BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION

In re: Application by Chesapeake Utilities )
Corporation for Authorization to Issue Common )
Stock, Preferred Stock and Secured and/or )
Unsecured Debt and to Exceed Limitation )
Placed on Short-Term Borrowings in 2002 )

011245~ U

APPLICATION BY CHESAPEAKE UTILITIES CORPORATION FOR AUTHORIZATION
TO ISSUE COMMON STOCK, PREFERRED STOCK AND SECURED AND/OR UNSECURED
DEBT AND TO EXCEED LIMITATION PLACED ON SHORT-TERM BORROWINGS IN 2002

Chesapeake Utilites Corporation (Chesapeake, the Company or Applicant) respectfully files
this Application, pursuant to Section 366.04 (I), Florida Statutes, seeking authority to issue up to
6,000,000 shares of Chesapeake common stock; up to 1 ,000,000 shares of Chesapeake preferred
stock; and up to $80,000,000 in secured and/or unsecured debt and to obtain authorization to
exceed the limitation placed on short-term borrowings by Section 366.04, Florida Statutes, so as to
issue short-term obligations in an amount not to exceed $40,000,000.

1. Name and principal business offices of Applicant:

(@) Chesapeake Utilities Corporation
P.O. Box 615
909 Silver Lake Boulevard
Dover, Delaware 19904

(b) Chesapeake Utilities Corporation
Florida Division
P.O. Box 960
1015 6th Street N.W.
Winter Haven, Florida 33881
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(c) Chesapeake Utilities Corporation
Florida Division
1514 Alexander Street, Suite 107
Plant City, Florida 33566
and
(d)  Chesapeake Utilities Corporation
Florida Division

1639 West Gulf to Lake Highway
Lecanto, Florida 33461

Incorporated:
Chesapeake Utilites Corporation - Incorporated under the Laws of the State of Delaware on
November 12, 1947 and qualified to do business in Florida, Maryland, and Pennsylvania.

Person authorized to receive notices and communications in this respect:

Wayne L. Schiefelbein

P.O. Box 15856

Tallahassee, Florida 32317-5856
(850) 671-1111

(850) 671-1222 (Fax)

Attorney for Chesapeake Utilities Corporation

Capital Stock and Funded Debt:

Chesapeake has authority by provisions contained in its Certificate of Incorporation, as

amended, to issue common stock as follows:

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

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

(c)  Amount outstanding as of June 30, 2001: 5363,755 shares.
(d) Amount held in Treasury: None.

()  Amount pledged by Applicant: None.



(f) Amount owned by affiliated corporations: None.
(@  Amount held in any fund: None.
Chesapeake has authority by provisions contained in its Certificate of Incorporation, as

amended, to issue preferred stock as follows:

(a) Preferred stock having par value of $.01.
(b)  Amount authorized: 2,000,000 shares.
(c)  Amount outstanding as of June 30, 2001: O shares.
(d) Amount held in Treasury: None.
(e)  Amount pledged by Applicant: None.
) Amount owned by affiliated corporations: None.
(99  Amount held in any fund: None.
The funded indebtedness by class and series are as follows:

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

Debentures. As of June 30, 2001, there is a remaining balance of $3,422,000 on this

issue.
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9.37% First Mortgage Sinking Fund Bonds, Series |, due December 152004, issued on
December 151989, and secured by the Original Indenture dated as of December 1, 1959
between Chesapeake and Maryland National Bank in the principal amount of $8,200,000
bearing interest payable semi-annually with provisions for payment of interest only prior to
December 15, 1991; thereafter, principal shall be payable, in addition to interest on the
unpaid balance, on or before the fifteenth days of December and June in each year (a)
commencing on December 15, 1991, and ending on December 15, 1999, in the sum of
$260,000 and (b) commencing on June 15, 2000, and ending on June 15, 2004, in the
sum of $378,000. As of June 30, 2001, there is a remaining balance of $2,646,000 on
this issue.

7.97% Unsecured Senior Notes due February 1, 2008, and issued on February 9, 1993 in
the principal amount of $10,000,000 bearing interest payable semi-annually with
provisions for payment of interest only prior to February 1, 1999; thereafter, principal shall
be payable, in addition to interest on the unpaid balance, over ten (10) years at the rate of
$1 ,000,000 per annum. As of June 30,2001, there is a remaining balance of $7,000,000
on this issue.

6.91% Unsecured Senior Notes due October 1, 2010, and issued on October 2, 1995 in
the principal amount of $1 0,000,000 bearing interest payable quarterly with provisions for
payment of interest only prior to October 1, 2000; thereafter, principal shall be payable, in
addition to interest on the unpaid balance, over eleven (11) years at the rate of $909,091
per annum. As of June 30, 2001, there is a remaining balance of $9,090,909 on this

issue.



(a)5 6.85% Unsecured Senior Notes due January 1, 2012 and issued on December 195, 1997

in the principal amount of $I0,000,000 bearing interest payable semi-annually with
provisions for payment of interest only prior to January 1, 2003; thereafter, principal shall

be payable, in addition to interest on the unpaid balance, over ten (10) years at the rate of
$1 ,000,000 per annum.  As of June 30, 2001, there is a remaining balance of

$10,000,000 on this issue.

7.83% Unsecured Senior Notes due January 1, 2015 and issued on December 29, 2000
in the principal amount of $20,000,000 bearing interest payable semi-annually with
provisions for payment of interest only prior to January 1, 2006; thereafter, principal shall
be payable, in addition to interest on the unpaid balance, over ten (10) years at the rate of
$2,000,000 per annum. As of June 30, 2001, there is a remaining balance of

$20,000,000 on this issue.

(2)7 8.50% Promissory Note due April 6, 2005 and issued on April 6, 2001 in the principal

amount of $300,000. This note shall be due and payable based upon a 10-year

amortization schedule, with a 5-year balloon payment due April 6, 2005.

As of the filing date, the Company had three unsecured bank lines of credit. Two of these
lines are for $15,000,000 each and the remaining line is for $30,000,000. For the
$30,000,000 line of credit, $5,000,000 of the total line can be used to guarantee letters of
credit issued by Chesapeake’s unregulated subsidiary, Xeron, Inc. for up to 364 days.

The amounts authorized are set forth above.



The amounts presently outstanding are set forth above.
Amount held as reacquired securities: None.

Amount pledged by Applicant: None.

Amount owned by affiliated corporations: None.
Amount in Sinking Fund or other funds: None.

Authorizations Requested:

Chesapeake requests authorization from the FPSC to issue up to 1,025,562 new shares of
its common stock during 2002 for the purpose of administering Chesapeake’s Retirement
Savings Plan, Performance Incentive Plan, Automatic Dividend Reinvestment and Stock
Purchase Plan and conversion of the Company’s Convertible Debentures. The share

breakdown for each specific purpose is as follows:

Number of

Shares Purpose

303,144 Issuance pursuant to the Company’s Retirement Savings Plan.

351,124 Issuance under the terms of the Company’'s Performance Incentive
Plan.

170,118 Issuance pursuant to the Company’s Automatic Dividend
Reinvestment and Stock Purchase Plan.

201,176 Issuance under the terms of the Company’s outstanding

8 114% Convertible Debentures.

Chesapeake requests FPSC authorization to issue up to $40,000,000 in secured and/or
unsecured debt during 2002 for general corporate purposes including, but not limited to,
working capital, retirement of short-term debt, retirement of long-term debt and capital
improvements.  In addition, Chesapeake expects to continue its historically aggressive
acquisition program. For this purpose, Chesapeake is requesting FPSC authorization during
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2002 to issue up to 4,974,438 shares of common stock and up to $40,000,000 in secured
and/or unsecured debt for possible acquisitions. Due to the nature of typical cash for stock
acquisitions, the $40,000,000 in secured and/or unsecured debt may be initially issued
through a bridge loan in the form of notes held by banks or some similar form of short-term
obligations.

For this reason, Chesapeake seeks FPSC authorization to exceed the limitation
placed on short-term borrowings by Section 366.04, Florida Statutes, so as to issue short-
term obligations in an amount not to exceed $40,000,000 during 2002. The bridge financing
would subsequently be refinanced as unsecured long-term debt with an estimated rate of
interest of up to 250 basis points above U.S. Treasury rates (or extrapolated U.S. Treasury
rates) with equivalent average life.

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

Purpose for which Securities are to be issued:

(@) Chesapeake’s Retirement Savings Plan ("RSP") was implemented on February 1,
1977. As of June 30, 2001, the RSP had 344 patrticipants; a total market valuation of
$18,283,981; and 349,958 shares of the Company’s common stock. True and correct
copies of the current RSP Plan Document and Adoption Agreement have been
previously filed with the FPSC as Exhibits A and B of the Application for Modification

of Authority to Issue Common Stock During the Twelve Months Ending December 31,



1999, Docket No. 981213-GU, dated June 25, 1999, and are hereby incorporated by
reference. Pursuant to the RSP, the first 100% of an employee’s contribution, up to a
maximum 6% of his/her salary, is matched by the Company in shares of Chesapeake
common stock. Additional employee dollars that are matched by the Company are
invested according to the respective employee’s 401 (k) designation. The RSP was
amended at the end of 1998 to provide for a larger employer matching amount, from
60% to as much as 200%, and at the same time the Company’s Pension Plan was
closed off to new employees. Accordingly, as the employer matching amount has
increased, so has the number of shares being issued under the RSP.

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

On June 23, 1992, the Delaware Public Service Commission issued Order No.
3425 approving the issuance of up to 100,000 new shares of Chesapeake common
stock for the purpose of administering Chesapeake’'s RSP. Please note that this
Order by the Delaware Public Service Commission is “open ended” in the sense that
there is no time limit by which the approved securities need to be issued. A copy of
the Order has been previously filed with the FPSC as Exhibit J of the Application for
Approval of Issuance and Sale of Securities by Chesapeake Utilities Corporation,
Docket No. 931112-GU, dated November 17, 1993, and is hereby incorporated by
reference. On July 13, 1999, the Delaware Public Service Commission issued Order
No. 5165 approving the issuance of an additional 100,000 new shares of
Chesapeake common stock for the purpose of administering the RSP. Please note
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that this Order by the Delaware Public Service Commission is also “open ended” in
the sense that there is no time limit by which approved securities need to be issued.

A copy of this Order has been previously filed with the FPSC as Exhibit C of the

Application by Chesapeake Utilities Corporation for Authorization to Issue Common
Stock, Preferred Stock and Secured andfor Unsecured Debt and to Exceed Limitation
Placed on Short-Term Borrowings in 2000, Docket No. 991631-GU, dated October
20, 1999, and is hereby incorporated by reference. On December 19, 2000, the
Delaware Public Service Commission issued Order No. 5609 approving the issuance
of an additional 300,000 new shares of Chesapeake common stock for the purpose
of administering the RSP. Please note that this Order by the Delaware Public Service
Commission is also “open ended” in the sense that there is no time limit by which
approved securities need to be issued. A copy of this Order has been previously filed

with the FPSC as Exhibit E of the Consummation Report of Securities Issued by
Chesapeake Utilities Corporation, Docket No. 991631-GU, dated March 29, 2001,
and is hereby incorporated by reference. Pursuant to these Orders, Chesapeake has
issued 196,856 new shares of common stock for the RSP as of June 30, 2001. Thus,
there remains to be issued 303,144 shares as authorized by the Delaware Public
Service Commission.

The FPSC approved the issuance and sale of up to 150,000 shares of
common stock for the Plan during 2001 by Order No. PSC-00-2498-FOF-GU, issued
December 26, 2000. Chesapeake now seeks FPSC authorization to issue up to
303,144 new shares of Chesapeake common stock for the purpose of administering

Chesapeake’s Retirement Savings Plan during 2002.



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

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

To accomplish these objectives, the PIP authorizes the grant of nonqualified
stock options, performance shares of the Company’s common stock and stock
appreciation rights, or any combination thereof. The PIP, as it was originally adopted
by the common stock shareholders of Chesapeake in 1992, provided that over a ten
year period beginning in 1992, any one or more types of awards for up to atotal of
200,000 shares of Chesapeake’'s common stock may be granted. On June 23, 1992,
the Delaware Public Service Commission issued Order No. 3425 approving the
issuance of up to 200,000 new shares of Chesapeake common stockforthe purpose
of administering Chesapeake’s PIP. Please note that this Order by the Delaware
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Public Service Commission is “open ended” in the sense that there is no time limit by
which the approved securities need to be issued. A copy of this Order has been
previously filed with the FPSC as Exhibit J of the Application for Approval of Issuance
and Sale of Securiies by Chesapeake Utilities Corporation, Docket No. 9311 12-GU,
dated November 17, 1993, and is hereby incorporated by reference.

The amendments to the PIP adopted by the common stock shareholders of
Chesapeake on May 19, 1998 changed the terms and provisions of the PIP as
follows: (1) the aggregate number of shares of common stock subject to awards is
increased from 200,000 shares to 400,000 shares; (2) the term of the PIP is extended
for five years through December 31, 2006; and (3) the Board of Directors is granted
greater flexibility to amend, modify or terminate the PIP, subject to shareholder
approval requirements imposed by applicable law. On July 13, 1999, the Delaware
Public Service Commission issued Order No. 5165 approving the issuance of an
additional 200,000 new shares of Chesapeake common stock for the purpose of
administering the PIP, coinciding with these amendments. Please note that this Order
by the Delaware Public Service Commission is “open ended” in the sense that there
is no time limit by which the approved securities need to be issued. A copy of this
Order has been previously filed with the FPSC as Exhibit C of the Application by
Chesapeake Utilities Corporation for authorization to issue common stock, preferred
stock and secured and/or unsecured debt and to exceed limitation placed on short-
term borrowings in 2000, Docket No. 99163%GU, dated October 20, 1999, and is

hereby incorporated by reference.
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Pursuant to the PIP, Chesapeake has issued 48,876 new shares of common

stock as of June 30, 2001. Thus, there remains to be issued 351 ,124 shares as
previously authorized by the Delaware Public Service Commission. The FPSC
approved the issuance and sale of up to 365,051 shares of common stock for the PIP
during 2001 by Order No. PSC-00-2498-FOF-GU, issued December 26, 2000.
Chesapeake now seeks FPSC authorization to issue up to 351,124 new shares of
Chesapeake common stock for the purpose of administering Chesapeake’s
Performance Incentive Plan during 2002. The 351,124 shares should be adequate to
cover any awards granted to executives and other key officers of the Company and
its subsidiaries in 2002.
Chesapeake’s Automatic Dividend Reinvestment and Stock Purchase Plan ("DRP")
was implemented on April 27, 1989, The DRP Administrator currently has the
flexibility of purchasing shares of Chesapeake common stock on the open market,
using Treasury stock or issuing new common stock. The gradual issuance of new
common stock enables Chesapeake to balance the composition of its capital between
common stock and long-term debt. As of June 30, 2001, the DRP had 1,286
stockholder participants.

A copy of the DRP as filed on Registration Statement Form S-3 with the
Securities and Exchange Commission has been previously filed with the FPSC as
Exhibit D of the Application for Approval of Issuance and Sale of Securities by
Chesapeake Utilities Corporation, Docket No. 961194-GU, dated October |, 1996,
and is hereby incorporated by reference. On May 23, 1989, the Delaware Public
Service Commission issued Order No. 3071 approving the issuance of up to 200,000
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new shares of Chesapeake common stock for the purpose of administering

Chesapeake’s DRP. Please note that this Order by the Delaware Public Service
Commission is “open ended” in the sense that there is no time limit by which the

approved securities need to be issued. A copy of this Order has been previously filed
with the FPSC as Exhibit J of the Application for Approval of Issuance and Sale of
Securities by Chesapeake Utilities Corporation, Docket No. 9311 12-GU, dated
November 17, 1993, and is hereby incorporated by reference. On December 20,
1995, the Delaware Public Service Commission issued Order No. 4097 approving the
issuance of an additional 300,000 new shares of Chesapeake common stock for the

purpose of administering Chesapeake’s DRP. Please note that this Order by the
Delaware Public Service Commission is also “open ended” in the sense that there is
no time limit by which the approved securities need to be issued. A copy of this
Order has been previously filed with the FPSC as Exhibit E of the Application for
Approval of Issuance and Sale of Securities by Chesapeake Utilities Corporation,

Docket No. 961194-GU, dated October 1, 1996, and is hereby incorporated by
reference. Pursuant to the Orders above, Chesapeake has issued 329,882 new
shares of common stock as of June 30, 2001. Thus, there remains to be issued
170,118 shares as authorized by the Delaware Public Service Commission. The
FPSC approved the issuance and sale of up to 211,424 shares for the DRP during
2001 by Order No. PSC-O0-2498-FOF-GU, issued on December 26, 2000.
Chesapeake now seeks FPSC authorization to issue up to 170,118 new shares of
Chesapeake common stock for the purpose of administering Chesapeake’s
Automatic Dividend Reinvestment and Stock Purchase Plan during 2002.
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On April 4, 1989, Chesapeake issued $5,000,000 in 8.25% Convertible Debentures
as part of a public offering. As of June 30, 2001, $3,422,000 remained outstanding
with a conversion price of $17.01 per share. Hence, the maximum number of shares
of common stock that could be issued upon conversion is 201,175. A true and
correct copy of the Registration Statement on Form S-2 dated February 16, 1989, as
fled with the Securities and Exchange Commission, has been previously filed with the
FPSC as Exhibit | of the Application for Approval of Issuance and Sale of Securities
by Chesapeake Utilities Corporation, Docket No. 931112-GU, dated November 17,
1993, and is hereby incorporated by reference.

The Debentures have a conversion premium greater than the offering price of
the common stock issue, no mandatory sinking fund, and became callable after one
year at a premium equal to the interest rate less 1%, declining 1/2% per year
thereafter. There is an optional bondholder redemption feature which allows any
debenture holder to present any Debenture for redemption, at par, on the anniversary
date of the: issue, subject to annual limitations of $10,000 per debenture holder and
$200,000 in the aggregate. These optional redemption rights began on April 1, 1991.

In addition, subject to the annual limitations of $10,000 per debenture holder and

$200,000 in the aggregate, Chesapeake will redeem the Debentures of deceased
debenture holders within 60 days of notification. Such redemption of estate
Debentures shall be made prior to other Debentures.

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

As of June 30, 2001, a cumulative $658,000 of the Convertible Debentures
have been converted. The FPSC approved the issuance and sale of up to 209,289
new shares of Chesapeake common stock for the purpose of honoring conversion
rights pursuant to the Company’s Convertible Debentures during 2001, by Order No.
PSC-00-2498-FOF-GU, issued on December 26, 2000. Chesapeake now seeks
FPSC authorization to issue up to 201,176 new shares of Chesapeake common stock
for the purpose of honoring these conversion rights during 2002.
Chesapeake seeks FPSC authorization to issue during 2002 up to $40,000,000 in
secured and/or unsecured long-term debt with an estimated rate of interest of up to
250 basis points above U.S. Treasury rates (or extrapolated U.S. Treasury rates) with
equivalent average life. Proceeds from this debt issuance would be used for general
corporate purposes including, but not limited to, working capital, retirement of short-
term debt, retirement of long-term debt and capital improvements. The FPSC
approved the issuance and sale of $40,000,000 in secured and/or unsecured fong-
term debt during 2001 by Order No. PSC-00-2498-FOF-GU, issued on December 26,

2000.
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Chesapeake seeks FPSC authorization to issue during 2002 up to 4,974,673 shares
of common stock and $40,000,000 in secured and/or unsecured long-term debt with
an estimated rate of interest of up to 250 basis points above U.S. Treasury rates (or
extrapolated U.S. Treasury rates) with equivalent average life. This stock and debt
would be used to finance Chesapeake’s ongoing acquisition program of related
businesses. Chesapeake expects to continue to search for growth opportunities
through acquisitions which fit its long-range plan to achieve the proper mix of
business activities. Financing of acquisitions will depend upon the nature and extent
of potential acquisitions as well as current market and economic conditions.

The FPSC approved the issuance and sale of 5,064,236 shares of common
stock and $40,000,000 in secured and/or unsecured long-term debt during 2001 by
Order No. PSC-00-2498-FOF-GU, issued on December 26, 2000.

Chesapeake seeks FPSC authorization to issue up to 1,000,000 shares of
Chesapeake preferred stock during 2002 for possible acquisitions, financing
transactions, and other general corporate purposes, including potential distribution
under the Company's Rights Agreement adopted by the Board of Directors on August
20, 1999. The Rights Agreement approved by the Board of Directors is designed to
protect the value of the outstanding common stock in the event of an unsolicited
attempt by an acquirer to take over the Company in a manner or on terms not
approved by the Board of Directors. The Rights Agreement is not intended to prevent
a takeover of the Company at a fair price and should not interfere with any merger or
business combination approved by the Board of Directors. Copies of the Forms 8-A
and 8-K filed with the Securities and Exchange Commission in conjunction with the
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Rights Agreement have been previously filed with the FPSC as Exhibit D of the
Application by Chesapeake Utilities Corporation for Authorization to Issue Common
Stock, Preferred Stock and Secured andfor Unsecured Debt and to Exceed Limitation
Placed on Short-Term Borrowings in 2000, Docket No. 991631-GU, dated October
20, 1999, and are hereby incorporated by reference.

Lawful object and purpose:

The common stock, preferred stock and long-term debt authorized for issuance will be used
for the purpose of administering Chesapeake’s Retirement Savings Plan, Performance
Incentive Plan, Automatic Dividend Reinvestment and Stock Purchase Plan, conversion of
the Company's Convertible Debentures, financing of the Company's acquisiion program and
for other corporate purposes including, but not limited to the following: working capital,
retirement of short-term debt; retirement of long-term debt; capital improvements; and
potential distribution under the Rights Agreement. This is for a lawful object within the
corporate purposes of Chesapeake and compatible with the public interest and is reasonably
necessary or appropriate for such purposes.

Counsel:

The legality of the common stock, preferred stock and debt issuances will be passed upon
by Wiliam A. Denman, Esquire, Schmittinger & Rodriguez, 414 South State Street, P.O. Box
497, Dover, Delaware 19903, who will rely on Wayne L. Schiefelbein, Esquire, P.O. Box

15856, Tallahassee, Florida 32317-5856, as to matters of Florida law.

Other Regulatory Agencies:

Under 26 Del. C Section 215 of the Delaware. statutes, Chesapeake is regulated by the
Delaware Public Service Commission and, therefore, must file a Prefiling Notice, a Notice,
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10.

11.

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

The address of the Delaware Commission is as follows:

Delaware Public Service Commission

861 Silver Lake Boulevard

Cannon Building

Dover, Delaware 19904
Attention: Bruce H. Burcat, Executive Director

Control or ownership:

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

company system.

Exhibits:

The following exhibits submitted with Applicant’s Applications in Docket Nos. 991631 -GU,

981213-GU, 961194-GU and 931 1 12-GU, respectively, are incorporated in the instant

Application by reference:

Docket No. 991631 -GU

Exhibit C: Delaware Public Service Commission Order No. 5165 Dated July 13,1999
for the Issuance of Common Stock pursuant to Chesapeake Utilities
Corporation Retirement Savings Plan (I 00,000 shares) and Chesapeake
Utilities Corporation Performance Incentive Plan (200,000 shares).

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

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

Exhibit A:

Exhibit B:

Chesapeake Utilities Corporation Retirement Savings Plan-
Plan Document.

Chesapeake Utilities Corporation Retirement Savings Plan-
Adoption Agreement.

Docket No. 981213-GU

Exhibit C:

Chesapeake Utilities Corporation Amended Performance Incentive
Plan.

Docket No. 961194-GU

Exhibit D:

Exhibit E:

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

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

Docket No. 931 1 12-GU

Exhibit I:

Exhibit J:

Filed herewith:

Exhibit A:

Chesapeake Utilities Corporation Public Offering of Common Stock
and Convertible Debentures as filed with the Securities and Exchange
Commission on Registration Statement Form S-2 dated February 16, 19809.

Orders of the Delaware Public Service Commission Authorizing the
Issuance of Common Stock.

Exhibit A consists of the following attachments:

A(1) Chesapeake Utilities Corporation Annual Report on Form 10-K
for the year ended December 31, 2000.

A(2) Chesapeake Utilities Corporation Quarterly Report on Form 10-Q
for the quarter ended June 30, 2001,
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12.

Exhibit B: Sources and Uses of Funds Statement and Construction Budget.

Constitutionality of Statute:

Chesapeake has taken the position that the statutory requirement of FPSC approval of the
issuance and sale of securities by a public utility, under Section 366.04 (l), Florida Statutes,
as applied to Chesapeake, a Delaware corporation engaged in interstate commerce, is
unconstitutional, in that it creates an unreasonable burden on interstate commerce. Support
for this position is set out in Chesapeake’s Petition for declaratory statement disclaiming
jurisdiction, as filed in FPSC Docket No. 930705-GU.

By FPSC Order No. PSC-93-1548-FOF-GU, issued on October 21, 1993, the FPSC
denied the Petition for declaratory statement, while approving the alternative Application for
approval of the issuance of up to 100,000 new shares of common stock for the purpose of
administering a Retirement Savings Plan. The FPSC found that “the facial constitutionality
of a statute cannot be decided in an administrative proceeding,” and that since the stock
issuance was approved, “the question of constitutionality appears to be academic at this
time.”

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

Florida law provides for severe penalties for any willful violation of a statute
administered by the FPSC or any of its rules or orders, Secs. 350.127 (1) and 366.095,
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Florida Statutes. Accordingly, Chesapeake believes it must submit to FPSC jurisdiction over
its securities if it is to avoid assessment of such penalties and to otherwise remain in good
standing before the FPSC. It therefore files the instant Application, under protest, and

without waiver of its position regarding the unconstitutionality of the statute.
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PRAYER FOR RELIEF

Based on the foregoing, Chesapeake Utilities Corporation requests that the FPSC issue an
Order authorizing it in 2002 to issue up to 6,000,000 shares of common stock, up to
1,000,000 shares of preferred stock, and up to $80,000,000 of secured and/or unsecured

debt and authorizing it to exceed the limitation placed on short-term borrowings by Section

366.04, Florida Statutes, so as to issue up to $40,000,000 in short-term obligations.

