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January 2, 19%7

Ms. Blanca S. Bayo, Director
Division of Records & Raporting
Florida Public Service Commission
2540 Shumard Oak Blvd.
Tallahassee, FL 13123499-0B50

RE: cConsummation Report of Securitlies Issued by Chesapeake
Utilities Corporation, Docket Ho. 951285-GU

Dear Ms. Bayo:

Chesapeake Utilities Corporation ("Chasapeake™) respectfully
files -his Consummation Report (original and three copies} on the
issuance of pecurities for the fiscal year ending December 31,
1996 in compliance with Rule 25-8.009%, Florida Adrinistrative
Code. In satisfaction of the Consummation Report requirements,
Chesapeake sets forth the following information:

1. On December 27, 1995, the Plorida Public Sarvice
Commission ("FPSC*) issued Order No. PS5C-95-1589-FOF-GU which
authorized Chesapeake to issue up to 981,870 shares of common
stock for the purpose of administering Chesapesake's Retirement
Savings Plan, Performance Incentive Plan, Automnatic Dividend
Reinvestment and Stock Purchase Plan, Resatricted Stock Award
Agreements, and the conversion of Chesapeake's convartible
debentures., The Order also authorized Chesapeake t. issue up to
2,000,000 shares of common stock and $25 million in unsecured
long-term debt for the purpose of fipancing Chesapeake's
acquisition program. In addition, the oOrder authorizad
Chesapeake to issue up to $15 million in unsecured long-term debt
to be used for other general corporate purposgsg.: ' ' " [R-DATE
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2. Of the above mentioned securitiss, and for the twelve
month period ending December 31, 1996, Chesapeake has issued the
following:

(a} 233,055 shares of common stock were issued for the purpose
of administering Chesapeake's Automatic Dividend
Reinvestment and Stock Purchase Plan. The average issuance
price cof these shares was $16.51 per share. Expenses
agsociated with this lssuance were negligibla.

(b} 21,859 shares of common stock were issued for the purpose of
administering Chesapaake's Restricted Stock Award
Agreemaentg. The avarage issuance price of these shares was
$16.25 per share. Expenses associated with this isauance
wvere negligikle.

(c} 20,398 shares of common stock were issued for the purpose of
administering Chesapeake's Retlremant Savings Plan. The
average imsuance price of these shares was §16§.51 per share.
Expenses associated with thie iesuance were negligible.

{(d} 1,863 ghares of common stock were issued for the purpoae of
administ.ring Chesapeake's Parformance Incentive Plan. The
average issuance price of these shares was 516.81 per share.
Expenses associated with this issuanca were negligible.

3. Schedules showing capitalization, pretax interest
coverage and debt interest requirements as of December 31, 1995
are attached hereto as Exhibit A,

4. Copies of all Planse, Agreements, registration filings
with the Securities and Exchange Commiesion and Orders of the

Delaware Public Service Commission authorizing the issuance of













EXHIBIT A
Page 2 of 2

CHESAPEAKE UTILITIES CORPORATION

Notes to Capitalization, Income and
Praetax Intereat Coverage Schedules

A8 of December 31, 1995

The following adjustments have been made to capitalizatjion:

Common Stock - Number of shares (77,175) times par value
{(90.48667 per shara).

Additional Paid in Capital - Total cash value (53,453 shares @
$16.51 per Bhare, 21,85% shares @ $16.25% per share and 1,863
shares @ $16.81 per share) less associated Common Stock
amount.

Unearned Compensation -~ Four-fifths of the USI restricted
stock award of 21,859 shares jis contingent upon USI achisving
a future leval of earninge bafore interest and taxes (EBIT).

Short-Term Debt - Reduce by a total of $984,868 to reflect ths
paying down of short-term lines of credit with proceeds from
Dividend Reinvestment Plan, Retirement Savinge Plan,
Performance Incentive Plan and Reastricted Stock Awvard
Agreement.

The following adjustments have been made to tha Statement of Income
and Pretax Interest Coveraga Schedule:

1.

Operating Expenses - The total US1 restricted stock award
value of 5355,209 is expensed evenly over a five year period
{571,042 per year).

Income Taxes - Tax banefit associated with above increase in
Operating Expenses assuming tax rate of 40%.

Other Incoma - Additional EBIT required to earn the USBI stock
award is $3BB,76% per year. This squates to $233,261 after
applying a 40% tax rate.

Interest Charges - Reduca interest sxpensa for short-tera debt
by $59,092 (assuming a rate of 6.00%), Offaatting increase in
income taxes ils $23,637 assuming tax rate of 401,
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senvee Agreement for Preterred Service dated November 1, 1989, by and between Flornda
Gas Transmisston Company and Chesapeake Ptohties Corpuratsm, i ifeorperated heren bs
reference & Exhanit 100y w0 the Annwal Report on Form FO-K ber the year couded
December 31, 1990, of Chesapeake Llnluies Corporation. *

—Service Agreement for Fim Transportauon Service dated Novembwer |0 1989, by oand
between Flonda Gas Transmissiwon Company and Chesapeake Utiliies Comorataon. 1
weorporated hertin by reference to Exhibit 104¢) 10 the Annual Report on Form 16-K for
the vear ended December X1, 1% | of Chesapeake Unliies Comporanon. ®

—Form of Scrvice Agreement for Intermuptible Sales Services dated bay 11, B9 by and
beiween Florida Gas Tranvmizwon Contpany and Chesapeake Ulnlies Compuosation,
incorporated herein by reference w Ealbit 1040 to the Annual Report an Form 100 K e
the sear ended December 31, 1990, of Chesapeake Uulines Corporation. ®

—lnterruptiole Transportatien Service Agreenent dated Februamy 23, (99 by and berween
Flonda Gas Transmussion Company and Chesapeake Utiities Corperration. 15 incorporated
berein by reference 10 Exhubiy 10.(g) 10 the Annual Repon on Form 10 K for the ycar ended
December 31, 1990, of Chesapeake Utilitte« Corporaton.®

—merrupuble Transportation Service Agreement dated Navember 30, 1990, by and belwecn
Flonda Gas Transmission Company and Chesapeake Utibnes Corporation, 15 incarpaotaled
heren by reference to Sxhubu HL(h) 1o the Annual Report on Form 10-K for the year ended
December 31, 1990, of Chesapcake Diilities Corporation.®

- bvecurve BEmployment Aprecment dated March 26, 1992, by and between Chiesapeihe
Unlities Corporauon and Raiph ). Adkins » incorporated beren by reference (o Exhibi
10.(a) 10 the Quanerly Repont on Form 10-0) fur the guarer ended June . 14022
Chesapeake Unlinge - Corporation.®

—~ELaevobve Employment Apreemem dated March 26, 1992, by and between Chesapeake
Unhues Curporation and John R Schimkaitis, is incotporated heren by reference to Exhihit
§b) 1o the Quaneriy Repont on Form 10-Q for the yuaner cnded June 3 1907
Chesapeahe Unliies Corporation. *

—Chesapeake Lubties Corporation Cash Honus ncentive Plan dated January 1. 1992, as
imcorpuristed berein by reference to Exhubu 104000 10 the Anaual Report on Form 10-K for
the vear ended December 1L 1991, of Chesapeake Uohities Corporation. *

—Chesapeahe nbties Corporation Pedormance Incentine Plan dated January 1, 19910 1
incorporaled herem by reterence o the {ompany s Proay Statement dated April 20, b
in connection with the Company s Annual Meehing held on May 19 [9#92

—Form ot Tandem Stock Option and Pedonnance Share Agreement daled Movember 14,
1994, pursuanl o Chesapeake Llidties Compotation Performance Incentive Plan by and
between Chesapcake Uulities Corporation and Ralph 5. Adkins, John R Schimkastss, Phaiip
5 Harefoot and Jerry B West, filed 15 incorporated neresn by reference to eafubi 3 ib 1o
the Annual Repart on Form 10K for the year eaded December 31, 1994 for Chesapeake
Unhiies Corporation.®

—Compuistion of Primary and Folly Dilued Earmings Per Share, hled herewath
—Computatton of Rato of Larmung o Fiaed Charges, Aled berewith
sihsudianies ef the Regisirant. hied hrrewsth

—{Cansent of Independent Accountants. hied berew sih

* Filed under commission file #0-591.
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All other schedules are omitied because they arc not mequired, are snapplicable, w1 the intormation
otherwse shown an the financial statements or notes therete.

{by Repors on Form: §-K

On August 23, 1995, the Company filed a report on Farm H-K, reporiing under ltem 5 Lastern Shore s
weitiement with the FERC, described in Note K o the Consobdated Financial Statements,

n October 20, 1995, the Campany filod 4 repont on Form B-K. reporting under ltem $ that the Company
changed ransfer agent to Bank of Boston.

fo Exbubuy

Lxhabit 34ah —LCertficawe of Incorporation
Amended Ceruficate of Incorporation of Chesapeake Utilines Corporation. 1 incorporated
herein by reference to Exhibit 3.(b) to the Form 10 for the quarterly penod ended June M),
1995, of Chesapeake Utlitses Corpotation.

Exhibat 3.t} -—Bylaws
Amended Bylaws of Chesapeake Uhilities Corporation, are incorporated herein by reference
o Exhibit 3.(b} tn the Annual Repon on Form 10K for the year ended December 31, 1994
of Chesapeake Utitiues Corporation.

Gvhibat 4.a) —The Form of Indenture between the Company and Boatmen's Trust Company, Trustee, with
respect o the 814% Conseruble Debentures 15 ncorporsted herein by reference to
Exhibit 4.2 of the Company s Regisration Statement on Form 8-2, Reg. No 13-26382, filed
oi January (3, [989,

Eanibat 41t —MNote Agreement dated Februany 9, 1993, by and between the Company and Massachusells
Mutual Lafe Insurance Company and MML Fension Insurance Company. with respect 1o
$10.000,000 7 97% Unsecured Semior Notes duc February 1, 2008, 15 incorporated herein by
reference ta Exhibat 4.4b) to the Annual Heport o Form [0K for the vear ended [December
31, 1992, of Chesapeake U'tilities Corporation *

hitar 4y —The Directon Siock Compensatson Plan wdopted by Chesapeake Utilnies Corporation in
1995, i incorporaled heren by reterence v the Company 's Proxy Statement dated Apal 17,
1945, i conmection with (he Company s annual meenung held in May, {995

shital 4 e —The Note Purchase Agreement entered wnie by Lthe Compamy on October 2. [5495, pursugnt
to which the Company privately placed $10 mullion of 1ts 6.91% Semor Notes due 1n 26004,
15 ©. * hewng filed herewith, 1h accordance wath [iem 6HibrA)u) of Regulsuon 5-K. The
Campany hereby agrees to furnish a copy of that agreement ) the Commission upon reguest.

