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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

O 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 @rart

Delaware 51-006414¢€
(State or other jurisdiction of (I.LR.S. Employer
incorporation or organizatiol Identification No.)

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

(302) 734-6799
(Registrant’s telephone number, including area fode

Indicate by check mark whether the registrant ¢ filed all reports required to be filed by Secti or 15 (d) of the Securit
Exchange Act of 1934 during the preceding 12 moitindor such shorter period that the registrans wequired to file suc
reports), and (2) has been subject to such filaggirements for the past 90 days. ¥&s No O

Indicate by check mark whether the registrant hdmnitted electronically and posted on its corpokteb site, if any, eve
Interactive Data File required to be submitted aodted pursuant to Rule 405 of Regulatioh §232.405 of this chaptt
during the preceding 12 months (or for such shqgpemiod that the registrant was required to sulanid post such files
YesO NoO

Indicate by check mark whether the registrantlsrge accelerated filer, an accelerated filer, a-accelerated filer or a smal
reporting company. See definitions of “large acaked filer,” “accelerated filer” and “smaller rapiog company” in Rule 12b-
2 of the Exchange Act. (Check one):

Large accelerated fileCl Accelerated filel Non-accelerated fileO Smaller reporting compar

Indicate by check mark whether the registrantshell company (as defined in Rule 12b-2 of the BExge Act). Yedd No M

Common Stock, par value $0.4867 — 9,490,546 sharestanding as of July 31, 2010.
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GLOSSARY OF KEY TERMS

Frequently used abbreviations, acronyms, or termssed in this report:

BravePoint
Chesapeake
Company

ESNG
FPU
PESCO
PIPECO
Sharp
Xeron

Delaware PSC
EPA

FASB

FERC

FDEP

Florida PSC
IASB
Maryland PSC
MDE

PSC

SEC

ASC
ASU
GAAP
IFRS

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

Subsidiaries of Chesapeake Utilities Corporation

BravePoint, Inc. is a wholly-owned subsidiary ofeShpeake Services Company, which is a wholly-owned
subsidiary of Chesapea

The Registrant, the Registrant and its subsidiaoiethe Registrand’ subsidiaries, as appropriate in the coi
of the disclosuri

The Registrant, the Registrant and its subsidiaoiethe Registrans’ subsidiaries, as appropriate in the col
of the disclosur

Eastern Shore Natural Gas Company, a w-owned subsidiary of Chesape:

Florida Public Utilities Company, a who-owned subsidiary of Chesapeake, effective OctoBeP@09
Peninsula Energy Services Company, Inc., a w-owned subsidiary of Chesape:

Peninsula Pipeline Company, Inc., a wh-owned subsidiary of Chesapes

Sharp Energy, Inc., a who-owned subsidiary of Chesape’s and Shar's subsidiary, Sharpgas, It
Xeron, Inc., a wholl-owned subsidiary of Chesape:

Regulatory Agencies

Delaware Public Service Commissi

United States Environmental Protection Age
Financial Accounting Standards Bo:

Federal Energy Regulatory Commiss
Florida Department of Environmental Protect
Florida Public Service Commissit
International Accounting Standards Bo
Maryland Public Service Commissit
Maryland Department of the Environme
Public Service Commissic

Securities and Exchange Commiss

Accounting Standards Related

FASB Accounting Standards Codificati™ (Codification)
FASB Accounting Standards Upd:

Generally Accepted Accounting Principl

International Financial Reporting Standa

Other

Air Sparging and Soil/Vapor Extractic
Bio-Sparging and Soil/Vapor Extractic
Community Gas Systen

Directors Stock Compensation P!
Dekatherms

Dekatherms per de

Fuel Retention Percenta

Gas Sales Service Ral

Heating Degre-Days

Thousand Cubic Fe:

Megawatt Houi

Manufactured Gas Pla

New York Stock Exchang
Performance Incentive Pl:

Remedial Action Pla

Texas Eastern Transmission,
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PART | — FINANCIAL INFORMATION

Iltem 1. Financial Statements

Chesapeake Utilities Corporation and Subsidiaries

Condensed Consolidated Statements of Income (Unateli)

For the Three Months Ended June 30 2010 2009
(in thousands, except shares and per share (
Operating Revenues
Regulated Energ $ 52,74( 18,86¢
Unregulated Energ 24,61 19,83(
Other 2,70¢ 2,13t
Total operating revenues 80,06’ 40,83¢
Operating Expenses
Regulated energy cost of sa 24,40¢ 4,28t
Unregulated energy and other cost of s 20,38¢ 16,18:
Operations 18,16( 11,57¢
Transactio-related cost 92 1,09C
Maintenance 1,78¢ 71€
Depreciation and amortizatic 5,03¢ 2,41z
Other taxe: 2,431 1,717
Total operating expens 72,30( 37,97¢
Operating Income 7,761 2,85¢
Other income (loss), net of expen: (171) 12
Interest charge 2,30¢ 1,57:
Income Before Income Taxes 5,44¢ 1,29t
Income tax expens 2,10¢ 48¢
Net Income $ 3,34( 80€
Weighted-Average Common Shares Outstanding:
Basic 9,467,22. 6,862,24
Diluted 9,557,35: 6,868,71
Earnings Per Share of Common Stock:
Basic $ 0.3t 0.12
Diluted $ 0.3t 0.12
Cash Dividends Declared Per Share of Common Stock $ 0.33( 0.31¢

The accompanying notes are an integral part oktfinancial statements.
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Chesapeake Utilities Corporation and Subsidiaries

Condensed Consolidated Statements of Income (Unatei)

For the Six Months Ended June 30, 2010 2009
(in thousands, except shares and per share (

Operating Revenues

Regulated Energ $ 144,36 $ 71,05(
Unregulated Energ 83,88t 69,22
Other 5,06¢ 5,03¢
Total operating revenues 233,32. 145,311
Operating Expenses
Regulated energy cost of sa 78,174 36,79¢
Unregulated energy and other cost of s 65,47¢ 54,891
Operations 36,85¢ 23,82(
Transactio-related cost 111 1,20¢
Maintenance 3,48¢ 1,332
Depreciation and amortizatic 10,66 4,79i
Other taxe: 5,391 3,64¢
Total operating expens 200,16 126,49:
Operating Income 33,15¢ 18,82
Other income, net of expens 10z 45
Interest charge 4,66 3,21¢
Income Before Income Taxes 28,59¢ 15,65:
Income tax expens 11,28 6,258
Net Income $ 17,31« $ 9,39¢

Weighted-Average Common Shares Outstanding:

Basic 9,443,70i 6,847,54.

Diluted 9,550,67! 6,963,13:
Earnings Per Share of Common Stock:

Basic $ 1.8¢ $ 1.37

Diluted $ 1.82 $ 1.3€
Cash Dividends Declared Per Share of Common Stock $ 0.64¢ $ 0.62(C

The accompanying notes are an integral part oktfirancial statements.
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Chesapeake Utilities Corporation and Subsidiaries

Condensed Consolidated Statements of Cash Flows (alrdited)

For the Six Months Ended June 30, 2010 2009
(in thousands
Operating Activities
Net Income $ 17,31« 9,39¢
Adjustments to reconcile net income to net caskigea by operating activitie:
Depreciation and amortizatic 10,66 4,79i
Depreciation and accretion included in other ¢ 1,641 1,31¢
Deferred income taxes, n 3,68¢ 2,67¢
Unrealized loss (gain) on commodity contre (379 1,13¢
Unrealized loss (gain) on investme 60 (19
Employee benefit (389 977
Shar+based compensatic 612 58t
Changes in assets and liabiliti
Purchase of investmer (137) (28)
Accounts receivable and accrued reve 26,48t 25,40¢
Propane inventory, storage gas and other invel 3,38 5,00¢
Regulatory asse 1,22¢ 30¢
Prepaid expenses and other current a: 3,54¢ 2,957
Accounts payable and other accrued liabili (14,756 (15,077
Income taxes receivah 2,201 6,111
Accrued interes (259) 632
Customer deposits and refur 1,041 (1,909
Accrued compensatic 83 (1,15))
Regulatory liabilities 1,19¢ 3,45¢4
Other liabilities 47¢ 232
Net cash provided by operating activit 57,70¢ 46,82(
I nvesting Activities
Property, plant and equipment expenditt (14,250 (11,969
Purchase of investmer (310 —
Environmental expenditure (410 (7)
Net cash used in investing activiti (14,970 (12,976
Financing Activities
Common stock dividenc (5,369 (3,7572)
Issuance (purchase) of stock for Dividend Reinvestr®lar 26€ (69
Change in cash overdrafts due to outstanding ct (839) —
Net repayment under line of credit agreem: (88) (31,000
Repayment of lor-term debi (30,277 (20)
Net cash used in financing activiti (36,300 (34,84)
Net Increase in Cash and Cash Equival 6,43¢ 3
Cash and Cash Equivaler— Beginning of Periot 2,82¢ 1,611
Cash and Cash Equivaler— End of Perioc $ 9,26¢ 1,614

The accompanying notes are an integral part ottfinancial statements.
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Chesapeake Utilities Corporation and Subsidiaries

Condensed Consolidated Balance Sheets (Unaudited)

June 30, December 31
Assets 2010 2009
(in thousands, except shares and per share (
Property, Plant and Equipment
Regulated energ $ 471,80: $ 463,85t
Unregulated energ 59,54¢ 61,36(
Other 16,16: 16,05¢
Total property, plant and equipme 547,51: 541,27(
Less: Accumulated depreciation and amortiza (114,019 (107,319
Plus: Construction work in progre 5,362 2,47¢
Net property, plant and equipme 438,85 436,42¢
Investments 2,03( 1,95¢
Current Assets
Cash and cash equivalel 9,26¢ 2,82¢
Accounts receivable (less allowance for uncolldetdrcounts of $1,313 and $1,609,
respectively’ 47,44¢ 70,02¢
Accrued revenu 8,97¢ 12,83¢
Propane inventory, at average ¢ 6,53¢ 7,901
Other inventory, at average ct 3,44: 3,14¢
Regulatory asse 50 1,20¢
Storage gas prepaymel 3,831 6,14¢
Income taxes receivah 47¢ 2,61«
Deferred income taxe 1,601 1,49¢
Prepaid expenst 2,457 5,84:
Mark-to-market energy asse 814 2,37¢
Other current asse 14¢ 147
Total current asse 85,05 116,57!
Deferred Charges and Other Assets
Goodwill 34,78: 34,09t
Other intangible assets, r 3,69( 3,951
Long-term receivable 181 343
Regulatory asse 21,05: 19,86(
Other deferred charg: 3,69: 3,891
Total deferred charges and other as 63,39¢ 62,14(
Total Assets $ 589,33 $ 617,10:

The accompanying notes are an integral part ottfinancial statements.
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Chesapeake Utilities Corporation and Subsidiaries

Condensed Consolidated Balance Sheets (Unaudited)

June 30, December 31
Capitalization and Liabilities 2010 2009
(in thousands, except shares and per share (
Capitalization
Stockholder equity
Common stock, par value $0.4867 per share (augt25,000,000 and 12,000,0
shares, respectivel $ 4,612 $ 4,572
Additional paic-in capital 146,12: 144,50:.
Retained earning 74,39¢ 63,23:
Accumulated other comprehensive | (2,444 (2,529
Deferred compensation obligati 757 73¢
Treasury stocl (757) (739
Total stockholdel' equity 222,68t 209,78:
Long-term debt, net of current maturiti 97,55¢ 98,81«
Total capitalizatior 320,24« 308,59!
Current Liabilities
Current portion of lon-term debt 8,12¢ 35,29¢
Shor-term borrowing 29,10( 30,02:
Accounts payabl 36,15 51,94¢
Customer deposits and refur 26,10t 24,96(
Accrued interes 1,62¢ 1,88
Dividends payabli 3,127 2,95¢
Accrued compensatic 3,58( 3,44¢
Regulatory liabilities 10,34( 8,88:
Mark-to-market energy liabilitie 574 2,51¢
Other accrued liabilitie 11,25( 8,68:
Total current liabilities 129,98. 170,60(
Deferred Credits and Other Liabilities
Deferred income taxe 70,28 66,92!
Deferred investment tax cred 14¢ 19z
Regulatory liabilities 3,44¢ 4,15¢
Environmental liabilities 9,46: 11,10¢
Other pension and benefit co 16,54« 17,50¢
Accrued asset removal c— Regulatory liability 34,23 33,21«
Other liabilities 4,98¢ 4,81¢
Total deferred credits and other liabiliti 139,11( 137,90°
Total Capitalization and Liabilities $ 589,33t $ 617,10:

The accompanying notes are an integral part oktfirancial statements.
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Chesapeake Utilities Corporation and Subsidiaries

Condensed Consolidated Statements of Stockholdersguity (Unaudited)

Common Stock Additional Accumulated Other
Number of Paid-In Retainec  Comprehensive Deferred Treasury
(in thousands, except per share and share ¢~ Shares(? Par Value Capital Earnings Compensatior Stock Total
Balances at December 31, 20( 6,827,122 $ 332 $ 66,68 $ 56,81 $ (3,748 $ 1,54¢ $ (1,549 123,07¢
Net Income 15,897 15,897
Other comprehensive income, net of t
Employee Benefit Plans, net of te

Amortization of prior service cos® 7 7

Net Gain(®) 1,215 1,215
Total comprehensive incon $ 17,121
Dividend Reinvestment Ple 31,607 15 921 93€
Retirement Savings Pl¢ 32,37¢ 16 96¢€ 982
Conversion of debentur: 7,927 4 131 13E
Share based compensat® ) 7,37¢ 3 1,332 1,33¢
Deferred Compensation P16 (810) 81C —
Purchase of treasury sto (2,41)) (73) (73)
Sale and distribution of treasury stc 2,411 73 73
Common stock issued in the mer 2,487,91! 1,211 74,47 75,682
Dividends on stoc-based compensatic (104) (104)
Cash dividend@ (9,379) (9,379
Balances at December 31, 2009 9,394,31. 4,572 144,50: 63,23 (2,52¢) 73¢ (73%) 209,78:
Net Income 17,31« 17,31«
Other comprehensive income, net of t

Employee Benefit Plans, net of te

Amortization of prior service cos® 4 4

Net Gain® 76 76
Total comprehensive incon $ 17,39«
Dividend Reinvestment Ple 27,18: 13 807 82C
Retirement Savings Ple 15,63: 8 46€ 474
Conversion of debentur: 2,87¢ 1 47 48
Tax benefit on share based compense 75 75
Share based compensat® ) 36,41¢ 18 22€ 244
Deferred Compensation PI() 18 (18 —
Purchase of treasury sto (580) (18) (18)
Sale and distribution of treasury stc 58C 18 18
Dividends on stoc-based compensatic (50) (50)
Cash dividend® (6,100 (6,100
Balances at June 30, 2010 947641 $ 461z $ 146,120 $ 7439 $ (2,449 $ 757 $  (757) $222,68¢

@ Includes amounts for shares issued for Dire’ compensatior

(@ Cash dividends declared per share for the periadede June 30, 2010 and December 31, 2009 were Sautd $1.25(

respectively

() The shares issued under the Performance Incehtam (“PIP”) are net of shares withheld for employee taxes.tFRe
period ended June 30, 2010, the Company withhele9b7shares for taxes. We did not issue any shardsr the PIP

2009.

4  Tax expense recognized on the prior service castpooent of employees benefit plans for the perienided June 3
2010 and December 31, 2009 were approximately #3&nrespectively

(® Tax expense recognized on the net gain componeampfoyees benefit plans for the periods ended 30n2010 an

(6)

0]

December 31, 2009 were $51 and $794, respecti

In May and November 2009, certain participantshef Deferred Compensation Plan received distribattotaling $88:
There were no distributions in the first six monti010.

Includes 29,032 and 28,452 shares at June 30, &td @ecember 31, 2009, respectively, held in a Rbhist establishe
by the Company relating to the Deferred Compensdian.

The accompanying notes are an integral part oktfirancial 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,” “Glpeske,” “we,” “us” and “ourare intended to mean the Regist
and its subsidiaries, or the Registrant’s subdiaas appropriate in the context of the disclesur

The accompanying unaudited condensed consolidataddial statements have been prepared in compliaith the rule
and regulations of the Securities and Exchange Cesiom (“SEC”)and United States of America Generally Acce
Accounting Principles (“GAAP”).In accordance with these rules and regulationgaiceinformation and disclosul
normally required for audited financial statemeimtse been condensed or omitted. These financiednseants should |
read in conjunction with the consolidated finanatdtements and notes thereto, included in oustla&anual Report ¢
Form 10K filed with the SEC on March 8, 2010. In the opimiof management, these financial statements taflatna
recurring adjustments that are necessary for gfasentation of our results of operations, finahgosition and cash flo\
for the interim periods presented.

As a result of the merger with Florida Public Ukls Company (“FPU"in October 2009, we changed our opere
segments (see Note 5, “Segment Informatidar, further discussion). We revised the segmerdrmftion as of and for t
three months and six months ended June 30, 200®8flext the new segments. We also revised cep@asentations al
reclassified certain amounts reported in the cosel@rconsolidated statements of income and casts ffowthe thre
months and six months ended June 30, 2009 to cuontor current period presentations and classificatioThes
reclassifications are considered immaterial toaderall presentation of our condensed consolidétehcial statements.

Due to the seasonality of our business, resulteferim periods are not necessarily indicativeasults for the entire fisc
year. Revenue and earnings are typically greatengithe first and fourth quarters, when consumptibenergy is highe
due to colder temperatures.

We have assessed and reported on subsequent #hrentsh the date of issuance of these condensesblidated financi:
statements.

Recent Accounting Amendments Yet to be Adopted by the Company

In November 2008, the SEC released a proposed @ayadegarding the potential use by U.S. issuergahtial statemen
prepared in accordance with International FinanRi@porting Standards (“IFRS"® comprehensive series of accour
standards published by the International AccounStandards Board (“IASB”)Under the proposed roadmap, we ma
required to prepare our financial statements iratance with IFRS as early as 2014. The SEC wilkerea determinatic
in 2011 regarding the mandatory adoption of IFR8July 2009, the IASB issued an exposure draftRditeregulate
Activities,” which sets out the scope, recognition and measuregréeria, and accounting disclosures for assei:
liabilities that arise in the context of cost-ofagee regulation, to which our rategulated businesses are subject. We
continue to monitor the development of the potémtigplementation of IFRS.

Other Accounting Amendments Adopted by the Company during the first six months of 2010

In January 2010, the Financial Accounting Standa@Bdard (“FASB”) issued FASB Accounting Standards Upi
(“ASU") 2010-06, ‘Fair Value Measurements and Disclosures (Topic :88@proving Disclosures about Fair Va
Measurements.This ASU requires certain new disclosures and f@srcertain existing disclosure requirements alfaiv
value measurement, as set forth in FASB Accoungitendards Codification (“ASC”) Subtopic 820-10. TRASB’s
objective is to improve these disclosures and, timesease the transparency in financial report8ugecifically, ASU 2010-
06 amends ASC Subtopic 820-to now require a reporting entity to disclospasately the amounts of significi
transfers in and out of Level 1 and Level 2 failueameasurements and describe the reasons foratifdrs; and, in tl
reconciliation for fair value measurements usirgngicant unobservable inputs, a reporting enthipidd present sepatr:
information about purchases, sales, issuancessettidments. In addition, ASU 20D®- clarifies certain requirements
the existing disclosures. We adopted the disclestgquired by this ASU in the first quarter of 20&8cept for disclosur
about purchases, sales, issuances, and settlemehésrollforward of activity in Level 3 fair value measurem® Thos
disclosures are effective for fiscal years begignatfiter December 15, 2010, and for interim periadthin those fisce
years. We currently do not have any assets oritiaBithat would require Level 3 fair value measuents. Adoption
this ASU did not have an impact on our condensedaaated financial position and results of opieres.
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In April 2010, the FASB issued FASB ASU 2010-12 redme Taxes (Topic 740)Atcounting for Certain Tax effects
the 2010 Health Care Reform Actsihis ASU codifies the SEC staff announcement ne¢ato the accounting for t
Health Care and Education Reconciliation Act arel Batient Protection and Affordable Care Act, whadlows the tw:
Acts to be considered together for accounting psgpoWe adopted this ASU in the first quarter of®@nd hav
determined that these Acts did not have a matinighct on our income tax accounting (see Note & pByee Benefits,”
to these unaudited condensed consolidated finasigitdments for further discussion).

2. Acquisitions
FPU

On October 28, 2009, we completed a merger with ,ARlWsuant to which FPU became a whallyned subsidiary
Chesapeake. The merger was accounted for undeacthesition method of accounting, with Chesapea&atéd as tt
acquirer for accounting purposes.

The merger increased our overall presence in Fldoi adding approximately 51,000 natural gas thistibon custome
and 12,000 propane distribution customers to oustieg Florida operations. It also introduced usthe electri
distribution business as we incorporated FRP&pproximately 31,000 electric customers in noestvand northeast Floric

In consummating the merger, we issued 2,487,91festaf Chesapeake common stock at a price per s&®0.42 il
exchange for all outstanding common stock of FPld.aléo paid approximately $16,000 in lieu of isguiractional share
in the exchange. There is no contingent considerati the merger. Total value of considerationdfarred by Chesapes
in the merger was approximately $75.7 million.

The assets acquired and liabilities assumed imtbigger were recorded at their respective fair \@ahtethe completion
the merger. For certain assets acquired and ligsilassumed, such as pension and mgsement benefit obligatior
income taxes and contingencies without readily rdeteable fair values, for which GAAP provides sffiecexception t
the fair value recognition and measurement, weieggther specified GAAP or accounting treatmeragsropriate.

-10-
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The following table summarizes an adjusted all@catf the purchase price to the assets acquirediatitities assumed
the date of the merger. Estimates of deferred imctares, recovery of certain regulatory assets,cangin accruals a
contingencies are subject to change, pending thedifation of income tax returns and the availapilbf additiona
information about the facts and circumstances ¢hated as of the merger closing. We will complte purchase pri
allocation as soon as practicable but no later dmenyear from the merger closing.

(in thousands October 28, 20(C
Purchase pric $ 75,69¢
Current assetl 26,76!
Property, plant and equipme 138,99¢
Regulatory asse 19,89¢
Investments and other deferred chal 3,65¢
Intangible asset 4,01¢

Total assets acquire 193,33t
Long term deb 47,81
Borrowings from line of cred 4,24¢
Other current liabilitie: 17,42;
Other regulatory liabilitie: 19,41
Pension and post retirement obligatit 14,27¢
Environmental liabilities 12,41«
Deferred income taxe 20,68¢
Customer deposits and other liabilit 15,461

Total liabilities assume 151,74!
Net identifiable assets acquir 41,59
Goodwill $ 34,10¢

During the first six months of 2010, we adjusted #illocation of the purchase price based on additiimformatior
available. The adjustments are related to certednuals, regulatory assets and deferred tax asBese adjustments a
resulted in a change in the fair value of the pnepproperty, plant and equipment. Goodwill from therger increased
$34.1 million after incorporating these adjustmertsmpared to $33.4 million as previously disclosgdecember 3
20009.

None of the $34.1 million in goodwill recorded iormection with the merger is deductible for taxpgmses. All of th
goodwill recorded in connection with the mergerétated to the regulated energy segment. We belleeegoodwil
recognized is attributable to the synergies andodppities primarily related to FP8’regulated energy businesses.
intangible assets acquired in connection with tfegger are related to propane customer relationg$®$ million) an
favorable propane supply contracts ($519,000). Trtangible value assigned to FRUExisting propane custon
relationships will be amortized over a §@ar period based on the expected duration of #refii arising from th
relationships. The intangible value assigned to 'BFalvorable propane contracts will be amortizedr avperiod rangin
from one to 14 months based on contractual terms.

