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Chesapeake Corporation is a leading international supplier
of value-added specialty packaging. Our customers
include premier multinational companies serving markets
such as pharmaceutical and healthcare, premium branded
products and technology. They rely on us for paperboard
packaging - folding cartons, leaftets, labels, composite
tubes and booklets; and plastic packaging - containers,
bottles, preforms and closures. We work closely with our
customers to develop unique packaging designs and
innovative solutions that help differentiate and strengthen
their global brands. Headquartered in Richmond, Virginia,
and founded in 1918, Chesapeake employs approximately
5,900 people at more than 50 locations in Europe, North
America, Africa and Asia.
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... but we have big ideas. Because of new legislative requirements, many of our global pharma-
ceutical customers are facing a significant challenge. They must squeeze additional product
information into a limited amount of space. Our new mini-booklet accommodates more text than
is currently possible in leaflets in a very small, yet reader-friendly format. Smaller than a credit
card but with up to 150 pages, the mini-booklet is just one of the unique and innovative packaging
solutions we introduced in 2002 ...
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... which leads straight to innovative ideas such?é;s»this‘revolutionary
packaging tube. It's the world's first composite tube to combine
paper, cartonboard and transparent plastic using a spiral winding ;
process. Our new SPHELIX™ tube is strong, with a large printing

surface and a clear window to display the product inside.
Customers can use the SPHELIX™ tube to Showcase producis
ranging from confectionery to premium spirits - especially for gift

packs - while creatively differentiating their brands.
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Inside or outside the box, we've got it covered. We recently part-
nered with Coors Brewers Ltd. in the United Kingdom to develop
this unique carryout “ice box” for their Grolsch® and Reef™
branded alcoholic beverages. It's called the BARBICUBE®. The
9-pack carton turns into an ice bucket when the sides are
peeled away. Thanks to a film laminate, the inside of the box
is waterproof. The BARBICUBE® comes in handy when your
refrigerator is already full or nowhere in sight - a great example
of value-added packaging.
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Our new PET container sparkies like cut glass. We joinen‘/,f'orces i
with Clada Soft Drinks, a bottled water company in Ireland g™~ 7

develop the distinctive process that creates this eye-catching
visual effect. Clada believes the container’s special sparkle gives
their Galway brand a marketing advantage on crowded store
shelves. We're already working with them on the next generation
container so they stay one step ahead of the competition.
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And clearly, it pays to be seen. Qur design team dreamed up
this transparent briefcase-style gift pack to attract shoppers
and travelers on the go. Completely plastic, this package packs
plenty of pop for Allied Domecq's Mumm Champagne brand.
Achieving lithographic print quality and detailed foil stamping on
a polypropylene surface presented a major challenge that our
technical staff quickly overcame. Imaginative design and strong
technical capabilities led to this creative solution that showcases
our customer’s bubbly product.
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As you've seen, our award-winning design teams think a little
differently in order to push the boundaries of technology
and design. Some refer to this as “thinking outside the box.”
We think this approach leads to innovative - yet practical ~
packaging solutions and greater success for our customers.

Fortunately, we employ some of the most talented packaging
designers, graphic artists and process engineers in the
industry. They're the people behind our numerous product
development success stories in 2002.

Our design teams support customers from primary design
studios in England and lIreland, as well as from other
locations throughout our operations. They create new and
exciting packaging for all of the markets we serve -~ from
premium branded products and specialty chemicals to food
and household.

Since brand image begins on the retail shelf, we work
closely with customers to create distinctive packaging that
differentiates and promotes their brand with attention-
grabbing appeal. The initial design, however, is only the
first step. From there, our manufacturing skills and pack-
aging machinery expertise turn innovative concepts into
practical reality.

Opposite page, clockwise from top left: Matthew Down and Roy
Ellis (L to R], Birmingham, England; Joe Finnigan, Cavan, Ireland;
Emma Mitner, Bradford, England; Angelo Clarke, Stephen Watker
and Glen Dutton (L to R}, Bradford, England; Jonathan Grogan,
Bradford, England.
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Plasiic Packaging

High-density polyethylene {HDPE] bottles, closures and containers;
polyethylene terephthalate [PET} bottles, closures, containers

" and preforms.

Agrochemicals and other specialty chemicals; pharmaceutical and
healthcare; beverages (including dairy, soft drinks and water].

AG Barr, Abbot, BASF, C&C Group, Coca-Cola, Dow Chemical,
DuPont, Glanbia, Nestlé, Pepsi, Procter & Gamble and Syngenta.

Focus on niche markets requiring innovative, high-performance
plastic packaging for technically demanding products. Provide creative
packaging solutions and superior customer service on a global
basis, but in a local manner.

Proprietary in-line fluorination technology for producing superior
barrier properties. Strong leadership positions in several niche
markets. Ability to develop innovative plastic packaging solutions
for technically demanding products.

England: Crewe France: St. Etienne Mauritius: Port Louis Northern
Ireland: Lurgan People’s Republic of China: Kunshan {2) Republic of
Ireland: Cavan South Africa: Harrismith and Cape Town.

e Launched PET preform and bottle production at new plant in
Kunshan, China.

o Strengthened market leadership position with startup of PET
preform plant in Mauritius.

o Sales to the African beverage market increased 45 percent
compared to 2001.

$103.7 million - 13%

=

Approximately 6,500 acres of land in
high-growth areas of Virginia (as of year-
end 2002).

! Real estate developers, conservationists

and investors.

Maximize the land's value through real
estate development and bulk sales.
Liguidate most of Chesapeake’s land
holdings during the next 12-18 months.

e Sold the company's largest master
plan communities - Stonehouse and
Kentland - totaling approximately 7,000
acres in Virginia.

$40.4 million - 3%

T
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Folding cartons, booklets, leaflets, labels, composite tubes, rigid set-up boxes and vacuum-
formed packaging.

Pharmaceutical and healthcare; premium branded products such as fine spirits, tobacco,
confectionery and cosmetics; food and household; technology and multimedia.

AstraZeneca, Boots Healthcare, British American Tobacco, Cadbury, Diageo, Gallaher,
GlaxoSmithKline, Nestlé and Pernod Ricard.

Focus on high-growth markets that require sophisticated design and value-added services, rely
on packaging for brand image and feature a low cost of packaging relative to the retail price of
the product.

Strong reputation for quality and innovation with a blue chip customer base. Welt-established
positions as “preferred supplier” to many of the world's most recognizable brands and premier
multinational companies. An extensive production and customer service network featuring
39 locations in 10 countries throughout Europe. The leading provider of cartons, labels and
leaflets to the European healthcare sector with integrated manufacturing operations that meet
or exceed industry standards for process control, product traceability and text integrity. Ability
to combine innovative packaging solutions with packaging systems expertise.

Belgium: Bornem, Brussels and Gent England: Bedford, Birmingham, Bourne, Bradford
Bristol, Greenford, Leicester, Loughborough, Newcastle, Nottingham, Portsmouth, Tewkesbury
and Thatcham France: Angouléme, Avallon, Bordeaux, Ezy sur Eure, Lisses, Migennes
St. Pierre des Corps and Ussel Germany: Bremen, Biinde, Diiren, Frankfurt and Stuttgar
Netherlands: Oss Northern Ireland: Belfast Republic of Ireland: Dublin, Limerick ant
Westport Scotland: Bellshill, East Kilbride and Glasgow Spain: Madrid United States
Lexington, NC Wales: Wrexham.

= Expanded plant in Westport, Ireland, launched preduction of informational mini-booklet:
targeted for the pharmaceutical and healthcare market.

s Introduced SPHELIX™ multi-substrate composite tube combining paper, cartonboard an:
transparent plastic.

¢ To improve asset utilization, Congleton, England, plant closed and production transferred t
Birmingham and Newcastle, England.

g

Consolidated Edinburgh, Scotland, plant into the modernized East Kilbride, Scotland, plar
to increase manufacturing efficiencies and maintain high levels of customer satisfaction.

e Completed expansion of plant in Oss, Netherlands, that supplies leaflets to the pharmaceutic:

market.

$678.1 million - 82%




2001 2002  Change 2001 2002*  Change
+4% [: +96%
$790.5 $0.69
Net Sales Earnings per Share from
lin mittions) Continuing Operations ~ Diluted

{in millions, except per share datal

Net sales

Earnings before interest and taxes [EBIT) from continuing operations
Income from continuing operations

Net income

Total assets

Capital expenditures

Net debt to total capital

Per common share:
Income from continuing operations - diluted
Dividends paid
Book value

Stockholders’ equity
Common stock shares cutstanding at year end

* Excludes goodwill amortization

2001 2002 Change
90,
50.6% 48.6% 2%

Net Debt to Total Capital

4%

2002" 2001 % Change
$ 8222 $ 7905

71.8 46.0 1)
20.5 10.5 95
21.9 123.5 (82)
1,352.9 1,245.6 9
51.2 41.3 24
48.6% 50.6% (2)
1.35 0.69 96
0.88 0.88 -
31.36 28.36 1
476.6 431.0 1
15,155 15,159 -
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Dear Fellow Shareholders:

Despite the sluggish global economy and competitive
pricing in several markets we serve, Chesapeake achieved
solid financial results in 2002 by aggressively controlling
costs and improving operating efficiencies.

2002 Results

Net income for the year was $21.9 million, or $1.44 per
share, compared to $123.5 million, or $8.12 per share, in
2001. Net income in 2001 benefited from a $113.0 million
gain on the sale of discontinued operations. Earnings per
share from continuing operations for 2002 was $1.35 per
share versus $0.69 per share in 2001, Sales for the year
increased 4 percent to $822.2 million from $790.5 million
in 2001.

In our largest segment, Paperboard Packaging, sales
were up in part to a stronger euro and pound sterling,
but down slightly in local currency compared to a year
ago. Revenues in two of our key sectors - pharmaceutical
and healthcare, and premium branded markets - were
strong, but were more than offset by weakness in the
technology, food and household, and luxury packaging
sectors. Significant pricing pressure and reduced volumes

Thomas H. Johnson
Chairman, President & Chief Executive Officer

squeezed margins in the food and household, technology
and luxury packaging sectors. Plant closure charges further
reduced margins in this segment.

Meanwhile, our Plastic Packaging segment rebounded
nicely from 2001. Sales in this segment increased 5 percent
and earnings improved 183 percent compared to 2001,
Increased sales to the beverage sector in Africa and the
specialty chemicals sector contributed to this success.

We reported earnings of $15.7 million for our Land
Development segment in 2002, which were up slightly
from 2001 results, as we continue to sell our remaining
land holdings.

Operational Improvements

In last year’s report, | mentioned that we would be looking
inward and focusing to a large extent on improving our
operations in 2002. We followed through on that strategy
last year and expect to see positive results in 2003.

Our acquisitions of Field Group, Boxmore Internationat and
First Carton in recent years created a vast European net-
work of manufacturing operations with some redundancy

pl1 CSK 2002 AR




and inefficiency. After completing a thorough review, we
identified opportunities to improve asset utilization and
further reduce costs by streamlining our operations.
Optimizing our European manufacturing network was a
top priority in 2002.

We closed our food and household paperboard packaging
plant in Congleton, England, in midyear and transferred
production to nearby plants in Birmingham and
Newcastle. Difficult market conditions and competitive
pricing pressure in the food and household sector
prompted the closure. The Birmingham and Newcastle
plants will both benefit from the consolidation and plant
improvement projects initiated in 2002.

We consolidated two plants in Scotland that primarily serve
the premium branded sector. We closed our facility in
Edinburgh and transferred most of the equipment to the
consolidated operation in East Kilbride, where we also
installed additional new equipment.

Our plants are dedicated to specific products and markets.

This focus, together with these operationat improvements,

will enable us to increase manufacturing efficiencies and
improve product quality, while reducing costs.

We also reduced our corporate expenses by more than
$7 million last year, from $19.5-million in 2001 to $12.1 mil-
lion in 2002.

Growth Initiatives
In addition to improving our operations, we took steps last
year to grow our businesses.

We started production at new plastic packaging plants in
Mauritius, an island republic off the coast of Africa, and
near Shanghai, China. Construction began on two paper-
board packaging plants in Germany. Plant expansion
projects were completed in the Netherlands and lreland
that enhance our ability to serve the pharmaceutical and
healthcare sector.

Our new Mauritius plant produces preforms that our
major beverage customers then form into PET bottles for
both soft drinks and mineral water. This facility advances
our growing plastic packaging business and enables us to
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supply additional markets on the African continent and
nearby islands.

We strengthened Chesapeake’s presence in China late in
2002 with the startup of a new plastic packaging plant
in Kunshan, approximately 28 miles from Shanghai. Our
new plant produces PET preforms and bottles for custo-
mers serving the specialty chemicals, pharmaceutical
and healthcare, and cosmetics markets. This operation
complements our existing joint venture plant in the
same region.

To better serve confectionery customers in Germany, we
began construction in 2002 on a plant in Melle, Germany.
Currently, we supply those customers from our plant in
nearby Blnde. After the Melle plant is completed in the
second half of 2003, the Binde plant will focus exclusively
on tobacco packaging.

We also started construction for a paperboard packaging
plant in Delmenhorst, Germany, mainly because we have
outgrown our existing operation in nearby Bremen. The
new plant will serve key tobacco customers in Central
and Eastern Europe when completed late in 2003.

Year of Innovation

Our customers rely on us to conceptualize and produce
creative, value-added packaging solutions that strengthen
and differentiate their brands in new and exciting ways. In
that regard, 2002 proved to be an exceptional year filled
with many product development success stories.

Chesapeake introduced the world's first composite
packaging tube to combine paper, cartonboard and trans-
parent plastic using a spiral winding process. We also
taunched an innovative patient information mini-booklet
for the pharmaceutical and healthcare sector. It's smaller
than a credit card, yet can contain as many as 150 pages of
text and is much more reader friendly than traditional
leaflets. Those are just two of the innovative packaging
solutions we introduced in 2002, further enhancing our
position as a leading supplier of specialty paperboard and
plastic packaging.

We're fortunate to have some of the industry’s most
talented packaging engineers and graphic designers




working at Chesapeake. They are a major factor in our
success and play a key role in customer satisfaction. Our
award-winning designers continually push the boundaries
of technology and artistry to create truly original and
imaginative packaging. | believe that their expertise and
experience reprasent a significant strength that separates
us from our competition.

Coming up with new and exciting ideas often requires
thinking differently about how to arrive at a solution. That
concept is the theme of this year's report, and we have
highlighted several of our innovative products from 2002,
as well as the people behind them, on pages 1-7.

Locking Ahead

In these times of economic uncertainty, everybody’s crystal
ball is a little clouded. Yet, | can assure you that despite
difficult business conditions, we will continue to do our
best to create value for Chesapeake shareholders.

We intend to control those things that are within our
grasp. Further strengthening of our balance sheet
remains a top priority. We are committed to running our
businesses efficiently and to generating free cash by
increasing revenues, reducing costs and carefully manag-
ing our capital expenditures. We will continue to integrate
our acquisitions of the last several years to further reduce
costs in our manufacturing network and plan to use our
extensive geographic and product capabilities to grow
the business.

As previously stated, we plan to sell most of cur remaining
tand holdings during the next 12-18 months. Operating
earnings from this segment are expected to decline during
2003, although we expect cash flow from this business to
be consistent with results in previous years.

Chesapeake has always observed the highest standards
of ethical and honest behavior in our business transac-
tions. In fact, we had many of the corporate governance
provisions outlined in the Sarbanes-Oxley Act of 2002
already in place, well before President Bush signed the
Act into law. We take corporate governance issues very
seriously and remain committed to maintaining our high
standards going forward.

Our transformation from a commodity-based kraft paper-
board, packaging and forest products company into an
international value-added specialty packaging company is
for all practical purposes now complete. We've built a
strong foundation that is capable of generating cash to
grow the business, strengthen the balance sheet and
provide a return to our shareholders.

We remain focused on increasing our business in those
markets that offer the best growth prospects and require
innovative, high-quality specialty packaging. And, we
intend to continue thinking differently about how to make
our customers and Chesapeake more successful.

Thank you for your continued support.

Thomas H. Johnson

Chairman, President & Chief Executive Officer
February 19, 2003
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We think our overall results for 2002 were solid. We
streamlined operations and reduced costs and should
reatize the benefits of these efforts in 2003. We also
launched several new and exciting product innovations in
2002 that will hetp our customers become even more
successful. Not only do we think we enhanced our position
as a leading international supplier of specialty packaging . . .

we know.




BUSINESS SEGMENT HIGHLIGHTS

The following tables set forth net sales, earnings before interest and taxes {"EBIT"), and depreciation and amortization
expense by continuing business segment:

2002 2001 2000
{in miltions)
Net Sales:
Paperboard Packaging $678.1 $671.4 $547.1
Plastic Packaging 103.7 98.5 86.4
Land Development 40.4 20.6 21.2
Total continuing operations $822.2 $790.5 $654.7
EBIT*:
Paperboard Packaging $ 623 $ 621 $ 50.7
Plastic Packaging 8.5 3.0 7.2
Land Development 15.7 15.0 15.5
Corporate {12.1) {19.5) (20.0)
Restructuring/Special Charges (2.6) (14.6) (7.7)
Total continuing operations $ 71.8 $ 46.0 $ 45.7
Depreciation and Amortization*:
Paperboard Packaging $ 38.9 $ 482 $ 428
Plastic Packaging 8.6 10.5 8.9
Land Development - 0.1 0.1
Corporate 0.7 1.5 1.4
Total continuing operations $ 48.2 $ 60.3 $ 532
*2001 and 2000 amounts include goodwill amortization.

2000 2001 2002 2000 2001 2002 2000 2001 2002

671.4
547.1 864 98.5
21.2 20.6
Paperboard Packaging Plastic Packaging Land Development
Net Sales Net Sales Net Sales
{in mitlions of dollars] {in millions of dollars] {in millions of doilars}
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF

CHESAPEAKE'S BUSINESS
Chesapeake Corporation {"Chesapeake”] is an inter-
national supplier of specialty value-added paperboard
packaging products and a leading supplier of plastic pack-
aging products to niche markets. We focus on specific
end-use markets, where multinational customers demand
creative packaging designs and desire broad geographic
coverage from their packagir,g supplier.

Chesapeake operates in three business segments:

Paperboard Packaging

The Paperboard Packaging segment designs and
manufactures folding cartons, leaflets, labels and other
value-added packaging products. Our primary end-use
markets are pharmaceuticals and healthcare; premium
branded products (such as fine spirits, premium confec-
tioneries, tobacco products and luxury goods, such as
cosmetics and fragrances); food and household; and
multimedia and technology.

Plastic Packaging

The Plastic Packaging segment designs and manufac-
tures plastic containers, bottles, preforms and closures.
The primary end-use markets are agrochemicals and
other specialty chemicals; beverages; and pharmaceuti-
cals and healthcare.

Land Development

The Land Development segment holds approximately
6,500 acres of real estate in Virginia as of December 29,
2002. We expect that the liquidation of our land holdings
will be substantially complete in the next 12 to 18 months.

Acquisitions

Historically, Chesapeake was a manufacturer of commodity
paper products, forest products and corrugated packaging
products with operations located primarily in the United
States. In the mid-1990s, management and the board of
directors recognized that our commodity-hased busi-
nesses were competing in increasingly consolidating,
capital intensive and cyclical markets. Seeking to increase
shareholder value, we embarked on a new strategic direc-
tion. Beginning with the sale of the West Point pulp and
paper mill in 1997, we divested our commodity paper
products, forest products and corrugated packaging
businesses and invested the sale proceeds in several
acquisitions that have transformed Chesapeake into a
value-added paperboard and plastic packaging products
leader with a focus on specific end-use markets. The prin-
cipal acquisitions included:

s Field Group plc ["Field Group”), acquired in March 1999,
a European paperboard packaging company headquar-
tered in England.

CSK2002 AR plé
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e Boxmore International PLC {"Boxmore”), acquired in
February 2000, a paperboard and plastic packaging
company headquartered in Northern Ireland.

¢ First Carton Group Limited {"First Carton”), acquired in
October 2000, a paperboard packaging supplier focused
on the premium branded food, confectionery and fine
spirits markets.

