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2 ©
State your name and business address. a, a.
) i <>/
o, 7
My name is Eric H. Meinl. My business address is 6363 Main St, %, _ < RN
’:r;_ ,.’/J /%’ .. :,*
Williamsville, New York 14221. . g e
' ‘ e - {/\
By whom are you employed and in what capacity? e
.

I am employed by National Fuel Gas Distribution Corporation ("Distribution"
or “Company”) as General Manager in Distribution's Rates and Regulatory
Affairs Department.
Have you previously provided testimony in this proceeding?
Yes, I provided Statement No. 11.
What is the purpose of your supplemental testimony?
The purpose of my testimony is to respond to the statement of Vice Chairman
Cawley issued in this case at the public meeting of the Commission held on
July 20, 2006 and to clarify Rider I, the Enhanced Energy Efficiency (“EEE”)
Program Cost Recovery tariff nder.
Please expiain your clarification of Rider I, the Enhanced Energy Efficiency
(“EEE”) Program Cost Recovery tariff rider.
At page 21, line 12, of my direct testimony, (Statement No. 11), I state that,
“Therefore, the EEE charge would operate such that if the averége usage per
account were greater than imputed usage the customers would receive a
credit.”

It is not clear from the originally proposed Rider I tariff included in this

case that the rates resulting from the application of Rider I, could be either a
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credit or a surcharge. Page 1 of Exhibit 19-S, Schedule 1, provides a modified
Rider I tariff sheet. This modified tariff language clarifies that if actual usage
per account is greater than the imputed usage per account Rider I would result
in a credit customer bills.

The Rider I included in the initial filing also refers to normalized volumes
being utilized to develop the charge. This was not the intention. Changes in
actual average volume per account were to be utilized. As mentioned at page
21, line 6, of my direct testimony (Statement No. 11), by utilizing actual
consumption the impact of weather will be included in the Rider rate
calculation. As further explained on that page of my direct testimony, it is
appropriate to reflect the impact of weather because: (1) in years where
weather is colder than normal the Company may be recovering sufficient
revenue to compensate for lost volumes associated with increased energy
efficiency, and (2) since the proposed EEE charge provides benefits to
customers when weather is colder than normal it is only fair that the Company
be provided similar benefits when weather is warmer than normal. I also
noted beginning at page 21, line 21 of my direct testimony that the proposed
EEE Rider is not a weather normalization clause. Further, as mentioned at
page 22, line 5 of my direct testimony, the EEE Rider mechanism could be

designed based on changes in normalized usage per account; however, the

cost mitigation aspects of the proposal would then be eliminated.
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Finally, Rider I has been updated to make clear that each class of customer
included under Rider I is to have its own separately stated EEE rate.
Have you prepared a schedule clarifying how the proposed Rider would be
calculated for each rate class?
Yes. Exhibit 19-S, Schedule 1 provides an example of how the Rider I rates
would be calculated for each rate schedule. Page 2 of Exhibit 19-S, Schedule
1 provides an example of the Rider I calculation assuming a 5% decline in
average usage per customer class. Page 3 of Exhibit 19-S, Schedule 1
provides an example of the Rider I calculation assuming a 5% increase in
average usage per customer class. As is demonstrated on line 13 of pages 2
and 3 of the exhibit, the proposed Rider has a symmetrical impact on customer
bills.
Have you prepared an analysis of the potential impacts on customer bills
from the proposed Rider I?
Yes. Pages 4 through 8 of Exhibit 19-S, Schedule 1, provides a summary of
the bill impact of the EEE charge for each qualifying rate schedule. These
pages provide three bar graphs for each rate schedule that identifies the gas
cost, margin (non-gas cost), and EEE charge under proposed rates under three
different scenarios. The first bar on the graph provides the bill components
for the average customer in the class assuming no decline in average usage for
the class and therefore no EEE charge. The first graph is in effect the

approximate average bill per customer at proposed rates. The second bar on
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the graph provides the bill components for the average customer in the class
assuming the class on average saves 5%. Under this scenario there is an EEE
charge, however, the average customers total bill will be reduced. The third
bar on the graph provides the impact on the average customer that does not
reduce their consumption, further assuming, however, that the average
consumption for the class has decreased by 5%. Table 1-S, provides a

summary of the bill impacts of the residential class graph (Exhibit 11-S,

Schedule 1, Page 4). -

Table 1-S. EEE Rider Examples. Residential Bill.
Exhibit 19-S, Schedule 1, Page 4

EEE
Margin Charge Gas Cost | Total Bill

1) No Change in Class Average
Usage (First Bar on Exhibit 19-S,
Page 4 Graph) $536.10 $0 | $1,299.12 | $1,835.22

2) Bill for Average Customer that
Decreases Consumption 5% and
the Total Avg. Class Consumption
Declines 5% (Second Bar on
Exhibit 19-8, Page 4Graph) $529.91 $4.12 | $1,229.82 | §1,763.85

3) Bill Change (Line 2 — Line 1) (36.19) $4.12 | (869.30) | ($71.37)

4) Bill for Avg Customer that does
not Decrease Consumption and the
Total Avg.Class Consumption
Declines 5% (Third Bar on
Exhibit 19-S, Page 4 Graph) $536.10 $4.34 | $1,299.12 | $1,839.56

5) Bill Change (Line 4 — Line 1) $0 $4.34 $0 $4.34

As can be seen from the information summarized on this table, the
customer that conserves 5% will experience a total annual bill reduction of
$71.37 which includes (under a scenarto where the class as a whole reduces

average consumption by 5%) a EEE charge of $4.12. The EEE charge under
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proposed rates for this scenario represents approximately 0.23% of the total
customer bill (0.23% = $4.12/$1,763.85). This customer will save in total 4%
on their bill (4% = $71.37/$1,835.22). Similar percentage savings would be
achieved in the other rate classes where the EEE Rider applies.

Lines 4 and 5 of Table 1-S provides a summary of the bill impact on a
residential customer at the current average residential consumption level that
does not reduce their consumption while the residential rate class as a whole
reduces consumption by 5%. For this customer the EEE charge would be
$4.34 or a 0.24% bill increase (0.24%= $4.34/$1,839.56). While there is a bill
increase for this customer under this scenario, that is not to say that the
customer does not benefit from the conservation results achieved by other
customers on the system. To the extent that conservation has a downward
impact on the overall demand for natural gas in the market place, and that
reduced demand has an impact on the market price of natural gas, the
customer that does not reduce their usage will benefit from the reduced market
price of natural gas achieved through the conservation efforts of other
customers. Indeed, as referenced in my direct testimony at page 14, Line 17,
an ACEEE study projected possible wholesale natural gas price declines
resulting from conservation of 4.4% in 2007 up to 11.7% in 2020.

Have you reviewed Vice Chairman Cawley’s request to the administrative law

judge contained in the statement he issued in this proceeding?

Yes.
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Vice Chairman Cawley requested that the Administrative Law Judge and the
parties in this proceeding address a number of questions regarding revenue
decoupling and appropriate pricing to encourage conservation. Has the
Company addressed these issues in its initial filing?
Yes. My initial Statement No. 11 addressed the subject of revenue decoupling
and rate design changes which considered a variety of objectives including
proper pricing to encourage conservation. In this supplemental testimony, [
will clarify the Company’s proposal in the context of the questions asked by
Vice Chairman Cawley. I will also summarize the important characteristics of
the Company’s service territory that needs to be considered when addressing
the appropriate rate design for the Company’s service territory.
What must be considered when addressing the questions regarding
conservation and rate design in the Company’s service territory?
There are a number of points which must be kept in mind when considering
the design of the Company’s rates and the encouragement of conservation on
the Company’s system,
First, maintaining and expanding infrastructure to provide customers
access to natural gas supplies is a benefit to the Company’s service territory.
In other words, customers and the economic well being of the service territory

are better off with access to natural gas supplies than without access to such

supplies.
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This was addressed in my direct testimony Statement No. 11 pages 6-9.

Table 2-S below repeats the estimate of the financial benefits of the access of

natural gas to residential customers in the service territory.

Table2-S. Estimate of Benefits to the Service Territory from Access to Natural Gas

Supplies
12
Months Amount
Ended Share Res Alternative
9/2005 Excl. |Consumption |Greater than
Fuel Cost/Dth|Share| Nat Gas {Dth} Natural Gas|Annual Savings
(A) ® | ©]| © (E) (F) (G=FxE)
Electricity $ 29.71 | 7.8% 30%| 6,536,130 [$ 17.62 $ 115,166,603
Heating Oil | $ 14.19 [13.1% 50% 10,977,346 |$ 2.10 $ 23,052,426
Propane $ 2161 | 51% 20%| 4,273,623 |$ 9.52 $ 40,684,893
Gas $ 12.09 169.3%
Total 95% 21,787,099 $ 178,903,921

This represents the financial benefit to the service territory. There are also

environmental benefits from using natural gas instead of altermative fuels.

Considering these impacts it is important to avoid pricing policies that

would encourage customers from switching to alternative fuel sources from

natural gas.

It is also important to recognize that the economic well being of the

Company’s service territory is dependent on the manufacturing sector to a

greater degree than the state of Pennsylvania as a whole. This was

demonstrated at page 6 of Statement No. 11. Table 3-S repeats the summary

of employment percentages included in Statement No. 11.
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Table 3-S. Employed Civilian Population 16 Years and Over, %

PaNon-
NFGDC NFGDC
MACD ENCCD Pa Counties Counties
Industry:
Manufacturing 12.3 20.1 16 15.4 22.8

Another factor that must be considered is the significant amount of local
production in the service territory and the number of interstate pipelines that
traverse the Company’s service territory. This provides alternative sources of
access to natural gas for the Company’s large industrial, commercial and
public authority customers. Therefore, pricing policies that increase the
Company’s delivery rates to these customers may lead to bypass of the
Company’s delivery system instead of the energy efficiency results intended
to be encouraged by the price increase.

Commissioner Cawley’s first question related to fixed charges for residential
and commercial customers and whether such charges discourage conservation
of energy. Do fixed charges discourage conservation of energy?

I assume the question relates to the trade-off between recovering the
Company’s revenue requirement from customer charges as compared to
recovery from volumetric usage rates. The lower the customer charges, all
other things remaining equal, the greater the usage rates would need to be in
order to recover the company’s revenue requirements.

if thé rates for usage are higher, customers that reduce consumption would

save more than if rates for usage were lower, all other things being equal.
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However, the important question to ask is, is the increase in usage rates for
marginal consumption that would result by shifting costs from customer
charges to usage rates significant enough to: (1) encourage additional
conservation (2) out weigh the customer impacts of such a change, and (3}
allow the Company a fair opportunity to achieve a reasonable rate of return?

Commissioner Cawley recognizes that revenue decoupling models can be
used to provide reasonably stable revenues for the utility. The Company’s
proposed Rider I would provide a mechanism for maintaining reasonably
stable non-gas cost revenues for the Company.

It is doubtful, however, that a rate design shift from customer charges to
volumetric usage rates would provide enough conservation benefits to offset
the negative customer impacts. Shifting revenue recovery from customer
charges to volumetric usage rates would cause a greater amount of fixed costs
to be recovered from higher usage customers. As explained in my direct
testimony (Statement No. 11) page 32, line 2, low income customers tend to
use more natural gas than higher income customers. Low income customers
are also less likely to have the financial resources to invest in energy saving
improvements to their homes. Additionally, seasonal and recreational, and
other low volume users wc_)uld be rewarded, albeit unintentionally, but
rewarded none-the-less, from such a change. Indeed, a non-heating, low
volume customer would never pay the customer related costs if customer costs

are recovered volumetrically.
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Exhibit 19-8, Schedule 2, page 1 provides a comparison of non-gas cost
recovery for small volume residential customers if non-gas costs were
recovered from residential customers through a purely volumetric rate. Line
10 demonstrates that such a rate design would under-recover the customer
related costs of serving the average residential customer. These purely
customer related costs would need to be recovered from higher usage
customers. Customer related costs are costs associated with connecting
customers directly to the system including service line and meter costs. As
demonstrated on Exhibit 19-S, schedule 2, a purely volumetric rate design
would not recover the customer related costs and would also provide no
contribution to other system costs from low usage customers, including, for
example, the costs of distribution mains that all customers benefit from.

As further explained in Statement No. 11, pg. 27, recovering non-gas costs
from fixed charges is more consistent with how these costs are incurred, since
the installation and maintenance costs of distribution pipe does not vary due to
the amount of gas consumed it is more appropriate to recover such costs on a
fixed basis.

Did the Company propose a change in its rates that would increase the
financial benefit to customers that would conserve?
Yes. The Company proposed establishing seasonal purchase gas costs to both

provide benefit to customers that utilize natural gas more efficiently and more

10
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accurately reflect cost causation. This was explained at page 25 and 26 of
Statement No. 11,

1 would recommend that if there is a concern about providing significant
price signals in unit rates that the focus would be on the proper recovery of
purchased gas cost expense. If there is a concern that rates are too low to
provide benefits to customers to conserve, the winter rates under the
Company’s proposed seasonal rate design could be increased, Further, the
appropriate natural gas cost pricing for the upcoming year could be reviewed
in the annual 1307(f) gas cost proceeding and adjustments could be made
based on circumstances at that time. In other words, the Company’s proposal
provides the Commission with an opportunity to experiment with pricing
policies and test their impacts on promoting conservation while providing the
Company with reasonably stable revenues to operate its system.

While the Company believes its proposed rate design reasonably balances
cost causation and appropriate price signals to encourage conservation, and
that its seasonal recovery of purchased gas cost demand charges provides
incentives to conserve, winter purchase gas commodity prices could arguably
be increased to provide greater conservation incentives. Currently, NYMEX
prices reflect a significant premium in winter months natural gas commodity
rates compared to summer months.

Exhibit 19-S, Schedule 3, Page 1, provides the NYMEX prices for natural

gas commodity purchases for the months of August 2006 through March

11
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2007. As can be seen from this exhibit market prices of gas currently
provides a significant premium on winter gas supply. For example, the
premium comparing February 2007 prices to August 2006 prices is over $4.00
/Dth.
Commissioner Cawley also asked if declining block rate designs remove the
incentives for customers to conserve. Do declining block rate designs remove
the incentives to conserve?
No. Customers have a significant incentive to conserve through avoidance of
purchased gas costs. Ultimately it is purchased gas costs that will be saved by
customers through conservation. Non-gas cost recovery will remain stable
either through the effects of a revenue decoupling mgchanism such as Rider 1
or through the filing of base rate cases prompted by the decline in customer
usage. The most significant component of a customer’s bill is the purchase
gas cost component. Under the proposed seasonal rate design it represents
approximately 70% of customer’s bill. It is the potential to save on
purchased gas cost component of the bill that provides customers with the
long term benefits from conservation.
Commissioner Cawley’s final question was whether rate designs should vary

by class. Is it appropriate that larger commercial and industrial customers pay

lower unit rates for distribution?

12
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Yes. It is appropriate that larger commercial and industrial customers pay
lower unit rates for distribution services since it costs less on a unit basis to
serve such customers.

Further, it is important to recognize that such customers can bypass the
utility if rates for distribution service are greater than the costs of the
customer building a bypass line to a local production source or interstate
pipeline. In such bypass circumstances, the increased delivery unit rates
would not result in more efficient usage on the part of the large industrial or
commercial customer, but instead result in an inefficient bypass of the
Company’s distribution system. It would also make the costs of
manufacturing more expensive not less in the service territory.

A more effective energy efficiency strategy for large volume customers
would be to target RD&D funding including the Delta funding currently in
effect toward energy efficient applications for industries in the Company’s
service territory. A su@m of the Delta Funds RD&D Program is provided
starting at page 19 of, Statement No. 14, Direct Testimony of Scott E.
Swartzfager.

Please summarize how the Company’s proposals meet the concerns of Vice
Chairman Cawley.
The Company’s rate design proposals strike a reasonable balance between

cost causation and recovery, various customer impacts, and conservation

goals.

13
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The proposed increase in customer charges and rate redesign with reduced
tailblock margin and increased first block rates recovers non-gas costs more
consistently with how those costs are incurred and helps to mitigate any
subsidy that larger volume residential customers provide to smaller volume
customers.

The seasonal PGDC rate design provides customers with significant
benefits if they conserve. The seasonal PGDC rates could also be modified
annually in a 1307(f) proceeding to fine tune those incentives.

Finally, the proposed EEE Rider would provide the Company with
reasonably stable revenues, thereby removing any penalty on the Company
from the aggressive promotion of the efficient use of natural gas from
customers on its system.

Does this conclude your supplemental testimony?

Yes.

14
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Exhibit 19-8
Schedule 1
Witness: Meinl
Supplement No. &1 Pagelof8
Gas -~ Pa. P.U.C. No. 9
Second Revised Page No. 165
Canceling First Revised Page No. 165

NATIONAL FUEL GAS
DISTRIBUTION CORPORATICN

{c)
RIDER I
ENHANCED ENERGY EFFICIENCY PROGRAM COST RECOQVERY
PROGRAM DESCRIPTION
The Enhanced Energy Efficiency (“EEE”) Program Cest Recovery shall be a
surcharge or credit to the rate schedules listed below. On or before March 31
of each year the Company shall file a summary of volume changes from imputed
volumes in Case R-00061493 and associated revenue changes. Such filing shall
also include proposed revised Rider I tariff pages to implement the changes to
Rider I rates with an effective date of August 1.
EEE Rate
The EEE Rate currently in effect to be added to the delivery rates of the
Residential, Commercial and Publiec Authority, and Small Volume Industrial
Service Classification is as follows:
L ~3
™ g
Rate Classification EEE Rate 23 el -0
RE} ) A
$/MCf — P r-r
Residential 0.0000 s I
Small Commercial and Public 0.0000 :giﬁ Pt "
Authority LT 250 A o
Small Commercial and Public 0.0000 w? - e
Authority GT 250 < i
: . . = ro
Large Commercial and Public 0.0000 17 i J
. s £
Authority - ~
Small Volume Industrial 0.0000

DETERMINATION OF EEE RATE

The EEE Rate shall equal the change in margin associated with changes to
Commercial and Public

average customer consumption for the Residential,
Changes in

Authority, and Small Volume Industrial Service Classification.
margin per account shall be determined by calculating the change in
Residential, Commercial and Public Autheority, and Small Volume Industrial
Service actual consumption for the most recent 12 months ended January
preceding the March 31 filing date compared to volumes imputed for such rate

categories in Case R-00061493.

The change in usage per account shall be multiplied by the sum of the
appropriate rate classification tailblock delivery charge margin and LIRA Rider
surcharge effective January determine change in margin per account. The change
in margin per account shall be multiplied by the average monthly number of
accounts for the appropriate rate classifications for the most recent 12 months
ended January preceding the March 31 fling date. The total change in margin so
calculated shall be divided by the most recent 12 months ended January weather
normalized volumes fotr the Residential, Commercial and Public Authority, and

Small Volume Industrial rate classifications.

(C}) Indicates Change

Issued: May 31, 2006 Effective: July 30, 2008
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Example with decline in average use.
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Example Caleufalion lor EEE Rate

Example with increase n average use.
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EEE Rider Example
Average Annual Bill - Residential

Total Bill Total Bill Total Bill

= $.1_'835.'_212. $1,763.85 _ _$1,8739.56
Margin

- $536.10

Proposed Rates No Decline in Class Usage

Customer Conserves 5% Customer Does Not Conserve

Proposed Rates w/ 5% Decline in Class Usage Proposed Rates w/ 5% Decline in Class Usage
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EEE Rider Example
Average Annual Bill - Small Commercial < 250 Mcf

Total Bill

Total Bill
$1,953.42 Total Bill $1,960.12
e $1,879.89
 Margin - Margin
¢ 3583:56 " $583.59.
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Customer Conserves 5%
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EEE Rider Example
Average Annual Bill - Smali Commercial > 250 Mcf

$8,000

Total Bill

Total Bill Total Bill
$7,174.99

$6,868.46 $7,200.30

e

Margin
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N_iarg_in
$1,463.33
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EEE Rider Example
Average Annual Bill - Large Commercial
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Total Bill

Total Bill
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EEE Rider Example

Average Annual Bilf - SVIS

Total Bill

$7.071.74

Total Bill
$6,782.69

Total Bill
$7,111.33
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National Fue! Gas Distribution Corporation
Pennsylvania Division
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12)

13)

14)

Residential
Average Monthly Customer Cost $ 26.61
Months 12
Average Annual Customer Cost % 319.32
Proposed Non-Gas Cost Revenue $ 93,704,501
Forcasted Volume 19,802,152
Average Usage Rate w/100% of Non Gas
Revenues Recovered from Usage Rate $ 473
Low Volume Usage Customer Consumption 329
Low Volume Usage Customer Cost recovery
w/100% of Non Gas Revenues Recovered from
Usage Rate % 155.68
Average Annual Customer Cost 3 319.32
Under Recovery of Customer Costs $ (163.64)
% Low Volume Subsidy of Customer Costs -51%
Total Non-Gas Cost for Low Volume Customer per
Company Proposed Rates $ 412.26
Total Underrecovery of Low Volume Cuslomer
Non-Gas Costs $ (256.58)
Perecent Low Volurne Customer Subsidy of Total
Gas Costis -62%
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Page 1

Exhibit No. 111, Schedule 4, Page 2 of 4
Line 1 x Line 3

Exhibit 19, Schedule 4
Exhibit 103, Schedule 1, Page 1

Line 4 /Line 5

Exhibit 19, Schedule 8

LineBxLline 7
Line 3
Line 8-Line 9

Line 10/ Line 18
Exhibit 19, Schedule 8
Line 8 - Line 12
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NYMEX Gas Price - July 27, 2006
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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.

c. Attached are National Fuel Gas Company’'s March 31, 2005, June 30, 2005
December 31, 2005 and March 31, 2006 SEC Form 10-Q.

v r~o
1 =
£3 =
ran <D
= ]
o
UE W
< 9
[ 5

) 0
w =
-
a o
T (0]
C: m

SETEREL



NFG-3-1
Witness: Bauer
Page 2

2005 Financial énd Statistical Report STRONG. BALANCED. RELIABLE i




Strong. Balanced. Reliable.
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A company canngt prosper for more than a century by focusing only on today. We have built a healthy,
robust organization that performﬂs soundly during times of economic prdsperity, 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 to 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,-and 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
brovider. We are proud of the resglts we have delivered to both our investors and customers.

Corporate Profile

National Fuel Gas Company, incarporated in 1902, is a
diversified energy company with itsiheadquarters 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, Utifity, Timber, and Energy Marketing, National
Fuel's history dates from the earliest days of the natural

gas and oil industry in the United States, and the Company

has been responsible for many industry firsts. Today,
the Company continues to be managéd.in the same
innovative and entrepreneurial spirit, and takes pride in
its 103-year tradition of delivering service 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 Coast region of Texas,
Louisiana and Alabama, and the western provinces of
Canada. Currently, Seneca'’s expforatiqn emphasis is
centered on drilling for new reserves in Canada and the
Gulf of Mexico, while development drilling continues to
expand in the Appalachian region and in California.

Pipeline and Storage

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

four storage fields co-owned with nonaffiliated
¢ompaniest. 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 Distribution Corporation sells or
transports natural gas to approximately 731,000
customers through a local distribution system located
in western New York and northwestern 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 Rescurces 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, Ing. markets natural gas to
industrial, commercial, public authority andresidential end-
users in western and central New York and narthwestern
Pennsylvania, offering competitively priced energy and
energy management services to its customers,
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This report is not a representation or prospectus with regard 1g the Comban\/s saclrities and is not furnished in connaction with any proposed sales
or offer to sell or buy any stock or securities. Data containgd herein with respect 10 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.
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Consolidated Statements of Income and Earnings Reinvested in the Business Page 5
Year Ended September 30
(Thousands of Dollars, Except Per Common Share Amounts) 2005* 2004 2003 2002 2001
Income
Operating Revenues $1,923,549 $1,907,968 $1,821,573 $1,369,869 $1,962,874
Operating Expenses .
Purchased Gas 959,827 949,452 963,567 482,857 1,002,466
QOperation 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 81,671
Depreciation, Depletion and Amortization 179,767 174,289 181,329 168,745 163,239
impairmaent of Qil 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 Qil 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 {4,198) - - {15,167) -
Interest Income 6,496 1,771 2,204 2,593 4,010
Other 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} {t1,196) {15,109} {265,294)
Income from Continuing Operations 246,493 248,855 306,217 183,446 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:
incorme from Operations, Net of Tax 10,199 12,321 6,769 4,180 4,836
Gain on Disposal, Net of Tax 25,774 - - - -
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 - - 18,892) - -
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 Avallable for Common Stock $2.27 $2.03 $2.21 $1.47 $0.83
Diluted:
Income from Continuing Operations $1.81 $1.86 $2.23 $1.4 $0.76
Income from Discontinued Operations 0.42 0.15 0.08 0.0 0.06
Curnulative Effect of Changes in Accounting - - 0.11) - -
Net Income Available for Common Stock $2.23 $2.01 $2.20 $1.46 $0.82
Weighted Average Common Shares Outstanding
Usad in Basic Calculation 83,541,627 82,045,535 B0,808,794 79,821,430 79,053,444
Used in Diluted Calculation 85,029,131 82,900,438 81,357,896 80,634,453 80,361,268
* Note: All Crech Republic openarions have been reported as discontinued operations. Any remaining international activity has been included In corporate op Prior year

o reflecs this change in presentation.

-

2 National Fue! Gas Company
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Consolidated Balance Sheets ! Page &
i
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 $4,612,651 $4,273,716
L.ess - Accumulated Depreciation, \
Depletion and Amortization 1,583,955 1,596,015 1,666,295 1,667,906 - 1,483,003
2,839,300 3,006,764 2,991,048 2,844,745 2,780,713
Current Assets '
Cash and Temporary Cash Investments 57,607 57,541 49,960 21,864 36,227
Hedging Collateral Deposits 7;!,784 8,612 1,461 352 -
Receivables - Nat 155,064 129,825 136,604 95,510 131,372
Unbilled Utility Revenue 20,485 18,574 20,156 21,918 25,375
Gas Stored Underground 64,529 68,511 89,640 77,250 83,231
Matarials 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
Prepayments and Other Current Assets 65,469 35,364 72,708 57,347 46,855
Deferred Income Taxes 83,774 43,108 2,439 11,861 -
Fair Valua of Derivative Financial Instruments - 23 1,698 3,807 37,585
572,176 404,603 431,064 327,913 398,475
Other Assets
Recoverable Future Taxes 85,000 83,847 84,818 82,385 86,586
Unamortized Debt Expense 1'7,567 19,673 22,119 20,635 19,796
Qther Regulatory Assets 47,028 32,958 30,448 26,104 23,253
Deferred Charges 4,474 3,41 7.528 5314 38,440
Other Investments 80,394 72,556 64,025 65,090 62,924
Investments in Unconsolidated Subsidiaries 12,658 16,444 16,425 16,753 31,768
Goodwill 5,476 5,476 5,476 8,255 8,804
Intangible Assets 42,302 45,994 49,664 11,451 -
Other 15,677 26977 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 Capital 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 Cormmon Sharshelders' Equity Before items
of Other Comprehensive Loss 1.427,211 1.308,476 1,202,927 1,076,494 1,023512
Accumulated Other Comprehensive Loss (197,628) (54,775) {65,537) (69,636} (20,857}
Total Comprehensive Shareholders’ Equity 1,229,583 1,253,701 1.137,390 1,006,858 1,002,665
Long-Term Debt, Net of Current Portion 1,119,012 1,133,317 1,147,778 1,145,341 1,046,694
Total Capitalization 2,348,595 2,387.018 2,285,169 2,152,199 2,049,349
Minority Interest in Foraeign Subsidiaries - 37,048 33,281 28,785 22,324
Current and Accrued Lisbilities
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 155,485 115,979 118,563 100,886 123,246
Amounts Payable to Customers 1.158 3,164 692 - 51,223
Dividends Payable 24,445 23,210 21,952 20,830 20,031
Other Aceruals 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
459,957 456,454 565,599 619,328 863,445
Deferrad Credits ‘
Deferred Incorme Taxes 489,720 501,200 425,721 368,081 340,224
Taxes Refundable to Customers 11,009 11,065 13,619 15,596 16,865
Unamortized Investment Tax Credit 6,796 7.498 g.199 8,897 9,509
Cost of Removal Regulatory Liability 90,396 82,020 76,782 - -
Other Regulatory Liabilities 66,339 66,488 62,843 67,455 68,957
Pension and Other Post-Retirement Banefit Liabilities 143,687 70,410 143,687 91,444 24,441
Asset Retirement Obligation 41,411 32,292 27,493 - -
Other Detered Cradits 64,742 . 87,110 83,121 11,378 §7,362
= 914,100 838,083 841,365 628,851 517,448
Commbitments and Contingencies - N N N ~
Tota! Capitalization and Liabilities $3,722 652 $3,717,603 $3,725,414 $3,429,163 $3,452,6566

* Note: Certain prior year amounts have been reclassified to conform with current year Presencation.

National Fuel (Gas Company
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! Consolidated Statements of Cash Flows Page 7
' Year Ended September 30 (Thousands of Dellars) 2005* 2004 2003 2002 2001
i Operating Activities
| Net Ingome Available for Commaon Stock $189,488 $166,586 $178,944 $117,682 $665,459
Adjustments to Reconcile Net Income to Net Cash
Provided by Operating Activities
Gain on Sale of Discontinued Operations {27,386) - - - -
[{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 - .
Impairment of il and Gas Producing Properties - - 42,774 - 180,781
Depreciation, Depletion and Amortization 193,144 189,538 195,226 180,668 174,914
Deferred Income Taxes 40,388 40,329 78,369 62,013 {55,849)
Cumulative Effect of Changes in Accounting - . 8,892 - -
{Income) Loss from (Inconsolidated Subsidiaries,

Net of Cash Distributions {1,372) {19} 703 361 {1,199)
impairment of Investment in Pannership 4,158 - - 16,167 -
Minority Interest in Foreign Subsidiaries 2,645 1,933 785 730 1,342
Other 7.3%0 9,839 11,289 9,842 6,553
Change in:

Hedging Collateral Deposits (69,172) {7,151} {1,109) (352) -

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

Gas Stored Underground and Matarials and Supplies 1,934 13,662 {13,826} s8Ny {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 to Customers (1,996) 2,462 692 {51,223} 41,640

Other Accruals and Currant 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

Net 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}
Investmaent in Subsidiaries, Net of Cash Acquired - - {228,814) - 90,567
Investment in Partnerships - - {375) {536) {1,830}
Net Proceeds from Sale of Foreign Subsidiary 111,619 - - - -
Net Proceeds from Sale of Timber Properties - - 186,014 : - -
Net Proceeds from Sale of Oil and Gas Producing Properties 1,349 7,162 78,631 22,068 2,069
Other 3,238 1,974 12,065 5012 {4,892)
Net Cash Used In Investing Activities {103,324} (163,208) (104,830) (205,824) (387,926)
Financing Activities
Change in Notes Payable 1o Banks and Commercial Paper (115,359) 38,600 {147,622) {224,845} {143,397
Net Proceeds from Issuance of Long-Term Debt - - 248,513 243,844 210,221
Reduction of Long-Term Debt {13,317} {243,085) {227,826) (104,212) {23,052
Proceeds from Issuance of Common Stock 20,279 23,763 17.019 10,815 11,545
Dividends Paid on Common Stock (94,159} {89,092) (84,530) {80,974} {76,671}
Dividands Paid to Minority Interest 12,676} - - - -
Not Cash Usad in Financing Activities {215,232} {269,814) {194,446} {165,272} {21,354)
Effect of Exchange Rates on Cash 1,276 3,451 1,644 1,635 {646)
Net Increase {Decreass) in Cash and

Temporary Cash Investments . 66 7.581 28,085 (14,363) 4102
Cashyand Temporary Cash Investments at Beglnning 57,541 49,960 21,864 36,227 32,129

of Year ’
Cash and Temporary Cash Investments at End of Year $57.607 §57,541 $49,960 $21,864 $36,227
Supplemental Disclosura of Cash Flow Information

Cash Paid For:

Interest 584,455 $90,705 £104,452 $100,397 $104,491
income Taxes $83,542 $30,214 $56,148 $29,985 $77,662

* Note: Certain prior year amounts have been reclassified to conform with cun.rm year presentation,

=

4 National Fuel Gas Company




NFG-3-1
| Witness: Bauer
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
Other Comprehensive Income {Loss], Belora Tax; .
Minimum Pension Liability Adjustment (83,379) 56,612 86,1700 (62,977) .
Foreign Currency Translation Adjustment 14,286 21,486 54,472 24,278 {7,158}
Reclassification Adjustment for Realized Foreign
Currency Transiation Gain in Net Incormne (37,793) {9,607 - -
Unrealized Gainf{Loss) on Securities Available for Sale ‘
Arising During the Period 2,891 3.629 2,419 {2,086} 712}
Reclassification Adjustment for Realized Gains on
Securities Available for Sale in Net Income {651} - - - -
Unrealized Gain/{L,oss} on Derivative Financial !
Instruments Asising Dusing the Perfiod {206,847 1129,924) Lyl {42,584} 58,358
Reclassification Adjustment for Realized (Gain}/Loss
on Derivative Financial Instruments in Net Income ' 97,689 49,142 69,809 {20,063) 83,218
Qther Comprehensive Income {Loss), Before Tax {213,804) 915 {16,854} 193.432} 133,703
Income Tax Expense {Benefit) Related to Minimum
Pansion Liability Adiustment . . 129,183) 18,814 {30,159} {18,542) -
Income Tax Expense Related to Foraeign Currency ,
Translation Adjustment 12 - - -
Reclassification Adjustment for income Tax Expense on
Foreign Currency Translation Adjustment in Net Income "ma - - - -
Income Tax Expanse/{Benefitl Related to Unrealized Gain/{Loss)
on Securitios Available for Sale Arising During the Period 1,012 1,270 847 {730} {249}
Reclassification Adjustrrent for Incoma Tax Expense on Realized
Gains from Securilies Available for Sate in Net Income [228) - - -
Income Tax Expense/iBenefit} Related to Unrealized Gain/(Loss)
on Derivative Financiat Instruments Arising During the Period " (79,059) 149,113) {18,594) (17,341} 23,053
Rectassification Adjustment for Income Tax (Expense)/Benefit '
on Realized {Gain)/Loss on Derivative Financial Instruments
in Net Income . 36,507 18,182 26,953 8.040} 32,032
Income Taxas - Net ' {70,951} {0,847) {20,983) {44,653) 54,836
Other Comprehensive Income {Loss), Before Cumulative Effect . {142,853) 10,762 4,099 (48,779 78.867
Cumulative Effect of Change in Accounting, Net of Tax - - - - {69,767}
Other Comprehensive Income (Loss), After Cumulative Effect {142,853} 10,762 4,099 48,779) 9,100
Comprehensive Incoms .$46,635 $177,348 $183.043 $68.903 $74,689
. - t
Geographic Information
Year Ended September 30 (Thousands of Dollars) 2005 2004 2003 2002 2001
Revenuss from External Customerst™:
United States $1.§60,684 $1,867,335 $1,819,152 $1,293,927 $1,888,906
Canada . 62,865 40,633 102,41 75,942 73,968
Total Revenues from External Customers $1,923,549 $1,907,968 $1,921,573 $1,369,869 $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 171,196 143,042 116,656 258,196 253,607
Assets of Discontinued Operations ' - 228,179 219,695 216,044 187,961
Total Long-Lived Assets $3,149,876 $3,313,000 $3,294,350 $3.101,250 $3,054,109
{1) Reverue is based upon the country (r whick the sale ortginates.
Security Ratings
At September 10, 2005 . Standard & Poor's Moody's Fitch
Long-Term Dabt BBB+ A3 T A
Commercial Paper A2 p-2 F-2
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Schedule of Business Segment Information Page 9
Year Ended September 30 (Thousands of Dollars) 2005 2004 2003 2002 2001
Operating Revenues
Utility $1,117,067 £1,152,641 $1,162,983 $794,221 $1,234,647
Pipeline and Storage 215,859 209,707 201,420 167,384 171,07
Exploration and Production 293,425 293,698 305,314 310,980 355,005
Energy Marketing 329,714 284,349 304,660 151,257 259,206
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} 1120,311)
Total Consolidated $1,923,549 $1,907,968 $1.921,673 $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 89,843 99,292 103,946 98,408
Energy Marketing 41 102 117 161 212
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 1,071 238 115 119
Corporate 467 450 13 56 961
Total Consoclidated $179,767 $174,289 $181,329 $168,745 $163,239
Significant items
Pipeline and Storage - Impaimment of Investment in Partrership $ - $- $ - $15,167 % -
All Other - Impairment of Investment in Partnership $4,158 $ - 3 - % - $ -
Exploration and Production - Impairment of Oil and Gas
Producing Properties $ - $- $42774 $ - $180,781
Exploration and Production - {Gain) Loss on Sale of Oil and Gas
Producing Properties $ - ${4.645) $58,472 % - % -
Timber - (Gain} Loss on Sale of Timber Properties $ - $1,252 ${168,787} $ - $ -
Opersating 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 {14,227)
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
All Other™ {1,996) 2,367 265 (1,309} (2,792)
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 $4,111 $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 44 580
Corporate & Intersegrment Eliminations {3,592) {1,677) (1,658) {1,019} {1,455}
Total Consclidated $6,496 $1,771 $2,204 $2,593 $4,010

(1) Represents primarily Pipeline and Storage revenue from the Ulility segment.
(2) 2002 includes Impai of Independence Pipeline of 152 million pretaz.