Current assets of $26.8 million acquired during therger included notes receivable of approximagdy8 million, fol
which we received full payment in March 2010, ardaunts receivable of approximately $3.1 millio®,®million anc
$891,000 for FPU's natural gas, electric and prepdistribution businesses, respectively.

The financial position and results of operationd aash flows of FPU from the effective date of therger are included
our consolidated financial statements. The revdrua FPU for the three months and six months entiete 30, 201
included in our condensed consolidated statemdntsecome, were $39.8 million and $94.0 million, pestively, and th
net income from FPU for the three months and sixtim® ended June 30, 2010, included in our condecsesblidate
statements of income, were $1.8 million and $6.Honi respectively.

-11-
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The following table shows the actual results of bomad operations for the six months ended Jun@@00 and pro forr
results of combined operations for the six monthdee June 30, 2009, as if the merger had been ebtadpht January
2009. Since the effects of the merger for the sbntis ended June 30, 2010 were already includéteimctual results
our consolidated operations, there is no pro foadjastment for the six months ended June 30, 2010.

For the Six Months Ended June 30 2010 2009

(in thousands, except per share de¢

Operating Revenue $ 233,32: $ 221,46:
Operating Incom 33,15¢ 25,21«
Net income 17,31« 12,30z
Earnings per sha— basic $ 1.82 $ 1.32
Earnings per sha— diluted $ 1.82 $ 1.3C

Pro forma results are presented for informationmppses only and are not necessarily indicativeladt the actual resu
would have been had the acquisition actually oeclion January 1, 2009.

The acquisition method of accounting requires agitjon-related costs to be expensed in the period in wthioke cos
are incurred, rather than including them as a corepbof consideration transferred. It also prokilaih accrual of certe
restructuring costs at the time of the merger. &sintend to seek recovery in future rates in Fiod a certain portion
the purchase premium paid and merger-related cusigred, we also considered the impact of ASC @ @80, ‘Regulate
Operations,” in determining the proper accountiggtment for the mergeelated costs. As of June 30, 2010, we inct
approximately $3.2 million in costs to consumméite erger, including the cost associated with mengjated litigatior
and integrating operations following the mergerisTincludes $278,000 incurred during the six morghded June 3
2010. We deferred approximately $1.6 million of tie¢al costs incurred as a regulatory asset at 30n2010, whic
represents our estimate, based on similar procgedinFlorida in the past, of the costs which wpeet to be permitted
recover when we complete the appropriate rate paiogs.

Included in the $3.2 million mergeelated costs incurred as of June 30, 2010, wapeoapnately $312,000 of severai
and other restructuring charges for our effortmtegrate the operations of the two companies.

Virginia LP Gas

On February 4, 2010, Sharp Energy, Inc. (“Sharply, propane distribution subsidiary, purchasedadperating assets
Virginia LP Gas, Inc., a propane distributor segvapproximately 1,000 retail customers in Northampand Accomac
Counties in Virginia. The total consideration fbetpurchase was $600,000, of which $300,000 wakgiahe closing ar
the remaining $300,000 will be paid over 60 monfBased on our preliminary valuation, we allocatd@&000 of th
purchase price to intangible assets, which wilbb®ortized over a severear period. There was no goodwill recorde
connection with this acquisition. The revenue aetlincome from this acquisition that were includedur condense
consolidated statement of income for the three hwmind six months ended June 30, 2010 were notrialat€he
allocation of the purchase price is preliminarygd are will complete the purchase price allocatios@sn as practicable |
no later than one year from the purchase of thetass
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3. Calculation of Earnings Per Share

Three Months Six Months

For the Periods Ended June 30, 2010 2009 2010 2009
(in thousands, except Shares and Per Share [
Calculation of Basic Earnings Per Share:

Net Income $ 3,34( $ 80¢€ $ 17,31« $ 9,39¢

Weighted average shares outstanc 9,467,22. 6,862,24! 9,443,70! 6,847,54.
Basic Earnings Per Share $ 0.3 $ 0.12 $ 1.8t $ 1.37
Calculation of Diluted Earnings Per Share:
Reconciliation of Numerator:

Net Income $ 3,34( $ 80¢€ $ 17,31« $ 9,39¢

Effect of 8.25% Convertible debentui®) 19 — 37 40
Adjusted numeratc— Diluted $ 3,35¢ $ 80¢€ $ 17,35: $ 9,43¢
Reconciliation of Denominator:

Weighted shares outstandi— Basic 9,467,22. 6,862,24! 9,443,70: 6,847,54.

Effect of dilutive securities(d)

Shar-based Compensatic 3,341 6,46¢ 19,437 20,71«
8.25% Convertible debentur 86,78 — 87,52¢ 94,87¢

Adjusted denominatc— Diluted 9,557,35: 6,868,71 9,550,67! 6,963,13:
Diluted Earnings Per Share $ 0.3t $ 0.12 $ 1.82 $ 1.3¢€
@ Amounts associated with securities resulting rin amtidilutive effect on earnings per share are not idetl in thi:

calculation.
4. Commitments and Contingencie:
Rates and Other Regulatory Activities

Our natural gas and electric distribution operation Delaware, Maryland and Florida are subjectetgulation by the
respective Public Service Commission (“PSC”); EastShore Natural Gas Company (“ESNGQur natural ge
transmission operation, is subject to regulationthsy Federal Energy Regulatory Commission (“FERChesapeake’
Florida natural gas distribution division and FBWatural gas and electric operations continuestsubject to regulatic
by the Florida Public Service Commission (“Florl@&C") as separate entities.

Delaware.On September 2, 2008, our Delaware division fildéthwhe Delaware Public Service CommissioDgtawart
PSC”) its annual Gas Sales Service Rates (“G®3Rjlication, seeking approval to change its GSReatfve November |
2008. On July 7, 2009, the Delaware PSC gramajggroval of a settlement agreement presented bydhiges in thi
docket, which included the Delaware PSC, our Detavelivision and the Division of the Public Advocages part of th
settlement, the parties agreed to develop a rénaadater proceeding on the price charged by telWare division for tt
temporary release of transmission pipeline capaoitpur natural gas marketing subsidiary, Penin&irlargy Service
Company, Inc. (“PESCO")On January 8, 2010, the Hearing Examiner in thicg@eding issued a report of Findings
Recommendations in which he recommended, among titings, that the Delaware PSC require the Delawdarision tc
refund to its firm service customers the differereween what the Delaware division would have iveck had th
capacity released to PESCO been priced at the noaxitariff rates under asymmetrical pricing prinepland the amot
actually received by the Delaware division for aafpereleased to PESCO. The Hearing Examiner @sommended th
the Delaware PSC require us to adhere to asymmakpiting principles in all future capacity releasby the Delawa
division to PESCO, if any. Accordingly, if the Heag Examiners refund recommendation for past capacity releasee
approved without modification by the Delaware P$i@& Delaware division would have to credit to iisnf service
customers amounts equal to the maximum tariff rétas the Delaware division pays for loteym capacity, which v
estimated to be approximately $700,000, even tholwgtemporary releases were made at lower rategiban competitiy
bidding procedures required by the FERC's capacélease rules. We disagreed with the Hearing Exarisin
recommendations and filed exceptions to those rewamdations on February 18, 2010. At the hearinlylarch 30, 2010,
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the Delaware PSC agreed with us that the Delawisiah had been releasing capacity based on aqurs\settlemel
approved by the Delaware PSC and, therefore, didetuire the Delaware division to issue any refufat past capaci
releases. The Delaware PSC, however, required teware division to adhere to asymmetrical pricorgnciples fo
future capacity releases to PESCO until a moreagguate pricing methodology is developed and appdowhe Delawa
PSC issued an order on May 18, 2010, elaboratindetisions at the March hearing and directingotiréies to reconvel
in a separate docket to determine if a pricing m@thogy other than asymmetrical pricing principdé®uld apply to futu
capacity releases by the Delaware division to PESO® June 17, 2010, the Division of the Public Acate filed a
appeal with the Delaware Superior Court, askirtg iverturn the Delaware PSCdecision with regard to refunds for |
capacity releases. On June 28, 2010, the Delawwisioth filed a Notice of Crosgyppeal with the Delaware Super
Court, asking it to overturn the Delaware PS@ecision with regard to requiring the Delawareisibn to adhere -
asymmetrical pricing principles for future capacigleases to PESCO. It is not anticipated thatGbart will render
decision prior to the end of this year. Due to ¢imgoing legal proceedings, the parties have notpened a separ:
docket to determine an alternative pricing methodyplfor future capacity releases. Since the omdenfthe Delaware P¢
on May 18, 2010, the Delaware division has notasdel any capacity to PESCO.

On September 4, 2009, our Delaware division filéithwhe Delaware PSC its annual GSR Applicatioeké®ey approval t
change its GSR, effective November 1, 2009. On t6, 2009, the Delaware PSC authorized the Detadigision tc
implement the GSR charges on November 1, 2009, temporary basis, subject to refund, pending thmptetion of ful
evidentiary hearings and a final decision. The ewidry hearing in this matter was held on May 2010. At th
evidentiary hearing, the parties in this docketichhincluded the Delaware PSC, our Delaware divigiad the Division ¢
the Public Advocate, presented a proposed settiemgreement to resolve all issues addressed indiiket. Th
settlement agreement contemplates that the Deladiaigion will begin to share interruptible margimgth its firm
ratepayers when those margins reach a certain ilevegch twelvanonth period ending October 31. Based on the ct
level of interruptible margins generated by thedbelre division, we do not anticipate that sharihduture interruptibl
margins will have a significant impact on our résulThe Delaware division anticipates a final diecidy the Delawa
PSC on this application and settlement agreemehgithird quarter of 2010.

On December 17, 2009, our Delaware division filedagplication with the Delaware PSC, requestingreyed for ar
Individual Contract Rate for service to be rendet®d potential large industrial customer. The Bele PSC grant:
approval of the Individual Contract Rate on Febyu8, 2010.

Maryland.On December 1, 2009, the Maryland Public Servicem@assion (“Maryland PSC"held an evidentiary heari
to determine the reasonableness of the four qlyadas cost recovery filings submitted by our Mand division durin
the 12 months ended September 30, 2009. No issaes naised at the hearing, and on December 9, 2B68%1earin
Examiner in this proceeding issued a proposed Cagproving the divisiors four quarterly filings. On January 8, 2C
the Maryland PSC issued an Order substantiallyraiifig the Hearing Examiner’s decision in the matter

Florida. On July 14, 2009, Chesapeakéd=lorida division filed with the Florida PSC itetion for a rate increase ¢
request for interim rate relief. In the applicatidhe Florida division sought approval of. (a) aterim rate increase
$417,555; (b) a permanent rate increase of $2,985®hich represented an average base rate increasieding fue
costs, of approximately 25 percent for the Flordigision’s customers; (c) implementation or modification cefrtair
surcharge mechanisms; (d) restructuring of centaia classifications; and (e) deferral of certansts and the purche
premium associated with the then pending mergeln WRPU. On August 18, 2009, the Florida PSC apprawedfull
amount of the Florida division’ interim rate request, subject to refund, appleaio all meters read on or al
September 1, 2009. On December 15, 2009, the BIOH8C: (a) approved a $2,536,307 permanent rateas
(86 percent of the requested amount) applicab#dl tmeters read on or after January 14, 2010; €brchined that there
no refund required of the interim rate increased &) ordered Chesapeake’s Florida division and 'BPtatural ge
distribution operations to submit data no latemtidgoril 29, 2011 (which is 18 months after the negjgthat details
known benefits, synergies, cost savings and cestases that have resulted from the merger.
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Also on December 15, 2009, the Florida PSC apprdliedsettlement agreement for a final natural gés increase

$7,969,000 for FPW natural gas distribution operation, which repnes@pproximately 80 percent of the requested
rate increase of $9,917,690 filed by FPU in thertfoguarter of 2008. The Florida PSC had approvedreaual interir
rate increase of $984,054 on February 10, 200%apdoved the permanent rate increase of $8,496r280 order issue
on May 5, 2009, with the new rates to be effecteginning on June 4, 2009. On June 17, 2009, haw#we Office o
Public Counsel entered a protest to the Florida’BSEder and its final natural gas rate increasmgulSubseque
negotiations led to the settlement agreement betviee Office of Public Counsel and FPU, which tHerifla PS(
approved on December 15, 2009. The rates authopmesiliant to the order approving the settlementeagent becan
effective on January 14, 2010. In February 2010J FBfunded to its natural gas customers approxime290,00C
representing revenues in excess of the amountgedwy the settlement agreement that had beenl bdlleustomers fro
June 2009 through January 14, 2010.

On September 1, 2009, FRJelectric distribution operation filed its anntralel and Purchased Power Recovery Cli
which seeks final approval of its 2008 fuelated revenues and expenses and new fuel ratg®%6. On January 4, 20.
the Florida PSC approved the proposed 2010 fuesraffective on or after January 1, 2010.

On September 11, 2009, Chesapeake’s Florida divisral FPUS natural gas distribution operation separategdfithei
respective annual Energy Conservation Cost Reco@tayses, seeking final approval of their 2008 eovetionrelater
revenues and expenses and new conservation suecteeg for 2010. On November 2, 2009, the FIOA8& approve
the proposed 2010 conservation surcharge ratdsotbrthe Florida division and FPU, effective forters read on or aft
January 1, 2010.

Also on September 11, 2009, FRWiatural gas distribution operation filed its amnBurchased Gas Adjustment Cla
seeking final approval of its 2008 purchased igdated revenues and expenses and new purchasedjgasnent cap re
for 2010. On November 4, 2009, the Florida PSC et the proposed 2010 purchased gas adjustmengffagtive ol
or after January 1, 2010.

The City of Marianna Commissioners voted on Jul@09 to enter into a new Mear franchise agreement with FI
effective February 1, 2010. The agreement providasnew interruptible and time-oe rates shall become available
certain customers prior to February 2011, or, atdaption of the City, the franchise agreement ctneldvoided nine mont
after that date. The new franchise agreement amtaprovision that permits the City to purchaseNfarianna portion
FPU'’s electric system. Should FPU fail to make kadé¢ the new interruptible and time-g$e rates, and if the franck
agreement is then voided by the City and the diégte to purchase the Marianna portion of the itlistion system, tt
agreement would require the City to pay FPU sewsiaeintegration costs, the fair market value for $ystem, and
initial investment in the infrastructure to operé#tes limited facility. If the City purchased théeetric system, FPU wou
have a gain in the year of the disposition, butadmgj financial results would be negatively impactesin the loss of tt
Marianna area from FPU’s electric operations.

ESNG.The following are regulatory activities involvindERC Orders applicable to ESNG and the expansioisSHG's
transmission system;

Energylink Expansion Projectn 2006, ESNG proposed to develop, construct artadp approximately 75 miles of n
pipeline facilities from the existing Cove Poinguiefied Natural Gas terminal in Calvert County, Mand, crossing und
the Chesapeake Bay into Dorchester and Carolinentie®, Maryland, to points on the Delmarva Penimsulhere suc
facilities would interconnect with ESN&existing facilities in Sussex County, DelawareApril 2009, ESNG terminati
this project based on the increase in projectedtooction costs over its original projection andiated billing to recove
approximately $3.2 million of costs incurred in ceation with this project and the related costagital over a period
20 years in accordance with the terms of the premedgreements executed with the two participatingtomers ar
approved by the FERC. One of the two participattugtomers is Chesapeake, through its Delaware aaiyldmc
divisions.
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Mainline Extension ProjectOn November 25, 2009, ESNG filed a notice of itemh under its blanket certificate
construct, own and operate new mainline facilitedeliver additional firm service of 1,594 Mcfsrptay of natural gas
Chesapeake’Delaware division. The FERC published the natitthis filing on December 7, 2009. No protest Ve
during the 60day period following the notice, and ESNG commenoaustruction on February 6, 2010. The facilitiese
completed on April 29, 2010, and ESNG commencduhgifor the new service on May 1, 2010.

Mainline Extension and Interconnect Proje€dn March 5, 2010, ESNG submitted an ApplicationCertificate of Publi
Convenience and Necessity to the FERC relatedpimposed mainline extension and interconnect prafest would tir
into the interstate pipeline system of Texas Easte@ansmission, LP (“TETLP”). ESNG’project involves building al
operating an eight-mile mainline extension from EB# existing facility in Parkesburg, Pennsylvanighe interconne:
with TETLP at Honey Brook, Pennsylvania. The estedacapital cost of this project is approximatel9$ million
FERC issued a notice of the application on March208.0, and the comment period ended on April 8020 hree protes
were filed in connection with ESN&'application, and ESNG filed an answer to thegatston April 28, 2010. On May
2010, a limited answer from one of the protestiagtips was filed in response to ESNGApril 28, 2010 filing. Thes
protests and responses will be considered by tHeCFE rendering its decision to approve ESN@Gpplication. Wit
respect to environmental issues in ESBl@pplication, the FERC issued its Environmentadessment on July 6, 20
which assesses the potential environmental effefctiie construction and operation of the projeca@cordance with ti
requirements of the National Environmental Policgt.AThe FERC Staff determined that the projecthvappropriat
mitigating measures, would not significantly afféhe quality of the human environment. The comnuariod on th
Environmental Assessment will end on August 5, 2010

ESNG also had developments in the following FERGens:

On April 30, 2010, ESNG submitted its annual Intetible Revenue Sharing Report to the FERC. ESNiBrted ir
this filing that its interruptible revenue was ircess of its annual threshold amount and refun@&d748, inclusiv
of interest, in the second quarter of 2010 tolitglde firm customers.

On May 28, 2010, ESNG submitted its annual FuebR&in Percentage (“FRP”) and CasShit Surcharge filings
the FERC. In these filings, ESNG proposed to imgetan FRP rate of 0.00 percent and a zero ratisf@ashoOut
Surcharge. ESNG also proposed to refund $310,htiyding interest, to its eligible customers in geeond quart
of 2010 as a result of combining its over-recove@as Required for Operations and its over-recov€&ashOui
Cost. The FERC approved these proposals on Jurz020, and ESNG issued refunds to eligible custemer

Environmental Commitments and Contingencies

We are subject to federal, state and local lawsragdlations governing environmental quality andytion control. Thes
laws and regulations require us to remove or rentedyeffect on the environment of the disposalebease of specifi
substances at current and former operating sites.

We have participated in the investigation, assessreremediation and have certain exposures doamer Manufacture
Gas Plant (“MGP”xsites. Those sites are located in Salisbury, Madjland Winter Haven, Key West, Pensacola, Sa
and West Palm Beach, Florida. We have also beatistussions with the Maryland Department of the iEmmen
(“MDE") regarding a seventh former MGP site located in Gaigb, Maryland. The Key West, Pensacola, Sanfod
West Palm Beach sites are related to FPU, for wiiglassumed in the merger any existing and futoméiroggencies.
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As of June 30, 2010, we had $407,000 in environatdigbilities related to ChesapeakaiGP sites in Maryland a
Florida, representing our estimate of the futuret€@associated with those sites. As of June 30,204 had approximate
$1.5 million in regulatory and other assets foufatrecovery of environmental costs from Chesapsatestomers throus
our approved rates. As of June 30, 2010, we hatbappately $11.9 million in environmental liabiks related to FPWY’
MGP sites in Florida, primarily from the West Paimach site, which represents our estimate of thedicosts associal
with those sites. FPU has approval to recover uflié.0 million of its environmental costs from irsnce and froi
customers through rates. Approximately $7.6 millainFPU’s expected environmental costs have been recovVeym
insurance and customers through rates as of Jyrg020. We also had approximately $6.4 millionégulatory assets f
future recovery of environmental costs from FPUlstomers.

The following discussion provides details on edtd s
Salisbury, Maryland

We have substantially completed remediation of #iie in Salisbury, Maryland, where it was detemxirthat
former MGP caused localized groum@ter contamination. During 1996, we completed trogtion of an Ai
Sparging and Soil-Vapor Extraction (“AS/SVESystem and began remediation procedures. We haeeted th
remediation and monitoring results to the MDE ormoagoing basis since 1996. In February 2002, theEMjEante:
permission to permanently decommission the AS/SYEesn and to discontinue all on-site and sifé wel
monitoring, except for one well, which is being mtained for periodic product monitoring and recgvai/e hav:
requested and are awaiting a No Further Actionrdetation from the MDE.

Through June 30, 2010, we have incurred and pgidapnately $2.9 million for remedial actions anmd/gonmente
studies. We have recovered approximately $2.2aonilihrough insurance proceeds or in rates and haveye
recovered $725,000 of the clean-up costs.

Winter Haven, Florida

The Winter Haven site is located on the eastermetine of Lake Shipp, in Winter Haven, Florida. Suant to
Consent Order entered into with the Florida Departivof Environmental Protection (“FDEPi)e are obligated
assess and remediate environmental impacts dotinier MGP site. In 2001, the FDEP approved a Rémhédtion
Plan (“RAP”) requiring construction and operatidnacbio-sparge/soil vapor extraction (“BS/SVHEfgatment syste
to address soil and groundwater impacts at a podidhe site. The BS/SVE treatment system has beeperatiol
since October 2002. The Fourteenth Sémiual RAP Implementation Status Report was suleadhitb the FDEP
January 2010. The groundwater sampling resultaugir@dctober 2009 show, in general, a reductionoimtaminar
concentrations, although the rate of reduction dedined. Modifications and upgrades to the BS/Sxé&atmer
system were completed in October 2009. At preseatpredict that remedial action objectives may lat for the
area being treated by the BS/SVE treatment systeapproximately three years.

The BS/SVE treatment system does not address ieghactls in the southwest corner of the site. Wecarrrentl
completing additional soil and groundwater samplitghis location for the purpose of designing medy for thi:
portion of the site. Following the completion ofstifield work, we will submit a soil excavation pléo the FDEP fc
its review and approval.

The FDEP has indicated that we may be requiredetoediate sediments along the shoreline of Lake %
immediately west of the site. Based on studiesoperéd to date, we object to FDERSuggestion that the sedime
have been adversely impacted by the former op&satid the MGP. Our early estimates indicate thates@f the
corrective measures discussed by the FDEP couldasosiuch as $1.0 million. We believe that corkectneasure
for the sediments are not warranted and intenghpmse any requirement that we undertake correoie@&sures in tt
offshore sediments. We have not recorded a lighitit sediment remediation, as the final resolutidrthis matte
cannot be predicted at this time.

Through June 30, 2010, we have incurred and pgdoapnately $1.5 million for this site and estimae additione
cost of $407,000 in the future, which has beenumtrWe have recovered through rates $1.1 millfathe costs ar
expect that the remaining $773,000, which is inetbdn regulatory assets, will be recoverable fromstamer
through our approved rates.
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Key West, Florida

FPU formerly owned and operated an MGP in Key WE#trida. Field investigations performed in the Q¢
identified limited environmental impacts at theesiivhich is currently owned by an unrelated thiadtyp. The FDE
has not required any further work at the site ahisftime. Our portion of the consulting/remedaticosts which mz
be incurred at this site is projected to be $93,000

Pensacola, Florida

FPU formerly owned and operated an MGP in Pensaddtaida. The MGP was also owned by Gulf Pc
Corporation (“Gulf Power”)Portions of the site are now owned by the City efi$acola and the Florida Departn
of Transportation. In October 2009, the FDEP infednGulf Power that FDEP would approve a conditioNa
Further Action determination for the site, whichshinclude a requirement for institutional/enginegrcontrols. Th
group, consisting of Gulf Power, City of Pensacélarida Department of Transportation and FPU racpeding witl
preparation of the necessary documentation to dutirai No Further Action justification. Consultingfmediatio
costs are projected to be $13,000.

