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NATIONAL FUEL GAS DISTRIBUTION CORPORATION
PENNSYLVANIA DIVISION
REVENUE REQUIREMENTS INTERROGATORIES

1. Please supply copies of the following documents for the Company and , if
applicable, its parent:

a. Most recent Annual Report to shareholders (including any statistical
supplements);

b. Most recent SEC Form 10K

c. All SEC Form 10Q reports issued within last year.

a. Please see Exhibit 403 for National Fuel Gas Company's 2005 Annual Report
and Form 10-K. The statistical supplement for the 2005 Annual Report is
attached.

b. Please see Exhibit 403 for National Fuel Gas Company's 2005 Annual Report
and Form 10-K.

¢. Attached are National Fuel Gas Company’s March 31, 2005, June 30, 2005
December 31, 2005 and March 31, 2006 SEC Form 10-Q.
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Strong. Balanced. Reliable.

A company cannot prosper for more than a century by focusing only on today. We have built a heaithy,
robust organization that performs} soundly during times of economic prosperity, yet remains nimble
enough to generate results when faced with economic adversity. Our strategic asset base has been
built with an eye toward the long-term view rather than one that is shortsighted. This vision has
served us well, as has our ability tb resist the temptation to become something that we are not. More
importantly, we have assembled a/team of dedicated. capable employees whose integrity and honesty
continue to define our Company, énd who remain steadfastly committed to those who depend upon
us for their energy needs. We are confident in who we are: a strong, balanced, and reliable energy

Witness: Bauer
Page 3

prowder We are proud of the results we have delivered to both our investors and customers.

Corporate Profile

National Fuel Gas Company, incorporated in 1802, is a

diversified energy company with .its}headquarters in
Williamsville, New York. The Company's $3.7 billion
in assets is distributed among five principal business
segments: Exploration and Production, Pipeline and
Storage, Utility, Timber, and Energy Marketing. National
Fuel's history dates from the earliest days of the natural
gas and ofl industry in the United States, and the Company
has been responsible for many |ndu51ry firsts. Today,
the Company continues to be managed .in the same
innovative and entrepreneurial spirit, and takes pride in
its 103-year tradition of delivering servicg and value.

Exploration and Production .

Seneca Resources Corporation explores for, develops,
and purchases natural gas and oil reserves in California,
the Appalachian region, the Gulf Coastjregion of Texas,
Lovisiana and Alabama, and the wesiern provinces of
Canada. Currently, Seneca’s explorati:on emphasis is
centered on drilling for new reserves in Canada and the
Gulf of Mexico, while development drilling continues 1o
expand in the Appalachian region and inlCalifornia.

Pipeline and Storage )

National Fuel Gas Supply Corporation and Empire State
Pipeline provide natural gas transportation and storage
services to affiliated and nonaffiliated companies
through an integrated system of 2,972 miies of pipeline
and 32 underground natural gas storage fields {including

four storage fields co-owned with nonaffiliated
companies). This system is located within an area
bounded by the Canadian border at the Niagara River,
southwestern Pennsylvania and central New York, just
north of Syracuse.

Utility

National Fuel  Gas D|str|but|on Corporation sells or
transports natural gas to approximately 731,000
customers through a local distribution system located
in western New York and northwestarn Pennsylvania.
The principal metropolitan areas served by this system
include Buffalo, Niagara Falls and Jamestown in New
York, and Erie and Sharon in Pennsylvania.

Timber

Highland Forest Resources, Inc. and the Northeast
Division of Seneca Resources Corporation carry out the
Timber segment operations for the Company. Highland
operates two sawmills in northwestern Pennsylvania.
This segment markets timber from its New York and
Pennsylvania land holdings.

Energy Marketing

National Fuel Resources, Inc. markeis natural gas to
industrial, commereial, public authority end residential eng-
users in western and central New York and northwestern
Pennsylvania, offering competitively priced enargy and
energy management Services to its customers.



NFG-3-1
Witness: Bauer

Page 4
- Contents
National Fuel Gas Conipany
Consoclidated Staterments of income and Earnings Reinvested in the BUSINESS ..........ccveveeresree s seereeese eresereesaanes 2

Consolidated Balance Sheets.........o.covvveeevveenenn, PR,

Consolidated Statements of Cash Flows

- Consolidated Statements of Comprehensive income; Geographic Information: Security Ratings .......coovveeeveiverenns 5
Schedule of Busingss Segment INFOTMIBTION ... .cccoi i ettt ete e ettt e et s s sae e eee st ee et s eenenest s s e eeeneerenn 6-8
SR1IBCEAE FINANCIAI RAOS ... 1ttt et s e et et sas e s s et s e eee e et be et ettt es et ab et eaeateenereaenesenetanenenrnsrens 8
Common Stock Data; ReSBarch COVEIBGE .. ... vttt e et eerecer e eres et amsetestesaesmte et eees oo snssansenesmenen 9

Seneca Resources Corporation |

Exploration and ProduCHON.............ccceriiier st ies st ssss s s saear s smsans s snssssssennrsssessstsrsssssmnssrnssenses 1O

Gas and Oil Reserves; Net Undevelopad ACTEEEGE ... ... ... eeeeeeres e eeeseeeseseeessetsseeesteeeesessensesesesssesesssesseeess "
Revenues; Gas and Oil Production; Net Well ComPIBtIONS ......c.covv it eees et eeemeeeecesnesetssenere et neeeseseeresnns 12 -
Producing Wells; Gas and Qil Prices; Exploration and, Production COSTS ......u oo isvieeste et iees et 13

National Fuel Gas Supply Corporation and Empire State Pipeline

Pl NIE BN S O G i iti ittt ittt e rre et e b e et ee et e e e e es b eaeeseeasareemeenssAeen st ea s tnseeta e e eateasaseeeenent e teenseetepnnnnessrans 14
Regulation; Summary of Ganeral Rate INCTOASES .........ccceveeiii et ers et etsseae st et ssrs st ee e raseeesssassennans 15
Revenues, Volumes and Revenue Rates; Transmission Statistics; Storage Statistics ....cc.ccooveveivive e 16

National Fuel Gas Distribution Corporation

BHIEY .ottt et et bttt s e e bs et e e et b et e st e e bt 25 st s s e e e s aaraneens e eneeaserseetetraereseae st ent s rnenternneressanreneesenrans 17
P BOUIBEION. ..ottt e e e e e s bt ta e e bt e e e anas s eeasemt e seenntsreeeentenasemneenseeensienteeesns hneeetnteereearseeeennen 18
Surnmary of General Rate Increases; Degree Days; Source of Utility Gas SUPPLY «....ccivvereieeeiiirceeeie e 19

Industrial and Commercial Volumes

Revenues, Volumes and Customers

Highland Forest Resources, Inc. and Seneca Resources Corporation, Northeast Division
L4 ¢ OO T OOV OOV U TP U O PO U VUSROS .74
Revenues, Production, Acreage and Total EStmMEted INVENTONY............ccrres e cnensiesenessenesenessesessesssesepsesesscsoeses B3

National Fuel Resources, Inc.

Energy Marketing ........... heereeretrereeresbtaneaanrneeneattenne s e eerrerteiaieiahasteesetaieeeeeateeananettasnsiani et anrareenanaeeennt s SRR, 24
Revenues, VOIUMES GNd CUSIOMIBIS .......cceeiocveiiccrrereesresiesssssessessnseabessssassseres sasesasssasisbossasse sonsssasentesansssensestanstanes 24

This report is not a representation or prospectus with regard to the Company’s securities and is not fumished In connection with any proposed sales
or otfer to sell or buy any stock or securities. Data contained herein with respect to any particular year should be considered in conjunction with the
notes and comments appearing in the Company's annual report to shareholders for that year.

Nationa! Fuel Gas Company

1




NFG-3-1
Witness: Bauer

Consolidated Statements of Income and Earnings Reinvested in the Business Page 3
Year Ended September 30
(Thousands of Dollars, Except Per Common Share Amounts} 2005* 2004 2003 2002 2001
Income
Operating Revenues $1,923,549 $1,807,968 $1,921,573 $1,369,869 $1,962,874
Operating Expenses )
Purchased Gas 959,827 949,452 963,567 462,857 1,002,466
Operation and Maintenance 404,517 385,519 361,898 372,063 348,270
Property, Franchise and Other Taxes 69,076 68,978 79,692 69,837 81,57
Depreciation, Depletion and Amortization 179,767 174,289 181,329 168,745 163,239
Impairment of Oil and Gas Producing Properties - - 42,774 - 180,781
1,613,187 1,578,238 1,629,260 1,073,502 1,776,327
Gain (Loss) on Sale of Timber Properties - {1,252 168,787 - -
Gain (Loss) on Sale of Oil and Gas Producing Properties - 4,645 {58,472 - -
Operating Income 310,362 333,123 402,628 296,367 186,547
Other Income (Expense):
Income from Unconsolidated Subsidiaries 3,362 805 535 224 1,794
Impairment of Investment in Partnership {4,158) - - (15,167) -
Interest Income 6,496 1.7 2,204 2,593 4,010
Cther Income 12,744 2,908 2,427 3,184 5,337
Interest Expense on Long-Term Debt (73,244) {82,989) {91,381} {88,646) (78,297}
Other Interest Expense {9,069} {6,763) {11,196) {15,109} (25,294)
Income from Continuing Operations 246,493 248,855 305,217 183,446 94,097
Before Income Taxes
Income Tax Expense 92,978 94,590 124,150 69,944 33,434
Income from Continuing Operations 153,515 154,265 181,067 113,502 60,663
Discontinued Operations:
Income from Operations, Net of Tax 10,199 12,321 6,769 4,180 4,836
Gain on Disposal, Net of Tax 25,714 - - - -
Income from Discontinued Operations 35,973 12,321 6,769 4,180 4,836
Income Before Cumulative Effect of Changes in 189,488 166,586 187,836 117,682 65,499
Accounting
Cumulative Effect of Changes in Accounting - - '{8.892) - -
Net Income Available for Common Stock 189,488 166,586 178,944 117,682 65,499
Earnings Reinvested in the Business
Balance at Beginning of Year 718,926 642,690 549,397 513,488 525,847
908,414 809,276 728,341 631,170 591,346
Dividends on Common Stock 95,394 90,350 85,651 81,773 77,858
Balance at End of Year $813,020 $718,926 $642,690 $549,397 $513,488
Earnings Per Common Share:
Basic:
Income from Continuing Operations $1.84 $1.88 $2.24 $1.42 $0.77
Income from Discontinued Operations 0.43 0.15 0.08 0.05 0.06
Cumulative Effect of Changes in Accounting - - {0.11) - -
Net Income Available for Common Stock $227 $2.03 $2.21 $1.47 $0.83
Diluted:
Income from Continuing Operations $1.81 $1.86 $2.23 $1.41 $0.76
Income from Discontinued Operations 0.42 0.15 0.08 0.05 0.06
Cumulative Effect of Changes in Accounting - - {0.11} - -
Nst Income Available for Common Stock $2.23 $2.01 $2.20 $1.46 $0.82
Welpghted Average Common Shares Outstanding
Used in Basic Calcutation 83,541,627 82,045,635 80,808,794 79,821,430 79,053,444
Used in Diluted Calculation 85,029,131 82,900,438 81,357,896 80,534,453 80,361,258
* Note; All Czech Republic operations have been reported as discontinied op Any remaining internarional activity has been included in corporate op Prior year have been reclassified
to reflect this change in presentation. .

b
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i Consolidated Balance Sheets Page 6
At September 30 (Thousands of Dollars) 2005+ 2004 2003 2002 2001
ASSETS
Property, Plant and Equipment $4,423,255 $4,602,779 $4,657,343 $4,512,651 $4,273,716
Less - Accumulated Dgpreciation,
Depletion and Amertization 1,583,955 1,596,015 1,666,295 1,667,906 - 1,493,003
2,839,300 3,006,764 2,991,048 2,844,745 2,780,713
Current Assets
Cash and Temporary Cash Investments 57.607 57,841 49,960 21,864 36,227
Hedging Collateral Deposits 77,784 8,612 1,461 352 -
Receivables - Net 155,064 129,825 136,604 95,510 131,379
Unbilled Utility Revenue 20,465 18,574 20,155 21,918 25,375
Gas Stored Underground 64,529 68,511 89,640 77.250 83,231
Materials and Supplies - at average cost 33,267 35,516 27,707 25,573 33,710
Unrecovered Purchased Gas Costs 14,817 7,532 28,692 12,431 4,113
Prepaymants and Other Current Assets 65,469 35,364 72,708 57,347 46,855
Deferred Incorne Taxes 83,774 43,105 2,439 11,861 -
Fair Value of Derivative Financial Instruments - 23 1,698 3,807 37,585
572,776 404,603 431,064 327,93 398,475
Other Assets
Recoverable Future Taxes 85,000 83,847 84,818 82,385 86,586
Unamortized Debt Expanse 17,567 19,573 22,18 20,635 18,796
Other Regulatory Assets 47,028 32,958 30,448 26,104 23,253
Deferred Charges 4,474 3,411 7,528 5914 8,440
Gthar Investments 80,394 72,556 64,025 65,090 62,924
Investments in Unconselidated Subsidiaries 12,658 16,444 16,425 16,7563 31,768
Goodwill 5,476 5,476 5,476 8,265 8,804
Intangible Assets 42,302 45,994 49,664 11,451 -
Othear 15,677 26,977 22,799 19,918 31,807
310,576 306,236 303,302 256,505 273,378
Total Assets $3,722,652 $3,717.603 $3,725,414 $3,429,163 $3,452 566
CAPITALIZATION AND LIABILITIES
Capitalization:
Comprehensive Shareholders’ Equity
Common Stock, $1 Par Value $84,357 $82,990 $81,438 $80,265 $79,406
Paid In Capitat 529,834 506,560 478,799 446,832 430,618
Earnings Reinvested in the Business 813,020 718,926 642,690 549,397 513,488
Total Common Shareholdars’ Equity Before ltems ’
of Other Comprehensive Loss 1,427 211 1,308,476 1,202,927 1,076.494 1,023,512
Accumulated Other Comprehensive Loss 1197,628) (54,775) {65,537} (69,636} (20,857}
Total Comprehensive Shareholders’ Equity 1,229,583 1,253,701 1,137,390 1,006,858 1,002,655
Long-Term Debt, Neot of Current Portipn 1,118,012 1,133,317 1,147,779 1,145,341 1,046,604
Total Capitalization 2,348,595 2,387,018 2,285,169 2,152,199 2,049,349
Minority Interest in Foreign Subsidiaries - 37,048 33,281 28,785 22,324
Current and Accrued Liabilities
Notes Payable to Banks and Commercial Paper - 156,800 118,200 265,386 489,673
Current Portion of Long-Term Debt 9,393 14,260 241,731 160,564 109,435
Accounts Payable 155,485 115,979 118,663 100,886 123,246
Amounts Payahle to Customers 1,158 3,154 692 - 51,223
Dividends Payable 24,445 23,210 21,952 20,830 20,031
Other Accruals and Current Liabilities 60,404 46,952 46,533 40,458 52,756
Fair Value of Derivative Financial Instruments 209,072 95,099 17,928 31,204 17,081
459,957 455,454 565,599 619,328 863,445
Deferred Crodits
Deterred Income Taxes 489,720 501,200 425,721 368,081 340,224
Taxes Refundable to Customers 11,009 11,065 13,519 15,596 16,865
Unamortized [nvestment Tax Credit 8,798 7.498 8,199 8,897 9,699
Cost of Removal Regulatory Liability 90,396 82,020 76,782 - -
Other Regulatory Liabilities 66,339 65,488 62,843 £7,455 68,957
Pansion and Other Post-Retirement Benefit Liabilities 143,687 70,410 143,687 91,444 24 441
Asset Retirement Obligation 41411 32,292 27,493 - -
Other Deferred Credits 64,742 67,110 83,12 77.378 57,362
- 914,100 838,083 841,365 628,851 517,448
Commitments and Contingencies - - - - -
Tota! Cepitalization and Liabliities $3,722 652 $3,717,603 $3,725,414 $3,429,163 £3,452,566

¢ Note: Certain prior year amounts have been reclassified to conform with current year presentation.

National Fuel Gas Company
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Consolidated Statements of Cash Flows Page 7

Year Ended September 30 (Thousands of Dallars) 2005+ 2004 2003 2002 2001

Operating Activities

Net Incomae Available for Common Stock $189,488 $166,586 $178.944 $117,682 £65,499

Adjustments to Reconcile Net Income to Net Cash

Provided by Operating Activities

Gain on Sale of Discontinuad Operations {27,386) - - - -
{Gain} Loss on Sale of Timber Properties - 1,252 {168,787} - -
{Gain) Loss on Sale of Gil and Gas Producing Properties - {4,645) 58,472 - -
Impairment of Qil and Gas Producing Properties . - 42,774 - 180,781
Depreciation, Depletion and Amortization 193,144 189,528 195,226 180,668 174,914
Deferred Income Taxes 40,388 40,329 78,369 62,013 (55,849}
Cumulative Effect of Changes in Accounting . - 8,892 - -
{Income) Loss from Unconsolidated Subsidiaries,

Net of Cash Distributions {1.372) (19} 703 361 (1,199)
Impairment of Investment in Partnership 4,158 - - 15,167 -
Minority Interest in Foreign Subsidiaries 2,645 1,933 785 730 1,342
QOther 7,390 9,839 11,289 9,842 5,553
Change in;

Hedging Collateral Deposits (69,172) {7,151) (1,109) 1352) -

Receivables and Unbilled Utility Revenue {31,246) 4,840 {28,382) 40,786 (2,277}

Gas Stored Underground and Materials and Supplies 1,934 13,662 {13,826) 8717 {37,054}

Unrecovered Purchased Gas Costs (7,285} 21,160 {16,261) {8,318) 25,568

Prepayments and Other Current Assets {30,390) 37,390 {12,628} {1.737) (399}

Accounts Payable 48,089 {5,134} 13,699 24,025) 20,419

Amounts Payable 10 Customers {1,996) 2,462 692 {51,223) 41,640

Other Accruals and Current Liabilities 16,085 2,082 9,343 {27,332) 13,969

Other Assets {13,461} {2,525} (9.343) 11,869 (32,167}

Other Liabilities {3.667) {34,450} (23,124) 10,350 12,287

Nat Cash Provided by Operating Activities 317,346 437,149 325,728 345,198 414,027
Investing Activities
Capital Expenditures {219,530} 172,341} (152,251) (232,368) (292,706)
Investment in Subsidiaries, Net of Cash Acquired - - (228,814) - {90,567}
Investment in Partnerships - - {375) {536) {1,830)
Net Proceads from Sale of Foreign Subsidiary 111,619 - - - -
Net Preceeds from Sale of Timber Properties - - 186,014 - -
Net Proceeds from Sale of Qil and Gas Producing Properties 1,349 7,162 78,531 22,068 2,069
Othar 3,238 1,974 12,065 5,012 (4,892)
Net Cash Used in Investing Activities {103,324) {163,205) {104,830} 205,824) {387,926}
Financing Activities
Change in Notes Payable to Banks and Commercial Paper (115,359} 38,600 (147,622} (224,845) {143,397)
Net Proceeds from Issuance of Long-Term Debt - - 248,513 243844 210,221
Reduction of Long-Term Debt {13.317) {243,085) (227,826} {104,212) (23,052}
Proceeds from Issuance of Common Stock 20279 23,763 17.019 10,915 11,545
Dividends Paid on Common Stock {94,159) (89,092) (84,530} (80,974) (76,671)
Dividends Paid to Minarity Interest {12,676} - - - -
Net Cash Used in Financing Activities (215,232} {269,814} {194,446} (155,272) (21,354)
Effect of Exchange Rates on Cash 1,276 3,451 1,644 1,535 (645)
Net Increase {Decrease) In Cash and

Temporary Cash Investments 66 7.581 28,096 (14,363] 4,102
Cash and Temporary Cash Investments at Beginning 57,541 49,960 21,864 36,227 32,125

of Year :
Cash and Temporary Cash Investments at End of Year $57.607 $57.541 $49,960 $21,864 $36,227
Supplemental Disclosure of Cash Flow Information

Cash Paid For:

Interost $84,455 $90,705 $104,452 £100,397 $104,491
Income Taxes $83.542 $30,214 $56,146 $29,885 $77.662

* Note; Certain prior year amounts have been reclassified to conform with currens Year preseniation.

-
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Consolidated Statements of Comprehensive Income Page 8
Year Ended September 30 (Thousands of Dollars) 2005 2004 2003 2002 2001
Net Income Available for Common Stock $189,488 $166,586 $178,944 $117,682 $65,499
Othat Comprehensive income {Loss!, Before Tax:
Minimum Pengion Liability Adjustment {83,379) 56,612 {86,170) (562,977) -
Foreign Currency Translation Adjustmeant 14,286 21,466 54,472 24,278 (7.158}
Reclassification Adjustment for Realized Foreign
Currency Translation Gain in Net Income {37,793} - {9,607) -
Unrealized Gain/{loss} an Segurities Available for Sate
Arising During the Period 2,891 3,629 2,419 (2,086) {712}
Reclassitication Adjustment for Realized Gains on
Securities Availabie for Sale in Net Income {651) - -
Unrealized GainfiLoss) on Derivative Financial
Instrumeants Arising During the Period {206,847} {128,934} {47,777} {42,584) 58,365
Reclassification Adjustment for Realized {Gain)/Loss
on Derivative Financial Instruments in Met Income 97,689 49,142 69,809 (20,063} 83,218
Other Comprehensive income {Loss), Before Tax {213,804} 15 116,854} {93,432) 133,703
Income Tax Expense {Benefit} Related 10 Minimum
Pension Liability Adjustmemt {29,183) 19,814 {30,159} 18,542} -
Income Tax Expense Related to Foreign Currency
Translation Adjustrment 112 - - - -
Raclassification Adjustment for Income Tax Expense an
Foereign Currency Translation Adjustment in Net Income 112} - - - -
Income Tax Expense/f{Benefit) Related to Unrealizad Gainf{Loss}
on Securitios Available for Sale Arising During the Period 1,012 1,270 847 {7300 1249}
Reclassification Adjustment for Income Tax Expense on Realized
Gains from Securities Available for Sale in Net Income {228) - - - -
Incorne Tax Expense/{Benefitl Related to Unrealized Gain/{Loss)
on Derivativa Financial Instruments Arising During the Period {79,059} 49,113} {18,594) {17,341) 23,053
Reclassification Adjustment for [ncome Tax {(Expansel/Benafit
on Realized {Gain)/Loss on Derivative Financial nstruments
in Net Income 36,907 18,182 26,953 18,040} 32,032
Income Taxes - Net (70,951 19.847) 120,953 {44,653) 54,836
Other Comprehonsive Income {Loss), Before Cumulative Effact {142,853) 10,762 4,099 48,779} 78,867
Cumulative Effect of Change in Accounting, Net of Tax - - - - {69,767)
Other Comprehansive Income (Loss), After Cumulative Effect {142,853} 10,762 4,099 {48,779} 9,100
Comprehensive Income $46,635 $177,348 $183,043 $68,903 $74,699
Geographic Information
Year Ended September 30 (Thousands of Dollars) 2005 2004 2003 2002 200
Revenues from External Customers™:
United States $1,860,684 $1,867,335 $1.819,152 $1,293,927 $1,888,906
Canada . . 62,865 40,633 102,421 75,942 73,968
Total Revenues from External Customers $1,923,549 $1,907,968 $1,021,573 $1,369,B69 $1,962,874
At September 30 (Thousands of Dollars) 2005 2004 2003 2002 2001
Long-Lived Assets:
United States $2,978,680 $2,941,779 $2,958,000 $2,627.010 $2,612.623
Canada 171,196 143,042 116,655 258,196 253,507
Assets of Discontinued Operations - 228,179 219,695 216,044 187,961
Total Long-Livad Assets $3,149,876 $3,313,000 $3,294,350 $3,101,250 $3,054,109
{1} Revenue i3 bosed upon the counsry in which the ssle originases.
Security Ratings
At September 30, 2005 Standard & Poor's Moody's Fitch
Long-Term Debt BBB+ A3 T A
Commercial Paper A2 P-2 F-2

Mational Fue! Gas Company



NFG-3-1
Witness: Bauer

Schedule of Business Segment Information Page 9
Year Ended September 30 (Thousands of Dollars) 2005 2004 2003 2002 2007
Operating Revenues
Utility $1,117,067 $1,152,641 $1,162,983 $794,221 $1,234,647
Pipeline and Storage 215,859 209,707 201,420 167,384 171,00
Exploraticn and Production 293,425 293,698 305.314 310,980 355,005
Energy Marketing '329,114 284,349 304,660 161,257 259,206
Timber 61,286 55,970 56,226 47,407 44,914
Total Reportable Segments 2,017,351 1,996,365 2,030,603 1,471,249 2,064,863
All Other 13,354 13,695 3,366 10,135 18,322
Intersegment Eliminations*" {107,156) (102,092} {112,396) {111,515} {120,311}
Total Cansolidatad $1,923,549 $1,807,968 $1,921,573 $£1,369,869 $1,962,874
Depreciation, Depletion & Amortization
Utility $40,159 $39,101 $38,186 $37.412 $36.607
Pipeline and Storage 38,050 37.345 35,940 23,626 23,746
Exploration and Production 90,912 89,943 99,292 103,946 98,408
Energy Marketing 1 102 117 161 212
Timber 6,601 6,277 7,543 3,429 3,186
Total Reportable Segments 175,763 172,768 181,078 . 168,674 162,159
All Other 3,537 1.671 238 115 119
Corporate 467 450 13 56 961
Total Consolidated $179,767 $174,289 $181,329 $168,745 $163,239
Significant tems
Pipeline and Storage - impairment of Investment in Partnership $ - $ - $- $15,167 3 -
All Other - Impairment of investment in Partnership $4,158 % - $ - $ - $-
Exploration and Production - Impairment of il and Gas
Producing Properties $ - $ - $42.774 $ - $180.781
Exploration and Production - (Gain) Loss on Sale of Oil and Gas
Producing Properties $ - $(4,645) $58,472 $ - g -
Timber - (Gain} Loss on Sale of Timber Properties $ - $1,252 $(168,787) 3 - § -
Operating Income (Loss)
Utility . $80,389 $£98,642 $120,345 $109,591 $129,081
Pipeline and Storage®? 96,178 88,748 89,465 71,864 77.086
Exploration and Production'¥ 123,208 132,053 3.377 96,339 {14,221}
Energy Marketing 7,288 8,749 8,279 12,989 {4,368}
Timber¥ 9,556 10,802 187,258 16,437 15,675
Total Reportable Segments 316,619 338,994 408,724 307,220 203,253
Alt Other® {1,996) 2,367 265 {1,309) 7.792)
Corporate (4,261) ' {8,238) 6,361) {9,544) 8,914)
Total Consolidated $310,362 $333,123 $402,628 $296,367 $186,547
Income from Unconsolidated Subsidiaries
(in All Other segment} $3,362 $805 $535 $224 $1,794
Interest Income
Utility $4111 $552 $1.630 $1.614 $1,722
Pipeline and Storage 76 217 77 55 52
Exploration and Production 4,661 1,831 1.119 987 2,154
Energy Marketing 783 521 692 609 608
Timber 438 312 319 303 349
Total Reportable Segments 10,069 3.433 3,837 3,568 4,885
All Other 19 15 25 44 &80
Corporate & Intersegment Eliminations (3,592) {1,677 (1,658) (1,019) {1,455)
Total Consolidated $6,496 $1,71 $2,204 $£2,593 $4,010

(1) Represeats primarily Pipeline and Storage revenue from the Utility segment,
(2} 2002 includes impairmens of Independence Pipeline of $15.2 million pretax.

{3) 2004 includes an adjustment to reduce the 2003 loss on sele of oil and gas producing properties by $4.6 miition pretax; 2003 includes impairment of oil and gas producing properties of $42.8 mitlion
pretax and loss on sale of oil and gas producing properties of $58.5 million pretax; 2001 inclicdes impatrment of oil and gas producing properties of $180.8 miilion pretax.

{4) 2004 includes an acjustment to reduce the 2003 gain on sale of timber properties by $1.3 million pretax; 2003 includes gain on sale of timber propervies of $168.8 million pretax,
(3) 2003 includes impeirment of an imvestment in a pertrership of 34.2 million pretax.
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Schedule of Business Segment Information (continued) Fage 10
Year Ended September 30 (Thousands of Dollars) 2005 2004 2003 2002 2001
Interest Expense
Utility $22,900 $21,945 $29.122 $30,790 $27.489
Pipeline and Storage 7,128 10,933 14,000 10,424 12,131
Exploration and Production 48,856 50,642 53,326 56,367 56,291
Energy Marketing 1" 33 33 76 1,649
Timber 2,764 2,218 2.507 2,896 3,830
Total Reportable Segments © 81,659 85,771 98,988 99,553 101,380
All Othes 1,726 919 521 420 692
Corporate & Intersegment Efiminations {1,072) 3,062 3.068 3,782 1,509
Total Consolidated $62,313 $89.752 $102,677 $103,755 $103,50
Income Tax Expense (Benefit)
Utility $23,102 $31,393 $36.857 $31,657 $42,985
Pipeline and Storage 39,068 30,968 30,863 18,148 29,00
Exploration and Production 28,353 28,899 (17.537 15,108 (36,075)
Energy Marketing 3,210 3,964 3,350 5,103 {1,660}
Timber 221 3,320 72,692 4,476 4,566
Total Reportable Seaments 96,004 98,544 126,225 74,492 38,907
All Other {1.425) 829 279 473) (2.281)
Corporate {1,601} {4,783} {2,354} {4,075} (3.192}
Total Consolidated $92,978 $94,590 $124,150 $69,944 $33,434
Segment Profit {Loss): Income (Loss)
from Continuing Operations
Utility $39,197 $46,718 $56,808 £49,605 $60,707
Pipeline and Storage!" 60,454 47,726 45,230 29,715 40,377
Exploration and Prodguction®® 50,659 94,344 31,293} 26,851 {32,284)
Energy Marketing 5,077 5,535 5,868 8,642 (3,432)
Tirmber™® 5,032 5,637 112,450 9,689 7,715
Total Reportable Segments 160,419 159,960 189,063 124,402 73,083
All Other' {2,616) 1,530 193 {885} 4,277
Corporate {4,288} (7,225) {8,189) {(10,015) (8,143}
Total Consolidated $153,515 $164,265 $181,067 $113,602 $60,663
Capital Expenditures
Utility $50,071 $55,449 $49,944 $51,550 $42,374
Pipeline and Storage 21,099 23,196 18,175 29,793 24,998
Exploration and Production 122,450 77.654 75,837 114,602 205,852
Energy Marketing 58 10 164 81 116
Timber 18,894 2,823 3,493 25,674 3,694
Total Reportable Segments 212,572 199,132 147,613 221,570 277,034
All Other 463 200 256 6,554 87
Corporate & Intersegment Eliminations™ 6,495 13,009 4,382 4,244 15,585
Total Consolidated $219,530 $172.34 $152,251 $232,368 $292,706

(1) 2002 incliudes impairment of Independence Fipeline of 399 million after tax.

{2) 2004 includes an adjustmens to reduce the 2003 loss an sale of oil and gas producing properties by $4.6 million after tax; 2003 includes impairmens of oil and gas producing properties of $28.9 milflon

after tax and losy on sale of vil end gas producing properties of £39.6 mitlion after tax; 2001 includes impairment of oit and gas producing properties of $104.0 million after tax,

(3) 2004 includes an adjutiment to reduce the 2003 gain on sale of timber properties by $0.8 million after tax; 2003 includes gain on sale of timber properties of $102 2 million gfter tax.

{4) 2003 includes impairment of an investment In a partnership of $2.7 million after rax.

(5) Includes capital expenditures of discortinued operati

: 33,877 for 2005, 37 498 for 2004, $2.499 for 2003, 34,244 for 2002, and $13 585 for 2001,

National Fuel Gas Company
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Schedule of Business Segment Information (continued) Page 11
Year Ended September 30 (Thousands of Dollars) 2005 2004 2003 2002 2001
Investment in Subsidiaries, Net of Cash Acquired
Utility S - $ - 3 - $ - $ -
Pipeline and Storage - - 181,152 - -
Exploration and Production - - - 90,567
Energy Marketing - - - - R
Timber - - - - -
Total Reportable Segments - - 181,152 - 90,567
All Other - - 47,662 - -
Corporate & Imtersegment Eliminations - - - R .
Total Consolidated $ - $- $228,814 g - $90,567
Segmaent Assets (Ar Sepiember 30)
Utility $1,394,019 $1,355,964 $1,384,058 $1,248,593 $1,279,188
Pipeline and Storage 789,704 783,145 815,939 531,890 551,121
Exploration and Production 1,211,081 1,078,217 1,002,718 1,191,848 1,199,661
Energy Marketing 91,999 68,599 54,993 51,640 70,437
Timber 161,648 140,982 125,684 128,880 115,024
Total Reportable Segments 3,648,451 3,426,917 3,383,392 3,152,851 3,216,331
All Othar 72,839 77,013 78,441 34,523 28,978
Corporate & Intersegment Eliminations! 1,362 213,673 263,581 241,789 208,257
Total Consolidated $3,722,652 $3,717,603 $3,725.414 $£3,429,163 $3,452,566

(4) 2004, 2003, 2002, and 2001 include assets of the former fnternational segment of $268.1 mitlion, $247.7 million, $241.5 miflion, and 3206 4 miltion, respectively, the majority of which have been

discontinued with the sale of United Energy.

Selected Financial Ratios

Year Ended September 30 20051 20042 2003 2002# 2001
Embedded Cost of Long-Term Debt® 6.4% 6.4% 6.5% 7.0% 7.0%
Capitalization Ratios:
Comprehensive Shareholders’ Equity te Total Capitalization 52.4% 52.5% 49.8% 46.8% 48.9%
Long-Term Debt to Total Capitalization 47.6% 47 5% 50.2% 53.2% 51.1%
Comprehensive Shareholders’ Equity to Total Capitalization
Plus Short-Term Debt 52.1% 49.0% 43.0% 39.1% 37.9%
Long-Term Dabt to Total Capitalization Plus Short-Term Debt 47.5% 44.3% 43.4% 44.4% 33.5%
Short-Term Debt to Total Capitalization Plus Short-Term Debt 0.4% 6.7% 13.6% 16.5% 22.6%
Effective Federal Incoma Tax Rate
{Includes Taxes from Discontinued Operations) 35.6% 358% 41.7% 38.0% 36.2%
Accumulated Depreciation {% of Average Depreciable Assets)™ 38.4% 39.3% 40.9% 43.5% 43.0%
Depreciation Charge (% of Average Depraciable Assets)™ 4.4% 4,3% 4.5% 4.4% 4,7%
Capitalization as Defined by the Company
Capitalization;
Comprehensive Shareholders’ Equity $1,229,583 £1,253,701 $1,137,390 $1,006,858 $1,002,655
Long-Tarm Deabt, Net of Current Portion 1,118,012 1,133,317 1,147,779 1,145,241 1,046,694
Total Capitalization $2,348,595 $2,387,018 $2,285,169 $2,152,199 $2,049,349
Short-Term Debt:
Notes Payable to Banks and Commercial Paper $- $156,800 $118,200 $265,386 $489,673
Current Portion of Long-Term Debt 9,393 14,260 241,731 160,564 109,435
Total Short-Term Debt $9.393 $£171.060 $359,931 $425,950 $699,108
Total Capitalization Plus Short-Term Debt $2,357,988 $2,568,078 $2,645,100 $2,678,149 $2,648,457

1) Includes o $25 8 miition gain and income from discontinued operations of $10.2 miftion both relared 1o the sale of Crech Assets and an Impairment of an invesiment (n a partnership of $2.7 mitlion

after tax, where applicable.

12) Includes on odjustment to the loss on sale of oil and gas producing properties of 34.6 miltion after tax end an adjustmens 1o the gain o sale of timber properties of {$0.5) mittion after tax, where applicable.
(3) Includes gain on sale of timber properties of $102.2 million gfier tax, loss on sale of oil and gas aszets of (339.6) mitlion after wx, impairmens of oil and gos asseis of ($28.9) mitiion after tax and

ve effect of changes In accounting of (38.9} miilion, where applicable.

(4) Includes impairment of Independence Pipeline of ($9.9) million gfter tax, where applicable.

(5) Includes impairment of oll and gos producing properties of ($104.0) millibn ofter tax, where applicable.

{6) The Embedded Cast of Long-Term Dex i3 the weighted average interest rate on alf long-term debt outstanding at the year ended September 30,

(73 Certasin aamouris for 2001-2004 heve been restated to reflect the p

8 National Fusl Gas Company
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Common Stock Data Page 12
Year Ended September 30 2005 20047 2003 2002t 2001® .
Number of Common Shareholders at Year End 18,369 19,063 19,217 20,004 20,345
Shares Outstanding at Year End 84,358,748 82,980,340 81,438,290 80,264,734 79,408,105
Average Daily Volume Traded {Trailing 12 Months) 322,887 223,600 221,021 180,675 222,308
Return on Average Common Equity® 15.3% 13.9% 16.7% M7% 6.6%
Book Value Per Common Share $14.58 $16.1 $13.97 $12.54 $12.63
Market Price Range
High $36.00 $28.43 $27.51 $25.70 $32.25
Low $26.20 $21.71 $17.95 £15.61 $21.96
Close $34.20 $28.33 $22.85 £19.87 $23.03
Market/Book Value at Year End 234.60% 187.6% 163.6% 158.5% 182.3%
Price/Diluted Earnings Ratio 15.3 14.1 104 13.6 281
Dividends
Declared Per Share $1.14 $1.10 $1.06 $1.03 $0.99
Paid Per Share $1.13 $1.09 $1.05 $1.02 $0.97
Rate at Year End $1.16 $1.12 $1.08 £1.04 $1.01
Payout Ratio on Dividends Paid 50.7% 54.2% 47.7% 69.8% 118.3%
Yield at Year End 3.4% 3.9% 4.7% 5.2% 4.4%
Dividends 10 Book Value at Year End 8.0% 7.4% 7.7% 8.3% 8.0%
Diluted Earnings Per Share $2.23 §z.0n $2.20 $1.46 $0.82

{1} Includes a 325.8 mitlion gain and income from discontinued operations of 3102 miltion both related to the sale of Czech Asseis and an impairment of an investment in ¢ partnership of 2.7 million after
tax, where applicable.

{2} inciudes an adjustment to the loxs on sale of oit and gas producing properties of 34.6 miilion afier tax and an adjustment to the gain on sale of timber properties of (30.8) million after tax, where applicable.

{3) Includes gain an sale of timber properties of $102.2 million after tax, Ioss on sale of il and gas assets of ($39.6) million after tax, impairment of oil and gas ossets of (328.9} miltion after wax and
cumulative effect of changes in accaunting of (38.9} million, where applicable,

(4) includes impairment of Independence Pipeline of ($9.9) miliion after tax, where applicable.
{5) Includes impairment of oil and gas producing properties of (3104.0) million after tax, where applicable.
{4} Catculeted using ge Total Comprehensive Shareholders’ Equity,

Research Coverage*
The following firms provided equity investment research coverage of National Fuel Gas Co}'npany in fiscal 2005:

A.G. Edwards
Edward Jones
Howard Weil
John S. Herold
Lehman Brothers

Citigroup Research

UBS

® Note: Narlonal Fuel Gas Company iz followed by analysts ar the firms listed above, Please note that any opinlons, est or forecasts regarding Natianal Fuel Gas Company's performance made by
these analysts are theirs alont and do not represent opinions, forecasts or predictions of National Fuel GGas Company or ixs 2 Nuaiional Fuel Gas Company does not by its reference above or

distriburtien imply lis endorsement of or concurrence with such informairion, conclusions or recommendations.

Nationel Fusl Gas Company 9
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In 2005, for the second year in a row we achieved our
forecasted oil and gas production goals with 52.4 Befe,
despite the Gulf Coast weather catastrophes.




The Company's Exploration and Production operations are carried out through Seneca Resources Corporation,

Exploration and Production

NFG-3-1

Witness: Bauer

Page 14 .

Gas and Oil Reserves

Year Ended Seprember 30 2005 2004 2003 2002 2001

Gas Reserves (MMcf}

Beginning of Year 224,784 251,117 258,221 322,380 301,667
Extensions and Discoveries 27,475 22,34 28,023 36,805 51,641
Revisions of Previous Estimates 15,239 (15,268) {1,052 (44,784} {22,847)
Production {29,179) {33,013} {33,805) {41,454) {41,004)
Sales of Minerals In Place (179) (383} {270) {14,726} {6,346)
purchases of Minerals In Place and Other - - - - 39,269

End of Year 238,140 224,784 251,117 258,221 322,380

Reserve Replacement Ratio' 1.46 0.21 0.80 {0.19) 1.66

0Oil Reserves (Mbbl)

Beginning of Year 65,213 69,764 99,717 115,328 119,697
Extensions and Discoveries 366 218 879 2,023 4,549
Ravisions of Previous Estimates 11,331} 63 {4,661) {9,362} {3,659}
Production (3,869} {4,528) {6,737) (7,662} {7,857}
Sales of Minerals In Place {122} {304) {19,434} {610} {765)
Purchases of Minerals In Place and Other - - - - 3,363

End of Year 60,257 65,213 69,764 99,717 115,328

Reserve Replacernent Ratio'! {0.24) 0.06 {0.56) {0.96} 0.54

Total Gas & Oil Reserves {(MMcfo}

Beginning of Year 616,062 669,700 866,523 1,014,348 1,019,849
Extensions and Discoveries 29,6711 23,650 33,297 48,943 78,935
Revisions of Previous Estimates 7,253 {(14,890) {28,018} {100,956} {44,801)
Production (52,393) (60,181} (74,227} {87,426) (88,146)
Sales of Minerals In Place 911 2.217) {116,875) {18,386) {10,936)
Purchases of Minerals In Place and Other - - - - 59,447

End of Year 599,682 616,062 669,700 856,523 1,014,348

Reserve Replacement Ratio™ 0.70 0.15 0.06 {0.59) 1.06

(1) Reserve Replacemeni Ratio equals the sum of Extensions and Discoveries plus Revisions of Previous Estimates divided by the sum of Production plus Sales of Minerals in Place.
Net Undeveloped Acreage

At September 30 2005 2004 2003 2002 2001

Region

Gulf Coast 94,251 115,909 137,817 204,947 281,408

Wast Coast - - 860 2,257 2,257

Appalachia 454,513 440,004 414,710 374,380 385,585

Canada 254,794 316,820 336,538 700,811 929,460

Total Net Undeveloped Acreage 803,558 872,733 889,926 1,282,395 1,698,710

Mational Fuol Gas Compary 11
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Witness: Bauer
Operating Revenues Page 15
. Year Ended September 30 (Thousands of Dollars) 2005 2004 2003 2002 2001
Gas (after Hedging) $181,713 $167,127 $150,982 $148,467 $171,045
Qil (after Hedging) 107,801 119,564 147,101 152,746 169,613
Gas Processing Plant 36,350 28,614 28,879 16,995 39,986
Other (2,733) 1,815 1,308 6,627 17,700
Intrasegment Elimination™ (29,706) {23,422 {22,956) {13,855} (43,339}
Total Operating Revenues $293,425 $203,698 $305,314 $310,980 $£355,005

{1} Represents the elimination of certain West Coast gas production revenue included in “Gas (after Hedging)" in the table above thar is soid to the gas processing piant shown in the table above, An
eliminartion for the same doliar amount is made io reduce the gos processing plant's purchased gas expense.

Gas Production (MMcf)

2002 .

Year Ended September 30 2005 2004 2003 2001
Region
Gulf Coast 12,468 17,596 18,441 25,776 30,663
West Coast 4,052 4,057 4,467 4,889 4,383
Appalachia 4,650 5,132 5,123 4,402 4,142
Canada 8.009 6,228 5,774 6,387 1,816
Total Gas Production 29,179 33,013 33,805 41,454 41,004
Qil Production (Mbbl)
Year Ended September 30 2005 2004 2003 2002 2001
Reglion
Gulf Coast 989 1,534 1,473 1,815 1.914
West Coast 2,544 2,650 2,872 3.004 2875
Appalachia 36 20 10 9 7
Canada 300 324 2,382 2,834 3.081
Total Qil Production 3,869 4,528 6,737 7,662 7.857
Total Production (MMcfe)
Year Ended September 30 2005 2004 2003 2002 2001
Total Gas & Qil Production ] 52,393 60,181 I 74,227 87.426 88,146
Net Well Completions
Year Ended
September 30 2005 2004 2003 2002 2001
Success Success Suocnss Success Suornzy
Productive Dry  Rstic |Productive Dry  Ratio |Productive Dry  Retio |Producive Dry  Retio |Productive ©ry  Ratio
Region
Guif Coast 153 047 0.77 065 050 057 335 - 1.00 158 367 0.30 747 193 0.79
Wast Coast 11697 0.00 1.00 49.00 - 1.00 3097 - 1.00 4799 2.00 " 0.96 8696 1.00 099
Appalachia 4800 5.00 091 4100 300 093 61.00 010 1.00 30.00 110 099 26.00 3.00 0.90
Canada 2464 200 093 6335 608 0.9 2216 7580 075 3390 1190 074 7114 1375 084
Total Well .
Completions | 191.14 7.47 086 | 15400 958 094 | 11748 760 094 ] 11347 1867 086 | 19157 1968 0.9
12 National Fuel Gas Company
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Exploration and Produttion

NFG-3-1
Producing Wells Witness: Bauer
Page 16
At September 30 2005 2004 2003 2002 2001
Gross Net Gross Net Gross Net Gross Net Gross Net
Region )
Gulf Coast 68 35 66 35 69 35 76 42 104 46
Woaest Coast 1,248 1,240 1,156 1,146 1,119 1,108 1,103 1,092 976 899
Appalachia 2,026 1,943 1,943 1,862 1,905 1,817 1,865 1,773 1,834 1,745
Canada 251 177 226 158 202 145 828 705 1,167 954
Total 3,593 3,395 3,390 320 3,295 3,105 3,872 3612 4,081 3,644
Gas Prices (Average Price per Mcf)
Year Ended September 30 2005 2004 2003 2002 2001
Region
Gulf Coast $7.05 $5.61 $5.41 $2.89 $4.93
Wast Coast 6.85 5.54 5.1 2.86 1018
Appalachia 7.60 591 5.07 3.74 5.03
Canada 6.15 4.87 467 229 2.41
Weighted Average $6.86 $5.51 $5.18 $2.88 $5.39
Weighted Average After Hedging $6.23 $5.06 $4.47 $3.58 $4.17
Oil Prices (Average Price per Barrel)
Year Ended Seprember 30 2005 2004 2003 2002 2001
Region
Gulf Coast $49.78 $35.31 $29.17 $22.83 $27.47
Wes1 Coast 4291 31.89 26.12 19.94 24.06
Appalachia 48.28 31.30 28.77 23.76 28.51
Canada 42.97 30.94 26.41 19.94 2429
Weighted Average $44.72 $32.98 $26.90 $20.63 $24 99
Waeighted Averaga After Hedging $27.86 $26.40 $21.84 $18.94 $21.59
Exploration and Production Costs
Year Ended September 30 (Dollars per Mcf equivalent) 2005 2004 2003 2002 200
Lifting $0.98 $0.80 $0.97 $0.84 $0.73
Depreciation, Depletion & Amortization'™ 1.72 1.47 1.30 1.16 1.08
General and Administrative™ 0.41 0.38 0.29 0.40 0.25
General and Administrative Reconciliation (Thousands of Dollars):
Exploration & Production General and Administrative $21,512 $i3,033 $21,640 $35,253 $22,437
Exploration & Production Q&M 74,386 71,432 88,520 100,369 76,101
All Other O&M 330,131 314,087 273,378 271,684 272,169
Total Consolidated Q8 $404,517 $385,519 $361,898 $372,063 $348,270

(1) Depreciation, Depletion & Amorti

ion costs are sourced from Note N gf Nati

! Fuel Gas Company Form 10-K which include only olf and gas production-related costs.

{2} General and Administrative coxt per Mcf equivaleni equals the fiscal year Exploration & Production General and Administrative cost divided by the Total Gas & il Production (MMcfe) in that same

fscal year.

Nationa! Fuel Gas Company 13
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Qur strategic location played a significant role in bringing
Canadian gas to various pipeline transmission companies
when the Gull Coast supplies were hampered by the
hurricanes, resulling in a nearly 3 Bef increase in cur
transportation volumes.
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Fipeling and Storage

The Cornpany’s Pipeline and Storage operations are conducted through National Fuel Gas Supply Corporation and Emnpire State Pipeline.

Regulation

National Fuel Gas Supply Corporation’s operations are regulated at the federal level by the Federal Energy Regutatory Commission {FERC).
The Empire State Pipeline’s operations are regulated at the state level by the State of New York Public Service Commission (PSC).

FERC Overview

The FERC is an independent regulatory agency within the Department of Energy. responsible for regulating interstate activities in
the natural gas, electric, hydro and oil pipeline industries. The FERC is composed of up to five commissioners, including a chair,
appointed by the President and confirmed by the Senate for a five-year term.

Current Commissioners
{As of Seprember 30, 2005)

Term Term
Began Expires

Background

Joseph T. Kelliher, Chair 2003 2007

Former Seniar Policy Advisor to former Secretary of Energy, Spencer Abraham.

Nora Mead Brownell 200 2006

Former member of the Pennsylvania Public Utility Commission.

Suedeen G. Kelly 2003 2009

Fermer Professor of Law at the University of New Mexico School of Law,

Summary of General Rate Increases

National Fuel Gas Supply Corporation
Tost Bevenus incrapso {Decreass} fato of Beturn (%) Rate Baso .
Filing EHactivo Period i$ Millions) Total Rate Base Equity 1$ Millions}
Date Dato Endod Requosted Granted Reguostad G d Reg d Granted Raquested  Granted
Case: RPQ5-031™ 10-31-94 6-01-95 0395 21.0 6.0 10.31 9 592 12.60 11.304@ 429.0 427.0

(1) Reflects the merger of Penn-York Energy Corporation inte Nationa! Fuel Gas Supply Corporation a3 approved by the FERC on January 19, 1994 al Docket No, CP92.508,

{2) Not specified int the FERC-approved seiflement agreement — based upon Company calculatlons,

National Fuel Gas Company 15




Pipeling and Storage

NFG-3-1
Witness: Bauer
Revenues, Volumes and Revenue Rates* Page 19
Year Ended September 30 2005 2004 2003 2002 2001
Operating Revenues (Thousands of Dollars)
Firm Transportation:
Affiliated $48,705 $52,187 $53,884 $52,200 $54,643
Monaffiiated 68,441 68,256 55,624 35,882 36,968
Tota! Firm Transportation $117,146 $120,443 $109,508 $£88,082 $£91.611
Intarruptibte Transportation 4,413 3,084 3,944 3,315 1,917
Total Transportation $121,559 $123.527 $113,452 $£91,397 $93,528
Affiliated Storage 31,596 32,262 33,299 33,326 32,877
Nonaffiliated Storage 33,99 31,720 29,960 29,414 29,522
Total Storage 65,587 63,982 63,259 62,740 62.229
Other 28,713 22,198 24709 13,247 15,334
Total Operating Revenues $215,859 $209,707 $201,420 $167,.384 $171,091
Volumes {MMcf} o
Firm Transportation:
Affiliated 113,242 116,768 131,763 112,164 125,858
Nonaffiliated 244,343 222,223 209,162 178,343 178,325
Total Firm Transportation 357,585 338,991 340,925 290,507 304,183
Interruptible Transportation 14,794 12,692 10,004 7.315 17,372
Total Volumes 372,379 351,683 350,929 297,822 321.555
Average Revenues per Mcf
"Firm Transportation - Nonaffiliated $0.28 $0.31 $0.27 $0.20 $0.21
Interruptible Transportation $0.30 $0.24 $0.39 $0.45 $0.11
Transmission Statistics*
At September 30 2005 2004 2003 2002 2001
Compressor Statlons )
Number 15 15 14 14 14
Horsspower 39,606 39,606 39,326 39,326 39,061
Pipeline Mileage 2,972 3,014 3,040 2,910 2,989
Storage Statistics™
At September 30 2005 2004 2003 2002 2001
Storage Services - Bef
Firm Servica - Atfiliated 304 300 322 331 341
Firm Service - Nonaffiliated 36.0 35.7 29.8 31.6 30.6
Operationg! Capacity 7.0 7.0 7.0 7.0 1.0
Total Available Working Capacity - Bef 734 72.7 69.0 7.7 nz
Leased Storage Capacity - - - 1.0 1.0
Total Capacity - Bef 73.4 72.7 69.0 72.7 72.7
Underground Areas 32 32 32 32 31
Compressor Stations
Number 15 15 15 15 15
Horsepower 35,475 35,700 35,700 35,700 35,700

% Nate: All data provided periaing to Narlonel Fuel Gat Supply Corporation.
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This past year, the Utility investec $50 miltion for upgrades
and improvements (o its extensive pipeline system. This is
one of the most significant ways we can demonstrate our
commitment to safely and reliahly celiver natural gas to
aur 731,000 customers.

\




Utility
NFG-3-1
. . . L) Witness: Bauer
The Company's Utility operations are carrfed out by National Fuel Gas Distribution Corporation. Page 21

Regulation

The Company's Utility operations are regulated at the state leve! by the State of New York Public Service Commission (PSC) and the
Pennsylvania Public Utility Cormmission (PaPUC),

PSC Overview

There are five commission seats, Each Commissioner is appointed by the Governor and confirmed by the State Senats for a term of
six years and remains in office until a new Commissioner is appointed. The Chairman is appointed by the Governor. The PSC is, by taw,
bipartisan. All of the current Commissioners were appointed by Governor George E. Pataki. The PSC staff consists of approximately
557 employees.

Current Commissioners
(As of September 30, 2005)

Term Term
Began  Expires Background
William M. Flynn, Esq., 2003 2009 Former President of the New York State Energy Research and Development
Chairman Authority INYSERDA).
Thomas J. Dunleavy 1996 2001 Former Deputy Commissioner of the New York City Department of Information
Technology and Telecommunications.
Leonard A. Weiss 1999 2004 . Former Presiding Justice, Appellate Division of the New York State Supreme Court.
Neal N. Galvin 1999 2005 Retired President and Chief Executive Officer of Callanan Industries, Inc. Former
Chairman and Chief Executive Officer of Oldcastle New York State Materials Group.
Patricia L. Acampora 2005 2008 Former Assemblywoman in the New York State Legislature representing the

1st Assembly District on Long Island.

PaPUC Overview

The PaPUC consists of up to five members, each appointed by the Governor and confirmed by the State Senate for a term of five

years. The Chairman is designated by the Governor. Wendell F. Holland was appointed Chairman by Governor Edward G. Rendell.

All remaining Commissioners were also appointed by Governor Rendall, with the exception of Kim Pizzingrilli, who was appointed
by former Governor Thomas J. Ridge. The PaPUC is served by a staff of approximately 620 employees, divided into eleven offices
and bureaus.

Current Commissioners
(As of Sepiember 30, 2005)

Term Term
Began Expires Background
Wendell F. Holland, 2003 2008 PaPUC Commissioner since September 2003. Retired judge and serving his
Chairman second non-consecutive term as Commissioner of the PaPUC
James H. Cawley, 2005 2010 Former PaPUC Commissioner {1978-1985), and former Majority Counsel to the
Vice Chairman Pennsylvania Senate Consumer Affairs Committee and Chief Counsel to the
Senate Majority Floor Leader.
Kim Pizzingrilli 2002 2007 Former Secretary of the Commonwaeslth. Currently serving on the Natural Gas
Committee of the National Association of Regulatory Utility Cornmissioners.
Terrance J. Fitzpatrick 2005 2009 Attorney formerly practicing utility and environmental law in private practice.

Assisted with drafting the Electricity Generation Customer Choice and Competition
Act. Serving his second non-consacutive term as Commissioner of the PaPUC,

Bill Shane 2005 2006 Former Chief Administrative Law Judge, Commissioner and Chairman with the
PaPUC and former counsel to major natural gas producers.

18  National Fue! Gas Company
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National Fuel Gas Distribution Corporation
Test Rovenue Increass {Decrease) Rate of Return (%) Rate Baso
Filing Effective Pariod {$ Millions) Total Rate Base Equity {$ Millions}
Date Date Ended Requested Granted Reguestod Granted Requestod Granted Requosted Granted
New York Division
Case: 04-G-1047M 8-27-04 8§-01-05 3-04 60.9 210 9.10 N/A 11.88 N/A 686.1 NfA
00-G-1858% N/A - 10-01-03 N/A N/A - NfA N/A N/A N/A N/A N/A
00-G-1435% N/A  10-01-0¢ N/A N/A - NfA N/A N/A N/A N/A N/A
98-G-1291W N/ 10-01-98 N/A N/A (7.2} N/A N/A N/A N/A NfA N/A
95-G-1009® 9-28-97 10-01-97 9-98 7.2 7.2 N/A, N/A N/A NIA N/A NfA
95-G-1009! 110895 10-01-96 997 28.9 7.2 9.66 N/A 11.50 N/A 630.7 N/A
94-G-0885 10-21-94 92095 7-96 565 4.2 10.44 g9.10 12.85 10.40 628.3 5740
Pennsylvania Division
Case: R-00049656% 9-16-04 6-15-05 504 228 120 9.16 NIA 11.88 N/A 279.2 N/A
R-(0381681Me 4-16-03 1-15-04 503 16.5 35 9.96 N/A 12.75% N/A 262.5 NfA
R-953299" 31585 92795 1185 220 6.0 10.98 N/A 13.25 N/A 2306 N/A

NIA - Not Applicable

{11 A two-year rote plan that rung from Auguse |, 2005 through July 31, 2007, Earrings ahove 1) 3% on a cumulative basis are 1o be shared equally berween shareholders and ratepayers. The plan provides
that customers will receive a bill eredit of $16.23 million in the firsi year and up 10 $16.25 mitlion in the second year, related to the overcollection of Gross Receiprs Tax.

(2} Extends most of the features of the previous rate plan (00-G-1495). Specific changes include the following: Earnings above an I 1% reiurn on equity are 1o be shared equally between shareholders and
ratepayers. The 35,0 miltion bilf credit continues uniess the Company can demonstrate that it is no longer justified. Increases the amount of pension and post retiremeni benefits recognized in existing
rates by $8.0 million. Continues deferral of pension and post retirement benefit expenses above the amount recognized (n rates.

{3) The three-year rate plan that ran from Ociober 1, 2000 through September 30, 2003 has been extended through September 30, 2004, Earnings ahave an 11.0% return on a cumdative basis are to be
shared equally between shareholders and ratepayers. The plan provides that cusiomers will receive a bilf credit of $17.6 mittion in the first year. of which $7.6 million relates 1o cusiomers’ share of
earnings accumulated under previous seitlements, The credit will be reduced 10 35.0 million in the secand year, and in the third aad subsequent years the credit will remain at 352 million unless the
Company can demonsirate thot it is ne longer justified.

(4} A two-year rate plan which runs through Seprember 30, 2000, An allowed return on equity of 12%. above which $0% of additional earnings are shared cqually berwéen sharekolders and customers, is
retained from the previous settlement (see note 5}, The rate pian also called for a $7.2 million generic resiructuring reserve to be recorded in fiscal 1999,

{5} Serdement provided for annual base rate increase of $7.2 miltion (n each fiscal year beginning Octaber {, (996 and 1997 with no specified rate af retuen o equity, Earnings above a 12% return on
equity {excluding certain items determined on a cumulative batis over three years ending 9/30/98) are shared equally between sharekolders and customers.

(6] The PaPUC adopred a Sestlement Agreement in this praceeding. The setilement, among other things, provided for a $12.0 million annual operating revenue increase. The effective date of the increase in
rates was April IS, 2005.

{7} Setttement - oaly revenue increase specified. -
(8) On December 18, 2003, the FaPUC adopred a Seutement Agreement in this proceeding. The settlement, among other things, provided for o $3.5 million annual operating revenue increase. The effective date
of the increase in rates was January 15, 2004, The agreement alse provides for a mechanism to track differences henween actual pension expenses and pension expenses reflected in rates.

Degree Days
Year Ended September 30 2005 2004 2003 2002 2001
Buffalo, NY
Normal 6,692 6,729 6,815 6,847 6,865
Actual 6,587 6,572 7137 5,808 6,648
Percent Colder {Warmer) than Normal {1.6)% {2.31% 4.7% (15.2)% (3.2)%
Erie, PA
Normal 6,243 6,277 6,135 6,146 6,179
Actual 6,247 6,086 6,769 5,334 6,351
Percent Colder (Warmer) than Normal 0.1% 3.00% 10.3% (13.2)% 2.8%

Source of Utility Gas Supply (MMcf)

Year Ended September 30 2005 2004 2003 2002 2007
Long-Term Contract 57,287 54,696 67,832 62,805 74,255

Spot Purchases 20,449 42,411 67,188 39,650 40,274
Appalachian 8,545 B,361 7,953 7.324 2,71

Total Utility Gas Supply 86,281 105,368 122,973 109,779 117,300 .
Storage Change - Net {Into} or OQut 1,429 3,995 {1,294) 366 (5,356} .
Used In Qperations, Shrinkage and Other (7.436) (7,402} (9,517} {8,691) {(7,758)

Total Gas Available for Utility Sales 80,274 101,961 112,162 101,444 104,186

National Fuel Gas Company 19



Utility

Volumes™ by Industrial Category (MMcf)

Year Ended September 30 2005
Primary Metal 9,869
Food 4117
Fabricated Metal Products 2,821
Chemical & Allied 2,195
Power Generation 2,156
Lumber and Wood Products (excluding furniture) 1.653
Electronic & Other Electrical Equipment 1,605
Transportation Equipment 1,114
Total Volumes 8 Largest Industrial Categories 25,530
Total Industrial 32,724
Total Utility Volumes 140,044
Percent of 8 Largest Industrial Categories to:
Total Industrial Volurmnes 78.0%
Total Utility Volumes 18.2%
Volumes* by Commercial Category (MMcf)
Year Ended September 30 2005
Educational Services 6,289
Retail Trade 4,773
Health Services 3,957
Real Estate 2,435
Justice, Public Order and Safety 1,282
Sanitary Services 869
Personal Services 820
Social Services 763
Total Volumes B Largest Commercial Categories 21,188
Total Commercial ' 34,308
Total Utility Volumes 140,044
Percent of 8 Largest Commercial Categories to:
Total Commercial Volumes 61.8%
Total Utility Volurmes 15.1%

* Sales and ransportation volumes

20 National Fuel Gas Company
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Year Ended September 30 2005 2004 2003 2002 2001 .
Operating Revenues (Thousands of Dollars)
Residential Sales $868,292 $808,740 $801,984 $538,345 $875.050
Commercial Sales 145,393 137,092 137,905 86,963 164,266
Industrial Sales 13,998 17,454 23,263 18,332 29,110
Off-System Sales - 106,841 107,220 68,606 84,078
Total Sales 1,027,683 1,070,127 1,070,372 712,246 ° 1,142,504
Transportation 83,669 80,563 86,374 83,267 89,037
Other 571% 1,951 6,237 {1,292} 3,106
Total Operating Revenuses $1,117,067 $1,152,641 £1,162,983 $794,221 $1,234,647
Volumes (MMcf)
Residential Sales 66,903 70,109 76,4493 64,639 73,530
Commeicial Sales 11,984 12,752 14177 11,549 13,831
Industrial Sales 1,387 2,281 3,537 3,715 4,089
Off-System Sales - 16,839 17,999 21,541 12,736
Total Sales Volumes 80,274 101,967 112,162 101,444 104,186
Transportation 59,770 60,565 64,232 61,909 66,283
Total Volumes 140,044 162,526 176,394 163,353 170,469
Pipeine Mileage 14,784 14,781 14,773 14,783 14,778
Average Revenue per Mcf
Residential $12.98 $11.54 $10.49 $8.33 $11.90
Commercial 12.13 10.75 9.73 7.53 11.15
Industrial 10.09 7.72 6.58 4.93 712
Off-System - 6.34 5.96 3.18 6.60
Transportation 1.40 133 1.34 1.34 1.34
Average Number of Customers
Residential 681,713 683,253 684,175 683,166 683,526
Commercial 47,979 47,843 47,982 47,811 47,722
Industrial 1,203 1,211 1,231 1.241 1,249
Total Average Nurmber of Customers 730,845 732,307 733,388 732,218 732,497
Average Number of Transportation Customers
Aggregator Pragrams 54,443 51,479 51,559 49,887 52,311
Other 1,819 1,852 1,822 1,842 1,829
~ Residential Customer Statistics
Average Mcf per Customer 106 109 119 101 116
Average Annual Bill $1,364 $1,262 £1,251 $838 $1,366
Househeating Customers - Parcent 97% 97% 97% 96% 96%

National Fuel Gas Company
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Our timher business helps us further diversify our
revenues, adding another layer of protection against
potential earnings volatility. As a real, 1angible asset, it has
the added benefit of biological growth.
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Highland Forest Resources, Inc. and the Northeast Division of Seneca Resources Corporation carry out the Timber segment operatio
for the Company.

Revenues
Year Ended September 30 2005 2004 2003 2002 20Mm
Operating Revenues (Thousands of Dollars) [ se1286 [  $56970 | $56,226 | $47,407 | $44,914
Production
Year Ended September 30 2005 2004 2003 2002 20M
Production (Thousands of Board Feer*)
Log Sales 7,601 6,848 8,764 8,174 8,839
Green Lumber Sales 10,489 9,552 11,813 12,878 10,332
Kiln Dry Lumber Sales ’ 15,491 15,020 13,300 10,794 ) 8,804
Total - . 33,581 31,420 33,977 31,846 27,8975

* Mote: A Boand Foot iy 2 plece of lumber mreqsuring approximately {27 wide x 12" long & 1" thick.

Acreage
At September 30 2005 2004 2003 2002 2001
Acreage | 100,400 | 87,400 | 8700 [ 185000 | 151,577

Total Estimated Inventory

At September 30 2005 2004 2003 2002 2001
Board Feet (Thousands) ] 386,000 | 326,800 | 329,600 | 600,000 | 575,000

Hational Fusl Gas Company 23
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Our Encrgy. Marketing segment retained its long-
standing position as the fargest marketer on the
Company's Utility system.

“Syracuse

‘Rochester
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National Fuel Gas Company !

Philip C. Ackerman
‘Chairman of the Beard,
‘President and Chief
‘Executive Officer

Dennis J. Seeley
Vice President

‘David F. Smith
Vice President

‘Ronald J. Tanski
Treasurer and Principal
Financial Officer

Principal Officers
of Principal Subsidiaries

Karen M. Camiolo
Controller and Principal
Accounting Officer

Anna Marie Cellino
Secratary .

i
Paula M. Ciprich’
General Counsel

National Fuel Gas Distribution Corporation '

Philip C. Ackerman
Chairman of the Board

Dennis J, Seeley
President

Anna Marie Cellino
Senior Vice President
and Secretary

Ronald J. Tanski
Senior Vice President
and Treasurer

James D. Rarmsdell
Senior Vice President

National Fuel Gas Supply Corporation

Carl M. Carlotti
Vice President

Bruce D. Heine
Vice President

Jay W, Lesch
Vice President .

Steven Wagner
Vice Prasident '

Karen M. Camiolo
Controller ’

Philip C. Ackerman
Chairrman of the Board

David F. Smith
President

John R. Pustulka
Senior Vice President

Ronald J. Tanski
Treasurer and Secretary

Karen M. Camiolo
Controlier

Seneca Resources Corporation

Philip C. Ackerman
Chairman of the Board

James A. Beck
Presiden:

Barry L. McMahan
Senior Vice President

Thomas L. Atkins
Treasurer

Donald P. Butler
Secretary

National Fue! Resources, Inc.

Donna L. DeCarolis
President

Highland Forest Resources, Inc.

Philip C. Ackerman
Chairman of the Board

James A. Beck
President

Thomas L. Atkins
Treasurar |

Donald P. Butler
Sacreary

Directors

Philip C. Ackerman & '

Chairman of the Board of Directors of the Company since January
2002. Chief Executive Officer since October 2001, and President
since July 1999, Chairman and President of certain subsidiaries of

the Company. Board member since 1994,

Robert T. Brady 258

Chairman, President and Chief Executive Officer of Moog Inc.
Director of Astronics Corporation, M&T Bank Corporation ang
Seneca Foods Corperation, Chairman of the Buffalo Niagare
Partnership, Board member since 1995.

R. Don Cash *37

Chairman Emeritus and Diractor of Questar Corporation. Former
Chairman, Chief Executive Officer and President of Questar
Corporation, Director of Zions Bancorporation, Associaled Electric
and Gas Insurance Services Limited, and TODCO (The QOffshore
Drilling Company). Board member since 2003.

Rolland E. Kidder !

Executive Director of the Robert H., Jackson Center, Inc. in
Jamestown, N.Y. Formear Chairman apd President of Kidder
Expleration, Inc. Former Trustee of the New York Power Authority.
Board member since 2002.

Craig G. Matthews 29

Former President and Chief Executive Qificer of NUI Corporation,
Former Vice Chairman and Chief Operating Officer of KeySpan
Corporation. Director of Amerada Mess Corporation. Board
member since February 2005,

George L. Mazanec 459

Former Vice Chairman of PanEnergy Corporation (now part of
Duke Energy Corporation). Directer of Dynegy Inc. Director of
the Northern Trust Bank of Texas, NA, and Associated Electric
and Gas Insurance Services Limited. Forrmer Chairman of the
Manzgement Committee of Maritimes & Northeast Pipeline.
L.L.C. Board member since 1996,

Richard G. Reiten '?

Director and former Chairman and Chiel Executive Officer of
MNarthwest Natural Gas Company. Director of Associated Electric
and Gas insurance Services Limilad, BiueCross BhiuesSnisic of
Oregon, and The Regence Group. Board member since 2004.

John F. Riordan 57

President and Chief Executive Officer of the Gas Technology Institvie.
Director of Nicor, Inc. Former President and Chief Executive Officer
of MIBCON Corporation. Board member since 2000,

1 Member of Audit Committee
2 Chairman, Audit Commitiee
3 Member of Compensation Committee
4 Chalrman, Compensation Commiltec
5 Member of Executive Committee
6 Chairman, Executive Commitiee
7 Member of NominatingCorporate Governance Commitiee
& Chairman, Nominating/Corporate Governance Commitiee
9 Member of Finance Committee
10 Chairman, Finance Committee
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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 March 31, 2005

Commission File Number 1-3880

NATIONAL FUEL GAS COMIF’ANY

(Exact name of registrant as specified in its charter) .
New Jersey 13-1086010
(State or other jurisdiction of (L.R.S. Employer
incorporation or organization) ldentification No.)

6363 Main Street

- Willlamsville, New York : 14221
(Address of principal executive offices) (Zip Code)

(716) 857-7000

(Registrant's telephone number, including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or
15(d) of the Securities Exchange Act of 1934 during the preceding 12 months and {2) has been subject to
such filing requirements for the past 90 days. YES. X NO .

Indicate by check mark whether the registrant is an accelerated filer {(as defined in Rule 12b-2 of the
Exchange Act).- YES__ X NO

Indicate the number of shares outstanding of each of the issuer's classes of common stock, as of the
latest practicable date: ' .

Common stock, $1 par value, outstandlng at Aprll 30, 2005:;

83,553,146 shares. , : ' ' .