{3} 2004 includes an adjusiment t reduce the 2003 loss on sale of oil and gas producing properties by $4 8 million pretax; 2003 Includes impairmens of oil and gas producing properties of $42 8 million
pretax and loss on sale of oil and gas producing properties of $58.5 million preiax; 2001 includes impairment of olf and gas producing properties of $180.8 miltion presar.

(4) 2004 includes an adjustment to reduce the 2003 gain on sale of timber properties by $1.3 mitlion pretax; 2003 includes gain on sale of timber properties of $168.8 million pretac.
(3) 2005 includes impairment of an invesiment in a partnership of $4.2 million pretax.
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Schedule of Business Segment Information (continked)
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 55,367 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 99,553 101,390
All Other . - 1,726 918 521 420 692
Corporate & Intersegment Eliminations . .1,072) 3,062 3,068 3,782 1,509
Total Consolidated $82,313 £89,752 $102,577 $103.755 $103,591
Income Tax Expense (Benefit]
Utility $23,102 $31,393 $36.857 $31,657 $42,985
Pipeline end Storage 39,068 30,968 30,863 18,148 29,00
Exploration and Production 128,353 28,899 {17.537) 15,108 (36,075)
Energy Marketing ‘ 3,210 3,564 3,350 5,103 {1,660}
Timber 221 3.320 72,692 4,476 4,566
Total Reportable Segments 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)
frem Continuing Operations
Uhility $39,197 $46,718 $56,808 $49,505 $60,707
Pipeline and Storage! 60,454 47,726 45,230 29,715 40,377
Exploration and Productiont” 50,659 54,344 {31,293) 26,851 (32,284)
Enargy Marksting 5077 | 5,635 5,868 8,642 (3,432}
Timber® 5,032 5,637 112,450 9,689 7,715
Total Repontable Segments 160,419 159,960 189,063 124,402 73,083
All Other '(2,616) 1,630 193 (885) (4,277)
Corporate 14,288) (7.225) {8,189 {10,019) (8,143}
Total Consolidated $153,5615 $154,265 $181,067 $113,502 $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 51 116
Timher 18,894 2,823 3,493 25,574 3,694
Total Reportable Segrments ' 212,572 169,132 147,613 221,570 277,034
All Other 463 200 256 6,654 87
Corporate & Intersegment Eliminations'® ' 6,495 13,009 4,382 4,244 15,585
Total Consolidated $219,530 $172,31 $152,251 $232,368 $292,706

(1} 2002 Inciudes impairment of Independence Pipeline of $9.9 million after tax.

2] 2004 includes an adjustmeni to redsice the 2003 loss on sale of 0il and gas producing properties by 34.6 million after iax: 2003 includes impairment of oll and gas producing properties of $28.9 mitlien
qfter tax and loss on sale of oil and gas producing properiies of $39.6 million after tax; 2001 includes impairment of oil and gas producing propertics of $104.0 mitlion after iax.

(3) 2004 includes an odjustment to reduce the 2003 gain on sale of limber properties by 30.8 million after tax; 2003 inciudes gain on sale of timber properties of 31022 million gfter tax.
{4) 2005 inchudes Impairment of an investment in 4 partnership of $2.7 million afier tax,
{5) Includes capital expenditures of discantinued aperatlons: £5877 for 2005, $7 498 for 2004, $2 499 for 2003, $4 244 for 2002, and $15,585 for 2001.
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Year Ended September 30 (Thousands of Dollars) 2005 2004 2003 2002 2001
Investment in Subsidiaries, Net of Cash Acquired
Utility $ - $- - £- § -
Pipeline and Storage - - 181,162 - -
Exploration and Production - - - - 90,567
Energy Marketing - - . - -
Timber - - - - -
Total Reportable Segments - - 181,162 90,567
All Other - - 47,662 - -
Corporate & Intersegmaent Eliminations - - - . .
Total Consolidated $ - g - $228,814 $ - $90,567
Segment Assets (Ar Seprtember 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 1,199,561
Energy Marksting 91,999 68,599 54,993 51,640 70,437
Timber 161,648 140,992 125,684 128,880 115,024
Total Reportable Segments 3,648,451 3,426,917 3,383,392 3,162,851 3,215,331
All Other 72,839 77.013 78,441 34,523 28,978
Corporate & Intersegment Eliminationg™ 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

(1) 2004, 2003, 2002, ard 2001 include asseis of the former International segment of $268.1 million, $247_7 million, 32415 million, and $206.4 million, respectively, the majority of which have been

discontinued with the sale of United Energy.

Selected Financial Ratios

Year Ended September 30 2095 20042 20039 2002 2001™
Embedded Cost of Long-Term Debt'® 6.4% 6.4% 6.5% 7.0% 7.0%
Capitalization Ratios:
Comprahensive Shareholders’ Equity to 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
Pius Short-Term Debt 52.1% 49.0% 43.0% 39.1% 37.9%
Long-Term Debt to Total Capitalization Plus Short-Term Debt 47.5% 44.3% 43.4% 44.4% 39.5%
Short-Term Debt to Totat Capitalization Plus Short-Term Debt 0.4% 6.7% 13.6% 16.5% 226%
Effective Federal iIncome Tax Rate
{Includes Taxes from Discontinued Operations) 35.6% 358% 411.7% 38.0% 36.2%
Accumulated Depreciation (% of Average Depreciable Assets)™® 38.4% 39.3% 40.9% 435% 43.0%
Depreciation Charge (% of Average Depraciable Assets)™ 4.4% 4.3% 4.5% 4.4% 4.7%
Caplitalization 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 Dabt, Net of Current Partion 1,119,012 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
Shon-Term Debt:
Notes Payable to Banks and Cornmercial 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 $426,950 $599,108
Total Capitalization Plus Short-Term Debt $2,357,988 $2,658,078 $2,645,100 $£2,678,148 $2,648,457

{1) Includes a §25. 8 milllon gain and inconme from discontimued operationy of $10.2 mitlion both related to the sale of Crech Assets and an impairment of an investment in a partnership of $2.7 million

after tax, where applicable.

(2) Includes an adjustment 1o the loss on sale of oil and gas prodiscing properties of $4.6 million gfier tax and an adjustment to the gain on sale of timber properties of ($0.8) miltion after tax, where appiicable.
3 Includes gain or sale of timber properties of 31022 million after tax, loss on sale of oif and gas assets of ($39.6} million after tax, impairment of oil and gas asseis of ($28.9) million after tax and

cumdative cffect of changes in accounting of (35.9) million, where applicable.

(4) Includes impalrment of Independence Pipeline of (899 million after tax, where appiicable.
(5) Includey impairment of oil and gas producing properties of (8104.0) milifn after tax, where applicable.
(6) The Embedded Cost of Long-Term Debt is the welghted average Interest rate on all long-term debe outstanding a1 the year ended September 30.

(7} Certerin amounis for 2001 -2004 have been restated 1o reflect the pr

8 National Fuel Gas Company

tion of Crech Republic Assets as discontinued operations in 2005,




Common Stock Data
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200719 .

Year Ended September 30 . 2005 20041 20039 2002
Number of Commen Shareholders at Year End 18,369 19,063 19,217 20,004 20,345
Shares Outstanding at Year End 84,356,748 82,990,340 81,438,290 80,264,734 79,406,108
Average Daily Volume Traded (Trailing 12 Months) 322,887 223,600 221,02 180,675 222,308
Return on Average Common Equity'® 15.3% 13.9% 16.7% 1M1.7% 6.6%
Book Value Per Common Share $14.58 $15.11 $13.97 $12.54 $12.63
Market Price Range
High $36.00 $28.43 $27.51 $26.70 $32.25
Low $26.20 211 $17.95 $16.61 $£21.96
Close $34.20 $28.33 $22.85 $19.87 $23.03
Markey/Book Value at Year End 234.60% 187.5% 163.6% 158.5% 182.3%
Price/Diluted Earnings Ratio 15.3 14.1 10.4 13.6 28.1
Dividands
Declared Per Share $1.14 $1.10 $1.06 $1.03 $0.99
Paid Per Share $1.13 $1.03 $1.05 $1.02 $0.97
Rate at Year End $1.16 $1.12 $1.08 $1.04 1.
Payout Ratio on Dividends Paid 50.7% 54.2% A7 7% 69.9% 118.3%
Yield at Year End 3.4% 3.9% 4.7% 5.2% 4.4%
Dividends to Book Value at Year End 8.0% 7.4% 7.7% 8.3% 8.0%
Diluted Earnings Per Share $2.23 $2.01 $2.20 $1.46 $0.82

(1) Includes a $25.8 miilion gain and income fram discontinued operations of $10.2 million bcuh related to the sale of Crech Assets and an impairment of an invesiment in o partnership of $2.7 million afrer

rax, where applicable.

{2} Includes on adjusrment to the loss on sale of oil and gas producing properties of 34.6 million after tax and an adjustment fo the gain on sale of timber properties of ($0.8) million after tax, where applicable.
{3) Inciudes gain on sale of timber properties of $102.2 miilion after tax, loss on sale of ail and gas assets of (§39.6) million afier tax, impairment of oil and gas assets of {528.9) million afier tax and

cumularive effect of changes In accounting of (38.9) million, where applicable,

{4) Intiudes impairment of Independente Pipetine of ($9.8) million ofter tax, where applicable.
(%) Includes impainment of oil and gas producing properties of ($104.0) mitlion after tax, where applicable.

(6) Caleulared using average Total Comprehensive Sharekolders” Equity.

Research Coverage*

The feollowing 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
uUBS

* Note: National Fuel Gas Company s followed by analysts al the firms listed above. Please note that any opinions, estimates or fam:a:r.r rcgardfng Natl
these analysts are theirs alone and do noi represent opinions, forecasts or prrd'fﬂmm of National Fuzl Gas C ! Fue.
distribution imply its endorsement of or concurrence with such information, conclusions or recommendarions,
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In 2005, for the second year in a row we achieved our
{orecasted oil and gas production goals with 52.4 Bele,
despite the Gulf Coast weather catastrophes.




Exploration and Production
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The Company s Exploration and Production operations are carried out through Seneca Resources Corporation. Witness: Bauer
Page 14
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Gas and Oil Reserves |

Year Ended September 30 2005 2004 2003 2002 200

Gas Reserves (MMcf)

Beginning of Year 2:24,784 251,117 258,221 322,380 301,667
Extensions and Discoveries 27,475 22,341 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 Piace (179} {393} {270) {14,726) 16,348)
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

Oil Reserves (Mbbl}

Beginning of Year 65,213 69,764 99,717 115,328 118,697
Extensions and Discoveries 366 218 879 2,023 4,549
Revisions of Previcus Estimates {1,331} 63 {4,661) 9,362) {3,659}
Production 113,869) {4,528) 6,737 7,662) 17.857)
Sales of Minerals in Place (122) {304) {19,434) [610) (765)
Purchases of Minerals In Place and Other ! - - - - 3,363 -

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

Reserve Reptacement Ratio' {0.24) 0.06 {0.586} {0.96}) 0.54

Total Gas & Qil Reserves (MMcfe)

Beginning of Year 616,062 669,700 856,523 1,014,348 1,019,849
Extensions and Discoveries 29,671 23,650 33,297 48,943 78,935
Revisions of Previous Estimates 7,253 (14,890) (25,018) (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 !‘:99,682 616,062 669,700 856,523 1,014,348

Reserve Replacement Ratio*! 0.70 0.15 0.06 {0.59) 1.06

(1) Reserve Replacement 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
Wost Coast - - 860 2,257 2,257
Appalachia 4:54,513 440,004 414,710 374,380 385,685
Canada 254,794 316,820 336,538 700,811 929,480
Total Net Undeveloped Acreage 803,558 872,733 889,925 1,282,395 1,698,710

Nationel Fuel Gas Company
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Exploration and Production NFG-3-1
Witness: Bauer
Operating Revenues Page 15
Year Ended September 30 (Thousands of Dotlars} 2005 2004 2003 2002 2001
Gas lafier Hedging) $181,713 $£167,127 £150,982 $148,467 $171,045
Qil (after Hadging) 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 $253,698 $305,314 $310.980 $355,008

{1} Represents the elimination of certain West Coasi gas production revenue included in "Gas (after Hedging)™ in the table abave that is sold 1o the gas processing plant shown (n the table above, An
elimination for the same doflar amouni is made 10 reduce the gas processing plamt's purchased gas expense.

Gas Production (MMcf)

Year Ended September 30 2005 2004 2003 2002 2001
Region
Gulf Coast 12,468 17,896 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 1,818
Total Gas Production 29,179 33,013 33,805 41,454 41,004
Oil Production (Mbbl)
Year Ended September 30 2005 2004 2003 2002 2001
Region
Gulf Coast 989 1,634 1,473 1,815 1,914
Woaest Coast 2,544 2,650 2,872 3,004 2,875
Appalachia 36 20 10 9 7
Canada 300 324 2,382 2,834 3.061
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 & Oil Production | 52,393 60,181 | 74,227 87426 | 88,146
Net Well Completions
Year Ended
September 30 2005 2004 2003 2002 2001
Success Success Succoss Success Success
productive Dry Ratic Productive  Dry Ratia Productive  Ory Batio Productive Oy Ratio Productiva  Dry Ratio
Reglon
Gulf Coast 153 047 077 0.65 050 0.b7 3.36 - 1.00 158 3.67 030 747 193 079
West Coast 116.97 0.00 1.00 49.00 - 1.00 30.97 - 1.00 4799 200 " 0.96 8696 1.00° 099
Appalachia 4800 5.00 09N 4100 300 093 61.00 0.10 1.00 30.00 1.10 0.99 2600 3.00 090
Canada 2464 200 093 6335 608 09 2216 7560 0.75 3380 1190 074 7114 1375 084
Total Well "
Completions | 191,14 747 096 {15400 958 094 | 11748 760 094 | 11347 1867 086 | 191567 1968 09
12 National Fuel Gas Company
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At September 30 2005 2004 2003 2002 2001
Gross Net Gross Net Gross Net Gross Net Gross MNet
Region .
Gulf Coast 68 35 66 35 69 35 76 42 104 46
West Coast 1,248 1,240 1,156 ‘ 1,146 1.118 1,108 1,103 1,092 978 899
Appalachia 2,026 1,943 1943 1,862 1,905 1,817 1,865 1,773 1,834 1,745
Canada 251 177 226 158 202 145 828 705 1167 954
Total 3,593 3,395 3,390 3.20 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
West Coast 6.85 5.54 5.01 2.86 10.18
Appalachia 7.60 5.91 5.07 3.74 5.03
Canada 6.15 4.87 A67 2.29 241
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
Qil Prices {Average Price per Barrel)
Year Ended September 30 2005 2004 . 2003 2002 2001
Region
Gulf Coast $49.78 $35.31 $29.17 $22.83 $27.47
West Coast 42.91 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 24.29
Weighted Average $34.72 $32.98 $26.90 $20.63 $24 .99
Waighted Average After Hadging $27.86 $26.40 $21.84 $19.94 $£21.59
Exploration and Production Costs
Year Ended September 30 (Dollars per Mcf equivalent) 2005 2004 2003 2002 2001
Lifting $0.98 $0.80 $0.97 $0.84 $0.73
Depreciation, Depletion & Amortization™ 172 1.47 1.30 1.16 1.08
General and Administrative? 0.41 Q.38 Q.28 0.40 Q.26
General and Administrative Recondilistion (Thousands af Dollars):
Exploration & Production General and Administrative ﬁ1512 $23.033 $21.640 $35,253 $22,437
Exploration & Production O&M 74,386 71,432 88,520 100,369 76,101
All Other O&M 330,131 314,087 273,378 271,694 272,163
Total Consolidated Q&M $404,517 $385,519 $361,898 $372,083 $348,270
(1] Depreciation, Deplerion & Amergization costs are sourved from Nove N of National Fuel Gas Company Form 16-K which include only oil and gas production-relared coxts.
m;;;z;;::ummm" ¢ost per Mcf equivalent equals the fiscal year Exploration & !:mdnc!im General and Adminisirative cost divided by the Total Ga & OU Production (MMcfe) in that same

National Fuel Gas Compary 13
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Our strategic location played a significant role in bringing
Canadian gas 1o various pipeline transmission companies
when the Gulf Coast supplies were hamperadl hy the
hurricanes, resulting in a nearly 3 Bef increase in our
transportation volumes.




The Company's Pipeline and Storage operations are conducted through National Fuel Gas Supply Corporation and Empire State Pipeline. .
]

Regulation

NFG-3-1
. Witness: Bauer
! Page 18

Pipeline and Storage

National Fuel Gas Supply Corporation’s operations are requlated at the federal level by the Federal Energy Regulatary 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 pipefine 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 September 30, 2005)

Term Term
Began Expires

3
1

1

Background

Joseph T. Kelliher, Chair 2003 2007

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

Nora Mead Brownell 2001 2006

Former member of the Pennsylvania Public Uiility Cormmission.

Suedeen G. Kelly 2003 2009

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

Summary of General Rate Increases

National Fuel Gas Supply Corporatien

Revenug Increaso {Decrease) Ratg of Returm (%} Aate Bose .

Tast
Fillng Eftective Period 1$ Millions) Totnl Aote Base Equity 1$ Millions}
Data Date Endod Requosted Granted Requestod Granted Requestod Granted Requested Granted
Case: RP95-0311% 10-31-94 601-95 03-95

210 ' 6.0 10.31 9.59% 12.60 11.302 429.0 427.0

t1) Reflecis the merger of Penn-York Energy Corporaiion into Notional Fuel Gas Supply Corporation a3 approved by the FERC on January 19, 1994 ot Docket No. CP92-508,
{2) Not specified in the FERC-approved seitlement agreement — hased upon Company calculations,

Mational Fuel Gas Compsny 16
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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 $63,6884 $52,200 $54,643
Nonaffiliated 68,441 68,256 56,624 35,882 36,968
Total Firm Transportation $117,146 $120,443 $109.508 $88.082 $91.611
Interruptible Transportation 4,413 3,084 3,944 3,315 1,917
Total Transportation $121,559 $123,527 $113,452 $91,397 $93,628
Afliliated Storage 31,596 32,262 33,289 33,326 32,677
Nonaffiliated Storage 33,991 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 24,709 13,247 15,334
Total Operating Revenues $215,859 © $208,707 $201,420 $167.384 $171,09
Volumes {MiVic) T
Firm Transporiation:
Affiliated 113,242 116,768 131,763 112,164 126,858
Nonaffilisted 244,343 222,223 209,162 178,343 178,325
Total Firm Transportation 357,585 338,991 340,925 290,507 304,183
tnterruptivle Transportation 14,794 12,692 10,004 7315 17,372
Total Volumes 372,379 351,683 350,929 297,822 321,655
Average Revenues per Mc!
‘Firm Transportation - Nonaffilisted $0.28 $0.31 30.27 $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 200
Compressor Stations
Number 15 15 14 14 14
Horsepower 39,606 39,606 39,326 39,326 39,051
Pipeline Mileage 2,972 3014 3,040 2,910 2,989
Storage Statistics*
At September 30 2008 2004 2003 2002 2001
Storage Services - Bef
Firm Service - Affiliated 30.4 30.0 32.2 331 349
Firm Service - Nonaffiliated 36.0 356.7 298 316 306
Operationa! Capacity 7.0 7.0 7.0 7.0 7.0
Total Avallable Working Capacity - Bef 73.4 727 3.0 N7 "7
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 3
Compressor Stations
Nurmber 15 15 15 15 15
Horsepower 35,475 35,700 35,700 35,700 35,700

* Note: All dita provided pertaing to National Fuel Gar Supply Corporation,

16 Nationat Fuel Gas Company
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This past year, the Utitily invested $50 millien for upgrades
and improvements to its extensive pipeline system. This is
one of the most significant ways we can cdemonstrate our
commitment 1o safely and reliably deliver natural gas to k
our 731,000 customers.




Utibsty
NFG-3-1
Witness: Bauer
The Company's Utility operations are carried out by National Fue! 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 Commission {PaPUC).

PSC Overview

There are five commission seats. Each Commissioner is appointed by the Governor and confirmed by the State Senate 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 law,
bipartisan. All of the current Commissioners were appointed by Governor George E. Pataki. The PSC statf 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 (NYSERDA).
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 1899 2005 Retired President and Chief Exacutive Officer of Callanan Industries, Inc. Former
Chairman and Chief Executive Officer of Oldcastle New York State Materials Group.
Patricia L. Acampora 2005 2009 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 Govarnor, Wendell F. Holland was appointed Chairman by Governor Edward G. Rendeli.

All remaining Commissioners were also appointed by Governor Rendell, with the exception of Kim Pizzingrilli, who was appointed
by former Governor Thomas J. Ridge. The PaPUC is served by a staff of approximately 520 employees, divided into eleven offices
and bureaus.

Current Commissioners
{As of September 30, 2005)

Term Term
Began  Expires Background
Wendoell 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 {1579-1985), and former Majority Counsel to the
Vice Chairman Pennsylvania Senate Consumer Affairs Cornmittee and Chief Counsel to the
Senate Majority Floor Leader.
Kim Pizzingrilli 2002 2007 Former Secretary of the Commonwaealth. Currently serving on the Natural Gas
Committee of the National Assaciation of Regulatory Utility Commissioners.
Terrance J. Fitzpatrick 2005 2009 Attorney formerly practicing utility and environmental law in private practice.

Assisted with drafting the Electricity Generation Custorner Choice and Competition
Act. Serving his second non-consecutive 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  Mational Fust Gas Company
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Summary of General Rate Increases . Witnoss: Bauer
Page 22
National Fuel Gas Distribution Corporation ‘ .
Test  Revanue lncrease {Decraasa} fAate of Return (%) Rate Baze
Filing Etfective Period : ($ Millions) Total Rate Base Equity ($ Millions)
Data Bate Ended Requosted Grantod Requested Granmted Requested Granted Requestod  Granted
New York Division
Case: 04-G-10479 8-27-04  801-06 3-04 80.9 21.0 9.10 N/A 11.88 N/A, 686.1 N/A
00-G-185814 N/A - 10-01-03 N/A N/A - N/A N/A N/A N/A N/A N/A
00-G-1495™ N/A 100100 N/A NiA - NIA N/A N/A N/A N/A N/A
98-G-1291t N/A 10-01-98 NfA N/A (7.2} N/A N/A N/A N/A NIA N/A
95-G-1009% 9-29-97 10-01-97 9-98 7.2 7.2 N/A N/A, N/A NfA N/A N/A
95-G-1008% 11-09-96  1001-96 997 289 7.2 9.56 N/A 11.50 N/A 630.7 N/A
94-G-0885 10-21-94 9-20-95 7-98 58.5 142 10,44 910 12.85 10.40 6283 574.0
Pennsylvania Division
Case: R-00049656™ 9-15-04 6-15-05 504 228 12.0 9.16 N/A 11.88 N/A 279.2 N/A
R-03B16g1Hs 4-16-03 1-15-04 803 16.5 3.5 9.96 N/A 12.75 N/A 262.5 N/A
R-953299™ 3-1595  9-27-85 11-95 220 6.0 10.98 N/A 13.25 N/A 2306 N/A
NIA - Not Applicable

(1) A two-year rale plan thar runs from August I, 2005 through July 31, 2007, Eqrnings above 11.5% on a cumulative basis are 1o be shared equally between shareholders and ratepayers. The plan provides
that customers will receive a bill credit of $16.25 miflion in the firsi year and up te $16.25 million in ihe second year, related io the overcollection of Grogs Receipes Tax.

(2} Extends most of the features of the previous rate plan (00-G-1495). Specific changes include the following: Earnings above an 11% return on equity are to be shared equally between shareholders and
ratepayers. The $5.0 miltion bill credit continues unless the Company can demonsirate that it is no fonger justified. Increases the amount of pension and post resirement benefiss recognized in existing
raies by $8.0 mitlion. Continues deferral of pension and post retirement benefit expenses above the amount recognized in rates,

{3) The three-year rate plan thai ran from Ociober 1, 2000 through September 30, 2003 has been extended through September 30, 2004, Earnings above an 11 0% return on a cumulative basis are to be
shared equally between shareholders and ratepayers, The plan provides thas cusiomers will receive a bill credit of $17.6 million in the first year, of which $7.6 million relates to cusiomers' share of
earnings accumulated under previows settlements. The credit will be reduced to $5.0 million in the secord year. and in the third and subsequent years the credit will remain at $5.0 million unless the
Company can demonstraie that it is no longer justifred. .

(4} A two-year rate plan whick runs through Seprember 30, 2000, An allowed return o6 equiry of 12%. above which 50% of additional earnings are shared equally berween shareholders and customers, is
retained from the previous settiement (see note 5), The rate plan alsa called for a $7.2 million generic resiructuring reserve to be recorded in fiscal 1999,

{5} Sertlement provided for annual bage rate increase of $7.2 million in each fiscal year beginning October 1, 1996 and 1997 with no specified rate of return on equity, Earnings above a 12% return on
equity (exciuding ceriain items determined on o cumulasive basis over three years ending 9130198} are shared equatly between shareholders and cust g,

(6) The PaPUC adopred a Setriement Agre¢ement in this proceeding, The setilement, among other things, provided for o $12.0 million annuat operating revenue increase, The effective date of the increase in
rafes wag April 15, 2005,

{7} Setttement - only revenue increese specified. .
(8) Qn December 18, 2003, the PaPUC adopted a Seittement Agreement in this procéeding. The settlement, among other things, provided for ¢ $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 1rack differences hetween actual pension expenses and pension expenses refiected in raves,

Degree Days
Year Ended September 30 2005 2004 2003 2002 2001
Buffalo, NY
Normal 6,692 6,729 6,816 6,847 6,865
Actual 6,587 6,572 7137 5,808 6,648
Percent Colder (Warmer) than Normal {1.61% (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 8,35
Percent Colder {(Warmer) than Normal ‘ | 0.1% (3.0)% 10.3% (13.2% 2.8%

Source of Utility Gas Supply (MMcf)

Year Ended September 30 2005 2004 2003 2002 2001
Long-Term Contract 57,287 54,596 57,832 62,805 74,255

Spot Purchases ' 20,449 42,411 57,188 39,650 40,274
Appalachian , ) 8,545 8,361 7,953 7,324 277

Total Utllity Gas Supply 86,261 105,368 122,973 109,778 117,300 :
Storage Change - Net {Into) or Out 1.429 3,995 (1,294} 356 (5,356} .
Used In Operations, Shrinkage and Other ) (7.436) {7,402) (8.517) {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
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Volumes* by Industrial Category (MMcf) Page 23
. Year Ended September 30 2005
Primary Metal 9,869
Food 4,117
Fabricated Metal Products 2,821
Chemical & Allied 2,195
Pawer 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 Volumaes 140,044
Percent of 8 Largest Industrial Categories to;
Total industrial Volumes 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"
Persconal Services 820
Social Services 763
Total Volumes 8 Largast Commercial Categories 21,188
Total Commercial ’ 34,308
Total Utility Volumes 140,044
Percent of 8 Largest Commercial Categorias to:
. Total Commercial Volurmes 61.8%
; Total Utility Volumes 15.1%
! * Sales and mansportation volumes

20  National Fuel Gas Company
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Revenues, Volumes and Customers Page 24
|
Year Ended September 30 2005 2004 2003 2002 2001 .
Operating Revenues (Thousands of Dollars) |
Residential Sales 586'8,292 $808,740 $801,984 $638,345 $875,050
Commercial Sales 145,393 137,092 137,905 86,963 154,266
Industrial Sales 13,998 17,454 23,263 18,332 29,110
Off-Systerm Sales - 106,841 107,220 68,606 84,078
Total Sales 1,027,683 1,070,127 1,070,372 712246 1,142,504
Transportation 83,669 80,563 86,374 83,267 89,037
Other 5,715 1.951 6,237 {1,292) 3,108
Total Operating Revenues $1,117,067 $1,152.641 $1,162,983 $794.221 $1,234,647
Volumes (MM cf)
Residential Sales 66,903 70,109 76,449 64,639 73,530
Commergial Sales 11,984 12,762 14,177 11,549 13,821
Industrial Sales 1,387 2,261 3,637 3,715 4,089
Off-System Sales - 16,839 17,999 21,5401 12,736
Total Sales Volumes 80,274 101,861 112,162 101,444 104,186
Transportation 59,770 60,565 64,232 61,909 66,283
Total Volumes 140,044 162,526 176,394 163,363 170,469
Pipeine Mileage 14,784 14,781 14,773 14,783 14,778
Average Revenue per Mcf
Residential $12.98 $11.54 $10.48 $8.33 $11.90
Commercial 12.13 10.75 9.73 7.53 11.15
Industrial {10.09 7.72 6.58 4.93 7.2
Otf-System - 6.34 5.96 3.18 6.60
Transportation 1.40 1.33 1.34 1.34 1.34
Average Numbaer of Customers
Residential 681,713 683,253 684,175 683,166 683,525
Commercial 47,979 47,843 47,982 47,811 47,722
Industrial 1,203 1,211 1,231 1,241 1,249
Total Average Number of Customers 730,895 732,307 733,388 732,218 732,497
Average Number of Transportation Customers |
Aggregator Programs 54,443 51,478 51,569 49,887 52,311
Other 1,819 1,852 1,822 1,842 1,829
" Residential Customer Statistics
Average Mcf per Customer ' 105 109 119 101 118
Average Annual Bill $1,364 $1,262 $1,261 $838 $1.366
Househeating Custorers - Parcent 97% 97% 97% 96% 96%
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Our timher business hetps us further diversify our
revenues, adding another layer of protection against
potential earnings volatility. As a real, tangible asset, it has
the added benefil of biological growth.
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Highland Forest Resources, Inc. and the Northeast Division of Seneca Resources Corporation carry out the Timber segment operations
for the Company.

Revenues
Year Ended Seprember 30 2005 2004 2003 2602 2001
Operating Revenues (Thousands of Dollars) [ $61,286 | $55,.970 | $56,226 | $47,407 [ 844,914
Production
Year Ended September 30 2005 2004 2003 2002 2001
Production (Thousands of Board Feer*)
Log Sales 7.601 6,848 8,764 8,174 8,839
Green Lumber Sales 10,489 9,562 11,913 12,878 10,332
Kiln Dry Lumber Sales : 15,491 15,020 13,300 10,794 . 8804
Total - 33,581 31,420 33,977 31,845 27,975

* Note: A Board Foot is a piece of lumber measuring approximately 12" wide x 12" long x 1™ thick.

Acreage
At September 30 2005 2004 2003 2002 2001
Acreage 100,400 | 87,400 | 8,700 | 156,000 151,577

Total Estimated Inventory

At Seprember 30 2005 2004 2003 2002 2001
Board Feet (Thousands) 1 386,000 | 326,800 |  329.600 | 600,000 | 575,000

National Fuel Gas Company 23
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Our Energy Marketing segment retained its long-
standing position as the largest marketer on the
Company’s Ulility system.
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Principal Officers Directors

National Fuel Gas Company

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

Dennis J. Seeley
Vice President

David F. Smith
Vice Pragidant

‘Ronald J. Tanski
Treasurer and Principal
Financial Qfficar

Principal Officers

Karen M. Camiolo
Controller and Principal
Accounting Qfficer

Anna Marie Cellino
Secretary

Paula M. Ciprich
General Counsel

of Principal Subsidiaries

National Fuel Gas Distribution Corporation

Philip C. Ackerman
Chairman o the Board

Dennis J. Seeley
President

Anna Marie Cellino
Senior Vice President
and Secretary

Ronald J. Tanski
Senior Vice President
and Treasurer

James D. Ramsdell
Senipr Vice President

Carl M. Carlotti
Vice Fresidant

Bruce D. Heine
Vice President

Jay W. Lesch )
Vice President :

Steven Wagner
Vica President

Karen M. Camiclo
Controller

National Fuel Gas Supply Corporation

Philip C. Ackerman
Chairman of the Board

David F. Smiith
President

John R. Pustulka
Senior Vice President

Ronald J. Tanski

Treesurer and Secrelary

Karen M. Camiolo
Controlier I

Seneca Resources Corporation

Philip C. Ackerman
Chairman of the Board

James A. Beck
Presid_em

Barry L. McMahan
Senior Vice President

Thomas L. Atkins
Treasures

Donald P. Butler
Secratary

National Fue! Resources, Inc.

