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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

FORM 10-Q


QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934
For the quarterly period ended: June 30, 2010
OR



TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934
For the transition period from ______ to ______
Commission File Number: 001-11590

CHESAPEAKE UTILITIES CORPORATION
(Exact name of registrant as specified in its charter)
Delaware
(State or other jurisdiction of
incorporation or organization)

51-0064146
(I.R.S. Employer
Identification No.)

909 Silver Lake Boulevard, Dover, Delaware 19904
(Address of principal executive offices, including Zip Code)
(302) 734-6799
(Registrant’s telephone number, including area code)
Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15 (d) of the Securities
Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such
reports), and (2) has been subject to such filing requirements for the past 90 days. Yes  No 
Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every
Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter)
during the preceding 12 months (or for such shorter period that the registrant was required to submit and post such files).
Yes  No 
Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer or a smaller
reporting company. See definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting company” in Rule 12b2 of the Exchange Act. (Check one):
Large accelerated filer 

Accelerated filer 

Non-accelerated filer 

Smaller reporting company 

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes 
Common Stock, par value $0.4867 — 9,490,546 shares outstanding as of July 31, 2010.

No 
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GLOSSARY OF KEY TERMS
Frequently used abbreviations, acronyms, or terms used in this report:
Subsidiaries of Chesapeake Utilities Corporation
BravePoint
Chesapeake
Company
ESNG
FPU
PESCO
PIPECO
Sharp
Xeron

BravePoint, Inc. is a wholly-owned subsidiary of Chesapeake Services Company, which is a wholly-owned
subsidiary of Chesapeake
The Registrant, the Registrant and its subsidiaries, or the Registrant’s subsidiaries, as appropriate in the context
of the disclosure
The Registrant, the Registrant and its subsidiaries, or the Registrant’s subsidiaries, as appropriate in the context
of the disclosure
Eastern Shore Natural Gas Company, a wholly-owned subsidiary of Chesapeake
Florida Public Utilities Company, a wholly-owned subsidiary of Chesapeake, effective October 28, 2009
Peninsula Energy Services Company, Inc., a wholly-owned subsidiary of Chesapeake
Peninsula Pipeline Company, Inc., a wholly-owned subsidiary of Chesapeake
Sharp Energy, Inc., a wholly-owned subsidiary of Chesapeake’s and Sharp’s subsidiary, Sharpgas, Inc.
Xeron, Inc., a wholly-owned subsidiary of Chesapeake
Regulatory Agencies

Delaware PSC
EPA
FASB
FERC
FDEP
Florida PSC
IASB
Maryland PSC
MDE
PSC
SEC

Delaware Public Service Commission
United States Environmental Protection Agency
Financial Accounting Standards Board
Federal Energy Regulatory Commission
Florida Department of Environmental Protection
Florida Public Service Commission
International Accounting Standards Board
Maryland Public Service Commission
Maryland Department of the Environment
Public Service Commission
Securities and Exchange Commission
Accounting Standards Related

ASC
ASU
GAAP
IFRS

FASB Accounting Standards Codification TM (Codification)
FASB Accounting Standards Update
Generally Accepted Accounting Principles
International Financial Reporting Standards
Other

AS/SVE
BS/SVE
CGS
DSCP
Dts
Dts/d
FRP
GSR
HDD
Mcf
MWH
MGP
NYSE
PIP
RAP
TETLP

Air Sparging and Soil/Vapor Extraction
Bio-Sparging and Soil/Vapor Extraction
Community Gas Systems
Directors Stock Compensation Plan
Dekatherms
Dekatherms per day
Fuel Retention Percentage
Gas Sales Service Rates
Heating Degree-Days
Thousand Cubic Feet
Megawatt Hour
Manufactured Gas Plant
New York Stock Exchange
Performance Incentive Plan
Remedial Action Plan
Texas Eastern Transmission, LP
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PART I — FINANCIAL INFORMATION
Item 1. Financial Statements
Chesapeake Utilities Corporation and Subsidiaries
Condensed Consolidated Statements of Income (Unaudited)
For the Three Months Ended June 30,
(in thousands, except shares and per share data)

2010

Operating Revenues
Regulated Energy
Unregulated Energy
Other

$

2009

52,740
24,615
2,706

$

18,869
19,830
2,135

Total operating revenues

80,061

40,834

Operating Expenses
Regulated energy cost of sales
Unregulated energy and other cost of sales
Operations
Transaction-related costs
Maintenance
Depreciation and amortization
Other taxes

24,406
20,384
18,160
92
1,789
5,038
2,431

4,285
16,182
11,575
1,090
716
2,413
1,717

Total operating expenses

72,300

37,978

7,761

2,856

Operating Income
Other income (loss), net of expenses

(11)

12

Interest charges

2,305

1,573

Income Before Income Taxes

5,445

1,295

Income tax expense

2,105

489

Net Income

$

Weighted-Average Common Shares Outstanding:
Basic
Diluted

3,340

$

9,467,222
9,557,352

806

6,862,248
6,868,717

Earnings Per Share of Common Stock:
Basic
Diluted

$
$

0.35
0.35

$
$

0.12
0.12

Cash Dividends Declared Per Share of Common Stock

$

0.330

$

0.315

The accompanying notes are an integral part of these financial statements.
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Chesapeake Utilities Corporation and Subsidiaries
Condensed Consolidated Statements of Income (Unaudited)
For the Six Months Ended June 30,
(in thousands, except shares and per share data)

2010

Operating Revenues
Regulated Energy
Unregulated Energy
Other

$

Total operating revenues

2009

144,367
83,885
5,069

$

71,050
69,225
5,038

233,321

145,313

78,174
65,475
36,855
111
3,489
10,661
5,397

36,798
54,891
23,820
1,204
1,332
4,797
3,649

200,162

126,491

33,159

18,822

103

45

4,667

3,215

Income Before Income Taxes

28,595

15,652

Income tax expense

11,281

6,253

Operating Expenses
Regulated energy cost of sales
Unregulated energy and other cost of sales
Operations
Transaction-related costs
Maintenance
Depreciation and amortization
Other taxes
Total operating expenses
Operating Income
Other income, net of expenses
Interest charges

Net Income

$

Weighted-Average Common Shares Outstanding:
Basic
Diluted

17,314

$

9,443,708
9,550,670

9,399

6,847,543
6,963,132

Earnings Per Share of Common Stock:
Basic
Diluted

$
$

1.83
1.82

$
$

1.37
1.36

Cash Dividends Declared Per Share of Common Stock

$

0.645

$

0.620

The accompanying notes are an integral part of these financial statements.
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Chesapeake Utilities Corporation and Subsidiaries
Condensed Consolidated Statements of Cash Flows (Unaudited)
For the Six Months Ended June 30,
(in thousands)

2010

Operating Activities
Net Income
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization
Depreciation and accretion included in other costs
Deferred income taxes, net
Unrealized loss (gain) on commodity contracts
Unrealized loss (gain) on investments
Employee benefits
Share-based compensation
Changes in assets and liabilities:
Purchase of investments
Accounts receivable and accrued revenue
Propane inventory, storage gas and other inventory
Regulatory assets
Prepaid expenses and other current assets
Accounts payable and other accrued liabilities
Income taxes receivable
Accrued interest
Customer deposits and refunds
Accrued compensation
Regulatory liabilities
Other liabilities
Net cash provided by operating activities

$

17,314

2009

$

9,399

10,661
1,641
3,683
(374)
60
(383)
612

4,797
1,318
2,673
1,135
(19)
977
585

(131)
26,485
3,382
1,226
3,549
(14,756)
2,201
(259)
1,041
83
1,194
479
57,708

(28)
25,406
5,006
309
2,957
(15,071)
6,111
632
(1,902)
(1,151)
3,454
232
46,820

Investing Activities
Property, plant and equipment expenditures
Purchase of investments
Environmental expenditures
Net cash used in investing activities

(14,250)
(310)
(410)
(14,970)

(11,969)
—
(7)
(11,976)

Financing Activities
Common stock dividends
Issuance (purchase) of stock for Dividend Reinvestment Plan
Change in cash overdrafts due to outstanding checks
Net repayment under line of credit agreements
Repayment of long-term debt
Net cash used in financing activities

(5,369)
268
(834)
(88)
(30,277)
(36,300)

(3,752)
(69)
—
(31,000)
(20)
(34,841)

6,438
2,828
9,266

3
1,611
1,614

Net Increase in Cash and Cash Equivalents
Cash and Cash Equivalents — Beginning of Period
Cash and Cash Equivalents — End of Period

$

The accompanying notes are an integral part of these financial statements.
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Chesapeake Utilities Corporation and Subsidiaries
Condensed Consolidated Balance Sheets (Unaudited)
June 30,
2010

Assets
(in thousands, except shares and per share data)
Property, Plant and Equipment
Regulated energy
Unregulated energy
Other

$

Total property, plant and equipment
Less: Accumulated depreciation and amortization
Plus: Construction work in progress
Net property, plant and equipment

471,803
59,548
16,162

December 31,
2009

$

463,856
61,360
16,054

547,513

541,270

(114,018)
5,362

(107,318)
2,476

438,857

436,428

2,030

1,959

Investments
Current Assets
Cash and cash equivalents
Accounts receivable (less allowance for uncollectible accounts of $1,313 and $1,609,
respectively)
Accrued revenue
Propane inventory, at average cost
Other inventory, at average cost
Regulatory assets
Storage gas prepayments
Income taxes receivable
Deferred income taxes
Prepaid expenses
Mark-to-market energy assets
Other current assets

9,266

2,828

47,448
8,976
6,538
3,443
50
3,831
479
1,601
2,457
814
148

70,029
12,838
7,901
3,149
1,205
6,144
2,614
1,498
5,843
2,379
147

Total current assets

85,051

116,575

Deferred Charges and Other Assets
Goodwill
Other intangible assets, net
Long-term receivables
Regulatory assets
Other deferred charges

34,782
3,690
181
21,052
3,693

34,095
3,951
343
19,860
3,891

Total deferred charges and other assets

63,398

62,140

Total Assets

$

589,336

The accompanying notes are an integral part of these financial statements.
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Chesapeake Utilities Corporation and Subsidiaries
Condensed Consolidated Balance Sheets (Unaudited)
June 30,
2010

Capitalization and Liabilities
(in thousands, except shares and per share data)
Capitalization
Stockholders’ equity
Common stock, par value $0.4867 per share (authorized 25,000,000 and 12,000,000
shares, respectively)
Additional paid-in capital
Retained earnings
Accumulated other comprehensive loss
Deferred compensation obligation
Treasury stock

$

4,612
146,123
74,395
(2,444)
757
(757)

December 31,
2009

$

4,572
144,502
63,231
(2,524)
739
(739)

Total stockholders’ equity

222,686

209,781

Long-term debt, net of current maturities
Total capitalization

97,558
320,244

98,814
308,595

8,125
29,100
36,153
26,105
1,628
3,127
3,580
10,340
574
11,250

35,299
30,023
51,948
24,960
1,887
2,959
3,445
8,882
2,514
8,683

129,982

170,600

70,284
148
3,449
9,463
16,544
34,233
4,989

66,923
193
4,154
11,104
17,505
33,214
4,814

139,110

137,907

Current Liabilities
Current portion of long-term debt
Short-term borrowing
Accounts payable
Customer deposits and refunds
Accrued interest
Dividends payable
Accrued compensation
Regulatory liabilities
Mark-to-market energy liabilities
Other accrued liabilities
Total current liabilities
Deferred Credits and Other Liabilities
Deferred income taxes
Deferred investment tax credits
Regulatory liabilities
Environmental liabilities
Other pension and benefit costs
Accrued asset removal cost — Regulatory liability
Other liabilities
Total deferred credits and other liabilities
Total Capitalization and Liabilities

$

589,336

The accompanying notes are an integral part of these financial statements.
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Chesapeake Utilities Corporation and Subsidiaries
Condensed Consolidated Statements of Stockholders’ Equity (Unaudited)

(in thousands, except per share and share data)
Balances at December 31, 2008
Net Income
Other comprehensive income, net of tax:
Employee Benefit Plans, net of tax:
Amortization of prior service costs (4)
Net Gain (5)
Total comprehensive income
Dividend Reinvestment Plan
Retirement Savings Plan
Conversion of debentures
Share based compensation (1) (3)
Deferred Compensation Plan (6)
Purchase of treasury stock
Sale and distribution of treasury stock
Common stock issued in the merger
Dividends on stock-based compensation
Cash dividends (2)
Balances at December 31, 2009
Net Income
Other comprehensive income, net of tax:
Employee Benefit Plans, net of tax:
Amortization of prior service costs (4)
Net Gain (5)
Total comprehensive income
Dividend Reinvestment Plan
Retirement Savings Plan
Conversion of debentures
Tax benefit on share based compensation
Share based compensation (1) (3)
Deferred Compensation Plan (6)
Purchase of treasury stock
Sale and distribution of treasury stock
Dividends on stock-based compensation
Cash dividends (2)
Balances at June 30, 2010
(1)
(2)

(3)

(4)

(5)

(6)

(7)

Common Stock
Number of
Shares (7)
Par Value
6,827,121 $
3,323

Additional
Paid-In
Capital
$ 66,681

Accumulated Other
Retained
Comprehensive
Earnings
Loss
$ 56,817 $
(3,748)
15,897

Deferred
Compensation
$
1,549

Treasury
Stock
Total
$ (1,549) 123,073
15,897

7
1,217
31,607
32,375
7,927
7,374

15
16
4
3

7
1,217
$ 17,121
936
982
135
1,335
810
—
(73)
(73)
73
73
75,682
(104)
(9,379)
(739) 209,781
17,314

921
966
131
1,332
(810)

(2,411)
2,411
2,487,910

1,211

9,394,314

4,572

74,471

144,502

(104)
(9,379)
63,231
17,314

(2,524)

739

4
76
27,182
15,632
2,876

13
8
1

36,415

18

807
466
47
75
226
18

(580)
580

9,476,419

$

4,612

$ 146,123

(50)
(6,100)
$ 74,395 $

(2,444)

$

757

$

4
76
$ 17,394
820
474
48
75
244
(18)
—
(18)
(18)
18
18
(50)
(6,100)
(757) $222,686

Includes amounts for shares issued for Directors’ compensation.
Cash dividends declared per share for the periods ended June 30, 2010 and December 31, 2009 were $0.645 and $1.250,
respectively.
The shares issued under the Performance Incentive Plan (“PIP”) are net of shares withheld for employee taxes. For the
period ended June 30, 2010, the Company withheld 17,695 shares for taxes. We did not issue any shares under the PIP in
2009.
Tax expense recognized on the prior service cost component of employees benefit plans for the periods ended June 30,
2010 and December 31, 2009 were approximately $3 and $5, respectively.
Tax expense recognized on the net gain component of employees benefit plans for the periods ended June 30, 2010 and
December 31, 2009 were $51 and $794, respectively.
In May and November 2009, certain participants of the Deferred Compensation Plan received distributions totaling $883.
There were no distributions in the first six months of 2010.
Includes 29,032 and 28,452 shares at June 30, 2010 and December 31, 2009, respectively, held in a Rabbi Trust established
by the Company relating to the Deferred Compensation Plan.
The accompanying notes are an integral part of these financial statements.
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)
1.

Summary of Accounting Policies
Basis of Presentation
References in this document to “the Company,” “Chesapeake,” “we,” “us” and “our” are intended to mean the Registrant
and its subsidiaries, or the Registrant’s subsidiaries, as appropriate in the context of the disclosure.
The accompanying unaudited condensed consolidated financial statements have been prepared in compliance with the rules
and regulations of the Securities and Exchange Commission (“SEC”) and United States of America Generally Accepted
Accounting Principles (“GAAP”). In accordance with these rules and regulations, certain information and disclosures
normally required for audited financial statements have been condensed or omitted. These financial statements should be
read in conjunction with the consolidated financial statements and notes thereto, included in our latest Annual Report on
Form 10-K filed with the SEC on March 8, 2010. In the opinion of management, these financial statements reflect normal
recurring adjustments that are necessary for a fair presentation of our results of operations, financial position and cash flows
for the interim periods presented.
As a result of the merger with Florida Public Utilities Company (“FPU”) in October 2009, we changed our operating
segments (see Note 5, “Segment Information,” for further discussion). We revised the segment information as of and for the
three months and six months ended June 30, 2009, to reflect the new segments. We also revised certain presentations and
reclassified certain amounts reported in the condensed consolidated statements of income and cash flows for the three
months and six months ended June 30, 2009 to conform to current period presentations and classifications. These
reclassifications are considered immaterial to the overall presentation of our condensed consolidated financial statements.
Due to the seasonality of our business, results for interim periods are not necessarily indicative of results for the entire fiscal
year. Revenue and earnings are typically greater during the first and fourth quarters, when consumption of energy is highest
due to colder temperatures.
We have assessed and reported on subsequent events through the date of issuance of these condensed consolidated financial
statements.
Recent Accounting Amendments Yet to be Adopted by the Company
In November 2008, the SEC released a proposed roadmap regarding the potential use by U.S. issuers of financial statements
prepared in accordance with International Financial Reporting Standards (“IFRS”), a comprehensive series of accounting
standards published by the International Accounting Standards Board (“IASB”). Under the proposed roadmap, we may be
required to prepare our financial statements in accordance with IFRS as early as 2014. The SEC will make a determination
in 2011 regarding the mandatory adoption of IFRS. In July 2009, the IASB issued an exposure draft of “Rate-regulated
Activities,” which sets out the scope, recognition and measurement criteria, and accounting disclosures for assets and
liabilities that arise in the context of cost-of-service regulation, to which our rate-regulated businesses are subject. We will
continue to monitor the development of the potential implementation of IFRS.
Other Accounting Amendments Adopted by the Company during the first six months of 2010
In January 2010, the Financial Accounting Standards Board (“FASB”) issued FASB Accounting Standards Update
(“ASU”) 2010-06, “Fair Value Measurements and Disclosures (Topic 820): Improving Disclosures about Fair Value
Measurements.” This ASU requires certain new disclosures and clarifies certain existing disclosure requirements about fair
value measurement, as set forth in FASB Accounting Standards Codification (“ASC”) Subtopic 820-10. The FASB’s
objective is to improve these disclosures and, thus, increase the transparency in financial reporting. Specifically, ASU 201006 amends ASC Subtopic 820-10 to now require a reporting entity to disclose separately the amounts of significant
transfers in and out of Level 1 and Level 2 fair value measurements and describe the reasons for the transfers; and, in the
reconciliation for fair value measurements using significant unobservable inputs, a reporting entity should present separate
information about purchases, sales, issuances, and settlements. In addition, ASU 2010-06 clarifies certain requirements of
the existing disclosures. We adopted the disclosures required by this ASU in the first quarter of 2010, except for disclosures
about purchases, sales, issuances, and settlements in the roll-forward of activity in Level 3 fair value measurements. Those
disclosures are effective for fiscal years beginning after December 15, 2010, and for interim periods within those fiscal
years. We currently do not have any assets or liabilities that would require Level 3 fair value measurements. Adoption of
this ASU did not have an impact on our condensed consolidated financial position and results of operations.
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In April 2010, the FASB issued FASB ASU 2010-12 — Income Taxes (Topic 740), “Accounting for Certain Tax effects of
the 2010 Health Care Reform Acts.” This ASU codifies the SEC staff announcement relating to the accounting for the
Health Care and Education Reconciliation Act and the Patient Protection and Affordable Care Act, which allows the two
Acts to be considered together for accounting purposes. We adopted this ASU in the first quarter of 2010 and have
determined that these Acts did not have a material impact on our income tax accounting (see Note 6, “Employee Benefits,”
to these unaudited condensed consolidated financial statements for further discussion).
2.

