CHESAPEAKE

April 9, 2004

Ms. Blanca S. Bayo

Commission Clerk

Florida Public Service Commission
2540 Shumard Qak Blvd.
Tallahassee, FL 32389-0850

RE: Consummation Report of Securities |ssued by Chesapeake Utilities Corporation, Docket No.
021018-GU

Dear Ms. Bayo:

Chesapeake Utilities Corporation (“Chesapeake”) respectfully files this Consummation Report (original and
three copies) on the issuance of securities for the fiscal year ended December 31, 2003, in compliance with
Rule 25-8.009, Florida Administrative Code. In satisfaction of the Consummation Report requirements,

Chesapeake sets forth the following information:

1. On December 6, 2002, the Florida Public Service Commission (“FPSC”) issued Order No.
PSC-02-1707-FOF-GU, which authorized Chesapeake to issue up to 904,666 shares of
common stock for the purpose of administering Chesapeake's Retirement Savings Plan,
Performance Incentive Plan, Automatic Dividend Reinvestment and Stock Purchase Plan,
and the conversion of Chesapeake’'s convertible debentures. The Order also authorized
Chesapeake to issue up to 5,095,334 shares of common stock and up to $40 million in
secured andfor unsecured debt for possible acquisitions. In addition, the Order authorized
Chesapeake fo issue up to $40 million in secured and/or unsecured debt to be used for
general corporate purposes, including, but not limited to, working capital, retirement of
short-term debt, retirement of long-term debt and capital improvements. Chesapeake was
also authorized to issue up to 1,000,000 shares of Chesapeake preferred stock for
possible acquisitions, financing transactions, and other general corporate purposes,
including potential distribution under the Company's Sharehoider Rights Agreement
adopted by the Board of Directors on August 20, 1999. Chesapeake was also authorized

by the Order to enter into agreements for interest Rate Swap Products.
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Of the above-mentioned securities, and for the twelve-month period ended December 31,

2003, Chesapeake has issued the following:

(a)

(©)

(d)

43,245 shares of common stock were issued for the purpose of administering
Chesapeake'’s Retirement Savings Plan. The average issuance price of these
shares was $21.29 per share. Expenses associated with this issuance were

negligible.

9,726 shares of common stock were issued for the Performance Incentive Plan.
The average issuance price of these shares was $15.21 per share. Expenses

associated with this issuance were negligible.

51,125 shares of common stock were issued for the purpose of administering
Chesapeake’s Automatic Dividend Reinvestment and Stock Purchase Plan. The

average issuance price of these shares was $21.35 per share. Expenses

associated with this issuance were negligible.

18,788 shares of common stock were issued for the conversion of debentures.
The average issuance price of these shares was $17.01 per share. Expenses

associated with this issuance were negligible.

Schedules showing capitalization, pretax interest coverage and debt interest requirements

as of December 31, 2003, are attached hereto as Exhibit A.

Copies of all Plans, Agreements, registration filings with the Securities and Exchange

Commission and Orders of the Delaware Public Service Commission authorizing the

issuance of the above securities have been previously filed with the FPSC under Docket

Nos. 931112-GU, 961194-GU, 981213-GU, and 991631-GU, and are hereby incorporated

by reference.



5. Signed copies of the Opinions of Counsel with respect to the legality of all securities
issued have been previously filed with the FPSC as exhibits to the Consummation Reports
of Securities Issued by Chesapeake Utilities, Docket Nos. 831112-GU, 961194-GU, and
991631-GU, dated April 1, 1994, March 27, 1998, and March 29, 2001, respectively, and

are hereby incorporated by reference.

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

Exchange Commission is attached hereto as Exhibit B.

Remainder of this page intentionally blank



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

Corporation, Florida Public Service Commission Docket No. 021018-GU, this 9th day of Aprit 2004,

Sincerely,
CHESAPEAKE UTILITIES CORPORATION

i)/ \7}/(-'(:/” )?/~ L/}wf:x/\/’

Beth W. Cooper
Treasurer and Assistant Secretary
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CHESAPEAKE UTILITIES CORPORATION
Summary of Exhibits

Description

Schedules showing capitalization, pretax interest coverage and debt
requirements as of December 31, 2003

December 31, 2003 Form 10-K



TYPE OF CAPITAL

COMMON EQUITY

COMMON STOCK

PAID IN CAPITAL

RETAINED EARNINGS
TOTAL COMMON EQUITY

PREFERRED STOCK

LONG-TERM DEBT

FIRST MORTGAGE BONDS

CONVERTIBLE DEBENTURES

SENIOR NOTES

OTHER

TOTAL LONG-TERM DEBT

TOTAL PERMANENT CAPITAL

CURRENT PORTION OF L TD

SHORT-TERM DEBT

EXHIBIT A

PAGE 10of 3
CHESAPEAKE UTILITIES CORPORATION
Capitalization Ratios Actual & Pro Forma as of December 31, 2003
UNAUDITED
ACTUAL PRO FORMA
BEFORE ISSUANCE AFTER ISSUANCE

AMOUNT % OF PRO FORMA AMOUNT % OF

OUTSTANDING TOTAL ADJUSTMENT QUTSTANDING TOTAL
$2,754,748 1.84% $0 $2,754,748 1.84%
34,176,361 22.86% 0 34,176,361 22.86%
36,008,246 24.08% 0 36,008,246 24.08%
72,839,355 48.78% 0 72,939,355 48.78%
0 0.00% 0 ¢} 0.00%
0 0.00% 0 0 0.00%
2,961,000 1.98% 0 2,961,000 1.98%
66,454,545 44.44% 0 66,454,545 44.44%
0 0.00% 0 [t 0.00%
69,415,545 46.42% 0 69,415,545 46.42%
142,354,900 95.20% 0 142,354,900 95.20%
3,665,091 2.45% 0 3,665,091 2.45%
3,515,258 2.35% 0 3,515,258 2.35%
$149.535240  100.00% $0 $149.535249 100.00%

TOTAL CAPITALIZATION
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CHESAPEAKE UTILITIES CORPORATION

Statement of Income and Pretax Interest Coverage
Actual & Pro Forma for the Twelve Months Ended Becember 31, 2003 (a)

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

Preferred stock dividends

10 Earnings available to common equity (8-9)

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

UNAUDITED

EXHIBIT A
PAGE 2 of 3

Annualized Twelve Months

Actual
Before
Issuance

$162,298,007
140,718,607
6,032,445
15,546,955
238,438
15,785,394
5,705,911
10,079,483

0

10,079,483

3.82

Pro Forma
Adjustment

$0

N/A

Pro Forma
After
Issuance

$162,298,007
140,718,607
6,032,445
15,546,955
238,439
15,785,394
5,705,911
10,079,483

0

10,079,483

3.82



EXHIBIT A
PAGE 3 of 3

CHESAPEAKE UTILTIES CORPORATION

Notes to Capitalization, income and
Pretax Interest Coverage Schedules
As of December 31, 2003

The following adjustments have been made to capitalization:

1. Common Stock — Number of shares (122,884) times par value ($0.4867 per share), with the shares
issued for the following purposes:

43,245 shares for the Retirement Savings Plan

9,726 shares for the Performance Incentive Plan
51,125 shares for the Automatic Dividend Reinvestment and Stock Purchase Plan
18,788 shares for the conversion of debentures

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

43,245 shares at $21.29 per share

9,726 shares at $15.21 per share
51,125 shares at $21.35 per share
18,788 shares at $17.01 per share

- 3. Short-Term Debt —
a) Decrease by a total of $2,479,191 to reflect the paying down of short-term lines of credit with

proceeds from the Automatic Dividend Reinvestment and Stock Purchase Plan, the Retirement
Savings Plan, the Performance Incentive Plan and the conversion of certain debentures.



SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549
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ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF
THE SECURITIES EXCHANGE ACT OF 1834
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No[ ]

As of March 10, 2004, 5,706.022 shares of common stock were outstanding. The aggregate market value of the conmmon
shares held by non-affiliates of Chesapeake Utilities Corporation as of June 28, 2003, the last business day of its most

1ecently completed second fiscal quarter, based on the last trade price on that date, as reported by the New Y ork Stock
Exchange, was approximately $122 million.
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PART |

ITEM 1. BUSINESS

Chesapeake Utilities Corporation (“Chesapeake” or “the Company”) has made statements in this Form 10-K that are

considered to be forward-looking statements. These statements are not matters of historical fact. Sometimes they contain
words such as “believes,™

LINTH

expects,” “intends,

3} ¢

plans,” “will,” or “may,” and other similar words of a predictive natue.
These statements relate to matters such as customer growth, changes in revenues or margins, capital expenditures,
environmental remediation costs, regulatory approvals, market risks associated with the Company’s propane operations,
the competitive position of the Company and other matters. It is important to understand that these forward-looking
staiements are not guarantees, bul are subject to certain risks and uncertainties and other important factors that could

cause actual results to differ materially from those in the forward-looking statements. See Item 7 under the heading
“Management’s Discussion and Analysis — Cautionary Statement.”

As a public company, Chesapeake files annual, quarterly and other reports, as well as its annual proxy statement and
other information, with the Securities and Exchange Commission (“the SEC”). Chesapeake makes available, free of
charge, on its Internet website its Amual Report on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on
Form 8-K and amendments (o those reports, as soon as reasonably practicable after such reports are electronically filed

with or furnished to the SEC. The address of Chesapeake’s internet websile is www.chpk.com. The content of this
website is not part of this report.

Chesapeake has a Business Code of Etlucs and Conduct applicuble to all employees, officers and directors and a Code of
Eihics [or Financial Officers. Copies of the Business Code of Ethics and Conduct and the Financial Officer Code of
Ethics are available on our infernet website Chesapeake also adopled Corporate Governance Gudelines and Charters for
the Audit Commmttee, Compensation Commutiee, and Governance Conmmittee of the Board of Directors, each of which
satisfies the regulatory requirements established by the Securities and Exchange Commission and the New Y ork Stock
Exchange Each of these documents also is available on Chesapeake’s internet website or may be obtained by writing to:
Corporate Secretary; c/o Chesapeake Utilities Corporation; 909 Silver Lake Blvd.; Dover, DE 19904,

If Chesapeake makes any amendmeni to, or grants a waiver of, any provision of the Business Code of Ethics and Conduct
or the Financial Officer Code of Ethics applicable to its principal executive officer, principal financial officer, principal

accounting officer or controller, the amendment or warver will be disclosed within five business days on the internet
website,

{a) General Deveiopment of Business

Chesapeake 15 a diversified uulity company engaged directly or through subsidiaries m natural gas distribution and
transnussion, propane distribution and wholesale marketing, advanced mformation services, and other related businesses.

Chesapeake’s threc natural gas distribution divisions serve approxamately 47,600 residential, conrmercial and mdustrial
customers in central and southerm Delaware, Maryland’s Eastern Shore and parts of Florida. The Company’s natural gas
transmission subsidiary, Easiemn Shore Natural Gas Company (“Eastern Shore”), operates a 304-mile mterstate pipeline
system that transports gas from various points in Pennsylvama to the Company”s Delawgre and Maryland distribution
divisions, as well as to other utilities and ndustrial cusiomers in southern Pennsylvania, Delaware and on the Eastern
Shore of Maryland. The Company’s propane distribution operation serves approximately 34,900 customers in central and
southern Delaware, the Eastern Shore of both Maryland and Virginia and parts of Floiida. The advanced information

services segment provides domestic and international clients with information technology related business services and
solutions for both enterprise and e-business applications.

Chesapeake Utllities Corporation 1



During 2003, Chesapeake decided to exit the waler services busmess and sold the assets of six of the seven dealerships,
Chesapeake expects to sell the remaining water dealership during 2004,

{b} Financial information about industry Segments

Financial information by business segment is included in Item 7 under the heading “Notes to Consolidated Financial
Statements — Note D.”

{c) Narrative Description of Business
The Company is engaged in three primary business activities: natural gas distribution and transmission, propane

distribution and wholesale marketing and advanced information services. In addition to the primary groups, Chesapeake
has subsidiaries in other related businesses.

(i} (a) Natural Gas Distribution and Transmission

General

Chesapeake distributes natural gas to residential, commercial and industrial customers in central and southern
Delaware, the Salisbury and Cambridge, Maryland areas on Maryland’s Eastern Shore and parts of Florida. These
activities are conducted through three utility divisions, one division in Delaware, another in Maryland and a third
division in Florida. The Company also offers natural gas supply and supply management services i the state of
Florida under the name of Peninsula Encrgy Services Company {“PESCO”).

Delmwvare and Marviand Chesapeake’s Delaware and Maryland utility divisions serve an average of approximately
36,400 customers, of which approximately 36,200 are residential and commercial customers purchasing gas
primarily for heating purposes. The remainder are industrial customers. For the year 2003, residential and
conmmercial customers accounted for approximately 64% of the volume dehvered by the divisions and 70% ol the
divisions' revenue. The divisions’ industrial customers purchase gas, primarily on an interruptible basis, for a variety
of manufacturing, agricultural and other uses. Most of Chesapeake’s customer growth m these divisions comes from
new regidential construction usmg gas-heating equipment.

Florida The Florida divigion disiributes natural gas to approximately 11,100 residential and commercial and 90
industrial customers in Polk, Osceola, Hillsborough, Gadsden, Gilchrist, Union, Holmes, Jackson, Desoto, Suwamee.
and Citrus Counties. Currently the 90 industrial customers, which purchase and transport gas on a firm basis, account
for approximately 97% of the volume delivered by the Florida division and 64% of the revenues. These customers
are primanly engaged in the citrus and phosphate industries and in electric cogeneration. The Company”s Florida
division, thiough PESCO, provides natural gas supply management services to 250 customers,

Eastern Shore The Company’s wholly owned transmission subsidiary, Eastern Shore, owns and operates an
interstate natwal gas pipeline and provides open access trangportation services for affiliated and non-affibated
compantes through an integrated gas pipeline extending from southeastern Penmsylvania through Delaware (o ils
terminus on the Eastern Shore of Maryland. Eastern Shore also provides swing transportation service and contract

storage services. Eastern Shore’s rates and services are subject to regulation by the Federal Energy Regulatory
Commission (“FERC”).

Adequacy of Resources
General The Delaware and Maryland divisions have both firm and interruptible contracts with four interstate “open
access” pipelises including Eastern Shore. The divisions are directly interconnected with Eastern Shore and services
upstream of Eastern Shore are contracted with Transcontinental Gas Pipeline Corporation (“Transco™), Columbia
Gas Transmission Corporation (“Columbia”) and Columbia Gulf Transmission Company (“Gulf”). The divisions use
their firm transportation supply resources to meet a significant percentage of their projecied demand requirerments. In
order to meet the difference between firm supply and firm demand, the divisions purchase natural gas supp 1y on the
~ spot market from various suppliers. This gas is transported by the upstream pipelines and delivered to the divisions’

2 CHesapeake Utilities Corporation



interconnects with Eastern Shore. The divisions also have the capability to use propane-air peak-shaving to
supplernent or displace the spot market purchases. The Company believes that the availability of gas supply and
transportation to the Delaware and Maryland divisions is adequate under existing arrangements to meet the
anticipated needs of their customers.

Delaware. The Delaware division’s contracts with Transco include: (a) firm transportation capacity of 9,029
dekatherms (“D¢”) per day, which expires in 2005; (b) firm transportation capacity of 311 Dt per day for December
through February, expiring in 2006; (c) firm transportation capacity of 174 Dt per day, which expires in 2004 and

(d) firm storage service, providing a total capacity of 142,830 Dt, with provisions to confinue from year to year,
subject to six (6) months notice for termination.

The Delaware division’s contracts with Columbia include: () firm transportation capacity of 852 Dt per day, which
expires m 2014; (b) firm transportation capacity of 1,132 Dt per day, which expires m 2017; (c) firm transportation
capacity of 549 Dt per day, which expires in 2018, (d) firm transportation capacity of 899 per day, which expires in
2019; (e) firm storage service providing a peak day entitlement of 6,193 Dt and a total capacity 0f298,195 Dt, which
expires in 2014; (f) firm storage service, providing a peak day entitlement of 635 Dt and a total capacity of 57,139
D1, whuch expires in 2017, (g) firm storage service providing a peak day entitlement of 583 Dt and a total capacity of
52,460 Dt, which expires in 2018; and (h) firm storage service providing a pcak day entitlement of 583 Dt and a total
capacity of 52,460 Dt, which expires in 2019. Delaware’s contracts with Columbia for storage-related fransportation
provide quantities that are cquivalent to the peak day entitlement for the period of October through March and are
equivalent to fifty percent (50%) of the peak day entitlement for the period of April thiough September. The terms of
the storage-related transportation contracts mirror the storage services that they support.

The Delaware division’s contract with Gulf, which exprres in 2004, provides firm transportation capacity of 868 Dt
per day for the period November through March and 798 Dt per day for the period April through October.

The Delaware division’s contracts with Eastern Shore include: (a) firm transportation capacity of 34,587 Dt per day
for the period December through February, 33,365 Dt per day for the months of November, March and April, and
24,289 Dtper day for the period May through October, with various expiration dates rangmg from 2004 to 2017; (b)
firm storage capacity providing a peak day entitlement of 2,655 Dt and a total capacity of 131,370 Dt, which expires
m 2013, (¢) finm storage capacity providing a peak day entrilement of 580 Dt and 2 total capacity of 29,000 Dt,
which expires in 2013; (d) firm storage capacity providing a peak day cntitlement of 911 Dt and a total capacity of
5,708 Dt, which expires in 2006; and (e) firm storage capacity providing a peal: day entitlement of 230 Dt and a total
capacity of 11,700 Dt, which expires in 2004. The Delaware division’s firm transportation contracts with Eastern
Shore also include Eastern Shore’s provision of swing transportation service, This service includes: (a) firm
transportation capacity of }.846 Dt per day on Transco’s pipeline systeny, retained by Eastern Shore, in addition to
the Delaware division’s Transco capacily referenced earlier and (b) an unerruptible storage service that supports a
swing supply service provided by Transco.

The Delaware division currently has contracts for the purchase of firm natural gas supply with several suppliers.
These supply contracts provide the availability of a maximum firm daily entitlement of 21,700 Dt and the supphes
are tiansporied by Transco, Columbia, Gulf and Eastern Shore under firm transportation contracts. The gas purchase
contracts have various expiration dates and daily quantities may vary from day to day and month to month.

Marvignd. The Maryland division’s contracts with Transco include: (a) firm transportation capacity of 4,73 8 Dt per
day, which expires in 2005; (b) firm transportation capacity of 155 Dt per day for December through February,
expirmg in 2006; and (c) firm storage service providing a total capacity of 33,120 Dt, with provisions to continue
from year to year, subject to six months notice for termination.

Chesapeake Utilities Corporation 3



The Maryland division’s contracts with Columbia include: (a) firm transportation capacity of 442 Dt per day, which
expires in 2014; (b) firm transportation capacity of 908 Dt per day, which expires in 2017; (c) firm transportation
capacity of 350 Dt per day, which expires in 2018; (d) firm storage service providing a peak day entitlement 0f 3,142
Dt and a total capacity of 154,756 Dt, which expires in 2014; and (e) firm storage service providing a peak day
entitlement of 521 Dt and a total capacity of 46,881 Dt, which expires 1n 2017. The Maryland division’s contracts
with Columbia for storage-related transportation provide quantities that are equivalent to the peak day entitlement
for the period October through March and are equivalent to fifty percent (50%) of the peak day entitlement for the

period April through September. The terms of the storage-related transportation contracts mirror the storage services
that they support.

The Maryland division’s contract with Gulf, which expires in 2004, provides firm transportation capacity of 590 Dt
per day for the period November through March and 543 Dt per day for the period April through October.

The Maryland division’s contracts with Eastern Shore include: (a) firm transportation capacity of 13,678 Dt per day
for the period December through February, 12,954 Dt per day for the months of November, March and April, and
8,393 Dt per day for the period May through October, with various expiration dales ranging from 2004 to 2013; (b)
firm storage capacity providing a peak day entitlemnent of 1,428 Dt and a total capacity of 70,665 Dt, which'expires
m 2013; (¢) firm stotage capacity providing a peak day entitlement of 309 Dt and a fotal capacity of 15,500 Dt,
which expires in 2013: and (d) firm storage capacity providing a peak day entitlement of 569 Dt and a total capacity
of 3,560 Dit, which expires in 2006. The Maryland division’s {irm transportation contracts with Eastern Shore also
mclude Eastern Shore’s provision of swing transportation service. This service includes: (a) firm transportation
capacity of 969 Dt per day on Transco’s pipeline system, retained by Eastern Shore, in addition to the Maryland
division’s Transco capacity referenced carlier and (b) an mterruptible storage service that supparts a swing supply
service provided by Transco.

The Maryland division currently has contracts for the purchase of firm natural gas supply with several suppiiers.
These supply contracts provide the availability of a maxmmum firm daily entitlement of 7,600 Dt and the supplies are
transported by Transco, Columbia, Gulf and Eastern Shore under the Maryland division’s transportation contracts.

The gas purchase contracts have various expiration dates and daily quantities may vary fiom day to day and month to
month.

Florda. The Florida division receives transportation service from Florida Gas Transmission Company (“FGT™), a
major ntcrstate pipeline. Chesapeake has contracts with FGT for: (a) daily firm transportation capacity of 27,579 Dt
in November through April: 21,200 Dt mn May through September, and 27,416 Dt m October, which expires in 2010;
and (b) daily firm transportation capacity of 1,000 Dt daily, which expires m 2015.

The Flonda division also began recerving transportation scrvice from Guifstream Natural Gas System
(“Gulfstream”), beginning in June 2002. Chesapeake hus a contract with Gulfstream for daily firm transportation
capacity ol 10,000 Dt daily. The contract with Gulfstream expires May 31, 2022.

Eastern Shore Eastern Shore has 2,888 thousand cubic feet (“Mc{”) of firm hiansportation capacity under contract
with Transco, which expires in 2005. Eastemn Shore also has contracts with Transco for: (a) 5,406 Mcf of firm peak
day entitlements and total storage capacity 0 267,981 Mcf, which expires in 2013; and (b) 1,640 Mcfof firm peak
day entitlements and total storage capacity of 10,283 Mcf, which expires in 2006.

Eastern Shore also has firm storage service and firm storage transportation capacity under contract with Columbia.

These contracts, which expire in 2004, provide for 1,073 Mcf of firm peak day entitlement and total storage capacity
of 53,738 Mcf.

Chesapeake Utilities Corporation



Eastern Shore has retamed the fium transportation capacity and firm storage services described above in order to
provide swing transportation service and storage service to those custorners that requested such service.

Competition

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

Rates and Regulation

General Chesapeake’s natural gas distribution divisions are subject to regulation by the Delaware, Maryland and
Tlorida Public Service Commissions with respect to various aspects of the Company’s business, including the rates
for sales to all customers in cach respective jurisdiction. All of Chesapealke’s firm distzibution rates are subject to
purchased gas adjustment clauses, which match revenues with gas costs and normally allow eventual full recovery of

gas costs. Adjustments under these clauses require periodic filings and hearings with the relevant regulatory
authority, but do not require a general rate proceedng.

Eastern Shore is subject to regulation by the FERC as an interstate pipeline. The FERC regulates the provision of
service, terms and conditions of service, and the rates Eastern Shore can charge for its transportation and storage
services. In addition, the FERC regulates the rates Eastern Shore 1s charged for transportation and transmission line
capacity and services provided by Transco and Columbia.

Management monitors the achieved rate of return m each jurisdiction in order to ensure the tmely filing of rate
adjustment applications.

Regulatory Proceedings

Delaware, On August 2, 2001, the Delavare division filed a general rate increase application. Interim rates, subject
1o refund went into effect on October 1, 2001. The Delaware Public Service Comumussion approved a settlement
agreement for Phase I of the Rate Increase Application in April 2002. Phase [ resulied in an increase in rates of
approximately $380,000 per year. The Delaware Public Service Conmussion appioved a seftlement agreement
among the Company, the Commnussion staff and the Division of the Public Advocate for Phase Il of the Rate Incicase
Application in November 2002 Phase II resuited m an additional increase m rates of approximately $90,000 per
year. Phase II also reduced the Company’s sensitivity to warmer than normal weather by changing the ninimum

customer charge and the margin sharing arrangement for interruptible sales, off sysiem sales and capacity release
mcome.

Florida On November 19,2001, the Florida division filed a petition with the Florida Public Service Commission for
approval of certzin transportation cost recovery rates. The Flonida Public Service Commission approved the rates on
January 24, 2002, which provide for the recovery, over a two-year period, of the Florida division’s actual and
projected non-recurring expenses incurred in the implementation of the transportation provisions of the tariff as
approved m a November 2000 rate case. The Florida division filed a petition on February 4, 2004, to dispose of a
mmor under-recovery of the actual expenses mcwrred to implement the tariff provisions.