Sanford, Florida

FPU is the current owner of property in Sanfordyrigla, a former MGP site which was operated by sdvethe
entities before FPU acquired the property. FPU meagr an owner/operator of the MGP. In late Sep&rab06, th
U.S. Environmental Protection Agency (“EP/A&nt a Special Notice Letter, notifying FPU, ang dther responsik
parties at the site (Florida Power CorporationfifiloPower & Light Company, Atlanta Gas Light Compaand th
City of Sanford, Florida, collectively with FPU,H# Sanford Group”), of EPA’selection of a final remedy for O
(soils), OU2 (groundwater), and OU3 (sediments)tiier site. The total estimated remediation costshis site wer
projected at the time by EPA to be approximatelg.$million.

In January 2007, FPU and other members of the &hr@soup signed a Third Participation Agreementijch
provides for funding the final remedy approved WAEor the site. FPL$ share of remediation costs under the 7
Participation Agreement is set at five percent ofiaximum of $13 million, or $650,000. As of June 2010, FP1
has paid $650,000 to the Sanford Group escrow atdouits share of funding requirements.

The Sanford Group, EPA and the U.S. Departmenusfice agreed to a Consent Decree in March 200&;hwinas
entered by the federal court in Orlando on Jan@&ry2009. The Consent Decree obligates the Sar@oodip tc
implement the remedy approved by EPA for the sliee total cost of the final remedy is now estimatd
approximately $18 million. FPU has advised the pthembers of the Sanford Group that it is unwillatghis time t
agree to pay any sum in excess of the $650,000 at@dny FPU in the Third Participation Agreement.

Several members of the Sanford Group have concluégdtiations with two adjacent property ownergesolve
damages that the property owners allege they hdl/éfaur as a result of the implementation of thBA-approve!
remediation. In settlement of these claims, membérnhe Sanford Group, which in this instance dnes include
FPU, have agreed to pay specified sums of mondlyetparties. FPU has refused to participate irfuhding of the
third-party settlement agreements based on its contemtianit did not contribute to the release of hdoat
substances at the site giving rise to the thirdypalaims.

As of June 30, 2010, FPU’s remaining share of reatieth expenses, including attorneysés and costs, is estima
to be $28,000. However, we are unable to deterntina,reasonable degree of certainty, whether ther anembel
of the Sanford Group will accept FPYJasserted defense to liability for costs exceedit@ymillion to implement tt
final remedy for this site or will pursue a claigainst FPU for a sum in excess of the $650,000FR&t has pai
under the Third Participation Agreement.
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West Palm Beach, Florida

We are currently evaluating remedial options tgoasl to environmental impacts to soil and groundwat and i
the immediate vicinity of a parcel of property owlnlegy FPU in West Palm Beach, Florida, where FPWiptesly
operated a MGP. Pursuant to a Consent Order betii@ehand the FDEP, effective April 8, 1991, FPU ptetec
the delineation of soil and groundwater impactshat site. On June 30, 2008, FPU transmitted a edvisasibility
study, evaluating appropriate remedies for the titéhe FDEP. On April 30, 2009, the FDEP issuedmaedial actio
order, which it subsequently withdrew. In respottsthe order and as a condition to its withdraw&l committed t
perform additional field work in 2009 and complete additional engineering evaluation of certain edia
alternatives. The scope of this work has incre@sedsponse to FDEB'demands for additional information. The t
projected cost of this work is approximately $780,0FPU recently authorized additional field wookie performe
in July and August 2010, including the installatimhadditional groundwater monitoring wells andfpemance of
comprehensive groundwater sampling event. The ao#tis work, which is included in the projectednediatior
costs, is estimated to be approximately $91,000.

The revised feasibility study completed in 2008 leated a wide range of remedial alternatives basedriteric
provided by applicable laws and regulations. Basadthe likely acceptability of proven remedial teologie:
described in the feasibility study and implementgdsimilar sites, management believes that comgulnc
remediation costs to address the impacts now ctesiized at the West Palm Beach site will range f&#¥ millior
to $19 million. This range of costs covers suchedims as in situ solidification for deeper soil anfs, excavation
superficial soil impacts, installation of a barriarall with a permeable biotreatment zone, monitoredura
attenuation of dissolved impacts in groundwatesane combination of these remedies.

Negotiations between FPU and the FDEP on a finaledy for the site continue. Until those negotiasicare
concluded, we are unable to determine, to a reddmmiegree of certainty, the full extent or cosrehedial actio
that may be required. As of June 30, 2010, andestibp the limitations described above, we estinttaeremediatio
expenses, including attorneyses and costs, will range from approximately $7ifion to $19.4 million for this site

We continue to expect that all costs related teetativities will be recoverable from customerstgh rates.
Other

We are in discussions with the MDE regarding a frfdGP site located in Cambridge, Maryland. Theconte o
this matter cannot be determined at this time;efoee, we have not recorded an environmental ltgbibr this
location.

Other Commitments and Contingencies
Natural Gas, Electric and Propane Supply
Our natural gas, electric and propane distributperations have entered into contractual commitsnempurchas
gas, electricity and propane from various suppli@te contracts have various expiration dates. Ale la contra

with an energy marketing and risk management compammanage a portion of our natural gas transportanc
storage capacity. This contract expires on Margh2812.

In May 2010, our natural gas marketing subsidi®@gSCO, renewed contracts to purchase natural gas\fariou:
suppliers. These contracts expire in May 2011.
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FPU’s electric fuel supply contracts require FPU tontan an acceptable standard of creditworthinesedai
specific financial ratios. FP’agreement with JEA (formerly known as Jacksoeglectric Authority) requires FF
to comply with the following ratios based on theults of the prior 12 months: (a) total liabilitiestangible net wort
less than 3.75; and (b) fixed charge coverage grahtin 1.5. If either of the ratios is not met FjU, we hav
30 days to cure the default or provide an irrevieédtter of credit if the default is not cured.WB agreement wi
Gulf Power Company requires FPU to meet the follmvratios based on the average of the prior sixters
(a) funds from operation interest coverage (mininafr@ to 1); and (b) total debt to total capitalagimum of 0.65 t
1). If FPU fails to meet the requirements, we haverovide the supplier a written explanation ofiat taken @
proposed to be taken to be compliant. Failure topmy with the ratios specified in the agreementw@ulf Powe
Company could result in FPU having to provide amviocable letter of credit. FPU was in compliandéhwhes:
requirements as of June 30, 2010.

Corporate Guarantees

We have issued corporate guarantees to certainovermd our subsidiaries, the largest portion of ahhare for oL
propane wholesale marketing subsidiary and ourabgias marketing subsidiary. These corporate guoeea provid
for the payment of propane and natural gas purshas¢he event of the respective subsidiargiefault. Neithe
subsidiary has ever defaulted on its obligationpay its suppliers. The liabilities for these pwasbs are recorded
our financial statements when incurred. The agdesgaount guaranteed at June 30, 2010 was $22i6rmivith the
guarantees expiring on various dates through 2011.

In addition to the corporate guarantees, we haseei$ a letter of credit to our primary insurancenpany fo
$725,000, which expires on August 31, 2010. Thtedeif credit to our primary insurance company ligvitled a
security to satisfy the deductibles under our vainsurance policies. There have been no drawthisretter o
credit as of June 30, 2010. We do not anticipad tihis letter of credit will be drawn upon by tbeunterparty, ar
we expect that it will be renewed to the extentassary in the future. In addition, we have issuéattar of credit fo
$526,000 to TETLP related to the Precedent Agreémaghich is further described below.

Agreements for Access to New Natural Gas Supplies

On April 8, 2010, our Delaware and Maryland divissoentered into a Precedent Agreement with TETLBetur
firm transportation service from TETLP in conjumetiwith its new expansion project, which is expddie expan
TETLP’s mainline system by up to 190,000 dekathepmisday (“Dts/d”).The Precedent Agreement provides -
upon satisfaction of certain conditions, the partiéll execute two firm transportation service gants, one for ol
Delaware division and one for our Maryland divisiéor 30,000 and 10,000 Dts/d, respectively, teffective on th
service commencement date of the project, whickuisently projected to occur in November 2012. Eéicim
transportation service contract shall, among othérgs, provide for: (a) the maximum daily quantiy Dts/c
described above; (b) a term of 15 years; (c) aipep®int at Clarington, Ohio; (d) a delivery poiat Honey Brool
Pennsylvania; and (f) certain credit standardsraqdirements for security. Commencement of seraiwt TETLPS
and our rights and obligations under the two firemsportation service contracts are subject tefaation of variou
conditions specified in the Precedent Agreement.

Our Delmarva natural gas supplies are currentlgived primarily from the Gulf of Mexico natural gpsoductiot
region and are transported through three intersgastream pipelines, two of which interconnect disewith ESNG5S
transmission system. The new firm transportatigmise contracts between our Delaware and Marylawdidns ant
TETLP will provide us with an additional direct @mtonnection with ESNG’transmission system and access to
sources of natural gas supplies from other natgazl production regions, including the Appalachiaadpctior
region, thereby providing increased reliability adidersity of supply. They will also provide our Bware an
Maryland divisions additional upstream transpootatcapacity to meet current customer demands arglato fo
sustainable growth.

The Precedent Agreement provides that the parttials gromptly meet and work in good faith to negt#ia mutuall
acceptable reservation rate. Failure to agree @porutually acceptable reservation rate would hanabked eithe
party to terminate the Precedent Agreement, andidvbave subjected us to reimburse TETLP for cer{aie-
construction costs; however, on July 2, 2010, oellai@are and Maryland divisions executed the reduieservatio
rate agreements with TETLP.
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The Precedent Agreement requires us to reimbur§d.FPHEor our proportionate share of TETLP’s mervice cos
incurred to date, if we terminate the PrecedentAgrent, are unwilling or unable to perform our mateluties an
obligations thereunder, or take certain other astizvhereby TETLP is unable to obtain the authdomat an
exemptions required for this project. If such teration were to occur, we estimate that our propodie share
TETLP’s preservice costs could be approximately $4.7 millignDecember 31, 2010. If we were to terminate
Precedent Agreement after TETLP completed its coason of all facilities, which is expected to bethe fourtt
quarter of 2011, our proportionate share could benach as approximately $45 million. The actual am@f ou
proportionate share of such costs could differifizantly and would ultimately be based on the levepreservice
costs at the time of any potential termination. &g Delaware and Maryland divisions have now exatuthe
required reservation rate agreements with TETLP, bgbeve that the likelihood of terminating the €aden
Agreement and having to reimburse TETLP for oupprtonate share of TETLP’s pre-service costsiisate.

We provided a letter of credit for $526,000 undex Precedent Agreement with TETLP as required. TEtier o
credit is expected to increase quarterly as TETIpResservice costs increase and will not exceecertian the three-
month reservation charge under the firm transportaservice contracts, which we currently estiméde be
$2.1 million.

On March 17, 2010, our Delaware and Maryland dirisientered into a separate Precedent AgreemdnEBNG t(
extend its mainline by eight miles to interconnedh TETLP at Honey Brook, Pennsylvania. The estedacapite
cost associated with construction of this mainkx¢ension and interconnection is approximately $18illion, anc
the proposed rate for transmission service onetktisnsion is ESNG’s current tariff rate for servicg¢hat area.

ESNG and TETLP are proceeding with obtaining theemsary approvals, authorizations or exemption:
construction and operation of their respective guty, including, but not limited to, approval bygtRERC. ESN&
regulatory proceedings related to this project famther discussed undemMainline Extension and Interconn
Project” in this footnote. Our Delaware and Maryland divisiorequire no regulatory approvals or exemptioi
receive transmission service from TETLP or ESNG.

Once the ESNG and TETLP firm transportation ses/ic@mmence, our Delaware and Maryland divisionsingur
costs from those services based on the agreed/atiserrates, which will become an integral compuraf the cost
associated with providing natural gas suppliesuo@elaware and Maryland divisions. The costs ftbtmESNG an
TETLP firm transportation services will be includedhe annual GSR filings for each of our respectivisions.

Other

In May 2010, a FPU propane customer filed a clas®m complaint against FPU in Palm Beach Countygriéa,
alleging, among other things, that FPU acted ie@egtive and unfair manner related to a partiatharge by FPU i
its bills to propane customers and the descriptibauch charge. The suit seeks to certify a classprised of FP!
propane customers to whom such charge was made Bag 2006 and requests damages and statutory iex
based on the amounts paid by FPU customers for chatge. We believe the particular charge at isswestomary
proper and fair, and we intend to defend vigorowsmainst the claims. We are unable to predict iat tilme the
outcome of this lawsuit or the costs we may incudéfending this claim. Since most of the chargssie is relate
to the period prior to the merger between Chesapaak FPU, the outcome of this lawsuit could affeetpurchas
price allocation for the FPU merger.

We are involved in certain other legal actions a@tms arising in the normal course of business. k& als
involved in certain legal proceedings and admiatste proceedings before various governmental agsmoncernin
rates. In the opinion of management, the ultimaseasition of these proceedings will not have aemat effect o
our condensed consolidated financial position, ltesid operations or cash flows.
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5. Segment Information

We use the management approach to identify opgratmgments, and we organize our business aroufetetites i
regulatory environment and/or products or servidése operating results of each segment are reguleviewed by th
chief operating decision maker (our Chief Execut®icer) in order to make decisions about resosirand to asse
performance. The segments are evaluated base@iopte-tax operating income.

As a result of the merger with FPU in October 2088, changed our operating segments to better tdilme the chie
operating decision maker reviews the various opmratof our Company. Our three operating segmeagtsiaw compose
of the following:

 Regulated Energ. The regulated energy segment includes naturaldgasbution, electric distribution a
natural gas transmission operations. All operatiarthis segment are regulated, as to their ratdssarvices, t
the PSC having jurisdiction in each operating teryior by the FERC in the case of ESM

« Unregulated EnergyThe unregulated energy segment includes naturahmgaketing, propane distribution &
propane wholesale marketing operations, which aregulated as to their rates and servi

e Other. The “Other”segment consists primarily of the advanced infoilmnatervices operation, unregule

subsidiaries that own real estate leased to Chakapand certain corporate costs not allocated @i
operations
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The following table presents information about mportable segments.

Three Months Ended Six Months Ended

For the Periods Ended June 30, 2010 2009 2010 2009
(in thousands
Operating Revenues, Unaffiliated Customers

Regulated Energ $ 52,64 $  18,63¢ $ 143,84 $ 70,43

Unregulated Energ 24,49 19,57¢ 83,52: 68,971

Other 3,024 2,61¢ 5,95¢ 5,911
Total operating revenues, unaffiliated custon $ 80,06 $  40,83¢ $ 233,32 $ 14531
Intersegment Revenue$)

Regulated Energ $ 197 $ 231 $ 527 $ 61¢

Unregulated Energ 121 252 364 254

Other 25¢ 198 447 377
Total intersegment revenu $ 577 $ 67€ $ 1,33 $ 1,25(
Operating Income (Loss)

Regulated Energ $ 8,30¢ $ 4,08¢ $ 25,82 $ 13,58

Unregulated Energ (797 2 6,96¢ 6,594

Other and elimination 244 (1,232 36€ (1,355
Total operating incom $ 7,761 $ 2,85¢ $ 33,15¢ $ 18,82:
Other income (loss), net of other exper (171) 12 10z 45
Interest 2,30t 1,57: 4,661 3,21¢
Income taxe: 2,108 48¢ 11,28 6,258
Net income $ 3,34(C $ 80¢€ $ 17,31« $ 9,39¢
@ All significant intersegment revenues are billednzdrket rates and have been eliminated from cafeteld operatir

revenues
June 30, December 31

(in thousands 2010 2009
Identifiable Assets

Regulated energ $ 476,12 $ 480,90:

Unregulated energ 76,19: 101,43

Other 37,02( 34,72«
Total identifiable asse! $ 589,33 $ 617,06:

Our operations are almost entirely domestic. Owaaded information services subsidiary, BravePdias infrequel
transactions in foreign countries, primarily Canadhich are denominated and paid in U.S. dollalesE transactions
immaterial to the consolidated revenues.
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6. Employee Benefit Plans
Net periodic benefit costs for our pension and jpestement benefits plans for the three months sirdnonths ende
June 30, 2010 and 2009 are set forth in the foligwable:
Chesapeake
Chesapeake FPU Chesapeake  Postretirement FPU
Pension Plar  Pension Plat SERP Plan Medical Plan
For the Three Months Ended June 3( 2010 2009 2010 2010 2009 2010 2009 2010
(in thousands
Service Cos $ — $— 3 — $ - $—- $ — $ 1% 27
Interest Cos 144 14C 637 34 32 31 27 34
Expected return on plan ass (10€) (87) (619) — — — — —
Amortization of prior service co: 2 Q) — 5 4 — — —
Amortization of net los 39 69 — 14 15 14 39 —
Net periodic cos $ 75 $121 % 18 $ 53 $51 $ 45 $ 67 % 61
Chesapeake
Chesapeake FPU Chesapeake  Postretirement FPU
Pension Plan  Pension Pla SERP Plan Medical Plan
For the Six Months Ended June 3( 2010 2009 2010 2010 2009 2010 2009 2010
(in thousands
Service Cos $ — $ — % — $ - $— $ — $ 1 % 55
Interest Cos 28¢ 28C 1,27¢ 68 64 61 54 68
Expected return on plan ass (212) (179 (1,239 — — — — —
Amortization of prior service co: (©)] 2 — 10 7 — — —
Amortization of net los 78 137 — 30 30 29 79 —
Net periodic cos $152 $24z $ 37 $106 $101 $ 9C $134 3 123

We expect to record pension and postretirementfih@sts of approximately $1.0 million for 2018 20,000 of which i
attributable to FPW pension and medical plans. In addition, we exfececord $897,000 in expense for 2010 relat:
continued amortization of the FPU pension regujatsset of approximately $7.6 million, which remnets the portic
attributable to FP$ regulated energy operations of the changes idefiliistatus that occurred but were not recogniz
part of net periodic benefit costs prior to the gegr This was deferred as a regulatory asset fwitre merger by FPU
be recovered through rates pursuant to a previales by the Florida PSC.

We expect to contribute $450,000 and $1.6 milliothe Chesapeake and FPU pension plans, respgctiv@010. Durini
the three and six months ended June 30, 2010, weilmated $333,000 to the Chesapeake Pension Mismn.als
contributed $382,000 and $759,000 to the FPU PenBlan for the three and six months ended June&8Qp
respectively.

The Chesapeake SERP, the Chesapeake Postretifélaerend the FPU Medical Plan are unfunded anéxrected to t
paid out of our general funds. Cash benefits paiteuthe Chesapeake SERP for the three and sixhsentled June
2010, were $22,000 and $45,000, respectively; lier year 2010, such benefits paid are expected tappeoximatel
$88,000. Cash benefits paid for the Chesapeakeadfiomtnent Plan, primarily for medical claims fdretthree and s
months ended June 30, 2010, totaled $19,000 and@35respectively; for the year 2010, we havenestd the
approximately $115,000 will be paid for such betsefCash benefits paid for the FPU Medical Plamarily for medica
claims for the three and six months ended Jun@@0), totaled $24,000 and $44,000, respectivelytife year 2010, v
have estimated that approximately $144,000 wilbaiel for such benefits.
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On March 23, 2010, the Patient Protection and Affibte Care Act was signed into law. On March 30,02@& companic
bill, the Health Care and Education Reconciliathst of 2010, was also signed into law. Among ottiéngs, these ne
laws, when taken together, reduce the tax bermfaslable to an employer that receives the Medi®amé D subsidy. Tt
deferred tax effects of the reduced deductibilityhe postretirement prescription drug coveragetrbasrecognized in tl
period these new laws were enacted. The FPU Meditzal receives the Medicare Part D subsidy. Wesasseth
deferred tax effects on the reduced deductibilgyaaesult of these new laws and determined tlatéfierred tax effec
were not material to our financial results.

7. Investments

The investment balance at June 30, 2010, repreaeRé&bbi Trust associated with our Supplementatikes Retiremel
Savings Plan and a Rabbi Trust related to a staydagreement with a former executive. We clashifge investments
trading securities and report them at their falugaAny unrealized gains and losses, net of atlipenses, are includec
other income in the condensed consolidated statsnoéincome. We also have an associated liaktigy is recorded au
adjusted each month for the gains and losses mtiny the Rabbi Trusts. At June 30, 2010 and Deeefdih, 2009, tot
investments had a fair value of $2.0 million.

8. Share-Based Compensatior

Our non-employee directors and key employees arardedl shardased awards through our Directors S
Compensation Plan (“DSCP”) and the Performancenimnoe Plan (“PIP”), respectively. We record thesmrgbase:
awards as compensation costs over the respectiviees@eriod for which services are received inhatge for an awa
of equity or equitypased compensation. The compensation cost is plyrbased on the fair value of the grant on thee
it was awarded.

The table below presents the amounts included trinceme related to shal@®sed compensation expense for the av
granted under the DSCP and the PIP for the thrédeiarmonths ended June 30, 2010 and 2009.

Three Months Ended Six Months Ended

For the periods ended June 3C 2010 2009 2010 2009
(in thousands
Directors Stock Compensation P! $ 71 $ 48 $ 13t $ 95
Performance Incentive Pl 20¢ 29t 477 49C
Total compensation expen 27¢ 343 612 58¢
Less: tax benef 112 137 24E 234
Share-Based Compensation amounts included in n¢

income $ 167 $ 20€ $ 367 $ 351

Directors Stock Compensation Plan

Shares granted under the DSCP are issued in adeétive directorsservice periods and are fully vested as of the df
the grant. We record a prepaid expense of the stissaed and amortize the expense equally overvcseeriod of on
year. In May 2010, 9,900 shares were granted taditestors under the DSCP. A summary of stock dgtiunder thi
DSCP during the six months ended June 30, 20J®e&ented below:

Number of  Weighted Average
Shares  Grant Date Fair Value
Outstandinc— December 31, 200 — —

Grantec®) 9,90 $ 29.9¢
Vested 9,90C $ 29.9¢
Forfeited — —

Outstandinc— June 30, 201 — _
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At June 30, 2010, there was $247,000 of unrecodripenpensation expense related to the DSCP awatisstexpecte
to be recognized over the remaining 10 monthsefiirectors’ service period ending April 30, 2011.

Performance Incentive Plan

The table below presents the summary of the stotikity for the PIP for the six months ended Jufe 2010:

Number of  Weighted Average

Shares Fair Value
Outstandinc— December 31, 20C 123,070 $ 28.1¢
Granted 40,87¢ 28.0¢
Vested 43,96( 27.9¢
Fortfeited — —
Expired 18,84( 27.9¢
Outstandinc— June 30, 201 101,15( $ 28.24

In January 2010, the Board of Directors granted rdsvaunder the PIP for 40,875 shares. The sharestegrar
January 2010 are multi-year awards, 8,000 sharewhi¢h will vest at the end of the twaear service period,
December 31, 2011. The remaining 32,875 sharesvedt at the end of the thrgear service period, or December
2012. These awards are based upon the achievermlemigeerm goals, development and our success, and thaprise
both market-based and performance-based conditiontargets. The fair value of each performabased condition
target is equal to the market price of our comntoekson the date of the grant. For the mathk&ded conditions, we us
the Monte-Carlo pricing model to estimate the fa@lue of each market-based award granted.

At June 30, 2010, the aggregate intrinsic valuthefPIP awards was $1.7 million.
9. Derivative Instruments

We use derivative and naterivative contracts to engage in trading actigiteend manage risks related to obtai
adequate supplies and the price fluctuations afrahgyas and propane. Our natural gas and progatrddtion operatior
have entered into agreements with suppliers tohase natural gas and propane for resale to thetomers. Purchas
under these contracts either do not meet the defindf derivatives or are considered “normal paisds and salegihd ar
accounted for on an accrual basis. Our propanghiisbn operation may also enter into fair valwees of its invento
in order to mitigate the impact of wholesale pfioetuations. As of June 30, 2010, our natural @ad propane distributit
operations did not have any outstanding derivativgracts.

