxes. net of Federal benefit ... ...... ... .... . 
Cumula11ve effect of chanac in mclhod of accounting for 

income taxes ... .. ... . .. . ...... ... ... . ............. . 
Otlxr .. ..... . ......•.... . ..... . ..... . ........ .. .... 

Total mcomc Wt expense . . . . . . . . . . ... • ....... • ... 

Effective income Wt rate . . . . . ..• . .... .. .... .. ....... 
Oeferred Income Taxes 
Deferred income Wt hab1hllcs: 

Accelerated depreciation .... . .. •.. .. .. ..... . .. ..... 
Olher . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ... • . . .. . 

Tola.I deferred income w habthues ... ... ...... . 
Deferred income tax assets 

Su11c operating los~ carryforward~. nel (2) . 
Deferred mvcstment w credit . . .. .... ... ...... . ... . 
Allowance for refund. . . . . . . . . . . . . . . . . . . .. , ... . 
Unbilled revenue . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . 
Pension and other employee benefits . .. . ... •. . 
Self insurance ....... . . . . . . • . . . ... • . . 
Other . . . . . . . . . . . . . . . . . . . . . . . ... ..•........ .. 

Total deferred income taA assets ........ ... . . . . . 
Deferred Income Tun Per Consolidated BaJa.nce Shttl .. 

Few llw Yan t.adtd l>ocnni- .\J. 

19" ·~ 19'1• 

s 3.182.346 s 2.375.332 s 950.2'-'1 
621.2.'ll 707,190 :n:.1''-1 
(.54 .K15J (5 -l ,Xl5 > 15.i.s I '- 1 

3.748.769 3.027,707 1 .:~ .:-i-

202.404 270.21) 692 l<J I 
(S6.915) (656.772) J 11) .7')-1 
57,SOS ( 169.731) ( 39-1.1(>11 

230.:ns 320.10 I 

(260.922) 188.356 1 2 7 ~ .:'-h l 
(283.03)) (32.:145) ( 1))011 I 

427,020 (32.597 J (42.00-1 I 
442.064 (580.36 1) q.Q7 l 

( 146.341 I 297 ,323 132.1 51 

381.785 (485,339) 791.1.1111 

297.971 
(355. -1401 

(57.467) 

s 4 .130.554 s 2.542.368 S 1.96K.1122 

s ),806,560 s 2.458~l54 S2.019.70<> 
527.S6) 44 :1 .716 24-1 , N I 

(57.-1(17, 
(203,569) (359.7021 C238.J .l71 

s 4.130.554 s 2.542.368 Sl.96lUI~ :' 

36.3'k 35.6 9' '1 I '. 

SI O. 717 .217 SI 0,709,69..\ 
1.203,365 998.490 

11.920.582 11.708.183 

126,073 242.821 
454,590 477.365 
183,485 625.549 
9 18.001 657,098 

1.039,681 1.093.163 
5 29,559 51 4.509 
894.674 687.886 

4 .146.063 4.298.391 

s 7.774.5 19 s 7.409.792 

111 Total deferred mcomc w expense mcludes SIOS.000. S66.000 and S3K.OOO 11f defrrrcd Mute income uul'' 
for the ycan> 1995. 1994 and 1993. rcspcc11vel) . 

121 Le" '11lua11on allowances o f approA1rruitel) S 160.0CX> and S34 I .OOO for December 31. 199.S and I 9'JJ. 
re spec II' cl> 

Sec accompanying notes 
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NOTES TO CONSOLIDATED Fl!liANCl.AL STATEMENTS 

A. Summary or Accouatinc Polkta 

Naruu of Bwsincs 

Chesapeake Utilities Corporauon (the " Company" ) is a diversified utility company. The Compan) I> 
engaged in na1ural gu distribution to approx1ma1cly 33.SOO customers located an southern Delaware. MaryJ411d ') 
Eastern Shore and Central Aonda. The Company owns a natural gas transmission subsidiary which opcnues a 
p1pclmc fm r;i various points in Pennsylvania 10 lhe Company' s Delaware and Maryland d1srn'bution d1v1S1ons. us 
well as o ther u tih1y and industnal customers in Delaware and the Eastcm Shore of Maryland. The Company's 
propane d1stnbuuon segment serves apprownatcly 22.600 customers in southern Delaware, the Eastern Sho~ of 
Maryland and Virginia. 1bc infonnat.ion technology services segment provides software sctViccs an<I products 10 
a wide van ery of cl ienis. 

Principles of Conso/idetion 

The Consoli.dated Financial Statements 1.ncludc the accounts of the Company and ilS wholly owned 
subsidianc,1;, Eastern Shore Natural Gas Company ( 'Eastern Shore"), Sharp Energy. lnc. and Chcsapcakt 
Sm ice Company. Sharp Energy. lnc.'s accounrs include lllOIC of its wholly owned subsidiary, Sharpgas. Inc. 
Chesapeake Service Company's accounts include its wholly owned subsadaanes, United Systems, Inc. ( "USI" ), 
Capita~ Data Systems. Inc. and SkJpjack. Inc. All s ignificant 1ntcrcompany transactions have been ehmmated m 
consohd.,uon. 

Systt'm of l. ccounrs 

The natural gas da.st:ribuuon davmons of the Company located in Delaware. Maryland and Florida arc 
subJCCI 10 regulation by the Delaware, Maryland and Florida Public Service Commissions with respect to the ir 
rate> for service. maintcr..ancc of their accounting records and various other matters. Eastern Shen is sub)Cc t to 
rcgulauon by the Federal Energy Regula tory Comnussaon (" FERC" ) and lhe Delaware Publ ic Scrv1ct' 
Comnms1on. The Company 's financial statements are prepared on the basts of gene.rally accepted accounung 
pnnc1ple) v. h1ch give appropriate recogmuon 10 the ratcmaking and accounung practices and pol icies of rhe 
vanous comm1ss1ons. The propane and 1nformauon rechnology serv ices subs1d1arics are not subject to rcgulauon 
with respccr 10 rates or mam rcnancc of accounting records. 

CtHit and Cafh f :qu1va/t'flts 

Inc <..om p1111 y's policy 1s to anvcsr cash in excess of opcraung requirements in overnight income producing 
accounts. Such amounts are stared a r cos t wbJCh approximates market . lnvestmcnts wath an original matunl} of 
three months or less arc considered ca.\h equivalents. 

/' ropert\ , !'/ant and Equipment and Dtpu c1arion 

U11 l11y propcn y is stated at onganal cosr while the assets of lhc propane subsid iary arc \•a lucd at cosr The 
, osts nf repa1n and manor replacements arc charged 10 income II.\ incurred and the cosu of ma)Of rcncwoh and 
hcnermcnrs arc cap11ahu:d. Upon rcurcmcnr or d1spos111on of u11 l11 y property. the recorded cost of rcmov1d . nt'I 
,,: ' j" .igc 'aluc. 1~ charged 10 accumul.tted dcprcc1a11on Upon ~11rc n1en1 or d1~pos1 11on of 1lC•n-u11hty pnlpl'n). 
rht· itam or lo~. ncl of ~lvagc value, 15 charged IO 1ncornc. 

The: prov ision for depreciat ion Is computed using the straight-hoe method at rates which will am-: . .. u the 
unrecovered cost of deprecaablc propen y over the estimated uscfol li fe . Dcpn:c1a11on and umon1zauon expense 
Int hnanc1al staterncnr purposes 1s provided a1 an annual rate averaging 4.37% for narura l gas d1stnbution. 2.77<rt 
r.,, narural gas 1ran)m1ss1on. 4 .9 1 % for propane disrnbuuon, 5.66% lor gai; planr acqum uon aJJUsrmcnts. 18.S3'l 
for m1ormauon lechnology services and 1.52% for other plant. 
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Alumancr /or F"Nb Used D11nng Con.11r"c11on 

The allowance for funds used during construction (" AFUDC") i& an accounri~g procedure whereby the 
cosl of borrowed funds and ocher funds used to finance construction projects 1s capitalized as pan of utility plant 
on the balance sheet. crediting the COit u a noo-cash item on the income statcmcnt. Thc cost of borrowed and 
equ11y funds is scgp,gaied between interest expense and ocher income, respectively. The Company used rates of 
S 36~ an 1995. 4.23% in 1994 and 3.52% in 1993 for calcula1ing AFUDC on borrowed funds. AFUOC for cquny 
fund~ was calculated using average ratts of l.95'k and 2.92~ for 1995 and 1994, respecuvely. 

/;.nv1ronmt:ntal Rt:g11/a1ory Assets 

Env!!onmcntal regulatory assets rcprc.senl amounts rclattd 10 environmental liab11iucs for which 
npcnchturcs have not been made. As expcnditul'C$ arc incumd, these amounu arc rccorded lo env1ronmcnral 
c~pcnd11urc ~ or accumulated depreciation as cosr l'lf removal. Subsequcn1Jy, the environmental liability can be 
reduced along w11h the environmental rc1ula&0ry asset. All amounu incurred arc amortized imo income in 

accordnnce with the ratcmlkma trcatmcnl pvued in c.ctl juri.sdicuon. 

Other Deferred Charges and lntangiblt: Asseu 

Other de. crTCd charges tne ludc discount. premium and issuance cosu associated with Iona-term debt. 
rc5tnctcd stock earned for services performed but not yet awarded and rate cue expenses. lbc discount. premium 
and 1~~uance costs arc deferred and amortized 0 1 er the oriainal lives of their respective debt issues. Gains and 
l~st' on the rcacqu1.siuon of dcb1 arc amortized over the rcmairung livu or the original issuances. Rate east 
expense~ a.c deferred and amOl'tized over periods approved by the appl icable regulatory authonues. Intangible 
lL\\t't' are as~oc1a1ed with the acquisition of non-u1ihty companies. and arc being amortlzcd on a str111gh1-line 
b~•~ o~er a period of eigh1 tJ 40 years. The gross mWlgible asselS were S5,020.851 fC>f both December 31. 
1995 and 1994. Accumulated amortization related 10 mtang1blc assets was S3.587.090 and S3.079,612 at 
Occ.:cmbcr 31. 1995 and 1994. rcspc:ctively. 

In o mr TOJ.r.1 and /nvesrmenl Ta.>. CTCd11,t.djwtmenfJ 

nw Company files a consohdalcd fcderaJ UlCOme tu rcium. Income tu expense al located to the 
Company·~ subs1d1ancs 1s based upon their respective uuablc income~ and IJU credits. 

IJcrcrrcd ta.>. asset' and hab1hties arc recorded lor the: t:u effci.:1 of lcmporary differences between the 
tinan, 1al ~ carcrnc nt~ and uu bases or assets and hab1h11e~. and arc measured using current effecuvc income taJ. 

race' The ponion of the Company's deferred taA habilities apphc.:ablc to udli1y operations which has not been 
rcflcc.:tcd an curren1 service rates rcprcscnt.s income uucs recoverable through fururc rares. 

Investment w crcd11.s on u1l1 11y property have been deferred and arc allocate.d to income ratably over tl;c 
hvt'' of thr ~UbJCCI propcny 

l::.ffect1vc January I. 1993. the Company QdoplCd S1atcmc n1 of F1nanc1al Accounung Standards ("SFAS") 
1'n 109 "Accououng for Income Taxes." The adoption of SFAS No. 109 changed the method of accounung 
lnr inu>mt' t:ixC\ from the dcfelTCd mclhod 10 the MSCI and hab1l11y approach. Tbc principal effect on the 
c 1 11011.l/l~ · , hnanc111I sratcmcnts nf lldopung SI-AS N" 109 " 1!1c rcc1~dmg of deferred regulatory UM:b l1l1d 
1i.1bil11 1e~ pnmarrly for income 1a.11 cs on temporary deprcci:uion differences. which were pn:v1ously flowed 
tllfough io ralcpayers. Deferred regulalory assets we!"( approidmately S6 I 2.000 and S8&5,000 11 December 31. 
1995 Wld 1994, rcspectJvely. lbc defemd rcgulla10f) habililica primarily rcprc.sen1 uccss c1ererred income rv. 
a cdll' rcsulung from the: reduction in the federal income ta" rare and also deferred uu credits provided on 
anvc\l rncnt ta" cred1LS whi.ch were previously flowed 1hmugh tn ratcpaycn. Dcfcm:d regulatory h11b11i11e~ W CI"( 

.. pprox1ma1c:I) Sl.308.000 and Sl.233,000 al December 31. 1995 and 1994, respccuvely. 

Changes in accumulated deferred income ta.xe• related to the: Company's non-regulated opcra1ions wen: 
recorded an 1993 as a cumulauvc effect of change an acc.:oun11ng principle on the income sratcment and a deferred 
l.u ~1 on the balance sheet. Tbc ruull was a onc-ume incrcn\C to nc1 income of S57.467. Th(' incn:.ue 10 nc l 
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income resulted from a n:ducuon in the deferred income l!L\c~ Msociated with deprec11111on. coupled w11h 1hc 
rccorclmg of net swc tax loss carryforwards. The Company bad state tax lo~s carryforwards of S3.832.000 and 
S5.529.000 a1 December 31. 1995 and 1994. respectively. Thc Company antic ipates not using Sl.828.000 of the 
lo" rnrryforwards at December 31. I 995. The Company has recorded a ' ·.Ill valuation allowance on the 
S 1.828.000 at December 31. 1995. The loss carryforwards ex.pire in various years beginning in 1996 through 
2007. 

Fair Value of Fiflllllcial /nsf114me11ts 

Vimous items within the balance sheet arc considered to be financial instruments because they are cash or 
arc w be scnled in cash. The carrying \'alucs of these items approximate their fair value (sec Note B 1o 1hc 
Consohdaled Financial Statements for c!Jsclosun: of fair value of investments). The fair value of the Company·, 
long-term debt is cstima&cd using a discounwi cash flow methodology. Based on published corporate borrowing 
rates for debt instrumen.ts with similar terms and average ma1uritics. lhe estimated fair value o t the Company's 
long-term debt (including current maturities) at December 31, 1995 is approximately $32.8 million as cornpan:d 
10 the carrying value of S30.7 million. At December 31, 1994. the estimated fair value was approximately S24.6 
million as compared to a carrying value of S25.7 million. 

Opt"ating RevenUC'S 

Revenues for the natural gas dislribuuon divisions of the Company and a ponion of Eastern Shore's 
revenues arc based on rates approved by the venous commissions. Custom.en base rates may no t be changed 
without formal approval by these commissions. The Company. excepc for its Florida division. rccogmz.cs 
r~venucs from meters read on a monthly cycle buis. This pncuce resulu in unbilled and unrecorded revenue 
rrom rhe cycle date !hrough month-end. The Florida division recognizes revenues based on services rendered 
aml records an amount for gai; delivered bu1 nm billed. The propane scgmenr rccognjz.cs revenue for certa in 
r u•H>mcn on a mctued basis and all 0ther customers on an as-dchven:d ba.511. 

The natural gas d.istribuuoo d1vi~ion.s of the Company and Easccrn Shafe have purchased g~ adJus1mcn1 
1 "P(I A .. J clauses that provide for the ad1ustmcn1 of rates charged to customen as gas costs tluctuate . These 
.imouni~ arc collected or refunded through adJU !>tments 10 rates in subsequent periods. 

The Company had sales to one customer. an Uldusmal interruptible customer of the natural gas transm1iMun 
~gmcnt. which exceeded I~ of tOtal revenue. Total !>ales were approx1mately SI0,600.000 or 10.2,. and 
S9.600.000 or 11.2~ of 101.al rcvenut dunng 1995 and 1993. respccuvely. During 1994. no mdiv1dual cu tomcr 
uu:oum.:d for 10% or more of operating revenues. 

The Compan) ·s natural ga.i. trunsm1ss1on and d1s lribu11on segments have industnal mterrupllblc cush1mcn. 
that arr charged rates which can be adjusted up or down 10 make nalUl'al gas compeuuvc with altemauve fuels . 
Thc'c '11StomcB , based on compe1111vc pnc ing. can r hC>OliC natural gas or altcm111vc type) of supply. Ncnhcr the 
< u,iomcr nor the Company 1s obhgarcd b> crm1rac1 to receive or deliver narural gas. 

l:..arnmgs Per Shore 

Pnmary earnings per common share a.re based on the we1gh1ed average number of share& uf common stock 
outstandmg. adjusted for stock opuoM for each year presented. On a fully diluted basis, both earnings and shares 
oumunding arc udjusrcd to usumc the conversion of convcnlble dcbc:nturo. 

Certain Rub and Unur1a1ntiC'J 

The 6nanc1al ~uuemems an pn:parcd m confomiuy wnh generally accepted accounung pnnc1pl~ tha1 
1 e11u1r~ 111:i.1111gemc 111 10 make c~111n u1c~ (5cc N t•L<' J 111 the Conso lid;11ed T'inunt·ial Sta temc111s fur ~1g111fi.· .ir11 

Chlllllalc$1 in mcw.unng W;.sct.~ w1d hab1 lt11c~ llfld related revenue amt C.ll JlCIL-"C~ TI1eM1 c•l111111tn mv11h ,. 
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Jud~cmcms wuh respect to. among other things. various future economic factors which arc difficult to predict 
and are beyond the control of the <.:ompa.'ly. 1llcrcforc. actu11J rcsulb could differ from those esum111e~. 

IOc Company records ccrwn il.\sclli and liab1hllcs m accordance with Statement of Accounting Suindard~ 
r· ·sFAS''l No.71. If the Company were rcqu11Cd to lmn11WC apphcauon of SFAS No. 71 for all of its rcgulatC'd 
operations. all !>Uch amounts that arc deferred would be recognized in lhc income statement at that umc. resulting 
1n J cha•gc to earnings. net or applicable income ~$ . 

A.' 011111111e StandardJ / JJ1111d 

Inc Financial Accounung Standards Board issued SFAS No. 121 rcpnhng accounting for .... 'let 
1mpa1nncnts. This swemenL. which mlllt be adopted by the Company for fiscal yean be&iMin& fonuary 1.1996. 
requires th111 long-hvcd IL>$CIS be reviewed for 1mpaan:ncnt whenever evcnu or chanaes m C:U'CUm)lllnCe) md1,·a1c 
1ha1 lht> carrying amount of an as!oCl may not be recoverable. AddlHonally. the standard requires ratc: -rcgulated 
compamc~ to wntc-off regulatory IS)c:IS to earnings whenever those assets no longer meet !he cmcna for 
recognition of a regulatory u.sct as defined by SFAS No. 71. " Acrounnn1 for the Effects of Ccnasn T~ of 
Rcgulauon." Adoption of SFAS No. 121 1s not expected 10 have a material Impact on lhc Company's financu1 J 
s1atcments. 

"Ilic Financial Accounung Standard\ Board iuucd SFAS No. 123 rc1;.'1ing accounting for stock 
comp~nsauon. The Compan} plalu to adopt the proforma noce disclosure rcqu11CmenlS as prescribed 10 SFAS 
Nu I 23 in 1996. 

Rec lrus1jlr a11on of Prior Yt'ars · .MrrQ11ntJ 

(en a in pnor ycllfli · amounu ha \C been rccl&s11ied to confom1 with !he 1995 prescntallon. 

tl . Investments 

·n1c mvC'slmen1 balllllCt' :it December 31. 1995 and 1994 ~ons!SU pnmanly or lhc common ~tock of Flonda 
l'utlli. U11 h11cs Company ( " FPU"). The Company·~ ownership al December 31. 1995 and 1994 rcprcsc:nu. a 
' .CW.<- and 6.84% mtercst. rcspecuvely. Thc Complllly has classified its mvesuncnt in FPU as an ·Available for 
~ale " ~cunty. wluch rcquir~ I.hat all unrcahz.ed gauu and losses be excluded from caminas and be rcporu:d nc1 
,,, mcomc w as a scpara1r component of SIOCk.holders' equny. The aggrtgate cost bo.m of the Company's 
portfolio al Occcmber 31. 1995 and 1994 exceeded 11.S market value b} Sl20.839 and S401.6()1), rcspecuvcly. In 
managrrnent'' op1mun. the decline in the value o( the stock 1s a temporary decline. At December 31. 1995 and 
1 '1<14. the '""e~uncnt wa.\ sllltcd at lhc lower of cos1 or mwtc1. and the unrcahz.ed lo» was reported net of tu.Ji as 

.1 -.cpara1c component of s1ockboldcrs' equ11) . 

c \ \ rite-off or lmestment 

l)unnti 1994. ba..'ICd on declining rtvcnuc and business prOJCCtlOn\, the Company Jisposc.d of au mve51mcm 
tn Cumn & Associates. Inc .. a rate and regulatory ronsul llnl! subs1d1ary acqwrcd in 19118. Revenue dcclmcd 
rrom d high of S593,000 10 1992 10 a tow of S5 I .OOO in 1994 The d1Spos1t1on rc'ultcd In a S260.000 a11c1-1u' 

I' '" rc,nrded to Other Income and Dcductton• m 1994 on the 11\Come ~ta1enicn1 . The lus~ rcsullCd from the wnlC· 

o1ll H I jol• • o<J ,.. ,JI Und the dlSJ>OdilllOll Of other llUCb. 

0 . 1,..~ Obllptlons 

!'hr l'1nnp11ny ha• cmcn-J mtn t.t'Yt'Clll <IJICOllllllJ lr11""' Im ol llcc ipl'l<.c cu various l1~ 11tlon~. l<cnl exrcn\c 
1d.11r1I '" rl1r'c lcaM"• "'41' $407,J l 4. ~ 1 ll.043, anJ S439.445 for I 995. 1994 and 1993. respec11vely. Future 
111111111n1m pJymcnts under the Company's lell.)C agreement.\ arc S3K3.207 rn 1996. S l97.3% m 1997; Sl21.22\I 
111 1 wx. SI 2J . 754 1n t 999; S 128.836 in 2l-X:JO; and S270. I 25 1hcreat1cr. 
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E. ~ment Information 

for tlM Ynn F.-cled O.C-.ber JI . 

Operating Revenun, Unaftlllatitd Cmtonwn 
Natural g~ distnbutjon ....... •. • .. ..•... ...... .. • . 
Natural g~ transmission .................... ... ... . 
Propane dislributjon ... .. . ... . . .. . ...... ..... . .... . 
lnfo rma!lon leclulology services and other .. ... . ... . . . 