Company or Group of Companies for which Report is Filed:

DIRECT SUBSIDIARIES:

GLOSSARY OF TERMS

Frequently used abbreviations or acronyms used in this report:

' NATIONAL FUEL GAS COMPANY

National Fuel Gas Distribution Corporation
National Fuel Gas Supply Corporation

Seneca Resources Corporation

Highland Forest Resources, Inc.

Leidy Hub, Inc.

Data-Track Account Services, Inc.
‘National Fuel Resources, Inc.
Horizon Energy Development, Inc.

Horizon LFG, Inc.
Horizon Power, Inc.

Natlonal Fuel Gas Companies

‘Data-Track

Distribution Corporation

Empire:

ESNE

Highland
Horizon
Horizon LFG

Horizon Power

‘Leidy Hub

Model City

National Fuél. the Company,
or the Registrant

NFR
Seneca

Seneca Energy

‘Supply Corporation

Regu.la tory Agencles

FERC
NYPSC

- PaPUC

Dat:a-Track Account Services, Inc.

National Fuel Gas Distribution Corporation

Empire State Pipeline

Energy Systems North East, LLC
Highland Forest Resources, Inc.

Horizon Energy Development, inc.

Horizon LFG, Inc.
Horizon Power, Inc.
Leidy Hub, Inc.

Model City Energy, LLC

National Fue! Gas Company and its subsidiaries
National Fue! Resources, Inc.

Seneca Resources Corporation

Senieca Energy Hl, LLC

National Fuel Gas Supply Corporation

Federal Energy Regulatory Commission
State of New York Public Service Commission

Pennsylvania Public Utility Commission

-2-
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GLOSSARY OF TERMS (Cont'd)

SEC

Other

APB 25

Bbl

CZK

Exchange Act

" GAAP

Holding Cormpany Act
LIFO

Mbb!

Mcf

MD&A

MMcf
SFAS
SFAS 123

SFAS 123R -

SFAS 133

WNC

NFG-3-1
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Securities and Exchange Commission

Accounting Principles Board Opinion No. 25, Accounting for
Stock Issued to Employees

Barrel

Czech korunas

Securities Exchange Act of 1934, as amended -

Accounting principles generally accepted in the United States of Amer.ica .
Public Utility Holding Company Act of 1835, as amended

Last-in, first-out

Thou_sand barrels

Thousand cubic feet

Management's Discussion and Analysis of Financial Condition and
Results of Operations :

Million cubic feet

Statement of Financial Accounting Standards

Statement of Financial Accounting Standards No. 123, Accounting
for Stock-Based Compensation

Statement of Financial Accounting Standards No. 123R,
Share-Based Payment

Statement of Financial Accounting Standards No. 133,
Accounting for Derivative Instruments ‘and Hedging
Activities

Weather riormalization clause

>
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Part l. Financial_ Information

ltem 1. Financial Statements {Unaudited)

a.

e.

Consolidated Statements of Income and Earnings Reinvested in the
Business - Three and Six Months Ended March 31, 2005 and 2004

Consolidated Balance Sheets — March 31, 2005
and September 30, 2004

Consolidated Statement of Cash Flows — Six Months
Ended March 31, 2005 and 2004

Consolidaied Statements of Comprehensive Income - Three
and Six Months Ended March 31, 2005 and 2004

Notes to Consolidated Financial Statements

item 2. Management's Discussion and Analysis of Financiaf
Condition and Results of Operations

ltem 3. Quantitative and Qualitative Disclosures About Market Risk
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Part 1l. Other Information
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ltem 2. Unregistered Sales of Equity Securities and Use of Proceeds

item 3. Defauits Upon Senior Securities
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+ The Company has noihlng to report under this item.
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Reference to "the Company” in this report means the Registrant or the Registrant and its subsidiaries
collectively, as appropriate in the context of the disclosure. All references to a certain year in this report

are to the Company’s f scal year ended September 30 of that year, unless otherwise noted

This Form 10-Q contains “forward-looking statements” within the meaning of Section 21E of the Securities
Exchange Act of 1934. Forward-looking statements should be read with the cautlonary statements and
- important factors included in this Form 10-Q at tem 2 - MD&A, under the heading “Safe Harbor for

Forward-Looking Statements.” Forward-looking stalements are all statements ather than statements of
historical fact, including, without limitation, those statements that are designated with an asterisk (**")
- following the statement, as well as those statements that are identified by the use of the words

“anticipates,” “estimates,” “expects,” “intends,” “plans,” “predicts,” “projects,” and similar expressions.
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Item 1. Financlal Statements Page 34

National Fuel Gas Company

Consolidated Statements of Income and Earnings

Reinvested in the Business

See Notes to Consolidated Financial Statements

-5-

(Unaudited)
‘ Three Months Ended
_ March 31,
(Thousands of Dollars, Except Per Common Share Amounts) 2005 2004
INCOME
Operating Revenues $791,329 $801,678
Operating Expenses
Purchased Gas 440,254 445,909
Fuel Used in Heat and Electric Generation 26,192 24,053
Operation and Maintenance 116,482 119,683
Property, Franchise and Other Taxes 20,774 20,165
Depreciation, Depletion and Amortization 44 345 47,858
) : L 653,047 657,768
Adjusiment of Loss on Sale of Oif and Gas Producing Properties - 4.645
Operating Income 138,282 148,555
Other Income (Expense): :
Income from Unconsolidated Subsndlanes 455 13
Other Income 6,159 987
Interest Expense on Long-Term Debt (18,471) (21,303)
Other Interest Expense {1,936) _{1,370)
Income Before Income Taxes and
- Minority Interest in Foreign Subsldlarles 124,489 126,882
Income Tax Expense 51,401 47,973
Minority Interest in Foreign Submdlarles 2,405 1,854
Net Income Avallable for Common Stock 70,683 77,055
EARNINGS REINVESTED IN THE BUSINESS : .
Balance at December 31 746,090 669,894
816,773 746,949
Dividends on Common Stock
(2005 - $0.28; 2004 - $0.27) 23,364 22 094
Balance at March 31 793,409 $724 855
Earnings Per Common Share:
Basic $0.85 $0.94
Diluted $0.83 $0.93
Welighted Average Common Shares Outstanding Co
Used in Basic Caiculation 83,313,191 81,796,698
Used in Diluted Calculation 84,770,068 82,985,451




Iltem 1. Financial Statements (Cont,)

‘See Notes to Consolidated Financial Statements
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Consclidated Statements of Income and Earnings 9
Reinvested in the Business
{Unaudited)
Six Months Ended
March 31,

(Thousands of Dollars, Except Per Common Share Amounts) 2005 2004
INCOME .

Operating Revenues $1,335,587 $1,334,191
Operating Expenses

Purchased Gas 696,410 696,686
Fuel Used in Heat and Electric Generation 48,403 45,109
Operation and Maintenance 217,328 219,865
Property, Franchise and Other Taxes 38,942 © 38,387
Depreciation, Depletion and Amortization 96,285 94 416

. 1,097,368 1,094,463
Adjustment of Loss on Sale of Oil and Gas Producing Properties - 4,645

Operating Income 238,219 244,373
Other Income (Expense): :

Income from Unconsolidated Subsidiaries 1,239 96
- Other Income 7,809 3,018
Interest Expense on Long-Term Debt (37,015) {44,272)

Other Interest Expense {4,354) (3,735)

Income Beofore Income Taxes and
Minority Interest in Foreign Subsidiaries 205,898 199,480
- Income Tax Expense §1,436 69,540

Minority Interest in Foreign Subsidiaries 3,342 3,671
Net Income Avalilable for Common Stock 121,120 126,269
EARNINGS REINVESTED IN THE BUSINESS .
Balance at October 1 ' 718,926 642,690

840,046 768,859
Dividends on Common Stock ‘

{2005 - $0.56; 2004 - $0.54) 46,637 44,104
Balance at March 31 793,409 $724,855
Earnings Per Common Share: _

Basic $1.48 $1.65

Diluted $1.43 $1.583
Woeighted Average Common Shares Outstanding: ' .

Used in Basic Calculation 83,231,435 81,683,750

Used in Diluted Calculation 84,711,134 82,612,639
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Consolidated Balance Sheets
{(Unaudited} .
March 31, September 30,
2005 . 2004
(Thousands of Dollars)
ASSETS
Property, Plant and Equipment © $4,761,063 $4,602,779
Less - Accumulated Depreciation, Depletion ,
and Amortization 1,701,260 1,596,015
3,059,803 3,006,764
Current Assets .
Cash and Temporary Cash Investments 123,081 66,153
Receivables — Net of Allowance for Uncollectible Accounts of .
$25,387 and $17,440, Respectively 317,869 129,825
Unbilled Utility Revenue : 60,687 18,574
Gas Stored Underground 18,384 68,511
Materials and Supplies - at average cost : 55,598 . 43,922
Unrecovered Purchased Gas Costs , - 7,532
Prepayments 55,885 38,760
Fair Value of Derivative Financial Instruments - 23
) 631,504 373,300
Other Assets
Recoverable Future Taxes ' ' 83,847 83,847
Unamortized Debt Expense : , 18,581 19,573
Other Regulalory Assets 63,452 66,862
Deferred Charges 2426 3,411
Other Investments . 76,357 72,556
Investments in Unconsolidated Subsidiaries 16,163 16,444
Goodwill ' 5476 5,476
Intangible Assets . ) 44,663 45,994
Other ' 23,907 17,571
: 334,872 331,734
Total Assets $4,026,179 $3,711,788

" See Notes to Consolidated Financial Statements

-
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National Fue! Gas Company Page 37
Consolidated Balance Sheets
{Unaudited)
March 31, September 30,
2005 ) 2004
(Thousands of Dollars)
CAPITALIZATION AND LIABILITIES
Capitalization:
Comprehensive Shareholders’ Equity
Common Stock, $1 Par Value
Authorized - 200,000,000 Shares; Issued
And QOutstanding — 83,508,614 Shares and
82,990,340 Shares, Respectively $83,509 $ 82,990
"Paid in Capital 512,669 - © 506,560
Earnings Reinvested in the Business 793,409 718,926
Total Common. Shareholder Equity Before _ -
ltems of Other Comprehensive Loss 1,389,587 1,308,476
Accumulated Other Comprehensive Loss : . (59,185) {54,775)
Total Comprehensive Shareholders’ Equity 1,330,402 1,253,701
Long-Term Debt, Net of Current Portion : 1,126,401 1,133,317
Total Capitalization 2,456,803 2,387,018
Minority Interest in Foreign Subsidiaries 43,883 37,048
Current and Accrued Liabilitles
Notes Payable to Banks and
Commercial Paper 113,200 156,800
Current Portion of Long-Term Debt 14,793 14,260
Accounts Payable 165,596 115,979
Amounts Payable to Customers : 28,496 3,154
Other Accruals and Current Liabilities 254,481 91,164
Fair Value of Derivative Financial Instruments 141,053 95,099
. - 717,619 476,456
Deferred Credits . . L
Accumulated Deferred Income Taxes 439,700 458,095
Taxes Refundable to Customers 11,065 11,065
Unamortized Investment Tax Credit 7,147 7,498
Cost of Removal Regulatory Liability ‘ 84,467 82,020
. Other Regulatory Liabilities . 69,095 67,669
Pension Liability 91,706 91,587
Asset Retirement Obligation : 33,318 32,292
Other Deferred Credits : . 71,376 ‘ 61,050
- . : 807.874 - - 811,276
Commitments and Contingencies - -
Total Capitalization and Liabilities $4,026,179 $3,711,796 .

See Notes o Consolidated Financial Statements
-8-
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National Fuel Gas Company ’ Page 38
Caonsolidated Statements of Cash Flows )
{Unaudited)
Six Months Ended .
, March 31,
{Thousands of Dollars) 2006 - 2004
OPERATING ACTIVITIES
Net Income Available for Common Stock $121,120 $126,269
Adjustments to Reconcile Net Income to Net Cash ' '
Provided by Operating Activities:
Adjustment of Loss on Sale of Oil and Gas Producmg

Properties - (4,645)
Depreciation, Depletion and Amortization 96,285 94,416
Deferred Income Taxes (3.982) " (13,638)
Income from Unconsolidated Subsidiaries, Net of :

Cash Distributions ' 282 645
Minority interest in Forelgn Subsidiaries 3,342 3,671
Other {7,124) (1,931

~ Change in:

Receivables and Unbilled Utjlity Revenue . (228,969) (185,242)

Gas Stored Underground and Materials and '

Supplies : 38,862 74,100

Unrecovered Purchased Gas Costs 7,532 21,199

Prepayments (17,083) {2,199)

Accounts Payable : 47,541 14,949

Amounts Payable to Customers 25,342 18,379

Other Accruals and Currenl Liabilities 163,077 167,706

Other Assets (5,506) 6,911

Other Liabilities ' B 16,239 {33,849)

Net Cash Provided by Operating Activities 256,978 286,744
INVESTING ACTIVITIES . . '
Capital Expenditures ' (114,624) {88,888)
Net Proceeds from Sale of Oil and Gas Producing Properties 85 5,041
Other 2,450 2,063
Net Cash Used In Investing Activities - (112,089) (81,784)
FINANCING ACTIVITIES :
Change in Notes Payable to Banks and Commercial Paper (43,600) (5,400)
Reduction of Long-Term Debt (7.314) (135,861)
- Dividends Paid on Common Stock _ .(46,483) ' {43,962)
Proceeds from tssuance of Common Stock 6,301 8,076
Net Cash Used In Financing Activities (91,096) (177.147)
Effect of Exchange Rates on Cash ' ‘ . 3,135 365
Net Increase in Cash and Temporary Cash Investments - ‘ 56,928 - 28,178
Cash and Temporary Cash Investments at October1 . . 66,153 51,421
Cash and Temporary Cash Investments at March 31 $123,081 $79,599

~ See Notes to Consolidated Financial Statements
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Consolidated Statements of Comprehensive income 9
{Unaudited)
Three Months Ended
: March 31,
(Thousands of Dollars) ' ‘ 2005 2004
Net Income Available for Common Stack - $70,683 $77,055
Other Comprehensive income (Loss), Before Tax: : .
Foreign Currency Translation Adjustment {8.084) {7.147)
Unrealized Gain on Securities Available far Sale Arising
During the Period - : 222 1,071
‘Unrealized Loss on Derivative Financial Instruments
Avrising During the Period _ {100,334) (24,696)
Reclassification Adjustment for Realized Gains on
Securities Available for Sale in Net Income - (652) -
Reclassification Adjustment for Realized Losses on
Derivative Financial Instruments in Net Income 17645 . 11,058
Othér Comprehensive Loss, Before Tax {91,203) (19,714)
- Income Tax Expense Related to Cumulaiive Translation '
Adjustment - 363 -
Income Tax Expense Related to Unrealized Gain ‘ :
on Securities Available for Sale Arising During the Period 159 375
Income Tax Benefit Related to Unrealized Loss on ,
_ Derivative Financial instruments Arising During the Period {38,380) {9,545)
Reclassification Adjustment for Income Tax Expense on
Realized Gains from Securities Available for Sale in Net Income (228) -
Reclassification Adjustment for income Tax Benefit on
Realized Losses from Derivative Financial Instruments
" In Net Income 6,671 4,105
Income Taxes — Net : (31,415 {5,065)
Other Comprehensive Loss : j (59,788} _{14,649)
Comprehensive income . $10,895 . $62,406

Ssee Notes to Consolidated Financlal Statements
-10-
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National Fuel Gas Company Fage 40
Consolidated Statements of Comprehensive Income
{Unaudited) ' .
Six Months Ended
March 31,
{Thousands of Dollars) 2005 2004
Net Income Available for Common Stock . $121,120 $126,269
Other Comprehensive Income (Loss), Before Tax: .
Foreign Currency Translation Adjustment 22,900 8,799
Unrealized Gain on Securities Available for Sale Arising »
During the Period 1,351 2,392
Unrealized Loss on Derivative Financial Instruments
Arising During the Period (80,232) {42,312)
Reclassification Adjustment for Realized Gains on . ]
Securities Avaiiable for Safe in Net income {652) -
Reclassification Adjustment for Realized Losses on
' Derlvative Financial Instruments in Net Income . 35,841 16,795
Other Comprehensive Loss, Before Tax } (20,792) {14,326)
Income Tax Expense Related to Cumulative Translation o
Adjustment 363 -
Income Tax Expense Related to Unrealized Gain
on Securities Avallable for Sale Arising During the Period 554 837
Income Tax Benefit Related to Unrealized Loss :
on Derivative Financial Instruments Arising During the Period (30,653) (15,886)
Reclassification Adjustment for Income Tax Expense on
Realized Gains from Securities Available for Sale in Net Income {228) , -
Reclassification Adjustment for income Tax Benefit on
Realized Losses from Derivative Financial Instruments _ A
In Net Income 13,682 6,499
Income Taxes — Net (16,382) {8,550)
Other Comprehensive Loss {4,410) (5,776)
Comprehensive Income $116,710 $120,493

Sae Notes to Consolidated Financlal Statements

-11-
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National Fuel Gas Company
Notes to Consolidated Financial Statements

Unaudited

Note 1 - Summary of Significant Accounting Policies

Principles of Consolidation. The Company consclidates its majority owned entities. The equity method
is used to account for minority owned entities. All significant intercompany balances and transactions are
eliminated.

The preparation of the consolidated financial statements in conformity with GAAP requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities
and disclosure of contingent assets and liabllities al the date of the financial statements and the reported
amounts of revenues and expenses during the reporting period. Actual results could differ from those
estimates.

Earnings for Interim Periods. The Company, in its opinion, has included all adjustments that are
necessary for a fair statement of ‘the results of operations for the reported periods. The consolidated
financial statements and notes thereto, included hersin, should be read in conjunction with the financial
statements and notes for the years ended September 30, 2004, 2003 and 2002 that are included in the
Company's 2004 Form 10-K. The 2005 consolidated financial statements will be examined by the
Company's independent registered public accounting firm after the end of the fiscal year.

: The eamings for the six months ended March 31, 2005 should not be taken as a prediction of
earnings for the entire fiscal year ending September 30, 2005. Most of the business of the Utility,
International, and Energy Marketing segments is seasonal in nature and is influenced by weather
conditions. Due to the seasonal nature of the heating business in the Utility, International, and ‘Energy
Markeling segments, eamings during the winter months normally represent a substantial part of the
earnings that those segments are expected to achieve for the entire fiscal year. .

Consclidated Statement of Cash Flows. For purposes of the Consolidated Statement of Cash Fiows,
the Company considers all highly liquid debl instruments purchased wﬂh a maturity of generally three
months or less to be cash equivalents.

Gas Stored Underground - Current. In the Utility segment, gas stored underground — current is carried
at lower of cost or market, on a LIFO method. Gas stored underground — current normally declines
during the first and second quarters of the year and is replenished during the third and fourth quarters. In
the Utility segment, the current cost of replacing gas withdrawn from storage is recorded in the
Consolidated Statements of Income and a reserve for gas replacement is recorded in the Consolidated
Balance Sheets under the caption “Other Accruals and Current Liabilities.” Such reserve, which
amounted to $112.3 million at March 31, 2005, is reduced to zero by September 30 as the inventory is
replenished. -

. Accumulated Other Comprehensive Income {Loss). The components of Accumulated Othef
Comprehensive Income (Loss), net of related tax effect, are as follows (in thousands}):

-12-



NFG-3-1

Witness:
Page 42
Item 1. Financial Statements {Cont.}
At March 31, 2005 At September 30, 2004
Minimum Pension Liability Adjustment $(53,648) $(53,648)
Cumulative Foreign Currency ,
Translation Adjustment 74,053 : 51,516
Net Unrealized Loss on Derivative .
Financial Instruments (84,053) (66,733)
Net Unrealized Gain on Securities » :
Available for Sale 4,463 4,090
Accumulated Other Comprehensive Loss $(59,185) $(54,775)

Earnings Per Common Share. Basic earnings per common share Is computed by dividing income
available for common stock by the weighted average number of common shares outstanding for the
period. Diluted earnings per common share reflects the potential dilution that could occur if securities or
other contracts to issue common stock were exercised or converted into common stock. For purposes of
determining earnings per common ‘share, the only potentially dilutive securities the Company has
outstanding are stock options. The diluted weighted average shares outstanding shown on the
Consolidated Statements of Income reflects the potential dilution as a result of these stock options as
determined using the Treasury Stock Method. Stock options that are antidilutive are excluded from the

Bauer

c¢alcuiation of diluted eamings per common share. For the quarters ended March 31, 2005 and 2004, -

21,434 and 2,324,100 stock options, respectively, were excluded as being antidilutive. For the six months
ended March 31, 2005 and 2004, 10,599 and 4,466, 722 stock options, respective!y, were excluded as
belng antidilutive.

Stock-Based Compensation., The Company accounts for stock-based compensation for options granted
using the intrinsic value method specified by APB 25 and related interpretations. Under that method, no
compensation expense was recognized for options granted under the plans for the quarter and six months
ended March 31, 2005 and 2004, other than for the Company's restricted stock awards. Had
compensation expense been determined based on fair value at the grant dates, which is the accounting
treatment specified by SFAS 123, the Company's net income and earnings per share would have been
reduced to the pro forma amounts below:

Three Months Ended Six Months Ended

{Thousands of Dollars, Except Per , March 31, " March 31,
Common Share Amounts) 2005 2004 . 2005 . 2004
Net Income Available for $70,683 $77,055 $121,120 $126,269
Common Stock as Reported ) :
Add:
Stock-Based Compensation Expense ' .
Included in Reported Net Incorne. . o8 158 205 325
Net of Tax . . .
Deduct: _
Stock-Based Compensation Expense
Determined Based on Fair Value :
At the Grant Dates, Net of Tax N ¢ a4 (637) . (680) . (1.356)
Pro Forma Net income Available : . .
For Common Stock . 870464  $76.516 $120.645  $125.238

-13.




NFG-31
Witness: Bauer
Page 43

Item 1. Financial Statements (Cont.)

Earnings Per Common Share:

Basic — As Reported $0.85 $0.94 $1.46 $1.55
Basic — Pro Forma $0.85 $0.94 $1.45 $1.53
Diluted — As Reported $0.83 $0.93 $1.43 $1.53°
Diluted — Pro Forma $0.83 $0.92 - $1.42 $1.52

New Accounting Pronouncements. In Decernber 2004, the Financial Accounting Standards Board
issued SFAS 123R. SFAS 123R replaces SFAS 123 and supercedes APB 25. The Company currently
follows APB 25 in accounting for stock-based compensation, as disclosed above. SFAS 123R addresses
the accounting for transactions in which an entity exc;hanges its equity instruments for goods or services.
it also addresses transactions in which an entity incurs liabilities in exchange for goods or services that
are based on the fair value of the entity's equity instruments or that may be settled by the issuance of
those equity instruments. This standard focuses primarily on accounting for transactions in which an
entity obtains employee services in share-based payment transactions. Under this standard, companies
are required to measure the cost of employee services received in exchange for an award of equity
instruments based on the fair value of the award at the date of grant. That cost will be recognized over
the period during which an employee is required to provide service in exchange for the award. The
Company will adopt this standard during the first quarter of fiscal 2006. In accordance with SFAS 123R,
the Company will use the modified version of prospective application. Under modified prospective
application, SFAS 123R applies to new awards and to awards modified, repurchased, or cancelled after
the required effective date. Additionally, compensation cost for the portion of awards for which the
requisite service has not been renderéd that are outstanding as of the required effective date shall be
recognized as the requisite service is rendered on or after the required effective date. The compensation
cost for that portion of awards shall be based on the grant-date fair value of those awards as calculated
for the Company's disclosure under SFAS 123. The Company will not restate any prior periods as a result
of adopting SFAS 123R. The Company does not believe that adoplion of SFAS 123R will have a material
impact on ils financial condition and results of operations, as highlighted by the disclosures above under
“Stock-Based Compensation”.

Note 2 — Adjustment of Loss on Sale of Ol and Gas Producing Properties

During the quarter ended March 31, 2004, the Company recorded a $4.6 million earnings benefit
related to the Company’s 2003 sale of Canadian oil properties. When the Company closed that
transaction in September 2003, the initial proceeds it received were subject to adjustment based on actual
working capital and the resolution of certain income tax matters. During the quarter ended March 31,
2004, the Company resolved those items with the buyer and, as a result, received an additional $46
million (U. S. doliars) of sales proceeds, which it recorded in the Adjustment of Loss on Sale of Oil and
Gas Producing Properties line on the income statement.

Note 3 - income Taxes

: The oomponents of federal and state income taxes included in the Consolidated Statements of
Income are as follows (in thousands):

-14-



NFG-3-1
Witness: Bauer

Page 44
item 1. Financial Statements (Cont.} . ‘ . .
| Six Months Ended
March 31,
2005 2004
Operating Expenses:
Current Income Taxes
Federal $62,850 $61,455
State . 16,882 16,696
Foreign . 5,686 5,024
Deferred Income Taxe;s .
Federal . {5,938) (10,068)
State ’ {2,228) {2,094)
Fareign L 4,184 {1,473)
T ' 81,436 69,540
Other Income:

. Deferred Investment Tax Credit ' (348) {348)
Minority Interest in Foreign Subsidiaries ' : . (1,142) {130)
Total Income Taxes $79,946 $69,062
The U.S. and foreign components of income before income taxes are as follows (in thousands):

' Six Months Ended
March 31,
2005 2004
u.s. _ $170,680 $164,635
Foreign . 30,386 30,696
$201,066 $195,331

Total income taxes as reported differ from the amounts that were computed by applying the

federal income tax rate to income before income taxes. The following is a reconciliation of this difference
(in thousands):

Six Months Eﬁd_ed

: March 31,
2005 2004
Income Tax Expensé. Computed at o .
Statutory Rate of 35% S . $70,373 : $66,366
Increase '(Reduction) in Taxes Resulting From: _ _ '
State Income Taxes ' 9,525 9,491
Dividend from Forelgn Subsidiary . 3,837 -
Foreign Tax Differential . (1.952) (2,149)
Foreign Tax Rate Reduction " : - (5,174)
Miscellaneous (1,837) (1,472)
Total Income Taxes . | $79,946 $69,062 _

-15-
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M During the quarter ended December 31, 2003, legislation was enacted in the Czech Republic which
reduces the corporate statutory income tax rate from 31% to 24% over a thres year period.

Significant components of the Company's deferred tax liabilities (assets) were as follows {in
thousands): . .

At March 31, 2005 At September 30, 2004

Deferred Tax Liabilities:

Property, Plant and Equipment $568,724 $568,114

Other 39,666 37,051
Tota! Deferred Tax Liabiiities 608,390 605,165
Deferred Tax Assets: : _

Minimum Pension Liability Adjustment (28,887) . {28,887)

Capiltal Loss Carryover . . (10,671) (12,546)

Unrealized Hedging Losses (50,760) {33,890)

Other {81,249) {74,624)

{171,567) {149,947) -

Valuation Allowance 2877 2,877
Total Deferred Tax Assets {168,690) (147,070)
Total Net Deferred Income Taxes $439,700 $458,095

The Company has undistributed earnings of foreign subsidiaries that relate to its operations in the
Czech Republic. With the exception of the anticipated dividend discussed below, these eamings are
considered to be permanently reinvested outside the United States and, accordingly, no U.S. income
taxes have been provided thereon. In the event such eamings are distributed, the Company may be
subject to U.S. income taxes and foreign withholding taxes, net of allowable foreign tax credits or
deductions. At March 31, 2005, undistributed-earmings considered to be permanently reinvested and the
related positive cumulative translation adjustment aggregate $39.1 million- after adjustment for the
anticipated foreign dividend.

The Company recorded a tax liability of $4.2 million during the quarter ended March 31, 2005.
relating to an anticipated dividend of $80 million fo be received during the current fiscal year from a foreign
subsidiary. . The tax is recorded at a rate of 5.25% in accordance with the applicabla provisions of the
American Jobs Creation Act of 2004. A portion of this tax amounting to $0.4 million is included in Other
Comprehensive Loss

A capltal loss carryover of $30.5 million existed at March 31, 2005, which expires if not utilized by
September 30, 2008. Although realization is not assured, management estimates that a portion of the
deferred tax asset associated with this :carryover will be realized during the carryover period, and a
valuation allowance is recorded-for the remaining portion. Adjustments to the valuation a!lowance may be
necessary in the future if estimates of capital gain income are revised.

Note 4 - Capltallz_atlon

Commen Stock. During the six months ended March 31, 2005, the Company issued 519,332 shal"es of
common stock under the Company's stock option-and director compensation plans.

On March 29 2005, 643,000 stock options were' granted at an exercise prioé of $28.155 per
share.
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Note 5 - Commitments and Contingencies

Environmental Matters. The Company is subject to various federal, state and local laws and regulations
relating to the protection of the environment. The Company has established procedures for the ongoing
evaluation of its operations to identify potential environmental exposures and comply with regulatory
policies and procedures. It is the Company's policy to accrue estimated environmental clean-up costs
(investigation and remediation) when such amounts can reasonably be estimated and it is probable that
the Company will be required to incur such costs. At March 31, 2005, the Company has estimated its
remaining clean-up costs related to former manufactured gas piant sites and third party waste disposal
sites will be $22.3 million. This liability has been recorded on the Consolidated Balance Sheet at March
31, 2005. in April 2005, the Company entered into a transfer agreement for environmental obligations
related to @ manufaciured gas plant site in New York. Under the terms of the agreement, the Company
will pay $12.7 million to settle its remaining environmental obligations related to this site. This amount was
inciuded in the $22.3 million liability at March 31, 2005. Other than as discussed in Note G of the
Company’s 2004 Form 10-K (referred to below), the Company is currently not aware of any material
additional -exposure to environmental liabilities. ‘However, adverse changes in environmental regulations
or other factors could impact the Company .

For further discussion, refer to Note G - Commitments and Conhngenmes under the heading
"Environmenta! Matters" in item 8 of the Company's 2004 Form 10-K.

Other. The Company is involved in litigation arising in the normal.course of business. Also in the normal -

course of business, the Company is involved in tax, regulatory and other governmental audits, inspections,
investigations and other proceedings that involve state and federal taxes, safety, compliance with
regulations, rate base, cost of service and purchased gas cost issues, among other things. While the
resolution of such litigation or regulatory matters could have a material effect on earnings and cash flows
in the guarteriy and annual period of resolution, none of this litigation, and none of these regulatory
matters, are expected to change materially the Company’s present liquidity position, nor have a material
adverse effect an the financial condition of the Company.

Note € -- Business Segment Information.

) The Company has six reporlable segments: Utility, Pipeline and Storage, Exploration and

Production, International, Energy Marketing, and Timber. The division of the Companys operations into
the reportable segments is based upon a combination’ of factors including differences in products and
services, regulatory environment and geographic factors.

The data presented In the tables below reflect the reportable segments and reconciliations to
consolidated amounts. There have been no changes in the basis of segmentation nor in the basis of
measuring segment profit or loss from those used in the Company's 2004 Form 10-K. There have been
no material changes in the amount of assets for any operating segment from the amounts disclosed in the
Company's 2004 Form 10-K, ' )
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arter Ended March 31, 2005 (Thousands)
Exploration Total Corporate and
Pipeline and Energy Reportable Intersegment Total
Utlity  and Storage  Production  [nternational  Marketing  Timber Segments All Other Efiminations Consolidated
Revenue from .
External Customers ~ $485,647 $36,029 £70,319 $55,487 $124,565  $18,971 $791,018 g 1 $ - $791,329
Intersegment .
Revenues § 5693 $21,517 $ - $ ~ $ - 8 1 $ 27,211 $3,263 $ (30,474) s -
Segment Profit
(Loss): .
Net Income $ 28,882 $18,457 $11,230 $ 5,159 $ 2612 5 2,893 b 69,_233 $ 652 $ 798 3 70,683
Six Months Ended March 31, 2005 (Thousands)
Exploration Total Corporate and
Pipeline and Energy Reportable Intersegment Total
Uiility  and Storage  Production  International  Marketing  Timber  Segments All Other Eliminations Consolidated
Revenue from ) ’ L
Extenal Customers  $802,476 $68,474 $142,157 £99,462 $188,050  $£31,966 $1,332,594 $2,993 s - $1,335,587
Intersegment '
Revenues $ 9998 $42,116 $ - s - s - 8 I 5 32,115 §4,343 $56,458) § -
Segment Profit
{Loss): . )
Net income $ 46,954 $30,734 $ 25,153 $ 9,329 $ 3361 § 3646 5 119177 $1,252 $ 691 8§ 121,120
.Tn Ended March 31, 2004 (Thousands)
Exploration Tatal Corporate and
Pipeline and Encrgy Reportable Intersegment Total
Utility  and Storage  Production  Intermational  Marketing  Timber  Segments All Other Eliminations Consolidated
Revenue from
Extemnal Customers $502,440 $35,120 §79,750 $48,453 $116,403  §15,222 $£797,388 $4,250 H - $301,678
Intersegment '
Revenues S 5914  $22.459 $ - s -8 -8 - $28373 [ S $(28,373) $ -
Segment Profit '
(Loss):
Net Income $ 33,123 513,676 $18,735 $ 6,555 $ 3541 § 1917 $ 77547 $ 405 3 (897) 3 77,055
Six Months Ended March 31, 2004 {Thousands)
’ Exploration Total Corporate and
Pipeline and Energy Reportable Intersegment - Total
Utility  and Storage  Production  International Marketing ~ Timber  Segments All Other Eliminations Consolidated
Wue from ) :

_Extemngl Customers  $823,146  $62,868 $148,602 - $90,600 §173,356" $28,551 §1,327,123 $7,068 3 - S1L33,19
Intersegment . . -
Revenues $ 10,428 $44,729 $ - $ - $ - ¥ 2 8 55159 b - $(55,159) -§ -
Segment Profit ' ' ’

(Loss): , . -
Net Income $ 49,604 $24,170 $ 29243 514,593 § 4347 % 3220 § 125177 s 957 $ 133 5 126269
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Note 7 - Intangible Assets .
The components of the Company's intangible assets were as follows (in thousands):
At September 30,
At March 31. 2005 2004
Gross Net Net
Carrying Accumulated Carrying Carrying-
Amount  Amortization  Amount Amount
Intangible Assets Subject to Amortization )
Long-Term Transportation Contracts $8,580 $(2,318) $6,264 $6,798
Long-Term Gas Purchase Contracts 31,864 (2,636) 29,228 30,025
Intangible Assets Not Subject to
Amortization '
Retirement Plan Intangible Asset 9171 - - 9171 9,171
: © $49,615 $(4,952) $44,663 $45,994
Aggregate Amortization Expense
(Thousands)
Three-Months Ended March 31, 2005 $665
Three Months Ended March 31, 2004 $666
Six Months Ended March 31, 2005 $1,331
Six Months Ended March 31, 2004 $1,236

Amortization expense for the long-term transportation contracts is estimated to be $0.5 million for

the remainder of 2005 and $1.1 milion annually for 2006, 2007, and 2008. Amortization in 2009 is

estimated to be $0.5 million.

Amortization expense for the long-term gas purchase contracts is estimated to be $0 8 mllllon for

the remainder of 2005 and $1.6 million annually for 2006, 2007, 2008 and 2009

Note 8 — Retiroment Plan and Other Post-Retirement Benefits

Components of Net Periodic Benefit Cost (in thousands):

Three months ended March 31,
Retirement Plan Other Post-Retirement Benefits
2005 2004 . 2005 2004

Service Cost . $3,429 $3,649 - $1,538 $1,649
interest Cost - 10,520 10,141 6,446 6,885
Expected Return on Plan Assets . (12,386) (12,070) . {4,715) . (3,453)
Amortization of Prior Service Cost ) 257 276 . 1 1
Amortization of Transition Amount . - - ' 1,782 1,782
Amortization of Losses 2,618 2,360 3,116 5,381
Net Amortization and Deferral
For Regulatory Purposes (including

Volumetric Adjustments) {1} : 2,723 3,893 5,948 1,491
Net Periodic Benefit Cost. $7.,161 $8,249 - $14,116 $13,736

-19-



NFG-3-1
Witness: Bauer

- Item 1. Financial Statements (Concl.) Page 49

Six months ended March 31,
Retirement Plan Other Post-Retirement Benefits
2005 2004 2005 2004
Service Cost 6,858 $7,299 $3,076 $3,298
Interest Cost 21,040 20,282 12,892 13,770
Expected Return on Plan Assets (24,772) (24,141) : (9.430) (6.,906)
Amortization of Prior Service Cost 514 552 2 2
Amortization of Transition Amount - - 3,564 3,564
Amortization of Losses - 5,236 4,719 6,232 10,763
Net Amortization and Deferral .
For Regulatory Purposes (Including _
Volumetric Adjustments) (1) 3,605 614 - 5,235 {4,1486)

Net Periodic Benefit Cost - $12,481 $9,325 $21,571 $20,345

™ The Company's policy is to record retirement plan and other post-retirement benefit costs in the Utility
-segment on a volumetric basis to reflect the fact that the Utility segment experiences higher throughput of
natural gas in the winter months and lower throughput of natural gas in the summer months.

Employer Contributions. During the six months ended March 31, 2005, the Company contributed $26.3
million to its post-retirement benefit plan and $18.4 million 1o its retirement plan. In the remainder of 2005,
the Company expects to contribute in the range of $8.0 million to $12.0 million to its retirement plan and to
contribute an additional $13.0 million to its post-retirement benefit plan.
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CRITICAL ACCOUNTING POLICIES

For a complete discussion of critical accounting policies, refer to "Critical Accounting Policies” in ltem 7 of
the Company's 2004 Form 10-K. There have been no subsequent changes lo that disclosure.

RESULTS OF OPERATIONS
Earnings

The Company's earnings were $70.7 million for the quarter ended March 31, 2005 compared to
earnings of $77.1 miliion for the quarter ended March 31, 2004. The decrease in earnings of $6.4 million is
primarily the result of lower earnings in the Utility, Exploration and Production, International and Energy
Marketing segments, partially offsel by higher earnings in the Pipeline & Storage, and Timber segments,
as shown in the table below. - The International segment's earnings for the quarter ended March 31, 2005
include a $3.8 million charge for UJ.S. taxes on the estimated $80 million dividend expected to be
repatriated fram the Company's subsidiary in the Czech Republic. The Pipeline & Storage segment’s
earnings for the quarter ended March 31, 2005 include a $2.6 million gain on the FERC approved sale of
base gas by Supply Corporation’s jointly-owned Ellisburg Storage Pool. Earnings for the quarter ended
March 31, 2004 include the eamings impact of $6.4 million of expense, allocated among all segments,
associated with the settiement of a pension cbligation. Also, the Exploration and Production segment’s
earnings for the quarter ended March 31, 2004 include a $4.6 million benefit related to the Company's
September 2003 sale of Canadian oil properties.

The Company's earnings were $121.1 million for the six months ended March 31, 2005 compared
to earnings of $126.3 milllon for the six months ended March 31; 2004. The decrease in earnings of $5.2
million is primarily the result of lower earnings in the Wtility, International, Exploration and Production, and
Energy Marketing segments, offset by higher earnings in the Pipeline & Storage, and Timber segments,
as shown in the table below. As mentioned above, earnings for the six months ended March 31, 2005
incluge a $3.8 million charge for U.S. taxes in the International segment and a $2.6 million gain on the
sale of base gas in the Pipeline and Storage segment. Also, eamings in the International segment for the
six months ended March 31, 2004 include a $5.2 million reduction to deferred income tax expense
resulting from a change in the statutory income tax rate in the Czech Republic. Eamings for the six
months ended March 31, 2004 include the earnings impact of $6.4 miilion of expense allocated among all
segments associated with the settlement of a pension obligation. Also, the Exploration and Production
segment’s earnings for the six months ended March 31, 2004 include a $46 m:lhon benefit related to the
Company’s September 2003 sale of Canadian oil properties.

Addifional discussion of earnings in each of the business segments can be found in the business
segment information that follows. Note that all amounts used in the earings discussions are after tax
amounts

Earnin JS (Loss) by SeLent
Three Months Ended Six Months Ended
March 31, March 31,
. Increase/ : Increase/
(Thousands) " 2005 2004 | (Decrease) 2005 2004 | (Decrease) .|
Utility $28,882 | $33,123 $(4,241) $46,954 $49,604 | - $(2,650)
Plpeline and Storage 18,457 13,676 © 4,781 30,734 24,170 . 6,564
Exploratlon and Productlon 11,230 18,735 (7,505) 25153 | 29,243 (4,090)
internafional 5,159 6,555 (1,396) 8,329 14,593 {5,264)
Energy Marketing 2,612 3,541 " (929) 3,361 4,347 (986)
‘| Timber 2,893 1,817 976 . 3,646 3,220 426
Total Reportable Segments | . 69,233 | 77,547 (8,314) 119,177 125177 (6,000)
All Other . 652 " 405 247 1,252 957 295
'Corporate 798 (897} 1,695 6§91 135 556 | -
Total Consolidated $70,683 $77,055 $(6,372) | $121,120 | $126,269 |-  $(5,149) |
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Utitity
Utility Operating Revenues
' Three Months Ended Six Months Ended
March 31, March 31,
Increase/ Increase/
{Thousands) 2005 2004 (Decrease) | 2005 2004 (Decrease)
Retail Sales Revenues: | : .
Residential $386,623 $377,241 $9,382 | $641,689 | $603,472 $38,217
Commercial 69,367 68,946 421 111,450 106,284 4,866
Industrial 4,566 5,705 {1,139) 6,710 10,000 {3,290)
460,556 451,892 8,664 759,549 719,756 39,793
Off-System Sales - 28,298 (28,298) - 63,202 (63,202)
Transportation 30,600 30,164 436 51,5659 50,480 1,079
Other 184 -{2,000) . 2,184 1,366 136 1,230
$491 340 $508,354 $(17,014) | $812,474 | $833,574 $(21,100)
Utility Throughput - :
Three Months Ended Six Months Ended
March 31, March 31
' Increase/ Increase/ .
{MMcf) 2005 2004 (Decrease) | 2005 2004 {Decrease)
Retail Sales:
Residential 32,559 34,459 (1,900) 52,428 54,893 (2,465)
Commercial 6,072 6,607 {535) 9,526 10,207 {681)
Industrial 425 658 (233) 601 1,253 (652)
39,056 41,724 (2,668) 62,555 £6,353 (3,798)
Off-System Sales - 4,190 } (4,190) - 10,104 (10,104) |
Transportation 22,465 23,075 {610) 36,568 37,674 -(1,106)
61,621 68,989 {7,468) 99,123 114,131 (15,008)
Degree Days
Percent
Three Months Ended Colder (Warmer). Than
March 31 Normal 2005 2004 Normal Prior Year
Buffalo 3,327 3,468 3,463 4.2 0.1
Erie 3,142 3,266 3,283 3.9 {0.5)
Six Months Ended
March 31 ' : .
Buffalo 5,587 5,640 5,590 09 09
Erie 5223 5,263 5,205 0.8 1.4
2005 Compared with 2004

Operating revenues for the Utility segment decreased $417.0 mlllion for the quarter ended March
31, 2005 as compared with the quarter ended March 31, 2004, The decrease is attributable primarily to
lower off-system sales revenues, offset partially by higher retail gas sales revenues. Off-system sales
decreased $28.3 million for the quarter ended March 31, 2005 as compared with the quarter ended March
31, 2004. Effective September 22, 2004, Distribution Corporation stopped making off—system sales as @
result of the FERC's Order 2004, “Standards of Conduct for Transmission Providers,” as discussed more
fully In the Rate Matiers section below. As a result of this decision, Distribution Corporation most likely will
- not have any off-system sales in 2005.* However, due to profit sharing with retall customers, the margins
resulting from off-system sales have been minimal and there should be no material impact to margins in
2005.* Relall gas sales revenues increased $8.7 million largely due to the recovery.of higher gas costs
_{gas costs are recovered dollar for doltar in revenues), which more than offset the decrease in retail gas
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sales revenues resulting from lower volumes. The decrease in volumes reflects lower average usage per
customer stemming from customer conservation efforts.

Operating revenues for the Utility segment decreased $21.1 million for the six months ended
March 31, 2005 as compared with the six months ended March 31, 2004. The decrease is primarily
attributable to lower off-system sales revenues, offset partially by higher retail sales revenues. Off-system
sales decreased $63.2 million for the six months ended March 31, 2005 as compared with the six months
ended March 31, 2004 as a result of the FERC's Order 2004 as noted above. Partially offsetting this
decrease, the increase in retail gas sales revenues was largely a function of the recovery of higher gas
costs, which more than offset lower retail sales volumes, as shown above.

The Utility segment's earnings for the quarter ended March 31, 2005 were $28.8 million, a
decrease of $4.2 million when compared with the quarter ended March 31, 2004. In the New York
jurisdiction, earnings decreased by $2.2 million principally due to a decline in margin associated with tower
average usage per customer ($3.4 million) as well as an increase in bad debt expense ($0.7 million).
Somewhat offsetting these decreases is a $1.2 million charge associated with the settlement of a pension
obligation that was recorded for the quarter ended March 31, 2004. That charge did not recur in 2005, In
the Pennsylvania Division, earnings decreased by $2.0 million primarily due to a decline in margin
assaociated with lower average usage per customer ($1.4 million), higher pension and post retirement
expense ($0.8 million), and an increase in bad debt expense ($0.4 million). Offsettlng these decreases,
Pennsylvania earnings were positively impacted by $1.0 million of expense recorded in the quarter ended
March 31, 2004 associated with the setttement of a pension obligation. That expense did not recur in
2005.

The impact of weather variations on earnings in the New York jurisdiction is mitigated by that

jurisdiction's WNC. The WNC in New York, which covers the eight-month period from October through
May, has had a stabilizing effect on eamings for the New York rate jurisdiction. For the quarters ended
March 31, 2005 and 2004, the WNC reduced eamnings by approximately $1.5 million and $0.5 million,
respectively, since those quarters were colder than normal.  In periods of warmer than normal weather,
the WNC beneﬁts. Distribution Corporation.

The Utility segment's eamings for the six months ended March 31, 2005 were $47.0 million, a
decrease of $2.6 million when compared with the earnings of $49.6 million for the six months ended
March 31, 2004. In the New York jurisdiction, earnings increased by $0.9 million. While earnings
decreased due to a decline in margin associated with Jower average usage per customer ($4.0 million),
this decrease was offset by $1.2 million charge associated with the settiement of a pension obligation
recorded in the quarter ended March 31, 2004, which did not recur in 2005, as well as a decrease in
interest expense ($1.2 million). The decline in interest expense is due primarily to lower debt balances.
Another factor offsetting the decrease in margin was a decrease in pension and post-retirement expense
of $0.7 million. For the Pennsyivania jurisdiction, earings decreased by $3.5 million mostly due to a
decline in margin associated with lower average usage per customer ($1.4 million) as weli as an increase
in pension and post retirement expense ($2.8 million). - The 2003 Settiement Agreement with the PaPUC
provided for a one-time credit to pension expense which the Company recognized during the quarter
ended December 31, 2003. Partially offsetting these decreases was $1.0 million of expense associated
with the settiement of & pension obhgatlon recognized in the quarter ended March 31, 2004 asreferenced
above. That eXpense did not recur in 2005. :

For the six months ended March 31, 2005 and March 31, 2004, the WNC did not have a
sighificant impact on eamings as the weather was close to normal.
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Pipeline and Storage

Pipeline and Storage peratlng_Revenues

Three Months Ended Six Months Ended
March 31, March 31,
Increase/ Increase/
(Thousands) 2005 2004 (Decrease) -2005 2004 (Decrease)
Firm Transportation $32,086 | $32,773 $(687) $61616{ $63,264 $(1,648)
Interruptible Transportation 922 733 189 1,848 1,538 310
' 33,008 33,506 . (498) 63,454 64,802 (1,338)
Firm Storage Service 16,376 16,074 302 32,471 31,831 640
Other 8,162 7,999 163 14,655 10,964 3,691
$57,546 | $57 579 $(33) $110,590 | $107,597 $2,993
Pipeline and Storage Throughput :
Three Months Ended Six Months.Ended
March 31, March 31,
(MMcD) Increase/ - Increase/
2005 2004 (Decrease) 2005 2004 {Decrease)
Firm Transportation 129,851 129,444 407 -] 213,593 | 218,211 {4.618)
Interruptible Transportation 1,180 1,861 (681) 2,842 3,896 {1,054)
131 031 [ 131,305 (274) | 216,435 | 222,107 {5,672

2005 Compafed with 2004

Operating revenues for the Pipeline and Storage segment remalned relatively unchanged for the
quarter ended March 31, 2005 as compared with the quarter ended March 31, 2004, For the six months
ended March 31, 2005, operating revenues for the Pipeline and Storage segment increased $3.0 million
as compared with the six months ended March 31, 2004. Higher revenues from unbundled pipeline sales
($2.9 million), reported as part of other revenues in the table above, were the primary factor contributing to
the increase. Higher cashout revenues of $0.6 million, reported as part of other revenues in the table
above, also contributed 1o the increase. Cashout revenues represent a cash resolution of a gas
imbalance whereby a customer pays Supply Corporation for gas the customer receives in excess of
amounts delivered into’ Supply Corporation's system by the customer’s shipper. Cashout revenues are
completely offset by purchased gas expense. The decrease in transportation revenues of $1.3 million
largely reflects lower rates charged for firm gathering services and the Utility segment’s cancellation of a
portion of its firm transportation capacity in April 2004. .Firm gathering rates are adjusted annually in
January and will increase or decrease depending on the level of interruptible gathering revenues collected
in the preceding calendar year. The Utility segment’s decision to cancel a portion of its firm transportation
capacity was based on lower usage in ils service territory. Supply Corporation has not been able to
remarket this capacity to date.

The Pipeline and Storage segment's earnings for the quarter ended March .31, 2005 were $18.5
million, an increase of $4.8 million when compared with earnings of $13.7 million for the quarter ended
_March 31, 2004. The main factors in this increase were the $2.6 million gain on the sale of base gas
during the quarter ended March 31, 2005 by Supply Corporation's jointly-owned Ellisburg Storage Pool
which was approved by the FERC as well as $2.0 million of expense assoclated with the settlement of a
pension obligation recognized in the quarter ended March 31, 2004. That expense did not recur in 2005.
Lower pension expense ($1.2 million) and lower interest expense ($0.7 million) were partlally offset by a
. reserve for preliminary project costs incurred during the quarter ended March 31, 2005 associated with the
Empire State Pipeline Conneclor project ($0.5 mlllion)
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The Pipeline and Storage segment's earnings for the six months ended March 31, 2005 were
$30.7 million, an increase of $6.5 million when compared with earnings of $24.2 million for the six months
ended March 31, 2004. The major factors contributing to the increase were higher revenues from
unbundled pipeline sales ($1.9 million), the sale of Ellisburg base gas noted above ($2.6 million), the
expense recognized in the quarter ended March 31, 2004 that did not recur in 2005 associated with the
settlement of a pension obligation ($2.0 million), and lower interest expense ($1.6 million). Partially
offsetting these increases was a reserve for preliminary project costs incurred for the six months ended
March 31, 2005 assoclated with the Empire State Pipeline Connector project ($1.6 million).

The sale of Ellisburg base gas, which amounted te 660 MMcf, will open up 660 MMcf of space for
ongoing storage service. At current rates between $1.49 and $1.70 per Mcf, it is expected that future
storage service revenues may increase by approximately $1.0 million per year with almost no increase in
operating expenses associated with the higher revenues.* The additional storage space has already been
contracted for, effective April 1, 2005.

Exploration and Production

Exploration and Production Operating Revenues

Three Months Ended Six Months Ended
" March 31 March 31,

increase/ Increase/

(Thousands) 2005 2004 | (Decrease) 2005 2004 | (Decrease)
Gas (after Hedging) $42520 | $46,487 $(3,967) | 985,264 | $86,292 $(1,028)
Oil (after Hedging) 25,624 30,936 {5,312) 52,520 58,655 (6,135)
Gas Processing Plant 8,344 7,286 1,058 17,048 13,629 . 3418

" Other o 434 600 (166) 1,187 . 766 421
Intrasegment Elimination " | (6,603){  (5.559) (1,044} { (13,862} (10,740) (3,122)
$70,319 | $79,750 $(9,431) | $142.157 | $148,602 |  $(6,445)

o Represents the elimination of certain West Coast gas production revenue included in *Gas (after
Hedging)” in the table above that was sold to the gas processing plant shown in the table above. An
elimination for the same dollar amount was made to reduce the gas processing plant's Purchased Gas
expense,

Production Volumes Three Months Ended Six Months Ended
March 31, March 31,
. increase/ . increase/
: 2005 2004 ! (Decrease) 2005 2004 | (Decrease)
Gas Production (MMcf)
Gulf Coast 2,844 4,823 {1,979) 6,069 9,487 (3.418)
Waest Coast 986 1,004 (18)| 2,025|. 2,000 . 25
Appalachia 1,137 1,335 (198) 2,343 2,685 | (342}
Canada 2,160 1,613 547 3,825 3,296 529 |
' 7,127 8,775 {(1,648) ] 14,262 17,468 " (3,206)
Oll Production (Mbbi) . o
Guif Coast 261 412 {151) 550 789 {239)
Waest Coast 634 680 (46) 1,287 1,362 . (75)
Appalachia ] 4 .5 12 11 1
Canada 78 81 (3) 154 164 - (10)
' 082 1,177 (195) 2,003 2,326 (323)
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Average Prices

Three Months Ended Six Months Ended
March 31, - March 31,
. Increase/ increase/
2005 2004 | (Decrease). 2005 2004 | (Decrease)
Average Gas Price/Mcf
Gulf Coast $6.75 $5.76 $0.99 $6.61 $5.26 $1.35
West Coast . ' $6.20 $5.42 $0.78 $6.38 $5.22 $1.16
Appalachia $6.76 $6.27 $0.49 $7.26 $5.71 $1.85
Canada $5.52 $4.99 $0.53 $5.49 $4.78 $0.71
Weighted Average - $6.30 $5.66 $0.64 $6.38 $5.24 $1.14
Weighted Average After Hedging $5.97 $5.30 $0.67 $5.98 $4.94 $1.04
Average Qil Price/bbl
Gulf Coast ) $46.42 | $33.81 $12.61 $46.77 $31.75 $15.02
Waest Coast . $37.67 | $30.80 $6.87 $37.40 $28.68 $8.72
Appalachia - $42.28 | $30.21 $12.07 $4285 | $28.32 $14.53
Canada . $41.08| $290.84 $11.24 $39.78 $28.01 $11.77
Weighted Average $40.31 $31.79 $8.52 $40.19 $29.67 $10.52
Weighted Average After Hedging $26.10 $26.30 $(0.20) $26.22 $25.22 $£1.00

2005 Compared with 2004

. Operating revenues for the Exploration and Production segment decreased $9.4 million for the
quarter ended March 31, 2005 'as compared with the quarter ended March 31, 2004. Oil production
revenue after hedging decreased $5.3 million due to a 195,000 barrel decline in production, particularly in
the Guif Coast of Mexico region where production decreased by approximately 151,000 barrels, and
slightly lower weighted average prices after hedging ($0.20 per barrel). Gas production revenue after
hedging decreased $4.0 million due to an overall decrease in gas production of 1,648 MMcf, which was
partially -offset by increases in the weighted average price of gas after hedging ($0.67 per Mcf). Most of
the decrease in gas production occurred in the Gulf Coast region (a 1,979 MMcf decline), which is
consistent with the expected decline rates for the Company's production in this region.

Cperating revenues for the Exploration and Production segment decreased $6.4 million for the six
months ended March 31, 2005 as compared with the six months ended March 31, 2004. Oil production
revenue after hedging decreased $6.1 million due to a 323,000 barrel decline in production offset partly by
higher welighted average prices after hedging {($1.00 per barrel). The majority of the decrease can be
attributed to the Gulf Coast region oil production decline of approximately 239,000 barrels. Gas
production revenue after hedging decreased $1.0 million. Decreases in gas production of 3,206 MMcf
more than' offset increases in the weighted average price of gas after hedging ($1.04 per Mcf). The
decrease in gas production occurred primarily in the Gulf Coast region (a 3,418 MMcf decline), which is
consistent with the expected decline rates for the Company’s production in this region.

As shown above, this segment’s weighted average oil prices after hedging were $26.10 and
$26.22, respectively, during the quarter and six months ended March 31, 2005. These prices refiect the
. lesser value of the West Coast’s heavy sour crude oll, which represents the bulk of the company’s oil
production as compared to the generally quoled price for light sweet crude, which is in the $50.00 range.
While prices of light sweet crude oil increased significantly during the quarter and six months ended March
31, 2005, prices for West Coast heavy sour crude oil did not increase as dramatically due to oversupply
and refinery constraint issues. Historically, the prices of light sweet crude oil and heavy sour crude oil
have largely moved in tandem, meaning that the price differential between light sweet crude oll and heavy
sour crude oil has not changed significantly. The Company’s hedge effectiveness tests for the derivative
financial Instruments used in the Exploration and Production segment, as required by SFAS 133, have
assumed that the differential between these two types of oil will return to their historical norms. However,
if the current price differential continues, it Is possible that these assumptions would change and that
" some. of the derivative financial instruments used to hedge West Coast oil production may become
Ineffective.* To the extent that derivative financial instruments would ever-be deemed to be ineffactive,
-gains or losses. from the derivative financial instruments would be marked-to-market on the income

statement without regard to an underlying physical transaction. :

-26-



NFG-3-1

Withess: Bauer

Page 56

Item 2. Management's Discussion and Analysis of Financial Condition and Results of Operations (Cont.)

The Exploration and Production segment's earnings for the quarter ended March 31, 2005 were
$11.2 million, a decrease of $7.5 million when compared with earnings of $18.7 miilion for the. quarter
ended March 31, 2004. The decrease is partially attributable to declining oil and gas production as
discussed above ($6.0 million), as well as the non-recurrence of a $4.6 million benefit related to the
Company's September 2003 sale of Canadian oil properties located in Southeast Saskatchewan, which
was recorded in the quarter ended March 31, 2004. When the Southeast Saskatchewan transaction
closed, the Initial proceeds received were subject {o an adjustment based on actual warking capital and
the resolution of certain income tax matters. During the quarter ended March 31, 2004, those items were
resolved with the buyer and, as a result, the Company received an additional $4. 6 million {(U.S. dollars) of
sales proceeds, which Is recorded in the Adjustment of Loss on Sale of Oil and Gas Producing Properties
line on the income statement. Partially offsetting these decreases was the non-recurrence of the expense
associated with settlement of a pension obligation in the quarter ended March 31, 2004 ($0.9 million),

The Exploration and Production segment's earnings for the six months ended March 31, 2005
were $25.2 million, a decrease of $4.0 million when compared with esarnings of $29.2 million for the
quarter ended March 31, 2004. As noted above, the decrease is a result of a decrease In oil and gas
revenues caused by a decline in production ($4.7 miliion) and the non-recurrence of a $4.6 million
earnings benefit recognized in the quarter ended March 31, 2004 related to the Company's fiscal 2003
sale of Canadian oil.properties, as discussed above. Partially offsetting these decreases was the non-
recurrence of the expense associated with the settlement of a pension abligation in the quarter ended
March 31, 2004 ($0.9 million), lower depreciation and depletion expense ($1:1 million), lower interest
expense ($0.8 million) and higher interest income ($0.8 million).

international

international Operating Revenues

Three Months Ended Six Months Ended
' March 31, March 31,
Increase/ Increase/
(Thousands) 2005 2004 | (Decrease) 2005 2004 | (Decrease):
Heating $42,803 $38,129 $4,674 $75,699 $69,310 $6,389
Electricity 11,448 9,102 2,346 21,375 19,163 2,212
Other 1,236 1,222 14 2,388 2,127 261
$55,487 $48,453 $7.034 $99,462 $90,600 $8.,862
International Heating and Electric Volumes
Three Months Ended Six Months Ended
March 31, , March 31,
Increase/ ’
2005 2004 | (Decrease) 2005 2004 | (Decrease)
Heating Sales (Gigajoules)'V | 3,513,871 | 3,673,873 | (160,002) | 6,359,341 | 6,744,165 | (384,824)
Electricity Sales ) | .
(megawatt hours) 270.197 . 266,169 4,028 535,005 581,921 (46,916)

Gigajou-'as ona billton joules. A joule is & unit of energy.

2005 Gompared with 2004

Operating revenues for the International segment increased $7.0 million and $8.9 million,

respectively, for the quarter and six months ended March 31, 2005 as compared with the quarter and six
. months ended March 31, 2004. For the quarter ended March 31,2005 compared with the quarter ended
March 31, 2004, heat revenues in CZKs were down due to lower throughput However, this decrease was
offset by higher electric.revenues in CZKs. The increase in electric revenues resulted from a combination
of higher volumes and prices. Since the combination of heat and electric revenues in C2Ks was relatively
static, the increase In revenues as measured In U.S. dollars can be attributed to an increase in the value
of the CZK as compared to the U. S dollar. For the six months ended March 31, 2005 cornpared with
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the six months ended March 31, 2004, both heat and eleciric revenues as measured in CZKs, were down
due to lower volumes as a result of warmer weather. However, the increase in the value of the CZK as
compared to the U.S. dollar more than offset this impact.

The International segment's earnings for the quarter ended March 31, 2005 were $5.2 million, a
decrease of $1.4 million when compared with earnings of $6.6 million for the quarter ended March 31,
2004. The decrease can be attributed to a $3.8 million charge for U.S. taxes on the estimated $80 million
dividend to be repatriated from United Energy, a subsidiary of the Company in the Czech Republic. Under
the American Jobs Creation Act of 2004, qualifying dividends received from foreign affiliates are efigible
for a one-time substantially reduced tax rate of 5.25%, thus the repatriation tax was recognized in the
quarter ended March 31, 2005 consistent with management's intention to make such a repatriation during
the current fiscal year. The total repatriation tax recorded was $4.2 million, of which $3.8 million was
recorded to the income statement and $0.4 million was recorded to Other Comprehensive Loss. The
repatriation tax was partly offset by an increase in the value of the CZK as compared to the U.S. dofiar,
which increased earnings by $1.4 million,

The International segment's eamnings for the six months ended March 31, 2005 were $9.3 million, a
decrease of $5.3 million when compared with earnings of $14.6 million for the six months ended March 31,
2004. The decrease can parlly be atfributed to a $5.2 million benefit to deferred income tax expense
resulting from a change in the stalutory income tax rate in the Czech Republic recognized during 2004 that
did not recur in 2005. The government in the Czech Republic enacted legislation that gradually reduces the
corporate statutory income tax from 31% to 24% (the reduction is phased in over a three-year period). In
accordance with GAAP, the full $5.2 million benefit resulting from the change in the income tax rate was
reflected as a reduction to deferred income tax expense in December 2003. Also contributing to the
earnings decrease was the charge of $3.8 million for U.S. taxes on the estimated dividend to be repatriated,
as discussed above. Partially offsetting these earnings decreases, an increase in the value of the CZK
compared to the U.S. dollar increased eamings by approximately $2.0 million.

Energy Marketing
Energy Marketing Operating Revenues :
Three Months Ended Six Months Ended
March 31, March 31, )
: Increase/ _Increase/
(Thousands) 2005 2004 | (Decrease) 2005 2004 | (Decrease)
Natural Gas (after Hedging) $124,560 $116,399 $8,161 | $188,050 | $173,327 $14,723
Other 5 4! 1 9 29 (20) |
$124 565 $116,403 $8,162 | $188,059 | $173,356 $14,703
Energy Marketing Volumes
. Three Months Ended Six Months Ended
March 31, March 31
Increase/ . . . Increase/
2005 2004 | (Decrease) 2005 _2004 {Decrease)
Natural Gas — (MMcf) 15,184 ' 16,429 {1,245) | 23,191 25,990 i2.799) :

2005 Compared wlth 2004

, Operating revenues for the Energy Marketing segment increased $8.2 million ‘and $14.7 million,

respectively, for the quarier and six months ended March 31, 2005, as compared with the quarter and six
months ended March 31, 2004. ‘The increase for both the quarter and six month ended March 31, 2005
_primarily reflects higher gas sales revenue due to an increase in the price of natural gas, offset in part by
Iower throughput. .
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Earnings in the Energy Marketing segment decreased $0.9 million and $1.0 million, respectively, .
for the quarter and six months ended March 31, 2005 as compared with the quarter and six months ended

March 31, 2004. The decrease primarily reflects lower margins caused by lower throughput and a

reductuon in the benefit of storage ges.

Timber

Timber Operating Revenues

Three Months Ended Six Months Ended

March 31, March 31,
increase/ Increase/
(Thausands) : 2005 2004 | (Decrease) 2005 2004 | (Decrease)
Log Sales . " $8,768 $6,225 $2,543 $13,644 $12,399 $1,245.
Green Lumber Sales 1,863 1,508 356 3,309 3,119 190
Kiln Dry Lumber Sales . 7.822 1 7,164 658 14,086 12,532 1,564
Other 519 325 194 918 503 415
Operating Revenues $18,972 $15,222 $3,750 $31,967 $28,553 $3,414
"Timber Board Feet
Three Months Ended ' Six Months Ended
March 31, ‘ March 31, )
Increase/ Increase/
(Thousands) 2005 2004 | (Decrease) 2005 2004 | (Decrease) -
Log Sales 2,570 | 1,992 578 4,315 T 3,816 499
Green Lumber Sales 2,538 2,528 10 4,702 5,198 {496)
Kiln Dry Lumber Sales 3,897 3,976 _{79) 7,263 7,085 178
9,005 8,496 509 16,280 16,099 181

2005 Compared with 2004 )

Operating revenues for the Timber segment increased $3 8 million and $3 4 million, respectively,
for the quarter and six months ended March 31, 2005, as compared with the quarter and six months
ended March 31, 2004, For the quarter ended March 31, 2008, the increase can be atiributed primarily to
an increase in cherry veneer log sales of $2.5 million (384,000 board feet). The increase in log sales can
be attributed to more favorable weather conditions experienced in the quarter ended March 31, 2005,

which allowed more opportunity for harvesting. For the six months ended March 31, 2005, the operating
" revenue Increase can be attributed to an increase in cherry veneer log sales and an increase in kiln dry
‘lumber sales. Cherry veneer log sales increased $1.4 million (200,000 board feet), due mainly to the
favorable weather conditions experienced in the quarter ended March 31, 2005. The incréase in kiln dry
Iumber sales resulted from processing more cherry lumber volumes.

_Earnings in the Timber segment increased $1.0 million and $0.4 million, respectively, for the
quarter and six months ended March 31, 2005, as compared with the quarter and six months ended
March 31, 2004. These increases primarily resulted from higher cherry veneer log sales.

Interest Chnrges )
' interest on long-term debt decreased $2.8 million and $7.3 rnillion. respectively, for the quarter
‘and six months ended March 31, 2005 as compared with the quarter and six months ended March 31,
2004. For both the quarter and six month periods, the decrease can. be attributed prlmarl!y to lower
average amounts of iong-term debt outstanding. :

Other interest charges increased $0.6 million for both the quarter and six months ended March 31,
2005 as compared with the quarter and six months ended March 31, 2004 These increases rasulted
primarily from an Increase In weighted average interest rates. ,
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CAPITAL RESOURCES AND LIQUIDITY

The Company's primary source of cash during the six-month period ended March 31, 2005
consisted of cash provided by operating activities. This source of cash was supplemented by issuances of
-common stock under the Company’s stock option plans. During the six months ended March 31, 2005,
issuances of common stock under the Company's 401(k) plans and Dlrect Stock Purchase and Dividend
Reinvestment Plan were made via open market purchases.

Operating Cash Flow

Internally generated cash from operating activities consists of net income available for common
stock, adjusted for non-cash expenses, non-cash income and changes in operating assets and liabilities.
Non-cash items include depreciation, depletion and amortization, deferred income taxes, income or loss
from unconsolidated subsidiaries net of cash distributions, adjusiment of loss on sale of oil and gas
producing properties, and minority interest in foreign subsidiaries.

Cash provided by operating activities in the Utility and the Pipeline and Storage segments may
vary from period 1o period because of the impact of rate cases. In the Ulility segment, supplier refunds,
over- or under-recovered purchased gas costs and weather may aiso significantly impact cash flow. The
impact of weather on cash flow is tempered in the Utility segment's New York rate jurisdiction by its WNC
and in the Pipeline and Storage segment by Supply Corporation’s straight fixed-variable rate design.

Because of the seasonal nature of the heating business in the Ulility, Ensrgy Marketing and
International segments, revenues in these segments are relatively high during the heating season,
primarily the first and second quarters of the fiscal year, and receivable balances historically increase
during these periods from the balances receivable at September 30,

The storage gas inventory normally declines during the first and second quarters of the year and is
replenished during the third and fourth quarters. For storage gas inventory accounted for under the LIFO
method, the cumrent cost of replacing gas withdrawn from storage is recorded in the Consclidated
Statements of Income and a reserve for gas replacement is recorded in the Consolidated Balance Sheets
under the caption “Other Accruals and Current Liabilities.” Such reserve is reduced as the inventory is
replenished.

Cash provided by operating activities in the Exploration and Production segment may vary from
_ period to period as a result of changes in the commodity prices of natural gas and crude oil. The Company
uses various derivative financial instruments, including price swap agreements and no cost collars in an
attempt to manage this energy commodity price risk.

- Net cash provided by operating activities totaled $257.0 million for the six months ended March 31,
2005, a decrease of $29.7 million compared with $286.7 million provided by operating activities for the six
months ended March 31, 2004. Higher working capital requirements in the Utility segment was the main
reason for this decrease. Partially offsetting this decrease, the Corporate operation. experienced a
significant cash outfiow in January 2004 due to a $23.0 miliion lump sum payment to a participant of the
.Company's nonqualified defined benefit plan under a provision of an agreement previously entered into
between the Company and the -participant. No such cash outflow occurred during the quarter ended
March 31, 2005. ' :

Invesﬂng Cash Flow A
Expenditures for Long-Lived Assets
Expenditures for long-fived assels inciude additions to property, plant and equipment

. The Company's expenditures for long-lived assets totaled $114.6 million durmg the six months
-ended March 31, 2005. The table below presents these expenditures: ,
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Six Months Ended March 31, 2005

{in mitlions of doliars)

Total
Expenditures for
Long-Lived Assets

Utility ) ' $22.3 .
Pipeline and Storage 8.2
Exploration and Production 61.9
International 33
Timber 18.7
All Other and Corporate 0.2

, $114.6

Utitity

The majority of the Utility capital expenditures for the six months ended March 31, 2005 were
made for replacement of mains and main extensions, as well as for the replacement of service lines.

Pipeline and Storage

The majority of the Pipeline and Storage capital expenditures for the six months ended March 31,
2005 were made for additions, improvements, and replacements to this segment's transmission and gas
storage systems. .

The Company is pursuing a project to expand its natural gas pipeline operations to serve new
markets in New York and elsewhere in the Northeast by extending the Empire State Pipeline.* This
proposed extension project would provide an upstream supply link for Phase | of the Millennium Pipeline
and will fransport Canadian and other natural gas supplies to downstream customers, including Key Span
Gas East Corporation, which has entered into a precedent agreement to be a major shipper, subject to the
- satisfaction of various conditions.* The pipeline extension will be designed to move at least 250 MMcf of
natural gas per day.* The preliminary estimate of the cost for developing the Empire extension project is

$140 million and the targeted in-service date is in calendar 2007.* As of March 31, 2005, the Company .

had incurred approximately $3.1 million in costs (all of which have been reserved) related to this project.
Of this amount, $0.8 million and $2.5 million, respectwely. were mcurred during the quarter and six months
ended March 31, 2005."