Xeron, our propane wholesale and marketing operagagages in trading activities using forward &rtdres contract
These contracts are considered derivatives and lbeee accounted for using the markstarket method of accountit
Under the mark-tanarket method of accounting, the trading contractsrecorded at fair value, net of future servi
costs, and the changes in fair value of those aot#trare recognized as unrealized gains or loss#sei statement
income in the period of change. As of June 30, 20¢€ had the following outstanding trading contsaathich wi
accounted for as derivatives:

Quantity in Estimated Market Weighted Average

At June 30, 201( Gallons Prices Contract Prices
Forward Contracts
Sale 10,962,000 $0.9750— $1.1912! $ 1.067¢
Purchast 10,710,000 $0.9750— $1.1825( $ 1.051(

Estimated market prices and weighted average cohpeces are in dollars per gallo

All contracts expire by the end of the first quad&2011.
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We did not have any derivative contracts with alitresk-related contingency.

Fair values of the derivative contracts recordedhia condensed consolidated balance sheet as ef30ur2010 ar
December 31, 2009, are the following:

Asset Derivatives

Fair Value
(in thousands Balance Sheet Locatior June 30, 201 December 31, 20C
Derivatives not designated as hedging instruments
Forward contract Mark-to-market energy asst$ 814 $ 2,37¢
Put option(®) Mark-to-market energy ass: — —
Total asset derivative $ 814 $ 2,37¢

Liability Derivatives

Fair Value
(in thousands Balance Sheet Locatior  June 30, 201 December 31, 20C
Derivatives not designated as hedging instruments
Forward contract Mark-ta-market energy liabilitie $ 574 $ 2,514
Total liability derivatives $ 574 $ 2,514

1) We purchased a put option for the Frap (propane price cap) plan in September 2009. piieoption expired ¢
March 31, 2010. The put option had a fair valu8®fat December 31, 20C

The effects of gains and losses from derivativérumsents on the condensed consolidated statemémtsame for th
three and six months ended June 30, 2010 and 209%)e following:

Amount of Gain (Loss) on Derivatives:
Location of Gain Three months ended June 31 Six months ended June 3

(in thousands (Loss) on Derivative! 2010 2009 2010 2009
Derivatives designated as fair value hedge
Propane swap agreemd®) Cost of Sale: $ — $ —  $ — 3 (42

Derivatives not designated as fair value hedges:
Unrealized gains on forward
contracts Revenue $ 16C $ 15¢ $ 374  $ (1,139
Total $ 16C $ 15¢ $ 374 $  (1,179)

() Our propane distribution operation entered intor@pgne swap agreement to protect it from the imgaat wholesal
propane price increases would have on the@ap-(propane price cap) plan that was offered stoconers. We terminat
this swap agreement in January 2(C
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The effects of trading activities on the condensedsolidated statements of income for the threesixanonths ende
June 30, 2010 and 2009, are the following:

Location in the Three months ended June 3  Six months ended June 3l

(in thousands Statement of Incom 2010 2009 2010 2009
Realized gains on forward contra  Revenue $ 60 $ 287 $ 73 8 2,06¢
Changes in mark-to-market energy

asset: Revenue 16C 15¢ 374 (1,135
Total $ 22C $ 44€ 3 1,112  $ 93:

10. Fair Value of Financial Instruments

GAAP establishes a fair value hierarchy that ptimes the inputs to valuation methods used to nreafair value. Th
hierarchy gives the highest priority to unadjusterbted prices in active markets for identical assetliabilities (Level

measurements) and the lowest priority to unobséeviaiputs (Level 3 measurements). The three leoEkhe fair valu
hierarchy are the following:

Level 1: Unadjusted quoted prices in active markbtst are accessible at the measurement date émticdl
unrestricted assets or liabilities;

Level 2: Quoted prices in markets that are notvactor inputs which are observable, either direotlyndirectly, fo
substantially the full term of the asset or lighiliand

Level 3: Prices or valuation techniques requiringuts that are both significant to the fair valueasurement ai
unobservable (i.e. supported by little or no madgaivity).

The following table summarizes our financial assetd liabilities that are measured at fair valueaaecurring basis a
the fair value measurements, by level, within the ¥alue hierarchy used at June 30, 2010:

Fair Value Measurements Using:
Significant Other Significant

Quoted Prices ir Observable Unobservable
Active Markets Inputs Inputs
(in thousands Fair Value (Level 1) (Level 2) (Level 3)
Assets:
Investment: $ 203% 2,03C $ — % —
Mark-to-market energy asse $ 814 $ — 3 814 % —
Liabilities:
Mark-to-market energy liabilitie $ 574 $ —  $ 574  $ —
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The following table summarizes our financial assetd liabilities that are measured at fair valueaaecurring basis a
the fair value measurements, by level, within the ¥alue hierarchy used at December 31, 2009:

Fair Value Measurements Using
Significant Other Significant

Quoted Prices ir Observable Unobservable
Active Markets Inputs Inputs
(in thousands Fair Value (Level 1) (Level 2) (Level 3)
Assets:
Investment: $ 1,95¢ $ 1,95¢ 3 — % —
Mark-to-market energy assets, including putop $ 2,37¢ $ — 3 237¢ % —
Liabilities:
Mark-to-market energy liabilitie $ 2514 % — 251« % —

The following valuation techniques were used to soea fair value assets in the table above on ariegubasis as |
June 30, 2010 and December 31, 2009:

Level 1 Fair Value Measurements:

Investments— The fair values of these trading securities arendad at fair value based on unadjusted quotees
in active markets for identical securities.

Level 2 Fair Value Measurements:

Mark-to-market energy assets and liabilitiesTrese forward contracts are valued using markas#etions in eiths
the listed or OTC markets.

Propane put option —Fhe fair value of the propane put option is valusthg market transactions for similar as
and liabilities in either the listed or OTC markets

At June 30, 2010, there were no non-financial assetiabilities required to be reported at faituea We review our non-
financial assets for impairment at least on an ahbasis, as required.

Other Financial Assets and Liabilities

Financial assets with carrying values approximafaigvalue include cash and cash equivalents @edumts receivabl
Financial liabilities with carrying values approxting fair value include accounts payable and otiverued liabilities ar
shortterm debt. The carrying value of these financiadess and liabilities approximates fair value duetheir shor
maturities and because interest rates approximaterd market rates for short-term debt.

At June 30, 2010, long-term debt, which includes turrent maturities of lontgrm debt, had a carrying value
$105.7 million, compared to a fair value of $12milion, using a discounted cash flow methodologgttincorporates
market interest rate based on published corporateowing rates for debt instruments with similarnts and averay
maturities, with adjustments for duration, optidtyaland risk profile. At December 31, 2009, lotegm debt, including tt
current maturities, had a carrying value of $134illion, compared to the estimated fair value o4%5 million.
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11. Long Term Debt

Our outstanding long-term debt is shown below:

June 30, December 31

(in thousands 2010 2009
FPU secured first mortgage bon

9.57% bond, due May 1, 20: $ 7,24 $ 8,15¢

10.03% bond, due May 1, 20 3,98¢ 4,48¢

9.08% bond, due June 1, 2C 7,95( 7,95(

6.85% bond, due October 1, 2C — 14,01:

4.90% bond, due November 1, 2C — 13,22:
Uncollateralized senior note

6.91% note, due October 1, 2C 90¢ 90¢

6.85% note, due January 1, 2( 2,00( 2,00(

7.83% note, due January 1, 2( 10,00( 10,00(

6.64% note, due October 31, 2C 21,81¢ 21,81¢

5.50% note, due October 12, 2C 20,00( 20,00(

5.93% note, due October 31, 2C 30,00( 30,00(
Convertible debenture

8.25% due March 1, 201 1,47¢ 1,52(
Promissory not 29t 40
Total lon¢-term debt 105,68: 134,11:
Less: current maturitie (8,125 (35,299
Total lon¢-term debt, net of current maturiti $ 97,55¢ $ 98,81+

In January 2010, we redeemed the 6.85 percent .@9dpércent series of FP&J5ecured first mortgage bonds prior to 1
respective maturity for $29.1 million, which incled the outstanding principal balances, interestugct; premium ar
fees. We used shotgérm borrowing to finance the redemption of theseds. The difference between the carrying vali
those bonds and the amount paid at redemptiodingtfl.5 million, was deferred as a regulatoryeass allowed by tt
Florida PSC.

We initially used our existing shorérm borrowing facilities to finance the redemptifithose bonds. On March 16, 2C
we entered into a new $29.1 million term loan dréatility with an existing lender to continue tmdnce the redemptic
We borrowed $29.1 million for a nimaeonth period under this new facility, which bearterest at 1.88 percent per anni

On June 29, 2010, we entered into an agreement Métropolitan Life Insurance Company and New Engldrife
Insurance Company to issue up to $36 million inallateralized senior notes. We expect to use $2omiof the
uncollateralized senior notes to permanently fieatiie redemption of the 6.85 percent and 4.90 peeries of FP
bonds. The terms of the agreement requires usstee i$29 million of the $36 million in uncollaterdd senior not:
committed by the lender on or before July 9, 201th & 15year term at a rate ranging from 5.28 percent 18 fercer
based on the timing of the issuance. The remaifiihgnillion will be issued prior to May 3, 2013 atrate ranging froi
5.28 percent to 6.43 percent based on the timingeofssuance. These notes, when issued, will biaviéar covenants al
default provisions as the existing senior notes, will have an annual principal payment beginninghe sixth year aft
the issuance.
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Item 2. Management’s Discussion and Analysis of Famcial Condition and Results of Operations

Managemens Discussion and Analysis of Financial Conditionl &esults of Operations is designed to provideadee of th
financial statements with a narrative report on fim@ncial condition, results of operations anduidity. This discussion ai
analysis should be read in conjunction with thadktéd unaudited condensed consolidated finaneiraents and notes thel
and our Annual Report on Form K0for the year ended December 31, 2009, includimg audited consolidated finant
statements and notes thereto.

Safe Harbor for Forward-Looking Statements

We make statements in this Quarterly Report on FboAY that do not directly or exclusively relate tothigcal facts. Suc
statements are “forward-looking statementsthin the meaning of the Private Securities Litiga Reform Act of 1995. Yc
can typically identify forward-looking statementg the use of forward-looking words, such as “prajethelieve,” “expect,”
“anticipate,” “intend,” “plan,” “estimate,” “contine,” “potential,” “forecast”’or other similar words, or future or conditio
verbs such as “may,” “will,” “should,” “would” or ¢ould.” These statements represent our intentions, plaqmectation:
assumptions and beliefs about future financialgretince, business strategy, projected plans arettdlgs of the Compar
These statements are subject to many risks, uimtggtaand other important factors that could caastal results to diff
materially from those expressed in the forward-logkstatements. Such factors include, but areimited to:

» state and federal legislative and regulatory itiites that affect cost and investment recoveryghav impact on ra
structures, and affect the speed at and degreehichwompetition enters the electric and natura glustrie
(including deregulation)

» the outcomes of regulatory, tax, environmental lghl matters, including whether pending mattees rasolve
within current estimate:

* industrial, commercial and residential growth ontzaction in our service territorie

« the weather and other natural phenomena, inclutiegeconomic, operational and other effects ofibamnes and ic
storms;

< the timing and extent of changes in commaodity riged interest rate

e general economic conditions, including any poténgffects arising from terrorist attacks and anysmEguenti
hostilities or other hostilities or other exterfedtors over which we have no contr

e changes in environmental and other laws and ragakato which we are subje«

« the results of financing efforts, including our lapito obtain financing on favorable terms, whican be affected !
various factors, including credit ratings and gaheconomic condition

» declines in the market prices of equity securité@sl resultant cash funding requirements for oumddf benef
pension plans

« the creditworthiness of counterparties with whiah ave engaged in transactio
e growth in opportunities for our business un

e the extent of success in connecting natural gaseteadric supplies to transmission systems andjraeding natur:
gas and electric marke!

« the effect of accounting pronouncements issueag@iedlly by accounting stande-setting bodies

»  conditions of the capital markets and equity markietring the periods covered by the forv-looking statements

« the ability to successfully execute, manage anegisite merger, acquisition or divestiture plangula&ory or othe
limitations imposed as a result of a merger, adtjoiisor divestiture, and the success of the bussinfellowing
merger, acquisition or divestitur

« the ability to manage and maintain key custometie@iships

e the ability to maintain key supply sourc
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the effect of spot, forward and future market psi@n our distribution, wholesale marketing and gpdradin¢
businesses

the effect of competition on our business
the ability to construct facilities at or below iesited costs
changes in technology affecting our advanced inétiom services business; a

operating and litigation risks that may not be aedeby insurance

Introduction

We are a diversified utility company engaged, dlyeor through subsidiaries, in regulated energgihesses, unregulai
energy businesses, and other unregulated busin@ssesing advanced information services.

Our strategy is focused on growing earnings frostadle utility foundation and investing in relataasinesses and services
provide opportunities for returns greater thanitianal utility returns. The key elements of thisasegy include:

executing a capital investment program in purséiibrganic growth opportunities that generate retuequal to ¢
greater than our cost of capit

expanding the regulated energy distribution andstrassion businesses through expansion into negrgpbic aree
and providing new services in our current servigetbries;

expanding the propane distribution business intiexjsand new markets through leveraging our comigugas
system services and our bulk delivery capabilit

utilizing our expertise across our various busiasge improve overall performanc
enhancing marketing channels to attract new cugti

providing reliable and responsive customer sertdaetain existing customet
maintaining a capital structure that enables wet®ss capital as need
maintaining a consistent and competitive dividemrdshareholders; ar

creating and maintaining a diversified customeebasergy portfolio and utility foundatio

Due to the seasonality of our business, resultsnfierim periods are not necessarily indicativeresults for the entire fisc
year. Revenue and earnings are typically greatenglthe first and fourth quarters, when consumptb energy is highest d
to colder temperatures.

As a result of the merger with FPU in October 2008,changed our operating segments to better tdftag the chief operatir
decision maker (our Chief Executive Officer) revéethe various operations of the Company. Our thpegating segments
now composed of the following:

Regulated Energ. The regulated energy segment includes naturadigsbution, electric distribution and natt
gas transmission operations. All operations in gggment are regulated, as to their rates andcssiviby the PS
having jurisdiction in each operating territorylyr the FERC in the case of ESN

Unregulated EnergyThe unregulated energy segment includes naturalngaketing, propane distribution
propane wholesale marketing operations, which aregulated as to their rates and servi

Other . The “Other” segment consists primarily of the advanced infoimmatservices operation, unregule
subsidiaries that own real estate leased to Chakand certain corporate costs not allocatedher aperations

We revised the segment information for the threst sin months ended June 30, 2009 to reflect theopmvating segments.
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The following discussions and those later in theushent on operating income and segment resultsideclse of the ter
“gross margin.” Gross margin is determined by deducting the costatéfs from operating revenue. Cost of sales iredutie
purchased cost of natural gas, electricity and @no@ and the cost of labor spent on direct rev-producing activities. Gros
margin should not be considered an alternative perating income or net income, which are determimedccordance witl
GAAP. We believe that gross margin, although a G&#P measure, is useful and meaningful to investsra basis fo
making investment decisions. It provides investotls information that demonstrates the profitalyildchieved by the Compa
under its allowed rates for regulated energy opierat and under its competitive pricing structure dmregulated natural ga
marketing and propane distribution operations. Omanagement uses gross margin in measuring our éssinnits’
performance and has historically analyzed and régubrgross margin information publicly. Other comm@snmay calculat
gross margin in a different manne

In addition, certain information is presented, whidor comparison purposes, includes only Fs results of operations «
excludes FPW results from the consolidated results of operaidor the periods ended June 30, 2010. Certairerc
information is presented, which, for comparison gmses, excludes all mergestated costs incurred in connection with -
FPU merger. Although n-GAAP measures are not intended to replace the GiA&sures for evaluation of our performar
we believe that the portions of the presentatidmnictvinclude only the FPU results, or which exclid®U’s financial results fo
the post-merger period and merger-related costsyiole helpful comparisons for an investor’'s evalmipurposes.

Results of Operations for the Quarter Ended June 302010

Overview and Highlights

Our net income for the quarter ended June 30, 2240%$3.3 million, or $0.35 per share (diluted).sThepresents an increase
$2.5 million, or $0.23 per share (diluted), compiate a net income of $806,000, or $0.12 per shditetéd), reported in th
same period in 2009.

For the Three Months Ended June 30 2010 2009 Change
(in thousands

Operating Income (Los!

Regulated Energ $ 8,30¢ $ 4,08¢ $ 4,227
Unregulated Energ (797 2 (799
Other 244 (1,237) 1,47¢
Operating Incom 7,761 2,85¢ 4,90¢
Other Income (Loss), net of expen: (11) 12 (23
Interest Charge 2,30 1,57: 732
Income Taxe! 2,10¢ 48¢ 1,61¢
Net Income $ 3,34( $ 80¢€ $ 2,53¢
Earnings Per Share of Common Stock:
Basic $ 0.3t $ 0.12 $ 0.2
Diluted $ 0.3t $ 0.1z $ 0.2

Our results for the second quarter of 2010 includpdroximately $3.7 million in operating income adt.8 million in ne
income recorded by FPU. Included in the operatirngine and net income contributed by FPU for theodexere the effects ¢
transferring propane distribution customers presfipserved by Chesapeake in Florida to FPU afemtlerger in an effort t
integrate operations. Pursuant to the acquisiti@hod of accounting, we consolidated FRWesults into our consolidat
results from October 28, 2009, which is the effextdate of the merger. Therefore, our consolidaéstlts for the secor
quarter of 2009 did not include any results fronFP
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During the second quarter of 2010 and 2009, we resque approximately $92,000 ($55,000 net of tax) &hd millior
($654,000 net of tax), respectively, of mergertedaransaction costs, which are included in thth&®' segment. Transaction-
related costs expensed in the second quarter & 20lected our costs to integrate operations a<apeake and FPU, includ
certain termination benefits offered to employews,of the portion we expect to recover throughretrates when we compl
the appropriate rate proceedings. Transaatieied costs expensed in the second quarter o® Z@@uded our costs

consummate the merger.

2010
Chesapeake
excluding Chesapeak

For the Three Months Ended June 30, FPU FPU Total 2009
(in thousands
Operating Income (Los!

Regulated Energ $ 5,07¢ 3,22¢ $ 8,30¢ $ 4,08¢

Unregulated Energ (1,240 44¢ (797 2

Other 244 — 244 (1,237)
Operating Incom 4,08: 3,67¢ 7,761 2,85¢
Other Income (Loss), net of expen: 43 32 (11) 12
Interest Charge 1,452 853 2,30¢ 1,57
Income Taxe! 1,012 1,09¢ 2,108 48¢
Net Income $ 1,57¢ 1,764 $ 3,34( $ 80¢€
Excluding effect of transacti-related costs
Net Income $ 1,57¢ 1,764 $ 3,34( $ 80¢
Transactio-related cost 92 — 92 1,09(
Income tax impac (37) — (37) (43€)
Net Income, excluding transact-related cost $ 1,631 1,764 $ 3,398 $ 1,46(

Key Factors Affecting Our Busines:

The following is a summary of key factors affectiogr businesses and their impacts on our resultearsecond quarter

2010. More detailed analysis is provided in théofelng section of our results by segment.
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Merger. FPU contributed $3.7 million in operating incomedor consolidated results in the second quarte20df0. FPU&
operating results by business for the quarter eddad 30, 2010 are presented below.

Regulated Energy Unregulated Energy

For the Three Months Ended June 30, 201  Natural Gas Electric Propane Other Total

(in thousands

Revenue $ 13,468 $ 2190¢ $ 3831 % 60 $ 39,81l
Cost of sale: 5,121 17,44 1,85: 36¢€ 24,78¢
Gross margir 8,34¢ 4,46¢ 1,98¢ 23t 15,027
Other operating expens 6,11°F 3,46¢ 1,64 12: 11,34¢
Operating Incom: $ 222¢  $ 1,00 $ 337§ 11z $ 3,67¢
Average number of residential custom 47,16: 23,58¢ 12,781 — 83,53

During the second quarter of 2010, we incurred $X&2 to integrate certain operations of ChesapeakeFPU, principall
combining customer service and billing functiongHlorida, of which $92,000 was expensed. In Jurk92@e appointed Je
Householder as the president of FPU to bring hisrestve knowledge and experience of the Floridaggnmarket to FPU. Als
during the second quarter of 2010, we completedntegration of the propane distribution operation&lorida by transferrir
to FPU all of the customers previously served by<aipeake in Florida to FPU, a process which begdateé 2009 after tt
merger.

Weather.Temperatures on the Delmarva Peninsula duringehbersl quarter of 2010 were nipercent warmer than the sg
period in 2009 and consistent with the normal y&@r average) temperatures for the period. The eameather on tt
Delmarva Peninsula reduced gross margin by appetelyn $162,000 in the second quarter of 2010 coathéw the san
period in 2009. As our residential natural gassaeMaryland are normalized for weather, our restél natural gas margin
Maryland is not affected by the weather. There v@franore cooling degredays in Florida during the second quarter of :
compared to the same period in 2009, which bermkbig Florida electric distribution operation. Celorida natural gas a
propane distribution operations are not typicaffeeted by the weather during the second quarter.

Growth. The average number of Delmarva natural gas resadentstomers increased by one percent in the seqaarter ¢
2010, compared to the same period in 2009. Thisvtr@and an increase in commercial and industriatauers contribute
approximately $256,000 in period-oveeriod additional gross margin. Although not afiiegtthe results in the second que
of 2010, we entered into agreements in 2010 toigeomatural gas service to two industrial custoniersouthern Delawat
which will add annual margin equivalent to 1,57®m@ge residential heating customers once the ssnegin in the four
quarter of 2010 and early 2011. New transportagimwices and new expansion facilities placed imiserduring 2009 and 20
by our natural gas transmission subsidiary, ESN&B{ributed an additional gross margin of $370,00¢he second quarter
2010 compared to the same period in 2009. ChesajseBlorida natural gas distribution division expeced a period-over-
period net customer loss, primarily from the los@veral large industrial customers as a resyfiaft closings in 2009, whi
decreased gross margin by $25,000.

Rates and Regulatory Matteds. December 2009, the Florida PSC approved a rateease of approximately $2.5 milli
applicable to all meters read on or after Janudry2010, for ChesapealseFlorida natural gas distribution division. Thee
increase contributed an additional gross margi$5a#,000 in the second quarter of 2010 comparddetsame period in 20(
The operating results of FP&natural gas distribution operation for the secqnodrter of 2010 also reflect an increas
$1.3 million in gross margin from its rate increasepproximately $8.0 million approved by the kdarPSC in 2009.
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Propane PricedDuring the first half of 2009, our Delmarva propattistribution operation experienced higher retadrgins
benefited from the $939,000 loss recorded in |&@82on a swap agreement for the 2008/2009 wint@iCRp (propane prit
cap) program. This loss lowered the propane invgrtosts and, therefore, increased retail margimsg the first half of 200!
During the first half of 2010, the retail margireturned to more normal levels, and it resulted liomaer gross margin per gall
in the second quarter of 2010 compared to the gmmied in 2009, which decreased gross margin bY) $#®. Lower tradin
volumes in the wholesale propane market have legdater uncertainty, reducing Xerertading activity and its gross mar
by $225,000.

Advanced Information ServiceQur advanced information services subsidiary, BPaiet, generated $230,000 in opera
income in the second quarter of 2010, compared toperating loss of $240,000 reported in the saem®@ of 2009. Increas
billable consulting hours in 2010 and cost contaniractions implemented throughout 2009 contribietie increased period-
over-period operating results.