-

shatar Hits, —Senvce Agreermnent dated November 1. 1959, by and between Transconunental Gas Pipe
Line Corporanion and Lastem Shore Naturat Gas Company. i incorporated herein by
reterence 10 Eahibit 10 (ar 2 te Annual Reprort on Fanm 189-K for the year ended Decenther
AL, 1989, of Chesapeake Utilines Corpeoration *

shabir Hih -Service Agreement dated Novermbar | 1989, by and berween Columbis Gias Transmusuwien
Corporation and Eastern Shore Mawral Gas Company, s incorporated herein by reterene
kxtubit 10.4h) 10 the Annual Repor on Formy 10-K for the year ended December 31, 198y,
of Chesapeake Utihies Corporation *

At T - Service Agreemenm for General Senwe dated November 1. (989, by and between Flonda
Gias Transntsson Company and Chesapeake Unluies Corporation, 1 incorporated hereimn by
reterence to Exhibit 104y to the Annual Report on Form 10-K tor the vear emded
December 1], 1994, of Chesapeake Liulities Corporation.®
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Item 9. Changes In and Disagreements With Accountants on Accounting and Financial Diclosure

g

PART 11l

ltem i0. Dilrectors and Executive OMfcers of the Registrant

Information periaining to the Dhrectors of the Company 15 incorporated herein by reference 1o the Proxy
statement. under Informaion Regarding the Board of Directors and Nominees™'. dated and w be fled om oy
ket are April 8, 1996 10 ~onnecuon with the Company 's Annual Meeting 10 be held an May 21§99

The informatuen required by this itlem with respect 1o execuuve offwers is, purswant ta instruction 3 ot
parspraph thy of liem 40! of Regulanon 5-K. set forth i ltem 10 of Part | of this Form 10-K under ““Exsccutive
{ithoers of the Regustrant.™

Item 11. Executive Compensation
This information 1s mcorporated herein by reference to the Proay Starement. under “"Report on Execulive

Compensation””, daied and 10 be filed on ar before Apnl B, 1996 in cannection with the Company's Annual
“eeting 1o be held on May 21, (996,

Item 12, Security Ownership of Certain Beneficlal Owners and Management

This intormaoon (s incerporated herein by refentnee to the Proxy Statement. under "*Beneficial Ownersbip
ot the Company s Securinies””, dated and o be filed on or hefore Apnl 5, 1996 0 connection with the Company
wanual Mreenng to be held on Mas 21, 19496,

Item 11, Certain Relationships and Related Transaciicns

T informanion s encorporated herewn by reference to the Prosy dtatement. under 'Benetictal Ownershyp
o the Company s Securitier . daed and 10 be filed on or betore Apnil B, 1996 im connection with the Company s
“4nnual ¥eeting to be held on May 21, 1994

PART IV

ktem 14, Financial Slatements, Financial Swtement Schedules, and Exhibits and Reports on Form 8-K
vy The tollowing documents are filed a~ a pant of th repart’
' Financial Suatements

-Accountants’ Reporn dated Fehruany % 1996 of Coupers & [ybrand L.L.P.. Independenr
Asvuntanis

—Consohidated Staements of Invome for each of the three vears ended December 31, JuwS, 1494
and 1993

—Consolidated Balance Sheets at December 31, 1998 and December 31, 1994

— Consolidawed Statements o3 Cash Flows tor each of the chree sears emded December Vi, 19495

—Consolidared Swatements 1 Commen Stuwckholders” Equity tor cach o1 the three sears ended
December 31, 1993

—Cinsohidated Statements of Income Taxes for cach of the three years ended December 31, 1995

—Notes to Consolidated Funancial Sutements

2 The toliow)ng addimonai imtormation {or the years 1995, 1994 and 1993 s wubimitted hercwith

Sohedute N aluation and Quabifying Accounls

43









CONSOLIDATED STATEMENTS OF CASH FLOWS
For the Vear Emted Ducrmber 31,

Operating Activities
NED Ity
Adustmenis w rct.umllc net income to net op:mmg cuh

Cumulanive etfect of change in methad of sccounting for
L TS T 1 . o,
{wepreciation and amaortizaon ... ..

Allowance tor equaty funds used d.unng mmuuctmn R

Invesimen W credit adjustments
Determed mcome taxes, pet
Emplovee benefits
Emploves compensation resulting from lapsing of stock

resifichions .

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

Allowance torefund ... ... ... e

{aher. ner .

Changes in usseis and babiiiues:
Avoounts receivable, net
(Hher Curment assets
Oither dhelerred charges
Al nts pavahie ..
Ketunds pasvable to customers .. ... .. ....... ... ce
Overrece =red (U ndermecovered) purchased gas < osts
tither current hatalities . . N

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

Neiocash poooded by operaing activities

Investing Activities
Properts . plant and equipment expendirures
Allerwsanie bor equity funds used during construchon ... ...
Furchasc 31 iy estmenits

Mol cash wsed Byamvesling aolivites

Financing Activities

ComLon stow b dis idends net of amounts renvested of 506,941
S327 00 and SHM 2R 0 1995, 1994 and 1993, respectinely |

Sale ob treasury stk
Selorepasmentss bomoswengs uns . line ol credn .lgrl.'cml:m\
Prwceds tram isspance of long-term debe

Kepayments of long term debt

Favtienls under capital ledse obligations

S ashgseds pooswded by finanoing ac s ities

et Inereaw (Pveerease; in Cash and Cash Equisalents
{ ash und Cush Eguivalents at Beginning of Year .

tush and Cash Equivalents at End of Year ..

supplementa Disclosuce of Cash Flow nformation

tush pand far inleresa

{ axh pard B ineomic tan

S L asd MNARCINY Jnd MyeMIng L Leaties
basaronmentsl costs .

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

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

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

1998

1994

1991

§ 7,236,695 3 4459922

3 AT

(57,467
£.505.090 5.786.012 5,494,731
{65,198) 149,154
(54815 {54 81%) (54815
5317 (669,404) 778.896
174,803 492,082 1.117,017
431,694 374,121 367,085
{1.356,705) 1,238,705
(339,080) 424,832 1,952
(4,284 963} 1,303,517 (1,332.1M
1,380 214 (979,125} 1,066,581
1936, 4500 (271937, (590,325)
LidyaTy 382913 11.659,.24R)
394,123 29,9949 (117915
162399 1,723,432 1RO 1,006}
Ydb Kb 159910 {J04.856;
12,997,958 14,381,011 7860086
(11.691,192) (10,473.565) (10,023.702)
65198 49,154
RL% £ .
LILo64 N30 (10424410 (10.023,702)

(239137 12,736,348 12634479,
243 AN 200,704 o7
(3,200 000} {900,000 200,000
10,000,000 14,0000 000
{5.017.5% (1.285.862} (5035934
(102761

(754,469 (4,720646) 515843
STH,O%6 {764,040 ) YA 210
YR TR 1.162.797 510,570

0 9T74a07T 8 A9R751 % 1,162,797
C SR ST

§ 2057972 0§ 2652323 & 2,421,764
% RJEHR9S § AP0 % 1099422
$ ORI SHS § A9KTH2 & 673000

Se¢ accOMpanying notes
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Alwmance for Furds Used Dunnag Conatrucnon

The allowance for funds used during constructian (“"AFUDC™) is an accounti~g procedure whereby the
vost of borrowed funds and other funds used w0 finance consruclion projects 1s capualized ss par of utilty plant
on the balance sheet, crediting the cost as a non-cash item on the income stsement. The cost of barmywed and
equity funds 15 segmgated between imerest cxpense and other income, respectively. The Company used rates of
538% n 1995, 4.23% 10 1994 and 3.32% in 1993 for calculating AFUDC on borrowed funds. AFUDC for equnty
tunds was calculated using avernge rates of 1.95% and 2.92% for (993 and 1994, respectively.

Environmenral Regulatory Assets

Environmental regulatory assels represent amounts related to environmental ligbilities for which
cvpenchiures huve not been made, As enpendilures are incurred, these amounts are reconded (o environmenial
evpendiures or accumulsied depreciation as cost of removal, Subsequenty, the environmental liability can be
reduced along with the environmenisl regulsiony assel All amounts incurred are amortized into income n
accordance with the ratemaking treatment granted in each junsdicuon.

Orher Deferred Charges and Intangible Assens

Uther de.crred charges wclude discount, premium and issusnce coots associaled with long-term debi,
restricted atock camed for services perfarmed but not yet awarded and rale case expenses. The discount, premium
and ssuance costs are deferred and wmontized o er the original lives of their respective debf 15sues. Gains and
kmses on the reactuisinion of debt are amoruzed over the remaining lives of the original issuances. Rale case
expenscy ace deferred and amornized over periads approved by the applicable regulatory authontes. Inangible
avsets are aswoctated with the acquisition of pon-utility companes, and are being amortized on a straight-line
basis over a period of cight 13 40 years. The gross wntangible assets were $5,020.85) for bath December 31,
199% and 1994. Accumulaled amortization relaled 10 nangible assets was 33,587,090 and 33,079,612 a
December 31, 1995 and 1994, respectively.

te ome Tases and Investment Tax Credit Adjusrments

M Company Hles a consohiduted federal income ax relum. Income s expense allocated w the
Company ' subsidiaries s based wpon thear respective taxable ncomes and wix credits.

ficterred 12y assets and habihties are recorded tor the taa eifect of temporary differences between the
fiman b statements and tax bases of assets and habibimes, and are measured using current effeclive incomne 1ax
ralcs The ponon of the Company ‘s defermed tax habilives applicable 1o utiity operations which has not been
reflected s curtent seTvice rates FEpresenls IRCOMNe tanes recoverahle through funure rates,

Invesument Wa credis on wtihty properts have been deferred and are allocated to income ratably over the
lives of the subject propeny

Ettective fanuary 1, 1993, the Company adopied Swtemant of Financial Accounung Swndards (*"SFAS®')
Noo M Accounung for Encome Taxes ' The adoption of SFAS No. 109 changed the method of ascoounting
for jncome ases from the deferred method to the assct and Lability approach. The principal effect on the
Company v Ramgl slaements of sdopting SEAS Nee 109 o the recording of deferred regulalory assels and
hahihizes primanly for meomme taxes on temposan depreciation ditlerences, which were previously flowed
througb to ralepayers. Defermed regulatory assets were approsimately $612,000 and $885,000 sl December 31,
1995 und 1994, respectively. The deferred regulatory habilities primanly represent excess deferred income 18
credits resslung from the reducuon in the federal income tan fute and also deferred tan credis provided on
ivestment tday oredits which were previously flowed through o ratepayers. Delerred regelatony habilities were
spproxipuaiely $1.308,000 and $1,233,000 a1 December 3, 1995 and 1994, respectively.