Acquisitions
FPU
On October 28, 2009, we completed a merger with FPU, pursuant to which FPU became a wholly-owned subsidiary of
Chesapeake. The merger was accounted for under the acquisition method of accounting, with Chesapeake treated as the
acquirer for accounting purposes.
The merger increased our overall presence in Florida by adding approximately 51,000 natural gas distribution customers
and 12,000 propane distribution customers to our existing Florida operations. It also introduced us to the electric
distribution business as we incorporated FPU’s approximately 31,000 electric customers in northwest and northeast Florida.
In consummating the merger, we issued 2,487,910 shares of Chesapeake common stock at a price per share of $30.42 in
exchange for all outstanding common stock of FPU. We also paid approximately $16,000 in lieu of issuing fractional shares
in the exchange. There is no contingent consideration in the merger. Total value of consideration transferred by Chesapeake
in the merger was approximately $75.7 million.
The assets acquired and liabilities assumed in the merger were recorded at their respective fair values at the completion of
the merger. For certain assets acquired and liabilities assumed, such as pension and post-retirement benefit obligations,
income taxes and contingencies without readily determinable fair values, for which GAAP provides specific exception to
the fair value recognition and measurement, we applied other specified GAAP or accounting treatment as appropriate.
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The following table summarizes an adjusted allocation of the purchase price to the assets acquired and liabilities assumed at
the date of the merger. Estimates of deferred income taxes, recovery of certain regulatory assets, and certain accruals and
contingencies are subject to change, pending the finalization of income tax returns and the availability of additional
information about the facts and circumstances that existed as of the merger closing. We will complete the purchase price
allocation as soon as practicable but no later than one year from the merger closing.
(in thousands)
Purchase price

October 28, 2009
$
75,699

Current assets
Property, plant and equipment
Regulatory assets
Investments and other deferred charges
Intangible assets
Total assets acquired

26,761
138,998
19,899
3,659
4,019
193,336

Long term debt
Borrowings from line of credit
Other current liabilities
Other regulatory liabilities
Pension and post retirement obligations
Environmental liabilities
Deferred income taxes
Customer deposits and other liabilities
Total liabilities assumed
Net identifiable assets acquired
Goodwill

47,812
4,249
17,427
19,414
14,276
12,414
20,686
15,467
151,745
41,591
34,108

$

During the first six months of 2010, we adjusted the allocation of the purchase price based on additional information
available. The adjustments are related to certain accruals, regulatory assets and deferred tax assets. These adjustments also
resulted in a change in the fair value of the propane property, plant and equipment. Goodwill from the merger increased to
$34.1 million after incorporating these adjustments, compared to $33.4 million as previously disclosed at December 31,
2009.
None of the $34.1 million in goodwill recorded in connection with the merger is deductible for tax purposes. All of the
goodwill recorded in connection with the merger is related to the regulated energy segment. We believe the goodwill
recognized is attributable to the synergies and opportunities primarily related to FPU’s regulated energy businesses. The
intangible assets acquired in connection with the merger are related to propane customer relationships ($3.5 million) and
favorable propane supply contracts ($519,000). The intangible value assigned to FPU’s existing propane customer
relationships will be amortized over a 12-year period based on the expected duration of the benefit arising from the
relationships. The intangible value assigned to FPU’s favorable propane contracts will be amortized over a period ranging
from one to 14 months based on contractual terms.
Current assets of $26.8 million acquired during the merger included notes receivable of approximately $5.8 million, for
which we received full payment in March 2010, and accounts receivable of approximately $3.1 million, $6.0 million and
$891,000 for FPU’s natural gas, electric and propane distribution businesses, respectively.
The financial position and results of operations and cash flows of FPU from the effective date of the merger are included in
our consolidated financial statements. The revenue from FPU for the three months and six months ended June 30, 2010,
included in our condensed consolidated statements of income, were $39.8 million and $94.0 million, respectively, and the
net income from FPU for the three months and six months ended June 30, 2010, included in our condensed consolidated
statements of income, were $1.8 million and $6.2 million, respectively.
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The following table shows the actual results of combined operations for the six months ended June 30, 2010 and pro forma
results of combined operations for the six months ended June 30, 2009, as if the merger had been completed at January 1,
2009. Since the effects of the merger for the six months ended June 30, 2010 were already included in the actual results of
our consolidated operations, there is no pro forma adjustment for the six months ended June 30, 2010.
For the Six Months Ended June 30,
(in thousands, except per share data)

2010

2009

Operating Revenues
Operating Income
Net income

$

233,321
33,159
17,314

$

221,461
25,214
12,303

Earnings per share — basic
Earnings per share — diluted

$
$

1.83
1.82

$
$

1.32
1.30

Pro forma results are presented for informational purposes only and are not necessarily indicative of what the actual results
would have been had the acquisition actually occurred on January 1, 2009.
The acquisition method of accounting requires acquisition-related costs to be expensed in the period in which those costs
are incurred, rather than including them as a component of consideration transferred. It also prohibits an accrual of certain
restructuring costs at the time of the merger. As we intend to seek recovery in future rates in Florida of a certain portion of
the purchase premium paid and merger-related costs incurred, we also considered the impact of ASC Topic 980, “Regulated
Operations,” in determining the proper accounting treatment for the merger-related costs. As of June 30, 2010, we incurred
approximately $3.2 million in costs to consummate the merger, including the cost associated with merger-related litigation,
and integrating operations following the merger. This includes $278,000 incurred during the six months ended June 30,
2010. We deferred approximately $1.6 million of the total costs incurred as a regulatory asset at June 30, 2010, which
represents our estimate, based on similar proceedings in Florida in the past, of the costs which we expect to be permitted to
recover when we complete the appropriate rate proceedings.
Included in the $3.2 million merger-related costs incurred as of June 30, 2010, were approximately $312,000 of severance
and other restructuring charges for our efforts to integrate the operations of the two companies.
Virginia LP Gas
On February 4, 2010, Sharp Energy, Inc. (“Sharp”), our propane distribution subsidiary, purchased the operating assets of
Virginia LP Gas, Inc., a propane distributor serving approximately 1,000 retail customers in Northampton and Accomack
Counties in Virginia. The total consideration for the purchase was $600,000, of which $300,000 was paid at the closing and
the remaining $300,000 will be paid over 60 months. Based on our preliminary valuation, we allocated $188,000 of the
purchase price to intangible assets, which will be amortized over a seven-year period. There was no goodwill recorded in
connection with this acquisition. The revenue and net income from this acquisition that were included in our condensed
consolidated statement of income for the three months and six months ended June 30, 2010 were not material. The
allocation of the purchase price is preliminary, and we will complete the purchase price allocation as soon as practicable but
no later than one year from the purchase of the assets.
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3.

Calculation of Earnings Per Share

For the Periods Ended June 30,
(in thousands, except Shares and Per Share Data)
Calculation of Basic Earnings Per Share:
Net Income
Weighted average shares outstanding
Basic Earnings Per Share
Calculation of Diluted Earnings Per Share:
Reconciliation of Numerator:
Net Income
Effect of 8.25% Convertible debentures (1)
Adjusted numerator — Diluted

Three Months
2010
2009

$

2009

3,340
9,467,222
$
0.35

$

806
6,862,248
$
0.12

$

17,314
9,443,708
$
1.83

$

$

$

$

$

3,340
19
3,359

$

Reconciliation of Denominator:
Weighted shares outstanding — Basic
Effect of dilutive securities: (1)
Share-based Compensation
8.25% Convertible debentures
Adjusted denominator — Diluted
Diluted Earnings Per Share

Six Months
2010

$

806
—
806

$

17,314
37
17,351

9,399
6,847,543
$
1.37

$

9,399
40
9,439

9,467,222

6,862,248

9,443,708

6,847,543

3,347
86,783
9,557,352

6,469
—
6,868,717

19,437
87,525
9,550,670

20,714
94,875
6,963,132

$

0.35

$

0.12

$

1.82

$

1.36

(1)

Amounts associated with securities resulting in an anti-dilutive effect on earnings per share are not included in this
calculation.

4.

Commitments and Contingencies
Rates and Other Regulatory Activities
Our natural gas and electric distribution operations in Delaware, Maryland and Florida are subject to regulation by their
respective Public Service Commission (“PSC”); Eastern Shore Natural Gas Company (“ESNG”), our natural gas
transmission operation, is subject to regulation by the Federal Energy Regulatory Commission (“FERC”). Chesapeake’s
Florida natural gas distribution division and FPU’s natural gas and electric operations continue to be subject to regulation
by the Florida Public Service Commission (“Florida PSC”) as separate entities.
Delaware. On September 2, 2008, our Delaware division filed with the Delaware Public Service Commission (“Delaware
PSC”) its annual Gas Sales Service Rates (“GSR”) Application, seeking approval to change its GSR, effective November 1,
2008. On July 7, 2009, the Delaware PSC granted approval of a settlement agreement presented by the parties in this
docket, which included the Delaware PSC, our Delaware division and the Division of the Public Advocate. As part of the
settlement, the parties agreed to develop a record in a later proceeding on the price charged by the Delaware division for the
temporary release of transmission pipeline capacity to our natural gas marketing subsidiary, Peninsula Energy Services
Company, Inc. (“PESCO”). On January 8, 2010, the Hearing Examiner in this proceeding issued a report of Findings and
Recommendations in which he recommended, among other things, that the Delaware PSC require the Delaware division to
refund to its firm service customers the difference between what the Delaware division would have received had the
capacity released to PESCO been priced at the maximum tariff rates under asymmetrical pricing principles and the amount
actually received by the Delaware division for capacity released to PESCO. The Hearing Examiner also recommended that
the Delaware PSC require us to adhere to asymmetrical pricing principles in all future capacity releases by the Delaware
division to PESCO, if any. Accordingly, if the Hearing Examiner’s refund recommendation for past capacity releases were
approved without modification by the Delaware PSC, the Delaware division would have to credit to its firm service
customers amounts equal to the maximum tariff rates that the Delaware division pays for long-term capacity, which we
estimated to be approximately $700,000, even though the temporary releases were made at lower rates based on competitive
bidding procedures required by the FERC’s capacity release rules. We disagreed with the Hearing Examiner’s
recommendations and filed exceptions to those recommendations on February 18, 2010. At the hearing on March 30, 2010,
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the Delaware PSC agreed with us that the Delaware division had been releasing capacity based on a previous settlement
approved by the Delaware PSC and, therefore, did not require the Delaware division to issue any refunds for past capacity
releases. The Delaware PSC, however, required the Delaware division to adhere to asymmetrical pricing principles for
future capacity releases to PESCO until a more appropriate pricing methodology is developed and approved. The Delaware
PSC issued an order on May 18, 2010, elaborating its decisions at the March hearing and directing the parties to reconvene
in a separate docket to determine if a pricing methodology other than asymmetrical pricing principles should apply to future
capacity releases by the Delaware division to PESCO. On June 17, 2010, the Division of the Public Advocate filed an
appeal with the Delaware Superior Court, asking it to overturn the Delaware PSC’s decision with regard to refunds for past
capacity releases. On June 28, 2010, the Delaware division filed a Notice of Cross-Appeal with the Delaware Superior
Court, asking it to overturn the Delaware PSC’s decision with regard to requiring the Delaware division to adhere to
asymmetrical pricing principles for future capacity releases to PESCO. It is not anticipated that the Court will render a
decision prior to the end of this year. Due to the ongoing legal proceedings, the parties have not yet opened a separate
docket to determine an alternative pricing methodology for future capacity releases. Since the order from the Delaware PSC
on May 18, 2010, the Delaware division has not released any capacity to PESCO.
On September 4, 2009, our Delaware division filed with the Delaware PSC its annual GSR Application, seeking approval to
change its GSR, effective November 1, 2009. On October 6, 2009, the Delaware PSC authorized the Delaware division to
implement the GSR charges on November 1, 2009, on a temporary basis, subject to refund, pending the completion of full
evidentiary hearings and a final decision. The evidentiary hearing in this matter was held on May 19, 2010. At the
evidentiary hearing, the parties in this docket, which included the Delaware PSC, our Delaware division and the Division of
the Public Advocate, presented a proposed settlement agreement to resolve all issues addressed in this docket. The
settlement agreement contemplates that the Delaware division will begin to share interruptible margins with its firm
ratepayers when those margins reach a certain level in each twelve-month period ending October 31. Based on the current
level of interruptible margins generated by the Delaware division, we do not anticipate that sharing of future interruptible
margins will have a significant impact on our results. The Delaware division anticipates a final decision by the Delaware
PSC on this application and settlement agreement in the third quarter of 2010.
On December 17, 2009, our Delaware division filed an application with the Delaware PSC, requesting approval for an
Individual Contract Rate for service to be rendered to a potential large industrial customer. The Delaware PSC granted
approval of the Individual Contract Rate on February 18, 2010.
Maryland. On December 1, 2009, the Maryland Public Service Commission (“Maryland PSC”) held an evidentiary hearing
to determine the reasonableness of the four quarterly gas cost recovery filings submitted by our Maryland division during
the 12 months ended September 30, 2009. No issues were raised at the hearing, and on December 9, 2009, the Hearing
Examiner in this proceeding issued a proposed Order approving the division’s four quarterly filings. On January 8, 2010,
the Maryland PSC issued an Order substantially affirming the Hearing Examiner’s decision in the matter.
Florida. On July 14, 2009, Chesapeake’s Florida division filed with the Florida PSC its petition for a rate increase and
request for interim rate relief. In the application, the Florida division sought approval of: (a) an interim rate increase of
$417,555; (b) a permanent rate increase of $2,965,398, which represented an average base rate increase, excluding fuel
costs, of approximately 25 percent for the Florida division’s customers; (c) implementation or modification of certain
surcharge mechanisms; (d) restructuring of certain rate classifications; and (e) deferral of certain costs and the purchase
premium associated with the then pending merger with FPU. On August 18, 2009, the Florida PSC approved the full
amount of the Florida division’s interim rate request, subject to refund, applicable to all meters read on or after
September 1, 2009. On December 15, 2009, the Florida PSC: (a) approved a $2,536,307 permanent rate increase
(86 percent of the requested amount) applicable to all meters read on or after January 14, 2010; (b) determined that there is
no refund required of the interim rate increase; and (c) ordered Chesapeake’s Florida division and FPU’s natural gas
distribution operations to submit data no later than April 29, 2011 (which is 18 months after the merger) that details all
known benefits, synergies, cost savings and cost increases that have resulted from the merger.
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Also on December 15, 2009, the Florida PSC approved the settlement agreement for a final natural gas rate increase of
$7,969,000 for FPU’s natural gas distribution operation, which represents approximately 80 percent of the requested base
rate increase of $9,917,690 filed by FPU in the fourth quarter of 2008. The Florida PSC had approved an annual interim
rate increase of $984,054 on February 10, 2009 and approved the permanent rate increase of $8,496,230 in an order issued
on May 5, 2009, with the new rates to be effective beginning on June 4, 2009. On June 17, 2009, however, the Office of
Public Counsel entered a protest to the Florida PSC’s order and its final natural gas rate increase ruling. Subsequent
negotiations led to the settlement agreement between the Office of Public Counsel and FPU, which the Florida PSC
approved on December 15, 2009. The rates authorized pursuant to the order approving the settlement agreement became
effective on January 14, 2010. In February 2010, FPU refunded to its natural gas customers approximately $290,000,
representing revenues in excess of the amount provided by the settlement agreement that had been billed to customers from
June 2009 through January 14, 2010.
On September 1, 2009, FPU’s electric distribution operation filed its annual Fuel and Purchased Power Recovery Clause,
which seeks final approval of its 2008 fuel-related revenues and expenses and new fuel rates for 2010. On January 4, 2010,
the Florida PSC approved the proposed 2010 fuel rates, effective on or after January 1, 2010.
On September 11, 2009, Chesapeake’s Florida division and FPU’s natural gas distribution operation separately filed their
respective annual Energy Conservation Cost Recovery Clauses, seeking final approval of their 2008 conservation-related
revenues and expenses and new conservation surcharge rates for 2010. On November 2, 2009, the Florida PSC approved
the proposed 2010 conservation surcharge rates for both the Florida division and FPU, effective for meters read on or after
January 1, 2010.
Also on September 11, 2009, FPU’s natural gas distribution operation filed its annual Purchased Gas Adjustment Clause,
seeking final approval of its 2008 purchased gas-related revenues and expenses and new purchased gas adjustment cap rate
for 2010. On November 4, 2009, the Florida PSC approved the proposed 2010 purchased gas adjustment cap, effective on
or after January 1, 2010.
The City of Marianna Commissioners voted on July 7, 2009 to enter into a new 10-year franchise agreement with FPU,
effective February 1, 2010. The agreement provides that new interruptible and time-of-use rates shall become available for
certain customers prior to February 2011, or, at the option of the City, the franchise agreement could be voided nine months
after that date. The new franchise agreement contains a provision that permits the City to purchase the Marianna portion of
FPU’s electric system. Should FPU fail to make available the new interruptible and time-of-use rates, and if the franchise
agreement is then voided by the City and the City elects to purchase the Marianna portion of the distribution system, the
agreement would require the City to pay FPU severance/reintegration costs, the fair market value for the system, and an
initial investment in the infrastructure to operate this limited facility. If the City purchased the electric system, FPU would
have a gain in the year of the disposition, but ongoing financial results would be negatively impacted from the loss of the
Marianna area from FPU’s electric operations.
ESNG. The following are regulatory activities involving FERC Orders applicable to ESNG and the expansions of ESNG’s
transmission system:
Energylink Expansion Project: In 2006, ESNG proposed to develop, construct and operate approximately 75 miles of new
pipeline facilities from the existing Cove Point Liquefied Natural Gas terminal in Calvert County, Maryland, crossing under
the Chesapeake Bay into Dorchester and Caroline Counties, Maryland, to points on the Delmarva Peninsula, where such
facilities would interconnect with ESNG’s existing facilities in Sussex County, Delaware. In April 2009, ESNG terminated
this project based on the increase in projected construction costs over its original projection and initiated billing to recover
approximately $3.2 million of costs incurred in connection with this project and the related cost of capital over a period of
20 years in accordance with the terms of the precedent agreements executed with the two participating customers and
approved by the FERC. One of the two participating customers is Chesapeake, through its Delaware and Maryland
divisions.
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Mainline Extension Project: On November 25, 2009, ESNG filed a notice of its intent under its blanket certificate to
construct, own and operate new mainline facilities to deliver additional firm service of 1,594 Mcfs per day of natural gas to
Chesapeake’s Delaware division. The FERC published the notice of this filing on December 7, 2009. No protest was filed
during the 60-day period following the notice, and ESNG commenced construction on February 6, 2010. The facilities were
completed on April 29, 2010, and ESNG commenced billing for the new service on May 1, 2010.
Mainline Extension and Interconnect Project : On March 5, 2010, ESNG submitted an Application for Certificate of Public
Convenience and Necessity to the FERC related to a proposed mainline extension and interconnect project that would tie
into the interstate pipeline system of Texas Eastern Transmission, LP (“TETLP”). ESNG’s project involves building and
operating an eight-mile mainline extension from ESNG’s existing facility in Parkesburg, Pennsylvania to the interconnect
with TETLP at Honey Brook, Pennsylvania. The estimated capital cost of this project is approximately $19.4 million.
FERC issued a notice of the application on March 15, 2010, and the comment period ended on April 5, 2010. Three protests
were filed in connection with ESNG’s application, and ESNG filed an answer to the protests on April 28, 2010. On May 5,
2010, a limited answer from one of the protesting parties was filed in response to ESNG’s April 28, 2010 filing. These
protests and responses will be considered by the FERC in rendering its decision to approve ESNG’s application. With
respect to environmental issues in ESNG’s application, the FERC issued its Environmental Assessment on July 6, 2010,
which assesses the potential environmental effects of the construction and operation of the project in accordance with the
requirements of the National Environmental Policy Act. The FERC Staff determined that the project, with appropriate
mitigating measures, would not significantly affect the quality of the human environment. The comment period on the
Environmental Assessment will end on August 5, 2010.
ESNG also had developments in the following FERC matters:
On April 30, 2010, ESNG submitted its annual Interruptible Revenue Sharing Report to the FERC. ESNG reported in
this filing that its interruptible revenue was in excess of its annual threshold amount and refunded $90,718, inclusive
of interest, in the second quarter of 2010 to its eligible firm customers.
On May 28, 2010, ESNG submitted its annual Fuel Retention Percentage (“FRP”) and Cash-Out Surcharge filings to
the FERC. In these filings, ESNG proposed to implement an FRP rate of 0.00 percent and a zero rate for its Cash-Out
Surcharge. ESNG also proposed to refund $310,117, including interest, to its eligible customers in the second quarter
of 2010 as a result of combining its over-recovered Gas Required for Operations and its over-recovered Cash-Out
Cost. The FERC approved these proposals on June 29, 2010, and ESNG issued refunds to eligible customers.
Environmental Commitments and Contingencies
We are subject to federal, state and local laws and regulations governing environmental quality and pollution control. These
laws and regulations require us to remove or remedy the effect on the environment of the disposal or release of specified
substances at current and former operating sites.
We have participated in the investigation, assessment or remediation and have certain exposures at six former Manufactured
Gas Plant (“MGP”) sites. Those sites are located in Salisbury, Maryland, and Winter Haven, Key West, Pensacola, Sanford
and West Palm Beach, Florida. We have also been in discussions with the Maryland Department of the Environment
(“MDE”) regarding a seventh former MGP site located in Cambridge, Maryland. The Key West, Pensacola, Sanford and
West Palm Beach sites are related to FPU, for which we assumed in the merger any existing and future contingencies.
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As of June 30, 2010, we had $407,000 in environmental liabilities related to Chesapeake’s MGP sites in Maryland and
Florida, representing our estimate of the future costs associated with those sites. As of June 30, 2010, we had approximately
$1.5 million in regulatory and other assets for future recovery of environmental costs from Chesapeake’s customers through
our approved rates. As of June 30, 2010, we had approximately $11.9 million in environmental liabilities related to FPU’s
MGP sites in Florida, primarily from the West Palm Beach site, which represents our estimate of the future costs associated
with those sites. FPU has approval to recover up to $14.0 million of its environmental costs from insurance and from
customers through rates. Approximately $7.6 million of FPU’s expected environmental costs have been recovered from
insurance and customers through rates as of June 30, 2010. We also had approximately $6.4 million in regulatory assets for
future recovery of environmental costs from FPU’s customers.
The following discussion provides details on each site.
Salisbury, Maryland
We have substantially completed remediation of this site in Salisbury, Maryland, where it was determined that a
former MGP caused localized ground-water contamination. During 1996, we completed construction of an Air
Sparging and Soil-Vapor Extraction (“AS/SVE”) system and began remediation procedures. We have reported the
remediation and monitoring results to the MDE on an ongoing basis since 1996. In February 2002, the MDE granted
permission to permanently decommission the AS/SVE system and to discontinue all on-site and off-site well
monitoring, except for one well, which is being maintained for periodic product monitoring and recovery. We have
requested and are awaiting a No Further Action determination from the MDE.
Through June 30, 2010, we have incurred and paid approximately $2.9 million for remedial actions and environmental
studies. We have recovered approximately $2.2 million through insurance proceeds or in rates and have not yet
recovered $725,000 of the clean-up costs.
Winter Haven, Florida
The Winter Haven site is located on the eastern shoreline of Lake Shipp, in Winter Haven, Florida. Pursuant to a
Consent Order entered into with the Florida Department of Environmental Protection (“FDEP”), we are obligated to
assess and remediate environmental impacts at this former MGP site. In 2001, the FDEP approved a Remedial Action
Plan (“RAP”) requiring construction and operation of a bio-sparge/soil vapor extraction (“BS/SVE”) treatment system
to address soil and groundwater impacts at a portion of the site. The BS/SVE treatment system has been in operation
since October 2002. The Fourteenth Semi-Annual RAP Implementation Status Report was submitted to the FDEP in
January 2010. The groundwater sampling results through October 2009 show, in general, a reduction in contaminant
concentrations, although the rate of reduction has declined. Modifications and upgrades to the BS/SVE treatment
system were completed in October 2009. At present, we predict that remedial action objectives may be met for the
area being treated by the BS/SVE treatment system in approximately three years.
The BS/SVE treatment system does not address impacted soils in the southwest corner of the site. We are currently
completing additional soil and groundwater sampling at this location for the purpose of designing a remedy for this
portion of the site. Following the completion of this field work, we will submit a soil excavation plan to the FDEP for
its review and approval.
The FDEP has indicated that we may be required to remediate sediments along the shoreline of Lake Shipp,
immediately west of the site. Based on studies performed to date, we object to FDEP’s suggestion that the sediments
have been adversely impacted by the former operations of the MGP. Our early estimates indicate that some of the
corrective measures discussed by the FDEP could cost as much as $1.0 million. We believe that corrective measures
for the sediments are not warranted and intend to oppose any requirement that we undertake corrective measures in the
offshore sediments. We have not recorded a liability for sediment remediation, as the final resolution of this matter
cannot be predicted at this time.
Through June 30, 2010, we have incurred and paid approximately $1.5 million for this site and estimate an additional
cost of $407,000 in the future, which has been accrued. We have recovered through rates $1.1 million of the costs and
expect that the remaining $773,000, which is included in regulatory assets, will be recoverable from customers
through our approved rates.
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Key West, Florida
FPU formerly owned and operated an MGP in Key West, Florida. Field investigations performed in the 1990s
identified limited environmental impacts at the site, which is currently owned by an unrelated third party. The FDEP
has not required any further work at the site as of this time. Our portion of the consulting/remediation costs which may
be incurred at this site is projected to be $93,000.
Pensacola, Florida
FPU formerly owned and operated an MGP in Pensacola, Florida. The MGP was also owned by Gulf Power
Corporation (“Gulf Power”). Portions of the site are now owned by the City of Pensacola and the Florida Department
of Transportation. In October 2009, the FDEP informed Gulf Power that FDEP would approve a conditional No
Further Action determination for the site, which must include a requirement for institutional/engineering controls. The
group, consisting of Gulf Power, City of Pensacola, Florida Department of Transportation and FPU, is proceeding with
preparation of the necessary documentation to submit the No Further Action justification. Consulting/remediation
costs are projected to be $13,000.
Sanford, Florida
FPU is the current owner of property in Sanford, Florida, a former MGP site which was operated by several other
entities before FPU acquired the property. FPU was never an owner/operator of the MGP. In late September 2006, the
U.S. Environmental Protection Agency (“EPA”) sent a Special Notice Letter, notifying FPU, and the other responsible
parties at the site (Florida Power Corporation, Florida Power & Light Company, Atlanta Gas Light Company, and the
City of Sanford, Florida, collectively with FPU, “the Sanford Group”), of EPA’s selection of a final remedy for OU1
(soils), OU2 (groundwater), and OU3 (sediments) for the site. The total estimated remediation costs for this site were
projected at the time by EPA to be approximately $12.9 million.
In January 2007, FPU and other members of the Sanford Group signed a Third Participation Agreement, which
provides for funding the final remedy approved by EPA for the site. FPU’s share of remediation costs under the Third
Participation Agreement is set at five percent of a maximum of $13 million, or $650,000. As of June 30, 2010, FPU
has paid $650,000 to the Sanford Group escrow account for its share of funding requirements.
The Sanford Group, EPA and the U.S. Department of Justice agreed to a Consent Decree in March 2008, which was
entered by the federal court in Orlando on January 15, 2009. The Consent Decree obligates the Sanford Group to
implement the remedy approved by EPA for the site. The total cost of the final remedy is now estimated at
approximately $18 million. FPU has advised the other members of the Sanford Group that it is unwilling at this time to
agree to pay any sum in excess of the $650,000 committed by FPU in the Third Participation Agreement.
Several members of the Sanford Group have concluded negotiations with two adjacent property owners to resolve
damages that the property owners allege they have/will incur as a result of the implementation of the EPA-approved
remediation. In settlement of these claims, members of the Sanford Group, which in this instance does not include
FPU, have agreed to pay specified sums of money to the parties. FPU has refused to participate in the funding of the
third-party settlement agreements based on its contention that it did not contribute to the release of hazardous
substances at the site giving rise to the third-party claims.
As of June 30, 2010, FPU’s remaining share of remediation expenses, including attorneys’ fees and costs, is estimated
to be $28,000. However, we are unable to determine, to a reasonable degree of certainty, whether the other members
of the Sanford Group will accept FPU’s asserted defense to liability for costs exceeding $13 million to implement the
final remedy for this site or will pursue a claim against FPU for a sum in excess of the $650,000 that FPU has paid
under the Third Participation Agreement.
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West Palm Beach, Florida
We are currently evaluating remedial options to respond to environmental impacts to soil and groundwater at and in
the immediate vicinity of a parcel of property owned by FPU in West Palm Beach, Florida, where FPU previously
operated a MGP. Pursuant to a Consent Order between FPU and the FDEP, effective April 8, 1991, FPU completed
the delineation of soil and groundwater impacts at the site. On June 30, 2008, FPU transmitted a revised feasibility
study, evaluating appropriate remedies for the site, to the FDEP. On April 30, 2009, the FDEP issued a remedial action
order, which it subsequently withdrew. In response to the order and as a condition to its withdrawal, FPU committed to
perform additional field work in 2009 and complete an additional engineering evaluation of certain remedial
alternatives. The scope of this work has increased in response to FDEP’s demands for additional information. The total
projected cost of this work is approximately $750,000. FPU recently authorized additional field work to be performed
in July and August 2010, including the installation of additional groundwater monitoring wells and performance of a
comprehensive groundwater sampling event. The cost of this work, which is included in the projected remediation
costs, is estimated to be approximately $91,000.
The revised feasibility study completed in 2008 evaluated a wide range of remedial alternatives based on criteria
provided by applicable laws and regulations. Based on the likely acceptability of proven remedial technologies
described in the feasibility study and implemented at similar sites, management believes that consulting and
remediation costs to address the impacts now characterized at the West Palm Beach site will range from $7.4 million
to $19 million. This range of costs covers such remedies as in situ solidification for deeper soil impacts, excavation of
superficial soil impacts, installation of a barrier wall with a permeable biotreatment zone, monitored natural
attenuation of dissolved impacts in groundwater, or some combination of these remedies.
Negotiations between FPU and the FDEP on a final remedy for the site continue. Until those negotiations are
concluded, we are unable to determine, to a reasonable degree of certainty, the full extent or cost of remedial action
that may be required. As of June 30, 2010, and subject to the limitations described above, we estimate the remediation
expenses, including attorneys’ fees and costs, will range from approximately $7.8 million to $19.4 million for this site.
We continue to expect that all costs related to these activities will be recoverable from customers through rates.
Other
We are in discussions with the MDE regarding a former MGP site located in Cambridge, Maryland. The outcome of
this matter cannot be determined at this time; therefore, we have not recorded an environmental liability for this
location.
Other Commitments and Contingencies
Natural Gas, Electric and Propane Supply
Our natural gas, electric and propane distribution operations have entered into contractual commitments to purchase
gas, electricity and propane from various suppliers. The contracts have various expiration dates. We have a contract
with an energy marketing and risk management company to manage a portion of our natural gas transportation and
storage capacity. This contract expires on March 31, 2012.
In May 2010, our natural gas marketing subsidiary, PESCO, renewed contracts to purchase natural gas from various
suppliers. These contracts expire in May 2011.
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FPU’s electric fuel supply contracts require FPU to maintain an acceptable standard of creditworthiness based on
specific financial ratios. FPU’s agreement with JEA (formerly known as Jacksonville Electric Authority) requires FPU
to comply with the following ratios based on the results of the prior 12 months: (a) total liabilities to tangible net worth
less than 3.75; and (b) fixed charge coverage greater than 1.5. If either of the ratios is not met by FPU, we have
30 days to cure the default or provide an irrevocable letter of credit if the default is not cured. FPU’s agreement with
Gulf Power Company requires FPU to meet the following ratios based on the average of the prior six quarters:
(a) funds from operation interest coverage (minimum of 2 to 1); and (b) total debt to total capital (maximum of 0.65 to
1). If FPU fails to meet the requirements, we have to provide the supplier a written explanation of action taken or
proposed to be taken to be compliant. Failure to comply with the ratios specified in the agreement with Gulf Power
Company could result in FPU having to provide an irrevocable letter of credit. FPU was in compliance with these
requirements as of June 30, 2010.
Corporate Guarantees
We have issued corporate guarantees to certain vendors of our subsidiaries, the largest portion of which are for our
propane wholesale marketing subsidiary and our natural gas marketing subsidiary. These corporate guarantees provide
for the payment of propane and natural gas purchases in the event of the respective subsidiary’s default. Neither
subsidiary has ever defaulted on its obligations to pay its suppliers. The liabilities for these purchases are recorded in
our financial statements when incurred. The aggregate amount guaranteed at June 30, 2010 was $22.5 million, with the
guarantees expiring on various dates through 2011.
In addition to the corporate guarantees, we have issued a letter of credit to our primary insurance company for
$725,000, which expires on August 31, 2010. The letter of credit to our primary insurance company is provided as
security to satisfy the deductibles under our various insurance policies. There have been no draws on this letter of
credit as of June 30, 2010. We do not anticipate that this letter of credit will be drawn upon by the counterparty, and
we expect that it will be renewed to the extent necessary in the future. In addition, we have issued a letter of credit for
$526,000 to TETLP related to the Precedent Agreement, which is further described below.
Agreements for Access to New Natural Gas Supplies
On April 8, 2010, our Delaware and Maryland divisions entered into a Precedent Agreement with TETLP to secure
firm transportation service from TETLP in conjunction with its new expansion project, which is expected to expand
TETLP’s mainline system by up to 190,000 dekatherms per day (“Dts/d”). The Precedent Agreement provides that,
upon satisfaction of certain conditions, the parties will execute two firm transportation service contracts, one for our
Delaware division and one for our Maryland division, for 30,000 and 10,000 Dts/d, respectively, to be effective on the
service commencement date of the project, which is currently projected to occur in November 2012. Each firm
transportation service contract shall, among other things, provide for: (a) the maximum daily quantity of Dts/d
described above; (b) a term of 15 years; (c) a receipt point at Clarington, Ohio; (d) a delivery point at Honey Brook,
Pennsylvania; and (f) certain credit standards and requirements for security. Commencement of service and TETLP’s
and our rights and obligations under the two firm transportation service contracts are subject to satisfaction of various
conditions specified in the Precedent Agreement.
Our Delmarva natural gas supplies are currently received primarily from the Gulf of Mexico natural gas production
region and are transported through three interstate upstream pipelines, two of which interconnect directly with ESNG’s
transmission system. The new firm transportation service contracts between our Delaware and Maryland divisions and
TETLP will provide us with an additional direct interconnection with ESNG’s transmission system and access to new
sources of natural gas supplies from other natural gas production regions, including the Appalachian production
region, thereby providing increased reliability and diversity of supply. They will also provide our Delaware and
Maryland divisions additional upstream transportation capacity to meet current customer demands and to plan for
sustainable growth.
The Precedent Agreement provides that the parties shall promptly meet and work in good faith to negotiate a mutually
acceptable reservation rate. Failure to agree upon a mutually acceptable reservation rate would have enabled either
party to terminate the Precedent Agreement, and would have subjected us to reimburse TETLP for certain preconstruction costs; however, on July 2, 2010, our Delaware and Maryland divisions executed the required reservation
rate agreements with TETLP.
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The Precedent Agreement requires us to reimburse TETLP for our proportionate share of TETLP’s pre-service costs
incurred to date, if we terminate the Precedent Agreement, are unwilling or unable to perform our material duties and
obligations thereunder, or take certain other actions whereby TETLP is unable to obtain the authorizations and
exemptions required for this project. If such termination were to occur, we estimate that our proportionate share of
TETLP’s pre-service costs could be approximately $4.7 million by December 31, 2010. If we were to terminate the
Precedent Agreement after TETLP completed its construction of all facilities, which is expected to be in the fourth
quarter of 2011, our proportionate share could be as much as approximately $45 million. The actual amount of our
proportionate share of such costs could differ significantly and would ultimately be based on the level of pre-service
costs at the time of any potential termination. As our Delaware and Maryland divisions have now executed the
required reservation rate agreements with TETLP, we believe that the likelihood of terminating the Precedent
Agreement and having to reimburse TETLP for our proportionate share of TETLP’s pre-service costs is remote.
We provided a letter of credit for $526,000 under the Precedent Agreement with TETLP as required. This letter of
credit is expected to increase quarterly as TETLP’s pre-service costs increase and will not exceed more than the threemonth reservation charge under the firm transportation service contracts, which we currently estimate to be
$2.1 million.
On March 17, 2010, our Delaware and Maryland divisions entered into a separate Precedent Agreement with ESNG to
extend its mainline by eight miles to interconnect with TETLP at Honey Brook, Pennsylvania. The estimated capital
cost associated with construction of this mainline extension and interconnection is approximately $19.4 million, and
the proposed rate for transmission service on this extension is ESNG’s current tariff rate for service in that area.
ESNG and TETLP are proceeding with obtaining the necessary approvals, authorizations or exemptions for
construction and operation of their respective projects, including, but not limited to, approval by the FERC. ESNG’s
regulatory proceedings related to this project are further discussed under “Mainline Extension and Interconnect
Project” in this footnote. Our Delaware and Maryland divisions require no regulatory approvals or exemptions to
receive transmission service from TETLP or ESNG.
Once the ESNG and TETLP firm transportation services commence, our Delaware and Maryland divisions will incur
costs from those services based on the agreed reservation rates, which will become an integral component of the costs
associated with providing natural gas supplies to our Delaware and Maryland divisions. The costs from the ESNG and
TETLP firm transportation services will be included in the annual GSR filings for each of our respective divisions.
Other
In May 2010, a FPU propane customer filed a class action complaint against FPU in Palm Beach County, Florida,
alleging, among other things, that FPU acted in a deceptive and unfair manner related to a particular charge by FPU in
its bills to propane customers and the description of such charge. The suit seeks to certify a class comprised of FPU
propane customers to whom such charge was made since May 2006 and requests damages and statutory remedies
based on the amounts paid by FPU customers for such charge. We believe the particular charge at issue is customary,
proper and fair, and we intend to defend vigorously against the claims. We are unable to predict at this time the
outcome of this lawsuit or the costs we may incur in defending this claim. Since most of the charge at issue is related
to the period prior to the merger between Chesapeake and FPU, the outcome of this lawsuit could affect the purchase
price allocation for the FPU merger.
We are involved in certain other legal actions and claims arising in the normal course of business. We are also
involved in certain legal proceedings and administrative proceedings before various governmental agencies concerning
rates. In the opinion of management, the ultimate disposition of these proceedings will not have a material effect on
our condensed consolidated financial position, results of operations or cash flows.
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5.