Total o perating revenues. unaffiliated cusromcn .• 

ln tcr~t Reveoues• 
Natural giu distnbution ... ... ...•.•.•••..... .. .. ... 
Natur:il gas uansmission ...... . ................ . .. . 
Propane dis lribuuon . . . . ... • .............. . .. ... .. . 
lnfonnauon tcchnol<>aY services .• . . . ....... . .. .. .. .• 

Total 1mcrsegmen1 revenues . . . . .... ..... . ... .. . 

Opcratlna lncomc Before lDcomt Tua 
Narural ga.s distribution ......... ....•. ..... . .. . ... • 
Natural gas transmission .. ... .. ... . . . .... . .... . ... . 
Propane d1stn"iu11on ..... . .. .. .. ... • ... . .... . . ..... 
lnfum11111o n tc. hnology services ... ... ...... . . . ..... . 

Tora! . . ... . .... ... . ..... . . .........• .. .... . 

Le'~ Elmunauons ......... ........... ... . ... . . .. . 

Total operating income before mcomc taxes .. ... . 

Depreclatior. and Mnorttutkm 
Na1ural g1.s d1Stribuuc n .. .......... ........... . . .. . 
• atu.ral l!:as transmiss10.~ ... ......... , ......... .. . . . 
Propane dmnbution .... ... .. ... ..... .. ... . .. .. .. . 
lnforrn·11ton tec hno lo gy scrv1cu . . ........ .. ...... . . 
Other plant . , .. . ........ . .. , ...... ......• 

1 utal dcprec1auon and amortiz.auon 

Capital Expend itures 
'-arurul ~"~ d1§tnbut1on . . . . . . . . . .• ......... .. • 
N.1turJ I gJ~ u.msm1~1on ..... . .. . .. .... ........ .. . . 

Propa.M d1s tnbuuon . .... . . ...... . .. ........... ...• 
Information rcchnology services. . . .. .. . . .. . 
Olhcr pldlll . . . . . . . . . . . . . . . . . . . . . . • . . . 

Total .:apual cApendllurc~ . .. .... . . .. .. . 

ldent lllable As:.ets. Al December JI, 
Natural ga~ d1stnbuuon .. 
Narural gu transn11ss1on 
hopanc d1~ tr1but1un 

lnlo rm<1t1un tcdmolog) \Crv1ccs ... ......•. , ...•.... . 
Other •. . ... .• • . ••• . • •. ....• •• 

Tot:il 1dcnUhJblc uSSC:b ... ... .. . 

1'95 

s 54. 120.280 
24.984.767 
17,607,956 
7.307.41 3 

$104.020,416 

s 42,0)7 

16.663.043 
139,052 

1.722.135 

s 18.S66.267 

s 4,728.348 
6,083,440 
1.852,630 
1.170,970 

13.835.388 
(248.595) 

s 13.586.793 

s 2.502.531 
638.099 

1.31 2,0411 
969.5811 

39.486 

s S.461.752 

s 7.236.84~ 

1.335. 79.l 
l.640.203 

114.461 
1.772,454 

s 12.099.759 

s 75,630. 74 1 
19.292.524 
18.855.507 
3,380.108 
1.635.100 

SI 18.793,980 

1"'4 

s 49.S2J.743 
22.191.896 
20.684.150 

6 .172.508 

s 98.572.297 

s 55.888 
17.30J.S29 

85.S52 
2.277.361 

s 19,722.330 

s 4,696,659 
3.018.212 
2.287,688 

174,033 

10.176.592 
(419.883) 

s 9.756,709 

s 2.136.979 
641 ,485 

1.323.698 
1.021.944 

16.573 

s S. 140,679 

s 8 ,160.R7 -I 
619.1152 
8 28 .5 19 
411.957 
632.137 

s 10.653.339 

\ 68.5211.774 
17,792.41 5 
16.949.43 1 
3,196,064 
1,803.933 

S I 08 .270,617 

• All \l~nthca.ni 1n1cr.cgmcnt revenue• have been e liminated from consolidated revenues. 
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199J 

s 44.286.243 
20.094,34~ 

16.908.21!9 
4.58 .~.757 

s 85.872.632 

s 52.577 
17.345.KOO 

48.248 
2,31 1.498 

s 19.758.123 

s -l, 114,683 
3,091,843 
1,588.38:1 

156.9 I 0 

8 .951,1! 19 
(65 1.439) 

s 8.300.380 

s 1,9311.344 
628.927 

1.370.590 
1.131 .9 14 

17JI 2 

s 5.087.0117 

s 6.580.075 
1. -197,91 0 

724.677 
1.167.369 

93,756 

s 10.063,787 

s 59.40 4.795 
I 1!,212.489 
18.244.020 
3.896.201 
1.230.596 

S!00,988, 101 



F. Long· Tenn IHbl 

The o utstanding long-term deb t. net of current matun11es 1s as follows: 

F1rs1 mongage sinking fund bonds. 
Adjustable raie Serles G • . due January I. 1998 . •..... . ..... . ...... . ..... 
9 .37% Scncs I. due December 15. 2004 ........ .• . .... .. ... ... ......... 
12.00% Mongaae. due February I. 1998 .. . .....• .. .................... 
10.85~ Senior uncolW.Craliud noce. due October I, 2003 . . .. . ...... .... . 
8 .25% Convertible debentures. due March I. 2014 . . . . . ..... . . . .. .... . .. . 
7.97~ Senior uncollatcrahud note. due February I , 2008 .... .. . . ...... . . . 
6 .91 "° Scnt0r uncoll.ttcraliz:ed note . due October I. 2010 .. ........... . . . . 

101al long-term debt .. . . ................ ... . . .. . . ....... . ... .. .. . . . . ... . 

1'95 19'.M 

s 312...SOO s 562.SOO 
5.340.000 5.860.000 

28.139 39.988 
3.636.500 

4, 114.000 4.230.CXXI 
10,000.000 10.000.000 
10,000.000 

$29,794.639 $24.328.988 

• The Sencs 0 bonds are sub)CC1 to an intcTcs t ralC equal to scvenry- lhrec (73%) of the prime rate (8.5% 11 both 
December 31. 1995 and 1994). 

lbe convertible debentures may be convened, at the option of the holder, inlo shares c'ff the Company's 
c-ommon stock at 1 conversion price of S 17.01 per share. ~ debentures are redeemable 11 the option of the 
ho lder. subJCCI to an annual non-cumulative maximum limitation of $200,000 in the lllf'C&•te. As of 
December 31. 1995. approx1nwely S83,000 o f the deben tures have been accepted for redempuo n. At the 
C:urnpany·~ opuon. the debentures may be redeemed 11 the seated amounts. 

On OClober 2. 1995. the Company issued SI 0.000.000 o f 6 .91 % senior notes due on October I. 2010. The 
<...n1pany used a pon1"n of the proceeds 10 repay $4,091 .000 of the 1 0.85~ &en1or notes thal were ongm•ll> due 
Ocwbcr I. 2003. 

lndemurcs 10 lhe long-\COD debt of the Company and its subs1dwies conl&in various rcslrictioru. TilC mos1 
'1nngcni rcsmctions state that the Company muse mainllln equny o f at lcaat ~ of total capnahution. the 11mcs 
interest earned ratio must be 11 least 2.5 and the Company cannot. until the rcurcmcnt of its Series I bond•. pay 
an) d1v1dends aftct December 31. 1988 which exceed the sum of S2.135,188 plus conwlid.aed net income 
rn·u1t111z.c:d on or after January I. 1989. A~ of December 31. 1995. the amount~ available for future dJv1dend~ 

pem11ttcd by the Series I covenant approximated S9.6 million. 

A pon1on o f the natural Fas dl5Uibu11on pla.nt assets owned by the Company arc sub)Cct to 11 lien under the 
mortgage pursuant 10 which the Co mpany's firs1 morta•&c sinking fund bonds arc issued. 

Annual m111unuci. 01 consolidated long-term debt for the years 1996 lhrough 2000 an: $864,849, $783.27 1. 
S~\/7 .361l. S 1.520.000 and $2,665.091. n:spcct1vcly 

G. Short-Term Borrowlnp 

The Ouard o f 01rec1on has authonud lhc Company 10 borrow up to $14.000,000 from various bW and 
1rm1 w mpamcs A~ of December 31. 1995. the Company had four S8.000.000 unsecured bank lines o f credit. 
none: o l which rcqultCd compen.'4lung balance:~. Under these lines of credit 11 December 31. 1995 and 1994, the 
Compan) had short-term debt outs1andmg of $4.800,000 and ss.000.000. n:apcC"llVCly. w11h II WCIJhlcJ 1vcra1c 
rnlcrC'\t rate of 6.llO~ D.lld 6.04 'l-. ru pccuvc:ly. 
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H. Common Stock. Additional PaJd·in Capital a nd Treasury Stock 

me following 1s a schedule of change.s in the Company's shares of common stock: 

for 1M Y..n Ended o.c-ller JI , 
1995 ·~ 

.,, .. 
C1;1T1mon Stock: Shares Luued and outstanding• 

Ba'ancc-beginning of year ............... ..... ........ . 3,668,791 3,605.152 3,522.670 
D1v1dend Reinvestment Plan .. .. . . .......... . . ... . . ... . 38.660 30.928 27.942 
USI restricted stock award agreements .. . ..... . . ... . .. . . 14.138 32,41 8 54,540 
Conversion of debentures . . . . .. . ........ . .. ... ... . . .. . 293 

Balance--<.nd of year. . . . . . . . . . . . . . ... . .... . .... .. . . . . . 3,721.589 3,668,791 3.605.152 

Shares or common llOCk bekl In treasury 
Balance-beginning of year ..................•... . ..... . 15,609 30,084 34.892 

Sale of stock lO Company's Retirement Savings Plan .. . .. . (15,609) ( 14,475) (4,808) 

Balancc--cnd of year . . ...... . ....... . ... .. . .......... . • IS ,609 30,084 

• S2.000.000 shares are authorized at a par value of S.4867 per share. 

Certam key USI employees entered mto rcst.ncted stock award agreements under which shares of 
Ch1>~apcake common stoc.k can be issued. Shares are awarded as a non-cash transaetioo over a five -year period 
begin.rung m 1992. and rcstrictiom lapse over a five-to-ten year period from the award date. if cenain financull 
target.\ arc rnct. Ba.~d on USJ's 1995 earnings. 21.859 shares of Chesapeake common stock will be issued m 
J 996 01 these shares. 4,372 will have no rcstncuons. other than those that may be imposed by federal or state 
secun11c~ laws. At December 3 1, 1995 and 1994. respectively. 29,598 and 48.7 16 shares valued at $415, 107 and 
S6%.679 remain restricted. 

The Puformancc Incent ive Plan. which was adopted in 1992. provides for the granting of stock opuons to 
..:cnaJn officers of the Company over a I 0-year pc nod. tn November 1994. the Company executed Tandem Stock 
Opuon and Performance Share Agreements (··Agreements· ') with cen.am executive officers. lbesc agreements 
provide the pan1c1pan1J the option to purchase shales of the Company'a common stock, ncrclS&blc in cumulauve 
installments of onc-th1rd on each anniversary of lhe commcncemco1 of the award period. lbe Agreements also 
cn.Jblc the pan1c1pants the nght 10 cam pcrfonnao.cc shares upon the Company's achievement or the perf<>rmance 
goab ~ct fonh m the Agrecmenrs. When performance &bares arc 1$5ued, the option will expire. Exercise of the 
opuon will cancel the participant's nghl 10 cam a corresponding number of performance shares. In 1995. the 
Company recorded S21 I .OOO to recognize Ute compe.nsation expense associated with the performance shares. 
Chan!!es in outstandm(? options were as follows: 

1995 199>1 199J 

Nu111lwr Option Number Optloa N,,..btt Option 
olll>a~ price ol 1ba"9 prb ol allera prltt 

Balancc- beg1nmng of year .. 136.186 S I 2.625-S 12. 75 80.280 Sl2.75 92.525 S 12.75-S 16.33 
Opuons granted . . . . .. . . 55.906 $1 2.625 
Op11on~ expired . ..... ..... .. ( 12.245) Sl6.33 
Options forfeited . . . . . .. . .. . . ( I 1,()()()) l-12.625 

Balancc-<nd of year . .... . . . 125.186 Sl2.625-Sl2.75 136,186 Sl2.625-Sl2.75 80,280 s 12.75 
=: = ==-== 

E>.erc1sable . . .. . ....... 80.280 SI 2.75 53.520 Sl2.75 26,760 s 12. 75 
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I. Employtt Benefit Plans 

f 'e11.1t0n Plan 

The Company sponsors a defined benefit pension plan covenng su"swmally all of its cmplo)'ccs. Bcncllb 
under the plan arc based on each panlClpant's years of service and ht&hcst average comperuauon. The 
Company's funding policy provides that payments 10 !he trustee stall be equal to !he m inimun. fundm~ 
requirements of the Employee Reurement Income Security Act of 1974. 

Pension expense decreased in 1995. pnmarily due 10 an incrusc in the discount rate to 8 .5~ from 7~ in 

1994. Pension expense decreased m 1994 because of a combination of factors. includina ( 1) an increase m the 
d1.scoun1 rate to 7% from 6.S~. (2) a decrease in the rate used for the average increase in futun: compensat ion 
1.-veb to 5.5% from 6% and (3) an increase Ul the expected long-term rate of return on u_q-ts to 8.5~ from 
7. ~ 7c. 

Tora/ Net Pension Cost 

For &My..,. t:.lld l>oiftmbtt JI , 

1"5 a,,. '"' 
Service cost ................ . ........ . ............... . s 474,000 s 5yl.294 s 719.417 
I ni.crest cost ......................................... . 562.003 5 18.184 511.536 
Less: Actual (return) loss on assets .... . .............. .. . ( 1.546.325) 742.949 ( 1.521.228) 
Net amomzalion and deferral ........ . ............. .. . . . 689,947 ( l ,465,744) l.031.61 8 

Total ne t pension cost . . . . . . . . . . . . . . . ............ . . .. . 179,625 387,683 741 ,343 
Amounts cap1tabzcd as construction cost ..... . ... ....•... (30.740) (52.549} ( 108,827) 

Amount charged to expense . .......... ..... . ...... . . . . . s 148,885 s 335.134 s 632.5 16 

0 1:.coun1 rate used Ul calculJ1ting net pension cost .. ... . ... . 8.5{)(l- 7.QM, 6.~~ 

The following schedule sets forth the funding status of the pension plan 11 December 31. 1995 and 1994: 

Accrued Pension Cost 

\'e)tcd ..... ... ... .. .. . . ...... · · · · · · · · · · · · · · · · · · · · · · · · · · · · · · · · · · · · · 
!'.onves1ed . . ... . . ... .. ....... ... . . . ....... .. .. . ..... .. .. ...•....... 

To tal accumulated benefit obhgauon . ... . . . ... • . . ....... 

Plsn assets at falf value . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . .. .. ..... . 
Pr•>JCCted benefit obligation . ................ ....... . .. ... . . • ..... . .. .. 

Plan assets lcs) prOJCCted benefit obhgauon . . ... ..... .. . 
Un.recogruzcd net gain . . . . . . . . . . . . . . . . . . . . ... .... . 
Unamon1z.cd oel assets from adoption of SFAS No. 87 .. . 

A,, rued pcn~tllO co~! • . . . . . . . . • • . • • . . . . . . . . .... . .. • 

Assum pt lons: 
01)COIJOI rate . . . ........ ........... .... ... .. ... ..... . 
Avcrag<' increase m future compensallon lcveh . . 
E>.pcc1ec1 long-term rate of return on auci.. 
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At O.C..btt J I, 

"" 1994 

s 5,730.239 s 4.454,627 
100.878 104.402 

s 5.831.117 s 4.559.029 

~ 9.173.094 s 7,799,483 

(9.33 1.890) (6.492.6:?2} 

<I 58.796) 1.306.861 
(2.3 19. 138) Cl .~90.ll6<>) 

( l.5t>.683) (171.787) 

$(2.634,617} $(2.454,992) 

7.2.5~ 8.50~ 

5 .SO'lt 5.50% 
8.SW 8.5-0'i-



Other Postrt!nre~nl Bent!flls 

The Company sponsors a de fined benefit postretircment health care and life insurance plan th:u cove~ 
substantially all natural gas and corporale employees. In 1993, the Company adopced thc provisiom of SFAS 
No. 106. " Employers ' Accounting for Postretircment Benefits Other than Pensions," which n:qu1re~ tha1 the 
expected cost of these fuwre benefits be included in the financial statements dunng the years employees render 
:.crv1cc:. lbc implemcnta11on resulted man accumulated postrturcmcnt benefit oblig.ation (tnmsnion obligation) 
related 10 past employee service of $2.215.000. As pcnnitted. the Company elected to amon.ize this cost over 20 
years. The Company's 1993 cost under SFAS No. 106. includma the amoniut.ioo of the transition obhgauon. 
was S400.000. In the first quMter of 1994. the Company increased the l''llOUJ'lt that future retirees " ould be 
rcqu1.rcd to cODlribute to pankipau: in the Company's health care proiram. lbc change reduced the Comp:iny·~ 
trat1Sition obligation and annual costs to S.357,000 and $70,000. respecuvely. 1be cbanfe also resulted tn a onc­

ume curtailment loss of $64,000 in 1994. 1be Company bas deferred approxtmaldy $126,000, which rcprucnu 
the difference between the Mll)'land divisions's SFAS No. 106 eapcruc and 111 actual pay-u-you-eo coM. TI1t! 

amount will be amortlud over five years Starting in 1996. 

41 Dettmtler l l , 

1"5 t9'H '"-' 
Service cost. . . ... ... . . ...... ... . ... .. ........ . . ... ..... . s 1.827 s 3.553 Sll9.000 
In terest cost on APBO ............. ...... ............ ...... . 59.106 44,11 8 176,000 
Amortization of mmsiuon obliptlon over 20 years .. .... ....... . 27,859 22.148 105.000 
Cun.ailment loss ............... . ....... . . ...... ......... .•. 63.821 

Net periodic poltretlmncnt benefit cost .... . ..... . ... ... .. . . 89.392 133.640 400.000 
Amount capitaliud as consttucuon cost .... . . .... .. . . .. .. . ... . ( 14,010) (20,134) (52.11 2) 
Amoun1 deferred ......... . .. . .. .. ... . . ..... . .... • . .. . ..... . (20,561 ) ( 13.212) (92.499) 

Amoun1 charged to expense .. .. ... ... • ..... .. .... . .......... s 54.821 SI00.294 S255,389 

Assumption: 
D1~coun t rate . . .. ... ... . .. ...... . . .. . 

,.,c:c:rud Postr~tire~nt Bt!nt!/rt uabili-v 

Accumulated postrturcmcnt benefit obligauon: 
Reurees ........ .... .. .. .... .. .. ...... . . . . 
Fully eligible active employees .. .. ... .. .. .. . , . . . .. . . .... . . . 
Other acuve . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .... .. . 

To1al accumulated postrcurcmrnl bcnc111 obhgauon . . . . . .. . . . ... . . 
L'nrccogn1i.ed tr.im1uon obligation . . ......... . ... .... . .. . ... . . . .. . 
Unreco&n1ud oet (loss) gam ... .......... .. . . . . .. ... . . .. ... .... . . 

Accrued postretlnmttit IJabUlty . . . . . . . . . . . . . . . . . .... .. . ... . 

Assumption: 
01~coun1 r.itc .. . • . •• • ••••• • • • •• •••• .•••..• . • .• . • . .• . .•• • •.••• •• 

8.50% 7.00'A'. (> 50~ 

At Doaablr J I, 

1995 lf!M 

s 616.664 
135.297 
90.724 

842.685 
(300.872) 
(70,873) 

s 470.94ll 

7 .2.S,. 

s 426.624 
108,444 
70,0911 

605,166 
(328.73 I) 
139,637 

s 416.072 

8.500 

fhc health Care tnflallOn f'Ult' for 1995 IS 1mumcd 1(1 be I 21il . 11115 rate I~ pro;cctcd to l:radually decrease Ill 

Jn ull1rna1c raic of 'i% hy tl1<: ycur 2007. A one pcn·cn1ase poin1 111crca.se m lhc health cllr(' 1111lutmn rate from 
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Lhc a\wmcd raLe would increase the accumulated ~urcmen1 benefit obligation by approxim11ely SS 1.000 iu 

of January I. 1996. and would increase the aggregate of the service o~t and miercst cost components of ne t 
pcnot.ht.· postreurcment bencfi1 cost for 1996 by approumatcly $7,000. 

Rt'tutment Savings Plan 

The Company sponsors a Rcurcment Savin1 s Plan. a 401{k) plan. ~·hich provides panic1panb 1 rnt"Cluuusm 
fnr mak1nl! rnntnbut1ons for rcurcmcnt uvlngs. Each participant may make pre·ta" contributions based upon 
cli~ 1ok , urnpcn~auon lllc Company makes a conuibu11on equal to 60% or 100% of each participant'~ pre-tax 
rnntnbu11u;:< no r to exceed 6% or the panicipant 's ehg1blt comperuauon for lhc plan year. Tbe Company ·~ 

t•ontnbu11ons .ot.a.led SJOl.794. S240.103 and $227.577 for the yean ended December 31 , 1995. 1994 and 1993. 
respccuvcly. 

Other Post F.mployment Benefits 

During 1994. the Company adopted SFAS No. 112. ' 'Employen· Accounhng for Postemploymcnt 
Benefits." as required. SFAS No. 112 establiJhes standards of financial accounting and report.in& for the 
estimated rnst of benefits provided by an employer to former or inactive employees after employment but before 
re tirement The adoption of SFAS No. 112 did nOI have a mat.enal effect on the Company's results o r operallons. 

J. Environmental CommJtnwnU and Cocttineeoda 

The Company currently 1s participatina in the mvesugaoon. asseument or remediation of four former gas 
111Jnu1ac1urmg plant Mtcs located 10 different JUrisd1c tions. including the exploniuon of correcuve action opcioru 
tu rcmmc environmental conwrunanu. lbe Company has accrued liabil ities for two of these ahcs. !he Dover 
(ia' Lij?ht and Salisbury Town Ga' Light sites . 