On November §, 2002, the Florida Public Service Commussion authorized a pilot program under which the Florida
division converted all remaining sales customers to transportation service and exited the gas merchant function.
Implementation of Phase One of the Transitional Transportation Service (“TTS") program was completed in

November 2002, and the Florida division is now actively providmg the adrmnistrative services as approved by the
FPSC.

On July 15, 2003, the FPSC approved a rate restructuring proposed by the Florida Division. The restructuring

created three new low volume rate classes, with customer charge levels that ensure that all customers receive benefits
from the TTS program.
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On January 4, 2004, the Florida Public Service Commission authorized the Florida division to refund the remaining

balance in its over-recovered purchased gas costs account, totaling $246,000, as a final step in its exit of the gas
merchant function,

Eastern Shore, On October 31, 2001, Eastern Shore filed a rate change with the FERC pursuant io the requirements
of the Stipulation and Agreement dated August 1, 1997. Following settlement conferences held in May 2002, the
parties reached a settlement in principle on or about May 23, 2002, to resolve all issues related to its rate case. The
Offer of Setilement and the Stipulation and Agreement were finalized and filed with the FERC on August 2, 2002,
The agresment provided for a reduction in rates of approximately $456,000 on an annual basis. On October 10,

2002, the FERCissued an Order approving the Offer of Settlement and the Stipulation and Agreement. Settlement
rates went mto effect on December 1, 2002,

On January 25, 2002, Eastern Shore filed an application before the FERC requesting authorization for the following;
(1) Segment 1 — constructzon and operation of 1.5 miles of 16-inch mainline looping in Pennsylvania on Eastern
Shore’s existing right-of-way; and (2) Segment 2 — construction and operation of 1.0 mile of 16-inch mainline
looping in Maryland and Delaware on, or adjacent to, Eastern Shore’s existing right-of-way, The purpose of the
construction was 1o enable Eastern Shore to provide 4,500 Dt of additional daily firm capacity on Eastern Shore’s
system. The expansion was completed and placed into service durmg the fourth quarter of 2002.

On April 1, 2003, Eastern Shore filed an application before the FERC requesting authorization for the followmg: (1)
Phase I —upgrade of Parkesburg M & R Station; (2) Phase I — construct and operate 2.7 miles of 16-inch nmainline
looping in Pennsylvania; and (3) Phase IIT — construct and operate 3.0 miles of 16-inch mainlme looping and a
pressure control station in Delaware, The purpose of this construchion is to enable Eastern Shore to provide
additional daily firm transportation capacity of 15,100 Dt on Eastern Shore’s system. Such increased capacity is to
be phased m over a three-year period commencing November 1, 2003. Phase { of this expansion was completed and
placed into service on November 1, 2003,

Durmg October 2002, Eastern Shore filed for recovery of gas supply realignment costs associated with the
implementation of FERC Order No 636, The costs totaled $196,000 (including interest). At that time, the FERC
would not review Eastern Shore’s filing, because the FERC washed to settle a related matier with another
transmmission company {irst. The other transmission company submitted a filing on December 5, 2003. The FERC has

not yet acted on the filing. Eastern Shore will resubnufits transition cost recovery filing immediately upon learning
of the FERC’s approval.

On December 10, 2003, Eastern Shore filed with the FERC revised tanuff sheets to implement revisions to 1ts Fuel
Retention and Cash Out provisions. These will be effective January 15, 2004. The proposed tariff revisions perimt
Eastern Shore to incorporate its Deferred Gas Requured for Operations amounts into the calculation of its annual
Fue] Retention percentage adjustment and to mmplement a surcharge, effective July 1 of each year, to recover cash-
out amounts. The FERC accepted Eastern Shore's revised tanff sheets on January 15, 2004, subject to certam
revisions to clarify the tarifl sheets. On January 30, 2004, Eastern Shore submitted the revised tariff sheets.

(i} (b) Propane Distribution and Wholesale Marketing
General

Chesapeake’s propane distribution group consists of (1) Sharp Energy, Inc. (“Sharp Erergy™), a wholly owned
subsidiary of Chesapeake, (2) Sharpgas, Inc. (“Sharpgas”), a wholly owned subsidiary of Sharp Energy, and (3) Tri-
County Gas Company, Inc. (“Tr-County™), a wholly owned subsidiary of Chesapeake. The propane wholesale
marketing group consists of Xeron, Inc. (“Xeron”), a wholly owned subsidiary of Chesapeake.
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Propane is a form of liquefied petroleum gas, which is typically extracted from natural gas or separated during the
crude oil refining process. Although propane is a gas at normal pressure, 1t is easily compressed into liquid form for
storage and transportation. Propane is a clean-burning fuel, gaining increased recognitron for its enviromwmental
superiority, safety, efficiency, transportability and ease of use relative to alternative forms of energy. Prepane 1s sold
primarily in suburban and rural areas, which are not served by natral gas pipelines. Demand is typically much
higher in the winter months and is significantly affected by seasonal variations, particularly the relative severity of
winter temperatures, because of its use in residential and commercial heating.

The Company’s propane distribution operations served approximately 34,900 propane customers on the Delmarva

Pemmsula and in Florda and delivered approxmmatety 24 million retail and wholesale gallons of propane during
2003.

In May 1998, Chesapeake acquired Xeron, a natural gas liquids trading company located in Houston, Texas. Xeron
markets propane to Jarge independent and petrochemical companies, resellers and southeastern retail propane
companies m the United States. Additional information on Xeron's trading and wholesale marketing activities,

market risks and the controls that limit and monitor the risks aie imcluded in Ttem 7 under the heading
“Management's Discussion and Analysis — Market Risk.”

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

Adequacy of Resources
The Company's propane distribution operations purchase propane primarily from suppliers, includmg major
domestic 01} companies and independent producers of gas hquids and oil. Supplies of propane from these and other

sources are readily available for purchase by the Company. Supply contracts generally mclude minimum (not subject
to take-or-pay prenmnums) and maximum purchase provisions.

The Company’s propane distribution operations use trucks and railroad cars to transport propane from refineries,
natural gas processing plants or pipeline terminals to the Company’s bulk storage facilities. From these facilities,

propane is delivered m portable cylinders or by “bobtail” trucks, owned and operated by the Company, to tanks
localed at the customer’s premises.

Keron does not own physical storage facilities or equipment to transport propane; however. it contracts for storage
and pipeline capacity to facilitate the sale of propane on a wholesale basis

Competition

See ciscussion on competition m Htem 7 under the heading “Management’s Discussion and Analysis —
Competition.”

Rates and Regulation

The Company’s propane distribution and wholesale marketing activities are not subject to any federal or state pricing
regulation, Transport operations are subject 1 regulations concerning the tiansportation of hazardous materials
promulgated under the Federal Motor Carrier Safety Act, which 1s administered by the United States Department of
Transportation and enforced by the various states in which such operations take place. Propane distribution

operations are also subject to state safety regulations relating to “hook-up” and placement of propane tanks.

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

(i} (c} Advanced information Services
General
Chesapeake’s advanced information services segment consists of BravePoint, Inc. (“BravePoint™), a wholly owned

subsidiary of the Company. The Company changed its name from United Systerns, Inc. in 2001 to reflect a change in
service offerings,

BravePoint, headquartered in Norcross, Georgia, provides domestic and international clients with information
technology related business services and solutions for both enterprise and e-business applications. -

Competition

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

(i} (d) Other Subsidiaries
Skipjack, Inc. (“Skipjack”™). Eastern Shore Real Estate, Inc. and Chesapeake Investment Company are wholly owred
subsidiaries of Chesapeake Service Company. Skipjack and Eastern Shore Real Estate, Inc. own and lease office

buildings in Delaware and Maryland to affihates of Chesapeake. Chesapeake Investment Company is a Delaware
affilinted inpvestment company.

Chesapealce conducted 1ts water conditioning and treatment and bottled water services busiess through separate

subsidiaries. The assets of all of the water busmesses except for Sharp Water of Florida, Inc were sold m 2003 and
the subsidianes are now inactive.

(fi} Seasonal Nature of Business
Revenues from the Company's residential and commercial natural gas sales and from its propane distribution
activities are affected by seasonal variations, since the majority of these sales are 1o customers using the faels for

heating purposes. Revenues from these customers are accordingly affected by the mildness or severity of the heating
Season.

(fif} Capital Budgef

A discussion of capital expenditures by business segment is included in Item 7 under the heading “Management
Discussion and Analysis -— Laquidity and Capital Resources.”

(ivi Employees
As of December 31, 2003, Chesapeake had 452 employees, including 197 in nawral gas, 140 in piopane, 71 m
advanced mformation services and 13 m water services. The 1emaining 31 employees are considered o eneral and

admmistrative and include officers of the Company, treasury, accounting, mformation technology, human resources
and other administrative personnel.

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

John R. Schimkaitis (age 56) Mr. Schintkaitis has served as the Chiel Executive Officer of Chesapeake sirzce 1999,
and as President since 1997, Mr. Schimkaitis has been employed by Chesapeake since 1984. His positions with the
Comipany prior to 1997 included Executive Vice President and Chief Operating Officer, Senior Vice President and

Chief Financial Officer, Vice President, Treasurer, Assistant Treasurer and Assistant Secretary of Chesapeake. He
has been a director since 1996,
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Michael P. McMasters {age 45) Mr. McMasters has served as Vice President and Chief Financial Officer of
Chesapeake since 1996. Mr. McMasters resumed his employment with Chesapeake in 1994. He previously served as
Treasurer, Vice President of Eastern Shore, Director of Accounting and Rates and Controller. Prior to rejoining
Chesapeake, Mr. McMasters was employed as Director of Operations Planning for Equitable Gas Company.

Stephen C. Thompson (age 43) Mr. Thompson has served as Vice President of the Natural Gas Operations as well as
Vice President of Chesapeake Utilities Corporation since 1997. Mr. Thompson has been employed by Chesapeake
since 1983, His positions with the Company prior to 1997 included President, Vice President, Director of Gas

Supply and Marketing, Superintendent of Eastern Shore and Regional Manager for the Florida Distribution
Operations.

William C. Bovles (age 46) Mr. Boyles has served as Vice President of Chesapeake since 1997 and as Corporate
Secretary of Chesapeake since 1998. Mr. Boyles has been employed by Chesapeake since 1988. He previously
served as Director of Administrative Services, Director of Accounting and Finance, Treasurer, Assistant Treasurer
and Treasury Department Manager. Prior to joining Chesapeake, he was employed as a Manager of Financial
Analysis al Equitable Bank of Delaware and Group Controller at Irving Trust Company of New York.

S. Robert Zola (age 52) Mr. Zola has served as President of Sharp Energy since he began his employment with

Chesapeake in 2002. Piior to joining Chesapeake, he was cmployed as a Northeast Regional Manager for Synergy
Gas, now Cornersione MLP in Pennsylvania.

ITEM 2. FROPERTIES

{a} General

The Company owns offices and operates facilities in the following Jocations: Pocomoke, Salisbury, Cambridge and
Princess Anne, Marvland, Dover, Seaford, Laurel and Georgetown, Delaware; and Winter Haven, Florida Chesapeake
rents office space m Dover and Ocean View, Delaware; Jupiter, Lecanto and Stuart, Flonda; Chincoteacue and Belle
Haven, Virginia; Easion, and Salisbury, Maryland; Houston, Texas; and Atlanta, Georgia. In general, the Company
believes that its properties are adequate for the uses for which they are employed. Capacity and utilization of the

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

{b) Natural Gas Distribution

Chesapeake owns over 754 miles of natural gas distribution mains (logether with related service lmes, meters and
regulators) located m 1ts Delaware and Maryland service arcas and 547 miles of natural gas distribution mains (and
related equuipment) in 1ts central Floiida service areas. Chesapeake also owns facilities 1 Delaware and Maiyland for

propane-air injection during periods of peak demand. Portions of the properties constituting Chesapeake’s distribution
system are encumbered pursuant to Chesapeake’s First Mortgage Bonds.

{c)} Naturai Gas Transmission

Eastern Shore owns and operates approximately 304 miles of transmission pipelines extending from supply interconnects
at Parkesburg. Pennsylvama; Daleville, Pennsylvamia and Hockessin. Delaware to approximately seventy-five delivery
pomts in southeastern Pennsylvania, Delaware and the eastern shore of Maryland. Eastern Shore also owns conipiessor

stations located m Daieville, Pennsylvama, Delaware City, Delaware and Bridgeville, Deldware. The compressor stations
are used to mcrease pressures as necessary to meet system demands

(d} Propane Distribution and Wholesale Marketing

The company’s Delmarva-based propane distribution operation owns bulk propane storage facilities with an aggregate
capacity of approximately 2.2 million gallons at 40 plant facilities in Delaware, Maryland and Virginia, located onreal
estate that is ejther owned or leased. The company’s Florida-based propane distribution operation owns three bulk
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propane storage facilities with a total capacity of 66,000 gallons. Xeron does not own physical storage facilities or
equipment to transport propane; however, it leases propane storage capacity and pipeline capacity.

(e} Water Services

The Company owns a facility in Salisbury, Maryland that is currently being rented to another party. The Company
miends to sell the facility during 2004,

ITEM 3. LEGAL PROCEEDINGS
(f) General

The Company and its subsidiaries are involved in various legal actions and claims arising in the normal course of
business. The Company is also involved in certain legal and administrative proceedings before various govermmental
agencies concerning rates. In the opinion of management, the uitimate disposition of these proceedings will not have a
material effect on the consolidated financial position of the Company.

{g) Envircnmental

The Company has participated in the investigation, assessment and remediation of three former gas manufacturing
plant sites located i different junisdictions The Company has accrued lisbilities for each of the Daver Gas Light,
Salisbury Town Gas Light and the Winter Haven Coal Gas sifes. The Cumpany is currently 1 discussions with the
Maryland Department of the Environment (“MDE") regarding a fourth site in Canibridge, Maryland.

Dover Gas Light Site

On January 15. 2004. the Company recerved a Certificate of Completion of Work from the United Staies Environmental
Protection Agency (“"EPA”) regarding the Dover Gas Light site. This concluded the remedial action obligation that
Chesapeake had related to this site. The Dover Gas Light Site 1s a former manufactured gas plant site located in Dover,
Delaware. In May 2001, the Company, General Public Utihties Corporation, Inc. (now FirstEnergy Corporation), the
State of Delaware, the United States Environmental Protection Agency (“USEPA”) and the United States Department of
Justice (“DOJ”) signed a settiement term sheet to setile complamts bronght by the Company and the United States in
1996 and 1997, respectively, with respect to the Dover Site. In October 2002, the final Consent Decrees were si goed and
delivered to the DOJ. The Consent Decrees were lodeed simultaneously with the United States District Court for the
District of Delaware and a notice soliciting public comment for a 30-day period was published in the Federal Register,

The public comment period ended April 30, 2003 with no public comments. The DOJ filed an Unopposed M otion for
Entry of Consent Decrees on June 26, 2003.

By Order dated July 18, 2003, the U.S. District Court for the District of Delaware entered final judgment appro ving and
entering the Consent Deciees resalving this htigation. The entry of the Consent Decrees triguered the parties” obhgations
to make the payments required by the settlement agreement withm thurty days Chesapeake received from other parties,
net settlement payments of $1.15 million. These proceeds will be passed on to the Company’s fim customers, in
accordance with the environmental rafe rider. Under the Consent Decrees. Chesapeake received a release froma liability
and covenant not to sue {rom the EPA and the State of Delaware. This relieves Chesapeake from hability for future
remediation at the site, unless previously unknown conditions are discovered at the site, or information previously
unknown to the EPA is received that indicates the remedial action related to the former manufactured gas plant is not
sufficiently protective. These contingencies are standard, and are required by the United States in all hability settlements.

At December 21, 2003, the Company had accrued §30,000 for costs associated with the Dover Gas Light site and had
recorded an associated regulatory asset for the same amount. Through December 31, 2003, the Company has incurred
approximately $9.6 million in costs relating to environmental testing and remedial action studies at the site.
Approximately $9.4 million has been recovered through December 2003 from other parties or through rates.
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Salisbury Town Gas Light Site

In coaperation with the MDE, the Company completed an assessment of the Salishury manufactured gas plant site, which
determmed that there was localized groimd-water contamination Durnmg 1996, the Company completed construction and
began Atr Sparging and Soil-Vapor Extraction remediation procedures. Chesapeake has been reporting the remediation
and momtormg results to the MDE on an ongoing basis since 1996. In February 2002, the MDE granted permission 10
permanently decommission the air-sparging/soil-vapor extraction system and to discontinue all on-site and off-site well
monitoring, except for one well that is being maintained for continued product monitoring and recovery. In November
2002, a letter was submitted to the MDE requesting No Further Action (“NFA™). In December 2002, the MDE
recorumended that the Company submit work plans to MDE and place deed restrictions on the property as conditions
prior to receiving an NFA. Once these items are completed, it is expected that MDE will issue an NFA. The Company
has completed the MDE recommended work plans and has executed the deed restrictions. During the third quarter of
2003 the Company submitted a revised request for the NFA. The MDE has not yet responded to the request.

The Company has adjusted the liability with respect to the Salisbury Town Gas Light site to $8,000 at December 31,
2003. This amount is based on the estimated costs to perform limited product monitoring and recovery efforts and fulfill

ongoing reporting requirements. A corresponding regulatory asset has beenrecorded, reflecting the Conipany’s belief that
costs incurred will be recoverable in base rates.

Thiough December 31, 2003, the Company has incuired appioximately $2 9 million for remedial actions and
environmental studies at the Salisbury Town Gas Light site. Of this amount, approximately $1.8 million has been

recovered through insurance proceeds or mrates. The Company expects to recover the remaining costs throughrates and
has established a regulatory asset for those costs.

Winter Haven Coal Gas Site

Chesapeake has been working with the Florida Department of Environmental Protection (“FDEP”) in assessing a coa) gas
site 1n Winter Haven, Florida. In May 1996, the Company filed an Air Sparging and Soil Vapor Extraction Pilot Study
Work Plan for the Winter Haven site with the FDEP. The Work Plan described the Company’s proposal to undertake an
A Sparging and So1l Vapor Extraction (“AS/SVE™) pilot study 1o evaluate the site. After discussions withthe FDEP, the
Company filed a modified AS/SVE Pilot Study Work Plan. the description of the scope of work lo complete the site
assessment activities and a1eport describing a lnmted sediment investigation performed in 1997. In December 1998, the
FDEP approved the AS/SVE P'ilot Study Woik Plan, which the Company completed during the third quarter of 1999. In
February 2001, the Company filed a remedial action plan (“RAP”) with the FDEP to address the contanunation of the
subsurface soil and ground-water in a portion of the site. The FDEP approved the RAP on May 4, 2001.

Constucton of the AS/SVE system was completed m the fourth quarter of 2002 and the system 15 now fully operational.
The Company has accrued a liability of $544,000 as of December 31. 2003 for the Florida site. Through Decewmiber 31,
2003, the Cornpany has meurred approxunately $1.3 mullion of envizommental costs associated with the Florida site. At

December 31. 2003 the Company had collected through rates $179,000 m excess of costs mcurred. A regulatory asset of
approsumately $335,000, representing the uncollected portion of the estimated clean-up costs. has also been recorded.

ITEM 4. SUBMISSION OF MATTERS TO AVOTE OF SECURITY HOLDERS

None
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ITEM 5. MARKET FOR THE REGISTRANT’S COMMON STOCK AND RELATED SECURITY HOLDER MATTERS

{(a) Common Stock Price Ranges, Common Stock Dividends and Shareholder Information:
The Company’s Common Stock is listed on the New York Stock Exchange under the symbol “CPK.” The high, low and

closing prices of Chesapeake’s Commuon Stock and dividends declared per share for each calendar quarter during the
years 2003 and 2002 were as follows:

Dividends
Declared
Quarter Ended High Low Close Per Share
2003
March 31 e $19.8400...................5318.4000 ................. $18.8000...................... $0.2750
JUNE 30 23.8400 ... 18,4500 . .o 22,6000l 0.2750
September 30 s e 24.4500.. i 204900 22.9200....eie ¢.2750
December 31 i v e, 26.7000......coeee 23,0200 L 26.0500................... 0.2750
2002
March 31 s s e e $19.8500 v, 188000, ... . o $19.2000. i, $0.2750
June 30 i e e 21,9900 i, 18.7500 .. 19.0100 i 0.2750
September 30 .o 19.8500 i 37239000 L 1RGO0 L 0.2750
December 31 L L e 1OTI00 L V165000 L Y8300 02750

Indentures to the long-ierm debt of the Company contain various restrictions. The mos{ stringent restrictons state that the
Company nwst maintain equity of at least 40 percent of total capitalization and the times interest earned ratio nwist be at
least 2.5, Additionally, under the terms of the Company’s Note Agreement for the 6.64 percent Senior Notes, the
Company cannot, unti] the retirement of the Senior Note, pay any dividends after October 31, 2002 which exceed the sum
of $10 million plus consolidated net income recognized afler January 1, 2003. As of December 31, 2003, the amount
available for future dividends under this covenant is $11.6 million.

Al December 31, 2003, there were approximately 2,069 shareholders of record of the Common Stock.
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ITEM 8. SELECTED FINANCIAL DATA

For the Years Ended December 31, ' 2003 2002 2001
Operating (in thousands of doHarg) &
Revenues
Natural gas distribution and transmission $110,247 $93,588 5107418
Propane 39,760 28,124 35,742
Advanced mmformations systems 12,578 12.764 14,104
Other and elimnatians (287) (333) (113)
Total revenues $162,298 $134,143 §157,151
Operatmg income
Natural gas distribulion and transmission $16.653 $14,973 $14,405
Propane 3,875 1,052 913
Advanced informations systems 692 343 517
Other and ehminations 359 237 ’ 386
Tatal operating income $21,579 $16,605 $16,221
Netincome fiom conlimuing operations $10.079 $7.535 §7.5341

Assets (1n thousands of doliars)

Gioss property. plant and equipment $234,919 $229,128 216,003
Net property. plant and eyuipment §167.872 $166,846 $icl014
Total assets " $221,165 $273.721 $222,229
Capital expenditures ® $11.822 $13.836 $26.293
Capitalization (in thousands of dollars)
Stoekholders' equity $72.939 $67.350 867,517
Long-term debt. net of current maturiues $69,416 $73.408 §48.409
Total capital $142 355 $140,758 $115,926
Current portion of long-term debt $3,665 $3,938 52,086
Short-term debt $3,515 $10.900 $42,100
Total capitalization and short-term financing $149,535 $155,396 $160.712

" The years 2002, 2001, 2000 and 1999 have been restated 1 order to reflect the Company's Delaware and Muaryland natural gas
divisions on the "accrual” rather than the "as bifled" revenuc 1cengnition method.

2 e years 1998, 1997, 1996, 1995 and 1994 have not been restated Lo 1eflect the "acernal” 1evenue tecogriinion methed duc to the
mimateriahty of the impact on the Company's financial results

® These amounts exclude the results of water services due 1o then 1eclassifcation to discontinued operancns.

“ The vears 2003, 2002 and 2001 reflect the results of adopung SFAS 143.