Segment Information
We use the management approach to identify operating segments, and we organize our business around differences in
regulatory environment and/or products or services. The operating results of each segment are regularly reviewed by the
chief operating decision maker (our Chief Executive Officer) in order to make decisions about resources and to assess
performance. The segments are evaluated based on their pre-tax operating income.
As a result of the merger with FPU in October 2009, we changed our operating segments to better reflect how the chief
operating decision maker reviews the various operations of our Company. Our three operating segments are now composed
of the following:
•

Regulated Energy . The regulated energy segment includes natural gas distribution, electric distribution and
natural gas transmission operations. All operations in this segment are regulated, as to their rates and services, by
the PSC having jurisdiction in each operating territory or by the FERC in the case of ESNG.

•

Unregulated Energy. The unregulated energy segment includes natural gas marketing, propane distribution and
propane wholesale marketing operations, which are unregulated as to their rates and services.

•

Other . The “Other” segment consists primarily of the advanced information services operation, unregulated
subsidiaries that own real estate leased to Chesapeake and certain corporate costs not allocated to other
operations.
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The following table presents information about our reportable segments.
Three Months Ended
2010
2009

For the Periods Ended June 30,
(in thousands)
Operating Revenues, Unaffiliated Customers
Regulated Energy
Unregulated Energy
Other
Total operating revenues, unaffiliated customers
Intersegment Revenues (1)
Regulated Energy
Unregulated Energy
Other
Total intersegment revenues
Operating Income (Loss)
Regulated Energy
Unregulated Energy
Other and eliminations
Total operating income
Other income (loss), net of other expenses
Interest
Income taxes
Net income
(1)

$

52,543
24,494
3,024
80,061

$

197
121
259
577

$

$

$

8,308
(791)
244
7,761

$

(11)
2,305
2,105
3,340

$

$

$

$

$

$

Six Months Ended
2010
2009

18,638
19,578
2,618
40,834

$

231
252
193
676

$

$

4,086
2
(1,232)
2,856

$

12
1,573
489
806

143,845
83,521
5,955
233,321

$

522
364
447
1,333

$

$

$

25,824
6,969
366
33,159

$

103
4,667
11,281
17,314

$

$

$

$

$

70,431
68,971
5,911
145,313

619
254
377
1,250

$

13,583
6,594
(1,355)
18,822

$

45
3,215
6,253
9,399

All significant intersegment revenues are billed at market rates and have been eliminated from consolidated operating
revenues.
June 30,
2010

(in thousands)
Identifiable Assets
Regulated energy
Unregulated energy
Other
Total identifiable assets

$

$

476,123
76,193
37,020
589,336

December 31,
2009

$

$

480,903
101,437
34,724
617,064

Our operations are almost entirely domestic. Our advanced information services subsidiary, BravePoint, has infrequent
transactions in foreign countries, primarily Canada, which are denominated and paid in U.S. dollars. These transactions are
immaterial to the consolidated revenues.
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6.

Employee Benefit Plans
Net periodic benefit costs for our pension and post-retirement benefits plans for the three months and six months ended
June 30, 2010 and 2009 are set forth in the following table:

For the Three Months Ended June 30,
(in thousands)
Service Cost
Interest Cost
Expected return on plan assets
Amortization of prior service cost
Amortization of net loss
Net periodic cost

For the Six Months Ended June 30,
(in thousands)
Service Cost
Interest Cost
Expected return on plan assets
Amortization of prior service cost
Amortization of net loss
Net periodic cost

Chesapeake
Pension Plan
2010
2009

FPU
Pension Plan
2010

$ — $ — $
144
140
(106)
(87)
(2)
(1)
39
69
$ 75 $ 121 $

Chesapeake
SERP
2010
2009

— $ —
637
34
(619)
—
—
5
—
14
18 $ 53

$ —
32
—
4
15
$ 51

Chesapeake
Pension Plan
2010
2009

FPU
Pension Plan
2010

Chesapeake
SERP
2010
2009

$ —
289
(212)
(3)
78
$ 152

$

$ —
68
—
10
30
$ 108

$ —
280
(173)
(2)
137
$ 242

$

—
1,275
(1,238)
—
—
37

$ —
64
—
7
30
$ 101

Chesapeake
Postretirement
FPU
Plan
Medical Plan
2010
2009
2010
$ —
31
—
—
14
$ 45

$

1 $
27
—
—
39
$ 67 $

27
34
—
—
—
61

Chesapeake
Postretirement
Plan
2010
2009

FPU
Medical Plan
2010

$

$

$

—
61
—
—
29
90

$

1
54
—
—
79
$ 134

$

55
68
—
—
—
123

We expect to record pension and postretirement benefit costs of approximately $1.0 million for 2010, $320,000 of which is
attributable to FPU’s pension and medical plans. In addition, we expect to record $897,000 in expense for 2010 related to
continued amortization of the FPU pension regulatory asset of approximately $7.6 million, which represents the portion
attributable to FPU’s regulated energy operations of the changes in funded status that occurred but were not recognized as
part of net periodic benefit costs prior to the merger. This was deferred as a regulatory asset prior to the merger by FPU to
be recovered through rates pursuant to a previous order by the Florida PSC.
We expect to contribute $450,000 and $1.6 million to the Chesapeake and FPU pension plans, respectively, in 2010. During
the three and six months ended June 30, 2010, we contributed $333,000 to the Chesapeake Pension Plan. We also
contributed $382,000 and $759,000 to the FPU Pension Plan for the three and six months ended June 30, 2010,
respectively.
The Chesapeake SERP, the Chesapeake Postretirement Plan and the FPU Medical Plan are unfunded and are expected to be
paid out of our general funds. Cash benefits paid under the Chesapeake SERP for the three and six months ended June 30,
2010, were $22,000 and $45,000, respectively; for the year 2010, such benefits paid are expected to be approximately
$88,000. Cash benefits paid for the Chesapeake Postretirement Plan, primarily for medical claims for the three and six
months ended June 30, 2010, totaled $19,000 and $35,000, respectively; for the year 2010, we have estimated that
approximately $115,000 will be paid for such benefits. Cash benefits paid for the FPU Medical Plan, primarily for medical
claims for the three and six months ended June 30, 2010, totaled $24,000 and $44,000, respectively; for the year 2010, we
have estimated that approximately $144,000 will be paid for such benefits.
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On March 23, 2010, the Patient Protection and Affordable Care Act was signed into law. On March 30, 2010, a companion
bill, the Health Care and Education Reconciliation Act of 2010, was also signed into law. Among other things, these new
laws, when taken together, reduce the tax benefits available to an employer that receives the Medicare Part D subsidy. The
deferred tax effects of the reduced deductibility of the postretirement prescription drug coverage must be recognized in the
period these new laws were enacted. The FPU Medical Plan receives the Medicare Part D subsidy. We assessed the
deferred tax effects on the reduced deductibility as a result of these new laws and determined that the deferred tax effects
were not material to our financial results.
7.

Investments
The investment balance at June 30, 2010, represents a Rabbi Trust associated with our Supplemental Executive Retirement
Savings Plan and a Rabbi Trust related to a stay bonus agreement with a former executive. We classify these investments as
trading securities and report them at their fair value. Any unrealized gains and losses, net of other expenses, are included in
other income in the condensed consolidated statements of income. We also have an associated liability that is recorded and
adjusted each month for the gains and losses incurred by the Rabbi Trusts. At June 30, 2010 and December 31, 2009, total
investments had a fair value of $2.0 million.

8.

Share-Based Compensation
Our non-employee directors and key employees are awarded share-based awards through our Directors Stock
Compensation Plan (“DSCP”) and the Performance Incentive Plan (“PIP”), respectively. We record these share-based
awards as compensation costs over the respective service period for which services are received in exchange for an award
of equity or equity-based compensation. The compensation cost is primarily based on the fair value of the grant on the date
it was awarded.
The table below presents the amounts included in net income related to share-based compensation expense for the awards
granted under the DSCP and the PIP for the three and six months ended June 30, 2010 and 2009.

For the periods ended June 30,
(in thousands)
Directors Stock Compensation Plan
Performance Incentive Plan
Total compensation expense
Less: tax benefit
Share-Based Compensation amounts included in net
income

Three Months Ended
2010
2009

Six Months Ended
2010
2009

$

71
208
279
112

$

48
295
343
137

$

135
477
612
245

$

95
490
585
234

$

167

$

206

$

367

$

351

Directors Stock Compensation Plan
Shares granted under the DSCP are issued in advance of the directors’ service periods and are fully vested as of the date of
the grant. We record a prepaid expense of the shares issued and amortize the expense equally over a service period of one
year. In May 2010, 9,900 shares were granted to the directors under the DSCP. A summary of stock activity under the
DSCP during the six months ended June 30, 2010, is presented below:
Number of
Weighted Average
Shares
Grant Date Fair Value
—
—
9,900 $
29.99
9,900 $
29.99
—
—
—
—

Outstanding — December 31, 2009
Granted (1)
Vested
Forfeited
Outstanding — June 30, 2010
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At June 30, 2010, there was $247,000 of unrecognized compensation expense related to the DSCP awards that is expected
to be recognized over the remaining 10 months of the directors’ service period ending April 30, 2011.
Performance Incentive Plan
The table below presents the summary of the stock activity for the PIP for the six months ended June 30, 2010:
Number of
Shares
123,075
40,875
43,960
—
18,840
101,150

Outstanding — December 31, 2009
Granted
Vested
Fortfeited
Expired
Outstanding — June 30, 2010

Weighted Average
Fair Value
$
28.15
28.05
27.94
—
27.94
$
28.24

In January 2010, the Board of Directors granted awards under the PIP for 40,875 shares. The shares granted in
January 2010 are multi-year awards, 8,000 shares of which will vest at the end of the two-year service period, or
December 31, 2011. The remaining 32,875 shares will vest at the end of the three-year service period, or December 31,
2012. These awards are based upon the achievement of long-term goals, development and our success, and they comprise
both market-based and performance-based conditions or targets. The fair value of each performance-based condition or
target is equal to the market price of our common stock on the date of the grant. For the market-based conditions, we used
the Monte-Carlo pricing model to estimate the fair value of each market-based award granted.
At June 30, 2010, the aggregate intrinsic value of the PIP awards was $1.7 million.
9.