The Dover sate has been listed by the Environmental Protccuon Agency Rc8IOO Ill ("EPA .. ) on the 
Surcrtun<l Nataonal Pnon11es List under the Comprehensive Environmental Response, Compcnsauon and 
L1.so1ilt) Ml 1 "CERCLA " ). On August 19. 1994. the EPA 1uued the Record of Dec11ion ( .. ROD") fCX' the 
"'t' ~ hu:h sclc..ted a remedllll p lan and csnmated the costs of the s.clccted remedy at S2.7 nulhon fur 
groundwater rcmed1auon and S3.3 million for soil rcmed1auon. On Ma) 17. 1995. EPA issued an order to the 
Compan) under Sec 11on 106 of CERCLA (the .. Order"). which requires the Company 10 fund or implement 1hr 
ROil The Order wa' niso aisucd to Genera l Pubhc U11htac~ Corporauon. Inc ( .. GPU"). whk h boch EPA an<l 
1hc ( .m1pa11~ t'd1evc '' habk under CERC LA. O ther potenual rc~porl!llb lc parties ("PRPs") such as the State 
nt l>cla,,.atc were not ordered to perform the ROD EPA may scclc Judicial enforcement of iu Order. as well u 
"gn1flcant nnanc1al penalties for failure to comply. Although notifying EPA of objcc11ons to the Order. the 
Comp.ui) .igrecd 10 comply. Gr>U has mformed EPA that 11 doc~ no1 mtcnd to comply with the Ordcr. The 
c-.unpMI' hJ' commenced the design phase of lhc ROD 

On March 6. 1995. the Company commenced hugation agamst the S tate of Dclawvc for contnbuuon to !he 
rcmctl1al costs being incurred to carry out the ROD In December of 199.S. th1& case was d1smlSSed without 
prqutl..:c based on a scttlcmcni a11Ccmen1 between I.he parue~ (the "SC'lllemcnt "). Under the Scttltmcnt, the 
'>t.1tl' "greed w ~uppon the Company' ) proposal 1<1 rcdu~..- the :soil remedy for the siic, dcscnbcd below. to 
.:ontnl:tutc ~600.000 iowanl the cost of 1mplemenung the ROD and 10 re imburse the EPA for $400.000 in 
mcr\lj?ht coMs The Settlement 1s contingent upon a formal se11 lerneo1 aarcemcot between EPA and the State of 
Detd"' ..re bcm~ reached within the ncx1 two year~ Upon sa11sfac11on o r all condnloru of the Sett lement , the 
httj!~t11m w11i ~ d1~m .. scd with prejudice. 

011 Jul) 7, IW.S. the Company subnuttcd to EPA a study propos1ni 10 reduce the lc\cl and cos1 of soil 
rl'meo1a11on from that 1denuficd in !he ROD. Although th" proposal was supponed by the State o r Delaware, iu 

required by the Sett lement. u will rejected by !he EPA on January 30. 1996 
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lne Company 1s cumntly engaged In investaga11ons related to additio nal panic~ who may be PRP~ Un~cd 
upon lhcsc invcsligations. the Company will consider suit agams1 other PRPi . The Company c~pccts conu nucd 
ncgn11auons with PRPs m an an.cmpr to resolve lhellt muuen. 

In th<' lh1rd quanc:r of 1994. the Comparay incn:ased its liabiluy recorded with res pee l 10 1hc Dover ~llr 10 

1-<1 o nullmn. This amounl rcllectcd the EPA 's es11ma1e. as stated in the ROD. (Of ttmcdiauon of thc ~lie 
.. cnirding 10 lhe ROD. The recorded liability may be adjusted upward or do wnward ~ the dcsrin. phlUC 
progrcssc ~ and the Company obi.tins consuuction b ids for performance of the wad. The Company b'" also 
recorded a regulatory asset of S6.0 million. corresponding to thc recorded liabilJ.ty. Management believes lluu. 111 
.idd11wn to lhe S600.000 ex.pccted to be c.oruributcd by the Swc of Dclawate under the Se11Jcmen1. the Company 
will be cqun.ably entitled to contribution from other responsible parties for a po111on of thc expenses to be 
inc urred in .,,,nncction with the remedies selected in the ROD. Management also believes thal the amounts nm 
so contnbutcd ··•ill be recoverable in thc Company's rates. 

11lc Company has accrued a liability with respect to the Salisbury site o f Sl.11 3.572 as of December 3 1. 
1995. Th 1s amount is ba.sed oo the c$Ulnaled capital and operalln& costs as set fonh 1n the Company· s remedi.al 
aC1Jon plan subnuttcd 10 the Mlll)'land Department of the Environment ("MDE"). A cortftpondmg rc,Watory 
asi.cr hll5 been recorded, rcftcctin& the Company's belief that costs incurred will be recoverable in ratu The 
Company has begun prelimmary remediation procedures II the site and contin!JC-' dlscuuioos w1lh MDE 10 

final1.1.e lhe remedial plan. 

Pom ons u f lhc habihty payouts for the Dover and Salisbury Jiaes are c.11pccled lO be o ver a lO and five year 
pcnod. respcc uvcly. In addition. the Company has two Olber sites. One site 1s currently bern& evaluated for whic h 
nn csumatc of habil11y can be made at lh1s time. The other s ite has been rcmcd1ated and the Company 1s awa1ung 
the ) Jtc .: ll)Sure crmtica1c It 1s management's opinion that any unrecovercd current costs and any other future 
:osl> in.:urrcd will be recoverable through fututt rates or shanng 31Tllllgemcnts w1lh other responsible paruc., . 

Env1ronmc111al Cosl5 Incurred 

Dela" ar<' 
Maryland 
Flonda 

Les' An1<1u1m Jppmvcd for ra1emakmg treatment. 
ncr nf 111surancc proceeds . . . •. .. ..... . . . ... . ... . ... . . . . . 

Amount\ pending ratcmaking recovery 

Jo. . Commitml'llls a nd Contingencies 

f /:R C /'GA 

AllMltabtrll. 
l9H ,,.. 

S3.929,417 
1,805.572 

629,IS3 

6.364.142 

6.066.096 

~ 298,046 

S3.1 44,366 
1.722.757 

594,844 

5.461.967 

3.262..590 

~ 2. 199.377 

On Ma~ 19. 1994. the: FERC issued ill1 Order directing Eastern Shore Nanir:il Gas Company (" Ea.stem 
Shore · , "'refund . w11h 101rrcs1. what the FERC c haractcnud as overtharies from November I. 1992 to the 
, um·nt hill11111 1n.1nl11 l:.a~rcm Shore comcstcd lbe order and requested a rcheanng. Sub.sequenlly. Eutem Shore: 
Jfld the FERC' entered inU> negouauons lO resolve the 1nuc. 

In rc~pon,c tu 1t1c FERC \ May 19. 1994 Order. Eastern Snore accrued S4 I 2.000 dunng the sccood quarter 
of 19<JJ J ' an cM1ma1w l1ab1llry for potcnual refunds relaung to pnor pcnc:xb. lllercafter. Eastern Shore a;:crucd 
c.i.-h munlh ro ensure that l11e potcnual refund was fully at.'C.nled for. On August 17. 1995, the F'ERC •~sued an 
1)rdcr apprn' mg an Offer of Settlement submi tted by Ea.stem Shore The Order approved a change in Ea,tcm 
Short.-' PGA mclhudolog} retroac11ve w June I. I 994. which will rc.i.uh in 11 rdte reduc11on o f appro ximate I) 
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CONSOLIDATED ST A TEMENTS or INCOME 

for llw \ '"" EIMled Drttmi,.r JI , 

Operatlna Revenues . . . . . .. . . . ... ... . . . .............. .... . 

Operatlna Expenses 
Purchased gas cosu .. . ..... . . . . ... •... ... ...... ...... . 
Operalions ... ... . ... . . .... . .. . • . .. .. ... . . . . .• .. . . . .. . 
Ma1n1cnancc .. . ..... .. ... . . . ... . ... . .. . ... . . . ....... . 
Depreciation and amortization .. . ... .. . . .. .. . . . .... . .. . . 
Other UIJles ... . ....... . . . . .. ..•. .. ... .. . . . . . .... . ... . 
Income taxes . . . . . . . . . • . . . . . . . . ....... • •.•. . . • .... •• • 

Total opc:ratinr expenses . . . . . . . . . . • . . . . . . . . ...... . 

Operat!na Income . . ...... .... .......... .... ... .. . .. .... . 

Other Income •nd (Deducdons) 
Jn1ercs1 lnoome . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . 
Other 111Comc and (deducuons ). net . .. ... .. . . .... . •. . . . .• 
Income C.);es .. . ... . .... ....... . . . ... ... . .. .. ........ . 
Allo wance for «1u1ty funds used during consuuction . . ... . . 

To tal o ther income and ( deduction~) . .. . . .. . .... .. . . 

Income' Before Interest ChllllJtt . . 

lntrrcst C ha'lln 
Interest on long-term debt ....... . •. . . . . . . . . ..... . ... .. . 
Amort1za11on of debt expense .. . .. . .. . ..... . ... . .. . . ... . 
Other ..... ......... . .. .. ... . ..... .. ... ..... • . .. . . .. . 
Allowance for borrowed funds used during consllUCtion ... . 

Total intcrcs1 charge' . .. ....... .. .. .. . . . ..... .... . . 

Income Before Cumulat.ln Effect of Chante In Accounting 
Prl.ndple ... . ........ . ............ . . . ....... .. ... . , . , , 

Cumulative Efl'ect of Change In Accounting Principle . 

:'l.t•I Income 

Earnings Per Share of Common Stoc:k: 
Primary 
Income before c umulative effect of change an accounung 

"" $1 ()(.020.416 

511.45 4.41 0 
21.387,989 

2.079.121 
5 .461.752 
3,050.351 
4.025.274 

94,458.897 

9 ,561.519 

141.161 
256.237 

(105.2110) 
65.198 

357,3 16 

9.918.835 

2.282,247 

109.399 
383.976 
(93,482) 

2.682.140 

7.236.695 

s 7 ,236.695 

1994 199J 

$98.572.297 $85,872.632 

59.013.16.S 49.8311.349 
19.681.435 18.178.SOO 
2.181.404 1.833.244 
5.140,679 5.087 ,01'7 

2.798.905 2.635,072 
2.529,635 1.989.287 

91 .345,22.3 79.~61.539 

7;127,(]74 6,3 11.093 

123.271 35 1.426 
{ 144,038) {49. 185) 

(12,73)) (37,002) 
49,154 

15.654 265.239 

7.241.728 6.~76.332 

2.322.942 2.443.03.5 
103.8.59 100.797 
426.242 2:58.971i 
(70.237) ( 140,682) 

2.782.806 2.662. 128 

4.459,922 3.914.20 4 

:57,467 

s 4,459.922 s 3.971 ,671 

pnnc1plc . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . S I 4>5 S 1.23 s 1.10 
O.Q2 Cumulauvc effect o f change m accounung prlnciple . ...... . 

Earnings per share . . . . . . . . .. . . . . . . . . . . . . . . . . . . . .. .. . . S J.95 S 1.23 S 1.12 

Average Shares Ourstandmg . . .... . .. . . . . . . . . . . . . . . . . . 3.70 1.891 3.632.41 3 3.556.037 

f ulh dtluud 
I ncorne before cumul1111vc effc,·t of change m IJCCountmg 

pnnc1plc .. .. .............. .. .... ....... ..... . .... . s 1.89 s 1.20 s I .Ol! 

Cumulauve effect o f change in accounung pnnc1plc ... , .. . . 0.02 

l::.irnmgs per share . . . . . . . . . . . . . . . . . s J.89 s 1.20 s 1.1 0 

A vcragc Share~ Outstanding . . . . .. • . . ..... .. . . . ..... 3.950.724 3,888. 190 3.816.295 

See accompanyang notes 
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CONSOLIDATED BALANCE SHEETS 

C'apl11.1llu1lon and l.labllllil'S 

Capllallzatlun 
S1ockholdc:,n · equ11y 

Common stock .... . .. . .. .. ...... . .... • ..... .... .. . . ... . .. 
Addiuonal paid·in capual ... . . .. ..... .... .... ... . ... .. . . . . . 
Retained earnings . ... .... .. ...... ..... . .. . .. . .. .. . . ...... . 
Less: Treasury stock. at cost . . ..... .. ...... .. . . .. .. . . .. ... . 

Unearned compensation n- lated to restricted st.ock awarded . . 
Unrealized loss on marketable equity securities. net .... . . . . 

Total stockholders' equity .. . ...... . . .. . .. ... .. . . .. .. ... . 
Long-te.nn debt. oet of cuJTCni portion . . . . . . . . . . . . . . . . . . . . . . . . . . 

Total l:apilahu uion . . . . .... . . ... . . ... .. . . . . . .. .. ... . . •... . 

C urrent LlablUtia 
Current portion of loog-tcnn debt ... ..... .... . .. ... ....... . . .. . . . 
Shon -tenn borrowi"ls . . .. . . .. . .. . . . . . ...... .. . .... ... . . . .. . . . . 
Accounts payable . . . . . . . . . . . . . . . . . . . . . . . . • . . . . . . . . . . . . . . ... . . 
Refunds payable to customers . . .. .. .. . . . ..... . . . . • . ............ . 
Accrued interest . . . . . . . . . . . . ... . .. • . .. ... . .. . . .. .. . . . . . . . . .. . 
01v1dcnds payable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
Overrecovered purchased gas costs . . . . . . . . . . . . • . . ...... . . 
Other accrued expcn."Cs . . . . . . . . . . . . . . . . . . . . . . . . ... ... ... . . . 

Total current liabilities . .... 

l>derred Credi~ and Othf'r LlabUities 
Deferred income uucs . . .. . . . . . 
Deferred investment tax crcd11~ . 
Env1ronmcnllll liabihty. . . . . . . . . ... ... . .. .. . .. . . .. .. . .. . ... . . 
Order 636 transmon hab1hty . . . . . . . . .. .... . . ... . . . . .. ..... . ... . 
Accrued pension costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . 
Other llabilaics . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ... . .. . . . 

Total dcf~.d cred its and other l1ab1li11n 

Commitments and Contiogencltl$ 
I Nole~ J and K J 

Total Capitalization and LlabllltJes . . 

Sec accompanying r.Olcs 

Al t~mh•r .•I. 

s 1.8 11 .21 1 s l.7X5.'-1 '1 
17 . .592.242 I b.1' \.: >a ~' 

23.38.5.097 19.-lKll < ' .l 

t9<J .l\ .I ~I 

(41 5 .107) (696.n~<I , 

C72.ID91 ( 2 41 .0l ~• 

42 .. l00.604 >7.IJ625l' I 
29.794.639 24,328.9XX 

72.00.5.243 61.391.56•1 

864,849 1.348 .01!0 
4,800.000 8.000.0C.l(J 

11.1 62.775 7 .385 .. 'i<>O 
966.940 567.111 7 
742.701 691 .•J-l'J 
837.3511 1103.700 

.53.n4 
3.123.1 91 2.22.5.( l')i 

22.5 .5 1.188 .2 1.(122.2'·' 

9. I 36.tlO!\ II . 700,-1 7 ~ 

93 1.247 986.062 
7.113.572 6.642.0IJ2 
1.463.1.57 2.020.711 
2.1185-l :'i 2.~.l0.904 

J . .lK4.22U -1 .976 . .553 

24.147.549 2.5.856.8 15 

~ I I !I. N .1.91!0 $I UK. 270 .61 7 
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COlliSOLIDA TED BALANCE SHEETS 

Pro~rt)'. Plant and Equipment 
Natural gas distribution .... .. . . . •. .. • . .. .... .. . . .. .... . . . . . ... 
Natural gas uansmiss1on . . . . . . . . . . . . . .. . ...•. .. . .... ... .. ... 
Propane d1s1nbution . . .......... ... .. .... . .. ... . . .. .. .. .. ... . . 
lnfonnauon technology services . .. .... . ......... . ... ... .. .... . . 
Gas plant acquisition adjustments . ... .. . . ... . . . . • ... . . . ..... .. . . 
Other plant . . . . . . • . . . . . . . . . . . . . . . . . ... .. .... .. .. . . •. ....... 

Total propcn y, plant and equipment ..•... .. ...•. . . . .. . ... . .. 
Less· Accumulated depreciation and amortization . . •..... . ....... . 

Net propcny, plant and equipment . . . . . . .... . •.............. 

Investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .... ....... . 

Current Assets 

Cash and cash equivalents ... . ... . . . ..... . .. . ... ... ....... .... . 
Accounts Receivable (less allowance for uocoUectiblcs of $309,955 

and $202.152 in 1995 and 1994. respectively) ... . . . . ... . .... .. . 
Matenals and supplies. 11 average cost . . .... ... .. ... ..... .. .. . . . 
Propane inventory. at average cos; . . . . . . . . . . . . . . . . . . . . . . . . .. . . 
Storage gas prepayments ... . . . ... ... . .. .. .. . ...... ... .. . .. ... . 
Undcrrccovcrcd purchased gas .:osts .. . .. . .. .... . .. .. .. .. ... .... . 
Income wes recc111able ..... ..... . .. ... ..... .. . .. ........ . .. . . 
Prepaid expenses . . . . . . . . . . . . . . . . . . . .. . ........ ..... .. .. ... . . 
Deferred income we~ ... .. ......... ... .. .. . .. ... .. . . . ...... . . 

Total current asscu . ... .. ..... .. .. .. .... . .. ..... ..... .... . 
Deferred Charan and Other Aacu 

f:.nv1ronmental regulatory assets ....... .. .... . 
tn' 1ronmcn1al npcnduures. ntl . . . . . . . . . 

Ortkr 6 .' 6 tr1111\lt10n l'~l . • . • . • . . . • . . . • • . • • . • • • . • . . •. 

Other deferred charges and intangible asscu ... . . .•. •... . ........ . 

1 ulal ddcrrcd charges and other a»elS . . . • . . . . . ... 

I o tal AS!Ot-1.5 

Sec accompanying r.occs 
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At Ottt.lwr .JI. 

1"5 lll'M 

s 64,785.616 s 5i.-3.o •~ 

25.651.558 24.5-16.'J I h 

19.645.973 18.21!9 . ~~ I 

841 .661 6.670.: 2•1 
795.004 795.()(1-1 

3.563.247 1.947.711 ~ 

115,283,059 110.023.IJ ? 
(33~7.446) (34, 710,4711 1 

81.715.613 75.3 12.659 

1.957,2 18 1 ,641.8~ I 

977,407 398,751 

12,70 1.256 l<.416.29.' 
844."t'" 797.1.n 

1 .442.63 ~ I .411 .38-1 
2.663,721 3.467.281 

109.025 
193,9 16 836,81 3 
842.460 855,107 

1.362.289 1.290.680 

2 1.028.468 17-'i82.481 

7.1 13.572 6.642.092 
1.505.140 820.555 
l ,463.l'i7 2.020.732 
4.010.81 2 4,250.247 

I 4.092.681 13.733.62<> 

SI 111.793.980 $I 08.270,61 7 



ltl'm ti. Financial Statements and Supplemental Data 

REPORT or lNDEPENDENT ACCOU1'TANTS 

To the Stockholders of 
Chcsapcalc.c Utilities Corporation 

We have aud11ed the accompanying consolidated babnce sheets of Chesapeake Utilities Corporuuon and 
Subsidiaries as of December 31. 1995 and 1994, and the rclalCd consoHdatcd statements of income. cash flows. 
-iockholders· equity, and income taxes for each of the three years in the period ended December 31. 199.5. and 
the consolidated tin.tllCial &wement schedule listed in Item 14(a)( I) and (2) of th1.s form 10-K. These financial 
statcme.1ts and the financial statement schedule att lhc responslbUlty of lhc Company's Man1gemcn1. Our 
responsibility is to uprcss an opinion on these financial statements and financial statement schedule based on 
<lllr aud1i-. 

We conducted our audits in accordance with generally accepted auditin& standards. Those standards require 
that we plan and perform the audit to obtain reasonable assurance about whether lhc financial statements arc free: 
of material m isstatement An audit includes eumirung. on a tcsl basis. evidence supporting the amounts and 
d1~..i.,sures in the financial statements. An audit abo includes a~siog the accounting principles used and 
~1g111fican1 esumatcs made by Management. as well as evaluating the overall financ ial statement presentation. 
We believe that our audits provide a reasonable basis for our opinion. 

In our opinion. the financ iaJ statements referred 10 above present fairly. in all material respects. the 
consolidated financial position of Chesapeake Utih1ie.s Corporation and Subsidiaries as of December 3 1. 1995 
and 1994. and the consolidated results of !heir operations and the ir cash flows for each of lhc three: years in lhc 
pcnod ended December 31. 1995 in conformity wilh generally accepted accounting principles. In adduion. thr 
consohti:ued financia.I stat.en.en! schedule referred to above. when considered in relat ion to the basic consolidated 
fmaneta l ~tatements taken as a whole. prcser.1s fairly. in all material respccb. lhc mfonnauon required to be 
inc ludcd therein 

Wt· have alM> previously audi ted. tn accordance with generall) accepted standards. lhe consolidated balance 
sheets and statcmcnis of capitaliz.auon as of December 3 1. 1993. 1992. and 1991. and the related consolidated 
>tatements of income. cash flows. common stockholders· cquny. and tncome taxes for each of the rwo year.; m 
the pcnod ended December 31. 1992 (none of which arc prescnied herein); and we expressed unqualified 
<>p1111om on those <:onsolidated financial statements. ln our opinion. the information set forth in the Financial 
H 1ghlighb mcluded in the Sc lee led Financial Dalli for each of lhc five years m the period ended December 31. 
199'.'. appcanng on page 16 is fairly M.ated in all material respects in rela11on to the !inane 1al statemenu from 
which II has been derived. 

Ba l1 11norc. Maryland 
h:brud~ <; . I "19(• 

C ool'l'.RS & LYBRAND L.L.P 



lnjlorw n 

lnflauon impacts the pnces the Company mus1 pay for labor 111d other gocxh and serv1re ~ ll'qu1rcd for 
1>pcn111on. rnam1enance and c1p11al 1mprovemenb . In recc.ni year~. however. the impart of mllallon ha~ lcs!iencll 
Purchased gas costs, which h11vc been relatively SI.able. arc pnsscd on w cus1omcrs through the purclU1scd 11.i~ 

.idJustmcn1 clause in the Company' r; tariffs. To help cope w11h the effect\ of mftaoon on hs capital mvc'!mcn1' 
11nd return~. the Company seeks rate relief from au rc1ula1ory co111mlm c1m for its rc11ula1cd \Cl!nmm 11nd 
, ""'1.111111) monitors the rc1um~ of m unregulated busmen seamcnu .. 