Other recent acquisitions included: Field Group’s
acquisitions of Berry's (Holding) Limited, one of Ireland’s
largest suppliers of printed pharmaceutical leaflets, in
May 1999; Lithoprint Holdings Limited, a Scottish supplier
of wet-applied labels and commercial printing, in
September 2000; and the in-house carton printing opera-
tions of British American Tobacco in Bremen, Germany, in
January 2001; and Chesapeake’s acquisition of Green
Printing Company, Inc., a specialty packaging producer
and printer in Lexington, North Carolina, in March 2000.

Divestitures
In the fourth quarter of 2000, we decided to sell the
principal businesses that were included in our former
Merchandising and Specialty Packaging segment and the
remaining interest in our former Tissue segment, a 5 per-
cent equity interest in Georgia-Pacific Tissue, LLC {the
“Tissue JV'). These segments are accounted for as discon-
tinued operations.

The businesses that made up the Merchandising and
Specialty Packaging segment were:

e Chesapeake Display and Packaging Company, sold on
July 30, 2001, to CorrFlex Graphics, LLC, and Chesapeake
Display and Packaging Company (Canada) Limited, sold
on October 4, 2001, to Atlantic Decorated & Display
Inc.; each of these businesses designed, manufactured,
assembled and packed temporary and permanent
point-of-purchase displays.

e Consumer Promotions International, Inc. {"CPI"), which
designed, manufactured and assembled permanent
point-of-purchase displays, sold on October 15, 2001, to
a management investment group.

e Chesapeake Packaging Co., which designed and manu-
factured corrugated shipping containers and other
corrugated packaging products, sold on May 18, 2001,
to Inland Paperboard and Packaging, Inc., a subsidiary
of Temple-Inland, Inc.

o Qur 46 percent interest in Color-Box LLC, a joint venture
with Georgia-Pacific Corporation ["G-P"}, which
designed and manufactured litho-laminated corrugated
graphic packaging, sold to G-P in two transactions that
were finalized in November 2001.

Our 5 percent interest in the Tissue JV was sold to G-P
on March 2, 2001. Consideration for this sale was received




for our agreement to terminate the joint venture, our
ownership intersst and certain indemnifiable deferred
tax liabilities.

The consideration for these discontinued operations
consisted of cash proceeds of approximately $4271 mil-
lion and promissory notes of approximately $42.6 million.
During 2002, we received cash prepayments on these
promissory notes of $24.9 million. As of December 29,
2002, there were remaining note balances of $16.7 million
due from CPl that are collateralized by subordinated liens
on substantially all of CPI's U.S. assets. In accordance with
the terms of the CPIterm note, the principal balance has
been adjusted for the working capital settlement related
to the sale and accrued interest. Included in the promis-
sory notes was a $13.6 million performance note received
from CPI which is payable based on the financial perform-
ance of CPI during the period from October 15, 2001,
through October 10, 2006. The performance note has been
fully reserved because payments due on it are contingent
on future events.

Net cash proceeds from the sales of discontinued
operations were used to pay down debt and pay taxes
related to the sales.

Outlook

Over the next few years, we plan to expand our network of
value-added packaging capabilities, which is now located
primarily in Europe, through the acquisitions, joint ventures,
alliances, and/or internal development of complementary
businesses in North America, Europe, Asia and South
America. We expect such expansion would improve our
geographical and product-line balance and satisfy multi-
national customers’ desire for broad geographic coverage
from their packaging supplier.

RESULTS OF OPERATIONS

Overview

The following overview of consolidated results from
continuing operations highlights major year-to-year
changes in our income statement (see page 20 for a
discussion of financial results other than continuing oper-
ations). More detail regarding these changes is found under
the caption "Segment Review.” All per share amounts
included in Management's Discussion and Analysis are
presented on a diluted basis.

The preparation of consolidated financial statements
in conformity with United States generally accepted
accounting principles (GAAP} requires management to make
extensive use of estimates and assumptions that affect the
reported amounts and disclosures. These estimates
include the estimated loss on disposition of discontinued
operations, allowances for bad debts and inventory obso-
lescence, environmental remediation costs, restructuring

MAMAGEMENT'S DISCUSSION AND ANALYSIS OF

FINANCIAL CONDITION AND RESULTS OF OPERATIONS

costs, loss contingencies for litigation, income taxes and tax
valuation reserves, fair values of financial instruments,
estimates of future cash flows associated with assets, asset
impairments including goodwill, and determinations of
discount and other assumptions for pension and postretire-
ment benefit expenses. Actual results could differ from
these estimates.

2002 vs. 2001

Net sales: Chesapeake's 2002 net sales of $822.2 mil-
lion were up 4 percent compared to net sales in 2001 of
$790.5 mitlion. The increase was primarily due to the effect
of foreign currency translation, increased land sales and
increased sales volumes in the premium branded market
sector and the African beverage market. These increases
were partially offset by competitive pricing pressure
throughout the Paperboard Packaging segment and
reduced sales volumes in certain market sectors, primar-
ily technotogy, food and household, and tobacco.

Gross margin: Gross margin, which is defined as net sales
less cost of products sold, for 2002 was $158.0 million
compared to $161.2 million in 2001. Gross margin as a
percentage of net sales for 2002 decreased approximately
1.2 percent compared to 2001, primarily due to reduced
margins in the Paperboard Packaging segment resulting
from competitive pricing pressure and lower sales volumes
in some markets. These reductions were offset, in part, by
improved margins in the Plastic Packaging segment.

Selling, general and administrative ("SG&A”) expenses:
SG&A expenses as a percentage of net sales decreased
from 14 percent in 2001 to 11 percent in 2002. The decrease
was primarily due to the discontinuation of goodwill amorti-
zation {see Note 4 to the Consolidated Financial Statements)
and reduced corporate headquarters’ costs. Goodwill
amortization expense was $14.4 million in 2001.

Restructuring charges: The 2002 results included a
restructuring charge of $2.6 million ($1.8 million after
taxes) for severance costs for approximately 120 employ-
ees related to the closure of a facility in Congleton, England,
which produced packaging for the food and household
market, and the consolidation of two facilities in Scotland
serving the premium branded packaging market of our
Paperboard Packaging segment. During 2002, $2.3 million
was paid out to approximately 108 employees. During 2001,
we recognized a restructuring charge of $14.6 mitlion, which
is discussed in the 2001 vs. 2000 overview below.

Other income: Other incame, net, increased to $10.2 million
in 2002 compared to $9.4 million in 2001. The increase is
due to a reduction in facility closure costs, offset, in part,
by a reduction in gains on sales of fixed assets.
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF

Earnings before interest and taxes from continuing oper-
ations [“EBIT"): EBIT was $71.8 million for 2002 compared
to EBIT of $46.0 million for 2001, The increase in EBIT was
primarily due to the restructuring charge in 2001 for the
reduction of the corporate headquarters staff, the elimina-
tion of goodwill amortization expense in 2002, the benefit
realized in 2002 from the staff reduction, the strong results
in the Plastic Packaging segment and the favorable effects
of foreign currency translation. These increases were partially
offset by the reduced operating margins in the Paperboard
Packaging segment and the 2002 restructuring charge.

Interest expense, net: Net interest expense for 2002 was
$45.4 million, up $14.) million from net interest expense for
the same period in 2001. The increase in interest expense
was primarily due to a higher average cost of debt result-
ing from 2001's fourth quarter issuance of subordinated
notes and an amendment to our principal bank credit facil-
ity, changes in currency exchange rates and the interest
costs attributed to discontinued operations in 2001, as well
as the timing of the receipt of cash proceeds from discon-
tinued operations in 2001 that were used to pay down debt.

Tax expense: The effective income tax rate for 2002 was
approximately 22.3 percent compared to a reported 28.6 per-
cent for 2001. The decrease in the effective income tax rate
was due to the elimination of non-deductible goodwill amor-
tization. Without goodwill amortization and restructuring
charges, the 2001 income tax rate would have been approx-
imately 22.0 percent.

Income from continuing operations: Net income from
continuing operations for 2002 was $20.5 million, or $1.35
per share, up from 2001 net income from continuing oper-
ations of $10.5 million, or $0.49 per share. The increase in
income from continuing operations was primarily due to
the absence of goodwill amortization in 2002 [see Note 4),
a reduction in restructuring expenses and a reduction in
corporate expenses, offset in part by increased interest
expense and reduced operating margins in the Paperboard
Packaging segment.

2001 vs. 2000

Net sales: Chesapeake’s 2001 net sales were $790.5 miltion,
up 21 percent compared to 2000 net sales of $654.7 million,
reflecting the additional sales from businesses acquired
during 2000 and volume growth in the Paperboard
Packaging segment’s pharmaceutical and tobacco market
sectors, which were offset in part by unfavorable foreign
currency translation rates.

Gross margin: Gross margin was $161.2 millicn in 2001
compared to $146.4 million in 2000. Gross margin as a
percentage of net sales for 2001 decreased approximately
2 percent compared to 2000, primarily due to increases in
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raw material costs, principally resins used in the plas-
tics business, and competitive pricing pressures in the
plastics business.

SG&A expenses: SG&A expenses in 2001 increased
$11.0 million, or 11 percent, compared to 2000, primarily
due to the acquisitions of Boxmore, First Carton and Green
Printing. However, SG&A expenses as a percent of net
sales from continuing operations in 2001 of 13.9 percent
decreased from 15.1 percent in 2000 as our restructuring
efforts after the acquisitions of Boxmore and First Carton
reduced overhead casts. Goodwill amortization for con-
tinuing operations was $14.4 million in 2001 compared to
$11.7 million in 2000.

Restructuring/special charges: During 2001, Chesapeake
recognized restructuring charges before income taxes of
$14.6 million ($9.3 million after taxes). Approximately $9.2 mil-
lion was recognized for costs associated with a salaried
staff reduction at our corporate headquarters and in our
Plastic Packaging segment of approximately 50 positions
achieved primarily through a voluntary separation program.
The voluntary separation program benefits were funded
primarily by surplus assets of our U.S. defined benefit
salaried pension plan. Approximately 70 percent of the staff
reduction had occurred by December 30, 2001, and the
remainder occurred during the first quarter of 2002.
Approximately $2.6 million was recognized for the elimi-
nation of two corporate office sites and the reduction of the
carrying value of a corporate aircraft that was sold in
January 2002. As of December 29, 2002, the reserve has
been utilized, and approximately 50 employees have
received severance benefits. During 2001, the Paperboard
Packaging segment incurred approximately $2.8 million of
severance casts for approximately 100 employees, primarily
associated with the integration of its recent acquisitions. As
of December 29, 2002, approximately 90 employees have
received severance benefits. See Note 5 to the Consolidated
Financial Statements for the non-cash amounts and cash
payments through December 29, 2002.

The following table sets forth the details of our
restructuring/special charges recognized in 2001:

Paperboard Plastic
{in millions} Packaging Packaging Corporate Total
2007 provision:
Employment reduction $2.8 $18 $ 74  $120
Facility closures - - 0.7 0.7
Asset held for sale ~ ~ 1.9 1.9
Total $2.8 $1.8  $10.0 $14.6

During 2000, we recorded restructuring/speciat
charges before income taxes of $7.7 million [$4.7 million
after taxes), which consisted of defense fees incurred to
respond to an unsolicited proposal by Shorewood Packaging




Corporation ("Shorewood”) to acquire Chesapeake, and
severance and exit costs associated with the closure of
one of our Paperboard Packaging facilities in the United
Kingdom, which was redundant after the acquisition of
First Carton. Severance costs included planned workforce
reductions of approximately 160 employees, which were
partially offset by a pension termination benefit. The 2000
restructuring liability has been fully utilized with payments
completed for the approximately 160 employees and for
the defense fees.

The following table sets forth the details of our restruc-
turing/special charges recognized in 2000:

Paperboard

fin miltions] Packaging Corporate Total
2000 provision:

Defense fees $ - $5.1 $5.1
Employment reduction 1.9 - 1.9
Facility closure 0.7 - 0.7

$2.6 $5.1 $7.7

Other income: Other income increased to $9.4 million in
2001 from $6.0 million in 2000. The increase in other
income was largely due to a $4.0 million gain recognized in
2001 on the sale of a plant in Paperboard Packaging’s food
and househcld market sector, which was partially offset
by moving costs associated with that plant of approximately
$1.8 million, and a special charge in 2000 of $2.6 million
for the net expenses of Chesapeake’s offer to acquire
Shorewood. The offer to acquire Shorewood was initiated
after Shorewood publicized an unsolicited bid to acquire
Chesapeake [the costs related to the defense against this bid
were categorized as restructuring/special charges in 2000).

EBIT: EBIT for 2001 increased to $46.0 million from
$45.7 million in 2000, due primarily to the acquisitions of
Boxmore, Green Printing and First Carton, offset, in part,
by the impact of unfavorable foreign currency translation
rates and increases in restructuring charges. EB!T for
2001 included restructuring charges of $14.6 million com-
pared with $7.7 million in restructuring charges included
in EBIT for 2000.

Interest expense, net: Interest expense, net, increased to
$31.3 million in 2001, from $28.1 million in 2000, due
primarily to borrowings associated with the acquisitions
completed in 2000 and additional borrowing required to
fund tax payments triggered by the sale of our 5 percent
interest in the Tissue JV.

Tax expense: The effective income tax rate for 2001 was
approximately 28.6 percent compared to a reported 36.6 per-
cent for 2000. Tax expense for 2001 included a $5.3 million
tax benefit related to restructuring/special charges. Tax
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expense for 2000 included a $5.6 million tax benefit related
to the transaction costs associated with the offer to acquire
Shorewood and restructuring/special charges. Our effec-
tive income tax rate for continuing operations excluding
these restructuring/special charges was approximately
32.4 percent for 2001 compared to approximately 42.9 per-
cent for 2000. Approximately 6 percent of the 10.5 percent
decrease in the effective income tax rate was due to the
ability to utilize foreign tax credits in 2001, 2 percent of the
decrease was related to lower foreign income tax rates
applied to foreign source income from the prior year and
the remaining 2 percent of the decrease was due to a favor-
able tax settlement related to 1999 accrued income taxes.

Income from continuing operations: Income from contin-
uing operations in 2001 of $10.5 million, or $0.69 per
share, compared to 2000 income from continuing opera-
tions of $11.2 million, or $0.70 per share. Income from
continuing operations remained essentially flat year over
year, as the favorable impact of the acquisitions completed
during 2000 was offset by increased restructuring/special
charges in 2001.

SEGMENT REVIEW

Paperboard Packaging

{dollars in millions] 2002 2001 2000
Net sales $678.1 $671.4  $547.1
EBIT 62.3 62.1 50.7
Operating margin % 9.2% 9.2% 9.3%

2002 vs. 2001: Net sales for 2002 increased 1 percent
compared to the prior year. The increase in net sales was
due primarily to the effects of foreign currency translation,
partially offset by lower sales volumes in the technology
and food and household sectors and pricing pressure
throughout the Paperboard Packaging segment. Sales in
the pharmaceutical, premium branded and tobacco
sectors for 2002 are consistent with the amounts in the
comparable period of 2001, as volume improvements gen-
erally offset pricing decreases to our customers.

EBIT for 2002 was $62.3 million, compared to
$62.1 million in the prior year. The gains on sales of facili-
ties in 2001 was approximately $4 million greater than 2002
gains. Additionally, we expensed approximately $5.4 million
in 2002 for costs associated with the factory consolidation
effort in the premium branded sector in Scotland. These
factors are offset by the elimination of goodwill amortization
of $11.9 million. The remaining decrease in EBIT is primarily
due to reduced volumes in technology, food and household,
and tobacco markets and competitive pricing pressure.
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2001 vs. 2000: Net sales for 2001 increased by $124.3 mil-
lion, or 23 percent, over net sales for 2000, due primarily
to the inclusion for a full year of the businesses that were
acquired in 2000. Sales volumes in 2001 reflect strong
tobacco and pharmaceutical sales, largely offset by the
impact of unfavorable foreign currency translation rates
and lower food and household packaging volumes. This
continued a positive sales trend in the more specialized
design markets such as tobacco, pharmaceutical and
premium branded products, while the food and household
packaging markets continued to be impacted by signifi-
cant competition from the sale of commeodity products.
EBIT for this segment for 2001 increased over 2000
largely due to the addition of the Boxmore paperboard
packaging business and the sale of a plant in the food and
household market sector. The 2001 sales volume growth
and productivity improvements were offset by lower
margins in food and househcld markets and the impact of
unfavorable foreign currency translation rates.

Plastic Packaging

{dollars in millions] 2002 2001 2000
Net sales $103.7 $985  $86.4
EBIT 8.5 3.0 7.2
Operating margin % 8.2% 3.0% 8.3%

2002 vs. 2001: Net sales of $103.7 million for 2002 were up
5.3 percent compared to net sales of $98.5 million for
2001. The increase in sales was primarily due to strong
sales volumes in the African beverage market, where we
recently expanded our manufacturing capabilities with a
satellite operation in Mauritius. The specialty chemicals
market experienced increased sales volumes for 2002,
while the Irish beverage market experienced decreased
sales volumes in 2002.

EBIT of $8.5 million for 2002 increased compared to
EBIT for 2001 of $3.0 mitlion. The improvement in EBIT for
2002 reflects the elimination of goodwill amortization in 2002
of $2.5 million (see Note 4), stronger sales volumes, lower
raw material costs and improved plant operating efficiencies.

2001 vs. 2000: Net sales and EBIT for the segment were
$98.5 million and $3.0 million for 2001, respectively,
compared to $86.4 million and $7.2 million, respectively, in
2000. The sales increase was primarily due to the full-year
inclusion of the businesses that were acquired in 2000.
The 2001 sales also reflected higher beverage container
volume, which was more than offset by the impact of unfa-
vorable foreign currency translation rates. The lower EBIT
reflected lower selling prices in food and beverage pack-
aging markets due to increased competition and higher
resin costs and the impact of unfavorable foreign currency
translation rates.
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{doltars in millions] 2002 2001 2000
Net sales $40.4  $206  $21.2
EBIT 15.7 15.0 15.5
Operating margin % 38.9% 72.8% 73.1%

2002 vs. 2001: Net sales of $40.4 million in 2002 were up
961 percent over 2001 net sales due to a higher volume of
land sales. EBIT of $15.7 million for 2002 compared to
$15.0 million for 2001. The reduction in operating margin
percentage reflects the sales of land with higher cost
basis in 2002. We expect that the liquidation of our remain-
ing land holdings will be substantially complete in the next
12 to 18 months.

2001 vs. 2000: Net sales and EBIT for 2001 were $20.6 mil-
lion and $15.0 million, respectively, compared to 2000 net
sales and EBIT of $21.2 mitlion and $15.5 million, respec-
tively. The decreases in sales and EBIT were primarily
attributable to slightly lower average sales prices per acre
during 2001 due to the mix of land sold.

DISCONTINUED OPERATIONS AND

EXTRAORDINARY ITEM

Discontinued Operations

Based on our decision to sell the principal businesses
that made up our former Merchandising and Specialty
Packaging and Tissue segments, these segments were
accounted for as discontinued operations. We completed
the sales of all the components of these segments in 2001,
The impact of discontinued operations on reported income
{loss] is as follows:

{in miltions] 2002 2001 2000

Discontinued operations:
[Loss] income from discontinued

operations $ - % - $(334
{Loss] gain on disposal of
discontinued operations 1.4 113.0  [(43.6)

In 2002, Chesapeake recognized an after-tax
decrease of $1.4 million in the estimated net loss on
disposal of discontinued operations, primarily related to
the settlement of accrued obligations associated with the
discontinued operations.

In 2001, we recorded an after-tax gain on the sale of
our 5 percent interest in the Tissue JV of approximately
$140.6 million, offset in part by a revision to the estimated
loss on the sales of other discontinued operations of
$27.6 mitlion after taxes. In 2000, we recorded an esti-
mated net loss of $43.6 million after taxes on the sales of
discontinued operations. Net sales for the discontinued
operations were $407.4 million for 2000, and the loss from




discontinued operations was $33.4 million. See Note 3 for
more information on discontinued operations.

Extraordinary item
The 2000 results ircluded an after-tax charge of $1.5 million,
or $0.09 per share, for the early extinguishment of debt.