The Company completed a FERC approved sale of base gas from Supply Corporation's jointly-
owned Ellisburg Storage Pool-in March 2005 for $4.6 million in sales proceeds. As a result of the sale,
property, plant, and equipment was reduced by. $0.7 million for the cost basis of the gas and a $3.9 million
gain on the sale ($2.6 million after tax) was recognized by the Company in the quarter-ended March 31,
2005. The proceeds of this sale are included in Other Investing Activities on the Consolidated Statement
of Cash Flows for the six months ended March 31, 2005. The gain is included in Other Adjustments to
Reconcite Net Income to Net Cash Provided by Operating Activities.

gxglotgtiog and Production

. The Exploration and Production segment capital expenditures for the six months ended March a1,
2005 included approximately $18.7 million for Canada, $25.2 million for the Gulf Coast region ($24. 6
million for the off-shore program in the Gulf of Mexico), $15.1 million for the West Coast region and $2.9
million for the Appalachian region. These amounts included approximately $6.7 million spent to develop
. proved undeveloped reserves.

. Estimated capital expendttures in 2005 for the Exploration and Productlon segment have been

increased from $93.0 miliion to $112.0 million,* Estimated capital expenditures for Canada have been
increased from $32.0 million to $41.0 million.* Estimated capital expenditures for the Gulf Coast reglon
have been increased from $29.0 million to $35 0 million.* Estimated capital expenditures for the West
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Coast region have been increased from $20.0 million to $24.0 million and estimated capital expenditures
for the Appalachian region remains unchanged at $12.0 million.* Drilling success in Canada, specifically
the Sukunka region, and in the Gulf Coast region are the main reasons for this increase.

International

The majbrlty of the International segment capital expenditures for the six months ended March 31,
2005 were concentrated in- improvements and replacements within the district heating and power
generalion plants in the Czech Republic.

. Timber

The majority of the Timber segment capital expendftures for the six months ended March 31,
2005 were made for the purchase of land and timber rights in Elk County, Pennsylvania in January 2005,
The land and timber, consisting of approximately 12,324 acres, was purchased for approximately $17.6
million.: The remaining $1.1 million of capital expenditures for the six months ended March 31, 2005 was
made for purchases of equipment for Highland's sawmill and kiln operations.

The Company continuously evaluates capital expenditures and investments in corporations and
other enlities. The amounts are subject to modification for opportunities such-as the acquisition of
attractive oil and gas properties, timber or storage facilities and the expansion of transmission line
capacities. While the majority of capital expenditures in the Utility segment are necessitated by the
continued need for replacement and upgrading of mains and service lines, the magnitude of future capital
expenditures or other investments in the Company's other business segments depends, to a large degree,
upon market conditions.* .

Financing Cash Flow

~ Consolidated short-term debt decreased $43.6 million during the six months ended March 31,
2005. The Company continues to consider short-term debt {consisting of short-term notes payable to
banks and commercial paper) an important source of cash for temporarily financing capital expenditures
and investments in corporations andfor partnerships, gas-in-storage inventory, unrecovered purchased
gas costs, exploration and development expenditures and other working capital needs. Fluctuations in
these ilems can have-a significant impact on the amount and timing of short-term debt. At March 31,
2005, the Company had outstanding short-term notes payable to banks and commercial paper of $76.8
million and $36.4 million, respectively. The Company has SEC authorization under the Holding Company
Act to borrow and have outstanding as much as $750.0 million of short-term debt at any time through
December 31, 2005. The Company plans to file with the SEC during the summer of 2005 an application
under the Holding Company Act for authority, among other things, to issue short-term debt securities,
long-term debt securities and equity securities during the period commencing January 1, 2006 and ending
December 31, 2008.* As for bank loans, the Company maintains a number of individual (bi-lateral)
uncommitted or discretionary lines of credit with cerlain financial institutions for general corporate
purposes. Borrowings under these lines of credit are made at competitive market rates. Each of these
credit lines, which aggregate to $400.0 million, are revocable at the option' of the financial Institution and
"are reviewed on an annual basis. The Company anticipates that these lines of credit will continue to be
renewed.* The total amount available to be issued under the:Company's commercial paper program
“is $200.0 million. The commercial paper program is backed by a syndicated committed credit facility
totaling $220.0 million. Of that amount, $110.0 million is committed to the Company through September
25, 2005 and another $110.0 million is committed to the Company through September 30, 2005 The
.Company anticipates that It will be able to replace thfs facility at or before lts maturity.*

Under the Companys committed credit facility, the Company has agreed that its debt to
capitalization ratio will not, at the last day of any fiscal quarter, exceed .60. At March 31, 20085, the
Company's debt to capitalization ratio (as calculated under the faciiity) was .49. The constraints specified
in the committed credit facility would permit an additional $741.2 million in shortterm _and/or long-term
debtto be outstanding before the Company‘s debt to capitalization ratio would exceed 60. If a downgrade
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in any of the Company's credit ratings were to occur, access to the commercial paper markets might not
be possible.* However, the Company expects that It could borrow under its uncommitted bank lines of
credit or rely upon other liquidity sources, including cash provided by operations.*

Under the Company's existing indenture covenants, at March 31, 2005, the Company would have
been permitled to issue up to a maximum of $837.0 million in additional long-term unsecured
indebtedness at then-current market interest rates (further limited by the debt to capitalization ratio
constraints noted in the previous paragraph) in addition to being able to issue new indebtedness to
replace maturing debt. The Company's present liquidity position is believed to be adequate to satisfy
known demands." )

The Company's 1974 indenture pursuant to which $399.0 million (or 35%) of the Company's long-
term debt (as of March 31, 2005) was issued contains a cross-default provision whereby the failure by the
Company to perform certain obligations under other borrowing arrangerments could trigger an obligation to
repay the debt outstanding under the indenture. In particular, a repayment obligation could be triggered if
the Company fails (i) to pay any scheduled principal or interest on any debt under any other indenture or
agreement or (i) to perform any other term in any other such indenture or agreement, and the effect of the
failure causes, or would permit the holders of the debt to cause, the debt to become due prior to its stated
maturity, unless cured or waived. .

The Company's $220.0 million committed credit facllity also contains a cross-defauit provision
whereby the failure by the Company or its significant subsidiaries to make payments under other
borrowing arrangements, or the occurrence of certain events affecting those other borrowing

arrangements, could trigger an obligation to repay any amounts outstanding under the committed credit .

facility. In particular, a repayment cbligation could be triggered if. (i) the Company or its significant
subsidiaries fail to make a payment when due of any principal or interest on any other indebtedness
aggregating $20.0 million or more or {ii) an event occurs that causes, or would permit the holders of any
other indebtedness aggregating $20.0 million or more to cause, such indebtedness to become due prior to
its stated maturity. As of March 31, 2005, the Company had no debt outstanding under the committed
credit facility.

The Company also has authorization from the SEC, under the Holding Company Act, to issue
long-term debt securities and equity securities in an aggregate amount of up to $1.5 billion during the
order's authorization period, which commenced in November 2002 and extends to December 31, 2005,
The Company has an effective registration statement on file with the SEC under which it has available
capacity to issue an additional $550.0 million of debt and equity securities under the Securities Act of
1933, and within the authorization granted by the SEC under the Holding Company Act. The Company
may sell all or a portion of the remaining registered securities if warranted by market conditions and the
Company's capital requirements. Any offer and sale of the above mentioned $550.0 million of debt and
equity securities will be made only by means of a prospectus meeting the requirements of the Securities
Act of 1933 and the rules and regulations thereunder.

The amounts and timing of the issuance and sale of debt or equity securities will depend on
market conditions, indenture requirements, regulatory authorlzations and the capital requirements of the
Company s

OFF-BALANCE SHEET ARRANGEMENTS

.The Company has entered into certain off-balance sheet financing awangements. These
financing . amrangements are primarily operating and capital leases. The Company's consolidated
subsldiaries have operating leases having a remaining lease commitment of approximately $65.6 milllon.
These leases have been entered into for the use of. bulldings, vehicles, construction tools, meters,
~ computer equipment and other items and are accounted for as operating leases. The Company's
unconsolidated subsidiaries, which are accounted for under the equity method, have capital leases of
electric generating equipment having a remaining lease commitment of approximately $10.1 mllllon The
Company has guaranteed 50% or $5.1 million of these capital lease oornmltments
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OTHER MATTERS

The Company is involved in Iitigation arising in the normal course of business. Aiso in the
normal course of business, the Company is involved in tax, regulatory and other governmental audits,
inspections, investigations and other proceedlngs that involve state and federal taxes, safety, compliance
with regulations, rate base, cost of service and purchased gas cost issues, among other things. While the
resolution of such litigation or regulatory matters. could have a material effect on earnings and cash flows
in the quarterly and annual period of resolulion, none of this litigation, and none of these regulatory
matters, are expected to change materially the Company's present liquidity posmon nor have a material
adverse effect on the financial condition of the Company.

Market Risk Sensitive instruments

For a complete discussion- of market risk sensitive instruments, refer to “Market Risk Sensitive
Instruments” in item 7 of the Company's 2004 Form 10-K. There have been no subsequent material
changes to the Company’s exposure to market risk sensitive instruments.

Rate Matters

Utility Operation

. Base rate adjustments in both the New York and Pennsylvania jurisdictions do not reflect the
recovery of purchased gas costs. Such costs are recovered through operation of the purchased gas
adjustment ciauses of the appropriate regulatory authorities.

New York Jurisdiction

On Octaber 11, 2000, the NYPSC approved a ‘settlement agreement (Agreement) between
Distribution Corporation, Staff of the Department of Public Service, the New York State Consumer
Protection Board and Multiple Intervenors (an advocate for large commercial and industrial customers)
(collectively, “Parties”) that established rates for the three-year period ending September 30, 2003. For a
complete discussion of this Agreement, refer to "Rate Matters” in Item 7 of the Company’s 2004 Form 10-
K. On July 25, 2003, the Parties and other interests executed a settlement agreement (“Settlement”) to
extend the terms of the Agreement and Distribution Corporation's restructuring plan one year commencing
October 1, 2003. The Settlement was approved by the NYPSC in an order issued on September 18,
2003. As approved the Settlement continued existing base rates, but reduced the level above which
earnings are shared 50/50 with custorners from the previous 11.5% return on equity to 11.0%. In addition,
the Settlement Increased the combined penslon and other post employment benefit expense by $8.0
million, without a corresponding increase in revenues. ‘Most other features of Distribution Corporabons .
service remained Iargely unchanged.

In April 2004 Distribution Corporation commenced confi dential settlement negotiations with the
NYPSC and other parties' concerning, among other things, its revenue requirement for the year ending
September 30, 2005. Those settlement discussions failed to produce an agreement prior to the expiration
of the Settlement. On August 27, 2004, Distribution Corporation filed proposed tariff amendments and
" supporting testimony designed to increase its annual revenues by $41.3 million beginning October 1,
2004, Parties filed responsive testimony recommending a base rate decrease, among other things.
Thereafter the Parties and other interests commenced settiement negotiations. On April 15, 2005,
Distribution Corporation, the Parties and others executed an agreement settling all outstanding issues.
The settlement agreement provides for.a rate increase of $21 million by means of the elimination of bill
credits ($5:2 million) and an increase in base rates {$15.8 milllon). For the two-year term of the plan and
- thereafter, the level above which eamings must be shared with rate payers will be increased from 11.0%
to 11.5%. If approved by the NYPSC, rates under the settlement agreement would become effective on
" August 1, 2005. Distribution Corporation Is unable to ascertain the outcome of the rate proceeding at this
time. The existing base rates and certain other provisions of the Settiement that expired on September
30, 2004 will continue to be in effect until the NYPSC Issues an order concerning the April 15 2005
settlement agreement
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On June 1, 2004, Distribution Corporation submitted a filing to the NYPSC supporting the removal
of a $5 million annual bill credit originally established under the terms of the Agreement. The filing
requested removal of the bill credit effective October 1, 2004. On September 28, 2004, the NYPSC
issued an order rejecting Distribution Corporation's request for the stated reason that Distribution

- Corporation’s earmnings were adequate, in the NYPSC's opinion, without removal of the bill credit.
Distribution filed a petition for rehearing with respect to the NYPSC's order and the NYPSC has not yet
acted con the petition. '

In another order issued on September 28, 2004, the NYPSC directed the continuation, with
modification, of four programs under the July 25, 2003 Settlement that were  scheduled to expire on
September 30, 2004. The effect of the NYPSC's order was to unilaterally extend the terms of the
. Settlement without Distribution Corporation’s consent. Although the NYPSC's order stated that it provided

for funding of the programs, Distribution Corporation pefitioned Supreme Court, Albany County for an
injunction to allow the programs to expire on their own terms. Distribution Corporation's petition was
partially successful, and the proceeding remains pending.

Pennsylvania Jurisdiction

On September 15, 2004, Distribution Corporation filed proposed tariff amendments with PaPUC to
increase annual revenues by $22.8 million to cover increases in the cost of service to be effective
‘November 14, 2004. The rate request was filed to address throughput reductions and increased
operating costs such as uncollectibles and personnel expenses. Applying standard procedure, the
PaPUC suspended Distribution Corporation's tariff filing to perform an investigation and hold hearings.
On February 16, 2005, the parlies reached a settlement of al! issues. The settlement was submitted to
the Administrative Law Judge, who, on March 2, 2005 issued a decision recommending adoption of the
settlement. The settlement provides for a base rate increase of $12.0 million and terminates the tracking
of pension expenses versus the rate allowance. The setttement was approved by the PaPUC on March
23, 2005, and the new rates went into effect on April 15, 2005.

Plpeline and Storage

Supply Corporation currently does not have a rate case.on file with the FERC. Managen‘ient will
continue to monitor Supply Corporation’s financial position to determine the necessity of filing a rate case:
in the future.- ' ‘ '

On Novernber 25, 2003, the FERC issued Order 2004 "Standards of Conduct for Transmission
Providers™.: Order 2004 was clarified in Order 2004-A on April 16, 2004 and Order 2004-B on August 2,
2004, Order 2004, which went into effect September 22, 2004, regulates the conduct of transmission
providers (such as Supply Corporation} with their "energy affiliates”. The FERC broadened the definition
of "energy affiliates” to include any affillate of a transmission provider If that affiliate engages in or is
involved in transmission (gas or electric) transactions, or manages or controls transmission capacity, or
buys, sells, trades or administers natural gas or electric energy or engages in-financial transactions
refating to the sale or transmission of natural gas . or electricity. Supply Corporation’s principal energy
affiliates are Seneca, NFR, and, possibly, Distribution Corporation.* Order 2004 provides. that
companies may request waivers, which the Company has done with respect to Distribution Corporation
and Is awaiting rulings. - Order 2004 also provides an exemption for local distribution companies that are

" affiliated with interstate pipelines (such as Distribution Corporation), but the exemption is limited, with very
minor exceptions, to local distribution corporations that do not make any off-system sales. Distribution
Corporation stopped making such off-system sales effective September 22, 2004, although it continues to
make certain sales permitied by a prior FERC order; FERC has required Supply Comporation to provide
arguments justifying the continued effectiveness of that order. Supply Corporation and Distribution
Corporation would like to -continue operating as they do, whether by walver, .amendment or further
clarification of the new rules, or by complying with - the requirements applicable if Distribution Corporation
were an energy affillate. Treating Distribution Corporation as an energy affiliate,. without any walvers,
would- require changes in-the way Supply Corporation and Distribution Corporation operate which would
decrease efficiency, but probably would not increase capltal or operating expenses to an extent that would
be material to the financial condition of the Company.* Until there is further clarification from the FERC on

" the scope of these exemptions and rulings on the Company’s waiver requests, the Company is unable to
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predict the impact Order 2004 will have on the Company. As previously mentioned, Distribution
Corporation stopped making off-system sales, effective September 22, 2004. The Company does niot
expect that change to have a material effect on the Company's results of operations,-as margins resulting
from off-system sales are minimal as a result of profit sharing with retall custorners.*

Empire currently does not have a rate case on file with the NYPSC. Manégement will continue to
monitor Empire's financial posntlon in the New York jurisdiction to determine the necessity of filing a rate
case in the future. _

Environmental Matters

The Company is subject to various federal, state and local laws and regulations relating to the
protection of the environment. The Company has established procedures for the angoing evaluation of its
operations to identify potential environmental exposures and comply with regulatory policies and
procedures. It is the Company's policy to accrue estimated environmental clean-up costs (investigation
and remediation) when such amounts can reasonably be estimated and it is probable that the Company
will be required to incur such costs. Al March 31, 2005, the Company has estimated its remaining clean-
up costs related to former manufactured gas plant sites and third party waste disposal sites will be $22.3
_million; This liability has been recorded on the Consolidated Balance Sheet at March 31, 2005. In April
2005, the Company entered into a transfer agreement for environmental obligations related to a former
manufactured gas plant site in New York. Under the terms of the agreement, the Company will pay $12.7
million to settle its remaining environmental obligations related to this site. This amount was included in
the $22.3 million liability at March 31, 2005. The Company expects to recover its environmental clean-up
costs from a combination of Insurance proceeds and rate recovery.® Other than as discussed in Note G of
the Company's 2004 Form 10-K (referred to below), the Company is currently not aware of any material
additional exposure to environmental liabilities. However, adverse changes in enwronmental regulations
or.other factors could impact the Company.*

For further discussion refer to Note G - Commitments and Contingencies under the heading
“Environmental Matters” in ltem 8 of the Companys 2004 Form. 10-K, and to Part II, Item 1, “Legal
Proceedings.”

New Accounting Pronouncements

In December 2004, the FASB issued SFAS 123R, “Share Based Payment”. SFAS 123R replaces
SFAS 123 and supercedes APB 25. The Company currently follows APB 28 in accounting for stock-
based compensation, as disclosed above. SFAS 123R focuses primarily on accounting for transactions in
which an entity obtains employee services in share-based payment transactions. The Company does not
believe that adoption of SFAS 123R will have a material impact on its financial condition and results of
operations.* For further discussion of SFAS 123R and its impact on the Company, refer to item 1 at Note
1 - Summary of Significant Accounting Policies. ,

Safe Harbor for Forward-Looking Statements

The Company is including the foliowing cautionary statement in this Form 10-Q to make
applicable and take advantage of the safe harbor provisions of the Private Securities Litigation Reform Act
of 1995 for any forward-looking statements made by, or on behalf of,.the Company. Forward-looking
statements include statements conceming plans, objectives, goals, projections, strategies, future events
or performance, and underlying assumptions and other statements which are other than statements of
historical facts. From.time to time, the Company may publish or otherwise make available forward-ooking
statements of this nature. All such subsequent forward-looking stateiments, whether writteri or oral and
whether made by or on behalf of the Company, are also expressly gualified by these cautionary
statements. Certain statements contained in this report, including, without limitation, those which are
designated with an asterisk (™") and those which are identified by the use of the words “anticipates,”
“estimates,” “expects,” “intends,” "plans,” “predicts,” "projects,” and similar expressions, are “forward-
looking” statements as defined in the Private Securities Litigation Reform-Act of 1895 and accordingly

-Involve risks and uncertainties which could-cause actual results or outcomes to differ materially from those .
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Iltem 2. Management's Drscusslcn and Analysis of Financial Condition and Results of Operations {Cont.)

expressed in the forward-looking statements. The forward-looking statements contained herein are based
on various assumptions, many of which are based, in turn, upon further assumptions, The Company's
expectations, beliefs and projections are expressed in good faith and are believed by the Company to
have a reasonable basis, including, without limitation, management's examination of historical operating
trends, data contained in the Company's records and other data available from third parties, but there can
be no assurance that management's expectations, beliefs or projections will result or be achieved or
accomplished. In addition to other factors and matters discussed elsewhere: herein, the following are
important factors that, in the view of the Company, could cause actual results to differ materially from
those discussed in the forward-looking statements:

1.

@ o »

10.
1.
12..
13.

14,

15.

16.

17,

Changes in economic conditions, inciuding economic disruptions caused by terrorist activities or
acts of war;

Changes in demographic patterns and weather conditions, Including the occurrence of severe
weather; . .

Changes in the price of natural gas or oil and the effect of such changes on the accounting

treatment or valuation of derivative financial instruments or the Company's natural gas and oil
reserves,

Changes in the availability and/or price of derivative financial instruments;
Changes in the availability and/for price of natural gas, oil and coal;
Inabllity to obtain new customers or retain existing ones;

Significant changes in competitive factors affecting the Company;

. Gavernmentalfregulatory actions, initiatives and proceedings, including those involving acquisitions,

financings, rate cases (which address, among other things, allowed rates of return, rate design and
retained gas), affiliate relationships, industry structure franchise renewal, and environmental/safety
requirements;

Unanticipated impacts of restructuring Initiatives in the natural gas and electric industries,

Signiﬁcant changes from expectations in actual capital expendrtures and operating expenses and
unanticipated project delays or changes in project costs;

The nature and projected profitability of pending and potential projects and other investments;
Occurrences affecting the Company's ability to obtain funds from operations, debt or equity to
finance needed capital expenditures and other .investments, including any downgrades in the
Company's credit ratings,

Uncertainty of oil and gas reserve estimates;

Ability to successfully identify and finance acquisitions and ability to operate and integrate existing

* and any subsequently acquired business or properties

Abiiity to successfully |dentify drill for and produce economicatiy viable natural gas and ol reserves;

Significant changes from expectations in the Company's actual production levels for natural gas or
oll;

Regarding foreign operations. changes in trade and monetary poiicies. Inflation and exchaoge rates,

taxes, operating conditions, laws and regulations related to foreign operations, and political and '

governmental changes;
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ltem 2. Management's Discussion and Analysis of Financial Condition and Results of Operations (Concl.)

18.  Significant changes in tax rates or policies or in rates of inflation or interest;

19. Significant changes in the Company’s relationship with its employees or contractors and the potential
adverse effects if labor disputes, grievances or shortages were to occur;

20. Changes in accounting principles or the application of such principles to the Company,

21. Changes in laws and regulations to which the Company is subject mcludmg tax, enwronmental
safety and employment laws and regulations;

- 22.  The cost and effects of legal and administrative claims against the Company;

23. Changes in actuarial assumptnons and the return on assets with respect to the Companys
retirement plan and post-retirement benefits;

24. Increasing health care costs and the resulting effect on health insurance premiums and on the
obligation to provide post~ret|rement benefits, or

25. Increasing costs of insurance, changes in coverage and the ability to obtain i insurance.

The Company disclaims any obligation to update any forward-looking statements to reflect events
or circumstances after the date hereof.

ltem 3. Quantitative and Qualitative Disclosures About Market Risk

Refer to the "Market Risk Sensitive Instruments® section in ltem 2 - MD&A.
Item 4. Controls and Procedures

The following information includes the evaluation of disclosure controls and procedures by the
. Company’s Chief Executive Officer and Principal Financial Officer, along with any significant changes in
internal controls of the Company.

Evaluation of disclosure controls and procedures

The term "disclosure controls and procedures” is defined in Rules 13a-15(e) and 15d-15(e) of the
Securities Exchange Act of 1934 (Exchange Act). These rules refer to the controls and other procedures
of a company that are designed to ensure that information required to be disclosed by a company in the
reports that it files under the Exchange Act is recorded, processed, summarized and reporied within
required time periods. The Company's management, including the Chief Executive Officer and Principal
Financial Officer, evaluated the effectiveness of the Company's disclosure controls and procedures as of
the end of the period covered by this reporl. Based upon that evaluation, the Company’s Chief Executive
Officer and Principal Financial Officer concluded that the Company’s disclosura controls and procedures
were effective as of the end of the period covered by this report. i

. Changes in internal controls over ﬂnanclal reporting

The Company maintains a systern of internal control over financial reporting that is designed to :
provide reasonable assurance that the Company's transactions are properly authorized, the Company’s
assets are safeguarded against unauthorized or improper use, and the Company's transactions are .
. properly recorded and reporied to permit preparation of the Company's financial statements in conformity
with generally eccepted accounting principles in the United States of America. There were no changes in
the Company's internal control over financial reporting that occurred: during the period covered by this
report that have materially affected, or are reasonably likely to materially affect, the Company's intemal
control over financial reporting.
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- Part JI. Other Information

Item 1. Legal Proceedings

In an action instituted in the New York State Supreme Court, Chautaugua County on January 31,
2000 against Seneca, NFR and "National Fuel Gas Corporation,” Donald J. and Margaret Ortel and Brian
and Judith Rapp, “individually and on behalf of all those similarly situated,” allege, in an amended
complaint which adds National Fuel Gas Company as a party defendant that (a) Seneca underpaid
royalties due under leases operated by it, and (b) Seneca's co-defendants (i) fraudulently participated
in and concealed such alleged underpayment, and (ii) induced Seneca's alleged breach of such leases.
Plaintiffs seek an accounting, declaratory and related injunclive relief, and compensatory and exemplary
damages. Defendants have denied each of plaintiffs’ material substantive allegations and set up twenty-
. five affirmative defenses in separate verified answers.

A motion was made by plalntlffs on July 15, 2002 to cerlify a class comprising all persons
presently and formerly entitled to receive royalties on the sale of natural gas produced and soid from wells
operated in New York by Seneca (and its predecessor Empire Exploration, Inc). On December 23, 2002,
the court granted certification of the proposed class, as modified to exclude those leaseholders whose
leases provide for calculation of royalties based upon a flat fee, or fiat fee per cubic foot of gas produced.
The court's order states that there are approximately 749 potential ciass members. Discovery is
proceeding on the merits of the claims.

In an action instituted in the New York State Supreme Court, Kings County on February 18, 2003
against Distribution Corporation and Paul J. Hissin, an unaffiliated third party, plaintiff Donna Fordham-
Coleman, as administratrix of the estate of Velma Arlene Fordham, alleges that Distribution Corporation's
denial of natural gas service in November 2000 to the plaintiff's decedent, Velma Arlene Fordham, caused
decedent's death in February 2001. Plaintiff seeks damages for wrongful death and pain and suffering,
plus punitive damages. Distribution Corporation has denied plaintiffs material allegations, set up seven
affrmative defenses in separate verified answers and filed a cross-claim against the co-defendant.
Distribution Corporation believes and will vigorously assert that plaintiff's allegations lack merit. The Court
changed venue of the action to New York State Supreme Court, Erie County. The litigation is in the early
stages of discovery.

On December 22, 2003, the Pennsylvania Department of Environmental Protection.(DEP) issued
an order to Seneca to halt its timber harvesting operations on 21,000 acres in Cameron, Elk and McKean
counties in Pennsylvania. The order asserts certain violations of DEP regulations concerning erosion,
sedimentation and stream crossings. The order requires Seneca to apply for certain permits, control
erosion, submit plans for removal of water encroachments not included in permit applications, notify the
DEP of additional current or planned timber harvesting operations, and grant the DEP access to timber
acreage. On January 9, 2004, Seneca filed with the Pennsylvania Environmental Hearing Board (Hearing
- Board) a notice of appeal, objecting to each finding and order contained in the order, and.asserting that
the DEP's findings are factually incorrect, an arbitrary exercise of the DEP’s functions and duties, and
contrary to law. Also on January 9, 2004, Seneca filed with the Hearing Board a petition requesting a stay
of operation of portions of the order. On January 20, 2004, the parties settled Seneca's request for a stay.
Senéca has resumed its timber harvesting operations pursuant to the terms of the setiement.” The
settlement preserves various issues raised by the DEP's order for a hearing on the merits of Seneca's
notice of appeal. Seneca is actively pursuing its appeal, which it expects to be litigated.* The most
substantial question in the appeal involves whether Seneca Is required to apply for a permit under Section
102.5(b) of Title 25 of the Pennsylvania Code, goveming earth disturbance activities of greater than 25
acres. The DEP takes the position that Seneca must aggregate the acreage of all of its logging sites
across its entire 21,000 acre tract for purposes of determining whether its earth disturbing activities meet
the 25 acres threshold. Seneca maintains that no permit is required, because the law does not require
aggregatlon and each of Its individual logging sites disturbs less than 25 acres.- -
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The Company believes, based on the information presently known, that the ultimate resolution of
these matters, individually or in the aggregate, will not be material to the consolidated financial condition,
results of operations, or cash flow of the Company.* No assurances can be given, however, as to the
ultimate outcomes of these matters, and it.is possible that the outcomes, individually or in the aggregate,
could be material to results of operations or cash flow for a particular quarter or annual period.*
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For a discussion of various environmental matters, refer to Part {, llem T at Note 4 and Part I, item
2 — MD&A of this report under the heading “Environmental Matters.”

The Company is involved in litigation arising in the normal course of business. Also in the normal
course of business, the Company is involved in tax, regulatory and other governmental audits, inspections,
investigations and other proceedings that involve state and federal taxes, safely, compliance with
regulations, rate base, cost of service and purchased gas cost issues, among other things. While the
resolution of such litigation or regufatory matters could have a material effect on earnings and cash flows
in the quarterly and annual period of resolution, none of this litigation, and none of these regulatory
matters, are expected to change materially the Compaan present liquidity position, nor have a material
adverse effect on the financial condition of the Company.* .

.item 2. Unregistered Sales of Equity Securities and Use of Proceeds

On January 3, 2005, the Company issued a total of 1,958 unregistered shares of Company
common stock to the seven non-employee directors of the Company then serving on the Board of
Directars: 158 shares to Bemard S. Lee, Ph.D., whose service as a director came to an end on February
17, 2005, and 300 shares to each of the other six non-employee directors. On February 17, 2005, the
Company issued 141 unregistered shares of Company-common stock to Craig G. Matthews, who was
elected to the Board as a non-employee director of the Company on that date. All of these unregistered
shares were issued as partial consideration for the directors’ services during the quarter ended March 31,
2005, pursuant to the Company’s Retainer Policy for Non-Eniployee Directors. These transactions were
exempl from registration by Section 4(2) of the Securities Act of 1933 as transactions not mvolwng a

pubtic offering.

Issuer Purchases of Equity Securities

Total Number of

Maximum Number

Shares Purchased | of Shares that May
as Part of Publicly | Yet Be Purchased
Total Number of Announced Share .Under Share
Shares Average Price Paid | Repurchase Plans | Repurchase Plans
Period Purchased® per Share - or Programs or Programs
Jan. 1- 31, 2005 16,742 $27.11 - —
Feb. 1-28, 2005 45,075 $28.36 - -
Mar. 1 - 31, 2005 204,271 $28.98 -~ —
Total 266,088 $28.76 - -

® Represents (1) shares of common stock of the Company purchased on the open market with Company

“matching contributions” for the accounts of participants in the Company’s 401(k} plans, and (i} shares of
common stock of the Company tendered to the Company by holders of stock options or shares of
restricied stock for the payment of option exercise prices end/or applicable withholding taxes
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The Annual Mesting of Shareholders of Natlonal Fuel Gas Company was held on February 17,
2005. At that meeting, the shareholders elected directors, appointed independent accountants, approved
amendments to the Company's Restated Certificate of Incorporation, and rejected a shareholder proposal
to limit future retirement benefits for executive officers.

The total votes were as follows:

Election of directors to
serve for a three-year
term:

- Robert T. Brady

- Rolland E. Kidder

Election of directors to
serve for a two-year
term:

-'Craig G. Matthews

- Richard G. Reiten
Other directors whose term of office continued after the meeting:

Term expiring in 2006: R. Don Cash, George L. Mazanec, and John F. Riordan.

64,641,101
59,832,197

71,898,897
71,909,518

Term expiring in 2007; Pﬁlllp C. Ackerman.

Appaintment of

" PricewaterhouseCoopers

LLP as independent
accountants

Approval of amendments
to the Company’s Restated
Certificate of Incorporation

Adoption of shareholder
proposai to limit fulure:
retirement benefits for
executive officers

For

71,937 468

34,770,816

7,365,900

-41-

Withheld

8,531,206

13,340,110

1,273,410
1,262,789

Against

957,515

21,582,111

-47,768,223

Abstain

277,324

866,713

2,085,517

Broker

Non- Votes

15,852,667

15,952,667
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. . (a}  Exhibits
Exhibit :
Number Description of Exhibit
10.1 Description of performance goals for certain executive officers.
102 - Administrative Rules of the Cbmpensation Committee of the Board of
Directors of National Fuel Gas Company, as amended and restated
effective March 9, 2005.
12 ’ Statements regarding Computation of Ratios;
Ratio of Earnings to Fixed Charges for the Twelve Months Ended March
31, 2005 and the Fiscal Years Ended September 30, 2000 through 2004.
31.1 ' Written statements of Chief Executive Officer pursuant to Rule 13a-14(a)
or Rule 15d-14(a) under the Securities Exchange Act of 1934.
N2 Written statements of Principal Financial Officer pursuant to Rule 13a-
14(a) or Rule 15d-14{a) under the Securities Exchange Act of 1834.
32 | Cerlification Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.
99 National Fuel Gas Company Consolidated Statement of Income for the

Twelve Months Ended March 31, 2005 and 2004,
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Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly
caused this report to be signed on its behalf by the undersigned thereunto duly.authorized.

NATIONAL FUEL GAS COMPANY
(Registrant)

s/ R J. Tanski
R. J. Tanski
Treasurer and Principal Financial Officer

{s/ K. M. Camiolo
K. M. Camiolo
Controller and Principal Accounting Officer

Date: May 10, 2005
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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

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

For the quarterly period ended June 30, 2005
o on ,

[1 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 1-3880

- NATIONAL FUEL GAS COM_PANY

{Exact name of registrant as specif‘ed in its charter)

New Jersey ) © 13-1086010
(State or ather jurisdiction of _ {l.R.S. Employer
incorporation or organization) : Identification No.)
6363 Main Street :
- Williamsviile, New York 14221
(Address of principal executive offices) (Zip Code)
- {716) 857-7000

{Registrant's telephone number, including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by S.ectnon 13 or
15{(d) of the Securities Exchange Act of 1934 during the preceding 12 months and (2) has been subject to
such filing requirements for the past 90 days. YES__X NO,

Indicate by check mark whether the registrant is an accelerated f' Ier (as defined in Rule 12b-2 under the
Exchange Act.) YES. X NO

Indicate the number of shares outstandlng of each of the issuer's classes of common steck as of the .
latest practicable date: :

Common stock, $1 par value, outstandmg at July 31, 2005
. 84,144,571 shares. '



T

Company or Group of Companies for which Report is Filed:
NATIONAL FUEL GAS COMPANY (Company or Registrant)
DIRECT SUBSIDIARIES:  National Fuel Gas Distribution Corporation
National Fuel Gas Supply Corporation
Seneca Resources Corporation

Highland Forest Resources, Inc.

Leidy Hub, Inc.

Data-Track Account Services, Inc.
National Fuel Resources, Inc.

Horizon Energy Development, Inc.

Horizon LFG, Inc,
Horizon Power, Inc.

GLOSSARY OF TERMS

Frequently used abbreviations or acronyms used in this report:
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National Fuel Gas Companies

Data-Track

Distribution Corporation

Horizon Power
Leidy Hub
Mode! City

' Nationa! Fue!, the Company,

Data-Track Account Services, Inc.

National Fuel Gas Distribution Corporation

Empire Empire State Pipeline
ESNE Energy Systems North East, LLC
Highland Highland Forest Resources, inc,

" Horizon Horizon Energy Development, Inc.
Horizon LFG Horizon LFG, Inc.

Horizon Power, Inc.
Leidy Hub, inc.
Model City Energy, LLC

or the Registrant National Fuel Gas Company and its subsidiaries
NFR. National Fue! Resources, Inc.
Seneca Resources Corporation

Seneca

Seneca Energy

" Supply Corporation

UE.

Régula tory Agenciles

.Senecé Energy I(, LLC

National Fuel Gas Supply Corpdration

United Energy, a.s.

FASB Financial Accounting Standards Boarq '
| FERC Federatl Energy Regulatbry Commission
NYPSC ) State of New York Public S_ervlce Commission
" PaPUC Pennsylvaria Public Utility Commission
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SEC - : Securities and Exchange Comimission
. Other
2004 Form 10-K The Company’s Annual Report on Form 10-K for the year ended
R September 30, 2004
" 'APB 20 o - Accounting Principles Board Opinion No. 20, Accounting Changes
APB 25 Accounting Principles Board Opinion No. 25, Accounting for
Stock Issued to Employees
Bb! Barrel
CZK Czech korunas (the currency denomination in the Czech Republiq)
Energy Policy Act - | Enérgy Policy Act of 2005
Exchange Act Securities Exchange Act of 1934, as amended
FIN47 . ' FASB interpretation No. 47, Acoounting for Conditional Asset Retirement
Obligations - an interpretation of SFAS 143
GAAP - Accounting principles generally accepted in the United States of America
Holding Company Act Public Utility Holding Company Act of 1935, as amended '
"LIFO S " Last-in, first-out
Mbbl Thousand barrels
Mcf " Thousand cubic feet
MD&A ' ' Management's Discussion and Analysis of Financial Condition and
Results of Operations
MMcf Million cubic feet
SFAS ' Statement of Financial Accounting Standards
SFAS3 Reporting Accounting Changes in.Interim Financlal Stateménts
SFAS 123 Statement of Financlal Accounting Standards No. 123.’Accounting
C - for Stock-Based Compensation
- SFAS123R Statement of Flnancial Accounting Standards No. 123R,
» Share-Based Payment .
SFAS 133 Statement of Financial Accountlng Standards No. 133,
" Accounting for Derivative Instruments and Hedging
Actlvities
SFAS 143 : ' Statement of Financlal Accounting Standards No. 143, Accountlng for
C Asset Retirement Obligations )
SFAS 154 . .‘ Statement of Financial Accounting Standards No. 154, Accounting

. Changes and Error Corrections

WNC . Weather normalization clause
. .
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INDEX
Part |. Financial information ' ‘ Page
| Hem 1. Financial Statements (Unaudited)
a. Consolidated Statements of Income and Earnifigs Reinvested in the
Business - Three and Nine Months Ended June 30, 2005 and 2004 . - 5-6
" b. Consolidated Balance Sheets ~ June 30, 2005
and September 30, 2004 7-8
c. Consolidated Statement of Cash Flows — Nine Months .
Ended June 30, 2005 and 2004 . 9
d. Consolidated Statement of Comprehensive Income - Three ' |
and Nine Months Ended June 30, 2005 and 2004 10
e. Notes to-Consolidated Financial Statements . 11-20
ltem 2. Management's Discussion and Analysis of Financial K
Condition and Results of Operations - : 21-39
ltem 3. Quantitative and Qualitative Disclosures About Market Risk 39
Item 4. Controls and Procedures . 39-40
Part Ii, Other Information
Item 1. Legal Proceedings ‘ - : 40 - 41
item 2. Unregistered Sales of Equity Securities and Use of Proceeds 41 -42
item 3. Defaults Upon Senior Securities : .
Item 4. Submission of Matters to a Vote of Security Holders : .
item 5. Other Information _ | - S "
kem 6. Exhibits ‘ a2
Signatures , ' 7 | 43

" . The Company has nothlng to report under this item.

Reference to the "Company" in this report means the Registrant or the Registrant and its submduanes_ :
collectively, as appropriate in.the context of the disciosure. All references to a certain year in this report
are to the Company's fiscal year ended September 30 of that year, unless otherwisé noted.

This Form 10-Q contains “forward-looking statements” within the meaning of Section 21E of the Securities
Exchange Act of 1934. Forward-looking statements should be read with the cautionary statements and i
Important factors included In this Form 10-Q at ltem 2 - MD&A, under the heading “Safe Harbor for. .
Forward-Looking Statements.” Forward-looking statements are all statements other than statements of
historical fact, including, without limitation, those statements that are designated with an asterisk (**")

following the statement, as well as those statements that are identified by the use of the words
“anticipates,” *estimates,” “expects,” “intends,” "plans ~ “predicts,” “projects,” and simiiar expressions.
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item 1. Financial Statements
7 National Fuel Gas Company
Consolidated Statements of Income and Earnings
Reinvested in the Business
{Unaudited)
Three Months Ended
) June 30,
{Thousands of Dollars, Except Per Common Share Amounts) 2005 2004
INCOME
Operating Revenues $400,359 $396,884
Operating Expenses
Purchased Gas 181,100 174,907
Operation and Maintenance 94,534 86,362
Property, Franchise and Other Taxes 16,598 17,080
Depreciation, Depletion and Amortization 45,099 43,601
) 337,331 321,950
Adjustment of Gain on Sale of Timber Properties - (1,252)
Operating Income 63,028 73,682
Qther Income (Expense): :
Income from Unconsolidated Subsidiaries _ 675 306
Qther Income 1,084 799
Interest Expense on Long-Term Debt {18,294) (20,190}
Other Interest Expense {4,557} {1,095}
Income from Continuing Operations Before
Income Taxes 41,946 53,502
Income Tax Expense 15,553 20,681
Income from Continuing Operations 26,393 32,821
Loss from Discontinued Operations, Net of Tax {7.237) ~ {258)
Net income Available for Common Stock - 19,158 32,563
EARNINGS REINVESTED IN THE BUSINESS '
Balance at April 1 793,409 724,855
812,565 757,418
Dividends on Common Stock _
{2005 - $0.29 per share; 2004 - $0.28 per share) 24,312 23,036
Balance at June 30 $788,253 $734,382
Earnings Par Common Share:
Basic. .
Income from Continuing Operations $0.32 $0.40.
Loss from Discontinued Operations ~ (0.09) -
Net Income Available for Common Stock $0.23 $0.40
Diluted: . o
Ihcome from Continuing Operations $0.31 $0.39
Loss from Discontinued Operations (0.08) L -
.Net Income Avallable for Common Stock $0.23 $0.39
Welghted Average Common Shares Outstanding:
Used in Basic Calculation 83,568,251 82,178 424
Used in Diluted Calculation 84,897 466 83,119,373

See Notes to Condensed Consolidated Financial Statements -
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National Fuel Gas Company
Consolidated Statements of Income and Earnings
' Reinvested in the Business
{Unaudited)
Nine Months Ended
) June 30,
(Thousands of Dollars, Except Per Common Share Amounts) 2006 2004
INCOME
Operating Revenues $1.636,484  $1,640,474
Operating Expenses
Purchased Gas 877,510 871,593
Operation and Maintenance 297,549 293,370
Property, Franchise and Other Taxes 53,551 53,795
Depreciation, Depletion and Amortization. 132,438 130,350
1,361,048 1,349,108
Adjustment of Gain on Sale of Timber Properties - (1,252)
Adjustment of Loss on Sale of Qil and Gas Producing Properties - 4,645
Operating Income 275,436 294,759
Other Income (Expense): :
Income from Unconsclidated Subsidiaries 1,914 403
Other Income . “ 7,762 . 3,422
Interest Expense on Long-Term Debt (54,989) (63,990)
Other Interest Expense- - < (8,911 {4,830)
Income from Continuing Operations Before
income Taxes 221,212 229,764
Income Tax Expense 86,009 89,331
Income from Continuing Operations 135,203 140,433
Income from Discontinued QOperations, Net of Tax 5,073 18,399
Net Income Available for Common Stock 140,276 158,832
" EARNINGS REINVESTED IN THE BUSINESS _—
Balance at October 1 718,926 642,650
. 859,202 801,522
Dividends on Common Stock
{2005 - $0.85; 2004 - $0.82) 70,949 67,140
Balance at June 30 $788,253 $734,382
Earnings Per Common Share:
Basic:
Income from Continuing Operations $1.62 $1.72
income from Discontinued Operations 0.06 0.22
Net Income Available for Common Stock "$1.68 $1.94
Diluted: .
Income from Continuing Cperations $1.59 $1.70
Income from Discontinued Operations 0.06 0.22
Net Income Avallable for Common Stock $1.65 $1.92
Welghted Average Common Shares Outstanding:
Used in Basic Calculation 83,343,711 81,848,043
84,771,403

Used in Diluted Calculation

See Notes to Condensed Consolidated Financlal Statements

82,717,332
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. National Fuel Gas Company
Consolldated Balance Sheets
(Unauditedl
June 30, September 30,
2005 2004
(Thousands of Dollars)
ASSETS .
Property, Plant and Equipment $4,351,718 $4,602,779
Less - Accumulated Depreciation, Depletion
and Amortization 1,633,840 1,596,015
Net Property, Piant, and Equipment of Discontinued ' :
Operations Held for Sale 223,707 -
3,041,585 3,006,764
Current Assets . ' :
Cash and Tempérary Cash Investments 62,072 66,153
Receivables - Net of Allowance for Uncollectible Accounts of '
$20,181 and $17 440, Respectively 221,408 129,825
Unbifled Utility Revenue 14,562 18,574
Gas Stored Underground 28,641 68,511
Materials and Supplies - at average cost 48,885 43,922
Unrecovered Purchased Gas Costs - 7.532
Prepayments 51,230 38,760
Fair Value of Derivative Financial Instruments - .23
. Current Assets of Discontinued Operations Held for Sale 14,530 -
) 441,328 373,300
Other Assets
Recoverable Future Taxes 83,847 - 83,847
Unamortized Debt Expense 18,074 19,573
Other Regulatory Assels 71175 66,862
Deferred Charges 4,481 3,411
Other Investments 78,142 72,556
Investments in Unconsolidated SUbSldIaﬂeS 15,818 16,444
Goodwili 5,476 5,476
Intangible Assets 43,997 - 45,994
Other , 15,966 17,571
Other Assets of Discontinued Operations Held for Sale 309 -
) 337,285 331,734
Total Assets $3,820,198 $3,711,798

See Notes.to Condensed Consolidated Financiat Statements
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National Fuel Gas Company
~ Consolidated Balance Sheets
(Unaudited)
June 30, September 30,
2005 2004
(Thousands of Dollars)
CAPITALIZATION AND LIABILITIES
Capitalization:
Comprehensive Shareholders’ Equity
Common Stock, $1 Par Value
Authorized - 200,000,000 Shares; Issued
and Outstanding — 83,898,311 Shares and ) .
82,990,340 Shares, Respectlively $ 83,898 $ 82,990
Paid in Capital . 518,621 506,560
Earnings Reinvested in the Business 788,253 718,926
Total Common Shareholder Equity Before :
Items of Other Comprehensive Loss 1,390,772 1,308,476
Accumulated Other Comprehensive Loss __{65,013) (54,775)
Total Comprehensive Shareholders’ Equity . 1,325,759 1,253,701
Long-Term Debt, Net of Current Portion 1,121,354 1,133,317
Long-Term Debt of Discontinued Operations
Held for Sale, Net of Current Portion 1,258 .-
Total Capitalization 2,448,371 2,387,018
Minority Interast in Discontinued Operations oo
Held for Sale 27,923 37,048
Current and Accrued Liabilities
Notes Payable to Banks and .
Commercial Paper . 12,700 156,800
Current Portion of Long-Terr Debt 9,400 14,260
Accounts Payable . C 130,856 115,979
Amounts Payable to Customers 40,646 3,154
Other Accruals and Current Liabilities _ 160,861 91,164
Fair Value of Derivative Financia! Instruments ’ 126,331 95,099
Current Liabilities of Discontinued Operations Held for Sale 56,143 . -
: 536,937 476,456
Deferred Credits ]
Accumulated Deferred Income Taxes 425,882 458,095
Taxes Refundable to Customers _ ' 11,085 11,065
‘Unamortized Investment Tax Credit } 6,972 7,498
Cost of Removal Regulatory Liability ' 85,925 82,020
Other Regulatory Liabilities : . 72,388 67,669
Pension Liability 91,708 91,587
Asset Retirement Obligation 33,965 32,292
Other Deferved Credits . . 54,736 61,050
Deferred Credits of Discontinued Qperations Held for Sale : 24,328 -
: : . 806,867 811,276
Commitments and Contingencles . - -
- Total Capltalization and Liabllitles $3,820,198 $3,711,798

See Notes to Condensed Consolldated Financial Statements
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National Fuel Gas Company ‘ Page 81
. ' Consolidated Statement of Cash Flows )
{Unaudited)
Nine Months Ended
June 30,
{Thousands of Dollars) 2005 2004
OPERATING ACTIVITIES
Net income Available for Common Stock $140,276 $158,832
Adjustments to Reconcile Net Income to Net Cash
Provided by Operating Activities:
Adjustment of Gain on Sale of Timber Properties - 1.262
Adjustment of Loss on Sale of Ol and Gas Producing '
Properties - {4,645)
Depreclation, Depletion and Amortization 145,814 141,768
Deferred Income Taxes 1,894 (8,993)
(income) Loss from Unconsolidated Subsidlanes Net of
Cash Distributions (374) 361
Minority Interest in Forelgn Subsidiaries 2,899 3,378 -
Other {9.,342) (148}
Change in:
_Receivables and Unbilled Utility Revenue {91,223} (73,998)
Gas Stored Underground and Materials and .
Supplies 30,687 55917
Unrecovered Purchased Gas Costs ¢ 7,632 27,616
Prepayments (12,503} 13,619
- Accounts Payable 23,886 {3,094)
. Amounts Payable to Customers 37.492 21,561
Other Accruals and Current Liabilities 72,972 122,000
Other Assets {2,066) {21,194)
Other Liabilities 1,867 (25,997)
Net Cash Provided by Operating Activities 342,911 408,235
INVESTING ACTIVITIES
Capital Expenditures . {157,401) {122,295)
Net Proceeds from Sale of Oll and Gas Producing Propertles Q0 5,062
Other 4.001 2,073
Net Cash Used in investing Activities (153,310) (115,166}
FINANCING ACTIVITIES : .
Change in Notes Payable to Banks and Commercial Paper (107,243) (78,300)
Reduction of Long-Term Debt ‘ (10,740) (139,441)
Dividends Paid on Common Stock {69,847) (66,056)
Dividends Paid to Minority Interest (12,676) -
Proceeds from Issuance of Common Stock 12,499 14,597
Net Cash Used in Financing Activities © (188,007) (269,200)
Effect of Exchange Rates on Cash (40) 1,616
Net Increase in Cash and Temporary Cash Investments 1,554 25491
Cash and Temporary. Cash investments at October 1 66,153 - 51,421
Cash and Temporary Cash Investments at June 30 $67,707" $76,912

™ includes $5,635 of cash and temporary investments included in Current Assets of Discontinued Operations Held'

for Sale on the Consolidated Balance Sheet at June 30, 2005.

See Notes to Condensed Consolidated Financlal Statements
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National Fuel Gas Company Page 82
Consolidated Statements of Comprehensive Income '
{Unaudited) .
Three Months Ended
June 30,

(Thousands of Dollars) 2006 2004
Net Income Available for Common Stock $19,156 $32,563
Qther Comprehensive income (Loss), Before Tax:
Foreign Currency Translation Adjustment (15,717) 1,665
Unrealized Gain on Securities Available for Sale

Arising During the Period ' 134 767
Unrealized Loss on Derivative Financial Instruments

Arising During the Period ‘ (4,153) (26,111)
Reclassification Adjustment for Realized Losses on

Derivative Financial instruments in Nat Income 19,220 15,088
Other Comprehensive Loss Before Tax {516) (8,591)
Income Tax Benefit Related o Cumulative Translation

Adjustment - (251) -
Income Tax Expense (Benefit) Related to Unrealized Gain on

Securities Avallable for Sale Arlsing During the Period (35) 268

" tncome Tax Benefit Related to Unrealized Loss on

Derivative Financial Instruments Arising During the Period .(1,665) {9,912)
Reclassification Adjustment for Income Tax Benefit on

Realized Losses on Derivative Financial Instruments o .

In Net Income 7,263 5,085
Income Taxes — Net 5312 {4,559)
Other Comprehensive Loss {5,828) (4,032)
Comprehensive Income $13,328 $28,531

Nine Months Ended

June 30,
(Thousands of Dollars) 2005 2004
Net Income Available for Common Stock $140,276 $158,832
Other Comprehensive Income. (Loss), Before Tax: .
Foreign Currency Translation Adjustment 7,183 10,464
Unrealized Gain on Securities Available for Sale

Arising During the Period 1,484 3,160
Unrealized Loss on Derivative Financial Instruments -

Arising During the Period (84,3858) (68,423)
Reclassification Adjustment for Realized Gains on .

Securities Avallable for Sale in Net Income (652) -
Reclassification Adjustment for Realized Losses on ’

Derivative Financial Instruments in Net Income 55,062 31,883
QOther Comprehensive Loss Before Tax {21,308) (22 916)
Income Tax Expense Related o Cumuilative Translation . ) .

Adjustment ' 112 -
Income Tax Expense Related to Unrealized Gain on

Securities Avallable for Sale Arising During the Period 519 - 1,106
Income Tax Benefit Related to Unrealized Loss on :

Derivative Financial Instruments Arising During the Period - (32,318) .(25,799)
Reclasstfication Adjustment for Income Tax Expense an :

Realized Galns from Securities Avallable for Sale in Net Income {228) -
Reclassification Adjustment for Income Tax Benefit on )

Realized Losses on Derivative Financial Instruments .

In Net Income ' . 20,845 11,585
income Taxes — Net (11,070) . {13,108)
Other Comprehensive Loss ~(10,238) (9,808)
Comprehensive Income $130,038 $149,024

-10-
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National Fuel Gas Company
Notes to Condensed Consolidated Financial Statements

{Unaudited}

Note 1 - Summary of Significant Accounting Policies

Principles of Consolidation. The Company consolidates its majority owned entities. The equity
method is used to account for minority owned entities. All significant intercompany balances and
transactions are eliminated. :

The preparation of the consolidated financlal statements in conformity with GAAP requires
management to make estimates and assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabliities at the date of the financial statements and the
reported amounts of revenues and expenses during the reporting period. Actual results couId d!ffer from
those estimates.

Earnings for Interim Periods., The Company, in its opinion, has included all adjustments that are
necessary for a fair statement of the results of operations for the reported periods. The consolidated
financial statements and notes thereto, included herein, should be read in conjunction with the financial
statements and notes for the years ended September 30, 2004, 2003 and 2002 that are included in the
2004 Form 10-K. The 2005 consolidated financial statements will be examined by. the Company's
independent accountants after the end of the fiscal year.

The earnings for the nine months ended June 30, 2005 should not be taken as a prediction of
eamings for the entire fiscal year ending September 30, 2005. Most of the business of the Utility and
Energy Marketing segmenis is seasonal in nature and is influenced by weather conditions. Due to the
seasonal nature of the heating business in the Utility and Energy Marketing segments, earnings during
the winter months normally represent a substantial part of the earnings in those segments for the entire
fiscal year.

Consolidated Statement of Cash Flows. For purposes of the Consolidated Statement of:Cash Flows,
the Company considers all highly liquid debt instruments purchaséd with a maturity of generally three
months or less to be cash equivalents.

Gas Stored Underground - Current. In the Utility segment, gas stored underground — current is carried
at lower of cost or market, on a LIFO method. Gas stored underground — current normally declines
during the first and second quarters of the year and is replenished during the third and fourth quarters. In
the Utility segment, the current cost of replacing gas withdrawn from storage is recorded in the
Consolidated Statements of Income and a reserve for gas replacement is recorded in the Consolidated
Balance Sheets under the caption *Other Accruals and Current Liabilities." Such reserve, which
amounted to $44.5 million at June 30, 2005 is reduced to zero by September 30 as the mventory is
replenished. .

Accumulatod Other Compfehensive income (Loss). The components of Accumulated Other
‘ Comprehensive income (Loss), net of related tax effect, are as follows (in thousands): .

At June 30, 2005 - At September 30, 2004
Minimum Penslon Liabliity Adjustment $(53,648) : $(53,648)
.Cumulative-Foreign Currency - ' : o _ -
Transiation Adjustment 68,587 . 51,516
Net Unrealized Loss on Derivative . :
Financial Instruments - - (74,583) : (56,733)
Net Unrealized Gain on Securities. g :
Avalleble for Sale- = . - 4631 - 4,090
Accumulated Other Comprehensive Loss (65,013} ' $(54,775)
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Earnings Per Common Share. Basic earnings per common share is computed by dividing income

- available for common stock by the weighted average number of common shares outstanding for the
period. Diluted earnings per common share reflects the potential dilution that could occur if securities or
other contracts lo issue commaon stock were exercised or converted into cornmon stack. For purposes of
determining earnings per ‘common share, the only potentially dilutive securities the Company has
outstanding are -stock options. The diluted weighted average shares outstanding shown on the
Consolidated Statements of Income reflects the potential dilution as a result of these stock options as
determined using the Treasury Stock Method. Stock options that are antidilutive are excluded from the
calculation of diluted earnings per common share. For the quarters ended June 30, 2005 and 2004,
657,769 and 2,690,547 stock options, respectively, were excluded as being antidilutive. For the nine
months ended June 30,- 2005 and 2004, 226,322 and 4,417,138 stock options, respectively, were
excluded as being antidilutive.

Stock-Based Compensation. The Cdmpany accounts for stock-based compensation for options
granted using the intrinsic value method specified by APB 25 and related interpretations. Under that

Bauer

method, no compensation expense was recognized for options granted under the plans for the quarter -

and nine months ended June 30, 2005 and 2004. However, in accordance with APB 25, the Company
records compensation expense for the market value of restricted stock on the date of award over the
periods during which the vesting restrictions exist. Had compensation expense associated with stock
options been determined based on fair value at the grant dates, which is the accounting treatment
specified by SFAS 123, the Company's net income and earnings per share would have been reduced to
the pro forma amounts below:

Three Months Ended Nine Months Ended

(Thousands of Dollars, Except Per _ June 30, . June 30,

Common Share Amounts} - 2005 2004 2005 2004
Net Income Available for

Common Stock as Reported $19,156 $32,563 $140,276 $158,832
Add:
-Stock-Based Compensation Expense

included in Reported Net Income, . :

Net of Tax 66 109 270 435
Deduct: .
Stock-Based Compensation Expense

Determined Based on Falr Value i ’ .

At the Grant Dates, Net of Tax {2.073) (431) {(2.752) (1.789)
.Pro Forma Net Income Available

For Common Stock $17.149  $32.241 $137.704  §157.478
Earnings Per Common Share: : : } _ . _

‘Basic — As Reported : $0.23 $0.40 $1.68 $1.94

Baslc - Pro Forma $0.21 $0.39 - $1.65 $1.92

Diluted — As Reported : $0.23 $0.39 . .$1.65 - $1.92

Diluted — Pro Forma $0.20 $0.39 T $163 7 $1.90
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New Accounting Pronouncements. In December 2004, the FASB issued SFAS 123R. SFAS 123R
replaces SFAS 123 and supercedes APB 25. The Company currently follows APB 25 in accounting for
stock-based compensation, as disclosed above. SFAS 123R addresses the accounting for transactions
in which an entity exchanges its equity instruments for goods or services. it also addresses transactions
in which an entity incurs liabilities in exchange for goods or services that are based on the fair value of
the entity's equity instruments or that may be settied by the issuance of those equity instruments. This
standard focuses primarily on accounting for transactions in which an entity obtains employee services in
share-based payment transactions. Under this standard, companies are required to measure the cost of
employee services received in exchange for an award of equity instruments based on the fair vaiue of the
award at the date of grant. That cost will be recognized over the period during which an employee is
required to provide service in exchange for the award. The Company will adopt this standard during the
first quarter of fiscal 2006. In accordance with SFAS 123R, the Company will use the modified version of
prospective application. Under modified prospéctive application, SFAS 123R applies to new awards and
to awards modifiad, repurchased, or cancelled after the required effective .date. Additionaily,
compensation cost for the portion of awards for which the requisite service has not been rendered that
are outstanding as of the required effective date shall be recognized as the requisite service is rendered
on or after the required effective date. The compensation cost for that portion of awards shall be based
on the grant-date fair value of those awards as calculated for the Company's disclosure under SFAS 123.

The Company will not restate any prior periods as a result of adopting SFAS 123R. The Company does
not believe that adoption of SFAS 123R will have a material impact on its financial condition and resuits
of operations because substantially all of the Company's options will be vested by September 30, 2005.

In March 2005, the FASB issued FIN 47, an interpretation of SFAS 143. FIN 47 provides
clarification of the term “conditional asset retirement obligation” as used in SFAS 143, defined as a legal
obligation to perform an asset retirement activity in which the timing and/or method of settiement are
conditional on a future event that may or may not be within the control of the Company. Under this
standard, a company must record a fiability for a' conditional asset retirement obligation if the fair value of
the obligation can be reasonably estimated. FIN 47 also serves to clarify when a company would have
sufficient information- to reasonably estimate the fair value of a conditicnal asset retirement obligation.
FIN 47 becomes effective no later than the end of fiscal 2006. The Company is currently evaluating the
impact of FiN 47, if any, on its consolidated financial statements. ‘

In May 2005, the FASB issued SFAS 154. SFAS 154 replaces APB 20 and SFAS 3 and
changes the requirements for the accounting for and reporting of a change in accounting principle. The
Company is required to adopt SFAS 154 for accounting chariges and corrections of errors that oceur in
fiscal 2007. Early adoption is permitted. The Company’s financial condition and results of operations will
only be impacted by SFAS 154 if there are any accounting changes or corrections of errors in the future.

Note 2 - Adjustment of Loss on Sale of Oll and Gas Producing Propertles

During the quarter ended March 31, 2004, the Company recorded a $4.6 million eamings benefit
related to the Company’s 2003 sale of Canadian oll properties. When the Company completed that
transaction in September 2003, the .initial proceeds it received were subject to adjustment based on
actual working capital and the resolution of certain income tax matters. During the quarter ended March
31, 2004, the Company resolved those ltems with the buyer and, as a result, received an additional $4.6
' mIII]on (U. 8. dollars) of sales proceeds which it recorded in the Adjustment of Loss on Sale of Oil and
Gas Producing Properties line on the income statement )

Note 3 - Adjustment of Galn on Salae of Timber Proportles

During the quarter ended June 30, 2004, the Company recelved final tlmber cruise information
(inventory) on the 70,000 acres of timber properties sold in 2003. Based on that information, the
Company determined that property records pertaining to $1.3 milllon ($0.8 million after tax) of timber
property were not properly shown as having been transferred to the purchaser, As a result, the Company

Bauer

‘removed those essets from its property records and adjusted the previously recognized gain downward

by recognizing a pre-tax loss of $1.3 million. The Company recorded this adjustment in the Adjustment
of Galn on Sale of Timber Properties iine on the Income statement,
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Note 4 - Income Taxes

The components of federal, state and foreign income taxes included in the Consolidated

Statements of Income are as follows (in thousands):

Nine Months Ended
June 30, |
2005 2004
Operating Expenses: -
Current Income Taxes .
Federal $71,088 $72,472
State 19,872 22,285
Foreign 1,568 131
Deferred Income Taxes : T
Federal - (7,937) (5,468)
State ] (2,718) (3,948)
Foreign ' . 4,136 3,859
86,009 89,331
Other Income: . Co-
Deferred Investment Tax Credit (523} (523)
Taxes on Discontinued Operations Held for Sale ‘ 15,383 1,039
Total Income Taxes $100,869 $89,847

The U.S. and foreign components of income before income taxes are as follows (in thousands):

Nine Months Ended
"June 30,
2005 ) . 2004
u.s. , ~ $206,737 $214,330
Foreign ' 34,408 34,349

$241,145 $248,679

Total income taxes as reported differ from the amounts that were.computed by applying the
federal income tax rate to income before income taxes. The following is a reconciliation of this difference

(in thousands):

Nine Months Ended
June 30,
2005 - 2004
Income Tax Expense, Computed at . '
Statutory Rate of 35% ‘ $84,401 $87,038 .
Increase (Reduction) in Taxes Resulting From: . ’ ‘ -
State Income Taxes 14,150 - 11,919
' Dividend from Foreign Subsidiary , 3,708 -
Foreign Tax Differential . (1,122) (1,806)
Foreign Tax Rate Reduction ! ' . - {5,174)
Tax on Unremitted Eamings : . - 6,000 -
Miscellaneous o _ (3,268) {2,130)
Total Income Taxes | ' $100,869 $69,647

* ™ Puring the quarter ended December 31, 2003, legislation was enacted in the Czech Repubtic which
reduces the corporate statutory income tax rate from 31% to 24% over a three-year period.
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Significant components of the Company's deferred tax liabilities (assets) were as follows (in
thousands):
. At June 30, 2005 At September 30, 2004
Deferred Tax Liabilities:
Property, Plant and Equipment $581,750 $568,114
Other 36,5687 37,051
Total Deferred Tax Liabilities 618,337 605,165
Deferred Tax Assets:
Minimum Pension Liability Adjustment (28,887) {28,887)
Capital Loss Carryover ' (10,030) (12,548)
Unrealized Hedging Losses _ (45,072) (33,890)
Other (B7,666) (74,624)
(171,655) (149,947)
Valuation Allowance 2,746 . 2877
Total Deferred Tax Assets (168,909) (147,070)

Less Deferred Income Taxes Included in
Deferred Credits of Discontinued Operations
Held for Sale . (23,546} ’ -

Total Net Deferred Income Taxes $425 882 . $458, OQS

The Company has undistributed earnings of foreign subs:dranes that relate to its operataons in
' the Czech Republic. Due to the pending sale of the Czech assets as of June 30, 2005, these earnings
. are no longer considered to be permanently reinvested outside the United States and, accordingly. us.
income taxes of $6 million have been provided thereon. The $6 million deferred tax, which is included in
income from Discontinued Operations, will be reversed in the fourth quarter as a resuit of the sale of the
Czech assets occurring in such quarter.

The Company recorded a tax liability of $3.8 million relating to a dividend of $72.8 million
received from a foreign subsidiary, The tax was recorded at a rate of 5.25% in accordance with the
applicable provnsions of the American Jobs Creation Act of 2004. A portion of this tax amountlng to $0.1
million is included in Other Comprehensive Loss. The remainder of this tax is included in Income from
Discontinued Operations.

A capital loss carryover of $28.7 million existed at June 30, 2005, which expires if not utilized by
September 30, 2008, Although realization is not assured, management estimates that a portion of the
deferred tax asset assoclated with this carryover will be realized during the carryover period, and a

valuation allowance is recorded for the remaining portion. Adjustments to.the valuation allowance may
‘be necessary in the future if estimates of capital gain income are revised.

Note 5 — Capitalization

Common Stock. During the nine months ended June 30 2005 the Company issued 907,971 shares of
common stock under the Company’s stock option and director compensatlon plans.

. On March 29, 2005, 643,000 stock options were granted at.an exerclse price of $28, 155 per
share. .

On June 3, 2005, 57,000 stock opt]ons were granted at an exercise price of $28.565 per share.
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Note 6 — Commitments and Contingencies .

Environmental Matters. The Company is subject to various federal, state and local laws and
regulations relating to the protection of the environment. The Company has established procedures for
the ongoing evaluation of its operations to identify potential environmental exposures and comply with
regulatory policies and procedures. ltis the Company’s policy to accrue estimated environmental clean-
up costs {investigation and remediation) when such amounts can reasonably be estimated and it is
probable that the Company will be required to incur such costs. At June 30, 2005, the Company has
estimated its remaining clean-up costs related to former manufactured gas plant sites and third party
waste disposal sites will be $8.1 million. This liability has been recorded on the Consolidated Balance
Sheet at June 30, 2005.

During the quarter ended June 30, 2005, the Company entered into a transfer agreement for
environmental obfigations related to a former manufactured gas plant site in New York. Under the terms.
of the agreement, the Company paid $12.7 million during the quarter ended June 30, 2005 to settle its
remaining environmental obligations related to this site. As a result, the environmental liability for this site
has been reduced to zero at June 30, 2005,

During the quarter ended June 30, 2005, the Company reached a settlement agreement for
environmental obligations related to another former manufactured gas plant site. The Company paid
$4.4 million in August 2065 under the terms of the settlerment agreement, and the Company will continue
to be responsible for future ongoing maintenance of the site. The $4.4 million that was paid in August
2005 and the estimated obligation for ongoing maintenance of the site are included in the $8.1 million
liabllity at June 30, 2005, '

Other than as discussed in Note G of the 2004 Form 10-K, the Company Is currently not aware
of any material additional exposure to environmental liabilites. However, changes in environmental .
regulations or other factors could adversely impact the Company. With regard to the payments made to
settle environmental obligations for the two former manufactured gas plant sites discussed above, the
Company expects to recover these clean-up costs from a combination of insurance proceeds and rate
recovery.

. For further discussion refer to Note G — Commitments and Contingencies under the heading
“Environmental Matters” in ltem 8 of the 2004 Form 10-K

Other. The Company is involved in Iitigation arising In the normal course of business. Also in the normal
- course of business, the Company is involved in tax, regulatory and.octher governmental audits,
inspections, investigations and other proceedings that involve state and federal taxes, safety, compliance
with reguiations, rate base, cost of service and purchased gas cost issues, among other things. While .
the resolution of such litigation or regulatory matters could have a material effect on earnings and cash
flows in the quarterly and annual period of resolution, none of this litigation, and none of these regulatory
matters, are expected to change materially the Company's present quuldlty posmon nor have & material
adverse effect on the financial condltion of the Company.

Note 7 ~ Discontlnued Operations

On July 18, 2005, the Company completed the sale of its majorlty interest in UE., a dlstnct
heating and electric generation business in the Bohemia region of the Czech Republic, to Czech Energy
Holdings, a.s. for sales proceeds of approximately $116.3 million. The sale will result in a gain of
approximately. $25.0 million. The gain will be recorded in the fourth quarter of 2005. Current market
conditions, including the increasing value of the Czech currency as compared to the U.S. dollar, caused
the value of the assets of U.E. to increase, providing an opportunity to sell the U.E. operations at a profit
for the Company. As a result of the decision to sell its malority interest in U.E. in June 2005, the
Company has presented the Czech Republic operations, which are primarily comprised of UE,, as .
discontinued operations at June 30, 2005. U.E. was the major component of the Company's
International segment. With this change In presentation, the Company has discontinued all reporting for
an Intemational segment, as explained further in Note 8 - Business Segment Informatlon Theassets
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and liabilities of U.E. are identified on the consolidated balance sheetf as assels or liabilities from

discontinued operations held for sale.

The following is selected financial information of the discontinued operations for U.E..