Other Operating Expense®ur other operating expenses, excluding expengestesl by FPU, decreased by $350,000 ir
second quarter of 2010 compared to the same perid@09. Lower expenses related to collections @lmvance for doubtfi
accounts receivable as well as cost containmemracimplemented throughout 2009 by the advancémrmation service
operation more than fully offset higher other opiaga expenses related to increased compensatiorc@std associated w
increased capital investments.
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Regulated Energy

For the Three Months Ended June 30 2010 2009 Change
(in thousands
Revenue $ 52,74( $ 18,86¢ 33,87
Cost of sale: 24,40¢ 4,28¢ 20,121
Gross margir 28,33« 14,58 13,75(
Operations & maintenanc 13,80( 7,32t 6,47¢
Depreciation & amortizatio 4,24 1,82( 2,42
Other taxe: 1,97¢ 1,35: 62€
Other operating expens 20,02¢ 10,49¢ 9,52¢
Operating Incom: $ 8,30¢ $ 4,08¢ 4,222
Statistical Data — Delmarva Peninsula
Heating degre-days “HDD”):
Actual 42¢ 47C 42
1C-year average (norme 49t 494 1
Estimated gross margin per HL $ 2,42¢ $ 1,937 492
Per residential customer add
Estimated gross marg $ 37E $ 37t —
Estimated other operating expen $ 10k $ 10z 2
Florida
HDD:
Actual 9 25 (16)
1C-year average (norme 23 32 9)
Cooling degre-days:
Actual 1,04: 952 90
1C-year average (norme 88C 894 (14)
Residential Customer Information
Average number of custome®) :
Delmarva 47,43: 46,75¢ 67t
Florida— Chesapeak 13,41¢ 13,34: 76
Total 60,84¢ 60,09¢ 751

@) Average number of residential customers for FPUrarieided in the discussions of F’s results on page 3

Operating income for the regulated energy segmemeased by approximately $4.2 million, or 103 patcin the secor
quarter of 2010, compared to the same period i® 28Bich was generated from a gross margin incre$&3.7 million offse

partially by an increase in operating expenseds fillion.
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Gross Margin

Gross margin for our regulated energy segment asae by $13.7 million, or 94 percent, in the secondrter of 201
compared to the same period in 2009.

The natural gas distribution operations for then@lva Peninsula generated an increase in grossimmairé235,000 in th
second quarter of 2010 compared to the same pier@09. The factors contributing to this increasze as follows:

The Delmarva natural gas distribution operationpegienced growth in residential, commercial andustda
customers, which contributed $256,000 to the gnesgin increase

Non-weatherrelated customer consumption decreased duringeitensl quarter of 2010, compared to the same
in 2009, resulting in a decrease of $63,000 in groargin. This decrease in consumption is primdnjlyresidentic
customers for our Delaware division. Residentishtimg rates for the Maryland division are normadizand w:
typically do not experience an impact on gross mmafiggm the weather and nomeather factors for our residen
customers in Marylanc

The remaining gross margin change is attributakitegrily to an increase in gross margin due to geann rates at
rate classifications, offset partially by a decesgsgross margin from warmer weather on the Delm&eninsula

Our Florida natural gas distribution operation eigreced an increase in gross margin of $8.9 milliothe second quarter
2010 compared to the same period in 2009. Therfactntributing to this increase were as follows:

FPU’s natural gas distribution operation contréali$8.3 million in gross margin in the second tgraof 2010. FPE
results in the second quarter of 2009 were nouded in our consolidation. Gross margin from F®Wdatural ge
distribution operation in the second quarter of R@das positively affected by a rate increase ofraxamately $8.!
million approved by the Florida PSC on December2i®9.

Chesapeake’ Florida division also experienced an increasgrimss margin of $574,000 from a rate increas
approximately $2.5 million approved by the Florid&C on December 15, 2009 (applicable to all metad on c
after January 14, 201(

Partially offsetting the gross margin increase wadecrease of $68,000 due primarily to the lossevkral larg
industrial customers served by Chesap’s Florida division as a result of plant closing2009.

The natural gas transmission operations achievessgnargin growth of $124,000 in the second quaft®010 compared
the same period in 2009. The factors contributinthis increase were as follows:

New transportation services implemented by ESNGNavember 2009 as a result of the completion ofldtes
expansion program, provided for an additional 6,8%fs per day and added $254,000 to gross margimglthe
second quarter. In addition, a new expansion projgtich was completed in May 2010, provided anitaoithl 1,12(
Mcfs of service per day, adding $40,000 to grossgimaduring the second quarter. The new expansiajeq
completed in May 2010 is expected to provide aruatiped gross margin of $343,0(

New firm transportation service for an industrialstomer for the period from November 2009 to Oct@fHz
provided for an additional 2,705 Mcfs per day anided $76,000 to gross margin in the second quaft@010
During the second quarter of 2009, a temporarye@m®e in service to the same customer added $10&@EBNGS
gross margin but this did not recur in 20

Offsetting the abovementioned increases to grosggimaESNG received notices from two customers hadir
intentions not to renew their firm transportaticangce contracts. These contracts expired in Nowr@b09 an
April 2010, decreasing gross margin by $103,00ténsecond quarter of 201

Our Florida electric distribution operation, whialas acquired in the FPU merger, generated grosgimaf $4.5 million in th
second quarter of 2010.

Other Operating Expenses

Other operating expenses for the regulated enezggnent increased by $9.5 million, or 91 percenthi second quarter
2010 compared to the same period in 2009. Othaatipg expenses of FPEtegulated energy segment during the period
$9.6 million. The remaining difference in other ogteng expenses is due primarily to the decreaskl@#,000 in allowance f
doubtful accounts as a result of lower commoditggs and improved collections.
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Other Developments

The following developments, which are not discusabdve, may affect the future operating resultshef regulated ener

segment:

In the first half of 2010, we announced two agreetmig¢o provide natural gas service to industrigdtemers il
southern Delaware. The anticipated annual margim fthese services equates to approximately 1,5&5agt
residential heating customers once the servicembeghe fourth quarter of 2010 and early 2011e3é service
further extend our natural gas distribution andhdraission infrastructures to serve other potertiestomers in tr
same aree

On April 8, 2010, we entered into a Precedent Agiere with TETLP to secure firm transportation seevirorr
TETLP in conjunction with its new expansion projethe Precedent Agreement provides that, uponfaetiisn o
certain conditions, the parties will execute twanftransportation service contracts, one for oua®are division an
one for our Maryland division, for 30,000 and 1@OOts/d, respectively, to be effective on the s
commencement date of the project, currently pregtdd occur in November 2012. As a result of tlee/ service, ot
Delaware and Maryland divisions will have accessdw supplies of natural gas, providing increasdiclility anc
diversity of supply. This will also provide themditional upstream transportation capacity, whickgsential to me
their current customer demands and to plan forageble growth. In conjunction with this projecSIEG will build
and operate an eight-mile mainline extension froBTOP’'s pipeline to ESNG existing facility to provid
transportation services for the Delaware and Maldivisions at ESNG' current tariff rate for service in that a
ESNC's transmission service is expected to begin in 2

Unregulated Energy

For the Three Months Ended June 30, 2010 2009 Change

(in thousands

Revenue $ 24,61 $  19,83( $ 4,78¢
Cost of sale: 19,06¢ 15,14 3,92t
Gross margir 5,541 4,68 86C
Operations & maintenanc 5,331 3,96: 1,36¢
Depreciation & amortizatio 71€ 517 201
Other taxe: 28¢ 20& 84
Other operating expens 6,33¢ 4,68¢ 1,65:
Operating Income (Los: $ (719) % 2 $ (793

Statistical Data — Delmarva Peninsula
Heating degre-days “HDD”):

Actual 42¢ 47C (42)
1C-year average (norme 49t 494 1
Estimated gross margin per HL $ 3,08: $ 2,46t $ 61¢

Operating income for the unregulated energy segrdenteased by approximately $793,000 in the secmadter of 201(
compared to the same period in 2009, which waibatible to an operating expense increase of $ilibm partially offset by
a gross margin increase of $860,000.

Gross Margin

Gross margin for our unregulated energy segmene@sed by $860,000 or 18 percent, in the secondequat 2010, compart
to the same period in 2009.
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Our Delmarva propane distribution operations expened a decrease in gross margin of $712,000,ansétond quart
compared to the same period in 2009. The factamgibating to this change are as follows:

e A lower retail margin per gallon during the secandarter of 2010 compared to the same period in 2[¥29ease
gross margin by $290,000. Retail margins for thet faalf of 2009 benefited from the $939,000 lomsorded in lai
2008 on a swap agreement for the 2008/2009 wintetCRp (propane price cap) program. This loss lowéhe
propane inventory costs and, therefore, increastl margins during the first half of 2009. Retaiargins for th
first half of 2010 returned to more normal lev

« Non-weatherrelated volumes sold in the second quarter of 2@d€reased by 709,000 gallons, or 15 percent
provided for a decrease in gross margin of appratéty $343,000. The decrease in non-weatbkted volumes wi
primarily related to lower consumption and timinfigooopane deliveries based on propane prices aathee Slightl
offsetting the impact of conservation and timingpodpane deliveries was the addition of 454 comiyuyas systel
customers and 1,000 customers acquired in FebA(H§ as part of the purchase of the operating sie$et propar
distributor serving Northampton and Accomack caemtn Virginia, which contributed $35,000 and $2®,@o gros
margin, respectively, in the second qual

* Adecrease in gross margin of $140,000 was atafiiatto warmer weather on the Delmarva Peninsutheakeatin
degre-days decreased by nine percent over the previars second quarte

Our Florida propane distribution operations experésl an increase in gross margin of $1.7 milliorthi@ second quarter
2010 compared to the same period in 2009 due tosion of FPU’s propane distribution operations.

Xeron, our propane wholesale marketing operatigpegenced a decrease in gross margin of $2250€tei second quarter
2010 compared to the same period in 2009 as atreSdecreased trading activity. Lower trading voks in the wholese
propane market have led to greater uncertaintyyaiad Xeron’s trading activity. Xeros’trading volumes decreased
18 percent for the quarter compared to the priar.ye

Our natural gas marketing operation experience@@ease in gross margin of $89,000 in the secomdteuof 2010 du
primarily to decreased spot sales to one industtigtomer on the Delmarva Peninsula. Spot sales@reredictable an
therefore, are not included in our long-term finahplans or forecasts.

Other Operating Expenses

Total other operating expenses for the unregulatestgy segment increased by $1.7 million in theoseéaquarter of 201
Other operating expenses of FPU during the secomadter of 2010 were $1.8 million. Excluding FPUtatoother operatir
expenses decreased by $117,000, due primarilydeceease in bad debt expense for the natural geetimgy operations, as
result of expanded credit and collection initiaivand a decrease in accruals for incentive conapiensas a result of low
operating results.

Other

For the Three Months Ended June 30 2010 2009 Change
(in thousands

Revenue $ 2,70¢ $ 2,13t $ 571
Cost of sale: 1,31¢ 1,03¢ 2717
Gross margir 1,39( 1,09¢ 294
Operations & maintenanc 81¢ 1,00: (18%)
Transactio-related cost 92 1,09(C (99¢)
Depreciation & amortizatio 73 76 ©)]
Other taxe: 168 15¢ 4
Other operating expens 1,14¢ 2,32¢ (1,182
Operating Income (Los! $ 244 $ (1,239 % 1,47¢

Note: Eliminations are entries required to @hiate activities between business segments fromdhsolidated result
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Operating income for the “Othesegment increased by approximately $1.5 milliothim second quarter of 2010 compare
the same period in 2009. Increased operating incboma our advanced information services operatiérf470,000 an
decreased merger-related transaction costs ofrillion contributed to this increase.

Gross margin

Period-over-period gross margin increased by $X@for our “Other”segment. During the second quarter, our adv:
information services operation recognized highersciting revenues as the result of ap@®eent increase in the numbe
billable hours. Our advanced information servicegration also contributed to the increase in gmsasgin for the secol
quarter of 2010, compared to the same period i@ 2@6th an increase in revenue and gross margim fits profession
database monitoring and support solution services.

Operating expenses

Other operating expenses decreased by $1.2 miflittee second quarter of 2010 due primarily toltveer mergerelated cos
expensed in the second quarter of 2010, comparia teame period in 2009 and cost containmentragtiacluding layoffs ar
compensation adjustments, implemented by our adhnioformation services operation in March, Septmin
October 2009, that reduced costs to offset thardeoi revenues.

Interest Expense

Our total interest expense for the second quaft@00 increased by approximately $732,000, or étent, compared to t
same period in 2009. The primary drivers of theeased interest expense are related to FPU, imgudi

* Anincrease in lor-term interest expense of $467,000 is related &rést on FP’s first mortgage bond

* Interest expense from a new term loan facility digithe second quarter of 2010 was $162,000. Twessef the
FPU bonds, 4.9 percent and 6.85 percent serieg, deemed by using this new shiertm term loan facility
the end of January 201

» Additional interest expense of $190,000 is relatethterest on deposits from F’s customers

Offsetting the increased interest expense from KRR lower non-FPU-related interest expense froms@beakes unsecure
senior notes, as the principal balances decreaseddcheduled payments, and absence of any adaisbrtterm borrowing
as a result of the timing of our capital expendituand the increased cash flow generated fromamdoperating activities.

Income Taxes
We recorded an income tax expense of $2.1 mill@rtie quarter ended June 30, 2010, compared 18,338 for the quart
ended June 30, 2009. The increase in income tagnsepprimarily reflects the higher earnings for pleeiod. The effectiy

income tax rate for the second quarter of 201(8ig Bercent compared to an effective tax rate o8 pércent for the seco
quarter of 2009. Higher earnings for the periodréased the effect of tax-exempt items in the dffedbx rate for the quarter.
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Results of Operations for the Six Months Ended Jun&0, 2010
Overview and Highlights

Our net income for the six months ended June 3Q0 20as $17.3 million, or $1.82 per share (dilutébhis represents .
increase of $7.9 million, or $0.46 per share (@it} compared to a net income of $9.4 million, ©r3% per share (diluter
reported in the same period in 2009.

For the Six Months Ended June 30 2010 2009 Change
(in thousands
Operating Income (Los!

Regulated Energ $ 25,82« $ 13,58 $ 12,241
Unregulated Energ 6,96¢ 6,594 37t
Other 36€ (1,35%) 1,721
Operating Incom 33,15¢ 18,82: 14,33
Other Income, net of expens 10z 45 58
Interest Charge 4,661 3,21¢ 1,452
Income Taxe: 11,28 6,25: 5,02¢
Net Income 17,31 9,39¢ 7,91¢

Earnings Per Share of Common Stock:
Basic $ 1.8¢ $ 1.37 $ 0.4€
Diluted $ 1.82 $ 1.3¢€ $ 0.4¢€

Our results for the six months ended June 30, 20dl0ded approximately $11.7 million in operatimgome and $6.2 millic
in net income recorded by FPU, which included tfiecés of transferring propane distribution custesngreviously served |
Chesapeake in Florida to FPU after the merger ireffort to integrate operations. Pursuant to thguesition method ¢
accounting, we consolidated FRLFesults into our consolidated results from Oat@8s 2009, which is the effective date of
merger. Therefore, our consolidated results foistkenonths ended June 30, 2009 did not includerasylts from FPU.
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During the six months ended June 30, 2010 and 20@&9,expensed approximately $111,000 ($67,000 netax)f ant
$1.2 million ($722,000 net of tax), respectivelynoerger-related transaction costs, which are oetlin the “Other'segmen
Transactiorrelated costs expensed in the six months ended 3yn2010 reflected our costs to integrate opematio
Chesapeake and FPU, including certain terminatiemefits offered to employees, net of the portion expect to recov
through future rates when we complete the apprigpriste proceedings. Transacti@tated costs expensed in the six ma
ended June 30, 2009 included our costs to consuenimaimerger.

2010
Chesapeake
excluding Chesapeak

For the Six Months Ended June 30, FPU FPU Total 2009
(in thousands
Operating Income (Los!

Regulated Energ $ 15,90¢ $ 9,91¢ $ 25,82 $  13,58:

Unregulated Energ 5,15¢ 1,811 6,96¢ 6,594

Other 36€ — 36€ (1,355
Operating Incom 21,42¢ 11,73( 33,15¢ 18,82:
Other Income, net of expens 11 92 10z 45
Interest Charge 2,921 1,74¢ 4,667 3,21t
Income Taxe: 7,432 3,84¢ 11,28 6,257
Net Income $ 11,08: $ 6,221 $ 17,31« $ 9,39¢
Excluding effect of transacti-related costs
Net Income $ 11,087 $ 6,221 $ 17,31« $ 9,39¢
Transactio-related cost 111 — 111 1,204
Income tax impac (44) — (44) (482)
Net Income, excluding transact-related cost $ 11,15¢ $ 6,221 $ 17,38: $ 10,12:

Key Factors Affecting Our Busines:

The following is a summary of key factors affectiogr businesses and their impacts on our resultkarsix months end
June 30, 2010. More detailed analysis is providettié following section of our results by segment.

Merger.FPU contributed $11.7 million in operating inconeeour consolidated results in the six months entled 30, 201
FPU’s operating results by business for the sixtmoended June 30, 2010 are presented below.

Regulated Energy Unregulated Energy

For the Six Months Ended June 30, 201  Natural Gas Electric Propane Other Total

(in thousands

Revenue $ 36,62¢ $ 46,167 $ 10,068 $ 1,18 $ 94,03¢
Cost of fuel 16,45¢ 37,07( 4,84¢ 707 59,07¢
Gross margir 20,17« 9,091 5,22( AT 34,96:
Other operating expens 12,50: 6,84: 3,66¢ 221 23,23
Operating Incom: $ 7,671 % 2,248 $ 1558 25¢ 0§ 11,73
Average number of residential custom 47,09( 23,55¢ 12,74: — 83,39(
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During the six months ended June 30, 2010, we radu$278,000 to integrate certain operations ofs@peake and FP
principally combining customer service and billiignctions in Florida, of which $111,000 was expehda June 2010, v
appointed Jeff Householder as the president of EPbring his extensive knowledge and experience¢hefFlorida energ
market to FPU. Also during the first half of 201@ completed the integration of propane distributiperations in Florida |
transferring to FPU all of the customers previowsdyved by Chesapeake in Florida to FPU, a progbgh began in late 20
after the merger.

Weather.Temperatures on the Delmarva Peninsula duringitheanths ended June 30, 2010 were peoeent colder than t
same period in 2009 and five-percent colder thamab(10year average) for the period. The colder weathetherDelmarv
Peninsula increased gross margin by approximatghl $00 in the six months ended June 30, 2010 cadp® the san
period in 2009. As our residential rates in Mardaare normalized for weather, our residential nraigi Maryland is nc
affected by the weather. Temperatures in Floridd@nduthe six months ended June 30, 2010 wer@ds6ent colder than t
same period in 2009 and 60-percent colder than alofh@-year average) based on the heating-dedage- which benefited ¢
Florida operations.

Growth. The average number of Delmarva natural gas resadentstomers increased by two percent in the sixtims ende
June 30, 2010, compared to the same period in Z08@. growth and an increase in commercial and stréhl customel
contributed approximately $699,000 in period-operiod additional gross margin. Although not afiiegtthe results in the fir
half of 2010, we entered into agreements in 203@r¢@ide natural gas service to two industrial oogtrs in southern Delawa
which will add annual margin equivalent to 1,57®m@@ge residential heating customers once the ssnegin in the four
quarter of 2010 and early 2011. New transportagimwices and new expansion facilities placed imiserduring 2009 and 20
by our natural gas transmission subsidiary, ESN&fributed an additional gross margin of $776,00thie six months end
June 30, 2010 compared to the same period in ZD¥Ssapeake’s Florida natural gas distribution aiviexperienced a period-
overjperiod net customer decrease, primarily from ttes lof several large industrial customers as atre$ydlant closings i
2009, which decreased gross margin by $43,000.

Rates and Regulatory Matteds. December 2009, the Florida PSC approved a rateease of approximately $2.5 milli
applicable to all meters read on or after Janudry2010, for ChesapealseFlorida natural gas distribution division. Thee
increase contributed an additional gross margi$lof million in the six months ended June 30, 26&thpared to the sai
period in 2009. The operating results of FRWatural gas distribution operation for the fivatf of 2010 also reflect an increi
of $3.8 million in gross margin from its rate inase of approximately $8.0 million approved by therifla PSC in 2009.

Propane PricedDuring the first half of 2009, our Delmarva propadistribution operation experienced higher retadlrgins
benefited from the $939,000 loss recorded in 1&@82on a swap agreement for the 2008/2009 winteiCRp (propane prit
cap) program. This loss lowered the propane invgraosts and, therefore, increased retail margimig the first half of 200!
During the first half of 2010, the retail margireturned to more normal levels, and it resulted lioweer retail margin per gallo
which decreased gross margin of the Delmarva pmplstribution operation by $872,000. Our propartmlesale marketir
subsidiary, Xeron, increased its gross margin by9¥l00, primarily from opportunities generated kmcreased pric
fluctuations in early 2010.

Natural Gas Spot Sale OpportunitiDuring the first six months of 2009, our unreguthteatural gas marketing subsidi
PESCO, benefited from increased spot sales on #lemddva Peninsula. Although PESCO continued totiffespot sal
opportunities on the Delmarva Peninsula duringsitxemonths ended June 30, 2010, the decreasedsales, largely due
reduced sales to one industrial customer, resiteddecrease in gross margin of $688,000 in tkemsinths ended June .
2010 compared to the same period in 2009. Spos sake not predictable, and, therefore, are nouded in our longerm
financial plans or forecasts.

Advanced Information ServiceQur advanced information services subsidiary, BPaiet, generated $265,000 in opera
income in the first six months of 2010, comparednimperating loss of $345,000 reported in the saenied of 2009. Increas
billable consulting hours in 2010 and cost contaniractions implemented throughout 2009 contribietie increased period-
over-period operating results.
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Other Operating Expense®ur other operating expenses, excluding FPé&Kpenses, decreased by $427,000 in the six n
ended June 30, 2010 compared to the same peria@i08. Lower expenses related to collection andnalfece for doubtfi
accounts receivable and cost containment actioptemmented throughout 2009 for the advanced infaonatervices operatis
more than fully offset the increases in other ofiegeexpenses related to increased compensatiomarehsed costs associc
with increased capital investments.

Regulated Energy

For the Six Months Ended June 30 2010 2009 Change

(in thousands
Revenue $ 144,36 $ 71,05( $ 73,317
Cost of sale: 78,17« 36,79¢ 41,37¢
Gross margir 66,19 34,25: 31,941
Operations & maintenanc 27,33 14,27* 13,05¢
Depreciation & amortizatio 8,751 3,612 5,13¢
Other taxe: 4,281 2,782 1,50¢
Other operating expens 40,36¢ 20,66¢ 19,70(
Operating Incom $ 25,824 $ 13,58 $ 12,241

Statistical Data — Delmarva Peninsula
Heating degre-days “HDD”):

Actual 2,971 2,92:¢ 48
1C-year average (norme 2,831 2,80( 31
Estimated gross margin per HL $ 2,42¢ $ 1,937 $ 492
Per residential customer add
Estimated gross marg $ 37E $ 37t $ —
Estimated other operating expen $ 10k $ 10z $ 2
Florida
HDD:
Actual 941 604 337
1C-year average (norme 587 54¢ 41
Cooling degre-days:
Actual 1,04t 1,00¢ 36
1C-year average (norme 952 961 9
Residential Customer Information
Average number of custome®) :
Delmarva 47,80¢ 47,06¢ 74C
Florida— Chesapeak 13,44’ 13,40: 34
Total 61,24¢ 60,47t 774

@) Average number of residential customers for FPUrarieided in the discussions of F’s results on page 4
Operating income for the regulated energy segmmareased by approximately $12.2 million, or 90 patgcin the first si

months of 2010, compared to the same period in 200%&ch was generated from a gross margin increask31.9 million
offset partially by an operating expense incredsgl6.7 million.
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Gross Margin

Gross margin for our regulated energy segment ase@ by $31.9 million, or 93 percent in the firalf lof 2010 compared to t
same period in 2009.