Changes in accumulated delerred income taxes relaed 1o the Company’s non-regulated operations were
recorded i 1993 as & cumuiative effect of change in acounting principle on the income statement and a deferred
fan avsct on the balance sheet The resull was & onc-ime increase o ot Income of $57 467, The increase to net
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the assumed rate would increasc the accumulmed posmetirement bencfit obligation by approximately $81,000 as
of January |, 1996, and would incrcase the aggregate of de service cost and interest cost components of net
periodie postrenirement benefic cost for 1996 by approximately $7.000

Reticement Savings Plan

The Company sponsors a Reurement Savings Plan, a 401(k) plan, which provides participanis & mechanism
fer mabing contnbuuons for rewrement savings. Lach participant may make pre-tax contribulions based upon
chpbie compensatton The Company makes » contnbution equal tr 80% or [Xr% of esch participant’s pre-Lax
vontnibutsas not o exceed 6% of the panicipant’s ehigible compensauon for the plan year, The Company's
vantrbutwns .otaled $301,794, $240,103 and $227.577 (or the yean ended December 31, 1995, 1994 and (99,

respectively.

Cther Post Emplovment Benefits

During 1994, the Company adopied SFAS No. 112, "Employen’ Accounting for Postemployment
Benefits.” as required. SFAS No. 117 establishes standards of financial accounung and reportng for the
esumated cost of beaefils provided by an employer to former or nactive employees after employment but before
retirement The adoption of SFAS No. §(2 did not have a matenal 2ffect on the Company 's resulis of operstions.

J. Eavironmental Commitmenta and Contingencies

The Company currently 4 partucipating in the investigation, assessment of remediation of four fommer gas
manutacturing plant sites located o different unsdictions, including the exploraucn of coMectve acLon oPtions
L. remove envirenmenta) contamunants. The Company has accrued labilines for two of these sites, the Dover
Cras Light and Salisbury Town Gas Light sites.

The Dover sic has been bsted by the Envwonmental Protection Agency Regwon 1] ("EPA™) on the
Sunerfund Nationa! Prnonties List under the Comprehensive Environmenial Response, Compensation and
Lty At 1 "CERCLA™). On August 19, 1994, the CPA issued the Record of Decision {""ROD) for the
wie, which selecled 2 remedeal plan and estimated the costs of the selected remedy &8 $2.7 mallion for
groundwater remediauon and $3.3 mulhon for soul remediation. On May 17, 1995, CPA sseed an arder (o the
Company under Section 106 of CERCLA {the ""Order™’), which requires the Company to fund of implement the
ROEY The Order was alse issued 1o General Pubhe Uulines Corporauon, b (*GPU ™), which both EPA and
the Cormpuny believe 1 hiable under CERCLA. Other poweniial responsible parties {"PRPs’') such aa the Swae
of Delaware were not ordered to pedlorm the ROD EPA may seek judicial enforcement of its Order, as wel) as
sipnihcam findncial penaltes for faure 1o compiy. Although notifving EPA of objections to the Order, the
Compuany sgreed 1 comply GPU has nformed EPA that it does not intend to comply with the Order. The
Compansy has commenced e design phase ol the RO

1 March 6, 1993, the Company commenced lifigation against the Statc of Delaware for contribution 1o the
remeatal osts being incurmed o camy out the ROD  In December of 1995, thes cose was dismussed without
prerdice based on o sellement agreement between e paries (the Scttlement™' ). Under the Senlement, the
Slab agrecd w o suppon the Company s proposal i reduce the soil renwdy for the site, descnbed below, 1o
comtribute $60OLXI0 1ward the cost of implementing the ROIY and 1o reimburse the EPA for $400,000 in
anversighl Gonts The Sextlernent s conuingent upon a formal sertiement agreement between EPA and the Suate of
Delaware bemng reached within the next two years Upon satisfactin of all condiiony of the Seilement, the
hugaton widl be dismessed wath prejudice

Om July ' 1995, the Company suhoutied 10 EPA o study propusing o reduce the level and codl of soi
remediahion trism that wdentified in the RDD. Although this proposal was supported by the Srale of Delaware, as
reyuized by the Sertlement. 1t was rejecied by the EPA on Januany 30, (996
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CONSOLIDATED STATEMENTS OF INCOME
For Lhe Years Faded December 31,

Operating Revenues . ........ . ... ... irivaana
Operating Expenses
Purchased gas coses .. .. ... .. e
Operatiohs ... ... ... ... .
MIIREERARCE - .. . e e
Depreciation and amortzation ... ... Lieien e raaas
Othey laxes ............. e i,
ICOmE BAKES . ... . e e ey

Totlal operaling eXpenses ... .. ....oivieie viiianas.
Operating Incomee . . .. ..., ... ... ...,
Other Income and (Deductions)

InterestIncome ... ... ... e e
Other income and (deductions), mel . ..., ... ... ... ...

InCOmE LRRES ... i it
Allowance for equity funds uied during construction ... ...

Total other income and (deductions) ................
Income Before Interest Charges . .. . ... ... ... . ......

Interest Charges
Intcreston fong-term debt ... ... L0 L.
Amorization of debt expense ... .. Ll
Allowance Jor bamowed funds wied dunng construction . ...

linal wnterest charges....... .........

Income Befare Cumulative Effect of Change In M:rouming
Principle ... ... ... ... e e

Cumulstive Effect of Change in Accounting Principle
et Income
ksrnings Per Share of Common Stock:

FPriman

Income before comutative effect of change v accounting

pninciple © Lo ..
Cumulative effect of change 1n accounung pnnciple .. ... ...

Earmngs pe: share ........

Average Shares Ouistanding .........

Fully dilated

Iticame before cumulative effect of change 1 WecsRTIRE

ponciple . ... L
Cunulauve effect of change in sccounuing principle . ..

Larnings per share .
Ancrage Shares Oatstandsng .. ... . ... ... ..
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infiation

Inflanon impacts the prices e Company must pay for labor and other goods and services required fo
opcralion, mantetance and capilal improvements. 1o recent years, however, the impact of inflaton has Jessencd
Purchased gas costs, which have heen relabvely stable, are passed on 1 customers Uwrough the purchased gas
wljustment clzuse 1n the Company's 1anfls. To help cope with the effects of inflauon on its capital invesments
and returns, the Company seeks rate relief from s regulatory commussions for its regulated wepments and
constantly moenitors the returns of ity uaregulated buniness wegments,

{ gulioraiy Slalement

Statements mude herewn and eisewhere in this annual repon whuch are not hustonical fact, wre forw ard
lsanyg staternents. In connection with the “*Safe Harhor ' provisions of the Privale Secunties Litigation Retoem
\ctul 1993, twe Company 15 providing the following cautionary stsement 1o identfy important faciors that could
cdus ity actual results to differ matenally from those anticipated 1n forward looking stalements made hencin o1
otherwise by or on behalf of the Company.

A number of facwors and uncertunties make o difficult 1o predict the effect on future operating fesulis,
relatse o histoncal results, of Eastern Shore becoming an open access pipeline. First, while open access i hikely
t> dimimash tndustrial interruptible sales marging, such sales have vaned widely from year o year and, in future
years, might make a less significant contnbution Lo eafings even in the absence of open access. Second, the
level of regutated transporauon rutes that will be in effect under open acoess has pot yet been delermuned. Third,
kastern Shaore has significant capital improvements scheduled in 1996 which will increase required revenue 11 a
tully rrguiated environment. Faurth, there are 8 rumber ul uncenainlies, including the vulcome of open wces
proncedings and the effects of competstivn, which will eflect whether the Company wall be able 1o provide
coonomical gas marketing services.

In adikition. a number of facuors and uncerLainties affecung other aspects of the Company s husiness could
have o matenal impact on earmings. These include seasonaliy and temperature sensitn iy of our natural gas and
propans businesse ., the relative price of aliemative enetgy souries and the efleces of competition both an our
unregulated businesses and on natural gas sales once the Conipany operales i an open access environment




solbware product that it desigmed for the telecommunications industy. In respanse to demand, revcnues
increased. therefore. assocued payroil and emiployee benehit costs rose accordingdy.

The wncrease tn 1994 EBIT of $17.0000 or 3 1%, was the net resudt «f ncreased resenees and uwreased
qerating expenses. As in 1995, USI eapenienced hugher consulting and programmung revenues i 1994, In
response to higher revenues of $742,000, USIs pavroll and emploves benefit cosis also increased. Although CDS
recoprized Increased revenues of $997.000 1 1994, s increase in operating expenses surpassed the higher
revenues The increase in CDS operating expenses of $1,127,000 resulied tron the increased resepues and the
completon of a mapor sitware developmment program,

17cluded 1o the results for the years ended Decemnber 31, 1995, 1994 and 1993 were inemegment revenucs
ol $1.722,000, $2277.000 and 32,311,000, respectively, wihiwh were chmnaled in comolidations The
migrcompany LBIT (Loss Before Inderest and Taxes) connecied with the development of UhCIS'™ unaled
$165.000, 3468000 and $703,000 for the years 1995, (994 and 1993, respectiveiy Fenally, in 1993, the
Company disposed of s investment 10 C& A due to dechining revenues and busmess prospects CAA's resulis
reduced the segment's EBIT by $124,000 and $84,000 for 1994 and 1993, respecuvely.

ther

Nof-operaling Icome was approximatcty $357,000 in 1995, compared 1o §16,000 1n 1994 The 1998
incrcase was primarly due to a one-ume wmunaiion fee pad o CDS by i largest facilities management
CHsOmET an cennecuon with a change in contml of that customer, somewhat offset by couts to downmze CDS 10
no longer provide facilities management service 1in connection with 1ts Page-it software,

Ine 1994 decrease ay compared (o 1993 was duc pnmanly 10 imeres? from upstream supphliern redunds
wo o svedan 1993 and th 1994 disposition of the Company s investment in C&A

Frveranmental Marers
The Company continues 10 work with (cderal and sidic environmenul agencies (o assess the envirunmental
it g explore corechive aclim a1 several former gas mdnufactuning plant sties isee Note ) w0 g
¢ ansodidaied Funancl Statements). The Company behicves that ans future costs associaled with these sites will
be revoverable inorates

g fFr0n

Historcally, the Company ‘s naterat gas operasions have successtully competed wath other forms of energy
suctt g electrie. onl and propane. The pnnctpal copsideranons have been pnice and, 10 a lesser exient
dueeaibihits Since Eastern Shore has only recently elected w be an open access papeling and this elert - wilk
il be implemented until Jate 1996 the Company was not subyect 1o the competitive pressueres o the Delmara
pemnsuta of FERC Order No. 636 duning 1995 Siariing 10 Jate 1996, (0 connection wilh 16y opon access slatus,
I.astern Shore wall snft trom providing merchant services to providing stofage and ranspofalion senices

The Company 's distnbution compantes jocaled it Thelaware and Marylamd will then face the possiduliny ol
the unbundiing of thewr services W certain sadustrial cusomiers, thus i reasaing competitaon The Company has
alcady adudressed these ssues in 19949 and 1993 10 s Flonda distnbution opemstion. whea the Company was
reyguired o anbundie 1ts services (a large mdustnial customens The Company establiahed o natvral gas brokering
and suppls operation o compete for the services af these cusiomen.