Three Months Ended Nine Months Ended .
June 30, June 30,
(Thousands) 2005 2004 2005 2004
Operating Revenues $22,626 $22,122 $122,088 $112,723
Operating Expenses 25,626 23,480 99 276 90,787
Operating Income (Loss) {3,000) (1,358 22812 21,936
Other Income 918 1,279 2,059 1,674
interest Expense {186) (189) (507) (661)
Income (L.oss) before Income Taxes
and Minority Interest _(2,268) (268). 24 364 22,949
Income Tax Expense 5412 282 16,392 1,172
Minority Interest, Net of Taxes (443) (292) 2,899 3,378
Income (Loss) from .
Discontinued Operations $(7,237) $(258) $5,073 $18,399

Note 8 — Business Segment Information

The Company has five reportable segments: Utility, Pipeline and Storage, Exploration and
Production, Energy Marketing, and Timber, The division of the Company's operations into the reportable
segments is based upon a combination of factors Indluding differences in products and sarwces
regulatory environment and geographic factors,

The data presented in the tables below reflect the reportable segments and reconclliations to
consolidated amounts. As disclosed in Note 7 - Discontinued Operations, the Company completed the
sale of its majority interest in U.E., a district heating and electric generation business in the Czech
Republic, on July 18, 2005. As a result of the decision to sell its majority interest in U.E. in June 2005,
the Company has discontinued all reporting for an International segment and previous period segment
information has been restated 1o refiect this change. All Czech Republic operations, which are primarily
comprised of U.E., have been reported as discontinued operations. -Any remaining international. activity
has been included in corporate operations. As stated in the 2004 Form 10-K, the Company evaluates
segment performance based on income: before discontinued operations, extraordinary items and
. cumulative effects of changes in accounting {when applicable). When these items are not applicable, the

- Company evaluates performance based on net income. There have been no material changes In the
amount of assets for-any operating segment from the amounts disclased in the 2004 Form 10-K. The
assets of U.E., which reflected substantially all of the former Intemnational segment assets, have been
. disclosed on the face of the balance sheet at June 30, 2005 as assets of discontinued operations held for
sale. With the completion of the sale of U.E. in July 2005, these assets were removed from the
Company's balance sheet. :
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‘Quarter Ended June 30, 2005 (Thousands)
. Exploration Total Corporate and
Pipeline and Encrgy Reportable Intersegment Total
Utility  and Storage  Production Marketing Timber Segments All Other Eliminations Consolidated
Revenue from Extemal
Customers $189,175  $29,642 £77,370 $88,048  $£15,028 $399,263 $1,096 b - $400,359
Intersegment Revenues $ 2,734 $20,956 M - $ - $ - § 23,690 51,782 $ (25,472} s -
Segment Profit:
Income (Loss) from
Continuing Operations  §  (1,684) 510,843 $13,830 $ 1,548 8§ 555 $ 25,092 $ 270 $ 1,0 $ 26,393
Nine Months Ended June 30, 2005 (Thousands)
Exploration Total Corporate and
Pipeline end Encrgy Reportable Intersegment Total
Utility  and Storage  Production Marketing  Timber Segments  © All Other Eliminations Consolidated
Revenue from Externs] .
Customen; $991,651 $98,117 $219,527 $276,106  $46,994 $1,632,395 $4,089 $ - 51,636,484
Intersegment Revenues  § 12,732 $63,071 s - 3 - 8 ] 5 5804 $6,125 $(81,929) 3§ -
Segment Profit:
Income (Loss) from :
Continuing Operations $ 45,269  $41,577 $38984 § 4,909 § 4201 $ 134,940 $ 1,522 § (1,2597 § 135203
Quarter Ended June 30, 2004 (Thousands) ’ .
Pipeline  Exploration . Total Corporate and
and- and Energy Reportable Intersegment Total
Utility Storage Production Marketing ~ Timber Segments All Other Eliminations Censolidated
Revenue from Externa) .
Customers $206,492  $29,553 §76,992 §67,376 $13,071 $393,484 $3,400 $ - $396,884
Interscgment Revenues § 3,059 $20,895 s - $ - 5 - $2% 5 - 523959 § -
Segment Profit:
income (Loss) from i ) :
Continuing Operations £4,167  $12,063 $i4,822 $ 1241 8§ 652 § 32,945 $ 394 5 (s18)  § 3282
Nine Months Ended June 30, 2004 (Thousands)
Pipeline  Exploration . Total Corporate and
and and Energy Reportable Intersegment Total
. Utility | Storage Production Marketing . Timber Segments All Other Eliminations  Consolidated
Revenue from External . o
Customers 31,029,638  §92,420 $225,594  $240,732 $41,622 51,630,006 510,468 3 - 3,640,474
Intersegment Revenues  § 13,487 §65,625 H - 8 - ) 2 s.7T9114° % - $(19.114) 3 -
Segment Profit: '
Income (Loss) from ' . .
‘Continuing Operations © § 53,772 $36,233 §$44065 § 5588 53871 § 143,529 $ 1,350 H . (4446) 5§ 140432
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Note 9 - Intanglble Assets
The components of the Company's intangible assets were as follows (in thousands):
Al September 30,
At June 30, 2005 2004
Gross Net Net
Carrying Accumufated Carrying Carrying
: - Amount  Amortization  Amount Amount
Intangible Assets Subject to Amortization
Long-Term Transportation Contracts $8,580 $(2,584)  $5,996 $6,798
Long-Term Gas Purchase Contracts ‘ 31,864 {3.034) 28,830 30,025
Intangible Assets Not Subject to '
Amortization .
Retirement Plan Intangible Asset 9171 - 9.171 9,171
$49,615 $(5618) $43,997 $45,994
Aggregate Amortization Expense
(Thousands)
Three Months Ended June 30, 2005 $666
Three Months Ended June 30, 2004 $666
Nine Months Ended June 30, 2005 $1,997
Nine Months Ended June 30, 2004 $1,902

Amortization expense for the long-term transportation contracts is estimated to be $0.3 million for
the remainder of 2005 and $1.1 miliion annually for 2006, 2007, and 2008. Amortization in 2009 is
estimated to be $0.5 million: '

Amortization expense for the long-term gas purchase contracts is estimated to be $0.4 milfion for
the remainder of 2005 and $1.6 million annually for 2006, 2007, 2008 and 2009,

Note 10 — Retirement Plan and Other Post-Retirement Benefils
Components of Net Pericdic Benefit Cost (in thousands):

Three months ended June 30,

Retirement Plaih Other Post-Retirement Benefits .
2005 2004 2005 2004
Service Cost $3,429 $3649 $1,538 $1,649
Interest Cost ' 10,520 10,141 _ 6,446 6,885
Expected Retum on Plan Assets (12,386) (12,070) (4,715) (3,453)
Amortization of Prior Service Cost 257 276 . 1 1
Amontization of Transition Amount - - , 1,782 : 1,782
Amortization of Losses .2,618 2,360 3,116 , 5,381
- Net Amortization and Deferral _ -
- For Regulatory Purposes (Including
Volumetric Adjustments) (1) 1,500 435 (963) (4,706)
Net Periodic Benefit Cost , $5,938 - $4.791 $7,205 $7,539

-19-



Item 1. Financial Statements (Cont.)

Nine months ended June 30,

Service Cost
Interest Cost
Expected Return on Plan Assets
Amortization of Prior Service Cost
Amortization of Transition Amount
Amortization of Losses :
Net Amortization and Deferral
For Regulatory Purposes (Including
Volumetric Adjustments) (1)

Net Periodic Benefit Cost
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Retirement Plan Other Post-Retirement Benefits
2005 2004 2005 2004
$10,285 $10,948 $4,614 $4,948
31,559 30,424 19,338 20,656
(37,158) (36,211) {14,145) (10,360)
772 827 3 3
, - . 5,346 5,345
7,855 7.078 9,348 16,144
5,060 1,049 4,272 (77D
$18,372 $14,115 $28,776 $29,557

M The Company’s policy is to record retirement plan and other post-retirement benefit costs in the Utility
segment on a volumetric basis to reflect the fact that the Ultility segment experiences higher throughput of

natural gas in the winter months and lower throughput of natural gas in the summer months.

Employer Contributions, During the nine months ended June 30, 2005, the Company confributed
$36.3 million to its post-retirement benefit plan and $26.1 million to its retirement plan. In the remainder
of 2005, the Company expects o contribute an additional $3.0 million to $4.0 million to its post-retirement
benefit plan, The Company does not expect to make any additional contributions to Hs retirernent plan

during the remainder of 2005. .
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Iltem 2. Management's Discussion and 'Analysis of Financial Condition and Results of Operations
CRITICAL ACCOUNTING POLICIES

For a complete discussion of critical accounting policies, refer to *Critical Accounting Policies” in
item 7 of the 2004 Form 10-K. There have been no subsequent changes to that disclosure.

RESULTS OF OPERATIONS
Earnings

The Company's earnings were $19.2 million for the quarter ended June 30; 2005 compared to
earnings of $32.6 million for the quarter ended June 30, 2004. The Company's earnings were $140.3
million for the nine months ended June 30, 2005 compared to earnings of $158.8 million for the nine
months ended June 30, 2004. The following paragraphs will discuss these fluctuations in terms of
eamnings from continuing operations and earnings from discontinued operations. The quarter ended
June 30, 2005 is the first quarter in which the Company is reporting earnings from discontinued
operations. The decision to report discontinued operations stems from the fact that the Company
decided to sell its majority interest in U.E., a district heating and electric generation business in the Czech
Republic in June 2005. The Company subsequently completed the sale on July 18, 2005. Current
market conditions, including the increasing value of the Czech currency as compared to the U.S. dollar,
caused the value of the assets of U.E. to increase, providing an opportunity to sell the U.E. operations. at
a profit for the Company. As a result of the decision to sell its majority interest in U.E., the Company
determined it appropriate to present the Czech Republic operations, which are primarily comprised of
U.E., as discontinued operations at June 30, 2005. The Company also determined it appropriate to
discontinue all reporting for an International segment since the Czech Republic operations represented
substantially all of the activity in that segment. Any remaining international activity has been included in
corporate operations for all periods presented below

Quarter Ended June 30, 2005 Compared with Quarter Ended June 30, 2004

The Company’s eamings from continuing operations were $26.4 million for the quarter ended
June 30, 2005 compared to earnings from continuing operataons of $32.8 million for the quarter ended
June 30, 2004, The decrease is primarily the result of lower earnings in the Utility, Pipeline and Storage,
and Exploration and Production segments, partially offset by slightly higher earnings in the Energy
Marketing segment, as shown in the table below. Earnings in the Timber segment did not change
significantly from the prior year. However, it should be noted that the Timber segment earings for the
quarter ended June 30, 2004 were reduced by a $0.8 million adjustment to the Company’'s August 2003
sale of timber properties.

. The Company recognized a loss from discontinued operations of $7.2 million for the quarter
ended June 30, 2005, $7.0 million higher than the $0.2 million loss from discontinued operations for the
quarter ended June 30, 2004. For the quarter ended June 30, 2005, the ‘loss from discontinued
operations includes $6.0 million of previously unrecorded deferred income tax expense related to U.E.

Nine Months Ended June 30, 2005 Compared with Nine Months Ended June 30, 2004

The Company's earnings from continuing operations were $135.2 million for the nine months
- ended June 30, 2005 compared to earnings from continumg operations of $140.4 million for the nine
months ended June 30, 2004. The decrease of $5.2 million is primarily the result of lower eamnings in the
Utility, Exploration and Production, and Energy Marketing segments, partially offset by higher eamings In
the Pipeline and Storage and Timber segments, as shown in the table below. As mentioned above,
Timber segment eamnings for the nine months ended June 30, 2004 were reduced by $0.8 million related
to an adjustment to the Company’'s August 2003 sale of timber properties. In addition, the Pipeline &
Storage segment’s eamings for the nine months ended June 30, 2005 include a $2.6 miliion gain on the
FERC approved sale of base gas by Supply Corporation's jointly-owned Ellisburg Storage Pool. Eamings

for the nine months ended June 30, 2004 include the eamings impact of $6.4 million of expense,.

Bauer

allocated among all segments, associaled with the setlement of a pension obligation. Also, the -

* Exploration and Production segment's earnings for the nine months ended June 30, 2004 include a $4.6
million benefit refated to the- Company’s September 2003 sale of Canadian oif properties.
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The Company's earnings from discontinued operations were $5.1 miliion for the nine months
ended June 30, 2005, a decrease of $13.3 million as compared to earnings from discontinued operations
of $18.4 million for the nine months ended June 30, 2004. As mentioned above, the earnings. from
discontinued operations for the nine months ended June 30, 2005 include $6.0 million of previously

unrecorded deferred income tax expense related to U.E.

In addition, the earnings from discontinued

operations for the nine months ended June 30, 2005 include a $3.7 million charge for U.S. taxes on the
$72.8 million dividend repatriated from the Company's operations in the Czech Republic. Earnings from
discontinued operations for the nine months ended June 30, 2004 include a $5.2 million reduction to
" deferred income tax expense resulting from a change in the statutory income tax rate in the Czech
Republic, which also conlributed to the decline in earnings from discontinued operations for the nine
months ended June 30, 2005.

Additional discussion of earnings in each of the business segments can be found in the business
segment information that foliows. Note that all amounts used in the earnings discussions are after tax.

amounts.

Earnings {Loss) by Segment

22-

Three Months Ended Nine Months Ended
June 30, June 30,
) Increase/ | . f : Increasef
(Thousands) 2005 2004 (Decrease) 2005 2004 (Decrease
Utility $(1,684) $4,167 $(5,851) $45,269 $53,772 $(8,503)
Pipeline and Storage 10,843 12,063 {1,220) 41,577 36,233 5,344
Exploration and Production 13,830 14,822 (992) 38,984 44,0865 (5,081)
Energy Marketing 1,548 1,241 307 4,909 5,588 (679)
Timber 555 652 (97) 4,201 3,871 330
Total Reportable Segments 25,092 32,945 (7,853) 134,940 143,529 (8,589)
All Other 270 394 (124) 1,522 1,350 172
Corporate!" 1,031 (518) 1,549 (1,259) (4,446) 3,187
Total Eamings from :
Continuing Operations $26,393 $32,821 $(6,428)| $135203 | $140,433 $(5,230
Eamings from Discontinued
Operations {7,237) {258). (6,979) 5,073 18,399 (13,326)
Total Consolidated $19,156 $32,563 $(13,407) | $140276 | $158,832 $(18,556)
) M Jngudes eamings from the remalning International segment's activity other than the activity from the
Czech Republic operations included in Eamnings from Discontinued Operations,
Utility
Utllity Operating Revenues
) Three Months Ended Nine Months Ended
June 30, ‘ June 30,
- increase/ Increase/
(Thousandsj - 2005 2004 (Decrease) 2005 2004 (Decrease)
Retail Sales Revenues: ' _ _ ) _
Resldential $152,581 | $136,324 $16,257 $794,269 | $739,797 . $54,472
Commercial 23,676 20,846 2,830 - 134,826 127,130 - 7,696
- |Industrial 1,510 5,701 (4,191) 8,220 15,701 {7,481)
- 177,767 162,871 14,896 937,315 | - 882628 54 687
Off-System Sales - 28,034 (28,034) T 91,236 (91,236)
Transportatton 17,986 . 17,605 a1 69,545 68,084 1,461
Other {3.844) 1,041 {4,885) {2,477) 1,177 - (3, 654)
$191,909 | $209,551 ${17.642) | $1,004,383 | $1,043,125 $(38,742)
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Utllity Throughput

Three Months Ended . Nine Months Ended
June 30, June 30,
Increase/ , Increase/
(MMch) 2005 2004 (Decrease) | 2005 |. 2004 (Decrease)
Retail Sales:
Residential 10,698 10,809 (201) 63,125 65,791 {2,666)
Commercial 1,814 1,812 2 11,340 - 12,019 {679)
. Industrial 120 797 (677) 721 ) 2,050 {1,329)
12,632 13,508 (876) 75,186 79,860 {4,674)
Off-System Sales - 4,151 {4,151) - 14,254 (14,254)
Transportation 13,776 13,923 {147) 50,345 51,697 - (1,252)
26,408 31,682 {5,174) 125,531 145,711 {20.,180)
_Degree Days :
- Percent Colder
Three Months Ended (Warmer) Than
June 30 Normal 2005 2004 - Normal Prior Year
Buffalo 927 911 - 884 (1. 3.1
Erie 885 952 786 7.6 . 211
Nine Months Ended .
June 30 :
Buffalo 6,514 6,551 6,474 0.6 1.2
Erig 6,108 6,215 5,991 1.8 3.7
2005 Compared with 2004

Operating revenues for the Utility segment decreased $17.6 million for the quarter ended June
30, 2005 as compared with the quarter ended June 30, 2004. The decrease for the quarter was primarily
the result of the absence of any off-system sales revenues in 2005 and lower other operating revenues,
offset partially by higher retail gas sales revenues. Off-system sales decreased $28.0 million for the
" quarter ended June 30, 2005 as compared with the quarter ended June 30, 2004. Effeclive
September 22, 2004, Distribution Corporation stopped making off-system sales as a result of the FERC's
Order 2004, “Standards of Conduct for Transmission Providers,” as discussed more fully in the Rate
Matters section below. As a result of this decision, Distribution Corporation most likely will not have any
off-system sales in 2005.* . However, due to profit sharing with retail customers, the margins that had
resulted from off-system sales were minimal and, accordingly, the Company does not expect any
material impact to margins in 2005.* Other operating revenues decreased $4.2 million due primarily to
two out-of-period regulatory adjustments recorded during the quarter ended June 30, 2005. The first
adjustment related to the final setllement with the Staff of the NYPSC of the earnings sharing liability for
the fiscal 2001 to 2003 time perlod. As a result of that settlement, the New York rate jurisdiction recorded
additional eamings sharing expense (as an offset to other operating revenues) of $0.9 milion. The
second adjustment related to a regulatory .liability recorded for previous over-collections of New York
State gross receipts tax. In preparing for the implementation of the recent settlement agreement in New
" York, the Company determined that it needed to-adjust that regulatory liabllity by $2.7 million related to
fiscal years 2004 and prior. . These out-of-period adjustments are considered immaterial to the quarter
ended June 30, 2005 and inconsequentiat to ali applicable prior periods. Retall gas revenues increased
$14.9 million largely due to the recovery of higher gas costs (gas costs are recovered dollar for dollar in
revenues). This increase was partially offset by a decrease in retail industrial sales revenue, due to
production declines of certain large volume Iindustrial customers. Also contributing to the increase, in the
Pennsylvania rate jurisdiction, were the impacts of colder than normal weather and a base rate increase.
On April 15, 2005, Distribution Corporation implemented the March 23, 2005 Settiement Agreement with
the Staff of the PaPUC and other parties, which among other things, provided for a $12.0 million annual
base rate increase in revenues. For the quarter ended June 30, 2005, the base rate adjustment
contributed $1.6 million to revenues. L

223
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Operating revenues for the Utility segment decreased $38.7 million for the nine months ended
June 30, 2005 as compared with the nine months ended June 30, 2004, The decrease for the nine
months was primarily the result of the absence of any off-system sales revenues in 2005 and lower other
operating revenues, offset partially by higher retail sales revenues. Off-system sales decreased $91.2
million for the nine months ended June 30, 2005 as compared with the nine months ended June 30, 2004
as a result of the FERC’s Order 2004, as noted above. Other operating revenues decreased $3.7 milfion
due primarily to two out-of-period regulatory adjustments recorded during the quarter ended June 30,
2005, as noted above. Partially offsetting these decreases, the increase in retail gas sales revenues was
largely a function of the recovery of higher gas costs, which more than offset lower retail sales volumes,
as shown above.

The Utility segment experienced a ioss of $1.7 million for the quarter ended June 30, 2005, a
decrease of $5.9 million when compared with the quarter ended June 30, 2004. In the New York
jurisdiction, earnings decreased by $7.2 million principally due to two out-of-period regulatory
adjustments recorded during the quarter ended June 30, 2005. The first -adjustment related to the final
settlement with the Staff of the NYPSC of the earnings sharing liability for the fiscal 2001 to 2003 time -
period. As a result of that settlement, the New York rate jurisdiction recorded additional earnings sharing
expense of $0.6 million. The second adjustment related to a regulatory liability recorded for previous
over-collections of New York State gross receipts tax. in preparing for the implementation of the recent
settlement agreement in New York, the Company determined that it needed 1o adjust that regulatory
liability, including accrued Interest, by $3.5 million (after tax), ($0.6 million of that adjustment related to
the first six months of fiscal 2005 and $2.9 million related to fiscal years 2004 and prior). The eamings
decrease in New York also was caused by higher pension expense ($0.1 million), higher post-retirement
expenses {$0.2 million) and higher bad debt expense ($0.3 mﬂllon) In the Pennsylvania rate jurisdiction,
eamings increased $1.3 million primarily due to increased margm associated with the impact of a base
rate increase ($1.0 million), as noted above.

The Utility segment's eamings for the nine months ended June 30, 2005 were $45.3 million, a
decrease of $8.5 million when compared with the earnings of $53.8 million for the nine months ended
June 30, 2004. In the New York rate jurisdiction, eamnings decreased by $6.3 million prlncupally duetoa .
$4.9 million decrease in margin on retail sales and transportation services, resulting from lower average
usage per customer. The two out-of-period regulatory adjustments noted above ($4.1 million) also
contributed to the decrease. These decreases were partially offset by a $1.2 million charge assoclated
with the settiement of a pension obligation recorded in the quarter ended March 31, 2004, which did not
recur in 2005, For the Pennsylvania rate jurisdiction, eamings decreased by $2.2 milllion principally due to
a $3.0 milion increase in operation and maintenance expense. The increase in operation and
maintenance ‘expense was due to an increase In pension and other post-retirement expenses ($2.7
million) and higher bad debt expense ($0.7 miilion). The increase in pension and other post-retirement
expenses is largely related to the 2003 Settlement Agreement with the PaPUC, which provided for a one-
time credit to pension expense recorded by the Company during the quarter ended December 31, 2003.
Partially offsetting these decreases was $1.0 million of expense associated with the settlement of a
pension obligation recognized in the quarter ended March 31, 2004. That expense did not recur in 2005.
Margin in the Pennsylvania rate jurisdiction remained flat as decreased usage per customer {$2.2 miillon)
was offset by the impact of colder than normal weather ($1.1 million) and a base rate increase ($1.0
- million), effective April 15, 2005, in conjunction with the March 23, 2005 Settlement Agreement with the
PaPUC, as noted above.
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Pipeline and Storage
Pipeline and Storage Operating Revenues .
' ’__g Three Months Ended Nine Months Ended
June 30, June 30,
(Thousands) Increase/ Increase/
ousanas, 2005 2004 | (Decrease) 2005 2004 | (Decrease)
Firm Transportation $28,349 | $28,929 $(580) $89,966 | $92,194 $(2,228)
Interruptible Transportation 1,121 785 336 2 969 2,323 - 646
: 29470 . 29,714 (244) 92 935 94,517 {1,582)
Firm Storage Service 16,297 15,961 336 48,767 47774 | 993
Other . 4,831 4,773 58 19,486 15,754 3732
$50.598 | $50,448 $150 $161,188 | $158,045 $3,143
Pipeline and Storage Throughput .
Three Months Ended Nine Months Ended
June 30, June 30,
(MMeh) 1 Increase/ , . . | Increase/
2005 2004 {Decrease) - 2005 2004 | (Decrease)
Firm Transportation - 70,944 66,140 4,804 284,537 284,351 186
Interruptible Transportation 7,162 6,995 167 10,004 10,891 {887}
' 78,106 73,135 4,971 294,541 295,242 (701)

2005 Compared with 2004

Operating revenues for the Pipeline and Storage segment were relatively unchanged for the
quarter ended June 30, 2005 as compared with the quarter ended June 30, 2004. For the nine months
ended June 30, 2005, operating revenues for the Pipeline and Storage segment increased $3.1 million as
compared with the.nine months ended June 30, 2004, This increase was primarily due ta higher
revenues from unbundied pipeline sales of $2.7 million, reported as part of other revenues in the tabie
. above. Higher cashout revenues of $0.7 million, also reported as part of other revenues in the table
above, also contributed to the increase. Cashout revenues represent a cash resolution of a gas
imbalance whereby a customer pays Supply Corporation for gas the customer receives in excess of
amounts delivered into Supply Corporation’s system by the customer's shipper. Cashout revenues are
completely offset by purchased gas expense. In addition, increased firm storage revenues of $1.0 million
atso contributed to the increase in revenues. Offsetling these increases, the decrease in transportation
revenues of $1.6 million largely reflects the Utility segment's cancellation of a portion of its firm . -
transportation capacity in April 2004, The Utility segment's decision to cancel a portion of its firm
. transportation capacity was based on fower usage in ifs service territory. ‘Supply Corporation has only
been able to remarket approximately twenty percent of this capacity to date.

Earnings in the Pipeline and Storage segment for the quarter ended June 30, 2005 decreased
$1.2 million as compared with the quarter ended June 30, 2004. The decrease can be aftributed to
higher operation and maintenance expenses ($0.9 million) and a reserve for preliminary project cosis
incurred during the quarter ended June 30, 2005 associated with the Empire State Pipeline Connector
project ($0.3 mifiion). Lower interest expense {$0.5 miliion) partially offset these increases.

: The Pipeline and Storage segment's earnings for the nine months ended June 30, 2005 were
$41.6 million, an increase of $5.3 million when compared with the nine months ended June 30, 2004.
The main factors contributing to this increase were higher revenues from unbundled pipeline sales ($1.8
million), lower interest expense ($2.1 million), $2.0 million of expense that did not recur in 2005
associated with the settlement of a pension obligation recognized in the quarter ended March 31,2004,
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as well as the $2.6 million gain on the FERC approved sale of base gas during the quarter ended March
31, 2005. A reserve for preliminary project costs incurred for the nine months ended June 30, 2005
associated with the Empire State Pipeline Connector project ($1.9 million) partially offset these increases.

The sale of Ellishurg base gas, which amounted to 660 MMcf, will open up 660 MMcf of space
for ongoing storage service. At current rates between $1.49 and $1.70 per Mcf, it Is expected that future
storage service revenues may increase by approximately $1.0 million per year with almost no increase in
operating expenses associated with the higher revenues.* The additional slorage space has already
been contracted for, effective April 1, 2005, resulting in approximately $0.3 million of additional storage
revenues for the quarter ended June 30, 2005 over the prior period.

Exploration and Production

Exploration and Production Operating Revenues

Three Months Ended Nine-Months Ended
June 30, June 30,
Increase/ Increase/
(Thousands) 2005 2004 | (Decrease) | 2005 2004 | (Decrease
Gas (after Hedging) $47,117 $43,947 $3,170 | $132,381 | $130,240 $2.141
Oil (after Hedging) 27,666 31,354 (3,688) 80,185 90,009 |- {9,824)
Gas Processing Plant 8,894 6,980 1,914 25,943 20,609 5334
Other ) 760 842 (82) 1,947 1,607 340
intrasegment Elimination*? |  (7,067) (6,131) (936) | (20,929)1 ({16,871 (4,058)
$77,370 | $76,992 $378 | $219.527 | $225,594 $(6,067)

a Represents the elimination of certain West Coast gas production revenue included in “Gas (after
Hedging)” in the table above that was sold to the gas processing plant shown in the table above. An
elimination for the same dollar amount was made to reduce the gas processing plant's Purchased Gas
expense.

Production Volumes. Three Months Ended Nine Months Ended
June 30, June 30
Increase/ : Increase/
2005 2004 | (Decrease) 2005 2004 | (Decrease)
Gas Production (MMct) . :
Guif Coast 3,365 4,563 (1,198) 9,433 | 14,050 {4,617)
Waest Coast 975 1,018 (43) ] 3,000 3,018 {18)
Appalachia 1,156 1,208 (52) 3,499 3,894 {395)
Canada. 2,134 1,578 | 556 5,959 4,874 1,085
. 7,630 8,367 {737) 21,891 { 25836 {3.945)
OIll Production (Mbb)) ‘
Guif Coast 251 395 (144) | 801 1,184 . (383)
West Coast 630 651 |. {21) 1,916 2,012 (96)
Appalachia 1 4 7 23 151 8
Canada - 75 89 (14) 229 253 - (24
967 | 1,139 {172) 2,969 3,464 {495
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Average Prices

Three Months Ended Nine Months Ended
June 30 June 30,
Increase/ Increase/
2005 2004 Decrease) 2005 2004 {Decrease)
Average Gas Price/Mcf :
Guif Coast $6.92 $6.06 $0.86 $6.72 $5.52: $1.20
West Coast $6.87 $5.87 $1.00 $6.54 $5.44 $1.10
Appalachia $6.97 $6.23 $0.74 $7.16 $5.88 $1.28
Canada $6.08 $5.02 $1.06 $5.70 $4.86 $0.84
Weighted Average $6.69 $5.87 $0.82 $6.49 $5.44 $1.05
Weighted Average After
Hedging $6.18 $5.25 $0.93 $6.05 $5.04 $1.01
Average Oll Price/bbl : ' ,
Gulf Coast $49.83 | $36.80 $13.03; $47.73 $33.43 $14.30
West Coast $4257 | $33.56 $9.01 $39.10 $30.26 $8.84
Appalachia $50.95 $32.55 $18.40 $46.71 $29.50 ST
Canada $4166 | $32.25 $9.41 $4039 |. $29.50 $10.89
Weighted Average $44.48 1 §34.58 - $9.90 $41.59 | $31.28 $10.31
Weighted Average After ' .
Hedging $28.62 $27.53 $1.09 $27.00 $25.98 $1.02

2005 Compared with 2004

Operating revenues for the Exploration and Production segment increased $0.4 million for the
quarter ended June 30, 2005 as compared with the quarter ended June 30, 2004, Oil production revenue
after hedging decreased $3.7 million due primarily to a 172,000 barre! decline in production, particularly in
the Gulf Coast of Mexico region where production decreased by approximately 144,000 barrels, offset
partly by higher weighted average prices after hedging ($1.09 per barrel). Gas production revenue after
hedging increased $3.2 million due to higher weighted average prices after hedging ($0.93 per Mcf), offset
partly by a 737 MMcf decrease in production. Most of the decrease in gas production occurred in the Guif
Coast region {(a 1,198 MMcf decling), which is consistent with the expected decline rates for the
Company's production in this region. This decline was partially offset by an increase in Canadian gas
production, primarily due to production from the Sukunka 60-E well, in which the Company has a 20%
working interest.

Operating revenues for the Explorahon and Production segment decreased £6.1 million for the
nine months ended June 30, 2005 as compared with the nine months ended June 30, 2004. Oil
production: revenue after hedging decreased $9.8 million due to a 495,000 bairel decline in production
offset partly by higher weighted average prices after hedging ($1.02 per barrel). The majority of the
decrease can be attributed to the Gulf Coast region ol production decline of approximately 383,000
barrels. Gas production revenue after hedging increased $2.1 million. Increases in the weighted average
price of gas after. hedging ($1.01 per Mcf) more than offset an overall decrease in gas production of -
3,945 MMcf. The decrease in gas production occurred primarily in the Gulf Cost region (a 4,617 MMcf
" decline), which is consistent with the expected decline rates for the Company’s production in this region.

This decline was partially offset by an increase in Canadian gas production, primarily due to productlon
- from the Sukunka 60-E well, in which the Company has a 20% working Interest.

As vshown above, this segment's weighted average oil prices after hedging were $28.62 and
$27.00, respectively, during the quarter and nine months ended June 30, 2005. While these prices
refiect the impact of hedging, they also refiect the lesser value of the West Coast's heavy sour crude oil, .
which represents the bulk of the Company’s oil production as compared to the more widely publicized
West Texas Intermediate (WTI) price of light sweet crude, which is in the $50 - $60 range. While prices”
of light sweet crude oll increased significantly during the nine months ended June 30, 2005, prices for
West Coast heavy sour crude ofl did not increase as dramatically due to oversupply and refinery
constraint issues. Historically, the prices of light sweet crude oil and heavy sour crude oll have largely
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moved in tandem, meaning that the price differential between light sweet crude oil and heavy sour
crude oil has historically not changed significantly. The Company's hedge effectiveness tesis for the
derivative financial instruments used in the Exploration and Production segment, as required by SFAS
133, have assumed that the differential between these two types of cil will return to their historical norms.
During the quarter ended June 30, 2005 the price differential between these two types of oil did
decrease. However, if the current price differential does not continue to decline to its historical norm, it is
possible that these assumptions would change and that some of the derivative financial instruments used
to ‘hedge West Coast oll production may become ineffective.* To the extent that derivative financial
instruments would ever be deemed to be ineffective, gains or losses from the derivative .financial
instruments from that point forward would be marked-to-market on the income statement without regard
to an underlying physical transaction (i.e., there would be timing differences between when gains or
lasses from derivative financial instruments are recorded and when the revenues from the anticipated
production is recorded). :

The Exploration and Production segment's earnings for the quarter ended June 30, 2005 were
$13.8 million, a decrease of $1.0 million when compared with a earmnings of $14.8 milllon for the quarter
ended June 30, 2004. The decrease for the quarter is due primarily to higher lease operating expenses
($0.8 million) and general and administrative expenses ($0.8 million). The increase in lease operating
expenses is principally attributable to the Sukunka wells in Canada {which are generally more expensive
to operate than the Company’s other properties) and higher fuel costs in the West division.

The Exploration and Production segment's earnings for the nine months ended June 30, 2005
were $39.0 million, a decrease of $5.1 million when compared with earnings of $44.1 million for the nine
months ended June 30, 2004. As noted above, the decrease is a result of the decrease in oil and gas
revenues caused by an overall decline in production ($5.0 million) as well as an increase in lease
operating expense ($1.1 million). Also contributing to the decrease is the non-recurrence of a $4.6 million
eamings benefit recognized in the quarter ended March 31, 2004 related to the Company’s September
2003 sale of Canadian oil properties located in Southeast Saskatchewan. 'When the Southeast
Saskatchewan transaction closed, the initia! proceeds received were subject to an adjustment based on
actual working capital and the resolution of certain income tax matters. During the quarter ended March
31, 2004, those items.were resolved with the buyer and, as a result, the Company received an additional
$4.6 million (U.S. dollars) of sales proceeds, which Is recorded in the Adjustment of Loss on Sale of Oil
and Gas Producing Properties line on the income statement. Partially offsetting these decreases was the
non-recurrence of the expense associated with the settlement of a pension obligation in the quarter
ended March 31, 2004 ($0.9 million), lower depreciation and depletion expense ($0.8 million), lower
interest expense ($1.1 million), and higher interest income ($1.4 million).

Energy Marketing
Energy Marketing Operating Revenues .
: Three Months Ended Nine Months Ended
June 30, ' June 30,
. . increase/ Increase/
(Thousands] 2005 2004 (Decrease) | 2005 2004 | (Decrease)

Natural Gas (after Hedging) { $87,983. $67,374 | $20,609 | $276,032| $240,701 $35,331
Other . 65 2 63 74 31 . 43
. $88,048 $67,376 $20,672 $276,106 | $240,732 $35,374

Energy Marketing Volumes

Three Months Ended ' ’ " Nine Months Ended
June 30, : June 30,
.| Increase/ . | Increase/
2005 2004 - | (Decrease) 2005 2004 {Dacrease)
Natural Gas — (MMcf) S 10,925 9,918 1.00? 34,115 35908 - (1,793)
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2005 Compared with 2004

Operaling revenues for the Energy Marketing segment increased $20.7 million and $35.4 million,
rrespectively, for the quarter and nine months ended June 30, 2005, as compared with the quarter and
nine months ended June 30, 2004. These increases primarily reflect an increase in the price of natural
gas over the prior year periods. For the quarter ended June 30, 2005, volumes are up over the prior
year's quarter due to the addition of customers in the lower margin wholesale and industrial customer
classes. For the nine months ended June 30, 2005, volumes are down over the prior year period due to
the loss of customers in the lower margin wholesale customer class during the six months ended March
31,.2005.

The Energy Marketing segment's earnings for the quarter ended June 30, 2005 were $1.5
million, an- increase of $0.3 million when compared with earnings of $1.2 million for the quarter ended
June 30, 2004, Despite higher operating revenues and volumes, margins did not increase significantly
due to fow margins in the wholesale and industrial customer classes.

The Energy Marketing segment's earnings for the nine months ended June 30, 2005 were $4.9
million, a decrease of $0.7 million when compared with eamings of $5.6 million for the nine months -
ended June 30, 2004. The decrease primarily reflects lower margins caused by a reduction in the benefit
of storage gas and, to a lesser extent, lower throughput.

Timber
Timber Operating Revenues : :
Three Months Ended Nine Months Ended
June 30, June 30,
Increase/ Increase/
(Thousands) 2005 2004 (Decrease) 2005 2004 (Decrease)
Log Sales $4,370 $4,434 $(64) $18,014 $16,833 $1,181
Green Lumber Sales . 2,424 1,345 1,079 5,734 4,464 1,270
Kiln Dry Lumber Sales 7.919 7,115 804 22,015 19,647 2,368
Other . 315 177 138 1,232 680 552
Operating Revenues $15028 $13,074 $1,957 $46,995 341,624 $5,371
Timber Board Feet
Three Months Ended Nine Months Ended
June 30, June 30,

: . ' Increase/ : | Increase/
(Thousands) 2005 2004 (Decrease) 2005 2004 {Decrease)
‘Log Sales 1,619 1,392 227 5,034 5,208 726
Green Lumber Sales 3475 1,956 1,519 8,179 7,154 1,025
Kiln Dry Lumber Sales 4110 3,824 286 - 11,373 10,909 464

9,204_ 7,172 2,032 25,486 23,271 2,215
2005 Compared with 2004 ' '

Operating revenues for the Timber segment increased $2.0 million for the quarter ended June

30, 2005 as compared with the quarter ended June 30, 2004. The increase for the quarter. can largely be

- attributed to higher green lumber sales of $1.1 million as well as higher kiln dry lumber -sales. of $0.8
million. :

Operating revenues for the Timber segment increased $5.4 million for the nine months ended
June 30, 2005 as compared with the nine months ended June 30, 2004, This increase can be attributed
to an increase in kiln dry lumber sales of $2.4 million due to an increase In processing cherry lumber
volumes as well as higher log sales of $1.2 million (the majority being cherry veneer due to favorable
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weather conditions). Green lumber sales also increased by $1.3 million largely due to increased sales in .
.maple green lumber. ,

The Timber segment's earnings for the quarter ended June 30, 2005 were $0.6 million, a
decrease of $0.1 millon when compared with earnings of $0.7 million for the quarter ended June 30,
2004. The decreass is partially due to increases in cost of good sold as a result of the higher cost basis
of trees harvested. Offsetting this decrease is a $0.8 million adjustment to the Company's August 2003
sale of timber properfies during the quarter ended June 30, 2004 discussed above. The Company
received final timber cruise information of the properties it sold and, based on that information,
determined that property records periaining to $1.3 million ($0.8 million after tax) of timber property were
not properly shown as having been transferred to the purchaser. As a result, the Company removed
those assets from its property records and adjusted the previously recognized gain downward by
recognizing a pre tax loss of $§1.3 million in the quarter ended June 30, 2004. No such expense was
incurred in 2005.

The Timber segment's earnings for the nine months ended June 30, 2005 were $4.2 million, an *
increase of $0.3 million when compared with earnings of $3.9 million for the nine months ended June 30,
2004. Increases in cost of good sold during 2005 due to a larger amount of timber being harvested on
purchased stumpage that has a higher cost basis than other raw material sources, were more than offset
by the favorable earnings impact associated with the non-recurrence of the $0.8 million after tax loss
recorded in 2004 related to the Company's fiscal 2003 sale of timber properties, as discussed abova.

Interest Charges

Interest on long-term debt decreased $1.9 million and $9.0 million, respectively, for the quarter
and nine months ended June 30, 2005 as compared with the guarter and nine months ended June 30,
2004. For both the quarter and nine-month periods, the decrease can be attributed primarily to lower
average amounts of long-term debt outstanding.

Other interest charges increased $3.5 million and $4.1 mitlion, respectively, for the quarter and
nine months ended June 30, 2005 as compared with the quarter and nine months ended June 30, 2004.
These increases resulted primarily from a regulatory true-up adjustment in the Utility segment's New York
rate jurisdiction related to a regulatory liability recorded for previous over-collectuons of New York State
gross receipts tax.

CAPITAL RESOURCES AND LIQUIDITY

The Company’s primary source of cash during the nine-month period ended June 30, 2005 was
cash provided by operating activities. This source of cash was supplemented by issuances of common
stock under the Company’s stock option plans. During the nine months ended June 30, 2005, issuances
of common stock under the Company’s 401(k) plans and Direct Stock Purchase and Dividend
Reinvestment Plan were made via open market purchases.

Operating Cash Fiow

Intemally generated cash from operating activities consists of net income available for common
stock, adjusted for non-cash expenses, non-cash income, and changes in operating assets and liabfiities.
Non-cash items include depreciation, depletion and amortization, deferred income taxes, income or loss
from unconsolidated subsidiaries net of cash distributions, adjustment of loss on sale of oil and gas
producing properties, adjustment of gain on safe of imber properties, and minority interest in foreign
subsidiaries.

Cash provided by operating activities in the Utiiity and the Pipeline and Storage segments may
. vary from period to period because of the impact of rete cases. in the Utility segment, supplier refunds,
over- or under-recovered purchased gas costs and weather may also significantly Impact cash fiow. The
impact of weather on cash flow is tempered In the Utility segment's New York rate jurisdiction by its WNC
and in the Pipeline and Storage segment by Supply Corporation's straight fixed-variable rate design.
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Because of the seasonal nature of the heating business in the Utility and Energy Marketing
segments, revenues in these segments are relatively high during the heating season, primarily the first
and second quarters of the fiscal year, and receivable balances historically increase during these periods
from the balances receivable at September 30.

The storage gas inventory normally declines during the first and second quarters of the year and
is replenished during the third and fourth quarters. For storage gas inventory accounted for under the
LIFQ method, the current cost of replacing gas withdrawn from storage is recorded in the Consolidated
Statements of Income and a reserve for gas replacement is recorded in the Consolidated Balance
Sheets under the caption "Other Accruals and Current Liabilities." Such reserve is reduced as the
inventory is replenished.

Cash provided by operating activities in the Exploration and Production segment may vary from
period to period as a result of changes in the commodity prices of natural gas and crude oil. The
Company uses various derivative financial instruments, including price swap agreements and. no cost
collars in an attempt to manage this energy commodity price risk.

Net cash provided by operating activities totaled $342.9 million for the nine months ended
June 30, 2005, a decrease of $65.3 million compared with $408.2 miillion provided by operating activities
for the nine months ended June 30, 2004. Most of this decrease occurred in the Utility, Exploration and
Production, and Energy Marketing segments. In the Utility segment, the decrease was largely atiributable
fo gas cost recovery timing differences. [n the Exploration and Production segment, lower oil and gas
sales and higher lease operating expenses contributed to a decrease in cash from operations. Higher
working capital reguirements was the main reason for the decrease in the Energy Marketing segment.
Partially offsetting this decrease, the Corporate operation experienced a significant cash outflow in
. January 2004 due to a $23.0 million lump sum payment to a participant of the Company's nonqualified
defined benefit plan under a provision of an agreement previously entered into between the Company
and the participant. No such cash outflow occurred during the nine months ended June 30, 2005.

investing Cash Flow

Expenditures for Long-Lived Assets
Expenditures for Iong~li\)ed assets include additions to property. plant and equipment.

The Company’s expenditures for long-lived assets tolaled $153.2 million durlng the nine months
ended June 30 2005. The table below presents these expendltures -

Nine Months Ended June 30, 2005
{in millions of dollars)
Total
Expenditures for
Long-Lived Assets

Utility . . . $35.0
'} Pipeline and Storage i 131
Exploration and Production _ g - 86.1
Timber _ ' 18.7
Ali Other and Corporate - 0.3
Total Expenditures from Continuing Operations $1563.2

. Utitity
. " The majority of the Utility capltal expenditures for the nine months ended June 30, 2005 were
made for replacement of mains and main extensions, as well as for the replacement of service lines.
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Pipeline angd Storage

The majority of the Pipeline and Storage capital e)kpenditures for the nine months ended June
30, 2005 were made for addmons improvements, and replacements to this segment's transmissmn and
storage sysiems.

The Company is pursuing a project to expand its natural gas pipeline operations to serve new
markets in New York and elsewhere in the Northeast by extending the Empire State Pipeline.* This
proposed extension project would provide an upstream supply link for Phase | of the Millennium Pipeline
and will transport Canadian and other natural gas supplies to downstream customers, including Key Span
Gas East Corporation, which has entered into a precedent agreement to be a major shipper, subject to
the satisfaction of various conditions.* The pipeline extension will be designed to move at least 250
MMcf of natural gas per day.* The preliminary estimate of the cost for developing the Empire extension
project is $145 million and the targeted in-service date is in calendar 2007.* As of June 30, 2005, the
Company had incurred approximately $3.6 million in costs (all of which have been reserved} related to
this project. Of this amount, $0.5 million and $3.0 million, respectively, were incurred during the quarter -
and nine months ended June 30, 2005.

~ The Company completed a FERC approved sale of base gas from Supply Corporation’s jointly-
owned Eliisburg Storage Pool in March 2005 for $4.6 million in sales proceeds. As a result of the sale,
property, plant, and equipment was reduced by $0.7 million for the cost basis of the gas and a $3.9
million gain on the sale ($2.6 million after tax) was recognized by the Company in the quarter-ended
March 31, 2005. The procesds of this sale are included in Other Investing Activities on the Consolidated
Statement of Cash Flows for the nine months ended June 30, 2005. The gain is included in Other
Adjustments to Reconcile Net Income to Net Cash Provided by Operating Activities.

Exploration and Production - .

The Exploration and Production segment capital expenditures for the nine months ended June
30, 2005 included approximately $26.9 million (U.S. Dollar equivalent) for Canada, $31.7 million for the
Gulf Coast region.($30.7 million for the off-shore program in the Guif of Mexico), $21.3 million for the
Waest Coast region and $6.2 million for the Appalachian region. These amounts included approximately
$11.7 million spent to develop proved undeveloped reserves. .

Estimated capital expenditures in 2005 for the Exploration and Production segment have been
increased from $112.0 milfion to $138.0 million.* Estimated capital expenditures for Canada remains
unchanged at $41.0 million.* Estimated capital expenditures for the Gulf Coast region have been
increased from $35.0 million to $56.0 million.* Estimaled capital expenditures for the West Coast region
have been increased from $24.0 mlllion to $27.0 million and estimated capital expenditures for the
Appalachian region have been increased from $12.0 million to $15.0 million.* Drilling success in the Guif

Coast reglon is the main reason for this increase.

Timber

The majority of the Timber segment capital expenditures for the nine months ended June 30,
2005 were made for the purchase of land and timber rights In Elk County, Pennsylvania in January 2005.
_The land and timber, consisting of approximately 12,324 acres, was purchased for approximately $17.6
milllon. The remalining $1.1 million of capital expenditures for the nine months ended June 30, 2005 was
made for purchases of equipment for Highland's sawmill and kiln operations. .

The Company continuously evaluales capital expenditures and Investiments in corporations and
other entities. The amounts are subject to modification for opportunities such as the acquisition of
aftractive ol and gas properties, timber or storage facilities and the expansion of transmission line
capacities. While the majority of capital expenditures In the Utility segment are necessitated by the
continued need for replacement and upgrading of mains and service lines, the magnitude of future capital
expenditures or other investments in the Company’s other business segments depends to a large
degree, upon market conditions.* |
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Financing Cash Flow

Consolidated short-term debt decreased $107.2 million during the niné months ended June 30,
2005. The Company continues to consider short-term debt (consisting of short-term notes payable to
banks and commercial paper) an important source of cash for lemporarily financing capital expenditures
and investments in corporations andfor partnerships, gas-in-storage inventory, unrecovered purchased
gas costs, exploration and development expenditures and other working capital needs. Fluctuations in
these items can have a significant impact on the amount and timing of short-term debt. At June 30,
2005, the Company had outstanding short-term notes payable to banks of $49.6 million. There was no
outstanding commercial paper at June 30, 2005. The Company has SEC authorization under the
Holding Company Act, to borrow and have outstanding as much as $750.0 million of short-term debt at
any time through December 31, 2005. On June 23, 2005, the Company filed with the SEC an application
under the Holding Company Act, for authority, among other things, to issue short-term debt securities,
long-term debt securities and equity securities during the period commencing January 1, 2006 and
ending December 31, 2008.* The Company has not yet determined whether it will continue to pursue
that application, as the recently enacted Energy Policy Act of 2005 (Energy Policy Act) (discussed below
under Other Matters, Rate and Regulatory Matters) would permit the Company to continue to rely on its
current authorization. In particular, the Energy Policy Act provides that nothing in that act or in the
Holding Company Act prohibits a person from engaging in or continuing to engage in activities or
transactions in which it is legally engaged or authorized fo engage on the date of enactment of the
Energy Policy Act, if that person continues to comply with the terms (other than an expiration date or
termination date) of any such authorization, As for bank loans, the Company maintains @ number of
individual (bi-lateral) uncommitted or discretionary lines of credit with certain financial institutions for
general corporate purposes. Borrowings under these lines of credit are made at competitive market
rates. Each of these credit lines, which aggregate to $380.0 million, are revocable at the option of the
financial institution and are reviewed on an annual basis. The Company anticipates that these lines of
credit will continue to be renewed.* The total amount available to be issued under the Company's
commercial paper program Is $200.0 million. The commercial paper program is backed by a syndicated
committed credit facility totaling $220.0 million. Of that amount, $110.0 million is committed to the
Company through September 25, 2005 and another $110.0 million is committed to the Company through
September 30, 2005. The Company anticipates that it will be able to replace this facillty at.or before its
maturity.*

Under the Company's committed credit facility, the Company has agreed that its debt‘to
capitalization ratio will not, at the last day of ‘any fiscal quarter, exceed .60 from October 1, 2004 through
September 30, 2005. The Company is currently in the process of negatiating a new committed credit
facllity and expects this to be finalized before the end of the current fiscal year.* At June 30, 2005, the
Company's debt to capitalization ratio {as calculated under the facility) was .47. The constraints specified

- in the committed credit facility would permit.an additional $802.0 million in short-term and/or long-term
debt to be outstanding before the Company’s debt to capitalization ratio would exceed .60. If a
downgrade in any of the Company's credit ralings were to occur, access to the commercial ‘paper
markets might not be possible.* However, the Company expects' that it could borrow under its
uncommitted bank lines of credit or rely upon other ||qU|dity sources, including cash provided by
operations.* .

Under the'Company’s existing indenture covenants, at June 30, 2005, the Company would have
. been -permitted to issue up to a maximum of $832.0 milllon in additional long-term unsecured
indebtedness at then-current market interest rates (further limited by the debt to capitalization ratio
constraints noted in the previous paragraph) in addition to being able to issue new indebtedness to
replace maturing debt. The Company's present liquidity position is believed to be adequate to satisfy
known demands.” : :

The Company's 1974 indenture pursuant to which $399.0 million-(or 35%) of the Company’s long-
term debt (as of June 30, 2005) was issued contains a cross-default provision whereby the failure by the
Company to perform certain obligations under other borrowing arrangements could trigger an obligation
to repay the debt outstanding under the indenture. In particular, a repayment cbligation could be -

. triggered if the Company fails (i) to pay any scheduled principal or interest on any debt under any other
indenture or agreement or (i) to perform any other term in any other such indenture or agreement, and
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the effect of the failure causes, or would permit the holders of the debt to cause, the debt to become due .
prior to its stated maturity, unless cured or walved.

The Company's $220.0 million committed credit facifity also contains a cross-default provision
whereby the failure by the Company or its significant subsidiaries to make payments under- other
borrowing arrangements, or the occurrence of certain events affecting those other borrowing
arrangements, could trigger an obligation to repay any amounts outstanding under the committed credit
facility. In particular, a repayment obligation could be triggered If (i) the Company or its significant
subsidiaries fall to make a payment when due of any principal or interest on any other indebtedness
aggregating $20.0 milllon or more or (i) an event occurs that causes, or would permit the holders of any
other indebtedness aggregating $20.0 million or more to cause, such indebtedness to become due prior
to its stated maturity. As of June 30, 2005, the Company had no debt outstanding under the committed
credit facility.

The Company alsc has authorization from the SEC, under the Holding Company Act, to issue
long-term debt securities and equity securities in an aggregate amount of up to $1.5 billion during the
order's authorization period, which commenced in November 2002 and extends to December 31, 2005.
The Energy Policy Act (discussed below under Rate and Regulatory Matters) provides that nothing in that
act or in the Holding Company Act prohibits a person from engaging in or continuing to engage in
activities or transactions in which it is legafly engaged or authorized to engage on the date of enactment
of the Energy Policy Act, if that person continues to comply with the terms {(other than an expiration date
or termination date) of any such authorization. The Company has an effective registration statement on
file with the SEC under which it has available capacity to Issue an additional $550.0 million of debt and
equity securities under the Securities Act of 1933, and within the authorization granted by the SEC under
the Holding Company Act. The Company may sell all or a portion of the remaining registered securities if
warranted by market conditions and the Company's capital requirements. Any offer and sale of the
above mentioned $550.0 million of debt and equity securities will be made only by means of a prospectus
meeting the requirements of the Securities Act of 1933 and the rules and regulations thereunder.

' The amounts and timing of the issuance and sale of debt or equity securities wil depend on
market conditions, indenture requirements, regulatory authorizations and the capital requirements of th
Company. :

OFF-BALANCE SHEET ARRANGEMENTS

The Company has entered into certain off-balance sheet financing arrangements. These financing
arrangements are primarily operating and capital leases. The Company’'s consolidated subsidiaries have
operating leases having a remaining lease commitment of approximately $51.9 million. These leases have
been entered into for the use of buildings, vehicles, construction tools, meters, computer equipment and’
other items and are accounted for as operating leases. The Company's unconsolidated subsidiaries, which
are accounted for under the equity method, have capital leases of electric generating equipment havinga
remaining lease commitment of approximately $9.6 million. The Company has guaranteed $0% or $48
million of these capital lease commitments.

OTHER MATTERS

The Company ls involved in litigation arising in the normal course of business. Also in the normal
course of buslness, the Company is involved in tax, regulatory and other governmental audits,
inspections, investigations and other proceedings that involve state and federal taxes, safety, compliance
with regulations, rate base, cost of service and purchased gas cost issues, among other things. While the
resolution of such litigation or regulatory matters could have a material effect on eamings and cash flows
in the quarterly and annual period of resolution, none of this litigation, and none of these regulatory
matters; are expected to change materially the Company's present liquidity position, nor have a material
‘adverse effect on the financial condition of the Company. ' '
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Market Risk Sensitive Instruments

For a complete discussion of market risk sensitive instruments, refer to "Market Risk Sensitive
Instruments” in Item 7 of the 2004 Form 10-K. There have been no subsefuent material changes to the
Company's exposure to market risk sensitive instruments.

Rate and Regulatory Matters
Energy Policy Act

On August 8, 2005, President Bush signed into law the Energy Policy Act, which, among other
things, repeals the Holding Company Act effective February 8, 2006. With repeal of the Holding
Company Act, the Company will no longer be subject to that act's broad regulatory provisions, including
provisions relating to issuance of securities, sales and acquisitions of securities and utility assets, intra-
company transactions and limitations on diversification. However, the Energy Policy Act gives the FERC
and state public utility regulatory commissions greater access to the books and records of companies in
holding company systems. In addition, it is possible that some state legislatures will enact new laws -
designed to give state public utilities commissions certain regulatory powers over holding companies
similar to those now exercised by the SEC. The Company is unable to predict at this time what the
ultimate outcome of these or future legisiative or regulatory changes will be..

Utility Operation

Base rate adjustrnénts in both the New York and Pennsylvania rate}urisdict'ions do not reflect the
recovery of purchased gas costs. Such costs are recovered through operation of the purchased gas
adjustment clauses of the appropriate regulatory authorities.

New York Jurisdiction

In April 2004, Distribution Corporation commenced confidential settlement negotiations with the
NYPSC and other parties conceming, amang other things, its revenue requirement for the year ending
September 30, 2005. Those settlement discussions failed to produce an agreement prior to the
expiration of Distribution Corporatlon s then-current rate plan. For a complete discussion of this prior rate
~ plan, refer to “Rate Matters” in ltem 7 of the 2004 Form 10-K. On August 27, 2004, Distribution
Corporation filed proposed tariff amendments and supporting testimony designed to increase its annual
revenues by $41.3 million beginning October 1, 2004. Parties filed responsive testimony recommending
a base rate decrease, among other things. Thereafter the Parties and other interests commenced
settlement negotiations. On April 15, 2005, Distribution Corporation, the Parties and others executed an
agreement settling all outstanding issues. The settlement agreement provides for a rate increase of $21
million by means of the elimination of bill credits ($5.8 million) and an Increase in base rates ($15.2
‘million). For the two-year term of the plan and thereafter, the return on equity level above which eamings
must be shared with rate payers will be increased from 11.0% to 11.5%. In an order issued on July 22,
2005, the NYPSC, approved the Aprit 15, 2005 rate plan, substantially as filed, for an effective date of
August 1, 2005. In response to the NYPSC's decision, Distribution Corporation agreed to withdraw its
petition for rehearing of a prior NYPSC order rejecting the Company's request for the removal of a$s
million annuail bill credit, effectively closing the proceeding.

In another order issued on September 28, 2004, the NYPSC directed the continuation, with
modification, of four programs under the July 25, 2003 Settlement that were scheduled to expire on
September 30 2004. The effect of the NYPSC's order was to unilaterally extend the terms of the
Settiement without Distribution Corporation’s consent. Although the NYPSC's order stated that it
provided for funding of the programs, Distribution Corporation petitioned Supreme Court, Albany County
for an injunction to allow the programs to expire on their own terms. Distribution Corporation's petition
and the actions before Supreme Court, Albany County were partially successful. A Notice of Appeal was
filed by Distribution Corporation seeking review of cerlain procedural arguments that were rejected by the
trial court. That action remains pending at this time. -
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Pennsylvania Jurisdiction

On September 15, 2004, Distribution Corporation filed proposed tariff amendments with the
PaPUC to increase annual revenues by $22.8 million to cover increases in the cost of service to be
effective November 14, 2004. The rate request was filed to address throughput reductions and
increased operating costs such as uncollectibles and personnel expenses. Applying standard procedure,
the PaPUC suspended Distribution Corporation’s tariff filing to perform an investigation and hold
hearings.  On February 16, 2005, the parties reached a settlement of all issues. The settlement was
submitted to the Administrative Law Judge, who, on March 2, 2005 issued a decision recommending
adoption of the settlement. The settlement provides for a base rate increase of $12.0 million and
terminates the tracking of pension expenses versus the rate allowance. The settlement was approved by
the PaPUC on March 23, 2005, and the new rates went into effect on April 15, 2005.

Pipeline and Storage

Supply Corporation currently does not have a rate case on file with the FERC. Management will -

continue to monitor Supply Corporation's financial position to determine the necessity of filing a rate case
in the future.

On November 25, 2003, the FERC issued Order 2004 "Standards of Conduct for Transmission
Providers™. Order 2004 was clarified in Order 2004-A on Agpril 16, 2004 and Order 2004-B on August 2,
2004. Order 2004, which went into effect September 22, 2004, regulates the conduct of transmission
providers (such as Supply Corporation) with their “energy affiliates”. The FERC broadened the definition
of “energy affiliates” to include any affiliate of a transmission provider if that affiliale engages in or is
involved in transmission (gas or electric} transactions, or manages or controls ransmission capacity, or
buys, sells, trades or administers natural gas or electric energy or engages in financial transactions
relating to the sale or transmission of natural gas or electricity. Supply Corporation’s principal energy
affiliates are Seneca, NFR, and, possibly, Distribution Corporation.* Order 2004 provides that
companies may request waivers, which the Company has done with respect to Distribution Corporation
and is awaiting rulings. Order 2004 also provides an exemption for local distribution companies that are
affiliated. with interstate pipelines (such as Distribution Corporation), but the exemption Is limited, with
very minor exceptions, to local distribution corporations that do not make any off-system sales.
Distribution Corporation stopped making such off-system sales effeclive September 22, 2004, although it
continues to make certain sales permitted by a prior FERC order; FERC has required Supply Corporation
to provide arguments justifying the continued effectiveness of that order. Supply Corporation and
Distribution Carporation would like to continue operating as they do, whether by walver, amendment or
. further clarification of the new rules, or by complying with the requirements applicable if Distribution
Corporation were an energy affiliate. Treating Distribution Corporation as an energy affiliate, without any
waivers, would require changes in the way Supply Corporation and Distribution Corporation operate
which would decrease efficiency, but probably would not increase capital or operating expenses to.an
extent that would be material to the financial condition of the Company.* Until there is further clarification
from the FERC on the scope of these exemptions and rulings on the Company's waiver requests, the
Company is unable to predict the impact Order 2004 will have on the Company. As previously
mentioned, Distribution Corporation stopped making off-system sales, effective September 22, 2004.
The Company does not expect that change to have a material effect on the Company’s results of
operations, as margins resulting from off-system sales are minimal as a result of profit sharing with retail
customers.*

Empire cuirently does not have a rate case on file with the NYPSC. Management wil! continue to
monitor Empire’s financial position in the New York rate jurisdiction to determine the necessity of filing a
rate case in the future.
Environmental Matters

. The Company is subject to varlous federal, state and local laws and regulations relating to the
protection of the environment. The Company has established procedures for the ongoing evaluation of its

operations to identify potential environmental exposures and comply with reguiatory poficles and
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procedures. it is the Company's policy to accrue estimated environmental clean-up costs (investigation
and remediation) when such amounts can reasonably be estimated and it is probable that the Company
will be required to incur such costs. At June 30, 2005, the Company has estimated its remaining clean-
up costs related to former manufactured gas plant sites and third party waste disposal sites wiil be $8.1
million. This liability has been recorded on the Consolidated Balance Shest at June 30, 2005. In April
20086, the Company entered info a fransfer agreement for environmental obligations related to a former
manufactured gas plant site in New York. Under the terms of the agreement, the Company paid $12.7
million during the quarter ended June 30, 2005 to settie its remaining environmental obligations related to
this site. As a result, the environmental liability for this site has been reduced to zero at June 30, 2005.
During the quarter ended June 30, 2005, the Company also reached a settiement agreement for
environmenta! obligations related to another former manufactured gas plant site. The Company pald
$4.4 million in August 2005 under the terms of the settlement agreement, and the Company will continue
to be responsible for future ongoing maintenance of the site. The $4.4 million that was paid in August
2005 and the estimated obligation for ongoing maintenance of the site are included in the $8.1 million
liability at June 30, 2005. The Company expects to recover its environmental clean-up costs from a
combination of insurance proceeds and rate recovery.* Other than as discussed in Note G of the 2004
Form 10-K, the Company is currentiy not aware of any material additional exposure to environmental
liabilities. However, changes in environmental regulauons or other factors could adversely impact the
Company.*

For further discussion refer to Note G - Commitments and Contingencies under the heading
*Environmental Matters™ in item 8 of the 2004 Form 10-K, and to Part Il, Iltem 1, “Legal Proceedings.”

New Accounting Pronouncements

In December 2004, the FASB Issued SFAS 123R. SFAS 123R replaces SFAS 123 and
supercedes APB 25. The Company currently -follows APB 25 in accounllng for stock-based
compensation, as disclosed above. SFAS 123R focuses primarily on accounting for transactions in
which an entity obtains employee services in share-based payment transactions. The Company does not
believe that adoption of SFAS 123R will have a material impact on its financial condition and resuilts of
operations.* For further discussion of SFAS 123R and its impact on the Company, refer to Item 1 at Note
1- - Summary of Slgnifcant Accounting Policies.

in March 2005, the FASB issued FIN 47, an interpretation of SFAS 143. FIN 47 provides
additional guidance on the term "conditional asset retirement obligation™ as used in SFAS 143, and in
particular the standard clarifies when a Company must record a liability for a conditional asset retirement
obligation. The Company is currently evaluating the impact of FIN 47, if any, on its consolidated financial
statements. For further discussion of FIN 47 and its impact on the Company, refer to ltem. 1 at Note 1 —
Summary of Significant Aceountmg Policies.

in-May 2005, the FASB issued SFAS 154, SFAS 154 replaces APB 20 and SFAS 3 and
changes the requirements for the accounting for and reporting of a change in accounting principle. The
Company's financial condition and results of operations will only be impacted by SFAS 154 if there are
any accounting changes or corrections of errors in the future, For further discussion of SFAS 154 and its
impact on the Company, refer-to ltem 1 at Note 1 — Summary of Significant Accounting Policies.

| Safe Harbor for Forward-Looking Statements

The Company is including the following cautionary statement in this Form 10-Q fo make
applicable and take advantage of the safe harbor provisions of the Private Securities Litigation Reform
Act of 1995 for any forward-looking statements made by, or on behalf of, the Company. Forward-looking
statements include statements conceming plans, objectives, goals, projections, strategies, future events
or performance, and underlying assumptions and other statements which are other than statements’ of
historical facts. From time to time, the Company may publish or otherwise make available forward-
looking statements of this nature. All such subsequent forward-looking statements, whether written or .

_oral and whether made by or on behalf of the Company, are also expressly qualified by these cautionary
statements. Certain stalemenis contained in this report, including, without limitation, those which are
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designated with an asterisk (") and those which are identified by the use of the words “anticipates,”
*estimates,” “expects,” “intends,” “plans,” “predicts,” “projects,” and similar expressions, are “forward-
looking" statements as defined in the Private Securities Litigation Reform Act of 1995 and accordingly
involve risks and uncertaintles which could cause actual results or outcomes to differ materially from
those expressed in the forward-looking statements. The forward-looking statements contained herein
are based on various assumptions, many of which are based, in turn, upon further assumptions. The
Company's expectations, beliefs and projections are expressed in good faith and are believed by the
Company to have a reasonable basis, including, without limitation, management's examination of
historical operating trends, data contained in the Company's records and other data available from third
parties, but there can be no assurance that management's expectations, beliefs or projections will result
or be achieved or accomplished. In addition to other factors and matters discussed elsewhere herein,
the following are important factors that, in the view of the Company, could cause actual results to differ
materially from those discussed in the forward-looking statements:

1. Changes In laws and regulations to which the Company is subject, including 1ax, environmental,
safety and employment laws and reguiations, and repeal of the Holding Company Act;

2. Changes in economic conditions, including economic disruptions caused by terronst activities- or
acts of war;

3. Changes in demographic patterns and weather conditions, Inciuding the occurrence of severe
" weather; )

4. Changes in the availability and/or price of natural gas or cil and the effect of such changes on the
accounting treatment or valuation of derwalwe financial instruments or the Company's natural gas
and ol reserves;

Impairments under the SEC's full cost ceiling test for natural gas and oil resérves;

Changes in the availability and/or price of derivative financial instruments;

Changes in the price differentials between various types of oII'

& N o o

Failure of the price drfferential between heavy sour crude off and light sweet crude oil to return to
its historical nomm;

9.  Inability to obtaln new customers or retain existing ones;

10.  Significant changes in competitive factors affecting the Company;

11. Governmentalfreguiatory actions, initiatives and proceedings, including those involvinb '
acquisitions, financings, rate cases (which address, among other.things, allowed rates of retum,
rate design and retained gas), affiliate relationships, industry structure, franchise renewal, and
environmental/safety requirements; .

12. Unantlcibated impacts of restructuring Initiatives in the natural gas and electric industries;

13. Significant changes from expectations In actual capita! expenditures and operating expenses and
unanticlpated pro]ect delays or changes in project costs;

14. The nature and projected profitability of pending and potentlal pro]ects and other investments;

15. Occurrences affecting the Company's ability to obtain funds from operations, debt or equity to
finance needed -capital expenditures and other investments, includlng any downgrades in the -
Company's credit ratings .

16.  Uncertainty of olt and gas reserve es'tlmates;'-
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17.  Ability to successfully identify and finance acquisitions or other investments and ability to operate
and integrate existing and any subsequently acquired business or properties;

18.  Ability to successfully identify, drill for and produce economically viable natural gas and oil
reserves;

19. Significant changes from expectations in the Company's aclual production levels for natural gas or
oil;

20. Regarding foreign operations, changes in trade and monetary policles, inflation and exchange
rates, taxes, operating conditions, Iaws and regulations related to foreign operations, and political
and governmental changes;

21. Significant changes in tax rates or policies or in rates of inflation or interest,

22. Significant changes in the Company’s relationship with its employees or contractors and the
potential adverse effects if labor disputes, grievantes or shortages were to occur,;

23. Changes in accounting principles or the application of such principles to the Company;
24. The cost and effec.ts of legal and administrative claims against the Company;

25  Changes in actuarial assumptions and the return on assets with respect to the Company's
retirement plan and post-retirement benefits;

26. Increasing health care costs and the resulting effect on health insurance premiums and on the
obligation to provide post-retirement benefits; or

27. Increasing costs of insurance, changes in coverage and the ability to obtain insurance.

The Company disclaims any obligation to update any forward-looking statements to reflect
events or circumstances after the date hereof.

tem 3. Quantitative and Qualitative Disclosures About Market Risk
Refer to the "Market Risk Sensitive Instriments” sectipn in ltem 2 -~ MD&A,

Item 4. Controls and Procedures

: The following information includes the evaluation of disclosure controls and procedures by the
Company's Chief Executive Officer and Principal Financial Officer, along with any significant changes in
internal controls of the Company and the current effort to assess the Companys internal control over
ﬁnancial reporting.

'Evaluatlon of disclosure controls and procedures

The term "disclosure controls and procedures” is deﬁned in Rules 13a-15(e) and 15d-15(e) of the
Exchange Act. These rules refer to the controls and other procedures of a company that are designed to
ensure that information required to be disclosed by a company in the reports that it files under the
Exchange Act is recorded, processed, summarized and reported within required time periods. The
Company's management, including the Chief Executive Officer and Principal Financial Officer, evaluated

. the effectiveness of the Company's disclosure controls .and procedures as of the end of the period
covered by this report. Based upon that evaluation, the Company’s Chief Executive Officer and Principal
Financial Officer concluded that the Company’s disclosure controls and procedures were effective as of
the end of the period covered by this report.
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Internal controls over financial reporting

The Company maintains a system of internal control over financial reporting that is designed to
provide reasonable assurance that the Company's transactions are properly authorized, the Company's
assets are safeguarded against unauthorized or improper use, and the Company's transactions are
properly recorded and reported to permit preparation of the Company’s financial statements in conformity
with generally accepted accounting principles in the United States of America. There were no changes in
the Company's internal control over financial reporting that occurred during the period covered by this
report that have materially affected, or are reasonably likely to materially affect, the Company's internal
confrol over fi nanCIa[ reportlng

The Company is currenfly undergoing a comprehensive effort to ensure compliance with
Sarbanes-Oxley Act of 2002 - Section 404, “Management Assessment of Internal Controls” that takes
effect for the Company as of September 30, 2005. This effort includes documentation of the Company's.
internal control over financial reporting under the direction of senior management. In the course of its
ongoing evaluation, management has identified ceriain areas of the intemal conirol over financial -
reporting requiring improvement, which the Company is addressing. Management routinely reviews
potential internal control issues with the Company's Audit Committee. The Company continues to believe
that it will be compliant with the requirements of the Sarbanes — Oxley Act of 2002 - Section 404 al
September 30, 2005.*

Part Il. Other Information

Item 1. Legal Proceedings

In an action instituted in the New York State Supreme Court, Chautauqua County on January 31,
2000 against Seneca, NFR and “National Fuel Gas Corporation,” Donald J. and Margaret Ortel and Brian
and ' Judith Rapp, “individually and on behalf of all those similarly situated”, allege, in an amended
complaint which adds National Fuel Gas Company as a party defendant that (a) Seneca underpaid
royafties due under leases operated by it, and (b) Seneca's co-defendants (i) fraudulently participated
in and concealed such alleged underpayment, and (ii) induced Seneca's alleged breach of such leases.
Plaintiffs seek an accounting, declaratory and related injunctive relief, and compensatory and exemplary
damages. Defendants have denied each of plaintiffs’ material substantive allegations and set up twenty-
five affirmative defenses in separate verified answers,

A motion was made by plaintiffs on July 15, 2002 to certify a class comprising all persons

- presently and formerly entitled to receive royalties on the sale of natural gas produced and sold from

wells operated in New York by Seneca (and its predecessor Empire Exploration, Inc). On December 23,

2002, the court granted certification of the proposed class,.as modified to exclude those leaseholders .
whose leases provide for calculation of royalties based upon a flat fee, or fiat fee per cubic foot of gas

produced. The court's order states that there are approximately 749 potential class members. Discovery

closed on July 31, 2005, and the plaintiffs thereafter filed a formal demand for a jury trial and a “Note of

Issue and Statement of Readiness” to proceed to trail. A trial date has not been set, .