® 1994 has not been restated 1o include the busmess combmations with Tri-CountysGas Company, Inc.,

Tolan Water Service and Xeron, Inc.
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2000 1999 Y 1908 @ 1997 @ 1996 @ 1995 1944 @ ©)
$101,138 $75,637 $68,770 $88,108 590,044 $79,110 $71,781
31,780 25,199 23,377 28,614 36,727 26,806 20,770
12,390 13,531 10331 7786 7,230 8.862 8311
(131) (14 (15} (182) (243) (1,661) (2,290)
$145,177 $114,353 $102,463 $124,326 $133,758 $113,117 $98,572
$12,798 $10,388 $8,820 $9.240 $9,627 $10,812 $7,820
2,135 2,622 965 1.137 2,668 2,128 2,288
336 1,470 1,316 1.046 1.056 1,061 105
816 495 485 558 560 (34) (456)
$16,085 $14,975 $11,586 $11,081 $13,911 $13.967 $9,757
$7.665 $8.372 $5.329 $5.812 $7.764 $7.081 $4.460
$102,025 $172,068 $152,091 $144,251 $134,001 $120,746 $110,023
131,466 $117,663 $104,266 $99,879 $04,014 $85.055 $75.313
$211.664 $160,958 $143.,029 $145.719 $155,786 $130,998 $108.271
§22.057 $21.365 $12,516 $13.471 $15.399 $12,887 $10.653
364,669 $60,714 £56.356 $53.656 $50,700 $45,587 $37,063
$50.921 $33.777 $37.597 $38.226 $28.084 $31,619 $24,329
$115.590 $94,491 593,953 $91,882 $79,684 $77.206 $61,392
2,665 $2,665 $520 $1,051 $3,526 $1,787 §1,348
$25.400 $23,000 $11.600 $7.600 $12.735 $5.400 $8.000
$143,655 $120.156 $106,073 $100,533 $05,945 $84,393 $70,740
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ITEM 6. SELECTED FINANCIAL DATA

For the Years Ended December 31, 2003 2002 " 2001 ¢
Common Stock Data and Ratios
Basic earnings per share from continuing operations ® 31.80 $1.37 $1.37
Return on average equity from cantimuimg operations @ 14.4% 11.2% 11.1%
Common equity / total capifal 51.2% 47.8% 58.2%
Common equity / total capital and short-term financing 48.8% 43.3% 42.0%
Book value per share §12.89 $12.16 $12.45
Market price:
High $26.700 $21.990 $19.900
Low $18.400 $16.500 $17.375
Close $26.050 $18.300 $19.800
Average number of shares outstanding 5,610,592 5,489,424 5,367,433
Shares outstanding end of year 5,660,594 5,537.710 5,424,962
Registered common shareholders 2,069 2,130 2,171
Cash dividends declared per share $1.10 51.10 8110
Dividend yield (annuahzed) 4.2% 6.0% 5.0%
Payoul ratio fiom contiumg operations @ 61.1% 80.3% 80.3%
Additional Data
Customers R
Natural gas distnbution and transmission 47,649 45,133 42,741
Propane distiibution 34,804 34,566 35,530
Volumes
Natuwial gas deliveries (in MMCF) 27,821 27,935 27,264
Propane distribution (m (housands of gallons) 25,147 21,185 23,080
Hening degrece-days (Delmarva Peninsula) 4715 4,161 4,368
Propanc butk storage capacity (in thousands of gallons) 2,195 2,151 1,958
Total emiployees 439 455 458

U The years 2002, 2607. 2000 and 1999 have been restated 1 order 10 1efiect the Company's Delaware and M aryland natutal gas
divisions on the "accrual” rather than the “as bylled" revenue recognition method.

@ The vears 1998, 1997, 1996. 1995 and 1994 have not been restated 1o reflect the “accrual® revenue recognition method due lo the
immatenahty of the impact on the Company's financial results

& These amounts exclude the results of water services due to (heir 1eclassification to discontmued operations.

“) 1994 has not been 1estated to include the business combmations with Tn-County Gas Company, Inc.,
Tolan Water Service and Xeron, Inc.
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2000 1g9g 1998 @ 1997 @ 1998 @ 1985 @ 1994 2114
$1.46 $163 $1.05 $1.17 $1.58 $1.59 $1.23
12.2% 14.3% 9.7% 11.3% 16.2% 18.6% 12 4%
53,0% 64.3% 60.0% 58.4% $3.6% 59.0% 60.4%
45.0% 50.5% 53.1% 53.4% 52.8% 54.0% 52.4%

$12.21 $11.71 $11 06 $10.72 $10.26 $9.38 $10.15
$18.875 $19.813 $20 500 $21.750 $18.000 $15.500 $15.250
$16.250 $14.875 $16.500 $16.250 $15.125 $12.250 $12.375
$18.625 $18.375 $18.313 $20.500 $16.875 $14.625 $12.750
5,249,439 5,144,449 5,060.328 4,972,086 4,912,136 4,836.430 3,628,056
5,297 443 5,186.546 5,005,788 5.004.078 4.939.515 4.860,588 3.653,182
2,166 2.212 2271 2,178 2213 2,098 1,721

.- $1.07 $1 03 $1.00 $0.97 $0 93 $0.90 $0 88
5.8% 5 7% 5.5% 4.7% 5 5% 6.2% 6 9%
73 3% 63 2% 95.2% 82.9% 58 9% 56 6% 71 5%
40,854 39,029 37.128 35,797 14,713 33,530 32,346
35.563 35.267 34,113 33,123 31,961 31,115 22,180
30,830 27,383 21.400 23,297 24,835 29260 22,728
28,469 27,788 25.979 26,682 29,975 26,184 18,395
4,730 4,082 31,704 4,430 4,717 4594 4,308
1,928 1,926 1,800 1,866 1,860 1.818 1,230

47 406 431 397 318 335 320
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Management's Discussion and Analysis

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

Business Description

Chesapeake Utilities Corporation (“Chesapeake™ or “the Company”) is a diversified utility cornpany engaged in

natural gas diswibution and transmission, propane distribution and wholesale marketing, advanced information
services and other related businesses.

Liguidity and Capital Resources

Chesapeake’s capita] requirements reflect the capital-intensive nature of its business and are principally attributable
to the construction program and the retirement of outstanding debt. The Company relies on cash generated from
operations and short-term borrowing {o meet nornmal working capital requirements and temporarily to finance capital
expenditures. During 2003, net cash provided by operating activities was $22.0 milljon, cash used by investing
activities was $5.9 million and cash used by financing activities was $15.5 million. Cash provided by operating
activities declined by $2.4 million from 2002 to 2003, as higher income in 2003 was more than offset by changes in
working capital items. Cash provided by operating activities increased by $8.9 millien from 2001 to 2002, as

mereases in current liabilities and non-cash charges related to goodwill impairment more than offset a decline in
income,

The Company completed a private placement of $30.0 million of long-term debt on October 31, 2002, The debt bas
a fixed interest vate of 6.64 percent and 15 due October 31, 2017 The funds were used to repay short-term boriowing,

As of December 31, 2003, the Board of Directors has authorized the Company to borrow up to $35.0 million of
short-tertn debt from various banks and trust companies. On December 31, 2003, Chesapeake had five unsecured
bank lines of credit with three financial mstututions, totalme $65.0 million, for short-term cash needs to meet
seasonal working caprtal requirements and temporarily to fund portions of its capital expenditares Two of the bank
lines, totaling $15 0 miltion, are comumitted. The other three lines are subject to the banks’ availability of funds. Prior
to the issuance of the $30.0 million long-term debt on October 31, 2002, the Board had authonized the Company ©
borrow up to §55.0 million of short-term debt. The outstandmg balances of short-term borrowmg at December 31,
2003 and 2002 were $3.5 million and $10.9 milhon, respectively. In 2003 and 2002, Chesapeake used funds
provided by operations to fund net imvesting and financing activities.

During 2003, 2002 and 2001, net cash used for investing activities totaled approximately $5.9, $14.1 and $29.2
million, respectively Cash used by mvesting activities was down m 2003 compared to 2002, due 1o the cormbination
of reduced capital expenditures and cash provided by the sales of the water businesses and recoveries of
environmental costs. 2003 additions to property, plant and equipment totaled $11.8 million and were primarily for
natural gas distribution ($7.5 million), propane distribution ($2.0 million) and natural gas transmission ($1.8
million). The property, plant and equipment expenditures for 2002 were primarily for natural gas distribution ($8.1
nmullion) and natural gas transmission ($4,0 nullion). In both 2003 and 2002, natural gas distribution utilized funds to
improve facilities and expand facilities to serve new customers. Natural gas transnussion spending related primarily
to expanding its gystem. Capital expenditures in 2001 were high primarily as a result of Eastern Shore Natural Gas
expenditures, totaling $16.0 nullion, related to a system expansion. Natural gas distribution also spent approximately
$7.2 nulhon in 2001 for expansion of facilities to serve new customers and for improvements of facilities. Tlhe
mcrease 1 mtangibles shown on the cash flow statement was related to acquisitions of waler companies.

Chesapeake has budgeted $20.9 million for capital expenditures during 2004. This amount includes $15.8 niillion for
natural gas distribution and transmission, $4.1 million for propane distribution and marketing, $285,000 for
advanced information services and $614,000 for other operations. The natural gas distribution and transmission
expenditures are for expansion and improvement of facilities. The propane expenditures are to support customer
growth and for the replacement of equipment. The advanced information scivices expenditures are for computer
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hardware, software and related equipment. The other category includes general plant, computer software and
hardware. Fmancing for the 2004 capital expenditure program is expected 1o be provided from short-term borrowing
and cash provided by operating activities. The capital expenditure program is subject to continuous review and
modification. Actual capital requirements may vary from the above estimates due to a number of factors, including
acquisition opportunities, changing economic conditions, customer growth in existing areas, regulation, new growth
opportunities and availability of capital,

Chesapeake expects to incur approximately §170,000 in 2004 and $250,000 in 2005 for environmental-related
expenditures. Addiional expenditures may be required in future years (see Note N to the Consolidated Financial
Statcments). Management does not expect financing of future environmental-related expenditures to have a material
adverse effect on the financial position or capital resources of the Company.

Capital Structure

As of December 31, 2003, common equity represented 51.2 percent of total capitalization, compared to 47.8 percent
in 2002. Including short-term borrowing and the current portion of long-term debt, the equity component of the
Company’s capitalization would have been 48.8 percent and 43.3 percent, respectively. Chesapeake remains
committed to maintaining a sound capital structure and strong credit ratings to provide the financial flexibility
needed to access the capital markets when required. This commitment, along with adeguate and timely rate relief for
the Company’s regulated operations, is mtended to ensure that Chesapeake will be able to attract capital from outside
sotrces at a reasonable cost. The Company believes that the achievement of these objectives will provide benefits to

cusiomers and creditors, as well as to the Company’s invesiors.
Financing Activities
On October 31, 2002, Chesapeake completed a private placement of $30.0 nullion of 6 64 percent Senior Notes due

October 31, 2017 The Company used the proceeds to repay shoit-term debt.

In May 2001, Chesapeake issued a note payable of $300,000 at 8.5 percent, due April 6, 2006, in conjunction with a
real estate purchase. This note was repaid in full on Tanuary 6, 2003,

Chesapealse issued common stock 1 commection with 1ts Automatic Dividend Reinvestment and Stock Purchase Plan
m the amounts of 51,125 shares in 2003, 49,782 shares m 2002 and 43,101 shares mm 2001, Chesapeake also issued

shares of common stock totaling 43,245, 52,740 and 54,921 m 2003, 2002 and 2001, respectively, for matching
contributions for the Retirement Savings Plan.

Chesapeake repaid approsmately $4.3 million and $3.8 million of long-term debt in 2003 and 2002. 1espectively.
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Management’s Discussion and Analysis

Contractual Obligations

We have the followng contractual obligations and other conunercial commitments as of December 31, 2003:

Payments Due by Period
Less than More than
Contractual Obligations 1 year 1 -3 years 3 - 5 years 5 years Total
Long-term debt $3,665,091 $7,818.182 | $15272.728 |  $45,752,636 |  $72,508,637
Operating leases 870,914 1,223.288 387,242 199,200 2,680,644
Purchase obligations ®
Transmission capacity 8.501,240 14,714,426 12,075,525 36,744,851 72,036,042
Storage — Naturaj Gas 1,562,022 2,825,202 2,752,481 8,395,586 15,535.291
Commodities 13,259,717 - - - 13,259,717
Forward contracts — Propane ¥ 6,618,046 - . . 6,618,046
Unfunded benefits © 179,000 372,000 322,000 1,965,000 2,838,000
Funded benefits 43,000 86,000 86,000 1,160,000 1,375,000
Total Contractual Obligations $34.699,030 $27,039,098 $30,895,876 |  $94,217,273 | $186.851,377

™ Principal payments on long-term debt, see See Note J, "Long-Term Debt,™ in the Notes to the Consolidated Financial Statements for

addittonal discussion of this iem.
2

4

4

Analysis fo1 Turther mformation.
5

Sec Note K, "Lease Qbhgations," 1 the Notes to the Consohdated Financial Statements for additiona! dhscugsion of this riem

The Company has aleo entered into forward sale contracts of $7,356,527, see "Market Risk” of the Management Discussion and

See Note O, "Othar Commntments and Contingencies.” i the Notes to the Consolidated Financial Statements foi further information

The Company has reem ded long-term habilities of §2 8 nullion at December 31, 2003 for unfunded pest-rememens benefit plans The

schedule ol cash outflows above 15 based on capected payments to cunent retirees and assumes a 1etirement age of 65 for cun ently

active employees Theie ate many factors that would cause actual payments to differ fiom these amounts, meluding emly tetnement,

[utwre health care costs that differ fiom past expenience and 1ates of 1eturn imphcit in caleulations.

{6

The Company has recorded long-term lhubilihies of §1 4 mnlhion at December 31, 2003 {or funded benefits, Of this total, 387,000 has

been funded using a Rabbi Trust and an asset 1 the same amount 15 recorded n the Invesiments caption on the Balance Sheet. The

othes bajance, $988.000 1epresents a liabilty for a defined benefit pension plan. The plan was closed to rew participants on January 1,

1999 and participants m the plan on that date weie give the option to leave the plan See Note L, "Employee Benefit Plans,” i the Notes

to the Consolidated Financial Statements for further information on the plan, Since the plan modification, no additional funding has been

1equired from the Company and none is expected for the neat five years. based on factors m effect at December 31, 2003 However,

this 1s subject Lo change based on the actual 1eturn earned by the plan assets and other acluatia) assumptions, such as the discount rate,

Tong-term expected rate of seturn on plan assets and expected pay rate increases.

Off-Balance Sheet Arrangements

The Company has issued corporate guarantees to certain vendoers of its propane wholesale marketing subsidiary. The
corporate guarantees provide for the payment of propane purchases by the subsidiary, in the case of the subsidiary’s

default. The guarantees at December 31, 2003. totaled $4.5 million and expire on various dates in 2004,

The Company has issucd a letter of credit to 1ts mam insurance company for $694,000, which expires June 1. 2004.

20
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Results of Operations

Net mcome from continuing operations for 2003 was $10.1 million compared to restated nst income of $7.5 million
for 2002 and $7.3 nullion for 2001 Net income for 2003 was $9.3 million or $1.66 per share compared to restated
net income of $3.7 million and $6.7 million in 2002 and 2001, respectively, and restated earnings per share of $0.68
and $1.25 in 2002 and 2001, respectively. During 2003, Chesapeake decided to exit the water services business and,
at Decemnber 31, 2003, had sold the assets of six of seven dealerships. The results of water services have been
reclassified 1o discontinued operations, Discontinued operations experienced losses of $0.14, $0.34 and $0.12 per
share for 2003, 2002 and 2001, respectively. Chesapeake adopted Statement of Financial Accounting Standards No.
142 “Goodwill and Other Intangible Assets” in 2002, This resulted in a non-cash charge of $0.35 per share for
goodwill impairment recorded as the cumulative effect of a change in accounting principle,

The Company has restated its 2002 and 2001 financial statements in order to reflect the results of its Delaware and
Maryland natural gas divisions on the “accrual” rather than the “as billed” revenue recognition methed. This change
had an insignificant effect on the Company’s annual results for the last three years. Under the “as billed” method,
revenues from customer sales are not recognized until the meter is read and the amount of gas actually used is billed.
Under the “accrual” method, at the end of each period, the amount of gas used is estimated and is recognized as
revemie. The Company’s Florida division has historically used the “accrual” method in accordance with Florida
Public Service Commission (“PSC”) requirements. The Delaware and Maryland divisions have historically used the
“as billed” method to recognize revenues consistent with the rate-setting processes in those states. In order to
consistently apply the "accrual” method, the Company met separately with the staffs of the Delaware and Maryland
Public Service Commussions to delernune the regulatory mpact of the change. Huving determined that there is hittle
to no impact, the Company has conformed the revenue recognition methed used m 1ts Delaware and Maryland
divisions to the method used by 1ts Florida division. In o1der to provide comparable mformation, the Company has
restated 1ts 2002 and 2001 fiancial statements to reflect the “accrual” revenue recognition method. As a result of the
restatement, retamed earnings of the Company as of January 1, 2001 has increased by $697,000 compared to
previously reported amounts. The change had no impact on basic eamings per share. There is no impact on fully

diluted carnings per share in 2002 and a $0.01 decrease in 2001. See Note A to the Consolidated Financial
Statements for further mformation on this change.

Net Income & Basic Earnings Per Share Summary

20
For the Years Ended December 31, 2003 02 Increase 2002 2001 Increase

Restated [decrease) Restated Restated (decrease)

Nel lncome ¥

Conunuing operations $10.080 $7,535 $2,545 §7.535 57,341 5104

Dhscontmued operations (788) (1,898) 1110 (1.898) (049) (1.249)

Change wm accounting principle - (1.916) 1,916 (1,916) - (1,916)
Total Net Income $9.292 $3.721 $5.571 $3.721 50,692 (52,971
Earnings Per Share

Continuing operations $0.80 $1.37 043 $137 $137 %0 00

Discontmued vperations (¢.14) (0 34) 0.20 (034) {012) ©.22)

Change m accountmg principle - (0 35) 035 (025) - (0.35)
Total Earmimgs Per Share $1.66 $0 68 3008 §0 68 $1 25 (S0 57)

t Dollars i thousands.

Improvement in Chesapeake’s overall results is primarily related to strong customer growth and colder weather,
which led to increased contributions from the Company’s Delmarva natural gas and propane distribution operations.
The Delmarva natural gas operations experienced an increase of 6.4 percent in residential customers. Weather,
measured m heating degree-days, was 13 percent colder than 2002. The Florida natural gas operations, propane
wholesale marketing operation and the advanced information services segment also improved operating income
compared to 2002. However, decreases 1n operating income for the natural gas transmission operation and the
Flerida propane distribution operation partially offset those improvements.
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Management’s Discussion and Analysis

Operating Income Summary {in thousands)

2002 Increase 2002 2001 Increase

For the Years Ended December 31, 2003 Restated (decrease) Restated Restated (decrease)

Business Segment:

Natural gas distribution & transimssion $16,653 $14,973 $1,680 $14,973 $14,405 3568
Propane 3,875 1,052 2,823 1,052 913 139
Advanced mlormation services 692 343 349 343 517 (174)
Other & ehmmations 359 237 122 237 386 (149)
Total Operating Income 521,579 $16,603 $4,974 $16,605 516,221 $384

During 2002, operating income mcreased over 2001 levels for the natural gas and propane segments, despite
temperatures in the Delmarva region that were 5 percent warmer than both the 10-year average and 2001, Those
increases were partially offset by declines in the advanced information services and other segments, The advanced
information services segment was adversely affected by a slowdown 1n the information technology services sector.

The following discussions of segment results include use of the term “gross margin.” Gross margin
is determined by deducting the cost of sales fiom operating revenue. Cost of sales includes the
purchased gas cost for natural gas and propane and the cost of labor spent on direct yevenue-
producing activities for advanced mformation services. This should not be considered an
alterpative {0 operating income or net income. which are deterrined in accordance with generally
accepted accounting principles ("GAAP”) Chesapeake believes that gross margin, although a non-
GAAP measure, 15 uselul and meanmgful to mvestors because it provides them with valuable
mformation that demonstrates the profitability achieved by the Company under its aliowed rates
for regulated operations and under its competitive pricing structure for non-regulated segments, as
another crifera in making mvestment decisions, Chesapeake’s management uses pross margin in
measurtng cenain performance goals and has historically analvzed and reported gross margin
mformation publicly. Other companies may calculate gross margin in a different manner,

Natural Gas Distribution and Transmission
The natural gas distribution and transmussion segment earned operating income of $16.7 million for 2003 conapared to
restated operating mcome of $15.0 million for the corresponding petiod last year, an increase of $1.7 million.

Natural Gas Distribution and Transmission (in thousands)

2002 Increase 2002 2001 Increase
he Years Ended December 31, 2003

For the Years Restated (decrease) Restated Restated (decrease)
Revenue $110.247 $93,588 $16,659 $93,588 $107,418 ($13,830)
Cost of gas 65,434 52,735 12,099 52,735 70,112 (17.377)
(Gross Muigin 44,813 40,853 3.960 40,853 37,306 3,547
Operations & mamtcnance 19,954 18,047 1.907 18,047 15,980 2.067
Depreciation & amoibzauon 5,188 5,050 138 5,050 4,389 061
Other taxes 3.018 2,783 235 2,783 2.532 251
Operating expenses 28.160 25,680 2,280 25.880 22,901 2,979
Total Operating Income $16,053 $14.973 $1.680 $14,972 $14.405 %568

Revenue and cost of gas increased in 2003 compared to 2002 and decreased in 2002 compared to 2001, due
primarily to changes in natura] gas commodity costs. Commodity cost changes are passed on to the ratepayers
through a gas cost recovery or purchased gas cost adjustment in all jurisdictions; therefore, they have no imp act on
the Company’s profitability. Revenue and cost of gas were also affected by the unbundling of services that took
effect in 2001 for all nonresidential customers of the Florida division and in November 2002 for residential
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customers. As a result, all Florida customers have switched from sales service, where they purchased both the
commodity and transportation service {rom the Company, to purchasing transportation service only.

Gross margins for the Delaware and Maryland distribution divisions increased $2.7 million in 2003 over 2002.
Temperatures in 2003 were 13 percent colder than 2002 (554 heating degree-days) and 7 percent colder than the 10-
year average (306 heating degree-days). The Company estimates that, on an annual basis, for each heating degree-
day variance from the 10-year average, gross margins change by $1,680. An increase in the average number of
customers also contributed to the increase. Delaware and Maryland experienced an increase of 1,923 n the average
number of residential customers, or 6.4 percent, in 2003 compared to the same period in 2002. The Company
estimates that each residential customer added contributes $360 annually to gross margin and requires an additional
cost of $100 for operations and maintenance expenses. Also contributing to the increased margins were rate
increases in Delaware that were effective in December 2002 and volumetric increases for existing customers.

Gross margin for the Florida distribution operations increased $1.2 million, due to the implementation of transportation
services for residential customers and customer additions. Residental customer growth reached 4.4 percent in Florida, an
increase of 434 customers. Agreements with two new industrial customers also helped increase margins.

Margms for the transmission operation mereased by $219,000 m 2003 compared to 2002. An increase 1
mierruptible transportation margims and volume added through a system expansion completed in November 2002
were partially offset by a rate reduction that was effective December 2002, The 1ate agreement is more fally
discussed in the section below captioned “Regulatory Matters.”

The natural gas margin increases were partially offset by higher operating expenses, primarily operations and

mamtenance expenses and other taxes that relate to the mcreased volumes and earnings and pension and employee
costs.

The natural gas distribution and transrmssion segment mcreased operating income to $15,0 million for 2002
compared 1o restated operating mcome of $14.4 nullion for 2001, an increase of $568,000. Restated gross margm
increased $3.5 nullion over the same period in 2001 due fo increases in the maigins for the transmussion operation
and the Delaware and Florida distribution operations. Transmission margis were up due to the completion of a
major system expansion in November of 2001. This system expansion mcreased margins by approximately $2.2
million per year. Margins in Delaware and Maryland were adversely impacted by temperatures that were 4.7 percent
warmer (207 heating degree-days) than 2001 and 5.2 percent (232 heating degree-days) warmer than the 10-year
average. This decline was more than offset by residential customer growth of 1,838, or 6.5 percent, and a rate
merease in Delaware. The margin mereases were partially offset by higher operating expenses, primarily
adpunistrative and general and depieciation The increase in depreciation reflects completion of recent capital
projects that increased the transnussion capacity and various expansion projects i Florida.
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Propane
The propane segment experienced an increase in operating income of $2.8 million, or 268 percent over 2002. Gross
margin increased $3.1 million, with an increase of only $230,000 in operating expenses.

Propane (in thousands)

For the Years Ended December 31, 2003 20027 [norease o0 papy  nerease
{decrease) (decrease)
Revenue $38,760 528,124 $11,636 $28,124 $35,742 ($7,618)
Cost of sales 22.256 13,673 8,583 13,673 21,168 (7.495)
Gross Margin 17,504 14,451 3,053 14,451 14,574 (123)
Operations & maintenance 11,290 11,053 237 11,053 11,459 {400)
Deprecation & amortization 1,506 1,603 97) 1,603 1,465 138
Other taxes 833 743 20 743 737 6
Operating expenses 13,629 13,399 230 13,399 13,061 (262)
Total Operating income 33,875 $1,052 $2,823 51,052 $913 5139

The increases in revenues and cost of sales in 2003 compared to 2002 were caused both by increases in volumes and
by increases in the commodity costs of propane. Conmmodity costs changes are generally passed on to the customer,
subject to competitive market conditions. The margin increase for the propane segment was due primanly to an
imcrease of $2.9 million for the Delmarva distribution operations. Volumes sold in 2003 increased 3.3 million
gallons or 15 pereent. Temperatures in 2003 were 13 percent colder than 2002 (554 heating degree-days) and 7
percent colder than the 10-year average (306 heaung degree-days). The Company estimates that on an annual basis,
for each heating degree-day vanance from the 10-year average, margins change by $1,670. Additionally, the margin
per retail gallon improved by $0.0374 in 2003 compared to 2002. The margin increase was partially offsct by
mcreased operaling expenses, primarily related to the higher volumes, such as delivery costs, and incentive
compensation costs associated with higher income. The Florida propune distribution operations experienced an

increase m margins of $102,000 in 2003; however, the margins included $192,000 related to a non-recurring service
project.