SEASONALITY

Chesapeake’s earnings stream is seasonal, with peak
operational activity during the third and fourth quarters of
the year.
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LIQUIDITY AND CAPITAL RESOURCES

Management assesses Chesapeake’s liquidity in terms of
our overatl ability to generate cash to fund our operating
and investing activities. Significant factors affecting the
management of liquidity are cash flows from operating
activities, capital expenditures, access to bank lines of credit
and our ability to attract long-term capital with satisfactory
terms. Chesapeake uses financial markets worldwide for
its financing needs. We are a party to public and private
long-term debt agreements, including various bank credit
facilities, which are discussed in Note 7 to the Consolidated
Financial Statements. Chesapeake has no material “off-
balance sheet” liabilities or nonconsolidated special
purpose entities.

The following tables summarize our contractual obligations and other commercial commitments:

Contractual Obligations

Payments Due by Period

Less Than After
fin miltions] Total 1 Year 1-3 Years 4-5Years 5 Years
Long-term debt* $491.4 $53.0 $187.7 $13.7 $237.0
Operating leases 211 6.8 6.5 3.3 4.5
Totat contractual cash obligations $512.5 $59.8 $194.2 $17.0 $241.5

*The majority of maturities due in less than one year, inctuding $31.9 million for the 9.875% notes, are classified as long-term debt due to the availability of long-term
financing under our senior credit facility and our intent to refinance these maturities as required.

Other Commercial Commitments

Amount of Commitment Expiration Per Period

Total Amounts Less Than After
{in millions) Committed 1 Year 1-3Years 4-5Years 5 Years
Committed lines of credit* $253.9 $ - $253.9 $- $-
Uncommitted lines of credit** 36.0 36.0 - - -
Standby letters of credit*** 11.7 1.7 - - -
Total commercial commitments $301.6 $47.7 $253.9 $- $-

*Borrowings of $23.4 million under these lines of credit were included in long-term debt at December 29, 2002. Amounts available to be borrowed under the tines
of credit are limited by the amount currently borrowed, amounts utilized to guarantee loan notes {$74.7 million at December 29, 2002) and the amounts of outstanding

letters of credit [$9.1 million at December 29, 2002},

**Borrowings of $2.3 million under uncommitted lines of credit were inctuded in long-term debt at December 29, 2002.

***Includes $2.6 million of back-up letters of credit.

On November 19, 2001, we announced the sale of
£115 million of our 10% percent Senior Subordinated Notes
due 201 (the "Subordinated Notes”). The Subordinated
Notes were sold through institutional private place-
ments. We used the net proceeds from the sale of the
Subordinated Notes, which were $159.2 million after
issuance costs, to repay outstanding borrowings under our
senior bank credit facility. Concurrently with the placement
of the Subordinated Notes, we amended and restated our
$250 million senior credit facility to reset certain financial
covenants relating to ieverage and interest coverage based
on our new leverage position. The senior credit facility is

collateralized by a pledge of the inventory, receivables and
intangible assets of Chesapeake’'s United States sub-
sidiaries and is guaranteed by each material United States
and United Kingdom subsidiary.

Chesapeake maintains credit lines with several
banks, domestically and internationally, maturing in 2004
to 2005, under which we can guarantee loan notes balances
and borrow up to $253.9 million. Nominal facility fees are
paid on the credit lines, and interest is charged primarily
at LIBOR plus a margin based on Chesapeake’s leverage
ratio. We are required to pay a loan guarantee fee, which
varies based on our leverage ratio, on the outstanding loan
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note balance issued in connection with the Boxmore and
First Carton acquisitions. Gther lines of credit totaling
$36.0 million are maintained with several banks on an
uncommitted basis.

Certain of our loan agreements include provisions
permitting the hotder of the debt to require us to repur-
chase all or a portion of such debt outstanding upon the
occurrence of specified events involving a change of
control or ownership. In addition, our loan notes include
provisions permitting the holder to require repayment of
the notes on certain biannual interest payment dates.
Because of the availability of long-term financing through
our senior credit facility and our intention to refinance any
put loan notes, these borrowings have been classified as
long-term debt. in addition, the loan agreements contain
customary restrictive covenants, including covenants
restricting, among other things, our ability, and our sub-
sidiaries” ability, to create liens, merge or consolidate,
dispose of assets, incur indebtedness and guarantees,
repurchase or redeem capital stock and indebtedness,
make capital expenditures, make certain investments or
acquisitions, enter into certain transactions with affiliates
or change the nature of our business. The senior credit
facility also contains several financial maintenance
covenants, including covenants establishing a maximum
leverage ratio, maximum senior leverage ratio, minimum
tangible net worth and a minimum interest coverage ratio.
Noncompliance with any material provision of our debt
agreements could have a material adverse effect on our
liquidity, financial position and results of operations. We
were in compliance with all of our debt covenants as of the
end of the fourth quarter of 2002.

Chesapeake’s loan agreements include covenants
that may affect our ability to pay dividends on its common
stock. The most restrictive of these covenants is included
in the Subordinated Notes, which limits our ability to make
“restricted payments,” such as paying dividends on our
common stock and making investments in entities other
than certain subsidiaries of Chesapeake. At December 29,
2002, under the most restrictive provisions of the restricted
payments covenant, we had $27.4 million available to pay
cash dividends on our common stock. This covenant is
adjusted periodically based on our financial performance.
We do not expect that the covenant will materially limit
our ability to pay dividends, in accordance with our current
dividend policy, for the foreseeable future.

At December 29, 2002, Moody’s Investor Services
implied rating on Chesapeake’s senior debt was Ba3. Our
senior unsecured debt rating from Standard & Poor’s
was BB. We believe that our long-term debt structure and
available credit facilities give us adequate financial
resources to support anticipated long-term and short-
term capital needs and commitments.
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Our anticipated cash requirements during 2003 are
primarity to fund capital expenditures, pay dividends and
reduce long-term debt. We expect to fully fund our cash
requirements in 2003 with cash generated from opera-
tions, utilizing the borrowing capacity available under the
senior credit facility to fund any short-term seasonal cash
flow fluctuations. Qur senior credit facility matures in 2005;
we anticipate replacing this facility prior to its maturity.

Guarantees and Indemnifications

We have entered into agreements for the sale of assets or
businesses that contain provisions in which we agree to
indemnify the buyers or third parties involved in the sale for
certain liabilities or risks related to the sale. In these sale
agreements, we typically agree to indemnify the buyers or
other involved third parties against a broadly-defined range
of potential "losses” (typically including, but not limited to,
ctaims, costs, damages, judgments, liabilities, fines or
penatties, and attorneys’ fees] arising from: {i] a breach of
our representations or warranties in the sale agreement or
ancillary documents; (ii] our failure to perform any of the
covenants or obligations of the sale agreement or ancillary
documents; and (i) other liabilities expressly retained or
assumed by us related to the sale. Most of our indemnity
obligations under these sale agreements are: (i] limited to
a maximum dotlar value significantly less than the final
purchase price, [ii) limited by time within which indemnifi-
cation claims must be asserted [often between one and
three years), and [iii] subject to a deductible or “"basket.”
Many of the potential indemnification liabilities under these
sale agreements are unknown, remote or highly contin-
gent, and most are unlikely to ever require an indemnity
payment. Furthermare, even in the event that an indemni-
fication claim is asserted, liability for indemnification is
subject to determination under the terms of the applicable
sale agreement, and any payments may be limited or
barred by a monetary cap, a time limitation, or a deductible
or basket. For these reasons, we are unable to estimate the
maximum potential amount of the potential future liability
under the indemnity provisions of the sale agreements.
However, we expressly disclose and accrue for any poten-
tially indemnifiable liability or risk under these sale
agreements for which we believe a future payment is
reasonably probable and would represent a material
liability to us. Such matters are discussed in Note 14.

In the ordinary course of our business, we may enter
into agreements for the supply of goods or services to
customers that provide warranties to the customer on one
or more of the following: [i] the quality of the goods and
services supplied by us; [ii) the performance of the goods
supplied by us; and (iii) our compliance with certain speci-
fications and applicable laws and regulations in supplying
the goods and services. Liability under such warranties




often are limited to a maximum amount, by the extent of
the liability, or by the time period within which a claim must
be asserted. Our warranty obligations under such supply
agreements have been and are expected to be immaterial.
In the ordinary course of our business, we may enter
into service agreernents with service providers in which we
agree to indemnify the service provider against certain losses
and liabilities arising from the service provider's perform-
ance of the agreement. Generally, such indemnification
obligations do not apply in situations in which the service
provider is grossly negligent, engages in willful misconduct
or acts in bad faith. Our liability under such service agree-
ments have been and are expected to be immaterial.

Cash Flows

Operating activities: Net cash provided by operating activ-
ities in 2002 of $52.5 million compared to net cash used in
operating activities in 2001 of $206.6 million and net cash
provided by operating activities of $31.1 million in 2000. The
source of operating cash flows in 2002 primarily related to
earnings from operations before depreciation expense. The
uses of operating cash flows in 2001 primarily related to
income tax payments required on the sales of businesses.

Investing activities: Net cash used in investing activities in
2002 of $12.4 million compared to net cash provided by
investing activities in 2001 of $397.4 million and to cash
used in investing activities in 2000 of $475.2 million. The
cash used in investing activities in 2002 primarily reflects
net purchases of property, ptant and equipment, offset in
part by proceeds received from the sale of businesses, and
the cash provided in 2001 primarily reflects the proceeds
received from the sale of businesses. The cash used by
investing activities in 2000 primarily reflects cash used for
acquisitions. Cash used for capital expenditures for
continuing operations was $51.2 million, $38.1 million and
$51.1 million in 2002, 2001 and 2000, respectively. Average
capital spending over the past three years has been
approximately equal to depreciation.

Planned capital spending initiatives in 2003 include
the construction of a new specialty packaging plant in
Melle, Germany, and a new paperboard packaging and
printing plant near Bremen, Germany. Projected 2003
capital expenditures are expected to be funded with inter-
nally generated cash. All 2003 capital projects are expected
to be consistent with Chesapeake’s strategy of expanding
the Paperboard Packaging and Plastic Packaging segments,
reducing costs and focusing on projects that are in aggre-
gate expected to generate a long-term return on investment
that exceeds our cost of capital.
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Financing activities: Net cash used in financing activities in
2002 and 2001 was $44.5 million and $201.9 million, respec-
tively, compared to cash provided by financing activities
of $168.7 million in 2000. Cash used in financing activities in
2002 and 2001 prirarily reflects the use of proceeds from
the sales of discontinued operations to pay debt. Cash
provided by financing activities in 2000 consists primarily of
net borrowings on our credit facilities to fund acquisitions
and to purchase approximately 2.5 million shares of
Chesapeake’'s common stock at a net cost of $71.3 million
(or an average price of $28.50 per share). We completed
our share repurchase program as of December 31, 2000.
We paid cash dividends of $0.88 per share in 2002, 2001
and 2000, resulting in the use of cash by year of $13.3 mil-
lion, $13.2 million and $14.0 million, respectively.

Capital Structure

Chesapeake’s total capitalization {consisting of total debt
net of cash, long-term deferred tax liabilities and stock-
holders™ equity) was $978.2 million at the end of 2002,
compared to $927.5 million at the end of 2001. The year-
end ratio of total debt net of cash to total capital was
48.6 percent for 2002, compared to 50.6 percent for 2001.
The change in the ratio from 2001 to 2002 primarily
reflects foreign currency translation and the payments on
long-term debt. Chesapeake’'s target long-term debt-to-
total-capital ratio is in the range of 40 percent to 50 percent.

Capital Structure
{in millions of doilars)
2000 2001 2002

1,218.2 927.5 978.2

650.6

At the end of 2002, Chesapeake had 15.2 million
shares of common stock outstanding. [See Note 11 to the
Consolidated Financial Statements for more details on
capital stock.) Stockholders’ equity at December 29, 2002,
was $476.6 million, or $31.36 per share, up $3.00 per
share compared to year-end 2001, primarily due to foreign
currency translation. The market price for Chesapeake’s
common stock ranged from a low of $12.62 per share to a
high of $30.80 per share in 2002, with a year-end price of
$17.83 per share.

’475,7
i

. 259 ] Total Debt
™ Net of Cash
476.6 [ peferred Taxes
- &) Stockholders’ Equity
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Common Stock Price Range and
Stockholders’ Equity Per Share

{in dollars]

2000 2001 2002

12.62 [ Common Stock
Price Range
Stockholders’
Equity Per Share

RISK MANAGEMENT

Because Chesapeake currently conducts a significant amount
of our business in other countries, fluctuations in currency
exchange rates or weak economic conditions in the foreign
markets may have a significant impact on our financial
statements. Currency fluctuations have much less effect on
local operating results because Chesapeake mostly sells
our products in the same currency used to pay local oper-
ating costs. Qur currency exposures are cash, debt and
foreign currency transactions denominated primarily in the
British pound and the euro. We manage our foreign cur-
rency exposures primarily by funding certain foreign currency
denominated assets with liabilities in the same currency
and, as such, certain exposures are naturally offset. As part
of managing our foreign currency exposures, Chesapeake
enters into foreign currency forward exchange contracts for
transactions that are not denominated in the local currency.
The use of these agreements allows us to reduce our over-
all exposure to exchange rate fluctuations, as the gains
and losses on the agreements substantially offset the
gains and losses on the transactions being hedged. Forward
exchange agreements are viewed as risk management
tools, involve littlle complexity and, in accordance with
company policy, are not used for trading or speculative
purposes. Chesapeake is not a party to any leveraged deriv-
atives. At December 29, 2002, and December 30, 2001, our
forward exchange agreements were not material to our
operations or financial position.

Chesapeake has entered info interest rate swaps
to convert floating interest rate debt to fixed-rate debt.
Amounts currently due to, or from, interest swap counter-
parties are recorded in interest expense in the period
they accrue. The related amounts payable to, or receivable
from, the counterparties are included in other accrued
liabilities. At December 29, 2002, and December 30,
2001, we had interest rate swap agreements outstanding
with a notional principal amount of $113.5 million and
$150.3 million, respectively, and a fair market value lia-
bility of approximately $3.1 million and $2.9 million,
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respectively. The interest rate swap agreements mature in
equal amounts over the next two years. The fair value of
interest rate agreements was determined using a model
that estimates fair values at market rates, or was based
upon quoted market prices for similar agreements with
similar maturities. A sensitivity analysis to measure poten-
tial changes in the market value of the swap contracts
resulting from a change in interest rates indicated that a
one percentage point increase or decrease in interest rates
would have impacted the net aggregate market value of
these instruments by $(1.3] million and $1.4 million,
respectively, at December 29, 2002.

At December 29, 2002, 4 percent of our debt portfolio
consisted of variable rate debt (net of the debt that is
subject to interest rate swapsl. A sensitivity analysis to
measure potential changes in the interest expense from a
change in interest rates indicated that a one percentage
point increase or decrease in interest rates would change
our annual interest expense by $0.2 million for 2002 and
$0.3 million for 2001.

Our cash position includes amounts denominated in
foreign currencies. We manage our worldwide cash
requirements considering available funds held by our
subsidiaries and the cost effectiveness with which these
funds can be accessed. The repatriation of cash balances
from some of our subsidiaries could have adverse tax
consequences.

Chesapeake continually evaluates risk retention and
insurance levels for product liability, property damage and
other potential exposures to risk. We devote significant
effort to maintaining and improving safety and internal
controt programs, which are intended to reduce our expe-
sure to certain risks. Management determines the amount
of insurance coverage to purchase and the appropriate
amount of risk to retain based on the cost and availability
of insurance and the likelihood of a loss. Management
believes that the current levels of risk retention are consis-
tent with those of comparable companies in the industries
in which Chesapeake operates. There can be no assur-
ance that Chesapeake will not incur losses beyond the
limits, or outside the coverage, of our insurance. However,
our liguidity, financial position and profitability are not
expected to be materially affected by the levels of risk
retention that we accept.

CRITICAL ACCOUNTING POLICIES

We describe the significant accounting policies employed
in the Consolidated Financial Statements and the notes
thereto within the footnotes. Chesapeake’s Consolidated
Financial Statements have been prepared by management
in accordance with GAAP. GAAP sometimes permits more




than one method of accounting to be used. In addition, the
preparation of financial statements in conformity with GAAP
requires management to make estimates and assumptions
that affect the reported amounts of assets and liabilities,
disclosure of contingent assets and liabilities and the
reported amounts of revenue and expenses. Judgments
and assessments of uncertainties are required in applying
our accounting policies in many areas. Reported results
could have been materially different under a different
set of assumptions and estimates.

The following summary provides further information
about the critical accounting policies and should be read in
conjunction with the notes to the Consolidated Financial
Statements. We believe that the consistent application of
our policies provides readers of Chesapeake’s financial
statements with useful and reliable information about our
operating results and financial condition.

We have discussed the application of these critical
accounting policies with our board of directors and Audit
Committee. We adopted the provisions of FASB Statement
No. 142, Goodwill and Other Intangible Assets, as of
December 31, 2001, the beginning of our fiscal year 2002. See
Notes 1 and 4 to the Consolidated Financial Satements.
Chesapeake has adopted FASB Interpretation No. 45,
Guarantor's Accounting and Disclosure Requirements for
Guarantees, including Indirect Guarantees of Indebtedness
of Others, as of December 29, 2002. See Note 14 to the
Consolidated Financial Statements.

Goodwill and Other Long-Lived Asset Valuations
Management uses judgment in assessing whether current
events or circumstances indicate that the carrying vatue of
its long-lived assets to be held and used may not be recov-
erable. To determine fair value, management projects
future cash flows produced by the assets, or the appro-
priate grouping of assets, over the remaining life of such
assets. If the projected cash flows are less than the carrying
amount, an impairment would be recognized. In accor-
dance with FASB Statement No. 142, management reviews
the recorded value of its goodwill annually, or sooner if
events or changes in circumstances indicate that the carry-
ing amount may exceed fair value. The projections of future
cash flows are necessarily dependent upon assumptions
about our performance and the economy in general. We
performed our annuat evaluation of goodwill for our
reporting units as of December 1, 2002. Based on our
analysis using projected future cash flows through 2006,
we concluded that our goodwill is realizable. Due to
uncertain market conditions, forecasts used to support
our valuation may change in the future, which could result
in non-cash charges that would adversely affect our
results of operations and financial condition. See Note 4 to
the Consolidated Financial Statements.

MANAGEMENT'S DISCUSSION AND ANALYSIS OF

FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Environmental and Other Contingencies

In accordance with GAAP, management recognizes a
liability for environmental remediation and litigation costs
when it believes it is probable that a liability has been
incurred and the amount can be reasonably estimated.
Due to the wide range of possible outcomes of any envi-
ronmental obligation, significant management judgment
is required to determine the amount of the environmental
accrual. Future expenditures for environmental obliga-
tions are not discounted unless the aggregate amount of
the obligations, and the amount and timing of the cash
payments, are fixed and readily determinable. We peri-
odically review the status of all significant existing or
potential environmental issues and adjust our accrual as
necessary. The accrual does not reflect any possible future
insurance or indemnification recoveries.

The accrual balance at December 29, 2002, is pri-
marily related to two existing environmental issues. One
of our subsidiaries has been identified as a potentially
responsible party for the remediation and natural resource
liability related to the Fox River and Green Bay System in
Wisconsin, and we may have an indemnification responsi-
bility regarding a sold mill in Virginia. See Note 14 to the
Consotidated Financial Statements for additional infor-
mation on environmental matters.

Pension and Qther Postretirement Employee Benefits

We have significant pension and postretirement benefit
costs and credits which are developed from actuarial valu-
ations. The actuarial valuations employ key assumptions
that are particularly important when determining our
projected liabilities for pension and other postretirement
employee benefits. Payments made by Chesapeake related
to these benefits will be made over a lengthy period and the
projected liability will be affected by assumptions regarding
inflation, investment returns and market interest rates,
changes in the numbers of plan participants and changes
in the benefit obligations and laws and regulations covering
the benefit obligation. The key assumptions used in devel-
oping our fiscal 2002 balances were 6.88 percent domestic
and 5.75 percent foreign discount rates, 8.25 percent domes-
tic and 7.50 percent foreign expected returns on plan assets
and 4.5 percent domestic and 3.25 percent foreign rates
of compensation increase. The discount rates are used to
determine the present vatue of future payments. In general,
our liability increases as the discount rate decreases and
vice versa. We reduced our discount rates in 2002 due to the
decline in market interest rates during the year. A lower
expected return on plan assets increases the amount of
pension expense and vice versa. Decreases in the level
of actual plan assets will also serve to increase the amount
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF

of pension expense. During fiscal 2002, our plan assets
declined as a result of general investment market condi-
tions. Pension expense and liabilities would be higher with
a higher compensation increase.