In an action instituted in the New York State Supreme Court, Kings County on February 18, 2003
against Distribution Corporation and Paul J. Hissin, an unaffiliated third party, plaintiff Donna Fordham-
Coleman, as administratrix of the estate of Velma Arlene Fordham, alleges that Distribution Corporation’s
denial of natural gas service In November 2000 to the plaintiff's decedent, Veima Arlene Fordham,
- caused decedent's death in February 2001. Plaintiff seeks damages for wrongful death.and pain and
suffering, plus punitive damages. Distribution Corporation has denled plaintiffs material allegations, set
up seven affiirmaltive defenses in separate verified answers and flled a cross~clalim against the co-
defendant. Distribution Corporation believes and will vigorously assert that plaintiffs allegations lack
merit. The Court changed venue of the action to-New York State Supreme Court, Erie County. The
litigation is in the discovery stage.
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On December 22, 2003, the Pennsylvania Department of Enviraonmental Protection (DEP) issued
an order to Seneca to halt its timber harvesting operations on 21,000 acres in Cameron, Elk and McKean
counties in Pennsylvania. The order asserts certain violations of DEP regulations concerning erosion,
sedimentation and stream crossings. The order requires Seneca to apply for certain permits, control
erosion, submit plans for removal of water encroachments not included in permit applications, notify the
DEP of additional current or planned timber harvesting operations, and grant the DEP access to timber
acreage. On January9, 2004, Sensca filed with the Pennsylvania Environmental Hearing Board
(Hearing Board) a notice of appeal, objecting to each finding and order contained in the order, and
asserting that the DEP's findings are factually incorrect, an arbitrary exercise of the DEP's functions and
duties, and contrary to law. Also on January 9, 2004, Seneca filed with the Hearing Board a petition
requesting a stay of operation of portions of the order. On January 20, 2004, the parties settled Seneca's
request for a stay. Seneca has resumed its timber harvesting operations pursuant to the terms of the
seftlement. The seltlement preserves various issues raised by the DEP's order for a hearing on the
merits of Seneca’'s notice of appeal. Seneca is engaged in settlement negotiations as it continues to -
litigate this matter." The most substanlial question in the appeal involves whether Seneca is required to
apply for a permit under Seclion 102.5(b) of Title 25 of the Pennsylvania Code, governing earth
disturbance activities of greater than 25 acres. The DEP takes the position that Seneca must aggregate
the acreage of all of its logging sites. across its entire 21,000 acre tract for purposes of determining
whether its earth disturbing activities meet the 25 acres threshold. Seneca maintains that no permit is
required, because the law does not require aggregation and each of its individual logging sites disturbs
less than 25 acres. '

The Company believes, based on the information presently known, that the ultimate resolution of
these matters, individually or in the aggregate, will not be material to the consolidated financial condition,
results of operations, or cash flow of the Company.* No assurances can be given, however, as to the
ultimate outcomes of these matters, and it is possible that the outcomes, individually or in the aggregate,
could be material to the Company’s results of operations or cash-flow for a particular quarter or annual
period.* .

For a discussion of various environmental matters, refer to Part I, ltem 1 at Note 6 and Part |,
Item 2 ~ MD&A of this report under the heading “Environmental Matters

The Company is involved in litigation arising in the normal course of business. Also in the normal
course of business, the Company is involved in tax, reguiatory and other governmental audits,
inspections, investigations and other proceedings that involve state and federal taxes, safety, compliance
with regulations, rate base, cost of -service and purchased gas cost issues, among other things. While
the resolution of such litigation or regulatory matters could have a material effect on eamings and cash
flows in the quarterly and annual period of resolution, none of this litigation, and none of these regulatory
matters, are expected to change materally the Company's present liquidity posﬂion. nor have a mater|a|
adverse effect on the financial condition of the Company.*

item 2. nregistered Sales of Egulg Securitios and Use of Proceeds

On April 1, 2005, the Company issued a total of 2,100 unregistered shares of Cofnpany common
stock to the seven non-employee directors of the Company, 300 shares to each such director. All of

' . these ‘shares were issued as partial consideration for the directors' services during the quarter ended

June 30, 2005, pursuant to the Company's Retainer Policy for Non-Employee Directors. These
_transactions were exempt from registration by Section 4(2) of the Securities Act of 1933 as transactions
not involving a public offering
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Total Number of

Maximum Number

Shares Purchased | of Shares that May
as Part of Publicly | Yet Be Purchased
Total Number of Announced Share Under Share

_ Shares Average Price | Repurchase Pians | Repurchase Plans
Period Purchased® |- Paid per Share or Programs or Programs
Apr. 1 - 30, 2005 61,412 $28.40 - -

May 1 - 31, 2005 13,354 $27.14 _ _
June 1 - 30, 2005 178,692 $28.80 — -
Total 253,458

$28.61 — —

& Represents (i) shares of common stock of the Company purchased on the open market with Company
*matching contributions” for the accounts of participants in the Company's 401(k) plans, and (ji)
shares of common stock of the Company tendered to the Company by holders of stock options or
shares of restricted stock for the payment of option exercise prices andfor applicable withholding
taxes. . '

Mtem 6. Exhlbits

{a) Exhibits

Exhibit

Nurnber " Deseription of Exhibit

12 ' Statements regarding Computation of Ratios:
Ratio of Earnings to Fixed Charges for the Twelve Months Ended June
30, 2005 and the Fiscal Years Ended September 30, 2000 through
2004.

31.1 Written statements of Chief Executive Officer pursuant fo Rule 13e-
14(a) or Rule 15d-14(a) under the Securities Exchange Act of 1834,

N2 Written statements of Principal Financial bfﬂcer pursuant to Rule 13a-
14(a) or Rule 15d-14(a) under the Securities Exchange Act of 1934,

32 Certification Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002,

99 National Fuel Gas Company Consolidated: Statement of Income for the

Twelve Months Ended June 30, 2005 and 2004.
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Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly
caused this report to be signed on its behalf by the undersigned thereunto duly authorized.

NATIONAL FUEL GAS COMPANY
(Registrant)

Is/R. J. Tanski
R. J. Tanski :

Treasurer and Principal Financial Officer

{s/ K. M. Camiolo
K. M. Camioclo
Controller and Principal Accounting Officer

Date: August 8, 2005
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UNITED STATES
'SECURITIES AND EXCHANGE COMMISSION @

Washington, D. .C. 20549

FORM 10-Q

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

" For the quarterly period ended December 31, 2005
OR

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

For the transition period from to

Commission File Number 1-3880

NATIONAL FUEL GAS COMPANY

(Exact name of registrant as specified in its charter)

New Jersey - - 13-1086010
(State or other jurisdiction of {I.R.S. Employer
incorporation or organization) . _ ldentification No.}
. 6363 Main Street ‘
Williamsville, New York _ 14221
(Address of principal executive offices) (Zip Cods) ’
.(716) 857-7000

{Registrant's telephone number, including area code)

Indlcate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or -
15(d) of the Securities Exchange Act of 1934 during the preceding 12 months and (2) has been subject to
such filing requirements for the past 90 days. YES X_ .NO . . .

' Indicéte by check mark whether the régistrant is a large accelerated filer, an accelerated fller, or a hon-

accelerated filer. See definition of *accelerated filer and large accelerated filer" in Rule 12b-2 of the

. Exchange Act. {Check one): Large Accelerated Filer _X . Accelerated Filer, Non-Accelerated
Filer . ) :

A

Indicate by check mark whether the registrant. is a shell company (as def'ned in Rule 12b-2 of the
Exchange Act). YES NO_ X

‘Indicate the number of shares outstanding of each. of the |ssuer's classes of common stock as of th
Iatest practicable date: - .

Common stocls. $1 par value, outstanding at January 31, 2006: 84,509,054 shares.
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Frequently used abbreviations or acronyms used in this report:

National Fuel Gas Companies

Data-Track

Distribution Corparation

Empire

ESNE
Highland
Horizon
Horizon LFG
Horizon Power
Leidy Hub
Model City
National Fuel
NFR
Registrant
Seneca
Seneca Energy
Supply Corporation
The Company

U.E.

Regulatory Agencies

FASB
FERC
NYPSC
PaPUC
SEC

Other
2005 Form 10-K

APB 20
APB 25

Bb!

Bcf

Board foot

Caﬁitai expenditure
Cashout revenues

Degree day

Derivative

Data-Track Account Services, Inc,
National Fuel Gas Distribution Corporation
Empire State Pipeline

Energy Systems North East, LLC
Highiand Forest Resources, Inc.

Horizon Energy Development, Inc.
Horizon LFG, Inc.

Horizon Power, Inc.

Leidy Hub, Inc.

Model City Energy, LLC

National Fuel Gas Company

National Fuel Resources, Inc.

National Fuel Gas Company

Seneca Resources Corporation

Seneca Energy I, LLC

National Fuel Gas Supply Corporation

The Registrant, the Registrant and its subsidiaries or the Registrant's
subsidiaries as appropriate in the context of the disclosure

United Energy, a.s.

Financial Accounting Standards Board
Federal Energy Regulatory Commission

State of New York Public Service Commission
Pennsylvania Public Utility Commission
Securities and Exchange Commission

The Combany s Annual Report on Form 10-K for the.year ended
September 30, 2005

" Accounting Principles Board Opinion No. 20, Accountlng Changes

Accounting Principles Board Opinion'No. 25, Accounting for
Stock Issued to Employees

Barrel (of oil)

Billion cubic feet (of natural gas)

A measure of lumber and/or timber equal to 12 mches in length by 12
inches in width by one inch in thickness. '

Represents additions to property, plant, and equipment, or the amount of

- money a company spends 1o buy capital assets or upgrade its existing
capital assets.

A cash resolution of a gas imbalance whereby a customer pays Supply
Corporation for gas the customer receives in excess of amounts
delivered into Supply Corporation's system by the customer's shipper.

A measure of the coldness of the weather experienced, based onthe -~
extent to which the daily average temperature falls below a reference
temperature, usually 65 degrees Fahrenheit.

A financial instrument or other contract, the terms of which include an

underlying (a price, interest rate, index rate, exchange rate, or other
variable) and notional amount (number of units, barrels, cubic feet,
etc.). .

The terms also permit for the instrument or contract to be setfled net
and no Inltial net investment is required to enter into the financial
instrument or contract. Examples | lnclude futures contracts optuons.
no cost collars and swaps. ' .
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Dth

‘Energy Policy Act
Exchange Act
Expenditures for

long-lived assets

FIN 47

Firm trahsportation
and/or storage

GAAP

Goodwill

Hedging

Hub

Interruptible transportation
~and/or storage

- LIFO
Mbbl
Mcf
MD&A

MDth
MMcf
Order 667
Order 2004

Precedent Agreement

Proved developed reserves

" Proved undeveloped
reserves

PUHCA 1935
PUHCA 2005
Reserves

Réstructuring

SFAS

Dekatherm; one Dth of natural gas has a heating value of 1,000,000
British thermal units, approximately equal to the heating vaiue of 1 Mcf
. of natural gas.
Energy Policy Act of 2005
Secuntles Exchange Act of 1934, as amended

Includes capital.expenditures, stock acquisitions andfor investments in
parinerships.

FASB Interpretation No. 47, Accounting for Conditional Asset Retirement
Obligations - an interpretation of SFAS 143

The transportation andfor storage service that a supplier of such service
is obligated by contract 1o provide and for which the customer is
obligated to pay whether or not the service is utilized.

Accounting principles generally accepted in the United States of America

An intangible asset representing the difference between the fair value of

- a company and the price at which a company is purchased.

A method of minimizing the impact of price, interest rate, and/or foreign
currency exchange rate changes, often times through the use of
derivative financial instruments.

Location where pipelines intersect enabling the tradlng, transportatlon
storage, exchange, lending and borrowing of natural gas.

The transportation and/or storage service that, in accordance with
contractual arrangements, can be interrupted by the supplier of such
service, and for which the customer does not pay unless utilized.

Last-in, first-out

Thousand barrels {of oil)

Thousand cubic feet (of natural gas)

Management's Discussion and Analysis of Financial Condition and
Results of Operations

Thousand dekatherms (of natural gas)

Million cubic feet (of natural gas)

An order issued by FERC entitled “Repeal of the Public Utility Holding
Company Act of 1935 and Enactmenl of the Public Wtility Holding
Company Act of 2005"

An order issued by FERC entitled “Standards of Conduct for
Transmission Providers”

An agreement between a pipeline company and a potentlal customer to
sign a service agreement after specifiad events (called
“conditions precedent”) happen, usuaily within a specified time.

Reserves that can be expected to be recovered through existing wells
with existing equipment and operating methods,

_ Reserves that are expected to be recovered from new welis on undrilled

acreage, or from existing wells where a relatively major expenditure is
required to make these reserves productive.

Public Utility Holding Company Act of 1935, as amended.

Public Utility Holding Company Act of 2005

The unproduced but recoverable oil andfor gas in place in a formation
- which has been proven by production.

Generally referring to partial "deregulation” of the utﬂrty industry by
statutory or regulatory process. Restructuring of federally regulated
pipelines separate (or "unbundled”) gas commodity service from
transportation service for wholesale and Jarge-volume retail markets.
State restructuring programs aﬁempt to extend the same process to
retail mass markets.

. Statement of Financial Accounting Standards
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SFAS 3
SFAS 123
SFAS 123R
SFAS 143
SFAS 154

Stock acquisitions
Unbundled service

WNC

Statement of Financial Accounting Standards No. 3, Reporting
Accounting Changes in Interim Financial Statements

Statement of Financial Accounting Standards No. 123, Accounting
for Stock-Based Compensation

Statement of Financial Accounting Standards No. 123R, -

Share-Based Payment

Statement of Financial Accounting Standards No. 143, Accounting for
Asset Retirement Obligations .

Statement of Financial Accounting Standards No. 154, Accounting
Changes and Error Corrections

Investments in corporations. )

A service that has been separated from other services, with rates
charged that reflect the cost of only the separated service.

Weather normalization clause; a clause in utility rates which adjusts
customer rates to allow a utility to recover its normal operating costs
calcuiated at normal temperatures. If temperatures during the
measured period are warmer than normal, customers are assessed
a surcharge. If temperatures during the measured period are colder
than normal, customers receive a credit. .
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'Part |. Financial Information ~ - : _ " Page
Item 1. Financial Statements (Unaudited)
a. Consolidated Statements of Income and Earr;ings Reinvested in the .
Business - Three Months Ended December 31, 2005 and 2004 6
b. Consolidated Balance Sheets — December 31, 2005
-and September 30, 2005 _ 7-8
€. Consolidated Statements of Cash Flows — Three Months
Ended December 31, 2005 and 2004 ' _ 9
d. Consolidated Statements of Comprehensive Income - Three ‘
Months Ended December 31, 2005 and 2004 10
e. Notes to Consdlidated Financial ISlatements . ~ ' | 11-21
Item 2. Management's Discussion and Analysis of Financial -
Condition and Results of Operations 22 - 36
ltem 3. Quantitative and Qualitative Disclosures About Market Risk . 36
item 4. Controls and Procedures _ ' 36
Part 11, Other Information
ltem 1. Lega! Proceedings - 36-38
Item 1 A. Risk Factors : ' _ 38
Item 2. Unregistered Sales of Equity Securities and Use of Proceeds ' 38
Item 3. Defaults Upon Senior Securities ' S ' e
Item 4. Submission of Matters to a Vote of Security Holders : .
* ltem 5. Other Information c | ' .
Kem6. Exhibits ' '_ 38 - 39
Signatures ' _ - : 40

+ The Company has nothing to report under this item.

Referencé to "the Company" in this, report means the Registrant or the Registrant and its
subsidiaries collectively, as appropriate in the context of the disclosure. All references to a certain year in
this report are to the Company’s fiscal year ended September 30 of that year, unless otherwise noted.

This Form 10-Q contains “forward-loékmg statements” within the meaning of Section 21E of the

Securities Exchange Act of 1934. " Forward-looking statements should be read with the cautionary
statements and important factors included in this.Form 10-Q at ltem 2 - MD&A, under the heading “Safe

.Harbor for Forward-Looking Statements." Forward-looking statements are all statements other than -

statements of historical fact, including, without limitation, those -statements that are- designated with an
asterisk (“*") following the statement, as well as those statements that are identified by the-use of the
words “anticipates,” . “estimates,” “expects,” ‘“intends,” “plans,” ‘“predicts,” “projects,” and similar
expressions. . - -

-5-




Part ). Financial Information NFG-3-1

Witness: Bauer
Item 1. Financial Statements ’ Page 121

National Fuel Gas Company

Consolidated Statements of Income and Earnings
Reinvested in the Business -

(Unaudited)
Three Months Ended
December 31,
(Thousands of Dollars, Except Per Common Share Amounts) 2005 2004
INCOME ’
~_Operating-Revenues $710,756 $500,283
Operating Expenses

Purchased Gas 436,778 256,158

Operation and Maintenance : 103,628 92,623

Property, Franchise and Other Taxes 17.181 17,056

Depreciation, Depletion and Amortization . 43,046 42,709

- 600,633 408,544
Operating Income 110,123 . 91,739
Other Income (Expenso)
income from Unconsolidated Subsidiaries - 1,264 785
Interest Income 1,134 272
Cther Income 741 552
Interest Expense on L'ong-Term Debt (18,218} (18,376)
Other Interest Expense {1,775) (2417)
Income from Continuing Operations Before .
Income Taxes 93,269 72,555
Income Tax Expense 35,850 27,725
_-Income from Continuing Operations 57,419 44,830
Income from Discontinued Operations, Net of Tax - - 5,608
Net income Avallable for Common Stock 57,419 50,438
EARNINGS REINVESTED IN THE BUSINESS
Balance at Qctober 1 813,020 718,926
: 870,439 769,364
Dividends on Common Stock
__(2005 - $0.29; 2004 - $0.28) 24,488 23,274
Balance at Decembar 31 -§$845,951 $746,090
Earnings Per Common Share:. . —....... -

Basic: Lo
Income from Continuing Operations $0.68 $0.54
Income from Discontinued Operations .- 0.07
Net Income Available for Common Stock $0.68 $0.61

Diluted: - '

Income from Continuing Operations $0.67 $0.53 -
Income from Discontinued Operations - 0.07
Net Income Available for Common Stock - $0.67 $0.60
Welghted Average Common Shares Outstandlng : :
-Used in Basic Calculation . B4 422 717 83,150,086
Used in Diluted Calculation 86,256,862 - 84,638,106

Ses Notes to,C'ondensed Consolidatéd'Financial Statements
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National Fue! Gas Company
Consolidated Balance Sheets
{Unaudited)
December 31,  September 30,
2005 2005

(Thousands of Dollars)
ASSETS ‘ .
Property, Plant and Equipment $4.471,581 $4,423,255

‘Less - Accumulated Depreciation, Depletion )

and Amortization 1,602,254 1,583,955
' 2,869,327 2,839,300
Current Assets .

. Cash and Temporary Cash Investiments . 64,464 57,607
Hedging Collateral Deposits 38,691 77,784
Receivables - Net of Allowance for Uncollectible Accounts of . C

$33,279 and $26,940,:Respectively 289,229 155,064
" Unbilled Utility Revenue 97,932 20,465
Gas Stored Underground 60,040 64,529
Materials and Supplies - at average cost 32,063 33,267
Unrecovered Purchased Gas Costs - 28,552 14,817
Prepayments and Other Current Assets 53,697 65,469
Deferred Income Taxes ) 47,635 83,774
Fair Value of Derivative Financial Instruments 797 -
713,100 672,776

Other Assets
Recoverable Future Taxes 85,000 85,000
Unamortized Debt Expense 17,025 17,567
Other Regulatory Assets - 50,790 47,028
Deferred Charges 3,864 4474
Other Investments ) 82,336 80,394
Investments in Unconsolidated Subsidiaries 10,771 . 12,658
Goodwill 5,476 - 5476
intangible Assets 41,637 42 302
Other 10,609 15,677
' 307,508 310,576
Total Assets o $3,889,935 $3,722,652

Sée Notes lo Condensed Cons_olldated Financial Statements

a2
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National Fuel Gas Company . ’
Consolidated Balance Sheets

{Unaudited)
December 31, September 30,
2005 : 2005
{Thousands of Dollars) -
CAPITALIZATION AND LIABILITIES
Capitalization:
Comprehensive Shareholders’ Equity
"Common Stock, $1 Par Value
Authorized - 200,000,000 Shares;
“Issued And Qutstanding — 84,498,511 Shares
And 84,356,748 Shares, Respectively $ 84,499 . $84,357
Paid in Capital 538,907 529,834
Earnings Reinvested in the Business 845,951 813,020
Total Common Sharehoider Equity Before '
ltems of Other Comprehensive Loss 1,469,357 . 1,427,211
Accumulated Other Comprehensive Loss : (148,064) {197,628)
Total Comprehensive Shareholders' Equity ‘ 1,321,293 1,229,583
Long-Term Debt, Net of Current Portion 1,116,779 1,119,012
Total Capitalization ' ' 2,438,072 2,348,595
" Current and Accrued Liabilities
Notes Payable to Banks and
= Commercial Paper 74,800 -
Current Portion of Long-Term Debt 9,516 9,393
Accounts Payable 212,067 155,485
.Amounts Payable to Customers 1,031 1,158
Dividends Payable 24,488 24,445
Other Accruals and Current Liabilities 58,788 60,404
Fair Value of Derivative Financial instruments 127,428 209,072
. - 508,118 459 957
Deferred Credits ' . : .
Deferred Income Taxes 500,982 - 489,720
Taxes Refundable to Customers . 11,066 11,009
Unamortized Investment Tax Credit ' . 6,621 - 6,796
Cost of Removal Regulatory Liability 91,724 - 90,396
Other Regulatory Liabilities : 64,360 © 66,339
Pension and Other Post-Retirement Benefit Liabilities 153,242 143,687
Asset Retirement Obligation - o 41,647 ~41,411
Other Deferred Credits - s 74,103 64,742
o - U 943,745 914,100
Commitments and Contingencies - -
-Total Capitalization and Liabillties ' ‘ $3,889,935 $3,722,652

See Notes to Condensed Consolidated Financial Statements
. ‘8'. . .
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Consolidated Statements of Cash Flows
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See Notes to Condensed Consolidatéd Financial Statements

Q-

(Unaudited)
Three Menths Ended
December 31,

(Thousands of Dollars) 2006 2004

OPERATING ACTIVITIES
Net Income Available for Common Stock $57,419 $50,438
Adjustments to Reconcile Net Income to Net Cash
Provided by Operating Activities:

Depreciation, Depletion and Amortization 43,046 46,940
Deferred Income Taxes 16,653 {1,864)
Income from Unconsolidated Subs:dlarles Net of ] -

Cash Distributions . 1,887 715
Minority Interest in Foreign Submduanes - 937
Excess Tax Benefits Associated with Stock-Based -

Compensation Awards . (6,439) -
Other 3,159 . 2,684
Change in:

- Hedging Collateral Deposits . 39,083 973
Receivables and Unbilled Utility Revenue (211,491} (132,963)
Gas Stored Underground and Materials and - : :
Supplies 5,692 12,824
Unrecovered Purchased Gas Costs (13,735) 636
Prepayments and Other Current Assets : 17,075 6,946
Accounts Payable 56,580 43,950
Amounts Payable to Customers {127) 7,640
Other Accruais and Current Liabilities ' "+ (554) 14,605
Other Assets (3,083) (13,894)
Other Liabilities ) 15,394 18,560

Net Cash Provided by Operating Actlvities - 20,569 59,127

INVESTING ACTIVITIES . , i LT
Capital Expenditures - . (70,368) © (40,022)
Other : {745) - {1,046)

Net Cash Used in Investing Activities (71,113) {41,068)

" FINANCING ACTIVITIES ' . o
Change in Notes Payable to Banks and Commercial Paper 74,800 13,300
Excess Tax Benefits Associated with Stock-Based :

.+ Compensation Awards 6,439 -
Reduction of Long-Term Debt , ' (2,110) . (3,508)
Dividends Paid on Common Stock | : ) {24,445) (23,210)
Net Proceeds from Issuance of Common Stock C - 2,570 3,452

Net Cash Provided by {Used in) Financing Activities . 57,254. {9, 967L

Effect of Exchange Rates on Cash . 147 5, 339

Net Increase In Cash and Temporary Cash Investments - . 6,857 13,431

Cash and Temporary Cash Investments at October 1 . 57,607 57,541

Cash and Temporary Cash Investments at December 31 $64,464 $70,972 -
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Consolidated Statements of Comprehensive Income :
{Unaudited}

Three Months Ended
December 31,

{Thousands of Dollars) 2005 2004
Nel Income Available for Common Stock $57.419 $50,438
Other Comprehensive Income, Before Tax: '
Forelgn Currency Translation Adjustment 255 30,084
Unrealized Gain on Securities Available for Sale
Arising During the Period : 1,142 1,129
Unrealized Gain on Derivative Financial Instruments '
Arising During the Period ) 40,997 20,102
Reclassification Adjustment for Realized Losses on .

Derivative Finangial Instruments in Net Income 37,931 - 18,196
Other Comprehensive Income, Before Tax_ . - 80,325 : 70,411
Income Tax Expense Related to Unrealized Gain .

on Securities Available for Sale Arising During the Period 400 395
Income Tax Expense Related to Unrealized Gain on Derivative )
Financial Instruments Arising During the Period 15,776 7.727

Reclassification Adjustment for Income Tax Benefit on
Realized Losses from Derivalive Financial Instruments S '
In Net Income . 14 585 . 6,911

Income Taxes — Net 30,761 15,033
Other Comprehensive Income ) 49,564 55,378 -

Comprehensive Income $106,983 $105,816

See Notes to Condensed Consolidated Financial Statements
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Item 1. Financial Statements (Cont.) :

National Fuel Gas Company
Notes to Condensed Consolidated Financial Statements

(Unaudited)

Note 1 - Summary of Significant Accounting Policies

Principles of Consaolidation. The Company consclidates its majority owned entities. The equity
method 'is used to account for minority owned entities. All significant intercompany balances and
transactions are eliminated. '

The preparation of the consolidated financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets
and liabilities at the date of the financial statements and the reported amounts of revenues and expenses
durrng the reporting period. Actual results could differ from those estimates.

Reclassification. Certain prior years amounts have been reclassified to conform with current year
presentation. '

Earnings for Interim Periods. The Company, in its opinion, has included all adjustments that are

necessary for a fair statement of the results of operations for the reported periods. The consolidated .
financial statements and notes thereto, included herein, should be read in conjunction with the financial

statements and notes for the years ended September 30, 2005, 2004 and 2003 that are included in the

.Company's 2005 Form 10-K. The 2006 consclidated financial statements will be examined by the

Company's independent accountants after the end of the fiscal year.

The eamings for the three months ended December 31, 2005 should not be taken as a
prediction of earnings for the entire fiscal year ending September 30, 2006. Most of the business of the
Utility and Energy Markeling segments is seasonal in nature and is influenced by -weather conditions.
Due to the seasonal nature of the heating business in the Utility and Energy Marketing segments,
earnings during the winter months normally represent a substantial part of the earnings in those
segments for the entire fiscal year.

Consolidated Statement of Cash Flows. For purposes of the Consolidated Statement of Cash Flows,
the Company considers all highly liquid debt instruments purchased with a maturrty of generally three
months or Iess to be cash equivalents.

Hedging Collateral Deposits, Cash held in margin accounts serve as collateral for open positions on
exchange-traded futures contracts, exchange-traded options and over-the-counter swaps and collars.

Gas Stored Underground - Current. In the Utlllty segment, gas stored uriderground ~ current is carried
at lower of cost or market, on a LIFO method. Gas stored underground — current normally declines
during the first and second quarters of the year and is replenished during the third and fourth quarters. In

-the Utility 'segment, the current cost of replacing gas withdrawn from storage is recorded in the
.Consolidated Statements of Income and a reserve for gas replacement is recorded in the Consolidated
Balance Sheets under the caption “Other Accruals and Current Liabilities.” Such reserve, which
amounted to $18.4 million at December 31, 2005, is reduced to zero by September 30 of each year as
the inventory is replenished. .

Acccmulated Other Comprehensive Income (Loss). The components of Accumulated Other
Comprehensive Income (Loss). net of reIated tax effect, are as follows {in thousands):

1-
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Item 1. Financlal Statements (Cont.)
At December 31, 2005 Al September 30, 2005

Minimum Pension Liability Adjustment $(107,844) . $(107,844)
Cumulative Foreign Currency

Translation Adjustment 28,264 28,009
Net Unrealized Loss on Derivative

Financial Instruments (74,772) (123,339)
Net Unrealized Gain on Securities

Avaiiable for Sale 6,288 5546
Accumulated Other Comprehensive Loss $(148,064) $(197.628)

Earnings Per Common Share. Basic earnings per common share is computed by dividing income
available for common slock by the weighted average number of common shares outstanding for the
period. Diluted earnings per common share reflect the potential dilution that could occur if securities or
other contracts to issue common stock were exercised or converted into commen stock. For purposes of
determining diluted earnings per common share, the only potentially dilutive securities the Company has
outstanding are stock options. The diluted weighted average shares outstanding shown on the
Consolidated Statement of Income reflects the. potential dilution as a result of these stock options as
determined using the Treasury Stock Method. Stock options that are antidilutive are excluded from the
calculation of diluted earnings per common share. For the quarters ended December 31, 2005 and
December 31, 2004, there were no stock options excluded as being antidilutive.

Stock-Based Compensation. The Company has various stock option and stock award plans which
- provide or provided for the issuance of one or more of the following to key employees: incentive stock:

options, nonqualified stock options, restricted stock, performance units or performance shares. .Stock
options under all plans have exercise prices equal to the average market price of Company common
stock on the date of grant, and generally no option is exercisable less than one year or more than ten
years after the date of each grant. Restricted stock is subject to restrictions on vesting and
- transferability. Restricted stock awards entitle the participants to full dividend and vofing rights.
Certificates for shares of restricted stock awarded under the Company's stock option and stock award
plans are held by the Company during the periods in which the restrictions on vesting are effective.
Restricted stock awards generally lapse ratably over a period of not more than ten years after the date of
each grant,

Prior to October 1, 2005, the Company accounted for its stock-based compensation under the
recognition and measurement principles of APB'25 and related interpretations.  Under that method, no
compensation expense was recognized for options granted under the Company’s stock option and stock
award plans. The Company did record, in accordance with APB 25, compensation expense for the
market value of restricted stock on the date of the award over the periods during which the vesting
restrictions.existed.. . -

Effective October 1, 2005, the Company adopted SFAS 123R, which requires the measurement
and recognition of compensation cost at fair value for all share-based paymenits, including stock options.
The Company has chosen to use the modified version of prospective application, as allowed by SFAS
123R. Using the modified prospective application, the Company is recording compensation cost for the
portion of awards granted prior ta October 1, 2005 for which the requislte service had not been rendered
and is recognizing such compensation cost as the requisite service is rendered on or after October 1,
2005. Such compensation expense is based on the grant-date fair value of the awards as calculated for
the Company’s disclosure using a Binomial option-pricing model under SFAS 123. Any new awards,
modifications to' awards, repurchases of awards, or cancellations of awards subsequent to September
30, 2005 will follow the provisions of SFAS 123R, with compensation expense being calculated using the
Black-Scholes-Merton closed form model. The Company has chosen the Black-Scholes-Merton closed
+, form model since it is easler to administer than the Binomial option-pricing model. Furthermore, since
the Company does not have complex stock-based compensation awards, it does not beiieve that
compensation expense would be materially different under either mode!. -There were no stock-based
compensation awards during the quarters ended December 31, 2005 and December 31, 2004. Stock-
based compensation expense for the quarters ended December 31, 2005 and December 31, 2004
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Item 1. Financial Statements {Cont.}

totaled approximately $149,000 and $164,000, respectively, and is included in operation and
maintenance expenses in the consolidated statement of income. The total income tax benefit related
to stock-based compensation expense during the quarters ended December 31, 2005 and December
31, 2004 was approximately $59,000 and $65,000, respectively. There were no capitalized stock based
compensation costs during the quarters ended December 31, 2005 and December 31, 2004.

The following table illustrates the effect on net income and earnings per share of the Compény
had the Company applied the fair value recognition provisions of SFAS 123 relating to stock-based
employee compensation for the quarter ended December 31, 2004

Three Months Ended
December 31, 2004

(In thousands, except per common share amounts)
Net Income, Available for Common Stock, As Reported . $

. 50,438
Add: Stock-Based Employee Compensation Expense Included in _
Reported Net Income, Net of Tax 108
Deduct: Total Stock-Based Employee Compensation Expense
Determined Under Fair Value Based Method for all Awards, Net
of Related Tax Effects (362)
-Pro Forma Net Income Available for Common Stock $ 50.182
Earnings Per Common Share:
Basic-As Reported g 0.61
Basi¢c~Pro Forma o ‘ $ 0.60
‘Diluted—Pro Forma ' . $ _. 0.59 ’
Sgock Ogtion

Transactlons during the quarter ended December 31, 2005 were as follows (in thousands except
optuon prices and years):
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. Iltem 1. Financial Statements (Cont. .
: Weighted
Weighted Average
Average Rernaining Aggregate
Number Exercise Contractual Intrinsic
of Gptions Price Life (Years) Value
Options Outstanding at September 30, 2005 10997 § 23.78
Granted _ _
Exercised (178) 21.24
Forfeited _ _
Options Outstanding at December 31, 2005 10819 § . 2382 438 §- 79.699
Options Exercisable at December 31, 2005 10669 $ 23.82 438 $ 78 505

The total intrinsic value of stock ‘options exercised during the quarters ended December 31, 2005
-and December 31, 2004 totaled approximately $1.9 million and $2.9 millicn, respectively. The amount of
cash received by the Company from the exercise of such stock options was approximately $2.7 million
. during the quarter ended December 31, 2005 and approximately $3.7 million during the quarter ended
December 31, 2004. The tax benefit realized by the Company from the exercise of such stock options
" during the quarters ended December 31, 2005 and December 31, 2004 was $0.9 million and $1.1 million,
respectively. Mo stock options were granted or became fully vested during the quarters ended
December 31, 2005 and December 31, 2004. As of December 31, 2005, unrecoghized compensation
expense related to stock options totaled approxlmatefy $0.2 million, which will he recognized over a
welghted average period of 1.3 years.

For options granted prior to October 1, 2005, the fair value of options at date of grant was
estimated using a Binomial option-pricing model with the following weighted average assumptions:

Three Months Ended

December 31,
o - i e e i b b e+ eeeem ._.._2005 PR 2004 .
Risk Free'lnterest Rete . _ - ' 4.04% C4.81%
Expected Life (years) ' 6.6 5.7
Expected Volatility ' . 212% - 21.9%
Expected Dividend Yield (Quarterly) , ' 4.10% - 1.06%

The risk-free Interest rate Is based on the yleld of a Treasury Note with a remaining term
commensurate with the expecied term of the optlon The expected life and expected volatility are based
. . on historical experience. . .

The Company used a forfeiture rate of 13.6% for cafculating‘ stock-based compensation expense
related to stock options- and this rate is based, on historical experience of the Company's currently
unvested stock option grants.
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Restricted Share Awards ' ' ' .

Transactions during the quarter ended December 31, 2005 were as follows (|n thousands, except
fair values):

Number of

Restricted Weighted Average ‘
Share Fair Value per
Awards Award
Restricted Share Awards Outstandlng at September
30. 2005 65 $ 24.46
Granted _ -
Vested @) 23.75
Forfeited — —
Restricted Share Awards Outstanding at December '
31, 2005 57 $ 24.56
As of December 31, 2005, unrecognized compensation expense related to restricted share
- awards totaled approxumately $0.2 million, which will be recognlzed over a welghted average period of

1.1 years.

New Accounting Pronouncements. In March 2005, the FASB issued FIN 47, an interpretation of SFAS
143. FIN 47 provides clarification of the term “conditional asset retirement obligation” as used in SFAS
143, defined as a legal obligation to perform an asset retirement activity in which the timing and/or
method of settlement are conditional on a future event that may or may not be within the control of the
Company.. Under this standard, a company must record a liability for a conditional asset retirement
obligation if the falr value of the obligation can be reasonably estimated. FIN 47 also serves to clarify
when a company would have sufficient information to reasonably estimate the fair value of a conditional
asset retirement obligation. FIN 47 becomes effective no later than the end of fiscal 2006. The
_ Company is currently evaluating the impact of FIN 47, if any, on its consolidated financial statements.

memmmenn - -May 2005, the FASB issued--‘SFAS- 154. SFAS 154 replaces APB-20 and SFAS 3 and
changes the requirements for the accounting for and reporting of a change in accounting principle. The -
Company is required to adopt SFAS 154 for accounting changes and corrections of errors that occur in
fiscal 2007. Early adoption is permitted. The Company’s financial condition and results of operations will
only be impacted by SFAS 154 if there are any accounting changes or carrections of errors in the future.

Note 2 - Income Taxes

The components of federal, state and foreign lncome taxes lncluded in the Consohdated
Statement of Income are as follows (in thousands)
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Three Months Ended
December 31,
2005 2004
Operating Expenses;
Current Income Taxes ‘
Federal ) $14,311 $23,742
State ‘ 4,814 6,525
Foreign 72 68
Deferred Income Taxes : 7
Federal 10,870 {(2,182)
State » 1,695 {960)
Foreign 4,088 532
365,850 : 27,725
Other Income:
Deferred investment Tax Credit (174) - (174)
Discontinued Operations ' - 1,968
Total Income Taxes . $35,676  $29,519

The U.S. and foreign components of income before income taxes are as follows (in thousands):

- Three Months Ended

December 31,
2005 ) 2004
us. . $79,630 $68,582
-Foreign 13,465 . 11,375
' $93,095 $79,957

Total income taxes as reporied differ from the amounts that were computed by applying the
federal income tax rate to income before income taxes. The following is @ reconciliation of this difference

Three Months Ended’ '

December 31,
2005 . 2004

Income Tax Expensa, Computed at . .
Statutory Rate of 35% : ' $32,583 $27,985
Increase {Reduction) in Taxes Reéulting From: ' . .

State income Taxes 4,231 3617

Foreign Tax Differential " .(857) (1,399)

Miscellaneous - : ' " (581) - (684)

. Total Income Taxes . . $35676 . $29,519

Significant components of the Company’s deferred tax liabilities (assets) were as follows (in

- thousands): :
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At December 31, 2005 Al September 30, 2005 .

Deferred Tax Liabilities:

Property, Plant and Equipment $577,306 $567,850
- Other 54,509 52,436
Total Deferred Tax Liabilities 631,815 620,286
Deferred Tax Assets:
Minimum Pension Liability Adjustment (58,070} - (58.069)
Capital Loss Carryover (8.459) (9,145)
Unrealized Hedging Losses (44,897) (75.657)
Other {69,919} (74,346)
" (181,345) (217,217)
Valuation Allowance 2.877 2,877
Total Deferred Tax Assets (178,468) (214,340)
Total Net Deferred Income Taxes $453,347 $405,946
Presented as Follows:
Net Deferred Tax Asset — Current " (47,635) (83,774)
Net Deferred Tax Liability - Non-Current 500,982 489,720
Total Net Deferred Income Taxes $453,347 $405,946

Regulatory liabilities representing the reduction of previously recorded deferred income taxes
“with rate-regulated activities that are expected to be refundable to customers amounted to $11.1 million
and $11.0 million at December 31, 2005 and September 30, 2005, respectively. Also, regulatory assets
representing future amounts collectible from customers, corresponding to additional deferred income
taxes not previously recorded because of prior ratemaking practices, amounted to $85.0 million at
December 31, 2005 and September 30, 2005.

The Amarican Jobs Creation Act of 2004 was signed into law on October 22, 2004. This
legislation included a provision which provided a substantially reduced tax rate of 5.25% on certain
dividends received from foreign affiliates. . In the quarter ended June 30, 2005, the Company received a
dividend of $72.8 million from a foreign affiliate and recorded a tax of $3.8 million on such dividend.

. A capital loss carryover of $24.2 million existed at December 31, 2005, which expires if not
utilized by September 30, 2008. Although realization is not assured, management estimates that a
portion of the deferred tax asset associated with this carryover will be realized during the camyover
period, and a valuation allowance is recorded for the remaining portion. Adjustments to the valuation
allowance may be necessary in the future if estimates of capital gain income are revised..

Note 3 - Capitalization

Common Stock. During the 'three months ended December 31, 2005, the Company issued 141,763
“ shares of common stock under the Company's stock option and director compensation plans. -

Note 4 - Commitments ?nd Contingencies

Environmental Matters. The Company is subject to various federal, state and local laws and

regulations relating to the protection of the environment. The Company has established procedures for
the ongoing evaluation of its operaﬂons to Identify potential. environmental exposures and comply with
regulatory policies and procedures. It is the Company’s policy to accrue estimated environmental clean-
up costs (investigation and remediation) when such amounts can reasonably be ‘estimated and it is.
probable that the Company will be. required to incur such costs. At December 31, 2005, the Company
has estimated its remaining clean-up costs related to former manufactured gas plant sites and third party
waste disposal sites will be $3.7 million. This Hability has been recorded on the Consolidated Balance
Sheet at December 31, 2005. . The Company expects 1o recover its environmental clean-up cosls from a
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combination of insurance proceeds and rate recovery. Other than as discussed in Note G of the

" Company's 2005 Form 10-K, the Company is currently not aware of any material additional exposure to
environmental liabilities. However, adverse changes in environmental regulations or other factors could
impact the Company.

Other. The Company is involved in litigation arising in the normal course of business. Also in the normal
course of business, the Company is involved in tax, regulatory and other governmental audits,
inspections, investigations and other proceedings that involve state and federal taxes, safety, compliance
with regulations, rate base, cost of service and purchased gas cost issues, among other things. While
the resolution of such litigation or regulatory matters could have a material effect on earnings and cash
flows in the quarterly and annual period of resolution, none of this litigation, and none of these regulatory
matters, are expected to change materially the Company's present liquidity posmon nor have a material
adverse effect on the financial condltton of the Company.

Note 5 — Discontinued Operations

On July 18, 2005, the Company completed the sale of its entire 85.16% interest in U.E., a district
heating and electric generation business in the Bohemia region of the Czech Republic, to Czech Energy
Holdings, a.s. for sales proceeds of approximately $116.3 million. The sale resulted in the recognition of
a gain of approximately $25.8 million, net of tax, at September 30, 2005. Market conditions during 2005,
including the increasing value of the Czech currency as compared to the U.S. doliar, caused the value of
the assets of U.E. to increase, providing an opportunity to sell the U.E. operations at a profit for the
Company. As a result of the decision to sell its majority interest in U.E., the Company began presenting
‘the Czech Republic. operations, which are primarily comprised of U.E., as discontinued operations in
June 2005. U.E. was the major component of the Company’s International segment. With this change in
presentation, the Company discontinued all reporting for an Internationa! segment.

The following is selected financial information of the discontinued operations for U.E.:

Three Months Ended

December 31,

{Thousands) . o 2004
Operating Revenues $43,975
Operating Expenses 35,777

Operating Income - 8,198
Other Income , : 826
Interest Expense ’ : {(169)

Income before Income Taxes and Minority Interest 8,855
Income Tax Expense 2,310
Minority Interest, Net of Taxes 937

income from Discontinued Operations ‘ ' $5,608

'Note 6 - Business Segment Information

The Company has five reportable segments: Utility, Pipeline and Storage, Exploration and
Production, Energy Marketing, and Timber. The breakdown of the Company's reportable segments is
based upon a combination of factors including differences in products and services, regulatory
environment and geographic factors. ' :

The data presented in the tables below reflect the reportable segments and reconciliations to
consolidated amounts. As stated in the 2005 Form 10-K, the Company evaluates segment performance
-based on Income before discontinued operations, extraordinary items and cumulative effects of changes
in accounting (when applicable). When these items are not applicable, the Company evaluates
performance based on net income. There have been no changes in the basis of segmentation nor in the
basis of measuring segrﬁent‘prqﬁt or loss from those used in the 2005 Form 10-K. There have been no
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material changes in the amount of assets for any operating segment from the amounts disclosed in the

2005 Form 10-K. .

Quarter Ended December 31, 2005 (Thousands)

210-

Exploration Total Corporate and
Pipeline and and Energy Reportable Intersegment Total
Utillity Storage Production  Marketing Timber Segments All Other Eliminations Consolidated
Revenue from External .
Customers $431,479 $34,738 $82,087 $145,560 £16,908 $710,772 $16) - $ . 710,756
intersegment Revenues $4,121 $21,296 5 - 5 - §23 $25,440 $4,527 $(29,967) s -
Segment Profit (Loss): )
Net Income {Loss) $21,753 $15850 $17,435 . $987 $1,464 $57,489 $570 $(640) £57419
Quarter Ended December 31, 2004 (Thousands)
Exploration Total Corporate and
Pipeline and and Energy Reportable Intersegment Total
Unility Storage Production  Marketing Timber Segments All Other Eliminations Consolidated
Revenue from Extemal -
Customers $316,829 $32,445 $71,838  $63,494 $12,995 3497,601 52,682 5 - $500,283
Intersegment Revenues $4,305 $20,599 s - s - s - $24,904 $1,080 $(25,984) s -
Segment Profit {Loss):
Income (Loss) from . ] . .
" Continuing Operations  $18,072 $12,277 $13,923 5750 $753 $45,775 5600 $(1,545) $44,830
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Note 7 - lntangihle Assets

The compoﬁents of the Company's intangible assets were as follows (in thousands):

At September 30,
At December 31, 2005 2005
Gross Net Net
Carrying Accumulated Carrying Carrying
Amount  Amortization  Amount Amount
Intangible Assets Subject to Amortization
Long-Term Transportation Contracts $8,580 $(3,118)  $5.462 $5,729
tong-Term Gas Purchase Contracts 31,864 {3,831) 28,033 28431
Intangible Assets Not Subject to-
Amortization
Retirement Plan Intangible Asset 8,142 - 8,142 . 8142
$48,586 $(6,949) $41,637 $42,302

Aggregate Amortization Expense

(Thousands)
Three Months Ended December 31, 2005 $666
Three Months Ended December 31, 2004 $666

Amortization expense for the transportation contracts is estimated to be $0.8 million for the
remainder of 2006 and $1.1 million annually for 2007 and 2008. Amortization expense is estimated to be’
$0.5 million and $0.4 million for 2009 and 2010, respectively.

Amortization expense for the long-term gas purchase contracts is eshmated to be $1 2 million for
the remainder of 2006 and $1.6 million annually for 2007, 2008, 2009 and 2010. .

Note 8 - Retirement Plan and Other Post-Retirement Benefits
Components of Net Périodic Benefit Cost (in thousands): .

Three months ended December 31,

Retirement Plan Other Post-Retirement Benefits

2005 2004 2005, 2004

Service Cost . ' $4,104 $3,429 ‘ $2,007 $1,538
Interest Cost 10,049 10,520 6,701 © 6,446 -
Expected Return on Plan Assets . (12,486) (12,3886) . . (5,576) (4,715)
Amortization of Prior Service Cost 239 257 o1 1
-Amortization of Transition Amount - - : 1,782 1,782
Amortization of Losses 5777 2,618 5,850 3,116
Net Amortization and Deferral :

For Regulatory Purposes {Including : '

Volumetric Adjustments) (1) . (1,528) 883 (2,684). (713)
Net Periodic Benefit Cost ‘ $6,155 $5,321 $8,081 $7,455

. M The Company's policy is to record retirement plan and other post-retirement benefit costs in the Ufility
"segment on a volumetric basis to reflect the fact that the Utility segment experiences higher throughput of
natural gas In the winter months and lower throughput of natural gas in tha summer months
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Emplayer Contributions, During the three months ended December 31, 2005, the Company
contributed $1.8 mitiion to its retirement plan and $7.8 million to its post-retirement benefit plan. in the

mainder of 2006, the Company expects to contribute in the range of $13.0 million to $18.0 million to its
retirement pian and to contribute in the range of $25.0 million to $32.0 mittion to its post-retirement
benefit plan.
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CRITICAL ACCOUNTING POLICIES

For a complete discussion of critical accounting policies, refer to "Critical Accounting Policies" in
item 7 of the Company's 2005 Form 1(-K. There have been no subsequent changes to that disclosure.

RESULTS OF OPERATIONS

Earnings

The Company's earnings were $57.4 million for the quarter ended Deceniber 31, 2005 compared
to earnings of $50.4 million for the quarter. ended December 31, 2004. As previously discussed, the
Company began presenting its Czech Republic operations as discontinued operations in June 2005.

Prior year amounts have been reciassified to reflect this change in presentation.

The Company's

earnings from continuing operations were $57.4 million for the quarter ended December 31, 2005
compared to earnings from continuing operations of $44.8 million for the quarter ended December 31,
2004. The increase in earnings from continuing operations of $12.6 million is primarily the result of
higher earnings in the Utility, Pipeline and Storage, and Exploration and Production segments. Additional
discussion of eamings in each of the business segments can be found in the business segment
information that follows. Note that all amounts used in the earnings discussions are after-tax amounts,

Earnings (Loss) by Segment

Increase

Three Months Ended December 31 (Thousands) 2005 2004 (Decrease)
Utility ' $21,753 $18,072 $3,681
Pipeline and Storage 15,850 12,277 - 3,873
Exploration and Production 17,435 13,923 3,512
Energy Marketing. 987 750 237

Timber 1,464 753 711
Total Reportable Segments - 57.489 45775 11,714
Alt Other 570 ~ 600 (30)
Corporate " (640) (1,545) 905
Total Earnings from Contrn@g_peratlons 57,419 44,830 12,589
| Eamings from Discontinued Operations - 5,608 (5,608)
Total Consolidated $57,419 $ 50,438 $6,981

m Includes earnings from the former International segment's activity other than the activity from the

Gzech Republcc aperations included in Earnings from Discontinued Operations.

Utility
Utility Operating Revenues
. . . increase
Three Months Ended December 31 (Thousands) 2005 2004 {Decrease
Retail Sales Revenues: ‘ o
Residential $344,873 . $255,066 $89,807
Commercial 56,890 © 41,783 ¢ 15,107
Industriat 4,452 2,143 2,308
. 406,215 298 992 107,223
‘I Transportation 26,916 20,960 . . 5,056
Other : 2,469 1,182 | 1,287
~$435,600' $321,134 [ -.$114 466
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Utility Througﬁput
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: - Increase
Three Months Ended December 31 (MMef) 2005 2004 " {Decrease)
Retail Sales:
Residential 19,524 19,869 (345)
Commercial 3,443 3,454 (11}
Industrial 327 176 151
' ] 23;294 23,499 (205)
Transportation - 14,342 14,103 239
) 37,636 37,602 34
_Dg_grea Days
" Percent
Three Months Ended o Colder (Warmer) Than
December 31 Normal 2005 2004 Normal Prior Year
Buffalo 2,260 2,210 2,172 2.2) 17
Erie 2,081 2,048 1,997 {1.6) 286
2005 Compared with 2004

Operating revenues for the Utility segment increased $114.5 million for the quarter ended
December 31, 2005 as compared with the quarter ended December 31, 2004. The $107.2 million
increase in retail gas sales was primarily the result of the recovery of higher gas costs (gas costs are
“recovered dollar for dollar in revenues). The increase in-transportation revenues was primarily due to an
out-of-period adjustment of $3.9 million to correct the New York jurisdiction's calculation of the
symmetrical sharing component of the Gas Adjustment rate. The adjustment resulted when it was
determined that certain credits that had been included in the calculation should have been removed
during the implementation of a previous rate case settlement. The symmetrical sharing component is a
mechanism included in Distribution’s New York rate settlement that shares with customers 90% of the
difference between actual revenues received from large volume customers and the leve! of revenues that
were projected to be received during the rate year. The adjustment related fo fiscal years 2002 through
2005. The impact of the New York rate case settiement, which became effective in August 2005, was to
increase operating revenues by $7.4 milion. This increase consisted of a base rate increase, the
implementation of a merchant function charge, the efimination of certain bill credits, and the eilmination of
the gross receipts tax surcharge. In the Pennsylvania jurisdiction, the impact of a base rate increase,
which became effective in April 2005, was to increase operating revenues by $2.7 million.

The Utility segment's earnings for the quarter ended December 31, 2005 were $21.7 million, an
increase of $3.7 million when compared with the quarter ended December 31, 2004. In the New York
Jjurisdiction, eamings increased $1.8 million. The increased eamings in the New York jurisdiction {argely
related to the symmetrical sharing adjustment discussed above ($2.6 million). The positive impact to
revenues of the New York rate case settlement ($4.8 million) was mostly offset by lower usage per
customer account ($1.9 million), higher bad debt expense ($2.1 miflion), higher pension expense ($0.6

" million), and higher interest expense ($0.6 million). In' the Pennsylvania jurisdiction, earnings increased -

$1.9 million. . Increased eamings in the Pennsylvania jurisdiction resulted primarily from a base rate
increase first implemented in April 2005 ($1 8 million). This increase more than offset shghtiy higher bad
debt expense ($0.6 mllllon)

The impact of weather variations on eamings in the New York jurlsd1ctlon is mitigated by that
jurisdiction’s weather normalization clause {(WNC). The WNC in New York, which covers the eight-month
period from October through May, has had a stabilizing effect on eamings for the New York rate
jurisdiction. For the quarlers ended December 31, 2005 and December 31, 2004, the WNC preserved

. $0.5. million and $1.3 million of eamings, respectively, since it was warmer than normal. In periods of
colder than normal weather, the WNC benefits Distribution Corporation's New York customers.
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Pipellne‘énd Storage

Pipeline and Storage Operating Revenues

‘ Increase
Three Months Ended December 31 (Thousands) 2005 2004 (Decrease)
Firm Transportation $31,086 $29,531 $1,555
Interruptible Transportation 1,323 926 397
- 32,409 30,457 1,952
Firm Storage Service 16,248 16,094 154
Other 7,377 6,493 884
$56,034 $53,044 $ 2,990
Pipeline and Storage Throughput .
Increase
Three Months Ended December 31 (MMcf) 2005 2004 {Decrease)
Firm Transportation 102,822 83,742 18,080
Interruptible Transportation 3,723 1,662 2,061
106,545 85,404 21,141

2005 Compared with 2004

Operating revenuss for the Pipeline and Storage segment increased $3.0 million for the quarter
-ended December 31, 2005 as compared with the quarter ended December 31, 2004. The $2.0 million
increase in transportation revenues was primarily due to additional contracts with customers and the
renewal of contracts at higher rates, both of which reflect the increased demand for transportation
services due to market conditions resulting from the effects of last fall's hurricane damage to production
" and pipeline infrastructure in the Gulf of Mexico. The $0.9 million increase in other operating revenues
was primarily due to higher revenues from unbundled pipeline sales due to higher natural gas prices
{$1.4 million), offset by a decrease in cashout revenues ($0.7 million). Cashout revenues are completely
offset by purchased gas expense and consequently have no impact on earnings.

Earnings in the Pipeline and Storage segment increased $3.6 million from $12.3 million for the
quarter ended December 31,-2004 to $15.9 million for the quarter ended December 31, 2005. The major
factors contributing to the increase were higher transportation revenues ($1.3 million) and higher
revenues from unbundled pipeline sales ($0.9 million), both noted above, as well ‘as lower operating
expenses ($1.1 million). Operating expenses decreased primarily due to a lower reserve for prefiminary
project costs associated with the Empire State Pipeline Expansmn project ($0.7 million) and the impact of
lower pension expense ($0.2 million),

Explonjalion and Production

Exploration and Production bperatirig Revenues

o Increase
Three Months Ended December 31 mmusands) 2005 2004 (Decrease)
Gas (after Hedging) $49,341 $42,744 $6,597
Ol {after Hedging) 29,395 26,896 2,499
Gas Processing Plant 13,419 -8,704 4,715
Other : 1,524 753 771
Intrasegment Elimination "’ (11,592) (7,259) (4,333) .
$82,087 $71,838 - $10,249

™ Represents the elimination of certain West Coast gas production included in “Gas (after Hedging)" in
the table above that was sold to the gas processing plant shown in the table above.. An elimination for
"the same dollar amount was made to reduce the gas processing plant's Purchased Gas expense.
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Production Volumes

Increase
Three Months Ended December 31 2005 2004 (Decrease)
Gas Production (mMmci)
Gulf Coast 1,667 3,225 (1,558)
West Coast 1,018 1,039 (21) -
Appalachia 1,253 1,206 47
Canada 1,911 1,665 246
5,849 7,135 (1,286)
Oil Production (Mbo!) .
Guif Coast : 107 - 289 (182)
West Coast 685 . 6563 32
Appalachia 10 3 7
Canada 87 76 11
889 1,021 (132)
Average Prices
. Increase
Three Months Ended December 31 2005 ‘2004 {Decrease)
Average Gas Price/Mcf '
Gulf Coast ' - $10.74 $6.50 $4.24
West Coast $11.08 $6.55 $4.53
Appalachia - $13.62 $7.73 $5.89
Canada $10.76 $5.45 $5.31
Weighted Average . $11.42 '$6.47 $4.95
Weighted Average After Hedging . $8.44 $5.99 $2.45
Average Oil Price/Bbl
Gulf Coast : "$57.90 $47.08 $10.82
West Coast T $51.34 $37.14 $14.20
Appalachia $61.53 - $44.33 $17.20
Canada _ : $43.18 $38.43 $4.75
Weighted Average $51.45 $40.08 $11.37
Weighted Average After Hedging $33.07 $26.35 $6.72

2005 Compared with 2004

, Operating revenues for the Exploration and Production segment increased $10.2 million for the
quafter ended December 31, 2005 as compared with the quarter ended December 31, 2004, Gas

- production revenue after- hedging-increased -$6.6 -million. An-increase in the weighted- average price of
gas after hedging ($2.45 per Mcf) more than offset an overall decrease in gas production. Oil production
revenue afler hedging increased $2.5 million. ‘An-increase in the weighted average price of oil after
hedging ($6.72 per bbl) more than offset an overall decrease in oil production of 132,000 barrels. Most of
the decrease.in gas and oll prdduction occurred in the Gulf Coast (a 1,558 MMcf decline in gas
production and a 182,000 bbl decline in oil production), which is consistent with this region's expected -
delays in production volumes due largely to the impact of last fal's hurricane damage to pipeline
infrastructure in the Gulf of Mexico. Currently, Seneca has approximately 87% of its pre hurricane Gulf of
Mexico production back on line. The remaining 13% continues to wait on plpeline and facilities repair.
These repairs may be completed within the next six months.*

The Exploration and Productlon segment's earnings for the quarter ended December 31, 2005
were $17.4 million compared with eamings of $13.9 million for the quarter ended December 31, 2004.
‘The Increase Is attributable to the positive impact of higher natural gas and -crude oil revenues, as
discussed above ($5.9 million positive contribution to eamings). Partially offsetting this increase, the
Exploratlon and Productlon segment expenenced hlgher lease operatlng costs ($2.0 million) primarily in
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the West Coast region due to higher steaming costs associated with heavy crude oil production in the
California Midway-Sunset fi eld

Energy Marketing

Energy Marketing Operating Revenues

Increase
Three Months Ended December 31 (Thousands) 2005 2004 (Decrease)
Natural Gas (after Hedging) ' $145523 | $63,489 $92,034
Other 37 5 32
$145,560 | $63,494 $ 82,066

Energy Marketing Volumes
' ' ' Increase
Three Months Ended December 31 2005 2004 {Decrease
Natural Gas — (MMcf) ’ 9975 | - 8,007 1,968

2005 Compared with 2004

Operating revenues for the Energy Marketthg segment increased $82.1 million for the quarter
ended December 31, 2005 as compared with the quarter ended December 31, 2004. This increase.
primarily reflects hfgher gas sales revenue due to an increase in the price of natural gas and, o a lesser
extent, an increase in throughput,

The Energy Marketing segment's earnings increased $0.2 million from $0.8 million for the quarter
ended December 31, 2004 to $1.0 million for the quarter ended December 31, 2005. The major factors
contributing to the increase were higher gross margin ($0.5 million) resultlng from hlgher throughput
offset by an increase in operating expenses ($0.3 million).

Timber

Timber Operating Revenues

. ) . increase
Three Months Ended December 31 (Thousands) 2005 | 2004 | . (Decrease)
'| Log Sales ' $6,256 $4,876 $1,380
Green Lumber Sales ... . . ... ... . .. . N 1,462 | 1,446 16
Kitn Dry Lumber Sales ) . 8,500 6,274 .| 2,226
Other . R - 743 |- 399 314
Operating Revenues $16,931 $12,995 $3,936
Timber Board Feet .
. T C Increase
Three Months Ended December 31 (Thousands) : 2005 2004 (Decrease)
Log Sales . : B - 2,491 . 1,745 746
Green Lumber Sales : . - . 1974 | 2,164 (190}
Kiln Dry Lumber Sales - 4,486 |. 3,366 1,120
' ) : 8,951 7,275 1,676
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2005 Compared with 2004

Operating revenues for the Timber segment increased $3.9 million for the- quarter ended
December 31, 2005 as compared with the quarter ended December 31, 2004. Higher revenues from kiln
dry lumber sales ($2.2 million and 1.1 million board feet) are partially responsible for the increase due to
an increase in processing capacity for kiln dry lumber. The increase in capacity resulted from the
addition of two new kilns in February 2005. Higher log sales of $1.4 million also contributed to the
increase in revenues. Favorable weather conditions allowed for the harvestlng of greater volumes of

timber and the accompanymg cherry veneer logs, which have the highest price in the harvested timber
mix.

The Timber segment's earnings for the quarter ended December 31, 2005 were $1.5 million, an
increase of $0.7 million when compared with earnings of $0.8 million for the quarter ended December 31,
2004. The increase was principally due to higher margins from lumber and log sales ($1.2 million). This
was partially offset by higher depletion expense ($0.3 million), '

Corporate and All Other
2005 Compared with 2004
Corporate and All Other recorded a loss of $0.1 million for the quarter ended December 31, 2005
compared with a loss of $0.9 miillion for the quarter ended December 31, 2004. This improvement was
principally due to an increase in interest i income resulting from the investment of proceeds received from
.the sa!e of UE. in Ju!y 20086,

CAPITAL RESOURCES AND LIQUIDITY

The Company's primary source of cash during the three-month period ended December 31,
2005 consisted of short-term borrowings and cash provided by operating activities. This source of cash
was supplemented by issuances of common stock under the Company's stock plans. During the three
months ended December 31, 2005, the common stock used to fulfill the requirements of the Company's
401(k) plans and Direct Stock Purchase and Dividend Relnvestment Plan was obtained via open market
purchases,

Operating Cash Flow

Intemally generated cash from operating activities consists of net income available for common
stock, adjusted for noncash expenses, noncash income and changes in operating assets and liabilities.
Noncash items include depreciation, depletion and amortization, deferred income taxes, income or loss
from unconsolrdated subsidiaries net of cash distributions, and minority interest in foreign subsidiaries.

Cash provided by operating activities in the Utility and the Pipeline and Storage segments may
vary from period fo period because of the impact of rate cases. In the Utility segment, supplier refunds,
over- or under-recoverad purchased gas costs and weather may also significantly impact cash flow. The
impact of weather on cash flow is tempered In the Utility segment's New York rate jurisdiction by its WNC
and in the-Pipeline and Storage segment by Supply Corporation's straight fixed-variable rate design.

) Because of the seasonal nature of the heating business in the Utility and Energy Marketing
segments, revenues in these segments are relatively high during the heating season, primarily the first
and second quarters of the fiscal year, and receivable balances historically Increase during these periods
from the balances receivable at September 30.

The storage gas Inventory normally declines during the first and second quarters of the year ‘and
is replenished during the third and fourth quarters. For storage gas inventory. accounted for under the
LIFO method, the current cost.of replacing gas withdrawn from storage is recorded in the Consolidated
Statements of Income and a reserve for gas replacement Is recorded in the Consolidated Balance
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Sheets under the caption "Other Accruals and Current Liabilities." Such reserve is reduced as the
inventory is replenished. :

""Cash provnded by operahng activities in the Exploratlon and Production segment may vary from
period to period as a result of changes in the commodity prices of natural gas and crude oil. The
Company Uses various derivative financial instruments, including price swap agreemenis and no cost
coliars in an attempt to manage this energy commaodity price risk.

Net cash provided by operating activities totaled $20.6 million for the three months ended
December 31, 2005, a decrease of $38.5 million compared with the $59.1 million provided by operating
aclivities for the three months ended December 31, 2004. This decrease c¢an be aftributed to the timing
of gas cost recovery in the Utility segment. !t also can be attributed to the timing of federal tax payments
and reflects the fact that the Company no longer has positive cash flow from its former Czech Republic
operations, which were sold in July 2005. These decreases were partially offset by higher oil and gas
revenues in the Exploration and Production segment and a decrease in hedging coliateral deposits for
the quarter ended December 31, 2005 in the Exploration and Production and Energy Marketing
segments. Hedging collateral depos1ts serve as collateral for open positiorts on exchange-traded fulures
contracts, exchange-traded options and over-the-counter swaps and collars.

Investing Cash Flow

Exgendftures for L ong-Lived Assets

The Company's expenditures for long-lived assets totaled $70.4 million during the three months
ended December 31, 2005. The table below presents these expenditures:

. -] Three Months Ended December 31, 2005
‘ in miltions of doliars)
Total
Expenditures for
Long-Lived Assets
Uttitity $12.4
. Pipeline and Storage 6.2
. Exploration and Production 50.9
Timber 0.5
Corporate and All Other 0.4
. $70.4
Utility

The majority of the Ulility capital expenditures for the three months ended December 31, 2005
_were made for replacement of mains and main extensions, as well as for the replacement of servlce
fines.

Pipgl)ne and Storage

The majority of the Pipeline and Storage caplital expenditures for the three months ended
December 31, 2005 were made for additions, mprovements and replacements to this segment’s
transmission and gas storage systems :

. gas to the East Coast, either through the Supply Corporation or Empire systems or in partnership with
others. In October 2005, Empire filed an epplication with the FERC for the authority to build and operate
the Empire Connector project to expand its natural gas pipeline operations to serve new markets in New

. The Company continues to eprore various opportunities to expand its capabilities to transport
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York and elsewhere in the Northeast by extending the Empire Pipeline.® Assuming the proposed
Millennium Pipeline is constructed, the Empire Connector will provide an upstream supply link for Phase |
of the Millennium Pipeline and will transport Canadian and other natural gas supplies to downstream
customers, including KeySpan Gas East Corporation, which has entered into precedent agreements to
subscribe for at least 150 MDth per day of natural gas transportation service through the Empire State
Pipeline and the Millennium Pipeline systems.* The Empire Connector will be designed to move up to
approximately 250 MOth of natural gas per day.” Empire anticipates that FERC will provide a
determination on this application by November 2006." The targeted in-service date is November 2007.*

" The Company anticipates financing this project with cash on hand and/or through the use of the
Company’s bi-lateral lines of credit.* As of December 31, 2005, the Company had incurred
approximately $4.7 million in costs (all of which have been reserved) related to this project. Of this
amount, $0.7 million and $1.7 million were incurred during the quarlers ended December 31, 2005 and
December 31, 2004, respectweiy

The Company also plans to extend Supply Corporation's pipeline system from the Tuscarora
storage field to the intersection of the proposed Millennium and Empire Connector pipelines {the
Tuscarora Extension).* The Tuscarora Extension will be designed: initially to move up to approximately
130 MDth of natural gas per day.* The targeted in-service date is late in calendar 2007 or eardy in
calendar 2008.* The Company anticipates financing this project with cash on hand and/or through the
use of the Company's bi-lateral lines of credit.* The Tuscarora Extension’is contingent on market
developments, and the Company has not yet filed an application with the FERC for the authority to build
and operate . There have been no’ costs incurred by the Company related to this pro;ect as of
December 31, 20086.

Exploration and Production

, The Exploration and Production segment capital expenditures for the three months ended
December 31, 2005 included approximately $12.1 million for Canada, $24.0 million for the Gulf Coast
region ($24.0 million for the off-shore program in the Gulf of Mexico), $3.4 million for the West Coast
region and $5.4 million for the Appalachian region. The significant amount spent in the Gulf Coast region
is related to high commodity prices, which has improved the economics of investment in the area. These
amounts included approximately $8.0 million spent to develop proved undeveloped reserves.

Timber

The majority of the Timber segment capital expenditures for the three months énded December
31, 2005 were maq‘e for.purchases of equipment for Highland’s sawmill and kiln operations.

Corporate and All Other

- —————The-majority-of -the-Cerporate-and-All-Other- capital-sxpendituresfor_the-three_months..ended
December 31, 2005 were for. the constructlon of a distributed generatlon facmty at the Company's
corporate headquarters : .

The Company continuously evaluates capital expenditures and investments in corporations,
partnerships, and other business entities. The amounts are subject to modification for opportunities such .
as the acquisition of attractive oll and gas properties, timber or natural gas storage facilities and the
expansion of natural gas transmission line capacities. While the majority of capita! expenditures in the
Utility segment are necessitated by the continued need for replacement and upgrading of mains and
service lines, the magnitude of future capital expenditures ar other investments in the Company‘s other
business segments depends, to a large degree upon market conditions.”

Financing Cash Flow

 Consolidated short-term debt increased $74.8 million during the three months ended Décemper
31, 2005. The Company continues to consider short-term debt (consisting of short-term notes payable to
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banks and commercial paper) an important source of cash for temporarily financing capital expenditures
and investments in corporations and/or parinerships, gas-in-storage inventory, unrecovered purchased
gas costs, margin calls on derivative financial instruments, exploration and development expenditures
and other working capital needs. Flucluations in these items can have a significant impact on the
amount and timing of short-term debt. At December 31, 2005, the Company had outstanding short-term
notes payable to banks of $74.8 million. There was no outstanding commercial paper at December 31,
2005. The Company had SEC authorization under PUHCA 1935 to borrow and have outstanding as
much as $750.0 million of short-term debt at any time through February 8, 2006. PUHCA 1935 was
repealed effective February 8, 2006, and as of that date the Company no longer needs authorization from
the SEC under that act to issue short-term debt. As for bank loans, the Company maintains a number of
individual (bi-lateral} uncommitted or discretionary lines of credit with certain financial institutions for
general corporate purposes. Borrowings under these lines of credit are made at competitive market
rates. Each of these credit lines, which aggregate to $420.0 million, are revocable at the option of the
financial Institutions and are reviewed on an annual basis. The Company anticipates that these lines of
credit will continue to be renewed.* The total amount available to be issued under the Company's
commercial paper program is $200.0 milion. The commercial paper program is backed by a
syndicated commitied credit facility which totals $300.0 million and extends through September 30, 2010.
The Company plans to increase the size of its commercial paper program from $200 0 million to $300.0
million.*

Under the Company's committed credit facility, the Company has agreed that its debt to
capitalization ratio will not exceed .65 at the last day of any fiscal quarter from September 30, 2005
through September 30, 2010. A{ December 31, 2005, the Company's debt to capitalization ratio (as
calculated under the facility) was .48. The constraints specified in the committed credit facility would .
permit an additional $1.25 billion in short-term and/or long-term debt to be outstanding (further limited by
the indenture covenants discussed below) before the Company’s debt to capitalization ratio would exceed
£65. If a downgrade in any of the Company's credit ratings were to occur, access to the commercial
paper markets might not be possible.* However, the Company expects thatit could borrow under its
~uncommitted bank lines of credit or rely upon other liquidity sources, including cash provided by
operations.* ’

Under the Company’s existing indenture covenants at December 31, 2005, the Company would
have been permitted to issue up to a maximum of $837.0 million in additional long-term unsecured
indebtedness at then-current market interest rates in addition to belng able to issue new indebtedness to-
replace maturing debt. The Company's present liquidity position is believed to be adequate to satisfy
known demands.”

The Compan;fs 1974 indenture, pursuant to which $399.0 mnlllon (or 35%) of the Companys
- long-term debt (as of December 31, 2005) was |ssued contains a cross-default provision whereby the

an obligation to repay the debt outstanding under the indenture. In particular, a repayment obligation -
.could be triggered if the Company fails (i) to pay any scheduled principal ‘or interest on any debt under
any other indenture or agreement or (i) o perform any other term in any other such indenture or
agreement, and the effect of the failure causes, or would permit the holders of the debt to cause, the debt
under such indenture or agreement to become due prior to its stated maturity, unless cured or waived.