Derivative Instruments
We use derivative and non-derivative contracts to engage in trading activities and manage risks related to obtaining
adequate supplies and the price fluctuations of natural gas and propane. Our natural gas and propane distribution operations
have entered into agreements with suppliers to purchase natural gas and propane for resale to their customers. Purchases
under these contracts either do not meet the definition of derivatives or are considered “normal purchases and sales” and are
accounted for on an accrual basis. Our propane distribution operation may also enter into fair value hedges of its inventory
in order to mitigate the impact of wholesale price fluctuations. As of June 30, 2010, our natural gas and propane distribution
operations did not have any outstanding derivative contracts.
Xeron, our propane wholesale and marketing operation, engages in trading activities using forward and futures contracts.
These contracts are considered derivatives and have been accounted for using the mark-to-market method of accounting.
Under the mark-to-market method of accounting, the trading contracts are recorded at fair value, net of future servicing
costs, and the changes in fair value of those contracts are recognized as unrealized gains or losses in the statement of
income in the period of change. As of June 30, 2010, we had the following outstanding trading contracts which we
accounted for as derivatives:
Quantity in Estimated Market Weighted Average
Gallons
Prices
Contract Prices

At June 30, 2010
Forward Contracts
Sale
Purchase

10,962,000 $0.9750 — $1.19125 $
10,710,000 $0.9750 — $1.18250 $

Estimated market prices and weighted average contract prices are in dollars per gallon.
All contracts expire by the end of the first quarter of 2011.
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We did not have any derivative contracts with a credit-risk-related contingency.
Fair values of the derivative contracts recorded in the condensed consolidated balance sheet as of June 30, 2010 and
December 31, 2009, are the following:
Asset Derivatives
(in thousands)

Balance Sheet Location

Fair Value
June 30, 2010 December 31, 2009

Derivatives not designated as hedging instruments
Forward contracts
Put option (1)
Total asset derivatives

Mark-to-market energy assets $
Mark-to-market energy assets
$

814 $
—
814 $

2,379
—
2,379

Liability Derivatives
(in thousands)

Balance Sheet Location

Fair Value
June 30, 2010 December 31, 2009

Derivatives not designated as hedging instruments
Forward contracts
Total liability derivatives
(1)

Mark-to-market energy liabilities $
$

574 $
574 $

2,514
2,514

We purchased a put option for the Pro-Cap (propane price cap) plan in September 2009. The put option expired on
March 31, 2010. The put option had a fair value of $0 at December 31, 2009.
The effects of gains and losses from derivative instruments on the condensed consolidated statements of income for the
three and six months ended June 30, 2010 and 2009, are the following:

Location of Gain
(in thousands)
(Loss) on Derivatives
Derivatives designated as fair value hedges:
Propane swap agreement (1)
Cost of Sales
Derivatives not designated as fair value hedges:
Unrealized gains on forward
contracts
Revenue
Total
(1)

Amount of Gain (Loss) on Derivatives:
Three months ended June 30, Six months ended June 30,
2010
2009
2010
2009
$

—

$

—

$

—

$

(42)

$
$

160
160

$
$

159
159

$
$

374
374

$
$

(1,135)
(1,177)

Our propane distribution operation entered into a propane swap agreement to protect it from the impact that wholesale
propane price increases would have on the Pro-Cap (propane price cap) plan that was offered to customers. We terminated
this swap agreement in January 2009.
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The effects of trading activities on the condensed consolidated statements of income for the three and six months ended
June 30, 2010 and 2009, are the following:

(in thousands)
Realized gains on forward contracts
Changes in mark-to-market energy
assets
Total

Location in the
Statement of Income
Revenue

Three months ended June 30,
2010
2009
$
60
$
287

Revenue
$

160
220

159
446

$

Six months ended June 30,
2010
2009
$
738
$
2,068

$

374
1,112

$

(1,135)
933

10. Fair Value of Financial Instruments
GAAP establishes a fair value hierarchy that prioritizes the inputs to valuation methods used to measure fair value. The
hierarchy gives the highest priority to unadjusted quoted prices in active markets for identical assets or liabilities (Level 1
measurements) and the lowest priority to unobservable inputs (Level 3 measurements). The three levels of the fair value
hierarchy are the following:
Level 1: Unadjusted quoted prices in active markets that are accessible at the measurement date for identical,
unrestricted assets or liabilities;
Level 2: Quoted prices in markets that are not active, or inputs which are observable, either directly or indirectly, for
substantially the full term of the asset or liability; and
Level 3: Prices or valuation techniques requiring inputs that are both significant to the fair value measurement and
unobservable (i.e. supported by little or no market activity).
The following table summarizes our financial assets and liabilities that are measured at fair value on a recurring basis and
the fair value measurements, by level, within the fair value hierarchy used at June 30, 2010:
Fair Value Measurements Using:
Significant Other
Significant
Quoted Prices in
Observable
Unobservable
Active Markets
Inputs
Inputs
Fair Value
(Level 1)
(Level 2)
(Level 3)

(in thousands)
Assets:
Investments
Mark-to-market energy assets,

$
$

2,030 $
814 $

2,030
—

$
$

—
814

$
$

—
—

Liabilities:
Mark-to-market energy liabilities

$

574 $

—

$

574

$

—
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The following table summarizes our financial assets and liabilities that are measured at fair value on a recurring basis and
the fair value measurements, by level, within the fair value hierarchy used at December 31, 2009:
Fair Value Measurements Using:
Significant Other
Significant
Quoted Prices in
Observable
Unobservable
Active Markets
Inputs
Inputs
Fair Value
(Level 1)
(Level 2)
(Level 3)

(in thousands)
Assets:
Investments
Mark-to-market energy assets, including put option

$
$

1,959 $
2,379 $

1,959
—

$
$

—
2,379

$
$

—
—

Liabilities:
Mark-to-market energy liabilities

$

2,514 $

—

$

2,514

$

—

The following valuation techniques were used to measure fair value assets in the table above on a recurring basis as of
June 30, 2010 and December 31, 2009:
Level 1 Fair Value Measurements:
Investments — The fair values of these trading securities are recorded at fair value based on unadjusted quoted prices
in active markets for identical securities.
Level 2 Fair Value Measurements:
Mark-to-market energy assets and liabilities — These forward contracts are valued using market transactions in either
the listed or OTC markets.
Propane put option — The fair value of the propane put option is valued using market transactions for similar assets
and liabilities in either the listed or OTC markets.
At June 30, 2010, there were no non-financial assets or liabilities required to be reported at fair value. We review our nonfinancial assets for impairment at least on an annual basis, as required.
Other Financial Assets and Liabilities
Financial assets with carrying values approximating fair value include cash and cash equivalents and accounts receivable.
Financial liabilities with carrying values approximating fair value include accounts payable and other accrued liabilities and
short-term debt. The carrying value of these financial assets and liabilities approximates fair value due to their short
maturities and because interest rates approximate current market rates for short-term debt.
At June 30, 2010, long-term debt, which includes the current maturities of long-term debt, had a carrying value of
$105.7 million, compared to a fair value of $121.3 million, using a discounted cash flow methodology that incorporates a
market interest rate based on published corporate borrowing rates for debt instruments with similar terms and average
maturities, with adjustments for duration, optionality, and risk profile. At December 31, 2009, long-term debt, including the
current maturities, had a carrying value of $134.1 million, compared to the estimated fair value of $145.5 million.
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11. Long Term Debt
Our outstanding long-term debt is shown below:
June 30,
2010

(in thousands)
FPU secured first mortgage bonds:
9.57% bond, due May 1, 2018
10.03% bond, due May 1, 2018
9.08% bond, due June 1, 2022
6.85% bond, due October 1, 2031
4.90% bond, due November 1, 2031
Uncollateralized senior notes:
6.91% note, due October 1, 2010
6.85% note, due January 1, 2012
7.83% note, due January 1, 2015
6.64% note, due October 31, 2017
5.50% note, due October 12, 2020
5.93% note, due October 31, 2023
Convertible debentures:
8.25% due March 1, 2014
Promissory note
Total long-term debt
Less: current maturities
Total long-term debt, net of current maturities

$

$

7,247
3,986
7,950
—
—

December 31,
2009
$

8,156
4,486
7,950
14,012
13,222

909
2,000
10,000
21,818
20,000
30,000

909
2,000
10,000
21,818
20,000
30,000

1,478
295
105,683
(8,125)
97,558

1,520
40
134,113
(35,299)
98,814

$

In January 2010, we redeemed the 6.85 percent and 4.90 percent series of FPU’s secured first mortgage bonds prior to their
respective maturity for $29.1 million, which included the outstanding principal balances, interest accrued, premium and
fees. We used short-term borrowing to finance the redemption of these bonds. The difference between the carrying value of
those bonds and the amount paid at redemption, totaling $1.5 million, was deferred as a regulatory asset as allowed by the
Florida PSC.
We initially used our existing short-term borrowing facilities to finance the redemption of those bonds. On March 16, 2010,
we entered into a new $29.1 million term loan credit facility with an existing lender to continue to finance the redemption.
We borrowed $29.1 million for a nine-month period under this new facility, which bears interest at 1.88 percent per annum.
On June 29, 2010, we entered into an agreement with Metropolitan Life Insurance Company and New England Life
Insurance Company to issue up to $36 million in uncollateralized senior notes. We expect to use $29 million of the
uncollateralized senior notes to permanently finance the redemption of the 6.85 percent and 4.90 percent series of FPU
bonds. The terms of the agreement requires us to issue $29 million of the $36 million in uncollateralized senior notes
committed by the lender on or before July 9, 2012 with a 15-year term at a rate ranging from 5.28 percent to 6.13 percent
based on the timing of the issuance. The remaining $7 million will be issued prior to May 3, 2013 at a rate ranging from
5.28 percent to 6.43 percent based on the timing of the issuance. These notes, when issued, will have similar covenants and
default provisions as the existing senior notes, and will have an annual principal payment beginning in the sixth year after
the issuance.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations
Management’s Discussion and Analysis of Financial Condition and Results of Operations is designed to provide a reader of the
financial statements with a narrative report on our financial condition, results of operations and liquidity. This discussion and
analysis should be read in conjunction with the attached unaudited condensed consolidated financial statements and notes thereto
and our Annual Report on Form 10-K for the year ended December 31, 2009, including the audited consolidated financial
statements and notes thereto.
Safe Harbor for Forward-Looking Statements
We make statements in this Quarterly Report on Form 10-Q that do not directly or exclusively relate to historical facts. Such
statements are “forward-looking statements” within the meaning of the Private Securities Litigation Reform Act of 1995. You
can typically identify forward-looking statements by the use of forward-looking words, such as “project,” “believe,” “expect,”
“anticipate,” “intend,” “plan,” “estimate,” “continue,” “potential,” “forecast” or other similar words, or future or conditional
verbs such as “may,” “will,” “should,” “would” or “could.” These statements represent our intentions, plans, expectations,
assumptions and beliefs about future financial performance, business strategy, projected plans and objectives of the Company.
These statements are subject to many risks, uncertainties and other important factors that could cause actual results to differ
materially from those expressed in the forward-looking statements. Such factors include, but are not limited to:
•

state and federal legislative and regulatory initiatives that affect cost and investment recovery, have an impact on rate
structures, and affect the speed at and degree to which competition enters the electric and natural gas industries
(including deregulation);

•

the outcomes of regulatory, tax, environmental and legal matters, including whether pending matters are resolved
within current estimates;

•

industrial, commercial and residential growth or contraction in our service territories;

•

the weather and other natural phenomena, including the economic, operational and other effects of hurricanes and ice
storms;

•

the timing and extent of changes in commodity prices and interest rates;

•

general economic conditions, including any potential effects arising from terrorist attacks and any consequential
hostilities or other hostilities or other external factors over which we have no control;

•

changes in environmental and other laws and regulations to which we are subject;

•

the results of financing efforts, including our ability to obtain financing on favorable terms, which can be affected by
various factors, including credit ratings and general economic conditions;

•

declines in the market prices of equity securities and resultant cash funding requirements for our defined benefit
pension plans;

•

the creditworthiness of counterparties with which we are engaged in transactions;

•

growth in opportunities for our business units;

•

the extent of success in connecting natural gas and electric supplies to transmission systems and in expanding natural
gas and electric markets;

•

the effect of accounting pronouncements issued periodically by accounting standard-setting bodies;

•

conditions of the capital markets and equity markets during the periods covered by the forward-looking statements;

•

the ability to successfully execute, manage and integrate merger, acquisition or divestiture plans, regulatory or other
limitations imposed as a result of a merger, acquisition or divestiture, and the success of the business following a
merger, acquisition or divestiture;

•

the ability to manage and maintain key customer relationships;

•

the ability to maintain key supply sources;
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•

the effect of spot, forward and future market prices on our distribution, wholesale marketing and energy trading
businesses;

•

the effect of competition on our businesses;

•

the ability to construct facilities at or below estimated costs;

•

changes in technology affecting our advanced information services business; and

•

operating and litigation risks that may not be covered by insurance.

Introduction
We are a diversified utility company engaged, directly or through subsidiaries, in regulated energy businesses, unregulated
energy businesses, and other unregulated businesses, including advanced information services.
Our strategy is focused on growing earnings from a stable utility foundation and investing in related businesses and services that
provide opportunities for returns greater than traditional utility returns. The key elements of this strategy include:
•

executing a capital investment program in pursuit of organic growth opportunities that generate returns equal to or
greater than our cost of capital;

•

expanding the regulated energy distribution and transmission businesses through expansion into new geographic areas
and providing new services in our current service territories;

•

expanding the propane distribution business in existing and new markets through leveraging our community gas
system services and our bulk delivery capabilities;

•

utilizing our expertise across our various businesses to improve overall performance;

•

enhancing marketing channels to attract new customers;

•

providing reliable and responsive customer service to retain existing customers;

•

maintaining a capital structure that enables us to access capital as needed;

•

maintaining a consistent and competitive dividend for shareholders; and

•

creating and maintaining a diversified customer base, energy portfolio and utility foundation.

Due to the seasonality of our business, results for interim periods are not necessarily indicative of results for the entire fiscal
year. Revenue and earnings are typically greater during the first and fourth quarters, when consumption of energy is highest due
to colder temperatures.
As a result of the merger with FPU in October 2009, we changed our operating segments to better reflect how the chief operating
decision maker (our Chief Executive Officer) reviews the various operations of the Company. Our three operating segments are
now composed of the following:
•

Regulated Energy . The regulated energy segment includes natural gas distribution, electric distribution and natural
gas transmission operations. All operations in this segment are regulated, as to their rates and services, by the PSC
having jurisdiction in each operating territory or by the FERC in the case of ESNG.

•

Unregulated Energy. The unregulated energy segment includes natural gas marketing, propane distribution and
propane wholesale marketing operations, which are unregulated as to their rates and services.

•

Other . The “Other” segment consists primarily of the advanced information services operation, unregulated
subsidiaries that own real estate leased to Chesapeake and certain corporate costs not allocated to other operations.

We revised the segment information for the three and six months ended June 30, 2009 to reflect the new operating segments.
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The following discussions and those later in the document on operating income and segment results include use of the term
“gross margin.” Gross margin is determined by deducting the cost of sales from operating revenue. Cost of sales includes the
purchased cost of natural gas, electricity and propane and the cost of labor spent on direct revenue-producing activities. Gross
margin should not be considered an alternative to operating income or net income, which are determined in accordance with
GAAP. We believe that gross margin, although a non-GAAP measure, is useful and meaningful to investors as a basis for
making investment decisions. It provides investors with information that demonstrates the profitability achieved by the Company
under its allowed rates for regulated energy operations and under its competitive pricing structure for unregulated natural gas
marketing and propane distribution operations. Our management uses gross margin in measuring our business units’
performance and has historically analyzed and reported gross margin information publicly. Other companies may calculate
gross margin in a different manner.
In addition, certain information is presented, which, for comparison purposes, includes only FPU’s results of operations or
excludes FPU’s results from the consolidated results of operations for the periods ended June 30, 2010. Certain other
information is presented, which, for comparison purposes, excludes all merger-related costs incurred in connection with the
FPU merger. Although non-GAAP measures are not intended to replace the GAAP measures for evaluation of our performance,
we believe that the portions of the presentation, which include only the FPU results, or which exclude FPU’s financial results for
the post-merger period and merger-related costs, provide helpful comparisons for an investor’s evaluation purposes.
Results of Operations for the Quarter Ended June 30, 2010
Overview and Highlights
Our net income for the quarter ended June 30, 2010 was $3.3 million, or $0.35 per share (diluted). This represents an increase of
$2.5 million, or $0.23 per share (diluted), compared to a net income of $806,000, or $0.12 per share (diluted), reported in the
same period in 2009.
For the Three Months Ended June 30,
(in thousands)

2010

Operating Income (Loss)
Regulated Energy
Unregulated Energy
Other
Operating Income
Other Income (Loss), net of expenses
Interest Charges
Income Taxes
Net Income
Earnings Per Share of Common Stock:
Basic
Diluted

$

8,308
(791)
244
7,761

$

(11)
2,305
2,105
3,340

$
$

0.35
0.35

2009

$

4,086
2
(1,232)
2,856

Change

$

4,222
(793)
1,476
4,905

$

12
1,573
489
806

$

(23)
732
1,616
2,534

$
$

0.12
0.12

$
$

0.23
0.23

Our results for the second quarter of 2010 included approximately $3.7 million in operating income and $1.8 million in net
income recorded by FPU. Included in the operating income and net income contributed by FPU for the period were the effects of
transferring propane distribution customers previously served by Chesapeake in Florida to FPU after the merger in an effort to
integrate operations. Pursuant to the acquisition method of accounting, we consolidated FPU’s results into our consolidated
results from October 28, 2009, which is the effective date of the merger. Therefore, our consolidated results for the second
quarter of 2009 did not include any results from FPU.
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During the second quarter of 2010 and 2009, we expensed approximately $92,000 ($55,000 net of tax) and $1.1 million
($654,000 net of tax), respectively, of merger-related transaction costs, which are included in the “Other” segment. Transactionrelated costs expensed in the second quarter of 2010 reflected our costs to integrate operations of Chesapeake and FPU, including
certain termination benefits offered to employees, net of the portion we expect to recover through future rates when we complete
the appropriate rate proceedings. Transaction-related costs expensed in the second quarter of 2009 included our costs to
consummate the merger.
2010

For the Three Months Ended June 30,
(in thousands)
Operating Income (Loss)
Regulated Energy
Unregulated Energy
Other
Operating Income
Other Income (Loss), net of expenses
Interest Charges
Income Taxes
Net Income
Excluding effect of transaction-related costs:
Net Income
Transaction-related costs
Income tax impact
Net Income, excluding transaction-related costs

Chesapeake,
excluding
FPU

$

$

$

$

5,079
(1,240)
244
4,083
(43)
1,452
1,012
1,576

1,576
92
(37)
1,631

FPU

$

$

$

$

3,229
449
—
3,678
32
853
1,093
1,764

1,764
—
—
1,764

Chesapeake
Total

$

$

$

$

8,308
(791)
244
7,761
(11)
2,305
2,105
3,340

3,340
92
(37)
3,395

2009

$

$

$

$

4,086
2
(1,232)
2,856
12
1,573
489
806

806
1,090
(436)
1,460

Key Factors Affecting Our Businesses
The following is a summary of key factors affecting our businesses and their impacts on our results in the second quarter of
2010. More detailed analysis is provided in the following section of our results by segment.
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Merger. FPU contributed $3.7 million in operating income to our consolidated results in the second quarter of 2010. FPU’s
operating results by business for the quarter ended June 30, 2010 are presented below.

For the Three Months Ended June 30, 2010
(in thousands)
Revenue
Cost of sales
Gross margin
Other operating expenses
Operating Income
Average number of residential customers

Regulated Energy
Natural Gas
Electric

$

$

13,465
5,121
8,344
6,115
2,229

$

$

47,163

21,906
17,442
4,464
3,464
1,000
23,584

Unregulated Energy
Propane
Other

$

$

3,837
1,853
1,984
1,647
337
12,787

$

$

Total

603
368
235
123
112
—

$

$

39,811
24,784
15,027
11,349
3,678
83,534

During the second quarter of 2010, we incurred $284,000 to integrate certain operations of Chesapeake and FPU, principally
combining customer service and billing functions in Florida, of which $92,000 was expensed. In June 2010, we appointed Jeff
Householder as the president of FPU to bring his extensive knowledge and experience of the Florida energy market to FPU. Also
during the second quarter of 2010, we completed the integration of the propane distribution operations in Florida by transferring
to FPU all of the customers previously served by Chesapeake in Florida to FPU, a process which began in late 2009 after the
merger.
Weather. Temperatures on the Delmarva Peninsula during the second quarter of 2010 were nine-percent warmer than the same
period in 2009 and consistent with the normal (10-year average) temperatures for the period. The warmer weather on the
Delmarva Peninsula reduced gross margin by approximately $162,000 in the second quarter of 2010 compared to the same
period in 2009. As our residential natural gas rates in Maryland are normalized for weather, our residential natural gas margin in
Maryland is not affected by the weather. There were 90 more cooling degree-days in Florida during the second quarter of 2010
compared to the same period in 2009, which benefited our Florida electric distribution operation. Our Florida natural gas and
propane distribution operations are not typically affected by the weather during the second quarter.
Growth. The average number of Delmarva natural gas residential customers increased by one percent in the second quarter of
2010, compared to the same period in 2009. This growth and an increase in commercial and industrial customers contributed
approximately $256,000 in period-over-period additional gross margin. Although not affecting the results in the second quarter
of 2010, we entered into agreements in 2010 to provide natural gas service to two industrial customers in southern Delaware,
which will add annual margin equivalent to 1,575 average residential heating customers once the services begin in the fourth
quarter of 2010 and early 2011. New transportation services and new expansion facilities placed in service during 2009 and 2010
by our natural gas transmission subsidiary, ESNG, contributed an additional gross margin of $370,000 in the second quarter of
2010 compared to the same period in 2009. Chesapeake’s Florida natural gas distribution division experienced a period-overperiod net customer loss, primarily from the loss of several large industrial customers as a result of plant closings in 2009, which
decreased gross margin by $25,000.
Rates and Regulatory Matters. In December 2009, the Florida PSC approved a rate increase of approximately $2.5 million,
applicable to all meters read on or after January 14, 2010, for Chesapeake’s Florida natural gas distribution division. The rate
increase contributed an additional gross margin of $574,000 in the second quarter of 2010 compared to the same period in 2009.
The operating results of FPU’s natural gas distribution operation for the second quarter of 2010 also reflect an increase of
$1.3 million in gross margin from its rate increase of approximately $8.0 million approved by the Florida PSC in 2009.
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Propane Prices. During the first half of 2009, our Delmarva propane distribution operation experienced higher retail margins
benefited from the $939,000 loss recorded in late 2008 on a swap agreement for the 2008/2009 winter Pro-Cap (propane price
cap) program. This loss lowered the propane inventory costs and, therefore, increased retail margins during the first half of 2009.
During the first half of 2010, the retail margins returned to more normal levels, and it resulted in a lower gross margin per gallon
in the second quarter of 2010 compared to the same period in 2009, which decreased gross margin by $290,000. Lower trading
volumes in the wholesale propane market have led to greater uncertainty, reducing Xeron’s trading activity and its gross margin
by $225,000.
Advanced Information Services. Our advanced information services subsidiary, BravePoint, generated $230,000 in operating
income in the second quarter of 2010, compared to an operating loss of $240,000 reported in the same period of 2009. Increased
billable consulting hours in 2010 and cost containment actions implemented throughout 2009 contributed to the increased periodover-period operating results.
Other Operating Expenses. Our other operating expenses, excluding expenses reported by FPU, decreased by $350,000 in the
second quarter of 2010 compared to the same period in 2009. Lower expenses related to collections and allowance for doubtful
accounts receivable as well as cost containment actions implemented throughout 2009 by the advanced information services
operation more than fully offset higher other operating expenses related to increased compensation and costs associated with
increased capital investments.
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Regulated Energy
For the Three Months Ended June 30,
(in thousands)

2010

Revenue
Cost of sales
Gross margin

$

Operations & maintenance
Depreciation & amortization
Other taxes
Other operating expenses
Operating Income

$

Statistical Data — Delmarva Peninsula
Heating degree-days (“HDD”):
Actual
10-year average (normal)

2009

52,740
24,406
28,334
13,800
4,247
1,979
20,026
8,308

$

$

428
495

Change

18,869
4,285
14,584
7,325
1,820
1,353
10,498
4,086

$

$

470
494

33,871
20,121
13,750
6,475
2,427
626
9,528
4,222

(42)
1

Estimated gross margin per HDD

$

2,429

$

1,937

$

492

Per residential customer added:
Estimated gross margin
Estimated other operating expenses

$
$

375
105

$
$

375
103

$
$

—
2

Florida
HDD:
Actual
10-year average (normal)

9
23

25
32

(16)
(9)

Cooling degree-days:
Actual
10-year average (normal)

1,043
880

953
894

90
(14)

47,431
13,418
60,849

46,756
13,342
60,098

Residential Customer Information
Average number of customers (1) :
Delmarva
Florida — Chesapeake
Total
(1)

675
76
751

Average number of residential customers for FPU are included in the discussions of FPU’s results on page 35.