The natural gas distribution operations for thenmlva Peninsula generated an increase in grossmwr§636,000 during tt
period. The factors contributing to this increase as follows:

< The Delmarva natural gas distribution operationpegienced growth in residential, commercial andustda
customers, which contributed $699,000 to the gneasgin increase. Residential, commercial and indagrowth by
our Delaware division contributed $360,000, $110,806d $114,000, respectively, to the gross marmgrease, ar
$106,000 was contributed to our gross margin irsgrdsy the customer growth in Maryland. We expegedna two-
percent increase in average residential custometisebDelmarva natural gas distribution operatimices the first ha
of 2009.

e Colder weather on the Delmarva Peninsula gergtrateadditional $311,000 to the gross margin asiftgdegree-
days increased by two percent for the first six therof 2010 compared to the same period in 2008idestia
heating rates for our Maryland division are weath@malized, and we typically do not experiencerapact on gros
margin from the weather for our residential custrsmie Maryland.

. In addition, a decrease of $298,000 in gross masgs attributable to the decline in non-weattetated custom:
consumption. The decrease in consumption is priynlyi residential customers of our Delaware Diuisi

« Changes in negotiated rates for a commercial custoim Delaware and an industrial customer in Manrg
contributed an increase in gross margin of $137f00the first six months of 2010. These increasese offset by
change in rate classifications for certain residictustomers in Delaware, which decreased grosgimay $204,00
during the period

Our Florida natural gas distribution operation eigreced an increase in gross margin of $21.7 milfar the first six months
2010 compared to the same period in 2009. Theractntributing to this increase are as follows:

. FPU’s natural gas distribution operation contribute®.82nillion in gross margin in the six months endethe 3(
2010. FPUS results in the six months ended June 30, 2008 n@rincluded in our consolidation. Gross margam
FPU’s natural gas distribution operation in the secqudrter of 2010 was positively affected by a rateréase ¢
approximately $8.0 million approved by the Florid&C on December 15, 2009 and colder temperatumasyche
first quarter of 201C

e Chesapeaks’Florida division also experienced an increasgross margin of $1.2 million from a rate increa$
approximately $2.5 million approved by the Florid8C on December 15, 2009 (applicable to all metsad on ¢
after January 14, 201(

. During the first six months of 2010, Chesapeakdbrida division experienced an increase in custoconsumptiol
which was heavily affected by the colder tempeersiun Florida during the first quarter of 2010. ¥&timate that tt
colder temperatures contributed an additional $XBfo gross margin in the first six months of 2@bfnpared to tt
same period in 200!

Our Florida electric distribution operation, whiakas acquired in the FPU merger, generated grosgimef $9.1 million in th
six months ended June 30, 2010.

The natural gas transmission operations achievessgnargin growth of $562,000 during the firstreianths of 2010 compar
to the same period in 2009. The factors contrilgutinthis increase are as follows:

* New transportation services, implemented by ESN®avember 2009 as a result of the completion ofldtes
expansion program, provided for an additional 6,B&Ts per day and added $508,000 to gross margingithe firs
six months in 2010. In addition, a new expansiogjgmt, which was completed in May 2010, provided &
additional 1,120 Mcfs of service per day, addin@,$80 to gross margin during the six months endee B0, 201(
The new expansion project completed in May 20JéXxjgected to provide an annualized gross margir848900.

« New firm transportation service for an industrialstomer for the period from November 2009 to OctditH 2
provided for an additional 9,662 Mcfs per day fbe tperiod January 1, 2010 through February 5, 2ah€, a
additional 2,705 Mcfs per day for the period Febyud 2010 through June 30, 2010. These new senaciele
$228,000 to gross margin for the first six montfi2010. During the second quarter of 2009, the sansome
temporarily increased the service, which increaS8MG’s gross margin by $107,000. This temporary increéa
service did not recur in 201
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«  Offsetting the abovementioned increases to grosggimaESNG received notices from two customers hir
intentions not to renew their firm transportaticangce contracts. These contracts expired in Nowr@b09 an
April 2010, decreasing gross margin by $186,000terfirst six months of 2010. A change in certaistomer rate
offset these decreast

Other Operating Expenses

Other operating expenses for the regulated energsnent increased by $19.7 million, or 95 percenthe first six months
2010 compared to the same period in 2009, $19I®mibf which was related to other operating exgsnsf FPUS regulate
energy segment during the period.

Other Developments

The following developments, which are not discusabdve, may affect the future operating resultshef regulated ener
segment:

e In the first half of 2010, we announced two agreet®eo provide natural gas service to industriadtomers i
southern Delaware. The anticipated annual margim fthese services equate to approximately 1,57%ags
residential heating customers once the servicembeghe fourth quarter of 2010 and early 2011e3é service
further extend our natural gas distribution anchdraission infrastructures to serve other potemtigstomers in tr
same are:

« On April 8, 2010, we entered into a Precedent Agred with TETLP to secure firm transportation seeviror
TETLP in conjunction with its new expansion projethe Precedent Agreement provides that, uponfaetiisn o
certain conditions, the parties will execute twanftransportation service contracts, one for oua®eare division an
one for our Maryland division, for 30,000 and 1@OOts/d, respectively, to be effective on the sm
commencement date of the project, currently pretd occur in November 2012. As a result of tlee/ service, ot
Delaware and Maryland divisions will have accessdw supplies of natural gas, providing increasidlsility anc
diversity of supply. This will also provide themditional upstream transportation capacity, whickgsential to me
their current customer demands and to plan foraguasble growth. In conjunction with this projecSREG will build
and operate an eight-mile mainline extension froEBTOP’'s pipeline to ESNG& existing facility to provid
transportation services for the Delaware and Maldivisions at ESNG' current tariff rate for service in that a
ESNC's transmission service is expected to begin in 2
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Unregulated Energy

For the Six Months Ended June 30 2010 2009 Change

(in thousands
Revenue $ 83,88t $ 69,22¢ $ 14,66(
Cost of sale: 63,021 52,23: 10,79¢
Gross margir 20,85¢ 16,99: 3,86¢
Operations & maintenanc 11,35¢ 8,86¢ 2,48¢
Depreciation & amortizatio 1,76 1,031 734
Other taxe: 76¢ 50C 26¢
Other operating expens 13,88¢ 10,39¢ 3,49(
Operating Incom $ 6,96¢ $ 6,594 $ 37E

Statistical Data — Delmarva Peninsula
Heating degre-days “HDD”):

Actual 2,971 2,92: 48
1C-year average (norme 2,831 2,80( 31
Estimated gross margin per HL $ 3,08: $ 2,46t $ 61€

Gross Margin

Gross margin for our unregulated energy segmene&sed by $3.9 million, or 23 percent, in the fsst months of 201
compared to the same period in 2009. FPuHregulated energy operation, which is primatdypropane distribution operatis
contributed $5.7 million, which included approxiralgt $800,000 generated from customers previouslyeseby Chesapea
and now served by FPU following the integratioroof Florida propane distribution operations.

Our Delmarva propane distribution operation expe@g a decrease in gross margin of $564,000, asudt of the followin
factors:

e Alower margin per gallon during the first six mbatof 2010 compared to the same period in 200%deed gro:
margin by $872,000. Retail margins for the firslf lh 2009 benefited from the $939,000 loss recdrdelate 200
on a swap agreement for the 2008/2009 winterGap-(propane price cap) program. This loss lowénedoropan
inventory costs and, therefore, increased retaigina during the first half of 2009. Retail margiios the first half o
2010 returned to more normal leve

e The addition of 422 community gas system custoraats 1,000 customers acquired in February 2010 dsopthe
purchase of the operating assets of a propanebdittr serving Northampton and Accomack Countie¥irginia
contributed $125,000 and $114,000, respectivelgréss margin during the first half of 20:

«  The remaining change was primarily related to ameiase in other fees of $128,000, as a result mfiraeed growt
and successful implementation of various custorogalty programs, offset partially by the net impatthe colde
weather and decline in n-weathe-related volumes

Our Florida propane distribution operations expaéa an increase in gross margin of $4.9 millioe thuinclusion of FPW¥
propane distribution operations.

Xeron, our propane wholesale marketing operatiapegenced an increase in gross margin of $179¢ifithg the first si
months of 2010 compared to the same period in 208@n benefited from increased propane price diations in early 2010.

During the first six months of 2009, our unreguthteatural gas marketing subsidiary, PESCO, bemkfiem increased st
sales on the Delmarva Peninsula. Although PESCQimged to identify spot sale opportunities on thelrDarva Peninsu
during the first six months of 2010, the decreasgat sales, due primarily to one industrial custormesulted in a decrease
gross margin of $688,000 in the first six month@10 compared to the same period in 2009. Spes sak not predictable a
therefore, are not included in our long-term finahplans or forecasts.
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Other Operating Expenses

Total other operating expenses for the unregulaterigy segment increased by $3.5 million for tlkensdbnths ended June !
2010 compared to the same period in 2009. Otheratipg expenses of FPU during the first six mondis2010 wer
$3.9 million. Excluding FPU, total other operatiegpenses decreased due to a decrease in bad gebsexXor the natural ¢
marketing operations, as a result of expanded tcaadi collection initiatives, and in lower accrufidsincentive compensation

Other

For the Six Months Ended June 30 2010 2009 Change
(in thousands

Revenue $ 5,06¢ $ 5,03¢ $ 31
Cost of sale: 2,44¢ 2,65¢ (217)
Gross margir 2,621 2,37¢ 242
Operations & maintenanc 1,657 2,00¢ (352)
Transactio-related cost 111 1,20¢ (2,099
Depreciation & amortizatio 14& 154 9)
Other taxe: 342 367 (25)
Other operating expens 2,25¢ 3,73¢ (1,479
Operating Income (Los: $ 36€ $ (1,35)) % 1,721

Note: Eliminations are entries required to elim@attivities between business segments from theotidated results

Operating income for the “Othesegment increased by approximately $1.7 milliothim first six months of 2010 comparer
the same period in 2009. Increased operating incboma our advanced information services operatiér®10,000 an
decreased merger-related transaction costs ofrillikn contributed to this increase.

Gross margin

The period-over-period increase in gross margirs®42,000 for our “Other’segment was contributed by our advai
information services operatianincrease in revenue and gross margin from iteepsmnal database monitoring and sur
solution services and higher consulting revenues i@sult of a ning@ercent increase in the number of billable consgltiour:
for the first six months of 2010 compared to thesgeriod in 2009.

Operating expenses

Other operating expenses decreased by $1.5 millidhe first six months of 2010 compared to the esgrariod in 2009. Tt
decrease in operating expenses was attributabigaply to the lower mergerelated costs expensed in the first half of -
compared to the same period in 2009 and the ca#faiconent actions, including layoffs and compemsatadjustment
implemented by the advanced information servicesatn in March, September and October 2009.
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Interest Expense

Our total interest expense increased by approxisn&te5 million or 45 percent, during the first sixonths of 2010, compatr
to the same period in 2009. The primary driverthefincreased interest expense are related to iRBWUding:

* Anincrease in lor-term interest expense of $1.1 million is relatethterest on FP’s first mortgage bond

* Interest expense from a new term loan credit fgcduring the first six months of 2010 was $216,00@/c
series of the FPU bonds, 4.9 percent and 6.85 pesegies, were redeemed by using this new ghamt-tern
loan facility at the end of January 20:

» Additional interest expense of $370,000 is relatethterest on deposits from F’s customers

Offsetting the increased interest expense from KRR lower non-FPU-related interest expense froms@beakes unsecure
senior notes, as the principal balances decreasatdscheduled payments, the absence of any adalitshiortterm borrowing
as a result of the timing of our capital expendituand the increased cash flow generated fromamdoperating activities.

Income Taxes

We recorded an income tax expense of $11.3 miliarthe first six months of 2010, compared to $Gilion for the sam
period in 2009. The increase in income tax expenisearily reflects the higher earnings for the pdriThe effective income t
rate for the six months ended June 30, 2010 is 3&.&ent compared to an effective tax rate of g@i@ent for the same per
in 2009. The decreased effective income tax ragelted from a greater portion of our consolidatesitpx income having be:
generated from entities in states with lower incdmerates, largely as a result of our expansioRlamida operations throu
the merger with FPU.

FINANCIAL PosiTioN, LiQuiDITY AND CAPITAL RESOURCES

Our capital requirements reflect the capitdensive nature of our business and are pringigtributable to investment in n
plant and equipment and retirement of outstandiglagf.dWVe rely on cash generated from operationsi-¢&ion borrowing, ar
other sources to meet normal working capital remménts and to finance capital expenditures.

During the first six months of 2010, net cash pded by operating activities was $57.7 million, caskd in investing activiti
was $15.0 million, and cash used in financing ditis was $36.3 million.

During the first six months of 2009, net cash pded by operating activities was $46.8 million, caskd in investing activiti
was $12.0 million, and cash used in financing ditis was $34.8 million.

As of June 30, 2010, we had four unsecured bams lof credit with two financial institutions, fortatal of $100.0 million, tw
of which totaling $60.0 million are available undemmmitted lines of credit. None of the unsecuradkdlines of credit requir
compensating balances. These bank lines are alaitalprovide funds for our shoirm cash needs to meet seasonal wo
capital requirements and to fund temporarily paiof the capital expenditure program. We are atisreauthorized by ol
Board of Directors to borrow up to $85.0 million gifort-term debt, as required, from these stesrts lines of credit. Advanc
offered under the uncommitted lines of credit arbjact to the discretion of the banks. In additiorthe four unsecured be
lines of credit, we entered into a new credit fcifor $29.1 million with one of the financial itisitions in March 2010. W
borrowed $29.1 million under this new credit fagilfor a term of nine months to finance the eadgiamption of two series
FPU’s secured first mortgage bonds. The outstanbadgnce of shorierm borrowing at June 30, 2010 and December 319,
was $29.1 and $30.0 million, respectively.
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On June 29, 2010, we entered into an agreementonghender to issue up to $36 million in uncolalized senior notes. V
expect to use $29 million of the uncollateralizeshisr notes to permanently finance the redemptibthe FPU bonds. Ti
terms of the agreement require us to issue $2%mitlf the $36 million in uncollateralized seniates committed by the lent
on or before July 9, 2012, with a ¥Bar term at a rate ranging from 5.28 percent 13 fercent based on the timing of
issuance. The remaining $7 million will be issuempto May 3, 2013 at a rate ranging from 5.28cpet to 6.43 percent bas
on the timing of the issuance.

We have originally budgeted $53.9 million for capiexpenditures during 2010. As a result of corgthgrowth, expansi
opportunities and timing of capital projects, wergmased our capital spending projection for 2019610.9 million. This amou
includes $55.5 million for the regulated energyrsegt, $2.7 million for the unregulated energy seginand $2.7 million fc
the “Other”segment. The amount for the regulated energy segimelndes estimated capital expenditures for tiewing:
natural gas distribution operation ($23.7 milliongtural gas transmission operation ($28.4 milliany electric distributic
operation ($3.4 million) for expansion and improwehof facilities. The amount for the unregulategtrgy segment includ
estimated capital expenditures for the propangibigion operations for customer growth and reptaest of equipment. Tl
amount for the “Other'segment includes an estimated capital expenditifey®2,000 for the advanced information serv
operation, with the remaining balance for otheregahplant, computer software and hardware. We @xefund the 201
capital expenditures program from shtatm borrowing, cash provided by operating actgtiand other sources. The ca
expenditures program is subject to continuous ve\daad modification. Actual capital requirements mayy from the abo\
estimates due to a number of factors, includinghghy economic conditions, customer growth in éxgstareas, regulatic
new growth or acquisition opportunities and avalighof capital.

Capital Structure

The following presents our capitalization, exclglshort-term borrowing, as of June 30, 2010 ancebdxer 31, 2009:

June 30, December 31
(in thousands 2010 2009
Long-term debt, net of current maturiti $ 97,55¢ 3% $ 98,81 32%
Stockholder' equity 222,68t 70% 209,78: 68%
Total capitalization, excluding sh-term debt $ 320,24 10% $ 308,59! 10(%

At June 30, 2010, common equity represented 7Cepermaf total capitalization, excluding sheetrm borrowing, compared
68 percent at December 31, 2009. If short-termdwarrg and the current portion of lotgkrm debt were included in to
capitalization, the equity component of our capitlon would have been 62 percent at June 30, ,28diipared to 56 perct
at December 31, 2009.

We remain committed to maintaining a sound cagitaicture and strong credit ratings to providefthancial flexibility neede
to access capital markets when required. This comemt, along with adequate and timely rate rel@f éur regulate
operations, is intended to ensure our ability toaat capital from outside sources at a reasonetdt. We believe that t
achievement of these objectives will provide besedb our customers, creditors and investors.
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Cash Flows Provided By Operating Activities

Cash flows provided by operating activities werdaiepws:

For the Six Months Ended June 30, 2010 2009

(in thousands
Net Income $ 17,31« $ 9,39¢
Non-cash adjustments to net inco 15,90( 11,46¢
Changes in assets and liabilit 24,49 25,95¢

Net cash provided by operating activities $ 57,70¢ $ 46,82(

During the six months ended June 30, 2010 and 2009¢ash flow provided by operating activities vi#&.7 million an
$46.8 million, respectively, a period-ovperiod increase of $10.9 million. The increase dstcflow provided by operati
activities was due primarily to the following:

* Netincome increased by $7.9 million due to comsiilon of FPU and lower mer¢related costs

* Non-cash adjustments increased by $4.4 million, duegmily to higher depreciation and amortization agsult o
the FPU merger and changes in unrealized gaineass commodity contract

* Net cash flows from income taxes receivable deeckdy $3.9 million due to large tax refunds recdiderring thi
first half of 2009.

*  Net cash flows from the changes in regulatory adsatilities decreased by approximately $1.3 wiili primarily as
result of lower ove-collection of fuel costs from re-payers.

e Net cash flows from changes in inventory decredsedpproximately $1.6 million due primarily to imarsed propa
commodity costs

e Partially offsetting these decreases were increasetd cash flows from customer deposits and refuhy
approximately $2.9 million primarily from a largepbsit, which we required from a new industrialtooser for ou
Delmarva natural gas distribution operatic

Cash Flows Used in Investing Activities

Net cash flows used in investing activities tota$ddb.0 million and $12.0 million during the six nmba ended June 30, 2(
and 2009, respectively. Cash utilized for capitgpenditures was $14.3 million and $12.0 million foe first six months 1
2010 and 2009, respectively. Additions to propegotant and equipment in the first six months of @@icluded $3.5 million ¢
FPU’s capital expenditures. We also paid $310,000 ef$#B00,000 in total consideration for the purchafseertain propar
assets from a propane distributor during the §issimonths of 2010.

Cash Flows Used by Financing Activities

Cash flows used in financing activities totaled B3@illion and $34.8 million for the first six mdm of 2010 and 20C
respectively. Significant financing activities edted in the change in cash flows used by finanauttyities are as follows:

. During the first six months of 2010, we repaigegximately $30.0 million of our shoterm borrowings related
working capital, compared to net repayments of @3dillion in the first six months of 2009, as wengeated hight
amounts of cash from operating activiti

. In January 2010, we borrowed $29.1 million fromr ghort-term credit facilities to redeem two ser@f FPU%
secured first mortgage bonds prior to their respeanaturities. We paid $28.9 million, includingefeand penaltie
related to the redemptio

e We paid $5.4 million and $3.8 million in cash digils for the six months ended June 30, 2010 an®,
respectively. Dividends paid in the first six mogttf 2010 increased as a result of growth in theuatized dividen
rate and in the number of shares outstanc
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Off-Balance Sheet Arrangements

We have issued corporate guarantees to certainovenaf our subsidiaries, primarily the propane welsale marketir
subsidiary and the natural gas marketing subsidiingse corporate guarantees provide for the payofg@ropane and natu
gas purchases in the event of the respective dabsildefault. None of these subsidiaries have eveuttetl on its obligatior
to pay its suppliers. The liabilities for these ghases are recorded in our financial statementswimirred. The aggregi
amount guaranteed at June 30, 2010 was $22.5 milliith the guarantees expiring on various dateXOihl.

In addition to the corporate guarantees, we hasges a letter of credit to our primary insurancepany for $725,000, whi
expires on August 31, 2010. The letter of crediprisvided as security to satisfy the deductibledenrour various insuran
policies. There have been no draws on this letteredit as of June 30, 2010, and we do not ardteiphat this letter of cre
will be drawn upon by the counterparty in the fetur

We provided a letter of credit for $526,000 undee Precedent Agreement with TETLP. The letter efitris expected
increase quarterly as TETLP’s pre-service costseames. The letter of credit will not exceed mdrentthe threeaontt
reservation charge under the firm transportationise contracts, which we currently estimate t&Bel million.

Contractual Obligations

There have not been any material changes in theamtnal obligations presented in our 2009 Annuapdétt on Form 10k,
except for commodity purchase obligations and fedwveontracts entered into in the ordinary courseowf business. Tl
following table summarizes the commodity and fordvaontract obligations at June 30, 2010.

3-5 More than
Purchase Obligations Less than 1 yea 1-3years years 5 years Total
(in thousands
Commodities® @) $ 36,55¢ % 134 % — 3 — $ 36,69
Propane@ 23,23¢ — — — 23,23¢
Total Purchase Obligatiot $ 59,79  $ 134 $ — 3 — $ 59,92¢

@) In addition to the obligations noted above, theurstgas distribution, the electric distributiondapropane distributic
operations have agreements with commodity suppieishave provisions with no minimum purchase iequents. Thel
are no monetary penalties for reducing the amgumtshased; however, the propane contracts allowupgliers to redu
the amounts available in the winter season if waalgpurchase specified amounts during the sumesson. Under the
contracts, the commaodity prices will fluctuate asrket prices fluctuate

(@ We have also entered into forward sale contiadise aggregate amount of $11.7 million. See Rdtgm 3, ‘Quantitativt
and Qualitative Disclosures about Market " below, for further informatior

® In March 2009, we renewed our contract with an gnenarketing and risk management company to maagggtion o
our natural gas transportation and storage capalitgre were no material changes to the congdetms, as reported
our 2009 Annual Report on Form-K.

Environmental Matters

As more fully described in Note 4, “Commitments abdntingencies,to these unaudited condensed consolidated fin:
statements in this Quarterly Report on FormQ@,0ne continue to work with federal and state emvinental agencies to ass
the environmental impact and explore correctivéoacat seven environmental sites. We believe thatré costs associated w
these sites will be recoverable in rates or throsligring arrangements with, or contributions blieotesponsible parties.