The Company's $300.0 million committed credit facility also contains a cross-default provision
whereby the failure by the Company' or its significant subsidiaries to make payments under other
. borrowing amangements, or the occurrence of ceriain - ‘events affecting those other borrowing
arrangements, could trigger an obligation to repay any amounts outstanding under the committed credit
facility. In particular, a repayment obligation could be triggered if (i) the Company or any of its signifi icant
subsidiaries fails to make a payment when due of any principal or interest on any other indebtedness
- .aggregating $20.0 million or more or (i) an event occurs that causes, or would permit the holders of any
other indebtedness aggregating $20.0 million or more to cause, such indebtedness to become due prlor

to its stated maturity. As of December 31, 2005, the Company had no debt outstanding under-the
committed credit facility. '
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The Company also had authorization from the SEC, under PUHCA 1935 to issue long-term debt
securities and equity securities in an aggregate amount of up to $1.5 billion during the period from
November 2002 through February 8, 2006. As a result of the repeal of PUHCA 1935 (effective February
8, 2006), the Company no longer needs authorization under that act to issue iong-term debt securities
and equity securities. The Company has an effective registration statement on file with the SEC under
which it has available capacity to issue an additional $550.0 miltion of debt and equity securities under
the Securities Act of 1933. The Company may sell all or a portion of the remaining registered securities if
warranted by market conditions and the Company's capital requirements. Any offer and sale of the
above mentioned $550.0 million of debt and equity securities will be made only by means of a prospectus
meeting the requirements of the Securifies Act of 1933 and the rules and regulations thereunder.

The amounts and timing of the issuance and sale of debt or equity securities will depend on
market conditions, indenture requirements, regulatory authorizations and the capital requirements of the
Company.

On December 8, 2005, the Company’s board of directors authorized the Company to implement
a share repurchase program, whereby the Company may repurchase outstanding shares of common
stock, up to an aggregate amount of 8 million shares in the open market or through privately negotiated
fransactions. It is expected that this share repurchase program will be funded with cash provided by
operating activities and/or through the use of the Company’s bi-lateral lines of credit.* Currently, no

shares have been repurchased under this program, but It is expected that open market repurchases wrll

begin in February 2006 and continue from time to time depending on market conditions.*
OFF-BALANCE SHEET ARRANGEMENTS

The Company has entered into certain off-balance sheet: financing arrangements. These
financing arrangements are primarily operating and capital leases. The Company's consolidated
subsidiaries have operating leases, the majority of which are with the Utility and the Pipeline and Storage
segments, having a remaining lease commitment of approximately $49.8 million. These leases have
been entered into for the use of buildings, vehicles, construction tools, melers, computer equipment and
other items and are accounted for as operating leases. The Company’s unconsolidated subsidiaries,
which are accounted for under the equity method, have capital leases of electric generating equipment
having a remaining lease commitment of approximately $8.4 million. ‘The Company has guaranteed 50%
or $4.2 million of these capltal lease cummltrnents

OTHER MATTERS
" The Company is involved in litigation arising in the normal course of business. Also in the normal

course of business, the Company is involved in tax,.regulatory and other governmental audits,
inspections, investigations and other proceedings that involve state and federal taxes, safety, compliance

- —-with-regulations;-rate base; cost of service and purchased gas cost issues, among other things. While

the resolution of such litigation or regulatory matters could have a material effect on earmnings and cash

flows in the quarterly and annual period of resolution, none of this litigation, and none of these regulatory
“matters, are expected to change materially the Company’s present I|qundity position, nor have a material

adverse effect on the financial condition of the Company.*
' -Market Rlsk Sensitive Instruments

For a complete discussion of market risk sensitive instruments, refer to "Market Risk Sensitive

Instruments” in ltem 7 of the Company's 2005 Form 10-K. There have been no subsequent material
- changes to the' Company s exposure to market nsk sensituve instruments.

" Rate and Regulatory Matters

Energy Policy Act
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On August 8, 2005, President Bush signed into law the Energy Policy Act, which, among other
things, repealed PUHCA 1935 effective February 8, 2006. With repeal of PUHCA 1935, the
Company is no longer subject to that act's broad regulatory provisions, including provisions relating to
the issuance of securities, sales and acquisitions of securities and utility assets, intra-company
transactions and limitations on diversification. The Energy Policy Act includes .PUHCA 2005, which,
among other things, grants the FERC and state public utility regulatory commissions access to certain
books and records of companies in holding company systems, provides (upon request of a state
commission or holding company system) for FERC review of allocations of costs of non-power goods
and administrative services in electric utility holding company systems, and modifies the jurisdiction of
FERC over certain mergers and acquisitions involving public utilities or holding companies. On
December 8, 2005, pursuant to PUHCA 2005, the FERC issued Order 667. As required by Order 667,
the Company will file a "Notification of Heolding Company Status” with the FERC by March 10, 2006,
Certain subsidiaries of the Company may be eligible for exemption from the requirements of PUHCA
2005 and Order 667. The Company is in the process of evaluating that matter and may file appropriate
exemption notifications with the FERC. The Company is unable to predict at this time what the ultimate
outcome of these or fulure legislative or regulatory changes will be. The Company is still in the process
of analyzing the effect of the Energy Policy Act on the Company, including the effects -of any related
proceeding at the state level and new regulattons at the federal level.

Utility Operation
Base rate adjustments in both the New York and Pennsylvania jurisdictions do not reflect the

recovery of purchased gas costs. Such costs are recovered through operatlon of the purchased gas-
adjustment clauses of the appropriate regulatory authoritles.

* New-York Jurisdiction

' On August 27, 2004, Distribution Corporation filed proposed tariff amendments and supporting
- testimony designed to increase its annual revenues by $41.3 million beginning October 1, 2004. Parties,
including the NYPSC Staff, the New York State Consumer Protection Board, Multiple Intervenors (an
advocate for large commercial and industrial customers), natural gas marketers and others, filed
responsive testimony recommending a base rate decrease, among other things. Thereafter, the Parties
and other interests commenced setlement negotiations. ‘On April 15, 2005, Distribution Corporation, the
Parties and others executed an agreement settling all outstanding issues. In an order issued July 22,
2005, the NYPSC, approved the April 15, 2005 settlement agreement, substantially as filed, for an
" effective date of August 1, 2005. The settlement agreement provides for a rate increase of $21 miliion by
means of the elimination ‘of bill credits ($5.8 million) and an increase in base rates ($15.2 million). For
" the two-year term of the agreement and thereafter, the return on equity level above which eamungs must
bé shared.with-rate. payel:smu-be—‘l-LSJa.-___—_ e —

Pannsylvanla Jurisdiction

On September 15, 2004, Distribution Corporation filed proposed tariff amendments with PaPUC
fo increase annual revenues by $22.8 million to cover increases in the cost of service to be effective -
November 14, 2004. The rate request was .filed to address throughput reductions and increased
operating costs such as uncollectibles and personnel expenses. Applying standard procedure, the
. PaPUC suspended Distribution Corporation's tariff-filing to perform an Investigation and hold hearings.

" On February 16, 2005, the parties reached a settlement of all issues. The settlement was submitted to
the Adminlistrative Law Judge, who, on March 2, 2005 issued a decision recommending adoption of the .
settlement. The settlement provides for a base rate increase of $12.0 million and terminates the-tracking
of pension expenses versus the rate allowance. The settlement was approved by PaPUC on March 23
-2005, and the new rates went into effect on April 15, 2005. :
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Pipeline and Storage

Supply Corporation currently does not have a rate case on file with the FERC. Management will
continue to monitor Supply Corporation's financial position to determine the necessity of filing a rate case
in the future.

On November 25, 2003, the FERC issued Order 2004. Order 2004 was clarified in Order 2004-A
on April 16, 2004 and Order-2004-B on August 2, 2004. Order 2004, which went into effect September
22, 2004, regulates the conduct of transmission providers (such as Supply Corporation) with their “energy
affiliates.” The FERC broadened the definition of "energy affiliates" to include any affiliate of a
transmission provider if that affiliate engages in or is involved in transmission (gas or electric)
transactions, or manages or controls transmission capacity, or buys, sells, trades or administers natural
gas or electric energy or engages in financial transactions relating to the sale or transmission of natural
gas or electricity. Supply Corporation's principal energy- affiliates are Seneca, NFR and, possibly,
Distribution Corporation.* Order 2004 provides that companies may request waivers, which the
Company has done with respect to Distribution Corporation and is awaiting rulings. Order 2004 also
provides an exemption for local distribution companies that are affiliated with interstate pipelines. (such as
Distribution Corporation), but the exemption is limited, with very minor exceptions, to local distribution
corporations that do not make any off-system sales. Distribution Corporation stopped making such
off-system sales effective September 22, 2004, although it continues to make certain sales permitted
by a prior FERC order; FERC has required Supply Corporation to provide arguments justifying the
continued effectiveness of that order. . Supply Corporation and Distribution Corporation would like to
_continue operating as they do, whether by waiver, amendment or further clarification of the new rules, or
by complying with the requirements applicable if Distribution Corporation were an energy affiliate.
Treating Distribution Corporation as an energy affiliate, without any waivers, would require changes in the
way Supply Corporation and Distribution Corporation operate which would decrease efficiency, but
probably would not increase capital or operating expenses 1o an extent that would be material to-the
financial condition of the Company.* Until there is further clarification from the FERC on the scope of
these exemptions and rulings on the Company's waiver requests, the Company is unable to predict the
impact Order 2004 wili have on the Company. As previously mentioned, Distribution Corporation stopped
making off-system sales, effective September 22, 2004: The Company does not expect that change to
have a material effect on the Company's results of operatlons as marglns resulting from off-system sales
are minimal as a result of profit sharing with retail customers.”

Empire currently does not have a rate case on file with the NYPSC. Management will continue to
monitor its financial position in the New York jurisdiction to determine the necessity of filing a rate case in
the future. Among the issues that will be resolved in connection with Empire’s FERC application to build
the Empire Connector are the rates and terms of service that would become applicable to all of Empire’s
business, effective upon Empire accepting the FERC certificate and placing its new facilities into service -
-~ —(currently-targeted for November 2007), when Empire would become an interstate pipefine: subject to
FERC regulation.*

_Environmental Matters

The Company is subject to various federal, state and local laws and regulations relating to the
protection of the environment. The Company has established procedures for the ongoing evaluation of
its operations to ‘identify potential environmental exposures and comply with regulatory policies and
procedures. It is the Company’s policy to accrue estimated environmental clean-up costs (investigation
and remediation) when such amounts can reasonably be estimated and it is probable that the Company

- will be required to incur such costs. The Company has estimated its remaining clean-up costs related to
‘former manufactured gas plant sites and third party waste disposal site will be $3.7 million.” This liability
has been recorded on the Consolidated Balance Sheet at December 31, 2005. The Company expects to
recover Its environmental clean-up costs from a.combination of rate recovery and insurance proceeds.”
Other than as discussed in Note G of the 2005 Form 10-K (referred to below), the Company is currently
not aware of any materlal additional exposure to environmental llabilities. However, adverse changes in.
envuronmental regulations or other factors could unpact the Company.*
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For further discussion refer to Note G - Commitments and Contingencies under the heading
"Environmental Matters" in Item 8 of the 2005 Form 10-K, and to Part I, item 1, "Legal Proceedings."

New Accounting Pronouncements

In March 2005, the FASB issued FIN 47, an interpretation of SFAS 143. FIN 47 provides.
additional guidance on the term “conditional asset retirement obligation™ as used in SFAS 143, and'in
particular the standard clarifies when a Company must record a liability for a conditional asset retirement
obligation. The Company is currently evaluating the impact of FIN 47, if any, on its consolidated financial
statements. For further discussion of FIN 47 and its impact on the Company, refer to item 1 at Note 1 -
Summary of Significant Accounting Policies.

in May 2005, the FASB issued SFAS 154. SFAS 154 replaces APB 20 and- SFAS 3 and
changes the requirements for the accounting for and reporting of a change in accounting principle. The
Company’s financial condition and results of operations will only be impacted by SFAS 154 if there are
any accounting changes or corrections of errors in the future. For further discussion of SFAS 154 and its
impact on the Company, refer to Item 1 at Note 1 — Summary of Significant Accounting Policies.

Safe Harbor for Forward-Looking Statements

The Company is including the following cautionary statement in this Form 10-Q to make
applicable and take advantage of the safe harbor provisions of the Private Securities Litigation Reform
" Act of 1995 for any forward-looking statements made by, or on behalf of, the Company. Forward-looking
" statements include statements concerning pians, objectives, goals, projections, strategies, future events
or performance, and underfying assumptions and other statements which are other than statements of
_ historical facts. From time to time, the Company may publish or otherwise make available forward-
looking statements-of this nature. All such subsequent forward-looking statements, whether written or
oral and whether made by or on behalf of the Company, are alsq- expressly qualified by these cautionary
statements. Certain statements contained in this report, including, without limitation, those which are
designated with an asterisk ("“'") and those which are identified by the use of the words “anticipates,”
“estimates,” “expects,” “intends,” “plans,”. “predicts,” “projects,” and similar expressions, are “forward-
looking® statements as defined in the Private Securities Litigation Reform Act of 1995 and accordingly
involve risks and uncertainties which could cause actual resulls or outcomes to differ materially from
those expressed in the forward-looking statements. The forward-looking statements contained herein
are based on various assumptions, many of which are based, in tum, upon further assumptions. The
Company's expectations, beliefs and projections are expressed in good faith and are believed by the
Company- to have a reasonable basis, including, without limitation, management's examination of
historical operating trends, data contained in the Company’'s records and other data available from third
.- —parlies-butthere.can-be-no-assurance-that-management's.expectations.-beliefs.or.projections-will result
or be achieved or accomplished. In addition to other factors and matters discussed elsewhere herein,
the following are important factors that, in the view of the Company, could cause actual results to differ
materially from those discussed in the forward-looking statements:

1.. Changes in laws and regulations to which the Cofnpany is subject, including ¢hanges in tax,
environmental, safety and employment laws and regulatlons and changes in laws and regulations
- relating to repeal of the Holding Company Act;

2. - Changes in economic conditions, includmg economic disruptions .caused by terrorlst activities, acts
of war or major accidents .

3. Changes in demographic pattems and weather conditions, lncludung the occurrenca of severe .
- . weather, such as hurncanes.

4.  Changes in the avaflabflity and/or price of natural gas or oil an& the effect of such changes on the
accounting treatment or valuation of derivative fi nancual instruments or the Company‘s natural gas
and oll reserves,;
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5.

6.

10.

11.

12.

13.

14,

15,

16.

17.

. 18,

19,

20.
21,
22,

23.
24,

25.
_ retirement plan and post-retirement benefit plans

“The cost and effects of legal and administrative claims agélnst the Company

Impairments under the SEC's full cost ceiling test for natural gas and oil reserves;
Changes in the availability and/or price of derivative financial instruments;
Changes in the price differentials between various types of oil;

Failure of the price differential between heavy sour crude oil and light sweet crude oil to return to
its historical norm;

inability to obtain new customers or retain existing ones;
Significant changes in-competitive factors affecting the Company;
Governmental/regulatory actions, initiatives and proceedings, including those involving
acquisitions, financings, rate cases (which address, among other things, allowed rates of return,
rate design and retained gas), affiliate relationships, industry structure, franchise renewal, and
environmental/safety requirements;
Unanticipated impacts of restructuring initiatives in the natural gas and electric industries;
Signlf cant changes from expectalions in actual capital expenditures and oberating expenses and
unanticipated project delays or changes in project costs or plans, including changes in the plans of
the sponsors of the proposed Millennium Pipeline with respect to that project;

The nature and projected profitability of pending and potential projects and other investments;

Occurrences affecling the Company's ability to obtain funds from operations, debt or equity to
finance needed capital expenditures and other investments, inciuding any downgrades in the
Company's credit ratings; i

Uncertainty of oil and gas reserve estimates;

Ability to successfully identify and finance acquisitions or other investments and ability to operate
and integrate existing and any subsequently acquired business or properties;

Ability to successfully identity, drill. for and produce economlcally viable natural gas and oil
reserves; ‘ . :

Significant changes from expectations in the Company's actual productlon levels for natural gas or
oll; .

Regarding foreign operations; changes in trade and monetary policies,’ inflation and exchange
rates, taxes, operating conditions, laws and regulations related to foreign operatlons. and political
and govemmental changes;

- Signifi cant changes in tax rates or policies or in rates of inflation or interesf;

Significant changes in the Company's relationship with its employees or contractors and the
potential adverse effects if labor disputes, grievances or shortages were 1o occur;

Changes in accounting principlés or the é'pplicatlon of such principles to the Company;

Changes in actuarial assumptions and the return on assets wuth respect to the Company ]
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26. Increasing health care costs and the resulting effect on health insurance premiums and on the
obligation to provide post-retirement benefits; or

27.  Increasing costs of insurance, changes in coverage and the ability to obtain insurance.

The Company disclaims any obligation to update any forward-looking statements to reflect
events or circumstances after the date hereof.

Item 3. Quantitative and Qualitative Disclosures About Market Risk

Refer to the "Market Risk Sensitive Instruments” section in Item 2 — MD&A.
item 4. Controls and Procedures
Evaluation of Disclosure Controls and Procedures

. The term “disclosure controls and procedures” is defined In Rules 13a-15(e) and 15d-15(e)
under the Exchange Act. These rules refer to the controls and other procedures of a company that are
designed to ensure that information required to be disclosed by a company in the reports that it files or
submits under the Exchange Act is recorded, processed, summarized and reported within the time
periods specified in the SEC's rules and forms. Disclosure controls and procedures include, without
limitation, controls and procedures designed to ensure that information required to be disclosed is
_ accumulated and communicated to the company's management, including its principal executive and-

principal financial officers, as appropriate to allow timely decisions regarding required disclosure. The

. © Company's management, including the Chief Executive Officer and Principal Financial Officer, evaluated

the effectiveness of the Company's disclosure controls and procedures as of the end of the period

covered by this report. Based upon that evaluation, the Company’s Chief Executive Officer and Principal

Financial Officer concluded that the Company’s disclosure controls and procedures were effective as of
the end of the period covered by this report,

Changes in Iﬁternal Controls Over Financial Reporting

The management of the Company maintains a system of internal control over financial reporting
that is designed to provide' reasonable assurance regarding the reliability- of financial reporting and
preparation of financial. statements for external purposes in accordance with GAAP. There were no

" changes in the Company's internal control over financial reporting that occurred during the quarter ended
December 31, 2005 that have materially affected, or are reasonably likely to. matenally affect, the
Company's intemnal control over financial reportlng

Part Il._Other lnformation

Item 1 Legal Proceedlng

Inan actlon instituted in the New York State Supreme Court, Chautauqua County on January 31, -
2000 against Seneca, NFR and “National Fuel Gas Corporation,” Donald J. and Margaret Ortel and Brian
and Judith Rapp, “individually and on behalf of all those similary situated,” allege, in an amended
complaint which adds National Fuel Gas Company as a party defendant that (a) Seneca underpaid
royalties due under leases operated-by it, and {b} Seneca’s co-defendants (i) fraudulently participated in
and concealed such alleged.underpayment, and (i} induced Seneca’s alleged bréach of such leases. -
_ Plaintiffs seek an accounting, declaratory and related injunctive relief, and compensatory and ‘exemplary
. . damages. Defendants have denied each of plaintiffs’ matetial substantive allegatuons and set up twenty-
. . - five affirmative defenses in separate verified answers.
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A motlion was made by plaintiffs on July 15, 2002 to certify a class comprising all bersons
presently and formerly entitled to receive royalties on the sale of natural gas produced and sold from .
wells operated in New York by Seneca (and its predecessor Empire Exploration, Inc). On December 23,

Item 1. Legal Proceedings (Cont.)

2002, the-court-granted cerlification of the proposed class, as modified to exclude those leaseholders
whose leases provide for calculation of royalties based upon a flat fee, or flat fee per cubic foot of gas
produced. The court's order states that there are approximately 749 potential class members. Discovery
closed on July 31, 2005, and the plaintiffs thereafter filed a formal demand for a jury trial and a “Note of
Issue and Statement of Readiness” to proceed to trial. A trial date has not been set.

On October 13, 2005, the Company and the altorneys for the class entered into a Stipulation of
Settiement, under which (i) the class would be expanded for purposes of settlement to include similarly
situated persons entitied to royalties on natural gas production in Pennsyivania, (i) the Company wouid
pay $2.25 million to the plaintiffs to settle all damages, interest, legal fees and costs, and (jii) the
Company would comply with various procedures set out in the Stipulation regarding the marketing of
natural gas produced and the calculation of royalties. A fairness hearing was held on December 19,
2005, at which no interested parties objected to the settlement. On January 27, 2008, the judge issued
an order approving the settlement as fair, reasonable and adequate. The Company's balance sheets at
December 31, 2005 and September 30, 2005 include a liabllity for the $2.25 million settlement.
Subsequent periodic filings will not include any further discussion of this matter.

In an action instituted in the New York State.Supreme Court, Kings County on February 18, 2003
against Distribution Corporation and Paul J. Hissin, an unaffiliated third party, plaintiff Donna Fordham-
Coleman, as administratrix of the estate of Velma Arlene Fordham, alleges that Distribution Corporation's
denial of natural gas service in November 2000 to the plaintiffs decedent, Velma Ariene Fordham,

‘caused decedent's death in February 2001. The pfaintiff seeks damages for wrongfui death and pain and
suffering, plus punitive damages. Distribution Corporation has denied plaintiffs material allegations, set
up seven affiimative defenses in separate verified answers and filed a cross-claim against the co-
. defendant. Distribution Corporation believes, and will vigorously assert, that plaintiff's allegations lack
. merit. The Court changed venue of the action to New York State Supreme Court, Erie County. Discovery
has closed. Distribution Corporation filed a motion for summary judgment and is awaiting the Court’'s
decision on that motion. A trial date has been scheduled for February 27, 2006.

On December 22, 2003, the Pennsylvania Department of Environmental Protection (PEP) issued
an order to Seneca to halt its timber harvesting operations on 21,000 acres in Cameron, Elk and McKean
counties in Pennsylvania. The order asseris certain violations of DEP regulations concerning erosion,
sedimentation and stream crossings. The order requires Seneca to apply for certain permits, control
erosion, submit plans for removal of water encroachments not included in permit applications, notify the .
DEP of additional current or planned timber harvesting operations, and grant the DEP access to timber
acreage. On January 9, 2004, Seneca filed with the Pennsylvania Environmental Hearing Board (Hearing
Board) a notice of appeal, objecling to each finding and order contained in the order, and asserting that

-——the-DEP s-findings-are-factually-incomrect-an -arbitrary-exercise-of-the- DEPs—f-unctfens—and duties, and
contrary to law. Also on January 9, 2004, Seneca filed with the Hearing Board a petition requesting a stay
of operation of portions of the order. On January 16, 2004, the parties settled Seneca's request for a
stay. Seneca has resumed its limber harvesting operations pursuant to the terms of the settlement. The

“settlement preserves various issues raised by the DEP's order for-a hearing on the merits of Seneca's

notice of appeal. Seneca is engaged in settlement negotiations regarding this matter.* The most
substantial question in the appeal involves whether Seneca is required to apply for a permit under
Section 102.5(b} of Title 25 of the Pennsylvania Code, govemning earth disturbance activities of greater
than 25 acres. The DEF takes the position that Seneca mist aggregate the acreage of all of its logging
sitesacross Its entire 21,000 acre tract for purposes of determining whether its earth disturbing activities
meet the 25 acres threshold. Seneca maintains that no permit is required, because the law does not
require aggregation and each of its individual logging sites dlsturbs less than 25 acres.

The Company believes, based on the information presentty known, that the ultlmate resolut:on of
these matters, individually or in the aggregate, will not be material to the consolidated financial condition,
results of operations, or cash flow of the Company.” No assurances can be given, however, as to the
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ultimate outcomes of these matters, and it is possible that the outcomes, individually or in the aggregate,
'could be material to results of operations or cash flow for a particular quarter or annuai period.”

Item 1. Legal Procegdings (Congl.) -

For a discussion of various environmental and other matters, refer to Part |, tem 1 at Note 4 and
Part |, Item 2 - MD8A of this report under the heading "Environmenta! Matters.”

The Company is involved in litigation arising in the normal course of business. Also in the normal
course of business, the Company is involved in tax, regulatory and other governmental audits,
inspections, investigations and other proceedings that involve state and federal taxes, safety, compliance
with regulations, rate base, cost of service and purchased gas cost issues, among-other things. While the
resolution of such litigation or regulatory matters could have a material effect on earnings and cash flows
in-the period of resolution, none of this litigation, and none of these regulatory matters, are expected to
change materially the Company’s present liquidity position, nor have a material adverse effect on the
financiat condition of the Company.*

Item 1A. Risk Factors

For a complete discussion of risk factars, refer to “Risk Factors” in ltem 1A of the 2005 Form 10-
K. There have been no subsequent material changes to that disclosure.

Itemn 2. Unregistered Sales of Equity Securities and Use of Proceeds

On October 16, 2005 the Company issued a total of 2,100 unregistered shares of Company
common stock to the seven non-employee directors of the Company then serving on the Board of
Directors, 300 shares to each such director. All of these unregistered shares were issued as partial
consideration for the directors’ services during the quarter ended December 31, 2005, pursuant to the

" Company's Retainer Policy for Non-Employee Directors. These transactions were exempt from
registration by Section 4(2) of the Securities Act of 1933 as transactions not involving a public offering.

Issuer Purchases of Equity Securities

Total Number of

"Total Number of
Shares Purchased

_as Part of Publicly

Announced Share

Maximum Number
of Shares that May

- Yet Be Purchased

Under Share -

.- Shares Average Price Repurchase Plans | -Repurchase Plans
Period Purchased® Paid per Share or Programs or Programs
Oct. 1-31, 2005 11,675 $32.68 - =
Nov. 1-30, 2005 11,268 $29.83 - : -
-Dee:—1-31,2005 47,953 $32:05—p——— 8;000,000
Total 70,896 $31.80 - 8,000,000

© Represents (i) shares .of common stock of the Company purchased on the open market with Company
*matching contributions” for the accounts of participants in the Company's 401(k) pians, and (i) shares
of common stock of the Company tendered to the Company by holders of stock options or shares of
restricted stock for the payment of option exercise prices and/or applicable withholding taxes. -

® On December 8, 2005, the Company's Board of Directors authorized the repurchase of up to eight
million shares of the Company’s commeon stock. Repurchases may be made from time to time in the
open market or through private transactlons : :
item €. Exhlbits

(2)  Exhibits

Exhibit .



Number

10
Item 6. Exhib}ts {Concl.)

10.1

10.2

12

31.1
312
32

g9

~ Twelve Months Ended December 31, 2005 and 2004,
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Description of Exhibit ‘ . I

Material Contracts:

National Fuel Gas Company Tophat-Plan, dated December 7, 2005. -

Description of performance goals for Chief Executive Officer under the
Company's Annual At Risk Compensation Incentive Program.

Statémt_ants regarding Computation of Ratios:

Ratio of Earnings to Fixed Chargés for the Twelve Months Ended
‘December 31, 2005 and the Fiscal Years Ended .September 30, 2001

through 2005.

Written statements of Chief Executive Officer pursuant to Rule 13a-
14(a) or Rule 15d-14(a} under the'Securities Exchange Act of 1934,

Written statements of Principal Financial Officer .pursuant to Rule 13a-
14(a) or Rule 15d-14(a) under the Securities Exchange Act of 1934,

Certification Pursuant to Section 908 of the Sarbanes-Oxley Act of 2002.

National Fuel Gas Company Consolidated Statement of Income for the .
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SIGNATURE

" Pursuant to the requirements of the Securities Exchiange Act of 1934, the Registrant has duly
caused this report to be signed on.its behalf by the undersigned thereunto duly authorized.

NATIONAL FUEL GAS COMPANY
{Registrant)

{s{ R. J. Tanski
R. J. Tanski _
Treasurer and Principal Financial Officer

fst K. M. Camiclo
K. M. Camiolo : .
Controller and Princlpal Accounting Officer

Date: February 8, 2006
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"UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

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

For the quarterly period ended March 31, 2006

OR

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

For the transition period from to

Commission File Number 1-3880

NATIONAL FUEL GAS COMPANY

{Exact name of registrant as specified in its charter)

New Jersey 13-1086010
(State or other jurisdiction of (I.R.S. Employer
incorporation or crganization) Identification No.}

6363 Main Street

Williamsville, New York 14221
{Address of principal executive offices) (Zip Code)

(716) 857-7000

{Registrant's telephone number, including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or
15(d) of the Securities Exchange Act of 1934 during the preceding 12 months and (2) has been subject to
such filing requirements for the past 90 days. YES__ X NO

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-
accelerated filer. See definition of “accelerated filer and large accelerated filer” in Rule 12b-2 of the
Excharige Act. (Check one): Large Accelerated Filer __ X Accelerated Filer Non-Accelerated
Filer

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the
Exchange Act). YES NO __ X

Indicate the number of shares outstanding of each of the issuer's classes of common stock, as of the
_ latest practicable date: '

Common stock, $1 par value, outstanding at April 30, 2006: 83,976,340 shares.
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Frequently used abbfeviations or acronyms:

National Fuel Gas Companies

The Registrant, the Registrant and its subsidiaries or the Regi.strant’s

Company

subsidiaries as appropriate in the context of the disclosure
Data-Track Data-Track Account Services, Inc.
Distribution Corporation National Fuel Gas Distribution Corporation
Empire Empire State Pipeline .
ESNE Energy Systems North East, LLC
Highland Highland Forest Resources, Inc.
Horizon Horizon Energy Development, inc.
Hogizon LFG Horizon LFG, Inc.
Horizon Power Horizon Power, Inc.
Leidy Hub Leidy Hub, Inc.
Mode! City _ Model City Energy, LLC
National Fuel National Fuel Gas Company
NFR National Fuel Resources, Inc.
Registrant National Fuel Gas Company
SECI Seneca Energy Canada Inc.
Seneca Seneca Resources Corporatjon
Seneca Energy Seneca Energy Il, LLC
Supply Corporation National Fuel Gas Supply Corporatlon
UE. United Energy, a.s. .
Regulatory Agencies
FASB Financial Accounting Standards Board
FERC Federal Energy Regulatory Commission
NYPSC State of New York Public Service Commission
PaPUC Pennsylvania Public Utility Commission
SEC Securities and Exchange Commission
Other

2005 Form 10-K

The Company’s Annual Report on Forr 10-X for the year ended
September 30, 2005

APB 20 Accounting Principles Board Opinion No. 20, Accountmg Changes
APB 25 Accounting Principles Board Opinion No. 25, Accounting for

. Stock Issued to Employees
Bbl Barrel (of oil)
Bcf Billion cubic feet (of natural gas)
Board foot A measure of lumber andfor ttimber equal to 12 inches in length by 12

_ inches in width by one inch in thickness.

Btu British thermal unit; the amount of heat needed to raise the temperature

Capital expenditure
Cashout revenues
Degree day -

Derivative

of one pound of water one degree Fahrenheit.

Represenits additions to property, plant, and equipment, or the amount of
money a company spends to buy capital assets or upgrade its existing
capital assets.

A cash resalution of a gas imbalance whereby a customer pays Supply
Corporation for gas the customer receives in excess of amounts’
delivered into Supply Corporation’s system by the customer’s shipper.

" A measure of the coldness of the weather experienced, based on the

extent to which the daily average temperature falls below a reference
temperature, usually 65 degrees Fahrenheit.

A financial instrument or other contract, the terms of which include an
underlying variable (a price, interest rate, index rate, exchange rate, or
other variable} and a notional amount (number of units, barrels, cubic
feet, etc.). The terms also permit for the instrument or contract to be
settled net, and no initial net investment is required fo enter into the
financial instrument or contract. Examples include futures contracts
options, no cost collars and swaps.

2-



GLOSSARY OF TERMS (Cont.)

Dth

Energy Policy Act

Exchange Act

Expenditures for
long-lived assets

FIN 47

Firm transporta'tion
and/or storage

GAAP

Goodwill

Hedging

Hub
Interruptible transportation

and/or storage

LIFO

Mbbl

Mcf

MD&A

MDth

MMcf

Order 667-A
Order 2004

Precedent Agreement

- Proved developed reserves
Proved undeveloped
reserves

PUHCA 1935
PUHCA 2005
- Reserves

Restructuring

" SFAS

NFG-3-1
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Dekatherm; one Dth of natural gas has a heating value of 1,000,000
British thermal units, approximately equal to the heating value of 1 Mcf
of natural gas.

Energy Palicy Act of 2005

Securities Exchange Act of 1934

Includes capital expendilures, stock acquisitions and/or investments in
partnerships.

FASB Interpretation No. 47, Accounting for Conditional Asset Retirement
Cbligations - an interpretation of SFAS 143

The transportation and/or storage service that a supplier of such service
is obligated by contract to provide and for which the customer is -
obligated to pay whether or not the service is utilized.

Accounting principles generally accepted in the United States of America

An intangible asset representing the difference between the fair value of
a company and the price at which a company is purchased.

A method of minimizing the impact of price, interest rate, and/or foreign
currency exchange rate changes, often times through the use of
derivative financial instruments.

Location where pipelines intersect enabling the trading, transportation,
storage, exchange, lending and borrowing of natural gas.

The transportation and/or storage service that, in accordance with
contractual arrangements, can be interrupted by the supplier of such
service, and for which the customer does not pay unless utilized.

Last-in, first-out

Thousand barrels (of oit)

Thousand cubic feet (of natural gas)

Management's Discussion and Analysis of Financial Condition and
Results of Operations

Thousand dekatherms (of natural gas)

Million cubic feet {of natural gas) :

An order issued by FERC to ciarify Order 667 entitled "Repeal of the
Public Utility Holding Company Act of 1935 and Enactment of the
Public Utility Holding Company Act of 2005" '

An order issued by FERC entitied "Standards of Conduct for
Transmission Providers” .

An agreement between a pipeline company and a potential customer to
sign a service agreement after specified events {called
“conditions precedent’) happen, usually within a specified time.

Reserves that can be expected to be recovered through existing wells
with existing equipment and operating methods. :

Reserves that are expected to be recovered from new wells on undritied
acreage, or from existing wells where a relatively major expenditure is
required-to make these researves productive.

Public Utility Holding Company Act of 1935

Public Utility Holding Company Act of 2005 :

The unproduced but recoverable oil andfor gas in place in a formatlon
which has been proven by production,

Generally réferring to partial “deregulation” of the utility industry by
statutory or regulatory process. - Restructuring of federally regulated
natural gas pipelines resulted in the separation-(or “unbundling”) of

" gas commodity service from transportation service for wholesale and
"large-volume retail markets. State restructuring programs attempt lo .
extend the same process to retail mass markets.

Statement of Financial Accounting Standards
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GLOSSARY OF TERMS (Concl.)

SFAS 3
SFAS 123
SFAS 123R
SFAS 143
SFAS 154

Slock acquisitions
Unbundled service

WNC

Statement of Financial Accounting Standards No. 3, Reporting
Accounting Changes in Interim Financial Statements

Statement of Financial Accounting Standards No. 123, Accounting
for Stock-Based Compensation

Statement of Financial Accounting Standards No. 123R,

Share-Based Payment :

Statement of Financial Accounting Standards No. 143, Accounting for
Asset Retirement Obligations ,

Statement of Financial Accounting Standards No. 154, Accounting
Changes and Error Corrections

Investments in corporations. -

A service that has been separated from other services, with rates
charged that reflect only the cost of the separated service.

Weather normalization clause; a clause in utility rates which adjusts
customer rates to allow a utility o recover its normal operating costs
calculated at normal temperatures. If temperatures during the
measured period are warmer than normal, customers are assessed
a surcharge. If temperatures during the measured period are colder
than normal, customers receive a credit,
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. Part |. Financial Information Page
item 1. Financial Statements (Unaudited)

a. Consolidated Statements of Income and Earnings Rein\;esled in the

Business - Three and Six Months Ended March 31, 2006 and 2005 | 6-7
b. Consoclidated Balance Sheels — March 31, 2006

and Seplember 30, 2005 8-9
¢. Consolidated Statement of Cash Flows — Six Months :

Ended March 31, 2006 and 2005 10
d. Consolidated Statements of Comprehensive Income - Three

and Six Months Ended March 31, 2006 and 2005 11-12
e. Notes to Consolidated Financial Statements 13-24

Item 2. Management's Discussion and Analysis of Financial

Condition and Results of Operations ‘ 25-41
ltem 3. Quantitative and Qualitative Disclosures About Market Risk 41
ltem 4. Controls and Procedures 41 - 42

Part ll. Other Information

. " Item 1. Legal Proceedings  42-43
item 1 A. Risk Factors ) 43 - 44
. Item 2. Unregistered Sales of Equity Securities and Use of Proceeds 44
Item 3. Defauits Upon Senior Securities‘ e
. item 4. Submission of Matters to a Vole of Security Holders 45
ltem 5. Other information : . .. .
item 6. Exhibits o 45 - 46
Signatures ' B .4'7

- The Company has nothing to report under this item.

. Reference to "the Company” in this report means the Registran't or the Registrant and its
subsidiaries collectively, as appropriate in the context of the disclosure. All references lo a certain year in
this report are to the Company's fiscal year ended September 30 of that year, unless otherwise noted.

This Form 10-Q contains “forward-looking statements™ within the meaning of Section 21E of the
Securities Exchange Act of 1934. Forward-locking statements should be read with the cautionary
statements and important factors included in this Form 10-Q at ltem 2 - MD&A, under the heading “Safe

 Harbor for Forward-Looking Statements.” Forward-looking statements are all statements other than
. statements of historical fact, including, without limitation, those statements that are designated with an -
asterisk {"*") following the statement, as well as those statements that are identified by the use of the
words ‘anticipates,” ‘“estimates,” “expects,” “intends,” “plans,” ‘“predicts,” ‘*projects,” and similar
expressions. i . '
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See Notes tq Condensed Consolidated Financial Statements
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National Fuel Gas Company ’
Consolidated Statements of Income and Earnings ' .
Reinvested in the Business '
{Unaudited)
Three Months Ended
March 31,
(Thousands of Dollars, Except Per Common Share Amounts) 2006 2005
INCOME
Operating Revenues $890,981 $735.842
Operating Expenses
Purchased Gas 566,540 440,254
Operation and Maintenance 121,076 110,392
Property, Franchise and Other Taxes 20,120 19,897
Depreciation, Depletion and Amortization 44,278 44 632
‘ 752,014 615,175
‘Operating Income 138,967 120,667
Other Income (Expense):
Income from Unconsolidated Subsndlarles 720 455
Interest Income 965 1,018
Other Income 248 4,827
Interest Expense on Long-Term Debt (18,149) (18,319)
Other Interest Expense {1,465) (1,936)
Income from Continuing Operations Before
Income Taxes 121,286 108,712
Income Tax Expense 42 692 42,731
Income from Continuing Operations 78,594 63,981
Income from Discontinued Operations, Net of Tax - 6,702
Net Income Available for Common Stock 78,594 70,683
EARNINGS REINVESTED IN THE BUSINESS
Balance at December 31 . 845,951 746,090
' 924,545 816,773
Share Repurchases 22,619 - -
Dividends on Common Stock
(2006 - $0.29; 2005 - $0.28) 24,327 23,364
Balance at March 31 $877,599 $793,409
Earnings Per Common Share:
Basic: :
Income from Continuing Operations $0.93 . $0.77
Income from Discontinued Operations - 0.08 -
- Net Income Available for Common Stock $0.93 $0.85
Diluted: '
Income from Continuing Operations $0.91 $0.75
Income from Discontinued Operations - 0.08 .
Net Income Available for Common Stock $0.91 $0.83
" Welghted Average Common Shares Outstandlng .
Used in Basic Calculation 84,346,733 83,313,191
Used in Diluted Calculation 86,253,597 84,770,068
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Consolidated Statements of Income and Earnings
Reinvested in the Business

{Unaudited)
Six Months Ended
. March 31,

(Thousands of Dollars, Except Per Common Share Amounts) 2006 2005
INCOME
Operating Revenues $1,601,737 $1,236,126
Operating Expenses

Purchased Gas 1,003,317 696,410

Operation and Maintenance 224,704 203,015
" Property, Franchise and Other Taxes 37,302 36,953
‘Depreciation, Depletion and Amortization 87,324 87,340

‘ 1,352,647 1,023,718

Operating Income 249,090 212,408
Other Income (Expense): » .
- Income from Unconsolidated Subsidiaries 1,885 1,239

interest income- 2,098 1,290

Other Income 989 5,378

Interest Expense on Long-Term Debt (36,367) (36,694)

Other Interest Expense (3,240) (4,354)

Income from Continuing Operations Before
Income Taxes ' 214,555 179,267
Income Tax Expense 78,5642 70,457
Income from Continuing Operations 136,013 108,810
Income from Discontinued Operations, Net of Tax - 12,310
Net Income Available for Common Stock 136,013 . 121,120
EARNINGS REINVESTED IN THE BUSINESS
Balance at October 1 813,020 718,926
. 949,033 840,046
Share Repurchases 22,619 -
Dividends on Common Stock
(2006 - $0.58; 2005 - $0.56) 48,815 46,637
Balance at March 31 $877,599 $793,400
Earnings Per Common Share:

Basic:

Income from Continuing Operations $1.61 $1.31
Income from Discontinued Operations - 0.15
Net Income Available for Common Stock $1.61 $1.46

Diluted:

- Income from Continuing Operatlons $1.58 $1.28
income from Discontinued Operations - 0.15
Net Income Available for Common Stock $1.58 $1.43

Weighted Average Common Shares Qutstanding: ) :
Used in Basic Calculation 84,385,140 83,231,435
86,256,515 84,711,134

Used In Diluted Calculation

See Notes to.Condensed Consolidated Financial Stater'nent_s
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' Consolidated Balance Sheets
" {Unaudited) - .
March 31, September 30,
2006 2005 .
{Thousands of Doltars)
ASSETS
Property, Plant and Equipment $4,535,882 $4,423,255
Less - Accumulated Deprematuon Depletion '
and Amortization 1,639,493 1,583,955
2,896,389 2,839,300 -
Current Assets
Cash and Temporary Cash Investments 98,099 57,607
Hedging Collateral Deposits 16,890 77,784
Receivables —~ Net of Allowance for Uncollectible Accounts of
$43,409 and $26,940, Respectively 358,026 155,064
Unbilled Utility Revenue 67,074 20,465
Gas Stored Underground 31,883 64,529
Materials and Supplies - at average cost 32,425 33,267
Unrecovered Purchased Gas Costs . - 14,817
Prepayments and Other Current Assets 41,096 65,469
Deferred Income Taxes 49,546 83,774
Fair Value of Derivative Financial Instruments 5,895 -
- ' 700,934 572,776
Other Assets
Recoverable Future Taxes 84,834 85,000
Unamortized Debt Expense 16,516 17,567
Other Regulatory Assets 56,713 47,028

Deferred Charges . : 8,086 4,474

-Other Investments 85,349 80,394
Investments in Unconsohdated Subsidiaries 11,491 12,658
Goodwill 5,476 5476
intangible Assets 40,971 42,302
Other . _ - 6,808 15,677

: ) 316,244 310,576

Total Assets $3,913,567 $3,722,652

See Notes to Condensed Cbnéolidated Financial Statements
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National Fuel Gas Company Page 165
Consolidated Balance Sheets
(Unaudited)
March 31, September 30,
2006 2005
(Thousands of Dollars)
CAPITALIZATION AND LIABILITIES
Capitalization:
Comprehensive Shareholders’ Equity
Common Stock, $1 Par Value
Authorized - 200,000,000 Shares; issued
And Outstanding — 83,919,742 Shares and .
84,356,748 Shares, Respectlvely $83,920 $ 84,357
Paid in Capital 540,388 529,834
Earmings Reinvested in the Business 877,599 813,020
Total Common Shareholder Equity Before
items of Other Comprehensive Loss 1,501,807 1,427,211
Accumulated Other Comprehensive Loss (119,248) {197,628)
Total Comprehensive Shareholders’ Equity 1,382,659 1,229,583
Long-Term Debt, Net of Current Partion 1,114,371 1,119,012
Total Capitalization 2,487,030 2,348,595
Current and Accrued Liabilities
Notes Payable to Banks and
Commercial Paper - -
Current Portion of Long-Term Debt 9,505 " 9,393
" Accounts Payable 145,438 155,485
Amounts Payable to Customers 12,650 1,158
Dividends Payabie 24,327 24,445
Other Accruals and Current Liabilities 193,249 60,404
Fair Value of Derivative Financial Instruments 87,962 209,072
473,131 459,957
Deferred Credits
. Deferred Income Taxes 503,147 489,720
Taxes Refundable to Customers 11,070 11,009
Unamortized Investment Tax Credit 6,445 - 6,798
Cost of Removal Reguiatory Liability 93,092 90,396
Other Regulatory Liabilities . 58,886 66,339
Pension and Other Post-Retirement Benefit Liabilities 155,582 143,687
Asset Retirement Obligation 42,216 41,411
. Other Deferred Credits 72,968 64,742
. 943 406 914,100
Commitments and Contingencies - -
Total Capitalization and Liabilities $3,913,567 $3,722,652
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Consolidated Statements of Cash Flows . Page 166 .
' (Unaudited) .
Six Months Ended
. March 31,
{Thousands of Dollars} 2006 2005
OPERATING ACTIVITIES
Net Income Available for Common Stock $136,013 $121,120
Adjustments to Reconcile Net Income to Net Cash
Provided by Operating Activities:
Depreciation, Depletion and Amortization 87,324 96,285
Defarred Income Taxes . (1,435) - {3,982)
Income from Unconsolidated Subsidiaries, Net of .
Cash Distributions 1,166 282
Minority Interest in Foreign Subsidiaries - 3,342
Excess Tax Benefits Associated with Stock-Based
Compensation Awards (6,515) -
Other (5,297) (7,124)
Change in: '
Hedging Collateral Deposits 60,894 (10,962)
Receivables and Unbilled Utility Revenue (249,466) (228,969)
Gas Stored Underground and Materials and
Supplies . 33,486 43,628
Unrecovered Purchased Gas Costs 14,817 ) 7,532
Prepayments and Other Current Assets 24,372 (745)
Accounts Payable (9,951) . 47 541
Amounts Payable to Customers 11,492 25,342
Other Accruals and Current Liabilities 139,020 153,928
Other Assels (11,837) L {(13,191)
Other Liabilities 19,107 11,989
Net Cash Provided by Operating Activities 243,190 °~ - 246,016
" INVESTING ACTIVITIES
Capital Expenditures (134,961) L (114,8624)
Net Proceeds from Sale of Oif and Gas Producing Properties 4 85
Other (1,386) 2,450
Net Cash Used in Investing Activities {136,353) . (112,089)
FINANCING ACTIVITIES
- Change in Notes Payable to Banks and Commercial Paper - (43,600)
Excess Tax Benefits Associated with Stock-Based
" Compensation Awards 6,515 - -
Shares Repurchased under Repurchase Plan (26,577) ' -

» Reduction of Long-Term Debt {4,529) : {7,314)
Dividends Paid on Common Stock {(48,933) .. (46,483)
Net Proceeds from Issuance of Common Stock 7.164 6,301

Net Cash Used in Financing Activities (66,360) (91,006)
Effect of Exchange Rates on Cash 15 3,135
Net Increase in Cash and Temporary Cash Investments 40,492 . 45,966
Cash and Temporary Cash Investments at October 1 57,607 57,541

Cash and Temporary Cash investments at March 31 $98,099 - $103,507

_ See Notes fo Condensed Consolidated Financial Statements
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{Unaudited)
Three Months Ended
March 31,
{Thousands of Dollars) 2006 2005
Net Income Available for Common Stock $78,594 370,683
. Other Comprehensive Income (Loss), Before Tax: '
Foreign Currency Transtation Adjustment {991) (8,084)
Unrealized Gain on Securities Available for Sale Arising
During the Period ) 1,121 222
Unrealized Gain (Loss} on Derivative Financial Instruments '
Arising During the Period’ 21618 ' (100,334)
Reclassification Adjustment for Realized Gains'on '
. Securities Available for Sale in Net Income - (652)
Reclassification Adjustment for Realized Losses on
Derivative Financial Instruments in Net Income 25,794 ' 17,645
Other Comprehensive Income (Loss), Before Tax 47,542 {91,203)
Income Tax Expense Related to Cumulative Translation
Adjustment : - - 363
Income Tax Expense Relaled to Unrealized Gain
" an Securities Available for Sale Arising During the Period 392 : 159
Income Tax Benefit Related to Unrealized Gain (Loss) on )
Derivative Financial Instruments Arising During the Period 8,334 (38,380)
Reclassification Adjustment for Income Tax Expense on
Realized Gains from Securities Available for Sale in Net Income - (228)
Reclassification Adjustment for Income Tax Benefit on
" Realized Losses from Derivative Financial Instruments
In Net Income 10,000 6,671 _
Income Taxes — Net 18,726 (31,415
Other Comprehensive Income (Loss) 28,816 (59,788)
Comprehensive income $107,410 $10,895

See Notes to Condensed Consolidated Financial Statements
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National Fuel Gas Company

Consolidated Staternents of Comprehensive Income )
{Unaudited) .
Six Months Ended
. March 31,

{Thousands of Dollars) 2006 2005
Net Incame Available for Common Stock $136,013 $121,120
Other Comprehensive Income (Loss), Before Tax:

Foreign Currency Translation Adjustment (736) 22,900

Unrealized Gain on Securities Available for Sale Arising |

During the Period 2,263 - 1,351

Unrealized Gain (Loss) on Derivative Financial Instruments

Arising During the Period ‘ 62,615 (80,232) .

Reclassification Adjustment for Realized Gains on

Securities Available for Sale in Net Income - (652)

Reclassification Adjustment for Realized Losses on ' . .

Derivative Financial Instruments in Net Income 63,725 35,841
Other Comprehensive Income (Loss), Before Tax - 127,867 {20,792)
Income Tax Expense Related to Cumulative Translation

Adjustment - 363
Income Tax Expense Related to Unrealized Gain ’

on Securities Available for Sale Arising During the Period 791 554
Income Tax Benefit Related to Unrealized Gain (Loss) :

on Derivative Financial Instruments Arising During the Period 24,110 - {30,653)
Reclassification Adjustment for Income Tax Expense on ,

Realized Gains from Securities Available for Sale in Net Income - (228)
Reclassification Adjustment for Income Tax Benefit on

Realized Losses from Derivative Financial instruments :

In Net Income ) 24,586 13,582
Income Taxes — Net j 49,487 (16,382)
Other Comprehensive Income (Loss) 78,380 . {4,410)
Comprehensive Income $214,393 $116,710

See Notes to Coridensed Consolidated Financial Statements
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National Fuel Gas Company
Notes to Consolidated Financial Statements

(Unaudited)

Note 1 - Summarj( of Significant Accounting Policies

Principles of Consolidation. The Company consolidates its majority owned entities. The éqgity method
is used to account for minority owned entities. All significant intercompany balances and transactions are
eliminated.

. The preparation of the consclidated financial stalements in conformity with GAAP requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities
and disclosure of contingent assets and liabilities at the date of the financia! statements and the reported

-amounts of revenues and expenses during the reporting period. Actual results could differ from those
estimates.

Earnings for Interim Periods. The Company, in its opinion, has included all adjustments that are
necessary for a fair statement of the results of operations for the reported periods. The consolidated
financial statements and notes thereto, included herein, should be read in conjunction with the financial
statements and notes for the years ended September 30, 2005, 2004 and 2003 that are included in the
Company's 2005 Form 10-K. The consolidated financial statements for the year ended September 30,
2006 will be audited by the Company's independent registered public accounting firm after the end of the
fiscal year.

“The earnings for the six months ended March 31, 2006 should not be taken as a prediction of
eamings for the entire fiscal year ending September 30, 2006. Most of the business of the Utility and
Energy Marketing segments is seasonal in nature and is influenced by weather conditions. Due to the
seasanal nature of the heating business in the Ulility and Energy Marketing segments, earnings during the
winter months normally represent a substantial part of the earnings that those segments are expected to
achieve for the entire fiscal year.

Consolidated Statement of Cash Flows. For purposes of the Consolidaled Statement of Cash Flows,
the Company considers all highly liquid debt instruments purchased with a maturity of genera”y three
months or less to be cash equivalents. .

Hedg}ng Collateral Depdslts. Cash held in margin accounis serve as collateral for open positions on
exchange-traded futures contracts, exchange-traded options and over-the-counter swaps and collars.

Gas Stored Underground - Current. In the Utility segment, gas stored underground — current is carried
at lower of cost or market, on a LIFO method. Gas stored underground — current normally declines during.
the first and second quarters of the year and is replenished during the third and fourth quarters. In the
Utility segment, the current cost of replacing gas withdrawn from storage is recorded in the Consolidated
Statements of Income and a reserve for gas replacement is:recorded in the Consolidated Balance Sheets -
under the caption “Other Accruals and Current Liabilites." Such reserve, which amounted to $121.8
million at March 31, 20086, is reduced to zero by September 30 as the inventory is replenished.

Accumulated Other’ Comprehensive Income (Loss). The components of Accumulated Other
Comprehensive Income (Loss}, net of related tax effect, are as follows (in thousands):
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At March 31, 2006 At September 30, 2005

Minimum Pension Liability Adjustment $(107,844) $(107,844)
Cumulative Foreign Currency : .

Transfation Adjustment 27,273 28,009
Net Unrealized Loss on Derivative

Financia! Instruments -(45,695) (123,339)
Net Unrealized Gain on Securities

Available for Sale _ 1018 018 5,546
Accumulated Other Comprehensive Loss $(119,248) $(197,628)

Earnings Per Common Share, Basic earnings. per common share is computed by dividing income
available for common stock by the weighted average number of common shares ouistanding for the
period. Diluted earnings per common share reflects the potential dilution thatl could occur if securities or
other contracts to issue common stock were exercised or converted into common stock. For purposes of
determining earnings’ per common share, the only polentially dilutive securities the Company has
outstanding are stock options. The diluted weighted average shares outstanding shown on the
Consolidated Statements of Income reflects the potential dilution as a result of these stock options as
determined using the Treasury Stock Method. Stock options that are antidilutive are excluded from the
calculation of diluted earnings per common share. For the quarter and six months ended March 31, 20086,
there were no stock options excluded as being antidilutive. For the quarter and six months ended March
31, 2005, 21,434 and 10,599 stock options, respectively, were excluded as being antidilutive.

Share Repurchases. The Company considers all shares repurchased as cancelied shares restored to
the status of authorized but unissued shares, in accordance with New Jersey law, The repurchases are
accounted for on the date the share repurchase is settled as an adjustment to common stock (at par
value) with the excess repurchase price allocated between paid in capital and retained eamings. Refer to
Note 3 — Capitalization for further discussion of the share repurchase program.

Stock-Based Compensation. The Company has various stock option and stock award plans which
provide or provided for the issuance of one or more of the following to key employees: incentive stock
options, nonqualified stock options, restricted stock, performance units or performance shares. Stock
options under all plans have exercise prices equal to the average market price of Company common
stock on the date of grant, and generally no option is exercisable less than one year or more than ten
years afier the dale of each grant. Restricted stock is subject to restrictions on vesting and transferability.
Restricted stock awards entitle the participants to full dividend and voting rights. Cerlificates for shares of
restricted stock awarded under the Company's stock option and stock award plans are held by the
Company during the periods in which the restrictions on vesting are effective. Restrictions on restricted
stock awards generally lapse ratably over a period of not more than ten years after the date of each grant.

Prior to October 1, 2005, the Company accounted for its stock-based compensation under the
recognition and measurement principles of APB 25 and related interpretations. Under that method, no
compensation expense was recognized for options granted under the Company’s stock option and stock -
award plans. The Company did record, -in accordance with APB 25, compensation expense-for the
market value of restricted stock on the date of the- award over the periods during which the vesting
restrlctlons existed. :

Effective October 1, 2005, the Company adopted SFAS 123R, which requu'es the measurement
and recognition of compensation cost at fair value for all share-based payments, including stock options.
The Company has chosen to use the modified version of prospectrve application, as allowed by SFAS
123R. Using the modified prospective application, the Company is recording compensation cost for the
portion of awards granted prior to October 1, 2005 for which the requisite service had not been rendered
and is recognizing such compensatlon cost as the requisite service is rendered on or after October 1,
2005. Such compensation expense is based on the grant-date fair value of the awards as calculated for
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the Company's disclosure using a Binomial option-pricing model under SFAS 123. Any new awards,
modifications to awards, repurchases of awards, or cancellations of awards subsequent to September 30,
2005 will follow the provisions of SFAS 123R, with .compensation expense being calculated using the
. Black-Scholes-Merton closed form model. The Company has chosen the Black-Scholes-Merton closed
. form mode! since it is easier to administer than the Binomial option-pricing model. Furthermore, since the
Company does not have complex stock-based compensation awards, it does not believe that
compensation expense would be materially different under either model. There were no stock-based
compensation awards granted during the quarler or six months ended March 31, 2006. There were
643,000 stock options granted during the quarter ended March 31, 2005. Stock-based compensation
expense for the quarters ended March 31, 2006 and March 31, 2005 totaled approximately $134,000 and
$152,000, respectively. Stock-based compensation expense for the six months ended March 31, 2006
and March 31, 2005 was approximately $283,000 and $315,000, respectively. Stock-based compensation
expense is included in operation and maintenance expenses in the consolidated statement of income.
The total income tax benefit related to stock-based compensation expense during the quarters ended
March 31, 2006 and March 31, 2005 was approximately $53,000 and $60,000, respectively. The total
income tax benefit related to stock-based compensation expense during the six months ended March 31,
2006 and March 31, 2005 was approximately $112,000 and $125,000, respectively. There were no
capitalized stock-based compensation costs during the quarters ended March 31, 2006 and March 31,.
2006. . o

The following table illustrates the effect on net income and earnings per share of the Company

had the Company applied the fair value recognition provisions of SFAS 123 relating to stock-based
employee compensalion for the three and six months ended March 31, 2005:

Three Months Six Months

Ended Ended

(Thousands of Dollars, Except Per © March 31, March 31,

Common Share Amounts) ) 2005 2005
Net Income, Available for .

Common Stock, as Reported : $70,683 $121,120
Add:
Stock-Based Employee Compensation

Expense Included in Reported Net Income, '

Net of Tax " o 98 205
Deduct: :
Total Stock-Based Employee Compensation

Expense Determined Under Fair Value

Based Method for all Awards, Net of -

Related Tax Effects . . - 317 680
Pro Forma Net Income Available ' : . _ o

For Common Stock L $70.,464 $120645 -
Earnings Per Common Share: : :

Basic — As Reported - o : $0.85 $1.46

Basic ~ Pro Forma . - : "$0.85 $1.45
_ Diluted — As Reported _ $0.83 - - $1.43

Diluted - Pro Forma ~ _ $0.83 . ' $1.42

n Stock-based compensation expense In 2005 represented compensation expense related to restricted stock awards,
The pre-tax expense was $152,000 and $315,000, respectively, for the-quarter and six menths ended Match 31, 2005.
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Stock Options

Transactions during the quarter ended March 31, 2006 were as follows (in thousands, except
option prices and years):

Weighted
Weighted Average '
Average Remaining Aggregate
Number Exercise Contractual Intrinsic
of Options Price Life (Years) Value

Options Outstanding at September 30, 2008 10,997 % 23.78
Granted — —
Exercised (178) 21.24
Forfeited — —
Options Outstanding at December 31, 2005 10,819 23.82
Granted — —
Exercised (330) 22.34
Forfeited (3) 25.89
Options Outstanding at March 31, 2006 10,486 § 23.87 419 § 92,807
Options Exercisable at March 31, 2006 10,339 § 23.87 415 % 91,494

The total intrinsic value of stock options exercised during the quarters ended March 31, 2006 and
March 31, 2005 totaled approximately $3.3 million and $5.6 million, respectively. The amount of cash
received by the Company from the exercise of 'such stock options was approximately $5.4 million during
the quarter ended March 31, 2006 and approximately $4.5 million during the quarter ended March 31,
2005. The total intrinsic value of stock oplions exercised during the six months ended March 31, 2006
and March 31, 2005 totaled approximately $5.2 million and $8.5 million, respectively. For the six months
. ended March 31, 2006 and March 31, 2005, the amount of cash received by the Company from the
exercise of stock options was approximately $8.1 million and $8.2 million, respectively. The Company
realizes tax benefits from the exercise of stock options on a calendar basis as opposed to a fiscal year
basis. As such, for stock options exercised during the quarters ended December 31, 2005 and December
31, 2004, the Company realized a tax benefit of $0.9 million and $1.1 million, respectively. For stock
options exercised during the quarter ended March 31, 2006, the Company will realize a tax benefit of
approximately $1.4 million in the quarter ended December 31, 2006. For stock options exercised during
the quarter ended March 31, 2005, the Company realized a tax benefit of approximately $2.0 million in the
quarter ended December 31, 2005. No stock options were granted or became fully vested during the
quarter ended March 31, 2006. The weighled average grant date fair value of options granted during the
quarter ended March 31, 2005 is $4.62 per share. No stock options became fully vested during the
quarter ended March 31, 2005. As of March 31, 2006, unrecognized compensation expense related to
stock options totaled approxlmately $124,000, which will be-recognized over a weighted average penod of
1.3 years.

" For options .granted prior to Oclober 1, 2005, the fair value of options al date of grant was
estimated using a Binomial option-pricing model with the following weighted average assumptions:

March 31,
2006 2005
Risk Free Interest Rate ) 4.04% 4.74%
Expected Life {years) e - 66 . 59
Expected Volatility : ' 21.2% 21.0%

Expected Dividend Yield (Quarterly)- A 1.10% °  1.04%
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The risk-free interest rate is based on the yield of a Treasury Note with a remaining term
commensurate with the expected term of the option. The expected life and expected volatility are based
on historical experience. '

The Company used a forfeiture rate of 13.6% for calculating stock-based compensation expense
related to stock options and this rate is based on the Company's historical experience of forfeitures on
unvested slock option grants.

Restricted Share Awards

Transactions during the quaf’(er ended March 31, 2006 were as follows {in thousands, except fair

values):
Number of Weighted Average
Restricted Fair Value per
Share Awards Award
Restricted Share Awards Quistanding at
September 30, 2005 : 65 $ 24 .46
Granted . : — —_
Vested - (8) 23.75
Forfeited — —
Restricted Share Awards Qutstanding at :
: December 31, 2005 57 24.56
. Granted —_ —
- Vested (25) ' 24,50
Forfeited ‘ — —
Restricted Share Awards Outstanding at

" March 31, 2006 32 3 24.60

As of March 31, 2006, unrecognized compensation expense related to restricted share awards
totaled approximately $147,000, which will be recognized over a weighted average period of 1.1 years.

New Accounting Pronouncements. In March 2005, the FASB issued FIN 47, an interpretation of SFAS
143. FIN 47 provides clarification of the term “conditional asset retirement obligation™ as used in SFAS
143, defined as a legal obligation to perform an asset retirement activity in which the timing and/or method
of settlement are conditional on a future event that may or may not be within the control of the Company.
Under this standard, a company must record a liability for a conditional asset retirement obligation if the
fair value of the obligation can be reasonably estimated. FIN 47 also serves fo clarify when a company
would have sufficient information to reasonably estimate the fair value of a conditional asset retirement’
obligation. FIN 47 becomes effective no later than the end of fiscal 2006. The Company is currently
evaluating the impact of FIN 47 on its consolidated financial statements. ' -

In May 2005, the FASB issued SFAS 154. SFAS 154 replaces APB 20 and SFAS 3 and changes
the requirements for the accounting for and reporting of -a change in accounting principle. The Company
Is required to adopt SFAS 154 for accounting changes and corrections of errors that occur in fiscal 2007.
Early adoption is permitted. The Company's financial condition and results of operations will only be
impacted by SFAS 154 if there are any accounting changes or corrections of errors in the future.

. - Note 2 - Income Taxes

The components of federal, state. and foreign' income taxes included in the Consolidated
Statements of Income are as follows (in thousands):
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Six Months Ended
March 31, .
) ~ 2006 : 2005
Operating Expenses: ‘
Current Income Taxes
Federal $62,466 $59,024
State 15,181 ' 16,882
Foreign 2,328 127
Deferred Income Taxes :
Federal . (1,433) (5,938)
State _ C T (223) (2,228)
Foreign . 223 ° 2,590
78,542 . 70,457
- Other Income:
Deferred [nvestment Tax Credit i (348) . (348)
Discontinued Operations _ ‘ - 9,837
Total Income Taxes - : $78,194 $79,946

The U.S. and foreign components of income before income taxes are as follows (in thousands):

Six Months Ended

" March 31,

2006 2005
us. | . . $195,503 $170,680
Foreign ' 18,704 30,386

$214,207 $201,066

Total income taxes as reported differ from'the amounts that were computed by applying the
.. federal income tax rate to income before income taxes. The following Is a reconculatlon of this difference -

(in thousands):

Six Months Ended
March 31,
2006 2005
income Tax Expense, Computed at _ : . : :
Statutory Rate of 35% ) - $74,972 $70,373
Increase (Reduction) in Taxes Resulting From: . :
State Income Taxes . 9,723 . 9,525 .
Dividend from Foreign Subsidiary ' - 3,837
Foreign Tax Differential : : (4,704) " (1,952)
Miscellaneous . {1,797) {1,837) .
Total Income Taxes N $78,194 . " $79,946
“ lncludes a $5.1 million deferred lax benefit relating to additional future tax deductions forecasted in the Exploratlon ‘ .

and Produdion segment's Canadian division.
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Significant components of the Company's deferred tax liabilities (assets) were as follows {(in
thousands):

Af March 31, 2006 At Seplember 30, 2005

Deferred Tax Liabilities:

Property, Plant and Equnpment $578,038 $567,850
QOther 39,692 52,436
Total Deferred Tax Liabilities 617,730 620,286
Deferred Tax Assets; .
Minimum Pension Liability Adjustment {58,070) {58,069}
Capital Loss Carryover (7,196) (9,145)
Unrealized Hedging Losses {26,170} {75,657)
Other {75,570) (74,3486)
(167,006) (217,217)
Valuation Allowance 2,877 2,877
Total Deferred Tax Assets {164,129) (214,340)
" Total Net Deferred Income Taxes $453,601 $405,946
Presented as Follows: ) _
Net Deferred Tax Asset — Current (49,546) (83,774)
Net Deferred Tax Liability — Non-Current 503,147 489,720
$453 601 $405,946

Total Net Deferred Income Taxes

Regulatory liabilities representing the reduction of previously recorded deferred income taxes with
rate-regulated activities that are expected to be refundable to customers amounted to $11.1 million and
$11.0 million at March 31, 2006 and September 30, 2005, respectively. Also, regulatory assets
representing future amounts collectible from customers, corresponding to additional deferred income
taxes not previously recorded because of prior ratemaking practices, amounted to $84. .8 million and $85.0
million at March 31, 2006 and September 30, 2005, respeclively.

The American Jobs Creation Act of 2004 was signed into law on October 22, 2004. This
legislation included a provision which provided a substantially reduced tax rate of 5.25%-on cerlain
dividends received from foreign affiliates. In the quarter ended June 30, 2005, the Company received a
dwldend of $72.8 ml||l01"l from a foreign affiliate and recorded a tax of $3.8 million on such dividend.

A capital loss carryover of $20.6 mitlion existed at March 31, 2006, which expires if not utilized by
September 30, 2008. Although realization is nol assured, management estimates that a portion of the
deferred tax asset associated with this carryover will be realized during the carryover period, and a
valuation allowance is recorded for the remaining portion. Adjustments to the valuation allowance may be
necessary in the future if eshmates of capital gain income are revised.

Note 3 - Capitalization )

Common Stock. During the six months ended March 31, 2006, the Company issued 507,855 shares of
common stock as a result of stock option exercises. The Company also issued 4,200 shares of common,
stock to the non-employee directors of the Company as partial consideration for the directors’ services
during the six months ended March 31, 2006. Holders of stock options or restricted stock will often tender
shares of common stock to the Company for payment of option exercise prices and/or applicable
withholding taxes. During the six months ended March 31, 2006, 123,811 shares of common stock were
tendered to the Company for such purposes. The Company considers all shares tendered as cancelled
shares restored to the status of authorized but unissued shares, in accordance with New Jersey law.
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On December 8, 2005, the Company's board of directors authorized the Company to implement a
share repurchase program, whereby the Company may repurchase outstanding shares of common stock,
up to an aggregate amount of 8 million shares in the open market or through privately negotiated
transactions. During the quarter ended March 31, 2006, the Company repurchased 825,250 shares under
this program, funded with cash provided by operating activities. At March 31, 2006, the Company had
made commilments to repurchase an additional 16,600 shares of common stock. These commitments
were seltied and recorded as a reduction of the Company's outstanding shares of common stock in April
2006.

Note 4 - Commitments and Contingencies

Environmental Matters. The Company is subject to various federal, state and local l[aws and regulations

relating' to the protection of the environment. The Company has established procedures for the ongoing

evaluation of its operations to identify polential environmental exposures and comply with regulatory
policies and procedures. It is the Company's policy to accrue estimated environmental clean-up costs
{investigation and remediation) when such amounts can reasonably be estimated and it is probable that
the Company will be required to incur such costs. At March 31, 2006, the Company has estimated its
‘remaining clean-up costs related to former manufactured gas plant sites and third party waste disposal
sites will be $3.9 million. This liability has been recorded on the Consolidated Balance Sheet at March 31,
2008. The Company expecis to recover its envirecnmental clean-up costs from a combination of insurance
proceeds and rate recovery. Other than as discussed in Note G of the Company's 2005 Form 10-K
(referred to below), the Company is currently not aware of any material additional exposure to
environmental liabilities. However, adverse changes in environmenta! regulations or other factors could
impact the Company.

Other. In addition to the legal proceedings disclosed in Part I, Item 1 of this report, the Company is
involved in other litigation and regulatory matters arising in the normal course of business. These other
matters may include, for example, negligence claims and tax, regulatory or other governmental audits,
inspections, investigations-or other proceedings. These matters may involve state and federal taxes,
safety, compliance with regulations, rate base, cost of service, and purchased gas cost issues, among-
other things. While these normal-course matters could have a material effect on earnings and cash flows
. in the quarterly and annual period in which they are resolved, they are not expected to change materially

the Company’'s present liquidity position, nor to have a material adverse effect on the financial condltaon of
the Company. .

~ Note 5 — Discontinued Operations

On July 18, 2005, the Company completed the sale of its entire 85.16% interest in U.E., a district

heating ‘and electric generation business in the Bohemia region of the Czech Republic, to Czech Energy
- Holdings, a.s. for sales proceeds of approximately $116.3 million. The sale resulted in the recognition of a
gain of approximately $25.8 million, net of tax, at September 30, 2005. Market conditions during 2005,
including the increasing value of the Czech currency as compared to the U.S. dollar, caused the value of
the assets of U.E. to increase, providing an opportunity to sell the- U.E. operations at a -profit for the
Company. As a result of the decision to sell its majority interest in U.E., the Company began presenting
the Czech Republic operattons which are primarily comprised of U.E., as discontinued operations in June
2005. U.E. was the major component of the Company's Intemnational segment. With this change in
presentation, the Company disconlinued all reporting for an International segment. .