The Company’s propane wholesale marketing operation experienced an increase in margins of $51,000 and a
decrease ol $148,000 in operating expenses, leading to an improvement of $199,000 in operating income. Wholesale
price volatility created trading oppoitunities during some portions of the year; however, these were partially offset by
reduced trading activities particularly during the third quarter. Cost savings, primarily reduced taxes on propane
inventory, have also helped o improve operating income for the period.

Operating 1ncome for the propane segment increased from $913,000 i1 2001 to $1.1 million in 2002. Reductions in
operating expenses of $262,000 more than offset a decrease of $123,000 in gross margin. Propane revenues and
costs were lowes by §7.6 mullion and §7.5 million, respectively, due to 2 drop in propane commodity prices and
volume decreases. Both mcreases and decreases in commodity costs, are generally passed on to the diswibution
customers subject to competilive market conditions.

Propane wholesale marketing margins dechined by $1.1 million m 2002 compared to 2001 and were partially offset
by a reduction of 258,000 in operating expenses. The 2001 results reflected increased opportunities due to the
extreme price volatility m the propane wholesale market. The same level of price fluctuations was not experienced 1n
2002. Additionally, there was a decrease m the number of surtable trading partners due to a decision by some
companics to exit eneigy trading activilies and the decreased credit-worthiness of other parties. The 2002 results
reflected mereased maigins of approximately $650,000 that resulted from a bankrupt vendor defaulting on suapply

confracts during the first quarter of 2002. The supply was replaced by purchasing from different vendors at a lower
cost than the original contract.
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The Delmarva distribution operations experienced an increase of $624,000 in gross margin in 2002. Although
volumes sold were down 8 percent, higher margins per galion and stable wholesale propane prices resulted in
mcreagsed margin dollars. Volumes were negatively impacted by temperatures that were 4.7 percent warmer than
2001 (207 heating degree-days) and 5.2 percent warmer than the 10-year average (232 heating degree-days),
increased competition and lower volume sales to the poultry industry. Operating expenses decreased by $249,000
resulting from cost containment efforts that began in April 2001 and remain in effect. These efforts have reduced
customer accounting, sales and marketing costs, Other costs, such as delivery expenses, decreased due to the lower
volumes sold. The operating income of the Florida propane operation increased by $195,000 in 2002, Margins
increased $441,000, but were partially offset by an increase of $246,000 in operating expenses.

Advanced Information Services

The advanced information services segment provides domestic and mternational clients with information technology
related business services and solutions for both enterprise and e-business applications. The advanced mformation
services business earned operating income of $692,000 in 2003 compared to $343,000 in 2002.

Advanced Information Services {in thousands)

For the Years Ended December 31, 2003 pgp2  Merease 0o agpq Inerease
(decrease) {decrease)
Revenue $12.578 §12,704 $180)  $12,764 314,104 (§1,340)
Cost of sules 7018 0,700 318 6,700 7.385 (G85)
Gross Margn 5,560 6,064 (504) 6,064 6,719 (635)
Operatrons & maintenance 4,196 4,040 (744) 4,040 5,361 421)
Depreciation & amortization 191 208 a7 208 256 (48)
Other taxes 481 573 (92) 573 585 {12)
Operating expenses 4,868 5,721 (853) 5,721 6,202 (481)
Total Operating Income 5692 53413 $349 §243 $517 ($174)

Revenues continued to dechine m 2003 however, at a rale that was less than 2002 The revenue decline was more

than offset by 1educed operating costs, primarily payroll and benefits. A non-recurrmg sale of software contributed
$302,000 to operating income in 2003,

During 2002, this segment was adversely affected by the nation's econoniic slowdown as discretionary consultin
) g Yy

projects were postponed or cancelled. Lower revenues in 2002 were partially offset by reductions in the cost of sales
and in operating cxpenses, principally sales and maiketing.
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Other Operations and Eliminations
The other operations segment consists of subsidiaries that own real estate leased to other Chesapeake subsidiaries.
Eliminations are entries required to eliminate activities between business segments from the consolidated results.

Other Operations & Eliminations {in thousands)

In

For the Years Ended December 31, 2003 2002 CrEASE 2002 appr  Inerease

(decrease) {decrease)
Revenue $702 §7117 (515) 8717 $783 (566)
Cast of sales - ~ - - - -
Gross Margin 702 "7 {15) 17 783 (60)
Operations & mamtenance 80 84 4) 84 107 (23)
Depreciation & amortization 238 233 5 233 233 -
Other taxes 55 57 (2) 57 57 -
Operating expenses 373 374 (1) 374 397 23
Operating Income — Other $329 $343 ($14) 3343 $386 (542
Operating Income — Ehmmations §30 (8100) 5136 (8106} 50 ($100)
Total Operating Income $359 5237 122 5237 $386 (5149)

Discontinued Operations

In 2003, Chesapcake decided to exit the water services business. Six of seven water dealerships were sald during
2003. A net gain of $12,000, after-tax, was recorded in 2003 for the sale of the assets. The Company expects 1o
dispose of the remaning operation of during 2004, Accordingly, the assets were recorded at their fair value. The
results of the water compames’ operations for all periods presentied in the consolidated mecome statements have been
reclagsified {o discontinued operations and shown net of tax. Losses {rom discontinued operanons were $800,000,
$1.9 million and $649,000 for 2003, 2002 and 2001, respectively. The 2002 loss included a non-cash impairment
chiarge of $973,000 (after-tax) related to goodwill.

Income Taxes

Operating income taxes mereased in 2003 compared to 2002, due to mcieased income. The effective federal income
tax rate for both years was 34 percent. Operating income taxes were lower m 2002 compared to 2001, due 10 the
decrease in operatmg income and a lowering of the effective federal income tax rate from 35 percent fo 34 percent in
2002. During both 2003 and 2002, the Company benefiied from a change in the tax law that allows tax deductions
Tor dividends paid on Company stock held in Employee Stock Ownership Plans (“ESOP™).

Other Income

Other mcome was $238,000, $495,000 and §694,000 fo1 the years 2003, 2002 and 2001, respectrvely. This includes
mterest income, earned primarily on regulatory asseis, and gams fiom the sale of plant assets.

inferest Expense

In 2002, approximately $103,000 of interest expense was assaciated with discontiued operations and has tlierefore
been reclassified on the income statement. Total interest expense for 2003 increased approximately $648,000, or 13
percent, over 2002. The increase reflects the increase in the average long-term debt balance caused by the placement
of $30.0 million completed m October 2002. The average long-term debt balance during 2003 was $75.4 mallion
with an average interest rate of 7.24 percent, compared to $54.6 million with an average interest rate of 7.52 percent
in 2002. The increase in long-term debt was partially offset by a reduction m the average short-term borrowing
balance, which decreased from $29.4 million in 2002 to $3.5 miltion in 2003. The average interest rate for short-
term borrowmg mereased slightly from 2.35 percent for 2002 to 2.40 percent for 2003,
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In the years 2002 and 2001, interest expense associaied with discontinued operations was approximately $103,000
and $269,000, respectively. Those amounts have been reclassified to discontinued operations on the income
statement, Total interest expense for 2002 decreased approximately $222,000, or 4 percent, over the same period in
2001. The decrease was due primarily to a reduction in the average interest rate for short-term borrowing from 4.43
percent on an average balance of $26.9 million in 2001 to 2.35 percent on an average balance of $29.4 million for
the same period in 2002. Interest on long-term debt partially offset the short-term savings, due to an increase in the
average balance outstanding from $52.4 million in 2001 to $54.6 million in 2002. However, the average long-term

interest rate declined from 7.64 percent to 7.52 percent, offsetting a portion of the increase related to higher
balances.

Critical Accounting Policies

Chesapeake’s reporied financial condition and results of operations are affected by the accounting methods,
assumptions and estimates that are used in the preparation of the Company’s financial statements. However, because
most of Chesapeake’s businesses are regulated, the accounting methods used by Chesapeake must comply with the
requirements of the regulatory bodies; therefore, the choices available are, in many cases, limited by these regulatory
requirements. Management believes that the following policies require significant estimates or other judgments of
matiers that are inherently uncertam. These policies have been discussed with the Audit Committes of Chesapeake.

Regulatory Assets and Liabilifies

Chesapeake records certain asscts and liabilities in accordance with SFAS No. 71 “Accounting for the Effects of
Certain Types of Regulation.” Costs are deferred when there is a probable expectation that they will be recovered in
future revenues as z 1esult of the regulatory process. At December 31, 2003, Chesapeake had recorded regulatory
assets of $3.1 mulhion, including $661,000 for underrecovered purchased gas costs and $717,000 for environmenial
costs. The Company has recorded regulatory labiliies for accrued asset removal cost and self~msurance of $13.5
million and $1.3 nultion, respectively, at December 31, 2003. If the Company were required to terminate application
of SFAS No. 71, it would be required to recogmze all such deferred amounts as a charge {o earnings, net of
apphicable income taxes. Such a charge could have a material adverse effect on the Company's results of operations.

Goodwill Impairment

In accordance with SFAS No. 142, “Goodwill and Other Intangible Assets”, Chesapeake no longer amortizes
goodwill. Instead, goodwill 1s tested for impairment. The mxia) test was performed upon adoption of SFAS No 142
on January 1. 2002, and again at the end oL 2002 and 2003. These tests were based on subjective measurements,
including discounted cash flows of expected futwre operating results and market valuations of similar businesses.
Those tests indicated that the goodwill associated with the water business was impaired and charges totaling $4.7
million (pre-tax) were recorded mn 2002. At December 31, 2003, no goodwill remamed related to the water
companies. Goodwill 1s tested annually and when events change

Valuation of Environmental Assefs and Liabijities

As more fully described in Note N to the Financial Statements, Chesapealee has compleled its responsibihties related
to ope environmental site and 1s currently participatimg in the investigation. assessment or remediation of three other
former gas manufacturing plant sites. Amounts have been recorded as environmental liabilities and associated
environmental regulatory assets based on estimates of future costs provided by mdependent consultants. There 18
uncertainty in these amounts because the Environmental Protection Agency (“EPA”) or state authority may not have
selected the final remediation methods. Additionally, there is uncertamty due to the outcome of legal remedies
sought from other potenually responsible parties. At December 31, 2003, Chesapeake had recorded environumental
regulatory assets of $717,000 and a liability for envirommental costs of $562,000.
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Propane Wholesale Marketing Contracts

Chesapeake’s propane wholesale marketing operation enters into forward and futures contiacts that are considered
derivatives under SFAS No. 133, “Accounting for Derivative Instruments and Hedging Activities.” In accordance
with the pronouncement, open positions are marked to market prices at the end of each reporting peried and
unrealized gams or logses are recorded in the Consolidated Statement of Income. The contracts all mature within one
year, and are almost exclusively for propane commodities with delivery points of Mt. Belvieu, Texas and
Hattiesburg, Mississippi. Management estimates the market valuation based on reference to exchange-traded futures
prices, historical differentials and actual trading activity at the end of the reporting period. At December 31, 2003
and 2002, these contracts had net unrealized gains of $172,000 and $630,000, respectively.

Operating Revenues

Revenues for the natural gas distribution operations of the Company are based on rates approved by the various
public service commissions. The natural gas transmission operation revenues are based on rates approved by the
Federal Energy Regulatory Commission (“FERC"). Customers’ base rates may not be changed without formal
approval by these commissions. However, the regulatory authorities have granted the Company’s regulated natural
gas distribution operations the ability to negotiate rates with customers that have competitive alternatives using

approved methodologies. In addition, the natural gas transmission operations can negotiate rates above or below the
FERC approved tanil rates.

Chesapeake’s natural gas distribuuon operations each have a gas cost recovery mechanism that provides for the

adjustment of rates charged to customers as gas costs fluctuate. These amounts are collected or refunded through
adyjustments to rates m subsequent periods.

The Company charges {lexible rates 10 the natural gas distribution’s industrial interruptible customers to malke them
competitive with alternative types of fuel. Based on pricing, these customers can choose natural gas o1 alternative

tvpes of supply. Nesther the Company ner the interruptible customer is contractoally obligated to deliver or receive
natural gas. '

In 2003 Chesapeake changed the revenue recognition method for 1ts Delaware and Maryland natural gas distribution

divisions to conform to 1ts Florida division. See Note A to the Consolidated Financial Statements for further
information.

The propane marketing operation records trading activity net, on a mark-to-market basis for open contracts. The
propane distribution, advanced mformation services and other segments record revenue in the period the pro ducts
are delivered and/or services arc rendered.

Regulatory Activilies

The Company’s natural gas distribution operations are subject to regulation by the Delaware, Maryland and Florida
Public Service Commussions. The natural gas transmussion operation is subject to regulation by the FERC.

On August 2, 2001, the Delaware division {iled a general rate merease application with the Delaware Public Service
Commission (“PSC”). Interim rates, subject to refund, went mio effect on October 1, 2001. The PSC approved a
settlement agreement for Phase I of the Rate Increase Application in April 2002. Phase I resulted m an mcrease in
rates of approxamately $380,000 per year. Phase II of the filing was approved by the Delaware PSC in Noveruber
2002. It resulted m an additional increase in rates of approximately $90,000. Phase II also reduces the Comp any’s
sensitivity to weaiher by changing the minimum customer charge and the margin sharing amrangement for
mterruptible sales, off system sales and capacity release income.

28 Chesapeake Utilities Corporation



On October 31, 2001, Eastern Shore filed a rate change with the FERC pursuant to the requirements of the
Stipulation and Agreement dated August 1, 1997. Following settlement conferences held in May 2002, the parties
reached a settlement in principle on or about May 23, 2002, to resolve all issues related to its rate case.

The Offer of Settlement and the Stipulation and Agreement were {inalized and filed with the FERC on August 2,
2002. The agreement provided for a reduction 1 rates of approximately $456,000 on an annual basis, On October

10, 2002, the FERC issued an Order approving the Offer of Settlement and the Stipulation and Agreement.
Setilement rates went into effect on December 1, 2002.

During October 2002, Eastern Shore filed for recovery of gas supply realignment costs associated with the
implementation of FERC Order No. 636. The costs totaled $196,000 (including interest). At that time, the FERC
would not review Eastern Shore’s filing, because the FERC wished to settle a related matter with another
transnussion company first. The other transmission company submitted a filing on December 5, 2003. The FERC has

not yet acted on the filing. Eastern Shore will resubmit its transition cost recovery filing immediately upon learning
of FERC’s approval,

On December 16, 2003, Eastern Shore {iled revised tariff sheets to implement revisions (o its Fuel Relention and Cash
Qut provisions. These became effective Janmwary 15, 2004, The proposed tariff revisions permt Eastern Shore to
incorporate its Deferred Gas Required for Operations amounts into the calculation of its annual Fuel Retention
percentage adjustment and to implement a surcharge, effective July 1 of each year, to recover cash-out amounts. The
FERC accepted Eastern Shore s revised tarif sheets on January 15, 2004, subject to certain revisions to clarify the tanif
sheets. On January 30, 2004, Eastern Shore submutted the revised tanff sheets.

On March 29, 2002, the Florida drvision filed tariff revisions with the Florida PSC to complete the unbunding
process by requiring all customers, including residential, to migrate to transportation service and authorized the
Flonda division to exit (he merchant function. Transportation services were already available to all nonresidential
customers, On November 5, 2002, the Florida PSC approved the Company’s request for the first phase of the
unbundlmg process as a pilot program for a minimum two-year period. The Company has implemenied the program.
As a part of this pilot program, the Cornpany submutted several filings during 2003 to address transition costs, the
disposition of the unrecovered gas cost balances, the implementation of the operational balancing account and the

level of base rates. On July 15, 2003, the Florida PSC approved a rate restructuring proposed by Chesapealce. The

restructuring created three new low volume rate classes, with customer charge levels that ensure that all customers

receive benefits from the tnbundling. On January 4, 2004, the Florida PSC authorized the refund of the remaiming
balance w the PGA account, totaling $246,000.

Environmental Matters

The Company has completed its responsibilities related to the Dover Gas Light site and coniinues to work with
federal and state environmental agencies to assess the environmemal impact and explore conective action at three
other environmental sites (see Note N to the Consolidated Financial Statements). The Company belhieves that future

costs associated with these sites will be recoverable in rates or through sharing arrangements with, or contributions
by, other 1esponsible parties.

Market Risk

¢

Market nisk represents the potential loss arising from adverse changes in market rates and prices. Long-term debt s
subject 1o potential Josses based on the change in interest rates. The Company’s long-term debt consists of first
mortgage bonds, senior notes and convertible debentures (see Note I to the Consolidated Financial Statements for
annual maturities of consolidated long-term debt). All of Chesapeake’s long-term debt is fixed-rate debt and wras not
entered into for trading purposes. The carrying value of the Company’s long-term debt, including current maturities,
was $73.1 million at December 31, 2003, as cornpared to a fair value of $80.9 million, based mainly on current
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market prices or discounted cash flows using current rates for similar issues with similar terms and remaining
maturities. The Company is exposed to changes in interest rates as a result of financing through its issuance of fixed-
rate long-term debt. The Company evaluates whether 1o refinance existing debt or permanently finance existing
short-term borrowing based i part on the {luctuation in interest rates.

The Company’s propane distribution business is exposed to market risk as a result of propane storage activities and
entering into fixed price contracts for supply. The Company can store up to approximately four million gallons of
propane (including leased storage and rail cars) during the winter season to meet its customers’ peak requirermnents
and to serve metered customers. Decreases in the wholesale price of propane may cause the value of stored propane
to decline. To mutigate the impact of price {luctuations, the Company has adopted a Risk Management Palicy that
allows the propane distribution operation to enter into fair value hedges of its inventory, At December 31, 2003, the
propane distribution operation had entered inte contracts to hedge 2.6 million gallons of propane inventory.

The propane wholesale marketing operation is a party to natural gas liquids (“NGL”) forward contracts, prirnarily
propane contracts, with various third parties. These contracts require that the propane marketing operation purchase
or sell NGL at a fixed price at fixed future dates. At expiration, the contracts are settled by the delivery of NGL to
the Cormpany o1 the counter party or booking out the transaction (booking out is a procedure for financially settling a
contract in lieu of the physical d.elivery of energy). The propane wholesale marketing operation also enters into
futwes contracts that are traded on the New York Mercantile Exchange. In certain cases, the futures confracts are

settled by the payment of a net amount equal to the difference between the current market price of the futures
contract and the original contract price.

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

of contracts. Quantitative information on the forward and futures contracts at December 31, 2003 and 2002 is shown
im the following chart.
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Quantity Estimated Weighted Average

At December 31, 2003 in galions Market Prices Contract Prices
Forward Contracts N
Sale 11,956,000  $0.6650 — $0.6500 $0.6153
Purchase 10,876,000  $0 6650 — $0.6900 $0.6085

Futures Contracts
Sale 200,000 50 6650 — $0.0675 $0.06675

Bsumated market prices and weighted average contract prices are i dollars per gallon.
All contracts expire in 2004.

Quantity Estimated Weighted Average
At December 31, 2002 in galions Market Prices Contract Prices
Forward Contracts
Sale 7,291,200 $0.5200 — $0.5700 $0.5349
Purchase 4,515,000  $0.5200 — $0.5700 $0.5001

Futures Contracts )
Sale 1,764,000 $0.5200 — $0.5400 $0.5449

Estimated market prices and weighted average contract prices are in dollars per gallon.
All contracts expried in 2003,

The Company’s natural gas distribunon operations have entered into agreements with natural gas suppliers to
purchase natural gas for resale to thewr customers. Purchases under these contracts are constdered “normal purchases
and sales” under SFAS No. 132 and are not marked to market.

Competition

The Company’s natural gas operations compete with other forms of energy mcluding electricity, oil and propane.
The principal competitive factors are price, and to a Jesser extent, accessibility. The Company’s natural gas
distribution operations have sceveral large volume industrial customers that have the capacity to use fuel o1l as an
alternative to natural gas. When oil prices decline, these interruptible customers convert to oil to satisfy their fue!
requirements, Lower levels in interrupuble sales ocour when oil prices are lower relative (o the price of natural gas.
O1l prices, as well as the prices of electricity and other fuels are subject to fluctuation for a variety of reasons;
therefore, futare competitive conditions are not predictable. To address this uncertamty, the Company uses flexible
pricing arrangenents on both the supply and sales side of its business to maxunize sales volumes. As a resull ol the

transmission business’ conversion to open access. this business has shifted from providing competitive sales service
to providing transporiation and conwract storage services.

The Company's natural gas distribution operations located in Delaware, Maryland and Florida offer transportation
services to certam mdustrial customers. In 2001, the Flonda operation extended transportation service to conmmercial
customers and, in 2002, to residential customers. With hansportation service now available on the Company’s
distithution systems. the Company is competing with third party supphers to sell gas to industrial customers. As it
relates to transportation services, the Company’s competitors mclude the mitersiate transmission company if the
distribution customer is located close enough to the transmission company’s pipeline to make a connection
cconomically feasible. The customers at risk are usually large volume commercial and mdustrial customers with the
financial resources and capability to bypass the distribution operations in this manner, In certain situations, the
dist:ibution operations may adjust services and rates for these customers to retain their business. The Company
expects to continue to expand the availability of transportation service to additional classes of distribution customers

in the future. The Company established a natural gas sales and supply operation in Florida in 1994 to compete for
customers eligible for transportation services.
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The Company’s propane distribution operations compete with several other propane distributors in their service
territories, primarily on the basis of service and price, emphasizing reliability of service and responsiveness.
Competition is generally from local outlets of national distribution companies and local businesses, because
distributors located in close proximity to customers incur lower costs of providing service. Propane competes with
electricity as an energy source, because it is typically less expensive than electricity, based on equivalent BTU value.
Propane also comipetes with home heating oil as an energy source. Since natura) gas has historically been less

expensive than propane, propane is generally not distributed in geographic areas serviced by natural gas pipeline or
distribution systems,

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

The advanced information services business faces significant competition from a number of larger competitors
having substantially greater resources available to them than does the Company. In addition, changes in the advanced
information services business are occurring rapidly, which could adversely impact the markets for the products and

services offered by these businesses. This segment competes on the basis of technological expertise, reputation and
price.

inflation

Inflation affects the cost of labor, products and services required for operation, maintenance and capital
improvements. While the impact of inflation has remained low i recent years, natural gas and propane prices are
subject to rapid fluctuations. Fluctuations in natural gas prices are passed on to customers through the gas cost
recovery mechanism in the Company’s tariffs. To help cope with the effects of inflation on its capital investments
and 1eturns, the Company seeks rate relief from 1egulatory commissions for regulated operations while monitoring

the rerurns of its unregulated busimess operations. To compensate for fluctuations in propane gas prices, Chesapeake
adjusts its propane selling prices to the extent allowed by the market.

Recent Proncuncements

The Financial Accounting Standards Board (“FASB”) adopted SFAS No. 146, “Accounting for Costs Associated
with Exat or Disposal Activities” in June 2002, which requires that a liability for a cost associated with an exit or
disposal activity be recognized when a liability is incurred. Under previous guidelines, a liability for an exit cost was
recognized at the date of an entity’s commitment to an exit plan. This statement was effectsve for exit or disposal
activities initiated on January 1, 2003 or thereafter and had no effect on the Company during 2003,

FASB Imerpretation (“FIN™) No. 45, “Guarantor’s Accounfing and Disclosure Requirements for Guarantees,
Including Indurect Guarantees of Indebtedness of Others,” was adopled in November 2002, The Company has
adopted FIN No. 45, There was no impact on the financial statements; however, the disclosures in the Copmaitments

and Contingencies foatnote (Note O) were expanded to mclude additional disclosures required by the
pronouncement.