The estimated accumulated benefit obligation ("ABO"]
related to certain of our pension plans, exceeded the fair
value of those plan assets at December 29, 2002. This was
due primarily to negative returns on the pension assets as
a result of the overall decline in the equity markets and a
decline in the discount rate used to estimate the pension
liability as a result of declining interest rates in the U.S. and
the United Kingdom. Therefore, we were required to increase
our minimum liability and record an after-tax $34.8 million
direct charge to equity for the difference to the extent the
minimum liability exceeded the unrecognized prior service
cost. To improve the funded status of our pension plans, we
expect to evaluate the level of employee contributions and
benefits and increase employer cash contributions by up to
$8 million over prior year levels, which we anticipate fund-
ing over the next two years. We also expect pension expense
to increase by approximately $4 million. Market conditions
and interest rates significantly impact future assets and
liabilities of our pension plans, and could impact funding
and charges in the future. See Note 10 to the Consolidated
Financial Statements.

We annually re-evaluate our assumptions used in
projecting the pension and other postretirement liabilities
and associated expense. Had we used different assump-
tions in calculating the liabilities, the carrying value of
the liabilities and the impact on net earnings may have
been different.

Deferred Tax Assets

Many deductions for tax return purposes cannot be taken
until the expenses are actually paid, rather than when the
expenses are recorded under GAAP. Also, certain tax cred-
its and tax loss carryforwards cannot be used until future
periods when sufficient taxable income is generated. [n
these circumstances, under GAAP, companies accrue for
the tax benefit expected to be received in future years if, in
the judgment of management, it is "more likely than not”
that the company will receive such benefits. On a quarterly
basis, management reviews our judgment regarding the
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likelihood the benefits of a deferred tax asset will be real-
ized. During the periodic reviews, management must
consider a variety of factors, including the nature and
amount of the tax income and expense items, the antici-
pated timing of the ability to utilize the asset, the current
tax statutes and the projected future earnings. If manage-
ment determines it is no longer “more likely than not” that
an asset will be utilized, an offsetting valuation reserve
would be recorded to reduce the asset and net earnings
in that period. See Note ? to the Cansolidated Financial
Statements.

NEW ACCOUNTING PRONOQUNCEMENTS
See Note 1 to the Consolidated Financial Statements.

FORWARD-LOOKING STATEMENTS

Forward-looking statements in the foregoing Management’s
Discussion and Analysis of Financial Condition and Results
of Operations include statements that are identified by the
use of words or phrases including, but not limited to, the
following: “will likely result,” “expected to,” “will continue,”
“is anticipated,” “estimated,” "project,” "believe,” “expect,”
and words or phrases of similar import. Changes in the
following important factors, among others, could cause
Chesapeake’s actual results to differ materially from those
expressed in any such forward-looking statements:
competitive products and pricing; production costs, partic-
ularly for raw materials such as folding carton and plastics
materials; fluctuations in demand; possible recessionary
trends in U.S. and global economies; governmental potlicies
and regulations affecting the environment; interest rates;
fluctuations in foreign currency translation rates; our abil-
ity to remain in compliance with our debt covenants; and
other risks that are detailed from time to time in reports
filed by Chesapeake with the Securities and Exchange
Commission.




Chesapeake Corporation COMNSOLIDATED BALANCE SHEETS

December 29, December 30,
2002 2001
fin miltions]
Assets
Current assets:
Cash and cash equivalents $ 15.7 $ 201
Accounts receivable (less allowance of $4.5 and $4.2) 1449 124.7
Inventories 102.4 98.3
Prepaid expenses 15.9 14.2
Income tax receivable 9.6 -
Deferred income taxes - 2.2
Total current assets 287.7 259.5
Property, plant and equipment:
Plant sites and buildings 150.0 136.1
Machinery and equipment 353.2 286.3
Construction in progress 15.1 5.7
518.3 428.1
Less accumulated depreciation 1£1.9 89.8
Net property, plant and equipment 376.4 338.3
Goodwill [less accumulated amortization of $28.7 in 2001] 583.8 529.4
Other assets 105.0 118.4
Total assets $1,352.9 $1,245.6
Liabilities and Stockholders’ Equity
Current liabilities:
Accounts payable $ 103.7 $ 919
Accrued expenses 81.6 91.0
Income taxes payable 10.3 12.4
Current maturities of long-term debt 5.4 1.6
Dividends payable 3.3 33
Deferred income taxes 0.4 -
Total current liabilities 206.7 200.2
Long-term debt 486.0 488.3
Environmental Liabilities 73.8 52.8
Pensions and postretirement benefits 76.6 38.0
Deferred income taxes 25.9 26.7
Other long-term liabilities 9.3 8.6
Total liabilities 876.3 814.6
Stockholders’ equity:
Common stock, $1 par value; authorized, 60 million shares;
outstanding, 15.2 million shares 16.2 15.2
Additional paid-in capital 0.3 0.7
Unearned compensation - (0.9]
Accumulated other comprehensive loss (56.0) (92.5]
Retained earnings 517.1 508.5
Total stackholders’ equity 476.6 431.0
Total liabilities and stockholders’ equity $1,352.9 $1,245.6

The accompanying Notes to Consolidated Financial Statements are an integral part of the financial statements.
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CONSOLIDATED STATEMENTS OF INCOME
AND COMPREHENSIVE INCOME

For the years ended:

{in millions, except per share datal

December 29,

2002

December 30,

Chesapeake Corporation

2001

December 31,

2000

Income:
Net sales $822.2 $790.5 $ 654.7
Cost of products sold 664.2 629.3 508.3
Selling, general and administrative expenses 93.8 110.0 99.0
Restructuring/special charges 2.6 14.6 7.7
Other income, net 10.2 9.4 6.0
Income from continuing operations before interest,
taxes and extraordinary item 71.8 46.0 45.7
Interest expense, net 4£5.4 31.3 28.1
Income from continuing operations before taxes
and extraordinary item 26.4 14.7 17.6
Income tax expense 5.9 4.2 4.4
Income from continuing operations before extraordinary item 20.5 10.5 1.2
Discontinued operations:
Loss from discontinued cperations net of tax benefit
of $15.3 in 2000 - - (33.4]
Gain [loss) on disposal of discontinued operations,
net of tax expense [benefit) of $0.5, $68.4 and $(16.5) 1.4 113.0 (43.6)
Extraordinary item, net of income taxes of $0.9 - - {1.5)
Net income {loss) $ 21.9 $1235 $ (67.3)
Basic earnings per share:
Earnings from continuing operations before extraordinary item $ 1.36 $ 0.70 $ 071
Discontinued operations, net of income taxes 0.09 7.48 [4.87)
Extraordinary item, net of income taxes - - (0.10)
Basic earnings per share $ 1.45 $ 8.18 $ (4.26)
Diluted earnings per share:
Earnings from continuing operations before extraordinary item $ 1.35 $ 0.69 $ 0.70
Discontinued operations, net of income taxes 0.09 7.43 [4.81)
Extraordinary item, net of income taxes - - (0.09]
Diluted earnings per share $ 1.44 $ 8.12 $ (4.20)
Comprehensive income {loss):
Net income {loss) $ 21.9 $123.5 $ (67.3)
Other comprehensive income (loss):
Minimum pension tiability (net of taxes of $14.6, $5.2, and $0.5) (34.8) (11.5) 1.0
Foreign currency translation 72.1 {18.4) (55.1)
Change in fair market value of derivatives [net of taxes of $0.4 and $0.6) [0.8) [1.3) -
Comprehensive income (loss) $ 58.4 $ 923 $(121.4)

The accompanying Notes to Consolidated Financial Statements are an integral part of the financial statements.
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Chesapeake Corporation CONSOLIDATED STATEMENTS OF CASKH FLOWS

For the years ended: December 29, December 30, December 31,
2002 2001 2000
{in millions/
Operating activities:
Net income (loss) $21.9 $ 1235 $ (67.3)
Adjustments to reconcile net income [loss) to net cash
(used in) provided by operating activities:
(Gain) loss on disposal of discontinued businesses, net of taxes (1.4) (113.0) 43.6
Depreciation and amortization of goodwill 48.2 71.4 73.6
Deferred income taxes 7.2 (0.5) 4.1
Non-cash restructuring/special charges - 7.5 -
(Gain] loss on sale of property, plant and equipment (5.0 (7.5) 0.1
Extraordinary item, net of taxes - - 1.5

Changes in operating assets and liabilities, net
of acquisitions and dispositions:

Accounts receivable, net 1.1 {7.1) 28.5
Inventories 13.4 9.7 (3.2
Other assets 2.0 2.0 (7.6)
Accounts payable and accrued expenses (28.0] (51.1) (10.9]
Income taxes payable {9.5) (237.9] (25.7)
Other 2.6 (3.6) (5.6)

Net cash provided by [used in} operating activities 525 (206.6) 311

Investing activities:
Purchases of property, plant and equipment (51.2) (41.3) (77.3)
Acquisitions - (7.2) (413.1)
Proceeds from sale of businesses 24.9 4271 -
Proceeds from sales of property, plant and equipment 14.4 18.0 5.4
Other (0.5} 0.8 9.8
Net cash (used in] provided by investing activities (12.4) 397.4 (475.2)
Financing activities:

Net [payments] borrowings on credit lines {10.5) {311.8] 3121
Payments on long-term debt (26.5] (41.9] (185.1)
Proceeds from long-term debt 6.0 172.7 130.8
Debt issuance costs (0.6) (9.2) (4.0)
Purchases of outstanding common stock - - (71.3)
Dividends paid (13.3) (13.2) {14.0)
Other 0.4 1.5 0.2
Net cash (used in) provided by financing activities |464.5) (201.9) 168.7
Decrease in cash and cash equivalents (4.4) (11.1) {275.4}
Cash and cash equivalents at beginning of year 20.1 31.2 306.6
Cash and cash equivalents at end of year $15.7 $ 201 $ 312

The accompanying Notes to Consolidated Financial Statements are an integral part of the financial statements.
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CONSOLIDATED STATEMENTS OF CHANGES
[N STOCKHOLDERS' EQUITY

For the years ended:

fin millions)

Common stock:

December 29,

2002

December 30,

Chesapeake Corporation

2001

December 31,

2000

Balance, beginning of year $ 15.2 $ 15.1 $ 175
Purchases of common stock - - (2.5)
Issuance for employee stock plans - 0.1 0.1

Balance, end of year 15.2 15.2 15.1

Additional paid-in capital:

Balance, beginning of year 0.7 - -
Purchases of common stock - - (1.5]
Issuance for employee stock plans, net of forfeitures {0.4] 0.7 1.5

Balance, end of year 0.3 0.7 -

Unearned compensation:

Balance, beginning of year (0.9) (2.8) (4.8)
Compensation expense 0.2 0.6 1.2
Issuance for employee stock plans, net of forfeitures 0.7 1.3 0.8

Balance, end of year - (0.9) (2.8]

Accumulated other comprehensive loss:

Balance, beginning of year [92.5) (61.3) (7.2)
Currency translation adjustment 72.1 (18.4) (55.1)
Pension liability adjustment (34.8) (11.5) 1.0
Change in fair market value of derivatives {0.8) (1.3} -

Balance, end of year (56.0) (92.5) (61.3)

Retained earnings:

Balance, beginning of year 508.5 398.2 546.2
Net income [loss) 21.9 123.5 (67.3)
Cash dividends declared (13.3) (13.2) (13.4])
Purchases of common stock - - (67.3]

Balance, end of year 517.1 508.5 398.2

Stockholders’ equity, end of year $476.6 $431.0 $349.2

The accompanying Notes to Consolidated Financial Statements are an integral part of the financial statements.
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1 SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES

Financial Statement Presentation
The Consolidated Financial Statements include the
accounts and operations of Chesapeake Corporation and
all of its majority-owned subsidiaries ["Chesapeake”). Our
interests in 20 percent- to 50 percent-owned companies
are accounted for using the equity method unless control
exists, in which case, consolidation accounting is used. In
2001, we sold our principal businesses included in the
former Merchandising and Specialty Packaging segment
and our 5 percent equity interest in Georgia-Pacific Tissue,
LLC, which comprised our Tissue segment; these segments
are accounted for as discontinued operations. In 2000, we
restated the historical results of operations for this pre-
sentation [see Note 3}. Chesapeake now operates in three
business segments - Paperboard Packaging, Plastic
Packaging and Land Development. All significant inter-
company accounts and transactions are eliminated. Certain
prior-year amounts have been reclassified to conform to
current presentations.

Our 52-53 week fiscal year ends on the Sunday near-
est to December 31. Fiscal years 2002, 2001 and 2000
contain 52 weeks.

Use of Estimates

The preparation of consoclidated financial statements in
conformity with United States generally accepted account-
ing principles {"GAAP"] requires management to make
extensive use of estimates and assumptions that affect the
reported amounts and disclosures. These estimates include,
but are not limited to, the estimated loss on disposition of
discontinued operations, allowances for bad debts and
inventory obsolescence, environmental remediation costs,
restructuring costs, loss contingencies for litigation, income
taxes and tax valuation reserves, fair vatues of financial
instruments, estimates of future cash flows associated with
assets, asset impairments including goodwill and deter-
minations of discount and other assumptions for pension
and postretirement benefit expenses. Actual results could
differ from these estimates.

Revenue Recognition

Chesapeake recognizes revenue from our packaging busi-
nesses in accordance with Staff Accounting Bulletin No. 107.
Revenue from the sale of products is recognized upon
passage of title to the customer, which is generally at the
time of product acceptance by the customer provided that:
there are no uncertainties regarding customer acceptance;
persuasive evidence of an arrangement exists; the sales
price is fixed and determinable; and collectibility is deemed
probable. We recognize sales of land when all conditions have

MNOTES TO CONSOLIDATED FINANCIAL STATEMENTS

occurred, as set forth in Statement of Financial Accounting
Standards No. &6, Accounting for Sales of Real Estate.

Foreign Currency Translation

Our consolidated financial statements are reported in U.S.
dollars. Assets and liabilities of foreign subsidiaries are
translated using rates of exchange at the balance sheet
date and related revenues and expenses are translated at
average rates of exchange in effect during the year.
Resulting cumulative translation adjustments have been
recorded as a separate component within accumulated
other comprehensive loss of shareholders’ equity. Realized
gains and losses resutting from foreign currency transac-
tions are included in net income.

Inventories
Inventories are valued at the lower of cost or market,
determined principally by the average cost method.

Allowances for Receivables

An allowance for doubtful accounts is recorded for esti-
mated losses resulting from the inability of our customers
to make required payments. If the financial condition of
our customers were to deteriorate, resulting in an
impairment of their ability to make required payments,
increases to our allowances may be required.

Property, Plant and Equipment

Property, plant and equipment is stated at cost, less
accumulated depreciation. The costs of major rebuilds
and replacements of plant and equipment are capitalized,
and the costs of ordinary maintenance and repairs are
charged to income as incurred. The costs of software
developed or obtained for internal use are capitatized.
When properties are sold or retired, their costs and the
related accumulated depreciation are removed from the
accounts, and the gains or losses are reflected in income.
Depreciation for financial reporting purposes is computed
principally by the straight-line method over the estimated
useful asset lives, which range from 10 to 40 years for
buildings and improvements and generally 5 to 20 years
for machinery and equipment. Depreciation expense from
continuing operations was $48.2 million in 2002, $45.9 mit-
lion in 2001 and $41.5 mitlion in 2000,

We periodically evaluate the fair value of long-lived
assets, including property, plant and equipment, relying
on a number of factors including operating results, busi-
ness plans, economic projections and anticipated future
cash flows. An impairment of the carrying value of an
asset is recognized whenever the undiscounted cash flows
are estimated to be less than its carrying value.
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Goodwill

We adopted the provisions of SFAS 142, Goodwill and
Other intangible Assets, as of December 31, 2007, the
beginning of Chesapeake’s fiscal year 2002. In accordance
with this statement, amortization of goodwill was discon-
tinued as of December 31, 2001 and management reviews
the recorded value of our goadwill annually, or sooner if
events or changes in circumstances indicate that the
carrying amount of our reporting units may exceed their
fair values. To determine fair value, management projects
future cash flows produced by the reporting units. The
projections of future cash flows are necessarily dependent
upon assumptions about our performance and the econ-
omy in general. We performed our annual evaluation of our
goodwill for all reporting units as of December 1, 2002.
Based on our analysis using projected future cash flows
through 2006, we concluded that this amount is realizable.
Due to uncertain market conditions, it is possible that
forecasts used to support our valuation may change in the
future, which could result in additional non-cash charges
that would adversely affect our results of operations
and financial condition. See Note 4 to the Consolidated
Financial Statements.

Financial Instruments

Cash and cash equivalents include highly liquid, tempo-
rary cash investments with original maturities of three
months or less. The carrying amounts of temporary cash
investments, trade receivables and trade payables approx-
imate fair value because of the short maturities of the
instruments.

Financial instruments that potentially subject us to
concentrations of credit risk consist principally of tempo-
rary cash investments and trade receivables. We place
temporary cash investments in high-quality financial
instruments and, by policy, limit the amounts of credit
exposure related to any one instrument. Concentrations of
credit risk in regard to trade receivables are limited due to
the large number of customers and their dispersion
across different industries and countries.

Chesapeake uses derivative instruments to manage
exposures to foreign currency and interest rate risks. Our
objectives for utilizing derivatives are toc manage these
risks using the most effective methods to eliminate or
reduce the impacts of these exposures. We record all
derivative instruments on the balance sheet as assets or
tiabilities, measured at fair market vatue. Derivatives that
are not designated as hedges must be adjusted to fair value
through other operating income. If the derivative is a
hedge, depending on the nature of the hedge, changes in
the fair value of the derivative will either be offset against

CSK 2002 AR p32

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

the change in fair value of the hedged assets, liabilities or
firm commitments through earnings in the same line item
as the impact of the hedged item or recognized in other
comprehensive income until the hedged item is recog-
nized in earnings. However, if a derivative is used as a
hedge of a net investment in a foreign operation, its
changes in fair value, to the extent effective as a hedge,
are recorded in accumulated other comprehensive
income. The ineffective portion of any derivative’s change
in fair value will be immediately recognized in earnings.
Cash flows resulting from the settlement of derivatives
used as hedging instruments are included in net cash flows
from operating activities. Chesapeake principally hedges
against these exposures using forward exchange contracts
and interest rate swaps. The contracts that have been
designated as hedges of anticipated future cash flows will
be marked to market through other comprehensive income
[balance sheet adjustments] until such time as the related
forecasted transactions affect earnings. The fair value esti-
mates are based on relevant market information, including
current market rates and prices. Fair value estimates for
interest rate swaps are provided to Chesapeake by banks
known to be high-volume participants in this market. We
document relationships between hedging instruments and
hedged items, and link derivatives designated as fair value,
cash flow or foreign currency hedges to specific assets
and liabilities or to specific firm commitments or fore-
casted transactions. We also assess and document, both
at the hedge’s inception and on an ongoing basis, whether
the derivatives that are used in hedging transactions are
highly effective in offsetting changes in fair values or cash
flows associated with the hedged items.

Income Taxes

Income taxes are accounted for in accordance with SFAS
No.109, Accounting for Income Taxes, which requires us
to recognize deferred tax assets and liabilities for the
future tax conseguences of events that have been included
in the Consclidated Financial Statements. Deferred tax
liabilities and assets are determined based on the dif-
ferences between the book values and the tax basis of
particular assets and liabilities, using tax rates in effect
for the years in which the differences are expected to
reverse. Assets are only recorded if, in management’s
apinion, it is “more likely than not” that we will realize
such benefits.




Stock Options
Chesapeake uses the intrinsic-value-based method of
accounting for our stock option plans. Under the intrinsic-
value-based method, compensation cost is the excess, if
any, of the quoted market price of the stock at grant date
over the amount an employee must pay to acquire the
stock. Chesapeake generally grants stock options with an
exercise price equal to the market value of the common
stock on the date of grant.