Respectfully submitted,

Date: ’0/9 /O/ Aoy Q%JZA%JA&MJ
T M ayne L. Schiefelbei
P.O. Box 15856

Tallahassee, Florida 32317-5856
(850)671-1111

(850) 671-1222 (Fax)

Attorney for
Chesapeake Utilities Corporation
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STATE OF DELAWARE *
COUNTY OF KENT ’ ss

BE IT REMEMBERED that on thisx_alﬁﬁof October, 2001, personally appeared before
me, a Notary Public for the State of Delaware, Michael P. McMasters, who being by me duly sworn,
did depose and say that he is Vice President, Treasurer and CFO of Chesapeake Utilities
Corporation, a Delaware corporation, and that insofar as the Application of Chesapeake Utilities
Corporation states facts, and insofar as those facts are within his personal knowledge, they are true;
and insofar as those facts that are not within his personal knowledge, he believes them to be true,
and that the exhibits accompanying this Application and attached hereto are true and correct copies
of the originals of the aforesaid exhibits,” and that he has executed this Application on behalf of the

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

Michael P. McMasters
Vice President, Treasurer & CFO

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

’/\ . j( s
SOAL T el ,
. ’/;f/,!u? LA LA / OO

Notary Public ,
My Commission Expires:;?/fﬁfﬁ‘l
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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 1934
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ParT |

Itfem {, BUSINESS

Chesapeake 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,” “expects,” “intends,”
“plans,” “will,” or “may,” and other similar words of a predictive nature. These statementsrelate 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 marketing operation, the competitive position of the
Compay and other matters. It is important to underdand that these forwardlooking dtatements are not  guarantees,  but
ae dbject to cetan risks and uncertainies and other important factors that could cause actud relts to differ materidly
from those in the forward-looking statements. See Item 7 under the heading “Management's Discusson and  Andyss =
Cautionary Statement.”

(a) General Development of Business

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

Chesapeake’s three natural gas distribution divisions serve approximately 40,800 residential, commercial and industrial

customers in southern Delaware, Maryland’'s Eastern Shore and Florida. The Company’s natural gas transmission

subsidiary, Eastern Shore Natural Gas Company (“Eastern Shore”), operates a 28 |-mile interstate pipeline system that
trangports  gas  from various points in  Pennsylvania to the Company's Delavare and Maryland digtribution divisions, as

well asto other utilities and industrial customersin Delaware and on the Eastern Shore of Maryland. The Company’s

propane distribution operation serves approximately 35,300 customers in southern Delaware, the Eastern Shore of both

Maryland and Virginiaand parts of Florida. The advanced information services segment provides consulting, custom
programming, training and development tools for national and international clients.

(b) Financial Information about Industry Segments
Financial information by business segment isincluded in Item 7 under the heading “ Notes to Consolidated Financial
Statements — Note C.”

(c) Narrative Description of Business

The Company is engaged in three primary business activities: natural gas distribution and transmission, propane
digribuion and marketing, and advanced information services. In addition to the three primary groups, Chesapeske has
four subsidiaries engaged in other service-related businesses.

(i} (a) Natural Gas Distribution and Transmission

General

Chesapeake distributes natural gas to approximately 40,900 residential, commercial and industrial customersin
southern  Delaware, the Sdishury and  Cambridge, Mayland aeas on Maryland's Eastern Shore, and  Forida These
activities are conducted through three utility divisons, one divison in Deaware, ancther in Maryland and a third
division in Florida. The Company offers natural gas supply management servicesin the state of Florida under the
name of Peninsula Energy Services Company (“PESCO").

Delaware _and _Maryland. Chespeskes Deaware and Mayland  utility divisons (“Delaware’, “Maryland” or  “the
dvisons’) save an average of goproximatdly 30885 cudomers of which aproximately 30730 ae resdentid and
commercid  customers purchesing gas primaily for hedting purposss and the remander ae industid customers. For
the year, residential and commercial customers account for approximately 64% of the volume dclivcrecl by the
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divisions and (9%, of the divisions' revenue. The divisions' industrial customers purchase gas, primarily on an
interruptible basis, for a variety of manufacturing, agricultural and other uses. Most of Chesapeake's customer
growth in these divisions comes from new residential construction using gas heating equipment.

Florida. The Florida division distributes natural gas to approximately 9,953 residential and commercial and 88
industrial  customers i Polk, Osceola, Hillsborough, Gadsden, Gilchrist, Union, Holmes, Jackson, Desoto and Citrus
Counties. Currently 42 of the division’s 88 industrial customers, which purchase and transport gas on afirm and
interruptible basis, account for approximately 89% of the volume delivered by the Florida division and 39% of the
revenues. Thee cusomers ae primarily engaged in the citrus and phosphate industries and in  eectric  cogeneration.
The Company’s Florida division, through Peninsula Energy Services Company also providesnatural gas supply
management servicesto 19 customers.

Easdern  Shore.  The Company's wholly owned transmisson subgdiary, Easten Shore, operates an  interstate  naturdl
gas pipeline and provides open access transportation services for affiliated and non-affiliated companies through an
integrated gas pipeline extending from southeastern Pennsylvania to Delaware and the Eastern Shore of Maryland.
Eadern Shore dso  provides contract storage servicss & a sdes savice for system bdancing purposss  (“swing  ges').
Eastern Shore’ s rates are subject to regulation by the Federal Energy Regulatory Commission (“FERC”).

Adequacy of Resources

General, The Delaware and Maryland divisions have firm and interruptible contracts with four interstate “open
acess’ pipelines including Essten  Shore.  The divisons ae directly interconnected with Esstern Shore  and  services
upstream of Eastern Shore are contracted with Transco Gas Pipeline Corporation (“Transco”), Columbia Gas
Transmission (“Columbia’) and Columbia Gulf Transmission Company (“Gulf’), The divisions use their firm
transportation supply sources to meet a significant percentage of their projected demand requirements. In order to
meet the difference between firm supply and firm demand, peak-shaving (Delaware and Maryland divisions inject
propane into their system which increases the BTU and the level of natural gas) and purchases natural gas on the
“spot market” from various other suppliers that is transported by the upstream pipelines and delivered to the
divisons interconnects with Eastern Shore, as needed. The Company believes tha the avalability of gas supply to
the Delaware and Maryland divisions is adequate under existing arrangements to meet customer’s needs.

Delaware. Delaware’ s contracts with Transco include: (a) firm transportation capacity of 8,663 dekatherms (“ Dt”)
per day, which expiresin 2005; (b) firm transportation capacity of 3 11 Dt per day for December through February,
expiring in 2006; and (c) firm storage service, providing atotal capacity of 142,830 Dt, with provisions to continue
from year to year, subject to six (6) months notice for termination.

Delaware’s contracts with Columbia include: (@) firm transportation capacity of 852 Dt per day, which expiresin
2014; (b) firm transportation capacity of 1,132 Dt per day, which expiresin 2017; (c) firm transportation capacity of
549 Dt per day, which expires in 2018; (d) fn-m transportation capacity of 899 per day, which expiresin 2019; (e)
firm storage service providing a peak day entitlement of 6,193 Dt and atotal capacity of 298,195 Dt, which expires
in 2014; and(f) firm storage service, providing a peak day entitlement of 635 Dt and atotal capacity of 57,139 Dt,
which expiresin 2017; (g) firm storage service providing a peak day entitlement of 583 Dt and atotal capacity of
52460 Dt, which expires in 20 18, and (h) firm dorage service providing a pesk day entittement of 583 Dt and a totd
capacity of 52460 Dt, which expires in 2019, Deawa€'s contracts with Columbia for doragerelated transportation
provide quantities that ae equivdent to the pesk dlay entittement for the perod of October through Mach and ae
equivaent to fifty percent (50%) of the pesk day entilement for the period of April through September. The tems of
the storage-related transportation contracts mirror the storage services that they support.

Delaware’ s contract with Gulf, which expiresin 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.
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I Yelaware s contracts with Eastern Shore include: fa) firm transportation capacity of 28,425Dt per day forthe period

December through February, 27,203Dt per day for the months of November, March and Apnl, and 18. 127 Dt per
day for the peiod May through October, with vaious expiration daes ranging from 2004 to 20 17, (b) firm Sorage
capacity under Easten Shore's Rate Schedule GSS  providing a pesk day entitlement of 2,655 Dt and a totd capacity
of 13 1370 Dt, which expires in 20 13; (¢) firm dorage capacity under Eagtern Shoreé's Rate Schedule LSS providing

a peak day entitlement of 580 Dt and a total capacity of 29,000 Dt, which expires in 2013; and (d) firm storage
capity under Easten Shore's Rae Schedule LGA providing a pesk day entittement of 9 11 Dt and a totd capacity
of 5708 Dt which expires in 2006. Deaware's firm trangportation contracts with Eagern Shore dso incdlude Eastern
Shore's  providon of swing transportation  service, This  sarvice includes (@) firm  transportetion  capacity of 1,846 Dt
per day on Transco’s pipeline system, retained by Eastern Shore, in addition to Delaware’'s Transco capacity

referenced  ealir and (b)) an interuptible dtorage service under Transco's Rate  Schedule ESS that  supports a  swing
supply service provided under Transco's Rate Schedule FS.

Delaware currently has contracts for the purchase of firm natural gas supply with four suppliers. These supply
contrects  provide the avalabdility of a maximum firm daly entitlement of 19700 Dt and the supplies ae transported
by Transco, Columbia, Gulf and Eastern Shore under Delaware’'s transportation contracts. The gas purchase
contracts have various expiraion dates and daly quantiies may vay from day to day ad month to month.

Maryland. Maryland’ s contracts with Transco include: (&) firm transportation capacity of 4,738 Dt per day, which
expires in 2005; (b) firm transportation capacity of 155 Dt per day for December through February, expiring in
2006; and (c) firm storage service providing atotal capacity of 33,120 Dt, with provisionsto continue from year to
year, subject to six months notice for termination.

Maryland' s contracts with Columbiainclude: (a) firm transportation capacity of 442 Dt per day, which expiresin
2014; (b) firm transportation capacity of 908 Dt per day, which expiresin 2017; (c) firm transportation capacity of
350 Dt per day, which expiresin 2018; (d) firm storage service providing a peak day entitlement of 3,142 Dt and a
totd capacity of 154,756 Dt which expires in 20 14, and (¢) firm dorage savice providing a pesk day entittement of
52 1 Dt and atotal capacity of 46,88 1 Dt, which expiresin 2017. Maryland' s contracts with Columbiafor storage-
related transportation provide quantities that are equivalent to the peak day entitlement for the period October
through March and are equivalent to fifty percent (50%) of the peak day entitlement for the period April through
September. The terms of the storage-related transportation contracts mirror the storage services that they support.

Maryland's contract with Gulf, which expiresin 2004, providesfirm transportation capacity of 590 Dt per day for
the period November through March and 543 Dt per day for the period April through October.

Mayland's contracts with Eagtern Shore include (a) firm trangportation cepacity of 13378 Dt per day for the period
December through February, 12654 Dt per day for the months of November, Mach and April, and 8093 Dt per day
for the period May through October; (b) firm dorage capacity under Easten Shores Rate Schedule GSS  providing a
peak day entitlement of 1,428 Dt and atotal capacity of 70,665 Dt, which expiresin 2013; (c) firm storage capacity
under Eastern Shorés Rate Schedule LSS providing a pesk day entittement of 309 Dt and a totd cepacity of 15500
Dt, which expires in 2013, and (d) firm dorage cepacity under Eastern Shore's Rate Schedule LGA providing a pesk
day entitlement of 569 Dt and atotal capacity of 3,560 Dt, which expiresin 2006. Maryland’s firm transportation

contracts with Eastern Shore also include Eastern Shore' s provision of swing transportation service. This service
includes: (a) firm transportation capacity of 969 Dt per day on Transo's pipeline sysem, retained by Eagten Shore,

in addition to Maryland’s Transco capacity referenced earlier and (b) an interruptible storage service under
Transco’s Rate Schedule ESS that supports a swing supply service provided under Transco's Rate Schedule FS.

Maryland currently has contracts for the purchase of firm natural gas supply with four suppliers. These contracts
provide the availability of a maximum firm daily entitlement of 9,000 Dt and the supplies are transported by
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Transco. Columbia, Gulf and Eastern Shore under Maryland's transportation contracts. The gas purchase contracts
have various expiration dates and daily quantities may vary fromday today and month to month.

Florida. The Florida division receives transportation service from Florida Gas Transmission Company (“FGT”), a
mgor interstate pipeine.  Chespeske has contracts with FGT for: (g} daly firm transportation capacity of 27579 Dt
in November through April, 21,200 Dt in May through September, and 27,416 Dt in October under FGT’s firm
transportation service FTS-| rate schedule; (b) daily firm transportation capacity of 5,100 Dt in May through
October, and 8,100 in November through April under FGT’ s firm transportation service FTS-2 rate schedule. The
firm transportation contract FTS | expires on August 1,2010 with the Compay retaining a right of firg refusd on
this capacity. The firm transportation contract FTS-2 expires on Mach 1,20 15, Chesgpecke has requesed and been
approved for a turnback of al but 1,000 Dt per day year round of it's FTS-2 capacity in two increments. These
turnbacks coincide with the in service dates of FGT's Phae 4 Project <heduled to be in savice in May 200 1, and
the Phase 5 Project scheduled to be in service in the second quarter of 2002.

The Horida divison currently receives its gas supply from various suppliers. If needed, some supply is bought on the
spot market; however, the mgjority is bought under the terms of two firm supply contacts. The Company believes
that the avalability of gas supply to the Forida divison is adequate under existing arangements to meet customer's
needs.

Easter-n Show. Eastern Shore has 4,916 thousand cubic feet (“Mcf ’) of firm transportation capacity under Rate
Schedule FT under contract with Transco, which expires in 2005, Easten Shore dso has 7,046 Mcf of firm pek day
entitlements and total storage capacity of 278,244 Mcf under Rate Schedules GSS, LSS and LGA, respectively,
under contract with Transco. The GSS and LSS contracts expire in 2013 and the LGA contract expires in 2006.

Esden Shore d0 has firm dorage service under Rate Schedule FSS and  firm  dorage  trangportation  capacity  under
Rate Schedule SST under contract with Columbia. These contracts, which expirein 2004, provide for 1,073 Mcf of
firm peak day entitlement and total storage capacity of 53,738 Mcf.

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

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

Rates and Regulation

(eneral Chesapeake' s natural gas distribution divisions are subject to regulation by the Delaware, Maryland and
Florida Public Service Commissons with respect to vaious aspects of the Company's business, including the rates
for sales to all of their customers in each jurisdiction. All of Chesapeake’s firm distribution rates are subject to
purchased gas adjutment clauses, which match revenues with gas costs and normaly alow eventud full recovery of
gas costs. Adjustments under these clauses require periodic filings and hearings with the relevant regulatory

athority, but do not require a generd rate proceeding, Rates on interuptible sdes by the Horida divison ae dso
subject to purchased gas adjustment clauses.

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

Management monitorsthe rate of return in each jurisdiction in order to ensure the timely filing of rate adjustment
applications.
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Regulatory Proceedings

Delaware. In September 1998, Chesapeake’s Delaware division filed an application with the Delaware Public
Service Commission (“DPSC”’} to propose certain rate design changes to its existing margin sharing mechanism
which was approved in Chesapeake's last rate case.

The Company proposed certain rate design changes to its exising margin shaing mechanism in order to address the
level of recovery of fixed distribution costs from the residential heating service customers and smaller commercial
heating customers. The Company also proposed to change the existing margin sharing mechanism to take into
consideration the appropriate treatment of margins achieved by the addition of new interruptible customers on the
distribution system for which the Company makes additional capital investments

In March 1999, the Company, DPSC Staff and the Division of the Public Advocate settled all the issues in this
matter and executed a proposed settlement agreement. The settlement allows the Company to increase or decrease
the current margin sharing thresholds based on the actud levd of recovery of fixed distribution costs from residentid
service heating and general service heating customers as compared to the level at which the base tariff rates were
designed to recover in the lat rate case Per the odtlement, the Company can implement an adjusment to the margin
sharing thresholds if the weather is at least 6.5% warmer or colder than normal; however, the total increase or
decrease in the amount of additional gross margin that the Company will retain or credit to the firm ratepayers
cannot exceed a $500,000 cap.

Also, the Company will exclude the interruptible margins from the existing margin sharing mechanism for one
specific  interruptible cusomer on its disribution sygem for whom the Company made a capitd invesment to serve
and currently has under a contract for interruptible service Any additiond magin retained for this customer will be
included in the $500,000 cap mentioned above. The DPSC issued its final approval of the proposed settlement on
May 2.5, 1999.

The Company earned or retained $500,000 of additional gross margin during 2000 as the Company met the
requirements of the approved settlement in order to implement the approved mechanism.

Maryland. During the 1999 Maryland General Assembly legislative session, taxation of electric and gas utilities
changed by the passage of The Eledric and Gas Utility Tax Reform Act (‘Tax Act’). Effective Jauary 1,2000, the
Tax Act dtered utility taxation to account for the restructuing of the eectric and ges industries by ether repeding
and/or amending the existing Public Service Company Franchise Tax, Corporate Income Tax and Property Tax.
Chesapeake submitted a regulatory filing with the Maryland Public Service Commission (*MPSC”) on December
30, 199 to implement new taiff sheets necessay to incorporate the changes necesstated by the peassage of the Tax
Act. The taiff revisons (1) would implement new bese taiff raes to reflect the edtimated <ae corporate income tax
liability; (2) assess the new per unit distribution franchise tax; and (3) repeal specified portions of the tariff that
related to the former 2% gross receipts tax.

On Jauay 12,2000, the Maryland Public Service Commisson (“MPSC”) isuied an order requiring the Company to
file new taiff cheds with an efective dae of January 12, 2000, to increese its ndurd ges deivery savice raes by
$82,763 on an annual basis to recover the estimated impact of the state corporate income tax. Also as part of the
MPSC order, the Company was directed to recover the new distribution franchise tax of $0.0042 per Ccf as a
separate line item charge on the customers’ bills. On January 14, 2000, the Company filed new natural gas tariff
sheets in compliance with the MPSC order.

Florida. On Jduly 15, 1999, the Florida Division filed a Joint Petition with Tampa Electric/ Peoples Gas System for

approval of aterritorial boundary agreement in Hillsborough, Polk and Osceola Counties. On November 10, 1999,
the Florida Public Sol-vice Commission issued an order approving the terms and conditions of theagreement. The
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agreement included the transfer of facilities inHillsborough County owned by Chesapeake to Peoples Gas System
and the transfer of facilities in Gilchrist and Union Counties owned by Peoples (as System to Chesapeake. The
transfers were made at the depreciated book value of the facilities.

On August 19,1999, the Florida Division filed a petition with the Florida Public Service Commission for approval of
a gas transportation agreement with Citrosuco North America, Inc. located in Polk County, Florida. The Florida
Public Service Commission approved the agreement on October 25, 1999. The agreement provides for the Florida

Divison to leae an Sinch ded naurd gas pipeine from Citrosuco and in return, the Forida Divison will provide

naurd gas savice under its CTS rate schedule as a specid  contract.

On January 28, 2000, the Florida Division filed a request for approval of a rate increase with the Florida Public
Service Commisson. An Order was isued on November 28,2000 eaproving a rde increase of $1,25 1900 that was
69% of the requeted $1,826,509. A reum on equity of 115% wes approved with an overdl rae of reum of 86%.
The new rates were effective December 7, 2000. In addition, all non-residential customers became eligible for
trangportation  sarvices. In order to  transport, each cusomer with awmud consumption less than 100,000 therms per
yer mud aggregte into pools to medt certain edeblished minimums for therm thresholds and number of customer
per pool.

On October 17, 2000, the FPSC approved a special contract with Peace River Citrus in Desoto County. The
agreement is for the construction of a4” steel natural gas main extending from Florida Gas Transmission’s new
Phase IV pipeline in Desoto County approximately eight miles to the citrus processing plant near Arcadia,

Eastern Shore. In September 1998, Eastern Shore filed an application before the FERC requesting authorization to
condruct and operate a totd of eight miles (45 miles in Pennsylvania and 35 miles in Delaware) of 16-inch pipeline
looping on Eastern Shore's existing system and to install 1,085 horsepower of additional compression at its
Ddaware City compressor dation. The purpose of these new fadiliies is to enadble Easten Shore to provide 16,540
dekatherms  of addiiond firm trangportation capacity on its sysem for two exiging cusomers Demava Power and
Light Company and Star Enterprise. The expansion was completed during the fourth quarter of 1999. The project
cost was approximately $7.0 million.

In March 1998, the FERC authorized Eastern Shore to replace 2.3 miles of 6-inch pipeline with 10-inch pipeline
along Route 72 and Power Road, all in conjunction with a Delaware Department of Transportation highway
relocation project. In September 1998, Eastern Shore filed an amendment requesting that the FERC authorize an
increase in the diameter of the previoudy approved 2.3-mile pipeline from 10 inches to 16 inches. This proposd was

approved by the FERC in October 1998. Construction was completed during 1999.

On December 9, 1999, Eastern Shore filed an application before the FERC requesting authorization for the
following: (1) construct and operate approximately two miles of 16-inch mainline looping in Pennsylvania, (2)
abandonment  of one mile of 2inch laed in Ddavae and Mayland and replacement of the segment with a 4dinch
lateral, (3) construct and operate approximately ten miles of 6-inch mainline extension in Delaware, (4) construct
and operate five delivery points on the new 6-inch mainline extension in Delaware, and (5) install certain minor
aniliay fecllities a the existing Daeville compressor dtation in Pennsylvania The purpose ofthe condruction was
to enable Eastern Shore to provide 7,065 Dts of additional daily firm service capacity on Eastern Shore's system.
The FERC approved Eastern Shore’s application on April 28, 2000. The two miles of 16-inch mainline looping in
Pennsylvania and the one mile of 4-inch lateral replacement in Delaware and Maryland were completed and placed
in service during the fourth quarter of 2000. The ten miles of 6-inch mainline extension and associated delivery
pointsin Delaware are expected to be completed and placed into service during the second quarter of 2001.

On December 22, 2000, Eastern Shore filed an application before the FERC requesting authorization for the
following: { 1) to construct and operate six mitesof 16-inch pipctinc  looping in Pennsylvania and Mat-yland, (2)
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install 3.330horsepower of’ additional capacity at theexisting Daleville compressor station and (3} construct and
operate a new deivey point in Cheder County, Pennsylvania The purpose of the condruction is to endble Eagtern
Shore to provide 19,800 Dts of additional daily firm service capacity on its system. The proposed expansion is
targeted for completion by November [, 2001 and is expected to cost approximately $12.5 million.

On January 4, 2001 FERC notified Eastern Shore that its December 22 application was deficient in that it did not
conform to the Commission’s minimum certificate filing requirements and was therefore rejected without prejudice
to Eastern Shore filing a complete application. Eastern Shore re-filed a compl ete application on January i |, 2001.

(i} (b) Propane Distribution and Marketing

General

Chesapeake’ s propane distribution group consists of (1) Sharp Energy, Inc. (“Sharp Energy”), a wholly owned
absdiay of Chespeske, (2) Shapges, Inc. (“Sharpgas’), a wholly owned subsdiay of Shap Energy, and (3) Tri-
County Gas Company, Inc. (“Tri-County”), a wholly owned subsdiay of Chesgpeske. The propane marketing group
consists of Xeron, Inc. (“Xeron”), awholly owned subsidiary of Chesapeake.

The Company’s consolidated propane  digtribution  operation served  approximately 35600 propane customers on  the
Demarva Peninsula and delivered approximately 28 million retail and wholesal e gallons of propane during 2000.

In April 2000, Sharp Energy, Inc. started a propane distribution operation in West Palm Beach Florida doing
business as Treasure Coast Propane.

In May 1998, Chesapeske acquired Xeron, a naurd ges liquids trading company located in Houston, Texas. Xeron
markets propane to large independent and petrochemical companies, resellers and southeastern retail propane
companies in the United States.

The propane digtribution business is affected by many factors such as seasondlity, the absence ofprice regulation and
competition among loca providers. The propane marketing busness is afected by wholesde price volaility and the
demand and supply of propane at a wholesale level.

Propaneis aform of liquefied petroleum gas which istypically extracted from natural gas or separated during the
crude oil refining process. Although propane is a gas a normd pressures, it is easly compressed into liquid form  for
storage and transportation. Propane is a clean-burning fuel, gaining increased recognition for its environmental
superiority, sdfety, efficiency, trangportability and esse of use rdaive to dtendtive forms of energy. Propane is sold
primarily in suburban and rurd aess which ae not seved by naturd ges pipeines Demand is typicaly much higher
in the winter months and is dgnificantly affected by seasond variations, paticulaly the rdative severity of winter
temperatures, because of its usein residential and commercial heating.

Adequacy of Resources

The Company’s propane distribution operations purchase propane primarily from suppliers, including major
domedtic ol companies and independent producers of gas liquids and oil. Supplies of propane from these and other
sources are readily avalable for purchese by the Company. Supply contracts generdly include minimum  (not  subject
to atake-or-pay premiums) 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,

propaneis delivered in portable cylinders or by “bobtail” trucks, owned and operated by the Company, to tanks
located at the customer’s premises.
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Xeron has no physical storage facilities or equipment to transport propane; however. it conracts for storage and
pipeline capacity to facilitate the sale ofpropane on a wholesale basis.

Competition

The Company’ s propane distribution operations compete with several other propane distributorsin their service
territories, primarily on the basis of service and price, emphasizing reliability of service and responsiveness.
Competition is generally local because distributors located in close proximity to customers incur lower costs of
providing service, Propane competes with dectricity as an energy source, because it is typicdly less expensve than
electricity, based on equivalent BTU value. Since natural gas has historically been less expensive than propane,
propane is generally not distributed in geographic areas serviced by natural gas pipeline or distribution systems.