Operating income for the regulated energy segment increased by approximately $4.2 million, or 103 percent, in the second
quarter of 2010, compared to the same period in 2009, which was generated from a gross margin increase of $13.7 million offset
partially by an increase in operating expenses of $9.5 million.
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Gross Margin
Gross margin for our regulated energy segment increased by $13.7 million, or 94 percent, in the second quarter of 2010
compared to the same period in 2009.
The natural gas distribution operations for the Delmarva Peninsula generated an increase in gross margin of $235,000 in the
second quarter of 2010 compared to the same period in 2009. The factors contributing to this increase were as follows:
•

The Delmarva natural gas distribution operations experienced growth in residential, commercial and industrial
customers, which contributed $256,000 to the gross margin increase.

•

Non-weather-related customer consumption decreased during the second quarter of 2010, compared to the same period
in 2009, resulting in a decrease of $63,000 in gross margin. This decrease in consumption is primarily by residential
customers for our Delaware division. Residential heating rates for the Maryland division are normalized, and we
typically do not experience an impact on gross margin from the weather and non-weather factors for our residential
customers in Maryland.

•

The remaining gross margin change is attributable primarily to an increase in gross margin due to changes in rates and
rate classifications, offset partially by a decrease in gross margin from warmer weather on the Delmarva Peninsula.

Our Florida natural gas distribution operation experienced an increase in gross margin of $8.9 million in the second quarter of
2010 compared to the same period in 2009. The factors contributing to this increase were as follows:
•

FPU’s natural gas distribution operation contributed $8.3 million in gross margin in the second quarter of 2010. FPU’s
results in the second quarter of 2009 were not included in our consolidation. Gross margin from FPU’s natural gas
distribution operation in the second quarter of 2010 was positively affected by a rate increase of approximately $8.0
million approved by the Florida PSC on December 15, 2009.

•

Chesapeake’s Florida division also experienced an increase in gross margin of $574,000 from a rate increase of
approximately $2.5 million approved by the Florida PSC on December 15, 2009 (applicable to all meters read on or
after January 14, 2010).

•

Partially offsetting the gross margin increase was a decrease of $68,000 due primarily to the loss of several large
industrial customers served by Chesapeake’s Florida division as a result of plant closings in 2009.

The natural gas transmission operations achieved gross margin growth of $124,000 in the second quarter of 2010 compared to
the same period in 2009. The factors contributing to this increase were as follows:
•

New transportation services implemented by ESNG in November 2009 as a result of the completion of its latest
expansion program, provided for an additional 6,957 Mcfs per day and added $254,000 to gross margin during the
second quarter. In addition, a new expansion project, which was completed in May 2010, provided an additional 1,120
Mcfs of service per day, adding $40,000 to gross margin during the second quarter. The new expansion project
completed in May 2010 is expected to provide an annualized gross margin of $343,000.

•

New firm transportation service for an industrial customer for the period from November 2009 to October 2012
provided for an additional 2,705 Mcfs per day and added $76,000 to gross margin in the second quarter of 2010.
During the second quarter of 2009, a temporary increase in service to the same customer added $106,000 to ESNG’s
gross margin but this did not recur in 2010.

•

Offsetting the abovementioned increases to gross margin, ESNG received notices from two customers of their
intentions not to renew their firm transportation service contracts. These contracts expired in November 2009 and
April 2010, decreasing gross margin by $103,000 in the second quarter of 2010.

Our Florida electric distribution operation, which was acquired in the FPU merger, generated gross margin of $4.5 million in the
second quarter of 2010.
Other Operating Expenses
Other operating expenses for the regulated energy segment increased by $9.5 million, or 91 percent, in the second quarter of
2010 compared to the same period in 2009. Other operating expenses of FPU’s regulated energy segment during the period were
$9.6 million. The remaining difference in other operating expenses is due primarily to the decrease of $174,000 in allowance for
doubtful accounts as a result of lower commodity prices and improved collections.
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Other Developments
The following developments, which are not discussed above, may affect the future operating results of the regulated energy
segment:
•

In the first half of 2010, we announced two agreements to provide natural gas service to industrial customers in
southern Delaware. The anticipated annual margin from these services equates to approximately 1,575 average
residential heating customers once the services begin in the fourth quarter of 2010 and early 2011. These services
further extend our natural gas distribution and transmission infrastructures to serve other potential customers in the
same area.

•

On April 8, 2010, we entered into a Precedent Agreement with TETLP to secure firm transportation service from
TETLP in conjunction with its new expansion project. The Precedent Agreement provides that, upon satisfaction of
certain conditions, the parties will execute two firm transportation service contracts, one for our Delaware division and
one for our Maryland division, for 30,000 and 10,000 Dts/d, respectively, to be effective on the service
commencement date of the project, currently projected to occur in November 2012. As a result of this new service, our
Delaware and Maryland divisions will have access to new supplies of natural gas, providing increased reliability and
diversity of supply. This will also provide them additional upstream transportation capacity, which is essential to meet
their current customer demands and to plan for sustainable growth. In conjunction with this project, ESNG will build
and operate an eight-mile mainline extension from TETLP’s pipeline to ESNG’s existing facility to provide
transportation services for the Delaware and Maryland divisions at ESNG’s current tariff rate for service in that area.
ESNG’s transmission service is expected to begin in 2011.

Unregulated Energy
For the Three Months Ended June 30,
(in thousands)
Revenue
Cost of sales
Gross margin

2010
$

Operations & maintenance
Depreciation & amortization
Other taxes
Other operating expenses
Operating Income (Loss)

$

Statistical Data — Delmarva Peninsula
Heating degree-days (“HDD”):
Actual
10-year average (normal)

2009

24,615
19,068
5,547
5,331
718
289
6,338
(791)

$

$

428
495

Estimated gross margin per HDD

$

3,083

Change

19,830
15,143
4,687
3,963
517
205
4,685
2

$

$

470
494
$

2,465

4,785
3,925
860
1,368
201
84
1,653
(793)

(42)
1
$

618

Operating income for the unregulated energy segment decreased by approximately $793,000 in the second quarter of 2010,
compared to the same period in 2009, which was attributable to an operating expense increase of $1.7 million, partially offset by
a gross margin increase of $860,000.
Gross Margin
Gross margin for our unregulated energy segment increased by $860,000 or 18 percent, in the second quarter of 2010, compared
to the same period in 2009.

- 39 -

Table of Contents

Our Delmarva propane distribution operations experienced a decrease in gross margin of $712,000, in the second quarter
compared to the same period in 2009. The factors contributing to this change are as follows:
•

A lower retail margin per gallon during the second quarter of 2010 compared to the same period in 2009 decreased
gross margin by $290,000. Retail margins for the first half of 2009 benefited from the $939,000 loss recorded in late
2008 on a swap agreement for the 2008/2009 winter Pro-Cap (propane price cap) program. This loss lowered the
propane inventory costs and, therefore, increased retail margins during the first half of 2009. Retail margins for the
first half of 2010 returned to more normal levels.

•

Non-weather-related volumes sold in the second quarter of 2010 decreased by 709,000 gallons, or 15 percent, and
provided for a decrease in gross margin of approximately $343,000. The decrease in non-weather-related volumes was
primarily related to lower consumption and timing of propane deliveries based on propane prices and weather. Slightly
offsetting the impact of conservation and timing of propane deliveries was the addition of 454 community gas system
customers and 1,000 customers acquired in February 2010 as part of the purchase of the operating assets of a propane
distributor serving Northampton and Accomack counties in Virginia, which contributed $35,000 and $26,000 to gross
margin, respectively, in the second quarter.

•

A decrease in gross margin of $140,000 was attributable to warmer weather on the Delmarva Peninsula as the heating
degree-days decreased by nine percent over the previous year’s second quarter.

Our Florida propane distribution operations experienced an increase in gross margin of $1.7 million in the second quarter of
2010 compared to the same period in 2009 due to inclusion of FPU’s propane distribution operations.
Xeron, our propane wholesale marketing operation, experienced a decrease in gross margin of $225,000 in the second quarter of
2010 compared to the same period in 2009 as a result of decreased trading activity. Lower trading volumes in the wholesale
propane market have led to greater uncertainty, reducing Xeron’s trading activity. Xeron’s trading volumes decreased by
18 percent for the quarter compared to the prior year.
Our natural gas marketing operation experienced a decrease in gross margin of $89,000 in the second quarter of 2010 due
primarily to decreased spot sales to one industrial customer on the Delmarva Peninsula. Spot sales are not predictable and,
therefore, are not included in our long-term financial plans or forecasts.
Other Operating Expenses
Total other operating expenses for the unregulated energy segment increased by $1.7 million in the second quarter of 2010.
Other operating expenses of FPU during the second quarter of 2010 were $1.8 million. Excluding FPU, total other operating
expenses decreased by $117,000, due primarily to a decrease in bad debt expense for the natural gas marketing operations, as a
result of expanded credit and collection initiatives, and a decrease in accruals for incentive compensation as a result of lower
operating results.
Other
For the Three Months Ended June 30,
(in thousands)
Revenue
Cost of sales
Gross margin

2010
$

Operations & maintenance
Transaction-related costs
Depreciation & amortization
Other taxes
Other operating expenses
Operating Income (Loss)
Note:

$

2,706
1,316
1,390
818
92
73
163
1,146
244

2009
$

$

2,135
1,039
1,096
1,003
1,090
76
159
2,328
(1,232)

Change
$

$

Eliminations are entries required to eliminate activities between business segments from the consolidated results.

- 40 -

571
277
294
(185)
(998)
(3)
4
(1,182)
1,476

Table of Contents

Operating income for the “Other” segment increased by approximately $1.5 million in the second quarter of 2010 compared to
the same period in 2009. Increased operating income from our advanced information services operation of $470,000 and
decreased merger-related transaction costs of $1.0 million contributed to this increase.
Gross margin
Period-over-period gross margin increased by $294,000 for our “Other” segment. During the second quarter, our advanced
information services operation recognized higher consulting revenues as the result of a 20-percent increase in the number of
billable hours. Our advanced information services operation also contributed to the increase in gross margin for the second
quarter of 2010, compared to the same period in 2009, with an increase in revenue and gross margin from its professional
database monitoring and support solution services.
Operating expenses
Other operating expenses decreased by $1.2 million in the second quarter of 2010 due primarily to the lower merger-related costs
expensed in the second quarter of 2010, compared to the same period in 2009 and cost containment actions, including layoffs and
compensation adjustments, implemented by our advanced information services operation in March, September and
October 2009, that reduced costs to offset the decline in revenues.
Interest Expense
Our total interest expense for the second quarter of 2010 increased by approximately $732,000, or 47 percent, compared to the
same period in 2009. The primary drivers of the increased interest expense are related to FPU, including:
•

An increase in long-term interest expense of $467,000 is related to interest on FPU’s first mortgage bonds.

•

Interest expense from a new term loan facility during the second quarter of 2010 was $162,000. Two series of the
FPU bonds, 4.9 percent and 6.85 percent series, were redeemed by using this new short-term term loan facility at
the end of January 2010.

•

Additional interest expense of $190,000 is related to interest on deposits from FPU’s customers.

Offsetting the increased interest expense from FPU was lower non-FPU-related interest expense from Chesapeake’s unsecured
senior notes, as the principal balances decreased from scheduled payments, and absence of any additional short-term borrowings
as a result of the timing of our capital expenditures and the increased cash flow generated from ordinary operating activities.
Income Taxes
We recorded an income tax expense of $2.1 million for the quarter ended June 30, 2010, compared to $489,000 for the quarter
ended June 30, 2009. The increase in income tax expense primarily reflects the higher earnings for the period. The effective
income tax rate for the second quarter of 2010 is 38.7 percent compared to an effective tax rate of 37.8 percent for the second
quarter of 2009. Higher earnings for the period decreased the effect of tax-exempt items in the effective tax rate for the quarter.
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Results of Operations for the Six Months Ended June 30, 2010
Overview and Highlights
Our net income for the six months ended June 30, 2010 was $17.3 million, or $1.82 per share (diluted). This represents an
increase of $7.9 million, or $0.46 per share (diluted), compared to a net income of $9.4 million, or $1.36 per share (diluted),
reported in the same period in 2009.
For the Six Months Ended June 30,
(in thousands)
Operating Income (Loss)
Regulated Energy
Unregulated Energy
Other
Operating Income

2010

$

Other Income, net of expenses
Interest Charges
Income Taxes
Net Income

25,824
6,969
366
33,159

2009

$

103
4,667
11,281
17,314

Earnings Per Share of Common Stock:
Basic
Diluted

$
$

1.83
1.82

13,583
6,594
(1,355)
18,822

Change

$

45
3,215
6,253
9,399

$
$

1.37
1.36

12,241
375
1,721
14,337
58
1,452
5,028
7,915

$
$

0.46
0.46

Our results for the six months ended June 30, 2010 included approximately $11.7 million in operating income and $6.2 million
in net income recorded by FPU, which included the effects of transferring propane distribution customers previously served by
Chesapeake in Florida to FPU after the merger in an effort to integrate operations. Pursuant to the acquisition method of
accounting, we consolidated FPU’s results into our consolidated results from October 28, 2009, which is the effective date of the
merger. Therefore, our consolidated results for the six months ended June 30, 2009 did not include any results from FPU.
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During the six months ended June 30, 2010 and 2009, we expensed approximately $111,000 ($67,000 net of tax) and
$1.2 million ($722,000 net of tax), respectively, of merger-related transaction costs, which are included in the “Other” segment.
Transaction-related costs expensed in the six months ended June 30, 2010 reflected our costs to integrate operations of
Chesapeake and FPU, including certain termination benefits offered to employees, net of the portion we expect to recover
through future rates when we complete the appropriate rate proceedings. Transaction-related costs expensed in the six months
ended June 30, 2009 included our costs to consummate the merger.
2010
Chesapeake,
excluding
FPU

For the Six Months Ended June 30,
(in thousands)
Operating Income (Loss)
Regulated Energy
Unregulated Energy
Other
Operating Income

$

Other Income, net of expenses
Interest Charges
Income Taxes
Net Income

15,905
5,158
366
21,429
11
2,921
7,432
11,087

$

Excluding effect of transaction-related costs:
Net Income
Transaction-related costs
Income tax impact
Net Income, excluding transaction-related costs

$

11,087
111
(44)
11,154

$

Chesapeake
Total

FPU

$

9,919
1,811
—
11,730
92
1,746
3,849
6,227

$

$

6,227
—
—
6,227

$

$

25,824
6,969
366
33,159
103
4,667
11,281
17,314

$

$

17,314
111
(44)
17,381

$

2009

$

$

$

$

13,583
6,594
(1,355)
18,822
45
3,215
6,253
9,399

9,399
1,204
(482)
10,121

Key Factors Affecting Our Businesses
The following is a summary of key factors affecting our businesses and their impacts on our results in the six months ended
June 30, 2010. More detailed analysis is provided in the following section of our results by segment.
Merger. FPU contributed $11.7 million in operating income to our consolidated results in the six months ended June 30, 2010.
FPU’s operating results by business for the six months ended June 30, 2010 are presented below.

For the Six Months Ended June 30, 2010
(in thousands)
Revenue
Cost of fuel
Gross margin
Other operating expenses
Operating Income
Average number of residential customers

Regulated Energy
Natural Gas
Electric
$

$

36,628
16,454
20,174
12,503
7,671

$

$

47,090

46,161
37,070
9,091
6,843
2,248
23,558

- 43 -

Unregulated Energy
Propane
Other
$

$

10,065
4,845
5,220
3,665
1,555
12,742

$

$

Total

1,184
707
477
221
256
—

$

$

94,038
59,076
34,962
23,232
11,730
83,390
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During the six months ended June 30, 2010, we incurred $278,000 to integrate certain operations of Chesapeake and FPU,
principally combining customer service and billing functions in Florida, of which $111,000 was expensed. In June 2010, we
appointed Jeff Householder as the president of FPU to bring his extensive knowledge and experience of the Florida energy
market to FPU. Also during the first half of 2010, we completed the integration of propane distribution operations in Florida by
transferring to FPU all of the customers previously served by Chesapeake in Florida to FPU, a process which began in late 2009
after the merger.
Weather. Temperatures on the Delmarva Peninsula during the six months ended June 30, 2010 were two-percent colder than the
same period in 2009 and five-percent colder than normal (10-year average) for the period. The colder weather on the Delmarva
Peninsula increased gross margin by approximately $311,000 in the six months ended June 30, 2010 compared to the same
period in 2009. As our residential rates in Maryland are normalized for weather, our residential margin in Maryland is not
affected by the weather. Temperatures in Florida during the six months ended June 30, 2010 were 56-percent colder than the
same period in 2009 and 60-percent colder than normal (10-year average) based on the heating-degree-days, which benefited our
Florida operations.
Growth. The average number of Delmarva natural gas residential customers increased by two percent in the six months ended
June 30, 2010, compared to the same period in 2009. This growth and an increase in commercial and industrial customers
contributed approximately $699,000 in period-over-period additional gross margin. Although not affecting the results in the first
half of 2010, we entered into agreements in 2010 to provide natural gas service to two industrial customers in southern Delaware,
which will add annual margin equivalent to 1,575 average residential heating customers once the services begin in the fourth
quarter of 2010 and early 2011. New transportation services and new expansion facilities placed in service during 2009 and 2010
by our natural gas transmission subsidiary, ESNG, contributed an additional gross margin of $776,000 in the six months ended
June 30, 2010 compared to the same period in 2009. Chesapeake’s Florida natural gas distribution division experienced a periodover-period net customer decrease, primarily from the loss of several large industrial customers as a result of plant closings in
2009, which decreased gross margin by $43,000.
Rates and Regulatory Matters. In December 2009, the Florida PSC approved a rate increase of approximately $2.5 million,
applicable to all meters read on or after January 14, 2010, for Chesapeake’s Florida natural gas distribution division. The rate
increase contributed an additional gross margin of $1.2 million in the six months ended June 30, 2010 compared to the same
period in 2009. The operating results of FPU’s natural gas distribution operation for the first half of 2010 also reflect an increase
of $3.8 million in gross margin from its rate increase of approximately $8.0 million approved by the Florida PSC in 2009.
Propane Prices. During the first half of 2009, our Delmarva propane distribution operation experienced higher retail margins
benefited from the $939,000 loss recorded in late 2008 on a swap agreement for the 2008/2009 winter Pro-Cap (propane price
cap) program. This loss lowered the propane inventory costs and, therefore, increased retail margins during the first half of 2009.
During the first half of 2010, the retail margins returned to more normal levels, and it resulted in a lower retail margin per gallon,
which decreased gross margin of the Delmarva propane distribution operation by $872,000. Our propane wholesale marketing
subsidiary, Xeron, increased its gross margin by $179,000, primarily from opportunities generated by increased price
fluctuations in early 2010.
Natural Gas Spot Sale Opportunities. During the first six months of 2009, our unregulated natural gas marketing subsidiary,
PESCO, benefited from increased spot sales on the Delmarva Peninsula. Although PESCO continued to identify spot sale
opportunities on the Delmarva Peninsula during the six months ended June 30, 2010, the decreased spot sales, largely due to
reduced sales to one industrial customer, resulted in a decrease in gross margin of $688,000 in the six months ended June 30,
2010 compared to the same period in 2009. Spot sales are not predictable, and, therefore, are not included in our long-term
financial plans or forecasts.
Advanced Information Services. Our advanced information services subsidiary, BravePoint, generated $265,000 in operating
income in the first six months of 2010, compared to an operating loss of $345,000 reported in the same period of 2009. Increased
billable consulting hours in 2010 and cost containment actions implemented throughout 2009 contributed to the increased periodover-period operating results.
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Other Operating Expenses. Our other operating expenses, excluding FPU’s expenses, decreased by $427,000 in the six months
ended June 30, 2010 compared to the same period in 2009. Lower expenses related to collection and allowance for doubtful
accounts receivable and cost containment actions implemented throughout 2009 for the advanced information services operation
more than fully offset the increases in other operating expenses related to increased compensation and increased costs associated
with increased capital investments.
Regulated Energy
For the Six Months Ended June 30,
(in thousands)
Revenue
Cost of sales
Gross margin

2010
$

Operations & maintenance
Depreciation & amortization
Other taxes
Other operating expenses
Operating Income

$

Statistical Data — Delmarva Peninsula
Heating degree-days (“HDD”):
Actual
10-year average (normal)

2009

144,367
78,174
66,193
27,331
8,751
4,287
40,369
25,824

$

$

2,971
2,831

Change

71,050
36,798
34,252
14,275
3,612
2,782
20,669
13,583

$

2,923
2,800

73,317
41,376
31,941
13,056
5,139
1,505
19,700
12,241

48
31

Estimated gross margin per HDD

$

2,429

$

1,937

$

492

Per residential customer added:
Estimated gross margin
Estimated other operating expenses

$
$

375
105

$
$

375
103

$
$

—
2

Florida
HDD:
Actual
10-year average (normal)

941
587

604
546

Cooling degree-days:
Actual
10-year average (normal)

1,045
952

1,009
961

47,808
13,441
61,249

47,068
13,407
60,475

Residential Customer Information
Average number of customers (1) :
Delmarva
Florida — Chesapeake
Total
(1)

$

337
41

36
(9)

740
34
774

Average number of residential customers for FPU are included in the discussions of FPU’s results on page 43.