The Black-Scholes option pricing model was used to
estimate fair value as of the date of grant using the follow-
ing assumptions:

2002 2001 2000
Dividend yield 3.1% 4.0% 3.0%
Risk-free interest rates 4.6% 4.4% 4.8%
Volatility 32.5% 30.7% 30.3%
Expected option term {years) 5.5 5.0 6.0
Number of

Stock Options

Weighted-average fair value of
options granted during the year:

2000 $7.06
2001 $5.58
2002 $7.65

Had the compensation cost for our stock option plans
been determined based on the fair value at the grant
date, rather than the intrinsic value method, our pro forma
amounts would be as follows:

{in millions, except per share datal 2002 2001 2000

Stock-based compensation
expense, net of tax, included
in net income (loss) as reported
Net income (loss] as reported
Pro forma stock-based
compensation expense,
net of tax 1.7 1.8 1.7

$ 0.1
21.9

$ 03
1235

$ 07
(67.3}

Pro forma net income (loss) 20.2  121.7 (69.0)
Earnings per share
As reported:
Basic $1.45 $ 818 $(4.2¢)
Diluted 1.44 8.12 (4.20)
Pro forma:
Basic $1.34 $ 8.06 $(4.37)
Diluted 1.33 8.01 {4.31)

Pro forma disclosures for stock option accounting
may not be representative of the effects on reported net
income in future years.
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New Accounting Pronouncements

in August 2001, the FASB issued Statement of Financial
Accounting Standards No. 143 ["SFAS 143"), Accounting
for Asset Retirement Obligations. SFAS 143 addresses
financial accounting and reporting for obligations associ-
ated with the retirement of tangible long-lived assets and
related asset retirement costs. SFAS 143 is effective
for financial statements with fiscal years beginning after
June 15, 2002, and is not expected to have a material impact
on our financial statements.

in April 2002, the FASB issued Statement of Financial
Accounting Standards No. 145 ["SFAS 145"), Rescission of
FASB Statements No. 4, 44, and 64, Amendment of FASB
Statement No. 13, and Technical Corrections. Statement 4
required all gains and losses from extinguishment of debt
to be aggregated and, if material, be classified as an
extraordinary item, net of related income tax effect. Under
SFAS 145, the criteria in APB Opinion 30 will now be used
to classify those gains and losses. Chesapeake witl adopt
SFAS 145 as of the beginning of fiscal year 2003, and does
not expect it to have a material impact on our financial
statements.

In June 2002, the FASB issued Statement of Financial
Accounting Standards No. 146 ("SFAS 146°), Accounting for
Costs Associated with Exit or Disposal Activities. SFAS 146
addresses financial accounting and reporting for costs
associated with exit or disposal activities and nullifies
Emerging lIssues Task Force (EITF) Issue No. 94-3,
Liability Recognition for Certain Employee Termination
Benefits and Other Costs to Exit an Activity lincluding
Certain Costs Incurred in a Restructuring). Under EiTF
Issue 94-3, a liability for an exit activity was recognized
at the date of an entity’s commitment to an exit plan.
SFAS 146 requires that a liability for a cost associated with
an exit or disposal activity be recognized when the liabil-
ity is incurred. SFAS 146 is effective for exit or disposal
activities that are initiated after December 31, 2002, and is
not expected to have a material impact on Chesapeake's
financial statements.

In November 2002, the FASB approved FASB
Interpretation No. ("FIN") 45, Guarantor’s Accounting and
Disclosure Requirements for Guarantees, Including
Indirect Guarantees of Indebtedness of Others. FIN 45
elaborates on the existing disclosure requirements for
most guarantees, including loan guarantees such as
standby letters of credit. It also clarifies that at the time a
company issues a guarantee, the company must recognize
an initiat liability for the fair value, or market value, of the
obligations it assumes under that guarantee and must
disclose that information in its interim and annual finan-
cial statements. FIN 45 is effective on a prospective basis
to guarantees issued or modified after December 31, 2002.
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The disclosure requirements of FIN 45 are effective for
financial statements of interim or annual periods ending
after December 15, 2002. We have adopted this inter-
pretation as of December 29, 2002, and it did not have a
material impact on our consolidated financial statements.
See Note 14.

In December 2002, the FASB issued Statement of
Financial Accounting Standards No. 148 ("SFAS 148"
Accounting for Stock-Based Compensation -Transition
and Disclosure, an amendment of FASB Statement No. 123.
SFAS 148 provides alternative methods of transition for a
voluntary change to the fair value based method of
accounting for stock-based employee compensation. In
addition, it requires prominent disclosure about the effects
on reported net income of an entity’s accounting policy
decisions with respect to stock-based employee compen-
sation. SFAS 148 is effective for fiscal years ending after
December 15, 2002. Chesapeake adopted SFAS 148 for the
fiscal year ended December 29, 2002, and it did not have a
material impact on our financial statements. Chesapeake
continues to use the intrinsic-value-based method of
accounting for stock-based employee compensation as
prescribed by APB Opinion No. 25.

tn January 2003, the FASB issued FIN 46, Consolidation
of Variable Interest Entities. FIN 46 addresses when a
company should include in its financial statements the
assets, liabilities and activities of a variable interest entity.
it defines variable interest entities as those entities with a
business purpose that either doesn’t have any equity
investors with voting rights, or has equity investors that
don't provide sufficient financial resources for the entity to
support its activities. FIN 46 also requires disclosures about
variable interest entities that a company is not required to
consolidate, but in which it has a significant variable inter-
est. FIN 46 consolidation requirements are effective for all
variable interest entities created after January 31, 2003 and
to pre-existing entities in the first fiscal year or interim
period beginning after June 15, 2003. Certain disclosure
requirements are effective for financial statements issued
after January 31, 2003. We do not expect this Interpretation
to have a material impact on our financial statements.

2 ACQUISITIONS

2007

During the first quarter of 2001, Field Group plc ("Field
Group”l, a wholly owned subsidiary of Chesapeake, acquired
the in-house carton printing operations of British American
Tobacco in Bremen, Germany.
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2000

On October 10, 2000, we completed the acquisition of First
Carton Group Limited (“First Carton”], a paperboard pack-
aging supplier for the premium branded food and drinks
markets, for approximately $69 million plus the assump-
tion of $50 million of debt. First Carton had operations in
six locations in the United Kingdom and Germany. The
purchase price for the acquisition was paid through
borrowings under our senior credit facility and the
issuance of loan notes.

On February 24, 2000, we completed our acquisition
of substantially all of the outstanding capital shares of
Boxmore International PLC ["Boxmore”), a paperboard
and plastic packaging company headquartered in Belfast,
Northern Ireland. The acquisition was effected through
a tender offer by Chesapeake UK Acquisitions Il PLC
["Chesapeake UK [I"}, a wholly owned subsidiary of
Chesapeake, for all of the outstanding capital shares of
Boxmore at a purchase price of approximately £2.65 per
share. The tender offer represented a value of approx-
imately $319 million for Boxmore's outstanding share
capital. The purchase price for Boxmore's capital shares
was paid in cash of approximately $234 million, and approx-
imately $85 million in unsecured loan notes ["Loan
Notes"] issued to certain Boxmore shareholders. The Loan
Notes bear interest at a variable rate per annum equal to
the LIBOR rate for six-month British pound deposits less
one-half of one percent, are redeemable in whole or part
at the option of the holders on each biannual interest
payment date commencing February 28, 2001, and, if not
earlier redeemed, mature on February 28, 2005. Under
the terms of our current credit facility, Chesapeake is
required to pay a loan guarantee fee on the outstanding
Loan Note balance.

During 2000, we also completed the acguisitions of
Lithoprint Holdings Limited, a Scottish supplier of wet
applied labels and commercial printing; Green Printing
Company, Inc., a specialty packaging producer and
printer in Lexington, North Carclina; and a corrugated
container facility in Warren County, North Carolina, and
finalized the formation of a joint venture with Georgia-
Pacific Corporation (“G-P”), in which the two companies
combined their litho-laminated graphic packaging busi-
nesses. The Warren County facility and the litho-laminated
joint venture were part of our former Merchandising and
Specialty Packaging segment that is accounted for as a
discontinued operation.




Summary
Each of the acquisitions has been accounted for using the
purchase method and is included in the resutts of opera-
tions since the purchase date, except for those businesses
included in discontinued operations. The purchase prices
have been allocated to the assets acquired and liabilities
assumed based on their estimated market values at the
respective dates of acquisition. The purchase prices for
the acquired companies exceeded the fair value of net
assets acquired by approximately $0.7 mitlion in 2001,
and $373.9 million in 2000. Through December 30, 2001,
amounts related to continuing operations were amortized
on a straight-line basis over 40 years. See Note 4 for the
current accounting policy for goodwill.

The purchase prices for all acquisitions have been
allocated to the acquired net assets as summarized below:

{in miltions] M
Acquisitions:
Fair value of assets acquired $ 7.2 $6575
Liabilities assumed or created - [234.6)
Cash acquired - (9.8}
Cash paid for acquisitions, net $ 7.2 $4131
Dispositions:
Fair value of assets sold $456.1 % -
Non-cash consideration received (29.0) -
Cash received from sale
of businesses $4271 % -

3 DISCONTINUED OPERATIONS
In the fourth quarter of 2000, we decided to sell the principal
businesses that were included in our former Merchandising
and Specialty Packaging segment and the remaining interest
in our former Tissue segment, a 5 percent equity interest
in Georgia-Pacific Tissue, LLC (the "Tissue JV'). These
segments are accounted for as discontinued operations.
The businesses that made up the Merchandising and
Specialty Packaging segment were:

* Chesapeake Display and Packaging Company, sold on
July 30, 2001, to CorrFlex Graphics, LLC, and Chesapeake
Display and Packaging Company (Canadal Limited, sold
on October 4, 2001, to Atlantic Decorated & Display
Inc.; each of these businesses designed, manufactured,
assembled and packed temporary and permanent point-
of-purchase displays.

» Consumer Promotions International, Inc. ["CPI"}, which
designed, manufactured and assembled permanent
point-of-purchase displays, sold on October 15, 2001, to
a management investment group.

* Chesapeake Packaging Co., which designed and manu-
factured corrugated shipping containers and other
corrugated packaging products, sold on May 18, 2001,
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to Inland Paperboard and Packaging, inc., a subsidiary
of Temple-intand, Inc.

¢ The 46 percent interest in Color-Box LLC, a joint venture
with G-P, which designed and manufactured litho-
laminated corrugated graphic packaging, sold in two
transactions finalized in November 2001 to G-P.

Our 5 percent interest in the Tissue JV was sold to G-P
on March 2, 2001. Consideration for this sale was received
for our agreement to terminate the joint venture, our owner-
ship interest and certain indemnifiable deferred tax liabilities.
As a result of the sale, approximately $179 million of deferred
income taxes became current income taxes payable.

The consideration for these discontinued operations
consisted of cash proceeds of approximately $427.1 million
and promissary notes of approximately $42.6 mitlion. During
2002, we received cash prepayments on these promissory
notes of $24.9 million. As of December 29, 2002, there
were remaining note batances of $16.7 million due from
CP! that are collateralized by subordinated liens on sub-
stantiatly all of CPI's U.S. assets. In accordance with the
terms of the CPI term note, the principal balance has been
adjusted for the working capital settlement related to the
sale and accrued interest. Included in the promissory notes
was a $13.6 million performance note received from
CPl which is payable based on the financial performance
of CPI during the period from October 15, 2001, through
October 10, 2006. The performance note has been fully
reserved because payments due on it are contingent on
future events.

Net cash proceeds from the sales of discontinued
operations were used to pay down debt and pay taxes
related to the sales.

Summarized results of discontinued operations are
shown separately in the accompanying consolidated
financial statements, except for the consolidated state-
ments of cash flows, which summarize the activity of
continuing and discontinued operations together. Net
sales from discontinued cperations were $196.9 million
and $407.4 million in 2001 and 2000, respectively. In fiscal
2000, Chesapeake recognized an after-tax loss on disposal
of discontinued operations of $43.6 million. In fiscal 2001,
we recognized additional after-tax losses relating to the
sales of discontinued operations of $27.6 million and an
after-tax gain on the sale of the Tissue JV of $140.6 mil-
lion, for a net gain of $113.0 million for the year.

In fiscal 2002, we recognized an after-tax decrease of
$1.4 million in the estimated net loss, primarily related to
the settlement of accrued obligations associated with the
discontinued operations. The revised estimated net loss
on disposal was $49.8 million after taxes, consisting of
asset valuation losses of $73.6 million, severance and exit
costs of $12.1 million, holding period losses of $25.7 million,

p35 CSK2002AR




net of a tax benefit of $41.6 million. Interest costs charged
to discontinued operations were $6.6 million and $11.0 mil-
tion for 2001 and 2000, respectively. Interest costs include
charges for debt specifically identified with the discon-
tinued operations and an allocated amount based on the
relationship of net assets to be discontinued to the sum of
consolidated net assets plus nonallocable debt.

4 GoobwiLL

Chesapeake adopted the previsions of SFAS 142 in the first
quarter of 2002. We made determinations as to what our
reporting units are and what amounts of goodwill and other
assets and liabilities should be allocated to those reporting
units. We completed the transitional impairment test,
which did not result in impairment of recorded goodwill. In
accordance with this statement, amortization of goodwill
was discontinued as of December 31, 2001. A reconciliation
of previously reported net income and earnings per share
to the amounts adjusted for the exclusion of goodwilt amor-
tization related to continuing and discontinued operations,
net of the related income tax effect, follows:

Dec. 29, Dec.30, Dec. 31,

{in mitlians, except per share datal 2002 2001 2000
Reported income (loss) before

extraordinary item $21.9 $123.5 $(65.8)

Goodwill amortization, net of tax - 16.3 14.7

Adjusted income {loss) before
extraordinary item $21.9 $139.8  $(51.1)

Reported net income [loss) $21.9 $123.5 $(67.3)
Goodwill amartization, net of tax - 16.3 14.7

Adjusted net income [loss] $21.9 $139.8 $(52.6)
Basic earnings per share:
As reported $1.45 $ 818 $(4.26)

Goodwill amortization, net of tax - 1.08 0.93

Adjusted basic earnings per share $1.45 $ 9.26 $(3.33)
Diluted earnings per share:
As reported $1.46 $ 812 $[4.20)

Goodwill amortization, net of tax - 1.07 0.92
Adjusted diluted earnings per share  $1.44 $ 9.19  $(3.28]

The carrying value of goodwill at December 31, 2001,
the date of our adoption of SFAS 142, of $529.4 miltion was
composed of $4771 million related to the Paperboard
Packaging segment and $52.3 million related to the Plastic
Packaging segment. At December 29, 2002, the goodwill
balance of $583.8 million consisted of $526.0 million
related to Paperboard Packaging and $57.8 million related
to Plastic Packaging. The increase in the carrying value of
goodwill since December 31, 2001, was due to changes in
foreign currency translation rates. The annual evaluation,
performed as of December 1, 2002 for all reporting units,
did not indicate an impairment should be recognized on the
recorded value of goodwill.
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5 RESTRUCTURING/SPECIAL CHARGES
The following table sets forth the details of our restruc-
turing/special charges recognized in 2002 and 2001:

Paperboard Plastic

fin miltions! Packaging Packaging Corporate Total

2001 provision:

Employment reduction $28 $18 $74 %120

Facility closures - - 0.7 0.7

Asset held for sale - - 1.9 1.9

2.8 1.8 10.0 14.6

Non-cash items - - (6.5) (6.5)
Cash payments in 2001 [0.6) (0.2) (0.9) (1.7)
Foreign currency

transtation {0.1) - - (0.1}
Balance
December 30, 2001 2.1 1.6 2.6 6.3
2002 provision:

Employment reduction 2.6 - - 2.6

Cash payments in 2002 (3.9) (1.3) {2.6) (7.8)
Foreign currency

translation/other 0.1 {0.3) - 0.2)
Balance

December 29, 2002 $0.9 $ - $ - $09
2002

The Paperboard Packaging segment recorded a charge of
approximately $2.6 million in 2002 for severance costs for
approximately 120 employees related to the closure of a
facility in England and the consolidation of two facilities in
Scotland. As of December 29, 2002, approximately 108 em-
ployees have received severance benefits and a balance of
$0.3 million remains in the reserve. We expect the remain-
ing reserve to be substantially utilized during the first
quarter of 2003.

2001
The 2001 restructuring/special charges of $14.6 million
before income taxes consisted of the following:

s As a result of the sales of discontinued operations,
we implemented a restructuring program to reduce
corporate overhead. Approximately $9.2 million was
recognized for costs associated with a salaried staff
reduction of approximately 50 positions, achieved primar-
ily through a voluntary separation program. The voluntary
separation program benefits were funded primarily by
surplus assets of our U.S. defined benefit salaried pension
plan. Approximately $2.6 million was recognized for the
elimination of two corporate office sites and the reduc-
tion of the carrying value of a corporate aircraft that was
sold in January 2002. As of December 29, 2002, the
reserve has been fully utilized, and approximately 50
employees have received severance benefits.

.




* The Paperboard Packaging segment incurred approxi-
mately $2.8 miilion of severance costs for approximately
100 employees, primarily as a result of the integration
of its recent acquisitions. As of year end, approximately
90 employees have received severance benefits and 2
balance of approximately $0.6 million remains in the
reserve. We expect the remaining reserve to be sub-
stantially utilized during the first quarter of 2003.

Chesapeake also recorded a $3.4 million reserve on
the opening balance sheet for the First Carton acquisition.
The reserve consisted of severance costs of $3.0 mitlion
for approximatety 130 employees and exit costs of $0.4 mit-
lion associated with the closure of one operating location.
Substantially all severed employees have received sever-
ance benefits and the reserve for this plan has been fully
utilized as of December 29, 2002.

2000

The following table sets forth the details of activity in
Chesapeake’'s restructuring/special charges accrual
recognized in 2000 and 1999.

Paperboard
{in millions}] Packaging Corporate Total
1999 provision as of
December 31, 1999 $8.6 $69 $155
2000 provision 2.6 5.1 7.7
Cash payments in 2000 (7.9) (8.4 (163
Cash payments in 2001 (2.5 (3.6 (6.1)
Foreign currency iranslation [0.6) - {0.6)
Balance December 30, 2001 0.2 - 0.2
Cash payments in 2002 (0.1} - (0.1)

Foreign currency
translation/other (0.1) - (0.1)
Balance December 29, 2002 $ - $ - 3% -

The 2000 restructuring/special charges of $7.7 million
before income taxes consisted of the following:

* We revised our cost estimate to respond to an unso-
licited proposal by Shorewood Packaging Corporation
("Shorewood”) to acquire Chesapeake.

¢ In connection with the acquisition of First Carton, the
Paperboard Packaging segment decided to close one of
its operating facilities to eliminate excess capacity.
Included in the costs of closure were severance expenses
for approximately 160 employees and exit costs, which
were offset in part by a pension termination benefit.

The 1999 and 2000 reserves have been fully utilized.
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6 INVENTORIES
Year-end inventories consist of:

{in mitlions/ 2002 2001
Finished goods $ 58.1  $56.9
Work-in-process 18.9 19.1
Materials and supplies 25.4 22.3
Total $102.6 %983
7 LONG-TERM DEBT

Long-term debt at year-end consists of:

{in millions) 2002 2001
Notes payable - banks:

Credit lines, average interest 7197% $ 25.7 $ 349

Term loans, average interest 3.503% 17.9 9.6
Unsecured notes:

9.875% notes, due 2003 31.9 33.6
7.20% notes, due 2005 85.0 85.0
10.375% Senior Subordinated Notes,

due 2011 184.5 166.9
Loan notes, average interest 5.492%,

due 2005-2006 86.8 92.2
IDA notes, average interest 6.297%,

due 2019 50.0 50.0
Other debt, average interest 7.006% 9.6 17.7
Total debt 4914 4899
Less current maturities 5.4 1.6

Total long-term debt $486.0 $488.3

Principal payments on debt for the next five years are:
2003, $53.0 million; 2004, $4.1 million; 2005, $181.6 million;
2006, $13.0 million; and 2007, $0.7 million. The majority of
maturities due in less than one year, including $31.9 mil-
lion for the 9.875% notes, are classified as long-term debt
due to the availability of long-term financing under our
senior credit facility and our intent to refinance these
maturities as required.