Donna L. DeCarolis
Prasidient

Highland Forest Resotirces, Inc.

Philip C. Ackerman
Chairman of the Board

James A, Beck
Presitent

Thomas L. Atkins
Treasurer

Daonald P Butley
Sacretary

Philip C, Ackerman & ¢

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

_ the Company. Board member since 1994,

Robert T. Brady 358

Chairman, President and Chief Executive Officer of Moog Inc.
1Director of Astronics Corporation, M&T Bank Corporation and
Seneca Foods Corporation. Chairman of the Buffalo Niagara
Partnarship, Board member sincg 1995.

B. Don Cash 37

Chairman Emeritus and Director of Questar Corporation, Former
Chairman, Chief Executive Officer and Presidem of Questar
Carporation. Director of Zions Bancorporation, Associated Electric
.and Gas Insurance Services Limited, and TODCO (The Offshore
rilling Company). Board member since 2003.

Roltand E. Kidder !

Executive Director of the Robert H. Jackson Center, Ing. in
Jamastown, N.Y. Former Chairman and President of Kidder
Exploration, Inc. Former Trustee of the New York Power Authority. |
Board member since 2002,

Craig G. Matthews 2

‘Former President and Chief Executive Qfficer of NUI Corporation.
Former Vice Chairman and Chief Operating Officer of KeySpan
Corporation. Director of Amerada HMess Corporation. Board
member since February 2005.

George L. Mazanec +452

Former Vice Chairman of PanEnergy Corporation {now part of
DOuke Energy Corporation). Director of Dynegy Inc. Director of
the Morthern Trust Bank of Texas, NA, and Associated Electric
and Gas Insurance Services Limited. Farmer Chairman of the
Management Committee of Maritimes & Northeast Pipeline,
t.L.C. Board member since 1996.

Richard G. Reiten 7

Diractor and former Chairman and Chiet Executive Otficer of
Morthwest Natural Gas Company. Director of Asscciated Electric
and Gas Insuyrarce Services Limited, BiueCross tiugdnisld of
Qregon, and The Regence Group. Board member since 2004,

John F. Riordan %7

President and Chief Executive Qfficerof the Gas Technology Institute.
Director of Nicor, Inc. Former President and Chief Executive Officer
of MIDCON Corporation. Beard member since 2000.

1 Member of Augit Commitiee
2 Chairman, Audit Committee
3 Member of Compensaiion Commities
4 Chairman, Compensation Commitiee
5 Member of Executive Committeo
6 Chairman, Executive Committes
7 Member of Nominating'Corperate Governance Committee
B Chairman, Nominating/Corporate Governance Committec
9 Member of Finance Commitice
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 COMPANY

{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) 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 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 clesses of common stock, as of the
latest practicable date: ' .

Common stock, $1 par value. outstanding at Aprll 30, 2005:

83,553,146 shares, : ' ' .
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Company or Group of Companies for which Report is Filed:

NATIONAL FUEL GAS COMPANY
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:

National Fuel Gas Companies
-Data-Track Data-Track Account Services, Inc,

Distribution Corporation Nationa! 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 Power
‘Leidy Hub
Model City

National Fuel, the Company,
or the Registrant

NFR
Seneca
Seneca Energy

Supply Corporation

- Regulatory Agenciesg
FERC
NYPSC

- PaPUC

| Seneca Energy |l, LLC

Horizon LFG, Inc.
Horizon Powef. Inc.
Leidy Hub, Inc.

Model City Energy, LLC

National Fuel Gas Company and its subsidiaries
National-Fuel Resources, Inc.

Séneca Resources Corporation

National Fue! Gas Supply Corporation

Federal Energy Regulatory Commission
State of New York Public Service Commission

Pennsylvania Public Utility Commlssion

-2
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SEC Securities and Exchange Commission
Cther .
APB 25 Accounting Principles Board Opinion No. 25, Accounting for

Stock Issued to Employees
Bbl Barrel
CZK Czech korunas
Exchange Act Securities Exchange Act of 1934, as amended

" GAAP Accounting principles generally accepted in the United States of America .

Holding Company Act Public Utility Hotding Company Act of 1835, as amended
LIFO Last-in, first-out
Mbbl _ Thousand barrels
Mcf Thousand cubic feet
MD&A Management's Discussion and Ana1ysns of Financial Condition and
' Results of Operations
MMcf Million cubic feet: '
SFAS Statement of Financial Accounting Standards .
SFAS 123 Statement of Financial Accounting Standards No. 123, Accounting

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

: Share-Based Payment

SFAS 133 . Statement of Financlal Accounting Standards No, 133,

Accounting for Derivative Instruments ‘and Hedging

Activities
WNC Weather normalization clause




tem 1.

Item 3.
Item 4.
item 5.

ltem 6.

ltem 2.

Item 3.

tem 4.

. Item 1.

tem 2.

INDEX

Part . Financialvlnformation

Financial Statements {Unaudited)

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

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

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

d. Consolidated Statements of Comprehensive Income - Three

and Six Months Ended March 31, 2005 and 2004
e. Notes to Consolidated Financial Stétements

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

Quantitative and Qualitative Disclosures About Market Risk
Controls and Procedures

Part 1. Other Information

Legal Proceedings

Unregis.tered Sales of Equity Securitles and Use of Proceeds
Defaults Upon Senior Securities

Submission of Matters to a Vote of Security Holders

Other I.nformatl-on

Exhibits

Signatures

+ The Company has nothing to report under this item.

NFG-3-1
Witness: Bauer
Page 33

Page

10 - 11
12-20

21-38
38
38

‘39 -40
40

41

42

Reference to "the Company” in this repoﬂ 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 othermse noted

This Form 10-Q contams “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

+ 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.
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National Fue] 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) 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 49,345 47,958
) . D 653,047 657,768
Adjustment of Loss on Sale of Oil and Gas Producing Properties - 4 645
Operating Income ' 138,282 148,555
Other Income {Expense): '
Income from Unconsolidated SUbSldIarteS 455 13
Other Income 6,159 987
interest Expense on Long-Term Debt (18,471) {21,303)
Other Interest Expense {1,936) {1,37Q)
Incoms Before Income Taxes and
- Minority Interest in Foreign Subsidiaries 124,489 126,882
Income Tax Expense 51,401 47,973
Minority Interest in Foreign Subsndianes 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 Commuon 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
Weighted Average Common Shares Outstanding -
Used in Basic Calcuiation 83,313,191 81,796,698
82,985,451

Used in Diluted Calculation

84,770,068

See Notes ta Consolidated Financial Statements
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Consolidated Stalemenits of Income and Earnings Page 35
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 £986,686
Fuel Used in Heat and Electric Generation 48,403 45,109
Operation and Maintenance 217,328 219,865
Property, Franchise and Other Taxes 38,9042 © 38,387
Depreciation, Depletion and Amortization 96,285 94,416
{ 1,097,368 1,094,463
Adjustment of Loss on Sale of Qil 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 Before Income Taxes and
Minority Interest in Foreign Subsidiaries 205,898 199,480
. Income Tax Expense 81,436 69,540
Minority Interest in Foreign Subsidiaries 3,342 3,671
Net Income Available for Common Stock 121,120 126,269
EARNINGS REINVESTED IN THE BUSINESS .
Balance at October 1 - 718,926 642,690
840,046 768,959
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 " $1.46 $1.55
Diluted . $1.43 $1.53
Woelghted Average Common Shares Outstanding: ‘ _
Used in Basic Calculation 83,231,435 81,683,750
Used in Diluted Caiculation 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 © $4,761,083 $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
Unbited. 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
) 631,604 373,300
Other Assets
Recoverable Future Taxes 83,847 83,847
Unamortized Debt Expense 18,581 18,573
Other Regulatory Assets 63,452 66,862
Deferred Charges 2,426 3411
Other investments ) 76,357 72,556
Investments in Unconsolidated Subsidiaries 16,163 16,444
Goodwill ' 5,476 5476
Intangible Assets 44,663 45,994
Other 23,907 . 17,571
334,872 331,734
Total Assets ' | $4,026,179 $3,711,798

" See Notes to Consolidated Financial Statements
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National Fuel Gas Company Page 37
Consplidated Balance Sheets
{Unaudited)
March 31, September 30,
2005 2004
(Thousands of Dollars)
CAPITALIZATION AND LIABILITIES
Capitalization:
Comprehensive Shareholders’ Equity

Comimon Stock, $1 Par Value

Authorized - 200,000,000 Shares; Issued

And Outstanding — 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 95,009

. 717,619 476 456

Deferred Credits . .

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 Liahllitles $4,026,179 $3,711,798 .
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National Fuel Gas Company Page 38
Consolidated Statements of Cash Flows
(Unaudited)
Six Months Ended
, March 31,
(Thousands of Dollars) 2005 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, Depleticn and Amortization 96,285 94,416
Deferred Income Taxes {3,982) (13,635)
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 Utility 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 (17,063) (2,199)
Accounts Payable 47,541 14,949
Amounts Payable to Customers 25,342 18,379
Other Accruals and Current Liabilities 163,077 167,706
Other Assets (5,5086) 6,911
Other Liabilities 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 Propertles 85 5,041
Other 2,450 2,063
Net Cash Used in Investing Activities - (112,088) (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 Issuance 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 October 1 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 g
{Unaudited)
Three Months Ended
' March 31,
(Thousands of Dollars) 2005 2004
Net Income Available for Common Stock $70,683 $77,0585
Other Comprehensive Income (Loss), Before Tax: - )
Foreign Currency Translation Adjustment {8,084) {7.147)
Unrealized Gain on Securities Available for Sale Arising
During the Period 222 1,071
‘Unrealized Loss on Derivative Financial lnstruments
Arising 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 17,645 11,058
Other Comprehensive Loss, Before Tax {91,203) (19,714)
- income Tax Expense Related to Cumulative Translation
Adjustment 363 -
income Tax Expense Relaled to Unrealized Gain ’
on Securities Avallable 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 (59,788) {14,649)
Comprehensive Income $10,895 $62,406

Seg Notes to Consolidated Financlal Statements
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National Fuel Gas Company Page 40 .
Consclidaled Statemnents 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 Available for Sale in Net Income {652) -
Reclassification Adjustment for Realized Losses.on
Derivative Financial Instruments in Net ihcome! 35,841 16,795
Other Comprehensive Loss, Before Tax {20,792) (14,326)
Income Tax Expense Related to Cumulative Translatlon
Adjustment 363 -
income Tax Expense Related to Unrealized Gain -
on Securities Available 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)
Reciassification Adjustment for Income Tax Expense on
Realizéd Gains from Securities Availablefor Sale in Net Income (228) -
Reclassification Adjustment for Income Tax Benefit on .
Realized Losses from Derivative Financial Instruments
In Net Income 13,582 65,499
Income Taxes — Net | {16,382) (8,550)
Other Comprehensive Loss (4,410) (5,776)
Comprehensive Income $116,710 $120,493

See Notes to Consplldated Financial Statements
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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 consolidates its majority owned entities. The equity method
is used to account for minority owned entities. All significant intercompany balances and transactlions 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 liabilities at 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 inciuded 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
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 earnings 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,
Iinternational, 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 Utiiity, 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. .

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 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 Other
Comprehensive Income (Loss), net of related tax effect, are as follows (in thousands):

-12-
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At March 31, 2005

Minimum Pension Liability Adjustment . $(53,648)
Cumulative Foreign Currency , ,

Translation Adjustment ' 74,053
Net Unrealized Loss on Derivative

Financial Instruments (84,053)
Net Unrealized Gain on Securities )

Available for Sale 4,463
Accumulated Other Comprehensive Loss $(59,185)

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

NFG-3-1

Witness: Bauer

Page 42

At September 30, 2004

$(53,648)
51,516
(56,733)

4,090
$(54,775)

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 resull 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 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, respectlvely, were excluded as

being antidilutive.

Stock-Based Compensatlon. 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.
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
(Thousands of Dollars, Except Per . March 31,
Common Share Amounts) - 2005 2004
Net Income Available for $70,683 $77,055
Common Stock as Reported
Add:
Stock-Based Compensation Expense
Included in Reported Net Income ' 98 158
Net of Tax , ’ S
Deduct: .
Stock-Based Compensation Expense -
Determined Based on Fair Value
At the Grant Dates, Net of Tax o {317) {637)
Pro Forma Net Income Available . :
For Common Stock ) $70,464 $76,576
-13-

Six Months Ended
" March 31,
2005 . 2004

$121,120 $126,269

205 325
. (680) . (1.356)

Had
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Earmnings Per Commeon 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 S $1.42 $1.52

New Accounting Pronouncements. In December 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 exghanges its equity instruments for goods or services.
It z2lso addresses iransactions 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
instrumants 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 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 resulis of operations, as highlighted by the disclosures above under
"Stock-Based Compensation®.

Note 2 — Adjustment of Loss on Sale of Oil 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 itemns with the buyer and, as a resuit, received an additional $4.6
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 Consolldated Statements of
Inoome are as follows (in thousands):

-14-
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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 Taxes .
Federal o {5,938) (10,068)
State ' (2,228) (2,004)
Foreign - 4 184 (1,473)
81,436 69,540
Other Income: -

. Deferred Investment Tax Credit - ' (348) (348)
Minority Interest in Forelgn 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 Ended
. March 31,
2005 2004
Income Tax Expense, Computed at o .
Statutory Rate of 35% N . $70,373 : $68,366
Increase '(Reduction) in Taxes Resulting From: . |
State income Taxes ) ' 9,525 9,491
Dividend from Foreign Subsidiary . 3,837 -
Foreign Tax Differential _ (1,952) (2,149)
Forelgn Tax Rate Reduction " : - (5.174)
Miscelianeous (1,837) (1,472)
Total Income Taxes . . $79,946 $69,062

-15-



NFG-3-1
Witness: Bauer
Page 45

ftem 1. Financlal Statements (Cont.)

™ 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 three 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
Total Deferred Tax Liabilities 608,390 605,165
Deferred Tax Assets: . .

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

Capital 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 2877
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 earnings 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-eamings 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 $8Q million to 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 applicable provisions of the
American Jobs Creation Act of 2004. A portion of this tax amounting to $0.4 million is included in Cther
Comprehensive Loss

A capltal loss camryover of $30.5 million existed at March 31, 2005, whlch 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 partion. Adjustments to the valuation allowance may be
necessary in the future If estimates of capital gain Income are revised. :

Note 4 - Capltallz_atlon

Common Stock. During the six months ended March 31, 2006, the Company issued 519,332 shafes of
common stock under the Company's stock option and director compensation plans.

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

Environmenta! 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 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 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. Other than as discussed in Note G of the
Company's 2004 Form 10-K (referred to below), the Company is cumently not aware of any material
additional -exposure to environmental liabilities. However, adverse changes in environmental regulatlons
or other factors could impact the Company .

For further discussion, refer to Note G - Commitments and Conttngencres under the heading
"Environmental Matters" in ltem 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 eamings and cash flows
in the quarterly and annua! 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.

Note 6 — Business Segment Information.

_ The Company has six reportable segments: Utility, Pipeline and Storage, Exploration and

Production, Intemational, Energy Marketing, and Timber. The division of the Company's 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 refiect 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 11, 2008 (Thousands)
Exploration Total Corporate and
Pipeline and Energy Reportable Intersegment Total
Utility  and Storage  Production  Intemational  Marketing  Timber Segments Al Other Eliminations Consolidated
Revenue from . .
Extermai Custotners $485,647 £36,029 $70.31¢9 $£55487 $124,565 §18,971 $781,018 g 3it ¥ - £791,329
Intersegment ]
Revenues $ 5693 $21,517 s - [ I - $ 1 s 20 $3,263 $(30,474) $ .
Segment Profit
(Loss): .
Net Income $ 28,882 £18,457 $11,230 $ 5,159 § 2612 § 2,393 b3 69.‘233 $ 6352 § 798 $ 70,683
Six Months Ended March 31, 2005 (Thousands)
Exploration Total Corporate and
Pipeline and Energy Reportable Intersegment Total
Utitity  and Storage  Production  International  Marketing  Timber  Segmments All Other Elimipations Consolidated
Revenue from . ' .
Extemal Customers $802,476 568,474 $142,157 $99,462 $I8R059  $31,966 §$1,332,594 $2,993 s - $1,335,587
Intersegment '
Revenues 5 9,998 $42,116 $ - s - s - 8 1 § 52,118 $4,343 $(56,458) % Co-
Segment Profit ~
(Laoss): . :
Net Incomne $ 46954  $30,734 $ 25,153 $9320 5 3361 3 3646 § 119177 51,252 $ 691 % 121,020
.m Ended March 31, 2004 (Thousands)
Exploration Total Corporate and
Pipeline and Energy Reportable Intersegment Total
Utility  and Storage  Production  Intemmational  Marketing  Timber  Segments All Other Eliminations Consolidated
Revenue from
External Customers $502,440 $35,120 §$79,750 $48,453 $116,403  $15222 $797,388 $4,290 3 - $801,678
Intersegment ’ .
Revenues $ 5914 $22,459 b - $ - s - 3 - $ 28,373 $ - $1(28,373) 3 -
Segment Profit '
(Loss):
Net Income $ 23,13 313,676 $18,735 $ 6,555 $ 3541 %1917 $ 71,547 § 405 5 (897) $ 77,055
Six Months Ended March 31, 2004 (Thousands)
) Exploration Tota) Corporate and
Pipeline and Energy Reportable Intersegment - Total
Utility  and Storage  Production  International Marketing  Timber  Segments All Other Eliminations Consolidated
Revenue from .

_Extenal Customers  $823,146 $62,868 $148,602 - $90,600 $173356°  $28,551 §1,327,123 $7,068 $ - 81,334,191
Intersegment . . -
Revenues $ 10,428 344,729 b3 - $ - s - 8 2 § 55159 $ - $(55,159) % -
Scgment Profit : ' ’

(Laoss): . . o
Net Income $ 49,604  $24,170 $ 29243 $14593 § 4347 § 3220 § 125177 $ 957 $ 135 % 126269
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The components of the Company's intangible assets were as follows (in thousands):

Intangible Assets Subject to Amortization

Long-Term Transportation Contracts

Long-Term Gas Purchase Contracts
Intangible Assets Not Subject to
Amortization

Retirement Plan Intangible Asset

Aggregate Amortization Expénse
(Thousands)

Three Months Ended March 31, 2005
Three Months Ended March 31, 2004

Six Months Ended March 31, 2005
Six Months Ended March 31, 2004

Page 48
At September 30,
At March 31, 2005 2004
Gross o Net Net
Carrying Accumulated Carrying Carrying-
Amount  Amortization  Amount Amount
$8,580 $(2,316)  $6,264 $6,798
31,864 (2,636) 29,228 30,025
. 9,111 - - 9171 9,171
$49,615 $(4,952) $44,663 $45,994
$665
$666
$1,3:
$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 million 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 million for
the remainder of 2005 and $1.6 million annually for 2008, 2007, 2008 and 2009

Note 8 - Retirement Plan and Other Post-Retirement Benefits

Components of Net Periodic Benefit Cost {in thousands):

Three months ended March 31,

Service Cost

Interest Cost

Expected Return on Plan Assets

Amortization of Prior Service Cost

Amaortization of Transition Amount

Amortization of Losses

Net Amortization and Deferral

For Regulatory Purposes (Including
Volumetric Adjustments) (1) :

Net Periodic Benefit Cost.

Retirement Plan Other Post-Retirement Benefits
2005 2004 . 2005 2004
$3,429 $3,649 $1,538 $1,649
10,520 10,141 6,446 6,885
{12,386) {12,070) (4,715) (3,453)

257 276 . 1 1
- - 1,782 1,782

2,618 2,360 3,116 5,381

2,723 3,893 5,048 1,491

$8,249 $14,116 $13,736

$7,161
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Retirement Plan Other Posi-Retirement Benefits
2005 ' 2004 2005 2004

Service Cost 6,858 $7,209 $3,076 $3,208
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 5562 2 2
Amartization 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 {4,146)
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 summaer months.

Employer Contributions. During the six months ended March 31, 2005, the Company contributed $26.3
million to its post-retirement benefit pian and $18.4 million to 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.

~20-



NFG-3-1

i ’ Witness: Bauer

Page 50
ltem 2. Management's Discussion and Analysis of Financial Condition and Results of Operations

CRITICAL ACCOUNTING POLICIES

For a complete discussion of critical accouniting policies, refer to "Critical Accounting Policies” in item 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 million 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 offset 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 U.S. taxes on the estimated $80 million dividend expected to be
repatriated from 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 earnings impact of $6.4 million of expense, allocated among all segments,
associated with the settlement of a pension obligation. Also, the Exploration and Production segment's
eamings 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 million 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 Utility, 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, eamings for the six months ended March 31, 2005
include 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, earnings in the International segment for the
six months ended March 31, 2004 include a $5.2 million reduction to deferred income tax expense
resuiting from a change in the statutory income tax rate in the Czech Republic. Earnings for the six
months ended March 31, 2004 include the eamnings impact of $6.4 million 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 mllllon benefit related to the
Company’s September 2003 sale of Canadian oil properties.

Additional discussion of earnings i each of the business segments can be found in the business
segment information that follows. Note that aif 'amounts used in the earnings discussions are after tax
amounts

Earnings gLoss) by Segment

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)
Pipeline and Storage 18, 457 13,676 T 4,781 30,734 24,170 6,564
Exploration and Productlon 11,230 18,735 (7,505) 25153 | 29,243 {4,090)
International . 5,159 6,555 (1,396) 9,329 14,593 (5,264)
Energy Marketing 2,612 3,541 " (929) 3,361 4,347 {986)
‘| Timber 2,893 1,917 976 . 3,646 3,220 426
Total Reportable Segments 69,233 [ 77,547 (8,314) 119,177 125177 (6.000'
All Other 652 " 405 247 1,262 957 295"
“Corporate 798 (897) 1,695 691 135 556 | -
Total Consolidated $70,683 $77.055 $(6,372 $121,120 $126,269 |-  $(5,149) |
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Utility Operating Revenues

Three Months Ended Six Months Ended
March 31, March 31,
Increase/ increase/
{Thousands) 2005 2004 (Decrease) | 2005 2004 {Decrease)
Retall Sales Revenues: | : .
Residential $386,623 $377.,241 $9,382 | $641,680 | $603472 $38,217
Commercial 69,367 68,946 21| 111,150 106,284 4,866
industrial 4,566 5,705 {1,139) 6,710 10,000 {3,290)
460,556 451,892 8,664 | 759,549 719,758 39,793
Off-System Sales ' - 28,298 (28,298) - 63,202 {63,202)
Transportation 30,600 30,164 436 51,559 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)
Refail Sales:
Residential 32,559 34,459 (1,900) 52,428 54,893 {2,465)
Commaercial 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 66,353 (3,798)
Off-System Sales - 4,190 | (4,190) - 10,104 (10,104) |
Transportation 22,465 23,075 {610) 36,568 37674 -(1,106)
61,521 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 Pricr 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 0.9
Erle 5223 5,263 5205 0.8 1.1
2005 Compared with 2004

Operating revenues for the Utility segment decreased $17.0 million 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 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
resulting from off-system sales have been minimal and there should be no material impact to margins in
2005.* Retail gas sales revenues increased $8.7 million largely due to the recovery.of higher gas costs
~{gas costs are recovered dollar for dollar in revenues), which more than offset the decrease in retall 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 Ulility 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 $28.9 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 lower
average usage per customer ($3.4 mllllori) 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
associated 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 miliion). Offsetting these decreases,
Pennsylvania earnings were positively impacted by $1.0 million of expense recorded in the quarter ended
March 31, 2004 associated with the settlement of a pension obligation. That expense did not recur in
2005.

The impact of weather variatiens 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 eamnings for the New York rate jurisdiction. For the quarters ended
March 31, 2005 and 2004, the WNC reduced eamings 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 earnings for the six months ended March 31, 2005 were $47.0 million, a
decrease of $2.6 million when compared with the earmings of $49.6 million for the six months ended
March 31, 2004. 1In the New York jurisdiction, eamings increased by $0.9 million. While earnings
decreased due to a decline in margin associated with lower average usage per customer ($4.0 million),
this decrease was offset by $1.2 million charge associated with the settlement 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 Pennsylvania jurisdiction, earings decreased by $3.5 miilion mostly due to a
decline in margin associated with lower average usage per customer ($1.4 million) as well as an increase
in pension and post retirement expense ($2.8 million). - The 2003 Settlement 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 settlement of a pension obligation recognized in the quarter ended March 31, 2004 as referenced
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
significant impact on earnlngs as the weather was close to normal.
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Pipeline and Storage

Pipeline and Storage OperatlngRevenues

Three Months Ended Six Months Ended
March 31, March 31,
(Thousands) Increase/ Increase/
2005 2004 (Decrease) ~2008 2004 (Decrease)
Firm Transportation $32,086 | $32,773 $(687) $61,616 | $63.264 $(1,648)
Interruptible Transportation 922 733 189 1,848 1,638 310
) 33,008 33,506 . (498) 63,464 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
857,546 |  $57,579 $(33) $110,590 | $107 597 $2,993
Pipeline and Storage Throughput '
Three Months Ended Six Months.Ended
March 31, ~ March 31,
(MM Increase/ - Increase/
2005 2004 {Decrease) 2005 2004 {Decrease)
Firm Transportation 129,851 120,444 407 | 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 Compared with 2004

Operating revenues for the Pipeline and Storage segment remained 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 miliion
as compared with the six months ended March 31, 2004. 'Higher revenues from unbundled pipefine 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 confributed 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. 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 its 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 eamings of $13.7 miilion 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 associated 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 partially offset by a
. reserve for preliminary project costs incurred during the quarter ended March 31, 2005 associated with the
Empire State Pipeline Connector project {$0.5 mIIIIon)
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The Pipeline and Storage segment's earnlngs 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 fo 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
setfiement of a pension obligation ($2.0 miilion); and lower interest expense ($1.6 miilion). Partially
offsetting these increases was a reserve for preliminary project costs incurred for the six months ended
March 31, 2005 associated with the Empire State Pipeline Connector project ($1.6 million).

The sale of Ellisburg base gas, which amounied 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 approxnmateiy $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 1 $46,487 $(3,967) | 985264 | $86,292 $(1,028)
Qil (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 . 3419

" Other o 434 600 {166) 1,187 . 766 421
Intrasegment Elimination ? |  (6,603) [  (5,559) (1,044) | (13,862)| (10,740) (3,122)
$70319 | $79,750 $(9,431) | $142,157 | $148,602 1  $(6,445)

" 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 (MMer)
Gu¥f Coast 2,844 4,823 (1,979) 6,069 9,487 {3,418)
Waest Coast 086 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 1
' 7,127 . 8,775 {1,648} ] 14,262 | 17468 " (3,206)
Oll Production (Mbbi} Co o
Guif Coast : 261 412 {151) 550 789 (239)
West Coast 634 680 (46) 1,287 1,362 .(75)
Appalachia 9 4 .5 T 12 11 1
Canada 78] - 81 (3) 154 164 - (10)
) 082 | ~ 1,177 (195) 2,003 2,326 (323)

-25- -




Average Prices

NFG-3-1
Witness: Bauer
Page 55

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

Three Months Ended Six Months Ended
March 31, - March 31,

_ Increase/ increase/
2005 2004 | (Decrease) 2005 2004 | (Decrease)

Average Gas PrIcoIMcf
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 $6.78 $6.27 $0.49 $7.26 $5.71 $1.55
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 Oll Price/bbl

Guif 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 $4228 | $30.21 $12.07 $42.85 $28.32 $1453
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
L_Weighted Average After Hedgin $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 Gulf 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.

Operating 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. Oll production
revenue after hedging decreased $6.1 million due to a 323,000 barrel decline in production offset partly by
higher weighted average prices after hedging ($1.00 per barrel). The majority of the decrease can be
attributed 1o the Guif Coast region off 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 quarier and six months ended March 31, 2005. These prices reflect 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 generally quoted 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 oil 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 cil will retum 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 ineffective,
-galns or losses. from the derivative financial instruments would be marked-to-market on the income
statement without regard to an underlying physical transaction,
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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 million for the. quarter
ended March 31, 2004. The decrease is partially attributable to declining oll 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 to an adjustment based on actual working capital and
the resolution of cerlain income tax matters. During the quarter ended March 31, 2004, those items were
resolved with the buyer and, as a result, thé 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 settiement of a pension obligation in the quarter ended March 31, 2004 ($0.9 million).

i

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 earmings of $29.2 million for the
quarter ended March 31, 2004. As noted above, the decrease is a result of a decrease in cil and gas
revenues caused by a decline in production ($4.7 million) and the non-recurrence of a $4.6 million
earings 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 associaied with the settlement of a pension obligation 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/
(Thousand's) 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 1 2004 | {Decrease 2005 2004 | (Decrease
Heating Sales (Gigajouies)” | 3,513,871 | 3,673,873 | (160,002) | 6,359,341 | 6,744,165 | (384,824)
Electricity Sales . A .
(megawatt hours) 270,187 | . 2661 69 4,028 535,005 581,921 (46,916)

"/ Glgajoutes = one billion joules. A joule is 8 unit of energy.

2005 Compared with 2004

Operating revenues for the Internatlonai 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 Iincrease in electric revenues resulted from a combination
of higher volumes and prices. Since the combination of heat and electric revenues In CZKs 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 doliér. For the six months ended March 31, 2005 compared with
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the six months ended March 31, 2004, both heat and electric revenues as measured in CZKs, were down
due to lower volumes as a resuli 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 eligible
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. Thie total repalriation tax recorded was $4.2 miltion, 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. dollar,
which increased earnings by $1.4 million,

The International segment's earnings 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 partly be atiributed to a $5.2 million benefit to deferred income tax expense
resulting from a change in the statutory income tax rate in the Czech Republic recognized during 2004 that
did not recur in 2005. The government in the Czech Republic enacted legisiation 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
eamings 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 $116,389 $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 25990 '(2.799)

2005 Comparad with 2004

_ Operating revenues for the Energy Marketing segment Increased $8.2 million"and $14.7 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 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
lowar 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

reductlon in the benefit of slorage gas.

Timber

Timber Operating Revenues

)

Three Months Ended Six Months Ended
March 31, March 31,
Increase/ Increase/
(Thousands) 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 1,508 355 3,309 3,119 190
Kiln Dry Lumber Sales 7.822 : 7,164 658 14,096 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 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, 2005, the increase can be attributed 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 experlenced in the quarter ended March 31, 2005. The increase in kiln dry
Iumber sales resulted from processing more cherry lumber volumes.

,Eamings 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 Charges
' Interest on long-term debt decreased $2.8 million and $7.3 million respectively, far 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 prlmarlly to lower
average amounts of long-term debt outstanding

Otheér 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 34, 2004 These increases resulled
primanily from an lncrease 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 aclivities. 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 Direct Stock Purchase and Dwndend
Reinvestment Plan were made via open market purchases.

Operating Cash Flow

Internally generated cash from operating activities consists of net income avaifable 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, adjustment of loss on sale of oil and gas
producing properties, and minority interest in foreign subsidiaries.

Cash provided by operating aclivities in the Utility and the Pipeline and Storage segments may
vary from period to period because of the impact of rate cases. In the Ulility segment, supplier refunds,
over- or under-recovered 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 ihe heating business in the Utility, Energy Markeling and
International segments, revenues in these segments are relatively high during the healing season,
primarily the first and second quarters of the fiscal year, and receivable balances historically increase
durlng 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
Statemenits 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 pnces of natural gas and crude oil. The Company
usés 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 acfivities 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 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 quarter -ended
March 31, 2005, ' :

Invesflng Cash Flow _
Expenditures for Long-Lived Assets
Expenditures for long-lived assets include additions to property, plant and equipment.

. The Company's expenditures for ‘Iong-llved assets totaled $114.6 miliion during the six months
-ended March 31, 2005. The table below presents these expenditures: ..
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Six Months Ended March 31, 2005
in miliions of dolfars)
Total
Expenditures for
Long-lLived Assets
Utility _ $22.3 -
Pipeline and Storage 82 .
Exploration and Production 61.9
International 33
Timber 18.7
All Other and Corporate 0.2
- $114.6

Utility

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 repleeement of service lines.

Pipeline and Storage

The majority of the Pipeline and Storage cap:ta1 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 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
$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, respectlvely, were incurred during the quarter and six months
ended March 31, 2005.

The Company comp!eted a FERC approved sale of base gas from Supply Corporation' 's jointly-
owned Ellisburg Storage Pool-in March 2005 for $4.6 miflion in sales proceeds. As a resull 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
Reconcile Net Income to Net Cash Provided by Operating Activities.

Exploration and Production

The Exploration and Production segment capital expenditures for the six months ended March 31,
2005 included approximately $18.7 million for Canada, $25.2 mlllion 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 reglon and $2.9
miflion for the Appalachian region. These amounts included approximately $6.7 million spent to develop
) proved undeveloped reserves.

, Estimated capital expenditures in 2005 for the Exploration and Production segment have been
. increased from $93.0 million to $112.0 miilion.* Estimated capital expenditures for Canada have been
increased from $32.0 million to $41.0 million.* Estimated capital expenditures for the Gulf-Coast region
have been Increased from $29.0 million to $35 0 milion.* 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 Guif Coast region are the main reasons for this increase.

International

The majbrity 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
generation plants in the Czech Republic.