Xeron competes against various marketers, many of whichhavesignificantly great resources and ae &ble to obtain
price or volumetric advantages over Xeron.

The Company’s propane distribution and marketing activities are not subject to any federal or state pricing
regulation. Transport operations are subject to regulations concerning the transportation of hazardous materials
promulgated under the Federd Motor Carier Safely Act, which is adminidered by the United Staes Depatment 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,
dorage and trangportation of combudible liquids, such as the risk of persond injury and propety damage caused hy
fire. The Company carries general liability insurance in the amount of $35,000,000 per occurrence, but thereis no
assurance that such insurance will be adequate.

(i) (c) Advanced Information Services

General

Chesapeake’ s advanced information services segment consists of United Systems, Inc. (“USI”’), awholly owned
subsidiary of the Company.

USL is based in Atlanta and primarily provides support for users of PROGRESS™, afourth generation computer
language and Relationd Daabese Management System.  USL  offers  conaulting, training, software  development  toals,
web development and customer software development for its client base, which includes many large domestic and

international corporations.

Competition

The advanced information services business faces significant competition from a number of larger competitors
having subdantidly grester resources available to them than does the Company. In  addition, changes in the advanced
information  services business ae occurring  rapidly, which could adversdly impact the markes for the products and
services offered by these businesses.

(i) (d) Other Subsidiaries

Sipjack, Inc. (“Skipjack”), Eadern Shore Red Edate, Inc. and Chesapeske Invesment Company ae  wholly  owned
subsidiaries of Chesapeake Service Company. Skipjack and Eastern Shore Real Estate, Inc. own and |lease office
buildings Delaware and Maryland to affiliates of Chesapeake. Chesapeake Investment Company is a Delaware
affiliated investment company.

In March 1998, the Company acquired Sam Shannahan Well Co., based inSalisbury, Maryland, doing business as
Tolan Water Service(*“Tolan”). Tolan was a privately owned EcoWater deal ership serving 3,000 customers on the
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Delmarva Peninsula with divisions supporting residential. commercial and industrial water treatment | he 3000
customers are receiving recurring water treatment services during the year.

In 1999, the Company edeblished Sharp Water, Inc, a wholly owned subsdiary of Chesapeske, which in  November
1999, acquired EcoWater Sysems of Michigan, Inc, doing busness a Douglas Water Conditioning, an EcoWater
dedership that has sevices the Deroit, Michigan aea This dedership provides water trest products and  services.

In January 2000, the Company acquired Carroll Water Systems, Inc. of Westminster, Maryland. Carroll was a
privately owned EcoWater dealership serving the suburban area of Baltimore, Maryland. This dealership provides
water treat products and services

(i) Seasonal Nature of Business
Revenues from the Company’s residential and commercial natural gas sales and from its propane distribution
ativiies ae dfected by seasond  variations, snce the mgority of these sdes ae to cutomers usng the fuds for

hegting purposes, Revenues from these cudomers ae accordingly affected by the mildness or severity of the heding
season.

(iii) Capital Budget
A discussion of capital expenditures by business segment isincluded in Item 7 under the heading “ Management
Discussion and Analysis-- Liquidity and Capital Resources.”

(iv) Employees

As of December 31, 2000, Chesapeake had 542 employees, including 344 in natural gas and propane, 82 in
advanced information services and 7 1 in water conditioning. The remaining 45 employees are considered general
and administrative and include officers of the Company, treasury, accounting, information technology, human
resources and other administrative personnel. The acquisition of Carroll Water Services added 15 employees.

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

Ralph J. Adkins (age 58) Mr. Adkinsis Chairman of the Board of Directors of Chesapeake. He has served as
Chairman since 1997. Prior to January 1, 1999, Mr. Adkins served as Chief Executive Officer, a position he had
held since 1990. During his tenure with Chesapeake Mr. Adkins has also served as President and Chief
Executive Officer, President and Chief Operating Officer, Executive Vice President, Senior Vice President, Vice

President and Treasurer of Chesapeake. He has been adirector of Chesapeake since 1989.

John R. Schimkaitis (age 53) Mr. Schimkaitis assumed the role of Chief Executive Officer on January 1, 1999. He
has served as President since 1997. His present term will expire on May 15, 2001. Prior to his new post, Mr.
Schimkaitis has dso saved & Preddent and Chigf  Opeating Officer, Executive Vice Presdent 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 of Chesapeake since 1996.

Michael P. McMasters (age 42) Mr. McMasters is Vice President, Chief Financial Officer and Treasurer of
Chesapeake Utilities Corporation. He has served as Vice President, Chief Financial Officer and Treasurer since
December 1996. He previously served as Vice President of Eastern Shore, Director of Accounting and Rates and
Controller. From 1992 to May 1994, Mr. McMasers was employed as Director of Operations Pamning for Equitable
Gas Company.

Stephen-C. Thompson (age 40) Mr. Thonipson is Vice President of the Natural Gas Operations as well as Vice
President of Chesapeake Utilities Corporation. He has served as Vice President since May 1997. He has served as
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President, Vice President, Director of Gas Supply and Marketing, Superintendent of Eastern Shore and Regional
Manager for the Florida distribution Operations.

William C. Boyles (age 43) Mr. Boyles is Vice President and Corporate Secretary of Chesapeake Utilities
Corporation. Mr. Boyles has served a Corporate Secretay snce 1998 and Vice President snce 1997. He previoudy
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 at Equitable Bank of Delaware and Group Controller at Irving Trust Company of New Y ork.

ITEM 2. PROPERTIES

(a) General

The Company owns offices and operates facilities in the following locations: Pocomoke, Salisbury, Cambridge and

Princess Anne, Maryland; Dover, Seaford, Laurel and Georgetown, Delaware; and Winter Haven, Florida. Chesapeake
rents office space in Dover, Delaware, Plant City, Jupiter, and Lecanto, Floridg Chincoteague and Belle Haven, Virginia

Easton, Salisbury, Westminster and Pocomoke, Maryland; Detroit, Michigan; Houston, Texas and Atlanta, Georgia. In
generd, the propeties of the Company ae adequate for the uses for which they ae employed. Capecity and utilization of

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

businesses.

(b) Tolan Water Service

The Company owns and operates a resin regeneration facility in Salisbury, Maryland to serve approximately 3,000
exchange tank and meter water customers,

(c) Natural Gas Distribution

Chesapeake owns over 645 miles of natural gas distribution mains (together with related service lines, meters and
regulators) located in its Delaware and Maryland service aess and 547 miles of such mans (and relaed equipment) in its
Centrd Floida savice aess. Chespeske a0 owns fadiliies in Delawae and Mayland 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.

{d) Natural Gas Transmission
Eastern Shore owns approximately 281 miles of transmission lines extending from Parkesburg, Pennsylvania to
Sisury, Mayland. Eastern Shore dso owns three compressor  ddions located in Delavare  City, Delaware, Ddeville,

Pennsylvania and Bridgeville, Delaware. The compressor stations are used to provide increased pressures required to
meet demands on the system.

(e) Propane Distribution and Marketing

The company’s Delmarva-based propane distribution operationown bulk propane storage facilities with an aggregate
capacity of approximately 1.9 million gallons at 32 plant facilities in Delaware, Maryland and Virginia, located on real
estate they either own or lease. The company’ s Florida-based propane distribution operation owns one bulk propane
storage facility with a capacity of 30,000 gallons. Xeron has no physical storage facilities or equipment to transport
propane.
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ITEM 3. LEGAL PROCEEDINGS

(a) General

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

(b) Environmental

Dover Gas Light Site

In 1984, the State of Delaware notified the Company that they had discovered contamination on a parcel of land it
purchased in 1949 from Dover Gas Light Company, a predecessor gas company. The State also asserted that the

Company wes the regponshle paty for any cen-up and prospective environmentd monitoring of the dte The Deaware

Department of Natural Resources and Environmental Control (“DNREC”) and Chesapeake conducted subsequent
invedigations and sudies in 1934 and 1985 Soil and ground-water contamination associated with  the  operations of the
former manufactured gas plant (“MGP”), the Dover Gas Light Company, were found on the property.

In February 1986, the State of Delaware entered into an agreement (“the 1986 Agreement”) with Chesapeake whereby
Chesapeake reimbursed the State for its costs to purchase an alternate property for construction of its Family Court
Building and the State agreed to never construct on the property of the former MGP.

In October 1989, the Environmentd Protection Agency (“EPA") lised the Dover Gas Light Ste (“ste¢’) on the Nationd
Priorities List under the Comprehensive Environmental Response, Compensation and Liability Act (“CERCLA” o1
“Superfund”). EPA named both the State of Deaware and the Company as potentidly responsble paties (“PRPs™) for
the ste.

The EPA issued a clean-up remedy for the site through a Record of Decision (“ROD”) dated August 16, 1994. The
remedid action sdected by the EPA in the ROD addressed the ground-water and soil. The ground-water remedy included
acombination of hydraulic containment and natural attenuation. The soil remedy included complete excavation of the
foomer MGP propety. The ROD edimaed the costs of the sdlected remedigtion of ground-water and soil a $27 million
and $3.3 million, respectively.

in May 1995, EPA issued an order to the Company under section 106 of CERCLA (the “Order”), which required the
Company to implement the remedy described in the ROD. The Order was aso issued to General Public Utilities
Corporation, Inc. (“GPU’), which both EPA and the Company believeisliable under CERCLA. Other PRPs, including
the State of Delavae were not ordered to peform the ROD. Although notifying EPA of its objections to the Order, the
Company agreed to comply. GPU informed EPA that it did not intend to comply with the Order and to this date has not
complied with the EPA Order.

The Company performed field studies and investigations during 1995 and 1996 to further characterize the extent of
contamination a the ste In April 1997, the EPA isued a fact shest dating that the EPA was consdering a modification
to the <oil remedy tha would take into account the sSte's future land use redrictions, which prohibited future development
on the ste. The EPA proposed a soil remediation that included some on-Ste excavation of contaminated soils and use of
institutional controls; EPA estimated the cost of its proposed soil remedy at $5.7 million. Additionally, the fact sheet
acknowledged that the soil remedy described in the ROD would cost $10.5 million, instead of the $3.3 million estimated
in the ROD, making the overall remedy cost $13.2 million ($10.5 million to perform the soil remedy and $2.7 million to
perform the ground-water remediation).

In June 1997, the Company submitted a supplement to the focused feashility sudy, which proposed an dtenative ol
remedy that would take into account the 1986 Agreement between Chesapeake and the State of Delaware restricting
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future developmentat the site, OnDecember 16,1997, the EPA issued a ROD Amendment to modify the soil remedy to
include: (1) excavation and off’-site thermal treatment of the contents of the former subsurface gas holders; (2)
implementation of soil vapor extraction: (3) pavement of the parking lotand (4) use of institutional controls restricting
future development on the site. The overall clean-up cost of the site was estimated at $4.2 million ($1.5 million for soil
remediation and $2.7 million for ground-water remediation).

During the fourth quarter of 1998, the Company completed the field work associated with the remediation of the gas
holders (a mgor component of the soil remediation). During the firg quarter of 1999, the Company submitted reports to
the EPA documenting the gas holder remedial activities and requesting closure of the gas holder remedial project. In
April 1999, the EPA gpproved the dosure of the gas holder remediation project, cetified that dl peformance <andards
for the project were met and no additional work was needed for that phase of the soil remediation. The gas holder
remediation project was completed at a cost of $550,000.

During 1999, the Company completed the construction of the soil vapor extraction (“SVE”) system (another major
component of the soil remediation) and continued with the ongoing operation of the system at a cost of $250,000. In
2000, the Company operated the SVE system and during the last quarter of 2000, the Company submitted to the EPA
their finding adong with a requet to discontinue the SVE operations The Company is awating a response from the EPA
on their request. If discontinuation of the SVE procedures is approved, the company will initigte find congruction of a
parking lot and proceed with a ground-water remedial program.

The Company’s independent consultants have prepared preliminary cost estimates of two potentially acceptable
alternatives to compl ete the ground-water remediation activities at the site. The costs range from alow of $390,000in
capitd and $37,000 per year of operaing costs for 30 years for ndurd atenuation to a high of $3.3 million in capitd and
$1 .0 million per year in opeaing cods to operate a pump-ancHreat / ground-water containment system. The pump-and-
tret / groundwater contanment sytem is intended to contan the MGP contaminants to dlow the ground-water outdde
of the contanment aea to naurdly atenuate The operaing cost edimate for the contanment system is dependent upon
the actud ground-water quaity and flow conditions The Company continues to believe that a ground-water containment
Sysem is not necessay for the MGP contaminants that there is insufficient information to desgn an overdl ground-water
containment program and that natural attenuation is the appropriate remedial action for the MGP wastes.

The Compay camnot predicc what the EPA will require f'or the overdl ground-water program, and accordingly, has not
adjused the $21 million accrued a December 3 1, 1999 for the Dover ste a wel a a reguldory asset for an equivaent
amount. Of thisamount, $1.5 million is for ground-water remediation and $600,000 is for the remaining soil remediation.
The $1.5 million represents the low end of the ground-water remedy estimates described above.

In March 1995, the Company commenced litigation agant the Stae of Deaware for contribution to the remedid cods
being incurred to implement the ROD. In December of 1995, this case was dismissed without prejudice based on a
stflement  agreement  between the paties (the “Settlement’). Under the Setlement, the State agreed to: redffirm the 1986
Agreement with Chesapeake not to construct on the MGP property and support the Company’s proposal to reduce the
soil remedy for the site; contribute $600,000 toward the cost of implementing the ROD and reimburse the EPA for
$400000 in oversght coss. The Setlement is contingent upon a formd setlement agreement between EPA and the Stae
of Delaware, Upon satisfaction of all conditions of the Settlement, the litigation will be dismissed with prejudice.

In June 199, the Company initiated litigation againg GPU for response cods incured by Chespeske and a dedaraory
judgment as to GPU’s liability for future costs at the site. In August 1997, the United States Department of Justice also
filed alawsuit against GPU seeking a Court Order to require GPU to participate in the site clean-up, pay penalties for
GPU’s falure to comply with the EPA Order, pay EPA’'s past cods and a declaatory judgment as to GPU’s liability for
future costs at the site. [n November 1998, Chesapeake’ s case was consolidated with the United States' case against
(GPU. A case management order scheduled thetrial for February 2001, In early February 2001, the Company and GPLJ
reached a tentative settlement agreement that is subject to approval of the courts.
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The Company is currently engaged in investigations related to additional parties who may be PRPs. Based uponthese
investigations, the Company will consider filings lawsuits against these other PRPs. The Company expects continued
negotiations with PRPs in an atempt to resolve these maters.

Management believes that in addition to the $600,000 expected to be contributed by the State of Delaware under the
Settlement, the Company will be equitably entitled to contribution from other responsible parties for a portion of the
remedial costs. The Company expectsthat it will be able to recover actual costsincurred (exclusive of carrying costs),
which are not recovered from other responsible parties, through the ratemaking process in accordance with the existing
environmental cost recovery rider provisions described below.

Through December 31, 2000, the Company hasincurred approximately $8.4 million in costs relating to environmental

teding and remedid action dudies In 1990, the Company entered into setflement agreements with a number of insurance
companies rexulting in proceeds to fund actud environmentd costs incurred over a five to sevenryear period. In 1995, the

Delaware Public Service Commission, authorized recovery of all unrecovered environmental costs incurred by a means

of arider (supplement) to base rates, applicable to all firm service customers. The costs, exclusive of carrying costs,

would be recovered through a five-year amortization offset by the associated deferred tax benefit. The deferred tax
benefit is the carying cost saings associged with the timing of the deduction of environmentd codts for tax purposes as

opposed to financial reporting purposes. Each year an environmental surcharge rate is calculated to become effective
December 1. The surchage or rider rate is besed on the amortization of expenditures through September of the filing year
plus amortization of expensss from previous yeas. The rider is that it mekes it unnecessary to file a rae cae every year
to recover expenses incurred. Through December 31,2000, the unamortized bdance and amount of environmentd codts
not included in the rider; effective January 1, 2001 were $3,048,000 and $335,000, respectively. With the rider
mechanism  edtablished, it is management's opinion that these costs and ay future codt, net of the deferred income tax
benefit, will be recoverable in rates.

Salisbury Town Gas Light Site

In cooperation with the Maryland Department of the Environment (“MD,"), the Company completed assessment of the

Sdisury manufectured gas plant  Ste, determining  that  there was localized ground-water contamination. During 1996, the
Company completed construction and began Air Sparging and Soil-Vapor Extraction remediation procedures.
Chespeske has been reporting the remediation and monitoring results to the MDE on an ongoing bess since 1996. The

Compay has requet aoprovd from the MDE agoprovd to shutdown the remediation procedures currently in  place.  The
MDE approved a temporary shutdown and is evaluating a complete shutdown of the system.

The estimated cost of the remaining remediation is approximately $125,000 per year for operating expenses for a period
of two years and capital costs of $50,000 to shut down the remediation processin year two. Based on these estimated
costs, the Company adjusted both its liability and related regulatory asset to $175,000 on December 31, 2000, to cover
the Company’s projected remediation costs for this site. Through December 31, 2000, the Company has incurred
approximately $2.7 million for remedia actions and environmental studies. Of this amount, approximately $972,000 of
incurred costs have not been recovered through insurance proceeds or received ratemaking treatment. Chesapeake will
apply for the recovery of these and any future costs in the next base rate filing with the Maryland Public Service
Commission.

Winter Haven Coal Gas Site

Chesapeske has been working with the Florida Depatment of Environmentd Protection (“FDEP”) in assessing a cod gas
sitein Winter Haven, Florida. In May 1996, the Company filed an Air Sparging and Soil VVapor Extraction Pilot Study
Work Plan for the Winter Haven ste with the FDEP. The Work Plan described the Company's proposd to undertake an
Air Sparging and Soil Vapor Extraction (“AS/SVE™) pilot study to evauate the site. After discussions with the FDEP, the
Company filed a modified AS/SVE Pilot Study Work Plan, the description of the scope of work to complete the site
asessment  activities and a report  describing a  limited  sediment  investigation peformed in 1997, In December 1998, the
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FDEP approved the AS/SVE Pilot Study Work Plan, which the Company complcted during the third quarter of’ 1999.
Chesapeske  has reported the results of the Work Plan to the FDEP for further discussion and review. In February 2001,
the company filed a remedid action plan (‘RAP’) with the FDEP to address the contamination ofthe subsurface soil and
groundwater in the northem portion of the ste The RAP included a cost edimate of $635000 to complete this phase of

the remedigtion. The Company is awating FDEP approvd of the RAP. Once the FDEP agpproves the RAP, the Company
will commence remediation procedures according to the RAP.

Baxed on the RAP filed with the FDEP, the Company has accrued $635000 as of December 3 1,2000 for the Florida ste,
& wdl a a regulaory asset for an egquivdent amount. The Compay has recovered dl  environmentd costs incurred to
date, approximately $78 1,000, through rates charged to customers. Additiondly, the Forida Public Service Commission
has allowed the Company to continue to recover amounts for future environmental costs that might be incurred. At
December 3 1, 2000, Chesapeake had received $560,000 related to future costs, which might be incurred.

ITEm 4. SuBMmissioN oF MATTERS TO A VOTE OF SECURITY HOLDERS

None
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ITEM 5. MARKET FOR THE REGISTRANTS COMMON STOCK AND RELATED SECURITY HOLDER MATTERS

(a) Common Stock Price Ranges, Common Stock Dividends and Shareholder Information:

The Company's Common Stock is liged on the New York Stock Exchange under the symbol “CPK.” The high, low and
closing prices of Chesapeake’ s Common Stock and dividends declared per share for each calendar quarter during the
years 2000 and 1999 were as follows:

Dividends
Declared
Quarter Ended High Low Close Per Share
2000
MaCh 3 1 ettt $18.8750 ...\ $162500 $169375 e $0.2600
N30 .. 185000 vevprevirprienees WA63T50. v ATTH00L . s, 02600
SeptemBEr 30 v 181250, ... 166250, ..., BAB0. ..o 0.2700
December 31 ..o, W BED 16.7500................... 186250 ... inssvansrnnsnnsd 0.2700
1999
March 31 ... s 3195000 $158750 .o $16.0625 ..o, $0.2500
Jned0. .. 188750, .o 148750 . . e 185625 ..., 0.2500
September 30, . 198125 i A8 2500, 0, 0.2600
Decamber 3 1 .o, B A0, 183750 0.2600

Indentures pertaining to the long-term debt of the Company and its subsidiaries each contain a restriction that the
Company cannot, until the retirement of its Series | Bonds pay any dividends after December 3 1,1988 which exceed the
sum of $2,135,188, plus consolidated net income recognized on or after January 1, 1989. As of December 31, 2000, the
amounts availabie for future dividends permitted by the Series | covenant are $19.3 million.

At December 3 1, 2000, there were approximately 2,166 shareholders of record of the Common Stock.
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ITEM 6. SELECTED FiNANcIAL DATA

For the Years Ended December 31. 2000 1999 1998
Operating (in_thousands of dollars)
Revenues
Naturalgdstribution and transmission $ 99,750 § 75,592 $ 68,745
Propane distribution and  marketing 216,267 138,437 102,063
Advanced informations systems 12,353 13,531 10,331
Other 7,037 2,640 1,781
Total revenues $ 335407 $§ 230200 § 182,920
Gross  margin
Naturalgdstribution and transmission § 36,430 § 33,063 § 29,516
Propane distribution and marketing 16,194 14,099 12,071
Advanced informations systems 5,716 6,575 5,316
Other 3431 963 901
Total grossmargin $ 61771 § 54700 §$ 47,804
Operating income before taxes
Natural gdistribution and transmission $ 12365 § 10,300 $ 8,814
Propane distribution and  marketing 2,319 2,627 971
Advanced informations systems 336 1470 1316
Other 1,006 452 504
Total operating income before taxes $ 16,026 § 14,849 § | 1,605
Net income from continuing operations @ $ 7,489 $ 8271 § 5,303
Assets (in thousands of dollars)
Gross property, plant and  equipment § 192928 ¢ 172088 § 152,991
Net property, plant and equipment $ 131466 § 117,663  § 104,266
Totdl  assets $ 210,700 § 166,989 § 145,234
Capitd  expenditures $ 23,056 § 25,917 $ 12,650
Capitalization  (in thousands of dollars)
Stockholders  equity $ 63,972 § 60,165 § 56,356
Long-term debt, net of current maturities $ 50,921 $ 33,777 $ 37,597
Total capitalization $ 114893 § 93941 § 93,953
Current portion of long-term debt $ 2,665 § 2665 § 520
Short-term debt $ 25,400 §$ 23,000 $ 11,600
Totd capitadlization & short-tem  financing $ 142958  § 119606 § 106,073

M 1994 and prior years have not been restated to include the business combinations with

Tri-County Gas Company, Inc., Tolan Water Service and Xeron, Inc.

® For the years 1992 and 1991, the Company had discontinued operaions, which had an

effect on earnings of $73,500 and ($594,000), respectively.
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1997 1996 1995 1994 M 1993 M 1992 1991 9

$ 88,105 § 90,093 § 79,105 $ 71,716 $ 64,380 § 55,877 $ 51468
125,159 161,812 147,59 20,684 16,908 16,489 14,961
7,636 6,903 7,307 2,288 1,706 1,122 522

1,589 1,294 1,277 3,884 2,879 2,447 2,876

§ 222489 § 260,102 § 235285 $ 98,572 § 85873 § 75935 $ 69,827
S 30,064 $ 29,612 § 29,094 $ 23943 § 22,833 § 2055 $ 20,910
12,492 17,579 13235 9,359 8,579 7,954 7,567
3,856 2,503 1,823 1,281 955 628 292

737 915 1,016 1,472 1,078 942 1,187

$ 47,149 § 50,609 § 45,168 $ 3605 § 33,445 § 31579 § 29,956
$ 9,219 $ 9,625 § 10811 $ 7715 $ 7,207 § 7,083 § 7,408
1,158 2,669 2,128 2,288 1,588 1,440 559

1,046 1,017 587 305 136 70 40

671 672 508 (551) (631 (705) 66

$ 12,094 § 13,983 § 14,034 $ 9,757 $ 8,300 $ 7,888 § 8,073
$ 5,868 § 7,782 § 7,696 $ 4,460 § 3,972 $ 3,549 $ 2,501
§ 144251 § 134001 $ 120746 $ 110023 § 100,330 $ 91,039 § 85,038
$ 99,879 § 94,014 $ 85055 $ 75313 $ 69,794 § 64,596 § 61,970
$ 145719 § 155787 $ 130998 $ 108271 $§ 100775 § 89,214 § 85,963
$ 13471 $ 15399 § 12887 § 10653 $ 10,064 $ 6,720 § 5,923
$ 53,656 $ 50,700 $§ 45587 § 37063 § 34,817 $ 33105 § 32,107
$ 38,226 § 28,984 § 31,619 § 24,329 § 25,682 $ 25,668 $ 22,901
$ 91,882 § 79,684 § 77,206 $ 61,392 $ 60,499 § 58773 § 55,071
$ 1,051 $ 3,526 $ 1,787 $ 1348 $ 1,286 § 5,026 § 1,760
$ 7,600 $ 12735 § 5,400 § 8,000 $ 8,900 § -8 8,800
$ 100533 § 95,945 § 84393 § 70,740 § 70685 § 63,799 § 65,631
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For the Years Ended December 31. 2000 1999 1998

Common Stock Data and Ratios

Basic earnings per share EIO@E $ 143 $ 161 $ 1.05
Return on average equity 12.1% 14.2% 9.6%
Common equity / total capitalization 55.7% 64.0% 60.0%
Common equity / total capitalization & short-term financing 44.7% 50.3% 53.1%
Book value per share $ 12.08 $ 11.60 $ 11.06

Market price:

High $ 18.875 § 19.625 § 20.500

Low $ 16.250 § 14.875  $ 16.500

Close $ 18.625 § 18375 § 18.313
Average number of shares outstanding 5,249,439 5,144,449 5,060,328
Shares outstanding end ofyear 5,297,443 5,186,546 5,093,788
Registered common shareholders 2,166 2,212 2,271
Cash dividends per share $ 1.06 § 1.02 § | .00
Dividend yield (annualized) 5.8% 5.7% 5.5%
Payout ratio 74.1% 63.4% 95.2%

Additional  Data

Customers

Naturalgagistribution and transmission 40,853 39,029 37,128

Propane distribution 35,563 35,267 34,113
Volumes

NaIuralgasieIiveries (in  MMCF) 30,830 27,383 2 1,400

Propane distribution (in thousands of gallons) 28,469 27,788 25,979
Heating degree-days 4,730 4,082 3,704
Propane bulk storage capacity (in thousands o f gallons) 1,928 1,926 1,890
Total employees 542 522 456

1994 and prior years have not been restated to itictude the business combinations with

Tri-County Gas Company, Inc., Tolan Water Service and Xeron, Inc.
@ Earnings per share amounts shown prior to 1995 represent primary and fully diluted earnings per share.
© 1993 excludes earnings per share of $0.02 for the cummulative effect of change in accounting principle.
@ 1992 exclude earnings per share of $0.02 for discontinued opcrations.