Chesapeake maintains credit lines with several banks,
domestically and internationally, maturing in 2004 to 2005,
under which we can borrow up to $253.9 mitlion. Amounts
available to be borrowed under the tines of credit are limited
by the amount currently borrowed, amounts utilized to
guarantee loan notes ($74.7 million at December 29, 2002)
and the amounts of outstanding letters of credit ($9.1 mil-
lion at December 29, 2002). Nominal facility fees are paid on
the credit lines and interest is charged, primarily at LIBOR
plus a margin based on our leverage ratio. We are
required to pay a loan guarantee fee, which varies based on
our leverage ratio, on the outstanding loan note balance
issued in connection with the Boxmare and First Carton
acquisitions. Other lines of credit totaling $36.0 million are
maintained with several banks on an uncommitted basis.

p37  CSK2002 AR




Because of the availability of long-term financing under the
terms of the senior credit facility, certain borrowings under
uncommitted and short-term credit lines have been clas-
sified as long-term debt.

On November 19, 2001, Chesapeake announced
the sale of £115 million of our 10% percent Senior
Subordinated Notes due 2011 (the “Subordinated Notes”).
The Subordinated Notes were sold through institutional
private placements. We used the net proceeds from the
sale of the Subordinated Notes, which were $159.2 million
after issuance costs, to repay outstanding borrowings
under our senior bank credit facility. Concurrently with the
placement of the Subordinated Notes, we amended and
restated our $250 million senior credit facility to reset
certain financial covenants relating to leverage and inter-
est coverage based on our new leverage position. The
senior credit facility is collateralized by a pledge of the
inventory, receivables and intangible assets of our U.S.
subsidiaries, and is guaranteed by each material United
States and United Kingdom subsidiary.

Certain of our loan agreements include provisions
permitting the holder of the debt to require us to repur-
chase all or a portion of such debt outstanding upon the
occurrence of specified events involving a change of
control or ownership. In addition, our loan notes include
provisions permitting the holder to require repayment of
the notes on certain biannual interest payment dates.
Because of the availability of long-term financing through
our senior credit facility and our intention to refinance any
put loan notes, these borrowings have been classified as
long-term debt. In addition, the loan agreements contain
customary restrictive covenants, including covenants
restricting, among other things, our ability, and our
subsidiaries’ ability, to create liens, merge or consolidate,
dispose of assets, incur indebtedness and guarantees,
repurchase or redeem capital stock and indebtedness,
make capital expenditures, make certain investments or
acquisitions, enter into certain transactions with affiliates
or change the nature of our business. The senior credit
facility also contains several financial maintenance
covenants, including covenants establishing a maximum
leverage ratio, maximum senior leverage ratio, minimum
tangible net worth and @ minimum interest coverage ratio.
We were in compliance with all of our debt covenants as of
the end of the fourth quarter of 2002.

Chesapeake's loan agreements include covenants
that may affect our ability to pay dividends on our common
stock. The most restrictive of these covenants is included
in the Subordinated Notes, which limits our ability to make
“restricted payments,” such as paying dividends on our
common stock and making investments in entities other
than certain subsidiaries of Chesapeake. At December 29,
2002, under the most restrictive provisions of the restricted
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payments covenant, we had $27.4 million available to pay
cash dividends on our common stock. This covenant is
adjusted periodically based on our financial performance.
We do not expect that the covenant will materially limit
our ability to pay dividends, in accordance with our current
dividend policy, for the foreseeable future.

We have estimated the fair value of long-term debt
at December 29, 2002, and December 30, 2001, to be
$478.4 million and $493.4 million, respectively, compared
to book values of $486.0 million and $488.3 million,
respectively. The fair value is based on the quoted market
prices for similar issues or current rates offered for debt
of the same or similar maturities.

8 FINANCIAL INSTRUMENTS AND
RISK CONCENTRATIONS

Chesapeake's strategy is to optimize the ratio of our fixed
to variable rate financing to maintain an acceptable level
of exposure to the risk of interest rate fluctuation. To
obtain this mix, we use interest rate swaps that have the
effect of converting our specific debt obligations from
variable to fixed rate, or vice versa, as required. We have
entered into interest rate swap agreements under which we
pay to counterparties a fixed interest rate and the coun-
terparties pay us a variable interest rate based on LIBOR
on a notional principal amount of $113.5 million as of
December 29, 2002, and $150.3 million as of December 30,
2001. These contracts mature in March 2003 and
November 2004 and the weighted-average pay rate and
receive rate under the interest rate contracts were
6.12 percent and 4.05 percent, respectively, for the year
ended December 29, 2002, and were 6.15 percent and
4.17 percent, respectively, for the year ended December 30,
2001. We have estimated the fair value of the interest
rate swap agreements to be a liability of approximately
$3.1 million as of December 29, 2002, and $2.9 million as
of December 30, 2001. The offset for the liability was
recorded in other comprehensive income net of taxes each
year. The fair value of interest rate agreements was
determined using @ model that estimates fair values at
market rates, or was based upon quoted market prices for
similar agreements with similar maturities.

We manage our foreign currency exposure primarily
by funding certain foreign currency denominated assets
with liabilities in the same currency and, as such, certain
exposures are naturally offset. We periodically enter into
forward contracts that mature in one year or less to hedge
specific purchase commitments. As of December 29, 2002,
and December 30, 2001, we had no material foreign cur-
rency derivative instruments outstanding.




9 INCOME TAXES
Income tax expense {benefit] consists of:
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The components of income before taxes and extraor-
dinary items are:

{in mitlions} 2002 2001 2000 {in millions) 2002 2001 2000
Currently (receivable) payabte: Domestic $019.2) $(16.2) $(59]
Federal $(9.7) $(3.46) $(8.3) Foreign 45.4 30.9 23.5
State (1.6} {2.7) {2.0} Income before taxes and
Foreign 10.0 11.0 9.0 extraordinary items $264 $147  $176
Defzs:z;?umm 1.3) 47 13l Undistributed earnings of our foreign subsidiaries
Federal 5.1 (2.4] 49 amounted to approximatgly $77 million as of D'ecember 29,
State (1.3) 04 09 2002', and our intention is to.permanently reinvest these
Foreign 34 i5 19 earnings. Accordingly, no provn;ion has been made.for taxes
Total deferred 72 05) 77 Fh;t may b_e payable upon rgmlttance of such earnings, nor
Total income taxes $59 542 $64 is it practicable to determine the amount of any liability.

Significant components of the year-end deferred
income tax assets and liabilities are:

{in miltions] 2002 2001
Postretirement medical benefits $ 43 $ 59
Accrued liabilities 9.2 9.6
Tax carryforward benefits 6.6 55
Pension accrual 11.9 0.8
Vatuation allowance (7.7) (5.5)
Other 25 3.5

Deferred tax assets 26.8 19.8
Accumulated depreciation (51.2)  (42.8)
Other (1.9] (1.5)

Deferred tax liabilities {53.1)  [44.3)

Net deferred taxes $(26.3] $(24.5)

The valuation altowance relates to foreign income tax
credit carryforwards that expire in 2006 and to deferred
tax assets that potentially will not be realized due to tax
loss carryover limitations.

The differences between our effective income tax rate
and the statutory federal income tax rate are:

2002 2001 2000

Federal income tax rate 35.0% 35.0% 35.0%
State income tax, net of

federal income tax benefit (5.4)  [(10.5] {4.0)
Goodwill and other purchase

accounting adjustments - 26.6 20.0
Foreign tax rate difference (7.1 (15.0) (7.6)
Tax credits benefited - (8.5) -
Foreign losses not benefited - - 1.7
Valuation allowance for deferred

tax assets 4.2 - -
Other, net (4.4) 1.0 {8.5)
Consolidated effective

income tax rate 22.3% 28.6%  36.6%

Our domestic and foreign tax filings are subject to
periodic reviews by the collecting agencies. We believe any
potential adjustments resulting from these examinations
will not have a material effect on Chesapeake's results of
operations or financial position.

10 EMPLOYEE RETIREMENT AND

POSTRETIREMENT BENEFITS
Chesapeake maintains several noncontributory defined
benefit retirement plans covering substantially all U.S. and
certain foreign employees. Pension benefits are based
primarily on the employees’ compensation and/or years of
service. Annual pension costs have been actuarially
determined as of September 30, 2002 and 2001. The net
pension expense includes amortization of prior service
costs over periods of the greater of 15 years or the aver-
age remaining employee service period.

We also provide certain healthcare and life insurance
benefits to certain U.S. hourly and salaried employees
who retire under the provisions of our retirement plans.
We do not pre-fund these benefits.
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The following schedules present the changes in the plans’ benefit abligations and fair values of assets for 2002 and 2001:

Postretirement Benefits

Pension Benefits Other Than Pensions

u.

S. Plans

Non-U.S. Plans

(in miltions/ 2002

2002 2001 2002 2001

2001

Benefit obligation at beginning of year $61.0 $69.9 $201.7 $194.4 $15.5 $ 1441
Service cost 0.3 1.4 5.0 5.7 - -
Interest cost 4.2 5.0 1.9 11.0 1.1 1.0
Plan participants’ contributions - - 2.6 2.7 0.1 0.2
Actuarial [gain) loss 1.0 3.9 4.7 3.7 23 3.7
Curtailments - (3.9) - - - (1.7)
Settlements - (11.6) - (0.8] - -
Special termination benefits - 2.7 - - - 0.4
Exchange rate changes - - 15.9 [5.5) - -
Benefits paid (6.7} (6.4) (7.8} (9.5) (2.3) (2.2]
Benefit obligation at end of year $59.8 $61.0 $234.0 $201.7 $16.7 $ 155

Fair value of plan assets at beginning of year

$86.0 $149.5 $198.7

Actual return on plan assets (4.2) (14.1) (23.2) (40.3) - -
Employer contributions 3.4 33 7.6 b4 2.2 2.0
Plan participants’ contributions - - 2.6 2.7 0.1 0.2
Settlements - (12.2) (0.2) (0.6} - -
Exchange rate change - - 14.5 {5.9) - -
Benefits paid 16.7) (6.4) (7.8 (9.5) (2.3) (2.2)
Fair value of plan assets at end of year $ 491 $ 56.6 $143.0 $149.5 $ - $ -
Funded status at end of year $010.7) $ (4.4) $(91.0) $(52.2) $(16.7) $(15.5}
Unrecognized actuariat loss (gain) 34.5 23.6 99.7 51.9 4.5 2.2
Unrecognized transition obligation - (0.4) - 2.0 - -
Unrecognized prior service cost 0.1 0.2 - - - -
Contributions made between measurement

date and fiscal year end - 0.2 - - - ~
Net amount recognized $ 23.9 $19.2 $ 8.7 $ 1.7 $(12.2) ${13.3)

In 2002, the fair value of plan assets reflects the
continuing weak performance of the investment markets
during the year. In 2001, the fair value of plan assets and
benefit obligations for pensions reflects the settlement
and curtailment of pension plan benefits associated with
the discontinued operations which were sold during the
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year {see Note 3] and the special termination costs and
settlement costs associated with the voluntary separation
program utilized for the reduction of corporate personnel
[see Note 5].
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The following table provides the amounts recognized in the balance sheets as of each year:

Postretirement Benefits

Pension Benefits Other Than Pensions
U.S. Plans Non-U.S. Plans
{in miltions] 2002 2001 2002 2001 2002 2001
Prepaid benefit cost $26.9 $ 24.3 % - $ - $ - $ -
Accrued benefit liability (9.7 (11.8) (53.5) (11.2] (12.2) (13.3)
Intangible asset - 0.1 - - - -
Accumulated other comprehensive income 6.7 6.6 62.2 12.9 - -
Net amount recognized $23.9 $19.2 $ 87 $ 1.7 $(12.2) $(13.3]
Pension plans in which accumulated benefit obligation
exceeds plan assets at the end of the year:
Projected benefit obligation $15.2 $17.4 $234.0 $191.3
Accumulated benetit obligation 14.4 17.0 196.5 1525
Fair value of plan assets 4.7 5.2 143.0 142.0
Discount rate 6.88% 7.25% 5.75% 5.90% 6.88% 7.25%
Expected return on plan assets 8.25% 9.00% 7.50% 8.00% N/A N/A
Rate of compensation increase 4,50% 4.50% 3.25% 3.70% 4.50% 4.50%

The following table provides the components of net pension costs and the assumptions used to calculate net pension costs:

Postretirement Benefits

Pension Benefits Other Than Pensions
U.S. Plans Non-U.S. Plans

fin milliens] 2002 2001 2000 2002 2001 2000 2002 2001 2000
Service cost $0.3 $14 $21 $ 50 $ 57 $ 73 $ - $ - $0.1
Interest cost 4.2 5.0 5.5 11.9 11.0 10.6 1.1 1.0 1.2
Expected return on plan assets (6.0) (7.4) (7.7) [16.1) (15.3} (14.4) - - -
Amortization of unrecognized

transition obligation {0.5) (0.5) (0.6] - 0.1 0.1 - - -
Prior service cost recognized 0.1 0.2 0.2 - - - - - -
Recognized actuarial loss 0.4 0.2 0.3 - - - - - -
Net pension lincome] expense (1.5) {1.1) (0.2) 0.8 1.5 3.6 1.1 1.0 1.3
Loss (gain) due to settlement

or curtailment - 4.6 - - - (2.3) - 0.4 -
Net pension {income] expense

after settlement and

curtailment costs ${1.5] $35 %02 $ 08 $ 15 $ 13 $1.1 $1.4 $1.3
Discount rate 7.25% 7.75% 7.50% 5.90% 6.00% 6.00% 7.25% 7.75% 7.50%
Expected return on plan assets 9.00% 9.25% 9.25% 8.00% 8.00% 8.00% N/A N/A N/A
Rate of compensation increase 4.50% 4.50% 4.50% 3.70% 4.00% 4.00% 4.50% 4.50% 4.50%
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During 2001, we provided certain of our corporate
employees with a voluntary separation program, resulting
in a pre-tax settlement loss of approximately $4.6 million
[see Note 5). During 2000, we decided to close a redundant
operating facility in the Paperboard Packaging segment
[see Note 5J, resulting in a net pre-tax curtailment gain of
approximately $2.3 million.

For measurement purposes, a 12 percent annual rate
of increase in the per capita cost of covered medical health-
care benefits was assumed for 2002. The rate was assumed
to decrease gradually each year to a rate of 5 percent
for 2009 and remain at that level thereafter. In regards to
postretirement benefits, a 1 percent change in assumed
healthcare cost trend rates would have the following effects:

One Percent  One Percent

{in miltions) Increase Decrease
Effect on total of service

and interest cost $ - $ -
Effect on postretirement

benefit obligation 0.6 {0.5)

11 STOCKHOLDERS' EQUITY

Chesapeake currently has 60 million authorized shares of
common stock, $1.00 par value, of which 15,155,402 shares
were outstanding as of December 29, 2002. In accordance
with board of directors’ authorizations, we repurchased and
immediately retired 2.5 million shares in 2000, for an
aggregate purchase price of $71.3 million.

In addition to our common stock, Chesapeake’s author-
ized capital includes 500,000 shares of preferred stock
[$100.00 par], of which 100,000 shares are designated as
Series A Junior Participating Preferred Stack {"Series A
Preferred’). No preferred shares were outstanding during
the three years ended December 29, 2002.

Shareholder Rights Plan

Under the terms of a shareholder rights plan approved
February 10, 1998, each outstanding share of our common
stock has attached to it one preferred share purchase
right, which entitles the shareholder to buy one unit (0.00
of a share] of Series A Preferred at an exercise price of
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$120.00 per share, subject to adjustment. The rights will
separate from the common stock and become exercisable
only if a person or group acquires or announces a tender
offer for 15 percent or more of Chesapeake's common
stock. When the rights are exercisable, Chesapeake may
issue a share of common stock in exchange for each right
other than those held by such person or group. If a person
or group acquires 15 percent or more of Chesapeake
common stock, each right shall entitle the holder, other
than the acquiring party, upon payment of the exercise
price, to acquire Series A Preferred or, at the option of
Chesapeake, common stock, having a value equal to twice
the right's purchase price. If Chesapeake is acquired in a
merger or other business combination, or if 50 percent of
its earnings power is sold, each right will entitle the
holder, other than the acquiring person, to purchase secu-
rities of the surviving company having a market value
equal to twice the exercise price of the rights. The rights
expire on March 15, 2008, and may be redeemed by us at
any time prior to the tenth day after an announcement that
a 15 percent position has been acquired, unless such
period has been extended by the board of directors.

Earnings Per Share ["EPS”]

Basic EPS is calculated using the weighted-average
number of outstanding common shares for the periods,
which were 15,134,467 in 2002; 15,058,813 in 2001; and
15,768,479 in 2000. Diluted EPS reflects the potential dilu-
tion that could occur if securities are exercised or
converted into common stock, or result in the issuance of
common stock, that would then share in earnings. Diluted
EPS is calculated using the weighted-average number of
diluted outstanding common shares for the periods, which
were 15,203,543 in 2002; 15,205,035 in 2007; and 15,988,941
in 2000. The difference between the weighted-average
shares used for the basic and diluted calculation is due
to the number of shares for which “in-the-money” stock
options are outstanding. See Note 12 for a discussion of all
the securities that could potentially dilute EPS in the future.




12 STOCK OPTION AND AWARD PLANS

At December 29, 2002, Chesapeake had three stock
compensation plans for employees and officers. All three
plans have been approved by our shareholders. Under the
1997 Incentive Plan, we may grant stock options, stock
appreciation rights {"SARs”), stock awards, performance
shares or stock units, and may make incentive awards, to
our key employees and officers. The options outstanding
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Stock Options
Stock options are generally granted with an exercise price
equal to the market value of the common stock on the date
of the grant, expire 10 years from the date they are granted,
and generally vest over a three-year service period.

The following schedule summarizes stock option
activity for the three years ended December 29, 2002:

were awarded under our 1993 and 1997 incentive Plans and Number of Wi'fehfaege
the 1987 Stock Option Plan. Up to 2,535,805 additional Stock Options  Exercise Price
shares may be issued pursuant to all of the stock option Outstanding, December 31, 1999 1,282,589 $29.73
and award plans; however, the board of directors has stated Granted 519,950 28.80
that all future grants wilt be made only from those shares Exercised (30,150) 23.31
available under the 1997 incentive Plan, which had 652,996 Forfeited/expired (164,355) 31.22
shares available for issuance at December 29, 2002. The Outstanding, December 31, 2000 1,608,034 29.41
stock compensation plans are administered by the Executive Granted 405,500 21.91
Compensation Committee of the Board of Directors. Exercised (68,410) 21.40
Chesapeake has a Directors’ Stock Option and Deferred Forfeited/expired (179.415) 29.45
Compensation Plan that provides for annual grants of stock Outstanding, December 30, 2001 1,765,709 27.91
options to nonemployee directors. Up to 288,675 additional Granted 287,500 28.09
shares may be issued pursuant to the directors’ plan. Exercised (17,350 23.03
Forfeited/expired {249,258) 26.32
Outstanding, December 29, 2002 1,786,601 28.21
Exercisable:

December 31, 2000 922,876

December 30, 2001 1,088,638

December 29, 2002 1,237,965

Information about options outstanding at December 29, 2002, is summarized below:
Options Qutstanding Options Exercisable
Weighted-
Average
Remaining Weighted- Weighted-
Range of Number Contractual Average Number Average
Exercise Prices Qutstanding Life {Years) Exercise Price Exercisable Exercise Price
$15.38-$19.22 30,801 0.6 $19.15 30,801 $19.15
$19.23-$23.07 357,506 6.9 21.80 176,843 21.74
$23.08-$26.91 110,480 3.6 24.69 103,761 24.65
$26.92-%$30.76 873,476 6.5 28.47 512,222 28.54
$30.77-$34.60 268,589 3.3 33.03 268,589 33.03
$34.61-$38.45 145,749 4.6 38.06 145,749 38.06
1,786,601 5.7 28.21 1,237,965 29.10
p43  CSK2002 AR




Restricted Stock

From 1998 to 2000, the Executive Compensation Committee
of the Board of Directors made grants of restricted stock
to Chesapeake'’s officers and certain managers for the 1998
to 2001 Performance Cycle of the Long-term Incentive
Program under the 1997 Incentive Plan. The restricted
stock outstanding under this plan was either forfeited or
fully vested by December 30, 2001. No restricted stock is
outstanding as of December 29, 2002. Additionally, certain
officers and managers were awarded time-based
restricted stack that were either vested or forfeited entirely
by the end of 2002.