In December 2003, the FASB issued FIN Ne 46R, “Consolidation of Variable Interest Entities,” which replaced
FIN No. 46, “Consolidation of Variable Interest Entities,” issued m January 2003. FIN No. 46R was issued io
replace FIN No, 46 and to clarify the required accounting for interests in variable interest entifies. A variable nterest
entity 1s an entity that does not have sufficient equity mnvestment at risk, or the holders of the equity instrurnerts lack
the essential characteristics of a controiling financial interest. A variable interest entity is to be consolidated by a
company if that company is subject to a majority of the risk of loss from the variable interest entity’s activities, or is

entitled to receive a majority of the entity’s residual returns, or both. As of December 31, 2003, the Company did not
have any variable mferests in a variable interest entity.
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Chesapeake adopted SFAS No 143, “Accounting for Asset Retirement Obligations,” in 2003. See Note B for
additional mformation on the impact.

In December 2002, the FASB issued SFAS No. 148, “Accounting for Stock-Based Compensation - Transition and
Disclosure.” This had no impact on the Company’s financial position or results of operations. The Company
continues to apply the mtrinsic value method in accounting for stock-based employee compensation permitted by
Accounting Principles Board Opinion No. 25 and SFAS No. 123. For each of the periods presented in the

consolidated statement of income, ne stock-based compensation expense was recorded as no new stock options were
issued during those periods.

In April 2003, the FASB issued SFAS No. 149, “Amendment of Statement 133 on Derivative Instruments and
Hedging Activities.” This statement amends and clarifies {inancial accounting and reporting for derivative
instruments and for hedging activities under FASB Statement No. 133, “Accounting for Derivative Instruments and
Hedging Activities” by requiring that contracts with comparable characteristics be accounted for similarly. The

adoption of SFAS No. 149 did not have a material impact on Chesapeake’s financial position or results of
operations,

On August 13. 2003, the FASB ratified the Emerging Issues Task Force (“EITF”) Issue No. 03-11 “Reporting
Realized Gains and Losses on Derivative Instruments That Are Subject to FASB Statement No, 133 and Not *Held

for Trading Purposes’ as Defined m EITF Issue No. 02 — 3.” This did not have any effect on the Company’s
financial position or results of operations.

On January 12. 2004, the FASE released FASB Stafl Position No. FAS 106-1 “Accounting and Disclosure
Requrements Related to the Medicare Prescription Drug, lmprovement and Modemization Act of 2003.” The

Company has elected to defer the accounting for the Act, as allowed under Staff Position No. 106-1. See Note L for
requuied disclosures.
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Cautionary Statement

Chesapeake has made statements in this report that are considered to be forward-looking statements. These
statements are not matters of historical fact. Sometimes they contain words such as “believes,” “expects,” “intends,”
“plans,” “will,” or “may,” and other similar words of a predictive nature. These statements relate to matters such as
customer giowth, changes in revenues or margins, capital expenditures, envirommental remediation costs, regulatory
approvals, market risks associated with the Company’s propane marketing operation, competition and other matters.
It1s important to understand that these forwaid-looking statements are not guarantees but are subject to certain risks
and uncertainties and other important factors that could cause actnal results to differ materially from those in the
forward-looking statements, These factors include, among other things:

o the temperature sensitivity of the natural gas and propane businesses;

o the effect of spot, forward and futures market prices of natural gas and propane on the Company’s distribution,
wholesale marketing and energy trading businesses;

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

the effect of changes m federal, state or local regulatory and tax requirsments, including deregulation;

the effect of accounting changes:

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

the effects of general economic conditions on the Company and its customers;

the ability of the Company’s new and planned facilitiss and acquisitions to generate expected revenues; and

the Company’s abilily Lo obtain the rate relief and costrecovery requested fromwtility regulators and the tinung
of the requested regulatory actions.

O 0 0o ¢ ¢ O O
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ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK.

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

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTAL DATA

REPORT OF INDEPENDENT ACCCUNTANTS

To the Board of Directors and Stockholders of Chesapeake Utilities Corporation:

In our opinion, the consolidated financial statements listed in the index appearing under Item 15(a)(1) on page 64
present farly, in all material respects, the financial position of Chesapsake Utilities Corporation and its subsidiaries at
December 31, 2003 and 2002, and the results of their operations and their cash flows for each of the three years in the
period ended December 31, 2003 in conformity with accounting principles generally accepted m the United States of
America In addition, in our opinion, the financial statement schedule listed in the index appearing under Item 15(a)(2)
on page 64 presents fairly, m all material 1espects, the information set forth therein when read in conjunction with the
related consolidated fnancial statements, These financial statements and financial statement schedule are the
respongthility of the Company's management; our responsibility is to express an opmion on these financial statements
and financial statement schedule based on our audits, We conducted our audits of these statements in accordance with
auditing standards generally accepted in the United States of America, which 1equire that we plan and perform the audit
{0 obtan reasonable assurance about whether the financial statements are free of material misstatement. An audit
mcludes examuning, on a test basis, evidence supporting the amounts and discloswies in the financial statements,
assessmg the accounting principles used and significant estimates made by management, and evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

As described m Note A to the consolidated financial statements, the Conpany has restated 1ts December 31, 2002 and
2001 financial statements with respect to utility unbilled revenue accounting matters.

As discussed in Note G 1o the consolidated financial statements, the Company adopted Statement of Financial
Accountmg Standards No. 142, “Goodwill and Other Intangible Assets,” in 2002. In addition, as discussed m Note B 1o

the consohdated financial statements, the Company adopted Statement of Financial Accounting Standards No. 143,
“Accouniing fo1 Asset Retirement Obligations,” in 2003.

,@WMW [y
PRICEWATERHOUSECOOPERS LLP

Philadelphia, Pennsylvania
February 19, 2004 '
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Consolidated Statements of income

2002 2001
For the Years Ended December 31, 2003
Restated Restated
Operaiing Revenues $162,208,007 $134,142,530  $157,151,253
Opcerating Expenses
Cost of salcs, excluding costs below 94,680,207 72,999,567 98,663,948
Operations 32,823,830 31,368,621 30,263,403
Maintenance 1,737,855 1,924,210 1,748,932
Depreciation and amortization 7,089,837 7,089,190 6,342,412
Other taxes 4,386,878 4,156,263 3,911,557
Total operating expenses 146,718,607 117,537.851 140,930,252
Operating Income $21,579,400 $16,604,679 $16,221,003
QOther Income 238,439 494,904 694,441
Income Before Interest Charges 21,817,839 17,099,583 16,915,442
Interest Charges 5,705,911 4,955,022 5.010,516
Tncome before Income Taxes 16,111,928 12,144,561 11,904,926
Income Taxes 6,032,445 4,609,552 4,504,363
fnconie from continuing operations 14,079,483 7,535,009 7,240,563
Income (Loss) from disconturued
operations, nei of tax
Discontinued operations (799,794} {(1,897,837) (648,751}
Gaimn on sale 12,187 - -
Total loss fiom discontinued operations (787,607) (1,897.837) (648,751)
Cumulative Effect of Change in
Accountng Principle. net of tax - (1.916,000) -
Ner Incame $9,291,876 83,721,172 $0,091,812
Earnings Per Share of Common Stock:
Basic
Fromt continuing operations $1.8¢ $1.37 $1.37
From discontinied operations (0.14) (0.34) (0 12)
Effect of change m accounting principle - (035} -
Net Income $1.60 $0 68 $1.25
Diiuted
From continumg operations $1.76 137 51.35
From discontinued operations (06.13) (0.34) (0.12)
Effect of change in accounting principle - {0.35) -
Net Income $1.63 $0.68 5123

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

For the Years Ended December 31, 2003 2002 2001
Restated Restated
Operating Activities
Net Income $9,201,876 $3,721,172 $6,691,812
Adjustments to reconcile net mcome to net operafing cash:
Depreciation and amortization 8,036,398 7,932,345 7,084,080
Depreciation and aceretion inctuded in other costs 2,467,582 2,490,799 1,908,978
Goodwill imparrment - 4,674,000 -
Deferred income taxes, net 2,397,594 263,826 475,901
Mark-to-market adjustments 457,901 (704,908) 906,551
Employee benefits and commpensation 1,121,571 188,616 193,777
Other, net 15,874 34,571 197,475
Changes m assets and habilities:
Acconnts recervable, net (3,565,363) (2,821,343) 17,193,931
Inventories, storage gas and materials (465,411) 311,668 1,117,052
Prepaid expenses and other current assels 226,455 (675,063) (293,836)
Other deferred charges 239,862 (347,671) (1,814,802)
Accounts payable, net 882,575 6,590,375 (19,103,097
Refunds payable to customers (291,260) (473,733) (43,553)
Income taxes receivable 25,090 182,591 497,581
Accrued mtercst {47.464) (1,058.570) 1,163,226
Accrued compensation 762.629 (261,114) 313,625
Over (under) recovered deferred purchused gas costs 102,666 3,606,075 358,779
Other curtent habihities (192,996) 594,107 (1,083,994)
Other long-term habilities 521,870 141,358 {312,689)
Net cash provided by operatung activities 21,980,449 24,389,101 15,450,597
Investing Activities
Property, plant and equipment expenditures. net (11,790.364) (14,705,244) (27,414,426)
Change mintangibles - 12,426 (2,208,699)
Sale of dhiscontinued operations 3,732,649 - -
Environmental recoveries, net of expendifures 2,193,318 631,750 437319
Nel cash used by investing activities (5,864,397) (14.061,068) (29,185,806}
Financing Activities
Common stock dividends (6.147,264) (6,016,052) (5,825,837)
Jssuance of stock:
Dhividend Reinvesument Plan optional cash 347,546 266,638 191,765
Dividends remnvested by stockholders 743,728 (693,858 609,793
Retirement Savings Plan 920,522 1,011,515 1,023,919
Conversion of debentures 319,437 76,831 108,756
Net (repaymenis) borrowmg under hne of eredit agreements (7,384,742) (31,200,000) 16,700,000
Proceeds from 1ssuance of long-term debt, net - 29,918,850 300,000
Repayment of long-term debt (4.265,054) {3.809,732) (2.791.168)
Net cash (used) provided by financing activities (15,465.827) (9.058,092), 10,317,228
Ner Increase in Cash and Cash Equivalents 650,225 1,269,941 (3,417,981)
Cash and Cash Equivalents — Beginning of Period 2,458,276 1,188,335 4,606,316
Cash and Cash Equivalents — End of Period §3,108,501 $2,458,276 $1,188,335
Supplemental Disclosure of Cash Flow Informarion
Cash paid for mterest $5,048,332 $6.255,193 $4,128,477
Cash paid for income taxes - 33,767,816 $2,160,750 $3,601,400

The accompanying notes are an integral part of the financial statements.
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Consclidated Balance Sheets

Assets
2002
At December 31, 2003
Restated
Property, Plant and Equipment
Natural gas distribution and transmission $186,661,469 $178,082,794
Pfc,pgme 35,577,104 34,347,597
Advanced mformation services 1,396,595 1,475,660
Water services 762,383 4,603,745
Cther plant 8,796,305 9,062,339
Total property, plant and equipment 233,193,856 227,571,535
Plus: Construction work in progress 1,724,721 1,556,040
Less' Accumulated depreciation and amortization (67,046.318) (62,281,788)
Net property, plant and equipment 167,872,259 166,845,787
Iovestments 386,710 362,855
Current Assets
Cash and cash equivalents 3,708,501 2,458,276
Accounts receivable {less allowance for uncollectibles
of $659,047 and $659,628, 1espectively) 304,689,597 27,343,754
Materials and supplies, at average cost 923,556 995,165
Appliance und other inventory, at FIFO 173,044 1,193,585
Propane inventory, at average cost 3,387,535 4,028,878
Storage gus prepayments 4,622,601 3.033,772
Underrecovered purchased gas costs 660,601 763,267
[ncome taxes receivable 489,841 514931
Prepaid cxpenses 2,069,988 2,833,314
Other current assets 768,958 755.682
Tota) current assets 46,894,222 43,920,624
Deferred Charges and Other Assets
Environmental regulatory assets 353,092 2,527,251
Environmental expenditures 364,088 2,557,406
Goodwil], net 674,451 869,519
Other mtangible assets, net 305,213 1,927,622
Long-ferm receivables 1,637,998 1.536,624
Other regulatory assets 1,693,401 2,629,073
Other deferred chaiges 983.230 1,144,020
Total deferred charges and other asseis 6,011.473 12591515
Total Assets $221,164,664 $223,720,781

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

At December 31, - 2003 2002
Resiated
Capitalization
Stockholders' equity
Common Stock, par value $.4867 per share;
(authorized 12,000,000 shares, issued and outstand:ng
5,660,594 and 5,537,710 shares, respectively) §2,754,748 $2,694,935
Additiona] pawd-in capital 34,176,361 31,756,983
Retained earnings 36,008,246 32,898.283
Total stockholders’ equity 72,939,355 67,350,201
Long-term debt, net of current maturities 69,415,545 73,407,684
Total capitalization 142,354,900 140,757,885
Current Liabilities
Current portion of long-term debt 3,665,091 3,938,006
Short-term borrowing 3,515.258 10,900,000
Accounts payable 21,997,413 21,141,996
Refunds payable to customers 206,582 497,842
Customer dcposits 1,008,379 2,007,983
Accrued mierest 652,367 699,831
Dividends payable 1,556,631 1,521,982
Deferred income taxes payable 119,814 49,714
Accrued compensation 3,266,072 1,777,544
Other accrued liabilities 1,657,523 2.052.442
Total current habihities 38,645,130 44 587 340
Deterred Credits and Other Liabilities
Deferred income taxes 19,560,995 17,263,501
Deferred mnvestment tax credits 492,725 547,541
Environmental hability 562,194 2,802,424
Acciued pension costs 2,015,128 1,019,456
Accrued asset 1emoval cost 13,536,209 12,067,121
Qther Habilimes 3,967,383 4,075,513
Total deferied credits and other liabilities 40,164.634 38375556

Commitments and Contingencles (Notes N and O)

Total Capitalization and Liabilities

§221,164,664

$223,720,781

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

2002 2001
or the Years Ended December 31 2003
F = - Restated Restated
Common Stock
Balance — beginning of year 52,694,935 $2,640,060 82,577,992
Dividend Reinvestment Plan 24,888 24,229 20,977
Retirement Savings Plan 21,047 25,669 26,730
Conversion of debentures 9,144 2,199 3,117
Performance shares and options exercised 4,734 2,778 11,244
Balance — end of year 2,754,748 2,694,935 2,640,060
Additional Paid-in Capital
Balance — beginning of year 31,756,983 29,653,992 27,672,005
Dividend Reinvestment Pian 1,066,386 936,208 780,582
Retirement Savings Plan 899,475 985,846 997,187
Conversian of debentures 310,293 74,632 105,639
Performance shares and options exercised 143,224 106,245 98.579
Balance -—— end of year 34,176,361 31,756,983 29,653,992
Retained Earnings
Balance — beginning of yem 32,898,283 35,223,314 34,419,225
Net mcome 9,291,876 3,721,172 6,691,812
Cash dividends V (6,181,913) (6,046.,203) (5.887,723)
Bulance — end of year 36.008,246 32,898,283 35223314
Toral Stockhalders' Equiry $73.939,355 $67,350,201 567,517,366
3 Cash dyvidends declared per share for 2003, 2002 and 2001 were $1 10, $1 10 and §1 095. respectively
For the Years Ended December 31, 2003 2002 2001
Common Stock shares issued and ovistanding @
Balance — beginning of year 5,537,710 5,424 962 5.297.443
Dividend Remvestment Plan @ 51,125 49,782 43,101
Sale of stock to the Company's Retirement Savings Plan 43,245 52,740 54,921
Conversion of debentures 18,788 4518 6,395
Performance shates and options exercised 9.726 5,708 23,102
Balance — end of vear & 5,660,594 55372710 5424 962

112,000,000 shares are authorzed ata par value of $0 4867 per share

“' Includes dividends remvested and optional cash payments

“ The Company had 47,659, 37,353, and 30,446 shares held 1n Rabbr Trusts at December 31, 2003. 2002 and 2001 , respechively.

The accompanying notes are an integral part of the financial statements.
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Consclidated Staiements of Income Taxes

For the Years Ended December 31, 2003 2002 2001
Restated Resiated
Current Income Tax Expense
Federal $2.,732,101 $1,624,698 $3,204,526
State 943,993 571,540 605,459
Investment tax credit adjustments, net (54,816) (54,816) (54,815)
Total current income tax expense 2,621,278 2,141,422 3,755,170
Deferred Income Tax Expense o
Property, plant and equipment 1.855,131 3,742,415 769,264
Deferred gas costs 105,846 (1,701,273} (48,426)
Pensions and other employee benefits (203,229) (139,861) (71,089)
Lmpaiment of mtangibles 1,463,995 (1,785,160) 0
Environmental expenditures {866,206) (404,659} (142,362)
Other {19.367) 507,799 (29,885)
Total deferred income tax expense 2,336,170 219,261 477,502
Total Income Tax Expense $5.957,448 $2.360,683 $4,232,672
Reconciliation of Effective Income Tax Rates
Continuing operations
Federal income tax expense @ $5,478.056 $4,129,150 $4.106,724
State income taxes, net of {ederal benefit 737,367 582,681 492,061
Other (182,978) (102,279 (94,422)
Total continuing opcrations 6,032,445 4,609,552 4.504,363
Discontinued operations (74.997) (2.248,869) {331,691
Total Income Tax Expense $5,957,448 $2.360,683 54.232.672
Effective income tax rate 35.1% 38.8% 38.7%
2002
At December 31, 2003 Restated
Deferred Income Taxes
Deferred income fax liabilities:
Property, plant and equipment $21,186,978 $19,568,426
Environmental costs 67,354 881,567
Deferred gas costs 277,438 70,542
Other 910,705 1,307,082
Total deferred mcome tax habilities 22,442 475 21,827.617
Deferred income tax assets:
Pension and other employee benefits 1,500,539 1,505,008
Impaitment of mtangibles 125,165 1,785,160
Self insurance 585,524 547,349
Other 520,438 676,885
Total deferred income lay assets 2.731.666 4,514,402
Deferred Income Taxes Per Consohdated Balance Sheet $19.710,809 $17.313,215

M Includes §1 13,000, $131,000 and $98,000 of deferred state mcome taxes for the years 2003, 2002 and 2001. respectively.

) Federal income taxes o the years 2003 and 2002 were recorded at 34% The year 2001 was recorded at 25%.

The accompanying notes are an integral part of the financial statements,
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Notes fo Censclidated Financial Statements

A. SUMMARY OF ACCOUNTING POLICIES

Restatement

The Company has 1estated its 2002 and 2001 financial statements in order to reflect the results of its Delaware and
Maryland natural gas divisions on the “accrual” revenue recognition method rather than the “as billed” revenue
recognition method. This change had an insignificant effect on the Company’s annual results for the last three years.
Under the “as billed” method, revenues from customer sales are not recognized until the meter is read and the
amount of gas used 1s billed. Whereas, under the “accrual” method, at the end of each period, the amount of gas used
is estimated and is recognized as revenue. The Company’s Flonda division has historically used the “accrual™
method in accordance with Florida Public Service Commission (“PSC”) requirements. The Delaware and Marytand
divisions have historically used the “as billed” method to recognize revenues consistent with the rate-setting
processes in those states. In order to consistently apply the “accrual” method, the Company met separately with the
staffs of the Delaware and Maryland Public Service Commissions to deternune the regulatory impact of the change.
Having determined that there is httle to no impact, the Company has conformed the revenue recognition method used
in its Delaware and Maryland divisions to the method used by its Florida division. In order to provide comparable
information, the Company has restated its 2002 and 2001 financial statements to reflect the “accrual” revenue
recognition method. As a result of the restatement, retained earnings of the Company as of January 1, 2001 increased
by $697,000 compared to previously reported amounts. As indicated below, the change has no inpact on basic
earnings per share. There 15 no impact on fully diluted cammgs per share in 2002 and a $0 01 decrease in 2001,

December 31, Impact of December 31, December 31, [Impactof December 31,
2002 Revenue 2002 2001 Revenue 2001
As Previously Recognition As Previously Recognition
Reported (1) Change As Restated Reported (1) Change As Restated
Selected Income Statement Information
Operating Revenues $134,100.730 $41,800 $134,142,530 $157,670,322 ($519,069) $157,151.233
Qperating Income 16,618,131 (13,452) 16,604,679 16.270,315 (49,314) 16.221,008
Income from Continwmny Operations 7,542,990 (7.981) 7,335,009 7.370,288 (29,725) 7.340,563
Net Income 3,729,153 (7.981) 3,721,172 6,921,537 (29,725) 6,691,812
Earnings Per Share of Common Stock
Basic
From Contmuing Operations $1.37 $0 00 $1.37 $1.37 5000 $1.37
Nel Income §0.68 $0.00 $0 68 $1.25 $0 00 $1.25
Diluted
From Continumg Operations $1.37 5000 $1.37 135 5000 §1.35
Net Income $0.68 §0.00 $0 68 $1.24 (30.01) $1.23
Selected Balanee Sheet Information
Assels
Accounts recervable $24.045,852 $3.297.902 27,343,754
Unrecovered puichased gas costs 2,968 93] (2.205.664) 763,207
Income taxes 488,339 20.592 514,931
Qther regulatory assets 2,020,751 8,322 2,029,073
Liabihties
Deferred imcome taxes {$417.665) $467,379 49,714
Stochholders' Equity
Retained Eamings §32.238.510 $659,773 32,898,283 .

(1) December 31 2002 and 2001 Operatmp Revenue. Operating mcome and Income fiom Contmumg Operations exciude the results
of the operations discontimued 1n 2003 and welnde nunor reclassifications to conform with the pesentation of the 2003 results

Nature of Business

Chesapeake Utilities Corporation (“Chesapeake” or “the Company) is engaged in natural gas distribution to
approximaltely 47,600 customers located in central and scuthemn Delaware, Maryland’s Eastern Shore and Florida.
The Company’s natural gas transmission subsidiary operates a pipeline {rom various points 1n Pennsylvania and
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northem Delaware to the Company’s Delaware and Maryland distribution divisions, as well as other utility and
industrial customers in Pennsylvania, Delaware and the Eastern Shore of Maryland. The Company’s propane
distribution and wholesale marketing segment provides distribution service to approximately 34,900 customers in
central and southern Delaware, the Eastemn Shore of Maryland, Florida and Virginia, and markets propanz to a
number of large independent o1l and petrochemical companies, reseliers and propane distribution companies in the
southeastern United States. The advanced information services segiment provides domestic and inlernational clients
with information technology related business services and solutions for both enterprise and e-business applications.

Frinciples of Consolidation

The Consolidated Financial Staternents include the accounts of the Company and its wholly owned subsidiaries. The
Company does not have any ownership interests in investments accounted for using the equity method or any

variable interests in a variable interest entity. All significant intercompany transactions have been eliminated in
consolidation.

System of Accounts

The natural gas distribution divisions of the Company located in Delaware, Maryland and Florida are subject to
regulation by their respective PSCs with respect to their rates for service, maintenance of their accounting records
and various other mat{ers. Eastern Shore Natural Gas Company 1s an open access pipeline and is subject to
regulation by the Federal Energy Regulatory Commussion. The Company’s financial statements are prepared in
accordance with generally accepled accounting principles, wliuch give appropriate recognition to the ratemalang and
accounting practices and policies of the various commissions. The propane and advanced information services
segiments are not subject to regulation with respect 10 rates or mamicnance of accounting records.

Froperty, Plant, Equipment and Depreciation

Utlity property is stated at or1ginal cost while the assets of the non-utility segments are recorded at cost. The costs of
repairs and minor 1eplacements are charged agamst income as meurred and the costs of major renewals and
betterments are capitalized. As of January 1, 2003, Chesapeake Ulilities adopted SFAS No. 143. See Note B for a
surmrnary of the impact on the financial statements. Prior to the adoption of SFAS No. 143, upon retirement or
disposition of ntility property, the recorded cost of removal, net of salvage value, was charged to accunmlated
depreciation In 2003, the costs were charged against accrued asset removal cost. Upon retrement or disposition of
non-utility property, the gain or loss, nct of salvage value, is charged to income. The provision for depreciation is
computed using the straight-Ime method at rates that amortize the unrecovered cost of depreciable property over the
estunated remaining useful life of the asset. Depreciation and amortization expenses are provided at an annual rate
for each segment Average rates for the past three years were 3 percent for natural gas distobution and transmission,
5 percent for propane, 14 percent for advanced information services and & percent for general plant,

Cash and Cash Equivalents

The Company’s policy is fo invest cash in excess of operating requirements in overnight income producing accounis.

Such amounts are stated at cost, which approximates market value. Investments with an origmal maturity of three
months o1 less are considered cash equivalents.