( aut1onary Stau~nt 

St111emcnts made herein and elsewhere an Illas annual rcpon which ~ no1 lustoncal fac1. arc foNan.I 
11 1111.. mg statements. In connccllon with the "Safe Hntbor" proviaaoru of the Pnva1c Sccuritlca L111g11mn Rcfum) 
\(t ol 1995. the Company as provldm1 the following cauuonary Aatement 10 identify important factors th1a1 could 
~ .i1. '>C 11.s acrual rcsuJts to differ materially from those anticipated m fOl'Ward looldna Staiement! made hcn::n or 
otherwise by or on behalf of the Company. 

A number of factors and unccnaanucs make it difficult to predict the ctfcc1 on future operullnll rc~ults. 

rclauvt w h1s1oncal rcsulu. of Eastern Shore bccomift& an open acccu pipeline. First, while open access 1~ hkcl} 
10 d1m11ush industrial inttnupoble ules marains. such sales have vaned widely from year to year and, m fu1un­
ycan. m1gh1 mm a less 1ianifican1 con1nbu11on to e.am.lnss even in the absence or open .cceu. Second. thr 
level of regulated transponaoon rates that wall be in effect under open flCClrN has not yet been dc1e.muncd. nun:! . 
cu 1cm Shore has si1nificant capital improvcmenu scheduled in 1996 which wlll tnCrcuc f'f(!Utred revenue 111 a 
l ull~ rq:ulatl'd rnv1ronmcn1. Foun.h. there an a number of u114·enaln1ies. 1ncludma thr outcomt of open 114:CO\ 

pru .. l'c<l11111• 11nd lhc cffcc11 of compc:uuon. wh LCh wall cftect whether the Company will be 1bk lo pn>\ldc 
cronom1cal gas marlcctmg service~ . 

In .u.ld111on. a number or racton and unccnam11c' affcctmg olhcr a'pccu. of the Comp1my' • hu~mcu rnuld 
have .i 111J1cnal 1mpac1 on cammg~. Thc:l>C include seasonality and 1cmpcra1urc 1>enSlll\ 11y or our 11111ur:il ~u' w1d 
prl>pant busmcssc •. the relauvc pncc or altcmauvc energy '>ourcc~ and the effect~ of compe1111on boih on our 
u11rcgula1cd busancue.s and on natural gas "les once the Compan) operates tn an open accus cnv1ronmcn1 
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, o f1ware producr thal it desirned for 1hc 1elecommun1ca11ons industry. In rcspon~ to demand. revenue~ 

mcrca.-ed; therefore. associated payroll and employee benefit costs rose accordmgly. 

The mcru.sc 1n 1994 EBrT of S l7.000. or I ICC. wa~ the net re~uh ol mneai.cJ revenue ' and mcre:ucd 
•lf'<'nltmg eApenscs. As m 1995. USI CApencnccd h1Jbcr coosuhang and programming revenue~ an 1994. In 
1 " ' 1"'111,\C to higher revenues of $742,000. USI · ~ payroll and employee benefit costs also inc reased. Although CDS 
m :ognazcd increased revenues o f $997.<XX> an 1994, us increase in operating upcn~~ surplllscd the h1ghi:r 
IC\enues The increase an cos· operaung expenses o f Sl,127.000 resuheJ from lhc ui.:rea.scd n:HnUC'' anJ tht 
( ntn pl<" lmn of a maJOf soflwarc devdopmcna program. 

, ,eluded an the resulu for lhe yeMS ended Dccmiber 3 1. 1995. 1994 and 1993 were intenegmcnt revenue' 
111 $U22.000. S2.2TI.OOO and S2.31 l.000. respectively. wluch wen- chmualed an comolida1101u The 
antcrcompany LBIT (Loss Befott Interest and Taxes) connected wath a.he development of UuhCIS .. 1oukd 
$ 165.000. S468.000 and $703,000 for lhe ycan 1995. 1994 and 1993. rupcctivcl). Fuwly. m 1994. lhC' 
(ompany d1~posed of 11.S investment in C&A due 10 dcchnmg revenues and businas prospects . C&A ' s r:suh.~ 

rcdur ed the segment's EBIT by $124.000 and $84.000 for 1994 and 1993. rcspc.cuvcly. 

Other 

Non-operating 11u:omc was approximate ly $357.000 tn 1995. compared to $16.000 m 1994. The 1995 
1ncre~ w11$ pnmarily due to a onc·Umc tcnnina1ion fee paid 10 CDS by ats larJcst f1c:ih1ies managc:mcm 
cu\lomer an cvranccuon with a change in coouol of that customer. 50mewha1 offset by costs 10 downMzc CDS 111 
no longer provide facihucs management service in connccuon with 1L• Page-Ii softwart . 

The I '.iCJJ decrease as compared 10 1993 wll) due pnmllrll) 10 1mc:res1 from upstream supplier refund' 
1cu 't'u an 1'>93 nnd the 1994 disposition of the Company's mvcstmen1 an C &A 

1-.m irunmLntal Maners 

The Compan) continue• IO work w ith lctlrroal anti •llllr envanmrncntal agenc1c' to lll>SC:5S the env1mnmcnU1l 
""I"'' 1 :1111J c~plurr concn1vr ac11on at ~cvcral former !t lL' manulac1unng planl sue~ ISCl' Nore J 10 ui..· 
( "ri-11l1da1cd Fmanc tal Sl<ltcmenlS). The Company behcvrs th:11 an) tu1urc cost.\ a.,wc·aatcd v.•nh these S tir~ u.·111 
bt' rcn ivcrablc an rates . 

H 1> trirt.:all) . the Company ·s na1ural gas opcrauom havc ~ucccs~fully competed with other form s uf eru: rg~ 
,u.:h a' clcctm:. 0 11 and propane. The pnncapal cons1dcrauorn have been price and. 10 a lc&)Cr c:x1enl. 
..1,,e"1b1hl} Sance Eas11:1n Shore has only rcceotl) elec ted 10 be an open acces,\ p1pcl111c and th is eler: ·"" v.111 
nut Ill· 1mplcmcn1c:d unul la1c 1996. the Company v. a.s nOI SUbJC~·1 10 lhc c-ompcu11vc pressure~ on the Delman a 
penimulu of FERC Order No. 636 during 199.5 S1arung an hue 1996. m connectll>n wath 11i- open acccs~ Matu,, 
I . ..1 , tcm Sh1)n: will shift from provadmg merchant scn·accs 10 provadang s1oragc :lnd transponauon s.c:n•1ct1. 

The Curnpan) ·s dastnbuuon compame1 located 111 f.>c lav.-an and Mii) land v. 111 lhC' n fac r th<' 1"l\\1h1h1~ 111 
the unbun<lllllll o f thei r M:rv1c-cA tu certain 1ndwu 1al , u•lllttlCn. . lhU) an.. rcum~ co111pc11111 m l l1c (.'ompan} ha' 
.1ht'ud ) ... td1r,i-c<I these l)~uei 10 1994 and 1993 111 11 ' Fh1rida dmribuuon operauon. \\•hen Lhc Company "a~ 
•<·-iu1rc<l to unbundle its service& 10 large andustraal cu~101ncn. The Compan) estabhi.hcd a na1ural gas brokcnni; 
..1nd 'uppl~ opcra11on lo compc1c for the service) of these customcn. 

Both 1hc propane d1s1nbu11un and lhe anforma1111n IC<'hnolngy hu'lllC'-)C~ fa..."C " gn111, am ,·urnpc1111on fmrn 
" 11urnher , ,, larger compc111on with subMwiuall) grc.itcr rc~ource6 available to u1e111 lhnn 1he Com1)any In 
..1d,h111H1. in the 1nfonnauon tcchno log}' bu) IOCS). change ' .ire o.:cumng rapidly whKh could adHrscl) 1mp;i,.•1 
lhc mar~c t\ lo r lhc Compan) · ~ service ~ 
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,· , 1cn1 h~ 1.1. 1dcl~ ' 'atymg levels of unttgulated sales . will iend 10 resemble m0tt of ll full) regula1ed rc1urn. The 
( ornp.m~ be lieve~ lhal the 1mpac1 o n earnings can be p<111i11ly o fl llC'I by an11c1pa1td 1mpro, cments 10 the p1pchnc 
'"lt"m Jnd. 1" J lnscr ex1en1. add111onal earning\ from pro,; dmg ga.. •upply man11gcmcn1 ~rvlCC~ . 

/'rnpanr V1Jtrrb1mon 

The propane segment contnbutcd EBIT of S l.9 mtlhoo for 1995, compared to E BIT of S2.3 million and 
'>It> nulhon ror 1994 and 1993, respccovely. The 19'k decrease in 1995 EBIT. or S43S,OOO, was 1hc combined 
1mpJl' I ,,, a dccrca.<>e: m gross margin coupled with an increase in opcratina experu.u. The mcrcue in 1994 EBIT 

" ' S699.V:">. o r .W'k, resuhed from an increased gross RW'gin. pamally offset by h igher operating upcnsc~ . 

The.- dec rea\e m gross margin for 1995 was pnmatily due to a 4% dcclrne m sale~ \•olumc. par11'1ll) 01hc1 
h\ ,, h1i,:hcr aHr.ogt" mar~m per g .. llon. Overall. tcmpcrarurcs m 19\IS were 4<;\; co lder lhQ.11 lcmperaturc ' m I 1}94, 
~,., '"lumc <. " e re lower d ue to the liming and seventy of weather cond111o ru cxpencnccd in 1994. In add11 111n. 
th( " ' cragc mar gm per gallon rose I% as !he a• cragc selling pncc per gallon more than compensaicd for higher 
)?d ' '.,,b pai.,.cd on by suppliers. In 1995. the scgmen1 did not 5eeure a conu-acr with o ne wholesale customer 
under "h1r h 11 had supplied large quantnies of propane. contribuung S64,000 10 gross margan. m 1994. 

In I '>'I -I , cm•' margm rose as a rcsull of a 7% increase m volumes and a J i;\ increase 111 the averaae margin 
P•' ' i:..1ll11n The 1m11 ng and scvcnry o f the 1994 winter wcalhcr contnbutcd 10 the volume : rowth, dcspilc wanner 
" '"r"ll 1cmpcra1urcs for the year. The increase m the avenge margin per gallon was !he ne t effect of a lo wer 
J\CIJ!?<' ''"t per ga llon. partially o ffset by a lower average selling price per gallon. 

tJ1>c:1 J ttni: c .1. pc:nle• mnca:.ed 2Cl for both 1995 W\<I 1994, rcspccuvcly. Compnsan11 th!i mcrcA)( fur I '><JS 
"ere h1~hcr p..t) ru ll co~•~. employee bcnclil costs and outside 'ief'\'1ce~. Gencraung the increase an expcn!>t' !or 

'"'-' 1.1. .rt' h1!?her .:oMs an ire follo wm.& areas: service and dchvef) ~~s. vehic le fuel and maintenance rn•L' 
J111:, 11\ rcl,11cJ 111 !he higher salancs and the seven: 1994 wanter, consulung cosh .md insurance claims. Pan1a ll~ 

th<.' llm)'. the\( higher cosL.S m 1994 were lo.,.cr emplo}oe benefit Cll!> LS. 

, "'' rni11111in T cchnology 

Ill< m1om1Jtton tcchnolog~ segment contnbuted EBrT of S l .171.000 for 1 '19 ~. compared w EBIT 01 
", 1'- • 1 ,inJ S I .'.17.000 for I '194 and 1993. rcspc.:uvel) . 'The ~ubstanual mcrell)( m t 995 EBrT WM due It> higher 
l'J rnlll)'.\ ' ' "both Umted S)\tem~. lac r"USl"J and upnal Data Systems. Inc. (" CDS " J. The St7.000 IOCTC:LM' 

1n l'.1''-' l~ B IT " cl' artnbuuiblc to higher F.BIT for USI. pan1aJly o fl "t't by dc:crcu c' an EBIT for CDS anJ Cumn 
A: Aw"' 1.llC\ . In. I "C& A " J 

< 11n1r1hu11ng to the mcrea\C 1n 199:\ EBrT wcrt' higher rt' vcnuc• and lnwer upcrulln!? opeQ..c~ L'S! 
'"',·nu''' In< rc.;-cJ h~ S I ., m1ll1on rc, uluns from h igher u m,ulung and progra111n11ng revenue~. ~ well u ~ tht· 

"'" C" " ' l 'S l .. nc v. rderral and pl.ic.:::mcnr i.c:rv1cc hlr PROGRESS 1cchn1c1an~ . cus · ~ rc,c:nuc~ 1m:rcascd m 
I ' 1" ' dul' tu nun·rcc.:umng revenue earned b} provid ing sen ices to m largcM fJc.:1h11cs 111anagemcn1 customer 
during J period o f sys1cm convers ion by this customer m co nnccuo n wuh 1hc tennmauon o f 1L' con1mc1. Lo wer 
' 1p.:: r J llll!I c.i. pcn~e' wen· the llCI resull of reduced o perating COSb n t s 1,2$7 ,000 fo r CDS. pan toll) orr~('I h) 
111.llcr .. , ~·n111ni: \'11\1\ o f ~ 1,0 '7 ,000 ro r USI. Rcduu 1om ID pa) rci ll , t'lllplll)'CC hcne llti. , llUl~ lde progr11mm111g 
o111d 111.111Hcn.in .. • cmr' l urnpnM:d !ht' maJOf"llY o f !he o"erall dt'd ioe m C DS ' opcruung ci1peni.c~ . The reducuo n' 
rnuhcd 1ro111 do" n\1zang efforu 10 1ransform CDS from a produc r dcvelopmenl and fan ltues managcn1cnt 
. ompan~ prunartl}' billing on a hlle<l-pnce basJS. to a t'ontract proiramm ang SCl'\'1 ,·e t•ornp.111). btlhng o n a 11m<' 
Jnd 111.;1crUlh b.i"'· " hu.:h 1s i.1m1la.r 10 USL Staning in 1996. the Compan)' w ill be rcpon mi.: tururc l'C \u lr ' o f 
< IJ\ .md t ' '\J on .1 nm~e1hda1ed ba"' ••nee Cl.JS •~ "" " d1rcc1cd b) U~I mani1emcn1 

l11c.... <Jo " n\l lJll~ 111ca~urc~ commenced a1 the :.amc lime COS· ontr .. c.:1 " 1th th l..1 rges1 f ac1l 111c ' 
111..1n"i!cmcnr t. U\tomr r " lllt 1cnnmatcd. m connccuon " tlh " change m t.Ontrol of tha t cus lo mcr In conjuncuo n 
"'1111 ltlt' tcnnm.iuon. CDS ,.111 no longer provide fac thtJe' managemcnl servil e ' ror PaiC· ll .. , the btlhny 



of gas arc pnmarily due to the first full year of natural gas brokcnng opcr111ons. coupled wuh increa~d dcil,rra·· 
in the northern service temtory to residential and commcmal customen.. resull ing pnmanly from the 11mmJ? .1nJ 
magnirude of colder weather in the hrst quarter of 1994. 

Operating expenses for 199.S increased by S 1.2 rnillion du<' 111 higher p:iyroll. customer b1ll11111 ') \lcm 
conversion and operaung rn~ t&, consulung fcci.. legal foes and regulatory expense. Ma1mcn.ince eApcn'c' 
de,·re:ncd shghtly 1n 199.S 11fter higher main~ of meter and regulating swions in 1994. 1Xprecu1uon and 

umoruzauon expense and ocher ta.xes increased due to plant ldd111oru placed in service in 199~ and t •N..i 

Operating expenses slightly decreased m 1994 due to a miuc11on m employee benefits. legal fee~ and rcgul:uo~ 
eApenscs, somewhat offset by higher payroll and customer IC'counung CApcnsc~. 

Na tura/ Ga.1 Transmi.u1on 

The natural gas IJVlsmission operations contributed EBIT of S6. I nulhon for 199.S. compared to SJ 11 

mi llion in 1994 and S3. I million in 1993. Included in the S3. I million increase an EBIT for 1995 was the effect 
nf tl1e settlement between Eutem Shore and the FERC regardin& Eas1em Shore's PGA computauon (see Note K 
111 the Consolidaled Financial SllltcmentS). Thc settlement. which is a non·recurring event. contributed S 1..1 
n11ll1on to EBIT for 199.S due ID the reverial of excess liability for n potenual refund previously recorded. an\I 
rc,ulted ma reduction m the required level of accruals from S 1.2 m1ll1on tn 1994 to $289,000 1n 199.S. EAclum·r 
of maners relating ID the senlcment and associated accruals. EDIT increased $890,000 in 199.S. ~ compared to 
SI. I mil hon in 1994. Contnbullng to the increases in 1995 and 1994 EBJT were increased gross margin' 
pnmanl) attribuiable lO increased delivenes of industnal sales volumes. offset slightly by higher opcr.mng 
cApcnses. 

Operating revenues 1nc.rcascd to $41.7 million. from $39.5 malhon an 1994 and S.l7.4 million an IW3. "'h•lt' 
the cos1 of gas decreased an 199.S to S3 l.5 mil hon, from $32. 7 n11llion an 1994 after iocrc.asmg to $30 7 m1ll1un 
an 1993 The increases an opcr1111n11revenue~ 1n 199.S and 1994 of S2.2 m1lhoo and S2.I million. rcspccll\cl~ . 
wcrt' pnmnnly due to 29'*' and 33~ increases in industrial saJe5 volumes for the respeetin years. Rc''<'nuc:• fo1 
1994 were also h1yhcr due to an increase 1n conirac1 demand levclJ effcc11vc November I. 1993. The: cm1 of ga~ 
Jccreased in 1995 due to the reverul of ellress hablluy previously recorded and a rcdu.cuon an the level of 
.an ·ruals recorded 1n 1995 as comp:ired 10 1994. For I l)IJ4. 1hc: W M o f gas mcrea.scd due to the: recording of the 
l1ahil11y for the po1en11al PGA refund. 

The majOflty of the increase in indusuuJ sales volumes w;u due to a muruc1pal power plant. anJ mrthanol 
pld.01 which chose to purchase natural gas from the Company on an interrupuble basls Instead of altcmauvc 
ruels. The lugher ~ales to those 1wo customers contributed approximately $2.4 m1lbon 10 gross margin in 1995. 
dn increase of SI ma I hon 1n gross margin over 1994. In 1994. theM: same customers contnbuted approx1mn1el) 'I .J rnllhon 10 gross margm. an increase of $421.000 over the amount contributed lo gross margin in 1993 
lnc-.c 1wo cust0mcrs an: industnal inteTT\lpUblc cus1omers and have no ongoing commnrncnt. con1rJr 1u11t ur 
,11herw1se. ao purchase natural gas from the Company (sec N01e A tn the Consolidated Fmanc 1al S1111emenbl. 

Opcraung cxpcu.e~ incrcu~d by SJ 14/ X:JO m 199.S afLCr anrrcasing only $24.000 In 1994. The ma.)Ol'll) of 
1hc:- inuca-.c' wcrt' an payroll. 1clcmc1.en ng J.Od legal fees . Maintenance expenses decreased in 1995 by $47.001 
.111cr mncimng m 1994 by SJ2.S .~ due tu the painting of a pipeline bndge structun· and 11 higher lcv,•I ol 
na1ural g;u mam mamtenancc in 1994. 

In ,·onncction wuh :he FERC Order. Eastern ::.hore applied m December of 1995 to the FERC for " blankcl 
, c:n1ncatc authonzing open accen 11itnspon.at1un )CfVJce on 11.\ p1pehnc sy~tem. The 1mplementallon ol •lpcn 
.;n c" tr.iruponauon service. e).peClCd to occur dunng the ~cond half of 1996. will provide all of F.ll~U~n. 
'-.hrnc"> . ustomc.rs with the opponuru1y to 11an~port gas ovc1 us system al FERC n-gulatcd n\lc• Open lk'.lC'"" 

1hu' llkcl) to result ma shaft of Eastern Sht'fC'> bu5m<'" frum mar11ins earned on sale> ut VJ' h i large 1n<Ju,1r1al 
.-u~lllmef"\ to a poss1bl) lower margin earned on tran~pon1111on ...:r' 1.:es. After the 1mplcmen u1111111 of open IU l e,~. 

11 ,, t\pertt'd the F..Nt'm Shore ·, earnings. which lhl\ ~car :and an the pa.SI hove been driven Ill 11 ~ub~tanu al 
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atural Gas Compan) . ongmally due October I, 2003. 1llC remain me proc«ru uf ) 5.909.000 "'ere ~d 10 ri:p.1) 
shon-tcnn borrowing un<kr the Com!)4ny's Imes of crcd11. 1llC Company issued no long· tcnn debt m 19'1.1 
Dunng the fint quarter of 1993. the Company issued SI0.000.000 of 7.97% Senior Notes due on Febru;i~ t 
2008 The Company used a portion of the funds to n:pay the shon·tenn borrowing balance ouistandm1L In April 
1993, the Company used the remaining funds, along with available shnrt· tenn borrowings. to n:pay S3,600.IJ<K1 
of the Company's 10.45% Scncs H First Mortgage Bonds. These Bonds wen: origullllly due Apnl I. 20111 
Dunng the year. the Company n:pa1d a toW of approximate!} SS.018.000 of long-tcm1 debt compared '" 
S 1,291.000 and S5.026.000 in 1994 and 1993. respectively. 

The Company issued 38,660. 30,928 and 27.942 shares of common stock m connection -.1th 11.S Automa11, 
D1v1dend Reinvestment and Stock PurchaM: Plan dunng the years of 1995. 1994 and 1993, n:spccuvely. In 199J 
the Company realized an 1ncrca.sc in the number of shares issued from the Plan due to an inc:rcll.St" m the lc\'cl ,,, 
optional cash payments from exis ting stockboldcn. as well u the option made avaiW>le 111 the founh quaner of 

1992 which allows employee stock purclwes through payroll deductions. 

The Company began using treasury stock during the second half of 1993 to fund the ml)nthly Compan) 
matching contribution to the Retirement Savings Plan. ln 1995. 1994 and 1993, I 5,609. 14.475 and 4.808 share ~. 

respec tively. were used. 