. Timber

The majority of the Timber segment capital expendltures for the six months ended March 31,
2005 were made for the purchase of land and timber rights in EIk County, Pennsyivania 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 entities. The amounts are subject to modification for opportunities such-as the acquisition of
attractive oll 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 shori-term debi decreased $43.6 million during the six months ended March 31,
2005. The Company continues to consider short-term debt (consisting of ‘shart-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, 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 shori-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 certain financial institutions for general corporate
purposes. Borrowings under these lines of credit are made at competitive market rates. Each of these
credit fines, 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 milion. 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 thls facllity 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. At March 31, 2005, the
Company’s debt to capitalization ratio {as calculated under the facility) was .49. The constraints specified
in the committed credit facility would permit an additional $741.2 million in short-term  and/or long-term
debt to ba 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 o 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, 2008, the Company wouid have
been permitted to issue up to a maximum of $837.0 milion 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 fo be adequate fo 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 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 (ii) 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 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 affecling 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 friggered 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 more to cause, such indebtedness to become due prior to
its stated maturity. As of March 31, 2005, the Company had no debt ouistanding 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 sel! 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 prospecius meeting the requirements of the Secuntles
Act of 1933 and the rules and regulations thereundar

The afnounts and timing of the issuance and sale of debt or equity securities will depend on
market conditions, indenture requirements, regulatory authonzatlons and the capital requirements of the
Company -

OFF-BALANCE SHEET ARRANGEMENTS

.The Company has entered into certain off-balance sheet financing arrangements. These
financing . arangements are primarily operating and capital leases. The Company's consolidated
subsidiaries have operating leases having a remaining lease commitment of approximately $55.6 million.
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 subslidiaries, which are accounted for under the equity method, have capital leases of
electric generating equipment having a remaining lease commitment of approximately $10.1 milllon The
Company has guaranteed §G% or $5.1 million of these capital lease oommftments
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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 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 posutlon. 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 clauses of the appropriate regufatory authorities.

New York Jurisdiction

On October 11, 2000, the NYPSC approved a seltlemen! 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 perlod 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 customers from the previous 11.5% return on equity to 11.0%. In addition,
the Settlement increased the combined pension and other post employment benefit expense by $8.0
million, without a corresponding increase in revenues. ‘Most other features of Distribution Corporation’ S -
service remained Iarger unchanged.

In April 2004 Distribution Corporation commenced confidential settiement negotiations with the
NYPSC and other parties conceming, among other things, its revenue requirement for the year ending
September 30, 2005. Those settlement discussions falled 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 1o increase its annual revenues by $41.3 million beginning October 1,
2004, Parties filed responsive testimony recommending a base rale decrease, among other things.
Thereafter the Parlies 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 ($5.2 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 setlement 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 untll the NYPSC Issues an order concerning the April 15 2005
settlerent agreemenl
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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 earnings 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 on the petmon

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 petitioned 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 Septemnber 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 settiement of all issues. The settliement 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. Managerﬁent will
continue to monitor Supply Corporation’s ﬁnanmal 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 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 affilliates” to include any affillate of a transmisslon provider if that affiliate engages in or is
involved in transmission (gas or electric) transactions, or manages or controis 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 plpeiines (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 walvers,
would- require chenges 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 materlal 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 not
expect that change to have a material effect on the Company's results of operations,-as margins resulting
from off-syslem sales are minimal as a result of profit sharing with retall customers.*

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

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 plant sites and third party waste disposal sites will be $22.3

_milion; 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
miilion 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 Item 8 of the Companys 2004 Form. 10-K, and to Part I, 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 foliows APB 25 in accounting for stock-
based compensation, as disclosed above. SFAS 123R focuses primarily on accounting for transactions in
which an enfity obtains employee services In share-based payment transactions. The Company does not
befieve 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. .

Safé Harbor for Forward-Looking Statements

. The Company is including the foﬂowing 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-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 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 11995 and accordingly

- Involve risks and uncertainties wh!ch could-cause actual results or outcomes to differ-materially from those .
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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 materlally from
those discussed in the forward-looking statements:

1.

» N o

10.
11.

12..
13,

14.

15,
16.

17.

Changes in economic conditions, including 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
raserves;

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

Changes in the availability and/or price of natural gas, oil and coal;

Inability to obtain new customers or retain existing ones,

Significant changes in competitive factors affectingthe Company;

. Governmentaliregulatory actions, initiatives' and proceedings, including those involving acquisitions,

financings, rate cases {(which address, among other things, allowed rates of return, rate déesign 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;

Signif‘ cant changes from expectations in actual capital expenditures 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 successfutiy Identify and finance acquisitions and ablilty to operate and integrate existing

" and any subsequently acquired business or properties,

Ability to successfuiiy identify drill for and produce economically viable natura! gas and oil reservee;

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 '

govemmental changes.

3
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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 oceur;

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 mcludlng 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 assumptlons 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-rehrement 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 refiect 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

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 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 dlsciosure controls and procedures
were effective as of the end of the period covered by this report

Changes in internal controls over ﬂnanclal raporting

The Company maintains a system of Internal contro! over financial reporting that Is designed to .
provide reasonable assurance that the Company’s transactions are properly authorized, the Company’s
assels are safeguarded egainst unauthorized or improper use, and the Company’s transactions are .
. properly recorded and reported to permit preparat}on of the Company’s financial statements in conforrmty
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 intemal
control over financial reporting.
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- Part ll. 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 thase 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 injunctive relief, and compensatory and exemplary
damages. Defendants have denied each of piaintiffs' material substantive allegations and set up twenty-
. five affrmative 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 1o exclude those leaseholders whose
leases provide for calculation of royalties based upon a fiat fee, or flat fee per cubic foot of gas produced.
The court's order states that there are approximately 749 potential class 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, aileges 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
affirmative defenses in separate verifled 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 hait 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 lo timber
acreage. On January 9, 2004, Seneca filed with the Pennsylvania Environmentai 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 flled 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 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 ils appeal, which it expects fo 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, 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 Iaw does not require
aggregation and each of lts 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 possibie 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.*

For a discussion of various environmental matters, refer to Part |, item 1 at Note 4 and Part |, tem
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 invoive state and federal taxes, safety, compiiance 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 guarterly and annual period of resolution, none of this litigation, and none of these regulatory
matters, are expected to change materially the Companys present liquidity position, nor have a material
adverse effect on the financlal condition of the Company.* .

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

Cn 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
Directors: 158 shares to Bemnard 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-empioyee director of the Comipany 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-Employee Directors. These transactions were
exempt from registration by Section 4(2) of the Securities Act of 1933 as transactions not mvolwng a
public offering.

Issuer Purchases of Equity Securitles

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 45075 $28.36 - -
Mar. 1 - 31, 2005 204,271 $28.98 — ~
Total 266,088 $28.76 - -

o) 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 (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.



NFG-3-1
Witness: Bauer
Page 70

ltem 4. Submission of Matters to a Vote of Security Holders

The Annual Meeting of Shareholders of National 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:

For Withheid

(i) Election of directors to

serve for a three-year

term:
- Robert T. Brady 64,641,101 8,531,206
- Rolland E. Kidder 59,832,197 13,340,110

Election of directors to

serve for a two-year

term; '
~Craig G. Matthews 71,888,897 - 1,273,410

- Richard G. Reiten 71,809,518 1,262,789
Other directors whose term of office continued after the meeting:
Term expiring in 2006: R. Don Cash, George L. Mazanec, and John F. Riordan.

Term expiring in 2007: Pﬁlﬁp C. Ackerman.

' . Broker
For Against Abstain Nop- Votes .
{ii) Appointment of
"PricewaterhouseCoopers
LLP as independent '
accountants 71,937,468 957,515 277,324 -

(if) Approval of amendments
to the Company's Restated ,
Certificate of Incorparation 34,770,816 21,582,111 - 866,713 15,952,667

(iv) Adoption of shareholder
proposal to limit future
retirement benefits for
exscutive officers 7,365,900 47,768,223  2,085517 15,952,667
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Exhibit

Number

101

10.2

12

311
31.2

32

99
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Description of Exhibit

Description of performance goals for certain executive officers.
Administrative Rules of the Cdmpensation Committee of the Board of
Directors of National Fuel Gas Company, as amended and restated
effective March 9, 2005.

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.

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-
t4(a} or Rule 15d-14(a) under the Securities Exchange Act of 1934.

Cerlification Pursuant to Section 906 of the Sarbanes-Oxiey Act of 2002.

National Fuel Gas Company Consolidated Statement of income for the
Twelve Months Ended March 31, 2005 and 2004.
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Pgrsuant 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

{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
. OR °

. [ 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 F UEL GAS COMlPANY

(Exact name of registrant as specifi edinils charter)

New Jersey ‘ "~ 13-1086010
{State or other jurisdiction of . ' (1.R.S. Employer
incorporation or organization) : 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 Sechon 13or
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 ﬂler (as defined in Rule 12b-2 under 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, outstanding at July 31, 2005

. 84,144,671 shares. : X
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Company or Group pf 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 Fue! 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 Cecmpanles

Data-Track

Distribution Corporation

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
Leidy Hub
Mode! City

' National Fuel, the Company,

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

Seneca
S.eneca Energy

" Supply Corporation
UE.

Régulatory Agencles

FASB Financial Accounting Standards Board '
| FERC Federal Energy Regulatbry Commission
NYPSC.; . State of New York Public Service Comrmnission
PaPUC Pennsylvania Public Utility Commission

.Senecé Energy Il, LLC

Horizon Power, Inc.
Leidy Hub, Inc.
Mode! City Energy, LLC

National Fue! Gas Supply Corpdration

Unlted Energy, a.s.
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SEC . . Securities and Exchange Commission
. Other
2004 Form 10-K The Company’s Annual Report on Form 10-K for the year ended
S September 30, 2004
" APB 20 ' - Accounting Principles Board Opinion No. 20, Accounting Changes
APB 25 Accounting Principles Board Opinion No. 25, Accounting for
Stock Issued to Employees
BbI Barrel
CZK Czech korunas (the currency denomination in the Czech Republic)
Energy Policy Act - “Energy Policy Act of 2005
Exchange Act Securities Exchange Act of 1934, as amended
FIN 47 - ) FASB Interpretation No. 47, Accountmg for Conditlonal Asset Retirement
QObligations - 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 A
'LIFO S ' Last-in, first-out
Mbbl Thousand barrels
Mct "~ Thousand cubic fest
MD&A o Management's Discussion and Analysis of Financial Condition and
Results of Operations
MMcf Million cubic fest
'SFAS : Statement of Financlal Accounting Standards
SFAS3 Reporting Accounting Changes in.Interim Financial Statements
SFAS 123 Statement of Financial Accounting Standards No. 1 23..Accounting
C - for Stock-Based Compensation
- SFAS123R Statement of Financial Accounting Standards No. 123R,
- Share-Based Payment : ‘
SFAS 133 Statement of Financial Accounting Standards No. 133,
* Accounting for Derivative instruments and Hedging
Actlvitles
SFAS 143 : " Statement of Financial Accounting Standards No. 143, Accountmg for

Asset Retfrement Obligations

SFAS 154 - Statement of Financial Accounting Standards No. 154, Accountfng
' .. Changes and Error Corrections

WNC Waather normalization clause
. .
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Reference to the "Company‘ in this report means the Registrant or the Registrant and its subsidiaries . -
colleclively, 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- Iooklng statements within the meanlng 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 thal 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. Financial Statements

' National Fuel Gas Company

Consolidated Statements of Income and Earnings
Reinvested in the Business

{Unaudited}
Three Months Ended
. Junse 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
Cperation and Maintenance 94,534 86,362
Property, Franchise and Other Taxes 16,598 17,080
Depreciation, Depletion and Amortization 45,099 43,601
) 337,33 321,950
Adjusiment of Gain on Sale of Timber Properties . - {1,252)
Operating Income 63,028 73,682
Other Income (Expense): _
Income from Unconsolidated Subsidlanes . . B75 306
Other Income : 1,004 . 799
Interest Expense on Long-Term Debt ' .(18,294) (20,190)
Other Interest Expense "~ {4,557) (1,085)
Income from Continuing Operations Before _
income Taxes 41,946 53,502
Income Tax Expense 15,663 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 - 19,156 32,563
EARNINGS REINVESTED IN THE BUSINESS ‘ '
Balance at April 1 793,409 724,855
v 812,565 757,418
Dividends on Common Stock ' . _
{2005 - $0.28 per share; 2004 - $0.28 per share) 24312 - 23.036
Balance at June 30 A A $768,253 $734,382
Earnings Per Common Share:
Basic: . . ‘
Incéme from Continuing Operations , : - $0.32 $0.40.
Loss from Discontinued Operations _ : (0.09) . -
Net Income Avallable for Common Stock $0.23 $0.40
Diluted: _ ] ' - —
Income from Continuing Operations . $0.31 ) $0.39
Loss from Discontinued Operations : . {0.08) C -
. Neat Income Avallable for Common Stock : $0.23 : $0.39
Walghted Average Common Shares Qutstanding:
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

s
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. Page 78
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) 2005 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 Oll and Gas Producing Properties - 4,645
Operating Income 275436 294759
Other Income (Expense): .
Income from Unconsolidated Subsidiaries 1,914 403
Other Income . 17,762 . 3,422
Interest Expense on Long-Term Debt {54,989) (63,990)
QOther Interest Expensea . - - (8,811) (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 Operations, Net of Tax 5,073 18,399
Net Income Available for Common Stock 140,276 158,832
" EARNINGS REINVESTED IN THE BUSINESS o
Balance at October 1 718,926 642,690
. 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 Qperations 0.06 0.22
Net Income Available for Common Stock "$1.68 $1.94
Diluted: '
Income from Continuing Operations $1.59 $1.70
Income from Discontinued Operations 0.06 0.22
Net iIncome Avallahle for Common Stock $1.65 $1.92
Waeighted Average Common Shares Outstanding:
Used in Basic Calculation 83,343,711 81,848,043
Used in Diiuted Calculation 84,771,403 82,717,332

See Notes to Condensed Consolidated Financlal Statements
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. National Fuel Gas Company
Consolldated Balance Sheets
{Unaudited)
June 30, September 30,
2008 2004
{Thousands of Dollars)
ASSETS o
Property, Plant and Equipment $4,351,718 $4,602,779
Less - Accumulated Depreciation, Depletion
and Amortization 1,533,840 1,596,015
Net Property, Plant, and Equipment of Discontinued ) '
Operations Held for Sale 223,707 -
' 3,041,585 3,006,764
Current-Assets c '
Cash and Temporary Gash Investments 62,072 66,153
Receivables - Net of Allowance for Uncollectibie Accounts of
$20,181 and $17,440, Respectively 221,408 129,825
Unbilled 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 ’ - 7,632
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
QOther Regulatory Assets 71,175 66,862 -
Dsfered Charges 4,481 3411
Other Investments 78,142 72,556
Investments in Unconsolidated Subsndaaries 15,818 16,444
Goodwill 5,476 5,476
Intangible Assets 43,997 - 45,994
Other _ 15,966 17,571
Other Assets of Discontinued Operations Held for Sale 308 -
. 337,285 331,734
Total Assets $3,820,198 - $3,711,798

See Notes to Condensed Consolidated Financlal Stafements
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Page 80
National Fuel Gas Company .
Consolidated Balance Sheels ’
{(Unaudited)
June 30, September 30,
2005 2004
(Thousands of Dollars)
CAPITALIZATION AND LIABILITIES
Capltalization:
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, Respectively $ 83,898 $ 82,990
Paid in Capital 518,621 506,560
Eamings 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 1,263,701
Long-Term Debt, Net of Current Portion 1,121,354 1,133,317
Long-Term Debt of Discontinued Qperations
Held for Sale, Net of Current Portion 1,258 .-
Total Capitalization 2,448,371 2,387,018
Minority Interest in Discontinued Operations S
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-Term Debt 9,400 14,260
Accounts Payable 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 11,065 11,065
Unamortized Investment Tax Credit 6,972 7.498
Cost of Removal Regulatory Liability 85,925 82,020
Other Reguiatory Liabilities 72,388 67,669
Pension Liabillity 91,706 - 91,687
Asset Retirement Cbligation 33,965 32,292
Other Deferred Credits . 54,736 61,050
Deferred Credits of Discontinued Operations Held for Sale 24,328 -
: . ) 806,967 811,276
Commitments and Contingencies - -
- Total Capitalization and Llabilities $3,820,198 $3,711,798

See Notes to Condensed Consolidated Financial Statements
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National Fuel Gas Company
Consolidated Stalement of Cash Flows
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{Unaudited)
Nine Months Ended
June 30,
{Thousands of Dollars) 2005 2004
OPERATING ACTIVITIES -
Net Income Available for Common Stack $140,276 $158,832
Adjustments to Reconcile Net Income to Net Cash
Provided by Operating Activities:
Adjustment of Gain on Sale of Timber Properties - 1,252
Adjustment of Loss on Sale of Oil and Gas Producing '
Properties - (4,845)
Depreciation, Depletion and Amortization 145,814 141,768
Deferred Income Taxes 1,994 (8,993)
(Income} Loss from Unconsolidated Subsldtanes Net of
Cash Distributions (374) 361
Minority Interest in Foreign 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 . i
Supplies 30,687 55,917
Unrecovered Purchased Gas Costs © 7,532 - 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 (9,066) (21,194)
Other Liabilities 1,867 (25,997)
Net Cash Provided by Operating Activities 342,911 408,235
INVESTING ACTIVITIES
Capita! Expenditures . (157.401) (122,295)
Net Proceeds from Sale of Ol and Gas Producing Properhes 80 5,062
Other 4,001 2,073
Net Cash Used in Investing Activities (153,310) {115,160)
FINANCING ACTWITIES | .
Change in Notes Payabie 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 1,56¢ 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

M ncludes $5, 636 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 Financial Statements
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National Fuei Gas Company

Consolidated Statements of Comprehensive Income -
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{Unaudited}
Three Months Ended .
June 30, '
(Thousands of Dollars) 2005 2004
Net Income Available for Common Stock $19,156 $32,563
Other 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 Net Income 19,220 15,088
Cther Comprehensive Loss Before Tax (516} (8,591}
Income Tax Benefit Related to Cumulative Translation

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

Securities Available for Sale Arising During the Period (35) 268

" Income 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 l.osses on Derivative Financial Instruments o :

In Net Income 7,263 5,085
income Taxes — Net 5,312 (4,559)
Other Comprehensive Loss (5,828) (4,032)
Comprehensive Income $13,328 $28,631

Nine Months Ended .
June 30,
(Thousands of Dollars) 2005 2004
Net Income Available for Common Stock $140,276 $158,832
Other Comprehensive income.{l_oss), 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 Dérivative Financial Instruments :

Arising During the Period (84,385) (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
Other Comprehensive Loss Before Tax ) (21,308) {22 816)
Income Tax Expense Related to Cumulative 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) -
Reclassification Adjustment for Income Tax Expense on -

Realized Gains 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-

See.Notes to Condensed Consolidated Financial Statements
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item 1. Financial Statements (Cont.)
National Fuel Gas Company
Notes to Condensed Consoglidated Financial Statements

Unaudited} .

Note 1 - Summary of Significant Accounting Policies

Principles of Consolidation. The Company consolidates its majority owned entities. The equity
methad is used to account for minority owned entities. Al 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 liabilities at the date of the financial statements and the
reported amounts of revenues and expenses during the reporting period. Actual results couid dlffer from
those estimates. :

Earnings for Intérim Periods. The Company, in its opinion, has included ail 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 inciuded 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
earnings for the entire fiscal year ending September 30, 2005. Most of the business of the Utility 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 and Energy Marketing segments, earnings during
the winter months normally represent a substantial part of the eamings in those segments for the entire
fiscal year.

Consalidated Statement of Cash Flows. For purposes of the Consolidated Statement of Cash Filows,
the Company considers all highly liquid debt instruments purchaséd with a maturity of generaﬂy 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 nomally declines
during the first and second quarters of the year and Is replenished during the third and fourth quarters. In
the Utility segment, the cument 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 inventory is
replenished. .

Accurnulated Other Cornpfehensivo 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 Pension Liability Adjustment $(53,648) : $(53,648)
.Cumulative-Foreign Currency - ' : o . -
. Translation Adjustment 58,587 _ 51,516
Net Unrealized Loss on Derivative : : :

Financial Instruments - - (74,583) : (56,733)
Net Unrealized Gain on Securities .

Available for Sale- © . - 4631 . 4,090
Accumulated Other Comprehensive Loss $(65,013) ' $(54,775)

-11-
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Item 1. Flnaricial Statements (Cont.)

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 couid 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
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 Cc;mpany 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 falr 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 Compensat:on Expense

included in Reported Net income, ) :

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

Determined Based on Fair Value ’ ' .

At the Grant Dates, Net of Tax (2,073) (431) {2,752) (1,789)
Pro Forma Net Income Avallable

For Common Stock $17,149  $32241 $137,794  §157.478
Earnings Per Common Share: . . _ o . .

'Basic - As Reported : $0.23 $0.40 $1.68 $1.94

Basic — Pro Forma $0.21 $0.39 - 3165 $1.92

Diluted ~ As Reported ' $0.23 $0.39 . .$1.65 -$1.92

Diluted ~ Pro Forma $0.20 $0.39 o $163  ° $1.90

-12-
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Item 1. Financial Statements {Cont.)

New Accounting Pronouncements. In December 2004, the FASB issued SFAS 123R. SFAS 123R
replaces SFAS 123 and supsercedes 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. [t aiso addresses transactions
in which an entity incurs labilities 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 recaived in exchange for an award of equity instruments based on the fair value of the
award at the date of granl. 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 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 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 results
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 andfor 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 to clarify when a company would have
sufficient information: to reasonably estimate the fair value of a conditional asset retirement oblfigation.
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 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 corréctions of errors in the future.

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

During the quarter ended March 31, 2004, the Company recorded a $4.6 million earhings benefit

related to the Company's 2003 sale of Canadian oil 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 items with the buyer and, as a result, recelved an additional $4.6
" million (U. S. doflars) of sales proceeds, which it recorded in the Adjustment of Loss on Safe of Gil and
Gas Producing Properties line on the Income statement.

Note 3 - Adjustment of Galn on Sale of Timber Proportlas

During the quarter ended June 30, 2004, the Company received final timber cruisa 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 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

Bauer

removed those assets 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 Gain on Sale of Timber Properties line on the income statement. = ‘
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Item 1. Financial Statements {Cont.)

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 . » s
Federal - (7,937) {5.468)
Slale . (2,718) (3,948)
Foreign ' 4,136 3,859
' 86,009 89,331
Other Income: _ C
Deferred Investment Tax Credit {523) (623)
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,
205~ . 2004
us. _ ~ $206,737 $214,330
Foreign ' 34,408 34,349

$241,145 $248,679

Total income taxes as repored 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): ' ‘

Nihe 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 11,150 - 1,919
' 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 -
Misceilaneous s . {3,268) {2,130}
Total income Taxes =~ ‘ ' $100,869 $69,847

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

-14-
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. item 1. Financlal Statements (Cont.)
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 36,587 37,051
Total Deferred Tax Liabllities 618,337 605,165
Deferred Tax Assets:
Minimum Pension Liability Adjustment (28,887) {28,887)
Capital Loss Carryover ‘ (10,030) (12,546)
Unrealized Hedging Losses (45,072) (33,890)
Other (87,666) {74,624)
(171,655) (149,947)
Valuation Allowance 2,746 ‘ 2,877
Total Deferred Tax Assets (168,909) (147,070)

Less Deferred Income Taxes Included in
Deferred Credits of Disgontinued Operations

Held for Sale (23,546) ' -
Total Net Deferred Income Taxes $425 882 - 3458, 095

The Company has undistributed earnings of foreign subsidianes fhat relate to its operations in
' the Czech Republic. Due to the pending sale of the Czech assets as of June 30, 2005, these eamings
. are no longer considered to be permanently reinvested outside the United States and, accordingly, U.S.
income taxes of $6 miltion 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 result of the sale of the
Czech assets otcurring 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 provisions of the American Jobs Creation Act of 2004. A portion of this tax amounting 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 eslimates that a poriion of the
deferred tax asset asscciated with this carryover will be realized during the carryover perlod, and a

valuation aflowance 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 — Capiltalization

Common Stock. During the nine months enced June 36 2005, the Company.issued 907,971 shares of
common stock under the Company’s stock option and director oompensatfon plans.

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

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

Environmental Matters. The Company is subject to various federal, state and local laws and
regulations refating fo 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 ciean-
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 obligations related to a former manufactured gas piant site in New York. Under the terms.
of the agreement, the Company paid $12.7 million during the quarter ended June 30, 2005 {0 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 reached a setllement agreement for
environmental obligations related to another former manufactured gas plant site. The Company paid
$4.4 million in August 2005 under the terms of the setlement agreement, and the Company will continue
to be responsible for future ongoing maintenance of the site. The $4.4 million that was pald in August
2005 and the estimated obligation for ongoing maintenance of the site are included in the $8.1 million
liabllity at June 30, 20065.

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 liabilities. 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 1o Note G — Commitments and Contingencles .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.other govemnmental audits,
inspections, investigations and other proceedings that involve state and federal taxes, safety, compliance

Bauer

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 eamnings 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 quuidkty position, nor have a material
adverse effect on the financial condltion of the Company. :

Note 7 - Dlscontlnued Operations

On July 18, 2005, the Company completed the sale of its majority 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. Cument 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 declsion to sell its majority interest in U.E. in June 2005, the
Company has presented the Czech Republic operations, which are primarily comprised of U.E., as
discontinued operations at June 30, 2005. U.E. was the major component of the Company's
Intermational segment. With this change in presentation, the Company has discontinued all reporting for

an International segment, as explained further in Note 8 — Business Segment Information. The assets
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and liabilities of U.E. are identified on the consolidated balance sheet 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 80,787
Operating Income (Loss) {3,000) {1,358) 22,812 21,936
Other Income 918 1,279 2,059 1,674
interest Expense (186) (189) (507) (661)
Income {Loss) before Income Taxes
and Minority Interest {2,268) _(268). 24 364 22949
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, Pipefine 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 including differences in products and services,
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 efectric 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 to reflect 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 lncluded 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 fram the amounts disclosed in the 2004 Form 10-K. The
assets of U.E., which reflected substantially all of the former Intemational 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 compietion 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 Energy Repontable Intersegment Total
Utility  and Storage  Production  Marketing  Timber Segments All Other Eliminations Consolidated
Revenue from Extemnal
Customers $189,175  $29,642 $77,370 $88,048  $15,028 $199,263 $1,096 b - $400,359
Intersegment Revenues $ 2,734 $20,956 $ - s - 5 - § 23,650 $1,782 $(25.472) s -
Segment Profit;
Income (Loss) from
Continuing Operations  $  (1,684) $10,843 $13,830 $ 1,548 § 555 $ 25,092 $ 270 £ 1,051 $ 26,393
Nine Months Ended June 340, 2005 (Thousands)
Exploration ) . Total Corporate and
Pipeline end Energy Reportable Intersegment Total
Utility  and Storage  Production Marketing  Timber Segments Al Other Eliminations Consolidated
Revenue from External :
Customers $991,651 $98,117 $219,527 $276,106  $46,994 $1,632,395 54,(_189 $ - 51,636,484
Intersegment Revenues  § 12,732 $63,071 s - 8 - 5 1 $ 753804 $6,125 $(819529) § -
Segment Profit:
Income (Loss) from .
Continuing Operations  § 45,269  $41,577 $38984 § 4909 $4201 § 134940 S 1,522 $ (1259) S 135203
Quarter Ended June 30, 2004 (Thousands) .
Pipeline  Explomtion . Total Corporate and
and- and Energy Reportable Intersegment Total
Utility Storage Production Marketing Timber Segments All Other Eliminations Consolidated
Revenue from External .
Customers $206,492  $29,553 $76,992 $67,376 $13,0M $393,484 $3,400 h - $396,884
Intersegment Revenues ~~ $ 3,059 520,895 $ - $ - 85 - 32395 s - T §(3954) S -
Segment Profit: .
Income (Loss) from . . ’
Continuing Operations 54,167 512,063 514,822 $ 1241 § 652 $ 32,945 $ 394 $ (s18) 53282
Nine Months Ended June 30, 2004 (Thousands) .
Pipeline  Exploration . Total Corporate and
and and Energy Reportable Intersegment Total
. Uhility .  Storage Production Marketing . Timber Segments All Other Eliminations Consolidated
Revenue from External . o
Custorners $1,029,638  §92,420 $225,594  $240,732 $41,622  $1,630,006 $10,468 s - $1,640,474
Interscgment Revenues  § 13,487 565,625 H - § - s 2 §$-79114° % - $(79,114) § .
Segment Profit:
Income (Loss) from ’ . . '
‘Continuing Operations ~ § 53,772 $36,213 344065 § 5588 53871 ¥ 143,529 $ 1,350 $ (4446

S 140,433
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Note 9 - Intanglble Assets
The components of the Company’s intangible assets were as follows (in thousands);
At September 30,
At June 30, 2005 2004
Gross Net Net
Carrying Accumulated Carrying Carrying
: Amount  Amortization  Amount Amount
Intangible Assets Subject to Amortization
Long-Term Transportation Contracts $8,580 $(2,584)  $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, 20056 $1,097
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 million 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 million for
the remainder of 2005 and $1.6 million annually for 2006, 2007, 2008 and 2009,

Note 10 - Retirement Plan and Other Post-Retirement Benefits
Components of Net Periodic Benefit Cost (in thousands):

. Three months ended June 30,

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 Retum 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 ‘ o i .
- For Regutatory Purposes (Including

Volumetric Adjustments) (1) 1,500 435 {963) {4,706)

Net Periodic Benefit Cost . $5938 __ $4,791 $7.205 $7,539
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Nine months ended June 30, .
: Retirement Plan Other Post-Retirement Bepefits
2005 2004 2005 2004

Service Cost $10,285  $10,948 $4.614 $4,948
Interest Cost 31,559 30,424 19,338 20,656
Expected Return on Plan Assets {37,159) (36,211) {14,145) {10,360)
Amortization of Prior Service Cost 772 827 3 3
Amortization of Transition Amount , - - 5,346 5,345
Amortization of Losses 7.855 7,078 9,348 16,144
Net Amortization and Deferral .

For Regulatory Purposes (Iincluding .

Volumetric Adjustments) (1) 5,060 1,049 4272 (7.179)
Net Periodic Benefit Cost $18,372 $14.115 $28,776 $29 557

" The Company's policy is to record retirement pian 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 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 to contribute an additional $3.0 million to $4.0 million to its post-retirement
benefit pian. The Company does not expect to make any additional contributions to its retirement pian
during the remainder of 2005. . .
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CRITICAL ACCOUNTING POLICIES

For a complete discussion of critical accounting pelicies, refer to “Critical Accounting Policies” in
ltem 7 of the 2004 Farm 10-K. There have been no subsequent changes to that disclosure.

RESULTS OF OPERATIONS
Earnings

The Company's earnings were $19.2 miflion 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
miilion 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
eamings 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, inciuding the mcreasmg 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 sefl 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 ail 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 miilion for the quarter ended
June 30, 2005 compared to eamings from continuing operations of $32.8 million for the quarter ended
June 30, 2004. The decrease is primarily the result of fower eamings in the Utility, Pipeline and Storage,
and Exploration and Production segments, partially offset by slightly higher eamings in the Energy
Marketing segment, as shown in the table below. Eamings in the Timber segment did not change
significantly from the prior year. However, it should be noted that the Timber segment earnings 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 defemred 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 miilion for the nine months

- ended June 30, 2005 compared to eamnings from continuing operations of $140.4 miliion for the nine
months ended June 30, 2004. The decrease of $5.2 million is primarily the resuit of lower earnings in the
Utility, Exploration and Production, and Energy Marketing segments, partially offset by higher earnings in
the Pipeline and Storage and Tlmber segments, as shown in the table bslow. As mentioned above,
Timber segment eamings for the nine months ended June 30, 2004 were reduced by $0.8 miflion related
{o an adjustment to the Company’s August 2003 sale of timber properties. (n addition, the Pipeline &
Storage segment's earnings for the nine months ended June 30, 2005 include a $2.6 million 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,.
allocated among ali segments, assoclated with the settiement of a pension obligation. Also, the -

- Exploration and Production segment's eamings for the nine months ended June 30, 2004 inciude a $4.6
million benefit related to the ‘Company’s September. 2003 sale of Canadian oil properties.
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The Company's earnings from discontinued operations were $5.1 million for the nine months

ended June 30, 2005, a decrease of $13.3 million as compared tg earnings from discontinued operations
of $18.4 million for the nine months ended June 30, 2004. As mentioned above, the eamings. 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 confributed 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 follows. Note that all amounts used in the earnings discussions are after tax.
amounts. . ‘

Earnings (Loss) by Segment

Three Months Ended Nine Months Ended \
June 30, June 30,
. Increase/ | . : . Increasef
(Thousands} 2005 2004 {Decroase) 2005 2004 (Decreass) |
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 44,065 (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 Earnings from : .
Continuing Operations $26,393 $32,821 $(6,428)] $135203 | $140,433 $(5,230)
Eamings from Discontinued
Operations (7,237) (258). {6,979) 5073 18399 | {13,326
Total Consolidated $19,156 $32,563 ${13,407)| $140,276 [ $158,832 $(18,556)
. Y incudes eamings from the remaining Intermnational segment's activity other than the activity from the
Czech Republic operations included in Eamings from Discontinued Operations.
Utitity
Utllity Operating Revenues
' Three Months Ended Nine Months Ended
June 30, » June 30,
» Increase! Increase/f
(Thousands) - 2005 2004 | (Decrease) 2005 2004 (Decrease)
Retall Sales Revenues: ' . ‘ . ‘
Residentlal $152,581 | $136,324 $16,257 $794,269 | $739,797 . $54.472
Commercial 23,676 .20,846 2830 . 134,826 127,130 - 7,696
- Ingustrial 1,510 5,701 {4,191) 8,220 15,701 (7,481)
L 177,767 162,871 14,896 937,315 | - 882,628 54,687
Off-System Sales - 28,034 (28,034) ——_— 91,236 (91,236)
Transportation 17,986 . 47,605 381 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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Utility 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 10,899 (201) 63,125 65,791 (2,666)
Commerclal 1,814 1,812 2 14,340 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 51,597 ' (1,252)
26,408 31,582 {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
. Erie 6,108 6,215 5,991 1.8 37
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 quarier 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 $4.9 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 settlement with the Staff of the NYPSC of the eamings sharing liability for
the fiscal 2001 to 2003 time period. 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 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 to adjust that regulatory labllity 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 inconsequential to all applicable prior periods. Retail 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 industrial 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 Settlement Agreement with

the Staff of the PaPUC and other parties, which among other things, provided for a $12.0 mitlion annual
base rate increase in revenues. For the quarter ended June 30, 2005, the base rate adjustment

" contributed $1.6 milllon to revenues. L
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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 million
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 loss 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 eamings sharing liability for the fiscal 2001 to 2003 time

period. As a result of that settlement, the New York rate jurisdiction recorded additional eamings 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. Inn preparing for the implementation of the recent
setllement agreement in New York, the Company determined that it needed to 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 million). In the Pennsylvania rate jurisdiction,
eamings increased $1.3 miilion primarily due to increased margln associated with the impact of a base
rate increase ($1.0 million), as noted above,

The Utility segment‘s earnings 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, eamings decreased by $6.3 million prnncnpally duetoa .