Huth the propane distrbution amd the informaanen lechiology Gusnesses Face gl ata competilion from
4 number o larger competiiors with substantially greaer reswources avarlable to them than the Company In
additpon, in the informaton lechmedogy busingss, changes ae oconming rapidly which could adversely impact
the markens fur the Company s sen ces




enient by widels vanang levels of unregutated sales. will lend 10 resemble more of a tully regulared retum. The
¢ imnpans believes that the impact on eamings can be panially oftwet by anucipated smprosements to the pipchine
sustern and, e oa lesser extent, addijonal eamings trom providing gas supply managemen! sorvices,

Fropane Dastribution

The propane segment contnbuted EBIT of $1.9 million for 1995, compared 10 EBIT of $2.3 milllon and
%1 6 nulhon 1or 1994 and [993, respacuvely. The 19% decrease 1n 1995 EBIT, or $435.000, was the combined
MUt of @ dedrease 10 gross margin coupled with an increast i operatng expenses. The increase in 1994 EBIT
uf SEWQLAY of HE, resulled from an mereastd gross margin, parually offset by higher operating expenses,

Ihe devrease 10 grins margin for 1995 was prmanly duc to a 4% decline i sales volume, perially otfst
By higher averige margin per gaflon Chvernll, temperatores in 1995 were 4% colder than temperatuses i 1944
ser wvalumes were loswer due to the tming and severity of weather conditions expencnced in 1994, In addivon.,
the aversge margin per gallom rose 1% as the a.orage selling pnce per gallon more than compensawed for higher
Eax conty passed un by supplicrs. In 1993, the segment did not secure a contract with one wholesale custrner
Juwder which it had supphed large quantties of propane, conmiboting $64,000 to gross margin, 1n 1994

Ir 19%4, pross margen rose a3 a result of 8 7% increase 10 volumes and a 3% increase in the average margin
jwt patlon The wmung and seventy of the 1994 winter weather contnibuted to the volume growth, despite wamer
~eralt lemperatures fur the year, The increase in the avernge margin per gallon wias the net effect of a tower
averape aont per gallon, pantally offset by a lowcr average selling price per gallon.

OpeTaung eapenses i reased 2% tor both 1995 and 1994, respecuvely. Compnizing this increase for 1995
were bieher payroll cinds, employee beneftt costs and outside services. Generating the increase 1n expenses tor
“ridace higher coals in e following arcas servace and delivery salanes, vehicte Toel and maintenance cosds
sirecty related G0 Lthe hogher satanes and the severe 1994 wineer, consulting casts and insurance claims. Panially
thwctting these higher costs in 1993 werg luwer employce benehi conls

Jrt rmiahon fechrelogy

The ntormaton technology segment contibuted EBIT of 51175000 for 199%, compared to EBIT o
SUTLOOR g STRT000 for 194 and 1993, respectively. The substantial increase (n (995 EBIT was due to hagher
careines L both United Systems, Ine " UST "y and Capiial Dewa Systiems, Inc. °CDS "y The $17,000 inceease
m |93 EBIT was attnbutable o higher EBIT for US1, parially oftset by decreases in EBIT for CD5 and Curmin
A A avewgates, Ine CEAT)

Comnbunng o the incecase o 1995 ERIT were tugher resenues and Jower operaiing capenses 1'S!
rewcnnes o ressed by 35 5 smllhion reselung trom higher consulting and programing eevenacs, as well as the
ace ab DSy new refermul and piaceinent serawe 1o PROGRESS techngsans, CI3S's revenues increased n
FrOS e Lo non-reculming fevende camed by provading services Lo iy largest fualiies management customer
turing a period of system conversion by this cusiomes 10 coaneclion with the termenatirn of 11y conttact, Liwer
ceraling capenses were the net resull of reduced vperating wosls of $1,257.000 kg CDS, punielly offse: by
pber opaetatng costs of SEOYTOMN for UIS1T Reduoions e paveolt, eiployee benefits, outside progrunsming
el hantemanoe costs compnsed the magonty of the overal]l dechine o CDS operaung expenses. The reducions
resulied from downsizing effons oo wransform CDS trom g prodoct development and tacilities managenent
Sompam . primandy billing onoa hoed-poce basis, to 5 ConaC! programming service compans. htiling on a ome
afnd materisls basis, which s sianlar o USD Starung in 1996, the Company waill be reposriing utuie fesulty of
A and USTaon g consolidaled basis atnce CLUS v pow directed By L ST managenien

Mew downsany measeres comenced @t the same ome CDS cantrace with s largest facihities
ANAPEMARE Cisborier was lemminged, sn comnection wilth o change i vonwol ol thal customner In gununcion
with this wermmgtion, CDS will nes Junger provide tuctktlies management services s Page.nn ™, the bilbing
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of gas are pnmanty due 1o the first full year of natural gas brokenng operations, coupled with increased detiweriee
in the narthemn service lermtory 1o residential and commercial cusiomers, resulting pnmandy from the imesy and
magmiude of colder weather in the hirst quarter of 1994,

Operaung expenses for 1995 increased by $1.2 omlhion due o higher payroll. customer bithing sssem
conversion and operaling costs, consulung fees, legal fees and regulatory cxpenss. Manicnance expenses
decreased shghtly 1o 1945 after higher mainwenance of meter and reguiating stations 1n 1994, Depreciation an
amortization expense and other ies increased due 1o plant addinons placed in tervice th 1995 and 14
Operating expenses shightly decreased in 1994 due to a reduction n cmployee henefits, legal fees and regulaton
cxpenses, samewhat offyet by hagher payroll and customer accounting capenses

Naturu] Gas Transmission

The natural gas ansmission operations contribuled EBIT of $6.1 mutiion for 1995, compared 10 $3 0
milhion in 1994 and $3.1 million 1n 1993, Included in the $3.1 milhan increase in EBIT for 1995 was the effedt
of the senlemeni between Eastern Shore and the FERC reganding Eastem Shore's PGA compulauon (see Note K
wi Ui Consohdated Financial Statemenus). The settlement, which 14 a non-recurring evenl. contnbuted $1.1
milhon to EBIT for 1995 due w the revensal of excess liability for a poicnusl refund previously recorded, amd
tesulted 1n a reduction in the required level of accruals from $1.2 milhion m 1994 10 $289,000 40 1995, Exclusive
of matiers relatg to the seftlement and associated accruals, EBIT increased S890,000 in 1995, as compared o
51.1 muUlion in 1994, Conwibuting to Lhe increases in 1995 and 1994 EBIT were increased gross margins
prnmarily anmnbutble 10 increased delivenes of industrial aales volumes, offset stightly by higher operanng
CA[HNACS

Opcrauing revenues increased to $41.7 mallion, from $39.5 million in 1994 and $37.4 nulhon tn 1993, while
the vost ol gas decrcased 0 1995 1o 3215 mathon, from $32.7 mallion e 1994 after increasing 1o $30.7 milhon
in 1993 The increases 10 opetating revenucs an 1995 and 1994 of $32.2 mulbon and $2.1 milhon, respectivels.
were primari)y due o 29% and 33T incredses in industrial sabes volumes for the respeetive years. Revenues b
1994 were also hagher due 10 an increase h contrac! demand levels effective Movember 1, 1993, The cost of gas
Jdecreased i [995 due o the reversal af cxcess habiiy presipusly recorded and a reduecuon in the lesel of
accruals recorded 10 1995 us compared (o 1993 For 1994, the vost af gas increased due 16 the recording of the
Lugbaitty tur the polential PGA refund.

The majonty of the increase in industrial sales volumes was Jue o 4 mumcipai power plant, and methano)
plant winch chose 1o purchase natyral gas from the Company on an iniermupuble basis instead of ahemative
lucks The higher sales 10 those two customers contributed approximately $2.4 mitlion to gross margin in 1995,
an therease of §) million i gross margsn over 1994, In 1994, these same customers contnbuted epproximately
Y13 millon to gross margin, an inerease of $421,000 over the amount contnbuted (0 gross margin i 1993
Ihwse two customers are industnal miermuptible customers and have no ongoing commutment. conlractual ur
ntherwise, Lo purchase natural gas from the Company (scc Note A to the Consolidated Financial S1atements,

Operaiing cxpeascs ncreased by 331400000 1995 afwcr incrcasing only 524,000 in 1994, The majonty o
the increases were in payraell, ielemetenng and legal fees. Mainiepance expenses decreased in 1995 by $47.00x)
after increasing o 1994 by 5125000 due to the panting of 0 pipcline brudze struciure and a higher leve! ot
natura! gas mamn mamtenance in 994,

In conmection with the FERC Order. Easiern Shoue applied 1n December of (995 (o the FERC for a bianket
certilcate JUhONZINE opEn 80Cess ransportaton wervice on ity pipehine system The implementaliom o! open
Acess ramsporlation service, expected o oconr durning the recond half of 1996, wall prinade atb of Eastern
Shose's cuslomers with the opportunily fo trans gt gas vver its system al FERC regulated rates Open acuess 1s
thus hicely 1o resubl an & shuft of Eastern Shrere s business (oo margens carned on saies ol pas 1o Jarge industiial
CUMDIEETS Lo a possibly lower inargin eamed on ranyportatian setsiees. After the implemeniation of apen soess,
e enpected the Fastern Shore s carmings, which this vear amt n the past have been driven 1o 4 substantial
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MDL, the remedial sction workplan was rovised with final approval from MDE obtained in early 1995 The
reniedistion provess for ground-waler was revised from pomp-snd-treat o Air Spargmg and Suul-\oapor
Ealracnon, resulung 1 a substanial reducnon i overall cosis. The Company hopes (o have the remeJiatisn
Laalities for pround water designed and co~siructed by mad-vear 9696

The vast of emediation 1 estimated to be approvimately 3380,000 an capital costs with vearly aperanng
eapenaes fanging from $136,000 1o 35195000 per year. Based on these estmated costs, the Compans revarded
hoth o hahalaty and a deferred regulaton asset of $1.113,572 on December 31, 1995, s cover the Company s
proryed remediaton costs for this site The lsabshity payout for s site 1» eapected to be over 3 hve-year period
Ay ot 19494, the Company has incurred approamately $1.8 milhion fur remedial actions and ens sronmenta!
stulic and has charged such costs b accumulated deprecistion. In Januarsy |94, the Company cntered inte
settfernen [ agreements with a number of insurance companies resulung m proceeds to fund actual environmenial
conds smeumed aver @ tuee 1o five-year perod beginning oo 1990, The final insurance proceeds were requested
and recerved it 1992, [n December 1995, the Maryland Public Service Commussion approved recovery o all
emronmental cost tncurmed through Se—ember 30, 1995 less amounts previously amomized and insurance
prixeeds. The amount approved for a [0-,eur smortizanon was $964,251. Of the $1.8 million 1n costs reponed
above. approximaicly 535,000 has not be'n recovered through insurance proceeds of received ratermnaking
wrearment [t 3 management’s opinwon that these costs incurred and future cosis incurred, of any, will be
recowerabie in rales.