Inveniories

The Company uscs the average cost method to value propane and materials and supplies anventory, The appliance

mventory 1s valued at first-n first-out (“FIFO”). If the market prices drop below cost, inventory balances are
adjusted to market values.

Environmental Regulatery Assefts, Liabilities and Expenditures

Environmental regulatory assets represent amounts related to environmental tiabilities for which cash expenditures
have not yet been made. As expenditures are incured, the environmental liability is reduced along with the
environmental regulatory asset. These amounts awarting ratemaking treatment are recorded to either environmental
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Netes to Consolidated Financial Statements

expenditures as an asset or accumulated depreciation as cost of removal. Environmental expenditmes are amortized

and/or recovered through a rider {o hase rates in accordance with the ratemaking treatment granted in each
Jjurisdiction.

Goodwill and Other intangible Assefs
Goodwill and other intangible assets are associated with the acquisition of non-utility companies. In accordance with
Statement of Financial Accounting Standards (“SFAS”) No. 142, goodwill is not amortized, but is tested for

impairment on an annual basis and when events change. Other intangible assets are amortized on a straight-line basis
over their estumated economic useful lives.

Other Deferred Charges

Other deferred charges include discount, premium and issuance casts associated with long-term debt and rate case
expenses. Debt costs are deferred, then amortized over the original lives of the respective deht issuances. Rate case
expenses are deferred, then amorlized over periods approved by the applicable regulatory authorities.

tncome Taxes and Investment Tax Credit Adjustments

The Company files a consolidated federal income tax retumn Income tax expense allocated to the Company’s -
subsidiaiies is based upon their respective taxable incomes and tax credits.

Deferied tax assets and habilities are recorded for the tax effect of termporary differences between (he financial
statements and tax bases of assets and liabihties and are measured using current effective mcome tax rates. The
portions of the Company’s deferred tax liabilities applicable to utility operations, which have not been reflected m
current service rutes, represent income faxes recoverable through future rates. lovestment tax credits on wility
property have been deferred and are allocated to mcome ratably over the lives of the subject property.

Financial instruments

Xeron, the Company’s propane marketing operation, engages m tradmng activities using forward and futwes contracts
which have been accounted for nsing the mark-to-market method of accounting. Under mark-to-market accounting,
the Company’s trading contracts are recorded at fair value, net of future scrvicing costs, and changes in market price
are recognized as gams or losses in revenues on the mcome statement in the period of change. The resulting
unrealized gains and losses are recorded as assets or liabilities, respectively. There were unrealized gains of
£172,000 and $630,000 at December 31, 2003 and 2002, respectively. Trading liabilities are recorded in other
accrued habilities. Trading assets are recorded in prepaid expenses and other current assets.

The Company's natural gas and propane diswibution operations have entered into agreements with natural gas and
propane suppliers to purchase gas {or resale to their customers. Purchases under these contracts are considered
“normal purchases and sales’ under SFAS No. 133 and are accounted for on an accrual basis.

The propane distribution operation has entered into fair value hedges of its inventory, in order to nutigate the mmpact

of wholesale price fluctuations. At December 31, 2003, propane distribution had entered 1nto contracts to hedge 2.6
nillion galions of propane inventory

Earnings Per Share
The calculations of both basic and diluted earnings per share from continuing operations are presented in the
following chart. In 2002, the impact of converting the debentures would have been anti-dilutive; therefore, it ‘was not
mcluded in the calculation. Additionally, in both 2002 and 2001, the effect of exercising the outstanding stock
options would have been anti-dilutive; therefore, it was not included in the calculations.
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2002 2001
Ended 31,
For the Years Ended December 2003 Restated Restated

Calculation of Basic Earnings Per Share from
Continuing Operations:

Net mcome from continuing operations $10,079,483 $7,535,009 $7,340,563

Weighted average shares outstanding 5,610,592 5489424 5367433
Basic Earnings Per Share from

Continuing Operations $1.80 $1.37 $1.37

Calculation of Diluted Earnings Per Share from
Continuing Operations:

Reconciliation of Numerator:

Net Income from continuing operations — Basic £10,079,483 $7,535,009 $7,340,563
Effect of 8.25% Convertible debentuies 157,557 - 171,725
Adjusted numerator — Diluted $10,237,040 $7,535,009 37,512,288
Reconciliation of Denominator:
Weighted shares outstanding — Basic 5,610,592 5,489,424 5,367,433
Effect of dilutive secuifies ’
Stock options 1,361 - -
Warrants 5,481 1,649 849
§ 25% Convertible debentures 184,532 - 201,125
Adjusted denomumatior — Diluted 5,801,966 5491,073 5.569,407

Diluted Earnings Per Share from
Continuing Operations $L76 5137 5135

Operating Revenues

Revenues for the natural gas disinbution operations of the Company are based on rates approved by the various
public service commissions. The nawral gas transnussion operation revennes are based on rates approved by the
Federal Energy Regulatory Commission (“FERC”). Customers” base rates may not be changed without formal
approval by these comnussions. However, the regulatory authorities have granted the Company’s regulated natural
gas distribution operations the ability to negotiate rates with customers that have competitive alternatives using
approved methodologies. In addition, the natural gas transnussion operation can negouate rates above or below the
FERC-approved tariff rates.

Chesapeake’s natural gas distribution operations each have a gas cost recovery mechamsm that provides for the
adjustment of rates charged to customers as gas costs {luctuate. These amounts are collected or refunded through
adjustments to rates 11 subsequent periods.

The Company charges flexible rates to the natural gas distribution’s industrial interruptible customers (o compete
with alternative types of fuel. Based on pricing, these customers can choose natural gas or alternative types of

supply. Neither the Company nor the interrupuble customer 1s contractually obligated to deliver or receive natural
gas.

The propane wholesale marketing operation records trading activity net, on a mark-to-market basis for open
contracts. The propane distribution, advanced mformation services and other segiments recoid revenue in the period
the products are delivered and/or services are rendered.

Certain Risks and Uncertainties

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

The Comnpany records certzin assets and liabilities in accordance with SFAS No. 71. If the Company were required
to terminate application of SFAS No. 71 for its regulated operations, all such deferred amounts would be recopnized

i the income statement at that thme. This would result in a charge to earnings, net of applicable income taxes, which
could be material.

FASB Statements and Other Authoritative Pronouncements

The Financial Accounting Standards Board (“FASB”) adopted SFAS No. 146, “*Accounting {or Costs Associated
with Exit or Disposal Activities” in June 2002, which requires that a liability for a cost associated with an exit or
disposal activity be recognized when a liability is incurred. Under previous guidelines, a Hability for an exit cost was
recognized at the date of an entity’s commitment to an exit plan. This statement was effective for exit or disposal
activities initiated on January 1, 2003 or thereafter and had no effect on the Company durmg 2003.

FASB Interpretation (“FIN™) No. 45, “Guarantor’s Accounting and Disclosure Requirements for Guarantees,
Including Indirect Guarantees of Indebledness of Others,” was adopted in November 2002. The Company has
adopted FIN No, 45 There was no impact on the financial statements; however, the disclosures in the Commitments

and Contmgencies footnote (Note O) were expanded to include additional discloswies required by the
pronouncement.

In December 2003, the FASB issued FIN No. 46R, “Consolidation of Variable Interest Entities,” which replaced
FIN No. 46, “Consohdation of Variable Interest Entities,” issued m January 2003. FIN No 46R was issued to
replace FIN No. 46 and 1o clarify the 1equired accounting for mterests in variable intercst entities. A variable interest
entily 1¢ an entity that does net have sufficient equity investment at risk, or the holders of the equity instrumemnts lack
the essential characteristics of a controlling {inancial interest. A variable interest entity is to be consolidated by a
company 1if that company is subject to a majority of the risk of Joss [rom the variable interest entity’s activities, or is

entitled to receive a majority of the entity’s residual returns, or both. As of December 31, 2003, the Company did not
have any variable mterests in a variable interest entsty.

Chesapeake adopted SFAS No. 143, “Accounting for Asset Retivement Obligations,” in 2003. See Note B for
additional mformation on the impact.

In December 2002, the FASB issued SFAS No. 148, “Accounting for Stock-Based Compensation — Transition and
Disclosure.” This had no impact on the Company's {inancial position or results of operations. The Company
contmues to apply the mirinsic value method m accounting for stock-based employee compensation pernutted by
Accounting Principles Board Opinion No 25 and SFAS No. 123. For each of the periods presented in the

consolidated statement of income, no stock-based compensation expense was recorded as no new stock options were
issued durmg those periods.

In April 2003. the FASB issued SFAS No. 149, “Amendment of Statement 133 on Derivative Instruments and
Hedging Activities.” This statement amends and clarifies financial accounting and repgrting for derivative
instruments and for hedging activities under FASB Statement No. 133, “Accounting for Derivative Inshruments and
Hedging Activities” by requiring that contracts with comparable characteristics be accounted for similarly. The

adoption of SFAS No. 149 did not bave a material impact on Chesapeake’s financial position or results of
operations.

On August 13, 2003, the FASB raufied the Emerging Issues Task Force (“EITF”) Issue No. 03-11 “Reporting
Realized Gains and Losses on Derivative Instruments That Are Subject to FASB Statement No. 133 and Not ‘Held

46  Chesapeake Utilities Corporation



for Trading Purposes’ as Defined in EITF Issue No. 02-3.” This did not have any effect on the Company’s financial
position or results of operations.

On January 12, 2004, the FASB released FASB Staff Position No. FAS 106-1 “Accounting and Disclosure
Reguirements Related to the Medicare Prescription Drug, Improvement and Modermization Act of 2003.” The

Company has elected to defer the accounting for the Act, as allowed under Staff Position No. 106-1. See Note L for
required disclosures.

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

B. ADOPTION OF ACCOUNTING PRINCIPLES

Chesapeake adopled SFAS No. 143, “Accounting for Asset Retirement Obligations,” during 2003. The Company’s
regulated operations are allowed by the regulatory bodies to recover the costs of retiring their long-lived assets
through approved depreciation rates. Under the pronouncement, the Company was required to record the portion of
depreciation that represents asset removal cost as a 1egulatory liability on its [inancial statements. Previously, asset
removal costs were included in accumulated depreciation. Additionally, the portion of the depreciation rates
approved by the regulators that represents assct removal costs are now recorded m operations expense, In the past,
they were recarded in depreciation expense. These changes had no impact on the net earnings of the Company All
periods presented have been reclassified 1n vider to make the statements comparable. Accrued asset remaval cost
was $13.5 million and §12.1 mullion at December 31, 2003 and 2002, respectively.

Please refer to Note G for information on the adoption of SFAS No. 142,

C. BUsINESS DISPOSITIONS, DISCONTINUED OPERATIONS AND ACQUISITIONS

Durmg 2001, Chesapeake acquired Absolute Water Care, Inc., and selected assets of Aquarius Systems, Inc.,
EcoWater Systems of Rochester and Intermountain Water, Inc. These companies provided water treatment, waler
conditionig and botlled water to customers in vaiious geographic regions. These acquisitions were all accounted for
as purchases and the Company’s financial results included the results of operations beginning on the date of
acquisition. Previously, Chesapeake had acquired thiee other water scrvice companies.

During 2003, Chesapeake decided to exit the water services business and sold six of the operations. Chesapeake
expects to dispose of the remaining operation during 2004 As of December 31, 2003, the results for all waier service

businesses have been reclassified to discontinued operations for all periods presented. A gain of $12,000, net of tax,
was recorded in 2003 on the sale of the water opeiations.

Operating revenues for discontmued operations were $9.8 mullion, $11.7 million and $10.0 million fo1 2002, 2002
and 2001, respeciively. Operating losses for discontinued operations were $917.000, $2.8 mullion and $725,000 for
2003. 2002 and 2001, respectively. The following table 1epresents amounts for discontued operations that are
mcluded in the balance sheets at December 37, 2003 and 2002.
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Chesapeake Utilities Corporation — Discontinued Operations

Balance Sheets

Assets
At December 31, 2003 2002
Property, Plant and Equipment
Property, plant and equipment $762,383 $4,619,703
Less: Accumulated depreciation and amortization (326,792) (1,814,296)
Net property, plant and equipment 435,591 2.805.,407
Current Assets
Cash and cash equivalents 1,437,821 444,167
Accounts receivable (less allowance for uncollectibles
of $5,346 and $100,069, respectively) 273,799 1,198,892
Apphance and other inventory, at FIFO 99,839 B41,688
Deferred mcome {axes receivable 20,725 35,024
Prepaid expenses 110,175 146,240
Total current assets 1,942,359 2,666,011
Dreferred Charges and Other Assets
Goodwill, net - 195,068
Other imtangible assets, net 76,018 1,677,197
Deferved mcome taxes recervable 150,847 1,429,098
Other deferred charges - 624
Total defesred charges and other assets 220,865 3,311,947
Total Assets $2,598,815 $8.783.405
Capitalization and Liabilities
Capitalization
Common Stock $51,010 $51.010
Additional paid-in capital 3,914,783 3,914,783
Retamed defioits (5,271,164) (4,483,557)
Total stockholders' equity (1,305,371) (517,764)
Long-term debt. net of current maturities - 7,047
Tota} caprialization (1,305,371) (510,717)
Current Liabilities
Current portion of long-term debt - 7,047
Accounts payable 67,303 240913
Duc 1o parent company 3,558,434 7,710,706
Customes deposits 11,403 79,513
Income taxes pavable 192,290 146,978
Other accrued liabihities 74,756 378.924
Total current labilities 3,904,186 8,564,081
Other Liabilities - 730,041
Total Capitalization and Liabilities . $2,598,815 $8,783,405
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D, SEGMENT INFORMATION

The following table presents mformation about the Company’s reportable segments. Results exclude discontinued

operations.
2002 2001
For the Years Ended December 31, 2003 Restated Restated
Operating Revenues, Unaffiliated Customers
Natural gas distribution and transuussion $110,071,054 $93,497,345  $107,305,685
Propane distribution and markceting 39,759,536 28,124,093 35,741,678
Advanced information seivices 12,476,746 12,523,856 14,103,890
Other {9.329) (2,764) -
Total operating revenues, unaffil;ated customers $162,298,007  §$134,142,530  §157,151,253
intersegment Revenues t
Natural gas distribution and transimssion $175,757 $90,730 $112,000
Advanced information services 100,804 239,767 -
Other 711,159 720,221 783,051
Total ntersegiment revenues $987,720 $1,050,718 5895,057
Qperating Income
Natural gas distribution and transmission 316,653,111 514,973,405 $14,405,352
Propane distribution and murketing 3.875,351 1,051,888 912,819
Advanced information services 691,909 343,296 517427
Other and elmunations 356,029 236,090 385,403
Total operaling mcome §21,579,400 $16,604,679 $16,221,001
Depreciation and Amortization
Natural gas distnbution and transnussion $5,188,273 $5,049,546 $4,388,935
Propane disuibution and markeung 1,506,201 1,602,655 1,465,215
Advanced mformanon services 190,548 208,430 255,760
Other and eliminations 204,815 228,559 232,502
Total depreciation and amornzation $7.089,837 $7,089,190 $6,342,412
Capital Expenditures
Natural gas distribution and transmission 30,078,043 $12,116,993 $23.185,589
Propane distribution and maikenng 2,244,583 1.231,199 2.453,081
Advanced information services 76,924 99.290 252,159
Other 421,789 388,051 401,877
Total capital expendinwes $11,822,339 513,835,533 $26.293.0006

Y AT srgmificant imersegment tevenues are billed at market 1ates and have been elimmated from consolidated revenues.

2002 2001
At December 31, 2003 Restated Restatad
{dentifiable Assets ¢
Natural gas distbution and transmission $169,865,930  $166,478,223  $1063,766,176
Propane distnbution and marketing 38,359,251 37,939,683 34,314,633
Advanced mformation services 2,912,733 2,680,304 2,593,740
Other 7,791,796 9,460,267 9,552 844
Total identifiable assets $218,929,710  $216,558,477  $210,227.293
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Chesapeake uses the management approach to identify operating segments. Chesapeake organizes its business
around differences in products or services and the operating results of each segment are regularly reviewed by the
Company’s chief operating decision maker in order to make decisions about resources and to assess performance.
The segments are evaluated based on their pre-tax aperating income.

E. FAIR VALUE OF FINANCIAL INSTRUMENTS

Various items within the balance sheet are considered to be financial instruments because they are cash or are to be
seftled in cash. The carrying values of these items generally approximate their fair value (see Note F to the
Consolidated Financial Statements for disclosure of fair value of investments). The Company’s open forward and
futures contracts at December 31, 2003 and 2002 had net umrealized gains i fair value of $172,000 and $630,000,
respectively, based on market rates. The fair value of the Company’s long-term debt is estimated using a discounted
cash flow methodology. The Company’s long-term debt at December 31. 2003, including current maturities, had an
estimated fair value of $80.9 million as compared to a carrying value of $73.1 million. At December 31, 2002, the
estimated fair value was approximately $88.0 million as compared to a carrying value of $77.3 million. These

estimates are based on published corporate borrowing rates for debt instruments with siilar terms and average
maturities.

F. INVESTMENTS

The investment balances at December 31, 2003 and 2002, consisted primazily of a Rabbi Trust (“the trust™)
associated with the acqusition of Xeron, Inc. The Company has classified the underlving mvesmments held by the
trust as wading securities, which require all gains and losses to be recorded into other income. The trust was
established durmg the acquisition as & 1etention bonus for an executive of Xeron. The Company has an associated
liability recorded which is adjusted, along with other expense. for the gains and losses incurred by the trust.

G. GooDWILL AND OTHER INTANGIBLE ASSETS

The Company adopted SFAS No. 142 in the first quarter of 2002. The Company performed a test as of January 1,
2002, for goodwill impairment using the two-step process prescribed in SFAS No. 142, The f{irst step was a screen
for potential impairment, using January 1, 2002, as the measurement daie. The second step was a measurement of the
amount of the goodwill determined to be impaired. The results of the fests indicated that the goodwill agsociated with
the Company’s water business was impaired and that the amount of the impainment was $3.2 million. This was
recorded as the cumulative effect of a change in accounting principle. The fair value of the water business was
determumed using several methods, including discounted cash {low projections and market valuations for recent
purchases and sales of similar businesses. These were weighted based on their expected probability. The previous
test for impairment of goodwill, prescribed under SFAS No. 121, looked at undiscounted cash flows. The
deternunation that the goodwill associated with the Company’s water business was impaired was the result of the
more stringent lests required by the new pronouncement. SFAS No. 142 requires that impamment tests be performed
annually. At December 31, 2002, the test indicated an additional impairment charge of $1.5 million was necessary.
The wmprofitable performance of the Company’s water services business was the primary cause of the impairment.

In accordance with SFAS No. 142, the Company did not record any amortization of goodwil] in 2003 or 2002. In
2001, amortization of goodwill, net of associated taxes, decreased income by $154,000 (30.03 per share).
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The change m the carrying value of goodwill for the two years ended Decemiber 31, 2003, 1s as follows:

Water
Businesses Propane Total
Balance al January 1, 2002 $4,869,068 $674,451 $5,543,519
Impairment charges (4.674,000) - (4,674.000)
Balance at December 31, 2002 195,068 674,451 869,519
Sale of discontinued operations (195,068) - (195,068)
Balance at December 31, 2003 $0 $674,451 $674.451

Intangible assets subject to amortization are as follows:

December 31, 2003 December 31, 2002
Gross Gross
Carrying  Accumulated Carrying  Accumulated
Amount  Amortization Amount Amortization
Customer Lists $276.616 $142.780 $1,099,202 $191,638
Non-compete agrecments - - 1,000,000 256,257
Acguisition costs 263,659 92,282 379,400 102,885
Total §540,275 $235,062 $2.478,602 $550.980

The decrease from 2002 to 2003 reflects the sale of the assets of the watcr businesses, including intangible assets.
Amortization of intangible assets was $168,000 and $241,000 for the years ended December 31, 2003 and 2002,
respectively, For the year ended December 31, 2001, amortization of intangibles, excluding goodwill, was $1 32,000.
The estimated annual amortization of mtangibles for the next five years is: $15,000 for 2004: $14,000 for 2005;
$14,000 for 2006; $14,000 for 2007; and $14.000 for 2008.

H. COMMON STOCK AND ADDITIONAL PAID-IN CAPITAL

In 2000 and 2001, the Company entered into agreements with an investment banker to assist m 1dentifying
acquisition candidates Under the agreements, the Company issued warrants to the investment banker to purchase
15,000 shares of Company stock in 2001 at a price of $18.25 per share and 15,000 shares in 2000 at a price of
$18.00. The warrants are excrcisable during a seven-year period after the date granted. The Company recognized
cxpenses of $47,500 related to the warrants. No warrants have been exercised.
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. LONG-TERM DEBT

The cutstanding long-termn debt, net of current maturities, is as shown below.

At December 31, . 2003 2002
Fust mortgage sinking fund bonds:

9.37% Senes 1, due December 15, 2004 $0 $756,000
Uncollateralized senior notes:

7.97% note, due February 1, 2008 4,000,000 5,000,000

6.91% note, due Qctober 1, 2010 5,454,545 0,363,636

6.85% note, due Japuary 1, 2012 7,000,000 8,000,000

7.83% note, duc January 1, 2015 20,000,000 20,000,000

6.64% note, due October 31, 2017 30,600,000 30,000,000
Convertible debentures:

8.25% due March 1, 2014 2,961,000 3,281,000
Other debt - 7,048
Taotal Long-Term Debt $69,415,545 $73,407,684

Annual maturitics of consohdated Jong-term debt for the next five vears are as follows:
$3,005,091 for 2004, §2,909,091 for 2005, $4,909,091 for 2000; §7,630,304 for 2007,
and $7,636.304 for 2008

The Company completed the private placement of $30.0 mallion of long-term debt due Qctober 31, 2017, and drew
down the funds on October 31, 2002 The debt has a fixed interest rate of 6.64 percent The funds were used 1o repay
short-term horrowing.

The convertible debentures may be converted. at the option of the holder, info shares of the Company’s conurnon
stock at a conversion price of $17.01 per share Durmg 2003 and 2002, debentures totaling $320,000 and $77.000,
respectively. were converted to stock. The debentures are also redeemable for cash at the option of the holder,
subject to an annual non-cumulative maximum lintation of $200,000. During 2003 and 2002 no debentures wete
redeemed for cash. At the Company’s option, the debentures may be redeemed at stated amounts.

Indentures to the long-term debt of the Company and its subsidiaries contain various restrictions. The most stringent
restrictions state that the Company must mamtain equity of at least 40 percent of total capitalization and the times
interest earned ratic nwst be at least 2.5. The Company is 1 compliance with all of its debt covenants.

Portions of the Company’s natwral gas distribution plant assets are subject to a lien under the mortgage pursuant to
which the Company’s {irst mor(gage sinking fund bonds are 1ssned.