Resu/11 of OpYations 

Net income for 1995 was $7,236.695, an 1ncrust of S2,776,773 from 1994'1 net income of S4,459.922 
The 1995 net income ret\ccts the se ttlement between Eastern Shore and the Federal Encrg)' Regulatory 
Comm1ss1on ("FERC") rcgllldlng Eastern Shore's purchased gas adJUStmcnl ("PCJA " ) computauon. Thi~ 
..cttlement. which lS a non-recurring eveni. contributed S833.000 to 1995 nc1 income due to the n:•·cr~;il o f 1hc 
nces~ liability for a potential refund previously recorded, and resulted in a rcducuon an thc rc11utred level 111 

accruals from S7SO,OOO aft.er tax m 1994 to S 198,000 afte r uu m 1995. E~clus1ve of matters rclaung to the 
set1lcmcn1 and associated accruals . earning) increased b) Sl.380,000. Net income for l 994 wa.s S4.459.922 
rnmparcd Ill SJ .971.671 for 1993. Earnings before interest and taxes ("EBJT "J for the year~ 1995. 1994 and 
1 • ' l were S 13.6 m1lhon. S9.8 million and S8.3 m il hon. respectively. 

\ 'atural Gas Distribu11on 

The natural gas d1sm buuon segmen1 conmbutcd EBIT of S4.7 mil lion in each of 1995 and 1994 and S4 2 
m1ll1on 111 1993 The increase in EBrr 1n 1994 from 1993 was due to a higher gross margin. offset by slightly 
higher opcraung npcnscs. 

Opcraung rc"eoues increased by S4.5 m1lhon in 1995. after increasing b) SS.3 m1lhon m 1994. 1be co~• ot 
ga.\ mcre.i_..ed b) S2.8 million an 1995, compared to a S4.2 m1lhon ancrca.sc: an 1994. Revenues for 1995 ~ere 
hai:hl·r b• ~3 2 million due 10 the mcre~d brolcenng of natura l gas 10 large mdustnal customers , co-gencrnuon 
I.a. 11111,-, w1d local dmnbuuon companies located m the sUltc of Florida. Correspondingly. the COM 111 ga' 
111, rc.i...:J b) S3. I null •" " in connecuon with these ac t1V111c~ Overall. natural ga.' brokering and supply 
rnJnagemem services provided a mammal mcn:a-.e m gros~ margin 111 1995 and 1994. Also contnbuung w the 
h11?hcr rcvcnuc for 1995 Wll\ a S 1.9 million rc•enuc an~ trom the Florida d1uribution operations. shghll} 
.. n...:1 b) n S465.000 rcducuon m revenues for the Maryland d1stnbuuon operations. Correspondingly. the CO\t 

''' !?•' ' lo r I 'J9S increased by S 1.2 million for the Flonda d1stribu11on opcrallon~ . somewh111 off~t by a S700.000 
rl·dur 11on in the cost of gas for the MAryland d1s1nbuuon opc.rn1100~ . 

The gr°'~ margin for the Flonda d1stnbuuM opcrauons rose S740.000 in 1995. pnmanly the result of 88~ 
Jnd 2 v ; inaca\C\ m 1ransponaooo and dchvcl) volumes. rei pcc11vcly. These anctt.a.scs represented higher Sllle' 
•·• pho,ph.itt' producing and c1tru5 processing customcn and to thn:c co-ge11Crauon plant.s Gross margin abo 
v.a, higher 111 199S for J 1stnbu11on opcrauons m the Compan) 's northern i;erv1ce temtor) due 10 ancrc:ucd 
Jclivcnc' rc~ulung from 1crnpcn11urcs being 4% colder than 11194 ·me 1994 mcrca5e~ an rcH:nuc' and the i:oi.t 
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Item 7. Managenwnt 's Discussion and Analysb or Financial Condition and RKUlts or Operation~ 

f.t1/ 111</itv and Capttal Hl!sourrcJ 

me Co mpan) ' s capual requ1rcmcn1s rctkc1 1hc capllal in!en\1ve nature ol II• bu"nc" .mJ are a11nbuiab1, 
pnnnpa lly Ill its construction program anJ lhc rcllrement o f 11.S outs ta11'1mg debt The Company rchc' on l'J 'h 
1?cncratcd (m m operations and short -term borrowmgs to meet normal workmg l'ap11al requ1remenl\ and I• · 

temporarily fi nance capital expenditures . Dun ng 1995. lhc Company·~ net ca~h provided by opcrallnl! :K ii\ 111r' 
nc1 ,·,uh used by mvesung acuv111es and ne t cash used by financing act1 v111es were Sl2,998.000. SI 1.665.U<Jo 
and S754.000. res pectively. 

The Board o f Dll'CCfon tw aut.bonzed the Compan} to borrow up to Sl4,000,000 from vanow. banh .:mJ 
1ru~t companies. As o f December 31. 1995. the Co mpany had four unsecured bank Imes o f c redu eac h in ll1C' 

amount of Sll.000,000. Funds provided fro m t.he$C lanes of c red u are used for shor1-1erm cash need > to mc<' I 
.cM.nnal work mg capital requirements and to fund pon1o ns o f IL~ capita l cxpcnduures. Thc outs tandmg balanr c ' 
0 f ~hon-1erm bom>"rngs at December 31. 1995 and 1994 were S4.&00.000 and S8.000,000. respcCllHI} B~ll 

upon antic ipated cash rcquiremenL~ Ill 1996. the Company may refinance the Mlon-tcrm debt through the 1ssuann · 
o l common equity. long-term debt or a combination thereof. The timing of &uch an issuance ts dependent upon 
the naru re o f the sec:unties tnvo lved a.s well l\S current market and cconoouc cond111ons. 

In 1 99~ and 1994. lhc Company's capital addmons were funded by operating lk.'t1 v 1uc~ . unlike 1993 when 
tundmg was from operauons and fi1W1C1ng act1viucs. In 1994, cash provided by operations 1ocrcascd due 10th<' 
collcct1on of a larJe amount o f undcrrccovercd purchased gas cosu present at the e nd of 1993. 

Dunng 1995. 1994 and 1993. c ap11al expenditures were approx11natcly Sl2, IOO.OOO. SI 0.6SHO l ~nd 
~10.064.000. n:spcc u ve ly For 1996. the Compan~ has budgeted Sl 6.769.000 for capital c Apcnd11urr ' Tut· 
breakdo wn o ( th is amount IS S8.778.0CO for natura l gas d istnbu11on. S6.065,000 for natural ga' 11 .. 01,1111"'"" 
S 1.632.000 fv r propane d1s tnbut1on. S 175.000 for information 1cchno lo1n service~ and S 11 9.000 for jtc:ncr .ol 
plant. The na tural gas and propane d1stnbu11on expcndttun:s arc for expans ion and 1mprovemen1 n( the 1r c :1. l'lmr 
"-'n 1<'c 1cm111n es Natural i•• trurum1~s1on expcndtturcs arc to improve 1hC' p1pch nc ~y,lem b~ .Mldin!'. .1 
; ompn:ssor sumon an Delaware C 11y The mfonnauon technology i.crv1cc~ c~pcnd11ure' .irr tor , 11mpu1,, 
hardware, software and related equipment. Fmancmg for the 1996 cun5trul·t1on pro gram "'oi l be pro\l<k d 
pnmaril} usmg short-term borrowings and cash from opcra11ons. The constructl~!I program 1~ )UbJC, 1 1 
continuous rcv1e~ and mod1ficat1o n. A1."tual constructio n expenditures may vary from the above csumatc~ dut· 1o 

J number of facton tncludmg mftauon. changing econom1 cond 111ons. regulauon. load gn>wth. 11nd 1hC' ~m1 an,: 
Jv111lab1ltty of ca pital. 

11ie Company cxpccu to incur env1ronmcni.tl rela.ted cxpcnd11ure' in the future f \Ct' ~utc J an 1: .. 
Consoltdatcd Fmanc1al Stateme nts). a portion of which may need to be hnanccd th rough oicm al "'ur , 
Managemen1 docs not expect SUl'h financaog to h.avc "matcn.al ad\CTSC clfeci on the hnanc1ul P< "11111n 111 .. 1p1·, 
rc,o urces o r the Compan) 

Cap11a/ Structure 

As of December 31. 1995. common cqull) rcJ)l'escntcd 511. 7~ o f permanent cap1 tahu11o n. rnmJ)Jlt:•: 
b<l 4~ an 1994 and 57.6~ 1n 1993 The Co mpany remains committed to rna1 ma101ng a sound <.1p11J1f ,1rn, ru11 
.ind ~irong c rcdu raung~ in order t<• provide 1hc tin11n\'1al ll u.1b1IH> needed In accc u the ca pital marl c t' "' h<·r 

rcqutKd. Tut~ commitme nt. along "- Ith ~uate and umcl) rate n:hcf for the Cumpan} ·, rq;ulatcJ 111'lt'r J11 .. n• 
helps to ensure lhai the Company will be abk to a11r.u:1 capital from out,sdc i.ource' al a reaso nable l 11\1 11'< 
JCh1cvement o f these ob,JCcttve~ will provide benefits to customcn and , rcduors . .i~ well "' 10 the Comp.tn' 
investors 

f 1nunn nx Ar11"w"s 

On October 2. 1995. the Company hnaltud a prM11c place mt'nl o f SIC· mil lton o r 6 .'il 't Sen ior Nocc ' du,· 
m 2010. The Company used the proceeds tu rcurc S4 .091.000 of the 10.85~ Scntor Notes o f Eastcn: % ore 
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Item 6. Selected Financial Dau 

For the Y•n EDdtd l>ttftllbtt JI, 

1995 IW. 199l 1992 111'11 
(Dalian bl Tllouuadl EsCt"pl S«xJr. 0.ta) 

Operatina 
Opcraling revenues . . .. .. ..... ... . . . .. .. .. s 104.020 s 98.572 s RS.873 s 7S.935 s C>'J.1< 2" 

Operating income .. ... ... .... ... .. ... .. .. s 9.562 s 7,227 s 6,311 s 5.770 s ~.M•' 

Income befott cumulative effect of change in 
accounung principle and discontinued 
open11ions .. . .... . ...... . . . . ... .. . . . . .. s 7.237 s 4,460 s 3.914 s 3,475 $ '.Ill/ " 

Cumulative effec1 of change in accounting 
principle ......... ... ... ........ ...... . s 58 

Income (loss) from discontinued opcratiom ... s 74 s 159.; , 

Net Income .. . ......... .. .... ... .... .. .. s 7,237 s 4,460 s 3.972 s 3.549 s :!.'iO I 

Balance Shed 
Gross plant ...... . . . . .. ... .. .. .. . .. .. .. . . s 11 5.283 s 110.023 s 100.J JO s 91,039 s 85 ,031< 
Net plant . ............. .. . ............ . .. $ 81.716 s 75.313 s 69.794 s 64,596 s 61.970 
Total assets ........ .. .. . . .. ..... .. .. .. .. s 118.794 s 108.271 s 100,988 s !19.557 s r\6.716 
Long-term debt .. ......... .. .... .. . ..... . s 29,795 s 24.329 s 15.682 s 25.668 $ 22.901 
Common stockholders' equi ty ... ... .. ...... s 42.301 s 37,063 s .> 4,878 s 33.126 s n107 
Capital e.xpcnditurcs . . . .. .... . .. ... ...... s 12.100 s 10,653 s 10.064 s 6.720 s ".<J2 I 

Common Stock 
Primary cammgs per share: 

Income before cumuJauvc effect of 
change in accounung pnnciple and 
disconunued operations . . . .... .. . . . . s 1.95 s l.23 s 1. 10 s 1.00 s 0.90 

Cumulative e.ffcct of change 1n 
accounting principle ... .. .. .. .. ... . . s 0.02 

Income (loss) from d1sconunucd 
operauons .. .. ... .. .. .... .. .... . .. s om ~, I J 171 

Net income ......... .. ..... ..... ... . s 1.95 s 1.23 s I 12 s I 02 ~ 0 7' 
Average shares OUlStandmg .. . . . ... ........ J .701.981 3.632.41 3 3..5~6 .o:n 3.477.244 '· " \4.I XJX 
~·ull y diluted cammgs per sha.n: 

Income before cumulauve effect of 
change m accounting pnnciplc and 

discontinued operations .. . . ... ..... . s 1.89 s 1.20 s 1.08 s 0 .99 ~ ll 91 
Cumulative effect of change m 

;ic:coun1ing pnnnplc . s O.o2 
Income (loss) from d1i;conunued 

operauons . ... .... s O.Q2 ~!fl: "" . 

Nc1 income s 1.89 s 1.20 s I.J O s 1.01 s . - .j 

A ,·eruge share~ ouL~tandmg l.950.724 3.1!118.190 3.816.295 .'.? 49. I 30 l . ;1 ·. - ~l'i 

Cash d1v1dcnds per share . $ .90 S O.!l!I s 0.86 s 0 .86 ~ IJ I',(, 

Book value per share .. .. ' .. . SI 1.37 SI 0. 15 s 9.76 S 9.50 S ') I~ 

Common equ11yffoU1I capn.ahz.auon .. .. . 58.67~ 60.37'\- 57.5'>'*. 56.34% 4\~ .JJ I.'"' 

Kctum on cqu11y .... ... .. . . ' ..... 17.11 % 12.0J'il I 1.39<J 10 i l 'l - --,,, 
- --

:'llumoo or Employ~s 335 120 326 317 'I I 
Number of Registered Stockholder\ 2.1.)(Jll 1.721 1,743 1,674 : ·: \ 
HcaUn& Degree Day& 4.593 4.398 4,705 4.645 .: . I .10 

llutlng Oeg.ree Days CIO year average! 4,586 45 64 4.58!1 4,598 -l. t-1 Jl 
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PART II 

ltt"m S. \l :uiu~t for the Rqrlstrant ' • Commoo Stock •nd Rti•ttd Securl1, lloldu l\btters 

111 1 < ornmon Stock Dividends •nd Prk t' Ranan: 

01~ !11111>" IOj,: table '>C~ forth 'die pn,·e .smJ J1v1dcnd infom1a11on IOI each ,·alcnJll/ ljUarlrr durmi,: lhe ~''•II' 
lk"cmbcr 11. l'N~ and 1994 

Di•ldnad• 
~la......t 

l.'Uflflrr End«<! ~ Low 0- PwSur~ 

1995 
"-fard1 JI .. .. .. . ... .. ... '. . . . . . . . . . . . .. . . .. .. Sl.J.625 Sl2.125 Sl3.2.SO S0.22.SO 
June 30 .. . .. . . . . . . . . . . . . . ..... .... .. ... . 13.37~ I l .2.SO 13.12S 0.22~0 

September 30 . .. .. .... ... . .. . ...... .. .. . .. 14.37.5 12.2.so 14.000 0.22.50 
December 31 . . ... .. .. ... . .. . . .... ... ...... I .S . .SOO 14.000 14.62.5 0.22.50 

1994 
March 31 . ... . .. ... .. . ... .. .. ..... ..... .. Sl.S.2.50 Sl3.625 s 13.87.S S0.2200 
June 30 . . . .. .. . .. . . . . . ..... . . .... .. . .. ... - 14 . .SOO 13.250 14.000 0.2200 
~t'ptembcr 30 . . .... ... .. . . . .. ..... ... ' .. . 14.nO IJ.000 13.62.S 0.2200 
December 31 13. 7.SO 12 '7.5 12 i .)() 0 2200 

The .:ommon stock of the Company trades oa w New York Stock fachange under w symbol ··crK ·· 

1b 1 Approx.lmate numbu or holders of common stock as of l>e«mber 31. 1995: 

Common stock. par value S.4867 2.098 

Durmg the )Cat\ ended December 3 1. 199!' and 199-l. i:~h d1\ltknd ' have been llcdarcd Cd • .-h l.jU.illCr. tn 

the J m• iunh -cl forth m the ta hie al:.o vc 

ln..icn1ure~ 1u the long-tcnn Jc t>• 111 lhc (ompar' and II \ subt1d1anc\ <ontarn a rr~tncuon 1h:11 thr Comp.tn) 
, • .mnot. uni t! the rcuremcnt of 11.s Senc~ I Bond~. pa) lln) J1v1dcnd~ after December ·' I. 19811 wl11ch CJt.n:cd 1lw 
'um nr s:.13.S. I!\.' plu~ rnnwhdated nc1 ini:omc rccugn11cd on or after Janullr) I. 1989. A• o i December II. 
I <i<-J<. . the ~muum' ava1lahlc for fucurr d1v1dends pcnnutcd h~ the Scnc\ I covenam arr S9.608.000. 

l!i 



10 acc rue for furun- environment.al co<>I~ Ar Dcc:embcr 31. 1995. the Company lw S64.000 a .. n\Jnl Ir ,, 

management's opinion !hat furun- costs. 11 an). v.,11 be rrc:overabk an rates . 

Id) Smyrna Coal Gas Sitc 

On August 29. 1989 and August 4 , 1993. rc~nlative' of DNREC conducted samplani; on pmpe11~ ""nnl 
by the Company '"Smyrna. Dda"'·lll't'. nm property IS believed to b.; the location of a fonner m.mufac turcd i!d' 
plant. Ana lym of the umples wen b) DNREC sho w a llm11ed area o f soil conwrunauon. 

O n November 2. 1993. DNREC advised the Company !hat 11 would require a r. 111ell 1111aon 01 the ""' 
contamination under the sum: ' s Hazardous Substanee C leanup Act and submmed 11 draft Conscn1 Dccn-c 111 1J1c 
Company for ilS review. lllc Company met with DNREC pcrso • .nel in December 1993 to d iscuss the scope o t 
any remediatio n o f the Siie and. an January I 994, submitted a proposed workplan. totether with commcnr\ on 
the proposed Consent 0c~-rcc . lbc fi nal Wort Plan was submitted on September 27, 1994. DNREC lw apprmcd 
the Wort Plan and the Consent Decree. Remediation bated on the Wort Plan was completed 1n 1995. :11 J ·•"l 
of approx imately S263.000. All soil and debris were removed in the lhml quaner. restorauon 1s compklc and 

DNREC has ini1ia1ed site closure procedures. It 1s managemenr's opinio n lha1 rhcsc cou~ wall be recovernbk 1n 
rares . 

llem 4. SubmWlon or Matten to a Vott or Security Holden 

No ne 

I tem 10. Eitecut lvc Of'Bccn or the Rcp.trant 

lnfonnauon perumang m lhc faec ullvt Office~ of the Company lS as follows: 

Ralph J. Adluns (age SJ} (present ICrm expire~ May 21. 1996). Mr. Adkilu i1 Pn.-•1dr n1 and Cha~• 

faccutivc officer o( Chesapeake He has served IS President and Chief E xccUtJVe Officer 1o1nc:c Novcmhcr 
I\, 1990. Prior 10 holding his present p()Slllon. Mr Adk.Jns served ai Pres ident and Cnicf 0 pcnlting Officer. 
faccuuve Vice Prcsadcnr. St mor Vice Pres1dcn1, Vice Prc$idcn1 and Trcuurer o f Chesapeake. Mr. i\llt.. an~ 
1s al~o Chairman. Ptt51dcn1 and O ucf faccullve O fficer of Chesapeake Serv ice Compan) . and Chairman 
.111J Chad Execuuvr Officer of Sharp Energy. lnc. and Eas1em Shore Natural Gas Compan). all "'h<t ll~ 
o"'ncd subs1d1ancs o f Chesapeake He has been a dtrcctor of Cbc•apealcc 5ince 1989. 

John R. Schunhllu (age 481 (prescnl term exparu May 21. 1996). Mr. Schimka111s u E.i.cc uuvc." Van~ 
Prcs1dcn1 and Assmanr Treasurer As Exccuuvr Vice President. he will serve as Chief Fm11JJC1al Oft..:-cr 
and C hae( Operatrng O fficer of Chesapeake. He has served as Execuuve Vice President sance Fcbrual) 2.l. 
I '196 He previous ly served iu Chief Financ u1J Officer. Senior Vice Pru ldcnt . Treasurer and An 1s1un1 
Sec retary. From 1983 10 1986 Mr. Scharnl.:aaus was Vice President o f Cooper&. Rutte r, 1:-.: .• a coruulung 
tann providing financial service ~ to Im u111t1y and .abk indu!.tnU . He was appoanrcd a d1rcc1or o l 
Chesapeake an Februar) 1996. 

Jcrcm) D. We)I tagc 46) (J>n:M:nr term expires Mu) 21. 1996). Mr. West as the Prcs1dcn1 o f Sharp 
1-:.ncrgy. Inc. and Vice President o f C hesapeake. He JCHncd Sharp Energy IJ\ 1990 a& Prcsldcnl and 111 Ma~ 
1992 was elcr rcd Vice President o f Chesapeake. Mr. WeM wa~ Vice President of Marke ting from March 
1987 10 March 19!19. and Prcs1tlent fro m MllrCh 19119 tu June 1990, ol Columbia Propane Corporauon . .a 
'ubs1d1at) of Columbia Gas Sys1rm l'rc\•1owly. Mr Wcs1 wu w ith Suburban Propane Gou Corp 3, 

Hqnunal Managrr from Scpcember I 91S~ ro Marth 1987. 

Philip S. Barcloor (age 49) tprc~nt term eAparc~ M.a~ 21. l 'J961. Mr Uo.rcfoor J•UncJ Chc:sapea.t..c u' 
DM\IOn Managrr of is·1orida O pe muon' an Jul) 19811. In Ma) I \N4 he wn' clcc1ctl Scnarn \'1cc Prcs rdtnt ot' 
:-.Jaaural C ia' Opcra111>n\. as well as Prc 'loJcnr o f Ea.stem Shore Nat uni Ga~ Co mp11J1) Pnor 10 JOI rung 
C hn•pc.tli.c . hr"'*' l'mploycd w11h Pcopl<'~ Narur.al Ga.' Company where he held lhc positions of 01Y1~1on 
' ·•I<'' M.111.ii;cr. I la• •~•on Manager and \ '1.:c President of I-lore.nee OperillOn' 
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MDE. the remedial acuon workplan was 1cv1scd with final approval from MOE obcluncd m early I '19~ lk 
rcmcd1a11on proceu for ground-water was revised from pump-and-11ca1 10 Au Sparging and Soll· \ apor 
I \tr:...'"'"· rc,ul11ng m a 'ubs121111al rcducuo n m overall costs. TllC Company hopcli 10 hav(' 1he rcme,h.11111n 
1.0. 1h11c' lor !?round water dc~1gncd and con,1ructcd h)' rn1d-ycar 1996 

The .:ust of rcmed1auon rs es1unatC'd 10 be appro >.inatcl) S380.000 m ,·ap1ul co~1 ' "'1th ) Cati) o pcr.111nr 
npcnM:s rangmg from Sl 36,000 to Sl 95.000 per )ear. Based on these esturuiterl cosb. Lhc Compan) rc,·ordcd 
h<1l11 j lmtuht) and a deferred rcgulalOI') 3.)\t't of Sl.113.572 on December 31. 1995. 10 covtt the Compan~ 

0

) 

pr.iJC,· t~ll rcmcd1a11on cos1:. for thu sue. The hab1l11y p:iyou1 fo r th!S sue I ) upec tcd 10 be .. ver a h vc-ycar penod. 
"' ol 1994. lhc Compan) h~ incurred appmxm1111cly SI.IS m1 lhon for rcmcd111l ac11om and cn .. 1rnnmcmal 
'1ud1e and hill charged such cosu tu accumula1ed dcprccumon. In JanUllry 1990. the Compan~ entered mm 
-c11lemc1 1 agreements w ith a number of msura.nc<' companies rcsulung tn procccru to fund actual environmen tal 
""'' incurred over a thrtt to lh•c -year pcnod begmni.ng m 1990. TllC fina l uuurancc proceeds were rctjucMcd 
.ind recc1\'ed m 1992. ln December 1995. the Maryland Pubhc Service: Comm1ss1on approved recovery ol all 
t'n\ 1ronmcntal c:os1 incurred through Se-ember 30. 199.S less amounts previously amoruud and insurance 
proceed• . The amount approved for a 10-,ear amoruuuon was S964.251. Of the Sl.8 m illion m l·osts rcponcd 
.1bovc. approxllTlatcly SJS.000 bas noc bt: ~n recovered through insurance proceeds or received ratemakmg 
treatment It 1s management's optn1on tlta1 these costs incurred and future cost~ incurred, 1( an). "' 111 IX' 
recoverable in rates. 