$4.9 million decrease in margin on retall sales and transportation services, resulting from lower average
usage per customer. The two out-of-period regulatory adjustments noted above ($4.1 miflion) also
contributed to the décrease. These decreases were partially offset by a $1.2 million charge associated
with the settiement of a pension obligation recorded in the quarier ended March 31, 2004, which did not
recur in 2005. For the Pennsylvania rate jurisdiction, earnings decreased by $2.2 million principally due to

a $3.0 million 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 million). The increase in pension and other post-retirement
expenses is largely related to the 2003 Settiement 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 milion 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.
Margin in the Pennsylvania rate jurisdiction remained flat as decreased usage per customer ($2.2 million)
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 Settiement Agreement with the
PaPUC, as noted ahove.
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Pipeline and Storage

Pipeline and Storage Oper_atlng_Revenues .

Three Manths Ended Nine Months Ended
June 30, June 30,
(Thousands) Increase/ increase/
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
: 20470 |- 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 18,486 15,754 3,732
$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,
(MMch | Increase/ _ : | Increase/
2005 2004 {Decrease) - 2005 2004 {(Decrease)
Firm Transportation : 70,944 | 66,140 4,804 284 6537 | 284,351 186
Interruptible Transportation 7,162 6,995 167 10,004 10,891 {8B7)
) 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
quarier ended June 30, 2005 as compared with the guarter 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 to higher
revenues from unbundled pipeline sales of $2.7 million, reparted as part of other revenues in the table
. 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
also contributed to the increase in revenues. Offsetting 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 lower usage in its 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 attributed to
higher operation and maintenance expenses ($0.9 million) and a reserve for preliminary project costs
incurred during the quarter ended June 30, 2005 associated with the Empire State Pipeline Connector
praject ($0.3 million), Lower interest expense ($0.5 milfion) partially offset these increases.

- The Pipefline 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 unbundied 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 saie of Eflisburg base gas, which amounted to 660 MMcf, wiii 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, 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 Operati

ng Revenues

Three Months Ended Nine-Months Ended
June 30, June 30,

Increasef Increase/

{Thousands) ‘ 2005 2004 (Decrease) 2005 2004 (Decrease)

Gas (after Hedging) $47,117 | $43,947 $3,170 | $132,381 | $130,240 $2,141
Ol {after Hedging) 27,6566 31,354 {3,688) 80,185 90,009 | (9,824)

Gas Processing Plant 8,894 6,980 1,914 25,943 20,609 5,334

Other : 760 842 (82) 1,947 1,607 340
Intrasegment Elimination” | (7,067)|  (6,131) {936) | (20,929)) (16,871 {4,058)
$77.,370 $76,992 $a78 | $219,527 | $225,594 $(6,067)

" 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 (MMcr) . :
Gulf Coast 3,365 4,563 (1,198) 9,433 | 14,050 (4,617)
West Coast 975 1,018 (43)]" 3,000 3,018 (18)
Appalachia 1,156 1,208 (52) 3,499 3,894 (395)
Canada, 2134 15781 556 5,959 4 874 1,085
. 7,630 8,367 (737) 21,891 | 25,836 {(3,945)
Oll Production (Mbb)) _
Gulf Coast 251 395 (144) | 801 1,184 . (383)
West Coast 630 651 | (21) 1,916 2,012 (96)
Appalachia 11 4 7 23 15] 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 :
Gulf 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
Welghted 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 Oil Price/bbl : ' :
Gulf Coast $49.83 [ $36.80 $13.03 | $47.73 $33.43 $14.30
West Coast $42.57 | $33.56 $9.01 $39.10 $30.26 '$8.84
Appalachia $50.95 | $32.55 $18.40 $46.71 $29.50 31721
Canada $41.66 | $32.25 $9.41 $4039 1. $29.50 $10.89
Weighted Average $44.48 | $34.58 - $9.90 $4159 | " $31.28 $10.31
Weighted Average After ' _
Hedging $28.62 | $27.63 $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, Qil production revenue
after hedging decreased $3.7 million due primarily to a 172,000 barrel decline in production, particularly in
the Gulf Coast of Mexico region where production decreased by approximately 144,000 barrels, offset
parlly 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 decline), which is consistent with the expectqd 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 Exploratlon 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 barrel deciine 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 Guif Coast region oil 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 product:on
- from the Sukunka 60-E well, in which the Company has a 20% working interest.

As shown 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
reflect 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 (WT1) price of light sweet crude, which is in the $50 - $60 range. While prices’
of light sweet crude cil increased significantly during the nine months ended June 30, 2005, prices for
West Coast heavy sour crude oll did not increase as.dramatically due to oversupply and refinery
constraint issues. Historically, the prices of light sweet crude oll and heavy sour crude oil 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 tests for the
derivative financial instruments used in the Exploration and Preduction segment, as required by SFAS
133, have assumed that the differential between these two types of oll 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 fo its historical norm, 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 wouid 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
-losses 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 earnings of $14.8 million 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 eamings for the nine months ended June 30, 2005
were $39.0 million, a decrease of $5.1 milllon 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 oll 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 refated to the Company’s September
2003 sale of Canadian oll properlies located in Southeast Saskatchewan. When the Southeast
Saskatchewan transaction closed, the initial 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 (V.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 & pension obligation in the quarter
ended March 31, 2004 ($0.9 million), lower depreciation and depfetion expense ($0.8 miliion), 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/ Increasef
(Thousends} . 2005 -2004 (Decrease) 2005 2004 (Decrease)

Natural Gas {after Hedging) . $87,683. $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 Morths Ended | Nine Months Ended
June 30, - June 30,
.| Increase/ - 1" Increase/
2005 2004 | (Decresse) | 2005 2004 (Decrease)
Natural Gas—(MMch | ~ .10,925 9,918 1,007 | 34,115 35908 | - (1,793)

| -28-



R ————————————

NFG-3-1
Witness: Bauer
Page 101

Item 2. Management's Discussicn and Analysls of Financial Condition and Results of Operations {Cont.)
2005 Compared with 2004

Operating revenues for the Energy Marketing segment increased $20.7 million and $35.4 million,
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 primarily reflect an increase in the price of natural
gas over the prior year pericds. 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 fower 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 [ow 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 earnings 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 7.819 7,115 804 22,015 15,647 2,368
Other . 315 177 138 1,232 680 552
Operating Revenues $15,028 $13,071 $1,957 $46,895 $41,624 $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 5934 5,208 T 726
Green Lumber Sales 3,475 1,056 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 23,271 2,215

25,486
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 quarier.can largely be
- aitributed 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 miilion (the majority being cherry veneer due to favorable
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weather conditions). Green lumber sales also increased by $1.3 milllon 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 milion when compared with earnings of $0.7 million for the quarter ended June 30,
2004. The decrease 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 properties 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 pertaining 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 milllon in the quarter ended June 30, 2004. No such expense was
incurred in 2005,

The Timber segment's eamnings 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 fimber being harvested on
purchased stumpage that has a higher cost basis than other raw material sources, were more than offset
by the favorable eamings impact associated with the non-recurrence af the $0.8 million after tax loss
recorded in 2004 related to the Company’s fiscal 2003 sale of timber properties, as discussed above.

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 quarter 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 million, 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-collections 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 Flow

internally generated cash from operating activities consists of net income avai!able 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, adjustment of loss on sale of oil and gas
producing properties, adjustment of gain on sale of timber properties, and minonity interest in foreign
subsidiaries.

Cash provided by operating activities in the Utility and the Pipeline 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 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 rete 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
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
Sheets under the caption "Other Accruals and Current Liabilities.” Such reserve is reduced as the
inventary 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 million 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 attributable
to gas cost recovery timing differences. In 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 requirements 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 long-lh}ed assets include additions to property. plani and equipment.

The Company’s expenditures for long-lived assets totaled $153.2 million during 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 . 131
Exploration and Production ] - ‘ 86.1
Timber ‘ ‘ 18.7
Alf Other and Corporate - 0.3
Total Expenditures from Continuing Operations $153.2

. Utility ,
- " The majority of the Utility capital 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 and Storage

The majority of the Pipeline and Storage capital ekpendutures for the nine months ended June
30, 2005 were made for addmons improvernents, and replacements to this segment's transmission and
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 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 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 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 caputal 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 Gulf of Mexico), $21.3 million for the
Waest Coast reglon and $6.2 million for the Appalachian region. These amounts included approximately
$11.7 milllon spent to develop proved undeveloped reserves.

Estimated capital expenditures in 2005 for the Exploration and Production segment have been
increased from $112.0 million to $139.0 million.* Estimated capital expenditures for Canada remains
unchanged at $41.0 milion.* Estimated capital expenditures for the Gulf Coast region have been
increased from $35.0 million fo $56.0 million.* Estimated capital expenditures for the West Coast region
have been increased from $24.0 milion 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 region 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 Etk 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 nine months ended June 30, 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 entities. The amounts are subject to modification for opportunities such as the acquisition of
attractive oil and gas properties, timber or storage facllities 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 temporarily financing capital expenditures
and investments in corporations and/or 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 shorl-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 Acf, 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 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. As for bank loans, the Company maintains a number of
individual (bi-lateraf) 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 negotiating a new commitied credit
facility 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. I 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 Itqwdlty 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 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 satlsfy
known demands.*

The Company's 1974 indenture pursuant to which $399.0 m!llion-(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 fo 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 indenture or agreement, and
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the effec! 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 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 abligation to repay any amounts ouistanding 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 cccurs 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 malurity. As of June 30, 2005, the Company had no debt outstanding under the committed
credit facility.

The Company aiso 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 legally 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 regulaticns thereunder.

" The amounts and timing of the issuance and sale of debt or equity securities wlil depend on
market conditions, indenture requirements, regulatory authorizations and the capital requirements of the
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 remalning 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 having a
remaining lease commitment of approximately $9.6 million. The Company has guaranteed 50% or $4.8
million of these capital lease commitments.

OTHER MATTERS

The Company is involved in litigation arising in the normal course of business. Also in the normal
course of business, the Company ls involved in tax, regulatory and other governmental audils,
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 éffect 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 financlal condition of the Company. : :
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Market Risk Sensitive Instruments

For a complete discussion of market risk sensitive instruments, refer o "Market Risk Sensitive
Instruments” in ltem 7 of the 2004 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, 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 reguiatory commissions greater access to the books and records of companies in
holding company systems. (n addition, it is possible that some stafe 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 legislative or regulatory changes will be..

Utility Operation

Base rate adjustments in both the New York and Pennsylvania rate 'jurisdlcflons do not reflect the
recovery of purchased gas costs. Such costs are recovered through operation of the purchased gas
adjuslment clauses of the appropriate regulatory authorities.

New York Jurisdiction

In April 2004, Distribution Corporation commenced confidential settlement negotiations with the
NYPSC and other parlies conceming, among other things, its revenue reguirement for the year ending
September 30, 2005. Those settlement discussions failed to produce an agreement prior to the
expiration of Distribution Corporation's then-current rate plan. For a complete discussion of this prior rate
 ptan, refer to “Rate Matters” in lftem 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 settiing all outstanding issues. The settflement 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 retumn on equity level above which earnings
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 April 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 $5
million annual 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
Settlement 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 certain procedural arguments that were rejected by the
trial court. That action remalns 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 setiement was
submitted to the Administrative Law Judge, who, on March 2, 2005 issued a decision recommending
adoption of the settlement. The settiement provides for ‘a base rate increase of $12.0 million and
terminates the tracking of pension expenses versus the rate allowance. The seltlement 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 Conducl 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 affiliate of a transmission provider if that affiliate engages in or is
involved in fransmission (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 tfransmission 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 exemnption 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 fike 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 to.an
extent that would be material to the financial condition of the Company.* Until there is further clarificatlon
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 resuiting 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 will continue o
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 relatlng 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

-36-



NFG-3-1
Witness: Bauer
Page 109

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

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 will be $8.1
million. This liability has been recorded on the Consolidated Balance Sheet at June 30, 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 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 also reached a settlement agreement for
environmental obligations related to another former manufactured gas plant site. The Company paid
$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 currently not aware of any material additional exposure to environmental
liabllities. However, changes in enviranmental regulatlons 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 Ii, Item 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 acoountlng 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- Summaly of S:gnn‘" icant Accounting Policues

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 consclidated financial
statements. For further discussion of FIN 47 and its impact on the Company, refer to item.1 at Nate 1 —
Summary of Significant Accounﬂng Palicies.

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 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 .
_ora! 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

-37-



NFG-3-1
Witness: Baver
Page 110

ltem 2. Management's Discussion and Analysis of Financial Condition and Results of Ogeraiions {Cant.}

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 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 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 avaitable 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, inciuding tax, enwronmental
safety and employment laws and regulations, and repeal of the Holding Company Act;

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

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

4.  Changes in the availability and/or price of natural gas or oil and the effect of such changes on the
accounting freatment or valuation of denvatlve financial instruments or the Company's natural gas
and oil reserves;

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 oII'

@ N o o

Failure of the price dlfferenttal between heavy sour crude oil and light sweet crude ail to retumn to
its historical norm;

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

10.  Significant changes in competitive factors affeéting the Company;

11. Governmentalfregulatory actions, initiatives and proceedings, inciuding those lnvolvini; '
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. Unanticipated impacts of restructuring Inltlaﬁves in the natural gas and electric industries;

13. Significant changes from expectations in actual capital expenditures and operatlng expenses and
unan!lcipated projea delays or changes in project costs;

14, The nature and projected profitability of pending and potential projects and other investments;

15. Ocecurrences 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 ratlngs .

16.  Uncertainty of ol and gas reserve eétlmates;"
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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, drili for and produce economically viable natural gas and oil
reserves;

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

20. Regarding fomign operations, changes in trade and monetary policies, inflation and exchange
rates, taxes, operaling 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, grievances or shortages were (o ocour,;

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

25  Changes in actuartal assumptions and the return on assets with respect to the Compény'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.

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

. 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
ﬂnancial reporting.

'Evaluatlon of disclosure controls and procedures

The term “disclosure controls and procedures” is defned 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 Principa!
Financlal Officer concluded that the Company's dnsclosure 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 properiy authorized, the Company's
assets are safequarded 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
control over financlal reporting. |

The Company is currently undergoing a comprehensive effort to ensure compliance with
Sarbanes-Oxlay 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 certain areas of the internal control 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 at
September 30, 2005.*

Part ll. Other Information

item 1. Legal Proceedings

Tn an action instituted in the New York State Supreme Court, Chautauqua County on January 31,
2000 against Seneca, NFR and “National Fue) 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 Fue! 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 Injunctive rellef, 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 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 fool of gas
produced. The court's order states that there are approximately 749 potential ciass 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 Novernber 2000 to the plaintiff's decedent, Velma Ariene Fordham,
- caused decedent's death in February 2001. Pizintiff seeks damages for wrongful death.and pain and
suffering, plus punitive damages. Distribution Corporation has denied plaintiff's material allegations, set
up seven affirmative defenses in separate verified answers and fiied a cross-claim against the co-
defendant. Distribution Corporation believes and will vigorously assert that plaintiffs aflegations lack
merit. The Court changed venue of the action to-New York Staté Supreme Court, Erie County. The
litigation Is in the discovery stage. .
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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 concemning 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 8, 2004, Seneca filed with the Pennsylvania Environmental Heating 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 cperation of portions of the order. On January 20, 2004, the parties setfled Seneca's
request for a stay. Seneca has resumed its timber 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 as it continues to
litigate 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, goveming earth
disturt:ance 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 deterrnining
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, Item 1 at Note 6 and Part |,
Itern 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, safety, compliance
with regulations, rate base, cost of -service and purchased gas cost issues, among other things. Whiie
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 position nor have a rnateﬂal
adverse effect on the financial condition of the Company.”

Item 2, nregistered Sales of Egulg Securities and Use of Proceeds

On April 1, 2005, the Company issued a total of 2,100 unregistéred shares of Coh'tpany 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 Sectlon 4(2) of the Securities Act of 1933 as transactions
not involvmg 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 Plans | 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) sharas 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 (ij)
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.

item 6. Exhiblits

(a) Exhibits

Exhibit

Number

12

A

31.2

32
99

" Desctiption of Exhibit

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.

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 éfﬁcer pursuant to Rule 13a-
14{a) or Rule 15d-14(a) under the Securities Exchange Act of 1934.

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

National Fuel Gas Company Consclidated: Statement of Income for the
Tweive Months Ended June 30, 2005 and 2004.
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NFG-3-1
Witness: Bauar

SIGNATURES Page 115

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)

{sf R. J. Tanski
R. J. Tanski

Treasurer and Principal Financial Officer

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

'Date: August 9, 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 (L.R.S. Employer
incorporation or organization) . ~ ldentification No.)

. 6363 Main Street

Williamsvilie, New York ,' 14221
(Address of principa! executive offices) (Zip Code) '
(716} 857-7000

{Registrant's telephone number, including aréa 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 precedlng 12 months and (2) has been subject to
such fi Ilng requirements for the past 90 days YES X .NO . _ ,

) Indncate by check mark whether the reglstrant 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
. Exchange Act. (Check one): Large Accelerated Filer g . Accelerated Filer _____  Non-Accelerated
Filer ______ L :

\

Indicate by check mark whether the registrant. is a shell company (as de'f~ ned in Rule 12b-2 of the
Exchange Act). YES NO _ X

'Inducate the number of shares outstanding of each. of the issuer's classes of common stock as of th
Iatest practicable date: -

Common stock $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 Corporation
Empire

ESNE

Highland

Horizon

Horizon LFG
Horizon Power
Leidy Hub

Model City
National Fuel

NFR

Registrant

Seneca

Seneca Energy
Supply Corporation
The Company

UE.

Regulatory Agencies
FASB

FERC

NYPSC

PaPUC
SEC

Other
2005 Form 10-K

APB 20
APB 25

Bbl

Bef

Board foot

Caﬁltal expenditure
Cashout revenues

Degree day

Derivative

Data-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.
Harizon LFG, Inc.

Horizon Power, Inc.

Leidy Hub, Inc.

Model City Energy, LLC

National Fuel Gas Company

National Fuel Resources, Inc.

National Fue! Gas Company

Seneca Resqurces Corporation

Seneca Energy Ii, LLC

National Fue! Gas Supply Corporation o

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 inches 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 to 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 on the -
extent to which the daily average temperature falls below a reference
temperature, usually 85 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 settled net
and no initial net investment is required to enter into the financial
instrument or contract. Examples | lnclude futures contracts options
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

Hup

Interruptible transportation
and/or storage

-LIFO
Mbbl
Mcf
MD&A

MDth
MMcf
Qrder 667
Ordt_ar 2004

Precedent Agreement

Proved developed reserves

" Proved undeveloped
reserves

PUHCA 1935
PUHCA 2005
Reserves

Re;structurlng

SFAS

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 Policy Actof 2005

Secuntues Exchange Act of 1934, as amended

Includes capital.expenditures, stock acquisittons and/or investments in
partnerships.

FASB Interpretation No. 47, Accounting for Conditional Asset Retirement
Obligations - 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 tradlng, transportauon
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
Resuilts 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 Enactment of the Public Utility 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 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 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 and/or gas in place in a formation
- which has been proven by production.

Generally referring to partiat *deregulation” of the utlllty industry by
statutory or regulatory process. Restructuring of federally regulated
pipelines separate {or “unbundled") gas commodity service from
transportation service for wholesale and large-volume retall markets.
State restructuring programs attempt to extend the same process to
retall mass markets.

. Statement of Financial Accounting Standards
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SFAS 3 Statement of Financial Accounting Standards No. 3, Reporting
Accounting Changes in Interim Financial Statements
SFAS 123 Statement of Financial Accounting Standards No. 123, Accounting
for Stock-Based Compensation
SFAS 123R Statement of Financial Accounting Standards No. 123R, -
Share-Based Payment _
SFAS 143 Statement of Financial Accounting Standards No. 143, Accounting for
Asset Retirement Obligations .
SFAS 154 Statement of Financial Accounting Standards No. 154, Accounting
’ . Changes and Error Corrections
Stock acquisitions Investments in corporations. )
Unbundled service A service thal has been separated from olher services, with rates
charged that reflect the cost of only the separated service.

WNC Weather normalization clause; a clause in utility rates which adjusts
- customer rates to allow a utility to 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 . Financiél information . ‘ Page
ltem 1. Financial Statements (Unaudited)
a. Consolidated Statements of Income and Earr.lings 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
.c.  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 Consalidated Financial Statements . ' 41-21
ltem 2. Management's Discussion and Analysis of Financial .
Condition and Results of Operations 22- 36
Item 3. Quantitative and Qualitative Disclosures About Market Risk i 36
Iltem 4. Controls and Procedures ' 36
Part Il. Other Infarmation
item 1. Legal Proceedings - 36-238
ltem 1 A. Risk Factors ‘ ' ‘ 8
Item 2. Unregistered Sales of Equity Securities and Use of Proceeds : 38
Iter 3. Defaults Upon Senior Securities ' o e
Iltem 4, Submission of Matters to a Vote of Security Holders : .
* Item 5. Other Information - - ' .
ltem 8." Exhibits ' _ | " 38 -39

Signatures ' _ - : 40

+ The Company has nothing to report under this item.

Referencé to "the Company” in th'ls_ report means the Registrant or the Registrant and its

subsidiaries collectively, as approptiate in the context of the disclosure. All references o 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 'fomard—lpdking 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. . : .
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. National Fuel Gas Compan
Consolidated Statements of Income and Earmng
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 436,778 256,156

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 (Expense)
Income from Unconsolidated Subsidiaries - 1,264 785
Interest Income 1,134 272
Other Income 741 562
interest Expense on L’ong-Term Debt (18,218) (18,376)
Other Interest Expense (1,775) {2,417}
Income from Continuing Operations Before . )
Iincome 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 Available for Common Stock 57,419 50,438
EARNINGS REINVESTED IN THE BUSINESS .
Balance at October 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 December 31 -$845,951 $746,090
Earnings Per Common Share:. . ... -

Basic: L
Income from Continuing Operations $0.68 $0.54
Income from Discontinued Operations L. 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
Weighted Average Common Shares Outstandlng - .
-Used in Basic Calculation 84,422 717 83,150,086
Used in Diluted Calculation 86,256,862 - 84,638,108

" See Notes to Condensed Consolidated Financial Statements -

-6-



Item 1. Financial Statements (Cont.}

NFG-3-1

Witness: Bauer

Page 122
National Fuel 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 Investments . 64,464 57.607
Hedging Collateral Deposits 38,691 77,784
Receivables - Net of Allowance for Uncoliectible Accounts of . o

$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 ~
713,100 572,776
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 5476 5,476
Intangible Assets 41,637 42,302
Other 10,609 15,677
' 307,508 310,576
Total Assets ) $3,889,935 $3,722,652

See Notes to Condenseq ConsoliQated Financial Statements

s
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National Fuel Gas Company - '
Consolidated Balance Sheets
{Unaudited)
December 31, September 30,
2005 : 2005
(Thousands of Doliars) .
CAPITALIZATION AND LIABILITIES
Capitalization:
Comprehensive Shareholders’ Equity
‘Common Stock, $1 Par Value
Authorized - 200,000,000 Shares;
“Issued And Outstanding — 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 Commeon Shareholder Equity Before )
items 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 1,118,012
Total Capitalization ) ' 2,438,072 2,348,595
"Current and Accrued Liablities
Notes Payable to Banks and
" Commercial Paper 74,800 -
Curmrent 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
» 508,118 459,857
Daferred Credits . o
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 Liahilities 64,360 66,339
Pension and Other Post-Retirement Benefit Liabilities 153,242 143,687
Asset Retirement Obligation - 41,647 41,411
Other Deferred Credits 74,103 64,742
L. 943,745 914,100
Commitments and Contingencies - -
$3,889,935 $3,722 652

- Total Capltalization and Liabilities

See Notes to Condensed Consolidated Financial Statements
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Consolidated Statements of Cash Flows Page 124
{Unaudited)
Three Months Ended
December 31,

(Thousands of Dollars) 2005 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 Sub5|d|ar|es Net of _ .

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

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

- Hedging Collateral Deposits 39,093 973
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 Accruals and Current Liabilities ' - (954) 14,605
Other Assets (3,083) (13,894)
Other Liabilities . 16,394 18,560

Net Cash Provided by Operating Activities : 20,569 59,127

INVESTING ACTIVITIES , ) . o
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) "+ (3,509)
Cividends Paid on Common Stock | . ) (24,445) (23,210)
Net Proceeds from Issuance of Common Stock - . 2,570 3,452

Net Cash Provided by (Used in} Financing Activities . 57,254 . (9,967)

Effect of Exchange Rates on Cash .47 5,339

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

Cash and Temporary Cash Investments at October 1 . 57,607 57,641

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
Net Income Available for Common Stock $57.419 $50,438
Other Comprehensive Income, Before Tax: '
Foreign Currency Translation Adjustment 255 30,984
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 Financial 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 Derivative Financial Instruments T : ‘
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

§ee Notes to Condensed Consolidated Finénclal Statements
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Iltem 1. Financial Statements (Cont.) ‘

National Fuei Gas Company
Notes to Condensed Consolidated Financial Statements

{(Unaudited)

Note 1 - Summary of Significant Accounting Policles

Frinciples of Consolidation. The Company consolldates its majority owned entities. The equity
method is used to account for minority owned entilies. 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
dunng the reporting period. Actual resulls could differ fram 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 alt 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 consolidated financial statements will be examined by the
Company's independent accountants after the end of the fiscal year.

. The earnings for the three months ended December 31, 2005 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 seasonal nature of the heating business in the Ulility and Energy Marketing segments
earnings during the winter months normally represenl 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 matunty 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 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 $18.4 million at December 31, 2005, is reduced to zero by September 30 of each year as
the inventory is replenished.

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

1-
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ltem 1. Financlal S$tatements {Cont.)
Al December 31, 2005 At Septermber 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
Available for Sale 6,288 5,546
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 stock by the weighted average number of common shares outstanding for the
period. Diluted eamnings per common share reflect the potential dilution that could occur if securities or
other contracts o issue common stock were exercised or converted into common 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 exciuded 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, voting 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 perieds 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 Oclober 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 payments, including stock options.
The Company has chosen to use the modified version of prospective application, as allowed by SFAS
123R. Using the modified prospecllve application, the Company is recording compensation cost for the
portion of awards granied prior to Oclober 1, 2005 for which the requisite 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 fallow 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 easier to administer than the Binomial option-pricing model. Furthermore, since
the Company does not have complex stock-based compensation awards, it does not belleve that
compensation expense would be materially different under either model. ‘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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totaled approximately $149,000 and $164,000, respeclively, 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 quarlers 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 Company
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 106
Deduct: Total Stock-Based Employee Compensation Expense
Determined Under Fair Value Based Method for all Awards, Net
of Related Tax Effects (362)
-Pro Foma Net Income Available for Common Stock $ 50,182
Eamings Per Common Share:;
Basic-As Rﬂplorted $ 0.61
Basic—Pro Forma $ 0.60
_ Diluted~As Reported : _ ‘ $ : 0;60
Diluted~Pro Forma $ 059

Stock Optlon

Transactuons durmg the quarter ended December 31, 2005 were as foliows (in thousands except
opuon prices and years):
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: Weighted

Weighted Average

Average Remaining Aggregate

Number Exercise Contractual Intrinsic
of Options Price Life (Years} Value

Options Outstanding at September 30, 2005 10997 $ 93.78
Granted _ _
Exercised (178) 21.24
Forfeited _ _
Options Outstanding at December 31, 2005 10819 $ . 2382 438 . 79.699

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 million, 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 fromn 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. No stock opfions were granted or became fully vested during the quarters ended
December 31, 2005 and December 31, 2004, As of December 31, 2005, unrecognized compensation
expense related to stock options totaled approximately $0.2 million, which will be recognized over a
weighted 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 mode! with the following weighted average assumptions:

Three Months Ended

December 31,
TorTtTTTT TTT2006 T T 2004
Risk Fre'ellnterest Réte . 4.04% " 4.81%
Expected Life (years) ' 6.6 5.7
Expected Volatility 21.2% 21.9%
Expecled Dividend Yield (Quarterly) ‘ 1.10% | 1.06%

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 optton The expected life and expected valatility are based
on historical experience. .

The Company used a forfelture rate of 13.6% for caiculatlng' stock-based compensation expense
related to stock options- and this rate is based. on' historical experience of the Companys 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 Outstandmg at September
30, 2005 65 $ 24.46
Granted - _
Vested (8) 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 recogmzed 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 setllement are conditional on a future event that may or may not be within the controt of the
Company.- Under this standard, a company must record a liabllity 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 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.

- -n-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 errars in the future.

Note 2 - Income Taxes

The components of federal, state and foreign income taxes Included in the Consolldated
Statement of Income are as follows (in thousands)

5




NEG-3-1
Witness: Bauer
. Page 131
. Item 1. Financial Statements (Cont.)
Three Months Ended
December 31,
2005 2004
Operating Expenses:
Current Income Taxes
Federal ) $14,311 $23,742
State 4,814 8,525
Foreign 72 68
Deferred income Taxes : ]
Federal 10,870 (2,182)
State : 1,695 (960)
Foreign 4,088 532
35,850 . 27,725
Other Income:
Deferred Investment Tax Credit (174) - (174)
Discontinued Operations ‘ - 1,_968
Total Income Taxes $35676 - $29,519

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

. o - Three Months Ended
: ’ December 31,
2005 ' 2004
u.s. ) $79,630 $68,582
- -Foreign 13,465 . 11,375
’ $93,095 $79,957

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): . '
Three Months Ended’

December 31,
2005 . 2004

Income Tax Expense, Computed at ) _

Statutory Rate of 35% : : $32,583 $27,985
increasé (Reduction} in Taxes Reéulﬁng From: ‘ . '

State income Taxes 4,231 3617

Foreign Tax Differential ~{557) (1,399)

Miscellaneous : : ' ~ (581) {684) _

. Total Income Taxes ) . $35676 . $20519 _

Significant components of the Co'mp_éﬁy's deferred tax liabilities (éssets) were as follows {in

. . thousands): :
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At December 31, 2005 At September 30, 2005

Deferred Tax Liabllities: :
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 2877 - 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 500,982 488,720

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 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 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 camryover
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 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 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 liability has been recorded on the Consolidated Balance
Sheet at December 31, 2005. . The Company expects to recoverits enwronmental clsan-up costs 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 Foerm 10-K, the Company is currently not aware of any material additional exposure to
environmental liabilities. However, adverse changes in environmental regulations or other faclors 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. White
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 condmon 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 o the U.S. dollar, caused the value of
the assels 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 International segment.

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

Three Months Ended
December 31,

(Thousands) ‘ . 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 Interesl 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 repartable segments and reconciliations to
consolidated amounts. As stated in the 2005 Form 10-K, the Company evaiuates segment performance
-based on income before discontinued operations, extraordinary items and cumulative effects of changes
i 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 segment'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)

Exploration Total Corporate and
Pipeline and and Energy Reportable Intersegment Total
Utifity Siprage 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 s - 5§ - $213 $25,440 $4,527 $(29,967) s -
Segment Profit (Loss): )
Net Income {Loss) $21,715) $15850 °  $17435 $987 81,464 $57,489 $570 $(640) $57,419
Quarter Ended Decemnber 31, 2004 (Thousands)
Exploration Total Corporate and
Pipeline and and Energy Reportable _Intersegment Total
Utility Storage Production  Marketing Timber Scgments All Other Eliminations Consolidated
Revenue from Extemal :
Customers $316,829 $32,445 $71,838  $63,494 $12,995 $497,601 $2,682 s - $500,283
Intersegment Revenues $4,305 $20,599 3 - : - $ - $24,904 $1,080 $(25,984) R
Segment Profit (Loss):
Income (Loss) from . . .
" Continuing Operations  $18,072 $12,277 $13,923 $750 $753 $45.715 $600 $(1,545) $44,830
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Note 7 - Intangible Assots

The components 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  Amaortization  Amount Amount
Intangible Assets Subject to Amortization
Long-Term Transportation Contracts $8,580 $(3,118)  $5.,462 $5,729
Long-Term Gas Purchase Contracts 31,864 (3,831) 28,033 28,431
Intangible Assets Not Subject to-
Amortization
Retirement Plan Intangible Asset 8,142 - 8142 . 8,142
$48,586 $(6,949) $41637 $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 miliion and $0.4 million for 2009 and 2010, respectively.

Amortization expense for the long-term gas purchase contracts is estimated to be $1 .2 million far
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 Pe-riodic 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 C 6,446
Expected Return on Plan Assets . (12,486) (12,386) . . {5,576) (4,715)
Amortization of Prior Service Cost 239 257 oA 1
-Amortization of Transition Amount’ - - . 1,782 1,782
Amortization of Losses 5,777 2,618 5,850 3,116
Net Amortization and Deferraf -

For Regulatory Purposes (Including : o

Volumetric Adjustments) (1) . {1,528) 883 {2,684) {713)
Net Periodic Benefit Cost $6,155 $5,321 $8,081 $7,455

. 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
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Employer Contributions. During the three months ended December 31, 2005, the Company .
contributed $1.8 million to its retirement plan and $7.8 million to its post-retirement benefit plan. In the .
remainder of 2008, the Company expects to contribute in the range of $13.0 million to $18.0 million to its

retirement plan and to contribute in the range of $25.0 million to $32.0 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
liem 7 of the Company's 2005 Form 10-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 December 31, 2005 compared
to earnings of $50.4 million for the quarter. ended December 31, 2004, As previously discussed, the
Company began presenting iis 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 $57.4 million for the quarter ended December 31, 2005
compared to eamings from continuing operations of $44.8 miilion for the quarter ended December 31,
2004. The increase in eamings from continuing operations of $12.6 million is primarily the resuit of
higher earnings in the Utility, Pipeline and Storage, and Exploration and Production segments. 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.