J. SHORT-TERM BORROWING

As of December 31, 2002, the Board of Directors had authorized the Company to borrow up to $35.0 mullior from
various banks and trust companies under short-term Iines of credit. Prior to the issuance of the $30.0 mullion long-
term debt on October 31, 2002, the Company had authorizatien to borrow up to $55.0 rullion, As of December 31,
2003, the Company had three uncommutted and two committed, short-term bank lmes of credit totaling $635.0
million, none of which required compensating balances. Under these lnes of credit, the Company had short-term
debt outstanding of approximately $3.5 nuilion and $10.9 million at December 31, 2003 and 2002, respectiv ely, The
annual weighted average interest rates were 2.40 percent for 2003 and 2.35 percent for 2002. The Company also had
a letter of credit outstanding in the amount of $694,000 that reduced the amounts available under the lines of credit.
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K. LEASE OBLIGATICNS

The Company has entered several operating lease arrangements for office space at various locations, equipment and
pipeline facilities, Rent expense related to these leases was $1.1 million, $1.2 million and $952,000 for 2003, 2002
and 2001, respectively. Future minumum payments under the Company's current lease agreements are $871,000,
$669.000, $554,000, $222,000 and $165,000 for the years of 2004 through 2008, respectively; and $199,000
thereafter, totaling $2.7 million,

L. EMPLOYEE BENEFIT PLANS

Retirement Plans

Prior to Japuary 1,1999, the Company offered both a defined benefit plan and defined contribution plan to qualified
employees. On January 1, 1999, the Company restructured its employee benefit plans to be competitive with those in
similar industries. Chesapealke offered participants of the defined benefit plan the option to remain in the plan or

receive a one-time payout and envoll in an enhanced retirement savings plan. Chesapeake closed the defined benefit
plan to new participants, effective December 31, 1998,

Defined Benefit Plan
Benefits under the plun are based o each participant’s years of service and highest average compensation. The
Company’s funding policy provides that payments to the trustee shall be equal to the minimum funding requirements

of the Employee Retiwement Income Secunity Act of 1974, The Company does not expect to be required to make any
funding payments in 2004,

The following schedule sunmmarizes the assets of the pension plan, by mvestment type, at December 31, 2003 and
2002:

At December 31, 2003 2002
Asset Category
Equity securities 73.69% 63 59%
Debt securities 14.95%, 35.15%
Cash 11.36% 1.26%
Total 100.00% 100.00%

The investment policy of the Plan calls for an allocation of assets between equity and debt mstruments with equity
being 60 percent and debt at 40 percent. but allowing for a variance of 20 percent in erther direction. Additionally, as
changes are made to holdings. cash, money market fimds or Uniled Staies Treasury Bills may be held temporarily by
the fund. Investments m the {followmg are prohubited: options, guaranteed investment contracts, real estate, venture
capital, private placements, futures, commodities, limited partnerships and Chesapeake siock. Additionally, short
selling and margmn transactions are prohibited.
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The following schedule sets forth the funded status of the pension plan at December 31, 2003 and 2002:

At December 31, 2003 2002
Change in benefit obiigation:

Benefit obligation — beginning of year $10,781,990 $10,120,304
Service cost 325,366 319,230
Interest cost 684,239 (672,392
Change in discount rate 772,254 372,918
Actuarial (gain) loss (212,528) (307,100)
Benefits paid (402,566) (395,814)

Benefit obligation — end of year 11,948,735 10,781,990

Change in plan assets:
Fair value of plan assets — beginning of year 9,438,725 11,745,574
Actual return on plan assets 2,265,389 (1,911,035)
Benefits paid (402,566) (395,814)
Fan value of plan assets — end of year 11,301,548 9,438,725
Funded Status (647,207) {1,343,265)
Unrecognized transition obligation (35,851) (50,955)
Unrecognized prior service cost (43,657) (48,356)
Unrecognized net (gain) loss {261,665) 059,522
Accrued pension cost (5988,380) ($783.054)
Assumptions:

Discount rite 6.00% 6 75%

Rate of compensation incrcase 4.00% 5.00%

Expected return an plan assets 8.50% 8 50%

The expected retumn on plan assets was calculated using an expected long-term rate of return of 9.5 percent for equity
mvestments and 6.0 percent for debt investments, weighted by their respective proportionate share of the fund
halance.

Net periodic pension costs for the defined benefit pension plan for 2003, 2002 and 2001 mclude the components as
shown below:

Far the Years Ended December 31, 2003 2002 2001
Components ol net periodic pension cost:
Service cost $325,366 $319,230 $347,955
Interest cost 684,239 672,392 646.205
Expected return on assets (784,476) (980,915) (081.882)
Amortization of
Trausition assets (15,104) (15,104) (15,104)
Prior service cost {4.699) (4,699) (4.699)
Actuarial gam - (115,570) (193,029)
Net periodic pension cost (benefit) $205.326 {5124.666) (§202,554)

.

The Company also sponsors an unfunded executive excess benefit plan. The accrued benefit obligation and accrued
pension costs were §1.4 nmllion and $1.0 million, respectively, as of December 31, 2003, and $1.2 million and
$840,000, respectively, at December 31, 2002.

Retirement Savings Plan

The Company sponsors a 401(k) Retirement Savings Plan, which provides participants a mechanism for maling
contiibutions for retirement savings. Each participant may make pre-tax contributions of up to 15 percent of eligible
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base compensation, subject to Internal Revenue Service limitations. For participants still covered by the defined
benefit pension plan, the Company makes a contribution matching 60 percent or 100 percent of each participant’s

pre-tax contributions based on the participant’s years of service, not te exceed six percent of the participant’s eligible
compensation for the plan year.

Effective January 1, 1999, the Company began offering an enhanced 401(k) plan to all new employees, as well as
existing employees that elected to no longer participate in the defined benefit plan. The Company makes matching
contributions on a basis of up to six percent of each employee's pre-tax compensation for the year. The maich is
between 100 percent and 200 percent, based on a combmation of the employee’s age and years of service, The first
100 percent of the funds are matched with Chesapeake common stock. The remaining match is invested in the
Company’s 401(k) plan according to each employee’s election aptions.

On December 1, 2001, the Company converted the 401(k) fund holding Chesapeake stock to an Employee Stock
Ownership Plan.

Effective, January 1, 1999, the Company began offering a non-qualified supplemental employee retirement savings
plan open to Company executives over a specific income threshold. Participants receive a cash only matching

contribution percentage equivalent to their 401(k) match level. All contributions and matched funds earn mterest
income monthly. This plan is not funded extemally.

The Company’s contributions to the 401(k) plans totaled $1,444,000, $1,488,000 and $1,352,000 for the years ended
December 31, 2003, 2002 and 2001, respectively. As of December 31, 2003, there are 181,149 shares reserved to
fund future contributions 1o the Retirement Savings Plan,

Other Post-Retirement Benefits

The Company sponsors a defined benefit post-retirement health care and life insurance plan that covers substantially

all employees.

Net penodic post-retrement costs for 2003, 2002 and 2001 mclude the following components:
P I g ]

For the Years Ended December 31, 2003 2002 2001
Components of net periodic post-retirenient cost:
Service cost 55,138 §2,739 3887
Interest cost 85,319 68,437 49,799
Amorlization of
Transiion obligation 17,859 27.859 27,859
Actuarial loss (gam) 66,271 12,109 (1717)
Total post-retirenent cost $184,587 $111,144 $76 828
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The following schedule sets forth the status of the post-retirement health care and life insurance plan:

At December 31, 2003 2002
Change in benefit obligation:

Benefit obligation — begioning of year $1,053,950 $723,926
Retirees (24,779) 123,134
Fully-eligible active employees 356,027 140,786
Other active 86,466 66,104

Renefit obligation — end of vear §1,471.,664 $1,053,950

Funded Status ($1,471,664) (51,053,950)
Unrecognized transition ebligation 78,000 105,859
Unrecognized net Joss 655,585 304,827
Accrued post-retirement cost ($738,079) ($643,264)
Assumptions:

Discount rate ¢.00% 6.75%

The health care inflation rate for 2003 is assumed to be 10 percent for medical and 14 percent for prescription drugs.
These rates are projected to gradually decrease to ultimale rates of 5 and 6 percent, respectively, by the year 2009. A
one percentage pownt increase in the health care inf{lation vate fiom the assumed rate would increase the accumulated
post-retirement benefit obligation by approximately $193,000 as of January 1, 2004, and would increase the
aggregate of the service cost and interest cost components of the net periodic post-retirement benefit cost for 2004 by
approximately $14.000, A one percentage point decrease 1n the health care inflation rate from the assumed rate
would decrease the accumulated post-retirement benefit obhigation by appiroximately $139,000 as of January 1,
2004, and would decrease the agaregate of the service cost and interest cost components of the net penodic post-
retirement benefif cost for 2004 by approximately $11,000.

The Medicare Prescription Drug, Improvement and Modermization Act of 2003 (the “Act’™) was signed into law on
December 8, 2003. The Company has elected to defer FASB Staff Position No. FAS 106-1 “Accounting and
Disclosure Requirements Related to the Medicaie Prescription Drug, Improvement and Modermization Act of 2003,”
due to the uncertaintes that exist related to the Act and its umpact, if’ any, on the Company’s post-retirement health
benefits, The measures of accumulated benefil obligation and net periodic benefit cost m the financial statements and
accompanymg notes do not reflect the elfects, if any, of the Act ou the Company’s plan. Specific authoritative
guidance on the accountng for the federal subsidy is pending und that guidance, when issued, could require the
Company to change previously reported information.

M. EXECUTIVE INCENTIVE PLANS

A Performance Incentive Plan (“the Plan”™) adopted in 1992 and amended in April 1998 allows for the granting of
performance shares. stock options and stock appreciation nghts to certam officers of the Company. The Company
now uses performance shares exclusively, however, stock options granted in prior yeats remained ouistanding at
December 31, 2003. Additionally, stock appreciation rights (“SARs”) were granted previously. None remained
outstanding at December 31, 2003,

The Plan enables participants the right to eam performance shares upon the Company's achievement of certain
performance goals, as set forth w the specific agreements, and the individual’s achievement of goals set annually for

each executive. The Company recorded compensation expense of $726,000, $165,000 and $123,000 associated with
these performance shares in 2003, 2002 and 2001, respectively.
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In 1997, the Company executed Stock Option Agreements for a three-year performance period ending December 31,
2000, with certamn executive officers. One-half of these options became exercisable over time and the other half
became exercisable if certain performance targets were achieved. SFAS No. 123 requires the disclosure of pro forma
et income and eamnings per share as 1if fair value based accounting had been used to account for the stock-based
compensation costs. The assumptions used in calenlating the pro forma information were: dividend yield, 4.73
percent: expected volatility, 15.53 percent; risk-free interest rate, 5.89 percent; and an expected life of four years. No
options have been granted since 1997; therefore, there is no pro forma impact for 2003, 2002 or 2001. The weighted

average exercise price of outstanding options was $20.50 for all years presented. The options outstanding at
December 31, 2003, expire on December 31, 2005,

Changes in outstanding options are shown on the chart below:

2003 2002 2001
Number Option Number Option Number Option
of shares Price of shares Price of shares Price
Balance — beginnmg of year 41,948 $20.50 41,948 $20.50 110,093 $12.75— 32050
Onptions excicised (12,458) $20.50

(53,220) $12.75
Options cxpired

(14,025)  §12.75
Balance — end of year 29,490 $20.50 47948 $70.50 41,948 $20.50
Exercisable 29,490 $20.50 41,948 $20 50 4] 948 $20 50

Inx 2000, the Company replaced the third year of this Stock Option Agrecment with Stock Appreciation Rights. The
SARs were awarded based on performance with a nunimum number of SARs established fo1 each participant.
During 2001 and 2000, the Company granted 10,650 and 13,150 SARSs, respectively, in conjunction with the
agreement Durng 2003, all SARs were exercised.

As af December 31, 2003, there were 326,515 shares reserved for 1ssuance under the terms of the Company’s
Performance Incentive Plan.

N, ENVIRONMENTAL COMMITMENTS AND CONTINGENGIES

The Company has participated m the investigation. assessment and 1emediation of three former gas mapufacturing
plant sites located m different jurisdictions. The Company has accrued labilities for the Dover Gas Light, Salisbury
Town Gas Light and the Winter Haven Coal Gas sites. The Company is curtently in discussions with the Maryland
Depaitment of the Environment (“MDE”) regarding a fourth site in Cambridge, Maryland.

Drover Gas Light Site

On January 15, 2004, the Company recerved a Certificate of Completion of Woik from the Umited States
Envirommental Protection Agency (“EPA™) regarding the Dover Gas Light site. This concluded the remedial action
obligation that Chesapealie had related to this site. The Dover Gas Light site is a former manufactored pas plant site
located m Dover, Delaware. In May 2001, the Company, General Public Utilities Corporation, Inc. (now FirstEnergy
Corporation), the State of Delaware, the United States Environmental Protection Agency (“USEPA”) and the United
States Department of Justice signed a seftlement term sheet to settle complaints brought by the Company and the
United States m 1996 and 1997, respectively, with respect to the Dover site. In October 2002, the final Consent
Decrees were signed and delivered ta the United States Deparmment of Justice (“DOJI™). The Consent Decrees were
lodged simultaneously with the United States District Court for the District of Delaware and a notice soliciting public
comment for a 30-day penod was published in the Federal Register. The public comment period ended April 30,

2003 with no public comments. The DOJ filed an Unopposed Motion for Entry of Consent Decrees on June 2 6,
2003.
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By Order dated July 18, 2003, the U.S. District Court for the District of Delaware entered final judgment approving
and entering the Consent Decrees resolving this litigation. The entry of the Consent Decrees triggered the parties’
obligations to make the payments required by the settlement agreement within thirty days. Chesapcake received from
other parties, net settlement payments of $1.15 million, These proceeds will be passed on to the Company’s firm
customers, in accordance with the environmental rate rider. Additionally, Chesapeake received a release from
liability and covenant not to sue from the EPA and the State of Delaware. This will relieve Chesapeake from liability
for future remediation at the site, unless previously unknown conditions are discovered at the site, or information
previously unknown to the EPA is received that indjcates the remedial action related to the former manufactured gas

plant is not sufficiently protective, These contingencies are standard, and are required by the United States in all
liability settlements,

At December 31, 2003, the Company had accrued $10,000 for costs associated with the Dover site and had recorded
an associated regulatory asset for the same amount. Through December 31, 2003, the Company has incurred
approximately $9.7 million in costs relaling to environmental testing and remedial action studies at the Dover site.
Approximately $9 4 million has been recovered through December 2003 from other parties or through rates.

Salisbury Town Gas Light Site

The Salisbury Town Gas Light site is a former manufactured gas plant site located in Salisbury, Maryland. In
cooperation with the MDE, the Company performed the followmg remedial steps: (1) operation of an air
sparging/soil vapor extraction (“AS/SVE”) remedial system; (2) monitoring and recovery of product from recovery
wells; and (3) momtoring of ground-water quality. In March 2002, with MDE's peniussion, the Company
permanently decomnussioned the AS/SVE system and discontinued nearly all on-site and off-site monitoring wells.
In November 2002, the Company submitted a request for a No Further Action (“NFA™) for the site. In Deceniber
2002, the MDE recommended that the Company subnut work plans to MDE and place deed restnctions on the
property as condrtions priot o recelving an NFA. The Company has completed the MDE recommended work plans

and has executed the deed 1esmictions, During the third quarter of 2003 the Company submitted a revised request for
the NFA. The MDE has not yet responded to the request.

The Company has adjusted the liabilsty with respect to the Salisbury Town Gas Light site to $8,000 at December 31,
2003. This amount is based on the estimated costs to perform limited product monitoring and recovery efforts and
fulfsll ongoing reporting requirements. A corresponding regulatory asset has been recorded, reflecting the
Company’s belief that costs incurred will be recoverable in base rates,

Through December 31, 2003, the Company has mcurred approximately $2.9 mullion {or temedial actions and
environmental studses at the Salisbury Town Gas Light site, Of this amount, approximately $1.8 million has been

recovered through insurance proceeds or ratemaking treatment. The Company expects to recover the remaining costs
thhough rates and has established a regulatory asset {or those costs.

Winter Haven Coal Gas Site

The Winter Haven Coal Gas site is located in Winter Haven, Flonda. In May 2001, the Flonda Department of
Environmental Protection (“FDEP”) approved a remedial action plan that includes the utilization of the AS/SVE
techmologies to address ground-water mipacts throughout 2 majority of the site. The AS/SVE construction was
completed in the fowrth quarter of 2002 and is now fully operational. The Company is currently negotiating with
FDEP on the extent of additional investigation and remediation work required to address surface soil, ground-water
and sediment impacts that will not be remediated by the AS/SVE system. The current estimate of costs to cornplete
the remediation activities at the site is approximately $544,000 (present value). Accordingly, at December 31, 2003
the Company has accrued a liabihity of $544,000 Through Decernber 31, 2003 the Company has incurred
approximately $1.3 million of environmental costs associated with this site. At December 31, 2003 the Comyany had
collected through rates $179,000 in excess of costs incurred. A regulatory asset of approximately $335,000
representing the uncellected portion of the estimated cleanup costs has also been recorded.
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1t 18 management’s opinion that any unrecovered current costs and any other future costs associated with any of the
three sites incuired will be recoverable through future rates or sharing arrangements with other responsible parties.

In August 2002, the Company along with two other parties met with MDE to discuss alleged manufactured gas plant
contanunation at a property located in Cambridge, Maryland. At that meeting, one of the other parties agreed to

perform a remedial investigation of the site. The possible exposure of the Company at this site cannot be determined
at this time.

0. OTHER COMMITMENTS AND CONTINGENCIES
Natural Gas and Propane Supply

The Company’s natural gas and propane distribution operations have entered mto contractual commitments for gas
from various suppliers. The contracts have various expiration dates. In November 2003, the Company entered into a

one-year contract with an energy marketing and risk management company to manage a portion of the Company’s
natural gas transportation and storage capacity.

Corporate Guarantees

The Company has issued corporate guarantees o certam vendors of 1ts propane wholesale marketing subsidiary. The
corporate guarantees provide for the payment of propane purchases by the subsidiary, in the case of the subsidiary’s
default The guarantees at Deceniber 31, 2003, totaled $4.5 million and expire on various dates in 2004.

Other

The Company is mvolved in cerlan legal actions and claims arsing in the normal course of business, The Company
15 also imvolved n certain legal and admimstrative proceedings before various governmental agencies concerning
raies. In the opinion of management, the uhimate disposition of these proceedings will not have a material effect on
the consolidated financial position, results of operations or cash {lows of the Company.
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P. QUARTERLY FINANCIAL DATA {UNAUDITED)

In the opinion of the Company, the quarterly financial information shown below includes all adjustments necessary
for a fair presentation of the operations for such periods. Due to the seasonal nature of the Company’s business, there
are substantial variations in operations reported on a quarierly basis. Due to the restatement and the reclassification
of the water businesses to discontinued operations, which required changes 1o prior periods, the amounts presented

below may not agree to amounts reported in prior Form 10-Q reports. Dollars are shown in thousands, except per
share amounts.

2003 2002
As Bilied Impact of Accrual As Billed Impact of Accrual
Method Revenue Method Method Revenue Method
As Previously Recognifion As Previously Recognition
Reported (1) Change As Restated Reported (1) Change As Restated
Selected Firancial Information
Operating Revenues
First quarter $63.924 ($965) $62,959 545,851 ($735) $45,116
Second quarler 32237 (1,452) 30,785 28,633 (1,845) 26,788
Third quarter 23,174 175 23,449 20,617 160 20,777
Fourth quarier 42,388 2,717 45,1058 39,000 2462 41,462
Tatal Operaing Revenues 5161.723 575 $162.298 $134,101 $42 5134,143
Operating Income
Farst quarler $12.566 ($256) 312,310 $9,152 (5187) $8,965
Seeond quarter 3,268 {400) 2,862 2,093 {553) 1,540
Third guarter 144 9 153 (153) 14 (139)
Fourth quarter 5,594 GO0 6,254 5526 713 6.239
Total Operating Income 521,572 37 521,579 510,618 ($13) 310,605
Income from Cenumung Operations
First quarier 36,789 (§153) $0,636 $5,057 ($112) $4,945
Second quanter 1,177 (242) 935 620 (330) 290
Third quarter {715) 5 (710) (721) 3 (713)
Fow th quarter 2,824 394 3,218 2,587 426 3.013
Total Income i om Conlmuing Operations $10.675 54 $10,679 $7,543 ($8) $7.535
Income from Discontinued Operations
First quarter ($163) 50 ($163) ($174) 50 (5174}
Second quarter - - - 90) - (90)
Third quarter (150) - (150} (218) - (218)
Fourth quarter (475) - (473) (1416) - (1,416}
Total Income from Miscontinued Operaons (5788) $0 (5788) {51.898) 50 1$1.898)
Income {rom Change m Accountimg Prnciple
Fust quarter 0 50 30 (51.916) $0 ($1.016)
Second quaner - . . : R R
hid quarter - - - - - -
Fourth quarter - - - - - -
Total Income fiom Change 11 Accounting
Principle 50 50 L0 31.916) 50 (31.916)
Net Income
First quarter 86,628 ($153) $6,475 52,967 (§112) 52,855
Second quarter 1,176 (242) 934 530 (330) 200
Tinrd quarter (805) 5 (860) {939) 8 (931)
Fourth quaiter 2,349 394 2,743 1,171 426 1,597
Total Net Income 39,288 54 9,292 $3.729 (38} $3,721

(1) Opeiating Revenue, Operating Income and Income from Conuming Operations for the quaiters of 2002 and previously filed
quarters of 2003 exclude the results of the opmations discontinued in 2003 and include minor reclassifications to conform with
the presentanion of the year-end 2005 resuits
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2003 2002

As Bilfed impact of Accrual As Billed Impact of Accrual
Method Revenue Method Method Revenue Method
As Previously Recognition As Previously Recognition
Reported (1) Change  As Restated Reported (1) Change  As Restated
Earnings Per Share of Commaon Stock
Dasig
TFrom Continuing Operations
Fivst quarter §1.22 (50.03) 5119 30.93 ($0.02) $0.91
Second quarter $0.21 ($0.04) 5017 50 11 (30.06} 30.05
Thwrd guarter (50.13) §0.00 ($0.13) {$0.13) $0.00 ($0.13)
Fourth quarte: $0.50 $0 07 $0 57 5047 $0.07 $0.54
Fiscal year $1.80 §0.00 $51.80 $1.37 $0.60 §1.37
From Discontinued Operations
First quarter (50.03) $0 00 ($0 03) ($0.04) $0.00 ($0 04)
Second quarter $0 00 $0.00 $0.00 (50.01) $0.00 (30 01)
Third quarter {50.02) $0 00 {$0.02) (50.04) $0.00 (30 04)
Fourth quarter (50.08) $0.00 ($008) (50.25) $0.00 (30 25)
Fiscal year (50.14) $0.00 (80.14) (50.34) 50.00 ($0.34)
From Change m Accounting Principle
Trst quarter 30 00 $0 00 5000 (B0 35) 50.00 (%0 35)
Second quarter $0 00 $0 00 $0 00 %000 $0 00 30 00
Third quartes 3000 $0 00 $000 $000 000 30 00
Fourth quarier $0 00 $0 00 $0 00 $0 00 $G 00 $0 60
Fiscal year $0.00 50.00 $0.00 (50.25) 50.00 (50.35)
Ne(Income
First quarter $i 19 {80.03) $1.16 $0.55 {30 03) $0 52
Second quarter 50 21 (80 04y 5017 $0.10 {30 06) $0.04
Third quaiter (%0 1%) 80 00 (30 15) (3017 $0 00 (3017)
Fourth quarter 30 42 $0.07 $0.49 $0.21 $0.08 $0 29
Fiscal veur $1.66 S0.00 §1.66 $0.68 £0.00 $0.68
Dyluted
From Countinuing Operations
First quaiter $1 19 (30 03) $116 5090 (50 02) $0.88
Second quarter 30.21 {50 04) $017 FO 1t (%0 06) %0 05
hird quanter (30.13) $0 00 (30 13) (30 13) $0.00 (%013}
Fourth quarter $0 49 §6 07 $056 $0 47 $0 07 $0 54
Fiscal vear $1.76 80.00 $1.76 51.37 $0.00 $1.37
From Discontinued Operations
Fist quarter {50 03) $0.00 ($0.03) (5003) $000 ($003)
Second quatter 30.00 00 $0 00 3000 $000 (3001
Thud quarier (50 02) 3000 (50 02) (50.04) 3000 (S0.04)
Fourth quarte: (30 08) $0 00 ($008) (50.25) 30 00 {50 25)
Frseal year (50.13) $0.00 (50.13) (86.34) 50.00 (R0.34)
From Change m Accounting Prmciple
First guarter 50 00 5000 1000 {30 34) 50.00 (30 34)
Second quarter $0 00 §0 00 $06.00 $0.00 $¢00 $0 00
Thiid quarter 50 00 $0 G0 $0.00 £0.00 3000 $0 00
Foutth quarter $0.00 §0.00 5000 $0.00 $000 $0 00
Fiseul year s0.00 S0.00 $0.00 (51.35) 30.00 (50.35)
Net Income
Fitst quarler $1 16 (80.03) $113 $0.53 ($0.02) $0 51
Second quarier §021 (30.04) $017 50.10 {30 06) $0.04
Third quarter ($0.15) $0.00 (50 135) (8017) $0.00 (30.17)
Fourth quarter 30 41 $0.07 5048 3021 3008 §0.29
Fiscal year §1.63 $0.00 $1.63 50.68 $0.00 50.68

(1) Operating Revenue, Operatng Income and Income fiom Continuing Operations for the quarters of 2002 and previously filed
guarters of 2003 exclude the results of the operations disconunued in 2003 and mclude nmmor reclassifications to conform with
the presentation of the yeai-end 2003 results.
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ITEM 9. CHANGES IN AND DISAGREEMENTS WiTH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL DHSCLOSURE

None

ITEM SA. CONTROLS AND PROCEDURES

Evaluation of Disclesure Controls and Procedures

The Chief Executive Officer and Chief Financial Officer of the Company, with the participation of other Company
cofficials, have evaluated the Company’s “disclosure controls and procedures™ (as such term is defined under Rule 13a-
14(e) pronmulgated under the Securities Exchange Actof 1934, as amended) as of December 31, 2003. Based upon their

evaluation, the Chief Executive Officer and Chief Financial Officer concluded that the Company's disclosure controls
and procedures are effective.