Ccl Wlnter Haven Coal Gu Sil~ 

The Company 1s c urrently conduc11n~ mvc:sugauon~ of a s itc in Wmter Haven. Flonda. whcrr 1hc 
C'nmpany·, predecessors manufactured coal ga.s carhcr this century. A Contammauon Asi.cssmcnt Rcpon 
• 'CAR " I was ~ubmmed 10 the Flonda lJcpanment of Enviro nmental Protccuo n ("FDEP") m July. 1990. Th<' 
CAR contamed the rcsuhs of adduional 1nvcs11ga1joru of condl11ons at the sue. These mvc:s11ga1111n~ nin11m1ed 
i"1111cd ' 011 and ground-water tmpacu to the site. In March 1991. FDEP direc ted the Compan) 10 condurt 
.1dd111nnal tn\•csugall'ms on-sue 1c1 full)' dchnute lhc vcn1c1l and horizontal ei.ten1 of soil and ground wa1e1 
llTiflJ• I\ 

Add111onal conuurunauon asi.cnmc:nt OM.' 11' .uc~ " Cf<' conducted .it lhc: ~Hr m ljtc 1992 .ind c.IJ'I~ I 'N 1 In 
,\IMCh 1993. a Contammauon A»essment Rcpon Addendum ("CAR Addendum .. 1 ' '"'" dc:hvercd 111 FDEP ·n1,· 
C:AR Addendum concluded that soil and ground-water 1mpaclS have been adequa1el} dcltneatcd as a rC)u lt ,,, 
lhl· jdd111olllll licld woo The FDEP approved !he CAR and CAR Addendum tn Marc h o f 1994. The ne~t 'tcp 1, 
J l{1sk A)i.cssmcnt ("RA ") and 11 ~·cll.li1b1l11y S1udy l" FS"l on the ~ Ile . A drafl or the RA and FS were hlcJ 
"'1th the FDEP dunng 1995: however. until the RA and FS art nm complete unti l a.:l·cptcd ;u fm,11 h~ lhc FDEP 
It 1s not possible to determine wlwlhcr rcmedlA.I acuon will be required by FDEP and. 1f so. the wst o r ,u, h 
rcmed1a11on. 

The (ompan) h;v. spent appm \tmaLd) S629.000, h o f December 31. 199~. on thcK mvc,11gat100\. jn.! 
(:1.pcc·u. to rccovc1 these cxpc!UC ~. a~ "ell ns any fut urc expenses. through ba\C rates. These 1 O\ts hJ\ c i"ocC' " 
anounted for a.s c harges to accumulated dcprcc1a11on The Compan) rctJue\tcd J11d rcr c1ved frn m the Flor J.• 

Pubhr Service: Comm1ss1on r·FPSC") approval to amonw: through base rntc:s S35'U>59 •JI , k3Il· ur .in.; 

removal l'OSts mcurred as of December 31. 1986. As of December 31. 1992. tlie t.e com were fully amontz.cd In 
J.inullr) 1993. the Company rece ived approval 10 recover through base rote~ approx1ma1c 1 ~ S2 I 7.0<XI m 
..J<l1t1onal lOSU rclatcd 10 the former manulacture<I g.o plant. Thu am1>unt rcprc'>t'nl~ rccm·e~ o l S 173.000 .. 1 
.i1~u mcurrcj from JanuaJ') 1987 through December 1992. u well o1' prmpc:cttv<' recovery o f c\llrnatcd tu1ur.­
c O\IS which had not yet been incurred a1 that time. TllC FPSC hu a Ho" cd for amonm111on of t'1c)(' rosu, '"er J 

1hrce· rear pcnod and provided for rate ba.'>l' trca1mcnL for the unarnomzcd balance In a SCparlllC' docket belorc 
ti>~ FPSC. the c,1mpan) h iu requc~1cd and received approval lo appl) a rrfund of 1991 overcammg' o r 
.ipprox1matcly SI I K.000 aaamst th, balan.:c nl unamo n1z.cd cnv1ronmc:n1ul d1.11gr• uxurrcd ·" nf l~ccmbcr 11 
1992 As a result. these e nvironmenta l charge' "ert tull) amo mz.cd a~ •>I June I Y94 O f thc S629.000 m """ 
reported above. all costs have received ratcmakmg treatment. The FPSC ha5 .illowed the Clomp.in) 10 rnnunm· 
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o l II\ Order. as v. ell a> s1gnihcan1 h~1al pcnalues for f11lure 10 com pl~ Although nouf> mg EPA .. t nb.ic:.i .. ui­
to the Order. the Company agreed IU comply. G PU h~ infonned EPA that ti d<ie\ nOt intend tn cumpl~ v. uh the 
Order The Co mpany has commenced the design pha~c of the ROD 

On March b . 199~ . the Company commenced ltttgl llon qains1 the State o f Delaware for contnbu11un tu the 
rcmcduil costs being incurred to carry out the ROD. In December of 1995. thii. c.ue was d1)tms..cd v.1tht1u1 
pre Jud tee based on a selllement agreement between the panics ( the .. Seulemcnt' ' ). Under the Seulement. the 

Suuc agreed to suppon the Company's proposal to reduce the soi l remedy for lhc si1e. dcKnbed belov. . tv 
, nntnbutt S600.000 coward the cost of 1mp lemen1mg the ROD. and tr reimburse the EPA for $400,000 111 
nvcmght costs. The Settlement 1s conungent upon a fonnal settlement agreement between EPA and the Suuc u l 

Delav.•are being reached within the next two years. Upon Ul isfac1ion o f all conditions of the Sculcmen1. tht' 
h11ga11on will be dismissed with preJUdtce . 

On Jul) 7. 1995. the Company subm111cd to EPA a study proposmg 10 reduce the leve l and cost of ~11 
remed1a1ton from that identi fied in the ROD. Although this proposal was supported by the State of Oclav.·are . a' 
required by the Seulcment. it wa.s rejected b) the EPA on January 30. 1996. 

The Company IS currently cnaaged tn mveslif&lton\ rclalCd 10 addthonal parties who IJUIY be PRPs. Bucci 
upon :hesc 1ovesttgattons. the Company will consider ~utl 11g.11ru1 other PRPi . The Company cxpecu. conunucd 

nc~w11a11ons with PRPs m an at1emp1 to re,wlvc lhClC mauco. 

In the Ihm! quancr o f 1994. the Company inc reased 1u accrued habili1y recorded with respect 10 the Dover 
Sile 10 S6.0 millton. This amount reflects the EPA·, estim111e, u stated m the ROD for rcmcd1auon of the ~11e 

according to the ROD. The recorded liab1lt1y ma) be adjusted upward or d ownward as the design phMC 
progresses and the Company obtaJru comt.ructJ.on bids for perfonnance o f the work. The Compan) has al'o 
recorded a regulatory asset of S6.0 nul lton. COfT'Csponding 10 the recorded hab11ity. Managcmcnc believes that in 

Jdd111on 10 the S600.000 expected to be contnbuted by the Suite of Delaware under the Se11lemen1. lhc \nmpan~ 
"'111 be equnnbly entttled 10 conlribuuon from other responsible part ies for a pomo n of chc c\pcni.c~ Ill be 

inrnrrcd in coMec uon with the rcmcdie$ selected in the ROD. Managemenr ubo bche'e~ that the amoun t~ noc 
' " ,nntnbured will be recoverable tn the Compan) ·s rates. 

I\' or December 31. 1995. the Company ha.s tneurred appro ximatel) S3.7 lllllhon tn cosu. rclaung 111 

en' 1ronmcnt.al tcsung and remedial acuon studies . In 1990. the Compan ) enterrd into se11lemen1 agreement~ "'1th 
,, nu1111'>cr of insurance companies rcsulttng tn proceeds 10 fund II! tu al env1ronmen1al costs incurred over a five to 

\t•vcn· ycar penocl beg1nn1ng in 1990. In December 1995, the Delaware Publtt Service Co mm1ss1on, autho m .cd 
r<'" "''" nf all unn:<·cwercd environmental cosc inc urred through September 30. 1995. TillS amount 1o ualcd 
S ~1 . ... ~I -4 The rccovel') \l.'015 authonud b~ a means o f a nder (supplement ) 10 base rate~. appltc able 10 all firm 
..... ,_Ile cu~comers The cosu would be recovered through a fi,e .year Jmon1u11on off~• b) the deferred 1.i• 
t>cnchl assnc1a1cd 'With tho~ environme ntal costs. The deferred 1.u bench! eq ua l\ the projCcted clbhtlow saving' 
r~.il11cd b~ che Compan~ m C'nnncc u nn with a reduced income taA hab1ht) due 10 the po\\1b1lt1~ of accelcnued 
,.kdu.-11nn 11llowcd on ceruun cnv1rnnmcn1al C'<>' I~ when 1m·urred Each year a new ndcr rate will be calculaccd 10 
t..: .. 11nc c ll<'.:llVl' December I The nder rate will be bai.cd o n the amon1ui11on o f actual cApcnd11urcs chrou!lh 
'\cpternbcr ol the ll lrng years plus amon iuuo n o f ex pen~~ from prc v1ou' )cars ·n1c aJ, a11111ar o f the ndcr 1, 
thal 11 " 0 111 neccssat) 10 file a rah: Ca.5( ever')' ~c.ir "' renwcr cio.pcn\C\ 1nr urTtd. A' n( lXt'C'mbcr .\I. l'>CJ~. the 
un.im11n11cd b.ilance and amount 01 envtronmcn1 <osl no c included tn the nder. d1cc11vc J.inuc!J) I. 1996 wa.s 
q .1111.11110 on<l ~~~9.000. 1espccm el) With the rider mcchan15m C\tabhshcd. ti 1s managemcnc · ~ opinion that 
111<·,r , ' "1' .imJ JJI~ lucurr •<>!>I. net of the deterred income la.>. benefit. will be rccnvcrablc in rate~ 

t b 1 Salisbur) Town Gas Ll!Vit Sitt 

In , 11opcra11vn with 11K Maryland Depart men I o f ch<- Lnvmmmcnt t " M DE" 1, the Cumpany bou completed 

.• n J\\C\, OICOt " ' the Salt\bul') manufac rurcd a.u plan1 \llC . The .uscssmenl dclCnntncd that there was localt1cd 
, .on1.in1111.won 111 ~rounJ- v. iner . A remedial dc~1gn repon v. as \Ubmmed 10 MDE tn November I IJ<Xl and includc,1 

J pr•'fl"'.tl co mnn11n1, pump and 1rea1 an) contaminaced gro und· wa1ci nn ·\llC Throuiih nq:1111.111o n• w11h thr 
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Penn'~ I' an1a and Bndgevillc. Delaware. The Dnlev11le station 1s u11llzc:d to increltS(: Columbia supply pres,urc~ 
111 ma1ch Transco supply pressures. and 10 increase Eastern Shore 's pressures in order to serve i rowmg lkmand~ 
from Chesapeake·~ Delaware d1v1sion. The Bndgevilk s1a11on is bc:ing used to provide increa~cd pressure: ~ 

rc~uircd in mce1 lhc demands on lhe system. 

td l Propa ne Oistr ibutlon 

Sharpga~ own~ bulk propane storage facihuc s with an aggregate caparny of 1,440,000 gallons at 27 plant 
fa~· 1ht1es tn Delaware. Maryland and V1 rgm1a. located on real cs1ate 11 ciLl-ier owns or leases. 

Item ,, Legal Procttdlnp 

The Company and its subsidiaries arc involved in cenam legal action~ and claims arising tn I.he normal 
cour~e of business. The Company is also involved in cert.am legal and adm1rust.ra11ve proceedings before vanou' 
go11emm.:nt.al agencies concerning rates. In the opinJon of management. the ul11matc dis~ .. 1on of thc~c 
proceedings will not have a material effect on the consolidated financial pos1uon of the Company 

Environmental 

1a l Dover Gas Light Sile 

In 1984. the State of Delaware ooufied lhc Company that a parcel of land it purchased m 1949 from Dover 
Gas L1gh1 Company. a predecessor gas compan} . contains hazardous subs1ances. The State also w;scncd tha1 lht' 
Company 1s rei>ponsible for any clean-up and pro.spec11vc environmental moni1onng of the sue. The Dclawllrt' 
Department of Natural Resources and Environmental Con1rol ("DNREC" ) investigated the site and 
surroundings. finding coal tar residue :ind some ground-wa1cr contamination. 

In Oc1obc:r 1989. the Env1ronmen1al Protcellon Agenc) Region III ("EPA") listed the Dover Sue on the 
"!a11onal Pnonties List under the Comprehensive Environmental Response. Compensation and L1ab1! 11~ A.:1 
1 " CERCLA " or "Superfund"). At thb lime under CERCLA. both the State of Delaware and the Compan) "ere 
named as po1cnually responsible parues ( .. PRP") for clean-up of the site 

The EPA JSSued the si te Record of Def 1s1on c " ROD") da1ed Augus1 16. 1994. The remedial action i>elcc1ed 
by lhc EPA in the ROD addresses lhc ground-waler coniamma11on with a combmauon of hydraulic containmcnr 
.md na1ural a11cnuauon. Remcd1auon sc!eclCd for lhc roil al I.he si te is 10 meet s111ngent cleanup standard) for 1h,· 
' '"' rwo feel of soil and le i.s s111ngen1 qancJards for the soil below 1wo fee! . The ROD esumates lhc cost~ 11! 
..cleC"led rcmed1a11on of ground-water and ><)II al S2 7 mallaon and S3.3 mill ion. respccuvely . 

On November 18. 1994. EPA 1s~ucd J "Spcnal Noucc l.cucr" (!he " Lener" ) to Chc~pcakc and thrn · 
other PRPs The Leucr includes. tnttr a/ta. I I 1 a demand for payment by the PRPs of EPA 0

) past co~r~ (currcnih 
n11ma1cd ID i-.c approximately $300.0001 and lururc coslS incurrtd oversee ing Site wvrk. (2J noucc of EP,\ , 
, <>mmcncemem of a 6(., day mora1onum <>n ccnaan EPA rcsponi>e ac11v111es a1 the Site: (3) a request b) EPA lhJ· 
Chesapeake and the other PRPs subrn11 " .. good faun proposal" to conduc1 or finance the work 1dcn11ticd m trh 

ROD. and (4) proposed consent order~ b~ whJCh Chesapeake and other pa.r11c' ma) agree to pc11orm 1hc- ~- · -.: 
1.11th prnpo,al 

In Janu'1I) I 995 Chcs11pcakc ~ubm111«li 1<> 1hc EPA o good ta 1th proposal 10 perform a rnbs1an11al pornon 
•ll the work ~I forth m lhe ROD. which wa\ suh'l'<.jucn1ly l'CJCt'lc<l . The Cumpan) and the EPA eal'h a11em pi<"J 
lo ~ccure volumary performance o f pan of rhc rcmcdiauun b) olhcr panic~ TI1e~ panic~ rnclutlt' 1ht 51.11" " ' 
Delaware. which 1s the owner of lhc propcn~ and "'n' 1dcn11ficd m the ROD a\ n FR P. and a bu•incs' 1denr1tu:d 
in 1hc RO[) a' a PRP for having <"Ontnbu1ed 10 ground· water contanunauon. 

On May 17. 1995. EPA 1~ sucd an l•rder 10 the Compan) under r.cct1on 106 of CERCLA (the "Order 
which requm:s the Company IO fund or 1mplemen1 the ROD The Order " a' nbo 1s,ucd 10 General Puhla. 
U11hucs Corporallon. Inc. ("GPU"J. which both EPA and I.be Company bchcH' 1s hnblc under CERCLA < >lh.-r 

PRPs such as the State of Delaware were not ordered 10 perform the ROD. EPA may seek Judicial enlmn ·mcm 
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\Ubsid1ary of the Compan) The group conwns S k1piack. Inc. ("Skap)ldc"), and CheS&pCUc lnvc~tmem 
Company ("Chesapeake lnvcstmenl''J, both wholl ) owned subs1d1aries of Chesapeake Service. SkipJack 
own1> and leases to aftlhatcs 11n office buildina In Dover, Delaware. Cbeupcakc lnvcsLmcnt 1\ a Delaware 
affiliated investment C'ompany. 

( il) Stosonal N0111rr of Bwintss 

Revenues from Lhc Company's residential and commcrcaal n111uraJ gas sates and from 1b propane 
d1stnbuuon activiucs arc afTec:tcd by seasonal vanauons, sulCe Lhc maplfy of thesr sales arc to cuMomcn 
usmg !he fuels for heating purposes. Revenues from Lhcsc customers arc accordingly ~ffel-icd I>) tll<' 
mildness or severity of Lhc heating season. 

<iii) Copiull BIMl1d 

The Company 's current capital budget for 1996 contcmplalel expenditures totalling approx1ma1cl> 
~16.8 milbon. 1bc total includes approximat.cly $8.8 million for Chesapeake's natural gas .i:stnbutton 
d1v1s1ons. co~isting mainly of extensions to and replacements of the distribuuon facll ittc~ and rchucd 
equipment: S6. I million for nail.Ira! gas transmission operations, prov1dmg principally for improvement~ to 
the pipeline system by adding a comprcuor st.ation in Delawiw City. Sl.6 million for propane distnbuuon. 
pnncapally for lhe purchase of storage facilities. addiuonal tank.I and !he construcuon of a new o pcr<1t1on 
center in Salisbury, Maryland: $175.000 for computer twdware, furniture and fixtures for the Company·~ 

1nfonnarion technology services group; along with S I 19,000 for acncra l plam. These cap.ta! rcqu1rcmcnu 
arc expected to be financed by cash flow provided by !he Company · ~ opcraung ill'llvlllcs and shon-1cm1 
borrowang. 

f iv/ Employus 

The Company has 335 employees including 143 natural gas d istnbuuon employees. 19 na1urnl g:n 
1ransm1ss1on employees. 94 propane distribution employeei and 55 information tcchnoloay ~rv1cc~ 
employees. The rc.naanani; 24 employees arc considered general and adn11nu trative and include officers of 
Ull' Company and 11casury. accountlng. dalll processing. planrung. human resources and other ldm101stra11vc 
pcr..onnel. 

llt>m 2. Propt>rtles 

1a 1 Gt-neral 

·me Company owns office and opcrauons bu1ldmgs in Sahsbury. Carnbndgc. and Pnncess Anne. MtlT)'land. 
l>n, cr. Seaford. Laurel and Georgetown. Delaware: and Winter Haven. Flonda, and rems office space ID Dover. 
l>cld"'dTC. Plant Cny. Flonda. Ch1nc0league and Belle Haven. V1ra10111. Cary. Nonh Carolma; Easton and 
P•l\.umol..e. Maryland: and Atlan1a. Georgia. Jn general. the propcn1e~ of Lhc Company ilt'C adequate for Lhc use~ 
t.11 "' hll h they art' employed. Capacity and uuhzauon of the Company 's fac1h11es can vary s1gnifkJ1ntly dur to 

the 'c.c.•1nat nature of lh" natural ga.' and propane d1stnbuuon bu\lncsscs 

lb ) Natural Gas Distribution 

Chc~apcakc owni. ove1 514 mile) of nn1ural ga.' d1~tnbu11on mums (logcther w1lh rela1ed service lane). 
111c lr" • .nJ regulators) located in 11~ Dclaw;u-c and Maryland service MCU. and 459 m1lc:s o l such maim (anJ 
tdJ IC<.I equipment ) ID 11S Cemral Flonda ~rv1ce arc~. ChcSllpc.ikc ulso owns fadhllcs m Delaware and 
"1.m l.111d for propane-air IDJCCllOn dunng pcnods of peak tkmand. 

A pom on of Lhc propcntc!~ constituting Chesapeake" ' d11tnbu11on 'Y'U:m .uc cncumbcrcJ pursuant to 
c hc,.1pc.il.. c ·~ F1n1 Monaaac Bonch 

1c 1 i'\111uraJ Gas Transmission 

Eas tern Shore owns approximately 271 mllc' of transnms1on lines cx1cn<.hng Imm Pwkc•bur11. 
Pcnn,y lvan1a 10 Salisbury. Maryland fui.stem Shore alM• 1>wn• two compl'CMOf stu11Un$ l1i..·01ed m Dalcv11lc. 
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Propane is sold primanly io suburban and rural areas which arc O()( served by natural g~ p1pchnc~. 

Oemand is 1yp1cally much higher m the w inter month.s and 1s signitican1ly affected by ICUOOAI vana11on~. 

parucularly the relative SC\'cnty of wanter 1cmperatun:5. because of 1is use in residential and commcrcull 
hcaung. 

The Company purchases propane pnmacily from fh•e suppliers. mcluding major domestic oil 
;,;ompanies and mdependcnt producers of gas liquids and oil. Supplic~ of propane from these and other 
'm1rces arc readily available for purchase by the Company. Supply contracts generally include m1mmum 
1n 1t •UbJec1 IO a t.alte-or-pay premium~ ) and maximum purchase provisions. 