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 - 3,973
Exploration and Production 17,435 13,923 3,512
Energy Marketing- 987 750 237
Timber 1,464 753 711
Total Reportable Segments 57,489 45,775 11,714
All Other 570 ~ B0O "(30)
Corporate ! (640) (1,545 805
Total Earnings from Continuing _Qeratlons 57,418 ~ 44,830 12,588
.| Eamings from Discontinued Operations - 5,608 {5,608
Total Consolidated $57 419 $ 50,438 $6,981

" ncludes eamnings from the former International segment’s activity other than the activity from the

Czech Republlc operations included in Earnings from Discontinued Operations.

Utility
Utility Operating Revenues
: , . increase
Three Months Ended December 31 (Thousands) 2005 2004 (Decrease
Retaill Sales Revenues: ' - o
Residential $344,873 . $255,066 $89,807
Commercial 56,890 - 41,783 15,107
Industrial 4,452 2143 2,309
. 406,215 298,992 107,223
'} Transportation 26,916 20,980 . . 5,956
Other : 2,469 1,182 | . 1,287
$435,600 $321;134 | . $114,466
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Utility Throughput

: : Increase
Three Months Ended December 31 (MMch 2005 2004 _ (Decrease)
Retall 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
Degree Days
. Percent
Three Months Ended T ’ Colder (Warmer) Than
December 31 Normal 2005 2004 Normal Prior Year
Buffalo 2,260 2,210 2,172 (2.2) 1.7
Erie 2,081 2,048 1,997 (1.6) - 2.6
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 dofar 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 to fiscal years 2002 through
2005. The impact of the New York rate case settlement, which became effective in August 2005, was to
increase operating revenues by $7.4 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 10 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
Jurisdiction, earnings increased $1.8 million. The increased earnings-in the New York jurisdiction largely
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 million), higher pension expense ($0.6

“million}, and higher interest expense ($0.6 miiion). 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 mcreasa more than offset sllghtly higher bad
debt expense ($0.6 m|ll|0n)

The impact of weather variations on eamings in the New York junsdictxon 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 earnings for the New York rate
{urisdiction. For the quarters ended Décember 31, 2005 and December 31, 2004, the' WNC preserved

. $0.5. million and $1.3 million of eamings, respectwely. 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 19,080
Interruptible Transportation 3,723 1,662 2,061
: 106,545 85,404 21,141

2005 Compared with. 2004

Operating revenues 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 miflion). 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 preliminary
project costs associated with the Empire State Pipeline Expansion project ($0.7 million) and the impact of
lower pension expense {$0.2 million). |

EXpioqatlon and Production

Exploration and Production Operating Revenues

o . Increase
Three Months Ended December 31 mmusands) 2005 2004 (Decrease)
Gas (after Hedging) $49,341 $42,744 $6,597
Oil (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 Preduction (MMcf)
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)
Oll Production Mbbi} .
Gulf 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
Waest Coast $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 miflion for the
quarter 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 after 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 432,000 barrels. Most of
the decrease. in gas and oil prdductlon occurred in the Gulif 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 Guif of
Mexico production back on line. The remaining 13% continues to wait on pipeline and facllities repair.
These repairs may be completed within the next six months.*

The Exploration and Production segment's eamings 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 aftributable 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
Exploration and Productlon segment expenenced h[gher lease operatlng costs ($2.0 million), primarlly 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) $145,523 $63,489 - $82,034
Other 37 5 32
$145,560 $63,494 $ 82,066
Energy Marketing Volumes
’ Increase
Three Months Ended December 31 20056 2004 {Decrease)
Natural Gas — (MMcf) 8,975 8,007 1,968

2005 Compared with 2004

Operating revenues for the Energy Markethg 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 higher gas sales revenue due to an increase in the price of natural gas and, to 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) resultmg from higher throughput

offset by an increase in operating expenses ($0.3 million).

Timber

Timber Operating Revenues

. Increase

Three Months.Ended December 31 (Thousands) 2005 2004 | . (Decregase
't Log Sales $6,256 $4.876 $1,380
Green Lumber Sales ... . . ... __ ... . 1,462 1,446 16
Kiln Dry Lumber Sales 8,500 6,274 2,226
Other 713 399 314
Operaling Revenues $16,931 $12,985 $3,936

Timber Board Feet :

. . C Increase
Three Months Ended December 31 (Thousands} 2005 2004 (Decrease)
Log Sales 2,491 1,745 746
Green Lumber Sales 1,974 2,164 (180}
Kiln Dry Lumber Sales 4,486 | 3,366 1,120
8,951 7,275 1,676

-26-




NFG-3-1
Witness: Bauer
Page 142

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

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 miliion 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. Favorabie weather conditions allowed for the harvesting 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 guarter ended December 31, 2005 were $1.5 miliion, an
increase of $0.7 million when compared with eamings 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 partlally 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 million for the quarter ended December 31, 2004. This improvement was
principally due to an increase in interest tncome resulting from the investment of proceeds received from
.the sale of UE. in July 2005,

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

Internally 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 unconsolidated 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 to period because of the impact of rate cases. in the Utility segment, supplier refunds,
over- or under-recovered purchased gas costs and weather may also significantly impact cash flow. The
-impaci 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 prowded by operatlng 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
Cormpany uses various derivative financial instruments, including price swap agreements and no cost
collars 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
activities for the three months ended December 31, 2004. This decrease can be attributed to the timing
of gas cost recovery in the Utility segment. It 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 collateral deposits for
the quarter ended December 31, 2005 in the Exploration and Production and Energy Marketing
segments. Hedging collateral deposits serve as collateral for open positiorts on exchange-traded futures
contracts, exchange-traded options and over-the-counter swaps and collars.

InvestinglCash Flow

Expenditures for Long-Lived Assets

The Company's expenditures for Iorig~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 mitlions of dollars)

Total
Expenditures for
Long-Lived Assets

Utility $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 Utility capi!al 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 service
Ilnes

Pigeline and Storage

The majority of the Pipeline and Storage capital 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 .

The Company continues to explore various opportunities to expand its capabilities to transport
. gas to the East Coast, either through the Supply Corporation or Empire systems or in partnership with
others. In October 2005, Empire filed 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
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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 wiil be designed to move up to
approximately 250 MDth 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 quarters ended December 31, 2005 and
December 31, 2004, respectlvely

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 MDih of natural gas per day.* The targeted in-service date is late in calendar 2007 or early in
calendar 2008." The Company anticipates financing this project with cash on hand andfor 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 il. There have been no’ costs incurred by the Company related to this pro;ect as of
December 31, 2005.

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
reglon ($24.0 million for the off-shore program in the Gulf of Mexico), $9.4 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 ended December
31, 2006 were made for.purchases of equipment for Highland's sawmill and kiln operations.

Corporate and All Other -

- -—————The-majerity-of. 4he-Cerperat'e—and-AlL-cher capital—expendItures_for_the_three_months -ended
December 31, 2005 were for. the constructuon of a distributed generat:on fac:luy 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 oil and gas properties, timber or natural gas storage facilities and the
expansion of natura! gas transmission line capacities. While the majority of capital expenditures in the
Utllity 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

. Consdlidated sriort-term debt increased $74.8 million during the three months ended December
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 partnerships, 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-terrn 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 fines 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 committed credit facility which totals $300.0 million and extends through September 30, 2010.
The Company plans o 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 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 ralings 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 pravided 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 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.” i

The Company’s 1974 indenture, pursuant to which $399.0 mnll:on (or 35%) of the Companys
- fong-term debt (as of December 31, 2005) was issued, contains a cross-default provision whereby the
fallure by the Company to perform certaln abligations 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 (ii)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
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 (1} the Company or any of its significant
subsidiaries fails to make a payment when due of any principal or interest on any other indebtedness
- aggregating $20.0 milfion or more or (ji) an event occurs that causes, or would permit the holders of any
other indebtedriess aggregating $20.0 million or more to cause, such indebtedness to become due prior
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 long-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 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, 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
transactions. It is expected that this share repurchase program will be funded with cash provided by
operating activities andfor 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 wnll
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 operatlng 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, meters, computer equipment and
other items and are accounted for as operating leases. The Company's unconsclidated subsidiaries,
which are accounted for under the equity method, have capltal 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 capital lease commitments. .

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 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 Ilquldlty position, nor have a material
adverse effect on the financial condition of the Company.”

' -Market Rlsk Sansitlve Instruments

For a complete discussion of market risk sensitive Instruments, refer to "Markel Risk Sensitive
Instruments” in Item 7 of the Company's 2005 Form 10-K. There have been no subsequent material
- changes to the Company § exposure to market risk sensmve instruments.

“.Rate and Regulatory Matters

Energy Policy Act
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On August 8, 2005, President Bush signed into law the Energy Palicy 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 eleclric utility holding company systems, and medifies the jurisdiction of
FERC over certain mergers and acquisitions involving public utiliies 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 Holding 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 thése or future legisiative 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 refated
proceeding at the state level and new regulatlons 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 authorities.

- 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
advocste for large commercial and industrial customers), natural gas marketers and others, filed
responsive testimony recommending a base rate decrease, among cther 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. 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 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 agreement and thereafier, the retum on equity level above which eamlngs must
be shared-with-rate. paye:s-will-be-‘l-i,i/o.- _— — et

Pannsylvania 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 perforrn 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 .
setlement. 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. o
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Plpellne ‘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 aiso
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-systern 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, wauld 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 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 necesslty of filing a rate case in
the future. Among the issues that will be resolved in connection with Empire’s FERC application to buiild
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
.-~ —(eurrently-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 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 palicy 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 estmated 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 material additional exposure to environmental liabilities. However, adverse changes in.
enwronmental regulations or other factors could |mpact the Company.*
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For further discussion refer to Note G - Commitments and Contingencies under the heading
"Environmental Matters” in ltem 8 of the 2005 Form 10-K, and to Part 1], ltem 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 io 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 Poficies.

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 Seécurities Litigation Reform
" Act of 1995 for any forward-looking statements made by, or on behalf of, the Company. Forward-looking
" statements inciude statements concerning plans, objectives, goals, projections, strategies, future events
or performance, and underiying 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 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 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, befiefs 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
....———partiesbut-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 matiers 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 ¢hanges in tax,
environmenial, safety and employment laws and regulatlons and changes in Jaws and regulations
- relating to repeal of the Holding Company Act

2. - Changes in economic conditions, including economic disruptions caused by terrorist activities, acts
of war or major accldents )

3. Changes in demographic’ pattems and weather conditions, includlng the occurrence of severe .
- . weather, such as hurricanes ‘

4,  Changes in the avallabillly and/or price of natural gas or oil ann the effect of such changes on the
accounting treatment or valuation of derivative fi nanmal instruments or the Company‘s natural gas
and oil reserves;,
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Item 2. Management's Discussion and Analysis of Financial Condition and Results' of Operations (Cont.) .

5.

6.

7.

10.
1.

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 ciaims agéinst the Company. C _ ' .

Impairments under the SEC's full cost ceiling test for natural gas and oil reserves;
Changes in the availabiiity and/or price of derivative financial instruments;
Changes in the price differentials between various types of oit;

Fallure of the price differential between heavy sour crude oil and light sweet crude oil to return to
its historical norm;

Inability to obtain néw custome}s 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;
Significant changes 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;

The nature and projected profitability of pending and potential projects and other investments;

QOccurrences 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 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 econormcaliy viable natural gas and oil
reserves; . : -

Significant changes from expectations in the Company's actual productlon |evels for natural gas or
oil; .

Regarding foreign operations; changes in trade and monetary policies,’ inflation and éxchange
rates, taxes, operating conditions, laws and regulations re!ated to foreign operations and political
and govemmental changes;

' Signiﬂcant 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 to occur;

Changes in accounting principlés or the 'a'pplication of such principles to the Company;

Changes In actuarial assumptions and the return on assets w1th respect to the Company s
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. Item 2. Management's Discussion and Analysis of Financial Condition and Results of Operations (Conct.)

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 circumnstances after the date hereof.

Item 3. Quantitative and Qualitative Disclosures About Market Risk

Refer to the "Market Risk Sensitive insiruments” section in {tem 2 — MD&A.
Item 4.‘ Controls and Procedures
Ev.aluatlon 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 managernent, including its principal executive and-
. principal financia! 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 Iutemal 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 extemal 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. materlally affect, the
Company's lnternal control’ over financial reporting.

Part Il. Other Information

item 1 Legat Proceedlngs

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 Ortef 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 (1) fraudulently participated in
and concealed such alleged.underpayment, and (i) induced Seneca’s alleged breach of such leases.
. Plaintiffs seek an accounting, declaratory and related injunctive relief, and compensatory and exemplary
o . damages. Defendants have denied each of plaintiffs’ material substantive allegatnons and set up twenty-
. . five affirmative defenses in separate verified answers.
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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 Emptre Exploration, Inc). On December 23,

Iltem 1. Legal Proceedings (Cont.)

2002, the-court granted certification of the proposed class, as modified to exclude those leaseholders
whose leases provide for calculation of royallies 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 forma!l 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 attorneys for the class entered into a Stipulation of
Settlement, under which (i) the class would be expanded for purposes of setflement to include similarly
situated persons entitled to royalties on natural gas production in Pennsylvania, (ii) the Company would
pay $2.25 million to the plaintiffs to settle all damages, interest, legal fees and costs, and {iii) 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, 20086, the judge issued
an order approving the setflement as fair, reasonable and adequate. The Company's balance sheets at
December 31, 2005 and September 30, 2005 include a liability for the $2.25 million settiement.
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 Veima Arlene Fordham, alleges that Distribution Corporation's
denial of natural gas service in November. 2000 to the plaintiffs 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 has denied plaintiffs material allegations, set
up seven affimative defenses in separate verified answers and filed a cross-claim against the co-
. defendant. Distribution Corporation believes, and will vigorously assert, that plaintiff's aillegations lack
- merit. The Court changed venue of the action 10 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 maotion. A trial date has been scheduled for February 27, 2006,

On December 22, 2003, the Pennsyivanla Department of Envnronmental 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 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-DER's-findings-are-factually-incorrect-an' arbitrary-exercise-of-the- DEP’s-functiors-and-duties, and
contrary to law. Also on January 9, 2004, Sensca 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 timber harvesting operations pursuant to the terms of the settiement. 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 Titie 25 of the Pennsylvania Code, governing earth disturbance activities of greater
than 25 acres. The DEP lakes 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 dlsturbs less than 25 acres.

The Company belleves, based on the information presently known, that the ultimate resolutioﬁ 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 cutcomes, individually or in the agaregate,
.could be material to results of operations or cash flow for a particular quarter or annual period.”

{tem 1. Legal Proceedings (Concl.)

For a discussion of various environmental and other matters, refer to Part f, item 1 at Note 4 and
Part |, item 2 - MD&A of this report under the heading “Environmenta!l 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 slate and federal laxes, 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 posifion, nor have a material adverse. effect on the
financiat condition of the Company.®

Item 1A. Risk Factors

For a complete discussion of risk factors, refer to “Risk Factors” in Item 1A of the 2005 Form 10-
K. There have been no subsequent materiat changes to that disclosure.

ltem 2. Unreqistered 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 | 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 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 - . -
-Dec—4-31-2005 47,953 ——$32:05 - 8;600,000
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) 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 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 common stock. Repurchases may be made from time to time in the
open market or through private transactions. - .

ltem 6. Exhibits

(g) Exhibits

Exhibit .
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Description of Exhibit

10.1

10.2

12

3.1

31.2

32

99

~ Twelve Months Ended December 31, 2005 and 2004.

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.

Statéments 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 906 of the Sarbanes-Oxiey Act of 2002.

National Fuet Gas Company Consolidated Statement of Income for the .

-30-




NFG-3-1
Witness: Bauer
Page 155

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)

{sf R. J. Tanski
R. J. Tanski .
Treasurer and Principal Financlal Officer

s/ K. M. Camiolo
K. M. Camiclo . :
Controller and Principal Accounting Officer

Date: February 9, 2006
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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 organization) 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 reporls 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 farge 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.
| ST L T, T e - e e ]
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Frequently used abbreviations or acronyms:

Natlonal Fuel Gas Companies

The Registrant, the Registrant and its subsidiaries or the Registrant'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 Stale Pipeline .
ESNE Energy Systems North East, LLC
Highland Highland Forest Resources, Inc.
Horizon Horizon Energy Development, Inc.
Horizon LFG Horizon LFG, Inc.
Horizon Power Horizon Power, Inc.
Leidy Hub Leidy Hub, Inc.
Model City . Model City Energy, LLC
National Fuel National Fuel Gas Company
NFR Natronal Fuel Resources, Inc.
Registrant National Fuel Gas Company
SECI Seneca Energy Canada Inc.
Seneca Seneca Resources Corporation
Seneca Energy Seneca Energy If, LLC
Supply Corporation National Fuel Gas Supply Corporahon
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 Pennsyivania Public Utility Commission
SEC Securities and Exchange Commission
Other
2005 Form 10-K The Company's Annua! Report on Form 10-K 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
Bhl Barre! (of oil)
Bcef Billion cubic feet (of natural gas)
Board foot A measure of lumber and/or timber equal 1o 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 expendilure
Cashout revenues
Degree day -

Derivative

of one pound of water one degree Fahrenheit.

Represerits additions to property, plant, and equipment, or the amount of
money a company spends to buy capital assets or upgrade its existing
capital assels.

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 on the

extent to which the-daily average temperature falis below a reference
temperature, usually 65 degrees Fahrenheil.

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, efc.). The terms also permit for the instrument or contract to be
settled net, and no initial net investment is required to enter into the
financial instrument or contract. Examples include futures contracts
options, no cost collars and swaps.
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GLOSSARY OF TERMS (Cont.}

Dth

Energy Policy Act

Exchange Act

Expenditures for
long-lived assets

FIN 47

Firm transp()rtation
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

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 Policy Act of 2005

Securities Exchange Act of 1934

includes capital expendilures, stock acquisitions and/or investments in
parinerships.

FASB Interpretation No. 47, Accounting for Conditional Asset Retirement
Obligations - an interprelation 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 customeris -
obligated to pay whether or not the service is utilized.

Accounting principles generally accepted in the United Stales 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, andfor 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
confractual 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 to clarify Order 667 entitled "Repeal of the
Public Utility Holding Company Act of 1935 and Enactment of the
Public Utility Holding Company Act of 2006" '

An order issued by FERC entitled “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 equipmerit and operating methods. .

Reserves that are expected to be recovered from new wells 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

Public Utility Holding Company Act of 2005 '

The unproduced but recoverable oll and/or gas in place in a formauon
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 to -

extend the same process fo retail mass markefts.
Statement of Financial Accounting Standards

-
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. GLOSSARY OF TERMS {Concl.)
SFAS'3 Statement of Financial Accounting Standards No. 3, Reporting
Accounting Changes in Interim Financial Stalements
SFAS 123 Statement of Financial Accounting Standards No. 123, Accounting
for Stock-Based Compensation '
SFAS 123R Statement of Financial Accounting Standards No 123R,
Share-Based Payment
SFAS 143 Statement of Financial Accounting Standards No. 143, Accounting for
Asset Retirement Obligations
SFAS 154 Statement of Financial Accounting Standards No. 154, Accounting
Changes and Error Corrections
Stock acquisitions Investments in corporations.
Unbundled service A service that has been separated from other services, wnth rales
charged that reflect only the cost of the separated service.
WNC Weather normalization clause; a clause in utility rates which adjusts

customer rates to alfow a ulility {o recover its normal operating costs
calculated at normal temperatures. [f ternperatures 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
ltem-1. Financial Statements (Unaudited)
a. Consolidated Statements of Income and Earnings Reinvesled in the ,
Business - Three and Six Months Ended March 31, 2006 and 2005 6-7
b. Consclidated Balance Sheets — March 31, 2006
and September 30, 2005 8-9
¢. Consolidated Stalement 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 Resulls of Operations : 25-41
Item 3. Quantitative and Qualitative Disclosures About Market Risk 41
ltem 4. Controls and Procedures 41-42
Part li. Other Information
ltem 1. Legal Proceedings . 42-43
ltem 1 A. Risk Factors , 43 - 44
. ltem 2. Unregistered Sales of Equity Securities and Use of Proceeds 44
Item 3. Defaults Upon Senior Securities .
| Item 4. Submission of Matters to a Vote of Schrity Holders 45
Item 5. Other Information . _ . .
Item 6. Exhibits . : 45 - 46
Signatures ' K 47

+ The Company has nothing to report under this item.

. Reference to "the Company” in this report means the Registrani or the Registrant and ils
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-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 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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' Page 162
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 Amoriization 44,278 44,632
' 752,014 615,175
Operating Income 138,967 120,667
Other Income (Expense): '
Income from Unconsolidated Sub5|d|anes 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 121,286 106,712
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
(20086 - $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 Outstandmg .
Used in Basic Calculation 84,346,733 .83,313,191

Used in Diluted Calculation

86,253,597

See Notes tq Condensed Censolidated Financial Statements
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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 1,985 1,239

Interest Income’ 2,008 - 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 78,542 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 $793,408
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 Operations $1.58 $1.28
Income from Discontinued Operations - 0.15
Net Income Avallable for Common Stock $1.58 $1.43

Weighted Average Common Shares Outstanding: , :
Used in Basic Calculation 84,385 140 83,231,435
86,256,515

Used in Diluted Calculation

See Notes t0.Condensed Consolidated Financial Stalements
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* Consolidated Balance Sheets
(Unaudited) . .
March 31, September 30,
2006 2005 .
(Thousands of Dallars) . ‘
ASSETS
Property, Plant and Equipment $4,535,882 $4,423,255
Less - Accumulated Depreciation, Depletion .
and Amortization 1,639,493 1,583,855
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 - 65469
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 Unconsolidated Subsidiaries 11,491 12,658
Goodwill : 5476 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 Consolidated Financial Statements
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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, ReSpectwely $83,920 $ 84,357
Paid in Capital 540,388 529,834
Earnings Reinvested in the Business 877,599 813,020
Total Common Shareholder Equity Before
Items of Other Comprehensive Loss 1,501,907 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 Portion 1,114,371 1,119,012
Total Capitalization 2,497,030 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 Payable 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 fo Customers 11,070 11,009
Unamortized Investment Tax Credit 6,445 - 6,796
Cost of Removal Regulatory Liability 93,092 90,396
Other Regulatory Liabilities . 58,886 66,330
Pension and Other Post-Retirement Benefif Uabnlutues 156,582 143,687
Assel Retirement Obligation 42,216 41,411
. Other Deferred Credits 72,968 64,742
. 943,406 914,100
Commitments and Contingencies - - -
Total Capitalization and Liabillties $3,913,567 $3,722,652
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’ {Unaudited)
' Six Months Ended .
’ March 31,
(Thousands of Doillars) . - 2008 2005

OPERATING ACTIVITIES

Net Income Available for Common Stock $136,013 '$121,120
Adjustments to Reconcile Net Income 1o Net Cash
Provided by Operating Activities:

Depregciation, Depletion and Amortization ‘ 87.324° 96,285
Deferred Income Taxes : (1,435) - (3,982)
Income from Unconsolidated Subsidiaries, Net of o
Cash Distributions o 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 X , 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 25342
Other Accruals and Current Liabilities 139,020 153,928
Other Assets ’ (11,837) o (13,191
Other Liabilities : . 19,107 11,989
Net Cash Provided by Operating Activities : 243,190 : 246,016
" INVESTING ACTIVITIES .
Capital Expenditures {134,961) Lo {114,624)
Net Proceeds from Sale of Oil and Gas Producing Properties 4 a5
Other (1,396) 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 - 6,516 -
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) (91,086)
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 © o $103,507

. See Notes to Condensed Consolidated Financial Statements
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National Fuel Gas Company Witness: Baver
Consolidated Statements of Comprehensive Income Page 1
{Unaudited)
Three Months Ended
March 31,
(Thousands of Dollars) 2006 2005
Net Income Available for Common Stock $78.594 $70,683
. Other Camprehensive Income (Loss), Before Tax: '
Foreign Currency Translation 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’ 21,618 " (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 Cumulalive Translalion
Adjustment : ~ - 363
Income Tax Expense Related to Unrealized Gain '

on 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 :

n Net Income 10,000 6,671
Income Taxes — Net 18,726 (31,415)
Other Comprehensive Income {Loss) 28,816 {59,788)
Comprehensive Income - B : ) $107,410 $10,895

See Notes to Condensed Consolidated Financial Statements
11-




' NFG-3-1
Item 1. Financial Statements (Cont.) Witness: Bauer

Page 168
National Fuel Gas Company
Consolidated Statements of Comprehensive Income - .
(Unaudited) .
Six Months Ended
. March 31,

(Thousands of Dollars) 2006 2005

Net Income Available for Common Stock $136,013 $121,120

Other Comprehensive Income (Loss), Before Tax:

Foreign Currency Transiation Adjustment (736) 22,900

Unrealized Gain on Securities Available for Sale Arising

During the Period 2,263 1,331

Unrealized Gain (Loss) on Derivative Financial Instruments

Arising During the Period 62,615 {80,232)

Reclassification Adjustment for Realized Gains on

Securities Availabie 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)
Redlassification 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 ) 24586 - 13,582
Income Taxes — Net ) 49,487 (16,382)
Other Comprehensive Income (Loss) 78,380 . (4,410)
Comprehensive Income $214,393 $116,710

See Notes to Coridensed Consolidated Financial Slatements
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National Fuel Gas Company
Notes to Consolidated Financial Statements

(Unaudited)

Note 1 - Summarylr of Significant Accounting Policies

Principles of Consolidation. The Company consafidates its majority owned enlities. The equity method
is used to account for minority owned entities. All significant inlercompany 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 liabilities at the date of the financial staterments 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 reporied 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 consclidated 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 eamings for the six months ended March 31, 2006 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 Marketing 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 that those segments are expected to
achieve for the entire fiscal year.

Consolidated Statement of Cash Flows. For purposes of the Consglidated Statement of Cash Flows,
the Company considers all highly liquid debt instruments purchased with a maturity of ger\erally three
months or less to be cash equivalents. .

Hedding Collateral Deposlts. 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 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 teplenished 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 $121.8
million at March 31, 2006, 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 ' .

Translation Adjustment 27,273 28,009
Net Unrealized Loss on Derivative

Financial Instruments -(45,695) {123,339)
Net Unrealized Gain on Securities .

Available for Sale : 708 __ 5,546
Accumutated 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 oulstanding 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 ar 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
calculation of diluted earnings per common share. For the quarter and six months ended March 31, 2006,
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 setlled as an adjustment to common stock {at par
value) with the excess repurchase price allocated between paid in capital and retained earnings. 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 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 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 vesling 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 accaunied 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
restrlcuons existed. : .

Effective October 1, 2005, the Company adopted SFAS 123R, which requnres the measurement
and recognition of compensation cost at fair value for all share-hased payments, including stock options.
The Company has chosen to use the modified version of prospective application, as allowed by SFAS
123R. Using the modified prospectlve application, the Company is recording compensatlon cost for the
portion of awards granted prior to October 1, 2005 for which the requnsne 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 calculaied using the
. Black-Scholes-Merton closed form model. The Company has chosen the Black-Scholes-Merton closed
. form model 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 quarter 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 consalidated 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, .
2005. - C

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 compensation 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 C

Related Tax Effects | : - 317 680
Pro Forma Net Income Available ' : _ ) C

For Common Stock L $70.464 $120645 -
Earnings Per Common Share: : ‘

Basic - As Reported - C : $0.85 $1.46

Basic - Pro Forma : : ' "$0.85 $1.45
_ Diluted -~ As Reported : $0.83 - - $143

Diluted ~ Pro Forma - , $0.83 . ' $1.42

™ 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 months ended Match 31, 2005.
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option prices and years):
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ended March 31, 2006 were as follows (in thousands, except

Weighted
Weighted Average '
Average Remaining Aggregate
Number Exercise Contractual Intrinsic
of Options Price Life (Years) Value

Options Outstanding at September 30, 2005 10,997 $ 23.78
Granted — —
Exercised (178) 21.24
Forfeited — —
Options -Outstanding at Decamber 31, 2005 10,819 23.82
Granted _ — h
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 oplions 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 options 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 miliion, 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 milion 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 weighted average grant date fair value of aptions granted during the
guarter ended March 31, 2005 is $4.62 per share. No stock options became fully vested during the
quarier ended March 31, 2005. As of March 31, 2006, unrecognized compensation expense related to
stock options totaled approxlmalely $124,000, WhICh will be-recognized over a weighted average penod 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 Binomiat option-pricing model with the following weighted average assumptions:

March 31,
2006 2005
Risk Free Interest Rate 4.04% 4.74%
Expected Life (years) 66 - 59
Expected Volatility 21.2% 21.0%
Expected Dividend Yield (Quarlerly) 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 stock option grants.

Restricted Share Awards

Transactions during the quaﬂer 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 Outstandrng at
September 30, 2005 65 5 24.46
Granted . : —_ —
Vested - {(8) 23.75
Forfeited — —
Restricted Share Awards Quistanding at .
: December 31, 2005 57 24 .56
. Granted — —
- Vested . (25) ' 24.50
Forfeited . — —
Restricted Share Awards Qutstanding at

" March 31, 2006 32 $ 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 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 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. ahd 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 . T (228) (2,228)
Foreign . 223 ° 2,590
78,542 . 70,457
- QOther Income:
Deferred Investment Tax Credit ) (348) . (348)
Discontinued Operations , ‘ - 9,837
Total Income Taxes - ' $78,194 $79,046

The 1.S. and foreign components of income before income taxes are as follows (in thousands):

Six Months Ended

" March 31,
2006 2005
U.s. . o $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 foliowing is a reconcrhatlon of this difference -

{in thousands):

Six Months Ended

March 31,
20086 2005
Income Tax Expense, Computed at » : : : )
Statutory Rate of 35% , : $74,972 $70,373
Increase (Reduction) in Taxes Resulting From: — :
State iIncome 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 o $78,194 . ~ $79,946
0 lndudas a $5.1 miilion deferred tax benefit relating to additional future tax deductions forecasted in the Exploraﬂon ' .
and Produclion segment's Canadian division. . :
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Significant components of the Company's deferred tax liabilities (assets) were as follows (in

thousands):
At March 31, 2006 Al September 30, 2005
Deferred Tax Liabilities: ,
Property, Plant and Equipment $578,038 $567,850
Other 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) (74,346)
' . : (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
Total Net Deferred Income Taxes $453,601 $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 milion 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, respectively.

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 certain
dividends received from foreign affiliates. in the quarter ended June 30, 2005, the Company received a
leldend of $72.8 IT'II"IOH from a foreign affiliate and recorded a tax of $3.8 million on such dividend.

A capital loss carryover of $20.6 million existed at March 31, 2006, 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 remamlng portion. Adjustments to the valuation allowance may be
necessary in the future if estlmates of capital gain income are revised.

Note 3 - Capltalization

Commeon Stock. During the six months ended March 31, 2008, 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 Cempany 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 amcount of 8 milion shares in the open market or through privately negatialed
fransactions. During the quarter ended March 31, 20086, the Company repurchased 825,250 shares under
this program, funded with cash provided by operating activities. At March 31, 2006, the Company had
made commitments to repurchase an additionat 16,600 shares of common stock. These commitments
were settled and recorded as a reduction of the Company's outstanding shares of commen stock in April
2006.

Note 4 - Commitments and Contingencies

Environmental-Matters. The Company is subject fo 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, 2006, the Company has esfimated 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 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 2005 Form 10-K
(referred to below), the Company is currently not awaré of any material additional exposure to
environmental liabilities. However, adverse changes in envirgnmental regulations or other factors could
impact the Company.

Other. In addition to the legal proceedings disclosed in Part ll, Item 1 of this report, the Company is
involved in other Iitigation 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 matlers 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 cond|t|on 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 resulled 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 fo sell its majority interest in U.E., the Company began presenting
the Czech Repubiic operattons which are primarily comprised of U.E., as discontinued operations in June
2005. L.E. was the major component of the Company's Intemnational segment. With this change in
presentation, the Company discontinued 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) 2005 2005
Operating Revenues $55,487 $99,462
Operating Expenses . 37,872 73,651
Operating income 17,615 25,811
Gther 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, Net of Taxes 2,405 3,342
Income from Discontinued Operations $6,702 $12,310

Note 6 ~ Business Segment Information.

The Company has five reporlable segments: Utility, Pipeline and Storage, Exploration and
Production, Energy Marketing, and Timber. The division of the Company's operations inte the reportab!e
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 (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 Total
Utility Storage  Production  Marketing Timber Segments Al Other Eliminations Consolidated

Revenue from External o
Customers $536,235 $39,346 138,719 $205.0§l $19,157 $889,518 3 1,075 b 388 $890,98]

Intersegment Revenues § 5,681 $19,711 $ - b3 -5 (23) $ 25,369 $2,057 $(27,426) $ -
Segment Profit: .
Net Income § 28,654 $16,892 325,845 s 3877 $ 2,242 £ 77,510 . % 46 $ 1,038 § 78,594

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 Elisinations 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 Rcvcnucs. $ 9,803  $41,006 $ - T - $ 50,809 $6,584 $(57393) % -
Segment Profit: : R
Net Income $ 50,407 $32,742 543,280 § 4864 5 3706 5 134,999 3616 $ 398 5 136013

Quarter Ended March 31, 2005 (Thousands)

Pipeline  Exploration Tatal . Corporate and
and and Energy | Reportable Intersegment Total

Utility Storage  Production Marketing Timber Segments All Other Eliminations Congolidated
"Reveénue from External
Customers $485,647 $36,029 $70,319 $124,565 318,971 $735,531 £ 3 s - 57.35.842
Intersegment Revenues 5,693 $21,517 $ - s -8 1 $ 27,211 $3.263 $(0474) § . -
Segment Profit (Loss): '
Income (Loss) from _ '
Continving Operations § 28,382 318,457 $11,230 3 2612 $ 2,893 ¥ 64,074 $ 652 $ (745) % 63,981

Six Months Ended March 31, 2005 (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 .
Customers . . $802,476  $68,474 $142,157 $188,059 $31,966 51.233,132. $2,994 5 - -$1,236,126
Intersegment Revenues § 9,998 42,116 § - 5 . £ 1§ s52,1s $4,342 ©OB(5645T) 8 -
Segment Profit (Loss):
Income (Less) from

Continuing Operations .S' 46,954 530,734 $ 25153 % 3,361 $ 1,646 § 109,848 - S$1,252 5 (2.250) § 108,810°
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-The components of the Company's intangible assets were as follows (in thousands}:

Intangible Assets Subjeét to Ameortization:

Long-Term Transportation Contracts
Long-Term Gas Purchase Conltracts
Intangible Assets Not Subject to
Amortization: <
Retirement Plan Intangible Asset

Aggregale Amoriizalion Expense:
{Thousands)
Three Months Ended March 31, 2006
Three Months Ended March 31, 2005
Six Months Ended March 31, 2006
Six Months Ended March 31, 2005

page 179
At September 30,
At March 31, 2006 2005
Gross Net Net
Carrying Accumulated Carrying Carrying
Amount  Amortization  Amount Amount
$8,580 $(3,385)  $5,195 $5,729
31,864 {4,230) 27,634 28,431
8,142 - 8,142 8,142
$48,586 $(7,615) $40,971 $42,302
$665
$665
$1,331
$1,331

Arnortiiation expense for the fong-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 expense for the long-term gas purchase contracts is estimated to be $0. 8 million for
the remainder of 2006 and $1.6 million annually for 2007 2008, 2009 and 2010.