ic) Winter Haven Coal Gas Slie

The Company 1» cumently conductung investigations of a site i Winter Haven, Flonda, where ihe
Cowpany ™ predecessors manufactured coal gas earlier tus century. A Contamination Assessmem Repaon
¢ UAR™ was submatted to the Flonda Depanment of Environmental Protection ('FDEP' )y m July, 1990 The
CAR contamed the results of addstional investigations of cordinons af the sitc. These :nvestigat:ans contrrmesd
Vapted sonl and ground-water impacts to the site. In March 1991, FDEP directed the Company 1o condud
abdmonsd nvestigal ms on-site to fully delineate the verical and homizonial extent of soil and pround waer
TR £5

Addiional conaminauon assessment achiv tigs were comducted ot the site an late 1942 snd early 1993 In
Muarch 1993, a2 Contaminauon Assessment Report Addendum ("CAR Addendum®’t way delivered o FDEP The
UAR Addendum concluded that soil and ground-water tmpacis have been adequately dehineated as o resudl ot
the awddisonal field work The FDEP approved the CAR and CAR Addendum in March of 1994 The neat step s
o Hish Assessment KA and o Foasibibty Study FS'*) on the sue. A dratt of the RA and FS were filed
with the FDEP dunng 1995: however, unul the RA and FS are nen complete uni! scvepled as enal hy the FIEP
It s nnt possible to determene whether remedeal action will be required by FDEP and, 1f <o, the vost of soch
remediation

The Company hay sperl apprinamiaicty 3029000, as of December 31, 19935, om these investigations, wm!
cipevta (o treaver these expenses, as well as any futzre expenses, through hawe rates These conis have beer
aounted tor as charges to accumulated deprectalion The Company regucsted and seceved from the Flor Js
Public Service Commussion {"FPSC') approval to amortize through base rates $359.659 o lcsn-up an
removal costs incurred as of December 31, 1986, As of December 31, 1992, thewe coss were fully amortized In
Janwary 1997 the Contpany received approval fo recover through base rates approximates $217,000 0
addiional costs related to the former manutaciured pas plant. Thas amount represents recenery ol $173,0060 ot
~osts incurred from Januany 1987 twough Daocember (992, as well oy pnspectine recovery «f extimated fuiun
«ots which had nat yet been incurred at thar nme The FPSC has allowed for amorization of Crese costs ovef o
threc vear periond and provided for rale base treatment for the unamomized balance 1n a separaie docket heture
the PR, the Company has requested and received approval o apply 2 refund of E991 overcamengs ot
spprosimately i 18000 against the baiance ! unamortazed eavironmentad <harges incurres os of December o
14992 As a resull. these environmental charges were tuily amorized as of June P9%4 OF the $629.000 0 Coms
reported abuve. ab cosis have recewed ratemaking ireatment. The FPSC has sllowed the Company to conlinue
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ol s Order, as well as significant hnancad penalties for fanlure to camply  Although netitying EPA of objeatnme
tor the Order, the Company agreed 1 comply. GPU has informed El'a that 1t dees nod intend to comply sith ihe
Undes. The Company has commenced the design phase of the ROD

On March 6, 1995, the Company commeanced litigztion against the State of Delaware for coatnbution to the
remedial costs being incurred 1o carry out the ROD. In December of 1995, this case was Jdispussed withow:
prejudice based on e settlement agreement between the partics {the ““Settlement’’). Under the Seitlement. the
Stale agreed to suppon the Company's proposal to reduce the sos! remedy for the site, descnibed below, .
cuntnbute $600,000 wward the cost of implementing the ROD, and - reimburse the EPA for $400,000 11
rwersight costs. The Settlernent s contingent upon a formal setdement agreement between EPA and the Siate ol
Dielaware being reached withtn the next two years. Upon satsfacuon of all conditions of the Settlement. the
hngavon will be dismissed with pregudice.

On July ?, 1995, the Company submitied 1o EPA 2 study proposing to reduce the level and cost of sodl
remedianon from that identified in the ROD. Although this proposal was supported by the Swe of Delaware, as
required by the Seitlement, it was rejecied by the EPA on January 30, 1996,

The Company is currenily engaged in investigatiions related to additional parties who may be PRPs. Based
upen these mvestigations, the Company wtl) conaider suil against other PRPs. The Company expects continued
negaations with PRPS in an attempt 1o resolve these matters.

{n the third quarter of 1994, the Company tncreased its accrued Lability recorded with respect io the Dover
Site ' $6.0 mulion. Thus amount reflects the EPA’s estimate, a5 stated in the ROD for remediauon af the site
according 1o the ROD. The recorded liabilsty may be adjusted upward or downward as the design phase
progresses and the Company obtans construction bids for performance of the work. The Compansy has alw
recorded a regulatory asset of $6.0 nullion, commesponding to the recorded hability. Management believes that in
addition to the $600,000 expected 10 be conthibuted by the Siate of Delaware under the Settlement, the {'ompans
wili be equiably entitled to contribution from other responsible partics for a ponon al the cypenses 1o be
. urred 10 connecuon with the remedies seiected n the ROD Management alw: heheves that the amounts hot
socverinbuted will be recoverable an the Company ‘s rates.

as of December 3, 1995, the Company han incurred spproximately $3.7 medhion in costs relanng o
ens wonmental wsting and remedial actuion studees. In 1990, the Company entered 1nie seitlement agreements watk.
« bt of insurance companies resulung in proceeds e fund wotual environmental costs incurred over a five to
seren-vear penod begimning m 1990, In December 1995, the Delaware Publie Service Commission, authonzed
reconvery of all unrecnvered enviroamental cost incurred through Seplember 30, 1995 This amount Lataled
o S 11 The recovery was authonzed by a means of a nder (supplement} tn base rates, applicable to all firm
serviee customers The costs would be recovered through & Ave sear smonization offsee by the deferred taa
reneht asw vizled wath those environmental cosis. The deferred tax benetit equals the prajected cashfiow savings
reabtzed by the Company m connechion with a reduced income 1ax liabihty due to the possibilay of accelerated
deducton wllowed on certam ensironmental wosts when incurred  Fach year 8 new nder rate will be caleulated e
beoornie eHecoine December 1| The nder rate will be based on the amortization of wotual expendiures through
september of the hiling years pluy amortization of expenses from previous yeans The adsantage of the uler s
that it 15 pedl necessary o Hle a fate cAse every yvdr Lo frecover expenses ineureed As of December 30, 1993, the
wnaemonzed balance and amounl of environment ost not inciuded @ the nder, etective Jativany |, 1996 was
ST LOHEE apd $I29008KL gespedinely With the nider mechanssm eslabligshed, ot 15 management's opimicn tha
s o wPeand bty future wost, ael of the deterred income tax henefil, will be recnverahle in rates

ib+ Salisbury Town Gas Light Site

in cooperanon with the Manyland Department of the Envigoament ¢ MDLE ), the Company fas complewd

ate axses-ment o the habisbury manufecured gas plant sie. The assessment deteomined that ihere was locahized
ontanitabion o greond-water. A remedial design report was suhmitted o MIYE in November 19990 and included
< propesal bomaonaton, pump and reat any contfaminated geound-woater on-ste Throsgh pegoatiatons with e
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Fennaw lvania and Bridgeville, Delaware. The Dalevilie station i uithized 10 increase Caolumbia suppls pressures
tw match Transco supply pressures, and (o sncrease Caslern Shore's pressures 1 order (o serve growing Jemands
trom Chesapeake s Delaware division The Brndgeville stanon is being used to provide increased pressures
regatred te meet the demands on the svstem

id) Prapane Distribution

Shurpgas owns bulk propane storage facilities with an aggregale capacity of 1 44000 gallons a1 27 plant
ta.tdities in Delaware, Marvland and ¥irginia, o ated on real estate o either mwns or leases,

ltem 3 Legal Proceedings

The Company and ifs subsidianes arc wvolved in certain legal actions and clams ansing in te normal
course of bussness. The Company 15 atso involved in certnn legal and adminustrative proveedings betore varous
governmuntal agencies concemng rates. [n the opiuon of management. the ulumate disporison of these
proceedings witl not have a mawenal effect on the consaludared financtal postiion of the Company

Environmental

ta) Dover Gas Light Site

In 1984, the Suate of Delaware notified the Company Whal a parcel of land it purchased i 1949 from Dover
Gas Light Company. a predecessor gas company. contains hazardous substances. The State 2lk0 asseried thas the
Company 1s responsible for any clean-up and prospective environmenlal monitoning of the site. The Delaware
Department of Natural Resources and Environmemal Comtrol ('DNREC''} invesugated the sie and
surroundings, finding coal tar residue and some ground-w ater CONLtAMINALION.

In Qerober 1989, the Environmental Prowction Agenws Region 111 {"EPA’") histed the Dover St on the
Nanonal Pnonnes List under the Comprehensive Environmental Response, Compensauon and Eaababin Act
« 'CERCLA ar **Superfund’y. At tis tme under CERCLA, both the Sute of Delaware and the Compans were
numied as poientially responsible ¢ wties (C'PRP™ for clean-up of the site

The EPA 15sued the site Record of Decision 1" ROD ™} dated August 16, 1994, The remedeal action selecte!
by the EPA in the ROD addresses the ground-water contanmunation with a combination of hydraulic containment
«nd natural atlenuation Remediabion selecied for the soil a1 the site 15 to meet stnngent cleanup standapds for the
first twar feet of sotl 4nd less smngent standards for the soil below two feel. The ROD estimates the costs o
soledied remediation ot ground-water and soif at 32 7 nollion and $2.2 million, respectivels

On November T4, 1994, EPA issued o “bpecial Nouce Leuer™ (the "'Letier’) to Chesapeake and three
sther PRPs The Leuer includes, tater afia. 111 a demand for payment by the PRPs of EPA s past coss teurment!s
estindted v ke approssmalely $300,0000 and tuture <osts incumed overseeing Site wirk. (2) notiee of EPa
LomEnEnCEmenl of a & day morstonium on cenain EPA response activisies at the Sie; (3 a cequest ty EFA 1t 0
Chesapeake and the ather PRPs subiut o goond taith praposal’™ o conduut or inance the work wentinied in e
KD, and 14) proposed consent urders by which Chesapeake and ather parties tay agree to pertorm the o o
tnth proposal

In Junuary 1995 Uhesepeake submistod ©oothe EPA a good faith propasal 10 perform a sabstantial port: ¢
ot the sk et farth in the ROD. wiuch was subsequently rejected The Company and the EPA each arempic.
0 sevure voluntany performance of parr of the remseduation By other parties These parties 1o lude the Stan ot
Delaware. which s the owner of he properrs and was wientified sn the ROD s o FRE. 2nd g busness alentiticd
in the ROD as w PRP for having connbuled o ground water contanuiation

On May 17, 1995, EPA sued an order o the Company under seution 106 of CERCLA (the " Order
which requires the Company o fund or implement the RUD  The Order was alse isued 10 Generat Pori,
Lubimes Corporation. [nc. (GPU™), wiich both EPA and the Company bedieve s hable under CERCLA ot
PREs such 4« the Suaie of Delaware were nut ordered 10 perform the RO EPA may wek Judicid! enturcemen




subsuhary of the Company The group conwuns Skiprack, Inc, i**Skippack™"), and Chesapeake [nvesimem
Company {**Chesapeake Investment’”). both whotly owned subsidianies of Chesapeake Service. Skipjack
owns and leases 1o affilbaes an office burlding in Dover, Delaware. Chesapeake Investment v a Delaware
affilialed investomen! company.