The Company uses Ullcks and ra.1lroad cars to transpon propane from rcfi.ncnes. na1ural gas p.-0Ce!.S"1g 
plants or pipeline terminals to the Company · ~ bulk storage facih1ie~. From these fac ilit1e~. propane '' 
dehvcrcd m portable cylinders o r by "bobtad" U'llch. owned and operated by the Company. 11' IMks 
lcx:aicd a1 the cus tomer's premises. Most of the tank5 and cyhndcr~ arc owned by the Compan) and arc 
u11hzcd by the cusiomcr free of cha.rre . 

Sharpgas competes with several other propane d1stnbuto11 1n us service tcmtoncs, p.-1manly on !he 
bas1~ of service and price, emphasizing reliability of service and responsiveness. Compe111ion 1s gencrnll} 
local because distributOB located in clos<" proximity to customers incur lower costi. o f providmg scrvKe. 

Propane: e-0mpetes with e lectricity and fuel oil as an energy source. Propane lj typically comparable m 
price: to fuel oil and generally leis upcns1ve lhan clec tricny based on cquivalcnl BTU value Becauw­
natural gas histoncaJly has been less expensive than propane. propane ts generally not distnhutcd in 

geographic areas serviced by na.tural ga~ pipeline or d1stnbu11on systems. 

The Company's propane distribution acuv1t1cs are 001 subject to any federal or slllte pncmg rcguhuwn 
Transpon operations arc subjccl to rcgulauon.\ concemmg the transpon.auon of hazardous maienah 
promulga1.ed under the Federal Motor Camcr Safe!)' Ac1. which 1s admimstercd by lhc Un11cd !;1;11e' 
Depanment of Transpon.ation and enforced by the van ous states in which such operaunn~ take pla;,;e 
Propane dis tribution opentioos arc also \UbJCCI 10 siaLC safety rct:ulauon~ rclaung io "hook-up" ~nJ 

placemen• of propane tanks. 

The Company's p.-opanc op ranon~ arc ~ubJCCI 11> all opcratmg hazard.\ normally 111c1dc111 10 th•· 
handling. sioragc and traru>portatton of combusublc hqu1ili. such ;u the nsk nf persoruil lllJUJ)' and pmpcn~ 
damage caused by ftre . 1ne Company cWTics gencrnl habil11y msurJm·c m lhc amount uf ~35.000.000 per 
occurrence. bu1 there is no assurance tha1 such msurance will be adcqua1c. 

I i ) Id) ltiformlllion Tuhnology Service1 

Chcupeake'~ mformauon technology services segmcfll u cornprucd o l 1w1• wholly owned suhsrd1anc' 
,,f the C<'mpany United Systems. lnc C"USI'" ) and Capital Data SyMem~. Int < .. <.'OS" > 

USI 1s an Atlanta-based company Iha! pnmanl) provide~ suppon for user~ of PRO<iRE..")S •. a tounh 
genernuon computer language and Rclauonal Database Managemen1 Sy$1crn. USI offer. cum ul11ng 
1ra1nmg. software dcvelopmen1 ·· 1001~" and customer ~fcware dcvclopmen1 for us chcni ba'>C. wh1t"h 
mcludcs man) large domesuc and 1memau011al corpora.uon~. 

CDS LS an infonnauon i.e.chnolog} provider offering ~rv1ce~ pnmanl) 10 u:lcn>mmunr.:a1r w1-
r ompan1C$ and Chcsapcal.c's subs1d1ariel. These sc rv11.:.cs arc prognsmmmg suppon for appllcauon sofl" ·'r' 
m luuoru including cus1omcr mfurm,mon. managcmcnl mfonnauon. b1ll1ng and financial S)stem~. 

"The mformauon techno logy bus1nc~~i. face &1gmfican1 t nm pc11111m from a number of larg(1 
compe!llor~ having subslllllllally greater rei.ourcc) available w them 1han Lill' C•>mpnn> In addiuon. l'han11r · 
1n thi: mformauon 1echnolvg) buuncss an: occumng rapidly. which u1uld lldven.ely 1mp.l\·1 the mru ~t"'' 1"· 
1hc Company' s produ.cts llfld service~. 

111 111 1 Otha U 1t1J of B u1ine11 

In lldd1uon w the four buu nc"" w:11menb prev1ousl) mrnuoned. Ille CnmJllln> I\ involved m nthr1 
businesses under the umbrella of Chesapeake Service Compan) , .. Ch<"•UpcJkc- Serv1t·c " 1. a whn ll; ''"' rwcl 
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On December 15. 1995 the Maryland Pubhc Service Commission 1~sucd an order apprm anl! J 

S975.000 1ncrca.sc an annual base rates effective fOf ga$ provided on or after December I. 1995 

Dt!lawart--On Apnl 4, 1995. Chesapeake UuhtlCS filed an apphcauon w11h the Dcl .. "'arc l'ubh, 
Service COmmw1on ( .. OPSC .. ) reque.mng a rate increase of Sl .751,000 or l4'ir over currcn1 '·''"' n1c 
largest component. reprcscnung a thtnl of the tf"ta) requested increase. 1s attnbutable to pro.)"llctl .. "'' 
associated with the cleanup proposed b)' the Environmcnul Prolccuon Aaency ("EPA") of the \ttt· v t .1 

former coal gas manufacturing plant operated in Dover. Delaware. 

The Company and the OPSC agreed to separate thc environmental recovery from the raLC incrca\c '" 
each could be addressed individually. 

On December 20. 199~ . the DPSC approved an order authonung a S900.000 •~to b"-\C rJI<'' 
effective January I. 1996. 1nc: Company dad lave imcrim rates subJCCI to refund tn effccuvc ~tantnl! Ju1w 
3. 1995 10 collect $1.0 million on an annuahz.cd basis. A refund of $42,000 wu calculated and u...:ll ,, , 
offset environment.al costs incumd. 

Also on December 20. 1995. the DPSC approved a recovery of envuonmeni.I cosu auoc:1ated with 
the Dover Gas Light Site by means of a rider (supplement) to base rates. The DPSC approved :i rnkr 
cffccll\•e January I. 1996 to recover over five years all unrccovercd environmcnual coMs thruu~h 
September 30, 1995 offset l>y the deferred w: ~fil of these costs. 1nc: defemd tax beneli1 equab tilt' 
projCC1Cd cashftow savings realized by the Company in connection with a reduced income ta>. hab1lll> du<' 
to the possibility of accelerated dcducuon allowed on ccnain envuonmental costs when mcurrcd. Each )e31 . 
the rider rate wall be calculated based on the amortiz.auon of expenses for pn:v1ous )Can. The advant:ig<' 111 
the environmental rider 1s that 11 1s not necessary 10 file 1 rate case every year to recover C1.pc'nioc~ 

Florido-On December 10. 1993. the Aorida Public Servi« Commission issued '111 order reduc111g the 
Florida division's allowed return on equity from .1 midpoint of 12,_, 10 11 %. in response to lower in1erc'1 
rate~. On August 5, 1994, the Flonda d1vmon filed ModJfied Minimum Filina Requirement~ C"MMFR "1 
M requlTC'J e\•cry four yc4n h) Flonda Pubhc Service Commission rcgulauons. Ai of December :l 1. 199-1. 
no tkclSlon had been rendered b) the Florida Pubhc Scrvic.c Comm1uton. Dunng 1995. the Florida State 
lq;1sln1orc repealed the rcqummcnt. and as such. Chesapeake 's MMFR filing wa~ abandoned. 

On Sepu mber 28. 1995, the Florida Public Service Commiu1on •~sued Wl order fi01!--1ng the Florida 
d1v1s1on's 1994 amount of overcammgs. 11le div1s1on was found to have exceeded 1~ allowed rate of return 
on cquuy cc1hng of 12% by $62,000. As a resull of an agreement reached Februllf)· 6. I 995. 1J1c c>.tn> 
earnings were deferred until 1995. The same airccmcnt caps the Florida 0 1visloo's 1995 rcaum on cqull) 111 
I 2'l- plus or minus the rcwlt of subtraeung the average yield of 30-yeill U.S. Treasury bond~ for thr period 
of October. November and December, 1994 frum the 11veragc yield of JO-year U.S. Treasury bomb fut 
o.·1o0cr. November and December 1995. not to c io.cocd ~() b.m~ potnl~ in either drrccuon. After rt'\ l(' \lo IO)! 

bond murlet .:ond111ons. 11 appears hl<'I) lhar the d1v1s1on ' rcrum on cquuy for I 9Y5 "'111 be lowcm.I lo J 

11mlp111nr ut I0.5"l for determining an) level 01 o vercomings Final detcm11na11un nf 199'.I ovcrcamrng' •lll 
th<' d1~po~1t1on o f such "'111 rnoM ltkel) •><.:t:ur 1n tht sen md quaner of I lJOJ6 

I i ) ( C' / Propanl' Otstrlbll.lion 

< nc~.ipealr. c: propane d1~1t1but1on group consist~ of Sharp Energy. Inc ("Sha.q> Encrg; "I. J "' hull~ 

"" nt'J 'ubMdu1ry of Chcsapca.kc, and its wboll)· owned ~ub\ld1ary . Sha.rpgu. Inc ("Sharpga," l 

Sharpga' purchases. stores and d1stnbutc~ propane 10 appruio.1matdy 22.600 cu~romcrs on the Dclmllf\a 
Peninsula. The propane d1stnbu11on bu)1nc~~ 1.> affected by man} factors ~uch as .scuonahty. the abscn.:c of 
pn.: t rcgulauon and competition amoniz local provide~. 

f' rup1111c •~ a fon11 of llquc:hcd petroleum ga~ wl11ch b typtcally cxll"llclcd from narurul ita' or i.cpa;;;1cd 
Junng the crude oil rcfin lna procu& Although propane " g:uew1 111 normal pn:,sure&, II 1s eu1ly 
romprc~'cd into liquid fnnn for storage and tn1nsporu1t1011. Propane " 11 clean-burning fuel, g11n in11 
int:rNi.cd rcco1m111on for II\ env1ronmcn11I supcnont). s.alcry. eniciency, transportab1l11y llJ1d cue l'f U'>C' 

rclJll\C' h• .1hcrrua11ve fonn~ of encrg) 



dckathc:nns under FGT's interruptible lrallSponal1on services (ITS-I) rate schedule. The finn transponautin 
contract (FTS-1) expires on Auaust I. 2000 with lhc Company re1Jlinin1 a umlatcral nght to extend the tenn 
for an addiuonal ten years. After the expiration of the primary or secondaf)' tcnn. Chesapeake has the nght 
to first refuse to match the terms of any competing bids for lhc caplcity. lbe !inn tranSportAtlon contract 
(FTS ·2) expires on March I, 2015. 'Thc preferred intem1pciblc con1111Ct expires on lhc earlier of (a) the 
effecuvc date of FGT's first rate case wluch includes costs for phase Ill expansion or (b) August I. 199~. 

andlor (c) August I of any subsequcn.t year, provided that FGT or Chesapeake gives tO lhc Other at least 
one hundred eighty ( 180) days written notice prior to such August I . The inlcnupcible transporution 
contract LS effective until August I. 2010 and month to month thereafte.r unless cancelled by cuber pan)' 

"'"" •h1ny days nouce. 

n.e Florida d.ivis1on currcntJy receives tts gas supply from various suppliers. Some suppl) 1 ~ bought 
on the spot market and some is bought under the terms of two finn supply conlllCts with MG Nauonal Ga~ 

Corp. and Hadson Gas Systems, lnc. 

Having te$U'Uct:urcd its arrangements with FGT, Chesapeake believes 11 1s 11.·ell positioned to meet tht' 
continuing needs of its customers with secure and cost effective gas supplies. 

Adequacy of Gas Supply. 'The Company believes that Ea.stem Shore 's available firm and tnterrup<ibk 
supply is ample to meet lhc anticipated need~ of the Company's Delaware and Maryland natural ga~ 
d1s1nbution divisions. Availability of gas supply to the Florida d.ivision Is also expecled to be adequate undc.r 
existing arrangements. Moreover, additional supply sources have become available as a result of FGT 
becoming an .. open acceu .. pipeline. 

Compe.1i1w11 within thc Na111.ral Gas /fldltJtry. Histoncally, Chesapeake 's Flonda div1s10n has been 
~upphcd solely by FOT. In 1990. FGT became an · ·open access" pipeline. 'The Flonda div1s1on's large 
1 ndu~tm1I customers now have tht' opMn of rcmaininl! with the Florida d1v1saon for ga.' 1upply or obtaining 
altcmauvc suppheL from FGT. gu marltctcrs Of other suppliers. These condition& have 1nc.re1UCd 
compeu11on between Chesapeake ·~ Flonda divas1on. FOT. &as markeu:n and other natural au prov1dcn for 
tndustnal custornc!'l in Central Flor.da Swting an early I 99J, in recogniuon of the oppornmtty cruted b} 
FERC Order 636. Chesapeak.c 's Flonda div1s1on began conlaCUl\g all of the Florida d1v1s1on· ~ large 
indu~1n11l customers and other large usen of natural gas throu&}lout the state of Florida about change~ in 
thC' natural gas industry. A~ a result. thC' Company has entered into agreements with a number of thcK largr 
u~rs of natural gas to supply them with gas supply management and regulatory ~upport &erv1ce~. Tiic 
Company plans on offenng stm1lar services to large industnal customers of the Delaware and Maryland 
d1v 1 s1on~. 

Ralt'J and Rtgulation 

<i cncrol. Chesapealc.e·s natural g~ d1stnbullon operauons arc subJCCI to regulauon by the Dcla.,.a.H-. 
Maryland and horida Public Service Commasions with rcs peC1 to vanous 1111pecu of the Compan~'~ 

business. incl.uding the rates for snle5 to all of their customers in each JUnsdicuon. All of Chcs.apealc.e 's furn 
d1str1bu11on rates arc subject to purchased gas adjustment clauses. which matc-.h revenues with ga.\ costs and 
nom1nll ) allow cven1ual full recovery of gas COSl!l . Adjustment& under these clausc.s require penod1c tilings 
and heunngs with the relevant regulatory aulhorny . but do not require u general rnt.c procecdin11 l<ulc> " " 
interruptible sales by the Florida d1v1s1on arc also subject to purchased gas adjustment clause~ . 

Managemcn1 morutors the nuc of return in each JU!lsdiction in order to ensure the timely ti ling of ratt 
oKIJustmcnl applicauons. 

ROI' Proctulin11. 

Mory/and-On July JI. 1995 Oiesapealte Uuhucs filed an application with the Maryland Public 
Service Commiu1on l'CQUC$lina a ratc increase of Sl.426.711 or 17.09%. 'Thc two largest components of 
1he inr rease arc attribu1ablc l!J cnv1ronmcr1tal CO$l5 anll the new customer informadon system. TI1e rcqucs1 
included a r·etum on cqurry of IJ'l . 
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Shore. and Central Flonda. These activities arc conducted through lhree u11l11 y divmons. cons1~ttnf ut .. ,,. 
division tn DclJlwarc. one division in Maryland and one divtSion m Florida. In 1993. IM Compan~ •t:JncJ 
natural gas supply rrumageme:nt service$ tn the mte of Florida under the name of Pemnsula Encrg~ Sc:-. 1. ~­
Company (" PESCO"). 

Delawar~ attd Mar)'ltutd. Thc DclJlwarc and Maryl.and d1vmom .erve approx1ma1ely 2 ~. 'OO 
customen. of which approximately 2S,200 arc residencial W'ld commercial customcn purchasing 11·" 
pnmanly for heating purposes. Residen!W and COGUDa'CW customers ICCOUnt for approximately ()6r; 111 

the volume delivered by the divisions, and 78% o(dJC divisions' revenue. on an aMual bas11. Thc d1v1~1on' 
indusrrial customers purchase ga,, primarily on an inlaruptiblc basis. for a vancty of manufactunn~. 

agricultural and other USC$. Most of Chesapeake's customer growth in these divisions comes from ll<'" 

residenual construccion utilizing aa.' healing equipment 

Florida. Thc Aorida division dislributei natural aas lO approximately 8, 120 rcs1dcn11al aml 
commercial and 86 indusrrial customers m Polk. Osceola and Hilbborough Counucs. Cum:ntl) 34 of the 
division's industrial customers. which arc enpged primarily In the citrus and phosphate mdustric~ a1111 
electric cogeneration. and purchase and ttansport ps on a flnn and interruptible basts. account for 
approximately 88% of the volume delivered by the Aorida divilloa. and 64% of the division's ruatur.il ga' 
sales and transportation revenues, on Ill annual bu1s. 1n November 1993, the eomp.ny•s Florid& d1vts1on 
began provldmg Dllllral ps supply servica lO ccxnpeie In dJC open access envll'OMICSIL Currently. e1gh1ern 
customers recelve managemc:.nt service which gcncnt.ed operatina income of S9S,000 in 1995. 

f\'o1IU'tll Gcs Sqply 

Delawau tutd MarylaNL Chesapcate·, Delaware and Maryland utilily dtvmons rcce1vr 111 of 1hc:11 
gas supply rcqull'CmentS from Eastern Shott. Thc d1vilions purchuc: most of th1& giu under conllllcl~ 
wilh Eastern Sbore which cxtcod through November I. 2000. The contract.S provide for the purchase or 
15.629 firm MCF daily (up to a lllllXtmum of .5,704,.58.5 MCF armually). The divisions have add111onal fim1 
supplies I\ JJlablc under conuact with Eastern Shore for peak demand periods occumng dunng the winter 
hcaung season. l1lcsc COllt:nlCU, which arc renewable on a year-10-year basis. provide for the purchase of 
up 10 4.50 MCF daily (up lO a ma.umum of 13,.500 MCF annually) of pcalung service. In add111on. !he 
d1v1s1ons have contracted with Eas1cm Shore for finn wid intcnupdblc storage capacity. On days when ga~ 
volumes availllblc to the div1s1ons from Eas1em Sh0tt arc gsca1er than the1.r requirement&. gas u 1n,JCc1cd 
into s1orage and rs then available for withdrawal 10 meet heavier winter loads. These storaae contracts al!>O 
permit the uulu) d1vmoru 10 purchase lower cost gas dunng the off-peak aummcr season. Effec11vc 
November I. 1993. lhe storage capacity unde.r contract with Eastern Short tc>lalcd 829.527 MCF. with a 
finn peak dally withdrawal entitlement of 14,606 MCF. On those days when requirements exceed these 
contract p1pchnc supplies. the divl'1ons have propanc·air inJCCllon fac11iucs for peak shaving. 

E.istcm S~ h~ rl<.• aulhonty to transport natural gas purchased from a thud pany f°' the Delaware 
and Maryland d1vis1ons currently; however. while Chesapeake 's d1visioru have no direcl access to lower 
priced "spo1 rnarket" gas, they benefit from Eutcm Shon" s ability to obtaln "spot marlcet" ga> and tl1c 
rcsulung reductions in Eastern Shore 's rate~ After 1:.a>tcm Shon: becomes an open acces& pipeline the 
Dcla,,..arc aod Maryland divisions will auume Ilic responsibility of purchasing therr natural giu 
n:qull'Crnents. Thc two divisions could contract wiltt a na1ural gas supply management company or handle 
l1l<' process mtemaJly. 

FloruJa. Th.c Florida divisaon receives 1ransporui11on s.c rv1cc from Florida Gas Tran.sm111S1on 
Company ( .. FGT .. ). 11 major interstate p1pchnc. CheJApcukc has conll1lcb w11h FGT for (a) daily fim1 
1ranspona11on capacity of 20.523 dckatherms an May through September 27, l OS dckalhemu in October. and 
26.919 dckalhcnns m November through Apnl under FGT'~ firm transponauon service CFTS· I ) rate 
~hcdule : (b) daily firm tnmsponallon capac11y of .5, 100 delcathenns 1n May chrough October. and II.I 00 
dckuthcnns in November through Apnl under FOT'~ ftm1 muupol'Ulllon service (FTS-2) rule ~chcdulc , 

1r1 PTefcrrcd intcnupllble uansponation service up to 2.J00.000 dckalhcnns annually under FGT's prcfcm:d 
trnn~ponuuon Krv1ce (PTS · I l rate 5Chedulc. and Id) dill) 1nterrup1ible transportation capacity or 20.000 
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certain new pipeline and compressor facilities requued to stabihu capacny on ns sys1cm and to p<ov1<k tilt· 
additional finn sales and stora1e service. 

Specifically. Eastern Shott requested authority lO (I ) consuuct and opcnue a 2.170 hon.cpo ... cr 
compressor station in Delaware Cuy. New Cutlc County. Dclawarc on a ponioo of lu u 1511n1 p1pc:l11w 
system known as the "'Hockeum Linc", such new station to be krnwn as the " Delaware Cny Cornprc»0r 
Su111on'". C2) construct and operate aliahtly less than one mllc or 16-UlCb pipchnc in Delaware C uy. Ne"' 
Ca111c County. Delaware IO tie the sucuon side of the propolCd Delaware City Compressor Stauon into the 
Hockcuin Line: and (3) incn:asc the maximum allowable opctatini lft"Ute ("MAOP") from 500 PSIG lo 
590 PSIG on 28.7 milu of Ease.cm Shore ' s pipeline from f.uvm Shore's cusuna Bridaevillc Compres.sor 
Stauon in Bridacville. Sussex County, Delawm lo its terminus in Salisbury. Wicomico County. Maryland 

The proposed compressor facility and asS0C1ated pipin.a arc needed 10 sabili:z.c capacll) on Easicm 
Shorc ·s system as a result o r s1cad1ly dcdirung inlet pressures at the Hockcssin mtcrconncc1 with 
Tr.uuconunental Gas Pipe Luie Corporation. Co'1struction of lhc proposed facilities is planned to be 
umlenakcn dPnna thc 1996 summer and fall sc;...oos and completed by a proposed in·scrvtce date 0 1 

November 1. 1996. 

The propolCd facilities will a lso enable Eastern Shore to provide additional finn 1trviccs to scverul of 
1u cuJ1omers who have uccuted agreements for lli.· additional finn Vf'Vic:e for tcnns of 10 and 20 years . 
Eastern Shore also requesied aulhoriuti.on 10 abandon 100 MCF per day of finn sales service 10 one of 1b 
d1rcc1 saJu customen, effcc1ivc September 30. 1996 

Eastern Shore estimaw the total cost of lhc additional pipeline and compressor fat'i hues proposed m 
ns applicanon to be S6.8 million. In thc second quarter of 1996. Eastern Shore plan$ 10 file for 11 nite 
increase with the FERC to recover thc cost to conslr\JCt and operate the Delaware City Compressor Stauon. 