“ 1991 excludes a loss per share of $0. |7 for discontinued operations.
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1997 1996 1995 1994"" 1993 1992 M 1991 0

118§ 158 § 159 § 123 $ 112 $ 102 $ 0.73
| 1.3% 16.2% 18.6% 12.4% 11.2% 10.5% 9.6%
58.4% 63.6% 59.0% 60.4% 57.5% 56.3% 58.3%
53.4% 52.8% 54.0% 52.4% 49.3% 51.9% 48.9%
1072 $ 10.26 $ 938 $ 1015 $ 9.76 § 950 § 9.37

&

21,750 § 18000 § 15500 § 15250 § 17500 § 15000 $ 14.000
16250 § 15125 § 12250 § 123715 § 13000 § 11500 § 11 .000
20.500 $ 16875 § 14625 § 12750 § 15375 § 13000 § 13.750

4972,086  4912,136 4,836,430  3,628056 3,551,032 3477244 3434008
5004078 4939515 4,860,588 3,653,182 3,575,068 3,487,778 3,437,934

2,178 2,213 2,098 1,721 1,743 1674 1723
097 $ 093 $ 090 3§ 088 § 086 $ 086 § 0.86
4.7% 5.5% 6.2% 6.9% 5.6% 6.6% 6.3%

82.2% 58.9% 56.6% 71.5% 76.8% 84.3% 117.8%

35,797 34,713 33,530 32,346 31,270 30,407 29,464
33,123 31,961 31,115 22,180 21,622 21,132 22,145
23,297 24,835 29,260 22,728 19,444 17,344 16,337
26,682 29,975 26,184 18,395 17,250 17,125 14,837

4,430 4,717 4,594 4,398 4,705 4,645 4,140

1,866 1,860 1,818 1,230 1,140 1,140 1221
397 338 335 320 326 317 311
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ITEM 7. MANAGEMENT'S DiscussiON AND ANALYSIS OF HNANCIAL CONDITION AND RESULTS OF OPERATIONS

Business Description

Chesapeake Utilities Corporation is adiversified utility company engaged in natural gas distribution and transmission,
propane distribution and wholesale marketing, advanced information services and other related businesses.

Liquidity and Capital Resources

Chesapecke's  capitd  requirements  reflect  the capitd-intensve nature of its busness and ae principaly atributable to the
congruction program  and the retirement of outdanding debt. The Compay relies on cash generated from operations and
short-term borrowing to meet normal working capital requirements and to temporarily finance capital expenditures.
During 2000, net cash provided by operating activities was $8.4 million, cash used by investing activities was $21.8
million and cash provided by financing activities was $15.7 million. Based upon anticipated cash requirements in 200 1,
Chesapecke may refinance its shorttem  debt and fund capitd  requirements through the issuance of longterm debt.  The
timng of such an issuance is dependent upon the nature of the securities involved as well as current market and  economic
conditions.

The Board of Directors has authorized the Company to borrow up to $45.0 million from various banks and trust
companies. As o December 3 11,2000, Chespeske had four unsecured bank lines of credit with two financid inditutions,
totaling $60.0 million, for short-term cash needs to meet seasonal working capital requirementsand to temporarily fund
portions of its capital expenditures. Two of the bank lines are committed. The outstanding balances of short-term
borrowing at December 31, 2000 and 1999 were $25.4 million and $23.0 million, respectively. In 2000, Chesapeske used
funds provided from operations and the issuance of long-term debt to fund capital expenditures and the increase in
working capitd associated with high gas cods At December 31,2000, the Compay had an  unde-recovered purchased
gas cost balance of $7.3 million, an increase of $6.1 million over the 1999 balance. The Company expects to recover
these gas costs through the gas cost recovery mechanism in each of our regulated jurisdictions. In 1999, Chesapeske used
cash provided by operations and short-term borrowing to fund capital expenditures.

During 2000, 1999 and 1998, capital expenditures were approximately $2 1.8 million, $25.1 million and $12.0 million,
respectively. Capital expenditures in 2000 were slightly less than 1999 due to a reduced level of acquisition-related
expenditures.  The increase in capitd  expenditures in 1999 when compared to 1998 was primaily due to the expanson of
both the Company’s natural gas transmission pipeline and its Florida natural gas distribution system, as well as the
acquisition of EcoWater Systems of Michigan. Chesapeake has budgeted $3 1.5 million for capital expenditures during
2001. This amount includes $25.8 million for natural gas distribution and transmission, $2.5 million for propane
distribution and marketing, $500,000 for advanced information services and $2.7 million for general plant. The natural
gas didribution expenditures ae for expanson and improvement of fadilites Naurd ges transmisson expenditures are
for improvement and expanson of the pipdine system to increase the levd of savice provided to existing customers and
to provide service to customers in the City of Milford, Delaware. The propane expenditures are to support customer
growth and for the replacement of equipment. The advanced information services expenditures are for computer
hardware, software and related equipment. Expenditures for general plant include building improvements, computer
software and hardware. Financing for the 200 1 capital expenditure program is expected to be provided from short-term
borrowing, cash provided by operating activities and the potential issuance of long-term debt. The capital expenditure
program is subject to continuous review and modification. Actud capitd expenditures may vay from the above estimates
due to a number of factors including acquisition opportunities, changing economic conditions, customer growth in
existing areas, regulation and new growth opportunities.

Chesapeake has budgeted $1.9 million for environmental-related expenditures during 2001 and expects to incul
adoitional  expendihu-es in future years. a portion of which may need to be financed through externd sources (see Note L
to the Consolidated Financid Statements). Management does not expect such financing to have a maeid adverse cffect
on the financial position of capital resources of the Company.
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Capital Structure

As of December 3 1, 2000, common equity represented 55.7 percent of permanent capitalization, compared to 64.0

percent in 1999 and 60.0 percent in 1998. Including short-term borrowing, the equity component of the Company’s

capitalization would have been 45.6 percent, 5 1.5 percent and 53.4 percent. The reduction in common equity as a

percentage of permanent capitalization is primarily the result of the issuance of $20.0 million in long-term debt in 2000.
Chespeske  remains  committed to maintaning a sound cepitd  dructure and  drong  credit  ratings to  provide the financid
flexibility needed to access the capital markets when required. This commitment, along with adequate and timely rate

rdief for the Company's regulated operations is intended to ensure that Chesgpeske will be able to atract cepitd from

outside sources a a ressonable cost. The Compay believes tha the achievement of these objectives will provide bendfits
to customers and creditors as well a to the Company's investors.

Financing Activities

During the past two years, the Company has utilized debt and equity financing for the purpose of funding capital
expenditures and acquisitions.

In December 2000, Chesapeake completed a private placement of $20.0 million of 7.83% Senior Notes due January 1,
2015. The Company used the proceeds to repay short-term borrowing.

During 2000 and 1999, Chesapeake repaid approximately $2.7 million and $1 .5 million of long-term debt, respectively.
In connection with its Automatic Dividend Reinvestment and Stock Purchase Plan, Chesapeake issued 41,056, 36,3 19
and 32,925 shares of its common stock during the years of 2000, 1999 and 1998, respectively.

Results of Operations

Net income for 2000 was $7.5 million as compared to $8.3 million for 1999 and $5.3 million for 1998. The reduction in
net income for 2000 is primarily due to a one-time after tax gain of $863,000 on the sale of the Company’ sinvestment in
Florida Public Utilities Company recorded in the fourth quarter of 1999 (see Note E to the Consolidated Financial
Statements). Exclusive of this gain, net income for 2000 increased by $81,000; however, earnings per share decreased
$0.0 1 per share. Thisincrease in net income for 2000 reflected improved pre-tax operating income for the natural gas
business segment, offset by a reduction in contribution from the advanced information services and the propane gas
segments. The natural gas segment benefited from cooler temperatures, a 5 percent growth in customers and increased
trangoortation  services. In terms  of  hedting  degreedays, temperdtures for the year were 16 percent cooler then the prior
yer and 4 pecent cooler than norma. The reduced contribution from the advanced information services segment  reflects
lower revenues from their traditional lines of business in 2000. The propane gas segment also benefited from cooler
weather and an increase in marketing margins; however, higher operating expenses offset these increases. Also
contributing to the incresse in net income for 2000 was the Company's other business operations which included a full
year of operations from the water business acquisitions that occurred in late 1999 and early 2000.

The increase in net income for 1999 when compaed to 1998 was due to incressed contributions from dl three business

segments and the gain on the sale of Company’ sinvestment in Florida Public Utilities Company. The natural gas and
propane  segments  each  benefited  from incressed  deliveries related to cusomer growth, averaging more than 4 percent in
1999, combined with cooler temperatures. In terms of hedting degreedays temperatures for 1999 were 10 percent cooler
than 1998, but still 11 percent warmer than normal. The natural gas segment also benefited from an increase in

transportation services. Pre-tax operating income for the advanced information services segment increased due to
additional consulting projects and product sales.

Net income for 1999 includes an after-tax gain of $863,000 on the sale of the Company’ sinvestment in Florida Public
Utilities Company, while net income for 1998 includes an after-tax gain of $750,000 from the restructuring of the
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Company’s retirement benefit plans (see Note J to the Consolidated Financial Statements). Both ofthese gains are shown
in non-operating income on the Company’s financial statements.

PRE-TAX OPERATING INCOME (in thousands)

Increase Increase
For the Years Ended December 31. 2000 1999 {decrease) 1999 1998 (decrease)
Business Segment:

Naturalgestribution & transmission $ 12365 § 10,300 § 2065 § 10300 § 8314 § 1,486

Propane distribution &  marketing 2,319 2,627 (308) 2,627 971 1,656
Advanced information  services 336 1,470 {1,134) 1,470 1,316 154
Other & Eliminations 1,006 452 554 452 s04 (52)
Total Pre-tax Operating Income $ 16026 § 14849 § 1177 § 14849 § 11605 § 3,244

Natural Gas Distribution and Transmission
Pre-tax operating income increased $2.1 million from 1999 to 2000. The increase was the result of a $3.4 million

incresse in gross margin offst by a $13 million increese in operdting expensss The principd factors responsble for  this
increase in gross margin were:

¢ increased levels of firm transportation services;
o customer growth of 5 percent, primarily residential and commercial;
o greater deliveries due to temperatures in 2000 which were 16 percent cooler than 1999;

¢ an adjustment to the Delaware operation’s margin sharing mechanism to compensate for warmer
temperatures in late 1999 and early 2000; and

interim rates in the Florida operation beginning in August 2000, with final rate increase taking effect in
December 2000.

The customer growth and cooler temperatures resulted in a 14 percent increase in volumes delivered to residential and
commercial customers. Under normal temperatures and customer usage, the Company estimates that 5 percent customer
growth would generate an additional margin of $850,000 on an annual basis.

The principal costs that contributed to higher operating expenses were depreciation, compensation, marketing and
employee benefits.

NATURAL GAS GROSS MARGIN SUMMARY (in thousands)

Increase Increase
For the Years Ended December 31, 2000 1999 (decrease} 1999 1998 (decrease)
Gross Margin:
Sales $ 29460 S 264% $ 2964 § 26,496 § 25,186 § 1,310
Transportation 6,486 5,830 656 5,830 3,969 1,861
Marketing 184 208 (24) 208 174 34
Non-gas  sdes 300 529 (229) 529 187 342
Total Gross Margin $ 36430 § 33063 § 3367 $ 33063 $ 29516 $ 3547
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Pre-tax operating income increased $1 .5 million from 1998 to 1999. Tl increase was the result of a $3.5 million
incresse in gross margin offst by a $20 million increase in operating expenses. The principd factors responsble for  this
increase in gross margin were:

« increased levels of firm transportation services provided on alimited term basis, combined with the 1999
expansions;

o customer growth of 5.1 percent, primarily residential and commercial; and

o greater deliveries due to temperatures in 1999 which were 10 percent cooler than 1998.

These factors were somewhat offset by a decline in margins earned on volumes sold and transported to industrial
customers served by the Florida operation.

The customer growth and cooler temperahires resulted inan 11 percent increase involumes deliveredto residential and
commercial customers.

In 1998, the Company restructured its retirement benefit plans (“the benefit restructuring”), resulting in a one-time
reduction of $1.2 million in consolidated pension expenses. Exclusive of the benefit restructuring, operating expenses
increased by $1 .0 million, or 4.7 percent. The principal costs that contributed to higher operating expenses were

depreciation, compensation, marketing and employee benefits.

Propane Distribution and Marketing

Pre-tax operating income for 2000 was $2.3 million compared to $2.6 million for 1999. This decrease of $308,000 was
the result of an increase in operating expenses of $2.4 million offset by an increase of $2.1 million in gross margin.

Operdting expenses were higher due to severd initidives the Company hes undetaken to emhance longtem growth and
the level of service we are providing our current customers. These initiatives include:

« theopening of acustomer service/marketing office in alocation convenient to retail shopping;
e an increase in merchandise sales and service activities;

e the extension of customer service hours; and

e three propane distribution start-ups in Florida.

The Company expects that some of the increased cods associated with these initiatives will decrease during the firgt half
of 2001. However, the propane distribution start-ups in Florida may take up to three years to achieve profitability.

Gross margin was higher in 2000 due primarily to an increase of 102 percent in wholesale marketing margins earned.
Additionally, gallons delivered by the distribution operation increased 2 percent. During 2000, marketing revenues
increased by $73 million or 64 percent while margins increased $1.7 million over 1999. Wholesale marketing is a high
volume, low margin business.

Pre-tax operating income for 1999 was $2.6 million compared to $1 .0 million for 1998. Thisincrease of $1.6 million was
the result of a $1.9 million increase in gross margin, offset by an increase in operating expenses of $300,000. Gross
magin was higher due to the following: gdlons delivered by the didtribution operation increased by 11 percent; margin

earned per gallon sold by the distribution operation increased by 6 percent; and wholesale marketing margins earned
increased by 28 percent.

The increase in gallons delivered by the distribution operation was directly related to temperatures, which were 10
percent cooler than 1998 coupled witha 34 percent growth in customers. In 1999, maketing revenues incressed by $35
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million or 44 percent over 1998, while margins increased $360,000. Operating expenses increased in 1999, primarily in
the areas of incentive compensation, marketing and employee benefit costs.

Advanced Informafion Services

The advanced information services segment contribution to consolidated pre-tax operating income for 2000 decreased
$1.1 million or 77 percent from 1999. The decline is directly related to a reduction in revenues earned from the
traditional information technology business. This reduction occurred primarily due to many clients implementing their
year 2000 contingency plans in 1999, then dignificantly reducing their information technology expenditures in  2000. This
reduction was somewhat offset by continued growth in revenue earned on web-related products and services. Operating
expenses increased 5 percent, primarily in the areas of compensation, marketing and uncollectible accounts.

Pre-tax operating income for 1999 increased $154,000 or 12 percent over 1998. This increase was the result of revenue
growth of $3.2 million or 3 1 percent, resulting in agross margin increase of $1.3 million or 24 percent. The majority of
revenue growth was due to incressed web-rdated products and savices The increase in cods were primaily in the aess
of compensation, marketing and uncollectible accounts.

Income Taxes

Income taxes were higher in 2000 when compared to 1999; however, pre-tax operating income for 2000 was slightly
lower. Theincrease is the result of adjusting 1999 income tax expenses to recognize accumulated deferred income tax
timing differences & the 35 percent federd rae This was offst by a $238000 reduction in the income tax accrud due to
a reassessment of known tax exposures.

Other

Non-operating income was $361,000, $1,066,000 and $253,000 for the years 2000, 1999 and 1998, respectively. In
1999, the Company recognized a pre-tax gain of $1,415,000, or $863,000 after tax, on the sale of Chesapeake's
investment in Forida Public Utilities Company (see Note E to the Consolidated Financid Statements). Exclusve of this

transaction, non-operating income for 1999 was $203,000. The resulting decrease from 1998 was primarily due to a
reduction in interest income.

Interest Expense

Interest expense increased in 2000 due to a higher average short-term borrowing balance of $24.2 million in 2000
compared to $9.9 million in 1999. Also contributing to the increase in interest expense is ahigher short-term borrowing
rate of 6.89 percent in 2000, up from 5.51 percent in 1999,

Regulatory Activities

The Company’s natural gas distribution operations are subject to regulation by the Delaware, Maryland and Florida

Public Service Commissions while the naturd gas transmisson operation is subject to regulation by the Federd Energy
Regulatory Commission.

In Januay 2000, the Company filed a requet for gpprovd of a rae incresse with the Florida Public Service Commisson.
In November 2000, an order was issued approving a rate increase of $1.25 million effective in early December 2000.
During 2000, the Company was notified that two of its large industrid customers would be closing their operations. As a
resllt of the rae increase, offsst by the loss of these two customers the Company edimaes tha margins eaned in 200 1

will increase by approximately $449,000 over those earned in 2000.

In 1999, the Company requeted and received approvd from the Deaware Public Sevice Commision to amnudly adjust

its interruptible margin sharing mechanism in order to address the level of recovery of fixed distribution costs from
resdentid and smal commercid hedting customers. The annud period runs from Augut 1 to Jly 3 1 During 2000, the
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weather for the period ending Augugt 3 1,2000 was wamer than the threshold, resulting in areduction in margin sharing.
This reduction resulted in a $4 17,000 increase in margin for 2000.

During the 1999 Maryland Generd Assembly legidative sesson, texation of dectric and gas utilities was changed by the
passage of The Electric and Gas Utility Tax Reform Act (“Tax Act”). Effective January 1, 2000, the Tax Act altered
utility taxation to account for the redructuring of the dectric and gas indudries by ether repeding andlor amending the
existing Public Service Company Franchise Tax, Corporate Income Tax and Property Tax. Prior to this Tax Act, the
State of Maryland dlowed tilities a credit to ther income tax liahility for Mayland gross receipts taxes pad during the
yea. The modification eiminates the gross receipts tax credit. The Company requesed and received approvd from  the
Mayland Public Sevice Commisson to increase its ndurd gas delivery service raes by $83000 on an anud bass to
recover the estimated impact of the Tax Act.

The Company plans to file for a base rate increase with the Delaware Public Service Commission during the second
Quater of 200 1 Interim raes are expected to be put into effect, subject to refund, in the second or third quater of 200 1.

Environmental Matters

The Company continues to work with federal and state environmental agencies to assess the environmental impact and
explore corrective action at several former gas manufacturing plant sites (see Note L to the Consolidated Financial
Statements). The Company believes that future costs associated with these dtes will be recoverable in rates or through
sharing arrangements with, or contributions by other responsible parties.

Market Risk

Market risk represents the potential loss arising from adverse changes in market rates and prices. Long-term debt is
subject to potentid losses based on the change in interest rates. The Company's longterm debt condsts of firg mortgage
bonds, senior notes and convertible debentures (see Note Gto the Consolidated Financial Statements for annual
maturities of consolidated longterm  debt). Al of Chesapeske's longterm  debt is fixed-rate debt and was not entered into
for trading purposes. The carrying value of the Company’ s long-term debt was $53.6 million at December 31, 2000 as
compaed to a far vaue of $56.0 million, based manly on current maket prices or discounted cash flows using current
raes for smilar issues with gmilar tems and remaining maurities. 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 to refinance
existing debt or permanently finance existing short-term borrowing based in part on the fluctuation in interest rates.

The propane marketing operation is a party to natural gas liquids (“NGL") forward contracts, primarily propane
contracts, with various third paties These contracts require that the propane maketing operation purchase or sl NGL
a a fixed price & fixed future dates. At expiration, the contracts are seitled by the delivery of NGL to the Company or the
counter paty. The wholesde propane marketing operation dso enters into futures contracts tha ae traded on the New
Yok Mercantile Exchange In cetain casss, the futures contracts ae settled by the payment of a net amount equd to the
difference between the current market price of the futures contract and the original contract price.
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The forward and futures contracts ae entered into for trading and wholesde marketing purposes. The propane  marketing
operation is subject to commaodity price risk on its open positions to the extent that market prices for NGL deviate from
fixed contract oeftlement amounts Market risk associgted with the trading of futures and fowad contracts are  monitored
daily for compliance with Chesapeake’' s Risk Management Policy, which includes volumetric limits for open positions.
To manage exposures to changing market prices, open postions ae maked up or down to maket prices and reviewed by
oversight officials on adaily basis. Additionally, the Risk Management Committee reviews periodic reports on market
and credit risk, approves any exceptions to the Risk 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, 2000 and 1999 are shown below.

Quantity Estimated Weighted Average
At December 31, 2000 in gallons Market  Prices Contract  Prices
Forward Contracts
Sale 33,007,800  $0.6800 - $1.2000 $0.7869
Purchase 33,419,400 $05625 — $1.0200 $0.7597
Futures Contracts
Sale 2,814,000 $0.6800 .~ $0.8700 $0.7714
Purchase 1,260,000 $05625 —. $0.7700 $0.5397
Quantity Estimated Weighted Average
At December 31, 1999 in gallons Market  Prices Contract  Prices
Forward Contracts
Sale 9.954,000  $0.3350 $0.5250 $0.4412
Purchase 8,064,000  $0.3250 - $0.5200 E0.4121
Futures Contracts
Purchase 2,730,000  $0.4270 — $0.4350 $0.4229

Edimated market prices and weighted average contract prices are in dollars per gallon.
All  contracts expire  within welve months.

Competition

The Company’ s natural gas operations compete with other forms of energy such as electricity, oil and propane. The
principal competitive factors are price, and to a lesser extent, accessibility. The Company’s natural gas distribution
operdtions have severd large volume indugrid customers that have the capatity to use fud ol as an dtemnaive to naurd
gss. When oil prices decling these interruptible cusomers convet to oil to saisfy their fud requirements Lower leves
in interuptible sdes occur when oil prices ae lower reaive to the price of naurd gas Oil prices as wel as the prices of
dectricity and other fuds ae aubject to fluctuation for a varidly of ressons therefore, future compelitive conditions are
not predictable. In order to address this uncertainty, the Company uses flexible pricing arangements on both the supply
and sdes dde of its busness to maximize sdes volumes. As a result of the transmisson segment’s converson to open
acess, the sgment has chifted from providing competiive sdes sevice to providing transportation and  contract  Storage
services.

The Company’s natural gas distribution operations located in Maryland and Delaware began offering transportation
services to certain industrial customers during 1998 and 1997, respectively. With transportation services now available
on the Company’ s distribution systems, the Company is competing with third party suppliersto sell gasto industrial
cutomers.  The Company’s competitors include the interstate transmisson company if the didribution customer is located
close enough to the transmission company's pipdine to make a connection economicaly feeshle. The customers a risk
are usually large volume commercial and industrial customers with the financial resources and capability to bypass the
digribution  operations in this manner. In cetan gStudions, the didribution operations may adust services and raes for
these customers to retain their business. The Company expects to expand the availability of transportation servicesto
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additional classes of distribution customers in the future. The Florida distribution operation has been providing
trangportation  services to  certan indudtrid  customers  since 1994, At that time the Company edtablisned a naurd gas
brokering and supply operation in Floridato compete for these customers,

The Company’s propane distribution operations compete with several other propane distributors in their service
territories, primarily on the basisof service and price. Competitorsinclude several large national propane distribution
companies, as well asan increasing number of local suppliers.

The Company’s advanced information services segment faces significant competition from a number of larger
competitors, many of which have substantially greater resources available to them than those of the Company. 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 lessened in recent years naurd gas and propane prices ae subject to rapid fluctuations.
Huctuations in naturd gas prices ae passed on to cusomers through the gas cost recovery mechanism in the Company's
tariffs, To help cope with the effects of inflation on its capital investments and returns, the Company seeks rate relief
from regulaory commissons for regulated operations while monitoring the retuns of its unregulated business operations.
To compensate for fluctuations in propane gas prices, Chesapeske adjusts its propane <dling prices to the extent dlowed
by the market.

Recent Pronouncements

In 1998, the Financial Accounting Standards Board (“FASB”} issued Statement of Financial Accounting Standards
(“SFAS’) No. 133, establishing accounting and reporting standards for derivative instruments, including certain
derivative indruments embedded in other contracts, and for hedging ectivities. Chesgpeske will adopt the  requirements  of
this dandard in the fird quater of 2001, as required. The adoption of SFAS No. 133, as amended by SFAS No. 137 and
SFAS No. 138, will not have a material impact on the Company’s financial position or results of operations.