The following is selected financial information.of the discontinued operations for U.E.:
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Three Months . . Six Months
Ended Ended
. March 31, March 31,
{ Thousands) 20056 2005
Operating Revenues $55,487 $99,462
Operating Expenses . 37,872 73,651
Operating Income 17,615 25,811
Other Income 314 1,141
Interest Expense {152) (321)
Income before Income Taxes and Minority Interest 17,777 26,631
Income Tax Expense 8,670 10,979
Minority Interest, Nel of Taxes 2,405 3,342
Income from Discontinued Operations $6,702 $12,310

Note 6 — Business Segment Information.

The Company has five reportable segments: Ultility, Pipeline and Storage, Exploration and
Production, Energy Marketing, and Timber. The division of the Company's operations into the reportable
segmenis is based upon a combination of factors including differences in producls and services,
regulatory environment and geographic factors. ’

The data presented in the tables below reflect the reportable segments and reconciliations to
consolidated amounts. As stated in the 2005 Form 10-K, the Company evaluates segment performance:
. : based on income before discontinued operations, extraordinary items and cumulative effects of changes
in accounting {(where applicable). When these items are not applicable, the Company evaluates
performance based on net income. There have been no changes in the basis of segmentation nor in the
basis of measuring segment profit or loss from those used in the Company's 2005 Form 10-K. There
have been no material changes in the amount of assets for any operating segment from the amounts
disclosed in the 2005 Form 10-K.
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Quarter Ended March 31, 2006 (Thousands) C .
Pipeline  Exploration Total . Corporate and -
and * and _ Energy Reportable Intersegment Tetal

Wtility Storage  Production  Marketing Timber Segments All Other Eliminations Consolidated

Revenue from External to
Customers $536,235 $39,346 88,219 5206.0§1 519,157 $889,518 3 1,075 $ 388 $890,981

Intersegment Revenues 5 5,681 $19.711 $ - S -8 (23) $ 25,369 £2,057 $(27,426) $ -
Segment Profit: .
Net Income § 28,654 516,892 $25,845 § 3877 $ 2,242 5 70510 . § 46 $ 1,038 § 78,5%

Six Months Ended March 31, 2006 (Thousands)

Pipeline  Exploration Total Corporate and
and ~ and Energy Reportable Intersegment Total

Utility Storage  Production  Marketing Timber - Segments All Other Eliminations Consolidated
Revenue from Extemnal
Customers 967,714  $74,085 $170,806 $351,620 $36,066 $1,600,291 $1,058 b3 388 $1,601,737
Intersegment Revenucs. $ 9,803 541,006 3 - s - $ - $ 50,809 56,584 5(57393) % -
Segment Profit: ' .
Net Income $ 50,407  $32,742 $ 43,280 $ 4,364 $ 3,706 $ 134,999 3616 b 398 % 136,013

Quarter Ended March 31, 2005 (Thousands)

Pipeline  Exploration Tolal . Corporate and
and and Energy . Reportable Intersegment Tatal

Utility Storage  Production = Marketing Timber Segments All Other Eliminations Consolidated
"Revénue from Extemal
Customers $485,647 336,029 $70,319 $124,565 $18,971 $735,531 $ 5 - $735,842
Intersegment Revenues § 5693  $21,517 ] - - - S 1 $ 27,211 $3,263 $ (30,474) s . -
Segment Profit (Loss): .
Income (Loss) from _ ' )
Continuing Operations $ 28,882 518,457 $11,230 5 2612 £ 2,893 § 64,074 § as2 $ (743) $ 63,981

Six Months Ended March 31, 2005 (Thousands)

Pipeline  Exploration Total . Corparale and
and and Energy Reportable . Intersegment Total
Utility Storage  Production  Marketing Timber Segments All Other Eliminations Consolidated

Revenue from Extemal .
Customers. . $802,476 368,474 $142,157  $188,059 $31,966 $1,233,132 $2,994 b - +$1,236,126
Intersegment Revenues s 9,998 $42,116 $ - $ - L3 1 $ 52,115 $4,342 T (56457 8 - -
Segment Profit (Loss):
Income (Loss) from

Continuing Operations  $-46,954  $30,734  $25153. 8 3361  § 3,686 S 109848 - $1252 §  (229) § 108810
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Note 7 - Intangible Assets

‘The components of the Company's intangible assets were as follows (in thousands):

At September 30,
At March 31, 2006 2005
Gross Net Net
Carrying Accumulated Carrying Carrying
. Amount  Amortization  Amount Amount
Intangible Assets Subject to Amortization:
Long-Term Transportation Contracts $8,580 $(3,385) $5,195 $5,729
Long-Term Gas Purchase Contracts 31,864 (4,230) 27,634 28,431
Intangible Assets Not Subject to
Amortization: _
Retirement Plan Intangible Asset 8,142 - 8,142 8,142
$48,586 $(7,615) $40,971 $42,302
Aggregate Amortization Expense:
(Thousands)
Three Months Ended March 31, 2006 $665
Three Months Ended March 31, 2005 $665
Six Months Ended March 31, 2006 $1,331
Six Months Ended March 31, 2005 $1,331

Amortization expense for the long-term transportation contracts is estimated to be $0.5 million for
the remainder of 2006 and $1.1 million annually for 2007 and 2008. Amortization expense is estimated to
be $0.5 million and $0.4 million for 2009 and 2010, respectively.

Amortization expenée for the long-term gas purchase contracts is estimated to be $0.8 miltion for
the remainder of 2006 and $1.6 million annually for 2007, 2008, 2009 and 2010.

Note 8 — Retirement Plan and Other Post-Retit:ement Benefits
Components of Net Periodic Benefit Cost (in thousands}:

Three months ended March 31,

Réﬁrement Plan Other Post-Retirement Benefits
2006 2005 2006 2005

Service Cost $4,104 $3,429 $2,007 $1,538
Interest Cost - . 10,049 10,520 . 6,701 . 6,446
Expecied Return on Plan Assets (12,486) (12,386) {5,576) (4,715)
Amortization of Prior Service Cost 239 257 . 1 - 1
Amortization of Transition Amount .- - 1,782 ~ 1,782
Amortization of Losses 5777 . 2,618 . 5,850 3,116
Net Amortization and Deferral : ' i
For Regulatory Purposes (Including < _ _

Volumetric Adjustments} " 1,907 2,723 2634 5,948
Net Periodic Benefit Cost ~$9,590 $7,161 $13,399 ~ $14,116

23



Item 1. Financial Statements (Concl.)

Six months ended March 31,

Service Cost

Interest Cost

Expected Return on Plan Assets

Amortization of Prior Service Cost

Amortization of Transition Amount

Amortization of Losses

" Net Amortization and Deferral

For Regulatory Purposes (Inciudlng
Volumetric Adjustments) "

- Retirement Plan
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Other Post-Retirement Benefits

Net Periodic Benefit Cost

2006 2005 2006 2005

$8,208 $6,858 $4,015 $3,076
20,008 21,040 13,402 12,892
(24.972)  (24,772) (11,151) (9.430)
478 514 "2 2

. - 3,564 3,564
11,554 5236 11,701 6,232
379 3,605 (51) 5235
$15,745  $12,481 $21,482 $21,571

M The Company's policy Is to record retirement pian and other post-relirement benefit costs in the Wtility segment on a volumetric
basis to reflect the fact that the Utility segment experiences higher throughput of natural gas in the winter months and lower

throughput of natural gas in the summer months.

Employer Contributions. During the six months ended March 31, 2006, the Company contributed $10.5
million to its retirement plan and $26.6 million to its other post-retirement benefit plan.
Company funded $8.6 million to its retirement plan and $2.2 million to its other post-retirement benefit
plan. The Company does not expect to make any contributions to the retirement plan during the
remainder of the fiscal year. In the remainder of 2006, the Company expects to contribute in the range of

$10.0 million to $12.0 million to its other post-retirement benefit plan.
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CRITICAL ACCOUNTING POLICIES

For a’complete discussion of critical accounting policies, refer to "Critical Accounting Policies" in
Itemn 7 of the Company's 2005 Form 10-K. There have been no material changes to that disclosure olther
than as set forth below. The information presented below updates and should be read in conjunction with
the critical accounting policies in that Form . 10-K,

Al March 31, 2006, the Canadian oil and gas properties passed the quarterly ceiling tests but
capitalized costs less accumulated depletion and related deferred income taxes were nearly equal to the
ceiling. A downward revision to reserves or prices could resull in an impairment of the Canadian oil and
gas properties in the future.

RESULTS OF OPERATIONS
Earnings

The Company's earnings were $78.6 million for the quarter ended March 31, 2006 compared to
eamings of $70.7 million for the quarter ended March 31, 2005. As prewously discussed, the Company
began presenting its Czech Republic operations as discontinued operations in June 2005. Prior year
amounts have been reclassified to reflect this change in presentation. The Company's earnings from
continuing operations were $78.6 million for the quarter ended March 31, 2006 compared to earnings from

" continuing operations of $64.0 million for the quarter ended March 31, 2005. The increase in earnings
from continuing operations of $14.6 million is primarily the result of higher earnings in the Exploralion and
Production segment, as shown in the table below. The Pipeline and Storage segment's earnings for the
quarter ended March 31, 2005 include a $2.6 million gain on the FERC approved sale of base gas by
Supply Corporation's jointly-owned Ellisburg Storage Pool. The Exploration and Production segment's
earnings for the quarter ended March 31, 2006 include a $5.1 million benefit to earnings resulting from an
adjustment to a deferred income tax balance.

The Company's earnings were $136.0 million for the six months ended March 31, 2006 compared
to earnings of $121.1 million for the six months ended March 31, 2005. The Company's earnings from
continuing operations were $136.0 million for the six months ended March 31, 2006 compared to earings
from continuing operations of $108.8 million for the six months ended March 31, 2005. The increase in
earnings from continuing operations of $27.2 million is primarily the result of higher earnings in the Utility,
Pipeline and Storage, Exploralion and Production, and Energy Marketing segments, as well as in
Corporate operations, as shown in the table below. As menfioned above, eamnings for the six months
ended March 31, 2005 include a $2.6 million gain on the sale of base gas in the Pipeline and Storage
segment and eamings. for the six months ended March 31, 2006 include a $5.1 million deferred income
tax benefit in the Exploration and Production segment. |

Additional discussion of earnings in each of the business segments can be found in the business
segment information that. follows. Note that all amounts used in the earnings discussions are after tax
amounts. ,
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Earnings (Loss) by Segment

Three Months Ended Six Months Ended
March 31, March 31,
Increase/ Increase/
(Thousands) 2006 2005 | (Decrease) | . 2006 2005 | (Decrease)
1. Uility $28,654 $28,882 $(228) $50,407 546,954 $3,453
Plpeline and Storage 16,892 18,457 {1,565) 32,742 30,734 2,008
Exploration and Production 25 845 11,230 14,615 © 43,280 25,153 18,127
Energy Marketing 3,877 2,612 1,265 4,864 3,361 1,503
Timber 2,242 2,893 (651) 3,706 3,646 60
Total Reportable Segments 77,510 64,074 13,436 134,999 109,848 25,151
All Other 46. 652 (606) 616 1,252 {636)
Corporate " 1,038 (745) 1,783 398 (2,290) 2,688
Total Earnings from
Continuing Operations 78,594 63,981 14,613 136,013 108,810 27,203
Earnings from Discontinued
Operations _ - 6,702 (6,702) - 12,310 (12,310)
Total Consolidated $78,594 $70,683 $7.911 $136,013 $121,120 -$14,893

“ Includes earnings from the former Intemnational segment’s aclivity other than the activity from the Czech Republic operations
included in Eamings from Discontinued Operations.

Utility

- Utility Operating Revenues '

Three Months Ended

Six Months Ended

March 31, March 31,
(Thousands) 2006 2005 Increase 2006 2005 Increase

Retail Sales Revenues: . -

" Residential $422,495 $386,623, $35,872 | $767,368 $641,689 $125,679
Commercial 75,758 69,367 6,391 132,648 111,150 21,498
Industrial 6,272 4,566 1,706 10,724 6,710 4,014

504,525 460,556 43,969 910,740 759,549 151,191

Transportation 32,360 30,600 1,760 59,276 51,559 7,717

Other 5,031 184 4,847 - 7,601 1,366 6,135

$541,916 $491,340 $50,576-| $977,517 $812,474 $165,043.

Utility Throughput

Three Months Ended -

" 8ix Months Ended

March 31, March 31,

. : Increase/ Increase/

| (MMch) 2006 2005 (Decrease) | 2006 2005 {(Decrease)
Retail Sales: . - .

Residential 26,807 32,559 (5,752) 46,331 52,428 (6,097)
Commergial 5,038 6,072 (1,034) 8,481 9,526 (1,045)
Industrial 459 425 34 786 601 185
’ 32,304 39,056 {6,752) 55,598 62,555 {6,957)
Transportation 22,119 22,465 {346) 36,461 36,568 {107)
54 423 61,521 (7,098) 92,059 99,123 (7.064)
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Degree Days

Percent
Three Months Ended Colder (Warmer) Than
March 31 Normal 2008 2005 Normal Prior Year
Buffalo 3,327 2875 3,468 {13.6) (17.1)
Erie 3,142 2,705 3,266 {13.9) (17.2)
Six Months Ended
March 31
Buffalo 5,587 5,085 5,640 (9.0) {9.8)
Erie 5,223 " 4753 5,263 (9.0 (8.7)

2006 Compared with 2005

Operating revenues for the Utility segment increased $50.6 million for the quarter ended March
31, 2006 as compared with the quarter ended March 31, 2005. The increase is attributable primarily to
higher retail gas sales revenues. Retail gas sales revenues increased $44.0 million largely due to the
recovery of higher gas costs (gas costs are recovered dollar for doliar in revenues), which more than
offset the decrease in retail gas sales revenues resuliing from lower volumes. The decrease in volumes
reflects warmer weather for the period as well as lower average usage per customer stermnming from
customer conservation efforts. The impact of the New York rate case settiement, which became effective
August 2005, was to increase operating revenues by $7.8 million. This increase consisted of a base rate
increase, the implementation of a merchant function charge, the elimination of certain bill credits, and the
elimination of the gross receipts tax surcharge. In the Pennsylvania jurisdiction, the impact of a base rate
increase, which became effective in April 2005, was to increase operating revenues by $4.3 million.

Operating revenues for the Utility segment increased $165.0 million for the six months ended
March 31, 2006 as compared with the six months ended March 31, 2005. The increase is primarily
atiributable to higher retail gas sales revenues. The increase in retail gas’ sales revenues was largely a
function of the recovery of higher gas costs, which more than offset lower refail sales volumes, as shown
above. The increase in transportation revenues was primarily due to an out-of-period adjustment of $3.9
million to correct the New York jurisdiction's calculation of the symmetrical sharing component of the Gas
Adjustment rate. The adjustment resulted when it was determined that certain credits that had been
included in the calculation should have been removed during the implementation of a previous rate case
settlement. The symmetrical sharing component is a mechanism included in Distribution's New York rate
settlement that shares with customers 90% of the difference between actual revenues received from large
volume customers and the level of revenues that were projected to be received during the rate year. The
impact of the New York rate case sefllement, discussed above, was to increase operating revenues by
$13.3 million. In the Pennsyivania jurisdiction, the impact of a base rate increase, which became effective
in April 2005, was 1o increase operating revenues by $7.1 mll[:on

The Utility segment's eamings for the quarter ended March 31, 2006 were $28.7 million, a
decrease of $0.2 million when compared with the quarter ended March 31, 2005. in the New York
Jurisdiction, earnings increased by $1.3 million principally due to the rate case settlement in this jurisdiction
that became effective in August 2005 ($5.1 million). This increase was partially offset by an increase in
pension and post retirement expense ($1.5 million), higher bad debt expense ($1.2 million), higher interest
expense ($0.9 million) and a decline in margin associated with lower average usage per customer ($0.5
million). In the Pennsylvania Division, earnings decreased by $1.5 million primarily due to the impact of
warmer weather ($2.4 million), lower average usage per customer ($0.6 miflion), an increase in bad debt
expense ($0.8 million) and a higher effective tax rate in this jurisdiction ($0.9 million). Partially offsetting
these decreases, the rate case settliement in this jurisdiction, which became effective in April 2005,
increased quarterly earnings by approximately $2.8 million. Lower pension and post retirement expense

- ($0.4 million) also increased earnings in the Pennsylvania jurisdiction. :

The impact of weather variations on earnings in the New York jurisdiction is mitigated by that
jurisdiction’'s WNC. The WNC in New York, which covers the eight-month period from October through
May, has had a stabilizing effect on eamings for the New York rate jurisdiction. For the quarter ended
March 31, 2006, the WNC preserved earnings of approximately $4.2 million, as weather was warmer than
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normal for the period. For the quarer en.ded ‘March 31, 2005, the WNC reduced earnings by
approximately $1.5 million, since weather for the period was colder than normal,

The Utility segment's earnings for the six months ended March 31, 2006 were $50.4 million, an
increase of $3.4 million when compared with the earnings of $47.0 million for the six months ended March
31, 2005. In the New York jurisdiction, earnings increased by $3.0 million due primarily to the positive
impact of the rate case settlement in this jurisdiction ($8.6 million), discussed above, and the impact of the
symmetrical sharing adjustment ($2.6 million). This increase was partially offset by an increase in bad.
debt expense ($3.3 million), higher pension and post retirement expense ($2.1 million), higher interest
expense ($1.5 million) and a decline in margin associated with lower average usage per customer (30.8
million). For the Pennsylvania jurisdiction, earnings increased by $0.4 million. The rate case settlement in
this jurisdiction, discussed above, increased earnings by approximately $4.6 million. In addition, earnings
were increased slightly by lower pension and post relirement expense ($0.5 million). These increases
were offset by the impacts to margin of warmer weather ($2.1 million} and lower average usage per
customer ($1.0 million), as well as an increase in bad debt expense ($1.4 million).

For the six months ended March 31, 2006, the WNC preserved earnings of approximately $4.7
million, as the weather was warmer than normal For the six months ended March 31, 2005, the WNC did
not have a.significant impact on eamnings as the weather was close to normal.

Pipeline and Storage

Pipeline and Storage Operating Revenues

Three Months Ended Six Months Ended
March 31, March 31,
, Increase/ Increase/
(Thousands) 2006 2005 | (Decrease) | 2006 2005 | (Decrease)
Firmm Transportation - $31,738 | $32,086 $(348) $62,824 | $61,616 $1,208
Interruptible Transpaortation 1,115 922 193 2,438 1,848 590
32,853 33,008 {155) 65,262 63,464 1,798
Firm Storage Service . 16,408 16,376 32 32,655 32,471 - 184
Other 9,796 - 8,162 1,634 17,174 14,655 2,519
$59,057 | $57,546 $1,511 $115,091 | $110,590 $4,501
Pipeline and Storage Throughput
i . Three Months Ended Six Months Ended
.March 31, ~ March 31,
(MMcp) . Increase/ Increase/
2006 2005 (Decrease) 2006 2005 (Decrease)
Firm Transportation - 114,828 | 129,851 {15,023) 217,650 | 213,593 4,057
Interruptible Transportation 1,831 1,180 651 5,554 2,842 2,712
116,659 | 131,031 (14,372) 223,204 | 216435 6,769

' 2006 Compared with 2005

Opérating revenues for the Pipeline and Storage segment increased $1.5 million for the quarter

ended March 31, 2006 as compared with the quarter ended Matrch 31, 2005. The increase was primarily
due to higher revenues from unbundled pipeline sales reported as part of other revenues in the table
above, due to higher natural gas prlces -For the six months ended March 31, 2006, operatlng revenues
for the Pipeline and Slorage segment increased $4.5 million, as compared with the six months ended
March 31, 2005. The increase was pnmanly due to higher revenues from unbundled pipeline sales ($4.4
million), due {o higher natural 'gas’ prices. The $1.8 million increase in transportation revenues was
.primarily due 1o additional contracts with customers and the renewal of contracts at higher rates, both of
which reflect the increased demand for transportation services due to market conditions resulting from the
effects of last fall's hurricane damage to production and pipeline infrastructure in the Gulf of Mexico. Also
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confributing to the increase in fransportation revenues was the addition of new contracts with customers
due to the Interconnect Pressure Agreement with TransCanada Pipelines, Ltd. The Interconnect Pressure
Agreement is an excess pressure agreement that allows for greater capacity on the Empire State Pipeline.

The Pipeline and Storage segment's earnings for the quarter ended March 31, 2006 were $16.9
million, a decrease of $1.6 million when compared with eamings of $18.5 million for the quarter ended
March 31, 2005. The decrease can be atiributed to the $2.6 million gain on the FERC approved sale of
base gas during the quarter ended March 31, 2005 that did not recur in 2006, and higher operation and
maintenance expense ($1.6 million), due primarily to higher pension expense ($1.0 million). Higher
unbundled pipeline sales ($1.9 million) and lower depreciation expense ($0.7 million) partially offset these
Increases.

The Pipeline and Storage segment’'s earnings for the six months ended March 31, 2006 were
$32.7 million, an increase of $2.0 million when compared with earnings of $30.7 million for the six months
ended March 31, 2005. The major factors that contributed to the increase were higher revenues from
unbundied pipeline sales ($2.8 million), higher transporiation revenues {$1.2 million), a lower reserve for
preliminary project costs associated with the Empire Stale Pipeline Connector project ($0.8 million), lower

. depreciation expense ($0.6 million), and lower interest expense: (0.4 million). These increases in
eamnings were offset by the $2.6 million gain on the FERC approved sale of base gas during the six
months ended March 31, 2005 that did not recur in 2006, and higher pension expense ($0.8 million}.

Exploration and Production

Exploration and Production Operating Revenues

Three Months Ended . Six Months Ended
March 31, March 31,

: ' Increase/ . Increase/

{Thousands) ) 2006 2005 | (Decrease) 2006 2005 | (Decrease)
Gas (after Hedging) $49,432 | $42,520 $6,912 [ $98,774 | $85,264 $13,510
Oil (after Hedging) 36,262 25,624 10,638 65,656 52,520 13,136

Gas Processing Plant 10,662 8,344 2,318 24,082 17,048 7,034

Other 32 434 {122) 1,835 1,187 648
Intrasegment Elimination ( (7,949) {6,603) ~{1,346) | (19,541) | (13,862) {5,679)
$88.719 | %$70,319 $18,400 | $170,806 | $142,157 $28,649

M Represents the elimination of certain West Coast gas production included in “Gas (after Hedging)” in
- the table above that was sold to the gas processing plant shown in the table above. An elimination for the
_ same dollar amount was made to reduce the gas processing plant's Purchased Gas expense.

Productidn Volumes . " Three Months Ended. ] Six Months Ended
March 31 March 31,

Increase/ ) Increase/

2006 2005 | (Decrease) 2006 2005 | (Decrease)
Gas Production (MMcf) ‘ ) o . )
Guif Coast C . 2,752 2,844 (92) 4,419 6,069 |~ (1,650)

West Coast © 933 986 (53) 1,851 2,025 |- (74)
_ Appalachia a 1,246 1,137 109 . 2,499 2,343 156
Canada L 1,761 2,160 {399) 3,672 3,825, {153)
. ' 6,692 7,127 (435){ 12,541 |- 14,262 (1,721}
Oll Production (Mbb/) : , ' »
Gulf Coast 181 © 261 (80) 288 550 (262)
Waest Coast 639 634 ' 5 -1,324 1,287 37
Appalachia 12 9 3 C 22 12 - 10
Canada * €8 78 (10 155 154 1

900 982" (82) | 1,789 | 2,003 ~ (214)
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Average Prices _ .

Three Months Ended Six Months Ended
March 31, . March 31,
Increase/ | Increase/
2006 2005 | (Decrease) 2006 2005 | (Decrease)
Average Gas Price/Mcf
Gulf Coast $8.47 $6.75 $1.72 $9.33 $6.61 $2.72
West Coast - $8.02 $6.20 $1.82 $9.62 $6.38 $3.24
Appalachia $10.03 | . $6.76 $3.27| .$11.83 $7.26 $4.57
Canada $7.21 $5.52 $1.69 $9.06 $5.49 $3.57
Weighted Average : '$8.37 $6.30 $2.07 - $9.79 $6:38 $3.41
Weighted Average After Hedging $7.39 $5.97 $1.42 $7.88 $5.98 $1.90
Average Qil Price/bbl - :
Gulf Coast . $58.69 | $46.42 $12.27 $58.39 $46.77 $11.62
West Coast : $53.65 | $37.67 $1598| $52.46 $37.40 $15.06
Appalachia . $60.28 | $42.28 $18.00 $60.84 $42.85 $17.99
Canada $48.63 | $41.08 $7.55 $45.57 $39.78 $5.79
Weighted Average $54.37 $40.31 © $14.06 $52.92 $40.19 $12.73
Weighted Average After Hedging | $40.30 | $26.10 $14.20 $36.70 | $26.22 $10.48

2006 Compared with 2005

Operating revenues for the Exploration and Production segment mcreased $18.4 million for the
quarter ended March 31, 2006 as compared with- the quarler ended March 31, 2005. Qil production
revenue after hedging increased $10.6 million .due to a $14.20 per barrel increase in weighted average
prices after hedging. Gas production revenue after hedging increased $6.9 million due to-an increase in-
the weighted average price of gas after hedging {$1.42 per Mcf). This was offset slightly by an overall
decrease in gas production of 435 MMcf, mostly due to a decline in Canadian product:on as a.result of
~ delays in drllllng and gas processing plant constraints.

Operating revenues for the Exploration and Production segment increased $28. 6 million for the six
months ended March 31, 2006 as compared with the six months ended March 31, 2005. Oil production
revenue after hedging increased $13.1 million due to a $10.48 per barrel increase in weighted average
prices after hedging. This increase in prices was offset slightly by a decrease in production {214,000
barrels). Gas production revenue after hedging increased $13.5 million. An increase in the weighted
average price of gas after hedging ($1.90 per Mcf) more than offset a decrease in gas production of 1,721
" MMcf. The decrease in gas production occurred primarily in the Gulf Coast region (a 1,650 MMcf
decline), which is partially attributable to iast fail's hurricane damage and partially to the expected decline
-rates for the Company’s production in this region.

“The Exploration and Production segment's eamnings for the quarter ended March 31, 2006 were
$25.8 million, an increase of $14.6 million when compared with eamings of $11.2 million for the quarter
ended March 31, 2005. The increase is primarily attributable to the increase in operating revenues, due to
higher commodity 'prices of oil and natural gas, as discussed above ($12.0 million). In addition, a $5.1
million benefit to eamnings resulting from an adjusiment to a deferred income tax balance was recognized
during the quarter ended March 31, 2006. Under GAAP, a company may recognize the bénefit of certain
" expected future income tax deductions as a deferred tax asset only if it anticipates sufficient future taxable
" income to utilize those deductions. As a result of the rise in commodity prices, the Company increased its

forecast of future taxable income in the Exploration and Produgtion segment's Canadian division and, as a
result, recorded a deferred tax asset foi certain drilling costs that it now expects to deduct on future
"income tax retums. These increases were partially offset by higher lease operating costs {$1.4 millien), -
higher general and administrative costs ($0.6 million) and higher depletion expense ($0.5 million). The
increase in lease operating costs was prlmarIIy in.the West Coast region due to higher steaming costs

associated with heavy crude oil productlon in the California Midway-Sunset and North Lost Hills fields.
The higher steaming costs were due to an increase in the price for natura! gas purchased in the field and
used in the stéaming operations which averaged $7.72/Btu this quarter versus $5.62/Btu in the prior year's
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quarter and an increase in the volume burned at the North Lost Hills field. Beginning in April, a scrubber
facility in the Midway-Sunset field was in full operation and is burning waste gas rather than purchased
gas to generate the steam for its thermal recovery project.* Depletion expense increased in spite of the
drop in production due to a rise in the per unit depletion rate, which was caused by an increase in fmdmg
. and development costs.

The Exploration and Production segment's earnings for the six months ended March 31, 2006
were $43.3 million, an increase of $18.1 miliion when compared with earnings of $25.2 million for the
quarter ended March 31, 2005. As noted above, the increase is primarily attributable to the increase in
operating revenues, due to higher commaodity prices of oil and natural gas’ ($18.6 million} and the tax
benefit of $5.1 million discussed above. Partially offsetting these increases were higher lease operating
costs ($3.4 million), higher general and administrative costs' ($1.4 million) and higher depreciation and
depletlon expense ($0 3 million). As discussed above, the increase in iease operating costs was pnman!y
in the West Coast region due to higher steamlng costs.

Energy Marketing

Three Months Ended Six Months Ended

Energy Marketing OperatinT Revenues

March 31, March 31,
Increase/ Increase/
(Thousands) 2006 2005 | (Decrease) 2006 2005 | (Decrease)
Natural Gas (after Hedgtng) $2086,057 $124,560 $81,497 | $351,680 | $188,050 $163,530
Other 4 5 {1) 40 9 31
$206,061 $124,565 $81,496 | -$351,620 | $188,059 $163,561

Energy Marketing Volumes

Three Months Ended

Six Months Ended

March 31, March 31,
2006 2005 Increase 2006 2005 Increase
Natural Gas — {(MMcf) 17,332 15,184 2,148 27,306 23,191 4,115

2006 Compared with 2005

Operating revenues for the Energy Marketing segment increased $81.5 million and $163.6 million,
respectively, for the quarter and six months ended March 31, 2006, as compared with  the quarter and six
months ended March 31, 2005. . The increase for both the quarter and six months ended March 31, 2006
primarily reflects higher gas sales revenue due to an increase in the price of natural gas and, to a lesser

-extent, an increase in throughput. The increase in throughput was due to the addition of certain large
commercial and industrial customers, which more than offset any decrease in throughput due to warmer
weather and greater conservation by customers due to higher natural gas prices.

Earnings in the Energy Marketing segment increased $1.3 million and.$1.5 million, respectively; for
. the quarter and six months ended March 31, 2006 as compared with the quarter and six months ended
March 31, 2005. Despite warmer weather and greater conservation by customers, margins increased due
" to a number of factors, including higher volumes and the marketing flexibility associated with stored gas.
The Energy Marketing segment’s contracts for significant storage and transportation volumes prowded
' operatlonal flexibility resulting in increased sales throughput and earnings.
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Timber

Timber Operating Revenues

_ Three Months Ended Six Months Ended
March 31, March 31,
Increase! Increase/
(Thousands) 2006 2005 | (Decrease) 2006 2005 | (Decrease)
Log Sales $8,267 $8,768 $(501) $14,523 $13,644 $879
Green Lumber Sales 1,968 1,863 105 3,430 3,309 121
Kiln Dry Lumber Sales 8,384 7,822 -562 16,885 14,096 2,789
QOther ’ 515 519 (4) 1,228 ‘ 918 30
Operating Revenues $19,134 $18,972 $162 $36,066 $31,967 $4.,099
Timber Board Feet . '
Three Months Ended Six Months Ended
March 31, March 31,
increasel Increase/
(Thousands) 2006 2005 | (Decrease) 2006 2005 | (Decrease)
Log Sales 3,282 2,570 712 5774 4,315 1,459
Green Lumber Sales 2,982 2,538 444 4,956 4702 254
Kiln Dry Lumber Sales 4,512 3,897 615 8,998 7,263 1,735
: 10,776 9,005 1,771 19,728 16,280 3,448

2006 Compared with 2005

Operatlng revenues for the Timber segment increased $0.2 million and $4.1 million, respectweiy.
for the quarter and six months ended March 31, 2006, as compared with the quarter and six months
ended March 31, 2005. For the quarter ended March 31, 2006, the increase can be attributed primarily to
an increase in kiln dry lumber sales {$0.6 million and 615,000 board feet) due to a 22 percent increase in
processing capacity for kiln dry lumber from the addition of two new kilns in February 2005. This increase
was {argely offset by a decline in cherry veneer log sales as a result of lower volumes of cherry veneer
logs harvested because of unfavorable weather conditions. Although there was an overall increase in log
sales volumes in the table above, most of the increase came from lower priced logs. Cherry veneer logs
command the highest prices and have the largest impact on overall log sales revenue. For the six months
ended March 31, 2006, higher revenues from kiln dry lumber sales of $2.8 million are primarily responsable
for the increase.-” The increase in kiln dry lumber sales is atiributable to the increased kiln process:ng
capacity noted above. Additionally, log sales increased $0.9 million primarily due to an increase in cheny
export log sales as a result of greater market demand.

" Eamings in the Timber segment decreased $0.7 million for the quarter ended March 31, 2006 as
compared with the quarter ended March 31, 2005. This decline primarily resulied from the impact of
lower margins from cherry veneer log sales combined with an increase in cost of goods sold on lumber

sales.

The Timber segment’s earnings increased $0.1 million for the six months ended March 31, 2006
as compared to the six months ended March 31, 2005. ngher revenues from kiln dry lumber sales and
cherry export log sales were largely offset by an increase in cost of goods sold on lumber sales, resulting
in a net Increase to earmnings of $0.5 million. This increase was offset by higher depleﬂon expense ($0.3
million).
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Corporate and All Other
2006 Compared with 2005

Corporate and All Other recorded eainings of $1.1 million for the quarter ended March 31, 2006
compared with a loss of $0.1 million for the quarter ended March 31, 2005. For the six months ended
March 31, 2006, Corporate and All Other had earnings of $1.0 million compared with a loss of $1.0 million
for the six months ended March 31, 2005. These improvements were principally due to an increase in
interest income resulling from the investment of proceeds received from the sale of U.E. in July 2005.

CAPITAL RESOQURCES AND LIQUIDITY

The Company's primary source of cash during the six-month period ended March 31, 2006
consisted of cash provided by operating activities. This source of cash was supplemented by issues of
new shares of common stock as a result of stock option exercises. During the six months ended March
31, 2006, the common stock used to fulfill the requirements of the Company's 401(k) plans and Direct
Stock Purchase and Dividend Reinvestment Plan was obiained via open market purchases. During the
three months ended March 31, 2006, the Company began repurchasing outstanding shares of its common
stock under a share repurchase program, which is discussed below under Financing Cash Flow.

Operating Cash Flow

Internally generated cash from operating activities consists of net income available for conimon
stock, adjusted for non-cash expenses, non-cash income and changes in operating assets and liabilities.
Non-cash items include depreciation, depletion and amortization, deferred income taxes, income or loss
from unconsclidated subsidiaries net of cash distributions, and minority interest in foreign subsidiaries.

Cash provided by operating activities in the Ulility and the Pipeling and Storage segments may
vary from period to period because of the impact of rate cases. In the Utility segment, supplier refunds,
over- or under-recovered purchased gas cosls and weather may also significantly impact cash flow. The
impact of weather on cash flow is tempered in the Utility segment’'s New York rate jurisdiction by its WNC
and in the Pipeline and Storage segment by Supply Corporation’s straight fixed-variable rate design.

Because of the seasonal nature of the heating business in the Utility and Energy Marketing
segments, revenues in these segments are relatively high during the heating season, primarily the first
and second quarters of the fiscal year, and receivable balances historically increase during these periods
from the balances receivable at September 30. ‘

) The storage gas inventory normally declines during the first and second quarters of the year and is
replenished during the third and fourth quarters. For storage gas inventory accounted for under the LIFO
method, the current cost of replacing gas withdrawn from storage is recorded in the Consolidated
Staternents of Income and a reserve for gas replacement is recorded in the Consolidated Balance Sheets
under the caption “Other Accruals and Current Liabilities.” Such reserve is reduced as the inventory is
replenished. -

Cash provided by operating activities in the Exploration and Production segment may vary from
. period to period as a result of changes in the commodity prices of natural gas and crude oil. The Company
uses various derivative financial instruments, Including ‘price swap agreements and no cost collars in an
attempt o manage this energy commodity price risk. ' : '

. - Net cash provided by operating activities totaled $243.2 million for the six months ended March 31,
: 2006, a decrease of $2.8 million compared with $246.0 million provided by operating activities for the six
months ended March 31, 2005. The timing of gas cost recovery in the Ulility segment along with the loss
- of positive cash flow from the Company's former Czech Republic operations, which were sold in July
2005, were the main reasons for this decrease. These decreases were mainly offset by higher ol and gas
revenues in the Exploration and Production segment and a decrease .in hedging collateral deposits at
March 31, 2006 in the Exploration and Production and Energy Marketing segments. ‘Hedging . coliateral
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deposits serve as collateral for open positions on exchange-traded futures contracts, exchange-traded .
options and over-the-counter swaps and collars.

Investing Cash Flow

Expenditures for Long-Lived Assets

The Company's expenditures for long-lived assets totaled $135.0 million during the six months
ended March 31, 2006. The table below presents these expenditures:

Six Months Ended March 31, 2006 (in miflions of doliars)
Total
Expenditures for
Long-Lived Assets

Utility . $25.4

Pipeline and Storage ' 10.3

Exploration and Production 96.3

Timber , 0.8

Corporate and All Other 2.2

. $135.0
Utility

The majority of the Utility capital expenditures for the six months ended March 31, 2006 were
made for replacement of mains and main extensions, as weli as for the replacement of service lines.

Pi-ge!ine and Storage

The majority of the Pipeline and Storage capital expenditures for the six months ended March 31,
. 2006 were made for addltlons improvements, and replacements to this segment’s transmussmn and gas
storage systems.

The Company continues to explare various opportunities to expand its capabilities to transport gas
to the East Coasl, either through the Supply Corporation or Empire systems or in partnership with others.
In October 2005, Empire fited an application with the FERC for the authority to build and operate the
Empire Connector project to expand its natural gas pipeline operations to serve new markets in New York
and elsewhere in the Northeast by extending the Empire Pipeline. Assuming the proposed Millennium
Pipeline-is constructed, the Empire Connector will provide an upstream supply link for Phase 'l of the
Millennium Pipeline and will fransport Canadian and other natural gas supplies to downstream customers,
including KeySpan Gas East Corporation, which has entered into precedent agreements to subscribe for
at léast 150 MDth per day of natural gas transportation service through the Empire State Pipefine and the
Millennium Pipeline systems.” The Empire Connector will be designed to move up to approximately 250
MDth of natural gas per day.* Empire anticipates that FERC will provide a determination on this
applicatioh by November 2006.* The targeted in-service date is. November 2007.* The Company
anticipates financing this project with cash on hand and/or through the use of the Company's bi-lateral
lines of credit.* As of March 31, 2006, the Company had incurred approximately $5.2 million in costs (all
of which have been reserved) related to this project.  Of this amount, $0.5 million and $1.2 million,
respectively, were incurred during the quarter and six months ended March 31,°2006. '

The Company also has plans to extend Supply Corporation's pipeline system from the Tuscarora
storage -field to the intersection of the proposed Millennium and Empire Connector pipelines (the
. "Tuscarora Extension).* The Tuscarora Extension will be designed initially to move up to approximately
. 130 MDth of nafural gas per day.* The project depends on market developments and its in-service date
will be contingent upon the Millennium/Empire project timeline. The Company has not yet filed an
application with the FERC for the authority 1o build and operate the Tuscarora Extension. The Company
. anticipates financing this project with cash on hand and/or through the use of the Company's bi-latera!,

-34‘_



NFG-3.1
Witness: Bauer
Page 191

Item 2, Management's Discussion and Analysis of Financial Condition and Results of Operations {Cont. )

-lines of credit.”* There have been no costs incurred by the Company related to this project as of March 31,
2006.

Exploration and Production

The Exploration and Production segment capital expenditures for the six months ended March 31,
2006 included approximately $20.8 million for Canada, $45.7 million for the Gulf Coast region ($45.5
million for the off-shore program in the Gulf of Mexice), $19.5 million for the Wesl Coast region and $10.3
million for the Appalachian region. The significant amount spent in the Gulf Coast region is related to high
commodity prices, which has improved the economics of investment in the area, plus royalty relief. These
amounts included approximately $21.5 million spent to develop proved undeveloped reserves.

Timber

The majority of the Timber segment capital expenditures for the six months ended March 31,
2006 were made for purchases of equipment for Highland’s sawmill and kiln operations.

Corporate and All Other

The majority of the Corporate and All Other capital expenditureé for the six months ended March
31, 2006 were for the construction of a distributed generation facility at the Company's corporate
headquarters.

The Company continuously evaluates capital expenditures and investments in corporations,
partinerships, and other business entities. The amounts are subject to modification for opportunities such
as the acquisition of atiractive oil and gas properties, timber or natural gas storage facilities and the
expansion of transmission line capacities. While the majority of capital expenditures in the Ultility segment
are necessitated by the continued need for replacement and upgrading of mains and service lines, the
magnitude of future capital expenditures or other investments in the Company’s other business segments
depends, to a large degree, upon market conditions.”

Financing Cash Flow

The Company did not have any outstanding short-term notes payable to banks or commercial
paper at March 31, 2006. However, the Company continues to-consider short-term debt (consisting of
shori-term notes payable to banks and commercial-paper} an important source of cash for temporarily.
financing capital expenditures and investments in corporations and/or partnerships, gas-in-storage
inventory, unrecovered purchased gas costs, margin calls on derivative financial instruments, exploration
and development expenditures and other working capital needs. Fluctuations in these items can have a
significant impact on the amount and- timing of short-term debf. As for bank loans, the Company
maintains a number of individual (bi-lateral) uncommitted or discretionary lines of credit with certain
financial institutions for general corporate purposes. Borrowings under these lines of credit are made at
competitive market rates. Each of these credit lines, which aggregate to $445.0 million, are revocable at
the option of the financial institutions and are reviewed on an annual basis. The Company anticipates that
these lines of credit will continue to be renewed.” The total amount available to be issued under the
Company’s commercial paper program is $200.0 million. The commercial paper program is backed
by.a syndicated committed credit facility which totals $300.0- million and extends through September 30,
2010. The Company plans to increase the size of its commercial paper program from $200 0 million to
$300 0 million.*

Under the Company's committed credit facility, the Company has agreed that its debt to
capitalization ratio-will not exceed .65 at the last day of any fiscal quarter from September 30, 2005
through September 30, 2010. At March 31, 2006, the Company's.debt to capitalization ratio {(as calculated
under the facility) was .45. The constraints specified in the committed credit facility would permit an -

additional $1.44 biltion in short-term and/or long-term debt to be outstanding before the Company’s debt to
. capitalization ratio would exceed .65. If a downgrade in any of the Company’s credit ratings were to occur,
access to the commercial paper markets might not be possible.* However,'the Company expects that it
could borrow under its uncommitted bank lines of credit or rely upon other liquidity sources, including cash
provided by operatlons
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Under the Company's existing indenture covenants, at March 31, 2006, the Company would have
been permiited to issue up to a maximum of $926.0 million in additional long-term unsecured
indebtedness at then-current market interest rates in addition to being able to issue new indebtedness to
replace maturing debt. The Company's present liquidity position is believed to be adequate to satlsfy
known demands.*

The Company's 1974 indenture pursuant to which $399.0 million (or 36%) of the Company's long-
term debt (as of March 31, 2006) was issued, conlains a cross-default provision whereby the failure by the
Company lo perform certain obligations under other borrowing arrangements could trigger an obligation to
repay the debt outstanding under the indenture. In particular, a repayment obligation could be triggered if
the Company fails (i) to pay any scheduled principal or interest on any debt under any other indenture or

agreement or (i) to perform any other term in any other such indenlure or agreement, and the effect of the .

failure causes, or would permit the holders of the debt to cause, the debt under such indenture or
agreement to become due prior to its stated maturity, unless cured or waived.

The Company's $300.0 million committed credit facility also contains a cross-default provision
whereby the failure by the Company or its significant subsidiaries to make payments under other
borrowing arrangements, or the occurrence of certain events affecting those other borrowing
arrangements, could trigger an obligation to repay any amounts outstanding under the committed credit
facility. In particular, a repayment obligation could be triggered if (i} the Company or its significant
subsidiaries fail to make a payment when due of any principal or interest on any other indebtedness
aggregating $20.0 million or more or (i) an event occurs that causes, or would permit the holders of any
other indebtedness aggregating $20.0 million or mare to cause, such indebtedness te become due prior to
" its stated maturity. As of March 31, 2006, the Company had no debt outstanding under the committed
credit facility. o

The Company has an effective registration statement on file with the SEC under which it has
available capacity to issue an additional $550.0 million of debt and equity securities under the Securities
" Act of 1933. The Company may sell all or a portion of the remaining registered securities if warranted by
market conditions and the Company's capital requirements. Any offer and sale of the above mentioned

$550.0 million of debt and equity securities will be made only by means of a prospectus meeting the

requirements of the Securities Act of 1933 and the rules and regulations thereunder.

. The amounts and timing of the issuance and sale of debt.or equity securities will depend on
market conditions, tndenture requarements regulatory authorizations and the capital requirements of the
Company.

On December 8, 2005, the Company’s board of directors authorized the Company to implement a
share repurchase program, whereby the Company may repurchase outstanding shares of common stock,
up to an aggregate amount of 8 million shares in the open market or through privately negoliated
transactions. For the quarter ended March 31, 2008, the Company repurchased 825,250 shares under
this program, funded with cash provided by operating activities. In the future, it is expected that this share
repurchase program will continue to be funded with cash provided by operating activities and/or through
the use of the Company's bi-lateral tines of credit* It is expected that open market repurchases will
continue from time to time depending on market conditions.*

. OFF-BALANCE SHEET ARRANGEMENTS -

_The Company has entered inlo certain off-balance sheet financing arrangements. These '

financing arrangements are primarily operating and capital leases. The Company’s consolidated
subsidiaries have operating leases, the majority of which are with the Utility and the Pipeline and Storage
segments, having a remaining lease commitment of approximately $46.5 million. These leases have
been entered into for the use of buildings, veticles, construction tools, meters, computer equipment and
other items and are accounted.for as operating leases. The Company's unconsolidated subsidiaries,
* which are accounted for under the equity method, have capital leases of eleciric generating equipment
having a remaining lease commitment of approximately $8.0 million. The Company has guaranteed 50%
or $4.0 mlillon of these capital lease cornmltments
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OTHER MATTERS

In addition to the legal proceedings disclosed in Part I, ltem 1 of this report, the Company is
involved in other litigation and regulatory matters arising in the normal course of business. These other
matters may include, for example, negligence claims and tax, regulatory or other governmental audits,
inspections, investigations or other proceedings. These matters may involve state and federal taxes,
safety, compliance with regulations, rale base, cost of service and purchased gas cost issues, among
other things. While these normal-course matters could have a material effect on earnings and cash flows
in the quarterly and annual period in which they are resolved, they are not expected to change materially
the Company's present liquidity position, nor to have a material adverse effect on the financial condition of
the Company.*

Market Risk Sensitive Instruments

For a complete discussion of market risk sensitive instruments, refer to “Market Risk Sensitive
Instruments” in Item 7 of the Company’s 2005 Form 10-K. There have been no subsequent material
changes. to the Company's exposure to market risk sensitive instruments.

Rate and Regulatory Matters

Energy Policy Act

On August 8, 2005, President Bush signed into law the Energy Policy Act, which, among other
things, repealed PUHCA 1935 effective February 8, 2006. With repeal of PUHCA 1935, the Company is
‘no longer subject to that act's broad regulatory provisions, including provisions relating to the issuance of
securities, sales and acquisitions of securities and utility assets, intra-company transactions and
limitations on diversification. The Energy Policy Act includes PUHCA 20035, which, among other things,
grants the FERC and state pubiic utility regulatory commissions access to certain books and records of
companies in holding company systems, provides {upon request of a state commission or holding
company system) for FERC review of allocations of costs of non-power goods and administrative services
in electric utility holding company systems, and modifies the jurisdiction of FERC over cerlain mergers and
acquisitions involving public utilities or holding companies. On December 8, 2005, the FERC issued Order
667 to implement PUHCA 2005. The FERC clarified certain aspects of Order 667 in Order 667-A, issued
on April 24, 2006. The Company will file a “notification of holding company status” with the FERC under
Order 667-A. The Company also plans fo file an “exemption notification” with the FERC, seeking
exemption from the requirements of PUHCA 2005 and. Order 667-A for certain subsidiaries of the
Company. The Company is unable to predict at this time what the ultimate outcome of these or future
legislative or regulatory ‘changes will be. :

Utility Operation

Base rate adjustments in both the New York and Pennsylvania jurisdictions do not reflect the
recovery of purchased gas costs. Such costs are recovered through operation of the purchased gas
adjustment clauses of the appropriate regulatory authorities.

New York Jurisdietion

On August 27, 2004, Distribution Corporation commenced a rate case by filing proposed tariff
amendments and supporting testimony requesting approval to increase its annual revenues beginning
" October 1, 2004.  Various parties opposed the filing. On April 15, 2005, Distribution Corporation, the
parties and. others executed an agreement settling all outstanding issues. In an order issued July 22,
2005, the NYPSC, approved the April 15, 2005 settlement agreement, substantially as filed, for an
effective date of August 1, 2005. The settlement agreement provrdes for a rate increase of $21 million by
means of the elimination of bill credits ($5.8 million) and an increase in base rates ($15.2 mllhon) For the
two-year term of the agreement and thereafter the return on eqmty level above which earnings must be
shared with rate payers will be 11 5%. '
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Pennsylvania Jurisdiction

On September 15, 2004, Distribution Corporation filed proposed tariff amendments with PaPUC to
increase annual revenues by $22.8 million to cover increases in the cost of service to be effective
November 14, 2004. The rate request was filed to address throughput reductions and increased operating
costs such as uncollectibles and personnel expenses. Applying standard procedure, the PaPUC
suspended Distribution Corporation’s tariff filing to perform an. investigation and hold hearings. On
February 16, 2005, the parties reached a settlement of all issues. The settlement provides for a base rate
increase of $12.0 million and terminates the tracking of pension expenses versus the rate allowance. The
settlement was approved by PaPUC on March 23, 2005, and the new rates went into effect on April 15,
2005.

Pipeline and Storage

On April 7, 2006, the NYPSC, PaPUC and Pennsylvania Office of Consumer Advocate filed a
complaint and a motion for summary disposition against Supply Corporation with the FERC under
Sections 5(a) and 13 of the Natural Gas Act. The complainants allege that Supply Corporation’s rates are
‘unjust and unreasonable, and that Supply Corporation is permitted to retain more gas from shippers than
is necessary for fuel and loss. As a result, the complainanis allege, Supply Corporation has excess
annual earnings of approximately $30 million to $35 million. In their complaint, the complainants ask
FERC (i) to find that Supply Corporation's rates are unjust and unreasonable, and (i) to institute
proceedings to determine the just and reasonable rates Supply Corporation will be authorized to charge
prospeciively. The complainanis also ask FERC in their complaint (i} to determine whether Supply
Corporation has the authority to make sales of gas retained from shippers, and (ii) if FERC concludes that
Supply Corporation does not have such authority, to direct Supply Corporation to show cause why it
should not be required to disgorge profits associated with such sales. In their motion for summary
_ disposition, the complainants ask FERC (i) to find summarily that the rate at which Supply Corporation is
permitted to retain gas from shippers for fuel and loss is unjust and unreasonable, (i) to require Supply
Corporation to make a compliance filing providing detailed information regarding its fuel and loss retention
and use, and (iii) to establish just and reasonable fuel and loss percentages for Supply Corporation.
Supply Corporation filed answers on April 27, 2006, opposing the complaint and the motion for summary
_disposition, asserting that its current rates are just and reasonable, and documenting its authorlly to sell
retained gas. Supply Corporation will wgorously oppose these actions.”

On November 25, 2003, the FERC issued Order 2004. QOrder 2004 was clarified in Order 2004-A

on April 16, 2004 and Order 2004-B on August 2, 2004. Order 2004, which went into effect Seplember
22, 2004, regulates the conduct of transmission providers (such as Supply Corporation) with their “energy
affiliates.” The FERC broadened the definition of "energy affiliates” to include any affiliate of a
transmission provider if that affiliale engages in or is involved in transmission (gas or electric)
transactions, or manages or controls- transmission capacity, or buys, sells, trades or administers natural
gas or electric energy or engages in financial transactions relating to the sale or transmission of natural
‘gas or electricity. Supply Corporation’s principal energy affiiates are Seneca, NFR and, possibly,
Distribution Corporation.* Order 2004 provides that companles may request waivers, which the Company
-has done with respect to Distribution Corporation and is awaiting. rulings. Order 2004 also provides an
exemption for local distribution companies that are affiliated with interstate pipelines (such as Distribution
Corporation), but the exemption is limited, with very minor exceptions, to local distribution corporations
that do not make any off-system sales. Distribution Corporation stopped making such off-system sales
. effective September 22, 2004, although it continues to make certain sales permitted by a prior FERC
order, FERC has required Supply Corporation to provide arguments justifying the continued effectiveness
" of that order. Supply Corporation and Distribution Corporation would iike to continue operating as they do,
whether by .waiver, amendment or further clarification of the new rules, or' by complying with the
“requirements applicable if. Distribution Corporation were an energy affiliate. Treating Distribution
Corporation as an energy affiliate, without any waivers, would require changes in the way Supply
Corporation and Distribution Corporation operate which would decrease efficiency, but probably would not
increase capltal or operating expenses to an extent that would be material to the financial condition of the
" Company.* Unttil theré is further clarification from the FERC on the scope of these exemptions and rulings
. on the Company's waiver requests, the Company is unable to predict the impact Order 2004 will have on
the Company. As previously mentioned, Distribution Corporation stopped .making off-system sales,
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effective September 22, 2004. The Company does not expect that change to have a material effect on
the Company's results of operatlons as margins resulting from off-system sales are minimal as a result of
profit sharing with retail customers.*

Empire currently does not have a rate case on file with the NYPSC. Management will continue to
monitor its financial position in the New York Jurlsdnctnon to determine the necessity of filing a rate case in
the future. Among the issues that will be resolved in connection with Empire’s FERC application to build
the Empire Connector are the rates and terms of service that would become applicable to all of Empire's
business, effective upon Empire accepting the FERC certificate and placing its new facilities into service
(currently targeted for November 2007), when Empire .would become an interstate pipeline subject to
FERC regulation.”

Environmental Matters

The Company is subject to various federal, state and local laws and regulations relating to the
protection of the enviranment. The Company has established procedures for the ongoing evaluation of its
operations to identify potential environmental exposures and comply. with regulatory policies and
procedures. It is the Company's policy to accrue estimated environmental clean-up costs (investigation
and remediafion) when such amounts can reasonably be estimated and it is probable that the Company
will be required to incur such costs. The Company has estimated its remaining clean-up costs related to
former manufactured gas plant sites and third party waste disposal sites will be $3.9 mitlion.” This Hability
has been recorded on the Consolidated Balance Sheet at March 31, 2006. The Company expects to
recover its environmental clean-up costs from a combination of rate recovery and insurance proceeds.*
Other than as discussed in Note G of the Company's 2005 Form 10-K (referred to below), the Company is
curently not aware of any material additional exposure to environmental liabilities, However, adverse
changes in environmental regulations or other factors could impact the Company.*

- For further discussion refer to Note G - Commitments and Contingencies under the heading
“Environmental Matters” in Item 8 of the Companys 2005 Form 10-K, and to Part I, item 1, “Legal
Proceedings.” .

New Accounting Pronouncements

~In March 2005, the FASB issued FIN 47, an interpretation of SFAS 143. FIN 47 provides
additional ‘guidance on the term “conditional asset retirement obligation” as used in SFAS 143, and in
particular the standard clarifies when a Company must record a liability for a conditional asset retirement
obligation. The Company is currently evaluating the impact of FIN 47, if any, on its consolidated financial
statements. For further discussion of FIN 47 and its impact on the Company, refer to ltem 1 at Note 1 -
Summary of Significant Accountirig Policies. .

" In May 2005, the FASB issued SFAS 154. SFAS 154 replaces APB 20 and SFAS 3 and changes
the requirements for the accounting for and reparting of a change in accounting principle. The Company's |
financial condition and results of operations will only be impacted by SFAS 154 if there are any accounting
changes or corrections of errors In the future. For further discussion of SFAS 154 and its impact on the
Company, refer to Item 1 at Note 1 — Summary of Significant Accounting Policies.

Safe Harbor for Forward-Looking Statements

The Company is including the foliowing cautionary statement in this Form 10-Q to make
applicable and take advantage of the safe harbor provisions of the Private Securities Litigation Reform Act
of 1985 for any forward-looking statements made by, or on behalf of, the Company. Forward-looking
statements Include statements concemning plans, objectives, goals, projections, strategies, future events
" or performance, and underlying assumptions and other statements which are other than statements of
historical facts. From time to time, the Company may publish or otherwise make available forward-looking
staternents of this nature. All such subsequent forward-looking statements, whether written or oral and”
whether made by or ‘on behalf of .the Company, are also expressly qualified by these cautionary
statements. Certain statements contained in this report, including, without limitation, those which are
designated with an asterisk (") and those which are identified by the use of the words “anticipates,”
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nou

“‘estimates,” “expects,” “intends,” “plans,” “predicts,” "projects,” ‘and similar expressions, are ‘forward-
looking” statements as defined in the Private Securities Litigation Reform Act of 1995 and accordingly
involve risks and uncertainties which could cause actual results or cutcomes to differ materially from those
. expressed in the forward-looking statements. The forward-looking statements contained herein are based
on various assumptions, many of which are based, in turn, upon further assumptions. The Company's
expectations, beliefs and projections are expressed in good faith and are believed by the Company to
have a reasonable basis, including, without limitation, management’s examination of historical operating
trends, data contained in the Company's records and other data available from third parties, but there can
be no assurance that management's expectations, beliefs or projections will result or be achieved or
accomplished. In addition to other factors and matters discussed elsewhere herein, the following are
important factors that, in the view of the Company, could cause actual results to differ matenaﬂy from
those discussed i in the forward-tooking statements:

1. Changes in laws and regulations fo which the Company is subject, including changes in tax,
environmental, safety and employment taws and regulatlons and changes in laws and regulatuons
relating to repeal of PUHCA 1935;

2.  Changes in economic conditions, including economic disruptions caused by terrorist activities, acts
of war or major accidents;

- 3. . Changes in demographic patterns and weather conditioné; including the occurrence of severe

4. Changes in the availability and/or price of natural gas or oil and the effect of such changes on the
accounting treatment or valuation of derivative financial instruments or the Company's natural gas
and oil reserves;

5. Impairments under the SEC's full cost ceiling test for natural gaé and oil reserves,

6. Changes in the availability and/or price of derivative financial instruments;

7. Changes In the price differentials between various types of oil;

8.  Failure of the price differential between heavy sour crude oil and light sweet crude oil to return to its
' historical norm;

8. Inability to obtain new customers or retain existing ones;

10.  Significant changes In'competitive factors affecting the Company;

11. Govemmentalregulatory ‘actions, inftiatives and proceedings, including those involving
acquisitions, financings, rate cases (which address, among other things, allowed rates of return,
rate design and retained gas), affiliate relationships, industry structure, franchise renewal, and
environmental/safety requirements;

12.  Unanticipated impacts of restructﬁring initiatives in the natural gas and electric industries;

13. Significant chénges from expectations in actual capital expenditures and operating expenses and
unanticipated project delays or changes in project costs or plans, including changes in the plans of
the sponsors of the proposed Millennium Pipeline with-respect to that project,

14 The nature and projected profitability of pending and potential projects and other investments;

15, Occurrences’ affecting the Company's ability to obtain funds from operations, debt or equity to
finance needed capital expenditures and other investments, including any downgrades in the .
Company's credit ratings;

18, _ Uncerlainty_ of oil and gas reserve estimates;
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Item 2. Management's Discussion and Analysis of Financial Condition and Results of Operations (Concl.)

17.

18.

19.
20.
21.
22,

23.
24

25,
26.

27.

Ability to successfully identify and finance acquisitions or other investments and ability to operate
and integrate existing and any subsequently acquired business or properties;

Ability to successfully identify, drill for and produce ecanomically viable natural gas and oil reserves;

Significant changes from expectations in the Company’s actual production levels for natural gas or
oil;

Regarding foreign operations, changes in trade and monetary policies, inflation and exchange rates,
taxes, operating conditions, laws and regulations related to foreign operations, and political and
governmental changes;

Significant changes in tax rates or policies or in rates of inflation or interest;

Significant changes in the Company's relationship with its employees or contractors and Lhe
potential adverse effects if labor disputes, grievances or shortages were to occur;

Changes in accounting principles or the application of such principleé to the Company;
The cost and effects of legal and administrative claims against the Company,

Changes in actuarial assumptions and the return on assets with respect to the Company’s
refirernent pfan and post-retirement benefit plans; .

Increasing health care costs and the resulting effect on health insurance premiums and on the
obligation to provide post-retirement benefits; or

Increasing costs of insurance, changes in coverage and the ability to obtain insurance:

The Company disclaims any obligation to update any forward-looking statements to reflect evenis

or circumstances after the date hereof.

Item 3. Quantitative and Qualitative Disclosures About Market Risk

. Refer to the "Market Risk Sensitive Instruments™ section in ltem 2 — MD&A.

ltem 4. Controls and Procedures

‘Evaluation of Disclosure Controls and Procedures

The term "disclosure controls and procedures” is defined in Rules 13a-15(e) and 15d-15(¢e) under

the Exchange Act. These rules refer to the controls and other procedures of a company that are designed
to ensure that information required’to be'disclosed by a company in the reports that it files or submits
under the Exchange Act is recorded, processed, summarized and reported within the time periods
specified in the SEC's rules and forms. Disclosure controls and procedures include, without limitation,
- -controls and procedures designed to ensure that information required to be disclosed is accumulated and
communicated to-the company’s management, including its principal executive’ and principal financial
officers, as appropriate to allow timely decisions regarding required disclosure, The Company's
management, including the Chief Executive Officer and Principal Financial Officer, evaluated the
effectiveness of the Company’s disclosure controls and procedures as of the end of the period-covered by
this report. Based upon that evaluation, the Company’s Chief Executive Officer and Principal Financial
Officer concluded that the Company's disclosure controls and procedures were effective as of the end of
the period covered by thls report. . . -

t
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Changes in Internal Controls Over Financial Reporting

The management of the Company maintains a system of internal cantrol over financial reporting
that is designed to provide reasonable assurance regarding the reliability of financial reporting and
preparation of financial statéments for external purposes in accordance with GAAP. There were no
thanges in the Company’s internal control over financial reporting that occurred during the quarter ended
March 31, 2006 that have materially affected, or are reasonably likely to materially affect, the Company's
internal control over financial reporting.

Part Il._Other Information

ltem 1. Legal Proceedings

. In an action instituted in the New York State Supreme Court, Kings County on February 18, 2003
against Distribution Corporation and Paul J. Hissin, an unaffiliated third party, plaintiff Donna Fordham-
- Coleman, as administratrix of the estate of Velma Arlene Fordham, alleges that Distribution Corporation’s
denial of natural gas service in November 2000 to the plaintiff's decedent, Velma Arlene Fordham, caused
decedent's death in February 2001. The plaintiff seeks damages for wrongful death and pain and
suffering, plus punitive damages. Distribution Corporation denied plaintiff's material allegations, asserted
seven affirmative defenses and asserted a cross-claim against the co-defendant. Distribution Corporation
believes, and has vigorously asserted, that plaintiff's allegations lack merit. The Court changed venue of
the action to New York State Supreme Court, Erie County, Discovery closed in October 2005, and
Distribution Corporation fited a motion for summary judgment in November 2005. On February 24, 2006,
the Court granted Distribution Corporation’s motion for summary judgment dismissing plaintiff's claims for
wrongful death and punitive damages. The Court denied Distribution Corporation’s motion for summary
judgment to dismiss plaintiff's negligence claim seeking recovery for conscious pain and suffering. On
March 15, 2006, the plaintiff appealed the Court's decision to the New York State Supreme Court,
Appellate Division, Fourth Department. On March 29, 2006, Distribution Corporation filed a cross-appeal.

) On December 22, 2003, the Pennsylvania Depariment of Environmental Protection (DEP) issued
an order to Seneca to halt its timber harvesting operations on 21,000 acres in Cameron, EIk and McKean
counties in Pennsylvania. The order asserted certain violations of DEP regulations concerning erosion,
_sedimentation and stream c¢rossings. The order required Seneca to apply for certain permits, control
erosion, submit plans for removal of water encroachments not included in permit applications, notify the
DEP .of additional current or planned timber harvesting operations, and grant the DEP access to timber
acreage. On January 9, 2004, Seneca filed with the Pennsyivania Environmental Hearing Board {Hearing
Board} a notice of appeal, objecting to each finding and order contained in the order, and asserting that

the DEP’s findings were factually incorrect, an arbitrary exercise of the DEP's functions and duties, and
contrary to law. Also on January 9, 2004, Seneca filed with the Hearing Board a petition requesting a stay.

of operation of portions of the order. On January 16, 2004, the parties settied Seneca's request for a stay.
Seneca resumed its timber harvesting operations pursuant to the terms of the settlement. The settlement
of Seneca's request for a stay preserved various issues raised by the DEP’s order for a hearing on the
merits of Seneca's notice of appeal. The most substantial issue was whether Seneca is required to apply

for a permit under Section 102.5(b) of Tille 25 of the Pennsyivania Code, governing earth disturbance-

activities of greater than 25 acres. Seneca maintained that no permit is required because each of its
individual Iogging sites disturbs less than 25 acres, and the law does not requqre aggregation of individual
sites. .

Seneca and the DEP have agreed to a final settlement of this matter. The final settiement .

provides in part that Seneca will submit to the DEP an Erosion and Sedimentation Control Plan ("E&S
Plan”) for each individual earth disturbance activity for which such a plan is requured by Section 102.4 of

Title 25 of the Pennsylvania Code. Generally, Seneca may proceed with any earth disturbance activity .

provlded it has submitted a written E&S Plan to the DEP 15 business days prior to commencement of the
proposed activity. Seneca is not required to apply for a permit under Section 102.5(b) of Title 25 of the
. Pennsylvania Code, goveming earth disturbance activities of greater than 25 acres. Finally, under the
terms of the final settlement, Seneca will pay a total of $9, 000 in civil penalttes and damages.
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i On April 7, 2006, the NYPSC, PaPUC and Pennsylvania Office of Consumer Advocate filed a
complaint against Supply Corporation with the FERC under Section 5(a) of the Natural Gas Act and a
motion for summary disposition against Supply Corporation under Section 13 of the Natural Gas Act. For
a discussion of these matters, refer to Part |, ltem 2 - MD&A of this report under-the heading “Other
Matters - Rate and Regulatory Matters.”

The Company believes, based on the information presently known, that the ultimate resolution. of
the Fordham case will not be material to the consolidated financial condition, results of operations, or cash
flow of the Company.* .No assurances can be given, however, as to the ultimate outcome of this matter,
and it is possible that the outcome could be material to results of operations or cash flow for a particular
quarter or annual period.* In addition, regarding the comptlaint filed against Supply Corporation at FERC,
the Company believes that chances are remote that the complainants will succeed in challenging the
authority of Supply Corporation to sell retained gas.* Nevertheless, the resolution of the complaint and the
molion for summary disposition filed at FERC could have a material effect on the Company's financial
condition, results of operations or cash flow.*

4~ : .
For a discussion of various environmental and other matters, refer o Part |, Item 1 at Note 4 and
Part |, ltem 2 - MD&A of this report under the heading “Other Matters - Environmental Matters.”

In addition to the proceedings disclosed above, the Company is invoived in other litigation and
regulatory matters arising in the normal course of business. These other matters may include, for
example, negligence claims and tax, regulatory or other governmental audits, inspections, investigations
or other proceedings. These matters may involve state and federal taxes, safety, compliance with
regulations, rate base, cost of service, and purchased gas cost issues, among other things. While these
normal-course matters could have a material effect on earnings and cash flows in the quarterly and
annual period in which they are resolved, they are not expected to change materially the Company's
present liquidity position, nor to have a material adverse effect on the financial condition of the Company.*

Item 1A. Risk Factors

The risk factors in ltem 1A of the Company's 2005 Form 10-K have not matenally changed other
than as set forth below. The information presented below updates and should be read in conjunction with
the risk factors disclosed in that Form 10-K.

The nature of National Fuel's operations presents inherent risks of loss that could adversely affect
its results of operations, financial condition and cash flows,

National Fuel's operations are subject to inherent hazards and risks such as: fires, natural
disasters; explosions; formations with abnormal pressures; blowouts; collapses of wellbore casing or other
tubulars; pipeline ruptures; spills; and other hazards and risks that may cause personal injury, death,
p'roperty damage, environmental damage or business interruption losses. Additionally, National Fuel's
facilities, machinery, and equipment may be subject to sabotage. Any of these events could cause a loss
“of hydrocarbons, environmental pollution, personal injury or death claims, damage to Natlonal Fuel's -.
properties or damage to the properties of others. As protection against operational hazards, National Fuel
maintains insurance coverage against some, but not all, potential losses. In addition, many of the
agreements that National Fuel executes with confractors provide for the division of~responsibilities

" between the contractor and National Fuel, and National Fuel seeks to obtain an indemnification from the

~* confractor for certain of these risks. National Fuel is not always able, however, to secure written

agreements with its contractors that contain indemnification, and sometimes Natlonal Fuel is required to
mdemmfy others.

Insurance or indemnification agreements when obtained may not adequately protect National Fuel
against liability from all of the consequences of the hazards described above. The occurrence of an event
not fully insured or indemnified against, the failure of a contractor to mest its indemnification obfigations, or
the failure of an insurance company to pay valid claims could result in substantial losses to National Fuel.
In addition, insurance may not be available, or if available- may not be adequate to cover any or all of
these risks. It is also possible that insurance premiums or other costs may rlse significantly in the future,
. §0 as to make such insurance prohibitively expensive. -
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item 1A_ Risk Factors {Concl.)

- Due to large insurance losses caused by Hurricanes Katrina and Rita, the insurance industry has
significantly increased premiums for insurance on Gulf of Mexico properties, and has reduced the limits
typically available for windslorm damage. As a result, National Fuel has determined that it is not
economical to purchase insurance to fully cover ils exposures in the Gulf of Mexico in the event of a
named windstorm. National Fuel has procured named windstorm coverage in an amount equal to
approximately three times the estimated physical damage loss sustained by National Fuel as a result of
named windstorms during the 2005 hurricane season. No assurance can be glven however, that such
amount will be sufficient to cover losses that may occur in the future

Hazards and risks faced by National Fuel. and insurance and indemnification obtained or provided
by National Fuel, may subject National Fuel to litigation or administrative proceedings from time to time.
Such litigation or proceedings could resuit in substantial monetary judgments, fines or penalties against
National Fuel or be resolved on unfavorable terms, the result of which could have a material adverse
effect on National Fuel's results of operations, financial condition and cash flows.

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds

On January 3, 2006, the Company issued a total’ of 2,100 unregistered shares of Company
common stock to the seven non-employee directors of the Company serving on the Board of Directors,
300 shares to each such director. All of these unregistered shares were issued as partial consideration
for the directors’ services during the quarter ended March 31, 2008, pursuant to the Company's Retainer
Policy for Nen-Employee Directors. These transactions were exempt from registration by Section 4(2) of
the Securities Act of 1933 as fransactions not involving a public offering.

Issuer Purchases of Equity Securitles

Shares Purchased | of Shares that May
as Part of Publicly | Yet Be Purchased
Total Number of Announced Share Under Share

Average Price Paid

Total Number of

Maximum Number

Shares . Repurchase Plans | Repurchase Plans
Period Purchased"” per Share or Programs " or Programs ™
Jan. 1 - 31, 2006 10,169 $32.88 — ’ 8,000,000
Feb. 1 --28, 2006 125,353 $32.20 115,800 7,884,200
Mar. 1 - 31, 2006 806,157 $32.23 709,450 7,474,750
Total . - 941,679 $32.23 825,250 7,174,750

) Represents {i) shares of common stock of the Company purchased on the open market with Company
*matching contributions” for the accounts of participants in the Company's 401(k) plans, (ii) shares of
common stock of the Company tendered to the Company by holders of stock options or shares of
- restricted stock for the payment of option exercise prices or applicable withholding taxes, and (iii) shares
of common stock of the Company purchased on the open market pursuant-to the Company’'s share
repurchase program. Shares purchased other than through a publicly announced share repurchase
program totaled 10,169 in January 2006, 9,553 in February 2006 and 96,707 in March 2006. Of the
shares purchased other than through a publicly announced share repurchase program mentioned in the
previous sentence, 31,023 shares were purchased for the Company's 401(k) plans and 85,406 shares
were purchased as a result of shares tendered to the Company by holders of slock options or shares of
restricted stock.