Stock Purchase Plans

Chesapeake has stock purchase plans for certain eligible
salaried and hourly employees. Shares of Chesapeake
common stock are purchased based on participant
authorized payroll deductions and a company match of a
portion of the employee contributions. At December 29,
2002, 421,854 shares remain available for issuance under
these plans.

401(k] Savings Plans

Chesapeake also sponsors, in accordance with the provi-
sions of Section 401(k] of the Internal Revenue Code,
pre-tax savings programs for eligible salaried and hourly
employees. Participants’ contributions are matched in
cash up to designated contribution levels by Chesapeake.
Contributions are invested in several investment options,
which may include Chesapeake common stock, as
selected by the participating employee. At December 29,
2002, 300,000 shares of Chesapeake common stock are
reserved for issuance under these programs.

The charges to income from continuing operations
for all stock-based employee compensation plans approx-
imated $0.2 million in 2002, $0.5 million in 2001 and
$1.1 million in 2000.

13 SUPPLEMENTAL BALANCE SHEET
AND CASH FLOW INFORMATION
Balance Sheet Information

fin millions 2002 2001

Accrued expenses:

Compensation and employee benefits $22.4  $22.9
Fixed asset purchases 14.1 6.7
Interest 10.8 9.1
Accrued other taxes 7.5 7.4
Accrued loss on sale of assets 3.2 10.4
Restructure 0.9 9.9
Other 22.7 24.6

Total $81.6 $91.0
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{in millions] 2002 2001

Accumulated other
comprehensive loss:

Foreign currency translation $ 59 $78.0
Minimum pension liability,
net of tax 48.1 13.3
Change in fair market value
of derivatives, net of tax 2.0 1.2
Total $56.0 $92.5
Cash Flow Information
{in mitlions} 2002 2001 2000

Cash paid for:
Interest, net $41.6 $ 387 $39.1
Income taxes, net of refunds 5.7 218.6 6.1
Supplemental investing and
financing non-cash transactions:

Issuance of common stock for

employee benefit plans $02 % 11 %21

Dividends declared not paid 3.3 3.3 3.3
Real estate transactions 17.7 - -
Assets obtained by capital lease 0.4 1.7 1.9

14 COMMITMENTS AND CONTINGENCIES

Lease Obligations

Chesapeake leases certain assets [principally manu-
facturing equipment, office space, transportation and
information processing equipment] generally for three- to
five-year terms. Rental expense for operating leases
for continuing operations totaled $6.9 million for 2002,
$74 million for 2001 and $5.6 million for 2000. As of
December 29, 2002, aggregate minimum rental payments
in future years on noncancelable operating leases approx-
imated $21.1 million. The amounts applying to future years
are: 2003, $6.8 million; 2004, $3.8 miltion; 2005, $2.7 mil-
lion; 2006, $1.9 million; 2007, $1.4 million; and thereafter,
$4.5 million.

Environmental Matters

The costs of compliance with existing environmental regu-
lations are not expected to have a material adverse effect
on our financial position or results of operations.

The Comprehensive Environmental Response,
Compensation and Liability Act ("CERCLA"} and similar
state “Superfund” laws impose liability, without regard to
fault or to the legality of the original action, on certain
classes of persons (referred to as potentially responsible
parties or "PRPs”] associated with a release or threat of a
release of hazardous substances into the environment.
Financial responsibility for the remediation and restora-
tion of contaminated property and for natural resource




damages can extend to previously owned or used proper-
ties, waterways and properties owned by third parties, as
well as to properties currently owned and used by a
company even if contamination is attributable entirely to
prior owners. As discussed below, the United States
Environmental Protection Agency ["EPA"] has given notice
of its intent to list the lower Fox River in Wisconsin on the
National Priorities List under CERCLA and identified our
subsidiary, Wisconsin Tissue Mills inc., now WTM | Company
("WT"], as a PRP.

Except for the Fox River matter, we have not been
identified as a PRP at any other CERCLA-related sites.
However, there can be no assurance that we will not be
named as a PRF at any other sites in the future, or that
the costs associated with additional sites would not be
material to our financial position or results of operations.

In June 1994, the United States Department of Interior,
Fish and Wildlife Service {"FWS”], a federal natural
resources trustee, notified WT that it had identified WT as
a PRP for purposes of natural resources damage liability
under CERCLA arising from alleged releases of polychlo-
rinatedbiphenyls {"PCBs"] in the Fox River and Green Bay
System in Wisconsin. In addition to WT, six other com-
panies (Appleton Papers, Inc., Fort Howard Corporation,
P.H. Glatfelter Company, NCR Corporation, Riverside Paper
Corporation and U.S. Paper Mills Corporation] have been
identified as PRPs for the Fox River site. The FWS and
other governmental and tribal entities, including the State
of Wisconsin, allege that natural resources, including
endangered species, fish, birds, tribal tands or lands held
by the United States in trust for various Indian tribes, have
been exposed to PCBs that were released from facilities
located along the lower Fox River. On January 31, 1997,
the FWS notified WT of its intent to file suit, subject to
final approval by the United States Department of Justice
("D0J"), against WT to recover alleged natural resource
damages, but the FWS has not yet instituted such litigation.
Cn June 18, 1997, the EPA announced that it was initiating
the process of listing the lower Fox River on the CERCLA
National Priorities List of hazardous waste sites.

In October 2001, the Wisconsin Department of Natural
Resources {"DNR") and EPA released for public comment
a draft remedial investigation/feasibility study ("RI/FS")
and proposed remedial action plan ("PRAP”] for the Fox
River site. The PRAP proposed remediation of the site based
on a combination of (a) large-scale dredging and disposal
of contaminated sediment and [b] natural attenuation. The
dredging portion of the proposed remediation applies an
action level of 1 part per million of PCB contamination as
the standard for sediment removal. WT and the other
PRPs commented on the RI/FS and PRAP during the public
comment period. The cost estimated by EPA and DNR in
the PRAP for implementing the remedy proposed in the
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PRAP for the site was approximately $308 million, of which
approximately $57.6 million related to that segment of the
Fox River site designated as Operable Unit 1 ("0U1") and
approximately $9.9 million related to that segment of the
Fox River site designated as Operable Unit 2 ("OU2"]. A
preliminary study by consultants for the PRPs estimates
that the cost of the remediation and restoration proposed
in the PRAP may be understated and could range from
$743 million to $1.59 billion. The principal differences
between the cost estimated by EPA and DNR in the PRAP
and the cost estimated by the PRPs’ consultants are
assumptions of the volume of sediment to be dredged and
disposed of in order to meet the clean-up standards pro-
posed in the PRAP and the unit cost of removal and disposal.

In January 2003, DNR and EPA released a Record of
Decision (the "ROD"] for 0U1 and QU2 of the Fox River site.
A second record of decision addressing the remainder of
the river and Green Bay (Operable Units 3, 4 and 5] is to be
issued in the future. OU1 is the reach of the river that is
the farthest upstream and is immediately adjacent to the
former WT mill. The ROD selects a remedy, consisting
primarily of dredging, to remove substantially all sediment
in OUT with concentrations of PCBs of more than 1 part per
million in order to achieve a surface weighted-average PCB
concentration level ("SWAC") of not more than 0.25 parts
per million. The ROD estimates the present-worth cost of
the proposed remedy for QU1 is $66.2 million. Present-
worth cost as stated in the ROD means capital costs in
undiscounted 2001 dollars and long-term operation, main-
tenance and monitoring costs discounted at 6 percent. This
estimate is an engineering cost estimate and the ROD states
that actual project cost is expected to be within +50 percent
to -30 percent of the estimate. The ROD estimates that the
proposed dredging remedy will be accomplished over a six
year period after commencement of dredging. For OU2,
the reach of the river covering approximately 20 miles
downstream from OU1, the ROD proposes a remedy of
monitored natural recovery over a 40 year period, and the
ROD states that the present-worth cost of which is an
engineering cost estimate of $9.9 million, based on esti-
mated costs discounted at 6 percent.

Based on information available to us at this time, we
believe that the range of reasonable estimates of the total
cost of remediation and restoration for the Fox River site is
$256 mitlion to $1.59 bitlion. The low end of this range
assumes costs estimated in the PRAP and the ROD and
takes into account the ~30 percent engineering estimating
factor. The upper end of the range assumes costs esti-
mated in a preliminary analysis of the PRAP costs by the
PRPs’ consultant, which includes the +50 percent engineer-
ing estimating factor. We believe that the upper limit of the
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reasonably likely total cost of remediation and restoration
for the Fox River site is $1.59 billion. The PRAP and the ROD
indicate that most of the active remediation and restoration
at the site is expected to take place in the next 10 years.

Based on current information and advice from our
environmental consultants, we believe that the 1 part per
million remedial action level, and the resulting aggressive
effort to remaove substantial amounts of PCB-contaminated
sediments {most of which are buried under cleaner mate-
rial or are otherwise unlikely to move) and dispose of the
sediment off-site, as contemplated by the ROD for OU1 and
QU2 and by the PRAP for the remainder of the site, are
excessive and would be environmentally detrimental and
therefore inappropriate. The ROD includes provisions that a
contingent remedy consisting of a combination of dredging
and capping may be implemented if such remedy would
provide the same level of protection to human health and
the environment as the selected remedy. We believe that
alternative remedies that are less intrusive than those
proposed in the ROD and the PRAP are more environmen-
tatly appropriate, cost effective and responsible methods of
managing the risks attributable to the sediment contami-
nation. Any enforcement of a definitive remedial action plan
may be subject to judicial review.

On October 25, 2000, the federal and tribal natural
resources trustees released a Restoration and Compensation
Determination Plan {"RCDP"| presenting the federal and
tribal trustees’ planned approach for restoring injured
federal and tribal natural resources and compensating the
public for losses caused by the release of PCBs at the Fox
River site. The RCDP states that the final natural resource
damage claim (which is separate from, and in addition to,
the remediation and restoration costs that will be associ-
ated with remedial action plans) will depend on the extent
of PCB clean-up undertaken by EPA and DNR, but esti-
mates past interim damages to be $65 million, and, for
iltustrative purposes only, estimates additional costs of
restoration to address present and future PCB damages in
a range of $111 million to $268 million. To date, the State of
Wisconsin has not issued any estimate of natural resource
damages. We believe, based on the information currently
available to us, that the estimate of natural resource
damages in the RCOP represents the reasonably likely
upper limit of the total natural resource damages. We
believe that the alleged damages to natural resources are
overstated in the RCDP and joined in the PRP group
comments on the RCDP to that effect. No final assessment
of natural resource damages has been issued.

Under CERCLA, each PRP generally will be jointly
and severally liable for the full amount of the remediation
and restoration costs and natural resource damages,
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subject to a right of contribution from other PRPs. In prac-
tice, PRPs generally negotiate among themselves to
determine their respective contributions to any multi-party
activities based upon factors including their respective
contributions to the alleged contamination, equitable
considerations and their ability to pay. In draft analyses by
DNR and federal government consultants, the volume of
WT’s PCB discharges into the Fox River has been estimated
to range from 2.72 percent to 10 percent of the total dis-
charges of PCBs. This range may not be indicative of the
share of the cost of the remediation and restoration and
natural resource damages that ultimately will be allocated
to WT because of: inaccuracies or incompleteness of
information about mill operations and discharges; inade-
quate consideration of the nature and location of various
discharges of PCBs to the river, including discharges by
persons other than the named PRPs and the relationship
of those discharges to identified contamination; uncer-
tainty of the geographic location of the remediation and
restoration eventually performed; uncertainty about the
ability of other PRPs to participate in paying the costs and
damages; and, in certain cases, uncertainty about the extent
of responsibility of the manufacturers of the carbonless
paper recycled by WT which contained the PCBs. We have
evaluated the ability of other PRPs to participate in paying
the remediation and restoration costs and natural
resource damages based on our estimate of their reason-
ably possible shares of the Lliability and on public financial
information indicating their ability to pay such shares.
While we are unable to determine at this time what shares
of the liability for the Fox River costs will be paid by the
other identified PRPs (or other entities who are subse-
quently determined to have liability], based on information
currently available to us and the analysis described above,
we believe that most of the other PRPs have the ability to
pay their reasonably possible share of the liability.

The ultimate cost to WT of remediation and restora-
tion costs and natural resource damages related to the
Fox River site and the time periods over which the costs
and damages may be incurred cannot be predicted with
certainty at this time, due to uncertainties with respect to:
what remediation and restoration will be implemented;
the actual cost of that remediation and restoration; WT's
share of any multi-party remediation and restoration costs
and natural resource damages; the outcome of the
federal and state natural resource damage assessments;
the timing of any remediation and restoration; the evolving
nature of remediation and restoration technologies and
governmental regulations; controlling legal precedent; the




extent to which contributions will be available from other
parties; and the scope of potential recoveries from insur-
ance carriers and prior owners of WT. While such costs
and damages cannot be predicted with certainty at this
time, we believe that WT's reasonably likely share of the
ultimate remediation and restoration costs and natural
resource damages associated with the Fox River site may
fall within the range of $32 million to $140 million, payable
over a period of up to 40 years. In our estimate of the
lower end of the range, we have assumed remediation and
restoration costs as estimated in the ROD for OU1 and OU2
and in the PRAP for the remainder of the site, and the low
end of the governments’ estimates of natural resource
damages and WT's share of the aggregate ltiability. In our
estimate of the upper end of the range, we have assumed
large-scale dredging at a higher cost than estimated in the
ROD and the PRAP, and that our share of the ultimate
aggregate liability for all PRPs will be higher than we
believe it will ultimately be determined to be. We have
accrued an amount for the Fox River liability based on our
estimate of the reasonably probable costs within the range
as described above.

We also believe that we are entitled to substantial
indemnification from a prior owner of WT pursuant to the
terms of a stock purchase agreement between the parties
with respect to liabilities related to this matter. Based on
the terms of the stock purchase agreement, we believe that
costs and damages within our estimated range of liability
would be substantially indemnified by the prior owner. The
prior owner is currently meeting its indemnification obli-
gations under the stock purchase agreement and, based on
our review of currently available financial information, we
believe that the prior owner has the financial ability to
continue to honor its indemnification obligation.

Pursuant to the Joint Venture Agreement for the
Tissue JV, WT has retained liability for, and the third party
indemnity rights associated with, the discharge of PCBs
and other hazardous materials in the Fox River and Green
Bay System. Based on currently available information, we
believe that if remediation and restoration are done in an
environmentally appropriate, cost effective and responsible
manner, and if natural resource damages are determined
in a reasonable manner, the matter is unlikely to have a
material adverse affect on our financial position or results
of operations. However, because of the uncertainties
described above, there can be no assurance that the ulti-
mate liability with respect to the lower Fox River site will
not have a material adverse effect on our financial position
or results of operations.

On April 19,1999, the EPA and the Virginia Department
of Environmental Quality ("DEQ") each issued Notices of
Violation ("NOVs") under the Clean Air Act Amendments of
1990 ("CAA") against St. Laurent Paper Products Corp.
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("St. Laurent”} [and, in the case of EPA's NOV, Chesapeake)
relating to St. Laurent’s kraft products mill located in West
Point, Virginia {the “"West Point Mill") formerly owned and
operated by Chesapeake Paper Products, L.L.C. Chesapeake
Paper Products, L.L.C. was sold by Chesapeake to
St. Laurent Paperboard (U.S.] Inc. ("St. Laurent (U.S.)"] in
May 1997, pursuant to a Purchase Agreement, dated as
of April 30, 1997, by and among Chesapeake Corporation,
St. Laurent Paperboard Inc. and St. Laurent (U.S.) [the
“Purchase Agreement”). In general, the NOVs allege that
from 1984 through the date of the NOVs, the West Point
Mitl installed certain equipment and modified certain
production processes without obtaining required permits.
Under applicable law, the EPA and DEQ may commence a
court action with respect to the matters alleged in the
NOVs seeking injunctive relief to compel compliance with
the CAA, and a court may impose civil penalties of up to
$25,000 per day of violation ($27.500 per day for violations
after January 30, 1997 for violations of the CAA [provided
that a court, in determining the amount of any penalty to
be assessed, shall take into consideration, among other
things, the size of the business, the economic impact of
the penalty on the business, the business’ compliance
history and good faith efforts to comply, the economic
benefit to the business of noncompliance and the serious-
ness of the violation). The Purchase Agreement provides
that we may be required to indemnify St. Laurent against
certain violations of applicable environmental laws
{including the CAA)} that were identified as of the May 1997
closing date (and other such violations that existed prior to
such date as to which we had “"knowledge,” as defined in
the Purchase Agreement]. Our indemnification obligation
to St. Laurent with respect to such matters is subject to
certain limitations, including a cap of $50 million and, in
certain circumstances, a $2 million deductible. Chesapeake
and St. Laurent have jointly responded to and are defend-
ing against the matters alleged in the NOVs. Based upon a
review of the NOVs and an analysis of the applicable law
and facts, we believe that both Chesapeake and St. Laurent
have substantial defenses against the alleged violations
and intend to vigorously defend against the alleged vio-
lations. Chesapeake and St. Laurent have exchanged
settlement offers, consisting primarily of engineering
measures, with EPA and DEQ and are negotiating with
EPA, DOJ and DEQ to address the matters that are the
subject of the NOVs. The ultimate cost, if any, to us relating
to matters alleged in the NOVs cannot be determined with
certainty at this time, due to the absence of a determina-
tion whether any violations of the CAA occurred and, if any
violations are ultimately found to have occurred, a deter-
mination of (i] any required remediation costs and penalties,
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and [ii) whether St. Laurent would be entitled to indemni-
fication from us under the Purchase Agreement and, if so,
to what extent.

It is our policy to accrue estimated future expendi-
tures for environmental obligations when it is probable
such costs will be incurred and when a range of loss can
be reasonably estimated. Future expenditures for envi-
ronmental obligations are not discounted unless the
aggregate amount of the obligations, and the amount and
timing of the cash payments, are fixed and readily deter-
minable. Our accrued environmental liabilities totaled
approximately $73.9 million as of December 29, 2002. We
periodically review the status of all significant existing or
potential environmental issues and adjust our accrual as
necessary. The accrual does not reflect any possible future
insurance or indemnification recoveries.

Legal and Other Commitments

Chesapeake is a party to various other legal actions, which
are ordinary and incidental to our business. While the
outcome of environmental and legal actions cannot be
predicted with certainty, we believe the outcome of any of
these proceedings, or all of them combined, will not have
a material adverse effect on our consolidated financial
position or results of operations.

Guarantees and Indemnifications

We have entered into agreements for the sale of assets or
businesses that contain provisions in which we agree to
indemnify the buyers or third parties involved in the sale for
certain liabilities or risks related to the sale. In these sale
agreements, we typically agree to indemnify the buyers or
other involved third parties against a broadly-defined range
of potential “losses” (typically inctuding, but not limited to,
claims, costs, damages, judgments, liabilities, fines or
penalties, and attorneys’ fees] arising from: (i] a breach of
our representations or warranties in the sale agreement or
ancillary documents; (ii] our faiture to perform any of the
covenants or obligations of the sale agreement or ancillary
documents; and (iii) other liabilities expressly retained or
assumed by us related to the sale. Most of our indemnity
obligations under these sale agreements are: (i} limited to
a maximum dollar value significantly less than the final
purchase price, liil limited by time within which indemnifi-
cation claims must be asserted (often between one and
three years), and [iii) subject to a deductible or “basket.”
Many of the potential indemnification liabilities under these
sale agreements are unknown, remote, or highly contin-
gent, and most are unlikely to ever require an indemnity
payment. Furthermaore, even in the event that an indemni-
fication claim is asserted, liability for indemnification is
subject to determination under the terms of the applicable
sale agreement, and any payments may be limited or
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barred by a monetary cap, a time limitation, or a deductible
or basket. For these reasons, we are unable to estimate the
maximum potential amount of the potentiat future Liability
under the indemnity provisions of the sale agreements.
However, we expressly disclose and accrue for any poten-
tially indemnifiable liability or risk under these sale
agreements for which we believe a future payment is
reasonably probable and would represent a material
liability to us. Such matters are discussed in Environmental
Matters above.