In Februay 2001, the FASB issued a revised limited Exposure Draft on Business Combinations and Intangible Asss.
Under the draft, the pooling-of-interests method of accounting for business combinations would be eliminated and the

purchase method would be required. Additionally, the draft would require a non-amortization approach to account for
purchesed goodwill, which would be separatdy tested for imparment. The provisons of the draft would be efecive as

of the beginning of the first fiscal quarter following the issuance of the final statement. Neither early application, nor

retroactive oplication, would be permitted. Once the exposure draft is find, the Company will be ablle to determine the
impact the dandard will have on the Company's financid postion and results of operations.
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Management’s Discussion and Analysis

Cautionary Statement

Chesspeske hes made datements in this report that are conddered to be forward-looking dtatements These dtatements are
not matters of historicd fact. Sometimes they contain words such as “believes” “expects” “intends” “plans”  “will” o1
“may,” and other similar words of a predictive nature. These statements relate to matters such as customer growth,
changes in revenues or margins, capitd expenditures, environmental remediation codts, regulatory approvals, market risks
asociated  with  the  Company’s  propane  marketing operation, the competitive postion of the Company and other matters.
It is important to understand that these forward-looking <tatements are not guarantees, but ae subject to cetan risks and
uncertainties and other important factors that could cause actual results to differ materially from those in the forward-
looking statements. These factors include, among other things:

o the temperature sendtivity of the natwd gas and propane businesss,

the wholesale prices of natural gas and propane and market movements in these prices;

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

the effect of changesin federal, state or local |egislative requirements;

the ebility of the Company's new and planned faciliies and acquisitions to generate expected revenues, and

¢ the Company's ebility to obtan the rate reief and cost recovery requested from utility regulators and the
timing of the requested regulatory actions.
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ITEM 7A. QUANTITATIVE AND QUALITATIVE DiscLosuREs ABouT MARKET RISK.

Information  concerning  quantitetive and quditetive disclosure  about market risk is included in Item 7 under the heading
“Management’s Discussion and Analysis - Market Risk.”

ITEM 8. FENANCIAL STATEMENTS AND SUPPLEMENTAL DATA

REPORT OF INDEPENDENT ACCOUNTANTS

To the Stockholders of Chesapeake Utilities Corporation

In our opinion, the consolideted financiad dtatements lised in the index appearing under Item 14(a){ 1) of this Fom 1 OK
preent farly, in dl maerid respects the financid postion of Chesgpeske Utilities Corporation and its  subddiaries  a
December 31,2000 and 1999, and the results of ther operations and their cash flows for each of the three years in the
period ended December 3 1, 2000 in conformity with accounting principles generally accepted in the United States of
America In addiion, in our opinion, the financid datement schedule lised in the index appearing under ltem 14(3)(2)
of this Foom 1 O-K presents fairly, in al materid respects the information st forth theréin when red in conjunction with
the related consolidated financial statements. The financial statements and the financial statement schedule are the
responghility of the Company's management, our responghility is to express an opinion on these financid Satements
and financid datement <chedule based on our audits We conducted our audits of these datements in accordance with
auditing danderds generdly accepted in the United States of America, which require that we plan and peform the audit
to obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements,
assessing the accounting principles used and significant estimates made by management, and eval uating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

/4 uniord. ,ﬁ,m L’

PRICEWATERHOUSECOOPERS LLP
Philadel phia, Pennsylvania
February 13,200 1
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Consolidated Statements of Income

For the Years Ended December 31, 2000 1999 1998
Operating Revenues § 335407,036 § 230,200,335 S 182.919.848
Cost of Sales 273,635,709 175,500,379 135.116.123
Gross Margin 61,771,327 54,699,956 47,803,723
Operating Expenses
Operations 32,385,261 27,554,796 24,110.315
Maintenance 1,868,260 1,521,302 2,118.066
Depreciation and  amortization 7,142,611 6,523,669 5.945,901
Other taxes 4,349,224 4,251,051 4,024,129
Income taxes 4,387,925 4,174,896 3,175,693
Total  operating €Xxpenses 50,133,281 44,025,714 39,374,104
Operating Income 11,638,046 10,674,242 8,429,619
Other Income
Gain on sde of investment 0 1,415,343 0
Interest  income 220,462 99,660 192,262
Other income 248,748 60,799 | 10.506
Income taxes (108,667) (509,351) {50,051)
Total other income 360,543 1,066,451 252,717
Income Before I nterest Charges 11,998,589 11,740,693 8,682,336
Interest Charges
Interest on long-term  dlebt 2,628,781 2,793.712 2,966,043
Interest on  short-term  borrowing 1,699,402 55 1,937 242,695
Amortization of debt expense 11 1,122 | 17,966 123,335
Other 70,083 6.092 47,677
Totd interest charges 4,509,388 3,469,707 3.379.750
Net Income $ 7,489,201 § 8,270,986 §$ 5,302,586
Earnings Per Share of Common Stock:
Basic $ 143§ 101 § 1.05
Diluted $ 140 § 157 s 1.04
Consolidated Statements of Comprehensive Income
For the Years Ended December 31, 2000 1999 1998
Net Income $ 7,489,201 § 8,270,986 § 5,302,586
Unrealized gain on marketable securities,
net of income taxes of $362,000 566,472
Total Comprehensive Income $ 7,489,201 $ 8,270,986 $ 5,869,058

See accompanying notes
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Consolidated Statements of Cash Flows

For the Years Ended December 31, 2000 1999 1998
Operating  Activities
Net Income $ 7489201 $§ 8,270,986 $ 5.302,580
Adjustments to reconcile net income to net opcrating cash:
Depreciation and  amortization 8,044,315 7,509,841 (4,804,003
Investment tax credit adjustments, net (54,815) (54,815) (54,8 15)
Deferred income  taxes, net 2,922.8 15 385,104 1.71 1510
Mark-to-market adjustments (689,032) 65,076 (242,757)
Employee  benefits 80,165 8.659 (801.898)
Employee  compensation 217,000 298.756 206,378
Other, net (816,049 212.711 (171,619)
Changes in assets and liabilities:
Accounts  receivable, net (16,347,454) (6,902,950) 1,797,425
Inventories, storage gas and materias (3,307,420) (1,704,544) 1,118,973
Prepaid expenses and other current assets 247,892 96,687 (488,771)
Other deferred  charges (333,147) I, 105,748 156,786
Accounts payable, net 16,789,601 5,778,418 (5,327,048)
Refunds payable to customers 235,619 143,356 279,112
(Under) overrecovered purchased gas costs (6,111,373) 315,351 121,123
Other current liabilities (687) 1,068,928 554,359
Net cash provided by operating activities 8,366,631 16,597,312 11,027,407
In vesting Activities
Property, plant and equipment expenditures, net (21,821,0006) (25,128,670) (12,021,733)
Sde (purchase) of investments 0 2,189,312 (500,000)
Net cash used by investing activities (21,821,006) (22,939,358) (12,521,735)
Financing  Activities
Common stock dividends, net of amounts reinvested of $520,712,
$456,962 and $421,382 in 2000, 1999 and 1998, respectively (5,022,3 13) (4.774.338) (4,340,687)
Issuance of stock Dividend Reinvestment Plan optional cash 197,797 187,369 188.564
Issuance of stock - Retirement Savings Plan 916,159 8 16,306 466,759
Net borrowing under line of credit agreements 2,400,000 11,400,000 3,999,990
Proceeds from issuance of long-term debt, net 19,887,194 0 0
Repayment of long-term  debt (2,675,319) (1,528,202) (1,05 1,390)
Net cash provided (used) by financing activities 15,703,518 6,101,135 (736,764)
Net Increase (Decrease) in Cash and Cash Equivalents 2,249,143 (240,911) (2,23 1,092
Cash and Cash Equivalents at Beginning of Year 2,357,173 2,598,084 4,829,176
Cash and Cash Equivalents at End of Year $ 4,606,316 $ 2,357,173 § 2,598,084
Supplemental Disclosure of Cash  Flow Information
Cash paid for interest $ 4,410,230 $  3.409,070 § 3490,993
Cash pad for income taxes 3 3,212,080 §  4413,155 § 2,670,580

See accompanying notes
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Consolidated Balance Sheets

At December 31 , 2000 1999
Assets
Property, Plan t and Equipm ent
Nahrral gas distribution and transmission $ 149,109,573 % 132,929,885
Propane distribution and marketing 31,630,208 28,679,766
Advanced information services 1,699,968 1,400,411
Other plant 10,488,581 9.0 17,458
Total property, plant and equipment 192,928,330 172,087,520
Less Accumulated depreciation and amortization (61,462,011) (54,424,105)
Net property, plant and equipment 131,466,319 117,663,415
Investments, at fair market value 615,293 595,644
Current Assets
Cash and cash equivalents 4,606,316 2,357,173
Accounts receivable (less alowance for uncollectibles of $549,96 1
and $475,592 in 2000 and 1999, respectively) 38,046,582 21,699,128
Materials and suppliedvera@e cost 1,566,1 26 1,547,225
Merchandise inventoryaveratie cost 1,234,072 859,989
Propane inventory, a average cost 4,379,599 2,754,401
Storage gas prepayments 3,500,323 2,2 11,084
Underrecovered purchased gas costs $388,725 1,236,914
Income taxes receivable 1,159,761 73,772
Deferred  income taxes receivable 0 745,888
Prepaid expenses and other current assets 1,946,535 1,505,396
Total current assets 61,828,039 34,990,970
Deferred Charges nttd Qther Assets
Environmental regulatory assets 2,910,000 2,340,000
Environmental  expenditures 3,626,475 3,574,888
Underrecovered purchased gas costs 1,959,562 0
Other deferred charges and intangible assets 8,292,815 7,823,597
Totd deferred charges and other assets 16,788,852 13,738,485
Total Assets $ 210,699,503 § 166,988,514

See accompanying notes
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At December 31, 2000 1999

Capitalization and Liabilities

Capitalization
Stockholders’  equity
Common stock $ 2,577,992 § 2,524,0 X
Additional paid-in capital 27672,005 25,782,824
Retained _earnings 33,721,747 31,857,732
Total stockholders  equity 63,971,744 GO, 164574
Long-term debt, nct of current maturities 50,920,818 13,776,909
Total capitalization 114,892,562 93,941,483

Curren f Liabilities

Current maturities of long-term debt 2,665,091 2,665,091
Short-term  borrowing 25,400,000 23,000,000
Accounts payable 33,654,718 16,865, 1 10
Refunds payable to customers 1,015,128 779,508
Accrued interest 595,175 58 1.649
Dividends payable 1,429,945 1,347,784
Deferred income taxes payable 985,349 0
Other accrued liabilities 5,674,419 4,613,357
Total current liabilities 71,419,825 49,852,508

Deferred Credits and Other Liabilities

Deferred income  taxes 15,086,951 13,895,373
Deferred investment tax credits 657,172 711,987
Environmental liability 2,910,000 2,340,000
Accrued pension costs | ,625,128 1,544,963
Other liabilities 4,107,865 4,702,200
Total deferred credits and other liabilities 24,387,116 23,194,523

Commitments and Contingencies

(Notes L and M)

Total Capitalization and Liabilities $ 210,699,503 $ 166988,514

See accompanying notes
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Consolidated Statements of Stockholders’ Equity

For the Years Ended December 31, 2000 1999 1998
Com 1 on Stock
Bdance — begiming of year $ 2,524,018 2479019 S 2,435,142
Dividend Reinvestment Plan 19,983 17,530 16,240
Retirement  Savings Plan 25,353 22,489 12,663
Converson of  debentures 5,173 4.201 3015
Performance shares 3,465 779 11,859
Balance == end of year 2,577,992 2,524,018 2,479,019
Additional Paid-in Capital
Bdance — beginning ofyear 25,782,824 24,192,188 22,58 1,463
Dividend Reinvestment Plan 698,526 626,801 593,706
Retirement  Savings  Plan 890,806 793.817 454,096
Converson of  debentures 175,599 142,597 105,736
Performance shares 124.250 21421 457.187
Bdance end of year 27,672,005 25,782,824 24,192,188
Retaitzed  Earnings
Bdance beginning o fyear 31,857,732 28,892,384 28,533,145
Net income 7,489,201 8,270,986 5,302,586
Cash dividends " (5,625,186) (5,305,638) (4,943.347)
Bdance end of year 33,721,747 31,857,732 28,892,384
Unearned Compensation
Baance beginning of year 0 (71,041) ( 190.886)
Amortization of erior vears awards 0 71.041 | 19.845
Bdance — end of year 0 0 (71,041)
Accumulated Other Comprelzensive Income,
net o income tnx expense)f ipproximately $552,000 0 0 863,344
Total  Stockholders'  eqzzty $ 63,971,744 § 60,164,574 § 56,355,894

) Cash dividends per share for 2000, 1999 and 1998 were $ 1 .06, $1.02 and $1 .00, respectively.

See accompanying notes
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Consolidated Statements of Income Taxes

For the Years Ended December 31, 2000 1999 1998
Current Income Tax Expense
Federal § 1598184 S 3948740 S 1.553.839
State 264,294 807.2 14 307.054
Invesiment tax credit adjustments, net (54,815) (548 15) (54,815)
Totdl current income tax expense 1,807,663 4,701,145 1,806,678
Deferred Income Tax Expense
Property, plant and equipment 1,07 1,852 734,705 887.175
Deferred gas costs 2,404,994 (124,576) {(111,416)
Pensions and other employee benefits (115,615) (153.697) 546,237
Unbilled  revenue (736,700) (45,290) (16.198)
Contributions in aid of construction 0 (160,97 1j ( 104.003)
Environmental expenditures 879 97,480 4 15.845
Other @ 63,519 (364,609) (198,574)
Totd deferred income fax expense 2,688,929 (16,898) 1,419,066
Total Income Tax Expense $ 4,496,592 $ 4,684,247 § 3,225,744
Reconciliation of Effective Income Tax Rates
Federa income tax expense a 34% 4,075,170 S 4404779 § 2.899.632
State income taxes, net of federd benefit 489,831 553.444 363,04 |
Other ¥ (68,409) (273,976) (30,929)
Total Income Tax Expense $ 4,496,592 § 4,684,247 § 3,225,744
Effective income tax rate 37.5% 36.2% 37.8%
At December 31, 2000 1999

Deferred In com € Taxes
Deferred income tax liabilities:

Property, plant and equipment $ 15,088,379 § 14.016.527
Environmental  costs 1,478,259 1.477.380
Deferred gas costs 2,844,140 439, 146
Other 736,255 527,643
Total deferred income tax liahilities 20.147.033 16,460,696
Deferred income tax ases
Unbilled  revenue 1,790,563 1,053,803
Pension and other employee benefits 1,382,628 1.267,013
Sdf  insurance 502,416 687,158
Other 399,126 303,177
Totd deferred  income tax assets 4.074.733 3311211
Deferred Income Taxes Per Consolidated Baance Shest $ 16,072,300 § 13,149,485

") Includes $298,000, $39,000 and $ 156,000 ofdeferred state income taxes for the years 2000, 1999 and 1998, respectively.
211999 includes a $238,000 tax benefit associated with the adjustment to deferred income taxes for known tax exposures,
offset by a $78,000 charge to adjust deferred income taxes to the 35% federal income tax rate.

See accompanying notes
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Notes to Consolidated Financial Statements

A. SummvARY OF ACCOUNTING PoLICIES

Nature of Business

Chesapeake Utilities Corporation (“Chesapeake” or “the Company”) is engaged in natural gas distribution to
approximately 40,900 customers located in central and southern Delaware, Maryland’ s Eastern Shore and Florida. The
Company’ s natural gas transmission subsidiary operates a pipeline from various points in Pennsylvania and northern
Delaware to the Company’s Delaware and Maryland distribution divisions, as well as other utility and industrial
cutomers in Delavare and the Eagten Shore of Mayland. The Company's propane didribution and maketing segment
provides digtribution  service to  approximately 35600 cusomers in centrd and southen Deaware, the Eagtern  Shore  of
Mayland, Horida and Virginia, and makets propane to a number of lage independent ol and petrochemicd  companies,
resellers and propane distribution companies in the southeastern United States. The advanced information services
segment provides consulting, custom programming, training, development tools and website development for national
and international clients.

Principles of Consolidation

The Consolidated Financial Statements include the accounts of the Company and its wholly owned subsidiaries.
Invesments in al entities in which the Company owns more than 20 percent but less than 50 percent, are accounted for
by the equity method. All significant intercompany transactions have been eliminated in consolidation.

System of Accounts

The natural gas distribution divisions of the Company located in Delaware, Maryland and Florida are subject to
regulation by their respective Public Service Commissions with respect to their rates for service, maintenance of their
accounting records and various other matters. Eastern Shore Natural Gas Company (“Eastern Shore”) is an open access
pipeline and is subject to regulation by the Federd Energy Regulatory Commisson (“FERC”). The Company's financia
statements are prepared in accordance with generally accepted accounting principles, which give appropriate recognition
to the ratemaking and accounting practices and policies of the various commissions. The propane distribution and
maketing and advanced informaion services segments ae not subject to regulation with respect to rates or  maintenance
of accounting records.

Property, Plant, Equipment and Depreciation

Utility property is stated at original cost while the assets of the non-utility segments are recorded at cost. The costs of
repairs and minor replacements are charged to income as incurred and the costs of major renewals and betterments are
capitalized. Upon retirement or disposition of utility property, the recorded cost of removal, net of salvage value, is
charged to accumulated depreciation. Upon retirement or disposition of non-utility property, the gain or loss, net of
svage vaue is chaged to income The provison for deprecigtion is computed udng the draight-line method & raes
that amortize the unrecovered cost of depreciable property over the estimated 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 4
percent for natural gas distribution and transmission, 5 percent for propane distribution and marketing, 19 percent for
advanced information services and 7 percent for general plant.

Cash and Cash Equivalents

The Company’s policy isto invest cash in excess of operating requirements in overnight income producing accounts.
Such amounts ae dated a cost, which goproximates market value Invesments with an origind maturity of three  months
or less are considered cash equivalents.

Environmental Regulatory Assets

Environmental regulatory assets represent amounts related to environmental liabilities for which cash expenditures have
not been made. As expenditures are incurred, the environmental liability is reduced along with the environmental
regulatory asset. These amounts awaiting ratemaking trement, ae recorded to ether environmentd expenditures as an

36 Chesapeake Utilities Corporation



asset or accumulated depreciation as cost of removal. Environmental expenditures are amortized and/or recovered
through arider to base ratesin accordance with the ratemaking treatment granted in each jurisdiction.

Other Deferred Charges and Intangible Assets

Other deferred charges include discount, premium and issuance costs associated with long-term debt and rate case
expenses. Debt costs are deferred, then amortized over the original lives of the respective debt issuances. Gains and
losses on the rescquistion of debt ae amortized over the remaining lives of the origind isuances. Rae case expenses
are deferred, then amortized over periods approved by the applicable regulatory authorities.

Intangible assets are associated with  the acquisition of non-utility companies and ae amortized on a draghtline basis
over a weghted average period of seventeen years Gross intangibles and the net unamortized baance & December 3 1,
2000 were $7.7 million and $5.9 million, respectively. Gross intangibles and the net unamortized balance at December
31, 1999 were $7.1 million and $5.6 million, respectively.

Income Taxes and Investment Tax Credit Adjustments
The Compay files a consolidated federd income tax retun. Income tax expense dlocaed to the Company's subsdiaries
is based upon their respective taxable incomes and tax credits.

Defered tax asets and lichilities ae recorded for the tax effect oftemporary differences between the financid — dtatements
and tax bases of assets and liabilities and are measured using current effective income tax rates. The portions of the
Company's deferred  tax lighilities appliceble to  utility operations, which have not been reflected in current savice rates,
represent income taxes recoverable through future rates. Investment tax  credits on utility propety have been defered and
are allocated to income ratably over the lives of the subject property.

Financial Instruments

Xeron, the Company’s propane marketing operation, engages in trading activities using forward and futures contracts
which have been accounted for using 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 servicing costs, and changes in market price are
recognized & gans or losses in the perod of change The reslting unredlized gains and losses are recorded as asds o
lighilities, respectively. At December 3 1,2000 and 1999, the unredized gans were $83 1000 and $142,000, respectively.
These trading assets are recorded in prepaid expenses and other current assets.

Operating Revenues

Revenues for the naurd gas didribution operations of the Company ae based on raes approved by the various public
svice commissons. The naurd gas transmisson operation revenues ae based on rates approved by FERC. Customers
base rates may not be changed without formal approval by these commissions. With the exception of the Company’s
Florida division, the Company recognizes revenues from meters read on amonthly cycle basis. This practice resultsin
unbilled and unrecorded revenue from the cycle date through the end of the month. The Florida division recognizes
revenues based on services rendered and records an amount for gas delivered but not yet hilled.

Chesapeake’s natural gas distribution 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
adjustments to rates in subsequent periods.

‘The Company charges flexible rates to the natural gas distribution’s industrial interruptible customers to make them
competitive with dternative types of fud. Based on pricing, these cudomers can choose naturd gas or dternaive types

of supply. Neither the Company nor the customer iscontractually obligated to deliver or receive natural gas.

The propane distribution operation records revenues on ether an “as deivered or a “metered” basis depending on the
customer type. The propane marketing operdtion calculates revenues daly on a mak-tomaket bads for open contracts.
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Notes to Consolidated Financial Statements

The advanced information services and other segments record revenue in the period the products are delivered and/or
services are rendered.

Earnings Per Share
The calculations of both basic and diluted earnings per share are presented in the following table.

For the Years Ended December 31, 2000 1999 1998
Calculation of Basic Earnings Per Share:

Net  Income $ 7.489,201 3§ 8,270,986 $ 5.302.586
Weighted Average Shares  Outstanding 5,249,439 $144,449 5,060,328
Basc Earnings Per Share $ 143 § 161 § 1.05

Calculation of Diluted Earnings Per Share:
Reconciliation  of  Numerator:

Net Income basic § 7,489,201 § 8,270,986 § 5,302,586
Effect of 8.25% Convertible debentures 179,701 188,982 193,666
Adjusted numerator - diluted $ 7,668,902 § 8,459,968 § 5,496,252
Reconcilation of Denominator:

Weighted Shares Outstanding — basic 5,249,439 5,144,449 5,060,328
Effect of 825% Convertible debentures 209,893 220,732 226,203
Effect of stock options 11,484 11,875 12,245
Adjusted  denominator — diluted 5,470,816 5,377,056 5,298,776
Diluted EarninggerShare $ 140 § 157 § 1.04

Certain Risks and Uncertainties

The financial statements are prepared in conformity with generally accepted accounting principles that require
manegement to make esimates in messuring asss and liabilities and related revenues and expenses (e Notes L and M
to the Consolidated Financid Statements for ggnificant edimates). These etimates involve judgments with respect to,
among other things, various future economic factors that are difficult to predict and are beyond the control of the
Company; therefore, actual results could differ from those estimates.

The Company records certain assets and liabilities in accordance with Statement of Financial Accounting Standards
(“SFAS’) No. 7 1. If the Company were required to terminate gpplication of SFAS No. 7 1 for its regulated operations, dl
such deferred amounts would be recognized in the income statement at that time. This would result in a charge to
earnings, net of applicable income taxes, which could be material.

FASB sStatements and Other Authoritative Pronouncements

In 1998, the Financial Accounting Standards Board (“FASB”) issued SFAS No. 133, establishing accounting and
reporting  standards  for  derivetive indruments, including certain  derivative indruments embedded in other contracts, and
for hedging activities. This statement does not allow retroactive applicationto financial statements for prior periods.
Chesapecke  will adopt the requirements of this dandard in the fird quater of 2001, as required. The Company believes
that adoption of SFAS No. 133 will not have a material impact on the Company’s financial position or results of
operations. This daement, origindly effective for dl fiscd quates of the fiscd years beginning after June 15,1999 was
defered by the FASB under SFAS No. 137 and now is efective for dl fiscd quaters of the fiscd years beginning after
June 15,2000. In June 2000, the FASB issued SFAS No. 138, amending the accounting and reporting dtandards of SFAS
No. 133, The adoption of SFAS No. 138 will not have a maerid impact on the Company's financid postion or results of
operations.

In February 2001, the FASB issued arevised limited Exposure Draft on Business Combinations and Intangible Assets.
Under the draft, the pooling-of-interests method of accounting for business combinations would be eliminated and the
purchase method would be required. Additionally, the draft wouldrequire a non-amortization approach to account fo
purchased goodwill, which would be separately tested for imparment. The provisons of the draft would be effective as
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of the beginning of the first fiscal quarter followingthe issuance of the final statement. Neither early application, nor
refroactive  application, would be permitted. Once the exposure draft is find, the Company will be able to determine the
impact the dandard will have on the Company’s financid postion and results of operations.

Restatement and Reclassification of Prior Years’ Amounts
Certain prior years' amounts have been reclassified to conform to the current year presentation.

B. BUSINESS COMBINATIONS

In January 2000, Chesapeake acquired Carroll Water Systems, Inc. (“ Carroll”) of Westminster, Maryland. Carroll wasa
privately owned EcoWater dealership serving the suburban areas around Baltimore, Maryland. The acquisition was
accounted for as a purchae and the Company's financid results include the results of operations of Caroll from the dae
of acquisition.

In November 1999, Chesapecke acquired EcoWaer Sysems of Michigan, Inc, operating as Douglas Water  Conditioning
(‘Dougles’). Douglas is an EcoWater dedership that has served the Detroit, Michiggn aea for 11 yeas. The acquisition
was accounted for @ a purchese and the Company's financid results include the results of operations of Dougles from the
date of acquisition.
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Notes to Consolidated Financial Statements

C. SEGMENT INFORMATION

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 opeding decison meker in order to make decisons about resources and to asses peformance. The following table

presents information about the Company’s reportable segments.