Operating income for the regulated energy segment increased by approximately $12.2 million, or 90 percent, in the first six
months of 2010, compared to the same period in 2009, which was generated from a gross margin increase of $31.9 million,
offset partially by an operating expense increase of $19.7 million.
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Gross Margin
Gross margin for our regulated energy segment increased by $31.9 million, or 93 percent in the first half of 2010 compared to the
same period in 2009.
The natural gas distribution operations for the Delmarva Peninsula generated an increase in gross margin of $636,000 during the
period. The factors contributing to this increase are as follows:
•

The Delmarva natural gas distribution operations experienced growth in residential, commercial and industrial
customers, which contributed $699,000 to the gross margin increase. Residential, commercial and industrial growth by
our Delaware division contributed $360,000, $119,000 and $114,000, respectively, to the gross margin increase, and
$106,000 was contributed to our gross margin increase by the customer growth in Maryland. We experienced a twopercent increase in average residential customers by the Delmarva natural gas distribution operation since the first half
of 2009.

•

Colder weather on the Delmarva Peninsula generated an additional $311,000 to the gross margin as heating degreedays increased by two percent for the first six months of 2010 compared to the same period in 2009. Residential
heating rates for our Maryland division are weather-normalized, and we typically do not experience an impact on gross
margin from the weather for our residential customers in Maryland.

•

In addition, a decrease of $298,000 in gross margin was attributable to the decline in non-weather-related customer
consumption. The decrease in consumption is primarily by residential customers of our Delaware Division.

•

Changes in negotiated rates for a commercial customer in Delaware and an industrial customer in Maryland
contributed an increase in gross margin of $137,000 for the first six months of 2010. These increases were offset by a
change in rate classifications for certain residential customers in Delaware, which decreased gross margin by $204,000
during the period.

Our Florida natural gas distribution operation experienced an increase in gross margin of $21.7 million for the first six months of
2010 compared to the same period in 2009. The factors contributing to this increase are as follows:
•

FPU’s natural gas distribution operation contributed $20.2 million in gross margin in the six months ended June 30,
2010. FPU’s results in the six months ended June 30, 2009 were not included in our consolidation. Gross margin from
FPU’s natural gas distribution operation in the second quarter of 2010 was positively affected by a rate increase of
approximately $8.0 million approved by the Florida PSC on December 15, 2009 and colder temperatures during the
first quarter of 2010.

•

Chesapeake’s Florida division also experienced an increase in gross margin of $1.2 million from a rate increase of
approximately $2.5 million approved by the Florida PSC on December 15, 2009 (applicable to all meters read on or
after January 14, 2010).

•

During the first six months of 2010, Chesapeake’s Florida division experienced an increase in customer consumption,
which was heavily affected by the colder temperatures in Florida during the first quarter of 2010. We estimate that the
colder temperatures contributed an additional $246,000 to gross margin in the first six months of 2010 compared to the
same period in 2009.

Our Florida electric distribution operation, which was acquired in the FPU merger, generated gross margin of $9.1 million in the
six months ended June 30, 2010.
The natural gas transmission operations achieved gross margin growth of $562,000 during the first six months of 2010 compared
to the same period in 2009. The factors contributing to this increase are as follows:
•

New transportation services, implemented by ESNG in November 2009 as a result of the completion of its latest
expansion program, provided for an additional 6,957 Mcfs per day and added $508,000 to gross margin during the first
six months in 2010. In addition, a new expansion project, which was completed in May 2010, provided for an
additional 1,120 Mcfs of service per day, adding $40,000 to gross margin during the six months ended June 30, 2010.
The new expansion project completed in May 2010 is expected to provide an annualized gross margin of $343,000.

•

New firm transportation service for an industrial customer for the period from November 2009 to October 2012
provided for an additional 9,662 Mcfs per day for the period January 1, 2010 through February 5, 2010, and an
additional 2,705 Mcfs per day for the period February 6, 2010 through June 30, 2010. These new services added
$228,000 to gross margin for the first six months of 2010. During the second quarter of 2009, the same customer
temporarily increased the service, which increased ESNG’s gross margin by $107,000. This temporary increase in
service did not recur in 2010.
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•

Offsetting the abovementioned increases to gross margin, ESNG received notices from two customers of their
intentions not to renew their firm transportation service contracts. These contracts expired in November 2009 and
April 2010, decreasing gross margin by $186,000 for the first six months of 2010. A change in certain customer rates
offset these decreases.

Other Operating Expenses
Other operating expenses for the regulated energy segment increased by $19.7 million, or 95 percent, in the first six months of
2010 compared to the same period in 2009, $19.3 million of which was related to other operating expenses of FPU’s regulated
energy segment during the period.
Other Developments
The following developments, which are not discussed above, may affect the future operating results of the regulated energy
segment:
•

In the first half of 2010, we announced two agreements to provide natural gas service to industrial customers in
southern Delaware. The anticipated annual margin from these services equate to approximately 1,575 average
residential heating customers once the services begin in the fourth quarter of 2010 and early 2011. These services
further extend our natural gas distribution and transmission infrastructures to serve other potential customers in the
same area.

•

On April 8, 2010, we entered into a Precedent Agreement with TETLP to secure firm transportation service from
TETLP in conjunction with its new expansion project. The Precedent Agreement provides that, upon satisfaction of
certain conditions, the parties will execute two firm transportation service contracts, one for our Delaware division and
one for our Maryland division, for 30,000 and 10,000 Dts/d, respectively, to be effective on the service
commencement date of the project, currently projected to occur in November 2012. As a result of this new service, our
Delaware and Maryland divisions will have access to new supplies of natural gas, providing increased reliability and
diversity of supply. This will also provide them additional upstream transportation capacity, which is essential to meet
their current customer demands and to plan for sustainable growth. In conjunction with this project, ESNG will build
and operate an eight-mile mainline extension from TETLP’s pipeline to ESNG’s existing facility to provide
transportation services for the Delaware and Maryland divisions at ESNG’s current tariff rate for service in that area.
ESNG’s transmission service is expected to begin in 2011.
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Unregulated Energy
For the Six Months Ended June 30,
(in thousands)
Revenue
Cost of sales
Gross margin

2010
$

Operations & maintenance
Depreciation & amortization
Other taxes
Other operating expenses
Operating Income

$

Statistical Data — Delmarva Peninsula
Heating degree-days (“HDD”):
Actual
10-year average (normal)

83,885
63,027
20,858
11,356
1,765
768
13,889
6,969

2009
$

$

2,971
2,831

Estimated gross margin per HDD

$

3,083

69,225
52,232
16,993
8,868
1,031
500
10,399
6,594

Change
$

$

2,923
2,800
$

2,465

14,660
10,795
3,865
2,488
734
268
3,490
375

48
31
$

618

Gross Margin
Gross margin for our unregulated energy segment increased by $3.9 million, or 23 percent, in the first six months of 2010,
compared to the same period in 2009. FPU’s unregulated energy operation, which is primarily its propane distribution operation,
contributed $5.7 million, which included approximately $800,000 generated from customers previously served by Chesapeake
and now served by FPU following the integration of our Florida propane distribution operations.
Our Delmarva propane distribution operation experienced a decrease in gross margin of $564,000, as a result of the following
factors:
•

A lower margin per gallon during the first six months of 2010 compared to the same period in 2009 decreased gross
margin by $872,000. Retail margins for the first half of 2009 benefited from the $939,000 loss recorded in late 2008
on a swap agreement for the 2008/2009 winter Pro-Cap (propane price cap) program. This loss lowered the propane
inventory costs and, therefore, increased retail margins during the first half of 2009. Retail margins for the first half of
2010 returned to more normal levels.

•

The addition of 422 community gas system customers and 1,000 customers acquired in February 2010 as part of the
purchase of the operating assets of a propane distributor serving Northampton and Accomack Counties in Virginia
contributed $125,000 and $114,000, respectively, to gross margin during the first half of 2010.

•

The remaining change was primarily related to an increase in other fees of $128,000, as a result of continued growth
and successful implementation of various customer loyalty programs, offset partially by the net impact of the colder
weather and decline in non-weather-related volumes.

Our Florida propane distribution operations experienced an increase in gross margin of $4.9 million due to inclusion of FPU’s
propane distribution operations.
Xeron, our propane wholesale marketing operation, experienced an increase in gross margin of $179,000 during the first six
months of 2010 compared to the same period in 2009. Xeron benefited from increased propane price fluctuations in early 2010.
During the first six months of 2009, our unregulated natural gas marketing subsidiary, PESCO, benefited from increased spot
sales on the Delmarva Peninsula. Although PESCO continued to identify spot sale opportunities on the Delmarva Peninsula
during the first six months of 2010, the decreased spot sales, due primarily to one industrial customer, resulted in a decrease in
gross margin of $688,000 in the first six months of 2010 compared to the same period in 2009. Spot sales are not predictable and,
therefore, are not included in our long-term financial plans or forecasts.
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Other Operating Expenses
Total other operating expenses for the unregulated energy segment increased by $3.5 million for the six months ended June 30,
2010 compared to the same period in 2009. Other operating expenses of FPU during the first six months of 2010 were
$3.9 million. Excluding FPU, total other operating expenses decreased due to a decrease in bad debt expense for the natural gas
marketing operations, as a result of expanded credit and collection initiatives, and in lower accruals for incentive compensation
Other
For the Six Months Ended June 30,
(in thousands)
Revenue
Cost of sales
Gross margin

2010
$

Operations & maintenance
Transaction-related costs
Depreciation & amortization
Other taxes
Other operating expenses
Operating Income (Loss)

$

5,069
2,448
2,621
1,657
111
145
342
2,255
366

2009
$

$

5,038
2,659
2,379
2,009
1,204
154
367
3,734
(1,355)

Change
$

$

31
(211)
242
(352)
(1,093)
(9)
(25)
(1,479)
1,721

Note: Eliminations are entries required to eliminate activities between business segments from the consolidated results.
Operating income for the “Other” segment increased by approximately $1.7 million in the first six months of 2010 compared to
the same period in 2009. Increased operating income from our advanced information services operation of $610,000 and
decreased merger-related transaction costs of $1.1 million contributed to this increase.
Gross margin
The period-over-period increase in gross margin of $242,000 for our “Other” segment was contributed by our advanced
information services operation’s increase in revenue and gross margin from its professional database monitoring and support
solution services and higher consulting revenues as a result of a nine-percent increase in the number of billable consulting hours
for the first six months of 2010 compared to the same period in 2009.
Operating expenses
Other operating expenses decreased by $1.5 million in the first six months of 2010 compared to the same period in 2009. The
decrease in operating expenses was attributable primarily to the lower merger-related costs expensed in the first half of 2010
compared to the same period in 2009 and the cost containment actions, including layoffs and compensation adjustments,
implemented by the advanced information services operation in March, September and October 2009.
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Interest Expense
Our total interest expense increased by approximately $1.5 million or 45 percent, during the first six months of 2010, compared
to the same period in 2009. The primary drivers of the increased interest expense are related to FPU, including:
•

An increase in long-term interest expense of $1.1 million is related to interest on FPU’s first mortgage bonds.

•

Interest expense from a new term loan credit facility during the first six months of 2010 was $216,000. Two
series of the FPU bonds, 4.9 percent and 6.85 percent series, were redeemed by using this new short-term term
loan facility at the end of January 2010.

•

Additional interest expense of $370,000 is related to interest on deposits from FPU’s customers.

Offsetting the increased interest expense from FPU was lower non-FPU-related interest expense from Chesapeake’s unsecured
senior notes, as the principal balances decreased from scheduled payments, the absence of any additional short-term borrowings
as a result of the timing of our capital expenditures and the increased cash flow generated from ordinary operating activities.
Income Taxes
We recorded an income tax expense of $11.3 million for the first six months of 2010, compared to $6.3 million for the same
period in 2009. The increase in income tax expense primarily reflects the higher earnings for the period. The effective income tax
rate for the six months ended June 30, 2010 is 39.5 percent compared to an effective tax rate of 40.0 percent for the same period
in 2009. The decreased effective income tax rate resulted from a greater portion of our consolidated pre-tax income having been
generated from entities in states with lower income tax rates, largely as a result of our expansion in Florida operations through
the merger with FPU.
FINANCIAL POSITION, LIQUIDITY AND CAPITAL RESOURCES
Our capital requirements reflect the capital-intensive nature of our business and are principally attributable to investment in new
plant and equipment and retirement of outstanding debt. We rely on cash generated from operations, short-term borrowing, and
other sources to meet normal working capital requirements and to finance capital expenditures.
During the first six months of 2010, net cash provided by operating activities was $57.7 million, cash used in investing activities
was $15.0 million, and cash used in financing activities was $36.3 million.
During the first six months of 2009, net cash provided by operating activities was $46.8 million, cash used in investing activities
was $12.0 million, and cash used in financing activities was $34.8 million.
As of June 30, 2010, we had four unsecured bank lines of credit with two financial institutions, for a total of $100.0 million, two
of which totaling $60.0 million are available under committed lines of credit. None of the unsecured bank lines of credit requires
compensating balances. These bank lines are available to provide funds for our short-term cash needs to meet seasonal working
capital requirements and to fund temporarily portions of the capital expenditure program. We are currently authorized by our
Board of Directors to borrow up to $85.0 million of short-term debt, as required, from these short-term lines of credit. Advances
offered under the uncommitted lines of credit are subject to the discretion of the banks. In addition to the four unsecured bank
lines of credit, we entered into a new credit facility for $29.1 million with one of the financial institutions in March 2010. We
borrowed $29.1 million under this new credit facility for a term of nine months to finance the early redemption of two series of
FPU’s secured first mortgage bonds. The outstanding balance of short-term borrowing at June 30, 2010 and December 31, 2009,
was $29.1 and $30.0 million, respectively.
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On June 29, 2010, we entered into an agreement with one lender to issue up to $36 million in uncollateralized senior notes. We
expect to use $29 million of the uncollateralized senior notes to permanently finance the redemption of the FPU bonds. The
terms of the agreement require us to issue $29 million of the $36 million in uncollateralized senior notes committed by the lender
on or before July 9, 2012, with a 15-year term at a rate ranging from 5.28 percent to 6.13 percent based on the timing of the
issuance. The remaining $7 million will be issued prior to May 3, 2013 at a rate ranging from 5.28 percent to 6.43 percent based
on the timing of the issuance.
We have originally budgeted $53.9 million for capital expenditures during 2010. As a result of continued growth, expansion
opportunities and timing of capital projects, we increased our capital spending projection for 2010 to $60.9 million. This amount
includes $55.5 million for the regulated energy segment, $2.7 million for the unregulated energy segment and $2.7 million for
the “Other” segment. The amount for the regulated energy segment includes estimated capital expenditures for the following:
natural gas distribution operation ($23.7 million), natural gas transmission operation ($28.4 million) and electric distribution
operation ($3.4 million) for expansion and improvement of facilities. The amount for the unregulated energy segment includes
estimated capital expenditures for the propane distribution operations for customer growth and replacement of equipment. The
amount for the “Other” segment includes an estimated capital expenditure of $762,000 for the advanced information services
operation, with the remaining balance for other general plant, computer software and hardware. We expect to fund the 2010
capital expenditures program from short-term borrowing, cash provided by operating activities, and other sources. The capital
expenditures program is subject to continuous review and modification. Actual capital requirements may vary from the above
estimates due to a number of factors, including changing economic conditions, customer growth in existing areas, regulation,
new growth or acquisition opportunities and availability of capital.
Capital Structure
The following presents our capitalization, excluding short-term borrowing, as of June 30, 2010 and December 31, 2009:
(in thousands)
Long-term debt, net of current maturities
Stockholders’ equity
Total capitalization, excluding short-term debt

June 30,
2010
$
97,558
222,686
$ 320,244

30%
70%
100%

December 31,
2009
$
98,814
209,781
$
308,595

32%
68%
100%

At June 30, 2010, common equity represented 70 percent of total capitalization, excluding short-term borrowing, compared to
68 percent at December 31, 2009. If short-term borrowing and the current portion of long-term debt were included in total
capitalization, the equity component of our capitalization would have been 62 percent at June 30, 2010, compared to 56 percent
at December 31, 2009.
We remain committed to maintaining a sound capital structure and strong credit ratings to provide the financial flexibility needed
to access capital markets when required. This commitment, along with adequate and timely rate relief for our regulated
operations, is intended to ensure our ability to attract capital from outside sources at a reasonable cost. We believe that the
achievement of these objectives will provide benefits to our customers, creditors and investors.
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Cash Flows Provided By Operating Activities
Cash flows provided by operating activities were as follows:
For the Six Months Ended June 30,
(in thousands)
Net Income
Non-cash adjustments to net income
Changes in assets and liabilities
Net cash provided by operating activities

2010
$

$

17,314
15,900
24,494
57,708

2009
$

$

9,399
11,466
25,955
46,820

During the six months ended June 30, 2010 and 2009, net cash flow provided by operating activities was $57.7 million and
$46.8 million, respectively, a period-over-period increase of $10.9 million. The increase in cash flow provided by operating
activities was due primarily to the following:
•

Net income increased by $7.9 million due to consolidation of FPU and lower merger-related costs.

•

Non-cash adjustments increased by $4.4 million, due primarily to higher depreciation and amortization as a result of
the FPU merger and changes in unrealized gains/losses on commodity contracts.

•

Net cash flows from income taxes receivable decreased by $3.9 million due to large tax refunds received during the
first half of 2009.

•

Net cash flows from the changes in regulatory assets/liabilities decreased by approximately $1.3 million, primarily as a
result of lower over-collection of fuel costs from rate-payers.

•

Net cash flows from changes in inventory decreased by approximately $1.6 million due primarily to increased propane
commodity costs.

•

Partially offsetting these decreases were increased net cash flows from customer deposits and refunds by
approximately $2.9 million primarily from a large deposit, which we required from a new industrial customer for our
Delmarva natural gas distribution operations.

Cash Flows Used in Investing Activities
Net cash flows used in investing activities totaled $15.0 million and $12.0 million during the six months ended June 30, 2010
and 2009, respectively. Cash utilized for capital expenditures was $14.3 million and $12.0 million for the first six months of
2010 and 2009, respectively. Additions to property, plant and equipment in the first six months of 2010 included $3.5 million of
FPU’s capital expenditures. We also paid $310,000 of the $600,000 in total consideration for the purchase of certain propane
assets from a propane distributor during the first six months of 2010.
Cash Flows Used by Financing Activities
Cash flows used in financing activities totaled $36.3 million and $34.8 million for the first six months of 2010 and 2009,
respectively. Significant financing activities reflected in the change in cash flows used by financing activities are as follows:
•

During the first six months of 2010, we repaid approximately $30.0 million of our short-term borrowings related to
working capital, compared to net repayments of $31.0 million in the first six months of 2009, as we generated higher
amounts of cash from operating activities.

•

In January 2010, we borrowed $29.1 million from our short-term credit facilities to redeem two series of FPU’s
secured first mortgage bonds prior to their respective maturities. We paid $28.9 million, including fees and penalties,
related to the redemption.

•

We paid $5.4 million and $3.8 million in cash dividends for the six months ended June 30, 2010 and 2009,
respectively. Dividends paid in the first six months of 2010 increased as a result of growth in the annualized dividend
rate and in the number of shares outstanding.
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Off-Balance Sheet Arrangements
We have issued corporate guarantees to certain vendors of our subsidiaries, primarily the propane wholesale marketing
subsidiary and the natural gas marketing subsidiary. These corporate guarantees provide for the payment of propane and natural
gas purchases in the event of the respective subsidiary’s default. None of these subsidiaries have ever defaulted on its obligations
to pay its suppliers. The liabilities for these purchases are recorded in our financial statements when incurred. The aggregate
amount guaranteed at June 30, 2010 was $22.5 million, with the guarantees expiring on various dates in 2011.
In addition to the corporate guarantees, we have issued a letter of credit to our primary insurance company for $725,000, which
expires on August 31, 2010. The letter of credit is provided as security to satisfy the deductibles under our various insurance
policies. There have been no draws on this letter of credit as of June 30, 2010, and we do not anticipate that this letter of credit
will be drawn upon by the counterparty in the future.
We provided a letter of credit for $526,000 under the Precedent Agreement with TETLP. The letter of credit is expected to
increase quarterly as TETLP’s pre-service costs increases. The letter of credit will not exceed more than the three-month
reservation charge under the firm transportation service contracts, which we currently estimate to be $2.1 million.
Contractual Obligations
There have not been any material changes in the contractual obligations presented in our 2009 Annual Report on Form 10-K,
except for commodity purchase obligations and forward contracts entered into in the ordinary course of our business. The
following table summarizes the commodity and forward contract obligations at June 30, 2010.
Purchase Obligations
(in thousands)
Commodities (1) (3)
Propane (2)
Total Purchase Obligations
(1)

(2)

(3)

Less than 1 year
$
$

36,558
23,236
59,794

3-5
years

1 - 3 years
$
$

134
—
134

$
$

More than
5 years
—
—
—

$
$

—
—
—

Total
$
$

36,692
23,236
59,928

In addition to the obligations noted above, the natural gas distribution, the electric distribution and propane distribution
operations have agreements with commodity suppliers that have provisions with no minimum purchase requirements. There
are no monetary penalties for reducing the amounts purchased; however, the propane contracts allow the suppliers to reduce
the amounts available in the winter season if we do not purchase specified amounts during the summer season. Under these
contracts, the commodity prices will fluctuate as market prices fluctuate.
We have also entered into forward sale contracts in the aggregate amount of $11.7 million. See Part I, Item 3, “Quantitative
and Qualitative Disclosures about Market Risk,” below, for further information.
In March 2009, we renewed our contract with an energy marketing and risk management company to manage a portion of
our natural gas transportation and storage capacity. There were no material changes to the contract’s terms, as reported in
our 2009 Annual Report on Form 10-K.