In the ordinary course of our business, we may enter
into agreements for the supply of goods or services to
customers that provide warranties to the customer on one
or more of the following: (i} the guality of the goods and
services supplied by us; (ii] the performance of the goods
supplied by us; and (i) our compliance with certain spec-
ifications and applicable laws and regulations in supplying
the goods and services. Liability under such warranties
often are limited to a maximum amount, by the extent of
the liability, or by the time period within which a claim
must be asserted. Our warranty obligations under such
supply agreements were immaterial.

In the ordinary course of our business, we may enter
into service agreements with service providers in which
we agree to indemnify the service provider against certain
losses and liabilities arising from the service provider’s
performance of the agreement. Generally, such indemni-
fication obligations do not apply in situations in which the
service provider is grossly negligent, engages in willful
misconduct, or acts in bad faith. Qur liability under such
service agreements was immaterial.

15 BUSINESS SEGMENT INFORMATIGN

Chesapeake currently conducts its business in three seg-
ments: the Paperboard Packaging segment, the Plastic
Packaging segment and the Land Development segment.
Our Paperboard Packaging segment consists primarily of
Field Group, the paper-based packaging operations of
Boxmore, Green Printing and First Carton. This segment
designs and manufactures folding cartons, leaflets, labels
and other value-added paperboard packaging products.
Its primary end-use markets are pharmaceuticals and
healthcare; premium branded products {such as fine spir-
its, premium confectioneries, tobacco products, cosmetics
and fragrances]; food and household; and multimedia and
technology. The results of the operations of Boxmore,
Green Printing and First Carton are included in the
consolidated segment results since their respective
acquisition dates of February 24, 2000, March 15, 2000, and
October 10, 2000 (see Note 2). The Plastic Packaging
segment is comprised of the plastic-based packaging
operations of Boxmore. This segment designs and manu-
factures plastic containers, bottles, preforms and closures.




Its primary end-use markets are agrochemicals and other
specialty chemicals; beverages; and pharmaceuticals and
healthcare. The LLand Development segment consists of
Delmarva Properties, inc. and Stonehouse Inc. This segment
holds approximately 6,500 acres of real estate in Virginia
as of December 29, 2002. We retained this acreage when
we sold the timberland associated with our former putp and
paper operations because we believe this land is more valu-
able when sold for development or other uses. The Land
Development segment markets this land to third parties
for residential and commercial development, real estate
investment and land conservation. The Land Development
segment plans to sell this land over the next 12 to 18 months.
General corporate expenses are shown as Corporate.

Segments are determined by the “management
approach” as described in SFAS No. 131, Disclosures about
Segments of an Enterprise and Related Informatfon, which
we adopted in 1998. Management assesses continuing
operations based on earnings before interest and taxes
{"EBIT"} derived from simitar groupings of products and
services. In line with management’s assessment of
performance, gains on the sale of businesses and restruc-
turing/special charges are excluded from segment EBIT.

There were no material intersegment sales in 2002,
2001 or 2000. No single customer represented more than
10 percent of total net sales. Net sales are attributed to
geographic areas based on the location of the segment’s
geographically managed operations. Segment identifiable
assets are those that are directly used in segment opera-
tions. Timberlands and real estate are included in the
Land Development segment. Corporate assets are cash,
certain nontrade receivables and other assets. Long-lived
assets are primarily property, plant and equipment, real
estate held for development and goodwill.

We are not dependent on any single customer, group of
customers, market, supplier of materials, labor or services.

Financial Information by Business Segment:

{in millions) 2002 2001 2000
Net sales:
Pzperboard Packaging $678.1  $671.4  $547.1
Plastic Packaging 103.7 98.5 86.4
Land Developmerit 40.4 20.6 21.2
Consolidated net sales $822.2  $790.5  $654.7

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

{in mitlions] 2002 2001 2000
EBIT:
Paperboard Packaging $ 623 % 621 % 507
Plastic Packaging 8.5 3.0 7.2
Land Development 15.7 15.0 15.5
Corporate {121 119.5  (20.0
74.4 60.6 53.4
Restructuring/special charges (2.6) (14.6) (7.7)
Income from caontinuing
operations before interest,
taxes and extraordinaryitem $ 718 $ 460 $ 457
Identifiable assets:
Paperboard Packaging $1,0683 $ 929.7 $ 982.0
Plastic Packaging 151.7 173.5 185.4
Land Development 29.6 34.0 35.0
Corporate 103.3 108.4 104.9
Discontinued operations - - 225.8
Consolidated assets $1,352.9 $1,245.6 $1,533.1
Capital expenditures:
Paperboard Packaging $ 441 % 328 $ 436
Plastic Packaging 6.8 5.3 6.2
Land Development - - -
Corporate 0.3 - 1.3
Discontinued operations - 3.2 26.2
Totals $ 512 % 413 % 773
Depreciation and amortization:
Paperboard Packaging $ 389 $ 482 & 428
Plastic Packaging 8.6 10.5 8.9
Land Devetopment - 0.1 0.1
Corporate 0.7 1.5 1.4
Discontinued operations - 1.1 20.4
Totals $ 482 & 714 § 736
Geographic Information:
{in millions] 2002 2001 2000
Net sales:
United Kingdom $ 4611 $ 4641 $ 4121
Germany 77.2 711 16.8
France 74.7 71.9 69.4
United States 58.3 473 42.2
Other 150.9 136.1 114.2
Total $ 8222 $ 7905 $ 6547
Long-lived assets:
United Kingdom $ 7940 $ 7295 % 7780
United States 132.7 147.4 114.2
France 31.7 28.9 30.6
Germany 28.6 18.2 16.5
Other 78.2 62.1 67.5
Total $1,065.2 $ 986.1 $1,006.8
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(dotlar amounts in millions, except per share datal

RECENT QUARTERLY RESULTS {(UNAUDITED]

Per Share

Income from

Income from Corlltinuing
Continuing Dperat|o‘n5 Before , ‘
Net Gross  Operations Before Net Income Extraordinary ltem Earnings [Loss] Dividends Stock Price
Quarter Sales Profit ~ Extraordinary ltem [Loss) Basic  Diluted Basic Diluted  Declared High Low
2002:
First $182.1 $ 31.9 $10.3) $ (0.3) $10.02) $(0.02) $(0.02) $(0.02) $0.22 $30.80 $26.05
Second®@ 189.0 35.7 0.3 63 002 002 0.02 002 022 29.30 24.45
Third!®) 210.8 411 9.1 16.5 0.60 0.60 0.69 0.69 - 26.85 15.12
Fourth 240.3 493 11.4 1.4 0.75 0.75 0.75 0.75 0.44 18.80 12.62
Year(abl $822.2 $158.0 $20.5 $ 219 $136 $1.35 $1.45 $1.44 $0.88
2001:
Firstlc! $198.2 $ 384 $03 $131.2 $0.02 $0.02 $875 $869 $0.22 $27.20 $19.25
Secongdld 186.5 39.0 2.6 (24.8) 0.18 0.17 [1.65) [1.63) - 24.49 21.25
Thirdfel 204.6 405 2.0 7.4 013 0.3 0.49 0.48 0.44 29.91 22.20
Fourth(® 201.2 43.3 5.6 9.7 037 037 0.64 0.63 0.22 29.50 23.50
Yearledefl  $790.5 $161.2 $10.5 $1235 $070 $069 $8.18 $8.12 $0.88

l)The second quarter of 2002 included restructuring charges of approximately $1.8 million, net of tax, for the closure of one facility and the consolidation of two other
facilities in the Paperboard Packaging segment.

16} The third quarter of 2002 included an after-tax revision to the estimated loss on the ptanned sale of discontinued operations of $1.4 million, net of tax, or $0.09 per diluted share.

() The first quarter of 2001 included an after-tax gain on the sale of the Company’s 5 percent equity interest in the Tissue JV, which is classified as a discontinued oper-
ation, of $140.6 million, or $9.31 per diluted share, offset in part by an after-tax revision to the estimated loss on the planned sales of other discontinued operations of
$9.7 million, or $0.64 per diluted share.

[@1The second quarter of 2001 included an after-tax increase in the estimated loss on the planned sales of discontinued operations of $27.4 million, or $1.80 per diluted share.

telThe third quarter of 2001 included a restructuring charge of approximately $5.0 million, net of taxes, and an after-tax decrease in the estimated loss on the planned
sales of discontinued operations of $5.4 million, or $0.35 per diluted share.

1l The fourth quarter of 2001 included a restructuring charge of approximately $4.3 million, net of taxes, and an after-tax decrease in the estimated loss on the ptanned
sale of discontinued operations of $4.1 million, or $0.27 per diluted share. In addition, the fourth quarter of 2001 included a $2.8 million after-tax gain, or $0.18 per
diluted share, on the sale of the Thatcham paperboard packaging facility.
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Chesapeake Corporation is responsible for the preparation,
integrity and fair presentation of its published financial
statements. The financial statements have been prepared
in accordance with accounting principles generally
accepted in the United States of America and include
amounts based on informed judgments and estimates
rnade by management.

To fulfill its responsibilities, Chesapeake maintains
and continues to refine a system of internal accounting
controls. This system provides reasonable, but not absolute,
assurance at appropriate cost that our assets are safe-
guarded, transactions are executed in accordance with
proper management authorization, and the financial
records are retiable for the preparation of financiat state-
ments. The concept of reasonable assurance is based on
the recognition that the cost of maintaining a system of
internal accounting controls should not exceed related
benefits. Chesapeake’s internal controls system is sup-
ported by written policies and procedures, our internal
audit function, and the selection and training of qualified
personnel. Chesapeake's financial managers are respon-
sible for implementing effective internal cantrol systems
and monitoring their effectiveness.

As indicated in the report from our independent
accountants, PricewaterhouseCoopers LLP performs
an annual audit of Chesapeake’s consolidated financial

To the Stockholders and Board of Directors
of Chesapeake Corporation:

In our opinion, the accompanying consolidated balance
sheets and the related consolidated statements of income
and comprehensive income, of cash flows, and of stock-
holders' equity (appearing on pages 27 to 49] present fairly,
in all material respects, the financial position of Chesapeake
Corporation and its subsidiaries (the Company] at
December 29, 2002 and December 30, 2001, and the resutts
of their operations and their cash flows for each of the
three years in the period ended December 29, 2002, in con-
formity with accounting principles generally accepted in the
United States of America. These financial statements are
the responsibility of the Company’'s management; our
responsibility is to express an opinion on these financial
statements based on our audits. We conducted our audits
of these statements in accordance with auditing standards
generally accepted in the United States of America, which
require that we plan and perform the audit to obtain

REPORT OF MANAGEMENT

statements for the purpose of determining that the state-
ments are presented fairly, in all material respects, in
conformity with generally accepted accounting principles.
The independent accountants are appointed annually by
Chesapeake's board of directors based upon a recom-
mendation by the audit committee.

The audit committee of the board of directors, on behalf
of our stockholders, oversees management's financial
reporting responsibilities. The audit committee is composed
solely of outside directors, and meets periodically with
Chesapeake's management, internal auditors and inde-
pendent accountants to review internal accounting controts
and financial reporting practices and the nature, extent and
results of audit efforts. The independent accountants and
the internal auditors have direct and independent access to
the audit committee and senior management.

et e (5

Thomas H. Johnson Andrew J. Kohut
Chairman, President & Executive Vice President
Chief Executive Officer & Chief Financial Officer

January 28, 2003

REPORT OF INDEPENDENT ACCOUNTANTS

reasonable assurance about whether the financial state-
ments 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 evaluating the overall financial
statement presentation. We believe that our audits provide
a reasonable basis for our opinion.

As discussed in Notes 1 and 4 to the financial state-
ments, the Company changed its method of accounting for
goodwill in 2002.

PricewaterhouseCoopers LLP
Richmond, Virginia

January 28, 2003
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FIVE-YEAR COMPARATIVE RECORD

2002t 200112 200063 199914 1998(8)

{dotlar amounts in millions, except per share data/

Operating Results
Net sales $ 8222 § 7905 $ 6547 % 3967 $ 89.3

Income (loss) from continuing operations before
extraordinary item and cumulative effect of
accounting change 20.5 10.5 11.2 46.1 (2.4)
Discontinued operations 1.4 113.0 [77.0) 204.7 36.4
Extraordinary item, net of income taxes - - {1.5) - -
Cumulative effect of accounting change, net
of income taxes - - - - 133
Net income (loss) 21.9 123.5 (67.3) 250.8 473
Cash dividends declared on common stock 13.3 13.2 13.4 17.0 17.5
Net cash provided by (used in] operating activities 52.5 (206.6] 31.1 (8.1) 90.4
Common Stock
Number of stockholders of record at year-end 4,913 5,108 5,920 6,369 6,741
Shares outstanding at year-end [000s) 15,155 15,159 15,095 17,509 21,439
Per Share
Basic earnings from continuing operations
before extraordinary item and cumulative
effect of accounting change $ 136 $ 070 $ o071 & 229 $(0.11
Basic earnings 1.45 8.18 {4.26) 12.48 2.23
Diluted earnings from: continuing operations
before extraordinary item and cumulative
effect of accounting change $ 135 $ 069 $ 070 $ 226 $1(0.11)
Diluted earnings 1.64 8.12 {4.20) 12.29 2.23
Dividends declared 0.88 0.88 0.88 0.88 0.82
Year-end stockholders’ equity 31.36 28.36 23.13 31.58 20.71
Financial Position at Year-end
Working capital $ 830 $ 593 $ 287 $ 2910 $155.8
Property, ptant and equipment, net 376.4 338.3 372.2 355.7 543.2
Total assets 1,352.9 1,245.6 1,533.1 1,373.2 979.4
Long-term debt 486.0 488.3 634.7 224.4 270.4
Current maturities of long-term debt 5.4 1.6 471 91.3 5.8
Cash 15.7 201 31.2 306.6 62.4
Total debt net of cash 475.7 469.8 650.6 9.1 213.8
Deferred income taxes (long-term) 259 26.7 218.4 2163 74.3
Stockholders’ equity 4£76.6 431.0 349.2 551.7 443.3
Total capital 978.2 927.5 1,218.2 777.1 731.4
Percent of total debt net of cash
To total capital 48.6% 50.6% 53.4% 1.2% 29.2%
To stockholders’ equity 99.8 109.0 186.3 1.6 48.2
Additional Data
Number of employees at year-end 5,835 5,801 8,720 6,616 5,557

Notes to Five-Year Comparative Record: Accounting policies are stated in the Notes to Consolidated Financial Statements. Additional information that may affect the
comparability of the information in the Five-Year Comparative Record is set forth under the captions "Discontinued Operations,” "Restructuring/Special Charges,”
“"Acquisitions,” and "Divestitures” in Management's Discussion and Analysis of Financial Candition and Results of Operations.

(N Continuing operations included an after-tax restructuring charge of $1.8 mitlion. Goodwill amortization was discontinued as of the beginning of the year (see Nate 4).
1@Continuing operations included after-tax restructuring/special charges of $9.3 million.

RIcontinuing operations included after-tax restructuring/special charges of $4.7 million.

4lContinuing operations included after-tax restructuring/special charges of $20.1 million and an after-tax gain on the sales of businesses of $48.0 million.

18I Continuing operations included an after-tax restructuring charge of $3.2 miltion.
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Sir David Fell
Served on the bozrd since 2000. Member of the Nominating
Committee. Chairman of Northern Bank Limited. Age 60.

Keith Gilchrist

Served on the board since 2002. Executive Vice President and Chief
Operating Officer of Chesapeake Corporation. Chief Executive of
Field Group, PLC. Age 54.

Thomas H. Johnson

Served on the board since 1997 Chairman, President & Chief
Executive Officer of Chesapeake Corporation. Chairman of the
Executive Committee. Age 53.

James E. Rogers

Served on the board since 1999. Chairman of the Audit Committee
and member of the Executive and Executive Compensation
Committees. President of SCI Investors, Inc. Age 57.

Dr. John W. Rosenblum

Served on the board since 1984, Member of the Audit and
Executive Compensation Committees. Management consultant
and Dean Emeritus of The Darden Graduate School of Business
Administration at The University of Virginia. Age 59.

Thomas H. Johnson
Chairman, President & Chief Executive Officer

Keith Gilchrist
Executive Vice President and Chief Operating Officer

Andrew J. Kohut
Executive Vice President & Chief Financial Officer

J.P. Causey Jr.
Executive Vice President, Secretary & General Counset

BOARD OF DIRECTORS

Dr. Frank S. Royal

Served on the board since 1990. Chairman of the Nominating
Committee and member of the Executive and Audit Committees.
Physician. Age 63.

Wallace Stettinius
Served on the board since 1980. Member of the Audit and Nomi-
nating Committees. Retired chairman, Cadmus Communications
Corporation. Age 70.

Richard G. Titghman

Served on the board since 1986. Chairman of the Committee of
Outside Directors and member of the Executive Committee.
Retired vice chairman, SunTrust Banks, [nc. Age 62.

Joseph P. Viviano

Served on the board since 1988. Chairman of the Executive Com-
pensation Committee and member of the Executive Committee.
Retired vice chairman of Hershey Food Corporation. Age 64.

Harry H. Warner
Served on the board since 1978. Member of the Executive Compen-
sation and Nominating Committees. Financial consultant. Age 67.

Hugh V. White, Jr.
Served on the board since 1999. Member of the Nominating Com-
mittee. Senior counsel of Hunton & Williams. Age 69.

CFFICERS

Martin H. 0'Connell
Senior Vice President - Plastics and Luxury Packaging

Joel K. Mostrom
Vice President & Treasurer

Dr. Peter L. Lee
Vice President - Special Assistant to the Chairman for China Affairs

Michael D. Beverly
Associate General Counsel & Assistant Secretary

Christine R. Vlahcevic
Controller
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SHAREHOLDER INFORMATION

General Information

Chesapeake offers shareholders several options for
accessing information about our company. A toll-free tele-
phone service, 888-CSK-NEWS, provides news releases,
dividend information, fax-on-demand services and other
shareholder information. Our website at www.cskcorp.com
also provides a variety of shareholder information.

Annual Report on Form 10-K

We will furnish, without charge and upon request, to every-
one receiving a copy of this Annual Report, including any
beneficial owner, a copy of Chesapeake’s Annual Report
on Form 10-K for 2002. This can be requested by calling
888-CSK-NEWS, accessing our website at www.cskcorp.com,
or by mailing a request to:

J.P. Causey Jr., Secretary

Chesapeake Corporation

P.0O. Box 2350

Richmond, VA 23218-2350

Dividend Reinvestment Plan

Chesapeake’'s automatic dividend reinvestment plan
provides holders of Chesapeake common stock a prompt,
systematic and cost-free way to increase their investment
in our company. Dividends can be invested in additional
shares and, if desired, additional shares can be acquired by
making optional cash investments. For more information
and an enroliment form, call 888-CSK-NEWS, or write to:

Computershare Investor Services LLC
Attn: Dividend Reinvestment

P.0. Box A-3309

Chicago, IL 60690
www.computershare.com
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Direct Deposit of Dividends

Chesapeake offers its registered shareholders the option
to have their quarterly dividends electronically deposited
to their bank accounts. Enrollment information can be
obtained by contacting:

Computershare Investor Services LLC
2 North LaSalle Street, 3rd Floor
Chicago, IL 60602
www.computershare.com

Stock Listing
New York Stock Exchange Symbol: CSK

ANYSE Newspaper listing: Chspk

Annual Meeting

The annual meeting of shareholders will be held in the
SunTrust Bank Auditorium, 4th Floor, 919 East Main Street,
Richmond, VA, Wednesday, April 23, 2003 at 10 a.m.

Independent Accountants
PricewaterhouseCoopers LLP
Richmond, VA

Counsel
Hunton & Williams
Richmond, VA

Registrar and Transfer Agent

Computershare Investor Services LLC

2 North LaSalle Street, 3rd Floor

Chicago, Il 60602

312-360-5163

www.computershare.com

Email address: web.queriesdcomputershare.com

Annual report printed by Green Printing & Packaging, a Chesapeake company.
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