(if} Seasonal Nature of Business

Revenues from the Company’s residential and commercial natural gas sales and from s propane
disinbution activities are affected by seasonal vananons, since the magmnty of thess sales arc to customen
using the fuels for heating purposes. Revemues from ihese cusiomens are sccordingly affecied by ihe
mildness or severity of the heating season,

tiii} Capital Budgs

The Company » current caprtal budget for 1996 contemplates expenditures 1owlling approximately
S16.8 milhon. The iotal includes approximately $8.8 million for Chesapeake's natural gas dismmbonon
divisions, consisting mainly of extensions (o and replacements of the distnbubion faciliies and related
cquipment; $6.1 mithon for natural gas transmission operations, providing pnncipally for improvements 10
the pipeline system by adding a compressor suation in Delaware City, $1.6 millicn for propane distnbution.
prncipatly for the purchase of sworage Facilibes. additonal tnks and the construction of a new operation
venter 1n Salisbury, Maryland; $175.000 for computer hardware, fumniture and fixtures for the Company '+
mformation technology services group; alomg with $119,000 for gencral plant. These capiial requirements
arc eapecied t¢ be financed by cash flow prowvided by the Company's operating activities and shorl-term
borrow ing

iivy Employees

The Company has 335 employees including 143 namral gas disinbuiion employees, 19 natural gas
transmission employees, 94 propane distribution employees and 55 information technology services
empinyees The remaining 2+ employees are considered genernl and adminestrative and include officers of
tw Company and treasury, accountng. data pracessing, planng, human resources and other administranve
personnel

liem 2. Properties

18} {reneral

The Company owns nffice and opersuons buildings wn Salisbury, Cambndge, and Princess Anmne, Maryland,
[nwwer, Seaford. Laurel and Georgetown. Delaware. and Winter Haven. Flonda, and renis office space 1n Dover,
Uielaware. Plant City, Flonda. Chuncolcague and Belle Haven, Virgime, Cary, North Carolina: Easton and
Foomuhe, Maryland: and Aatlanta, Georgia in generai, the properues af the Company are adequate for the uwes
‘or whih they are employed. Capacity and uulizaton of the Company s facilmies van vary significantly due 1o
e seavmnal nature of 10+ natural gas and propane distnbuticn businesses

tbt “atural Gas Distribution

{'hesapeake owhs over 514 miles of natursl gas distnbuntion mans (together with related service hnes,
mwkers wnd regulatong lovated an ity Dedaware and Maryland semvice arcas, and 459 miles o such maws tand
reigted equipnenty an its Central Flonda sermvwe areas. Chesapeake alwo owens facihties i Delaware and
Stars land for propane-air ingection during penods of peak demand.

A pormon of the proporiies condituting Chesapcahe s distribunon system we encumbered pursuant o
O hesgpeahe s Fimt Mangage Bonds

11 “aturel Gas Tranamission

Eastern Shore owns apmoximaely 271 mpules of ransmussion  Lnes oxtending from Parkeshurg,
Fefinsyvanis 1o Salishuny, Maryland Eastern Shore alse owns two compressorn statoms lacated i Dalevilie,
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Propanc 15 sold primanly 1 suburban and furai areas which are nol served by natural gas pipelines
emand 15 (ypicatly much higher in the winter months and 15 sigmificantly affecied by seasonal vananons,
particularly the relative seventy of winter temperatures. becsuse of s use 1h ressdential and commercis!
heating.

The Company purcheses propane pnimarnly [nmm hve supphiers, wcloding major domestic ol
vompanies and independent producers of gas liquids and ol Supplies of propance irom thest and ather
wources are readily available for purchase by the Company. Supply contracts generably include minsmum
0¥ subject to a take-or-pay premiums; and masimum purchase provisions

The Company uses trucks and rariroad cars to transpon propane from refinenes, natural gas provesseig
plunts «r pipeiine werminals to the Company « bulk sorage facilities From these facilities, propane i
delnered 1n portable cyhinders or by “"hobtail’” trucks, owned and vperated by the Company, 10 tanks
lovated at the customer’s premises. Most of the tanks and cylinders are owned by the Company and are
utihzed by the customer free of charpe.

Sharpgas competes with several other propanc distributons (n 115 wervice lermiones, premanly on the
basis of service and prce, emphasizing rebabiliny of service and responsiveness. Competiion v generally
tscal because distmbutors located 1n close proaauty 1o customen pcwr jower costs of providing scniace

Propanc compeles with electricity and fuel <i! a3 an enérgy source. Propand s typically comparable an
price 1o fuel o1l and generally bess cxpensive than electncity based on equivalent BTU value Hecause
natural gas histoncally has been less expensive than pmopane, pripane 1s generally nol destnbuted in
geographic areas serviced by nalural ges pipeling or distnbulion systems.

The Company's propane distnbution actevitics are nol subpect (o any federal or state pncing regulatios
Transpent operations are subjpect to regulanons concerming the wanspomaiion of hazardoys matenals
promuigated under the Federal Motor Camier Salets Act, whwh s adminstered by e Unslod States
Department of Transporsuon and enforced by the various slates in wheh such operanons 1ake place
Propane distribution operations are alsn subect W sale safety regulatons relating o ““hook-up and
placement of propane tanks.

The Company's propane op anons are sabpect 10 all operating hazards normally iwadent 1o the
handhing. slorage and ransporustion of cambustible hguids, such as the nsk of peraons! snjune and properts
damage caused by fire. The Company cames generul hability insurance in the wmount of S35 (000 poe
ocyumence, but there 1s ne assurance that such insurance wall be sdequale

tivid) iaformation Technoplogy Services

Chesapeake's information technulogy services segment v coniprined of two whally owned subsididries
ot the Company Unned Systemns, Inc 7 US1™ and Capiisd Data Systems, Loe CDS'

L'Sj 1 an Atlania-based company that pnmardy provides support for users of PROGRESS . 5 tount,
gencrotion computer language and Relanona)l Dasbase Managemenm System USD dlers conssltng
trarmng. sofiware development “tools™ and customer wftware deselopment for ats clsent base, whad
includes many large domestic and inemational corporalions

CDS ¢ an anformabon technologs  pravider offering senvces primaniy  fe telocommunicatiog
companies and Chesapeaho’s subuidianes These swervices are programnung suppaon for apphication softw s
wilutions including customer wilormuatien, management information. billing and hnancial +y stems

The intormaton  technotogy  busncwses tace suignificant competiiion from a2 number o darger
competitars having substantialiy greates resourees avasiable 1o them than the Company e sddibion. chanpe
in the informanon technulogy busimess are oocumny capadiy, which could adyernsely inpact the markets =
the Compans s products and services

ter iy (ther Fanes of Rusiness

In addiion to the four husiess scgmenis previous)y mentioned, the Company as msolved inoatics
businesses under the umbrella of Chesapeake Senve Company © Chesapweabe Service’ 1 wholly owund
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On December 15, 1995 the Marvland Public Service Commission 1ssued an ordet approviny o
$975,000 increase in annual base rates effecuve for gas provided on ur after December ), 199

Delaware—On Apnl 4, 1995, Chesapeake Utiliies fled an applhicauon with the Delaware bubh,
Service Commission ("'DPSC’’) requesting & rate increase of $2,751,000 or 14% over current rawes The
iargest component, represenhng a third of the tmal requested increase, 13 attnibutable W prowaied s
assaciated wih the cleanup proposed by the Environmental Prolecuon Agency (“*EFA’) of the wue of
former cosl gas manufacninng plant operated in Dover, Delaware.

The Company and the DPSC agreed (o separale e environmental recovery from the rate increase o
cach ¢ould be addreseed individualiy.

On December 10, §995, the DPSC approved an order authonzing a $900,000 incresse 10 base rates
cflecuve January |, 1996. The Company did have interim rates subject to refund in effective siaming June
3, 1995 10 collect $1.0 mullion on an annualized basis. A refund of $42,000 was calculated and uwed 1o
offsel envirommental costs incummed.

Alse on December 20, 1995, the DPSC approved a recovery of envuirommental costs assoviated wilh
the Dover Gas Light Sitc by meany of a nder (supplement) to base rates. The DPSC approved a nider
effectrve January 1, 1996 to recover over five years all unrecovered environmental costs through
September 30, 1995 offset by the deferred tax benefit of these costs. The deferred ax benefit equals 1he
propcied cashflow savings realized by the Company in connection with a reduced income tax Lability duc
1o the posaibility of acceberated deducuon allywed on certain environmental costs when incurred Each yea.
the rider rate will be calculatled based on Lhe amortizalion of expenses for previous years, The advaniage o
the ¢nvironmental nder ts that 1t s ot Necessary to file o rale Case every year [0 MECOVER CXPENMS

Florida-—0n December 10, 1993, the Flonida Public Service Commssiwon issued an order reducing the
Florida division's allowed rerumn on equaty from a midpomnt of 12% to [E%, in responise W lower ntcres)
rates, On August 5, 1994, the Flomda division filed Modified Muumum Filing Requirenienty (' MMFR ™)
as required every four yean by Floruds Public Service Commission regulauons, As of December 31, 1994,
no decision had been remdered by the Florida Public Service Commussion. Dunng (995, the Flirida Staie
legislature repeated the requirement. and as such, Chesspeske's MMIFR nling was abandoned.