® On December 8, 2005, the'Company’s Board of Directors authorized the repurchase of up to eight
million shares of the Company s common Stock. Repurchases may.be made from time to time in the
open market or through private transactions.
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The Annual Meeting of Shareholders of National Fuel Gas Company was held on February 16,
2006. At that meeting, the shareholders elected direciors, appointed an independent registered public
accounting firm, and rejected a shareholder proposal to reduce the compensation of the Company’s non-
employee directors.

The total votes were as follows:

For Withheld
Election of directors to
serve for a three-year
term:
- R. Don Cash
- George L. Mazanec

73,088,520
73,062,016

1,893,863
1,920,367.

Election of directors to
serve for a two-year
term:

= John F. Riordan -

73,617,335 1,365,048

Other directors whose term of office continued after the meeting:

Term expiring in 2007: Philip C. Ackerman, Craig G. Matthews, and Richard G. Reiten.

Term expiring in 2008: Robert T. Brady and Rolland E. Kidder.

Item 6. Exhibits

Broker
Eor Against Abstain Non- Votes
Appointment of
PricewaterhouseCoopers
LLP as independent
registered public
accounting firm 73,389,799 1,268,463 324 121 -
Adoption of shareholder
proposal to reduce the
compensation of non- ‘
employee directors 5,198,024 48,371,311 1,946,254 19,466,794
Exhibit
Number Description of Exhibit
10.1 Description of bonuses awarded to executive officer.
10.2 Description of performance goals for certain executive officers.
103 Noncompete and Restrictive Covenant Agreement, dated February 1,
- 2006, between the Company and Dennis J. Seeley.
104 Description of salaries of certain executive officers.

12 Statements regarding Computation of Ratios:
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Item 6. Exhibits {Concl.)

Ratio of Earnings to Fixed Charges for the Twelve Months Ended March .
31, 2006 and ihe Fiscal Years Ended September 30, 2001 through 2005.

311 Written statements of Chief Executive Officer pursuant to Rule 13a-14{a)
or Rule 15d-14(a) under the Securities Exchange Act of 1934,

3.2 Written statements of Principal Financial Officer pursuant to Rule 13a-
14(a) or Rule 15d-14{a) under the Securities Exchange Act of 1934,

32 Certification Pursuant to Section 806 of the Sarbanes-Oxley Act of 2002.

99 National Fuel Gas Company Consolidated Statement of Income for the
Twelve Months Ended March 31, 2006 and 2005.
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Pursuant to the requirements of the Securities Exchange Act of 1934, the'Registrant has duly
caused this report to be signed on its behalf by the undersigned thereunto duly authorized.

NATIONAL FUEL GAS COMPANY
{Registrant)

[si R_J. Tanski
R. J. Tanski _
Treasurer and Principal Financial Officer

fs/ K. M. Camiolo
K: M. Camiolo
Controller and Principal Accounting Officer

‘Date: May 5, 2006
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NATIONAL FUEL GAS DISTRIBUTION CORPORATION
PENNSYLVANIA DIVISION
ll. REVENUE REQUIREMENT INTERROGATORIES
GAS UTILITIES

1. Please supply copies of the Company's balance sheets for each quarter for the last two years.

See pages 2 through 7 for the quarterly detailed balance sheets of National Fuel Gas
Distribution Corporation at December 31, 2005 and 2004, September 30, 2005 and 2004,
June 2005 and 2004, and March 2006, 2005 and 2004.
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Assets
Property Plant and Equipment
Gas Plant In Service

Completed Construction Not Classified

Construction Work In Progress
Non Utility
Total Property Plant and Equipment

Less: Reserve For Deprec, Depl & Amort

Net Property Plant and Equipment

Current Assets
Cash
Temporary Cash Investments
Notes Receivable

Notes Receivable - Associate Companies
Accounts Receivable - Associate Companies

Accounts Receivable - Customers
Accounts Receivable - Others
Gas Stored Underground - Current
Unbilled Revenue
Materials & Supplies
Prepayments

Total Current Assets

Other Assets
Other Investments
Deferred Gas Costs
Accumulated Deferred Income Taxes
Recoverable of Future Taxes
Unamortized Debt Expense
Other Regulatory Assets
Other Deferred Debits
Total Other Assets

Total Assets

Page 2of 7
NATIONAL FUEL GAS DISTRIBUTION CORPORATION
BALANCE SHEET AS OF
3/31/04 6/30/04 9/30/04 12/31/04

1,408,512,433.47

9,655,890.40

1,421,878,154.35

5,595,034.01

1,429,678,924.18

9,723,181.28

1,438,433,906.90

6,754,628.06

80,137.38 80,802.33 80,802.33 80,802.33
1,418,248,461.25  1,427,553,090.70  1,439,482,907.80  1,446,269,337.30
439.251,631.70  445700,841.92  450,998,825.82 456 569,878.04
978,996,829.55 _ 081,853,148.77 _ BBB,484,081.97  989,698,459.25
8,760,807.24 5,409,083.30 5,001,129.95 6,532,160.42
4374577 83,843.15 84,036.72 84,182.99
87,424.21 85,543.70 349,713.65 316,247.15
7,192,471.76 9,122,383.00 6,632,166.72 8,140,523.97
211,672,506.68  141,143,097.69 7276583432  130,406,238.16
4,901,074.24 7,419,061.02 4,332,983.69 4,143,446.54
6,205,589.37 14,044,407.05 46,586,200.57 19,812,511.26
54,298,585.77 17,769,597.98 18,574,608.24 84,834,729.11
6,498,005.09 6,993,596.41 7,015,880.04 7,193,137.90
11,439,716.93 8,249,839.13 10,337,300.60 10,392,371.56
311,100,017.06 __ 210,320,452.43 ___ 171,679,853.50 __ 271,855,549.06
0.21 0.21 0.21 0.21
(10,476,667.59)  (20,060,121.68) 8,161,100.21 (2,268,566.99)
31,004.68 31,004.68 31,004.68 31,004.68
75,705,592.00 75,705,592.00 75,068,450.00 75,068,490.00
5,957,353.13 5,781,810.71 5,746,375.61 5,640,886.85
{1,719,186.93) (2,174,623.61) (9,058,962.04)  (10,035,689.97)
12,712,520.31 19,155,331.83 13,602,528.58 18,182,471.38
82,210,615.81 78,438,004.14 93,550,537.25 86,618,596.16
1,372,307,462.41 _ 1,270,612,595.34  1,253,714,472.72  1,348,173,604.47
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Liabilities & Stockholders Equity 3/31/04 6/30/04 9/30/04 12/31/04
Common Capital Stock
Shares Issued & Qutstanding 59,170,600.00 59,170,600.00 $9,170,600.00 59,170,600.00
Premium on Capital Stock 68,500.00 68,500.00 68,500.00 68,500.00
Donations Received 121,599,684.37 121,599,684 .37 121,599,684.37 121,599,684.37
Total Common Capital Stock 180,838,784.37 180,838,784.37 180,838,784.37 180,838,784.37

Retained Earnings
Retained Earnings Balance as of Oct 1 st

367,961,938.36

367,961,938.36

367,961,938.36

381,224,859.88

Net income or Loss (-} 51,088,836.86 54,584,017.00 49,662,821.52 17,239,099.09
Less: Dividends 18,200,000.00 27,300,000.00 36,400,000.00 9,100,000.00
Total Retained Earnings 400,850,775.22 395,245,955.36 381,224,850.88 389,363,958.97
Total Stockholders Equity 581,689,559.59 576,084,739.73 562,063,644.25 570,202,743.34
Long Term Debt
Advance From Associate Companies 218,310,000.00 218,310,000.00 218,310,000.00 218,310,000.00
Other Long Term Debt 52,671.74 35,415.65 17,854 .96 2.01
Total Long Term Debt 218,362,571.74 218,345,415.65 218,327,894.99 218,310,002.01
Total Capitalization 800,052,131.33 794,430,155.38 780,391,539.24 788,512,745.35
Current & Accrued Liabilities
Notes Payable - Associate Companies 100,800,000.00 85,100,000.00 145,100,000.00 172,900,000.00
Accounts Payable - Associate Companies 14,530,278.11 14,589,166.79 15,881,745.60 15,270,688.32
Accounts Payable - Others 62,493,385.78 49,576,208.55 37,145,949.04 70,319,274.02
Customer Deposits 8,106,405.76 7,885,505.18 8,017.870.65 9,101,152.19
Federal iIncome Taxes 30,392,077.43 25,779,485.43 (4,624,048.07) 7,450,379.93
Other Accured Taxes 5,549,418.29 5,307,469.15 (2,815,000.79) 516,867.40
Dividends Declared 9,100,000.00 9,100,000.00 ©,100,000.00 9,100,000.00
Tax Collections Payahlae 1,800,174.76 297,036.46 433,807.87 1,776,205.80
Customer Advances 1,654,707.24 1,698,684.89 464,089,098 468,822.91
Accured Interest 68,345.15 107,732.82 (56,838.20) 6,790.68
Other Accruals 3,716,076.43 19,473,344.19 13,412,969.58 12,720,912.76
Supplier Refunds Payable 67,429.77 81,948.89 02,117.83 254,311.89
Reserve For Gas Replacement 92,938,229.16 35,037,603.25 (0.02) §,492,081.68
Total Current & Accrued Liabilities 331,217, 527.88 254,934,185.60 222,252,663.47 308,377,487.58
Operating Reserves
Accumulated Deferred Income Taxes 173,401,131.67 169,776,411.32 202,929,075.67 196,662,423.87
Accumulated Deferred Investment Tax Credit 7.619,007.95 7,449,396 86 7,279,785.77 7,110,174.68
Other Deferred Credits 59,073,535.85 43,392,779.5¢ 38,919,647.56 46,578,409.59
Reserve For Injuries & Damages 44,127.73 629,666.59 1,941,761.01 932,363.40

Total Operating Reserves
Total Liabilitles

Total Liabilities & Equity

241,037,803.20

221,248,254.36

251,070,270.01

251,283,371.54

572,255,331.06

476,182,439.96

473,322,033.48

559,660,859.12

1,372,307,462.41  1,270,612,595.34 1,253,714,472.72 1,348,173,604.47
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NATIONAL FUEL GAS DISTRIBUTION CORPORATION
BALANCE SHEET AS OF

3f31/05 6/30/05 9/30/05 12/31/05

Assets
Property Plant and Equipment
Gas Plant In Service

Completed Construction Not Classified

Construction Work In Progress
Non Utility
Total Property Plant and Equipment

Less: Resetve For Deprec, Dep! & Amort

Net Property Plant and Equipment

Current Assets
Cash
Temporary Cash Investments
Notes Receivable

Notes Receivable - Associate Companies
Accounts Receivable - Associate Companies

Accounts Receivable - Customers
Accounts Receivable - Others
Gas Stored Underground - Current
Unbilled Revenue
Materials & Supplies
Prepayments

Totai Current Assets

Other Assets
Other Investments
Deferred Gas Costs
Accumulated Deferred Income Taxes
Recoverable of Fulure Taxes
Unamortized Debt Expense
Other Regulatory Assets
Other Deferred Debits
Total Other Assets

Total Assets

1,448,428,684.39

6,276,990.34

1,457,485,650.22

6,670,183.08

1,465,582,197.69

10,382,592.86

1,473,551,126.73

9,831,180.06

80,802.33 80,802.33 80,802.33 80,802.33
1,454,786,477.07  1,464,236,644.64 1,476,045,592.839 1,483,463,109.13
464,291,650.89 471,225,544.07 478,188,855.70 483,360,858.40
990,494,826.17 993,011,100.56 997,856,637.18  1,000,102,249.72
9,876,622.46 4,918,735.77 4,020,587 .48 15,844,274 .49
8,741,343.76 41,380.88 40,374.55 40,445.07
307,264.36 275,088.82 252,563.48 319,126.10
7,399,723.15 6,260,124.98 6,384,015.06 12,244,994.85
234,657,297 .32 160,055,107.33 62,0085,784.03 165,449,750.22
5,238,599.98 4,748,217.90 5,307,454.91 13,932,445.95
5,561 ,496.74 13,250,322.58 35,886,732.85 18,872,609.59
60,687,577.78 14,562,077.36 20,464,576.05 97,932,084.97
7.357,588.40 7,357,063.69 6,820,601.50 7,071,696.50
11,827,632.25 8,401,849.36 10,501,306.54 10,753,693.27

351,655,146.20

219,870,088.67

151,684,996.45

342,461,125.01

0.21 - - -
{27,092,453.46} (37,639,945.48) 14,816,869.92 27,593,238.75
31,004.68 31,004.68 31,004.68 31,004.68
75,068,490.00 75,068,490.00 79,586,737.00 79,586,737.00
5,535,399.46 5,429,810.70 5,324,421.98 5,218,933.22
(22,008,262.06) {19,780,869.54) (14,273,728.08} (5.431,302.45)
18,076,527 42 15,686,245.27 4,255,183.53 1,245,805.51
49,609,676.25 38,794,805.63 89,740,489.03 108,244,414.7T1

1,391,759,648.62  1,251,675,994.86  1,239,282,122.66  1,450,807,780.44
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Liabilities & Stockholders Equity 3131/05 6/30/05 9/30/05 12131105
Commeon Capital Stock
Shares Issued & Outstanding 59,170,600.00 58,170,600.00 59,170,600.00 59,170,600.00
Premium on Capital Stock 68,500.00 68,500.00 66,500.00 68,500.00
Donations Received 121,599,684.37 121,590,684.37 121,599,684.37 122,015,127.37
Total Common Capital Stock 180,838,784.37 180,838,784.37 180,838,784.37 181,254,227.37

Retained Earnings
Retained Earnings Balance as of Oct 1 st

381,224,859.88

381,224,859.88

381,224,859.88

3r9,811,822.72

Net Income or Loss {-) 46,121,280.91 48,207,882.50 34,087,062.84 22,351,432.82
Less: Dividends 18,200,000.00 27,300,000.00 36,400,000.00 9,100,000.00
Total Retained Earnings 409,146,150.79 402,132,742.38 379,811,922.72 393,063,355.54
Total Stockholders Equily 589,964,935.16 582,871,526.75 560,650,707.08 574,317,582.91
Long Term Debt
Advance From Associale Companies 218,310,000.00 218,310,000.00 218,310,000.00 218,310,000.00
Other Long Term Debt 14.30 - - -
Total Long Term Debt 218,310,014.30 218,310,000.00 218,310,000.00 218,310,000.00
Total Capitalization 808,294,949.46 801,281,526.75 778,960,707.09 792.627,582.91
Current & Accrued Liabilities
Noles Payable - Associate Companies 102,600,000.00 71.,000,000.00 142,300,000.00 251,500,000.00
Accounts Payable - Associate Companies 14,334,219.57 15,170,531.44 16,007,078.36 20,045,509.58
Accounts Payable - Others 61,166,647.97 54 577,202.33 67,256,577.48 111,336,876.21
Customer Deposits 9,256,039.96 11,553,798.77 11,856,496.18 10,343,578.01
Federal Income Taxes 29,554,065.93 17,211,414.93 {17,559,030.07) {10,739,866.07)
Other Accured Taxes 4,916,805.00 724,464 15 (7.261,949.44) {6,215,522.40)
Dividends Declared 9,100,000.00 $,100,000.00 9,100,000.00 9,100,000.00
Tax Collections Payable 3,477,987.59 919,480.48 72,650.70 3,498,951.76
Customer Advances 385,734.50 395,706.10 474,978.68 531,100.71
Accured Interest 75,878.49 139,689.67 5,061.05 105,090.41
Other Accruals 6,722,256.66 ,222,906.67 4937,413.44 6,736,392.60
Supplier Refunds Payable 28,418.27 1,087,180.34 1,157,994.73 1,031,230.18
Reserve For Gas Replacement 112,335,309.62 44.514,656.42 (0.02) 18,363,101.68
Total Current & Accrued Liabilities 353,953,363.56 235,617,031.30 228,350,271.09 415,636,442.68

Operating Reserves

Accumulated Deferred Income Taxes 184 589,266.07 185,210,324.78 211,566,955.85 214,993,328.08
Accumulated Deferred Investment Tax Credit 6,940,563.59 6,770,952.50 6,601,341.41 6,431,730.32
Other Deferred Credits 36,765,817.08 21,847,940.99 10,117,179.20 17,242,932.05
Reserve For Injuries & Damages 1,215,688.86 948,218.54 3,685,667.93 3,875,773.40
Total Operating Reserves 229,511,335.60 214,777,436.81 231,971,144.48 242,543,763.85

Total Liabilities

Total Liabilities & Equity

583,464,699.16

450,394,468.11

460,321,415.57

658,180,206.53

1,391,759,648.62

1,251,675,994.86

1,239,282,122.66

1,450,807,789.44




Assets
Property Plant and Equipment
Gas Plant tn Service

Completed Construction Not Classified

Construction Work in Progress
Non Utility
Total Property Plant and Equipment

Less: Reserve For Deprec, Depl & Amort

Net Property Plant and Equipment

Current Assets
Cash
Temporary Cash Investments
Notes Receivable

Notes Receivable - Associate Companies
Accounts Receivable - Associate Companies

Accounts Receivable - Customers
Accounts Receivable - Others
Gas Stored Underground - Current
Unbilled Revenue
Materials & Supplies
Prepayments

Total Current Assets

Other Assals
Other Investments
Deferred Gas Costs
Accumulated Deferred Income Taxes
Recoverable of Future Taxes
Unamortized Debt Expense
Other Regulatory Assels
Other Deferred Debits
Total Other Assets

Total Assets

NFG 3-2
Witness: Bauer
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NATIONAL FUEL GAS DISTRIBUTION CORPORATION
BALANCE SHEET AS OF

3/31/06

1,487,620,246.04

6,135,524.94
80,802.33

1,493,838,573.32
491,014,995.73

1,002,821,577.58

8,205,181.79
40,539.03
292,011.81

7,462,341.64
244,094,363.79
14,780,576.62
9,559,513.81
67.074,367.08
7,440,176.56
12,928,184.73

371,877,256.86

(12,044,541.58)
31,004.68
79,586,737.00
5,113,444.47
4,499,272.67
5,265,006.74

82,450,823.98

1,457,149,758.42




Liabilities & Stockhelders Equity

Common Capital Stock
Shares Issued & Outstanding
Premium on Capital Stock
Donations Received

Total Common Capital Stock

Retained Earnings
Retained Earnings Balance as of Oct 1 st
Net Income or Loss {-)
Less: Dividends

Total Retained Earnings

Total Stockholders Equity

Long Term Debt
Advance From Associate Companies
Other Long Term Debt

Total Long Term Debt

Total Capitalization

Current & Accrued Liabilities
Notes Payable - Asscciate Companies
Accounts Payable - Associate Companies
Accounts Payable - Others
Customer Deposits
Federal Income Taxes
Other Accured Taxes
Dividends Declared
Tax Collections Payable
Customer Advances
Accured Interest
Other Accruals
Supplier Refunds Payable
Reserve For Gas Replacement
Total Current & Accrued Liabilities

Operating Reserves
Accumulated Deferred Income Taxes
Accumulated Deferred Investment Tax Credit
Other Deferred Credits
Reserve For Injuries & Damages

Total Operating Reserves

Total Liabilities

Total Liabliities & Equity

3/31/06

59,170,600.00
68,500.00
122,047,954.62

NFG 3-2
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181,287,054.62

379,811,922.72
50,406,740.09
34,867,000.00

395,351,662.81

576,638,717.43

218,310,000.00

218,310,000.00

794,948,717.43

158,100,000.00
14,201,437.23
65,900,360.78
10,766,791.06
20,909,934.93
1,693,903.59
25,767,000.00
3,904,503.19
508,406.63
196,899.35
14,179,423.97
605,864.74
121,814,686.57

438,639,212.05

196,166,113.03
6,262,119.23
16,400,324.17
4,733,272.61

223,561,828.94

662,201,040.99

1,457,149,758.42
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NATIONAL FUEL GAS DISTRIBUTION CORPORATION
PENNSYLVANIA DIVISION
[ll. RATE OF RETURN INTERROGATORIES
ALL UTILITIES

5. Please provide a a workpaper showing the derivation of the Company's current
AFUDC rate.

See page 2.



NATIONAL FUEL GAS DISTRIBUTION CORPORATION

CALCULATION FOR

ALLOWANCE FOR FUNDS USED DURING CONSTRUCTION
RATES ON A CALENDAR YEAR BASIS

§ = Average Short Term Debt {Schedule I}

s = Short Term Debt Interest Rate (Schedule 1)

D = Long Term Debt (Prier Year End)

d = Long Term Debt Interest Rate (Weighted Average)

P = Preferred Stock (Prior Year End)

p = Preferred Stock Cost Rate (Weighted Averaga)

C = Common Equity B4 Accum, Other Comprehensive Income (Prior Year End)
¢ = Common Equity Cost Rate

W = Average Balance in CWIP {13 Month Average) (Schedule I1)
Ai = Gross Allowance For Borrowed Funds Used During Construction Rate
Al = 5{S/W) + (d(D/D+P+C)) * (1-(SW))

Ae = Allowance For Other Funds Used During Construction Rate
Ae = [(1-S/W)] * [(p*(P/(D+P+C)) + (c* (CHD+P+CY)]

Case R-00061493

NFG-IlI-5
Witness: Anderson
Page 2 of 2
Estimate for Actual for Estimate for
Calendar 2005 Calendar 2005 Calendar 2006
$662,448 $709,203 $709,203
2.20% 3.92% 3.92%
$1,006,272,000 $1,096,272,000 $1,096,222,000
6.42% 6.42% 6.42%
$0 $0 $0
0.00% 0.00% 0.00%
$1,339,281,831 $1,339,281,831 $1,469,356,777
11.09% 9.54% 9.54%
$3,609,386 $5,318,665 $5,318,665
Al = 2.77% 3.03% 2.90%
Ag = 4.98% 4.55% 4.74%
7.75% 7.58% 7.64%
Ai= 2.763% 3.027% 2.901%
Ae= 4.9799 4.546% 4.735%
7.742% 7.573% 7.636%
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NATIONAL FUEL GAS DISTRIBUTION CORPORATION
PENNSYLVANIA DIVISION
REVENUE REQUIREMENTS INTERROGATORIES

6. Please supply copies of all presentations by the Company’s, and, if
applicable, it's parent management to securities analysts during the past two
years. This would include presentations of financial projections.

Please see attached.
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Safe Harbor

A e A s LR 30 A N PO DS R SrRRE g ey U S 3, R N P TR ".M" AV

NOTE: This presentation contains certain forward-looking statements as
defined by the Private Securities Litigation Reform Act of 1995. Forward-
looking statements include, but are not limited to, statements conceming
plans, objectives, goals, projections, strategies and future events or
performance, other statements that are not statements of historical fact, and
statements identified by words such as "anticipates,” "estimates,” "expects,”
"intends,” "plans," "predicts,” "projects” or words of similar meaning. While
National Fuel's expectations, beliefs and projections are made in good faith

" and‘are believed to have a reasonable basis, actual results may differ
materially. You may refer to National Fuel’s most recent Form 10-Q for a
listing of important risk factors you should consider. In addition, this
presentation contains certain non-GAAP financial measures. For slides that
contain non-GAAP financial measures, slides containing the most directly
comparable GAAP financial measures are provided at the end of this
presentation, followed by reconciliations.

@ nationat fuel . . 1

National Fuel Gas Company
Diluted Earnings Per Share *
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'National Fuel Gas Company
D|V|dend tGrowth
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National Fuel Gas Company
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National Fuel Gas Company
Cash Flow Per Diluted Share
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National Fuel Gas Company
Book Value Per Common Share
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National Fuel Gas Stock Price
992 - June 4, 2004

B 22,
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$35 1 : $31.47
(12731700}

$30 - $24.96

(086/04/04)
$25 1
520 -

§15 +

510

$5

$0 r ~ . . y . . . . . r y .
1992 1993 1994 1995 199 1997 1993 1959 1000 1001 2002 2003 2004 2005
Fiscal Year
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National Fuel Gas Company
Capitglization

St AT e T A TGN A SRS R Gl TR BT T Y o

$2.59 Billion $2.60 Billion
at March 31, 2004 at September 3¢, 2004
Projected .
national fuel ‘ 8
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National Fuel Gas Company
pital Expenditures for Long-Lived Assets
AT AT P e A Y

T Tea Ll
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$ Millions .

2001 2002 2003

@ national fuel

National Fuel Gas Company
Lmes O i

TR L OO T IO T e S R A S e T s

L A A A R AU T

> Bilateral Credit Facilities (6 Banks)
Aggregate of $400 MM

» Commercial Paper Program (3 Dealers) backed
by Committed Credit Facility Totaling $220.0 MM

> Of the $220.0 MM Committed Facility:
+$110.0 MM is Committed Through September 26, 2004
%+ $110.0 MM is Committed Through September 30, 2005

10 -

_@ nationa! fuel
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National Fuel Gas Company
A Capital Markets Financing
DRSS 6 3 A L AT R AT S SR R Ceor Pt e 3 Tl Lo e et by AV 4 T e AR uA s 0 S TR L)
: . Principal
Maturity Date Description Amount ($000)
August 2004  6.82% Medium-Term $100,000
- Note
May 2008 6.303% Medium-Term $200,000
Note
@ national fuel . 1"

NFG Debt Ratings
__at March 31, 2004
B S T e T e T R AT

S A ST S L M R Y R AN

Standard & Poor’s - ‘Moody’s Fitch, Inc.
Long-Term Debt BBB+ A-3 | A-
Outlook Stable . Negative Stable
Commercial A-2 P-2 F-2
Paper
(@ nationat fuer , .12 _
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Utility
Diluted Earnings Per Share
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Utility | O & M Expense
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Utility Capital Spending
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Utility

Return

el SR i TR MR A N WA Trd L 4

10% -

HNY BPA
16% -

1%

124%

2%

0% -

8% A

0%

2001 2002 : - 2003
* 15.2% Warmer than Normal Fiscal Year

@ national fue! -

New York Distribution Corp.
Small Volume Transportation

e D RN P PO N X TRV SN s U RIS 1T A3 AR ST

Residential Commercial

42,578 Customers - 8,549 Customers
6.4 Bef ' 9.8 Bef

March 2003
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New York Distribution Corp.
Small Volume’Transortatlon

£ T e SRS B T WA G SR R AT P e L e AN T o v, il

42,021 Customers 7,600 Customers
7.6 Bef 7.8 Bef

March 2004

@ nationai fuel . 19

Utility

gulatory Rate Mechanisms

R Ly T e R T SR i e AT I L

> New York

< Weather Normallzation Clause

« 90/10 Symmetrical Sharing of Revenue Variance for Large
Industrial Customers
¥ $25 Million In Rates for This Class

% Trackers for:
¥ Gas Costs
¥ Pension
v Post Retirement Benefits

4 85/15 (Company) Sharing with Customers. ‘Profits from Off-
System Sales of Gas & Release of Upstream Pipeline Capaclty

@nnﬂonal’ fuef »
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Utility

gulatory Rate Mechani

A T B TR A TN e 3V i A s D PR

SMS

Sl R T LT TV ST Y TR S A 1)

> Pennsylvania

< Trackers for:
v'Gas Costs
¥ Pension
v'Post Retirement Benefits

% 75/25 (Company) Sharing with Customers, Profits from
Off-System Sales of Gas & Release of Upstream
Pipeline Capacity

@) nationaf fuel . 21

Pipeline/Storage System

1
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Pipeline & Storage
Diluted Earnings Per
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331704

* Excludes impairment of independence Pipeline ..
* Excludes SFAS 88 scrlement loss Fiscal Year

@ nationat fuel
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Pipeline & Storage
0& M Exp

ense

GO PR T

sTap , $65.8  $66.3 $68.2

$ Millions

2001 2002 2003

1997 1w 1999 2000
Fiscal Year

@ nationat fuel
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EMPIRE. MILLENNIUM
' CONNECTOR
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Exploration and Production
Diluted Earnings Per : Share
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% Seneca’s Results
_ for 15t ﬁaMonths Flsca2004

A VR N A Y R L ¥ T R ERt [ PE o b Wt T SIS R A

A2 E TR, s D

< Production: 31.4 BCFE

Revenue: : : $148.6 MM
Net Income: $ 29.2 MM

Net Income from Non-recurring Items: $ 3.8 MM
< Drilled 104 New Wells — 94% Success Rate

<% Expenses/Mcfe 2nd Quarter
G&A 0.39
LOE 0.76
DD&A 1.46
®) nationaf fuol 27

Seneca’s Total Company
Monthly Net Productlon - BCFE
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//* Seneca’s East Coast Division
(8 ionthly Net Production - BCFEE

B AT e T AR TR A Y A G SR
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@) nationsl fuel 2

Seneca’s West Coast Division
Monthly Net Production - BCFE
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Seneca’s Gulf Coast Division
/ Net P Productlon BCFE
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) national fuel T

, Seneca’s Canadian Division
il aonthly Net Production - BCFE
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i% Exploration and Production
Total Reserves by Division (9/30/03

I S R L TR I L RT s S prSpt RS T [kt g T O Y O RS o LN T LR AP SIS TR a5 W

Reserves (BCFE) % PDP

. East 82.0 | 100%
West 453.2 65%
Gulf 68.0 59%
Canada "66.5 C 7% .

Total Reserves: 669.7 BCFE
% of Reserves PDP; 70%
of Reserves PUD: 25%

All Seneca Reserves are Audited by R.E. Davis & Assoc.

(5) national fuel .

+/)* Seneca’s Estimated Reserves
Ve by Region (as of 9/30/03)

S CIA T RN £

e A v %

Canada - 10%

CA - 68%%

Total: 670 BCFE/ o
111.6 MMBOE : . ®
Oil: 63% Gas: 37% Gulf Coast - 10%
@ national fuel . 34
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% Seneca s Total Product|on

L U L RN e L Y TN Y Fae) AR g A LY 2 S ASTa

1007 W Trillnk

CSECI

B Guif Coast ] 2003
l West Coast

90 4

" 804

70

1999 2000 2001 2002 2003 2004E

Fiscal Year
@) National fuel . 35
* Seneca’s Exploration and

on Opportunities™

o A S T ST R e e Tl e LS S (AL FE T P LT A S £ A

i Exploitatio

FINAAG SATARE

b Ko

g gt

A Anticipated Well © Drilling Well
¢ SuccessfulWell  DP&A Well

High|  woodehuck Wi A .
— {1 of 3 Wells) Pembina O Sukunka 3
0 1 Adsett
e Dawson ' = O Vesmilion 27
2 Med.| (10f3Wells) O 0 Carbou
’ West Cameron 245

Drumbwiler (29) O
- ) ¢ lLeinen

O Westline (42) {1 of 3 Wells)
Muxetto (11) A { Vermilion 252

Low O West Cameron 86 (2)

> Shackieton {10)

Low Med. High
Reserve Potential

*Weils That Wiil Add New Reserves

_@ nationnl fuel ‘ ) 36
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Page 20
Improving Hedging/
- Im proving Results
M U T AR B N e T R S IR R S TR T e
Average Hedged Price
a [ |

E]

|

7o)
Ar,

* As of 4/15/04 Fiscal Year

@ national fuel : 7

o
% Seneca S Flscal 0utlook

LA T AR T AT AL T KR I UG TP

» Production on Target for 2004: 57 —-62
BCFE

 Continue Hedging Program to Mitigate
Commodity Price Volatility

< Continued.Focus on Long Life Reserves

@ national fuat . 38
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Page 21 .
% Resource Estimates —
' -Restricted Areas = e

U.S. Great Lakes

346 TCF -% '

(T =

Restricted
Percentage

@ national fuel )

Non-Regulated Mark

e s I L O e d £S5

eti

A ERERE R

*» Largest Marketer on Distribution 8

¢ Retail Markets

» Industrial Custo_li:lers
» Commercial Customers

> Residential Customers

¢ Regional Wholesale Gas
 Marketing

@ national fuel ) 40
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Energy Marketing
Diluted Earnings Per Share

S £ A B A S e R SR R IR T O T DU R SRR P X AT e SN S T I T 0 e LR A TE 7 -

$0.20 +

0101

$0.00 1

6 Mos. Ended
03/31/04

4010 ¢

(so 10)

w0t Fiscal Year

@ national fuel ’ 4

Energy Marketing

Gas Volumes
B o i A ST Y A AT S B AN e N T D i) BRI Y 7

374

BCF

2001 2002

Ended
03/31/04

Fiscal Year

21
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Energy Marketing

ber of Customers
LN L RO R E R R AT SO T e SN CR R R 22

D Residential Gas
: 0 Commerdial/ Industrial Gas
27,185

at 03/31/04
Fiscal Year

6) national fuet £

Timber Segment
lluted Earnings Per Sha

T AT T PR N L, M BT %ﬂ-ﬁiﬁ‘ R P R R UK

SRS Y

§0.12 $0.12

* Excludes gain from timber sale Fiscal Year

L@nallonal fuel ' ) a4
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Page 24
International
Diluted EarmngsPer Share
SR AL SRR A SO B R it A, AR B et e i S AL VMR S0 B R N AP

‘(s0.02) ®
£0.08 (30.04)
s (so.oe)
1989 2000 2001 2002 2003 6 Mos. Ended
03731704
* Excludes spesial items )
* Excludes SFAS 28 sctilement loss Fiscal Year
@ national fuol 45

R R T L e T AR L AT T S B PR G 7 AR ]

Comparable GAAP Financial Measure Slides
And
Reconciliations

S§) national fuel 4
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National Fuel Gas Company
Diluted Earnings Per Share

R R T SO T TR VTS RS G S S

3 -

un ]’ $1.80-51.90
[3F '

Hn

o

3

@) national fuol

L T AD WP UL R R ¥ N L AN SALERZ & R,

47

Pi2d SPUspjAIg

National Fuel Gas Company
Earnings vs. Dividends Paid
PR 4. R AL T LR R R A P L AL AL A A L AN S O AR S Tl okt
2207 ik 220
4200 | ¥A Eamings — Dividends Pald S | .
$1.80 - g T 410
#1.50 4 ‘. + #1850
. $1.40 4 = H { A Hls
2 10 | y |
'::n #1.20 5 4 E } - H Hi $120
-E seae 1 ) ¢ 1 i : Tl v1.00
w seae A A M HE iumm'h; § 11 Fll1 v
A H HHHE HHHE ; B
v M M E-HHHE 1 H H B ; H HIT
~HHHHHHE THUHH | 3 Bt
il I B B : 1K ¥ B
HHMHHAE Al HE B
30306 1| ; 1 K i i k] i _; i ‘ ) p $0.30
i § 4N E d M H E : : W
40,00 + = d 000
M M N M BN W 72 1 M B N T N oW 91 v W
Fiscal Year
_@nnﬂomﬂ fuel




NFG 3-6
Witness: Bauer
Page 26

National Fuel Gas Company
Net Cash rovnded by Operatmg Activities per Diluted Share

BEAP oo R s = i b e BRI T % PO e O~ R RS Sy f T A AT A SN L S v b b L

1898 1838 2000 2001 - 2002 2003 12 Mos.

Ended
03/31/04
Fiscal Year
@ national fuet ' 49

Utility and NFG
D|Iuted Earmngs Per Share

P L T T P IV A R S S S P TS A Do AR O o T b A R A ] i 3 T T L S A ey S s T e

T

O Utlity 1 All Other Segments

25
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Utility and NFG
O & M Expense

L IPRA Cne rP T ARSI Vi Y S mﬁmmv e e R S R A S T R A RS OV TR R
450 -
$400
$350 4
§300 "
s |
2 o :=.
2 )
= wm | B
= i
“ .
$100 :
$50
[
1997 1998 1999 2000 2001 2002 . 2003
Fiscal Year
(3} national fuel 5

Capital Spendin

P R AT I R N T L

Utility and NFG

R I S AL T T

;

$ Milllons
EERE;

-
-
g

$100

@ national fuel

L Utikty ® Al OQther

$202.7

$256.1  $269.4

Fiscal Year

26
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Pipeline & Storage and NFG

Diluted Earnings Per Share

18 A e P A S R T e SRR R I L LR N

LA

i

A Pipeline & Storage O All Other Segments
240 | ' $2.20

2.0
$1.80 o
$1.60 4

1999 2000 2001 2002 2000 & Moy, Ended
: 03/31/04

Fiscal Year

@ national fuel ’ 53

Pipeline & Storage and NFG
O & M Expense

R LA AL ]

i B S U R T A it S S

0 All Other

H Pipeline & Storage $394.2 $386.3

$200 4

$150

$ Milllons

$100 4

$50

wr 1008 1999 2000 2001 2002 2003

Fiscal Year

@ national fue! 54
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Exploration & Production and NFG
_Diluted Earnmgs Per Share

(AT B TR RO ABMEAS I TR LRI Y U A AT T

250 . $2.20

$1.60 -
$1.40 1
$1.20
$1.00
$0.80
$0.80 -
s0.40
020
$0:00 1
(8020
(¥0:40) 4
{$0.60) 1 1999 2000 - 2001 2002 2003 § Mos. Fnded
{$0.50) 0331104

@ national fuel 55

Energy Marketing and NFG
Diluted Earnmgs Per Share

Hianiuite (e et AT etV 2 PR 0t e T i D el S P

Erbaates Gy i T T RS MRS T

0 Energy Marketing O All Other Segments :
$2.20

" - .-

28
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Timber Segment and NFG
Diluted Earnings Per Share

S E AN TN TP LR ¥ J‘ff’ﬁf’ﬂ& ) R e

EXTL L AT R

0O Timber O All Other Segments

1999 2000 2001 2002 2003 & Mos. Ended
03/31/04

@) national fuel sT

International and NFG
Dlluted Earnings Per Share

T TN s i T SR A G A AT TR

2 L SR AT R RIS I

O International O All Other Segments
%$2.20

$1.60 1

| ’} 1999 2000 2001 2002 2003 & Mox. Ended
($0.40)

@ nationat fusl s8

29
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Safe Harbor

NOTE: This presentation contains certain forward-looking statements as
defined by the Private Securities Litigation Reform Act of 1995, Forward-
looking statements include, but are not limited to, statements concerning
plans, objectives, goals, projections, strategies and future events or
performance, other statements that are not statements of historical fact, and
statements identified by words such as "anticipates,” "estimates," "expects,"
"intends," "plans,” "predicts,” "projects” or words of similar meaning. While
National Fuel's expectations, beliefs and projections are made in good faith
and are believed to have a reasonable basis, actual results may differ
materially. You may refer to National Fuel’s most recent Form 10-Q) fora
listing of important risk factors you should consider. In addition, this
presentation contains certain non-GAAP financial measures. For slides that
contain non-GAAP financial measures, slides containing the most directly

" comparable GAAP financial measures are provided at the end of this
presentation, followed by reconciliations.

@ national fuel : .

National Fuel Gas Company

2 IR SN T TR S b Y R P Tt oA e SRR P M T

Corporate Objective

Grow shareholder value
through timely
investments in the energy

industry
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National Fuel Gas Company
Dividend Growth

AT e TR

L L AT i B B0 {0 1T N DO S RARATSY.

AT AT LS Y TS 0 L)

Annual Rate
@ national fuel . 2

Net Plant by Segment
i Millions)

300 $3.02B
Dinternational & Other

2,800 4 BE&P )
@ Plpeline and Storage

B Utility

L] 1983 1884 1085 1996 1097 19 2000 2001 2002 2003  2004E

Fiscal Year
@ national fuel 4
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Page 33
Diluted EPS by Segment
(Fiscal Year) .
SEATALCRL o PR ST A 3 QR T I O Sl T R A L s [ B ST A 200 S O o\ T Y e Tl ol A LA PR T o E

$1.25 -
2004E
#2991 Qintemational & Other !
SESP
$1.75 -
B utitity
s1s0 | M Plpeline and Storage

$0.00

W s wsd w3 1ees ey e e zoa0 20017 2002° 200s”  2004e"
* Exchades special vems
* Bxchoder oll & gas Impairment
S ok tes bnoxh of Isdependonce Pigel
‘mmm«w&mmm«mwaww aod cem, oot of chingoy be acxty
* Excludes SFAS B8 postion sctlemmt exponse, sdfist. of lots oa sale of otl & gas producing proporties, snd benetlt Bom tax rata change in Crech Republic.
@ nationaf fuel 5

National Fuel Gas Company
Diluted Earnjﬁr;gs Per Share *

BT Lot e e D LR T ¥ G (o M B A S i e O BT L AT MR edne

2, $1.89

$1.75-81.85

M

L

» Excludes Special lems

_@naﬂcnd fuel . (]
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National Fuel Gas Company
Earnings vs. Dividends Paid

1 S N S T A TR D s R (R AR ) P S TR SO L YRR O 0 AR TSN B ATV R A AR

$220 - -

N A Eamnings — Dividends Pald a0

32.00 §2.00

$1.90 { ? 1 5100

.60 4 3 1 100
§1.40 | 3 Hne 2
* % s
&, nao] ! B0 2
c E ! o
T $1e0 ¢ 1 51.00 g_
E ; 1 w
]ﬂ $0.00 A ¢ o O
x o
$0.60 E H [l1 0 O

50.40 | % k ; 1 s0.0

i % .

s0.20 1 i £ T s030

$0.00 4 ; ; | $o.00

B oM AT L e W M 82 93 04 95 OE 07 B 8 00 01 DX 03
* Excludes Special ltomy - Fiscal Year

@) national fuel 7

National Fuél Gas Company
Cash FIow\Per Diluted Share

S e T AT AR BTN Do il e et Ry g,

1998 1999 000 2001 2002 1 2003 12 Mos. -
Fiscal Year 03/31/04
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National Fuel Gas Company
Book Value Per Common e

TR Oy 3 A R I S R

514.95

T2 T3 747576 77 78 T8 BO 81 &2 93 B4 §5 86 87 58 89 B0 91 52 93 94 95 96 97 98 99 '00°01'02'03 at

0N31/04
Fiscal Year
@) national fuel 8
National Fuel Gas Stock Price
~Adanuary 1992 — June 18, 2004) _
P A AT e A et \.f* FSC LA AN g sty gy
$35 - $31.47
. {12/31/00)
$30 A $25.18
(DB B/D4)
$25 -
$20 1
$15 4
$10 -
$5 4
$0 y . , ; y - ' r r —————
1990 1593 1994 1995 19% 1997 1998 1999 2000 2001 2002 2003 2004 2008
Flgcal Year
@H«Eﬂonalfml - 10
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National Fuel Gas Company
Capitalization

A 514 BRI 1 i 3 A S RILER Ly 1Y 5 A ST TAS B S

$2.59 Billion $2.60 Billion
at March 31, 2004 at September 30, 2004
Projected
@) natlonal fuel 14

‘National Fuel Gas Company
penditures for Long-leed Assets
ey Ve 3 ANTE Ty 2 o Tl j

AT R A SN, A B NN ST Pa LY AU T P Ay ()

WP&S O@Utllity mESP DIntemational BEnergyMk. DO Timber ® Corp & Others

$398.8 $365.1 ' © $3681.4

@ national fuel - 12
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National Fuel Gas Company
=R .I.-ms"'?fgw'fr*gil;ﬁ?mdﬁi‘;!ﬂwa B

> Bilateral Credit Facilities (6 Banks)
Aggregate-of $400 MM

» Commercial Paper Program (3 Dealérs) backed
by Committed Credit Facility Totaling $220.0 MM

> Of the $220.0 MM Committed Facility:

% $110.0 MM is Committed Through September 26, 2004
< $110.0 MM is Committed Through September 30, 2005

GS) national fuet ) s

National Fuel Gas Company
Capital Markets Financing =
AR BT MWW’WWF\%W ATIROES TR AT

' Principal
Maturity Date Description Amount ($000)
August 2004 6.82% Medium-Term $100,000
Note
May 2008 - 6.303% Medium-Term $200,000
Note

hL)
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NFG Debt Ratings
at March 31, 2004

R STl T Gfiy SRR O 3 2 A 2

Stand"ard & Poor's Moody's Fitch, Inc.
Long-Term Debt BBB+ A-3 A-
Outlook Stable Negative  Stable
Commercial - A2 P-2 F-2
Paper
(& nations! fuet 15
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Utility

d Earnings Per Share

SriNTEn iR A T R S ATA I N T

Dilute

a2 g e

1999 2000 2001 1002 2003 6 Mos. Ended
03/31/04

* Excludes SFAS B8 Settlement Loss  Fiscal Year

(ls,} National fuel W

O & M Expense

L T e e o T A i T e s
T NY NPA

ey S8 s184 g1 $179

-]
5 oo
g
“
$30
v |
1897 1998 1899 2000 2001 - 2002 2003
Fiscal Year
(& nationet fuet ] : 18
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[ I b PN A TR ROy T R

1INY DPA

$ Millions

Fiscal Year

@) national fuel 19

Utility
Return On Equity

SRR A A T R N S AL T AR T N S 7 )

18% 1 .
. , " UNY mPA
16% -

4% 13.3%

2001 2002 2003
Fiscal Year

* 15.2% Waormer than Normal
@ national fual ) ' 20
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New York Distribution Corp.
Small Volume Transportation

Residential Commercial

42,578 Customers 8,549 Customers
" 6.4 Bcf 9.8 Bef
March 2003

@ national fuel

P s N T e T o D T ; EIIEES | T A R e M A R R AL Ak LA 1

21

New.York Distribution Corp.
Small Volume Transportatlon

T R T e T L e i

Residential

42,021 Customers 7,600 Customers
" 7.6 Bef - 7.8 Bef
March 2004

_@ national fuel ‘..

1
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Utility
Regulatory Rate Mechanisms
SRS R TR B o R T e g sy tY L L T AR M LR L R SR )

> New York

% Weather Normallz:lstlon Clause
< 90/10 Symmetrical Sharing of Revenue Variance for Large
Industrial Customers
v $25 Miilion in Rates for This Class

< Trackers for:
v Gas Costs
¥ Pension
¥ Post Retirement Benefits

< 85/15 (Company) Sharing with Customers, Prc;ﬁts from Off-
System Sates of Gas & Release of Upstream Pipeline Capacity

(5) national fuel 23

Utility
ulatory Rate Mechanisr

SRS A R T, AR SRR ORI

» Pennsylvania

% Trackers for;
v Gas Costs
¥ Pension
¥'Post Retirement Benefits

% 75/25 (Company) Sharing with Customers, Profits from
Off-System Sales of Gas & Release of Upstream

Pipeline Capaclty

_@naﬂmaf fuol ‘ 24

12
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Pipeline/Storage System

/‘.‘—_

i
M (&2
B Ao O B
CANADA Yoy Al st
:-.[,3‘-*‘?1!-‘_;" . @;ﬁé&'

e

i
ok A VA NEW YOR
- o i AT
LYy

Pipeline & Storage

Diluted Earninqg Pe__r Share

ST AR AT e e oA Sl T PV S Lo 2 T e A AL S TR A B P23

1999 2000 001 2002 003 & Mos. Ended
) 33104

« Exclocks impeirocot of ndependcoce Pipetine. 1.,
» Exclodes SFAS 88 sctlemen fon Fiscal Year

__@.naﬂonal frel . T 2

13



NFG 3-6
Witness: Bauer

$66

§ 8t & 8§ 3

2]
=
£
=
L 2
$10 -
w 4
1997 1998 1909 2000 2004 2002 2003
Fiscal Year
@ national fuel a7

Page 44
Pipeline & Storage
O & M Expense
Pt S SR S ANATH T T R A L T SO B DL B AT, R T Y YO T

$66 $68

Pipeline & Storage

__
e N ot
s rENE s

h "‘"‘?F“'ﬂ' N Ff AR A ';,q-af W
i g@i %ﬁ"? G ;%:*.-@
s fpz ) .

"ma

14
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% Exploration and Production
Diluted Earnings Per Share
'W"a_...u.?‘.!!l_mx‘ USSR e, LVt AR by Bt e w e T GRS TEI L7 IOH X L A P LYREE B B TR B

$1.20 4

1999 2000 2001 002 12003 6 Mos. Ended
* Excludes ot d yot impairment 0331704
¥ Frludes ol & guct bmpairmicin, lom ou wie sl cum, oot of chage be accty
* Excinder SFAS 4 pociement bam wwd spociad itewns
Fiscal Year
@ natlonal fuel : . »

% | Seneca’s Results
© for 1st 6 Months Fiscal 2004

R S NUERNONG I S CHL AR TEI LA 1Y

+ Production: _ . 31.4 BCFE.
Revenue: $148.6 MM
Net income: $ 29.2 MM

Net Income from Non-recurring items: $ 3.8 MM
< Drilled 104 New Wells - 94% Success Rate

< Expenses/Mcfe ' 2nd Quarter
G&A 0.39
LOE 0.76
DD&A . : - 1.46

. _@ national fuel : 20
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Seneca’s Total Company
-.Monthly Net Production - BCFE

T s Sleaw A ST R S ST A B M AL e e

2.0
8.0
R ¢°‘§[ sx& o
18 &
AN
60
... M PR B
3 50 by
m
40
a0
20
1.0
0.0
Mar§9  Bep-28  Mard0 Sop00 Mar-0l  Sep-01 Mar02 Sepd2  Mardd Sep3  MarO4
- @naﬂonnl‘ fuel l N

Seneca’s East Coast Division

) Mothly Net Production - BCFE
.:(‘trﬁd'uam\u IR T o SR e R W&_u R e T e e T o
08

06

BCFE

02

u.o I k. l .l A 1 . $ , l
Mpr§9 Bep-as Mar0D BIp-DD Mor-01 Sepd1 .Mar02 Sepd2 Mar-03 Sep-03 Iar-lM

@ national fuel 32
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Seneca’s West Coast Division
Monthly Net Production - BCFE

ok TR
w1, e R R N AT SEAGRIN l’lﬁa’“f A AN A ED

25

BCFE
B

1.0

s

0.0 T + + e + + PR

Mar93 Sop68 Mord0 Sepd0 Mard1 Sepd1 Mard2 Sep-02 llar-03 Sep-03 Mar-Od

@) natfonal fuel 2

Seneca’s Gulf Coast Division
Monthly Net Production - BCFE

R L N by W Ty i R G BT T o O R R r e H Y

BCFE

. TV

1.0

00 sy PENEEN 4 oty —t + P P TN

Marg9 8opo8 Mard0 SepOU Mard1 Bepd1 MardZ Sepdz Mard3 Sepdd Ilur-M

@ natlonal fual
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0

N TR PO T PO o8 W e ik o MV

@ national fue!

Page 48
’ . - - - L]
}% Seneca’s Canadian Division
14’6 __Monthly Net Production - BCFE.
L-&M&;ems_aﬁswgﬁm_ R P T T G L R P O e T L By LTI PN PP TR E e T
40
30 Player
Acquisition
w
[T
O
m 29
10 T TriLink : ;
| Acquislition SE Sas;aa:zhewan IW
0.0 . . e ey ;
Mar-00 Sap-00 Mar-01 Sep-01 Bar02 Sep02 Mar-03 Sep03 Mar-04
(@) national fues 1
.

Exploration and Production
on (9/30/03

23T L STt AN R A A

Total Reserves by Divisi

; A L I e

TR

Reserves (BCFE) % PDP
East- 82.0 100%
West 453.2 65%
Gulf 68.0 59%
Canada 66.5 T7%

Total Reserves: 669.7 BCFE
% of Reserves PDP: 70%
% of Reserves PIJD: 25%

“All Senecé Reserves are Audited by R.E. Davis & Assoc.

18
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"Seneca’s Estimated Reserves
by Region (as of 9/30/03

ST A O T Ak AP S NG e G

SFEATOAIEIRANIT LTI #5708

Total: 670 BCFE/

111.6 MMBOE b JEFCRIN
Oil: 63% Gas: 37% Gulf Coast - 10%
@) national fuel . - s

100 B Trillak
O SECI .
90 @ Gulf Coast 2003

30
70 2004Forecast
57-62 Befe

1999 2000 2001 2002 2003 20042

Fiscal Year

19
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%% Seneca’s Exploration and

Page 50 .
Exploitation Opportumtles

R D B N b A A SR S 8 T

o7 A %A B T2 R AR PR T o SN AL Y e PN e e

A Anticlpated Well © Drilling Well
¢{ Successful Well OP&A Well

High Woodchuck Hill
— {1 of 3 Welis) o Pambina O Sukunka 3
. O Adsett
Dawson O Vermilion 27

é Med.| (10f3wWells} @ ¢ caribou
Drumbheller (29) O West Cameron 245

- Leinen
O Wostline (82) (1 of 3 Wells)
Low Muzette (11} A { Vermllion 252 O West Cameron 96 (2)
> Shackiaton (10) )
Low Med. High
Reserve Potential

*Wells That Wili Add New Reserves

@ national fuel 33

%’% Improving Hedging/
___Improving Results

T R T o U R T e

ARRIAT Y SRR S LI A,

Average Hedged Price
[ 1 |

hatre]

&€

[EE it 2

= As of 419/04 Fiscal Year

@ national fuel ‘ 40
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% Seneca s Flscal Outlook |

¢ Production on Target for 2004: 57 — 62
BCFE

< Continue Hedging Program to Mitigate
Commodity Price Volatility

< Continued Focus on Long Life Reserves

@ national fuel a1

% Resource Estimates —
Restricted Areas
e Ry A D i A L s L a1 SE T3 G

) U.S. Great Lakes

o
346 TCF
(Tesll
\ ) 31 TCF
100%
Restricted 43 TCF
Percentage
56% |- Source: NPC

. @ national fuel &2

21
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% Largest Markt\eter on Distribution :

+%* Retail Markets

» Industrial C_ustomers
» Commercial Customers

> Residential Customers

** Regional Wholesale Gas
Marketing
@ national fual l 43
Energy Marketing
ernied Eamings Per Share e
§0.20 ¢
50.11

$0.10 1

$0.00 1

2003

6 Mos. Ended
03/31/04

0101

1 g
i Fiscal Year

@ nationaf fuel . .‘ a4
- B

22




NFG 3-6
Witness: Bauer
Page 53

Energy Marketing
_Gas Volumes

ESE R AR PAT L A TN SR L 0 T

BCF

Fiscal Year .
@ national fuol 45

Energy Marketing
_Number of Customers

1“}7"“”’4’“?‘11‘\%«1“ I TR e et P T ALY

POy APt QAR g T oAl 0L NP L3 g

O Residential Gas
30,000 - B0 Commercial/Industrial Gas

27,185
25,000
20,000

. 15,000 -

10,000 4

5,000 1

2003 at03/31/04
Fiscal Year

@ national fuel
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Page 54 .

Timber Segmenst’

L AT R e T s b B

‘$.14

$0.92

* Excludes gain from timber rale Fiscal Year

@ nationat fue! A&t

International
Diluted Earnings Per Share

T R AR et A W R R R R G SR RN

TS L T T A R

(50.02)*

40.04
-$0.06
$0.08
1999 2000 2003 6 Mosa. Ended
* Excludes special s 03/3104
* Excludes SFAS 88 sciiement lom
_@ national fuel ’ . 48
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SN T RN T 20

Caomparable GAAP Financial Measure Slides

And
Reconciliations
(s) national ﬁ.:el ©

Diluted EPS by Segment

(Fiscal Year,

2L T o L kS o T Rt G TG T S A B NG e ST R T RO B

$2.25 2003
l $2.20
. ' 1.80 ~
$2.00 D intemational & Other
o WES&P
Utility
$1.50 8 Pipeline and Storage _

L] Hs e s e ™7 e e 200 2001 2002 2000 IN0AE

Fiscal Year
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National Fuel Gas Company
Diluted Earnings Fer Share

P2 BT YR TG ] R e N T P R

1

O )

=

i i i, i."; ERTAY

.-ﬁ._i- et

180 4

§1.80-51.90

ns

Han

1999 2000 001 2002 2003 6 Moy, 2004E
Ended
0331704
Fiscal Year
@ nationat fuel 51

National Fuel Gas Company
Earnings vs. Dividends Paid

b SRS 0 A R R 0 E R N T T S RS ot it S RN B A0 30 R SR A B (i LTV RS 1 A7 AL I N TR

$2.20 - T 8220
KA Eamings — Dividends Pald i

$2.00 1811 s2e0
¥

80 4 T RRAL

.00 | ]l 8100
i

$1.40 1+ s1.0
Sy

$1.20 1 il s1.20
5

THo0

Eamnings
b
z

T $0.0

PIEd SPUSPIAIG

i tAYE L e

e R Y P T
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National Fuel Gas Company
et Ch Provided by Operatmg Activities per Diluted Share

TR e TR L A T MR AT TR MR B A 1 2]

Fiscal Year

@ national fuel 53

Utility and NFG
Diluted Earnings Per Share

Kb ihen A KOE HELAT  ro h AEUP SY v s AR (AT T D T e A o B U 3 o T e Eed Re T 2 - P Y]

_@ national fusil ) "
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Utility and NFG
2.8 M Expense

R T TR v T A SN N 5 O T

A e LAY TN At

$ Millions

Fiscal Year

@) nationaf fuel 53

Utility and NFG
..Capital Spendmg .

R LD L E L S R T

A : 1 Udlty W AD Other

$ Milllons

Fiscal Year
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Pipeline & Storage and NFG

Diluted Earnings Per Share

[ S S FOINY A M 1 R T S R SRR P TR L I Y0 RS0 TR S

ur

$240 - $2.20

199% 2000 2001 2002 2003 6 Mos. Ended

Fiscal Year
@) national fuet 57

Pipeline & Storage and NFG
=S MExpense .

0 All Other
8 Pipeline & Storage $394 $386

$150 -

$ Millions

$300 +

50 4

1997 1999 1999 2000 2001 2002 2003

Fiscal Year
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2. Exploration & Production and NFG
Diluted Earnings Per Share

(R L PO P RN I S YRR, woTa s do CRARAY L U 4o wct T 2L oW Y e R BN R T MRS L 2 b W i b RN e

0O Exploration & Production O All Cther Segments
$280 - $2.20

Fiscal Year
@) national fuol 52

Energy Marketing and NFG
Dlluted | Earnings Per Share

R T A T O A T PR LRI TR X A e S BT e S AT

PUAATIEAREN S0 LA S A S G VT HUL 1

0 Energy Marketing O All Other Segmaents
$2.20

$1.80 4
$1.50 4

1999 2000 2001 2002 2003 6 Mos. Ended
($0.40) . 833104

@nﬂoﬂnl fuet so.
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Timber Segment and NFG

Diluted Earnings Fer Sha

P4 EE o ST AN L M L T APSETHTT D9y X[ 8 A TR T N ST

Fiscal Year

@ nationat fuel 61

"International and NFG
Diluted Earnings Per Share
T Y. APTRAY RN T SR e T,

S pEah 0

Ointernational O All Other Segments
$2.20

$120 1
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National Fuel Gas

INGAA Securities Analyst Conference
Calgary Alberta, Canada
July 2004 '
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Safe Harbor

S YT TSR AT A R e e R BN T A L Y &

Bl k-3 IS SRS AR AN ™ )

NOTE: This presentation contains certain forward-looking statements as
defined by the Private Securities Litigation Reform Act of 1995. Forward-
looking statements include, but are not limited to, statements conceming
plans, objectives, goals, projections, strategies and future events or
performance, other statements that are not statements of historical fact, and
statements identified by words such as "anticipates,” "estimates,” "expects,"
“intends," "plans,” "predicts,” "projects" or words of similar meaning. While
National Fuel's expectations, beliefs and projections are made in good faith
and are believed to have a reasonable basis, actual results may differ
materially. You may refer to National Fuel’s most recent Form 10-Q for a
listing of important risk factors you should consider. In addition, this
presentation contains certain non-GAAP financial measures. For slides that
contain non-GAAP financial measures, slides containing the most directly
comparable GAAP financial measures are provided at the end of this
presentation, followed by reconciliations.

@ national fuel 1

National Fuel Gas Company

T T A T T e T T T A Y Y T TP o

Corporate Objective

Grow shareholder value
through timely
investments in the energy

industry

@ national fuel 2
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National Fuel Gas Company
Dividend Growt

SFLL S W T I A IR v G ) ST (R, (E A SR Lk A P EN S B S AT, £y T B IO AR

B4 8BS B8 90 B2 94 96 98 00D 02 04

Annual Rate

(8) national fuel ' 3

Net Plant by Segment

(In Millions)
3.02 B
e OlIntemnational & Other $
2800 BREAP
= Plpellpe and Storage
2400 B Utitity

il

b 1953 i 1985

096 17 1888 19 000 201 2002 2003  2004E
Fiscal Year
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Diluted EPS by Segment

(Fiscal Year)

e

I

b 7 7 T LN e 3
$2135 4

391 [ international & Other
mESP

$1.75
B Utiity

s1501 M Plpeline and Storage

125 4

$1.00 1

»0.75 1 305
$0.50
$02s

$0.00
1982 1093 1994 1985 1 Y s’ um w0 notb 2002 ° zw:‘ 2004E
* Exchades spocisl lioms
* Exclodes ol & g bnipeirment
:F.mhdu. : it s Imsﬁnlldutu- effects of changey i
DOB-FeTing doms of gxin & galc, oll & gas ittouirment, and com effects iy
* Exciudes SFAS A3 pension sctiament cxponse, adjns of loss o sale of ol & gas produchig propertics, snd benedt fom

@ national fuel s

National Fuel Gas Company
Diluted Earnings Per Share *

TEMEATNLS TR0 D AL MR 7 2 i S RAVEA2S R L Mo e R RS R A

ot bl 35

$1.75-81.85

" 4

M

N
1999 2000 2001 2002 003 6 Mos, 2004E
Ended
0373104
* Excindes Speci! [tams Fiscal Year
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National Fuel Gas Company
Earnings VS. . Dividends Paid

AT RN L b R S Qe A TR I AR e R A T N T I T e o T e

B e LAy YrBt]

$2209 Eamings  — Dividends Pald n 1220
$2.00 “; 1 s2.00
3
$1.00 i M1 8100
‘W
$1.80 ry J. 1 s1.e0
¢
| | =)
. W l | E % b $1.00 <
§, e 1 :’ g \{ 720 §-
= S50 i ] [41s
E i T a ! i 5 g 190 o
0l seo ] In l ! 4 i i E { o
) $0.50 ; . \i ﬁ h § ;‘ E g ?. 1o o0
$0.43 ‘ i E § E } Vo.u
$0.20 4 ¥ B 5 4 H é s0.20
$0.00 +5d ] i E i i |-tn.oc
€5 46 47 63 # K 21 02 @5 S 95 oF ST oF ¥ 00 O o1 W3

* Excludes Special Itemy lFiscal Year
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National Fuel Gas Company
| Cash Flow Per Diluted Share

Fiscal Year " 033104
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National Fuel Gas Company
Book Value Per Common

ol e i Y S TP Py S e 1A S (AN LI T T AT AVES T 1

$14.95

i

I
| Hsli Hil

I IR ST TR N R I R T LT T TR e Y KT Y

$3.58 é g g ! 3
7273747576 TT 76 79 80 81 82 83 B4 B5 B6 BT BB B9 50 91 92 83 54 85 96 97 98 99 V0°01°02 03 at
03131104
Fiscal Year
@ national fuel %

National Fuel Gas Stock Price
{January 1992 — July 2, 2004)

$35 $31.47
< (12/31/00)

530

$26.23
(07/02/04)

$25 1
520 -
S15 -
$10 -

$5 1

$0 v r T r —— y Y T v T Y T
1992 1993 1954 1595 1956 1957 1998 199 2000 2001 2002 2003 2004 2008
Fiscal Year

@ national fuel 10




NFG 3-6
Witness: Bauer

Page 67
National Fuel Gas Company
Capitalization
S SR T A NS e b L 9 ST P TR S A S T s ST MY AN e S B DS K BT o O

$2.59 Billion $2.60 Billion
at March 31, 2004 at September 30, 2004
Projected
@ national fuel »

National Fuel Gas Company
penditures for Long-Lived Assets

e B M e LK T

$ Millions

Fiscal Year
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National Fuel Gas Company
Lines Of Credit ,

Bt AR L i T YT L R

T AV A BB DS A SO S T AR

> Bilateral Credit Facilities (6 Banks)
Aggregate of $400 MM

» Commercial Paper Program (3 Dealers) backed
by Committed Credit Facility Totaling $220.0 MM

> Of the $220.0 MM Committed Facility:

< $110.0 MM is Committed Through September 26, 2004
+$110.0 MM is Committed Through September 30, 2005

@) national fuef . 13

National Fuel Gas Company
Capital Markets Fi i
et g b Ao e U T B PR Y i W SRR

: Principal
Maturity Date Description Amount ($000)
August 2004 6.82% Medium-Term $100,000

Note
May 2008 6.303% Medium-Term $200,000
Note

_@ nationat fuel . 14
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A byt (o D g TR

NFG Debt Ratings
h 31, 2004

2l a1 PN N Y e Ol

SRS T RN R SN AN UL

Standard & Poor’s Moody*s Fitch, Inc.
Long-TermDebt]  BBB+ A-3 A-
Outlook Stable Negative  Stable
Commer;:ial A-2 P-2 F-2 ‘
Paper
(&) nationat fuet 15

Pipeline/Storage System
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Pipeline & Storage

Diluted Earnings Per Share
TN T o T U T S ey o P S T A

3 B AT A L S AT L T S A T AT e Er A R DGR L R e L RERA T AT R T A i

o0 - ] $0.56

ux 17l
pae FlpAirr
1999 2000 2001 2002 2003 & Mos. Ended
331704
[ 5 T1ark H e ] 0[ Trrl, T s P| 1 .
* Excludes SFAS B8 sctilenent loss Fiscal Year

17

@) national fuet

Pipeline & Storage
O & M Expense

T AR TR . Wt I T R T A M N R P AR S R S UG G R i IR N S B S LR YT Y Ve 1%

PR HASA

s, $66 $66 $68

$ Millions

1997 1998 1990 2000 2000 2002 2003
Fiscal Year
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Pipeline & Storage

Total Expenditures for Long?wed Assets

R T Ay T e L O T TR T F Y

- u

NSO gl

$250 -
\ ' $199.4°
$200 4

$150 -

$100 4

$ Milllons

1999 2000

* Inchades Empira State Pipeline Acquisition Fiscal Year

(8) nationat fuel

19

Emplre State Plelle

A A e R £ AT SR

4+ 157 Mile, 24” Pipeline, 525 MMcfid Design Capacity
¢ 10 Meter Stations, No Compression Facllities After Chippewa, Ontario

<+ Constructed 1992; In Service Since 1993
< Purchased 02/07/03 for $240 MM, Includes $60 MM Assumed Debt

< lntrastate Pipeline, NYPSC Regulated

@ national fuel
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Current Expansmn Opportunltles

LY THAN L A 0 T I 2R SRR (E3 TR AT BN ST SR AR S i PV AL SR AT R a6 T

Empire
v'Millennium Connection
v'Seneca Lake Storage

v'Additional Interconnects

@ natlonal fuet ] . }

Empire - Millennium Connector
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iIut

2000

* Excludes SFAS 88 Setbement Loss

_@ national fuel

Utility

d Earnings
TANTIETATE T
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$187

$200 4

$ Millions

@ national fuol

1989

2000
Fiscal Year

R e N e e D R Py

_Utlllty O&M| Expense

2002

o NY ti PA

25°

(W T Ay iy Ty A P TP

$ Millions

ook

Utility Capit:

s AR e N e e B

tal

Fiscal Year

$52

IINY B PA

$50
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Utility
egulatory Rate Mecha

ol SOt R S T i L IT

S

VB D AT RS i LADA R ALY

nism

> New York

< Weather Normalization Clause

% 80/10 Symmetricat Sharing of Revenue Varlance for Large
Industrial Customers
v $25 Million in Rates for This Class

< Trackers for:
v Gas Costs
v Pension
v Post Retirement Benefits

< B85/15 (Company) Sharing with Customers, Profits from Off-
System Sales of Gas & Release of Upstream Pipeline Capacity

@ nationat fuetl . 27

Utility

gulatory Rate Mechanisms e

_ » Pennsylvania

» Trackers for:
v'Gas Costs
v Penslon
v'Post Retirement Benefits

< 75/25 (Company) Sharing with Customers, Profits from
Off-System Sales of Gas & Release of Upstream
Pipeline Capacity
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/)2 Exploration and Production
Diluted Earnings Per Share

T R TR T [ N Py N o P e

o, T T A B AT L T Ak ATCa MV, b+ AEEEOE

1.0

1999 2000 2001 2002 2003 & Mos, Ended
* Exctuvbes ol & ges lnpairesent 03/31/04
S rtouies pil & g2 iompaires s, bome o sae snd com. choct of change In sccty
* Exciudes SFAS b atioment lass sd spocial fems
Fiscal Year
@ national fual 29

Seneca’s Estimated

TR bt

$105 $90.0

US $ Mitlions

Total Guif Coast Canada  California Appalachla

@ nationa! fual
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Seneca’s Total Company
{ Broduction - BCEE

[y

e R § SO Ve ) [y R Y

BCFE

40

an

20

140

a0

PP
-+ +

@) national fuel

Mar-99 Sop-89 Mar-D0 Sep00 Mar-01 Sep-01 Mar-02 Sep-02 Mar-0} Sep03  Mar-04

-+

M

Total Reserves by Division
A T O A D | A AN T D 7 R RAT

[ T I T T et

Reserves (BCFE) % PDP
- East 82.0 100%
Waest 453.2 65%
Gulf 68.0 §59%
66.5 7%

Canada

Total Reserves: 669.7 BCFE
% of Reserves PDP: 70%
% of Reserves PUD: 25%

All Seneca Reserves are Audited by R.E. Davis & Assoc,

@ national fuel

Exploration and Production |
(9/30/03
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* Seneca’s Estimated Reserves

IR AT A R T

Canada - 10%

Total: 670 BCFE/

111.6 MMBOE :
Oil: 63% Gas: 37% Gulf Coast - 10%
@) nationsf fuel

_Seneca’s Total Production

100 M@ Trilink
O SECI .
%0 O Gulf Coast 2003

BCFE
z

@ national fuel
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: Seneca’s Explorétion and
Explmtatnon Oppounltle

b 4 ik 3 4272 38 B SER AT OA A BN

A Anticipated Well O Drilling Well
{ Successful Well OP&A Wel

High Woodchutk Hill

{1 613 Wells) Pembina O Sukunka 3
' v O Adsett
- Dawson O Vermiilon 27
é Med.| (103 welis) O < Caribou

Drumheller {28} O West Cameron 245

— { Lelnen
Q) Westline (42) {1 0f 3 Wells)
Low Muzette (1) A & Vermition 252 O West Gameron 96 (2}
$ Shacideton (10} . .
Low Med. High
Reserve Potential
'fWeM’s That Will Add New Reserves Fiscal 2004
@ nationat fuel! 18
*J); Improving Hedging/
Improving Results
TR AR e T e T AT R ] Sl b St O TN T TS S Y A TR O

Average Hedged Price
B0l mGas

Oft Price

2003 2004 2005 2006 *

2001 2002

*As of 41904 Fiscal Year