Environmental Matters
As more fully described in Note 4, “Commitments and Contingencies,” to these unaudited condensed consolidated financial
statements in this Quarterly Report on Form 10-Q, we continue to work with federal and state environmental agencies to assess
the environmental impact and explore corrective action at seven environmental sites. We believe that future costs associated with
these sites will be recoverable in rates or through sharing arrangements with, or contributions by, other responsible parties.
OTHER MATTERS
Rates and Regulatory Matters
Our natural gas distribution operations in Delaware, Maryland and Florida and electric distribution operation in Florida are
subject to regulation by their respective PSC; ESNG is subject to regulation by the FERC; and Peninsula Pipeline Company, Inc.
(“PIPECO”) is subject to regulation by the Florida PSC. At June 30, 2010, we were involved in rate filings and/or regulatory
matters in each of the jurisdictions in which we operate. Each of these rates or regulatory matters is fully described in Note 4,
“Commitments and Contingencies,” to these unaudited condensed consolidated financial statements in this Quarterly Report on
Form 10-Q.
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Competition
Our natural gas and electric distribution operations and our natural gas transmission operation compete with other forms of
energy including natural gas, electricity, oil and propane. The principal competitive factors are price and, to a lesser extent,
accessibility. Our natural gas distribution operations have several large-volume industrial customers that are able to use fuel oil
as an alternative to natural gas. When oil prices decline, these interruptible customers may convert to oil to satisfy their fuel
requirements, and our interruptible sales volumes may decline. Oil prices, as well as the prices of other fuels, fluctuate for a
variety of reasons; therefore, future competitive conditions are not predictable. To address this uncertainty, we use flexible
pricing arrangements on both the supply and sales sides of this business to compete with alternative fuel price fluctuations. As a
result of the natural gas transmission operation’s conversion to open access and Chesapeake’s Florida natural gas distribution
division’s restructuring of its services, these businesses have shifted from providing bundled transportation and sales service to
providing only transmission and contract storage services. Our electric distribution operation currently does not face substantial
competition as the electric utility industry in Florida has not been deregulated. In addition, natural gas is the only viable
alternative fuel to electricity in our electric service territories and is available only in a small area.
Our natural gas distribution operations in Delaware, Maryland and Florida offer unbundled transportation services to certain
commercial and industrial customers. In 2002, Chesapeake’s Florida natural gas distribution division extended such service to
residential customers. With such transportation service available on our distribution systems, we are competing with third-party
suppliers to sell gas to industrial customers. With respect to unbundled transportation services, our competitors include interstate
transmission companies, if the distribution customers are located close enough to a transmission company’s pipeline to make
connections economically feasible. The customers at risk are usually large volume commercial and industrial customers with the
financial resources and capability to bypass our existing distribution operations in this manner. In certain situations, our
distribution operations may adjust services and rates for these customers to retain their business. We expect to continue to
expand the availability of unbundled transportation service to additional classes of distribution customers in the future. We have
also established a natural gas marketing operation in Florida, Delaware and Maryland to provide such service to customers
eligible for unbundled transportation services.
Our propane distribution operations compete with several other propane distributors in their respective geographic markets,
primarily on the basis of service and price, emphasizing responsive and reliable service. Our competitors generally include local
outlets of national distributors and local independent distributors, whose proximity to customers entails lower costs to provide
service. Propane competes with electricity as an energy source, because it is typically less expensive than electricity, based on
equivalent BTU value. Propane also competes with home heating oil as an energy source. Since natural gas has historically been
less expensive than propane, propane is generally not distributed in geographic areas served by natural gas pipeline or
distribution systems.
The propane wholesale marketing operation competes against various regional and national marketers, many of which have
significantly greater resources and are able to obtain price or volumetric advantages.
The advanced information services business faces significant competition from a number of larger competitors having
substantially greater resources available to them than does the Company. In addition, changes in the advanced information
services business are occurring rapidly, and could adversely affect the markets for the products and services offered by these
businesses. This segment competes on the basis of technological expertise, reputation and price.
Inflation
Inflation affects the cost of supply, labor, products and services required for operations, maintenance and capital improvements.
While the impact of inflation has remained low in recent years, natural gas and propane prices are subject to rapid fluctuations.
In the regulated natural gas and electric distribution operations, fluctuations in natural gas and electricity prices are passed on to
customers through the fuel cost recovery mechanism in our tariffs. To help cope with the effects of inflation on our capital
investments and returns, we seek rate increases from regulatory commissions for our regulated operations and closely monitor
the returns of our unregulated business operations. To compensate for fluctuations in propane gas prices, we adjust propane
selling prices to the extent allowed by the market.
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Recent Authoritative Pronouncements on Financial Reporting and Accounting
Recent accounting developments and their impact on our financial position, results of operations and cash flows are described in
the Recent Accounting Pronouncements section of Note 1, “Summary of Accounting Policies,” to these unaudited condensed
consolidated financial statements in this Quarterly Report on Form 10-Q.
Item 3. Quantitative and Qualitative Disclosures about Market Risk
Market risk represents the potential loss arising from adverse changes in market rates and prices. Long-term debt is subject to
potential losses based on changes in interest rates. Our long-term debt consists of fixed-rate senior notes, secured debt and
convertible debentures. All of our long-term debt is fixed-rate debt and was not entered into for trading purposes. The carrying
value of long-term debt, including current maturities, was $105.7 million at June 30, 2010, as compared to a fair value of
$121.3 million, based on a discounted cash flow methodology that incorporates a market interest rate that is based on published
corporate borrowing rates for debt instruments with similar terms and average maturities with adjustments for duration,
optionality, credit risk, and risk profile. We evaluate whether to refinance existing debt or permanently refinance existing shortterm borrowing, based in part on the fluctuation in interest rates.
Our propane distribution business is exposed to market risk as a result of propane storage activities and entering into fixed price
contracts for supply. We can store up to approximately four million gallons (including leased storage and rail cars) of propane
during the winter season to meet our customers’ peak requirements and to serve metered customers. Decreases in the wholesale
price of propane may cause the value of stored propane to decline. To mitigate the impact of price fluctuations, we have adopted
a Risk Management Policy that allows the propane distribution operation to enter into fair value hedges or other economic
hedges of our inventory.
Our propane wholesale marketing operation is a party to natural gas liquids forward contracts, primarily propane contracts, with
various third-parties. These contracts require that the propane wholesale marketing operation purchase or sell natural gas liquids
at a fixed price at fixed future dates. At expiration, the contracts are settled by the delivery of natural gas liquids to us or the
counter-party or “booking out” the transaction. Booking out is a procedure for financially settling a contract in lieu of the
physical delivery of energy. The propane wholesale marketing operation also enters into futures contracts that are traded on the
New York Mercantile Exchange. In certain cases, the futures contracts are settled by the payment or receipt of a net amount
equal to the difference between the current market price of the futures contract and the original contract price; however, they
may also be settled by physical receipt or delivery of propane.
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The forward and futures contracts are entered into for trading and wholesale marketing purposes. The propane wholesale
marketing business is subject to commodity price risk on its open positions to the extent that market prices for natural gas liquids
deviate from fixed contract settlement prices. Market risk associated with the trading of futures and forward contracts is
monitored daily for compliance with our Risk Management Policy, which includes volumetric limits for open positions. To
manage exposures to changing market prices, open positions are marked up or down to market prices and reviewed daily by our
oversight officials. In addition, the Risk Management Committee reviews periodic reports on markets and the credit risk of
counter-parties, approves any exceptions to the Risk Management Policy (within limits established by the Board of Directors)
and authorizes the use of any new types of contracts. Quantitative information on forward and futures contracts at June 30, 2010
is presented in the following tables.
Quantity in Estimated Market Weighted Average
Gallons
Prices
Contract Prices

At June 30, 2010
Forward Contracts
Sale
Purchase

10,962,000 $0.9750 — $1.19125 $
10,710,000 $0.9750 — $1.18250 $

1.0676
1.0510

Estimated market prices and weighted average contract prices are in dollars per gallon.
All contracts expire by the end of the first quarter of 2011.
At June 30, 2010 and December 31, 2009, we marked these forward contracts to market, using market transactions in either the
listed or OTC markets, which resulted in the following assets and liabilities:
June 30,
2010

(in thousands)

December 31,
2009

Mark-to-market energy assets

$

814

$

2,379

Mark-to-market energy liabilities

$

574

$

2,514

Item 4. Controls and Procedures
Evaluation of Disclosure Controls and Procedures
The Chief Executive Officer and Chief Financial Officer of the Company, with the participation of other Company officials,
have evaluated our “disclosure controls and procedures” (as such term is defined under Rules 13a-15(e) and 15d-15(e),
promulgated under the Securities Exchange Act of 1934, as amended) as of June 30, 2010. Based upon their evaluation, the
Chief Executive Officer and Chief Financial Officer concluded that our disclosure controls and procedures were effective as of
June 30, 2010.
Changes in Internal Control Over Financial Reporting
During the quarter ended June 30, 2010, there was no change in our internal control over financial reporting that has materially
affected, or is reasonably likely to materially affect, our internal control over financial reporting.
On October 28, 2009, the merger between Chesapeake and FPU was consummated. We are currently in the process of
integrating FPU’s operations and have not included FPU’s activity in our evaluation of internal control over financial reporting.
FPU’s operations will be included in our assessment and report on internal control over financial reporting as of December 31,
2010.
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PART II — OTHER INFORMATION
Item 1. Legal Proceedings
As disclosed in Note 4, “Commitments and Contingencies,” of these unaudited condensed consolidated financial
statements in this Quarterly Report on Form 10-Q, we are involved in certain legal actions and claims arising in the
normal course of business. We are also involved in certain legal and administrative proceedings before various
governmental or regulatory agencies concerning rates and other regulatory actions. In the opinion of management, the
ultimate disposition of these proceedings and claims will not have a material effect on our condensed consolidated
financial position, results of operations or cash flows.
Item 1A. Risk Factors
Our business, operations, and financial condition are subject to various risks and uncertainties. The risk factors
described in Part I, “Item 1A. Risk Factors” in our Annual Report on Form 10-K for the year ended December 31,
2009 and in Part II, Item 1A, “Risk Factors” in our Quarterly Report on Form 10-Q for the quarter ended March 31,
2010, should be carefully considered, together with the other information contained or incorporated by reference in
this Quarterly Report on Form 10-Q and in our other filings with the SEC in connection with evaluating the Company,
our business and the forward-looking statements contained in this Report. Additional risks and uncertainties not
presently known to us or that we currently deem immaterial also may affect the Company. The occurrence of any of
these known or unknown risks could have a material adverse impact on our business, financial condition, and results
of operations.
Item 2. Unregistered Sales of Equity Securities and Use of Proceeds

Period
April 1, 2010 through April 30, 2010 (1)
May 1, 2010 through May 31, 2010
June 1, 2010 through June 30, 2010
Total
(1)

(2)

Total
Number of
Shares
Purchased
301
—
—
301

Total Number of Shares
Maximum Number of
Average
Purchased as Part of
Shares That May Yet Be
Price Paid Publicly Announced Plans Purchased Under the Plans
per Share
or Programs (2)
or Programs (2)
$
30.06
—
—
$
—
—
—
$
—
—
—
$
30.06
—
—

Chesapeake purchased shares of stock on the open market for the purpose of reinvesting the dividend on deferred stock
units held in the Rabbi Trust accounts for certain Directors and Senior Executives under the Deferred Compensation Plan.
The Deferred Compensation Plan is discussed in detail in Item 8 under the heading “Notes to the Consolidated Financial
Statements — Note M, Employee Benefit Plans” of our Form 10-K filed with the Securities and Exchange Commission on
March 8, 2010. During the quarter, 301 shares were purchased through the reinvestment of dividends on deferred stock
units.
Except for the purposes described in Footnote (1), Chesapeake has no publicly announced plans or programs to repurchase
its shares.

Item 3. Defaults upon Senior Securities
None.
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Item 5. Other Information
None.
Item 6. Exhibits
3.1

Amended and Restated Certificate of Incorporation

31.1

Certificate of Chief Executive Officer of Chesapeake Utilities Corporation pursuant to Rule 13a-14(a) under
the Securities Exchange Act of 1934, dated August 5, 2010.

31.2

Certificate of Chief Financial Officer of Chesapeake Utilities Corporation pursuant to Rule 13a-14(a) under
the Securities Exchange Act of 1934, dated August 5, 2010.

32.1

Certificate of Chief Executive Officer of Chesapeake Utilities Corporation pursuant to 18 U.S.C.
Section 1350, dated August 5, 2010.

32.2

Certificate of Chief Financial Officer of Chesapeake Utilities Corporation pursuant to 18 U.S.C.
Section 1350, dated August 5, 2010.
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SIGNATURES
Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its
behalf by the undersigned, thereunto duly authorized.
CHESAPEAKE UTILITIES CORPORATION
/S/ BETH W. COOPER
Beth W. Cooper
Senior Vice President and Chief Financial Officer
Date: August 5, 2010
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Exhibit 3.1
AMENDED AND RESTATED
CERTIFICATE OF INCORPORATION
OF
CHESAPEAKE UTILITIES CORPORATION
(as amended July 22, 2010)
Chesapeake Utilities Corporation, a corporation organized and existing under the laws of the State of Delaware, hereby
certifies as follows:
1. The name of the Corporation is CHESAPEAKE UTILITIES CORPORATION. The date of filing the Corporation’s
original Certificate of Incorporation with the Secretary of State of the State of Delaware was November 12, 1947.
2. This amended and restated Certificate of Incorporation restates and integrates and further amends the Certificate of
Incorporation of this Corporation.
3. The text of the Certificate of Incorporation of the Corporation as amended or supplemented heretofore and herewith is
hereby restated to read as herein set forth in full:
FIRST : The name of the Corporation is CHESAPEAKE UTILITIES CORPORATION.
SECOND : The address of its registered office in the State of Delaware is 2711 Centerville Road, Suite 400, in the
City of Wilmington, County of New Castle, Delaware 19808. The name of its registered agent at such address is
Corporation Service Company.
THIRD : The nature of the business, or objects or purposes to be transacted, promoted or carried on are:
To produce, transmit, distribute and sell natural and manufactured gas; to construct, maintain and operate works for
the supply and distribution of electricity for electric lights, heat or power; to supply and distribute water; to transport and
store oil; and to produce and distribute steam, heat and power; in each case to or for all persons and places, public and
private, where it may be desired, and to carry on all activities and businesses that are usually or may be conveniently carried
on by a company in such business or that are incidental to such business; and

To supply in any manner light, heat, steam, energy or power to the public; to explore, impound, develop, acquire and
transport natural resources incident to the above-stated businesses; and to supply, maintain and service equipment and
systems incident to the above-stated businesses; and
In general, to engage in any lawful act or activity for which corporations may be organized under the General
Corporation Law of the State of Delaware.
The objects and purposes specified in the foregoing clauses shall, except where otherwise expressed, not be limited or
restricted by reference to each other but shall be regarded as separate, independent businesses and purposes.
FOURTH : The total number of shares of all classes of stock which the Corporation shall have authority to issue is
Twenty Seven Million (27,000,000) shares of which Twenty Five Million (25,000,000) shares shall be Common Stock
having a par value of forty-eight and two-thirds cents ($.48 2/3) per share, and Two Million (2,000,000) shares shall be
Preferred Stock having a par value of one cent ($0.01) per share.

2

The express terms and provisions of the shares classified and designated as the Preferred Shares, par value $0.01, are
as follows:
A) General — Preferred Stock
(1) Authority to Issue in Series . The Board of Directors is authorized, subject to limitations prescribed by the
General Corporation Law of the State of Delaware, to provide for the issuance of the Preferred Shares in series, and by
filing a certificate pursuant to the General Corporation Law of the State of Delaware, to establish from time to time the
number of shares to be included in such series, and to fix the designations, powers, preferences and relative, participating or
other special rights of the shares of each such series, and the qualifications, limitations or restrictions thereof;
(2) Terms . The authority of the Board of Directors with respect to each series of Preferred Shares shall include,
but not be limited to, determination of the following:
(a) The number of shares constituting that series and the distinctive designation of that series and the stated
value thereof, if any, if different from the par value thereof;
(b) The dividends, if any, payable on the shares of that series, whether dividends shall be cumulative, and, if
so, from which date or dates, and the preference, if any, or relation which such dividends shall bear to the dividends payable
on any shares of stock of any other class or any other series of any class;

3

(c) Whether that series shall have voting rights or power, in addition to the voting rights provided by law,
and, if so, the terms of such voting rights;
(d) Whether or not that series shall have conversion or exchange privileges, and, if so, the terms and
conditions of such conversion, including provision for adjustment of the conversion rate in such events as the Board of
Directors shall determine;
(e) Whether or not the shares of that series shall be redeemable, and, if so, the terms and conditions of such
redemption, including the date upon or date after which they shall be redeemable, and the amount per share payable in case
of redemption, which amount may vary under different conditions and at different redemption dates;
(f) Whether that series shall have a sinking fund for the redemption or purchase of shares of that series, and,
if so, the terms and amount of such sinking fund;
(g) The rights of the shares of that series in the event of voluntary or involuntary liquidation, dissolution or
winding up of the Corporation, and the relative rights of priority, if any, of payment of the shares of that series;

4

(h) The limitations and restrictions, if any, to be effective while any shares of such series are outstanding
upon the payment of dividends or the making of other distributions on, and upon the purchase, redemption or other
acquisition by the Corporation of, the Common Stock or shares of stock of any other class or any other series of this class;
(i) The conditions or restrictions, if any, upon the creation of indebtedness of the Corporation or upon the
issue of any additional stock, including additional shares of such series or of any other series of this class or of any other
class; and
(j) Any other voting powers, designations, preferences, and relative, participating optional or other special
rights, or qualifications, limitations or restrictions thereof, of the shares of such series; in each case, to the full extent now or
hereafter permitted by the laws of the State of Delaware.

5

B) Series A Participating Cumulative Preferred Stock
The Board of Directors adopted and approved the creation of a series of Preferred Stock designated as “Series A
Participating Cumulative Preferred Stock” which series of Preferred Stock was originally created upon the filing of a
Certificate of the Voting Powers, Designation, Preferences and Relative Participating Common Optional and Other Special
Rights and Qualifications, Limitations, or Restrictions of Series A Participating Cumulative Preferred Stock with the
Secretary of State of the State of Delaware on August 25, 1999. The Series A Participating Cumulative Preferred Stock has
voting powers, designations, preferences, and relative, participating optional or other special rights, or qualifications
limitations or restrictions as follows:
(1) Designation, Par Value and Amount . The shares of such series shall be designated as “Series A Participating
Cumulative Preferred Stock” (hereinafter referred to as “Series A Preferred Stock”), par value of $0.01 per share. The
number of shares initially constituting such series shall be 200,000; provided, however, that, if more than a total of 200,000
shares of Series A Preferred Stock shall be issuable upon the exercise of Rights (the “Rights”) issued pursuant to the Rights
Agreement, dated as of August 20, 1999, between the Corporation and Bank Boston, N.A., as Rights Agent (as amended
from time to time, the “Rights Agreement”), the Board of Directors of the Corporation, pursuant to Section 151(g) of the
General Corporation Law of the State of Delaware, shall direct by resolution or resolutions that a certificate be properly
executed, acknowledged, filed and recorded in accordance with Section 103 thereof providing for the total number of shares
of Series A Preferred Stock authorized to be issued to be increased (to the extent that the Certificate of Incorporation then
permits) to the largest number of whole shares (rounded up to the nearest whole number) issuable upon exercise of the
Rights.

6

(2) Dividends and Distributions .
(a) Subject to the prior and superior rights of the holders of any shares of any other series of Preferred Stock
and any other class of equity securities of the Corporation ranking prior and superior to the shares of Series A Preferred
Stock with respect to dividends, the holders of shares of Series A Preferred Stock shall be entitled to receive, when, as and
if declared by the Board of Directors, out of assets legally available for the purpose, quarterly dividends payable in cash on
the first business day of September, December, March and June in each year (each such date being referred to herein as a
“Quarterly Dividend Payment Date”), commencing on the first Quarterly Dividend Payment Date after the first issuance of
a share of fraction of a share of Series A Preferred Stock, in an amount per share (rounded to the nearest cent) equal to the
greater of (i) $12.50 or (ii) the Formula Number times the aggregate
per share amount of all cash dividends declared on the Common Stock, par value $0.48 2/3 per share, of the Corporation
(the “Common Stock”), since the immediately preceding Quarterly Dividend Payment Date, or, with respect to the first
Quarterly Dividend Payment Date, since the first issuance of any share or fraction of a share of Series A Preferred Stock. In
addition, if the Corporation shall pay any dividend or make any distribution on the Common Stock payable in assets,
securities or other forms of noncash consideration (other than dividends or distributions solely in shares of Common Stock),
then, in each such case, the Corporation shall simultaneously pay or make on each outstanding whole share of Series A
Preferred Stock a dividend or distribution in like kind in an amount equal to such dividend or distribution on each share of
the Common Stock multiplied by the Formula Number. As used herein, the “Formula Number” shall be 50; provided,
however, that, if at any time after August 20, 1999, the Corporation shall (i) declare or pay any dividend on the Common
Stock payable in shares of Common Stock or make any distribution on the Common Stock in shares of Common Stock,
(ii) subdivide (by a stock split or otherwise) the outstanding shares of Common Stock into a larger number of shares of
Common Stock, or (iii) combine (by a reverse stock split or otherwise) the outstanding shares of Common Stock into a
smaller number of shares of Common Stock, then in each such event the Formula Number shall be adjusted to a number
determined by multiplying the Formula Number in effect immediately prior to such event by a fraction, (A) the numerator
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of which is the number of shares of Common Stock that are outstanding immediately after such event and (B) the
denominator of which is the number of shares of Common Stock that are outstanding immediately prior to such event (and
rounding the result to the nearest whole number); and provided further, that, if at any time after August 20, 1999, the
Corporation shall issue any shares of its capital stock in a merger, reclassification, or change of the outstanding shares of
Common Stock, then, in each such event the Formula Number shall be appropriately adjusted, as necessary, to reflect such
merger, reclassification or change so that each share of Preferred Stock continues to be the economic equivalent of a
Formula Number of shares of Common Stock prior to such merger, reclassification or change.
(b) The Corporation shall declare a dividend or distribution on the Series A Preferred Stock as provided in
paragraph (a) above immediately prior to or at the same time it declares a dividend or distribution on the Common Stock
(other than a dividend or distribution payable in shares of Common Stock), and in which case the record date for the
determination of holders of shares of Series A Preferred Stock entitled to receive a dividend or distribution declared thereon
shall be the same date as the record date for any corresponding dividend or distribution on the Common Stock.