On September 24, i995, the Florida Public Service Commissimn issued an order finrd -ing the Flonda
disision’s 1994 amoun! of overearntags. The division was found 1o have exceeded 11s allowed raie of retumn
on equily cothing of 12% by 362,000, Av a result of an agreement reached February 6, 1995, the cavess
carmings were deferred until 1995, The same agreement caps the Flonda Division's 1999 retum oh cqusty at
12% plus or minus the result of subtracting the average yield of 10 vear LS. Treasury bonds for the period
of October. November and December. 994 from the aversge yichd of eyear U5, Treasury bomds for
(ntober, November and December |95, not Lo oxceed SU basis pointy 1n ether diseciton. After resicwinp
bond market conditions, ¢ appears hikely 1hal the division's rem on cquity for 1995 will be lowered ter g
midpasnt 0f 1.5% tor deterruning any level of overcarmngs Final deternunatson of 1995 overeamings on
the disposition of such will most hkely ooost in the second guarter of 1Y%

riy te) Propane INstribution

{nosapeake  propans Jistnbution group consists of Sharp Energy, Inc. +" Sharp Energy ") a wholis
i ned subsidsary of Chesapeake, and its whotly owned subsiliary. Sharpgas, Ine (7 Sharpgas’™s

Sharpgas purchases, stotes and distnbutes prospanc to appriamately 22.600 customers on the Delman s
Pentnsula. The propane distnbution business i attecied by many faciors such as seasonaly, the absence of
yne regulanoen and competition amung hwal providen

Propane 1s & torms of iquened petroleum gas which 15 typrcatty extracted (rom natoral gas of sepaiated
durning the crode wil refining process Abhough propanc v gaseous af nommal pressures, 1t s easily
compressed into hquid Bym for storage and wransporislion. Propane s 4 clean-burming fuel, geunine
the reased recognition for ats caviroamen! Y supenonty, safety, efficiency, transporlabelny and eame of uwe
rebative to alicTnative fowrms af energy
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dekatherms under FGT s intermupuble transporiation services (IT5-1) raze schedule. The fum transporiation
vontract (FTS- 1) expues on August |, 2000 with the Company rewining & unilateral nght to eatend the ienm
for an additional ten years. Afier the expiration of the primary or secondary term, Chesapeake has the night
to first refuse W match the s of any compeling Yids for the capacity. The firm transportation comlrac
(FTS-2) expires on March |, 2015. The preferred interruptible congact expires on the earlier of (a} Lhe
effecuve date of FOT's first rate case whuch inctudes costs for phase 1)1 expansion o (b) August 1, [995,
and'or {c) August | of any subsequent year, provided that FGT or Chesapeake gives to the oiher at leas)
nne hundred eighty (180) days wrinten nolice prior to such Avgust 1. The interruptible transportation
contract 15 effective untilk August |, 2010 and month o month thereafter unless cancetled by either parmy
» 1t thurty days nolice

The Flanda division currently receives 115 gas supply from vanous suppliers. Some supply v bought
an the spot market and some is bought under the erms of 1wo firm supply contacts with MG National Gas
Corp and Hadson Gas Sysems, Inc.

Having restructured its arrangements with FGT, Chesapeake believes 1t 15 well positioned 1o mees the
conunuing needs of iw customers with secure and cost effective gas supplies.

Adeguary of Gas Supply. The Company beheves thet Eastern Share's avalable firm and inlerrupuble
supply i1s amplt 10 mect the anticipated needs of the Company's Delaware and Maryland natural gas
distnibunion divisions. Availability of gas supply to the Florida division 1s also expecied (o be adequate under
enisting arrangements. Moreover, additional supply sources have become avalable as a result of FGT
becoming an “'open access’ pipeline.

Compention within the Naniral Gas Indurtry. Histoncally, Chesapeake's Florida division has been
wpplied solely by FGT, In 1990, FGT became an ““open access’” pipeline. The Florsda division’s large
industrial vustomen now have the option of remaiming with the Flonds diviston for pas supply or tblaimng
siternative supple  from FGT, gas markelers o other suppliers These conditions have increased
competition between Chesspeake s Flonda division, FGT . gas markewen and other natural gas peos iers fur
industnal customers 1n Central Flor:da. Starting 1n early 1993, in recogmuon of the opportunity creawcd by
FERC Order 636, Chesapeake's Flonda dwision began conlacting all of the Florda division's large
indusinal customers and other large usery of aatural gas throughout the stale of Flonida ebout changes
the patral gas industry As a result, the Company has entered mto agreements with 4 number of thewe large
usery of natural gas to supply them with gas supply managemnent and regulatony suppor wrnwes The
Company plans on offenng simslar services 1o large imdusinal customers of the Delaware and Mary land
divisions,

Rates and Regulation

Ceneragi. Chesapeake’s natural gas distnbution operations are subject o regulaiion by the Deluware,
Maryland amd )onda Public Service Commussions with respect o vanous aspects of the Company s
business. inciuding the rates for sales 10 all of thewr customers in each junsdicuen. Al of Chesapeake’s Airm
distribution rates are subpect to purchased gas adpstment clauses, whwh match revenues with gas costs and
nurthally allow eventual fal) recovery of gas costn. Adustments under these Clauses reguire periadic hings
and hearings with the relevant regulatory authonly, but do nol require o general saie procecding Kates on
interruptible sales by the Flonda division are alse subgect 10 purchased gas adjusiment clauses.

Management momutars the raie of retum i cach junsdictron in ofder 1o efsure the timely hiling of rate
adjustmenl applications.

Rate Proceedings.

Maryland—On July 31, 995 Chesapeske Utikthies fled an appicalion with the Maryland Pubila
Service Commission requesting a rate mcrease of $1,426,701 or |7.09%. The two largest components of
the Incicase are alirtbutabie W environmenta) costs and the new customer infom.dtion sysem. The reguey
included 4 return on equity of 13%



Shore, and Central Flonda. These activites are conducted through three ulitiny divisions, consiaing of g
division in Delaware, one division in Maryland and onc division in Florda, 1n 1993, the Compans «taricd
natural gas supply management scrvices in the state of Flonda under the name of Peninsula Energs Senoes
Company (*"PESCO™).

Delaware and Marviemd The Delaware and Maryland divisions serve approxsmaiely 25300
customens, of which appronimately 25,200 sre residenbnl and commercial customers purchasing gas
pnmanly for heating purposes. Residential and commercial customers sccount for approximately 667 .
the volume delivered by the divisions, and 78% of the divisions’ revenue, on an annuel basis. The div isins
industrial customers purchase gas, primarily on an interrupiible basis, for s vanety of manufacturing.
agricubtural and other uses. Most of Chesapeake's customer growth in these divisions comes from new
resitenis) construction utilizing gas hesting equipment.

Fioride. The Floride division disoibutes natural gas to approximawely 8,120 residenual and
commercial and 86 industrial cusiomers 1n Polk, Osceola and Hillsborough Counties. Currently 34 of the
division™s industrial cuswmers, which are cngaged primanily in the citrus and phosphate industrics anid
electric cogeneration, and purchase and tranipon gas on & fum and ntermuptible basis, accoum fen
approximately #8% of the volume delivered by the Florids division, asd 64% of the division’s nxtural ga-
sales and transportation revenues, on an annual basis, In November 1993, the Compeny’s Florida division
began providing saturel gas supply services to compete in the open scoess envirvament, Currently, eighteen
CUSLOTIETS Receive management service which genersted operating income of $95,000 in 1995,

Narurgl Gas Supply

Delgware and Maryland. Chesapeake’s Deloware and Maryland wtility divisions receive 81l of thei
gas supply requirements from Eastern Share. The divisions purchase moat of this gas wnder contracts
with Eastern Shore which extend through November 1, 2000. The conuacts provade for the purchase ot
15,629 firm MCT daily (up 1w a muximum of 3,704,585 MCF annually). The divisions have additional firm
supplics 8y aleble unuer contract with Easiern Shore for peak demand periods occumng durning the winter
heating season. These contracls, which are renewable on a year-io-year basis, provide for the purchase of
up v 450 MCF daly {up 10 a maximum of 13,500 MCF annually) of peaking service. In addition, the
divisions have contracied with Easiern Shore for firm and inlermuptibie storage capacity. Om days when gas
valumes available to the divisions from Eastern Shore are greater than thesr requirements, gas 1y inpected
into siorage and 1 then avalabie for withdrawal (o meet heavier wonter loads. These storage conuacts alxo
permit the wtility divisions 10 purchase lower cost gas duning the of-peak summer season. Effecuve
November 1. 1993, the storage capacuy under contract with Eastern Shore totaled 829,527 MCF, with a
hrm peak daily withdrawal entitlement of 14,606 MCF. On those days when requirements exceed these
contract papehine supplies, the d:visions have propanc.air inpectien facilines for peak shaving.

Eastern Shore has no authonty (o ransport natura! gas purchased from a thurd pany fir the Delaware
and Marytand divisions currenly; however. while Chesapeake's divisions have no direct access o lower
priced “'spot iaarket’” gas, they benefit from Eastern Shore’s ability to obiain *‘spol markel’” gas and the
resuling reductions in Epsiern Short's rates Afwer Bastern Shore becomes #n open sccess papefine the
Delaware and Maryland divisions will assume the respomsibality of purchasing therr natural gus
requutments The twa divisions coutd contract with a natural gas supply managemen company or handle
the process internally.

Florida The Flonda diviswn reccives transpomaion sefvice from Flonda Gas Transmission
Company (*'FGT'"). & major wmierstate pipchine. Chesapeske has contrscty with FGT for {a) daly hrm
trafsportation capactty of 20,523 dekatherms in May through Sepiember 27,105 dekatherms in October, and
20919 dehatherms 1 November through Apnl under FGT's finm transportayion service (FTS 1) rate
schedule, (by daily hrm ransporanon capacity of 5,100 dekatherms 1 May throsgh October, and 8100
dehatherms sn Movember through Apnl uader FOT's firm tranaporiavon service (FT3-2) rawe schedule.
1) preferred intemuptible ransportat:on service up we 2,300,000 dekatherms annually under FGT's peefermed
transportanon service (PT8-1) rate schedule. snd (dy dasly imermuplible ransponation capacity of 20,000
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certain new pipeline and compressor facilities requuned to stabilize ¢apacity on 115 system and Lo provide the
addinonal firm sales and storage service,

Specifically. Eastern Shore requested suthority o {i) consuruct and operate a 2,172 homsepowe:
compressor station in Delaware Ciiy, New Castle County, Delaware un a portion of s cutting pipciine
sysiem known as the ““Hockessin Line®”, such new stauon (o be knrwn as the 'Delaware City Compressor
Stanoh'’. (2) construct and operate stightly less than one mile of 16-ich pipeline i Delaware Cuty, New
Castle County. Delaware 10 te the suction side of Lthe proposed Delaware City Compressor Swuon inlo the
Hockessin Line; and (3) increase the maximum allowable operating pressure {"MAOFP") from 500 PSIG w
590 PS1G on 28.7 miles of Eastern Shore's pipeline froan Enstern Shore's exsung Bridgevilie Compresyr
Station in Bridgeville, Sussex County, Delaware (o its terminus in Salisbury, Wicomico County, Maryland

The proposed compressar facilily and assccrated piping are needed fo stabilize capacits on Eastern
Shore's system as a result of steadily decliming inlet pressures at the Hockessin intervonnect with
Transcontnental Gas Pipe Line Corporation. Construction of the proposed facilities 15 planned ¢ be
undenaken drnng the 1996 sumemer and fall sea.ons and completed by a proposed in-service dute of
Nenember 1, 1996,

The proposed facilities will 2150 enable Eastern Shore 10 provide additional fum services Lo several of
i< customens who have execuled agreements for th. addibonal firm s~rvice for terms of 10 and 20 vean.
Eastern Shore also requested authorization to abandon 100 MCF per day of finm wales service W ane of ity
direct sales customers, effective Sepember 30, 1996

Easiern Shore estimstes the total cosl of the ad-itional pipeline and compressor facilities proposed tn
s applicaucn to be $6.8 million. In the secand quaner of 1996, Eastern Shore plans 0 file for a rate
increase with the FERC to recover the cost 1o construct and operate the Delawmre City Compiressor Siation.