For the Years Ended December 31, 2000 1999 1998
Operating Revenues, Unaffiliated Customers
Natural gdsstribution and transmission $ 99,750,303 § 75,592,453 S 68,744,667
Propane distribution and marketing 216,267,133 138,436,520 102,062,740
Advanced information  services 12,353,056 13,531,261 10,330,703
Other 7,036,544 2,640,101 1,781,738
Total operatireyenuesffiliated customers $  335407,036 $ 230,200,335 § 182,919,848
intersegment Revenues ("
Naturdl gas distribution and transmission $ 119,480 § 61,141 § 59,321
Advanced  information  services 36,535
Other 814.995 659.624 638.408
Totd  interssgment  revenues $ 971,010 § 720,765 § 697,729
Operating Income Before Income Taxes
Natural gas distribution and transmission $ 12,364,535 S 10,300,455 § 8,814,125
Propane distribution and  marketing 2,319,461 2.627. 123 971.215
Advanced  information  services 335,849 1,469,958 1,316,158
Other and  eliminations 1,006,126 451,602 503,814
Totd § 16,025,971 § 14,849,138 $  11,605312
Depreciation and  Amortization
Natural gdsstribution and transmission § 4,930,445 S 4,762.285 § 4381337
Propane digtribution and  marketing 1,429,405 1,201,693 1,171,114
Advanced information services 280,053 268,082 183,553
Other 502,708 29 1,609 209,897
Total depreciation and amortization $ 7,142,611 § 6,523,669 § 5,945,901
Capital Expenditures
Natural gdsstribution and transmission $ 17,882,724 § 17,853,885 § 10,018,491
Propane distribution and  marketing 3,235,288 2,168,269 1,544, 99
Advanced information Services 240,727 372,501 246,153
Other 1,696,990 5.522,615 840.186
Totd  capitd  expenditures $ 23,055,729 § 25917270 $ 12,649,822
At December 31, 2000 1999 1998
Identifiable Assets
Natural gas distribution and transmission $ 141,335457 S 117,024,633 § 102,618,587
Propane distribution and marketing 47,495,133 31,888,033 27,526,019
Advanced information  services 2,372,407 2,854,670 2,304,609
Other 19,496,506 15.220.578 12.784.398
Total identifiable assets s 210,699,503 § 166988514 § 145,233,613

" All significant intersegment revenues are billed at market rates and have been eliminated from consolidated revenues.
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D. FaRrR VALUE oF FINANCIAL INSTRUMENTS

Various items within the balance sheet are considered to be financial instruments because they are cash or are to be
stled in cash. The carying vdues of these items generdly approximate ther far vaue (e Note E to the Consolidated
Financid Satements for disclosure of far vaue of invedments. The Company's open fowad and futures contracts a
December 31,2000 and December 3 1, 1999 had a net far vdue of $83 1000 and $142,000, respectivly 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 3 1, 2000, including current maturities, had an estimated fair value of $56.0
million as compared to a carrying value of $53.6 million. At December 31, 1999, the estimated fair value was
approximately $36.3 million as compared to a carrying value of $36.4 million. These estimates are based on published
corporate borrowing rates for debt instruments with similar terms and average maturities.

E. INVESTMENTS

The investment balance at December 3 1, 2000 consists primarily of a Rabbi Trust (“the trust”) associated with the
acquistion of Xeron, Inc. The Company has classfied the underlying invesments held by the trut as trading securities,
which require all gains and losses to be recorded into non-operating income. The trust was established during the
acquistion as a retention bonus for an executive of Xeron. The Company has an  associated  lighility recorded which s
adjusted, dong with non-operating expense, for the gans and lossss incurred by the trust.

In November 1999, Chesapeake finalized the sale of its investment in Florida Public Utilities Company (“FPU”) for
$16.50 per share. Chesapeake recognized again on the sale of $1,415,000 pre-tax or $863,000 after-tax. The Company
had a 7.3 percent ownership interest in the common stock of FPU, which had been classified as an available for sale
scurity.  This classfication required that dl unredized gans and losses be excluded from eamnings and be reported net of
income tax a a Sepaae component of <ockholders equity. At December 3 1, 1998, the market vaue had exceeded the
aggregate cost basis of the Company’s portfolio by $1,552,000 pre-tax and $487,000 after-tax, respectively.

F. Common Stock AND ADDITIONAL PAIDAIN CAPITAL

The following is a schedule of changes in the Company's shaes of common stock,

For the Years Ended December 31, 2000 1999 1998
Common Stock: Shares isued and outstanding
Balance — beginning Of year 5,186,546 5,093,788 5,004,078
Dividend Reinvestment Plan ¥ 41,056 36,319 32925
Sde of stock to the Company's Refirement Savings Plan 52,093 46,208 26,018
Converson  of  debentures 10,628 8,031 6,401
Peformance  shares 7,120 1,600 24,366
Baance - endyefr ¥ 5,297,443 5,186,546 5,093,788

12,000,000 shares are authorized at a par vaue of $.4867 per share.
@ Includes dividends and reinvested optional cash payments.
5 The Company has 7,442 shares held in a Rabbi Trust as of December 3 1, 2000

In 2000, the Company entered into an agreement with an invesment banker to assst in identifying acquisition candidates.
Under the agreement, the Company issued warrants to the investment banker to purchase 15,000 shares of Company

stock, which are exercisable during the next seven years at a price of $18.00 per share. During 2000, no warrants were
exercised.
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G. LONG-TERM DEBT

The outstanding long-term debt, net of current maturities, is as follows:

At December 31, 2000 1999
First mortgage sinking fund bonds:
9.37% Series |, due December 15, 2004 h) 2,268,000 § 3.024,000
Uncollateralized ~ senior  notes:
7.97% note, due February 1,2008 7,000,000 8,000,000
6.91% note, due October 1, 2010 8,181,818 9,090,909
6.85% note, due Januay 1,20 12 10,000,000 10,000,000
7.83% note, due January 1,2015 20,000,000
Convertible debentures:
8.25% due March 1, 2014 3,471,000 3,662,000
Total long-term debt $§ 50,920,818 $ 33,776,909

Annual maturities of consolidated long-term debt for the next five years are as follows: $2,665,091 for the years 2001 and 2002,
$3,665,091 for the years 2003 and 2004 and $2,909,091 for the year 2005.

The convertible debentures may be converted, & the option of the holder, into shares of the Company’s common stock a
a conversion price of $170 1 per share During 2000 and 1999, debentures totding $18 1,000 and $147,000, respectively,
were converted. The debentures are redeemable at the option of the holder, subject to an annual non-cumulative
maximum limitation of $200,000 in the aggregate. At the Company’s option, the debentures may be redeemed at the
stated amounts. During 2000, debentures totaling $10,000 were redeemed.

Indentures to the long-term debt of the Company and its subsidiaries contain various restrictions. The most stringent
restrictions state that the Company must maintain equity of at least 40 percent of total capitalization, the timesinterest
earned ratio must be at least 2.5 and the Company cannot, until the retirement of its Series | bonds, pay any dividends
after December 3 1, 1988 which exceed the sum of $2.1 million plus consolidated net income recognized on or after

Januay 1, 1939. As of December 3 1,2000, the amounts avalable for future dividends permitted by the Series | covenant
approximated $19.3 million.

Portions of the Company's naturd gas didtribution plant assets are subject to a lien under the mortgage pursuant to which
the Company’s first mortgage sinking fund bonds are issued.

H. SHORT-TERM BORROWING

The Board of Directors has authorized the Company to borrow up to $45.0 million from various banks and trust
companies. As of December 3 1,2000, the Company had four unsecured bank lines of credit totding $60.0 million, none

of which required compensating balances. Under these lines of credit, the Company had short-term debt outstanding of

$25.4 million and $23.0 million at December 3 1, 2000 and 1999, respectively, with weighted average interest rates of
6.89 percent and 5.5 1 percent, respectively.

|. LEASE OBLIGATIONS

The Company has entered several operating lease arrangements for office space at various locations and pipeline
facilities. Rent expense related to these leases was $652,000, $357,000 and $385,000 for 2000, 1999 and 1998,
respectively. Future minimum payments under the Company’s current lease agreements are $719,000, $573,000,
$520,000, $483,000 and $385,000 for the years of 2001 through 2005, respectively; and $464,000 thereafter, totaling
$3.1 million.
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J. EMPLOYEE BENEFIT PLANS

Pension Plan

In December 1998, the Company restructured the employee benefit plans to be competitive with those in similar
industries.  Chesapeske  offered  exidting paticipants of the defined benefit plan the option to reman in the exiging plan or
receve a onetime payout and ewol in an enhanced refirement savings plan. Chesppeske closed the defined  benefit plan
to new patidpats effective December 3 1, 1998. Based on the election options sdected by the employess, the Company
reduced its accrued pension liability to $1,283,088. As aresult of the change in the accrued liability, the Company
recorded a curtailment gain of $1,224,298 in 1998. Benefits under the plan are based on each participant’s years of
service and highest average compensation. The Company's funding policy provides that payments to the trustee shal be
equal to the minimum funding requirements of the Employee Retirement Income Security Act of 1974.

The following schedul e sets forth the funded status of the pension plan at December 3 1, 2000 and 1999:

At December 31, 2000 1999
Change in benefit obligation:
Benefit obligation a beginning of year $ 8,241,995 § 12,187.885
Service  cost 354,031 400,921
Interest  cost 605,185 638,198
Effect of curtailment (16,369)
Change in discount rate (896,201)
Actuaria  loss 8,153 263,562
Benefits paid ‘" (382,830) (4,386,001)
Benefit obligation a end of year 8,826,534 8,24 1,995
Change in plan assts:
Fair vaue of plan assets a beginning of year 10,185,394 14,585,169
Actud return on plan assets 1,068,566 (13,774)
Benefits paid (! (382,830) (4,386,001)
Far value of plan assets a end of year 10,871,130 10,185,394
Funded Status 2,044,596 1,943,399
Unrecognized transition obligation (81,163) (96,267)
Unrecognized prior service cost (57,754) (62,453)
Unrecognized net gain (3,015,953) (2,956,319
Accrued pension cost $  (1,110,274) $  (1,171,639)
Assumptions:
Discount rate 7.50% 7.50%
Rate of compensation increase 4.75% 4.75%
Expected return on plan assets 8.50% 8.50%

" Bendfits pad in 1999 include $4 million in onetime payments related to the restructuring of the pension plan.
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Net periodic pension costs for the defined pension benefit plan for 2000. 1999 and | 995 nclude the follow mg

components:
For the Years Ended December 31, 2000 1999 1998
Components of net periodic pension cost:
Service  cost S 354,031 S 400.02 1 § 838, 177
| ntcrest cost 605, 185 088,198 803,727
Expected return on assets (859,245) {1.046.254) (1,149.754)
Amortizetion  of:
Trangtion  assets (15,104) {(1S.104) (15,104)
Prior  service cost (4,699) (4,699) (4,699)
Actuarid  gain (141,533) (118,142) ( 143,622)
Net periodic pension (benefit) cost (61,345) (95,080) 328,725
Curtailment  gain (1,224,298)_
Total pension (benefit) cost $ (61,365) $ (95,080) § (895,573)

The Company sponsors an unfunded executive excess benefit plan. The accrued benefit obligation and accrued pension
costs were $676,000 and $5 15,000, respectively as of December 3 [, 2000 and $478,000 and $373,000, respectively at
December 3 1, 1999.

Retirement Savings Plan

The Company sponsors a 401(k) Retirement Savings Plan, which provides participants a mechanism for making
contributions  for retirement  savings.  Each participant may make pretax contributions of up to 15 pecent of digible base
compenstion, subject to IRS limitations. For paticipants il covered by the defined benefit penson 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 to exceed 6 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 al new employess a wel a exising
employees that edected to no longer paticipae in the defined benefit plan, The Company makes matching contributions
on a bads of up to 6 percent of exh employeg’s pretax compensation for the year. The mach is between 100 percent and
200 percent, based on a combination of the employee’ s age and years of service. The first 100 percent of the funds are
matched with Chesapeske common stock. The remaining match is invesed in the Company's 40 1 (k) plan according to
each employee’s election options.

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. Participantsreceive a cash only matching contribution
percentage equivalent to their 401(k) matchlevel, All contributions and matched funds earn interest income monthly.
This Plan is not funded externally.

The Company’s contributions to the 401 (k) plans totaled $1,23 1,000, $1,066,000 and $495,000 for the years ended

December 3 1, 2000, 1999 and 1998, respectively. As of December 31, 2000, there are 32,055 shares reserved to fund
future contributions to the Retirement Savings Plan.
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Other Post-retirement Benefits

The Company sponsors a defined benefit post-retirement healthcare and fife insurance plan that covers substantially al
natural gas and corporate employees.

Net periodic post-retirement costs for 2000, 1999 and 1998 include the following components:

For the Years Ended December 31, 2000 1999 1998
Components of net periodic post-retirement cost:
Scrvicc cost $ 1,803 S 3,332 § 3.30 |
Interest cost 57,584 55,023 59321,
Amortization of:
Transition obligation 27,859 27,859 27.859
Actuarial loss 3,130 6,071
Net periodic post-retirement cost 87,246 89,334 96,612
Amounts amortized 25,028 25,254 25,254
Total post-retirement cost $ 112274 § 114588 § 121,866

The following schedule sets forth the status of the post-retirement health care and life insurance plan:

At December 31, 2000 1999
Change in beneft obligation:

Benefit obligation at beginning of yeal $ 788,532 § 887,060

Retirees 23,708 (19.169)

Fully-eligible active employees 48,992 (59.21 1

Other active (28,697) {20,148)

Benefit obligation at end of yea! $ 832,535 § 788,532
Funded Status $ (832,535) § (788,532)
Uurecognized transition obligation 161,577 189,436
Uurecognized net loss 6 1543 13,329
Accrued post-retirement cost $ (609,4 15) $ (575,767)
Assumptions:

Discount rate 7.50% 7.50%

The health careinflation rate for 2000 is assumed to be 8.0 percent. Thisrate is projected to gradually decrease to an
ultimate rate of 5 percent by the year 2007. A one percentage point increase in the health care inflation rate from the
aumed rae would increase the accumulated pogt-refirement benefit obligation by approximatdy $84.5 11 & of Jauay
1, 2001, and would increase the aggregate of the service cost and interest cost components of the net periodic post-
retirement benefit cost for 2001 by approximately $6,846.
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K. EXECUTIVE INCENTIVE PLANS

The Performance Incentive ran (“the Plan™) adopted in 1992 provides for the granting of stock options, stock
appreciation rights and performance sares o CEMain oscers Of e company OvVer a 1 O-year period. The Plan provides
paticipants an option to purchese shares ofthe Company's common sock, exercissble in cumulative instalments of up
to onethird on eaxch amivesay of the commencement of the awad period The Plan dso enables participants the right
to earn performance shares upon the Company’ sachievement of certain performance goals as set forth in the specific
agreements associated with particular options and/or performance shares.

The Company executed Stock Option Agreements for athree-year performance period ending December 31, 2000 with
certan  exective officers. Onehdf of thee options become exercisle over time and the other hdf become exercissble
if cetan peformance tagets ae echieved. In 2000, the Company replaced the third year of this Stock Option Agreement
with Stock Appreciation Rights (“SARs"). The SARs are awarded based on performance with a minimum number of
SARs established for each participant. During 2000, the Company awarded 26,300 SARs in conjunction with the
agreement. Chesapeake currently awards Performance Share Agreementsannually for certain other executive officers.
Each year participants are eligible to earn a maximum number of performance shares, based on the Company’s
achievement of certain performance goals. The Company recorded compensation expense of §{ 18,000, $13 1,000 and
$49,000 associated with these performance shares in 2000, 1999 and 1998, respectively.

Changes in outstanding options were as follows:

2000 1999 1998

Number Option Number Option Number Option

of shares Price of shares Price of shares Price
Balance  beginning of yeal 163,637  $12.75 — $20.50 163,637 $12.75 ~= $20.50 208,543 § 12.625 52050
Options expired (44,900) $12.625
Options forfeited or replaced (53,544) $20.50
Balance -- end of year 110,093  $12.75  520.50 163,637 $12.75  $20.50 163,637 $12.75  $20.50)
Exercisable 110.093  $12.75 — §20.50 83.735 Sl2.75  $20.50 68.145 $12.75

In December 1997, the Company granted stock options to certain executive officers of the Company. Asrequired by
Statement of Financial Accounting Standards No. 123, the pro formainformation asif fair value based accounting had
been used to account for the stock-based compensation costs is shown below.

For the Years Ended December 31, 2000 1999 1998
Pro forma Net Income $ 7,475,885 §  8.230.868 § 5,202,468
Pro forma Earnings Per Share:
Basic $ 42§ 1 60§ |.04
Diluted ) 140 5 157§ 1.03
Assumptions:
Dividend yield 4.73% 4.73% 4.73%
Expected volatility 15.53% 15.53% 15.53%
Risk- frce interest rate 5.89% 5.89% 5.89%,
Expected lives 4 vears 4 years 4 years
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L. ENVIRONMENTAL COMMITMENTS AND CONTINGENCIES

The Company is currently paticipating in the invedtigaion, assessment or remedigtion of three former gas manufacturing
plant sites located in different jurisdictions, including the exploration of corrective action options to remove
environmentd  contaminants.  The Company has accrued liabiliies for three of these stes, the Dover Gas Light, Sdisbury
Town Gas Light and the Winter Haven Coal Gas sites.

With respect to the Dover Gas Light ste, the Company and Generd Public Utilities Corporation, Inc. (“GPU”) hae bemn
ordered by the Environmentd Protection Agency (‘EPA”) to fund or implement the EPA’s Record of Decison (“ROD”)
on the appropriate remedia activities to be performed, which include both soil and ground-water remedies.

During 1999, the Company completed the first phase of the soil remediation process at that site. During 2000, the
Company initiated the second soil remediation phase, soil vapor extraction procedures (“SVE”) with the finding
aubmitted to the EPA for review. Based on the finding the Company has filed a requet with the EPA to discontinue the
SVE and is awating the EPA’s response. Once the SVE remedigtion procedures are completed, the Company expects to
complete the third and final phase of soil remediation and then initiate the ground-water remedial activities.

The Company’s independent consultants have prepared preliminary estimates of the costs of two potentially acceptable
dternatives to complete the ground-water remediation activities & the dte The cods to remediate the ground-water range
from a low of $390000 in capitd and $37,000 per year of operaing costs for 30 years for naurd attenuation to a high of
$33 million in capitd and $1 .O million per year in operating cosds to operate a pump-and-treat/ground-water - contanment
system. The pump-and-treat/ground-water containment system is intended to contain the manufactured gas plant
(“MGP") contaminants to allow the ground-water outside of the containment area to attenuate naturally. The operating
cost estimate for the pump-and-treat containment system is dependent upon the actual ground-water quality and flow
conditions a the Ste. The Company continues to believe that a groundwater pump-andrest system is not necessary for
the MGP contaminants, that there is insufficient information to dedgn an overal ground-water contanment program  and
that natural attenuation is the appropriate remedial action for the MGP wastes.

Chespecke  cannot  predict  the ground-water remediation that the EPA  will require therefore, the Company in 2000 has
not adjused the $21 million eccrued a December 3 1, 199 for the Dover Ste and the associated regulaory asst for an
equivalent amount. Of thisamount, $1.5 million isfor ground-water remediatiou and $600,000 is for the remaining soil
remediation. The $1.5 million represents the low end of the ground-water remedy estimates described above.

In 1996, the Company initigted litigation againg GPU, one of the other potentidly responsible parties, for contribution to
the remedid costs incurred by Chesapeske in connection with complying with the ROD. In Februay 200 1, the Company
and GPU reached a tentative settlement, pending the approval of the courts. The terms of the settlement prohibit
disclosure of the provisons of the sdtlement until findized. Management believes that the Company will be equitably
entitled to contribution from other responsble paties for a portion of the expensss to be incurred in connection with the
remedies sdected in the KOD. The Company expects that it will be able to recover actud codts incurred, which ae not
recovered from other responsible parties, exclusive of associated carrying costs, through the ratemaking process in
accordance with environmental cost recovery rider provisions currently in effect.

In cooperation with the Maryland Department of the Environment {(“MDE”), the Company is engaged in remediation
procedures a the Sdisbury dte In addition, the Company reports the remediation and monitoring results to the MDE.
The remediation procedures at the site are currently suspended awaiting approval from the MDE to permanently
shutdown the remediation procedures. The Company has adjusted the liability with respect to the Salisbury site to
$175,000 in December 2000. The Company had previous accrued $240,000 as of December 3 1, 1999. This amount is
baed on the edimated operating cods of the remediation fecilities over the next two years and capitd cods to shut down
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the remediation proceduresin 2002. A corresponding regulatol-y asset has been recorded. reflecting the Company’s belief
that costs incurred will be recoverable in base rates.

Thethird siteislocated in the state of Florida and in January 200 1 the Company filed aremedial action plan (“RAP”)
with the Florida Depatment of the Environment. The RAP included an edtimae of $635000 to complete the remediaion
procedures at a portion on the site. Accordingly in December 2000, the Company accrued $635,000 and an associated
regulatory asset. Once the FDEP approves the RAP, the Company will commence with the remediation procedures per
the RAP. The Company continues to accrue for future environmental costs and at December 31, 2000 has collected
$505,000 in excess of costs incurred.

It is management's opinion that any unrecovered current cods and any other future codts associaed with any ofthe  three
sites incurred will be recoverable through future ratesor sharing arrangements with other responsible parties.

M. OTHER COMMITMENTS AND CONTINGENCIES

Natural Gas Supply

The Company’s natural gas distribution operations have entered into contractual commitments for daily entitlements of
natural gas from various suppliers. The contracts have various expiration dates. In 2000, the Company entered into a
long-term contract with an energy marketing and risk management company to manage the Company’s natural gas
transportation and storage capacity.

Other

The Company isinvolved in certain legal actions and claims arising in the normal course of business. The Company is
also involved in certain legal and administrative proceedings before various governmental agencies concerning rates. In
the opinion of management, the ultimate disposition of these proceedings will not have a material effect on the
consolidated financial position of the Company.
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N. QUARTERLY FINANCIAL DATA (UNAUDITED)

In the opinion of the Company, the quarterly financid information shown below includes dl adjustments necessay for a
fair presentation of the operations for such periods. Due to the seasonal nature of the Company’ s business, there are
substantial variations in operations reported on a quarterly basis.

For the Quarters Ended March 31 June 30 September 30 December 31
2000
Operating  Revenue § 98509, 179 § 65,950,982 § 59,212,768 § 111,734,107
Operating  Income 6,640,727 1,235,233 (43,959) 3,806,045
Net  Income 5,669,466 319,548 (1,044,709} 2,544,896
Earnings per share;
Basic $ 109 § 006 § (020 $ 048
Diluted $ 105 § 006 $ (0.20) s 0.47
1999
Operating  Revenue § 554d9.379 § 367 18030 § 50397315 §  11.635.602
Operating  Income 5,757,404 t,542,744 22,546 3,351,548
Net Income () 4,942,983 796.103 (784.981) 3,316,881
Earnings per share:
Basic $ 097 S 016 S (015) S 0.64
Diluted $ 093 § 016 § (0.15) § 0.62

""" Results for the fourth quarter of 1999 reflect a gain on the sale of investments of $863,000, net of income tax expense.
See Note E to the Consolidated Financial Statements.
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ITEM 9. CHancEs IN aNnD DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL DISCLOSURE

None

PArT |l

ITEM 10. DirecTors AND EXECUTIVE OFFICERS OF THE REGISTRANT

Information peraining to the Directors of the Company is incorporated herein by reference to the Proxy Statement, under
“Information Regarding the Board of Directors and Nominees’, Section 1 6(a) Beneficial Ownership Reporting
Compliancg’ to be filed on or before May 1,2001 in connection with the Company’'s Annua Medting to be hdd on May

15, 2001

Theinformation required by thisitem with respect to executive officersis, pursuant to instruction 3 of paragraph (b) of
Item 401 of Regulation S-K, set forth in Part | of this Form 1 O-K under “ Executive Officers of the Registrant.”

ITEM 11. Executivé COMPENSATION

This information is incorporated herein by reference to the Proxy Statement, under “Management Compensation
Committee Interlocks and Insider Participation”, in the Proxy Statement to be filed on or before April 30, 2001, in
connection with the Company’s Annual Meeting to be held on May 15, 2001,

ITEM 12. SecuriTy OWNERSHIP oF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

Thisinformation isincorporated herein by reference to the information included, under “Beneficial Ownership of the
Company’s Securities”, in the Proxy Statement, dated and to be filed on or before Mach 30,2001 in connection with the
Company’s Annual Meeting to be held on May 15, 200 1.

ITem 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

Thisinformation isincorporated herein by reference to the information included, under “Certain Transactions” in the
Proxy Statement, dated and to be filed on or before April 30,200 I, in connection with the Company's Annua Meeting to
be held on May 15, 2001
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PArT IV

ITEM 14. FINANCIAL STATEMENTS, FINANCIAL STATEMENT SCHEDULES, EXHIBITS AND REPORTS ON Form 8-K

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

Accountants  Report  dated February 13200 1 of PricewaterhouseCoopers LLP, Independent Accountants
Conslidated Statements of Income for exch of the three years ended December 31,2000, 1999, and 1998
Consolidated Balance Sheets at December 31, 2000 and December 3 1, 1999

Consolidated Statements of Cash Flows for each of the three years ended December 31, 2000,1999, and
1998

Consolidated  Statements of Common  Stockholders  Equity for exch ofthe three yeas ended December 3 1,
2000, 1999, and 1998

Consolidated  Statements of Income Taxes for each of the three years ended December 31,2000, 1999, ad
1998

Notes to Consolidated Financial Statements

2. Financial Statement Schedules— Schedulell - Valuation and Qualifying Accounts

All other schedules ae omitted because they ae not required, ae ingoplicale or the information is othewise shown in
the financial statements or notes thereto.

(b) Reports on Form 8-K:

None

(c) Exhibits:

Exhibit 3(a) Amended Certificate of Incorporation of Chesapeake Utilities Corporation isincorporated herein by
reference to Exhibit 31 of the Company's Quarterly Report on Form 1 O-Q for the period ended June
30, 1998, File No. 001- 1590.