O~n Acc'ss PUul FUU.1 

On December 29. 1995, Eastem Shore filed its abbreviated applicat ion for a blanket ccn1fica1e of pubh• 
convenience and nccessi1y authorizing the transpoiution of natural gas on behalf of olhcn In add111on w its 
1ruual rcstructunng filing (Open Access Resuuc1urin& Plan). 

Eutem Shore requests that :he authorizations sought herein become effective no earlier than lhc tn· 

i.erv1cc date of thc proposed compressor station and related faciUties. 

In accordance with Order No. 636, Ea.stem Shore propo~ 10 unbundle lhc sales and storage scrv1 e~ 
11 currently provides. Customers rcce1v1ng finn bundled sales and SIOflie services on Eas1CT11 Shott (the 
· ·convcrung CUJtomcrs") will receive eDIJIJcmenu to finn ll'lnSportauon scsv1ce on Eastern Sh0tt"s 
pipeline servtce in a quantity equivalent lO lbcir current bundled scsvice nghts. Eastern Shore will a:u.1gn to 
lhc Converung Customers thc finn tran.\porution capat·uy. mcludmg contract storage. 11 holds on 11s 

upslrCllm p1pcljncs so lhai thc Convening Customer\ can become d1Icct customers of such upstream 
p1pchnc$. Consistet11 with Order No. 636. Convemng Cuswmers who previously received bundled i<1lc~ 
~erv1cc havmg no-notice charactenstics (no pnor nou fica11on required IO receive service ) will have !he ng.ht 
to elec t no-nouce finn transportat ion service. 

W ith respcc1 to cost clwification, allocauon and rate dcs1an. Eastern Shoie propo!ies 10 1m!'llcmcnt 
' 1.nught fixed variable ("SFV") cost clau1ficauon and profonma posiage stamp rates. In order to accomplish 
J l"hangc from 11.1 current modified fixed vanablc ( " MPV") rate deslan. Easicm Shore will make a Secuon 4 
rate hhng which should also be coordiOllted with lhc In-service dace of its new open access transporu11on 
rate~ 

Currently. rcprc&entauvcs from Eastern Shore a~ funnally mceung "' 1th .:mtomcrs In d1~.:u'~ 

l om men~ lllld issues a.s~1ated with the filing. 

Iii lb! NaJurol Gos Dlsrriblllion 

Chesapeake d1stnbutcs natural gas lo approximately 13,500 resident ial. commert1al and mduunal 
~·ustomcrs an southern Delaware. lhc Sali.~bury and Cambndgc. Maryland areas on Maryland ' ~ £utcm 
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Rms and Reguuuum 

Gcnual. Eastern Shore 1 ~ subject •o rcgulauon by the FERC as an interstate p1peh~ and th•· 
Delaware 'PUbhc Service CommlS' .. on (" 'C0t.•nuss1on .. ) as a supplier of gas to 1ndustnal cuw>rncr' m th< 
state of Delaware. The FERC regulates the prevision of M:f''ICe , terms and condiuons of service. amJ lh< 
ra&es and fees Eastern Shore can charge its uan.r;:-<..a.: 'lll anr. sa.ie for resale customen. In add11tnn. tta· 

FERC regulates the rates Eastern Shore is charged for ;;.msponation and ltlnlm1ss1on hnc pur,·hJ".:' 
provided by Transco and Columbia. Eastern Shore's direct saJes raies to industrial cus tomers arc.- cum:nth 
not regulated. lbc rates for such sales are established by conlraCts negotiated between Eastern Shore Jnd 
each industrial customer. 

During 1996. after Eastern Shore becomes an open access pipeline. the FERC will have sole rq?ulJtor. 
authoriry over Eastern Shore while the Del.aware Publ ic Service Commu.sion will cease h:i' m~ JO\ 

regulatory authonty over Eastern Shore. 

lbc rates for Eastern Shore's ''sale for resale .. customers (i.e .• saln to 11s utiht) customers) are ~ubJC•·t 
to a purchased gas adjusuncot clause. EAS1em Shore's tinn mdustnal contraclS generally include trad .. ang 
provisions tlw pennit automatic adjustment for the full amoun.t of increases or decreases in Eastern Shun."' 
suppliers· finn rates. 

R'11e Pronuliltts 

FERC PGA. On May 19. 1994. the FERC iuued an Order dircctina Eastern Shore to rdunt! . "1th 
interest, what the FERC cbaracccrized as overcharges from November I. 1992 to the cwTCnt billing rn.mth 
1bc May 19. 1994 Order also directed Eastern Shore 10 file a rcpon showina bow the refund was calculated. 
and revi~d tariff' llllguage clarifyina the purchased gas adjustment provisions in its tariff . 

Eastern Shore tiled a request for re.hearing of the Order on June 20, 1994 based on what Eastern Shorl· 
believed was the FERC's enuncous iruuprciation of Eas&ern Shore's tariff. It was Eastern Shore ' > p.h11 1,111 
that the FERC's Order essentially required a re!J'Olll:tivc: change to the FERC approved PGA pr ... t>Jurc:' 
which Eastern Shore had consmcntly applied over the pnor six yCltS. 

On June 21. 1994. m complus.nce with the FERC's May 19. 1994 Order, EA..~tc:rn Shore filed 1 I J re\1-cll 
lllnff wets clarifying its PGA methodology and (2) two alcemauve refund cakulattons ba.\Cd 1>0 1h<­
FERC' s Order. 1bc two altcmatlves were filed due to what East.cm Shore bcheYcd 111 be an 1m:onJt1,1erh ~ 
or contrad iction with resixct to the FERC's language an 11~ O rder. 

On July 18. 1994. the FERC issued an .. Order Granung a Rehearing Solely for the Purpose of l-u11hcr 
Cons1dc:rauon" . This Order wa.\ issued only to afford the f'ERC addmonal ume for cons1derauon o t thr 
issues raised 10 Eastern Shore · i request for rchcmng. 

Cm August 17. 1995, the FERC issued an Order approving an Offer of Settlement submmed b> Ea.'ttcrt 

Shore. 1bc Order apprvved a chOl.lltzc an Eastern Shore's PGA mcthodolo&> rctroacuvc to June I. I CJtJ.:. 
which will result in a l'alC rcducuon of approximately S234.000 per year. 1llc esumated hab1hty that the 
Company had been accruing for the potential refund was significantly greater than the rate rcdue1111n 
ordered. Accordingly. Eastern Shore rt:versed • large ponion of the liability th111 it had been aC"cT\Janf.'. 11u, 
reversal contributed Sl.385.000 to prc-uu earnings or $833.000 to aJtc:r-taA earning~ during th..· thud qu.ir1<·1 
o f 1995. 

In .:onnccuon with the Fl:l<C Order. Eastc:rn Shore applied in December 1995. 10 the FEJK ror J 

blanker cert1hcatc authonzmg open acceu t:r.UUponatjon service on u' pipeline system. For furtt'.cr 
d 1scuss1on sec .. Open A cCC$) Plan Filing .. below 

Delawort City Compn11or Station Filin1 

O n Uecember 5. 1995. Eastern Shore tiled an applicerion before the FERC purs;;anr to Secuon~ 7(b) 
and (c) of the Natural Ga.s Act for a certificate of public convenience and nccess11y authon1mg E.asrcm 
Shore to ( I) provide add111onal finn contract demand salrs :i.nd •toragr service to sc:vcnil ol m eA 1\1m,.: 
.:usto rners . (2) abandon firm sale> '4:rv1ce to ~ 11r II.\ eA1s11ng .:ustomc:n and CJ ) consuuc1 and npc:rJtc 
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At:U4uacy of Gas Supply. Eas1cm Shore's firm obligations 10 its customers. including Chcsapeake"s 
Delaware and Maryland utility divisions. are 40.237 MCF for peak days and 9,190.678 MCF on an annual 
basis. Eastern Shore's maiumum daily finn transponauon CllJ*:ity on the Transco and Columbi.l systems is 

42.452 MCF per day. Currently, µsu:m Shore's firm daily peak supply is 33,926 MCF and 1u tot.al annual 
firm supply is 6,697,815 MCF. This is equivalent to 80% of EaslCm Shore's fimi daily demand and 73~ of 
1!.'> annual firm demand being satimed by firm supply sources. To meet the difference between firm supply 
and firm demand, East.cm Shore obtains gas supply on the "spot m.arlcet" from vlrious other suppliers 
which is transponcd by Transco or Columbia and sold to East.cm Shore's cu510lnen as required. The 
Company believes thal Eastern Shore's available firm. intcnuptlblc and "spot rrwtet" supply is ample w 
meet the antlclpakd needs of Eastern Shore's customers. 

Then: was no curtailment of firm ras supply to Eutcm Shon. in 1995. nor does EaMcm Shore 
anuc1pate any such curtailment dUrin& 1996. 

C OlflfHtido• 

C51il{htitio11 with A lternative FudJ. Hi1torically, lhe Company's natural gu oper.1tions have 
success u y compeied with Oiher forms of eoer1y such as electricity, oil and propane. The principal 
consideration ln the competition between the Company and suppliers or Olher sources of encfiy Is pncc 
and. 10 a lesser extent. accuslbility. All of the Company's divisions ha\le the capability of adjusung their 
interruptible ra.t.es to compete with a.l&emative fuel$. 

The Company lw several large volwne industrial cUSU>mers lbal Ns\le thc capacity w uac fuel oil aJ an 
alternative lo natural aas. When oil prices decline. some of Oleaapcake'a nawral aas distribu11on and 
transmluion intem1ptible cu1t0mers conven 10 oil 10 satisfy their fuel requiremenu. Lower levels in 

imenuptible ·sales occur when oil prica remain depressed ~lative to the price of natural ga~ . However. oil 
prices u well as !he prices of other fuels. arc subject to changr at any time for a variety or reasom. 
therefore. then: is always uncertainty in the continuing competition amon1 natural gas and other fuels. In 
order to address thls uncenainty, the Company uses ftexible pricing arrangements on boch the supply and 
sales 11de of us busmcss to maximiu sales volumes. 

To a lcsscr extent than price. availability of equipment and opera1ional efficiency arc also factorli m 
competition among fuels. primarily in residential and commercial settings. Heaung. watcr hca11ng and 01he1 
domcsuc or commercial equ.ipment 1s generally designed for a panicular energy source, and especially " 11h 
respect to heating equipment. lhc high cos1 of conversion is a disincentive for individuals and busincssc~ 1•• 
chan~e their enc.rgy source. 

Competition within the N<I1ura/ Gas Jndu.stry. FERC Order 636 enables all natural glb suppltcr' 1• • 
compete for customers on an equal footing. Under lhis " open ~--cess" environment. mtcrst.atc p1~lmc 
companies have unbundled the tradilional components of their scrviC'C-gas gathering. 1ranspona1ion anJ 
storage. If they choose to be a merchant of gas. the)' must form a separate marlceung open111on indcpendeni 
of the11 pipeline operauons. He.nee. gas marketers have developed as a viable option for many compamc> 
because they arc providmg expertise m gas pun:has.ing aloog with collective purchasing capabili1ics which. 
when combined, may reduce end-user cost 

Currently. Eas1em Shen 11 llOI an .. open access" pipeline and is pcnniued !o transpor1 ~lt.\ tor onl' 
1wo 01 . ts e.usti.ng customer... Thus. most of Eastern Shore's customers. including Chesapeake's Maryland 
and Delaware utility dJv1uotU, and. m tum. cus1omcrs of these dlv1s1ons, do 1101 have the capab1l11~ .,, 
directly contraeting for altcnuuive :.ource~ of giu supply and have Eastern Shore transpon the ga.\ 1n them 
In December 1995, Eastern Shore applied to the FERC for a blanlcc1 certificate aulhonz.ing open ac,e" 
iransporuiuon scrvi.ce on 11.s pipeline systan (sec open access plan tiling below). The 1mplC11lC'ntauon ,,, 
npcn ucccu transporutlon scrvll"c. expcc1ed to occur durmg the second half of 1996. will provllk all o l 

Eastern Shore's cu~tOmt' r• wuh •he: opportun11y 10 lnlnJpon gu over 11~ system at FF.RC rcgula1ed rJlt' ' 
For further d1scus.s1on. ~ec Management Ducus&1on and Analysa• 
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(C) !'llarrallvt Description or Business 

Tht' Company 1s engaged in four pnmary business ac11vi11es: natural ga_\ tranSm1u1on; natu ral j;OI.\ 

dLSmbuuon; propane distribution; and infonnauon lcclmology services. In add.1tJon to the four primal) group,, 
Chc1'llpcllke haJ; three subsidiaries engaged tn other service rclat.ed bus1ncSJ.. l . In 199S and 1993. the Comiwi> 
had sales to one cu'1omcr. Texaco Rehrung and marlcelln&. an 1ncbllulal mtclT\lpublc cu1tomcr of the n:uura l ~ll!> 
1IllllSm1u1on scimcnL. which cxoecdcd IO'l: of tOlll revenue. Tocal sales to this cus tomer were appm :umatcl) 
$10.6 million or I0.2'A> and S9.6 million or 11.l'l> of total revenue during 199S and 1993. Dunng 1994. no 
individual customer accounted for 10% or more of opcrallng revenues. 

( i ) (a) N0111ral Gas TrallSlllUlio1t 

Ea.stem Shore Natural Gas Company f' Easierft Shore"), the Company's wholly owned lnlllsmm1on 
•ubs1d1M). opcralCl an inlCl'IWC pipellllC that dclivcn gas 10 five utility and thancen indusmal (U\tonicr. an 
Dt. ta ware and the Eastern Shore of Maryland. Eastern Shore is the sole source of gb suppl) for 
Chesapeake's Maryland and Delaware d1visaons and for two unaffil iaied d11tt1'bution eom1u . During 199.S 
and previously. F...as.1em Shore was not an "open access" pipel.inc which would provide 1ranspona11on 
service to all customcri. However. l:.asiem Shore ha.s authority from the Federal Encrg) Regulatory 
Cornmw1on ("FERC" 1 to provide finn uansporuuon to two of Its cusiomen for au they own and deliver 
10 Eastern Shore for redelivery. 

Operating income bcf<ft income tucs attribuled to natural gas transm1ss1on was S6. I million. 
S3.0 million and SJ.I million for the ycan 1995, 1994 and 1993. re5pcctivcly. Opcraung income for 1995 
1ncrcaMd SJ . I million due lo a combinauoo of the sct1lcmco1 bclweeo Eas1em Shore and the FERC. a 
rcducuon 1n the rcquin:d levels of accru11ls in 199S u compared to 1994 and 11 29% i.ncrcase in dehvcnci. to 
andustnol antc:IT\lptible customers. Exclusive of matters relating to the sculcment and associa1ed a.ccrunb 
upcra11ng ancome increased $890.000 in 1995 11 compared to 1994 and SI I million in 1994 as compaml 
w l 993. These fluctuations have rcsulled pnmarily from vanauons in volumes and margins on Ea.!.tem 
'\horr"' an1erruptiblc sales 10 1nduscnal cus1omcn that havr the capabilily of sw1tchmg to 011 for their fuel 
re ;u1rcmcn1~ Rates ctw gc:d 10 these cus1omcn arc delCllnancd through ncgouauon and thus arc fk>.1bk 
When lower 011 prices prevail Easien. Shau normall) reduces lhc pnce 11 charge~ 10 us m1rrrup11bk 
rnstome~. thereby redu• mg the profit margm on such sale, . In addition. ccnaan cwtomcn iwllch frum 
na1ural g.i~ 10 011. rcducmg volumes sold. For further J1scuss1on. sec the Management D iSC\l ~ion and 
Anal )"I\ 

.'l/atural Gas S11pply 

Cenual Eastern Shore ha.s firm contraeU with three ma)Or antcTSUltc p1pehnci, Truruconuncnll.11 Pipe 
Lane Coq>orauon ("TranS<'o"). Columbia Gas Trarwmn1on Corporauon ("Columbia ") and Columbia Gulf 
TrJn,m1s\111n Corporauon ("Gulf"), all of which~ "opcn·acCe)s" p1pchnc~. 

I . .i~tcrn Shon: 's contraets with Transco mcludc (a) finn tnmsponauon capacity of 22.900 MCF per da} . 
"' Ill• h expire~ m 200.S; (bl firm transportauon ca.pac1ty of SOO MCF per day for !kcembcr lhrough Fcbrual"). 
which CApirc ~ 1n 2006. \C) three firm storuge mv1ccs providing 11 peak day en111lemen1 of 7,046 MCF 
.mu a 101al .-apac11y of 288.7:19 MCF. and (d i rv. o 1ntcrrup11blt storage serv1r cs with a total capacll) of 
J 1~ .bf, I MO· 

l:.astcm Shore's conttaeb with Columbia mdudc ( 11 finn tra.nsponallon capacity of 1.481 MCF per 
dd~ . v. h1ch expire~ m 2004 and (b) tinn saorJgt' \Cl'l• C providing a peal. di) cn111lcmen1 of IO~U.S MCJ­
p.:1 da) and a total capacny of 509.954 MCF 

1:11,t•·rn '\horc's contn1Ci w11h Gulf 1~ for hm1 ttansporta11on of I .S 10 MCI- per day. which also expires 
1n W04 

I· "'"'m Shore currcntl)' has conll'11Cts for •lie purchase of unn Ol'llural gas •upphr& with flVc rcpu111blc 
,uprahc" Th,M' hve conlraCU pmv1d.c a ITlllX1mum datl~ en11tlcment of I S,8.SS MCF 1111d the supplies arc 
tran,pcanctl ll\ both TranM o and Columbia under U\lrm Shore·~ llml 1ran1pona11on agreement~. 1llc gu 
p11rd1.i'r 1 unuact' have 'mou• expmlllon datu. 
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PART I 

I tem I. Buslnt:u 

(al ~al °"'dopmmt of Bustne. 

Cllcsapcakc Ulil iuc~ Cot"pOrauon ("Chesapcate·· or " the Company") lS a d1vemf\cd uuhty compllll~ 
engaged m natural gu d1slribu1Jon and transmission, propane diunbuuon and tnfonnauon 1echnolog) ~rvice~ 

Chesapeake 's three natural JU d11tributioo divisions ICNC appro 1matcly 33.500 n:s1dcn11al. commercial 
and mdus1n1I customers an southern Delaware, Maryland 's Easttm Sho~ and Central Aonda. The !llltur.il ga.. 
trunsn11ss1on subsidiary operates a 27 1-milc interstate pipeline system that transporu gas from vanous pclmts in 

Pennsylvania to the Company's Delaware and Maryland diilribuuon divisions. as well as to other utilities and 
1ndustnal customers in Delaware and the Eur.em Shaft of Maryland. The Company's propane segment M"rves 
approximately 22,600 cu1tomcrs in southern Delawm and the Eastern Shore of Maryland and Virgmla. Tiit· 

mfomlllllon technology services segment provides software services to a wide vanety of cuuomers and chcnb . 

l b) fo'lnandal Information About lndmtry Sepients 

For IM Y.an EMld o.c-t.r 31 • 

IMS .... 1'9J 

Opcraung Revenues, Unaffiliated Customers 
Natural gas distribution ....... .. ...... . .. . .. .. .. . .. . . s 54.120.280 s 49,523,743 S 44.286,N 3 
Natural gas transmLSsion . ... .... . . .. . .... .... . . . .. .. . 24.984.767 22.191 .896 20.094.343 
Propi\tle d1s1ribuuon . .... . •.•. .• . . •• • •• ••. ••• • •••.••• 17,607.956 20,684,1$0 16,908,289 
Information technology service~ and other . . . . . . . .•.. . 7.307,413 6.11: .sos 4,S83.757 

Total operating revenue~. unaffih :ucd customers ... . . SI04.020.416 s 98.572.297 s 85.872.632 

l ntcr~gmenl Revenues 
Natural gllli d1stnbuuon ... .. . . ... . .. .... .. ... . ...... . s 42,037 s 55,888 s 52-"77 
Natural gas transm1ss1on . . . . .. . . . .. . .. . . . . . ... . . . . . . 16.663.043 17.303.S29 17.q s.soo 
Propane d11u 1but1on .. .. . .. ... .. .... .... .. . 139,052 8S.S52 -IK.241< 
lnfonnauon tccl\nology services . . .. . . . .............. . . 1.722.135 2.277,361 2.311.498 

Total intcrscgment revenues .. . ... . . .. ........ • .. s 111.566.267 s 19.722.330 s 19.758.123 

Operating Income Befon: Income Ta.a.cs 
Naturnl ga.s d1stnbu11on . . . . . . . . . . . . . . . . ....... ... . s 4.728.348 s 4,696,659 s 4.1 14.(JgJ 
N.11 ural gas transn11ss1on . . . . . . . . . . . . . . ... . . .... . .. . 6.083.440 3,018.21 2 3.091.843 
Propane d1smbu11on . . . . . . . . . . . . . . . . . . . . . . . . • • . . . . 1.852.630 2.2111.o&il 1.588.383 
lntonnauun technology se rvice ~ . . . . . . . . . . . . . . . . • .. . . . 1.1 70.970 174,033 156.9 10 

Total . . . . . . . . . . . . . . . •. . • . . . 1.\ ,1135.:1118 10.176,592 K.9~ 1.K I IJ 

I C" Flt 1111111lt111n~ .... < 24tU 9Sl (41 9.883 ) (6S 1.439> 

I oral operaung income before income tuc~ s 13.586.793 s 9.756.709 s 8,300,380 

l<lcntilwblc Assets. Al December 31. 
Natural ea\ d1stnbu11on . . . . . . . . . • . . . . . . . . . 
Natural ea.s tr:ansm1ss100 . . . . . ... . .. •. . ... ... . .. 

s 75.630 .741 s 68..528.774 s 59.404. 795 
19.292.524 17.792.41 5 18.21 2.48') 

Prop.int' d1~1nbu 11on . . . . . . . . . . • . . . . . . . . . . . .. . .. . I ll,8SS.S07 16.949.43 1 I 8.2"'4.020 
lnlonn.111011 1cchno10,} services ...... . .. .. . . . . . . .. . .. . 3.380 ,108 3,196.064 3.896.201 
Other . . . . . . . . . . . . . . . . . . . . . . • . . . . . . ..... . .. . 1.635.100 1.1103.933 1.230.596 

Tocal 1dcn11flablc usc t~ . . . • . SI 18.793,980 s 108.270,617 sm.1.911 11 .101 
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