Note 8 — Retirement Plan and Other Post-Reti}ement Benefits

Components of Net Periodic Benefit Cost {in thousands):

Three months ended March 3;1,

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 (lncludlng
Volumetric Adjustments) "

Retirement Plan

Other Post-Retirement Benefits

Net Periodic Benefit Cost

2006 2005 2006 2005
$4,104 $3.429 $2.007 $1,538
10,049 10,520 6.701 6446
(12,486)  (12,386) (5,576) (4.715)
239 257 1 1
- - 1782 4,782
5777 2618 . 5,850 3,116
1,907 2,723 2634 5948
$9,500 $7.161 $13,399 $14.116
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Six months ended March 31, - ' _ .
- Relirement Plan Other Post-Retirement Benefits '
2006 2005 2006 2005
Service Cost $8,208 $6,858 $4,015 $3,076
Interest Cost 20,098 21,040 13,402 12,892
Expected Return on Plan Assets {24,972) (24,772) (11,151) (9,430)
Amortization of Prior Service Cost 478 514 "2 2
Amortization of Transition Amount . - - 3,564 3,564
~ Amortization of Losses 11,554 5,236 11,701 6,232
Net Amortization and Deferral
For Regulatory Purposes (|nctud|ng
Volumetric Adjustments) " 379 3,605 {51) 5,235
Net Periodic Benefit Cost . $15,745 $12.481 $21,482 $21,571

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 Utility segment experiences higher throughput of natural gas In the winter months and lower
throughput of natural gas in the surmer months.

Employer Contributions. During the six months ended March 31, 2006, the Company contributed $10.5
million fo its retirement plan and $26.6 mitlion to its other post-retirement benefit plan. In April 2008, the
Company funded $8.6 million to its retirement plan and $2.2 million to its other past-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.

24-
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CRITICAL ACCOUNTING POLICIES

For a complele discussion of critical accounting policies, refer to "Critical Accounting Policies” in
ttem 7 of the Company's 2005 Form 10-K, There have been no material changes to that disclosure other
than as set forth below. The information presented below updates and should be read in conjunction with
the criticat accounting policies in that Form 10-K.

At 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 lo the
ceiling. A downward revision to reserves or prices could result 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
earnings of $70.7 million for the quarter ended March 31, 2005. As previously 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 Exploration 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 Eilisburg 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 earnings
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 primarity the result of higher earnings in the Utility,
Pipeline and Storage, Exploration and Production, and Energy Marketing segments, as well as in
Corporate operations, as shown in the table below. As mentioned above, earnings 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 earnings 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 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 afler 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)
| Utility $28,654 $28,882 $(228) $50,407 $46,954 $3,453
Pipeline 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

M Includes earnings from the former International segment’s activity other than the activity from the Czech Republic operations
included in Eamings from Discontinued Operations.

Utility

- Utility Operating Revenues .

-26-

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 - 7,501 1,366 6,135
$541,916 $491,340 $50,576{ $977,517 $812,474 $165,043.
Utility Throughput :
Three Months Ended - * Six 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)
Commercial 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 62,5655 (6,957)

Transportation 22,119 22,465 (346) 36,461 36,568 {(107)

54,423 61,521 (7,098) 92,059 89,123 (7,064)
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Degree Days

Percent
Three Months Ended Colder (Warmer) Than
March 31 Normal 2006 2005 Normal Prior Year
Buffalo 3,327 2,875 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 4,753 5,263 (9.0) (9.7)

2006 Compared with 2003

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 doflar in revenues), which more than
offset the decrease in retail gas sales revenues resuiting from lower volumes. The decrease in volumes
reflects warmer weather for the period as well as lower average usage per customer stemming from
customer conservation efforts. The impact of the New York rate case settlement, 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 Ulility segment increased $165.0 million for the six moniths ended
March 31, 2006 as compared with the six months ended March 31, 2005. The increase is primarily
atlnbutable 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 maore than offset lower retail 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 @ 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 settlement, discussed above, was to increase operating revenues by
$13.3 million. In the Pennsylvania jurisdiction, the impact of a base rate increase, which became effective
in April 2005, was fo increase operating revenues by $7.1 mlﬂlon

. The Utility segment's earnings for the quarter ended March 31, 2006 were $28.7 million, a
decrease of $0.2 million when compared with the quarler 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 mllhon) 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 million), 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 settlement in this jurisdiction, which became effective in April 2005,
increased quarterly earnings by approxlmately $2.8 million. Lower pension and post retirement expense

- ($0.4 million) also increased eamings in the Pennsylvama jurisdiction.

The impact of weather variations on eammgs 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 far 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 gquarter 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 setllement 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 ($0.8
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 retirement 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, 20086, the WNG 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 earnings as the weaiher was close o normal.

Pipeline and Storage

Pipeline and Storage Operating Revenues

Three Months Ended "Six Months Ended
March 31 March 31,
(Thousands) , Increase/ . Increase/
2006 2005 {Decrease) 2006 2005 {Decrease)
Firm Transporiation - $31,738 | $32,086 $(348) $62,824 | $61,616 $1,208
interruptible Transportation 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 17,474 14,655 2,519
$59,057 | $57,546 $1,511 $115,091 | $110,590 $4,501
Pipeline and Storage Throughput
: . Three Months Ended Six Months Ended
. March 31_, March 31,
(MMct) . 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 5,654 ‘2,842 2,712
116,659 | 131,031 (14,372) 223,204 |- 216,435 6,769
' 2006 Compared with 2005

Operating revenues for the Pipeline and Storage segment increased $1.5 million for the quarter
ended March 31, 2006 as compared with the quarter ended March 31, 2005. The increase was primarily
due to higher revenues from unbundled pipeline sales reported-as part of other revenues in the fable
above, due to higher natural gas prices. -For the six months ended March 31, 2006, operatmg revenues
for the Pipeline and Storage segment increased $4.5 million as compared with the six months ended
March 31, 2005. The increase was primarily due to higher revenues from unbundled pipeline sales ($4.4
million), due to higher natural gas prices. The $1.8 million increase in transportation revenues was

.primarily due o 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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contributing to the increase in transportation 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 earnings of $18.5 million for the quarter ended
March 31, 2005. The decrease can be attributed 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
unbundled pipeline sales ($2.8 million}, higher transportation revenues ($1.2 million), a lower reserve for
preliminary project costs associated with the Empire State Pipeline Connector project ($0.8 million), lower

. depreciation expense ($0.6 million), and lower interest expense- ($0.4 million). These increases in
earnings 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,
. ' Increasef . increase/
(Thousands) ) 2006 2005 | (Decrease) 2006 2005 | (Decrease)
Gas (after Hedging) $49.432 | $42,520 $6,912 | $98,774 | $85,264 $13,510
Qil {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 312 434 (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

o 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.

Production Volumes " Three Months Ended Six Months Ended

March 31 ' March 31,
; Increase/ , Increase/
' 2006 2005 | (Decrease) 2006 2005 | (Decrease)
Gas Production (MMcf) : _ R '
Gulf Coast _ 2,752 2,844 (92)| 4,419 6,069 |~ (1,650)
West Coast " 933 086 (53)| 1,951 2,025 | (74)
. Appalachia a 1,246 1,137 109 | . 2,499 2,343 156
Canada . 1,761 2,160 {399} 3,672 3,825. {153)
. : 6,692 7,127 (435) 12541 | 14262 |  (1,721)
Oll Production (Mbbl) . . ' .
Gulf Coast 181 - 261 {80) 288 550 (262)
West Coast 639 634 ' 5 1,324 1,287 37
Appalachia 12 g 3 T 22 12 - 10
Canada * 68 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 Hedglng $7.39 $5.97 $1.42 $7.88 $5.08 $1.90

Average Oil Price/bbl : : '
Gulf Coast ) $58.69 $46.42 $12.27 $58.39 $46.77 $11.62
West Coast . $63.65 | $37.67 $15.98 | $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 increased $18.4 million for the
quarter ended March 31, 2006 as compared with- the quarter ended March 31, 2005. Oil production
revenue after hedging incfeased $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 overali
decrease in gas production of 435 MMcf, mostly due to a decline in Canadian productlon as a.result of
~ delays in drllllng and gas processing planl 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. Ol production
revenue after hedging increased $13.1 million due to a $10.48 per barre! 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 Guif Coast region (a 1,650 MMcf
decline), which is partially attributable to last fall's hurricane damage and partially to the expected decline
-rates for the Company’s production in this region.

‘The Exploration and Production segment's eamings 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 atiributable to the increase in operating revenues, due to’
higher commadity prices of oil and natural gas, as discussed above ($12.0 million). in addition, a $5.1
million benefit to earings resulting from an adjustment to a deferred income tax balance was recognized
during the quarter ended March 31, 2006. Under GAAP, a company may recognize the benefit 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 Production segment's Canadian division and, as a

result, recorded a deferred tax asset for certain drilling costs that it now expects to deduct on future
"income tax returns. These increases were partially offset by higher lease operating costs ($1.4 million), -
higher general and administrative costs {$0.6 million) and higher depletlon expense ($0.5 million). The
increase in lease operating costs was primarily in.the West Coast region due to higher steaming costs
associated with heavy crude oil production in the California Midway-Sunset and North Lost Hills fields.
The higher steaming costs were due to an increase in the price for naturat 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 ﬂnd:ng
. and development cosls.

The Exploration and Production segment's earnings for the six months ended March 31, 2006
were $43.3 million, an increase of $18.1 million' when compared with earnings of $25.2 million for the
quarter ended March 31, 2005, As noted above, the increase is primarily atiributable to the increase in
operating revenues, due to higher commeodity prices of oil and natural gas ($18.6 million) and the tax
henefit of $5.1 million discussed above. Partially offselting these increases were higher lease operating
costs ($3.4 million), higher general and administrative costs' ($1.4 million) and higher depreciation and
depletion expense ($0.3 million). As discussed above, the increase in lease operating costs was prlmarlly
in the West Coast region due to higher steammg costs.

Energy Marketing
Energy Marketing Operating Revenues
Three Months Ended Six Months Ended
March 31, March 31,
Increase/ increase/

{Thousands) 2006 2005 | (Decrease) 2006 2005 | (Decrease)
Natural Gas (after Hedglng) $206,057 $124,560 $81,497 | $351,580 | $188,050 $163,530
Other 4 5 {1) 40 9 31

$2086,061 $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 miilion,
respectively, for the quarter and six months ended March 31, 2008, 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 hlgher 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.

Eamings 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
‘loa 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
' operational 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
Other ' 515 519 {4) 1,228 . 918 310
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,
i Increase/ 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 4,702 254
Kiln Dry Lumber Sales 4512 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, respeclrvely,
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 largely 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 responsible
for the increase.-" The increase in kiln dry lumber sales is atiributable to the increased kiln processing
capacity noted above, Additionally, log sales increased $0.9 million primarily due to an increase In cherry
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 guarter ended March 31, 2005. This decline primarily resulted from the impact of
lower margins from cherry veneer log sales combined with an increase in cost of goods sold on lumber

sales.

The Tlmber segments earnings mcreased $0 1 million for the six months ended March 31, 2006
as compared to the six months ended March 31, 2005. Higher 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 earnings of $0.5 million. This increase was offset by higher depletlon expense ($0.3
million).
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Corporate and All Other
2006 Compared with 2005

Corporate and- All Other recorded earnings of $1.1 million for the quarter ended March 31, 2006
compared with a loss of $0.1 million for the guarler 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 Joss of $1.0 million
for the six months ended March 31, 2005. These improvements were principally due te an increase in
interest income resulting from the investment of proceeds received from the sale of U.E. in July 2005.

CAPITAL RESOURCES 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 obtained via open market purchases. During the
three months ended March 31, 20086, 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 aclivities 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 unconsclidated subsidiaries net of cash distributions, and mincrity interest in foreign subsidiaries.

Cash provided by operating activities in the Utility and the Pipeline and Storage segments may
vary from period to period because of the impact of rate cases. In the Ulility 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 Ulility 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 quariers. 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 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 commoaodity 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 Utility 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 oll 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 . collateral
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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.totalled $135.0 million during the six months
ended March 31, 2006. The table below presents these expenditures:

Six Months Ended March 31, 2006 (in millions of doffers)
Total
Expenditures for
Long-Lived Assets

Utlity . $25.4
Pipeline and Storage ’ 10.3
Exploration and Production 96.3
Timber _ 0.8
Cormporate 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 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,
. 2006 were made for addltlons improvements, and replacements to this segment’s transmnsmon and gas
storage systems.

The Cornpany continues to explore various opportunities to expand its capabilities to transport gas
to the East Coast, either through the Supply Corporation or Empire systems or in partnership with others.
In October 2005, Empire filed an application with the FERC for the authority to build and operate the
Empire Connector project to expand its natural gas pipeline operations tc 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 1 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 Plpeline 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
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 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,
respeclively, 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 Milennium and Empire Connector pipelines (the

. Tuscarora Extension).* The Tuscarora Extension will be designed initially to move .up to approxlmately
130 MDth of natural 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 to 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-lateral

-34‘.




NFG-3-1
Witness: Bauer
Page 181

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 Cormpany related to this project as of March 31,
20086. -

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 Mexico), $19.5 million for the West Coast region and $10.3
million for the Appalachlan 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 Othor

The majority of the Corporate and All Other capital expenditurea 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 expendilures and investments in corporations,
partnerships, and other business entities. The amounts are subject to modification for opportunities such
. - as the acquisition of attractive 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 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

depents, 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
short-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 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
compelitive 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 commércial 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 ifs debt fo
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, 2008, the Company's.debt to capitalization ratio (as calculated
. under the facllity) was .45. The constraints specified in the committed credit facility would permit an -
additional $1.44 billion 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 commerclal 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
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Under the Company's existing indenture covenants, at March 3_1, 2006, the Company would have
been permitted 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 satisfy
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, contains a crass-default provision wherehy 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 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 under such indenture or
agreement to become due prior 1o 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 ils 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 more o cause, such indebledness to become due prior to
© its stated maturity. As of March 31, 2006, the Company had no debt outstanding under the committed
credit facility. .

The Company has an effective registration statement on file with the SEC under which it has
available capacity to issue an additional $550.0 milfion 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, !ndenture 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. For the quarter ended March 31, 2006, 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 andfor through
the use of the Company's bi-lateral lines of credit.” 1t is expecled that open market repurchases will
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 $46.5- 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 léases. 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 $B 0 million. The Company has guaranteed 50%
or $4.0 million of these capital lease commltments )
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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 regulalions,- rate base, cost of service and purchased gas cost issues, among
other things. While these normal-course matters could have a malerial 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 completé 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 ftransactions 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, 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 to 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 Jurisdlqtlon

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 settiing all outstanding issues. In an order issued July 22,
2005, the NYPSC, approved the April 115, 2005 settlement agreement, substantially as filed, for an
effective date of August 1, 2005. The settlement agreement provides for a rate increase of $21 million by
rmeans of the elimination of bill credits ($5.8 million) and an increase in base rates ($152 mllllon) For the
two-year term of the agreement and thereafter, the return on equity level above which earnings must be
shared with rate payers will be 11 5%. '
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Pennsylvania Jurisdlction.

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
settiement 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, 2008, 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 aliege 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 complainants 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 reascnable rates Supply Corporation will be authorized to charge
prospectively. The complainants also ask FERC in their complaint (i) to determine whether Supply
Corporation has the authority to make sales of gas retained from shippers, and (i) 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 associaled 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, (ii} to require Supply
Corporation to make a compliance filing providing detailed information regarding its fuel and loss retention
and use, and (iiij) 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 authonty fo sell
retained gas. Supply Corporation will vngorously oppose these actions.”

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, selis, trades or administers natural
gas or electric energy or engages in financial ransactions 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 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 provude 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. Treatlng Distribution
Corporation as an energy offiliate, 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.* 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 mentloned, Distribution Corporation stopped .making off-system sales,
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effeclive 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 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 ils 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 environment. The Company has established procedures for the ongoing evaluation of its
operations 1o identify pofential 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 sites will be $3.9 million.* This liability
has been recorded on the Consolidated Balance Sheet at March 31, 2006. The Company expects to
recover ils 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
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 Contingencies under the heading
“Environmental Matters™ in Item 8 of the Companys 2005 Form 10:K, and to Part Il, tem 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 Companyis curmrently 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 slatement 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 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 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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“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 outcomes to differ materially from those
. expressed in the forward-looking statements. The forward-looking statements contained herein aré 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 matenally from
those discussed i in the forward-looking statements:

1.  Changes in laws and regulations to which the Company is subject, including changes in tax,
environmental, safety and employment laws and regulatlons and changes in laws and regulations
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 andfor 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;

Impairments under the SEC's full cost ceiling test for natural gaé and oil reserves;

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

Changes in the price differentials between various types of oil;

- T B =

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-compelitive factors affecting the Company;

11. Governmentaliregulatory ‘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 requtrements

12.  Unanticipated impacts of restructunng initiatives in the natural gas and electrlc industries;

13. Significant changes 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 M[llennium 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 operatlons debt or eqmty to
finance needed capital expenditures and other investments, including any downgrades in the.
Company’s credit ratings;

1. ) Uncertainty_ of oil and gas reserve estimates;
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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 p'foduce economically viable natural gas and oil reserves;

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

20. Regarding foreign operations, changes in trade and monetary policies, inflation and exchange rates,
taxes, operating conditions, laws and regulations relaled 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, grievances or shortages.were to occur;

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

25. Changes in actuarial assumptions and the return on assets with respect to the C-ompany's
retirement plan and post-retirement benefit plans;

26. Increasing health care costs and the resulting effecton health insurance premiums and on the
obtigation 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 circumsilances after the date hereof.

Item 3. Quantitative and guaAlitative Disclosures About Market Risk

. Refer to the "Market-Risk Sensitive Instruments” section in item 2 — MD&A.

Item 4. Controls and Procedures

‘Evaluatlon of Disclosure Controls a'nd 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. . : .

!
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Changes in Internal Controls Over Financial Reporting

The management of the Company maintains a system of iniernal control over financial reporting
that is designed to provide reasonable assurance regarding the reliability of financial' reporting and
preparation of financial statements for exiternal purposes in accordance with GAAP. There were no
changes 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 1. Other Information

Item 1. Leqal Proceedings

In an action instituted in the New York State Supreme Court, Kings County on February 18, 2003
agamst Distribution Corporation and Paul J. Hissin, an unaffiliated third party, plaintifft Donna Fordham-
- Coleman, as administratrix of the estate of Velma Arfene Fordham, alieges that Distribution Corporation’s
denial of natural gas service in Novermber 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 plaintiffs 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 Counrt, Erie County. Discovery closed in October 2005, and
Distribution Corporation filed 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 Cour,
Appellate Division, Fourth Departrnent On March 29, 2006, Distribution Corporation filed a cross-appeal.

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 asserted certain violations of DEP regulations concerning erosion,

_sedimentation and stream crossings. 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 Pennsylvania Environmental Hearing Board (Hearing
Board) a notice of appeal, objecting to each finding and order contained in the order, and asserling 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 settled 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 Title 25 of the Pennsylvania Code, governing earth disturbance

activities of greater than 25 acres. Seneca maintained that no permit is required because each of its
individual Ioggmg sites disturbs less than 25 acres, and the law does not require aggregahon of individua)
sites. .

Seneca and the DEP have agreed to a final setflement of this matter. The final settiement .

provides in part that Seneca wiil 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 required by Section 102.4 of

Title 25 of the Pennsylvania Code. Generally, Seneca may proceed with any earth disturbance activity

provided 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
. Pennsyivania Code, govemning earth disturbance activities of greater than 25 acres. Finally, under the
terms of the final settlement, Séneca will pay a total of $9, 000 in Civil penaltnes and damages.
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On April 7, 2008, the NYPSC, PaPUC and Pennsylvania Office of Consumer Advocate filed a
complalnt 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 malters, refer to Part |, ttem 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 cansolidated 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 complaint 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 compiaint and the
motion for summary disposition filed at FERC could have a material effect on the Company's financial
condition, results of operations or cash flow.*

e . .
For a discussion of various environmental and other matters, refer to Part |, ltem 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 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 laxes, 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 materially 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 casnng or olher
tubulars; pipeline ruptures; spills; and other hazards and risks that may cause personal injury, death,
property 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 National Fuel's
properties or damage to the properties of others. As protection against operational hazards, Nafional Fuel
maintains insurance coverage against some, but not all, potential losses. In addition, many of the
agreements that National Fuel executes with contractors provide for the division of~responsibilities
" between the contfractor and National Fuel, and National Fuel seeks to obtain an indemnification from the

- contractor for certain of these risks. National Fuel is not always able, however, to secure written

agreements with its contractors that contain indemnification, and sometimes Nattonal Fuel is required to
indemmfy others.

Insurance or indemnification agreements when obtained may not adequately protect National Fuel
against liabllity 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 meet its indemnification obligations, 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, 1o cover any or all of
these risks. It is also possible that insurance premuums or other costs may nse significantly in the future,
. 80 as to make such insurance prohibitively expensive. -
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. 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 windstorm damage. As a result, National Fuel has determined that it is not
economical to purchase insurance to fully cover its exposures in the Guif 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 gwen however, that such
amount will be sufficient to caver 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 result in substantial monetary judgments, fines or penalties against
National Fuel or be resolved on unfavorable lerms, 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 Janhuary 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, 2006, pursuant to the Company's Retainer
Policy far 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.

I1ssuer 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, 2006 10,169 $32.88 - : §,000,000
Feb. 128, 2006 125,353 $32.20 115,800 7,884.200
Mar. 1 - 31, 2006 806,157 $32.23 709,450 7,174,750
Total "~ 941,679 $32.23 825,250 7,174,750

(=) Represents (i) shares of commen 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, (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 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 stock 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.




NFG-3-1
Witness: Bauer

Item 4. Submission of Matters to a Vote of Security Holders Page 201

The Annual Meeling of Shareholders of National Fuel Gas Company was held on February 16,

2006. At that meeting, the shareholders elected directors, appointed an independent registered public
accounting firm, and rejected a shareholder proposal to reduce the compensation of the Company's non-
employee directors.

(ii)

(iii)

The total votes were as follows:

For Withheld
Election of directors to
serve for a three-year
term:
- R. Don Cash 73,088,520 1,893,863
- George L. Mazanec 73,062,016 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.

TJerm expiring in 2008: Robert T. Brady and Rolland E. Kidder.

Item 6. Exhibits

Broker
For Against Abstain Non- Votes
Appointment of
PricewaterhouseCoopers
LLP as independent
registered public ,
accounting firm 73,389,799 1,268,463 324121 -
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
101 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.
10.4 Description of salaries of certain executive officers.
12 Statements regarding Computation of Ratios:
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Ratio of Earnings to Fixed Charges for the Twelve Months Ended March .
31, 2006 and the 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.

312 Writlen 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 906 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 Acl 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
Controlier and.PrincipaI 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 @ach 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.



Assets
Property Plant and Equipment
Gas Plant In Service
Completed Construction Not Classified
Construction Work In Progress
Non Utility
Total Property Piant 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 Revenug
Materials & Supplies
Prepayments

Total Current Assets

Other Assets
Other Investments
Deferred Gas Costs
Accumulated Deferred Income Taxes
Recoverable of Fulure Taxes
Unamortized Debt Expense
Other Regulatory Assels
Other Deferred Debits
Total Other Assets

Total Assets
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NATIONAL FUEL GAS DISTRIBUTION CORPORATION
BALANCE SHEET AS GF

3/31/04

1,408,612,433.47

9,655,890.40

6/30/04

1,421,878,154.35

5,595,034.01

8/30/04

1,426,678,924.18

9,723,181.28

12/31/04

1,439,433,906.90

6,754,628.06

80,137.38 80,802.33 80,802.33 80,802.33
1,418,248,461.25 1,427,553,980.70 1,439,482,907.80 1,446,269,337.30
439,251,631.70 445,700,841.82 450,998,825.82 456,569,878.04

978,996,829.55

981,853,148.77

988,484,081.97

889,699,459.25

8,760,807.24 5,409,083.30 5,001,129.95 6,532,160.42
43,745.77 83,843.15 84,036.72 84,182.99
87.424.21 85,5643.70 349,713.65 316,247.15
7,182,471.76 9,122,383.00 6,632,165.72 8,140,523.97
211,672,596.68 141,143,097.69 72,765,834.32 130,406,238.16
4,901,074.24 7.419,061.02 4,332,983.69 4,143,445 .54
6,205,589.37 14,044,407 .05 48,586,200.57 19,812,511.26
54,208,585.77 17,769,597.98 18,574,608.24 84,834,729.11
6,498,005.09 6,993,596.41 7,015,880.04 7,193,137.80
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 75,068,490.00 75,068,490.00
5,957,363.13 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 78,438,994.14 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

e Al e i e,
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Liabilities & Stockholders Equity 3/31/04 6/30/04 9/30/04 12/31/04
Common Capltal Stock
Shares Issued & Qutstanding 59,170,600.00 59,170,600.00 59,170,600.00 59,170,600.00
Premium on Capital Stock 68,500.00 68,500.00 68,500.00 68,500.00
Donations Received 121,699,684.37 121,599,684.37 121,599,684.37 124,599,684.37
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
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 - Associate Companies
Accounts Payable - Associate Companies
Accounts Payable - Others
Customer Deposits
Federal Income Taxes
Other Accured Taxes
Dividends Declared
Tax Collections Payable
Cuslomer Advances
Accured Interest
Other Accruals
Supplier Refunds Payable
Reserve For Gas Replacement
Total Current & Accrued Liabilities

Operating Reserves
Accurnulated Deferred Income Taxes
Accumulated Deferred Investment Tax Credit
Other Deferred Credits
Reserve For Injuries & Damages

Total Operating Reserves

Total Liabilities

Total Liabilities & Equity

367,961,938.36

367.961,938.36

367,961,938.36

381,224,859.88

51,088,836.86 54,584,017.00 49,662,921.52 17,239,099.09
18,200,000.00 27,300,000.00 36,400,000.00 $,100,000.00
400,850,775.22 395,245,955.36 381,224,859.88 389,363,958.97
581,689,559.59 576,084,739.73 562,063,644.25 570,202,743.34
218,310,000.00 218,310,000.00 218,310,000.00 218,310,000.00
52,571.74 35.415.65 17.894.99 2.0
218,362,571.74 218,345,415.65 218,327,894.99 218,310,002.01

800,052,131.33

794,430,155.38

780,391,539.24

788,512,745.35

100,800,000.00 85,100,000.00 145,100,000.00 172,900,000,00
14,530,276.11 14,586,166.79 15,8681,745.60 15,270,688.32
62,493,385.78 49,576,208.55 37.145,949.04 70,319,274.02
8,106,405.76 7,885,505.18 8,017,870.65 9,101,152.19
30,392,077.43 25,779,485.43 (4,624,048.07) 7.450,379.93
5,549,418.29 5,307,469.15 {2,815,000.79) 516,867.40
9,100,000.00 9,100,000.00 9,100,000.00 9,100,000.00
1,800,174.76 297,036.46 433,807.87 1,776,205.80
1,654,707.24 1,698,664.89 464,089.98 468,822 91
69,345.15 107,732.82 {56,838.20) 6,790.68
3,716,076.43 19,473,344.19 13,412,969.58 12,720,912.76
67,429.77 81,948.89 92,117.83 254,311.89
92,938,229.16 35,937,603.25 (0.02) 8,492,081.68
331,217,527.88 254,934,185.60 222,252,663.47 308,377,487.58
173,401,131.67 169,776,411.32 202,929,075.67 196,662,423.87
7,619,007.95 7,449,396.86 7,279,785.77 7,110,174.68
59,973,535.85 43,392,779.59 38,919,647.56 46,578,409.59
44,127.73 628,666.59 1.941,761.01 932.363.40
241,037,803.20 221,248,254.36 251,070,270.01 251,283,371.54
572,255,331.08 476,182,439.96 473,322,933.48 $59,660,859.12

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
3131105 6/30/05 9/30/05 12/31/0
Assels
Property Plant and Equipment

Gas Plant In Service
Completed Construction Not Classified

1,448,428,684.39

6,276,990.34

1,457,485,650.22

1,466,582,197.69

10,382,592.86

1,473,551,126.73

9,831,180.06

Construction Work In Progress 6.670,183.08
Non Utility 80,802.33 80,802.33 80,802.33 80,802.33
Total Property Plant and Equipment 1,454,766,477,07 1,464,236,644.64 1,476,045,502.89 1,483,463,109.13
Less: Reserve For Deprec, Depl & Amort 464,291,650.89 471,225,544.07 478,188,955.70 483,360,859.40
Net Property Plant and Equipment 990,494,826.17 993,011,100.56 997,856,637.18  1,000,102,249.72
Current Assets
Cash 8,876,622.46 4,918,735.77 4,020,587 48 15,844,274.49
Temporary Cash Investments 8,741,343.76 41,390.88 40,374.55 40,445.07
Notes Receivable 307,264.36 275,098.82 252,563.48 319,126.10
Notes Receivable - Associate Companies - - - -
Accounts Receivable - Associate Companies 7,399,723.15 6,260,124.98 6,384,015.06 12,244,994 85
Accounts Receivable - Customers 234,657,207.32 160,055,107.33 62,008,784.03 165,449,750.22
Accounts Receivable - Others 5,238,599.98 4,748,217.90 5,307.454.91 43,932,449.95
Gas Stored Underground - Current 5,661,496.74 13,250,322.58 35,886,732.85 18,872,609.59
Unbilled Revenue 60,687,577.78 14,562,077.36 20,464,576.05 97,932,084.97
Materials & Supplies 7,357,588.40 7,357,063.69 6,820,601.50 7,071,696.50
Prepayments 11,827,632.25 8,401,949.36 10,501,306.54 10,753,683.27
Total Current Assets 351,655,146.20 219,870,088.67 151,684,996.45 342,461,125.01
Other Assets
Other Investments 0.21 - - -
Deferred Gas Costs (27,092,453.46) (37,639,945.48) 14,816,869.92 27,593,236.75
Accumuiated Deferred income Taxes 31,004.68 31,004.68 31,004.68 31,004.68
Recoverable of Future Taxes 75,068,490.00 75,068,490.00 79,586,737.00 79,586,737.00
Unamortized Debt Expense 5,535,399.46 5,429,910.70 5,324,421.98 5,218,833.22
Other Regulatory Assels (22,009,292.06) (18,780,899.54) (14,273,728.08) (5,431,302.45)
Other Deferred Debits 18,076,527 .42 15,686,245.27 4,255,183.53 1,245,805.51
Total Other Assets 49,609,676.25 38,794,805.63 89,740,489.03 108,244,414.71
Total Assets 1,391,759,648.62  1,251,675,994.86  1,239,282,122.66  1,450,807,788.44
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Liabilities & Stockholders Equity
Common Capital S5tock

3131105

6/30/05

9/30/05

12/31/05

Shares Issued & Outstanding 59,170,600.00 59,170,600.00 59,170,600.00 59,170,600.00
Premium on Capital Stock 68,500.00 68,500.00 68,500.00 68,500.00
Donalions Received 121,599,684.37 121,599,684.37 121,599,684.37 122,015,127.37
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
Net Income or Loss (-}
Less: Dividends

Total Retained Earnings

361,224,859.68
46,121,290.91
18,200,000.00

381,224,859.88
48,207,862.50
27,300,000.00

381,224,859.88
34,987,062.84
36,400,000.00

379,811,922.72
22,351,432.82
9,100,000.00

409,1486,150.79

402,132,742.38

379,811,922.72

393,063,355.54

Total Stockholders Equity 589,984,935.16 582,971,526.75 560,650,707.09 574,317,582.91
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 808,294,948.46 801,281,526.75 778,960,707.09 792,627,582 91
Current & Accrued Liabilities '
Notes 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 11,859,496.18 10,343,578.01
Federal Income Taxes 29,554,065.93 17.211,414.93 (17,559,030.07) {10,735,866.07)
Other Accured Taxes 4,916,805.00 724,464.15 (7.261,949.44) (6,215,522.40)
Dividends Declared ©,100,000.00 9,100,000.00 9,100,000.00 $,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 75,878.49 136,680.67 5.061.05 105,090.41
Other Accruals 6,722,256.66 9,222 906.67 4,937.413.44 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) 18,363,101.69
Total Current & Accrued Liabilities 353,953,363.56 235,617,031.30 228,35D0,271.09 415,636,442.68
Operating Reserves
Accumulated Deferred Income Taxes 184,589,266.07 185,210,324.78 211,566,955.85 214,993,323.08
Accumulated Deferred Invesiment Tax Credit 6,940,563.59 6,770,952.50 6,601,341.41 6,431,730.32
QOther Deferred Credits 36,765,817.08 21,847,940.99 10,117,179.29 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 583,464,699.16 450,394,468.11 460,321,415.57 658,180,206.53

Total Liabitities & Equity

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 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
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NATIONAL FUEL GAS DISTRIBUTION CORPORATION
BALANCE SHEET AS OF

331106

1,487,620,246.04

6,135,524.94
80,802.33

1,493,836,573.32
491,014,995.73

1,002,821,577.58

8,205,181.79
40,539.03
292,011.814

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

82,450,923.98

1,457,149,758.42




Liabilities & Stockholders Equity
Common Capital Stock

Shares Issued & Outstanding
Premium gn 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 - Associate 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 Faor Gas Replacement
Total Current & Accrued Liabilities

Operating Reserves
Accumulated Deferred Income Taxes
Accumutated Deferred Investment Tax Credit
Other Deferred Credifs
Reserve For Injuries & Damages

Total Operating Reserves

Total Liabilities

Total Liabilities & Equity

3/31/08

59,170,600.00
€8,500.00
122,047 ,954.62
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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

794,848,717.43

158,100,000.00
14,291,437.23
65,900,360.78
10,766,791.06
20,909,934.93
1,693,903.59
25,767,000.00
3,904,503.19
508,4086.63
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
4,733,272.51

223,561,828.94

662,201,040.99

1,457,149,758.42
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NATIONAL FUEL GAS DISTRIBUTION CORPORATION
PENNSYLVANIA DIVISION
RATE OF RETURN INTERROGATORIES

3. Please provide the bond rating history for the Company and, if applicable, its
parent from the major credit rating agencies for the last five years.