OTHER MATTERS
Rates and Regulatory Matters

Our natural gas distribution operations in Delawadvaryland and Florida and electric distributioneogtion in Florida ai
subject to regulation by their respective PSC; ES8I&ubject to regulation by the FERC; and Penam&ipeline Company, Ir
(“PIPECO") is subject to regulation by the Florida PSC. Atel3@0, 2010, we were involved in rate filings andiegulaton
matters in each of the jurisdictions in which weegte. Each of these rates or regulatory mattefidlisdescribed in Note -
“Commitments and Contingenciesd these unaudited condensed consolidated finastzEitdments in this Quarterly Report
Form 10-Q.
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Competition

Our natural gas and electric distribution operatiamd our natural gas transmission operation campéh other forms (
energy including natural gas, electricity, oil apgbpane. The principal competitive factors are er@nd, to a lesser exte
accessibility. Our natural gas distribution opemasi have several large@lume industrial customers that are able to usé¢ dil
as an alternative to natural gas. When oil pricedide, these interruptible customers may convemik to satisfy their fue
requirements, and our interruptible sales volumay atecline. Oil prices, as well as the prices dfeotfuels, fluctuate for
variety of reasons; therefore, future competitiamditions are not predictable. To address this uaitgy, we use flexibl
pricing arrangements on both the supply and sédes ®f this business to compete with alternatiwd price fluctuations. As
result of the natural gas transmission operati@oisversion to open access and Chesapsdietida natural gas distributi
division’s restructuring of its services, these businesags khifted from providing bundled transportatiowl @ales service
providing only transmission and contract storageises. Our electric distribution operation curtgrdoes not face substan
competition as the electric utility industry in Rita has not been deregulated. In addition, natgeal is the only viab
alternative fuel to electricity in our electric g&e territories and is available only in a smada

Our natural gas distribution operations in Delawafaryland and Florida offer unbundled transpootatservices to certe
commercial and industrial customers. In 2002, Cheakes Florida natural gas distribution division extethideich service
residential customers. With such transportationiseravailable on our distribution systems, we @mpeting with thirdparty
suppliers to sell gas to industrial customers. Wéispect to unbundled transportation servicescompetitors include interst:
transmission companies, if the distribution custarere located close enough to a transmission coy®ipeline to mak
connections economically feasible. The customeriskitare usually large volume commercial and itidaiscustomers with tf
financial resources and capability to bypass oustiexg distribution operations in this manner. lartain situations, ol
distribution operations may adjust services andsrdor these customers to retain their business.e¥yect to continue
expand the availability of unbundled transportasenvice to additional classes of distribution oastrs in the future. We he
also established a natural gas marketing operatidAorida, Delaware and Maryland to provide suelvie to custome
eligible for unbundled transportation services.

Our propane distribution operations compete withessl other propane distributors in their respectijeographic marke
primarily on the basis of service and price, emiag responsive and reliable service. Our competigenerally include loc
outlets of national distributors and local indepamddistributors, whose proximity to customers gsit@awer costs to provic
service. Propane competes with electricity as arggnsource, because it is typically less expentiae electricity, based
equivalent BTU value. Propane also competes withénbeating oil as an energy source. Since natasahgs historically be
less expensive than propane, propane is generallydistributed in geographic areas served by nhtgas pipeline ¢
distribution systems.

The propane wholesale marketing operation compag@inst various regional and national marketersyyn@ which hav
significantly greater resources and are able taiolgrice or volumetric advantages.

The advanced information services business facgsifisant competition from a number of larger cortioes having
substantially greater resources available to thieam tdoes the Company. In addition, changes in thvareced informatic
services business are occurring rapidly, and cadlkrsely affect the markets for the products aglices offered by the
businesses. This segment competes on the basishofdlogical expertise, reputation and price.

Inflation

Inflation affects the cost of supply, labor, prottuand services required for operations, maintemand capital improvemer
While the impact of inflation has remained low gtent years, natural gas and propane prices ajecstd rapid fluctuation
In the regulated natural gas and electric distidmubperations, fluctuations in natural gas andtelgty prices are passed or
customers through the fuel cost recovery mechamiswur tariffs. To help cope with the effects oflation on our capit:
investments and returns, we seek rate increasas riegulatory commissions for our regulated openatiand closely monit
the returns of our unregulated business operatibascompensate for fluctuations in propane gaseprieve adjust propa
selling prices to the extent allowed by the market.
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Recent Authoritative Pronouncements on Financial Rgorting and Accounting

Recent accounting developments and their impadusriinancial position, results of operations aadttflows are described
the Recent Accounting Pronouncements section oé Not'Summary of Accounting Policiestd these unaudited conden
consolidated financial statements in this QuartBdyort on Form 10-Q.

Item 3. Quantitative and Qualitative Disclosures abut Market Risk

Market risk represents the potential loss arisitognf adverse changes in market rates and priceg-tsesm debt is subject
potential losses based on changes in interest. r@@s long-term debt consists of fixeate senior notes, secured debt
convertible debentures. All of our long-term debfikedrate debt and was not entered into for trading @sgp. The carryit
value of longterm debt, including current maturities, was $108&illion at June 30, 2010, as compared to a faluevea!
$121.3 million, based on a discounted cash flowhodtlogy that incorporates a market interest fad¢ is based on publist
corporate borrowing rates for debt instruments vdtmilar terms and average maturities with adjustis:i€for duratior
optionality, credit risk, and risk profile. We euate whether to refinance existing debt or permgyeefinance existing short-
term borrowing, based in part on the fluctuatiomiterest rates.

Our propane distribution business is exposed tketaisk as a result of propane storage activdied entering into fixed pri
contracts for supply. We can store up to approx@hgaiour million gallons (including leased storagied rail cars) of propa
during the winter season to meet our customeesk requirements and to serve metered customecse&ses in the wholes
price of propane may cause the value of storedgm®po decline. To mitigate the impact of pricefliations, we have adop
a Risk Management Policy that allows the proparstridution operation to enter into fair value heslge other econom
hedges of our inventory.

Our propane wholesale marketing operation is aygarhatural gas liquids forward contracts, priftyapropane contracts, wi
various thirdparties. These contracts require that the propdresale marketing operation purchase or sell abgas liquid
at a fixed price at fixed future dates. At expati the contracts are settled by the delivery afinah gas liquids to us or t
counter-party or “booking outthe transaction. Booking out is a procedure foaficially settling a contract in lieu of
physical delivery of energy. The propane wholesadgketing operation also enters into futures catdréhat are traded on -
New York Mercantile Exchange. In certain cases,ftlieres contracts are settled by the payment agipe of a net amou
equal to the difference between the current mapkiee of the futures contract and the original cactt price; however, th
may also be settled by physical receipt or deliwdrgropane.
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The forward and futures contracts are entered fatotrading and wholesale marketing purposes. Thapane wholesa
marketing business is subject to commaodity prisk on its open positions to the extent that mgpkiees for natural gas liqui
deviate from fixed contract settlement prices. Markisk associated with the trading of futures dodvard contracts
monitored daily for compliance with our Risk Managmnt Policy, which includes volumetric limits fopen positions. T
manage exposures to changing market prices, opg&tigne are marked up or down to market pricesrantbwed daily by ot
oversight officials. In addition, the Risk Manageth€ommittee reviews periodic reports on marketd #ire credit risk ¢
counterparties, approves any exceptions to the Risk Mamage Policy (within limits established by the BoarfiDirectors
and authorizes the use of any new types of costr@uantitative information on forward and futucesitracts at June 30, 2(
is presented in the following tables.

Quantity in Estimated Market Weighted Average

At June 30, 2010 Gallons Prices Contract Prices
Forward Contracts
Sale 10,962,000 $0.9750— $1.1912! $ 1.067¢
Purchast 10,710,000 $0.9750— $1.1825( $ 1.051(

Estimated market prices and weighted average cohpaces are in dollars per gallol
All contracts expire by the end of the first qua&2011.

At June 30, 2010 and December 31, 2009, we matiesktforward contracts to market, using markessetions in either tl
listed or OTC markets, which resulted in the foliogvassets and liabilities:

June 30, December 31
(in thousands 2010 2009
Mark-to-market energy asse $ 814 $ 2,37¢
Mark-to-market energy liabilitie $ 574 $ 2,51«

Item 4. Controls and Procedures
Evaluation of Disclosure Controls and Procedures

The Chief Executive Officer and Chief Financial iofir of the Company, with the participation of atl@ompany officials
have evaluated our “disclosure controls and pro@=iu(as such term is defined under Rules 13a-1&(&) 15di5(e)
promulgated under the Securities Exchange Act &41%s amended) as of June 30, 2010. Based upbretlzuation, th
Chief Executive Officer and Chief Financial Officemncluded that our disclosure controls and proeesiwere effective as
June 30, 2010.

Changes in Internal Control Over Financial Reporting

During the quarter ended June 30, 2010, there washange in our internal control over financialagjng that has materia
affected, or is reasonably likely to materiallyesftf, our internal control over financial reporting.

On October 28, 2009, the merger between ChesapaatteFPU was consummated. We are currently in tloeegs ¢
integrating FPU’s operations and have not incluBBtd)’s activity in our evaluation of internal controlesfinancial reporting
FPU's operations will be included in our assessmentrapdrt on internal control over financial repogtias of December &
2010.
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PART Il — OTHER INFORMATION
Item 1. Legal Proceedings

As disclosed in Note 4, “Commitments and Contingesit of these unaudited condensed consolidated fin¢
statements in this Quarterly Report on Form@,0~e are involved in certain legal actions andna$aarising in th
normal course of business. We are also involveddrtain legal and administrative proceedings bef@gou:s
governmental or regulatory agencies concerningsrael other regulatory actions. In the opinion ahagement, tt
ultimate disposition of these proceedings and daimill not have a material effect on our condensedsolidate
financial position, results of operations or cdsts.

Item 1A. Risk Factors

Our business, operations, and financial conditiom subject to various risks and uncertainties. Tikk factor:
described in Part I, “Item 1A. Risk Factors” in odinnual Report on Form 1H-for the year ended December
2009 and in Part Il, Item 1A, “Risk Factors” in oQuarterly Report on Form 1Q-for the quarter ended March
2010, should be carefully considered, together with other information contained or incorporatedréference i
this Quarterly Report on Form X@-and in our other filings with the SEC in connentivith evaluating the Compal
our business and the forwalabking statements contained in this Report. Addil risks and uncertainties

presently known to us or that we currently deem atemal also may affect the Company. The occurrericany o
these known or unknown risks could have a matedakrse impact on our business, financial conditom resull
of operations.

Item 2. Unregistered Sales of Equity Securities andse of Proceeds

Total Total Number of Shares Maximum Number of
Number of Average Purchased as Part o Shares That May Yet Be
Shares Price Paid Publicly Announced Plan: Purchased Under the Plan

Period Purchasec per Share or Programs () or Programs (@)
April 1, 2010 through April 30, 201 301 $ 30.0¢ — —
May 1, 2010 through May 31, 20: — $ — — —
June 1, 2010 through June 30, 2I — $ — — —
Total 301 $ 30.0¢ — —

(1) Chesapeake purchased shares of stock on the opdetrfar the purpose of reinvesting the dividenddmferred stoc
units held in the Rabbi Trust accounts for cerfairectors and Senior Executives under the Defe@enhpensation Pla
The Deferred Compensation Plan is discussed irl detklem 8 under the heading\Nbtes to the Consolidated Finan
Statements — Note M, Employee Benefit Plans” of leorm 10K filed with the Securities and Exchange Commissio
March 8, 2010. During the quarter, 301 shares wperehased through the reinvestment of dividendsleferred stoc
units.

(@  Except for the purposes described in FootnoteGhgsapeake has no publicly announced plans orgregto repurcha
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 Incorpora

31.1 Certificate of Chief Executive Officer of Chesapeaktilities Corporation pursuant to Rule 13a-14(adler
the Securities Exchange Act of 1934, dated Augu20%0.

31.2 Certificate of Chief Financial Officer of Chesapedltilities Corporation pursuant to Rule 13a-14(afler
the Securities Exchange Act of 1934, dated Augu20%0.

32.1 Certificate of Chief Executive Officer of Chesapeaktilities Corporation pursuant to 18 U.S.C.
Section 1350, dated August 5, 20

32.2 Certificate of Chief Financial Officer of Chesapedltilities Corporation pursuant to 18 U.S.C.
Section 1350, dated August 5, 20
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SIGNATURES

Pursuant to the requirements of the Securities &xgé Act of 1934, the registrant has duly causisdréport to be signed on
behalf by the undersigned, thereunto duly authdrize

CHESAPEAKE UTILITIES CORPORATION

/s/ BETH W. COOPER

Beth W. Cooper
Senior Vice President and Chief Financial Offi

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 corporatioraniged and existing under the laws of the Stafeeddware, hereby
certifies as follows:

1. The name of the Corporation is CHESAPEAKE UTIIHE CORPORATION. The date of filing the Corporat®n
original Certificate of Incorporation with the Setary of State of the State of Delaware was NoverhBe1947.

2. This amended and restated Certificate of Inaaipan restates and integrates and further amdvwd€értificate of
Incorporation of this Corporation.

3. The text of the Certificate of Incorporationtbé Corporation as amended or supplemented heretafa herewith is
hereby restated to read as herein set forth in full

FIRST : The name of the Corporation is CHESAPEAKE UTILEH CORPORATION.

SECOND: The address of its registered office in the Stéteelaware is 2711 Centerville Road, Suite 46Ghe
City of Wilmington, County of New Castle, Delawdr®808. The name of its registered agent at sucteasds
Corporation Service Company.

THIRD : The nature of the business, or objects or puptisbe transacted, promoted or carried on are:

To produce, transmit, distribute and sell natural mmanufactured gas; to construct, maintain andatg@evorks for
the supply and distribution of electricity for elec lights, heat or power; to supply and distributater; to transport and
store oil; and to produce and distribute steamt &ed power; in each case to or for all personspaces, public and
private, where it may be desired, and to carrylbactivities and businesses that are usually oy beaconveniently carrie
on by a company in such business or that are intatléo such business; and




To supply in any manner light, heat, steam, energyower to the public; to explore, impound, depelacquire and
transport natural resources incident to the abtated businesses; and to supply, maintain andcgeeguipment and
systems incident to the above-stated businessds; an

In general, to engage in any lawful act or actifitywhich corporations may be organized underGkeeral
Corporation Law of the State of Delaware.

The objects and purposes specified in the foregdimgses shall, except where otherwise expressedenimited or
restricted by reference to each other but shalegarded as separate, independent businesses rpod ¢ai

FOURTH : The total number of shares of all classes ofkstatich the Corporation shall have authority taesss
Twenty Seven Million (27,000,000) shares of whiakehty Five Million (25,000,000) shares shall be @oom Stock
having a par value of forty-eight and two-thirdsitse($.48 2/3) per share, and Two Million (2,00@p8hares shall be
Preferred Stock having a par value of one cend@(er share.




The express terms and provisions of the sharesifitaband designated as the Preferred Sharesapsr $0.01, are
as follows:

A) General—Preferred Stock

(1) Authority to Issue in SeriesThe Board of Directors is authorized, subjedirtotations prescribed by the
General Corporation Law of the State of Delawaygyrbvide for the issuance of the Preferred Sharssries, and by
filing a certificate pursuant to the General Cogtimm Law of the State of Delaware, to establisimftime to time the
number of shares to be included in such seriestafid the designations, powers, preferences afative, participating ¢
other special rights of the shares of each sudbssemd the qualifications, limitations or redtdns thereof;

(2) Terms. The authority of the Board of Directors with respto each series of Preferred Shares shall iaclud
but not be limited to, determination of the follagi

(a) The number of shares constituting that semnestlae distinctive designation of that series dedstated
value thereof, if any, if different from the parwa thereof;

(b) The dividends, if any, payable on the sharabaif series, whether dividends shall be cumulatine, if
so, from which date or dates, and the preferefieyi, or relation which such dividends shall bethe dividends payak
on any shares of stock of any other class or amgrateries of any class;




(c) Whether that series shall have voting rightpawer, in addition to the voting rights provideg|bw,
and, if so, the terms of such voting rights;

(d) Whether or not that series shall have convarsicexchange privileges, and, if so, the terms and
conditions of such conversion, including provisfonadjustment of the conversion rate in such evastthe Board of
Directors shall determine;

(e) Whether or not the shares of that series blealedeemable, and, if so, the terms and conditibeach
redemption, including the date upon or date afteicivthey shall be redeemable, and the amounthaee payable in case
of redemption, which amount may vary under différ@nditions and at different redemption dates;

(f) Whether that series shall have a sinking fumrdtfie redemption or purchase of shares of th&send,
if so, the terms and amount of such sinking fund;

(g) The rights of the shares of that series inethent of voluntary or involuntary liquidation, didstion or
winding up of the Corporation, and the relativentgyof priority, if any, of payment of the shardstmt series;




(h) The limitations and restrictions, if any, to &féective while any shares of such series aretandéng
upon the payment of dividends or the making of otlistributions on, and upon the purchase, redempir other
acquisition by the Corporation of, the Common Stockhares of stock of any other class or any atbges of this class;

(i) The conditions or restrictions, if any, upor ttreation of indebtedness of the Corporation onupe
issue of any additional stock, including additioslares of such series or of any other seriesotlthss or of any other
class; and

()) Any other voting powers, designations, prefees) and relative, participating optional or othgecial
rights, or qualifications, limitations or restrigtis thereof, of the shares of such series; in eas#, to the full extent now
hereafter permitted by the laws of the State ofilxake.




B) Series A Participating Cumulative Preferred &toc

The Board of Directors adopted and approved thatione of a series of Preferred Stock designaté®adges A
Participating Cumulative Preferred Stock” whichisgeiof Preferred Stock was originally created ughanfiling of a
Certificate of the Voting Powers, Designation, Brefices and Relative Participating Common OptiandlOther Special
Rights and Qualifications, Limitations, or Restiocis of Series A Participating Cumulative Prefer&tdck with the
Secretary of State of the State of Delaware on Augg, 1999. The Series A Participating CumulaBveferred Stock has
voting powers, designations, preferences, andivelgtarticipating optional or other special righis qualifications
limitations or restrictions as follows:

(1) Designation, Par Value and Amourithe shares of such series shall be designatttkags A Participating
Cumulative Preferred Stock” (hereinafter referreés “Series A Preferred Stock”), par value of $p6r share. The
number of shares initially constituting such seskall be 200,000; provided, however, that, if mitvian a total of 200,000
shares of Series A Preferred Stock shall be issugtibn the exercise of Rights (the “Rights”) isspatsuant to the Rights
Agreement, dated as of August 20, 1999, betweeg tinporation and Bank Boston, N.A., as Rights Adastamended
from time to time, the “Rights Agreement”), the Boa@f Directors of the Corporation, pursuant tot®ec151(g) of the
General Corporation Law of the State of Delawahallslirect by resolution or resolutions that atifieate be properly
executed, acknowledged, filed and recorded in @esare with Section 103 thereof providing for th@alttaumber of shar:
of Series A Preferred Stock authorized to be issodx® increased (to the extent that the Certdicditincorporation then
permits) to the largest number of whole sharesn@ed up to the nearest whole number) issuable epertise of the
Rights.




(2) Dividends and Distributions

(a) Subject to the prior and superior rights ofhiéders of any shares of any other series of RefeStock
and any other class of equity securities of thep@ation ranking prior and superior to the shafeSeasies A Preferred
Stock with respect to dividends, the holders ofsbaf Series A Preferred Stock shall be entittedkteive, when, as and
if declared by the Board of Directors, out of asdegally available for the purpose, quarterly diénids payable in cash on
the first business day of September, December, Mand June in each year (each such date beinga@feer herein as a
“Quarterly Dividend Payment Date”), commencing ba first Quarterly Dividend Payment Date after first issuance of
a share of fraction of a share of Series A Prefie8tck, in an amount per share (rounded to theeseeent) equal to the
greater of (i) $12.50 or (ii) the Formula Numbenéis the aggregate

per share amount of all cash dividends declareth@Common Stock, par value $0.48 2/3 per shardeo€orporation
(the “Common Stock”), since the immediately preogdQuarterly Dividend Payment Date, or, with respeche first
Quarterly Dividend Payment Date, since the firstizmce of any share or fraction of a share of SériBreferred Stock. |
addition, if the Corporation shall pay any dividesrdnake any distribution on the Common Stock payabassets,
securities or other forms of noncash considergitimer than dividends or distributions solely ims#s of Common Stocl
then, in each such case, the Corporation shalll&meously pay or make on each outstanding whaeestf Series A
Preferred Stock a dividend or distribution in Ikied in an amount equal to such dividend or disttitn on each share of
the Common Stock multiplied by the Formula Numi#er used herein, the “Formula Number” shall be 50yjled,
however, that, if at any time after August 20, 199@ Corporation shall (i) declare or pay anydkrid on the Common
Stock payable in shares of Common Stock or makedetgibution on the Common Stock in shares of Camr8tock,

(i) subdivide (by a stock split or otherwise) thatstanding shares of Common Stock into a largerbar of shares of
Common Stock, or (iii) combine (by a reverse stsght or otherwise) the outstanding shares of Com&imck into a
smaller number of shares of Common Stock, themdah such event the Formula Number shall be adjustachumber
determined by multiplying the Formula Number ineeffimmediately prior to such event by a fracti@), the numerator




of which is the number of shares of Common Stoek #ine outstanding immediately after such event(Bhthe
denominator of which is the number of shares of @@m Stock that are outstanding immediately pricsuoh event (and
rounding the result to the nearest whole number);@ovided further, that, if at any time after Awsg20, 1999, the
Corporation shall issue any shares of its capitalksin a merger, reclassification, or change efdhtstanding shares of
Common Stock, then, in each such event the ForMulaber shall be appropriately adjusted, as necgsgareflect such
merger, reclassification or change so that eactestfaPreferred Stock continues to be the econemitvalent of a
Formula Number of shares of Common Stock prioutthanerger, reclassification or change.

(b) The Corporation shall declare a dividend otriiation on the Series A Preferred Stock as predith
paragraph (a) above immediately prior to or atsifi@e time it declares a dividend or distributiorttmnCommon Stock
(other than a dividend or distribution payablelares of Common Stock), and in which case the dedate for the
determination of holders of shares of Series Adtrefl Stock entitled to receive a dividend or distion declared therec
shall be the same date as the record date for@ngsponding dividend or distribution on the Comn$tack.




(c) Dividends shall begin to accrue and be cumgatin outstanding shares of Series A PreferredkStoc
from and after the Quarterly Dividend Payment Daggt preceding the date of original issue of sures of Series A
Preferred Stock, unless the date of issue is aalegethe record date for the determination ofleod of shares of Series A
Preferred Stock entitled to receive a quarterlydgimd, in which event such dividends shall begiadorue and be
cumulative from the first Quarterly Dividend Paym®&ate following the date of issue. Accrued by udphvidends shall
not bear interest. Dividends paid on the share&eoies A Preferred Stock in an amount less thatothéamount of such
dividends at the time accrued and payable on suates shall be allocated pro rata on a share-le $fzsis among all
such shares at the time outstanding. Except asvateeprovided in paragraph (b) of this subpar2Bté this
Article Fourth, the Board of Directors may fix a&oed date for the determination of holders of shafeSeries A Preferred
Stock entitled to receive payment of a dividendlistribution declared thereon, which record datdldie not more than
50 days or less than 10 days prior to the datal figethe payment of such dividend or distribution.

(3) Voting Rights. The holders of shares of Series A Preferred S¢bek have the following voting rights:

(a) Except as otherwise provided in paragraphf(thie subpart B.(3) to this Article Fourth and palt B.
(11) to this Article Fourth or as is required bw/ahe holders of shares of Series A PreferredkSaod the holders of
shares of Common Stock shall vote together as laiss tor the election of directors and on all ottmatters submitted to a
vote of stockholders of the Corporation.

(b) Each share of Series A Preferred Stock shéllethe holder thereof to one vote on all matters
submitted to the vote of the holders of Series éfétred Stock except that, when voting as a sidigles with the holders
of the Common Stock, each share of Series A Pexfestock shall entitle the holder to a number aés@qual to the
Formula Number then in effect.




(c) (i) If, on the date used to determine stockbdbf record for any meeting of stockholders far t
election of directors, a default in preference diivids (as defined in subparagraph (iv) below) erSteries A Preferred
Stock shall exist, the holders of the Series Aé&refl Stock shall have the right, voting as a (lesaddition to voting
together with the holders of Common Stock for tleeton of directors of the Corporation), to elegbd directors (each a
“Preferred Director”). Such right may be exercigddlat any meeting of stockholders for the electidulirectors or (B) at
a meeting of the holders of Series A PreferrediStadled for the purpose in accordance with theldys of the
Corporation, and shall continue until all such clative dividends (referred to above) shall haverbeaid in full.