Exhibit 3(b) Amended Bylaws of Chesapeake Ultilitics Corporation, effective August 20, 1999, are incorporated
herein by reference to Exhibit 3 of the Company’ s Registration Statement on Form 8-A, File No. 001-
11590, filed August 24, 1999.

Exhibit 4(a) Form of Indenture between the Company and Boamen's Trug Company, Trustee, with respect to the
81/4% Convertible Debenturesisincorporated herein by reference to Exhibit 4.2 of the Company’s
Registration Statement on Form S-2, Reg. No. 33-26582, filed on January 13, 1989.

Exhibit 4(b) Note Agreement dated Februay 9, 1993, by and between the Company and Masschusetts Mutud Life
Insurance Company and MML Pension Insurance Company, with respect to $10 million of 7.97%
Unsecured Senior Notes due February |, 2008, isincorporated 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. O-593.

Exhibit 4(c) Note Purchase Agreement entered into by the Company on October 2, 1995, pursuant to which the

Exhibit 4(d)

Exhibit 4(u)

Company privately placed $10 million of its 6.91% Senior Notes due in 2010, is not being filed
herewith, in accordance with Item 601(b)(4)(ii1) of Regulation SK. The Company hereby agrees to
furnish a copy of that agreement to the Commisson upon reguest.

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 20 12, is not being filed herewith,
in accordance with ltem 601(b)(4)(1ii) of Regulation S-K. The Company hereby agreesto 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 swhich the
Company privately placed $20 million of its7.83% senior notes due 2015, is not beingfiled herewith,
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*Exhibit 10(a)

*Exhibit 1 O(b)

*Extibit 1 0(0)

*Exhibit 1 O(d)

*Extibit 1 O(9

*Exhibit 10(f)

*Exhibit 1 O(g)

*Exhibit 1 O(h)

*Exhibit 10(i)
*Exhibit 10(j)
Exhibit 12
Exhibit 21
Exhibit 23

in accordance with Item 60 1 (b){4 }(iii) of Regulation S-K. The Company hereby agreesto furnish a
copy of tha agreement to the Commussion upon request.

Executive Employment Agreement dated March 26, 1997, by and between Chesapeake Utilities
Corporation and exch Raph J Adkins and John R. Schimkaitis is incorporated herein by reference to
Exhibit 10 to the Company’'s Quarterly Report on Form 1 O-Q for the period ended June 30, 1997, File
No. 001- 1590.

Executive Employment Agreement dated January 1, 2001, by and between Chesapeake Utilities
Corporation and Ralph J. Adkins, filed herewith.

Form of Performance Share Agreement dated January 1, 1998, pursuant to Chesapeake Utilities
Corporation Performance Incenive Plan by and between Chesapeske Utilities Corporation and exh of
Ralph J. Adkins and John R. Schimkaitis is incorporated herein by reference to Exhibit 10 of the
Company's Annud Report on Form 1 O-K for the year ended December 3 1,1997, File No. 001- 11590.

Form of Performance Share Agreement dated January 1, 2001, pursuant to Chesapeake Utilities
Corporation Performance Incentive Plan by and between Chesapeake Utilities Corporation and each of
Ralph J. Adkins, John R. Schimkaitis, Michael P. McMasters and Stephen C. Thompson, filed
herewith.

Chesapeake Utilities Corporation Cash Bonus Incentive Plan dated January 1, 1992, isincorporated
herein by reference to Exhibit 10 to the Company’s Annual Report on Form 10-K for the year ended
December 3 1, 1991, File No. O-593.

Chesapeake Utilities Corporation Performance Incentive Plan dated January 1, 1992, is incorporated
herein by reference to the Company’s Proxy Statement dated April 20, 1992, in connection with the
Company’s Annual Meeting held on May 19, 1992,

Foom of Sock Apprecigion Rights Agreement dated January 1200 1, pursuant to Chesgpeske 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.
Schneider, filed herewith.

Directors Stock Compensation Plan adopted by Chesapeake Utilities Corporation in 1995 is
incorporated herein by reference to the Company’s Proxy Statement dated April 17, 1995 in
connection with the Company’s Annual Meeting held in May 1995.

United Systems, Inc. Executive Appreciation Rights Plan dated December 3 1, 2000, filed herewith.
United Systems, Inc. Employee Appreciation Rights Plan dated December 3 1, 2000, filed herewith.
Computation of Ratio of Earning to Fixed Charges, filed herewith.

Subsidiaries of the Registrant, filed herewith,

Consent of Independent Accountants, 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 behdf by the undersigned, thereunto duly authorized.

CHESAPEAKE UTILITIES CORPORATION

By: /8/ JOHN R. SCHIMKAITIS

John R, Schimkaitis

President and Chief Executive Officer
Date: March 15,2001

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been Sgned below by the following
pesons on bendf of the regisrant and in the capacities and on the dates indicated.

/s/ RALPH J. ADKINS /8/ JoHN R. SCHIMKAITIS

Ralph J. Adkins, Chairman of the Board John R. Schimkaitis, President,

and Director Chief Executive Officer and Director
Date: March 15, 2001 Date: March 15, 2001

/S MichaeL P. MCMASTERS /S/ RICHARD BERNSTEIN

Michael P. McMasters, Vice President, Richard Bernstein, Director

Chief Financial Officer and Treasurer Date: March 15, 2001

(Principal Financial and Accounting Officer)
Date: March 15, 2001

/S/ WALTER J. COLEMAN /S/ Jonn W. JARDINE, Jr.
Walter J. Coleman, Director John W. Jardine, Jr., Director
Date: March 15, 2001 Date: March 15, 2001

/s{ CALVERT A. MORGAN, Jr. [/ RUDOLPH M. PEINS, IR
Calvert A. Morgan, Jr., Director Rudolph M. Peins, Jr., Director
Date: March 15, 2001 Date: March 15, 2001

/s$/ ROBERT F. RIDER 8/ JEREMIAH P. SHEA

Robert F. Rider, Director Jeremiah P. Shea, Director
Date: March 1.5, 2001 Date: March 15, 2001

/S WILIIAM G WaARDEN,_TIT
William (5. Warden, 111, Directol
Date: March 15, 2001
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Chesapeake Utilities Corporation and Subsidiaries
Schedule 11
Valuation and Qualifying Accounts

Balance at Additions Balance at
Beginning Charged to Other End of
For the Year Ended December 31, of Year Income Accounts "' Deductions @ Year
Reserve Deducted From Related Assets
Reserve for Uncollectible Accounts
2000 $ 475,592 $ 342,407 ' $ 63741 § (3_3 1779)5549,961
RSO §....302,518 5 457,367 8 . TABTT S .(339,105) 8 475592
1998 S 331,775 § 280,391 % 57,759 § (367,412) § 302,513

' Recoveries,

@' Uncollectible accounts charged off,
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Chesapeake Utilities Corporation and Subsidiaries

Exhibit 12

Ratio of Earnings to Fixed Charges

For the Years Ended December 31, 2000 1999 1998
Income from continuing operations $ 7,480,201 § 8.270,986 § 5,302,386
Add:
Income taxes 4,496,592 4,684,247 3,225,744
Portion of rents representative of interest factor 217,179 162,278 130.717
Interest  on  indebtedness 4,398,266 3,354,741 3,256,415
Amortization of debt discount and expense 111,122 | 17,966 123,335
Earnings as adjusted $ 16,712,360 S 16,587,218 $ 12,038,797
Fixed Charges
Portion of rents representative of interest factor $ 217179 $ 162,278 § 130,717
Interest  on  indebtedness 4,398,266 3,351,741 3,256,415
Amortization of debt discount and expense 111,122 1 17,966 123,335
Fixed Charges $ 4,726,567 $ 363195 $ 3,5 10.467
Ratio of Earnings to Fixed Charges 3.54 4.57 343
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Chesapeake Utilities Corporation
Exhibit 21
Subsidiaries of the Registrant

Eastern Shore Natural Gas Company
Sharp Energy, Inc.
Chesapeake Service Company
Xeron, Inc.

Sam Shannahan Well Company, Inc.
Sharp Water, Inc.

Subsidiary of Eastern Shore Natural Gas Company

State Incorporated

Dover Exploration Company

Subsidiaries of Sharp Energy, Inc.
Sharpgas, Inc.
Sharpoail, Inc.
Tri-County Gas Co., Incorporated

Subsidiaries of Chesapeake Service Company
Skipjack, Inc.
United Systems, Inc.
Capital Data Systems, Inc.
Currin and Associates, Inc.
Chesapeake Investment Company
Eastern Shore Real Estate

Subddiaries of Sharp Water, Inc.
EcoWater Systems of Michigan, Inc.
Carroll Water Systems, Inc.
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Delaware
Delaware
Delaware
Mississippi
Maryland
Delaware

State Incorporated

Delaware

State  Incorpor ated

Delaware
Delaware
Maryland

State  Incorpor ated

Ddaware
Georgia
North Carolina
North Carolina
Ddaware
Maryland

State  Incorporated
Michigan
Maryland




CONSENT OF INDEPENDENT ACCOUNTANTS

We hereby consent to the incorporation by reference in the Registration Statement on Form S-2 (No. 33-26582),
Form S3 (Nos 33-28391, 33-64671, 333-64757, 333-63381 and 333-94159) and Form S8 (No. 33-301175) of
Chesapeske  Utilities  Corporetion of our report dated February 13,2001 relating to the financid satements and financial
statement schedule, which appears in this Form 10-K.

,4 cserindmianLompiss Lep

PRICEWATERHOUSECQOPERS LLP
Philadelphia, Pennsylvania
March 30, 2001
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Upon. written request,
Chesapeake will provide, free of
charge, a copy of any exhibit to

the 2000 Annual Report on
Form 1 O-K not included
in this document.




Exhibit  AQ)

SECURITIES AND EXCHANGE COMMISSION
WasHINGTON, D.C. 20549

FORM 10-Q

X] QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

For the quarterly period ended: June 30, 2001
OR

[ ] TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

For the transition period from to

Commission File Number: 001-1 1590

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

Delaware 51-0064146
(State of other jurisdiction of (I.LR.S. Employer
incorporation or organization) Identification ~ No.)

909 Silver Lake Boulevard, Dover, Delaware 19904
(Address of principal executive offices, including Zip Code)

(302) 734-6799

(Registrant’'s Telephone Number, including Area Code)

Indicate by check mark whether the registrant (I ) has filed all reports required to be filed by Section 13 or
15 (d) of the Securiies Exchange Act of 1934 during the preceding 12 months (or for such shorter period
that the registrant was required to file such reports), and (2) has been subject to such filing requirements
for the past 90 days. Yes [X]No []

Common Stock, par value $.4867 — 5,363,755 shares issued as of June 30, 2001.
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PART | == FINANCIAL INFORMATION

item 1. Financial Statements

Chesapeake Utilities Corporation and Subsidiaries

Consolidated Statements of income (Unaudited)

For the Three Months Ended June 30, 2001 2000
Operating Revenues $ 71051256 $ 65,950,982
Cost of Sales 57,289,023 53,482,299
Gross Margin 13,762,233 12,468,683
Operating Expenses
Operations 8,305,274 7,903,429
Maintenance 359,163 512,764
Depreciation and amortization 1,937,004 1,806,892
Other taxes 1,016,499 860,864
income taxes 403,064 149,502
Total operating expenses 12,021,004 11,233,451
Operating Income 1,741,228 1,235,232
Other Income, net 114,337 55,451
Income Before Interest Charges 1,855,566 1,290,683
Interest Charges 1,188,840 971,135
Net Income $ 666,726 $ 319,548
Earnings Per Share of Common Stock:
Basic $ 0.12 $ 0.06
Diluted % 0.12 § 0.06

The accompanying notes are an integral part of these financial statements.



Chesapeake Utilities Corporation and Subsidiaries

Consolidated Statements of Income (Unaudited)

For the Six Months Ended June 30. 2001 2000
Operating Revenues 205,000,741 § 164,460,161
Cost of Sales 168.317.775 130.535.663
Gross Margin 36,772,566 33,924,408
Operating Expenses
Operations 17,629,021 15,999,242
Maintenance 854,199 916,057
Depreciation and amortization 4,035,627 3,668,621
Other taxes 2,174,089 1,889,149
Income  taxes 3,772,471 3 $75,469
Total operating expenses 28,365,407 26,048,538
Operating Income 8,407,559 7,875,960
Other Income. net 249.210 82.332
Income Before Interest Charges 8,656,769 7,958,292
Interest Charges 2,624 574 1,969,278
Net Income 6.032.195 § 5.989.014
Earnings Per Share of Common Stock:
Basic 1.13 § 1.15
Diluted 1.10 § 1.12

The accompanying notes are an integral part of these financial statements.



Chesapeake Utilities Corporation and Subsidiaries

Consolidated Statements of Cash Flows [Unaudited)

For the Six Months Ended June 30, 2001 2000
Operating Activities
Net Income $ 6,032,195 $ 5,989,014
Adjustments to reconcile net income to net operating cash:
Depreciation and amortization 4,939,875 4,577,274
Deferred income taxes, net (501,427) 194,063
Investment tax credit adjustments {1 7,089 (17,646)
Mark-to-market adjustments 444,419 (10,637)
Other, net 647,783 441,923
Changes in assets and liabilities:
Accounts receivable, net 19,581,318 1,806,742
Inventory, materials, supplies and storage gas 2,071,093 (672,358)
Other current  assets (182,539) 3 16,592
Other deferred charges (1,752,404) (296,094)
Accounts payable, net {20,865,948) 64,324
Refunds payable to customers (105,517) (97,321)
Over (under) recovered purchased gas costs 1,037,234 (81,438)
Other  current liabilities 4,018,755 1,685,970
Net cash provided by operating activities 15347.748 13,900,408
Invesfing Activities
Property, plant and equipment expenditures, net (9,708,090) (7,718,465)
Net cash used by investing activities (9,708,090) (7,718,465)
Financing Activities
Common stock dividends, net of amounts reinvested (2,576,452) (2458,573)
Issuance of stock:
Dividend  Reinvestment Plan optional cash 88,746 111,419
Retirement Savings Plan 535,470 470,471
Net repayment under line of credit agreements (3,200,000) (1,600,000)
Proceeds from issuance of long-term debt 300,000 .
Repayment of long-term  debt (1,385,292} (1,378,068)
Net cash used by financing activities (6,237,528) (4,854,751)
Net (Decrease) Increase in Cash and Cash Equivalents (597,870) 1,327,192
Cash and Cash Equivalents at Beginning of Period 4,606,316 2,357,173
Cash and Gash Equivalents at End of Period $ 4,008,446 $ 3,684,365

The accompanying notes are an integral part of these financial statements.



Chesapeake Utilities Corporation and Subsidiaries

Consolidated Balance Sheets (Unaudited)

June 30, December 31,
Assets 2001 2000
Property, Plant and Equipment
Natural gas distribution and transmission $ 155,570,386 $§ 149,121,319
Propane gas distribution and marketing 32,343,435 31,630,208
Advanced information  set-vices 1,914,936 1,699,968
Other plant 11,372,758 10,488,581
Total property, plant and equipment 201,201,515 192,940,076
Less: Accumulated depreciation and amortization {65,151,703) (61,473,757)_
Net property, plant and eguipment 136,049,812 131,466,319
investments 615,759 616,293
Current Assets
Cash and cash equivalents 4,008,446 4,606,316
Accounts  receivable, less allowance for uncollectibles 17,915,435 37,941 1 72
Materials and supplies, at average cost 1,326,455 1,566,126
Merchandise inventorgyerage cost 1,679,377 1,234,072
Propane inventory, at average cost 2,714,209 4,379,599
Storage gas prepayments 2,888,986 3,600,323
Underrecovered purchaseghs costs 4,703,861 5,388,725
Income taxes receivable 1,159,761
Prepaid expenses and other current assets 2,197,814 2,015,274
Total current assets 37,434,583 61,791,368
Deferred Charges and Other Assets
Environmental regulatory assets 2,859,905 2,910,000
Environmental expenditures 3,405,162 3,626,475
Underrecovered purchased gas costs 1,607,193 1,959,562
Other deferred charges and intangible assets 10,487,924 8,329,485
Total deferred charges and other assets 18,360,184 16,825,522
Total Assets $ 192,460,338 § 210,699,502

The accompanying notes are an integral part of these financial statements.



June 30, December 31,
Capitalization and Liabilities 2001 2000

Capitalization
Stockholders’ equity
Common Stock, par value $.4867 per share;
(authorized 12,000,000 shares; issued 5,363,755

and 5,297,443 shares, respectively) $ 2,610,157 § 2,577,992
Additional paid-in capital 28,706,413 27,672,005
Retained earnings 36,840,027 33,721,747
Total stockholders’ equity 68,156,597 63,971,744
Longterm debt, net of curent maturities 49,770,437 50,920,818
Total capitalization 117,927,034 114,892,562
Current Liabilities
Current portion of long-term  debt 2,685,283 2,665,091
Short-term borrowing 22,200,000 25,400,000
Accounts payable 12,788,768 33,654,718
Refunds payable to customers 909,610 1,015,128
Income taxes payable 1,378,834
Accrued interest 1,762,980 595,175
Dividends payable 1,474,968 1,429,945
Deferred income taxes payable 986,664 985,349
Other  accrued liabilities 5,881,757 5,674,418
Total current liabilities 50,068,864 71,419,824
Deferred Credits and Other Liabilities
Deferred  income  taxes 14,583,676 15,086,951
Deferred  investment tax credits 640,083 657,172
Environmental liability 2,859,905 2,910,000
Accrued pension costs 1,70 1,762 1,625,128
Other liabilities 4.679.014 4.107.865
Total deferred credits and other liabilities 24 464 440 24,387,116
Total Capitalization and Liabilities $ 192,460,338 $ 210,699,502

The accompanying notes are an integral part of these financial statements.



Notes TO CONSOLIDATED HNANCIAL  STATEMENTS

1. Quarterly Financia! Data
‘The financial information for Chesapeake Utilities Corporation (the “Company”) included herein is
unaudited and should be read in conjunction with the Company’s Annual Report on Form 10-K. In the
opinion of management, this financial information reflects only normal recurring adjustments, which are
necessary for a fair presentation of the Company’s interim results. Due to the seasonal nature of the
Company’s business, there are substantial variations in the results of operations reported on a quarterly
basis and, accordingly, results for any particular quarter may not give a true indication of results for the
year. Certain amounts in 2000 have been reclassified to conform to the presentation for the current year.

2. Calculation of Earnings Per Share

Three Months Ended Six Months Ended
For the Period Ended June 30, 2001 2000 2001 2000
Calculation of Basic Earnings Per Share:
Net Income $ 666,726 $ 319,548 $ 6,032,195 § 5989,014
Weighted Average Shares Outstanding 5,354,405 5,237,741 5,336,184 5,222,004
Basic Earnings Per Share 3 0.12 $ 0.06 $ 1143 $ 1.15
Calculation of Diluted Earnings Per Share:
Reconciliation of Numerator:
Net Income — Basic $ 666,726 $ 319,548 $ 6,032,195 $ 5,989,014
Effect of 8.25% Convertible debentures 85,793 90,414
Adjusted numerator w Diluted $ 666,726 $ 319,548 § 6,117,988 § 6,079,428
Reconciliation of Denominator:
Weighted Shares Outstanding ~ Basic 5,354,405 5,237,741 5,336,184 5,222,004
Effect of Dilutive Securities
Stock options 11,635 11,029 11,438 11,461
825% Convertible debentures 202,628 212,370
Adjusted denominator = Diluted 5,366,040 5,248,770 5,550,250 5,445 835
Diluted Earnings per Share $ 0.12 § 0.06 $ 1.10 § 1.12

3. Commitments and Contingencies

Environmental Matters

The Company is continuing to participate in the investigation, assessment and remediation of three former
manufactured gas plant sites located in different jurisdictions. The Company continues to seek Cost-
effective remedial options that are protective of human health and the environment.

In May 2001, Chesapeake, General Public Utilities Corporation, Inc. (“GPU”), the State of Delaware and
the United States Envionmental Protecton Agency (‘EPA’) signed a setlement term sheet reflectng the
agreement in principle to settle a lawsuit with respect to the Dover Gas Light site. The parties are in the
process of memorializing the terms of the final agreement in two consent decrees. The consent decrees
will then be published for public comment and submitted to a federal judge for approval.

At June 30, 2001, the Company had accrued $2.1 million of costs associated with the remediation of the
Dover site and an associated regulatory asset for the same amount. Of that amount, $1.5 million was for
estimated ground-water remediation and $600,000 was for remaining soil remediation. The $1.5 million
represented the low end of the ground-water remediation estimates prepared by an independent
consutiant and was used because the Company could not, at that time, predict the remedy the EPA might
require.



If the agreement in principle receives final approval, Chesapeake will:

+ Design and construct a parking lot on the site and dismantle the soil vapor extraction system
that had been erected at the site.

+ Receive a net payment of $1.15 million from other parties to the agreement. These proceeds
will be passed on to Chesapeake’s firm customers, in accordance with the environmental rate
rider.

« Receive 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 EPA is received that indicates the remedial action is not sufficiently protective, related to
the prior manufactured gas plant. This provision is standard, and is required by the United
States in all liability settlements.

Upon receiving final court approval of the consent decrees, Chesapeake will reduce both the accrued
environmental liability and the associated environmental regulatory asset to the amount required to
complete its obligations (primarily the design and construction of the parking lot).

In accordance with approval from the Maryland Department of the Environment (“MDE”), the Company’s

remedial system at the Salisbury Town Gas Light site has been temporarily shut down. The Company

continues to perform ground-water monitoring at the site and is currently collecting ground-water
monitoring data to support a permanent shut-down of the remedial system. The Company reduced the
accrual for the costs associated with remediation procedures at this site to $125,000 from the $175,000
that was accrued as of December 31, 2000. This revised amount is based on current estimates of the
costs of continuing the remediation procedures for the next two years and shutting down the process. The
corresponding regulatory asset that was recorded based on management’s belief that costs incurred will
be recoverable in base rates, was also reduced.

The Winter Haven Coal Gas site is located in the state of Florida. in May 2001, a Remedial Action Plan
(“RAP”) was approved by the Florida Department of the Environment (“FDEP”) to address a majority of
the site impacts. Proposals for implementation of the remedial system described in the approved RAP for
remediation of soil and ground-water impacts on site were received in June 2001. Negotiations are
currently underway for performance of this work. The Company has recorded a liability of $635,000 and a
corresponding regulatory asset at June 30, 2001.

Most of the costs associated with the remediation of environmental contamination caused by natural gas
distribution or transmission are recoverable by the Company through its base rates. Management believes
that any unrecovered costs incurred to date, as well as costs to be incurred in the future, relating to
remediation of contamination of the sites identified above will be recoverable through future rates, or from
other responsible parties.

Other Commitments and Contingencies

The Company has made contractual commitments of varying terms for daily entitlements of natural gas

from various suppliers. In 2000, the Company entered into a long-term contract with an energy marketing
and risk management company for management of its natural gas transportation and storage capacity.

That contract is still in effect.

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



Certain assets and liabilites of the Company are accounted for in accordance with Statement of Financial
Accounting Standards (“SFAS”) No. 71, which, among other matters, provides standards for regulated
enterprises for the deferral of costs that will be recovered through future rate increases. If the Company
were required to terminate the application of these standards to its regulated operations, ail such deferred
amounts would be recognized in the income statement at that time. This would result in a charge to
earnings, net of applicable income taxes, which could be material.

Reclassification of Amounts for Prior Years
Certain amounts and balances reported in prior years have been reclassified in the financial statements
included in this report to conform to the presentation for the current period.

Recent Authoritative Pronouncements on Financial Reporting and Accounting

The Financial Accounting Standards Board (“FASB”) issued SFAS No. 133 in 1998, establishing
accounting and reporting standards for derivative instruments, including certain derivative instruments
embedded in other contracts, and for hedging activities. In June of 2000, SFAS No. 138, amending certain
provisions of SFAS No. 133, was issued by the FASB. The Company adopted these new standards in the
first quarter of 2001, as required. The adoption of these new standards did not have a material impact on
the Company'’s financial position or results of operations.

On June 30, 2001, the FASB issued SFAS Nos. 141,142 and 143. A summary of each is listed below.

o SFAS No. 141, “Business Combinations,” eliminates the pooling-of-interest method of
accounting for business combinations and requires the use of the purchase method. In
addition, the reassessment of intangible assets to determine if they are appropriately
classified either separately or within goodwill is required. SFAS No. 141 is effective for
business combinations initiated after June 30, 2001. The Company adopted SFAS No. 141 on
July 1, 2001 with no material impact on net income.

o SFAS No. 142, “Goodwill and Other Intangible Assets,” which eliminates the amortization of
goodwill and other acquired intangible assets with indefinite economic useful lives. SFAS No.
142 requires an annual impairment test of goodwill and other intangible assets that are not
subject to amortization. SFAS No. 142 is effective for fiscal years beginning after December
15, 2001. The impact of adopting SFAS No. 142 is not yet determinable, but may be material.

o SFAS No. 143, “Accounting for Asset Retirement Obligations,” on the accounting for
obligations associated with the retirement of long-lived assets. SFAS No. 143 requires a
liability to be recognized in the financial statements for retirement obligations meeting specific
criteria. Measurement of the initial obligation is to approximate fair value with an equivalent
amount recorded as an increase in the value of the capitalized asset. The asset will be
depreciable in accordance with normal depreciation policy and the liability will be increased,
with a charge to the income statement, until the obligation is settled. SFAS No. 143 is
effective for fiscal years beginning after June 15, 2002. The potential impact of adopting
SFAS No. 143 is not yet determinable.



Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations

Business Description

Chesapeake Utilities Corporation (the “Cornpany”) is a diversified utility company engaged in natural gas
distribution and transmission, propane distribution and marketing, advanced information services and other
related businesses.