Response:

The following security ratings of the Parent are for long-term debt at
September 30:

FY 2001 |FY 2002 |FY 2003 |FY 2004 |[FY 2005

Standard & Poors A- A-wet | BBB+ | BBB+ | BBB+
Moody's A-2 A-3 A-3 A-3 Baa1
Fitch A A- A- A- A-

The following security ratings of the Parent are for commercial paper at
September 30:

FY 2001 |FY 2002 |FY 2003 |FY 2004 |FY 2005

Standard & Poors A-2 A-2 A-2 A-2 A-2
Moody's P-1 P-2 P-2 P-2 P-2
Fitch* F-1 F-2 F-2 F-2 F-2

Note 1. Lowered to BBB+ on December 12, 2002.
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NATIONAL FUEL GAS DISTRIBUTION CORPORATION
PENNSYLVANIA DIVISION
lll. 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

S = Average Short Term Debl (Schedule )

s = Short Term Debt Inferest Rate (Schedule ()

D = Lang Term Debt {Prior Year End)

d = Long Term Debt Interest Rate (Weighted Average)

P = Preferred Stock (Prior Year End)

p = Preferred Stock Cost Rate (Weighted Average)

C = Common Equity B4 Accum. Other Comprehensive Income (Prior Year End)
¢ = Common Equity Cost Rate

W = Average Balance in CWIP (13 Month Average) (Schedute II)
Al = Gross Allowance For Borrowed Funds Used During Construction Rate
Ai = 5(S/W) + (QDHD+P+C)) * (1-(S/W))

Ae = Allowance For Other Funds Used During Construction Rate
Ae =[(1-5/W)] * [(p*(PAD+P+C)) + (c*(CHD+P+C))]

Lds5E r-uuuo 14uy

NFG-1iI-5
Witness: Andersaon
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%
$1,096,272,000 $1,006,272,000 $1,096,222,000
6.42% 6.42% 6.42%
$0 $0 30
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 = 277% 3.03% 2.90%
Ae = 4.98% 4.55% 4,74%
7.75% 7.58% 7.64%
Ai= 2.763% 3.027% 2.901%
Ae= 4.979% 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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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 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.
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'National Fuel Gas Company
D|V|dend | Growth
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National Fuel Gas Company
Earnings vs. Dividends Paid _
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National Fuel Gas Company
Cash Flow Per Diluted Share
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National Fuel Gas Company
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National Fuel Gas Stock Price
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National Fuel Gas Company
Cap§|_ization
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$2.59 Blilion $2.60‘ Billion
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National Fuel Gas Company
pital Expenditures for Long-leed Assets
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National Fuel Gas Company
_Lines Of Credit
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> 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
4 $110.0 MM is Committed Through September 30, 2005
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National Fuel Gas Company
Capital Markets Financing
PR A T L A L B SR SR T SRS [ {0 ML A AN S L R Y T R B R
. o 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 . "

NFG Debt Ratings
. at%h 31 2004 _“_

Standard & Poonf’s i "Moody's Fitch, Inc.
Long-Term Debt BBB+ A-3 | A-
Outlook Stable . = Negative  Stable
Commercial A-2 P-2 F-2
Paper
@nmom fuel _ .12 _
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Utility
Diluted Earnings Per Share

[N R RN AN R RANE F IS RAL O A b BN S A T L P T S WS B G B e S A T SR PR

EENPEAL G AL N

» Excludes SFAS B8 Settlement Loss  Fiscal Year

@ national fuel . 14
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Page 9
Utility O & M Expense
[ B e At a1 S A O AT L Y 7 s 4 T e Mot ST BN WIS e R R R S ST ST TRl Ta A AR ke
B NY 1 PA
200 $1 B7.0 $184 3
- $1s1 6 $179.0
sy $173.2 sm.s $168.6
s1s0
E $100
2
£
[ ) N
%50 :
55
)
50 falid
Fiscal Year
@ natlonal fuel : 15

Utility Capital Spending

uﬁ&liﬂ’ﬁl’;daﬁ‘b;g i B s ) ,I‘ | T Y T T T

$ Milllons

Fiscal Year

@ national fyel 16
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. : ) Page 10
| Utility

Return On

T U VAT RIS R T A SO L AR ALY 3 SO

uit

A YT R LB ST DG T N A b AR B

18% -
HNY BPA
16% -

2001 2002 : © 2003
* 15.2% Warmar than Normal Fiscal Year

@ nationat fue! 17

New York Distribution Corp.
Small Volume Transportation

RS T RN AN A R B B LT P e M U T WP s TR L W A U SO TR 3 PTY T T BRSO 8

Residential Commercial

42,578 Customers 8,549 Customers
6.4 Bef ' 9.8 Bef
March 2003

E é 2 national fual 18
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Page 11 .

New York Distribution Corp.
Small Volume Transportation

Lt DS T e AR BN PR A b S e R TR S BTN NI & SR AP

42,021 Customers 7,600 Customers
7.6 Bef 7.8 Bef
March 2004
@ national fuel . 15
. Utility
Re > UIatuo I‘-’-y!- Bsgrti'%‘aﬁmﬁ' e‘Ch . -s‘sq.'.;wmr&‘.vmm'zmm

IS U o oy R LW 19 AR B2 T

'» New York

% Weather Normalization Clause
< 90/10 Symmetrical Sharing of Revenue Variance for Large
Industrial Customers .
v $25 Million in Rates for This Class

< Trackers for:
¥ Gas Costs
¥ Penslon
v Post Retirement Benefits

< 8515 (Company) Sharing with Customers, Profits from Off-
System Sales of Gas & Release of Upstream Pipeline Capacity

@ national fuel 20
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Utility

ulatory Rate Mechanisms
b P e L] BRIy A

vy AR A ) R

> 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

@ national fuet - 2

Pipeline/Storage System

’-"”""_'-_.—

1"



NFG 3-6
Witness: Bauer

Page 13 .

Pipeline & Storage
Diluted Earnings Per Share

S A LB i SRR L (e 22 R ke B R A P AN LT T B R ]

A W0 Y T T T R 0

1999 2000 2001 2002 2003 6 Moy, Ended

331104
« Exchodes impeirment of Independence Bipeline. ..
* Excludes SFAS 8% senlement loss Fiscal Year
@ nationat fuot -

Pipeline & Storage
O&M Expes_

LA T L i T b T T B2 i R A T A T R Ty Sy 4

$68.2

00 $65.8 $66.3
. $61.3 $60.7

$ Milllons

1997 wis 1900 2000 2001 2002 2003
Fiscal Year

_@mﬂond fual ' 24
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Pipeline_&_ Storage

Ve T AN
7y ' d
FdL . ‘

A
g
X

Tt
s -.“ DY L "~1t e
35 27 s 't
X e iy
o ST s Ga

oy

AR
median
£

BT Gt
o b

i CORITENG

Ao
s
e

o
i
TR

. LA
pa. : ; {53l Rl
o CoAi gy ; e Ty
* i a s LA My
A o K y
S "2'“'1‘-’-. ETVANIAG
't e
ol

ey

U}
3
Ao
S

. EMPIRE. MILLENNIUM
" CONNECTOR

23000 WP OF COMPROBSION . brdia 4_5,

$I40 MELLION v 05030 - St el S
& vanoer wamvck wos -+, REREASS SR )

* Exploration and Production
' Diluted Earnings Per Sh re

£ AT R Y e A AR R e L MR v FUEAE S RS
$1.20 -

) @ nationaf fuel 2%
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% Seneca’s Results
| for 1t 6 Months Fiscal 2004

B R A TR RO A MW AR

+ 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
(5) national fuol a7

Seneca’s Total Company
Mnthl _ BCFE

........

" BCFE

40

hY

0

10

00 b s P T P e
hﬂmumwuﬂ‘lﬁq}-m Hﬂr-ﬂ!ﬁtp—@!lhr-ﬂ!ﬁﬂ-ﬂ!“l‘“

| @ nationai fuet - | z;
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Seneca’s East Coast Division

| :"ﬁ- Monthly Net Production - BCFE
SRRAEAY SR G N AR TS i A T R P LR T SO LRV ITE] Fia]
08
0.6
o
Q
m
02
0.0 -ttty - + + + S T =
Mar899 Sop89 Mar80 Sop00 Mard1 Sepdt Mard2 Sopd2 Mard3 Sopd3 Mar-04
@ natlonal fuel 29

Seneca’s West Coast Division
Monthly Net Prod uction - = BC| BCFE

AR s R AT AT L LT R

3.0

T e e kA

19

BCFE
in

05

aa - 1 e J J “- l l l l jla_-. I-
Mar68 Sepdf Mar00 Sop00 Ward1 Sep01 Mard2 8&p-02 Mar03 Sop03 MWard4

_@ natlonal fuel an

15
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Seneca’s Gulf Coast Division
Monthly Net =roduct|on BCFE

u 7
LR A A S AT TR G o 2L i DA E B YA G AT DI RN Gl SR AL BtV E:

50

BCFE

' ¥ vaﬂ

10

0.0 PHPEPEFPN OF PR EPUTWPP | + + } + - 4 ]

Mar-89 Snp-Bs Mar-otl Snp-on Mar01 Sepd1 Mar02 Soep02 Mard3 Sop03 Mar04

@) nationsal fuel ' 31

Seneca’s Canadian Division
Net Production - BCFE
a0
30 — Player
Acquisition
L -
o
m o
1 [ A::u:;:;: on ‘| SE Saskatchewan IW
Sale
o.'u ....... L A B e
Mxr00 Sep-00 Mar1 Sep01 a0z Sep-02 Mar3 Bep-03 Mar04
@naﬂonﬂ fuel a2
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Exploration and Production
Total Reserves by Diy Division (9/30/03

7. LR TR T L s T S el B BRI A E PR T R A TR

Reserves (BCFE) % PDP

East 82.0 100%
West 4532 65%
Gulf 68.0 50%
Canada ' 66.5 L TT% -

Total Reserves: 669.7 BCFE
% of Reserves PDP: T0%
% of Reserves PUD:; 25%

All Seneca Reserves are Audited by R.E. Davis & Assoc.

@ Rationa! fuol 1

+)* Seneca’s Estimated Reserves
' by Region (as of 9/30/03)

TP e o U DL TR I L A DT

‘ Canada - 10%

CA - 68%

Total: 670 BCFE/

111.6 MMBOE 3 .
oil: 63% Gas: 37% ® Gulf Coast - 10%

@ nationat fuel . 4
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Seneca s Total Prqctlon

100 B Triliok
B SEC!
Gulf Const
B West Coast
East Const

Fiscal Year
@ nationat fuel . 35
* Seneca’s Exploration and
© Exploitation Opportunltles
AR ORI L L 8 R R A R R R B o T R P A O A MR O S R A 2 TR T 350 2 e
A Anticipated Well O Drifling Well
O SuccessfulWell O P &A Weil
High Woodchuck HIl :
- (Sof3Wells) ¥ Pembina O Sulunka 3
o) 0 Adsett
- Daws=on - O Vemmition 27
S Med.| (10f3Woll) © o canbou
* Drumheller (29) O West Cameron 245
- . ¢{ Leinen
O Westiine (42) {1 of 3 Welils}
Low Muzetta (11} A { Vermilion 252 O WestC n96(2)
O Shackleton (10) )
Low Med. High

Reserve Potential
*Wells That Will Add Now Reserves

@ national fuel ‘ . ' -
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Improving Hedging/
Improving Results
A s R PP RGN B s ) M R SRR o s,

2
gj .
]

e

* As of 4/19/04 Fiscal Year

(_(S) nationat fuel

7

Seneca’s Fiscal Outlook

IR R RTINS A (S8 I SR P P B

< Production on Target for 2004: 57 —-62 .
BCFE

+» Continue Hedgin'g Program to Mitigate
Commodity Price Volatility

< Continued Focus on Long Life Reserves

@ national fuel . 38
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% Resource Estimates —
' Restricted Areas

LRI S B DR D LR SOt SENIRALENET AT 2L L LR AT kA

, U.S. Great Lakes

o
| 346 TCF
/ sl .
\ 1 31 TCF
I
. L
Restricted 43 TCF
Percentage
56% . Source: NPC
@ Ratlonal fuel 19

Non-Regulated Marketing
O b e LA A SO SRR N S R G N R e R i R R L A

2oe TR

% Largest Marketer on Distribution

% Retail Markets -

> Industrial Custo;hers
» Commercial Customers

» Residential Customers

% Regional Wholesale Gas
- Marketing

@ national fuel . 40
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Energy Marketing
Dllted Earnmgs Per ”Share

TR T Y N LRI TN BRI LA TE S MO P DLIS D 4

e

$0.10 1

0.0
| (50.10)

1
w Fiscal Year

@ national fuol ) 41

Energy Marketing
| Gas_Volumesr i

Ay g M B B D g T AT

45.3

BCF

1999 2000 2001 2092

Fiscal Year

21
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30,000 -
25,000
20,000
15,000 -
10,000 |

5,000 -

0+

GS) national fual

Su-MTRERRAR S A R LR v ity T

' Energy Marketing
Number of Customers
T mkW CRIR L

AR R o 6 N PR THADTIAL T B I T BTN
D Residential Gas
0 Commercial/Industriat Gas
27,185
. 17,550 17,323

16,944

2003 ut 03f31/04

Fiscal Year

Diluted Earnings,Per Sh

Timber Segment

PR R AT r T s R AR S AT AT
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International
Diluted Earnings Per Sl

FS 80 DR GO T AT R W N N M L P I N e v il

hare

IR NSRRI by e YOS, TUE Y R A T

‘($0.02) "

-$0.08 (50.04) ELILN
5000 {$0.06)
1889 2000 2001 2002 2003 & Mos. Endad
. 03/31/04
* Excludes special items
¥ Excludes SEAS 88 senlamest Jors Fiscal Year
@ nationaf fual a5

SF S M o 5 TR (2P

LRI

SRR e L ARSI N

Comparable GAAP Financial Measure Slides
' And
Reconciliations

23
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National Fuel Gas Company
Diluted Earnlns Per Share

LT TR 0 DS T D e R s g £ ey 7 i AR AR Y S TN s AL S (A2 2N 1 R

254

s ] 3 $1.80-51.90

@ national fuel a7

National Fuel Gas Company
Earnings vs. Dividends Paid

R T T A e R T T T T B I L B T 1 SO

a9 s220
K& Eamnings — Dividends Pald -|
$2.04 1 1 5200
16 ¢ sta0
S50 1 : } $1.80
) $1.a0 i ; 3 K p e g
& nn i B ] B i nn &
(=3 H 3 N s -]
E $1.50 - . ! A B X H oo 2
3 4 B i 1 H-—HH § &
. 1 HHH il HRBRAI:
s THHHI HH HHHHB =<
o] THHHAL 18 HHBHW --
| i : H ‘R
8030 i i : ; H 5 I 1 El1 soa0
HJHHHHE {HIBAHHAAER
$0.00 4 . . . - #0.00
" " o0 o " »

SQ? I';allonll' fuol 4
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National Fuel Gas Company
_Net Cash Prowdedby Operatlng_A;:tivities per Diluted Share

I A e S B T AT RS WA SRR

1999 2001 - 2002 2003 12 Mos.

Ended
03731704
Fiscal Year
@ nationst fuel ' 49
Utility and NFG
d Earnings Per Share
R R Y L e LT R i LR A bW R A DA ST AL SN e L

25
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Utility and NFG
O & M Ex ense

@ .,'f
c Wl
2 RLEn Y VI
- E el R
" 2T Rk
s | R3S i,'-'ji
gl "?“‘!{
ss0 | A W‘i
XN e
J i il i
© i :
1097
Fiscal Year
@) national fuel Eal

i Udlty @ All Other

$202.7

g
2
¥
o
Fiscal Year
(@) nationai fuer ' .2
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Pipeline & Storage and NFG

Diluted Earnings Per Share

T T eI o R S L T e 3,

. [ Pipeline & Storage 0 All Other Segments
$2.40 + ' $2.20

$1.80
5160
$1.40 ]
o
s00 |

$0.80
$0.60
$0.40 4
020
$0.00
6 Mos, Ended
0331704

@ national fuet . 53

Pipeline & Storage and NFG

O & M Expense
T e R T S e e R e R S A T S R Sy R | T T DR Y oS

0 All Other
W Pjpeline & Storage $394.2 $386.3

$320.0

$ Milflons

Fiscal Year

27
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Exploration & Production and NFG

Diluted Earnings Per Share

S S AR A L T L YT i R N

CLIG S I N

0 Exploration & Production O All Other Segments
280 - - $2.20

($0.60) 1999 2000 + 00 2002 003 6 Mos, Ended

(50.20} 0331/04
Fiscal Year
@ national fuel 55

Energy Marketing and NFG

Diluted Earnings Per Share

AT e P AR T T S L S el R AT A Dk e e ST A SO T o aid S 4 e Vi A ST e L D

0 Energy Marketing O All Other Segments '
$240 - $2.20

$1.0

Fiscal Year

@ nationel fuet 56
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Tlmber Segment and NFG
r

AN AR R FATE W LS

Fiscal Year

(S) national fuel 57

International and NFG
D|Iuted Earnings Per Share

B Pt ST TR R T

Ointernationa! O All Cther Segments
$2.20

o)

@ rllatlonal fue! 52
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_Safe Harbor |

SR L AL

LR SN A LA Y

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 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 fuol : 1

LA 45 SRR T ST e Qi kT S T AL i R TR AR

Nalonal IFueI Gas Company

Corporate Objective
Grow shareholder value

through timely
investments in the energy

industry

L@ national fuel 2
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National Fuel Gas Company
Dividend Growth

AR AU TR AR,

AR s P A 4 R G S A e PRI SR S DR § e

20 .
Annual Rate

@) national fuet

i merre s o P T B g =

Net Plant by Segment

(In Millions)
(i SURPISATIY 1074 DN RN RN B RegNe- a0 JhiFVRS BN

DOintemational & Other
] mESP '
@ Pipeline and Storage
w <

B Utility

ARG A S ASRS Vi SR IR A S

o
W eE BN 1S 17 199 9 200 M 20 20
Fiscal Year
SQ? national fuel %
2
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Diluted EPS by Se_gment

_ (Ftscal Year)

gy by

IS PRI ARG B,
LIS o

PSEESEEIANAEPLE

#2997 CJinternational & Other |
MEAP

.75 |
B utllity

s150{ M Pipeline and Storage

$0.5¢

s0328

$0.00 .
1992 103 1984 M5 I 18ET 1992 M 2000 Ro01 q00% 0 2000 2004E

* Extiodes spocial ftam

¥ Exclutes o] & grs bnpuirment

.
Pipeeling

‘Wmmmotm&hnmmde.dl& pminnent, #nd cen. cffocts of changrs in moctg

'mﬂuummmmﬂh unhuful&wmmaw,uﬂm from x re change in Croch Repablic.

@ national fuel s

National Fuel Gas Company
_Diluted Earnings Per Share *

PRMAIW IR O A Y RN SR ROV T E BBV R SR el sy

$1.75-31.85

Ended
033104

* Excludes Special ttems

. @ nations! fuel - s
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National Fuel Gas Company
Earnings vs. Dividends Paid
N R £ AR T AT S R L PG v n e Y g AN R AR N (AT T R S AR T B A WL
$301 DEarnings  — Dividends Pald 1 e
580 4 - § % 1 $1.80 o
o TTILT
'gsmw- . i E g H -ﬂ.oa §_
$0.00 4 ' £ [+ %080 O
gt DTN TULU LT e
s0.40 13 i % E ' "; g .uup
[TIYTHE £ H i n 4 $0.20
o ! i i E i dl...
* Excludes Special liems - Fiscal Year
@)nnﬂondfuﬂ 7
National Fuel Gas Company
Cash Flow Per Diluted Share
HE MR AL VT R ) G TR TR S

AR TR0 g dr i O s A o e Y T e R P e A AN A LT

Fiscal Year . 03/31/04
@ nations! fuct 8




@ national fuel

a5 M I L R ST S T BT

National Fuel Gas Company
Book Value Per Common Share

7273747576 TT 78 79 80 81 82 83 B4 85 66 87 88 89 80 91 92 93 94 95 96 97 9B 98 '00°0102'03 at

Fiscal Year

$35 1
$30 - ‘
$25
526
515
$10 -

35 1

National Fuel Gas Stock Pnce
7 (January 1992 June 18, 2004

YR o T KR S (Ve R T Bk o S0 s VU,

$0

_(_& national fuel

1992 1993 19% 1995 1996 1997 1998 1999 2000 2001 2002 2003 104 2005

Fiscal Year

Witness: Bauer
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Page 36
National Fuel Gas Company
| Jg’lallzatlon o

$2.59 Billion $2.60 Billion
at March 31, 2004 at September 30, 2004
Projected
@) national fucl "

National Fuel Gas Company
pital Expenditures for Long-Lived Assets

T T R I M T R A T T A 228 DO RS ST i I LK AR T R e T4

WMP&S OUtily @E&P Dinlemationsl OEnergyMkl B Timber W Corp & Othars

$398.8  g3g5,9 © - s3814

$ Millions

_@ national fuel . 12
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National Fuel Gas Company
OSSR Rt eum%ngfmgrr?wggu!;zm - U] S TR AR b M

> 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

C(S) national fuol s

National Fuel Gas Company
Capital Markets Financing .
R mwmvmmum: AR T ST AT SR AT R AR T
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 14
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NFG Debt Ratings
_at March 31, 2004

BRI

GO P LW ST Y

FLEN N, SR SRV T A P

Standard & Poor’'s Moody’s Fitch, Inc.
Long-Term Debt| @ BBB+ A-3 A-
Outlook Stable Negative  Stable
Commercial A2 P-2 F-2
Paper
| (&) nationat tuer 1

Utlllt Serwce Terrlto
{‘3{2’2“3"@"5“‘“’” 7
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Utility

2001

» Excudes SFAS 88 Setiement Loss  Fiscal Year

@ national fuel

At

15w
it

17

Utility O & M Expense
BRI LR T T L3 A SRS P A R T L o U e f XLy HAR et ks, A T
s200
nso
'g' 150
3
[
™
]
1987 1998 1999 2000 2001 - 2002 2003
Fiscal Year
@ national fuol 18
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Utlllty Capital Spending

25 SR R LA E NSt MR 1 AN e e o KO ol AT TN D il RS g ol VAL R S 2SR v e DA Y

ste o $67 ‘ HINY HPA

4 Millions

Fiscal Year
@) national fuel . )

Utility
_Return On Equity

B8 LRGN 0 P AN LD ﬂ'ﬂ?w

18% - .
IINY BPA
16%
14% 13.3%
12% 1
10% -
8% 4

6%

4% -

2001 2002 2003
% 15.2% Warme? than Normal Fiscal Year

@ national fuel : ’ 20
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New York Distribution Corp.
Small Volume Transportatlon

1SS AR D0 RO AT LB St 3 PTG iz a3 1A R A B P TR TS o bilil e

Residential Commercial

42,578 Customers 8,549 Customers
6.4 Bef 9.8 Bef

March 2003

@ national fuel 2

New York Distribution Corp.
Small Volume Transportation

O R A TR AN R O Sl T LB e NI L 5 Y Pk S S R R R AN

Commercial

42,021 Customers 7,600 Customers
" 7.6 Bef : 7.8 Bef

March 2004

@ national fual N n
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Utility

Regulatory Rate Mechanisms

A d R e AN PR AR AR L Hime L B TR £ e sl S i 511D

> New York

% Weather Nomlallza"tlon Clause
< 90/10 Symmetrical Sharing of Revenue Variance for Large
Industrial Customers
v $25 Million In Rates for This Class

< Trackers for:
v Gas Costs
¥ Pension
¥ Post Retirement Benefits

< 85/15 (Company) Sharing with Customers, PMm from Off-
System Sales of Gas & Release of Upstream Pipeline Capacity

@) nationat fuel 2

Utility

Regulatory Rate Mechanisms
N T e e e e PR D L T PR L 1 £ 2

ER S EET AT A A AT A e N 4 (T e TR AP £ T (W |

» Pennsylvania

< Trackers for:
v Gas Costs
v Pension
v'Post Retirement Benefits

< 75/25 (Company) Sharing with Customers, Profits from
Off-System Sales of Gas & Release of Upstream

Pipeline Capacity

(@) netionai fusi 2
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Pipeline/Storage System
| e

.ﬁ?ﬂ {CE .J:"‘

ﬁ"gr__. " NEW YORR

1 35, "3’ i
sEard ) AN §
&Mm&g{ LEGEND
: \ 47‘{;\ A NFGSC Pipaiines
gt B —=— Othar Pipsiines
!‘,{i 'i}‘l} > L_‘ 7 Gystam Storages

Pipeline & Storage
Diluted Earnings Per Share

T e A TP P N R T o

A A

$0.49 *

¥ B rhides & I} of Ind p

* Excludes SFAS 88 settlemen Jots Fiscal Year

@'naﬂonal fuel
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$ Mililons

1997

(8) national fuel

Pi%eline & Storage

T TFR% ¥ N B0 A T T T

& M Expense_

2000 2001 2002 2003

Fiscal Year

1988 199

Pipeline & Storage

[ty — rey s T 2w T
RO LR wrmiﬁmm FR L s
" Y o ’73-,.: e . __311 i i[ e
; ) : ] _-__ AT -3%‘3} W Mol v_'xr‘,
: e v )
AT S0
3t [4 5
K i pr
g 3 v k S
s 'P'f‘ 0
S s i 3
% 4 2 e i
1 4 ' =,
¥ K7 ¢ h
> i 2
¥ = T . ; X
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. Exploration and Production
s A |ted$Earnlngs Per‘_Shre I

$1.29 -

1999 2000 2001 w02 2003 6 Mos. Ended

* Raclutes ol & yur mpairment 03/31/04
* Errfudes il & grar ipatreneas, ko o nals sud com. g¥oct of chongs la scety
* Evtiides SYAS 8 scticment low and qpwiisl emy
Fiscal Year
@ national fuol . . 29

% | Seneca’s Results
~ye  for 1.5‘__6 Months Fiscal 2004

LN T AL ¢ R R Ak e TR I R

% Production: _ 314 BCFE.
Revenue: ‘ $148.6 MM
Net Income: $ 29.2 MM

Net income from Non-recurring Iltems: $ 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
(Q)) nationel fuel 0
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Seneca’s Total Company
_Monthly Net Production - BCFE

D 7 R N T T UL N, ; A SR TN R R AT B R Ve P R

RGN

“‘ R
S 2
m

40

30 1

20 4

10

0.0 4

Mar9  Sep-89  Mar-00 Sep00 Mar01 Sep01 Mar-0z Sop02 Mar-03 Sep-03  Mar04

: @ﬂaﬂongl’ fuel ' "

Seneca’s East Coast Division
onthly Net Productlon_‘ BCFE

BIE : B PO SO R T

BCFE

02

0.0 4. . + bt tbe okt i + ' ia $ paraan +
Mar-09 &p-OB Mar00Q Sap-oo Inr-m Sep-01 . Mar-02 sop-oz Mar43 Sop03 Mar-04

Sﬁ? national fuel a2
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Seneca’s West Coast Division
MQ;yJNgt P_roductlon ction - BCE

T T T T T T

25

BCFE
i

1.0

05

0.0 } + _ + + + $ R , bt

Mar98 Sop89 Mard0 Sopd0 Mar01 Sepd1 Mar-02 Sep02 Word3 Sepdd War-04

@) national fuel .

Seneca’s Gulf Coast Division

MMLNM nthly Net | Productlon wﬁ_ﬂm |
4.0 £t &
4 . .
. KMQ\;‘N \f\vf\f

Mar-83 809-09 Har-DD Sep-00 III-M Sop'ﬂi Hudz BOp-DZ Mar03 SIP-D! IIEHM

@ nationaf fual
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Seneca’s Canadian Division
'.'.‘ie:.‘ﬂz-z&:m‘ yﬂ”"‘:’?’iﬂ!ﬁ'&?ﬂ%&% :Eﬁa-:;:’saam‘ﬁu!:x::lﬁﬁm X
49
30 Player
" Acquisition
™ .
e P
10 TriLink - ' '
! Acquisr;tlon : SE Sas;::hewan IW
P , .
Mar00 s-p-oo Mar-0t 80‘;1411 MerL2 Gep02 Mar3 Sap-03 Mar-04
@) national fuel 15
b Exploration and Production

% Total Reserves by Divisi

302 T T N AT TR A T

on (9/30/03

Loy i DR g ORI o N TN

Reserves (BCFE) % PDP

East 82.0 100%
West T 4532 65%
Gulf 68.0 59%
Canada 66.5 %

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 ) 28
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‘Seneca’s Estimated Reserves

Total: 670 BCFE/

111.6 MMBOE

B Wert Coast

2000

Fiscal Year
@ nationat fuel

Oil: 63% Gas: 37% Gulf Coast - 10%
@ nationaf fuel 27
¥
o Seneca S Total Productlon
100 M TriLink
C1SEC]
904 B GulfCoant 2003

57.62 Befe

19




NFG 3-6

Witness: Bauer
Page 50 .
Seneca’s Exploration and
Exglontat on Opportumtles

LAl RE ) SR AT 2 T AR C R FECT HAE it :ﬂ;.._l PR SRR SRR By 2 Mt 10 P S A T U A

A Anticipated Well C Drilling Well

¢ Successfl'xl Well OP&A Well
\
High!  woodchuck Hil
- totawens) < pembina O Sutunka 3
O Adsaett
- Dawson . [ Vermilion 27
& Med.| (10f3Walls O & caribou
Drumheller (28) O West Cameron 245
- { Lelnen
O Westiine (42] (1 of 3 Welis)
Low Muzette (11) A { Vermllion 252 O West Cameron 86 (2)
¢ Shackieton {10)
Low Med. High

Reserve Potential
*Wells That Will Add New Reserves

@ natlonal fuel 19

/) » Improving Hedging/
Improving Results _

36 U A R T S S R et ]

o SR Ty OGN i R

Average Hedged Price
n |

*As of £119/04 Fiscal Year

@ national fuel . ©
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Seneca s Flscal Outlook

e A ST T A TR R TR e e L L R g

<*Production on Target for 2004: 57 — 62
BCFE

“+ Continue Hedging Pregram to Mitigate
Commodity Price Volatility

*+Continued Focus on Long Life Reserves

@) na(.lonal fucl a1

% Resource Estimates —
Restrlcted Areas
SR S i o A LR A A v e
‘ U.S. Great Lakes
—
346 TCF
40% '
/ j 31 TCF
1 )
100%
Restricted 43 TCF
Percentage .
6% | . Source: NPC
@ natlional fuel 42
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+* Retail Markets

» Industrial C_ustomers
» Commercial Customers
> Residential Customers

** Regional Wholesale Gas
Marketing

@ national fuol

+¢ Largest Marketer on Distribution

Energy Marketing
Diluted Earnings Per Share

U U E AL ST TR SR R A T A YRR Y A T g R A R R SR A R

$0.20
vt $0.07
| so03
o] JAN_
1999 2003 6Mos. Ended
03/31/04
010 +
Somd .
} Fiscal Year
(@) nationas fuer ' “
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L T AT L T RS A

Energy Marketing
Gas Volumes

R YL S A R BAD AR SV N AR R A

W
Q
[13]
1909 2000 2001 2002 &Mos,
. Endad
Fiscal Year 0373104
(&) nationat fuot 48
Energy Marketing
Number of Customers
| By e AR B i 2. 7 s R B A P e e e R o T F oy
0O Residential Gas
30,000 B Commerdal/Industrial Gas
27,185
25,307
25,000 4 x
20,000 .
17,550 17,323 16,944
15,000 1
10,000 1
5,000 { 3,590
0 1 L3
1098 2003 at03/31/04
Fiscal Year
@ national fuel 45
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Timber Segment
ted Earnings Per Shar

KA T A TN L 4

1999 1000 1001 1002 2003 6 Mos. Ended
033104
* Exclides gain from timber sale Fiscal Year
@ national fuel 7
International

Diluted Earnings Per Share _

PR T A T R aos Gy AT

(50.02) *

1809 2000 2001 2003 & Mos. Endad
- - DI31/04
¥ Excindes SFAS 28 settlement loxy Fiscal Year

@neMnal fuel ’ . a8
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@) national fua!

Comparable GAAP Financial Measure Slides

And
Reconciliations

$1.50

$1.38

#1,00 1

@ natlonat fuel
L

Diluted EPS by Segment
(Fiscal Year)
At O i el G b it LA Y O i N S e | £ I B QTN

32001 O international & Other
s | BEA&P
Utility

i Pipeline and Storage

180—

Fiscal Year
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National Fuel Gas Company
Dlluted Earnmgs Per Share
P P e R ey e A e T t AT L AR DI T AAAACE NG BRI R ATNT A0
288 - |
. i $2.20 '
s ‘ frid $1.80-51.90

$1.53

188

Hae

o
1999 2000 2001 002 2003 6 Mos. 2004E
Ended
0331704
Fiscal Year
@ nationat fuel 5

National Fuel Gas Company
Earnings vs. Dividends Paid
[ T R S O Ty L Py e A o < Al w M@%ﬁtl"ku.\t’m e DRI AT
$12% T $220
_— K1 Eamings — Dividends Pald ] (oo
$1.00 [l 1 s100
5140 _ W 5100
o #1401 ; g E A1 s1.48 g
o ss20 E i b BNt s+e O
= " al HH Ht 2
E ""1g : - 1 3 i TR I
se-Anma Al lHHHHE AUl -3
1H K RI-HHHE ; ¢ iR A u,un_,
R HHHAAUBE 1 HHHE e
w lEEVVELLELLEM ] -
HHAHHHAH A E THH toxe
HHEHHHHHAHRHHHUNE e
B M O M OB M M N N MO T NN W b 3
. Fiscal Year ‘
__@naﬂonalfual 52
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