Changes in Internal Controls
During the fiscal quarter of the Company ended December 31, 2003, there was no change in the Company’s internal

control over financial reporting that has materiaily affected, or is reasonably likely to materially affect, the Company’s
internal controls over financial reporting,

FarT Hi

[TEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE FEGISTRANT

The mformation required by this Item is mcorporated herem by reference to the portions of the Proxy Statement.
captioned “Information Regardmg the Board of Dirccrors and Nominces,” “Conmutices of the Board ~ Audit
Committee” and Section 16(a) Bencficial Ownership Reporting Compliance” to be {iled not Jater than 4pr1l 29. 2004 m
connection with the Company’s Annual Meeting to be held on May 6, 2004.

The information required by this Item with respect to executive officers 15, pursuant to mstruction 3 of paragraph (b) of
Item 401 of Regulation S-K, set forth in Part I of this Form 10-K under “Executive Officers of the Registrant.”

The Company has adopted a Code of Ethics for Financial Officers, which applies to its principal executive officer,
principal financial officer. principal accounting officer or controller, or persons performing similar functions. The

information set forth under Hem I hereof concerning the Code of Ethics for Financial Officers is incorporated herein by
reference.
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The following table sets forth information as of December 31, 2003, with respect to compensation plans of Chesapeake
and its subsicdiaries under which shares of Chesapeake common stock are authorized for issuance:

(a) (b) {c)
Number of securities
remaining available for future

Number of securities to Weighted-average 1ssuance under equity
be issued upon exercise exercise price compensation plans
of outstanding options, of outstanding options, (excluding securities

warrants and 1ights warrants and rights reflected in column (a))
Equity compensation
plans approved by
security holders 29490 (1) $20.500 341215 (2)
Equity compensation
plans not approved by .
security holders 30,000 (3) §18.125 0
Total 59.490 $19.302 341,215

(1} Consists of options to purchase 29,490 shares under the 1992 Performance Incentive Plan, as amended

(2) Includes 14,700 shares under the 1995 Directors Stock Compensation Plan and 326,515 shares under the
1992 Performance Incentive Plan, The 326.515 shares excludes 16,950 shares 1ssued in March of 2004
related to 2003 performance. The corresponding expense o1 the 16,950 shaies was recognized m 2003

{3) In 2000 and 2001, the Company cntered nto agreements with an investment banker to assist in idenufying
acquisition candidates Under the agmeements, the Company issued warrants to the investment banke to
purchasc 15,000 shares of Chesapealee stock m 2001 at a price of §18 25 per shave and 15,000 shares in
2000 at a price of 518 00 The wariants are exercisable during a seven-year period afler the date granted.

iTEM 11. EXECUTIVE COMPENSATICN

The information required by this Item is incorporated herem by reference to the portion of the Proxy Statement captioned
“Direcior Compensation” and “Management Compensation” 1n the Proxy Statement to be {iled not later than April 29,
2004, in connection with the Company’s Amual Meeting fo be held on May 6, 2004.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

The mformation required by flus Ttem 1s incorporated herein by reference to the portion of the Proxy Statement captioned

“Beneficial Ownership of Chesapeale'’s Securities” to be filed not later than April 29, 2004 in connection with the
Company’s Annual Meeting to be held on May 6, 2004,

ITEM 13, CERTAIN RELATICNSHIPS AND RELATED TRANSACTIONS

None

ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES

The mformation required by this Item 1s meorporated herem by reference to the portion of the Proxy Statement captioned
“Fees and Services of PricewaterhouseCoopers LLP™ to be filed not later than April 29, 2004, in connection with the
Company’s Annual Meeting to be held on May 6, 2004,
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PART IV

ITEM 15, FINANCIAL STATEMENTS, FINANCIAL STATEMENT SCHEDULES, EXHIBITS AND REPORTS ON FORM &K

{a) The following documents are filed as part of this report:
1. Financial Statements:

o

O
o
o

o]

]

Auditors’ Report dated February 19, 2004 of PricewaterhouseCoopers LLP, Independent Auditors
Consolidated Statements of Income for each of the three years ended December 31, 2003, 2002 and 2001
Consolidated Balance Sheets at December 31, 2003 and December 31, 2002

Consolidated Statements of Cash Flows f{or each of the three years ended December 31, 2003, 2002 and
2001

Consolidated Statements of Common Stockholders’ Equity for each of the three years ended December 31,
2003, 2002 and 2001 i
Consolidated Statements of Income Taxes for each of the three years ended December 31, 2003, 2002 and
2001

Notes to Consolidated Financial Statements

Financial Statement Schedules — Schedule I — Valuation and Qualifying Accounts

All other schedules are omitted because they are not required, are mapplicable or the information is otherwise shown in
the [inancial statements or notes thereto.

{b} Reports on Form 8-K:
Earnings press release dated November 4, 2003 (Items 7 and 12)

{c) Exhibits:

Exhibit 3(a)

Exhibit 3(b)

Exhibit 4(a)

Exhibit 4(b)

Exhibit 4(c)

Exhibit 4(d)

Amended Certificate of Incorporation of Chesapeake Utilities Corporation is incorporated Iaerein by

reference to Exhibit 3.1 of the Company’s Quarter]y Report on Form 10-Q for the period ended June
30, 1998, File No. 001-11590,

Amended Bylaws of Chesapeake Utilities Corporation, effective November 14, 2003, are incorporated

herein by reference 1o Exhibit 3 of the Company’s Form 10-Q for the quarter ended September
30,2003, File No. 001-11590, {iled November {4, 2003.

Form of Indenture between the Company and Boatmen’s Trust Company, Trustee, with respect to the
8 V% Convertible Debentures is incorporated herein by reference to Exhibit 4.2 of the Company’s
Remstranon Statement on Form S-2, Reg. No. 33-26582, {iled on January 13, 1989.

First Mortgage Sinking Fund Bonds dates December 15, 1989 between the Company and The
Prudential Insurance Company of America, with respect to $8.2 million of 9.37% Series I Mortgage
Bonds due December 13, 2004. is not being {iled herewith, m accordance with Item 601(b){4)(iii) of

Regulation S-K The Company hereby agrees to furnish a copy of that agreement to the Commmission
upon request,

Note Agreement dated February 9, 1993, by and between the Company and Massachusetts Mutual Life
Insurance Company and MML Pension Insurance Company, with respect to $10 million of 7.97%
Unsecured Senior Notes due February 1, 2008, is incorporated herein by reference to Exhibit 4 to the
Company’s Annual Report on Form 10-K. for the year ended December 31, 1992, File No. 0-593.

Note Purchase Agreement entered into by the Company on October 2, 1995, pursnant to which the
Company privately placed $10 million of its 6.91% Senior Notes due in 2010, is not being filed

herewith, in accordance with Ttem 601(b){4)(iii) of Regulation S-K. The Company hereby agrees to
furnish a copy of that agreement to the Commission upon request.
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Exhibit 4(e)

Exhibit 4(f)

BExhibit 4(g)

*Exhibit 10(a)

*Exhibit 10(b)

*Exhibit 10(c)

*Exhibit 10(d)

*Exlnbit 10(e)

*Exhibit 10(f)

+Exhibit 10(g)

#Exhibit 10(h)

+Exhibit 10(1)

*Exhibit 10(3)

*Exhibit 10(k)

Note Purchase Agreement entered into by the Company on December 15, 1997, pursuant to which the
Company privately placed $ 10 million of its 6.85% Senior Notes due 2012, is not being filed herewith,
in accordance with Item 601(b)(4)(ii1) of Regulation S-K. The Company hereby agrees to furnish a
copy of that agreement to the Commission upon request.

Note Purchase Agreement entered into by the Company on December 27, 2000, pursuant to which the
Company privately placed $20 miliion of its 7.83% Senior Notes due 2015, is not bemg filed herewith,
in accordance with Htem 601(b)(4)(1i1) of Regulation S-K. The Company hereby agrees to furnish a
copy of that agreement to the Commission upon request.

Note Agreement entered into by the Company on October 31, 2002, pursuant to which the Conmpany
privately placed $30 nullion of its 6.64% Semor Notes due 2017, is mcomporated herein by reference

to Exhibit 2 of the Company’s Current Report on Form 8-K, filed November 6, 2002, File No. 001-
11590.

Executive Employment Agreement dated March 26, 2002, by and between Chesapeake Utilities
Corporation and John R. Schimkaitis filed herewith.

Form of Executive Employment Agreement dated March 26, 2003, by and between Chesapeake

Utilities Corporation and each of Michasl P, McMasters, William C. Boyles and Stephen C.
Thompson, filed herewith.

Fonn of Executive Employment Agreement daied August 1, 2002, by and between Sharp Energy, Inc.
and S. Robert Zola, filed herewith.

Executive Employment Agreement dated Januvary 1, 2003, by and between Chesapeale Ulilities
Corporation and Ralph J. Adkns is incorporated herein by reference to Exhibit 10 of the Conipany’s
Annual Report on Form 10-K for the year ended December 31, 2002, File No. 001-11590.

Form of Performance Share Agreement dated January 1, 1998, pursuant to Chesapeake Utilities
Corporation Performance Incentive Plan by and between Chesapeake Utilities Corporation and each of
Ralph J. Adkins and John R. Schimkartis 1s incorporated herein by reference to Exhibit 10 of the
Company’s Annual Report on Form 10-K for the year ended December 31, 1997, File No. 001-11590.

Form of Performance Share Agreement dated January 1, 2002, pursuant to Chesapeake Utilibes
Corporation Performance Incentive Plan by and between Chesapeake Utilities Corporathon and each of
Ralph J. Adkins, John R. Schimkaitis, Michael P, McMasters, William C. Boyles and Siephen C.
Thompson 1s incorporated herein by reference to Exhibit 10 of the Company’s Annual Report on Form
10-X for the year ended December 31, 2001, File No. 001-11590.

Form of Performance Share Agreement dated January 1, 2003, pursuant 1o Chesapeake Utilities
Corporalion Performance Incentive Plan by and between Chesapeake Utilities Corperation and each of
John R. Schimkaitis, Michael P. McMasters, Stephen C Thompson and William C. Boyles is
mcarporated herem by reference to Exhibit 10 of the Company’s Annual Report an Form 10-K for the
year ended December 31, 2002, File No. 001-11590.

Form of Performance Share Agreement dated January 1, 2003, pursuant to Chesapeake Ultilities

Corporation Performance Incentive Plan by and between Chesapeake Utiities Corporation and S,
Robert Zola, filed herewth.

Form of Performance Share Agreement dated December 4, 2003, pursuant 1o Chesapeake Utilities

Corporation Performance Incentive Plan by and between Chesapeake Utilities Corporation and each of
John R. Schimkaitis, Michael P. McMasters, {iled herewith. )

Chesapeake Utilities Corporation Cash Bonus Incentive Plan dated January 1, 1992, is incorporated
herein by reference to Exhibit 10 to the Company’s Annual Report on Form 10-K for the year ended
December 31, 1991, File No. 0-593.

Chesapeake Utilities Corporation Performance Incentive Plan dated January 1, 1992, is incorporated

erein by reference to the Company’s Proxy Statement dated April 20, 1992, in connection with the
Company’s Annual Meeting held on May 19, 1992,
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*Exhibit 16(1)  Amendments to Chesapeake Utilities Corporation Performance Incentive Plan are incorporated herein

by reference to the Company’s Proxy Statement dated April 1, 1998, in commection with the
Company’s Annual Meeting held on May 19, 1998.

*Exhibit 10(m) Form of Stock Appreciation Rights Agreement dated January 1, 2001, pursuant to Chesapeake Utilities
Corporation Performance Incentive Plan by and between Chesapeake Utilities Corporation and each of
Philip S. Barefoot, William C. Boyles, Thomas A. Geoffroy, James R, Schneider and William P.
Schmeider is incorporated herein by reference to Exhibit 10 of the Company’s Annual Report on Form
10-K for the year ended December 31, 2000, File No. 001-11590.

*Bxlubit 10(n) Directors Stock Compensation Plan adopted by Chesapeake Utilities Corporation in 1995 is

mcorporated herein by reference to the Company’s Proxy Statement dated April 17, 1995 in
comection with the Company’s Annual Meeting held in May 1995,

*Exhibit 10(c)  United Systems, Inc. Executive Appreciation Rights Plan dated December 31, 2000 is incorporated

herein by reference to Exhibit 10 of the Company’s Annual Report on Form 10-K for the year ended
December 31, 2000, File No. 001-11590.

Exhibit 12 Computation of Ratio of Earning to Fixed Charges, filed herewith.

Exthibit 21 Subsidiaries of the Registrant, filed herewith.

Exhibit 23 Consent of Independent Accountants, filed herewith,

Exhibit 31.1 Certificate of Chief Executive Office of Chesapeake Utilities Corporation pursuant to Exchange Act

Rule 13a-14(a), dated March 15, 2004, filed herewith.

Exhibit 31.2 Certificate of Chief Financial Officer of Chesapeake Utilities Corporation pursuant to Exchange Act
Rule 13a-14(a), dated March 15, 2004, filed herewith.

Exhibit 32 1 Certificate of Chief Executive Office of Chesapeake Utilities Corporation pursuant to 18 U.S.C.
Section 1350, dated March 15. 2004, {iled herewith.

Exhibit 32.2 Certficate of Chief Financinl Officer of Chesapeake Utilities Corporation pursuant to 18 U.S.C.
Section 1350, dated March 15, 2004, filed herewith.

* Management contract or compensatory plan or agreement.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15 (d) of the Securities Exchange Act of 1934, Chesapeake Utilities
Corporation has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

CHESAPEAKE UTILITIES CORPORATION

By:

/8/ JOHN R, SCHDMKAITIS
John R. Schimkaitis
President and Chief Executive Officer

Date: March 15, 2004

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the followmg
persous on behalf of the registrant and in the capacities and on the dates indicated.

{8/ RALPH J. ADKINS

Ralph J. Adkins, Chamman of the Board
and Director

Date: March 9, 2004

IS/ MICHAEL P. MCMASTERS

Michael P McMasters, Vice President

and Chief Financial Officer

{Principal Fmancial and Accounting Officer)
Date: March 9, 2004

/s THOMAS ] BRESNAN
Thomas J. Bresnan, Direclor
Date: March 9, 2004

S/ 1. PETER MARTIN
I. Peter Martin, Director
Date: March 9, 2004

1§/ CALVERT A MORGAN, R,
Calvert A, Morgan, Jr,. Director
Date: March 9, 2004

/s/ ROBERTF. RIDER
Robert F Ruder, Director
Date: March 9, 2004

/8/ _JOFN R, SCHIMKAITIS

Joln R. Schimkaitis, President,
Chief Executive Officer and Director
Date: March 9. 2004

{8/ RICHARD BLERNSTEIN
Richard Bernstemn, Director
Date: March 9, 2004

/8/ WALTER I. COLEMAN
Walter J. Coleman, Director
Date: March 9, 2004

{8/ JosEPH E. MOORE, ESQ.
Joseph E. Moore, Esq., Director
Date: March 9, 2004

/s/ RupOoLPH M, PEINS. IR,
Rudolph M Peins, Ir., Director
Date: Maich 9, 2004
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Chesapeake Utilities Corporation and Subsidiaries

Valuation and Qualifying Accounts

Additions Balance at
Qther End of
For the Year Ended December 31, Accounts ' Deductions @ Year
Reserve Deducted From Related Assets
Reserve for Uncollectible Accaunts
3 20023 8 (648,109) § 859047

2002

M Recoverics.

' Uncoltectible accommts charged off,
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§ 210,735 § _(850,084) § 659,628

200)

8 488895____.§ (1,609,930) § 621.516




Chesapeake Utilities Corporation and Subsidiaries

Ratio of Earnings to Fixed Charges

Exhibit 12

For the Years Ended December 31, 2003 2002 2001
Income frem continuing operations $ 10,079,483 7,535,009 7,340,563
Add:
Tncome laxes 6,032,445 4,609,552 4,564,363
Portion of rents repiesentative of interest factor 351,445 411,461 317,173
Interest on indcbtedness 5,616,756 4,867,520 4,914,459
Amottization of debt discount and expense 89,155 87,502 101,183
Earnings as adjusted $ 23,169,284 17,511,044 17,237,741
Fixed Charges
Portion uf rents 1eprcsentatn)c of interest factor $ 351,445 411.461 317,173
interest on imdebtedness 5,616,756 4.867,520 4,914,459
Amortizauon of debt discount and expense 89,155 87,502 101.183
Fixed Charges $ 6,057,356 5360483 5332.815
Ratio of Earuings to Fixed Charges 366 3.26 3.23
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Chesapeake Utilities Corporation

Exhibit 21
Subsidiaries of the Registrant

Subsidiaries
Aquality Company, Inc.

Eastern Shore Natural Gas Company

Sharp Energy, Inc.

Chesapeake Service Company
Xeron, Inc.

Sam Shannahan Well Company, Inc.

Sharp Water, Inc.

Subsidiaries of Sharp Energyv, Inc.
Sharpgas, Inc.
Sharp Living, Inc.
Tri-County Gas Co., Incomporated

Subsidiaries of Chesapeake Service Company

Skipjack, Inc.
BravePoint, Inc.
Chesapeale Investimnent Company
Eastern Shore Real Estate

Subsidiaries of Sharp Water, Ine.
Aqguality Solutions of Michigan, Inc.
Carroll Water Systlems, Inc,
Absolute Water Care, Inc.
Sharp Water of Florida, Inc.
Sharp Water of Idaho. Inc.
Sharp Water of Minnesota, Inc.
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State Incorporated
Delaware
Delaware
Delaware
Delaware

Mississippi
Maryland
Delaware

State Incorporated
Delaware
Delaware
Maryland

State Incorngrated
Delaware
Georgia
Delaware
Maryland

State Incorperated
Michigan
Maryland

Florida
Delaware
Delaware

Delaware



EXHIBIT 23

CONSENT OF INDEPENDENT ACCOUNTANTS

We hereby consent to the incorporation by reference in the Registration Statement on Form S-3 (Nos. 33-28391 and 33-

64671) and Form 5-8 (Nos. 333-01175 and 333-94159) of Chesapeake Utilities Corporation of our report dated February
19, 2004 relating to the financial statements and financial statement schedule, which appears in this Form 10-K.

/QAWMMW O

PRICEWATERHOUSECOOPERS LLP
Phuladelphia, Pennsylvania
March 13. 2004
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EXRIBIT 31.1

CERTIFICATE PURSUANT TO RULE 13A-14(A)
UNDER THE SECURITIES EXCHANGE ACT OF 1924

I, John R. Schimkaitis, certify that:

[U8]

h

Thave reviewed this annual report on Form 10-K of Chesapeake Utilities Corporation;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such statements were
made, not misleading with respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this annual report,
fairly present in all material respects the financial condition, results of aperations and cash flows of the registrant as
of, and for, the periods presented in this armual report,

The regsstrant’s other certifying officers and I are responsible for establishing and maintaining disclosure controls
and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrant and we have:

a) designed such disclosure contiols and procedures. or caused such disclosure controls and procedures to be
designed under om supesvision, to enswe that material mformation relating to the registrant, including its
consolidated subsidiaries, 15 made known to us by others within those entities, particularly during the
period m which this report is being prepared;

b) evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this
1eport our conclusions about the effectiveness of the disclosure controls and procedwes. as of the end of
the period covered by this report based on such evaluations;

¢) disclosed in this report any change n the registrant’s internal control over financial reporting that occurred
during the registrant’s most recent {iscal quarter that has materially affected, or 1s reasonably likely o
materially affect, the registrant's miernal control over financial reporting;

The regisorant’s other cerlifying officers and T have disclosed, based on our most recent evaluation of internal control

over {inancial 1eporting, (o the registrant’s audrtors and the audit committee of the registrant’s board of directors (or
persons performing the equivalent function):

a)  all sigmficant deficiencies and material weaknesses 1 the design or operation of internal control over
{inancial reporting which are reasonably likely to adversely affect (he registrant’s abihity to record, process,
summatize and report financial information; and

b) eny frand, whether or not material, that involves management or other employees who have a significant
role mn the registiant’s internal control over financial reporting.

Date: March 15, 2004

/8! JoNN R SCHIMKAITIS

John R. Schinikaitis
President and Chief Executive Officer
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EXHIBIT 31.2

CERTIFICATE PURSUANT TO RULE 13A-14(A)
UNDER THE SECURITIES EXCHANGE ACT OF 1834

I, Michae] P. McMasters, certify that:

Lh

T have reviewed this annual report on Form 10-K of Chesapeake Utilities Corporation;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such staterents were
made, not misleading with respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this annual report,

fairly present in all material respects the {financial condition, results of operations and cash flows of the registrant as
of, and for, the periods presemied in this annual report;

The regstrant’s other certifying officers and I are responsible for establishing and mamtaining disclosure controls
and procedues (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrant and we have:

a) designed such disclosure controls and procedures. or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information 1elating to the registrant, meluding its
consolidated subsidiaries, 15 made known to us by others withmn those entities, particularly during the
pertod m which this report 1s being prepared,

b} evaluated the cffectiveness of the registrant’s disclosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of
the period covered by this report based on such evaluations;

¢) disclosedn this report any change in the registrant’s internal control over financial reporting that occurred
durmg the registrant’s most recent fiscal quarter that has materially affected, or is reasonably likely 1o
malerially affect, the registrant's mternal control over financial reporting;

The regstrant’s other certifymg officers and I have disclosed, based on our most recent evaluation of internal contiol

over financialseporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or
persons performung the equivalent function):

a) all sigmhcant deficiencies and matenial weaknesses i the design or operation of mternal control over

financial reporting which are reasonably Likely to adversely affect the jegistrant's ability Lo record. process,
summarize and report financial information: and

b) any [raud, whether or not matenal, that involves management or other employees who have a significant
role in the registrant’s mternal control over financial reporting.

Date: March 15, 2004

/s/ MICHAELP. MCMASTERS

Maichael P. McMasters
Vice President and Chief Financial Officer
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EXHIBIT 32.1
Certificate of Chief Executive Officet
of

Chesapeake Utilities Corporation
{pursuant to 18 U.5.C. Section 1350)

I, John R. Schimkaitis, President and Chief Executive Officer of Chesapeake Utilities Corporation, certify that,
to the best of my knowledge, the Annual Report on Form 10-K of Chesapeake Utilities Corporation (“Chesapeake™) for
the year ended December 31, 2003, filed with the Securities and Exchange Commission on the date hereof (i) fully
complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934, as amended, and (ii) the
wformation contained therein fairly presents, in all material respects, the financial condition and results of operations of
Chesapeake.

/S/ JOHN R, SCHIMEAITIS
Jokln R. Schimkaitis
March 15, 2004

A signed onginal of this witten statement required by Section 906 of the Sarbanes-Oxley Act o' 2002, or other document
authenticating, acknowledgmg, or otherwise adopting the signature that appears in iyped form within the electronic
version of this written statement required by Section 906, has been provided to Chesapeake Utilities Corporation and will
be retained by Chesapeake Utilities Corporation and furnished to the Securities and Exchange Commmssion or its staff
upon request
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EXHIBIT 32.2

Certificate of Chief Financial Officer
of

Chesapeake Utilities Corporation
(pursuant to 18 U.8.C. Section 1350)

I, Michael P. McMasters, Vice President and Chief Financial Officer of Chesapeake Utilities Corporation,
certify that, to the best of my knowledge, the Annual Report on Form 10-K of Chesapeake Utilities Corporation
(“Chesapeake™) for the year ended December 31, 2003, filed with the Securities and Exchange Commission on the date
hereof (i) fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934, as

amended, and (ii) the information contained therein fairly presents, in all material respects, the financial condition and
results of operations of Chesapeale.

[/ MICHARL P, MCMASTERS
Michael P. McMasters
March 13, 2004

A signed original of this wntten statement required by Section 906 of the Sarbanes-Oxley Act 0f 2002, or other document
authenticating, acknowledging. or otherwise adoptmy the signature that appears in typed form within the electronic
version of this writlen statement requured by Section 906, has been provided to Chesapeake Utilities Corporation and will

be rerained by Chesapeake Utihties Corporation and furnished to the Securities and Exchange Commussion or its staff
upon request.
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Upon written request,
Chesapeake will provide, free of
charge, a copy of any exhibit 1o

the 2003 Annual Report on
Form 10-K not included
in 1his document.