The Company's strategy is to grow earnings from a stable utility foundation by investing in related businesses
and services that provide opportunities for higher, unregulated returns. This growth strategy includes
acquisitons and investments in unregulated busnesses as well as the continued investment and expansion of
the Company’s utility operations that provide the stable base of earnings. The Company continually
reevaluates its investments to ensure that they are consistent with its strategy and the goal of enhancing
shareholder value. The Company's unregulated businesses and services currently include propane distribution
and marketing, water conditioning and treatment, and advanced information services. By investing in these
related business and services, Chesapeake has created opportunities to earn higher returns than a traditional

utility. The reinvestment of these higher returns has increased the Company’s earnings and is expected to
contribute to future earnings growth.

FINANCIAL PosiTION, LiouiDiTy AND CapPiTAL RESOURCES

The Company’s capital 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 by operations and short-term borrowing to meet normal working capital requirements and to
temporarily finance capital expenditures. To permanently finance capital improvements and acquisitions, the
Company uses long-term debt and equity as required to maintain a sound capital structure. During the first six

months of 2001, net cash provided by operating activities, net cash used by investing activities and net cash
used by financing activities were approximately $15.3 million, $9.7 milion and $6.2 million, respectively. Based
upon anticipated cash requirements in 2001, the Company may fund its capital expenditures and refinance

short-term borrowings through the issuance of long-term debt. The timing of the issuance of any long-term
debt is dependent upon a number of considerations, including the nature of the securities to be issued, and

existing economic and financial market conditions.

The Board of Directors has authorized the Company to borrow up to $45 million from various banks and trust
companies. As of June 30, 2001, the Company had three unsecured bank lines of credit with two financial
institutions, totaling $60 mitlion. One of the lines of credit is fully committed. Short-term debt outstanding at
June 30, 2001 and December 31, 2000 was $22.2 million and $25.4 million, respectively. In the first six
months, cash provided by operations and cash on hand was adequate to fund capital expenditures and the
reduction in debt outstanding. As of June 30,2001, the Company had deferred $6.3 million, down $1 .0 million
since December 31, 2000, of natural gas costs in excess of the cost of gas presently included in its base
rates. Management expects to continue to recover these deferred costs through the gas cost recovery
mechanism in each of the jurisdictions that regulate the Company’s natural gas businesses.

During the six-month periods ended June 30, 2001 and 2000, capital expenditures, including acquisitions,
were approximately $9.7 million and $7.7 million, respectively. The Company has budgeted $31.5 million for
capital expenditures during 2001. This amount includes $25.8 million for natural gas distribution and
transmission; $2.5 million for propane distribution and marketing; $495,000 for advanced information services;
and $2.7 million for general plant. The natural gas expenditures are for expansion and improvement of
facilities, for the improvement and expansion of the pipeline system to better serve existing customers and to
extend service to customers in the City of Milford, Delaware. The propane expenditures are to support

customer growth and for the replacement of older equipment. The advanced information services
expenditures are for computer hardware, software and related equipment. Expenditures for general plant
include building improvements, and computer software and hardware. Management expects to finance the



2001 construction program from short-term borrowing, cash from operations and the issuance of long-term
debt, if conditions warrant. The construction program is subject to continual review and modification. Actual
capital expenditures may differ from these estimates due to a number of factors including acquisition
opportunities, changing economic conditions, customer growth in existing markets, regulaton and new growth
opportunities. The Company does not budget for acquisitions.

The Company has budgeted $1.9 million for capital expenditures in 2001 related to environmental remediation
projects, and expects to make additional expenditures in future years, a portion of which may need to be
financed through external sources. Management does not expect such financing to have a material adverse

effect on the financial position or capital resources of the Company (see Note 3 to the Consolidated Financial
Statements).

As of June 30,2001, common equity represented 57.8 percent of permanent capitalization, compared to 55.7
percent as of December 31, 2000. Including both short-term financing and total capitalization, the equity
component would have been 47.7 percent and 44.7 percent, respectively. The Company remains committed
to maintaining a sound capital structure and strong credit ratings in order to provide the financial flexibility
needed to access the capital markets when required. This commitment, along with adequate and timely rate

relief for the Company's regulated operations, is intended to ensure that the Company will be able to attract
capital from outside sources at a reasonable cost.

Interest for the first half of 2001 increased approximately $655,000, or 33%, over the same period in 2000.
The increase was caused by an increase in average short-term borrowing for the first six months of $5.0

million and an increase in the average long-term debt balances of $17.3 million. The increase in borrowing
was generated primarily by capital spending and under-recovered gas costs. The Company earns interest on
the under-recovered gas costs in Delaware and Florida. The weighted average interest rates for the first half

of 2001 was down.

There was a reduction of $20,026,000 in accounts receivable and $20,866,000 in accounts payable from

December 31,2000 to June 30,2001. Balances at year-end were higher, partially due to the higher wholesale
price of propane affecting propane marketing receivables and payables, compared to the June 30, 2001
pricing levels. Additionally, the natural gas and propane distribution operations experienced higher revenue

and receivables and the corresponding cost of sales and payables in the winter months due to colder
temperatures when compared to the summer months.
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Results of Operations for the Quarter Ended June 30, 2001

Consolidated Overview

The Company recognized net income of $667,000 or $0.12 per share for the second yuarier of 200 1. As
indicated in the following table, the increase in income is primarily due to higher contributions Of pre-tax
operating income by the natural gas, propane and advanced information services businesses. These gains
were partially offset by lower pre-tax operating income for other business operations, higher interest expense
and higher operating income taxes.

For the Three Months Ended June 30, 2001 2000 Change
Pre-tax Operating Income (Loss)

Natural Gas Distribution & Transmission $ 2547649 $ 2,065853 $ 481,796
Propane Gas Distribution & Marketing (526,508) (908,013) 381,505
Advanced Information Services 112,154 (51,221) 163,375
Other & Eliminations 10,998 278,115 (267,117)
Pre-tax Operating Income 2,144,293 1,384,734 759,559
Operating Income Taxes 403,064 149,502 253,562
interest 1,188,840 971,135 217,705
Non-Operating Income, net 114,337 55,451 58,806
Net Income $ 666,726 $ 319,548 § 347,178

Natural Gas Distribution and Transmission

The natural gas distribution and transmission segment reported pre-tax operating income of $2.5 million for
the second quarter 2001 as compared to $2.1 million for the corresponding period last year-an increase of
$482,000, or 23%. The increase in pre-tax operating income is due to an increase in gross margin and a
reduction in operating expenses.

For the Three Months Ended June 30, 2001 2000 Change

Revenue $26,360,685 $21,824,727 $ 4,535,958
Cost of Gas 18,067,903 13,967,238 4,100,665
Gross Margin 8,202,782 7,857,489 435,293
Operations & Maintenance 3,808,183 3,983,137 (174,954)
Depreciation & Amortization 1,330,608 1,286,388 44,220
Other Taxes 606,342 522,111 84,231
Total Operating Expenses 5,745,133 5,791,636 (46,503)
Pre-tax Operating Income $ 2547649 §$ 2065853 § 481,796

Gross margins increased principally due to rate increases in Florida and customer and volume growth in

Delaware and Maryland. These were partially offset by a reduction in Delaware distribution margins that
resuted fom a weather nomalization adjustment of $60,000 that was recorded in the second quarter of 2000.
Additionally, margins for the Florida gas marketing operations increased. Operating expenses declined
primarily due to decreases in operations and maintenance expenses. These were the result of cost
containment measures initiated by management.
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Propane Gas Distribution and Marketing

For the second quarter of 2001, the propane segment recognized a seasonal pre-tax operating loss of
$527,000 compared to $908,000 for the same period last year. The decrease in the loss was the result of an
increase in propane marketing gross margins and a reduction in operating expenses in distribution.

For the Three Months Ended June 30, 2001 2000 Change

Revenue $38,742,800 $39,233,290 § (490,400)
Cost of Sales 36,213,305 36,885,264 (671,959)
Gross  Margin 2,529,585 2,348,026 181,559
Operations & Maintenance 2,567,801 2,766,644 (198,843)
Depreciation & Amortization 327,462 347,375 (19,913)
Other Taxes 160,830 142,020 18,810
Total Operating Expenses 3,056,093 3,256,039 (199,946)
Pre-tax Operating Loss $ (526,508) $ (908,013) $ 381,505

The increase in marketing margins is primarily due to opportunities created by the volatility in propane prices.
Operating expenses decreased partially due to cost reduction initiatives undertaken by management during
the first quarter.

Advanced Information Services

The advanced information services segment recognized pre-tax operating income of $112,000 for the second
quarter of 200-I as compared to a pre-tax operating loss of $51,000 for the same period last year.

For the Three Months Ended June 30, 2001 2000 Change

Revenue $ 3,605,098 § 3,192537 $ 412,561
Cost of Sales 1,884,868 1,850,974 33,894
Gross  Margin 1,720,230 1,341,563 378,667
Operations & Maintenance 1,379,042 1,181,014 198,028
Depreciation & Amortization 67,649 74,403 (6,754)
Other  Taxes 161,385 137,367 24,018
Total Operating Expenses 1,608,076 1,392,784 215,292
Pre-tax Operating Income (Loss) $ 112,154 $ (51,221) $ 163,375

The increase in pre-tax operating income was primarily the result of an increase in revenues over the
depressed levels experienced in 2000. During 2000, many companies curtailed their information technology
expenditures, after implementing their Year 2000 contingency plans. During 2001, this segment has expanded
its service offerings and repositioned itself under a new name. The margin increase was partially offset by
increased operating expenses, primarily sales and marketing, which increased $170,000.

Other Business Operations

Pre-tax operating income for the second quarter decreased by $267,000 over the same period last year for
other operations. This decline was primarily the result of costs associated with establishing a management
infrastructure  for the water businesses recently acquired. Additionally, costs were incurred in conjunction with
water expanding into new service territories.

Operating Income Taxes
Operating income taxes were higher due to the increase in operating income for the current quarter, For 2001,
the Company anticipates paying tax at a higher composite income tax rate.

Interest Expense
Interest for the second quarter of 2001 increased approximately $218,000, or 22%, over the same period in
2000. The increase was caused by an increase in average short-term borrowing of $3.7 million and an
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increase in the average long-lerm debt balances of $17.5 million. The increase in borrowing was generated
primarily by capital spending and under-recovered gas costs. The Company earns interest on the under-
recovered gas costs. The weighted average interest rates for the first quarter of 2001 were lower.

Environmental Matters

The Company continues to work with federal and state environmental agencies to assess the environmental

impact and explore options for corrective action at three former gas manufacturing plant sites (see Note 3 to
the Consolidated Financial Statements). The Company believes that future costs associated with these sites

will be recoverable in rates or through sharing arrangements with, or contributions by, other responsible
parties.

RESULTS OF OPERATIONS FOR THE SIX MonTHs Enpep June 30, 2001

Consolidated Overview

The Company recognized net income of $6.0 million for the first six months of 2001 — a slight increase over
the prior year. As indicated in the following table, the increase in income is primarily due to a greater

contribution of pre-tax operating income by the natural gas, propane and advanced information services

segments. These gains were mostly offset by lower pre-tax operating income from other business operations
and increases interest expense.

For the Six Months Ended June 30, 2001 2000 Change
Pretax Operating Income (LosS)

Natural Gas Distrbution & Transmission $ 8,815,643 § 8453272 $ 362,371
Propane Gas Distribution & Marketing 3.1A8985. 2,583,885 584,980
Advanced Information Services 215,767 (24,966) 240,733
Other & Eliminations (20,345) 439,138 (459,483)
Pretax Operating Income 12,180,030 11,451,429 728,601
Operating Income Taxes 3,772,471 3,675,469 197,002
Interest 2,624,574 1,969,278 655,296
Non-Operating Income, net 249,210 82,332 166,878
Net Income $ 6,032,185 $§ 5,989,014 § 43,181

Natural Gas Distribution and Transmission
The natural gas distribution and transmission segment reported pre-tax operating income of $8.8 million for
the first six months of 2001 as compared to $8.5 million for the corresponding period last year-an increase

of $362,000. The increase in pre-tax operating income is due to an increase in gross margin partially offset by
higher operating expenses.

For the Six Months Ended June 30, 2001 2000 Change

Revenue $ 70,600,734 $ 51,897,295 $18,703,439
Cost of Gas 40,742 525 31,848,320 17,894,205
Gross Margin 20,858,209 20,048,975 809,234
Operations & Maintenance 7,919,677 7,870,325 49,352
Depreciation & Amortization 2,809,976 2,608,489 201,487
Other Taxes 1,312,913 1,116,889 196,024
Total Operating Expenses 12,042,566 11,595,703 446,863
Pre-tax Operating Income $ 8815643 $ 8453272 § 362,371

The increase in margin was the result of a rate increase for the Florida distribution operation, increased
volumes in Delaware and Maryland related to customer growth and colder weather, and increased firm
revenue generated by an expansion of transmission facilities that was completed in November 2000. These
were partialty offset by a reduction in Delaware distibution margins that resuted from a weather nommalization
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adjustment of $418,000 that was recorded in 2000. Operating expenses were higher primarily due to
increased depreciation and property taxes calculated on capital additions during the past year.

Propane Gas Distribution and Marketing

for the first six months of 2001, the propane segment contributed pre-tax operating income of $3.2 million
as compared to $2.6 million for the same period last year. The increase is the result of an increase in

gross margin partially offset by an increase in operating expenses.

For the Six Months Ended June 30, 2001 2000 Change

Revenue $123,338,796  $103,025,163 $20,313,633
Cost of Sales 112,905,127 03,600,076 19,305,051
Gross  Margin 10,433,669 9,425,087 1,008,582
Operaions & Maintenance 6,166,415 5,812,469 353,946
Depreciation & Amortization 714,285 690,976 23,309
Other Taxes 384,004 337,657 46,347
Total Operating Expenses 7,264,704 6,841,102 423,602
Pre-tax Operating Income § 3,168,965 § 2583985 § 584,980

Margins increased for both propane distibution and marketing. Retal margins per gallon for the first quarter of
2001 were improved over depressed levels in 2000. Marketing margins were enhanced due to propane price
volatility. These increases were partially offset by increased operating expenses caused by higher energy
prices and customer service initiatives implemented in 2000.

Advanced Information Services

The advanced information services segment recognized pre-tax operating income of $216,000 for the first six
months of 2001 as compared to a pre-tax operating loss of $25,000 for the same period last year.

For the Six Months Ended June 30, 2001 2000 Change

Revenue $ 70085884 § 6,362,604 $ 733,280
Cost of Sales 3,652,483 3,582,213 70,270
Gross Margin 3,443,401 2,780,331 663,010
Operations & Maintenance 2,777,096 2,352,261 424,835
Depreciation & Amortization 129,922 147442 (17,520
Other Taxes 320,616 305,654 14,962
Total  Operaing  Expenses 3,027,634 2,805,357 422,277
Pretax Operating income (Loss) $ 215,767 $ (24,966) $ 240,733

This increase reflects higher revenues in 2001 compared to depressed levels in 2000. During 2000, revenues
from the Company'’s traditional information technology services (i.e. non web-related services) declined after
their clients finished implementing their Year 2000 contingency plans. New senice offerings, particulady web-
related services, have helped improve 2001 revenues. This business segment adopted a new name and has
been marketing aggressively. Sales and marketing expenses, which increased $357,000, were the main
factors in the rise in operating expenses from 2000 to 2001.

Other Business Operations

Pre-tax operating income for the second quarter decreased by $459,000 over the same period last year for
other operations. This decline was primarily the result of costs associated with establishing a management

infrastructure  for the water businesses recently acquired. Addiionally, costs were incumed in conjunction with
water expanding into new service territories.

Operating Income Taxes

Operating income taxes were higher due to the increase in operating income for the fist half of the year. For
2001, the Company anticipates paying tax at a higher composite income tax rate.
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Interest Expense

Interest for the first six months of 2001 increased approximately $655,000, or 33%, over the same period in
2000. The increase was caused by an increase in average short-term borrowing of $5.0 million and an
increase in the average long-term debt balances of $17.3 million. The increase in borrowing was generated
primarily by capital spending and under-recovered gas costs, The Company earns interest on the under-
recovered gas costs. The weighted average interest rate for the first six months of 2001 was down.

Environmental Matters

The Company continues to work with federal and state environmental agencies to assess the environmental
impact and explore options for corrective action at three former gas manufacturing plant sites (see Note 3 to
the Consolidated Financial Statements). The Company believes that future costs associated with these sites
will be recoverable in rates or through sharing arrangements with, or contributions by, other responsible
parties.

OTHER  MATTERS

Acquisitions
During the second quarter of 2001, the Company acquired Absolute Water Care, Inc. and certain assets of

Aquarius Systems, Inc., two water conditioning and treatment dealerships operating out of three locations in
Florida.

In July 2001, the Company purchased selected assets of EcoWater Systems of Rochester, located in
Rochester, Minnesota, and Intermountain Water, Inc. and Blue Springs Water, located in Boise, Idaho. As a
result, the Company will now provide water treatment, water conditioning and bottled water to customers in

those geographic regions.

Regulatory Matters
The Company’s natural gas distribution operations are subject to regulation by the Delaware, Maryland and

Florida Public Service Commissions, while the natural gas transmission operation is subject to regulation by
the Federal Energy Regulatory Commission.

A request for approval of a rate increase was filed in June 2000 and interim rates went into effect on August
10, 2000. An order was issued by the Commission in November 2000 approving a rate increase. Final rates
were effective in December 2000. Also, in 2000, the Company was notified that two of its large industrial
customers in Florida would be closing their facilities. Considering these two factors, management estimates
that gross margin on gas sales in Florida in 2001 will increase by approximately $449,000 over gross margin
earned in 2000.

The Company filed for a base rate increase with the Delaware Public Service Commission on August 2,2001.
Management expects to begin charging higher interim rates, subject to refund, in October 2001 with
permanent rates going into effect subject to approval by the Public Service Commission.

Competition

The Company’s natural gas operations compete with other forms of energy such as electricity, oil and
propane. The principal competitive factors are price, and to a lesser extent, accessibility. The Company’s
natural gas distribution operations have several large volume industrial customers that have the capacity to
use fuel oil as an alternative to natural gas. When the cost of using fuel oil to provide power for their
operations is lower than the cost of natural gas, these “interruptible” customers convert to oil. Oil prices, as
well as the prices of electricity and other fuels, are subject to fluctuation for a variety of reasons; therefore,
future competitive conditions are not predictable. In order to address this uncertainty, the Company uses
flexible pricing arrangements on both the supply and sales side of its business to maximize sales volumes. As
a result of the transmission segment’s conversion to open access, the segment has shifted from providing
bundled sates service to providing transportation and contract storage services.
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In some cases the Company’s natural gas operations compete with alternative natural gas delivery
companies, including the Company’s own interstate pipeline. The customers at risk are usually large volume
commercial and industrial customers with tfi¢ financial resources and capability (o bypass the distribution of
transmission  systems. In certain situations, the Company may adjust services and rates for these customers

to retain their business. The Company provides unbundled natural gas supply services to compete more
effectively for these customers.

The Company’s propane distribution operations compete with several other propane distributors in their
service territories, primarily on the basis of service and price. Competitors include both large national
companies and many, generally smaller, local companies. The number of small local competitors has

increased significantly in the last couple of years as fuel oil dealers have entered the propane distribution
business.

The Company’s advanced information services segment faces significant competition from a number of larger
competitors, many of which have substantially greater resources available to them than those of the Company.
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 lessened in 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 returns, the Company seeks rate relief from regulatory commissions for regulated operations
while monitoring the returns of its unregulated business operations. To compensate for fluctuations in propane
gas prices, the Company adjusts its propane selling prices to the extent allowed by the market.

Cautionary  Statement

The Company has made statements in this report that are considered to be forward-looking statements. Such
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 growth, changes in revenues or margins, capital expenditures, environmental
remediation costs, regulatory approvals, market risks associated with the Company’s propane marketing
operation, the competitive position of the Company and other matters. It is important to understand that these
forward-looking statements are not guarantees, but are subject to certain risks and uncertainties and other

important factors that could cause actual results to differ materially from those in the forward-fooking
statements. These factors include, among other things:

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

« the wholesale prices of natural gas and propane and market movements in these prices;
» the effects of competition on the Company’s unregulated and regulated businesses;

« the effect of changes in federal, state or local legislative requirements;

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

« the Company’s ability to obtain the rate relief and cost recovery requested from utility regulators
and the timing of the requested regulatory actions.

Item 3. Quantitative and Qualitative Disclosures about Market Risk

Market risk represents the potential loss arising from adverse changes in market rates and prices. The
Company’s long-term debt consists of first mortgage bonds, senior notes and convertible debentures with
fixed interest rates, none of which was entered into for trading purposes. The carrying value of this long-term
debt at June 30, 2001 was $52.5 million with a fair value of $57.1 million, based mainly on current 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 due to the use of fixed rate long-term debt to
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finance the business. Management continually monitors fluctuations in interest rates and debt markets to
assess the benefits of changing the mix of long and short-term debt or refinancing existing debt.

The Company’s propane marketing business is a party to natural gas liquids (“NGL") forward contracts,
primarily propane contracts, with various third parties. These contracts obligate the propane marketing
business to 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 respective party. The propane marketing business also enters into futures
contracts that are traded on the New York Mercantile Exchange. In certain cases, the futures contracts 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 marketing business is subject to commodity price risk on its open positions to the extent that market
prices for NGL deviate from fixed contract settlement prices. Market risk associated with the trading of futures
and forward contracts are monitored daily for compliance with the Company’s Risk Management Policy, which
includes volumetric limits for open positons. 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 Committee reviews periodic reports on market and credit risk, approves any exceptions to
the Risk Management Policy (within limits established by the Board of Directors) and authorizes the use of any
new types of contracts. Quantitative information on forward and futures contracts at June 30, 2001 is
presented in the following table. All of the contracts mature within twelve months.

Quantity Estimated Weighted Average
At June 30, 2001 in gallons Market Prices Contract Prices
Forward Contracts
Sale 32,650,800 $0.3825 — $0.4100 $0.4738
Purchase 27,510,000 $0.3750 — $0.4200 $0.4655

Futures Contracts
Purchase 3,066,000 $0.3750 $0.4485
Estimated market prices and weighted average contract prices are in dollars per gallon.

17



ltem 1,

ltem 2.

[tem 3.

ltem 4.

Item 5.

Item 6.

PART Il -OTHER INFORMATION

Legal Proceedings
See Note 3 to the Consolidated Financial Statements

Changes in Securities and Use of Proceeds
None

Defaults upon Senior Securities
None

Submission of Matters to a Vote of Security Holders
(a) The matters described in Iltem 4(c) below were submitted to a vote of stockholders at the
Annual Meeting of Stockholders on May 15, 2001 in connection with which, proxies were
solicited in accordance with Regulation 14A under the Securities Exchange Act of 1934,
as amended.
(b) Not applicable.
(c) Proposals as submitted in the proxy statement were voted on as follows:
i. The election of Ralph J. Adkins, Richard Bernstein and Robert F. Rider as Class
Il Directors for three-year terms ending in 2004, and until their successors are
elected and quatified; and
i.  The ratification of the selection of PricerwaterhouseCoopers, LLP as independent
auditors for the fiscal year ending December 31, 2001.

Other Information
None

Exhibits and Reports on Form 8-K

(a) Exhibits
None

(b) Reports on Form 8-K
On May 14, 2001, Chesapeake filed a Current Report on Form 8-K dated May 11, 2001
reporting on Item 5, Other Events, of the entry into an agreement in principle with General
Public Utilities Corporation, Inc.
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SIGNATURES
Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this

report to be signed on its behalf by the undersigned, thereunto duly authorized.

CHESAPEAKE  UTILITIES CORPORATION

/s! Michael P. McMasters

Michael P. McMasters
Vice President, Treasurer and Chief Financial Officer

Date: August 14, 2001
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CHESAPEAKE UTILITIES CORPORATION EXHIBIT B

2002 SUMMARY OF ESTIMATED CAPITAL EXPENDITURES
DISTRIBUTION  UTILITY  PLANT

UNAUDITED

PLANT TOTAL

ACCOUNT 2002 CAPITAL

NUMBER DESCRIPTION ESTIMATED
301 ORGANIZATION $0
302 FRANCHISE AND CONSENTS $0
303 INTANGIBLE ~ PLANT $0
304 LAND AND LAND RIGHTS $0
305 STRUCTURES AND IMPROVEMENTS $14,948
311 PROPANE PLANT $11,697
374 LAND AND LAND RIGHTS $0
375 STRUCTURES AND IMPROVEMENTS $0
376 MAINS $1,193,965
378 M & R EQUIPMENT « GENERAL $12,953
379 M & R EQUIPMENT « CITY GATE $33,557
380 SERVICES $1,145,272
381 METERS $335,87-1
382 METER  INSTALLATIONS $80,943
383 HOUSE REGULATORS $105,727
384 REGULATOR INSTALLATIONS $0
385 INDUSTRIAL M & R STATION $76,339
387 OTHER EQUIPMENT $20,600
389 LAND AND LAND RIGHTS $0
390 STRUCTURES AND IMPROVEMENTS $120,000
391 OFFICE FURNITURE AND EQUIPMENT $15,585
392  TRANSPORTATION $178,175
393 STORES EQUIPMENT $0
394  TOOLS, SHOP, AND GARAGE EQUIP $17,000
395 LABORATORY EQUIPMENT 50
396 POWER OPERATED EQUIPMENT $208,000
397 COMMUNICATIONS EQUIPMENT $0
398 MISCELLANEOUS  EQUIPMENT $4,380
399 OTHER TANGIBLE PROPERTY $0

TOTAL CAPITAL EXPENDITURES $3,575,012

SOURCES AND USES OF FUNDS

The proceeds from stock and debt issuances will be used to administer the
Company's Retirement Savings Plan, Performance Incentive Plan, Automatic Dividend
Reinvestment and Stock Purchase Plan and Convertible Debentures, as well as for other
corporate purposes including, but not limited to, working capital, retirement of short-term debt,
retirement of long-term debt, capital improvements and/or acquisitions,




	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	