Open Access Plan Flling

On December 29, 1995, Easlern Shore filed its abbreviswed application for a blanket ceriificate of publi
coovemence and pecessity authonzing the transportation of nawra) gas on behall of others 1n addition 1w us
mnai restructurng filing (Open Access Restructuning Plan).

Castern Shore requests thai the authonzations sought herein become effective no earlier then the -
service date of the proposed compressor swabon and related facilines.

In accordance with Order No. 636, Eastern Shom proposes to unbundle the sales and storage services
it currently provides. Cuswomers recelving firm bundled sales and siorage services on Eastern Shore (the
“Convering Customers’™) wili receive enutlements (o hrm transportalion service on Easicrm Shore’s
pipeline service in a (uantity equivalent to thew current bundled service nghis. Eastern Shore will aasign te
the Converung Customers the firm fransponation cepacity, including contract storage, 1t holds un iy
upstream prpelines so that the Converung Customers van become direct customers of such upstream
pipehines Consistent with Order No. 636, Convertsng Customers who previously recerved bundied sales
service having ao-nodice charactenstics (ne pnor notification required to receive service) will have the nght
10 elect no-notwee firm TRABpoOMnAtion service.

With respect to cost classification, olfocanon and rate design, Eastemn Shose proposes o oimnlement
straight hxed vanable ("*SFV'") cost classtheation and proforma postage siamp rates. [p order to accomplish
a vhange from its current modified fixed vanable {"MFVY"') rate design, Eastern Shore will make 2 Secuion 4
utle hilhing which should also be coordinated with the In-service date of its new open access ransportalion
raies

Currently, representauves from Eastern Shore are {ormatly mecting with customen 1o discuss
cemments and 1ssees associated wath the filing.

iy th) MNarural Gas Disiributlon

LUhesapeake dismbutes npatural gas o approzimately 3,500 residential, commeercial and industnal
customens in southemn Delaware, the Salisbury and Cambridge, Marviand areas on Maryland s Lastem
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Adequacy of Gas Supply. Eastern Shofe's firm obligations to 115 customers, including Chesapeake '«
Delaware and Maryland utility divisions, are 40,237 MCF for peak days and 9.190.678 MCF on an annual
basis, Eastern Shore's maumam dauy fimm transporiation capacity on the Transco and Columbia systems 15
42.452 MCF per day. Currently, Easiern Shore™s firm daily peak supply is 33,926 MCF and 1ts 1042l annual
firm supply is 6,697,815 MCF. This is equivalent to 80% of Eastern Shore’s firm daily demand and 73% of
ity annual firm demand being sarisfied by Arm suppty sources. To meet the difference between firm supply
and firm demand, Easiern Shore obtains gss supply on the “‘spol masket’” from various other suppliers
which 15 transported by Transce or Columbia and sold 10 Eastern Shore's cuslomers a3 required. The
Company believes thal Eastern Shore's avadlabie firm. interruptible and **spol market™ supply is ample 1o
meel the anticipated needs of Eastern Shore’s customens.

There was no cuailment of Arm gas supply to Esstern Shor 1n 1995, nor does Eusern Shore
antwipate any such curtailment during 1996,

Computition

Comperirion with Altermative Fuels  Historicaily, the Company's natural gas operauons have
successfully competed with other Torms of energy such as electricity, oil and propanc. The principal
consideration in the competition between the Company and suppliers of other sources of energy 13 price
and, to » lesser exwend, accensibility. All of the Company's divisions have the capability of adjustung theer
inesruptible rates Lo compete with aliemative fuels.

The Company has several large volume industhal customers thal have the capacity L use fuel oil as an
alternative 10 natyral gas. When oil prices decline, some of Chesapeake’s namra! gas distribvtion and
tranarmussicn nterruptible customers convernt to oil to satisfy their fuel requitements. lower levels in
interruptible sales occur when oil prices remain depressed relstive o the price of netural gas. However, ail
prices as well m the prices of other fuels, e subject w change st any time for 2 vanety of masons,
therefore, there is always unceranty wn the contiauing compettion among naura]l gas and other fuels. In
nrider 10 address this uncenamty, the Company uses flexible pricing strungements on both the supply and
sales side of 1ts business to maximize sales volumes.

To a lesser extent than price, availsbility of equipment and operational efficiency are alse facton in
competihon among fuels, primarily in residential and commercia? seniings. Heating, water heating and other
domesuc of commercial equipment 15 generally designed for & paruculss energy source. and especially with
respect 1o heatng equipment, the high cost of converuon is a disincentive for individuals and businesses 1.
chanye their enetgy source.

Competinon within the Naturai Gas fadurrry.  FERC Order 636 enables ali nawral gas suppliers
compele for customers am an equal footng. Under this “"open access’™ environment, interstate pinehine
compames have unbundied the traditional components of their service—gas gathering, transportation and
storage. 1f they choose (o be 2 merchant of gas, they must form a separelc markeung operalion independent
of thewr pipeline operations Hence. gas matkelers have developed as 3 viable oplion for many companies
because they are providing capenise in gas purchasing along with collective purchating capabilitses which
when combined, may reduce end-user cost

Currently. Eastern Shore 15 non an “‘open access™ pipeline and 13 permitied to omasport gas for vals
twer 0l L8 exisung customers. Thus, most of Eastern Shore’s customen, including Chesapeake's Mary fan!
and Delaware utibity divisions, and, tn turn. customers of these divisions, do not have the capabilinn o
directly contracting for aliermsuve sources of gas supply and have Enstern Shore ranspon the gas 10 them
In December {995, Eastern Shore applied w the FERC for 3 blanket ceruficate authinizing open ac.ess
ranspartaiion »ervice on its pipeline system (sce open access plan filing below ). The implementsinr w
open sccess transportation servace, expected o occur duning the second half of 1996, will provade all ot
Eastern Shore’s customens with the opportunity 10 ranspon gas over ity aystern at FERC regulated raics
For further discussion, sec Management Disc ussion and Analy sis




tc) Narrative Description of Business

The Company 45 engaged in (our pnmary business activities. nalural gas ransmisston. natural gas
distnbution; propane distnbution:, and informauon echnology sevvices, In addiuon to the four priman groups,
Chesapeake has three subsidiaries engaged 1n other service related busines..s. In 1995 and 1992, the Company
had sales 19 one cusiomer, Texaco Retirung and marketing, an industnal inferruplible customer of the natural pas
transmission segment, winch gaceeded 0% of towal revenue. Total sales to this cusiomer were approximately
$10.6 mulkon or 10.2% and $9.6 mubion or 11.2% of tolal revenue durng 1995 and 199). During 1994, an
indevidual customer accounied for 10% or more of operaling revenues.

i) (a) Naiural Gas Traasmission

Eastern Shore Natural Gas Company (*'Eastern Shore™'), the Company's wholly owned transmission
~ubsidiary, operates an inlerstate pipehine that delivers gas to five utlity and thineen industrial custoruers in
Dctaware and the Eastern Shore of Maryland. Esstern Shore is the sole source of gas supply for
Chesapeake’s Maryland and Delaware divisions and for two unaffiliated distribution eaties. During 1995
and previously, Eastern Shore wes oot an “‘open access’’ pipeline which would provide ransportabon
service (0 Bl customers. However, bastern Shore has authonty from the Federal Energy Regulatory
Commusion {"FERC™ to provide firm tansportauon (o (wo of 18 cuslomers for gas they own and delives
1 Eastern Shore for redelivery.

Operaing wncome before income laxes sitributed to nstural gas uanamission was 56.1 sillon,
$31.0 mitlion and $3.1 million for the ycars 1995, 1994 and §993, respectively. Operaling income for 1995
increased $3.1 mithon due to a combmauon of the senlement between Eamern Shore and the FERC, a
reduction 1n the required levels of accruals ta 1995 as compared W 1994 and a 29% increase in delvenics 1o
industnal mterrupiible customers. Exclusive of malters relaung to the scitiement and assoviated accruals
operating icome increased $890.000 in 1993 as compared to 1994 and $1 1 malhon 1n 1994 as comparcd
1w J993. These Auciuanons have resulted pnmarily from vanations i volumes and margins on Eastern
Shore's inwerruptible sales to indusinal cusiomers that have the capabilily of switching 10 01 for their fucl
re dniements Rales cuarged 1o these customers are determined through negotiation and thus are Aexible
When lower ol pnces prevall Easten. Shorr nurmally reduces the prce it charges o s interrupiibke
customers. thereby reducing the profit margin on such sales. In addrion, cenain customerns switch frum
natural gas to o1l, reducing volumes sold. For further discussion, see the Management Discussion and
Analyss

Naiural Gas Supply

General Eastern Shore has firm contracts with three mapor imersiate mpelings, Franscontinentat Pipe
[ine Corperaiion (' Transco™ '3, Columbia Gas Transmuission Corperation (*'Columbia® ') and Columbia Gull
Tranvmission Corporation ("Gl 1, all of wineh are “open-access’” pipeltnes.

tasterit Shore's contracts with Transco include (8) rm transponation capacity of 22,900 MCF per day.
whi b expsres im 2005, (b firm transponaton capacity of 540 MCF per day for December through February .
whih expires an 2000, o) three firm storage scrvices providing a peak day entiglement of 7,046 MCF
amd o 1otal capacity of 288,739 MCE, and (di two anterruptible storage services with & wolal capacity of
412000 MCT

Fusicrn Shore’s conuracts with Cofumbia tnctude (1) Arm transportation capacuy of [ 481 MCF per
dav. which expares in 2004 and (b) firm seorapge senvne provadang o peak day entitleanent of 10,525 MCFE
pat day and a total capacity of 509,954 MCT

Eavtern Shoge's conract with Gulf s tor brm transpaetation of 1,510 MCF per day, which also expires
MY E

Fastern Shore currentdy has contracts for e purchase of sirm natura) gas supphies with hve reputable
seprbiers. Those Ave contracts provide 8 maximum daty enibement of E5.855% MCE and the supphies are
ranspaned by hoth Transeo wnd Columbia under Lastern Shore’s i ransportalion agreements. The gas
e hiase conirag v have vanous expiration dates.