8

(c) Dividends shall begin to accrue and be cumulative on outstanding shares of Series A Preferred Stock
from and after the Quarterly Dividend Payment Date next preceding the date of original issue of such shares of Series A
Preferred Stock, unless the date of issue is a date after the record date for the determination of holders of shares of Series A
Preferred Stock entitled to receive a quarterly dividend, in which event such dividends shall begin to accrue and be
cumulative from the first Quarterly Dividend Payment Date following the date of issue. Accrued by unpaid dividends shall
not bear interest. Dividends paid on the shares of Series A Preferred Stock in an amount less than the total amount of such
dividends at the time accrued and payable on such shares shall be allocated pro rata on a share-by-share basis among all
such shares at the time outstanding. Except as otherwise provided in paragraph (b) of this subpart B.(2) to this
Article Fourth, the Board of Directors may fix a record date for the determination of holders of shares of Series A Preferred
Stock entitled to receive payment of a dividend or distribution declared thereon, which record date shall be not more than
50 days or less than 10 days prior to the date fixed for the payment of such dividend or distribution.
(3) Voting Rights . The holders of shares of Series A Preferred Stock shall have the following voting rights:
(a) Except as otherwise provided in paragraph (c) of this subpart B.(3) to this Article Fourth and subpart B.
(11) to this Article Fourth or as is required by law, the holders of shares of Series A Preferred Stock and the holders of
shares of Common Stock shall vote together as one class for the election of directors and on all other matters submitted to a
vote of stockholders of the Corporation.
(b) Each share of Series A Preferred Stock shall entitle the holder thereof to one vote on all matters
submitted to the vote of the holders of Series A Preferred Stock except that, when voting as a single class with the holders
of the Common Stock, each share of Series A Preferred Stock shall entitle the holder to a number of votes equal to the
Formula Number then in effect.
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(c) (i) If, on the date used to determine stockholders of record for any meeting of stockholders for the
election of directors, a default in preference dividends (as defined in subparagraph (iv) below) on the Series A Preferred
Stock shall exist, the holders of the Series A Preferred Stock shall have the right, voting as a class (in addition to voting
together with the holders of Common Stock for the election of directors of the Corporation), to elect two directors (each a
“Preferred Director”). Such right may be exercised (A) at any meeting of stockholders for the election of directors or (B) at
a meeting of the holders of Series A Preferred Stock called for the purpose in accordance with the By-laws of the
Corporation, and shall continue until all such cumulative dividends (referred to above) shall have been paid in full.
(ii) Each Preferred Director shall continue to serve as a Preferred Director for a term of one year,
except that upon any termination of the right of all holders of shares of Series A Preferred Stock to vote as a class for
Preferred Directors, the term of office of each Preferred Director shall terminate. Any Preferred Director may be removed
by, and shall not be removed except by, the vote of the holders of record of a majority of the outstanding shares of Series A
Preferred Stock then entitled to vote for the election of directors, present (in person or by proxy) and voting together as a
single class (A) at a meeting of the stockholders, (B) at a meeting of the holders of Series A Preferred Stock called for the
purpose in accordance with the By-laws of the Corporation, or (C) by a written consent signed by the holders of a majority
of then outstanding shares of Series A Preferred Stock then entitled to vote for the election of directors.
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(iii) So long as a default in any preference dividends on the Series A Preferred Stock shall exist
(A) any vacancy in the office of a Preferred Director may be filled (except as provided in the following clause (B) by an
instrument in writing signed by the remaining Preferred Director and filed with the Corporation or (B) in the case of the
removal of any Preferred Director, the vacancy may be filled by the vote or written consent of the holders of a majority of
the outstanding shares of Series A Preferred Stock then entitled to vote for the election of directors at such time as the
removal shall be effected. Each director appointed as aforesaid by the remaining Preferred Director shall be deemed, for all
purposes hereof, to be a Preferred Director. Whenever a default in preference dividends on the Series A Preferred Stock
ceases to exist, then the number of directors constituting the Board of Directors of the Corporation shall be reduced by two.
(iv) A “ default in preference dividends ” on the Series A Preferred Stock shall be deemed to have
occurred whenever the amount of cumulative and unpaid dividends on the Series A Preferred Stock shall be equivalent to
six full quarterly dividends or more (whether or not consecutive), and having so occurred, such default shall be deemed to
exist thereafter until, but only until, all cumulative dividends on all shares of the Series A Preferred Stock then outstanding
shall have been paid through the last Quarterly Dividend Payment Date.
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(d) Except as set forth in this subpart B.(3) to this Article Fourth and subpart B.(11) to this Article Fourth
and as otherwise required by applicable law, holders of Series A Preferred Stock shall have not special voting rights and
their consent shall not be required (except to the extent they are entitled to vote with the holders of Common Stock as set
forth herein) to authorize the taking of any corporate action.
(4) Certain Restrictions .
(a) Whenever quarterly dividends or other dividends or distributions payable on the Series A Preferred
Stock, as provided in subpart B.(2) to this Article Fourth, are in arrears, thereafter and until all accrued and unpaid
dividends and distributions, whether or not declared, on shares of Series A Preferred Stock outstanding shall have been paid
in full, the Corporation shall not (i) declare or pay dividends, or make any other distributions on, or redeem, purchase or
otherwise acquire for consideration, any shares of stock ranking junior (either as to dividends or upon liquidation,
dissolution or winding up of the Corporation) to the Series A Preferred Stock; (ii) declare or pay dividends, or make any
other distributions on any shares of stock ranking on a parity (either as to dividends or upon liquidation, dissolution or
winding up of the Corporation) with the Series A Preferred Stock, except dividends paid ratably on the Series A Preferred
Stock and all such parity stock on which dividends are payable or in arrears in proportion to the total amounts to which the
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holders of all such shares are then entitled; (iii) redeem, purchase or otherwise acquire for consideration shares of any stock
ranking on a parity (either as to dividends or upon liquidation, dissolution or winding up of the Corporation) to the Series A
Preferred Stock, provided that the Corporation may at any time redeem, purchase or otherwise acquire shares of any such
parity stock in exchange for shares of any stock of the Corporation ranking junior (both as to dividends and upon
dissolution, liquidation or winding up) to the Series A Preferred Stock; or (iv) purchase or otherwise acquire for
consideration any shares of Series A Preferred Stock, except in accordance with a purchase offer made in writing or by
publication (as determined by the Board of Directors) to all holders of shares of Series A Preferred Stock upon such terms
as the Board of Directors determines.
(b) The Corporation shall not permit any subsidiary of the Corporation to purchase or otherwise acquire for
consideration any shares of stock of the Corporation unless the Corporation could, under paragraph (a) of this subpart B.(4)
to this Article Fourth, purchase or otherwise acquire such shares at such time and on the same terms.
(5) Reacquired Shares . Any shares of Series A Preferred Stock purchased or otherwise acquired by the
Corporation in any manner whatsoever shall be retired and cancelled promptly after the acquisition thereof. All such shares
shall upon their cancellation become authorized but unissued shares of Preferred Stock, and may be reissued as part of a
new series of Preferred Stock in accordance with the Certificate of Incorporation and applicable law.
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(6) Liquidation, Dissolution or Winding Up .
(a) Subject to the prior and superior rights of holders of any shares of any other series of Preferred Stock and
any other class of equity securities of the Corporation ranking prior and superior to the shares of Series A Preferred Stock,
upon a liquidation, dissolution or winding up (voluntary or otherwise) of the Corporation, the holders of shares of Series A
Preferred Stock shall be entitled to receive an amount equal to $18.00 per share, plus an amount equal to accrued and
unpaid dividends and distributions thereon, whether or not declared, to the date of such payment (the “Series A Liquidation
Preference”). Unless and until the holders of Series A Preferred Stock receive the Series A Liquidation Preference, no
distribution shall be made to the holders of shares of Common Stock, any other series of Preferred Stock, or other class of
equity securities of the Corporation ranking junior to the Series A Preferred Stock upon the liquidation, dissolution or
winding up of the Corporation. Following the payment of the full amount of the Series A Liquidation Preference, no
additional distributions shall be made to the holders of shares of Series A Preferred Stock unless, prior thereto, the holders
of shares of Common Stock shall have received an amount per share (the “Common Stock Amount”) equal to the quotient
obtained by dividing (i) the Series A Liquidation Preference by (ii) Formula Number then in effect. Following the payment
of the full amount of the Series A Liquidation Preference and the Common Stock Amount respect of all outstanding shares
of Series A Preferred Stock and Common Stock, respectively, holders of Series A Preferred Stock and holders of Common
Stock shall receive their ratable and proportionate share of the remaining assets to be distributed in the ratio of the Formula
Number to one with respect to such Preferred Stock and Common Stock, respectively.
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(b) In the event, however, that there are not sufficient assets available to permit payment in full of the
Series A Liquidation Preference and the liquidation preferences of all other stock ranking on a parity with the Series A
Preferred Stock, then such remaining assets shall be distributed ratably to the holders of Series A Preferred Stock and the
holders of such parity shares in proportion to their respective liquidation preferences.
(7) Consolidation, Merger, etc . In case the Corporation shall enter into any consolidation, merger, combination
or other transaction in which the shares of Common Stock are exchanged for or changed into other stock or securities, cash
and/or any other property, then in any such case the then outstanding shares of Series A Preferred Stock shall at the same
time be similarly exchanged or changed in an amount per share equal to the Formula Number times the aggregate amount
of stock, securities, cash and/or any other property (payable in kind), as the case may be, into which or for which each share
of CommonStock in changed or exchanged.
(8) No Redemption; No Sinking Fund . The shares of Series A Preferred Stock shall not be redeemable by the
Corporation or at the option of any holder of Series A Preferred Stock. The shares of Series A Preferred Stock shall not be
subject to or entitled to the operation of a retirement or sinking fund.
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(9) Ranking. The Series A Preferred Stock shall rank junior to all other series of the Preferred Stock of the
Corporation as to the payment of dividends and a to the distribution of assets upon the liquidation, dissolution or winding
up of the Corporation, unless the terms of any such other series of Preferred Stock shall provide otherwise.
(10) Fractional Shares. The Series A Preferred Stock shall be issuable upon exercise of the Rights issued pursuant
to the Rights Agreement in whole shares or in any fraction of a share that is one-fiftieth (1/50 th ) of a share or any integral
multiple thereof, which fractional shares of Series A Preferred Stock shall entitle the holder, in proportion to such holder’s
fractional shares to receive dividends, exercise voting rights, participate in distributions and to have the benefit of any other
rights of a holder of Series A Preferred Stock. As provided in the Rights Agreement, (a) in lieu of the issuance of a fraction
of a share (other one-fiftieth (1/50 th ) of a share or an integral multiple thereof), the Corporation may elect to make a cash
payment for the fraction of a share in excess of one-fiftieth (1/50 th ) of a share or any integral multiple thereof and (b) to
issue depository receipts evidencing authorized fractions of a share of Series A Preferred Stock pursuant to an appropriate
agreement between the Corporation and a depository selected by the Corporation; provided that such agreement shall
provide that the holders of such depository receipts shall have all the rights, privileges and preferences to which they are
entitled as beneficial owners of the Series A Preferred Stock represented by such depository receipts.
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(11) Amendment . None of the powers, preferences and relative, participating, optional and other special rights of
the Series A Preferred Stock as provided herein or in the Certificate of Incorporation shall be amended in any manner which
would alter or change the powers, preferences, rights or privileges of the holders of Series A Preferred Stock so as to affect
them adversely without the affirmative vote of the holders of at least 66 2/3% of the outstanding shares of Series A
Preferred Stock, voting as a separate class.
FIFTH : In furtherance, and not in limitation of the powers conferred by statute, the Board of Directors is expressly
authorized to make, alter, amend and rescind the Bylaws of this Corporation subject to the right of the stockholders to alter,
amend or rescind the same.
SIXTH : Whenever a compromise or arrangement is proposed between this Corporation and its creditors or any class
of them and/or between this Corporation and its stockholders or any class of them, any court of equitable jurisdiction within
the State of Delaware may, on the application in a summary way of this Corporation or of any creditor or stockholder
thereof or on the application of any receiver or receivers appointed for this Corporation under the provisions of Section 291
of Title 8 of the Delaware Code or on the application of trustees in dissolution or of any receiver or receivers appointed for
this Corporation under the provisions of Section 279 of Title 8 of the Delaware Code order a meeting of the creditors or
class of creditors, and/or of the stockholders or class of stockholders, of this Corporation, as the case may be, to be
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summoned in such manner as the said court directs. If a majority in number representing three-fourths in value of the
creditors or class of creditors, and/or of the stockholders or class of stockholders of this Corporation, as the case may be,
agree to any compromise or arrangement and to any reorganization of this Corporation as consequence of such compromise
or arrangement, the said compromise or arrangement and the said reorganization shall, if sanctioned by the court to which
the said application has been made, be binding on all the creditors or class of creditors, and/or on all the stockholders or
class of stockholders, of this Corporation, as the case may be, and also on this Corporation.
SEVENTH : Meetings of stockholders may be held without the State of Delaware, if the Bylaws so provide. The
books of the Corporation may be kept (subject to any provision contained in the statutes) outside of the State of Delaware at
such place or places as may be from time to time designated by the Board of Directors or in the Bylaws of the Corporation.
EIGHTH : The number of directors which shall constitute the whole Board of Directors of the Corporation shall be
fixed from time to time by resolution of a majority of directors in office provided that there shall be not fewer than five or
more than fifteen directors. The Board shall be divided into three classes, Class I, Class II and Class III. The number of
directors in each class shall be the whole number contained in the quotient arrived at by dividing the number of directors
fixed by the Board by three and if a fraction is also contained in such quotient and if such fraction is one-third (1/3) the
extra director shall be a member of Class III and if the fraction is two-thirds (2/3) one of the directors shall be a member of
Class III and the other shall be a member of Class II. Each director shall serve for a term ending on the third annual meeting
following the annual meeting at which such director was elected. The foregoing notwithstanding each director shall serve
until such director’s successor shall have been duly elected and qualified unless such director shall resign become
disqualified, disabled or shall otherwise be removed.
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At each annual election the directors chosen to succeed those whose terms then expire shall be identified as being of
the same class as the directors they succeed. If for any reason the number of directors in the various classes shall not
conform with the formula set forth in the preceding paragraph, the Board of Directors may redesignate any director into a
different class in order that the balance of directors in such classes shall conform thereto.
The Board of Directors at its first meeting after each annual meeting of stockholders shall choose such officers with
such titles and duties as shall be stated in the Bylaws of the Corporation who shall hold office until their successors are
chosen and qualify in their stead.
A majority of the number of directors fixed by the Board shall constitute a quorum for the transaction of business and
if at any meeting of the Board of Directors there shall be less than a quorum, a majority of those present may adjourn the
meeting from time to time. Every act or decision done or made by a majority of the directors present at a meeting duly held
at which a quorum is present shall be regarded as the act of the Board of Directors unless a greater number be required by
law or by the Certificate of Incorporation.
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No director of the Corporation shall be removed from office as a director by vote or other action of stockholders or
otherwise unless the director to be removed is physically or mentally disabled or incapacitated to such an extent that such
director is unable to perform the duties of a director, or unless the director has been convicted of a felony by a court of
competent jurisdiction and such conviction is no longer subject to direct appeal or unless the director to be removed has
been adjudged to be liable for misconduct in the performance of such directors duty to the Corporation by a court of
competent jurisdiction and such adjudication is no longer subject to direct appeal.
NINTH : In the event that it is proposed that this Corporation enter into a merger or consolidation with any other
corporation and such other corporation or its affiliates singly or in the aggregate own or control directly or indirectly five
percent (5%) or more of the outstanding shares of the Common Stock of this Corporation, or that this Corporation sell
substantially all of its assets or business, the affirmative vote of the holders of not less than seventy-five percent (75%) of
the total voting power of all outstanding shares of stock of this Corporation shall be required for the approval of any such
proposal; provided, however, that the foregoing shall not apply to any such merger, consolidation or sale of assets or
business which was approved by resolution of the Board of Directors of this Corporation prior to the acquisition of the
ownership or control of five percent (5%) of the outstanding shares of this Corporation by such other corporation or its
affiliates, nor shall it apply to any such merger, consolidation or sale of assets or business between this Corporation and
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another corporation fifty percent (50%) or more of the stock of which is owned by this Corporation. For the purposes hereof
an “affiliate” is any person (including a corporation, partnership, trust, estate or individual) who directly, or indirectly
through one or more intermediaries, controls, or is controlled by, or is under common control with, the person specified;
and “control” means the possession, directly or indirectly, of the power to direct or cause the direction of management and
policies of a person, whether through the ownership of voting securities, by contract, or otherwise.
TENTH : No action required to be taken or which may be taken at any annual or special meeting of shareholders of
the Corporation may be taken without a meeting and the power of stockholders to consent in writing to the taking of any
action is specifically denied.
ELEVENTH : A director of the Corporation shall not be personally liable to the Corporation or its stockholders for
monetary damages for breach of fiduciary duty as a director, except for liability (i) for any breach of the director’s duty of
loyalty to the Corporation or its stockholders, (ii) for acts or omissions not in good faith or which involve intentional
misconduct or a knowing violation of law, (iii) under Section 174 of the Delaware General Corporation Law, or (iv) for any
transaction from which the director derived any improper personal benefit. If the Delaware General Corporation Law is
amended after approval by the stockholders of this article to authorize corporate action further eliminating or limiting the
personal liability of directors, then the liability of a director of the Corporation shall be eliminated or limited to the fullest
extent permitted by the Delaware General Corporation Law, as so amended.
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Any repeal or modification of the foregoing paragraph by the stockholders of the Corporation shall not adversely
affect any right or protection of a director of the Corporation existing at the time of such repeal or modification.
TWELFTH : The provisions set forth in Articles EIGHTH, NINTH, TENTH and here in Article TWELFTH, may not
be repealed or amended in any respect unless such repeal or amendment is approved by the affirmative vote of the holders
of not less than seventy-five percent (75%) of the total voting power of all outstanding shares of stock of this Corporation.
Except as expressly provided in the preceding sentence, the Corporation reserves the right to amend, alter, change or repeal
any provision contained in this Certificate of Incorporation, in the manner now or hereafter prescribed by statute, and all
rights conferred upon stockholders herein are granted subject to this reservation.
4. This Amended and Restated Certificate of Incorporation was duly adopted in accordance with Sections 242 and 245 of
the General Corporation Law of the State of Delaware.
5. That the capital of said Corporation will not be reduced under or by reason of any amendment in this amended and
restated Certificate of Incorporation.
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IN WITNESS WHEREOF, said CHESAPEAKE UTILITIES CORPORATION has caused its corporate seal to be hereunto
affixed and this Amended and Restated Certificate of Incorporation to be signed by Michael P. McMasters, President and
attested by Beth W. Cooper, its Corporate Secretary, this 22 nd day of July, 2010.
Chesapeake Utilities Corporation
By: /s/ Michael P. McMasters
President
(Corporate Seal)
Attest:
By: /s/ Beth W. Cooper, Corporate Secretary
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EXHIBIT 31.1
CERTIFICATE PURSUANT TO RULE 13A-14(A)
UNDER THE SECURITIES EXCHANGE ACT OF 1934
I, John R. Schimkaitis, certify that:
1.

I have reviewed this quarterly report on Form 10-Q for the quarter ended June 30, 2010 of Chesapeake Utilities
Corporation;

2.

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

3.

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

4.

The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a—15(e) and 15d—15(e)) and internal control over financial reporting (as
defined in Exchange Act Rules 13a—15(f) and 15d—15(f)) for the registrant and have:

5.

a)

designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this report is being prepared;

b)

designed such internal control over financial reporting, or caused such internal control over financial reporting to
be designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting
and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles;

c)

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

d)

disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during
the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that
has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial
reporting; and

The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over
financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons
performing the equivalent functions):
a)

all significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and
report financial information; and

b)

any fraud, whether or not material, that involves management or other employees who have a significant role in
the registrant’s internal control over financial reporting.

Date: August 5, 2010
/S/ JOHN R. SCHIMKAITIS
John R. Schimkaitis
Vice Chairman and Chief Executive Officer

EXHIBIT 31.2
CERTIFICATE PURSUANT TO RULE 13A-14(A)
UNDER THE SECURITIES EXCHANGE ACT OF 1934
I, Beth W. Cooper, certify that:
1.

I have reviewed this quarterly report on Form 10-Q for the quarter ended June 30, 2010 of Chesapeake Utilities
Corporation;

2.

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

3.

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

4.

The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a—15(e) and 15d—15(e)) and internal control over financial reporting (as
defined in Exchange Act Rules 13a—15(f) and 15d—15(f)) for the registrant and have:

5.

a)

designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this report is being prepared;

b)

designed such internal control over financial reporting, or caused such internal control over financial reporting to
be designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting
and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles;

c)

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

d)

disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during
the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that
has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial
reporting; and

The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over
financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons
performing the equivalent functions):
a)

all significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and
report financial information; and

b)

any fraud, whether or not material, that involves management or other employees who have a significant role in
the registrant’s internal control over financial reporting.

Date: August 5, 2010
/S/ BETH W. COOPER
Beth W. Cooper
Senior Vice President and Chief Financial Officer

EXHIBIT 32.1
Certificate of Chief Executive Officer
of
Chesapeake Utilities Corporation
(pursuant to 18 U.S.C. Section 1350)
I, John R. Schimkaitis, Vice Chairman and Chief Executive Officer of Chesapeake Utilities Corporation, certify that, to the
best of my knowledge, the Quarterly Report on Form 10-Q of Chesapeake Utilities Corporation (“Chesapeake”) for the period
ended June 30, 2010, filed with the Securities and Exchange Commission on the date hereof (i) fully complies with the
requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934, as amended, and (ii) the information contained
therein fairly presents, in all material respects, the financial condition and results of operations of Chesapeake.
/S/ JOHN R. SCHIMKAITIS
John R. Schimkaitis
August 5, 2010
A signed original of this written statement required by Section 906 of the Sarbanes-Oxley Act of 2002, or other document
authenticating, acknowledging, or otherwise adopting the signature that appears in typed form within the electronic version of
this written statement required by Section 906, has been provided to Chesapeake Utilities Corporation and will be retained by
Chesapeake Utilities Corporation and furnished to the Securities and Exchange Commission or its staff upon request.

EXHIBIT 32.2
Certificate of Chief Financial Officer
of
Chesapeake Utilities Corporation
(pursuant to 18 U.S.C. Section 1350)
I, Beth W. Cooper, Senior Vice President and Chief Financial Officer of Chesapeake Utilities Corporation, certify that, to
the best of my knowledge, the Quarterly Report on Form 10-Q of Chesapeake Utilities Corporation (“Chesapeake”) for the
period ended June 30, 2010, filed with the Securities and Exchange Commission on the date hereof (i) fully complies with the
requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934, as amended, and (ii) the information contained
therein fairly presents, in all material respects, the financial condition and results of operations of Chesapeake.
/S/ BETH W. COOPER
Beth W. Cooper
August 5, 2010
A signed original of this written statement required by Section 906 of the Sarbanes-Oxley Act of 2002, or other document
authenticating, acknowledging, or otherwise adopting the signature that appears in typed form within the electronic version of
this written statement required by Section 906, has been provided to Chesapeake Utilities Corporation and will be retained by
Chesapeake Utilities Corporation and furnished to the Securities and Exchange Commission or its staff upon request.