(il) Each Preferred Director shall continue to geas a Preferred Director for a term of one year,
except that upon any termination of the right dhalders of shares of Series A Preferred Stockote as a class for
Preferred Directors, the term of office of eachfé@med Director shall terminate. Any Preferred DBt may be removed
by, and shall not be removed except by, the vote@holders of record of a majority of the outsliag shares of Series A
Preferred Stock then entitled to vote for the ébecof directors, present (in person or by proxy) &oting together as a
single class (A) at a meeting of the stockhold@}$at a meeting of the holders of Series A Pref@i$tock called for the
purpose in accordance with the By-laws of the Cafion, or (C) by a written consent signed by tb&lars of a majority
of then outstanding shares of Series A Preferredk3ten entitled to vote for the election of dices.
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(iii) So long as a default in any preference divide on the Series A Preferred Stock shall exist
(A) any vacancy in the office of a Preferred Dioeanay be filled (except as provided in the follagiclause (B) by an
instrument in writing signed by the remaining Predd Director and filed with the Corporation or (B)the case of the
removal of any Preferred Director, the vacancy toayilled by the vote or written consent of thedwak of a majority of
the outstanding shares of Series A Preferred Steak entitled to vote for the election of directatsuch time as the
removal shall be effected. Each director appoiatedforesaid by the remaining Preferred Directall §te deemed, for all
purposes hereof, to be a Preferred Director. Whemawefault in preference dividends on the S&iseferred Stock
ceases to exist, then the number of directors itatisy the Board of Directors of the Corporatidral be reduced by two.

(iv) A * default in preference dividendson the Series A Preferred Stock shall be deembdye
occurred whenever the amount of cumulative and idngimidends on the Series A Preferred Stock dimkquivalent to
six full quarterly dividends or more (whether ott konsecutive), and having so occurred, such desaall be deemed to
exist thereafter until, but only until, all cumulat dividends on all shares of the Series A Prete8tock then outstanding
shall have been paid through the last Quarterlydeivd Payment Date.
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(d) Except as set forth in this subpart B.(3) is #hrticle Fourth and subpart B.(11) to this Aridfourth
and as otherwise required by applicable law, heldéiSeries A Preferred Stock shall have not speoiing rights and
their consent shall not be required (except taetttent they are entitled to vote with the holddr€ommon Stock as set
forth herein) to authorize the taking of any cogieraction.

(4) Certain Restrictions

(a) Whenever quarterly dividends or other divideaddistributions payable on the Series A Preferred
Stock, as provided in subpart B.(2) to this ArtiElgurth, are in arrears, thereafter and until a@raed and unpaid
dividends and distributions, whether or not dedamn shares of Series A Preferred Stock outstgrehall have been pe
in full, the Corporation shall not (i) declare @aypdividends, or make any other distributions arredeem, purchase or
otherwise acquire for consideration, any sharesaifk ranking junior (either as to dividends or miquidation,
dissolution or winding up of the Corporation) t@ tBeries A Preferred Stock; (ii) declare or payd#imds, or make any
other distributions on any shares of stock ranking parity (either as to dividends or upon ligtimia dissolution or
winding up of the Corporation) with the Series Aferred Stock, except dividends paid ratably onSbees A Preferred
Stock and all such parity stock on which divideads payable or in arrears in proportion to thel @mtaounts to which the
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holders of all such shares are then entitled;r@i@deem, purchase or otherwise acquire for coraidershares of any stock
ranking on a parity (either as to dividends or upguidation, dissolution or winding up of the Coration) to the Series A
Preferred Stock, provided that the Corporation aiagny time redeem, purchase or otherwise acgb@es of any such
parity stock in exchange for shares of any stodkefCorporation ranking junior (both as to dividerand upon
dissolution, liquidation or winding up) to the SexiA Preferred Stock; or (iv) purchase or othenaisguire for
consideration any shares of Series A PreferredkSt@ept in accordance with a purchase offer niradeiting or by
publication (as determined by the Board of Diregfdo all holders of shares of Series A PreferrediSupon such terms
as the Board of Directors determines.

(b) The Corporation shall not permit any subsidiafiyhe Corporation to purchase or otherwise aegiar
consideration any shares of stock of the Corpanatidess the Corporation could, under paragrapbf(tiis subpart B.(4)
to this Article Fourth, purchase or otherwise aoggiich shares at such time and on the same terms.

(5) Reacquired Shareg\ny shares of Series A Preferred Stock purchasedherwise acquired by the
Corporation in any manner whatsoever shall beegtind cancelled promptly after the acquisitiomebg All such shares
shall upon their cancellation become authorizedubigsued shares of Preferred Stock, and may §sues as part of a
new series of Preferred Stock in accordance wightartificate of Incorporation and applicable law.
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(6) Liquidation, Dissolution or Winding Up

(a) Subject to the prior and superior rights ofdeos of any shares of any other series of Pref&teck an
any other class of equity securities of the Corianaranking prior and superior to the shares afeSeA Preferred Stock,
upon a liquidation, dissolution or winding up (votary or otherwise) of the Corporation, the hold&rshares of Series A
Preferred Stock shall be entitled to receive anwarhequal to $18.00 per share, plus an amount égwealcrued and
unpaid dividends and distributions thereon, whethearot declared, to the date of such payment‘@eeies A Liquidation
Preference”). Unless and until the holders of Sefid’referred Stock receive the Series A Liquidattoeference, no
distribution shall be made to the holders of shaf€Sommon Stock, any other series of PreferrediStor other class of
equity securities of the Corporation ranking jurtmthe Series A Preferred Stock upon the liquadgtdissolution or
winding up of the Corporation. Following the payrhefthe full amount of the Series A LiquidationeRarence, no
additional distributions shall be made to the haddsf shares of Series A Preferred Stock unlessr, fhrereto, the holders
of shares of Common Stock shall have received asuatper share (the “Common Stock Amount”) equahtquotient
obtained by dividing (i) the Series A Liquidatiorelerence by (ii) Formula Number then in effectlléwing the payment
of the full amount of the Series A Liquidation Frefnce and the Common Stock Amount respect ouiédtanding shares
of Series A Preferred Stock and Common Stock, i@y, holders of Series A Preferred Stock anftiéis of Common
Stock shall receive their ratable and proportiorshigre of the remaining assets to be distributékematio of the Formula
Number to one with respect to such Preferred SameckCommon Stock, respectively.
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(b) In the event, however, that there are not sigffit assets available to permit payment in fulief
Series A Liquidation Preference and the liquidapoaferences of all other stock ranking on a pawity the Series A
Preferred Stock, then such remaining assets shaligtributed ratably to the holders of Series Aféfred Stock and the
holders of such parity shares in proportion torthespective liquidation preferences.

(7) Consolidation, Merger, etdn case the Corporation shall enter into any olidation, merger, combination
or other transaction in which the shares of Com®tmtk are exchanged for or changed into other stoslecurities, cash
and/or any other property, then in any such caséhtan outstanding shares of Series A PreferreckStuall at the same
time be similarly exchanged or changed in an ampanshare equal to the Formula Number times thesggte amount
of stock, securities, cash and/or any other prgfgedyable in kind), as the case may be, into whicfor which each sha
of CommonStock in changed or exchanged.

(8) No Redemption; No Sinking Fund'he shares of Series A Preferred Stock shalbasedeemable by the
Corporation or at the option of any holder of SeePreferred Stock. The shares of Series A Pede®tock shall not be
subject to or entitled to the operation of a retieat or sinking fund.
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(9) Ranking.The Series A Preferred Stock shall rank juniorltother series of the Preferred Stock of the
Corporation as to the payment of dividends andtheadlistribution of assets upon the liquidatiossdlution or winding
up of the Corporation, unless the terms of any sbhbr series of Preferred Stock shall provide wirse.

(10) Fractional Share$he Series A Preferred Stock shall be issuable egercise of the Rights issued pursi
to the Rights Agreement in whole shares or in aagtion of a share that is one-fiftieth (1) of a share or any integral
multiple thereof, which fractional shares of SekeBreferred Stock shall entitle the holder, ingodion to such holder’s
fractional shares to receive dividends, exercigmgaights, participate in distributions and tosbdhe benefit of any other
rights of a holder of Series A Preferred Stockpfavided in the Rights Agreement, (a) in lieu of thsuance of a fraction
of a share (other one-fiftieth (1/30 of a share or an integral multiple thereof), @@poration may elect to make a cash
payment for the fraction of a share in excess etfiftieth (1/50t) of a share or any integral multiple thereof aopit¢
issue depository receipts evidencing authorizedtifras of a share of Series A Preferred Stock @nsto an appropriate
agreement between the Corporation and a depositbegted by the Corporation; provided that suckemgent shall
provide that the holders of such depository reseipiall have all the rights, privileges and prafees to which they are
entitled as beneficial owners of the Series A RreteStock represented by such depository receipts.
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(11) Amendment None of the powers, preferences and relativeigiaating, optional and other special right:
the Series A Preferred Stock as provided herein tire Certificate of Incorporation shall be amesh@eany manner whic
would alter or change the powers, preferencestgighprivileges of the holders of Series A Preafdrtock so as to affect
them adversely without the affirmative vote of tiwders of at least 66 2/3% of the outstandingeshaf Series A
Preferred Stock, voting as a separate class.

FIFTH : In furtherance, and not in limitation of the paweonferred by statute, the Board of Directomsxgressly
authorized to make, alter, amend and rescind thawyof this Corporation subject to the right of gtockholders to alter,
amend or rescind the same.

SIXTH : Whenever a compromise or arrangement is propesedeen this Corporation and its creditors or dags
of them and/or between this Corporation and itsldtolders or any class of them, any court of egigtgurisdiction withir
the State of Delaware may, on the applicationsnramary way of this Corporation or of any creddostockholder
thereof or on the application of any receiver @eieers appointed for this Corporation under th@/jzions of Section 291
of Title 8 of the Delaware Code or on the applmatdf trustees in dissolution or of any receiverameivers appointed for
this Corporation under the provisions of Sectiof @87 Title 8 of the Delaware Code order a meetifithe creditors or
class of creditors, and/or of the stockholderslassof stockholders, of this Corporation, as gieeanay be, to be
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summoned in such manner as the said court diléetsnajority in number representing three-fouithsalue of the
creditors or class of creditors, and/or of the ldtadders or class of stockholders of this Corporatas the case may be,
agree to any compromise or arrangement and toearganization of this Corporation as consequenceich compromis
or arrangement, the said compromise or arrangeamehthe said reorganization shall, if sanctionethieycourt to which
the said application has been made, be bindindl dineacreditors or class of creditors, and/or trtee stockholders or
class of stockholders, of this Corporation, aschee may be, and also on this Corporation.

SEVENTH : Meetings of stockholders may be held without$&te of Delaware, if the Bylaws so provide. The
books of the Corporation may be kept (subject gp@ovision contained in the statutes) outsidehef$tate of Delaware
such place or places as may be from time to tinsggdated by the Board of Directors or in the Bylafithe Corporation.

EIGHTH : The number of directors which shall constitute Whole Board of Directors of the Corporation shall
fixed from time to time by resolution of a majority directors in office provided that there shadlimot fewer than five or
more than fifteen directors. The Board shall beddig into three classes, Class I, Class Il andsdlasThe number of
directors in each class shall be the whole numbetained in the quotient arrived at by dividing thember of directors
fixed by the Board by three and if a fraction iscatontained in such quotient and if such fracigsoone-third (1/3) the
extra director shall be a member of Class Il dride fraction is two-thirds (2/3) one of the dirers shall be a member of
Class Ill and the other shall be a member of Alagsach director shall serve for a term endinglom third annual meetir
following the annual meeting at which such direst@as elected. The foregoing notwithstanding eacéctbr shall serve
until such director’s successor shall have beey digicted and qualified unless such director gkalgn become
disqualified, disabled or shall otherwise be rentbve
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At each annual election the directors chosen toesdt those whose terms then expire shall be igkohs being of
the same class as the directors they succeed.dhforeason the number of directors in the varaasses shall not
conform with the formula set forth in the precedpagagraph, the Board of Directors may redesigaayedirector into a
different class in order that the balance of doecin such classes shall conform thereto.

The Board of Directors at its first meeting aftacke annual meeting of stockholders shall chooske sfficers with
such titles and duties as shall be stated in tHavigyof the Corporation who shall hold office unhikir successors are
chosen and qualify in their stead.

A majority of the number of directors fixed by tBeard shall constitute a quorum for the transaotibbusiness and
if at any meeting of the Board of Directors theimalkbe less than a quorum, a majority of thosegmemay adjourn the
meeting from time to time. Every act or decisiomel@r made by a majority of the directors preseatraeeting duly held
at which a quorum is present shall be regardeteadt of the Board of Directors unless a greaietber be required by
law or by the Certificate of Incorporation.

19




No director of the Corporation shall be removeadrfroffice as a director by vote or other actiontot&holders or
otherwise unless the director to be removed isiphig or mentally disabled or incapacitated totsan extent that such
director is unable to perform the duties of a divecor unless the director has been convictedfefany by a court of
competent jurisdiction and such conviction is naeger subject to direct appeal or unless the dirg¢otbe removed has
been adjudged to be liable for misconduct in théopmance of such directors duty to the Corporabgra court of
competent jurisdiction and such adjudication idar@er subject to direct appeal.

NINTH : In the event that it is proposed that this Coagion enter into a merger or consolidation with attyer
corporation and such other corporation or itsiatfés singly or in the aggregate own or controdctily or indirectly five
percent (5%) or more of the outstanding shareeeftommon Stock of this Corporation, or that thisg@ration sell
substantially all of its assets or business, tfiengtive vote of the holders of not less than seydive percent (75%) of
the total voting power of all outstanding sharestotk of this Corporation shall be required fa #pproval of any such
proposal; provided, however, that the foregoindlsta apply to any such merger, consolidationale ©f assets or
business which was approved by resolution of thar@of Directors of this Corporation prior to thegaisition of the
ownership or control of five percent (5%) of theastanding shares of this Corporation by such otbegporation or its
affiliates, nor shall it apply to any such mergamsolidation or sale of assets or business bet#e®Corporation and
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another corporation fifty percent (50%) or mordha stock of which is owned by this Corporationr f@ purposes here
an “affiliate” is any person (including a corpomatj partnership, trust, estate or individual) wirectly, or indirectly
through one or more intermediaries, controls, aoistrolled by, or is under common control withe fierson specified;
and “control” means the possession, directly oireadly, of the power to direct or cause the di@tbf management and
policies of a person, whether through the ownershimting securities, by contract, or otherwise.

TENTH : No action required to be taken or which may lk@maat any annual or special meeting of sharehelader
the Corporation may be taken without a meetingthrgpower of stockholders to consent in writinghte taking of any
action is specifically denied.

ELEVENTH : A director of the Corporation shall not be pei@bnliable to the Corporation or its stockholdérs
monetary damages for breach of fiduciary duty dsesctor, except for liability (i) for any breacl the director’s duty of
loyalty to the Corporation or its stockholders) fiir acts or omissions not in good faith or whiholve intentional
misconduct or a knowing violation of law, (jii) uedSection 174 of the Delaware General Corpordtem, or (iv) for any
transaction from which the director derived any ioger personal benefit. If the Delaware GenerapG@tion Law is
amended after approval by the stockholders ofdttisle to authorize corporate action further efiating or limiting the
personal liability of directors, then the liabilibf a director of the Corporation shall be elimegbr limited to the fullest
extent permitted by the Delaware General Corpandtew, as so amended.
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Any repeal or modification of the foregoing parggrdy the stockholders of the Corporation shallatbtersely
affect any right or protection of a director of fierporation existing at the time of such repeahodification.

TWELFTH : The provisions set forth in Articles EIGHTH, NIMT TENTH and here in Article TWELFTH, may r
be repealed or amended in any respect unless spehlror amendment is approved by the affirmatote of the holders
of not less than seventy-five percent (75%) oftthial voting power of all outstanding shares otktof this Corporation.
Except as expressly provided in the preceding seetehe Corporation reserves the right to amdtet, @hange or repeal
any provision contained in this Certificate of Ingoration, in the manner now or hereafter presdrime statute, and all
rights conferred upon stockholders herein are ghstibject to this reservation.

4. This Amended and Restated Certificate of Incafon was duly adopted in accordance with Sectiisand 245 of
the General Corporation Law of the State of Delawar

5. That the capital of said Corporation will notdegluced under or by reason of any amendmentsrathended and
restated Certificate of Incorporation.
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IN WITNESS WHEREOF, said CHESAPEAKE UTILITIES CORRATION has caused its corporate seal to be hereunto
affixed and this Amended and Restated CertificAleaprporation to be signed by Michael P. McMastdtresident and
attested by Beth W. Cooper, its Corporate Secretiaig22ndday of July, 2010.

Chesapeake Utilities Corporation

By: /s/ Michael P. McMasters
President

(Corporate Seal)

Attest:

By: /s/ Beth W. Cooper, Corporate Secretze
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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. | have reviewed this quarterly report on Foi®Q for the quarter ended June 30, 2010 of Chesapthlikées
Corporation;

2. Based on my knowledge, this report does not cortajnuntrue statement of a material fact or om#téde a material fe
necessary to make the statements made, in lighhefcircumstances under which such statements weade, nc
misleading with respect to the period covered liy tport;

3. Based on my knowledge, the financial statementd,ather financial information included in this repdairly present i
all material respects the financial condition, fessaf operations and cash flows of the registemnof, and for, the peric
presented in this repol

4. The registrang’ other certifying officer(s) and | are responsifile establishing and maintaining disclosure cdstiamc
procedures (as defined in Exchange Act Rules 13de}Hhd 15d-15(e)) and internal control over financial repogtis
defined in Exchange Act Rules ‘—15(f) and 15—15(f)) for the registrant and hay

a)

b)

d)

designed such disclosure controls and procedumesawsed such disclosure controls and procedurdse
designed under our supervision, to ensure that rimbt@formation relating to the registrant, incing its
consolidated subsidiaries, is made known to usthgre within those entities, particularly during theriod il
which this report is being prepare

designed such internal control over financial réipgy or caused such internal control over finah@aorting tc
be designed under our supervision, to provide regde assurance regarding the reliability of finaheporting
and the preparation of financial statements foremsl purposes in accordance with generally acd
accounting principles

evaluated the effectiveness of the registsatisclosure controls and procedures and presémtids report oL
conclusions about the effectiveness of the discsantrols and procedures, as of the end of thiegeovere
by this report based on such evaluation;

disclosed in this report any change in #gistrants internal control over financial reporting thatoaed durin
the registrant’s most recent fiscal quarter (thggsteant’s fourth fiscal quarter in the case of an annuyabrg tha
has materially affected, or is reasonably likelyrtaterially affect, the registrastinternal control over financ
reporting; anc

5.  The registrant’ other certifying officer(s) and | have discloskdsed on our most recent evaluation of internatrobove
financial reporting, to the registrant’s auditoredahe audit committee of the registranboard of directors (or pers¢
performing the equivalent function:

a)

b)

all significant deficiencies and material weaknasigethe design or operation of internal controéofinancia
reporting which are reasonably likely to adversafect the registrant’ ability to record, process, summarize
report financial information; an

any fraud, whether or not material, that involvesnagement or other employees who have a significdatir
the registrar's internal control over financial reportir

Date: August 5, 2010

/s/ JoHN R. SCHIMKAITIS

John R. Schimkaitis
Vice Chairman and Chief Executive Offic



ExHiBIT 31.2

CERTIFICATE PURSUANT TO RULE 13A-14(A)
UNDER THE SECURITIES EXCHANGE ACT OF 1934

I, Beth W. Cooper, certify that:

1. | have reviewed this quarterly report on Foi®Q for the quarter ended June 30, 2010 of Chesapthlikées
Corporation;

2. Based on my knowledge, this report does not cortajnuntrue statement of a material fact or om#téde a material fe
necessary to make the statements made, in lighhefcircumstances under which such statements weade, nc
misleading with respect to the period covered liy tport;

3. Based on my knowledge, the financial statementd,ather financial information included in this repdairly present i
all material respects the financial condition, fessaf operations and cash flows of the registemnof, and for, the peric
presented in this repol

4. The registrang’ other certifying officer(s) and | are responsifile establishing and maintaining disclosure cdstiamc
procedures (as defined in Exchange Act Rules 13de}Hhd 15d-15(e)) and internal control over financial repogtis
defined in Exchange Act Rules ‘—15(f) and 15—15(f)) for the registrant and hay

a)

b)

d)

designed such disclosure controls and procedumesawsed such disclosure controls and procedurdse
designed under our supervision, to ensure that rimbt@formation relating to the registrant, incing its
consolidated subsidiaries, is made known to usthgre within those entities, particularly during theriod il
which this report is being prepare

designed such internal control over financial réipgy or caused such internal control over finah@aorting tc
be designed under our supervision, to provide regde assurance regarding the reliability of finaheporting
and the preparation of financial statements foremsl purposes in accordance with generally acd
accounting principles

evaluated the effectiveness of the registsatisclosure controls and procedures and presémtids report oL
conclusions about the effectiveness of the discsantrols and procedures, as of the end of thiegeovere
by this report based on such evaluation;

disclosed in this report any change in #gistrants internal control over financial reporting thatoaed durin
the registrant’s most recent fiscal quarter (thggsteant’s fourth fiscal quarter in the case of an annuyabrg tha
has materially affected, or is reasonably likelyrtaterially affect, the registrastinternal control over financ
reporting; anc

5.  The registrant’ other certifying officer(s) and | have discloskdsed on our most recent evaluation of internatrobove
financial reporting, to the registrant’s auditoredahe audit committee of the registranboard of directors (or pers¢
performing the equivalent function:

a)

b)

all significant deficiencies and material weaknasigethe design or operation of internal controéofinancia
reporting which are reasonably likely to adversafect the registrant’ ability to record, process, summarize
report financial information; an

any fraud, whether or not material, that involvesnagement or other employees who have a significdatir
the registrar's internal control over financial reportir

Date: August 5, 2010

/s/ BETH W. COOPER

Beth W. Cooper
Senior Vice President and Chief Financial Offi



ExHiBIT 32.]
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 &rare Officer of Chesapeake Utilities Corporaticsrtify that, to th
best of my knowledge, the Quarterly Report on F&vQ of Chesapeake Utilities Corporation (“Ches&p8afor the perio
ended June 30, 2010, filed with the Securities Brndhange Commission on the date hereof (i) fullynpties with thi
requirements of section 13(a) or 15(d) of the S&earExchange Act of 1934, as amended, and @)itfiormation containe
therein fairly presents, in all material respettis, financial condition and results of operatioh€besapeake.

/s/ JOHN R. SCHIMKAITIS
John R. Schimkaitis
August 5, 2010

A signed original of this written statement reqdirey Section 906 of the Sarbar®@sley Act of 2002, or other documi
authenticating, acknowledging, or otherwise adaptime signature that appears in typed form withi ¢lectronic version
this written statement required by Section 906, heesn provided to Chesapeake Utilities Corporagind will be retained t
Chesapeake Utilities Corporation and furnished&oSecurities and Exchange Commission or its gtadh 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 CRiefincial Officer of Chesapeake Utilities Corparati certify that, t
the best of my knowledge, the Quarterly Report ot 10-Q of Chesapeake Utilities Corporation (“Gipesake”)for the
period ended June 30, 2010, filed with the Seasiind Exchange Commission on the date hereafllff)domplies with th
requirements of section 13(a) or 15(d) of the S&earExchange Act of 1934, as amended, and @)itfiormation containe
therein fairly presents, in all material respettis, financial condition and results of operatioh€besapeake.

/s/ BETH W. COOPER
Beth W. Coopet
August 5, 2010

A signed original of this written statement reqdirey Section 906 of the Sarbar®@sley Act of 2002, or other documi
authenticating, acknowledging, or otherwise adaptime signature that appears in typed form withi ¢lectronic version
this written statement required by Section 906, heesn provided to Chesapeake Utilities Corporagind will be retained t
Chesapeake Utilities Corporation and furnished&oSecurities and Exchange Commission or its gtadh request.



